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REVENUE SHARING

THURSDAY, TUNE 29, 1972"

U.S. SENATE,
CoMMIrr= o FINANCE,

Wathington, D.C.
The committee met at 10 a.m., in room 2221, New Senate Office

Building, Senator Russell B1. Long (chairman) presiding.
Present: Senators Long, Anderson, Talmadge, Ribicoff, Bennett,

Curtis, Jordan of Idaho, and Fannin.

OPENING STATEMENT

The CHAIRMAN. Today the Committee on Finance begins hearings
on H.R. 14370, the State and Local Fiscal Assistance Act of 1972, more
commonly known as the general revenue-sharing bill. The bill would
distribute $5.3 billion to the State and local governments in 1972 and
somewhat larger amounts in each of the four succeeding years, in-
creasing to a level of about $6.5 billion by 1976.

About two-thirds of the funds to be distributed in 1972-$3.5 bil-
lion-would be paid directly to cities, counties, parishes, and local
governments for use on high priority expenditures. These high prior-
ity expenditures include maintenance and operating expenses for pub-
lic safety, environmental protection, and public transportation. They
also include capital expenditures for sewage collection and treatment,
refuse disposal systems, and public transportation. The amounts dis-
tributed to local government units would be based generally on their
urbanized population and the relative wealth of the jurisdiction.

The remaining amount--$1.8 billion in 1972-would be made avail-
able to State governments without limitation as to how the funds may
be used. The amounts distributed to the States would be disbursed,
one-half on the basis of the States' total tax effort, and one-half on the
basis of the revenue raising effectiveness of State income taxes.

The bill also provides a mechanism by which State governments
may have their income taxes collected by Federal tax authorities,
relieving themselves of the administrative tax collection burden.

It has been my hope that the Committee on Finance could advance
this bill so that the Senate could be given an opportunity to vote on
the measure. It is a bill that the State and local governments view
as urgent, and the committee will consider the bill with that thought
in mind.

~ During this first session of the hearings on this important, legis-
lation, the committee will hear the Honorable George P. Shultz, Secre-
tary of the Treasury, who will present the administration's case for

(1)
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t~he bill. Then we will hear the Honorable Howard H. Baker, Jr.,
Senator from Tennessee, and the Honorable Hubert H. Hum hrey,
Senator from Minnesota, who are the principal cosponsors o com-
panion legislation in the Senate.

The committee plans further hearings on the bill after recess. An
announcement indicating the dates willbe published by the committee
in a few days.

I might say, in addition to this prepared statement, it has been my
thought it might be useful to try to conduct hearings during the recess.
Unfortunately, my plans in that regard were announced too late and
other Senators were not able to make their plans to be with us. There-
fore, we will have to wait until after the recess to begin the hearings.

Our staff has prepared a memorandum describing the House-passid
bill and comparing the administration's proposal with the Hous-
passed bill. We will print that at this point in the record along with
a copy of our press release announcing these hearings and also a copy
of the bill before us.

(The material referred to follows. Hearings continue on page 75.)



PRESS RELEASE

FOR IMMEDIATE RELEASE
June 23, 1972 COMMITTEE ON FINANCE

UNITED STATES SENATE
2227 New Senate Office Bldg.

COMMITTEE ON FINANCE ANNOUNCES INITIAL HEARINGS ON
REVENUE SHARING

The Honorable, Russell B. Long (D., La.), Chairman of the
Committee on Finance, announced today that the Committee will begin
public hearings on Thursdoy, June .9, 1972 on H.R. 143700 the State
and Local Fiscal Assistance Act of 1972 (General Revenue Sharing).
This b ll would distribute to the States and local governments $5.3
billion in 1972, and somewhat larger amounts in the four succeeding
years.

The Honorable Geoge P . 6hulta,_ Secretary of the Treasury,
will present the Administration's case for the legislationi at Thursday's
hearing. He will be followed by the Honorable Howard H. Bakers Jr.,
United States Senator from Tennessee, and the Honorable Hubert H.
Humphrey, United States Senator from the State of Minnesota. Senators
Baker and Humphrey are coauthors of S. 3651, a companion bill to H. R.
14370.

Witnesses presenting the viewpoint of the States and local govern-
mente, as well as! others desiring to testify with respect to the legislation,
will be heard at a later tie The schedule for the continuation of hear-
ings on revenue sharing will be fixed in a subsequent announcement.

Requests to Testyf,,. -. Senator long said that t: )se who wish to
testify on H. R. 14370 as the hearings resume are invited to submit their
requests to Tom Vail, Chief Counsel, Committee on Finance, 2227 New
Senate Office Building, Washington, D. C. The request should be sub-
mitted by Monday, July 10, 1972.

The initial hearing on Thursday, July 29. will be held in Room 2221,
New Senate Office Building and will begin at 10:00 A. M.

PR #15



- June 29, 1972

To: The Members of the Committee on Finance

From Tom Vail, Chief Counsel

Subject: House-passed Revenue Sharing Bill (H. I. 14370)

Brief Summary of House-Oassed Bill

H. P. 14370 would distribute $5. 3 billion tothe States and local
governments in 1971 (beginning January 1) and somewhat larger amounts
in the four succeeding years, increasing to a level of about $6. 5 billion
by the fourth succeeding year. The bill creates a trust fund (to be known
as the "Local Government High Priority Expenditures Trust Fund"), and
appropriations, at a constant annual rate, are-made out of Federal Income
tax collections for each entitlement period under the bill.

About two-thirds ($3. 5 billion in the first year) of the funds would
be available to cities, counties and other local governments; the re-
maining one-third (ItJ. 8 billion in 1972) would be made available to State
governments. The amount provided the localities Is fixed each year at
$3. 5 billion; the amount provided to the States increases by $300 million
each year, until it reaches a level of $3 billion in the fifth year. The
distribution of funds in the first year is shown in the Table I below

A. Payments to Local Governments

Under the bill, the Federal Gove'rnment would pay out $3. 5 billion
annually (with payments at least quarterly) directly to local governments
for five years, to be spent on "high priority" purposes. The "high
priority" items are:

(1) Maintenance and operating expenses for--
(a) public safety (including law enforcement, fire

protection, and building code enforcerrent),
(b) environmental protection (including sewage

disposal, sanitation, and pollution abatement), and
(c) public transportation (including transit systems

and streets,) and

(2) Capital expenditures for --

(a) sewage collection and treatment,
(b) refuse disposal systems, and
(c) public transportation (including transit

systems and street construction).

There is an effort to prevent localities from using these funds to
match Federal funds in other programs, and thus, in effect, force even

more grant-in-aid funds. However, money is fungible and It is ques-
tionable that one could devise an air-tight method of avoiding an indirect
use of these funds for matching purposes.



T.blel. -Estimated First Year Distribution of Funds Under H. R. 1 1 370,
State and Local Fiscal i.ssistance Act of 1971,by State

[Amounts in millions of dollars]
S..State Shere Local Share Total

United States, total ------- M- 1,800.0 3, 500.0" s, 300.0

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware

0 District of 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
Texastah

ermont
Virginia
WVashington
West Virginia
", isconsin
Wyoming
I/These figures are shown on an annual rate

- a half year, Jan. 1, through June 30, 197.

14.9
3.5

14.0
8.0

241. 1
20. 3
21.0

7.8
10.8
31.9
28. 3
13.2
5.8

105. 1
31.0
2 6. 1
13.8
19.2
18.4
5.6

50. 1
74.6
91.0
51. 7
10. 1
%,7.9

6.9
17

3.3
44.7

6.5
317.4

36. 3
3.6

49.5
11.4
24.8
98.4
7.8

14.3
3.7

14.3
46.2
9

38. 3
10.

65.9
2. 2

basis. The

65.. 80.1
3.1 6.6

37.1 46.1
30.4 38.4

369.7 610.8
39.1 59.4
51.7 72.7
9.5 17.3

15.2 26.0
118.1 150.0
75.1 103.4
12.7 25.9
9.6 15.4

196.6 301.7
8%.8 113.8
41.6 67.8
34.0 47.8
52.6 71.8
64.8 83.2
14.2 19.8
67.4 117.5

104.4 179.0
152.7 243.7
6. 4 114.1
35.9 46.0
79.6 107.5

9.9 16.8
24.8 34.5
8.5 12.2

10.2 13.5
135.0 179.7

16.0 .2.5
332.2 649.6
76.8 113.1
8.4 12.0

177.8 717.3
41.4 52.8
35.2 60.0

202.5 300.18.0 25,.

43.5 57.8
9.8 13.5

65.0 79.3
202.0 248.2

77.3 115.69.2 7Z.1I

71.1 137.0
3.9 6.1

first distribution is for



The "high priority" categories are not Intended to prevent a State
from modifying the formulas for distribution within a State where de.
sirable to meet local problems.

The $3. 5 billion appropriated to the localities each year, are to be
allocated according to three criteria (a) population; (b) the extent of
urbanization (as measured by "urbanuled populatlon');and () the etnt
of poverty in the localities (as measured by the relative income level of
the residents). These three criteria may be altered by each State, from
Z5 to 40 percent, after the first year and a half, during which time they
must be weighed equally.

B. Distribution to States

Funds distributed directly to the States begin at a level of $1.8
billion and increase by approximately $300 million a year until they
reach about $3 bilUon in the fifth year. Those funds, payable at least
quarterly, are allocated under two formulas, one based on the relative
individual income tax collections of a State (called the income tax share)
and the other based on the relative total tax effort of a State calledd the
combined tax effort share). The estimated amount allocated to each
State under this formula is shown in Table Z below:

C. Piggyback Arrangement

States are also given the option to request Federal collectionof their
State individual income taxes under a 'piggyback" arrangement whereby
the State tax is collected in donJunction with the Federal tax. This is to
be available only in 1974 and later-years, and only at such time as five or
more States (representing 5 percent or more of individual tax returns)
have requested the Federal Government to collect these taxes for them.

11. Administration's General Revenue Sharin Proposal

The Administration's general revenue sharing proposal differs from
the House bill in several important respects.

It would provide a permanent annual appropriation, automatical'
determined each fiscal year, equal to 1. 3 percent of 'ederal individual
income tax base.

A. Distribution to States

The Administration plan would distribute the funds to the States on a
per capita basis, adjusted for revenue effort. The distribution to each
State would be divided into two parts-.& basic payment of 90 percent of
the total appropriation and an incentive payment of 10 percent of the total.
Incentive payments would only be provided to those States adopting an
alternative Intra-state formula.
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Table -Distribution of $1, 800,000s000. half on the ba, s of State oan local taxes
weighted by tax effort sad half on the basis of one-half a:15 percent of estimated
sate individual InoMtax collection but not less tho Ipe rcent nor ftore than
A ocnt of estimet*dFeeal individual income tax liability &ttributed to the

[In thousands of dollar. .

State
Total

Alabama
Alaska
Arlzona

SDelaware
District of Columbia
Florida

On basis of general

7, 55i,

13

11:,6Z3v ',2 0:.I S'i

On basis of income
colMlecig. _ otal

j/J20 .lSoo. 00L

0739 14t,949

464
11.t%1190

oorl 1 1508
Idaho,. 49! 3, 9 5, 785

K8ntucky 10 366 19, z0Z

Maryland 20,007 30,101 s, 108
as$&44us31s 74:615

MichRan 4 tZ 49, 702 91,081
Minnesota 180053 33,646 S1 42
Mississippi 7,157 541 0,7 4O
Missouri 13:4, to 4: 4t ZIU

Nebraska 54 4,0 1
Nevada Z,6 1,0 7:
New Hampshire 2, 115 1, 4 43, 337
Now Jersey 29,278 1 436,14

1ot %arolina
North Dakota z,09 ;71 3 180
Ohio - ~l420.4
Oklahoma 8t 7?sOregon. 8:3__0421i
Pennsylvania 53,159
Rhode Island 145, 4,040 e
Sout Carolina 8, B 1Z1

utth Dakota 13,
o nnessee ,1371

Texas 6-,47Z
Utah 4 #f3 4

ton 15,346 5,567 209 13West V inr.ina so 00 4:38:56
Wisconsin 2 37 6;
Wyoming:1 592;i
I/Distrlbuted on thebasis of State and local tax collectons In fiscal year 1970

muljplied by the percentage reltionship between State and local taxes and per..
2 -income for riscat year 197/Distributed on the basis of .ne- 41f ofilS % of estimated calendar year 1972

Siate cllme tax coll ctons.l a derived by averaging eg isa ted fiscal yera
7Z & t scal year V973col1ectimns) but.not les than IR nor more than %v of

Ftnary19TIe erat lad mcome ttlbility attribWted
to e t a ca ir year 7 tallisrluted smogthe atms

m as o! 7 0 etails may not add to totals because of rounding.
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B. Distribution Within a State

The distribution of funds within a State would be based on a two-step
formula. First, the total proportion which a State must share with its
general local government corresponds to the ratio of the general reve-
nues raised by all units of local government in the State to the combined
total of general revenues raisedd by the States and these local units of
government. Seconds the proportion of the local share which an indivi-
dual city, county or township government receives corresponds to the
ratio of its own general revenues to the total general revenues raised by
all general-purpose local governments in the State.

M. Comparison of Administration and House Bills

The distribution of funds under both the A.dministration and House
versions is shown in the table below. Basically, under the House bill,
a greater proportion of the funds would be allocated to the localities
than under the Administration's proposal.
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Table 3-Estimated allocation of funds among State Governments to the Local

Governments of those States under the House bill (H. R. 14370) and
the Administration's General Revenue Sharine cronosal.

(In millions of dollars]
Administration General

State
Alabama -
Alaska
Arizona
Arkansas
California
Colorado

.Connecticut
Delaware
District of Columbia
Florida
GeorgiaHawiil
Idaho
Illinois
Inldiana
Iowa
Kansas

entucky
Uistana

Maine
Maryland
Massachusetts

Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire
New Jrsby
New Pfexico
New York '
North Carolina
North Dakota

NIahoma
Oregon

4nnsylvania
Rhode Island
South CarolinaSouth Dakota
Tennessee
TLexas

Utah

Washington
West Virginia
Wisconsin
Wyoming

Total

State
Share

14.9
3.5

14.0
8.0

241.1
20.3
11,.0
7.8

10.8
31.9
28. 3
13. a
5. 8

105.1
31.0
26.2
13.8

5. 6
50.1
74.6

H.: 9
10. 1

9.7
3.7

J: 4
6.5

311. 4

313: 1
24.8
98.4

7.8
14.3
3.7

14.3
46. 2

8.8

20.9
10.0
65.9

2.2

House Bill
Local
Share

65.2
3.1

32:1
30.4

369.731:1
9.S

15.2
118.1
75.1
12..

196.68Z
41:9

34.0
52.6
64.8

7.4
104.4

35.
79.:

9.9
24.8
8.5

1,9
16.0

332. 2
76.8

8.4

35. 2
20Z. 5

18.0
43.5

7

202.0
20.2
5. 3

77. 3
58.2
26.4
71.1
3.9

1,800.0 3,500.0 5,300.0

Total
80. 1

. 6
38.4

610.1
S?. 4
1?. 3.
26.0

150.0
103.4

25.
15.4

301.7
113.8
67.8
47.8
71.8
83.2

179.0tff: I
46.0

1 ~5
34.5
1.2.

12. 5649.6
113.1

12.0

60.0
300.9
25.8
57.8
13.5
79.3

248.2
1910

79.1
36.4

137.0
6. 1

2, 658. 1 Z, 341.9 5,000.0

81-395 0 - 72 - 2

Revenue
State
Share
50.6

5.8
30.8
27. 1

273.4

9.7
22. 987.0
60.6
17. 3
11.9
98.0

25.4
$2.0
8.

12.5
49.4
66.6

38.7
45.0
8.9

16.4

22.9

251.4

11.7

12.4
39.8

8.4
49.5
126.6
"17.0

7 5
64. 5
57.4
18.5
70.8

6.4

Sharing Propos.l
Local
Share Total

31.5 8Z. 1

15.9 43.0316.9 SZo. 2
30.2 0.1
31.0 59.2
3.7 13.4
-- 22.9
80.4 167.4
46.9 107.5

23:582 20. 1
121.8 219.85t. 1 115.6
3 .0 74.s5
28.9 54.2
26.2 78.2
32.9 101.5
!M.4 71.9
43.3 92.7
69.5 136.2

25 613

9.9 8.8
21.6 39.0

9 31.8
274. 7 534. 1

35.2 113.3
8. 20.5

28.1 5g.9q114.9 245.2
8.4 20.8

16.9 56.310.4 18.'8
37.3 86 .8

116.4 243.0
11.7 28.74.5 119
40. 1 104:
34.6 92.0
13.2 41.7
53.6 124.4
5.1 11.4
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IN THE SENATE OF THE UNITED STATES

JUNE 23 (legislative day, JrxE 19), 1972

-- Read twice and referred to the Committee on Finance

AN ACT
To provide payments to localities for high-priority expenditures,

to encourage the States to supplement their revenue sources,

. and to authorize Federal collection of State individual income

taxes.

1 Be it enacted by the Senate and House of RPresnta-

2 fiva of dok United States of America in Congreae-wsuenUed,

3 SECTION L SHORT TITLIL

4 This Act may be cited as the "State and Local Fiscal

5 Assistance Act of 1972".
11-0
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TITLE. I-PAYMENTS TO LOCAL
GOVERNMENTS AND TO, THE
STATES

Subtitle A-Local Government High-
Priority Assistance

SBE. 101 PAYMRT8 TO LOCAL GOVERNMENT&

Except as otherwise provided in this subtitle, the Secre-

tary (as defined in section 141 (a)) shall, for each entitle-

ment period (as defined in section 141 (b)), pay out of the

Local Government High-Prioity Expenditures Trust Fund

created by section 104 to each unit of local government,

for use by such unit for high-priority expenditures (as de-

fined in section 102), a total amount equal to the entitle-

ment of such unit for such period (determined under sec-

tion 103). Such payments shall be made in installments

during any period but not less often than. once each quarter.

Such payments for any period may be initially made on the

basis of estimates. Proper adjustment shall be made in the

amount of any payment to a unit of local government, to

the extent that the payments previously made to such gov-

ernment under this subtitle were in excess of or less than

the amounts required to be paid., A unit of local government

may not treat funds it receives under this subtitle as a con-

tribution made from non-Federal funds for purposes of any

formula provided by a law of the United States under which
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1 non-Federal funds must be made available in order to receive

2 Federal funds.

3 SEC. 102. HIGH-PRIORITY EXPENDITURES.

4 (a) IN GENERAL.-For purposes of this subtitle, the

-5 term "high-priority expenditures" means only-

6 (1) maintenance and operating expenses for-

7 (A) public safety (including law enforcement,

.4 fire protection, and building code enforcement),

9 (B) environmental protection (including sew-

I0 age disposal, sanitation, and pollution abatement),-

11 and

12 (0) public transportation (including transit

.13 systems and streets), and

14 (2) capital expenditures for-

15 (A) sewage collection and treatment,

16 (B) refuse disposal systems, and

17 (0) public transportation (including transit

18 systems and street construction).

19 (b) ESTABLISHMENT OF FURTHER PRIOITIJ.-If a

20 Stae regularly spends (out of its own sources) more on any

21 category of items falling within any subparagraph set forth

22 in subsection (a) than the total amount regularly spent

23 (out of their own sources) by all units of lo-cal government

24 located in such State on such category, then such State may

25 by law provide that, for purposes of this subtitle, such cate-
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gory of items shall be excluded from the items which may

be taken into account under subsection (a) with respect to

units of local government located in such State.

SEC. 106. AMOUNT OF ENTITLEMENT OF EACH LOC6L

GOVERNMENT.

(a) ALLOCATION AMONG THE STATEs.-The amount

appropriated to the Trust Fund by section 104 for any entitle-

ment period shall be allocated among the States-

(1) one-third on the basis of population,

(2) one-third on the basis of urbanized population,

and

(8) one-third on the basis of population inversely

weighted for per capital income.

(b) ALLOCATION AMoNG COUNTY AREAS.-The

amounts allocated to a State under subsection (a) for any

entitlement period shall be further allocated among the

counties located in such State-

(1) on the basis of population, in the case of the

amount allocated to such State for such period .under

subsection (a) (1),

(2) on the basis of urbanized population, in the

case of the amount allocated to such State for such period

under subsection (a) (2), and

(3) on the basis of population inversely weighted

for per capita income, in the case of the amount -allo-
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1 cated to such State for such period under subsection

2 ().

3 (c) ALLOATION TO COUNTY GOVERNMENTS, MUNJO-

,4" IPALITI E, TOWNSHPS, o.--

5 (1) COUNTY GOVBRNMNT.-The county govern-

6 meant shall be allocated that portion of each amount

7 allocated to the county area for the entitlement period

8 under the paragraphs of subsection (b) which bears

9 the same ratio to such amount as the adjusted taxes of

10 the county government bear to the adjusted taxes of

11 the county government and all other units of local gov-

12 ernnent located in the county.

13 (2) OTwER UNITs OF LOOAL GOVERNMSNT.-The

14 remaining portion of each amount allocated to the coun-

15 ty area for the entitlement period under the paragraphs

16 of subsection (b) shall be allocated among the units

17 of local government (other than the, county govern-

18 ment and other than township governments) located in

19 such county-

20 (A) on the basis of population, in the case of

21 the remaining portion of the amount allocated to

22 the county area under subsection (b) (1), and

23 (B) on the basis of population inversely

24 weighted for per capita income, in the case of the
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remaining portion of the amount allocate to the

county area under su'Jsection (b) (8).

For purposes of the peeding sentence, the remain ing

portoukw of the amount allocated to tihe county area under

stbedoo (b) (2) shall be treated as allocated to the

county a e unde sbsection (b) (1) and subsection

(b) (8) in the same pirotion as the amount allocated

to'te County am under subsection (b) (1) or (b) (3)

(as the sm, y be) bean to the sum of the amounts

allocated to the county area undwr subsections (b) (1)

uaa (b)(3).

(8) TowNemp OOVBNxILNT.--If the county in-

cludes one or more township governments, tten before

applying paragraph (2) -

(A) ther sha be set aside for location under

subparagraph (B) of this paragraph to such town-

ship governments that portion of each amount al-

located to the county area for the entitlement period

under the paragraphs of subsection (b) which

bears the same ratio to such amount as the sum of

the adjusted taxes of all of such township govern-

merits bears to the aggregate adjusted taxes of the

county government, such township governments,

and all other units of local government located in the

county, and

(B) t"at portion of each amotmt set aside under
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1 stbparagraph (A) shall be alloated to each such

2 township government on the same basis as amounts

3 ae allocated to units of local government under

4 paragrph (2).

5 If this paragraph applies with respect to any county area

6 for any entitlement period, each remaining portion alto-

7 cated under paragraph (2) to the units of local govern-

8 ment located in the county (other than the county gov-

9 enment and the township governments) shall be

10 appropriately reduced to reflect the amounts set aside

11 unde subparagraph (A) of the first sentence of this

pra ph.

13 (4) ENKTITLBMENT.-

14 (A) IN GENERAL.-Except as otherwise pro-

15 vided in this paragraph, the entitlement of any unit

16 of local government for any entitlement period shall

17 be the amount allocated to such unit under this sub-

18 section (after taking into account any applicable

19 modification under subsection (d)).

20 (B) -ENTITLEMENT LESS THAN $200, OR

21 GOVERNING BODY WAIVES ENTITLMENT.-If (but

22 for this subparagraph) the entitlement of any unit

23 of local government below the level of the county

24 government-

25 (i) would be less than $200 for any en-
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1 titlement period ($100 for an entitlement pe-

2 riod of 6 months), or

3 (ii) is waived for any entitlement period

4 by the governing body of such unit,

5 then the amount of such entitlement for such period

(6 shall (in lieu of being paid to such unit) be added
C

7 to, and shall become a part of, the entitlement for

8 such period of the county government of the county

9 area in which such unit is located.

10 (C) LIMITATION.-The amount allocated to

11 any unit of local government under this section for

12 any entitlement period shall not exceed 50 percent

13 of the sum (for the immediately preceding corre-

14 spending period of.time) of (i) such government's

15 adjusted taxes, and (ii) the intergovernmental

16 transfers of revenue to such government (other than

17 transfers to such government under this subtitle).

18 In any case where the preceding sentence reduces

19 the amount allocated to any unit of local govern-

20 ment sharing in any allocation, the amount of such

21 reduction shall (to the extent not barred by the

22 preceding sentence) be added to (and shall in-

23 crease) the allocation to every other unit of local

24 government sharing in such allocation in propor-

25 tion to its respective share of such allocation.
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1 (d) S~wIAL ALLOCATON RuLs.-

2 (1) STATE MAY BY LAW PROVIDE THAT RMATI

3 TAX EFFORT SHALL BE TAKE&I INTO AMOUNT IN AL-

4 LOCATING AMONO COUNTY REA.-In lieu of the al-

5 location provided by paragraph (1) of subsection (b),

6 a Stve may by law provide that the amount allocated

7 to such State for any entitlement period under subsec-

8 tion (a)'(1) shall be allocated among the counties lo-

9 cated in the State on the basis of population weighted

10 for per capita adjusted taxes (instead of on the basis'of

11 population).

12 (2) STATE MAY BY LAW PROVIDE THAT RLATIV

13 TAX EFORT SHALL BB TAKEN INTO COUNT IN AL-

14 LOCATING BLOW COUNTY LRBE.-In lieu of the ap-

15 cation provided by subparagraph (A) of the first sen-

16 tence of subsection (c) (2), the State may by law pro-

17 vide that the amount to be allocated for the entitlement

18 period under such subparagraph (A) (and under so

19 much of the last sentence of subsection (c) (2), and

20 under so much of subsection (o) (8), as relates to such

21 subparagraph (A)) shall be allocate on the basis of

22 population weighted for per capita adjusted taxes (in.

23 stead of on the basis of population)

24 (8) BTATB MAY BYl LAW VARY (WITHIN LIMITS)
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THB AMOUNTS TO BB ALLOCATED AMONG COUNTY

EAS.--In applying the allocation formula of subsection

(b), a State may by law vary the amount to be allocated

under each of the paragraphs of subsection (b). Any

such variance for any entitlement eriod-

(A) shall not cause the amount to be allocated

by the State among the oounty areas for such period

uaider any paragraph of subsection (b) -

(i) to be decreased by more than 25 per-

cent, or

(ii) to be increased by more than 40 per-

cent, and

(B) shall provide for allocating among the

counties within the State 100 percent of the aggre-

gate amount allocated to the State under subsection

(a) for such period.

(4) UsMFO ABAWIDE PII sTB.-

(A) A State may by law provide that, in the

case of one or more projects involving high-priority

expenditures in 2 or more contiguous counties in

such State, a portion of the entitlements of the units

of' local government located in such counties di-

rectly affected by such projects will be spent, under

the supervision provided in such State law, for

high-priority expenditures for such projects.
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1 (B) Subparagraph (A) shall apply to any

2 project only to the extent that the amount of the

3 entitlement of the unit of local government used

4 for areawide spending under subparagraph (A)

5 is matched (on a current basis) by State spending

6 out of its own sources.

7 (0) The portion of the entitlement of any

8 unit of local government for any entitlement period

9 to which subparagraph (A) applies shall not exceed

10 10 percent of such entitlement.

11 (5) UNIFORMITY; CERTIFICATION; ENTITLE'MENT

12 PERIODS AFFECTED.-

13 (A) A State law shall be deemed to-cemply

14 with the requirements of paragraph (1), (0), or

15 (3) (and of subsection (b) of section 102) only

16 if such law applies throughout the State.

17 (B) Pamgrmph (1), (2), (3), or (4) (and

18 subsection, (b) of section 102) shall apply within

19 a State only if the Secretary certifies that the State

20 law complies with the requirements of such para-

21 graph (or subseotion).

22 (C) Any such State law shall apply only to

23 allocations for entitlement periods beginning after

24 June 30, 1973, and beginning after whichever of

25 the following is the later: (i) the date of the certi-
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1 fication under subparagraph (B) with respect to

2 such law, or (ii) the effective date specified in such

3 State law.

4 (e) ALLOCATION DEFINITIONS AND SPECIAL

5 RuLBs.-For purposes of this section--

6 (1) ALLOCATION ON BASIS OF POPULATION.-

7 Any allocton on the basis of population among units

8 located in a larger entity shall be made by allocating

9 to each such unit an amont which bears the same ratio

10 to the total amount to be allocted as the population of

11 such unit bears to the population of the larger entity.

12 (2) ALLOCATION ON BASIS -OF URBANIZED

13 POPULATION.--Any allocation - on the basis of ur-

14 banized population among units located in a larger
15 entity shall be made by allocating to each such unit an

16 amount which bears the same ratio to the total amount

17 to be allocated as the urbanized population of such unit

18 bears to the urbanized population of the larger entity.

19 (8) ALLOCATION ON BASIS OF POPULATION IN-

20 VEBEBLY WBIGHTED FOR PER CAPITA INCOM.-Any

21. allocation, on the basis of population inversely weighted

22 for per capita income, among units located in a larger

23 entity shall be made by allocating to each such unit an

, 24 amount which bears the same ratio to the total amount

25 to be allocated as-
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I (A) the population of such unit, multiplied

2 by a fraction the numerator of which is the pr

.3 capita income of the larger entity and the denom-

4 inator of which is the per capita income of such

5 unit, bean to

6 (B) the sum of the products determined under

7 subparagraph (A) for all such units.

8 (4) ALLOATTON ON BASIS OF POPULATION

9 WEIGHTED FOR PER CAPITA ADJUSTED TAXES.-

10 (A) Any allocation, on the basis of popula-

11 tion weighted for per capita adjusted taxes, among

12 units located in a larger entity shall be made by.

13 allocating to each such unit an amount which bears

14. the same ratio to the total amount to be.allocated

15 as--

16 (i) the population of such unit, multiplied

17 by the pet capita adjusted taxs of the govern-

18 ment of such unit, bears to

19 (ii) the sum of the products determined

20- under clause (i) for all such units.

21 (B) For purposes of subsection (d) (2), the

22 per capita adjusted taxes of any unit having a..

23 population of 100,000 or less taken into account-

24 under subparagraph (A) of this paragraph shall

25 not exceed the per capita adjusted taxes of the city,
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1 (if any) in such State having a population of more

2 than 100,000 and having the lowest per capita ad-

3 justed taxes of all cities in such State having a pop-

4 ulation of more than 100,000.

5 (5) POPULATiO.---Population shall be determined

6 on the same basis as resident population is determined

7 by the Bureau of the Census for general statistical

8 purposes.

9 (6) Uz u D PoPuLAnoN.-Urbanized popu-

10 ]ation means the population of any area consisting of a

11 central city or cities of 50,000 or more inhabitants (and

12 of the surrounding closely settled territpr'y for such city

13 or cities) which is treated as an udmized area by the

14 Bureau of the Census for general statistical purposes.

15 (7) INcoM.-Income means total money income

16 received from all sources, as determined by the Bureau

17 of the Census for general statistical purposes.

18 (8) ADJusm TAxf-

19 (A) IN oBNpnAL.-The adjusted taxes of any

20 unit of government are-

21 (i) the compulsory contributions exacted

22 by such government for public purposes (other

23 tmn employee and employee assessments and

24r oontributios to finance retirement and social

25 insurance systems, and other than special assess-
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I ments for capital outlay) as such contributions

are determined by the Bureau of the Census for

3 general statistical purposes,

4 (ii) adjusted (under regulations prescribed

by the Secretary) by excluding an amount

equal to that portion of such compulsory con-

7 tributions which is properly allocable to ex-

penses for education.

9 (B) CERTMN SALES TAXES COLLTECTD BY

10 OOUNTIM.-IU any case where-

11 (i) a county government exacts salestaxes

12 within a municipality and transfers part or all of

13 such taxes to such municipality without specify-

14 ing the-purposes for which the municipality may

15 spend the revenues, and

16 (ii) the Governor of the State notifies the

17 Secretaay that the requirements of this subpara-

18 graph have been met with respect to such taxes,

19 then the taxes so transferred shall be treated as the

20 taxes of the municipality (and not the taxes of

21 the county government).

22 (9) INTERGOVERNMENTAL TIANSFERS.--The in-

23 tergovernmental transfers of revenue to any govern-

24 ment are the amounts of revenue received by the gov-

25 ernment from other governments as a share in financing
I
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(or as reimbursement for) the performance of govern-

mental functions, as determined by the Bureau of the

Census for general statistical purposes.

(10) DATES FOR DETERMINING ALLOCATIONS AND

ENTITLEMENTS.-Except as provided in regulations, the

determination of allocations and entitlements for any

entitlement period shall be made as of the April 1 im-

mediately preceding the beginning of such period.

(11) DATA USED; UNIFORMITY OF DATA.-

(A) GENERAL RULE.-Except as provided in

subparagraph (B), the data used shall be the most

recently available data provided by the Bureau of

the Census.

(B) USE OF ESTIMATES, ETC.-Where the Sec-

retary determines that the data referred to in sub-

paragraph (A) are not current enough or are not

comprehensive enough to provide for equitable allo-

catims, he may use such additional data (including

data based on estimates) as may be provided for in

regulations.

(f) GOVERNMENTAL DEFINITIONS AND RELATED

RuLtm.-For purposes of this section-

(1) UNITS OF IOCAL GOVEBNMENT.-The term

"unit of local government" means the government of a

county, municipality, township, or other unit of govern-

81-395 0 - 72 - 3
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1 ment below the State which is a unit of general govern-

2 ment (determined on the basis of the same principles as

3 we used by the Bureau of the Census for general statis-

4 tical purposes).

5 (2) CERTAIN AREAS TREATED AS OOUNTIE.-

6 In any State where, for part or all of its geographic

7 area, the next unit of local government below the State

8 is a city or other unit, such unit shall be treated as a

9 county (and its government shall be treated as a county

10 government) with respect to that portion of the State's

11 geographic area.

12 (3) TowNsmP.-The term "township" includes

13 equivalent subdivisions of government having different

14 designations (such as "towns"), and shall be deter-

15 mined on the basis of the same principles as are used

16 by the Bureau of the Census for general statistical

17 purposes.

28 (4) UNITS OF LOCAL GOVERNMENT LOCATED IN

19 LARGER ENTITY.-A unit of local government shall be

20 treated as located in a larger entity if part or all of its

21 geographic area is located in the larger entity.

22 (5) ONLY PART OF UNIT LOCATED IN TARGER

23 ENTITY.-If only pait of a unit of local government is

24 located in a larger entity, such part shall he treated for
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allocation purposes as a sepamte unit of local govern-

2 ment, and all computations shall, except as otherwise

3 provided in regulations, be made on the basis of the

4 ratio which the estimated population of such part bears

5 to the population of the entirety of such unit.

6 (6) BOUNDARY CHANGES, GOVERNMENTAL REOR-

7 OANIZATION, TC.-If, by reason of boundary line

8 changes, by reason of State statutory or constitutional

9 changes, by reason of annexations or other governmental

10 reorganizations, or by reason of other circumstances,

11 the application of any provision of this section to units

12 of local government does not carry out the purposes

S of this subtitle, -the application of such provision shall

14 be made, under regulations, in a manner which is con-

15 sistent with such purposes.

16 SEC. 10L LOCAL GOVERNMENT HIGH-PRIORITY EXPEND.

17 TURK TRUST FUND.

18 (a) APPROPEIATIONS.-

19 (1) IN GENERAL.-There is hereby appropriated

.20 out of any amounts in the general fund of the.Treasury

21 attributable to the collections of the Federal individual

22 income tax not otherwise appropriated-

23 (A) For the period beginning January 1,

24 1972, and ending June 30, 1972, $1,750,000,000.
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1 (B) For the fiscal year beginning July 1,

2 1972, $3,500,000,000.

3 (C) For the fiscal year beginning July 1,

4 1973, $3,500,000,000.

5 (D) For the fiscal year beginning July 1,

6 1974, $3,500,000,000.

7 (E) For the fiscal year beginning July 1,

8 1975, $3,500,000,000.

9 (F) For the period beginning July 1, 1970,

10 and ending December 31, 1976, $1,750,000,000.

11 (2) DEPOSIT IN TRUST FUND.-The amount ap-

12 propriated by paragraph (1) for any period shall be

13 deposited in the trust fund created by subsection (b) on

14 the first day of such period (or, if later, on the day on

15 which this Act is enacted).

16 (b) CREATION OF TRUST FUND.-

17 (1) There is created in the books of the Treasury

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

19 "Local Government High-Priority Expenditures Trust

20 Fund" (referred to in this subtitle as the "Trust

21 Fund"). The Trust Fund shall remain available without

22 fiscal year limitation and shall consist of such amounts

23 as may be appropriated to it and deposited in it as pro-

24 vided in subsection (a). Amounts in the Trust Fund
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may be used only for the payments to local governments

provided by this subtitle.

(2) The Secretary of the Treasury shall be the

trustee of the Trust Fund and shall report to the Con-

gress not later than March 1 of each year on the opera-

tion and status of the Trust Fund during the preceding

fiscal year.

SEC. 106. GENERAL PROVISIONS.

(a) ASSURANCE OF LOCAL (OVERNMENT HIOH-

PRORITY EXPENDITURES PLAN.-In order to qualify for

any payment under this subtitle for any entitlement period

beginning on or after July 1, 1972, a local government must

establish (in accordance with regulations prescribed by the

Secretary, and after an opportunity for review and com-

ment by the Governor of the State in which such local

government is located) to the satisfaction of the-Secretary-

(1) that the local government will establish a

trust fund in which it will deposit all payments it re-

ceives under this subtitle;

(2) that it will use amounts in such trust fund (in-

cluding any interest earned thereon while in such trust

fund) only for high-priority expenditures, and that it

will so use such amounts during such reasonable period

or periods as may be provided in such regulations;

(8) that. it will use amount in its trust fund estab-



1 lied puramt to paragraph (1) for capital expendi.

2 tures for purposes specified in subpargraphs (A), (B),

3 and (0) of section 102 (a) (2) only if the capital items

4 are additional and not of a character for which the local

5 government regularly makes expenditures on a recurring

6 bads;

7 (4) that the local government will pay over to the

8 Secretary (for deposit in the general fund of the Treas-

9 ury) an amount equal to 110 percent of any amount ex-

10 pended out of its trust fund establihed purant to

11 paragraph (1) in violation of paragraph (2) or

12 (8) which is not promptly repaid to the trust fund (or

1 the violation otherwise corrected) after notice and an

14 opportunity to take corrective action;

15 (5) that the local government will-

16 (A) uses.uc &Ws, aooounting, and audit pro-

17 cedur. a will confom to guidenes estabishvA

18 therefor by theSeretary (ater o Ation with

19 the Comptroller Genemi of the United Stts) and

20 as will assure compliance with paragraphs (2),

21 (8) ,and (4),

22 (B) provide to the e(and to the

23 Oomptroe Generid of the United Stae), on res

24 sonable notice, aoem to, and the right to examine,

25 such books, documents, papers, or records as the
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Secretary may reasonably require for purposes of

reviewing compliance with this subsection (or, in

the case of the Oomptroller General, as the Comp-

troller General may reasonably require for purposes

of reviewing compliance and operations under sub-

section (c) (2)), and

(C) make such annual and interim reports

to the Secretary as he may reasonably require;

(6) that all laborers and mechanics employed by

contractors or subcontractors in -the performance of

work on construction financed in whole or in part out

of its trust fund established under pararaph (1) will

be paid wages at rates not less than those prevailing

on similar construction In the locality as determined

by the Secretary of Labor in accordance with the Davis-

Bacon Act, as amended (40 U.S.C. 276&-276a--5),

and that with respect to the labor standards specified

in this paragraph the Secretary of Labor shall act in

accordance with Reorganization Plan Numbered 14 of

1950 (15 F.R. 8176; 64 Stat. I,.4) and section 2 of

the Act of June 18, 1934, as amended (40 U.S.C.

276o); and

(7) that persons employed in -jobs financed in

whole or in part out of its trust fund established under

paragraph (1) will be paid wages which shall not be
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1 ' lower than the prevailing rates of pay for persons em-

2 played in similar jobs by such local government.

3 In order to qualify for any payment under this subtle for

4 the entitlement period beginning on January 1, 1972, and

5 ending on June 30, 1972, a oal government must establish

6 to the satisfaotion of the Secretary that it will use such

7 payment only for high-priority expenditures and will comply

8 with such other requirements, consistent with the preceding

9 sentence, as may be established by the Secretary.

10 (b) WITHHOLDING OF PAYMENTS.-If the Secretary

11 determines that a local government has failed to comply

12 substantially with any provision of this subtitle (other than

13 section 106) or any regulations prescribed thereunder, after

14 giving reasonable notice and opportunity for a hearing to

15 the chief executive officer of the local government,-he shall

16 notify the local government that if such local government

17 fails to take corrective action within 60 days from the date

18 of receipt of such notification further payments to such local

19 government shall be withheld for" the remainder of the en-

20 titlement period and for any subsequent entitlement period

21 until such time as the Secretary is satisfied that appropriate

22 corrective action has been taken and that there will no longer

23 be any failure to comply. Until he is satisfied, the Secretary

24 shall make no further payments of such amounts.

25 (c) ACCOUNTINO, AUDITING, AND- EVALUATION.--
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(1) IN OBBBAL.-The Secretary shall provide for

such accounting and auditing procedures, evaluations,

and reviews as may be nec ssary to insure that the

expenditures of funds by the local governments comply

fully with the requirements of this subtitle. The Secre-

tary shall have authority to accept an audit by a State

of the expenditures of a unit of local government under

this subtitle if he determines that such audit and the

audit procedures of that State are sufficiently reliable

to enable him to carry out his duties under this subtitle.

(2) COMI'TEOLLR GENERAL SHALL REVIEW COM-

PLIANCE.--The Comptroller General of the United

States shall make such reviews of the work as done by

the Secretaery, the Stat,s, .and the units of local govern-

ment as may be necessary for the C(ongress to evaluate

compliance and operations under this subtitle.

SEC. 106. NONDISCRIMINATION PROVISION.

(a) No person in the United States shall on the ground

of race, color, national origin, or sex be excluded from

participation in, be denied the benefits of, or be subjected

to discrimination under any program or activity funded in

whole or in part with funds made available under this sub-

title.

(b) Whenever the Secretary determines that a local

government has failed to comply with subseotion (a) or an
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1 applicable regulation, he shall notify the Governor of the

2 State in which the local government is located of the non-

3 compliance and shall request the Governor to secure corn-

4 pliance. If within a reasonable period of time the State

5 fails or refuses to secure compliance, tile Secretary shall

6 have the authority (1) to refer the matter to the Attorney

7 General with a recommendation that an appropriate civil

8 action be instituted; (2) to exercise the powers and func-

9 tions provided by title VI of the Civil Rights Act of 1964

10 (42 U.S.C. 2000d) ; or (3) to take such other action as

11 may be provided by law.

12 (c) When a matter is referred to the Attorney General

13 pursuant to mbsection (b), or whenever he has reason to

14 believe that a local government is engaged in a pattern or

15 practice in violation of the provisions of this section, the

16 Attorney General may bring a civil action in any appropriate

17 United States district court for such relief as may be appro-

18 priate, including injunctive relief.

19 Subtitle B-State Tax Supplements
20 SEC. 121. PAYMENTS TO STATES.

21 Except as otherwise provided in this subtitle, the See-

22 retary shall, for each entitlement period, pay out of the Slate

23 Tax Supplements Tru.t Fund created by section 123 (c) to

24 each State government a total amount equal to the entitle-
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ment of such government for such period (determined under

section 122). Such payments shall be made in installments

during any period but not less often than once each quarter.

Such payments for any period may be initially made on the

basis of estimates. Proper adjustment shall be made in the

amount of any payment to a State government, to the ex-

tent that the payments previously made to such government

under this subtitle were in excess of or less than the amounts

required to be paid.

SEC. 12. AMOUNT OF ENTITLEMENT OF EACH STATE.

(a) GENERAL RULE.--The amount of the entitlement

of any State for any entitlement period is the sum of-

(1) the income tax share of such State for such

period, plus

(2) the combined tax effort share of such State

for such period.

(b) INCOME TAX SuAu.-For purposes of this

section-

(1) IN BNm AL.--The income tax share of any

State for any entitlement period is the amount equal to

the. lesser of-

(A') the adjusted incentive amount of such

State for such period, or

(B) the amount which bears the same ratio

to the amount appropriated for such period under
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1 section 123 (a) (1) as the adjusted incentive

2 amount of such State for such period bears to the

3 sum of the adjusted incentive amounts of all States

4 for such period.

5 (2) INCBNTIVB AMOUNT.-The incentive amount

6 of any State for any entitlement period is 15 percent of

7 the net amount collected from the State individual ifi-

8 come tax of such State during 1972 or (if later) during

9 the last calendar year ending before the beginning of

10 such period.

11 (3) CEILING AND FLOO.--The incentive amount of

12 any State for any entitlement period-

13 (A) shall not exceed 6 percent, and

14 (B) shall not be less than 1 percent,

15 of the Federal individual income tax liabilities attributed

16 to such State for taxable years ending during 1971 or

17 (if later) during the last calendar year ending before

18 the beginning of such entitlement period.

19 (4) ADJUSTMENT.-The adjusted incentive

20 amount of any State for any entitlement period is one-

21 half (one-quarter in the case of an entitlement period of

22 6 months) of the incentive amount of such State (deter-

23 mined under paragraphs (2) and (3)).

24 (c) COMBINED TAX EFFORT SHARE.-

25 (1) IN GENERAL.-The combined tax effort share



1

2

3

4

5

6

7

8

9

10

11

12.

13

14

15

16

17

18

19

20

21

22

23

U 24

25

28

of any State for any entitlement period is the amount

which bears the same ratio to the amount appropriated

for such period under section 123 (a) (2) as the com-

bined tax effort amount of such State for such period

bears to the sum of the combined tax effort amounts

of all States for such period.

(2) COMBINED TAX EFFORT AMOUNT.-The com-

bined tax effort amount of any State for any entitlement

period is the amount determined by multiplying-

(A) the net amount collected from the State

and local taxes of such State'during the most recent

reporting year, by

(B) a fraction-

(i) the numerator of which is the net

amount referred to in subparagraph (A), and

(ii) the denominator of which is the ag-

gregate personal income attributed to such State

for the one-year period ending on the second

June 30 before the beginning of such period.

(d) DEF'INITIONS.-For purposes of this section-

(1) STATE INDIVIDUAL INCOME TAXES.-The in-

dividual income tax of any State is the tax imposed upon

the income of individuals by such State and described

as a State income tax under section 164 (a) (3) of the

Internal Revenue Code of 1954.
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- (2) FEDERAL INDIVIDUAL INCOME TAX LIABILI-

2 TIES ATTRIBUTED TO STATE.-The Federal individual

It ,income tax liabilities attributed to any State for any pe-

4 riod shall be determined on the same basis as such liabili-

5 ties are determined for such period by the Internal

6| Revenue Service for general statistical purposes.

7 (3) STATE AND LOCAL TAXES.-

8 (A) TAXES TAKEN INTO ACCOUNT.-The

9 State and local taxes taken into account under sub-

10 e soion (c) (2) are the compulsory contributions

11 exacted by the State (or by any political subdivi-

12 sion of the State) for public purposes (other than

13 employee and employer assessments and contribu-

14 tions to finance retirement and social insurance sys-

15 tems, and other than special assessments for capital

16 outlay), as such contributions are determined by the

17 Bureau of the Census for general statistical purposes.

18 (B) MOST RECENT REPORTING YEAR.-The

19 most recent reporting year with respect to any

20 entitlement period consists of the years taken into

21 account by the Bureau of the. Census in its most re-

22 cent general determination of State and local taxes

23 made before the close of the entitlement period.

24 (4) PERSONAL INcoM.-Pernonal income means

25 the income of individuals, as determined by the Depart-
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ment of Commerce for national income accounts pur-
poses.

(e) STATB MUST MAINTAIN EFFoRT.-

(1) GENERAL RULB.--The entitlement of any State

for any entitlement period beginning on or after July 1,

1972, shall be reduced by the amount (if any) by

which-

(A). the aggregate amount transferred by the

State (out of its own sources) during such period

to aH units of local government in such State is less

(B) the similar aggregate amount for the one-

year period beginning July 1, 1971.

(2) ADJUSTMBNT WHERE STATE ASSUMES ER-

SPONSIBILITY FOR CATEGORY OF BXPENDITURE.--If

the State establishes to the satisfaction of. the Secretary

that since June 30, 1972, it has assumed responsibility

for a category of expenditures which (before July 1,

1972) was the responsibility of local governments lo-

cated in such Ctate, then the aggregate amount taken

into account under paragraph (1) (B) shall be reduced

to t&e extent that increased State spending (out of its

own sources) for such category has replaced oorrespond-

ing amounts which for the one-year period beginning

July 1, 1971, it transferred to units ol local government.
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1 (3) SPECIAL RULB FOR PERIOD BEGINNING

2 JULY 1, 1976.-In the case of the entitlement period

3 beginning July 1, 1976, and ending December 31,

4 1976, the aggregate amount taken into account under

5 paragraph (1) (B) shall be one-half of the amount

6 which (but for this paragraph) would be taken into

7 account.

8 (4) REDUCTION IN ENTITLEMENT.-If the Secre-

9 tary has reason to believe that paragraph (1) requires

10 a reduction in the entitlement of any State for any

11 entitlement period, he shall give reasonable notice and

12 opporkity for hearing to the State. If, thereafter, he

13 determines that paragraph (1) requires the reduction of

14 such entitlement, he shall also determine the amount of

15 such reduction and shall notify the Governor of such

16 State of such determinations and shall withhold from

17 subsequent payments to such State under this subtitle an

18 amount equal to such reduction.

19 (5) TRANSFER TO GENERAL FUND.-An amount

20 equal to the reduction in the entitlement of any State

21 which results from the application of this subsection

22 (after any judicial review under section 143) shall -be

23 transferred from the Trust Fund created by section 123

24 (c) to the general fund of the Treasury on the day on

25 which such reduction becomes final. I
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1 SEC. 123. STATE TAX SUPPLEMENTS TRUST FUND.

2 (a) APPROPRIATIONS.-

3 (1). APPROPRIATIONS FOR STATE INCOME TAX

4 smAR|s.-There is hereby appropriated out of any

5 amounts in the general fund of the Treasury attributable

6 to the collections of the Federal individual income tax

7 not otherwise approptiated-

8 ' (A) For' the period beginning January 1,

9 1972, and ending June 30, 1972, $450,000,000.

10 (B) For the fiscal year beginning July 1,

11 1972, $1,000,000,000.

12 (C) For the fiscal year beginning July 1,

13 1973, $1,200,000,000.

14 (D) For the fiscal year beginning July 1,

15 1974, $1,400,000,000.

16 (E) For the fiscal year beginning July 1,

17 1975, $1,600,000,000.

18 (F) For the period beginning July 1, 1976,

19 and ending December 31, 1976, $900,000,000.

20 If the amount appropriated by this paragraph for any

21 entitlement period exceeds the sum of the adjusted incen-

22. tive amounts of all States for such period (nithin the

23 meaning of section 122 (b)), an amount equal to such

24 excess shall be transferred from the Trust Fund created

25 by subsection (c) to the general fund of the Treastr as

81-395 0 -72 - 4
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of t6e amse of the first fiscal year ending after the close

of such entitlement period.

(2) APPmOPMATIONs FOX STATE COMIED TAX

EFFORT sA .-- There is hereby appropriated out of

amounts in the general fund of the Tremury attributable

to the collections of the Federal individual income tax

not otherwise appropriated-

(A) For the period beginning January 1, 1972,

and ending June 80, 1972, $450,000,000,

(B) For the fiscal year beginning July 1,

1972. 8950,000,000.

(C) For the fiscal

1973, $1,050,000,000.

(D) For the fiscal

1974, #1,150,000,000.

(E) For the fiscal

1975, $1,250,000,000.

(F) For the period

and ending December 31,

year beginning July I,

year beginning July 1,

year beginning July 1,

beginning July 1, 1976,

1976, $675,000,000.

(b) DBPoerr IN Tamus FusD.-Amounts appropri-

ated by subsection (a) for any period shall be deposited in

the Trust Fund created by subsection (c) on the first day

of such period (or, if later, on the day on which this Act is

enacted).
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(c) C TION o1 Taumr FUND.-

(1) There is created in the books of the Treasury

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

"State Tax Supplements Trust Fund': (referred to in

this subtitle as the "Trust Fund"). The Trust Fund

shall remain available without fiscal year limitation- and

shall consist of such amounts as may be appropriated

to it and deposited in it as provided in subsections '(a)

and (b). Except as provided in the last sentence of mb-

section (a) (1) and in section l22 (e) (5), amounts in

the Trust Fund may be used only for the payments to

State governments provided by this subtitle.

(2) The Secretary of the Treasury shall be the

trustee of the Trust Fund and shall report to the Con-

gress not later than Mmrh 1 of each year on the opera-

tion and status of the Trust Fund during the preceding

fiscal year.

Subtitle C-General Provisions
SEC. 14L DEFINITIONS AND SPECIAL RULES.

-(a) SnRoTAEY.-For purposes of this title, the term

"Secretary" means the Secretary of the Treasury or his dele-

gate. The term "Secretary of the Treasury" means the Sec-

retary of the Treasury personally, not including any delegate.

(b) ENTITLEMENT PBRIOD.-For purposes of this title,

the term "entitlement period" means--
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1 (1) The period beginning January 1, 1972, and

2 ending June 30, 1972.

3 (2) 'The one-year periods beginning on July 1 of

4 1972, 1973, 1974, and 1975.

5 (3) The period beginning July 1, 1976, and end-

6 ing December 31, 1976.

7 (c) DISTInCT OF COLUMBIA.-

8 (1) TREATED AS STATE.-For purposes of this

9 title, the District of Columbia shall be treated as a

10 State, and any reference to the Governor of a State

11 shall, in the case of the District of Columbia, be treated

12 as a reference to the Commissioner of .the District of

13 Columbia.

14 (2) TREATED AS LOCAL GOVENMBNT.-For pur-

15 poses of subtitle A, the District of Columbia shall be

16 treated as a county which has no units of local govern-

17 ment (other than itself) within its geographic area;

18 except that it shall be treated as a State for purposes of

19 the allocation under section 103 (a), and the amount

20 allocated to it under section 103 (a) for any entitlement

21 period shall be the entitlement of the District of Co-

22 lumbia under subtitle A for such period.

23 (3) REDUCTION IN CASB OF INCOME TAX ON NON-

24 REIDENT INDIVIDUALS.-If there is hereafter enacted
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1 a law imposing a tax on income earned in the District

2 of Columbia by individuals who are not residents of the

3 District of Columbia, then an amount equal to the net

4 coolletions from such tax during any entitlement period

5 attributable to individuals who are not residents of the

6 District of Columbia shall be applied-

7 (A) first to reduce the income tax share of the

8 District of Columbia under subtitle B for such period

9 (to the extent thereof),

10 (B) then to reduce the combined tax effort

11 share of the District of Columbia under subtitle B

12 for such period (to the extent thereof), and

13 (C) then to reduce the entitlement of the Dis-

14 trict of Colunbia under subtitle A for such period.

15 SEC. 142. REGULATIONS,

16 (a) GENBRAL RUL.-The Secretary shall prescribe

17 such regulations as may be necessary or appropriate to carry

18 out the provisions of this title.

19 (b) ADMINISTRATIVE PROCEDURE ACT To APPLY.-

20 The rulcmaking provisions of subchapter II of chapter 5

21 of title 5 of the United States Code shall apply to the regu-

22 lations prescribed under this title for entitlement periods

23 beginning on or after July 1, 1972.

low 24 SEC. 148. JUDICIAL REVIEW.

25 (a) PTITONs FOB REvo.-Any local government
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1 which receives a 00-day notice under section 105 (b), and

2 any State which receives a notice of a reduction in its en-

3 titlement under section 122 (e) (4), may, within 60 days

4 after receiving such notice, file with the United States court

5 of appeals for the circuit in which such State or locml gov-

6 ernment is located a petition for review of the action of the

7 Secretary. A copy of the petition shall forthwith be trans-

8 mitted to the Secretary; a copy shall also forthwith be

9 transmitted to the Attorney General.

10 (b) RBCoRD.-The Secretary shall file in the court the

11 record of the proceeding on which he based his action, as

12 provided in section 2112 of title 28, United States Code.

13 No objection to the action of the Secretary shall be con-

14 sidered by the court unless such objection has been urged

15 before the Secretary.

16 (0) JUuSDIC'roN OF Couir.-The qourt shall have

17 jurisdiction to affirm or modify the action of the Secre-

18 tary or to set it aside in whole or in part. The findings of

19 fact by the Secretary, if supported by substantial evidence

20 contained in the record, shall be conclusive. However, if

21 any finding is not supported by substantial evidence con-

22 tained in the record, the court may remand the case to

23 the Secretary to take further evidence, and the Seoretary

24 may thereupon make new or modified findings of fact and

25 may modiy his previous actions. He shall certify to the
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court the record of any further proceedings. Such new or

modified findings of fact shall likewise be conclusive if sup-

ported by substantial evidence contained in the record.

(d) Rsv nw BY SUPREME Couwr.-The judgment of

the court shall be subject to review by the Supreme Court

of the United States upon certiorari or certification, as pro-

vided in section 1254 of title 28, United States Code.

EC 144L AUTHORITY TO REQUIRE INFORMATION -ON

INCOME TAX RETURN&

(a) GNZRAL RiTImu-

(1) INFORMATION WITH RSPECT TO PLAO OF

EMrBSNOB.-Subpart B of part II of subchapter A of

chapter 61 of the Internal Revenue Code of 1954 (re-

Wing to income tax returns) is amended by adding at

the end thereof the following now section:

4SEC. 6017A. PLACE OF RESIDENCE.

"In the case of an individual, the information which may

be required on any return with respect to the taxes imposed

by chapter 1 for any period shall include information as to the

State, county, municipality, and any other unit of local gov-

ernment in which the taxpayer (and any other individual

with respect to whom an exemption is claimed on such re-

turn) resided on one or more dates (determined in the man-

ner provided by regulations prescribed by the Secretary or

his delegate) during such period."
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.1 (2) CLERICAL AMENDMNT.-The table of sections

2 for such subpart B is amended by adding at the end

3 thereof the following:

"Sec. 6017A. Place of residence."

4 (b) CIVIL PENALTY.-

5 (1) IN OENERL.--Subchapter B of chapter 68

6 of the Internal Revenue Code of 1954 is amended by

7 adding at the end thereof the following new section:

8 "SEC. 6687. FAILURE TO SUPPLY INFORMATION- WITH

9 RESPECT TO PLACE OF RESIDENCE.

10 "(a) CIVIL PENALTY.-If any person who is required

11 by regulations prescribed under section 6017A to include

12 on any return information with respect to his place of

13 residence fails to comply with such requirement at the time

14 prescribed by such regulations, such person shall pay a

15 penalty of $5 for each such failure, unless it is shown that

16 such failure is due to reason rble cause.

17 "(b) DEFICIENCY PROCEDURES NOT To APPLY.--Sub-

18 chapter B of chapter 63 (relating to deficiency procedures

19 for income, estate, gift, and chapter 42 taxes) shall not

20 apply in respect of the assessment or collection of any pen-

21 alty imposed by subsection (a) ."

22 (2) CLERICAL AMENDMENT.-The table of sec-

23 tions for such subchapter B is amended by adding at

24 the end thereof the following:

"Sec. 687. Failure to supply information with respect to
place of residence,"
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TITLE II-FEDERAL COLLECTION
OF STATE INDIVIDUAL INCOME
TAXES

SEC. 201. SHORT TITLE.

''lsis title nway be ciwd osi the Icdemrll-Sale Tax (!ihke-

tion Act of 1972".

SEC. 202. COLLECTION PROVISIONS.

(a) AMENDME.'NT OF CIAMTu (4.-Chalter 64 (f the

Internal IReuenue (idc of 1954 (relating to election) is

anwnded by adding at the end thereof the fohhtwiig iew

sulbehapter:

"Subehapter E-Collection of State Individual

Income Taxes
"See. 6361. General riles.
"See, C4:162:. Qualified State individual come taxes.

"See. (&KlI. State agreements; other lp'. ,dires.
"Sc. 6304. Regulation.

"See. 665. Delfinitions RI m speeil rules.

"SEC. 6361. GENERAL RULES.

"(a) COLLECTION AND ADMINISTRATION.-In the

eafsC of any State which has in effect an agreement will the

Seiretory eitercd into under scotion 6363, the Secretary or

his delegate shall collet and administer the quinlified Stwe

individual income taxes of such St te. All provisions of this

subtitle, subtitle G, and chapter 24 relating to the collection

and adminitntion of the taxes imposed by chapter 1 on

the incomes of individuals (and all civil -and criminal smc-
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1 thins provided by this subtitle or by title 18 of the united

2 States Code with respect to such collection and adminis-

3 tration) shall apply to the collection and administrathin

4 of qualified State individual income taxes'as if such taxes

5 were imposed by chapter 1, except to the extent that their

6 application is modified by the Secretary or his delegme by

7 regulations neceary or appropriate to reflect the provi-

-8 sions of this subchapter, or to reflect differences in the taxes

9 or differences in the situatons in which liability for such

10 taxes arises.

11 "(b) CrVIL POcBEDINGoS.-Any person shall have,

12 with respect to a qualified State individual income tax (in-

13 eluding the current collection thertef), the same right to

14 bring or contest a oivil action and obtain review thereof,

15 in the same court or courts and subject to the same require-

16 ments and procedures, as he would have under chapter 76,

17 and under title 28 of the United States Code, if the tax were

18 imposed by section 1 (or were for the current oollection of

19 the tax -imposed -by sotion 1). To the extent that the pre-

20 ceding sentence provides judicial procedures (including re-

21 view procedures) with respect to any master, such procedures

22 shall replace judical procedures under State law, except

23 that nothing in this subchapter shall be construed in uny

24 wy to affect the right or power of a State c court to pass

25 on matters involving the constitution of that State.
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"(o) T sw~ To STATE.-

"(1) PROMPT TRANSFB.-Any amount collected

under this subchapter which is apportioned to a qual-

ified State individual income tax shall be promptly trans-

ferred to the State on the basis of estimates by the

Secretary or his delegate. In the case of amounts col-

lected under chapter 24, the estimated amount due .the

Ste shall be transferred to the State not later than the

close of the third business day after the amount is

deposited in a Federal Reserve bank. In the case of

amounts collected pursuant to a return, a declaration of

estimated tax, an amendment of such a declaration, or

otherwise, the estimated amount due the State shall be

transferred to the State not later than the close of the

30th day after the amount is received by the Secretary

or his delegate.

"(2) ADJusTMBNT.-Not less often than once

each fisoal year the difference between collections (ad-

justed for credits and refunds) made under this subohap-

ter during the preceding fiscal year and the transfers to

the States made on acoount of estimates of sudh collec-

tiaos shall be detenined, and such difference s"ll be a

charge against, or an addition to, the amounts otherwise

payable.

"(d) SPEoIAL RULES.-
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"(1) UNITED STATES TO REPRESENT STATE

INTEREST.-

"(A) GENERAL RULE.-In all aslministrative

proceedings, amd in all judicial proceedings (whether

civil or criminal), relating to the administration and

collection of a State qualified individual income tax

the interests of the State imposing such tax shall be

represented by the United States in the same man-

ner in which the interests of the United States are

represented in corresponding proceedings involving

the taxes imposed by chapter 1.

"(B) ExcEPTiONS.-Subparagraph (A) shall

not apply to-

"(i) proceedings in a State court involving

the constitution of that State, and
"(ii) proceedings involving the relation-

ship between the United States and the State.

"(2) ALLOCATION OF OVERPAYMENTS AND UN-

DERPAYMENTS.-If the combined amount collected in

respect of a qualified State individual income tax for any

period and the taxes imposed by chapter 1 for such

period with respect to the income of any individual is

greater or less than the combined amount required to be

paid for such period, the collected amount shall be di-
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vided between the accounts for such taxes on the basis

of the respective amounts required to be paid.

" (3) FINALITY OF ADMiNISTHATIVE DETERMINA-

TiO.S.-A&diiinistrat ive detenninations of the Secretary

or his delegate as to tax liabilities of, or refunds owing to,

individuals with respect to qualified State individual in-

come taxes shall not be reviewed by or enforced by any

officer or employee of any State or political subdivision of

a State.

"SEC. 6362. QUALIFIED STATE INDIVIDUAL INCOME

TAXES.

"(a) QUALIFIED STATE INDIVIDUAL INCOME TAXES

DFFINED.-For purposes of this subehapter-I

"(1) IN GENERAL.-The term 'qualified State in-

dividual income tax' means-

"(A) a qualified resident tax, and

"(B) a qualified nonresident tax.

"(2) QUALIFIED RESIDENT TAX.-The term 'qual-

ified resident tax' means a tax imposed by a State on-the

income of individuals who are residents of such State

which is either-

'. (A) a tax based on taxable income which

meets the requirements of subsection (b), or

"(B) a tax which is a percentage of the Fed-
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1 era tax which meets the requirements.of subseetion

2 (o),

3 and which, in addition, meets the requirements of eb-

4 sections (e) and (f).

5 ' (8) QuA&UmF NoNRaSIDN TAX.-The term

6 'qualified nonresident tax' means a tax which is imposed

7 by a State-on the wage and other business income of

8 individuals who are not residents of such State and

9 which meets the requirements of subw&cions (d), (e ,

10 and (f).

11 "(b) QuAtn, RESmNT TAx BAs ON TAMALEE
12, ][NO0&.-

13 "(1) IN oniAT..--A tax meets the requirements

14 of this subsection only if it is imposed on an amount equal

15 to the individual's taxable income (as defined in section

10 68) far the taxable year, ads d-

17 "(A) by subtrating an amount equal to the

18 amount of his interest on obligados of the United

19 Stte which was included in his gross income for

20 heyem,

21 "(B) by adding an amount equal to his net

t2 Ste income tax deduction for the yesc, and

23 "(0) by adding an amount equal to his net

24 ta-exempt income &r the year.
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1 "(2) Pnxn D AwusTrM m-A tax which

2 otherwise meets the requirements of paragrph (1)

8 shall not be deemed to fail to meet such requirements

4 solely because it provides for one or more of the follow-

S ing adjustments:

6 "(A) There is imposed a tax on the amount

/ taxed under section 56 (relating to the minimum

8 tax for tax preferences)

9 "(B) A nonrefundable credit is allowed against

10 such tax, on the basis of a specified number of dol-

11 ars per capita, with respect to a general sales tax

12 imposed by the State.

13. "(0) A credit determined under rules pre-

1scribed by the Seretary or his delegate is allowed

15 against sh tax for income tax paid to another

16 State.

17 "(3) DunmxzoNs.-For purposes of this subseo-

1s tion and becition (o)-

A"(A) N T TAX-EMPT INrOOMB.-The term

20 'net tax-exempt income' means the excess (if any)

21 of the interest on obligatons excluded from gross

22 income under section 103 (a) (1) (relating to in-

23 terest on certain State and local obligations), over

• 24 l 6 -sum of (i) the amount of deductions allocable

25.- to such interest which is disallowed by application



56

47

I of section 265, and (ii) the amount of the proper

2 adjustment to basis allocable to such obligations

3 which is required to be made for the taxable year

4 under section 1016 (a) (5) or (6).

5 "(B) NET STATE INCOME TAX DEDUCTION.-

IS The term 'net State income tax deduction' means the

7 excess (if any) of (i) the amount deducted.from

8 income under section 164 (a) (3) as taxes paid to a

9 State or a political subdivision thereof, over (ii)

Mo amounts included in income as recoveries of prior

I t income taxes paid to a State or a political subdivision

12 thereof which had been deducted under section 164

13 (a) (3).

14 "(c) QUALIFIED RESIDENT TAX WIHCH IS A PER-

15 CENTAGE OF Tim FnmiuL TA.-

16 "(1) IN eBNRAL.-A tax meets the requirements

17 of this subsection only if it is imposed as a specified per-

18 centage of the excess of the taxes imposed by chapter 1

19 over the sum of the credits allowable under part IV of

20 subchapter A of chapter 1 (other than the credits allow-

21 able by sections 31 and 39).

22 "(2) REQUIRED ADJUSTMENT.-A tax meets

23 the requirements of this subsection only if the liability

24 for tax is decreased by the decrease in such liability

25 which would result from excluding from gross income an
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amount equal to the interest on obligations of the United

States which was included in gross income for such year.
"(8) Pumirn AD usTzNT&.-A tax which

otherwise meets the requirements of paragraphs (1) and.

(2) shell uot be deemed to fail to meet such require-

menta solely bemuse it provides for both of the following

adjustments:

"(A) the liability for tax is increased by the

inchrse in such liability which wod result from

incuding as an item of gross inoomne an amount

equal to the net tax-exempt income for the year,

and

"(B) the liability for tax is increased by the

increase in such ability which would result from

including s an item of gross income an amount

equal to the net Stute inoome tax deduction for the

"(4) FOURTH PEmBmXi AJusTmzNT.-A

ax which otherwise meets the requirement. of para-

grphs (1) and (2) shall not be deemed to fai to meet

such requiremes soely bemme it pwvkie for one or

both of the fellwing adjustments:

"(A) A nonrefundable credit is allowed against

such tax, on the basis of a specified number of dolls

per oapta, with respect to a general sales tax im-

posed by *e Stiats

S1-395 0- '2 - 5
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1 "(B) A credit determined under rules pre-

2 bribed by the Seorety or his delegate is allowed

3 against such tax for inoome tax paid to another State.

4 "(d) QUALIFIED NONEESDBNT TAx.-

5 "(1) IN OGENBRAL.-A tax imposed by a State

6 meets the requirements of this subsection only if it has

7 the following characteristics-

8 "(A) such tax is imposed by the State on the

9 wage and other business income of individuals who

10 are not residents of such State,

11 "(B) such tax applies only with respect to

12 wage and other business income derived from

13 sources within such State,

14 "(0) such tax applies only if 25 percent or

15 more of the individual's wage and other business in-

16 come for the taxable year is derived from sources

17 within such State,

18 "(D) the amount of such tax imposed with re-

19 spect to any individual who is not a resident does-

20 not exceed the amount of tax for which he would

21 be liable under such State's qualified resident tax if

22 he were a resident of such State and if his taxable

23 income were an amount equal to the excess of-

,No 24 "(i) the amount of his wage and other

25 business income derived from sources within

26 such State, over
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1 "(ii) that portion of the nonbusiness de-

2 ductions taken into account for purposes of the

3 State's qualified resident tax which bears the

4 same ratio to the amount of such deductions as

5 the income referred to in clause (i) bears to

6 his adjusted gross income, and

7 "(E) the State has in effect for the same pe-

8 riod a qualified resident tax.

9 " (2) WAGE AND OTHER BUSINESS INCoME.-The

10 term 'wage and other business income' means-

11 "(A) wages, as defined in section 3401 (a),

12 "(B) net earnings from self-employment (with-

13 in the meaning of section 1402 (a) ), and

14 "(C) the distributive share of income of any

15 trade or business carried on by a trust, estate, or

16 electing small business corporation (within the

17 meaning of section 1371 (a)) to the extent such

18 share (i) is includible in the gross income of the

19 individual for the taxable year, and (ii) would con-

201 stitute net earnings from self-employment. (within

21 the meaning of section 1402 (a)) if such trade or

22 business were carried on by a partnership.

23 "(e) REQUInMENTS RELATING TO RESIDENC.-A

24 tax imposed by a State meets the requirements of this subscc-

25 tion only if for purposes of such tax-
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1 "(1) RESIDENT .INIivDuAL.-An individual

2 (other than a trust or estate) is treated as a resident of

3 such State with respect to a taxable year only if-

4 "(A) his principal place of residence has been

5 within such State for a period of at least 135 con-

6 secutive days and at least 30 days of such period are

7 in such taxable year, or

8 "(B) in the case of a citizen or resident of the

9 United States who is not a resident (determined in
10 the manner provided in subparagraph (A)) o any

11 State with respect to such taxable year, such indi-

12 vidual is domiciled in such State for at least 30 days

13 during such taxable year.

14 Nothing in this subchapter shall be construed to require

15 or authorize the treatment of a Senator, Representative,

16 Delegate, or Resident Commissioner as a resident of a

17 State other than the State which he represents in Congress.

18 "(2) EsTATE.-An estate of an individual is treated

19 as a resident of the last State of which such individual

20 was a resident (within the meaning of paragraph (1))

21 before his death.

22 "(3) TRus.-

23 "(A) TESTAMENTARY TUST.-A trust with

24 respect to which a deceased individual is the prin-

25 cipal contributor by reason of property passing on
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1 his death is treated as a resident of the las Statof

2 which such individual was a resident withinn the

3 meaning of paragraph (1)) before his death.

4 "(B) NONTESTAMENTARY TBUS.-A trust

5 (other than a trust described in subparagraph (A))

6 is treated as a resident of such State with respect

7 to a taxable year only if the principal contributor

8 to the trust, during the 3-year period ending on the

9 date of the creation of the trust, resided in the State

10 for an aggregate number of days longer than the ag-

11 gregate number of days he resided in any other

12 State.

13 "(C) SPECIAL RULF.-For purposes of this

14 paragraph-

15 "(i) If on any day before the close of the

16 taxable year an existing trust received assets

17 having a value greater than the aggregate value

18 of all assets theretofore contributed to the trust,

19 such trust shall be treated as created on such

20 day. For purposes of this subparagraph, the

21 value of any asset taken into account shall be

22 its fair market value on the day it is contributed

23 to the trust.

24 "(ii) The principal contributor to the trust

25 is the individual who contributed more (in

26 value) of the assets contributed on the date of
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the creation of the trust (determined after ap-

2 plying clause (i)) than any other individual.

3 "(iii) If the foregoing rules would create

4 more than one State of residence (or no State

5 of residence) for a trust, such trust shall be

6 treated as a resident -of the State determined

7 under similar principles prescribed by the Score-

8 tary or his delegate by regulations.

9 "(4) LIABILITY FOR TAX ON CHANOB OF REBI-

10 DENE.-With respect to a taxable year, in the case of

11 an individual (other than an individual who comes into

12 being or ceases to exist) who becomes a resident, or

13 ceases to be a resident, of the State, his liability to such

14 State for the resident tax is determined by multiplying

15 the amount which would be his liability for tax (after

16 the nonrefundable credits allowed against such tax) if

17 he had been a resident of such State for the entire taxable

18 year by a fraction the numerator of which is the number

19 of days he was a resident of such State and the denomi-

20 nator of which is the total number of days in the taxable

21 year. In the case of an individual who is treated as a

22 resident of a State with respect to a taxable year by rea-

23 son of paragraph (1) (B), the preceding sentence shall

24 be applied by substituting days of domicile for days of
25 residence.

26 "(5) CURRENT COLLECTION OF TAX.-In applying
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chapter 24 (relating to withholding) and section 6015

and other provisions relating to declarations of estimated

income (and amendments thereto) -

"(A) in the case of a resident tax, an individ-

ual is treated as subject to the tax if he reasonably

expects to reside in the State for 30 days or more or

if such individual is a resident of the Soe (within

the meaning of paragraph (1), (2), or (3)), and

"(B) in the case of a nonresident tax, an in-

dividual is treated as subject to thq tax if he rea.

sonably expects to receive wage and other business

income (within the meaning of subsection (d) (2))

for 30 days or more during the taxable year.

"(f) ADDrTIoNAL REQTIREMENTS.-A tax impeed by

a State shall meet the requirements of this subsection only if-

"(1) STATE AGREEMENT MUST BE IN EFFECT FOR

PERIOD CONCERNED.-A State agreement entered into

under section 6363 is in effect with respect to such tax

for the taxable perivid in question.

"(2) STATE LAWS MUST CONTAIN CERTAIN PRO-

visiNs.-Under the laws of such State-

"(A) the provisions of this subhapter (and of

the regulations prescribed thereunder) as in effect

from time to time are made xpplicable for the period

for which the State agreement is in effect, and

"(B) any change made by'the State in the tax
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I imposed by the State will not apply to taxable years

2 beingin any calendar year for which the State

3 agreement is in effect unless such change is enacted

4 before September I of such calendar year.

5 " (3) STATE LAWS TAXINO INCOME OF INDIVID-

6 UALS CAN ONLY BE OF CERTAIN KINDS.-The State does

7 Aot impose any tax on the income of individuals other

8 than-

9 "(A) a qualified resident tax,

10 "(B) a qualified nonresident tax, and

11 "(0) a separate tax on income which is not

12 wage and other business income and which is re-

13 ceived or accrued by individuals who are domiciled

14 in the State but who are not residents of the State

15 within the meaning of subsection (e) (1).

16 "(4) TAXABLB YEARS MUST OOINCJD.-The tax-

17 able years of individuals under such tax coincide with

18 taxable years for purposes of the taxes imposed by

19 chapter 1.

20 "(5) MAm=E INDViDUALs.-A married indi-

21 vidual (within the meaning of section 143) -

22 "(A) who files a joint return for purposes of

23 the taxes imposed by chapter 1 shall not file a sep-

W24 arate return for purposes of such State tax, and

25 "(B) who files a separate return for purposes
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of the taxes imposed by chapter 1, shal not file a

joint return for purposes of such State tax.

"(6 No DOUBLE JEOPARDY UNDER STATE LAW.--

The laws of such State do not provide criminal or civil

sanctions for an act (or omission to act) with respect to

a qualified resident tax or qualified nonresident tax other

than the criminal or civil sanctions to which an individual

is subjected by reason of section 6361.

"(7) PATNERMsPS, TRUSTS, SUBCHAPTER S

CORPORATIONS, AND OTHER CONDUIT ENTITIES.-Un -

der the State law the tax treatment of-

"(A) partnerships and partners,

"(B) trusts and their beneficiaries,

"(C) estates and their beneficiaries,

"(D) electing small business corporations

(within the meaning of section 1371 (a)) and their

shareholders, and

"(E) any other entity and the individuals hav-

ing beneficial interests therein, to the extent that

such entity is treated as a conduit for purposes of the

taxes imposed by chapter 1,

shall correspond to the tax treatment provided therefor

in the case of the taxes imposed by chapter 1.

"(8) MEMBERS OF ABMED FO CE.--The relief

provided to any member of-the Armed Forces of the
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1 United Swes by section 514 of the Soldiers' and sailors'

2 Civil Relief Act (50 U.S.C. App. sec. 574) is in no

3 way diminished.

4 "(9) WITHHOLDING ON COMPENSATION OF EM-

5 PLOYEES OF RAILROADS, MOTOR CARRIERS, AIRLINES,

6 AND WATER CA.R-There is no contravention of the

7 provisions of Public law 91-569 (and the amendments

8 made thereby) with respect to the withholding of corn-

91 pensation to which such Public law applies for purposes

(.10 of the nonresident tax.

11 "SEC. 6363. STATE AGREEMENTS; OTHER PROCEDURES.

12 "(a) TATE AOREMENT.-If a State'elects to enter

13 into an agreement with the Unked States to have its individ-

14 ual income taxes collected and administered as provided in

15 this subobapter, it shall file notice of such election in suoh

16 manner and with such supporting information as the Score-

17 tary or his delegate may prescribe by regulations. The Secre-

18 tary shall enter into an agreement with such State unless the

19 Secretary notifies the Govemor of the State within 90 days

'20 after the date of the filing of the notice of the election that he

21 State does not have a qualified State individual income tax*

22 (determined without regard to section 6362 (f) (1)). The

23 provision of this subchapter shall apply on and after the date

24 (not earlier than the first January 1 which is more than 6
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1 months ater the date of the notice) specified for this purpose

2 in t [e agreement.

3 "(b) WITHDRAWAL.-

4 "(1) By NOIFICATION.-If a State wishes to with-

5 draw from the agreement, it shall notify the Secretary

6 or his delegate of its intention to withdraw in such

'/ manner as the Secretary or his delegate may prescribe

8 by regulation. The provisions of this subchapter' (other

9 than this section) shell not apply after the date specified

10 for this purpose in the notification. Except as provided

11 in regulations, the date so pecified shall not be earlier

12 than the first January 1 which is more than 6 months

13 after the date on which the Secretary or his delegate is

14 so notified.

15 "(21) By CHANOE IN STATE LAW.-Any change

16 in St. law which would (but for this subchapter) have

17 the effect of ceaning a tax to cease to be a qualified State

18 individual income tax shall be treated as an intention

19 to withdraw from the agreement. Notification by the

20 Secretary to the Governor of such State that the change

21 in State law will-be treated as an intention to withdraw

22 shall be made by the Secretary in such manner as the

•23 Secretary or his delegate shall by regulations prescribe.

l, 24 Such notifiction shall have the same effect .es a notice

25 under paragraph (1) of an intention to withdraw from
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1 the agreement made on the effective date of the change

2 in State law.

3 "(c) TRANi oN Y AR.-

4 "(1) SUWHA BB OBAS TO APPLY DURING

5 TAXPAYEBRS YEBA-If the provisions of this subohap-

6 ter cease to apply on a day other than the last day of

7 the taxpayer's taxable year, then amounts previously

8 paid to the United States on account of the State's quai-

9 fled individual income tax for that taxable year (whether

10 paid by withholding, estimated tax, credit in lieu of re-

11 fund, or otherwise) shall be treated as having been paid

12 on account of the State's individual income tat law for

13 that taxable year. Such amounts shall be transferred to

14 the State as though the State had not withdrawn from

15 the agreement. Returns, applications, elections, and other

16 forms previously filed with the Secretary or hs delegate

17 for that taxable year, which are thereafter required to be

18 filed with the appropriate Stae official shall be treated

19 as having been filed with the appropriate Ste official.

20 "(2) PREVENTION OF UNINTENDBD HARDSHIPS

21 oB BBNFITS.-The State may by lhw provide for the

22 transition to a quaified State individual income tax or

28 from such a tax to the extent necessary to prevent double

24 taxation or other unintended hardships, or to prevent

25 unintended benefits, under State k&w.
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1 "(3) Ax ommrnoN oF soosBU n.-The

2 provisions of this subsection shall be administered by the

3 eeetw or his delegate,by&e ate, or jointly, to the

4 extent provided in regulations prescribed by the Secre-

5 tary or his delegate.

6 "(d) JuDoI&J Rww.-

7 "(1) IN omw L.--Whenever under this section

8 the Secretary or his Aelegate determines that a State

9 does not have a qualified Btste individual income tim,

10 such State may, within 60 days after the Governor of

11 the -Ste has been notified of such action, file with the

12 United States oourt of appeals for the eircit in which

13 such State is located, or with the United States Court of

14 Appeas for the Disict of Oolumbia, a petition for re-

15 -view of sudi action. A copy of the petition shall be

16 forthwith trnsmitted by the clerk of the court to the

17 Secretary or his delegate. The Secretary or his delegate

18 thereupon shall file in the court the record of the pro-

19 oeedngs on which he based his wtion as provided in

20 section 2112 of title 28, United States Oode.

21 "(2) JumsDIoTIoN OF COURT; BBVIBW.-The

22 court shill have jurisdiction to affrm the action of the

23 Secretary or his delegate or to set it aside in whole or in

24 part and to issue such other orders as may be appropriate

25 with regard to taxable years which include any part of
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1 the period of litigation. The judgment of the court shall
2 be subject to review by the Supreme Court of the Unite

3 States upon certiorari or certification as provided in see-

4 tion 1254 of title 28, United States Code.

5 "(3) STAY OF DECISION.-

6 "(A) If judgment on a petition to review a de-

7 termination under subsection (a) includes a deter-

s mination that the State has a qualified State

9 individual income tax, then the provisions of this

10 subchapter shall apply on and after the first Janu-

11 ary 1 which is more than 6 months after the date of

12 the judgment.

13 "(B) If judgment on a petition to review a de-

14 termination by the Secretary under subsection (b)

lb (2) includes a determination that the State does not

16 have a qualified State individual income tax, then

17 the provisions of this subchapter (other than this

18 section) shall not apply on and after the first Jan-

19 uary 1 which is more than 6 months after the date

20 of the judgment.

21 "(4) PFBPRBNC.-Any judicial proceedings un-

22 der this section shall be entitled to, and, upon request of

23 the Secretary or the State, shall receive a preference and
24 shall be heard and determined as expeditiously as

25 possible.
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"811C. 636 REGULATION&

"The Secretary or his delegate shall prescribe such

regulations as may be necessary or appropriate to carry out

the purposes of this subchapter.

"SEC. 6WL DEFINITIONS AND SPECIAL RULES.

"(a) STAT.-For purposes of this subchapter, the

term 'State' includes the District of Columbia.

"(b) GovInNo.-For purposes of this subchapter, the

term 'Governor' includes the Commissioner of the District of

Columbia.

"(c) APPLICATION OF SUBCHAPTER.-Whenever this

subchapter begins to apply, or ceases to apply, to any State

tax on any January 1-

"(1) except as provided in paragraph (2), such

change shall apply. to taxable years beginning on or after

such date, and

"(2) for purposes of chapter 24, such change shall

apply to wages paid on or after such date."

(b) CLmOIAL AMENDMBNT.-The table of subohapters

for chapter 64 of such Code is amended by adding at the end

thereof the following:

"SUCHArrz. E. Collection of State individual income taxes."

SEC. 0& CONFORMING AMENDMENTS.

(a) LAxtoB REFUNDS. 6ection 6405 of the Internal

Revenm Oode of 1954 (relating to reports of refunds and
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credits) is amended by adding at the end thlcref the fullow-

ing new subsection:

"(d) QUALIFIED STATE INDIVIDUAL IN(OMIH

Txu.-or purposes of this section, a roftind or credit made

under subohapter E of chapter 64 (relating to Federal col-

lection of qualified State individual income taxes) for a tax-

able year shall be treated as a portion of a refund or credit of

the income tax for that taxable year."

(b) TAX COURTSMALL CLAIMS.-

(1) Section 7468 of such Code (relating to dis-

putes involving $1,000 or less) is amended by adding

at the end thereof the following new subsection:

"(f) QUALFIBD STATE INDIVIDUAL INCOME

TAxim.-For purposes of this section, a deficiency placed in

dispute or claimed overpayment with regard, to a qualified

State individual income tax to which subchapter E of chap-

ter 64 applies, for a taxable year, shall be treated as a por-

tion of a deficiency pieced in dispute or claimed overpay-

ment of the income tax for that taxable year."

(2) Section 7463 of such Code is amended by

striking out "$1,000" in the heading and each place it

appears in subsection (a) thereof and inserting in lieu

thereof "$1,500".

(3) The table of sections for pet I of subehapter

C of chapter 76 of such Code is amended by striking
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1 out "$1,000" in the item relating to section 7463 and

2 inserting in lieu thereof "$1,500".

3 8EC. 20L EFFECTIVE DATE.

4 (a) G3NEEAL RULE.-Except as provided in subsec-

5 tions (b) and (c), the provisions of this title (and the

6 amendments made thereby) shall take effect on the date of

7 the enactment of this Act.

8 (b) COLLECTION AND ADMINISTRATION OF STATE

9 TAXES BY THE UNITED STATES MAY NOT BEGIN BEFORE

10 JANUARY 1, 1974.--Section 6361 of the Internal Revenue

11 Code of 1954 (as added by section 202 (a) of this Act) shall

12 take effect on whichever of the following is the later:

13 (1) January 1, 1974, or

14 - (2) the first January 1 beginning more than one

15 year after the first date on which at least 5 States (hay-

16 ing residents who in the aggregate filed 5 percent or

17 more of the Federal individual income tax retunis filed

18 during 1972) have notified the Secretary of the Treas-

19 ury or his delegate of an election to enter into an agree-

20 ment under section 6363 of such Code.

81-2" 0 - 72 - 6
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1 (C) JURISDICTION OF TAX COURT IN DISPUTES IN-

2 VOLVING $1,500 OR LEs.--The amendments made by para-

3 graphs (2) and (3) of section 203 (b) of this Act shall take

4 effect on January 1, 1974.

Passed the House of Representatives June 22, 1972.

Attest: W. PAT JENNINGS,

Clerk.
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The CHAIRMAN. Mr. Shultz, we are pleased to have you back with us
again today. You are recognized to proceed with your statement. We
are pleased to have you bac with us again today, and you may present
your suggestions to the committee.

STATEMENT OF HON. GEORGE P. SHULTZ, SECRETARY OF THE
TREASURY, ACCOMPANIED BY DEPUTY SECRETARY CHARLS
WALKER

The CHAIRMAN. You are accompanied by Charls Walker, who
is well known to us here. Again, I would like to repeat what I said
yesterday, that you have some very fine people to work with you over
there. I hope that you will be able to keep just as effective a team as
you found over there.

SSecretary SHULTZ. I say again, Mr. Chairman, I am pleased that
the team is staying together and Mr. Walker is with me to work with
me on this testimony, as well as many other things.

I might say it has been interesting to me to see the number of things
the Treasury can do that can help victims of flood damage. Mr. Walker
has done a great job of coordinating all of that and getting it into place.
That is just one example of the sort of thing that he does as a regular
routine matter.

Senator BENNETT. Mr. Chairman, before the Secretary begins his
report, the way to help the victims of flood damage is simply to change
the date up to which people can deduct the cost of their damage from
their 1971 income tax forms. I expect to offer an amendment to the
debt ceiling extension bill to change that date from April 15 to July 1,
which will take care of it, unless the thing continues. It started out
again today. Maybe we had better say August 1. Agnes apparently
has some relatives that are sticking around. But I expect to offer that
amendment. If it fails on this bill, we can offer it on another one.

The CHAIRMAN. You might want to move it sooner than that,
Senator. We will talk about tiat.

Senator BiN..N-NET. If we can get it handled more expeditiously, I
think this is important.

The CHAIRMAN. I am with you in trying to help these sufferers of this
flood disaster.

I have observed a little of it on television and first hand. I feel very
sorry for the people who have suffered from it. But those people just
learned about these hurricane disasters some years ago. When Lyndon
Johnson was President, I managed to prevail upon him to go to Louisi-
ana and see what the devastation of Hurricane Betsy was immediately
after the fact, and thereafter he was willing to go along with us in
what amounted to about $200 million of assistance to the victims of
Hurricane Betsy, part of which was the small business provisions
which were, I believe, administered very effectively and fairly and
properly.

I regret that over in California there seems to have been some cases
of people taking advantage of Uncle Sam by redoing the whole inside
of a house just because somebody had a crack in the wall after an
earthquake scare.



But we in Louisiana, I believe, benefited the way the law intended,
and we are most grateful for the national assistance we have had. I am
pleased with what we were able to enact at that time it could be im-
p roved somewhat and could be available. I hope we can keep it in

unds and benefit those we intend to benefit and not some chiseler,
which invariably has a way of wrecking a program. Somebody comes in
cheatiiig on a program, taking advantage of a situation which would
benefit unfortunate people, which means people like you, Secretary
Shultz and Mr. Walker, and those of us on this committee have to go
back to work and do more legislating to see that we are benefiting
those who would be benefited and not doing so much for those who
don't need any.

Immediately after we got that procedure working for Louisiana,
Mr. Johnson, then President, preceded to take the whole team and
move it to Texas for disasters, which was fine as far as I am concerned.
Anything we can perfect in Louisiana would be good in Texas.

Senator BENNm'r. Mr. Chairman, I may have misspoke when I
started talking about offering the amendment. I may have said it
would be on the revenue-sharing bill. I mean it would be in the bill on
the floor today. I think that is what I mean.

The CHAIRMAN. This is why I said what I did.
Senator BENNmEr. I will have the amendment for consideration on

the floor today.
The CHAIRMAN. If we can now keep things off this bill that don't

belong on it I think we can get more help.
Senator BENNEn. We don't need more flood damage on the bill with

a flood of amendments.
The CHAIRMAN. Mr. Secretary, we will be happy to hear your

statement.
Secretary SmnUTz. Mr. Chairman, I want to thank you for begin-

ning so promptly your public hearings on the vitally important matter
of general revenue sharing. Your decision to begin deliberation imme-
diately after successful House action on the State and Local Fiscal
Assistance Act of 1972 (H.R. 1437) promises to hasten the day when
general revenue sharing becomes law.

The people of this Nation have been telling us that:
They doubt Government's capacity to meet their public serv-

ice needs;
They think Government costs too much;
They feel unable to influence the course of events that Govern-

ment takes.
There is an uneasiness, dissatisfaction, frustration, and concern

among the people today, and a rising doubt about our ability to govern
ourselves in a fair, rational manner.

Government has moved away from the people in the past 25 years.
The people seem to feel that government is too distant to provide
sensible solutions to the pressing problems they face everyday.

Over the past 25 years, the recognition of a problem in American
society has mandated a Federal solution. Program atop Federal pro-
gram has been added in Washington with the hope that if we throw
enough Federal dollars and Federal bureaucracy at the problem, it
will go away.
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As a result of this almost reflex practice, the structure of our Fed-
eral system has become exceedingly top heavy. Moreover, the increased
concentration of programs at the Federal level has virtually guaran-
teed that overall government in the country will become more distant
from the people.But this generation of new programs has not contributed as hoped
to the solution of our basic problems. Indeed it may have exacerbated
them and worsened our ability to solve local problems effectively.

We have put in place our 500 Federal grant-in-aid programs which
form a crazyquilt of partial solutions to particular local problems
in the'Nation. This plethora of narrow programs has created an enor-
mous Federal bureaucracy and forced our State and local governments
to compete with one another in their quest for Federal grants-in-aid.

Virtually all of our States hava&Jeen forced to open Washington
offices in order to "win" Federal funds. The application process fre-
quently takes as long as 18. months even for those who know their way
around the halls of our Federal agencies.

How many times have each of you had to intervene for your State
to expedite a grant request or mitigate the redtape that has engulfed
Federal-State relations I

This maze of programs has significantly reduced accountability at
the State and local level because it has generated literally thousands
of new special purpose districts that have been set up to receive and
spend these funds, but which only infrequently answer to the voters.
In 1957 there were 14,000 special districts in the United States-in
1972 there are approximately 22,000.

In contrast, the number of counties, cities and towns has remained
rather stable over this period while the number of school districts has
actually decreased.

This bewildering array of different kinds of local governments has
confused, frustrated and angered the public. It also has created in
Washington a vast number of uncoordinated and sometimes duplicate
efforts to solve the same or similar problems. We may laugh at this
lack of coordination among Federal agencies, but it is the public
confidence in government that ultimately suffers.

These are the developments that our people know about. These are
the trends that we must reverse. We cannot afford to ignore, or dis-
miss, this growing disenchantment. Our very system of government is
at stake, because a republic which does not enjoy the confidence of its,
people is a republic in trouble.

We simply must find ways of making our Federal system work
better. We have to make it more responsive, more efficient, and less
costly.

It is in this context that general revenue sharing ought to be de-
bated and discussed. General revenue sharing seeks to achieve basic
reform in the manner in which the Central G(vernment provides aid
to the States and their localities. It is a brandnew technique which
has been designed purposely to break with the traditional practices
of the categorical-type aid programs.

'" The aim is to provide critically needed financial assistance to State
" and local governments under a format which will simultaneously

shift more authority for decisionmaking to these units of government.
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Only by this coupling of discretion with dollars can we make real
process in moving government closer to the people-in order to face
realistically and to solve positively the problems that beset us.

This idea of providing unrestricted aid to State and local govern-
ments has not gone without criticism. Befoi turning to the specifics
of President Nixon's l)roposal and H.R. 14370, I would like to com-
ment briefly on the most frequently made objections.

1. How can we share revenues when the Federal budget is in a
deficitI

As former Director of the Office of Management and Budget, I
know perhaps as well as anyone the meaning of expenditures being
in excess of revenues. The budgetary deficits we have experienced
have been crucial in returning the economy to an expansionary path.
Our experience in the first and second quarter of this year bears this
out. Given then that our budget is out of balance, and that it is an
important countercyclical fiscal device, we may still inquire if revenue
sharing should be funded.

Each year, hundreds of requests come in to OMB for upward ad-
justments in appropriation requests. Hundreds get turned down. The
question really is: Is revenue sharing worth it?

The answer is twofold. First, the basic reform and revitalization of
our Federal system is a No. 1 priority in the Nation. The malaise
and frustration of the American public require that we redefine our
approach to assisting States and local governments now, today. To-
morrow is too late.

Second, the alternative to no revenue sharing this year would, in
my judgment, not be a smaller deficit but rather an increase in other
programs of lower priority.

2. Won't revenue sharing actually increase the control of the F,'ed-
oral Government over the States andlocalities rather than decreate it?

While I have heard this question many times, I must admit that I
am unable to comprehend its rationale. It might have validity if we
were to roll back history and reopen the question of the propriety of
Federal fiscal assistance to the States and localities.

Obviously, that is not a realistic option in 1972, when Federal aid
to State and local governments has reached an annual level of $40
billion.

The concept of general revenue sharing has developed out of a grow-
ing concern that the traditional forms of Federal aid involve too
much Federal control. lWe believe that this less conditional form of
fiscal assistance will result in a reduction of Federal control and will
serve to revitalize the decisionmaking capacity of State and local
government.

3. I)oesn't revenue sharing Violate a time-honored principle of
)ublic finance by divorcing taxing responsibility from spending
responsibility?

H Iere, again, it should be recognized that our categorical grant-in-
aid programs have in fact done this for some time. Despite the Federal
controls, the spending under these programs, in the final analysis, has
been by the State and local governments. There is a good deal of evi-
dence that the State governments have not suffered in their transfer-
of-funds programs to their localities. Moreover, it should be borne in



mind that the Congress is making the overall spending decision by in-
augurating the revenue-sharing program. Should it find that the goals
of revenue sharing are not being achieved, the Congress can change
the program or end it as it sees fit.

At the local level, we must recognize that revenue sharing will re-
duce the upward pressure on regressive property and sales taxe. And
it relieves these pressures primarily through the most progressive
financing device we have at our disposal: the Federal individual
income tax.

At the same time, the individual taxpayer will acquire a stronger
voice in how governmental services are provided to him, because these
decisions will be made at the local level rather than in Washington.
Needless to say, these officials are more accountable to him than those
in the Federal agencies.

4. Why not provide a Federal tax credit for State and local income
taxes?

It is our view that the tax credit is an inferior device for fiscal re-
form and fiscal relief. The beneficiaries of the credit would be, at the
outset, local citizens. There would be no fiscal relief to State govern-
ments. And, except in a few States, a credit would not provide any
fiscal relief to localities, because few have local income taxes. In addi-
tion, the tax credit approach would provide a permanent advantage
to high-income States.

Others have suggested that instead of revenue sharing, we ought to
increase further diir reliance on Federal categorical grants to States
and localities. I cannot imagine a less productive alternative. We do
not need more of the same. We do need a basic reform in the way
we provide aid to the States and localities.

To sum up:
For our States and localities.-Revenue sharing represents a sub-

stantial new assistance in meeting recurring financial crises. As is well
known, the States and localities rely primarily on sales and property
taxation. These twvo taxes tend to provide less revenues per increase
in gross national product than the Federal individual income tax.
As a result, there has been a chronic shortfall of revenues as public

service demands grow with the economy. In turn, the provision of
public services has been chronically below that demanded. The Fed-
eral preemption of the individual 'income tax has caused this struc-
tural imbalance in fiscal resources which revenue sharing will redress
in good measure.

The delays and rigidities that plague current Federal aid programs
will be replaced by a supple, viable, prompt, and responsive system.

For our entire Federal 8y8tem.-General revenue sharing offers new
hope for the revitalization of State and local government. Revenue
sharing reflects a strong Federal commitment to domestic needs in the
States, counties, and cities. At the same time, it signals a new respect
and faith in the capacity and wisdom of local self-government.

This is the philosophy that underlies the general revenue-sharing
approach to Federal aid 'o State and local governments.

Mr. Chairman, the specifics of President Nixon's revenue-sharing
proposal are well known. Let me refresh the committee's memory on
that basic proposal, while at the same time noting what the House
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actually did in passing the State and local Fiscal Assistance Act of
1972.

1. The President proposed that specified amounts of funds be re-
turned to States and localities each year. In order to assure that these
units of government would have an opportunity to order their own
priorities and plan their spending the administration proposal would
have tied the amount of the individual income tax base.

On this formula, the total grant would be $2.25 billion for the retro-
active period from January 1, 1972, to July 1, 1972. In fiscal year 1973,
it would provide $5.3 billion and climb to an estimated $6.9"billion by
fiscal year 1976.

Over the period of the House bill-January 1, 1972-December 30,
1976--the administration approach would pay out $29.85 billion.

The amounts to be distributed under H.R. 14370 are not tied to the
tax base, but are specified in the statute. The House bill does provide
for growth of $300 million a year after the first year of operation. By
fiscal year 1976, over $6 billion annually will be paid out. The total
over the 5 years of the program is $29.8 billion-virtually identical
to the 5-year total under the President's proposal.

2. The President proposed that the funds be distributed to the
States and localities on a fair and equitable basis. Specifically, the
portion going to the States would have been determined-by popula-
tion adjusted for revenue effort (revenues raised relative to personal
income in the State). The portion going to the localities would have
been distributed on the basis of local revenues raised relative to the
total of all revenues raised in the State.

H.R. 14370 distributes $1.8 billion directly to the State govern-
ments. Of this total, $900 million would be distributed on the 'basis of
general tax and tax effort in the State, and the remaining $900 million
on the extent to which the State relies on the individual income tax.

3. The President proposed that the use of the funds by the States and
localities be unrestricted, e cept that they would have to be expanded
legally and without discrimination.

"H.f. 14370 includes a nondiscrimination provision and attaches no
strings to the use of the $1.8 billion which goes to the State govern-
ments. Local units would, however, have to use the $3.5 billion allo-
cated to them for operation of priority purposes: They can spend
these funds for public safety, environmental protection, and public
transportation programs. Allowable capital expenditure items are:
Sewage collection and treatment, refuse disposal systems, and public
transportation.

4. The President proposed that funds within each State be dis-
tributed on the basis of relative local revenues. The House bill con-
tains a series of complex formulas that distribute funds on the basis of
population, urbanized population, and population weighted inversely
by per capita income.5. Under both the President's proposal and the House bill, the finan-
cial reportine will be simple.

During executive session in the Ways and Means Committee, a
variety of other formulas were considered. One included tax effort
and inverse, per capita income as a modification to the President's
proposal. However, each of the alternatives reviewed contained cer-



tain anomalies. The House formula represents a series of constructive
compromises on the difficult matter of within-State allocation.

If the committee wishes to reexamine the solutions found in the
House bill, we would be happy to work with you to improve the bill.

There are then certain differences between the President's proposal
and the House bill.

While we prefer determining the amount to be shared each year as a
percentage of the Federal tax base, we also respect the desire of the
Congress to limit the duration of the program so that it can be evalu-
ated and changed if necessary. We feel certain that a 5-year trial period
is sufficient to see if this redirection in our Federal system is as effec-
tive as we anticipate.

In the distribution of funds among State governments, the House
,bill places great emphasis on State income taxes. It has been the posi-

ion of the administration not to favor particular State tax instru-
ments, but rather to reward overall State and local tax effort. Accord-
ingly, we would prefer to replace the income tax incentive with a
provision closer to the President's original proposal.

Another difference involves the restrictions placed on local uses of
these revenue-sharing funds. The President's proposal required only
that the funds be used for legitimate governmental purposes and in a
nondiscriminatory fashion. The House bill provides or a series of
high-priority categories. We would recommend that your committee
consider removing these restrictions on local spending contained in the
House bill.

A third aspect of the House bill which deserves comment is the use
of urbanized population as a factor to distribute the $3.5 billion among
the States to the localities. This factor discriminates rather severely
against three States--Alaska, Vermont, and Wyoming-without ur-
banized population.

Consequently, we recommend that the committee explore ways of
removing this discrimination.

As I indicated before, the House bill bears an essential similarity
to the President's proposal. We endorse it and hope that we can work
with this distinguished committee to improve upon it as an instrument
to reform and revitalize our Federal system of government.

Mr. Chairman, I again thank the committee for these early hear-
ings and urge you to move with all deliberate speed in reporting a
general revenue-sharing measure to the Senate.

Thank you.
(Appendix to Mr. Shultz' statement follows:)

Avmmx I-DannnoN or FoM uAs nr STATE Azmw LOCAL FisoAL As Aicz

AoT or 1972 (H.R. 14870), JuE 29, 1972

1. Overview of BUI
The Mills revenue sharing blUL H.1L 14870, provides about $80 B of aid to

State and local governments over 5 years. Each year $8.5 B is allocated to lo-
calities and $1.8 B to state governments. The $1.8 B grows by $80 M a year after

,Olie first year. Localities must establish a trust fund to spend the money and
establish that they will spend only for certain high priority purposes that

are specified In the bill. In contrast, there are no limitations on state uses of
the state grants. In addition, the bill provides for the federal collection of state
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imposed individual income taxes after January 1974 after 5 states with at
least 5% of the returns have indicated a willingness to "piggypack" onto the
federal tax system.

2. Allooation Formutas

A. ALLOCATION OF $3.5 B TO LOCAL GOVERNMENTS

(i) State Area Allocations Formula
Each year for five years the $3.5 B is distributed among state geographic

areas on the basis of population, urbanized population (the number of persons
living in cities over 50,000 or more) and population weighted by per capita in-
come. More specifically, $1.167 B is distributed among state areas on a population
basis; the share per state for population is simply the state's share of the U.S.
population multiplied times $1.167 B. $1.167 B is allocated analogously among
state areas on the basis of urbanized population.

The final $1.167 B is allocated by multiplying a state's population by a need
index, and comparing the state's population weighted for need to the sum of
all of the state's weighted for need. The index in turn is the per capita income
of the United States divided by the per capita income of the state. Thus, a state
with a below average per capita income will have a need index value over 1.0
while a well to do state will have a need index below 1.0. The higher index
value in turn then increases the share of the $1.167 B going to a state compared
to the share it would get based on Just population.

Once the allocation is made to the state area on the basis of the above three
factors, the funds are allocated to county geographic areas. For the first year
and one-half of the program, a specific formula, specified in the bill, allocates
the funds to the county area and below. Subsequently, however, a state may use
certain alternative formulas in a manner specified in the bill.
(ii) Allocation Formula to County, City, and Township Governments for

First 1-1/2 Years
The allocation to individual local governments is derived in a series of steps.

First, the three state area amounts are distributed to county geographic area
on the same basis. Thus, a county area receives an allocation of the State
population amount based on the county area's share of the state population.
Similarly, a county area receives an allocation of the state's urbanization amount
based on the county area's share of the state's urbanized population. Finally,
the amount allocated to the state area based on population-weighted-for-need is
allocated among county areas on an analogous basis except that the need index
is now the state per capita income divided by county area per capital income. This
allocation procedure thus creates three dollar amounts at the county geographic
area level.

The further division of these three county area amounts is first made among
types of local governments within the county area. Then, having determined how
much the county government, all cities (or all townships) in the county shall
receive, an allocation is made among those local governments. This first division
Is made on the basis of relative adjusted taxes raised. So, if a county government
raised 20 percent of all non-school taxes raised in the county area, it would receive
20 percent of each of the three allocations to the county area (20 percent of the
amount to the county area on the basis of population, 20 percent on the basis of
urbanization, and 20 percent on the basis of population weighted by the need
index).

The second division of the remaining 80 percent of the three amounts follows
the pattern established in the formula allocating funds to the county area. Each
city receives a share of the 80 percent of the population amount based on its
share of the total city population in the county. Similarly, each city receives a
share of the 80 percent of the population amount based on city population weighted
by a need index. Here, the index is the ratio of county area per capita income
divided by city per capita income. The distribution of the 80 percent of the urban-
ized population amount among cities is slightly more complex than in the first
division of funds because there are no urbanized population data at the city or
township level. To allocate the urbanized population amount, part is distributed
on the basis of population, and part on the basis of population weighted by the
need index. The exact amount that is distributed on each basis is determined by
prorating on the basis of the relative size of the original two amounts at the
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county area level. Thus, if $1 M came to the county area on the basis of popula-
tion and $2 M on the basis of population weighted for need, k (1/(2+1)) of
the urbanized amount would be distributed among cities on a population basis
and % on a population-weighted-by-need basis.
(iMi) Arithmetic Example of Allocation Formulas for First 1-1/2 Years

(a) State by State:
Suppose State X has 4.36 percent of the U.S. population, 4.80 percent of the

U.S. urbanized population, and a per capita income of $3373. The amount going
to the state area on the basis of population then is $50.87 M (4.36% x $1.167 B) ;
the amount going to the state area on the basis of urbanized population is $56.0
M (4.80% x $1.167 B). Suppose further that the state's population, weighted for
need, is 3.94 percent of the sum of all the states weighted for need. That is,
since the state has a higher than average per capita income, its share of the
U.S. population adjusted for need is relatively smaller than its straight popula-
tion share. Then, the state would receive $45.98 on the basis of population
weighted for need.

(b) Within State.-(i) To County Area 1:
Suppose County Area 1 has 15.0 percent of the state population. Then the

county area would receive $7.63 M on the basis of population (15% x $50.87 M).
Suppose that the county area had 18 percent of the state's urbanized population;
then $10.08 M would be allocated to the county area on the basis of urbanized
population (18% x $56 M). Finally, suppose the county area had a per capita
income of $3,582. Then its need index score would be .9416 ($3373/3582), and
it v ould get a smaller percentage of the state area grant based on need than had
its share of this amount been based just on population. Suppose the county area
population weighted for need works out to 12 percent of the sum of the county
area populations weighted for need. Then the area would receive $5.52 M on
this last basis.

(ii) Within County Area 1:
Suppose there is a county government, and two city governments in the county

area, and suppose further that the county government raised $1 M in non-school
taxes and each of the cities raised $1 M in non-school taxes. Then the county
government would receive 33.3 percent of each of the three amounts to the
county area since it raised 33.3 percent of all local non-school taxes in that
county area. Thus, the county government would receive $2.54 M from the area
population amount (% of $7.63 M), $3.36 M from the area urbanized population
amount (% of $10.08 M), and $1.84 M from the area population-weighted-for-
need amount' ( of $5.52 M). The two cities would share, on the basis of popula-
tion, the remaining % of the population amount ($5.09 M), and would share,
on the basis of population-weighted-for-need, the remaining % of the $5.52 M
($3.68 M). The cities also share the remaining $6.72 M (% of $10.08 M) that
came to the county area on the basis of urbanized population. Since $1.63 M came
to the county area on the basis of population and $5.52 M came to the county
area, 7.63--$13.15 or 58.0% of the $10.08 M is shared between the two cities
on a population basis and 42.0% of the $10.08 M is shared on a population-
weighted-for-need basis.

If a local grant is calculated to be less than $200, the bill provides that the
funds go to the county government in which the city or township is located.
There is also a maximum grant that any local unit may receive: the bill pro-
vides that no locality may receive a grant in excess of 50% of its revenues (in-
cluding Federal and State transfers, exclusive of those transfers in the bill).
The excess is distributed among other localities in the county on the basis of
the formula.

(ii) Possible State Variations in Local Formulas:
Two kinds of variations are available to the state government. First, it can

replace population in the first part of the formula with population weighted by
per capita adjusted taxes. Thus, rather than allocate the $50.87 M among the
county areas on the basis of population, it can stipulate that the $50.87 be dis-
tributed on the basis of population weighted by adjusted taxes. Similarly, in the
allocation among cities (and townships), the state may stipulate that popula-

,mow tion weighted by adjusted taxes rather than population alone allocate the areafunds. This general variation is called the "B" formula, and a state can specify
that it be used to the county area but not within, to the county area and within,
or Just within the county area.



84

The second kind of variation a state may use involves the reweighting of
the three factors at the state level. In the above arithmetic example, the state
received three amounts: $50.87 M (population), $58.0 M (urbanized popula-
tion), and $45.98 M (need). To reweight these three factors, a state can reduce
any of the three amounts by up to 25 percent, and increase any amount by up
to 40 percent. So, in terms of the above, for example, if the state wanted to
give more weight to urbanization and less to population, it could take 25 percent
of the population amount or $12.72 M (Q of $50.87 M), and add it to the
urbanization amount which would then rise to $88.72 M ($12.72 M+$5.0 M).
Since this is a 22.7 percent increase in the urbanization amount, this reweight-
Ing does not violate the 40 percent rule.

A state can combine both kinds of formula variations; however, in using
either type of variation, it must do so by state law.

B. ALLOCATION OF $1.8 B TO STATE GOVE NMENTS

The state government grant Is based on two formulas, each of which allocates
initially $900 M.

(i) Formula based on taxes andi tax effort
Each state share of the first $900 M is calculated by multiplying a state's

total taxes by its tax effort (total state and local taxes divided by total per-
sonal income) and dividing this figure by the sum of these figures for all states.
The resulting percentage is that state's share of the $90 million.
(ii) Formula based on state imposed inditiduaU iftome tax liabilities

The second $900 M is based essentially on 7% percent of state individua
income tax collections. Each state is to receive this 7% percent, but no more
than 3 percent of the federal individual income tax liability in that state; if
it has no individual income tax, then it receives one-half percent of the fed-
eral individual income tax liability. If the sum of all the state grants in the
above procedure exceeds $900 M, then each. state receives its prorata share
of the $900 M.

After the first full year of operation, $300 M of additional 'hold harmless'
funds are added to the State entitlement. Of this annual increment of $300 M.
$200 M is distributed on the basis of Individual income tax collections, and
$100 M is distributed on the basis of total taxes and tax effort.

The CHAIRMAN. Thank you very much, Mr. Secretary. You do have
something in your recommendation to encourage the State to do some
of the things that States ought to be doing to help themselves. You do
have that philosophy implicit in your bill ; do you not I

Secretary Simnm. Yes, sir, in the sense that in the President's pro-
posal, tax effort is recognized as a factor in the distribution.

The CHAIRMAN. One of the problems that existed in some States-
and I suppose Louisiana would be right up there at the top of those
who have these problems-is that lack of uniformity in the property
assessments. Some parishes put the assessment-it may be only 10 to 20
percent or even less-at a percentage of the assessment in other
parishes.

There is competition in parishes, or counties, if you compare it to
your State, as well as competition among States. It is difficult for a
county that has a more realistic assessment base to compete with one
right next door that has ridiculously low property assessments.

All of those counties and the State itself would be better able to
finance its needed activities if they had uniformity of assessment.

What would your attitude be if we put something in this bill to en-
courage or reward States who have a a uniform system of property
assessments?

Secretary SHULTZ. I think, as a general proposition, we are a little
hesitant to use this bill as a means of, so to speak, telling States about
how they should structure their own tax systems.
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The tax effort approach doesn't have within it a judgment about the
way in which money is raised, but rather says how much is raised in
comparison with the personal income flow. So you get a judgment
there of revenue effort from whatever source it might be.

T do think, as the President has stated quite a number of times, the
equitability of the property tax, the way it operates, locality by local-
ity within a State, as a means of supporting public education is cer-
tainly up for serious discussion and challenge. Of course, there is a
case now before the Supreme Court on that.

The CHAIRMAN. What is more inequitable than assessing one man's
property for tax purposes at 1 percent of value while some other fel-
low has to pay taxes based on 90 or even 100 percent of the value?
What is more inequitable than that I

Secretary SHULTZ. There probably is something more inequitable,
but I can't think of anything offhand. I am not differing with you as
to the fact that there are many inequities and problems in the prop-
erty tax system. I am only saying that as we would hope to work with
the committee on this bill it is a question whether we should use this
bill as a means of trying to tell the States how they ought to go about
their own revenue-raising operation.

The CHAIRMAN. You are using the bill, though, are you not, as an
instrument to lean on States to use an income tax for Anancing their
needs; are you not?

Secretary SHULTZ. That is in the House bill, and we are not par-
ticularly pushing that, as I said in my statement. We think that is sub-
ject to the same question that I have raised about your property tax
proposal. Although I think it is fair to say that the President is very
much interested in and concerned to do something about the inequities
of the property tax system.

Th6 CHAiRMAN. Let me tell of a situation that exists in New Orleans.
Hale Boggs tells this story. I may not have it exactly correct, but it
is true. Congressman Bogge went down to Louisiana and discovered
that the home in which he was living was assessed at a notoriously
low price. It didn't seem fair to him, and he thought it would be fair
thathe ought to pay his share of the taxes.

So he went down to city hall, and when the assessor was not there
he did talk to one of the assistants and explained this was not right
at all and in fairness he ought to pay his share of the taxes so his
assessment should be increased.

It took some doing, but he finally persuaded the clerk down there
to increase his assessment.

After he got back home, the following day he got a call from the
assessor who said, "Congressman Boggs, I have discovered something.
You have enemies down there. Somebody has raised your assessment.
But don't worry, I took care of it. I cut it back even below where it
was before."

This thing of favoritism in assessments can be a real problem in
government. I suspect we in Loumiiana suffer from that, and it would
help our problem if Louisiana could be encouraged to correct that
situation that is wrong.

I am not the only one saying this. Organized labor has been saying
that. The outstanding newspapers of the State, the larger ones, have
been saying that. It would seem that if Louisiana would do more to
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help correct the mess it has in its property assessment system, it would
probably greatly reduce and perhaps totally eliminate the need for
further revenue being passed along from the Federal Government to
the State of Louisiana. At least, it would certainly reduce that need.

I do find some appeal to encourage States to have an income tax.
Louisiana has an income tax, and I think some of the other States in
our area do, but we are right next door to Texas. We are in competition
for industry, and the persons in Texas say, "Don't go to Louisiana.
Come to Texas because we have no income tax."

If we compete with them in other ways we give somebody the advan-
tage in property taxes if they come to Louisiana. It has been competi-
tion among States for industry, which is one of the problems you are
aware of, and it's a problem of financing. government.But it occurs to me that if we are going to raise money here at the
Federal level and pass it along to the States we ought to insist that
just in terms of raising revenue to help themselves-not telling them
how to spend it--they ought to do some of the things we have every
right to expect from someone coming to us for help.

I have taken that attitude with everything I have had to do, whether
it is the foreign program, Federal aid to States, or personally to some-
body. He ought to do everything lie can to help himself if lie wants you
to help him.

I see the House had some of that philosophy cranked into their bill,
and I hope that after you have thought about it you might be able
to make some suggestions to support something if we decided to re-

quire that they would receive the full amount. A State should do some
things in order to keep their house in order.

Secretary SHULTZ. I agree with the general thrust of your point
completely and certainly will be glad to work with you.

The CHAIRMAN. Senator Bennett?
Senator BEN.-'NE1rw. Mr. Secretary, I was delighted in your testimony

that you recognized the problem that the House bill creates for my
neighboring State of Wyoming and for the States of Alaska and Ver-
mont, which are about as far apart from each other as they can get.

Senator Hansen of Wyoming is a member of this committee, and I
am sure if he were here'he would bring up the problem this bill cre-
ates. I am happy you recognize it, and I hope the committee will do
something to see if we can solve it so those States will not be penalized
because of this urbanization approach.

Mr. Secretary, as I understand it, the Puerto Ricans do not benefit
from this bill; is that right?

Secretary SIULTZ. They are not included in this, although there
are very large distributions to Puerto Rico from Federal grant-in-aid
programs.

Senator BENN r. But those are the specific grant-in-aid programs?
Secretary SHuLiZ. But in the President's special revenue-sharing

proposals, taking the first full-year basis, in the rural development
area it would be $25.9 million to Puert8 Rico; in the transportation
area, $13.7 million; in law enforcement, $6.3 million; in the manpower
area, $24.7 million; in the urban development area, $52.4 million.

So this adds up to well over $100 million in the special revenue-
sharing area. I think it has to be noted that, in a sense, this is a rev-



enue-sharing bill and in Puerto Rico neither individuals nor corpora-
tions pay Federal income tax. That is a special break they are getting,
and this is kind of all offset.

Senator BENNET. )o you feel then the combination of that program
and this one leaves Puerto Rico in a comparable shape compared
with the other States?

Secretary SHULTZ. Yes, sir.
Senator B ENNEIr. That is all, Mr. Chairman.
(The Department subsequently submitted the following additional

information relative to Puerto Rico:)
OFFICE OF THE SECRETARY OF THE TREASURY,

Washington, D.C., July 24, 1972.
Mr. ToM VAIL,
Chief Counsel, Committee on Finance,

," U.S. Senate, Washington, D.C.
DEai Tom: This is in response to your inquiry about Puerto Rico's exclusion

from the general revenue sharing program.
Puerto Rico fully participates in the special revenue sharing proposals but

does not participate in the general revenue sharing program. I cannot give you
exact figures on Puerto Rico's share under each of the special revenue sharing
programs because House and Senate versions contain differences in formulae
and differences in total dollar amounts being requested. A rough breakout in the
special revenue sharing areas on a first full-year basis is:

Million
Rural development .. ---------------------------------- $25.9
Transportation --------------------------------------------- 18. 7
Law enforcement ------------------------------------ 6.8
Manpower ----------------------------------------- 24.7
Urban --------------------------------------------------- 52.4

These estimates, and I want to emphasize their preliminary nature, suggest
Puerto Rico will receive over $100 million in special revenue sharing. I should
point out that federal categorical aid to Puerto Rico has been extensive. We are
not forgetting them at all. We have excluded the Commonwealth from the gen-
eral revenue sharing program because the underlying purpose of the program is
to share back a portion of the Federal Government's tax collections on a fair and
equitable basis. Puerto Rico pays neither federal individual income taxes nor
federal corporation income taxes. It is for this reason that they were omitted
from the general revenue sharing program.

Sincerely yours,
JAMES E. SMITH,

Special Assistant to tke Secretary,
Congressional Relations.

The CHAIRMAN. Mr. Talmadge.
Senator TALMADGE. Mr. Secretary, where are we going to get the

money?
Secretary SIIuLTz. I think, Senator, it is a question of saying to

yourself here we have an overall budget and what are the things that
are most important to put in that budget? Our determination is--and
the President has budgeted general revenue sharing as part of his
proposal in fiscal 1973 and in fscal 1972, as you know-that it is a pri-
ority need, represents a priority need and ought to be fitted in in the
manner suggested in his budget.

Senator TALMAIXIE. Would we have tax recommendations in the
future to pay for this?

m Secretary SIUiTZ. I think the overall Federal budget is the con-
trolling thing as far as our need for changes in the overall structure
of the tax system. Here we are talking about a program that is a large
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program, $5 billion and more each year. Nevertheless, since the Fed-
eralI budgt in fiscal 1973 is surely going to hit the area of $250 billion,
this can hardly be said to be a dominant consideration. So I think it
needs to be thought about in terms of where do you wish to put your
priorities.

Senator TALMADOE. Is your answer in simple language, Mr. Secre-
tary, that it will add to the deficit?

Secretary SHUTZ. If it is enacted, as we hope it will be, certainly
it will be an added expenditure compared to if it weren't enacted.
Nevertheless, we think it has such important priority that it should
be enacted.

Senator TALMADGE. Since revenue sharing will increase the Federal
deficit, did you consider the alternative method of permitting State
and local governments to print money?

Secretary SHULTZ. We didn't think that was a very good one.
Senator TALMAD E. No consideration was given to that at all?
Secretary SHULTZ. No, sir.
Senator TALMADGE. Mr. Jordan?
The CHAIRMAN. Mr. Jordan?
Senator JORDAN. I have been able to go along wholeheartedly with

the idea of assembling or putting together a lot of related grants to
make one overall block grant to a State, but I have never been able
to accept fully the proposition of general revenue sharing. Maybe you
could help me out.

What sources of revenue does the Federal Government have that
the State and local governments do not have?

Secretary SHULTZ. I think the principal thing that the Federal
Government has used which is of a central importance in the revenue
system is the income tax, the individual and corporate income tax.

Senator JORDAN. My State has a steeply graduated income tax as
a chief source for revenue for State government.

Secretary SiuL-'z. The States vary considerably, of course, in the
taxes that they use. But taken on the whole, there is a relative im-
portance to the property tax and the sales tax as a method of support-
in§ State government.

enator JORDAN. But there is no prohibition against all States hav-
ing individual taxes if they wish, is there?

Secretary SHULTZ. No, sir, there is not.
Senator JORDAN. If jou have such confidence in State and local

governments being rea ly willing and able to spend Federal moneys
wisely, why couldn't we also trust them to levy and collect it wisely?

Secretary SHULTZ. We certainly expect they will. On the other
hand, I think you have a relatively efficient Federal tax system here
which can be used. Beyond that, it has always seemed to me important
to recognize what the Federal Government is doing to States and
cities by its categorical gnnt-in-aid program, which, as you know,
now amounts to something on the order of $40 billion..

When the Federal Government puts those categorical. programs
out there with very attractive matching provisions, it virtually coerces
the States and cities to spend money in accordance with lederally
set priorities. I think in many respects this drain on States and locali-
ties has been one of the factors responsible for the fiscal difficulties in
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which they have found themselves. They have been forced into this in
order to, in effect, conform to the pattern the Federal Government
has imposed.

Here we are trying to devise a program which will be helpful to
them but not impose that type of coercion.
Senator JORDAN. It might be that the general revenue-sharing funds

they receive will be used to provide the State share of matching for
categorical grants-in-aid.

Secretary SHuLTz. In the House bill the purposes for which local
governments may use the funds are specified. The States, under the
House bill, may use the funds for any valid governmental purpose.
We think this 'no strings" treatment should be accorded the localities,
as well.

I might say in the special revenue-sharing proposals of the Presidentc the matching requirements have been reduced or eliminated in many
cases to meet this point.

Senator JORDAN.? I won't ask any more questions and take any
more time, Mr. Chairman.

The CHAI ziA. Mr. Fannin.
Senator FANNIN. On page 22 of this bill 1 there is the requirement

that all income tax under contracts, and so forth, which receive money
from the allocations paid under this bill be paid in accordance with the
wages paid under the Davis-Bacon Act. I regard the act inflationary.
Soine industry wages are more than what union contracts provide.
Does the administration support the provision dealing with the Davis-
Bacon Act?

Secretary SHULTZ. Yes.
Senator FANNIN. Why would you promote inflation I I can't under-

stand how the administration can justify not asking industries to not
charge higher prices. You have wage rates you want to hold and still
you support the Davis-Bacon Act.

To give you an example, in one city in Arizona where a highly
skilled mechanic was making $3.90 an hour someone wrote me a letter
and said his son had a lob waving a flag on a construction job under
the Davis-Bacon Act being paid $5.40 an hour. How can we justify the
inequity of that nature I

Secretary SHunr. I think to the extent there are problems with the
Davis-Bacon Act they ought to be addressed as to general proposition.
But on the problems of the construction industry the administration
has worked very hard and we now have a collective bargaining com-
mission that has, I believe, been very helpful in that industry.There is a special stabilization effort going on that has been quite

* a successful effort, and we have been trying to work cooperatively with
the industry, and I think that there has been quI a 1Eair measure of
success and cooperation, both from the employers and the unions
on that.

So we are trying to meet this problem of costs in the construction
industry in that manner.

Senator FANNIN. Mr. Secretary, I will give you an example. There
is a powerplant under construction. The wage rate in that area is a

-. moderate wage rate. The Secretary of Interior and I and others were

flee p. 31 of this volume.
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staying at a hotel there, and the owner said he lost his cook because
he went to the powerplant as a common laborer making almost double
what he was making at the wages regularly paid cooks throughout
the State. He was making at that time $7.20 an hour and getting a
$10 subsistence in an area which, I believe, is almost a recreational
area.

How can we justify anything like that, starting labor out at $7.20
an hour?

Secretary SHULTZ. There are all sorts of anomalies in the American
wage structure. I don't know that particular situation. The wage rates
in the construction industry are a product of many things. The Davis-
Bacon Act is an aspect of the total picture, but only an aspect. So I
can't comment on this.

Senator FANNIN. In answer to your statement that you say you
are holding these wage rates, I can tell you that a few months
after this visit I wanted to check because I was making a talk. So I
called to find out whether I was correct on the wage rate. It had
changed from $7.20 an hour for a common laborer to $7.90. I don't
understand how the Government can justify supporting a bill which
would bring exorbitant wage rates about.

I think this is one place where the Government can step in and
do a service in trying to hold this inflationary trend and make it
possible for us to compete with the other countries of the world.
As you know, the wages are relative; and if they go up in the con-
struction industry, they are going to go up in other industries.

So I am very concerned about it, and I hope you will look further
into this matter and make some recommendations.

Secretary SHuTZ. I think it should be said that the Davis-Bacon
Act doesn't set the prevailing rate. It provides that when Govern-
ment work goes forward, it should go forward at the prevailing rate.
The prevailing rate is, so to speak to be established by the processes
of collective bargaining and by the marketplace and however else.
The notion is that the Government ought to pay at that rate.

Senator FANNIN. I am talking about how it is done "however
else," because I think the Secretary has been negligent in the "how-
ever else" you speak about. The wage rates in that area are so exor-
bitant as compared to wages rates in other areas. There is no justifi-
cation for it.

I don't want to take any more time this morning. I regret I was
not here earlier, and I have to go back to the floor, but I hope you
will check into it to see what you can do. I think you can do a great
deal regarding this very serious problem. Thank you.

The CHAIMAN. Mr. Secretary, I want to ask you about one or two
other matters. You have suggested certain changes in the House bill,
and you have indicated areas in the bill where improvements might be
made. Would you please prepare for the record a detailed description
and the amendatory language to reflect such a description at the end
of the changes you recommend, so that we can consider them and those
who want to advocate them would have the language available to
suggest.

Would you also, please, describe in detail the areas in your bill
where you think improvements might be made, even if you hinvi ,o



01

specific suggestion, so we can consider it for whatever value those
proposals may have.
This, I am sure, would aid later witnesses in preparing their state-

ments, and we could make it available to them during the recess.
Secretary SHULTZ. Yes, sir; we will.
(The Department's views on the State and Local Fiscal Assistance

Act of 1972, and recommendations for specific changes in the bill,
follow:)

THE SECRETARY O THE TREASURY,

Hon. RussEu. B. LONG Wa#hfngton, July 27, 1972.

Chairman, Oommittee on Finanoe,
U.8. Senate, Washngton, D.O.

Dz" M. CHAimuAN: Reference is made to your request for the views of this
i.Ppyrtment on S. 8851, "State and Local Fiscal Assistance Act of 1972," which

•,k-v to provide payments to localities for high-priority expenditures, to en-
courage the States to supplement their revenue sources and to authorize Federal
collection of State individual Income taxes; and for the views of this Department
on Amendment No.*1215 to S. 8651.

The bill is essentially a proposal to allocate a portion of Federal individual
income tax collections to State and local governments over a five-y1ar period.
Grants to State governments are designed to encourage States to use Individual
income taxes; grants to counties, cities, and townships are designed to provide
relatively more aid to those units located in more densely populated county areas
and to those units located In county areas with below-average per capita Income.
The State grants may be used for any purpose; the local grants may be used for
certain specified high-priority purpose& Finally, the bill provides for Federal
collection of State income taxes after January 1, 1974. and after at least five
States with at least five percent of the tax returns in the United States agree to
the provisions of the bill.

Amendment 1215 to S. 8651 replaces the income tax incentive in the State grant
formula with a formula that essentially distributes funds on the basis of Federal
Individual Income tax liability in each State.

The Department generally endorses S. 8651; however, there are specific
changes in the bill that the Department recommends.

In the distribution of funds among State governments, the bill places great em-
phasis on state Income taxes. It has been the position of the Department not to
favor particular state tax instruments, but rather to recognize overall state and
local tax effort. There are a number of alternatives to the formulas in 8. n51
including Amendment 1215. While the Departinent prefers that the Federal Gov-
ernment not mandate state tax structures, aLd while Amendment 1215 succeeds
in eliminating this mandate, the Department feels that the resulting benefits to
wealthy States that Amendment 1215 provides are inappropriate because the
formula rewards States whose taxpayers are in higher average tax brackets.
Thus, the Amendment does not reflect the-state tax effort being made and does
not reflect the relative needote States.

The Department has explored two *other approaches to moderate the income
tax Incentive of S. 8651: distribute the entire State government entitlement on the
basis of state and local taxes and tax effort, and distribute the state entitlement
generally on the basis of S. 8651 but allocate 20 percent of the funds on the basis
of population weighted inversely by per capita Income to reflect the overall need
of the States. This second approach would then allocate $720 million on the basis
of state and local taxes and tax effort, $720 million on the basis of state income
tax collection, and $360 million on the basis of population weighted inversely by
per capita Income. Table I provides the state-by-state distribution under S. 3051,
taxes and tax effort, and taxes and tax effort state Income tax collections, and
population weighted Inversely for per capita Income. While the Department finds
the second approach acceptable because it does not mandate particular state tax

Jpstrunients, It also recognizes that the House of Representatives has Indicated
44pat the provision of Federal aid to State governments will encourage them to

mcet the goals outlined by the Congress in(I that the States will make increaisetu
use of the Income tax. Accordingly, the Department recommends that the Corn-
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mittee adopt the third alternative which moderates the Income tax incentive and
takes account of differential State ability to pay.

In the distribution of funds among the States to the localities, one-third of the
funds is distributed go the basis of urbanised population. This factor dis-
criminates against three States without urbanized population: Alaska Vermont,
and Wyoming. The Department has explored several methods of eliminating this
discriminatory treatment and recommends that a floor for each State of one-
tenth of one percentt of the funds allocated among the State areas on the basis of
urbanized populaUon be created to solve this problem. Table II shows the impact
of this change on the ftate-by-State distribution of local funds.

A third aspect of the bill that the Department recommends change in Involves
the high-priority expenditure categories that the localities must spend within.
The Department recommends that these categories be eliminated to allow them
sufficient flexibility in setting their own priorities.

In the allocation of funds to the State governments, no provision is made for
the creation of a state trust fund to receive the revenue sharing allocation; how-
ever, localities are required to create at rust fund. The Department recommends
that the State governments be required to set up such a trust fund as well because
it will improve the uniformity of accounting systems and Increase our ability to
audit State uses of these'funds.

The Department has been advised by the Office of Management and Budget
that there is no objection to the submission of this report to your Committee.
Enactment of 8. 8651 with the changes the Department has recommended above
would be In accord with the program of the President.

Sincerely yours,
GEoRoE P. SitULTL

Enclosures.

TABLE I.-DISTRIBUTION OF $1.8 BILLION AMONG STATES UNDER THREE FORMULAS,

lIn millions of dollar]

House bill
House bill Taxes and weighted

H.R. 143701 tax effort' I lr need 

Alabama ................................... ..................... 14.9 15.1 22.1
Alaska ................. .............................. 3.5 2.1 3
Arizona ................. 14.0 16.8 14.5
Arkansas ..................................................... 8.0 8.0 11.2
California ....................................................... 241.1 261.6 222,5
Colorado ............................... 20.3 19.3 20.1
Connecticut ....................................................... 21.0 27.2 21.0
Delaware ......................................................... 7.8 4.7 7.2
District of um .............................................. 10.8 7.0 Florida .......................................................... 31.9 42.2 A, 4Georgia .............................................. 28.3 24.8 32.0
Hawaii ....... ".. . .. .'... .. .13.2 10.8 11.8
Idaho ........ 5.8 5.0 6.1
Illinois .......................................................... 105.1 108.9 101.2
Indiana ....................................................... 31.0 32.1 33.9
Iowa ......................................................... 26.2 26.7 26.2
Kansas ........................................................ 13.8 16.9 15.2
Kentucky ................................................... 19.2 17.7 22.5
LOuisiana .................................................... 18.4 24.6 23.1
Maine.. ....................................- 5.6 3 6.6
Maryland... ............... 50.1 40.0 46.0
Massachusetts .......- ---......................................... 74.6 60.6 68.6
Michigan ............. ............................... 91.0 82.6 87.0
Minnesota .......... ........................................... 51.7 36.1 1
Mississipi.. ............................................. 10.1 14.3,,,Missouri -.............................. ......... ... 27.9 27.7 08
Misotno................................................... 6.9 6.09Ntbraska ........................................................ 9.7 11.3
Nevada ......................................................... 7 5.3 .
New Hampshire ................................................... 3.3 4.2 4 .1
how Jersey .......................................... : ............ 44.7 58.6New Mexico ...................................................... 6.5 7.9 7.4New York ........................................................ 317.4 -304.4 280.9

North Carolina .................................................. 36.3 2.7 40.0
North Dakota ....................................
Ohio .................. 49.5 58 4
Oklahoma ....................................................... 11.4 its 14.2

See footnotes at end of table, p. 93.



TABLE I.-DISTRIBUTION OF $1.8 BILLION AMONG STATES UNDER THREE FORMULAS

Ifn millions of dollars

House billHouse bill Taxesand wited
H.R. 143701 tax effort 3 forneeda

Oregon..........................................................Pensylvania ...........................
Rhode Island. ................................
South Caroline ...............................................
South Dakota ....................................................
Tenesse .......................................................
Texas ........................................................
Utah ........................................
Vermont .........................................................
WeVirginia .......................................................
Wiaons .................................................
West Inginw ...........................................4,, isconsi ......................................................, Yo=Ing ............... :...... .................................

24.8
98.4
7.8

14.3
3.7

14.3
46.2
8.8
5.7

38.3
20.9
10.0
65.9
2.2

16.7
90.4
7.6

12.4
6.1

117
59.3
8.7
5.3

28.0
30.7
10.0
57.7
3.3

24.0
99.3
7.918.3
4.6

20.0
5.5
9.2

3k."
23.0
12.0
60.6
2.3

'50 percent taxes and tax effort and 50 percent State Income tax collections:
100 percent taxes and tax efforL

840 percent taxes and tax effort, 40 percent State income tax collections, 20 percent population weighted inversely
for per capital income.

TABLE II.-DISTRIBUTION OF $3.5 BILLION AMONG STATES, IMPACT OF 4o OF 1 PERCENT FLOOR FOR NON
URBANIZED STATES

S.3651 S.3651
S. 3651 with floor S. 3651 with floor

Alabama ..................... 65.2 65.1 Montana ..................... 9.9 9.8
Alaska ...................... 3.1 4.2 Nebraska .................... 24.8 24.8
Arizona ...................... 32.1 32.0 Nevada ...................... 9.5 & 5
Arkansas .................... 30.4 30.3 New Hampshie .............. 10.2 10.2
California ................... 369.7 369.0 New Jersey ................ 135.0 134.7
Colorado............. 39.1 39.0 New Mexico .................. 1.0 16.0
Connecticut ................. 51.7 51,7 New York .................... 332.2 331.5
Delaware .................. . 5 9.5 North Carolina ............... 76.8 76.7
Distrlc of Columbia ........... 15.2 15.1 North Dakota ............... . 8.4 9.0
Florida ....................... 118.1 117.9 Ohio ....................... 177.8 177.5
Georgia .................... 75.1 75.0 Oklahoma .................... 41.5 41.4
Hawaii ..................... 12.7 12.7 Oregon ...................... 35.2 35.1
Idaho ....................... 9.6 9.9 Pennsylvania ................. 202.5 202.2
illinois ...................... 196.6 196.3 Rhode Island ................ 18.1 18.0
Indiana ...................... 82.8 82.6 South Carolina ............... 43.5 43.5
Iowa ........................ 41.6 41.5 Sou thDakota ................. 9.8 10.2Kansas ...................... 34.0 33.9 Tehnesse ................. 65.0 64.9
Kentucky .................... 52.6 52.5 Texas ....................... 202.0 201.7
Louisiana .................... 64.8 64.7 Utah ........................ 20.2 20.1
Maine ....................... 14.2 14.2 Vermont ..................... 5.3 6.5
Maryland .................... 67.4 67.2 Virginia ...................... 77.3 77.1
Massachusetts ................ 104.4 104.2 Washington .................. 58.2 58.1
Michigan .................... 152.7 152.4 West Virginia ................ 26.4 26 3
Mnnesota ................... 62.4 62.2 Wisconsin .................... 71.1 70.9
Mississippi ................... 35.9 35.9 Wyoming .................... 3.9 5.0
Missouri ..................... 79.6 . 79.5

Note: Figurgs may not total because of rounding.

The CHAIRMAN. I would like to ask you about one or two other
matters. The so-called high-priority item on page 3 of the bill really
covers a multitude of areas. Would it be possible under the bill for
Mayor Lindsay to take a welfare person and hire him as a sanitary
engineer" at $6 an hour ?

Secretary SuuiTz. The problem for any city government is to figure
out what it is that needs to be done. They can spend money under the

-voHouse bill or under the President's bill in the area of sanitation, and
"then they have to follow their own processes in deciding who is going
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t75-workand how much they are going to pay them. There is not restric-
tion on it.

The CHAIRmAn. You wouldn't seek to prevent that type of thing
from happening?

Secretary SHULTZ. -No. I think that is up to the city government
involved.

The CrAIRMAN. Allocations to the States depend importantly on
State revenue-raising efforts. One-halI of the allocation would be based
on ta revenues derived from the income tax in each State. There are:
some States which have constitutional bans on establishing personal
income tax. Others depend on production taxes, severance taxes, or
sales taxes for revenues.

It will be argued that we should not give such importance to per-
sonal income taxes rather than other forms of taxation. Would you
care to expand your views on that subject I

Secretary SIIuLTz. I think I would just say that our view is that it is
d mistake to use this bill as a device to push States into an income tax
if they don't want to. There are severe problems for some States in their
constitutions.

The CITAIRMAN. One thing we could do if we wanted to-and I am
not sure we want to; -I am just throwing the idea out so we have it
available to consider-we could, if we wanted to, levy an additional
income tax on corporations, as well as individuals, and provide them
a credit against that in the event that those States already had an in.
come tax, even to the extent of paying to the States which don't have
an income tax and which don't collect revenue from that source. The
ince5me tax that we collected out of that State is from sources within
that State.

I am sure you are capable of devising a formula whereby we could
attribute to each State what their share of the income tax distribution
has been and have,. in effect, levied for them an income tax at the State
level. Have you given any thought to that approach in considering
this area of Federal aid to States?

Secretary Siuur. I know there are a great many possible formulas
and rearrangements that have been worked through. Whether some-
thingprecisely along the lines you suggest has been, I am not sure. Per-
haps Dr. Walker knows.-

In arTeaserwe will be very pleased to work with the committee and
try to respond to suggestions and set up a procedure to conform with
whatever the suggestion is and then try to work through and study
its implications. ..

I do know it is often rather surprising when you start out with a
formula and then you actually work it through and see the distribu-
tion of funds. It doesn't always come out the way you might initially
expect.

The CHAIRMAN. Dr. Walker, what can you tell us about the general
approach ? - I

MI.WVALKER. I would like to check my memory of this for the pur-
poses of the record. I do not believe it came up in that precise form or
even general form in the many hours of discussion we had in the exec-
utive session of the House Ways and Means Committee.

The original bill on which this bill was patterned, if I recall cor-
r6tIyf,-ibuld have terminated parts of the grants to the States if they



didn't enact a State income tax within 2 years. That was dropped. But
we can certainly explore this and see what the computer shows as to
the various approaches. I

The CHArMMAN. I wish you would look into it and see what it might
do. It is always possible that if we did that and gave the income to a
State, they might proceed to arrange to try to give it back to the same
people from whom it was collected on the theory they didn't want the
income tax anyway and didn't want the revenue from it. That-would
be one posible approach to the measure, if you really thought that
States ought to rely more on an income tax than they did..

Secretary Snumz. If the feeling is that the States should rely more
on the income tax and it is desirable to usethis bill for that purpose,
then the Ways and Means bill has an approach to that. That can be

C worked around and worked with.
The CHARMAN. If they had all of that great difflculty--constitu-

tional impediments and all of that sort of thing-there is one way we
.could levy one for them and give them the benefit of it. I have mY
doubts as to where it could be but it is one more device that could be
used, one more approach that could be taken up. I would express an
opposition to our imposing our judgment upon them, but it is one
more approach that might conceivably be used.

Are there any further questions, gentlemen?
Thank you very much. We appreciate your appearipg today. You

can be sure we are going to consider what you say, and we seek to move
this bill along.

We are pleased to have with us today the Honorable Howard Baker,
Jr., the senior Senator from Tennessee, who is a cosponsor of the bill,
and we will be pleased to have Senator Baker testify.

Senator BARRR. Mr. Chairman, thank you very much. I am delighted
to have the opportunity to appear before this distinguished committee
and may I again thank you for the invitation.to sit with the committee
and hear the excellent testimony by Secretary Shultz and Deputy Sec-
retary Walker. Both of them have been diligent and effective in their
.pursuit of concepts involved here.

The' CHAMMAN. We also have Senator Humphrey here, a cospon-
sor. I think it is ap ro rate we have a Democratic sponsor on the bill.

Senator BAKER. Preliminarily, just to continue, I would especially
like to pay my thanks to Secretary Walker for his very, very excellent
and persistent work on this concept and that of his staff and the Treas-
ury Department over a long period of time.
Mr. Chairman, I am delighted and honored to be a cosponsor of

this bill with Senator Hum hrey who is here before us, and I would
be more than pleased at this point to yield and defer to my colleague
to make an opening statement if he wishes. Then-I have a statement
that I would like to make for the record.

Senator Humpxrmay. Thank you, Senator, and Mr. Chairman. I
appreciate this. We have a Committee of Government Operations
with some key legislation today, Mr. Chairman, and I just left that
to come here to make brief testimony in behalf of the bill that is now
pending before the Committee 6n Finance.

The NIAMMAN. I think, Senator Humphrey, those of us who are
not candidates ,for office should be a little bit considerate of the time



demands of those who are, and I think it is generous for Senator
Baker to yield at this point.

Senator HumPmumY. I think it is extra generous of Senator Baker.
Senator BAKRR. I can't think of anybody I would" rather be more

generous to.

STATEMENT OP RON. HUBERT H. HUMPHREY, A U.S. SENATOR
FROM THE STATE OP MINNESOTA

Senator HuMPmHY. I have a statement, Mr. Chairman, which I
would like to file for the purposes of your record, and I shall just

-make some brief commentary.
The CHARMAN. It will be entered in the record, and you may go

ahead and summarize it.
Senator HUMPHuY. I was very pleased to have the opportunity to

join with Senator Baker and a number of other Senators who are co-
sponsors of S. 38651, the State and Local Fiscal Assistance Act of
1972. 1 have long been interested in the subject called revenue shar-
in and lately more a propriately called State and local assistance.

Early when I came tack to the Senate in 19712 the first measure I
introduced in the Senate was a revenue-sharing bill. It was sponsored
in the House of Representatives by Congressman Reuss of Wisconsin.

Our proposal set up some standards which we would hope would
encourage more progressive taxation policies, but at some time we
recognized the urgent need of local and State government for immedi-
ate financial assistance.

I have been before a number of the local governmental groups. As
you may recall, Senator Long, I was recently in New Orleans before
the U.S. Conference of Mayors as one of their speakers. I have spoken
before, during the past 2 to 3 years, With the National Legislative
Leaders Conference and the National Association of Count Officials.

In each of these instances I have addressed myself to tile subject
of public finance or the better financing of our local governmental
institutions.

The fact, as I see it, is that we have come to a point in our govern-
mental structure where the local governments in particular, that is,
municipal and county governments, are facing a crisis-a financial
crisis.

I have witnessed this in my tour across this country in the last 6
months. The tour was not necessarily always directed toward the sub-
ject of revenue sharing, but occasionally that subject matter would
come up, and particularly as I visited with local government officials.
When I say "local government officials," I mean all the way down from
the State House to the courthouse to city hall.

There is no problem that is more serious today for local govern-
ment than that of property tax and the fact that it is becoming almost
counterproductive with the shortage of revenues.

A mayor was asked in one of the Senate hearings here some years
ago: "What is it your community needs" He said, "We need three
thin's' We -need revenue, funds, and financial resources."

Truthfully, that is what they need.
The CTIATRMAN. Couldn't you just put that all into one word?
Senator Hu~'PmrnY. Money.
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For the past 2 years I have served as chairman of the Special Sub-
committee on Rural Development. We have traveled to many States
and the one fact that comes out isthe mass migration of people from
rural America into urban America. This overwhelming flow of people
into our metropolitan arem has placed heavy burdehs upon local gov-
ernment, burdens they simply cannot fulfill under the present tax
structure.

The purpose of the bill before you is quite simple and direct: It is to
provide over a 5-year period a sum of money which can be distributed
under a formula which is propounded in the legislation to local govern-
ments, to municipalities, counties and States.

To have it less than that period of time as outline in the legisla-
tion, I believe, would be very injurious.

One of the points I would like to make is that if you have grants
a community for a year and then you don't have something to fol-

'low it up with the next year, you have rising expectations on the one
hand; you start programs on the other, and thenyou have to slow them
down or cut them out without the resources being available and you
have wasted a lot money.

The purpose in this proposed legislation is to have an extended
period of time so that the local governments can make some proper
planned use of the resources.

I know there are some arguments against this legislation. The op-
ponents of the State and Local Fiscal Assistance Act have cited, for
example, that public accountability is severely undermined by divorc-
ing the responsibility for raising tax revenues from the dispensing of
public benefits. I want to say to my fellow Senators I believe it is time
we share this responsibility. The local government officials are watched
much or more than we are, and the average citizen doesn't know where
that money comes from. He knows it is tax money and that is all. If
that money is poorly expended, the local citizen will hold the public'
official at thlocal level accountable as much as he holds any Member
of Congress accountable. I don't believe that public accountability
argument holds water.

The second point that is often made about revenue sharing is that
it will not lead to decentralization; it will only lead to greater and
greater dependence upon Federal resources. I would just like to say
a word about that. The average citizen doesn't differentiate between
Federal, State and local government. When he is mad at government,
he is just mad at everyone. The government for him is where he lives.

Most of the government that affects people's lives is right out in
the community where they live. Ninety percent of everything known
as "government" to the average citizen is in his town, in his block,
in his nei hborhood, in his county, in his village and in his township.
That is wIfere it all happens.

What he is interested in are these services which government can
provide where he lives. I think we here in Washington would make
a mistake if we tried to presume that we can chart everything from
the Nation's Capital out to John Citizen out there in the locality. We

.,have to place some reliance on those local officials. I know they will
-nmake mistakes. I was a mayor of a city. I made a lot of them. But I

will tell you that more people knew about the mistakes I was making
than some I am making now because they were really watching me.
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I happen to have a great deal of respect for local government
officials.

Furthermore, I might add that there is a great deal of variation in
our country. One of the things that has bothered me as I have been in
government longer is the fact that we do lay down standards here at
the Federal level that sometimes'do not fit the community pattern..

I see Senator Curtis. The other day he had an amendment that re-
lated to the Occupational Safety Act. I think I understand. I could not
be present that day. I am sorry I had to be gone, but I understand
what goes on in small town business, and I know it is a lot different
than what goes on in ITT or ATT or General Mills or General Motors.
However, I believe" we have to have these variations. I believe we
also have to be willing to rely upon local government officials to make
some of the decisions, but they can't make any decisions if they don't
have the resources.

The tax money is people's money. Frankly, the Federal Govern-
ment taxes more equitably than any other level of government. The
Federal income tax and corporate tax, with all of its problems and
all of its loopholes, is much fairer than taxing the property, the home
or piece of land out there in the countryside. Every American today
knows that there is a taxpayers' revolt on what we call the property
tax,particularly on the homeowner; it is just getting prohibitive in
some areas to own a home because of the local tax structure.

Therefore, let'us talk about our country and about citizens and the
Government. It is the government of this country, Federal, State and
local. It is the tax resources of this country. The Federal Govermnent
has a greater power to tax more equitably, for example, than any other
area.

I would like to look at the Federal Government as we look upon a
supply source for, let us say, our military. You don't win many wars
by having generals holding back the supplies. You get them out
there where the troops are.

The troops in this battle for good government are out where the
county officials are, where the l0cal officials are. We have put them
out there, to use a facsimile which I don't think people like to hear
me use, where they don't have any ammunition. They are being run
over by problems and can't meet them. I believe this act provides some
temporary relief.

Another criticism is that there is no tax revenue to share. I grant
you that is a most valid argument. There is no tax revenue to sham.
But the Federal Government has a better way in raising tax revenue
if they have to than any other level of government, and its credit is
better.

Most of the localities are under strict charter and constitutional pro-
hibitions as to the amount of indebtedness they can have or as to what
bonds they can issue.

Another argument that is made is that cities and States will not be
content with the sum provided in that legislation. T can't say they will.
This is $28.5 billion for a 5-year period,-as I recall. The opponents of
this legislation say this is just the first step on an ever-increasing mort-
gage on Federal resources.

Let me iust say that Federal resources--there isn't. any such thing.
It is people resources. Where do the people live I They are not all here



in Washington. They are not all in the Federal buildings Where we
are we represent constituents. Those Federal resources elonIg to the
people, and this money is4oing out directly where the people live. This
money is, not going off to Taiwan or Afghanistan; it is going into Lou-
iiana, Utah, Ne raska, New Mexico, Tennessee, Minnesota, Idaho,
and a few other places--right where the people live.

I submit the argument that we are going to mortgage Federal re-
sources doesn't mean a thing. Federal resources have no meaning.
Federal resources relate only to one thing: Where people live in the
jurisdiction of the United States of America, and this legislation is
designed to help people in every part of our country.

Seventy percent of our people live in the cities today. Eighty per-
cent are supposed to be, according to projections, living there by 1980.
I would like to see it reversed.

C I have been here with Senator Curtis and I have been traveling
around this country for a program of rural development trying to get
some reverse of thms movement into the cities. I happen to believe we
are going to just never be able'to meet the problem of urban America
until we do something about modernization of rural America, bring-
ing industry into rural America and making the living conditions in
rural America a little better.

We are on a bipartisan program trying to do something about that,
and I think we have made some progress this year. I believe this legis-
lation will help. It will help county government, by the way. And I
want to emphasize here that county government is bommig evermore
important in this country. County government may very Well be part
of the answer or the improvement of county government, part of the
answer to our governmental problems to date.

Finally, the argument is made that it will bypass the annual budget
control function and responsibility of the Appropriations Committees.Not at all. You will be able to call people in and ask what they did
with the money. As a matter of fact, it is pretty hard to find out about
the money we are appropriating now.

I 'Would rather trust if you want it on the line, the mayor of the
Twin Cities than some of--a lot of folks don't like some of themi-but
I would just as soon trust them as the heads of many departments in
Washington. At least they have to rerun for election. The heads of
departments we call in before these committees don't have to run for
anything. They are nominated by the President and confirmed by the
Senate and that is it,

When you are out there and you are Governor and county judge or
county commissioner or mayor or city councilman and you are called
down here to do some explaining you have some folks back there who
look at the paper and see what old John did say.. If he didn't say the
right thing, there will be a headline as big as that door.

That old soul will have you working him over and the Appropria-
tions Committee working im over, instead of the League of Women
Voters. He will have dole accountability.

I think that is my argument. I think it is a pretty good piece of leg-
,.slaton. I hope this committee will promptly report it.

By the way, Senators, many municipalities and State budgets are
depending upon this legislation. If we don't get it, we are going to be
in serious trouble. I think we will strike a blow for freedom here, as
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they used to say around here at one time--to strike a blow for liberty.
Is that what they used to say at those sundown meetings-if we pass
this legislation I

The CKAUMA. Senator, I think you have a good argument, par-
ticularly the point that it is just a lot easier to get rid of a bad local
offloial, particularly an elected official, than it is to get rid of a sorry
bureaucrat. Those people have a way of staying on no matter who is
President.

Senator Hurnim y. They have tenure. I know about not having
tenure, Senator. I have just lost it all. I am telling you, I am ra-
cycled from beginning to end. All of you people made me a freshmen
again.

The CHAIRMAN. Senator Bennetft
Senator BENN E'r. In view of that last remark, I would say that what

the Senator is most interested in is delegate sharing.
Senator HuMPmEY. I say to the distinguished Senator from Utah,

your counsel and advice is the one bright note I have had for the
day. I am afraid you are without influence in the precincts I am having
to work.

Senator BBvNNETT. As an innocent bystander from the other side of
(he fence, I certainly wish you every possible consideration.

The CHAmRrMA. Senator Curtis I
Senator Curris. Do you regard this proposal as a temporary measure

over the 5 years?
Senator HuU P'RY. I doubt it, Senator. I really doubt it. But I

think it will give us a test run to see whether it does what it is sup-
posed to do.

Senator CurrIs. Do you think it will directly result in the lowering
of taxes that people pay now to State and local governments

Senator Hu REY. I think it will at least slow down any momen-
tum that we have that we now sense for an increase in taxes. You will
notice that in practically every State--I won't say "all"-that local
governments have had to increase their taxes appreciably in the last 5
years or more.

Senator CUmRTs. I appreciate the frankness of your answer. I think
there will be millions of people disappointed. In one way or another
they have gotten the idea this was going to relieve their real estate
taxes.

Senator HuMPrmEY. Senator, it could in some areas, but I know you
want candid comment from me, and I honestly don't believe I could
say with certainty this is going to reduce the property taxes. I will
tell you one thing. If we don't do something like this you either are
going to close up services, vital services back home, or you are going
to raise those property taxes or some other kind of taxes.

I think this money will come from a tax source that is more equi-
table than putting an extra few mills or increasing the millage on
homes out in Minnesota or Nebraska. I really believe this is a better
way to help this local government take care of a host of thinp that
means so much. The local governments don't go into money frills.
Out home in Minnesota during the wintertime we are trying to keep
the streets clean from snow and ice. That ts no frill. It is a matter of
life and death. We are trying to find ways to take care of the water
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and sewer and to take care of the municipal services that affect people's
lives.

I believe I can go back to my constituents and say, "In this legisla.
tion, I have done more for you than I have done under many of the
categorical programs."

I might also say, If this legislation works, we will be able to more
carefully reexamine categorical programs and possibly give a little
more leeway to local government people to chart their own course.

The CHAIRMAX. Senator Jordan I
Senator JOR)AN. One question. Do you think this is likely to start a

trend to have the Federal Government do all of the taxing and let all
of the State and local government officials enjoy the benefit of ex-
pending? IThat is where the votes are. Do you think this is liable to

portend the transference of all taxing on the part of the Federal
Government eventually I

Senator HumPHnRY. No; I do not. If it did, I would think that would
be terribly.wrong. I think we ought to be aware of the abuse of this
kind of proposal. It could be abused.

By the way, if that wereto happen, I would like to announce I am
running for Governor as shortly as possible.

Senator JoRDAN. It is $5 billion a year. Why not $25 billion a year
and $50 billion a year?

Senator HuMPHnY. Because I believe you are a man of judgment
and would not go for that.

Senator JORDAN. NO.
Senator HrmPHREY. And I don't think I would. I don't think we

need to relieve people at the local level from their responsibilities.
As a matter of fact, this legislation does not permit the local govern.
ments to relieve themselves of their current responsibilities, and will,
I am sure, require them to do more than they are presently doing.

Senator JORDAN. Thank you.
The CJrLTR3AN. Thank you very much, Senator. You have made a

fine presentation here.
Senator HuMPHraY. I want to say-Senator Baker is a good lobbyist.

Earlier this year when the President sent down his message, Senator
Baker came-to me in that spirit of benign and.blessed bipartisanship,
and said, "Let's join together, Hubert." It is hard to tell Senator Baker
that you didn't want to join with him. But I waited awhile, and I
thought he would love me more if I waited longer. Then when we got
the blessing from Congressman Mills on the other side, I felt it was a
union that would last.

(Senator Humphrey's prepared statement follows:)
PREPARED STATEMENT OF HON. HUBERT 11. HUMPHREY, A U.S. SENATOR FROM 'THIC

STATE OF MINNESOTA

Mr. Chairman, I am pleased to be here today to testify on behalf of S. 8651
the State and Local Fiscal Assistance Act of 1972, which Senator Baker and I,
and a bipartisan group of Senators, introduced as a companion measure to H.R.
14870, which the House now has passed.

I want to express my personal gratitude to Chairman Long for promptly
otolding this hearing on revenue sharing.
4 I know how extremely busy the Committee has been with the So al .Security

and Welfare W form legislation for the last few months
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That is why I think the Senate ought to take note that the members of this
Committee are not resting-they are moving ahead, holding the necessary
revenue sharing hearings and beginning the process that I believe will result
in a first step towards fiscally rehabilitating our local governments.

I also wish to take a moment to praise the action of the House of Representa.
Uves.

Last week, the House passed this very bill nw before this Committee. Chair-
man Mills Is to be commended for his outstanding leadership.

Mr. Chairmani, it has always been my belief that revenue sharing is not a
partisan issue. It is not a political football to be kicked back and forth between
Democrats and Republicans.

Revenue sharing is a people'slssue.
It is an issue to be debated on its merits-free from the slings and arrows of

both partisan bickering and presidential politics.
In this spirit, Senator Howard Baker and I Joined together to Introduce the

House Committee bill in the Senate. Atid it Is in this spirit that we have sought
support from members of both parties.

Mr. Chairman, I have been a consistent and continuous supporter of revenue
sharing since the idea was first broached. I thought It made sense then. I think
it makes even more sense now.

As Vice President, I proposed revenue sharing In 1965. As the Democratic
nominee for President I advocated enactment of such legislation in 1968, and
I testified last June 8, 1971, before the Intergovernmental Relations Subcom-
mittee for what was then the Humphrey-Reuss Revenue Sharing bill, the first
bill I introduced on my return to the Senate.

Revenue sharing has gone from a concept to legislation, now passed by the
House of Representatives.

Now I want to see-the Senate make revenue sharing the reality of hard dollars
for the states and local governments.

I have spent the last six months on an intensive "tour" of this nation. In the
last 10 days I have met with the Conference of Mayors-League of Cities at
their convention In Texas and with the National Association of County Officials
at their convention in Washington, D.C.

I have listened to and talked with many thousands of people and hundreds
of our elected officials, and If there is one unmistakable message, it is this:
never before in the history of this nation has the diversity of our people, our
cities, our counties, our communities, and our states placed such importance
on how governmental programs are constructed, how policies are implemented,
and how revenue transfers are made.

We can no longer, pass legislation that through bureaucratic red tape and
under-funding stifles the ability of local officials to deal with indigenous problems.

We, can no longer assume that solutions developed in Washington will auto-
matically work in Louisiana, Montana, Utah, Connecticut, Iowa, or California.

We can no longer make minute, detailed choices as to how funds will be
spent in every city and community of this nation.

We simply must recognize that cities, states, and local governments are dif-
ferent because people are different. There are different needs, different levels
of expected services, and different capacities as to how well local governments
can meet those needs.

These differences call for new departures-if the needs of people are ever to
be met.

Revenue sharing is a new departure-it is a departure from the way we
normally do things here in Congress and in the Executive Branch.

But T submit to you that the local governments of this nation cannot afford
a "business as usual" attitude on part of the Executive Branch or Congress.

The simple truth is that local governments are in a state of financial paralysis--
and it is not Just the "government" that is suffering-it is the people.

For, when a citizen speaks of "the government," he is talking about the
government close to him-4he government that no longer collects garbage twice
-a week-or does not or cannot provide adequate police protection--or allows dirty
and unsafe streets--or is unable to modernize sewage treatment and solid

waste disposal facilities.
This Is the government. And Its manifestation is in how that citizen is treated

where he lives-in his home, his neighborhood, and on his street.
And if the government falls to meet the needs of that citizen, then we have

failed.



103

Look at our local governments today. he scene is increasingly intolerable.
The budgets of cities are Invariably written in red ink-the future fiscal vi-

tality mortgaged by bond indebtedness that stretches twenty to eighty years Into
tomorrow.

State governments have been compelled to increase taxes--an' that tax
burden usually becomes more regressive--in the form of higher excise taxes,
,sales taxes, income taxes, service fees, and property taxes.

Decisions to cut back services are made every month by every mayor of a
large city, by every county executive and by every councilman.

Tax bases decline, property taxes on existing assessments skyrocket, crejting
the kind of tax environment that produces a chorus of cltitens saying "no more."

Local officials come in increasing numbers to Washington hat In hand begging
for some help, but too often finding a stone wall of Indifference.

Schools close, Jobs are lost, and opportunity gone forever.
Tire bAcklog of unmet needs continues to increase--the United States Confer-

ence of Mayors, for example, estimates that unmet needs are $3 billion for urban
enewal; $5 billion for water pollution; $8 billion for mass transit; $2 billion for

Cfaw enforcement.
Make no mistake about it-.-this Indeed is the financial condition of government

In our states and localities.
It is not pleasant. It is bleak. And it is a condition that should not be.
Mr. Chairman, that is one reason we need revenue sharing. gut there are others

also.
In a recent address before the United States Conference of Mayors and the

National Association of County Officials, I suggested four goals for local
governments:

1. To bring government close to the people and be responsive to their needs
2. To maintain the integrity of neighborhoods--to refocus on street level gov-

ernment, where people live
3. To establish certain minimums of basic services for all of our cities and

communities
4. To plan the use of our resources
The Fiscal Assistance Act now before this committee will help us meet those

goals.
This legislation provides $29 billion in relatively unrestricted-aid to local

governments over a five-year period. Each year $3.5 billion is allocated to local-

itles and $1.8 billion is allocated to state governments.
A five-year program gives state and local governments the ability to plan the

use of these funds efficiently.
Localities may spend the revenue for high priority purposes designed to assist

in the maintenance and operation of services In public safety, environmental pro-

tection, public transportation and capital expenditures for sewage collection.

A governmental reform element contained within the legislation provides for

the federal collection of state imposed Individual Income taxes, if the state

requests it. And there is an incentive for states to adopt progressive Gystems of

taxation.
Mr. Chairmen, some may quarrel with the exact form of the bill.

I would be the first to suggest that, if it were possible, some improvements

ought to be made in the legislation.
believe, for example, that the listing of high priority categories might well

be expanded to include health care and youth recreation.
I would also urge this committee to examine the various formulae suggested

by the legislation and to settle on that formula that provides a substantial return

to those areas of the greatest need while at the same time maintains essential

equity, protecting towns and rural communities.
I would think this committee should consider the principle that communities

and states ought to maintain their revenue efforts consistent with the amount

of federal aid and the number of services these communities are now providing.

Finally, Mr. Chairman, I want to make one last comment--a caveat that, I

believe, it Is essential to tie to the passage of the legislation.
I want to give fair warning now that this Congress end the Executive Brankh

'of our federal government must not--indeed cannot-fall into the trap of think-

ing that problems of the cities, suburbs, and townships disappear with the pPs-

sage of revenue sharing. We must not lull ourselves into thinking that the battle
for the fiscal vitality of our communities is over when revenue

established.
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We must not think that now that we have revenue sharing we can all go home,
that we have done our Job, that the mayors and local officials have been satisfied -
and now we can all relax.

This, I believe, would be a dangerous attitude to take and fatal to accept.
I want to serve notice now that the batie for the cities, for strong local gov-

ernment capable of financing its services, has Just begun.
When revenue sharing passes, we will have just begun to provide for our

neighborhoods.
We will have Just begun to make a realistic payment towards effective street

level government.
Rebuilding our cities, modernizing our communities, and- providing a life of

quality to our citizens will mean the financial investment of the century-by -
both public and private sectors-and the social commitment of a people deter-
mined to eradicate those vestiges of obsolescence, backwardness and decay.

But, I ask you, when you are investing in people, In their lives, their children,
how families live and where they live, what better investment, what better comr-
initment, can this nation make?

STATEMENT OF HON. HOWARD H. BAKER, JR., A U.S. SENATOR
FROM THE STATE OF TENNESSEE

Senator BAKEn. Mr. Chairman, let me express my deep appreciation
to Senator Humphrey for the greatness he has brought to this bi-
partisan effort. I also whis to express my appreciation to him for hav-
ing just said all I know about this bill. But that is a risk you run
when you yield to a distinguished colleague who is of such illustrious
distinction as Senator Humphrey is, and who has such a wealth of
knowledge. As I said, I believe he has said all I know on this subject.

I am very grateful to him for his cosponsorship and for the chance
to work with him.

Senator HuMPHRE.Y. I am going to ask to be excused. Gentlemen,
thank you very much.

Senator BAKER. Mr. Chairman and members of this distinguished
committee, I sincerely appreciate being afforded this opportunity to
appear so early during your public consideration of general revenue-
sharing legislation. There is no single legislative proposal in which I
have a deeper and more durable interest. My first legislative proposal
and "maiden speech" as a freshman Senator in March of 1967 were
devoted to a "tax-sharing" bill-and I wish we stiTT led it that..

As mentioned by Senator Talmadge, where are we going to get this-,
money ? The concept here embodied is to share tax re enues rather than
to share surplus funds after the Federal Government has spent all it
wants to. It seems to me that the term "tax sharing" is more descrip-
tive, and I wish we were going back to that concept.

In any event, the term "tax sharing" did not catch and "revenue
sharing" has. By whatever name, as far as I anx concerned, it smells
as sweet and I fully sup ort it.

I understand, Mr. Chairman, we have a vote in progress. Shall
I continue, or shall I wait and come backI

The CHAIRMAN. I would forge ahead for the next 5 minutes, if I
were you, Senator Baker.

Senator BAKER. Mr. Chairman, let me suggest that my statement,
which is some 51/A pages long, be included in the record as if it had
been given; and then If will summarize a little, if I may, since time
limitations are severe.

The CHAIRMAN. It will be included in the rtord.
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Senator BAKER. I have introduced revenue-sharing legislation, Mr.
Chairman, as I believe you and other, Members of the Senate know,
siitiin that first and maiden speech I naple in 1967. I have introduced it
a total of four times. I can recall that, we didn't always receive a warm
and friendly reception from all of thie'Cngress.

I am especially mindful of the f..t that the House Committee on
Ways and Means and its very distiizuished chairman, Congressman
Mills, did not take kindly to the idea,at the first instance.

My father served on the House Way:; ad Means Committee and I
am iond of saying that he. taught me ut an early age to have a high
respect for Wilbur Mills. In the early years of this revenue-sharing
struggle I never had a higher respect Jor him because lie had his foot
square on my neck, as far as this bill :s concerned.

But times have changed and I am constrained to say, in all seri-
ousness, that the House Committee on Ways and Means, and Congress-
man Mills in particular, have brought to us now for consideration a
bill that is far better and more refined than anything Walter Heller
or Dr. Peckma:a or any of the other early economists or early con-
gressional sponsors of this bill first brought to our consideration. I
think it has been improved and it is a good substantial bill.

As you know, Mr. Chairman, I, together with 42 other cosponsors,
including Senator Humphrey, introduced the House bill as a meas-
ure to be before the Senate and'before this distinguished committee.

I have certain reservations about the bill. For instance, ] do not feel
that the section which deals with the incentive system or bonus system
or penalty system, more accurately, i:i relation to the State income tax
is appropriate. That is clearly colored by the fact that Tennessee does
not have a State income tax' and we have a constitutional prohibition
against State income tax. It is clear to me, if I have any political
sensibilities at all, that the people of Tennessee share my concern. We
have no State income tax. I profess a parochial interest in that fact.

I have a great concern over a continuing proliferation of not only
State income taxes in those few remaii-,ing States that don't have it, but
also the increase in the local income tax burden, because I have some
fear we are going to end up balkanizing the country. We are going to
end up with such a hodgepodge of different tax statutes and tax
rates and levels of enforcement that we are in fact going to have trade
barriers between States and communities as a result of local income
taxes.

In spite of my feelings on this poiit, I will support this bill with that
section if it comes to that. But I hVae introduced, Mr. Chairman, and I

.have had presented, and I understand there has been referred to this
committee, an amendment which would delete the income tax penalty
section.

Let me say quickly, however, that my primary dedication is to the
concept of tax sharing or revenue sharing. While I prefer the amend-
ment I have introduced to eliminate that income tax penalty provision,
I will vote for this bill.

__ I enthusiastically support this bill as Congressman Mills and his
o distinguished committee reported it and as Senator Humphrey and

I, as cosponsors, introduced it.
I also Understand that Senator Gurney and Senator Ribicoff, and

others, have amendments which would change the formula for distri-
bution as well, and I support those.

81-395--72-----8
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But, most of all, I want the concept of revenue sharing badly. I want
it embodied in the policy of the United States of America, and I want
us to go forward with this legislation now.

I will support and enthusiastically support the bill as reported by
the House or as amended along the lines I have indicated.

If there is any single measure that will affect the nature of
federalism, the nature of the State-Federal government and Fed-
eral-local government relationship over the next several years, if there
is any single measure that will affect it most, it will be tax or revenue
sharing. I believe it represents a symbolic reaffirmation of our faith
in the partnership concept, a revitalization of the ability to govern
at the local level and a concept whose promise is very substantial and
whose future evolution and development can bring us into a- more
effective and efficient, combination of governmental activity at the
State, local and Federal level. °

Mr. Chairman, I could at this point discuss in detail the amend-
ment I have submitted. It, in effect, just strikes the income tax penalty
provision. I have a computer printout on the effects of my amendment
which is part of my statement and will be included in the record.

I could go ahead and pay my respects, as I have already tried to
do, to the Treasury Department, and especially to Di. Charts Walker,
for his help; to Wilburi fills and the Committee on Ways and Means,
and to you, Mr. Chairman and members of this committee, for long
and detailed and tedious work on one of the, if not the, most important
fiscal measures I have seen before the Congress since I came here in
January of 1967.

But I won't prolong that except to say I hope we pass this bill or
something very close to it this year, and I hope we can get about the
business just as soon as possible.

Thank you very much.
The CHAMMAIN. Thank you very much, Senator.
Senator BAKER. Mr. Chairman, I will be glad to come back for ques-

tions, or whatever you would like, after we get the vote.
The CHAIFMAX. Thank you.
(Senator Baker's prepared statement follows:)

PREPARED STATEMENT Or HOWARD H. BAKER, JR., A U.S. SENATOR FROM THE STATE
OF TENNESSEE

Mr. Chairman and other members of this distinguished Committee, I sincerely
appreciate being afforded this opportunity to appear so early during your pub-
lic consideration of general revenue sharing legislation. There is no single leg-
Islative proposal in which I have a deeper and more durable Interest. My first leg-
Islative proposal and "maiden speech" as a freshman Senator in March of 1967
were devoted to a "tax-sharing" bill, as we called the concept in those days. I
have introduced general revenue sharing bills in three consecutive Congresses,
twice on behalf of the present Administration. I have testified twice during the
current Congress before other committees In support of revenue sharing: on
June 1, 1071 before the Senate Subcommittee on Intergovernmental Relations and
on June 17, 1971 before the House Committee on Ways and Means.

We have come a long way in getting to this point. Walter Heller, the brilliant
former chairman of the Council of Economic Advisers, began urging the concept
of revenue sharing upon Presidents In the 1960's. Members of Congress began
offering bills that embodied various approaches to the idea of revenue sharing.
Both candidates for the Presidency and both national party platforms in 1968
supported the concept of general revenue sharing. In 1969, President Nixon be-
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came the first incumbent President to propose general revenue sharing to the
Congress.

In spite of this encouraging bipartisan support for revenue sharing, the pro-
posal met with a chilly reception In the House Committee on Ways and Means.
The distinguished chairman of that Committee declared his firm opposition to
the entire Idea as irresponsible and unnecessary. Following fifteen days of public
hearings in June of 1971 and various discussions with various public officials,
Chairman Mills saw fit to introduce, on November 30 of last year, H.R. 11950,
the "Intergovernmental Fiscal Coordinatolon Act of 1971." After the Committee
reported H.R. 14370, the State and Local Fiscal Assistance Act of 1972, and
that bill passed the House on June 22, only one week ago today, by a vote of 274-
122. On May 30, 1972, Senator Humphrey and I and forty-one other Senators of
both political parties introduced S. 3651, which Is identical to the House-passed
bill.

Mr. Chairman, Secretary Shultz has made a most persuasive case for the need
for revenue sharing, and I would add little to the knowledge of the Committee if

, I tried to make that case all over again. The fiscal needs of our state and city and
county governments are both urgent and widely known. The steady flow of fiscal
resources away from state and local government and toward the central govern-
ment since adoption of the 16th Amendment is well-known. The exhaustion or
near-exhaustion of available revenue bases at the state and local level Is well
known, as is citizen exhaustion with rising taxes, especially the property tax.
Revenue sharing is not panacea for all of these ills, but it is a very major step
indeed In the right direction.

And it is a step that the Congress must take In a United way, in a bipartisan
way. Although I am pleased that the plan was proposed by a Republican Presi-
dent, and although I hope that it will be signed into law by a Republican President,
I have said on innumerable occasions that what is important Is getting the
relief to the states and local governments, not how much credit for the plan
accrues to any party or Individual. Members of both parties have made Important
contributions to the growth of this plan, and enactment into law of a revenue
sharing proposal will be an accomplishment in which many groups and individuals
can take genuine satisfaction.

Mr. Chairman, there are elements of the Prsident's original proposal that I
would prefer to H.R. 14370 and S. 3651. For example, I believe that tying revenue
sharing to a fixed annual percentage of the nation's personal taxable income for
an Indefinite period of time would be preferable to the five-year program adopted
by the House at relatively static dollar amounts, and I believe that no strings
should be attached to local funds. But there are elements of the House-passed
measure that represent, in my judgment, improvements over S. 680, the latest
Administration proposal. For example, refinements of the bill's S. 680,
the latest Administration proposal. For example, refinements of the bill's
formulas have been made In the House that should, by and large, result in dis-

tribution of the funds In a more equitable manner, so that the most dollars will
go where the most dollars are needed. I am pleased by reports that the Admin-
istration (and, particularly, its Department of the Treasury) made its personnel

and facilities fully available to the House Committee, just as I am sure the.y will
be made available to this Committee upon request.

I commend the other body for passing H.R. 14370, a bill that I could easily

support and vote for without any change In It at all. Perhaps this Committee will

choose to make alterations in the legislation before It reports a bill to the Senate.

I am confident that any such changes would reflect the usual care and wisdom that

the Senate has come to expect from the Committee.
There Is one significant change that I would like to urge strongly before this

Committee, and that has to do with section 122 of H. 14370, that section which

provides the basis for payments directly to state governments. Section 122 basi-
cally provides that l4alf of the total amount appropriated for state governments

($1.8 billion in calendar year 1972) will be apportioned on the basis of each

state's tax collections from all revenue sources (including taxes collected by

local governments within that state). The remaining half of the total state ap-
w propriation is to be apportioned on the basis of receipts from state taxes on

personal income. Mr. Chairman. I earnestly hope that this Committee will care-
fully consider this element of the House-passed bill and weigh each of its
Implications.
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I believe that I am aware of the arguments put forward by those who would
encourage (if not virtually force) states to enact personal income taxes, where
such taxes do not exist, and to increase reliance on such taxes where they do
exist. It is widely accepted that a graduated tax on personal Income is the most
progressive tax generally available to public authorities, and It is widely known
that most states tend to depend most heavily on the property tax and the
sales tax.

But I have a strong distaste for the idea that the federal government might di-
rectly fnt&Vrne In the sovereign fiscal prerogatives of the several states to deter-
mine their own tax structures. It is true that in Tennessee we have no personal
-income tax and that-the constitutional obstacles to enactment of such a tax are
formidable, even if a majority of Tennesseans were to desire an income tax,
which they do not. But I am sincere in my assertion that my opposition to this
particular provision transcends the problem in Tennessee, as important as that
is to me and the people that I represent in this Senate, I do not see how the-
Congress can enact revenue sharing, which has as one of its most basic premises
the belief in turning over decision-making authority from the federal govern-
ment to the state and local governments, while in the same measure the Congress
tells individual states how they must raise their revenues.

Mr. Chairman, there are several ways in which this distinguished Committee
might choose to deal with this aspect of the legislation. As you know, Senators
Gurney and Ribicoff and others have offered an amendment to S. 3651 (No. 1215)
which would distribute half of the total state appropriation on the basis of
federal individual income tax liabilities attributable to each state rather than
upon state personal income tax receipts. I find this approach far preferable to
section 122 of S. 3651 as it now appears, and I could support that amendment.

Another approach-not dissimilar to that of Senators Gurney and Riblcoff-
would be a return to what was, essentially, the simple distribution formula advo-
cated in S. 680: that is, allocation of the total state share on the basis on popula-

-.,4oz-djusted for tax effort. Yesterday afernoon, Mr. Chairman, I introduced an
'amendment to S. 3651 (No. 1312), that would, I believe, accomplish such a pur-
pose. A copy of that amendment is appended to this statement, together with
a table showing the estimated distributions to each of the several states during
the calendar year 1972 that would result from the adoption of my amendment,
compared to distributions to the several states under S. 8651 as now written.
Under this proposal, the entire appropriation made by section 123 of the bill
would be apportioned among the states on the basis of population modified by
tax effort. I would emphasize to the Committee that my amendment would not
add one penny to the amount appropriated by the louse-passed bill; nor would
it alter in any way the amount of funds distributed to local governments or the
formula for the distribution of such funds. I hope that the Commitee will give
this proposed amendment careful consideration, because I believe that it repre-
sents a much more equitable distribution of funds to state governments.

Let me repeat, however, that my overriding concern Is that this Congress pass
a revenue sharing bill. I could support the House bill unamended. I could sup-
port the Gurney-Riblcoff amendment. I could support an amendment similar to
the concept offered by Senator Muskie in his bill, S. 1770, which offered a bonus
over and above the amount that such state governments would receive in any
event under the bill. While I have expressed as forcefully as I know how my
opposition-to any provision that would coerce states into the adoption of a per-
sot-.. income tax, none of these proposals, I am relieved to say, actually does
that. S. 3651 does penalize states without personal income taxes, however, and
I oppose such a penalty. That Is the reason for my amendment. But I would be
willing to accept such a penalty if that is the price that we must pay for getting
theser funds into the hands of state, county, and city governments as soon as
we possibly can.
-Mr. Chairman, I again express my appreciation for this early opportunity to
testify in support of an idea in which I believe so deeply. I am also grateful that
this Committee has chosen to begin hearings so promptly on this legislation, which
bodes well for its enactment before the 92nd Congress adjourns sine die. We are
confronted by an historic opportunity to meet an urgent fiscal need at the state
and local level, a rare opportunity to relinquish power at the federal level and
return it to the people, who are providing all of these resources to begin with.
We can act, we must act, and I know that we will act.

Thank you.
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AMENDMENT No. 1312 TO S. 3651, INTENDED To BE OFFERED BY SENATOR
HOWARD H. BAKER, JR.

On page 26, beginning with line 11, strike out all through line 23 on page 27
and insert in lieu thereof the following:

(a) General Rule.-The amount of the entitlement of any State for any en-
titlement period is the amount of the combined tax effort share for such State
for such period as defined in subsection (b) of this section.

On page 27, line 24, redesignate subsection (c) as subsection (b).
On page 28, line 3, strike "123(a) (2)" and insert in lieu thereof "123(a)".
On page 28, lines 14 and 15, strike "net amount referred to in subparagraph

(A)" and insert in lieu thereof "population of such State".
On page 28, beginning with line 21, strike out all through line 6 on page 29

and insert in lieu thereof the following:
(1) Population.-Population shall be determined on the same basis as resident

population is determined by the Bureau of Census for general statistical purposes.
On page 29, line 7, strike "(3)" and insert In lieu thereof "(2)".
On page 29, line 24, strike "(4)" and insert in lieu thereof "(3)".
On page 32, beginning with line 2, strike out all through line 19 on page 33

and insert in lieu thereof the following:
(a) Appropriations.-There is hereby appropriated out of amounts in the

general fund of the Treasury attributable to the collections of the Federal Indi-
vidual income tax not otherwise appropriated-

(1) For the period beginning January 1, 1972, and ending June 30,
1972, $900,000,000.

(2) For the fiscal year beginning July 1, 1972, $1,950,000,000.
(3) For the fiscal year beginning July 1, 1973, $2,250,000,000.
(4) For the fiscal year beginning July 1, 1974, $2,550,000,000.
(5) For the fiscal year beginning July 1, 1975, $2,850,000,000.
(6) For the period beginning July 1, 1976, and ending December 31,

1976, $1,575,000,000.
On page 34, lines 9 and 10, strike "in the last sentence of subsection (a) (1)

and".

TABLE COMPARING ALLOCATIONS TO THE SEVERAL STATES AS PROPOSED IN SENATE BILL 3651 AND AS PRO-
POSED BY AMENDMENT NO. 1312 TO SUCH BILL AS OFFERED BY SENATOR HOWARD H. BAKER, JR.

Figures are in millions of dollars and represent total distributions to State governments during the year beginning
Jan. 1, 1972, and ending Dec. 31,19721

Senate bill Amendment No.
Name of State 3651 1312

Alabama ..............................................................
Alaska ..............................................................
Arizona .......................................
Arkansas ...............................................................
California ..............................................................
Colorado ...............................................................
Connecticut ............................................................
Delaware..........................................
District of Columbia;...... .....................................
Florida ................................................................
Georgia ................................................................
Hawaii ...................... ......................
Idaho ..................................................................
Illinois ................................................................
Indiana ................................................................
Iowa ..................................................................
Kansas ...............................................................
Kentucky .............................................................
Louisiana ......... .................................
Maine .................................................................
Maryland .............................................................
Massachusetts .........................................................
Michign ...............................................................
Minnesota ...... ...................................
Missii .............................................................MissourFi. ..............................................................vo Montana ..............................................................
l'Nebraska ..............................................................
Nevada ................................................................
tlew Hampshire .........................................................

14.9
3.5

14.0
8.0

241.1
20.3
21.0
7.8

10.8
31.9
28.3
13.2
5.8

105.1
31.0
26.2
13.8
19.2
18.4
5.6

50.1
74.6
91.0
51.7
10.1
27.9
6.9
9.7
3.7
3.3

25.8
2.3

17.94
14.4

204.9
20.7
24.8

4.7
6.0

54.8
35.4
8.5
6.4

97.4
39.2
27.1
18.9
25.8
32.4

9.6
37.1
54.3
78.7
36.5
21.3
35.8
6.8

12.8
4.6
5.6
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TABLE COMPARING ALLOCATIONS TO THE SEVERAL STATES AS PROPOSED IN SENATE BILL 3651 AND AS PRO-
POSED BY AMENDMENT NO. 1312 TO SUCH BILL. AS OFFERED BY SENATOR HOWARD, H. BAKER, JR.--Con.

IFigures are In millions of dollars and represent total distributions to State governments during the year beginning
Jan. 1, 1972, and ending Dec. 31,19721

Sviste bill Amendment No.
Name of State 3651 1312

New Jersey ............................................................. 44.7 58.2
New Mexico ............................................................ 6.5 9.%
New York .............................................................. 317.4 204.6
North Carolina .......................................................... 36.3 41.0
North Dakota ........................................................... 3.5 5.9
Ohio ................................................................... 49.5 74.5
Oklahoma .............................................................. 11.4 19.6
Oregon ................................................................ 24.8 18. 5
Pennsylvania ........................................................... 98.4 99.2
Rhode Island .......................................................... 7.8 8.0
South Carolina .......................................................... 14.3 '20. 1
South Dakota ........................................................... 3.7 6.8
Tennessee ............................................................. 14.3 29.5
Texas ................................................................. 46.2 83.4
Utah ............ .......................................... 8.8 10.3
Vermont .................. 5.7 5.0
Virginia ................................................................ 38.3 36.5
Washington ............................................................ 20.9 30.2
West Virginia ........................................................... 10.0 14.8
Wisconsin .............................................................. 65.9 49.5
Wyoming ............................................................... 2.2 3.4

The CHAmu x. The committee stands adjourned.
(Whereupon, at 11:40 a.m., the hearing recessed, to reconvene sub-

ject to the call of the Chair.)



REVENUE SHARING

THURSDAY, JULY 20, 1972

U.S. SENATE,
CoMMIrE oN FiNANCE.,

Washington, D.C.
The committee met, pursuant to recess, at 10:10 a.m., in room 2221,

New Senate Office Building, Senator Russell B. Long (chairman)
presiding.

Present: Senators Long; Anderson, Talmadge, Hartke, Harris,
Ribicoff, Byrd, Jr., of Virginia, Nelson, Bennett, Curtis, Miller,
Jordan of Idaho, Fannin, and Hansen.

The CHAMMAN. Today, the Committee on Finance resumes hearings
on H.R. 14370, the revenue sharing legislation. We are pleased to have
as our leadoff witnesses today a panel of distinguished Governors
representing the National Governors Conference. The Honorable
Marvin Mandel, Governor of the State of Maryland, and chairman
of the executive committee, will make the statement in chief for the
Governors, and all members of the panel will be available to discuss
questions concerning this important legislation with the committee

Hearings on this legislation will continue through Thursday of
next week, and we should begin marking up the bill in executive ses-
sion soon'thereafter. Before I recognize Governor Mandel, I would
like to state for the record my concern and I believe a matter of con-
cern for the entire committee and the Congress. I refer to the runaway
program of social services under State welfare laws. Today, social
services are matched by the Federal Government at a 75 percent rate,
Federal expenditures under this program are rising at a phenomenal

ace. In fiscal year 1969, this program amounted to $354 million; in
scale year 1971, the cost had risen to $746 million; in 1972, it was

approximately $1.5 billion; and when the committee acted on the social
serviz features of H.R. 1, the welfare reform bill, we understood the
1973 cost to be $2.2 billion.

But at a meeting caJled by the Governors' Conference just this Mork-
day, it was revealed that States actually project expenditures of $4.7
billion for 1973--more than double what we were led to believe would
be the case. Now, this $4.7 billion is very near the $5.3 billion of revenue
sharing provided for in the House bill. We cannot afford to continue
the present social services system if we are going to provide $5.3 bil-
lion a year, and more, in revenue sharing filds under the bill before
us today.

I hope that in your testimony today, you gentlemen of the Governors,
Conference can advise us all how we might deal with the problem of
social services. This program originally was estimated to cost $40

(11i)
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million a year. The expenditure for the next fiscal year would be over
100 times what the estimate was when this program was put into
effect in 1962. It is a matter of very serious concern. While I know this
Senate, and I think most of us want to help the States with their fiscal
problem, we don't want to create insurmountable problems for the
Federal Government.

I recognize now Governor Mandel.

STATEMENT OF HON. MARVIN MANDEL, GOVERNOR, STATE OF
MARYLAND

Governor MANDEL. Mr. Chairman, members of this committee, as
chairman of the National Governors' Conference, I am pleased to
present the position of the conference on H.R. 14370, "The State and
Local Government Fiscal Assistance Act of 1972."

First, however, I would like to take this opportunity to thank each
of you for your fine efforts on behalf of the States in the past.. The
Governors have always found strong support in this committee and
from you, Mr. Chairman, in our mutual efforts to solve some of our
most pressing domestic problems. You have worked diligently to find
solutions to problems with welfare, medicaid und. medicare reforms,
and intergovernmental taxation. Again, we thank you and appreciate
all of your efforts.

Ana now we are before you again with a matter of utmost
importance.

Gentlemen, the Governors consider revenue sharing one of the'most
critical issues we have ever discussed with this committee. Revenue
sharing is a top priority program for Governors, mayors, and county
officials throughout our Nation. Truly, we believe revenue sharing is
an idea for action whose time has come.

Without hesitation, the National Governors' Conference supports
the concept of revenue sharing now before this committee. The Gov-
ernors have been advocates of this concept since 1965 when the Na-
tional Governors' Conference Committee on Executive Management
and Fiscal Affairs prepared a resolution of support for this concept.

The Governors have labored long and hard to secure House passage
of revenue-sharing legislation, and we are encouraged by the strong
bipartisan support of every Member of the House leadership, the
White House, the mayors, and the county officials, and now 42 Senators
who have cosponsored such legislation. We are .also encourage& that
the candidates for President of the United States have also publicly
stated their support of revenue-sharing legislation.

Mr. Chairman, we are especially appreciative of your strong per-
sonal encouragement tothe Governors in your meetings with our
executive committee over the past 2 years.

The issue of revenue sharing has now been a subject of national
debate for more than 8 years. The House Ways and Means Committee
heard testimony from more than 100 witnesses and spent more than 35
days in executive session considering all aspects of the bill now before
this committee.

Mr. Chairman, I have attached to my statement a summary of the
current fiscal crisis faced by State and local governments and "Why
State and Local Governments NeeA Revenue Sharing." I will not pre-
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sume on your time to read this information but will ask each Governor
present to speak to his own problems and the need for revenue sharing
in his State. For example, in 1946 all State and local taxes totaled 81
percent of Federal taxes; today, State and local taxes have risen to 71
percent of Federal taxes. During this period when there have been
repeated Federal tax cuts, a majority of State and local governments
have had to raise taxes each year.

We recognize the House-passed bill does have opposition. I am sure
all components of tile bill are not satisfactory to any Governor, mayor,
county official, Congressman, or Senator. While the National Gov-
ernors' Conference supports revenue-sharing legislation, we are aware
of the concern of several States over the formula for the distribution
of the State funds, particularly that part of the formula which allo-
cates funds based on State income tax collections. Some States have
constitutional prohibitions against income taxes. Florida, for example,
has many second home property owners. Therefore, taxes other than
income are more equitable to the people of Florida.

The National Governors' Conference supports the idea that revenue-
sharing funds should not prescribe specific courses of action for the
States and localities. We now have such requirements now in more
than 1,000 separate Federal aid programs.

Gentlemen, we fully recognize the problem posed in the bill for those
States without income taxes or with low income taxes, and we support
their concerns. However, our major concern is for this Congress to pass
a revenue-sharing bill. Consequently, we urge the Senate Finance Com-
mittee to consider all alternative formulas, but without losing sight
of the ultimate goal--Senate passage and conference agreement with
the House.

This is our ultimate end. In many ways we are in a fight with time
rather than ideas. The short number of legislative days remaining for
the 92d Congress, the press of unfinished business, and the scheduled
recesses all give the Governors a sense of urgency about Senate con-
sideration of the bill.

Mr. Chairman, we are very pleased and encouraged that you opened
hearings on H.R. 14370 immediately after House passage. We are here
to convey our deep interest in this legislation, and to reaffirm our posi-
tion that we would like and particularly need revenue sharing passed
in this session of the Congress. We also offer our assistance to the
committee as you work on revenue-sharing legislation.

(An attachment to Governor Mandel's prepared statement follows:)

WHY STATE AND LOCAL GOVENiMENTS NEED REVEzUE SHARiNG

Much has been said about the fiscal crisis facing state and local governments.
As far as the States are concerned, over one-third are expected to have substantial
budget deficits In 1972 unless revenues are raised or.expenditures cut, and over
two-thirds of the, States have either taken or are considering action to increase
taxes. The most severe difficulties, however, are taking place in some cities, where
climbing expenditure needs are combining with an eroding tax base to produce
a problem which cannot be managed solely by local action.

Ow State governments are virtually strapped in a fiscal strait Jacket. State aggres-
. siveness on the tax front can hardly be challenged; state taxes have more than

tripled since 1958, producing revenue increases in excess of $81 billion as of 1970.
In terms of 1958 dollars, however, more than half of the increase has gone to meet
the pressures of inflation. The remainder, interestingly, has covered intergovern-
mental fiscal outlays--a portion to match federal aid, the remainder allocated as
state grants-in-aid to local governments.
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PROGRAMS AR INTEROOVI MENTAL

For example, the road system of a State covers primary, secondary and other
feeder and local roads. The responsibility for construction and maintenance
varies among States-some heavily local, some not. The variance is great, for
example, from North Carolina's state road system to the New York state-county-
township-village-city network, and there are many gradations between. Some
States contribute to public relief expenditures, in other States these are a local
responsibility. The degree of administrative control and financial support given
to such activities as elementary and secondary education and public health vary
widely.

Consider also the interdependence of such state-local programs as public safety,
health, housing, environmental management and pollution control. Given the
complexity of intergovernmental finance, it is understandable why economists,
in projecting expenditures and revenues, treat state ind local expenditures as a
unit.

Nationwide, 36 percent of all state revenues are annually passed through
-directly to local governments for local government services. In addition, these
state revenues represent to local governments over one-third of their total
expenditures.

In 1970, States gave local governments financial assistance in excess of the
combined total of federal aid for both state and local governments, not including
$25 billion of state funds spent directly by"'the state governments. Moreover, of
the approximate $27 billion allocated by States in 1970 for state aid to localities,
more than $2 billion was shared with no strings attached. Forty-seven States
have now adopted a form of "general revenue sharing"-flexble, general purpose
funds distributed to the local governments.

THE STATES CANNOT ALONE HANDLE THE STATE-LOCAL FISCAL CRISIS

Federal help is needed, There is, of course, much help now-approximately $30
billion in grants-in-aid for 1971-but more dollars and more flexibility, as would
be obtained under general revenue sharing, are needed. There are interrelated
reasons:

(a) Projections of expenditre.-The President, in his Budget Message to
the Congress, estimated a-$10 billion gap in revenues of state and local govern-
ments for 1971, despite the more than $6 billion of added federal grants-in-aid
estimated for this year and the higher state and local taxes. A report, "Counter-
budget", prepared by the National Urban Coalition estimates a gap of $67 billion
by 1975. The latter estimate obviously assumes growth in quality of programs
and new programs.

Total expenditures of States and localities reached over $148 billion in 1970.
They are projected to exceed $260 billion by 1976-almost doubling in the seven-
year period. Higher education alone will need $3 billion added funds for teach-
ing, without taking account of additional college plant and the other important
functions of those colleges and universities.

The expenditure categories to which that portion of general revenue sharing
funds reserved for the States is likely to be put are those in which demands for
action are growing-health, mental illness and drug addiction, imported court
systems and correctional institutions that do not breed recidivism, higher educa-
tion, lifetime education opportunities, and natural resources and environmental
protection. States are also being asked to assume more responsibility for elemen-
tary and secondary education. This program alone will expand tax or other reve-
nue needs by many billions.

For effective attacks on these problems, many resources will be needed, in-.
eluding money.

(b) State and local governments have already extended themselves to meet 11-
nancial needs.--State and local governments Increased their general revenues by
145 percent from 1959 to 1969, compared to the federal increase of 116 percent.
The States picked up a larger portion of the state-local share--the state increase
alone in this period was 172 percent. An ACIR survey covering 1950-1967 showed
that less than one-half of the state increase was due to economic growth, and
that over one-half was due to legislation to add new taxes or increase rates. Be-
tween 1959 and 1969, States took over 400 actions to Increase taxes, including
thirty-six enactments of new taxes.

While the States have been increasing revenues, their payment of assistance
to local government has gradually taken a larger share, rising from 33 percent
of total state expenditures in 1959 to 36 percent in 1969. This percentage is con-
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-stantly growing. Much of the additional taxation imposed by state and local
.governments has been required merely to hold the real level of public services
constant. A new and dependable source of revenue, that automatically responds
to the growth of personal income, Is needed- -general revenue sharing fits the
need.

(c) -Tax inoreases meet substantial taxpayer retsitano -The taxpayers'
"revolt" Is here and #ow. Sixty percent of the bond issues, in dollar volume,
placed before the people in 1969 were rejected, nearly matching the worst year
in history. (The record year was 19M9 when 61 percent of all bonding proposals
were rejected.)

Two nor-personal income tax States-Washlngton and South Dakota-pro-
posed Income taxes last year. Both efforts were soundly rejected by the voters.
More recently, the same voter reaction was evidenced In Connecticut and New
Jersey.

The people are fed up with a steady diet of rising taxes at the state and local
levels. It appears to be politically impossible for state and local officials to raise
taxes fast enough to keep up with rising public demands for governmental
services.

Since 1946, federal taxes have remained at a constant percentage of GNP
while local taxes have increased 54 percent, and state taxes have increased 95
percent. If during this span of time the federal government had shared Its
federal income tax revenues with state and local governments, rather than In-
stituting four major tax reductions, many local tax raises would not have been
necessary. General revenue sharing, if enacted promptly, should go a long way
toward correcting this fiscal Imbalance.

(d) Federal revenues are the major source of assistance to the fitates and
their local units.-Federal elections--whether at the Presidential or Congres-
sional level--do not often find taxes as an Issue. Federal financial assistance
does not necessarily depend on an lnckease In federal taxes; tax decisions are
based more on economic than on budgetary factors. State and local governments,
on the other hand, must raise taxes for expenditure Increases.

Furthermore, federal revenues Increase proportionately faster in a growing
economy than do state-local taxes. This is because the federal government Is
able to rely heavily on a strongly progressive income tax, which Increases fed.
eral receipts more rapidly than the increase In p6rsonal income. State income
-axes, for competitive reasons, cannot be as progressive, and States also must
place much reliance on sales taxes.

CONCLUSION

Revenue sharing is needed to meet total state-local requirements. The ad-
ministration of state-local functions by various levels of government differs
among the States; as well as do state practices in sharing their revenues with
local units. The fiscal problem Is a state-local one, and Is not divisable. The
strong fiscal efforts made In past years by state and local governments, espe-!
dially at the state level, have not kept pace with program needs, yet these efforts
have been as great as politically feasible. More federal assistance is needed. Yet
the type of need varies among States and among localities, so the assistance
should be granted in the degree of flexibility entailed in a revenue sharing plan.

Governor MANDEL. Mr. Chairman, in the interests of time, and not
to presume on your time, we have the Governors assembled here. I
would like to, with your concurrence, ask each one of them to just
give a very brief statement to the committee and then we will be ready
and willing to answer any questions that you may pose to any of the
Governors or to all of the- Governors. If that has your concurrence, I
would like to ask Governor Cahill for a statement.

STATEMENT OF HON. WILLIAM T. CAHILL, GOVERNOR, STATE OF
NEW JERSEY

Governor CAiLL. Mr. Chairman, members of the committee, in
the interest of time I would like to offer at this time a prepared state-
ment for the record and ask you that it be considered as having been
read. I am here to publicly urge upon this committee, and the U.S.
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Senate, support of the concept of revenue sharing. Our State, as I am
sure all of you know, is one of the most urbanize4States in the United
States and revenue sharing is today an absolute necessity for the
survival of the cities of the State of New Jersey.

I have set forth in the statement, Mr. Chairman, reasons that'I be-
lieve will encourage this committee to work its will on the House bill
but in any event, at the very earliest opportunity to present to the
entire Senate some form of revenue sharing that the U.S. Senate can
approve and that the House can concur with and the President can,

Thank you very much, Mr. Chairman.
(Governor Cahill's prepared statement follows:)

PREPARED STATEMENT OF HON. WILLIAM T. CAHILL, GOVERNOR OF NEW JERSEY

- Mr. Chairman, the State of New Jersey needs help. The needs are both obvious
and urgent. The rising cost of government demands attention for additional
sources of financial assistance.

We have all heard it said, "We should practice more economy. If we eliminate
inefficiency and corruption, we don't need any more taxes."

As expenditures in every state-and in virtually every municipality have risen
dramatically.in the postwar period, it is only natural for observers to have sought
villains on whom to place the bldme. Bureaucratic inefficiency and corruption
are the candidates usually nominated for the purpose.

Undoubtedly government operations are not perfectly efficient, and the cases
of corruption that come to light should not be ignored. However, it is noteworthy
that when successful businessmen and seasoned administrators have taken over
the operations of government agencies, they have generally been little more suc-
cessful than their predecessors in stemming the rising costs.

Their failure must be ascribed to the fact that the source of the cost increases:
lies deeper. The State and municipalities provide public services whose nature
prevents the use of automation in their production without a catastrophic dete-
rioration in quality. Teaching machines and visual aids may have increased the-
effectiveness of our teachers' work, but we are not ready to have our children's
education taken out of the hands of the teacher and entrusted exclusively to
machines Patrol cars, two-way radios and other types of equipment help the
police, but crime rates are ultimately kept down by the patrolman who pounds:
the beat as his predecessors did a century ago.

Thus, in many municipal and State-financed activities, automation is virtually
out of the question. On the other hand, in industry automation makes possible
increases of productivity of some three percent per year, and more.. Since about
1800, innovations have increased output per man-hour in industry some twenty
times while that in teaching, police patrols, libraries and many other government
activities has remained virtually unchanged.

However, wages in the two sectors of the economy have to keep pace with one
another. As productivity in manufacturing rises, wage expectations go up cor-
respondingly-they rise more than just enough to make up for the increasing
cost of living. That is how rising living standards have been achieved in the
United States, Even If we did not want payments to teachers, patrolmen and li-
brarians to keep abreast of those in the remainder of the economy, there is little
we could do about it without undermining the services they provide. If their
wages are permitted to fall even further behind, it will become harder and harder
to get qualified candidates for these professions.

The result is unavoidable. When prices in the private sector, with its growing
automation, rise two percent a year, the public sector, 'to which automation is
largely denied, will find its cost rising at an annual rate of perhaps seven per-
cent. And when inflation in the economy brings the general price level up five
percent per year, that of the public sector can be expected to grow at an annual
rate of 10 percent.

It is noteworthy that precisely the same phenomenon is found in the supply of
services In the private sector of the economy. Everyone knows how rapidly medi-
cal and legal costs, and the costs of automotive insurance, have been rising. Thus,
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despite the motivation for efficiency in private enterprise, in sectors where auto-
mation is difficult to employ, cost trends precisely paralleling those in the public
sector have proved inevitable. These necessary costs have had to be paid because
the public has not been prepared to do without such vital services.

This explanation, then, calls for no scapegoats, no villains. It shows that the
rising costs of public services are an unavoidable fact of economic life. They can
only be eliminated at the cost of crippling our public services and condemning our
civil servants to wages and salaries that fall further and further behind those of
the remainder of the community.

State and local governments are struggling through skyrocketing tax increases
to meet their obligations. During the last decade, they have increased their reve-
nues principally through increases in sales and property taxes.

State and local support for education has increased 178% since 1960; for wel-
fare 193%; for health and hospitals 130%. State and local taxes have tripled and
outstanding debt has doubled during the sixties.

in spite of these increases, many cities such as Newark and several of our
states have found themselves on the brink of financial disaster. This has brought
the President and members of Congress to the conclusion that an additional
means of support is required in the form of what is known as revenue sharing.

The basic idea behind revenue sharing is to strengthen the fiscal capabilities of
State and local governments by requiring the national government to share with
them a designated portion of the federal personal income tax revenue on a no-
strings-attached basis. In essence, revenue, sharing would establish the principle
that State and local governments should have a guaranteed, but limited, access
to the nation's prime power source--the federal personal income.

I call upon you to support this concept because the need for this approach Is
overwhelming.

Governor MANDEL. Thank you.
Governor Moore of West Virginia.

STATEMENT OF HON. ARCH A. MOORE, JR., GOVERNOR, STATE OF
WEST VIRGINIA

Governor MOORE. Mr. Chairman, Senators, we are here talking
about your States and the cities and communities of your States and
essentially, as for the present their'spokesmen. I think we lose sight
of the fact that in the overall dialog and discussion and debate of
the concept of revenue sharing, the States are occasionally challenged
as to whether or not we are doing an adequate job in many areas that
are our specific responsibility.

Mr. Chairman, I point out an area in which I am sure the Congress
feels that they have done an outstanding job, for example, in the field
of education and the support of education and all of the ramifications
of this. But a close examination really finds in that particular subject
area the States are supporting the educational process in this respect to
States at 92 or 93 percent. Whereas we look to the contribution from
Federal Government in this vital area,- it is a rather insignificant
contribution in terms of State effort.

Having said that, I am here with my fellow Governors supporting
the basic concept of revenue sharing and the fact that we just draw
to your attention these are your S , your cities, and your commu-
nities. Without this thoughtful -legislative enactment, the cities and
the towns and the communities of your States are not going to be able
to improve themselves to the standard you might set forh.

Significantly in this particular area I, for one Governor, believe
this should have the highest priority of your consideration among
all other matters. The concept should have the No. I priority and the
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consideration of this committee and the Senate for the present. Other-
wise there isn't set up a delivery system to bring about the regeneration
of the cities, towns, communities, and States that we all represent in
various degrees

Thank you, Mr. Chairman, for this opportunity.
Governor MANDEL. Mr. Chairman, Governor Kneip.

STATEMENT OF HON. RICHARD F. KNEIP, GOVERNOR, STATE OF
SOUTH DAKOTA

Governor KNEIP. I, too, have a prepared statement which I would
like to submit and make part of the re&6id and within that statement
you will find certainly some objections as other Governors have raised
in connection with the revenue sharing. But I share what all Gover-
nors here think is one important point, that is, whatever differences
we might have on formula distribution, we do not want these differ-
ences to prevent final passage of revenue-sharing legislation. My
State is one of those States which do not have a State income tax
annually. We are very concerned about the State income tax part
of that formula within the distribution.

One other point I lean heavily on and I think it is worthy of note
right now. While we look to a better State-Federal relationship, one
particular concern of mina--I am not sui"hether the other Gover-
ndrs agree with me on this particular thing-the idea of going directly
to the cities and bypassing States, that is a concern to me.I conclude, as Ibegin, with the emphasis being made on the fact
of revenue sharing with the fact that we do need that help and we
would like this committee to bring to the floor of the Senate a bill
so we might get on with this thing.

(Governor Kneip's prepared statement follows:)

PREPARED STATEMENT OF HON. RIoHaRD F. KNEIP, GOVERNOR OF SOUTH DAKOTA

Mr. Chairman and members of the committee, thank you for this opportunity
to present some thoughts on the "Revenue Sharing" plans currently before you.
As you know, I represent a state that is basically rural -and small in population,
but one that covers a good deal of acreage and produces a large share of agri-
cultural products.

In my state, South Dakota, we face problems which seem endless and merci-
less: the disappearance of the family farm, disproportionate numbers of older
Anericans, the flight of our young people out of the state, the struggle to
attract new industry to provide a counter balancing factor in our economy
and attract young people and capital, and a number of other problems constantly
threatening our economy.

Only rarely does the opportunity present itself to affect, on a wholesale
basis, these trends and others suffered by other states and localities. The inter-
state system instituted in the 50's might be one example. "Revenue Sharing"
in my judgment will be another.

It Is impossible to calculate the future significance of an idea that has so
great a potential. I fully and wholeheartedly endorse the general concept of
"Revenue Sharing" and see it as a method for strenthening the federal system
and reversing some major trends under which we are suffering.

However, it seems that with a tool of such potential at our fingertips, we have
failed to give due donsiderations to the major policy Implications it could and
should have. For example, in the past few years many have spoken of correcting
the shift which has occurred from rural to urban settings. Without a willingness
to invest resources in our rural areas however, we are only deluding ourselves.
The odds against making such a shift are overwhelming.
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Of course, my colleagues have beleaguered and financially strapped cities
within their states are not anxious to see a "Revenue Sharing" formula that
would leave them out, It was the financially troubled cities that provided the
sense of urgency for "Revenue Sharing" and they should not be ignored. I am
suggesting here that the formula used to distribute funds assumes that all states
and localities are alike except in terms of per capita wealth and population.

We are not all alike. We have differing problems and differing characteristics.
Thib "Revenue Sharing" proposal now before you; or for that matter any rev.
enue sharing proposal, will be a determining factor in how effectively we are able
to deal with those problems and a determining factor in the role the states will
play in the future.

fet me be more specific. The current proposal would distribute monies to the
tAites on the basis of urbanization, population and per capita income. This would

produce the following effeeL New York with one of the highest per capita in-
comes (approx. $4,197) woulo also receive the highest per capita share (approx.
$35.32) under the current proposal. At the same time Mississippi with one of the
lowest per capita incomes and South Dakota which ranks 40th in per capita in-

Ocome would receive slightly more than $20 per capita. These two states are rural
**states and it is' obvious that rural needs have not been addressed here. I have

included some additional examples for your consideration.

Total
amount of

Ranking current Per capita
(per cait proposal currant

State income) (in millions) proposal

New York ........................................................ 2 $649.1 $35.61
California ...................................................... 8 610.1 30.50
Aware ......................................... .. 11 17.4 2M lssachustts .................................................... 9 179. 0 31.4?
w cnsin ...... 6.................................................2? 137.0 31.09
Wyoming ............................................. 32 6.1 18.18
North Daot .......................................... 4 5 12.0 19.19
Arkansas: ........................................................ 49 38.4 20.26

ennessee ................... 43 79.3 20. 28.
Louisiana ..................... 41 83.2 22.83
Mississippi ....................................................... 50 46.0 20.72
South Dakota ..................................................... 40 13.5 20.00

1 Information compiled from figures available from Council of State Governments and 1971 Statistical Abstract, U.S.
Census.

By reviewing the few examples that I have presented here, it is not difficult
to understand why some feel that categorical grants are a more useful way of
addressing the problems that confront them.

Tho current "Revenue Sharing" proposal also has a penalization clause for
lack of a state income tax effort. Gentlemen, this clause is specifically directed
towards 10 states which currently do not have a state income tax. They are
Connecticut, Florida, Nevada, New Hampshire, New Jersey, Tennessee, _'exas,
Washington, Wyoming, and my own state, South Dakota.

I can well understand the desire for progressive tax structure. I have spent
long hours and considerable energy fighting for one in my own state. But I can
also understand that an income tax is not the best alternative for all states. I carn
also understand that states might feel that it is their prerogative to tax as they
see fit wit'tout having a carrot- or stick hanging over them. Isn't it possible to
allow a grace period concerning this provision, or allow states to demonstrate
the equality of their present tax system in lieu of instituting an Income tax?

In South Dakota we have moved progressively towards a new taxing struc-
ture and we are very close to achieving it. It seems that here again the Fed-
eral Government is overstepping its rightful role. This provision hardly speaks
to the now "federalism" that so many have assured us was the direction in which
we were going to move.

The proposal in its present form also provides for aid to be sent directlY to.
cities, by-passing the states. This may be quite acceptable and desired by some

states which have huge cities within their boundaries. Not all of us have such
-situations and again I point out that all states are not alike and a simple formula
cannot be applied across the board. This particular provision, I believe, will have-
a profound affect on our system and in the long run alter significantly the cur-
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rent interweaving structure of government in the states. It is difficult for me to
understand why such fundamental questions as these are not left to the states
to work out with their cities. I cannot perceive how, with these provisions in the.
act, that this proposal would strengthen Federalism.

In my state, and others with limited resources, we cannot hope to strike out in
several different directions at once. We must concentrate on a few avenues which
have the most promise for us. In following years when the Revenue Sharing
concept is broadened, the decision on how the money is funneled to its destina-
tion vill prove to be a crucial one.

Finally, "Revenue Sharing" will eventually produce a decision point on the
allocation of resources between itself and the categorical grants. Based on the
current formulae in the "Revenue Sharing" proposal, I believe a reduction in
categorical grant resources is inevitable and would work to our advantage.

I hope that through some of the thoughts that I have presented here one view
ts coming through. Specifically, the formulae under wbich the resources in this
proposal would be allocated treats the symptom-urban problems-but fails to
address the heart of the problem-rural-urban imbalance. The clause concerning
income taxes is a veiled threat and threats are no way to advance the partnership
implicit in the term "Federalism". Finally, bypassing the states with direct aid.
to the cities will weaken, not strengthen federalism. The city governments are
the creation of the states, and as such their relationship to the federal govern-
ment should be through the state. This seems a complete contradiction of the
idea of government providing opportunities where none exist.

I would propose that the proposal be changed to delineate between rural and
urban, and that we ad~ait that in our complex society, a simple formula for all
areas of concern is not a viable alterntaive.

In conclusion, let me re-emphasize the great need for passage of a revenue
sharing bill. Amendments in my opinion are necessary, but please don't 'use
amodments as an excuse for inaction. We need a revenue sharing bill.

Governor MANDEL. Governor Ogilvie of Illinois.

STATEMENT OF HON. RICHARD. B. OGILVIE, GOVERNOR, STATE OF
ILLINOIS

Governor OGILVm. Members, I am happy to be here with this com-
mittee in supporting revenue sharing. I strongly support the bills
pending before your committee. When we consider the way in which the
Federal Government runs, this represents a monumental step in the
right direction of Federal aid. There is substantial moneys involved in
local elections.

I was elected Governor of Illinois because of the reform proposal
I made to the people. In taking office I have given strong priority to
the cities.

Illinois needs your help. We have taken the first step toward the
passage of an income tax. The bills before you would encourage the
States to help themselves by making better and more extensive use of
our own tax resources. For one thing, we could put a moratorium
on property tax. A few weeks ago the Illinois Assembly by a 3 to 5 vote,
froze the property tax for 2 years.

Thank you, Mr. Chairman.
Governor MANDEL. Governor Dunn of Tennessee.

STATEMENT OF HON. WINFIELD DUNN, GOVERNOR, STATE OF
TEN NESEE

Governor DuNN. Mr. Chairman, gentlemen of the committee, let
me exprqs my appreciation for the privilege of 'being before you. I
also have a statement which I wish to submit. I think we all recognize
that the concept of revenue sharing originated in the minds of legisla-
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tors and to the basic intention of strengthening our federal system of
government. On that basis I wholeheartedly support the concept and
very deeply express the desire of the people of Tennessee that revenue
sharing be enacted this year.

In mY judgment there are several inequities in the funds directed
toward the States. This is the $1.8 million which goes to the States.
I think there are inequities in part due to the presence of the State in-
come tax in the provision of these funds. This represents a penalty to
the States which do not impose a personal income tax at the State level.
It is important that we try to put as much equity as possible into the
formula and it is my position that while supporting the whole con-
cept and wanting very much to see it enacted, I would call to your at-
tention what I consider to be a disparity in the hope you will give those
considerations some attention perhaps through amendments to what
you ultimately proffer. Thank you.

(Governor Dunn's prepared statement follows:)

PREPABED STATEMENT OF HON. WnINLw DuxN, GoVERNOR OF TzNNESSEE

Mr. Chairman, I appreciate the opportunity to appear before this Committee
with regard to the State and Local Fiscal Assistance Act of 172-H.R. 14370.
I was afforded, about this time last year, a similar opportunity by the House
Ways and Means Committee to discuss this same Issue-general revenue sharing.
Since that time, the House has passed H.R. 14370. Under the provisions of this
legislation, as you well know, my state, Tennessee, ranks 51st among the states
and the District of Columbia in per capita dollars from the funds allocated to
state governments. My greatest concerns are not that my state ranks 51st in per
capita dollars, although I would prefer that not be the case. Instead, I am very
concerned that from the funds allocated to the states, Tennessee will receive
$13.76 less per capita than the state with the highest per capita sharing-an
amount four times greater than the per capita share for Tennessee, which Is
$3.64 (based on actual '70 population). Revenue sharing Is intended to revitalize
and strengthen the federal system. I am of the opinion that disparities such as
these are inconsistent with that Intent. I would not suggest that these disparities
be rectified by altering the funding or the method of allocation of funds for local
units of government. Their responsibilities In the federal system, and their needs
and problems, are as genuine and certainly as great as those of the states. The
inequities inherent in the provisions of the State and Local Fiscal Assistance
Act result from the use of state income tax to distribute one-half of the allocation
and tax effort the other half, ignoring population as a necessary and reliable fac-
tor for the distribution of these funds.

I do not think it is the responsibility of Congress to dictate, by penalty of alloca-
tion, a revenue system for the states. To do so will be to fall to recognize the
differing Constitutional and economic situations in the various states. In Ten-
nessee we are making every effort to modernize our tax structure within Constitu-
tional bounds and also generate the funds necessary to meet the needs of our
citizens. I asked the General Assembly to establish and appropriate funds for
a Tax Modernization and Reform Commission. The Commission has been estab-
lished and its membership Is being appointed. It will begin in the very near future
to examine In detail the relationship of our state taxing structure and our system
of local taxation. Our action in establishing this Commission was not only
prompted by recent court decisions concerning education financing but also by
the realization that new methods and new ideas need to be employed, perhaps,
to structure an improved state-local taxing scheme for Tennessee. During this
past year, a Constitutional convention met to make determinations concerning
the property tax in our state. As a result, the Constitutional amending process will
continue to the ballot box-Tennesseans will vote In our August 3 primary on this
Constitutional amendment. We have, Incidentally, a Constitutional provision pro-
hibiting the imposition of a personal Income tax by the state. While these activi-
ties were being conceived and initiated over the past two years, I found it neces-
sary to request the largest tax increase In the state's history. Although the Gen-
eral Assembly did not grant the entire request; the increase which was anvroved

61-3"5 0 - 72 - 9
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Was-still-the largest tax increase in the state's history. I mention these as but
one example of how one state Is working to make the always-difficult decisions
necessary to meet its responsibilities.

In your deliberation on the difficult question of establishing a revenue alloca-
tion formula for sharing revenues with the states, I am confident that you will
give due consideration to the initiatives states have undertaken, to state
resources, and to needs.

The Senior Senator from Tennessee, Howard Baker, has introduced an amend-
ment to H.R. 14370. By altering the method of allocating funds to state govern-
ments, this amendment provides for the most equitable ditribution of these
revenue sharing dollars among the states. As I mentioned earlier, the present
provisions of the State and Local Fiscal Assistance Act apportion a per capita
difference among the states of $13.76. The Baker amendment, on the other hand,
apportions a difference among the states of only $4.27 per capita. That is a rea-
sonable difference-resulting from the use of population modified by tax effort.
I consider the use of tax effort in this allocation formula to be a realistic method
of distinguishing those states which are maximizing to the greatest extent their
potential revenue effort. The Baker amendment is based in part on population,
recognizing that each of the states has the same basic responsibilities to its people.

The amendment introduced by Senators Gurney and Riblcoff, substituting fed-
eral income tax collections for the present state income tax collections in H.R.
14370, is more equitable in its per capita range. However, it is still more than
twice as large as the $4.27 per capita difference in the Baker amendment. By
using federal income tax collections to allocate one-half of the funds, this

-,amendment discriminates against those states, such as Tennessee, which do not
-have a high annual average personal income. With an annual per capita income
(based on 1970) of just over $3.000, Tennessee is more than $800 below the na-
tional average and more than $1,700 below the state with the highest per capita
income. Efforts are being made to improve this situation--efforts which this year
included the creation of a new state agency for economic development.

In speaking before the House Ways and Means Committee. I supported revenue
sharing. I can awnsre you that position has not changed. The debate has been long
and arduous and the need for responsibility sharing in our federal system well-
defined. I must admit, however, that the provisions of the House-passed bill relat-
ing to the apportionment of funds among the states contain inequities which I
consider to be inconsistent with the basic concept of revenue sharing.

Governor MANDEL. Governor Milliken of Michigan.

- STATEMENT OF HON. WILLIAM G. MILLIKEN, GOVERNOR, STATE
OF MICHIGAN

Governor MILIKEN. Thank you, Mr. Chairman. I want to express
my appreciation for the opportrnitv that we as Governors have to be
here today and, Mr. Chairman, I have a formal statement which I
would like to introduce into the record but in addition to that formal
statement, I simply would like to make several brief comments.

First of all, there is no question that this effort. to achieve revenue
sharing in this country is supported by every one of the Governors of
the United States, both Republican and Democrats, and there is no
question that every one of the States is in desperate need for the kind
of assistance that 'would come from the adoption of revenue sharing.
But I want to emphasize that not only are the States in dire need but
particularly the larger cities, and I am referring particularly to
Detroit and many other cities of the country. They are. in desperate
need for this kind of action from the United States and I am fearful
that if this action were not forthcoming. manv of these cities would
enter a period of crisis in which they would have difficulty.

Second, I want to say that every dollar that would he received bv the
State officials, under Whatever kind of revenue-sharing bill which is

IN
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passed, would be subject to the same kind of vigorous, rigorous budget
scrutiny that we provide for all of the tax dollars presently raised
within the States.

I want to emphasize finally not only is revenue sharing important
but it is important and essential from our point of view that it come
now, that it come this year. We respectfully urge that your committee
and the Senate act on this program this year. Thank you.

(Governor Milliken's prepared statement follows:)

PREPARED STATEMENT OIc GOVERNOR WILLIAM G. MILLIKEN

Mr. Chairman, members of the committee, I appreciate the opportunity to be
part of the National Governors' Conference panel presenting testimony on general
revenue sharing.

I believe that the Senate Finance Committee, in studying the House passed
revenue sharing bill, H.R. 14370, Is considering the most important and far reach-
In, lng legislation affecting our federal system. This could lead to the most significant
effort ever taken by Congress to enable the states and cities to meet domestic
needs of this nation.

For my part, I amn not here to plead for a financial handout for Michigan, nor
to evade my responsibilities as Governor of Michigan. I am here to petition for
a strengthening of the state-federal relationships and building a new perspective
for solving this nation's domestic problems in the decades to come.

As it is now, In this decade, the states and cities are facing absolutely devastat-
ing budgetary problems caused in large measure by limitations on the resources
that are available to meet responsibilities that are their under the federal sys-
tem. The states and cities share the burden and must now more equitably share
the revenue they help produce.

In my brief presentation before this Committee, I want to touch on four major
reasons for enactment of this legislation. This is not i comprehensive list of all
the arguments supportive of revenue sharing, as time does not permit that.

First, federal revenue sharing strengthens our federal system of government
through a decentralization of decision making. Categorical aid, as Justified as it
may be In programmatic terms. has the cumulative effect of centralizing deci-
sions in Washington and weakening the federal concept. I am not opposed to
categorical grants, but I am opposed to the federal government relying solely
on them as the means of aiding state and local governments.

Another reason for federal revenue sharing is that it would provide much
needed funds for domestic programs-funds that state and local governments
have great difficulty in raising. We all know that state and local governments
have a tax base that is much less productive than the federal tax base. More-
over, state government must contend with a factor that is absent at the federal
level. We must, as responsible Governors, be concerned with tax competition
from our neighboring states if we are to maintain a sound economic and fiscal
policy for our states. This necessity of state and local governments to maintain
a competitive tax climate often results in an underflnancing of needed public
services. Unrestricted federal aid, allocated on the basis of need to state and
local governments, would help correct this situation.

Thirdly, in Michigan, the state's need for federal revenue sharing is great, but
the need of some of the cities In the state is desperate. Detroit's very financial
survival as a livable community requires an Influx of federal revenue of at least
the magnitude proposed by this legislation. Detroit's situation is the most des-
perate, but other local units in Michigan are fast approaching it.

The City of Detroit has a tax rate which is 3.7 times the average rate of other
local units In the state. Any further substantial increases In Detroit's tax rate
to finance needed public services would be counterproductive as this would only
hasten the outinigration of middle and upper income individuals and businesses.
In the current fiscal year. Michigan will lie distributing over $237 million In
unrestricted state aid to local governments which represents over 7% of the

, state's tax revenues. However, the plight of the cities cannot be met by state
action alone; federal assistance Is essential.

Finally, under this proposed legislation, Michigan state government Would
receive an estimated $90 million in federal assistance. Every dollar received and
allotted will be subjected to the same process of tough budget scrutiny that our
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present state tax dollars must go through. I am urging that all state and local
governments follow the same procedure for these funds that they use for the
tax revenue they raise directly.

This committee is being asked to decide whether revenue sharing is in the best
national interest. I am convinced that it iU in the best national interest, and that
we need a re-ordering of our priorities with more emphasis on trying to make our
federal system work. I believe the future of our states, of our cities, and of our
federal system is at stake.

A Republican President has proposed a Revenue Sharing plan and a Demo-
cratic Congress already has modified it. Personally, I am not interested in which
leader or which political party gets the credit for whatever federal revenue shar-
ing plan ultimately is adopted. If the plan is right, there will be enough credit to
go around. If it is -wrong, or if there is no plan, the burden of that failure will
fall deservedly on all of us.

Governor MANDEL. Governor Peterson, of New Hampshire.

STATEMENT OF HON. WALTER PETERSON, GOVERNOR, STATE OF
NEW HAMPSHIRE

Governor PETERSON. Thank you very much, Mr. Chairman. Like my
colleagues I am most appreciative of the chance to appear before your
committee and I do have a statement I would like to have appear in
the record.

I have these brief comments. We feel in some instances the House-
passed bill does discriminate against certain States. We are a State
that does not have a personal State income tax. There is some element
of coercion, one might say, in the present legislation that we would
hope would be removed and in its place we would suggest consideration
of total tax of the State, both local and State, as a more appropriate
yardstick and would like to also submit for your consideration that
since New Hampshire is the fastest growing State in the New England
States that some consideration might also be given to population as
a factor so that the legislation finally enacted, hopefully this term,
would be more equitable in its final form. But I would like to stress,
and it has been stressed before, that notwithstanding the fact that we
do feel that certain parts of the. bill are not completely equitable, some
are of overriding importance and a very real sense of urgency that
action could be taken this.year.

This sense of urgency is so real and so great that we would be will-
ing certainly to give a great deal in some of these points that we men-
tioned if we could get action by the Senate this year. We certainly
hope you will see it this way. Thank you.

(Governor Peterson's prepared statement follows:)

PERPARED STATEMENT OF HON. WALTER PETERSON, GOVERNOR OF NEW HAMPSHIRE

Mr. Chairman and members of the Senate Finance Committee, I welcome this
opportunity to appear and offer testimony regarding the revenue sharing legis-
lation now pending before this distinguished Committee.

At the outset, I should like to state categorically that in my view none of the
differences of opinion which are likely to be expressed by the several Governors
regarding the specific provisions of a revenue sharing bill are of such overriding
importance as to Justify delay in the timely passage and implementation of
revenue sharing. The validity of the concept is almost universally recogntzed,
and the need for the assistance this legislation would provide to state, county
and local governments is critical-this is truly a measure whose time has come.

Those provisions of the legislation which address the question of the level and
allocation of financial assistance to county and local governments appear to me
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to be fair, equitable, and justified as they now are written. I believe that the
factors utilized in determining the amounts which are to go to sub-state political
jurisdictions are appropriate and the mechanics of getting the financial assistance
to them from the Federal level is reasonable given the flexibility provided to
state government regarding desired adjustments to meet the unique needs which
may exist in individual states.

I am, however, deeply concerned about the inclusion of a state's income tax
effort in the formula which determines the amount of assistance which is to go
to state governments. In essence, the bills as written tie one-half of a state's
allocation to a state personal income tax with no recognition whatever to other
tax efforts states may be making to provide for their financial needs.

The National Governors Conference has been on record as fully supporting
revenue sharing for some time. That record includes a specific policy position
which says funds should be allocated "to the states" based primarily on popula-
tion adjusted by relative state and local tax effort." That policy position ex-
presses my view precisely.

The total tax burden borne by New Hampshire citizens compares favorably
with many other state$ in terms of demonstrating the determination of New
Hampshireites to meet their responsibilities. To penalize them, or the citizens
of any other state, because they choose to meet their responsibilities by some
means other than an income tax would be an unwarranted intrusion in internal
state affairs--affairs which, in fact, affect only that state's citizens.

Moreover, even if every state had equal constitutional authority and equal
desire to implement an income tax, heavy reliance upon the level of income tax
revenues in determining a state's entitlement to revenue sharing funds would
still result in an Inequitable distribution among the states. That result would
come about because income tax revenues are not simply a function of the rate
of the tax, but also a function of the income level of the people subject to the tax.

Thus, a state which has high per capita inconle could show a higher tax effort
and therefore qualify for a higher revenue sharing allocation than a state with
a lower per capita income, despite the fact that the rate of the state income tax
might be the same-and in total disregard of the fact that the lower per capita
income state might have a greater need.In summary, I believe that a state's allocation should be predicated first on
a state's population because in the final analysis, it is people that states are
supposed to serve and it is people that are the real measure of the demands
placed upon a state government.

Second, I believe that the extent to which a state's citizens are willing to recog-
nize and shoulder the burden of meeting their responsibilities should be given
equal weight in determining the entitlement of a state government

But the manner in which the citizens of a state choose to meet their financial
responsibilities is irrelevant. For regardless of the philosophical differences
which may exist among reasonable men concerning the "best" way to raise
revenues for state and local purposes. that decision is ultimately and appro-
priately that of the people within each individual state. And whatever that deci-
sion may be, people in all states pay federal taxes at the same rates, and all
should have an equal call on whatever revenues the Federal Government decides
to share.
Governor MANDEL. Governor Hall of Oklahoma.

STATEMENT OF HON. DAVID HALL, GOVERNOR, STATE OF
OKLAHOMA

Governor HALL. Good morning, members of the committee. I want
to thank you for this opportunity to appear before you. I want to echo
what the others have said about revenue sharing. I think that we have
a unique opportunity now to present our views and hope that the
urgency, as Governor Peterson said, is not only reflected in what we
say but what we hear from our people at home.

I appreciate the fact that you recognize all the gamut of State
problems. I think again your opening statement shows that we recog-
nize the responsibility that this committee has. Let me say we have
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had some good arguments before we came before this committee this
morning. But we have a unanimous opinion forthis purpose. Our next
bill in reaching a compromise is great. We ask for direction fromyour
committee. Thank you.

(Governor Hall's prepared statement follows:)

PREPARED STATEMENT OF HON. DAVID HALL, GOVERNOR OF THE STATE OF OKLAHOMA

Financing the common needs of people and their governments is a challenge
to every public servant.

The revenue-sharing -,oncept, as articulated today, is one of the respected
means presented as an answer to the financial crises facing states and local
governments.

Other important legislation before Congress certainly will have an impact on
how we meet the needs of the people while applying standards of equity to taxa-
tion and maintaining fiscal integrity; especially H.R. 1.

The June 13, 1972, Senate Finance Committee staff report was noted with in-
terest and enthusiasm. We embrace the work-fare concepts.

Work-fare would encourage productive participation by a large segment of
people who now appear unable to escape the welfare rolls entrapment. By help-
ing these people become. self-dependent, greater sums of money would become
available for needy mothers of young children, the infirm, aged and blind who are
incapable of work. Work-fare could help stem the upward spiral of welfare.

Most Americans have a strong sense of charity. We have responsibility for in.
dividuals who are aged or incapacitated. We believe all people have a right to life,
liberty and the pursuit of happiness regardless of economic conditions. Likewise,
the able-bodied and unencumbered should have full opportunity for gainful and
meaningful employment.

This committee has my encouragement to pursue work-fare reasoning. It has
fiscal merits. It would benefit recipients. It would be an answer to taxpayers who
are tired and angry about growing tax loads.

In reviewing the House-passed version of H.R. 1, my advisors and I see little
fiscal relief. Instead, we would expect an increase in costs to the states.

Any additional investment Oklahoma would make in welfare could detract
from education, law enforcement, public safety, public and mental health pro-
grams and meaningful penal reform.

The committee's stated awareness of the fiscal crisis created by expanding
welfare rolls, and the pledge to strengthen states' control of programs, were
carefully noted. We endorse the "opposite direction" approach to unfettered
rolls' growth, through work-fare and increased federal participation.

The prospect of reducing by 40 percent the cost of Aid to Families with Depend-
ent Children through work-fare would be a credit to the Senate Finance Com-
mittee and to Congress. The fiscal .benefits to states and the federal government
would be great The savings to taxpayers would be welcomed.

Most important, however, is restoration of the dignity of work and employment
opportunity to a forgotten sector of American-the welfare recipient.

Governor MANDEL. Governor McCall of Oregon.

STATEMENT OF HON. TOM McCALL, GOVERNOR, STATE OF OREGON

Governor MCCALL. Mr. Chairman and Senators on the committee,
as I said to Charley Byerly last night, since I had to go 5,000 miles for
this appearance this morning, the Senate woulldn't mind if it had to
devote 3 minutes to my presentation.

I do want to make a couple of observations that summarize my feel-
ings. The need for revenue sharing is doubly urgent. Under the 0erana
case, in the quality of education in the State of California, we subscribe
to this revenue sharing, as is true in most States is nothing compared
to in Oregon. We share in our State $11/2 trillion in State revenue. Be-
cause of tax limitation laws and voter distaste for increased property
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taxes, Multnomah County commissioners were confronted a few weeks
ago with soul-shattering decisions. In this fiscal year, they eliminated
140 jobs, closed 12 branch libraries, and reducedsupport for law en-
forcement. The major school district in the county has reduced class-
room time a desperate 3 weeks per academic year.

The almost crushing finality was withdrawal of all county support-
$250,000-from one of. Oregon's few centers for severely emotionally
disturbed children.

This is the kind of fiscal squeezing we cannot countenance. We must
make money available at the State and local level because this is where
services are provided to people. But we see that the governments
closest to the people and the most well structured to serve them have
the least capability of raising the revenue required to meet minimal
needs.

We have been preempted by the greatest suction pump in the history
of taxation: the Federal income tax. Of all the States, Oregon is the
most limitated in its public revenue potential, for every revenue meas-
tire at all levels is subject to referendum and possible veto by the
people.

Additionally, the Oregon constitution absolutely prohibits deficit
spending.

Yet we have striven-to keep pace, and Oregon's tax structure at the
State level is built upon the ability-to-pay principle. We support the
formula of the act under consideration to reward those States such as
Oregon that have adopted a progressive income tax system.

Just in closing with a statement that refers to arguments from many
Senators in some appearances here before, we believe tihat revenue
sharing on the Federal level should hold to the same philosophy:
Sharing should be a tax priority before allocating dollars on purely
Federal programs.

This reordering of Federal priorities may not be acclaimed by Con-
gress. But we should be aware that as the seat of government becomes
more remote, we know less and less of the accomplishments and trials
of local government.

Yet, to the people, local government is the most visible. I have great
hope that this committee will assist local government to also become
the most capable.Thank you very much.

(The prepared statement of Governor McCall follows:)

PREPARED STATEMENT OF HON. TOM MCCALL, GOVERNOR OF OREGON

Mr. Chairman, members of the committee, ladies and gentlemen, I am Tom
McCall, Governor of Oregon. I appeal before you today in support of the State
and Local Fiscal Assistance Act of 1972 (H.R. 14370).

My state is unique in the Nation, just as the other 49 states are unique. We
hold to the constitutional philosophy that we should be free to adopt sometimes
differing goals, and meet them in differing ways, so that as a nation we may find
and come together on whatever proves to be the most superior.

I often have described my state as a 97,000-square-mile laboratory, develop-
ing and testing ideas to improve the quality of life.

The initiative, referendum and recall came from the Oregon laboratory.
This month, Oregon signed an historic agreement with the federal government,

making ours the first state in the nation where a state water discharge permit
qualifies also as the Federal permit. We estimate that over the years this aboli-
tion of the dual permit system will save our cities and industries $40-million---
and at no loss of water quality.
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I believe Congress finds it important to preserve the vitality of these 50 labora-
tories that seek to improve the ways we live, work and play.

This obviously leads to my fervent request that you approve of Federal reve-
nue sharing. None of the states is unique in Its need for financial assistance, and
the Imperative bears hard upon us as we plan how we may achieve justice in
financing public education.

You are well aware that some state and federal courts have decreed, in essence,
that the dollars spent on education should be determined by educational needs
and not by the varying wealth of the Individual school districts.

The constitutional questions now are before the United States Supreme Court.
But whatever the outcome, I am determined that in the interest of fairness
Oregon must achieve a turnaround.

We want to abolish almost all local property taxes for the support of school
operating costs. I have proposed a plan in which the state dollars from Federal
revenue sharing will be used for the support of public elementary and secondary
education.

Yet the dollars from Federal revenue sharing make up the lesser part of the
total state contribution that we plan. We expect to raise another $1386-million
from state income tax reform and $49-million through a payroll tax.

We are doing what we can and we are near the mid-stream. Our per capita
state and local tax is above the United States average, and our taxes as a
percentage of personal income are right at the average. But the stark fact
remains that we are at the limit of our capacity at the very same time we also
are hearing the mounting clamor for property tax relief.

It is a justified clamor, one that we might meet with the help of the Congress
through a sharing with us of the harvest of the greatest suction pump in the
history of taxation--the Federal income tax.

Of all the states, Oregbn is the most limited in its public revenue potential,,
for every revenue measure at all levels is subject to referendum and possible
veto by the people. We are prohibited by our Constitution from deficit spending.

Still, Oregon's tax system at the state level recognizes the ability-to.pay prin--
clple. We support the formula of the Act under consideration to reward progres-
sive income tax states such as Oregon.

I urge that there be no further tinkering with the plumbing. We already have
accepted the concession that cuts in half the Incentive dollars proposed for
states that bave made a supreme tax-effort. This has reduced our share almost
$10-million.

So let's not upset the formula further on this round.
Let's get the concept established.
Revenue sharing is not a new concept. The Federal government engages in

it now through funding of specific items or in bloc grant programs. The diffi-
culty we see with categorical or bloc grants is that the needs and priorities
of each state are not the same. Federal revenue sharing would grant the states
the versatility they need to combat their individual problems.

Oregon already shares its revenue *Ith local governments. I think it is signifi-
cant that of the $60-million annually Oregon would receive under the leglslition.
before you, the entire state share-nearly $25-million-would be allocated for
the further support of local government.

We recognize local government as our No. 1 priority for assistance. Since
1965 the state has provided nearly $2-billion in direct relief to local government
while spending $4%.billion for state programs. State aid to local government
has increased 80 per cent in the last eight years while funding for state pro-
grams has increased only 57 per cent.

We share with cities and counties the state motor vehicle fees, gasoline,
cigarette, liquor and racing tax revenues, and the fees from a whole host of other
taxing devices. We send one-fourth of our general fund revenue to local school
districts. But still it is not enough.

Faced with tax limitation laws and voter distaste for increased property taxes,
Multnomah County--Oregon's most populous-was pressed to make soul-shatter-
ing decisions. In this fiscal year Multnomah County was required to eliminate
140 jobs, close 12 branch libraries, and reduce support for the County Hospital,
the courts and the district attorney. And its major school dlstilct has reduced
classroom time a desperate three weeks per academic year.

The almost crushing finality was withdrawal of all county support-$250,006-
from one of Oregon's few centers for severely emotionally disturbed children.
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This is the kind of fiscal squeezing we cannot countenance. We must make the

money available at the state and local level.
Oregon has been a leader in efforts to more efficiently and effectively deliver

services to people.We have established 16 administrative districts in order to set objectives on a

regional basis rather than in each of our 36 counties.
We utilize the regional Councils of Governments to coordinate Law Enforce-

ment Assistance programs and funding by the Department of Housing and

Urban Development.
We have created local boundary commissions in our most populous areas to

coordinate land use planning.
We obtained the free service of two dozen business executives who studied

our agencies and showed us how to save millions of dollars by improving and
consolidating our operations.

But we are at the end of the rope and must look to the Federal government
-for assistance. The funds provided to us through revenue sharing are tremen-
dously critical to our programs. It Is frankly good government for you to share.

Local governments provide most of the services to people, the states a little
less and the Federal government hardly any at all. We are seeing the changes in
priorities away from things and toward people.

Yet the governments closest to the people and the most well structured to serve
them have the least capability of raising the revenue- required to meet even the
most minimal of needs

This Is not to say that the Federal government may not establish any priorities.
It is only to say that the Federal government Is in the position of being able to
raise revenue from broad-based taxation that we cannot, for we are in the situa-
tion where the voter may directly protest the level of taxation. And he Is
protesting.

It is therefore appropriate for the Federal government to share its wealth to
allow the states and local governments to re-order and meet their priorities,
within the Federal guidelines.

I am acquainted with the argument that there is no Federal revenue to share.
This could be the case in perpetuity if the Congress looks to the care and feeding
of national programs first and provides state and local governments only with
leftovers.

Because of our recognition that local government best meets local needs,
Oregon pays off the top. The local governments' share of motor vehicle, liquor,
cigarette and gasoline tax revenue, as well as other receipts, all Is fixed by law.
Further we have a long tradition of funding education at not less than 25 percent
of need and wish now to more than triple our support.

After these deductions, we then consider what the state government will have
left for its own purposes.

The Federal government would do well to adopt the same philosophy. Revenue
sharing at the Federal level, as tt the state level, should be a tax priority before
allocating dollars on purely Federal programs.

This re-ordering of Federal priorities may not be Congress. But we should be
aware that as we draw farther from local government we know less of its
accomplishments and its trials.

I wish to emphasize that, to the people, local government is the most visible.
I have great hope that this committee will assist local government to also be-
come the most capable.

Governor MANDL.. Governor Lucey of Wisconsin.
The CHAIRMAN. Senator Gaylord Nelson sent me a note that he

is the chairman of the OEO Conference with the House of lRepresenta-
tives and is unable to be here. He wanted to extend his regrets to you
and other Governors.

STATEMENT OF HON. PATRICK . LUCEY, GOVERNOR, STATE OF
WISCONSIN

Governor Lucxy. Thank you, Senator. I am sure I will have occasion
to talk to Senator Nelson before'l leave town.

The CHA RMAN. He is for the measure.
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Governor LUCEY. I appreciate the opportunity to speak to you
briefly. Like the other Governors I have a prepared statement that I
will file for the record.

I think I can concur in most of what Governor McCall has just said
because Wisconsin, like Oregon and like New York, Wisconsin is a
high tax effort State, a State that relies heavily on the income tax. For
that reason I would hope that the formula adopted by the House would
be retained. I think for a broader reason I would like to see it retained
because I get the impression that the coalition that, put this bill in the
House was held together about sealing wax and string and I am afraid
that any alteration of the formula may deny us the necessary votes to
approve the conference version of the bill.

So, with all due respect to the prerogatives and the -purpose of the
House I would hope that in this instance you would accept the fact
that the formula. now in the bill already represents substantial com-
promise and that we would bring out of the Senate, bring onto the
floor of the Senate and possibly on the floor of the House a Senate
bill that would be as little as possible like the House version.

So, I do want to concur in the general statement of Governor Man-
del that I support, the principle of the revenue sharing, that if the
bill is amended in any way, reasonable way, in the Senate I will con-
tinue to support the bill but I would plead with the Senate to forego
its prerogatives to the Senate in getting a clean bill out, getting it out
as promptly as possible, getting it out before the Republican, Con-
vention recess in order that we could have legislation this year.

Many of our cities and towns have budgeted on the expectation that
there will be revenue sharing. We have a constitutional prohibition
against revenue sharing, so we need this help. Thank you.

(Governor Lucey's prepared statement follows:)

PREPARED STATEMENT OF GOVERNOR PATRICK J. LUEY

Senator Long, members of the Senate Finance Committee and fellow state
governors. I appreciate the opportunity to appear here today and ask that my
written testimony 'be submitted into the record.

In my previous public statements on this subject I have stressed the point
that while the public services enumerated by this bill are indeed important, It
is even more essential that they be provided without imposing any additional
cost on the already overburdened property taxpayer. In states where local gov-
ernments have taken initiatives to provide services in these priority areas, the
property taxpayer has borne the brunt of these outlays. In Wisconsin-a state
which shares about two-thirds of Its revenues with local governments in direct
and indirect property tax relief-more than 40% of total state and local reve-
nues are raised by local property taxes. This weighty proportion is more than
double the national average.

Because localities of my state have long been generous in the funding of ur-
gently need programs, I believe that part of the local share received under the
"State and Local Fiscal Act of 1972" should be available to fund present oper-
ating expenses. Such an effort would permit local units of government to main-
tain existing high levels of service in priority areas, while easing the property
taxpayers' burden. I am pleased that our interpretation of the present language
of the bill makes such an achievement feacdble.

I also strongly support the bill's allocation formula for determination of the
state share. Total tax burden Indicates the degree of wilingness of state and
local governments to tax themselves In order to provide adequate levels of serv-
ice to their citizenry. The degree to which a state relies upon the individual
income tax reflects the lmsic equity of its taxing policies. Only the income tax
is generally progressive, reflective of ability to pay, broadly based and respon-
sive to economic growth.
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An assessment of relative state Tevenue efforts by the President's Advisory
Commission on Intergovernmental Relations (ACIR) shows that the personal
income tax has not been well utilized by the states. The ACIR report notes that
the "personal income tax should stand out as the single most important revenue
instrument in the state tax system capable of producing close to 25% of the
total state-local tax revenue." At the present time, however, the state income
tax produces on the average of slightly less than 11% of all state-local tax
collections. The ACIR report mentions that only four states closely approximate
the 25% income tax effort-Alaska 25.8%, Delaware 27.8%, Hawaii 23.8% and
Oregon 25.5%. (The figure for Wisconsin during this period was 21.9%)

This bill provides a unique opportunity for the federal government to influ-
ence the establishment and further development of progressive tax systems by
the state. If we are to encourage states to rely more heavily on the personal
income tax, then certainly that incentive feature should remain a part of the
revenue sharing proposal. Greater reliance on this tax would improve the fair-
ness of state and local taxation by permitting a larger share of the tax burden
to be adjusted to the size of the family through an exemption system-a crite-
rion typically disregarded by the property tax and violated by the sales tax.
It is also Important to point out that a more progressive system of state tax
policies would diminish the unseemly competition among states for economic
growth.

I would also like to go on record as opposing Senate amendments to the bill,
such as those offered by Senators Rlblcoff and linker. Amendments will create
delays in enacting the bill, delays which as we near the sessions' close, could
prevent the measure from timely passage. The amendments themselves run
strongly counter to the bill's intent. The local share of the formula has been
designed to reward those areas which have demonstrated a willingness to tax
themselves in order to provide needed services at optimum levels; the state
share must be similarly allocated.

Basing the state share on federal tax liability does not in any manner reflect
the state's own tax effort. On the other hand, computing it on the basis of total
state and local revenues suffers from two faults. First, in computing the state,
as opposed to the local government share, municipal levies ought not to influence
the allocation formula in a major way. Second, several states now operate their
own revenue sharing programs and thus replace local property taxes. Therefore,
including municipal revenues to determine the state's share would understate
the state tax effort in such cases, diluting it with local taxes which it helps to
offset. Such a proposal would reduce the proportionate allocation to states which
utilize their greater tax powers to assist local units of government and to alle-
viate the property taxpayers burden.

For all of these reasons I would urge prompt passage of HR 14370 without
amendment. Such action by the Senate would materially relieve the staggering
fiscal problems now confronting state and local units of government across this
nation.

Governor M ANDEL. Governor Rockefeller of New York.

STATEMENT OF HON. NELSON A. ROCKEFELLER, GOVERNOR,
STATE OF NEW YORK

Governor ROCKEFELER. All of us are extremely grateful for this
opportunity. I think this meeting is unique in that, you see a bipartisan
representation of Governors united onl one subject and have been since
1965 when we supported revenue sharing as Governors. The Governors
and the mayors and county executives for omce, in history are united
in concept and program. I would like to mention that first.

Second, a good deal of the discussion has revolved around the for-
mula for the aids going to the States and there are differences of opin-
ion. Those who have opposed revenue sharing have said that they were
opposed to it because those who spent money should raise the money
and raise the taxes.
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I think this formula comes as close to accomplishing that as possible
in that the money going to the States is based on the tax efforts by
States and local governments.

Now, the big discussion as you know, Mr. Chairman is revolving
around the income tax. I share the feeling with the other two Gov-
ernors who just spoke last on a 15-percent progressive income tax so
naturally we favor this. However, as they have. said, were this to be
based on State and local taxes, including the income taxes but not
excess filing on income tax, we would lose but we would still support
the bill because it does give that emphasis of State and local effort.

Now, if .I might justbriefly, Mr. Chairman, I would like to come to
the point you raised in the beginning. I would like to come to the point
which I raised in the beginning which is the $5.3 billion in revenue
sharing on the $4.6 billion or $5 billion on title IV(A). You put your
finger again on a very fundamental question and if I might briefly
discuss both parts, first, the $4.6 billion which is the Federal matching
fund on a 75-25 basis and you say the Federal Government would
have a hard time absorbing both of these.

I have to say we support both and for this reason. Congress over the
years since the depression has enacted a growing number of aid pro-
grams which now totals over a thousand categorical grants which
require State and local matching funds and have a provision which
requires improvement and enrichment of the program.

Therefore, we are forced, if we want to get the State grant funds, to
put up additional State dollars and local dollars to enrich your pro-
fgrams. We started out with very high standards in these areas. We
have reached the state of having the highest State tax in the country
and we can't-they are all in more areas that are of social concern to
the people and naturally the Congress wants to be responsive.

These two programs which you mentioned, both are very, very help-
ful to States because one represents a large matching percentage by
the Federal Government and therefore that helps carry the social-
programs that are on the books.

'Now, if a program that is on the books is restricted through the
budget processes rather than the formula process, you are creating a
very serious situation and I would hope on that the Congress would
face the basic issue which is the formula and if you want to change
the formula, change that, but don't have-a formula which promises
these large amounts to States and local governments and then cuts
the money back. This is going to create chaos. As far as revenue shar-
ing is concerned, I would say cut the formula here, cut some categori-
cal programs which we are forced politically to match because the
constituency says that money is available, why don't I take it.

The problem is we can't get the money to match it. This is the first
time the Congress is saying to States and local governments we wimt
to help you without putting a whole series of detailed strings on your
efforts. We have gotten a point today that no single level of govern-
ment is able alone to control its destiny or its programs. We are con-
trolled from above and below the State government. We are all in-
volved. Revenue sharing says here are some funds that within broad
guidelines you can use as local government and State government feel
is their own best destiny. I think it is an extremely important innovit-
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tion and the fact that the Governors and mayors are oil a bipartisan
basis must say something on the local level. It is certainly unique.

We would like to thank you and say that can be a lifesaver for all
of us at a critical moment and I just mention, we have a net reduction
of 10,000 employees in the State and we have frozen a portion of our
programs at last year's levels and we have budgeted revenue sharing
in our budgets this year.

Governor MANDEL. Governor Ray wanted to be with us, but cannot
be but wants to give his wholehearted support to this House-passed
bill. He would be here if he could.

This completes the testimony of the Governors. We would be happy
to answer any questions.
. The CHAIRMAN. Let me make this point clear. This committee has
recommended that H.R. 1 be amended in a fashion which would
provide $2.4 billion of fiscal relief to the States.

Looking down the road a little bit we propose that 40 percent of
those on welfare be moved to workfare where they can be absorbed in
jobs. If necessary, the Federal Government will be proposing the jobs.
There are thousands of people that could be put to work if we would be
willing to pay for it. We would probably have $2.4 billion of relief on
our welfare programs and that is not counting the relief that you could
achieve if you do what the State of Oregon has done, making some
of these runaway fathers do their duty toward their children.

I think you could probably achieve another billion dollars of savings
against your budget. The 2.4 plus the $5 billion in this bill would be
$7.4 billion of additional revenue flowing to the States and to the local
governments, all of which as far as this Senator is concerned.I favor.

Now, we are going to have some problems. One of them is a sched-
uling problem. I think you Governors ought to be thinking about it
while you are here in town and talking to your friends and those you
expect to help handle your situation. I think you are very wise in
saying pass some bill. I think you should be saying pass H.R. 1.

Yf I were a Governor I think 1 would be taking that point of view.
But H.R. 1 is going to involve a lot of debate. I am confident we can
pass it but I suspect there are going to be some charges, accusations
and countercharges that will have to be debated. We have heard from
some Senators like Senator Byrd that he thought what is involved
in H.R. 1 is going to require a lot of time. I think we ought to pass it
before the presidential election. But there is something of a problem
involved here when you get one bill that generates so much passion.
Revenue sharing on the other hand involves one issue where I would
say 80 percent is not subject to question. But there is a question whether
we ought to go ahead and move this bill on through and pass it be-
fore that Republican Convention or whether we ought to insist on
putting H.R. 1 out which I don't think can be passed before the
Republican Convention.

There is a lot of relief in here under the States. Some States have
difficulty in handling their budgets. So, before you go home I would
suggest that you let us know and also let your Senators know what we
ought to about this problem.

Governor MANDFL. Mr. Chairman, I would like to state a point was
mentioned here but I think it ought to be emphasized, the urgency
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and why we are here as a group. The situation has become so desperate
in so many States that they have already for this fiscal year budgeted
this money. It may not be fiscally responsible but they have done it
because they had no other place to go. So that their budget for this
current fiscal year, starting July 1, includes proposed money from
revenue-sharing money and balance their budget for the current fiscal
chaos throughout th1-is country.

Baltimore City, in my own State, has budgeted money in revenue
sharing to balance their budget. They had no other place to go. We
have revenue sharing. Sixty-five percent of all the taxes we collect goes
back to the subdivisions to help them, but they were in such bad fiscal
condition that they have to take this desperate step of budgeting
revenue-sharing money and balance their budget for the current fiscal
year and if this program doesn't pass, and that is just one example-
we could go about the table and name one city after another-when
I say fiscal chaos I mean it because they have no source to go to and
we just don't know how to solve that. kind of a problem.

Tle CHIAIR iN. We had President Nixon go before the public
during the recess last August, and explain to the people that he thought
the economic conditions required public controls. At that point repre-
sentatives of his administration came before our committee and ex-
plained in an executive conference that if they could have the family
assistance plan on the statute books by December 1, fully law b.
December 1, that they couldn't mail out the first check uider that
program for 18 months. So it would be July the year after that
before the first check would go out..

There are other things that, are more pressing at this moment, they
said, particularly the President's tax bill. It is so important to get, the
economy moving, that we want to move that bill immediately. The
testimony was that the day they get the family assistance p)lan it
would take 18 months to make out the first check.

Governor MANDEL. Let me make a point there without interrupting
you. In a lot of these cities around the country the States pick up
most of the cost of the local share of family assistance. That plan if-
passed is not going to give fiscal relief to a lot of the cities because the
State is paying that local share. So that does not give fiscal relief in
a number of the areas.

In Baltimore City again, that won't give fiscal relief to Baltimore
City because although it gives some fiscal relief to the State we pay
the'city's share of the family assistance plan already and that doesn't
help. They have budgeted revenue sharing funds in their budget and
they will not have a balanced budget and they will have budget
problems.

The C1AIRMN.;. As far as I am concerned we are going to pass both
of these bills and I am going to stay here until we do.

Governor HALL. I appreciate the direct approach. I want to say
on behalf of Oklahoma and I don't know whether it reflects all the
Governors. your concept of work fare is what Anerica needs. Today
I reviewed your June 13 committee report. If it takes 18 months to
pass it on. I want Oklahoma on the record to say we are all for work
fare. This is what the folks at home want. They are tired of welfare
and they are ready for something to be done.

The CII.uIn[rx. Thank you very much.
Senator Bennett.
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Senator BE,-NFTT. Thank you, Mr.- Chairman. I recognize the
urgency. I am sorry we did not have time to get into the prepared
statements. I assume there are many details in those statements indicat-
ing the areas in which revenue sharing is particularly needed.

I am also as deeply concerned as the chairman is of what has hap-
pened because the States have been able to translate their own pro-
grams into social services and greatly increase the Federal share of the
welfare program. Since the chairman's statement, I have seen some
of the figures, Mr. Chairman, and I am wondering whether we
shouldnt investigate the possibility of writing into the revenue sharing
bill a requirement that none of these funds may be used to increase
social services. Maybe temporarily we could set our minds at rest about
the fact that this money might be used to be matched on a 3 for 1
basis by simply writing into the bill provisions that social services
may not be increased for a period of time which would give us a
chance to take care of H.R. 1.

I noticed a lot of heads nodding along the same line.
Governor MAND.L. I don't think there is any disagreement with that

statement.
Governor ROCKEFELLER. Does that include education, social services.
Senator BF.NNETT. Does it include education in New York? Are you

using 75-percent matching funds to increase your education.
Governor ROCKEFELLER. We only get 5 percent of our education

costs from Washington.
Senator BENNETT. It is my understanding that it does include those

types of social services for which you have been able to transfer
welfare funds and we can write it so that we can make that clear,
but I think that might be a good amendment.

Governor MIUIKEN. "Me. Chairman, I have no personal objections
to that except I would want to express my feeling that I think to the.
extent the committee and the Senate and the Congress write in a
series of restrictions and details into the bill about precise expenditures
at the State level, I think the bill begins to move more toward the
categorical expenditures.

I recognize the risk and I think it can be a temporary program.
We need this whole matter straightened out. But I am looking at a
set of figures that, amazes me. There is a column in these figures, and
I am sure you will be supplied with them, which shows that in one
Southern State, it is expected that in one Southern State the pre-
centage rate of increase in the Federal cost of social services between
1971 and 1973 is 42,000 percent. Forty-two thousand percent. Not
dollars. And there are a half dozen States whose rate of increase is
greater than a thousand percent.

Now, faced with that kind of potential in the situation, I think we
could well afford to write some limitation in this bill on at least a
temporary basis.

Governor MANDEL,. Senator, but if you analyze those figures you
will find out, I do believe, that those increases were long mandatedby
Federal rule and regulation to the States. I don't think it is a matter
of choice. It, is a matter mandated to us. The rolls have increased and
we can't say how this

The CHAInMAN. We have just distributed this chart.
(The chart referred to follows:)
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CURRENT OR PROPOSED FEDERAL FUNDING FOR SOCIAL SERVICES. CASH PUBLIC ASSISTANCE, AND REVENUE HARING COMPARED WITH
EXPENDITURES OF STATE GOVERNMENTS

Collars in thousands

Federal share of social services
Direct general

Percentage Federal share Federal revenue Itums o
IuZeaee, of cash assistance sharing undergen-

1971 to 1973 flscal a H.R. 14370 mes(i
Fiscal year Oincrease between 1973' (first year)= year 10)'

Fiscal year Fiscal year Fiscal year 1973 (Governor's col (1)and
19711 1972' 197 (HEW) 's c ence) col.(4)1

(1) (2) (3) (4) (5) (6) (7) (a)

Total ............. $746,381 $1,546,756 $2,158,270 $4,692,516 529 $7,104,378 $5,300,000 $35,459,300

Alabama ...............
Alaska ..................
Arizona .................
Arkansas ...............
California ..............

Colorado ...............
Connecticut ............
Delaware ...............
District of Columbia....
Florida .................

Georgia ................
Hawaii .................
Idaho ...................
Illinois .................
Indiana ..............

Iow a ....................
Kansas .................
Kentucky ...............
Louisiana ..............
Maine ...............

6,802
1,865
2,830
2,003

210,823'

11,741
7,590
2,844
7,042
13,128

12,083
519

1,218
28,276

2,516

6,810
5,879
6,394
9,296
3,563

11,667
3,990
4,696
3,533

252,749

18,993
8169

9,057
94,958

31,311
1,590
1,633

181,156
5,835

9,789
7,414

12,337
12,856
6,570

41,250
18,906
6,304
4,725

272,999

22,655
15,829
35,000
10,056

112,611

58,025
2,059
2,287

147,458
6,685

12,809
7,414

19,361
16,308
7,182

144,489
19,724
6,700

18,450
273,000

29,800
18829
46,75032,000

112,610

222,597
2,378
3,900

172,500
15,000

13,500
8,415

30,024
34,875
20,000

Z,024
958
137
821
29

154
148

1,544
354
758

1,742
358
220
510
496

98
43
370
275
461

155,308
6,067

48,775
98,873

1,024,925

72,443
66,662
12,615
84194

207,922

204,342
23,419
17,582

471,158
101,626

60,868
60,299
98,242

201,897
46,595

80,100
6,600
46,100
3$;400

610,800

59,400
72,70017,300
26,000

150,000

103,400
25,900
15,400

301,700
113,800

67,800
47,800
71,800
83,200
19.800

643,500
186,500
303,700
325,700

3,868200

429,000
686,100
169,800
636jO00
886,300

777,400

140,500
1,808,600
690,800

499,300
338700
629,200
778,500
228,300



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 ................
Washington ...........
West Virginia ...........
Wisconsin ..............
Wyoming ...............

Governors' repre-

&Source: H. Rept. 92-1018 p. 3.
9 Source: Suresu of the Census. Amounts are rounded and exclude capital outlays, pay

meits made to local governments, and Insurance trust expenditures.
I State did not report new estimate. May estimate (co.3) used.

'4
15,096
8,375

17,621
15,402

1,098

11,948
2,115
5,8091,004

2,050

29,958
3,826

88,627
12,819
2,465

11,079
7,520

24,271
36,337
4,388

3,592
2,049
9,949

12,963
3,123

1,646
10,186
31,178

7,911
18,026

726

18,771
16,670
41,600
20,092

1,775

12,965
3,000
7,246
1,800
2833

30,362
3,655

382,076
19,816
3,236

18,261
10,446
20,816
60,884

5,686

6,890
2,559

21,900
15,196
4,264

2,356
16,206
49,460

6,578
40,475

579

21,820
19,701
85,838
24,111
14,238

16,335
3,300

12,564
1,980
3,033

38,320
6,396

618.443
47,100
3,957

22,515
11,609
24,907

100,627
6,248

14,138
2,929

43.500
42,402
5,250
2,599

19,604
57,924
7,871

58,500
608

417,713
60,000
85,900
96,500

463,572

16,335
1,028

12,600

6,000

58,300
47,00

850,000
508

4,957

60,015
54,004
30.736

264,600
15,800

214,138
' 2,929

230,212
178,621

7,214
-2,600
31,954
74,154
15,400

113,500
'608

2,667
616
387
527

42,118

37
-51
117
99

193

95
1,128

859
293
101

442
618

27
628
260

5,862
43

2,214
1,278

131

58
214
138
95

530
-16

88,481
253,512
303,927
132,5599, 158

145,575
12,672
33,678
9,763

15,427

201,740
34,815

836,123
107,843

14,103

218,700
105,949
50,395

381,011
29,440

50,712
18,158

117,801
392,593
33,000

21,307
109,816
83,432
53,725
81,569

5,582

117,500
179,000
243,700
114,100
46,00

107,500
16,800
34,500
12,200
13,500

179,700
22,500

649,600
113,100
12,000

227,300
52,800
60,000

300,900
25,800

57,800
13,500
79,300

248,200
29,000

11,000
115,600
79,100
36,400

137,000
6,100

663,000
1,432,600
1,749,300

577,900
373,000

766,600
140,300
195,600
108,600
132,500

856,900
267,900

2,746,900
68500

152,100

1,29Z,0
624,700
50,700

2,208,000
251,400

432,80
142,00

564,700
1,607,900

245,100

147.400
689,600
833,700
364800
795,200
87,800

'Source: Department of HEW.
3 Based on May 1972 estimates received from the States.
'Revised State estimates presented at July 17. 1972 conference of

sentatives and State social service administrators.
' SurCe: HEW budget Justifcations.
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The CHAIRMAN. Here is a nice looking fellow, has left the govern-
ment-he ought to go around and tell the Governors that they should
put more money on a one-quarter-three-quarter matching basis-it is
one-quarter State, three-quarters Federal, to get money for social serv-
ices. This sounds good in Louisiana. It sounds a lot better in l Missis-
sippi. Here is Mississippi last, year-going back to 1971 they were re-
ceiving $1 million of Federal funds for these social services. Next year
$1,7006,000 in rough figures. The following year they increase to $14,-
238,000. Next year's request is $463,572,000. Where they found money
to match that the-I read the same newspaper that circulates all over
Mississippi. I heard many requests for $100 million in taxes in Missis-
sippi. So that would pay for apparently everything the whole State is
doing, everything from garbage collection up to highway construction
must be viewed as a social service. The Federal share would be $463 mil-
lion. If every State is to follow Mississippi's lead, this is going to have
to cost us at least $30 billion at the Federal level.

Are we going to call every State activity a social service with three-
quarters Federal matching or are we going to pass a revenue sharing
bill with no strings attached.

Senator BBNNErT. There is, in the June issue of the National Jour-
nal, an article explaining how this whole process got out of hand and
I think as a part of this record it might be well to include it.

The CIAIRMAN. Without objection we -will print it at this point.
(The article referred to follows:) .

f From the National Journal, June 17, 1972]

WELFARE REPORT/HEW PROGPRAM DOUBLES IN SIZE AS OFFICIALS SCRAMBLE
To CHECK ITS GROWTH!

(By John K. Iglehart)

State officials have found a rich vein of new federal dollars in an open-ended
HEW Department social-services program and are rushing to tap it to help
meet rising welfare costs.

The department has no control over the program's chaotic, uncharted growth
rate. As a result, social services is IIEW's fastest growing program; it has more
than doubled in size in the past year to $1.6 billion and continues to grow.

The program has grown so rapidly that HEW cannot tell in detail how
effectively or even precisely for what purpose the money is being spent, or
whether the new federal dollars are simply replacing state funds as a sort of
ad hoc revenue sharing.

A sense of urgency exists among the Administration's budget analysts about
the need to develop ways of coping with the unrestrained expansion of the HEW
program, but a sharp division exists within the department over the proper
course of attack.

A social service Is a form of assistance rendered to recipients of aid to
families with dependent children (AFDC) and individuals who qualify for
welfare in the aged, blind or disabled adult categories.

The services include child care; assistance in obtaining medical care; family
planning; protective services for children and aged individuals in danger of
abuse, neglect or exploitation, and alcoholic and drug abuse prevention.

HEW estimates that In fiscal 1972, 664,600 adults and 12 million children will
be recipients of social services financed principally by the department.

For the last two years, the Administration has sought a legislative solution
which would impose a ceiling on social-services spending. But Congress, respond-
ing to the pressure of Governors and state welfare directors, twice has rejected
a ceiling.

Without a ceiling, federal expenditures for social services have increased at a
rate as dramatic as the rising welfare caseload. In fiscal 1969, for example, HEW
distributed $354 million for social services.
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In 1970, the cost rose to $522 million. In fiscal 1971, it reached $750 million. The
original estimate for fiscal 1972 was $838 million; the revised estimate is $1,296
million but that could be as much as $300 million low.

The Administration requested $1,241 million In its fiscal 1973 budget, but that
estimate already has been overrun by the states'oscramble for funds. The cur-
rent fiscal 1973 estimate Is $2,162 million.
The program's explosive growth is "the biggest fiscal issue facing us right

now," said Charles Miller II, deputy assistant. HEW secretary (budget). "It
is the biggest cloud on our fiscal horizon."

Miller said that the budget office's greatest fear is that because of the rapidly
expanding program, HEW will be forced to -sacrifice its budget margin for a
questionable form of revenue sharing with the states."

"It appears to have the elements of a boondoggle," he said.
HEW Secretary Elliot I. Richardson tried to establish the department's pri-

orities in its requested spending levels in the fiscal 1973 budget. But much of that
work will count for nothing if social-service expenditures continue their upward
climb.

Richardson said in an Interview: "It's frustrating, indeed exasperating, to
sweat over the budget and then see this open-ended matching program absorb
funds in a manner unrelated to our attempts to establish priorities. If I knew
the services were truly effective, I would not be so concerned."

Regulations..The Administration's House-passed welfare-r.form bill (HR 1)
Imposes a ceiling on social-service expenditures of $800 million-now a totally
uniealistic level-but the department is seeking other remedies, partly because
of the uncertainty surrounding the future of HR 1.

HEW is developing new and more restrictive regulations to govern social-
service spending. Although the content of the regulations still is at issue within
the department, their goal will be to require states to report in detail how they
spend their service dollars.

The draft regulations were sent to the states for comment in May. A number
of governors and state welfare directors are upset by the prospect that the pro-
posed regulations might restrict the federal largesse.

Because some states have been more aggressive in seizing the open-ended pro-
gram as a source of new service funds, gross inequities exist in the per-recipient
expenditures.

Alaska spends $1,397 per welfare recipient for social services compared with
$242 in New York, $237 in Florida, $35 in Texas and $7 in Mississippi.

Texas was late in helping itself to the open-ended federal program and the
office of G3ov. Preston Smith, D, has charged that the proposed regulations would
make permanent the existing state-by-state inequities.

Edwin F. Powers, an assistant to Smith, said: -All we're saying Is that we
want the same opportunity as the other states to develop our social-service pro-
grams." Powers said the Governor would actively olose the regulations.

Authority.-HEW's social-services program operates under the legal authority
of the Social Security Act (49 Stat 620) and finances a myriad of services on a
ratio of 75 percent federal funds to 25 percent state.

Between 1956 and 1967, Congress approved three major amendments to the act
which greatly liberalized the definition of social services, expanded the eligible
population to include former and potential as well as current welfare recipients,
and provided that state welfare agencies could purchase services-through con-
tract at the same 75-25 match rate--from other public or private agencies.

The purchase-of-service provision was approved by Congress in the 1967 social
security amendments, but few states other than California and Illinois recog-
nized its potential for funneling new federal dollars to states until 1971.

Following California's lead, Illinois, facing a budget deficit of $180 million,
refashioned its social-service program in 1970 to conform to the 1967 amendments
and realized a windfall of $135 million new federal dollars the first year.

During the year-long negotiations between HEW and Illinois that ultimately
led to the massive infusion of new federal dollars, the state hired a private
consultant, one of the nation's largest accounting firms and a Washington law
firm and used a degree of, political lufluence to develop and press its case.

Asked whether the Republiwan credentials of Illinois Gov. Richard B. Oglvie
were helpful, Thomas J. Corcoran, director of the state's Washinwton office- said:

"There's no question about it. We wouldn't have had the access to the White
House or to important people in Congress or Richardson (HEW Secretary Elliot
I. Richardson) without them."
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New York Gov. Nelson A. Rockefeller, R, also through political channels,
pleaded the case of his state for more federal money to relieve its financial
problems.

The political pressure exerted by Illinois and New York was mainly to persuade
HIEW to approve the new soclal-services plans offered by the states. Illinois also
needed Richardson to waive an important program requirement.

Now, 27 states are in a similar position, seeking HEW approval of plans that
will enable them to share the wealth.

PURCHASE OF SERVICE

Congress approved a provision in the 1907 amendments to the Social Security
Act which authorizes state welfare agencies to purchase social services from
other public and private agencies under an attractive matching arrangement.

Under the act, the federal government is obligated to pay 75 per cent of the
cost of the purchased social services. The state or local share is 25 per cent.

States have been able to capitalize on the provision by converting services
previously funded entirely by state appropriations Into services that can be
financed through a 75-25 federal-state matching ratio.

The purchase-of-service amendment was the last three major changes ap-
proved by Congress in the 190s that greatly expanded the federal responsibility
to remove welfare recipients from public assistance through a services strategy.

Earlier amendments to the act approved In 1902 and 1965 had expanded the
definition of a social service and the population segments eligible for such'aid,
but few states took advantage of those provisions.

The eligible population segments include former, current and potential welfare
recipients It was the addition of individuals in the potential category thAt
greatly swelled the ranks of the eligibles.

The act defines services in a very broad fashion and states have shown increas-
ing Ingenuity in shaping their programs in ways that fit within the definition.

Fmily services, for example, are defined as those that serve the purpose of"preserving, rehabilitating, reuniting or strengthening the family, and such
other services as will assist members of a family to attain or retain capability
for the maximum self-support and personal Independence."

Congress approved the amendments in the years when the Johnson Adminis-
tration was waging its "war on poverty" through the Office of Economic Op-
portunlty. The OEO takes a services approach to fighting poverty-give the poor
services instead of cash.

Rligbfldity.-A prime reason for the rapid growth of service expenditures Is
the expansion by Congress of the definition of eligible individuals to include
potential welfare recipients.

Many of the social services which states render to their citizens outside of
of the economic ladder and thus potential recipients of public assistance.

Programs largely state-financed and generally serving individuals with low
incomes include alcohol and drug-abuse prevention, aid to the blind, day care
for mentally retarded children and adults and delinquency prevention.

Beyond the broadened eligibility requirement, states have been able to maxi.
mize their federal social-service funds by using a number of financial sources
to provide the 25-per cent matching share.

Possible sources of funding Include currently obligated, unmatched state and
local funds already being spent by agencies responsible for public welfare, com-
munity health mental retardation and day care.

Other sources Include nongovernment funds, such as those raised by the United
Givers Fund and Community Chest; federal Model Cities funds expended in
model neighborhoods and Appalachian Regional Commission funds.

Illinois expanded a Model Cities day-care program in Chicago from $2.5 mil-
lion to $10 million by using the lower figure as the 25 per cent local matching
share.

The rapid growth in scial-service expenditures has occurred during a period
when 20 states have cut welfare payments to recipients of AFDC. From July
1970 to early 1972 the jurisdictions that have cut payments are:

Alabama, California, Delaware, District of Columbia, Georgia, Kansas, Ken-
tucky, Louisiana, Maine, Missouri, Nebraska, New Jersey, New Mexico, New
York, Nevada, South Dakota, Utah, Vermont, Washington and Wyoming.
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STATE ACTION

California, through ingenuity and aggressiveness, was the first state to move
In on the federal social-service funds.Much of the Initiative originated in California's state legislature where social
programs were fashioned to fit within HEW's definition of a service that the
federal government would match on the basis of 75-25.

Before creation of Head Start, the federal preschool compensatory education
program, California was running a similar statewide program that was 75-per
cent funded as a social service.

John 0. Veneman, now HEW under secretary and then a California state
assemblyman, shepherded through the legislature measures to provide protective
services to needy children and adults. The federal government finances 75 per-
cent of the program.

Thomas C. W. Joe, now an assistant to Veneman and then a consultant to
the legislature, was a leading force in shaping social programs In a way that
California could receive federal matching funds. "Joe figured out more ways to

'raid the federal treasury than anyone else," said one official who watched him
operate.

In 1970, before other states discovered HEW's open-ended program, an esti-
mated 40 per cent of the federal social-service funds were flowing to California.

Faced with rising welfare costs that had produced a state budget deficit of
$180 million by late 1971, Illinois followed California In reshaping its social-
services delivery system to qualify for new federal dollars.

Illinois actually started the year-long process In 1970, before its budget deficit
developed as a major financial and political crisis for Ogilvie, but the state moved
more aggressively in pursuit of federal funds as Its fiscal picture worsened.

Corcoran, director of Illinois' Washington office, said that when the Governor's
office looked in early 1970 at the federal dollars flowing back to Illinois, It found
It was receiving only one-tenth as many of the social-service dollars as were flow-
Ing into California.

"Most times in grant programs the ratio with California is only two-to-one,"
Corcoran said in an interview. "We began to look into the situation because we
were intent, on maximizing the federal dollars available to Ilinoi&"

One of the first places Corcoran checked was the office of Tom Joe. Joe, while
working as a consultant to the California State Assembly from 1967 to 1969,
gained a reputation as a master at devising ways of drawing additional federal
funds Into state social-service programs.Corcoran recalled that Joe described "ways Illinois could refinance its social-
service program because he had done it in California."

Working with William C. Copeland, a private consultant recommended to the
State of Illinois by Joe's office, Corcoran and state budget officials Identified a
number of 100-per cent state-financed service programs that they determine
were eligible for 75-per cent federal funding.

The state-financed services included foster care, family counseling, day care,
and home-making assistance. Illinois also listed as eligible some services aiding
individuals In community mental-health centers and individuals departing state
penal institutions who needed help to return to society.

Regional offloe.-Illinois worked closely with employees of HEW's Chicago
regional office. Donald F. Simpson, regional commissioner of HEW's Social and
Rehabilitation Service, proded Illinois to take advantage of the opportunity to
increase federal social-service funds, particularly child care.

Simpson, Interviewed in his Chicago office, said he told Illinois: "You can
earn $3 for every $1 you put up; it won't cost you a nickel. You Just have to
amend your state plan."

Ogilvie sought to hire Simpson as the Illinois state welfare director under a
cooperative federal-state arrangement authorized by the Intergovernmental
Cooperation Act of 1968 (82 Stat 1098). But his nomination was withdrawn after
HEW General Counsel Wlimot R. Hastings and the Justice Department opined
that the appointment raised questions of a conflict of interest

The role of HEW's regional offices has generated controversy in the depart-
*,ment's Washington headquarters. There is a sense in HEW's budget office that

some regional SRS commissioners are more attuned to the Interests of their
constituent states than to HEW.



142

HEW's 10 regional SRS commissioners are responsible for approving changes
in state plans. Thus, they serve a dual function-providing technical assistance
to states that are mapping changes in their service plans and then approving
the resulting product

Simpson and Mrs. Virgiia M. Sinyth, SRS commissioner in tile southeastern
region with headquarters ill Atlanta, are among the most aggressive of the SRS
regional commissioners ill encouraging states to take advantage of HEW's open-
ended service program.

"We have given the states a good bit of leadership." Mrs. Smyth said in a tele-
phone interview. "The regional offices should exert leadership, not just respond
to the states."

The impact of Mrs. Sinyth's leadership is well reflected in a comparison of the
state-by-state expenditures for services. Among the states that have realized the
greatest increases In federal service funds are the eight jurisdictions In her re-
gion.

Triggering mento.-The submission of Illillois' state-plan amendments to
HEW produced a dilemma for the department. The department had not defined
the limits of purchase arrangements that the states could make and it was thus
not sure how to deal with the Illinois proposal.

The department's problem was complicated by the tremendous financial im-
plications posed by the Illinois plan, and the prospect that other states would
follow suit If the Illinois plan were approved.

To clear the uncertainty. Stephen P. Simonds, at that time commissioner of
HEW's Community Services Administration, Issued a memo June 17, 1971, to the
field that sought to clarify the purchase policy. Tom Joe wrote the memo.

Adhering to the broad definition of a service as approved by Congress, tile
mnemio excluded only two services from eligibily for purchase under the Social
Security Act: public education costs of welfare recipients and the financing of
institutional care, including tile mentally ill.

01 the question of refinancing of service programs, the inlwo said states must
"significantly expand" their services rather than simply substitute federal dollars
for state funds. But It set down 1o precise requirement and states have each in-
terpreted it differently.

Tile clarification memo had the effect of signaling all states that they were
eligible for additional federal funding. With tile approval of Illinois' state plan,
other states geared for all expansion of their service programs.

James A. Bax, commissioner of HEW's Community Service Administration, the
agency with responsibility for social services, said in all interview: "The more
the feds talk and clarify, the more states develop their social-service programs."

In all, 27 states now are seeking amendments to their social-service plans to
enable them to increase the federal funds that flow into their jurisdictions.

Some states already have won approval of plan amendments and are seeking
more changes. The states with proposed changes pending are: Vermont, New
Hampshire, Massachusetts, New York, Maryland, Virginia, Pennsylvania, North
Carolina, Tennessee, Alabama, Georgia, South Carolina, Illinois, Minnesota, Wis-
consin, Arkansas, Texas, Kansas, Iowa, Missouri, Nebraska, Colorado, 'North
and South Dakota, Montana, Utah, Wyoming, and the District of Columbia. In
addition, Maine and Connecticut have indicated that they will submit plan revi-
sions.

POLITICS

Social services have become caught In a web of politics since the Administra-
tion sought to impose a ceiling on expenditures for services In 1970 and Congress
rejected the proposal.

There has been no distinct pattern to the politics. At times, Republicans at
federal- and stategovernment levels have found their respective interests incom-
patible. But, on the whole, Republican Governors have fared better before the
executive branch than their Democratic counterparts.

In Congress, Democrats have opposed more often all imposition of a services
ceiling, but Republicans, particularly those front financially-troubled states, also
have cast votes against the Administration's proposal.

In both its fiscal 1971 and fiscal 1972 IHEW budget request, the Administra-
tion sought but did not get from Congress a spending ceiling of 110 percent of the
previous year's expenditures.
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Key House figures in defeating the Administration's proposal in 1970 were
Reps. Daniel J. Flood, D-Pa., chairman of the House Appropriations Subcom-
mittee on Labor-HEW, and Rep. Robert II. Michel, Ill., the panel's ranking Re-
publican.

Flood and Michel were under strong pressure from Pennsylvania and 1111-
nois state officials to reject the proposed ceiling and they went along.

With no ceiling on tile open-ended program, the Administration had to request
additional funds for fiscal 1972. The second supplemental appropriations bill
(HR 14582; 86 Stat. 163) which cleared the Congress May 18, included $502.3
million for social services, welfare administration and training.

A small part of the supplemental appropriations ($14 million a year) will go
to finance the addition of 427 new HEW employees to monitor the states' expendi-
ture of funds authorized under the Social Security Act.

The massive supplemental request for social services was not seriously chal-
lenged by either the House or Senate, despite the fact that rising welfare expendi-
tures are under attack in many quarters.

One House Appropriations Conunittee member privately offered a reason:
"Congressmen don't look at these funds for social services as part of the welfare
boom. They are viewed as fiscal relief for the hard-pressed states."

Further, -he said, the Appropriations Committee has become hardened to large
increases in Welfare funding. "The committee thinks it should be dealt with
through authorization legislation, not a simple ceiling in an appropriations bill."

Rcpmtblican8 actire.-Poltical pressure also has been exerted on the executive
branch in attempts to win HEW approval of state-plan amendments.

Illinois and New York provide the best examples of states where governors
have used their party credentials to press for fiscal relief in the forin of social-
service funds.

In both instances, Ogilvie'and Rockefeller have appealed to Secretary Richard-
son and the White House for assistance.

Illinois.-Before Illinois could reap the bulk of its financial windfall by re-
shaping its services program. Secretary Richardson had to waive a require-
ment that all funds flow through the state welfare agency.

Before Richardsmo granted the waiver, he met with Ogilvie to discuss the
issue. Illinois' Corcoran, who attended the session In lichardson's office Feb. 1,
said: "We came out of that meeting feeling confident that we were going to get
the waiver If we could show HEW that the state had developed an adequate
system to account for the new federal money."

During the development of the Illinois plan, the state let a number of con-
tracts to Arthur Young and Co., one of the nation's largest public accounting
firms, to develop a system of accountability. The contracts total an estimated
$830,000, 75 percent of which the federal government was obligated to pay under
the federal-state social-services program.

Illinois also hired Covington & Burling, a Washington law firm, to write a
brief arguing the merits of Its case for a waiver. The brief was written by
Charles A. Miller, a Covington lawyer.

Two weeks after the meeting, Richardszon approved the waiver, and Ogilvie
announced in a news release Issued in Springfield that "the state will receive
$102 million in special federal funds to assist persons at or near the poverty
level." He said that the extra funds "will partially meet the anticipated de-
ficiency in public assistance."

One top-ranking HEW official said privately that the political pressure exerted
on Richardson to grant the waiver was not the overriding reason why it was
granted.

"Simpson (SRS Chicago region commissioner) told the Illinois people that
getting a waiver was a matter of routine. The Secretary was coopted by the
SRS regional conimissioner," lie said, "and lie had little choice but to grant it."

Massmchusetts and Nevada have pending before Richardson-who is required
by the law to make the judgment personally-requests for waiver of the single
state agency requirement.

Alabama, Georgia and Tennessee may need such waivers before HEW can ap-
prove their plans, but these states have not yet asked for such action.

-" Miller of HEW's budget office recommended to Richardson in a memorandum
dated May 26 that the Secretary declare a moratorium on any further approvals
of state-plan amendments or single-state agency waivers.
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New York.--The declaration of such a moratorium would have precluded the
recent approval of changes that New York State proposed to HEIW in its social-
service plan.

Although HEW's New York regional office had the responsibility for approving
changes In the state's social-service plan, Rockefeller has pressed Richardson
and the White House directly for quick endorsement of the proposal.

Richardson said in an Interview: "I've talked to him (Itockefeller) on the
telephone once, or possibly twice. He just wanted to assure me that approval
of the state plan is important from the state's point of view."

Rockefeller also has conveyed to White House offielals his hope that HEW
would approve the state plan, Richardson said: "I have been made aware that
Rockefeller has expressed at the White House New York's fiscal concerns, but
from all I can gather he's told them the sami thing he's told me."

"I have not felt any presse-e to do any more than the established guidelines
and procedures require," the Secretary said.

Rockefeller's office also has taken a political route on occasion when negoti-
ations on the shape of the proposed state plan between New York and HEW's
regional office have bogged lown.

One HEW regional official Involved In the negotiations said privately: "When
the governor's office brought political influence to bear, and that was often, the
Secretary's office backed us to an extent that I would say was unusual."

He said that the political influence wielded by itockefeller's office was "neutral-
ized to a great extent" because of the complexities of the welfare regulations
and requirements.

The principal route that New York used when taking its problem through a
political channel was between Robert R. Douglas, secretary to Gov. Rockefeller,
and Jonathan Moore, counselor to the HEW Department and a close Richardson
aide.

HEW has tentatively approved New York's plan amendments, but the state
must now rewrite the plan to reflect agreements that were worked out In its
negotiations with the department.

The negotiations took place over the last three months and proved an exhaust-
ing exercise for both sides. But it was particularly difficult for HEW because Its
negotiators had to cope with conflicting marching orders.

One HEW participant said that the negotiators were under pressure to be
politically responsive to Rockefeller and fiscally prudent an almost Impossible
task given the magnitude of New York's social-service programs.

At almost every turn, New York pressed its case through political channels.
One HEW participant said New York brought to bear "an array of pressures
that you would not believe." Richardson said New York's negotiators "have been
tough bargainers."

Barry L. Van Lare, New York's executive deputy commissioner of social serv-
ices, and Elmer W. Smith, the regional SRS commissioner in New York, were
the principal negotiators.

New York projected in its February estimate to HEW that the state would
be billing the department a total of $441.3 million to cover the federal contribu-
tion to service expenditures in fiscal 1972.

In its May estimate, New York revised downward the federal contribution for
fiscal 1972 to $382 million. But as a result of the state-plan amendments approved
by HEW the federal commitment will Increase to $018 million in fiscal 1978,
New York estimates.

REGULATIONS

Approval of the state's service plan was disclosed In New York City June 7.
Smith said the federal financing of three-quarters of New York's social services
would be retroactive to last Oct. 1.

Tie bulk of the new federal dollars will finance the following services: day
care, foster care, family planning, alcoholic and narcotic addiction control,
mental health services and vocational education.

To Impose a greater degree of control on Its social-services program, HEW's
Social and Rehabilitation Service has drafted new regulations that will seek to
hold the states more accountable for their service expenditures.

The purpose of the regulations, SRS Administrator John D. Twiname told
Richardson in a May 11 memo which accompanied the draft proposal, "is to estab-
lish a goal-oriented service program and to put into effect program and fiscal
controls."
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With one significant exception, the offices on which Richardson depends for
counsel in making key welfare policy Judgments have approved the draft regula-
tions as written.

But HEW's budget office voiced strong opposition to the draft regulations in
a memorandum which Miller sent to Richardson.

Miller described the proposed regulations as "extremely dangerous." He said
that with few exceptions the regulations would "perpetuate, and in some in-
stances, accelerate the uncontrolled increase in federal financing of services; fur-
ther confuse the already chaotic financing of services; create new mandatory
services that would commit-without discussion or analysis-hundreds of mil-
lions of dollars in federal and state resources; defeat our goal of obtaining
rudimentary program and cost data on a systematic basis by mandating such an
elaborate structure that the states could not possibly cope with it."

Miller recommended that the draft regulations be significantly altered before
they are published in the Federal Register. His recommendations included the
purging "of every new or expanded service, e.g., transportation services and
home-delivered or congregate meals."

Miller also urged Richardson to bar the following services from those available
or partial federal financing:
Vocational rehabilitation services; (He said that HEW has had an explicit

policy for three years to rehabilitate recipients of public assistance and such
activity should be funded under the authority of the Vocational Rehabilitation
Act (82 Stat 297), not the Social Security Act.)

All medical, health and mental-health services, whether "incidental" or not,
with the exception of family planning services;

All residential care and subsistence.
Miller concluded his memorandum to Richardson by conceding that his rec-

ommendations were "harsh and may ignore important vantage points other than
fiscal common sense and Integrity."

Obviously referring to the political element that has hung over many of the
developments in the social-service program, Miller said: "We leave it to others to
take these non-cost factors into account. This is one tiwe, however, that we
feel that the weight of both program and financial evidence is on the side of
fiscal sanity."

Miller's memo greatly impressed Under Secretary Veneman, who asked SRS
to formally respond to the arguments advanced by the budget office. As a result,
the proposed regulations were returned to the agency for further work.

HOW conflict.-'Miller's memorandum reflects the wide schism that has sep-
arated HOIW's budget office and SRS-the agency responsible for administering
social services.

SRS employees who are hooked programmatically to social services have
generally looked with favor on state expansion of service programs, believing
that the assistance was going to the nation's most impoverished citizens.

James Bax, commissioner of the Community Services Administration, the
SRO unit with responsibility over social services, said questions surrounding
services expansion have a program side and a budget side "and when they cross
we have problems."

But Bax argued that the public funds going to finance social services are far
from excessive. There are 14.8 million welfare recipients and $1.6 billion ex-
pended for services to improve their lot, he noted.

"The recent expansion has increased the daily per-person expenditure for
services from about 16 cents to 28 cents." Bax said. "That's not even enough for
an RC cola and a moon pie.'

Bax is the principal architect of the proposal HEW intends to implement in
its new regulations that would require states to set goals for recipients who
receive services. The plan would take several years to fully implement.

State rcaotion.-HEW's budget office is not the only opponent of the draft reg-
ulations developed by Bax. Texas Gov. Smith fears the new rules will bar his
state from taking advantage of the open-ended program.

Smith pressed his ease with IlEW's Venenman at a Washington meeting June 1.
That same day he also discussed the issue with members of the Texas congres-

s4onal delegation, Sen. Russell B. Long. D-La., and Paul H. O'Neill, assistant di-
'rector (human resources) of the President's Office of Management and Budget.

In his meeting with Veneman, Smith contended that Texas would be denied
anywhere from $160 to $220 million In federal social-service money because
of the new regulations.
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He sought a guarantee that Texas would receive the same treatment that had
been accorded Illinois. But Veneman granted no such commitment. Smith was
defeated in a primary bid for a third term. and, as a lame duck Democrat, he
wields strictly limited influence with the Administration.

OUTLOOK

The Administration will likely have another fight on its hands when tile Senate
takes up the question of imposing a spending ceiling in HR I on social-service
expenditures, although a powerful new ally should strengthen the Executive's
case.

Concerned by the "skyrocketing" expenditures for services, the Senate Finance
Conunittee approved June 11 a ceiling of $1 billion on the program and scaled
down the federal matching requirement.

The committee substituted the medicaid matching formula for the current
75-25 ratio. Under inediciiid, the federal matching share ranges from 50 to 83
percent, depending on a state's per-capita income. But the Senate lanel set a
maximum of 75 percent on the federal commitment.

Because the lper.capita income of most southern states is generally low, the
federal government pays 83 percent of their expenditures for medicaid, a pro-
gram that finances health care for the poor.

In other words, the change in the matching formula as approved by the
Finance Committee would not hurt states like Louisiana, the jurisdiction rep-
resented by Sen. Russell P. Long, D, the panel's chairman.

New York impact.-The Finance Committee approved an expenditure ceiling
on services five days after a June 8 front-page story in The Ncw York Timpcs
detailed the timncial windfall that New York would reap as a result of HEW's
approval of its new social service plan. The story was headlined: "U.S. Doubles
Welfare Aid to the State and Its Cities."

An aide to Sen. Long said the story had a significant impact on the committee.
In explaining the rationale for the ceiling, Long told reporters: "This program
was initially estimated to cost $40 million at the federal level. Under the new
agreement with New York, in New York alone the cost would be $440 million-
11 times what the entire program was estimated to cost for one state."

The House approved a ceiling of $800 million in HR 1, with the exception of
child-care and family-planning services, which would continue to be funded on
an open-ended basis. The Finance Committee treated these two services In a
similar fashion.

Since the House approved HR 1 in June 1971, the expenditure level of HEW's
social-service program has spurted to an estimated $1.6 billion for fiscal 1972,
exactly twice the dollar level of the ceiling.

RIbicoff's pkin.-Sen. Abraham .A. Ribicoff, D-Conu., a member of the Finance
Committee, plans to move to strike the services ceiling when HR 1 reaches the
Senate floor.

A services ceiling is one of the issues under discussion by Ribicoff and HEW
as they seek to strike an accord on a compromise social-security, welfare-reform
bill. (For a report, see Vol. 5, No. 24, p. 975.)

Geoffrey Peterson, a legislative aide to Ribicoff, said the Senator is willing to
accept a ceiling on services, but it would have to be at a level of $2 billion.
However, Ribicoff's preference is no ceiling at all, Peterson said.

The nation's Governors, Democrats and Republicans alike, are certain to Join
Ribicoff in his drive to keep the program free of a ceiling. The National Gover-
nors' Conference adopted a resolution at its June 4-7 meeting in Houston, Tex.,
opposing the proposed services regulations as too restrictive. The conference has
long been on record against a spending ceiling.

In the meantime, HEW Secretary Richardson must resolve the conflict Iii his
department over the service regulations before it can make much progress toward
its stated goal-slowing down the unconstrained growth of the social-services
program.

Senator GRIFFIN. Mr. Chairman, there is a rollcall vote. Immedi-
ately following this roilcall there is going to be a

Tha CHAIRMAN. Why don't you
Senator GRIFFIN. There are two votes in a. row.
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The CHAIRMAN. Well, some of us can stay uitil the second round
of bells. As soon as we have voted on the second vote I would suggest
that everyone who can, return immediately.

Senator BYRD. You will continue the hearing, Mr. Chairman.
The CHAMMAN. Yes sir. We will complete it. And I want to call on

you, Senator Byrd, as soon as we can get back here.
Senator BE.NN.E-TT. I am through, Senator.
Governor ROCKEFELLER. Mr. Chairnian, I think you are making a

tremendously important point but I would like to attack it fromX the
point of view of the States. We are under tremendous pressure. I have
been attacked by the distinguished mayor of New York City, why
hasn't the State gotten more of this money, so as long as you leave a
provision on the books where we are entitled to get it and we don't
get it, then we are attacked politically at home.

Rather than attacking Mississippi I think we ought to change the
Federal legislation that permits us to do it because we are forced to
do it. We are told we are niggardly.

Governor MANDEL. We are dealing with two separate, distinct issues
and I think the Governors' Conference would be happy to sit down
and solve that problem. At the same time we would like to move with
revenue sharing which is distinct and separate.

The CHIRAMAN. One thing we all have in common, everyone on this
committee has to run for office and if we want to stay in the business
we are in, and those of us in this office know that we think if this thing
is not brought under control, I think it creates some real severe prob-
lems. While we are talking about your problem I would like to talk
a little bit about our problem.

Governor MAANDEL. We would like to help you and work with you
to solve that problem because we recognize it is a problem.

The CHAIRMAN. May I ask this. Could we recess this hearing until
11:30 and start promptly at that time. I think we can reassemble then.

(Recess.)
The CHAIRMAN. The hearing will come to order. The Chair recog-

nizes Senator Curtis from Nebraska.
Senator CURTIS. Mr. Chairman, I shall be brief. I would like permis-

sion to ask one question off the record first.
Off the record discussion.)

Senator CURTIs. Governor McCall, I observe in your comments that
you refer to closing of libraries and cutback for schools and lessening
law enforcement as being forced upon some city or locality in your
State. I am interested in what caused this crisis. Are the taxpayers in
that area paying less in taxes now than they have been paying?

Governor MCALL. No sir; they are paying more, Senator Curtis,
than they have ever paid. But they are resisting any-there is no pos-
sibility to enact anything without the referendum being very easily
applied to it.

Senator CUTis. I understand that. That is not the point. The point
is this. Here is a taxpayer who looks at his tax receipt. The amount lie
is paying is increasing all the time and then he learns that schools are

Ob'ng cut back. He doesn't have as much law enforcement as lie had.
Libraries are being closed.
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I am asking the question for him, what is happening to the moneyI
If he is paying more and educational funds and law enforcement
funds are being cut back, what Government programs are taking the
money?

Governor MCCALL. That is exactly the situation, Senator. I am not
debating that. This is exactly the situation that Governor Mandel de-
scribed as chaos. In all the other decisions of government where they
put it in their budgets it is revenue sharing but the incremental in.
creases which you experience with your budget have hit those budgets
locally just as much as they have the local budget.

Senator Cuwrrs. There must be something here besides just incre-
ment to the cost. The taxpayers are paying more, yet it seems to me
that police protection and providing schools are probably the first two
functions of the local government. Why are they paying more and
these things that should have the very top priority are being reduced ?

Governor McCALL. I give you an example. To maintain the school
system in Portland, school district No. 1 which is in Multnomah, our
most populous county, the school district asked the people to pay on a
pay-as-you-go basis $12 million. First they asked for $14 million and
that was defeated. They are having to cut out 22 days. There is an atti-
tude of stop the world, we want to get off. There is a revulsion of feel-
ing on paying more taxes.

Senator CumTIs. I am talking about the fact that tax payers pay
more separate and apart from what may be turned down, but even in
spite of that he is paying more, yet his police protection it cut down
and education is cut down. Why is that?

Governor McCm.. Because the money they need goes less far each
year and they can't get more money. That is just as simple as it is.

Senator CURTIS. It must be something besides the rate of inflation.
Governor MANDEL. Call I inject something? In our State of Mary-

land we took over the entire cost of construction of schools. The rate
of increasing construction is going up 18 percent a year. Now, in our
other construction programs, and I might say to you without trying
to appear too critical,-it used to take us about a week to prepare an
application to get a sewage treatment plant built, to prepare an appli-
cation for the Federal Government. It now takes us 11 months to
prepare that application to just apply for the funds because of the
rules and regulations that we are tied up with.

In the meantime the cost of construction has gone up 18 percent in
it year. That is the application.

It used to take us about 1 year to prepare a plan for a highway and
to get it out for bid. Now it takes us 6 years by the time we can get
that approval from the Federal Government to build that highway.
That construction cost has gone up 18 percent a year. That is a 108-?
percent increase in the cost between the time we approve it and get it
out for bid because of, again, all of the procedures we have to go
through to get this. We are starting to refuse Federal money because it.
is costing us more money than if we build with our own money.
Governor MCCALL. It is a 42-percent increase in the last decade in

the inflationary costs for materials and services for State and local
government. Foity-two percent increase. That is the kind of figure I
want to get for the record.
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Senator CuRTiS. But I don't think that is the sole factor. How much
of your education cost increased if you present that answer in constant
dollars?

Governor MCCALL. Let me take 1 minute to tell you what we are
doing. We are going to take off of the homeowner all the costs of-
we are going to increase the take at the State level in income tax, a
statewide property tax basis, and a 1-percent payroll tax, at the State
level, $336 million. That is more revenue sharing. So that the home-
owner will not have to pack this load. This will cause a readjustment
of feeling in other elements of the Government. Part of that we hope
could be at the State level, some amount of revenue sharing. We can
take it out of revenue sharing but it will reduce the new taxes at the
State level that much. So, in other words, we are going to return our
.25 million which would get in revenue sharing at the State level, give

<1t all to local government. For the record, 52 percent to be--52 percent
is the inflationary increase in prices on services in the State and local
government. This is why the dissatisfaction has arisen.

Senator CuwTis. This is the last call for a vote.
Governor MCCALL. I wasn't trying to evade you.
Senator CuRnIs. I would appreciate it if every Governor would for

the record, even if you have to do it later state how much these educa-
tional costs have gone up in constant dollars, and then I would like to
have this information-I was going to direct this to you, Governor
Rockefeller, but I think it would be well for everybody to answer for
the record. What portion of your State expenditures are used to match
Federal programs, and if that could be supplied even at a later time
by each of the Governors, I think it woul db most helpful.

Governor MCCALL. Senator, 35 percent of our general funds goes
from the State to the localities. $250 million.

(The following submission for the record was subsequently received
by the committee from the National Governors' Conference.)

NATIONAL GOVERNORS' CONFERENCE,
Wa,*hington, D.C., July 31, 1972.

HOD. CARL T. CURTIS,
U.8. Senate, New Senate Offce Building,
Washington, D.C.

Dza SENATOR CURTIS: During the Governors' testimony on behalf of H.R.
14370, the revenue sharing bill, you asked the Governors to supply the Com-
mittee with information on "What portion of state expenditures are used to
match federal programs". The best current figures are the estimates provided by
the Office of Management and Budget in their January, 1972, edition of the
Budget in Brief, Special Analysis P.

OMB estimated that state match requirements for federal aid are slightly above
$1 for every $2 of federal aid on an across-the-board basis. Estimates for 1973
are $13416 billion in state funds for an estimated $40 billion in federal aid. The
OMB estimates have been validated In detail by Professors Dell S. Wright and
David E. Stephenson both of the University of North Carolina. I have attached
a summary of their study which appeared in the National Civic Review in Decem-
ber of 1970. Professors Wright and Stephenson on Page 584 conclude that state
funds for matching federal programs plus increased state aid for local govern-
ments exactly equal the increased state tax revenues for the period 1958 to 1970.
Their conclusion is state revenues are all consumed for these two purposes,
perefore, leaving very little unallocated and flexible state funds for new state

-lgograms.SIf you have any further question, I shall be glad to seek more detailed In-
formation.

Sincerely,
JAs. L. MARTIN,

Assistant Direotor.
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[From the* Mlfon--al Civic Review, December 19701

INFLEXIBLE FINANCES-STRONG INTERGOVERNMENTAL SQUEEZE HAS GREATLY
RESTRICTED DISCRETIONARY FUNDS AVAILABLE TQ STATES

(By DEIL S. WRIGHT and )AVII) E. STEPIIENSON')

. Popular rhetoric says that state governments have failed to meet their respon-
sibilities. Indeed, such a theme has been a dominant focus for many political
scientists who study state and local government. There have been few dissents.

The accelerated pace of governmental activity and policy innovation in the last
decade has been offered as further evidence of emasculation at the state capitols.
A wave of new national programs accompanied by massive federal expenditures
during the Kennedy-Johnson years found that states, more often than not,
stranded on the sidelines.

The increasing demand for public services generated by the urban crisis, the
position of black Americans, and the discovery of poverty in the early 1960s was
directed (for the most part) at the federal level. The states, it was asserted,
were simply unwilling or unable to respond to the needs of the citizenry. At the
end of the decade the pattern of public policy making seemed to entail the design
of grand public programs at the national level. Local governments were given, at
times, considerable flexibility In the implementation of those programs; at other
times they were given very little discretion.

Again, the state capitols appeared to be relegated to the position of weak If not
moribund middlemen. The decision-making process In state government had be-
come increasingly "instrumental" and "facilitative." Innovation was judged
either in short supply or non-existent. At worst the states were seen as being
without programs, policy direction or a general political constituency. At best
they were viewed as administrative helpers, either assisting local programs or
carrying out national ones.

What has been the source of this malaise? Theories abound; so do differences
of opinion. One aspect of debility at the state level, albeit a most significant one,
derives from the financial straits under which state governments operate. Three
elements of state finances will be considered here: (1) separation of revenue
sources, (2) state tax efforts and (3) intergovernmental fiscal outlays.

Reporting in 1955 the (Kestnbaum) commission on Intergovernmental Rela-
tions suggested the desirability of greater separation of tax sources. By separa-
tion the commission simply meant the reliance of different levels of government
on distinctly different sources of revenue. To a considerable extent- especially at
the federal and local levels, this advice has been followed.

More than 90 percent of all Income and property taxes are collected by the
national and local governments, respectively, according to the U.S. Bureau of the
Census. Only In the case of consumption taxes (general and selective sales and
excises) is there considerable mixing. State governments collected 54 percent of
the $37.1 billion obtained in 1968 with local governments claiming 6 percent and
the national government 40 percent. The primary political and policy implication
of these figures is that the main source of revenue for the states is also the one

,--most involved with aspects of tax overlapping and competition. There are other
implications that follow from the incidence of these taxes, but these issues need
not be treated here.

More important, however, from a revenue-raising standpoint are the economic
elasticities of these three main types of taxation. By elasticity we mean the re-
sponsiveness of tax revenues to economic growth without changes in the rates.
The Advisory Commission on Intergovernmental Relations has estimated the
Gross National Product elasticities of the three taxes roughly at: income, 1.5;

F consumption, 1.0; and property, .7. These coefficients are crude measures of the
automatic revenue productivity of the respective taxes. For each 1 percent rise
In economic growth (as measured by GNP) there will be a corresponding in-
crease in revenues in proportion to the size of the respective elasticity coefficient.

'Dr. Wright Is professor of political science and research professor Institute for Re-
search in Social Science University of North Carolina at Chapel Hill. Mr. Stephenson is a
budget analyst trainee, budget division, North Carolina Department of Administration.
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In economic and revenue terms this means that income tax revenues outrun
economic growth. Consumption tax revenues barely hold their own and property
tax revenues consistently lag behind. In practical terms these abstract coeffi-
cients identify hard political choices. If the scope, quality and character of pub-
lie services is to be increased by the states or their local units from their own
resources, either new taxes must be enacted or the rates on existing ones in-
creased. Both courses of action have been followed extensively by the states.

One of the most important responsibilities of any governmental unit is to
garner the revenues used to support the public services offered its clientele.
Using the concept of tax effort as an indicator of the willingness to meet that
responsibility, the states could hardly be accused of delinquency. Tabulation of
1959-1969 data compiled by the ACIR on the six major state tax sources pro-
vides some surprising results. During the 11-year period the 50 state legislatures
enacted 36 new taxes and increased rates on existing levies on 376 occasions.
These 412 tax actions occurred in about 400 legislative sessions in all states.
On the average, therefore, every legislative session enacted a tax Increase. The
actions, by type, are summarized in Table 1 (next page).

ABLEE I.-INCREASE IN STATE TAXES FROM 1959 TO 1969 BY TYPE OF TAX AND TYPE OF TAX ACTION

Number of tax actions, 1959-69

New tax Tax rate
Type of tax enacted increased Total

Sales ............................................................ 12 53 65
Personal income .................................................. 10 40 50
Corporate income ................................................. 7 46 53
Motor fuel ...................................................................... 58 58
Cigarette ......................................................... 5 111 116
Alcoholic beverage ................................................ 2 68 70

Total ................................................- 36 376 412

Note: Tabulated from Advisory Commission on Intergovernmental Relations. "State and Local Finances: Significant
Features, 1967-70" (Washington, D.C., 1969), p. 58.

The favorite focuses for tax actions were the common vices, smoking and
drinking. The 116 cigarette and 70 alcohol tax increases accounted for nearly
half of all state tax actions over the decade. The tendency to levy a tax on bad
habits has a long and hallowed tradition. The discriminatory character of these
"taxes on sin" has been labeled "'the whiskey animus."

The other four types of taxes were accorded about equal attention with 50
to 65 actions. Since all states had a motor fuel levy prior to 1959 no new taxes
could be enacted. In terms of revenue generated, of course, the sales tax actions
were most productive. General sales taxes produced $3.7 billion In state revenue
In 1959 contrasted with $12.4 billion in 1969. This 235 percent increase over the
decade was still not as great as the 290 percent increase recorded in combined
individual and corporate income taxes during 1959-1969. State revenues from
Vaese two taxes rose from $2.8 billion at the beginning of the period to $10.7
billion at the end.

There was considerable variation among the states in terms of number of
actions per state. Minnesota led with the passage of 15 increases. Illinois, Maine,
New York and Wisconsin followed with 13 increments, and eight states recorded
12 such increases. Only one state, Louisiana, failed to enact an increase for these
six taxes. Kentucky, New Hampshire and Oregon made only three upward re-
visions, while North Carolina and Oklahoma enacted four. There appeared to
be no evident association between the number of tax Increases per state and any
social or regional variables.

Table 2 presents a summary tabulation of the number of states recording
different frequencies of tax increases for the six taxes during the 11 years. If a
state legislature met annually then any state enacting 10 or more increases
would have passed at least one major tax increase every session. Eighteen states
fell Into this "distinguished" class.
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TABLE 2.-Number of States enacting tax increasee in 1959-69 for 6 major taxes
by frequcncy of tax increases

' Yumbev
Number of tax increases: *I @t #

0to3 ------------------------------------------------- 4
4to5 ------------------------------------------------- 8
6 to 7 ------------------------------------------------- 10
8 to 9 ---------------- -------------------------------- 10

10 to 11 --------------------------------------------- 5
12 to 13 ------------------------------------------------. 12
14 to 15 ------------------------------------------------- 1

Totals --------------------------------------------- 50
Tabulated from Advisory Commission on Intergovernmental Relations State and Loo

Finance: Signtflcant Peoture,, 1967-1970 (Washington, D.C.: 1969), p. 68.
There is reason to believe, however, that two variables (one economic and

one political) are associate,* with efforts at tax rate escalation. States with
high per capita incomes were more prone to increase taxes. During the period
in question the 12 states with the highest per capita Incomes had a mean score
of 10 total tax actions while the 13 states ranking lowest on per capita incomes
showed a mean increase of under seven.

A political variable related to tax increases is state-local relations. We used
the categorization of states according to degree of state-local centralization de-
veloped by Daniel J. Elazar in American Federalism: A View from the States.
A positive association appeared between the most locally-oriented states and those
most vigorous in raising taxes. States having a tradition of centralism have not
been nearly so active. Perhaps the accelerated demand for local services has
caused many of the "localistic" states to rely more heavily on centralized finan-
cing. Then Inelasticity of the property tax base affords some credence to this
suggestion.

The results of these numerous tax increases are only partially revealed in
the 1959-1969 rise in state tax revenues from $14.9 billion to $41.9 billion. The
full impact will not be revealed until 1970 figures are disclosed. A conservative
estimate would place state tax revenues at $46 billion. Thus, a net increase In
tax revenues of about $31 billion has accrued to the states in the 1959-1970
period. According to estimates by the ACIR about $16.5 billion can be traced to
legislative action and about $14.5 billion to economic growth influences.

These estimates are obtained from findings on the cause of growth in state
tax revenues. Two factors that affect the rise in tax revenues are: (1)- increases
in rates and (2) Increases in economic activity that generate natural or built-in
revenue expansion. The latter force can be referred to simply as economic growth.
The former might be termed political choice; it rests on discrete and explicit
actions by state political actors to increase taxes. Political choice accounted for
53 percent of the rise in state tax revenues from 1959-1967; economic growth
produced the remaining increment. These proportions, when applied to the 1958-
1970 increase of $31 billion, yield the $16.5 and $14.5 estimates arrived at above.

The respective roles of economic growth and political choice in explaining
state revenue increases are charted in Figure 1. From a point of origin in 1958
the trend lines shdw the pattern of tax revenue rise for the 50 states. The size
of the political choice component is simply a graphic expression of the 400-plus
tax increases enacted over the 1959-1969 period. The tax money accumulated via
the mechanism of political choice accounts for a substantial portion of the state
tax revenue increases. (See next page.)
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This aspect of state finance is not lost on governors and legislators. They are
painfully aware of the political liabilities engendered by the necessity for con-
tinuous tax hikes. Independent confirmation of the importance and agony of
political choice comes from a survey of 800 legislators in the 50 states during
1963. Out of the 3,000 Important issues indicated by these legislators, more than
20 percent fell in the field of taxation. Nearly three-fourths of the responding
legislators mentioned taxation as a major issue, and this, along with education,
was the only issue cited by respondents in every state.2

The foregoing discussion documents the fact that the states are, so to speak,
where the tax action is. An alternate way of demonstrating state aggressiveness
in the area of taxation can be noted from an intergovernmental perspective.
From 1958 to 1968 the percentage increases in tax revenues were: federal gov-
ernment, 73 percent; state government, 144 percent; local government, 101
percent.

If state governments have made gargantuan efforts in the field of taxation,
one is prompted to ask, "Where has all the money gone?" Specifically, since state
taxes have tripled from 1958 to 1970, where has the $31 billion increase gone?
Unfortunately, much of it has gone to meet the pressures of inflationary forces
at work in the economy.

The wages, salaries and price of goods purchased by state government are
subject to even greater inflation than that reflected in the Consumer Price Index
(CPI). The implicit price deflator for state-local purchases, a type of cost index
for this sector of the economy, increased from 100 in 1958 (base year) to about
160 in 1970. By way of contrast, the CPI, from its base year of 1957-1959=100,
stood at approximately 135 In mid-1970. If the $46 billion in estimated 1970 tax
revenues is deflated to 1958 dollars ($46 billion 1.60) a figure of $28.750 billion
is obtained. This amount is the approximate real or constant dollar level to
which state taxes rose in the 12-year period. Inflation, a force ostensibly under
the control of the national government, eroded more than half of the current
dollar increases in state tax revenues.

The financing vise in which the states find themselves because of price changes
was succinctly summarized by former Governor Orville Freeman of Minnesota, a
leading "tax-action" state. Speaking to other governors in the summer of 1959,
Freeman said:

"* * * consider this irony of the inflation situation. If price levels continue to
rise, the figures just quoted indicate that our state budgets will suffer propor-
tionately more than family budgets, business budgets, and Federal budgets. At
the same time, if the Federal Reserve System puts on the tight money screws in
its efforts to stop inflation . . . the interest rates in our tremendous borrowing
program rise sharply. What happens? We are caught either way, or perhaps I
should say both ways." "

More Important than inflationary impacts, however, is an assessment of the
disposition of state tax increases by identifying and charting the two major state
Intergovernmental fiscal outlays. The first is state aid to local governments. The
second involves increases in state expenditures necessary to meet the matching
requirements for federal aldl. The patterns of change in the financial magnitudes
for these two components are depicted in the right-hand portion of Figure 1.

State intergovernmental expeditures to local units rose from about $8 billion
in 1958 to $24.8 billion in 1969. In all probability state aid will exceed $28.0 billion
this year and record an estimated $20.0 billion increase in this state expenditure
sector. (See Figure 1.)

When federal aid matching requirements are recognized, the impact of the
other side of the Intergovernmental coin on the states is equally revealing. A
rough estimate places state matching requirements slightly above $1 for every
$2 in federal aid on an across-the-board basis. In 1958, therefore, the states had to
raise about $2.5 billion to match the $4.9 billion in federal aids.

Federal aids for fiscal 1970 are estimated at over $24 billion. State matching
funds would approximate $12.5 billion. The difference between this figure and the
$2.5 billion for state matching in 1958, or roughly $10 billion, is the estimated
1958-1970 increase required to meet federal aid matching formulas. When this
last figure is added to the $20 billion in increased state aids, the total of $30

2 Wayne L. Francis, Leg slative issues in the Fifty States: A Comparattve Analysis
(Chicago: Rand McNally & Co.. 1968), p. 10.

a Quoted in Walter W. Heller, New Dimensfons ol PolitIcd Economy (Cambridge: Har
yard University Press, 1966), p. 129.
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billion nearly matches the total 1958-1970 increased state tax revenues. It
appears that intergovernmental fiscal demands have consumed almost all the
1958-1970 increase In state tax revenues. The approximate match between state
tax increases and intergovernmental fiscal pressures is revealed visually by the
left and right portions of Figure 1.

Actually, these figures and the conclusion are slightly overstated because of
the double counting of some federal aid funds. An indeterminate amount of fed-
eral aid coming to the states is subsequently passed on to local governments and
is recorded as state intergovernmental expenditure. It is not possible to arrive
at a precise estimate of the duplicate amount, but, whatever the amount, it would
represent only the residual sum of money not allocated to intergovernmental
commitments by the states.

It seems doubtful that the pass-through would exceed $5 billion, btu this is
acknowledged only as a best guess. Even if It were as high as $7-8 billion, the
local and national Intergovernmental impacts on the states are tremendous. Of
the $31 billion in taxes raised from 195S-1970, only 25 percent would have beem
available as flexible funds for state-level, non-Intergovernmental purposes. The
other 75 percent satisfied intergovernmental fiscal pressures and obligations. It is
not surprising, then, that governors and legislators express concern at being the
victims of a fiscal straitjacket. Political actors at the state level must sometimes
feel as if they are being whipsawed at the bar of intergovernmental justice (or
injustice).

This analysis should blunt some of the thoughtless and indiscriminate criti-
cisms of state governments for their unresponsiveness to the search for an
optimal level of public services in the United States. In the fiscal and discussion
will assist from the attention standpoint. From a policy standpoint public offl-
cials are the appropriate points of response to loosen if not cut the Gordian knot
binding state finances. The ACIR has set forth a wide-ranging set of pro-
posals for greater state fiscal flexibility. Many urge state action but a few criti-cal ones call for federal targeted to provide flexible funds for the states would
be federal revenue sharing.

If, indeed, the states have not kept pace with the burgeoning level of gov-
ernmental activity, perhaps the fault cannot be placed entirely on the unwill-
ingness of the states to act in progressive, constructive and creative ways. It
seems quite legitimate to assume that one prerequisite for innovation (not to
mention mere expansion) in the public sector is a substantial amount of flexible
financial resources. Such resources appear to have eluded the states for a number
of years.

The ('uR .\'-N. I am going to ask one or two questions and then I
have got to go vote. I hope to keel) you here because the other Senators
will come back.

This has been suggested and, Goverlmor- Maildel, I just throw this pos-
sibility out, not as a substitute for the bill blit as an addendum to it.

What would be. the reaction of th" States if we provided in addition
to what we have here, that. is, tie. Federal Government would provide
a tax credit as we do unIder the Inheritance Tax I,aw for some lpad'
of what is paid to the States for similar taxes? Suppose we provide,
for example, a tax credit, of 5 to 1() percent of the income tax that is
paid to the Federal Govenmlent, if that. much money had been paid
to the State government. Would that be welcomed by the States?
Would you favor that kind of thing? If we did that, that wouldn't give
a State any money that had that much income tax but it would tend
to bring the. other States into line: it. would be a very favorable incel-
tive for those States to provide such a tax because'it really wouldn't
cost the taxpayers anlytling to do it.

What would your reaction be to that?
Governor MADEL. Governor Rockefeller.
Governor WOd'KEFELLER. Mr. Clhirman, I think what you are sug-

gesting is one of a number of A-ery interesting possibilitiess but 1n-
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fortunately this isn't considered in the House bill and it is a different
concept and if we got started on that now, I am afraid we wouldn't
get any revenue sharing in any form and maybe we ought to take the
revenue sharing first and maybe next year we could examine some of
the other possibilities. If we get on this we might never get a bill.

The CHAIRM AN. We are not bound by what the House bill is. It seems
to me we have our own suggestions to make if we want to add some-
thing to this.

Governor ROCKEFELLER. That is basically what the members of our
group have done. I am not going to argue with you, just please vote

for the bill.
The CHAIRMAN. Do you want to add something, Governor Millikin?
Governor MILLIKIN. First of all, I want to agree with Governor

Rockefeller's comments and make the further observation that it is my
understanding that the House did deal with that question and ultimate-
ly rejected it, and I think the concern of the committee and my concern
is that if the amendment were put on this bill now and got to a con-
ference committee, the House could very well reject it. With time run-
ning out again I think our feeling is: the important thing above all is
to get a bill that is acceptable to get. through the conference committee
and be adopted by both Houses this year. My fears are if we move
down that road, this would be a disaster.

The CHAIRMAN. I have to go vote. I will be back in about 3 minutes.
Senator HARTKE (now presiding). As I understand, prior to the

time Senator Long went to answer this third roilcall, lie asked a ques-
tion, is that correct? He wants to know what the attitude would be of
the Governors with regard to the question of adding a tax credit pro-
vision to the bill. Who would like to address himself to that question?

Governor OomINE. I would take a very negative view of that. I be-
lieve Congressman Byrnes was the one that proposed that in the House
and it was argued about. I understand it was rejected over there.

The point that Governor Rockefeller made before you came into the
room is one that we have to keel) in mind. We have come a long way
from where this first started a number of years ago to the point where
we conceive the possibilities of revenue sharing within the next several
months' time and to throw out the House bill and literally start all over
in my opinion would result in nothing happening on the immediate
basis and all these Governors have indicated that there is a great
degree of urgency, that the Congress and Senate and House can act in
response to problems of our cities and States and it is an interesting
thing to talk about but is has been talked about.

We are now where we are and we hope we can see something sub-
stantially along the House bill enacted .y the Senate and sent over to
the President.

Senator HARTKE. Since I have you with no other competing forces,
the question comes to whether you have adopted a philosophical ora
strictly monetary approach to revenue sharing. Has there been any
discussion among the Governors as to the type of tax philosophy that
is going to be adopted? As I understand what you are talking about.
you are looking forward to basically assuming no responsibilities
above those you have assumed today. I see the philosophy of the pres-
ent approach as one in which there is no additional responsibility
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taken by the States or local governments. What they arc looking for
is additional funds to be collected by the Federal Government and
dispensed to the local and State organizations. It this a correct assump-
tionI

Governor MooRE. I think, M1r. Chairman, the correct response to
that question as posed to the Governors is that, no, we don't look upon
it in that context at all.
But in the bill which you have before you passed by the House of

Representatives there is a combination of interests crossing mayors
and municipalities and communities and county officials. If Governors
perhaps had not in the interest of moving this legislation along com-
promised their position somewhat, as it relates to general thrust of
revenue sharing and areas of responsibility along with it and the con-
ceptual idea, we sacrified in terms of comprise to the wishes of the
'mayors, the wishes of those in county government, the theory being
that the greatest need for the moment was an injection of new rev-
enue dollars on a local basis.

Now, we insisted initially as Governors, as a matter of fact, pre-
vailed for a while on the House side that these dollars be atructurod
in such a way that they flow through the Governors on through the
mechanism of the State governments, so that we could suggest prior-
ities, priorities of the application of funds, priorities related to tax
reform in the States themselves, and meeting generally the commit-
ments to the towns and communities.

We sacrificed that position simply because out of necessity the
cities and the counties indicated there was a monetary question for
the moment.

Now, when you fit this into the overall part of the equation of dis-
cussion and some of the presentations made by Governors here today,
it gives emphasis to the fact that their communities and their towns,
their cities and counties, are in trouble fiscally and that is I think the
constructive reason that Governors collectively have taken the position.

While we would much rather have, as individual Governors, the
total authority, the stability of priorities of spending, to see to it that
there is some accountability and that it wasn't purely a monetary ques-
tion involved I think more than anything else is the reason we are
right here today, our willingness in coming.

Governor M,%ANDEL. Senator, you asked a question based upon the
philosophical viewpoint and the reason that most of us don't. look upon
it as a-all of us have been engaged in subdivision revenue sharing
today. We are collecting dollars and returning them to the subdivisions
for them to use as they see fit for their problems. So, it is not a new
philsophical problem for the States or most of the Governors. We have
been engaged in this for years.

Governor MCCALL. Senator Curtis askel me to tell how much we
did engage in in terms of dol-lars and cents. Out of a general fund
budget of $793 million we returned to the cities and counties $200 mil-
lion. Out of an oveall budget of $2.8 billion we returned $500 million
in State funds to the localities. On that basis, revenue sharing by the
F Federal Government ought to be $60 billion if they are as generous
with the local States and subdivisions. This is what I am going to live
and die by. Ahead of every other demand on the Federml Treasury
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ahead of poverty, pestilence, ahead of war, ahead of peace, should
come this allocation that strengthens and revisualizes and rebalances
the Federal system.
Senator HARTKE. Let mopreface that. I have a different concept than

that adopted here. I have a bill which is based on a philosophy of taxa-
tion. I see revenue collection as a corollary to revenue sharing. I have
had this problem and have seen it firsthand and I have seen the State
government really share revenue to some extent but also to maintain
a very tight control over how much a local community can do. Most
cities are merely subdivisions of the State and are controlled by the
State law and are not given much freedom of operation. By the same
token, in most of my conversations I have found that the general over-
all objection that there is to providing these funds by State and local
taxation is that the Federal Government has preempted what they
consider the most valuable source of tax revenue; that is, the income
tax. Now, if the income tax is so good for the Federal Government, it
ought to be just as good for the local government and State govern-
ment. And I say to you, with all the kindness I can, that with spending
the money ought to go the responsibility of taxing. I don't see that in
the present concept which is being advocated here except to a limited
extent. I see a retention of the present tax structure. I seeonly a lim-
ited requirement that local communities could not take advantage of
this bill to reduce their local taxes and permit Uncle Sam to pick up
the balance.

Governor MANDEL. I think the bill provides--
Senator HAMr'KE. Just one more comment and then I am willing to

return the question to the ("hair.
If that is the concept then I see nothing except tragedy in 4 or 5

years. There is not going to be much defense of a $30 billion deficit
which is feeding the fires of inflation. I am very concerned and I know
the Senator from Virginia is'very concerned about what we are going
to do about the fiscal crisis that faces the Federal Government. Here
is an amount of money. $5 billion or so. that will be added to $2.2 bil-
lion coming out of H.R. 1. You are adding 25 percent to the Federal
deficit without putting any corallary taxing responsibilities on those
people who are seeking the benefits.

That is my concern. I will have one vote on the committee and I just
want you to know that until I can get a satisfactory explanation of
revenue without taxation, I am not going to move now or at any time
on this concept.

Let me say one other thing since the chairman has returned. I know
of no man iho has worked harder or no man who knows more about
what is going on-be it H.R. 1 or revenue sharing-than does the
chairman of this committee. If all of the committee chairmen were as
well versed as he is on details the Congress would be in better shape.

Governor M.,DEL. I was going to say, Governor Rockefeller-
Governor ROCKEFELLER. Senator Hartke. you were good enough to

send me !. copy of your thoughts on this subject, so I would like to say
I share the great enthusiasm for your concept. Unfortunately all of us
here representing the States have to try and conl)romise with reality
and the reality for us is the different point of view amnong.. the differ-
ent States which have wide variations, and its mayors and county ex-
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ecutives, and we have been working with the House of Representatives
becauce they are first on the totem pole on the program. So we have
been compromising to the maximum possible with ti ie House and the
Ways and Means Committee.

What really to me is extraordinary is that there has come to rest a
unanimity among all of us with our disparate points of view on the
plan and basically this plan says the Federal Government will hell)
State and local governments meet responsibilities which they are not
meeting fully now.

Senator HARTKE. Who helps tie Federal Government meet its fiscal
responsibilities. We borrow money. It ig borrowed from the same
places. Why can't the States go out and borrow money?

Governor ROCKEFELLER. You are looking at t Governor who is in
that position now.

K " Senator HAKrE. 1What is the difference in borrowing the money ?
Why should the Federal Government go out. and borrow? We have
incurred almost a fourth of the Federal debt within this administra-
tion. I am not being critical of the Nixon Administration. You are
going to be faced with at least a $30 billion deficit this year and, when
all the accounts are totaled, probably nearer $40. But you are going
to add to that another $7 billion or $6 ,/2 billion which we must go out
and borrow. So what you are saying to the Federal Government is,
".you go out and borrow the money because you have preempted tie
income tax structure."

When I was a mayor I think I owed the irresponsibility when I spent
the money to assume the responsibility of saying what I am going to
tax.

Governor MANDEL. I think the essence of your answer is that the.
local people haven't met that responsibility. Since 1968 through 1972
the Federal Government tax collection has increased 5.2 l)ercent. Local
government has increased 11.2 and State govermnent has increased
12.2 percent. At the time your deficit, is increasing you are lowering
your taxes. We don't have that luxury of being able in the States to
decrease our tax efforts and still spend more money. Most of us have
to operate on a balanced budget and we have to provide revenues to
meet our ex)enditures, so we don't. have the luxury of cutting taxes
and increasing spending at the same tine. I think that is at problem
that has t6 be faced by the Federal Government. The local people have
increased taxes to the point where they have mr.o other place to go. On
income tax most of the States have increased. Using out' States, we
have it State income tax and then the local subdivision gets 50 percent
of it that is returned directly to them for their e in any way that.
the see fit.

enator HAIRTKE. Governor, all I can say is that if that is true, then
why do they come to the Federal Government and say the Federal
Government should assume greater responsibilities in this field:
I am not asking for government. lilosophy as far as sl)en(linig is
concerned. I an talking about a tax plhiloso)hy and revenue philos-
ophy. If it is such a good system, why not have a comparable system

" for the State and local communities. Let them keep it. at home. Have
no interest in keeping this money, to ever bringing this money to
Washington and not sending it back. I see a great deal of value in



160

letting the local officials collect that money so there is a sharing of
taxing responsibilities and a sharing of that income tax base.
Governor MANDEL. I think the officials and the local people have

already faced that responsibility to a far greater extent than the Fed-
eral Government has.

Governor Rockefeller.
Governor ROCKPFELLER. I think we have to first say the Federal

Government has not preempted the income tax. That statement is
used but it is not a fC et.

Senator HARTKE. Yes.
Governor ROCKEFELIE.R. Because nobody is stopped from putting an

income tax on. We have gone to a 15-percent income tax and perhaps
another 2 or 3 percent. There is no problem of putting on an income
tax except the people do not want to vote for it, There are many men
sitting here representing States where they are barred constitutionally
from an income tax, or Governor Cahill, who pushed an income tax
and lost it in his legislature, So we are dealing with again the legality.
Until we achieve what you are saying, which is that every State has
income tax locally but they do not have it.

So we are balkanizing this country into States which do have income
tax and States which do not have an income tax. We are attracting
the poor from other States who come to us for higher services and the
Supreme Court will not let us put on any limitations, so that we are
dealing with the reality.

I share your philosophy but how do we achieve it. in this world of
reality?

Senator HARTKE. I quite agree.
Governor ROCKEFELLER. I agree with what you say. If you provide

there will be no revenue-sharing until there is responsibility on the
revenue collection by income taxes, we will make it l)olitically viable
for a Governor to go ahead and live and for a mayor because if he is
ftced with the fact he cannot share any Federal revenue until at least
lie takes a step forward to modernize his own tax revenue collection
scheme, then he can do it politically.

Senator HARTKE. I agree with you but I do not think you can get
the votes in the Congress of the United States to force. States to put
on an income tax. Failing that, we have to face the existing reality
and I appreciate your desire to cut down these Federal programs. One
of the great ways that we could-do it would be stop starting new pro-
grams and finance ones we have got.

Governor ROCKEFELLER. Let me say I want to thank the chairman
for giVing me this time.

TheCH.AIRMAN. Gentlemen, in order to give each Senator a chance
to ask questions, I would want to ask that we keep our inquiry within
10-minutes.

Senator Miller, you are next.
Senator MILLER. Thank you, Mr. Chairman.
Governor Mandel and your colleagues, I just. have two points I

would like to raise. I am troubled by the House bill's form la which
includes individual income tax collections of the States because I
know some of the States are strapped by their Constitutions. We have
an income tax in Iowa. I know some of you have a higher income tax,
but why could we not resolve this dilemma by simply having a factor
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of State and local taxesf Would that not. take care of it, then? If
everyone has an income tax, would that not satisfy the problems

Governor MANDFL. I think some of the Governors have said this
could be a solution to this factor.

Senator MILLm. Now, what about another factor; namely, per
capita net income? I am sure the Governors have discussed this aspect
and my information is tiiat-at one time I know per capital income was
a factor in one of these allocation formulas.

Governor RocKEi mLm. That is in the local-A-.
Governor MANDEL. That is in the local part of t~e bill.
Senator MILLER. What about the States? The allocation-
Governor ROCKEFELLER. Item 3 in the local- '
Senator MILLER. It is item 3 in the--it is States only and not locaj.
Senator Cunris. The local is put through by the §tate, which has

i to take that into account. But the effects- I

Senator MILLER. You are correct. One-third on the b'sis of popula-
tion, one-third on the basis of urbanized population, andone-third on
the basis of population inversely weighted by per capita iif'come. I take
it, that is satisfactory with the Governors' conference.

Now, finally, clear back in 1961 1 introduced a revenue-shfiring pro-
gram, but I limited it for educational purpose& There are two aspects
of that. One is whether or not the States and the local governments
would, if we took the same amount of revenue under the allocation
formula, derive an adequate amount of benefit if this were limited to
education purposes, and the other is education p-:.poses ought to be in-
cluded in the high-priorities-purposes list. The high-priorities-pur-
poses listdoes not include education. It includes public safety, environ-
mental protection, and public transportation and the like, and I would
appreciate some comments froin the chairman or his associates on this.

Governor MILLIKIN. You say on behalf of all of the Governors here
ou votild like to make a plea for not introducing restrictions of that
ind in this legislation. It seems to me the basic philosophy behind

general revenue-sharing should be as far as the States are concerned,
to allow flexibility which would then enable us to have the most
rigorous scrutiny to use those funds in the best way possible. To apply
these kinds of restrictions could result in a less efficient expenditure
than would be true if we had that flexibility.

Senator MILLER. Well, I am trying to give you flexibility by use of
the phrase "for education purposes." Now, how you use it is up to you.
But I would be surprised if there is any Governor present who finds
that there is adequate money available for education purposes at the
State and local level in his State.

Governor IUcEY. Are you preparing to add education to the three
categories listed for the local share or are you proposing education
for the only share in which the States share?

Senator MILLER. I would like to have comments on either one. My
original point was to specify for educational purposes because I know
the tremendous increase in educational costs over the last few years.

The question is whether or not that will absorb enough of those
: costs to take a tremendous load off your backs so that you can provide

other services wiith the money that. is saved as a result of that. And the
other alternative would be to include education in this list of high
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priority items. Governor Milliken, I might point out to you that the
House-passed bill does tie your hands, and I would suggest to you as I
unJerstand the bill now, your hands are tied and you cannot do it.

Governor LucEy. I would have no objection to adding "educational"
to the three categories. I would agree with Governor Milliken that it
would be a disservice to the whole concept if the State's share was ear-
marked for education. In W isconsin, whether it is $6 or $7 million, all
of that money is going to be used in our case to put in the concept ad-
vanced by the California Supreme Court in bringing about tax reform.
It would not tie our hands any way at all. I think it would be bad
public policy to impose that restriction.

Senator MILLER. You want the States share to be open without any.
restrictions at all but other than States and local-

Governor LucF.Y. I would be delighted to have education added to
that list.

Governor MCCALL. For your information, we are doing precisely
what they are doing in Wisconsin. I am making an effort to raise $336
million a year in new State taxes to take over the operating costs of the
schools. The State does only 21 percent of the primary cost of the
education in our State. We have fought for an increase in the income
tax, Senator Hartke, and that would raise our position to 100 percent
and how much we have in revenue-sharing will reduce the $336 mil-
lion by the amount you have given us. It will help us.

Governor OGILVIE. I think this is going to tend to distort the situa-
tion. All of these States are not the same. We put in an income tax in
1969. The State of Illinois more than doubled the amount of money we
have given to local schools. If we were to have this money to go only
to educational use I think we will all admit that you willnever meet
the needs of education. It is a perfect example of Parkinson's law.

Senator MILLER. Then, to summarize, would it be correct for me to
say that the Governors' Conference has agreed they would rather have
the factor of State and local tax efforts, period, than to have it split
between income tax and other State and local taxes, and that when it
comes to the State's share of the revenue sharing they want that to be
left open to give them flexibility? When it comes to the high priority
items the pass-through items, to the local governments, they think it
would be helpful to have education purposes included'?

Governor MAXDE'L. On the second item we Will say, yes. On the first
item rather than say we would favor, we would accept.

Governor LucEY. I would like to consent on the first statement. I
would like the $1.8 million State share as provided for in the House
formula with additional discrimination in favor of those States that
rely on income tax. And if we do not get that, we still favor the
revenue-sharing concept. I think really if the bill were passed in its
present form it would do what Senator Hartke wants to do. It would

'e a great problem to get States who are not relying on the income
tax to change the constitution in order to provide a progressive income
tax and this would be good for the citizens of the State because we
would not be losing our industry to States where they are rewarded by
industry for taxing the poor instead of taxing on the ability to pay.

Governor MII,,IKKEN. May I speak for myself and Michigan when I
say you have summarized very well the position which I could fully
support even though under that proposal of total tax efforts, State
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and local taxes, Michigan would receive some' $8%A million less, if
accepting that approach would, in effect, get the support as I believe
it does, of all ot the Governors on an acceptable basis. So you have
summarized a position acceptable to me.

Governor ROCKEFELLER. Senator Miller, I would say exactly what
Governor Milhiken has said. We would lose money but if it brings
everybody together, we accept it.

Governor MCCALL. Senator, I would go along grumblingly. The
last time they changed it in the House it cost Oregon $10 million and
we are going to be penalized per capita if we use this. But I will take
the flak at home and consent to $18 million reduction in the formula
if you guarantee you can get the bill through before the Republican
National Convention.

Senator MILLER. Well, Governor, I cannot make that guarantee
but I am sure the chairman can.

The CHAIRMAN. Senator Hansen ?
Senator HANSEN. Thank you very much, Mr. Chairman.
First of all, let me say how pleased I am with the appearance of

you gentlemen here today. I happen to proudly claim membership in
your ranks. I think there are at least five members of the Finance
Committee who have served as Governors.

If I may be permitted an aside, I would say that we would have
more responsible legislators if every Member of the Congress had
served in such a situation. [Applause.]

In Wyoming, as is true in many States, we cannot spend more
money than we raise and we come to the moment of truth which has
a chastening effect in keeping us honest. I wish we were more appreci-
ated. 1 could say many kind things but I think the concept is sounl.
1 have seen as you have, programs that were less meritorious, less
specihieally structured to meet a particular problem in a State, adopted
by conununities, by school districts or by counties simply because the
Federal funding share happened to be at little larger.

With respect to the idea of what we spend altogether, I think there
is merit in the idea that the total facts should be published. When I
was Governor of Wyoming we spent more per capita in education in
1 year than any other State among the ,50 and yet we have no income
tax. We have plenty of other taxes.

I think you made a very fine contribution. I hope we heed your
words of wisdom.

Senator GRIFFiN. Mr. Chairman, we are going to have the honor
of having lunch with tliese gntlemen.

The CLU.IRMAN. I would like to ask the Governors to wait a few
minutes for Senator l3yrd. lie has a few questions. Senator Byrd will
be right Lack. Also, I" have a letter here from Governor Askew of
Florida and a statement from Governor Anderson of Minnesota, and
we will print them at this point.

(The material referred to follows:)
STATE OF FLORIDA,

OFFICE OF GOVERNOR REUBIN O'D. ASKEW.
Hox. RUSSELL 13. LONG,
CIhairman, Senate Finance C'ommittcc, Senate Office Building, Washington, D.C.

DEAR SENATOR LONo: In previous consideration of the State of Florida's
position on revenue sharing, I have noted what I consider to be two major faults
with the legislation which has been developed.
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First and foremost is the method of calculating the amount that would be
available to each state. The formula as originally presented would give the
richest states a higher modification, the current formula still would unfairly
penalize Florida and several other states.

Adoption of the Baker Amendment would cure this fault and considerably
improve the bill currently under consideration. Basing the allocation on the
total tax effort of each state appears to me to be the most logical method of
determining the distribution. This amendment would not only remove the
discriminatory use of the State personal income tax effort but also would make
the revenue sharing concept more consistent.

The Gurney-Ribicoff Amendment, which has been proposed as an alternate
to the Baker Amendment, also would be a significant improvement over the
provisions of Senate Bill No. 3651 or the Mills Bill. I do not, however, feel that
basing the distribution upon a state's share of Federal personal income taxes
Is as equitable as the method proposed In the Baker Amendment.

Given the mobility of the population, the Baker amendment consideration of
total tax effort would provide a better measure. Florida, for example, must
furnish services for tourists and for seasonable residents who do not neces-
sarily originate their Federal income tax payments in Florida.

The other major fault which I find In the bill is the provision which would
allow allocations of Federal revenue to be made directly to cities and counties
within each state.

One of the principal reasons for revenue sharing is that problems, priorities
and even economic structures vary from state to state and from locality to lo-
cality. Allocating Federal funds directly to local governments eliminates the
possibility of coordination of state and local programs based upon the needs
and the efforts of cities and counties. This bypassing of state government also
ignores the widely varying pattern of state ald to local governments.

-. Florida traditionally has allocated more than half of its General Revenue
budget for aid to local governments for the operation of schools and to help
meet other needs. At my request, the 1972 Legislature also authorized a state
revenue sharing program to provide additional funds for local governments and
lump sum distribution on a more logical basis.
.- It Is-my hope that an amendment to allow state coordination of local funds
can be considered in addition to the correction proposed in the method of deter-
mining the distribution for each state.

Although Federal revenue sharing is essential In the restoration of mutually
beneficial relationships between the Federal government, the several states,
and their respective instrumentalities of local government, improvements are
necessary to cure the faults in these important areas.

By copy of this letter, I am advising the Florida Congressional delegation
and the National Governor's Conference of my concerns and asking that they
support the changes needed to provide a more equitable revenue sharing mea-
sure.

Sincerely,
REUBIN O'D. ASKEW,

Gorcrnor.

STATEMENT OF HON. WENDELL R. ANDERSON, GOVERNOR OF THE STATE OF MINNESOTA

Minnesota needs Federal Revenue Sharing. Minne-ota needs revenue sharing
for local and state government, not because it has I'een doing a had Job In tax
and fiscal policy, but because it has been doing a good Job.

Over the past few years, Minnesota has undertaken an extensive reform of
its tax structure. This year's Advisory Commission on Intergovernmental Re-
lation's report said, "A cluster of highly innovative 1971 Minnesota actions com-
bined to produce the outstanding fiscal case study of the year. The Minnesota
legislature and the governor Joined to rewrite the book on State fiscal policy to-
ward local government." The article was entitled "The Minnesota Miracle."

Minnesota has accomplished the following reforms:
1. The state support of education from non-property taxes has Increvsed

from 43% in 1970-71 to anm estimated 70% for the coming school year, 1972-78.
The formula for school support has been drastically reformed to achieve equali-
zation in school expenditures and local school tax rates. The average school
property tax fell over 20%.
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2. Massve state aid to local government began in 1968 and was increased 3001o
In 1971. The state now distributes to local non-school units of government $26
per capita of unrestricted state funds. This aid rises automatically to $28 per
capita In 1972. The formula of aid is adjusted to reward those units who need
the aid the most. To illustrate the magnitude of this aid, the City of Minneapolis
receives approximately $16 million this year. This compares with the $4.S
million to be provided in H.R. 14370. In addition, another $10 million Is distri-
buted to local government from shared taxes.

3. The inequitable personal property tax has been abolished.
4. The state began in 1968 to pay 35% of the property tax bill of every home-

owner, up to a $250 maximum.
5. To insure equity to renters, the state gives renters an income tax credit

of up to $90.
6. Senior Citizens with an income below $5,000 have a special tax credit

whereby the state pays a portion of their property tax. The payment ranges
from 90% to 10% of their property tax, depending on their income and their
property tax.

- 7. The Minnesota sales tax completely exempts food, clothing, and all medi-
cines in order to blunt the regressivity of this consumption tax.

8. Of the state's $2.9 billion biennial budget, more than 60% is directly re-
turned to local schools or municipalities as aid.

9. The average property tax fell 11.5% in Minnesota from 1971 to 1972 as a
result of the restructured state tax program. Minnesota may well be the only
state where property taxes decreased overall.

10. To avoid the bulkanization of the state tax structure, the state outlawed
local sales and income taxes.

In a preceptive comment, Frank Trippet, iii The Stute8: United They Fell,
said this of state taxation in general, "To ascertain the purpose of the state
legislature's fiscal behavior It Is necessary to recall the true constituency it
serves. This is not the people. The legislature's true constituency (with the in-
frequent exception when a single strong leader becomes its true constituency)
is composed of that loosely coalesced community of commercial interests enu-
merated previously, the corporate community of industry, finance, and busines,-
banking, realty, insurance, trucking, rails, liquor, mining (coal and minerals),
fuel (oil and gas), sometimes gambling (horses, dogs, jai-alal), lower (gas and
electric utilities), and farming (when it takes on a corporate personality as in
the Florida citrus industry).

"It is this true constituency that the legislature protects with its celebrations
of thrift. It protects the true constituency from carrying a reasonable share of
the tax load. Anyone acquainted with the promotional literature published by
the states to attract industry will be aware that they invariably boast of the
light tax burden carried by business and commerce in the state. In addition,
certain states offer specific tax forgiveness to incoming businesses. Truth is a
rarity in some fields of promotion, but in this the states do not lie; an abundance
of scholarly expert research exists as solid corroboration. It is a truism that the
history of state taxation is a history of regressive direct personal consumer taxes
combined with only slightly progressive income taxes; a persistent reluctance
to tax business and Industry has been part of that history. It will be useful to
keep this commonplace in mind along the way to some deeper understanding
of the legislative nature."

Historically, the Legislature and governers in Minnesota have relied on the
state income tax and a moderate sales tax exempting food, clothes, and medicines.
This policy, coupled with the falling property tax, has avoided the worst features
that mar the tax structures of many states.

However, reform is not without its problems. The pressures on local property
taxes remain and threaten the successes of the fiscal program. The high state
income tax is Invidiously compared to states without an Income tax and used to
attack the reform program by the Interests who oppose progressive taxation.
The state's tax resources are sorely strained by Its need to both maintain its
aid to local schools and municipalities at adequate levels and to fund state
programs of pollution control and penal decentralization and reform.

P, To maintain and to perfect Minnesota's tax reforms, we need revenue sharing.
Minnesota's local governments need it to meet their pressing needs In law en-
forcement and pollution control, and to hold the property tax in check. Minne-
sota state government needs It to maintain its fiscal reforms without Increasing
the state's already large tax efforts.
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In a short run sense, Minnesota state also needs revenue sharing. State tax
collections for the fiscal year just ended are $91 million short of those anticipated
by the 1971 Legislature. The estimates are short principally because of federal
actions. The national government's wage and price controls, particularly the
Phase I freeze, drastically cut into the anticipated growth in wages and prices.
The effect was a cut in anticipated income and sales tax revenue. It is rather
ironic that slowing Inflation presents a fiscal problem to the state. State expendi-
tures are also substantially below estimates and revenue fcr the current year
may meet estimates, but the entire $91 million loss will not be made up by
these factors.

I am aware that amendments have been submitted to H.R. 14370 which will
reduce or abolish the tax reform incentive of the bill. Minnesotans were ex-
tremely pleased by the provisions of H.R. 14370 which offered incentives to
reform the generally poor state tax structures. To now see this incentive removed
is a rebuff and affront to those who have succeeded in state tax reform, as
has Minnesota, and is a crushing blow to those states which are still seeking
tax reform. I do not believe any fair-minded person can sincerely defend the
tax structures of states who lack income taxes, who rely on regressive sales
taxes and on the most obnoxious tax of all, the property tax.

I can understand that Senators from these states have a legitimate concern
that their states are not left out of revenue sharing. However, H.R. 14370 as
passed by the House does guarantee them their due. Only one-half of the state
share of H.R. 14370 is based on state personal income tax effort, and even here
a minimum 1/2% of the state federal personal income tax liability is guaranteed.

I ask that the proposed amendments to weaken the tax reform incentive of
H.R. 14370 be defeated and the bill approved.

Senator BYRD (now- presiding). Gentlemen, first I want to apolo-
gize to this distinguished group for the many interruptions this
morning. The Senate is a rather unpredictable place, I might say. But
we appreciate very much all of you coming here today and I think it
has been tremendously helpful.

I have kept an open mind on this question. I realize the problems
which all of you face. I served 18 years in the Virginia Senate, on the
finance committee all of that time, so I know the problems involved
with finances.

I think the record should show another side of this picture and I
want to emphasize that I am not arguing against the proposal which
you favor, but I am concerned about the Wederal financial picture.

I want to say frankly, that most of my colleagues do not share this
deep concern, so what I am saying is not representative, I do not think,
of the entire Senate. But when we consider that. the Federal Govern-
ment ran a Federal funds deficit of $30 billion in 1971, a $32 billion
Federal deficit in 1972, and the prediction is for $38 billion in this
current fiscal year-in my judgment, it will run around $45 billion.
But taking the administration's own figures that is a $100 billion deficit
in 3 years that the Federal Government will be running.

The interest, on the national debt is now $22.7 billion. Or another
way of saying it is that of every personal and corporate income tax
dollar paid into the Federal Government, 17 cents goes to pay just
the interest on time debt. That is why I have had deep concern as to
whether I could support this revenue-sharing proposal.

I made no decision on it but I want to state frankly the concerns
that I have in that regard.

Another aspect. of it that. concerns me was brought out by the dis-
tinguished Governor of New llampshire, and the distinguished Gov-
ernor of South Dakota in regard to forcing States to go to an income
tax. I personally favor an income tax. I think it is the fairest form of
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all taxation. I think the Federal graduated income tax is about the
fairest tax that you can get. I do not like some of the rates but the tax
itself, I think, is a fair tax. Virginia has an income tax. But when we
start forcing the States to conform to what we in Washington want
done, then I question whether in the long run that is a very healthy
proposition.

Senator Bennett mentioned another amendment that he might pro-
pose, and which I probably would support, in regard to social services,
but again we are dictating to the States from W ashinigton and that is
a concern I have in regard to this proposal.

I would like to ask Governor Hall a question in regard to his state-
ment. I notice that in your prepared remarks you say, "We embrace
the work-fare concept as developed by the Senate Finance Committee."
Is this an editorial "we" Or are you speaking for the C Wernors?

Governor HALL. No. We have at least 15 enterprises in our State.
We are raising hothouse tomatoes, we are making charcoal and we
are selling it to supermarkets across the country. We are selling black-
jack oak across the country. It does not burn very well at home but
it is burning well out there in California. These are specifics. We have
about 70 or 80 families involved in those enterprises and they are
situations which are earning a profit and taking themselves over. That
is what we consider work-fare to be and that is why we say we embrace
the concept because we have tried it at the local level and we think it
works.

Senator BYRD. As I understand it, you approve the work-fare pro-
posals as developed by the Senate.

Governor HALL. Yes, by the staff report on June 13. That is the one
I read and wrote this in response to that.

Senator -BYU). I notice in your prepared statement you say, "In
reviewing the House passed version of 1I.R. 1, my advisers and I see
little fiscal relief. Instead, we would expect an increase in cost to the
States."

Governor HALL. We are apprehensive about that, Senator. We think
instead of helping us, the level of oui funding is going to be raised to
meet the necessary social services . In fact, it will strap us more.
That is our feeling.

Senator BYRD. So you do not favor 11.R. 1 as passed by the House I
Governor HALL. Let us say, as 1 understand it, I do not favor it.

We do not consider ourselves experts but as we read it and understand
it, we do not favor that particular version.

Senator BYRD. And you would prefer, as between the two, the work-
fare with the proposals developed by the committee?

Governor hALL. Yes, sir; with the C. & W. underlined.
Senator Ilro). Thank you. I un(lerstad you have another engage-

memt. I (10 not want to detain you longer.
GovernMr MANDL. Seiator, may I just say, since you are coming

to a close, I think all of the Governors here today have the same fear,
the same feeling that you do, about the Federal situation. We are just
as concerned about the Federal fiscal picture as you are because it does
have a direct relationship to our situation in our States.

For example, the impondle( funds that the States are entitled to
and are not receiving because they are impounded because of the fiscal
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situation of the Federal Government. We are concerned about it. But
in this program that money is in the budget. It has been already in-
cluded, I think, in the figures that you mentioned. We need it desper-
ately because of the situation that we are in. So that we are fully cogni-
zant of the Federal situation and we are just as concerned and I think
I can say that for all the Governors.

We would like to have a balanced budget in the Federal Government
because then we would be able to operate more efficiently at the local
level. We would know what we are cretting when we et it and we
could plan for the future and we would like to see a Fexleral Govern-
ment with the balanced budget. But the situation right now is so des-
perate that we ned this relief immediately. We are in trouble and I
cannot say that to emphatically. Unless something is done and done
quickly-

Senator BYRD. I think the States would be helped and the individual
citizens would be helped if the Federal Government, as you suggest,
would get itself into a balanced budget situation. Unfortunately, we
are going the opposite way pretty fast. We are accelerating our de-
ficits. There has never been a 3-year period in the history of this
Nation, with the exception of when we were involved in a life and
death struggle in a World War II, fighting in both the Pacific and
Europe, that we have ever had such deficits as we have had the past
2 years and this current fiscal year, which as I say, in that 3-year period
$100 billion.

I believe that there is no State in the Union in as bad shape finan-
cially as is the Federal Government.

Governor MANDEL. Governor Rockefeller would like to respond to
that.

Governor ROCKEFELLER. Senator Hartke made a very important
point; namely, that those who spend the money should raise it, and
States and local governments have been raising money by new taxes
across the Nation.

Now, he also made the point that there is a tremendous Federal
deficit, and I think in all honesty, Senator, we have to say you have
got a Iederal deficit because you cut the taxes. I opposed the tax cut
by the Federal Government, tried to get the President to veto the bill
because I do not see how you could avoid the situation you are in when
you keep cutting taxes.

Maybe we have to apply the concept that those, who spend the money
should raise the taxes in Congress as well and say you should not cut
taxes if you are going to spend the money.

Senator BYRD. I agree with you, Governor Rockefeller, and I admit
that I am an unorthodox'politician. But I voted against the proposal
to reduce taxes. It did not seem at all logical for the Federal Govern-
ment in December to cut taxes by $15 billion when we were running
a deficit of $30 billion.

Governor MANDEL. And at the same time say we cannot help the
States with the revenue-sharing bill because we did this.

Senator BYRi). That is right. That is a good point you made, and
every (lay that goes on, I am glad I voted against that bill.

Governor ROCKEFELLER. Jood for you.
Senator BYRD. To reduce taxes by $15 billion when we are running

these huge deficits is not sound fiscally. I want to say I do not believe
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there is any State in the Union-and if there is and you have the
figures, I would like to get them-in as bad a shape financially as is
the Federal Government.

I yield to the distin uished Senator from Wyoming.
Senator t.NSEN. hankk you. I have nothing further to say. The

Governors have made a significant contribution. I am aware of the
fact you have a luncheon schedule this noon hour. I think you have
made a good contribution to the ramifications of this revenue-sharing
program. Thank you.

Governor MANDEL. Thank you very much.
Senator BYRD. The next witness is the Honorable Rafael Hernandez,

president of the Senate, San Juan, Puerto Rico.

STATEMENT OF HON. RAFAEL HERNANDEZ-COLON, PRESIDENT OF
THE SENATE, COMMONWEALTH OF PUERTO RICO

Mr. HERNANDEZ-COLON. Mr. Chairman and members of the commit-
tee, it is a pleasure for me to have the opportunity to appear before
you to testify with respect to the State and Local Fiscal Assistance Act
of 1972.

This act is probably the most important single piece of legislation in
the area of fiscal assistance to be approved by the House of Repre-
sentatives and to come to the attention of the Senate in many years.
It is, therefore, a matter of utmost concern to myself and to many
other U.S. citizens from Puerto Rico that the provisions of title I of
this act, as approved by the House, be applicable to the 50 States of
the Union and the District of Columbia, but not to the Commonwealth
of Puerto Rico and other non-State jurisdictions under the U.S. flag.

To the best of my knowledge, the question of whether these provi-
sions should be extended to Puerto Rico or to other non-State juris-
dictions was never considered in the House of Representatives. As re-
cently revealed, the government of the Commonwealth of Puerto Rico
chose not to press the matter because of its belief that, since the Fed-
eral Government receives very little revenue from Puerto Rico, the
Commonwealth had no right to participate in a Federal revenue-shar-
ing program.

Fail to find any merit in this position. Although tie State and
Local Fiscal Assistance Act is commonly referred to as the revenue-
sharing bill, the two Federal assistance programs provided for in title
I of this act definitely do not correspond to the generally accepted
concept of revenue sharing such as embodied in the original adminis-
tration proposal, whereby a given percent of Federal tax collections
in each State would be returned to the State. These two programs are
revenue-sharing measures only in the sense that any program for the
transfer of funds from the Federal to the State and/or local govern-
ments-that is, any Federal fiscal assistance prograln-represents a
sharing of Federal revenue. Pueito Rico participates on an equal basis
with the States in most Federal assistance programs-certainly, in
nearly all of those initiated in recent years--and there is nothing in
the two programs provided for in this act to justify that they be an
exception.

On the other hand, to deny the citizens of the Unitel States who
are residents of Puerto Rico the benefits of the programs provided for

61-395 0 - 73 - 12
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in title I of the State and Local Fiscal Assistance Act of 1972 is, in my
opinion, a gross injustice. I urge this conunittee to correct this wrong.
There are compelling considerations in support of this plea

First, the Commonwealth and local governments in Puerto RicQ face
financial problems which are considerably more acute than those con-
fronted by their counterparts in the States. This is very clearly shown
by the data presented in the table attached to the printed copy of my
testimony. Our per capita personal ilncoie is still less than 60 percent
of that for the poorest State in the Union, Mississippi. For this reason,
our per capita tax collections, despite a fairly strenuous tax effort, is
about half the average for the States and noticeably below those for
the State with the lowest per capital collection figure, South Carolina.
This, combined with the fact that Federal transfer payments to Puerto
Rico are below the average for the States, results in our having very
limited revenues. In fiscal 1969, the latest year for which financial data
for the States is available, our per capital State and local general reve-
nues amounted to only 57 percent of the average for the States, and to
81 percent of those for the State with the lowest per capita general
revenues, North Carolina.

Limited revenues mean limited expenditures. In fiscal 1969, our per
capita State and local general expenditures were 61 percent of the av-
erage for the States and even below that for the State with the lowest
per capita expenditures figure, South Carolina. Our per capita expen-
ditures for education, health, and other basic government services were
also well below the average per capita expenditure for the States and,
in many cases, below those for the liStates which spent the least for each
of these services.

I must stress that we face particularly urgent problems in the areas
designated as critical in the local government high priority assistance
program created under title I of this act. Industrialization, sizable mi-
gration from rural to urban areas with the consequent rapid growth of
cities and population growth in an area which is 14 times more densely
populated than the States, have created severe stresses in the realm of
environmental protection, urban transportation, and public protection.
Indeed, residents of Puerto Rico have not been spared from the prob-
lems which are faced by their fellow citizens in the States.

A second consideration in support of my plea for the extension to
Puerto Rico of the provisions of title I of the Fiscal Assistance Act of
1972 is that the citizens of the United States are entitled under the
Constitution to equal protection under the law, regardless of where
under the U.S. flag they may live. To make the benefits flowing from
title I of this act available to residents of States and not to residents of
Puerto Rico and other non-State jurisdictions, is to deny equal 'pro-
tection to the latter. Such treatment amounts to discriminating among
U.S. citizens solely on the basis of place of residence. I submit this is
an arbitrary and unreasonable ground for determining who shall and
who shall not receive these benefits. This committee and the Senate of
the United States cannot permit this injustice to prevail.

Third, excluding Puerto Rico from the State and Local Fiscal As-
sistance Act will have an amplified adverse effect on the Common-
wealth's opportunities to obtain additional Federal assistance in the
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next 5 years. The magnitude of the funds required to implement this
act, $5.3 billion annually for the next 5 years, is such that it will con-
siderably reduce the resources available to fund new Federal aid pro-
grams or expand existing ones during this period.

If the act is made into law and Puerto Rico is left out, the Common-
wealth will not only fail to participate in these funds, but its chances
to make up for this loss by increased participation in other Federal as-
sistance programs, either'already established or newly created, will be
greatly reduced.

To sum up, I urge the distinguished members of this committee to
correct a very serious flaw in the Fiscal Assistance Act of 1972, by ex-
tending the provisions of title I of this act to the Commonwealth of
Puerto Rico and to other non-State jurisdictions under the U.S. flag.

.There are powerful considerations to do so in the case of Puerto Rico;
4,and, I believe, they would also hold valid for the other jurisdictions

is well. First, Commonwealth and local government in Puerto Rico
face financial difficulties which are even more acute than those con-
fronted by their counterparts in the mainland. Sec )nd, granting bene-
fits to U.S. citizens living in the States and denying those same bene-
fits to other U.S. citizens, just because they live in other jurisdictions
under the U.S. flag, is evidently unjust and represents a gross violation
of the latter's constitutional right to equal protection under the law.
And third, approval of this act, without extending the provisions of
title I to Puerto Rico will have an amplified adverse effect on the Com-
monwealth's changes to obtain additional Federal assistance in the
next 5 years.

Thank you.
(A table attached to Mr. Hernandez-Colon's prepared statement

follows:)
PER CAPITA STATE AND LOCAL GOVERNMENT FINANCIAL DATA, PUERTO RICO AND THE STATES, FISCAL

YEAR 1969

Puerto
Rico as

Puerto a percent
Rico as of State

a percent with
Puerto State's of State's lowest

Rico average State with lowest figure average figure

General revenues:
Total ........................ $322 $567 $398 (North Carolina) .............. 57 81

Taxes, charges, and 241 473 $292 (South Carolina) .............. 51 82
miscellaneous revenues.

Federal fiscal assistance. -- 81 95 $62 (New Jersey) .................. 85 130

General expenditures:
Total ........................ 350 578 $380 (South Carolina) .............. 16 92

Education---------------.. 95 234 $174 (miscellaneous)--------------.41 55
Public welfare ............ 128 60 $20 ( dian, South Carolina) ...... 47 140
Health and hospitals ....... 366 42 $19 (South Dakota) ............... 157 347
Highways ................ 14 76 $44 (South Carolina) .............. 18 32

Personal income .................. 1, 285 3,680 $2,192 (Mississippi) ................ 35 57

I In fiscal 1969, $24,700,000 were paid to 89,500 cases for an annual average payment of ?76 per case.
o 2State and local government health services care for the 66 percent of the population which is ifi medically

indigent"

Source: Pueruto Rico-Commonwealth of Puerto Rico Bureau of the Budget, Planning Board; United States-Advisory
Commission on Intergovernmental Relations, "State-Local Finances and Suggested Legislation," Washington, D.C.,
December 1970, pp. 34, 35.
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Senator BYRD. I thank you, Mr. President. I would like to say I
have been to Puerto Rico several times, and it is a very attractive place,
and I want to go back there when the weather gets a little colder here.
What do you regard as the best season for one to visit Puerto Rico?

Mr. HERNIANDEZ-COLON. I think January or February or March are
the best months, and we would love to have you down there, Senator.
Senator BYRD. Thank you.
Mr. HERNANDEZ-COLON. Ve hope that we can greet you personally.
Senator BYRD. Thank you very much.
Senator Hansen?
Senator HA.SE,. No questions, Mr. Chairman.
Senator BYnD. Thank you.
The next witness will be the Honorable Benjamin Cole, president. of

the Puerto Rican Mayors' Association.

STATEMENT OF HON. BENJAMIN COLE, MAYOR OF THE MUNICI-
PALITY OF MAYAGUEZ, PUERTO RICO, AND PRESIDENT OF THE
PUERTO RICAN MAYORS' ASSOCIATION

Mr. Cotr. Mr. Chairman, distinguished members of the Committee,
I bring to you the warmest and deepest greetings of the members of the
Puerto Rican Mayors' Association, that I preside over.

It is indeed a great privilege and honor for us to have this opportu-
nity to express our views about. this important. matter and legislation in
which we have built hopes and expectations in our efforts to improve
the living conditions of our citizenry. Categorically and unequivocally,
provisions must be made in this legislation to provide direct financial
assistance to all the municipalities of the Commonwealth of Puerto
Rico.

Mr. Chairman, adjusting local governments to present needs and
realities is a very complex problem facing American urban cities
today. The 20th century has brought many changes in the growth and
composition of our populations, their needs, and our local resources.
The Commonwfealth municipalities have not been an exception to these
new trends and urban developments.

Our Commonwealth is presently involved in a two-prong process of
growth and development, one which is changing our largest cities, in
addition to San Juan, into urban centers, and some of them, such as
Mayagitez, Ponce. qnd Arecibo in the heart of metropolitan areas. And
second, one whicn is changing the remaining municipalities of our
Commonwealth, primarily, into "cells of a complex of public and
private nonagricultural income and tax producing institutions."

However, this islandwide growth and development has created a se-
ries of very complex socioeconomic and community problems which are
difficult in proportion to our population growth, their needs, and the
lack of adequate public resources at the municipal government level.
The needs and demands of our citizenry for more and better municipal
services and facilities have increased considerably, while the financial
capacity of our municipalities has not grown at par with those needs
and demands. This financial deficiency is more significant in Puerto
Rico than in the mainland,!due to the fact that in the Commonwealth,
our municipalities are receiving only about 4-percent return on the
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Commonwealth net income, while in the mainland, the municipalities
are receiving about an 18-percent return.

Our municipalities are needing financial assistance now to provide
adequate environmental protection, public transportation, andpublic
safety services, with a job-creating programmatic design geared to
fight the persistent high rate of unemployment besetting our munici-
Palities and to increase and improve municipal services.

This population and industrial growth and transformation requires
new and modern sanitation techniques and equipment to serve our
growing "suburban dormitory communities"; the disposal of solid
waste; the construction of storm and sanitary sewer facilities; the
pavement of streets and the extension of municipal waterlines; the in-
stallation of waste treatment facilities and the installation of sewage-

Areatment plants; public protection such as the guarding of public
buildings, parks, hospitals, markets, and cemeteries; to provide mas-
sive free transportation to our schoolchildren so that private transpor-
tation can provide more and better transportation services to the pub-
lic, depending on public transportation.

Three out of every five Puerto Ricans who have migrated to the
mainland seeking employment and better housing opportunities in
their efforts to raise the standards of living of their families have come
from the southwestern region of Puerto Rico. The living conditions of
those who migrated have been dramatically painted during hearings
conducted by a House and a Senate subcommittee in the so-called
Puerto Rican ghettos in the mainland. Their findings show a high
degree of State dependency.

he living conditions of many of our residents in our rural areas
have been drastically painted also by a study conducted by the House
Agriculture Committee in 198 isolated communities in 61 of our muni-
cipalities, which shows people subsisting on less than $200 yearly in-
come. The majority of our "structural unemployed" in our urban areas
are also composed by these peasants who have migrated to our inner
cities looking for better opportunities for their families.
I Mr. Chairman, ladies and gentlemen, in my presentation I hlave

spoken and recommended direct financial assistance by the Fedelul
Government to our municipalities under this revenue-sharing plan.
This recommendation, I hope, will be taken strongly into considera-
tion by this honorable committee. It is based on the experience of a
man who has been a State legislator, a municipal auditor, a U.S. post-
master, a mayor, and the president of a conglomeration of mayors;
and as such, I am totally convinced that a program of taiis nature will
not work having the State administrative structure to play tfhe role
of an intermediary between the Federal Government and the local
governments. Specially, in the Commonwealth where since many
services and Federal programs have been centralized in the hands of
the Governor, centralization has not worked.

Most urban planners, civic and political leaders have concurred that
decentralization of services and programs at the municipal level are

Jthe best end most adequate strategies to deal more effectively with the
Complex socioeconomic problems facing our urban cities today. This

is understandable. The mayors are the closest highest elected public
officiaIs with the most intimate knowledge of their problems, the most
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accessible to their citizenry and the one directly accountable to thecitizens of their municipalities.
Therefore, to meet tle challenge and needs of today and the future,

we must provide adequate and better municipal services and facili-
ties; we must reduce the prevalent distance that exist. between govern-
ment and its citizenry through participatory and relnsentative de-
mocracy; and we must create more decentralization of services and
programs at the 'local level geared to prevent further overlapping and
duplication of services, thus preventing the waste of I)ublic funds;
and we must improve our municipal delivery services system.

This, we believe, is the intention and can be done under the provi-
sions of H.R. 14370. For the reasons stated above, I urge the Senate to
include the Commonwealth of Puerto Rico as beneficiary of said bill.

Therefore, Mr. Chairman, we look for the intervention of this hon-
orable committee to ascertain that the Commonwealth of Puerto Rico
be included in this legislation and that said financial assistance be
granted directly to our municipalities. Thank you very much.

Senator BYRD. Thank you, Mayor Cole. I notice that you have
had quite a career as State legislator, municipal auditor, I .S. post-
master, mayor, and now you are in your present position in the-what
State were you in?

Mr. COLE. In Puerto Rico?
Senator BYRD. In what,--
Mayor COLE. Maya gez, 4 1/ years.
Senator BYRD. That is a very interesting and varied career you have

had.
Mayor COLE. Thank you.
Senator BYRD. Thank you for coming before the committee.
Mayor COLE. Thank you.
Senator BYRD. The next witness is Mr. Dwight Rettie, executive

director, National Recreation and Park Association.

STATEMENT OF DWIGHT F. RETTIE, EXECUTIVE DIRECTOR,
NATIONAL RECREATION AND PARK ASSOCIATION

Mr. REPTIE. Thank you, Mr. Chairman. My name is Dwiglt Rettie.
I am executive director okthe National Recreation and Park Associa-
tion. You have a copy of my full testimony, and I will not take this
opportunity to read it.
Senator BYRD. The text will be published in the record.
Mr. RETT1E. Thank you very nmch.
I would like, however, to just highlight three parts of that testimony

for the benefit of the committee.
In my remarks, I urge that recreation and park programs be added

to the list of high priorities programs that will qualify for Federal
assistance under this much-needed legislation. We make this recom-
mnendation mindful of the statement that there will be many kinds
of public programs at the local government. level that are also a high
priority in any given instance.. We recognize the fact that park and
recreationt programs have often been given a low priority rating in
many communities, but this has changed in recent years, in large part
in the wake of changing life styles, and in large part related to the
changes in our national picture for the work ethic.
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We recently completed a survey of some 47 cities of the United
States, all of whom are struggling with the same kind of financial
crisis you had described to the committee earlier in testimony this
morning.

But among the 47 cities, we heard great pleas for the needs for finan-
cial assistance, but only 66 cities have actually found it necessary even
under major financial constraints to actually cut back on national park
recreation facilities. This signals to us the recognition of the findings
of the Kerner Commission some years ago, made shortly after the 1967
riots.

Inadequate park programs caused major civic discontent which led
to those disasters. We urge that the committee restore to those park
and recreation programs necessary funds to keel) them running. We
suggest that there are other programs at fhe local level which would

<also need from time to time consideration by local officials to meet high
priority needs in any particular instance, and we would like to urge the
Senate to consider'language in this legislation which would permit
maximum flexibility to local officials to meet the real needs of their
local communities from time to time.

This would perhaps suggest some discretionary funds along
the Federal allocation to meet any kind of local needs as may develop,
such as the need to meet flood control needs or other kinds of needs in
the wake of natural disasters.

Mr. Chairman, we are very strongly in support of the idea behind
this legislation, which would recognize the almost universal deepening
of the financial plight of local governments. We can offer strong sup-
port for the use of the Federal income tax as a fair and equitable means
of increasing local resources. Although we are also mindful of the
sober realization that revenue sharing is not the long-term remedy for
local problems.

We appreciate the opportunity to appear before the committee this
morning.

Senator BYRD. Thank you very much.
(Mr. Rettie's prepared statement follows:)

PREPARED STATEMENT OF DWIoHT F. RETTiE, EXECUTIVE DIRECTOR OF THE NATIONAL
RECREATION AND PARK ASSOCIATION BEFORE THE SENATE FINANCE COMMITTEE
ON H.R. 14370 "STATE AND LOCAL FISCAL, ASSISTANCE ACT OF 1972"

Mr. Chairman, on behalf of the National Recreation and Park Association, I
would like to express our appreciation for the opportunity to appear before you
today.

My testimony today reflects the official position of the 17,000-member National
Recreation and Park Association-the principle organization representing park,
recreation, and leisure interests in the United States.

Mr. Chairman, we strongly support, in principal, revenue sharing that makes
use of the Federal Government's taxing authority and methods to return to local
governments some share of those revenues to meet the growing demands for
local government services.

Support for the idea of revenue sharing was adopted in 1970 by the National
Recreation and Park Association Board of Trustees, and was reaffirmed as
recently as last May. In addition, the Board and Commission Members Branch
of the Association, representing some 6,000 elected and appointed members of

opark and recreation boards and commissions throughout the United States have
also given their strong endorsement to the concept of revenue sharing.

Mr. Chairman, although we can enthusiastically support much that is con-
tained in H.R. 14370, we think it is deficient in one important respect. By exclud-
ing park and recreation programs and services from the list of "high-priority
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expenditures" under the operation and maintenance category of the legislation
(Sec. 102(a) (1)), the Congress would be failing to acknowledge the important
place park and recreation programs and services are now afforded at the local
government level.

Mr. Chairman, in spite of the fact that some still regard park and recreation
programs as frills and luxuries among public services, the fact is these services
represent public service programs vitally essential to the well-being of individuals
and communities. In a recent NRPA survey of park and recreation departments
in forty-seven major American cities, it was shown that alt!iough operating under
financial constraints which have led to cutbacks in a wide range of muncipal
services, a substantial majority of the local governments of the cities polled did
not, In fact, curtail park and recreation programs and services. This Is a clear
indication of the value and importance placed on park and recreation depart-
ments by most local governments.

Further support for revenue sharing which includes park and receation pro-
grams and services is noted in the following responses to our poll;

Thomas P. Allen, Jr., Deputy Director, Parks and Recreation, Wichita, Kansas:
"A revenue sharing program which addresses itself to parks and recreation, if
implemented, would help us very much ;"

James A. Bruce, Superintendent, Recreation and Park Board, Flint, Michigan:
"The city administration is now saying that if revenue sharing becomes a reality
this fall, parks and recreation needs will be at the head of the priority list ;"

Carl A. Nastri, Director, Parks and Recreation, New Haven, Connecticut:
"Revenue sharing appears to be our only salvation since tax revenue has reached
a saturation point;"

Dr. George T. Wilson. Assistant Silperintendent of Schools, Divilson of Munici-
pal Recreation and Adult Education, Milwaukee, Wisconsin: "Unless there Is
recognition by the federal government that municipal park and recreation depart-
ments, whose funds come largely from local property tax sources, can receive
supplemental funds, programs and services will come to a grinding halt ;"

John M. May, General Superintendent, Department of Parks and Recreation,
Detroit, Michigan: "Should revenue sharing fail to materialize, this City would
be in a catastrophic financial position. Some munipical functions would face
elimination or curtailment to an untenable level. Recreation could suffer im-
measurably. There could be the prospect of merely operating facilities, foregoing
all programming, and even closing facilities. In fact-going out of business."

This manifestation of local priorities should find expression in the legislation
before this committee, along with public safety, public transportation and envi-
ronmental protection. Like most municipal programs, park and recreation de-
partments have experienced increased demand for services and rising costs.
This demand has resulted from increased population, greater awareness of pub-
lic recreation offerings, more leisure time and a growing need for personal ful-
fillment stemming from repetitive jobs and dehumanized work environments;
and from the exhausting strains of trying to move and breath and find pleasure,
individual identity and self-worth in our society.

Hubert F. Stubbs, Director, Parks and Recreation, Columbus, Georgia, noted
in our poll, that "the use of park and recreation facilities has increased due to
the reduction in working hours in the labor market." Mel M'Gaha. Director,
Parks and Recreation, Shreveport, Louisiana, remarked that "As wise use of
leisure time increasees because of its abundant availability, our responsibilities
to-the general public are greatly increased. Revenue sharing that includes parks
and recreation-young and old and in-between-may be our only answer in the
future."

We are a Nation undergoing profound change, but we are only dimly aware
of the dimensions and implications of that change. What appears to be happening
is the conclusion of our participation in the industrial age, and the start of some
new, and yet undetermined. phase of social and economic organization.

We have built the world's first mass-affluent society, even if there are signifi-
cant numbers of our citizens still excluded from it. In the process of living in
affluence, we are no longer pre-occupied by having to obtain the essentials of
survival. As a consequence, we have come to question the values of the historic
work ethic that has so long afforded Americans their own sense of individual-
ity, their sense of personal achievement, and sense of belonging to a community
of other people who are working toward the same ends.

Young Americans. particularly, seem to feel a great sense of frustration that
an increasingly impersonal and dehumanized productive process is now the
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dominant force in our world of work. Each individual, both blue collar and white,
seems to be a part of an increasingly smaller fraction of the production process.
No longer can many people find the sense of achievement, the sense of personal
satisfaction, that we have so long depended upon to furnish the basis for Indi-
vidual well-being and collectively, the well-being of our communities.

The American of the 1970's enters the work force at a later age, works fewer
hours, retires earlier, and lives much longer-all contributing to an expanded
opportunity for the constructive use of his discretionary-sometimes called
leisure-time.

The malaise on many production lines, manifest In the labor unrest at Lords-
town, Ohio and, so dramatically embodied in a recent NBC White Paper called
"The Blue Collar Trap", portends a new awareness for Americans of the place
that they assign to their recreation and leisure pursuits.

We are only now on the brink, in the United States, in the development of
a "leisure ethic" comparable to our historic work ethic and complementing it
as a part of our national life and NRPA is helping to define that new leisure
ethic.

1 At present, our society has almost no way of really dealing with this reality.
We have been culturally Conditioned to the work ethic. As a consequence, there
are still too many people who regard park and recreation and leisure programs
as simply consumers of time and ways to divert people froi trouble or ways
to occupy them when they are not working.

How has the Federal Government met the challenge of increased demands for
leisure time opportunities? It has typically responded to these people problems
with hardware solutions. Land acquisition and major capital development funds
are available to state and local governments on a 50% matching basis. These
programs, though welcome and important, tend to exacerbate local fiscal problems
by failing to provide the assistance needed to operate and maintain them. A
number of our members agree on the need for future operation and maintenance
funds. For Instance, Hans A. Thompson, Superintendent, Parks and Recreation,
Seattle, Washington notes:

"The City of Seattle voters In 1968 made a substantial commitment in the
form of a twelve-year Capital Improvement Program to increase open space,
develop park and recreation facilities, and preserve the good life of the Pacific
Northwest by providing for the citizens of future generations with the legacy
of parks and open space. This action was taken during a period of rapid economic
growth and optimistic projections for the future development of the Northwest.
That program is now in its fourth year of Implementation, and has caused growth
of the park and recreation system at an unprecedented rate. However, in 1969,
the economic turndown, heightened by Seattle's dependence upon the aerospace
industry and other factors caused an abrupt adjustment to the general tax
funds and other resources available for maintenance and operation of these
facilities. Additionally, nearly all Federal funds available were limited to those
for capital Improvements, land acquisition or development, and relied exclusively
on local resources for maintenance and operation.

"The situation has become so critical in Seattle that some basic tax reform is
needed, central to which is the necessity for Federal assistance in the mainte-
nance and operation of this system." H. S. Lewis, Executive Director, Park
Commission, Memphis, Tennessee notes: "Our maintenance, construction and
operation personnel complements have not kept pace with our recent area growth.
Therefore, we are not able to maintain or operate our facilities on the same level
as In the past."

And Douglas S. Tawney, Director, Department of Recreation and Parks, Balti-
more, Maryland notes: "The main problem we have to overcome is the great
availability of capital improvement money from state and federal grants with-
out supporting maintenance and operating money."

The legislation before this committee could go a long way toward alleviating
this situation. It can do so, however, only if Congress makes It clear in the
legislation that it is reflecting local priorities by Indicating a preference for
park and recreation concerns and designating them as "high-priority
expenditures."

,0We believe the language of the bill should be broadened to permit a somewhat
wider distribution of resources. If the local recipients feel another area of con-
cern is of as much or greater importance than those matters specifically desig-
nated "high-piority expenditures," it should be allowed the flexibility to apply
part of the local share to that other priority. This can be accomplished by desig-
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nating a specific percentage of each local share as "discretionary funds" for use
in any way the local recipient sees fit. For instance, a local community that just
suffered a devastating flood might see acquisition of land to prevent further
destruction as its most urgent priority.

We wish to call attention also to the special plight of the so-called "special pur-
pose district." While not a general unit of local government, this political entity
found In many states is performing valuable governmental functions. It would,
however, be excluded from participation in this legislation under current wording.
We suggest that some way be found, perhaps by urging cooperative ventures with
general units of local government, to include these special districts as eligible
recipients. If the true intent of the legislation is to aid state and local govern-
ments, special purpose districts, which are integral parts of many local govern-
ment systems, should not be overlooked.

The way is thus open to the Congress to pass legislation which literally could
begin a revolution for positive change in state and local government. As great as
its potential is, however, such legislation must not serve as an instrument to
unduly promote certain local programs, as worthy as they may be, while at the
same time throttling others of equal Importance to the well-being of our society.
Nationally designated priorities can and should carry great weight; to designate
those priorities is a portentious responsibility. We urge this committee, and the
Congress, to consider carefully those priorities and to give due consideration in
this legislation to the vital role played by our local departments of parks and
recreation.

Thank you again, Mr. Chairman, for the opportunity to appear before you. We
appreciate your courtesy.

Senator BYRD. If there are no further witnesses, the committee will
stand in adjournment until 10 o'clock tomorrow morning.

(Whereupon, at 12:55 p.m., the hearing was recessed, to reconvene
at 10 a.m., Friday, July 21, 1972.)



REVENUE SHARING

FFIDAY, JULY 21, 1972

U.S. SE-NATE,
COM31rITE TE oN FINANCE,

Washington, D.C.
The committee met, pursuant to recess, at 10:15 a.m., in room 221,

' New Senate Office Building, Senator Russell B. Iong (chairman)
presiding.

Present: Senators Long, Hartke, Bennett, Cutis, Jordan of Idaho,
Fannin, and Hansen.

The Cu1AR.1uM\A. The committee will come to order.
We are pleased to have with us two outstanding Members of the

U.S. Senate interested in this subject.
I believe that the two of you have an informal agreement as to which

will testify first.
Senator TOWER. I defer to Senator Brock.
The CHAIRM.3AN. Then on a motion from the Senator from Texas, we

ecog, nize the Senator from Tennessee to make his statement first.
We are pleased to hear from you, Senator Brock.

STATEMENT OF HON. BILL BROCK, A U.S. SENATOR FROM THE
STATE OF TENNESSEE

Senator BROCK. Thank you, Mr. Chairman. I would like, if I may,
to submit my statement for the record and then summarize briefly.

The CIIAIRM3A\N. We Will print it right at this point.
Senator BROCK. I very, very strongly support the concept of reve-

nue sharing, because I think it is a method by which we return the con-
trol of tax dollars to those f rom whence they originate, the taxpayers.

Though I do support the overall objective of this legislation, I have
reservations concerning one particular aspect of its provisions. Par-
tioularly, I am opposed to section 1'22 of the bill, which contains a
factor in the formula for the distribution of funds to State govern-
ments based on State and individual income tax collections. Out of this
provision, the amount available to the States for each entitlement
period is allocated under two formulas, one based on the relative indi-
vidual income tax collections of a State, called the income tax share,
and the other based on the relative total tax effort of the State, called
the combined tax effort share. This provision has as its purpose the
forcing of States to adopt individual income taxes or in the cases of
small existing income taxes, to greatly increase such taxes.
,- The constitution in my State of Tennessee prohibits personal income
taxes and I do not feel that the vast majority of the citizens of Ten-
nessee want a State income tax.

(179)
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Incidentally, that is something that is not subject to immediate cor-
rection. It takes us--well, the earliest possible time we could revise the
constitution of Tennessee under our time-phased amendment process
would be 1978. So we would suffer greatly under this bill as proposed.

Other States which have no personal income taxes include Florida,
Nevada, Texas, South Dakota, Washington, and Wyoming. Many
other States generate only a minor portion of their revenue from per-
sonal income taxes. It is my conviction that section 122 would be most
unfair to the citizens of most of these States.

It is not because my State would be penalized under this formula
that I oppose it. There are broader principles involved. In my own
opinion, the people of each State have the right to decide for them-
selves what State taxes they will impose upon themselves. These pro-
visions of the bill would abrogate that right and I think that is unfair
and unwise.

Several amendments have been offered to correct this deficiency.
Senators Gurney and Ribicoff have their proposal. The Senator from
Tennessee, Senator Baker, my colleague, as he testified on June 29 be-
fore you, has an amendment N\o. 1312 under which the formula would
be apportioned among the States on the basis of population modified
by tax effort. His amendment has the advantage, I would note, that it
would not add any additional amounts to those already appropriated
by the House-passed bill. nor would it alter in any way the amount of
funds distributed to the local governments or the formula for the dis-
tribution of such funds. I wholeheartedly endorse Senator's Baker's
amendment.

I think, Mr. Chairman, if I could just make one additional comment,
each State is different; each State has its own problems, its own unique
political, economic, social makeup, and it is this diversity which is the
strength of this Government; it is this diversity which the Constitu-
tion recognizes in the federal system and attempts to encourage. Now,
if the Federal Government is going to require every State to have, by
financial pressure such as the program has. to have the type of taxation
that the Federal Government wants, then we inhibit diversity, we try
to impose a conformity which is stifling in its nature and which is not
responsive to the needs of the States.

Yet the whole concept of our mission is to be responsive to the
State's needs within the State, to allow the States to establish their
own priorities and to design and develop their own programs in sup-
port of the citizenry of that State. So far as I am concerned, section
122 flies in the very face of what we are trying to do in revenue sharing
in terms of enhancing local options in the taxpayers' control of his
dollar and the taxpayer's control of his own life, his own affairs, and
his own community.

I am very grateful for the opportunity to testify in behalf of the
bill, but I am very much in opposition to tle tax formula.

The CHAIRM AN. Let me just submit one suggestion to you that
might help solve this problem about the income tax. In the inheritance
tax law, we permit a tax credit for a certain amount that is paid to
State governments. Most. States levy-in fact, I think every State
levies-at least that much in taxes. It works out to about 10 percent.
So they collect the 10 percent. Then the other 90 percent is generally
collected by the Federal Government.
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Now States are privileged to tax on inheritance more than 10 per-
cent. Most of them do not. It would seem to me, with that precedent
might, that it would be well for us to let the taxpayers have a credit,
say for about 5 percent of what he has paid in State and local income
taxe.

Now, if that were the case, I have no doubt that Tennessee, Texas,
other States would take advantage of the opportunity in due course
to amend their constitutions if need be or do whatever might be ap-
propriate to pick up that revenue where in the last analysis, it wou1d
not be costing the taxpayer anything because he gets thelax credit
to th a t e x te n t. V . .. - - ..

I mentioned that to the Governor of Tennessee, and while it was the
first time he had heard it his off-hand impression was that Tennessee

as no objection to that at all, it would be fine as far as they are
concerned.

Frankly, I think it would be doing Tennessee a big favor. It would
help you raise some money if you need to.Senator BROCK. Well 'we certainly need to raise money, but I don't
think that is the way. here is the problem with that. I don't say it
would create any financial stringency for Tennessee, except between
1972 and 1978, we are not allowed to change our constitution. So for
6 years, Tennessee gets the short end of the stick again and I do not
think that is right. It seems to me if you are going to have something
like that, then give us 6 years in your law to let us meet our
constitutional requirements.

The CTAIRMAN. Well, you could have 6 years, Senator. You could
have a hundred years if you wanted to take that long, 200, and eternity.

Senator BROCK. But during those 6 years, the people of Tennessee
are penalized not by wlat they do but by what they are prohibited
from doing by their own State constitution.

The CHAIRMAN. Would you mind explaining to me why that would
be any more inappropriate than a Federal law that says you can have
a 10-percent tax credit against inheritance taxes?I Senator BROCK. It will not be inequitable in 1978, but it is inequita-
ble for those 6 years between now and then, because there is nothing
that allows us to change our constitution between now and 1978. That
is the next effective date on which we can change our constitution.

The CHAIRMAN. Please understand, Senator, it is all right with me
if you never change your constitution. I am simply saying if we did
it that way-to allow somebody a tax credit for a tax he paid to a
State--it would not cost Tennessee anything and if and when Tennes-
see wanted to levy an income tax, they could pick up that. It would cost
your taxpayers anything.

Senator BROCK. I do not know why Washington should give a darn
what kind of taxes Tennessee has. I think that is for my people to
decide on their own. And I do not think the formula of Washington
should be premised on saying "you must have that kind of tax or you
lose money." If we are going to have an incentive basis for tax effort,
then let's put it on the total tax collected in the State, all taxes. But

q M9's not tell Tennessee you have to have an income tax when we do
not want an income tax. That is for the people of our State to decide.

The CHA N. That is not what I am proposing, either.
Senator BROCK. That is what the House bill suggests.
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The CHAIRMAN. But I am not suggesting that.
Senator BROCK. Then we are not, as far apart as we started out.
The CHAIRMAN. I am just su ggesting solneting I thought you would

enthusiastically favor. I do wish you would think about it for awhile,
because you might think it is a good idea.

Senator BROCK. All right.
The CIIAIRMAN. Senator Bennett?
Senator BENNEr. Senator, Curtis?
Senator CuRrns. I want to make sure I understand this. How would

this hurt a State that has no income tax?
Senator BROCK. The formula as it is written in the House bill, sec-

tion 122, has 50 percent of the allocation based upon individual income
taxes in the State. It is called the income tax share.

Senator Cunms. By that, they are referring to the amount of income
taxes collected by the State?

Senator BROCK. Yes, sir: State income taxes only. Our constitution
prohibits it. Whereas New York would get $17.23 per capita, Ten-
ntessee would get $3.53. I submit, sir, that Tennesseeans are not all that
much more affluent than the State of New York. We need help.

Senator CtRwrrs. I think they figured that out, too.
Senator BROCK. Yes, they are very good at that.
Senator CuRTis. Is it your understanding of the House bill that for

a State, the more they tax and the more they spend, the more they will
get?

Senator BROCK. Yes, sir; there is no question about that. It is very
clear.

Senator CURTIS. Well, that is what I thought it was.
Senator BROCK. That is not exactly the kind of premise on which I

think we should base our federal support.
You know, if I may just submit for your consideration an alterna-

tive that has not been, as far as I know. discussed. In Canada, the
Federal Government allows a State (Province) to impose a surcharge
on the Federal income tax. There is only one tax collection system.
There is only one formula for depreciation, for capital gains, and all
the rest. There is one national law of income tax and the provinces
are allowed to add on to that tax if they see fit and the Government
computes and simply automatically collects it. The advantage of that
concept is that it makes it a legislative act, mandatory bWfore they
can impose that tax on those'people. That way, you are tying it in
with the legislative responsibility. It is not a 'ba'd way of doing it.

Senator Cunirs. The Nebraska income tax is a flat percentage on the
Federal income tax.

Senator BROCK. That is exactly what I am talking about.
Senator Curris. It used to be. 10 percent; now it is 13, I think.
Well, I have other questions about. this proposal, too, but I am dis-

turbed about this formula, that the more you tax and the more you
spend, the more you get.. I am afraid that the Governors are buying it
out of desperation.

Senator BROCK. One of the problems, Senator, with the way the
thing is designed now that in a State. with a higher per capita inconma
than mine, it really requires less effort for an individual in Ohio or
New York to pay a dollar in taxes than it does a person in my State,
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because our income is lower. Therefore, 1 cash dollar requires greater
effort on the part of my taxpayers than it does on someone with a
greater income. And that is not recognized the way the bill is drawn.

As a matter of fact, we are getting a double twist on it and as they
collect income taxes in New York, they are awarded because their
tax rates am high, their incomes are high, and the Federal Govern-
ment then is compounding the felony, compounding the disparity be-
tween my State and theirs. Now that, to me, just is not right.

Senator CuRTis. I think in my State, I wonder if there is a publica-
tion or a source to which a person could go and could ascertain the
total taxes paid in that State, because so many of our activities are
still locally run.

Senator BROCK. I think we could in my State., but that may just be a
,ittle difference.
- Senator CuRTs. Our school taxes in my State are primarily local
taxes; the State provides a small amount of school aid; otherwise, the
cost is borne locally.

The CHAIMA 2 . Senator Jordan?
Senator JoRDAN.. Thank you.
You make a good point, here, Senator, I have a book here, "State

Government Finance of 1971," put out by the U.S. Department of
Commerce. I looked up your State and it said in 1971, the per capita
income was $3,085. Does that sound about right?

Senator BROCK. Yes, sir.
Senator JORDAN. And your total State and local taxes were $331.55,

or about 14 percent.
Senator BROCK. That is right.
Senator JORDAN. Whereas New York, with a per capita income of

$4,769, taxes more dollarwise, $514.23, but at a lower percentage,
10-8/10 percent.

Senator BROCK. That is correct. That is really what I am talking
about. The people in my part of the country-all over the South, not
just Tennessee-are making an inordinate effort to pay for the educa-
tion of their children, to provide community services, but it is an in-
ordinate effort because our income base is lower. Ve do not have the
resource base on which to impose tax and the taxes we impose are tak-
ing a very high percentage of our people's income. We are doing the
best job we can and to penalize us, I think, because of that, would
be tragic.

Senator JORDAN. How could the formula be changed to make the
allocation more equitable?

Senator BROCK. Well, I personally feel that the most equitable allo-
cation would be one which combines simply a per capita formula with
one which recognized total tax effort-not just income tax, but every
tax we pay. This would allow us to design our own tax structure that
best suits "the needs of our own communities in our own States. That
figure of a total tax effort which you have in that publication, I think,
is a far better indication of the willingness of the people of my State
to meet their obligations to the community and to the job, than any

0iIcome tax you can devise.
Senator JoRN. You make a good point.
Thank you.
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The CHAIrMAN. Senator Hansen?
Senator HANSEN. Senator Brock because Wyoming and Texas find

themselves in the same situation that Tennessee is in, having no in-
come tax, it appears to me that there is great validity in your argu-
ment that the total tax effort is a better measure of the willingness
of people to support their own governmental effort than any other.
In Wyoming, we happen to levy, among other taxes, a sales tax. Some
States do not. I can find no reason to think that the income tax is
sacrosanct and we should ignore sales tax. I would not want to say
to any other State; "impose a sales tax." But I think your point simply
is valid in that all of these efforts, taken collectively, should be con-
sidered.

One other point you make that impresses me is that there ought to
be some way of calculating into the formula the ability of people to
make a tax contribution. I do not know how you go about trying to
measure that, but I think in States that are largely rurally oriented,
you would find per capita income less than it might be found in cities.
Maybe I am in error on that.

Senator BROCK. No. I think that is a fair evaluation.
Senator HANSEN. I embrace the concept of revenue sharing, but I

think we need to perfect better than has yet been done to date the
mechanics by which distribution can be arrived at through a formula-
tion of a plan that will see that we do not say to any State, "you are
going to be penalized because you have not been collecting an income
tax," or we will ignore the fact that another State does not collect a
sales tax or have an ad valorem tax.

We have an ad valorem tax in our State; it is a property tax. And
sometimes in the past, I know from personal observation, when a tax-
payer got through paying his real property taxes and his personal
property taxes, he did not owe any other tax obli.qation at all. He had
spent sometimes more than he received. He was all done He had taken
off the expenses and the other things along with it and he found him-
self in a negative.situation.

What is the situation in Tennessee? Do you have an ad valorem
tax, a tax levied on property?

Senator BROCK. Yes, we do. That is, I guess, the largest source of
revenue for local government primarily

Senator HANSF.N. This is the main source of revenue, or was, for the
support of schools in Wyoming until we took an ever larger share out
of our sales tax. I think'maybe now, the sales tax may be larger, but I
would guess in many counties, the ad valorem tax is by far the most
important single source of educational revenue.

Senator BROCK That is right I think the essence of what I am say-
ing is that there never has been and never will be a person in 'Washing-
ton who is as sensitive to or responsive to the needs of the people in
Wyoming or Tennessee as the collective wisdom of the political leader-
ship of that State and the State legislature. They are trying to do the
best they can for their own community and their own State. I think
we should leave them that privilege and recognize it, reward those who
have been making a fine effort, not penalize them.

The CnLR.%I%.N. Thank you very much.
(Senator Brock's statement follows:)
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PREPARED STATEMENT OF HON. BILL BROCK, A U.S. SENATOR FROM THE STATE OF
TENNESSEE

Mr. Chairman, I appreciate the opportunity to appear before your Committee
to testify on a subject of long-standing interest to me. As early as 1965, when I
was a member of the House of Representatives, I introduced H.R. 10696 embody-
ing the revenue sharing principle for education. I was later a sponsor of H.R.
308 in the 91st Congress which would allow the States to share in a percentage of
the revenue collected by the federal government and H.R. 13983 to provide for
general revenue sharing. On May 30 of this year, I joined my distinguished
colleague from Tennessee (Mr. Baker) and other senators in co-sponsoring the
State and Local Fiscal Assistance Act of 1972, S. 3651, the bill now being con-
sidered by your Commitee. I wish to commend my able colleague, Senator Baker,
for his action in placing the bill before the Senate and you, Mr. Chairman, for
so promptly calling these hearings.

One of the principal reasons that I have supported revenue sharing is that
it offers the American people their greatest opportunity to regain control of< heir government. Revenue sharing will reverse the flow of money to Washington
and return control of his tax dollar to the taxpayer. Local and State officials
elected by the people know far better than officials in Washington the areas of
greatest need. Local elected officials are responsive to the people and I feel that
it Is essential that Congress return to these officials the responsibility for spend-
ing the citizen's tax dollar.

State and local governments are facing an imminent financial crisis and are
in need of immediate relief. From 1965 to 1970 state and local expenditures
rose by 62 billion, an increase of approximately 70 percent. Indications are that
state and local spending will increase tremendously in the 70's. If a financial
crisis is to be averted, new sources of revenue must be found.

The problem is that the states and local governments rely heavily on property
and sales taxes, which do not respond quickly to rising income. Hence they can-
not meet rising expenditure levels without Initiating unpopular tax increases.
These sources of revenues are regressive; both tax the low income family more
heavily than the wealthy. They are to a large extent self-defeating.

In contrast, the federal government relies chiefly on corporate and individual
income taxes which, because of their progressive nature, automatically rise
more quickly than income. In addition, federal Income tax collection methods are
more efficient.

Thus, revenue sharing would utilize for the community the resource base of
the federal income tax. By sharing this resource with state and local govern-
mena, we will return to the people the power for decision and furnish local
communities needed revenue.

The State and Local Assistance Act of 1972, H.R. 14370, passed the House on
June 22 after extensive public hearings and consideration by the House Com-
mittee on Ways and Means. In brief, this bill and its companion bill In the
Senate, S. 3651, will provide payments to localities for high-priority expendi-
tures, will encourage the states to supplement their revenue sources, and will
authorize federal collection of state Individual income taxes.

Although I support the overall objectives of this legislation, I do have
reservations concerning some of its provisions.

Specifically. I tn opposed to section 122 of the bill which contains a factor
in the formula of distribution of funds to state governments based on state and
individual income tax collections. Under this provision the amount available to
the states for each entitlement period Is allocated under two formulas, one based
on the relative individual Income tax collections of a state (called the Income tax
share) and the other based on the relative total tax effort of a state (called the
combined tax effort share). This provision has as its purpose the forcing of states
to adopt individual Income taxes or in cases of small existing income taxes, to
greatly Increase such taxes. The Constitution of my state of Tennessee prohibits
personal income taxes and I do not feel that the vast majority of the citizens
of Tennessee want a state income tax. Other states which have no personal
income taxes include Florida, Nevada, Texas, South Dakota, Washington and

,Vyonflng. Many other states generate only a minor portion of their revenues
41froni personal income taxes. Section 12.2 would be most unfair to the citizens

of these states.
It is itot simply because my state would be penalized under this formula that

I oppose It. There are broader principles involved. The people of each state have

Si-395 0 - 72 - 13
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the right to decide for themselves what state taxes they will impose upon them-
selves. This provision of the bill would abrogate that right. Such action would
be most unfair and unwise.

Several amendments have been offered to correct this deficiency in the bill.
Senators Gurney and Ribicoff have authored an amendment which would distrib-
ute half of the total state appropriation on the basis of federal individual
income tax liabilities attributable to each state rather than upon state personal
income tax receipts. This is a much more fair approach than the one taken
In section 122 of the bill.

Personally, I prefer the approach offered by Senator Baker when he testified
before your Committee on June 29. As you will recall, under his amendment to
S. 3651 (No. 1312), the entire appropriation made by section 123 of the bill
would be apportioned among the states on the basis of population modified by
tax effort. His amendment has the advantage that it would not add any addi-
tional amounts to those already appropriated by the House-passed bill nor would
it alter in any way the amount of funds distributed to local governments or the
formula for the distribution of such funds. I wholeheartedly endorse Senator
Baker's amendment.

I have some reservations over the revenue sharing formula in S. 3651 under
which specific amounts are allocated for each fiscal year. A preferable arrange-
ment, and true revenue sharing, would provide for the return to the states of a
set percentage of the revenue collected under the federal Income tax. This was
th approach we took in the bills that provided for revenue sharing for education.

In conclusion, Mr. Chairman, I feel that revenue sharing with states and
local communities is desperately needed. With the modifications I have indicated
I could fully support a revenue sharing bill and I am hopeful that your Committee
and the full Senate will act before final adjournment of Congress.

The ChAIRMAN. Next we will hear from Senator John Tower, the
senior Senator from Texas.

STATEMENT OF HON. SOHN TOWER, A U.S. SENATOR FROM THE
STATE OF TEXAS

Senator TOWER. Mr. Chairman, I am pleased to be here to advocate
a major change in the House revenue sharing bill which I feel is essen-
tial if this major legislation-designed to return at least some govern-
mental power to the people at the State and local level-is not actually
to do the reverse and to coerce state action in an area that should
clearly be well within a State's jurisdictional prerogative.

That area is, of course, that of State taxation. The House revenue
sharing bill provides that of the $1.8 billion per year to be allocated
to State governments, $0.9 billion be distributed to the States essen-
tially on the basis of their relative State income tax collections. This
feature of the bill is designed to reward States with income taxes
and to create a substantial economic incentive for the 10 States with-
out income taxes to enact them. In my view, this incentive is almost a
Federal directive to the States to enact income taxes, because, the
needs of the States for money will tend inevitably to push them into
enacting income taxes in order to get the revenue sharing bonus, al-
though without the bonus they would prefer to keep their existing
tax structures.

My objection to this Federal pressure for the States to enact income
taxes is that. the power to structure State taxes is so inherent to the
concept of State sovereignty that any Federal interference in this
process, with certain Federal and interstate concerns excepted, should
be considered a most severe blow to the federalism which we have
attempted to preserve since our country's beginning. I have no argil-
ment with the establishment of Federal laws affecting the State taxa-
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tion of Federal property and instrumentalities or setting standards
in the area of taxation of citizens of other States, and the like-areas
which involve a clear common interest of U.S. citizens and are the type
of areas which were meant to be under Federal jurisdiction when the
various sovereign States formed a Union to manage their common
interests in 1789.

However, I do feel that because there is no more important aspect
of State sovereignty than the power to tax, any intrusion of the
Federal Government into the area of internal State taxation beyond
those limited instances mentioned would represent a serious infringe-
ment upon the integrity of State governments.

The offering of special financial incentives to States which structure
their tax systems according to a federally desired scheme is, to me,
undue hiterference with their sovereign independence. They should
not have to sacrifice their independence in taxation in order to receive
their fair share of Federal revenues which their own citizens helped to
produce.

Federalism and the maintenance of substantial State sovereignty is
important to the long-run welfare of our country and its citizens. It
is to everyone's advantage to have 50 independent governmental "labo-
ratories" functionhig uider our Federal Government, for they can
bring about the innovation and experimentation necessary to prevent
governmental concepts from growing stale and outdated, and they can
bring government much closer to the people than can the Federal Gov-
ernment. The power of a State to tax according to the wishes of its
citizens is the most important aspect of State government, and to over-
ride this vital and close link between the citizens of a State and their
State government with a federally preferred State tax structure is to
virtually close out State legislatures from their most important single
policy decision, and to relegate the will of State citizens to a remote
federalized relationship with their State tax system.

The independence of our State governments should be promoted,
not impaired, by Congress. It is always easy to throw problems to the
Federal Government when they crop up-it has the money, the bu-
reaucracy, the power of the commerce clause of the Constitution-it
seems always to be the easiest solution and the most politically reward-
ing one for Uncle Sam to take over the problem. But in this 40-year
nationalizing process, our State governments have been largely
stripped of their resources and their authority to deal with their prob-
lems. The whole purpose of revenue sharing is to try to reverse this
federalizing process and to give back some of that ' dependence Cer-
tainly this is an inappropriate, bill to be attempting to make the States
subservient to the will of Congress as regards their internal taxation
and at the same time to be trying to give back some of the resources
and independence which the Federal Government has usurped over
the past few decades. This is an ironic combination of purposes to say
the least.

I therefore urge the distinguished members of the Finance Com-
mittee to amend the House bill by removing the State income tax pro-
vision. In its place I would urge that the committee utilize the compan-
ion provision in the bill for allocating the other $0.9 billion in Statefunds, which is based on total State tax effort, whatever the nature of
the tax system which derived those revenues. This is the fairest means
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of allocating this Federal revenue to the States; it will encourage ade-
quate State taxation to meet State needs and therefore to reduce ulti-
mately State dependence on Federal grant programs, and yet will not
force any particular tax system upon the States.

Over the past few decades we have watched the States and the local
government units become extremely dependent on Congres for the
substantial catastrophe which we euphemistically call "grants-in-
aid"-which is something like heroin to an addict. Congress has
stripped these goveriunents of much of their feasible tax base with its
high income, estate, and excise taxes, so that they now have great diffi-
culty in pressing any further taxes on their citizens to pay for vitally
needed services, such as police, fire, sanitation, and so on. We need to
return some of these resources to the States through revenue sharing
and let them begin to solve their own problems. Within a short time I
would hope that Congress would actually begin to surrender some of
the tax base back to the States, so that even revenue sharing will no
longer be necessary.

I have long been a supporter of the revenue sharing concept. State
and local government officials in my State need this revenue for vital
local services. But without the deletion of the State income tax provi-
sion from the bill, I may well have to oppose the bill on the floor. It
very seriously violates the sovereignty of our State governments, as it
is now written, and it penalizes the citizens of a State like Texas for
choosing not to raise their revenue through income taxes. It gives rise
to an enormous discrepancy in benefits of the State-share allocation,
with first-ranked New York getting $17.23 per person, and next-to-
last-ranked Texas getting only $4.02 per person. These figures do not
include the local government share amounts. The extremes in these
benefits can and should be narrowed by eliminating the State income
tax incentive provision, and substituting for it the total tax effort
provision.

Using this tax formula to allot money to the States, we find that in the
lower level of per capita distribution under the bi'll-in other words,
40 to 51, the last level of the States-40 percent of those are in the last
third in per capita income.

Senator HANSEN. May I interrupt? You are including the District
of Columbia?

Senator ToWER. Yes, that makes 51 total. The average that would
be allocated per capita would be $8.73. Now, actually, there are only
16 States above that average and only one of those States is in the lower
one-third in terms of per capita income. That is he State of Montana.
So all of the States except the State of Montana that are in the lower
one-third in terms of per capita income will receive below the national
average. That strikes me as being singularly unfair. So I am hopeful
that the committee will correct what I consider to be ain inequity in the
House bill.

The CHAIRMAN. Thank you very much, Senator.
Any questions ?
Senator BENNErTT. Mr. Chairman, I have no questions. These two

oSenators 'have talked about the same problem and given us the same
information.

Senator TowxR. May I say I associate myself with Senator Brock's
testimony.
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Senator HANSEN. Senator Tower, your concluding point, I took it,
was that based upon need, only one of the 10 lowest per capita income
States-

Senator TowER. One of the lowest one-third.
Senator HANSEN. Would participate in the-
Senator TowEjL That is right, Montana is the only one that would

get above the U.S. average. They would get $9 and some-odd cents.
The average is $8.73. Every one of the lower one-third of all the States
in terms of per capita income would get below the national average-
all the rest of them.

Senator HA.sEN. I have no further questions for the Senator.
The CHAMMAN. Thank you very much, Senator Tower. We are al-

ways very pleased to have you before our committee and 'have your
suggestions.

Senator Towsv. Thank you, Mr. Chairman.
The CHAIRMAN. The next witness is Mr. Jerry Wurf, international

president of the American Federation of State, County, and Municipal
Employees, AFL-CIO.

Mr. Wurf, we are pleased to have you before our committee again.

STATEMENT OF JERRY WURF, INTERNATIONAL PRESIDENT,
AMERICAN FEDERATION OF STATE, COUNTY & MUNICIPAL EM-
PLOYEES, AFL-CIO, ACCOMPANIED BY PAUL MINARCHENKO,
DIRECTOR OF LEGISLATION; KEITH PROUTY, DIRECTOR, RE-
SEARCH DEPARTMENT; AND JAMES SAVARESE, PUBLIC FI-
NANCE ECONOMIST

M.r. W nUF. I am pleased to be here, Mr. Chairman.
Mr. Chairman, members of the committee, my name is Jerry Wurf.

I am president of the American Federation of State, County, and
Municipal Employees, AFL-CIO. Accompanying me this morning
are Paul Minarchenko, our director of legislation, Keith Prouty, direc-
tor of our research department, and James Savarese, our public finance
economist.

We very much appreciate this opportunity to appear before you
on a matter of vital importance to the more than 550,000 State and
local government employees who are members of our Union (we repre-
sent on a bargaining basis well over a million working public em-
ployees) the need for immediate Senate action on revenue sharing
legislation, specifically the improvement and adoption of the State
and Local Fiscal Assistance Act of 1972.

Let me add, Mr. Chairman, that we welcome your recognition of
the urgent need for this legislation-as indicated by these early hear-
ings--and your commitment to act on this bill. We sincerely hope that
it will be possible to report and pass this legislation in the next 4 weeks.

Our interest in the State and Local Fiscal Assistance Act is an in-
tegral part of our union's involvement in the level of performance,
and indeed, the very survival of State and local government. The cru-

IN. cial problem confronting State and local governments, in our judg-
ment, is the disparity between the mounting demand for public services
and the ability of these governments to finance them. Since the Federal
Government has come to dominate the most efficient and equitable
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revenue source-the progressive income tax-State and local govern-
ments have, tended to resort to sales and property taxes to fund the
bulk of their mpidly rising expenditures. As a result, State and local
tax structures are not only inequitable because of their regressive char-
acter, but also are ineffective revenue meohanisms because of their
sluggish rsponse to economic growth.

A key ingredient in any attempt to close the gap between lagging
tax yields and the delivery of public services where they are most
needed must be an effective system of Federal revenue sharing. In de-
termining the ultimate allocation pattern for Federal funds in a reve-
nue sharing program, two criteria must be considered: funds must be
allocated to those jurisdictions faced with the most serious fiscal diffi-
culties, and, at the same time, to those jurisdictions which have the
responsibility for providing major components of public services.
Our union strongly supported H.R. 14370 in the House of Repre-

sentatives, and we urge prompt Senate action on this importantlegislation...

fHowever, we recognize that this bill is not without fault. In fact,
we believe that the Senate must make a number of modifications in the
measure to insure the enactment and implementation of a more mean-
ingful program.

For example, the proposed allocation formula for distribution of
funds at the local level tends to overlook the needs criterion, while
diverting funds to high income suburbs which spend large sums--in
absolute terms-on selected public services. This bias-under the guise
of rewarding "tax effort"-has resulted in the rewarding of affluent
suburbs at the expense of hard-pressed central cities.

Further, since revenue sharing is, in part, a response to the archaic
nature of State and local tax systems, it, is essential that such a pro-
gram be used as a catalyst for State and local tax reform. Incentives
for change in the plesent highly regressive tax structures must be built
into any viable system of reverie sharing.

It is for these reasons that we advocate a number of amendments to
H.R. 14370. We believe that they will greatly improve and strengthen
this bill.

The statement, which we have filed for the record, contains a de-
tailed explanation of our position on these matters. In the brief time
available to me, I would like to highlight a few of the key points.

1. ALLOCATION TO LOCAl, UNITS OF GOVERNMENT

We support the allocation formula of TII.R. 14370 for targeting local
governments funds to those States in which needs are the most
pressing.

However, with regard to the distribution of funds both among
county areas and belowv the county level we urge that a modified ver-
sion of the alternative allocation method (formula B) now provided
for in H.R. 14370 be made the initial mandatory approach.

Specifically, formula 1B, as it now stands, calls for a weighting of
the straight population factor by per capita adjusted taxes. Although
this change is desirable, we urge that formula B be geared to per capita
adjusted expenditures (excluding education expenses), rather than
per capita adjusted taxes.



191

We believe that per capita expenditure is a more accurate reflection"
of need-the major criterion to which a revenue sharing program
should address itself. The use of taxes, instead of expenditures may,
in fact, merely represent the wealth of a community-while demon-
strating very little about the quality and type of public services being
provided in a given, jurisdiction.

The net effect of the change which we propose in the allocation for-
mula among counties and within each county would be an increase
in entitlement for major cities. This comes about because the relative
expenditure level of large urban areas-the best indication of the level
of public services required--is, in most instances, substantially greater
than expenditures in the rest of the State. Of course, in circumstances
where county governments have responsibility for providing a large
number of public services, they would receive a sizable portion of t he
revenue sharing funds under our proposal.

As a matter of equity we urge that this revised formula B be desig-
nated as the mandatory formula for allocation of funds both among
county areas and below the county level.

'2. LOCAL ENTITLEMENT GROWTH FACTOR

We urge the adoption of a growth factor of $600 million per year in
the funds allocated to local units of government. We encourage such
an amendment as being consistent with the initial ratio of approxi-
mately 2 to 1 between local and State entitlements, under the proposed
Federal revenue sharing program.

Such an increase of $600 million per year, represent ing han additional
cost of $2.4 billion would maintain the current emphasis of the bill
in aiding those Ju'isdictions which are in the most dire fiscal straits.
Unless the aid to local governments keeps pace with that given to
State governments, the needs criterion will be violated and, beyond
question, our major cities will suffer.

3. MAINTENANCE OF EFFORT AT TIlE LOCAL GOVERNMENT LEVEL

SWe urge that a proscription be written into section 103 of the bill

requiring that units of local government maintain their present level
of tax effort, measured on a per capita tax basis weighted by a con-
stant wealth factor, in order to preclude the substitution of Federal
funds for funds which would otherwise be raised by the local govern-
ment-thereby assuring that assistance under the bill augments the
present level of services'being provided.-

Further, we urge that the local units of government maintain their
present rate of spending in high priority categories as a percentage of
their total expenditures.

In recent months, many public officials have been confusing the idea
of tax reform with that of tax relief. Unfortunately, this confusion
has been compounded in the current debate regarding revenue shar-
ing. The sharing of Federal funds with State and local units of gov-
ernment has gained support because of the financial inability of cer-
tain governments to. provide decent level of public services for their
residents. It is a response on the part of the Federal Government, to
sup element the level of governmental services which poor jurisdictions
need, but cannot afford.
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Revenue sharing is not intended as a tax relief measure--its pur-
pose is not to reduce local tax effort, but rather to arrest the deterivrat-
ing. quality of life in many areas of the country-especially in our
major cities.

We are fully aware of the average taxpayer's plea for a more equi-
table sharing of the tax burden. We sympathize with this concern.
We feel that revenue sharing is an appropriate tool to effect reform in
our seriously outmoded State and local tax structures.

The inequalities built into these tax systems have been vividly
brought to public attention by two recent developments. First, the in-
ability of low-income jurisdictions to provide a decent level of educ4-
tion for their children has been finally recognized iii several important
judicial decisions, notably in the Serrano case in California. Second,
the fiscal crisis that has hit our major cities has resulted in cutbacks of
vitally needed public services which have affected virtually every
citizen.

Our prepared statement contains a full explanation of our views on
the need for States to reform their tax structures. Our point here is,
yery simply, that revenue sharing must serve as a catalyst in institut-
ing such reforms.

4. ALLOCATION OF STATE GOVERNMENT FUNDS

This section-l-sne of the crucial aspects of H.R. 14370. We urge its
revision along the following lines. WVe oppose the separation of the
State entitlement into two distinct allocations. Rather, since revenue
sharing has beebme necessary, in good measure, because of outmoded
State and local fiscal systems, the funds allocated to the States should
be based primarily on each one's willingness to adopt an equitable and
efficient structure for raising revenues.

Any State which refuses to alter the regressivity of its tax struc-
ture by relying on the current system of property, sales, and excise
taxes to finance public services should not be rewarded by a large share
of Federal funds. We urgO that States be given larger entitlements as
they effect restructuring of their tax systems, such as heavier reliance
onprogressive income taxes, the adoption of statewide property taxes,
and the use-of tax credits to offset some of the regressivity inherent
in general sales taxes.

K order to encourage these reforms in the State tax structures, 'we
urge that the initial State entitlement be based primarily on a State's-
willingness to adopt a quality personal income tax. Each State would
receive an amount equal to 15 percent of its State income tax collec-
tions-with no entitlement being permitted to exceed 6 percent of the
Federal income tax receipts of any State. A State which does not tax
income would receive 1 percent of the Federal income taxes collected
within the State,-This method of allocating $1.8 billion would remain
in effect for the 5-year duration of the program.

We further urge that the growth factor in the State entitlement of
$300 million per year be allocated on a three-part basis as follows:

One-third to States which adopt personal income taxes with prog-
ress rate structures;

One-third to States which adopt general sales taxes that include tax
credits or rebates for taxes paid on food and nonprescription drugs;
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One-third to States which substitute an equalized statewide property
tax for the current local property tax.

Perhaps the most appealing feature of this method of allocating
funds to the States is that it takes a more comprehensive view of State
tax reform. Other revenue-sharing proposals either contain no incen-
tive for States to reform their tax structures or reward only the
adoption of an income tax.

Under our proposal, States are given more flexibility to decide what
reforms they feel are most (lesirable on an individual basis.

Moreover, our proposal does not require the cutoff of funds for a
State which is unable to impose an income tax in a specified period of
time.

,3. NONDISCiIMIANATION IPROVISION

"* With respect to the nondiscrimination provisions of H.R. -14370, we
believe that this important element of the bill must be strengthened.
We share with many civil rights organizations concerns about the
realistic and effective enforcement of civil rights statutes under a reve-
nue-sharing program. The concept of revenue sharing must not repre-
sent a retreat from the Federal Governnehit's responsibility to insure
that Federal funds are not used in a discriminatory manner.

Therefore, we urge -the committee to adopt a stronger nondiscrimi-
nation provision, one which is applicable to both the several States
and their political subdivisions and expressly guarantees the rights of
individuals to sue in the Federal district courts in case of violation of
title VI.

o. LABOR STANDARDS

The labor standards sections of 1-.R. 14370, wldich apply to local
government expenditures are weak, and are nonexistent in the case of
the State allocation. This situation must be corrected by the inclusion
of strong labor protection provisions which are applicable to both the
States and their political subdivisions.

Federal revenue sharing is, in our judgment, a concept whose time
has come. When State and local governments-particularly those of our
major cities-are threatened by fiscal collapse and curtailment of vital
public services, it is the responsibility of the Federal Govertnlent to
assure their fiscal viability. However, we note at the same time that
the effectiveness of mevenuei sharing is limited. It is not a substitute for
the current system of categorical Federal grants which provide local
governments with both funds and badly needed( direction in their dis-
bursemnent. Tihe t federal Goverinent must maintain and even augment
its categorical grants program in order to set, spending priorities which
have national implications, and to overcome the political difficulties in-
volved in funding such expenditures with local revenues.

Out system of federalism-Nwith various levels of government pro-
viding public services whose benefit streams overlap-is dependentt on
the Federal Goverinent for coordination, guidance, anid effecting a
proper distribution of tax moneys. Revenue sharing is necessary both

-11o add flexibility to State and local fiscal systems and to give much-
needed relief to governments atteml)tiiig.Qjvovi(le vital public serv-
ices from a continually eroding tax base.........
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We greatly appreciate this opportunity to present our views on this
vital legislation. We hope you share our belief that this legislation
must be improved and enacted without delay.

The ChAIRMAx. Thank you.
Senator Bennett?
Senator BENNizrr. I just have one reaction to tWfe testimony and I

would like to get it straight.
I understood that the I3resident's purpose in proposing revenue shar-

ing was to give funds to the States without strings so th at they could
use the funds to apply to their needs as they sav them. As I understand
your testimony, you want to use the revenue sharing bill to force States
to change their own tax structure, to force States to adopt priorities in
expenditures which are in accordance with your ideas-which may be
very good. So instead of being a program to provide money to the
States "without strings," as I understand your testimony, it is that
you want the bill changed to set some very definite strings into it to
force the States into a patternLwhich, good or bad, is a further imposi-
tion of Feleral power over the States.

Am I unfair in that interpretation?
Mr. WurF. Sir, your premise is not fair. It is not likely that Presi-

dent Nixon and myself would find agreement, as presumptuous a state-
nient as that would be, on the manner in which we would finance the
Government of the United States. I am not in agreement with 13resi-
dent Nixon and his statements on this matter. I am not in agreement
with him on other matters. But I do feel that the revenue-sharing pro-
gram offers us a golden opportunity to do two things, and I will try to
be ts brief as possible.

First, it gives us an opportunity to deal with the deterioration of
government that is taking place. As a matter of fact, I could say tin-
equivocally, as one who has to deal with local and State officials and
with budgets, that rightly or wrongly, wisely or unwisely, that the
ability of the Senate to puss a ,law to provide fwids may determine
whether local government will or will not exist in many places in this
country. Tliat is how dependent they have become on this legislation.
But we say that while you are dealing with that emergency problem,
while you are dealing with the specific needs, we think this is a splen-
did opportunity to do something about the lack of responsibility, re-
gardless of where the fault lies, that has accumulated through the
years with regard to local tax responsibility.

Senator BENuxr. So the answer to my question is "Yes," y'ou want
this bill used to change the pattern of local governmental taxation. You
think it can he imlroved-uaybe it an. litt you oo disagree as to
the function of this bill. Rather thaln to provide relief to the states
which they can use in the way tlt they think best, you want it to I
used as it means of forcing tle States to adopt tax lprogrtns whiel, in
your judgment-which may be sound--are better tian tle attitude
or the judgment of somem State officials. You want this bill to be used
as a form of coercion rather that as a manner of giving them mllore
freedom in handling their own tax probltiiis.

Mr. Wt'. I mi,..ht say, Senator, tllt 1 have been roundly criticized
even within the labor movemuent for the stand we took wlhn tile bill
was before tile House because we are not, putting strings on the man-
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ner in which the money should be spent. We feel very strongly that
one of the good things about this bill is that the authority, the prer'oga-
tives of local government will still be there. What we are dealing with
is the financing of the situation.

Senator B~zn~rr. You are putting strings on the manner in which
the money, tit the State level, should be raised.

Mr. Wuit. We are trying to improve what has become a very diffi-
cult and in some places an impossible situation. But we are in nowise
trying to tell local taxpayers or State legislatures or city councils
what they need to do to adninister the government in their localities.
We are not trying to interfere with local government. But I think,
Senator, that this is an excellent opportunity to bring some reasonable-
ness iato the structure.

I was impressed with the remark of Senator Brock where he pointed
C out that in Canada there is the very carefully tying on of local tax

raising onto the federall structure, that essentially great efforts have
been made in most of the free societies in this world not to tax those
least able to pay. What we face in America today, in terms of local
property taxes and sales taxes, is that-the poor pay the most. The
statistics that were referred to in the document that I believe Senator
Jordan-1 may be mistaken--

Senator BENxNrr. It was Senator Jordan.
Mr. Wuiw (continuing). Was quoting, were the percentile figures.

Wlat you will find, sir-l do not have the figures here--but what you
will find is that it is the people at the lowest level of income who pay
the highest percentage of their income into local taxes. Now, the end
result is that one can talk about an average income in New York State
of $4,500 a year. But you will make the interesting discovery that a
good part of that $4,00 figure comes from the Rockefellers and
others. You will find that salaries and wages in New York State are
very low, not much higher than they are in Temessee for many jobs.
Yet the tax burden is very high and if one looks at the comparison
that was used here earlier, one gets to feeling that the people in Tennes-
see are being misused.

Well, I assure you, and I speak as a former resident of New York,
tilte people in New York, who have taken on the burden of a graduated
income tax, pay, and most of tlhemn work ill shops mid factories. Their
salaries are niot much differetit than the salaries in Tennessee, Louisi-
aitti, or Utah.

What I am1 saying to you is that. the statistics are such that the tax
burden in America is de\astatilig a11 tile poorer you are, the more
de('astatig it is. The tragedy is that it is a vicious circle.

You have it community which has people who are ill low wage cate-
gories and you have no progresive income tax. Their iteeds increase so
the need for local assistaiice increases and the ability to have a tax base
to make this local assistance available is impossible.

Senator lBNNE'rr. I have no further questions, Mr. ('hairman.
TenatOr xix. Thank you, Mt. Chairman.

Mr. 11irf, 1 (10 not follow yol ill maly cases, especially wheli yoll
talk abOlt iavilig Olie flat forlaiuhl iiatiollwide. If tile people of it par-
ticular State haplei. to operate that State eiltcieltly and do not need
to tax their people excessively why should they be penalized?
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Mr. WURF. Well, sir, I do not want to penalize anybody. I just want
to make it possible to change the existing system.

Senator FA - I-. You just want to dictate to them what they should
have.

Mr. WVU. No, sir; I do not dictate to anybody. All I want to do is
sit before a democratically constituted House oftlhe Congress of the
United States and present my views. That is not dictation, sir, how-
ever onerrous you may find them. What I am saying is that some of
the States and inany cities and counties have been concerned about the
well-being of those who are rich and powerful, and those who are poor
and without power have been deprived of justice. I believe in the Fed-
eral! system that we have in this Nation. I believe in our system of
government. And as a result of that, we al carefully refraining from
niterfering in the manner and the method which is used to distribute
these funds and we are carefully refraining from involving ourselves
in anything except one thing. We are saying in effect that if you tax a
man who has an income of $5,000 a yea 20 percentt and tax a man who
has an income of $50,000 a year 5 Ie- at, there is something wrong
with the system. What we are tryinp to do is get some balance and
equity into that system.

Senator FANx-xix'. If what you say exists, I agree with you, but I
think you had better read your testimony from the standpoint of some
of the statements you have made. But ita specific State decides to tax
itself in any method that the people deem desirable, why should we
force a change? As Senator Bennett said, would this be dictatorial
or democratic?

Mr. W'rnv. What we are .saying is that those States that are willing
to pass progressive income taxes which put the tax burden on those
best able to pay should be. rewaided for their effort by receiving a
share of the Fedieral tax moneys that al collected. We are saying those
States that do not want to do that and want to put the tax burden where
it does not belong should not he rewarded by fulther having Federal
funds flow into those States. That. is not a matter of dictates, it is a
matter of sound fiscal policy.

Senator FANN.J-IN. WVell, of coiure, the Federal revene sharing is
l'actical because in many cases-in fact, most cases-the Federal Gov-
ernment has pIreempted the States. So I feel that justifies this ievenue.
sharing to a great extent. But I cannot follow you when you start say-
ing that you are not, going to let the people of a State decide. Now,
if they were being dictated to by the Governor or by the mayor of a
city or by other officials-but if the people of that State desire that
tax systein. then why should the Federal Government interfere? As
long ias it is a fail- and equitable system, that they consider fair and
equitable. why is it that vol are going to set a program that they must
follow and change their hole tax structure .

There is a great deal of difference--for instance, you mentioned
Now York. The cost of government in Arizona is far, less than it. is

Mr. Wuiw. Well. first of all T am not trying to force the peopht
of Arizona into doing anything. If the people in Arizona av pleased
with the situation. with the status quo. there in nothing in this legis-
lation that would change anything. All T am saying is that those
States which would provide more public service to their people.
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that are willing to institute progressive income taxes, should be
rewarded.

I would like to add, ini terms of the philosophy you raised in talk-
ing about a soit of federal dictatorship over local and State govern-
ments, tile Ioint that it simply is not renasonable-that fundamentally.
the very existence of the Senate and the H [ouse of the United States
means in effect that there are matters ill these United States that have
to x settled on the Federal level.

In essence, what is being suggested here is-that local governent-is
in serious crisis. What is being suggested is that ill some instances.
States and cities and counties are trying to cope with the crises. Iin
other instances, they are not coping with these crises. In this collit-
try, we have rather indecent conditions existing for those who an'
sick and disabled and old, recreation is not available to young, good
schools are not available, and all -kinds of poblems exist. Now, we
are not saygilng to tie people of Arizona, if you are satisfied with tIh
situation the way it is, that you have to change it. But if some other
State is willing to see to it that instead of imposilng unr1leasollable
sales taxes or 1tunreasonable property taxes on those who are least able
to pay and substitute statewide property taxes or p)agressive income
taxes or give tax credits for people who hsa've to pav sales taxes oi
food and'drugs-we are saying that they should be rewarded with
this aid. That is all we are saying. We ar'e not ill any way trying to
imlnose a ,y dictatorshi )y.

Senator FANNIN. Indirectly, you are.
Mr. WuRF. Well, sir, I-
Senator FANNIN. Well, here, Mr. Wurf, the Davis-Bacon Act is one

of the prime causes, I think, of inflation in the building industry.
Why would you recommend this provision be extended to Loth State
and local government and thereby greatly increase the costs of those
governments?

Mr. Wujw. For mnany, many years, I think 1,'IIaps more years than
I am alive-I do not remember the date of the Davis-Bacon Act., but it,
is an old law-

Senator FtNIN. I think it was about 1934.
Mr. Wuntr. Then it. is younget. than i atni. There has been a general

feeling in this country that when Federal expenditures are made, cer-
tain standards. fair Itlbor standards. bIe applied. It would see,m to Ile.
that that should be ellcolltliged by the Sena11te. It would seem to
me that, if we ave to have a prosperolts Niation, we Iare liot. only going to
have to hold costs down. hut we have to have ton1sunlu1t'rs. avail-
.able to purchase goods. J)eoph. wiho are being exl)loited or denied
decent wages. hours, working conditions, are not good constumrs. I
suggest to you that the ])avis-Bacon Act, tile minimum wage laws.
and other laws with which you lave been in disagreement in tile past
al the kind of laws that strengthen this country. strengthen not
only the labor community, but strengthen the finlncial tId busiless
conltnulllitv as well.

I believe we should ]have standards of decency il this Nation in
terms of wlat. htapplens to workers. I believe we should have standards
of decency in the tax laws. And I think that. the whole nanie of the

mle is that all the crises and unhappiness that we have. fundamlen-
tally. under our system, we inake progress.
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There is dire gloom hanging over us all the time, but we make prog-
ress. The people are better off, business is better off, government has
problemss but it, copes with these problems. I think our system is very
go and I really, sir, can't agree with you that there is even a scin-
tilla of evidence that we have any possibility of dictatorship or unrea-
sonableness in our present situation.

Senator FANNIN. Let's stay on the Davis-Bacon Act for a moment.
I know your experts will tell you that the Davis-Bacon Act was not
originally intended to do what it used to say was intended, to protect
local industry, where an outside industry coming in was paying low
wages rind that is not in existence today. In other words, the real basis
for the Davis-Bacon Act has gone by the wayside. It no longer is in ex-
istence. Now, why should, for instance, a skilled machinist working in
a plant, say, be paid $3.90 an hour and then here is a son-I have a
letter where this machinist was complaining to me. Ho gets $3.90 an
hour. He is not complaining about getting $3.90 all hour; lie is com-
plaining that his son goes out, takes an unskilled job, laborer, waving
a flag, this truck goes this way one time, then the next, then he gets
$5 an hour.

Mr. WuRF. I think the father is being grossly underpaid if he is a
skilled machinist making $8.90 an hour and he should see to it that he
gets more equity.

Senator FANNIN. But he is in competition with somebody being
paid 90 cents an hour in Japan and our jobs are being exported
very rapidly.

%r. WURF. But Senator Fannin, the guys exporting the jobs are
not the labor movement. The advocates of Davis-Bacon are not ex-
porting it. General Motors and General Electric. these are the fellows
exporting the jobs and bringing the goods back into this country and
selling it to Americans.

Now, if these Americans do not have fair wages, they cannot buy
this stuff that is produced in Japan and they put a General Electric
label on it and a General Motors label on it.

Senator FANNIN. Take the percentage of merchandise coming in
from Japan. It is not coming from multinational corporations. Don't
say that. Toyota or Datsun or the electronic industry, only a small
percentage of it is represented by multinational corporations. I will
not buy that at all.

Mr. Wurp. Sir, if you can buy me a black and white television set
with good American labels that we all recognize made in these United
States, somebody has been telling me awfully big lies.

Senator FANNIN. I can tell you just exactly what has been happen-
ing over the years. Radios and television sets are manufactured out-
side the United States. I am working very hard on that problem.
But do not say that the labor program has not been to some extent
responsible for it because the wages and the productivity in this coun-
try have not helped at all. The lower productivity compared with the
Japanese-the Japanese in the same period of time, I think from
about 1964 up to date, has increased about 100 percent, the productiv-
ity ratio. And now I think it compares to 14 percent in this country
and wage increases here have just been astronomical, you know that,
in comparison with what they have been in other countries.
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Senator BErNiNTfi. May I be the devil's advocate? We have two
more witnesses. We are far away from revenue sharing. I would ap-
preciate it-

Senator FANNiN,. All right. I was not far away from his testimony,
but. I will say I appreciate your calling that to my attention.

Mr. Xvru. I disagree with you, sitr, but I do not want to presume
on the committee's time.

The CHAIRMAN. Senator Hartke?
Senator IAirri{:. JerT, let fie see if I can b'inlg back a little bit of

understanding on what we are dealing with. When you deal with
the concept of revenue sharing on the Federal level, in essence, what
the local governments are saying is that the Federal income tax sys-
tem provides two things, revenue and equity. And in the fil analysis,
if we follow the revenue-sharing theory through and all of the advo-
cates here indicate that they are for revenue sharing we ought to go
ahead aind say that all the revenue ought to be collected by the Federal
Government and then redistributed to the State and local governments.
Because if a little of the concept is good, then the whole concept is
good.

Now, this is not revolutionary. This is the procedure used, generally
speaking, by most western European nations ill which the tax system
is uniformn throughout. What they do is go back to their piovinces and
allocate their budget allowances; so much goes back to the provinlce,
so much goes back to the cities.

The difficulty that most of the local communities find at the present
time is the practical political difficulty. That is that very few Gover-
nors-and if you have authority on the local levels, very lew mayors-
(an successfully weather the political storm of instituting a progressive
income tax. That is their problem. And when you present to them even
the equity of progressive income tax theory, you also present to them
their own political death.

Now, the way out of that is to make it necessary for the local govern-
ments to be in a position in which they can have no real chance at
Federal revenue sharing without going ahead and instituting the
progressive income tax on the local level. That is what I have done ill
tile bill which I have before us, which in essence is primarily what you
are talking about. It says very simply that those States and localities
that institute progressive income taxes shall bw able to participate.

Now, what I am saying to you is, very simply, again-and Senator
Fannin is talking about. this-the effect of putting $5 billion into
revenue sliaring today. Wihat you are really saying is that to the extent
that that does go back to local services, you are going to tax on a pro-
gressive income tax basis. Now, ti, source of taxation o,' the tax col lec-
tor is really immaterial, whether it is the Federal income tax collector
in Washington, D.C., or the Indiana Department of Revenue in
Indianapolis. It is the method of taxation and the distribution that
are the only two factors that make a diftlerence.

What I am Saying to you in essence is that I appreciate what you
are saying here, and (I quiite agree with you. If you are really going to

-ln'ovide for any type of relief on a local level, you have to get away
'-front regressive forms of taxation; not alone on a local level, but on

a State and Federal level as well. That is why I am opposed to the
present level of social ,security tax. Many times today we have a social
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security tax on low-income people which on an annual basis is higher
than their income tax. That is just not fair. It is not right and ought
to be correcteoi.

I just do not understand how people call advocate any form of reve-
nue sharing without at the same time being opposed to regressive taxes.
That is what I understand is the substance of your testimony to be.

Mr. WunF. The substance of my testimony, and I thank you for
clarifying much of my thinking, dealing with the questions raised by
Senator Fannin-all I would likie to say, Senator, is there is this dread-
ftil political problem in the States, and I think we would be silly to
walk away from it, of dealing with income tax legislation and what
has happened to good public officials on both sides with this question.
But I do think that it is not politically viable or feasible, to take the
taxing authority of the whole Nation and put it in the hands of the
Federal Government. I just do not think it is possible. I think that
what is offered in the House bill and the recommendations that we
have made this morning is tile most palatable way possible to deal
with chaos that has built up over decades on a local level. They go as
far as we think is politically and ec-onomically possible at a time when
we are in very, very serious trouble.

The condition of some of the large urban areas iij which we are
involved is so dreadful that they are beyond description. I know that
there were Governors lobbying you gentlemen in Washington yester-
day. I do not know if they had the courage to tell you that if you read
the fine print in the budgets that they have presented to their legisla-
tures that those States will be bankrupt if you do not pass some version
of this bill.

Now, I do not know how a State becomes bankrupt. I do not even
know if the bankruptcy laws provide for such a problem. But that is
the situation. As somebody who goes into State institutions and repre-
sents the people who are tie employees of these institutions, the prison
guards, the correction officers, and others, I am appalled at the condi-
tions which exist.

Senator HARTKE. The mental health institutions.
Mr. Wunp'. I must say that in spite of the best efforts of responsible

public officials-there is no malice or cruelty in these men-the condi-
tions are beyond description. Things have to be done. And there is
something happening in our country that is very important. People
are no Ionger willing to quietly sit by and wait for the problem to dis-
appear. There is great turbulence. I am quite certain that we are able
to cope with these problems. But we have to deal with them.

My parents can't live--my mother died about a year ago, but my
dad can't live on his social security payment and meet the needs in
the community that he is in. And I suppose that is true of everybody.

Mental institutions have become warehouses for elderly people. The
suburbs that were running away from problems--places like White
Plains--are now beginning to develop problems and, with a narrower
tax base, unable to do anything. The city of Detroit is in such dire
straits, I don't see how they willstraighten themselves out even if this
bill is passed. The city of New York is in an incredible situation.

Now, you have had a good situation in Indiana, in Indianapolis,
but it is getting a little bit stickier each passing day. What I ani say-
ing, we have a crisis that has to be dealt with.
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Senator Long, I am taking much too much time, and I will be happy
to end.

Senator HATMKE. Let me just comment. What bothers me about this
)lan is that it is so little that it is going to be it paliative. It is like

giving an aspirin to a miu1 who has cancer. I know we. ae going to do
it, and I know as well as I am sitting here that it is not going to be
the answer and the next dennuid is going to be for two three, four
times as much. But-the thing you are not getting on the otier end, and
this is what bothers me about this approach, is a solution to these prob-
lems you are talking about. You are going to provide some more
money. But you are not going to get the desired result. Then you will
get the disappointment in the revenue sharing added to the disalppoint-
ment which already exists. You put those two together and you have
a bomb which few people in this country would recognize.

SMr. Wun. Senator, I agree with you. I just want to say my only
claim to responsibility in the situation is that as loudly as we have
advocated revenue sharing, we have advocated the most dramatic
kind of tax reform in terms of the whole structure. WVe have talked to
Members in both Houses about the need. We have gone to the mayors
and said to them, you guys have no right to go to the Congress unless
you come out forthrightly for serious and important tax reform.

But I am saying to yot, that evenl if everything you say is true, and
I suspect it all is, that the situation is so crucial that, nevertheless. I
hope we call obtain your vote on behalf of this measure.

1he CAR31nt, .'N. S10enator Hansen, you said you Ihave some questions I
Senator HANSE. I would like to ask, if I may, first, one question of

my distinguished colleague from ndiana in rider to clarify my own
thinking.

I undeMstood you to say essentially that you felt that if an.y State
or lesser goverhrnental unit of gow rnnent were to impose anl income
tax, it would be political suicide. Was that essentially your idea?

Senator HART'KE. I said that generally speaking, when local officialstry to present a progressive income tax ihey usually face such a severe
revolt that it is the end of their political career. Yes, that is right.

Senator HAxsE.N. Does that mean that a majority of people do not
.favor sudh a tax?

Senator Ii.ucF.. Most people don't favor any kind of tax increase.
That is a fadt of life. If you can get that taxing authority for the in-
crease of taxes away frm the pison who is responsible politically,
that is all right. Butif you think a person can go out here and advocate
an increase in taxes ,ld get elected, genemlly spealcing, that, is not
true.

Senator HANs E. You happen to be looking at one.
Senator ll.mn . I comm n|d you for it. I think you are a i'are excep-

tion, and you must have exceedingly good pmlitieal ability.
Senator HA.v May I use, this in the campaign ?
Senator HAirTKE. You ceitainly may.
Let me say to you I admire you for your courage. If you instituted

a progressive come tax---r Senator HANSEN. May I ask you what you think the difference is
between a State official and a Representative of that State in the Con-
gress of the United States? Basically, what is the difference?

81-$95 0 - 12 - 14
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Senator HArrKE. Basically, it is that,-
Senator HANSEN. Should not tihe Represeita:ive in the Congress be

as responsive to the wishes of the majority of the people as a State offi-
cial isI

Senator IIAwrE. Certainly. Let me ask you the question. )id you
institute a progressive income tax?

Senator HANSEN. I did not say that. I said we raised taxes.
Senator HARTKE. What type of tax?
Senator HASENS. Sales tax.
Senator HArrE. Well, you see, I would not be for that.
'Senator HANSEN. Maybe not, but I did it.
Senator HARrKE. Let me quickly say to you that oven those people

who raise sales taxes ordinarily find themselves ordering a political
casket,

Senator HANSEN. If the sales tax is as regressive a tax as you say
it is, I happen to find it surprising that I was successful in the fall.

Senator HTr-K. Let me say most people do not understand how
regressive it is. This is something that the networks would do for the
people. If they could come forward and provide a clear, objective
understanding of how regressive a sales tax is and how progressive a
graduated income tax is by comparison, I think it would be the greatest
thing under the sun.

The CHAIRMAN. Gentlemen, could I just ask that we get back to the
business before us? I permitted this exchange, but could we get on
with this business? We have two good witnesses behind this one.

Senator HARTKE. Can I just say one more thing?
I commend you still for winning an election after raising taxes.
The CHAIRMAN. I will let both of you supplement your statements

for the record, but I do think we should go on with the other wit-
nesses to hear what they have to say while we-have a good representa-
tion. Thank you for your assistance.

Mr. WURF. Thank you, Mr. Chairman.
(Mr. Wurf's prepared statement follows:)

STATEMENT BY JERRY WURF, PRESIDENT, AMEICAN FEDERATION OF STATE, COUNTY,
AND MUNICIPAL EMPLOYEES, AFL-CIO, ON H.R. 14370, THE STATE AND LOCAL
FISCAL ASSISTANCE ACT or 1972

We submit this statement on behalf of the more than 550,000 State and local
government employees who are members of the American Federation of State,
County, and Municipal Employees, AFL-CIO. AFSCME is the major union among
workers In the public sector; our negotiations directly affect the wages and work-
ing conditions of more than 1 million non-Federal public employees. Our concern
with the revenue allocations proposed in 1t.R. 14370 Is an integral part of our in-
volvement in the level of performance, and indeed, the very survival of State and
local government.

State and local govornineftts do not operate In an economic vacuum. The na-
tional resources and energy which have been diverted to the war In Southeast
Asia would otherwise have been available for application to America's domestic
problems, including the crisis of our central cities. The downturn In economic
activity during the lat 2 years has had an inevitably depressing effect on revenue
yields of both State and local government tax systems. The budgetary impact of
both of these factors has heightened the urgency for a recasting of city and State
revenue structures, too long delayed in the name of shortrun expediency.

The crucial problem confronting state and local governments, stated in its sim-
plest terms, Is the disparity between the mounting demand for public services and
the ability of these governments to finance them. Since the Federal government
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has come to dominate the most efficient and equitable revenue bource-the pro-
gressive income tax-state and local governments have tended to resort to sales
and property taxes to fund the bulk of their rapidly rising expenditures. As a re-
suit, state and local tax structures not only are ineqitable because of their
regressivity, but also are ineffective revenue mechanisms because of their sluggish
response to economic growth.A key ingredient in any attempt to close the gap between lagging tax yields and
the delivery of public services where they are most needed most be an effective
system of Federal revenue sharing. In determining the ultimate allocation pat-
tern for Federal funds In a revenue sharing program, two criteria must be con-
sidered: funds must be allo(ated to those jurisdictions faced with the most serious
fiscal difficulties, and. at the same time, to those jurisdiction which have the
responsibility for providing major components of public services.

Our Union strongly supported H.R. 14370 In the llouse of Representatives and
we urge prompt Senate action on this important legislation.

However, we recognize that this bill Is not without fAult.'In fact, we believe
the Senate must make a number of modifications in the measure to ensure the
enactment and implementation of a more meaningful program.

For example, the proposed allocation formula for distribution of funds at the
local level tends to overlook the needs criterion, while diverting funds to high
income suburbs which spend large sums--7in absolute tetitis-on selected public
services. This bias-under the guise of rewarding "tax' effort"-has resulted
in the rewarding of affluent suburbs at the expense of hard-pressed central cities.

Further, since revenue sharing Is, In part, a response to the archaic nature
of state and local tax systems, It Is essential that such a program be used as it
catalyst for state and local tax reform. Incentivesfor change in the present highly
regressive tax Atructures must be built into any viable system of revenue shai'ing.

It is for these reawons that we advocate the following amendments to H.R.
14870. We believe they will greatly Improve and strengthen this bill.

"High.Priority Expenditure" (ategoriee
AFCM1 endorses the concept devised by the House of Representatives In

providing guidelines for the use of revenue sharirig funds at the local level.
We believe that Congress exercises appropriate responsiblity In establishing the
priorities for maintenance and expansion of municipal services--assuring that
those citizen needs will be met, which most frequently are bypassed when budgets
are cut.

We urge, however, a broadening of the "high-priority expenditure" categories by
the addition of a health category, and by the expansion of public safety to include
youth, recreation.
Health

Although health represents the next largest functional expenditure for state
and local governments-after education, public transportation, environmental
protection, and public safety-health services are frequently one of the first
areas cut when a local government is forced to trim Its budget. Publicly sponsored
health care, both In hospitals and in out-patient clinics, is the primary source
of medical services for disadvantaged residents of inner city neighborhoods. Even
if a plan for National Health Insurance is adopted by the Congress, such action
would in no way resolve the public service problems of the cities which we are
raising here, with respect to health.

Youth Rccrcation
All to) frequently the category of public safety Is construed narrowlp as deal-

ing solely with apprehending and incarcerating criminals. This Is an unfortunate
characterization, since It fails to concern itself with the root causes of criminal
behavior, Iarticularly those which exist in the modern urban setting. Any effec-
tive public safety program must contain positive initiatives to treat the symptoms
of crime, and to foster an environment in which criminal behavior Is an aberra-
tion. rather than a way of life.

One of tile most serious public mfety problems which confront virtually all
of our major cities Is the proliferation of youth membership in gangs, which too
frequently results in criminal behavior. Unfortunately, one of the most effective
methods of harnessing the vigor of these young people Into healthy activities-
youth recreation-has traditionally been a vulnerable victim of the budget trim-
mers. Far too often a city's allocation for recreation programs-geared primarily
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to youth-is regarded as all expendable "frill," only to have such slashes come
back to haunt the city in the formt of increased demands for police protection
from Juvenile marauders. Cleveland and Detroit-both states in monumental
fiscal binds--are cases in point. Cleveland's Recreation Department has been
virtually wiped out by laycffs-while Detroit has cut back a substantial portion
of the part-time and seasonal employees who were the backbone of the city's
youth recreation activities.

We urge that cities be encouraged to augment those services whose prime
beneficiaries are the least articulate members of a city's population--by enlarg-
Ing the "high-priority expenditure" categories to Include both health and youth
recreation.
Li mit opt Capital .pendlturca Permitted Undcr "High-i'riorlty ERxpcnditffrca"

We urge that the Senate establish a spending limit on the amount which a
local government can utilize for capital expenditures under the three categories
provided In the House bill. Our reason, very simply, is.that the Congress deter-
mines the national goals and allocates funds for high-priority capital purposes
under the present categorical grant programs--that such allocations represent
critical outlays for which local resources are Inadequate-and that excessive
diversion of revenue sharing funds to capital purposes may well result in a
diminishing of the categorical grant allocations.

We propose a limit of 25 percent of the local government entitlement for cap-
Ital expenditure purposes.
Ailooation to Looal Units o Goprnntents

AFSOMIE supports the allocation formula developed by the Ways and Means
Committee for targeting local government funds to those states In which needs
are, in our judgment, the most pressing. As among the many plaas considered by
the Congress for providing assistance to units of local government, we believe
that the factors selected in the formula as set forth in Section 103(a) provide
both a desirable and a meaningful distribution of funds.

With regard to the distribution of funds both among county areas and below
the county level, AFS0ME supports the thrust of the alternative allocation
method (Formula B) in place of the initial mandatory approach (Formula A).
More specifically, Formula B, as it now stands, calls for a weighting of the crude
population criterion by per capita adjusted taxes. Although AF8Crl maintains
that this change is desirable, we urge that Formula B be geared to per capita
adjusted expenditures, (excluding education expenses) rather than per capita
adjusted taxes.

We believe that per capita expenditure Is a moreaccurate reflection of need-
the major criterion to which a revenue sharing program should address itself.
The use of taxes, instead of expenditures, may, In fact, merely represent the
wealth of a community-while demonstrating very little about the quality and
type of public services being provided in a given jurisdiction. Per capita adjusted
expenditure has the distinct advantage of taking into account priorities estab-
lished through the various Federal categorical grant programs.

The net effect of this change in tne allocation formula below the state level
would be an increase in entitlement for major cities. This cones about because
the relative expenditure level of large urban ares--the best Indication of the
level of public services required-is, in most instances, substantially greater than
that In the rest of the state. Of course, In circumstances where county govern.
ments have responsibility for providing a large number of public services, they
would receive a sizeable portion of the revenue sharing fumds.

As a matter of equity, and in recognition of the burden being borne by big
city taxpayers via diminished levels of municipal services, we urge that a re-
vised Formula B be designated as the mandatory formula for allocation of
funds both among county areas and below the county level, implemented with
the effective date of the bill.

Aside from the compelling need of major cities vis-a-vis surrounding jurisdic-
tions, we suggest that the practicalities of the legislative process at the State
level are equally persuasive In calling for the establishment at the outset, as the
primary allocative procedure, of a formula which includes per capita expendi-
tures as a substitute for a straight population factor.

Should Formula A prevail, and the distribution within the State take place
during the first 18 months of the bill's operation on this basis, there is little
likelihood that the legislators In the State capitol, no matter how enlightened,
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are going to risk the hue and cry that would ensue from a reversion to a dif-
ferent formula. Congress may provide the option, but the State legislature would
display unheralded political courage, were It to follow through.
Local Entitlement Growth Factor

AFSCME urges the adoption of a growth factor of $600 millionper year in the
funds allocated to local units of government. We encourage such an amendment
as being consistent with the initial ratio of approximately 2 to 1 between local
and State entitlements under this proposed Federal revenue sharing program.

Such an increase of $00 million per year would maintain the current em-
phisis of the bill In aiding those jurisdictiots which are in the not dire fiscal
straits. Unless the aid to local governments keeps pace with that given to state
governments, the needs criterion will be violated and, beyond question, our major
ties will suffer.

Reolsion of State Authority to Vary Amounts Allocated Among County Areas
The House bill permits a state to vary the amount allocated among county

areas, by shifting the weight of each ingredient in the allocation formula by
up to 25 percent downward or 40 percent upward. We oppose such manipulation
of the allocation formula for the sane reason that we Insist on a straight-forward
allocating procedure from the Inception of the bill-because a shifting in the
amoUnt available to a city will have a devastating effect on the local budget-
making process. We therefore urge recision f this portion of the House bill.
Diversion of Local Funds for Areawlde ProlectsIWith regard to the authority now granted to a state to divert a portion (up
to 10%) of the local government's entitlement for areawide projects, AFSCIOE
urges the adoption of an amendment which would require the concurrence of all
local governments Involved In such a plan. In the absence of this kind of require.
meant, a significant amount of the funds earmarked to local units of government-
potentially $350 million---could be transferred to state control.

Clearly, this effective Increase in the states' entitlement would, in all probabil-
ity, result in a diminished level of vitally-needed public services in our major
cities, with a corresponding increase In less critical expenditure areas, such as
highway construction.
Limitation on Local Entitlement

AFSCME objects to the current 00 percent ceiling on distributed funds, which
permits local governments to finance up to half of their total expenditures
through Federal revenue sharing.

We urge a reduction in this ceiling so that revenue-sharing funds account for
no more than 25 percent of a local government's total spending. Any govenunental
unit which is providing so few public services out of Its sources that its total
spending doubles as the result of receiving funds under this bill has failed, in
our opinion, to demonstrate need or a realistic tax effort.

In either case, large amounts of Federal aid to these governments should not
be forthcoming.
Utie of Local Entitlement ln Categorical Grant Programs

AFSCME urges that local governments be permitted to use any part of their
entitlement for the purpose of matching Federal categorical grants, as long fas
such funds are used for "high-priority expenditures" which are not open-ended
appropriations. The only restriction on this procedure should be that local gov-
ernments be forced to maintain---out of their own sources-their original level
of matching expenditures.
Maintenance of Effort at the Local Government Level

We urge that a proscription be written Into the bill in S8ection 103 requiring
that tmAts of local government maintain thetr present level of tax effort, meas-
tired on a per capita tax basis weighted by a constant wealth factor, In order
to preclude the substitution of Federal funds for funds which would otherwise be
raised by the local government-4hereby assuring that assistance under the bill
augmcnts the present level of services being provided.

further, we urge that the local units of government maintain their present
rate of spending in high priority categories, as a percentage of their total expendi-
tures.

In recent months, many public offltals have been confusing the idea of tax
reform with that of tax relief. Unfortunately, the confusion has been com-
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pounded in the Current debate regarding revenue sharing. The sharing of Federal
funds with state and local units of government has gained support because of the
financial -inability of certain governments to provide a decent level of public
services for their residents. It is a response, on the pirt of the Federal govern-
ment, to supplement the level of governmental services which poor Jurisdictions
need, but cannot afford.

Revenue sharing is not intended as a tax relief measure-its purpose is not
to reduce local tax effort, but rather to arrest the deteriorating quality of life
in many areas of the country-especially in our major cities.

AFSOME is fully aware of the average taxpayer's plea for a more equitable
sharing of the tax burden. We sympathize with this concern and feel that
revenue-sharing 1s-an appropriate tool to effect reform in our bitterly outmoded
state and local tax structures.

The inequities built into these tax systems have been brought vividly to
public attention by two recent developments. First, the inability of low income
jurisdictions to provide a decent level of education for their children has been
finally recognized in several important judicial decisions. Second, the fiscal crisis
that has hit our major cities has resulted in cutbacks of vitally needed public
services which have affected many Americans.

The recent ruling by the California Supreme Court (August 30, 1971) in
Serrano vs. Priest has far-reaching implications for the financing of public educa-
tion. If this decision is upheld by the Supreme Court, the current method of
financing a large portion of public education through local property taxes will
be unconstitutional. According to Serrano, "This funding scheme invidiously
discriminates against the poor because it makes the quality of a child's education
a function of the wealth of his parents and neighbors."

In response to this and other court decisions, AFSCME urges the abandonment
of local property taxes as the primary source of funding public education. In
its place, we propose the adoption of an evenly-administered, state-wide property
tax. A more concise statement of our school financing Iflan is contained in
Appendix A.

Another adverse feature of the current property tax structure is concerned
with the heavy burden it places on elderly persons who are living on fixed incomes.
Obviously, it is grossly unfair to tax away a substantial 1part of a retired couple's
social security benefits simply because they are home owners. According to the
Senate Special Committee on Aging, hundreds of thousands of older Americans
are being driven from their homes because of prohibitive property taxes and
maintenance costs. At the same time, it is Important to ensure that our wealthy
senior citizens do not escpe paying this tax on their property. Both of these
factors are taken into account through the adoption of a Wisconsin "circuit-
breaker" clause written into the property tax law. This proposal would provide a
uniform system of tax credits or rebates on the property tax liability of elderly
persons with low incomes. Thus, as an older couple's income falls--they would be
exempted from a continually increasing portion of their property tax liability.

Aside from the-scbool financing issue, it is desirable that state governments
initiate several other reforms in their tax structure. an issue which we shall
also discuss in Our statement on the Allocation of State Government Funds. State
governments have tended to rely on the sales tax instead of the income tax as
a major source of revenue. Although more reliance has been given to the income
ta" as a state and local revenue source in recent years, sales taxes still generate
over twice as much revenue as state and local income taxes. Since general sales
taxes are regressive when compared with income as a base, any change in the tax
structure which substitutes progressive income taxes for sales taxes is to be
encouraged.

However, as long as the sales tax continues to play an important role in state
and local finance, some modifications in the sales tax base are desirable. The
progressivity of the sales tax structure can be enhanced by exempting certain
items from the base of the tax; for example, non-prepared food and n9n-prescrip-
tion drugs. Since these items constitute a disproportionately large share of a low
income family's budget, their exemption from the tax is desirable on equity
grounds. Sales tax progressivity can be achieved even more effectively by a sys-
tem of tax credits-and rebates for sales taxes paid. This system could involve
a flat per capita credit or a credit of the variable vanishing type-depending on
the amount of progressivity that is desired.

Finally, it is our hope that state governments follow the example set by the
Federal government in recognizing the set of acute fiscal crises that are con-
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fronting our major cities. Since the tax base of our local governments has ex-
perienced significant erosion in recent years while the demand for urban public
services has risen rapidly, it is esesntlal that some form of state revenue sharing
be undertaken. Hopefully, the revenues raised in such a program will make much
greater use of state income taxes. This permits funds to be raised In the most
equitable manner and earmarks them to areas of greatest need. However, in
order to ensure equity In such a system, it is essential that the income tax which
is Implemented be a fair one. Despite our strong support for the principle of
state taxation of personal income, the fact is that many tsate income taxes cur-
rently in operation have terribly regressive rate structures-in some cases, the
incidence of the income tax being worse than that of a broad-based sales tax.,

Any meaningful reform of the state and local government tax structure must
include the adoption of a quality income tax. Such a tax must have a reasonably
progressive rate structure and must be devoid of loopholes which favor the rich.
In order to achieve a fairly high degree of equity in state income tax structures
and, at the same time, promote efficiency in income tax collection, it is desirable to
"piggyback" the state tax on top of the Federal income tax structure. This would
ensure a system of progressive rates and, if universally adopted, would be an

f excellent new source of state and local revenue.
Allocation of State Government Funds

AFSCME) opposes the separation of the state entitlement into two distinct
allocations. Rather, since revenue sharing has become necessary, in good measure,
because of outmoded state and local fiscal systems, the funds allocated to the
States should be based primarily on each one's willingness to adopt an equitable
and efficient structure for raising revenues.

Any state which refuses to alter the regressivity of its tax structure by rely-
ing on the current system of property, sales, and excise taxes to finance public
services should not I rewarded by a large share of Federal fund. AFSCME
urges that states be given larger entitlements as they effect restructuring of their
tax systems, such as heavier reliance on progressive income taxes, the adoption
of state-wide property taxes, and the use of tax credits to offset some of the
regressivity inherent in general sales tax.

In order to encourage these reforms in the state thx structures, AFSCME
urges that the initial State entitlement be based primarily on a State's willing-
ness to adopt a quality personal income tax. Each State would receive an amount
equal to 15 percent of its state income tax collections--with no entitlement being
.permitted to exceed 0 percent of the Federal income tax receipts of an)' state.
A state whicliloes.not tax income would receive 1 percent of the Federal income
taxes collected within the state. This method of allocating $1.8 billion would
remain in effect for the 5-year duration of the program.

AFSCME urges that the growth factor in the State entitlement of $300 million
per year e allocated on a three part basis. First, states which adopt personal
income taxes with progressive rate structures will divide '/; of the growth factor
each year. Second, states which adopt general sales taxes that include tax
credits or rebates as a method of refunding taxes paid on food and non-prescrip-
tion drugs will split, on a continuing basis, $100 million of the growth factor each
year. The tax credit would preferably be of the variable-vanishing tyl-the
most progressive forin of such credit Third, states which substitute a state-wide
property tax for the current local property tax-it patchwork system filled with
inequitable and uneven valuation process--will also share an extra $100 million
per year.

The ultimate allocation of the growth factor-after all the eligible states have
been determined-will be based on each states' relative share of the initial
$1.8 billion entitlement. Perhaps the most appealing feature of this method of
allocating funds to the states is that it takes a more comprehensive view of state
tax reform. Other revenue sharing prolHsals either contain no incentive for
states to reform their tax structures or reward only the adoption of an income
tax.
Under our proposal, although states are given inore flexibility to decide what

reforms they feel are most. desirable on an Individual bmsis, the major emphasis
___ still lies in favor of adopting progressive income taxes because, lit a sense, this

reform is "doulle-counted." Counted with its /.1 share in the growth factor allo-
cation, the adoption of income taxes hermits states to accumulate larger bases
upon which to apply the entire three-part growth factor formula.
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Finally, our proposal does not require the cut off of funds for a state which
is unable to impose an income tax in a specified period of time.

Maintenance of Bffort at the State Level
The maintenance of effort clause in Section 12'2 (e) Is appallingly weak. This

requirement merely prohibits states which receive money under Section 122
from reducing their current level of financial aid to the cities from other sources.
Since government expenditures at the State and local level have tripled during
the past decade, it becomes clear that the maintenance of effort provision in Sec-
tion 122 is completely ineffective. By simply not reducing financial aid to bocal
units of government, the States could still be conforming to the requirements of
the bill, by using tMe shared Federal funds to substitute for their present level
of commitments.

AFSOME, therefore, urges that the maintenance of effort requirement be
revised to provide that States maintain their present rate of assistance to local
governments, as a proportion of total State expenditures lit each year, given
the present demarcation of responsibilities.

Further, we urge that each State maintain its present per capita tax effort,
In order to ensure that the shared funds are not used for effecting tax cuts.

State E:penditurce Dcdicatcd to Scrvicces
Finally, while recognizing the difficulty of prescribing priorities for State

expenditure, we urge that the Congress express its intent that funds under the
bill be used for services, as against administrative and "overhead" expenditures.
Revenue sharing Is a response to the inability of state and local governments to
continue to provide critical public services. Any use of these funds for reasons
other than augmenting the current level of governmental services is a violation
of the spirit and intent of this legislation.

NVon-Disoriminatiog Provision
With respect to the non-discrimination provisions of H.R. 14370 (sec. 106),

we believe this important element of the bill must be strengthened. As it is now
written, section 106 would make Title VI of the Civil Rights Act applicable to
activities financed in the whole or in part from funds allocated under the bill.
However, the provision refers only to actions which may be taken by the Secre-
tary of the Treasury alone or in concert with the Attorney General. Further,
this provision applies only to local governments and not the States.

We share with many civil rights organizations concerns about the realistic
gnd effective enforcement of civil rights statutes under a revenue sharing pro-
gram. The concept of revenue sharing must not represent a retreat from the
Federal government's responsibility to insure that federal funds are not used
in a discriminatory manner.

It is this reason that we urge the Committee to adopt a stronger non-discrimi-
tion provision. This Important provision of the bill must he applicable to both
the several states and their polltical subdivisions and expressly guarantee the
rights of individuals to sue in the Federal district courts in case of violation
of Title VI.
Labor Standards

The labor standards sections of H.R. 14370 which apply to local government
expenditures are weak and non-existent in the case of the state allocation. This
situation must be corrected by the inclusion of strong labor protection provisions.

Section 105(7) now provides that persons employed in jobs financed in whole
or part out of funds allocated to local units of government be paid wages not
lower than the prevailing rates of pay for persons employed in similar jobs by
such local government. We urge the strengthening of this provision to insure
that such persons be paid wages which shall not be lower than whichever is the
highest of (A) the minimum wage which would be applicable to the employee
under the Fair Labor Standards Act of 1968, if section 6(a) (1) of such Act
applied to the larticipant and if he were not exempt tinder section 18 thereof;
(13) the State or local minimum wage, for the most nearly comparable covered
employment; or (0) the prevailing rates of pay for persons employed in similar
pu~llc occupations by the same employer and that this provision be applicable to
both loahl units of government and States.

Similarly, we urge that the existing provision concerning Davis-Bacon stand-
ards now applicable only to local units of government (sec. 105(6) be made
applicable to the States.
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D~trkt of Oolumbia
H.R. 14870 also contains an unwarranted and discriminatory provision with

respect to the District of Columbia. Section 141(c) (8) provides that the allo.
cation to the District of Columbia would be reduced by an amount equal to any
monies received by the District government as the result of any tax imposed by
the District of Columbia on income earned in the District by a non-resident. We
urge the Committee to delete this provision.

Federal revenue sharing Is, In our Judgment, a concept whose time has come.
When state and local government&--partlcularly those of our major cities-are
threatened by fiscal collapse and curtailment of vital public services, it is the
responsibility of the Federal government to assure their fiscal viability-. However,
we note at the same time that the effectiveness of revenue sharing is limited. It
is not a substitute for the current system of categorical Federal grants which
provide local governments with both funds and badly-needed direction in their

disbursement. The Federal government must maintain and even augment its
,categorical grants program in order to set spending priorities which have na-

tional Implications, and to overcome the political difficulties involved in funding
such expenditures with local revenues.

Our system of federalism-with various levels of government providing public
services whose benefit streams overlap-Is dependent on the Federal govern-
ment for coordination, guidance, and effecting a proper distribution of tax
monies. Revenue sharing is necessary both to add flexibility to state and local
fiscal systems, and to give much-needed relief to governments attempting to pro-
vide vital public services from a continually eroding tax base.

We greatly appreciate this opportunity to present our views on this vital
legislation. We hope you share our belief that this legislation must be improved
and enacted this year.

APPENDIX A

One of the most equitable and effective methods of financing public education
Is through the adoption of a state-wide property tax with a progressive rate
structure. The revenues from this tax would be distributed to each school dis-
trict (or unit of government responsible for providing education) as a fiat per
capita grant for each public school student.

If a school district chooses to spend more than the amount of its share of these
grants, it may augment this figure by adopting a local sales or income tax-
preferably one which would be "piggybacked" on top of the state sales or income
tax. In order to conform to the principle outlined in the Scrrano decision, the
amount of revenue generated for education by either of these local taxes must
not be dependent on the wealth of the community. This condition can be satisfied
by adopting a "power equalizer" formula which assures that revenues raised in
poorer communities for the purpose of supplementing the educational grant
would be leveled up to the amount of revenues generated by the wealthiest
school district in the state which has adopted the same "pfggybacked tax." The
funds to be used for this "leveling up" process would come out of general state
revenues.

With the Implementation of a progressive state-wide property tax and a sys-
tem of voluntary "piggybacked" taxes operating with a "power equalizer" for.
mula, two major reforms in school financing are effected. First, the structure
used to finance education becomes much more lirogressive. Second, the amount
of money spent on a child's education is based on state as oplj-sd to absolute
tax effort.

These reforms would go a long way toward achieving equity In school financing
and in providing quality education for all children regardless of wealth.

A The CHAIR[AN. Our next witness is Mrs. Cassandra Gatlin of the
Greater Akron Coimmnunity Action Council.

You are recognized for 10 minutes, Mrs. Gatlin.



210

STATEMENT OF MRS. CASSANDRA GATLIN, GREATER AKRON
COMMUNITY ACTION COUNCIL

Mrs. G.TLIN. It will be shorter than 10 minutes.
You see, I did not come here with a speech or a long paper to tell you

how my plan would work better than the other plan, because I really
do not know. I do not believe any of them will work as they should.
But I came to speak in behalf of the people that are the most impor-
tant. That is the poor. Some of the things that the gentleman said in
front of me, I agree with wholeheartedly. As you all know, the rich
is getting richer in this country, the poor is getting poorer. We are
just going to stop it.

I am not against revenue sharing altogether, because. I realize that
the States and the cities are in terrible trouble and they do need help.
But I am saying this: In doing this, are you not overlooking the little
people and have they not been overlooked long enough?

If that comes out, why does it have to always be given to everybody
except the people that really need it? I am not against-I read your
program that you sent to me-building roads and et cetera, sewage
plants and all these kinds of things. But then how many roads can you
build and how many sewage plants? Then what are you going to do?
When are you going to give the people this kind of money, then you
say, do with it what you see best. Suppose he thinks it best to put it
out in the suburbs, where it generally will go, where the rich is, and
they are going to get all the best streets and et cetera, especially in the
city where I ive ? Where is the poor ? We are going to in e same
shape we always have been paying more taxes.

I heard the man talk about the poor paying more taxes and that is
true. For instance, last year, my husband and myself together made
approximately, oh, may $9,000 a year. Do you know how much tax
we paid? We paid $4,500 tax. Now, some of the big companies and big
people in our cities and all around the cities, I am sure that have the
large salaries, I doubt they pay that much tax. But we paid $4,500 out
of that little money that we made.

And, sir, the cost of living-you know, they don't have any mercy
and say, because you don't make $50,000 a year, we won't charge you
as much. It costs me just as much money to feed myself and my family
as it does Mrs Nixon. If I go to a store and get a steak or get some neck
bones or whatever I am going to get, they are going to c arge me the
same price they charge her.

Now, where is this going to stop? Who thinks about the little people?
They give us all kinds o excuses and we are going to do this and we
are going to do that, why don't you put me in? But who really thinks
about the poor man, who thinks about him ? I

If the revenue sharing comes into being, this means something is
going to have to be cut out, some of the programs we have are going to
have to be stopped, because there will not be the money to keep them
going. Now, what are we going to do? What is going to happen to us?

Suppose the mayor would say, well, I don't think this is necessary
that we have this. You know, we have institutions, and believe me, we
have institutions. We do not need them, but we have them. We have
institutions, so we do not need this type of program or we do not need
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this type of program. What is going to happen to those people I Really
looking at them, what is going to happen to the poor man and woman I

Nobody considers us. We make up a large majority of this countr
It is supposed to be, and I am sure it is, more poor than there are rich.
Or, rather it used to be. Here lately, you begin to wonder. But who is
going to think about the man who is not able, don't make the money,
can't get hold of the money to carry his responsibility, his share, as the
man who has it. Who is really going to think abouf him?

I am not talking about the mayors and the Governors and what
have you. I am sure they are in trouble. But I wonder why. The people
moved out of the cities into the suburbs. Why? Because we moved
next door to them and they didn't want to li ve next door to us. So they
sold us their homes that they lived in 40 years and they moved out
and built new ones. Sure this takes away taxes. I can understand that.
I can understand the fact that by not having taxes, they cannot do a
lot of things that they would like to do.

We don't get tie service. Even if we had the money, we wouldn't
get it. Let's not kid ourselves. If you give the money tomorrow, there
is just a certain amount of service that is going to be rendered to the
poor and that is it. And go out in the suburbs and what have you and
they will get all the services, like they always do. Then they will send
you a report if you ask for it, and they will say, ."Well, we are taking
care of 50 percent of the poor"-baloney. I know it is false and you do,
too. It is not so.

In the city where I live, on the street that I live, I put my life's
savings into a hole and you cannot drive a car up there, there are so
many chuck holes. But when the whites lived there, it was not that
way. And when we call and ask them to do something, they give us
all kinds of excuses-we don't have the money and that. But you go
out in the suburbs and you find them paving the streets, paving the
roads; yet there is no money to do something for us.

If the Federal Government does not take a hand, if the Federal Gov-
ernment does not look at the poor people, then who is going to do it?
They say that giving the money to the governments, you are dictating
to them, you are dictating to the States. Well, you have to, because
if you do not look out for us, then no one else will. If we really had
anyone who was interested in people--I am not saying there would
not be some trouble,* but there would not be as much trouble. They
have had the money. What has happened to it? Why does not some-
body call them, somebody question, what happened to that money?

I am not fighting them getting some money. I think they need some.
But I think we also have a duty to look out for the little people, because
we have no one. If you are going to turn your back on us, what do we
have left? We might as well give up.

That is all I am saying. I cannot tell you how to issue it out, who
should get it, this and that. But I am saying this: It would be nice
that certain funds would be allocated, earmarked, however you want it,
for the use of poor people in whatever way that the mayor, along with
the people-that the Government would see fit.

I see that you said no schools. What is going to happen there to the
children for their education ?
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I think it &id ro',,is and sewer plants and highways and et cetera.
This is good, because this is progress and we need this. But we also
need something else. We need someone to sit down and take a real good
look at what is happening in America and do something really con-
structive about it. And quit saying that there are no poor and if they
are, they are poor because they want to be poor. That is not so, sir.
That is not true. There are a lot of people that do not want to be, but
what can they do? They have no choice. The only person they can look
to is the Federal Government and if the Federal Government is going
to let us down, then we are lost.

So, gentlemen, as I have said, I do not have a lot to say to you. I do
not know what to tell you about what you can do about it and I do not
want to take up a lot of time. But I am only saying one thing, please,
do not forget the poor.

The CHAIRMAN. Thank you very much for your statement, Mrs.
Gatlin.

Do you have any questions?
Senator HANsEN. I have two.
First of all, Mrs. Gatlin, I am very much impressed with what you

say. It is my understanding that the District of Columbia anticipates
the expenditure of $3 billion on the subway system p.vesently being
built,.

Mrs. GATLIN. Right.
Senator HANsEN. Do you favor that type of expenditure I
Mrs. GATLIN. Well, sir, yes, in a way. I am not altogether against it.

Again, like I said, if it was $10 billion as long as it is going to mean
that the poor is going to benefit by it. if it is going to mean that poor
people are really going to get some good use, some good jobs, et cetera,
out of it, I am not against it. But let it really be for the people, not
some group like they generally have, you know, one or two, then say,
we don't discriminate. They will have one or two amongst 10,000. This
is thb way they do it; you know it and I do, too. They will have a group
of 500, and have two blacks, two Mexican Americans, what have you.
Then when they return the report, they say, we do not discriminate, all
of them are making $8 an hour, $6 an hour. This is not true.

Senator HANSEN. It is my understanding that the residents within
the District are very strongly in favor of the completion of the subway
system. I may be in error. Everything I have read, statements by the
Mayor, statements by the Representative of the District, the Reverend
Mr. Fauntroy, inclines me to believe they support it. I wonder if you,
too, support it.

Mrs. GATLIN. As I say, I am not altogether against it, as long as it
does that one thing. If they are going to benefit by it, good.

Senator HANsEN. The other question I would like to ask you, and I
do not expect you to respond to it now, I understood you to say you
and your husband together made about $9,000 a year I

Mrs. GATLIN. Yes.
Senator HANSEN. And you paid about $4,500 in taxes?
Mrs. GATLIN. That is right.
Senator HANOPN. Would you submit to the staff of the Finance

Committee a breakdown of those taxes. You don't have to do it now;
when you can get back home perhaps you could break them down
and submit this for the record ?
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Mrs. GATLIN. I sure will.
Senator HANSEN. I would like to have it. Thank you very much.
(At prestime the information had not been received by the

committee.)
The CHAIRMAN. Thank you.
Our next witness is Mr. W. Emerson Rhodes, member of the board

of trustees of Delhi Township, Hamilton County, Ohio.

STATEMENT OF W. EMERSON RHODES, MEMBER, BOARD OF
TRUSTEES, DELHI TOWNSHIP, HAMILTON COUNTY, OHIO

Mr. RHODES. Thank you, Mr. Chairman. If I could preface my re-
marks by saying here come the afiluer, suburbs. Only the myth of the
affluent suburbs is just that, a myth.

_ The Federal revenue-sharing legislation (H.R. 14370) under con-
sideration by this distinguished committee includes a distribution
formula which implies second-class citizenship' through drastically
inequitable funding to the governments of over a quarter of a million
township residents in Hamilton County, Ohio, including the citizens
I represent in Delhi Township.

AIthough these funds have been specifically earmarked for direct
local government services to people, in Hamilton County the munici-
palities are to be granted over $20 per capita while the townships will
be allocated only $1.30 per capita.

The following questions serve to dramatize the inequity:
Does the distribution formula mean township residents are entitled

to only one-sixteenth the amount and/or quality of services other com-
munities can provide?

Should our firemen and policemen be paid only one-sixteenth the
salaries municipalities pay, or should 6ur residents receive only one-
sixteenth the public safety protection other communities offer?

Wi01 Hamilton County township residents be allowed to pay only
ond-sixteenth the Federal income tax schedule rates cit residents pay?

These questions are prompted by the provision of the revenue shar-
ing bill which grants our townships one-sixteenth the amount per
capita to be allocated to municipalities.

I ask the help of this distinguished committee in correcting these
grossly unfair distribution formulas.

We are all aware there are serious problems in heavily urban areas,
but there are also many ongoing Federal programs to help solve these
problems.

The Federal revenue sharing funds are intended specifically to
provide and improve basic services which all citizens must have no
matter where they may happen to live.

Contrary to poptilar opinion, there is no less a need for public safety,
environmental improvement,, and public transportation in suburban
areas including Delhi and Hamilton County's heavily urbanized
townships.

Again, I ask the help of this distinguished committee in preparing
moan equitable revenue sharing bill with distributions based directly on
'the number of people each community has the responsibility to protect

and serve.
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Gentlemen, I have made my comments brief. To get right to the
point; I woild like the record to show that I have been assisted in
preparing these comments by my two colleagues on the board, Mr.
Gilbert R. Faigle and Mr. Jerome F. Luebbert. 3r. Luebbert and I
are Democrats, Mr. Faigle is Republican. I made this brief so I could
answer any questions you might have.

Thank you.
The CliI M.AN\r'. It sounds to me as though your problem might

have to do with technical aspects of the bill. I do not. think we have
any disagreement with you on what the objective must be. I invite you
to consult with our staff and maybe the staff of the Joint Committee
on Internal Revenue. Maybe your problems can be worked out. If we
can, we will be glad to cooperate.

Any questions?
Senator BENNETT. No questions.
Mr. RHODES. If I might add, t.he bill apparently reflects and magni-

fies existing inequities in the very archaic tax structure in the state of
Ohio. Right now I am paying roughly 85 percent of my tax dollar to
the city of Cincinnati for the privilege of working there and the rest
to the community in which I live, which protects myself, my family,
my property.

Senator B.NN'Frr. The previous witness indicated that in the State
of Ohio, a person pays 50 percent of his income in taxes. Do you agree
that the tax level in Ohio is that high I

Mr. RnODFs. Sir, my income is only slightly higher--our family's
income is only slightly higher. I am a stockbroker by profession and
things have been pretty grim. I do not pay anywhere that much, sir,
right off the top of my head. Our property taxes run about $400-some
dollars a year.-We have a new progressive income tax that was insti-
tuted, that is an excellent improvement over the past. The problem is
we have a very regressive city earnings tax. In Cincinnati, it is the
highest in the State. Most of our property tax goes to education. We
are running a community of 25,000 people right next door to Cincin-
nati and it is very competitive to try to pay our policemen a significant
amount of money. We spend less to run our community in a year than
the cost of one deepwater pool, of which the city of Cincinnati has
a number, and they are building more.

Senator B.NxNEr. I have no further questions.
Senator FANNIN.. Mr. Chairman.
Mr. RoDms. I appreciate very much that you have brought this

to our attention. I feel as the chairman does, that there must be a
technicality involved, because I do not think it is the intent of the
House of Representatives, and certainly not our intent, to discriminate
to the extent that you have explained here. When You speak of the
municipalities and townships, it may be different from State to State
as to the designation of these particular entities. I am just wondering if
that might be one of the problems involved.

In other words, where we have a county and we have a city in
Arizona, I do not think that this discrimination exists under the bill's
terminology. But I certainly app reciate your bringing it out and
know that the chairman will see that it is investigated thoroughly.
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Mr. RHODES. Well, Senator, Mr. Chairman, the suggestion that I
make is very simple. But it seems to me, and, of course, I do not have
anywhere near the background in government.-I have been a public
servant for approximately 3 years-this whole thing could be rectified
by making these distributions on a per capita basis. If one area has
an excellent police department. and another areas does not, you are
merely driving crime into an area that does not. This is the problem we
see in our area everyday.

The CHAIRMAN. Our problem in trying to help you with your situ-
ation is a technical one. In other words, apparently the money for that
area is being directed to the county and those you represent are citizens
of a township and they are also citizens of a county. I take it that your
problem is you want more of the money to be sent to the township
and less to be sent to the county.

Now, I see you shaking your ]lead that. that is not what you have
in mind. But I assume that the House bill is based on the theory that
in distributing money to the local unit of government, it woild be
distributed in relation to the amount of money that those local units
raise and spend. Now, it may be that if' you shifted your formula
around somewhat, you could take care of your problem. The first
thing you had better do is figure out how it can be done.

In other words, Senator Kerr used to be ranking member of this
committee and he used to say, "I am willing to help you but I want
you to make it easy for me.' You show us how we can help you and
we will certainly be willing to consider it.

Senator Hansen?
Senator HANSEN. I do have one question.
Mr. Wurf, who testified earlier, has included in his statement this

language:
H.R. 14870 also contains an unwarranted and discriminatory provision with

respect to the District of Columbia Section 14(c) (3), which provides that the
allocation to the District of Columbia would be reduced by an amount equal to any
moneys received by the District Government as the result of any tax imposed by
the District of Columbia on Income earned in the District by a nonresident. W
urge the committee to delete this provision.

What is your position on this statement of Mr. Wurf's?
Mr. RHODF.S. I think I probably would be opposed to it, Senator,

because you see, the city of Cincinnati's earnings tax 40 percent of it
is paid by nonresidents. So not only are we prohibited by the State law
from helping ourselves through this effective tax, but furthermore, we
are contributing to the fact that any inunici ality where one of our
residents works is getting credit for money tiat is coming out of our
community. I think we have a responsibility to help pay some of the
needs of the central city; i think it is gross and excessive in my partic-
ular area. I realize the problems of putting a bill together across the
whole country that is fair and equitable. But this would make a lot of
sense.

In fact, the Cincinnati earnings tax may go to 2 percent-no exemp-
tions, no graduations-on everyone. That would make it even worse

Oo us.
I think I would have to be probably opposed to that, Senator.
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Any questions, Senator? I
The CUAIRMA. Thank you very much.
That concludes today. The committee will stand in recess until

Tuesday, July 25, at 0:30. We are coming in a little early because we
would 'like to accord the mayors a little more time than was originally
scheduled for them. The mayors' delegation will be headed by a or
Moon Lanldrieu of New Orleans and a number of other distinguishe'd
mayors. I will ask that the list of them be put in the record.

The Senator from Arizona will be well advised to be here. I see
the mayor of Phoenix will be here. The Senator from Georgia will be
well advised to b)e here, The mayor of Atlanta will be among the group.

The Senator from Michigan might be well advised to be here. I see
that the mayor of Detroit will be-here.

(The witness list for Tueday, July 25, 1972, follows:)

SENATE COMMITTEE ON FINANCE

Public Hearing on Revenue Sharing, H. R. 14370

Tuesday, July 2S, 1971

930 A. M.

The Honorable Sam Gibbons, United States House of Representatives

-The Honorable Moon Landrieu, Mayor of New Orleans, Louisiana, in behalf
of the National League of Cities and the United States Conference
of Mayors, accompanied by:

The Honorable
The Honorable
The Honorable
The Honorable
The Honorable
The Honorable
The Honorable
The Honorable
The Honorable
The Honorable
The Honorable
The Hotiorable
The Honorable
The Honorable
The Honorable
The Honorable

Sam Massell, Mayor of Atlanta, Georgia .
Louis Welch, Mayor of Houston, Texas
Lee Alexander, Mayor of Syracuse, New York
Joseph ilxtoto, Mayor of San Franciscos California
Frank W. Burke# Mayor of Louisville, Kentucky
John Drigs, Mayor of Phoenix, Arisona
E. 3. Garn, Mayor of Salt Lake City, U tab
Kenneth-A-, Gibson, Mayor of Newark, New Jersey
Roman S. Grlbbs, Mayor of Detroit, Michigan
Harry 0. Haskell, Mayor of Wilmington, Delaware
Richard 0.' Hatcher, Mayor of Oaryp Indiana
Henry Maier, Mayor of Milwaukee, Wisconsin
Roy Martin, Mayor of Norfolk, Virginia
Norman Mineta, Mayor of San Jose, California
William Donald Schaefer, Mayor of Baltimore, Maryland
Wee Uhlman, Mayor of Seattle, Washington

The Honorable John Conolly, Representative Illinois, President of the
National Legislative Conference, accompj&nied by:

Speaker Herbert Fineman of Pennsylvania
Speaker Charles Kurfess of Ohio
Representative Elliott Levitas of Georgia
Senator Robert Vender Laan of Michigan

Gerald M. Brannon, Independent Consultant



The CHAMMAN, Well, we stand in recess until Tuesday.
(Whereupon, at 11:45 a.m., the committee was adjourned until

Tuesday, July 25,1972, at 9:30 a.m.)

$1-395 0 - 72 - Is





REVENUE SHARING

TUESDAY, JULY 25, 1972

U.S. SENATE,
COMKIVFEE ON FINANCE,

Washington, D.C.
,. The committee met, pursuant to recess, at 9:30 a.m., in room 2221,
"New Senate Office Building, Senator Russell B. Long (chairman),

presiding.
Present: Senators Long, Anderson, Talmadge, Fulbright, Byrd, Jr.,

of Virginia, Bennett, Jordan of Idaho, Fannn, Hansen, and Griffin.
The C IA M AN. This hearing will come to order.
We are pleased to have with us this morning as the first witness,

the Honorable Sam Gibbons, from the House of Representatives, to
ive us his views on revenue-sharing. Mr. Gibbons. you have given a
t of thought to this matter, and you are recognized to proceed with

your statements.

STATEMENT OF HON. SAM GIBBONS, A REPRESENTATIVE IN CON-
GRESS FROM THE SIXTH CONGRESSIONAL DISTRICT OF THE
STATE OF FLORIDA

Mr. Gmoss. Thank you, Mr. Chairman. Let me say at the begin-
ning as a House Member I am very hesitant to come over here and
preach to the Senate and I hope you. will forgive me.

The CHAIRMAN. You will not be the first one.
Mr. GmBONs. I will try to conserve your time because I know you

have some important witnesses this morning, but I am one of the
seven members of the Ways and Means Committee who dissented very
strongly on this matter-four Democrats and three Republicans who
opposeal this bill all the way-and I think it's important to keel)
opposing it. Nonetheless, I do not propose to speak for the other
dissenters. I am only speaking for myself.

I can summarize my argument-and Mr. Chairman, I have a state-
ment here for the record if you would like to include it in the record-
I can summarize my argument by saying this:

There are four points to my argument. First, we cannot afford
revenue-sharing. Ie do not have the money.

Second, "they" do not need revenue-sharing. When I say "they" I
am talking primarily about the States, the States in their relationship
to the cities.

Third, even if you throw away my first two arguments, there is an-
other argument. '1'hat i, revenue sharing involves a most illogical dis-
tribution of this tax fund that the Federal Government must raise,
and I will illustrate this with some charts.
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And, fourth, it is just not good sound governmental policy to divorce
the discipline of having to raise taxes from the spending of tax funds.
The pain of having to raise taxes is a pain that all of us suffer who are
in elected office, and rightfully so.

Now? I am very aware of the fact that I will be followed by a group
of distinguished mayors who can plead very eloquently that they do
need the money. But first of all, let us look very briefly at my first
argument: that we do not have the money and we cannot afford "reve-
nue sharing."

I would not belabor before this distinguished committee.the problem
of our Federal deficits. I would only summarize and say that, for a
total of 3 years, fiscal 1971 through fiscal 1973, we are going to have
the most horrendous non-all-out wartime deficit that we have ever
had, about $100 billion, staring us in the face. I realize that this figure
can vary. Indeed, it may well be larger than we now expect.

Now the interest on our national debt is resently consuming about
9 percent of our annual appropriations. It runs to an astronomical
figure of 700-some dollars per second-up $43 a second from last year-
and it is certainly going to increase if we enact revenue sharing.

We are about 28 billion further in debt this year than we were at
the same time last year, and for next year, while accurate figures are
of course not available at this time as to what the national deficit is
going to be, it looks like it is going to be in the neighborhood of $80
billion-remembering that this figure is disguised by the fact that we
are going to have to pay back between $8 billion and $10 billion that we
have erroneously collected from the taxpayers.

So, there probably has never been a time in the Nation's history
when we could least afford revenue sharing so far as the National
Government is concerned.

Now, my second premise is that the States do not need it, Now I can
bear all the mayors behind me saying, oh, yes, we need it. Sam is
wrong. But the cities are primarily creatures of the States. If you
examine our Constitution and the State constitutions it is very clear
that we have no power at the Federal level to change the powers,
duties, functions, and responsibilities of the cities.

Yes, we can give them money or we can withhold money from them
or we can put strings on the money we send them, but we cannot change
their functions. We cannot change their corporate limits. We cannot
really do the things that. must be done to change city governments for
the better. We can only help or hinder this process; and I think that
this bill hinders it.

Ve have far too mueh government in the United States. One out
of every five people that is gainfully employed is employed by the
government., either the Federal, the State, or the local government.
There are about 80,000 governmental units within the United States.
Thirty-nine thousand of them are general governmental units and this
bill that you have before you, this House-passed revenue-sharing bill,
gives money to all of those 39,000 general governmental units. In fact,
a general governmental unit with 10 or 15 or perhaps 20 people in it
can get revenue sharing directly from the Federal Government under
this.

I submit that this bill will further fractionalize the ability of the
cities and of the States to meet their problems.
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We look at the city of Tos Angeles and we say that "the city of
Los Angeles" is in trouble. Well, the city of Los Angeles is not a city.
It is 70-some governmental units all competing for powers, duties,
and responsibilities, afid none frankly are able to meet tlhe problems of
their constituents in the terms of an overall governmental
responsibility.
. We need to combine government. We need to eliminate govern-
mental units. I have been in government 20 years at the State level
and at the national level andl know from my own practical experi-
ence, and I am sure you know, that we have far too much government
in the United States. We have got to get rid of some of it.

This bill will encourage more and more incorporations of local units
that simply arenot able to do anything other than raise taxes and pay
a mayor and a city council, a few policemen, and a lawyer.
SNow, let me elaborate a little on my argument that the States don't
need revenue sharing. I have attached to my formal statement a couple
of chats that were prepared by the Joint Committee on Internal
Revenue Taxation,-which serves both your committee and mine. These
charts clearly indicate that State and local revenues are expanding very
rapidly. They show-tlat-if all the States had tried as hard as the 10
States with the greatest revenue effort, the States could have raised
an additional $18 billion- in 1969. In 1970 they could have raised an
additional $21 billion. In other words, in 1969 they could have raised
more than three times as much as revenue-sharing proposes for the
first year and in 1970 they could have raised aliout four times as much.
This capacity of the States to raise additional tax revenues is there
and it is growing all the time.

Even if you throw out the first two Arguments that I have made, that
we do not have the money and, that "they" do not need it, there remains
my third argument that I want to present now-that the distribution
formula is extremely illogical.

I would ask the young ladies from my staff to please bring forward
and display charts 1 and 2 for your benefit. These charts were prepard
by my staff, but the filures on which they are based are from the
House report, page 3. They wore developed by the Joint Committee
on Internal Revenue Taxation.

My first chart shows the lumber of dollars to be given under this
House bill to State governments on a per capital basis.

Now, I have asked a number of people to explain to me if they can
why the House came up with this formula, which results in such an
illogical distribution of funds. I certainly cannot explain it,

You will notice on chart I and the same charts are attached to your
statement but I could not use them in cdlor there--that the States in
red letters are the States with the highest per capita income. The States
in green letters are the States in the middle range of per capita in-
come. The States in yellow letters are those with the lowest per capita
income. This chart ranks the States by red, green and yellow as far as
ability to pay is concerned.
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Chart #1.
DOLLARS TO BE GIVEN TO STATE GOVERNMEHTS

ON PER CAPITA BASIS
(under provisions of H.R. 14370)
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45. Florida 4.53
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This chart has been prepared by Congressman Ban Gibbons. All data contained
therein is based upon the most current figures made available by the House
Ways and Means Committee. April 26, 1972.
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You will notice that New York State, on a State basis, gets about
$17-.28 per capita and the State of Tennessee gets $3.53 Ter capita.
And you will notice the illogical distribution of those fun s.

Now, this is just the money that the Governors and the State Legis-
lators would get to spend within no strings attached. I cannot rationalize
why the State of M 'ew York should get about 43 percent more than
its neighbor State of New Jersey, or 39 percent more than the State
of Pennsylvania, which is contiguous to it.

There is no reason-there is no logical reason to explain this dis-
tribution. You can run through that chart and try to pick out some
logic. If you can, I would salute you.

The CHAMrMAN. The logic that does not appeal to me is the State
of New York gets three times as much as the State of Louisiana, on a,
por capita basis. I guess that is on the basis, to he who hath, it shall
be given and to he who hath not, it shall be taken away.

Mr. GIBBON-s. That is about the way it works out according to this
chart, Senator.

Now, chart 2 is not quite so dramatic as far as the illogical dis-
tribution of funds is concerned. It shows the money to be given to
State governments and local governments cQmbined. But her again,
there is an invidious discrimination against many of the State. The
State of New York gets about $35.29 per capita and the State of Ne
Hampshire gets about $17.59 per capita.,
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DOLLAR TO B GIVEN TO LOCAL AND STATE GOVZRMNT
ON PE CAPITAL BASIS

(under provisions of 3.l. 14370)
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This chart has been prepared by Congressman Sam Gibbons. All data contained
therein i based upon the most current figures made available by the House
Ways and Means Committee. April .26, 1912.

Chart #2.
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You will notice in this chart. as well, the States that are marked in
red the highest per ca Ita income Stateb* get the most and the States
with the lowest per cp income as a general rule get the least amount
of money. So "them that has git&"

Senator FuJwRuT. Nothing new about that, is there
MrGmas 'Prhaps not, Senator Fulbright., but it is not a good

America prncipletofol ow.
The dissenting views written by the seven of us on the Ways and

Means Committee who voted against the bill noted that the committee
finally gave up in exhaustion f trying to figur out se sort
of mathematical formula to logically distrbut, this money to 89,0
Fvernmental unite, which is w-at this idoe& It distributes about

to $5 i billion a year to the States and localities.
ThCe -HAIRMAN. Mr. Gibbons, how do you explain the fact that

-,Arkansas the second poorest StateIn the Unon-is right down
there at the bottom. Was the chairman of the committee absent most of
the time that all this was going on I Where was he I

Mr. Gimos. Chairman Mills is a very generous man and I think
he had better speak for himself on that. He and I obviously disagree
about this bill. But there are the facts about the distribution formula.

I should point out that the U.S. average is about $25.70. This is for
the money distributed to both States and localitieL.

My next two charts charts 8 and 4, are merely projections of what
you saw in charts I and IL
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In these charts I have tried to show at the end of the fifth year of
revenue sharing how much the States would get (Chart 8) and how
much State and local governments would get at the nd of the fifth
year (Chart 4). You have to make some assumptions to do this, but
you find that these projections show the same illogical distribution of
revenue sharing funds.

Other nations have tried forms of revenue-sharing and have found
that-certainly not what we're asking it to do, it did not do much for
them. Germany has tried it. The Bntish have tried it. And they did
not even have the system of State governments that we have or the
problems of diversification that we have.

To summarize, we cannot afford revenue sharing. The States do not
need it. They have got the tax resources they need to solve their own
problems, if they will. And the charts prepared by the Joint Internal
Revenue Taxation Committee clearly show that this is an illogical
distribution of money. Really it is hardly possible to distribute this
much money equitably from a Federal level, with either a simple
mathematical formula or a complicated mathematical formula.
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Mr. GIBnoxs. Mr. Chairman, I've said about all I came to say. If
you have any questions I will be glad to answer them.

The CHAIRMAN. Thank you very much.
Senator BE.Nxur. I have no questions.
Senator TALMAI E. Mr. Gibbons, in the event the Senate Finance

Committee decided to approve revenue-sharing, what would you rec-
ommend as a formula to utilize in lieu of what the Ways and Means
Committee did? I am impressed tremendously with your argument that
the lowest per capita income States get the least and the highest per
capital income States get the most under the House bill.

Mr. GIBBONS. Senator Talmadge, I have thought about this for quite
a while, and I really don't think I come up with an equitable formula.
I am philosoplhically oplosd to revenue spring. I think it destroys
the system of responsibility that we 'have in this country. I think that
if you separate to such a great extent the power to spend from the
responsibility for taxing, I think you are just going to have sloppy
spending

But if you had to have a system of distributing this much money, if
you just could not come tob any other solution than that, I think that
I would first give it to the States with some kind of directions for them
to make dhanges in their Shte governments-4-he way they deal with
their cities-to try to eliminate the useless levels of government that
we now have. Hopefully, this might -help to bring about some economy
and efficiency at the State level of government as far as their dealings
with the cities are concerned.

As I said before, the Federal Government just does nof-h'ave the
power to change the corpoeate charter of a city. We can only kind of
help to push the city one way or another. We can only give them money
or cut off money but we cannot change their corporate limits. We
cannot change the jurisdiction that they have over their people.

I would say: give this money to the people if you must do it by
giving it to the States. Perhaps the best way to do it would be on a
straight per capita basis. It would be rather fair. It would have a
redistributive effect. At least the rich would not continue to get
richer and the poor continue to get poorer. That would be about as far
as I suggest it ought to go.

I do not see any logic al way that you can deal with 39,000 general
governmental units in the United States on a mathematical formula
basis. There is just no way. You have, got to substitute human judg-
ment in there some way because these- cities range all the way from
wealthy retirement communities in my own State of Florida and in
Senator Fannin's State of Arizona to poverty stricken ghettos. There
is no rhyme nor reason as to how these 39,000 governmental units
stack up.

The CH11AIRMAN. Senator Jordan?
Senator JORDAN. I will yield, Mr. Chairman.
The CHAIRMAN. Mr. Fuflbright?
Senator FULDRIONIT. Mr. Congressman, I was very impressed by the

letters you sent me with its accompanying data. You included a copy
of the chart which you have here, and, of course, I do not think many
of the county officials in my State are informed about this aspect.



They can see in their set of charts they are going to et $,000 or
$10,000 or $100,000 for their county. They are for it. That s all there is
to it. They are going to get that much. And there is a great deal of
benefit for them at the county and city levels.

But after looking at your chart I must say I find it very difult
to understand the justice or the efficiency of this kind of distribution.

I am impressed by another factor. For example, in my State we
have great need for rural, smailtown water-sewer projects Con----
appropriated in fiscal year 1971 $100 million. The Government ilo-
cated only $44 million of that. They impounded t1% rest. In 197 they
appropriated $100 million. They allocate $2 million and impounded
the $58 million. In Arkansas there are 181 unfunded applications in
this area and they refuse to release the money appropriate and then
come in asking 16r this kind of a bill. I do not see that that makes
sense.

Why do they not go on and fund those programs which Congress
had authorized and appropriated the money forl They do no. They
do not have the nerve to say that people do not need sewer and water
projects. They just impound it because they need the money for the
Trident and for the B4i and for bombs in Vietuam. That i the only
reason I know of that they need that money.

I must say I am very confused. You ar on the Ways and Means
Committee and some of your policies on that committee confuse me.

Mr. GmiaoNs. Well, sir I read in this morning's newspaper that wewere going to be asked by the administration to kill some of those
spending bills that ire floating around Congress right now. The
Chairman of the President's Council of Economic Advisers hasapparently jst indicated this.

Senator FUtMP0mT. Yes.
Mr. GxBBovs. Now, the administration has not said what bills they

would prefer to have killed and I am not suggesting at all that they
would like to see this one killed. I would think, thobh, that until we
think this thing through a little more thorough ly tha n we have, Sena.
tor Fulbright that this is one of the bills that we could "logically
postpone." Where are we going to get this $30 billion that we are
prepared to spend here, and everybody admits that is just the begin.
fing, to quote an old radio slogan.

This is one of the things that we could logically postpone, think
about-a little more, try to make-a little more workable than we have,
and perhaps abandon it altogether. Obviously our economy is in a
very tender state right now. If you pass this bill the way the House has
passed it, it will pump $71 billion into the economy right now, zap,
just like that.

Senator FULBRIGHT. You mean printed money, printing prem money.
Mr. GxIBoNs. Yes, sir. We will have to borrow it but we'll pump

it into the economy right now. The bill is retroactive to January 1,
1972. So we pump in the $2% billion that is mandated by the retro-
active provision-that we have already obligated under this bill-and
then another more than $5 billion for the rest of this year. Then we
will really have this economy boiling again, or boiling still, depend.
ing upon your point of view.
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Senator FLaIoRiT. One question. In the analysis by the staff of this
committee they comment on the criteria. It says:

t* $8. billion appropriated to the localities each year are to be allocated
according to three criteria: one, population, (b), the extent of urbanization
as measured by population growth, and (e), the extent of poverty In localities
(a measured by the relative income level of the residents).

Would you explain to me that section (c), the extent of poverty in
the localitiews as measured by the relative income level of the residents?
You wrote this in your committee. What does that mean ?

Mr. GOmws. Nfo, sir. I did not write it. I voted against it. As I
understand it, it is just an inverse factor of the income of a community.
You are going to find that it is very difficult to get current income
figures. We had a hard time getting them. The Census Bureau just
did not have them. They wore at that time still pulling forth these

< figures. They had them on tapes somewhere, they sid. The poverty
factor is just an inverse factor of wealth, but it is only a small factor
in this whole formula.

Senator PuMRmuouT. But it looks contrary to your chart. This leaves
the impression that this is according--the poor get more money but
your chart shows the higher per capita States get more money perCApita.

Mr. GnmoNs. Yes, sir that is true.
Senator FULBRMT0JT. What does this mean?
Mr. Gmnoxs. Well, the pmverty factor attempts to account for the

wealth of the communities, bit it is such a small factor.
Now, thnre is another defect in this bill as passed by the House.

The States' share of money will continue to grow at about $300 million
a year, but the part that the cities have to dip into doeo not continue
to grow. So the States are going to get more and more money to spend
all the time and the city governments will continue to dip into the
same size pot.

As I say, it is hard to project what is going to happen in 5 years. I
attempt to do it in charts 8 and 4. There is a poverty factor in this
formula but it has so little influence upon the outcome of this distri-
bution that it is not a significant factor.

Senator FITwnMIlIT. Well, I do not wish to delay the committee but
could you give me the principaI argument in fai;or of this bill and
why your committee was persuaded to approve this bill ?

Mr. GIRioNs Well, I think their majority, report would better state
their case than I can. I have to admit thatI am prejudiced about the
whole thing.

Senator F'ULMRTOHr. I understand, but what do you think was the
reason?

Mr. OGioas. I found many members of the House-not members
of the Ways and Means Connmittee-who said that if they had under-
stood this'bill better they would never have gotten so committed to
vote for the bill.

But I think that my committee members should speak for them-
selves on this.

Senator FLBRTOIIr. Well, you are the only one here representing
them. I thought you could interpret it. I do not. want you to take the

61-3M 0 - It - If
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responsibility for it., but.youropinion as to why this has such appeal
inI view of the fact you think it is so defective.

What is it that seems to have led them to this decision? I do not
understand it and I thought maybe you could throw some light on it.

Mr. G oIBBONs. Well, Senator, they wrote their opinion i.n the House
report and I would rather not speal for them.

Senator FULBRIOHT. What was the vote in the committee?
Nr. CIBRONxs. It was 18 to 7.
Senator FULBPJIIT. Well, all right, thank you.
Mr. GinBoxs. And I think there were more than a few Members of

the House who hoped it would die over here. Some even predicted
that. But. you know ]low these things go.

Senator FuIJiOJIT. Well, there is nobody on the committee here
who is running for the Presidency. Maybe it will have a different fate.

Mr. GinnoNs. You know, the House Members have to rnm every
year and House Melblers are more responsive to election year pressure.

Senator FULBRIOHT. I am. glad you said that.
So you admit the Senate does have some role to play, you think,

every now and then.
M'r. GnaBOS. Oh, yes, sir. Yes, sir.

Senator FULURIGHT. Well, thank you very much.
Thank you, Mr. Chairman.
The CHAIR31AN. Senator Fannin?
Senator FAN iN. Thank you, Mr. Chairman.
Congressman Gibbons, you have made sonic very logical and per-

suasive arguments on this matter, especially concerning the lack of
money.

To apply that to the bills that we have passed here in the Congress
I am just as much concerned about those expenditures as I am about
the expenditures that would be involved in this instance. Of course,
they make some very persuasive arguments for it but I think you are
right, that if we would all tighten up it would be far better.

Now. I am vitally concerned if we do have this bill, that we have a
fair and equitable distribution of the money. You have brought out
the inequities involved. What were the considerations as far as the
formula is concerned? Did you take any other formulas into con-
sideration or did you have other arguments?

Mr. Ginno.s. Yes, sir; the staff submitted a lot of different formulas
to us.

Senator FANNIN. You mentioned just having it on a per capita basis
alone.

Mr. GIBBoNs. Well, that was tried. The administration had a for-
mula. It was tried and discarded because it gave more money to the
Beverly Hills type of community than it did to the Watts type, as an
illustration.

I submit to you, Senator Fannin, that it is just impossible to sit
here in 'Waslington and dream up a mathematical formula, no matter
how good a mathematician you are, to distribute money logically and
equitably to 39,000 governmental units. You just. cannot d0 it. there
is no wav that you can take into consideration all the variables that
come to )lay in this very diverse country that we have.
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And yet I am more against this bill on a philosophical basis than
anything else.

Senator FAiqiN. I realize that.
Mr. GIBBoNS. I think that we have perhaps reached a crossroads

in our whole development. Can we compete with the rest of the
world? Can we afford this much government? Do we really need this
much government? Are we not going to have to fundamentally chang
our relationsiip between the Federal Government and the States I
we not need co think this thing through agtin? Are we going to con-
tinue just incorporating cities and counties and little governmental
units. You know, we are 209 million people in tis country, with
the fastest growing national debt in the world, running out of petro-
leun ad fossil fucls. Perhaps we have had our house parly since
World War II and now we have got to settle down, tighten our belt,

- start economizing, start. making some national policy that makes more
economic sense ti ian what we have been able to make in the last 30
years. Perhaps this is the watershed that we have right here on the'
table before you now.

Senator FANNIN. With world affairs as they are, fundamentally I
think you are saying that you are vitally concerned about what is
going to happen to tie dollar. Is that one of the things?

Mr. GaBoss. Yes, sir; I am deepl' worried about it.
Senator FANNN. Thank you very much. I certainly appreciate

your presentation.
Mr. GIBBONS. Thank you.
The CHAIRMAN. Senator Byrd.
Senator B-vi6. Thank you, Mr. Chairman.
Congressman, I have kept an open mind on this matter. I might

say that your testimony today presents some very important argu-
ments in opposition.

Could I got a little better explanation of the amount of money
involved in the House-passed bill? You mentioned $7 billion this
year. Now,.low did you get that figure?

Mr. GIBBONS. Well, the bill is retroactive to Januar' 1, 1972. Half
of this yenar is already gone. so we would be paying alxtit $21 billion,
roughly , for the part, of the year that has aliady expired. Then in
fiscal 173. where we are now op)erating. the 39.000 cities. counties, and
States would get another allocation of a little over $.5 billion. This
amount increases each year, so by the time we get to December 31,
1976, we will be spending at the rate of a little less than $6 billion a
year. The first year there is a kind of doubleup because of the retro-
active effect. -

Senator BYRD. Well, in this particular fiscal Year you figure it would
cost the Federal Treasury $7 billion?

Mr. GIBO.NS. Yes. si r: $71,2 billion.
Senator BYRD. $71/. billion in fiscal 1973?
Mr. Guinoxs. Yes. this fiscal year, becau.-e of the retroactive provi-

sion. You ask these mayors about taking out that retroactive effect
and I think that gome of them will tell you that they have already

am-spent the money.
Senator BYRD. Thpn. in your statement to the committee you men-

tioned that the $30 billion of revenue-sharing which is being proposed
will cost $5.3 billion in interest charges.
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Mr. Gm oNs, Yes, sir; in the 5-year period, really the cost of the
bill is not $30 billion. The cost of the bill is about $354 billion because
ill interest, asstuning wo borrow the money, and realistically we prob.
ably are going to have to borrow the money. If we have to borrow the
money to pay for this, this will cost another $51h billion on a con-
servative basis so the total oost of the 5-year program is not $30 billion
but $85% billion.

Senator BRD. After you include the interest charges.
Mr. GisoNs. After you include the interest charges, yes
Senator Bran. Thank you very much.
The CHAnRMAN. Thank you very much.
Mr. Ginio s. I will leave the charts with you. I will not have

any use for them.
The CHAMtAN. We might have use for them. Thanks very much.
(Mr. Gibbons' prepared statement follows:)

PaC5Am SAUTMZRT oF HON. SAM M. Oisxos, A Rm'BTATVRY in 0oom s
MOM THE STw' O FLORwA

Mr. Chairman and Members of the Committee, I thank you for the opportunity
to appear here today.

As a member of the Ways and Means Committee 1'e had a rat deal of
exposure to the 'O-tate and 1oal Fiscal Asaistance Act of 19T2--more commonly
known as general revenue sharing-and I believe that Congress would be doing
the people of this country a great dtmervice by enacting this proposal. We can't
afford it. We don't need It. And It simply doesn't make good governmental sense.

In an election year, it's hard to withstand the kind of pressure that State
and local offlcials have been bringing to bear in support of revenue sharing.
Indeed, we all sympathize with the fiscal problems of our States and localities.
Hitt their fiscal problems can't hold a candle to those of the Federal Govern.
ment, and it's very clear to me that we would live to regret enacting "revenue
sharing" at this time.

As you know, seven of us on the Ways and Means Committee-Democrats and
Republicans alike-voted not to report the revenue sharing bill to the House.
Our reasons for doing so are set forth in detail in our disenting views on the
bill. If any of you do not have a copy of the House Conunittee report, I will be
happy to furnish one. However, I also asked to testify before you briefly on the
'erV serious defects of revenue sharing because I think that not nearly enough

attention has been given to these detects.
Many of the witnesses who have been apiwaring before you in support of the

revenue sharing bill have glosed over the major defects of the bill, such as its
inequitable distribution formula, and have urged you to approve this legislation
as rapidly as possible. They have told you that they need this money and they
have no other place to go for It. But they have said nothing about where Uncle
Sam is going to get the money to finance this give-away.

Our fiscal situation Is such that we mnplly cannot afford to give an additional
*.0 billion to State and local governments. We qre currently In the midst of the
worst sequence of budget deficits In this eoutytry's history, apart from those
incurred In World War II. Acttial and projected budget deficits for fiscal 1971
through fisml 1978 on a Federal funds basis are now expected to total $100
billion. And there's quite a good chance that the total will be even more than
this.

The Federal funds budget deficit forecast for fiscal 1978 has gone up from
$38.2 billion to $37.8 billion just since January. $9-10 billion of overwithholding
by the Internal Revenue Service has temporarily Improved our deficit situation,
but this Is all just extra money that we're borrowing from the American taxpayer
Interest-free. It really doesn't improve our fiscal situation one Iota.

Our national debt. subject to limit, is currently more than $458 billion. That's
about $28 billion grcatcr than it was just a year ago at this time. In fiscal 1978,



287
the Interest on this debt will cost us more than $22 billion-nearly 9 percent
of our total Federal outlays. This year the Interest on the debt Is running
4719 a second, or $ a second greater than last year.

With a fiscal situation like this, how can we accept questionable arguments
that we rowt enact another $80 billion in spending In the form of revenue
sharing?
- Since Congress would not be taking any steps to .wnce revenue sharing at
this time, the enactment of revenue sharing would contribute Wsgnlfivantly to
the national debt. The Joint Committee on the Redtwtion of Federal Expendi-
tures has estimated that the $W billion of revenue sharing which Is being
proposed will cost us $8,86 billion Id Interest charges over the next five years-
and has noted that this Interest could double after 14 years or by 1001.

Some of the supporters of revenue sharing have called It "an Idea whose
time bas come" Many of us believe that. it is an Idea whose time Is past.
When revenue sharing wie first proposed in the early 19P(A0 the Federal (ov.
ernment actually had a budget surplus. However, our Federal fiscal situation
in 1972 is vastly different. In our present disastrous fiscal position, the enact-
meat of revenue sharing would Inevitably lead to one or more of the follow.
lg: higher Federal taxes, still larger budget deficits, and a diversion of funds
from areas which really have a much higher priority and greater urgency.

We have no revenue to share. It's as simple as that. And our fiscal prospects
for the Immediate future are not much brighter. Economists at the Brooking
Institution have estimated that, even If we achieve full employment by 107,
Federal revenues will fall $17 billion short of a balanced budget. Yet, according
Do a Tax Foundation study which was recently cited In the Wall Street Journsal,
projections Indicate that Stite governments will be able to raise $U1.4 billion
by 1980. As calculated by this study, this total represents a significant In.
crease over the $130-plus billion raised by State governments In 1970 and would
appear to be more than enough to meet their spending needs.

Mr. Chairman, you yourself have indicated that many States might be able
to meet their spending needs completely simply by reforming their property
tax systems. Other members of the committee have expressed the belief that
not all States and localities have done everything they could to help themselves,
and I believe that both of these views deserve serious consideration.

It Is my finding that the revenue efforts of states and localltes vary widely
and that most of these units of government have sufficient fiscal latitude to
raise the money they truly need. For your reference I have had two charts re-
printed from the Ways and Means Committee report on revenue sharing. One
of these (table 8) shows that, If State government efforts In 1060 had equaled
those of the 10 States which exercised the greatest eorta to finance their
operation, a total of more than $18 billion in additional dollars could bare
been raised at the State level. This Is more than three times as much as-the
revenue sharing bill proposes to spend In Its first year of operation.

The other chart (table 1) updates the figures to fiscal 170 to show that States
could have raised an additional $21 billion-four times as much as the first
year of revenue sharing-and this ability of the States to raise extra revenue
in growing at a rate of at least $8 billion a year.

The March 1972 Issue of "State Government News" published by the Oouncll
of State Governments carried a story Indicating that no major new taxes were
deemed necessary In 1972 by the majority of the 89 Governors who delivered
"State of the State" messages to their legislatures. Only four of these Governors
requested increases in sales or Income taxes in order to balance their proposed
budgets.

I ask you: Do stories like this make It sound as though our State and local
governments are in fiscal crisis? If any of them are, I submit that the magnitude
of their crisis simply cannot be compared to that of the Federal Government.

I think we should remember that this year we are already providing some-
thing like $88.5 billion in Federal categorical assistance to States and localities,
even though we are operating with a $82.2 billion Federal funds deficit.

As you know from our experience with skyrocketing Federal support for
State "social services" expenditures under our public assistance program, there

no end to the escalation of State and local demands for more money once a
7,prograi is approved by Congress. I think you all realize that the $5 billion tab

for the first year of revenue sharing would be only the first step along this
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particular spending path. The revenue-sharing bill commits us to give $80 billion
of money we don't have to the States and localities over the next 5 years, to say
nothing of the $5.36 billion in interest on the national debt which this measure
will add for Just that 5-year period.

State and local officials are saying now that we muat approve revenue shar-
ing because they have counted on these funds to balance their current budgets.
Do you think that there will be any change In this attitude In the coming years?

Where does It all stop? You yourselves have raised the question: How are
we going to afford revenue sharing and the family assistance program and
increased expenditures for social services... to say nothing about other areas
where we know we should be investing more Federal tax' dollars, such as
education?

This Is not an Idle question. It Is a verv serious question that we cannot allow
ourselves to brush aside without a serious answer.

I might add that revenue sharing charts an entirely new course in govern-
mental principles--one fraught with great peril. For the first time In our his-
tory, State and local governments would be encouraged to become dependent
on Federal assistance to meet their general government responsibilities. For
the first time In our history, the responsibility for raising revenue would be
severed from the responsibility for spending revenue and the discipline of the
ballot box would thereby be reduced greatly.

-Many of us believe that this new kind of aid to States and localities would
perpetuate rather than remedy the financial problems which arise because of
Inadequacies of these governments. Some local governments, for example, cannot
meet their problems because they simply are not viable units. In many cases,
the Jurisdiction of these governmental units overlap one another and their
powers are fragmented to the point where they cannot meet the needs of the
people they are supposed to be serving. Revenue sharing would encourage rather
than discourage this trend toward a proliferation of governmental units.

The focus of public attention has been the rate of growth of the Federal govern.
meat. However, the fact is that State and local governments have proliferated
and have increased their speulding at a truly amazing rate.

We now have 80,000 local governmental units In this country, of which some-
thing like 89,000 classify as general governments. Under the revenue sharing bill,
hamlets with as few as 10 or 15 Inhabitants could collect Federal funds, with
virtually no strings attached. This Is an open invitation for further Incorpora-
tions in order to share in the revenue sharing bounty. Thus, we would be doing
a turnabout and eliminating a great deal of the pressure we have been putting
on State and local governments to dispense with unnecessary governmental units
and improve governmental organization.

Finally, Mr. Chairman, there Is no way to exlilain the Illogical and Inequitable
distribution formula of the House-passed revenue sharing bill. The Ways ind
Means Committee spent some time trying to come up with a formula, only to
discard each one as unworkable and inequitable. The one finally adopted was
more a product of exhaustion and despair than a feeling that the Committee
had finally stumbled upon a workable formula.

Under the formula, more funds are given on a per capita basis to the States
and areas with the highest per capita income and, paradoxically, less to those
with the greatest need. This fact is illustrated in four gramhs which I have pre-
pared and would like to submit with my statement.

Many of the witnesses who have voiced sui)port for revenue sharing have led
you to believe that they are the ones who are expressing the will of the people.
But the voices who oppose revenue sharing-the many Members of the House
who voted against the lill, the many taxpayers associations across the country,
the AFL-CIO and the Chamber of Commerce-they also believe that they are
speaking for the people.

To cite my own experience with the will of the people, the residents of my
Congressional District have expressed their disapproval of the revenue sharing
bill strongly in their responses to my recent questionnaire and In their personal
pleas to me for more responsible taxing and spending policies.

In short. I believe that revenue sharing is an altogether Inappropriate and
inequitable form of additional Federal aid to the States and localities, especially
at this time of Fcderal fiscal crisis-and I urge you to be most critical in your
consideration of this proposal.
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.I also ask you to press the witnesses who appear before you on revenue sharing
for better answers to the points I have raised here today than those that were
provided by the witnesses who appeared before the House Ways and Means
Committee.

Thank you for your time.
The CHAIRMAN. Next we will call the Honorable Mayor Moon

Landrieu, mayor of New Orleans, in behalf of the National League
of Cities and tie U.S. Conference of Mayors, and he is accompanied
by very distinguished mayors of the cities of the United States. I will
read the list into the record.

The Honorable Sam Massell, mayor of Atlanta, Ga.
The Honorable Louie Welch, mayor of Houston, Tex.
The Honorable Lee Alexander, mayor of Syracuse, N.Y.
The Honorable Joseph Alioto, mayor of San Francisco, Calit.
The Honorable Frank W. Burke, mayor of Louisville, Ky.
The Honorable John Driggs, mayor of Phoenix, Ariz.
The Honorable E. J. Garn, mayor of Salt Lake City, Utah.
The Honorable Kenneth A. Gibson, mayor of Newark, N.J.
The Honorable Roman S. Gribbs, mayor of Detroit, Mich.
The Honorable Harry G. Haskell, mayor of Wilmington, Del.
The Honorable Richard G. Hatcher, mayor of Gary, Ind.
The Honorable Henry Maier, mayor of 1til waukee, Wis.
The Honorable Roy Martin, mayor of Norfolk, Va.
The Honorable Norman Mineta, mayor of San Jose Calif.
The Honorable William Donald Schaefer. mayor of Baltimore, Md.
The Honorable Wes Uhhman, mayor of Seatile, Wash.
I would like to explain for the benefit of our audience, Mayor

Landrieu, that we would have scheduled you and your group to appear
here first in order of business and I had originally scheduled the hour
of 9:30 to try to be sure that you would not be interrupted any more
than necessary by the sessions of the Senate which will be going on
while this committee is proceeding. We may be interrupted for some
rollcall votes while the hearing is proceeding.

The President. .very wisely, I think, invited your group to have
breakfast with him. If I were running for election I would have
invited you to have breakfast with me, and I congratulate him on his
political wisdom in inviting this distinguished group to visit with him
this morning.

I understand how the White House invitations keep people from thp
Congress. We will be the second order of business. I have had occa-
sion to enjoy some of that White House food on occasion. I hope it is
still as good as it was when I was there.

Senator TAIIMAD E. Mr. Chairman. may I make a brief comment?
It is a pleasure indeed! for me to welcome to our committee a valued
friend, the distinguished mayor of the city of Atlanta, who is ap-
pearing not only in his capacity as mayor of Atlanta but. also presi-
dent of the National League of Cities, in. Sam Massell.

The COf.tn.AmN. Senator Byrd ?
Senator Bynr. Mfr. Chairman. may I say I am pleased that the mayor

woof Norfolk, Mayor Roy Martin, is present. today. He has had an out-
standing record as mayor of his city. I am pleased to welcome him



to the committee. I am sure my colleagues on the committee will have
an opportunity to question hii.
Th6CnADMAT.'U want to congratulate all the myors here
Senator FAfmrn. Mr. Chairman, I am v1 proud to have the privi.

lege of welcoming tho mayor of our capital city, Phoenix, Ariz., Mayor
Driggs who hasbeen a very understanding mayor and certainly has
Lbn o? great help when he was here in the Congress, and I kniow has
lodormed quite well in his position with the League of Cities and
Towns.

Senator Bitr-mr. Mr. Chairman, I think it is an interesting coin-
cidence that mayors representing the States or cities in the States of
most of the members of this committee happen to be present.
(Lau hter.]
And I would feel very much left out if Mayor Garn of Salt Lake

City had not been included. I am delighted he is here, too.
The CIUMMAN. I am very pleased that the mayors have such good

sense as to send a mayor from the great State of Utah.
Senator Fumowr. Mr. Chairman, since everybody has to have a

say I am very proud that the mayors of my State and Governor of
my State have so handled their business well enough that they do not
have to come up hero and beg money front a broken Government."
[Laughter.]

I am very proud that they did not have to come. They are not herm
in this capacity.

The CfAMMAN. Mayor Landrieu, we are very proud of you and the
fact that you have been honored by your colleges. I ami calling on
you to proceed. I would suggest that we limit ourselves to the 10-
minute rule per Senator in the first round of the questions to the may-
ore and that the mayors be permitted to make heir presentation in
chief before we ask any questions of them. So we will call on you.

STATFXM OF RON. MOON LANDRIV, MAYOR 0 NEW OEIANS
LA., IN BEHALF OF TIN NATIONAL LEAOrU OF 0GITI AND TIH
U.8. 00NENCE OF MAYORS

Mayor LAAwinru. Thank you ver much, Mr. Chairman. We do ap-
preciato the prompt action which this committee has given to this bill
immediately after it passed the House of Representatives

There are assembled here this morning some 15 mayors representhig
cities from all over the United States, some in the North, some in the
South, East, and West. Some of us are Republicans. Most of us are
Democrats. But all of us speak for our cities and I think for the people
in our cities.

We have two organizations, the U.S. Conference of Mayors and
the National League of Cities, which ae represented by Mayor Louie
Welch and by Mixyor Sam Massell of Atlanta, respectively, who will
speak directly to the issue front the point of view of the two organiza-
tions. We ially are a bipartisan group of mayors who have toured
this country in the past year and a half talking to the people of
Amiierica about the problems of their cities, trying to alert them to
what we see on the horizon, trying to encourage them to do something
to save their cities. We think they are important to save.
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All of the cities do not have the same problem and that is why, Mr.
Chairman, we impose on you today to let all of us speak very briefly
about our individual cities. Some cities are losing population and have
decreasing.tax bases. Others are growing very rapidly and have the
enormous problems that accompany that growth. ome are old cities
and some are extremely new. They are very diverse, just as diverse as
the country itself is.

The city of New Orleans, for instance, which I think is perhaps not
a typical city, nontheless is typical of the problems occurring in the
United States. In the last decade it lost 35,000 people. That is what the
census tells us. It does not tell us what the shift in population was, that
is, how many people we actually had who went to the suburbs whichgrew by several hundred thousand people. The metropolitan area,
that section of the State right now, represents at least 1,100,000 people
and yet the city is smaller-by 35,000 people than what it was 10 years
ago.

The city typically as other cities provides all of the services for the
entire metropolitan area the zoos, airport, cultural facilities, every-
thing that has to be offered in that area.

Now, we come for help not because we do not have the courage to do
it ourselves. We have tried and we have been unable to do so.

Let me tell you the efforts we have made in the past several years,
Mr. Chairman. We increased the property tax by 15 percent. We added
a I cent sales tax for school purposes. We addea another one-half cent
sales tax for general municipal purposes and then another one-half
cent sales tax or general municipal tax purposes.

Then we taxed gas, electricity, and telephones, then increased the
sewage rates by 80 percent. Then added 8 more mills property tax. We
increased the fines and fees and forfeitures across the board, then
we increased the public transit rates 50 percent and are now in hear-
ings once again to increase them again.

We are in hearings to increase the gas and electric rates and, Mr.
Chairman we increased the sewage rates once more 20 percent aid now
we are in hearing now to increase them once arnain 38 percent to meet
clean water standards imposed on us at the Federal level.

We also increased the water rntes and have added a drainage tax to
the property tax system. That 'is what we did at the local level.

Then we participated with the State to add once again another
I cent sales tax, tobacco tax, alcoholic beverage tax, and an income
tax at least a repeal of the Federal credit on the State income tx.

We asked for but were denied an occupational license tax increased
property tax, a local income tax, and increased paving lien charges, all
of that in the last 7 years.

You would think Mr. Chairman, that that was a substantial effort
and that with that kind of effort we would have solved the financial
problem or at least bitten into it and yet the projection for my city
shows that over the next 5 years we will experience these kinds of
deficits.

Next year, $7 million on an $80 million budget, a little less than 10
• - percent. That deficit will grow at the rate of about $7 to $8 million ayear and by the year 1977, which is just 5 years from now, we will
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experience a $30 million differential between our expenditures and our
revenues.

Our bonding capacity for the next 5 years is $25 million cumula-
tive. The needs of that city according to our planning commission) we
are talking about police stations and fire stations, basic gut things
that a city must have to survive, is $500 million and yet we have $25
million with which to meet those needs.

Basically, the problem is the same in most of the cities of Louisiana.
The numbers change but the problems are basically tie same.

Some of the arguments against revenue sharing are that, the
Federal Government cannot afford it. You yourself have a deficit. We
understand that and we are sympathetic. However there are three
levels of government, Federal and State and local, but there is only
one class of citizenship in this country and the people are entitled to
-the services and those services that are being rendered that are closest
to the public are being rendered by the local units of government-
garbage collection, sanitation services, police and fire protection, things
that affect their lives 24 hours a day.

But the fact of the matter is that local government does not have
the capacity to provide those basic gut services. And so general reve-
nue sharing provides some relief to the citizens who need these serv-
ices, but who cannot afford to pay any more taxes at the local level
because the local governing authorities do not have the capacity or
legal authority to tax any further.

Another argument, Mr. Chairman, is that the bill does not distrib-
ute the funds on a fair basis, some suggest that the rich get richer
and the poor get poorer, and I suggest to you that this is not true.
The simple fact is that the poor States as measured by per capita
income continue to get subsidized by the richer States under the al-
location of $3.5 billion to local governments. I am referring now par-
ticularly to the local government's share. Chart No. 1 shows the net per-
cent gain or loss over the cost to the States of the $3.5 billion lbcal
revenue sharing. To compute this we compared the amount each State
receives of the $3.5 billion local government sham to the amount of
the individual income tax paid from that State. Quite clearly the poor
States do rather well. Thus, Louisiana, a poor State, will receive 80
percent more than it pays in income tax. ITtah, another poor State,
vill receive 39 percent more than it pays into the Treasury. New Mex-

ico will receive 30 percent more, Nebraska 14 percent. In fact, all of
the States that rank as wealthy, that is the top one-third, will pay
more in terms of Federal individual income taxes to finance this pro-
gram than they will receive from the $3.5 billion each year. All of
the States in the bottom one-third will receive mom than they will
pay in. Thus, when viewed on a net basis the allocation to local gov-
ernments has a substantial redistributive impact.

The distribution of the $3.5 billion each year puts the funds where
the needs are and does so without making tle rich, richer, as it alleged.

This is not to suggest the formula in the bill is perfect.. It obviously
related from a political compromise in the House and we would ex-
pect this Finance Committee to examine it closely. In fact, we have
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several suggestions on how it might be improved. But the argument
that it favors the rich has absolutely no basis in fact.

Gentlemen, I would like to continue but there are 15 men sitting here
who would like to tell you about the urban crisis as only they can.
We have traveled, as I said, for over a year now speaking in over 15
different cities across the country. What they say impresses me and
I am sure they impress you. Sometimes people are tempted to think
what is wrong with our cities is the men who are running them. We
do not claim perfection or brilliance or omniscience. We are what the
system produces, perhaps somewhat better than those who came be-
fore us and somewhat less talented than those who will come after us.

The only claim we are mtoing is we are making determined and
sincere efforts to deal with what we feel are the domestic issues at our
time.

I do not think we can listen to what these men have to say without
coming to the conclusion that our Nation's cities are facing a funda-
mental crisis whidh can only be resolved iby a fundamental change in
our Federal fiscal etructur, We urge prompt. passage of H.R. 14870
as a beginning of this change.

(Mayor Landrieu's prepared statement follows:)

PREPARED STATEMENT OF HON. MOON LANDRIEU, MAYOR OF NEw ORLEANS, LA.,
ON BEHALF OF THE NATIONAL LEAGUE OF CITIES AND TIlE U.S. CONFERENCE OF
MAYOS

On behalf of the National League of Cities and the U.S. Conference of Mayors,
I want to express our sincere appreciation for the quick attention that you are
giving to the revenue sharing program since it passed the House.

The Mayors before you today will describe to you their predicament-a pre-
dicament which typifies almost every major city in the country. On the one hand
is the pressing and growing need of people in the cities for more and better
municipal services. On the other hand is the decreasing capacity for cities to
raise the revenues necessary to meet these demands for services. Taxes have
been increased, but in most cities this only allows the maintenance of the present
level of services, and In some cities tax Increases have only reduced the amount
of necessary cut backa in employees and services.

The obvious question you might ask is how did American cities get Into this
predicament? The answers are several. They have driven the plight of American
cities to crisis proportions.

Well meaning policies of the federal government have contributed to the
situation now facing us.

1. The National Farm policy disinherited millions of farm families, driving
masses of them into already crowded cities.

2. The Federal Housing Administration's policies contributed to urban sprawl
by subsidizing ten times as many units of housing in the suburbs as, in the inner
city.

S. The National Highway program further stimulated the suburban exodus,
bisecting cities with concrete, subsidizing congestion and pollution, and ignoring
the need for urban mass transit.

4. Inflation, the result of Federal fiscal and monetary policies, has been the
greatest cause of increased city expenditures. Between 1055 and 1970, prices
iald for goods and services by state and local governmental units rose at an
avera.ze rate of 4.2% compared with 2.7% for the economy as a whole.

State governments have also been a major cause of our plight. Remember,
cities are not sovereign entities as are the Federal and state governments, but

_ rather are creatures of their states States have permitted a deadly combination
of restricted annexation and unrestricted incorporation; forced a chaotic and
uncontrollable mushooming of special districts; and Imposed severe limitatlons
on municipal taxation and borrowing powers.



244

With these restrictions and conditions paced upon cities by higher levels of
government, cities have over-extended their taxing sources to raise the needed
revenue to serve the citizens of America. The litany of Increased taxation Is a
common story that the Mayor before you will repeat-citles have been forced
to tax everything that moves or stands still within their borders. If it should
stop and move again, It would be taxed again.

In my City of New Orleans the story Is all too typical.
Starting in 1908 we have had to increase the local sales tax twice.
We have Imposed a garage collection charge.
We have increased taxes on gas, electricity and water.
We bit the bullet and raised sewerage charges 80% two years ago, raised

them 20% In the past year, and now must raise them again In order to meet
EPA requirements for secondary treatment facilities.

We have raised fines, fees, and forfeitures across the board.
We have Increased public transit fares by 50%.
This Is what we've done at the local level. Two years ago the cities of

Louisiana, desperate for new revenue, went to the State and supported the
Governor's tax package to Increase Income taxes, cigarette taxes, liquor taxes,
and the sales tax in order to fund a desperately needed revenue sharing program
for the municipalities of our States.

At the same time we In New Orleans asked the State legislature to give us
authority to do more On our own. But In a State-wide referendum our bills were
defeated which would have allowed us to Increase occupational license taxes,
and paving charges, and to increase our local property tax millage for our Water
Board, our Levee Board, and City government. Finally, we've tried and failed
twice to pass legislation which would allow the levying of a metropolitan
earnings tax.

Gentlemen; you are looking at a man who thinks that all this should have
gotten us somewhere. But Just recently, the Chief Administrative Officer pre-
pared a report at my request which shows that in 198 my City will be facing
over a $7 million deficit, and that by 1977 the disparity between projected rev-
enues and projected expenditures for preently eating eervfoee will be over
$80 million. These projections are made without considering any pay raises
over this period of time for local city employees. This year my total operating
budget is only $80 million. But while revenues are going up at 2% per year,
expenditures are rising at 6 to 8%. In Shrevepo.,% Baton Rouge, Monroe, La-
fayette, and Jefferson, the story is the same, only the numbers change.

The fact of the matter is that the cities of my state, and every state, need
help-desperately and soon. Revenue sharing will provide that assistance.

Some critics of revenue sharing claim thet the Federal government cannot
afford it. Our answer to that is that If the Federal government wants to trade
us the progressive Income tax for the property tax, we will close the deal right
now. Most Mayors would even be willing to throw their sales tax into the trade.

Seriously, this argument ignores the fact that the Federal Government has had
three major tax reductions In the past decade. Meanwhile, state and local taxes
are rising at a rate of $8 billion a year, bonded municipal indebtedness has
tripled since 1965, and combined state and local governments face a staggering
gap between revenues and expenditures of $67 billion by 1975.

The Ways and Means Committee, whose actions on this bill were objective
and, by all definitions, fiscally responsible--concluded that the presence of large
deficits In the federal budget should In itself not preclude federal aid to state
and local governments in view of the vital need for such assistance. To do so,
the Committee stated, "would Imply that state and local fiscal assistance has
a lower priority than all other expenditures". The Committee went on to say
that "in view of the pressing financial problems of state and local governments,
the new program of federal aid provided by H.R. 14870 represents one of the
nation's most vital needs". As a result, the fact that the federal budget is In a
large deficit position-as undesirable as that may be-is no more a justification
for deferring state and local fiscal assistance than It would be for deferring a
large number of other vital needs.

Several opponents to revenue sharing have suggested that the problems of
a city can be solved by increasing categorical aid program. We must make it
clear that two kinds of poverty exist in the cities: One Is the poverty of the
people who live in them, the other is the poverty of city governments themselves



245

Ninety percent of the federal funds credited to the cities and states come not
from HUD but from HEW and are intended to alleviate the poverty of people
through welfarje benefits, food stamps, medical care payments, and the like.

But these payments do not affect the critical need for basic municipal services
such as trash and garbage collection, police and fire protection, repair and clean.
ing of streets, education, and the whole myriad of municipal service& Hopefully,
In the long run, they may reduce the costs of some of these services. But certainly
not In the five years covered by the State and Local Fiscal Assistance Act.

Even the HUD programs, by stimulating new services, requiring local matching
payments and creating new capital facilities which bring on additional local op-
erating costs, add to the local tax burden.

Another argument Is that the bill does not distribute the funds on a -'fair"
basis. Some suggest that the rich get richer and the poor get poorer. This is not
true. The simple fact Is that the poorer states, as measured by per capita incomes,
continue to get subsidized by the richer states under the allocation of $8.5 billion
to local governments. Chart I shows the net percent gain or loss over cost to the
states of $8.5 billion-local revenue sharing. To compute this, we compared the
amount each state receives of the $8.5 billion local government share to the
amount of individual income taxes paid from the state.

Quite clearly, the poorer states do rather well. Thus, Louisiana, a poor state,
will receive 84% more than It pays In income tax. Utah, another poor state, will
receive 89% more than It pays into the Treasury. New Mexico will receive 80%
more aid, Nebraska 149. In fact, all of the states ranked as wealthy (the top
one-third) will pay in more in terms of federal Individual Income taxes to finance
this program than they will receive from this $8.5 billion each year. All of the
states in the bottom one-third Will receive more than they will pay in. Thus, when
viewed on a net basis, the allocation to local governments has a substantial re-
distributive Impact. The distribtulon of $8.5 billion each year does In good meas-
ure put the funds where the need is, and at the same time, when viewed on a net
basis, does so without making the rich richer, as is alleged.

This Is not to suggest that the formula in the bill Is perfect. It obviously re-
suited from a political compromise In the House, and we would expect this Fi.
nance Committee to examine its merits closely. In fact, we have several sugges.
tions on how it might be improved. But the argument that It favors the rich has
no basis In fact. -

Gentlemen, I would be glad to continue. But there are fifteen men sitting here
with me who would like to tell you about the "urban crisis" as only they can
know it. We've travelled together for over one year now, speaking In over 15
cities across the country. What they say impresses me, and I'm sure it will Im.
press you.

Sometimes people are tempted to think that what Is wrong with our cities is the
men who are running them. We do not claim perfection or brilliance or omnisci-
ence. We are what the system produces, perhaps somewhat better than those who
have come before us and perhaps somewhat les talented than those who will
come after us. We only claim that we are making a sincere and determined effort
to deal with what we feel are the greatest domestic Issues of our time. Gentlemen,
I don't think you can listen to what these men have to say without coming to the
conclusion that our nation's cities are facing a fundamental fiscal crisis which
can only be resolved by fundamental change In our federal fiscal structure. We
urge prompt passage of H.R. 14870 as the beginning of this change.
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Mayor LANDRrEU. Mr. Chairman, it is my pleasum to present to you
the president of the U.S. Conference of Mayors, Mayor Louis Welch
of Houston, Tex.

STATEMENT OF HON. LOUIE WELCH, MAYOR OF HOUSTON, TEX.;
PRESIDENT, U.S. CONFERENCE OF MAYORS

Mayor WELCH. Thank you, Mayor Landrieu.
I regret that Texas is not represented at this table but we are com-

pletely surrounded by very friendly neighbors, Oklahoma, Louisiana,
New Mexico, and Arkansas.

Mr. Chairman, members of the committee, speaking for the U.S.
Conference of Mayors I want to reiterate our appreciation for your
early consideration of this historic legislation. My fellow members of
the '0.S. Conference of Mayors, the mayors of our cities of over 30,000
population, look to your capable and prudent committee for approval
of a measure that we consider basic to the survival of our cities.

In supporting H.R. 14370, I would like to make these points:
First, thie US. Conference of Mayors has advocated general revenue

sharing for many years and just last month, we again endorsed the
principles in H.R. 14370 at our 40th annual meeting in New Orleans.
Tie mayors of America give revenue sharing the highest priority, and

we are reassured that the members of this committee now share our
sense of urgency. We trust that the other members of the Senate will
as fully appreciate the need for this legislation.

Second, there is broad public support for H.R. 14370, as we saw in
the vote in the House. This measure has bipartisan backing, as further
evidenced by the full support of both the President and the platform
adopted only 2 weeks ago by the Democratic National Convention.

Third, there has been discussion about the fact that the revenue to
be shared would be raised at the Federal level but spent at the State and
local levels. In addressing this issue, a few matters need to be kept
in perspective: In the first place, you who are Members of the Senate
and we who are mayors of cities, all represent the people. We are all
elected by the people to do the best job we can for them. The President
and Members of the Senate and the House who support revenue shar-
ing, in my opinion, Are representing the people well by agreeing to
share with theni revenue that is really owned by neither Federal nor
local government. It is owned by the people themselves, and they are
entitled to have some of their own resources applied where it is needed
most, where they live--at home.

Fourth, a related point. . . . The Federal income tax dominates the
revenue field in two basic ways. It takes away nine times as many dol-
lars from the citizens of our largest cities as the Federal Government
returns to city governments. And Federal taxes siphon off 10 times as
many dollars as we can raise through local taxation in our largest
cities.
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Fifth, the Federal income tax is highly related to economic activity,
while the cities are left holding the bag of the property tax, which re-
sponds to inflation, but not to productivity. The result is that our
citizens are doubly penalized. Their local taxes go uip because prices
go ip, not because their ability to pay those taxes goes up. Our citizens
also are penalized because the ability of our city governments to pro-
vide vital services--police and fire protection, waste removal, health
care; housing, and so on--our ability to provide these services is going
down because prices have been going up faster than our income.

We in city government have been raising our own taxes at the rate
of more than a billion dollars a year. We have been going into debt
at the rate of ipore than $2 billion a year.

Still we cannot draw on the growing wealth and productivity of
our own cities. You alone have the machinery for doing that.

As my fellow mayors will now portray to you, gentlemen of the
committee, we who have the responsibility for iaaking our cities work
well for our people, desperately need the support. that revenue raising
machinery can provide, the revenue raising machinery of the income
tax. We trust that you will do what is wise, and just, and necessary:
that is, report H.R. 14370 favorably to the Senate at an early date."

We thank you again for this opportunity to speak to you. I turn
the microphone now over to my colleague, tie esteemed l)resident of
the National League of Cities, the Honorable Sam Massell of Atlanta,
and ask your permission to be excused.

STATEMENT OF HON. SAN MASSELL, MAYOR OF ATLANTA, GA., AND
PRESIDENT OF THE NATIONAL LEAGUE OF CITIES

Mayor MASSELL,. Chairman Long, and gentlemen of the committee,
I am Sam Massell, mayor of the city of Atlanta, Ga., and president of
the National League of Cities (NILC), appearing before you in sup-
port of S. 3651, the "State and Loca Fiscal Assistance Act." I do so
in behalf of my own city and in behalf of the 15,000 NLC municipali-
ties ranging in size from a few hundred to several million in popula-
tion. Thus, when I lobby for the concept of Fe(leral revenue sharing
it is for that share of olr national taxes urgently needed back home
by two-thirds of our country's population!

During the pa3t couple of years the political leadership of our
largest cities has earnestly diagramed the deterioration being caused
by fiscal deficiencies of local government. As is well known, the condi-
tion is now described as "the urban crisis," which finds major Amer-
ican cities flirting with bankruptcy. This is an acounting matter for
the corporate body, but it is much more for the human body-the
millions of citizens going without the services the rest of us expect,
receive, and use day in and day out!

We realize that inany in the Congress are concerned with the Fed-
eral deficit, as are we all. But our citizens ar more concerned about
their immediate future. Who among mis believes that the people back
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home--or we-.could be convinced that holding the line on the Federal
deficit is more important than decreasing crime in the streets, enforc-
ing building codes for decent living standards, disposing of raw sew-
a .?le tng garbage, purifying our air and water providing no-
bility with mass transit, and alleviating traffic congestion, all of which
are provided for under this Fiscal Assistance Act I

Our cities cannot turn their backs on the basic needs-not frills
or monuments, we struggle to provide. At the same time, let it be
known, we have not turned our backs on the resources now available
to us, and the records are replete with examples of local effort taxa-
tion to keep our problems and their solutions within the control of
our individual municipalities.

I can very well illustrate the political courage city councils have
exercised by using Atlanta as one example. Within the last year, we

Increased our sales tax by over 33 percent in order to finance our pub-
lic transportation needs, we increased the operating budget property
taxes by approximately 40 percent primarily for upgrading of our
police department to improve crime control and we increased water
and sewer rates by some 80 percent so we could correct water pollution
problems as mandated by the Federal Government.

We could not reasonably be expected to do more, yet this year, as a
result of a property reevaluation program, most of the homeowners in
Atlanta have been confronted with still further tax increases, and
devastatingly so. I wish you had the time to review the letters I have
received in the past month which emphasize the desperate and pathetic
plight in which many of our lower income-and particularly elderly-
citizens find themselves. Unchecked, this will quickly translate into
slums, crime middl -class flight, and all the other familiar conse-
quences. Then the cycle starts all over: further increased need of gov-
ernmental services followed by further increased taxes to pay for same.

Mind you, this is Atlanta, Ga., I am talking about, one of the health-
iest cities in the country, one that the July 24 edition of Time magazine
singles out as having "a business climate that is practically unparalleled
in the United States for solid growth and sheer bullishness, ' so it does
not take much imagination for us to realize that if Atlanta has mone-
tary shortcomings, much of the country is indeed in dire need of mean-
ingful outside financial assistance.

NLC recognized urban fiscal problems several years ago and cata-
loged the cost as being $10 million per year. The act tinder considera-
tion proposes little more than one-third this amount for local govern-
ment; nevertheless, it is highly significant in that it recognizes for the
first time that the problems of a mayor are also the problems of a Presi-
dent; and that given adequate resources, the city has the capability of
satisfying the expectations of urban America.

I have compiled a list of some 40 items Atlanta could consider as
unmet current needs, believed to be eligible for funding under this
revenue-sharing proposal.

(The list referred to follows:)

81-895-72----1T
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Personnel Estimatod cot

I. MIltmasnce end ope 4tlo:
A. Public y: t

1. Police ODprmt:
*1 2 etroim p car ..................................... z o ..............Mg)Hi crime 11oot patrol ................................... 100 ..............

r evention:I rv abuse (vUt squad) ......................... 20 ..............

Alholic arrest and hooling ......... ......... so ..............
)Trafficcontrol at dangerous intersec oaseand oan high

expr .......................5 ( tkeou pr ,,, de re s b,, ifry ............
(5)Hetopters to improve survelllato pnd rsit 30 ..............

(d) Airport s rity to pbeveat skyjacking and smugling ........ 25 .........

Total .................................................... 600 5. 400.000

2. Fire department:
(a) Service for 2 new frie stations to provieadditioal Potseion

for 2 densely settled lowg dmods ..................... 40 ..............
(b) Fire safety educational teams ............................ 10 ..............

Total ....................................................... so SO. 000

L Building Inspection department:
( Development o1 business maintenance code division ......... 12 ..............

Housing code Inspectors to improve conditions In the inner
city ................................................. 32 ..............

Total .............................................. 44 39C000

B. Environmental protection: Environmental Protection Agency (new depart-

I. otso Abatement and Control Division:
t Direct to deveop prorats

Inspectors to id
Tecnidams .................................... $ ........
Clerical help ............................................ 4........

Total ................................................ Is 120.000

2. Sight Polution Divisio (snitation:.
4 new teams to mprove pickup In high trash area.......... 20........
Inspectors to identify violations of sanitary codes........... 10 ..............
Operators of new recycling plant ................... 30 ..............

Total ................................................ 60 476.000

3. Water Polluton Division:
4) Water quality inspectors .................................10........
b) New secondary treatment..30........

Lab technicians to develop, eamie, and insure water treat.,
meant effectiveness .................................... 10 ........

Total .............................................. 50 540,000

4. Air Pollution Division:
D irecto to develop new programs ....................
Inspectors and enforcement liels ..................
Lab technician ..........................................
Clerical technicians ......................................

Total......................................
O, Pubc TransporatioN:

tre malIntenance, 4 new teams to Improve neighborhood struts
access ................................

2. 4 addit trafic engneering crews .................

...........

20 .........
32 .........

TOM.......................................... 2 500,000
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Perasesel EtIm ad s

I. Meutssc sa spusie-Coetaee
P. Public trainil: Public employee aial ocram to met the seds d avosw

hinted, peruse l ed aed to U gampleymt late of U pwowt
Igoettroas. MesIbeablo tetaove I00addldmemal o yees .......................................

TM ............................................................ $4000000
L Implemseatl of Jacobs personnel stvdy salary increases for employees 6.

pulissdey,pmlicoa spotam oamdv tresm rtec tio ..........................................

Ttl ........................................................................ 2,300,000
II. Capital expenditures:

A. Sewm tmoatme and €oillctioa ....................................................... 3,100,000
L Treatment facilities ......................................................................
2. Trun da rel sow rs .....................................................................

B. Refs disposal systems:
I. Recytlnt plant ............................................................... 3.000,000

Land Nlacquisition to sulort rseyrin ........................................ 1,000000
3. Solid waist tronsferretires .................................................. . 0 M
4. Equipment to operate lo drls ................................................. 1, 0000

C. Public transportation:
Com terized lizatin system for ................................... _00Brdge construction ............................. ... w
Street pevng0.0_______3.Sre ell.............................................. 750, 000

Total I MaIntmance and opertio ............................................ 14,216.000
Total II, Capital expenditures ....... : ......................................... It 800. 000

Total e ............................................................... 2$,016,000

'Curreet CEP program tWs M people atcostol $,000,000snualy

Mayor MAssELT. It runs thn gamut from return to two-man patrol
cars to creation of a special skyjacking security force, from the estab-
lishment of an entirely now Agency for Environmental Protection to
computerizing of the central business district traffic signalization sys-
tem. This pre iminary laundry list totals needs in excess of $28 mil-
lion-almost four times as much as we anticipate under the proposed
formula.

We have calculated thal Atlanta might expect to receive $7,701,714
under this program. This will represent just 6.7 percent of our 1972
operating budW. and only 2.2 percant of Atlanta's total 1972 budget
including capitaI funds. Under no circumstances then can it be con-

sidered a panacea, but it will help to reestablish an attitude of ap-
Preciation of government at all levels; it can provide tangible evi-
dence to every citizen that his Government is constantly improving
his flow of services.

Early approval of revenue sharing by the Senate will indicate ap-
l)ropriate confidence in the 100,000 elected officials I represent. Through
a cooperative partnership there is no doubt that we can afford to
properly ~~fltnce many of the pressing needs of urban areas. Returning
Federal funds to the local level will acrue to your credit and result
in simple solvency to the structure of our cities. Thus, I plead with
this committee for its support.

Mayor LANDRMu. Thank you, Mayor Massell.
With the permission of the Chair, each of the mayors will now

make a brief statement with respect to his particular city. We will
do it in alphabetical order, starting with Le Alexander, mayor of
S~yracuse, N.Yz.
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STATEMENT OF HON. LEE ALEXANDER, MAYOR OF SYRACUSE, N.Y.

-Mayor ALAibNF.R. Thank you, Mr. Chairman.
I am Lee Alexander, mayor of Syracuse, N.Y. I am chairman of

the Community Development Comiittee of the National LAgue of
Cities, a member of its board of directors, and a member of the U.S.
Conference of Mayors advisory board. I am als- a member of the
L slative Action Committee of the U.S. Conference of Mayors.

You gentlemen ,have my statement, so I will try to capsulize what
I have to say in the interests of brevity.

Syracuse is a city of about 200,000, very typical of the northeastern
cities of our country a history of great growth and development and
now unfortunately ending itself in a system of decay.

In the last 10 years, our city has doubled its operating budget. We
original had a budget of about $20 million. That budget is now about
$4 mlion.

During that same period of time, crime in my city increased by
about 250 percent. At the same time, fires in my city increased 95 per-
cent. Of our 70,000 housing units- in my city, some 20 percent are
substandard.

During this period of time, my revenues have not increased on the
property tax base because they remained rather inelastic. Our taxes
are at our constitutional limits.

In my city, a homeowner pays about 5 percent of the value of his
property in real estate taxes to the city and to the county. That means
le pays for the value of his home in taxes on a 20-year period. That is a
pretty healthy' city when you compare it to cities like Newark, which
pays about 10 percent of the value of their property in taxes o that in
10 years a homeowner pays the full value of his property in taxes to
the city.

In my first year in office, I had to come up with a million dollars
more than I had in the budget because expenditures ran over that
amount. Unfortunately, it was necessary for me to increase the water
and sewer taxes in my city. I had to cut my payroll 10 percent. I had
to eliminate 400 emplovees from my city, and I only have 2,500 em-
ployees, so that is a substantial cut. We also had a cut in the school
programs and personnel. Iiny city, I am the chief fiscal officer for
the board of education, and that was very regrettable on my part.

The State legislature mandated further costs on us. It demanded we
reduce tihe firemen's working hours from 48 to 40. I had to hire 50
more firemen, and that cost another half million dollars that I did not
have.

Our solid waste base just did* not exist any more, so I had to imple-
Inent a new solid waste disposal program that will triple my costs of
relieving the city of garbage. In the city of Syracuse, we pick up
500,000 tons a day.

Unfortunately, as you gentlemen know, cities are magnets for the
poor and elderly in the community, and as a result we have to try to
meet. their needs, which are really a national problem, by trying the
use of. the property tax base; and as I indicated, our property tax did
not ii)erease in 10 years. As a matter of fact, it went from $420 million
to only $423 million, not much of an increase.
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Now, I know you gentlemen are very familiar with these numbers
and statistics. You hear so many of them. And I know that unfor-
tunately the American public sometimes becomes numb from hearing
us mayors talk about numbers and statistics. It does not mean very
much to them. But to us mayors, inadequate housing or inadequate
wiring moans looking at the charred remains of an infant in a burned-
out house. When we talk about obsolete equipment unfortunately that
means seeing a young fire lieutenant dash to his death because of
some obsolte firefighting equipment that should have been retired 25
years ago.

When we talk about crime in our cities unfortunately sometimes
that means visiting a hospital, to see a 70-year-old man who has
weathered two wars and a depression and brutally beaten by a drug
addict on the streets of our city.

I do not think there is any pain not being felt in our city. I do
not hink there is any more inequity that has not imprinted itself
upon the consciousness of the mayors and Senators and Congressmen
of our Nation and I, too, am filled with a great feeling of pride when
I see wha, we do with our national feats have felt proud to see our
astronauts sailing among the stars, but there are other feelings just
as important as well, the feeling of an aging womn or man living
in an inadequate apartment, inadequately lit, inadequately heated,
sharing the toilet down the hall with seven other people. Their feel-
ings, I know, are as important to you as they are to us.

so, I concerned myself with the problem of revenue-sharing be-
cause with the inelastic property tax we are left with, we have the
worst taxes in the Nation. Sales and property taxes simply do not
grow. Those who can ill afford to pay those taxes, the elderly and poor
get hit the hardest. N'Tevertheless we mayors of the cities of this Na.
ion are required to educate the children of the Nation, police the

streets of the cities of our Nation, provide the public with an adequate
police force to keel) them safe. we are required to protect the people
of our cities in their homes from fire, required to assure they live in
decent housing in our country, and we simply cannot do it on the prop-
erty tax or sales tax.

that is why we come here to ask. you to plea.e give us a revenue-
sharing bill which will enable us to meet these obligations, our obli-
gations to the people of our cities by giving us a part of revenue
that will glow, by giving us a share of the revenue tax base of the
Nation.

Thank yon very much.
(Mayor Alexander's prepared statement follows:)

PREPARED STATEMENT OF ITO1. LEE ALEZAND.J% MAYOR OF SYRACUSE, N.Y. oN
BEHALF OF Tzil NATIONAL LEAOU or CIT.ES, AND THE U.S. CONFERENCE OF
MAYORS

Mr. Chairman, I am Lee Alexander, mayor of Syracuse, N.Y. I am chairman
of the Community Development Committee of the National League of Cities, a
member of its Board of Directors, and a member of the United States Conference
of Mayors Advisory Board. I am also a member of the Legislative Action Com-

4mittee of the U.S. Conference of Mayors.
My city is a community of nearly 200,000 persons. It Is typical of cities in the

urban Northeast which have emerged from a past of growth and metropolitaniza-
tion into a present of distress and decay.
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Our distress and decay, of course, are deeply rooted In the social and Industrial
changes that have been part of our national evolution. Urban areas reflect and
amplify the great tensions that characterize a society in tsansltion. And, Inevit-
ably, they reflect these tensions in ways that adversely affect the lives of many
of their residents.

As a result, the benefits of our great nation are withheld from many. Life In
the American city, once synonymous with all the dividends resulting from the
Investment of our forefathers In national greatness, has now become too often
synonymous with despair, pain, and anguish.

No one conversant with modern America Is unaware of this fact. Unfortunate-
ly, this universal awareness and constant repetition of the fact have served to
numb the sensitivity of America to the condition of Its cities. Although the fact
Is undisputed, the sense of urgency seems too ofter to have been lost In the stag-
gering dimensions of Its reality.

I cite my own community as an example. During the past 10 years the cost of
operating my city has more than doubled-from 420 million to $44 million an-
nually.

Crime during. that period has Increased some 250 percent.
The number of fires has Increased 95 percent.
Of 70,000 housing units, some 20 percent are substandard or badly deteriorated.
A quarter of my city's population Is over 55. Thirteen percent is over 65.
When I took office In 1970 I faced an Immediate need for nearly a million dol-

lars more than was In the budget for the current fiscal year. And we were, In
effect, at the constitutional limit of our tax power for operating costs.

Since then I have been forced to cut back the city payroll by 10 percent-at a
time when demands for services continue to Increase.

My city's school district has been forced to cut back both programs and per-
sonnel at similar levels.

And the pressure mounts. Next year, because of a state mandate regarding
firemen's work hours, I must add 50 more fireflghters--at a cost of more than a
half million dollars

My bill for solid waste disposal will triple, because my city has no more land-
fill space and must Invest in a shredding operation.

Cities are magnets for the poor and the elderly-two segments of our society
which are most In need of special services, and which are least able to support the
services. At the same time, cities find their most affluent citizens leaving for the
suburbs.

And the city's basic revenue source, the property tax Is at Its limit. In many
cities, for example, the property tax Is at what amounts to a confiscatory level.
In my own city, a homeowner pays roughly five per cent o year on the value of
his home. In 20 years he has paid the cost of his home. In addition to being un-
fair, the property tax Is too rigid to be effective. The taxes which are effective-
those which grow with the expanding economy-are denied to the cities.

Faced with these realitles-the lack of revenue, the demands for essential
services--the cities must turn to the federal government.

My basic point is that the'cities' need for a share of federal revenue Is not a
search for luxury or a method of reducing local tax effort. It Is, simply, a call
for help to maintain fiscal balance.

And although we make our point in terms of percentages and tax terminology,
to a mayor the problem translates into very human situations, I speak of sub-
standard housing, for example. To me that translates into a child burned to
death In an inadequately wired house.

.Discussions of crime rates translate Into my visit to a hospital where a 70-
year-old man lay brutally beaten by a young drug addict.

Discussion of antiquated city equipment means watching a city fireman
thrown to his death as a hydraulic support collalses.

We of the cities are left with the responsibility of seeing that these human
tragedies are no longer a part of our daily routine. We are left with the respon.
slbility of providing education. We are left with the responsibility of Insuring
public safety.

We cannot meet these responsibilities wldh the resources left to us
We look to the Federal Government for help In surviving.
Thank you.

Mayor LAxwm u. Next Mayor Joseph Alioto, San Francisco, Calif.
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STATEMENT OF HON. J08SEPH L ALIOTO, MAYOR OP
SAN FRANOIS00, OALIF.

Mayor Aoo. Mr. Chairman, distinguished members of the com-
mittee, San Francisco has a population of something like 725,000
people. This is a central city for some 5 million people in the San
Francisco Bay area. As that central city has to carry on functions for
the rest of the communities in our metropolitan area. We do not get
reimbursed for these service, we simpJly take it out of our property
tax, and our property tax right now is $12.73 per hundred.

I do not think we have to demonstrate the desperate need of these
cities. I want to make one point. We are really not here as some kind of
beggars in the public square. There are two reasons for this. First of
al, about 73 percent of the revenue picked up from the Federal Gov-
ernment comes form these big cities. All we want is some money left
there or returned to us by these methods.

Second, those cities have been the victims of certain Federal and
State policies which dictated that the poor should congregate in the
cities, which dictates that the blacks should congregate in the cities.
We did not make those policies. Those were made by the Federal
Government-policies that relate to housing, policies that relate to
transportation. ,

Just to take one example, mass transit, that is one of the things we
are talking about. We took the view in San Francisco, for example,
that we did not owe it to that 1.4 person who rides into town in an
automobile-that is five automobiles carrying seven people--that we
did not owe it to him to convert what we think is a photogenic city
into a network of freeways and downtown garages. This is where the
freeway revolt started, you remember, in San Francisco. And in
connection with that matter, both Federal and State policies result in
the situation where $20 million collected every year in San Francisco
in automobile taxes, we use $10 million of it in San Francisco and $10
million is turned back for some other place, money generated in San
Francisco.

Now, the other dide of that coin is that we run a rapid transit sys-
tent, that we subsidize to the tune of $20 million a year, every dime of
which comes out of the property tax.

There are other programs that you thrust upon us. lye do not argue
about the merits of the programs. We just argue abot the fact tat
we are made in effect, the magnet for the social problems of our times
and we have to asstune them.You decide at the Federal Government on a very liberal immigra-
tion policy for Chinese and we approve of that. Those of us who are
children of immi grants cannot object to that. But what -happens with
that As a result of this Federal policy we get whole families of
Chinese from grandfather to grandson coming in to San Francisco who
do not speak English. They tend to move into Chinatown and these
intensify our problems of housing, education, and jobs. The Federal
_government makes no special provision for that.
- Z There are affirmative action programs that were urged upon us and,
as a maUter of fact, we started them on the basis of our own initiative,
but they are very costly. When you say, for example, that there should
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be an affirmative action program in the construction industry, every
contractor writes that cost into everything he does for us. We do not
argue about the desirability, indeed the neccesty, for those affirmative
action programs that will tend to bridge this gap and then finally
close the gap between the acem

Every time the courts say that all juveniles must have lawyers it
means that we have to supply district attorneys, public defenders, and
courts and pay for them ourselves. And the Federal Government comes
along and says this is under a Federal kw, therefore, we are not going
to hold you. .

Under this bill we are going to get $14 million, Mr. Chairman, $14
million. I pointed out just on rapid transit alone, just on that alone
we are spending $20 million of subsidies, of stbldy. We are carrying
500,000 people a day. We think it is important.

In addition to that we built a rapid transit system on a regional
basis and 70 percent of our tax dollar is going for that every year to
0ust solve these problems that I say basic Federal and State policies
have thrust upon the cities.

Senator Fulbright, we are upset, too, about the impoundment. We
tried to do something about it. We come to the Senate to get appro-
priations increased for urban renewal and housing and then they are
impounded at the executive level. We filed a lawsuit. We thought
perhaps our constitutional prerogatives were being usurped. Unfor
tunate]y, by the time the lawsuit came underway it became moot
because the very funds we were talking about were released at a later
time. That is a serious question some of us thought could be settled
constitutionally.

In the meantime, we desperately need this level of money. We are
right at the top level in property taxes.

The most unrepresented American today is the property taxpayer.
No question. He is carrying a disproportionate an( incredibly inequi-
tablo burden of taxes and he needs the relief we pre talking about. *.

I am well aware of the fact we can talk about better formulas until
doom's day. I am well aware of the fact there is no formula which
is going to be written which in 39,000 situations is going to please
ever.ybd and reach a level of perfection. But the formula we are
talking about here has been tested through computers and every other
Pugge4tion has been made over a long period oftime and we are hope-
ful that this legislation will not bog down on an argument as to
whether or not we can make it perfect because I do not think you
are ever going to get the perfect allocation.

I think what is important is let us get on with the revolutionary
concept, and it is revolutionary in terms of intergovernmental rela-
tionq but. it. is right. I think we ought to ret on with that concept now
and there will be time enough in this national evolution to work out
thO imperfections which exist in formula or anything else in this bill.

Thank you very much for your attention.
(Mayor Alioto's prepared statement follows:)

PREPARED STATF.mr.T Or Ho,. JOSEPH L. ALiOTO. MAYOR, CiY Or SAN FRMNCIsco

Mr. Chairman: I welcome the opportunity to Join this group of distinguished
mayors speaking in support of the State and Local Fiscal Assistance Act of 1972.
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The fiscal crisis facing America's cities grows In magnitude with each pass-
lag day. Vital programs in transportation, public safety, and environmental
protectiou-the very areas covered by this bill-are straining under the bur.
den of rising costs, greater public demands, and shrinking tax dollars. Many
will have to be curtailed unless relief, such as general revenue sharing, is
enacted quickly. I want to give you some specific examples from my City.

In San Francisco, reserve funds are being diverted to maintain existing
levels of essential functions such as our municipal railway. These services are
destined for drastic cutbacks unless revenue sharing can be moved forward
promptly.

During the past four years, reserve funds from our municipal water and
power revenues have been reassigned to public transportation to permit an
adequate level of service to continue In the City. Under normal circumstances,
these reserve funds would be maintained for future capital Improvements In
the City's long range power and water programs. This also means that less
revenue will be available to finance maintenance and repair work, In turn cans-
Ing replacement and reconstruction costs to increase and eventually forcing a
greater reliance on bond issue financig.

The City of SaH Francisco L reaching a limit, like many other cities, beyond
which depleted reserves cannot offset rising coNts of providing minimum levels
of vital municipal services. Our lowal property tax rate is $12.73 per $100 as-
sessed valuation. We are determined to hold at that figure In recognition that
the property owner Is at the breaking ioint. We cannot hold the line and still
provide the full services demanded by the public without revenue sharing or
meaningful tax relief by our State Legislature.

The funds flowing to local communities as part of the measure which has
Imsed the House and Is now before this Committee will alleviate only a part
of the general crisis we face. For example, Ran Francisco's Municipal Railway
has major additional needs in both capital improvements and operations over
the next five years, all vitally Important to maintain existing levels of
service.

Next year, for example, the total added need over and above current funding
Is $17.4 million. Under the present general revenue sharing formula, the San.
Francisco allocation of funds would be $14 million annually. Obviously, this
entire amount could be devoted Just to meeting our mass transportation needs.

But we have tremendous needs In many other areas as well, most notably pol-
lution abatement and public safety. an Francisco Is committed to an Immediate
program of dry weather sewage abatement costing $200 million over the next
five years. This will be followed by a wet weather abatement program, at an
estimated cost ranging from $00 to $800 million, depending on state dean water
requirements.

San Francisco has made significant strides In crime prevention In the past
four years. Part of the credit goes to the implementation of Innovative programs
funded through the Law Enforcement Assistance Administration of the U.S.
Justice Department. We want to continue this trend of reducing the crime rate
with additional programs In communications, emergency operations and minority
recruitment, but they can only be funded with outside assistance.

In closing I would like to touch on an aspect of this bill that Is particularly
Important to the San Francisco area.

A certain amount of the total funds for general revenue sharing--1.8 billion-
will go directly to the states. Unlike local communities, the states have no re-
strictions on the use of the funds. I believe there Is an Important functional
level to which some of these state funds should be diverted. That Is to the
Increasing role of regional agencies usually established by state ediet In the
San Francisco Bay area, there are twelve such agencies, two of which take about
0% of the annual San Francisco tax dollar. The state should pay more for the
support of these regional agencies, and I recommend that Federal guidelines
be established to direct a portion of the state general revenue sharing grants
to assist regional governments and agencies.

In conclusion I fully support the general revenue sharing legislation. It is a
vital supplement to our efforts to maintain existing levels of essential public

,,perv/ces.

.- Mayor LANDRxiU. The Honorable Frank W. Burke, mayor of Louis.
ville, Ky.
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6TATXN OF KON. FRAN W. BUR MAYOR OF LOUISV
KY.

Mayor BuRKE. Air. Chairman my name is Frank Burke, I am the
mayor of Louisville. I join my yelloww mayors here today not only to
support the favorable recommendation and eventual passage of legisla-
tion providing for revenue sharing among the Federal Government,
the State government and the municipal governments of America, but
also to thank the chairman and the members of this committee for the
role 6f leadership which they have been m illing to assume in meeting
what is, I think you may tell, in our opinion, may well be America S
most pressing domestic crisis.

By virtue of the fact that, as the chairman pointed out, we were
somewhat delayed in arriving here this morning, we were privileged
to hear our good friend, Congressman Gibbons from Florida, testify.
I was interested, as I know you were, that the Congressman told us
that he believed it was his opinion that Members of the House of
Representatives are probably more responsive to the people than are
other public officials. He did concede to Senator Fulbright that this
body has some role to play.

I suppose that when I served in the Congress I might have believed
that,. But I would only suggest to Congressman Gibbons that there are
li mayors here today and hundreds of others in the United States
who would invite him just to spend a day or two in our cities, in the
city halls or on the streets where the people are. It perhaps would
contribute to his understanding of the problem to se, touch, and feel
the overworked police officer, the understaffed hospital, the closed park,
the condemned houe, or the hungry child. But I would not emphasize
these things because you know them.

The problems of the American city and its suburbs have become
one of the most popular subjects of writers in every field of specializa-
tion. Regardless of point of view or specialized symptom, the funda-
mental problem of the governments of urban America has been that
by an inexorable process for which the blame can be very widely
spread, we, at all levels of government, have permitted the available
public revenues not to follow the essential public needs. Through years
of international crisis the Federal Government and the State govern-
ments have preempted the true sources of revenue and the municipali-
ties and counties have been left with ever-increasing needs and demands
and relatively diminishing sources of revenues.

Each of the mayors here today will or has told you some of the
things which this starvation of funds has done to their city. May I
pinpoint what the passage of Federal revenue sharing would mean
to the people of my city in a positive way. I do this not only because
of the obvious personal concern that each of us has for his home, but
also to demonstrate that in cities neither as large as Chicago nor as
small as Wilmington, but in cities of medium size where collectively
so many millions of Americans live, the need for these funds to meet
essential, daily, fundamental service demands are great. Under the
formula, for example, in the bill, H.R. 14870, which has passed the
House of Representatives, Louisville would receive just over $8 mil-
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lion on an annual basis. Dividing those funds among operational an.
capital expenditures, as the formula in the bill requires, we would im-
m6diately apply those funds toward some of these projects and many
others.

1. We could begin by funding additional personnel for the police
and fire departments;

2. We could begin, in the interests of safety, by lighting of thepublic parks;-p. We need to install an adequate sprinkler system in Louisville

General Hospital;
4. We need to invest in air pollution control equipment$ Ztthe city's

incinerator to bring ourselves into compliance with air pollution
standards;

6. We need the demolition and/or rehabilitation of substandardIChousi ;.6. ae need, as Mayor Alioto so eloquently stated, major street

repair, and transit operations;
'. We need renovation so as to make useable our war memorial

auditorium and our only outdoor, only publicly-owned amphitheatre;
and

8. We need to replace several obsolete fire stations and to build
three new fire stations.

I could, as you see, go on and on. These expenditures would exhaust
early the $8 million provided under the House-passed bill, and all of
these projects need baly to be undertaken yesterday. I use them solely
to demonstrate that the need is present, that the deterioration con-
tinues and that the cost of governing our cities outstrips increased
revenue potential by more and-more every year.

I recognize that each mayor hem could and will demonstrate to
you the needs in his city and would say only cumulatively that the
people of urban America are grateful to you for the recognition of our

Thank you.
Mayor L.Aimmu. Thank you, Mayor Burke.
Next, Mr. Chairman, is Mayor John Driggs of Phoenix, Ariz., one

of the fastest growing cities in the world.

STATEMENT OF HON. ZOHN D. DRIGGS, MAYOR OF PHOENIX, ARIZ.

Mayor DRiGos. Thank you, Mr. Chairman.
Mr. Chairman, distinguished members of the committee, it is a real

privilege for me to address this body.
Phoenix, Ariz., is a city of 670,000 people. It is a newer city, a fast-

growing city, but we, like many of the newer cities of this country,
while perhaps not caught up in the historical urban crisis of some
of the eastern and midwestern cities, nevertheless are seeing dramatie-
ally the symptoms beginning to appear. Perhaps if we get action on
revenue-sharing, cities like ours will be able to avoid problems before
they rach the absolute crisis stage; we will be able to operate more

Efficiently and more economically.
_ Some will say that we are here to share a deficit.
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I say that the issue goes far bWyond the financial condition of a
single year. It goes to recognizing. that local urban needs come very
high on the scale of national-priorities-and not just at the tail end of
any given year when a deficit may occur at the Fedal level.

Mayors have said, and it is true, that local service is perhaps the most
important government effect. There are those who say we should raise
more revenues at the local level. I say that our options are limited. The
cities have been preempted in many tax areas and if all the local gov-
ernments had all the tax options, perhaps then our revenues could be
raised at the local level.

Now, Phoenix was forced 4 years ago to raise a major tax, a luxury
tax on cigarettes and liquor. It did it because of a desperate need for
revenue, but this has caused tremendous side effects. This same tax is
not levied in any of the surroundings communities, so you have a hodge-podg of tax islands developing.

People are impatient in this country for tax simplification. Cities
can not be left to their own devices t'o raise all of the revenue.

A recent Arizona study reported that even if 4rizona cities freeze
their services at present levels, by 1075 expenditures will have in.
creased 56 percent while revenues will have risen only 42 percent.
This would create a $36.8, million revenue ap in the cities of my
State, including nearly an $18 million deficit in Phoenix alone. By
1980 the study shovs revenue is predicted to increase 91 percent com-
pared to an expenditure rise of 171 percent. This would bring about
a $120 million revenue gap in the entire State with $60 million of that
in Phoenix alone.

Now, I came into political service 2% years ago directly from busi-
ness. I was in the savings and loan business I have seen the limitations
imposed upon government. It ip next to impossible to innovate, to plan
ah6ad, and to oe rate effectively, efficiently and economically, when all
of your energies are devoted to coming up with the bare minimum to.
meet essential services. There is no room for innovation, no capacity to
plan ahead in those areas that would make government more effective
and more efficient. We need a more businesslike approach in govern-
ment,

I found in Phoenix today, in spite of a relatively good financial con-
dition and good bond ratings, we have no program whatsoever in pro-
viding sewer maintenance. What does this mean ? Simply that we are
postponing the day of reckoning. A nd it will cost much more later on.

I stopped to talk to a sanitation truckdriver, and asked him what his
biggst problem was. He said "our trucks are broken down too much
0f the time, because our city does not have an adequate vehicle replace-
inent program. Again a shortage of revenues.

The legislature this year mandated an additional million and a half
dollars for an improved police and fire pension program. Fine. That
is great. But there is no revenue there to pay for it unless we take away
from other priorities.

A smaller city in Arizona has sued the State because this will break
their back financially. Their relatvie cost for this police and fire pension
is far greater than ours.

There is the capability, but not the financial capacity to meet these.
needs
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I have observed great ability on the part of kcal elected officials. I
think that if they have this new infusion of revenue that they will re-
spond in a way that will vastly improve the administration of govern-
ment at the local level.

This Congress has a most unique opportunity to pass one of the most
important pieces of legislation that has ever come before it, that will
set a pattern for years to come in a new model of intergovernmental
fiscal cooperation. I do not think that this Congress should let this
opportunity slip by.

Thank you very much.
(Mayor Driggs' prepared statement follows:)

PIzIPARD STATEMENT OF HOX. JonIx D. Dicos, MAYOR, PitowxIx, Auix.

Many people seem to feel that the financial crisis In cities exists only in a few
of the larger and older cities In the northeast-north central part of the United
States.

I can assure you this Is not the case. I have visited many cities in different parts
of our country as a memlr of the Legislative Action Committee of the U.S. Con-
ference of Mayors. I have seen the older cities in worse shape than Phoenix, but
I have also seen In the younger, growing commnities the initial symptoms of the
very same problems that exist in our older urban areas. With adequate financial
resources these younger elites could solve their problems now far more effectively
than will be possible if they are allowed to reach the critical stage.

Gentlemen, I submit to you that we have a national problem-no, much more
than that, a very real crisis-in cities and towns in the northeast, southwest, far
west, middle America; It exists in varying degrees In most of our cities and towns,
large and small; in those with declining populations, places with stabilized popu-
lations and even those communities with growing populations.

These problems are caused by a simple and widely recognized economic fact.
The costs of local governments are rising much more rapidly than revenues from
established sources. To further intensify this revenue expenditure gap, there is a
trend toward preemption by the statc, of revenue sources available to munlcl-
mlitles.

I believe there is an inherent flaw in the tax structure and revenue distribution
system that currently operates among federal, state and local governments. Pub-
lie monies are not adequately available to those public officials most Immediately
concerned with solving our problems. There is clearly a need for a change in the
revenue distribution Itself. General revenue sharing is the beginning of such a
change. It represents recognition of the fact that our current local revenue
raising mechanisms are Inadequate. It seeks to rectify the Inequity and return
to local communities some of their own tax dollars so that they can solve their
own problems with maximum local initiative. The proposed revenue sharing bill
does this In an equitable manner. It also allows for appropriate Federal controls,
which Is certainly necessary.

On the surface Phoenix is a healthy community, growing rapidly and expand-
Ing its geographic and economic base. But despite its rapid population growth
and increasing geographic sie through annexation; despite the infusion of
diverse business enterprises into its economy; despite outstanding bond ratings
and a fiscal management reputation unsurpassed in the United States, Phoenix
and cities like it are in trouble.

It is becoming increasingly difficult to meet the reasonable demands for serv-
ices which are justifiably placed upon us by our citizenry. The major cause of
these unmet needs is inadequate financial resources. The cost of providing serv-
fees is Increasing at a rate much greater than our revenues. A recent financial
study by the State of Arizona reported that even If Arizona cities freeze services
at present levels, by 1975 expenditures would have Increased 56% while revenues
would have risen by only 42%. This would create a $36.8 million revenue gap in

o the cities of my State, including nearly an $18 million deficit In Phoenix alone.
By 1080 revenue io predicted to Increase by 91%, compared to an expenditure
rise by 171%. This would bring about a $102 million revenue gap In the entire
State with $60 million of that In Phoenix alone.
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In balancing our budgets we have found it necessary to cut back several city
services; although these cut-backs have not yet involved actual reductions in
Phoenix municipal staff. Many programs have in fact been reduced simply
because they have not been Improved or increased at the rate needed to match
our growth. Although it would not show up in our budgets or other financial
reports, Phoenix has not been able to undertake much needed programs to meet
our critical social and economic challenges. Most important, the lack of financial
resources has stifled innovation. We are forced to continue to operate from a
defensive position-trying to catch up when we should be moving ahead innova-
tively and aggressively to properly serve our citizens.

Let me emphasize one point. We are not Just saying that cities are having
trouble financing new and improved services. My city faces serious financial
difficulty Just trying to maintain basic services-police, trash collection and the
like.

The nature of the urban crisis requires a commitment on the part of every
level of government Ultimately, I believe the Federal government will respond
with additional financial assistance in some form. Our concern is that this
assistance be provided in realistic amounts and in a manner that will truly
help the cities in this nation solve critical urban problems.

We support general revenue sharing-a plan where the Federal government
will provide funding to the state and local governments with minimum restric-
tions on the use of the funds.

We support general revenue sharing over all of the other well-intentioned
plans to help ease the financial burdens of the cities. I firmly believe that in
Phoenix our city government working in cooperation with our citizens, is able
to do the best Job in meeting our community needs. I believe that city govern-
ment is in tune with the needs of the people and is at least as competent as the
Federal government.

To those who scoff at our plea and say that dollars will not help us because
we have been unable to solve the urban crisis with all of the monies made avail-
able to us in the past, I say you are wrong. To those who say the answer does
not lie in more federal assistance but in improvements In local government
management I say you are wrong. Competence and professionalism are the
rule in local government rather than the exception. We in Phoenix, both the
elected officials and citizenry at large are extremely proud of the strong manage-
ment team in the City of Phoenix. Of course, we are constantly working to im-
prove our governmental organization, but feel that we are one of the best managed
cities in the country. Yet we too have the severe urban problems that we all
know exist in the cities of our country, Our problems may not yet be of the
magnitude of the older cities but they are Just as painful to those affected.

I sincerely believe we have the capability but not the financial capacity to
deal with these problems. Urban problems are complex. To deal effectively with
them, they must be diagnosed and treated as they exist in each local community,
and not as they are thought to exist on a uniform national basis by a central
bureaucracy in Washington.

We have the unique ability, with the direct assistance of our citizens, to plan
and administer the remedy. We Just do not have adequate financial resources
to produce lasting solutions to our problems.

We are asking therefore, that you give a higher priority to domestic problems
by providing additional funds for solving urban problems and that some of this
money be in the form of general revenue sharing.

We are not seeking revenue sharing as a panacea to urban ills. State and local
go iernments have been making greater and greater commitments themselves,
and will continue to do so. But these efforts are no longer sufficient. Revenue
sharing alone is not the answer, but is a vital part of the solution. We also
recognize the effectiveness of categorical grants to achieve national objectives.
However, we hope that you can recognize their limitations, and realize that
alone they are not the answer.

Revenue sharing Is not an attempt by local officials to avoid their responsibil-
ities and held accountable for urban problems for a long time. Unfortunately,
many of the tools needed to carry out these responsibilities are not available.
Revenue sharing would help us to meet our responsibilities.



263

Revenue sharing is also not a band out, as some have stated. It is a means to
return to local governemnts, In an effective manner, a portion of the funds
collected from local residents through the income tax. I feel this is a much more
desirable approach than imposition of local income taxes across the country.

Revenue sharing money will not be wasted. We currently have tight controls
over our spending, regardless of source, plus a watchful citizenry, Including an
independent audit And we welcome any other audits that the Congress deter-
mines to be necessary for revenue sharing funds.

In the final analysis we are asking you to trust the American people to have
the ability to work out solutions to their own community problems.

The CIIAIrAN. If I might just interrupt you for just a moment
and then I will turn it back over to you, the Senate is at this moment,
as evidenced by those three white lights on the clock there, in the
process of seeking a live quorum in order to do business. Some of us
are going to stay here and miss that quorum call in the event they

<can achieve a quorum without us but that explains the fact that some
of our Senators have had to depart while you were testifying, Mayor
Driggs, and we may be called by rollcall votes soon and if that is the
case, some of us wil have to depart to go vote and we will come back
and simply suspend the hearing and ask you to remain here until we
get here. That might keep us away from you about 8 or 10 minutes,
if that is the case.

In order to move this legislation along as rapidly as possible I
scheduled hearings and asked the consent of the Senate to meet while
the Senate is in session, which consent was given but that does not
relieve us of our responsibility to vote when they have rollcalls or to
help to make a quorum if they cannot get it without us.IProceed now.

Mayor LANDRlBU. Thank you, Mr. Chairman. We will try to speed
up our testimony.

The CHAMMA;. That is perfectly all right. I am not complaining
but I am just pointing out if some of us have to depart, that is the
reason.

Mayor LANDRPEU. With your permission, we will deviate from the
alphabetical order and ask those at this table to finish before we go
to the next table.

Mr. Henry Maier, mayor of the city of Milwaukee and immediate
past president of the Conference of Mayors.

STATEMENT OF HON. HENRY W. MAIER, MAYOR OF MILWAUKEE,
WIS., AND IMMEDIATE PAST PRESIDENT OF THE CONFERENCE
OF MAYORS

Mayor IfA n. Thank you, Mr. Chairman.
As I begin this statement, I cannot help but recall that it was a dis-

tinguished U.S. Senator, Senator Paul Douglas, who in my opinion
really initiated the idea of revenue-sharing. You will recall, Mr. Chair-
man, that Congress authorized a million dollar study dealing with the
ill§ of the cities, one of the remedies proposed, was revenue-sharing.
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Well, in those 4 years since the study wos completed the problems
have not gone away. As a matter of fact, thbe National Urban Coalition
says in its last report that they have intensified. But, Mr. Chairman, it
is certainly a mark of progress that today we are talking seriously
about specific legislation to put into effect a form of one of the Douglas
Commission's proposals. And the fact of the matter is that today, as
other speakers have articulated, our cities are required to solve what
are basically national problems with a local property tax.

Mr. Chairman, our cities are overburdened with attempting to pay
the cost of education, the cost of poverty, the cost of health, and the Cost
of police *ith a tax that was never intended to take on these, particular
functions, because the property tax was originally a tax that was de-
signed for fire and sewage and garbage. And I might add, Mr. Chair-
man, without malice or prejudice, that this has been one of the most
difficult things that we have had to project to the Members of the Con-
gress of the United States as we have been down here attempting to tell
our story; that we are really trying to finance some of the most funda-
mental matters of social overhead affecting the domestic welfare of the
United States of America with a tax that was built for fire and sewage
and garbage and now has to carry the cost of eduction, the cost of
police, the cost of health, and all the poverty-linked costs.

In my city, for instance, for just standard housekeeping services, due
to the tremendous influx of in-migration, we have had linked to such
matters, as fire and police and health an estimated $31 million of por-
erty costs. This is exclusive of wel fare.

Row, in many respects, Mr. Chairman. the city of Milwaukee is
actually better off than many of its sister cities. We have the best credit
rating of any city of our class in the United States. It is a AAA rating.
But yet at the risk of boring you, let me give you some of the details of
what we faced in our last budget period.

We reached a point where every budget period in our city is a period
of crisis. Now, our citizens pay the highest property taxes-in the State
and possibly the second highest rate in the country among cities of
our class. In other words, our tax effort, Mr. Chairman, is recognized
as one of the greatest tax efforts in the United States. If you live in
a house in Milwaukee which is worth $20,000, which is not a mansion
by any means, your property tax bill is $947, almost $80 a month.

Now, this, of course, represents a crushing load. Now, our budget
problem is also contributed to by the fact that State law, as happens
in most States, places a limit on our tax rate for operating expenses
and we are at that limit. We have reached a point where our main
budgetary decisions focus upon where we must cut back not where we
can begin to improve the quality of life in our city.

For example, when we started our 1972 budget hearings we had be-
fore us minimum budget requests from our departments for neces-
sary services which were $30 million higher than the 1971 budget.
The budget examining committee, which I chair, cut these requests
by $18 million but we were still faced with a gap of about $12 million
between our budgetary needs and our statutory taxing ability.

Now to close this gap, we were forced to freeze about $8.7 million
of the departmental appropriations which can only be unfrozen if new
revenues are found. We had to shift $3 million in equipment pur-
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chases from our operating budget to our capital budget. We withdrew
everything that we had in our tax stabilization fund, which amountedto $10.8 million.

Now, the purpose of this fund, which is made up of surpluses from
previous years, is to enable us to cushion abrupt increases in expendi-
tures. Now we will have no fund to draw from in the year 1973, and
I advise you gentlemen this is one of the most conservative fiscal cities
in the Uited-State& And again I say we do this in the face of a AAA
rating which will be some day, if we have to continue these practices, in
jeopardy.

We sifted $5.6 million of our capital budget from cash financing
to borrowing and this, of course, was no real solution to the problem
because it only means higher debt payments in the future.

Now, as a result of these internal housekeeping operation, instead
of giving our departments the additional 342 positions which weie
requested, we decreased their force by 90 positions. Instead of 243 new
men that the police department was demanding, we were able to allow
for only 15 positions in badly needed areas. Instead of granting the li-
brary 17 new positions we eliminated 18 existing obs and as a result,
our library hours have been curtailed. Ve cut 93 jobs out of our bureau
of sanitation which has affected the frequency of our garbage and trash
pickups.

Now, in effect, here is a city with a lg reputation for the excellence
of its housekeeping services and it is now being forced to merely get by,
but you can only get by so long because pretty soon your house starts to
fall apart if you do not give it the maintenance it requires. And our
contemplated budget situation, Mr. Chairman, is going to be even
worse because our initial estimates indicate that we are going to need
about $5 million over our statutory tax limit for operating purposes
just to maintain our present line of services without taking into ac-
count any form of salary increases. And by State law we are required
to bargain with 19 city unions and if their increases this year are within
the Pay Board guidelines of 5.5 percent, the cost will be an additional
$51/2 million.

So, if I am asked where we would use our share of municipal fiscal
assistance, I cannot say that it will be used to increase our services in
any way. If we get our share, which is estimated to be about $8 mil-
lion for Milwaukee, it is going to have to be used just to help us make
ends meet and to keep our head above water.

Now, this is not a very exciting answer to this thing, I know, and it
does not paint a very vivid picture of the lasting civic monument in
the name of these funds. But the funds are most important, neverthe-
less-in the same sort of way that oxygen is important to heart pa-
tients, to help us survive.

Thank you, Mr. Chairman.
(Mayoi Maier's prepared statement follows:)

PaEPAaME STATEMENT OF HON. HENRY NV. MAIME, AYOR OFI MILWAUKKE, W18%

Mr. Chairman and members of the Committee: Other members of the Mayors'
, panel are addressing themselves to the positive case for revenue-sharing. I think

it might be helpful it I addressed myself to the arguments raised by the oppo.
nents of revewie-sha ring.

81-395--72---18
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The principle argument we encountered In the House debate, which was put
forth most strongly by House Appropriations Committee Chairman Mabon was
that State and Local Fiscal Assistance would break the budget, Increase the
deficit and feed the fires of inflation.

First, this argument creates the false impression that state and local financial
assistance Is an "add-on" to the budget, whereas it Is Included in the President's
budget,

We mayors find it rather strange, therefore, to hear it said that the item In
the budget which provides help for the cities saddles the country with a crush.
ing burden of national debt while the vastly larger appropriations in the budget
for defense, aero-space, Interstate highways, agriculture, the nmerchant marine,
etc. do not.

I do think it is an ironic coincidence that the $5 billion-plus which Secretary of
Defense Laird estimates will be the additional amount spent in Vietnam between
the start of the current North Vietnamese offensive and December 81 of this year
is the same amount being requested for state and local fiscal assistance.

A similar argument is that put forward by the Tax Foundation In a recent
Wall Street Journal editorial that it is the federal government which suffers
the real fiscal crisis, whereas state and local finances are in such good sbape that
we should be sharing our revenues with poor debt-ridden Uncle Sam.

This argument Ignores the fact that the federal government has had three
major tax reductions in the past decade, plus a 1971 reduction of $22 billion.
Meanwhile state and local taxes are rising at a rate of $3 billion a year, the
bonded indebtedness of municipal governments has tripled *since 1065, and state
and local governments face a staggering gap between revenues and expenditures
of $67 billion by 1975.

The best answer to both of these arguments was provided by the House Ways
and Means Committee when, after three years of consideration, eight volumes
of testimony totaling 1,500 pages, 100 witnesses, 35 days of executive sessions
they found: (1.) That there is a fiscal emergency among the cities of America,
(2.) That the federal government has a clear responsibility to help state and local
governments meet this emergency, and (&) These needs must be given no lower
priority than any other national spending requirements of the federal government

Other opponents take the position that action by the Congress on State and
local Fiscal Assistance should be coupled with tax reform. Without getting into
the merits of wheher federal taxes should be Increased or reduced, or what foram
those increases or reductions should take, I do take the position that State and
Local Fiscal Assistance is, in Itself, a first long step toward far-reaching tax
reform.

It is tax reform which recognizes at long last that the local property tax was
never intended to pay the cost of alleviating social and economic conditions of
national proportions just because the majority of victims of these conditions
happen to reside in our cities.

It is tax reform which recognizes at long last that a portion of the revenues
collected by the only universal progressive tax mutt be directed to attack the
major problems which face our nation right at their source-in the cities of
America where the overwhelming majority of Ameriens live.

It Is also tax reform in the sense that to the extent that revenue-sharing is
substituted for state and local taxes that would otherwise be collected to support
the same expenditures, the effect would generally be favorable to lower-income
groups, since state and local taxes are more regressive, and fall more heavily on
low and moderate income groups, than does the federal income tax.

Other opponents take the position that the cities' problems are being solved
by the sharply increased amounts of categorical aid programs, and to the extent
that they are not, the problems should be solved by increasing the categorical aid
programsL

What this argument loses sight of is the fact that there are two kinds of
poverty which exist In the cities. One is the poverty of the individuals who live
there. The other is the poverty of the city governments themselves.

Ninety percentof the funds credited to the cities and states come not from
HUD but HEW and are intended to alleviate the poverty of individuals through
welfare benefits, food stamps, medical care, etc. But these payments do not de-
crease the need for basic municipal services such as trash and garbage collec-
tion, police and fire protection, repair and cleaning of streets, eduatUon and the
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whole myriad of municipal services. Hopefully they may in the long run re-
duce the costs of some of these services. But certainly not In the five yards covered
by the state and local fiscal assistance act.

Even the HUD programs, by stimulating new services, requiring local match-
Ing payments and creating new capital facilities which bring on additional local
operating costs add to the local tax burden.

As a mayor who is about to begin his budget review process, I can tell you that
in recent years the growing number and variety of federal grants-in-aid to state
and local governments have greatly complicated the planning and budgeting
tasks of those government& Each federal grant has its own formulas, conditions,
and cost-sharing arrangements. As a result, the services and operations of state
and local governments have become increasingly contingent on decisions made
In Washington. Especially in recent years, the problem has been compounded
by uncertainties and delays in the federal budget process. Appropriations for
grants-in-aid have frequently been passed by the Congress long after the begin-
ning of the fiscal year to which they pertained.

One result of revenue sharing would be to Increase the budgetary control and
irdecision-making power of state and local governments. It would reduce the role

-of federal bureaucracy and allow state and local officials more freedom to
design programs to suit local conditions.

Others contend they are for revenue-sharing in principle but want to amend
the bill which passed the House because they feel the formula favors the states,
or the cities, or the suburbs, or the counties, or some of the cities, or some of the
states. Or they contend that prevailing wage standards may not be enforced by
some small municipalities in some section of the country. Tiwy are for the bill,
but they would like to amend it, make it more perfect, they say.

If the mayors of the big cities were writing a bill which would best serve the
interests only of the big cities, we would write a different bill than the Ono you
have before you. But you know, and we know, that a bill serving the interests
of one limited segment of our country could not pass the Congress.

The bill you have before you has grown out of prolonged negotiations among
the National League of Cities, U.S. 06nference of Mayors, National Governors
Conference, and National Association of County Officials in the first instance;
and then further negotiations between these groups and the National Administra-
tion, and finally negotiation among all of these groups, the National Administra-
tion and the House Ways and Means Committee. It is the Judgment of all of
these groups, which is borne out by the overwhelming vote of approval by the
House of Representatives, that this is the bill which satisfies the basic interests
of all parties concerned which i capable of being enacted this year by the pres-
ent Congress.

In view of the planned recess for the Republican Convention and the early
election-year adjournment hopes of members of Congress, we all know that the
only hope we have for a bill reaching the President's desk for signature lies
in pa'age by the Senate of a bill close enough to the House version that it can
be easily reconciled In Conference in a minimum amount of time.

Finally, there is the group of opponents who claim that the cities have been
crying wolf in their repeated statements over the years that the cities are on
the verge of bankruptcy. "What cities have gone bankrupt?' they ask.

Cities don't file in bankruptcy as does a corporation, but any corporation In
America would have filed in bankruptcy years ago If they had to operate under
the following conditions which apply to the cities:

1. What corporation can survive if soaring debt charges were eating away the
cash required to produce its product which in our case is municipal services.
Debt which in the case of some cities is being run up to meet current operating
costs. The capacity to borrow at all without paying prohibitive interest charges
resting solely on the tax exemption of municipal bonds.

I What corporation could remain In business If It were forced continuously
to reduce the quality and quantity of the product it produces-which in our
case is municipal services.

8. What corporation could keep out of bankruptcy if it were forced to raise its
prices so high it drove its customers into the hands of its competitors-as cities

must do when they are forced to raise their taxes so high that they drive their
wealthier members into the suburbs.
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The cities will have plenty of revenue, the Tax.Foundation claims, If they
continue to impose taxes nt Increasingly confiscatory rates. But we are not
Kings who rule by divine right. If we impose confiscatory taxes, the taxpayer
has a choice, He can vote with his feet. lie can flee to the suburbs. And we are
left with those too poor even to flee, or those who are prevented from fleeing
by the discriminatory housing practices of the suburbs.

Congress must recognize that State and Local Fiscal Assistance is one of the
most pressing needs of the nation, at least on a par with all other spending
requirements of America. We urge that you move quickly on a version close
enough to the House-passed version that final enactment this year is assured.

Thank you.

Mayor LANDRU. The Honorable E. J. Gain, mayor of Salt Lake
City, Utah.

STATEMENT OF HON. E. J. GARN, MAYOR OF SALT LAKE CITY,
UTAH

Mayor GsAN. Mr. Chairman, I appreciate the opportunity to appear
before you today. I suppose a lot of people feel Salt Lake City has no
problems. I constantly hear in comments about how we are a clean,
nice city with no problems of the poor and ghettos.

I can echo what the other mayors have said and will say about the
crisis of the cities but in order to be brief, may I just tell you a little
bit about the problems in Salt Lake City.

We have doubled our budget in the% last 10 years, literally doubled
it, and yet have had a decrease in population. People now will ask
why do you double your budget when you have a decrease in popula-
tion I Our population has gone down 7.2 percent but the unincorporated
suburbs around us have increased by 50 percent in that same period
of time. So we now have a population of 1715,000 but we serve a metro.
politan population of 537,000.

Some 80,000 people work in Salt Lake City who do not live within
the city limits. Our population doubles on ati average working day to
around 350,000. These additional people who work and use the city for
various purposes, help wear out our streets; and they require police
and fire protection. Already our budget. increases are almost entirely
due to the fact that there are thousands of suburbanites who use the
city but do not pay their fair share of the city taxes. Consequently, our
residentss are called upon to provide services far beyond their ownpopulation.

W are the heaviest taxed residents in the State of Utah. We have
a concentration of minority groups within the city; a concentration of
disadvantaged citizens; a concentration of elderly living on fixed in-
comes. And our major source of revenue is the property tax. Therefore,
those who can least afford to pay a property tax are those who are
called upon to provide the city services-services that are used by a
suburban population of half a million-a population that practically
surrounds us.

We have a situation where 63 percent of the crime in the metro.
politan area is committed within the limits of Salt Lake City and yet
we have only 36 percent of the policemen within that area. A recent
community improvement program study shows that 40 percent of all
the property within Salt Lake City is below code standards. Forty per-
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cent of all of our property within Salt Lake City is tax exempt, due to
the fact that we have a concentration of governmental agencies, of
church, charitable, and educational institutions within the city.

So we face problems that our 175,000 residents cannot continue to
bear. They can not be expected to take on an ever-increasing tax burden
to support all of these people who live around them.
We have attempted to go through the legislature and have had the

same troubles I suppose most of these mayors can tell you about. State
legislatures have not been responsive to the needs of urban America.

Let me give you one example of crime and what additional police-
men can do. Through the influx of the PEP program funds last year,
we were able to hire 60 additional policemen and the crime rate in
the first 6 months of 1972 in Salt Lake City decreased by 14.4 per-
cent. the first time in the last 10 years there has not been a decrease inc crime. So we would primarily uswe revenue sharing money in the area,
of code enforcement, bringing our housing up to standard, and in the
ar, a of law enforcement and fire protection.

The average age of our fire equipment is in excess of 20 years of
age. We do not have adequate policemen or firemen in either one of
those areas.

Another area that we would need to use this money in is in the
area of transportation. Forty percent of our entire capital improve-
in ents budget for Salt Lake City in the past 3 years has had to be
diverted to subsidize the local transit authority which is really robbing
Peter to pay Paul. And this is what we have done in our budgets
during the last 4 years, used one-time revenues to balance our budget.
In the 1972-73 budget only 85 percent of the revenue is reoccumng.

Each year we are trying to find replacements for 15 percent of our
total general fund budget. Each year we hnve imposed upon us, by other
governmental agencies $1 million of costs that we have no control
over that are imposed upon us without funding.

Salt Lake City, although it mayv look like a lovely city with few
problems, and Senator Bennett and I are very proud olf it, nevertheless
is a city with a severe financial crisis. We do urge your support of this
reven~sharing for the cities.

Thank you.
Mr. Landrieu.
(Mayor Garn's prepared statement follows:)

PREPARED STATEMENT oP E. J. GARN, MAYOR, SALT LAKE CITY, UTAHI

Salt Lake City is unique among many American urban communities, having
fashioned an outstanding record of municipal performance and progress at mini-
mum cost while operating on successive economy budgets over the past decade.
In its budget for general operations, ranging from $10 million to $21 million, in
this ten year period:

A. A deficit of over $2 million resulting from a change in its fiscal year has
been absorbed.

B. About 45% of its annual increases in expenditures have been for new serv-
Ices and related costs.

C. Of the increase for normal services, 875% has been spent for adjustments
In salaries and wages, necessary to upgrade a very low compensation structure.
D. All of the increases In operating costs. (other than salaries), resulting

4" from Inflation have been absorbed, In fact, these expenses have actually beenreduced by an average of $100,000 per year.
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MJ. 48% of its purchases of departmental equipment have been paid for out
of voluntary savings.

F. Only $1,500,000 of new local revenues have been made available to the city,
equal only to 7% of the current annual budget.

Continuing demands for new services and unrelenting cost increases have
tightened economy budgets to unbearable levels. Our city has operated for the
past four years on a series of one-time revenue sources necessary to balance the
budget by, "plugging the dike". In its latest budget, self-generated annual recur-
ring revenues cover only 859 of the amount required for operations.

Service areas in which expansion is needed Include police and fire forces, still
well below the national averages, streets, parks, other public property and
Improvements and general government costs. There Is no local funding for
expansion of such services in sight at all.

A highly critical area of the city's financing problems is the composition of its
revenue structure. Typical of many middle-sized American communities, revenue
sources consist primarily of those characterized by static or slow-growth, such
as the property tax. Under Utah law, cities are restricted Yrom access to revenue
sources responsive to the forces of economic growth. Two other serious deter-
rents are: (1) that the impact of inflation on salaries and operating costs has
outstripped the growth in our normal revenues, and (2) that such existing
revenue sources are now at or above tolerable public limits. Other aggravations
include significant losses in revenue from state legislation repealing the property
tax on business inventories.

The availability of certain federal categorical granas has helped fund new
programs, largely in the social services area. However, they have tended to
multiply the city's basic financing problems; they frequently require matching
contributions, for which local funding Is not readily available, and there is no
built-in assurance of their annual continuation. A recent example is the financing
of 5% of our city's total general fund budget by funds from the Federal Emer-
gency Employment Act. Unrestricted grants in the form of revenue sharing offer
perhaps the only effective solution to this fiscal dilemma.

The characteristic shift in population away from urban areas is likewise ex-
perienced In Salt Lake City. The city's population declined 7.2% during the
1060 decade, while the unincorporated area, surrounding our central city, in-
creased 47.8%. Tihe residents In the outer area who work anti shq) in the central
city expect and widely benefit from the high quality municipal services our city-
is required to provide for a metropolitan population of 557,085 people. Our cen-
tral city population is 175,885 persons, who largely foot the bill. These population
changes have resulted In an exodus from our urban area of the middle-class,
taxpaying citizen group, leaving in the core area a concentration of minority
groups, elderly citizens, disadvantaged persons and others financially unable to
support the required level of urban services. For example, 63% of the crime itl
our metropolitan area Is committed within the boundaries of Salt TAke City.
The city police force comprises only 86% of the law enforcement group In the
entire metropolitan area. In addition. Salt Lake City has for the vast three years
spent about 40% of Its annual capital improvements budget to subsidize the
local tranuportation system.

Although I totally support the concept of revenue sharing as a much Imuproved
method over present federal aids that support specific functions rather than
levels or units of government, some 500 specific services rather than the gen-
eral state-local level of government, I do feel that II.1. 14370, as passed by the
House of Representatives, does not respond adequately to the desperate plight
of our core cities.

Speaking for Salt Lake City, our residents bear the highest total tax'burden
In Utah; we have the highest concentration of disadvantaged; the highest con-
centration of minority groups; the largest concentration of elderly living on fixed
incomes; 40% of our property Is tax exempt, due to the charitable, educational
and governmental institutions In the city, and yet H.R. 14370 provides nearly
twice as much revenue for our affluent unincorporated suburbs as it does for
the central city with many more serious needs.

Without any consideration of need or tax effort, a simple population dis.
tribution would provide double the amount of revenue for Salt Lake Olty. I feel
very strongly that If the critical needs of core cities are to be aided, the formula
must include, not only population, but local tax effort and need based on poverty
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and recognizing the serious fiscal situation that exists in localities that must
provide services to nonresident (commuters). Salt Lake City's population is
doubled every day by those who use the city but do not live within its boundaries.

I cannot emphasize too strongly that the success of revenue sharing depends
critically on the ability of Congress to devise a formula that will allocate enough
funds to the urban areas where the financial crisis Is most severe.

Mayor LANDURjet. Mr. Chairman, Roman S. Gribbs, mayor of De-
troit Mich.

STATEMENT OF HON. ROMAN S. GRIBS, MAYOR OF DETROIT, MICH.

Mayor GRmBs. Thank you, Mr. Chairman, ntleman of the com-
mittee. I will be very brief, not only because tMe preceding speakers
have been convincing; but because the problems of urban America
have been sharply defined and their solution lies in the bill that you
are considering today.

I believe that it is absolutely vital and critical that aid to local
governments be given a prominent place in the list of national pri-
orities. Our city alls have become the amplifiers for the legitimate
needs and aspirations of the urban masses Believe me when I tell
you that the volume is loud I The message is clear-we need help, and
we need it now !

A quarter century ago, this Nation made a massive commitment
to aid the devastated cities of Europe in the $17 billion Mashall plan.
We did so-quite appropriately--so that an entire generation of Euro.
pean children would not be forced to grow up in squalor, filth, and
ignorance.

Today, we must make a similar commitment to the current genera-
tion of American youngsters.

The other mayors have given you the scope of the commitment nec-
essary in their citie. Let me do the same for Detroit--very briefly.

As you know, we are a city of over 1% million people, the fifth
largest city in the country.

Just to cite one example, our unemployment rate has not been be-
low 10 percent for more than a year, and it was 12 percent in June.
This has increased the demand for services and at the same time re-
duced ourability to provide them.

At various times over the past 2 years I have been forcel to cut
8,000 jobs from our city payroll due to lack of funds to finance basic
services. That is 12 percent of our total work force. One thousand
were layoffs, and 2,000 more were jobs that were not filled when they
became vacant through normal retirements and resignations.

This means, of course, that the vital, day-to-day services such as
sanitation, public safety, park maintenance, and public health are seri-
ously reduced.

The very simple truth, gentlemen, is that we are today-now-in the
midst of financial chaos in the cities of America. And it has been
proven time and again that fiscal chaos leads to social chaos.
. The urban crisis that you have heard so much about is in large

measure the result of that fiscal chaos. Please remember that 70 per-
, cent of our Nation is urban.
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Gentlemen of the committee, as I said, we are in the midst of fiscal
chaos now. We must have your help so that it does not become social
chaos.

I urge you to support this legislation and to pass it with the great-
est possible dispatch. The people of the American cities depend on
you just as the people of Europe's war-torn cities depended on the
postwar Congress 25 years ago.

We desperately need the bill now. It will not solve all of our prob-
lems but it will at least allow us to survive.

Thank you.
Mayor LAxDnRiu. Harry G. Haskell, mayor of Wilmington, Del.

STATMNT OF RON. HARRY G. HASKEL, MAYOR OF
WILMINGTON, DEL.

Mayor HASKELL. Mr. Chairman, it is a privilege to be with you
here this morning, and just so that my more conservative Republican
colleagues do not get the wrong idea, occasionally Senator Douglas
does do a good thing historical 1Y, Henry.

I am here as mayor of a city that as shrunk by 50 percent. I
had the National Guard in my streets longer than any other city
since the Revolution. I hope we may sound a little emotional about
how we feel about revenue sharing as a basic philosphical change in
American government. We hope we can gain an understanding from
the Congress, and as a former Member of the Congress I have an
understanding of how you want to designate your funds, but as a
businessman I would plead with you that it is essential in our Fed-
eral system that we find a way to give the funds directly to the local
governments. They are the ones who have to administer those funds
and we must have confidence in their ability to manage those funds.
They must be allowed to set the priorities on a local basis, rather than
bein g * constantly restricted to the narrowly defined categorical grants.

11 o realize that, you have to make basic priority designations. What
we see in revenue-sharing is a bill that gives to us, who do not have a
solid revenue base to manage our cities, funds to solve our problems;
it gives us the ability to set our top priorities; and, I have to be per-
fectly honest, and I think I speak for the rest of my colleagues themoney that you give in revenue-sharing will go into my regular budget.
I have to raise and lower taxes to my local people based on what is in
my budget, and I am very frugal with that because the lid is on us.
It is tough, as all these men have said, to raise these funds.

So we want you to realize that when you create a Federal program
and give us the funds in a separate program-we do not have to man-
age that affair with the same sense of personal selfish interest that we
would when you give us these revenue-sharing funds in the general
revenue-sharing bill before us.

We think that this step in faith if you will, by the leadership of the
Cong , and supported by the President, and absolutely bipartisan
in effort to get suffcient votes and understanding, is vitally necessary
for the survival of our cities. We hope that you will support this con-
cept, this chance of giving us the opportunity to judge, whether we
ought to build a park or whether the money ought to go into education
or whether it ought to go into police services.
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Each city is a little different. These funds do give us flexibility and
you will get more mileage out of these funds than any other funds that
the Con can give the cities of America.

Thank you very much, Mr. Chairman.
(Mayor Haskell's prepared statement follows:)

PAWaxP i STATEMENT OF Hox. HARRY G. HASKELL, Ji., MAYOR OF WILMINGTON,
Da.L

Mr. Chairman, Members of the Finance Committee: I am Hal Haskell,
Mayor of Wilmington, Delaware. The message we seek to impress upon you here
today is that the needs of America's cities must be the highest priority today at
all levels of government.

The general revenue sharing measure that you are considering is of paramount
Importance to every American City, to many of us it means the ability to con-
tinue coping with the complex overabundance of problems we face as chief
executives.

The President's Initiative in seeking general revenue sharing and the coalition
of supporting legislators who have worked for three years to make this concept
a reality is the greatest hope, a true Indication that leaders at the federal level
recognize the critical problems being faced in our nation's cities.

Revenue sharing will provide a more adequate amount of monies for the local
officials to work with. As scheduled, it will provide these resources at a steady
projected rate over the course of several years.. And, it will be a step in the
direction of allowing local offielals to establish their own priorities.

We feel strongly that the vast majority of local governments have the initiative,
the perspective . . . the overall management capabilities to use the general
revenue sharing monies to the best advantage In their area.

For the problems faced by one City may not be the same as in other cities.
One city may have a critical need for improved transportation, another may need
to Improve its streets, another may face a water supply crisis. By giving the re-
sponsibility for spending these new resources to those directly affected-and with
the stringent audit control-we can best improve our individual cities.

The staggering rise in costs in operating a City In recent years has put upon
our people crippling tax increases. The bonded indebtedness of municipal gov-
ernments has tripled since 1955. Many of our cities have exhausted every means
of taxation and therefore are forced to cut back services, reduce the employee
level, place user taxes upon our people.

Well, gentlemen, we as Mayors can tell you quite candidly that we are at
the end of our rope. There Is nothing left to tax. Our tax base has shrivelled up.
We need the assistance that is general revenue sharing and we needed it yester-
day.

For three years, representative mayors from the United States Conference
of Mayors, the National League of Cities and the Legislative Action Committee
have pleaded for passage of the President's revenue sharing measure. We have
delivered our message of need and support of the general revenue sharing across
the country. We have met with President Nixon, with the leadership of both
major parties on several occasions; we have met with congressional delegations,
with Wilbur Mills, with you Mr. Chairman, both In your home state and in
your office here.

And at every turn we have heard of the concern for America's elties. We have
heard of the overwhelming grassroots and political support for general revenue
sharing. We have fought and secured votes when the bill appeared in trouble.

Today, we appear here to tell you the day is now upon us. Our cities and
their responsible leadership cannot wait any longer. The needs of our people
demand our combined efforts if America's cities have any hope of retaining
their role in our nation.

General revenue sharing Is not the sole answer to the plight of America's cities.
It Is but one small step on "the way back." But it is the first step-the most
critical step--and one that must be made now.

My City of Wilmington, Delaware, does not face the Immediate death knell
if general revenue sharing does not become a reality. We have been fortunate
in the past few years and have managed to change the course of Wilmington.
We have reduced property taxes, increased drastically aid to education. improved
middle management, attacked with force the housing problem and the menace
of drug abuse. We have turned our City around.



274

Bat other cUes, Newark, New Jersey Detroit, Michigan, to mention but
two of them, are in untenable positions. They are on the brink of bankruptcy and
have already suffered deeply by forced reductions in service', in the layoff of
City employees.

Ken Gibson and Roman Gribbs are two competent City omelaia. Talented
men, with strength, leadership ability, local support and the courage to lead
great cities In these troubled times. But without the resources, no one can do
the Job.

This Is our last stop, gentlemen. General revenue sharing-under whatever
name-has cleared the Congress. It waits for your recommendation, your action.
Untie our hands. Give us one of the tools to better America's cities. Revenue
sharing, if followed up with additional programs geared to urban America, can
hel us rebuild our citUe

Of course, there is a bright ray of sunshine at the edge of every storm. And
perhaps, we the Mayors of America's cities should thank the Congress for takinS
so long to finally act on the most crucial issue facing this nation, the future of
her core cities. Because, through the slowness of Congress-the Inaction In the
early days following the President's recognition of our problems in the cities-
you have strengthened us.

Never before have the Mayors of America's cities banded together so resolute-
ly. We have banded together not as Republicans and Democrats, but as Mayors.
We have worked and struggled and fought together without regard to political
party, in a true sense of togetherness, in a manner that transcends even the
deepest political roots. So the Congress will be hearing more from America's
mayors We are united on behalf of our cities. Do not expect us to play dead:
after the passage of general revenue sharing because we've got a long way to
go and we're going It together. With the continued support of the President and
leading members of Congress in both Houses and from both parties we can win
the fight to recreate and redirect the cities of America.

Mayor LANDnTu. Richard G. Hatcher, mayor of Gary, Ind.

STATEMENT OF HON. RICHARD G. HATOHERJ MAYOR OP
GARY, IND.

Mayor HATC.R. Mr. Chairman, members of the committee, I would
like to express my appreciation for being here, and I might say that
the efforts put forth by the League of Cities to act me here were ap-
parently in vain. My Senator apparently did not-was not able to
be here this morning, but I am pleased to'join with my fellow mayors
in indicating my own very strong support of the legislation before
yo.

I think it has already been very articulately pointed out tha'. this
is not a perfect bill. Without reciting all of the problems that cities
are faced with, and problems which constitute a great crisis for every
city in this country, I should point out that an appropriation perhaps
10 times that which is contained in this bill wotild still not be sufficient.

At the very least, I would hope that serious consideration would be
given to providing for some reasonable level of funding growth over
tie 5-year Period of this le~rislat.ion. And I, at the mne time, would
also3 applaud the notion of etablishing of revenue sharing on an
initial 5-year basis. I think that reflects a realization that funding
programs on a year-to-year basis makes it very difficult to plan at the
local level.

While the elimination of the maintenance of effort stipulation in
the House version of this legislation produces the net effect of general
unrestricted use of monevs at the local level, I remain convinced that
Federal earmarking of moneys is not wise and is in effect not good in
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terms of the concept of local establishment of priorities. I share fully
the concerns, and this is extremely important to me, Mr. Chairman,
the concerns of many with respect to this bill relating to the basic con-
stitutional safeguards affecting the use of the funds. I am hopeful
that those constitutional safeguards will be vigorously enforced if
this bill is, in fact, passed. With funds contemplated to go to more
than 38,000 separate governmental units the monitoring mechanism
needs to be substantial. I feel strongly that efforts must be made to
assure that the distribution of funds under revenue sharing is such
that the money goes to those communities in the greatest need.

I recognize the validity of partially attaching distribution to State
and local taxing efforts, and I have no particular quarrel with the
urbanization factor except that it potentially has some unfortunate

ramificationss in terms of substantial moneys going to communities
not in need.

If revenue sharing is not designed to be of special asistance to the
have-nots among our Nation's communities, it seems to me that it is
not a worthwhile concept. I hope that is not the case and that this
committee will strive to develop this legislation accordingly.

Finally, while it is not involved in the legislation under considera-
tion, I would hope that steps could be taken shortly to effect some of
the consolidation measures embodied in the various proposals on spe-
cial revenue sharing. Providing local communities with bloc grants
for use within broad areas of programs would, I am certain, allow for
a more effective utilization of those moneys.

This le 'slation that is currently before you will provide the city
of Gary, Ind., with approximately $21/2 million for the current fiscal
year. I would like to identify very quickly certain priority needs, and
attempt to show what we would hope to accomplish with these funds.

Crime control represents an area of great need in our community, as
I am sure in many others. Recognizing this, we commissioned an ex-
tensive survey of our police department more than a year ago by the
International Association of Chiefs of Police. That study was just
completed a few months ago, and what has evolved is a plan for a
major reorganization of our police department, coupled with recom-
mendations for substantial capital expenditures in the area of physical
facilities, vehicles, and other equipment, The additional cost entailed
to bringing the department's vehicular capability to an adequate level
will run in excess of $400,000. The increased costs required to engage
additional personnel to adequately staff the police department is esti-
mated to run about $475,000 per year.

Now, I would just point out that'this comes at a very important point
in our city's history. We are in the throes of what has been described
by the media as a drug war. We have had 13 people shot down on the
streets of Gan in the last 6 months. That war is going to continue un-
less we are able to take effective law enforcement steps to curtail it
and terminate it.

We cannot do this without the help of additional funds to increase
the size of our department as well as its effectiveness.

. Similarly, we are faced with huge expenditures in the area of waste
disposal; and in order to implement a more effective solid waste dis-
posal system and eliminate some of the serious health problems we are
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encountering currently, the city of Gary will be faced with a capital
expenditure of somewhere between $500,000 and $750,000 for the in-
stallation of a shredding process.

Our neighboring city of Hammond, Ind has already had its land-
fill closed by the State because of defects in tbe operation of that dump.
We are now presently trying to be a good neighbor to the city of Ham-
mond and allowing them to dump in our landfill. The State is now
threatening to close our landfill unless we take certain steps to improve
it. Without this additional money, that is precisely what will happen,
and, in effect, two cities are going to suffer.

Our city has adopted a 20-year, $160 million master plan for a storm
and sanitary sewer system which entails separation of storm and sani-
tary systems in many instances, as well as improvement and expansion
of our treatment facilities. Unless we can find a new source of moneys
to finance this, we will have to proceed at a snail's pace in an area
which is critical to our environment and to our health.

Our city also faces critical needs in the area of transportation. We
are currently in the process of assuming ownership of the local transit.
company, having provided it with a partial subsidy for the last 2
years, but we have been able to identify a need somewhere between
$200,000 and $300,000 annually just to enable the elderly and low-
income persons to reach their places of employment, shopping areas,
community services, and other amenities.

Another area of high priority is the establishment of a Human Re-
sources Administration to more effectively plan, administer, and eval-
uate both physical development and human resource activties and ser-
ices. This is critical, I might say, MIr. Chairman, if for no other reason
than to protect the sizable Federal investment in Gary over the past 5
years, and that will cost another half million dollars."

Finally, we vitally need to develop fiscal and economic develop-
ment capability in our community. This could be done with a rela-
tively small investment, but again, it is a vital area which in the ab-
sence of a new source of moneys for local use, will frankly be shunted
aside for more immediately pressing needs.

U.S. Steel is our major employer. U.S. Steel is in the process of
automation, and that process, of course, results in the loss of jobs.
We must. develop more diversified industry in order to pick up the
slack in those areas.

So, in just those areas, and I have not touched upon the critical
area of health, where the city of Gary has expenses which would aver-
a out to in excess of $12 million annually even by extending sev-
era projects over a number of years, and there are other areas to be
considered, of course, but I have attempted to give you the idea of
the magnitude and nature of our niceds and the ways in which perhaps
we would utilize revenue-sharing moneys.

In summary, I can say I strongly support this legislation because
it offers some improvements to the plight of my city, particularly, and
cities in general. I give my strong endorsement to this legislation,
even though the funding level needs to be raised, and even though the
equal opportunities provision lacks the strength which would truly
guarantee equality of treatment.
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I woul'sm& y sky, however, that this legislation represents a very
important first step, and it seems to me that if we are able to make this
first step, we will be able to refine the legislation in later years. Right
now the need is to move on this legislation. Thank you.

Mayor LANDtRIu. Thank you, Mr. Mayor.
The Honorable Roy Martin, mayor of Norfolk, Va.

STATEMENT OF HON. ROY B. MARTIN, IR., MAYOR OF NORFOLK, VA.

Mayor MArrN. Thank you, Mr. Chairman. I am here today, not
only as mayor of Virginia s largest city, but also as vice president of
the U.S. Conference of Mayors.

I might say, gentlemen, that I have been active in the work of the
conference for a number of years. I do not know of any problem that
has come before the municipal leaders of this country that has unified
us more than this revenue-sharing legislation. I certainly think that
what my colleagues have said here this morning has been very pointed
in terms of the great needs that we, the mayors of America's cities,
need your help.

I would like to point out just a few things with regard to my city.
WVe find that while the costs of providing city and municipal services
are increasing at the rate of 8 percent a year, the growth in our exist-
ing sources of revenue is only 3 percent a year. This 5-percent differ-
ence of revenue and expenditure growth means that the city
government each year is faced with the unhappy choice of either limit-
i~ng existing municipal services, despite the fact that the need and
demand is for more and not fewer services, or increase tax rates to pay
the difference.

I do not need to tell you that Norfolk, like every other city is at-
tempting to use every available outside source of revenue to the fullest,
especiallFy Federal grants and State assistance. But the Federal grants
are categorical and often are not addressed to the specific local prob-
leni we are attempting to solve, and the State government is finding
itself in the same revenue-expenditure dilemma that we have, and State
legislators are increasingly reluctant to increase taxes to satisfy de-
mands that are municipain nature.

Thus, we are left with the ieal estate properly tax as the city gov-
ernment's only means of increasing revenue, and study after study
has shown that the property tax is a regressive and inequitable tax
based on the outdated principle that property is wealth, instead of the
20th century concept that wealth is measuredby the turnover of money.
In Norfolk, we have sought State permission to tax the turnover of
money through a local income tax for several years. We are apparently
no closer to that goal today than we were when we started our cam-
paign some years ago.

Recogiizhing our financial dilemma and losing hope of getting mas-
sive State assistance in the form we need it, the city of Norfolk within
the last year has reorganized the Finance Department to obtain better
internal control of funds, naxinumn collection of existing revenue, and
better allocation of scarce revenue; has established a research team to
conduct management analysis to insure that we are getting the most
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services from every tax dollar we spend; and. most recently, has es-
tablished a goals task force to begin the arduous task of cataloging
our needs for the foreseeable future, determining the relative priori-
ties of these needs, and deciding what we can afford to do within the
limits of our budget. The preliminary findings of the task force indi-
cate nine major program areas in which additional services will be
necessary, including such vital areas as citizen safety and justice, en-
vironmental health, community development and planning.

We have just gone to the State to ask them to provide us a payroll
piggyback tax to give us a supplement to the State sales tax, but to
no avail.

Providing a quality education for all of our children; improving
our water, sewer, and garbage disposal systems to protect the environ-
ment; making our streets safe from crime: these are things that we as
a city government eagerly want to do, and our citizens want us to do.
But Imust tell you that these are some things we must do: The Federal
courts have imposed on Norfolk a pupil-assignment plan that requires
extensive cross-busing at the expense of the city government, which
presently does not own or operate schoolbuses; while at the same time,
the private transit company operating in Norfolk has served notice
that it is going out of business. Since the city cannot afford to be
without this service to those who rely on buses for their livelihood,
health needs, and other vital needs, the city government must provide
it. Within the next year, the city government must provide the answers
to these transportation problems, which arose through no fault of the
city government.

should emphasize, gentlemen, that there are certain things the
Federal Government is making us do. In my city as of this September,
we will have massive cross-busing of schoolchila'rn. It will mean over
25,000 schoolchildren will 'have to be bused in the city of Norfolk.
We have never had a yellow bus system. Those students who had to
use transportation to go to high schools and to a limited degree to
junior high schools have done this with the public transit system. Not
only are we confronted with the problem of establishing a massive
bus system for our school system, but we have been notified by the
Virginia Transit Co., which is our privately owned transit system,
that they are discontinuing operation in the city of Norfolk.

In my city, transportation alone is confronting us with a problem
that will certainly take many, many of these dollars we hope you will
allocate to us.

I think you ought to know that in the preparation of the city oper-
ating budget for fiscal year 1972-3, city department heads were
directed to request no new programs or positions, except when the
provision of a new service could generate a revenue to offset the cost,
and to keep additional costs for existing services to a minimum. De-
spite this caveat, the departmental requests total $134 million.
So, gentlemen, I can only emphasize what has been said here before,

that this legislation is necessary if we are goig to survive in the
American cities; and certainly, as was said earlier, it may not be the
perfect legislation, but it is a step in the right direction, and I, as
mayor of the largest city in Virginia, think I can speak for the mayors
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of Virginia when I say to you, please, we need your help, and hope-
fully it will be moved'through tie Senate just as quickly as possible.
Thank you.

Mayor LANDRIEu. Next, Norm M1ineta, nmyor of San Jose, Calif.

STATEMENT OF HON. NORMAN Y. MINETA, MAYOR OF SAN lOSE,
CALIF.

Mayor MINrA. Thank you, Mr. Chairman, Mayor Landrieu.
Mr. Chairman and distinguished members of the committee, for

over a year now, the mayors of our Nation's cities have been appealing
to the Congress for revenue sharing. We have asked for Fedeial relief
on the grounds that we cannot provide even a minimum level of service
out of local revenue sources. We recognize that the Fedsral Govern-
ment has had three major tax reductions in the past decade, but in
the meantime, State and local taxes are rising at a rate of $3 million
a year, and bonded and municipal indebtedness has tripled since 1955,
and combined State and local governments face a staggering gap
between revenues and expenditures of $67 billion by 1975.

Congressional committees have heard mayor after mayor outline
reductions in essential services, cuts in employment, and deterioration
of the capital stock of the city through necessary cuts in maintenance.
You have also heard dire predictions that the situation will get pro-
gressively worse as the crisis cuts we make today result in compounded
problems fgar the near and distant future of our cities.

For citied'like San Jose, this disturbing situation needs to be viewed
in the framework of enormous growth .San Jose has been growing at
the rate of 25,000 people a year. The city's population now is about
510,000. Thus, in the past 10 years, the city's population has doubled.
Predictions for the future indicate continued rapid growth. Thus, in
a city like San Jose, experiencing bugeoning population growth, the
relative impact of cuts in programs and services is far greater than
the amounts that the cuts themselves would indicate.

In order to anticipate and meet minimum future needs, we have
looked ahead 8 years and estimated our capital improvement needs
to 1980. We find that in the priority areas identified in the bill that
you are now considering, we will require $27 million for public safety
including such items as police training facilities, fire stations and new
fire equipment, emergency communication facilities and equipment,
and storm sewers.

In environmental protection, we need $80 million for improvement
of our sewage disposal system. An additional $6 million will be needed
for solid waste disposal and noise pollution control.

To keep pace in transportation needs, street widening, bridges, cul-
verts and underpasses, street surfacing, interchanges, and simaliza-
tion will require $48 million. In addition, the establishment of a pub-
lic transportation system, which we do not presently have, will takea
vet to be determined amount, which will probably run into the mil-
lions. Also, county expressways and State reeways are incomplete in
San Jose Hundreds of millions of dollars will be needed just to com-
plete the basic system deemed essential.
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As I indicated, these figures cover minimum needs in the priority
areas identified in the pending bill. San Jose has other capital needs
for neighborhood improvement, libraries, parks, and municipal build-
ings that total $175 million.

Therefore, we estimate, at this time, that our capital needs over the
next 8 years will run in the neighborhood of $326 million.

The above figures, of course, do not include expanded operating
costs associated with these capital improvements. For this, we will need
an additional $20 million over the next 8 years.

Needless to say, the $5 million a year that we anticipate under reve-
nue sharing will fall far short of meeting these needs.

Moreover, efforts to increase local taxes and pass local bond issues
hold little promise for relief. The Califorrtia constitution requires a
two-thirds majority for passage of local bond issues.

Working against these difficult odds, we have been able to secure
approval of only $66 million in property tax supported general obli-
gation bonds over the past 8 years. During this same period voters
rejected another $66 million, but these rejections represented, in most
cases, an unfavorable vote by less than 50 percent of the voters.

Our latest effort to gain approval of a $33 million bond issue in
1970 failed by a "No" vote of about 40 percent of the eligible voters.

Voter rejection of increased property tax rates, on the other hand,
has been resounding. Another revenue effort, to raise property tax
rates by a maximum of 22.5 cents per $100 of assessed value, was de-
feated by the voters 4 to 1. This measure would have raised the tax
rate 16 percent to a maximum rate of $1.62, per $100 of assessed
value. The existing $1.40 tax rate limit is imposed by the city charter,
which requires a simple majority vote for amendment.

We have endeavor to be creative in our search for new revenue
sources. A 5-percent tax was imposed on all utility services, yielding
$4.9 million in 1970-71. We have instituted a new property transfer
tax and revised our previous residential construction tax to include
all construction, but these funds of approximately $3 million, are ear-
marked for support in the immediate area of the new construction that
)roduces the tax. Conceivably, there are other revenue sources, but we
tave reduced the field to railing fees for permits, licenses, and swim-
ming pool use. I need not describe the enthusiasm with which these
measures are received. And furthermore, yields from these additional
sources are more than consumed by inflation.

The above statistics are presented to dramatize the situation faced
by the cities. San Jose is fortunate in that we are still able to raise some
noney locally. We are not as destitute as many of the cities represented
here today.

However, the fact remains that, even in San Jose, the revenue gap is
widening. Mayors know that the Federal Government is not in the
position to supply sufficient funds to completely close this gap. Mayors
also know that the Federal Government expects, and rightly so, that
cities will spend limited Federal funds wisely.

I want the committee to know that many cities are developing a
process for strategic programing of already available Federal funds, in
order to spend revenue-sharing funds in the most effective manner.
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Many cities are also taking steps to efficiently manage Federal grant
funds through monitoring and evaluation.

In San Jose we have recently completed our second annual arrange-
ment proposal which will be submitted to the Department of Housing
and Urban Development (HUD) after city council approval. The
annual arrangement process, which is an outstanding example of Fed-
eral initiative in coordinating planning, allowed the city to develop
a strategy for the most effective use of HUD funds available to the city
during the coming fiscal year.

Mr. Chairman, I will submit a copy of our 1972 annual arrangement
proposal for the record.

(CEnRK's NoTE: The document referred to was made a part of the
official files of the committee.)

Mayor MINrA. Briefly, the annual arrangement is a process in which
-the city identifies long- and short-range goals, develops a strategy for
meeting those objectives, and then plans programs on a priority basis
for implementing that strategy. City staff, private citizens, ana other
community representatives developed criteria for evaluating each pro-
gram proposed for the available funds and then ranked each program
as to its potential for meeting one or more of the stated objectives.

Through this process, we feel that we are presenting HUJD with a
proposal that will make the maximum use of scarce Federal and local
resources.

Our experience with the annual arrangement will be utilized in pro-
raining general revenue-sharing funds which are being considered

by your committee. Our staff has already begun thinking through
methods of adapting this process to this new revenue source, and while
I cannot, at this time, describe to you in detail the process we will em-
ploy, I can say without hesitation that the general revenue-sharing
funds made available to San Jose will be strategically programed
along the lines of the annual arrangement process to achieve major
cit objectives within the framework of limited resources.

an ose has also established grant management procedures to in-
sure that all Federal funds we have received and thoce we receive
in the future will be monitored and evaluated to assure effective use
of resources.

(The procedures referred to follow. Hearing continues on page 297.)

8I-3N 0 - 72 - It
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City of Sen Jose. Colifornte

fIM. ;S Tri.L SHEET
AM!INUTMqItE 'J.NVAL

HiSTRUCHOrls 1. Itov* superseded instructione and insert .aousl copy (white) of rev
instructioas as indicated below.

2. Rad information copy (blue) and route to those in your eupervieionconcerned vi'th this procedure.

3. &)Lrect any questions and requests for additional copies to:
11ERGOVEP.%)YITAL AFFAIRS OFFICE, Health buldinS, Ro 109 Zxt 4892

DOV5 fADO
Title Page

New Section

0 Title Pane

116 Grant-Assisted I . t4
Project Administration (Elf. 81/t72)

Tits new A'mtiniteattve manual SectLion provides instruction to all
deperteente concerned with federal or stete Sran-cesteted projects
both in the t.pltcetiot for and edainistration of a project and In
the control of project fwds.

Franklin D. ZnofLer
Actin% City Man3ger
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AiiiINISTiATi I IWVAL
City of San Joae

P aas1 Sction 110
SuJect, .. 1

Grant-aesistod Project Administration |iftO"
Date 81 1 172

116.1 Purpose

To effect a procedure for the initiation of coinmnity projects to be financially
assisted with state or federal grants or contracts, and to provide for their
administrative coordination at the intergovernmental interface.

Thie document identifies the Office of InterSoverenental Affair's role in the
essential adinistrative coordination within the City of San Jose and vith other
agencies during the life-cycle of all state-federal grant-or contract-assisted
projects. It describes the procedure to be followed in processing grant and
contract applications, in maintaining project records, and in reporting project
progress, statue, and plans.

To help ensure comparability of information, standardisalon of terminology and
data interchae procedures are necessary. The following definitions apply to
specific wers and phrases used in this document. The procedure Is deliberately
general to avoid conflict with specific provisions of individual project adntni-
stration requirements.

116.2 Definitions"

a. Assistance: resources provided by the state or federal goverrment, in the
form of contracts or grants-in-aid, to support (in whole or in part) a
specific project or program.

b. Intersovermental Affairs (IGA): the City agency charged with responsibility
for initiating and maintaining an administrative relationship between the
project-adinListering departments and the City Manager, and between the
City of San Jose and the grantor agency on state-and federally-assisted
projects.

c. Grantor agency: the state or federal agency (e.g. CCCJ J, W OLVOt?. WJD,
IE, 00) which provides assistance.

d. rantee: the City of San Jose.

e. Administering department (or operating agoacy): the Department charged with
primary responsibility for preparing the application for assistance and for
managing the grant project and funds.

f, Departmental tiaison: the individual charged with direct responsibility
for coordinating and controlling assisted projects in the administering
department (operating agency). Designated by adninistrative department
head.

8. Project life-cycle: the period beginning with approval of project Initiation
by the intended ,dainistering department head, and terminating with final
audit by the grantor agency.

h. A-s: Federal Office of Management and budget Circular A-95, Atch mandate,
LlO-S1 a procedure for grant application. Also, the foLU (NotificatLon of Intent to

F1l1 an Application) rdecribod in that circular.
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ADKIkNSTIATIVE MANUAL
City of Sar Jose

Subjecti Granteasesited Project Administration lof 1 NSton

Effective
=Date. 8I/ 1

I. Environmental Impact Statement (EI5): A document describing the probable or
potential ecological, economic, and social impact of a proposed project.
Required by &rantor agencies.

j. CCIC: Citizens Community Improvement Committee

116.3 General Policy

A department considering initiation of an aslistance application (grant or
contract) should contact the Director, IGAin the City Kanager's Department.
IGA is responsible for coordination of all City-connected grants and is the
first point of contact in regard to inter-departmental cooperation, and applica-
tion procedures. While mot of the associated paperwork is completed at the
department level, it is essential that it be filtered through the IGA coordLnator
who viii ensure its completeness, propriety and compatbility with similar
program

The coordinator will provide the administering department with a signoff sheet
which must be. processed by the departmental liaison to ensure that, among other
things:

a. Any necessary matching funds or in-kind services are available and have
t.ot been encumbered for another purpose;

be the finance Department (Grants Section) ts made aware of the grant at its
inception so that it will design proper procedures for financial accounting;
miscellaneous receivable accounts are established for potential Incoming
funds (see Sac. 235);

c. reporting formats and sedulesare established;

d. the Executive Policy Group and all key personnel who will be Involved with
the grant are made aware of its ramifications;

a. the City Auditor may advise the adminLstrator of audit requirements;

ft that IGA requirements for A-95 (Evaluation review and coordination of
federal and federally-assisted programs and projects) have been complie4
with (See Appendix A);

g. an Environmental Impact Statement (IS) or negative declaration statement
is attached to the A-95 form. The department initiating the project is
responsible for checking withqshe funding agency to determine whether the
EIS is requlted.

116.14 Procedures

116.41 Project Initiation

This procedure applies only after a department head approves initia-
tton of.a specific assisted project. The department head or a desig-

110-51 nated representative shall assume responsibility (as department liaison)
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Amfl nST1ATIV KA)UAL
City of San Jose

Page3 SectionSub~ect: of 14].:=b[ 116
Grant.asuisted Project Administratton Offe4tive

.... .... . ae 8/ i / 2

for compliance with these procedures throughout the project life-cycle.
The procedure for initiating a project follows:

3.SPONSIBILITY

Department liaison

Director, [GA

110-51

ACTIONE

1. fill in Form A;.95 (appendix A) in accordance
with instructions printed on its reverse.
(Blank forms may be obtained from IGA) -

2. Prepare the Znviromental I mpct Statement
(31), if required, or negative declaration.

3. tnter on Form 110-201 (Coordination Sheet
Appendix 5)
a. name of the grantor sency (e.g. HUD, LEAA,

NEW)
b. mount of grant funding requested
c. mount of funding by the City of Sen Jose
dt. total project cost
e. name of the initiating department
f. signature of department head
g. date of initiation approval

4. Coordinate with designated organizations and

obtain sign-offs (see 116.411)

S. Deliver completed forms to IGA

Go Examine and review Form A-95 (and attaclents,
e.g. , 9K1) coordination sheet.

?. Prepare a project control card and enter
the project in IGA's tracking system. This
control card will contain, as a sinimm, the
following:
a. purpose and scope of the grant and the

responsible Federal agency
be designation of the granted department or

grant manager
co funding arrangements and Fund limitations.
d. an outline of allowable costs under the

provision of the grant* including a citation
of program legislation which contains ex-
plicit restrictions on the reimbursement
of particular costs

e• an outline of City Support services outside
the granted department which are necessary
to the successful conduct of grant programs
to be claimed as direct costs under the
provisions of OHB circular A-87 %hLch describes
allowable cost allocation procedures.
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A~KVE ~WAM
City of San Jose

Subject I tf 14  re M16
Grant Assisted Project Adeinistracion J Ifective..... . ...... I ate /, 1/ 72 . .

So Instruct the department liateo in the procedure
for accomplishing required intordpartmntal
coordination.

9. Arrange a coordination and review meting
(See 116.411 below)

10. lip the coordination *heat to indicate review

completion, and transmit to City Managers

116o411 Interdepartmental coordination

Interdepartmetal coordination io of two types, adminietrative
and operational. Administrative coordination assures that
all City action agencies are apprised of the pending ;rant
application and have the opportunity to consider ad aseees
its potential ednaistrativo, leal$ and financial impacts
on the City. Operational coordination provides for the
interchange of information emoeng agencies and departments
with operational interest in the functional area addressed
by the project.

Administrative action agencies are listed on the coordina-
tion sheet. Coordination with each and all of these depart-
meate is mandatory.
Since each application will differ, the department liaLson
mest met with the [GA Director to establish specific proce-
dures for each project. All applications require completion
of the Coordination Sheet and A.95, however. The department
liaison will be required to obtain a signature on form 110-201,
Project Coordination Sheet, for each office contacted. The
sipature indicates awerenese of thepoJecote esttence and
of the siSner's role in its adlniotretio n. Coordtnation need
Not follow the departmetal sequence Indicated on Form 110-201,
but must include all indicated department. The etnture of
the Director, IGA, is the lat to be obtained and Indicates
to the %;ity Manager that all necessary areas have beeon covered.

[" may arrange and chair a coordination meting aa a sub-
stitute or eupplement for the above procedure to expedite or
simplify application processiq, when requested by the project
initiator, or when ouch action appears warranted.

Action agency representatives and the department liaison will
exchange information pertinent to the proposed project, as
follovss

(1) Dledt teoonoibility Inforaton

Department liaet atchirg fund requirement,
110-51 anticipated sorce of City

ii i i i i i i

1 *
.b"
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AMUISTATIVE Y'ANVAL
City of Sa Jose

UbjePae SectioGrant-Assisted Project Administration ofeciveNuber 116

Date 8/. 1 j 72

share (General Fund, trust
funds, etc.), and budget
provision.

Budget Availability of funds, budget
procedures.

(2) Finance (Grants Section)

Department liaion

Finance

(3) Attorney

Department liaison

Attorney

() City Auditor

Department Liaison

City Auditor

(5) Contract Complanoe

Department Liaison

Contract Cempliance

(6) Personnel

Department Liaison110-51

Explanation of factors used
in calculating cash and in-
kind contribution by City,
proposed procedures for
financial accounting.

Correction or modification of
cost estimates, specification
of accounting procedures and
reporting reouiroments.

Intent to file application,
expected date of application,
known time constraints.

Pertinent legal factors, pro-
cedures, processing time re-
quwiemsnt.

Report, audit, and record re-
quirements specified by grantor;
departmental procedures for
cmplience.

City audit requirements ind
practices.

Contractual provisions identi-
fied in gruant description.

rIplications and procedures
pertinent to application
preparation and processing.

Number, classification, and
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ADMINISTRATIVE .XA.4AL
City of San Jose

Subject of I I , r 16
Grant-Assisted Project Administration Effective

I Date 0/ 172

assignment of personnel to be
added or affected by the proj-
ect, potential impact on
departmental supervisory and
support workload.

Personnel Correction or modification of
empower estimating factors;
applicability of procedures,
regulations, and statutes.

(7) Property Manaiement

Department Liaison Space and equipment require-
ments and provision for their
coverages.

Property Management Correction of assumptions or
factors used in estimatinS.
Identification of applicable
procedures.

(8) IA Coordination

Department Liaison Modification to A-93 due to
information obtained in coor-
dination cycle.

IGA Direcior Provide responses and cents
from operating agencies (from
A-95 circulation). Discuss
procedures for application
preparation and proessing.

ICA Director viii arrange and chair a meeting between ths
department liaison and responding operating agencies for the
purpose of discussing and resolving issues prior to policy
and program review (below).

116.412 Policy and Program Review

IA will forward the completed A-95 form and coordination
sheet, with appropriate memoranda, to the City Manager, who
viii convene a meeting of a proposal review committee. This
committee vilt met, as called, to screen proposals for policy
and program concurrence, and to evaluate their feasibility.
program ad budget impacts, and priorities.

The review committee will consist of the following department
heads and embers of the Manager's staff:

11051
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ADMINISTRATIVE MANAL
City of San Jose

Subject: Pagt*1 Section
o(I, N,. li

Grant-assisted Project Administration 1ff ti

Date 8/ 1 /j2

Assistant City Manager, Budget Officer
AeSisent City HMeaaer, Coaunity Development
Director, Intergovernmental Affairs
Finance Director
Personnel Director

The department head responsible for the proposed grant appli-
cation will be invited to participate in the screening and
evaluation. The review committee will

1. Indicate thote proposal modifications, if any, re-*
quired to conform with City Policy, plans, programs
and priorities;

2. Advise the applicant of its proposed disposition
of the proposal;

3. Transmit to the City Manager its recommendation for
proposal approval, disapproval, or deferral.

Upon approval by the City Naulager, ICA will initiate local
and intergovernmental coordination and review, as described
below.

116.413 Local Community Coordination

Local coordination affords the applicant an opportunity to
obtain community suggesdons and support, potentially useful
in the preparation and development of the formal grant
application.

IGA is responsible for transmitting copies of the A-95 to
CCIC, and other community agencies, institutions, and organiza-
tions with probable interest in the proposed project, with an
invitation to comment (Form 110-202 Appendix C). IA will
transmit coments to the applicant, arrange meetings between
the applicant and interested respondents, and attempt to
resolve conflicts at the local level.

116.42 Application Processing

Normally, a formal application is prepared only after the project
initiation procedure hat beer followed, in order that the concept and
scope might be assessed in terms of the information gained during riview
and coordination, thereby increasing the probability of application
acceptance and project funding. The procedure is intended to facilitate
and economize the process, and not to impede or delay it.

Requests for exception, to meet grantor agency deadlines, are to be
addressed to the Director, IGA, and approved by the City Manager.

110-51
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' AtWIS1'TW Y.,A,..Ld

City of San Zose
Src: t Nmiber 116

Subject$ r t.assisted Project Adninistration of
Ef fective'S ... .. .... [De , _.811 J_72 +

Applications will be processed in accordance with-the follovin8

procedure:

Reposibility_ Ation

Department Luisor .. Prp'are a brief description 6f the
proposed ptojettj 4tsr pre-applicat ion
history, program and budget impacts,
and other pertinent factors, for the
Manager's review and diepoiition.

2. Deliver application, with all documen-
tation required by the grantor agency,
to Director, IGA

IGA 3. Record pertinent date on the project
record.

4. Review the application for compliance
with grantor administrative require-
menti (EIS, cost-sharing provision,
etc.)

5. Deliver application to City Attor, ey,
with a request for preparation of
appropriate resolution.

Attorney 6. Provide an apolication-proceesing

and resolution preparation time estimate.

7. Prepare resolution.

IGA 8. Request inclusion of application
consideration on Council Agenda.

90 Notify department liaison of actions
and status.

10. Update project record.

following Council Action, IGA will update the project record to indicate
the resolution number or other action. If rejected, the application
will be returned to the department liaison. If accepted, IGA wtll
transmit the application in accordance with grantor procedures.

IGA will review the application documentation for completeness and
procedural compliance prior to its transmittal to he grantor.

110-51
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AflMISRAflE .'CAUAL
City of Sam Jcss

Subjectl OP.4 ! e'I r ...
Grte Assisted project Administration
_, _ _ _ , . , . ... , . Date .. .81 ) 72 . .

116.43 DLiposition Notification

Upon advice of application disposition (grant approval, disapproval,
or defermht), [GA will notify the Council, Mayor, tnagert and affected
departmentsl assist the recipient'department in the procesing of the
rant contract and the associated resolution (with City Attorny); and

ensure that the item is placed on the Council Agmda for contra ..
executLon approval.

116.44 Record Keeptnx

[CA Vile deliver copies of the approved assistance contract to the
Budget Supervisor and Director of Finance.

The Finance Department i responsible for all financial record keeping
for the grant projects, including

a. Orbcbdukes

b. official financial records and books

c. preparation of the financial part of reports to granting agencies

All questions in the area of financial accounting, procedures and reports
most be directed to Finance Department.

-V91 ip6eoible for monitoring grant-assisted projects and for
establishing and maintaining those records required to provide
informationfal sUpport to the City Manager (and, through him, to the
Mayor and City Council).

116.5 Reprts

116.51 Report Schedule

Reporting requirements vary according to the type and source of assist-
once. IGA in cooperation with the administering department, will
establish a schedule of reports appropriate to each project. Contract-
ual provisions will normally dictate grantor agency reporting require-
ments. The financial portion of all reports to external agencies will
be prepared by the Finance Department, to insure agreement with
accounting records.

116.52 Address

- -All project reports to the City Council and to external agencies shall
be prepared by the administering department for the signature a the
City Manager, and forwarded to [GA for processing.

1i0-5l
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ADMISTRATIVE MO4AL
City of SAn' Jose

Subject: Of 19 . 9M Scionr .
Grant-assieted Project Administratim effective

.Date 8/ 1 72

116.53 City Council

IGA will transmit a copy of each City Manser-approved A-95 (Intent to
file Application for Federal Asstance) to City Council, to inform
Council of pending applications, and viii keep the Council informed of
project status as applications are processed.

Quarterly, ICA will prepare and submit to the City Council, through
the City ManaSer, a consolidated report summarizing the statue of all
assisted projects, and including the following information pertinent
to each project (as a minimum .

a. Grantor agency

b. Pro3r m under which the project was initiated

c. Total amount of financial assistance to be received

d. City share (mat-'ing funds)

e. Amount of assistance funds received during the report period

f. Total &mount of finds received to date

g. City department and individual administering the pr-oject

h. Amount of moneys budgeted and disbursed to date (Federal, State,
and City cash and in-kind)

I. Relation of actual and planned progress toward objectives

J. Percentage completion

k. Expected completion date

1. Explanation of variances between plans and progress

To insure proper control, the Finance Department vill prepare the
Financial section of this report and trace all receipts to the account-
ing records. The City Auditor will perform periodic tests of revenue
and expenditures, frequency and extent to be determined by the City
Auditor.

116.6 Control of Incomina Funds
The Director or Finance ta designated to receive all grant monies incoming

incoming to the City. Each grantor agency should be requested to mail all
checks to Room No. 217 City Hall. If incoming funds should be mis-sent by the
grantor agency directly to the department involved or to the City Managery, they
must be immediately transmitted to the Director of Finance after ann otation to
indicate the project to which applicable. A copy of the voucher or receivable

110-51 record will be sent to IGA by the Director of Finance,
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Ai '.ISTRATIVE i IVAL
City of San J4se

Subjects Grant.assisted Project Administration ol 14 ! l 116

Effective
IDate 8/i 1 72

116.d Conflict Resolution

Conflict between these and other procedures should be identified by the adminis-
terin8 department and brought to the attention of the Director, Intergovernmental
Affairs. IGA will assist the parties in conflict through the appeals and
resolution process.

116.8 Technical Support

IGA will provide technical support to departmental liaison and project managers
throughout the project life cycle. This support will include cooperation and
assistance in the preparation and observaton of itemized procedures for the
administration of each grant, the training of grant-project managers, and the
operation and maintenance of a project tracking system.

110-51
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STATE F&ULSMIV AS$6TANCE I.E°.lPPLICATION4
0OO1DI T IO4 SHEET

,F,. CIT -P ECT i ii 6, _ _____

A signature Indicates awareness of the GRANTOR AGENCYs .... _-_ ....

project' existence and of the signer's GRANT FUNDING REQUESTDzs .... _ _

role to its Initiation and adainistra- CITY FUNDING: * ,

TOTAL: $

PROJECT TITLE:

INlTIEfO BY (DEPT.):________ ________ DATE: ,,

INITIATION APPROVED ITY: _IG'A. REVIEW BY _:

ACTION:

ACTION ACEN4CIES COORDINATION (REQUIRED) -I
,"OFFI'CE -,INDIVIDUAL SIGATe nAr

AUDIET

CONT1ACTION LANCE

PERSONNEL

ICA
COORDINATION

POLICY &
PROGRAM~ REVIEW-

CITY MWNAER

110-, O i£,,, , .
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- CITY OF SAN JOSE
AI.IFOMNIA Intertovertenttl Affairs

151 West Hission, Room 109

San Jose, California 95110
Telt 277-4000 Ext 4892

cITY HANAUKE

Gentlamen•

subject: Invitation to Comment on Proposed Project

Under the City's procedure for area-vide review of specific
project applications, the City Manager has assigned the Director of
Intergovernmental Affairs responsibility for notifying local groups and
agencies with probable or potential interest, and for soliciting their
comments relative to the proposed project.

Attached is a copy of an Intentto File an Application of potential
interest to your organization or agency. Your comment is invited.

Please check the appropriate space below, add any pertinent

comment, and return this form to me not later than

Thank you.

Yours very truly

f James R. King, Director6. Intergovernmental Affair(

JRX:RLJ:N

No Comment

General Support

Interested, comments will follow within 10 days

Interested, comments attached

Interested, wish to discuss with the applicant

Date Signature and Title
Form 110-202

Appendix C-14-



297

San Jose's grant management procedures, which were developed
with the assistance of a HUD model cities planned variation grant,
require all city departments to file notfication of intent to submit
Federal grant applications with our Office of Intergovernmental
Affairs.

This office in turn circulates the intent-to-file notification to all af-
fected departments and community agencies and citizens groups, and
convenes a top level grants review committee to discuss the proposed
projects. The mayor and city council set the policies and priorities
for projects in this coordination process so that all grant proposals
are consistent with overall city objectives and meet our criteria for
maximizing the use of limited local State and Federal resources. We
feel that this process will foster better programing by giving the
city council, mayor and top management an opportunity for input
at the outset of a program proposed for Federal funding.

The grant management process will also give us the capability of
tracking all programs from initiation to completion. Based on this
information, we will be able to continuously evaluate our projects in
terms of their effectiveness in meeting city objectives and resolve -n a
timely basis those issues when they arise.

Mr. Chairman, some 60 cities are now engaged in the annual ar-
rangement process and 20 cities are developing grant management
techniques with HUD model cities planned variation assistance.

I tell you all of this because I want the committee to be confident
in the fact that most cities are taking steps in the direction of im-
proved grant and program management, and as a result their capacity
to -assure the strategic use of the revenue-sharing funds is enhanced.

As I have indicated, many of San Jose's critical needs are not in the
priority areas identified in the bill. I have also pointed out that we do
not expect the revenue gap to be entirely closed either in or outside
the identified priority areas. I am confident, however, that within the
framework of the pending legislation the cities will have the flexibility
to program general revenue-sharing funds through a locally derived
strategy for allocating scarce resources among at least, the high prio-
rity areas, identified in this legislation, and you can be assured that
Federal resources will be employed in the most effective manner pos
sible.

I am confident that such a plan can and will be developed in San
Jose. I am also confident that all cities can, and must, move in this
direction.

Thank you, Mr. Chairman.
Mayor LANDIRIEU. Mr. Chairman, we have two speakers remaining.

Mayor William Donald Schaefer of Baltimore, Mayor Wes Uhlman
of Seattle, Wash.

STATEMENT OF HON. WILLIAM DONALD SCHAEFER, MAYOR OF
BALTIMORE, MD.

Mayor SCHAEFR. Thank you, Mr. Chairman. If you do not mind,
I will deviate from the prepared statement that I have in the interests
of time and just say that as far as Baltimore is concerned, I could
repeat every problem that every other mayor has suggested and I have
it in Baltimorm City. -

81-395 0 - 72 - 20
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The budget that was recently given to me called for a 20-percent
increase in nur local .property tax. When it was given to me it was
$1.04 above 4he previous year, which made it even less competitive
with our country.

As far as taxes are concerned, we have invoked every nuisance tax
that is available to us. There are no more taxes that we can put on the
people in the city of Baltimore. When I SAY that, it is in a way humor-
ousbut there is not any other tax other than the property tax and we
just cannot put any more property tax on.

Now let ine go into the practical aspects. In recent years our popu-
lation has changed so that we now have 25 percent of the Maryland
population. But 75 percent of the population in our city i comprised
of welfare clients, the poor, the elderly, and the indigent. They do not
pay taxes. They cannot. So the remaining taxpayers ore really

burdened.
I have a very important decision to make very soon. If this measure

is not passed, as chief executive of Baltimore City. I am faced with"
the necessity of making drastic cuts in the municipal expenditures in
order to keep within tie budget that our council passed. I think that
is very clear, when I say that it will be necessary to let go a number of
policemen, firemen, health officials, and employees in all areas of our
city. So this bill, as far as the city of Baltimore is concerned, is a vital
bill and I ask that you give it every consideration and pass it as soon
as possible. I have got a deadline of September 1.

Thank you.
(Mayor Schaefer's prepared statement follows:)

PUPA= STATEMENT or HON. WILLIAM DONALD SenAEFEB, MAYOR OF
BALTIMORE, MD.

Mr. Chairman, SenatorS, I am William Donali Schaefer, Mayor of Baltimore
City. Thank you for the chance to speak about revenue sharing. Others have
testified about revenue sharing as a concept. They have presented ah impressive
case for passage of HR 14370. Prompt enactment of the revenue sharing
measure before you in the bill's present form is of great importance to the
citizens of Baltimore. If the Senate should fail to enact revenue sharing, the
citizens of Baltimore will face prompt reduction in services as a consequence.

This spring, tha Director of Finance presented a budget to me and to the
Board of Estimates that represented a property tax rate increase of $1.14 per one
hundred dollars assessed valuation, a 20% Increase from the City of Baltimore's
fiscal 1972 property tax rate of $5.34 per one hundred dollars.

Median family income in Baltimore, according to the 1970 census, is about
$8,800 per year. This Baltimore City family probably lives in a row house worth
about $10,000. From their $700 per month gross income, they pay a tax rate
which Is $2.01 more per $100 than their wealthy suburban neighbors pay. And
we are not sparing with other taxes. There Is a State sales tax and Income tax.
The City has a commercial-use utilities tax. There Is a City hotel tax and ad-
missions tax. We charge for business and occupational licenses' and for any
encroachment of public right-of-way. Every special permit (coin-operated amuse-
ment machines, sidewalk vendors, horse drawn vehicles) carries Its charge.

The State of Maryland does not permit Baltimore City to levy an earnings
tax on Income earned in the City by suburban residents. At present, Baltimore
City has no unutilized taxing authority. The City is Imposing all those taxes
permitted by the Maryland legislature, at rates generally higher than the pre-
vailing rates in surrounding suburban counties. Our property tax rate is the
highest rate levied by any Jurisdiction In the State of Maryland, and among the
highest rates levied in the country.
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It is often stated by critics of local government that City problems are pri-
mparUy administrative and organizational, that better management is required.

'Critics often allege that:
1. Looal government U badly organized, fragmented and inefflolent.-Baltimore

City is well-managed and reasonably efficient In its operations. The Cty- pro-
vides all of the local government services (City, county, state, special districts
and schools) under a unified system of administration. Compared to other areas
of the country, the Baltimore Standard Metropolitan Statis#cal Area (SMSA)
is surprisingly non-fragmented. Baltmore provides many of the services supplied
by State government elsewhere In Maryland. The City gains the obvious advan-
tages of such integration. At our size (908,000), Baltimore benefits from substan-
tial economies of scale.

2. Looal governments are often accused of being poor money managers.-
Baltimore City's leadership has a long history of fiscal responsibility. City
leadership In my memory has not hesitated to impose that level of taxation re-
quired to finance a high and necessary level of quality public services. The
private market place's evaluation of our debt structure attests to Baltimore
City's fiscal responsibility. The ratio of general debt to assessed valuation In
Baltimore City is 7.54% ($238.4 million to $3.116 billion). The average life of
this debt is 9.4 years; the average Interest rate Is 8.77%. Baltimore City's record
of financial responsibility has earned bond ratings of "A" by Moodys and Stand-
ard and Poors. No major East Coast City has a higher municipal bond rating.

3. Local assessment polioie are often criticized as being arbitrary and in-
equitable.-Assessments in Maryland are performed by professional career as-
sessors. Surveys prove a high level of completeness and equity in our assess-
ments. Compared to the major suburban counties in Maryland, Baltimore City
properties tend to be assessed at a substantially higher assessed to market value
than the prevailing ratio in these "wealthier counties".

Major reasons for our cost spiral are inflation and built-in costs, balanced by
a static economic base, and accompanied by a change in the composition of our
population requiring increased intensity and variety of services. A minimal 8%
salary increase was effective for part of fiscal 1972; there will be twelve months'
cost in fiscal 1978. Another 3% Increase this year is equivalent to a 35 cents rise
in property taxes. City paid employees health Insurance costs have gone up.
Salary-connected costs such as Social Security have gone up automatically. Over-
all compensation for Baltimore City employees has not kept pace with compen-
sation of public employees provided by State and Federal governments in recent
years. Debt service is Inflexible. State-mandated local costs of indigent medical
care are beyond our control. The fact that Baltimore City has less than 23%.
of Maryland's population and 75% of its welfare case load requires the City
to finance a range of physical, social and economic services not necessary In
wealthier suburban counties.

Faced with these cost pressures and a strained capacity for local revenue,
there are few alternatives available to Baltimore. The Director of Finance's
recommended budget was technically sound. It insured that local programs
could function at existing fiscal 1972 program levels, with little expansion and
no Improvement in quality. Technically sound or not, a 20% property tax rate
increase was deemed unacceptable and an unreasonable burden. We trimmed
$7,525,000 out of the recommended operating budget,

City Council admitted that the Board of Estimates had "pruned the recom-
mended budget effectively", but cut another $12.5 million because in their Judg-
ment the required property tax Increase was still unreasonable. They knew that
we had done a thorough Job but the Council felt that still more had to be done.
They made one concession, however: the Council said that if revenue sharing
becomes law, they were willing to restore enough of the budget cuts to at least
maintain the integrity of City operations at their fiscal 1972 level. The net
effect of their actions is that the Baltimore City Council has Included revenue
sharing in this year's budget, the budget now in effect. In the absence of prompt
passage of this bill before you, I must begin dismantling City services.

Frankly, I am not pleased to be in this position. The City is now very dependent
on your action. The taxpayer pressure which brings us to this position is indeed

,, great. Like most cities, State law and the City Charter require us to pass a
balanced budget. City services must continue. Our tax rate cannot be allowed
to rise to more unacceptable levels. As a way to soften the blow of drastic service
cuts, the Council anticipated revenue sharing.
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Our final budget, after all its cutting, and including revenue sharing, required
a 4% increase in property taxes Just to maintain fiscal 1972 levels of service.
After the property tax increase, the City was still required to eliminate more
than 1,000 positions from the 1978 budget. I have instituted a hiring and promo-
tion freeze in City government. We have curtailed all new capital expenditures;
we are not replacing equipment; I have instituted a general austerity program.

While the pict~tre is grim, Baltimore is not a dead City nor a dying one.
Baltimore is a vital moving City. Though we are going through a time of great
difficulty, we will survive.

This much is plain: we have exceeded our fiscal capacity to provide vital serv-
ices. Yet, somehow those services must continue. We have to look'outside the City
for support. By passing HR 14370, you will assist Baltimore City and other cities
in maintaining a necessary level of services.

You will receive recommendations from some local Interests to eliminate from
the bill the concept of "high priority expenditures categories". While I am most
sympathetic with this point of view, I am reluctant to endorse any suggestion
which would have the effect of delaying favorable action on this measure at the
earliest time.

In summary, we are near the breaking point in our tax-versus-services dilemma.
We do not hesitate to impose taxes and, yet, even as local taxes are increased,
we must curtail certain services.

I recommend strongly that you pass the revenue sharing measure immediately.
Thank you again for the opportunity to appear and speak.

STATEMENT OF HON. WES UHLMAN, MAYOR OF SEATTLE, WASH.

Mayor UHLMANz. Thank you very much, Mr. Chairman members
of the committee. Having served for some 11 years in the gtate legis
lature and having had to sit through many of these hearings, T com-
miserate with you and thus I will also rely upon the filing of my formal
statement in the record and will very briefly say just this.

First of all, Seattle is a very young city. We have not experienced
the substantial blight and decay that many of the eastern cities, many
of the older cities have experienced. Certainly, Seattle is not going to
hell in a hand basket.

We, however, may have many of the same problems that the other
mayors have related to you. We have one very serious problem that
none of them have, to the extent that we have. Th~e Boeing Co., 2%
years ago, employed 108,000 people. They now employ about 36,000
people. You can imagine what that kind of an impact would have on
the economy of an area such as ours.

Of course, what this has really meant, then, is that we now have
actually less dollars coming, in in tax revenues than we had 2 years ago.
What has this meant to us? Well, it has meant. the same kind of things
you have heard from the other mayors. We have had to cut back our li-
brary services, public transportation has had to be cut back. There are
60 vacancies in our fire department. We have 100 vacancies in our
Seattle Police Department. And interestingly enough, a recent survey
showed us that we have 47 bridges in our city that are unsafe andi'un-
sound. The cost to repair those bridges will be approximately $67
million. Interestingly enough, we can get money from the Federal
Government once the bridge falls down but we cannot get. it until the
bridge'does fall down. We cannot get it to repair the bridge before it
falls down.

Of course, our revenue sharing share in the bill before you is about
$10.6 million. That is less than one-sixth of the amount of repair for
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those bridges alone. That is just one need out of many, many that exist
in our city.

We have turned to the State legislature and there we have met a
deaf ear. The cities of the State of Washington, the cities of the
country, really are the neglected children of the State legislatutes. Mr.
Moynihan once said when he visited Seattle a couple of years ago that
if any city can actually be stayed it is the city of Seattle, because of its
unique life style, because of the topography and geography, and its
history and its resources, and certainly it is within our grasp to save a
city like Seattle despite the very seriously impacted economic problems
of our area.

This is the major tool before you today to help us save our cities and
we urge you to act upon it with the most immediate deliberation
possible.

I would like to thank all of you who are here as members of this
committee for your patience in hearing us, hearing us recite our litany
of woes. I would particularly like to thank you, Mr. Chairman, for your
leadership. We met, as -you may recall, some months ago where you
exp d s your interest, your desire to provide the leadership in the
Senate to pass this' legislation. We in the city of Seattle know about
that, appreciate that, and I think I can speak for all the mayors across
the country, that the people who live within the cities, more impor-
tantly than just the mayors, are thanking you personally and members
of your committee for your leadership on this bill.

(Mayor Uhlman's prepared statement follows:)

PREPARED STATEMENT OF HON. WEB IJHLMAN, MAYOR, SEATTLE, WASH.

Seattle is a unique city. Our environment, our setting, and the variety of life
styles available to our residents are unmatched by any other city in this nation.

But Seattle is typical in the problems which we face. They are exactly the sanie
as those plaguing New York or Cleveland or Detroit. Perhaps our problems are
not quite so severe. We are not as large as many other cities, and are relatively
young. We recently celebrated our one hundredth birthday, ranking us as a mere
youth compared to the older urban centers of the east and midwest.

But Seattle shares with every other city in the nation a fundamental prob-
lem, the root of all our evils. It is a lack of funds.

You are probably most familiar with Seattle because of our unemployment
problem. For over two years we have had one of the highest unemployment rates
in the country. Currently over eleven percent of our work force is Jobless. Many
of them are members of groups with special employment problems, such as blacks,
chicanos, Asian-Americans, those under 25 and those over 50, and returning
Vietnam veterans. The special training, counseling, placement programs, and
other services which they require constitute an added burden to a city adminis-
tration already struggling to meet the more traditional demands of an urban
populace.

Just when city government In Seattle is expected to do the most, our income Is
actually decreasing. Drastic cutbacks in aerospace programs forced local indus-
tries to lay off close to a hundred thousand people. The millions of dollars which
these technicians and engineers contributed each year to our local economy and
to our local taxes is gone. Other businesses, In turn, have been forced to close or
reduce their work force. The result Is an upward spiral of unemployment and re-
lated problems, and a downward spiral of revenues collected by our city. Last
year, as local unemployment peaked, as welfare recipients reached an all-time
high, as thousands and thousands of our residents were forced to turn to food

o stamps and commodities for basic sustenance, the budget of the City of Seattle
had to be cut by over four million dollars.

The impact of this on the quality of life in Seattle has been felt by all our
residents. I
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Library services have been curtailed.
The-maintenance of our parks ban declined. The number of Hfe guards at our

beaches has been reduced. We have had to deter opening our swimming spool.
At a time when the clamor is heard for public transportation, the fare boxes

on our busses supply only halt the money 'we need to operate a good mass
transit system. Outs In services and higher taxes must make up the difference.

Roads once kept smooth and well paved are now cratered with chuckholes.
Recreational programs for our youth have been cancelled.
Even basic public safety is threatened.
Our Fire Department has earned for our city the highest rating In the nation.

At the same tinte, its innovative emergency medical care program has been
studied and imitated by departments from every corner of our land. Yet at this
moment, over a million dollars of replacement equipment ordered by the Fire
Department and desperately needed, cannot be purchased. A fire station has
been closed. And over sixty vacancies in the Fire Department go unfilled while
able young men walk the streets in search of jobs. All this because we don't
have the money we need.

The Seattle Police Department is the only police department in a major Amer-
ican city to have achieved a reduction in serious crime over the past two years.
Today about a hundred vacancies exist in our Police Department. Our precinct
stations built in the nineteenth century have so deteriorated they cannot be
repaired. On one floor of one station, forty-three men must use one unsanitary
toilet facility. We-can get federal money to buy these men all the newest radio
Awuiment made, but we cannot get a cent to fix the plumbing of a police station so
that our police can have a decent bathroom to use.

And forty-seven bridges used by automobile traffic in the city of Seattle have
been found unsound and unsafe. These bridges were magnanimously donated to
us by the state, the county, and the railroads. But it has been estimated that It
would take sixty-seven million dollars to return them to minimal standards, and
we do not have the money. If and when they colapse, we can get federal funds
to build new bridges. Until then, we just hold our breath.

We often hear that if our cities are to survive, they must attract the middle and
upper income residents who can contribute the most in terms of our develop-
ment. How attractive will Seattle be with interior police and fire protection?
With dangerous and dilapidated parks? With second rate roads and a third rate
library? With bridges that no one dares drive across? Seattle residents are
proud of our city,--today. But how long will It be before Seattle, like several
other great cities, is abandoned to those who cannot afford to leave?

Existing methods of financing our operations are not able to meet rising
demands for services, and rising costs of existing services. The City of Seattle
is almost totally dependent upon the State of Washington for our revenues. The
State, in turn, relies heavily upon two of the most unfair and regressive taxes
used today: the sales tax and the property tax.

These taxes have been utilized to their limits. For us to raise them any further
in our city would be to drive out forever the middle class homeowner, the busi-
nessman, and the corporations and industries. A resident-of our state pays an
average of forty percent of his income in one form of taxes or-another. Tax
reform Is desperately needed, and we welcome the provisions 6f the revenue
sharing bill which encourage reform. But it must be remembered that the cities of
poorer states have as many needs as the cities of wealthier states Only the
federal government has the resources, the tax structures, the flexibility, and the
magnitude to perform the kind of tax reform that is necessary.

Seattle contributes in excess of a half a billion-dollars each year to the federal
government in Income taxes alone. We are now asking that-a small portion of that
money be returnedto us' to save us from financial starvation. The $10.6 million
which we would receive under HR 14370 will not be a panacea for us. It will
not trigger any dramatic transformations. Seattle cannot become Shangri-La
on ten million dollars a year. That is less than a sixth of the money we need
to repair our bridges alone.

What this money will do Is to enable us to survive at minimal levels without
further decreasing services to our citizens. We may even be able to rise above
the bare essentials and In some cases actually display the creativity, diversity,
and progressive thinking which comprise the key to the future of urban America.
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Seattle is an exciting city. It is a clean and beautiful city. It Ivi a city of many
lifestyles living in harmony and friendship. I firmly believe that it is the closest
thlng to a truly great city in America today. But Seattle is in danger of falling
to the decay and destruction which stalk every city in this country. Some people
say that some are beyond help. But it is not too late to save Seattle. We have
survived thus far because of our own efforts and through the irreplaceable federal
program which we now receive. If we are to survive, and even to become an
example for the rest of urban America, we must have revenue sharing also.
And we must have it now.

Mayor LANDrIU. Mr. Chairman, that conitudes our direct presen-
tation. I think you can see that the mayors who are represented here
today represent all areas of the country, small cit-ies and large. There
is a common thread that ran throughout the testimony. But the prob-
lems are not exactly the same, not in Atlanta or Milwaukee or in Se-
attle or in Baltimore. Each mayor is faced with a slightly different
problem and different priorities, different needs. This is why general
revenue-sharihg is so attractive to us. Not only is the need there but
it gives us the flexibility to apply the money where the need is in our
local con.unity.

Mr. Chairman, we are very happy to respond to any questions which
you may have.

The CNHAMMAN. Mr. Mayor, first, let me congatulate you and your
colleagues on a series of truly eloquent, logicaland persuasive state-
ments As you know, -I had discussed this matter with your'committee
on earlier occasions and I indicated to them that as far as this Senator
was concerned, if the House would send us the bill it would not die in
the Senate if it were within my power to see that the bill was moved
right along.

We scheduled hearings on this bill the same day the House passed the
bill so we are helping as much as we can.

I think the Governors helped to break the ice for you by tryi g to get
some understanding with the Senate leade!ship-Mr. Mansfield and
Mr. Scott, and Mr. Griffin and Mr. Byrd-that this matter would be
scheduled as soon as the committee could make it available and the
Senate could arrange it. So those matters have been cleared up.

And further, if some of you would like to supplement your state-
ments, if you will provide it for us, we will have this printed in the
record in connection with this hearing in which your statements, and
any statement you might want to add of other mayors around the coun-
try who. by virtue of limitation of time could not be heard.at this

(Addnitional statements of mayors follow. Hearing continues on
page 306.)

PREPARED STATEMENT OF MAYOR RICHARD J. DALEY

Chairman Russell B. Long, I'd like to express my appreciation to the Senate
Finance Committee for this opportunity to testify on behalf of H.R. 14370, the
State and Local Assistance Act of 1972, and urge its expedient passage.

The recommendations of the U.S. Conference of 'Mayors and the National
League of Cities to strengthen this bill have been submitted to this committee
and they have my full support.

This legislation recognizes the tremendous changes and the increasingly grow-
ing responsibility of local government. Twenty-five years ago cities were primarily
responsible for housekeeping services, for police, fire, water, prevention of con-
tagious diseases, building codes and for those matters relating to them. Today,
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however, cities ar 9 faced with a complex range of problems of a different order
of magnitude and of a different intensity directly involving the personal lives of
people. Cities are concerned with health care, welfare, equal opportunity employ-
ment, manpower training, education, day-care services, poverty, family services
andthe like.

These services involve Individuals, homes and neighborhoods all with a great
variety of particular local needs which cannot be administered by nationwide
or statewide regulations or inflexible administration. Priorities differ from neigh.
borhood and it is local government which, under the direct-Influence of its res-
dents, can best evaluate and determine what programs should get the greatest
emphasis. It is only local government which has the know-how, the coordination,
and the understanding to meet these imperative needs.

Certainly the programs of public safety, environmental protection and public
transportation given priority by the bill are of greatest importance. But I urge
the committee to gve the deepest consideration to the recommendation to allow
greater freedom to local communities to spend funds only limited by state law
and municipal charter authority.

I also urge thc committee to give favorable consideration to the other basic.
recommendations: that the amount of entitlement be related to the local tax
effort as now is proposed for the states, the elimination of the provision which
allows the stf.te to augment its existing regional programs at the expense of the
local government's share; and that there should be an effort to exempt from the
provisions of this bill, municipalities which are now non-viable because of size.
There also should be a three-year period before recognizing new incorporations.

These Amendments are important and will make a good bill better. H.R. 14370
represents a significant break-through in financing state and local bodies in
an effort to permit them to meet the challenges of our urban society.

Many new constitutions arc being written across the country granting to
municipalities broader home rule authority. This legislation is in keeping with
that philosophy of home rule for municipalities and has the advantage of meeting
problems where the problems exist. The advantage of this legislation also is
that it removes layers of bureaucracy and speeds up the entire process of
getting programs Into operation and carrying them out efficiently.

Similarly, the bill represents a tremendous contribution to continuity and
planning for no longer will a city be dependent upon appropriations each year
by Congress but will have the assurance of being able to carry out plans on a
continuous basis.

There Is nearly universal recognition that the central cities are vital to the
future of our nation. With the pamsage of this long-needed legislation a giant
step will be taken toward the rebuilding and renewal of the cities of America.

OFFICE OF THE MAYOR,
New York N.Y., July 28, 1972.

Hon. RUSSELL B. LoNo,
Chairman, Finance Committee, U. S. Senate,
New Senate Office Building, Washington, D.C.

DEAR MR. CHAIRMAN: I appreciate this opportunity to present the position
of the City of New York in favor of a national revenue sharing program and
the State and Local Fiscal Assistance Act of 1972.

For years, we Mayors have supported a national revenue sharing program,
because we recognize revenue sharing as an affirmation that America, at long
last, is prepared to deal with Its legacy to its cities-the unsolved problems of
poverty, racial tensions, and urban decay.

The cities of America need revenue sharing. And New York City needs it as
much as or more than any other great city. We have just completed the budget
process for the fiscal year which began this month. This is a tight budget,
enabling us to maintain vital services in New York City by only the barest
margin. It will not allow any of the many new programs, new facilities, and
new thrusts that we so desperately need to improve city services and enhance
the cultural rewards ahd simpler pleasurex of urban life.
!We must do more than merely maintain our cities. They must do more than

just survive. They must flourish-and they can, as soon as we understand their
plight and act upon it. In the two hundred years since our founding, America
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has changed-from a. rural, agricultural society to a highly urbanized nation.
At the signing of the Constitution, our population was under four million, and
only five percent of our people lived in urban areas. Today, with 209 million
people, three-fourths live in urban areas. In 1789, there were only six cities with
more than 8,000 people. Today, there are 25 cities with over 500,000 people each,
and another 344 cities with populations between 50,000 and 500,000.

Our cities have done more than just grow. They have also received the burden
of our nation's neglect and discrimination. During the past 20 years, nearly two
million middle class New Yorkers have moved to the suburbs, and two million
poor have replaced them. But New York City's total population has increased by
less ,than one percent during that period.

This exchange has di-astically reduced our tax base, and dramatically increased
public demands for social services. Thus, one out of every six New Yorkers re-
ceives public assistance-more than 1.3 million people. Forty-five percent of our
public school students fail to complete their high school education. Five hundred
thousand people are on waiting lists for public housing projects, where an equal
number already live. After fixed costs, almost 90% of our city tax levy pays for
six basic service areas--welfare, education, health, police, fire, and sanitation.

New York -City is doing a great deal to help itself. We have levied a host of
new taxes and revenue measures on ourselves to meet the rising costs of vital
services. But in New York, as in most cities, there is a study average 15 percent
increase in costs, compared to a mere five percent increase in revenues.

In the last six years, we have imposed a city Income tax, a tax on commuters
who work in New York, -a stock transfer tax, a tar and nicotine tax on ciga-
rettes, and a leaded gas tax. We have steadily increased those taxes where
possible, and imposed Increases in the real estate tax to the limit allowed by
our state constitution, in court and mortgage fees, in the vault tax, and in the
business tax, and have extended the unincorporated business tax to professionals.
We have proposed, but as yet been unsuccessful in obtaining, certain other desir-
able taxes and increases, such as an auto use tax, a tax on non-reusable non-
recyclable containers, and increases in the city beer and liquor taxes.

In 1961, our General Fund, containing all city taxes apart from the property
tax, yielded less than $800 million. This year, the anticipated yield is over $2.7
billion, refl-Wg--the addition of new taxes and substantial increases in all
taxes over the past decade. In 1961, that General Fund produced 43 percent of
city revenues ; it now produces 54 percent.

And city taxes have grown much faster than the personal incomes of city
residents. While personal incomes grew an average 5.4 percent per year during
the decade, city tax revenues have grown by 9 percent, or by $1.67 for every
additional one dollar of income earned by New Yorkers.

This represents an extraordinary effort by city dwellers to meet their own
costs and a large share of many other costs imposed by national problems over
which they have almost no control. In fact, the citizens of all of New York State
are taxing themselves more than any others to meet these costs; the State-local
tax burden in New York State is the highest in the nation. For the latest year
for which figures are available, fiscal year 1970, Americans paid an average
of $25 in taxes to State and local governments. For New Yorkers, however, per
capita State and local taxes amounted to $652. And this was prior to the addi-
tional City and State taxes imposed in the last two years.

We do not plead for charity or look for a hand-out. We simply seek the return
of more of our own money to our own cities where the problems are. We seek
assistance base on desperate need, proven effort, and demonstrated ability to
manage our own affairs. Revenue sharing would mean, for the first time, flexible
federal resources for vitai city services.

Sincerely yours,
JOHN V. LINDSAY, Mayor.

OFFICE OF THE MAYOB
Los Angeles, Calif., July 14,19" ,.

Hon. RUSSELL B. LONO,
Chairman, Finance Committee, U.S. Senate, Washington, D.C.

~-DEAR SENATOt LONG: The purpose of this letters to request your active sup-
port of revenue sharing measures soon to be under consideration by the Senate
Finance Committee.
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The cities of our nation need funds, and the sources from which we derive
these funds are already over-taxed. We see revenue sharing as a means of assist-
ing cities to continue to provide needed services without increasing the burden
on the local taxpayer.

During consideration of the Proposed Los Angeles City Budget for 1972-78,
I was made more aware than ever of the increasingly difficult problem our cities
face of providing needed services with existing revenues. It has taxed the in-
genuity of our City Government in recent yeais to balance Inflation-influenced
budgets Just to maintain the City's sound financial condition. There haye been a
number of very worthwhile projects and programs which, I have kept out of the
budget simply because of the scarcity of available funds. Should funds become
available from revenue sharing, it would then be possible to go ahead with some
of these needed, but deferred, public services and facilities.

Here in Los Angeles we do not see revenue sharing as a growing dependency
of local government on the Federal Government, leading to weakness of the
former, as some critics of revenue sharing are saying. On the contrary, we see
It as an apportioning, however modest, of the citizens' income taxes among
the several Jurisdictions they support, thus raising the fiscal vitality of localities
and states. Our Federal system will be strengthened In the process.

Your active support of revenue sharing will-be appreciated.,
Very truly yours,

SAM YOaRM Malfor.
The CHAIRMAN. Now, I do want to ask about one particular matter,

Mayor because to me it is a very important thing. I recall when we put
into edect a revenue-sharing proposal at the State level in Louisiana-
I was connected with State government at that time--there was some
local governing group who used some of this money in a very low
priority way. I know because I was campaigning for office, having
advocated the taxes to pay for the revornue-sharing plan, and it was
difficult to defend the fact that in some communities a mayor would
give himself a pay raise rather than providing for lights or sidewalks
or something that would meet with greater approval of the public.
Sometimes some politicians might think as between a high'priority
item and a low priority item they might spend the money on the' low
priority item because they could persuade the public to vote to let
them have the money for the higher priority one.

Now, it appears to me, and Iwoudjust like to ask youif you think
it would defeat the purposes of this bill, that we would give you com-
plete freedom to spend this money, however, the mayors think it ought
to be spent in those cities provided that you submit it to the peopleand
let them vote on whether they are willing to let you spend it for that
purpose.

Do you object to that as far as New Orleans is concerned, and how
do the other mayors feel about it?

Mayor LANDRIEU. Mr. Chairman, I think that would be an unwork-
able provision, although idealistically in a pure sense. If you put every
isgue to the public, it sounds good, but it does not work as a practical
matter.

For instance in New Orleans alone it costs us about a quarter mil-
lion dollars to hold an election. As you know, being a Democrat from
Louisiana, we have got an election every month. So the cost of it is very
difficult. In addition to that, we are now spending $80 million out of
our general funds. That is not counting the port operation, is not count-
ing the airport, does not account for the specialized boards and com-
missions who have their own accounts. Any we have to account for $80
million.
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I doubt, Senator, by giving the city of New Orleans another $12
million it is going to make me any more c.r less prudent than I am now.

In addition to that, most cities are faced with enormous deficits.
The money is not going to be lying there to be used on some program
that is not needed, some low priority item. All of the money that we
receive in the city of New Orleans is going to cover a budgetary gap
that we are experiencing next year and will experience each year there-
after. This money will carry me for 1 year.

I cannot, of course, speak for all of the 38,000 units of government
that will receive this money. There are abuses presently existing in the
operations of some of those governments as there is at the Fede
level, and I suppose that there will be some abuses arising out of
this program. But I do not think those abuses can be cured by tying
the hands of the local elected officials and re hiring them to submit the

( expenditure to local referendum. If any g, te cities today need
greater authority in their governing bodies and in the hands of the
mayor. Most Federal programs tody are directed at returning au-
thority to the mayor rather than eliminating authoity.

Now, I think though it may have some appeal from a philosophical
standpoint, Mr. Chairman, that it would make it an unworkable bill.
Perhaps some of the other mayors-, The CimAN. May I just analyze your answer for a moment before
we have any further comment on that. In the first place, you can sub-
mit it when you have another election. You can submit it in November,
for example, when they are voting on the President or any other time
when the people are voting on something else. That would not require
a separate election.

Now, furthermore-
Mayor LANDMU. May I comment on that?
The CrAmmAN. I am aware of the situation. So are you. And we

have had situations such as in my hometown where they wanted to
build a municipal auditorium. The people did not too much disagree
with the idea that perhaps they needed one, but they did not like the
idea of buy ing a whole lot of land when the city had a lot of vacant
land standing around in the city's name. So they voted it down.

Now, it would be all right with me to go ahead and build the audi-
torium but if that is a bond issue, it has been voted down. Would it
not be fair enough that the public be given a second chance to express
themselves as to whether they think having voted this down that we
ought to go ahead and spend our money on it I

Mayor LANDPu. Mr. Chairman, there is a distinct difference be-
tween the submission of a capital project to the voters and an operat-
ing project. Most of this money on the operating side is going to find
its way into literally hundreds of departments of government.

Now, in New Orleans we have 13 departments plus a multitude of
boards and commissions that perform various daily services. I think
ou are asking an impossibility of the public to respond to an operat-

ing budget determination by ballot. Perhaps there is some validity in
what you say about a capital program but let me give the other side
of the coin

Through your efforts and the efforts of the congressional delegation
the Federal Government is going to build a $27.1 million court com-
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plex very close to city hall and we are very grateful for that project,
but the people are not going to vote on whether they want it or not.
You decided here in Washington, I think rightly so, that it was a
proper expenditure of money to house our courts. I do not know why a
different principle should apply, why then the local government offi-
cials should have to submit, for instance, a million dollar outlay to
the public where they are not increasing the taxes.

We submit bond issues to the public because we are bonding future
generations. We are endebting future generations and there ought
to be some public safeguard on that. We -do not have to submit to
the public where we are using current funds to build -a capital riroject
but only where we are borrowing and are going to pay back over
a period of 30 years.

If yon did not hnve that safeguard, then an incumbent mayor, ik-
cumbent city council, could borrow to the full capacity, depriving fu-
ture generations of any bonding capacity whatsoever. So I do see a
distinction, Mr. Chaiirian, and I really think what we are asking in
general revenue sharing is to place some confidence in the mayors
and the governing authorities and the city councils across the United
States who have to submit themselves to the public, Who are looked at
perhaps with even greater scrutiny than those at the State and Federal
level are looked at, and who have to respond to the public.

We think we can send the money wisely. We know the need is there
and we do not object, to having our action reviewed by the public be-
cause indeed, it is. We do not object to having it reviewed bv any
mechanism that this Congress wants to set. But I do think that it
would be an impractical matter in terms of the utilization of the funds
to require referendum every time you spend a dollar.

Mayor ALP.XANDr!R. May I just add to that, please, Mr. Chairman ?
As mayors we also function as executives of our city and are called
-upon to administer the day-to-day decisions that affect our city. Un-
fortunately, many people-II know that this is not shared by the Sena-
tors here-think that mayors have unlimited power in that respect,
Of course, we do not, as you know. The power of spending is sharply
controlled by the council and also by the climate of opinion in the
community.

One of the unfortunate problems of putting such a measure up for
vote is that it would throw it up for grabs among private and special
interest groups in the community and subject it to the political world
rather than to the established government in the city. for whatever
period of time, 2 years or 4 years, and the staggered terms of the
councilmen, lends some continuity to government in our cities and I
would find in my own community that the gap between needs and
revenues is so great that there would be very little in terms of options
open to mayors.

For example, in terms of providing funds for 30 policemen that
would be phased out when the EEA funds run out, I have no alter-
natives. I have to find a half million dollars almost immediately.

In terms of paving some 130 miles of streets of my citv which pres-
ently are unpaved in this day and age, out of a total of 400 miles of
roads, I have very little option on where I want to spend money. My
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sewers are so obsolete and decayed that they are a threat to the health
and sanitation of the community.

As far as raising my salary, I do not have that privilege. I think the
people in Louisiana have a very unusual situation because in most of
our cities by law the mayor cannot raise his own salary.

I think, sir, you would find that we are under control in our respon-
sibility because our decisions are examined day-by-day, minute-by-
minute. We are always on the hotline. We are always on the front line.
The newspaper people live in our city *halls, and that is good. I do not
criticize that. Think that is excellent.

Mayor MAmR. I do.
Mayor ALEXANDER. This is the kind of control, Mr. Chairman I

think you will find, will insure you and guarantee to you that the
funds that would be coming to our cities would be spent much as
you would spend them yourself if you were in the unfortunate position
of being a mayor today. I

The CHAIRMAN. I do not regard it as an unfortunate thing but 'I say
frankly, I once struggled with the problem of trying to get mayors
to take their revenue money and spend it in a way the public would
approve and it took some doing and in some cases we were not at all
successful in even doing that. So it would seem to me that the kind
of thing you are outlining here, you have no difficulty in gaining
public support for this.

Mayor ALEXANDFR. How long was your experience, Mr. Chairman ?
The CHAIRMAN. That has been quite a while back, about 25 years

ago.
Mayor ALEXANDER. Things have radically changed in the last 10

years. Those options are no longer available to mayors, the ability to
make decisions in those areas, with the luxury of a decade ago. Today
we do not have that privilege of making that kind of decision. Our
police negotiate with us under State laws. We have to give them more
money. Our firemen negotiate with us. They get inflation increases. We
do not have the money to pay those increases.

The CHAIRMAN. I am not so sure I am so far out of date with that.
It is subsequent to my day in State service. Our State legislature pro-
ceeded to vote an across-the-board pay raise for school teachers with-
out the revenue to pay for it.

Mayor-ALEXANDER. I am sure you are not out of date, sir. I am sure
of that.

The CHAIRMAN. And it is easy enough just to go vote every school-
teacher a big raise. It is all right with me to raise the school teachers.
I just think that the public should have the opportunity to pass on it
and say that is what we want our money spent for ?

Mayor ALIro. Let me say first of all, the general notion of submit-
ting anything you have in mind to a plebiscite is a good notion. Our
ballots, as a matter of fact, are getting longer and longer each year even
with respect to policy determinations, but I would like to point out this
practical difficulty.

In California in even years we have two elections a year, one in
June, one in November. In other years we have just one election. So
we are speaking now of utilizing this money in connection with budget
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periods which do not overlap an election period. Our budget deadline
happens to be September this year. It simply does not overlap an
election period.

Furthermore, Mr. Chairman, we are already, in San Francisco, for
example, presiding, over a budget of $600 million. So another $14
million, you know, is simply not that much of an extravagance.

The other thing is that at this time the question is am I to fire a
policeman, a fireman, teachers, sanitation workers, or cut down on
my transit schedule, at a time when this is the problem I am trying to
solve. You have limited us already to public safety, environment and
transportation, so the judgment almost makes itself. To have that
judgment by plebiscite is simply going to delay the situation, I think,
beyond any practical means ofdealing with it.

In normal circumstances I would agree with the general philosophy.
The Cmm i. I think I understand your position wit regard to

that. I have not at all agreed to the conditions in the House bill.
Frankly, -it appealed to me more to think in terms of leaving it com-
pletely within the discretion of the cities to spend their money how-
ever the people of the cities thought it should be spent and let the
mayors and their city councils suggest how it should be spent. I have
made my position clear.

I will call on Senator Bennett.
Senator BzwNmxrr. In view of this last discussion I have a question

for which I think I have no answer. I will address it to any of the
mayors here who thinks he can give an affirmative answer to the
question.

Is there any mayor who feels that if this money comes to him, any
of the taxes he is now levying will be reduced I

Mayor UHLMAN. Mr. Chairman, I would be happy to try to answer
that. As a matter of fact, as I mentioned earlier we actually have
fewer tax revenue collections in our city than wehad in the State 2
years ago because of the very substantial aerospace decline in our area.

Certainly, we are not unique in Seattle in that the crush is really on
us. We do not have the luxury of reducing taxes. I do not know of any
mayor or any city official that I have spoken to regarding revenue
sharing, and I have spoken to many who even anticipates the possi-
bility and availability of that option'66ing open to him.

I can certainly assure you that we are not going to be in a position to
lower any taxes."As a matter of fact, again, how are we going to meet
the other $51 million o? bridge repair work I Certainly not by lowering
taxes. We probably are going to have to look at other tax sources in
addition to this very needed, very vital source of revenue sharing.

Senator Bmmr. I think for the record we need to get that picture
in here. Mayor AliotoI

Mayor ALIOTO. I just want to say, so we will have a very candid and
fair answer, there are some literally desperation taxes that we have all
been forced to enact that are incredibly inequitable. One, for example,
I mentioned is the 25-nercent tax on parking fees in San Francisco just

top because we desperately had to raise a certain amount of money and
now we are findinte that that has an adverse effect in terms of business,
downtown business revenue sharing would permit us, for example, to
adjust, as we are already beginning to do in anticipation of this, to
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adjust that down to an equitable level like 10 percent. So you might
find where we have had these desperate nuisance takes there might be
amelioration of those very unfair and inequitable things, but aside
from that we would simply hold the line and not reduce.
''Senator Biciwnr. I would like to call on my own mayor.
Mayor GAJzN, In our budget that we just passed commencing July 1,

we faced a $2 million deficit.
What we did on our own property taxes, we increased the levy 4 mills

and decreased the sinking Jund 4 mills, leavin the total property tax
the same. We had an excess for I year which wil not reoccur next July.
Our $1,765,000 revenue-sharing amount will just barely replace what
we did to. meet this year's budget without any additional pay in-
creases which we have to negotiate next July. So there is no possible
way, we, in Salt Lake City could reduce the mill levy or any tax as a

< result of revenue sharing. We need it just to break even next year.
, Mayor GPtmws. Mayor Gribbe from Detroit, Senator. I think the

point is a ver important point. We cannot even entertain the luxury
of even thinking r of it. What I am fighting for here, asking you to
support this bil , and most of the mayors of the country, is to ilaw
us to avoid further 0ay-offe and further cutback In my brief com-
ments I indicated in the last 2 years I have cut my personnel by 3,000
people. If we do not get Federal revenue sharing this year with retro-
activty, I am going to be forced to lay off hundreds upon hundreds
more.

Now, ifis bad enough to lay a person off but it also means that we
will not provide those vital services that are ongoing now, as austere
as our program is So wd are just asking Congress to fill that gap that
grows and grows to avoid further cutbacks and further layoffs

Mayor LANDRmU. Senator, I think you raised an extremely impor-
tant point and I personally do not know of any city with which I
have been associated with which would be in a position to reduce their
taxes because of revenue sharing. However, you do find many cities in
a rather peuliar position because of the competitive nature of their
particular location.

For instance, Mayor Ken Gibson of Newark, is not here but his
city relies solely on a property tax. It is so astronomical that it is
hard for one 6o visualize it without having it told to you in graphic
terms.

it you own a $20,000 house in Newark, a house that has a market
value of $20,t00, your yearly tax is $1,950. Now, I want you to think
of the impact of that. If you own a $20,000 house your yearly tax is
$1 950

oWQ~ if Newark borders on a community that has a property tax
one-half of* that it is q uite a apparent any new homes wilt not be built
in Newark. It adds to the exodus from that city.

our city does not have anywhere near that amount of property.tax
but" we do have a 6-percent sales tax on which we rely. But consider
our p~igit. Our nei~ho~gng parishes pay virtually no property tax.
We are paying on a $20,000 home perhaps $240 to $250 in property tax.

" That has an unquestionable impact on where new homes are built. If
YOU offer a young couple a home in an adjoining parish with the same
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quality house, maybe even a little bigger lot, for $30 a month cheaper
the home industry shifts that way.

We are at a 6-percent sales tax and surrounding counties, as you
would recall, are at 5- and 4-percent sales tax. They have attractive
shopping centers. A 1-percent differential makes a significant differ-
ence in where the sales take place, particularly on heavy consumer
items.

Now, I do not find it inconceivable that a mayor in using it as a
strategy would want to adjust his tax base to meet the competition of
adjoining parishes and you may find some situations somewhere in
the country where that would be absolutely essential hut not in order
to save the money but rather to adjust their competitive position. I
cannot speak for all 38,000 units of government. I can tell you that the
major cities in the country are not in a position to do all that I would
like to do.

Senator Br.NNqr. The general tenor of your testimony here this
morning is you all have so many unfilled needs that this money will
not only disappear soon, but still will not fill your needs. It was
against that background thatI wanted to ask my question. So, even the
mayors facing the roblem that you describe of inequitable tax bur-
dens would have a hard choice as to whether or not they are going to
hire more policemen or reduce the tax rate&

Mayor ALEXANF. Senator, in the city of Syracuse we collect $44
million in real property taxes and as the chief fiscal officer I allocate
$17 million of that to the county of Onondaga, $15 million goes for the
schools, board of education. It leaves me with $12 million to run the
city. I get about $13 million from the sales tax, which totals about $25
million, and I depend on any kind of revenue I can lay my hands on.
I doubled the water taxes, put on a sewer use tax, hit some of the tax-
exempt institutions at least to get some part payments for services
rendered to them, and every year I can expect the cost of operating
the city as it was in the past 10 years before I became mayor, to double.

So, somehow I have to find some increase in revenue to meet the next
increment of. expenditures and, of course, as the mayors. pointed out,
the wage increases we have to pay are not luxury wage increases but
are wage increases which are necessary to enable our employees, our
firemen, and policemen, to maintain a decent standard of living, and
I do not pay our policemen or firemen anything like they get in New
York City. Firemen in my city get about $9,000 a year. It is good pay
but it is nothing compared to the $16,000, $17,000 a sanitation worker
gets in the city of New York, which is just 250 miles away from us.

So we are very frugal, very careful, very conservative with our
dollars, 'but yet each and every year we have to give more money to
our employees. We have to pay more money in terms of inflation to
buy the pencils, books, groceries that we have to buy for our schools
and we cannot get it from our property tax base without actually con-
fiscating that property. There are so many elderly people living in
the cities that cannot afford the real property taxes. They are going
to lose their homes even if the States permitted us to raise our real
property taxes, which the State does not do.
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Mayor HASKELL. Mr. Chairman, we in our city have 70 percent of
our tax base on property taxes. As a result of the work we have done
we have dropped it down to about 40 percent, just in round figures.
I have put on a 11/ percent wage tax to get the funds to do what we
have done to really move this city, which we happen to have been able
to do. Even after the reduction from 70 percent of our budget to 40
percent in our budget, that actually did not drop the property tax.
We are still on a 5-4 basis where our property taxes are higher than
the county, which forces people again to leave the city, which leavesus again with the poor people in our city, which leaves us again with
• :less of a tax base. The same thing with Don Schaefer over here in

B.altimore. We have 30 percent of our people on welfare that simply
do not contribute. Actually, we will need it to prevent from laying off
policemen firemen, and that sort of thing.

Mayor 4AI. Mr. Chairman, I would just like to make a brief
statement for the record. We can reduce only in the sense of a small
inerementAl relief. We will have $30 million of minimum demands
again this year and in the fields in which we are allowed to spend-and.
I as one mayor, can tell you that we have a broad latitude, we have

,$22 million currently in relief funds, $10 million in the fire field, $4
million in street sanitation-all of this can be absorbed within the $8
million our city wpuld get, but we would reduce only in the sense that
we would be getting some incremental relief which takes a little, a
small bit of the pressure- off the property base, but only in that sense
would we be able to reduce.

Senator BENfNrfr. That answers my question.
'The CHAIRMAN. Senator Jordan.
Senator JOiWAN. Thank you, Mr. Chairman.
Collectively you have made a very strong case for the needs of the

cities. I have tried to follow a common thread, as someone said here,
of what your needs are and what your limitations are and it seems to
me that it is a veryfflcult situation. One common thread is that the
Federal Government has preempted the sources of revenues and one

,mayor said that about ,70 percent of the people in the country live in
the cities and 73 percent of the Federal taxes are collected in the cities,
st cetera.

Of course, the Federal Government has not any money that we do
not get from the States and cities. I hope none of you are of the opin-
ion the notion, that we ought to just send money back to the m.u-
nicipalities and the cities and add it to the Federal debt. If anyone is
of that notion, hold up your hand.
* I do not believe that any of you are.

The only other alternative, then, is togo back to the cities and to the
States and collect the money. .

Now, you have spoken aboutyour priorities, every city being differ-
ent in its needs, and we recognize that. That is why it is so very diffi-
.cult to write a formula for distribution at the Federal level that takes
into account all of those differences among your cities' needs. So I am

:going to propose here for your discussion an alternative. What would
be wrong with using the Federal income tax as a vehicle for the cities

81-895-72---21
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to lev a- percent of the Federal income tax for their own use I This tax
would be collected by the Federal Government and to be left in your
cities. You would have complete authority then, concerning what
priorities you would want to use. You would have absolute ontrol
over your own destinies. What is wrong with doing something like
that ? You speak about wanting more authority for the mayors. This
would give you 100-percent authorit. What is wrong with that?

Mayor LiNDRmu. May I try first f irst of all, I would be very happy
to have that authority as a mayor, in addition to revenue-sharing.We
have sought this from the State. We have been to the legislature three
times asking the right to impose an earnings tax witln my city but
have been denied that right. I petitioned the Governor to let us p'ggy-
back on to the State income tax' desperately because we need it. But
that would not solve the problem that fmy city is facing. It would give
me money to forestall disaster but you would still be taxing those who
do not have in order to assist those who have.i Let me recite briefly something about the facts of that. Our popu.
nation is 45-percent black, 55-percent white. It is 35,000 less than we
had 40 years ago. The population of my city is poorer today and older
than it was 10 years ago. Middle America has moved to the suburbs.

Now, the poor people in my city, those who are growing poor, today
are providing every service for the entire metropolitan area. We pro-
vide-the only airport. We provide the only zoo, the only art museum,
the only auditorium, only sites for universities, withone exception the
only site for all the hospitals, all of which are tax-free.

r could run the entire litany of services and of cultural things that
cities provide for this country and really they are the base and they
are the repositories of all the great thought and culture that is in this
country. -We provide that, Senator, for some 1,10000 people with apopulation that is shrinking and growing porer ando

Now, are we prepared to do our own thing and prvde our own
services ? Yes, we are. And I read a litany of taxes I gink that would
stagger most of you and I voted for eyery one of those taxes. Strangely
enough, I am still here. God knows why I am still in public offce
after having voted for them but I did because the necessity was there,
but how much further can we tax now the people of the cit of New
Orleans without the suburban areas being taxed similarlyT Can we
now impose another piggyback income tax on the poor who live in the
city while the suburban areas, who are not nearly in the need that we
ard because their physical plant is not as old, because they are still
experiencing a growth in their population, because they are not pro-
viding the services which they can so freely use in the city of New
Orleans--

Senator JoRDAN. If the mayor would yield, I was using figures sup-
plied by a mayor which indicated that a3 percent of the Federal tax
collections come from the cities.

Mayor LANDmmu. I do not question that figure because the popula-
tion is moving to the urban areas. I do not know whether that applies'
directly to the cities themselves or to the urban areas, I think it prob-
ably applies to the urban areas.
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Now, in the city of New Orleans, Senator, we are at a 6 percent sales
tax. The two adjacnt counties, some 500,000 to 600,000 people, are at a
5 percent sales taxi We pay what is perhaps a reasonable, if not the
highest amount of property tax in the State, the surrounding counties
pay virtually zero in property tax. We tax the telephones and the gas
and the electricity. We tax automobiles that the surrounding counties
do not. And the net result of increasing taxes only in the cities is to
drive more people into the suburbs to avoid taxes, to avoid the high
crime rates, and they still use the facilities of the city.

The attractive thing about the Federal taxing power is that you
are not competitive domestically with anyone. You may be competi-
tive, the county is competitive with foreign countries. But people cant
not move as easy just across a parish line As they can as we get our
taxation out of balance with others.
, Now, your point is extremely well taken because what you point to
is the formula and the formula obviously is a compromise.We want a bill. We would sayo inall candor that the money
is needed in the cities and in the major cities, but we know as a practical
political matter that you cannot pass through Congress a bill that only
gves money tothe cities and ignores the other communities and in-
deedthe States. The State has far greater taxing authority than we
do. 

txI cannot raise another cent of taxes in the city of New Orleaps
legally. I have no authority to increase the property tax. We are-at our
ultimate constitutional limit. I cannot imvose another sales tax be-
cause we do not have legislative authority-and if I did, to go to a 7
percent, sales tax while our competitors are at 5, it would mean we
sell nothing in the city of New Orleans. I have no authority to impose
an income tax. So I have no basis of taxation left.

Mayor MA RTI. Senator, further along the line of what Mayor
Landrieu has said, we in Virginia are in the same position. We have not
been able to get the Virginia Legislature to give us permission to put
on additional taxes, payroll taxes, piggyback taxes of any type. To
give a direct answer to your question, Ithink to consider changing
the overall formula, anything of that at this stage of the game,
we would not see any revenue-sharing billcome out of Congress in this
session.

I think what we have tried to say here today is that the cities of
America are in desperate need and this is not the most perfect formula,
not the most perfect bill, but it is a bill, something we have all been
working for, looking to you for years. And I certainly would hope we
would not consider a drastic change in the formula or anything at that
stage because we have come a long way down the road and this is no
time to turn back.

Senator JORDAN. I do not want to take up any more of the commit-
tee's time. If any of you want to write to the chairman expressing your
views on the question I propounded, please do. I would like to see your
reaction, butI will not take any more time now. I have used all the time
allotted to me.

Mayor AuoTo. Very shortly, Senator,9CAlif~rnia cities are pro.-
hibited from using an income tax..



Senator Jom. If you were permitted to ride piggyback on the
Federal-

Mayor ALoo. We are not given the right to income taxes for our
cities. Wo would love for our cities to get credit for our State and local
taxes There is no practical possibility of achieving that because at the
State level the political facts of life are thatthe suburban voters and
suburban type voters in the city and rural voters simply outnumberthe city people.

Mayor ATIEXANDFAR. Control. of the legislature is in the State.
Mayor LANDRrztU. If I may just elaborate a moment, one of the im-

"portant things about revenue-sharing is that it does try to redis-
tribute the revenue of the Federal Government to those areas that
desperately need it and if the formula does not have that, as Mayor
Hatcher pointed out if it does not give back to cities such as Gar,
Ind., and Newark and Detroit, New Orleans, cities that are old, historic,
cities losing population and money, then perhaps the bill ought not
be passed.

We think that the formula is reasonable. It is a compromise and we
need it because we understand that you cannot pass a bill without
putting together the necessary votes.

The CHAIRMAN. Senator Fannin.
Senator FANNIN. The last statement I would just like to comment on:

You say you think the formula is inequitable?
Mayor LANDRMTU. The formula is acceptable to the U.S. Conference

and the National League of Cities.. Senator FANNIN. With the variation of $17.23 for New York and
$3.53 for Tennessee, that is for the dollars, the State government,
and for the local and State government, $35.29 down to $17.59, this
is still satisfactory?

Mayor LANDIRIU. Yes, sir, it is.
Mayor ALEXANDER. It is satisfactory only, if I may interrupt,

Senator, because it as least returns to those municipalities, those States
more money to the poorer States, more money than they pay in, and
it returns to the richer States less money than they pay in taxes to the
U.S. Government. The richer States are not getting back as much as
they pay in. They are getting back less. And the poorer States are get-
ting more than they pay in. In that sense we think it is equitable. We are
sure there will be a more sophisticated and more perfect formula.
I wonder if the state of the art at the present time would enable us to
develop and design such a formula. We only say it is equitable for that
rvason; Mr. Senator. V

Senator FANNIN. We are very privileged to have all of you before
us here today and that is why I want to bring out some of these ques-
tions where we should look for changes that would make the legislation
more palatable. I know some of the members of the committee are not
satisfied'with the formula. Certainly, I hope that you have sympathy
for the problems we face in the deficit that we are suffering at the pres-
ent time and that this will add to this deficit. Inflationary trends havebeen coming about over the years, and when one of the mayors said that
the competitive.position was important to them from the standpoint oftheir surrounding areas, so is the competitive position to thi nf
because it affects every 6ne of our cities and we are losing jobs, as all
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of you know, into the hundreds of thousands and this is something that
we have to look to from the standpoint of what the future holds.

Just one question about the position you are in now. Some of the
Governors that we had the privilege of hearing a few days ago stated
within some of the budgets of the cities you have included revenue-
sharing funds expected from this legislation. Is that true with any
of the mayors here today V

Mayor UHLAX. Mr. Chairman, I will respond to that and I would
like to make a point on your last question also, if I may, at the same
time.

First of all, We have noit budgeted moneys that do not yet exist for us.
We do not intend to do so. I learned many, many years ago at home
that you do not spend money unless you get it. So we have not budgeted(it. I know other mayors have felt the crunch so desperately that they

have anticipated, and I certainly commiserate with them.
I would like to make this one point, if I might, regarding your last

question on the equity of the formula. We, in the _tate of WaShington,
are one of 13 States in the country that do not have an income tax.
We do not have an income tax because there is a constitutional prohibi-
tion. We have gone to the public for a vote, a plebiscite, on a number
of occasions and on each occasion as might have been expected, as just
happened recently in New Jersey, the public has not felt that an
income tax was a proper method of taxation in our State.

Well, why should we in the cities be penalized because, on many
occasions the failure of the State legislature to ever refer it to the
people. In the last three legislative sessions in the State of Washing-
ton the legislature refused to even put it on the ballot so the public
might have an opportunity to vote. We--the cities-are literlly the
stepchildren of the State. In this lat legislative session I could not
even get a hearing on my proposal for a city income or wage tax which
would have met the constitutional prohibition.

So, consequently, we are now in the position of saying, yes, this
may not be the best formula in the world. It is not perfection that
certainly was born in heaven but it is the best we have got and our
need is right now. Perhaps we can change it, perhaps adjust it, per-
haps improve it in subsequent sessions of the Congress. But, unless we
get it now we are in deep, dire trouble, not next year but this year.

Mayor AtaoTo. Senator, there is a good deal of anticipation of this
revenue, but we have not put it in our budget, we were not that pre-
sumptious. There are a number of us who are on a pay-as-you-go
basis without any deficit budget. We simply have to at a certain time
get enough taxes to cover every expenditure we have. A number of us
igfht now realize that, if we do not get this revenue sharing there is
going to be a hiring freeze on policemen, on firemen, on jailkeepers.
Veow there is going to be a. hirg freeze. So in that sense we

better get this or were faced with a hiring freeze.
In this sense we have anticipated revenue sharing, you see. Not in

a presumptious manner.
Senator FANNrI. I understand. The reason I did bring it out is

because some of the Governors did refer to it on that basis-
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Mayor ScHiAnm I would like to answer honestly. I did not antici-
pate revenue sharing in the budget that we prepared for the city
council. The city council reduced the budget over the expenditures to
the extent of $10 million.

When I alluded to September 1, because of the council action,
we start laying off policemen, firemen, health department, teachers, in
order for me to be able to comply with the budget that the council
gave me.

So as one mayor I can tell you if it is not in the budget, on Sep-
tember 1, we start further reductions.

When I am talking about further reductions, we have already stop-
ped increasing police, fire, and health. We have laid off over 1,500
people from our previous budget.

Now, next year we are going to lay off another thousand. If revenue
sharing is enacted or it is not, here we are still going to reduce the
budget. We are going to continually try to cut the budget,

Senator FANNIN. I understand the tremendous problems you have.
Here in Washington we spend money we do not have and you cannot.
Fortunately, I say you cannot--I say from that standpoint. I have
offered legislation that would make it impractical for the Federal
Government to spend money they do not have and we would face up to
our problem but that is neither here nor there.

Mayor Alioto, you referred to federally required programs, like
affirmative action programs, that became a burden to you or are at
the present time a burden to you. Are the programs assisted by the
Federal legal aid services I In other words, do you get assistance from
the Federal legal aid services under affirmative action programs?

Mayor Amrom. No, Senator. There are many mandated services,
directly or hidirectly, by both Federal and State Governments that the
cities just have to pick up. There are many in which we do get-

Senator FANNIN. You referred-to the affirmative action programsI
thought as being quite costly.

Mayor AooTo. In this sense, for example. First of all, we have
recognized the importance of affirmative action programs. The city
has been a leader in the attempt to break down racial antagonisms be-
cause we think that is important to the solution of all of the other
problems. But in affirmative action programs, for example, in the
construction industry, contractors write in the additional cost of hav-
ing to train a great number of workers. We thinj the overall benefits
are so important that that has to be done but again I point out, insofar
as those bids are higher on city construction, we are forced to go again
to that property taxpayer who is burdened just up to his eyes now.

Senator FANN May or Alioto, in this legislation it provides the
State and municipalities would come under the Davis-Bacon Act. Will'
that not still add to your costs when Tou talk about construction costs I

Senator BEN ET-. San Francisco is one of the tightest union towns
in the United States, and I am sure they are already covered by rates
at least equal to the Davis-Bacon or higher. V

Mayor ALiOTo. The Senator is correct in terms of high-cost cities.
I happen to have a very, very high cost city because labor unions were
recognized at the turn of the century in San Francisco at the time they
were being indicted everywhere else in the country.
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We do not eh' that and do not think that is necessarily a bad
thing. I am simply pointing out that the justification for-having
Federal funds is that both the Federal Government and the State
government mandate a number of programs, all of which are worthy
and we-happen to agree with but all of which kind of make the prop-
erty taxpayers the succor of last resort. This is the way it works out.

Senator FANrrN. I am not speaking about the city of San Francisco.
I am speaking of the United States and all the States and I think this
will work a great burden in many areas of the country because this
applies to unionized and nonunionized contractors, so I still say that
IS a very serious consideration from the standpoint of the mayors of
the cities of this country.

Mayor AmoO. In the overall picture we think the benefits far out-
,weight the burdens.

M mayor UHLMAN. By State law in the State of Washington we have
a little Davis-Bacon. I think many States across the Nation have
enacted similar legislation, particularly in the North.

S.mator FA-NNIz. Many States do not have and it has resulted in
$30 billion Government projects last year. It is estimated this cost
about an additional $5 billion.

Thank you, Mr. Chairman.
Senator BYRD. (now presiding). This has been very useful.
Senator BRNNErr. Do you want to recognize Senator Griffin?
Senator BYinD. I had not planned to stop yet.
Senator BENL=NE. Excuse me. I thought you were winding it up.
Sena--l D. I will be glad to recognize Senator Griffin.
Senator BNNENT. When you said, "very useful," that sounds to

me as though. you are going to say thank you very much, goodbye. I
apologize.

Senator BYRD. That is all right. I think this has been a useful and
helpful hearing. Certainly, it has to me. It has dramatized the plight
of the cities.

Last week a group of Governors dramatized the plight of the States
and I am already well aware of the plight of the Federal Govern-
ment in the financial area. So it leads me to believe that this country
is facingwgrave financial crisis. l

I have kept an open mind on this legislation. I like the flexibility
of it, mentioned by the mayor of New Orleans and others. I think
that is a very desirable feature.

I think you have been frank with the committee and I think we
should-be rank with you-the part that concerns me is the fiscal sit-
uation facing the Federal Government.

Now, I want to say at the same time that most of my colleagues do
not share my deep concern. But I am very deeply concerned about the
Federal Government's financial position.

Let's look at the immediate 8-year period--for fiscal 1971, the Fed-
eral funds deficit was $80 billion. For fiscal 1972, which ended this
past June, it was $32 billion. Ths ear it has been estimated by the
administration to be $88 billion. n my judgment, it will run $45

" billion. But in any case, in this 8-year period tMe Federal funds deficit
of the-Federal Government will exceed $100 billion.
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Now, if we can assume that the Federal Government can continually
run these deficits and no one-has t0 pay them then I guess there is-not
too much cause for concern. But I do not take that view.

Some help *uld be had if it would be possible to eliminate other
programs. And at hearings before: this committee I put that question
to the Budget Directors. But neither Budget Director, the one who
just went out or the one who just came in, will make any recommenda-
tions for eliminating other programs. So this program is a new pro-
gram which will be added on top of the present programs and, as I
say, I have kept an open mind on it, but I am deeply concerned about
the financial condition of our Government and that causes me to
hesitate and to have reservations about any new programs which will
further add to the great deficits that this Government has.

The only way we can finance such a program or any program. is
either to increase taxes or to further increase the deficits which in it-
self is a hidden tax because it leads to inflation.

I recognize and sympathize with the plight of the States and the
cities. I served for 18 years in the Virginia Senate. I served all of
that time on the finance committee of the senate, and I got to know
pretty well the problems facing State governments and local govern-
ments.

I recognize that you have a grave problem. And you are here in
your capacity as mayors and to meet your responsibilities. We on
this side of the table, as I see it, also have a responsibility insofar as
the handling of the Federal tax dollars is concerned.

I prepared-not for this hearing, but some time ago--a table on
deficits in Federal funds and interest on the national debt, 1954-73
inclusive. It shows that in only 8 of those 20 years has the Federal
Government ever had a balanced budget and that. goes back to 1960,
which is 13 ye rs ago.

I ask unanimous consent that this table be inserted in the record
at this point.

(The table submitted by Senator Byrd follows:)

DEFICITS IN FEDERAL FUNDS AND INTEREST ON THE NATIONAL DEBT, 1954 TO 1973, INCLUSIVE

lin billions of dollars

Surpls Surplus

(*Vt Debt Mt Db
Receipts Outlays (-) Interest Recelpls Otlays i-) interest

1954............ 62.8 65.9 -3.1 6.4 1. .......... 101.4 106.5 -5.1 12.0
1955 ........... 5. 1 62.3 -4.2 6.4 1 .......... 111.8 1 8 -15.0 1.
196.....64 6.? iti ....... : I14 I~ I -28.4 14.61967. . ... ..... 68.8 1969 ............
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. Senator ByRm. Could I ask this question I What percent, if you
can peak generall, what percent of the cost of local government
in cities would go or welfare purposes

. Mayor A.EXANDEM. Most of the cities Senator, such as Syracuse,
do not have the burden of welfare, it being a county function.
.. I, for one, respect your views on the fiscal debt of this Nation. I
think it is a very important issue. I would hope and respectfully
request that in this concern for the fiscal debt of the Nation aid to
the cities not be punished or uid to the States not be punished because
there is such a great need. So often I hear mayors say as I have
said, that we have had to reduce the number of people employed by
our cities, sometimes to some minds that may seem to be laudable,
but when it means denying some of the people of our cities adequate
police protection on our streets .it really carries home the point of

C our need for additional aid.
There are other areas, I am sure, where the budget perhaps should

be tr nmmed. I am not an expert on this. I think you are better in-
formed, I know you are better informed than I am on that subject,
but when you weigh this bill, sir, I fervently hope that this concern
'oes not result in punishing the cities or the States because our need
is very real -and very urgent.

Mayor HI-sxpu. In the city of New York, a city of 8 million,
'that is one city that does carry a big load on welfare.

Senator Bym. I was interested in the intermediate cities, so to
speak, which most of you-

Mayor LANrDREU. I do not think any other city here other than
those in New York State-I hope I am not mistaken--carry-

Mayor MARTin. We do not have overlapping county or city gov-
ernments, so the city is authorizing a $130 million budget and- we
have close to $22 million iti welfare.

Mayor ALIoTO. We pay 25 percent of our total welfare costs from
local property taxes and that cones to approximately 15 percent of
bur city budget.

Senator BYRD. This is a little off the subject but it bears on it a
way. The House of Representatives has passed H.R. 1, the so-called
Welfare Reform Act, and this committee is working on that now
and -has been for some time.

What that would do is to double the number of persons on public
assistance.

I wonder if any of you would care to comment on H.R. 1. One of
the Governors last week came out in strong opposition to it. He said
it would be very detrimental to his State.

Mayor L-ADRUtr. Senator, I would not care to venture a statement
on behalf of the State of Louisiana. From the standpoint of the city
of New Orleans it does not give or -take away $1 from the city govern-
ment. I might say, however, there is obviously need for the reform of
the welfare system. I am not smart enough to do that. I hope my
'Senator is doing right but it has no-

Senator BYRD. Hre is do'g agodjob.
w~ 'Mayor LAXDMV (continuing). Has no impact on the financial status

o-f a vast number of cities. It does affect very dramatically the States.



Mayor OARz;. Senator Byrd, I think it has been made clear by other
mayors that the fiscal needs of the cities--most of them will not be
helped by welfare reform or the passage or not the passage of H.R. 1.
Salt Lake City would still have the same burden regardless of what
happens to welfare reform because it is a county and State function.

JUSt briefly in response to your general comments about the Federal
deficit, Senator Bennett knows very well that our political philosophy
is very much. the same. We are both conservative Republicans. I am
in the minority of my fellow mayors hereaisd I am here pleading for
revenue sharing, which may sound incongruous as a- fiscal conservative.
But I have often stated to my own people in the city that it is a
matter of priorities, that what we have seen and what I see is a
tremendous growth' of State and Federal Government, leaving us at
the bottom of this little tunnel, andwe are dealing in basic necessities.

I have often said there are a lot of services at the State and Federal
levels that could eeae' tomorrow and the only way people would know
about it is if they read about it in the paper because it does not affect
our daily lives. But if tomorrow morning in Salt Lake City people
get up and turn on their shower and no water -omes out, they know
about it, If the police and fire departments do not respond and
their garbage is not picked up, Mayor Garn is going to hear about it.S'So I think we have tA great -lack, underfunded of basic necessities
that are not discretitionary that must be provided by government.

I think the answer to the Federal Government is to get out of some
of the luxur. items, what I as a mayor consider as luxury items, and
establish priorities and fund the necessities of government first-we
are in the infantry-before we do some of the things that may be nice
to, have but just are not that important.

Senator B). I agree with you.
Senator Griffin
Senator GnirziN. Mr. Chairman, I want to join in welcoming Mayor

Landrieu and his colleagues, and particularly the mayor of Tbetroit,
Mayor Gribbs, where I know we have serious problems, where the need
for revenue sharing I think is probably as serious as anywhere.

I want to indicate that I support the bill that is before the commit-
tee and will do everything I can to see that this legislation becomes law
in this session. I think that we stand on the threshold of achieving a
major breakthrough. However, I want to kind of perhaps caution you
and indicate some of these problems of strategy that we have here in
the Senate

I do not have any questions but just a few observations,
The chairman of the committee, Senator Long, has already indi-

cated that as far as the committee is concerned, this has a high priority
and will be reported to the floor, and last night the majority floor
leader Senator Mansfield was asked by the minority leader about
the schedule and Senator Mansfield stated on the record that follow-
ing the disposition of the Defense Procurement Act, which is now the
pending business of the Senate, -we will then go to the SALT agree-
ments which need ratification, and following that the revenue-sharing
leIslation will be taken up in the Senate.do not think there is any question that one of the big problems
will be that some who may not openly oppose this legislation may seek
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Sto amend it to death, and there will be efforts not only to change the
formula and perhaps some change in the formula will have a great
appeal and might be justified from the standpoint of some.

I would hope that there would be-that we could hold the formula
as nearly as psible. There will be efforts made to tack on some very
appealing portions of H.R. 1 to this measure and, if that should hap-
pen to succeed, the whole debate on welfare reform will be opened up
and will take over from the debate on revenue sharing.

You have been pretty sucessful I think in your strategy up to now
and I just want to indicate that I think there is a lot of work to do
still in terms of getting this legislation through.

Then, having said that, ]?want to indicate my support. I would
want to share' and indicate the concern that Senator Byrd from Vir
ginia has registered about where we are going and what this means in
terms oi theFederal Government in the future.
. think a lot of usare concerned that when we vote this $5.8 billion,
of 'which I guess the cities are going to get something like $8.5 billion
we wonder what you are going to be in here asking for next year, and
are we getting ourselves up as just a whipping boy from here on in
as far as your problems are concerned I

When are we going to start phasing out or folding in some of these
categorical grant programs? I

One of the mayors-one of the Governors in here last week said
there are a thousand different Federal categorical aid items. I do
not think anybody here really knows the exact number, but there are
ani awful lot. I think a lot of people in the Congr es. and around the
country would support an extension of this particular concept if we
could see some progress in folding in or doing away with these cate-
gorical aid programs.

I think we are going to need your help if that is going to realistic-
ally ftome about and I would think, once the concept is established,
that the Conference of Mayors would help with that kind of a tough
problem, help us identify -and give us support on the programs that
can be folded in.

I was reading a story in the paper the other day about some criti-
cism about some students who were sent under an OEO grant from
New Jersey overseas. It happened that this particular student ex-
change program was administered by some people in Ann Arbor and
it is a very excellent student exchange program.' But the criticism
was that some of the students who h gone and benefited from this
were not the poverty class, either, and the explanation as I understood
it in the paper, and I am not sure whether it was accurate or not, was
that this particular OEO program was running up against the end
of the fiscal year and the ad so many millions left and if the did
not spend it right away, they would have to send it back to Washing-
ton, so they approved very hurriedly this particular program for
student exchange.

I wonder how many categorical aid programs are administered on
that basis. Without being critical of any particular one, I just won- -

der how many are administered on that basis and how much money
is waste d and how much more money you ould have for the prol-
lems that are demanding attention if we could phase out some of those
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categorical programs and make that same amount of money which
would -not increase the budget, which would not increase the deficit,
available to you.

I do not know if anybody wants to respond.
Mayor LANDmxu. Yes; I'will be happy to.
I think, Senator most of the categorical programs have been very

effectively used. Tere is some abuse and I suppose those at the local
level have to take some responsibility for it. But I think oftentimes
the departments of the Federal Government impose certain time re-
strictions that are unrealistic on local 'units and then penalize the
local units the following year if they have not spent all of their money.

This is an unfortunate cycle. I do not know where you break that
cycle. I think it is not a rarity, but I do not think it happens as Often
as one would be led to believely Ithe account, which seems to highlight
the defects of a program rather than the good that they do.

We feel very keenly that there are many Federal programs that
we would prefer to have the money in order to spend it as we would
like to, t e flexibility under general revenue sharing.As a matter of fact, many of the cities are in such deplorable con-
dition financially that we cannot even put uP the match.

Now, if you want to see where the disparity of the money is and
where it is needed in many Federal programs where the match is 66
percent, in some instances 75 percent, the local government, even
though the services are going to be rendered there, cannot put up 25
percent to match the Federal Government's 75 percent, and in some
instances cannot put up a 10-percent match to get 90 percent Federal
dollars, as desperately as we need the money. That is, we cannot even
match 1 for 9 of the Federal Government.

Senator, I know that we have to be permitted a certain provincial-
ism. We are mayors. We look at things in a rather narrow view. No
one should have a broader view than the U.S. Senate. We have'the
security of the country in your hands, and the Federal deficit is
unquestionably your concern, but that deficit is going to occur
whether it is at the Federal level, and that is merely in my judgment
a misnomer, or whether it isat the local level.

The fact of the matter is, as I counted up the taxes I myself have
supported and voted for, and some of them extremely significant
tax, like a 1-cent sales tax and then another one and then another
one, you are increasing taxes at the rate of 100 percent when you do
that. If you have a 1-cent sales tax and you add another one, that is
a 100-prcent increase, and then another 1 percent is a 50-percent
increase. While we did that, the Federal Government reduced taxes
three times. The debt at the city level is rising. It is not because we
are entering new pgrams.

We used-to pick up garbage five times a week. Every day your
garbage got picked up in my city 20 years ago. Today we are doing
i-t three times week and we are ohargng the taxpayer the chargeto pick it up and pretty soon it will be twice a week, then once a
week, and then we will not pick it up at all.

The question I think the Senate has to answer is, what 4re the
priorities of the country I Outside of national defense and the na-
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tional security I think if you ask the people of this country what
they are most interested in, they will tell you safety in their homes.
Crime is troubling them. And yet we are hiring fewer police officers
than we did before and crime in increasing.

As for sanitation, there are things we were inclined to take for
granted. Fresh water. The Federal Goverment is imposing restric-
tions on water. We are polluting the Gulf of Mexico, the Mississippi
River. We have to some way meet that. Whether the local or Federal
Government meets it, the people of the United States are going to
have to pay for it.

We do not have the capacity to pay for it. There is no earthly
way for the local government to continue to meet these.

What is happening to our national policy is this: that you began
a national program of highways to zip people out of the cities and
you create a situation in which people move to suburban areas. You
develop an FHA housing program, VA housing program, every type

of program imaginable. You encourage people to live in new homes
' the suburbs rather than put the money in the center city and then

at' both the State and Federal levels new guidelines are imposed.As Mayor Alioto says, the court says now every defendant, if you
spend 1 day in jail-or have the threat of 7 days in jail, has to have
'a lawyer.

'How do we respond to that edict of the highest Federal court?
How do we respond to the clean water edicts of the Federal Govern-
ment and the State government?' We simply cannot.

Now, that debt is going to accrue. It is either going to accrue at the
Federal level or it is going to accrue at the local level, and it is dis-
astrous to see what-thka debt is doing to local government. No longer
do they have the borrowing power, no longer can they put police
vehicles on the street, and incinerators are now obsolete, and yet we
do not have any sanitary land fills.

It sounds like a rambling discourse, but it all pieces together to
say the people of the United States pay the ultimate bill.

Where is the priority?
I tell you that there is no greater priority than in what is happen-

ing at the local level. If you ever want to go through something with
some of the mayors here, go through a sanitation strike for 1 week.
Let the garbage pile up on the street for just 1 week and watch the
reaction of the citizens. Or if You want to really be dramatic, as we
wer plagued with a strike of the water boards, with no drinking
water, let the toilets back up for I day and find out what your wife
says about it. It is something we take for granted, but it is happening
inlocal governments.

Police strikes are not unheard of today in the United States, but
they were unheard of years ago. Firemen strikes are not unheard
of. Sanitation strikes are just everyday occurrences in the municipal
governments throughout the United States.

Senator GRnFFN. Mayor Landrieu since your eloquent statement
was in response to something I said there, I want to go back and ask
whether, or not we can count on the mayors to help us in the future

';to identify some of these thousand Federal categorical aid programs
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which are now burdening you in terms of trying to provide matching
support so that we can expand this revenue sharing concept by mak-
ing that money available to you, in addition to the money that is
coming through this bill.

Mayor LANDRIm. Yes, but you have to be realistic and give us an
option.

Senator Gni N. We are trying to be realistic, too.
Mayor LANDRIEU. The reason I say that, and I do not want to be

unresponsive, you are to give us an option. If the Federal Govern-
ment is going to offer me as the mayor of New Orleans the responsi-
bility ofa grant to deal with alcoholics, $3 million. I will take that
grant and twill try to use it because there is a need in my community
t* bemiet

If you give me the option, do you want this $3 million used in
C alcoholism or do you want to place it in the police or sanitation depart-

ments I think without hesitation I will say give it to me and I will
put it herem

If you offer me the $3 million without option, I will take it, not
because it is there to be spent but because there is a need to deal with
alcoholism in my community. Those options you are going to find the
mayors responding and saying, we prefer to have more money here
than over here. But even with all the categorical grans you are giv-
in us now, and even if we get Federal revenue slaring, that is not
going to meet the needs of the cities, and to say we are going to relax
ihe pressure and say we have solved our problem, that would be
misleading.1

Our revenues are growing at the rate of 2 percent a year, the ex-
penditures at the rate of 8. Those are not new programs, but it is just
inflation, unionizing white collar users, making up for deterioration
of public buildings that have not been kept up over a period of years
because you can hide that sort of thing in the city. You do not replace
the equipment do not paint the buildings, do not do the interior
maintenance, so 8 percent a year.

The expenditures to do next year what we are doing this year costs
8 percent more and I am only going to get 2 percent revenues, and
you heard the other mayors say the same.

So it is iot the end of a yardstick. It is a never-ending cycle.
But I will say this, that of all the units of government that have

the greatest capacity to raise the money,'it is the Federal Govern-
ment. You have less competition and you have the most efficient
collecting mechanism

We are not trying to shift our bu den we are simply saying to
you that we do not have any capacity left, do not have any mechanism.
The machinery is broken down and you have to find some way to
hel us .

Mayor G~nm Senator Griffin, I will respond quickly.
* I fbr one speaking as mayor of Slt Lake City, would be very

happy to help you any way I can to do away with categorical grants
- and replace them with decisionmaking power at our level. I am so

sick and tired, particularly of OEO in Salt Lake, which is not only
usurping authority that I have to answer to the voters of Salt Lake
City on, but in many cases undermining local government working
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against us, organizing citizens on how they can undermine us. So I,
speaking alone, could-not agree more with your statement, let's get

e pwer back to the elected representatives of the citizens.
I would like to see the category for that amount of money placed

in the general category.
Senator (G n. One of the great difficulties we have up here,

there is an awful lot of money I think bemig wasted because of the
fact that we are setting priorities here in Washington that should
be set at your level-

Mayor GAIN. We have gotr-
Senator GIFmFI (continuing). In terms of how the money shouldbes set."
Mayor GARx. We have thousands of dollars in OEO salaries in

Salt Lake City that could be used in the city, absorbed in our budget.
SSenator GmmN. Thank you, Mr. Chairman.

The CHAIRMAN (now presiding). Senator Nelson.
Senator NELsoN. I did not get here in time to hear Congressman

Gibbons' testimony as I had another appointment, but I read his
testimony yesterday. I cannot vouch for his statistics, but I assume
they are accurate.

He made the point that if the other 40 States in the Nation made
a revenue effort equivalent to that of the top 10 States that would
produce an additional $18 billion of revenue a year-about three and a
half times what is included in this bill.

If he is correct in that, I wonder about the responsibility of the
States to make a stronger revenue effort.

What is your comemnt on thatI
Mayor LA-DRmIU. Senator, our figures show exactly the reverse

insofar as the allocations to the local units of government are con-
cerned. His figur may be correct with respect to the State allocations,
but they should not be confused with the local allocations.

Senator N=,soN. I interpreted him to be saying that if the other
40 States made an effort to raise revenues equivalent to the effort
made by the top 10 States, that would produce another $18 billion a
year.

Mayor LAxDnwr. Produce $18 billion for the States?
Senator NELsoN; Yes.
Mayor LANDRmu. - Through local'sources I
Senator BzN2-rN=. Yes.
Senator NFmON. Well-
Senator Bzxwmw. Through local sources.
Mayor LA&ruwu. I have no reason to question his figures nor any

reason to substantiate them. States have far greater taxing power and
other alternativesrtlat cities and local unite of the government do not.

I am not her saying, therefore, exclude States from the formula
because you cannot pass a revenue-sharing bill, I take it, without the
aid-of the States.

Senator -N AoN. I do not think that is the point, he was making.
The point he was making -was that the States could greatly increase

w their revenue effort, The States already do a great deal of revenue
. sharing.
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In my State, which is'a very high income tax State, 60 percent of
the personal income tax is returned to the local governments--50 per.
cent to the locality where the taxpayer lives and 10 percent to the
county; 40 percent is retained by tfi State. go 60 percent is already
a revenue-sharing matter within the State of Wisconsin.

Then add to that a very substantAl school aid program--money
raised through the income tax and then sent back to the communi-
ties to help with the school system.

The point I am making is that if Coneman Gibbons is correct,
the other 40 States could produce $18 billion if they made the effort
equivalent to that of the top 10 States. Should we not be designing
a program that encouraged, or required State governments to make
a stronger effort?
. Mayor LANDRIEU. Senator, I wish you would and I would cer-

tainly support any -efforts you make in that regard, but I have little
reason to believe that that money raised at the State level would find
its way buck into the cities.

The fact is, history shows that just the reverse has been true, that
the-cities, in the States now, have produced most of the dollars going
into the State treasury. That money has been redistricted to other
local governments not in those metropolitan areas.
'I would be delighted as the mayor of the city of New Orleans to

keep all the money generated in the city in the city. That has never
happened and that is why we are on the verge of bankruptcy. That
has not happened in any other cities of the country. The legislation
is controlled by suburban rural legislators now. Before they were
controlled basically by the rural areas of the State.

Now-that we have had a one-man, one-vote rule, the population
has shifted a bit, but it has not shifted to the cities. It has shifted to
a combine between the rural and suburban legislators and while we
have fared a little bit better in the last two legislative sessions in Baton
Rouge, because of the peculiarities that have existed, the history has
been we have been penalized and we always hoped at each legislittive
session that we would come out with our scalps, not with anything of
a positive nature for the cities.

Mayor Atioro. This bill does have as one of the criteria tax effort.
I know you can argue about that and say it still does not reach these
40 States in the same way you have reached 10 States, but if we get
ourselves into a political squabble between the 10 States with a areat
tax effort and 40 States that do not have that tax effort, we are afraid,
sitting on this side of the table, we are never going to have a bill. We
recognize certain imperfections in the bill, but that is natural,

Our main concern now, very frankly, is a calendar concern. I
want to mention this in the light of your, questinfi because there is
great merit in what you say, but I 'd0 not think it is the final answerL use we are trying to reach that problem with one-third of the
standards based on tax effort.
* You know, there is going to be an idjoulnme4t here for the Repub-

lican Convention, an adjournment for the election, and if we get off
too far from what this bill is--I am not indicating thpt nobody has
a right to amend anything-we are going to lose this whole thing.
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Those of us on this side of the table think the subject matter is not
just a sense of urgency, but a sense of -emergency. While there is
great merit in what you say, I think we are trying to reach it in this
bill. We wou 'd be hopeful that a calendar would be met where we
could move.this bill along.I I am very afraid that perhaps an inquiry such as yours may result
in it being lost entirely.

Senator Nosow. Well, let me say that I think the mayors, the con-
ference of mayors, and particularly the ,mayors who appear here
today, have done a superb job in the past year of telling the Congress
and the Nation about the serious plight that the cities are in. Cer-
tainly, I view it as serious. There is no -disagreement on that.

The mayors' jobs are the most difficult political elective positions
now any place in the United States. That was not true a quarter of a
century ago, but it is true now, I tlink. I sympathize with the mayors
and am concerned about the problem of the cities, but it does bother
me to launch into a program of revenue sharing unless it is designed
in such a way as to do the most good in the places where it is needed.

I used to support revenue sharing, much more strongly. I used to
have fewer reservations about it than I, have now. I hive been sup-
porting it since I was Governor of the State of Wisconsin. In fact, I
introduced legislation back in 1968 or 1969 to set up a panel to study
the whole matter on the assumption that we would not do anything
about it until the war was over anyway. But that resolution was not
passed..

But if Mr. Gibbons is correct, there are many States that are not
really making the effort they ought to make.

Also, in every State there are great disparities in the tax load borne
by the various communities. There are communities whidh should not
get a single dollar from any place else because their property tax is
ow and they have all the services they need. We hhve communities
in our State that do not have taxes at the local level for anything othpr
than school purposes because the shared tax dollar coming back pays

- for police and- garbage collection and even for the cost of the life-
guards at the beach. Although they do )ac-need any more money,
they will get some under this proposal. On the other hand, there is
a desperate need in Mayor.Maier's cit. But if you look at the formula
for sbaring among the cities, you will find out that a lot of cities in
the State are receiving funds even though they do not need it nearly
as badly as say, Milwaukee.

Goahead Mayor,
Mayor M'AER. I will just say, Senator, I do not think you would

find many, arguments among the mayors about the tax effort idea re-
lated to the income tax, and that is where the relationship is.

.udging from the uphill fight we have had to get this far on this
incremental bill whidh does lave some measure of income tax, per-
haps not enough, just enough to maybe enable us -to 'get it through
the Congress, because every plato we ran into efforts in the House in.
the loblbyin effort was where they were going to have to take, the in-

*come tax effort; Tlis is where we fared the worst.

;,= - -
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thIf the Congressman has a proposal he could pass in this Congress
the next 10 years to get the rest of those States into the act, fine, we
will be able to testi r for him all the next 10 years because it will
take him that much time to get the votes behind him to accomplish
that.

We realize it is the only feasible way we can figure out to try to
get something through this Congress.

Mayor ALEXANDER. While 90 percent perfect, we would much rather
have a 100 percent per bill, but we will take the 90 percent per bill
because we so desperately need it.

Senator NELSON. I would be more enthusiastic if I thought it was
90percent per.

Mayor AxLXANDER. Give us 89.
The CHAMMAN. Gentlemen, you made a very fine presentation.
The hour is now 1:18. So I would suggest that we stand in recess,

then until 3 o'clock. We have some temaining witnesses to hear and we
will hear them at that time.

Mayor ALEXAND.R. Thank you.
Mayor AmoTo. Thank you very much.
The CHAMxAN. Thank you very much for a very fine presentation.
(Whereupon, at 1:19 p.m., the committee recessed, to reconvene at 8

p.m., the same day.)
AFrERNOON SESSION

Senator TALMADOE. The committe will please come to order.
The next witness is the Honorable John Conolly, Representative of

the State of Illno who is president of the National Legislative Con-
ference, accompanied by Speaker Herbert Fineman of the State of
Penns ylvania Speaker Charles Kurfess of the State of Ohio, Repre-
sentative ElliottLevitas of the State of Georgia, Senator Robert Van-
der Laan of Michigan, and it gives me a great deal of pleasure person-
ally to welcome to the committee an old friend of many years standing
ana one of the most distinguished members of the Georgia legislature,
Mr. Elliott Levita&

Mr. Conolly, you may proceed as you see fit, sir.

STATEMENT OP HON. OHN CONOLLY, PRESIDENT, NATIONAL LG
ISLATIVE CONFERENCE, ACCOMPANIED BY SPEAKER HERBERT
LINEMAN OF PENNSYLVANIA; SPEAKER CHARLE XURFSS OF
OHIO; REPRESE ATIVE ELLIOTT LEVITAS OF GEORGIA
Mr. FnaN AN. My name is Herbert Fineman. Mr. Conolly is not here

yet and I am pleased to be here, sir.
Senator TALwMADG. Mr. Speaker, we are delighted to have you,
Mr. FnPXAN. Fine, thaik you. I am please to be hem both m my

capacity as speaker of the Pennsylvania House of Representatives and
as chairman of the Federal-State Relations Commit of the Execu-
tive Committee of the National Conference of State LegislativeLead.
ers. I have a rather brief oral presentation to make.

Senator TALMApaO. Without objection we will insert your full state-
ment in the record, Mr. Speaker, and you may summarize it orally as
you see fit.
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Mr. FiNmmw. Thank you, sir. I want to say at the outset that in
both capacities of which I appear here today, Ivery warmly endorse.
the legislation as it passed the U.S. House of Representatives, and while
I am not in complete agreement with all of the provisions of the legis-
lation, I do know that the funds that would be provided by this land-
mark concept of revenue sharing are critically needed both by our
States and by our local communities and I say to you that I would
much prefer to have funds provided by an imperfect vehicle than to
have no funds at all.

I think that there are certain indisputable and unassiable facts
bearing on the continued fiscal integrity of our local and State govern-
ments which have given birth to the concept of revenue sharing. For
one, expenditures for essential services have consistently outpaced
revenues and this has created in all classes of local government escalat-
ing levels of indebtedness.

These spiraling costs spring, of course both from the ever-increasing
demand for vitaldomestic services and Irom the progressively acceler-
ating costs of the delivery of those municipal services, and this is par-
ticular]y true since 1967.

I see President Conolly has joined us.
Local governments are plagued by the failure of revenues to keep

pace with costs. A stagnant economy as well as a regressive tax struc-
ture with limited capacity account for the latter situation. These self-
same difficulties have affected State goyernments and, consequently, the
capacity of State governments to assist local governments is rapidly
becoming more limited.

Now, some critics of this revenue sharing legislation have predicated
their opposition on the belief that States and municipalities have not
done enough to help themselves. I want to say to you that the facts do
not support this posture.

States have increased major tax rates more than 800 times
over the last decade. My-longer statement provides some fiscal infor-
mation of some interest about my own State of Pennsylvania. And to
quickly summarize that data, that data will show that local tax effort
has increased substantially in Pennsylvania during the 1965-49 period,
that expenditures have nevertheless outpaced the iicrease in these reve-
nues, and that the net outstanding debt of local municipalities has been
accelerating during that same period of time.

With regard to the revenue and expenditure picture of State govern-
ment, the Commonwealth of Pennsylvania has raised its taxes at an
awesome pace over the last 10 years. General fund revenues, which are
raised by business taxes, consumer taxes and now by a personal income
tax, which we have been levying for the first time in our history since
January of this year, have increased approximately 225 percent from
$1.1 billion in 1963 to almost $3.7 billion in the current year, and that
is an average increase in taxes of almost 25 percent a year.

Now, this tremendous increase in tax revenues took place while the
population of Pennsylvania Was wing over the same period of
time by a little over 4 percent. The per capita tax increase soared
from $98 in 1968 to $807 in 1972, which is an increase of 413 percent.

I think these are telling figures.
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Now, let me say just a few words in response to those who argue
against revenue sharing on the basis that the Federal Government
has no real revenues to share.

I have two responses. First, if the revenue situation of the Federal
Government. is bad as that it presents a deficit picture, just consider
the even deeper plight of the States and localities who do not have
available to them the same revenue-raising tools, effective revenue-
raising tools that the Federal Government. has available to itself.

Secondly and more basic is the fact that the intense fiscal problems
of local government are with us, they cannot be swept away or ignored
and they will not go away by themselves and they have to be resolved
if we are going to prevent the irrevocable decay of our local comnmu-
nities, and I say to you it is simply a matter of'priorities.

The Federal Government must decide to which critical problems
it Will apply its resources and I respectfully submit that there is no
more critical national problem than the financial soundness of our
States and our cities. Who can validly argue that a-tottering local
government situation does not imperil the federal system of govern-
ment itsel-f I

Now, as I stated earlier, I am not totally satisfied with the present
form of the bill. For instance, local government expenditures are
limited to certain high priority objectives-public safety, environmen-
tal and sanitary protection, and public,transportation.

However, what seems to me to be the highest of priorities: namely,
educational costs, has been omitted as a subject for assistance and none
of the Federal funds to be provided can be. devoted to the most critical
need; namely, financing the cost of education.

I say to you that in light of recent decisions, court decisions, attack-
ing the raising of educational tax dollars by means of local real prop-
erty taxes, which incidentally account for 95 percent of the local tax
revenue for educational purposes, this would appear to be a glaring
omission.
• I am also somewhat disappointed by the fact this is not a permanent

program and that it is limited to a 5-year period because I don't
envision the fiscal problems of State and local governments to be
transitory in nature but rather I see them necessitating the continued
assistance of a Federal Government much beyond the period of time
for which assistance is provided in this revenue-raising bill.*

I also believe the piggyback provisions in title II of the bill are
unduly burdensome and while that is most advantageous to the States
to have the Federal Government collect and administer State individ-
ual income taxes, this section of the bill practically requires State
income tax laws to -be junior editions of the Federal income tax law,
and by requiring States to thus conform their individual income tax
law to the Federal inconoe tax laws the State must, therefore, accept
the same tax shelters that the Federal Government provides, the same
adjusted gross income, the same itemized deductions, so that in addition
to depriving the States of the tax decisionmaking process. every change
in the Federal tax law will necessitate thereafter a comparable change
in the State income tax law.

But even with these objections I want to strongly reiterate my firm
support of this measure as it passed the House.
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I think that the financial problems of State and local government
ar*justr-too severe to allow these levels of government to go it alone
and I want to urge this Senate committee as quickly and as expedi-
tiously as possible to attend to the business of favorably getting this
measure out and on-the floor for a vote.

j thank you, Senator, for allowing me the privilege to appear before
this distinguished body today.

Senator TALMADoE. Honoied to have you, sir.
President Conolly.
Mr. CONOLLY. Yes, sir; Mr. Chairman.
Senator Biv;Nrr. May I before he talks?
Senator TALMADGF. Woula you yield, please, Mr. Conolly I
Senator BENNET. May I raise two questions to Mr. Fineman.
I think-you inadvertelnitly said earlier that the tax burden in your

State hadmultiplied 800 times. You mean 800 percent ?
Mr. FINMAN. 300 percent.
Senator BEsNwr. You didn't mean 300 times ?
Mr. FI EMAN. That is right.
Senator BENNrm_. When you are referring to title II of the bill,

I hope you-realize this is permissive, it is not mandatory.
Mr. FINmEAN. No; I am fully cognizant of that. The point I

was making is this. I think it is a great boon to the States to have
the Federal Government administer and collect their taxes for them.
Not only is it great economical measure, not only will it save a great
deal of tax dollars for the States, but it is a great assist to the individual
taxpayers who are also plagued by the multiplicity of forms that
they have to follow, but I say to you that the way the requirements
'are set-up for States who want to get into this picture is a particularly
onerous and burdensome procedures so that in effect it is going to
negate many States or most States taking advantage of this.

Senator BENNmr. As I listened to your testimony I had the im-
pression you felt that this was a mandatory rather than a permis-
sive feature.

Mr. FNEAx. No; I understand that it is a purely volunta situ-
ation, it comes into play only after five States representing at"least 5
percent of all income tax returns that are filed want to get into the
act that it-comes into force.

Senator BE NjNr. Then it only involves those States that choose to
take advantage of the service ?

Mr. FINE AW. That is correct, I fully understand that.
(The prepared statement of Mr. Fineman follows:

PREPARED STATEMENT OF SPEAKER HERBERT FIREMAN, SPEAKER OF THE PENNSYL-
VANIA HOusE op REPRESENTATIVES TESTIFYING ON BEHALF OF THE FEDERAL-
STATE RELATxoNs COMMrrTEE OF THE EXECUTIVE CoMMTrrrEE ON THE NATIONAL
CONFERENCE OF STATE LEGISLATIVE .LEADERS

Chairman Long and members of the Senate Finance Committee. My name is
Herbert Fineman, and I am privileged to testify today on the proposed State
and Local Fiscal Asistance Act of 1972 in both my capacity as Chairman of the
Federal-State Relations Committee of the Executive Committee of the National

, Conference of State Legislative Leaders and as Speaker of the Pennsylvania
House of Representatives.
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At the outset, let me state that In both such capacities, I warmly endorse this
legislation as it passed the United States House of Representatives. While I am
not In complete agreement with all of the provisions of this legislation, I do know
that the funds that will be rovided by means of the concept of revenue-Oharine
are critically neded by bOt our states and municipalities, and I would miue
prefer 'o have the funds provided by an Imperfect bill than to have no funds
at all.

Certain Indisputable and unassailable facts bearing on the continued fiscal
Integrity of our local and state governments have given birth to the concept of
revenue-sharing. Essential expenditures have consistently outpaced revenues,
creating In all classes of local government escalating levels of Indebtedness. This
springs from both the ever Increasing demand for vital domestic services and
from the progressively acelerating cost of delivery of those municipal services,
particularly since 1967. In addition, local governments are plagued by the failure
of rvenues to keep pace with cost. A stagnant economy, as well as 'egressive tax
structures with limited apacity, acount for the latter situation.

These self-same difficulties have effected state government and, consequently,
their capacity to assist local governments Is becoming Increasingly more limited.

Some critics of this revenue-sharing legislation have predicated their oppoi.
titn on the belief that states and municipalities have nt done enough to help
them. The facts do not support such a posture, and I would like to give you some
fiscal information about my own state of Pennsylvania.

I can assure you that although the data I will make reference to Is specifically
applicable to my own state, It is characteristic of the circumstances that exist in
almost all of our states. The data used covers the years 1965 through 1909 and is
to be found In a study that was conducted by the Pennsylvania Department of
Community -Affairs. If the age of the data has an effect at all oil its validity, I
would say that it plays down the acuteness of the actual problem as it exists
today. The fact is that the situation hal Intensified and worsened since 1969.

Let me Just briefly spell out some of the statistical history of expenditures in
Pennsylvania showing the dramatic increase that has taken place.

Oountie.--In 1968, the revenues of Pennsylvania's sixty-seven counties totaled
$335 million which was a 590 Increase over their revenues in 1965. During that
same period there was a 49% increase in the expenditures of those counties,
from $218.9 million in 1965 to $867.3 million in 1909. You will note that the
percentage of expenditure Increase for counties was somewhat less than their
percentage of increase of revenue. This is the only level of local government in
which this occurs. All others have shown a-greater percentage increase In ex-
penditures over revenues. The net outstanding debt for Pennsylvania counties
in 1969 was $285.0 million, a 39 percent increase from the $205.2 million debt in
1965.

Cftieo.-For Pennsylvania cities, except Philadeplhia, revenues increased by
88 percent from $171.5 million in 1965 to $232.4 milll6n in 19009. During this same
period of time expenditures increased by 42 percent, from $175.2 million to $249.4
million. Also, during this period there was a 22 percent increase In the net out-
standing debt so that In 1909 the debt totaled $140.6 million. Philadelphia had
Increased Its revenues by 83 percent from $814.6 million In 1965 to $574.8 million
in 1969.

Boroughs.-Pennsylvania boroughs Increased their revenues by 36 percent
from 1965 to 1969, i.e. from $184.8 million to $182.9 million. During this period
they increased their expenditures by 41 percent, from $134 million to $189.6
million. This same period witnessed an increase In the net outstanding debt of
42 percent for a total of $45.1 million in 1969.

Townhips, first ckso.-The first class townships in Pennsylvania increased
their revenues by 58% from 1965 to 1969, i.e. from $52.4 million to $81.1 million.
During this period their expenditures increased by 69 percent, from $50.4 million
to $85.4 million. Their net outstanding debt Increased by 76 percent for a total of
$87.4 million In 1969.

T&o whps, second class.-Townships of the second class increased their reve-
nues by 51 percent from 1965 to 1969, i.e. $71.2 million to $107.4 million. During
this period their expenditures increased by 53 percent, from $70.5 million to
$108.2 million.

State government.-With regard to the revenue and expenditures picture of
state government, we see that the Commonwealth of Pennsylvania has raised Its
taxes by a considerable amount over the last ten years. General Fund revenues,
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which are raised by business taxes, consumer taxes and personal Income taxes,
have increased approximately 225% from 1.1 billion dollars in 1963 to almost 8.7
billion dollars in 1972. This tremendous increase in revenues took place while
the population of Pennsylvania grew by only 4.2Y. The per capita taX increase
soared from $98 in 1968 to $307 In 1972, an increase of 218%.

Additionally, motor license fees and gasoline taxes have been substantially
increased and the revenue yield has climbed from 820 million dollars in 1963
to 602 million dollars in 1972.

During this same period of increased state effort, the Federal per, capital tax
has risen at a much lesser rate, and in recent years, the rate of Increase of Federal
per capita taxeg has been considerably decreasing.

These are telling figures as to state and local expenditures and tax effort.
Lot me say a few words in response to those critics of revenue-sharing who

have argued that the Federal Government has no real revenues to share. Mr.
Chairman, I have two responses:

First, If the revenue situation of the Federal government in bad in that It
presents a deficit picture, just consider the event deeper plight of the states and
localities who do not have the revenue raising tools that are as effective as those
available to the Federal Government

Secondly, and more basic, is the fact that the fiscal problems of local govern-
ments are present and will not go away, and they must be solved If we are to
prevent the irreverseable decay of our local communities. It is simply a matter of
priorities. The Federal Government must decide to which critical problems It will
apply its resources. I respectfully submit that there is no more critical national
problem than the financial soundness of our cities and states. Who can validly
argue that a tottering local governmental situation does not imperil our Federal
system.

To a large extent, many of our state and local problems are of an interstate
nature. As a resident of Philadelphia, I can assure you that Philadelphia's prob-
lems have an impact on neighboring states. Delaware and New Jersey residents
work and shop in Philadelphia; they use our streets and sanitary facilities, our
police protection, etc. A metropolitan area such as Philadelphia on the border
of the State is in fact an interstate municipality, and as such, should have assist-
ance from the Federal Government in solving its problems.

-As I stated earlier, I am not fully satisfied with the present form of the bill.
For instance, local government expenditures are limited to certain high priority
objectives-public safety, environmental and sanitary protection and public
transportation. However, what seems to me to be the highest of prioritie-
namely, educational costs--has been omitted as a subject for assistance, and
none of the Federal funds to be provided can be included in the formula for
apportionment among municipalities. In light of recent court decisions attacking
the raising of educational tax dollars by means of local real property taxes, this
would appear to be a glaring omission.

I am also somewhat disappointed by the fact that this is not a permanent pro-
gram and that it Is limited to only a 5-year period. I am not envision the fiscal
problems of local and state governments to be transitory in nature, bur rather,
I see them as necessitating the continued assistance of the Federal government
much beyond the period of time provided for in this measure.

I also believe the "piggyback" provisions in Title II of the bill are not very
realistic. While It would be quite a boon to the states to have the Federal govern-
ment administer and pay the cost of state income tax collections; this section
practically requires state income tax laws to be junior editions of the Federal
Income Tax Code. For all practical purposes this effectively negates any state
from availing Itself of the cost-saving procedures provided by this bill.

But even with these objections, I reiterate my support for the State and Local
Fiscal Assistance Act of 1972 and urge its prompt passage by the Senate. We
state leaders have more than just a monetary interest in endorsing the concept of
revenue-sharing. Federal domestic assistance in the form of specific categorical
programs, while, of course, welcomed, have helped create a fiscal rigidity Inside
state and local governments and often do not provide for the most pressing exi-
gencles. We believe that the revenue-sharing concept will help relieve us of this

Rigidity and allow greater flexibility in spending these funds.
There are indeed very positive and innovative aspects of this bill that I

definitely endorse. I think the flexibility in the bill that would permit the states
after July 1, 1972, to revise the formulas for apportionment of funds to localities
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Is most desirable. I also endorse the provisions of the bill allowing for states'
shares to be escalated as they reform their own tax structures

In summary, gentlemen, the fnsncial problems f tate and local govern-
ments are too severe for theal to go it alone. I solicit your support for this
cooperative system of assistance.

Mr. Chairman, I again thank you for this opportunity to testify before this
committee.

Senator BEmNrrr. Thank you, Mr. Chairman.
Senator TALUADOr. Thank you, Senator.
President Conolly U
Mr. CONOLLY. Mr. Chairman, I apologize for being late to this hear-

ing. I fell victim to some of the probletht the mayors allUded to tOday,
of transportation across the cities, so6 apologize for being late.
* Senator TALMAD0. Mr. Conolly, if you desire you nmy insert your

full statement in the record and summarize it as you see fit.
Mr. CONOLLY. Thank you very much, Mr. Chairman. I will be very

brief and would like to submit a statement in closing my remarks.
As president of the National Legislative Conference and a State

representative from Illinois I am pleased to be part of this distin-
guished panel of State legislators hemr today to testify oh revenue
sharing. These legislators have a distinghished record of accom-
plislunents at the State level. They represent years of public service
and have a thorough knowledge of the problems of State government.

Perhaps the most single important problem State governments face
today is raising adequate funds to meet the spiraling cost of govern-
mental services demanded by Stake resident. At the same time many
State legislators feel that the tax rate in their State has reached the
economic and political saturation point.

Revenue sharing will provide State and local governments with
vitally needed new moneys to ease this financial plight. There ar
many other important substantive arguments supporting the need for
revenue sharing.

Over $40 billion is now coming into Sta te and local governments
in Federal aid each year. This money is vital and most of the pro-
grams are good ones, yet many problems have arisen from that aid.
The overlapping of Washington agencies administering these Federal
programs nd the difficulty in tailoring national progrAms to varying
State and local needs have become significant problems. In turn, that
maze of programs has generated thousands of special purpo@ e districts
with no real representation from the taxpayers and no role for the
State and local government officials. In addition, the sheer physical
burden of the constant matching from the State level has created un-
necessary antagonisms to the new Federal programs at State and
local level.

I believe the States are read to take new initiatives. They are ready
to lead instead of follow. Tie old saying.about what is good for
Louisiana may not be good for California is, as many cliches often
prove to be, true. State legislators know the problems of their con-
stituents. They are anxious to be given'the opportunity to initiate and
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to enact innovative programs geared to their particular State. Revenue
sharing would give them the opportunityto do just that.The NationalLegislative Conference stron sports the concept
6f general revenue sharing that is needed anis need now. .

Many States have already included funds from revenue sharing in
their State budgets. All States are counting heavily on the infusion of
new progmns promised by revenue sharing. In short, it is imperative
that revenue sharing pass during this session of Congremad

I realize the committee is confronted by many cmpetig de d
for new Federal programs However, in my opinion this legislation
is one of the most important bills Congress has considered in recent
years.

TiMe is short. There are but a few weeks remaining in the 92d
s Congress and much remains to be done. I

I ask you today to give special priority to the prompt passage of
revenue sharing. This concept has been discussed long enough. The
time for action is now.

In closing, we are pleased and encouraged that you have quickly
begun hearings on revenue sharing after House passage. We stand
ready to help and assist this conunittee in any way we can to secure
immediate passage of revenue sharing.

Ur. Chairman, I request that the attached prop policy position
of the National Legislative Conference on general revenue sharingbe incorporated as part of my statement. This position has been recomn-
mended by the National Legi." native Conferences in Intergovernmental
Relations Committee and will be submitted for approval to the NLC
annual meeting next week in your State.

I also request the written statement of Speaker Richard A. Petti-
grew of Florida and also the statement of S)eaker Charles Kurfess of
of Ohio, who have been unable to be here with us this afternoon, be
inserted in the printed record.

Senator Long, I look forward to seeing you next week in New
Orleans and hope that you will have good news for us and for all of
the State legislatures in the Nation with a good affirmative committee
reprt I thalk you very much.

(The material referred to follows. Hearing continues on page 342.)

REPORT OF TH1n TASKc Foci ON GOVEINMZNT OPTIONS

General Revenue Shari"g.1 -The National Legislative Conference has consist-
ently supported the principle that the federal government should share a por-
tion of Its revenues with the States. The Intergovernmental Relations Committee
of the National Legislative Conference reiterates Its strong support for thisImportant concept. .The Committee urges Immediate passage by the House of the general revenue

sharing bill approved by the Ways and Means Committee, H.R. 14870. We further
urge the earliest possible consideration of this legislation by the Senate Finance
Committee and the full Senate. Fnal passage of revenue sharing legislation in
the present Congress is absolutely imperative.

• "Policy plositon recommended by the Government Operations Task Force that will be
submitted for final approval to the annual meeting of the National Legislative Conferencet Augus ~t 8. ,- '
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PEAEMM STATEMET or HOW. REWARD A. Pwrz=wp SPSnxA, FLORMA
Hour ow AmsmmTvwzs

H.R. 14870, which has passed the House and is before you today, ls baslcaUy
a progressive step In the right direction. However, it merits further scrutiny In
two major areas.

First, the bill will provide $3.5 billion In Federal aid to local governments and
$1.8 billion to State Governments. The portion earmarked for the states is to be
distributed under an equally weighted, two factor formula, One-half of state
funds is to be distributed solely on the basis of state personal Income tax col-
lections and the remaining $900 million will be allocated on the basis of state and
local tax effort, relative to the efforts of other states and communities. Under
this plan. Since Florida has no Income tax, we'will be denied equitable treatment
with respect to the allocation of at least one-half of the states' share of revenue
sharing funds. Hence, because the citizens of Florida do not desire a personal
Income tax, we find ourselves discriminated against to the extent that we will
lose $10 million under this proposal.

Figures from the House Ways and Means Committee indicate Florida will re-
celve $831.9 million In state funds and $11&1 million In funds for local governments.
This sum will yield $4.53 for each Florida resident as compared with $17.23 for
each resident of New York and as further compared to the national average of
$&78 per capita. Thus, Florida ranks 46th foT per capita income to be received
Under the Mills bill-a startling fact since my state Is In the middle one-third
of the states based on per capita Income.

I feel the above figures elucidate a problem with the bill which can be worked
out by this committee through the amendatory process. I would suggest to you that
the state share should be determined entirely on relative total state and local
government tAx effort, with the personal Income tax being only one component
of measuring such effort. The emphasis placed on the personal income tax by
this bill seems predicated on an assumption that such a tax is the panacea for
uniform state and local tax reform. I would suggest to you that it is a valuable
tool for some states to reform their regressive tax systems, but it is not the tool,
nor necessarily the best reform instrument for all states. In my own state, we
have just completed a massive tax reform program which I will stack against
efforts In any other state or the Federal Government. We have knocked out
special Interests exemptions In the ad valorem area and have made more uni.
form the application of our state sales tax. We have relieved consumers of
regressive levies totalling over $50 million In only a two year period.

We enacted a state tax on corporate profits and fought off strong efforts by
special Interests to carve out preferential loopholes In this tax. We closed loopholes
in our greenbelt law and enacted a severance tax on phosphates. We also granted
senior citizens $12 million In relief by increasing our homestead exemption for
ad valorem school taxes. No other state can point to such dramatic reform and it
was accomplished without resort to a personal income tax. Reform can be ac-
complished in other ways and I would urge you to reject language in this bill
which places undue reliance on the personal income tax and thereby penalizes
reform minded states which have not chosen to enact such a tax.

Next, let me emphasize my concern with any bill that will pass federal funds
directly to cities and thereby by-pass the state level. Such a plan will ultimately
work to the severe disadvantage of local government. I say this party due to the
pervasive Influence of the state in local fiscal matters. In Florida, we have Just
enacted a state-local government revenue sharing program that will pass be-
tween $150-$175 million back to cities and ounties. All total, it is estimated that
the state provides approximately one billion dollars a year In assistance to locali-
ties in the form of direct assistance or share taxes.

In another vitally important area, many states are now enacting comprehen-
sive state planning legislation. Such legislation recognizes that domestic problems
do not adhere to traditional governmental boundaries, but splll over into, and
Impact on, a number of communities. Legislation enacted In Florida this past-ses-
sion requires a new state division of planning to develop a comprehensive state

- plan which will form the basis for agency programs as well as the budget. For
the first time we will be able to comprehend the extent of our needs as well as the

-~ nature of available resources. Clearly the state cannot accomplish this task on Its
own and cities and counties are provided a significant role In helping develop this
plan, under the sqpervislon of the state. Similar cooperative legislation was
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enacted In Florida to tackle land and water management problems in a com-
prehensive manner.

Moreover, the Florida Legislature recently created a local government study
commission. to analyze local government structure and, services with a view
toward eliminating over-lapping responsibilities and duplicative costs and to
develop a program for meaningful state-local governmental relationships,

Every state has a number of such examples. And in virtually every state, It Is
the legislature that must address the policy questions relating to additional
sources of local revenue, as well as legislation relating to basic local govern-
mental powers; State governments are beginning to fulfill their responsibilities
to their localities. Direct federal-local revenue sharing will inhibit this de-
velopment by effectively removing the state from involvement in major policy
areas affecting distribution of substantial sums of money to cities and counties.
It Is Just not realistic then to expect the state to continue to be as responsive
When subsequent policy questions arise involving local government revenue and
powers. Such state legislation will be far more difficult to achieve, as a practical
matter, if the state is by-passed in revenue sharing and denied Involvement In
significant aspects of local fiscal affairs.

Rather than further separating the concerns of the cities from those of the
state, revenue sharing should encourage a melding of these Interests. Although
the problems of urban areas are often considered city problems, we must learn
to recognize them as state and area-wide concerns, for these issues far exceed
the limited and fragmented governmental jurisdictioils of most cities. In con-
trast, state government has the power to encourage, guide, and prod local gov-
ernments to do more, to do it more effectively, and to act in a manner consistent
with local conditions To often, existing programs aimed at urban citizens are
programs over which city officials have little direct control. For example, welfare
Is administered by counties and the state; our children are educated In schools
administered by school districts; health needs are cared for by county health
departments with state and federal participation; employment and job retrain-
ing is generally dealt with by state departments of employment; redevelopment
and urban renewal is usually within the jurisdiction of autonomous redevelop-
ment agencies; and public housing is supervised by quasi-independent local
housing authorities.T The point is that cities, alone; are not now, and never can be, directly respon-
sible for most of the rehabilitative programs directed at curing our urban ills.
It is, therefore, unrealistic for the proponents of direct federal-city revenue
sharing to expect established institutional patterns to change suddenly and for
our already over-extended municipal governments to assume new responsibilities.

Rather than reinforcing outmoded governmental institutions, revenue sharing
should provide a potent vehicle for a comprehensive, federal-state-local attack
on our urban ills. States and state legislatures, in particular, must play signifi-
cant roles In this effort if government is to be properly responsive to the needs
of our urban areas,

For these reasons, I sincerely hope that this committee will reject any short-
sighted legislation that would deny state government a meaningful role In
revenue sharing.

Thank you very much.

PBEPADm STATEMENT Or HON. CHALs F. KuwEs, SPEAXRE, OHIO HOUSE
Or RZEPDEENTATVM

L INTRODUCTION

Mr. Chairman and Members of the Committee, I am Charles Kurfess, Speaker
of the Ohio House of Representatives, a member of the Executive Committee of
the National Conference of State Legislative Leaders, and a member of the In-
tergovernmental Relations Committee of the National Legislative Conference.
Earlier this-year I was privileged to offer my views to this committee regarding
the Issue of welfare reform. Today I have been extended the opportunity to
express my support for general revenue sharing--a subject which is even more

00vital to the states' ability to provide needed services to its citizens.
I I would begin by emphasizing mY appreciation for the House passing the

precedent-setting revenue sharing bill, H.R. 14870, earlier this summer. While
i am not overly enamored with this form of revenue sharing, being more sym-
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pathetic to the tax credit approach personally, I join many other state and
local officials who are willing to accept this approach because the needs of our
constituents are so great.

While I recognize that we are too far down the road to alter the basic thrust
of revenue sharing now, the purpose of this testimony Is to suggest Improvements
In the House-pased version of the bill as well as to indicate briefly the factors
which convince me that revenue sharing is the correct and appropriate policy
to adopt at this time.

I. oo0UWl OF A FZEDEAL BZVENISD-HA5UNO APPRo #H

Little doubt should exist that both the magnitude of domestic problems and
the consclousnem thit they exist have substantially Increased in the past
decade. The resulting increased demand for public services rightly falls most
heavily on state and local governments which have the primary responsibility
for providing them.

In the attempt to meet these needs, elected officials at the state level alone-
have "bitten the bullet" hundreds of times In the past decade to enact new taxes
or raise existing ones. Ohio, of course, has recently enacted a graduated state-
wide personal and corporate income tax. Unfortunately, the great reliance of
the Federal government on the progressive income tax places practical limits_
on the availability of Income taxes as a meaningful revenue source to the states
The states, therefore, have had to rely heavily on less productive and responsive
tax sources. Between 1960 and 1967 according to the ACIR, 59% of the Increase
in state funds was attributed to legislative enactments and 47% Is attributed
to natural economic growth. The Federal government, of course, enjoys a far
different situation when Income tax receipts Increase approximately $10 billion
annually In response to normal economic growth.

With state tax structures which do not produce Increased revenue at the
same rate as the Nation's economic growth and expansion, with the past history
of numerous tax 1ncr0*,zri*, with general voter opposition to new tax levies, with
the requirement of voter approval in many instances, and with the Increased
problems in our socle y., states and localities are finding It Increasingly difficult
to provide adequate levels of service.

One answer to the shortage of funds at the state and local level is general
unrestricted Federal revenue sharing. While this proposal has been greeted
with great enthusiasm by those at the state and local level, we are cognizant
of certain objections to the concept of revenue sharing. There appears to be.
an often-implied, If not directly-stated, CongresSional fear that state legislatures
and agencies and city administrations are not responsible enough or adept
enough at handling these Federal funds without that Oongressional or bureau-
cratic supervision. Closely related to this objection Is the belief that the govern-
ment which has the authority to spend the public's money should assume,
responsibility for Its raising.

It Is a reasonable expectation that a governmental body which assumes respon-
sibility for raising revenue should be very concerned about the manner in which
the funds are expended. Legislators In all levels of government have the respon-
sibility to be careful stewards of the public's money. At the same time however,
we must remember that it Ii the public's money we are spending, no matter at
which level of government It Is collected. Many of the states have recognized
that the principle of stewardship can be reached through general revenue sharing
with their local government. In Ohio, for Instance, the state government reserves
an amount equal to over five percent of its general revenue fund to the generally
unrestricted use of local governments. This is in addition to the hundreds of
millions the state has provided local governments In the areas of education
and welfare. Only recently. we also have committed Ohio to share the growth
in its tax sources with local governments. Across the country, state assistance
to localities has almost tripled In the decade of the sixties.

The expansion of this concept to the Federal Government would seem to be
justified since the states originally approved the Federal use of the progressive
income tax through Amendment XVI of the United States Constitution, and since
the states and localities are and will continue to be responsible members of the
Federal system. The legislatures of the major states which represent the vast ma-
jorlty of United States citizens are quite responsible and achieve as much or more
per tax dollar in behalf of their constituents as does the United States Congress.
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As o'iclals of governmental units that are-closer to the unique problems arising
in the states we of the states and localities have the understanding and a greater
opportunity to give personal attention to their proposed solutions.

Congress cannot continue to preempt the legislatures of the fifty states, and the
city councils of major cities of the Nation, without weakening our Federgi, "WA,-

At a time when every effort is being made to renew local responsibility under
the Now Federalism, it would seem highly proper for the Congress to adopt a
Itevenue Sharing program.

11. 5UGOESTIONB FOR IMPROVEMENT IN THE HOUSE PASSED REVENUE SHARING BILL

Although many facets of H.R. 14370 before you today deserve discussion, I
will confine my remarks to four main areas of concern.

The bill in its present form would require distribution o federal revenue shar-
ing funds to both states and localities for a period retroactive to January 1, 1072.
1his provision, besides being especially helpful to those state and local govern-
mnents who face the severest financial pinch, is one indication of the good faith
of Congress In Its difficulty and delay In agreeing upon the form and principle of
the bill, We would encourage the committee to retain this important feature of
the bill.,

A second feature of the bill which 4s not as prudent in my opinion is the rela-
tively low percentage of the funds going to the states as opposed to local gov-
ernments. In the bill passed by the House the states would receive approximately
one-third of general revenue sharing funds. This figure compares with the one-
half allocated to states under the plan proposed by President Nixon. While I can
well understand the concerns of Congress for the problems of our urban communi-

'ties, state government responsibilities, Including the ones to hell) solve our urban
)roblems, are at least equally as great and should be recognized by this commit-

tee. Education, Welfare, environmental protection and housing are among the
areas that the states have or are assuming leadership roles especially in financing.

A third feature of the bill that deserves special attention is the distribution
formula aniong states.

It is understandable that there be a desire tolprovide for a degree of equaliza-
tion in the distribution of the shared funds to the states. I suggest: hat this can
be accomplished through distribution by population. I would urge very careful
examination of the use of "tax effort" in a distribution formula. I question
whether a measure of tax dollars raised by any governmental unit is necessarily
reflective of the problems it faces or the degree of responsiveness to the problems.
To equate efforts and needs solely with taxes-raised ignores alternate methods
and roles the states may take in resolving problems they face and most certainly
ignores effectiveness of the efforts put forth.

In fact, one can rather readily Imagine two hypothetical governmental units
equal in all respects of wealth, needs, and services rendered, but one levying
substantially more taxes in order to accomplish the sague end. For such a unit
to recognize additional shared revenue because of a "tax effort" would have the
effect of subsidizing inefficiency.

Despite what this committee and Congress decide to do about these first three
concerns, it is very important that the third concern is considered. This concern
relates to the pass-through provisions. We have mentioned the significant and
increasing financial commitments that states are making to localities: In order
for the states to properly appropriate these funds and to gain the maximum bene-
fit from the infusion of federal funds, the revenue sharing monies for localities

must be closely coordinated with the states' own efforts and fiscal allocations.
State legislatures must'have more discretion in allocating these funds between
political subdivisions and programs.Each state is different and the needs of the nietropolitall areas within each of
the states can best be met by close coordination with state programs and capa.
bilities. We cannot assume thatthe financial abilities and degree of need is Iden-
tical In cities of comparable size.

Giving the state more discretion in pass-through monieS will also help solve
Another' related problem. Many localities across the country are plagued With
wasteful duplication of services. Some fifty municipalities are located in Cuya.

w hoga County in Ohio for instance. The pass-through formula would guarantee fed-
erally shared revenue to each of these suburbs obstructing efforts the states and
regions may be making to encourage a framework for more effective and efficient
-delivery of services.
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I recognize -that the bill provides some state latitude In requiring up to 10%
of local funds be spent for area-wide projects If matching state funds are pro-
vided. This provision Is totally inadequate.

I hope these suggestions will be helpful to you In )iur deliberations. I am cer-
tan that you will have many suggestions froM competing groups. While I am
cognizant that this committee has a real challenge In improving the bill, faced
with these competing demands, we will not accept this disagreement as a legiti-
mate excuse for Congressional inaction on this most important concept of revenue
sharing.

The CRA.Mw. All right. Representative Elliott Levitas of
Georgia, I believe, will be next.

Mr. LEmrrAs. Thank you, Mr. Chairman.
First, I want to thank our distinguished senior Senator for his kind

words of introduction. Were as proud of his service here in Wash-
ington as we were of his service as Governor of our State. I appreciate
your remarks.

The Cgiw w. We are proud of his service on this committee as
well.-He has been a good Senator.

Senator HANseN. You speak for both sides of the aisle when you
sa that, Mr. Chairman.

r. U As. I would like, if I may request permission, that the pre-
pared rem-rks which I have submitted be male a part of the record
and permit me, if I. may, to depart from them and just make a few
observations on these comments and others that I have heard today.

The CHAMUMA. All right.
Mr. LrvrTAs. First, let me say that I am not one of those who has

been a proponent of Federal revenue sharing from the inception of
its concept. Indeed I was opposed to it for many years. I have changed
my mind, which I candidly admit, but I have changed my midIbe-
lieve, -because I have had first of all, an opportunity to reexamine some
facts.

Secondly, because of new circumstances that exist. And I have re-
flected on my earlier opposition to the principle, Mr. Chairman, and I
think it arose from three basic reasons which I have heard expressed
by members of this committee, by Members of Congress, and by mem-
bers of the public.

The first reason is that there is a latent fear that State and local
officials somehow or other would not use this money wisely or would
not use it as wisely perhaps as congressional legislators might use it.

Secondly, that the States and local governments would rely upon the
Federal tax program in Congress to raise revenue rather than doing
the job at home and, finally, that there was really not a need for reve-
nue sharing. I

However after observing the facts and events of the last decade,
during hali of which I have served as an elected State official, I am
now convinced that for the most part State and local elected officials
are at least as sensitive and knowledgeable about the needs and priori-
ties of their constituencies as Federal officials and that State and local
governments have taxed almost to the maximum their available
sources, that the Federal revenue stem is a more equitable and effi-
cient one and that the existing need. for a program of general revenue
sharing is critical.
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I am concerned, as members of your committee are concerned, about
the problem of budgetary deficit at the Federal level. We in Georgia
are constitutionally prevented from budgetary deficit financing. I am
pleased that we are. Ithink it gives us fiscal responsibility.

But that is not the issue before this committee. The issue before this
committee, as others have said, including my colleagues today, is not
whether there should or should not be a Fedeial deficit budget but
what are the priorities in the Federal budget? And aside from na-
tional defense I suppose there is no priority which is as high as the
problems that beset our local governments and our State governments
today.

I think it is significant that the mayor of our capitol city was also a
witness, Mayor Massell, and that I am a witness today.

This is in fact a coincidence. I represent a suburb and constituency
that you have 'heard about. I live in an unincorporated area of a be-
room suburb of Atlanta. Part of my constituency lies within the
city of Atlanta, part of it is a small town, a county seat, about 24,000,
the city of Decatur Ga., but for the most part my constituents live in
an unincorporated bedroom suburb of Atlanta and yet I have found
both as an elected official from this constituency and as chairman of

-our COMMn ity affairs committee in the House of Representatives of
Georgia that the problems which beset local governments today aren't
so much determined by whether you live in an urban area or a subur-
ban area or a rural area, btt are determined by the nature of the prob-
lem, and frequently there is a commonality of concern and a common-
ality of problems in all these three economic or social areas And it is
for that reason that I am particularly cognizant of the problems that
are addressed by revenue sharing.

There has been a substantial effort by State and local governments
in the last decade to impose the type of taxes they are capable of im-
posing. You have heard the cities. I am not going to recite them againherm

In- Georgia, I might point out, that since 1964, fiscal 1964 through
fiscal 1970, State taxes increased by over 90 percent and local taxes by
over 92 percent, with 89 percent of all local revenues being derived
exclusively from the property tax.

The taxes which are as a practical matter available to States and
local government tend to be regressive in nature. They tend to be the
sales tax and the property tax, both of which are highly regressive,
as compared to the income tax which is, relatively speaking, a more
equitable tax. But because of the Federal involvement to such a dra-
matic extent in this area, many State and local governments are for
this reason precluded from doing too much in the area of additional
income taxation.

The cooperative effect between State and local governments, as some
of the mayors said earlier today, -may leave something to be desired,
and. certainly this is an area of concern both to us as State legislators
and to you as Members of Congress But in our State of Georgia, just
this past year, we have made available from our State legislature a

w percent sal tax for the financing of public transportation in the
Metropolitan Atlanta area.
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Now, we had this as a State legislature because the need existed in
the field of transportation and it existed for our most populous city.
But one of the results of thio is going to be, I predict, that -it will be
more difficult for the legislators who represent the Metropolitan At-
lantst area to vote for increased general sales taxes for the State needs
and the State needs exist in addition to the needs that pertain to local
governments.

So, there is a limit. Because the merchants and the businessmen in
the areas where you are making available, as we do in Georgia, these
additional local taxes, find themselves at a competitive disadvantage
with the merchants and businessmen in communities that don't desire
to avail themselves of this form of revenue.

A great deal was heard this morning, Mr. Chairman from our
mayors about the needs of the cities and those of us in the State legis-
lature are very cognizant of these needs, but I think a word should
also be said about the needs of our rural communities. .
. One thing that we who live in suburban-u T malave come to
realize, and Senator Talmadg is certainly well aware of this because
of his particular interest in this field, is the need for a balanced devel-
opment so that we won't have a continuing flight to the cities where the
problems are not left behind in the rural areas. What we need is the
establishment of a viable economic and social condition in our rural
communities as well as in our urban centers and the impact of revenue
sharing for these rural communities to permit them to evolve a balanced
development will be of great assistance to those of us in the suburban
and urban areas.

As my prepared statement points out we in Georgia, which has be-
come in the last decade an urbanized State, more than 50 percent of
our population now lives in urban areas, we recognize today more
clearly than ever before the need for an establishment of a balanced
development both in rural and in urban areas.

Finally, I think that the critical needs of the mayors, of the county
commissioners and of the State governments have been well docu-
mented, but I think that we really are addressing ourselves to the
continued Viability of a federal system.

The Congressman who addressed you earlier today said we ought
to reexamine the whole game. Perhaps we should reexamine tbe wile
game, Mr. Chairman, but in so doing I think it is important to ke6p in
mind the one contribution this Nation has made to political history is
the concept of federalism. That the elected representatives closest to
the people really are better able and best equipped to make the types
of decisions that confront this Nation. We are trying to govern a con-
tinent. We are trying to govern a population of more than 200 million
people and do it as democratically as possible do it as resposibly as
possible, and this is federalism and I think tiat the fiscal ability to
respond to the needs of the people lies at the heart of the continued
viability of federalism and that is what this revenue-sharing proposal
is about.

I urge your favorable consideration, Mr. Chairman.
(Mr, Levitas' prepared statement follows:)
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PREPARED STATEMENT o RPRzcNTATIVE ELtioTT H. LEVTAs, GEORGiA HOUSE
or R EPRsENTATIVE, CHAIRMAN, COMMITTEE ON STATE PLANNING AND
CoMMUNrrY ArrAms

Mr. Chairman, if a change of mind or a modification of position is to be con-
demned as inconsistency, then I must plead guilty on the subject of Federal
Revenue Sharing. On the other band, if a change of position on an issue of public
importance results from a consideration of new facts or from changed circum-
stances, then I think such a change is not only Justified but required.

For many years I was opposed to the principle that the. federal government
should engage In the practice of a general sharing of its revenue with state and
local governments except on the basis of categorical programs. I suppose the
reason for my earlier views resulted from a fear that the states and local govern-
ments would not use the money wisely, would rely on the federal tax program
and Congress to raise revenue rather than doing the job themselves, and a suspi-
cion that the need for such revenue sharing did not exit. Today, however, after
observing the facts and events of the last decade, I am convinced that, for the
most part, state and local officials are at least as sensitive and responsive to the
true needs of their constituency as are federal officials, that state and local gov-
ernments have taxed, almost to the limit, all their available sources, that the fed-
eral revenue system is a more equitable and efficient one, and that the need for
federal revenue sharing is critical.

Indeed, I am convinced that the continued fiscal viability of our federal sys-
tem, and of strong and responsive local government, may well rest upon the
passage of a federal revenue sharing program such as that proposed by the State-
Local Fiscal Assistance Act of 192.

My duties as Chairman of the Committee on State Planning and Community
Affairs of the Georgia House of Representatives have demonstrated to me, from
the vantage point of state government, the highly complex and costly problems
of our rural and urban communities. More importantly, however, my recent ex-
periences as a public official have taught me that the problems of either urban
areas or rural areas can only be solved if there is a national and state commit-
ment towards the development of a balanced growth policy and the requisite
public investment strategy to accomplish this policy.

Many members of this Committee, as former state officials yourselves, should
also be aware of the fiscal needs and revenue imbalance of the local and state
governments of this Nation. By way of example from my own State of Georgia,
we learned in the Georgia Tax Revision Study Commission Report of 1969 that
there was a projected gap of $102.3 million for the fiscal year 1972 between the
expected revenues of state and local government and the projected cost of pub-
lic services. When projected ahead to the fiscal year 1977, the Commission re-
port estimated that the gap between state and local revenues and the cost of
services would amount to $557 million, or an increase in the gap over only a five
year period of 500%.! Now, the figures $102.3 million or $557 million may not
sound like a great deal of money to members of Congress who appropriate In
figures far beyond this amount, but in a state where the total budget has only
reached a billion dollars annually in the last year, these sums, and the increas-
ing rate at which the gap is being created, assumes frightening proportions.

At the same time, the efforts by state and local governments in Georgia have
not been laggard. In the five years between fiscal 1964 and fiscal 1970, state
taxes increased in Georgia by over 90% and local taxes by over 92% with about
89% of all local revenues being derived exclusively from property taxes.

From these few statistics, as undramatic as figures may be, you can easily
see the pressures upon the tax structure of the local governments of my state and
on the state government itself.

However important these statistics are, the greatest potential contained within
this legislation now before you is providing state and local governments with
the opportunity and fiscal capacity to attack problems common both to rural
and urban areas, and to develop and implement a balanced growth policy between
urban and rural areas and by use of multi-jurisdictional approaches within and
among the various states.
SDuring your review of this bill, I draw your attention, in particular, to the
high priority expenditure categories, the provision for state establishment by
law of priorities within categories, development of local government high priority

81-395 0 - 72 - 23



346

expenditure plans, and the opportunity for the use of funds made available to
state governments under this act to be channeled with performance standards
as part of the local matching share in many of the existing federal grant-in-aid
programs.

Through these provisions, and others contained in the Act, it is possible for the
states and local governments to create a program of balanced public capital
investment and services which will serve the following goals as no other proposals
have done: -

1. Provide local governments in many of our rural areas with the fiscal capacity
to implement a community development plan, developed through the cooperative
efforts of local governments and their multi-jurisdictional area-wide planning
and development districts. Such a plan could be adopted by the member local
governments under guidance of the state. To facilitate the implementation of
the plan, the state could offer its assistance, by use of its allocation under this
Act, to be used on a matching basis with the local government allocations, to
raise the required local matching share of the federal grant-in-aid programs,
when the project or service is area-wide in nature, scope or administration. At
present, there are no less than 27 federal aid programs, and many under active
consideration, to improve the opportunities and quality of life in rural areas
through community development efforts. However, without the fiscal capacity
and a cooperative effort on the part of local and state governments, on a regional
scale, these existing and future programs may well remain unused and inef-
fective.

2. Secondly, this bill before you gives the needed relief to many of our urban
local governments, so that they can now make the effort to improve the quality
of public services rather than just attempting to maintain the existing level
of public services. The areas of greatest public demand and also greatest ex-
pense are those very areas of high priority identified by the bill: Recreating a
safe and healthy environment and making our urban centers safer and happier
places.

3. Availability of funds for multi-Jurisdictional purposes such as Georgia's 18
Area Planning and Development Commissions will promote the most efficient
solution to many problems of rural and urban areas which do not stop at city
or county lines, such as crime, pollution and traffic congestion.

Upon examination of the high priority expenditure categories, as outlined in
the bill, one immediately sees the commonality of priorities between rural and
urban areas. Recent legislation before this Congress sought to address the prob-
lems of inadequate police and fire protection, recreation programs, health serv-
ices, solid waste management, sewage disposal, and public transportation facilities
in rural areas. These inadequacies are the basic underlying reasons why young
men and women choose to leave rural America. If the appropriate state and
local governments are provided with the fiscal capacity to make a cooperative
attack on these problems, then, and only then, will the Job opportunities and
amenities be restored to our rural areas, encouraging their development.

These same high priority expenditure categories require urgent attention of the
states and urban local governments. Demands are constantly being placed on
our nation's mayors and governors to address these same needs in urban areas
but they differ from the needs of rural areas only in their context.

These three potential expenditure strategies, as allowed by this bill on the
part of the state and local governments, are complementary to one another in
that they seek to promote a balance between the opportunities, public services,
and the quality of life of urban and rural ar-as. Under this Act it would be
possible that many of our national goals can be met; that Is, solution of the
many urban problems requiring immediate attention and revitalization and
development of our rural areas to avert a potentially more serious crisis than
now presently existing.

Thus, as I have stated, not only does the need exist which federal revenue
sharing can answer, but even more exciting, there exists the opportunity for
meaningful improvement of the quality of life in our Nation in a revitalized
federal system and through the decisions and actions of governments closest to
the people affected.

Why-it has been asked-should federal tax moneys be used for this purpose,
and I suppose the answer is merely that the question is one of priorities and
commitment. The federal tax system, which is essentially an equitable income tax
responsive to economic growth, has, for the most part, occupied a major area
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of revenue potential. On the other hand, state and local taxes generally are
derived from non-growth-related taxes which are usually regressive in nature,
plus the fact that the recent rapid increases in state and local taxes, both in
rate of increase and amount, has stimulated a problem of local and interstate
tax competition. In short, the revenue system of the federal government is
better equipped, at the present time, and under present conditions, to make
available the financial resources necessary to accomplish the goals I have
discussed with you earlier.

I conclude, then, with a plea both of critical need and of challenging opportu-
nity. The time has come for Congress to act swifty and favorably in approving
a program of federal revenue sharing that can breathe new and better life into
our federal system, into our local governments, and which can provide the better
society which we all desire for ourselves, our families, and our fellow Americans.

The CHAIRMAN. Thank you very much. Is Speaker Kurfess here?
Mr. CoxoLLY. He had to return to Ohio. I submitted a. copy of his

prepared statement.
The CHAIRMAN. How about Senator Robert Vander Laan, is he

here?
Mr. CONOLLY. He is unable to be here.
The CHAIRMAN. That completes the statements of your group, then,

I take it?
Mr. CONOLLY. Right.
Senator TALMADG. I want to congratulate all of you on very fine

statements, gentlemen. I would like to ask one question, perhaps to
President Conolly.

I am perfectly aware of the problems of the States and local polit-
ical subdivisions. I served as Governor of Georgia before I came to
the U.S. Senate, and I am thoroughly familiar with them.

In the past 43 years, we have had an unbalanced budget on the Fed-
eral level 37 times. The Federal budget has been balanced only six
times in the last 43 years. The speaker of the house of Pennsylvania.
Mr. Fineman, stated his tax collections are increasing at the rate of
about 25 percent a year. Mr. Levitas, I believe, stated that Georgians
had increased some 90 percent in the past 8 years. Our tax collections
now at. all levels of government-local, State, and Federal-are about
one-third of our total gross national product. If taxation continues
at the rate it has been going in recent years, before very long it will
be 100 percent of our gross national product.

My question is this: How much more can government at, all levels--
local, State, and Federal-continue to expand?

Mr. CONOLJY. I think you as elected officials and members of the
committee, and-we- selected officials, are getting more and more aware
that we are getting to the end, and how far we can increase this I do
not have the"answer. But I think revenue sharing is one positive step
in. slowing down the cost of administration of financing and delivery
of services to the people.

We have seen cities. I would have to research them out to see how
much more it costs for a dollar to be expended at the Federal level
as it does at the local level-going through Washington and coming
back and being administered from Washington versus the local area.

-p
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I think the mayors demonstrated this morning that they are will-
ing to administer and feel they can do it better if they have the funds
at the local level.

Senator TALMADE. I fully share the view that local government is
just as efficient and in most instances more efficient than a government
far removed from the people. It has been my experience with gov-
ernment that the further you get that government removed from the
people, the less responsive it is to their needs.

I wonder sometimes if it would not be a wiser course of action
rather than this revenue sharing, abolish all categorical grant-in-a.'
programs and then allocate those funds or a portion of them to the
States and local governments to spend as they see fit I

I was impressed with the statement of Speaker Fineman when he
said the problems of Louisiana may not always be the same as the
problems of Oalifornia, and I know that to be truie. I believe then the
States and local governments should be able to utilize their funds
in the direction that they themselves consider their highest priority
and their greatest need, rather than what Congress said was the high-
est priority and greatest need. Would you comment on that?

Mr. CONOLLY. Well, I would have to join in sincere agreement.
Speaking for most all of the 7,716 State legislators we have through-
out the Nation, I know this is basically their feeling. They are frus-
trated constantly by the special categorical grants that have to be
administered, that bypass the State and go directly to local govern-
ments. They are constantly frustrated because they do not have the
control over those and seeing them not applied proper or what they
feel are the needs of the local area. I am confident that this is one
issue, consolidation of revenue sharing; and also to go further than
revenue sharing, consolidation of the various categorical grants-
broad grants in certain fields--if the Congress so determines, but I am
sure that you will get agreement among, for the first time, get agree-
ment among State legislators throughout the Nation that this is the
way to go.

Senator TALMADOE The grant-in-aid programs have grown like
Topsy. When I came to the Senate a little more than 15 years ago, I
do not think they amounted to but $5 or $6 billion a year. What is it
now a

Mr. FINMAN. $30 billion.
Mr. CONOLLY. My figure is $40 billion.
Senator TALMADOE. I thought it was greater than that, about $44

billion. It has gown from $5 billion to $44 billion in a little more
than 15 years time, and every time the Federal Government passes
one of these programs, the States are required to match the Federal
dollars. You may not be so enthusiastic about the program, but the
members of the State legislature, say, well, if we put up 50 cents, we
can get at least 50 cents of Federal money. You figure you are getting
a dollar of Federal money for 50 cents of your own, so you jump in
and match it as quickly as you can.

Just recently we have discovered a horrendous program we started
here 4 or 5 years ago; we refer to it as the spigot, in my office, It is the
social service program. We passed a program about 5 years ago
estimated to cost $40 million a year. The State governments can get 75
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cents in Federal money for every quarter they spend for social
service. In New York, they have put alcoholics anc addicts on welfare.
The other States have discovered that spigot, and it is estimated to
cost $4 billion next year, while the original estimate was $40 million.

Thank you, Mr. Chairman. No further questions.
Senator IHNsEN. I have no questions.
Mr. LWrTAs. May I comment on that?
Senator TALMADOF. Yes.
Mr. LvrTAs. Senator, what you say is illustrated every day when

you are passing on the State budget. We found out, I give you a
classic example, this past February that one of the matters or items
included in the Governor's budget could not be implemented, and,
therefore, we were going to lapse, I think it was, half a million dollars.

_Ao a group got togeter, primarily urban legislators and looked
-down the shopping list-the shopping list being avialable Federal
programs-and we tried to find the Federal program that would
generate the most money with this half a million dollars that we had
left over at the State, and sure enough we were able to find one, because
the argument was that we could take this half million dollars and
turn it in, just by an act of the general assembly, into about $2 million.
We would certainly want to be able to take credit for that with our
constituents, and we were able to do it. But I should say this. There
will be a continuing need for categorical grants. I think and I hope
that this need will lessen. I think one of the reasons that the need
will lessen is that as our State legislatures are becoming more repre-
sentative of the people as a result of reapportionment, that the fear on
the part of many people that the States would not treat the public
fairly is being dissipated.

I think responsibility lies upon our shoulders, Senator, as State
legislators to show that we have the integrity and courage and the
ability to respond, and once we have established our credence and
our credibility with the public to use wisely and in the proper places
money of the type we were talking about today, I think that the need
for categorical grants and many of the programs which have been in-
efficient and counterproductive will diminish. So I think that this
program, while it may appear to be just another expenditure of
Federal money, may ultimately lead to a more conservative fiscal
program by placing more reliance upon our State legislators.

Senator TALmUADO Thank you.
Senator BENNETT. May I have a word?
At this point I have been concerned, and I am sure the Chairman

has, that this general revenue-sharing program, without strings,
might provide matching funds to finance more categorical grants.
It was not intended for that purpose. It was intended to replace them.

What would you say if we attempted to write into the bill some kind
of language which would take away from the State any part of its
grant of its revenue sharing that was used to fund the matching share
of another Federal grant?

Mr. Fixi-xAx. tam under the impression that the bill already
v, ntains such a proscription.Senator BENNwir. The staff tells me it refers only to local govern-
ments, and that even there it is not really effective.
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Mr. CONOLLY. I was going to say I can see no opposition from the
State legislators. I thiXk that an accountant could figure out how to
get around it so it would not appear. I think it might be ineffective. I
think you see abuses constantly.

We ran across a million dollars being spent for the Governor's
mansion at one of our State universities; and when we raised the
question to the university, they said, well, that is not State funds.
They are building a project on the State campus, and we said, where
did the money come from, and they said, that is override, the profit
we make on the Federal grants. So, we make that profit administering
Federal grants, so we decided we will use it to build a. president's
mansion, a million dollars, and that we should have no say-so in that
because that was not our money and so forth. The accountants can
turn it around anyway.

Mr. FINEXAN. [ would see no objection to that.
The CHAIRMAN. It has been directed to our attention that even the

part of that that is theoretically effective, does not preclude a State
from spending the revenue-sharing money for something that does
not obtain Federal aid.

Suppose you, the State, spend your revenue-sharing money for gar-
bage collection that does not have any Federal aid at the present time.
By so doing, you then free the money you were spending for garbage
collection to do something else. For example, you can use that to match
on social services. That dollar gets you three of matching. So that
dollar is worth $4. Money is fungible. So it is a distinction without a
difference when you do not preclude the diverting of moneys from
other purposes. Some of us on this committee feel, more and more,
we would get more efficient use of Federal dollars to, say, a State or
city, as the case may be, here are x numbers of dollars for a purpose,
we fare or whatever you want to use it for, now, that is your share,
and if you need it, go ahead and use it. If you can save anything, that
is also yours. At least that encourages them to be economical.

Mr. "CONOLLY. I think that you, the committee, and the Members of
the Congress have to have faith in the type of people you saw here as
mayors today, and I think they are representatives of the elected
officials throughout the Nation. I think there has been a change in the
type of representation, as was alluded here earlier. Some smart ones
went on to the Congress and U.S. Senate, and the ones that remained
have been basically reapportioned out, and I think we -have a change in
the legislature.

In our house of 177 members, in 10 years, I am now 34th in seniority,
which under two reapportionments show there has been a tremendous
turnover. I am one of the old members of my house. I think this is
common throughout the Nation that the body of the man who has
become more of a professional legislator, an educated legislator. a more
energetic individual, is now meeting the needs and paying more atten-
tion to how the money is being spent.. The executive branch is not doing
it all by themselves any more. Some Governors are upset that the legis-
lators are looking over their shoulders. But I think in the long run it
is going to serve the constituency much better.

The CHAIRMAN. Thank you very much, gentlemen.
Is Mr. Gerard Brannon here?
We are pleased to have you, and you may proceed.
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STATEMENT OF GERARD X. BRANNON, INDEPENDENT
CONSULTANT

Mr. BRANNOrN. Thank you, Mr. Chairman. I am pleased to have
this opportunity to testify on revenue sharing.

For the record, I am research professor at Georgetown and an eco-
nomic consultant. I am appearing in my own behalf.

Senator BENNrr. Were you not once member of the staffI
Mr. BRANNON. I was a long time ago with the joint committee staff,

later the Ways and Means Committee; and then the Treasury.
Senator BENNETT. I would remember you if your hair had not grown

quiteso long.
Mr. BPANNoN. I want to talk about the only one basic problem in

revenue sharing and suggest a way of dealing with it.
I am impressed with the argument that revenue sharing as provided

in H.R. 14370, violates a sound principle of associating the taxing
power and the spending power. This principle is not so relevant to
specific grants-in-aid, since these can be associated with national
benefits; that is, benefits that go to people outside of the State spending
the money. If we did not -have Federal grants-in-aid, State spending
programs would be designed without much regard for the interests
of out-of-State people who do not vote in the State.

When the Federal Government gives more or less free money for the
State to spend as it sees fit, there is value in requiring the person who
calls the tune to also pay the piper.

Still, the ability of the Federal Government to raise income taxes is a
valuable asset that could be put to the service of State and local
governments. I think a compromise is needed. My proposal would be to
provide for revenue sharing along the lines of H.R. 14370, but with
the following changes:

1. The quantity of money to be distributed as general revenue shar-
ing should be fixed as some percentage of the Federal individual
income tax, say. 5 percent.

2. Whether this money is to be distributed to States and localities
in any year would be conditional. The distribution would occur for a
calendar year if-prior to July 1, of the preceding calendar year-
State legislators in States whose representation in the House of Repre-
sentatives constituted a majority of that House had voted for the dis-
tribution to be made.

3. The distribution does not get the requisite votes in the House of
Representatives, the Federal income tax will be lowered by this '5
percent.

4. If the distribution does get the requisite vote, then it will fo into
effect in all States, whether or not a particular State voted for it. The
advantage of the richer States in voting for this is that it will be a
tax increase that applies in all States so there will be no aggravation
of the problems of interstate tax competition. We are puting the
Federal income tax at the disposal of the States but in effect, they

.. have to pull the trigger.
In this way I think we can use the democratic process to apply the

acid test, do the contemplated level of expenditures justify more taxes?
This is an important test that should not be thrown away.
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This is really the substance of my proposal.
It is obviously consistent with many variations in detail and I will

not go into any long discussion of them here, but I will mention two
things.

I am not sure whether the revenue-sharing money should be a
5-percent addition to the present tax rates or a designated 5 percent
of the present tax rates. If the latter, then a failure to get the necessary
votes for revenue sharing would mean a tax reduction from present
levels. The issue here is the same as in the recent exchange between
the authors of the Brookings study on budget programs (who sug-
gested that we will need tax increases to finance prospective programs)
and the White House spokesman (who said that this was not the case).
If the Brookings group is right that we need more money for revenue
sharing, you would do well to associate it with a 5-percent increase in
tax. If the White House is right that present taxes will cover expendi-
tures, including revenue sharing, then if State legislatures vote
revenue-sharing down, existing taxes should be reduced 5 percent.
Based on my limited study of these things, I am inclined to the
Brookings view, but I have not done enough work to pose as an
expert on this.

One other implication of my proposal is that revenue sharing
should start in 1974, at the earliest, with the voting procedures taking
place in 1973. I believe there is an argument that many States and
]oalities have assumed that revenue sharing would go into effect in

1973, and that it is certainly not possible to change the rules now.
Again I do not know what the true case is, I have not done research

to say how valid this assumption is. It does seem to me that assump-
tion of something the Senate has not voted on is improper, but if you
are inclined to accept this assumption, it would be possible to enact
general revenue sharing as it is in .the House bill or 1973, and to
provide this voting procedure to start in 1974.

Thank you.
The CHAIRMAN. Thank you very much.
Senator TALMADOE. Your proposition is that each State would get

5 percent of the income tax collected in that State, I take it?
Mr. BRAzNON. Not necessarily. It could very well be the percentage

that they would get under the bill, either distribution formula con-
sistent with this voting.

Senator TALMADO. Total allocation would be 5 percent of the
gross income tax collected?

Mr. BRANNON. Yes, sir.
Senator TALMADGE. And Congress could apportion it as we see fit?
Mr. BRPANNON. Yes, sir.
Senator BEzmTN. I have two questions. What do you do with a

State whose legislature does not meet every year?
Mr. BRANNON. They could vote earlier and their vote could could

control the next 2 years.
Senator B.NNE1'r. You would give them a 2-year vote?
Mr. BRPANNON. Yes, sir.
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Senator BEN=Tw'r. When you talk about the income tax are you
talking about personal or corporate or bothI

Mr.BRANON. The personal.
Senator BENNrrr. Personal income tax.
The CHAIMAN. Well, thank you very much.
That concludes the witnesses for today. We will meet again at 9:30.
(Whereupon, at 3:50 p.m., the hearing was recessed, to reconvene

at 9:80 a.m., Wednesday, July 26,1972.)
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WEDNESDAY, JULY 26, 1972

U.S. SENATE,
COMMITTEE ON FINANCE,

410" Washington, D.C.
The committee met, pursuant to recess, at 9:45 a.m, in room 2221,

New Senate Office Building, Senator Russell B. Long (chairman),
presiding.

Present: Senators Long, Anderson, Byrd of Virginia, Bennett,
Jordan of Idaho, Fannin, and Hansen.

The CHAIRM1AN. The hearing will come to order.
We are pleased to have Hon. Lee Metcalf, U.S. Senator from

Montana, as our first witness today. Senator, we are very happy to
welcome you back among committee surroundings. We miss you on
this committee but we know you do a fine job an d we will appreciate
your statement.

STATEMENT OF HON. LEE METCALF, A U.S. SENATOR FROM THE
STATE OF MONTANA

Senator METCALF. Thank you, Mr. Chairman, very much.
Mr. Chairman, thank you for your courtesy in giving me an oppor-

tunity to speak in behalf of my amendment. The amendment is No.
1357 and is a printed amendment that has been introduced on the
Senate floor to H.R. 14370, the Revenue-Sharing Act.

Mr. Chairman, tribal governments, since the passage of the Wheeler-
Howard Act, have been acknowledged as quasi-municipal corporations
and have participated in State and local, as well as Federal level,
governmental activities.

Congress has recognized the governmental responsibilities of these
Indian tribal governments by providing for their eligibility, along
with other local governments, in a wide variety of Federal programs,
including the Economic Opportunity Act, 42 U.S.C., Section 2790(f),
the Public Works and Economic Development Act, 42 U.S.C., Sec-
tion 3131, the Omnibus Crime Control and Safe Streets Act, 42
U.S.C., Section 378(d), the Juvenile Delinquency Prevention and
Control Act, 42 U.S.C., Section 3890, the Emergency Employment Act
of 1971, 42 U.S.C., Section 4873, and the Lead-Based Poisoning Pre-
vention Act, 42 U.S.C., Section 4841(2) (c).

The Revenue Sharing Act as approved by the House of Representa-
tives would authorize Federal payments to counties and other local
government units across the Nation, but not to Indian tribes. My amend-

(355)
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meant would authorize allocation and payment to Indian tribes total-
-mg 25/100 ths of 1 percent of the total amount appropriated under
subtitles A and B, or $12.9 million, bated on the reservation population
of 488,000 Indians. The one-quarter of 1 percent is a very close a -
proximation of the ratio of Indians to the entire population. The
actual one is some.24 plus.

The proposed amendment authorizes the Secretary of the Treasury
to make the allocations among tribes in accordance-with regulations
that he would issue and that would generally reflect the policies
embodied in subtitles A and B of the bill This would allow the Secre-
tary to modify the criteria for making allocations--for example,
urbanized population which are irrelevant to reservation Indians.

This amendment would give Indian tribes a fair share of the Federal
financial assistance that is extended to every other local government
in the United States by the bill.

Mr. Chairman, of the categories contemplated to be assisted by the
bill, there are several that are crucial to the economic growth of In-
dian reservations. Streets and roads, public transportation, sewage
disposal systems, and pollution abatement are now unattainable for
our first Americans who live on trust lands.

Reservation roads defy travel, even in good weather, and have been
a major deterrent to business and industry and, therefore, a major
factor in an unemployment rate that is now estimated to be 40 percent.

Alan Sorkin in the 1971 study, "American Indians and Federal
Aid," published by the Brookings Institute, states at pages 82 and 83:

The first obstacle confronting a businessman interested In locating on an
Indian reservation is the totally Inadequate transportation system . . .There are
only 1,400 miles of bituminous paved roads and 1,800 miles of gravel-surfaced
roads on reservations . ..In fact, the condition of reservations roads is com-
parable to that found in underdeveloped regions of the world.

Obstacles to progress are not limited to the Indians' lack of good
roads. The inadequacy of tribal financial resources to meet tribal gov-
ernmental responsibilities and the pressing needs of Indian reserva-
tion communities have been thoroughly documented. See, for example,
Federal and State Indian Reservations, An EDA Handbook, Jan-
uary 1971.

On many reservations where the State lacks criminal jurisdiction,
including some 96,000 square miles--19 times the size of Connecticut-
Indian tribal government is the only local government responsible
for maintaining law and order. While tribes receive some financial
assistance from the Bureau of Indian Affairs, the fiscal year 1972 ap-
propriation for reservation law and order was only $7,729,000, of which
only $1,336,000 were made available to tribes to run tribal law enforce-
ment programs. The Bureau has officially recognized that existing law
enforcement programs on Indian reservations "do not begin to meet
the current needs and demands for such services." Congressional Rec-
ord, February 28,1969, S-2105.

The amendment includes a share of the funds provided for in sub-
title B, as well as subtitle A funds, in recognition of the fact that In-
dian tribes on most of the larger reservations exercise the usual
functions of State, as well as of county and municipal, governments
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A revenue-sharing bill which ignores the needs of Indian tribes would
violate the long-standing national policy-embodied in numerous stat-
utes and countless court decisions--of recognizing and encouraging
Indian tribal government.

In addition, the failure to include Indian tribes in revenue sharing
would deny the special and historic responsibilities which the United
States has assumed for the well-being of tribal Indians.

Finally, Mr. Chairman, by providing a fair share of Federal re-
- venue shying for Indian tribes, the Congress will encourage the

operation of governmental activities on Indian reservations by local
institutions responsible to the Indian people themselves.

The CHAnHIzN. Thank you very much, Senator. We will certainly
consider carefully your suggestions.

Any questions, gentlemenI
€ Senator BENNETr. I have no questions. I think I would want to join

the Senator from Montana in his determination to try and develop
a solution to the problem. I do not have a copy of the amendment before
me. I will study it before we finally act.

The thing that ops into my mind at the moment is whether or not
these funds should fo through the States to the Indian tribes or
whether the money should go to the Indian Bureau and then to the
Indian tribes. In other words, the mechanical process of getting the
money to the people involved.

How does your amendment get the money to the people?
Senator M&rAL. My amendment merely-I will read the amend-

ment, Mr. Chairman.
25/100ths of one percent of the total amount appropriated for amounts under

Subtitles A and B shall be set aside for allocation to Indian tribes that perform
governmental functions. The Secretary shall make allocations among tribes
which will generally reflect the policies embodied in Subtitltes A and B.

Senator BENNET. So you do not care-you do not care how you al-
locate money as long as they get it ?

Senator MErcALF. I would hope the Secretary of the Treasury work-
ing with the Secretary of the Interior and Bureau of Indian Affairs,
would put it down through the States rather than a direct grant. But
if it were a direct grant, as I am proposing that we do in H.R. 1 for
welfare, it would still have to go through some governmental agencies,
but if it were allocated in a State such as Montana, and I suspect Utah
is very similar, a setaside for a tribal organization would take care of
the allocation.

Senator BENNmrr. Thank you.
Senator JoiWAN. I have one question. Senator would this apply only

to reservation Indians?
Senator MWWCALF. Yes, sir; reservation Indians. I made it to apply to

reservation Indians, Senator Jordon, because under the Wheeler-
Howard Act where reservation Indians have a regular tribal organiza-
tion, they perform a governmental function. There would not be a way
to apply it to the Indians who do not have a tribal government.

I Senator JoRDoN. How about AleutsI
e Senator METCALF. Well, some of the Alaskan Natives do have what is

Tthe same as tribal governmental activity in those Native villages and I
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certainly wou!d hope they would be eligible. If the Aleuts that are in
Seattle or in Anchorage, they would not be eligible any more than the
people in Spokane, Minneapolis.

Senator JoRDAN. What about the Alaskan Natives on reservations.
Senator METCALF. The Natives who are under the Wheeler-Howard

Act and have an elected tribal government, would come into this
provision.

Senator JORDAN. I think it is a good amendment. I think it belongs
in this bill. Thank you.

Senator METcALF. Thank you very much.
The CHAIRM AN. Senator, I want to ask you about one item. It may

be an erroneous impression but I was informed that-you might want
to take a pencil and write it down-there are 480,000 Indians on
reservations and we are spending about a billion dollars on Indian
programs but most of it is consumed by administrative costs. It is
said that there are 16,000 employees in the Bureau of Indian Affairs
and 12,000 employees in other Federal agencies who are responsible
for various programs affecting Indians. It is contended if we just
distribute this $1 billion among the Indians this would work out to
$8,000 for a family of four. That might sound like a pretty good alter-
native. How does it sound to you?

Senator METCALF. Mr. Chairman, ever since I have been in Congress,
20 years now, there have been programs to terminate some of the Fed-
eral Government's activities in relation to the Indians. Instead I have
advocated we terminate the BIA. There are many areas where we can
perform the same functions for the Indians that we can perform for
the non-Indian population living right next door. We do it in the
Public Health Service. We are beginning to do it in the Agricultural
Extension Service. It is not fair to say we do all these things for the
Indians when we do the same thing for the non-Indian population
in the same area.

For instance, in the Extension Service we provide an agricultural
policy of helping the farmers through the Extension Service. But in
Indians we make that a part of the general Indian appropriation. Wre
have an Indian Forestry Service which is required to handle Indian
forestry administration. For non-Indians, we have the National
Forest Service. Another example, as I have alreadc stated, is law and
order. At every level of government we appropriate money for law
and order, but we have a special appropriation for Indian tribes who
themselves contribute to law and order. But we do not add up all of the
appropriations for the National Forest Service, the Public Health
Service, the Agricultural Extension Service, the Federal P3ureau of
Investigation and other Federal agencies and say we should eliminate
these services and divide the money among the people of'the United
States. It is unfair to add up the Indian appropriations which are
specialized appropriations, and say that they should be divided among
the Indian people and the services eliminated.

No one would say, we should eliminate the Public Health Service and
give the few dollars that it would provide among the population of
America. Nobody would say we should eliminate, our Agriculture
Department, but if there is any agency in Government that is over-
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staffed and underworked it is the BIA. And this is one way to return
to tribal government the activities that we expect the tribes to do.

The CUARMAN. Thank you very much, Senator. We will certainly
take a look at this.

Senator METCALF. Thank you very much.
The CIIAMMAN. Our next witness is Hon. James L Buckley, the

U.S. Senator from New York. We are glad to have you here today,
Your State will receive a lot of benefits from this bill and also pays as
much as any State in the Union.

STATEMENT OF HON. JAMES L. BUCKLEY, A U.S. SENATOR FROM
THE STATE OF NEW YORK

Senator BUCKLEY. Thank you very much. I am very grateful for
4.-the opportunity of setting out mythoughts on the State and Local

Fiscal Assistance Act of 1972 now being considered by your committee.
In the interest of time I will skip a few sentences of my prepared

statement. I hope curiosity will cause a few of you to look at the
ommissions.

There is an old saying in the legal profession that hard cases make
bad law. I think the same may also be said of legislation designed to
meet emergencie-.-.

H.R. 14370 has been designated in substantial measure to meet the
very financial crises which threaten State and local governments
across the country. I know that in my own State of New York, a
number of our county and municipal governments are on the verge
of financial collapse, not because they have been improvident, but
because they have had obligations mandated to them Nvhich have
grown for more rapidly than the tax bases available to them for the

nancing 6f these obligations.
A major contributor to the problem, as Governor Rockefeller

pointed out in his testimony last week, has been the explosion of
Federal categorical grant programs which distort local priorities
and bleed off their revenues. This has introduced major dislocations
into State and local planning and it has led to the imposition of ever
heavier tax burdens on their citizens. The whole situation has been
brought to a head in the last few years because of steadily rising
costs and the increased demands and lagging revenues resulting from
the recent recission.

I believe heroic measures are clearly justified-but we need to make
sure that the specific measures adopted will not result in fundamental
changes in our governmental institutions which will do major and
continuing harm long after the current crises have been resolved. It is
my fear that the "general revenue sharing" concept incorporated in
ILR. 14370 will have the inevitable effect of institutionalizing a new
approach to State and local financing in which there are a number of
inherent dangers.

The first of these is that it will divorce the responsibility for the
collection of revenues to be shared from the responsibility for their

oo'expenditure. Experience and logic suggest that the greatest induce-
ment to the prudent expenditure of public funds is to require those
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who spend them to justify to the public the taxes that are required to
finance the expenditures.

It can be argued that this legislation is only of a 5-year duration,
and that the money which it will distribute represent so small a
proportion of total State and local budgets that my concern is more
theoretical than practical. I would answer by saying that we would
be naive if we thought that it would be politically possible, after 5
years, to abandon the program. Too many State and local officials
would lobby against a return to a system which would require them
onc again to justify the full burden of State and local taxes required
to finance their programs. Nor can we assume that there will be other
than increasing pressures for even larger Federal contributions so
as to spare the officials from the necessity of having to find new reve-
nues with which to finance ever more ambitious programs.

The second objection to general revenue sharing is related to the
first. We are faced with a crisis because, over the past decade, govern-
mental expenditures at the State and local levels have grown at an
average rate of 17 percent per year, while their source of tax revenues
have been growing at a far slower rate. As a result, many juris-
dictions,-especially those largely dependent on property taxes--have
virtually reached the limits oftheir ability to tax. By this I mean their
tax rates have reached the upper limits of the willingness of the
taxpayers to pay as well as the limits imposed by the practical fact
that they are beginning to cause productive citizens and businesses to
move elsewhere.

It seems to me that, at least in the longer range, the solution to this
dilemma is not to find new, external sources of revenues with which to
finance this extraordinary growth of State and local expenditures,
but to find ways of curbing it. If we open the Federal Treasury for
the financing of State and local governments, we may bring them
temporary relief but we will merely postpone the time when they
will be required to make the hardheaded cost- and program-cutting
decisions which are needed to bring the growth in their expenditures
into some sort of balance with the growth of the economy.

Ordinary citizens can bring effective pressures to bear at the State
and local levels. There is little they can do, as a practical matter, to
force economies at the national level. These pressures have been
brought to bear in a most effective way in my own State. As a result
of a minor tax rebellion and the voting down of various bond pro-
posals, stringent measures have been taken in New York in the last 2

ears to cut expenses, to reexamine and tighten programs, and to
lighten public payrolls. The savings to date have been significant; and
in the process, the administration of a number of programs-notably
welfare-has been improved. I seriously question whether all of these
reforms could have been achieved had H.R. 14370 been enacted 2years ago.

A third objection to general revenue sharing has to do with its corro-
sive effect on the Federal-State relationship. The Federal Government
has already intruded far too deeply on State and local responsibilities
through the proliferation of categorical grant programs. These
have had the effect, in too many areas, of converting State and local
governments into mere administrative agents for Federal programs.
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This is why I so strongly endorse the administration's special revenue
sharing proposals.

General revenue sharing, however, will have the effect of increasing
the dependence of State and local governments on Washington rather
than diminishing it. These governmental units will come to plan
their budgets around the expectation of a steady and, I believe, ever-
increasing flow of funds from'the Federal Treasury. Yet, Congress will
have the continuing power to interrupt that flow or to introduce re-
strictions on the uses to which the funds can be put. In fact, the House
bill has already taken the first step in the direction of control by desig-
nating that moneys distributed to some 39,000 localities can only be used

fo hgh priority expenditures" as Congress and not the localities,
defines those priorities. Ultimately, this could lead to reat instability
in State and local financing, and to an evegr more rigdFderal control
overthem.

Finally, H.R. 14370 will help prolong the dangerous myth that
moneys handed out by Washington to the States and localities origi-
nates somewhere else than in the pockets of their citizens. The adop-
tion of this bill will not lighten the overall tax burden on our citizens.
To the extent that the progress will be financed out of Federal borrow-
ing, the full impact may be deferred, but it will catch up with the
taxpayers with compound interest. General revenue sharing may well
have the effect of providing some measure of rAlief from excessive
property taxes. But this is something which does iot require Federal
intervention to accomplish.

There is no doubt Vut that in many States there is a serious mis-
match between local services required and the tax base available to
support them. By the same token, there is no major source of income,
other than import duties, which is not al available to State govern-
ments. This suggests that given the time and the will, internal adjust-
ments can be made within each State to achieve the most equitable
distribution of the taxation required to meet governmental needs
within the State.

I said at the outset that States and localities across he Nation are
caught up in a financial emergency, and that I believe heroic measures
are in order to help tide them over this period of crisis. What, then,
would I propose as an alternative to H.R. 14370?

Last year, I proposed legislation which would accomplish the basic
objective of providing State and local governments with an emergency
source of revenue, but on a basis which I felt to be consistent with
sound fiscal policy and the maintenance of the political integrity of the
federal system. I have described the bill, S. 1577, as "Revenue Shift-
ing." This bill would achieve the objective of getting $5 billion into
the hands of State and local governments by reducing Federal tax
receipts by $5 billion, while authorizing the Internal Revenue Service
to collect on behalf of each State the savings in Federal income taxes
which are realized by its citizens. The legi action also authorizes each
State to direct the IRS to collect from its residents on its behalf, more
or less than is provided for in the amount to be collected in its capac-

oitv as agent for each State. Thus, each State retains ultimate responsi-
bility for the amount of the taxes which are collected from its citizens
for State and local purposes.

81-36 O0 - 72 - 24
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The net effect of this legislation would be to shift $5 billion from
the Federal Government to the States in a manner which will make
it clear to each taxpayer how much he is paying to his State and local
governments for State and local purposes. Under this alternative
proposal, the Federal Government will not be sharing its revenues with
-the States. Rather, it will be sharing its personal tax base and its tax
collecting facilities. I would like to introduce as exhibits to my testi-
moniy, a copy of S. 1577 together with a more detailed description of the
mechanics and effects of my "Revenue Shifting" proposal, which I
used as the basis for testimony before the House Ways and Means
Committee in June of last year.

I was interested to note that the House bill incorporates provisions
which will authorize the Federal collection of State individual income
taxes in a manner samewhat comparable to my own suggestion, al-

----- though the House provision would not become operative until 1974.
This suggests that if your committee were to accept.my basic "Reve-
nue Shifting" approach and to add to it the requirement that the
States distribute the taxes collected on their behalf in accordance
with the "pass through" provision of H.R. 14370, the basic emergency
objectives of -the bil would be met in a manner consistent with the
House legislation, but without sacrifice to the direct accountably for
taxation which is to essential to responsible government.

If your committee cannot see its way clear to adopt the revenue
shifting approach, then I would urge. you at the very least to limit
the general revenue sharing aspects of H.R. 14370 to 2 years. This
would provide the States with time within which to amend their
laws to insure that no unit of government has a tax base which is
inadequate to finance the responsibilities which are assigned to it by
State law. This would make it clear that the general revenue sharing
legislation adopted by the Congress is of a short-term, emergency
nature designed to do nothing more than to tide the States and local-
ities over their current crisis for a long enough period to permit them
to get their fiscal houses in order.

Thank you, Mr. Chairman.
The CHAIRMBAN. Would you mind just giving me a concrete example

of how this revenue shifting proposal of yours would work? I have
been working on proposals similar to it because the thought appeals
to me.

Senator BUCKLEY. It is a system, Mr. Chairman, which frankly, I
borrowed from Canada. It is a system that is now in effect in determin-
ing the 4ax collections of the Provinces.

What I would propose-and, of course, this begs the question as
to whether or not the Federal G-overnment can spare the $5 billion,
which revenue sharing ivould distribute,-is that the personal income
tax rate be reduced by a sufficient percentage to reduce Federal col-
lections by $5 billion.

At the same time the legislation would authorize the Internal
Revenue Service to collect, as the agent for the States, that same $5
billion in savings realized by the citizens of each State. The State
legislatures could then say no, that they do not want any of this
money, in which case their citizens could realize a 5-percent reduction
in income taxes. Or, they could say, please collect the additional 5
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percent for us. In effect, the convenience of the Federal income tax
facility would be made available to the States.

The Federal tax form would say that so much is collected for the
Federal Goverifment and so much collected by virtue of State action
for the States. In other words, the citizen would know that the tax
bite that he is paying was authorized and directed by his State
officials. Therefore, he would hold them accountable for the amount of
money he is paying in taxes.

The CHArRMAN. I have been thinking about a similar approach.
But the way I was thinking of it was simply to say everybody is
entitled to let us say a tax credit of 5 percent of whatever you pay the
Federal Government. You can make it any percentage you want. It
is the principle I am thinking of. And now when you do that, any
State that does not have an income tax, let us say, would find that their
taxpayers were paying the same thing but they were not getting the
benefit of it. That would then mean if the State wanted to levy an
income tax it would pick up that amount that they could gain for
their government by simply taxing their citizens that amount and
the citizens would lose nothing. It would mean a temporary windfall
advantage to citizens in States that have income taxes. But in the
long run as we work on these tax reform works and as Treasury
overhauls and makes their studies and we tighten up on the loose
ends and loosen up on the tight ends, it woul all catch up on itself
in the final result.

Now, if a State like Tennessee wanted it that way, we could say,
well, if you do not have an income tax for x number of years, we will
just collect whatever benefits citizens of your State. In view of the
fact that we are collecting more from your citizens than from other
citizens, we will pay that amount over to you, but in a fewr years if
you do not want to take advantage of the tax credit, you will just have
to lose the benefits you are receiving.

So they would be very foolish not to levy a tax to continue to pick
up, for their State revenues they would be receiving. Frankly, I find
your thought about revenue shifting would be really more responsible
from the Federal point of view than to have to go in more and more
for revenue sharing. You know, it is more responsible for local govern-
ment to have to raise money from its citizens for a program tian for
us to put the taxes on and pass it on to them.

Senator BUCKLEY. I am glad to hear you say that. That is my fear,
that it will institutionally open access to the Treasury. The pressures
will be to increase and increase the Federal distribution. Then it will
become that much more difficult for citizens in various localities to
bring pressure to bear to hold down expenditures.

The CHAIRMAN. That is the reason I said yesterday we should let
the people vote on how they are going to use this revenue-sharing
money. In Louisiana, we had a bad experience of very unwise sharing
of some of the State revenue sharing-from State to city and county-
and I thought we might prevent that type of thing from happening if
the local governments had to submit the spending proposals to the

vO-people for a vote. I hate to tell you because that idea went over like a
lead balloon. They did not want to have to submit it to the people.

Any further questions ?
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Senator BvNNm-r. I have no questions.
Senator JoRDAN. I think you have got a very fine idea here. -1 sub-

scribe fully to your philosophy. Especially Ahen you say the chief
danger is that this bill will divorce the responsibility for the collec-
tion of revenues to be shared from the responsibility for their expendi-
ture.

Yesterday I suggested to the mayors when they were here that they
consider using the device of an income tax as the vehicle and the IRS
as the collection agency. The cities and the States could get on the
income tax piggyback. Let them levy a percentage of the tax and as-
sume the responsibility of facing their constituents and justifyingthe
percentage of the Federal income tax that they wish to have. Then
they would have absolutely free and unrestrained authority to spend
it in any way they could justify to their citizens. But there was not
very much enthusiasm among the mayors. They said they might like
some piggyback arrangement, but they would like revenue sharing,
too.

I think we have got to tie the two together. I think general revenue
sharing at $5 billion the first year will be $30 billion before the decade
is out. Once you open the door, I think there is no shutting it.

Senator BUCKLEY. I think, too, Senator Jordan, we would be fool-
ing ourselves if we think the money would continue at the $30 billion
without any strings attached. I think the Congress would inevitably
start telling the States all over again what to do.

Senator JoRwA. I agree. Thank you.
The CHAMRMAN. Senator Byrd.
Senator BYRD. Thank you, Mr. Chairman.
I think the able Senator from New York has presented a very in-

teresting proposal and one which should have careful consideration.
I like his approach. I was not able to be here for all of his testimony,
but in reading the summary description, Senator Buckley, the plan,
I think, has a lot to commend it.

The purpose of the revenue-shifting proposal, as I understand it,
is to assure that ultimate responsibility for raising tax funds and for
spending them rests with the same political units, and as you point
out, it accomplishes the same end as general-revenue sharing in that
it provides for immediate increase in funds available to the States
without increasing the cost to the taxpayer, and, at the same time,
without increasing the Federal deficit. I think that would be a correct
assumption, would it not?

Senator BUcKLPY. Correct, yes.
Senator BYRD. I have kept an open mind on revenue sharing. My

concern has been and is that we are increasingly overspending the
Federal revenue. In the past fiscal year, we ended with a Federal
funds deficit of $32 billion. The estimate is that the current. fiscal year
will end with a deficit of $38 billion. In my judgment, it will be $45
billion. We ended fiscal 1971 with a $30 billion deficit. So in a 3-year
period, the Federal Government has accumulated deficits of more than
$100 billion. So, I am concerned about starting a new program, and
this revenue sharing is a new program which would either add further
to the Government deficit or require an increase in taxes.
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I think that the Senator from Now York has presented a proposal
that has a great deal of merit. I do not want to commit myself to
every detail until I have had a chance to study it more fully, but it
seems to me to have a great deal of merit, and I want to commend the
Senator from New York for coming before the committee this morn-
ing with this proposal.

Senator BENNETr. Senator, litening to that last discussion, it seems
to me that this affects the Federal deficit in just the same way as the
committee bill does.

Senator BucKLY. That is right,
Senator BENNErr. It does not change the Federal deficit.
Senator BUCKLEY. That is right.
Senator BENNETT. It is a question of the shifting of the method of

collecting and distributing.
€ Senator BucKIEY. Correct.

Senator BNN-T. Thank you.
Senator BUCKLEY. Thank you, Mr. Chairman.
(The prepared statement and material referred to previously, fol-

low:)

PREPARED STATEMENT OF JAMES L, BUCKLEY, A U.S. SENATOR FROM THE
STATE OF NEW YORK

Mr.-Chairman, I am most grateful for the opportunity to present my thoughts
on the State and Local Fiscal Assistance Act of 1972 which is now before your
Committee.

There is an old saying in the legal profession that hare cases make bad law.
I think the same may also be said if legislation designed to meet emergencies.

H.R. 14370 has been designed in substantial measure to meet the very real
financial crises which threaten state and local governments across the country.
I know that In my own state of New York, a number of our county and municipal
governments are on the verge of financial collapse, not because they have been
Improvident, but because they have had obligations mandated to them which
have grown far more rapidly than the tax bases available to them for the financ-
ing of these obligations.

A major contributor to the problem, as Governor Rockefeller pointed out In
his testimony last week, has been the explosion of Federal categorical grant
programs which distort local priorities and bleed off their revenues. This has
introduced major dislocations into state and local planning and it has led to the
imposition of ever heavier tax on their citizens. The whole situation has been
brought to a head in the last few years because of steadily rising costs and the
increased demands and lagging revenues resulting from the recent recession.

I believe heroic measures are clearly justified-but we need to make sure that
the specific measures adopted will not result In fundamental changes in our
governmental Institutions which will do major and continuing harm long after
the current crises have been resolved. It is my fear that the "General Revenue
Sharing" concept incorporated in H.R. 14370 will have the inevitable effect of
Institutionalizing a new approach to state and local financing in which there
are a number of inherent dangers.

The first of these IR that it will divorce the responaibility for the collection
if revenues to be shared from the responsibility for their expenditure. Experience
and logic suggest that the greatest inducement to the prudent expenditure of
public funds is to require those who snend them to justify to the public the taxes
that are required to finance the expenditures.

It can be argued thnt this legislation is only of a five year duration, and that
the monies which it will distribute represent so small a proportion of total state
and local budgets that my concern is more theoretical than practical. I would
answer by paying that we would be naive it we thought that it would be politically
possible, after five years. to abandon the program. Too many state and local
offi als would lobby against a return to a system which would require them
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once again to Justify the full burden of state and local taxes required to finance
their programs. Nor can we assume that there will be other than increasing
pressures for ever larger federal contributions so as to spare the officials from the
necessity of having to find new revenues with which to finance ever more am-
bitious programs.

The second objection to general revenue sharing is related to the first. We are
faced with a crisis because, over the past decade, governmental expenditures
at the state and local levels have grown at an average rate of 17 per cent per
year, while their sources of tax revenues have been growing at a far slower rate.
As a result, many jurisdictions-especially those largely dependent on property
taxes-have virtually reached the limits of their ability to tax. By this I mean
their tax rates have reached the upper limits of the willingness of the taxpayers
to pay as well as the limits imposed by the practical fact that they are beginning
to cause productive citizens and businesses to move elsewhere.

It seems to me, that at least in the longer range, the solution to this dilemma
is not to find new, external sources of revenues with which to finance this extra-
ordinary growth of state and local expenditures, but to find ways of curbing
it. If we open the federal treasury for the financing of state and local govern-
ments, we may bring them temporary relief but we will merely postpone the
time when they will be required to make the hard-headed cost and program
cutting decisions which are needed to bring the growth in their expenditures
into some sort of balance with the growth of the economy.

Ordinary citizens can bring effective pressures to bear at the state and local
levels. There is little they can do. as a practical matter, to force economies at
the national level. These pressures have been brought to bear in a most effective
way in my own state. As a result of a minor tax rebellion and the voting down of
various bond proposals. stringent measures h'ive I'een takeIl in New York in
the last two years to cut expenses, to re-examine and tighten programs, and to
lighten public payrolls. The savings to date have been significant and in the
process, the administration of a number of lprograms-notahly welfare--has
been Improved. I seriously question whether all of these reforms could have been
achieved hqd H.R. 14370 been enacted two years ago.

As President .Tackson observed in his 1833 message vetoing a revenue sharing
proposal, "I am quite sure that the Intelligent people of our several states will
be satisfied, on a little reflection, that it Is neither wise nor .-afe to release the
members of their local legislatures from the responsibility of levying the taxes
necessary to support their ,;tate governments and vest it in Congress, over most
of whose members they have no control."

A third objection to general revenue sharing has to do with its corrosive effect
on the federal-state relationship. The federal government hiis already Intruded
far too deeply on state and local re.ponsibilities through the proliferation of
categorical grant programs. These have had the effect, In too many areas, of
converting state and local governments into mere administrative agents for
federal programs. This is why I so strongly endorse the Administration's special
revenue sharing proposals.

General Revenue Sharing. however, will have the effect of Increasing the de-
pendence of state and local governments on Wnshinigton rather than diminishing
it. These governmental units will come to plan their budgets around the exlweC-
tation of a steady and. I believe. ever-increasing flow of fumnl' from the federal
treasury. Yet Congress will have the continuing power to interrupt that flow
or to Introduce restrictions on the uses to which the fund- ean be nut. In fact,
the House bill has already taken the first step in the direction of control by
designating that monies distributed to some 39.000 localitie.s can only be used
for "high-priority expenditures" as Congress, and not the localities, defines
those prioritie& Ultimately, this could lead to great instability in state and
local financing, and to an ever more rigid federal control over them.

Finally, H.R. 14370 will help prolong the dangerous myth that monies handed
out by Washington to the states and localities originates somewhere else than
in the pockets of their citizens. The adoption of this ill will not lighten the
overall tax burden on our citizens. To the extent that the program will be fi-
nanced out of federal borrowing, the full impact may be deferred, but it will
catch up with the taxpayers with compound interest. General Revenue Sharing
may well have the effect of providing some measure of relief front excessive
property taxes. But this is something which does not require federal interven-
tion to accomplish.
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There Is no doubt but that in many states there is a serious mismatch between
local services required and the tax base available to support them. By the same
token, there is no major source of income, other than import duties, which is not
also available to state governments. This suggests that given the time and the
will, Internal adjustments can be made within each state to achieve the most
equitable distribution of the taxation required to meet governmental needs
within the state.

I said at the outset that states and localities across the nation are caught
up in a financial emergency, and that I believe heroic measures are in order to
help tide them over this period of crisis. What, then, would I propose as an
alternative to H.M. 14370?

Last year, I proposed legislation which would accomplish the basic objective
of providing state and local governments with an emergency source of revenue,
but on a basis which I felt to be consistent with sound fiscal policy and the
maintenance of the political integrity of the Federal system. I have described
the bill, S. 1577. as "Revenue Shifting." This bill would achieve the objective
of getting $5 billion into the hands of state and local governments by reducing
Federal tax receipts by $5 billion, while authorizing the Internal Rievenue Serv-
ice to collect on behalf of each state the savings in Federal income taxes which
are realized by its citizens. The legislation also authorizes each state to direct
the IIS to collect front its residents on its behalf, more or le-, than is provided
for in the amount to be collected in its capacity as agent for each state. Titus
each state retains ultimate respons-lbility for the amount of the taxes which
are collected from its citizens for state and local purposes.

The net effect of this legislation is to shift $5 billion from tile Federal Govern-
ment to the states In a manner which will make it clear to each taxpayer how
much he is paying to his state and local governments for state and local pur-
poses. Under this alternative proposal, the Federal government will not be
sharing its revenues with the state. Rather it will be sharing its personal tax
base and its tax collecting facilities with state and local governments. I would
like to introduce as exhibits to my testimony, a copy of S. 1577 together with a
more detailed description of the mechanics and effects of my "Revenue Shifting"
proposal which I used as the basis for testimony before the House Ways and
Means Committee in June of last year.

I was interested to note that the House bill incorporates provisions which will
authorize the federal collection of state individual income taxes in a manner
somewhat comparable to my own suggestion, although the House provision would
not become operative until 1974. This suggests that If your committee were to
accept my basic "Revenue Shifting" approach and to add to it the requirement
that the state distribute the taxes collected on their behalf in accordance with
the "pass through" provision of II.R. 14370, the basic emergency objectives of,
the bill would be met in a manner consistent with the House legislation, but
without sacrifice to the direct accountability for taxation which Is so essential to
responsible government.

If your committee cannot see its way clear to adopt the "Revenue Shifting"
approach, then I would urge you at the very least to limit the general revenue
sharing aspects of II.R. 14370 to two years. This would provide the states with
time within which to amend their laws to insure that no unit of government has
a tax base which is inadequate to finance the responsibilities which are assigned
to it by state law. This would make it clear that the general revenue sharing
legislation adopted by the Congress is of a short-term, emergency nature designed
to do nothing more than to tide the state and localities over their current crisis
for a long enough period to permit them to get their fiscal houses in order.
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9% CONORSS S.5 1577

IN THE SENATE OF THE UNITED STATES

APRmL 20,1 971

Mr. Bu0KL!Y introduced the following bill; which was read twice and referred
to the Committee on Finance

A BILL
To provide for the shifting to the States of Federal income

tax collections from individuals.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assmbled,

3 That (a) part IV of subchapter A of chapter 1 of the Inter-

4 nal Revenue Code of 1954 (reking to credits against tax)

5 is amended by adding at the end of subpeA A of such

6 part IV the following new section:

7 "SEC. 41. CREDIT FOR TAXES TO BE SHIFTED TO THE

8 STATES.

9 "(a) GNBERAL RUL.-In the case of an individual,

10 there shall be allowed as a credit against the tax imposed by

n
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this chapter for the taxable year an amount equal to 5.64

percent of the taxpayer's basic inoome tax.

"(b) BASIC INcOME TAx.-For purposes of this sec-

tion, the term 'basic income tax' meae the tax imposed by

section 1, 3, or 1201 (b) for the taxable year, reduced by

the sum of the credits allowable under-

"(1) section 33 (relating to foreign tax oredt),

"(2) section 37 (relating to retirement income),

and

"(3) section 38 (relating to investment credit).

"(o) ExcEPTioN.-The credit provided by subsection

(a) slall not be allowed to an individual for a taxable year

for whioh he is a nonresident of the United States for the

entire waxale year."

(b) The amendment made by subsection (a) shall

apply to taxable years beginning after December 31, 1971.

SEC. 2. SHIFTING OF TAX COLLECTIONS TO THE STATES.

Subtitle A of the Internal Revenue Code of 1954 is

amended by adding at the end thereof the following new
ob~pter:

"CHAPTER 7-SHIFTING OF INCOME TAX

COLLECTIONS TO THE STATES

"SEC. 1601. ADDITIONAL TAX TO BE PAID OVER TO

STATES.

"(a) IMPOSITION FOR YEARS BEGINNING BEFORE

JANUARY 1, 1973.-In ,'ddition to other taxes, there shall
I p
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8

1 be imposed for the taxable years beginning after December

2 31, 1971, and before January 1, 1973, on the income of

3 every individual who is a resident of any State during the

4 taxable year, a tax equal to 5.64 percent of the taxpayer's

5 basic income tax for the taxable year. If any part of the

6 basic income tax is allocable to a State which has requested

7 that a different rate than 5.64 percent be applied, then the

8 tax on the portion of the basic income tax allocable to such

9 State shall be computed at such different rate. Such request

10 for a different rate of tax shall be recognized only if made

11 by the legislature of a State with the concurrence of the

12 Governor of such State and notification of the desired rate is

13 transmitted to the Secretary before the beginning of the

14 taxable years to which it is to apply.

15 " ()) IMPOSITION FOR YI.AR8 BEGINNING AFTE, D,-

16 CEM.ER 31, 1972.-In addition to other taxes, there shall

17 be imposed for any taxable year beginning after Decem-

18 ber 31, 1972, on the income of every individual who is a

19 resident of any State, at the rate requested by such State,

20 a tax on the basic. income tax of such individual for such

21 taxable year. Such request for the rate of tax to be imposed

22 shall he recognized only if made by the legislature of a

23 State with the concurrence of the Governor of such State and

24 notification of the desired rate is transmitted to the Secretary

25 before the beginning of the taxable years to which it is to

26 apply.
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"(c) BAsic INCOMB TAx.-For purposes of this chap.

ter the term 'basic income tax' has the meaning given to

such term by section 41 (b).

"(d) ALLooATIo.-The Secretary or his delegate

shall prescribe regulations etng forth the manner in whiob

the basic income tax of -an individual is to be allocated to any

State, except that-

"(1) in the case of earned income (as defined in

section 911 (b)) which is attributable to services per-

formed outside of the State of the taxpayer's residence,

at least one-half of the basic income tax attributable to

such earned income shall be allocated to the State of

such residence, and

"(2) any portion of the basic income tax which

is attributable to--

"(A) dividends, interest, or royalties, or

"(B) income from sources outside the United

shall be allocated to the State of the taxpayer's residence.

"(e) RESIDEMC.-If an individual is a resident of more

than one State during a taxable year, he shall be treated for

purposes of this section as a resident only of the State in

which he resided during such year for the longer period of

time.

"(f) A&4mmnFNT.--The additional tax imposed by
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5

1 this section shall be assessed -and colleoted in the manner

2 prescribed in this title with respect to the Akx° imposed by

3 chapter 1.

4 "ECl 1602. PAYMENT TO THE STATES

5 "As soon as feasible after the close of each calendar

6 quarter, the Secretary or his delegate shall make an estimate

7 with respect to each State of the amount collected during the

8 calendar quarter under section 1601 on basic income taxes

9 allocable to such State, and the Secretary shall pay over to

10 such State the estimated amount for the use and benefit of

11 such State. Proper adjustments shall be made to amounts

12 subsequently paid over to each State to the extent prior

18 estimate were in excess of or were less than the amount

14 actually collected under section 1601 on the basic income

15 taxes allocated to such State.

16 "SEC. 160. NONDEDUCTIBILITY OF TAXES IN COMPUT-

17 ING TAXABLE INCOME.

18 "(a) The tax' imposed by section 1601 to the extent

19 the rate does not exceed 5.64 percent sha not be allowed

20 as a deduction to the taxpayer in computing taxable income
21 under chapter 1. To the extent the rate of tax imposed by

section 1601 with respect to any State exceeds 5.64 percent,
23 it shall be deductible in the same manner and to the same

O4 extent as a State income tax of the type referred to in section
25 164.
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"(b) If any o the ta imposed on an individual under

section 1601 for a taxable year is computed at a rate less

than 5.64 percent, then any income taxes paid by such

individual to such State for such taxable year shall be dis-

aflowed as a deduction in computing taxable income under

chapter 1 in the amount by which the tax under section

1601 for ouoh taxable year was reduced by the request

of such State for a rate lower than 5.64 percent.

"SEC. 1604. SEPARATE DESIGNATION ON INCOME TAX

RETURN.

"Any tax imposed under section 1601 with respect to

any State and collected by the Secretary or his delegate

shall be shown on the same return as the tax imposed by

section 1 or section 3 with respect to a taxpayer, but shall

be shown separately on such return and clearly designated

as a tax collected for a State and not for the United States."
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REVENUEE SHIFTING" ALTERNATIVE TO GENERAL REvENUE SHARING

SUM MARY DESCRIPTION
Concept

The alternative herein proposed substitutes a shifting of income tax revenues
to the state for the contemplated sharing of federal revenues with the state. The
purpose of the "revenue shifting" proposal is to insure that ultimate responsi-
bility for raising tax funds and for spending them rests with the same political
unit. It accomplishes the same ends as general revenue sharing, in that it
provides for an immediate increase in funds available to the states without
increasing the cost to the taxpayer.

Conceptually, this involves a sharing by the Federal government of its per-
sonal income tax base and tax collecting facilities with the states. The revenues
to be shifted to the state are tob collected on their behalf, and are subject to
increase or decrease at the direction of the states.

.lchanism
Revenue shifting can be placed li:to effect through legislation which would

accomplish the following:
(1) Federal personal income tax rates would be reduced by a percentage

("X" per cent) which would reduce the estimated revenue to le collected for use
by the Federal government for Federal purposes ("tile Federal tax collection")
by the amount which is to be shifted to the states (e.g.. $5 billion.)

(.2) Simultaneously with the collection of the reduced amount of personal
income taxes for he Federal government and subject to the rights reserved to
the state In (3) below, IRS would be directed to collect as agent for each state
an additional amount computed as a percentage ("Y" per cent) of the Federal
tax collection; "Y" being the percentage calculated to result in tile collection on
behalf of the states of the aggregate revenues which are to be shifted to the
states.

(3) Each state would be authorized to direct IRS to collect, on its behalf,
from its residents a larger or smaller percentage. Absent specific Instructions
to the contrary, IRS would collect the amount stipulated in (2) above.
Illustration

A hypothetical illustration may be helpful. Assume that the Federal govern-
iuent currently collec's $100 billion in personal income taxes from the residents
of the fifty states, and that It is desired to shift $5 billion of these revenues to
the states to be used for state and local purposes. Federal personal income tax
rates are reduced by 5 percent, with the result that Federal government revenues
are reduced by the $5 billion which IRS is directed to collect on behalf of the
states.

Assume further that the residents of State "Z" currently pay $10 billion out
of the $100 billion in personal income taxes which are collected by the Federal
government. Under the revenue shifting concept, Federal tax collections from
residents of State "Z" would be reduced to $9.5 billion. At the same time, IRS
would automatically collect an additional $500 million on behalf of State "Z"
unless the legislature of State "Z" gives specific instructions to the contrary.

DISCUSSION

A. Some arguments advanced in favor of administration's proposal
1. State and local governments are experiencing a fiscal crisis in part as a

result of the fact that the traditional state and local government tax bases (sales
and property taxes) have not expanded as rapidly as the expenditures they are
required to finance. The plight of the states encourages shifting responsibilities
to Washington, at the expense of local initiative. Therefore, an alternative
source of funds for these governments is required.

2. The Federal government has preempted the most attractive tax base (91
per cent of income tax collections in the United States are collected by the ,Fed-
eral government), and has done so in a highly efficient manner. By relating
revenues to be shared to personal income, the revenue sharing proposal provides
state and local governments with a source of revenue whose growth potential
is more closely correlated with the growth of the economy than that of the tradi-
tional state and local sources of revenues.
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3. The Federal government can (a) relieve the current fiscal crisis at the state
and local levels, (b) stem the impulse to concentrate still more power in
Washington, and (c) allow the state and local governments to share in the in-
come tax base through the Administration's general revenue sharing mechanism.
B. Weakness of the administration's proposal

1. The Administration proposal divides the responsibility for the collection
of revenues and for their expenditure. A taxing authority ought to be directly
accountable for the proper and efficient use of the tax revenues collected. This
Is a fundamental principle of responsibility which ought not to be waived
lightly.

2. The Federal structure presupposes the authority and self-sufficiency of
the states with regard to those areas of responsibility which belong to them.
To the extent to which the states become dependent on the Federal government for
an important source of revenue they lose their independence of potential Fed-
eral regulation.

3. The Administration proposal will tend to limit the zeal with which state
and local officials will try to limit expenditures. Once the revenue sharing prec-
edent has been set, pressures will inevitably grow to pass on the Federal
government an ever larger share of the cost of state and local government.

4. The Administration's proposal does least for the states with the greatest
need for alternative sources of tax revenue (e.g., California, Michigan, New
York, Pennsylvania, etc.) because the tax system will return proportionately
more to the poorer states than they contribute to Federal revenues. In other
words, the more urbanized states will be required to continue to subsidize
expenditures by states which in many cases are making a smaller tax effort,
and which, because of their less industrialized-urbanized character, have fewer
demands for state and local services of the kind now threatening to bankrupt
their more "affluent" neighbors.

5. The Administration's proposal disguises the true cost to the taxpayers of
their state and local governments because of the persistent delusion that funds
dispensed by Washington originate in somebody else's pockets.
0. "Rcvenue shifting" as an alternative

The basic concept of the alternative herein proposed ("revenue shifting") has
been adapted from the system now in effect in Canada for the division of
personal income tax collections between the Dominion and the provincial govern-
ments. It involves a substitution of a sharing of the Federal personal income
tax base and collection facilities for a sharing of the Federal government's reve-
nues. Its effect is to shift to the states a portion of the personal income taxes now
collected by the Fleral government.

The revenue shifting concept, which can accomplish the main objectives of
the Administration's proposal while avoiding its weaknesses, requires legisla-
tion which will

(1) effect an across-the-board reduction in Federal personal income tax
rates of "X" percent. "X" being the percentage required to reduce estimated
collections for Federal use by the amount of the revenue which is to be shifted
to the states;

(2) direct the Internal Revenue Service to collect on behalf of each state from
its residents an additional amount equivalent to "Y" per cent of the Federal tax
collection, "Y" being the percentage required to equal the amount of revenue to
be shifted to the states.

(3) authorize each state to direct the IRS to reduce, increase or eliminate the
amount of the state share to be collected on its behalf ;

(4) require that tax returns for the Federal and state tax collections be
made on a single or joint form in which it is clearly indicated which portion
of an individual's tax is being raised on behalf of the Federal government and
which on behalf of the state.
D. Illustration of "revenue shifting" mehanic

The overall objective of the Adminih4tration's proposal is to increase state and
local revenues by $5 million without increasing the existing burden on taxpayers.

' The revenue shifting proposal cart achieve this objective in the manner de-
scribed below, based on the Tax Foundation's estimate that the Federal govern-
ment will collect $93.7 billion In personal income taxes in FY 1972.
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1. Federal personal income tax rates are reduced by 5.34 percent thereby
reducing the personal income tax yield by $5 billion. This will reduce the total
Federal personal income tax collections to k88.7 billion nationally.

2. In addition to the personal Income taxes which it is to collect for the
federal government, the IRS is directed to collect on behalf of each state (unless
such state otherwise directs) an additional increment which In the aggregate
would result in the distribution to the states of $5 billion. Based on this illustra-
tion, this would mean that IRS would collect an increment of 5.6 percent above
the amount collected on behalf of the Federal government.

3. Assuming no state pecf locally directs otherwise, the collection of this
5.6 per cent increment above the personal income taxes collected by the IRS for
the purposes of the Federal government would result in a distribution to the
states of $5 billion.

4. Under this proposal, an individual state would be able to authorize the IRS
to collect more or less than the 5.6 percent increment from its residents. Thus a
state which elected not to have IRS collect any taxes on its behalf could, in
effect, provide a 5.34 percent tax cut for its residents. On the other hand,
another state which is particularly hard pressed for revenue could elect to
authorize the IRS to collect more than the incremennt as an alternative to
increasing it sales tax, for example.
E. Advantage* of the "revenue shifting" alternative

1. Because the states have the power to direct IRS to increase, reduce or
eliminate the amount to be collected on their behalf, they retain full responsibility
for and authority over the taxation of their citizens for state and local needs.
No precedent is set for Federal "ball-outs" for states which way have overex-
tended themselves.

2. Because the personal income tax form filed with the Internal Revenue Serv-
ice will specify how much of the tax is being collected for the Federal government
and how much for the state, the taxpayer is spared the illusion that money trans-
ferred by IRS to his state is somehow Washington's money and not his money.

3. The states are enabled to share to a greater extent in what has been the
Federal government's personal income tax base; and, in addition, they are pro-
vided with the convenience and economy of utilizing the existing Federal tax
collection machinery.

4. The revenue shifting proposal avoids making the states dependent on the
Federal government for another substantial source of Income, and therefore
avoids the danger of ultimate Federal dictation. Once the plan is in operation,
its cost to the Federal government will be negligible, amounting as it will to Just
the cost of transferring to each state the amount collected on its behalf. Thus
the system, once established, would not be endangered by future Congressional
economies.

5. It eliminates the invisible subsidies which, under the Revenue Sharing
proposals, are paid to some, often "low tax effort" states at the expense of the
more urban, industrialized states which are currently experiencing the most
critical need for funds.

The CIOMAN. Senator Haitke wanted to make a statement during
today's session and we are pleased to hear from him at this time.

Please proceed.

STATEMENT OF HON. VANCE HARTKE, U.S. SENATOR FROM THE
STATE OF INDIANA

Senator HArTKE. It is clear that the extmordinary fiscal problems
now faced by too many of our State and local governments will not
be solved without additional assistance from the Federal Government.
In an attempt to help the States and localities help themselves, I have
introduced or appropriate reference, legislation designed to encourage

Fo the better use of the State and local income tax device and to sub-
stantially lighten the welfare cost burden.

Entitled the Revenue Adjustment Act of 1971, i.t would help the
States and localities meet their vital respon-sibilities in the following
specific ways:

First, it would furnish an incentive to make fuller use of the indi-



377

vidual income tax by allowing taxpayers to write off 50 percent of
their, combined State and local income taxes against their Federal
income tax liability.

Second, it would require the speedy federalization of welfare pro-
grams now authorized' under the Social Security Act, and pending
such federalization, would increase the Federal share of the cost of
these programs.

Third, it would permit the collection of State and local income taxes
by the Internal Revenue Service upon the request of the authorized
representative of a State or locality.

Although it is clear that a large and growing number of State and
local governments are in desperate need of Federal aid, it is also clear
that too few of these governments have done everything they can to

<xhlp themselves. The fact that 13 States do not yet levy a personal
income tax, and that in the majority of others the tax rate is negligibly
small, does not speak well for the resourcefulness of the States. While
understandable that the prospect of instituting a new tax or raising the
rates of an old one does not ordinarily generate great enthusiasm
among elected lawmakers, it is nevertheless incongruous that the vast
revenue potential of the personal income tax remains untapped in
most States while, at the same time, the Governors lobby feverishly
oi behalf of revenue sharing.

Having said this, I should emphasize that some of the demands
being made upon the States and localities cannot, and should not be
answered by any government other than the national. Most impor-
tatly, it must be recognized that the problem of providing adequate
levels of public assistance to the needy is national in origin and is
susceptible of solution only at the Federal level. Today, the cost to
State and local governments of their public assistance programs is
almost $8 billion eind increasing dramatically.

Disturbed that the States and localities have not more fully faced up
to their revenue-raising responsibilities but aware that the problem
of welfare should not-be viewed as other than a national responsi-
bility, I have introduced legislation which I think fairly apportions
responsibility for change between the Federal and State and local
governments.
-" ,TAX CREDITS

Title I of the Revenue Adjustment Act would allow taxpayers to
take a credit against their Federal income tax liability in an amount
equal to 50 percent of their combined State and local income taxes.
'hAri ciedit would be in addition to the Federal deduction for State
and local tax which is already allowed.

In practice, this 50-percent credit would enable a taxpayer who
owed $1,200 to the Fecerl Government and $200 in State and local
hicome taxes, to subtract $100 of that $200 amount from his Federal
ta'x for a total of $1,100.

IIt is anticipated that such a credit would act as a very powerful
axicentive to the States and cities to make better use of the personal in-
-k-ome ta4ix, As things are now, it is often contended by State and local

officials that the enormous efficiency of the Federal personal income
tax has made it difficult for other levels of government to develop their
own income tax levies. They point out that the Federal income tax is
progressive and very responsive to economic growth, and so brings in
increasing amounts of income ,each year, whereas the tax structure at

81-895-72---25
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the State and local levels is largely regressive and inelastic. Allowing
that this contention is basically coret, the purpose of tax credits is
to enable the States and localities to compete more effectively with
the Federal Government for potential revenue. As noted above, a tax-
payer would be permitted to write off 50 percent of his State and local
income tax liability against his Federal income tax liability. The only
limitation placed on the value of this credit is that it may not exceed
19 percent of the taxpayer's Federal income tax liability. A table
prepared by the staff of the Joint Committee on Internal Revenue
Taxation indicates that the tax credit concept has great potential for
relief if the States and localities are only willing to place increased
reliance upon the individual income tax as a revenue-raising device.
Colmnns 4 and 5 of that table show that the potential benefit to the
States and localities under a 50 percent credit is more than $24 billion,
or almost five times the benefit promised under the President's general
revenue-sharing proposal.

Clearly, the States and localities are furnished a powerful incentive
to raise-or in the case of those 13 States mentioned above, institute--
their personal income taxes to a level which will take full advantage
of the credit without placing the entire burden of increased taxation
on the shoulders of the taxpayer. In that regard, it should be carefully
noted that under this proposal a taxpayer may take both a credit and
a deduction against his State and local income taxes. Presently, the
deduction saves the average taxpayer-with earnings between 8,000
and $12,000-approximatel y 25 cents on every dollar he pays in State
and local income taxes. By allowing this same taxpayer to take both
a 50-percent credit and a deduction, the saving to him is 70 cents on
every dollar he pays to the State and local governments in income
taxes.

INCREASING TIE FEDERAL SHARE ON WELFARE COSTS

Title II of the Revenue Adjustment Act declares it to be the policy
of the Congress that at the earliest practicable date there should be
developed and considered by the Congress a national program for the
provision of aid to the needy; and pending the enactment of this pro-
gram, that the Federal share of public expenditures for welfare pro-
grams be increased to 90 percent. Column 6 of.-the Joint Committee's
table indicates that this increase in the Federal share would result in
an immediate savings to the States and localities of more than $2
billion. Under the proposal, those large urban States with the greatest
welfare cost loads would benefit the most since they currently receive
proportionally less from the Federal Government than do most small
rural States.

The absolute importance of acting quickly to relieve the States and
localities of what has become an oppressive and unfair burden, is
underscored by the provision in title II which provides that the Secre-
tary of Health, Education, and Welfare shall formulate and submit to
the Congress a plan for the complete federalization of welfare no
later than January 1, 1972, and that the increase in the federally fi-
nanced share of welfare costs to 90 percent shall not extend beyond
January 1. 1973. This latter provision is designed to insure that Con-
gress and the President will act quickly on a program for federaliza-
tion of the welfare system; for if no legislation is agreed upon by the
end of 1972, the Federal share of welfare costs will revert back to the
level presently maintained.
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FEDERAL COLLECTION OF STATE AND LOCAL INCOME TAXES

In recent years, States have increasingly tended to conform their
income taxes to the Federal model. Title III of the act capitalizes on
this tendency and would permit the Federal Government and the rep-
resentatives of State and local governments-to enter into agreements
giving the Federal Internal Revenue Service responsibility for collect-
ing State and local income taxes. The benefits of such a system are
twofold: First, it would immediately relieve the States and localities
of the administrative costs involved in collecting income tax revenue--
estimated at $200 million currently for all jurisdictions-and, second,
it would cut down dramatically on the rate of noncompliance with
State and local income tax laws, thereby generating additional State
and local revenue without any increase in tax rates. Although it is im-
possible to say with arty real accuracy what the percentage rate of non-
compliance with State and local income tax laws is ii this country., it
has been conservatively estimated that upward of $1 billion in aldi-
tional revenue would be collected if the Federal Government and not
the States were doing the job.

A SCENARIO FOR STATE AND LOCAL GOVERNMENT

I believe firmly that the Revenue Adjustment Act of 1971 is a rea-
sonable way to help the States and localities meet their rightful re-
s ponsibilities while largely relieving them of the unfair burden of wel-
fare costs.

If the States and localities were fully to respond to the incentives
contained in titles I and II of this legislation, and if the Federal share
of welfare costs is increased to 90 percent, the benefit to them would
be in excess of $27 billion; a sum sufficient to meet the problems of
State and local government for a very long time..

The basic thrust of this proposal it to give State and local govern-
ments the opportunity to broaden, and thereby strengthen, their own
tax structures in answer to the increased demand for public services.
It accomplishes this objective without giving Federal funds to the
State and local governments on a "no strings attached" or block-grant
basis. Nor does it contemplate any radical reduction in the number of
federally administered grants-in-aid programs. While it is indisputa-
ble thatthere are shortcomings in the administration of many grants-
in-aid programs, it is my feeling that the grant-in-aid concept is still
the best one available for quickly targeting and solving problems of
national importance. For that reason, while I Would certainly favor
an exhaustive review of all grants-in-aid programs with the objective
of consolidating and rationalizing whenever possible, I cannot support
a program such as the revenue sharing proposal advanced by the ad-
ministration which contemplates their eventual elimination.

It is estimated that this legislation will produce $15 billion in new
revenue for the States during its first year of operation. In its third
year, more than $25 billion in new revenue will be generated. It, in

-"short, is both more-generous and more effective in its operation than
is the administration's revenue sharing proposal.

Thank you very much.
(A table referred to by Senator Hartke follows:)
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The CHAIRMAN. It is a real honor to have the benefit of the views of
the. Senator from Nebraska, the Honorable Roman Hruska. Senator,
we're glad to have you with us today.

STATEMENT OF HON. ROMAN L. HRUSKA, A U.S. SENATOR FROM
THE STATE OF NEBRASKA

Senator HRUSKA. Thank you Mr. Chairman. Mr. Chairman and
members* of the committee, I appreciate the opportunity to appear
before your committee to discuss H.R. 14370, the State and Local
Fiscal Assistance Act of 1972, as passed by the other body.

My comments will be confined to the potential impact of the bill in
its present form on an act in which I have a special interest-namely,
the Omnibus Crime Control and Safe Streets Act of 1968. The act is
administered by the IUw Enforcement Assistance Administration.

For the convenience of the committee, I have had prepared an an-
alysis which discusses sections of the bill together with the reasoning
for such provisions by thc. House Committee on Ways and Means and
the impact of that section on the Safe Streets Act. In some cases
I have proposed possible language substitution or needed clarification.

I believe the committee and-its staff will find this material self-
explanatory. Three major provisions of the proposed State and Local
Fiscal Assistance Act should be highlighted as they relate to the LEAA
)rogram.

Section 1&2 defines public safety to include law enforcement. How-
ever, it is not clear what the term "llaw enforcement" entails under the
provisions of this bill. In the Omnibus Crime Control Act "law en-
forcement" includes courts, corrections, juvenile delinquency, and drug
control activities. It is suggested that's comparable definition of law
enforcement be provided.

Section 101 provides that units of local governments may not use
the funds which they receive under this act as matching funds for other
Federal programs. Permitting the use of these funds to meet matching
requirements in high priority programs would achieve better coordina-
tion with other Federal funding programs and give greater attention to
the congressional mandates for funding other high priority areas.
Since the House-passed bill apparently allows States to use these funds
for matching purposes, local governments should be given equal con-
sideration.

Section 105 provides for coordination. This section gives the Gov-
ernor an opportunity for review and comment. It seeks to assure that
high priority areas will in fact be addressed. Attention should be given
to the various types of coordination which should be expected to take
place to see that comprehensive criminal justice planning results
under the Safe Streets Act are used to the maximum extent and that
contraproductive efforts were minimized.

In addition, Mr. Chairman, on the last page of the material I have
submitted several miscellaneous questions which should be addressed
by the committee. These questions go beyond the application of
H.R. 14370 to the Safe Streets Act but in my ]udgment need to be
considered in order to allow effective administration of the program
and to insure compliance with congressional intent. Mr. Chairman,
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I would be pleased to respond to any questions that you or other mem-
bers of the committee have.

The CHAIRMAN. Thank you Senator. We will print your attachments
at this point in the record.

(Attachments referred to follow:)
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POTENTIAL IMPACT OF.H.R. 14370, STATE AND LOCAL FISCAL ASSISTANCE ACT OF 1972. ON THE SAFE STREETS ACT
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present great diclties to the local units of
ovarnment Penitting the use of these funds to

meet mathing requirements in high-piority pro.
grams. would achieve 2 purposes: (1)th con-
gressional mandates of the other Federal "i
Prlort" p ol be better achieved; and

lag age end othe nir Federal progams would b

urdunder other Federal p as since ot
Federal program funds are gnrlylimited b
annud alonresional app ontos.I adtoa
Point should beemadeF dea l Programs which
allow "in-dl" or Vt match to be made In
Ieuof cash a dilliculty Is suretoarin when local
overnmis sek to apply ervicspurchased

with Federal funds under this bill as filling
match requirements under current Federal pro-
grams in Use high-priority aors. Under the
current provisions of this bill. such services pur-
chased with Federal funds sem not to be allowed.
However. when these Federl funds for ih-

rioty m are used for general local proposes
dbecome-ommingled with Ioca funds iwbe

impossible to distinguish a loa dollar from a
Federal dollar and therefom implob to enfore
the Prohibition against using services pruchased
with federal funds as "in-kind" match

The following language could be addedtoprovide
that these funds may be used to at=hLEAA
funds. Similar lanpap, for specificallyy)
otherO high priortiy'" Federal Programs may
als be desirable. To amend the State and
local Fiscal Assistance Act of 1972: Be It
enacted by the Senate and House oflR-pre-
seutatives of the United Slates of America in
ConM assembled. That sectla 101 is
amended by Inserting at the end thufo the
following now sentence: "Provided however
funds received under this subitle may be uol
by units of geMrl Ilcl govrnment or- combination of such units to pro the
Mnn-Federal share of grants. including the
requirement of money appropratod i the
atjreope under the Omnibus Crme Control
anarets Act of 19US. as smended, $4
Stat. 11."
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sc 102- turm hig O ity n ot
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_i -'(C) Public
Transportatif on clucudumg t Ra stemand

Sac 102-High Priority Expenditure:Beinn
fine S-0b) EstabBshmea of furtherpriorI
tu-4f aStabe regWry spef(out its own
amurces) moreIon any _c asoyo og fin
w Mn any suparagrap st forth In subsmc.
(a) tam hetotal amot "fegly Spent (outd their own so"ur) by am units of local

movement Md m suchStat on such
egosy. thm Suck Stgtb % law provide
at, for purposes" othis a I such cator
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Governme:P.5, bels" flaN 13. Othe w is
of localld rma a mrl ecle)
Cleesec OC~enos

Federal support shuld underwrite local ex-
penitures In areasOf national prior . and
in thosecases whoee theState regula yex-
pesmo ein aparticular cateoy t al
local governments combined. Stat have a
dh to restrict local government expeciture.
One of as arm of nation priority is public

Feder al ilsuppeortfor high pririyocal ex-
I intOrem of public

To add a pantlm dt on local hgh-
p Iori%=Ims In thoe cases where the Stato's
uolvment sso gretewt it reglady spends
more0oa such items than local governments
spnd.

Sr~d defino-------------

Hwev, the cufe d f*i of public safety
(P.i t e mepMt) asa hiMh-priority are raises
M th ae ee anlt o the terms-lw

anEUM~"gd " epol.prtecti on"DSthyinclude local expenditures for cmrts lnd correc-
t aonswolTberealso aeanmof hioational
priot wIN the meaning of 'laweforcetnt"
as defRied In sec. 601(a) of the Safe Streets Act
and withithe ewse of the police power. A
resrcd definition limitedd to the 'police" arm
of law edorement would have upsetUng con-
"quences to planning for Improvement to the
Stte o/I criminal justice system. In adltion.
oth speigin Congress povide.anding for

of crime. widows of policeofimes and
insurance for policeMces. Are these intended to
be Included?

A large number of bills ar currently pending inCosres for s tng projects- Would thesbefunda une roson?

If th State chooees to aue a catogy a -
because local movements spend less

p50 eP NA at funds In tha eofy, thn
somewlocal governme nts w I hep-aL.Tbey
wN aot beaAte10 impeoeserices In ai-
piormY arnea Ntheir ow, and they cannot he
asred that the Stase Hef will improve serv-
Ices in thishihpriort we& Currenly. LEMA
cOul ee 6 StatesIn this If 'law enfoee
Nea" is denId casX*oee- with be e Sat ets
Act. AN "ItIna - may rmslt frm dirw
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Semen rt. proMded to LAin fthe MpbeOmen
0011 q --ftusI urve

Clriation Is mcmry. The deiniton t 'law
enforcement" should bethe same as the
defnion in the Sale Stre Act

Clarikation is needed to verify use (or nonuse)
of thes funds for street lighting which seems
to be n aree of Incruesig eod and concern

We cannot reommed a lukdion a preme, but
this mater do domm further considerate

A siuwpmvslonmayormay not b deirabL
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POTENTIAL IMPACT OF H.R. 14370, STATE AND LOCAL FISCAL ASSISTANCE ACT OF 1972. ON THE SAFE STREETS ACT-Continued

Possible lanpae substitution or needSection Reason for the provision Impact or suggested need for alteration clarification

Sec. 103(d)-Special Allocation Rules: item 4, p.
10,iN (4). Use forareawide procts-(A) Per-
mitted in "2 or more contiguous counties."

Sec. 105-General Provisions: (a) Assurance of
local government higp priority expenditures
plans. P. 20, beginning line 10-"In order to

* quality ... a local government must establish
... after an opportunity for review and com-

ment by the Governor. . . that it will use
amounts ... only for high-priority expenitures
and that i twill so use such amounts during such
reasonable period..."

TheState priority may be greater than thatof one
or more local units priority when viewed in
combination.

Minimum assurance of attention to priority
areas.

Sec. 122-Amount of Entitlement of each State: The provision of Federal funds to local units of
(e) State must maintain effort. 2) Adjustment g"vernmet should not provide an excuse for
where State assumes responsibility for category Stateo ermentto reduce theircurrent level
of expenditures. Beginning line I--"lf the of financial aid to local units. Therefore the
State establishes tothe satisfaction of thiSecre- bill provldesthatStates mst maintain atleast
tary that since June 30, 1972, it has assumed their current level of support to local units of
responsibility for a category of expenditures governmentLTobeconsistent, theState which

e July 1, 1972) was the responsi- hs provided funds to local units in the past is
bilityof local governments located in such State, not penalized and can keep the revenue-shar-
the n the aggrate amount taken into account sharing funds at the State level.
under paragraIB (1)B) shall be reduced to the
extent that increased State spending (out of its
own sources) for such category has replaced
corresponding amounts which for the 1-year
period beginning July 1, 1971, it transferred to
units of local government

No provision.... .. ......................................................................

This is most consistent with the Safe Streets Act man-
date. It may be desirable to extend the authority to
interstate arrangements of the same nature.

This provision has the potential to yield the best re-
suts in the State and local governments efforts to
coordinate and integrate revenun-sharing funds in-
to Stat and local prioritiesas well asother Federal
program priorities. In sec. 101 comment was made
relative to the use of these funds to match other
Federalprogams ofa blah-priority nature. Into-
grating this provision with the permissive use of
revenue sharing-funds as match for other Federal
programs would appear to go a long way toward
achieving these results. In addition, it will become
necessary to develop further coordination with
Safe Streets Act planning efforts at the State, re-
gional, and local levels. The Sfe Streets Act and
the need for usefulness of comprehensive planning
and a coordinated approach to solving crime prob-
emsby the variouselemeofcof the criminal justice

systems is a must.
This appears to appy to thet"bt.t-in" provisions of

sec. 303(2) of the Safe Streets Act.

State level use of revenue sharing as match for State
agencies Is not authorized or prohibited. It would
also be useful to permit use of revenue-sharing
funds as State level match for the same reasons as
at the local levels.

The potential for specific authority in the inter-
state area should be considered.

The Governors, through the State planning
agency, must be involved in this review process.
Additionally, involvement should be considered
so that regional and local plans will not be
destroyed by the influx of funds in an unco-
ordinated fashion. Other possibilities could in-
dude separate State planning macinery.
involvement of LEAA, or s proper Involvement
of the local government machinery. Priorities
may involve supplementation of funding areas
closely related to LEAA funding but prohibited
by specific provisions of the act, i.e., salary
limitations.

Clarification is needed relative to the interaction
of this provision.

A new provision under subtitle B would be
needed: "Payments rade to States under this
subtitle may be used to provide the non-
Federal share required of grants, including the
requirement for appropriated funds, under
the Omnibus Crime Control and Safe Streets
Act of 1968, as amended."
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MISCELLANEOUS QUESTIONS WHICH MAY NEED To BE ADDRESSED

1. Are other Federal statutes such as the National Environmental Policy Act,
the Historic Site Preservation Act, the Relocation Assistance Act and the Clean
Air Act, applicable to these funds?

2. Are general OMB Circulars such as A-87, A-95, A-85, A-102 applicable to
these funds?

3. What financial provisions are to be made to assist the States In assuming
the substantial audit responsibilities?

4. What financial provisions for Technical Assistance of the Secretary of
Treasury to the States exist?

5. What other Federal Acts or regulations are to apply to funds used for con-
struction, e.g., EEO?

0. What authority will Treasury have to enter into Inter-Agency agreements?
7. What subpoena powers exist?
8. What criminal penalties will exist for willful fund misuse?

S9. What administrative provisions are needed for the Treasury Department,
Se.g., supergrade positions, consultants, etc.?

10. Are requirements for reporting and access to records applicable to sub-
contract recipients of revenue sharing funds?

11. What authorities does the Secretary of Treasury have to delegate respon-
sibilities?

12. What recourse do State or local agencies have when dissatisfied?
13. What provisions have been made for reallocation of funds (when nec-

essary) ?
14. Is clarification necessary on investment of funds in Treasury Bills or

Notes?

The CHAnrMA. The next witness then, will be Mr. Roland Bixier,
president of J. B. T. Instruments Corp. of New Haven, representing
the National Association of Manufacturers; accompanied by Mr. C.
Raymond Cahoon and Mr. Edward A. Sprague.

We are pleased to have you here today, Mr. Bixler.

STATEMENT OF ROLAND BIXLER, PRESIDENT OF 1. B. T. INSTRU-
MENTS CORP., REPRESENTING THE NATIONAL ASSOCIATION OF
MANUFACTURERS, ACCOMPANIED BY C. RAYMOND CAHOON,
SENIOR TAX PLANNING ASSOCIATE, MOBIL OIL CORP., NEW
YORK; AND EDWARD SPRAGUE, VICE PRESIDENT, NATIONAL
ASSOCIATION O&E!MANUFACTURERS

The Ch3ArMAN. We are pleased to have a former president of your
or nization among our members on this committee. He does a great
job for the. country. I do not know whether you and he agree on what
you are getting ready to say here today, but he has graduated to states-
manship here now. He is no longer running for office and he is deter-
mined to save the country even if it is not popular.

Mr. Bix r. We hope we can help him.
Mr.Chairman, and members of the Committee on Finance, I am

Roland Bixler, president of J. B. T. Instruments Corp., a manu-
facturer of electronic components with about 250 employees. We are
located in New Haven, Conn.

My appearance is in behalf of the National Association of Manu-
facturers, as a member of its committee on taxation and the chairman

'of tie State taxation of the interstate commerce subcommittee. Pre-
viously, I served as a director of NAM.

On my right is Mr. Cahoon, senior tax consultant of Mobil Oil
Corp.; and my left, Edward A. Sprague, vice president, Government
Finance Department of NAM.
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We are pleased to have the opportunity to present the NAM's view
on H.R. 14370. I have a full statement with me which I hope can be
included in the record.

For more than 5 years, we have been studying various proposals
for general revenue sharing, and the problems to which it is directed.
After each consideration, we have found the, principle faulty in con-
cept and practice. Although the version now embodied in H.R. 14370,
the State and Local Fiscal Assistance Act of 1972, includes some new
safeguards and improvements, they do not dispel our fundamental
objections.

FISCAL C6NISIERATIONS

The report of the Ways and Means Committee on H.R. 14370 sug-
gests that the case for this form of revenue sharing is made, first and
.foremost, on the basis of the "fiscal crisis" of the localities, reflecting
limited tax bases, the increase in urbanization, reluctance to raise
taxes that will lead to loss of population or business, and inflation. The
problem of the States is seen primarily as one of reluctance to make
more extensive use of their own tax resources. The States are partic-
ularly urged to turn more frequently to the income tax as a revenue
source.

Although the critical state of Federal finances is recognized in the
report, the proponents of HR, 14370, apparently believe there is no
reason to defer or preclude this new expenditure program. Because
the program was included in the budgets for fiscal 1972 and 1973, it
is not seen as adding to the potential deficits. Essentially, the argu-
ment for general revenue sharing involves an attempt to shift part
of the cost of public services from one level of government to another.
However, shifting costs does not eliminate them any more than shift-
ing funds from the Federal Treasury to those of States and localities
increases total resources. During th*6 debate the whole "fiscal dividend-
fiscal mismatch" concept form which general revenue sharing is de-
rived has lost much of what cogency it may once have had.

rhat State and local governments face ever-increasing fiscal
crises has become almost axiomatic in the post-World War I I period
by virtue of uncritical repetition. Yet, the fact remains that they have
bien able to raise very substantial additional revenues. Although it is
generally assumed that imposing new taxes and raising existing rates
is politically risky, particularly at the State and local levels, 21 of the
41 State legislatures meeting this year have tax proposals totaling $7
billion in added revenue be ore them. Indeed the fiscal "mismatch" or
"imbalance" shows signs of reversing. The Tax Foundation, Inc.,
now projects that, as a result of tax increases, State and local govern-
nents will raise $323.5 billion in taxes in 1980 as against $130.8 in
1970--or an increase of almost 274 percent-sufficient to meet esti-
mated expenditure increases. On the other hand, the Brookings Insti-
tution projects a Federal revenue deficit of $17 billion in 1975, even
with full employment.

Underlying a great deal of the discussion of "fiscal mismatch" is
the domination of the income tax field by the Federal Government.
While the structure of the Federal tax system. appears to give all
the advantage to Federal receipts in keeping up with economic growth,
in fact, there have been substantial Federal tax reductions in recent
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years. Federal taxes were reduced in 1964, 1965, 1969, and. again in
1971. These reductions have eased the way for State-local tax increases.
When the Federal Government releases some of its revenue, there is
indeed a "1trickle-down" effect-the States and localities can and have

icked up substantial new revenues as a result. Furthermore, the
tates and localities have by no means neglected the income tax.

Although the sum they raise is, of course, still small in proportion to
Federa revenue from this source, it now amounts to approximately
$12 billion-no insignificant sum.

The most obvious trend in State-local spending in the last decade has
been the expansion of employment costs. Wages and salaries have been
a rapidly rowing portion of State-local spending. Between 1959 and

1969, employment at the State-local level increased by 55 percent-
more than twice as rapidly as the Federal level. The rate of increase in
total wage and salary costs of State-local governments was even
more marked-160 percent. Average annual earnings increased con-
siderably more rapidly in the public sector from 1959 to 1969, than
in the private sector.

Low-productivity is certainly a problem, as it is in most service
industries. Most important, however, is the question of whether there
has really been the need to increase the number of employees to pres-
ent levels and whether spending demands are confused with spending
needs. This is not only a matter of productivity but also one of the
management and organization of government operations. If requests
for increased personnel are not subjected to critical examination, there
is a built-in factor raising employment costs.

Available evidence strongly suggests that a significant part of the
upsurge in State-local spending trends represents deliberate decisions
to expand the scope of services and reward employees in a moregen-
erous manner. It is also apparent that population growth and other
factors over which State and local governments have little or no
control have not been as important in determining this spending
trend. The funds provided by H.R. 14370 could weI reinforce this
discretionary growth. Literally by encouraging the State and local
authorities to pass the buck to the Federal Government. This, is our
basic objection to separating taxing and spending powers which
1I.R. 14370 woiild do.

The "fiscal dividend" which was to have provided the financial basis
for revenue sharing has been completely dissipated. The fiscal divi-
dend-fiscal mismatch argument-even if it once seemed to have some
validity-now appears to have been outdated by developments during
the years of debate. Therefore, it seems to us unwise to enter into
commitments for at least $5 billion a year on the basis of assumptions
that may be no longer valid.
. The House of Representatives, although authorizing the funds, did

introduce some safeguards and improvements over the concept of
"no strings" revenue sharing. The most important of these, in our
view are:

(1) The specifying of dollar amounts instead of assigning a given
share of Federal tax collections to this program.

(2) The 5-year limitation on revenue-shared money.
(8) The guidelines for use on the funds so that the level of govern-

ment providing them would retain some control over how they the
spent.
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If it is the will of the Congress to enact this program, we urge you
to make these further fiscal improvements: '

(1) Bring the effective date forward from January 1to July 1, 1972.
In addition to specifying dollar amounts for each of the years, au-

thorize a 5-year program but appropriate the funds in ste)s for the
5 years; for the first 2 years; for the second 2 years; for the final year.
It this were done early in the year before the funds became available,
it would give the recipients time to make their own fiscal plans.

Specifically in relation to the allocation of funds to the States under
H.R., 14370, a problem arises because of the use of State income taxes
in the fund-allocation formula. Although nonincome tax States would
receive-some funds,the influence of the Federal Government would be
exerted in favor of adoption of this tax in the name of self-help. This
makes very evident both the dependence of the States on the largesse
of the Federal Government and the club the Federal Government
wields through any grant'structure.

The provision for "piggybacking"-Federal collection of State in-
come taxes-is designed to reduce the cost of administrations by en-
couraging the standardization of State income tax laws if five or more
States, accounting for at least 5 percent of the taxpayers in the United
States, request it. This will require that a participating State's- in-dividual income tax base must closely form to the Federal income
tax base.--ccor-ding to earlier estimates, this could save the States
approximately $1 billion "n the first year's application alone.

If applied on a wide scale this provision would tend to raise the
progression of the Federal-State personal income tax structure. At
present, most State income taxes are either flat rare or only mildly
graduated. But obviously, this measure would encourage States to
adopt a stated percentage of the Federal income tax liability as their
own rate structure. While the NAM has not taken a position on Fed-
eral collection of State income taxes, we question whether it is the
intention of Congress to increase the tax graduation in this particular
legislation through "back door" means.

INTERSTATE, TAXATION

Revenue-sharing legislation in general, and Federal collection of
State taxes in particular, raise again a related question of a much
older and-more protracted problem-State and local taxation of inter-
state commerce. In fact, this subject has been before Congress since
the 1950's. Exhaustive studies have been made and the House, by wide
margins, twice has passed bills that would set minimum standards
for taxing multistate businesses and grant some relief from the maze
of complicated- State and local tax requirements. To date the Senate
has not acted.
. The burden on business in seeking to comply with the array of dif-
ferent State and-local regulations and procedures is staggering, as the
number of jurisdictions taxing companies engaged in interstate com-
merce is literally exploding. There are 46 sets of corporate income tax
laws and 46 sales and use tax laws at the State level-not to mention the
numerous other laws of general applicability such as gross receipts
tax laws, stock laws, et cetera.

Prior to 1945, only New York City and New Orleans imposed a
local sales tax. By 191, moxe than 3,500 local governments, including
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approximately 3,00R) municipalities and 500 counties, levied sales
taxes. So we have gone from two to 8,500 in that period of time.

The problem is especially critical for small- and moderate-sized
firms. By definition their business operations are modest and thus
their relationship to most States is slight. Yet, the myriad jurisdic-
tional rules of the various States reach and entangle these businesses
in such a variety of ways that these firms are often forced by cost or
unsuitability of the records to noncomply and thus to risk a buildup
of liability that can threaten their existence. The difficulties facing
all firms doing interstate business are pointed out by this quote from
the recommendations of the House Special Subcommittee on State
Taxation of Interstate Commerce, published-in 1965:

"With respect to all of the taxes considered in this report, the thresh-
old question facing the interstate company is whether or not its
activities within a State are sufficient to make it taxable by that State.
For each kind of tax, there is a broad range of activities for which
liability is asserted by some States and not others. In many cases, the
determination of whether or not liability exists is difficult, if not im-
possible. * * * When the problem of determining whether there is
liability is reviewed in terms of the cumulative effect of all four
types of taxes, the variety and complexity is greatly increased. Not
only do jurisdictional standards differ among the States, but they are
als nonuniform for different taxes within a single Stt.",

Despite much prodding, the States have not ben able or willing to
cooperate in setting sensible jurisdictional and apportionment stand-
ards on their own. Thp result is a serious threat to the flow of com-
merce of the 50 States.
W e ask you now to consider the issue as a pertinent part of your

deliberations on revenue sharing. Please take into account:
(1) If the Federal Government is to share its tax revenues, which

depend so greatly on interstate commerce, with lower tax jurisdictions,
it is incumbent on the Federal Government to require not only that
these funds be spent in a responsible manner, but that the recipients of
such aid show responsibility in their jurisdictional reach and appor-
tionment procedures for taxing interstate commerce.

(2) If the Federal Government is to provide for collection of State
income taxes and require participating States to conform their tax
bases with the Federal income tax, there is all the more reason to
require the States to use common standards for taxing interstate
business.

(3) Most of the past resistance to Federal interstate tax legislation
has been the fears of revenue loss expressed by the States. Although
not well documented, any such "losses" would be de minimus compared
to the financial benefits (at least $5 billion per annum) that general
revenue sharing would bring to States and localities.

The NAM's own interest in the field of State taxation of interstate
commerce dates back many years. In addition to participating in liti-
gation in the early 1950's, the association was also involved in the dis-
cussions leading to the passage of Public Law 86-272 in 1959 and in
the studies and hearings conducted last decade by the House Select
Subcommittee on State Taxation of Interstate C(ommerce. Members
and staff of the association have discussed the subject at length, state-
ments have been hammered out in policy sessions, and testimony has
been presented to the Congress on several occasions.
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Throughout this period, the NAM ha consistently urged that the
problems concerning State taxation of interstate commerce can be
solved by enactment of a limited bill establishing Federal jurisdic-
tional standards for all types of State taxes levied on interstate
commerce.

Specifically, the business community has favored the jurisdictional
rule and other standards contained in S. 317 introduced by Senator
Ribicoff of this committee, and Senator Mathias.

However, we are not insisting on any one particular piece of legis-
lation. As a matter of fact, as a result of recent efforts at compromise
in order to get some movement on the problem after these many years,
there is gathering support in the business community for a measure
that would fall short of S. 817. This would set certain jurisdictional
and apportionment standards but would allay revenue loss fears of the
States by preserving certain court decisions regarding collection of
sales and use taxes. A registration procedure would be established to
protect businesses selling in interstate commerce from liability for
payment or collection of taxes in States where they have no business
location.

WVe feel that this type of measurement would go a long way toward-
solving the interstate tax problem and could receive widespread sup-
port as a middle-ground position on this important aspect of revenue
sharing.

We hope that this concept can be put, into legislative form very
shortly.

Thank you.
The CHArMNAN. Thank you very much, Mr. Bixler.
Senator Fannin?
Senator FANNIN. Thank you, Mr, Chairman.
Mr. Bixler, is it my understanding that you recommended higher

State taxes.
Mr. BxLFm. No. We feel simply that the present legislation would

have the effect of putting the pressure on the remaining States and
cites to establish income taxes that would be using the same base and
tie sar.ie progressivity that there is in the Federal structure, whereas
now they tend more to be a flat rate or at least a very low rate.

Senator FANsiN. I know the mayors announced yesterday they
were-in many of the States they were prohibited from having local
income taxes. I did not know whether you were referring to that or
not.

Mr. BixLF No, I was not. As a matter of fact, as a citizen of Con-
necticut, we do not have a State income tax currently, so we are still
back among those- .

Senator FANNxN. Or city income taxes, either?
Mr. BxxLmn. Right
Senator FANNIN. The factor of the competitive situation with the

other counties-you spoke about the interstate factors-how much
of a problem is it for the members of your association as far as our tax
structure compares with the other industrial nations of the world?
How much problem do we have to compete with as far as tax structure
is concerned Is it a factual situation ?

Mr. BIXZRn. Are you referring, Senator, to our ability to compete
in markets abroad?
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Senator FANNI. Yes, and also the standpoint of competing in
our own local markets.

Mr. B-LfxL. Let me take the latter. Competing in our own markets
is a real problem because with 8,500 potential sales and use taxes for
example,,to be collected by a company, many of our companies, at least
oM panies of our size, do not even have records to kmow what we sell

by States, by cities and by counties and the like, and the administra-
tive burden would be tremendous.

The reason we do not keep those records is because we deal in market
territories. All the records are kept on that kind of a basis instead
of any other way. And I know for example, again in Connecticut,
our State Association of Manufacturers has found that the biggest
response ever had from its members was regarding the matter of
trying to participate in interstate commerce and comply with all the
various kinds of tax regulations there are because there are insufficient
guidelines.

It is not a desire to avoid payment of those taxes but it is the com-
plex structure that is involved there.

Senator FANNINr. Do you feel the formula that is set out in the
Housebill is equitable, for instance, to your State?

Mr. BIXLER. Now, here I have to speak personally.
Senator FANImN. Yes. You mentioned inadquate, so that is why I

am making it a personal question.
Mr. Bixim. No, I do not. We would lose $16 million in revenue

as a State because we do not have a State income tax. I feel, instead,
the- legislation should look only at the States and localities raising
a fair proportion of governmental expenses. In other words, the State
of Connecticut produces substantially a higher percentage of gross
income of its citizens by tax now without a State income tax than
the average of all States, and yet we are going to be penalized if this
legislation is adopted because we do not have a State income tax.

$enator FANNIN. I understand that. Now, taking it to the stand-
point of the association, have your people studied this formula as
compared to any other formula that might have been under con-
sideration or that you might recommend?

Mr. BrxxUR. I think it is a fair statement, is it not, Mr. Sprague, that
we do not have a position on that I

Mr. SPRAouE. Senator, we have not taken positions specifically on
some of the alternatives, such as the tax credit plans or the shifting
plan that Senator Buckley mentioned. We have put a lot of emphasis
on the special revenue-sharing alternatives as a general alternative
to general revenue sharing, if you will, the bloc grant approach.

Senator FANNIN. In any of your materials that you furnished
today, do you have that set out?

Mr. SMAoUE. Yes.
Senator FANNIN. Fine, thank you.
Mr. SPRAGUE. Thank you, Senator.
The CHAIRMAN. Senator Byrd ?
Senator BYRD. Thank you,Mr. Chairman.

_ Mr. Bixler, I think your statement is a very thorough and well'
documented one. I find it interesting and useful.

Let me ask you to elaborate a little more, if you will, on your asser-
tion that one of NAM's chief objections to the general revenue-sharing

81-895--72-----28
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concept is that it- increases the dependence of States and, localities
on the Federal Government. Would you comment a little bit more
on that?

Mr. BIXi'FmR. Yes. When we see local and State budgets already
anticipating revenue sharing as an income item for the current year,
and the like, and yet this produces moneys for which there is not
some responsibility, that is, they only have the jurisdiction to spend,
but not to raise the money-we think it can lead to ,a good deal of
irresponsibility.

Again, to be personal about it, I have been for the last several years
the moderator of a New England town meeting in the town of
Woodbridge, Conn., and there we have to present M1 the budgets and
look the fellow taxpayers right in the eye and tell them how much
it is going to cost.

It is amazing how much you can do without or how efficient you
can be if you know who is going to pay the money coming out of
the taxpayers in that town. It seems the further we get from the
place that it is spent to the place where the money is raised the easier
it is to have slippage and also to have other kinds of handling costs.

Now, we also have found that in a good many instances these Fed-
eral moneys are regarded as kind of found money and, to take an
example, the teachers or the fir6men or policemen, or somebody else,
really say, well, that is almost our money. You had not counted on
that before. You will not have any trouble now in transferring that
money to us.

That is the kind of thing.
Senator BYpD. So you feel rather than making the States more

independent of the Federal Government, actually what revenue shar-
ing would do would be to make the States more dependent on the
Government.

MNr. BIxJER. Correct.
Senator BYRD. Let me ask you another question which does not

relate direct to your testimony today as it relates to another piece
of very important legislation which is before this committee. am
not clear as the position of the National Association of Manufacturers
in regard to H.R. 1, the social security, medicare, welfare proposal
as passed by the House of Representatives.

Mr. BixLER. The reason I smiled, Senator Byrd, is that I bet on the
way over today that th. question could come up and I am very glad
to have Mr. Sprague, the staff vice president of the government
finance department to tell about the policy position on H.R. 1.

Senator BpxxE.E. Did anybody take your bet?
Mr. BiXLER. No.
Mr. SPRAGUE. Well, Senator, we have felt right along that the

administration was on the right track when they proposed the basic
Welfare Reform Act in 1969 in terms of trying to at least do some-
thing about the present system. We have had some reservations as
the measure has progressed along, or has not progressed. We tried
to document those to some extent in a letter to Senator Long, the
chairman, and I believe that was made available to the rest of the com-
mittee, a couple of months ago in which we recommended that the
program be subjected to some rigorous testing over a 2-year period
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before making a solid commitment to the particular formula in H.R. 1.
And that is our basic position at the present time.

Senator BYRD. Does the NAM approve the principle of a guaranteed
annual income?

Mr. SPRAGUE. No sir, we do not believe we have.
Senator Byn. We1l, that is a basic part of the legislation.
Mr. SPRAOUE. Our people have looked at it over the years, have

wrestled with this question all along, and we still feel that the basic
concept in H.R. 1 and allied programs is really not guaranteed income,
although-

Senator BYRD. What is it if it is not guaranteed income ?
Mr. SPRAGUE. It is basically, I think, what the administration sup-

porters say it is. It is a work-related assistance program. Whether it
will actually work or not is what we have the present reservationsabout. "

Senator BYRD. But you do not favor the concept of a guaranteed
annual income. Is that correct?

Mr. SPRAGUE. That is correct.
Senator Bynn. But the bill calls for-
Mr. SPRAGUE. It is a different interpretation.
Senator BYR. What do you mean by a different interpretation? You

(1o not deny the bill calls for it, do you t
Mr. SPRAGUE. I do not believe the bill as proposed was stated as a

guaranteed annual income.
Senator BYRD. It was not stated but you can read the bill and read

the words in the bill, and read what it does.
Mr. SPRAGUE. I would concede many people consider it as a guar-

anteed annual income.
Senator BYRD. I am still confused. Does NAM favor or oppose

H.R. 1 as passed by the House and now before this committee?
Mr. SPRAGUE. We believe it should be subjected, the welfare part,

title IV,. should be subjected to a testing procedure over the next
2 years.

"Senator BYRD. You are aware that if H.R. 1 is passed by the Con-
gress as approved by the House of Representatives, the number of
welfare recipients Nill, as a practical matter, be doubled.

Mr. SPRAGUFE. We are aware that those conclusions have been drawn
about the bill, yes.

Senator BYRD. I have always had a very high regard for the
National Association of Manufacturers. I think it is a splendid orga-
nization but I was very much concerned when I was informed that
NAM had endorsed H.R. 1 with a guaranteed annual income and
a proposal that would double the number of welfare recipients. I aRn
glad to know today, at least I gather today, that NAM has reviewed
or reappraised its position, should we say, and does not now endorse
H.R. 1. Is that correct?

Mr. SPRAGUE. Well, not in its present legislative form, no, sir.
Senator BYRD. Thank you.
Thank you, Mr. Chairman.
The ChAIRMAN. Senator Bennett?
Senator BENNetr. I do not have any questions.
The CHAIRMAN. Since you brought this welfare matter up, I, too,

want to ask about it. You are aware of the fact that as it stands today,
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thanks tothe court decisions and magnificent suggestion of the poverty
lawyer courts, there is a guaranteed annual income now in-all situa-
tions where a -fellow males himself unavailable, either he does not
marry the mother or he maintains the image of not being available
to help support the family. In those situations the family is eligible
for welfare, in some cases at a pretty high figure. You are aware of
that I If a man is the father of three children, looking at the housing
benefits plus the rest of it, they get $5,600 in s Statelike New York,provided that he maintains the image of being unavailable t support
that family. -

As long as he denies paternity, they get the $5,600. He can live right
in the same house with them, under the same roof, enjoy the benefits
of it. Are you aware of that I

Mr. SPruGou. Senator, yes, I think our people are aware of that.
That, of course, is one of. the important considerations that led',us to
try and develop a position on welfare reform and why we thought
the administration was on the right track in terms of proposing the
basic reform in 1969, just because of those types of situations that
you have outlined.

The CHAIR-MAN. Now, the, President used language in describing
his proposal that made me think I was going to be for it until Y
read the bill. You might have changed your views as I did once if
you read the bill. If in that family there is a single child beneath
the age of six, nobody is even required to register. Took at our ex-
perience under the work incentive program, which had work require-
ments every bit as rigid as the present suggestion. We have not been
able to put 2 percent of those people to work, of those required to reg-
ister, and that is about all that their budget estimates have estimated
they are going to put to work. Are you aware of that?

Mr. SPRAGUm. Yes, and I am also aware there are many programs
of the work incentive type over the years in terms of the States
actually implementing some of the opportunities in the program.
Whether the prograin to begin with was a viable one I am not pjrpared
to say. I

The CHARMAN. Well, it looks to us like that program would guar-
antee for a mother with three children a guaranteed subsidy of $2,400.
For any male inclined to take advantage of it--for not accepting the
responsibility of admitting they are his own children and for declining
to accept the responsibility of contributing to their support-H.R. 1 is
a subsidy for not marrying, for remaining single, a subsidy on illegiti-
macy, an incentive to teach children to lie about the identity of their
father from the day they are born.

We felt that it would be far better, instead of paying out $10 billion
in subsidies for people to deny paternity to deny they know whotheir father is, to deny marrying the mother of their children let's
turn it around. Take any figure the administration makes available,
$5 billion, $10 billion, any figure. Let us just pay that to subsidize
them to do the honorable thing rather than subsidize them for doing
the dishonorable thing. What is the point of view of the NAM on
that?

Mr. SPRAoUE. I do not think we could quarrel with that direction
at all, Senator. Whatever type of reform in this area is eventually
decided upon, if we are going to get a handle on it, we would strongly
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urge effective procedures to prevent the abuses that ar obvious inthp resent system.
Th CHAmmAN. When the President made his speech at Williams-

burg, they issued a whole bunch of quotes stressing the desirability
of somebody working for what he expects to get from society and
as far, as I am concerned, I would like to have every one of those
quotes in our committee reports. That is a bible as far as I am con-
cerned, on what I would like to see done. If the bill did that I would
be voting for it but it seems to me as though, insofar as it fails to do
that, we would like to make good that shortcoming. We suggested

workfare program and tried to tailor it to cost exactly the same
number of dollars as a guaranteed wage for not working. What poi-
tion have your people taken on workfare? That is what we define
our approach as being.

Mr. SPRAaum. On the specific program the Senate Finance Commit-
.tee has adopted?

The CHAMnA€N. Yes.
Mr. SPRAoGu. We looked at it and we concluded we could not sup-

port the program on the basis as it was outlined, mainly on the me-
chanics of the program.

The CHAIFRMAN. Well, now the day we announced our position,
two Cabinet members, the Secretary of HEW, and the Secretary of
Labor had a press statement that said our program would cost twice
as much as theirs. We had tailored it to cost close to the same thing.
But we looked at their studies and we hired the man who was their
best actuary who left to go into private enterprise where he found
it more rewarding, and we found the cost of their program under-
stated by about $2 or $3 billion and they had the cost of ours over-
stated by about $3 billion and when you take that into account, it
costs the same thing. One costs the same as the other. The difference
was we wogld be paying the money to subsidize people for taking JObs.
Some of it we would do by a tax advantage to the employer which
would not benefit him. It would really benefit the employee by creating
a job. And then we would do other parts of it by a tax advantage to
the employee. On the rest of it we would finance the direct payment
where ve relate it to the work. Then you would get something added
to it rather than providing the incentive not to work.

What is wrong with that approach ? I though you people would
be for it.

Mr. SPRAGUM. Senator, our decision was not directed at the cost
estimates themselves. Our people looked at it and thought the tie-ins
with the employer and recipient population, welfare proposition,
just did not seem to jell together in terms of making a viable program.
I do not have the underlying data and the argumentation with me
today but I would be glad to try to develop it further in a statement.

The CHAMAN. I think that your people ought to develop some
communication between those who represent the National Association
of Manufacturers and those who serve on the Committee on Finance
as well as the Committee on Ways and Means. It is enormously impor.-

" tant to your members.
Mr. SPRoouz. Obviously.
The CHAMMANz. And I know there is communication between

others. We have the good fortune to have on our committee here,
as I mentioned before, a man who was formerly a president of your
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organization, also one of the outstanding members of the Mo'mon
Church, a group which believes that there is merit to honest labor.
It would seem to me it would be easy enough to communicate your
thinking and for us to communicate with you. I do not come from an
NAM background. I come from an old-fashioned populist background
myself but I, too, have been led to believe there is merit to honest
endeavor.

The kind of populism that I was brought up in was led to believe
that, generally speaking, people were poor because they were not
receiving the full advantage of their honest endeavor and that is
all we are trying to bring about conditions to make work a more
attractive alternative to welfare. I would think your people ought
to be supporting that as compared to supporting something where
you're guaranteeing somebody billions of dollars of cash advantages
for not working, for refusing-to admit paternity of their children, for
doing the kind of thing I would not think society wanted them to do.

Mr. BIXLER. May I just say, Senator Long, I am sure Mr. Sprague
does not want to give the impression that we ae uninterested in
encouraging people to e trained to work, because that is the very
core of what we believe. I personally happen to have been the first
metropolitan chairman for the New Haven area of the National Alli-
ance of Businessmen to hire the hard-core unemployed and disad-
vantaged, and thanks to having a very good staff, w came out on this
pretty well and as an employer I have seen some of this also where
we have made and are making conscientious effort to take people who
have been on welfare and get then into a work situation, not only
from an economic standpoint but from, the standpoint of their own
well-being. They cannot really be full self-respecting members of
society until they are engaged in that.

So your suggestion about some more communication is certainly a
good one but I would not want the impression to be left that we do
not think that, for those people who are able to work, and, of course,
there are many, many on welfare who physically are not ever able
to work, but those wlo can, certainly should be encouraged to do so.

The CHAIRMAN. You see, we do not have any difference of opinion
here if you want to help somebody who is disabled. But we are talk-
ing about those who are able to work and my proposition to anybody
in your organization. T say, look, why don't you people see if you
cannot put these peopk. to work doing something and let us know
what it is going to take. If for some reason those people are poor l y
trained and it is a better buy for you to hire somebody else, would
you mind explaining just what It would take to offset that so you
could afford to put them to work, because I am satisfied that in'the
last analysis those businesses you represent and those whom you
employ who are going to have to pay for these people being idle, and
I would think it would be far better-as burdens go-it would be a
far lesser burden on you and your members and those who work for
your members to find a place for a million and a half people, let us
say, in the work force than it would be to assume the burden of sup-
porting all those people in idleness. If you once get them in the work
force I think that they are going to find it attractive to move on up
instead of demanding higher and higher welfare payments for doing
nothing.

Mr. BixLER. I concur.
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Senator BFxNzr. Mr. Chairman, reference has been made to me a
number of time& I had an experience in the NAM now 23 or 24 yeirs
back. I am going to say a harsh thing. You live in an ivory tower.
You have made no attempt to find out what we were doing on this
whole welfare thing. You sit in your. ivory tower and do not talk
to us and now you are stuck with your condemnation.

I am amazed with the Washington office that there is no better
communication in an area that is so important to the businessmen of
America as this thing, and I think one of the weaknesses your internal
organization is set up to meet as a task force. You discuss the problems
from your own internal point of view without really finding out what
is going on in the Congress, and so you find yourself stuck with an in-
evitable contradiction. And then having taken a position, because you
are a bureaucracy, too, you are not in a position to change the position

o that you have taken officially, or you do not like to change it.
I think that experience in H.11. 1 is a perfect example of the weak-

ness of the fact that you live in a different world and there has not
been enough communication. I am glad the chairman has made that
point, because we are here all the time and we have a staff and I can
say as a former president of NAM and as a member of this committee,
that no representative of NAM ever called on me to discuss this prob-
lem. All I get is the letter denouncing the attitude of the committee.
I think it is tragic. I think it is more tragic for you than it is for us.

)Mr. SPRAGUE. Senator, I will have to plead guilty as far as the spe-
cific charge on the lack of communication in this area. I think it is
well taken and we have not made anywhere near a sufficient effort.

However we have changed our position in this area and in other
areas. So Y think our internal structure in itself perhaps is not so
much at fault as just a breakdown in this particular case in handling
this particular problem.

The OSHTAIRMA. Might I urge you in the future that we all profitby
this experience. In the future you try to find out what, we are doing
up here and why. We certanly are willing to tell you aid we hope
you will communicate that to your members. We are very anxious to
know what they think about it. We want to be underst just like
we want to understand you.
- Senator BENmv. I want to sa one other thing. Mr. Sprague says,
"we changed our position." That was not communicated to us either,
except in tis statement today, which is inconsequential.

Mr. SPRAGUE. We did communicate with the
The CHAIRMAN. We did receive a letter, Senator Bennett -

Senator BENmnEr. I do not remember receiving any such letter.
Maybe you sent it to the chairman and the staff.

Mr. SPRAGUE. We sent it to the chairman and the entire membership
of the Finance Committee.

(Clerks Note: The letter referred to follows:)

NATIONAL SSOCIATION OF MANUFACTURERS.
lWashington, D.C., April 27, 1972.

Hon. RUSSELL B. LeNG,
Chairman, Commnittee on Finance,

4a, Washington, D.O.
DF.AB Mi. OhAnMAN: In your consideration of H.R. 1, the Social Security

Amendments of 1971, we encourage you to mipport Amendment No. 1077. Intro-
duced by Senator Roth, to subject Title IV, Family Programs, to a rigorous
two-year testing procedure before any firm commitment to make it effective at
at the national level.
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The NAM consistently has supported the principles of welfare reform proposed
by the President In 1969, and subsequently embodied in H.R 10811 and H.R. 1.
We still support these principles of work incentive and more uniform standards
of assistance as the most feasible means of welfare reform thaltave been ad-
vanced in Congrems In fact, In important respects relating to the administra-
tion of public assistance, we think H.R. 1 is an improvement over its predecessor,
H.R. 10311.

However, welfare reform, overdue as it is, must be viewed in the overall polit-
ical and fiscal context. Quite explicit in the introduction of the Administration's
proposal was the assumption that less emphasis would be placed on other federal
programs that channel various social welfare services to the population. The
"income strategy" was to replace emphasis on model cities, federally funded
antijpoverty programs, food stamps, etc. However, we see no evidence that Con-
gress is willing to accept this Income strategy as a substitution for other pro-
gram. Rather It is looking.at welfare reform legislation as an addition to exist-
ing social welfare type programs, many of which are expanding very rapidly
on their own.

Furthermore, the fiscal outlook over the next few yearn has deteriorated to
the extent that any new program Initiative-particularly one involving sub-
stantial expenditures as under-Title IV of H.R. 1, not to mention the breathtak-
ing cost scope of some proposed amendments to Title IV-must be viewed with
greet caution. The very size of current budget deficits, which no amount of full-
employment budget rhetoric can disguise, tie virtual disappearance of the
"fiscal dividend," the seemingly unfettered growth of the so-called "ncontroll-
Able" elements and unfunded liabilities In the federal budget, combine to present
a most gloomy view of the government's ability to control Its own growth.

These factors cannot be ignored In the consideration of H.R. 1. While the
policy committee of .our Association which has subjected the welfare reform
issue to close scrutiny concluded that the long-term result of Title IV would be
beneficial, a more extensive testing of various work incentive plans under prop-
erly controlled circumstances obviously could provide a higher degree of cer-
tainty, one way or another.

Sincerely,
W. P. GULLANDFA

The CHAIRMAN. That is perhaps my fault. Maybe I should have
communicated. I know it was directed to -my attention. I believe I did
bring it up in executive session, Senator, but it merely suggests that
you preferred a test for 2 years. But I would say in tie - future
you ought to do better on this. We will try to do better but I think it is
Just a lesson that nobody should have to learn twice, I would think.

Thank you very much.
Senator BYRD. Mr. Chairman could I make just a comment I I think

it is significant that you made clear that you have changed your posi-
tion on H.R. 1. There is no doubt about that. You have changed your
position. You just said that to Senator Bennett. 6 1

I assume, then, that you- feel that this committee was wise, this
committee was wise in disregarding the advice that it got from NAM
in the past and refusing to pass this bill as it has consistently refused
to pass this bill for 3 years now. You concur in that?

Mr. SPRAOUP. In its present form, yes.
Senator BYRD. In its present form. That is what we are talking

about. The way it came from the House of Representative&
One additional comment I might bring out to the chairman of the

committee-the talk that I head around the Congress after NAM
did endorse this proposal several year ago, whenever it was, and that
comment was this, that if the businessmen of this country, the corpora-
tions of this country, are so anxious to have everyone guaranteed an
income and want to double the number of people on welfare, then it
will be much easier for the Congress to substantially increase cor-
porate taxea ,,



401

So I think the NAM wants to be a little careftilfbefore it comes down
here and advocates newWftding.programs bee ise the first place thatthe Congress is going to ook is to the cortra)ons themselve&

Senator FANNIN. Mr. Chairman, would the Senator yield !
Senator Byron. I yield.
Senator FAsmNx. I would just ask the one question. There was a

bulletin that came out condemning the workfare program. Have you
subsequently sent out a bulletin explaining your changed position in
this regard On the front page of one of your bulletins this program
was condemned, the workfare program was condemned.

Mr. SmAuom& That is right.
Senator FAN;NIW. Have you subsequently sent out a bulletin to your

members changing your position in this regard I
, +Mr. SPtAOUm. No, not that I-

Senator FANNIN. Do you not think it is in order f
Mr. SPRAGUL - I think it is entirely in order to go back and look over

the mechanics of the workfare proposal and we should be doing that
allthe time yes

Senator *NJNm. Well, but your members assume now, as I under-
stand it, that you oppose the workfare program unless you have noti-
fied them differently.

Mr. SPAAGUrr What we have suggested is that the H.R. 1 provisions
be subjected to testing. So we are not simply opposed to workfare but
we have said we would at this point like to see a further testing of the
whole concept of the provisions in H.R. 1 on allied plans on a more
rigorous basis than has been done today. That is our present position
now.

Senator FANNIN. I do not mean to criticize what you are saying, but"
you are not answering my question. You did condemn the workfare
program on the front page of an NAM bulletin that went out to all
your members.

Mr. Snua&ouE. I would not deny that.
Senator FANxNr. Is it not in order that you now correct that im-

pression that you pve, that you were condemning it, if you have
changed your position V

Mr. &itRotu. No; we have not changed our position on the workfare
proposal. I did not mean to imply that.

Senator FxNx. Then, you still condemn the workfare program.
Mr. SPROAtu. We have not specifically. changed our position on the

workfare program. We found problems with the mechanics of it.
Now, I would see as a result of your inquiry is today a very -good

reason for rejecting it, our committee people.
The CAIWMiN.. For your benefit, here are two Cabinet members

who undertook to convince the American public what we Were sug-
gesting would cost twice as much as what the administration is recom-
mending. We wore convinced that that was wrong. We hired the man
who had been their best actuary to check it out.

Mr. SPPaOuL Mr. Meyers.
The CHAImAx. Yes, and found it was wrong. Some of your people

are hiring him these days, by the way, to get estimates. We found out
it was wrong and pointed out it was wrong and pointed out why. We
found some of their estimates to be as much as 100 times off.
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For example, their estimate on the Ribicoff amendment for social
services was to cost $40 million. It is estimated next year to cost
$41/2 billion. That is the estimate they have given us and so-here
was a man who had been a* responsible actuary who told them to
begin with that the family assistance plan would cost them $2 billion
more than they estimated. So we hiredthe same man. Their program
had been drastically underestimated, hoping to sell it, which they con-
sistently do when they are trying to sell a program. Then proceeded
to say that what we were suggesting-and what we were trying to
do was 'take the same amount of money as to be responsible fiscally
from the administration's point of view and spend it paying people
to work rather than paying them not to work-and they proceeded
to overestimate the cost of ours by several billion dollars. So we got
what we regard as a responsible estimate, that the two plans would cost
about the same thing. And just to be sure that they would cost about
the same thing we further tailored our proposal to make them cost
about the same, but it is not the first cost your members ought to
be worried about. It is the ultimate cost, the down-the-line cost.

All you have got to do is take the family assistance programs and
change that from $2,400 to $6,500 and that gives you the McGovern
bill and that costs $72 billion, all of which is to b;e taken from your
members and people who work for your members. The difference
between our workfare program and that program is you cannot pro-
tect our program beyond the minimum wage. As these people get
there, thev drop off the guaranteed work program. So having worked
out something that backfired against the kind of thing that your people
ought to be worried about, then your people come out and condemn
what we do, which you should have been supporting, and did that
without ever making an effort to understand what we are doing
here. You just took that press release-they sold it to your people
over TV. They went down and talked to the President at the White
House about it but they could not sell it to him. We cannot stop it
at $2,400 and you can't estiniate it at that level either. You have got
to project it ahead to make it $3.900 or $4,000. Incidentally, the whole
thing was not thought up by Richard Nixon, or by Mr. Richardson
down there, was not thounaht u by this fellow, the Secretary of Labor,
Mr. Hodgson. The whole scheme was thought un before Richard
Nixon ever became President of the United States. They took it down
there to the White House and the Democratic President said "If I
recommended that kind of thing to the Democratic Congress they
would run me out of town." Then they proceed to tell Nixon this is
something that could only become law with a Republican in the White
House. He did not understand What that meant. If you could get a
Republican President to recommend this fool thing the public would
think it was something different than what it was.

Senator BYRD. They even got the NAM to recommend it.(Lauahter.)
The ChAIRMVAN. Get it recommended by the Republican adminis-

tration and the NAM. Thank the Lord you have the Senate Finance
Committee to save you from your own folly.

Senator BYRD. Mr. Chairman, ean-I ask this?1 You have not con-
stilted with or advised with or attempted to work with the Senate
Finance Committee. Who have you worked with? How much time
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do your people spend with HEW, because you parrot the HEW line
on a lot of this stuff.

Mr. SPRAouE. We have had some contact with the HEW people,
but I would not say we parrot their line. We have a different position
right now.

Senator BYID. So you consulted with the HEW but not with the
Senate Finance Committee. Your statements sort of indicated that
and I wanted to get it on the record.

Senator FAq.-IN. Mr. Bixler, I do not feel we have a right to
try to write your bulletins. Evidently the HEW or somebody helped
in writing that particular one. I do not know what happened. tut
is it not your intention through your bulletin to properly inform your
members, to intelligently and factually inform your members?

€: Mr. SPRAGu.. That is the objective.
Senator FANN IN. Certainly, it is none of my business but I would

think you would feel an obligation to correct the impression that you
gave your members.

Mr. BxXLF.R. Mr. Chairman, could I ask one other question? Per-
haps it is a brash one. But does the part of the presentation which
says that ground rules for State taxation of interstate commerce-
it might well be considered a part of revenue sharing-does that find
any response with you or the coinminttee?

The CHAMNEAN. Oh, yes. You brought it up and we will certainly
consider that. I made note of it. It is a good point. Frankly, I am
hoping that we can do something about that in this session. I doubt
that we can, but I am going to try to at least hold a hearing on it
before this session is over with and start moving something along
that line. It is something that has to be done.

- Mr. BIXLER. Mr. Caloon is an expert. Let us save him for that
occasion.

Fine. Thank you very much, gentlemen.
(Mr. Bixler's prepared statement and a letter subsequently received

by the committee follows:)

PREPARED STATEMENT OF ROLAND M. BIxLuR

lfr. Chairman and Members of the Committee on Finance: My name is
Roland M. Bixler. I am President of J-B-T Instruments, Inc., New Haven,
Connecticut.

I appear here on behalf of the National Association of Manufacturers as a
member of its Committee on Taxation and Chairman of the State Taxation
of Interstate Commerce Subcommittee. Previously I have served as a Director
of the Association. I am accompanied by 0. Raymond Cahoon, Senior Tax
Planning Associate, Mobil Oil Corporation, who has chaired an NAM task
force in this area, and Edward A. Sprague, Vice President, Government Finance
Department, of the NAM. We are pleased for the opportunity to present the
NAM's views on H.R. 14370.

For more than five years we have been studying various proposals for general
revenue sharing-and the problems to which it is directed. After each consid-
eration, we have found the principle faulty in concept and practice. Although
the version now embodied in H.R. 14370, The State and Local Fiscal Assistance
Act of 1972, Includes some new safeguards and improvements, they do not

,,dispel our fundamental objections.

FISCAL COASMBATIONS

The Report of the Ways and Means Committee on H.R. 14370 suggests that the
case for this form of revenue sharing is made, first and foremost, on the basis of
the "fiscal crisis" of the localities, reflecting limited tax bases, the increase in
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urbanization, reluctance to raise taxes that will lead to lose of population or
business, and Inflation. The problem of the states Is seen primarily as one of
reluctance to make more extensive use of their own tax resources. The states
are particularly urged to turn more frequently to the income tax as a revenue
sore.

Although the critical state of federal finances Is recognized In the Report,. the
proponents of H.R. 14870 apparently believe there is no reason to deter or
preclude this new expenditure program. Because the program was included in
the Bud for fiscal 1972 and 1973, it is not seen as "adding" to the potential
deficit. nally, the argument for general revenue sharing involves an
attempt to shift part of the cost of public services from one level of government
to another. However, shifting costs does not eliminate them any more than
shifting funds from the federal treasury to those of states and localities increases
total resources. In the meantime, the whole "fiscal dividend-fiscal mismatch"
concept-from which general revenue sharing is derived has lost much of what
cogency it may once have had.

That state and local governments face ever-increasing fiscal crises has become
almost axiomatic in the post-World War II period by virtue of uncritical repeti-
tion. Yet the fact remains that they have been able to raise very substantial
additional revenues. Although It is generally assumed that imposing new taxes
and raising existing rates Is politically risky, particularly at the state and local
levels, 21 of the 41 state legislatures meeting this year have tax proposals totaling
$7 billion In added revenue before them. Indeed, the fiscal "mismatch" or "ia.
balance" shows signs of reversing. The Tax Foundation, Inc. now projects
that, as a result of tax increases, state and local governments will raise $323.5
billion In taxes in 1980 as against $130.8 In 1970--sufficient to meet estimated
expenditure Increases. On the other hand, the Brookings Institution projects
a federal revenue deficit of $17 billion in 197%, even with full employment

Underlying a great deal of the discussion of "fiscal mismatch" Is the domina-
tion of the income tax field by the federal government While the structure of
the federal-tax system appears to give all the advantage to federal receipts in
keeping up with economic growth, In fact there have been substantial federal
tax reductions in recent years. Federal taxes were reduced In 194, 1965, 1969
and 1971. These reductions have eased the way for state-local tax increases.
When the federal government releases some of Its revenue, there is indeed a
"trickle-down" effect--the states and localities can and have picked up substantial
new revenues as -a result. Furthermore, the states and localities have by no
means neglected the Income tax. Although the sum they raise is, of course, still
small in proportion to federal revenue from this source, It now amounts to
approximately $12 billioa-no insignificant sum.

The most obvious trend in state-local spending in the last decade has been
the expansion of employment costs. Wages and salaries have been a rapidly
growing portion of state-local spending. Between 1959 and 1969, employment
at the state-local level Increased by 55 percent-more than twice as rapidly as -
at the federal level. The rate of increase in total wage and salary costs of state-
local governments was even more marked-160 percent. Average annual earn-
ings increased considerably more rapidly in the public sector from 1959 to 1909
than in the private sector.

Low productivity is certainly a problem, as It is In most service industries.
Most Important, however, Is the question of whether there has really been the
need to Increase the number of employees to present levels and whether spending
demands are confused with spending needs. This is not only a matter of pro-
ductivity -but also one of the management and organization of government
operations. If requests for Increased personnel are not subjected to critical
examination, there is a built-in factor raising employment costs.

Available evidence strongly suggests that a significant part of the upsurge In
-Atate-local spending trends represents deliberate decisions to expand the scope
of services and reward employees in a much more generous manner. It is also
apparent that population growth and other factors over which state-local govern-

inents have little or no control have not been as important In determining this
spending trend. The funds provided by H.R. 14870 could well re-enforce this
discretionary growth.

One early argument for revenue sharing was that It would encourage the
search for new approaches to problem solving. However, it has been clear since
the late 19x0's that the state and local authorities, who are the most vociferous
proponents of this plan, are much more Interested in the financial aspects
than in seeking innovative solutions to pressing problems. With the main argu.
meant now "this is how much we need" rather than "this Is what we want to do,"
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provision of these additional funds could merely Iransfer to the federal tax-
payer and the federal treasury the burden of paying for local ambitions and
extravagances.

The "fiscal dividend" which was to have provided the financial basis for rev-
enue sharing has been completely dissipated. The fiscal dividend-fiscal mismatch
argument--even If it once seemed to have some validity-now appears to have
been outdated by developments during the years of debate. It seems to us
unwise to enter into commitments for at least $5 billion a year on the basis of
assumptions that may be no longer valid.

The House of Representatives, although authorizing the funds, did introduce
some safeguards and improvements over the concept of "no strings" revenue
sharing. The most important of these, In our view, are:

(1) The specifying of dollar amounts instead of assigning a given share of
federal tax collections to this program.

(2) The five-year limitation.
(3) The guidelines for use of the funds so that the level of government

providing them would retain some control over how they are spent.
If it Is the will of the Congress to enact this program, we urge you to make

these further fiscal improvements:
(1) Bring the effective date forward from January 1 to July 1, 1072.
(2) Improve the fiscal control even more than the House of Representatives

has done by specifying dollar amounts for each of the years. This could be done
by authorizing a five-year program but appropriating funds in three steps: for
the first two years; for the second two years; for the final year. If this were
done early in the year before the funds became available, it would give the
recipients time to make their own fiscal plans.

THE FEDERAL SYSTEM AND FZDERAL COLLECTION Or STATE TAXES

One of NAM's chief objections to the general revenue sharing concept has
been that it Increases dependence of the states and localities on the federal
government by separating the taxing and spending powers. -By specifying guide-
lines for how the funds are to be used, the authors of H.R. 14870 attempt
to meet this objection. However, the specificity of both the spending gulle-
lines and the distribution of funds within a state makes this not too different
from another layer of categorical grants. Our preference is still for block
grants of "special" revenue sharing which would relieve the states and localities
of the need to process requests for and administer many narrow and small
categorical programs without adding a new layer of federal aid.

Specifically in relation to the allocation of funds to the states under H.R. 14370,
a problem arises because of the use of state income taxes In the fund-allocation
formula. Although non-income tax states would receive some funds, the influence
of the federal government would be exerted In favor of adoption of 'this tax
In the name of self-help. This makes very evident both the dependence of the
states on the largess of the federal government and the club- the federal
government wields through any grant structure.

The provision for "piggybacking"-federal collection of state income taxes--
is designed to reduce the cost of administration by encouraging the standardiza-
tion of state income tax laws if five or more states, accounting for at least
5 percent of the taxpayers in the U.S., request It. This will require that a
participating state's Individual income tax base must closely conform to the
federal income tax base. According to earlier estimates, this could save the
states approximately $1 billion in the first year's application alone.

Ifapplied on a wide scale, this provision would tend to raise the progression
of the federal-state personal income tax structure. At present, most state income
taxes are either fiat rate or only mildly progressive. But obviously, this
measure would encourage states to adopt a stated percentage of the federal
income tax ability as their own rate structure. While the NAM has not taken
a position on federal collection of state income taxes, we question whether it is
the intention of Congress to increase the tax progression In this particular
legislation through "back-door" means.

INTERSTATE TAXATION

Revenue sharing legislation in general, and federal collection of state taxes
in particular, raise again the question of a much older and more protracted
problem--state and local taxation of interstate commerce. In fact, this subject
has been before Congress since the 1950s--long before we had even heard of
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the "fiscal crisis" in state and local finance. Exhaustive studies have been made
and the House, by wide margins, twice has passed bills that would set minimum
standards for taxing multistate businesses and grant some relief from the
maze of complicated state and local tax requirements. Unfortunately, the Senate
has not acted.

The burden on business in seeking to comply with the array of different state
and local regulations and procedures is staggering, as the number of jurisdictions
taxing companies engaged in interstate commerce is literally exploding. There
are 46 sets of corporate income tax laws and 46 sales and use tax laws in effect
at the state level-not to mention the numerous other laws of general applica-
bility such as gross receipts tax laws, capital stock laws, etc.

Prior to 1945, only New York City and New Orleans imposed a local sales
tax. By 1971, more than 3,500 local governments, including approximately 3,000
municipalities and 500 counties, levied sales taxes.

The problem Is especially critical for small and moderate-sized firms. By
definition their business operations are modest and thus their relationship to
most states is slight. Yet, the myriad Jurisdictional rules of the various states
reach and grab at these businesses in such a variety of ways that these firms
are often forced by cost alone to non-comply and thus to risk a build-up of
liability that can threaten their existence. The difficulties facing all firms
doing interstate business are pointed out by this quote from the Recommenda-
tions of the House Special Subcommittee on State Taxation and Interstate
Commerce, published in 1965:

With respect to all of the taxes considered in this report, the threshold ques-
tion facing the interstate company Is whether or not its activities within a State
are sufficient to make it taxable by that State. For each kind of tax, there is a
broad range of activities for which liability Is asserted by some States and not
by others. In many cases, the determination of whether or not liability exists
Is difficult, if not impossible . . . When the problem of determining whether
there is liability is reviewed In terms of the cumulative effect of all four types
of taxes, the variety and complexity is greatly Increased. Not only do jurisdic-
tional standards differ among the States, but they are also nonuniform for
different taxes within a single State.
Despite much prodding, the states have not been able or willing to cooperate in
setting sensible jurisdictional and apportionment standards on their own. The
result is q serious threat to our "common market" of the 50 states.

We ask you now to consider the issue as a pertinent part of your delibera-
tions on revenue sharing. You should consider that:

(1) If the federal government Is to share its tax revenues, which depend so
greatly on Interstate commerce, with lower tax jurisdictions, It is Incumbent on
the federal government to require not only that these funds be spent in a
responsible manner, but that the recipients-of such aid show responsibility in
their jurisdictional reach and apportionment procedures for taxing interstate
commerce.

(2) If the federal government is to provide for collection of state income taxes
and require participating states to conform their tax-bases with the federal
Income tax, there is all the more reason to require the states to use common
standards for taxing interstate business.

(3) Most of the past resistance to federal interstate tax legislation has been
the fears of revenue loss expressed by the states. Although not well documented,
any such "losses" would be de minimus compared to the financial benefits (at
least $5 billion per annum) that general revenue sharing would bring to states
and localities.

The NAM's own Interest in the field of state taxation of interstate commerce
dates back many years. In addition to participating In litigation in the early
1950's, the Association was also involved in the discussions leading to the
passage of P.L. 86-272 in 1959 and in the studies and hearings conducted last
decade by the House Select Subcommittee on State Taxation of Interstate Com-
merce. Members and staff of the Association have discussed the subject at
length, statements have been hammered out in policy sessibns, and testimony
has been presented to the Congress on several occasions.

Throughout this period, the NAM has consistently urged that the problems
concerning state taxation of interstate commerce can be solved by enactment
of a limited bill establishing federal jurisdictional standards for all types of
state taxes levied on interstate commerce.
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Therefore, we strongly urge you to take action on the interstate taxation issue.
Specifically, the business community has favored the jurisdictional rule and
other standards contained in S. 817 introduced by Senators Ribicoff and Mathias.

However, we are not insisting on any one particular piece of legislation. As a
matter of fact, as a result of recent efforts at compromise in order to get some
movement on the problem after these many years, there is gathering support
in the business community for a measure that would fall short of S. 317. This
would set certain jurisdictional and apportionment standards but would allay
revenue loss fears of the states by preserving certain court decisions regarding
collection of sales and use taxes. A registration procedure would be established
to protect businesses selling in interstate commerce from liability for payment
or collection of taxes in states where they have no business location.

We feel that this type of measure would go a long way toward solving the
interstate tax problem and could receive widespread support as a middle ground
position.

NATIONAL ASSOCIATION OF MANUFACTURERS,
$ WashingtonrD.0., July 26, 1972.

Hon. RUSSELL B. LON,
Chairman, Committee on Finance, Washington, D.C.

DEAR AIR. CHAIRMAN: While we did not expect to become involved in a dis-
cussion of welfare reform this morning, it is always good to clear the air on
an important subject. We are in full agreement with you on the importance
of the various welfare proposals to the business community, particularly with
regard to employment, government costs, and the general economic well-being
of the nation.

I think there has been a little misunderstanding as to the Association's posi-
tion on welfare reform. As regards H.R. 1, our letter of April 27, 1972, indicated
our view that Title IV of H.R. 1 be subjected to a rigorous two-year testing
period before the Congress makes any commitment to put it into effect on a
permanent basis. This is still our position on Title IV of H.R. 1.

Our initial criticism of the "workfare" substitute was based on the only
information available to us at that time which Indicated, among other things,
that the cost of the proposal would be double that of.Title IV of H.R. 1. Now that
you have made available to use the Finance Committee print, "Analysis of Cost
of Committee Bill," of June 12, 1972, we are In a position to make an objective
analysis of the Committee substitute as compared with Title IV of I.R. 1.
When completed, it will be made available to you and the Committee on Finance.
It will also be sent to the appropriate NAM Policy Committee with a view to
their meeting and giving It early consideration.

Again, let me express my appreciation for the time you spent with me and
my associates this morning.

Sincerely,
W. P. GULLANDER, Pre8ident.

The CHOArAN. The next witness will be Mr. Eugene Rinta, execu-
tive director, Council of State Chambers of Commerce.

STATEMENT OF EUGENE F. RINTA, EXECUTIVE DIRECTOR OF THE
COUNCIL OF STATE CHAMBERS OF COMMERCE

Mr. RINTA. For the record, my name is Eugene F. Rinta and I am
the executive director of the Council of State Chambers of Comnmerce.
I appear here today on behalf of the Federal finance committee of the
council and the member State chambers of the council listed at the
end of my statement as having endorsed the position taken.

The Feeral finance conumttee of the council has considered the
question of sharing Federal revenues with the State and local govern-
ments on a number of occasions dating back to 1967. While the form,
dollar size, and political sponsorship of the general revenue-sharing
proposals introduced in Congress during these years have varied, the
base principle has remained the same. That is, the annual distribu-
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tion to the States of a portion of Federal Treasury receipts by use of
backdoor legislative funding rather than by annual appropriation
action of Conoress.

Our committee concluded in 1968 that general revenue sharing
would be an unwise use of Federal tax and borrowing resourm and
should be opposed. At the same timo,. however, we announced our
support for the substitution of broad block-grants for numerous exist-
ing categorical grants, which i§ the essence of the President's special
revenue-sharing proposals.

In s ubse~uent considerations of the general revenue-sharing issue
including the President's 1971 proposals and the House-approved
H.R. 14370, our committee found no compelling reason to change its
position.

Now, to save time I just point out on pages 2, 3, and 4 of my state-
ment--I review briefly the why of revenue sharing and the major dif-
ferences between the Preeident's proposal and the House-approved
bill.

Then on 4, 5, and 61 cite several reasons why we believe this legisla-
tion should not be approved. We cited most of these in our presenta-
tions to the Ways and Means Committee last year and all of Uem are
discussed in the bipartisan dissenting views accompanying the com-
mittee -report on the House bill. Accordingly, I shall limit my oral
testimony on these particular criticisms of the bill to two matters
which we believe deserve further comment.

They are the growing uncontrollability of the Federal budget and
the adverse fiscal position of the Government.

The Wavs and Means Committee report maintains that, because the
bill provides for specific dollar amount& of appropriations each year
rather than a percentage of Federal revenues, "it means that the Fed-
eral Government is not adding a new uncontrollable expenditure cate-gory" to the budet- This is true only in a very narrow sense As a
practical matter the revenue sharing provided by the bill would add
over $5 billion uncontrollable outliys to the bualget for each of the
next 5 years as would the administration bill.

Appropriations provided by the bill are "permanent" in character,
just as are the annual appropriations for interest on the public debt.
As such, they are not subject to consideration by the Appropriations
Committees of the House and Senate. As recently as April 24, 1972,
the nrsent Director of the Office of Management and Budget, Caspar
W. Weinberger, has repeatedly expressed considerable concern about
the growing portion of the budget which is uncontrollable. In a speech
in Sacramento, Calif., he said:

The extent to which we have so completely and quickly committed our re-
sources so far in advance is disturbing indeed. It is closely related to another
problem which has been getting more serious in recent years This is the grow-
ing proportion of the budget over which we have no option at all about whether
to fund It, the uncontrollable outlays I mentioned a moment ago,..

In the* 1973 budget approximately $175 billion of the $246 billion recom-
mended in outlhys by the President were uncontrollable. That is, over 70 percent
of the total expenditures could not be avoided except by changes in basle law
or cancelling valid contracts . '.. The result is that newly perceived problems
cannot be met with as generous funding as perhaps they deserve, while some
old programs whose effectiveness is being sharply questioned still command a
large iafre of our resources; another result is a lose of control over fiscal policy.
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In view of the growing uncontrollability of the Federal budget and
the fiscal control problems this causes, we urge that if revenue sharing
is to be enacted, the funding should be- on an annual or, at most, on a
biennial basis subject to the normal appropriations process.

No Federal revenues to share-As we see it the fiscal record of the
Federal Government in recent years is hardly favorable enough to
warrant embarkingon a new program of $5 to $6 billion, and possibly
far larger, annual handouts to the State and local governments in the
years ahead. Unified budget deficits in the 5 years from 1968 through
1972 total approximately $73 billion and, although the adminiStra-
tion's latest esimates place the 1973 deficit at $27 billion, the 1973
deficit figure is likely to be near $37 billion for a 6-year total of about
$110 billion. Moreover, $5 billion of that total is the result of fiscal
operations in just the last 3 ears of this period.

~ Even worse, the Federa funds accounts (excluding the dedicated
trust funds), through which revenue sharing would be financed, show
far larger deficits than do the unified budget accounts. It is, of course,
these d-eficits that determine the size of the increases in the public
debt. During the 6 years through 1973 the Federal funds deficits will
total some $150 billion, and of that amount over $100 billion will -be
incurred inthe3 ears 1971 through 1973.

Further -sizabie deficits are probable in the next several years,
too, unless expenditures are tightly restrained or taxes are increased.
Just 1 year ago budget projections to 1976 assumed that under
conditions of full employment there would in 1976 be favorable margin
of $80 billion between the increase in revenues and the increase in
expenditures; that is, if no new spending legislation beyond the
proposals in the 1972 budget were enacted. Now, in the 1973 budget
document, that projected $30 billion margin by 1976 has been reduced
to only $5 billion, in part because of the 1971 tax reductions but pri-
marily because of more rapid spending growth than had been pro-
jected. With less than full employment that small 1976 margin would
quickly disappear. Even with full employment, new spending legisla-
tion will certainly consume that margin and much more.

We urge, therefore, that if the Senate decides to approve legislation
similar to that voted by the House in H.R. 14370, the legislation in-
clude a tight ceiling on 1973 expenditures as recommended by the
President early this year. His proposal called for a ceiling of $246.3
billion with no exceptions for uncontrollable outlays. Based on the
official current estimate of 1973 outlays, the proposed ceiling would
presumably be $250 billion. To the extent that expenditures would
exceed $250 billion except for the legislated ceiling, and we feel they
certainly would, it would be up to the President and the Congress
to reduce lower priority spending.

Now, I wouldlike to comment briefly on the effects of two features
of the House bill on State taxes.

Two features of H.R. 14370 which were not in the President's
proposal, would tend to force the State tax systems into ever closer
confornuty with the Federal. Both features would use financial in-
ducements to accomplish the stated objectives.

The committee's report on the bill clearly stated the objective of
encouraging States to make greater use of individual income taxes.

81-395-72---27
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The means for doing so is the formula for allocation of State revenue
sharing funds to the respective States. It would penalize States which
make little or no use of individual income taxes as a revenue source
and conversely, would reward the high income tax States by a rela-
tively greater allocation of revenue sharing funds. This provision
would create a substantial inducement for States to do what they
otherwise would not consider to be in the best interests of the State
and its citizens. It illustrates how H.R. 14370 would make the States
increasingly dependent on Congress. not only for money but for direc-
tion as wed. To this we cannot subscribe.

In addition to the pressure on the States to raise more of their rev-
enues from individual income taxes, another feature of the bill would
tend to forceStates into conformity with Federal law on individual in-
come taxes. This is the provision for Federal collection of State individ-
ual income taxes. While it is an optional provision, there would be the
inducement to a State of being relieved of administrative costs for
this tax and at least a one-shot gain in revenues, estimated at $1
billion nationwide. In return, participating States would have to
conform their tax law, except for rates, closely with the Federal law.
In fact, the proposal would invite States to adopt flat percentages
of Federal tax liability as the simplest form of piggybacking and
thus apply the Federal rate progression to their own income tax.

Our committee on State taxation has considered this Federal col-
lection proposal and concluded that it should be opposed. It so con-
cluded because the proposal could force many States into an unwise
subordination of their own tax policy determination to that of Con-
gress, although it is a tax area in which Congress has no responsibility.

STATE TAXATION OF INTERSTATE COMMERCE

There is, however, an area of State taxation over which the Con-
gress does have some responsibility and in which it has acted in the
past. This area involves State taxation of interstate business and its
effects on interstate commerce.

In 1959 the Congress enacted Public Law 86-272, setting a standard
for jurisdiction of State to tax income from interstate business trans-
actions. But it was then recognized that many problems remained.
After exhaustive studies by a special subcommittee of the House
Judiciary Committee, the House twice passed bills setting minimum
standards for State and local taxation of interstate business. Many
States opposed these House-approved bills on the ground of possible
revenue loss, particularly with respect to sales and use taxes. Business
generally supported these bills even though recognizing that they
were of limited application, having been designed primarily to
relieve the administrative and compliance burdens of small business.

An interstate taxation bill with broader coverage but otherwise
similar to the House-approved bills was introduced in the 91st and
92d Congresses by Senator Ribicoff. It, too, has been opposed by
many State tax administrators. So, in order to arrive at a reasonably
satisfactory resolution of the issue, considerable efforts have-beenmnde
by our committee on State taxation in cooperation with other business
groups to develop proposed legislation that will best protect the legiti-
mate interests of the taxpayer, the tax collector, and the public.
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We urge the Finance Committee to hold hearings on this important
issue at an early date. We shall be pleased to present our views and
we offer to you any technical assistance the committee may desire.

Thank you.
Senator BENxETr. No questions.
Senator JORDAN. No questions.
Senator FANNi. Mr. Rinta, you state that this bill would force

many States into an unwise subordination of their own tax policy.
Perhaps the provision would further draw the distinction between
State and F eral Governments. Would this not be contrary to the
intent of this bill, to make the States more independent?

Mr. INTA. Well, it would seem to me it would make them more
dependent. It would-to the extent that States agree to the Federal
collection procedure and there would be financial incentives to do

Iso, their tax policy with respect to individual income taxes would
bedeterminedby Congress.

Senator FANNIN. Thank you. With regard to your remarks on
interstate taxation, are you familiar, and if so, could you comment
on the bill introduced by Senator Magnuson, which attempts to arrive
at a fair solution to the diverse views on interstate taxation ?

Mr. RINTA. I am not entirely familiar with the bill. I really feel,
however, that there are provisions in that legislation which we could
support but there are some others which we do not feel would be
acceptable.

Senator FANNIN. I see. Thank you very much.
Senator ANDERsoN (now presiding). Thank you.
Mr. Parks.

STATEMENT OF PAUL PARKS ON BEHALF OF AMERICANS FOR
DEMOCRATIC ACTION

Mr. PARKS. Mr. Chairman, thank you for giving me the opportunity
to speak on behalf of Americans for Democratic Action on H.R. 14370.

I am the administrator of the Model Cities program in Boston and
have served in this capacity for the last 4 years. My perspective,
therefore, is to present the interests of the core city and specifically
the interests of inner city lesidents, many of whom are low-income
blacks and Spanish-speaking people.

Many local communities have reached the end of their fiscal re-
sources to support the normal and basic functions of local govern-
ment. Public services have begun to deteriorate seriously, and further
breakdown of those services is inevitable unless a significantly greater
volume of financial aid is made available from the productive and
progressive Federal tax system.

Therefore, ADA supports the concept of revenue sharing based
on local need, provided that adequate safeguards against discrimi-
nation and abuse are incorporated in the legislation.

The need for fiscal assistance is by no means uniform. The crisis
is most acute in central cities that have concentrations of poor fami-

uies whose taxpaying ability is severely limited and whose needs for
public services is especiall great. There is no crisis at all in the richer

suburban communities. The suburbs contribute to the crisis-of the



412

central cities, in fact, by drawing upon city services while contributing
little or nothing to the maintenance of those services.

Therefore, XDA would have great difficulty with a bill that dis-
tributes money to the States as well as to needy local governments. It
is local, not State, government that faces fiscal crisis. Every State
has substantial unused revenue raising capacity; few have truly
progressive State income taxes and corporate tax structures that levy
a fair share of taxation upon those most able to pay. Furthermore, if
payments to the States are intended to be ultimately distributed to
local governments, one of the consequences is that the administrative
cost incurred by the States must come out of the funds that should
be distributed to the local cities and towns.

An additional fault in this bill is that it distributes funds to all
local governments without attempting to relate the distribution to
need. County governments that in some parts of the country have
become archaic and unresponsive to community'conerns in rich sub-
urbs would join in revenue sharing with poor central cities and rural
depressed areas.

DISTRIBUTION FORMULA

If Congress insists that the money is to be distributed by the State-
we believe mistakenly-we are particularly concerned about the dis-
tribution formula. Under the proposed bill, distribution among county
areas is on the basis of population, urban population and per capita
income, and among cities and towns in a county, on the basis of popu-
lation and per capita income.

From the standpoint of the inner city, this ignores three very
important factors:

(1) Higher governmental costs in the city: for example, teachers'
salaries due to higher costs of living;

(2) Nonschool services costs are substantially greater in cities than
in suburbs because of the use of city services by commuters; the exis-
tence of higher social costs in the welfare and health areas; the
existence of older and substandard public facilities and housing result-
ing in higher capital costs and more costly inspection and enforcement
of building codes. In school areas, costs are higher because of the need
for additional programs for enrichment, large numbers of children
with learning disabilities, and children taking English as a second
language.

(3) Further, there is a lower tax base in central cities because of
the existence of tax-exempt properties.

All these discrepancies exist even though most cities have taxed
their property owners at higher rates than suburban and rural
communities.

For the distribution to be equitable it must take into account the
above factors. ADA believes that the statutory formula must be
adjusted. We recommend that the amount distributed to each city
and town should be on the basis of population weighted inversely by
income and then adjusted by cost-of-living factor, and further ad-
justed for need based on actual local expenditures.

If county areas are to be used in the distribution formula. the defini-
tion of urbanized population should be redefined. In the present
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version, "urbanized population means the population of any area con-
sisting of a central city or cities of 50,000 or more inhabitants and of
the surrounding closely settled territory of such city or cities which
is treated as an urbanized area by theBureau of Census for general
statistical purposes." Does it not follow from this definition that all
of a metropolitan area including the central city and suburbs would
contain urbanized population ?

As a result of the three factors used for distribution of funds to
county areas, the first two, population and urban population, do not
weight the formula to the benefit of the core cities. Many core cities
have small relative population, but contain a concentration of
problems.. Even the optional factor of using tax effort in place of population

-for distribution of funds to cities and towns is not effective in solving
the problems of the inner cities. First, it depends upon election by
the State. Second, tax effort will govern the distribution of funds
coming to the county area on the basis of population. In the case of
cities where the county is almost coterminous with the city, a further
distribution in the county area on the basis of tax effort makes little
change in how funds are distributed.

Third, even if we overcame the county problem, tax effort measured
by per capita adjusted tax--exploding school tax-leaves out a second
most important factor-per capita income. Obviously, the tax effort
is much greater in a city where per capita income is low as compared
to a suburb that raises the same level of per capita taxes.

A safety valve provided in the proposed bill puts a ceiling on all
cities or towns under 100,000 in population measured by the lowest
per capita taxes in any city over 100,000. If this provision accomplishes
our objective it would be highly accidental.

ANTIDISCRIMINATION

ADA believes that the antidiscrimination sections of the bill are
inadequate. The bill, as presently drafted, gives; persons the right to
go to court if the city has practiced discrimination in the expenditure
of its funds, but permits the city to continue spending funds until the
court has acted.

We feel that this does not offer the essential positive protection
needed to guarantee to all persons their full civil rights. We suggest
that the Secretary be authorized and indeed instructed to promptly
investigate complats of discrimination. Further. he should be re-
quired to withhold funds until the matter is finally remedied if he
finds that. discrimination did in fact take place. Furthermore. similar
provisions should apply to the State.

STATE FUNDS

While ADA opposes revenue sharing for States, if Congress insists
on such legislation we strongly recommend additional safeguards. As
a further protection and incentive toward progress, revenue sharing
for the States should be based upon the following conditions: First,
an income tax system at least as progressive as the Federal must 1
adopted by each State. Second, existing formulas for the distribution
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of State funds to local cities and towns should be changed so that
distributions are made on the same basis that ADA has recommended
for the distribution of Federal revenue sharing to the cities.

CONCLUSION

We are agreed that the need in our cities is great-even desperate.
We are agreed that we must use the great Federal revenue producing
system as the only available means to meet the need, However, unless
we modify the proposed legislation-H.R. 14370-as suggested in
my testimony, I blieve we will both fail to meet the need and will
permit to continue the discriminatory practices still so prevalent in
American life. It is ADA's firm position that not 1 cent of public
moneys should be allocated or spent unless strong prohibitions on
discrimination are part and parcel of the law. Otherwise those who
need the assistance the most-the poor whites, blacks, and Spanish
speaking-will once again be deprived and denied.

On the other hand, revenue-sharing legislation, properly drafted,
can open new doors and roads to meeting the pressing problems of all
Americans.

I thank you.
Senator ANDERSON. Any questions?
Senator JORDAN. No questions.
Senator FANNIN. No questions.
Senator ANDER8ON. Thank you very much.
Mr. Field.

STATEMENT OF THOMAS F. FIELD, EXECUTIVE DIRECTOR,
TAXATION WITH REPRESENTATION

Mr. FIELD. Good morning. Mr. Chairman and members of the
Committee on Finance, I wish to thank you for this opportunity to
present testimony regarding the State and Local Fiscal Assistance Act
of 1972.

As you know, the goal of Taxation with Representation, the organi-
zation which I represent, is to encourage public-spirited tax profes-
sionals to speak out in the public interest-and to assist them in doing
so by attending on their behalf to the many small chores involved in
presenting testimony. We do not take organizational stands. We con-
centrate, instead, on helping public-spirited tax professionals express
their own views on Federal tax questions. Our purpose is to serve Con-
gress and the public by bringing into tax debates the voices of
skilled tax professionals who have no ax to grind.

Today we wish to present to this committee a statement by Murray
Drabkin, Esq. Mr. Drabkin received his A.B. degree from Hamilton
College in 1950 and his LL.B. from Harvard Law School in 1953.
Mr. Rabkin has served as counsel to the House Committee on the
Judiciary, chief counsel to the House Special Subcommittee on State
Taxation of Interstate Commerce, and as a consultant on taxation to
Federal, State, and local government bodies. He is a member of the
tax committee of the New York Chamber of Commerce and the Na-
tional Committee of Taxation with Representation, and has served
as a member of the advisory council of the Tax Institute of America.
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In addition, we wish to present a statement by Dr. Ray D. Whit-
man of the Bureau of Business and Economic Research at the Uni-
versity of Maryland. Dr. Whitman devoted 3 years of intensive
study to revenue-sharing proposals while preparing his doctoral dis-
sertation, which is entitled "Revenue Sharing and the Cities." Since
receiving his doctorate in economics from Columbia University, he
has studied State and local fiscal affairs as a member of the Maryland
Governors Study Commission on the State Tax Structure. fie is
presently developing an economic model of the Maryland economy
and is making an analysis of Canadian experience in connection with
grants by Federal authorities to provincial governments.

As you will see, Mr. Drabkin's statement opposes revenue sharing,
while Dr. Whitman's statement favors it. This illusfrates our group s
reluctance to take organizational stands and our willingness to present
several statements on important tax issues, each expressing a different
opinion in the steps that would promote the public interest.

Mr. Chairman, I respectfully request that 7Mr. Drabkin's and Dr.
Whitman's statements regarding H.R. 14370 be placed in the commit-
tee's hearing record at the conclusion of this statement.

Senator ANDERSON. Without objection, that will be done.
Mr. FiEw. In addition, with the committee's permission, I would

like to read at this point the brief summaries of their statements that
have been prepared-by Mr. Drabkin and Dr. Whitman.

I will start, Mr. Chairman, with the summary prepared by Mr.
Drabkin.

These now are his words:
I believe that enactent of revenue sharing would be a mistake of major Anag-

nitude. There are four principal reasons for this view: (1) my concern over
separatng the spending and taxing functions; (2) my lack of confidence in
the administrative performance of State and local governments; (3) the dem-
Tnstrated inability of State and lecal governments to resist excessive pension and
other demands; and (4) the failure of State and local governments to exhaust
their own sources of revenue.

Having.paid all this, the fact remains that many States and cities are now in
despe'ale condition. I conclude, therefore, that the Federal Government should
provide additional assistance by assuming the burden of welfare costs, by enact-
ing limited Federal tax credits for taxes paid to State and local governments,
and by assisting in the collection of State personal income taxes. In addition,
I urge Congress to reduce the revenue leakage in the State taxation of interstate
business by passing uniform interstate tax rules.

That concludes the summary of Mr. Drabkin's statement.
I would like to conclude by reading the summary of Dr. Whitman's

statement. I quote again:
I favor revenue sharing as a means of financing the continued growth of our

-State and local governments. Revenue sharing would have beneficial effects on
the tax burden distribution among income classes and would not have signifi-
cant adverse effects on the economy. In .addition, revenue sharing presents the
Federal Government with a unique opportunity to encourage an urgently-needed
restructuring of State ond local government.Revenue sharing is superior to tax credit proposals because it gives the Fed-
eral Government more control over the distribution of funds among the States
and because it makes possible the distribution of funds to localities and other
Jurisdictions below-the State level. Federal assumption of welfare and education

, costs and increased Federal funding of existing grants-in-aid programs world
provide less fiscal relief per dollar tian would revenue sharing, since part of
the money apropriated for these programs is used to achieve Federal objec-
tives which are not shared by the States and localities.
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Mr. Chairman, that concludes our presentation.
Thank you very much.
Senator A"=misoN. Thank you.
(The prepared statements of Mr. Drabkin and Dr. Whitman sub-

mitted biy Mr. Field follow:)

BIooRAPHIcAL NOTE ON MURRAY DRABKIN

Murray Drabkin is a Washington attorney with extensive experience in the
field of state and local taxation.

Mr. Drabkin received his A.B. degree from Hamilton College in 1950 and his
LL.B. from Harvard Law School in 1953. He Is a member of the New York and
District of Columbia Bar.

Mr. Drabkin has served as counsel to the House Committee on the Judiciary,
Chief Counsel to the House Special Subcommittee on State Taxation of Inter-
state Commerce, and as a consultant on taxation to the federal, state, and local
governments. He is a member of the Tax Committee of the New York Chamber
of Commerce and the National Committee of Taxation with Representation.
He has also served as a member of the Advisory Council of the Tax Institute
of America.

SUMMARY OF STATEMENT

I believe that enactment of revenue sharing would be a mistake of major
magnitude. There are four principal reasons for this view: (1) my concern over
separating the spending and taxing functions, (2) my lack of confidence in the
administrative performance of state and local governments, (8) the demon-
strated inability of state and local governments to resist excessive pension and
other demands, and (4) the failure of state and local governments to exhaust
their own sources of revenue.

Having said all this, the fact remains that many states and cities are now in
desperate condition. I conclude, therefore, that the Federal government should
provide additional assistance by assuming the burn of welfare costs, by enact-
Ing limited Federal tax credits for taxes paid Wiltate and local governments,
and by assisting in the collection of state persbl income taxes. In addition,
I urge Congress to reduce the revenue leakage in the state taxation of interstate
business by passing uniform interstate tax rules.

DISCLAIMER

The views presented in this statement are solely the author's. They should not
be construed as representing the views of any firm or group with which he is
associated.

ADDRESS AND TELEPHONE DATA

Further information regarding the views expressed in this statement can be
obtained by writing to Mr. Drabkin at 710 Ring Building, Washington, D.C. 20036.
Alternatively, he can be reached by telephone during business hours at (202)
FEderal 8-2100.

PREPARED STATEMENT OF MURRAY DRABKIN, ESQ.

INTRODUCTION

Mr. Chairman, members of the Committee on Finance, I appreciate this op-
portunity to present this statement on the problem of revenue sharing. Rather
than directing my remarks at the specific bills -before you, I should like to com-
ment more generally on the basic concepts involved.

Although this is not a courtroom, the lawyer's habit of qualifying the witness
persists. I have spent most of my professional life in government-first as counsel
with the House Committee on the Judiciary, then as chief counsel to its Special
Stbcommittee which made a four-year, nationwide study of state taxation in the
United Statea Subeequently, I have served as a consultant to federal, state, and
local govermnent on state and local taxation. I also have some familiarity with
these matters as a lawyer in private practice. In short, what I have to say is
based on rather extensive experience with government at the federal, state, and
local levels.
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This Committee and the country have heard much over the pest few years
about the desperate need of the states and cities for additional revenues. In-
flation, rising expectations, deteriorating facilities, a new militancy among gov-
ernment employees and run-away welfare costs, have resulted In expenditure
budgets which grow at the rate of 12 to 15% a year while revenues grow at the
rate of only G to 8%. All of this is true. The question, before the Oommittee is
what can or should the federal government do about It

The Oommittee has before it a number of proposals. One of these, which is not
the subject of this morning's hearing, represents a major reslpbnse to the needs
of our urban areas, In particular. I am referring, of course, to the reorganiza-
tion and federalization of much of the welfare system that is now pending
before the Committee. Any reasonable scheme shifting the bulk of the welfare
burden to the federal government will be of enormous assistance to the states
and localities.

Of more Immedlate concern, however, are the bills which you are now con-
sidering to provide additional funds either through revenue sharing or tax
credits.

OPPOSITION TO REVENUE SHARING

I believe that the enactment of revenue sharing would be a mistake of major
magnitude. It would be a king-sized license to squander. This Is not a conven-
tional view outside of Washington today, and accordingly I should like to take a-
few moments to explain my position.

At the outset, let me say that I do not base my opposition on the condition of
the federal budget. If revenue sharing were In fact the best way to meet the
fiscal problems of state and local government In this country, I think Congress
would do what had to be done--It would find the money even If it meant raising
federal taxes.

But revenue sharing Is not the best answer. Indeed it is the wrong answer.

SEPARATION OF TAXING AND SPENDING

First, there Is considerable wisdom in the concern over separating the burden
of raising money from the joy of spending It. Governments are in the last analy-
sis made up of people and there is a perfectly understandable tendency for
people'who don't have to raise the money to be Just a little careless about how
they spend It. And this happens with distressing regularity. I have seen pro-
grams Initiated simply because federal money was available-'programs which
never should have been started and never would have been started If the money
had to come out of local taxes. There is a myth that federal money is free money;
increase the amount of federal money through revenue sharing and you will
simply increase the dimensions of this myth.

QUALITY OF STATE AND LOCAL GOVERNMENT

The second reason for my opposing revenue sharing is the quality of gtte
and local government in the United States today. For too many years, federal
service has been the first choice of those interested in government careers.
There are major exceptions, of course, and. I have encountered at the state and
local levels of government men and women of great ability and devotion. But
by and large state and local governments are not nearly as well run as the federal
government. In this regard, It has always seemed somewhat ironic to me to
read statements by local officials blaming their problems on the red tape of
federal programs alongside reports of widespread scandals in the use of federal
monies by their agencies. This kind of performance in programs subject to fed-
eral supervision and regulation hardly affords much ground for confidence in the
use of large amounts of totally unrestricted funds.

INABILITY TO RESIST EXCESSIVE DEMANDS

My third reason for opposing revenue sharing is the demonstrated Inability
of state and local governments tomresist excessive demands.

Let us consider the area of employee relations, which today is becoming one
Of the real testing grounds of government in this country. At a tin-when many
government services are perhaps at the worst level In history, I can think of
at least one major Jurisdiction with a 30 hour summer work week.

At a time when its resources are strained past the breaking point, at least
one major city has agreed to pension plans far beyond anything provided by
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the federal government or by private Industry. It provides pensions fqr Its
employees, most of them on a practically noncontributory basis, with the amount
of the pension determined on the basis of the employee's earnings in his last
year of service, including all overtime. In addition, It has become an administra-
tive practice to give first priority in the assignment of overtime to employees in
their last year of service. As a result, it is not at all uncommon for city em-
ployees to retire in their early 40's at a pension approximating their full salary
at the time of their retirement

-Why should the rest of the people of this country-be required to contribute
through revenue sharing to support a pension system which is so far beyond
anything which they are willing to provide for their own government personnel?

Fortunately, there are signs that resistance to these kinds of demands Is
hardening. However, the reason for resistance is simply that the well has run
dry.

FAILURE TO UTILIZE REVENUE SOURCES

My fourth reason for opposing revenue sharing is the failure of states and
localities to utilize fully their own revenue sources. Again, this is a generaliza-
tion. There are states and cities which have come fairly close to exhau ting their
own revenue sources; but in many cases they have not Let me give you some
examples.

1. There are about 10 states which have yet to enact personal income taxes.
2. The major source of local revenues is the property tax. Characteristically,

the tax is poorly administered with resulting substantial losses of revenues.
But even more costly is the fact that almost every property tax in the country
is shot through with exemptions. For example, why should a veteran or an
elderly person be relieved of a portion of his property tax irrespective of his
financial condition? Why should private schools pay nothing for the community
services which they receive?

3. Then there Is the chaotic situation with respect to the taxation of inter-
state business. Over the years this has evolved into a condition whereby the
states forego the collection of substantial amounts of taxes from locally-based
companies in exchange for the assertion of -liabilities against out-of-state com-
panies--liabilities which as a practical matter they often fall to collect, The
main purpose of this exercise is to reduce the tax bill of the locally-based
company. The reason for doing this Is the cutthroat competition to attract
industry. Yet when the Congress offered the states an opportunity to bring some
order out of this chaos through the adoption of uniform rules, the states fought
the proposal tooth and nail. There is no way of knowing how much revenue is
lost by the states through this and other forms of tax competition, but it must run
into a great many millions of dollars each year.

SUMMARY OF REASONS FOR OPPOSING REVENUE SHARING

These then are my reasons for opposing the enactment revenue sharing:
(1)' concern over separating the spending and taxing functions;
(2) a lack of confidence in the administrative performance of state and

local governments;
(3) the demonstrated inability of state and local governments to resist

excessive demands; and
(4) finally, the failure of state and local governments to. exhaust their

own sources of revenue.

PROPOSALS FOR FEDERAL ASSISTANCE

Having said all of this, the fact remains that many states and cities are now
in desperate condition. Even if I am correct in saying that at least some
portion of their salvation lies within their own power, it is unrealistic to believe
that they will achieve It soon. I would conclude, therefore, that the Federal
Government should provide additional assistance along the following lines:

L. Assumption by the Federal Government of welfare costs under a program
designed to break the existing welfare-cycle.

2. Enactment of limited tax credits for income taxes paid to state and local
governments. This approach has the great advantage of requiring the govern-
mental unit which is spending the money to raise the money. While the federal
government might bear some or all of the additional cost, the increase would have
to be justified to the taxpaper and his representatives through the normal polit-
ical process. I believe that this will provide at least some safeguard against the
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kind of unrestrained spending of someone else's money which would result from
revenue sharing.

8. Collection by the federal government of state personal income taxes I would
suggest that this be offered as a service by the federal government to any state
which has a tax that piggybacks on the federal This would help, in two ways: it
would relieve the states of the administrative costs, and It would also, I am
confident, result in the collection of more revenue.

4 Finally, I would urge that Congress act to reduce the revenue leakage in
the taxation of interstate businesses through the passage of uniform rules.

BIOGRAPHICAL NoTE ON RAY D. WHITMAN

Ray D. Whitman is an Assistant Professor in EconomlcA and a Research As-
sociate In the Bureau of Business and Economic Research at the University of
Maryland. He received his B.S. degree from Columbia University in 1964, graduat-
Ing Magna Gum Laude. At Cohlmbia he was elected to Phi Beta Kappa. He re-
ceived his Ph.D. in economics from Columbia during the post year. Ills doctoral
dissertation was entitled "Revenue Sharing and the Cities."

During 1970, Dr. Whitman served as a staff member on the Maryland Gover-
nor's Study Commission on the State Tax Structure. He is presently developing
an economic model of the government sector in Maryland and is making an
analysis of Canadian experience with general purpose grants by Federal authori-
ties to provincial governments.

SUMMARY OF STATEMENT

I favor revenue sharing as i means of financing the continued growth of our
state and local governments. Revenue sharing would have beneficial effects on
the tax burden distribution among Income classes and would not have signiflcent
adverse effects on the economy. In addition, revenue sharing presents the Fed-
eral government with a unique opportunity to encourage an urgently needed
restructuring of state and local government.

Revenue sharing is superior to tax credit proposals because it gives the Fed-
eral government more control over the distribution of funds among the states
and because It makes possible the distribution of funds to localities and our Juris-
dictions below the state level. Federal assumption of welfare and education costs
and increased Federal funding of existing grants-in-aid programs would provide
less fiscal relief per dollar than would revenue sharing, since part of the money
appropriated for these programs is used to achieve Federal objectives which are
not shared by the states and localities.

DISCLAIMER

The following statement Is Solely the responsibility of the author. It should
not be construed as representing the views of his employer or of any groups with
which he is associated.

ADDRESS AND TELEPHONE DATA

Further information regarding the views expressed in this statement can be
obtained by writing to Dr. Whitinan at the Bureau of iusine"ss and Economic
Research, College of Business and Public Administration, College Park, Mary-
land 20742. Alternatively, he can be reached by telephone during business hours
at (301) 454-2303.

PREPARED STATEMENT OF RAY D. WHITMAN

INTRODUCTION AND SUMMARY

I favor revenue sharing as a means of financing the continued growth of our
state and local governments, because it would have a minimum of adverse eco-
nomic effects and'because it would have desirable effects on the distribution of
the burden of taxation among income classes Revenue sharing Is superior to tax
credit proposals because it gives the federal government more control than would
a tax credit over the distribution of funds to localities.
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My expertise on revenue sharing grows out of three years' intensive study of
the subject during the course of writing my doctoral dissertation at Columbia
University. Though the dissertation was addressed to the problem of revenue
sharing and the cities, my treatment of the subject was very broad, and Included
a careful study of the functions and effects of all forms of grants, including
revenue sharing.

ARGUMENTS FOR _REVENUE SHARING

Financing Expenditure Growth of States and Localities
Revenue sharing provides an excellent means of financing the growing expen-

ditures of our states and localities. I have little doubt that state and local expen-
ditures will continue to grow more rapidly than will state and local revenues at
constant tax rates. Without some form of federal assistance, states and localities
will have to increase taxes and charges.

If the experience of the past two decades provides any indication, sales and
property taxes will provide the bulk of the mew revenues. Only a small percent-
age of the state and local revenue growth In this period was derived from the
Income tax. Higher sales and property taxes would not be undesirable In some
jurisdictions where rates have been relatively low until the present. But sales
taxes at rates approaching 6 or 7 percent and property taxes in excess of 2% or
3 percent of market value cannot help but have adverse economic effects. In addi-
tion, the distribution of the burden of these taxes among income classes Is com-
monly regarded as less desirable than that of a personal income tax with pro-
giressive rates.
Federal Income Tax Credit as an Alternative

Fewer than one quarter of the states utilize the Income tax to anywhere near
Its potential. Nothing bars the states from making more extensive use of the In-
come tax except political resistance and, In some cases, restrictions In state con-
stitutions that would be difficult to remove. Most experts on the subject believe
that both resistance and constitutional restrictions would melt quickly away if a
federal credit for state Income taxes paid were established. For this reason, the
federal Income tax credit Is a leading alternative to revenue sharing as a means
of providing fiscal support for the states and localities.

I regard the tax credit as a policy of considerable merit However, in two Im-
portant respects it Is a less flexible tool than revenue sharing. First, it is possible
with revenue sharing to establish in the legislation an equitable distribution of
funds among the states. The tax credit would benefit states in proportion to their
state income tax payments and would thus favor states with high and progressive
rates, generally the high Income states. Second, with revenue sharing it is pos-
sible to channel funds directly to the localities, something which would not be
feasible under the tax credit. If It Is important for political or any other reasons
to assure urban areas, a certain minimum share of the total, the tax credit would
not do the job.

The tax credit has an additional feature which is repugnant to some observers,
namely its coercive nature. An effective credit would virtually force every state
to adopt an Income tax. Is so coercive a measure consistent with the principles
of our federalism? I personally do not find this particular use of federal fiscal
power objectionable, because I find the Income tax so desirable a revenue source
that it merits nationwide adoption at the state level. The bill before you pro-
vides the states with an incentive to rely more heavily on the personal Income tax.
I commend this feature of H.R. 14370 to you. Perhaps for federal collection of
state income taxes adds a further incentive for heavier use of this source.
Other Alternatives to Revenue Sharing

There are other means besides revenue sharing and the tax credit of providing
states and localities with fiscal relief, namely federal takeover of activities now
provided in whole or in part by states and localities (e.g., welfare), enactment
of new grant-in-aid programs (e.g., additional aid to education), and increased
funding of existing grant-in-aid programs. These alternatives provide less fiscal
relief per dollar budgeted than do revenue sharing and the tax credit because
some part of the funds are used in achieving federal objectives not shared by the
states and localities.

If federal funds are limited and if federal objectives are judged more im-
portant than provision of fiscal relief to states and localities, then some com-
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bination of these alternatives should be chosen over revenue sharing or the tax
credit. I make no attempt to judge the relative importance of federal objeitves
and fiscal relief for states and localities. But I question the notion that federal
resources are so very limited that $5 or $10 billion cannot be found for revenue
sharing. Did not the Congress In its 1969 tax reform reduce projected 1975 reve-
nues by $8 billion? If provision of fiscal relief for the states and localities would
be highly desirable for the reasons outlined above and if existing federal funds
are pre-empted by higher priority programs, could not the Congress increase
federal taxes in order to fund a revenue sharing program? I find a federal tax
increase far more attractive than the hodge-podge of revenue measures with
which the states and localities would doubtless meet their fiscal difficulties iu
the absence of revenue sharing or a tax credit.

Revenue Sharing and the Restructuring of Local Government
The National Commission on Urban Problems concluded that major improve-

ments in the structure of urban government are urgently needed, and It recom-
mended that the federal government use its influence to stimulate these improve-
meats. I am convinced that efforts at restructuring local government are not only
worthwhile, but essential for the continued vitality of our federalism. However,
I am not a student of local political arrangements, and I make no claims at
having achieved more than an elementary knowledge of the area. Let me, ten,
comment on this proposal as a student of the problem of fiscal disparities in
metropolitan areas and as a student of the federal grant system.

At present, residents of the affluent sections of many metropolitan areas pay
through their local taxes only a small share of the costs of providing social
services to the poor. A disproportionate share of these costs is borne by the resi-
dents of the central cities and those suburban Jurisdictions in which the poor
mainly reside. Most economists regard this situation as Inequitable, and in this
I concur. Residents of affluent sections are strongly motivated by self-interest
to oppose any new political structure In which the costs of providing social serv-
ices to the poor are spread more evenly among the area's residents. A federal
revenue sharing plan which reduced the advantage to residents of affluent see-
tions of resisting a new political structure would greatly enhance the prospects
for the reform and restructuring of local government. A plan which compensates
governments responsible for a disproportionate share of the area's poor for the
additional fiscal burdens they bearwould have this effect. The clause in HR-14370
requiring distribution of funds among municipalities in Inverse relation to ler
capita income would improve the relative position of the central cities and poor
suburbs. Thus, this plan should improve the chances for the restructuring of local
government in urban areas.

The restructuring of old Institutions is always exceedingly difficult to bring
about, and restructuring of local government in urban areas is no exception. A
revenue sharing plan with one Important condition-that efforts at restructuring
local government be initiated-could only enhance the prospects for change. Such
a provision is not included in the present bill. It was an integral part of the
revenue sharing proposal of Senator Humphrey and Representative Reuss. I
commend the provisions of the Humphrey-Reuss proposal to your attention.
Federal Incentives for local government restructuring through revenue sharing
have received two major criticisms: that it would be Impossible to design effective
incentives and that they would constitute a serious threat to the essential free-
dom of the states. I will have to leave it to the experts in political science and
law to advise whether effective conditions can be devised. Let me comment on
the second criticism.

I regard inaction as presenting as serious a risk to the continued vigor and
independence of state and local governments as federal involvement in state and
local affairs. Imposition of this condition would be costless to the federal govern-
ment. Compliance would be irresistable to the states, though not without coat.
The long-run benefits to society in Increased efficiency of local government In
urban areas could well exceed the costs to the states many times over. This is
a time when the capacity to American democracy to revitalize Itself through
institutional change Is being tested as never before. The Congress ias in revenue
sharing a unique opportunity to assist in the process of adapting our institutions
to the requirements of a modern, post-industrial state.
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CONCLUSION

The national concern for the fiscal difficulties of state and local governments
and the clamor for revenue sharing provide the federal government with a
unique opportunity to strengthen the federal system. Revenue sharing should be
adopted In a form which will encourage an urgently needed restructuring of state
and local government.

Senator ANDERSON. We will recess until 10 o'clock tomorrow morn-
Ing.

" (Whereupon, at 11:45 a.m., the hearing was recessed, to reconvene at
10 a.1., Thursday, July 27, 1972.)
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THURSDAY, JULY 27, 1972

U.S. SENATE,
COMbiTrEE ow FINANCE,

Wahington, D.C.
SThe committee met, pursuant to recess, at 10:07 a.m., in room 2221,

New Senate Office Building, Senator Russell B. Long (chairman),presiding..

Present: Senators Long, Anderson, Hartke, Ribicoff, Byrd of Vir-
ginia, Nelson, Bennett, Jordan of Idaho, Fannin, and Hanson.

The CHAIRMAN. We will have other Senators in the room in the next
moment or two as we proceed. I will call the hearing to order and we
are pleased to have Senator Edward J. Gurney, 1S. Senator from
Florida, as our first witness this morning.

STATEMENT OF HON. EDWARD 1. GURNEY, A U.S. SENATOR FROM
THE STATE OF FLORIDA, ACCOMPANIED BY GEORGE BEAL, PRO.
FESSIONAL STAFF MEMBER

Senator GuRNEY. Thank you, Mr. Chairman. I appreciate the op or-
tunity to appear hero today to testify on the State and Local F fiscal
Assistance Act of 1972, commonly known as the General Revenue
Sharing Act.

This legislation is badly needed by our State and local governments.
Previous witnesses before this committee have represented to you first
hand the critical needs of city, county and State governments. It cer-
tainly would be repetitious for me to repeat the story of substandard
roads, inadequate pollution control, dangerous health hazards and
other problem areas which have been brought to your attention in
the past several weeks of hearings.

A brief look at some State and local financial statistics is sufficient
to see that these problems are not due to indifference by local and State
governments or to an unwillingness to increase the tax burden at State
and local levels.

In the 1960's, State and local expenditures increased from 46.3 per-
cent of national expenditures for government goods and services to
54.8 percent. They now approach 60 percent. In an effort to cope with
this rise in demands, local and State taxes have been raised drastically,
to the point where they are often almost confiscatory. Yet, local gov-
ernments are still unable to provide adequate services to the public.

., Part of this problem is due to the disproportionate increase in'the
cost of local governmental services, mucdi of which has been due to the
unavoidable, but not unwarranted, increase in Government labor costs.

(423)
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A more basic cause, however, is that State and local revenue sources are
not as elastic in their response to the rising level of our economy as is
the Federal income tax structure. In our expanding economy, Federal
revenues increase proportionately much faster than do State and local
taxes. Therefore, due to the nature of revenue resources, and to the
changing demands on sich resources, it would seem desirable to return
to State and local governments a portion of the taxes paid by their
citizens to the Federal Government.

Equal in importance with these financial needs is the desirability
of providing for State and local control over the expenditure of public
funds. A major goal of revenue sharing should be to bring control
over the expenditure of public funds back to a level nearer the people
who pay the taxes and receive the services. General revenue sharing
should and can accomplish this.
My personal support of the general revenue sharing concept, which

dates back to my service in the House of Representatives, is based
primarily on these two factors---the need to provide local tax relief,
and the desirability of restoring fiscal strength, vigor and control to
our State and local governments. I have accordingly supported and
cosponsored all of the administration's original proposals for both
genera-l and special revenue sharing and I hope to eventually be able
to support and vote for the measure which is now before this committee.

There are, of course, some parts of this complex piece of legislation
about which I have serious questions. Most of these relate to the dis-
tribution formula devised by the House Committe on Ways and Means.

First, I question the failure to allocate a sufficient share of local
funds to rural areas, on the apparent assumption that governmental
services are either less needed or less expensive in those areas. I would
hope that the committee will examine this assumption carefully, and
modify the distribution formula as seems necessary.

Second, I question the limitations forced on -local governments by
the requirement that operating expenditures be made in specified
1'hi h priority" areas, suclias public safety, environmental protection
an-public transportation, and that capital expenditures be made only
for sewage and refuse systems or for public transportation. Local
governments should have the freedom to decide priorities, to determine
whether other needs, often critical needs such as parks and recreation
areas, should not be met first.

But, while I question these and other aspects of the distribution
formulas I do not oppose the general distribution criteria worked out
by the Jouse Committee on Ways and Means, because I realize that
they are the result of tedious hours of study and compromise by well-
informed and well-intentioned men representing diverse opinions and
viewpoints.
Wat I do oppose, however, is that aspect of the distribution formula

which allocates $900 million among the States on the basis of their col-
lections of State personal income taxes. This provision serves no pur-
pose other than to apply the leverage of the Federal tax dollar to vir-
tually force all States to adopt State personal income taxes.

This provision presupposes that a State personal income tax is a more
equitable form of tax for every State, and that it is proper for the
Federal Government to determine what tax structure is best for all
States. '"
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The economic structures of our States vary so widely that no single
tax is best for every State. For instance, Nevada relies heavily on
gambling taxes for its revenue. Should Congress tell Nevada to remove
its gambling taxes so that its citizens can pay a State personal income
tax-I In Florida, we have some rather affluent part-time residents who
own second homes in Florida yet maintain their legal residences in
other States. For Florida to become dependent on a State personal
income tax would be to give these affluent citizens a free ride on
Florida's State and local services. I mean by that that other taxes they
now pay would be commensurately lower or would not be commensur-
ately increased if Florida had a State income tax.

On the other hand, we also have the highest per capita population
of elderly persons of any State in the Union, many of whom retired
to Florida on small budgets. depending upon our constitutional pro-
hibition of an income tax; Should Florida violate its commitment to
these people?

Nevada and Florida are but two examples of the 10 States whose
citizens have decided that a State income tax is not the most equitable
or desirable method of producing State revenues. I think they illustrate
adequately the fallacy of applying socioeconomic theories nationwide
without carefully examing their effect under varying local conditions.

Even if all variations among the States were to suddenly disappear,
it would still be wrong for Congress, in my view, to use the Federal
tax dollar as an inducement to State governments to pass State
personal income taxes which their citizens would otherwise oppose.
Such a tactic would be contrary to the basic premise of general revenue
sharing, which is to increase the fiscal and decisionmaing independ-
ence of State and local governments. It also would violate the very na-
ture of our Federal form of government, which is based upon a delicate
balance between national centralization and State sovereignty.

As you know, Senator Ribicoff and I, together with Senators Bent-
sen, Bible, Cannon, Cotton, McIntyre, Tower, and Weicker, have in-
troduced an amendment (Amendment 1215), which would remove
from S. 3651 the bias against States with little or no State personal
income taxes. Senator Baker has also introduced a similar amendment
(Amendment 1312), which would correct this aspect of the distribution
'formula. While I obviously have a preference between these two
amendments, I could support S. 3651 as amended by either of these
proposals.

In drafting the Gurney-Ribicoff amendment, the income tax bias
was removed from the distribution formula by modifying as little as
possible the basic compromise arrived at in the House. For instance,
the $900 million allocated to State governments on the basis of total
tax effort was not disturbed, nor was the indirect reliance on taxable
personal income in allocating the second $900 million to State gov-
ernments. The only difference is the decision to base the allocation of
the second $900 mlion for State governments on Federal personal in-
come tax collections within the respective States, rather than on col-
lections of State personal income taxes-a change which utilizes the
Federal income tax as a nationally standardized measure of taxable
-income, rather than the widely varying State personal home taxes.

Hopefully, this will promote the expeditious approval of this legis-
lation by the Senate and then by the conference committee.
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I have attached a flow chart which illustrates the effect of my amend-
ment on the distribution of funds under the House formula. As you
can see, the only change is -to that portion of the allocation formula
which would tend to unduly encourage States to adopt State-personal
income taxes.

(The chart referred to is attached.)
Senator GUmNEY. Also attached is a table showing the allocation to

each State of the $900 million affected by this amendment, as com-
pared to its allocation under the House formula.

(The table referred to follows:)
ALLOCATION AMONG STATES OF $900.000,000 PORTION OF GENERAL REVENUE SHARING BASED ON TAXABLE

INCOMES WITHIN EACH STATE

(in thousands of dollars]

Location Allocation
under House under Gurney

State and Senators formula amendment

"Alabama-Sparkman(D.)', Allen (D.) t............................................. 7.395 9,414
Alaska--Stevens (R.), rvel () ................................................. 2,452 1556
Arizona-Fannin (R.) , Goldwater (R. ............................................... Sq6 6,S
Arkanss-McCleln ( d.)' Fulbright (O.)" .................................... 3 954 4,710
Californa-Cranston (D.), tun ney(.)..................................... 110,257, 97,496
Colorado-AlIott(R. Dominick( R . .................................... 10,710 8658
Connecticut-Ribicof .)"' Welcker(R.)77............................... 7,36 21,388
Delaware-Bo s (. Roth (k.) ...................... 5,464 30 73
lorida-Gurney(R )' ............................................. 10,777 27491

Goorgia-Talmade(D.)12Gambrell( ) .......................................... 15,868 16R03
Iawa--F (R.) ....................................Ida h U Jordan ............................................. 3292 2,026

Illn r I) Stevenson (0.) ............................................ 50,675 63,15
Indians-Hertk(DI" Bayh () ............................................... 14, 9 22,606
Iowa-Miller , ,uges (D.) .. .......................................... 188 10,276
Kansas--Pearson (R) ', DOl (R. ................................................ 5, 3 1 81
Kncky-Cor (r.), Cok ............................................... 10 9.7pLoulsn-Ellender 0)', Lon (0)3I......................................... 6 111 10,921
Maine-Smith .' usl y 2 ............................................ 1505 276

Minot-Modle 890 1, 26Maryad-a as (R.), Bea1 'R. 44,3101 241
MauettsKennedy (D) re1 (2).9...............
Michigan-Hart (0.), Griffin &Y............................................ .9702 45,232
Minnesota-Mondale (0.), Humphrey (D.).................................... 33,689 14,827
Mississipp-EastlandD. Stenns(D.) .......................................... 2,948 4.216
Missour--Syminlon (0.' gleton (D.)' .......................................... 14,044 19,179
Montana-Mans lD hetcalf CD . 8.................................. 3.876 2.300
Nebrask,--Hruska(.)', Curtis CR.)" . .................................... 4,044 5,502
Nevada-Bible (D.)' I Cannon ........................................... 1,072 3141
New Hampshire-Coton c In re (0.)s ................................ -1 222 2,934
New Jersey-Casnde (R.)"al ms .........D.................................. 1, 436 40,432
New MexoAnderson ?D.e 1. Montoya (0.................................. . 2 551 2,878
New York-Javits (R.), Buly ............................................. 165218 101,967
North Caroline--Ervin(.) Jordan (0.)...................................... 21,918 15,627
North Dakota-YountCR)' Burdick (0. .................................... 971 1,622
Ohio-Saxbe (R.)I Tati('.. . 3...2,40 51,
Oklahoma-Harrs (D.)", e.o.)' .................................. 4,651 8,414
Oregon--Hatfield (.) Packwood (R.)..... ....... .................. .. 16,446 8 541
Pennsylvania--Scott (R.), Schwker CR.) ................................... 53,159 53 806
Rhode Island-Pastore D. ) ........................................... 4,040 4035
South Caroliina--Thurmnd R.), Hollins (D.) ...................................... 8,132 6851
South Dakota-Mundt (R.) Is, McGovern (D.)' 3.................................... 667 1,693
Tennessee-Baker (R.) 13, Brock (R.) Is ............................................ -4,977 12,749
Texas-Tower (R.)"1, Bentsen (.)"1 ............................................. 16,558 43,138
Utah-Bennett (R.)1, Moss ) .................................................. 4,469 3 120
Vermont-Aiken (R.), Stafford (R.) ............................................... 3,028 1 154
Virginia-Byrd (I.)', Spon ) ........................................ 24, 337 68,38
Washlngton-Magnuson , 3, Jackson (D.) ................................ .5,567 1 0435
West Virgina--Randolph (D.) Byrd (.) '.. 4,936 5,524
Wisconsin-Proxmire (0 on (0.)' 70.................................. 37,090705
Wyoming-McGee D.)I, i ansen (R.)"' .......................................... 509 1,229

1 Members from States which gain under Gurney amendment
3 Members of Senate Finance Committee.
3 Members from States with no State Income tax.
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Senator GuRNzY. Finally, I would like to submit for the record
copies of the scores of official resolutions and communications which
I have received from local governments in Florida concerning this leg-
islation.

(Clerk's note: The resolutions and communications referred to by
Senator Gurney appear as appendix A to this hearing. See p. 483.)

Senator GURNF.Y. As you can see, a whole lot of our State and local
governments in Florida think very little of this distribution formula
that is in'the bill now.

It is significant that the great majority of these local governments,
although aware that local government shares of general revenue-shar-
ing funds are unaffected by the Gurney-Ribicoff amendment, still went
to great lengths to support its adoption as a method of discouraging
promotion of a State income tax in Florida. Certainly these towns

Cities, and counties reflect the widespread opposition by the citizens of
Florida to a State personal income tax, even though such opposition
may endanger the passage of a general revenue-sharing bill itself.

Mr. Chairman, with these arguments in mind, I urge the commit-
tee to amend this legislation so as to remove the bias encouraging na-
tionwide State personal income taxes, and to favorably report this
much-needed legislation as expeditiously as possible.

That concludes my formal statement. Let me summarize two very
important points here.

When the committee examines what my amendment will do to the
various amounts of money that go to the States, it will find that the
States of some members ol the committee will benefit from my amend-
ment and some will not. That may make it a little difficult for some of
the dommjttee members, perhaps, to vote for my amendment, although
in some cases the loss to the committee member's State really is rela-
tively little.

Bait I point out to the conscience of the committee members that if
the formula in the House Ways and Means Committee bill helps your
State more than my amendment, it does so by taking away money from
States like mine that do not have a State personal income tax, or that
have a State personal income tax which produces a rather small
amount of revenue.

The other point I want to make, and I could not be more sincere iDn
this point, is that there is no question but that the House Ways and
Means Committee put this formula in the bill to actually force States
like mine, and there are 10 of them, to enact a State personal income
tax. It is also designed to force those States which have a low State
personal income tax, and there are a great many that do, to miss that
tax much higher than it presently is.

I do not think the Federal Government has any business at all tell-
ing States what they ought to do about their State income taxes-or
any other taxes, as far as that is concerned. That is each State's busi-
ness. If it can manage its fiscal affairs responsibly enough so that it
does not require certain taxes and requires a lower tax then that is a
good thing and we ought to commend it for so doing. We should not

.put a great big stick and club in this bill and say, "You are not going
to get money from us unless you enact another tax oi unless you put it
up much higher." And that is precisely what this bill does.
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This bill has another important. feature that is understood by one
who is considering this legislation.This is only the beginning. If we
enact this revenue-sharing bill we are oing to establish a principlethat is going to increase over the years.It will double. The next time
we have it before us it will triple. It will be four or five times as much.
There is no question about that. _

Now, if that is the case, then what that is going to mean, if this for-
mula is retained, is that every time we increase this appropriation we
are going to be forcing the States back home to either enact a personal
income tax, if they do not do it after thisbill, or else raise their personal
income taxes And I think that is a terrible mistake. As a matter of
fact, I think we could point out many examples of grants we have
made over the years that have later proved entirely unwise.

We have held a carrot out to the State governments and said, "Look,
if you earmark some money for this project you will get this great big
hunk of money from the Federal Government." Many States and local
governments have done that, and they have gotten themselves in all
kinds of trouble for having done that. I think it is time we stop that.
I thought that is what we were doing when we proposed a general
revenue-sharing act. I thought we were giving money back to the
States and giving it with as few reins as possible, so the States them-
selve.s can do the job. Yet, with this distribution formula, and the most
important part of what this bill provides, we are telling the States they
have got to enact a State personal income tax, or they will not get the
money that other States will get.

That is why I violently oppose the formula in the bill and I hope
we can have sense enough to take it out.

The CnnumAN. Thank you very much, Senator.
Senator Byrd I
Senator BYR.. Senator Gurney, you say in your statement:
This provision presupposes a State personal Income tax is a more equitable

form of tax for every State, and that It is proper for the Federal. Government
to determine what tax structure is best for all the States

As to the first part of that sentence, I happen to feel that a grad-
uated income tax is the fairest form of taxation. I do not like the
rates applied 'by the Federal Government but I think it is a fair tax.
Buc the second part of that statement, that it is proper for the

Federal Government to determine what tax structure is best for all
States, I agree with you a hundred percentt. I do not think the Fed-
eral Government should go into the States and say what type of tax
structure a State should have. We are getting very far afield when we
do that.

We have gone too far afield in many of these questions anyway,
trying to dictate what the States should do. If we tell the States
what kind of tax structure they have to have it seems to me that is
a very dangerous new position for this Congress to take.

So, I am very sympathetic to the view that you express. Although
Virginia has an income tax, and I personally feel that income tax is,
perhaps, the fairest formula of taxation.

Senator GuRNzY. I appreciate those comments, Senator Byrd, and
I know there are differences of opinion among those of us here in the
Senate as well as other people on whether a personal income tax,
graduated, as you put it, is the best form of taxation or not.
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I would point out this. In the case of a State like Florids perhaps we
should have enacted one long ago. I do not hold to that. i am simply
saying that possibly we should have. I do not think we should have but
I do think that if we put a State personal income tax on the books
now you can be darn well sure that every penny of it is going to be spent
by the politicians who want to ladle out the money, with veiy little
reduction in other State taxes.

So as far as Florida is concerned, since we did not elect to go this
route some years ago and have had a constitutional amendment
against a personal income tax for many, many years, I, for one, be-
lieve that it is ust as well we keep it out now. I think that is one a
method of fiscal control in Florida on the amount of money we spend.

Senator BYRD. You have another sentence here that I would like to
mention: that the economic structures of our States vary so widely
that no single tax is best for every State. It seems to me that is a very
logical statement. What might be best for Virginia or Florida might
not be best for Nevada or Louisiana or Washington State. I think we
do have a very complex nation here, 50 different States, all sorts of
different problems.

I think what you say is correct, that no single tax necessarily is best
for every State. I like your testimony.

Senator GURNEY. I appreciate that, Senator.
The CHAvxMz;. Senator RibicoffI
Senator RBmiooF. Thank you, Mr. Chairman.
I commend you, Senator, for the hard work you have done in de-

vising this formula. My colleage from Conneticut and I have joined you
as cosponsors.

Mr. Chairman, I will be introducing the Gurney-Ribicoff-Weicker
proposal in executive session. I agree that we in Congress who talk so
much about States' rights have an obligation to leave the States alone
as to what tax formula they will adopt.

Now. in my own State of Connecticut, we have been faced with the
necessity of raising taxes. It has been-a very, very controversial issue
that has involved the people of Connecticut, the legislature, and the
Governor of our State. In the end the State of Connecticut adopted the
highest sales tax in the country, 7 percent.

Now, many people believe that a sales tax is a regressive tax. How-
ever, the people of Connecticut and their legislature and their Gover-
nor after long debate, decided this is how they wanted to finance their
affairs.

If that is the case, I do not see what right the Congress of the United
States has to tell the people of Connecticut what type of taxation to
impose upon their people. And it is certainly unfair to a State like
Connecticut, as Senator Weicker points out in his proposed testimony
that ranks 21st from the top in per capita State tax collections, when
you consider State and local revenue, Connecticut is eighth from the
top in the ratio of local taxes to local revenue, 41st In the percent of
total revenue coming from Washington.
_ We in Connecticut are glad to pay more than our normal share into
Sthe Federal Treasury. It will be wrong to short change States like
Connecticut and Florida, which do not have a State income tax.

I would hope that after full discussion in the committee we could
see our way to adopting the proposal made by Senator Gumey.
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Senator GURNF.Y. I want to thank you, Senator Ribicoff. I was most
pleased to have cosponsorship of you and Senator Weicker, too, from
Connecticut.

You made one point that I would like to amplify. That is that it is,
I think, up to the citizens of the State to decide how they are going to
be taxed. In Florida, just last year, we revised our constitutional pro-
hibition against income taxes by adopting a corporate income tax
amendment.

This was put to a vote of the people, a referendum of the people. They
decided they wanted to go that route. It nay well be that in future
years we will do the same thing as far as the State personal income tax
is concerned.

The point of the matter is that it seems to me that it is up to the
citizens of the State of Florida and not the House Ways and Means
Committee to tell us how we are going to tax our people. This is the
point that I make.

There is no question that this bill not only plenalizes, but outrageous-
ly penalizes, those States that do not have a State personal income tax
aild those States that have a low one.

Mky recollection is that Connecticut does have a State personal in-
come tax but that it is a low one. Is that correct? Or are you one of
the ten that do not?

Senator VEICKF.R. Capital gains
Senator GumNEmY. But there are States that do have State income

taxes that are also penalized under this bill because the House Ways
and Means Committee says, "All right, you have got a State personal
income tax but you ought to up it a gooa deal if you want to get your
fair share out of this bill."

That is totally wrong. Ve should not get ourselves in that posture.
Senator BYRD. Mr. Chairman, could I make one brief comment.? I

think I should say. that I do not want my comments on this particular
provision of the H-ouse bill which I oppose, to be construed as a com-
mitment to a new formula that might be presented because I have not
read the new formula and I want to study it before making a com-
mitment on it.

Senator GURNF.Y. I understand that, Senator Byrd, and as I pointed
out in my testimony, there is at least one other major amendment pro-

osed by. Senator B~aker. It is a somewhat different formula, although
e has submitted his amendment for precisely the same reason I have.

That is to oppose this so-called State personal income tax provision
of the bill.

Senator BYRD. Thank you.
Thank you, Mr. Chairman.
The CTAIRMAN. Senator Anderson?
Senator Bennett?
Senator BENNETT. Mr. Chairman, I have listened to this with a

freat deal of interest, representing a small State with a very low tax

Senator Gurney and Senator Ribicoff, you might be interested to
know that the Federal Govermnent owns 75 percent of the land of the
State of Utah, so that our opportunity to develop tax resources avail-
able to other States is just not there. And so, we have a stiff State per-
sonal income tax.
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If the Gurney-Ribicoff amendment were adopted, one-third of our
revenue sharing would be reduced while your revenue sharing would
be increased from 21 to 3 times.

Now, these are conditions that we have got to face. My own feeling
is that the committee will change the formula from the House bill, but
I will oppose it going all the way over to the complete elimination of
credit for the burden of personal income tax that the people of Utah
have had to impose upon themselves because the Federal Government
owns so much of our land that we do not have an adequate tax base.

So, I can understand the problem. I can understand the problem of
developing any formula that grows out of the disparity. I hope the
committee can come up with a formula that will make a fair alloca-
tion but I do not think we can do it by striking out in effect, any credit

,for the personal income tax.
i Senator RIBICoFF. If the Senator will yield, there are two factors

involved.
First, there is the general proposition, which my distinguished col-

league from Virginia has seen, that we should not tell the Stateshow
to tax their citizens.

I appreciate the problem the Senator from Utah has. If the burden
on Utah is the large interest of the Federal Government in Utah, then
maybe there should be a formula by States such as Utah to be reim-
bursed for the burden that they have to supply to Federal installations.

Senator BENNF.r. It is not Federal installations, Senator Ribicoff.
It is the fact that three quarters of the land area belongs to the Federal
Government. Mieh of it is desert. Much of it is-its only value is
potential tourism, which is a long way down the road. -

We just do not have the tax base that you have in Connecticut
where I am sure every acre is subject to State taxes. Excet-

Senator RmicOFF. And local taxes, which are high. But I think we
get down to a basic philosophical point, does the Congress have the
right to impose, its philosophy upon the States as to vhat a State's
tax structure should e?

Now, maybe we can figure out what is a fair method for revenue
sharing but I think we are going to have to find whether we here in
Congress should impose our philosophy of what a State tax structure
should d be. I think this is a problem for us to consider. Then we can
discuss the question of fairness to all the States.

Senator BEN.N;Tr. Is there not the same problem if you turn the coin
over and say you are going to panelize those States that have used
income taxes and is not Congress then influencing the decision of the
States? There are two sides to that coin.

Senator RmICoEF. No. Each State can make its own determination.
We do not know what will happen in the development of Florida.
Senator Weicker and I cannot judge what will happen to the State of
C nnecticut as the years pass by and they have to meet the burdens
of running the State of Connecticut. But the State of Connecticut,
the State of Florida the State of Utah, have to make their own
decisions as to how they should tax their people and what method. hould be used..1The CuIRM. Well, here is a thought I have been exploring a
little bit and I throw it out to see what you think of it.



432

You are aware of the fact that we have permitted every State--in
effect, we have an inheritance tax law. A tax credit of 20 percent of
whatever the Federal tax is is a credit for the benefit of the State
government. And so all States, even those that levy no other inherit-
ance tax, at least do pick up that 20 percent. They would be foolish
not to. So they take advantage of the fact that the Federal tax-high
inhet!iance-tax-they just pick up the 20 percent that the Federal law
permits, a tax credit against the Federal tax, so the taxpayer is assum-
ing the State just collects that 20 percent. He is no worse off than he
would be if the State had no inheritance tax.

It occurs to me that it might be well to apply the same procedure, just
pick a percentage off hand starting at, we will say, 5 percent of the
amount of income tax that the Federal Government collects, which
would be a credit, if they pay back to the State governments, and then
especially if you say it does not gro into effect immediately, goes into
eect a few. yea rs down the road, I would think in due course every

State would arrange to pick up that advantage.
Now, that would not cost the taxpayers anything because they are

paying that much anyway. A State that does not have an income tax
would get no immediat benefit but I assume that it would be to their
advantage to pick up that difference where as far as the funds, as far as
the taxpayers are concerned, there would be no tax at all.

Vould that have any appeal to you as a substitute for this House
proposal?

Senator GURNEY. Mr. Chairman, I am familiar with the inheritance
tax provision. I recall from a practice of the tax law, that what we need
to do was file a copy of the Federal inheritance tax with the State tax-
ing authority, together with the check of 20 percent, as you pointed
out. I think we did that. And if that is what you mean, I do not know
that I would have any objection to that. .

For a State like Florida I think what you are saying is that the Fed-
eral Government would give back 5 percent of the Federal income tax
to the State providing the State sets up legislation that can take
advantage oi that. I do not know that that would pose a problem. It
might pose a problem in Florida in that there is a constitutional pro-
hibition against an income tax and we might have to have a referen-
dum-that is the only way we can change our Constitution-in order to
enact a law to take advantage of that system.

That would present a little problem, but as far as the theory is con-
cerned. I do not know that I would object to it.

The CHAIRM MAN. It seems to me if you just make it a Federal law, say
the Federal law goes into effect next year and there is no particular
point in Florida losing that money, if we do not pick it up here in

--Florida the United States is going to collect that money anyhow, so
why do we not Just take advantage of it and gear our tax to that
percentage of Federal tax that is available to us.

Senator GuRNEY. That certainly would be a clean way to view reve-
nue sharing but I know that there is going to be some opposition from a
great many Members of Congress who have the idea that those States--
well. let us call them poor States as opposed to rich States, and there
are States like that-that those poor States ought to receive perhaps
more than others.
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I am not saying that I agree with that principle but'I am saying a
lot do and you are going to find, I think, a lot of resistance against that
formula from some Senators who think that those States who are bet-
ter able to pay revenues ought to get less than those who are not able
,to produce so much revenue. That is the only objection I could find to
your thought.

The CHAIrMAN. We could even say that we would-I think we could
Work it out constitutionally where the Federal Government could even
fgo ahead and collect, keep records of the amount of taxes we are col-
ecting, because a State does not have an income tax, and simply pay
that amount to the States. Say, well, having done this, this fact that
you do not have such a tax is in effect a winfall to us and we will just

vpay it back out to the State.
Senator Guimy. That would be a better way to handling it in a State

like mine, which has a constitutional prohibition.
The CIAIRMAN. That would not force you to say here we are giving

you a tax break, by virtue of having no income tax. That being the case
insofar as we have a record of it we are going to give Florida what
Florida would have had if you had an income tax to take full advan-
tage of the tax credit and no more and in that way, Florida would have
some benefit of it. At the same time, if the people everr did want to
pass an income tax they would not have a problem. Here is the tax
credit available that--if you do not want to pass an income tax we will
not,-it will not cost you anything. We will just give you what you are
losing by the fact that you do not.

Senator GuRNzY. That would do it.
Senator RiBicoFFF. Are you contemplating, Mr. Chairman, in your

mind, as I am turning over your thought, that you take the formula
as now exists and add to that what tte State would receive if they
had a State income tax as an additional amount that goes to the State
on top of the formula ?

The CHAIRMAN. No.-I was just saying in terms of just leaving out
what the House had about income tax, leave it out, just strike it, and
in our bill we would simply say we would have revenue sharing on
however this committee wants to do it. I would think it would have
something to do with population. Whatever formula this committee
wants would be the formula we would agree to, and then-and a sim-
ple way to distribute it, not having anything to do with income tax.
Then say in addition, 2 or 3 years from this date there would be a
tax credit of c amount.

Offhand, I would say, just for lack of a better figure, I would say
5 percent, of whatever the taxpayer paid in income tax to State gov-
ernments. And I think it would b;e constitutional and workable to say
if a State has no income tax, whatever the Federal Government makes
by virtue of the fact that that State has no income tax, and, therefore,
the taxpayers take no tax credit for tax they do not pay, that we just
pay that to that particular State.

So that in effect,.the only immediate beneficiaries would be States
.. that do not have an income tax, but it would tend to the extent of a low
",income tax to put all States on about the same basis. It would tend to

equate-it would be very similar to a provision now in the law where
on inheritance taxes every State is permitted to have--every taxpayer
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is permitted to have a 20-percent tax credit for what he has paid the
States, and every State in the Union takes advantage of it.

Senator Rmicorr. I am just wondering, Mr. Chairman, when, is it
your intention we meet for markup I

The CIAnuWAN. As soon as the staff can be ready. I think the ad-
ministration wants to communicate to some of us on the committee some
additional thoughts they had since the House passed their bill. I do not
know what those thoughts are. I do not want to tell you and the others
what they are thinking. But as soon as the staff can have their work'
ready, and I hope to know before the day is out, and the administration
can communicate to us any additional thoughts they have had since the
House acted and then whatever we have learned from the hearings we
held, that we will meet immediately.

Senator RmIcorT. My thought would be, Mr. Chairman, if you would
instruct our capable staff to draw up the differences in the many pos-
sible approachs, such as the one you have menttioned. To a great extent,
all of us are going to look at how, does this affect our States.

The CHAMAN. Of course.
Senator RiBicoFr. If we could have the different suggestions you

have made, the Gurney-Baker approach, the House approach, on a
chart to look at when we reach our markup period, it would be very
helpful to us when we start to mark up the bil.

The CHAIRMAN. Well, when we mark the bill up, I hope we will
have available to us the best talents of the Joint Committee staff as
well as the Finance Committee staff. At the present time, the House
Committee on Ways and Means is working on a bill to try to do equity
as between single people and married people on their income tax, a very
complicated problem, and much of the Joint Committee staff is tied up
over there. I hope that we will have available to us both staffs. The
Joint Committee staff did a lot of work up in the House Ways and
Means Committee. We need their expertise when we meet on this side.

Senator GURNEY. Mr. Chairman, may I make two other commentsI
I would like to reply to Senator Bennett's observation about how his
State is penalized because there are so many public lands. I would feel,
as Senator Ribicoff does, that the Federal Government does have some
kind of an obligation if it owns a vast percentage of the lands of a State
and pays no revenue into theState.

I think we should make some compensation for that. I think the
theory is a good deal like the impact aid that we have to schools. I know
this has been much discussed and is somewhat controversial, but in
a State like Florida, which has a good many Federal installations,
there is literally no other way we could have financed our schools than
to have some help from the Federal Government. We had a great
influx of students from the space program workers and other militarY
installations. Perhaps now is the time, through this new tax bill, to take
a look at the problem of Nevada as well as some of the other Western
States that have large public land holdings. The other point-

The CHAIR-MAN. Before you get into that, I would remind you that
some of us who once served on that Interior Committee have a lot
more knowledge of what is being done in those States than perhaps
you have. I would suggest we refer that to that committee. We have
got all we can handle in this committee.

Senator GuRNEY. That may be true. I just wanted to express sym-
pathy for Senator Bennett's plight.
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- The other point I do want to make is an important one. In the
other distribution formulas ,here, such as Senator Baker's, the tax
efforts of a State other than the Federal income tax are taken into
account. All I say to that is that I think the committee ought to
examine that and really see whether we want to go that route.

After all, what are we doing here? What we are really doing is
giving back part of the Federal income taxes that Uncle Sam gets
from the States back to the States.

Of course, I know there are some other revenues in the Federal Gov-
ernment, toq, but they are minor compared with the amounts of money
that we raise through the Federal income tax. What my formula does
is give back the Federal income tax, and the formula is based on the
amount each State gives. If a States makes a better effort in sending
taxes to the Federal Government, as Connecticut has, and Senator
Ribicoff has pointed out, that is taken into consideration under my
formula, and that State will get back their fair share of what they
send to Washington.

After all, is that not what we are trying to do here in this revenuesharing? I think it is. I think the bill ought to be confined to that.
Now, we have all other kinds of grant programs. We have got so

many we cannot count them. We do not even know what they are.
They cover all kinds of other things, but it seems to me in this new
tax venture we are going into an entirely new concept. of taxation,
,and tax revenues, and tax sharing. It seems to me we ought to base
revenue sharing on what we raise in the States by the way of the
Federal income tax. We ought to give back a portion of that. And
that is exactly what my forniula does. I think it is a fair one; I think
that is generally what people think we are trying to do here.

The CIhAmMAN. Thank you very much, Sntor. You have made a
very fine statement, and you can be sure that with Senator Ribicoff as
a c4oponsor, this matter will be very well presented in executive session
to the full comitee when we meet.

In my judgment, there is no Senator in the Senate who has any
greater capacity to explain logically, and clearly, and persuasively any
legislative proposal than your ally in this area, Senator Ribicoff.

Senator GURNE.Y. I could not agree more
Senator RmirconT. Thank you very much. I wish I were running this

year. [Laughter.]
Senator GuRNEY. Thank you, Mr. Chairman.
The CHAIRMAN. lhen we close the doors, you will have a very able

advocate to carry on.
Senator GuRN.Y. Thank you, Mr. Chairman and members of the

committee.
The CHAIRMAN. We will next hear from Senator Weicker. Senator,

i-e are pleased to have you before us.

STATEMENT OF HON. LOWELL P. WICKER, JR., A U.S. SENATOR
FROM THE STATE OF CONNECTICUT

" .Senator WzIcKEn. Thank you, Mfr. Chairman, very much. I concur
with all your comments to my colleague. Fortunately, I do not have to
run sgamst him. Other people have tried and have not succeeded too
well over the years
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Mr. Chairman, I appreciate the opportunity to appear before you
this morning. The legislation under consideration is of transcendent
instance to bringing Government fiscal power back 'home.

No one need belabor, particularly in this place, the fact that empire
building in Wishington has made cynics of an entire Nation.

When President Nixon first proposed the concept of revenue sharing,
he signaled that -his administration was determined to disperse the
power concentration in Washington. The problems we face today are
too humanly complex, too individualistic, to be left to a giant bureauc-
racy out of sight, out of eaTshot for most Americans.

SThis paAs decade has produced a remarkable social upheaval that
hus many root causes But one underlying force is a powerful urge to
simplify life and strengthen the identity of the individual.

I sp ek not of the extremists or -the miscellaneous alienated who
take the easy route of dropout or copout, or indulge in bizarre rituals
against the establishment. I am speaking of an entire society aroused
to protect their environment-improving the quality of life, pulling
down false idols, and substituting more personal, human values. This
revenue-sharing proposal, then, should be an impotnt opportunity
to further such diretions.

There is, however, a traffic flaw in the legislation as it has evolved
through the House As written by the House Ways and Means Com-
mittee, this bill, which professes to give hegemony to States and local
communities, in fact contains a provision that detracts from such a
transfer of responsibility.

That is the provision which bases the distribution of $900 million
among the States on the basis of State income tax collections. No mat-
ter how you describe it, that constitutes fiscal fakery by a Federal
Government forcing States to pass a State income tax or increase the
rates of existing State income taxe&

This hooker in the bill not only undermines the principal aim of
the measure but smells too much of the old Washington pldling the
strings of lesser echelons of government.

It is an unace ptable concept from every standpoint.
The Federal Government has no right to "stick" or "carrot" a State

into en acing a State tax on personal income.
To whip States into a herd of subservient clients is not my business

nor should it be yours.
Mv own State of Connecticut has no general, personal income tax.

We do have, however, taxes on business and on personal capital gains
and dividends, which account for a very substantial part of total tate
revenues.

Now, this fiscal structure is no accident. The people of Connecticut
have spoken out loud and clear on the subject. Never has a public at-
titude been more unmistakably articulated. An abortive income tax
bill passed by the last session of the general assembly had to be with-
drawn because of thundering opposition from the populace.
. In short, men and women of both political parties have decided,
for numerous reasons germane to this particular State, that an income
tax is not the proper way to raise revenue in Connecticut at this
time.

When and if the people of Connecticut, not Washington, nnd their
directly elected Representatives decide the State should have an in-
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come tax, then it will enact one. Connecticut has never lionized the
status quo. But progress for us has uslly meant doing socially what
no one ,has dared with fiscal habits thet others have ort n.

And so I am before your committee to specifically oppose legisla-
tion that gives $72 million to a Connecticut without an income tax
and $86 million to a Connecticut with an inbme tax. Candidly, our
taxpayers cannot be shad for $14 million. Principles and human goals
arm what move Connecticut.

What is the justification for a central government theory that seems
to hold that an income tax is absolutely essential in every State and
that a. State without one is ignoring its responsibilities?

This is plain, unadulterated nonsense, and the Connecticut story
makes the facts abundantly clear. _

Connecticut ranks No. 21 from the top in per capita State tax
collections. But when you consider all State and local revenues com-
bined, then Connecticut is eighth from the top in the ratio of local
taxes to total revenue. And it is 41st in the percentage of total
revenue coming to Connecticut from Washington.

Historically, Connecticut has believed in financing each level of
government from its own resources. We rely far less than- most
States on State and Federal aid to local governments. But this in no
way suggests Connecticut citizens are shirking their responsibility.
On the contrary, the people of my State pay the highest per capita
taxes to Washington in the entire country. And we are at the very
bottom of the pile when it comes to Federal dollars given back to the
State.

The absence of a State income tax, it is obvious, hardly reflects any
escape of taxpayer responsibility in Connecticut. The figures show
we pay in more and get back less than other States. There is no basis,
in raw, logic, or custom, which should make a State income tax a
mandatory requirement for getting a fair share in the revenue-sharing
program.

Those who are afflicted with the State income tax fetish usually
expound a corollary incantation that a sales tax, by definition, is
inequitable.

Well, again, let us look at the Connecticut example. First, about 10
percent of total State and local revenues come from the sales tax. Sec-
ond, by exempting such items as children's clothing and food from the
sales tax, our State has removed many of the so-called inequities which
social theorists find objectionable in a sales tax.

Lastly, passage of an income tax will not eliminate the sale tax. It
might reduce it-for a time.

I made that point when I spoke today, Mr. Chairman, that really
what bothers me is we are going to get $14 million extra this year
but if we enact that income tax we are going to live with that forever.
As Senator Gurney has just testified, ie is proposing an amendment
to the revenue sharing proposal now before you which would eliminate
the ludicrous and totally unconscionable provision which would
virtually force a State to pass a State income tax.

V" Instead of allocatin $900 million on the basis of State income tax
collections, Senator Gurney would use a formula based on Federal
income tax collections in each State.
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I think this makes sense. The citizens of all States pay income taxes
to Washington. If we want to base part of the distribution on income
tax effort, this is the basis that should be used.

I sincerely believe we are dealing here with a question far larger than
, the mere mechanics of determining amounts of money to be returned
to the States. There is a healthy, rising movement of interest and in-
volvement in local and State government, something desperately need-
ed. More and more, people are beginning to believe they can, as in-
dividuals, have some say in shaping their own affairs. In revenue
sharing, we have deviseda concept which will, in a meaningful way,

-make that expectation more of a reality. States and local communities
can and must take on ever-increasing responsibility.

I urge you and your committee, Af r. Chairman, not to destroy this
hope, this incentive, by pretending to extend that opportunity while
in reality denying it.

'We can either inspire liew hope and involvement in grassroots gov-
ernment or reaffirm what I call our Potomac conceit.

Revenue sharing, gentlemen not revenue stringing.
Thank you very much, Mr. Chairman.
The CHAIRMAN. Thank you, Senator.
Senator Ribicoff. I might just commend my colleague. The colloquy

we had with Senator Gurney covers the situation for my part and I
have no further comments to make except to commend my colleague
for his testimony.

The CHAIRMAN. Senator Bennett?
Senator BE.NNm-r. I just have one comment, to reiterate. the old

western observation that it all depends on whose ox is gored.
Senator RIBicoFF. That is correct, and there is. no question that to

protect our States' interests as Senators we are going to take that intoaccount and that is why my hope is that our distinguished and able
chairman will put our staff to work pronto to try to work out a fair
formula for all of us in the U.S. Senate and the Nation between now
and the markup period.

Senator WICKER. Well, to just comment on that for a minute, our ox
is already being gored by the Federal Government. This is not going
to relieve Connecticut of its payment of funds into the Federal Treas-
ury. We will continue to rank as the highest State in the Nation-

Senator BENNmvr. You occupy that position because you are fortu-
nate enough to have people of high incomes that pay income taxes
on those rates. I come from a State where our people have low incomes
and where. we just have a lower tax base. I can understand why people
with high incomes move into Connecticut out of New York. It is very
obvious.

Senator WETICKF. Of course, Senator Bennett, I respect you speak-
ing for your State but, of course, my State is a combination of many
types ot people. It is not just people moving from New York. It has
heavy manufacturing, and a skilled and diverse labor force in addi-
tion to its rural aspects.

All I am saying to you is that we pay an enormous amount of
taxes to the Federal Government and nobody is complaining about
it. Senator Gurney's proposal is not going to reduce that one iota. We
will continue to pay this amount of money.
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All I am saying is that I do not particularly care to be told what to
do as far as our fiscal policy within the State of Connecticut is con-
cerned.

May I suggest if you suffer difficulties insofar as the land owned by
the Federal Government, I, having been a State legislator and working
in Connecticut, where this situation occurred vis-a-vis State-owned
land within the State, there were grants in lieu of taxes paid. Maybe
that is our obligation.

What I do not think is fair is the internal fiscal policies of a State
being dictated by the Federal Government. Insofar as payment of
moneys to Washington is concerned, we are glad to pay. We feel we
are getting more than our money's worth in Connecticut. So that is
not going to be changed by this bill. -

Senator BENqNEr. Of course, Congress has had 125 years since the
4*eople first moved into Utah to consider some relief on the basis of

the fact that they own three-quarters of our land, but nobody con-
siders it. Rather, the congressional representatives from Eastern States,
spurred on by the ecologists and the conservationists, insist on tying
more and more of our land up into wilderness areas.

Just last night I had a telephone call from a woman in Utah who
was ordered yesterday to close her mine down because it was conflicting
with some provision of the Park Service. And this is the thing we
face all the time. We are being squeezed more and more into a posi-
tion where we cannot-we find it more and more difficult.

Now, I do not have the figures before me but I think you will find that
in terms of local tax burden on its people, Utah rates very high. We
have to in order to operate the State.

Senator WEICKER. Well, all I say, Senator, I have always been a
great admirer of the personal habits, fiscal, spiritual, in every way
of the people of the State of Utah and I would rather rely on their
judgment on fiscal matters within their own State than the judgment
of the Federal Government in Washington. So you and I are not dif-
ferent in that respect at all.

Senator BNnXTr..But in terms of how you apply this formula, we
are either benefited or damaged by your particular philosophy.

Senator W KICKER. I would hope something could evolve from the
committee that would not damage Utah to the benefit of Connecticut.
That is not what either my colleague or I are looking for. All we
want to see is justice done insofar as States like Connecticut are
concerned, in being able to maintain their own fiscal affairs.

Senator BENNNm-r. That is why I say I think the final formula which
will emerge will probably contain some elements of credit for income
tax. I would oppose eliminating the incmoe tax completely from the
picture, ;( am not hanging out for the House formula but I will op-
pose any attempt to eliminate the State income tax completely from the
picture.

The CAIrMfAN. Thank you very much, Senator.
Senator WE CKFR. Thank you very much, Mr. Chairman.
The CHAl3RAN. Now the next witness will be Judge George Iehr,

"wunty executive of Jackson County, Mo., chairman of the Committee
6n Taxation and Finance of the National Association of Counties, ac-
companied by Louis Mills and Bernard Hillenbrand, also officers of
,hat association.
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We are pleased to have you, Judge Lehr. We would like you to pro-
ceed with your statement.

STATEMENT OF JUDGE GEORGE LEHR, COUNTY EXECUTIVE, JACK-
SON COUNTY, MO., CHAIRMAN OF TE COMMITTEE ON TAXATION
AND FINANCE, NATIONAL ASSOCIATION OF COUNTIES: ACCOM-
PANIED BY LOUIS MILLS, COUNTY EXECUTIVE, ORANGE
COUNTY, N.Y.; RALPH TABOR, DIRECTOR OF FEIDLRAL AFFAIRS,
NACO; AND LARRY NAAKE, LEGISLATIVE REPRESENTATIVE,
NACO

* Judge Lwnm. Senator, Mr. Chairman, and distinguished members of
the Senate Finance Committee, my name is George Lehr. I am presid-
ng judge and elected county executive of Jackson County. I might

add, I am proudest of that because that is the position our No. 1 citizen,
Harry Truman, held prior to the time he cama to the U.S. Senate, and
I might. report his health is improving and is very excellent at this
time and he is back home.

I am also the chairman of the National Association of Counties'
Taxation and Finance Steering Committee.

With me today, to make the joint presentation, is Mr. Louis Mills,
the elected county executive of Orange County, N.Y., and NACO's
chairman for revenue sharing.

Also we are joined by Ralph Tabor, director of Federal affairs, of
NACO; and Iirry Naake, the legislative representative of NACO.

We are here today representing the National Associatiop of Coun-
ties and the 3,068 counties throughout the United States in support
of H.R. 14370, the State and Local Fiscal Assistance Act of 1972.

First, we would like to extend to you our sincere gratitude for your
prompt action in starting public hearis on this vitally important
issue so soon after the U.S. House of Representatives acted on the
measure. We especially want to thank the chairman who has, on two
separate occasions before our NACO Council of Elected County Ex-
ecutives, indicated his support for general revenue sharing and his
intention to bring the measure to a conclusion in the Senate. The 3,000
delegates to our recent annual convention here in Washington, D.C.,
support us in this gratitude, as indicated by the attached resolution
adot during the meeting.

Te resolution follows:)

RESOLUTION REGARDING GENERAL REVENUE SHARING

Whereas, the states, counties, and cities throughout the United States are In
desperate fiscal need and require immediate assistance from the more broadly
based federal revenue system; and

Whereas, the more progressive federal Individual income tax would provide
relief to the more regressive property and sales taxes used at the state and local
level; and
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Whereas, the United States House of Representatives has recognized these
facts, has acted positively on H.R. 14370, the "State and Local Fiscal Assistance
Act of 1972," and has sent his General Revenue Sharing legislation to the United
States Senate; and

Whereas, Senator Russell Long (D-Ia.), Chairman of the powerful Senate
Finance Committee, indicated to county and city officials that he would ex-
pedite action on General Revenue Sharing as soon as the House acts; and

Whereas, more than 50 United States Senators have co-sponsored bipartisan
legislation identical to H.R. 14370, Now therefore be it

Resolved, That the National Asso(iation of Countiesm assembed at their Annual
Convention on June 27, 1972 in Washington, D.C., express its confidence and
optimism that the Chairman and Members of the Senate Finance Conmittee iwill
hold immediate hearings on General Revenue Sharing and will report a mean-
ingful and comprehensive fiscal relief program to the Senate floor In the very
near future; and be It further

Resolved, That the National Association of Counties strongly urges every
member of the United States Senate to vote "yes" on a meaningful General

0Revenue Sharing measure when it reaches the floor of the Senate.

Judge LEpiR. We would also like to impress upon you once again our
strong support for this legislation. We sincerely hope that you will act
immediately on the measure and report it, if possible, to the full Sen-
ate before lhe August 18 recess for the Republican National Conven-
tion. We feel this legislation is desperately needed. Time is now of the
essence if we are to solve the immediate fiscal crisis facing our counties
and cities throughout the United States.

As each day passes, the extremely serious crisis facing counties and
our cities becomes more and more apparent. This plight is fact. It can
be documented. Nationally, State and local expenditures have risen
from $12.9 billion in 1946 to over $118 billion in 1969 and an estimated
$130 billion in 1971. The trends indicate that the expenditures reached
over $230 billion in 1970 and $360 billion by 1980-an amount that
could very easily exceed the Federal budget. These gross figures are im-
pressive, but are not as impressive as specific crises facing counties and
cities around the country. Just 2 days ago you heard from some 15
mayors about specific problems in their jurisdictions. These "horror
stories" are just as horrendous in many of our counties throughout
the United States.

These crimes do not exist in our local communities because of in-
creases in what are thought to be traditional county services. They
exist because of the rapid increases in new functions that counties have
had to assume and have willingly assumed during the last two de-
cades. Such services as health, welfare, drug abuse, urban redevelop-
ment, urban housing, land use planning, air and water pollution con-
trol, and park and recreation programs have been eagerly embraced
by counties throughout the United States. Expenditures on all of our
many program functions total over $18 billion per year. We do have an
attachment with more breakdown.

(The attachment follows:)

81-395 0 - 72 - 29
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Judge LEHR. This is the overriding reason why we need fiscal assist-
ance now--to solve the fiscal problems arising from our willingness
to assume the responsibilities accorded us-and sometimes in fact, man-
dated upon us-by Federal and State governments and to meet the
demands of our local citizens. However, we have not been able to meet
these responsibilities fully with our limited access to a regressive and
inelastic revenue source; namely, the local property tax.

I feel, as a former collector of property taxes of over $100 million a
year that it is safer to say that the property tax probably least meets
man's ability.to pay, least measures man's ability to pay. Yet, we have
this as our primary source of revenue.

We have all seen studies showing that the local property tax is
regressive and that it hits hardest upon those in our society who are

&least able to bear the burden. But, from the local government fiscal
"point of view it is also an inelastic tax source. It does not grow at the

same rate as the economy. In fact, studies have shown that it gIows
only 95 percent as fast as the economy. This means that not only do
we have to raise property tax rates to meet increased service require-
ments, but also to catch up with inflation and the economy. The Federal
income tax, as you are more aware than we, grows at a much faster rate
than the economy.

Local levies of this inelastic property tax have grown from about
$8.2 billion in 1952 to an estimated $32.5 billion in 1971. Without
revenue sharing, we can most likely anticipate that it will grow to
about $45 billion by 1975 and an unbelievable $60 billion by 1980. I
think you have to take into consideration in some homes people are
paying as high as 10 percent of the current market value in property
taxes right now and if we project these figures it is almost incon-
ceivable that property taxes can continue to increase at this rate.

Even though general revenue sharing will not reverse or completely
stop the growth of property tax increases, it will reduce this rate of
increase significantly. I would also like to direct your attention to
attachment 3, which illustrates the potential property tax growth, with
and without general revenue sharing.

(The attachment follows:)
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Judge LEHR. We must also remember that local officials throughout
the Nation have been and are taking the political heat when they are
forced to and do raise their property tax rates each year. We are will-
ing to take this heat. But we also need your help via the Federal per-
sonal income tax, which has had the luxury of being reduced to various
degrees four times in recent history.

Even with this tremendous fiscal crisis faced by counties and cities
the growth in the l)Ioperty tax, countY officials' around the United
States seem adamant in their opposition to an ever-growing number
of specific, categorical grant-in-aid programs. We are just not able
to secure the Federal funds tlat may or may not be available in an ef-
ficient and timely manner. I do not think there is any county elected
official that would not trfust the judgments of Congress in determining
what categorical grant programs would be applicable on a local level.
The fact is we do not feel it is the judgments of Congress that make
these categorical programs available. In our case in Kansas City it is
most often some bureaucrat in Fort Worth, Tex., who really does not
have a knowledge of what is happening in Kansas City and what is
needed in Kansas City. We feel we lave a greater knowledge to expend
these funds and channel them into the most needed areas.

We strongly believe that it is time to put. a lid on the number
of these specific programs, over 500 at present by some counts and
over 600 by others and to provide future assistance to State and local
governments in a much more general nature. We can cite many ex-
amples of the redtape and waste in the present grant-in-aid system
which we will not take your time here today. I am sure that each of
you have had similar experiences when you have acted on behalf of
your constituents to expedite a grant request, or mitigate the redtape
that has engulfed Federal-State relations. But the point is that we
must stop and take a look toward reforming what we now have. At
the same time, however, we must continue to help our States, counties,
and cities with additional aid through general revenue sharing.

We also believe that H.R. 14370 goes a long way towards achieving
this goal. However, we have a number of suggestions which we believe
will improve this bill and make it more meaningful and give it more
flexibility in decisionmaking authority at tie local level.

Ideally, counties would like to see all restrictions on local spend-
ing contained in the House bill removed. Only in this way can we
really achieve the local flexibility necessary to set and carry out prior.
ities that vary so much from community to community. If the U.S.
Congress is really serious about reversing the centralization of power,
and in providing a more meaningful role for its citizens in decision-
making, then we believe that the restrictions in H.R. 14370 are com-
pletely unwarranted. State and local officials can be trusted. We have
to answer to the voters and taxpayers each and every day through the
local media. We certainly have to answer at election time to the voters
who send you to Congress.

However, if Congress finds it necessary to place some restrictions on
local expenditures of these funds, we strongly urge that, as a minimum

€ your committee expand the list of "high p)riority expenditure items"
beyond those in the present, legislation. As you know, the categories for
which funds may be spent under 11.R. 14'370, include public safety (law
enforcement, fire protection, and building inspection), environmental



446

protection, and public transportation. We would strongly recommend
that the list of items for operating and maintenance expenditures be
expanded to include public health, recreation, and fiscal administra-
tion; that the term "law enforcement" be changed to "criminal justice,"
so that it will include such public functions as corrections, courts, re-
habilitation, et cetera, as well as police protection; that the list of items
for capital expenditures be expanded to include the purchase of open
space lands; and that local governments be allowed to use the funds to
match other Federal grant-in-aid programs.

As defined now, the list of high priority expenditure items would
greatly restrict the use of fundsby many of our county governments
throughout the United States. Many of our counties may be able to
expend the funds on only one or two items which are on the list. This
would have the effect of making it a little more than a grant-in-aid
program for a specific function. It would not allow the flexibility
needed for counties to spend the funds on those services which are the
highest priorities in their communities. It would have the effect of
thwarting the will of the Congress in making sure that the funds are
expended for high priority purposes.

It so happens in our particular county, Jackson County, we have ade-
quate funding in the area of police protection at this time because of
special levies that have been provided.

It also so happens we have a deplorable jail condition, I mean a de-
plorable jail condition. We can compete with the worst jails in the
country when it cones to talking about problems in jail. We are be-
ginning to try to solve this problem, but, for instance, if general reve-
nue sharing came we would want to put some of this money into the
jail problem.

It so happens the way we understand it, that it could be put into law
enforcement where we do not need money but could not be put into a
corrections facility where we greatly need money. We have a-pro-
grams are generally inadequately funded. There are special levies that
in some cases are adequate and if it so happened that these special
levies were providing the services needed in an area that revenue-shar-
ing money were available, but not needed, I am afraid you would find
some tax levies cut and revenue-sharing money replacing these tax
levy cuts.

I do not think this is the intention and I think this would be disas-
trous if we ever got into a situation like this where anyone using
revenue sharing could cut local taxes. If we are in a financial crisis I do
not think it would be fair to ask the Federal Government to send us
a check and then use it to cut local taxes.

I think by restricting it to specific categories this is, in fact, what
could happen because as this was used in a specific category, if there
was a specific levy for this, I think there would be a tendency to cut
that particular levy.

We sincerely hope that you will remove all restrictions in the bill
and permit local governments to expend the funds for any legitimate
purpose allowed under State laws and in a nondiscriminatory fashion.
The bill now provides this flexibility to State governments with respect
to the expenditure of their $1.8 billion share. However, at a minimum
we hope you will expand the categories as we have suggested above.
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There have beeih a number of witnesses before your committee who
have made suggestions for either minor or drastic changes in the
formula for distributing the $3.5 billion to local governments. Ob-
viously, we have seen that here this morning. We hope that you will
igore these suggestions. As you have probably discovered, and the

Ways and Means Committee certainly knows, it is very, very diffi-
cult to devise a perfect national formula for distribution of funds that
will take into account the many different local circumstances around
the country. Given this inherent problem, H.R. 14370, we believe,
comes as close as possible to devising such a formula. It is by no means
perfect, but we feel it is a good formula. Certainly, if it can be im-
proved on, our main concern is to get revenue sharing and in some
form that is acceptable and is effective. It also has the added advan-
tage of providing flexibility in that it allows State governments to
change the ing ients of the formula where local needs dictate. The
bill provides that after June 30, 1973, a State may provide that the
straight population portion of the county and city shares of the funds
may be adjusted for per capita revenue effort, excluding educational
revenues. Also after that date, a State may change the three-part
formula for allocation of funds among counties, providing that each
third of the formula may be adjusted by a State within a range of
25 percent minimum to 40 percent maximum.

We urge you to retain the formula as it is contained in H.R. 14370
As is apparent from our testimony, we believe that the goal of gen-

eral revenue sharing is an obvious one. We believe that our arguments
in support of general revenue sharing are valid. We command this
program to you for positive action and strongly urge you to act quick-
ly so that these funds may reach our States, counties, and cities who
so desperately need them.

Thank you.
I now would like to present Mr. Mills, if that is proper at this time.
Mr. MILLS. Mr. Chairman, Senator Bennett, Senator Fannin, I join

Judge Lehr in thanking you for allowing us to appear here this morn-
ing and particularly, Senator Long, for meeting with us for dinner
once and breakfast on another occasion. Maybe we can make it a lunch
and finish it out somewhere along the line.

The CHAIRMAN. Next time let me be the host.
Mr. MILLS. You can understand in my case that I am glad to be here

I start making up our Orange County budget this month and we are
over 99 percent of our taxing limits right now with an estimated
deficit facing us of $21/2 million next year.

I will not take up your valuable time, gentlemen, by discussing the
details of this bill. I agree with Judge Lehr in the comments that he
has made. I would rather take just a moment and touch on two or three
items to indicate to you the problems that the counties face today and
why this need for revenue sharing is so great for us.

got only have our county budget skyrocketed. In my case, Orange
County, N.Y., our budget in 3 years has gone from $36 to $54 million
and we are a county of about a quarter of a million people, but even

"'more significant to our taxpayers in Orange County, the percentage
of total money raised by the real estate tax has increased from 29
percent in 1968 to 44 percent in 1972. And for those elected county
officials who are endeavoring to meet genuine human needs of an ever-
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more complex society and who must defend their programs before the
electorate, and we (10 that as you gentlemen do, this trend toward a
larger reliance on the inequitable real property tax is both devastat-
ingly bad politics and progressively unfair to property owners.

Yet, experts at all levels of government concur in stating that gov-
ernmental problem solving occurs best in many instances at the re-
gional or at the county or at a consolidated county-city level. Cer-
tainly, Federal and State programs and plans are geared' increasingly
in this direction, and local municipal leaders are turning every day to
the counties to solve problems no longer manageable at the city or town
level.

I know, and I am sure Georg Lehr will agree with me, I receivelocal delegations almost every (lay asking me to head up problems at
the county level which have grown out of hand at. the town or city
level. To be specific, our county government is right today currently
entering or studying countywide reappraisal, planning and zoning,
conservation, reciation, pila ning for housing programs, olice serv-
ices, solid waste disposal, reservoir land banking, sewer system l)Ian-
ning, and a wide variety of health, mental health, and environmental
control programs.

Virtually none of these programs existed at the county level 5 years
ago. Yet, our county governments, unlike the Federal Government, are
severely limited in their taxing powers and in some of the highest
costing areas, particularly welfare or the court. system, we have, in
effect, no control over the rate of their expenditures.

Incidentally, I would like to point out that so many peopIlC in this
country and so much of the news media seem not to recognize that
these are county problems rather than local government problems, that
we carry in essence the welfare load in the Nation for the delivery of
these services.

Finally, all of us in government who are conscientious about. our
responsibilities view with concern the increasing welfare rolls, as I
know you do, the lengthening court calendars, and the overflow jail
occupancies which Judge Lehr mentioned. It is axiomatic to point out
that the best and most economical way to solve these problems is not.
through greater doles, more crackdowns, and larger detention facili-
ties. Rather, government must find long-term solutions in the areas of
day care centers, halfway houses, job training and work release pro-
grams, health care and mental health centers, better housing and rec-
reation facilities, migrant assistance programs, for example, in my
own county and a host of other innovations that take patience, money,
and local government guidance.

Gentlemen, we have come. a million miles from the old county court-
house gang days in county government. Our department heads are
professional public administrators, our staffs are experienced and
dedicated, our operations are modern and increasingly computerized.
But, we cannot perform the whole gamut of public services which we
are called upon to perform and which our present day society requires
on a real property tax base.

In behalf of my fellow county executives across the Nation, I urge
the passage, as the judge does, this summer of a general Federal rev-
enue-sharing bill.

Thank you very much, Mr. Chairman.
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The CHAIRMAN. You are very welcome.
Senator Nelson, do you have any questions-
Senator NELSON. No.
The CIA1RMAN (continuing). To ask these famous gentlemen ?
Senator Fannin ?
Senator FANxNIN. No questions.
The CHAIRMAN. Let me just ask one question that occurs to me.
Suppose in a substitute for the House formula for the local govern-

ments we just said we will look at how much these local governments
collect in taxes for themselves, raised by their own tax efforts, and
simply distribute whatever money is available within that. State to
those governmental units on that basis.

Now, obviously, that would provide incentive for those people to
.. levy taxes on themselves for governmental services if they think it is

desirable. How would that appeal to your group? I mean, if we want
to-

Mr. MILLS. Possibly Mr. Tabor, speaking for NACO, would have
a better nationwide view of that than I would as ono county executive.

Mr. TABOR. Mir. Chairman, as you know, in the House bill right now,
the way the counties are receiving the funds is substantially what you
are suggesting here. Other pals of the formula are coming in when
we are-first of all, dividing money among the States but then more im-
portantly, dividing the money among municipalities in the counties.

I think that our position is that we have spent a long time in trying
to come up with a formula which we could get the States and counties
and cities to agree on and we have reached this and in trying to work
with the Ways and Means Committee and Joint Internhal Revenue
Committee staff, we feel that this formula is not a perfect formula but
it is probably the best one that we can reach agreement on.

We have to take into consideration, I think, Mr. Chairman, the fact
that we do have different tax bases in different parts of the country.
We have higher and lower numbers of poor people and we also, I
think, have got to take into special consideration some of the particular
strains that are felt in some of our cities in dense urban areas.

All of these are factors that we tried to crank into this formula that,
has been developed in this bill. If we just took it on a straight tax effort,
I suppose a lot of the counties would not fare that, much worse or that
much better. But that would not maybe meet the larger problems that
we have in local governments.

The CHAIRMAN. I think you ought to be well aware of the fact that
some of us, and I am certainly one of them, said I will vote for a
revenue-sharinf bill. Now, having said that,. we reserve the right to vote
for whatever formula appeals to us the most, and I have no doubt
we are going to pass the bill, but I am also convinced that when the
House Ways and Means Committee, which is composed on a population
basis, proceeded to pass their bill, they did it in a way that they
thought Wo,,ld appeal to the House as the House is constituted, and
when they sent it to the Senate, we are constituted on a different basis
and it stands to reason we. are going to legislate the way we think the
Senate would like for us to legislate, and we are a Senate committee.
We are not an instrument of the House of Representatives.

I know as far as this Senator is concerned, I am going to try to vote
to report a bill out there that I think would appeal to the Senate and
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I know how the House Ways and Means Committee does business over
there. I trade with them from time to time myself, especially at the time
we get to conference, and they have a way of dcng business by saying,
here is what we have in mind and if you fellows will support this, we
will report this measure out. If you do not support it, we will just see
you some other time. We just have other things to do. Come back
whenyou are ready to tell us you support it or what you would suggest.

And that is all fine for those people to do business in that fashion
over there, but we do not like that "take it or leave it" approach. At
least, we feel that they have a right to speak for themselves and to make
some commitments on that side but we do not feel we are committed
to that procedure over here.

Mr. TABOR. The only thing I could add to that this is the first time
this question has been proposed to us, this specific issue, and I think
we really could not answer that all by ourselves. We would have to be
discussing this with the State governments and with the city govern-
ments because we have tried to work together all the way through on
this legislation.

Maybe Judge Lehr wants-to add something to that.
Judge LEHR. Mr. Chairman, speaking for one county with about

700,000 constituents, I would say that I would certainly support any-
thing-which required a continued local income effort anda continued-
I would hate to see any county under any conditions use this as an
excuse M decrease taxes locally. I think that would be a mistake and
I do not think that w ould be the intention of the bill.

Income effort, I think, from a local-I would certainly support any
provisions that would require income effort from a local county or
community standpoint, speaking for myself and one county.

Mr. MILLS. I would, too, Senator. As far as our county is concerned,
I would be very happy to do that but I have the same fear that Ralph
does, that I think you have to be cautious about getting an upset situ-
ation with all kinds of municipalities across the Nation.

The CHAIRMAN. Thank you very much, gentlemen. We appreciate
your fine testimony here today.

Now, our next witness will be Mr. Andrew J. Biemiller, director,
department of legislation, Ameican Federation of Labor and the
Congress of Industrial Organizations.

Mr. Biemiller, we are pleased to welcome you back before our com-
mittee. I am sorry to report that we did not have as much success in
supporting a measure that you advocated yesterday that I would have
hoped for. I hope the committee will have better luck this time.

STATEMENT OF ANDREW 3. BIEMILLER, DIRECTOR, DEPARTMENT
OF LEGISLATION, AMERICAN FEDERATION OF LABOR AND CON.
GRESS OF INDUSTRIAL ORGANIZATIONS, ACCOMPANIED BY
NATHANIEL GOLDFINGER, DIRECTOR, RESEARCH DEPARTMENT,
AND ARNOLD CANTOR, ECONOMIST, RESEARCH DEPARTMENT

Mr. BIEMILLR., Thank you very much, Mr. Chairman. I share your
grief over the vote of yesterday.

The ChAIRMAN. We made a noble effort but we did not have enough
votes when they called the roll.
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Mr. BIEMILLER. As you stated, I am appearing on behalf of the
AFL-CIO. I am accompanied by Mr. Nathaniel Goldfinger, director
of our research department, and by Mr. Arnold Cantor, who is an
economist in our research department.

I have filed a statement which I will summarize before the commit-
tee and assume that the statement as filed will be entered in the record,including the appendages.

Mr. Chairman, the American labor movement's concern for sharply
increased investments in the Nation's public facilities and services has
been a long one and a consistent one.

We have long advocated increasing the quantity and quality of these
investments at all levels. There is no question in our minds that if such
improvements are to occur, the Federal Government's role must be

_exwexpa nded substantially-directly and through intergovernmental aids.
Unfortunately, it is our judgment that the State and Local Fiscal

Assistance Act of 1972 (H.R. 14370), in its present form, will be a
cruel disappointment to its advocates. It will fall far short of its
intended goals and set a dangerous precedent-a precedent which po-
tentially could hamper the Nation's ability to provide the public
investments needed to improve the quality of life in America.

Federal intergovernmental assistance or revenue sharing-is noth-
ing new. The first Federal aid programs date back to the Articles of
Confederation of the 1780's, and today Federal aids account for over
one-fifth of the revenue of the State and local governments. Over the
past decade the amount of nationally collected revenues shared with
the States and localities underwent a fivefold rise-from $8 billion in
1962, to an estimated $39 billion for the fiscal year just ended. A decade
ago the States and localities relied upon the Federal Government for
11_percent of their income compared to today's 21 percent.

Yet, despite this remarkable response, an even greater Federal com-
mitment is required. Financially strapped State and local governments
need more help and the Nation generally is suffering the consequences
of backlogs, shortages and cutbacks in public investments.

This bill does not address itself to increasing investments in public
facilities and services or improving their quality, effectiveness, and
distribution. It will do little to stem tie budgetary crisis faced by many
States and virtually every large city.

The main feature of this bill is the establishment of u new delivery"
system for Federal tax receipts-a delivery system which departs sub-
stantially from the existing system of Federal grants-in-aid. Presently
funds flow to the States and localities for specific purposes geared to
serve the Nation's interest. The aid programs are established by Con-
gress through the normal process of legislation, authorization, and
appropriation. The purposes of the programs are spelled out and they
must meet the test of aiding in the provision of a public facility or
service that is in the national interest. The Government receiving the
funds must use the money for the purpose specified and must meet
performance conditions, such as civil rights and labor standards.

_ Under this bill $29.5 billion in Federal money would be channeled
r to the States and localities over a 5-year period. The funds would flow

automatically regardless of the Federal Government's financial posi-
tion since the appropriations committees would be completely by-
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passed; 60 percent of these funds, or $17.5 billion, would be dispensed
to some 39,000 local governments, and the States would be entitled to
$12 billion.

The local share of the funds would be subjected to broadly defined
so-called high priority program categories such as environmental con-
trol. Yet, there is little in the bill to prevent a community from merely
substituting Federal money for current outlays made from their own
funds.

As to the $12 billion State share, there is not even the pretense of
an attempt at congressional oversight, Federal control, or standards of
performance. The State share is totally no-string attached.

The results is, there can be no assurance that this bill would increase
investments on these "high priority" public outlays. And they poten-
tially could lead to tax reductions--reduct.ions which night well be
appropriate for certain communities but should not be underwritten
by Federal funds collected from other taxpayers in other communities.

What is more, the labor standards provisions in the local funds are
weak and likely to prove unenforceable; no standards apply at all to
the State share. Civil rights guarantees are likely to prove difficult, if
not impossible to enforce, since the Federal aid would be commingled
with other State funds. Further, there is no protection against funds
being used to encourage industry to move from one location to another.

The AFL-CIO position on no-strings revenue sharing has been
stated time and again through convention resolution, executive coun-
cil statements, and legislative testimony. This past November by unan-
imous convention action, the AFL-CIO reaffirmed its opposition to no-
strings aid.

It was the convention's view that:
* * * the Nation's interests will not be served through no-strings-attached de-

livery systems for Federal aids which are not tailored to specific program needs,
developed in line with national goals and priorities. subject to congressional
scrutiny, and conducted under Federal standards of performance.

Thus, Mr. Chairman, it is our view that nationally collected tax
dollars must be used in the national interest. We are opposed to any
change in the delivery system for Federal aid that does not meet this
criterion.

Our major objections to H.R. 14370 and suggestions for strengthen-
ing the bill are as follows:

1. The legislation completely bypasses the appropriations commit-
tees. This, in our view, represents a hazardous tampering with the
legislative process and is particularly onerous in a program such as
this; for not only will the uses of the funds be essentially (evoid of
Federal control, so will the amount of the funds. For 5 years there will
be no opportunity for congressional review nor will there be any op-
portunity to weigh the funding of H.R. 14370 against other demands
upon the Federal budget.

We recognize the need for the State and local governments to have
an assurance that aid money called for in the substantive legislation
will be forthcoming. Such assurances can be granted without sabotag-
ing the existing appropriations process by forward funding of 1 or
perhaps 2 years.

2. Local governments would receive two-thirds of the finds in the
first year of the program but their relative share would decrease in
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each subsequent year, falling to only 55 percent in the fifth year. The
State share, which is totally without program requirements or labor
standards, would be increased each year.

In recent years the States have exhibited a greater responsiveness
to their local governments. Nevertheless, the role of the State capitols
still leaves much to be desired and Federal aids must emphasize the
needs of the cities-particularly the Nation's larger urban areas.

3. The "high priority" local government expenditure categories are
so broadly defined that, apart from education and welfare, few func-
tions could be excluded. The categories should be spelled out in greater
detail and the bill should insure that the aid results in net increases
in public facilities.

Similarly, the States should be required to place their share of the
Ile aid into escrow funds. Outlays from these funds should be limited to

speific categories of expenditures. Reports should be required and the
Secretary of the Treasury and the Comptroller General should have
the right to review the operations of the funds.

4. The labor standard sections that apply to local government ex-
penditures are weak and would be difficult, it not impossible, to enforce.
The State share has no labor protection provisions whatsoever. The
legislation should include adequate language applying to both the
State and the local share, which would assure that rights of workers
are protected. Strong antipira y language should be included. Our
suggestions for language which would assure such protections is ap.
pended to the full statement.

5. The income tax incentive is much too weak. It is our view that if
the States are to help themselves in closing the gap between public
needs and resources, they must look to progressive income taxes. Thus,
the State share of the funds should be entirely conditioned upon income
tax effort as was the case in the original revenue sharing bill (H.R.
11950), introduced by Mr. Mills. The House bill cuts the income tax
incentive in half and, even within the half, States without income taxes
would receive a share of the funds.

Mr. Chairman, even if our objections were met, this bill in our judg-
mnent, would still represent at best a stop)gap measure which promises
infinitely more than it, will deliver. Moreover, we feel that this legisla-
tion will not add one Federal penny to the money available to the States
and localities. It will merely be a substitute for the full funding of
existing aid programs. And it could block or slow down new or ex-
panded grant-in-aid programs that would effectively meet the munti-
])lying needs for virtually every type of public investment-from
sewer systems and waste-treatment'facilities to urban mass transit,
education, health care, public safety, libraries, roads and airports.

The AFL-CIO's lack of enthusiasm for this bill is not based on nega-
tivism. There is no question in our -ninds that the Federal Govern-
ment's role in helping the States and localities must be strengthened.
We believe strongly in the federal system. We have faith in its ability
and we would like the system l)Ieserved and strengthened. At the same

,..time, we are painfully aware of the problem facing our Nation.
To us, )articularly in this era of severe Federal budgetary re-

straints, every effort must be made to get the most out of each available
Federal dollar to improve the quality of American life. Complex
arithmetic formulas are at best haphazard substitutes for selective and
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specific programs to help target groups of people and to meet top pri-
ority national needs.

We believe there are far better alternatives than those offered in the
legislation before this committee. We have detailed these alternatives
in the full text of our statement. Briefly, we feel that the first order of
priorities should be the full funding of existing Federal grant-in-aid
programs, a sharp change in the disastrous economic policies of this
administration, Federal takeover of a greater share of the costs of edu-
cation and welfare, tax reform at all levels of government and speedy
enactment of a program of national health security.

In addition, existing categorical aid programs should be reviewed to
increase their efficiency, and new financing methods such as a Federal
urban bank should be exploded. And the States themselves must launch
on a program of government modernization.

In conclusion, it is the AFL-CIO's firm belief that the best interests
of the States, the cities, and the citizens will not be made through the
State and Local Fiscal Assistance Act, in its present form.

We have outlined what we believe to be the major weaknesses of the
bill. If it is the will of the Congress to enact legislation such as this we
urge that at a minimum these weaknesses be corrected. Nevertheless,
we still believe that grant-in-aid programs with Federal standards
Federal quidelines, and Federal review have served our Nation weli
and the Federal Government should meet its responsibility to all Amer-
icans through prog rams that are developed by the Congress, enacted
by the Congress, funded by the Congresq. and reviewed by the Con-
gress. "No-strings revenue sharing" may be an attractive sounding con-
cept, but we in the AFL-CIO are convinced that it is not the best
approach to the multitude of national problems. There are many excel-
lent Federal programs now on the law books. There are well defined
concepts and procedures that are available to State and local govern-
ments to hell) meet their needs and assure that national interests and
priorities are maintained.

We in the AFL-CIO will work with all governments--State, local,
and Federal--to'help bring about solutions to these problems through
the proposals we have offered today.

TheC IAIRMAN. Thank you very much.
Senator Nelson?
Senator NElSoN. I will pass for the moment.
The ChAIRMAN. Senator Fannin?
Senator FANNIN. Thank you, Mr. Chairman.
Mr. Biemiller, we have heard from mayors and Governors in the

past few days and they have stated before ts that they would be forced
to dismiss many employees if these funds were not forthcoming. III
other words, you say it would not be. of any assistance to them. You
practically say that in your statement. They have stated that some
categorical grants programs which you seem to favor have worked
national hardships on the States because of the stipulations that. they
must furnish a certain percentage of the money, and without having the
opportunity of determining their priorities.

Are you basically saying that you do not favor general revenue
sharing but favor categorical grants ?

Mr. BIEMILLER. That is the position we have maintained for many
years.
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Senator FANNIN. Well, what is your position, then, from the stand-
point-

Mr. BIEMILLER. I may add
Senator FANNIN (continuing). From the standpoint of the testi-

mony of the mayors and Governors that they will be forced to dismiss
many employees if these funds are not forthcoming?

Mr. BrEMILm. I might add that. we have also been hearing from
•the mayors and the Governors in extenso, as you might well imagine.
I am disturbed because some of the mayors and Governors wilF tell
you off the record that they intend to reduce taxes at the local level if
this bill passes. It is not just a question of their claims that they are
oin to have to lay off people, but I suspect that in many cases the
local ofcials are looking upon this legislation as a way of reducing

property taxes in their areas. And this is something that we would
absolutely be opposed to.

We think that at an absolute minimum you have got to, as the
chairman was suggesting a little while ago, write in a maintenance of
efforts provision that really has some teeth in it if you are going to
pass this legislation.

Senator FANNIN. I agree on the maintenance of efforts but I under-
stand you advocate we have a progressive income tax and that if I
am not wrongs your people have stated that they feel that the property
tax is inequitable in many instances.

Mr. BI1MxiLLa. .That is correct. We have urged the provision that
was in the original Mills bills, which would have stimulated the en-
actment of progressive income taxes, which we regard as a far fairer
form of taxation. But at the same time, I do not believe that we should
permit Federal funds to be used willy-nilly to reduce local taxes and
that is one of the things that we fear is going to happen.

Senator FANNIN. Well, your statement willy-nilly is not in con-
formity with what some of the mayors and Governors stated. They
did admit in some instances that where there were unfair taxes being
applied, that they would in some cases use these funds to try to alleviate
this problem that has been a hardship on the people in a particular
locality or State. So would that not be a legitimate utilization of the
moneyI

Mr. BEMILLER. I do not doubt the good faith of many mayors and
Governors who have been making such statements, but we believe
that those problems should be handled at their local level. We believe
firmly that the revenues of the various groups should be raised and
then supervised fully by those that are raising the funds.

Senator FANNIN. Well, in my opinion, the primary purpose of re-
venue sharing is to strengthen our Federal system. I know you stated
you want to strengthen the Federal system. The Federal Govern-
ment has in two instances-I will just relate them to you-heard the
distinction between Federal and State Governments. No. 1, the pre-
emption of the source of tax funds by our Federal tax program, and
number 2, offer grants-in-aid programs with matching funds which
I stated earlier many times do not have high priority in the States but

,'because of the basis upon which the requirements must be met, they
do work hardships on the particular locality or the State. To solve
the problem we must get funds at State and local levels without Fed-
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eral direction and control of spending. Otherwise we are not going to
help them solve those problems.

Mr. BI'mii..LEI.m That is where we differ in our approach to this
question.

Senator FANNIN. Well, you will admit that tie needs are not uniform
throughout the United States as far as that is concerned, will you not?
The needs are not uniform. There is not the same need perhaps in New
York that there is in, say, some small community in Arizona, to take
my own State.

Mr. B.EMIIll.LE. I think the loudest protest that we have had has come
from New York City in terms of lack of funds.

Senator FANNIN. That is right, and I know it, and it has not been-
this is what I say. Some States and localities are losing population.
Others are adding population very rapidly and have different prob-
lems, so that is one of the reasons that I think we have considered re-
venue sharing, is that it does give some priority to the needs of the com-
munity as determined by the people themselves, and after all, they are
the ones that pay the Feaeral taxes, they are the ones that pay the State
and local taxes.

Mr. GOLDFINOER. But the absence of any strings, as we see it, re-
moves any kind of congressional oversight, and these are some of
the difficulties as we look at the problem, some of the real basic diffi-
culties with the general revenue-sharing approach.

We certainly have a good deal of sympathy, and we understand the
plight of the States and local governments. We are in support and
have supported Federal financial assistance to the States and local
governments, but not in the form of general revenue sharing.

Senator FANNIN. Well, let me just give you an example. Better than
70 percent of our State is either owned or controlled by the Federal
Government; 27.7 percent is owned by the Indians, Indian people of
our State. Now, werive a far different problem in taking care of these
constituents, the Indian people, and those that are involved in Federal
land or Federal facilities, than do most of the States of the Nation.
We do have specific. problems that can be assisted by the general reve-
nue-sharing bill program.

Now, would you not favor that procedure being followed, where
there is a priority there that must be met?

Mr. GOLDFINGEI%. UWell, we think that it is the function of Congress to
establish national priorities for the use of Federal funds.

Senator FANNIN. Well, the money is all coming from the same pot.
Do you not agree with that?

Mr. GOLDFINGER. 'Well, the money is coming from the same pot in the
sense that, it is coming from the citizenry, that is true, sir.

Senator FAN NIN. That is right.. That is the only way.
Mr. GOLDFINOER. %However, it comes in different. forms and different

ways. The money collected by the Federal tax structure is based upon
the Federal tax code and the whole Federal tax system, which is en-
acted by Congress.

Senator FANNIN-i. That is right.
Mr. Gorimwmxoi. And we feel that, in the sense of preserving this

3-tier Federal system that. we have in this country, it is necessary for
the Congress ald for the Federal Government to have an oversight
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function on the funds that are spent, because these are Federal tax
receipts which will be handed out to the States and local governments.

Senator FANNIN. The Federal-State system.
Mr. GOLDFINOER. Yes.
Senator FANNIN. You would not say it, is just, a Federal system. It

is a Federal-State system and the Federal Government in my feeling,
has preempted the source of revenue from the States and in passing
back some of the money to the States, it certainly should be considered
that they have a say in how those funds are going to be expended. That
is the whole idea of this program, but you do not agree with that.

Mir. GOLDFINGER. No. le differ with you, sir, on the mechaniism, on
the machinery, on the delivery system.

Senator FAINNIN. But you are still willing to utilize this, this par-
ticular bill, and in your statement, you are still willing to utilize this
to impose upon the States legislation, labor legislation, that would
otherwise not be imposed.

Mir. BIEMILLF.R. We are asking to do exactly the same thing that
Congress has done in many, many grants. We have always put certain
restrictions on the categorical grants.

Senator FANN 1-,%. On Davis-Bacon.
Mr. BIEmr.mILER. On I)avis-Bacon and minimum wages, anti-pirating.
Senator FANNN . As far as I)avis-Bacon at the local levels and at

the State levels, on all of your categorical grants programs you have
not imposed these restrictions.

Mr. IEM ILLER. there are veiy few that do not. have l)avis-Bacon
in them.

Senator FANNIN. I think there are quite a number that, do not
utilize this procedure.

Mr. BIEMILLEIR. There was a recent hearing in the Banking and Cur-
reney Committee in which the proposal was up to withdraw Davis-
Bacon and this administration appeared in opposition to withdrawing
the Davis-Bacon provisions.

Senator FNNiN. This Senator celainly (lid not. I am not going to
argue that point. But I just feel you want to utilize the provisions of
this bill to bring about. what will assist you but you are very much
opposed to giving the States the privilege of making these decisions.
That is--States and localities.

Thank you.
The CIIAIRMAN. Senator Hartke, do you want to ask any questions?
Senator HARTKE. I would just. like to say, Mr. Bieinlller, that I

quite agree with you, that, unfortunately as much as I am convinced
that this bill is probably going to pass, that it is going to be a great
disappointment, not alone to tfle recipients, not alone to the Congress,
but a great disappointment to everyone who really thinks that some
type of meaningful revenue sharing is a necessity and should be de-
veloped. It is not a question of the concept of revenue sharing that is
bad.

Mr. BugMJLLER. Correct.
Senator HARTKE. It is just the fact that this is not the proper ap-

proach to the subject and I am glad you brought it to the attention of
the committee.

If I told you I thought. at this moment that you had much chance of
defeating the bill I think I would be misleading you.

81-395 0 - 72 - 30
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Mr. BomIuYXrI. Well, Senator, you recognize very well what our
basic position is and f might just add one point that is mentioned in
our statement, but I want to emphasize it. We are well aware that
many of the existing categorical grants could stand some review and
some shifts in certain aspects of the way in which the funds are dis-.
tributed. I believe this committee is in the middle of working oil one
of those problems at the moment. We are not saying that these cate-
gorical grants iii their present form are perfect but what we say is we
prefer that approach to that of general revenue sharing.

Senator HARTKE. Let me just point out again, I cannot understand,
and I know you pointed out, why the Congress is so intent on reliev-ing itself of any obligation to be sure that the taxes which the Federal
Government collects are not going to be used for the benefit of its peo-
ple. The whole idea of the appropriations process is the idea that you
review how you are going to spend the taxpayers' money. For those
people here who have objected to backdoor financing this is an extreme
version of backdoor financing. It is something which has never even
been thought about before.

I think that the people quite honestly can find fault with some of
the so-called specific rants programs. On the other hand, many of
the mayors and the Goveniors who have complained about the fact
that the Federal Government has been the major participating factor in
creating their financial chaos do not recognize the facts of life.

That is not the true situation at all. Hospitals have been built out
across the Nation. These communities needed hospitals and if the Fed-
eral Government had not come in with matching programs they would
not have had them.

The airport facilities which they need they would not have had.
The sewage.disposal plants they would not have had.

In the early sixties, the rural development of water supplies and
sewage treatment plants was of great help to many communities. The
programs of the EDA, the Economic Development Act, helped to
bring jobs to people. I am a former mayor and I understand the
problems of local financing. But for the mayors and Governors to
complain that the Federal Government has helped to underwrite only
part of their expenses since 1933 and then come in and complain that
this help has been the cause of their own financial difficulties is out-
rageous. They are just not facing up to the facts of life.

One of these mayors criticized me very severely because I said I
am not in favor of a no-strings-attached program, and that is what
this is. We would not think of doing this with any department of the
Federal Government. We would not think of putting through a no-
strings-attached program and say we will just give the Department
of Defense $5 billion, give the Department of HEW, $5 billion.
It would be preposterous. It would be voted down and would not get a
vote in the Senate or House, and yet I think this measure is going
to get a vote simply because the public relations have been so good,
because it is named revenue sharing. You are going to have another
one of these public relations legislative acts, and the people are not
going to benefit. The budget deficit will be bigger, and the problems
will be. more extreme.

Mr. BIEMILLER. You state our position very eloquently, Senator.
The CIATMAN. Senator Anderson I



459

Senator ANDERSON. You used the term "delivery system," and your
associate used the same term. What do you mean by "delivery system"?

Mr. BIEMILLER. The means by which Federal tax moneys are re-
turned to the States and the cities. The present delivery system is that
of catgorical grants with congressional regulations outlining what
can and cannot be done with the money. The proposal that is before
you would at least as far as the States are concerned, give them com-
plete carte blanche to use the money in any way they wanted to and
in terms of the cities, for all practical purposes, it would do the same
thing.

Senator ANDERsoN. Delivery system is not important? TooimportantIMr. BIMILLR.Pardon me?

Senator ANDERSON. I wonder if the delivery system is very im-
portant to you.

Mr. BIEmLLER. Yes. This is exactly our objection, is the no-strings
concept. We think that the categorical system is infinitely preferable.

The CHAIRMAN. Thank you very much, Mr. Biemiller. Always good
to see you and your fine organization represented up here.

Mr. 1hEMuitR. Thank you.
(Prepared statement with attachement follows:)

PaMPAnm STATEMENT OF ANDREW J. BIEMILLEs, DImE R, DEPARTMENT OF
LEGIsLATION, AFL-CIO

The American labor movement's concern for sharply Increased investments in
the nation's public facilities and services has been a long one and a consistent one.

On countless occasions we have advocated increasing the quantity and quality
of our nation's investments and improving the distribution of their benefits--as
well as their costs-between the states and localities and America's economic
groups.

Moreover, there is no question in our minds that, if such improvements are
to occur, the federal government's role must be expanded substantially both
directly and through intergovernmental aids.

Unfortunately, It is our judgment that the State and Local Fiscal Assistance
Act of 1972 (H.R. 14370), in its present form, will be a cruel disappointment to
its advocates. It will fall far short of its intended goals and set a dangerous
precedent-a precedent which potentially could hamper the nation's ability to
provide the resources needed to permit our three-level system of government to
meet the requirements of a growing and increasingly urban population, and to
improve the quality of life in America.

Federal intergovernmental assistance-or revenue sharing-is nothing new. It
has been part of the American system of government since its very beginning.
The frst federal aid programs date back to the Articles of Confederation of the
1780s, and today over one-fourth of the federal revenues available for domestic
use is shared with the states and localities. These federal aids account for over
one-fifth of the revenue of the state and local governments. Moreover, during
the past decade the amount of nationally collected tax receipts shared with the
states and localities underwent a five-fold increase rising from $8 billion in 1962
to an estimated $39 billion for the fiscal year Just ended. A decade ago the states
and lacalitles relied upon the federal government for 11% of their Income com-
pared to today's 21%.

Yet, despite the remarkable federal response to the needs of the states, and
localities the rapid social and economic changes the nation has been undergoing
demand an even greater federal commitment. Financially strapped state and
local governments need more help in their efforts to meet their public obligations,

-, and the nation generally is suffering the consequences of backlogs, shortages, and
cutbacks in public facilities and services.

The bill before this Committee does not address itself to the critically impor-
tant issue of increasing investments in public facilities and services or improving
their quality, effectiveness and distributon. It will do little In terms of stemming
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the budgetary crises faced by many states and virtually every metropolitan area
of the nation.

It our judgment the main feature of this bill is the establishment of a new
delivery system for federally collected tax dollars. Such delivery system departs
substantially from the existing system of grants-in-aid whereby the federal
government provides funds to the states and localities In accordance with
specific purposes or "categories" geared to serve the nation's interest. The aid
program under the present system are established by Congress through the nor-
mat process of legislation, authorization and appropriation. The purposes of the
programs are spelled out by Congress and, since they are established through the
checks and balances of the legislative process, the aid programs must meet the
test of aiding In the provision of a public facility or service that is in the national
interest and In accordance with national priorities. The state or local government
receiving the funds must use the money for the purpose specified by Congress
and must agree to certain performance conditions such as civil rights and labor
standards.

Under this bill $5.3 billion in federal money would be channeled to the states
and localities in the first full year. Over the bill's five-year life a total of $29.5
billion would be spent. The funds would flow automatically regardless of the
federal government's financial position since the appropriations committees would
be completely by-passed. Sixty percent of these funds or $17.5 billion wotAd be
dispensed to some 39,(00 local governments and the states would be entitled to $12
billion.

Tle local share of the funds would be subjected to broadly defined so-called
"high priority" program categories such as public safety or environmental control.
Yet there is little in the bill to prevent a local community from merely sub-
stituting federal money for current outlays made from their own funds on such
programs.

As to the $12 billion state share of the funds there is not even the pretense
of an attempt at congressional oversight, federal control, or standards of per-
formance. The state share is totally on a no-string-attached basis.

Of course, the result is there is no assurance that the aids granted under this
bill would in fact increase investments on these "high priority" public outlays.
And they potentially could result in tax reductions-reductions which might well
be appropriate for certain communities, but should not be underwritten by
federal tax dollars collected from other taxpayers in other communities.

What is more the labor standards provisions on the local funds are weak and
likely to prove unenforceable and no standards apply at all to the state share of
the funds. Civil Rights guarantees are also likely to prove difficult if not i.

--- possible to enforce since the federal aid would be commingled with other state
funds. There is no protection against funds being used to encourage plant and
industry piracy from one location to another.

The AFI-CIO position on no-strings revenue sharing has been stated time and
again through convention action, executive council statement, and legislative
testimony.

This past November by unanimous Convention action the AFIr-CIO reaffirmed
its opposition to no-strings aid. The convention noted that "the federal govern-,
mnent can best meet its responsibilities to the state and local governments and
to all Americans through taxing and spending policies that are developed by,-
Congress, enacted by Congress, funded by Congress and reviewed by Congress,."

It was the convention's view that "... the nation's interests will not be served
through no-strings-attached delivery systems for federal aids, which are not
tailored to specific program needs, developed in line with national goals and
priorities, subject to congressional scrutiny, and conducted under federal stand-
ards of performance."

Thus, Mr. Chairman, It is our view that nationally collected tax dollars must
be used in the national interest. We are opposed to any change in the delivery
system for federal aid that does not meet this criterion.

Our major objections to H.R. 14370 and suggestions for strengthening the bill
are as follows:

1. The legislation completely bypasses the appropriations committees. Tills in
our view represents a hazardous tampering with the legislative process gener-
ally. and is particularly onerous in a program such as this. Not only will the
uses of the funds be essentially devoid of federal control, the amount will also
be beyond the control of the congress. For five years there will be no opportunity
for congressional review of the program nor will there be any opportunity
to weigh and balance the funding of H.R. 14370 against other demands upon the
federal budget.
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We recognize that there is a need for the state and local governments to have
an assurance that aid money called for in the substantive legislation will be
forthcoming. However, such assurances can be granted without sabotaging the
existing appropriations process by foreward funding of one or perhaps two
years.

2. Although local governments would receive two-thirds of the funds in the
first year of the five-year program, their relative share would decrease in each
subsequent year, falling to only 55 percent of the funds in the fifth year. The
state share, which is totally without functional strings program requirements
or labor standards, would be increased each year.

Although in recent years the states have been exhibiting a greater degree of
responsiveness to the needs of their local governments, the role of the state
capitols still leaves much to be desired. Thus we feel that any program of federal
aid should emphasize the needs of the cities--particularly tile nation's larger
urban areas.

8. The "high priority" local government expenditure categories are so broadly
defined that, apart from education and welfare, few functions could be excluded.
We feel that these categories should be spelled out in greater detail and that the
bill should ensure that the federal aid results in net increases in public facilities
or services.

Similarly, the states should be required to place their share of the aid into
escrow funds. Outlays from these funds should be limited to specific categories
of expenditures. The states should be required to submit reports and the Secre-
tary of the Treasury and the Comptroller General should have the right to ex-
amine and review the operations of these funds.

4. The labor standard sections that apply to local government expenditures
are week and would be difficult if not impossible to enforce. The state share has
no labor protection provisions whatsoever. The legislation should include ade-
quate language applying to both the state and the local share which would assure
that rights of workers are protected. We have appended to our statement lan-
guage which, In our view, would assure such protections. (See Appendix A.)

5. The incentive for the states to enact or increase their reliance upon income
taxes is much too weak. It is our view that a good part of the state and local
fiscal crisis stems from the failure of these governments to adopt tax structures
that are fair and Just and respond to the growing needs for public outlays. To
be fair and productive, a tax structure must be based on ability-to-pay, ol in-
come. Consequntly, if the states and localities are to begin -to close the gap be-
tween public-service needs and available resources, they must increase their
reliance upon truly progressive income taxes. Thus, the state share of the funds
should be entirely conditioned upon income tax effort as was the case in the
original revenue sharing bill (H.R. 11950) introduced by Mr. Mills. The House
passed bill cuts the Income tax incentive in half and even within that half states
with no income taxes would receive -a share of the funds for the entire five years.

Mr. Chairman, even if our objections were met, this bill, In our Judgment would
still represent at 'est a stopgap measure which promises infinitely more than it
will deliver. Moreover, we feel that enactment of this legislation will not add one
federal penny to the money available to the states and localities. It will merely
be a substitute for the full funding of existing aid programs. And it could poten-
tially block or slow down the needed expansion of grant-in-aid programs and tile
development of new ones that would effectively meet the nation's multiplying
needs for virtually every type of public Investment-from sewer systems and
waste-treatment facilities to urban mass transit, education, health care, public
safety, libraries, roads and airports.

The AFL-CIO's lack of enthusiasm for this bill is not based on negativism.
There is no question in our minds that the federal government's role in helping
the states and localities meet their public obligations must be strengthened. We
believe strongly in the federal system. It has made us the greatest nation on earth.
We have faith in its ability to serve its citizens and we would like to see the
system preserved and strengthened. At the same time we are painfully aware of
the problems facing our nation-problems that are in large measure due to the
severe backlogs and shortages in public investments. We believe there are far

" better alternatives to the solution of these problems than those offered in the
legislation before this committee.

To us, particularly in this era of severe federal budgetary restraints, every
effort must be made to get the most out of each federal dollar that can be set
aside to meet priority national needs, such as education, training, health, pollution
control, public assistance, urban transportation and improve the quality of Ameri-
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can life. Complex arithmetic formulas are poor substitutes for selective and
specific programs to help target groups of people and to meet top priority national
needs.

The federal government can help the states and localities by improving the
present aid delivery system, sharply increasing grants, fully funding the programs
that are already in operation, and releasing those grant-in-aid funds that have
already been authorized and appropriated but the Adm.inistration refuses to
spend.

Thus, the AFL-OIO urgm:
1. Pull funding of eatlting federal grant-in-ai program

A study made by the Advisory Commission Intergovernmental Relations demon.
strated that if the gap between grant authorizations and appropriations between
1966 and 1970 had not widened, an additional $6 billion in federal aid would have
flowed to the states and localities In 1970. Though more up-to-date information
is not available it can be estimated safely that today this gap is in the neighbor.
hood of $10 billion annually--almost double the amount of funcls provided in JLR.
14370.

In addition, according to the latest figures released by the Office of Manage-
ment and Budget, the White House has "frozen" some $11 billion in funds already
committed by the Congress. Dozens of specific federal programs ranging from
urban mass transit to Appalachia have been shortchanged because appropriated
funds have been withheld after the Congress specifically directed the money be
spent and the President had signed the bills into law. Thus, the Administration
is sitting on billions of dollars of aid that could be dispensed immediately to assist
state and local governments in meeting their needs.

And, of course, the President's callous use of his veto power over legislation
such as health care, aid to education, child development and the like has further
hamstrung the fiscal capabilities of the state and local governments.

2. Federal stimulative policies to boost sales, production and employment
The most crucial factor affecting state and local budgets as well as the budgets

of American working men and women, is the sluggishness and stagnation that
has pervaded the nation's economy as a result of this Administration's disasterous
economic policies. These economic policies have been denying Jobs to five million
workers and the burdens placed upon state and local governments due to inflation,
recession and high interest rates dwarf the benefits of no-strings revenue sharing
proposals.

According to the Joint Economic Committee, the high levels of unemployment
cost the state and local governments $7 billion in 1971 tax revenue. And, this
estimate does not include the added burden on state and local government trea-
suries resulting from high interest rates, inflation and increased outlays neces-
sary for public assistance and unemployment compensation. Including these items
would probably drive the revenue loss up to an amount in excess of $10 billion.

3. Federal takeover of a greater share of the costs of welfare
If, for example, the amendments on welfare reform to H.R. 1, as submitted by

Senator Ribicoff, were to become law, the states and localities would receive an
estimated $8.8 billion in this fiscal year.
4. Federal takeover of a greater share of the costs of education

In 1970 $87.5 billion was spent on local schools and only 10% of these expend.
ditures were underpinned by federal grants-in-aid.
5. A careful review of present federal categorical grants

Such a review should aim at consolidating overlapping grants, increasing their
efficiency, examining -matching fund formulas, and making It easier for state and
local officials to be aware of and obtain the federal aids available to them.

However, the purposes, performance standards and requirements of the pro-
grams must be safeguarded in any consolidating and streamlining of grant pro-
grams.

6. The unflihed business of tao reform must be undertaken at all levels of
government

The great reliance of the states and localities on unfair and unproductive tax
structures has contributed substantially to their failure to- meet their public
needs. Tax policies such as the enactment of the Administration sponsored busi-
ness tax giveaways of the Revenue Act of 1971 and the conspicuous lack of action
on tax reform has placed billions of dollars beyond the reach of the federal
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government. Dollars that could have been used to fund programs to help state
and localities promote tax Justice as well as add a badly needed boost to the con-
fidence of the American people in the ability of their government to tax and
spend in the public interest.

7. Modernization of state and local governments
For some states, constitutional reform Is most needed; for others, tax reform;

still others might require shifts in responsibilities between the state and local
governments. In some states, for example, virtually all costs of elementary and
secondary education are borne by local governments. The state share in 1970,
ranged from only 2.7 percent in New Hampshire to 85.8 percent in Hawaii. For
the U.S. as a whole, local governments revenue finance over half the cost of ele-
mentary and secondary education. Similarly, in some states local funds are used
for up to one-third of public welfare costs while in others the state pays the full
state share.

A study of consolidation of inefficient local government units--particularly
school districts--should be pursued. Many of the 81,000 local spending and taxing
units of government present an obstacle to raising and using public funds effl-
ciently. This proliferation of local governments has led to difficulties in enforcing
and collecting local taxes and to high tax-administration costs. Many localities
are too small to raise the revenue needed for public facilities and services. Juhis-
dictions determined by historic or geographic accidents--or overt attempts to
"zone" out the poor-are not responsive to modem economic and social needs.
Many others represent boundary lines that are obselete and do not reflect present
economic realities.
8. New financing methods

Institutions, such as a federal Urban Bank, should be explored to provide
states and localities easier access to long-term, low-interest loans for the con-
struction of public housing, urban transit systems, and other community facili-
tie
9. Finally, in our viet the moat cr ticay important public service measure is now

before the Oonres&-a program of National Health Security
The absence In this nation of a program of quality and efficiency in the de-

livery of medical care to all U.S. citizens Is America's most glaring and grievious
public service failure. What is more, a National Health Security program would
relieve the states and local governments of at least $8 billion of costs they cur-
rently incur under Medicaid, health insurance coverage for their own employees,
and the service provided to low-income persons through city and county hospitals.

In conclusion, It Is the AFL-CIO's firm belief that the best interests of the
states. the cities and the citizens will not be met through enactment of the State
and Local Fiscal Assistance Act in Its present form.

We have outlined what we believe to be the major weaknesses of the bill. And
If It is the will of the Congress to enact legislation such as this we urge that at
minimum these weaknesses be corrected. Nevertheless, we still believe that Fed-
eral grant-in-aid *programs with federal standards, federal guidelines, and fed-
eral review have served our nation well and the Federal government should
meet its responsibility to all Americans through programs that are developed by
Congress, enacted by Congress, funded by Congress and reviewed by Congress.
"No-strings revenue sharing" may be an attractive sounding concept. But we in
the AFL-CIO are convinced that it is not the best approach to the multitude of
national problems that our federal system must cope with. There are many ex-
cellent federal programs now on the law books. There are well defined concepts
and procedures that are available to state and local governments to help meet
their needs and assure that national interests and priorities are maintained.

We In the AFL-CIO will work with all governments--state, local and federal-
to help bring about solutions to these problems through the proposals we have
offered today.

APnNDIx A

LABOR STANDARDS AND PIOTETIONS

DAVIS-BAON
section 105 (a) (6)

That all laborers and mechanics employed by contractors or subcontractors
in the performance of work on construction financed in whole or In part out of
funds established under this Act will be paid wages at rates not less than those
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prevailing on similar construction in the locality as determined by the Secretary
of Labor In accordance with the Davis-Bacon Act, as amended (40 U.S.C. 276a-
276a5), and that with respect to the labor standards specified in this paragraph
the Secretary of Labor shall act in accordance with Reorganization Plan Num-
bered 14 of 1950 (15 F.R. 3176; 64 Stat. 1267) and section 2 of the Act of
June 13, 1934, as amended (40 U.S.C. 276c).

PREVAILING WAGE
Section 105 (a) (7)

Persons employed in jobs financed in whole or in part under this Act shall
be paid wages which shall not be lower than whichever is the highest of (A)
the minimum wage which would be applicable to the employee under the Fair
.Labor Standards Act of 1938, if section 6(a) (1) of such Act applied to the
participant and if he were not exempt under Section 13 thereof, (B) the State
or local minimum wage for the most nearly comparable covered employment, or
(C) the prevailing rates of pay for persons employed in similar public occupa-
tions by the same employer.

In order to qualify for any payment under this subtitle for the entitlement
period beginning on January 1, 1972, and ending on June 30. 1972, a local gov-
ernment must establish to the satisfaction of the Secretary that it will use such
Iayment only for high-priority expenditures and will comply with such other
requirements, consistent with the preceding sentence, as may be established
by the Secretary.

MASS TRANSIT

In order to assure compllance with existing labor protection provisions con-
tained in the Urban Mass Transportation Act of 1964. as amended and other
similar public transportation programs in public transportation projects financed
or assisted under H.R. 14370. the Revenue Sharing Bill, it. is suggested that
the following additional paragraph be inserted in section 105(a) following
paragraph (7) thereof:

"(8) that any program financed in whole or in part out of funds provided for
under this Act for which federal grants or assistance are authorized or
provided under section 3(e) (4) of the Urban Mass Transportation Act of 1964,
as amended shall comply with all the terms and conditions which would apply
if such program were financed or assisted pursuant to such section. Suits to en-
force any right, benefit or interest hereunder may be brought in any United
States District Court having Jurisdiction of the parties. without respect to the
amount in controversy or without regard to the citizenship of the parties, and
such court shall have jurisdiction to grant such relief as may be appropriate."

ANTIPIRACY

In order to assure compliance with existing antipiracy provisions contained
in the Economic Development Act of 1965, it is suggested that the following
language be inserted in H.R. 14370 as Section 145:

"Any program financed in whole or in part out of funds provided for under
this Act for which federal grants or aslstance are authorized or provided under
Section 202 (b) (1) of the Economic Development Act of 195 shall comply with
all the terms and conditions which would apply if such program were financed
or assisted pursuant to such section. Suitw to enforce any right, benefit or Inter-
est hereunder may be brought in any United States I)is-trict Court having juris-
diction of the parties, without respect to the amount In controversy or without
regard to the citizenship of the parties, and such court. shall have jurisdiction
to grant such relief as may be appropriate."

The ChAIRMAN.%,. Now, tits next witness will be Mr. Walker Winter,
chairman of the Taxation Committee; and Mr. Ivan C. Elmer. com-
mittee executive of the Community and Urban Affairs Committee of
the U.S. Chamber of Commerce accompanied by Mr. Robert R. State-
ham, taxation and finance manager.
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STATEMENT OF WALKER WINTER, CHAIRMAN OF THE TAXATION
COMMITTEE, CHAMBER OF COMMERCE OF THE UNITED STATES,
ACCOMPANIED BY IVAN C. ELMER, COMMITTEE EXECUTIVE OF
THE COMMUNITY AND URBAN AFFAIRS COMMITTEE OF THE
CHAMBER OF COMMERCE OF THE UNITED STATES

Mr. WINTR. Thank you very much, Mr. Chairman. I might com-
ment the last time I had the privilege of following a spokesman of
the AFL-CIO, we were testifying on the DISC proposal. I am glad
to see at least on the general no-strings revenue sharing our views are
much closer.

Mr. Chairman, for the record, my name is Walker Winter. I am a
member of the board of directors of the Chamber of Commerce of the

< United States and chairman of its taxation committee. I am also a
partner in the Chicago law firm of Ross, Hardies, O'Keefe, Babock
and Parsons. As you mentioned, I am accompanied by Robert R.
Statham, taxation and finance manager of the national ch amber; and
by Ivan C. Elmer, committee executive of the chamber's community
and urban affairs committee.

In the light of some of the questions that developed yesterday, Mr.
Chairman, I have asked Mr. William McHenry, manager of economic
security of the chamber's staff responsbile for H.R. 1, also to sit here
with me. In this connection, iR it is in order, I would like to submit a
brief statement for the record regarding the position of the chamber
on welfare legislation, which was submitted to our board of directors
by our special committee on welfare programs and income main-
tenance, of which I am a member. It was discussed in detail and
adopted by unanimous vote of the board of directors of the chamber at
its meeting on June 22, 1972. I do not believe there has been an oppor-
tunity to submit it to this committee. So if I may, I would like to sub-
mit this document for the record.

The CHAIRMAN. We will print it in the record.
Mr. WIN-TER. Thank you, sir.1
Mr. Elmer is going to present the views of the chamber with

regard to the appropriations part of the bill, H.R. 14370. That is
our support for the bloc grants contained in title I (a) of the bill. I will
confine my comments to the other portions.

Mr. Chairman, the national chamber is opposed to the method used
to distribute the State supplements in title I, subchapter (b), of H.R.
14370. We believe these amounts should be distributed to the States on
the same basis as the distributions to local governments. The method
used for distribution to the States constitutes general revenue sharing
to which we are opposed. In addition, the bill penalizes the States for
not adopting or making substantial use of individual income taxes.
We believe the Federal Government should not tell the States what
taxing systems they should use, but should leave that decision to their
respective legislatures.

- 18. p. 471.
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We support the piggyback provision in the bill, whereby the States
can contract on a purely optional basis with the Federal Government
for the collection of their State individual income taxes, provided it
remains optional with the States to enter and withdrw from such a
contract at any time.

Mr. Chairman, I just want to summarize my statement but I would
like to have the entire statement included.

The CHA IMAN. It will be, gentleman.
Mr. WINT.R. As to the general revenue sharing, the moneys to be dis-

tributed to the States under this bill would be provided on a no-strings-
attached basis. Under such circumstances, the Federal Government
would be substituting the national taxing machinery for the States'
taxing machinery. Congress would be merely relieving the States from
having to collect taxes locally. This distribution of money to the States,
in effect, constitutes general revenue sharing, to which we are opposed.
In our testimony last year before the Ways and Means Committee and
in our statement to the Subcommittee on Intergovernmental Relations
of the Senate Committee on Government Operations, we set forth our
reasons for opposing general revenue sharing, and they are the same
now as they were then.

First of all, we believe general revenue sharing will result in in-
creased Federal taxes. This proposal is being made in the face of the
largest Federal deficit since the end of World War II. The latest ad-
ministration forecast is for a $34-billion deficit for fiscal 1973, and
there is a possibility it could go much higher. Revenue sharing is a
misnomer. There is obviously none to share.

There have been no reductions proposed in other forms of State
aid to release committed funds for this purpose. The moneys to be
distributed under this bill to the States in the form of general revenue
sharing will have to come either from additional taxes orefrom addi-
tional deficit financing.

Second, it is our view that general revenue sharing, if adopted, would
destroy the fiscal .responsibility of the State governments. Raising
taxes is both unpopular and unpleasant. But it places the responsibility
on State officials to justify to their constituents that the money is
needed and it places pressure on State officials to spend the money
raised both prudently and efficiently. General revenue sharing, such
as provided in this bill for State governments, would divorce taxation
from expenditures, and in our view, weaken the already too-weak con-
straints on spending by governmental bodies.

Third, general revenue sharing would result in increased Federal
control of State governments. While there are those who contend gen-
eral revenue sharing will preserve the autonomy of the States, we be-
lieve, it is far more likely that at a later date such funds will be with-
held from the States to force them to submit to federally determined
objectives. This is already apparent from the requirement of the bill
that the States make use of individual income taxes in order to get
a full distribution of funds. If funds can be withheld from those
States not making substantial use of individual income taxes, what is
to preclude a future Congress from attaching other controls to future
distributions?

It is our view that the States should continue to raise their own taxes.
General revenue sharing is purely and simply the replacement of the
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Federal taxing system for State and/or local taxation. Once revenue
sharing starts, it is bound to be increased until the States are fully
depnent on the Federal Government for their tax collections.

We recognize that there are instances in which the Federal Govern-
ment must provide funds at the national level to State and local gov-
ernments to obtain their assistance in achieving specific appropriate
national goals. This is not a matter of replacing taxes from tile Federal
level for those at the State and local level. It is a matter of Congress
attempting to achieve a specific national goal-such as better national
highways or higher educational standards where local resources are in-
adequate-with the assistance of State and local governments. There
are only two ways of being assured that such a specific goal will be
attained through distributions to State and local governments--
through the use of categorical grants-in-aid or bloc grants. As has

4 been indicated, we prefer the use of bloc grants. In the case of general
revenue sharing, the only goal is to distribute Federal tax moneys
so State and local governments do not lave to raise it locally-and
for the reasons just set forth, we are opposed to this type of distribu-
tion to the States.

In addition to its opposition to the general revenue-sharing provi-
sions in the legislation, the chamber is also opposed to the alloca.
tion of funds to the States on the basis of their individual income tax
efforts.

The States should continue to be free to determine their own taxing
systems without interference from the Federal Government. If the
Federal Government is to coerce the States into greater reliance on in-
come taxes-what is to stop the Federal Government from setting re-
quirements for increasing the rates of property and sales taxes, or re-
quiring all States to adopt any number of taxes which their legisla-
tures have so far preferred not to adopt? We believe it to be a bad
precedent for the Federal Government to begin telling the States
which kind of taxes they should use.

And why single out State individual income taxes? Is the State in-
dividual income tax more fair than other types of State taxes ? A re-
cent public opinion poll by the Advisory Commission on Intergovern-
mental Relations suggests that the public does not think so. The poll
indicates that the public is of the opinion that the State sales tax is
more fair than the State individual income tax, and would prefer an
increase in sales taxes to increases in State individual income taxes.

I might inject my own personal philosophy. Obviously, you have to
have a mix-and I am not suggesting the contrary.

As to the constitutional question we do not think the chamber is
necessarily the body to suggest the constitutional question. Perhaps the
American Bar Association is the more appropriate group.

We also believe, though, that there may be a constitutional question
involved as to whether the Federal Government can coerce the States
into changing a segment of their general taxing systems. We would
like to call the attention of the committee to our belief in this connec-
tion, that there may be a question and we urge that the committee give

,,,his further consideration.
Now, as to Federal collection of State individual income taxes. Title

II of H.R. 14370 offers State governments the option of making agree-
ments with the Federal Governinehit for the collection of their State
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individual income taxes. This is referred to as "piggybacking." Tile
national chamber supports this provision, provided it is optional with
the States both to enter and to withdraw from such agreement at any-
time.

Mr. Chairman, in concluding my summary of our testimony I
would like to say that., (1), the national chamber is opposed to
the method used in this legislation to allocate funds to the States, and
believes the distributions to the States should be made along the lines
provided for the (listributions of local governments.

(2) The chamber is opposed to using Federal incentives to encour-
age the States to adopt or modify their income taxes.

(3) The chamber supports giving the States the option of contract-
ing with the Federal Government for the collection of their individual
income taxes.

(Mr. Winter's prepared statement and a statement referred to pre-
viously follows:)

PREPARED STATEMENT OF WALKER WINTER

My name Is Walker Winter. I am a member of the Board of Directors of
the Chamber of Commerce of the United States and Chairman of its Taxation
Committee. I am also a partner in the Chicago law firm of Ross, Ilardles, O'Keefe.
Babcock and Parsons. I am accompanied by Robert R. Statham, Taxation and
Finance Manager of the National Chamber, and by Ivan C. E'mer, Committee
Executive of One chamber's Urban and Community Affairs Committee.

Mr. Elmer will present the views of the National Chamber with regard to the
appropriaiton provisions of H.R. 14370, and I will present the views of the
Chamber with regard to the other provisions of the bill.

SUMMARY OF CHAMBER'S POSITION

H.R. 14370, as passed by the House on June 22nd, provides for a five-year ap-
propriation of over $29.5 billion to state and local governments. distributionn to
state local governments for 1972 would be $5.3 billion. Of this $5.3 billion, local
governments would share $3.5 billion for specified "high-priority" expenditures,
and the states would share $1.8 billion to use In any manner they pleased. About
half the amount each state receives, under this bill, is based on the Individual in.
come tax effort of the state. The balance Is based on the general revenue effort
of the state. The bill also provides for the optional federal collection of state
individual income taxes.

Mr. Chairman, the National Chamber is opposed to the method used to dis-
tribute the state supplements in H.R. 14370. We believe these amounts should be
distributed to the states on the same basis as the distribution to local gov-
ernments. The method used for distribution to the states constitutes general rev-
enue sharing to which we are opposed. In addition, the bill penalizes the states
for not adopting or making substantial use of individual Income taxes. We be-
lieve the Federal Government should not tell the states what taxing systems
they should use, but should leave that decision to their respective legislatures.

We support the "piggyback" proviso In the bill, whereby the states can con-
tract on a purely optional basis with the Federal Government for the collection
of their state Individual income taxes, provided It remains optional with the
states to enter and withdraw from such a contract at any time.

GENERAL REVENUE SHARING

The monies to be distributed to the states under this bill would be provided
on a "no-strings attached" basis. Under such circumstances, the Federal Govern-
ment would be substituting the national taxing machinery for the states' taxing
machinery. Congress would be merely relieving the states front having to collect
taxes locally. This distribution of money to the states, in effect, constitutes gen-
eral revenue sharing, to which we are opposed. In our testimony last year before
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the Ways and Means Committee and in our statement to the Subcommittee on
Intergovernmental Relations of the Senate Committee on Government Opera.
tions, we set forth our reasons for opposing general revenue sharing, and they
are the same now as they were then.

First of all, we believe general revenue sharing will result in increased federal
taxes. This proposal is being made in the face of the largest federal deficit since
the end of World War II. The latest Administration forecast is for a $84 billion
deficit for fiscal 1973, and there is a possibility it could go much higher. Revenue
sharing Is a misnomer. There is obviously none to share.

There have been no reductions proposed in other forms of state aid to release
committed funds for this purpose. The monies to be distributed under this bill
to the states in the form of general revenue sharing will have to come either
from additional taxes or from additional deficit financing.

Secondly, it is our view that general revenue sharing, if adopted, would destroy
the fiscal responsibility of the state governments. Raising taxes is both unpopu-
lar and unpleasant. But it places the responsibility on state officials to justify
to their constituents that the money Is needed, and it places pressures on state

Officials to spend the money raised both prudently and efficiently. General rev-
enue sharing, such as provided in this bill for state governments, would divorce
taxation from expenditures, and thereby weaken the already too-weak con-
straints on spending by governmental bodies.

Third, general revenue sharing would result in increased federal control of
state governments. While there are those who contend general revenue sharing
will preserve the autonomy of the states, it. is far more likely that at a later
Idate such funds will be withheld from the states to force them to submit to
federally determined objectives. This is already apparent from the requirement
of the bill that tile states make use of individual income taxes in order to get
a full distribution of funds. If funds can be withheld from those states not mak-
ing substantial use of Individual income taxes, what is to preclude a future Con-
gress from attaching other controls to future distributions?

It is our view that the states should continue to raise their own taxes. General
revenue sharing is surely and simply the replacement of the federal taxing
system for state and/ur local taxation. Once revenue sharing starts, it is bound
to be increased until the states are fully dependent on the Federal Government
for their tax collections.

We recognize that there are instances in which the Federal Government must
provide funds at the national level to state and local governments to obtain
their assistance in achieving specific appropriate national goals. This is not a
matter of replacing taxes from the federal level for those at the state and local
level. It is a matter of Congress attempting to achieve a specific national goal-
such as better national highways or higher educational standards where local
resources are inadequate-with the assistance of state and local governments.
There are only two ways of being assured that such a specific goal will be at-
tained through distributions to state and local governments--through the use
of categorical grants-in-aid or block grants. As has been indicated, we prefer the
use of block grants. In the case of general revenue sharing, the only goal is to
distribute federal tax monies so state and local governments do not have to raise
it locally--and for the reasons just set forth, we are opposed to this type of
distribution to the states.

STATE INDIVIDUAL INCOME TAX INCENTIVES

In addition to its opposition to the general revenue sharing provisions in the
legislation, the Chamber is also opposed to the allocation of funds to the states
on the basis of their individual income tax efforts.

The bill provides that about half of the distributions to a state would be based
on its total state and local tax effort. The balance of the distribution is based
on individual income taxes collected by the state. If there is little or no individual
income tax collected in a particular state, that state would receive only a mini-
mum payment under this part of the formula. Thus, the states would be forced
to make greater use of state individual income taxes in order to receive their

,ull share of the distribution of monies under this bill. Those without individual
Income taxes would be coerced into adopting them. Those with low income tax
rates would be inclined to increase them. And it is doubtful that any state would
consider repeal of its income taxes.
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The states should continue to be free to determine their own taxing systems
without Interference from the Federal Government. If the Federal Government
is to coerce the states into greater reliance on Income taxes-what is to stop
the Federal Government from setting requirements for increasing the rates of
property and sales taxes, or requiring all states to adopt any number of taxes
which their legislatures have so far preferred not to adopt? We believe it to
be a bad precedent for the Federal Government to begin telling the states which
kind of taxes they should use.

And why single out state Individual Income taxes? Is the state individual in-
come tax more fair than others types of state taxes? A recent public opinion poll
by the Advisory Commission on Intergovernmental Relations suggests that the
public does not think so. The poll indicates that the public is of the opinion that
the state sales tax is more fair than the state individual income tax, and would
prefer an Increase In sales to Increases in state Individual income taxes. As was
stated in the report of the Commission:

The State sales tax proved to be the most popular way to raise additional
revenues for the State governments. When asked "Suppose your State govern.
meant must raise taxes substantially, which of these do you think would be the
best way to do It-State income tax, State sales tax or State property tax?", the
national response was:

Permt of total U.S. public
1. State income tax ------------------------------------------- 25
2. State sales tax --------------------------------------------- 46
8. State property tax ------------------------------------------ 14
4. Other ------------------------------------------------ 5
5. Don't know ----------------------------------------------- 10

POSSIDIITY OF A CONSTITUTIONAL QUESTION

We also believe there may be a constitutional question Involved as to whether
the Federal Government can coerce the states into changing a segment of their
general taxing system. This is not a matter of matching funds for the achievement
of a specific national goal-but the requirement that the states change their gen-
eral taxing systems to place a greater emphasis on individual Income taxes or
forgo receiving federal revenue. We wish to call to the attention of the Commit-
tee our belief that there may be a constitutional question involved, and we urge
the Committee to give this matter further consideration.

FEDERAL COLLECTION OF STATE INDIVIDUAL INCOME TAXES

Title II of H.R 14870 offers state governments the option of making agree-
ments with the Federal Government for the collection of their state individual
income taxes. This Is referred to as "piggybacking." The National Chamber sup-
ports this provision provided it is optional with the states both to enter and to
withdraw from such agreements at any time.

Presently, valuations for state and local property taxes in some states are
being made by private companies. In those cases, contracts are being made with
private firms to assist In carrying out a part of the taxing responsibilities of the
state and local governments. We see no reason why the states should not be given
the option to make contracts with the Federal Government for the collection of
their state individual income taxes, as long as it is optional and as long as the
states can withdraw upon reasonable notice from such an arrangement.

Therefore, Mr. Chairman, the National Chamber urges that this provision in
the legislation be adopted.

(Jonclusion
In concluding my part of the testimony, Mr. Ohaiman, I would like to say in

siminary that:
1. The National Chamber Is opposed to the method used In this legislation to

allocate funds to the states, and believes the distributions to the states should
be made along the lines provided for the distributions to lokal governments.

2. The Chamber Is opposed to using federal incentives to enourage the states
to adopt or modify their income taxes. 4

8. The Chamber supports giving the states the option of contracting with the
Federal Government for the collection of their Individual income taxes.
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STATEMENT SuDMIrED sy WALn WINTE, CHAIRMAN 01- Tie TAXATIoN COM-
MrTEE, U.S. CHAMUBM OF COMUaCE

WULFABE LEGISLATION: TESTINO ALTERNATIVE APPROAtRHES

On May 10 and 81, 1972 an ad hoc group, composed of mezuberw of the Cham-
ber's Special Oommittee on Welfare and personnel from Temple University, met
at Speakman Hall, Temple University to consider the welfare "reform" issue.
Those present were: Dr. Rocco Carzo, Dr. Richard Leone, Dr. Saul*Leshner, Prof.
Alfred Tella, Dr. Seymour Wolfbein and Mr. William McHenry, National Cham-
ber staff.

The purpose of these discussions was to consider how society can develop an
effective approach to reduction in the AFDC rolls in terms of legislative proposals
now before the U.S. Senate. Within thle context, the group considered what ac-
tion should be taken which would enable the Congress to make the best Judgment
among different alternatives.

The most significant finding that emerged from these discussions Is that no
one really knows which legislative proposal represents the most effective ap-
proach to the AFDC welfare problem. Therefore, before the Congress makes a
large and perhaps an Irrevocable commitment of resources, it is imperative that
several proposals be thoroughly field tested and evaluated.

The Special Committee on Welfare Programs and Income Maintenance care-
fully reviewed this report at its meeting on June 7, 1972 and unanimously en-
dorsed the recommendations contained herein.

LEISLATIVE HISTORY AND SUMMARY OF PROPOSALS

For more than 3 years Congress has been considering various proposals to
"reform" the nation's welfare system--chiefly, the Aid to Families with Depen-
dent Children program (AFDC). Most students of the welfare issue, including
Administration spokesmen, many academicians, and members of Congress, per-
ceive the problem as the tremendous growth in the number of families depen-
dent on AFDC and the consequent growth in costs.
HR. 1

On June 22, 171, the lious of Representatives approved H.R. 1, the Social
Security-Welfare bill, which included the Administration's Family Assistance
Plan (PAP) and Opportunities for Families program (OFF).
H.R. 1 would provide a minimum annual federal income to all eligible families

(with children) raeging from $1,600 for a family of two up to $8,600 fora family
of eight or more. The eligible group includes those receiving AFDC, as well as
employed family heads ("working poor") who have low earnings in relation to
family size. According to HF)W estimates about 4 million families-Involving 21
million individuals--would be eligible for welfare in Fiscal year 1978.

Employable persons would be required to register with the U.S. Department
of Labor. A refusal to register or accept work or training would result in a loss
of assistance for the family head but not to the children and spouse. As an "in-
centive to work" the proposal would disregard the first $6D of monthly earnings
($720 per year) plus % of the remainder.

On April 28, 1972 the Finance Committee rejected, by a 10 to 8 -votej a variation
of PAP-OFF proposed by Senator Abraham Ribicoff (D-Conn.). The plan would
provide a minimum income of $8,000 a year for a family of four, with gradual
increases to $3,150 by FY 1977. According to Senate Finance Committee estimates
about 85 million persons would be eligible for welfare in Fiscal year 1973 at an
annual federal cost of $11.3 bllion. The comparative figures for Fiscal year 1977
are 65 million persons and $86.2 billion.
Guaranteed job opportunity

The Finance Committee approved, by a 10 to 4 vote, Senator Russell Long's
Guaranteed Job Opportunity program. Under the proposal, roughly 5 million
families--including "employable" AFDC adults and the "working poor"-would
be eligible for various kinds of governmental assistance: public service employ-

-ment, wage subsidies, a "work bonus"--and possibly a children's allowance if
" thio is approved by the Finance Committee.
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The Long proposal would separate the existing AFDC program-involving
2.9 million families in November 1971-into two groups-employables and un-
employables. The employables would no longer be eligible for welfare.

Employable families would consist of those headed by able-bodied fathers and
those headed by mothers with no children under age 6. An estimated 40 percent
of the AFDC caseload-or 1.2 million families-would be considered employable
under this guideline. About 4.0 million "working poor" would be eligible to par-
ticipate in the Guaranteed Job Opportunity program and receive various kinds
of governmental assistance.

The unemployable group of 1.8 million families would continue to receive
AFDC, although they could volunteer to participate in the employment program.

Employables who refused to accept a job would not receive a payment of any
kind. For those who "volunteered" to participate in the program, three kinds of
employment opportunities would be ai ailable:

unaubsidized jobs paying at least the federal minimum wage ($1.60 an hour
currently, and $2.00 an hour under legislation passed by the House) in private
enterprise, government or non-profit private agencies.

subsidized jobs in private or public employment which are not covered under
the federal minimum wage law. The subsidy, which would be paid to the worker,
would equal 75 percent of the difference between jobs paying $1.20 up to $1.60
an hour--o)r $1.50 up to $2.00 an hour under prolswsed legislation.

federally-funded Jobs paying $1.20 an hour ($1.50 an hour under proposed leg-
Islation). No subsidy is paid for these types of jobs.

The finance Committee proposal also includes a "work bonus" payment for low-
income workers. The bonus would be equal to 10 percent of a family's earnings
(husband and/or wife) up to $4,000 a year. When annual earnings exceed $4,000
the "work bonus" gets progressively smaller and phases out at $5,600 a year.

Finally, the Finance Committee has under consideration-but has not ap-
proved-a proposal involving payment of allowances to children born no later
than June 30, 1973. The full allowance would be payable to families with 5 or
more persons and annual earnings of $3,600 or less ($300 per month). The
monthly allowances would equal $25 for the fifth family niember, $15 for the
sixth family member, and $10 for each additional member. For earnings in excess
of $3,600, the monthly payment would be reduced $1 for each $2 of earnings.

All costs of the proposed employment program would be paid by the federal
government. The residual AFDC program for "unemployables" would continue
to be financed on a cost-sharing basis by the federal government and the states.
Pilot testing

A third proposal pending before the Finance Committee calls for pilot testing
of a program before implementation. This amendment, introduced by Senator
William Roth (R-Del.), would authorize a 2-year test of the Family Assistance
Plan with its uniform minimum benefits and the "workfare" provisions con-
tained therein. The Administration would be required to design several tests of
both the welfare and workfare provisions ad ilmplenent these tests in repre-
sentative demographic areas. At the end of two years, separate evaluations and
reports would be submitted to Congress by the Comptroller General and the
I)epartment of Health, Education, and Welfare, from which the Congress would
have an invaluable ledger to enact more permanent legislation. With a few
changes this amendment might be easily expanded to require pilot testing of the
newly-conceived Guaranteed Job Opportunity plan and the National Chamber's
recommendations.

RECOMMENDATIONS

It was the consensus of the group that action should be taken in three areas.
First, more welfare recipients should be placed in jobs by improving existing
Institutional arrangements for employability development. Second, a computer
simulation study of alternative welfare systems should be planned and carried
out. Third, Congress should authorize a well-financed program of field testing and
evaluation of various welfare proposals before enacting any permanent legis-
lation.
Employability dcrolopmctit

Several members pointed out that the U.S. Department of Labor and the
Employment Service have not done an effective job in getting welfare recipients
into Jobs. The Work Incentive Program (WIN), enacted by Congress in 1967,
was cited as evidence of the Department's poor "track record."
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Dr. Leshner stated that despite the mediocre performance, much greater em-
)hasis on "employability developnient"-job finding and placement, skill train-

ing and counseling-can pay dividends.
Performance can be improved through the following actions:
(1) Employment Service personnel must be better trained. To do an effective

job, the staff must have a good understanding of welfare, its relationship to other
programs in the community and, most importantly, a thorough knowledge of tile
market demand for workers.

(2) More employment opportunities would open-up if the Employment Service
did a better job of correcting poor behavioral patterns of this group. "Good"
work habits can be fostered through intensive job orientation sessions and post-
placement counseling.

(3) More welfare recipients can be employed if the Employment Service puts
much greater emphasis on job placements. Reassignment of the most experienced
staff to this group would be one way to increase job placements.
Computer .imtilatioi of irclfarc sym~lclns

Despite the widespread attention given to current welfare problems and the
multiplicity of proposals for reform, there has been, up to now, almost no
attempt to look at either the existing public assistance program or proposed
alternatives as total operating systems. Thus, there remains a lack of systematic
understanding of how alternative welfare systems would operate and how their
operations relate to various aspects of economic and social behavior, and impinge
upon various sectors of the economy and society.

The construction and Ol ration of "computer simulation models" of alterna-
tive welfare systems can fill an important gal) in our understanding of welfare
processes and provide an important input to the formulation of welfare policies.
Simulations of the welfare process and would provide vital information about the
nature and the effects of the real or proposed system, and serve as a testing
ground or early warning device prior to legislative enactment.

Field experimentation and computer simulation are complementary techniques,
each having different advantages and limitations. Field experimentation is sub-
ject to "Hawthorne" effects ' while computer simulation is not. Computer simula-
tion is cheaper and can be done in a reasonably short time. Simulation can
handle a larger number of variables and lines of investigation, including some
(such as birth-rate effects) that are difficult to test in the field. This type of
analysis can better predict the long-term effects of welfare plans, whereas field
experimentation may mainly reflect short-terin effects. The major advantage
of field experimentation is that it is a truer representation of the real world.
A. research progresses on both fronts, each technique can provide information
to the other.

Computer simulation models can be designed to reproduce the chain of events,
the interrelationships and feedbacks, that determine the effects of welfare re-
form on society. Computer models of welfare can replicate alternative reform
systems mathematically. Such an effort involves bringing together various tech-
nical experts-e.g.. economists, operation research specialists, psychiolo-
gists, sociologists, management men-for these purposes: conceptualizing the
workings of the system to be analyzed, identifying the relevant features of the
system to be included, determining the lines of causation and tile nature of in-
teractions and feedbacks among the chosen variables, specifying functional rela-
tionships, and programming and operating the completed models. The models will
necessarily draw on existing empirical knowledge and theory, and will require
assumptions about human behavior where existing knowledge is lacking. The
goal of the simulated system will be to predict the Impact of welfare reforms on
such variables as labor force participation, family income, family organization,
fertility, and crime.

It would probably take 0i months of preliminary investigation to define the
limits of such an undertaking, and another 6 months before some initial results
will be forthcoming.
Field testing

... There are very little data for Congress or the public to evaluate the potential
consequences on motivation and work incentives of proposals to provide a
guaranteed income to those now on welfare, as well as to millions of other low-

I Different behavior because the recipients are part of an experiment.

81-395 0 - 72 - 31
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income families. Moreover, there is no evidence available to appraise the effects
of the Guaranteed Job Opportunity program. No one really knows whether FAP,
Guaranteed Job Opportunity, the Chamber's recommendations, or some other plan
will solve the AFDC welfare problem.

We think it is absolutely essential for Congress to authorize a carefully designed
and thorough program of field testing of at least three proposals before enacting
any legislation on a permanent basis. The purpose of such an experiment would
be to provide members of Congress with the factual information they need in order
to choose the best solution to the AFDC problem.

The field tests should be designed to meet the following conditions:
(1) Objective: to determine which welfare reform proposal will lead to a long-

run reduction in AFDC caseloads and costs. The ultimate goal should be to mini-
mize dependency by getting as many recipients as possible off the welfare rolls
and into self-supporting employment on a permanent basis.

(2) Conducted in a fair and impartial manner: To eliminate any possibility
of "bias," no test should be conducted by personnel who have a previous or current
proprietary Interest in the problem or in any one solution, or by those who will
have any responsibility for program administration. Each test should be moni.
tored by the General Accounting Office.

(3) Measuring Effectiveness: To measure the effectiveness of each field test,
there should be a minimum of at least one "treatment group" and one "control
group" in each geographical area. Both groups should have similar characteristics
e.g., in terms of age, sex, color, number of children, earnings levels, educational
backgrounds, etc. Moreover, the "treatment group" and "control group" should
be representative of the covered population in the proposed legislative solution.

(4) Duration: The test should operate long enough so that one can be fairly
certain that the results are valid and not distortions caused by the newness of the
program. This suggests that each test should run for at least two and possibly
three years.

(5) Results: should be reported at regular intervals-such as every six
months--and fed back into the program. This enables one to take account of
additional effects and to take corrective action.

(6) Funding: Congress should authorize enough money and resources to carry
out several full-scale tests in different areas of the country. Enough data should
be produced so that the results are significant to provide guidance for public
policy purposes.

(7) Planning: There should be sufficient lead-time to plan and structure the
tests--preferably nine to twelve months.

(8) Sampling Techniques: The tests should be conducted on a sample basis
in different labor market areas-both urban and rural. The various labor market
areas should include some with relatively low unemployment, with a high and
stable demand for the services of labor, as well as other areas with relatively
high unemployment.

In each area, the sample should be representative and reliable.
(9) Findings and Recommendatton s: Congress should receive a written report

from both the Comptroller General and the agencies or contractors who are con-
ducting the operations. This report should include a cost-benefit appraisal of
each of the alternatives tested, and recommendations on which plan offers the
'most effective solution for reducing AFDC caseloads and costs.

(10) Maintaining Congressional Responsibility and Control: Congress should
contract directly with the agencies or organizations carrying out the field tests.
Legislation authorizing the tests should not require automatic implementation
of any plan before Congress evaluates the results. Any such requirement would
imply advance acceptance and prejudice the case against any other test plans
under consideration.

The CHAntmAN. Mr. Ivan Elmer.
Mr. ELMER. Thank you, Mr. Chairman.
For the record, my name is Ivan C. Elmer and I am committee

executive of the Community and Urban Affairs Committee of the
National Chamber.

My statement, which has been filed'with you, deals with grant
features of the legislation and at this time I want only to offer brief
highlights.
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The National Chamber supports additional bloc grants to States
and localities in the form contained in title I (A) of this bill, although
we believe substantial amendment is needed in the grant provisions.

All grant programs to State and local governments should meet
certain criteria of purpose, responsibility, and responsiveness to needs.
These criteria, in our opinion, are as follows:

(1) A broad national goal or goals, the achievement of which de-pends upon joint action by several levels of government, should be
clearly defined in each program.

(2) Significant incentives should be provided State and local units
of government to improve their own administrative abilities and to
provide for their own needs.

(3) Local governments should be assured a fair portion of Federal
funds provided.

'". (4) Recipients of Federal program funds should be required to
account to the Federal Government for their use of the funds.

(5) Appropriations for any fiscal year should be consistent with
sound fiscal policies.

(6) All programs should provide for periodic congressional re-
view of results.

Those are our criteria. We have suggested in our written testimony
how each of them might be met. Mr. Winter has touched on some of
these suggested changes but in addition, a bill meeting the criteria I
have just listed should contain the following basic features.

It should separate appropriations for authorization and provide
year-in-advance funding within a 5-year authorization to permit good
planning and management.

It should require regular review by Congress and the full use of the
normal appropriations procedures.

It should contain additional national priority purposes for which
funds may be spent so that local and State governments may stay
within the stated purposes and yet have improved flexibility in a locat-
ingnew funds to actual local priorities.

Thank you.
The CHAIRMAN. Any questions, gentlemen?
Thank you very much for a very. fine presentation, gentlemen.
Mr. Wi.i T. Thank you, Mr. Chairman.
(Mr. Elmer's prepared statement follows:)

PREPARED STATEMENT OF IVAN C. ELMER FOR TIE CHAMBER OF COMMERCE OF THE
UNITED STATES

My name is Ivan C. Elmer. I am Committee Executive, Community and Urban
Affairs Committee, of the Chamber of Commerce of the United States.

The National Chamber supports additional block grants to states and localities
in the form contained in Title I.A of this bill, but believes substantial amend-
ment will be needed to make this legislation more responsible and responsive.

I would like to explore the grant features of this bill in more detail.
The Federal Government can play a legitimate role in financing programs to

meet urban needs where national interest is clear. However, Federal financial
aid should not become a substitute for the predominant responsibility of state and
local governments to provide for their own needs.

Federal aid programs have grown rapidly in number and volume during re-
cent years, becoming a significant factor in state and local spending decisions;
they are cluttered and complicated, often warping the process of decision making
Itself. In many cases, Federal dollars are used to paper over flaws at lower levels
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of government when only reforms at those levels can achieve goals desired by
their citizens.

Improvements in the form and pattern of Federal aid should be made at every
opportunity. Grant programs to state and local governments shouhl be consoll-
dated, sinplified, coordinated and, wherever possible, terminated.

All programs should meet certain criteria of purpose, responsibility and respon-
siveness to needs. I will list the criteria and comment on the degree to which
the bill now before you meets those criteria.

1. A broad national goal, the achicvcmcnt of which depends upon, Joint action
by several levels of government, should be clearly defined in each pro-
grain

This bill sets forth no clear national goals as the basis of assisting state
governments; rather, it establishes three broad purposes for which local gov-
ernments may disburse grant monies.

Those broad purposes should be increased in number and applied to state
grants as well. We cani all agree that the three purposes specified under this bill
are worthy. Public safety, environmental protection and public transportation
would carry high priority in most communities. Each of these purposes, however,
is the object of massive new funds through other actions being taken by this
Congress. At the same time, there is widespread need among localities to deal
with critical local problems that are not classed as "priority" under this 1111.

Education is an example. Rising demands and expectations, coupled with
judicial and other challenges to traditional methods of financing education, cre-
ate great pressures on local and state governments. Health care is the subject
of rising public awareness. Open space for parks or public facilities is another
example. Improved financial administration on the part of local governments is
yet another worthy purpose.

The intent of this bill is clear: to give local leaders maximum flexibility in the
use of additional funds while expressing the concern of Congress for broad prior-
ity area. But, the effect, as opposed to intent, may be different. The combination
of limited legislative purposes and varied local conditions sets up an incentive
for localities to short-circuit the priorities stated by Congress ; localities may le-
gally divert.their own funds to other lrposes and use only Federal dollars for
purposes which Congress has declared "high priority."

It. would be far better to increase the number of priority uses to which local
communities may apply the funds, thereby avoiding a conflict between Congres-
sional intent and local use.

Grants to the states should be patterned after the grants to local units of
government. Such a form will allow guidance by Congress as to national purposes
and as to results that Congress expects to achieve by offering these grants.

2. Significant incentives should be provided State and local units of government
to improve their own administrative abilities and to provide for their

own needs
There is no attempt in this legislation to aid states in improving their adminis-

trative abilities. The requirement that states must maintain their level of aid
from heir own sources to units of local government will tend to uphold state use
of their own revenues.

For lozal governments this hill offers little incentive for improving either tax
effort or administrative ability. Only after funds have been divided among states
and then divided again among county areas within each state does the distribu-
tion formula account for local revenues. Funds are divided between the county
government and the units of local government within the county according to the
ratio of adjusted taxes in the county to the adjusted taxes of the local units. This
offers a slight encouragement to the county to increase its effort, but practically
none to municipalities.

The law could permit, but would not require, area-wide expenditures of up to
10% of local totals for projects involving high-priority expenditures in two or
more contiguous counties. This permission is conditioned on the enactment of a
state law to provide for such programs, plus the spending by the state from its
own sources of at least a matching amount.

Given the purposes now enumerated, all of which have heavy area-wide im-
Iplications. and the acknowledged importance of area consciousnesss in planning
and executing local programs, this bill should address itself much more positively
to encourage inter-local cooperation. At the very least, it should stress, by refer-
ence or by inclusion, the sense of See. 204 of the Model Cities and Metropolitan
development Act and apply it to multi-county areas below metropolitan status.
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On balance, this bill offers only slight incentive for state governments and
virtually no incentive for local governments to improve their administrative
abilities or to rely oil their own resources.

3. Local governinent8 should bc assured a fair portion of Federal funds provided.
This bill separates grants to localities from state grants, rather than using a

"pass through" mechanism ; hence, the division of funds is clearcut. The ratio
between the two, beginning at about two-to-one in favor of local governments in
the first year, remains slightly weighted in favor of local governments through
the fifth year.

Sections of the hill requiring states to maintain their level of local aid would
appear to be effective lit preventing states from cutting back on their efforts as
a consequence of increased Federal fund availability. This section, however, does
not mean that states may not reduce aid in the high priority areas specified for
local governments; as long as states maintain total aid levels they may allocate
funds by- purpose its they see fit according to priorities set in the state.

On balance, this bill fully meets the criterion of assuring local governments a
W" fair portion of Federal funds.

4. Recipients of Fedcral program funds should be required to account to the
Federal Gorcrnment for their use of the funds.

This act contains no accounting provisions its to use of funds granted state
governments. There is no statement of purpose for granting funds to states other
than the bill title which, in part, reads "to encourage the states to supplement
their revenue sources. . . ." The Secretary of the Treasury is instructed "...
to prescribe such regulations its may be necessary or appropriate to carry out
provisions of this title." These words represent the summ total of Congressional
overview for spending $12 billion-hardly adequate to discharge the responsibil-
Ity of this Congress to account to its constituency for such large sunis.

As far as local government accountability, this bill requires the use of fiscal,
accounting and audit procedures, such as may be specified by the Secretary of
the Treasury, to assure that funds received are u.i for time mrposes and in the
manner intended. The bill attempts by this means to establish safeguards without
Imposing the same strangulating rules that. have made categorical grants-in-ail
ineffective and difficult to administer.

However. since this legislation offers no statement of what it expects to accom-
plish in terms of performance, time accounting and audit procedures must be
conducted in a vacuum insofar its Congressional guidance. Is concerned. Communi-
ties will document how they exlwnd Federal money, to be sure, but Congress is
not able to measure the impact of H.R. 14370 on the, total level of effort or achieve-
ment toward the national priorities it enumerates.

It would seem preferable that this hill-and other grant programs--contain
language insisting that units of government receiving assistance adopt account-
ability policies that: (1) clearly spell out what they attempt to achieve with
their funds from whatever sources and (2) carefully and periodically evaluate
the degree to which they are achieving those results. We are not. proposing that
the Federal Government specify in detail what local governments should attempt
to achieve, but that it require states and localities to (1o so as a means of ineas-
uring the value received from the large sums to be expended under this legislation.

5. Appropriations for any fiscal year should be consistent with sound fiscal policies
It is evident that a bill alpropriating money for five years fails to meet this

criterion; succeeding Congresses are obligated to a major expenditure whether
or not it is lin keeping with fiscal conditions at the time.

On the other hand. urban programs should not be singled out to become whip-
ping boys for budget cutters: such programs should lie viewed along with all
other spending priorities of Congress so that appropriate, overall levels can be
achieved.

Neither should the alternative to this five-year apl)rol)riation he the continua-
tion of a rigid mnual process of aplpropriating funds for the current year, as has
been practiced in ninny categorical pmograns. Congressional action on appropria-
thins often extends well into the fiscal year in which the funds are to be spent.
leaving local and state recipients in doubt both as to whether funds will be ap-
proved and, if so. the amount. The uncertainty plus start-and-stoli action add to
cost while reducing performance.

A superior alternative would be to separate authorization froni appropriations
and then to appropriate funds on a multi-year basis to allow for good l)lanning
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and management. Appropriations could be made either for a two-year period or
for a year in advance of the current year so that local governments could get
reasonably accurate budgets.

6. All programs should provide for periodic Congressional review of results
At least as Important as Congressional review of fiscal conditions in making

appropriations are the reviews of results actually being achieved by Federal
grant programs.

The record does not offer much basis for optimism. Grant expenditures can be
documented, but proving what they have accomplished has defied several quali-
fied study committees, commissions and staffs In recent years.

The process of reviewing results should begin with a statement of purpose in
this bill specifying accountability requirements and means of evaluating program
effectiveness.

H.R. 14370 represents a major Federal Initiative. It uses an untried approach
for which we hold earnest hope of success. But success will not be preordained
by passage of this bill. The approach deserves a fair test. Congress and the
American people deserve the option to alter the approach-or to reject it-if
experience shows the approach or its level of funding needs alteration.

I urge that, as a matter of principle, H.R. 14370 safeguard the options for
review and adjustment by requiring the use of the Congressional appropriation
process for funding.

Two recent research reports lend added urgency to the need for language in
this bill to provide continuing review of grant programs by Congress.

The Tax Foundation has reported that state revenues surged 10% or $5
billion last year (1971). Further, the outlook for future collections and future
projections of need Is that, by the end of this decade, state and local governments
will be able to handle all their own needs without new forms of Federal assist-

ance.
A Brookings Institution report concludes that Federal tax increases will be-

come necessary over the next few years to fund the Federal programs already
authorized by Congress.

For a generation, aid to cities and states was justified on the premise that
Federal action Is logical in meeting nationwide problems, to some degree and
under proper conditions. The nation has accepted the assumption that Federal
revenues will continue rising to relation to need, but that state and local govern-
ments will continue to be strapped for funds. All the new approaches to Federal
aid are based on the assumption that the Federal Government can generate reve-
nues more readily than state and local governments.

These two reports seriously challenge the necessity and the likelihood of easy
access to Federal aid. They do not mean that urgent needs of many cities have
suddenly evaporated. Neither do the reports indicate that the Federal Govern-
ment suddenly .has no legitimate role in meeting priority urban needs.

However, implications of these reports to the type of legislation now before
this committee should be clear: We cannot afford to foreclose future options
over a long period of time. Future Congresses must be left with the opportunity
to assign spending priorities In the light of developments and changing condi-
tions. Congress should be able to assess program effectiveness and to increase
or decrease the funding for those programs accordingly. A five-year automatic
appropriation will hardly allow for this exercise of Congressional supervision.

H.R. 14370 contains many features we applaud. It provides aid on an emer-
gency, terminable basis. The block grants to localities allow the Congress to set
forth broad national priority purposes while allowing local flexibility in admin-
istration and in specific projects within a broad purpose. Amendments we suggest
will strengthen the legislation, sharpen its purpose and give the nation maximum
opportunity to benefit from Its expenditures.

conclusion
In summary, the National Chamber urges that this committee approve a bill to

grant aid to state and local governments, and that the bill contain the following
basic features:

1. Two-year appropriations within a five-year authorization to permit good
planning and management. but with regular review by Congress and the full use
of the normal appropriations procedures.

2. Additional national priority purposes for which funds may be spent. so that
local and state governments may stay within the stated purposes and yet have
improved flexibility In allocating new funds according to actual local priorities.

3. State grants set out for broad purposes similar to the local grants.
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The CIIAIRMAN. The next witness will be Mr. Wayne Anderson city
manager of Alexandria, Va., on behalf of the International City Man-
agement Association.

STATEMENT OF WAYNE ANDERSON, CITY MANAGER, ALEX-
ANDRIA, VA., ON BEHALF OF THE INTERNATIONAL CITY MAN-
AGEMENT ASSOCIATION

Mr. ANDERSON. Thank you very much, Mr. Chairman and distin-
guished members of the committee. I am 'Wayne Anderson, city man-
ager of Alexandria, Va., and the chairman of the task force on reve-
nue sharing of the International City Management Association.

I am honored by the opportunity to appear here today in support
- of the State and Local Fiscal Assistance Act of 1972.

Our association is composed of 2,000 city managers, assistant man-
agers, and chief administrative officers of cities, county administrators,
and the executive directors of councils of governments throughout the
United States.

As urban management professionals, it is our task to assist and ad-
vise locally elected mayors, councilmen, county executives, and com-
missioners as they adopt policies and programs, and we then admin-
ister these programs on a day-to-day basis.

I have submitted a written statement and the morning is running
on and I would, therefore, just very quickly name the three major
parts of our argument.

First. I would like to point out that it is not in the nature of our
profession to look to the Federal Government for help in the day-to-
day task of financing and carrying out the business of city government.
Our association goes back to 1914 but it is revenue sharing that has
for the first time drawni us into a position on a national issue of this
type.

The task force which I had the honor of chairing, recommended to
our association that, the issue and the time had come for us to speak
out and the membership voted to do just that.

It was our conclusion that the problems of the cities we serve are
so great and the capacity of the traditional Federal remedy so limited
that we could not responsibly remain silent on this very important.
issue.

Our reasons, then, are three. First, the fiscal distress of cities, and
you have heard abundant testimony on that in the past days. Every-
one has their own study and we have'ours based on 400 cities.

Some quick major findings: Municipal revenues have increased 130
percent in a recent 10-year period and are expected to increase by
another 47 percent by 195.

Second, as you know. pnost of our money comes front tie property
tax and you are well aware of the inequities of that tax and other
difflculties--67 percent of our money (oes come from the general prop-
erty tax, normally about 5 percent from the Federal Government.

Third, and here again everyone tries to calculate the gap between
revenues and expenditures in some future year--o.r best calculation
is a $50 billion gap by 1975, a very. very large gap to be closed.

Our second point is that we have done a courageous recorded job in
trying to raise these revenues ourselves. We are ot-we have not slack-
ened at this job a bit in the past several decades and do not contemplate
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that this will be possible even with the adoption of revenue sharing. I
will not go revenue source by revenue source or anything like that. but
any of the statistical records produced by Federal agencies for the last,
5 years will show animal increases in our expenditures and revenues
in the neighborhood of 10 to 12 percent, and studies also show that the
major cause of this is the inflation that has pushed wages up by typi-
cally 5 percent, 6 percent. 7 percent and more, in many situations.

To cite personal experience which would be somewhat typical, 2
years ago I had the displeasure of recommending in one city a property
tax rate increase of 25 percent. One year ago I had the displeasure of
recommending a property tax rate increase of almost 20 percent. And
this year no rate increase, but I lived with a 20-percent increase in as-
sessments, and this is not too unusual, and it is the reason that we find
ou, landscape strewn with the carcasses of our allies, the elected offi-
cials, and sometimes we are among them in that respect, too.

Our third reason is that we think revenue sharing complements the
categorical aid system. It fills in the chinks. It provides the operating
money that we ned. The form of it, all of the characteristics that you
know so well, meet our needs so much better than categorical aids.

Gentlemen, we are absolutely certain we as urban management pro-
fessionals, we know that we do a better job of spending local dollars
than we do Federal categorical aid dollars. We know we do it with
greater accord to our own needs and priorities. We know we produce
more timely impact Il results in our cities where exactly that kind of
action has been necessary in this past 5 years when our- Nation came
closer to tragedy than ever before.

Federal revenue-sharing dollars can he used in exactly the same way
and with exactly the same maximum impact as local dollars. It is, then,
for these reasons, the fiscal crisis of local governments, the need for
Federal. help. the form of the helpl and certain strengths of local gov-
ernment in the Federal system, that we very strongly support the reve-
nue sharing program embodied in H.R. 14370. It was for these reasons
that the International City Management. Association broke with .50
years of tradition to speak out in favor of revenue sharing, and for this
reason we urge your favorable consideration.

Thank you very much.
The CIRM.,. Thank you. Any questions, gentlemen ?
Thank you very much.
(Mr. Anderson's prepared statement follows:)

PREPARED STATEMENT OF WAYNE F. ANDERSON. CITY MANAGER, AI.EXANDRIA. VA..

ON BEHALF OF THE INTERNATIONAL CITY MfANAGEMENT ASSOCIATION

Mr. Chairman and distinguished members of the Committee: I am Wayne
Anderson, city manager of Alexandria. Virginia, and chairman of the Task
Force on Revenue Sharing of the International City Management Association.
I am honored by the opportunity to appear before you today in support of the

State and Local Fiscal Assistance Act of 1972. H.R. 14370.
The International City Management Association is composed of over 2,000

managers, assistant managers, and chief administrative officers of cities, county
administrators, and executive directors of councils of governments throughout
the United States.

As urban management professionals. it is our task to assist and advise locally
elected mayors, councilmen, county executives an( commissioners as they adopt
policies and programs, and we then administer these programs on a day-to-day
basis.

It is in the nature of the municipal management profession that the problems
of our nation's local governments are our prime concerns. It is also in the nature
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of the profession that we look at the problems from the point of view of the de-
livery of municipal services.

But it is not in the nature of our profession to continually look to the Federal
government for help in our day-to-day task of carrying out policies designed to
provide the services necessary to solve our cities' problems. The International City
Management Association, founded in 1914, has Riot traditionally taken stands on
specifc congressional legislation relevant to municipa cities. We broke this tradi-
tion, however, when we created a task force in 1970 to investigate revenue shar-
ing. That task force, which I had the honor of chairing, recommended to our As-
sociation that it support the concept of general revenue sharing for states and
localities. The membership accepted our recommendation by voting to support
revenue sharing.

The problems of the cities we serve are so great and the capacity of traditional
federal remedies so limited that we could no longer remain silent. Revenue shar-
ing is such an important need of our cities that silence would be irresponsible.

For the very reasons that caused us to speak out, we urge your favorable
consideration of H.R. 14370.

The fiscal distress of our nation's cities is well known to this Committee. It
has been emphasized by representatives of state alid local government appearing
before you throughout these hearings. I will not burden you with a long recitation
of the problems. But I would like to emphasize that as an association, ICMA has
given careful study to the financial situation of the cities. We conducted an ex-
tensive study of the problem last year. Nearly 400 cities were surveyed. The re-
suits of the study are reported in the Urban Data Service Report appenlded to
this statement.' Let me sununarize that report:

Municipal general expenditures increased 130% from 1958 to 1968. They are
expected to increase by another 47% by 1975.

67% of total municipal revenue comes from the property tax. Only 5% comes
from the federal government. Recent court cases Indicate that cities may be
deprived of part of their property tax revenue.

By 1975, unless major new sources of revenue are found, a revenue-expendi-
tures gap of $50-billion per year faces municipalities In the United States.

Some have argued that one reason for cities' sad financial plight is the cities'
failure to lull their own weight. Some feel that cities have been too shy In raising
needed revenue. Mr. Chairman, such people are badly mistaken. In point of fact,
the opposite is the case. Many local governments have expanded their own tax
base to the breaking point. Let me again turn to the Urban Data Service Report.
Property taxes have increased in the neighborhood of 10% in the last decade.
And property taxes are a principle source of !ocal revenue. Localities have also
had to increase existing taxes and impose new taxes to meet ircreasing costs.
Many cities levy business license taxes. According to the report, the yield of
this tax has increased over 50% iin the last decade. General retail sales taxes
have been levied by many cities. In those studied for the report, this tax has been
raised by a mean average of 93.5%. Nearly one-half of the reporting cities have
levied alcoholic beverage taxes. One-half of these cities with alcoholic beverage
taxes have raised then by a mean average of 47%. Income taxes have been
levied in one-fourth of the cities studied. and have been raised in half of these
cities by an average of 74%. And this does not begin to exhaust the many ways
local government has sought to carry its weight in meeting the cost of municipal
services. We have not mentioned service charges and special assessments, which
have also Increased.

As you can see, locally raised revenue has Increased dramatically. It has
risen at the same time that the federal government has cut taxes. In fact, the
federal government has cut taxes 5 ties since the end of World War II.

Some are inclined to think that a great. deal of the revenue burden of cities
is carried by the federal government. in spite of the tax cuts. This, too, is a mis-
conception. Let me quote directly from the Urban Data Service Report:

The nation's municipalities today receive approximately one-fourth of their
total revenues from other governments via subsidies or shared taxes. While It
is commonly believed that cities receive large amounts of federal aid, city
governments, in fact. receive very little. In fiscal year 1908-69, federal grants-i-
aid totaled $20.3 billion, but. cities received only $1.5 billion. The fact is, most
cities receive more aid from their state capitols than from the federal govern-
ment.

So you see, Mr. Chairman, local government has carried its weight. But
the costs of providing minimal municipal services have escalated so much In

' The study was made a part of the official files of the committee.
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the past several years that our revenue raising capability is strained to the
breaking point.

Frankly, as someone responsible for the delivery of municipal services, I am
gravely concerned. In many cities, service levels are not adequate today. The
prospect of further cutbacks to balance our budgets is very distressing.

It is distressing to the International City Management Association. Let me
quote from the Statement on Revenue Sharing adopted by our membership:

"Members of ICMA are deeply concerned about the deficiencies of local govern-
ment and the increasing decay of urban areas. Local resources are inadequate
to meet increasing public needs for social services, and even the maintenance
of the most essential municipal services is threatened.

"The result is that many local governments have become overburdened with
the property tax which Is not responsive to inflation and is inadequate to meet
the growing service needs of an urban population. The limitations on local
taxing capacity grievously limit the ability of local government to respond
effectively to local obligation as well as to national problems. In effect, if not
absolutely, it bankrupts local governments."

That is the policy of our Association.
The prospect of deepening fiscal distress is one major reason that causes us to

join with our elected employers, represented before you by the National League
of Cities, U.S. Conference of Mayors, and the National Association of Counties, to
ask your favorable consideration of the concept of revenue sharing embodied
in the H.R. 14870.

The prospect of poverty is only one reason. There is another.
Revenue sharing will transfer federal funds to localities in a way that will

optimize the effective use of the funds. The broad funding categories, the ab-
sence of a need for the preparation of lengthy and terribly time consuming
grant applications, and the certainty of funding are all aspects of revenue
sharing that are particularly important to local government management .

Broad funding categories-public safety, transportation, and environmental
protection in H.R. 14370-allow financially pressed local government to channel
revenue according to local determination of priorities. Moreover, the broad
categories will allow cities to focus money on many of the key service areas--
solid waste collection, fire safety, and so on-that are not addressed by current
federal categorical grant-in-aid programs. Also the broad categories will allow
cities to focus money on key problems that are indigenous to a city, county, or
region, but not national.

The absence of the application process due to the presence of a formula for
fund distribution is also an important part of revenue sharing from the point
of view of local government management. By eliminating the application process
more time of the local chief executive can be spent seeing that the city or county
runs smoothly according to systematic long-range planning.

Mr. Chairman, because of its features revenue sharing will be an important
complement to the categorical grant-in-aid system in addressing the needs of
our people. Some see it as a complete substitute. I do not. There will be con-
tinuing need for federal programs targeted for special national problems thru
grants-in-aid to states and localities.

It is our judgment, Mr. Chairman, that revenue sharing funds will be money
well spent. It will be spent in the very best interest of the citizens of this coun-
try. The record of local and state government in this country, in the area of
fiscal responsibility, is very respectable. Indeed, as every urban management
professional knows, locally raised and spent dollars are used more economically,
more in accordance with local needs, and with greater timeliness and impact.
Federal dollars without hobbling strings would be spent in the same way.

For these reasons--the fiscal crisis of local government, the need for federal
help, the form of this help, and the demonstrated capability of local govern-
ment-we strongly support the essentials of the revenue sharing program em-
bodied in H.R. 14370. For these reasons, the International City Management
Association broke with 50 years of tradition to speak out in favor of revenue
sharing. For these reasons, we urge your favorable consideration of the measure
before you.

Thank you.

The CHAIRMAN. That concludes our hearings and we will meet in
executive session on Tuesday at 10 o'clock.

(Whereupon, at 12:2 5 p.m., the hearing was concluded.)



APPENDIX A

Resolutions and Communications Submitted for the Record by
Senator Gurney During Public Testimony, July 27, 1972

(483)





485

RESOLUTION NO. 72 -o

WHEREAS, the Senate of the United States is presently

considering adoption of a General Revenue Sharing Bill (S-3651) and said

legislation in its present form contains certain provisions which would

penalize the State of Florida and the Municipalities located therein for not

having a State personal income tax and it is anticipated if subject legislation

is passed in its present form, that the above penalizing factor would be

increased by future Congresses until Florida is virtually forced to adopt a

State personal income tax in order to equitably participate in Federal

revenue sharing, and

WHEREAS, certain amendments to the above legislation have

been proposed which would eliminate subject penalty provisions against

the State of Florida and other states with little or no personal income tax

provisions, and

WHEREAS, it is deemed essential that the State of Florida

and its Municipalities voice their unified opposlion to the inclusion of

subject penalty provisions against the State of Florida,

NOW, THEREFORE, BE IT RESOLVED BY .THE CITY

COUNCIL OF THE CITY OF BOYNTON BEACH, FLORIDA:

1. That the City of Boynton Beach, Florida, hereby goes on

record as favoring proposed amendment to the General Revenue Sharing

Bill (S-3651), which would provide for elimination of penalty against the

State of Florida and other states not having personal income taxes.

2. Further that the City Clerk is hereby directed to furnish

certified copies of this Resolution to Senator Lawton Chiles, Senator

Edward Gurney and Representative Paul G. Rogers with request for their

strong support for the General Revenue Sharing Bill with elimination of

penalty provisions against States not presently having personal income tax
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provisions.

PASSED AND ADOPTED this 20th day of June, A. D., 1972.

CITY OF BOYNTON BEACH, FLORIDA

Mayor

Councilman

ATtFEsT:

City Clerk

(CORP. SEAL)

I, TEREESA PADGETT, City Clerk of the City of Boynton Beachp Floridas do
hereby certify that the above and foregoing is a true and correct copy.
of Resolution No. 72-0 passed and adopted on the 20th day of June, 1972,
by the City Council of the City of Boynton Beach, Florida.

Tereesa ,adgrtp city Clerk
(SEAL) June 22, 1972

-2-
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RESOLUTIONS
RESOLUTION NO. 195

WHEREAS,
the City of Clemont,
States Senate, Senate
eliminate the penalty
Income Tax, and

N2 281

it has been brought to the attention of the City Council of
Lake County, Florida, that there is pending in the United..
Bill 3651 which is a general revenue sharing bill that would
against Florida and other States that do not have a State.

WHEREAS, it has been brought to the attention of the City Counci. *'.

of the City of Clermnt, Lake County, Florida, that Senator Edward J. Gurney, tbeo
Senior Senator of the State of Florida to the United States Senate, Is seeking -
support of his bill and also support of amendment to the general revenue sharing
bill that would eliminate such penalties, and

UUMC~AC &L.. 0%44 All..I 0 d%. 6I.1 &* M C ~ ~.. 1J
llnlF.in r,~ I II

wishes to go on record as
in whatever form whatsoever

qtry WuI ll IY.- V 11"Ia U 9' "1uii159 L C " W.luuoi. rllll as

being unanimously against a State Personal Income,Taxer r .... .

THEREFORE, the City Council of the City of Clermont, Lake Countyi
Florida, resolves that:

1.
officially go on
Income Tax, and

The City Council of the City of Clermont, Lake County, does hereby
record as being against the enactment of any form of State Personal

2. The City Council of the City of Clermont, Lake County, Florida,,
does hereby go on record as being in support of the Gurney amendment which wuld
eliminate the penalty against Florida and other States which do not have a Personal
Income Tax, and

3. A copy of this Resolution be furnished to the Secretary of the
United States Senate and to the Honorable Senator Edward J. Gurney.

ADOPTED at a regular meeting of the City Council of
Clermont, Lake County, Florida, held on June 27, 1972.

the City of

ATTEST:

DOLORES W. CARROLL, CITY CLERK

1,4.,

DO E. SMITH , yor
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RESOLUTION NO. 72-77

WHEREAS, there is now pending before the United

States Senate a legislative act known as S. 3651, referred

to as "General Revenue Sharing Bill"; and

WHEREAS, certain features of said S. 3651 would work

to penalize the State of iiorida, and indirectly the munici-

palities of the State of Florida, because of the distribution

formula set. forth in said S. 3651, because the State. of Florida

does not have a State Personal Income Tax; and

WHEREAS, United States Senator Edward Gurney has

proposed an amendment to S. 3651, which would eliminate the

inequities of said bill and would eliminate the penalty pro-

vided therein against Florida and other states with little or

no income tax.

NOW, THEREFORE, BE IT RESOLVED By the City Commission

of the City of Fort Pierce, Florida, that it go on record in

support of Senator Edward Gurney's amendment to S. 3651.

BE -IT FURTHER RESOLVED that a copy of this Resolution-

be forwarded to Senator'Edward Gurney and to Honorable David

T. Kennedy, Mayor of the City of Miami, Florida, as Chairman

of the Florida Mayors' Committee against a State Personal

Income Tax.

This is to certify that this is a true and accurate copy of
Resolution No. 72-77, adopted by the City Commission of the
City of Fort Pierce, Florida, at the regular meeting of the
City Commission held on June 19, 1972.

Witness my hand and the Official Seal of the City of Fort Pierce,
Florida, this the 20th day of June A.D., 1972.

OIlTf/CLERK

(CITY SEAL)
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RESOLUTION NO. 1059

A RESOW. KACOFTHE CITY OF WINTER PARK,
FLORIDA- EWD5ASING THE AMENDMENT OF SENATOR
ED GURNEY OF SENATE BILL 3651 WHICH IF PASSED,
WILL PROVIDE THE STATE OF FLORIDA AN ESTI-
MATED SUM OF SEVENTEEN MILLION DOLLARS
($17, 000. 000).

WHEREAS, there is now pending in the United States Senate a

general revenue sharing MASe. eB~ill 3651, and

WHEREAS, the portion allocated to the State of Florida is sub-

stantially less simply because Florida has no state income tax, and

WHEREAS, the Honorable Ed Gurney, United States Senator,

has proposed an amendment to Senate Bill 3651 which will eliminate the

prejudice to those states not having a personal income tax.

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COM-

MISSION OF THE CITY OF WINTER PARK, FLORIDA:

Section 1. That the City of Winter Park hereby endorses the

amendment of Senator Ed Gurney, Senate Bill 3651, and instructs the

clerk to send a copy of this Resolution to Senator Gurney.

ADOPTED at a regular meeting of the City Commission of the

City of Winter Park, Florida, held at City Hall, Winter Park, Florida,

this l2th day of July, A.D., 1972.

Mayo r- '~s be

ATTEST:

City Clerk

81-39S 0 -72 -32
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THE
May 12, 1972 PMST OW~iCt SOiX MO VLkI(. t #141201

9456IA& 3?#41

Honorable Ed Gurney
U. S. Senate Office building
Washington, 0. C. 20515

Dear Senator Gurneyt

The City Commission of the City of Kissimmee has, by Resolution, unanimously endorsed
the Revenue Sharing Bill, H. R. 11950 which is presently on the floor of the House and
urges your support for passage of the Bill.

Although we realize that the Bill In Its present form does discriminate against the State
of Florida because of the state Income tax provisions, we feel that Congress In its wisdom
can adequately remedy that provision without killing the entire Bill.

As always we appreciate your concern for local government.
ilniorly rs

Robert W. dehri;g
City Manager

-THE N'W OPPORTUNITY CENIER OF FLORIDA"

"4
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PORT LAUDERDALE
FLORIDA

P. 0. OSAWCO 1181 32308

JAM6 L LUMvTI
MAVO* June 26, 1972

The Honorable Edward Gurney
United States Senate
5105 New Senate Office Building
Washington, D. C. Z0Sl0

Dear Senator Gurney:

In recent months, our City has followed, with extreme interest, the
progress of the General Revenue Sharing Bill. Like many other cities
throughout the Country, Fort Lauderdale is facing a critical financial
dilemma. Our residents are continually requestin-g and justifiably
expecting an increase in municipal services. However, the cost of
providing essential services has increased substantially, and it is
questionable a. to where the City will find adequate sources to main-
tain even current levels of services.

The City has officially endorsed the Revenue Sharing Bill and where
appropriate, transmitted our reasons for support of the Legislation.
Your continued support is sincerely appreciated.

It is our understanding that the Bill contains a provision which would
penalise Florida for not having a State personal income tax. Although
this $17, 000,000 a year penalty is directed at the State government
share and does not affect funds allocated to local governments, it would
adversely affect all constituents within the State'should a personal
income tax be required.

In addition, the loss of these funds would materially affect the entire
State, inasmuch as they are critically needed for continuation and
expansion of many programs. Therefore, I would like to express sup-
port of your amendment which would eliminate the penalty against
Florida and other states with little or no income taxes.

If I may be of assistance, please do not hesitate to contact me.

Very truly yours,

James L. Leavitt

JLL:cvh ayor.Commissioner
cc: Mayor D. T. Kennedy-Miami
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PMS SEN EDWARD GURNEY -4

SENATE OFFICE BLDG VASHDC.

AUTHORIZED BY CARVEL C LINDEN MAYOR INDIAN CREEK VILLAGE FLORIDA

ICV ENDORSES SUPPORTS AND STRONGLY URGES PASSING HRI4370 WITH
SENATOR GURNEYS AMENDMENT S3651 RE FEDERAL REVENUE SHARING-ACT

SCHEDULED FOR VOTE ON 21 JUNE

STEPHEN DERRY VILLAGE NGR.

ICV HR14370 S3651"219

SIF.1201 Cft$t
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Introduced: C/M Harry B, Williams, Jr.-
Adopted: 6-19-72

A RESOLUTION URGING THE SUPP ORT OF

THE GURNEY AMENDMENT AND S. 3651 (H. R. W, 370)

I WHEREAS, the General Revenue Sharing Bill, S. 3651, row before the

United States Senate contains r. feature that could penalize all of Florija, and

WHEREAS, Senator Gurney is leading the fight to ;orrect (nib inequity

and it is the purpose of the Mayors Committee to obtain support for hir 'r. -.s

'crucial effort Lo die people of Florida, and

WHEREAS, Senator Gurney has proposed an' amendment to S. 3651 which h

would eliminate the penalty against Florida and otner states with litte or no

income taxes. It would prevent the imposition of a state personal income t.x

In Florida; and it would grant Florida an additional 17 million dollars a year

for badly needed state financing,

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COUCI. OF THE

CITY OF JACKSONVILLE BEACH, FLORIDA:

SECTION 1. That ihe City Count., 4s a body, urge the su ,. ort of the

Gurney Amendment and S. 3651 ( H. R. 1437 )), ftis beno In. ibhe mi.qt interest

of all Floridians, including the citizens of al. Florida .

SECTION 2. That this resolution take effect in medic.,,.L.

AUTHENTICATED this 19th day of June 97 - ... ?2.

q,

R. J. Evansft MAYOR

4-#H. ... DiWdhson, Z?,'7 .. ,.,



494

0lt THE SCH
1411;w el W02=81019O
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OOL BOARD OF POLK COUNTY, FLORIDA
BARTOW, FORIDA 3300

FP3100 FOUNDATION1I PRtCIPAI 06OO6 AWARD WIINISP IS?
POLN CO UtV 50001. SrtSM. NArtH

NUNS..0 OB IN AMlMICANISO

July 19, 1972

Senator Edavrd J. Gurney
United States Senate
Wahington, D. C. 20510

Dear Senator Gurney:

Thank you for your report dated June1972. I appreciate
these periodic reports on what's going on in Washington.

P, o. sBo set

006"T J. W"

*AMN W. "AY. DR.

goega? A. Dmp*
GOMMe I

WALTER 0. On"O. a

WI6NOLL WATROS
84iNc" I

you sending e

Specifically I an writing to you relevant to the Revenue Sharing Bill in
the recent Report. I would like to complimet you on your position and
urge you to continue to battle to defeat the personal income tax pro-
posal being correlated with the Revenue Sharing. I believe that I share
the sentiments of most Floridians.

Keep up the good work and whenever you are in Bartow we would welcome
your visit.

Sincerely,

A. Martin Mills,
Director Migrant and Compensatory
Education

A)Wim
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RCSOLUT1ION NO.72-55

A RnSOUtIO SUPPORT NG THE GURNEY AJENDIENT
AND S. 3651 (H.R. 14370)o GENERAL REVENUE
SHARING BILL BEFORE THE UNITED STATES CONGRESS.

WHEREAS, the City of Pinellas Perk has been requested by the Florida

Mayors Committee against a State Personal Income Tax to propose a local

resolution expressing the support of local government for both the Gurney

Amendment and S. 3651 (H.R. 14370); and

WHEREAS, the distribution formula, as proposed by the House Ways and

Means Comittee, would penalize Florida about seventeen (17) million dollars

a year for not having a state personal Income tax; and .

WHEREAS, It is very possible that the amount of this penality would be

increased by future Congress until Florida Is virtually forced into a state

income tax; and

WHEREAS, the citizens of the State of Florida and the City of Pinellas

Park are already burdened by numerous tax programs and deserve to be Included

In the proposed revenue sharing without being forced into another tax

collection program.

NOW, THEREFORE, BE IT RESOLVED by the City Council for the City of

Pinellas Park, Florida, that the City Council support the Gurney Amendment

and S. 3651 (H.R. l4370).

The foregoing Resolution wa& offered by Councilman Buro , who

toovod its adoption; was seconded by Councilman Donald , and upon

roll call the vote was:-

Ayes: Councilmen Devoe, Smith, Burke, Donald and Mayor Dinsmore

NLyes: Nonu

Abstaining: None

Absent: None

and shall become effective imamediately upon adoption at +re ung session

of the City Council of the City of Pinellas Park, Florida this l day of

, v .... , 1972.

I 1/(ayor

ATT',ST:

A-2
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RESOLUTION NO. 72-72

A RESOLUTION TO SUPPORT BOTH, SENATOR
GURNEY'S AMENDMENT AND S. 3651 (H R 14370),
U. S. GENERAL REVENUE SHARING BILL.

WHEREAS, there is now before the U. S. Senate the General

Revenue Sharing Bill. S. 3651, which could penalize all of Florida

in regard to sharing of Federal monies to be received, and

WHEREAS, Senator Gurney has proposed an amendment

to U. S. Senate Bill S. 3651 which would eliminate the penalty

against Florida and other states with little or no income taxes,

and

WHEREAS, Senator Gurney's amendment would prevent the

imposition of a state personal income tax in Florida and it would

grant Florida an additional 17 million dollars a year for badly

needed state financing, now, therefore,

BE IT RESOLVED by the City Commission of the City of Key-

.West, Florida as follows:

1 1. The City Commission of the City of Key West, Florida

does hereby express its total support in behalf of both, the Gurney

Amendment and U. S. Senate Bill S 3651 (House Bill H, R. 14370).

2. The City Clerk of the City of (ey West, Florida shall

mail copies of this resolution to the appropriate agencies and officials

for their appropriate action.

Passed and adopted by the City Commission at a meeting held

this / day of June, A.D. 1972.

MAYOR T PORE
ATTEST:

CI: ' LERK"
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July 11, 1972

House Ways ad Means Committee
state Capitol
Tallahassee, Florida 32304

Oentlemen:

At the July 10, 1972 CoU1cil meting of the City of

Islandia, your bill was discussed and it was the unanimous

decision of those present to support 8.-3651 as amended by

onstir Rd Gurney and urge you to pass It.

Yours sincerely,

City of Islandia

Jack Pm
Vice-Mayor

c: Senator Zdward J. Gurney

gsadia, '7ovrda
,MPOtAV CITY 4ALL

9206 South Dixie Highwey
Mismi, Flouide 3316

A*4
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A&SOUrTION

Upon motion by Commissioner Prevatt , seconded
by Commissioner Neff , the following resolution was
unanimously adopted:

WHEREAS, the U. S. Senate is considering the passage
of theGeneral Revenue Sharing Bill designated as "S3651";
and,

WHEREAS, 83651 has a feature which provides that state
personal income tax collections shall be used as a basis
for distributing funds; and,

WHEREAS, this feature could penalize the people of
the State of Florida in that Florida has no personal income
tax law; and,

WHEREAS, the Florida Mayors Coimittee against a state
personal income tax has sought support in its effort to
delete the subject feature of S3651; and,

WHEREAS, the Board of County Commissioners of Hills-
borough County supports the efforts to oppose any penalty
on the distribution of funds to state without personal
income tax; and,

WHEREAS, Senator Ed Gurney has proposed an amendment
to S3651 which would eliminate the penalty against Florida
and other states with no personal income tax; and,

WHEREAS, it is deemed that this amendment would
prevent the imposition of a state personal income tax in
Florida and would grant Florida an additional seventeen
million dollars per year for state financing which would
directly effect the financial standing of Hillsborough
County.

NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF COUNTY
COMMISSIONERS OF HILLSBOROUGH COUNTY, FLORIDA, IN REGULAR
MEETING ASSEMBLED THIS 14TH DAY OF JUNE, 1972:

That the Board of County Conmmissioners does hereby
express its opposition to'the General Revenue Sharing Bill,
$3651, as it exists now before the U. S. Senate in that it
penalizes the citizens of Florida and HilT~borough County
because Florida has no personal income tax and does
support a proposed amendment to 83651 submitted by
Senator Ed Gurney which would obviate the penalty provision
of S3651 in its present form and greatly aid and benefit
Hillsborough County's local financial standing.

STATE OF FLORIDA )

COUNTY OF HILLSBOROUGH) ....

T, JAMES F. TAYLOR, JR., Clerk of the Circuit Court and
Ex Officio Clerk of the Board of County Cotinissioncrs of
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Ililisborough County, Florida, do h.,by crLify that tile
above 'nd foregoing is a truo and correct copy of a
resolution adcoptcd by the Bcard In i ts regular iweettng of
Juie 14, 1972, an the same appears of record in Minute
Book 54 of the Public Records of Ilillsborough County,
Florida.

WITNESS my hand and official seal this le day
of July, 1972.

JAMES F. TAYLOR, JR., CLERK

By: A u .d
Deputy Clerk
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Md c'.1 LIT 1C 12 - 23

vHE RLAS, the City )f In-jian l'Uoc.hhl -eves in the

plan of federal revenue shar iric with %Ltt and local1 qovc'rnlnfts,

an

VWHEREAS, the Conqiress of- the Uni ted Sltes is considering

legislat ion that will inpicrvent federa I *eventie shali int, but which

w~i Ipenal ize those states. that do not, hiivr, a personal inconwe tax,

wHiErEAS, the Horra~ Fdward Gurney, United States Senator

fromr Florida is leading a fight to airenA the revenue sharing legis-

lat ion s-) that states l ike Flor ian whrlJh hzvc no personal income

tax -vill tiot be penalized,

11ow THEkEFORE BE IT REtSOIVED SY THI CITY COMMISSION OF THE
CITY OF INJDIANJ ROCKS r3IEACH, FLORIDA, IN "V[2.IoN DUlY AND REGULARLY
ASSEMBLED AS FOLLOWS:

1) That the City Corr4'ssion of' tht, (City of Indian Rocks

Beach firrly supports tne (' lrts of Ui:.ed States Scriar'r E-~ward

Gurne!y to amend the reve-iuc %harincjqi t inn pendinq in the

Congress to eliminate penalty ta1x rot st-n' -s who do not have a

state incone tax.

2) That the City of Indian R~ocks B(Ach, florida whole-

heartL'dly supports the plan of f*':Jeral ;c'ws'1ue shiorinq to state

4dlocal (lovernrrents unencun-bereri by exce!',i ye governmental

requ lat ion.

PASSED ANr; AD)OPTEDI THIS 17th 1,1N, or July, 1972.

MTEST':

Mayor-'oni~issioner

'City Clerk

BEST AVAILABLE COPY
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RESOLUTION SUPPORTING THE GURNEY AMENDMENT
TO SENATE BILL S.3651

(HR 14370)

WHEREAS, Senate Bill 8.3651 as written will reduce Federal

revenues distributable to the State of Florida unless the

State enacts legislation calling for a personal income taxi

and

WHEREAS, the Gurney Amendment to said Senate Bill S.3651

would eliminate the proviso requiring a state personal in-

come tax thereby increasing the Federal funds distributable

to the State of Floriday

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COMMISSION OF
THE CITY OF CORAL SPRINGS, FLORIDA, THAT:

The City Commission of the City of Coral Springs,

Florida, does hereby support the Gurney Amendment to Senate

Bill S.3651 (HR 14370).

C., ,,JAMES E DAD AO

Attest:

Werner Buntemeyer - Cii'klerk

Date: _____________
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CITY OF MARGATE, FLORIDA

RESOLUTION NO. 2211

WHEREAS, the City Council of the City of Margate

has been advised that due to certain provisions of

certain laws now pending before the United States Congress

there is a possibility that the State of Florida may find

it necessary to impose a state personal income tax; and,

WHEREAS, the City Council desires to oppose said

income ta.on behalf of its self and its citizens.

NOW, THEREFORE, BE IT RESOLVED BY THE CITY

COUNCIL OF THE CITY OF MARGATE, FLORIDA.

Sectioni---Tha the City Council of the City of

Margate on behalf of its self and the citizens of the City

oppose any personal income tax being imposed on the citizens

of Florida;

Section 2: That in addition and in order that the

State of Florida not be penalized by inequitable revenue

distributing the City Council on behalf of its self and

the citizens of the City support the GURNEY amendment and

Senate Bill 3651 which would prevent any penalizing of the

State through its general revenue sharing funds and assist

in the prevention of the imposition of a personal state

income tax.

PASSED, ADOPTED AND APPROVED THIS 12tbDAyOF

July, 9 1972.

rei n ,,- t t
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RESOLUTION NO. 18, 1972

RESOLUTION ESTABLISHING OPPOSITION
TO ANY PLAN CONTAINED WITHIN THE
FEDERAL REVENUE SHARING LEGISLATION
WHICH WOULD REQUIRE THE STATE OF
FLORIDA TO ADOPT A STATE PERSONAL
INCOME TAX.

THAT, WHEREAS, there is pending legislation

before the Congress of the United States of America

which provides a revenue sharing program between the

Federal level of government and the various State

levels of government, within these United States of

America;

AND WHEREAS, it has been brought to the

attention of this City Council that one feature in the

general revenue sharing bill, S-3651, which is now pend-

ing before the United States Senate could result in a

penalty to the State of Florida,

AND WHEREAS, the penalty provided therein is

contained within the distribution formula as proposed

by the House Ways and Means Committee which could

penalize Florida approximately S17,OOOOO0.00 per year

for the reason that the State of Florida does not have

a State Personal Income Tax;

AND WHEREAS, it is possible that said penalty

could be increased by future sessions of Congress until

such time that the State of Florida 3s coerced into

enacting a constitutional revision or legislation which

would require a State Income Tax;

Page One
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AND WHEREAS the aforesaid penalty could not

only affect the State level of government in the State

of Florida) but could also adversely affect the

economic interests of all local subdivisions and munic-

ipal corporations thereof in the event that Florida

should be coerced into enacting a constitutional re-

vision or legislation requiring a State Personal Income

.awTax;

AND WHEREAS the existing economic structure of

the State of Florida is such that a Personal Income Tax

is odious to the basic economic principles of this State-,

and the citizens who are residents hereof;

AND WHEREAS it does appear that the Honorable

Edward Gurney, United States Senator, has proposed an

amendment to S-3651 for the purpose of eliminating the

penalty against the State of Florida and other states

which do not have Income Taxes;

AND WHEREAS said amendment would prevent the

imposition of a State Personal Income Tax in Florida

and would grant Florida an additional $17,OOOOO0.00 a

year for required State financing;

AND WHEREAS the City Council deems it to be in

the best interest of the State of Florida and all of the

political subdivisions and municipal corporations thereof

and the citizens of this State who reside therein, for

the aforesaid amendment to S-3651 to be adopted.

AND WHEREAS this City Council is strongly in

-support of the general revenue sharing plan provided

that the aforesaid objectionable features now contained

Page Two
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therein can be eliminated.

NOW, THEREFORE, BE IT HEREBY RESOLVED BY THE

CITY COUNCIL OF THE CITY OF PORT RICHEY, FLORIDA, as

follows:

1. That this City is in favor or the general

revenue sharing legislation now pending before the Con-

gress of these United States of America so that adequate

revenue being realized by the Federal Government will be

made available to the various State governments, includ-

ing the State of Florida, for needed projects within

said states, for which funds are not readily available.

2. That this City Council is in opposition to

any plan contained within said revenue sharing legislat-

ion which would require the State of Florida to adopt a

State Personal Income Tax, either by constitutional

revision or by the enactment of legislation.

3. That this City Council is in support of the

proposed amendment to S-3651, as presented by the Honor-

able Edward Gurney, Senator from the State of Florida,

which will eliminate the requirement contained in said

general revenue sharing legislation for the State of

Florida, or any other state, to enact a Personal Income

Tax measure in order to qualify for general revenue

sharing with the Federal Government.

ADOPTED at a regular meeting of the City Council

of the City of Port Richey, Florida, this 11th day of

July, 1972.

/s/ RalphW. Shannon
ATTEST: President of the City Council

City of Port Richey, Florida

/81 go MH. Caron
City Clerk.

Page Three
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RESOLUTION

A RESOLUTION URGING THE MEMBERS OF
CONGRESS OF THE UNITED STATES TO
REFRAIN FROM ADOPTING ANY MEASURE
WHICH ALLOWS STATE PERSONAL INCOME
TAXATION TO BECOME A CONSIDERATION
IN THE DEVELOPMENT OF A FEDERAL RE-
VENUE SHARING PLAN.

WHEREAS, the City Council of the City of Cocoa, Florida,

wishes to advise the Congress of the United States that a

Federal Revenue Sharing Plan which takes into consideration

a State Personal Income Taxation would adversely affect the

City of Cocoa and its constituents.

NOW, HEREFORE, BE IT RESOLVED BY THE CITY COUNCIL OF

THE CITY OF COCOA, FLORIDA, that the Congress of the United-

States be urged to refrain from adopting any measure which

allows State Personal Income Taxation to become a considera-

tion in the development of a Federal Revenue Sharing Plan.

ADOPTED at a regular meeting of the City Council of

the City of Cocoa, Florida, held on the 27th day of June,

1972.

S/ Arthur H. Tate
"'"- ayor

ATTESTs

s/ Kathryn A. Caldwell -

I, KATHRYN A. CALDWELL, the duly
qualified Clerk of the City of Cocoa,
Florida, DO HEREBY CERTIFY that the
foregoing is a true and correct copy
of a Resolution adopted by Council
in Regular Session held on the 27th
day of June A.D.1972.

IN WITNESS WHEREOF. I have hereunto
set my hand and the seal of said City
this 3rd day of July, A.D.1972.

/ City Clerk
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RESOLUTION NO. R72- 61

A RESOLUTION URGING THE UNITED STATES
CONGRESS TO ADOPT THE GENERAL REVENUE
SHARING BILL MORE PARTICULARLY KNOWN AS
S. 3651 (H.R. 1%370) TOGETHER WITH THE
GURNEY AMENDMENT THERETO AND STATING
REASONS THEREFOR; DIRECTING COPIES OF
THE RESOLUTION TO BE FORWARDED TO
CONGRESSIONAL REPRESENTATIVES AND
SENATORS

WHEREAS, the attention of the Mayor and City Council

has been directed to pending national legislation, to-wit:

the General Revenue Sharing Bill now pending before the Congress

of the United States as S. 3651 (H.R. 14370); and

WHEREAS, the beneficial purposes of such legislation will

be vitiated if it is adopted in its present form, since it

invidiously discriminates against those states which do not

burden their citizens with a State Personal Income Tax; and

WHEREAS, the Honorable Edward J. Gurney, Senator from

Florida, has proposed an amendment to such legislation designed

to cure such invidious discrimination; and

SEREA9, the City of North Miami Beach desires to record

its approval of the concept of General Revenue Sharing, and Its

further approval of the Gurney Amendment to the above-described

pending legislation,

NOW, THEREFORE,

BE IT RESOLVED BY THE CITY COUNCIL OF THE CITY OF NORTH

MIAMI BEACH, FLORIDA:

Section 1: That the Mayor and City Council of the City

of North Miami Beach, on behalf of themselves and of the City

of North Miami Beach, do hereby urge the Congress of the United

States of America to adopt the Gurney Amendment to the General

Revenue Sharing Bill S. 3651 (H.R. 14370), and to thereafter

adopt such legislation as so amended for the reasons above

stated, and commend to their Representatives and Senators in
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Congress, to-wit:

Honorable Claude Pepper
Honorable J. Herbert Burke
Honorable Dante B. Fascell
Honorable Lawton M. Chiles, Jr.
Honorable Edward J. Gurney

that they Lmove forward expeditiously and assiduously to aid in

the passage and adoption of this worthy and needed legislation.

Section 2: That the City Clerk be and she is hereby

directed to forward suitably certified copies of this Resolutio

to the Congressional Representatives and Senators hereinabove

set forth.

APPROVED AND ADOPTED in regular meeting assembled this

20th day of _ u_ a ,1972.

MAY~zv

ATTEST:

(CITY SEAL)
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RESOLUTION

The Board of County Comissioners of Okaloosa County assembled in

regular session on the 22nd day of June. 1972, adopted the following

Resolution:

WHEREAS, the Great State of Florida does not have a State Personal

Income Tax and does not feel that it should be coerced into having a State

Personal Income Tax in order to participate in General Revenue Sharing

Bill S.3651p and

WHEREAS, the Honorable Senator Ed Gurney of Florida has dutifully

and honorably served the Great State of Florida in the distinguished

United States Congress, and I

WHEREAS, Senator Ed Gurney has proposed an Amendment to S.3651

which vould eliminate discriminatory practices against Florida for not

having found it necessary to tax its citizens with a State Personal

Income Tax.

NOW, THEREFORE, BE IT RESOLVED that the Board of County Commissioners

of Okaloosa County, Florida, does support Senator Ed Gurney in his efforts

to amend the General Revenue Sharing Bill S.3651 to prevent the United

States Senate from imposing a State Personal Income Tax in Florida and to

grant Florida" its rightful revenues under the General Revenue Sharing Bill.

BE IT FURTHER RESOLVED that copies of this Resolution shall be sent

to Senator Ed Gurney, Mr. David T. Kennedy, Mayor of Miami, the Honorable

Bob Sikie, Senator Lavtou Chiles and the Governor of Florida, Roubin Askew.

ADOPTED this 22nd day of June, 1972.

BOARD OF COUNTY COMMISSION IRS
OKALOOSA COUNTY FLORIDA

Dee Parkton
Chairman
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CITY OF ORMOND BEACH

FLORIDA

June 15, 1972

Honorable Edward J. Gurney
U. S. Senator - Winter Park, Florida
Senate Office Building

'Washington, D. C. 20510

Dear Senator:

It has been brought to our attention by Mr. David T.
Kennedy, Mayor of the City of Miami, that you have proposed an
amendment to S. 365 1, which would eliminate the penalty against
Florida and other states with little or no income taxes.

The Commission of the City of Ormond Beach strongly
supports your amendment as well as general revenue sharing itself.
We trust that you will be successful in having this Amendment passed.

PVeA~
W. Lee Strong
Commissioner, Zone 1

(.ohn G. Schaeffer
Commissioner, Zone 2

Burton R. McNary, Sr.
Commissioner, Zone 4

Sincerely,

Ernest 3. Cassen
Mayor

B. J. "Bill" Lilly
Commissioner, Zone 3

Gerald F.Atouse
City Manager
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WHEREAS, a State Personal Income Tax provision of the General

Revenue Sharing Bill, S.3651, now belott, the United States Senate,

could penalize lBrevard County and tho State of Florida; and,

WHEREAS, the [louse Ways and Ma plans Connitt'c' proposes a dis-

tribution formula which would penalize Florida approximately

$17,000,000 a year for not having a State Personal Income Tax; and,

WHEREAS, Senator Ed Gurney has proposed an Amendment to S.3651

which would eliminate the penalty against Florida and other States

with little or no income taxes, prevent the imposition of a State

Personal Income Tax in Florida and grant Florida an additional

$17,000,000 a year for State financing; and,

WHEREAS, Brevard County Board of County Commissioners is

against a State Personal Income Tax and is desirous of correcting

this inequity.

NOW, THEREFORE, BE IT RESOLVED, that the Board of County

Commissioners of Brevard County, Florida, on behalf of the citizens

of Brovard County, hereby reqluest:; thit, Unitt'd StiIte-4 Conlress to

support the Gurney Amendment and the General Revenue Sharing Bill

S.3651 (H.R. 14370) without the provision of a State Personal

Income Tax.

DONE, ORDERED AND ADOPTED, in Regular Session, this 29th

day of June , A.D., 1972.

ATTEST: LRI WILSON, CHAIRMAN
BOARD OF COUNTY COMMIS$IONERS
BREVARD COUNTY, FLORIDA

CURTIS R. BARES,4LERK

(S ~A L)
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OpcIEs
P,.sdeng
HUGH I ALEXANDER,
Chairmas & Presdnt
tale Wales 6a.k & Trust

tLe WAt*s

Vee Pr"sdeni
O ItICHARD MEAD. St, Chairman
D. It Mead & Company

w4m;

Treasurer
NORMAN H BUNTING, Partn.
B,',rg Trpp L Irgley
Cerlfied Pbic Acco.nlanls

Late Wale$

arflotiv 0Qrcter
ROBERT t NtWMAN, Jr.

Tamp.

o'IcTOas

F. ELGIN BAYLESS, Cha,rnan
Barnett Bark At Sebiog

ffWIN N ELICHER. Jr. President
BeIcho 01 Company

JOHN B bOY, Prctden
Un,d States Sigar Co pany

DAVID I COWART, President
Mwor'scn Incortporated!
iiorr.,son Cafeeras. fkoida

Mott,. Ala.

ft. A C-RAF General Marager
C. mCs S.r%. c Company
Agrcvltural Cheenrcal Operaton

Tampa

R GRAVES Prtsident
Plymoih Cars Prod cts COOp.

Plyn itolh

GRAI1ON HAMMOND. Jr. President
Halvmoncd lrcitorrcs, Inc.

Orlandlo

GORDON 8 HOWELL, Plant ManaMer
E.I, dPol de Nentrs & Company

Lawler,

JESSE T HUDSON. Jr..
Vite Pres;dent finance
So0ahcast Banking Corporato m

Miami

JOHN A. tAYION. Vce Preiden!
ArieO Chenicel Co-pany
On Contlr'orital 01 Com"pany
P~ere

C L LORID Vce Pres,dnt-F.nanci
Iftttroec Cor,.n;cat;ofna Inc.

St PeTersburg

1 H. McMILLAN. Ovs;on Manager
Standard 0" Company

Jacsonvlle

W J NOONAN. Jr. Presde t
Nc.l Cost r1.ct.o COepaly. 0r4.

P. essnol.)

I RANK ROPIR, President
401tr &rOthers. Inc.

V,oer Garden

JrmIN RYSOVICH. Jr Presidlent
6Rl...- Sons B at Works, Inc.

Yicst PaIr, Reach

R(.RT StIWART. Ptesodent
Zell.v., Fr.i Company

HENRY bOLAND, President
Rachajgc Nanoml Sank of Tampa

Ia,- ra

ro FLORIDA TAXPAYERS ASSOCIATION, Inc
( 9hodd 1932

3430 West Kennedy Boulevard, Tampa, Florida 33609
P. .A

July 10,1972

Hon. Edward J. Gurney
United State Senate.
Washington, D.C.

Dear Senator Gurney;

This Association Supports your

amendment to the Senate Bill on

Revenue Sharing.

Sincerely .yours

Executive Director.

40th ANNIVERSARY - 197I
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DHNMY MAIN

RALPH W. [ILON. JR.

0. M. DAVIS

JACK O4JRRAINC[

0WINN S. TURUNTON

ALACHUA
L COUNTY J

GAINESVILLE, FLORIDA 3201

June 22, 1972

WAYNIE CAMLJm.

W. J. MILLER

H. . 'WE1TON
AOMMI&TY3A WAAMM~tl B'MIN lflT

Senator Lawton M. Chiles, Jr.
U.S. Senate
Washington, D.C. 20515

Dear Senator Chiles:

At Its meting held June 20, 1972, the Alachua County Commission
voted unanimously to support the General Revenue Sharing Bill,
S. 3651 (H.R. 14)70), now before the U.S. Senate. The Board also
voiced Its approval of the proposed Gurney amendment, which would
eliminate from the Revenue Sharing Bill penalties against states
that do not levy a personal Income tax.

The Alachua County Commission urges your positive support of the
Revenue Sharing Bill and the proposed Gurney amendment.

Sincerely,

SIDNEY MARTIN

Cha Irman

S14/kt
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RESOLUTION NUMBER

V H E P 3 A S, the Board of County Comissioners, Bay

county, Florida have been advised tht the General Revenue Sharing

Bill, S. 3651, as it is presently before the United States Senate

would penalize the State of Plorida for not having a State personal

income tax, and

W R F R R A S, the Board has been advised that the present

amount of said penalty would he approximately l7,O000,000.00 and

that there is a possibility for future increases in this penalty

until the State of Plorlda in virtually forced into a State income

tax, and

W R 9 R E A S, the Honorable Senator Ed (urney, Plorida,

has proposed an amendment to S. 3651 which would eliminate the

penalty against Plorida and other states similarly situated and

which would prevent the Federal Government from foroinq a State

personal inco, tax in Plorida .-.nd would rant vlorida an additional

$17,000#W00.00 a year for badly needed State financing, and

W R .R P A ., said Board of Countv Cominnsionera has

determined that the amendment proposed by Senator Gurney is in the

bent interest of Rav County and the residents thereof,

NOW, T"MRFfRF, RE IT RFSOLVFD by the Hoard of County

Comissioners, Pay County, Florida that the United States Senate be

advised, throucqh Senrtor rd Gurney, of the support of the Roard of

County Coeurissioners nf Bay County, rlorida of the General Revenue

Sharing Bill, S. 3651f PROVIDED THAT SAID) BILL IS A~1rflDP.D AS PROPOBEJ

1W IMP rI'MNTy AMNfMN'?.

BE IT PT11 R RMSOLVED that a certified copy of this

Resolution be provided to Senator Ed (!urney for presentation to the

United States senate and for such other uses as the eonorahle .enator

Mav see fit.

?DOPTP) h, the Board of Co'untv Cr,,"insionerg, Dny County,

-O%-vlori4.1, thip 13th day of June, 1977.

CERTIfPICAT

STATIC nP PWLRThl
COUTPY O AY

I, Bruce Collins, Clerk of the Circuit Court and ex officio

alrk and Auditor of the Rav County Board of County Commissioners, do
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hereby certify that the. above ancl forepoin resolito was duly

adonted by the Ray County Board of County Con'issioners in regular

session assembled on the 13th day of June, 1972.

j - C
*1.-', ,i V , ' "

offidio Clerk and Auditor of the Bay
County Board of County Covumissioners
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nsIlcWr 4. FAQqrN

. OUGOOAN. Pmos.DURRAM NIAriTN, Vt€I PorceAVON PARK OU"'r°"# C. ° OWAs°
r.LAQCNCg r. KING
Hri3MON gitZIMOICl

P. 0. BOX f467
HIOHLANON COUNTY

AVON PARK, FLORIDA 3311S
MALCOLI K. CrOWq

CTV rL t

JONATHAN H. MANCaCK
C41ty ATln'04fV

flAVID r. LANIIF R JJ:I]
©,lv, J,10c..[

FIENLAND C. C{mRIS
CHI~r CW POLICE

M. M. FLOWRR
F|i¢i cmlr

JOHNg ICrLE
STREET 1.°E. IM , A GENERAL ?IE SHARING BILL, 5. 3S51,

WATERL..wL.,. IS NOJW BEING CONSIDERED BY THE UINIlED STATES SEIATE, AM
W. 1. TMOWELLa'lc piaSKcCP EiEREAS, SAID BiLL 10. MKIE FLORIDA A) SEVERAL

S. L. PAKCRSCtIN.......... n"'a__ OTHER STATES BY USING A RM LA PARTIALLY BASED ON EoIL
I ENC TAXES LEVIED BY THE SER STATES, AN)

IfEAS, FLORIDA HAS N) PE L INCtE TAX AND -
IN FACT SUCH TAX IS PROHIBITED BY THE FLORIDA CONSTITITION, AND

MjfAS, SENATOR E) GUfIEY HAS SF9OIfD AN AM U I"
WHICH WUD ELIMItlAT THE EPALTY AGAINST FLORIDA AND OTHER STATES
WITH 1r0 P Al L INCHtE TAOES

NOW THUffOf, BE IT RESOLVED BY TIE MAYOR All) CITY
CKIL OF THE CITY OF AVON PARK, FLORIDA, 1IAT THE Go ON RCORD)

AS FAVORING 0 -I.LJE SHARING AS AEMD BY THE P)REMi) WEKY
-M.- --EN AND UFGE TIE SUPPORT OF THEIR REPRESEhI'ATIVES IN COMM
FOR THIS NUENT4

PASSED AND ADOPTED IN PERJLAR SESSION THIS 12m DAY
OF JUNE, A. D. 1972 AT AVON PARK, HIGHL{DS COUY, FLORIDA.

SIGNED:

ATTEST- K, B, ITT

'PALOM K. M&, CITY CLERK
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RESOLUTION

WHEREAS, General Revenue Tohnring Bill S3651

could penalize all of the State of Florida by pinalt:;.

directed at the state government -,hare of mennrni

revenue sharing funds,

1HERMS, members of tbo Toim (Oouncil of the Town

Of Lake Placid support any effort to correct this

ino.quity to the people of Flnridk,

HOW, TiEREFORE, B3 IT RFI:0T.V.hD, by thn Town Council
of tho Town of Lako Placid, rkulnriy nnbl r tY -.

day of July, that S3651 (MR 14370) with thu Gurney

amendment has the full support of tho Town Council.

This resolution adopted, this the 10th day of

July, A.D. 1972

Seal
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RESOLUrIOti 1lo.21-72

WHEREAS, the United States Senate is considering H.R. 14370,

Federal Revenue Sharing Bill, and

IWIIEREAS,. this Bill, as passed by the House of Representatives,

would require States to impose a State income tax to receive their

fair share of the Federal Funds, and

WHEREAS, the State of Florida does not have a State income

tax, and

WHEREAS, Senator Gurney of Florida has introduced an amend-

ment to this Bill which would remove the State income tax requirement

and substitute fortIt a distribution formula based on Federal Income

Tax dollars collected from each State; and

WHEREAS, Senator Gurney's formula would provide a more

equitable distribution of these revenues and not require the citizens

of Florida to have the burden of an additional tax placed upon them,

NOW, THEREFORE, BE IT RESOLVED, By the City Council of the

City of Maitland, Florida, that:

SECTION 1. The City Council supports the efforts of Senator

Gurney to amend H.R. 14370.

SECTION 2. The City Council request the members of the Senate

Finance Committee and the members of the Senate to vote in favor of

this amendment.

SECTION 3. This Resolution shall take effect it.imediately

upon its passage.

PASSED and APPROVED by the City Counicil of the City of N,3itland,

Florida, this 17th day of July, 1912.
; C I -Q F 0,AiTLA';D

C Ce/ /"-.,C i t y C l e r k • V 1 6 ! ..".1 y o r . . . - -
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RESOLUTION NO. 216

, )LTrlCoN SUPPORTING TNE NATIONAL R]VI9IJZ SHARING ACT AM)°.. EDWA .J GURNEY JJ =.

.::'. i t, the Pederal enqral1 Rove ,us ,'i aring Bill S-3651
' fc re the Unite! States %eate; an,!

n! :HhAS, the distribution fonriua as proposed, would penalize
.3tata of Florida approximately 17 million dollars for not

Alg a State personal income tax; and

Wd JIUAS, an amendment to this act has been filed by Senator
i-.Iard (kuriy that would correct this inequity end allow Florida
to share equally with other states.

NOW 9 TRPRH'OR, BE IT RESOLVED Br THE OO3(ISSION OF TEE
VILLAGE OF BISCAYI PARK, FLORIDA:

That the Comission in the best interest of the citizens of
Bisayne Park goes on record as sur.-,rting and endorsing. Senate
Bill 361 and the Gurney Amenment' t iaeto. BI IT FURTEU R2-
3OLVED, that a copy of this resolution ',e forwarded to Senators
Gumny and Chiles; and to the Chaitan of the Florida Mayors
Committee against a State Pesonei .noome Tax.

PASSED and ADOPTED this 5t). 13. co. July 1972.

? ay.'

.' °/* I

Village 'Clerk

,, 'aiy N. 8inger do hereby certify that the foregoing
13-. ).utlon Nlo. 216, was duly passed by the Cotsisslon of
tiii V "LIage of Biscayne Park, Florldas this 5th day of
,.-J, 1972.



521

RESOLUTION

WHEREAS, there is pending in the National Congress, a Revenue Sharing

Bill proposing to make available to states, counties and cities

certain tax money collected by the Federal Government, and

WHEREAS, the Bill carries a provision that a State must be levying a

State Income Tax in order for the State and its subdivisions

to be eligible to receive a share of the revenue, and

WHEREAS, the State of Florida has a constitutional prohibition against

the levying of a State Income Tax, which is as its citizens

want, and

WHEREAS, we feel such a restriction would be unfair to the people of

such states and an unwarranted interjection of the Federal

Government into local government,

NOW THEREFORE BE IT RESOLVED THAT, the City of'Cape Coral does hereby

vigorously register its protest at t.ae inclusion of any

provision in the pending legislation on Revenue Sharing that

would require a state to levy an income tax as a prerequisite

to its eligibility to participate in the distribution of the

funds that may be made available under the Revenue Sharing

Program, and

BE IT FURTHER RESOLVED THAT, a copy of this Resolution be forwarded to

the President of the United States, to the two Senators from

Florida and to the Representatives in Congress from the State

of Florida.

PASSED in regular session of the City Council of the City of Cape Coral,

Florida this 22nd day of May, 1972.
i ,

" Paul L. Fickinger, Mayor

ATTESTED to and filed in my office this 22nd day of May,' 1972.

Helen M. Peck, City Clerk
SEAL

81-395 0 -72 - 34
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SARASOTA
COUNTY CHAMBR OF COMMERCE e P. O. BOX S08 * SARASOTA. FLORIDA 33678 * PONE 83-96-V1V

July 19, 1972

Senator Edward J. Gurney
5105 New Senate Office Building
Washington, D.C. 20510

Dear Senator:

The directors of the Chamber of Commerce, on recommendation of
the National Government Committee, have declared against federal
revenue-sharing as provided in the Mills bill which passed the
House.

Their opposition to it is based on the same flaw which we know you
have pointed out: that the formula for distribution works to the
disadvantage of states without an income tax, and that each state
should make its own decision as to whether it wants such a tax.

Your proposal, to base distribution on federal income tax collected
from each state, is obviously much more fair.

The Chamber also condemned furnishing food stamps to strikers,
though we know this is a matter not up for vote in either house.

Thanks, and best wishes.

Sincerely,

Ge.n Maw
General Manager

NS :a
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HILo IUT|l N N(;, W

A tIE.I U1 I(N SUPPORTING SENATE BILL
3651 and ui'.SE DILL 14370 IVGETHFit WITH
'1 Hk GLRNLY AMENDTMENT

w iE|l-.i, it has come to the attention of the Town of Lauderdle-By-he-$es.
rtluids. Uat general revenue sharing bill in the Senate known us 3851 and

,,,us. bill known as 14370 contains an Inequity In that the Aistribution formula
o'opovtd by the House -',sys ane Means Cummtltee pea.tliea the State of Floria
and ito residents to the extent of opprozimately 17 milUon dollars annually; a'

AflLik.AS. the Gurney Amendment seeks to eliminate the penalty which would
exist against Florida and uther states which have not sought to adopt state income
thes; and

WHEPLAS. it Is vital that the State of Florida not be penalized because it has not
sought to invoke a personal income tax against its residents.

NC', 'IIEHEF(.E, BE 11 HESOLVET) BY THE TO':WN COMMISSION (IF THi
T,4: OF IAUnPi.ALE-BY-THL-SEA. F.OPIPA, IN REGULAR SESSION
CV;NV k.Nq~Th

Section 1; That the Town of Lauderdale-Hy-The-Sea support s'eneral Hevenue
Sharing enate bill 3851 and House Bill 14370 together with the b]urney Amendment.

Section .: '1he' Iown of L.auderdale-Hy-'lbe-Sea is in opposition to any acUon
Zhi. L ,uld seek to pea:slise the btatv of Florida and its residents by way 'f th,
fact ihat this state has sought not to impose a state income tax, and as a cones-
qurncP.- fully supports the Gurney Amendment which is designed to prevent such
OCt L .0 '. . Cos

,t'.Aon 3; Passed an'I adopted this 13th day of June, 1972.

hiayor-Com omdsloaer, Town Manager

(/1 ten Audi Cer~
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42-72

RESOLUTION NO. 42-72 OF THE CITY OF LAKE WORTH, FLORIDA,
SUBMITTING THE OPINION AND RECOMMENDATIONS OF THE CITY
COMMISSION REGARDING PENDING LEGISLATION TO THE FLORIDA
CONGRESSIONAL DELEGATION.

WHEREAS, the General Revenue Sharing Bill S.3651, now
pending before the United States Senate would penalize the
State of Florida approximately 17 million dollars per annum
for this State's failure to have a state personal income tax;
and

WHEREAS, the Constitution of the State of Florida,
prohibits the assessment of a personal income tax, and the
people of Florida have been consistent in opposing such a
evy; and

WHEREAS, Senator Ed Ourney has proposed an amendment to
S.3651 which would eliminate this penalty against Florida; and

WHEREAS, the terms of 8.3651 would otherwise provide the
State of Florida, its counties and municipalities, with revenue
vitally needed for the maintenance and operation of public
safety systems, environmental protection systems, public
transportation systems, and refuse disposal systems.

NOW, THEREFORE, BE IT RESOLVED BY THE- COMMISSION OF THE
CITY OF LAKE WORTH, FLORIDA:

1. That the City Commission is of the opinion that this
pending legislation, S.3651, known as the General Revenue
Sharing Bill, should become law, and hereby recommends that
the Florida Congressional Delegation make every effort in
this regard.

2. That the City Commission is of the further opinion
that the proposed Gurney Amendment which would eliminate the
penalty of approximately 17 million dollars against Florida,
should be made a part of the General Revenue Sharing Bill and
should become law, and hereby recommends that the Florida
Congressional Delegation make every effort in this regard.

3. That copies of this Resolution be furnished to all
members of the Florida Congressional Delegation and other
interested and affected persons.

THIS RESOLUTION PASSED this 16th day of June, 1972.

ATTEST: Commissioner

Uiy leRk

Submitted: 6/16/72
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Qtt f E agton
F L 0 R I D A

OFFC OF THE WAVOR

DEL LAYTON

June 15th, 1972

Honorable idward J. Gurney
U. S. Senator
Washington, D.O.

Dear Senator,

On June 12th the City Council of the City of

Layton voted unanimously to pass a resolution supporting

your Amendment and S 3651 ( HR 14370)., and I want you to

know you can depend on me for my personal support as well.

As I told Mayor Kennedy, I maintain a home

in Miami and come up quite often as I have some commercial

property there.

I hope to meet you in person some time when I

come to Miami. Thought you might find the enclosed olipp-

ings interesting.

Respectfully & Sincerely yours,._P
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RESOLUTION

BE IT RESOLVED BY THE CITY COMMISSION OF THE CITY OF LEESBURG,

FLORIDA, as follows:

That the City of Leesburg deems it to be in the best

interest of all Floridians that the GURNEY AMENDMENT to

the GENERAL REVENUE SHARING BILL No. S.3651 be adopted;

and

BE IT FURTHER RESOLVED:

That all citizens are requested to contact their

Congressional Representative and call upon them for

their support to this amendment.

PASSED and ADOPTED this 26th day of June, 1972.

I/ Sam L. Pyles
Sam L. Pyles
Mayor-Commissioner

ATTEST:

Is/ R K Evans
RK Evans
City Clerk and Auditor

I certify this to be a true and exact copy of the Resolution passed and adopted
on the 26th day of June, 1972.

RI Evans, City Clerk and Audit
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DALE M. LESLIE

V isu oxp Y ' 3--!c V lr CI~C I OURT
€OWrl CO]MM 1")sTsm. RICXW0.3 AND AUDITOR, MADISON COU, eY

tZ PIT= AV. Ulsd1... VU. DOA" 31a PMSV 9h01138AT
OOVC'. COX& as. 4. OrmM r.. MADISON, FLORIDA 32340 I Z U4'
CC'2.,A14 ICILRD4SC . Ifitals, P"A.
CLTV9 KWVO, AL t O.teL. P._______
LZT8 RAThT R' 3. . z,-, r.4 Pho. 973-4531

June 22, 1972

The Honorable Ed Gurney
United States Senator
Washington, D. C.

Dear Senator Gurney:

The Board of County Commissioners of Madison
County, Florida, wholeheartedly supports
your stand on the General Revenue Sharing
Bill, S-3651, now before the United States
Senate.

Yours very truly,

Dale 14. Leslie, Clerk
Board of County Commissioners
Madison County, Florida

DMlL: j tl1
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drI'Y OF T.,J.. , POll,'f

RESOLUTION NO. 319

1'I!ER:F,, the Unit&-; States Se nate is presently

coi idezo ig (::iural i('..vcnrza shcrinU Bill, S.365], which

coun'o .i r i disiri! ,i. o, for... proposed b tl,,e House

WL)"i E:nd Vcan, C,-.,.i Ltee whic-h % uld ;i.1hl.. Florida

appro.ifiimte]y 1,07,000,000.00 ver year bec, .ce the State

of Florida dues not have a Statt, Personal I:ncom Tax; and

WH1:REARS, Uijited States Senator Ld rPrney has pro-

posed an amencmuent to said bill which would eliminate the

penalty against Ulorida for failure of the State of Florifla

to have a State Personal Income Tax; and

WIEREAS, said amendment would have the effect of

granting to the State of Florida an additional $17,000,000

for needed State financing; and

1WrtU[AS, the City Commission of the City of Li')ht-

house Point is not in favor of a State Perso:nal Inco.ie

Tax for the State of Florida; and

WHIERUAS, the City Commission believes it would be

in the best interest of the residents of-the City of

Lighthouse Point and the State of Florida for Senator Guruey's

proposed amendment to be adopted by the United States Sen-

ate and [louse of Representatives.

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COM.-

MISSION OF THE CITY OF LIGHTHOUSE POINT, FLORIDA:

(1) The City Commission of the City of Lighthouse

Point hereby serves notice that it opposes the distribution

formula as proposed by the House Ways and Means Committee

under General Revenue Sharing Bill S.3651 to the extent

that it penalizes the State of Florida and its residents

for failure of the State to have a State Personal Income

Tax. Further, the City Conmission hereby serves notice

that it supports Senator Ed Gurney's amendment to said

BEST AVAILABLE COPY
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bill which eliminates the penalty in the existing distri-

bution formula against States not having Personal Income

Tax.

(2) That certified copies of this Resolution be

forwarded to the State of Florida membcrrn of the United

States Senate and United States Hou-;e of Representatives.

Passed this . day of _._, 1972.

MAYOR 6

CITY CLERK
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TOW OF MEUBOURNS BSRFCH,
A Residential Community

32951

May 10. 1972

723-4232

Romorable Edward 43u*ey
Senate Office Building
Vahiqatoa, D. C.

My dear Sir:

Ve have learned that the Bouse Ways mad a Rms C mittee has
reported a new revenue sharing proposal to the floor of the U. 8.
oue of Representatives

I an sure y are well aware of the need for this vital assistance
to the municipalities who are responsible for daily services to the
people. V strongly urge your support of a rovee sharing blU.

We further request you exercise every effort to delete the
provision requiring a personal inmoes tax as part of the torsm for
fund distribution. This ye feel io discriminatory an would be in
opposition to the basic purpose of revenue sharlag.

On behalf of the citisne of Nelbourne Beach I would like to
thank you in advance for your efforts Is our behalf.

Simerely,

r*mf cceMsszc, TOW OF XwoMM MEAN

John K. aunt, Jr.
"r

JAA

JOHN M. HUNT. JR. WiLIAM 1. WHITM
MeWV.0* MGWOF

WILLUAM S.4TMOM
Mac WMI SeLWOW

<L S. MOSS
Yu Amt,.

MMN A FAIRDURN W KNOX CAMPULL FRANMIN 3. IOMA
CCnaf WW C1.Is@w

"MEL L. COURTS
C0404 Of P.5ca

LRILAREI A. KRAL
DpV Ton C RA

P. 0. BOX 113
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1U$ICI UTI~i. . 65 -1974~

We,"IMhAb, it is prebesitly iendilng before the I rilted States !.enate,

benate Bill 365 1. known as the General 1*evenue sharing Bi111. ard

WH~U~A, Foria enator t;- tlurney has 1r'n, osed an autien-li,,ert

which would elirii-inate the penalty against states with little or no inco.;..o tax,

and

WII~A~*the State of Florida hm. no -ereonal incat.,e tax and the

S Gurney a i.OU~d!eiat would grant F-lorida an additional '.1-7 toiilion a year for

badly needed state financing, now therefore

14 L IT 11%ESC,1 .*- D Y T1 1% 1OCAlz )' C) I. C OU. IY CC-;Vl-1-Sk;N':1-;

OF ;V~( Clt.U?-TY, FLORJIIA that it hereby endorses the Gurney al..end-

merit to the General !Vcvenue Sharing 1B111, -enate 1411l 3651. now ending before

the United States Congress and urges all of 'iorida's E-enators anid z-e'.-bers of

the House of Representatives to eu. nort the Gurney aix;end.. erit and Senate

Ril 3651.

P IT F~ OPFATfl1'L Vi LViE2U 1Y SAIM) I*GAA'I') that co, iet of this

resolution. be forwarded to I'lorida's Unaited ct.t.,e Sienators arid isa;O .. bers of

the H-ouse of IPepresentatives re,. resenting Monroe County, lorida and by this

resolution requests them to eu peort the above at;;endi ;ent anci senate bill.

DI) Ab June 20, 197?.
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R.FOLUTI.')N NO.

THAT, VM-I dREA'E, there Is pending legislation before the Congress

of the United States of Amterica which provides a revenue sharing program between

the Federal level of governt and the various State levels of government, within

theso United States of America;

AN. - VVH.- MEAS, It has been brought to the attention of this City Council

that one feature In the general revenue sharing bill, ,'-O881, which In now pending

befoi~e tha United Stats Senate could result In a penalty to the S"-tate of Florida,

AND WHEREAS, the penalty provided therein is contained within the

distribution formula as Proposed by the House Ways and /eeane Committee which

could penalize Florida approximately $17,000,000.00 per year for the reason that

the State of Florida does not have a Zte Personal Income Tax;

AND'WHaIiREA. , It is possible that said penalty could be increased by

future sessions of Congress until such time that the .,tate of Florida is coerced

Into enacting a constitutional revision or legislation which would require a State

Income T ax;

AND VvHERC A t. aforesaid penalty could not only affect the State

level of government in the t:tat of Florida, but could also adversely affect the

economic Interests of all local subdivisions and municipal corporations thereof In

the event that Florida should be coerced Into enacting a constitutional visionn or

legislation requiring a State Personal Income Tax;

AND WHEREAS the existing economic structure of the State of Florida

Is such that a Personal Income Tax is odious to the basic economic principles of

this ctate, and the citizens who are residents horeof;

AND WHEREAS It does appear that the Honorable Edward Gurney,

United states .Senator, has proposed an amendment to b-.0681 for the purpose of

eliminating the penalty against the 'State of Florida and other states which do not

have Income Taxes;

AND WHiREAS sAid amendment would prevent the Irposltion Of a

-tate Personal Income Tax In Florida and would grant Florida an additional

$17#0000000.00 a year for required Stator financing;
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AND WHEReAS the City Council seems it to be In the best interest or

the state or Florida and all of the political subdivIsions and municipal corporations

thereof and the citizens of this !Aate who reside therein, for the aforesaid amend-

ment to S-661 to be adopted.

-AN[- W-EREA this City Council Is strongly in support of the general

revenue sharing plan provided that tha aforesaid objectionable features now contained

therein can be eliminated.

NOW, THCaRFORE. BE IT HCREDEY RESOLV) EY THE CITY COUNCIL

o Or THE CITY OF NZW PORT RICHEY, FLORIDAs as followsI

1. That this City is In favor of the general revenue sharing legislation

now pending before the Congress of these United States of America so that adequate

revernu being realized by the Federal Government will be made available to the

various State governments, Including the state of Florida, for needed projects

within said states, ir which hanlds are not readily available.

2. That this City Council is in opposition to any plan contained within

sid revenue sharing legislation which would require the State or Florida to adopt

a $tate Personal Income Tax, either by constitutional revision or by the enactment

of legislation.

S. That this City Council is in mpport of th proposed amendment to

$.,-00 I, as presented by the Honorable Edward Gurney, .enator rom the State

of Florida, which will eliminate the requirement contained in said general revenue

sharing legislation for the State of Florida, or any other stats, to enact a Personal

Income Tax measure In order to qualify for general revenue sharing with the

Federal Government.

CONE AN R,!.OLVD in the City Council Chambws of the City of New

Port Richey,, Florida, by unanimous action o the City Council this day Of

.Aune, A. D, 1072.

T . Mayor

.. AT! E,€.T:

city Clark
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LEO M OLEINN Prmik
W LEONARD WOfFPL ViC PMds"
GlTTY IUI VILLAIN 5W9Mi
01ORGE PARK. TrseWr4W
THOMAS W, SUTHIR JR.. AMae

II ECTORS
OLOVICEI ARD
C.A. SOWERS
W.H. BYROM
CLY0E W. ORAYOON
W.V. NAROREAVES
N.M. MHIENZLMAN
T. SOL JOHNSON
RICHARD LANE
HENRY LOCKITT
DR. N.V. LUNDY
CLAYTON MAPOLSS
J.J. PINK
FELTO SMITH
C.I. SOMERBy
NORMAN STEPHENS
CD. I.D. SULLIVAN
A. DOUGLAS WORLEY

30W i~n tr t
MILTON. FLORI As 70

PHONE 623 3-

July 12, 1972

The Honorable Edward J. Gurney
5105 New Senate Office Bull1ing
Washington. Do C, 32210

Dear Senator Gurneys

Your June Newsletter arrived today and we note,
with much interest, your actions concerning Revenue
Sharing Bill.

The passage of this bill by the House is most un-
fortunate for the citizens of Florida. However, we are
very fortunate to have you representing us with your
proposed amendment in the Senate.

Hay we say thank you for your actions and wish you

every success in your amendment,

If we can be of any assistance please let us know.

Sincerely,

I

Thomas W. Suther, Jr.
Manager

cci The Honorable Layton Chiles
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RESOLUTION

The Board of Directors of the Gainesville Area Chamber of Comerce supports

the concept of Revenue Sharing in HR 14370 with the following exceptions:

1. The overall Federal Tax burden should not be increased.

2. Funding for the bill should not be based on piecemeal
tax reform. For example, there should be no repeal
of the now ADR System and an increase in the minimum
income tax on tax preference items as suggested by
HR 14380.

3. The bill should follow normal appropriations
procedures which would provide for congressional
review of funding.

4. Distribution of the funds should not be geared to
any single state tax. For example, the current provision
will disallow Floridas' participation In $900 million
since Florida has no personal income tax.

Adopted this day of 1972, by the Board of Directors of

the Gainesville Area Chamber of Commerce.

Fn4Jident

Carroll D. Gray, Executiv(Jice President
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RS()LUTION 15-72

A RESOLUTION OF THE TOWN COMCL OF THR TOWN OF PA L BlEACH

PAL BEACH COVVT, FLORIDh, WWRSSING SUPPORT TO S3TR EWARD

GURNEY'S AMME TO SEATE BILL S. 3651.

WBHERAS, a proposal exists before the United States Congress

known as the "General Revenue Sharing bill", 8. 3651, and one of

the effects of such bill would be to penalize those states which do

not levy a State personal income tax, such as Florida, and#

HEREAS, it would appear manifestly unfair to impose such

penalty for such a reason and

WHEREAS, Senator Edward Gurney has proposed an amendment known

as the "Gurney Amendment" to eliminate such penalty provision and it

is believed that such amendment would be in the public interest,

WMN THEREFORE BE IT RESOLVED BY TE TOMS COUNCIL OF 111 TON

OF PAL DEA, FLORI, as follows

Section 1. That the Florida Congressional Delegation and United

States Senators be and they are hereby urged to support Senator Edward

Gurney's pending amendment to the General Revenue Sharing Bill. . 3651,

now pending before the Corigress, and the Clerk is hereby directed to

send certified copies of this Resolution to the members of such Con-

gressional Delegation and to the members of the Senate.

PASSED AND ADOPTED in regular, adjourned session assembled

this 13th day of June, 1972.

APPROVED. e Town Council

Mayor

ATTEST:,-, -

Town Clekk
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CITY OF PALM BEACH
10500 N. MILITARY TRAIL o PALM UKACH GARDeNs.

GARDENS
FLORIDA 33403 o 622.1200

June 16, 1972

The Honorable Idward J. Gurney
l Senats Office Building

Washington, D, C. 20510

sift

On behalf of the Mayor and other members of the City Council, City of
Palm Beach Gardens, Florida, I wish to inform you of their sincere
interest in the General Favenue Sharing Bill, 83651 (R.R. 14370).
The City Council is in full agreement with the concept of the Revenue
Sharing Act.

Their main concern is the distribution formula as proposed by the House
Ways and Means committee, which would penalize Florida about 17 million
dollars a year for not having a State Personal Income Tax.

The City Coucil, City of Palm Beach Gardens, Florida, strongly supports
your proposed mondment which would eliminate this inequity.

Respectfully yours,

ober r H.Crson

City Manager

RHClmea

cc: Lawton Chiles, U.S. Senator
Paul o. "aera, State Representative
David Kennedy, Mayor, Miaip, Florida

01-395 0 - 72 - 35



638

WHEREAS, there is now pending before the Congress of the

United States a bill designated the general revenue sharing bill,

8.3651, (H.R. 14370)h and

WHEREAS, under the provisions of said bill if adopted, it

is estimated that the State of Florida would receive approximately

$17,000,000.00 per year less than it otherwise would receive because

of not having in effect a State personal income tax; and

WHEREAS, the Honorable Edward Gurney, one of the Senators

from Florida, has proposed an amendment to said bill which would

eliminate the penalties to the State of Florida and other states hot

having personal income tax; and

WHEREAS, the Board of County Comissioners of Polk County,

Florida, having considered the general principles of the said revenue

sharing bill and the proposed amendment by Senator Gurney believe

both the said bill and the amendment are in the best interests of

local government and of the people of this country, now, therefore

BE IT RESOLVED by the Board of County Comissioners of Polk

County, Florida, in regular session dulyassembled, that the said

revenue sharing bill and the Gurney amendment thereto be endorsed

by this Board and the Congressional delegation from Florida be urged

to support both said proposals; and

BE IT FURTHER RESOLVED that a copy of this Resolution be

furnished to each member of the Florida Congressional delegation

DATED this 20th day of June, A.D., 1972.

STATE OF FLORIDA )

COUNTY OF POLK )

I, Paul Vaughn, Clerk of the Board of County Commissioners of
Polk County, Florida, hereby certify that the above Resolution is a
true and correct copy from the minutes of the Board of County Com-
missioners of June 20, 1972.

WITNESS my hand and official seal of said Board this day
of June, A.D., 1972.

PAUL VAUGHN. Clerk
BOARD OF COUNTY CCOiISSIONERS
POLK COUNTY, FLORIDA
By___

Deputy ojerK
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HI.1iITION NO. ,%1,f

A RESI)IAITION OP THE CITY OP SAFETY HARBOR,
PItRITDA F.Nr NSING THE GENERAL REVENUE SHARING
PI.L, .. 5651, NOW EFPORE THE UNITED STATES
SENATE, AS AMENDED IN ACCORDANCE WITH THE
PROrOSAl, OP SENATOR ED. GURNEY.

WHEREAS, the GOneral Rovrnue Shnring Bill, S. 3651, now before the
!nJted States .1enate could penalize all of Florida in the
amount of nevrnteen million dollars for not having a state
personal income tax; nnd

WHEREAS, Sonator Ed. Gurney has rrnrnned an amendment to S. 3651, which
would PlJmJnnte the pwnalt*v neninst Florida and other States
with lJttle or no Incomr t.ixn; and "1

jEREAS, the Gurney amendment wold ,.rovent the imposition of a state
personal Ineom- tni In lo..i'In and would grant Florida an
additional spvpntion millinn -ntlarn a year for badly neoded
state financinp; and

WHEREAS,"although this seventeen mJil)inn dollar a year penalty is
directed at the sntate eovprnment share of general revenue
sharing funds and dorep nnt. affect funds allocated to local
gwvernm.ntn, i t wnozld eventually and vitally affect the
constituento of all lonal government In Florida, if Florida
should be fnreed in#,n a state personal income tax.

NOW, THEREFORE PE IT RF-iOIVFI) BY THE CITY COMMISSION OF THE CITY OF
SAFETY HARIVIII. VI'IPIA; AS POII1OWS:

THE PITY ov :;A TY HAHI)R, FIARIDA DOES, IN
TIlE HE:;T t iNr9ilFT Op AL, FLORIDTANS, INCLUDING
TIIE C1TrZFN: OF SAFETYY HARBOR, FLORIDA, ENDORSE

THE roNNERAl, 0I'VEN41J SHARING BTLL, S. 3651, AS
AMP.NI'I) IN AtrORDANCE WITH THE PROPOSAL OP

SENATOR Exl. GiRNEY.

-PASSED AND ADOPTED T111:. 19th DAY OF JUNE A. D. 1972,

ATTEST: . . . . _. ., / /

TY CLERK

MATOR-COMM SSI"ER

COP1P1IONEH

CoRMM"1 sioNEI
COMMI 510W K
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RESOLUTION

ON MOTION BY COMMISSIONER KIMBROUGH, SECONDED BY
COMMISSIONER DAVIS, THE FOLLOWING RESOLUTION WAS
UNANIMOUSLY ADOPTED AT THE REGULAR MEETING OF THE
BOARD OF COUNTY COMMISSIONERS OF SEMINOLE COUNTY,
FLORIDA, ON THE 20TH DAY OF JUNE, A.D. 1972

AHEREAS, United States Senate Bill No. 3651 entitled the

General Revenue Sharing Bill is now being considered by the

United States Congress, and 0 -

WHEREAS, the State of Florida at the present time does

not impose a personal income tax on its citizens, and

WHEREAS, it is in the best interest of the State of Florida

to refrain from imposing such a tax, and

WHEREAS, Senate Bill S. 3651 as it is presently drafted

would penalize Florida $17,000,000 per year and would have the

effect of increasing the penalty to Florida in future years, and

WHEREAS, Senate Bill S. 3651 would virtually force the

State of Florida into a state income tax;

NOW, THEREFORE, BE IT RESOLVED by the Board of County Com-

missioners that in consideration of the foregoing, they hereby

express their support for Senate Bill S. 3651 (H.R. 14370) and

for the amendment proposed by Senator Ed Gurney to correct the

Inequity inherent in the bill.

UNANIMOUSLY ADOPTED this 20th day of June, A.D. 1972.

ATTEST:

SB K Cl r I, A~th*, H g. bdh. fr.*.,%b of IhiD Ctcvsir coirl ofi Im inail

0 , W'k ON, . i J . hr or, W W j. Vokehpi % j111 4 Ul oo

*vc V *m us 41SS'O'' V41,aI@S hed/uACi.gl wh 1; '. Q~lr, l l dI 5:14411 PIi'll 111 A

IN :, 1r .'A W l R f. I h i besf so ' . 01 loa idgood

(seal) Aflhor K Wind%. Jr. fiso"k~ Cliii

I ol
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RilSOLU'UI(N Nk,. .

A REtJAWUI(iN OF M'h E BOARD OF £OMMLSKoNdR& W* 'IIL LfIY 1F TARPON
SPRINGS. FLGRIDA, SUPPORTING SENATOR EDWARD GURNEY'S AMENDMENT
TO "hi GaiNLRAL RVbNUR SHARING BILL. S U41. AND TIHL UL tERAL,
REVENUE SHARING BILL, S 3651, (. R. 14370).

WHEREAS, It Is vital that the municipalities of Florida support the Florida

Mayors Committee, and go on record as to th.- General Revenue S iarng Bills

NCW THEREFORE BE rF RESOLVED by the Board of Commlasonera

of the City of Tarpon Springs. Florida, su;ot Senator Edward Gurney's

Amendment to the General Reven~e Sharing Bill, which ameadm..nt oppoes

state personal Income tax, sad support the General Revenue Sring Bill,

S 3651, (if. R. 14370).

PASSED AND ADOPTED in regular session this 20th day of Jue. 1972.

AITEST:

"-.-Ciy lrk -O iL'or -
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R4.iCJJT1OW M.__
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SOCLA04 4. YTh Cxty Clerk L 4&rec~e4 co forward forh-
vit io each somber of the- Floraa De jiton LU &he tn Led
States C-.)a1t xe -a aerca efd copy *I h1 UiiS cOl -Lon

P*4112 and ,D0O fl by the Cicy Councl of the City 4f
Taeap, rjlor*i4, thLs .___ day of APR 18 1 , 7

CM? CLR

State of Florida)
County of Hilleborough)

This Is to oertIfY that the foregoing 16 atrue and co -.clt ,7-.,.y of . .. -"- ' ' "

on file In ofi..cc.

Witness my hand ezd ofTlolal seal this 'day

CITY CLM.

o :/ ,~e e .
eI 

IX 
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RESOLUTION NO.

A RESOLUTION IN SUPPORT OF SENATE BILL 3651
(H.R. 14370) AND OF THE GURNEY AMENDMENT THERETO
IN REGARD TO REVENUE SHARING.

WHEREAS, there is presently before the United States

Senate the General Revenue Sharing Bill, S 3651 (H.R. 14370), and

the distribution formula' as proposed by the House Ways and Means

Committee thereunder would penalize Florida approximately 17 million

dollars per year for not having a State personal income tax, and

WHEREAS, it is possible that the amount of such penalty

would be increased by future Congresses until Florida could be

virtually forced into a State income tax, and

WHEREAS, although such 17 million dollar a year penalty

is presently directed at the State government share of general

revenue sharing funds and does not effect funds allocated to local

governments, it would so effect the inhabitants of all local govern-

ments in Florida should Florida at some time he forced to pass a

State personal income tax, and

WHEREAS, Senator Edward Gurney has proposed an Amendment

to said Senate Bill 3651 which would eliminate the penalty against

Florida and other states with little or no income taxes, which would

prevent the imposition of a State personal income tax in Florida

as well as granting to Florida an additional 17 million dollars a

year for State financing, and

WHEREAS, the City of Wilton Manors.does support the con-

cept of general revenue sharing itself and does further strongly

support the proposed Gurney Amendment to Senate Bill 3651 as above

set outs
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NOW THEREFORE BE IT RESOLVED BY THE CITY COUNCIL OF

THE CITY OP WILTON MANORS* FLORIDA:

SECTION I

That the City of Wilton Manors does by this Resolution

hereby evidence its support of the concept for general revenue

sharing and does further strongly evidence its support of the

Gurney Amendment to Senate Bill 3561 as hereinabove set out.

SECTION II

That a copy of this Resolution be forwarded to Senators

Edward Gurney and Lawton M. Chiles, Jr. and Congressmen Paul G.

Rogers and J. Herbert Burke.

V7 fI
ADOPTED on this 4 day of ___________ A.D. 1972.

t /

' President of Counc:l



546

RESOIAITION No. 90

A RESOIIITION EXPREfSSING THE .IJI)PORT OF
THE PEOPLE OF THlE CITY OF HIGH SPRINGS,
ALACHUA COUNTY, FLORIDA, FOR THE GURNEY
AMENDMENT TO THE GENERAL REVENUE SHARING
BILL NOW BEFORE THE UNITED STATES SENATE.

WHEREAS, the United States Senate is considering the

enactment of a General Revenue Sharing Bill S 3651 allocatinrg

funds for the operation of State Governments, and

WHEREAS, the Senate Bill now under consideration would

penalize the State of Florida some 17 million dollars for

not having a Stat6 Personal Income Tax, and

WHEREAS, this would tend to force the imposition of a

personal income tax on all the people of Florida and vitally

affect all the constituents of our local governments, and,

WHEREAS, Senator Gurney of the State of Florida has

proposed an amendment to Senate Bill S 3651 which would

eliminate the proposed penalty against the people of the State

of Florida and other States with little or no state personal

income tax:

NOW, THEREFORE, BE IT RESOLVED BY THE PEOPLE OF THE CITY OF

HIGH SPRINGS, FLORIDA,

Section 1. That the Florida Delegation to the

United States Congress be advised of our Community's support

of Senator Gurney's amendment.

Section 2. That the United States Senate be urged

to consider the plea of all local governments relating to

support for a General Revenue Sharing Bill.

Section 3. That all Florida local governments be

invited to support the amendment proposed by Senator Gurney

to prevent the imposition of a State Personal Income Tax in

Florida.
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Section 4. That a copy of this resolution be

provided every Member of the Florida Delegation to the Congrcuv.

PASSED this 13th day of June 1972 A.D.

Thomas E. Diedeman
Mayor-Commisioner

A tt e st
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RESOLUTION

A RESOLUTION IN SUPPORT OF GENERAL REVENUE SHARING

AND SENATOR GURNEY'S PROPOSED AMENDMENT TO S. 3651

BE IT RESOLVED BY THE BOARD OF COUNTY COMISSIONERS OF

GADSDEN COUNTY, FLORIDA:

I. This Board is advised that under the present provisions

of the General Revenue Sharing B11 S. 3651, now before the

United States Senate, the State of Florida could be penalized

because it does not have a state personal income tax.

2. That it is not fair to penalize the State of Florida

because it chooses to raise its revenue from sources other than

an individual income tax.

3. That the Federal government gets its tax money from

the people of Florida on the same basis as it does from the

people of other states, except that the personal income taxes

of the people of Florida, paid to the Federal government, are

not lessened by any deductions for income taxes paid to the State

of Florida.

4. That the Board strongly supports:

a. General Revenue Sharing

b. Senator Gurney's proposed amendment to S. 3651 and

urges its adoption in order that the people of Florida

will have equal and fair treatment with those of states

having personal income taxes.

5. That the Clerk of this Board send a copy of this

Resolution to Senators Gurney and Chiles, Congressman Fuqua, -

Governor Askew and State Association of County Comnxissioners.
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STATE OF FLORIDA
COUNTY OF GADSDEN

I, Edwin Baur, Clerk of the Circuit Court and
Ex-officio Clerk of the Board of County Commissioners,
of said county and state, do hereby certify the above
and foregoing to be a true and correct copy of a
resolution which was adopted in regular session on
July 5, 1972, as appears in County Commissioners'
Minutes of the public records of Gadsden County,
Florida.

Witness my hand and official seal this 13th
day of July, 1972.

fi ,L CLERK
N

(77
4.

I
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RESOLUTION NO. -72

A RESOLUTION OF THE COMMISSION OF THE TOWN OF
LAKE PARK, FLORIDA, SUPPORTING THE AMENDMENT
OF SENATOR ED GURNEY OF FLORIDA TO SENATE
-BILL 3651 (HR 14370).

BE IT RESOLVED BY THE COM4ISSION OF. THE TOWN OF LAKE

PARKs

SECTION I

The Town Manager is hereby directed to advise the

Congress of the United States that the Town of Lake Park, Florid

supports the amendment of Senator Ed Gurney of Florida to Senate

Bill 3651 (HR14370), together with the said bills which will

provide for general revenue sharing between the United States

and municipalities without penalizing Florida municipalities

because the State of Florida does not have a State personal

income tax.

SECTION II

The Town Clerk is hereby directed to forward a certified

copy of this resolution to Senator;,.Ed Gurney, Senator Lawton

Chiles and to Representative Paul Rogers.

PASSED AND ADOPTED THIS DAY OF , . , 1972.

(Town Seal)W6~~
MAYOR

ATTEST: /

Town Clerk

1, John M. Mullin , Town Clerk of the
Town of Lake Park, County of Palm Beach, State of Florida
*do hereby certify that this is a true and correct copy
as taken from the official records of the Town of Lake
Park, Florida.
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RKSOI.IrTION NO0. SZ-72

A 7kES', * :N -.W[ 1HE CITY COMMISSION OF THE CITY OF WEST PAlihi RFACH,
~c~ APPROVAL IN PRINCIPLE, THE CONCEK' OF WPE CraVERAL

SA"T 8LL, SENATE BILL NO. S-3651; EXPRESSING Orrosat1c TO
Pr..YAL;Y 'rZOVI S1T)S IN SAID GENERAL REVENUE SHARING BILL. fIN RE;'ARF:S TO
PENALI1tC rilh). STATES WHICH HAVE NOT ADOPTED A STATE I 1RPSNAL INCOME

AZ A.%D Oqv1,:c DFI.Er[O OF SAID PENALTY PROVISIONS FROM SAl!'- C.ENFN1AL
PrEVIFN!F S1IAN,r RILL.; AND FOR 0111ER PURPOSES.

W'4I.',the Sernate of the United States -is prcsvt tly cna-sideri .g

adoip~l'r.i fI a General Rev'enue Sharing Bill, Senate 'Bill N.S-3651, c:vi-

SL-ii.-Arr cer( -tin provisions which would penalize states ai-I nicipttltes

thieroi f-jr n'1L having a state personal income tax; and

.. rrsthe City of West Palm Beach, Florida, ttpp-,-veA. iv.

pr-i~ciple, tlie cr.rccpt of said General Revenue Sharing B11.1. but cppcses

pe-r1-imt P"Avi-4ios penalizing those states which have not .!dopted a

state pcs::Iincome tax;

NOW, IIIRFYOREF, liE AND IT IS HEREBY RESOLVED BY THE CITY CG!M.ISSTON OF
THE Guly 01r wpsl1 PALM REACH, FLORIDA:

SECT !f'T I, jii.1 the City of West Palm Beach, Florida. h-rchy texpresset;

airviin principle, the concept of the GeneralI Rocnue

H ill, Senate Bill No. S-3651.

SECT ION 2; Thlat the City of West Palm Beach, Flnrida, hereby ioxptesses

t.p.. '.Iij!on to penalty provisions in said General Roe-nmi Shari-g

1, 'i i regards to penaliz.ing those states whid 1(- ve rot

."bj-t-ed a state personal income tax and urges deletion of said

tio".ty provisions from said General Revenue Sharing Bill.

SECA 1i.: 1: 1!".i' tlee City Clerk Is hereby directcd to fitr.iish certified

(ills'ies el rbtiq Resolution to Senator Lawton Ch~iles', Senator

Lt.- irri (hILn(y and Representative Paul G. Rogers.

S EC *, 1ON 4 Thnt this Resolution shall take effect im~fedilely upoi

1'ASSLP AN') 'WiViD THIS 4,4/1DAY OF 1972.
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(CORPOPAT'E SEAL)

ATTEST .,

James W. Vance, City Attorney

- 2-



RESOLUTION NO. 311

PERTAINING TO THE GENERAL REVENUE SHARING BILL,
S. 3651, NOW BEFORE THE UNITED STATES CONGRESS.

WHERAS, Senate Bill No. 3651, commonly referred to as the
General Revenue Sharing Bills is now before the Congress of the
United States, and

WHEREAS, the distribution formula of said bill provides that
high-taxing states shall receive a larger percentage of the money, and

WHEEAS those states now operating without a state income tax
would be penalized rather than rewarded for exercising economy in
state government, and

WHEREAS, the distribution formula of said bill is patently
discriminatory against those states which have avoided the enact-
ment of a state income tax, and

WHE2 IEAS, S. 3651 clearly fosters and encourages extravagance
rather than economy in state and local government, and

WHEEAS, the tenor of S. 3651 is inflationary to the extent
that higher state taxes will produce higher federal distribution
to be disbursed by the states, and

VRMEAS, in order to obtain a fair proportionate share of the
proceeds of S. 3651, those states presently without a state income
tax will be required to enact such legislation, and

WHEAS, unnecessary taxation is contrary to the principles
on which our country was founded and developed, and

WHEREAS, the amendment proposed by the Honorable Ed Gurney
United States Senator from the State of Florida, would correct tUe
inequities of S. 3651.

NOW THEREFORE, BE IT RESOLVED, THAT T,'HE CITY COMMSION OF
THE CITY F ANNA YARIA, FLORIDA, 14AKE KNOWN ITS STRONG SUPPORT FOR
THE GURNEY AMENDMENT '0 S. 3651 AND FOR GENERAL REVENUE SHARING, AND

BE IT FURTHER RESOLVED, THAT A COPY OF THIS RESOLUTION BE
ADDRESSED TO THE HONORABLE SENATORS AND CONGRESSMEN REPRESENTING
THE VOTERS OF THE CITY OF ANNA MARIA FLORIDAp FOR THE PURPOSE OF
SOLICITING THEIR SUPPORT AND COOPERATION IN THE ENACTMENT OF S. 3651
AS AMENDED BY THE GURNEY AMENDIT.

PASSED AND ADOPTED by the City Commission of the City of Anna

Maria, Florida, in regular session assembled this 3rd day of July, 1972.

OION

-~C ..'13i~ "" -

CITr CLE ""1O415IONER

81-395 0 - 72 - 36
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RESOU'i'ION

Wi. EAS, the Congress of the United States of )Aerica now has
c.S before it proposed legislation known as the General Revenue

.ing Bill, designated as S. 3651 and H.R. 14370;

AxA WEREAS, said legislation as presen.cly proposed would .t
.: "- tion in a revenue sharing for those states which do not levy

z. incomo tax;

. WHZRaAS, Senator Edward Gurney of 21orida has ;"OL ,
... to said bill elirirating pona. or restrictive provi-..ia.
o..ozivo against such states not levying pelrsonal inco -e taxes;

.AN WHi&REAS, the Cicy' of Holmes Beach, PFlorida, is de '-:eo- o'
eoxpz'ssing its support of Senator Gurnoy's proposed amendment, Es wC..L
&s ;6 support of the Revenue Sharing Bill as so ended;

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COUNCIL e2' "AE C'&"Y
02 .--GY.-S BEACH, FLORIDA, IN SESSION D"Y ASSE3LED, THAT:

'. "e City of Holmes Beach, Flor'*C-, through its electcd c-.y

co_.ic-'& does hereby support the anc.ndnocnt proposed by Senator Edwarc
Z._:zney oi Florida to the General Rovenu Sharing Bill, S. 3651, which

en.t would remove any penalties or restrictions imposed upon btato
. do not levy personal income taxes.

2. T'he City of Holmes Beach, Florida, through its elected ciy
". does hereby support the concept of the General Revenue Sh"ring

.'-.", S. 3651 and H.R. 14370 as it would be amended by the propo3ed
. n of Senator Gurney.

rne Mayor of the City or Holr.es .each, Florida, is hereby "rc:cod
.. ^..orized to take all necessary and proper stops to make ka.ow.; ,o
.Co,.cjress of the United Staces in general, and the Floridd Soi,.-%o
%op:zesontatives in particular, the views expressed herein.

PASSED this . day of 1972.

,.eber of City Council
SEAL

City Clerk

APPROVED before me this /"' day of .' ' A.D. 1S72.
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Town of G(lfvirt., Florida Roluton No. 6

A Resolution of the Ton zoildl'of the To of Golfview, Florida, in mAort

of the General Rrevue Sharlng Bill, S. 3651, now before the United States Senate

and in support of an h1P5 t to S. 3651 proposed by the Honorable d Gurney,

United States Senato from Florida.
I

, a Guenral Rfle ,aring Bill, S. 3651,liinrI before the United

States Senate for its ornideration; and,

# the distribution f ,a, as proposed by th3 tme ays and Hws

Comitte, w -er adh Bill would penalize the State of Florida r~dzuately 17

million dollars a year for failure to have a state personal incm taxi and,,

'i S, the Honorable B = Qry, United States Senator from Florida, has

proposed an amw.ent to said Bill, S. 3651, which would eWimnate the penalty

against Florida and other. States with little or no incom taweI

BE IT RFOLVED BY TM TCI X CF THE TC C oGCVIDI, FLC s

SrCH 1. 7he fTn Cocil. does hereb sffort and adopt the idea and

omnept of a General r arin Bill beten the Federal Govermet and

the States of the United States.

SAETIOL 2. The Ton Cooil does hereby msjport and aprp the Genial

Reveme 'Raring Bill, S. 3651, now before the United States Senate and the

aawnedet thereto as proposed by the ftnoable Ed Gurney, United States Senator

from Florida, which would elminate the penalty against Florida for not having

a State personal inoe tax.

CMW the 22nd day of June, 1972.

TO* OF G&VWA

TOM SEAL Mayor /.oAAII
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RESOLUTION NO. R-72-142

A RESOLUTION OF THE CITY COMMISSION OF THE CITY
OF HOLLYWOOD, FLORIDA, SUPPORTING THE GENERAL
REVENUE SHARING BILL, S.3651, (H.R. 14370)o
AND THE AMENJDMENT THERETO PROPOSED BY THE
HONORABLE EDWARD J. GURNEY* U. S. SENATOR FRM
THE STATE OF FLORIDA.

WHEREAS, the Honorable Edward J. Gurney, U. S. Senator

from the State of Florida has proposed an amendment to the General

Revenue Sharing Bill, 5.3651, (H.R. 14370) which would eliminate

,the penalty against Florida and other states with little or no

income taxes and

WHEREAS, the City Commission of the City of Hollywood

deems it to be in the best interest of the citizens of this

municipality and the State of Florida that there be no State

Personal I0come Tax imposed on Florida residents,

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COMMISSION

OF THE CITY OF UOLLYWOOD, FLORIDAs

Section -I That the City Commission unanimously

endorses and supports the General Revenue Sharing Bill, S.3651,

(H.R. 14370) and the Gurney amendment thereto.

Section 2. That the City Clerk be and is hereby

directed to send a copy of this resolution to the Honorable Edward

J. Gurney, U. S. Senator from the State of Florida.

Section 3: That this resolution shall be in full force

and effect immediately upon its passage and adoption.

PASSED AND ADOPTED this 28th day of -June , 1972.

ATTESTt AO
I. L AVID. CITY ATTONaV

ACTING CITY CLERK O", oCC Box 2107.. LLYWOOD. FLORIDA M,102

,O 'r
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RESOLUTION NO. 72.23

A RESOLUTION OF THE CITY OF MADEIRA BEACH,
FLORIDA, SUPPORTING AMENDMENT TO SENATE
BILL NUMBER 3651 PROPOSED BY THE HONORABLE
EDWARD J. GURNEY, UNITED STATES SENATOR,
STATE OF FLORIDA.

WHEREAS, the Honorable David T. Kennedy, Mayor,

City of Miami, Florida, wrote under date of June 7, 1972,

to the Mayor of the City of Madeira Beach, Florida,

urging that the Board of Commissioners of the City adopt

an appropriate Resolution supporting the Honorable Edward

J. Gurney in his proposal of an Amendment to Senate Bill

Number 3651, the General Revenue Sharing Bill now before

the United States Senatel and

WHEREAS, it appears that the said Senate Bill

contains a distribution formula, proposed by the House

Ways and Means Committee of the United States Congress, which

would penalize Florida in sums approximating 17 million

dollars annually unless the State of Florida passes

legislation imposing a state personal income tax on its

residents and

WHEREAS, such a state income tax for the

residents of the State of Florida is undesirables however,

the Amendment as proposed by Senator Gurney to the said

Senate Bill Number 3651 would alleviate the necessity

of a Florida State personal income tax in order for the

State of Florida to share in the General Revenue Sharing

Bill; and

WHEREAS, Mayor Kennedy has requested that this

Board of Commissioners adopt a Resolution expressing the

support of this governing body to the Gurney Amendment

to Senate Bill 36511 now, therefore,

POW BE IT RESOLVED BY THE BOARD OF COMMISSIONERS

OF THE CITY OF MADEIRA BEACH, FLORIDA, that

This governing body, by virtue of this
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Resolution, does hereby go on record in support of and

favoring the Amendment of the Honorable Edward J. Gurney,

United States Senator from Florida, to Senate Bill 3651,

whereby the necessity of the State of Florida to impose

and levy a personal income tax upon its residents would

be eliminated and not required in order for the State

of Florida to share in the General Revenue Sharing Bill,

Senate Bill Number 3651, now before the United States

Senate.

BE IT FURTHER RESOLVED that a certified copy

of this Resolution be forthwith forwarded to the

Honorable Edward J. Gurney, United States Senatorl a

copy to the Honorable David T. Kennedy, Mayor of the

City of Miami, Florida, who is serving as Chairman of-

the Florida Mayor's Committee against a state personal

income taxI a copy to the Honorable Lawton Chiles,

United States Senator from Florida; a copy to each

of Florida's Honorable Representatives in the House of

Representatives, U. S. Congress; a copy to the Honorable

Reuben O'D. Askew, Governor of the State of Florida; a

copy to the Honorable Wilbur D. Mills, Chairman of the

House Ways and Means Committee, United States Congress;

and copies to such other persons as may be interested in

the subject matter of this Resolution.

The above and foregoing Resolution upon Motion

of Commissioner __ _ _ and seconded by

Commissioner )ej.td , was duly approved

and adopted at a meeting of the Board of Commissioners

held on the V_-ay of , A.D., 1972.

Ayes.,- -

Nays: 0 -

Absent or Abstainingi - o -

.ayol-Commissioner"

ATTEST:
/
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IN THE OFFICE OF THE CLERK

FOR'THE CITY OF

MADEIRA BEACH, FLORIDA

STATE OF FLORIDA )
X -- SS

PINELLAS COUNTY )

I, the undersigned Clerk of the City of Madeira Beach,

Florida, do hereby certify that the attached is a true and correct

copy of the following:

RESOLUTION .NO. 72.23, A RESOLUTION OF THE CITY
OF MADEIRA BEACH, FLORIDA, SUPPORTING AMENDMENT
TO SENATE BILL NUMBER 3651, PROPOSED BY THE
HONORABLE EDWARD J. GURNEY, UNITED STATES SENATOR
STATE OF FLORIDA,

as the same now appears of record and among the files of this Office.

IN WITNESS WHEREOF, I have hereunto set my hand and the offi-

cial seal of the City of Madeira Beach, Florida.

This the 7th day of July A.D., 1972.

A. KILMER(
CITY CLERK
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Upon motion of Commissioner Lockhart, duly seconded

by Coamissioner Holloway, the following Resolution was

unanimously adopted i

WHEREAS, the Goneral Revenue Sharing Bill, S. 3651, is

now before the United States Senate; and

WHEREAS, certain provisions of said bill may vitally

affect the share of general revenue sharing funds allocated

to the State of Floridal and

WHEREAS, Senator Ed Gurney has introduced an amendment

to S. 3651 which would correct the apparent inequity contained

in S. 36511

NOW, THEREFORE, BE IT RESOLVED by the Board of County

Commissioners of Osceola County, Florida, that it go on

record as supporting said S. 3651, as amended the Gurney

Amendment, and that it nutify the Florida Cong. ;sional

Delegation of its position in this matter.

BE IT FURTHER RESOLVED by said Board that copy hereof

be sent to each member of the Florida Congressional Delegation.

DONE AND ADOPTED in regular session this 13th clay of June,

1972.'

[POA;Rn OF COUNTY COMMISSTON:RS
(SEAL) OF OSCE1O|A COUNrI,, FLORIDA

By

ATTES '
,.,/J ...
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RESOLUTION OF THE DADE COUNTY
LEAGUE OF CITIES, INC. URGING
PASSAGE OF THE FEDERAL REVENUE
SHARING ACT AND URGING AMENDMENT
THERETO AS PROPOSED BY SENATOR
EDWARD GURNEY.

WHEREAS, there ts pending before the Senate of the

United States a Federal Revenue Sharing Act which provides

for direct payments to local governments and to states, and

WHEREAS, the Dade County League of Cities, Inc. supports

the passage of said bill because of the limited taxing capacity

of local governments and the fiscal problems faced by local

governments; and

WHEREAS, the bill as proposed would penalize those states

which do not impose an income tax, including the state of Florida,

and,

WHEREAS, Senator Edward Gurney of the State of Florida

has proposed an amendment to the Act which would eliminate the

penalty for failing to have an income tax, and

WHEREAS, the Dade County League of Cities, Inc. supports

the amendment proposed by Senator Gurney;

NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF DIRECTORS

OF THE DADE COUNTY LEAGUE OF CITIES, INC.:

Section 1. That they hereby urge the Senate of the United

States to pass the pending Federal Revenue Sharing Bill retaining

the concept of direct payments to local governments but incorp-

orating the amendment proposed by Senator Gurney.

Section 2. That the Executive Director of the League

is hereby instructed to send copies of this resolution to

Senators Edward Gurney and Lawton Chiles.

- PASSED and ADOPTED this 13th day of July, 1972 at

Miami Beach, Dade County, Florida.

DADE COUNTY LEAGUE OF CITIES, INC.

Owl 2 ..L .President

ATTEST:

Secretary
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Communications Received by the Committee on Finance
Expressing an Interest in Revenue Sharing
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STATEMENT OF HON. LLOYD M. BENTSEN, A U.S. SENATOR FROM THE STATE OF TEXAS

Mr. Chairman, I wish to add my voice to those who have testified in support
of amendment No. 1215 to S. 3651, the State and local Fiscal Assistance Act.

Mr. Chairman as you and the other members of the Committee are by now
well aware, this bill which is identical to the one passed by the House, includes a
formula for a portion of the state government's share which rewards states with
high personal income taxes with only a minimum payment for states without
personal income taxes. Mr. Chairman, my State is one of those which is receiving
that minimum payment for lack of a state income tax. As a result of this pro-
vision, Texas ranks 50th in revenue shared with state governments on a per capita

--sbasis though we rank 27th in total Federal tax contribution. Only the State
of Tennessee receives less on a per capita basis. Senator Baker of Tennessee has
introduced Amendment 1312 which I would also support as a reasonable alterna-
tive to the formula which passed the House.

However, Mr. Chairman, regardless of which states receive a dispropor-
tionate share compared to their contribution the more basis objection to
the bill as now written Is that the Congress should not use revenue sharing
as a club to force states to adopt any particular means of taxation. We in the
Congress frequently pass out grants to state and local governments with strings
on how those funds should be spent but this string does not apply to just the
funds we are adding to their budget but to their entire budget. The Congress
in passing such an "inducement," which can just as accurately be described
as a "coercion" when you are on the receiving end, is making a judgment that
the individual Income tax is the best means of raising State revenues.

Even if there was sufficient evidence to support such a conclusion, which I do
not believe there is, this provision violates our concept of federalism. The original
purpose of revenue sharing was to strengthen state and local governments not
deprive them of the basic decision as to how they should tax themselves.

While the House Committee report gives very little information upon what
base they concluded that individual Income taxes should be encouraged, I would
assume it was because income taxes are generally reagrded as progressive taxes.
However, some state income taxes are far more progressive than others: The
provision ignores the amount of progressivity In the state tax and considers only
its level. As the House report says, "the greater a State's income tax effort the
greater the amount allocated to it."

The House passed provision ignores the progressivity of state corporate taxes.
As a member of the Joint Economic Committee I have listened with interest as
experts debated who actually bears the burden of a corporate Income tax-the
shareholder or the purchasers of the corporation's products. Most economists
concluded that the shareholders bear a substantial portion. To the extent they
do, this is also a progressive tax.

Even more importantly this income tax inducement ignores special taxes which
states have tailored to their individual needs and revenue sources. Senator Gur-
ney has mentioned the large number of expensive "second homes" located in
Florida which afford an unusually progressive property tax base. In the State
of Texas we enjoy considerable revenues from the petroleum resources within the
State. State production taxes on crude oil and natural gas yielded approximately
$360 million in fiscal 1971. The State obtained an additional $63 million for the
permanent and university school funds from royalties and bonus on state owned
lands. This does not Include an estimated $200 million to 400 local and county
school districts in Texas. In Texas, in fact over 221 school districts obtain over
half their revenue from taxes- on oil and gas development.

This is not to say we have no need for Federal revenue sharing !unds. The
oState of Texas, as all states, is in serious need of funds to provide additional

services. However, because of a special revenue source not available to most
states we have been able to avoid an individual income tax while keeping our
sales tax lower than many states who do have one.

(565)
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Surely Texas should not now be penalized by a revenue sharing formula be-
cause other states have been forced to adopt an individual income tax.

Mr. Chairman, there has been a great erosion in our system of federalism over
the past several decades. However, until now the Federal Government has never
interfered with the right of states to exercise fiscal self-determination. I submit
we should not do so now, and I urge the adoption of an amendment to remove
individual income taxes from the distribution formula for Federal revenue
sharing.

STATEMENT OF Ho.. CIARI.ES McC. 'MATHIAS, JR., U.S. SENATOR FROM THE
STATE OF MARYLAND

Mr. Chairman, I am deeply grateful to have the opportunity to express to your
Committee my enthusiastic support for S. 3651, the State and Local Fiscal Assist-
ance Act of 1972. As a former member of the Senate Government Operations
Committee's Intergovernmental Relations Subcommittee, I am all too familiar
with the fiscal plight of our State and local governments and with the various
proposals for easing it. Moreover, I recently held hearings in my own State of
Maryland to study alternatives to the inadequate property tax system upon which
our local governments have been forced to lean. I am convinced that revenue shar-
ing is essential, not only to the survival of the federal system as we know it, but
to the solution of our most urgent public problems.

Maryland will receive $117.5 million this year if S. 3651 is enacted, bringng
relief to property owners who have watched their taxes soar as local govern.
ments strive to pay for schools, police, fire protection, water and sewer lines and
other public services. The $19.4 million available to Baltimore this year undet
revenue sharing is essential to bringing new life to the urban center of Maryland.
How essential will be understood when it is realized that the current Baltimore
City budget anticipates these funds and will be in default if they are not pro-
vided. A real urban crisis would follow the defeat of this bill.

I would like to address myself to one of the objections most often raised
against revenue sharing-the charge that it would divorce the authority to tax
from the authority to spend and thus destroy one of our most basic built-in
controls over irresponsible spending. There is, it is argued, no more effective
check upon such spending than the requirement that the responsibility for rais-
ing and for spending money should rest upon the same governmental shoulders.
To permit a government to enjoy the power of spending money without having
first to endure the pain of raising it is, we are told, to undermine the principle
of public accountability.

On the face of it, Mr. Chairman, this argument would seem to have a good
deal of force. But it simply does not stand up under close and careful analysts.

To begin with, revenue sharing is not the novel notion-the alien and untried
idea-that some would have us think it is. In 0he broadest sense of the phrase,
revenue sharing has been with us snce the early decades of the Republic. It
has, more recently, 'become not only a fact of federal life, but an Increasingly
important feature of our federal system. We have developed what Daniel Elazar
has called a "cooperative system," in which "the federal government, the states,
and the localities share the burden for the great domestic programs by making
the larger governments primarily responsible for raising the revenues, and the
smaller ones primarily responsible for administering the programs." As we all
know, state and local officials have, for decades now, administered billions of
dollars of federal assistance. But what is far more significant, and what we
rarely seem to recognize, is the fact that for years every state in the nation has
been sharing large portions of its revenues, with local units of government. In
fiscal 1969, the states disbursed almost $25 billion to their local governments.

The development of these state revenue sharing practices has not been merely
a matter of accident or convenience, but of deliberate design. We have relied
heavily, under our federal system, upon those governments and agencies closest
to the people-upon local governments and agencies-for the actual provision
of many of our public services. We have. at the same time, relied Just as heavily
upon the Federal and stte treasuries for much of the funding of these services.
And we have done so for some very sound reasons.

It is, to begin with, impossible to devise a set of geographic boundaries that
would divide the country into governmental units capable of raising precisely
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the amount of revenue each unit would need. Some of our areas are wealthy,
others poor; some are rural, others urban; some are industrial, others residential ;
and so on. Yet none of these areas Is self-contained. Over their boundaries, count-
less times daily, millions upon millions of people are Irissing-making demands
upon one Jurlsdiction while paying taxes in another.

The only way to make government responsive and effective under these condi-
tions is to work out a system of Intergovernmental transfers to help insure the
provision of at least the essential services in every jurisdiction. Without some
such system, many units of government would inevitably elect to block the
Immigration of people or businesses or activities which, for one reason or another,
might add to its financial burden. In varying degrees this has, in fact, already
happened-most notably in the resistance of some suburbs to the construction of
low and moderate income housing. It is to counter this tendency that we have
developed a rather complex set of both federal-state anl state-local tnirsfers.

Recently, the federal-state system of transfers-the federal grant in aid sys-
tem-has come in for a good deal of attention. But we have in tile process i-
most entirely ignored the fact that, for many years, the states have had highly

'.*7hdvanced systems of grants. Indeed, state grants account for over 30 per cent of
local governmental expenditures, and for about a third of state budgets. 31any
of these grants are for slelflc purposes, but many others are not. State grants,
in other words, cover the entire spectrum of possibilities-from grants that are
completely untied, to others which allow a great deal of latitude, to still others
that leave state-local officials with virtually no discretion.

Take, for example, my own State of Maryland. We have had school equaliza-
tion grants for many years. These are transfers from the State to local govern-
ments which spend money they do not raise in taxes. Every school board in my
State spends inonty it is not responsible for raising. Finally, the county "lpiggy-
back" income taxes are a form (of revenue sharing, at least to the extent of the
minimum 25 per cent which the State requires of all counties.

The same situation holds true in a variety ,of ways throughout tile country.
-A number of states have independently enacted -per capita grants" to their local
governments, which are similar it every respect to the revenue sharing grants
proposed in the legislation before us today. Back in 1949, New York State replaced
most of its shared taxes (personal and corporate income, alcoholic beverages.
and utility taxes) with per capita aid to localities. Many other states use shared
taxes In one form or another; and still others provide support in the form of
property tax relief.

The enactment of a new revenue sharing plan in New York stands out as the
most dramatic state aid development of 1970. The New York plan will distribute
21 per cent of the State personal income tax to counties and municipalities. As
a result, New York's per c-pita aid will triple from the present $200 million
to $600 million.

At the federal-state level, some degree of federal sharing of revenue with the
states has occurred in every period since the beginning years of the nation.
Before the depression years of the 1030's. most such distribution of funds was
of a temporary or short-term naturt-with a few notable exceptions such as the
land grant colleges, vocational education. and the federal aid highway system.
In 1790, at the recommendation of secretary of the Treasury Alexander Hamil-
ton, the Federal government as.mumed some $18.3 million worth of Revolutionary
War debts incurred by the states. )uring the closing years of the second Jackson
Administration federal revenues exceeded bti the national debt and the level
of current expenditures. The Federal government decided lit 136, to distribute
more than $28 million of its surplus funds to th states in proportion to their
electoral votes.

Today, in addition to the billions of dollars of federal categorical or restricted
assistance which each year pour out of the federal treasury and into the hands
of state and local officials. tile Federal government directly shares with state
and local governments a lsrtion of the revenues it derives from the sale of
public lands from grazing leases and permits, and from the use of national
grasslands.

In short, Mr. Chairman, state and local officials are already very much Involved
spending funds which they themselves have had no hand in raising-and they

have been doing so for many, many years.
There is. however, one glaring gap between the Federal-state and the state-local

transfer systems: states do make general purpose grants to localities, while the
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Federal government currently makes no such grants to state and local govern-
ments. That gap should, in my Judgment, be closed by a carefully constructed pro-
gram of Federal revenue sharing.

The major reason for revenue sharing, which I shall not expand upon here, is to
help reduce the enormous disparities that have developed in the revenue raising
abilities of our state and local government--disparities that we cannot diminish
through the conditional grant system. Next to the swelling growth in Federal
revenues-a ninety-fold increase in 36 years--state and local revenues seem al-
most at a standstill, cheir growth stifled by their dependence upon regressive and
excessive property and sales taxes. As John Kenneth Galbraith once said: "The
great economic anachronism of our time is that economic growth gives the fed-
eral government the revenues while, along with population increase, it gives the
states and especially the cities the problems."

A federal revenue sharing program to overcome that fiscal imbalf nce would,
I am convinced, strengthen rather than subvert political accountability at all
levels of government-Federal, state and local.
If divorcing the authorities to tax and to spend were as dire a deed as some

suggest, then we would have been done for long ago-for, as I've stressed, we
have had such a divorce, in some form or other, from the start.

Nor do I see how the current system of categorical aid is in any respect more
"accountable" than a system of general revenue sharing. As President Nixon noted
in his Revenue Sharing Message to Congress, the "crucial operating decisions are
often made by anonymous bureaucrats who are directly accountable neither to
elected officials, nor to the public at large." Indeed, even many of the elected
officials who control federal spending have only a limited degree of public ac-
countability. In its sheer size and complexity, with its r0 different spigots, the
current multi-billion dollar categorical aid system defies both Presidential and
Congressional oversight. Under this system, authority rests in the hidden hands
of thousands of program administrators who run the system by spawning a vast
Jungle of regulation that serves as an almost impenetrable obstacle to efficient
state and local use of Federal aid dollars.

Presidential and Congressional control over this sprawling system has steadily
slipped away.. Increasingly, the Congress has relied on trust funds, long term
contract authorizations, and debt service grants to help finance highways, air-
ports, mass transit facilities, college housing, and public housing units. The
great gap between Federal aid promises (program authorizations) and funding
performance (annual appropriations) has been one of the strongest factors
behind the demand that Congress make the funding of these and other capital
facility programs far more certain. We have paid an extremely high price for
that certainty-as the President and the Congressional appropriations committees
have been stripped of much of their annual budgetary control over these major
categorical aid programs.

In a real sense, then, neither the Congress nor the President nor the Federal
bureaucrats down the line are capable of being really accountable or responsive
to the mass of citizens who are affected by their actions.

As President Nixon put it in his Message, "accountability really depends, in
the end, on accessibility-on how easily a given official can be held responsible for
his spending decisions." The crucial question is thus not where the money comes
from, but whether the official who spends it can be made to answer to those who
are affected by the choices he makes. To echo the President: Can the people
get their views through to him? Is the prospect of their future support a signifi-
cant incentive for him? Can they remove him from office if they are unhappy
with his performance? These questions, quite clearly, are far more likely to re-
ceive an affirmative answer in a smaller jurisdiction than ini a larger one.

Under revenue sharing, therefore, the political accountability of state and local
officials to their electorate would stand as a powerful and natural defense against
wasteful fiscal practices. Local policymakers will fully realize that, if they fritter
away revenue sharing funds, they will be forced to ask their constituents to pay
yet higher taxes.

As an argument against revenue sharing, therefore, the issue of divorced
taxing and spending and of diminished accountability simply does not stand up.
It is a false issue that simply diverts our attention from the real one-the urgent
and overriding need to relieve the fiscal plight of our states and localities.

Mr. Chairman, we can no longer ignore the fiscal crisis threatening our states
and localities-we can no longer delay action on revenue sharing. I strongly urge
prompt adoption of S. 3651.
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U.S. SENAT,
CoMrTT ON GOVERNMENT OPrATIONs,

SUBCOMMITTEE ON INTERGOVERNNMENTAL RELATIONS,
Washington, D.C., July 27,1972.

Hon. RussmL B. LoNG,
Ghafrman, Committee on Finance,
Waehington, D. 0.

Dz" RussEL,: I appreciate very much your Invitation for me to testify on
general revenue sharing before the Committee on Finance. Unfortunately, I was
unable to arrange my schedule so that I could testify. However, I am enclosing
a Statement which I would appreciate your Including in the record.

In that Statement, I have explained a proposal of my own for the formula for
determining State shares under the bill. A copy of my proposal Is attached to
the Statement.

I am aware that many Senators are concerned because the formula In the House-
passed bill would shortchange those States which do not utilize the State income
tax. I know that Senators Gurney, Ribicoff and Baker have offered amendments
which would eliminate Incentives for States to make better use of the income tax.

My proposal, on the other hand, would include an incentive for the States to
make better use of the income tax. It would allocate $1.8 Billion to the States on
the basis of population and tax effort as would the Baker amendment-but would
in addition provide a bonus to those States which utilize the State Income tax
In an amount equal to six percent of their State income tax collections for the
previous year.

I believe that It Is essential that any revenue sharing proposal that passes
the Congress this year include an incentive for the States to improve their own
systems of raising revenue. On the other hand, I understand the objections of
Senators whose States would be severely shortchanged if half or all of the State's
shares were to be determined on the basis of State income tax collections. I
believe my proposal is a logical compromise which would retain a significant in-
centive for the States to make better use of the income tax without penalizing
those States which at the present time collect little or no revenue from the income
tax.

I urge your Committee to give my proposal serious consideration when it
marks up the revenue sharing bill.

Thanks again for allowing me the opportunity to express my views.
With best wishes, I am

Sincerely,
EDMUND S. MUSKIFM

STATEMENT OF SENATOR EDMUND S. MUSKIE

Mr. Chairman, I appreciate this opportunity to present testimony on general
revenue sharing legislation before this distinguished Committee.

First, I want to commend this Committee for its expeditious handling of this
most significant legislation.

I have long supported the concept of general revenue sharing legislation. In
1969, and again last year, I introduced general revenue sharing bills of my
own. In both of those years, my Subcommittee on Intergovernmental Relations
conducted extensive hearings on general revenue sharing.

I believe that the record now being accumulated by the Committee on Finance
as well as the record of my Subcomnmittee's hearings have underscored the urgent
need for general revenue sharing legislation.

It Is unnecessary for me to detail the fiscal crises in our cities. You have
already heard from representatives of the U.S. Conference of Mayors and the
National League of Cities who must deal with the continual problem of running
their cities without necessary revenue.

The harsh reality Is that no matter how hard they try, there is no way with-
out outside help that the cities and States can raise the kind of money they need
to meet the rising costs of government.

In short, cities have reached the end of the line. Unless they get help--and get
it fast-city after city In this Nation may fall into bankruptcy.

There are some who would blame the fiscal crises In our cities on the In-
ability of urban governments to raise their own revenue efficiently. There are
others who would Point a finger at the States, insisting State governments have
too often denied the cities the power they need to raise adequate revenues and

8I-3S5 0 - 2 - 3?
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that the States have in too many cases shirked their responsibility to provide
cities with financial help.

But now is no time to assess blame. The demise of our great cities would not
be Just a local or State tragedy, it would be a National tragedy. That is why
it is incumbent upon us, the members of the Senate, to see that that tragedy
Is averted.
. And that Is why it is vital for this Congress to enact general revenue sharing
legislation.

Mr. Chairman, I believe that the, House Ways and Means Committee has gone
a long way toward drafting a reasonable and responsible general revenue
sharing bill. And, if this Committee after its consideration of that bill were to
approve it in its present form, I could support it on the Senate floor.

Last year, when I introduced my own bill, I said that any revenue sharing
legislation enacted by Congress must meet three criteria.

First, it must channel the most assistance to those cities and counties which
need it the most.

Second, it must contain adequate incentives to the States to improve their
own systems of raising revenue. For the Congress to pass general revenue shar-
ing legislation without these incentives would be to give the State governments
a carte blanche to perpetuate the inadequate revenue-raising systems that have
gotten them and local governments into their current fiscal crises.

Third, it must contain adequate protections against the shared revenues being
used In a discriminatory manner.

To meet those criteria, I incorporated some new features into my revenue
sharing bill. First, I incorporated a need factor in the formula for distributing
funds to local governments. Second, my bill offered a bonus to those States which
utilize the State income tax-a more progressive means of raising revenue than
the sales tax or the property tax which most States use to raise revenue. In
addition, my bill offered the States the option of utilizing the machinery of the
Federal Government to collect State income taxes for them.

I am pleased that S. 3651 incorporates the thrust of these provisions.
It does include a need factor in its formula for distribution of funds to local

governments. While the formula in S. 3651 is, in my view, less successful at get-
ting revenue to the cities that need it most than was the formula in my bill, it
does provide significantly larger shares for the major cities than would the
President's original bill. As a result, I could support the present formula In S.
3651.

Secondly, S. 3651 does Include incentives for the States to make better use of
the progressive income tax and rely less heavily on more regressive taxes. In
fact, S. 3651 contains a provision that would allow for Federal collection of State
income taxes.

However, I am concerned that the present formula for allocating State shares
in Section 122 of S. 3651 severely penalizes those States that do not at this
moment makq effective use of the State income tax and, as a result, may Jeopard-
ize the inclusion in the bill of any income tax incentive at all. I am aware that
Senator Gurney, Senator Ribicoff, Senator Baker and others object to the current
formula because their States do not currently have an income tax and, as a
result, find themselves shortchanged by the current formula.

Mr. Chairman, I know there are amendments pending before this Committee
which would eliminate the income tax incentive from the formula for disbursing
revenues to the States. I would oppose such an amendment. It is clear that despite
the fact that the graduated personal income tax is the most progressive tax
generally available to public authorities, most States still depend most heavily
on the property tax and the sales tax.

It Is for that reason that I suggest the Committee give serious consideration
to a proposal I have attached to this Statement which would retain the income
tax incentive, but at the same time would not severely penalize those States
which now do not make adequate use of the income tax.

Under my proposal, $1.8 Billion would be allocated among States on the basis
of population and overall tax effort-the same as it would be under the amend-
ment proposed to this Committee by Senator Baker. However, my proposal would,
in addition, provide those States which do utilize the State income tax with a
bonus equal to six percent of their State income tax collections for the previous
year.

The cost of my proposal would be about $600 Million in the first year-making
the total cost of the bill $5.0 Billion. Under my amendment. every State, but one,
would receive a larger share than it would under the original formula in S. 3651.
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And every State, except four, receive a larger share under my proposal than
they would under the amendment proposed by Senator Gurney which would re-
move the income tax incentive entirely.

I believe my proposal represents a constructive answer to the dilemma of how
to allocate funds to the States. It would retain a substantial In tm4s to the
States to make better use of the State income tax and It would prove Rearly
every State-whether it utilizes an income tax or not-with a larger shars than
in any of the proposals now being considered by this Committee.

Mr. Chairman, S. 3651 with the change I have recommended, Is in itself no
panecea for the financial ills of city and State governments. But, if we are ever
to deal effectively with the fiscal woes on the State and local levels, it is essen-
tial that we In the Congress begin today. I urge immediate Committee approval
and Senate passage of S. 3651.

AMENDMENT

Intended to be proposed by Mr. MUSKIE to H.R. 14370, an Act

viz: One page 26, line 22, strike out "adjusted".
On page 27, strike out "adjusted" where it appears on lines 1 and &
On page 27, strike out liies 5 through 10 and insert in lieu thereof the fol-

lowing:
(2) INCENTIVE AMouNT.-The Incentive amount of any State for an entitle-

ment period of one year is 6 percent (or 3 percent in the case of an emtitle-
ment period of 6 months) of the net amount collected from State individual
income tax of such Stat, during 1972 or (if later) during the last lender
year ending before the beginning of such period.

On page 27, strike out lines 11 through 23.
On page 28, lines 14 and 15, strike out "net amount referred to in .ubpsl rsnph

(A)" and insert in lieu thereof the following: "population of such 31 .
On page 29, strike out lines I through 6 and insert in lieu thereof the fol-

lowing:
(2) POPULATION.-Population shall be determined on the same basis as

resident population is determined by the Bureau of the Census for general
statistical purposes.

On page 32, strike out lines 8 through 19 and insert in lieu thereof the fol-
lowing:

(A) For the period beginning January 1, 1972, and ending June 30, 1972,
$300,000,000.

(B) For the fiscal year beginning July 1, 1972, $700,000,00.
(C) For the fiscal year beginning July 1, 1973, $900,000,000.
(D) For the fiscal year beginning July 1, 1974, $1,100,000,000.
(E) For the fiscal year beginning July 1, 1975, $1,300,000,000.
(F) For the period beginning July 1, 1976, and ending December 31, 1976,

$750,000,000.
On page 33, strike out lines 8 through 19 and insert In lieu thereof the fol-

lowing:
(A) For the period beginning January 1, 1972, and ending June 30, 1972,

$900,000,000.
(B) For the fiscal year beginning July 1, 1972, $1,950,000,000.
(C) For the fiscal year beginning July 1, 1973, $2,050,000,000.

I)) For thp fiscal year beginning July 1, 1974, $2,150,000,000.
(E) For the fiscal year beginning July 1, 1975, $2,250,000,000.
(F) For the period beginning July 1, 1.976. and ending December 31, 197w

$1,175.000,000.

STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S. SENATOR FROM
TIHE STATE OF DELAWARE

TAX CREDITS AND TIE REVITALIZATION OF DECENTRALIZED GOVERNmzNr

Mr. Chairmanl, I very much appreciate the opportunity to submit tills state-
ment on the subject of revenue sharing to this distinguished Committee. On
June 17, 1971, I, along with the distinguished senior Senator from Delaware
(Mr. Boggs), introduced In the Senate the Intergovernmental Revenue Adjust-
ment Act of 1971 (S. 2080). Tills bill has been offered In the House as. H.. 9847
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by the Honorable Jerry L. Pettis of California. It has two major alms: One, to
direct immediate aid to the urban states and their larger cities, where a fiscal
crisis of serious proportions exists; and two, to help state and local governments
to achieve true financial strength and independence.

Title I of my proposal seeks to meet the immediate needs of state and local
entitles, especially those with urban characteristic, through a temporary five.
year program of revenue sharing. Approximately five billion dollars in Federal
revenues would be distributed among the states on the basis of the origin of
Federal personal income tax revenues. Within the states a city of fifty thousand
or more would be guaranteed a share of its state's allotment equal to its propor.
tion of population in the state. Cities of seventy-five thousand or more located
in Standard Metropolitan Statistical Areas of 500,000 or more would benefit from
a multiplier of 1.25. We have found that these modes of inter- and intra-state
distribution place more money than other formulae in the urban states and in
sizable center cities regardless of their locations.

Titles II and III of S. 2080 are intended to arrest the long-term march of gov-
ernmental responsibility to Wushington by helping non-Federal political bodies
strengthen their revenue systems. Title II allows taxpayers a credit of 40% of
state and local personal income taxes against their Federal tax bills, while
Title III permits the Internal Revenue Service to collect certain atate and local
income taxes. It is the matter of tax credits to which I wish to devote the major
portion of my remarks today. It is my hope that tax credits may be of great use
in improving the revenue-producing capabilities of the states and their localities.
Such an improvement would help restore these governments, which are closer
to the people, to a more prominent place within the Federal system.

I am prepared to aceept a temporary plan for the sharing of Federal revenues
with non-Federal governments which provides considerable assistance to the
hard-pressed urban areas. Such temporary assistance is provided for in my
Intergovernment Revenue Adjustment Act. Similarly, I have added my name
as a co-sponsor to the State and Local Fiscal Assistance Act of 1972 (H.R. 14370,
S. 3651) which this Committee is currently considering. In fact, I have long
supported the temporary sharing of Federal revenues with state and local gov-
ernments, having introduced H.R. 13353 in the 91st Congress, the House version
of the revenue-sharing bill proposed by the distinguished Senator from Maine
(Mr. Muskie) and former Senator Goodell of New York. S. 680, President Nixon's
revenue-sharing measure, which I co-sponsored, has also had my general en-
dorsement.

The Ways and Means Committee bi-partisan bill eliminates a number of the
weaknesses of the Administration bill. First of all, it provides for a closeout date
on revenue sharing after five years. Second, an incentive for states to make wider
use of personal income taxes Is provided by allocating half of the money dis-
tributed to state governments on the basis of state personal income tax collec-
tions. Third, the Ways and Means compromise permits the Internal Revenue
Service to collect on behalf of states Individual income taxes tailored after the
Federal income tax. Finally, an effort has been made in this bill to put proportion-
ally more money in the urban areas of the nation.

I do not, however, regard revenue sharing as a very good permanent solution
to the long-term ills of our decentralized political system. It would do little to
modernize state and local tax structures, nor would It lessen the fiscal dependence
on Washington of states and communities. In fact, we might simply be enacting
another Federal grant-in-aid program. I further object to revenue sharing on a
permanent basis, because I, like many others, prefer to keep the responsibility
for imposing taxes at the same governmental level at which resultant revenues
are spent.

It seems axiomatic to me that any effort to redistribute revenues among the
parts of our Federal system must also seek to return to non-Federal entities the
means with which to reclaim a more independent and vital governmental role.
From the vantage point of the Congress, this might he done through the encour.
agement of particular structural reforms on the parts of the states and localities
or through efforts to prompt modernization of their revenue systems. The provi-
sion for credit of state and local income taxes against a taxpayer's Federal tax
bill which I have offered in S. 2080 seeks this latter goal.

I Intend to press further for the enactment of tax credits for non-Federal
personal income taxes by offering an amendment on the Senate floor to the State
and Local Fiscal Assistance Act. This amendment would prescribe that, with the
termination of revenue sharing on December 31, 1978, citizens be permitted a
credit of 40% of their state-local personal income taxes against their Federal tax
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bill. During the period of revenue sharing, states and localities could not only
benefit from the fiscal relief provided, but could prepare themselves constitution-
ally and otherwise to utilize the tax credit provisions.

I am concerned about the current imbalance between the central government
and the other parts of our political system because I think that it is vitally
important to settle many governmental problems in a decentralized fashion.
Many of the advantages of making decisions locally have made themselves more
apparent as Americans have become familiar with the excesses of centralization.
These excesses are nowhere more apparent than in the administration of our vast
sytsem of domestic categorical grants-In-aid. As a result, we see widening support
for strengthening the regional administration of grant programs and for giving
states and their subdivisions wider latitude in the use of Intergovernmental
revenues. President Nixon has incorporated the former demand Into his executive
reorganization program and the latter into his special revenue sharing proposals.

I would like to say Just a few more words about the merits of our Federal plan
of government as it was conceived by those who constructed it in 1789. It Is my
devotion to this political concept which causes me to demand that we look beyond
what we call "revenue sharing" and seek a long-term readjustment of the relative
tax-gathering capabilities of the three levels of our governmental structure.

It has become commonplace to argue that those who advocate placing decision-
making in the state capitols, county court houses, and city halls do so simply
because they believe that demands for expanded governmental social activity
will not be met there. While this contention may have merit In some Instances,
I think that it is not the essential truth which should be emphasized. Rather, I
would argue that state and local executives and legislators have made valiant
attempts to assume with the limited resources available the greater burdens of
services which their residents have placed upon them.

The expenditures of these non-Federal governments rose from W44.9 billion
in 1958 to $102.4 billion In 19M, an increase of 128%.' The Tax Foundation pre-
dicts that these expenditures will rise 89% between 1905 and 1975." Similarly
the number of persons employed by these governments has almost tripled since
1948.* These statistics do not suggest to me that the state and local political en-
tities are "lying down on the Job." This great expansion in spending prompted
a growth in state and local debts between 1960 and 1970 of 1127%, from $08.4
billion to $141.2 billion.' During the same time span the debt of the national
government rose by 31.4% from $290.0 billion to $382.6 billion.$ Besides the In-
creased taxation and the use of deficit financing, this dramatic expansion of
state-local expenditures was made possible by an increase in aid from Wash-
ington. In 1971 this Federal aid amounted to about 18% of non-Federal revenues,
as compared to 10.9% in 1950.4

Knowing these realities, I feel that. we can reject the contention that only
those who oppose expand(d governmental operations will sing the praises of
decentralized government. I, for one, am convinced that the arguments made
against over-centralization of power in this country since the Eighteenth Century
are of real import today. Excessive centralization poses a threat to civil liberties;
it fails to account sufficiently for the great diversity of our nation; It eliminates
the opportunities for experimentation found id a healthy Federal system, it
brings about diseconomies of scale; and it presents the dangers of massive errors
made at the center. At a time when people, especially young people, appear to
want a government which is more humanely responsive and open to their par-
ticipation, a revitalization of state and community level decision-making would
seem to be the order of the day.

Perhaps the greatest obstacle faced by our states and localities in their strug.
gle to fulfill their proper tasks is the weakness of their revenue systems. These
governments depend largely upon taxes which in comparison to the personal
income taxes levied by Congress, are less responsive to the economy, less equita.
ble in the burdens they place on individuals and social groups, and often detri-
mental In their effects on the economy, land use, housing, and other aspects of
urban growth.

I Tax Foundation. Federal Revenue Sharing: A New Appraisal, brief No. 16, p. 4.
* 'Tax Foundation, Fiscal Outlook for State and Local Government to 1975, brief No. 7,

p. 2.
. Advisory Commission on Intergovernmental Relations, State-Local Finances and Sug-

gested Legislation, 1971 ed.. p. 179.
'Advisory Commission on Intergovernmental Relations, State-Local Finances and Sug-

gested Legislation, 1971 ed., p. 200.
Computed from statistics in the Special Analyses of the Budget, 1973, p. 84.Special Analyses of the Budget, 1973, p. 245.
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Aceording to the Advisory Commission on Intergovernmental Relations, in
1969 state governments derived only 18% of their tax collections from personal
income taxes, while 29.7% came from general sales taxes, 13.5% from motor
fuel taxes, and 7.6% from corporation income taxes.' The remainder of state
revenues resulted from fees for motor vehicle and operators licenses, tobacco and
alcoholic beverage taxes, death and gift taxes, and amusement taxes.

When we survey the local tax systems, we find a situation where income taxes,
which are more progressive and elastic in relation to growth in the GNP, play an
even smaller role. In 1969 only 2.6% of local revenues from our own sources were
derived from Income taxes, primarily on individual Incomes, according to the Tax
Foundation.8 55.8% of revenues originating locally still came from property taxes
in 199, down from its high of 72.7% in 1902. Utility taxes, various charges levied
on citizens, sales taxes, license fees, collections for social insurance, and liquor
store receipts accounted for the remainder of local governmental income.

Although by 1970 thirty-seven states utilized some sort of an individual income
tax, between 1960 and 1969 this source of revenue grew as a portion of state reve-
nues by less than 6%. The proportion of revenue from sales taxes grew at about
the same rate. The decade of the 1960's saw individual Income taxes increase as
a portion of local tax collections from .9% to only 2.6%. Perhaps one can obtain
a clearer idea of the limited advances made by income taxes as a mode of taxation
at the state and local level when one realizes that between 1948 and 1966, 76.5%
of the growth in non-Federal tax revenue was derived from property, sales and
other non-income taxes. 0

Why should we be concerned about the continued heavy reliance of the states
and their subdivisions on taxes other than those levied on individual Incomes?
I do not intend to argue that the revenue modes widely utilized by non-Federal
governments have nothing to be said in their favor or that they should not con-
tinue to play a role in taxation of these levels of government. My intention is
more to suggest that in seeking new sources of revenue states and localities turn
more frequently to individual income taxes. The disadvantages of these current
modes of revenue to strong federalistie government are basically threefold. To
begin with, the yield of property, sales, and corporate income taxes do not usually
increase at the same rate at which the GNP and our need for public services grow,
while personal income taxes grow 1.5%-1.8% for every 1% increase in the GNP."

While the national government can to a considerable extent depend on economic
growth to provide increased revenues, state and local officials are continuously
forced to seek increases in their tax rates through legislation or public referen-
dum. This is one important way in which Washington obtains considerable advan-
tage over other governments it the intergovernmental competition for revenues.
We at the center simply make use of a tax which is normally a more efficient
revenue-producer than those upon which other governments depend. Further, we
must remember that to some extent we in Washington have pre-empted personal
incomes as a source of taxation. Income taxes must come out of the same pockets
regardless of what level of government levies the tax. A credit of state and local
income taxes against Federal payments would help to release a part of this su-
perior revenue source to our non-central political bodies.

Voters will commonly deny tax increases to their state or local governments
either through referendumi or pressure on legislators. Since Federal income tax
yields increase automatically ns the economy expands, these voters cannot so
easily prevent such increases in national taxation. As a consequence, we In
Congress often meet demands for services which would more properly be met
by other governments, simply because these governments are without the
financial means.

A second way in which the present tax systems of most of our states and
localities suffer in comparison to one which makes wider use of income taxes
is in the area of equity. These taxes may be inequitable among individual tax-
payers or among social groups. Some suffer from both disadvantages. The prop-
erty tax is often seriously inequitable in the former sense.

Great variation in the effective property tax exists from one taxing author-
ity to anoher as a result of differing assessment ratios and exemption.%. U.S.
Census Bureau data indicates that 71.8% of the geographic areas defitied for
study had coefficients of dispersion (or variation) for assessment ratios among

I ACIR State-Local Finances and Suggested Legislation, 1971, p. 14.
* Tax JFoundation, Facts and Figures on Government Finani'e, 1971, p. 233.
*Tax Foundation, Facts and Figures. p. 233.
10 Calculated from ACIR, Fiscal Balance in the American Federal System, vol. 1, p. 104.
31 ACIR, Flical Balance, vol. I, p. 114.
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their taxing jurisdictions of 15% or more." Eight states--among them Michi-
gan,(,New York, Pennsylvania, and Texas--show 20% or more of their areas
with coefficients of dispersion of 40% or more. In other words, a taxpayer in
one taxing jurisdiction in such a state might have his property assessed at 40%
greater value than that of another taxpayer in the same state residing in an-
other jurisdiction. Similarly state and local sales taxes select purchasers of
certain types of goods and services for higher taxation, and state corporate
income taxes may hit one industry, or business harder than another.

In addition to being inefficient producers of revenue and often inequitable in
their incidence, most state and local taxes have serious side effects which might
be at least partially avoided by the use of personal income taxes. In many in-
stances use of the property tax has had harmful influence on patterns of urban
growth, causing a scattered pattern of expansion. This results from the fact
that speculators can hold undeveloped land located nearer the center of urban
population since such undeveloped land is generally subject to relatively low
property taxes. Those who wish to buy land for development, but do not wish to
pay the high prices asked by speculators, must purchase land further out on

, the urban fringe.
The -esult is a scattered pattern of metropolitan growth, leading to expensive

extensions of public services to these outlying developments. The cost of public
services may further be increased by the likelihood that high cost property on
the near urban fringe will be used for high rise apartments, rather than single
family housing, creating a heavy demand for school, water and sewer facilities,
street widening, and traffic regulation systems.

Dependence on property taxes also encourages jurisdictions to zone property
for the purposes of maximum tax production. This is a part of the contest
among local subdivisions for tax base. Such an orientation may well ignore
environmental consloerations and the need for housing in order to obtain the
property lax yield resulting from intensive land use. Inexpensive inner city
housing may be expanded only with difficulty since landowners feel that they
need to use their land for more profitable purposes to Justify its high cost. To
the degree that many cities grant special tax deductions for single-family resi-
dential dwellings as opposed to multi-dwelling units, they encourage a mode of
housing which is not a practical answer to urban housing needs.

On the whole, the fact that residential property bears the brunt of the prop-
erty tax tends to discourage citizens from devoting their resources to this form
of consumption. Mayor Kenneth Gibson of Newark, New Jersey recently pointed
out to a subcommittee of which I am a member that in his city the value of a
$10,000 home was consumed by property taxes in about eleven years.

One can reasonably argue that high property tax rates on land and improve-
ments and speculation in unimproved property in metropolitan areas tends to
discourage the rebuilding of these often blighted communities. Investors will
choose to place their apartments, factories, or other improvements in suburban
areas where property does not cost so much and tax rates are not so high Land-
lords are further discouraged from rehabilitating their rental property since
these improvements will raise their property taxes. Such factors contribute
to the vicious circle whereby the center city's tax base continues to decliue and
tax rates on the remaining base climb. The suburban fringe, which does not
suffer from as great a burden of public expenses, gains the tax base deaed to the
cities.

Finally, state and local property taxes, sales taxes, and some income taxes
utilized by local jurisdictions, have impacts on the economy which many view
as adverse or unfair. These taxes may direct consumption and invintmmt into
patterns they might not otherwise follow. For instance, I have mehamd how
individuals may not spend as much of their resources on housing it they know
that this form of consumption will be subject to heavy property taxes. similarly,
they may not buy certain non-essential goods subject to high sales taxes. In-
vestors will also be influenced by state and local taxation. Resources are prob-
ably directed away from investment in real estate and personal property to in-
vestment in manpower and training by property taxes. As for manufacturing
specifically, the property tax may tend to penalize industries which are large
users of real estate and machinery.

Non-Federal modes of revenue-raising also frequently place heavy burdens
of collection and compliance on businesses and cause distortions in patterns of

12 Schechter and Gale, Property Taxation, p. 47. Source: U.S. Bureau of the Census.
Census of Governments, 196, vol. 2.
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employment and purchasing which may impair the efficiency of the economy. The
latter problem to a large extent results from the fact that local taxing Jurisdic-
tions are small and are not necessarily economic units Nevertheless, economic
activities will be influenced by local taxing policies-a strong argument for state
supervision of local taxation.

Just how would a 40% tax credit for state and local income taxes against the
citizen's Federal tax bill, such as Ihave proposed, help these state and local
political entities improve and modernize their tax structures Basically, it would
encourage state legislators, county commissioners, city councilmen, and others to
select income taxes when seeking new revenues since they would be able to
legitimately tell their constituents that they would get 40% of these new taxes
back In the form of a Federal tax reduction. We would not only be allowing the
states and localities to share part of the Federal tax base, but we would be
encouraging the more extensive use of modern, progressive, and elastic taxes.
I feel that we in Congress have a duty to take action which will make it easier
for non-national levels of government to regain their proper role In the Federal
system through improvements In their finance&

The provision of a tax credit of 40% as an alternative to the present deduction
of state and local taxes would make it possible for more taxpayers to receive
credit for these taxes on their Federal tax bill. The current deduction Is available
only to those who itemize their Federal returns--only about 42% of returns
were itemized In 1969, and it is predicted that this will decline to 26.5% by 1972
as a result of the Tax Reforn Act of 1969." Rather than being deducted from tax-
able income, 40% of state-local Income taxes wold simply be subtracted from
what a citizen finaly owed in taxes to the Federal government.

Thus, an Increase in Federal tax relief to state-local taxpayers would result
from enactment of S. 2060, the Intergovernmental Revenue Adjustment Act of
1971, or the adoption of my tax credit amendment to the State and Local Fiscal
Assistance Act of 1972. This relief would be of greatest benefit to those in
medium and lower Income group& Wealthier taxpayers would still have the
option of an itemized deduction for state and local taxes if they felt they would
benefit more from It than from the tax credit.

The measure which I have proopsed would not permit the credit of state or
local taxes on personal Income which are not minimally progressive to the extent
that they include basic personal exemptions similar to those provided to Federal
taxpayers.

My Intergovernmental Revenue Adjustment Act (S. 2080) would also encourage
non-Federal political units to make use of some of the advantages of the Federal
tax system in the areas of progressiveness, responsiveness to economic growth,
and efficiency of collection through its third title. This title makes possible the
collection, at no charge, by the Internal Revenue Service of state and local
revenues which are levied as a percentage of Federal taxes.

Some would argue that the tax credits provided for in S. 2080 will be mainly
of use of state governments, since few local governments use taxes which would
be creditable under its provisions. Further, it might be maintained that the state
legislatures determine what sorts of tax% their subdivisions may levy, so coun-
ties,-municipalities and other bodies often are not free to adopt progressive income
taxes even it they wish to.

I would answer that localities will benefit from the tax credit aspects of this
bill in two main ways. First, if states come to use modern income taxes more
extensively, the local communities and their citizens will benefit from larger
amounts of revenues available for intergovernmental aid, and from the greater
equity and less detrimental economic-social impact of taxation. Second, where
cities, counties, etc., are permitted the latitude under home rule provisions of
levying progressive Income taxes or of collecting a percentage of a state Income
tax, their residents could utilize the tax credit made available by the Intergovern.
mental Revenue Adjustment Act of 1971.

I have taken the liberty of thus imposing upon the time of this distinguished
committee because I feel strongly that we must push the debate over revenue
sharing a step further to a consideration of alternating the long-term imbal-
ance within the Federal system of government. Revenue sharing does not of
itself give our State and local governments the fiscal tools with which to
undertake their proper tasks. Tax credits, such as I have proposed, would
ease the pains of State-local revenue reform and at the same time make avail-

sSenate Finance Committee Report on the Tax Reform Act of 1969, United States Code.
Congressional and Administrative News, 1969, vol. 12, p. A-452.
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able part of the Federal income tax base for taxation by these governments
at the grassroots.

Again, Mr. Chairman, I very much appreciate the opportunity given to me to
submit my views on revenue sharing and tax credits to this distinguished
committee.

CONGRESS OF THE UNITED STATES,
HOUSE OF REPRESENTATIVES,
IVaahington, D.C., June 30, 1972.

Hon. RusswL1 B. LONG,
U.S. Senate,
Senate Oftjce Building.

DEAR SENATOR LONo: The Senate Finance Committee which you chair will
soon begin motive consideration of the revenue sharing bill passed by the House
last week. Because of the closed rule under which the Committee version of the
bill was considered on the House floor, I was unable to offer an amendment
which, I feel, improves this legifiiation. I would hope that your Committee might
weigh the merits of my suggestion.

One of the criteria upon which the distribution formula is based is population
density-the size of the community. The formula operates so that the more
heavily populated a community, the greater its bonus under this portion of the
formula.

Revision of the formula is necessary to guarantee that smaller communities
and rural areas are not shortchanged under the program. Shrinking populations
and the special costs of providing services to sparsely populated areas make the
tax base in rural communities and small cities inadequate to provide the level
of services now accepted as necessary in larger urban centers. Rather than
penalize small communities which have very severe, density-related problems,
the formula should take these problems into account. This might be done by chang-
ing the "zero point" of the formula from the present "zero population" to a
figure which approximates a moderate-sized city of, say, 150,000 which should
have the balance of resources and problems. If the zero point were thus raised,
and the formula adjusted to award "bonuses" for the amount of divergence in
either direction from tlmt point, the formula would more accurately reflect
itcreaslng aid for communities in accordance with their density-related problems.

It is an obvious error to assume that the most rural areas have the least
problems in delivering governmental services. In program after program, Fed-
eral spending discriminates against the needs of people living in rural areas. It
is time we provide the governments of small town America with their fair
share of the resources to handle their responsibilities.

I hope you will find this suggestion useful and constructive.
With every good wish I am

Sincerely yours,
VERNON W. THOMSO,.

Member of Congress.

U.S. SENATE,
COMMITTEE ON THE JUDICIARY,

Washington, D.C., February 11, 1972.
Hon. RUSSELL B. LONG,
Chairman, Finance Committee,
U.S. Senate, lVashington, D.C.

DEs CHAIRMAN LONG: Enclosed is a copy of the February 9 letter I have
received from the Honorable Herschel Lashkowitz, Mayor of Fargo, North
Dakota, and a copy of the February 8 resolution of the Fargo City Commission
in support of revenue sharing legislation.

I would deeply appreciate your Committee's consideration of the correspond-
ence in its deliberations on revenue sharing. Also, I respectfully request that
the correspondence be made a part of your formal record on pending revenue
sharing legislation.

With kind regards, I am
Sincerely,

QUENTIN N. BURDICK.
Enclosure.
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CITY OF FARGO,
Fargo, N. Dak., February 9, 1972.

Hon. QUENTIN N. BURDICK,
U.S. Senator,
Wa8hington, D.C.

I)EAR SENATOR BURDICK: I amu pleased to enclose herein a certified copy of a
Resolution prepared by myself and adopted by the City Commission at its regu-
lar Meeting held Tuesday, February 8. 1972, on the general subject of revenue
sharing.

This Resolution reaffirms previous Resolutions which have been acted upon by
the Commission. It, I believe, serves to underscore and emphasize that the issue
of revenue sharing is not an academic one, but a very real and pragmatic one.

Admittedly, revenue sharing is not a panacea nor a cure-all; however, under the
present system of categorical grants and programs millions and millions of dol-
lars, yes, perhaps more, are being expended in unnecessary duplication and also
in the administrative process. This tax money could be more effectively utilized
by being remitted directly to the local, political subdivisions.

The Commission has reaffirmed the general principle of revenue sharing and
makes reference to both President Nixon and The Honorable Wilbur Mills, Chair-
man of the House Ways and Means Committee. I believe that the Mills proposal
is a more current one and does have general acceptance from the leadership of
both parties if my Information is correct. In any event, we are writing you early
in the session In the hopes that some meaningful legislation will be introduced
and enacted into law.

I would greatly appreciate this Resolution and my letter being presented to the
Congress of the United States as part of their official proceedings.

Sincerely,
HERSCIIEL LASHlKOWrrZ,

Mayor and tPrc8ident,
Board of City Commis8ioncrs.

Enclosure.

RESOLUTION OF TIlE CITY OF FARGO, FEBRUARY 8, 1972

The Regular Meeting of the Board of City Commissioners of the City of Fargo,
North Dakota was held in the City Commissioners' Room at the City Hall at 7:00
o'clock p.m., Tuesday, February 8,1972.

RESOLUTION ADOPTED SUPPORTING REVENUE SHARING LEGISLATION:

Commissioner Bromenschenkel offered the following Resolution, which had
been submitted by President Lashkowitz, and moved its adoption:

Whereas, The City of Fargo has heretofore memorialized the Congress of the
United States to enact revenue sharing legislation which will authorize the United
States of America to remit a portion of the collected income taxes to various local
subdivisions; and

Whereas, Heretofore, President Nixon has proposed a program calling for
revenue sharing with states and local governments; and

Whereas, Congressman Wilbur Mills, Chairman of the House Ways and Means
Committee introduced legislation providing for direct payments to cities and
local subdivisions of a portion of revenue collected by the United States of
America; and

Whereas, The Executive Committee of the United States Conference of Mayors
Meeting in Washington, D.C. in January, 1972 has adopted the following
Resolution:

Whereas, The fiscal plight of American cities remains as the major problem
threatening the existence of local government in America; and

Whereas. Many cities have been forced to curtail or eliminate desperately
needed services; and

Whereas, Some cities have been forced to curtail their participation in desper-
ately needed national programs because they cannot raise the matching funds;
and

Whereas, President Nixon has proposed general revenue sharing to assist state
and local governments; and

Whereas, Chairman Wilbur Mills Introduced an alternative program for Inter-
governmental fiscal coordination last November: Now, therefore, be it
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Resolved, That the United States Conference of Mayors urgently requests that
Congress act immediately on a program to provide general fiscal assistance to
cities so that these vital institutions of American democracy may continue to pro-
vide local government to tile people of the United States. Now, therefore, be it

Resolved, That the Fargo City Commission does hereby reaffirm its support
of revenue sharing and calls upon the Congress of the United States to enact into
law a feasible program for the sharing of collected income tax revenues to be paid
directly to the local subdivisions in order to assist the local governments In pro-
viding the necessary services vital to their operations of city government; be it
further

Resolved, That the herein Resolution be inscribed upon the permanent records
of the proceedings of the Board and certified copies forwarded to the North Dakota
Congressional Delegation, to the Executive Offices of the United States Conference
of Mayors and the National League of Cities, to the Honorable Spiro T. Agnew,
Vice President of the United States, and to the Honorable Wilbur Mills, Chairman
of the House Ways and Means Committee.

Second by See. On the vote being taken on the question of the adoption of the
Resolution Commissioners Bromenschenkel, See and Lashkowltz voted aye.

Absent and not voting: Commissioners Schuster and Markey.
The President declared the Resolution to have been duly passed and adopted.

HERSCHEL LASHIKOWITZ,
Mayor and President, Board of City Contision er, City of Fargo, N. Dak.

CERTIFICATE OF CITY AUDITOR

STATE OF orrH DAKOTA,
County of Case, ss.

I, F. R. Fahrlander, do hereby certify that I am the duly appointed, qualified
and acting City Auditor of the City of Fargo, North Dakota; and

That the foregoing Is a full, true and correct copy of a Resolution adopted by
the Board of City Commissioners of the City of Fargo at a Regular Meeting of
the Board held on Tuesday, February 8, 1972; and

That such Resolution is now a part of the lrmanent records of the City of
Fargo, North Dakota, as such records are filed In the office of the City Auditor.

F. R. FAIIRLANDER,
City Audito,, City of Fargo, N. Dak.

U.S. SENATE,
COMMITTEE ON COMMERCE,

Washington, D.C., July 24, 1972.
3r. THOMAS VAIL,
Chief Counsel, Committee on Finance,
New Senate Offlce Building,
Washington, D.C.

DEAR MR. VAIL: Enclosed is the statement of Meldrim Thomson of Orford,
New Hampshire, on H.R. 14370. the Revenue Sharing Bill.

I shall appreciate it if you will arrange to have this statement made a part of
the record of hearings on this measure.

With every good wish,
yours sincerely,

NoiIS COTTON,
U.S. Senator.

Enclosures.

STATEMENT BY ,MELDRIM TnoMsoN, ORFORD, N.H., IN PROTEST AGAINST THE
PROPOSED REVENUE SHARING BILL

Mr. Chairman, members of the committee, as a citizen and businessman of New
Hampshire, I respectfully urge your rejection of the revenue sharing measure

recently lpndling before your committee.
Under the formula proposed in House 13111 14370, the citizens of New Hamp-

shire would be grossly penalized for their thrift and frugality.
Our citizens would receive $17.59 per capita, the lowest apportionment made

to any state. The citizens of New York would receive the highest allotment to a
state with their $35.29 per capita share.
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For years New Hampshire, the first colony to declare its independence from
the British tyranny of taxation without representation, has adhered to its state
constitutional precept that economy is a most essential virtue.

New Hampshire is the only state without either a general sales or income tax.
,Frequently, our people have protested and voted against excessive spending

at local and state levels.
Last year at a regular session of the legislature and again this year at a special

session our General Court overwhelmingly rejected general ales and income
taxes.

We are presently one of the few states operating state government with a
surplus.

By contrast, I understand that a number of states now preparing their budgets
for next year are incorporating therein monies they hope to receive from this
bill in order to avoid financial disaster.

This bill would reward waste, extravagance and even corruption. It would
destroy those timeless virtues of moderation, temperance, industry and frugality
which the New Hampshire constitution holds to be "indispensably necessary to
preserve the blessings of liberty and good government"

This bill will not long solve the crucial financial problems facing our local and
state governments. At best it is a poor stop-gap.

Only a return to economy and a strict curb on the spiraling costs of government
can in the long run solve the financial crises facing our states.

The majority of New Hampshire people can see no Justice in a formula that
gives them the crumbs of revenue sharing while profligate states like New York
and California feast on the cake and frosting.

What becomes of those noble constitutional concepts of equal Justice, equal
protection and due process when the small harvest of our New Hampshire frugal-
ity is taken from us and given to the high-spending citizens of other states?

As a lawyer and student of the Constitution I cannot believe that those who
framed and amended the federal Constitution ever once dreamed that a discrimi-
natory and confiscatory bill such as this could pass the test of constitutionality.

As a candidate for the Republican gubernatorial nomination this fall, I have
promised the people of New Hampshire that if this bill should be enacted and I am
elected governor that I shall promptly and vigorously test its constitutionality in
the United States Supreme Court.

U.S. SENATE,
CoMMIrr ON COMMZWcZ

Washington, D.C., July 7, 197.
Hon. RUSSELL B. Logo,
Chairman, Senate Finance Committee,
Now Senate Ofic Building, U.S. Senate.

DEAR SENATOR LONo: The enclosed letter I have received from the Chairman
of the Washington State Legislature's Legislative Budget Committee concerning
H.R. 14370. 1 would appreciate the Committee's consideration of the recommenda-
tion made in this correspondence and would also like to request that you Insert
the enclosure as appropriate In the Committee's official hearing record on this bill.

Best personal regards.
Sincerely,

WARREN G. MAoNUSON,
U.S. Senator.

Enclosure.

STATE OF WASHINGTON,
LEoisLATvE: BuDoET COMMITTEE,

Olympia, June 23, 1972.
Senator WARRtEN G. MAGNUSON,
Old Senato Office Building,
l'ahincton, D.C.

DEAR, SENATOR MAONUSON: The members of the Legislative Budget Committee
recently reviewed a staff report on House of Representatives Bill 14370. As you
know tiuis bill proposes to establish a plan for the sharing of federal tax revenues
with the several states and the general purpose units of local government therein.
It appears that under the present federal prolioml the State of Washington will
fare relatively poorly, largely because this state does not now Impose an in-
dividual income tax. As the legislative committee most intimately concerned
with the fiscal well-being of this state, the committee members unanimously
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adopted a motion at our most recent meeting requesting that a letter be directed
from the committee to you asking for consideration of an allocation formula
relying more on over-all state tax collections from individuals in lieu of a heavy
reliance on state individual income tax collections.

The Governor and a majority of the legislators of this state appear to favor
a net income tax on both individual and corporate income. As you are aware,
income tax laws have been enacted by the legislature and approved by the Gov-
ernor several times only to be upset by the courts or rejected by a vote of the peo-
ple. The last such turn-down occurred as recently as November 1970. Legislative
and Executive leaders have continued to work since that date on tax reform
proposals including both an individual and a corporate income tax. As a result
of these efforts, a new tax reform plan may go before the voters this Fall.

Although Washington does not now include a tax on individual income in its
overall tax structure, the record adequately demonstrates it has not been due
to any lack of interest or effort on the part of responsible elected officials. It is,
rather, that the people of this state, acting in their sovereign capacity, have
declined to permit the imposition of an income tax by the state.

In view of these circumstances, it is regrettable that the federal government
" should now be considering a plan for the sharing of revenues with state govern-

ments which in effect would penalize those states which do not place a tax on
individual income. This could be regarded as discriminating and an unwarranted
federal intrusion into what should be a purely domestic matter, i.e., the selec-
tion of a state tax system by the people of a state.

On behalf of the Legislative Budget Committee, I urge you to use your in-
fluence in the United States Senate to ensure that if a plan for federal revenue
sharing is adopted by the Congress. that the State of Washington will not be un-
duly penalized due to any lack of an individual income tax in its overall state tax
structure.

Sincerely,
FRANK W. FOLEY,

Chairman.

STATE OF MONTANA,
DEPARTMENT OF ADMINISTRATION,

Helena, July 25, 1972.
Hon. RUSSELL B. LONG,
Chairman of the Committee on Finance,
New Senate Office Building,
Washington, D.C.

DEAR CHAIRMAN LONG: Please take whatever steps are needed to insure the
passage of "The Senate and Local Fiscal Assistant Act of 1972," H.R. 14370
before the adjournment of Congress this fall. Montana state and local govern-
ments are in dire need of these funds in order to imlance our operating budgets.
Our economic gross simply does not keep pace with inflation, much less provide
for needed new programs.

Proposed amendments that tend to favor the more populated states and states
with no income should be rejected. Also, divorce any welfare reform measures
from the revenue sharing bill. Welfare reform provisions should be considered
separately from revenue sharing.

Sincerely yours,
DOYLE B. SAXBY, Director.

WISCONSIN COUNTY BOARDS ASSOCIATION,
Madison, Wis., July 17, 1972.

Re all 72 Wisconsin counties unanimously support HR. 14370, State and Local
Fiscal Assistance Act of 1972.

Hon. Russwu B. LoNo,
Chairman, Senate Finance Commnittee, U.S. Senate, Old Senate Office Building,

Washington, D.C.
DEAR SENATOR LONO: The Wisconsin County Boards Association, consisting

of all 72 Wisconsin counties, strongly supports federal revenue sharing as con-
tained in H.R. 14370. On April 27, 1972, we issued a press release to all Wisconsin
news media, requesting support for revenue sharing. All officials of local govern-
ment in Wisconsin are in strong support. A couple years ago, a national poll indi-
cated that over 77% of all Americans favored federal revenue sharing.



582

Wisconsin county government, an area wide government that is beginning to
perform many municipal type services, instead of performing the usual role of
counties in merely administering state government, has been recognized by H.R.
14370, as an Important cog in the local government structure. County govern-
ment would receive a fair share of the proceeds distributed under tile bill. Also,
taxpayers would be recognized for their tax efforts in providing services to Wis-
consin residents.

We support all phases of H.R. 14360, including "maintenance of effort"; and
we respectfully urge passage with no amendments.

Amendments could defeat this popular measure that passed the House by
the large majority of 274 to 122.

Very respectfully,
ROBERT 'MORTENSEN,

Execu tive Director.

COUNTY OF CUYAIOGA,
Cleveland, Ohio, July 25, 1972.

Hon. RUSSELL B. LONG,
U.S. Senate,
Old Senate Offlce Building,
Washington, D.C.

DEAR SENATOR LONG: The Board of County Commissioners of Cuyahoga County,
Ohio, wishes to urge you to support and expedite the concept of Federal revenue
sharing. While we view tile concept as put forth in H.R. 14370 as a generally ac-
ceptable step, we would like to see at least one of its provisions broadened con-
siderably. In our view, it is necessary to widen the concept of "high priorities".

The current narrow construction of the "high-priorities" definition would
severely limit both county and townships in the utilization of monies made avail-
able. The high-priority items as currently defined are highly restrictive and
would hamstring county governments in such a way as to almost negate the
purpose of revenue sharing. The county, in addition to the highway function. has
traditionally been concerned with the administration of justice. This latter func-
tion does not seem to be adequately covered within the current bill under con-
sideration.

We would like to propose that either the restrictions on local governments be
deleted or that they at least be broadened. If these restrictions are deleted it
would allow local governments to concentrate on what they feel their local "high-
priorities" really are and not what the Federal government, relying upon a gen-
eral across-the-board stereotype, believes then to be. Perhaps the local govern-
mnent should define its areas of high-priority and then file them with the Secre-
tary of Treasury. If the restrictions on program focus must be kept, then the
definitions should be broadened. For instance, the public safety category, noW
seemingly limited to police-fire-building inslction, might well be broadened to
include the courts, corrections, and those ancillary functions that make the
justice/public safety operations a total system.

Your favorable consideration of this matter wil! e of great concern to the
Board. We are committed to improving the total criminal justice system. In order
to do so. we must find financial resources to develop anid cairry out programs in
the areas of Common Pleas Court, Clerk of Courts. Pro.-ecutor's Office. Coroner's
Office, and similar agencies. It is not enough that wt strengthen "public safety",
but we must carry this through all phases of the Justice and corrections program.
In doing so, the county government will more usefully dovetail with the strength-
ening of the public safety related actions to be taken under revenue sharing by
the cities within the county.

We feel that the public safety/criminal justice example (ited is indicative of
tile need for broadening all categories. We also wish to be sure that environment.
tail protection and transportation will be broadened sufficiently to give its the
scope to plan and execute meaningful progranis related to the problems that
confront us in this county.

If we can be of service to you in reviewing these matters in more detail, we
shall be most pleased to do so.

Respectfully submitted.
Huon A. CoRRaPAN,

President.
FRANK R. POKORNY.
SETH C. TAFT.
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STATEMENT SUBMITTED BY ROBERT E. MERRIAM, CHAIRMAN, ADVISORY
COMMISSION ON INTERGOVERNMENTAL RELATIONS

The Advisory Commission on Intergovernmental Relations has been in the
vanguard of those advocating the revenue sharing idea. The basis for the Com-
mission's commitment to the concept is its belief that revenue sharing will build
greater flexibility into our intergovernmental system-the kind of flexibility that
will enable State and local governments to be more responsive to the diverse
conditions and needs in this vast country. This is, of course, the essence of fed-
eralism and the source of its benefits as a form of governmental organization.

As recently as December, 1971, the Commission expressed its appreciation to
the House Ways and Means Committee for resolving to make H.R. 11950, the
progenitor of H.R. 14370, its first order of business when Congress reconvened
In January 1972. The Commission noted at its December 17, 1971, meeting that
from its earliest espousal of the idea of Federal revenue sharing with States
and localities, "this Commission has consistently taken the position that the
first order of priority is to establish the principle of general support payments."

-O H.R. 14370 does this and therefore on behalf of the Commission I can say that
it supports this bill.

In addition to being in the vanguard of those advocating revenue sharing,
the Advisory Commission on Inter-governmental Relations has been in the van-
guard of those advocating more intensive use of the State personal income tax.
While it comes as no surprise to members of the Advisory Commission that the
limited State income tax incentive provided in H.R. 14370 is under attack, we
want the record to show clearly that ACIR favors the retention of the State
income tax incentive.

The case for linking revenue sharing with encouragement of the State per-
sonnel income tax rests on three arguments:

1. Without an inducement to use the personal income tax, revenue sharing
would tend to undercut State use of this prime tax source. State legislators, es-
pecially those in the non-income tax States, could be expected to live in constant
hope that even larger Federal revenue sharing grants will take them off the
fiscal hook. Yet no rhetoric about the plight of financially hard-pressed State
and local governments can gloss over the fact that the non-income tax States are
failing to help themselves.

2. The cluam that a Federal incentive for the use of the State personal income
tax is "'coercive" carries little weight when the inducement is part of a revenue
sharing bill. If Congress Is willing to make general support payments to States
and localities, it becomes quite reasonable for Congress to enact as part of H.R.
14370 a provision that would help insure that States tap their own income tax
potential.

3. The combination approach -revenue sharing coupled with a State personal
income tax inducement provision-is the best hope of meeting both the im.-
mediate and long-range fiscal requirement of State and local governments.
H.R. 14370 will provide high income tax States such as California, New York,
Oregon and Wisconsin immediate financial aid and long-range assistance in the
form of reduced vulnerability to interstate tax competition. The somewhat
larger allocations to income tax States would tend to prompt non-income tax
States, e.g., Connecticut, New Jersey, Tennessee and Texas, to enter the income
tax field and the resultant reduction In the vulnerability of income tax States
to interstate tax competition would then permit States such as New York to
make further use of the personal income tax.

In summary, H.R. 14370-the State and Local Fiscal Assistance Act-pro-
motes the interests of federalism by Introducing both a badly needed element
of flexibility into our Federal aid arrangements and an incentive for greater
State use of the income tax.

STATEMENT OF ROBERT E. MERRIAM. CHAIRMAN. ADVISORY CoM.MIssio.N ON INTER-
GOVERNMENTAL RELATIONS, BEFORE T1IE HOUSE WAYS AND 'MEANS COMMITTEE,
U.S. IfousE OF REPRESENTATIVES, JUNE 14, 1971

_ Mr. MERRIAM. Thank you, Mr. Chairman.
For the record, I have with me William MacDougall, the Executive Director

of the Commission and Johm Shannon, who is Assistant Director.
I also for the record make note of Congressman Ullman's kind remarks and

recall that you, Mr. Chairman, were one of the original members of this Commis-
sion in 1959 when it was formed.
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Let me express the appreciation of our Commission for this opportunity to
testify in support of the general proposition that Congress should construct a
more flexible and balanced system for aiding State and local governments.

Before commenting in detail on the specific issue currently before this com-
mittee, permit me to make several general observations.

First, the Congress in establishing the ACIR in 1959 recognized the need for a
permanent bipartisan forum for the continued consideration of intergovern-
mental relationship including specifically such problems as: "* * * the most de-
sirable allocation of governmental functions, responsibilities and revenues among
the several levels government * * * and " a less competitive fiscal relation-
ship between the levels of government * *

Second, in the 11 years of its existence, the ACIR, in serious exercise of its
congressional mandate, has made a number of critical analyses of State and local
governmental operations. Among these were policy reports dealing with (1) State
action to check the fragmentation of the metropolitan areas tax bases, (2) re-
vision of State school aid formulas to reflect poverty overburden particularly in
the central cities, and (3) the creation of a better balance in State and local tax
systems by more effective use of the State income tax and a more equitable use
of sales and property taxes.

Currently, the two main studies being conducted by the Commission relate, first,
to the problems of regional governmental groupings; and second, to new tech-
niques whereby States and localities can improve further their own tax produc-
tivity.

I underscore this aspect of the Commission's work to emphasize our aware.
ness of the two-sided nature of the present debate about strengthening Federal
aid programs. Most surely, our system of shared powers requires much remedial
State and local action to insure their ability to use well the Federal dollars they
receive. Having personally served both as a city councilman in Chicago and as
Deputy Director of the Bureau of the Budget, these facts of life are well known
to me, as they are to all of you.

GROWING FISCAL IMBALANCE

Conceding freely, therefore, the many well-known deficiencies of State and
local governments and the need for internal reform, over the years the Commis-
sion has become nevertheless increasingly concerned with the growing imbalance
in our revenue-collecting systems and in the delivery of services. We witnessed
State governments--and Governors--making major, and often heroic and politi-
cally suicidal efforts to raise taxes, some 446 identifiable State increases since
the Commission was formed in 1959.

We have watched local officials searching everywhere for new tax sources to
relieve the growing burden of the regressive property tax. We have seen modern-
ization of State constitutions and governmental reorganizations, including the
establishment in most States of departments of local government. Many of these
reforms were long overdue, and many still remain to be made. But significant
progress, at long last, has begun.

With all this, the delivery of essential local services, if anything, continues to
fall back, and progress. Last Friday, you were given a firsthand report on the
grim picture in the central cities. As new needs become either identified or rec-
ognized--environmental control, et cetera-new tax revenue demands are made.
The cycle is a vicious one.

THE FEDERAL RESPONSE--EXPANSION OF CATEGORICAL AID SYSTEM

The Congress, in attempting to cope with these ballooning problems in the last
decade, continued largely the traditional revenue sharing technique of specific
categorical grants for narrowly specified purposes. As you have heard many
hundreds of times, we now have 430 of these programs, currently involving ap-
proximately $30 billions of estimated Federal expenditures.

THE COMMISSION'S LONG RANGE PLAN FOR REDRESSING THE FISCAL BALANCE

Believing as we do that the ability to perform these needed services at the
right level of government is a critical ingredient for an effective working Fed-
eral system of divided responsibilities, the Commission has, over the months and
years, developed a plan for a massive rearrangement of financing responsibilities
among Federal, State, and local governments. Specifically, the Commission has
called for:
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Sharing of a percentage of the Federal personal income tax with States and
localities.

Assumption by the Federal Government of all costs of public welfare and
medicaid.

Assumption by Stpte government of substantially all local costs of elementary
and secondary education.

Encouragement of a high-quality, high-yield State tax system through a Fed-
eral income tax credit for State income taxes paid.

Creation of a more manageable and streamlined categorical aid system through
consolidation and joint funding of existing Federal grant programs.

Let me hasten to add that we recognize that not all of this massive rearrange-
ment can or will take place at once. Nor do we expect that there will be agree-
ment on all the objectives we have outlined and we most certainly are not un-
aware of the fiscal problems currently confronting y3ou and the Congress.

EVERY PRESCRIPTION HAS AT LEAST ONE SERIOUS ADVERdE SIDE EFFECT

Additionally, we are keenly aware that each of our individual prescriptions
has at least one major weakness as well as its strengths. Federal welfare take-
over, for example, to which this committee has recently addressed itself, ob-
viously tends to reinforce the trend toward greater centralization of administra-
tive power in Washington and does not provide assured fiscal relief to central
cities which most need It.

Tax credits, while stimulating State action on the income tax front, also fall
short on the aid-to-local-government criteria. Although so-called general revenue
sharing can target funds quickly into areas of greatest need, it Is vulnerable to
the charge that the separation of taxing and spending authority is too great.

The fact that each of these policies has one or more serious drawbacks, how-
ever, should not force us either to dismiss them all or to hail one as the substitute
for the others. As your committee has so often demonstrated, the test of states-
manship is to devise an innovative combination that can maximize the unique
strength of each while minimizing their adverse side effects.

With all of these sometimes conflicting objectives in mind, the Commission in
1969 bit the bullet by reducing to legislative language a melding of two "rival"
ideas--general revenue sharing and Federal tax credits for State Income tax
payments.

The result was the Intergovernmental Revenue Act of 1969 introduced in the
Senate by Messrs, Muskie and Goodell and in the House by Mr. Roth. Your
distinguished committee colleague, Mr. Ullman, introduced his own tax credit
proposal, representing this part of the ACIR bill with which he personally, as a
member of the Commission, concurred.

INTERGOVERNMENTAL REVNUE ACT or 19T1---. 1770

As you know, from bls testimony last week, Senator Muskie has now intro-
duced the Intergovernmental Revenue Act of 1971, S. 1770, a revised veirion
of the Commission's 1969 proposal. While it does not have the tax credit feature,
Senator Muskie's latest version does retain the important incentive principle
by (1) making a bonus grant to States using the personal income tax; and (2)
retaining the provision authorizing the Federal Government to collect a State's
personal income tax if the State so elect& This bill also adds a poverty factor
to the formula governing the distribution of aid to local governments

The following are the major considerations in our support of the concepts
embodied In the Intergovernmental Revenue Act of 1971:

First, the tax credit-or bnus--feature oreomes the charge that general
revenue sharing would lessen the Incentive for the States themselves to use the
InCome tax. This feature of the bill is especially significant in view of the fact
that 11 States do not have a broad-Mtsed Income tax, antd about half of the rest
make rather anemic use of this prime revenue source. It should mute the legiti-
nmte concern as to whether States are truly pulling their 'own weight.

Second, by introducing general support into the present Federal aid structure,
-this proposal would inject a sorely needed element of flexibility and equalization
4irtnfb an overly rigM -and narrowly tocused Federal aM system.

General revenue sharing must not be viewed as a weapon to destroy categorical
aids, but, rather, as a supplement to it. Categorical aids will always 1w' needed to
stimulate programs in vpec4fle areas of national intereoL However, we alO need
broad functional gr nts, through irant consolidation, to give Federal, State, and

81-305 o - 72 - 38
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local pollcymakers greater flexibility in meeting intergovernmental needs in broad
program areas.

Third, by sharing Federal income tax among the States on a per capita basis
modified for tax effort, this proposal works in the right parities on the revenue-
raising front This fact must be carefully noted. While there is a gradual lessen-
ing in wealth differentials among the States, the differences are still very great
For example, even if both Mississippi and Connecticut had personal income taxes
imposed at a rate of 10 percent of the Federal personal Income tax, Connecti-
cut's per capita yield would have amounted to $62, compared to Mississippi's
per capita yield of $16. Because the State allocation formula emphasizes a per
capita distribution, revenue sharing tends to compensate for the great differences
in revenue-raising ability between wealthy and poor States.

Fourth, the combination of population, tax effort, and poverty factors in the
pass-through formula should insure that most of the aid will go 'to those local
jurisdictions in greatest fiscal need.

It Is becoming increaeingly apparent that any revenue-sharing measure must
reduce the great fiscal tensions now experienced by major cities. Admittedly,
the lack of data on local governments makes It extremely difficult to develop
a truly sophisticated equalization formula for local governments, although paren-
thetically, I might say I believe we at the Commission are making some real
strip des In this area.

Nevertheless, the use of population, revenue effort, and a poverty measure as
a proxy for local fiscal need can insure that most of the pass-through ends up
in the localities experiencing the most severe fiscal tensions. The cutoff at 25,000
population is important in this regard.

Fifth, this aid measure will give States the means to strengthen their aid to
local governments. It is critically important to design a comprehensive federal
aid system in a way so as not to provide a convenient excuse for States to shirk
their responsibility to the Nation's cities, or in such a way, that cities become
wards of the Federal Government. For this reason. Federal aid policies must not
be limited to just helping hard-pressed local governments; they must also be
framed so as to strengthen the general fiscal position of the States as well.

Sixth, this aid mechanism would introduce greater equity into the Nation's
intergovernmental tax system. The sharing of Federal personal income tax re-
venue and greater State use of the income tax would enable State and local gov-
ernments to make a less intensive use of local property and State sales taxes,
levies that are most burdensome for low-income families.

While the bill currently before this committee does not accord in all its points
with these ACIR proposals, the majority of our Commission have expressed
support of H.R. 4187 as an important beginning in the direction of fiscal flex-
ibility.

SUMMARY

In the final analysis, we believe the basic issue before this committee Is not
whether to have revenue sharing, but, rather, how, and with whom.

In answering the how question, the overriding objective must be to build
greater flexibility and equalitation into an overly rigid Federal aid system.

In answering the who question, our central aim should be to extend aid so
as to strengthen our total federal system, not just specific governmental tuits
within it.

The ACIR believes it is possible to achieve these dual objectives, thus avoid-
ing the twin shoals of excessive power concentration at the Federal level, on
the one hand, and the unwarranted separation of tax and expenditures respon-
sibilities at the State-local level on the other.

THE NEw FEDERALISM AND H.R. 14370. A FINAN-CIA AND FISCAL PROFILE-A
RESEARCH REPORT ON STRENGTHENING THE FEDERAL SYSTEM-PREPARED FOR THE
U.S. SENATE COMMIr'MI ON FINANCE

(By Frank Rodio, Jr.)

Mr. Chairman and distinguished Members of the United States Senate Com-
inittee on Finance: H.R. 14370, the State and Local Assistance Act of 1972. had its
genesis almost three years ago on August 9, 1969 and August 13, 1969. The
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crisis and problems this legislation proposes to solve have been with us since the
Republic's creation and in many cases were created by the federal, state and local
governments themselves. President Richard Nixon outlined his philosophy on
the future of the federal system and an explanation of his administration's
revenue sharing legislation currently embodied in H.R. 14370 which is being
considered by your committee.

The President's August 8, 1969 analysis stated "We can no longer have effective
government at any level unless we have it at all levels. There is too much to be
done for the cities to do it alone, or for Washington to do it alone, or for the
States to do it alone. For a third of a century, power and responsibility have
flowed toward Washington-and Washington has taken for its own the best
sources of revenue. We intend to reverse this tide, and to turn 6ack to the
States a greater measure of responsibility-not as a way of avoiding problems, but
as a better way of solving problems." What has been Congress' response to the
President's program? Three years of delay and inaction.

The President sent to Congress a series of special messages on revenue sharing
on August 13, 1969, February 4, 1971, February 9, 1971, March 2, 1971, March 4,
1971, March 8, 1971, March 18, 1971, April 6, 1971 and February 7, 1972. These
special messages were referred to the United States House of Representatives,
Committee on Ways and Means, Committee on Banking and Currency, Committee
on Education and Labor, and Committee on the Judiciary. The Committee on
Ways and Means has primary responsibility for revenue sharing legislation since
it involves matters pertaining to federal taxation. All legislation pertaining to
federal taxation must originate in the Committee on Ways and Means.

The dissenting views of the Committee on Ways and Means Report 92-1018 on
II.R. 14370 points out... "According to the Census Bureau, there are some 80,000
units of local government in the United States, including more than 3,000 coun-
ties, 17.300 townships, 18,600 municipalities, 20,000 school districts and 21,000
additional special districts, the average number of local governmental units per
State is about 1,600 ranging from a low of 19 In Hawaii to a high of 6,453 in
Illinois. The Chicago area alone embraces more than 1,000 separate units;
Philadelphia and environs have about 870; Metropolitan New York about 550;
and the Oakland-San Francisco area more than 300. The nationwide average is
91 units of government per metropolitan area."

It is my opinion that the main reason for the financial and fiscal problems
of state and local governments is the proliferation of local governmental units.
My own State of New Jersey has been referred to as the most urbanized State In
the Union of 50 United States of America. New Jersey has 21 counties and 567
separate municipalities. New Jersey instituted a general sales tax in 1966-and in
March, 1970 hiked the general sales tax rate from 3 to 5%. New Jersey has very
severe financial problems with respect to local and state governments. Governor
William Thomas Cahill appointed in 1971 a gubernatorial Tax Policy Study
Commission.

The Commission recommended a 40% reduction in local property taxes, adop-
, tion of a graduated state income tax ranging from 1 to 14% and adoption of a

small statewide property tax. The New Jersey State Legislature is currently
debating the Tax Policy Commislion Report recommendations. New Jersey is
currently Involved In an interstate tax dispute with the neighboring Common-
wealth of Pennsylvania. I might add that I reside in Camden County, New Jer-
sey's First Congressional District. Camden County, New Jersey has 37 municipali-
ties and Is part of the eight county Philadelphia metropolitan area. I reside in
the Rosedale area of Winslow Township, located in the southeastern part
of Camden County. Pennsylvania Governor Milton Jerrold Shapp submitted
to the 1971 General Assembly a 5% graduated state income tax levy.
The Pennsylvania Supreme Court declared the 5% graduated income tax lev3
unconstitutional because the antiquated 1874 Pennsylvania Constitution provides
for all taxes to be "flat" with no exemptions which a "graduated" income tax
le'y would provide for.

After prolonged debate, the Pennsylvania General Assembly adopted a "flat"
3'1,% state income tax levy. Pennsylvania thus became the 43d state to enact a
personal income tax levy. Many New Jersey residents work in Pennsylvania and

01 its largest city, Philadelphia. Philadelphia adopted a city income tax in 1939
with its pre.wnt rate being 3%. Thus, New Jersey and other out-of-state residents
must pay the 31/(% "flat" income tax state levy and the 3% city income tax levy.
New Jersey has a 5% sales and use tax and Pennsylvania has a 6% sales and use
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tax. New Jersey retaliated by enacting Into, law the same 8% "fW" income
tax levy on Pennsylvania residents working in the Garden State. The non-rest-
dents taxpayers associations of New Jersey and Pennsylvania are fighting the
New Jersey Pennsylvania-Philadelphia income taxes in both state legislatures
and federal and state courts. The Federal Government spent $38 billion In fiscal
year 1072 In federal grants to states and localities. About 70% of the 1972 figure
($28.8 billion) will be spent in the 233 metropolitan areas of the country.

H.R. 14370, the State and Local Assistance Act of 1972, which provides an
annual appropriation of $5.3 billion for a five-year period retroactive to January
1, 1972, is a small but significant first step in attempting to solve the financial
and fiscal problems of state and local governments. The states would receive $1.8
billion of this amount to spend In any way they see fit; the remaining $3.5 billion
would be allocated to the states to "pass through" to 39,000 units of local gov-
ernment to be used for "high priority" expenditures. In my opinion H.R. 14370
would go a long way toward alleviating financial and fiscal problems facing
New Jersey and Pennsylvania as well as other states which I described earlier.
I recommend enactment into law of H.R. 14370, the State and Local Assistance
Act of 1972 would, in my opinion, preserve and strengthen "the New Federalism."

NEw YORK STATE BAR ASSOCIATiON, TAX SwmroN, REPOnT ON FEDERAL-STATE TAx
COLLECTION ACT oF 1972 By COMMwIEE ON PERsONAL INCOME TAXATION, SUB-
MITTED BY RICHARD H. APPERT, CHAIRMAN

The Federal-State Tax Collection Act of 1972 (the "Bill") was passed by the
House of Representatives late in June 1972 as Title II of H.R. 14370 (the State
and Local Fiscal Assistance Act of 1972). The Bill is curerntly under considera-
tion by the Senate Finance Cbmmittee.

The Bill provides that at the election of any state, the federal government will
collect and administer the "qualified state individual income taxes" of such state
(hereinafter referred to as "piggyback arrangements"), provided that such state
complies with certain conditions of participation which includes certain limita-
tions on its taxing authority. A qualified state individual income tax is:

(a) a tax imposed on individual residents (as defined In the Bill) of a state
which either (i) Is based on taxable income for Federal purposes with certain
specified limited adjustments, or (i) is a percentage of the Federal income tax
as computed after certain specified limited adjustments, and

(b) a non-discriminatory non-resident tax on what is essentially earned income.
The effective date of the Bill is the later of January 1, 1974 or the January 1 fol-
lowing the date on which at least five states which have in the aggregate residents
who filed at least five percent of the Federal individual income tax returns dur-
ing 1972 have elected to participate In the piggyback arrangements.

The report of the Committee on Ways and Means of the House of Representa-
tives accompanying H.R. 143701 (the "Committee Report") states that the pur-
poses of the Bill are to eliminate duplication of effort by state and federal tax
administrators, eliminate unnecessary record-keeping by taxpayers, establish
uniform treatment for individual taxpayers at both the state and Federal levels,
provide for faster collection of withheld income taxes and free the state courts
from individual income tax controversies."

The Committee Report states that it Is expected that the piggyback provision
will make a substantial contribution to tax simplification by causing a sandard-
ization of state income tax laws and the elimination of the confusion of com-
pleting and filing separate tax forms for state and federal income taxes and
maintaining different records for each computation.8

The Committee on Personal Income Taxation strongly endorses the objectives
of the Bill. We are of the view, however, that the Bill should be more precise
with respect to the conditions of participation in the piggyback arrangements
relating to the constraints imposed by the Bill on the rights of participating
states to impose individual taxes other than qualified state individual income
taxes. We also have three more technical comments with respect to the Bill.

1 H.R. Rep. No. 92-1018, 02d Cong., 2d Sess. (1972).
a Ibid. at 46-47.
* Id at pp. 14-16.
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1. Perm#euiblc taxes
Proposed section 6362(f) (8) of the Bill' provides that a participating state

may not impose any tax on the income of individuals other titan a qualified state
individual Income tax or a tax on investment income of individuals domiciled
but not resident in the state in question. Proposed section 6362(f) (7) provides
that entities such as partnerships, trusts, estates and subchapter 8 corpora-
tions, etc., which are treated as conduits for Federal income tax purposes must
also be treated as conduits for state income tax purposes. The Committee Re-
port adds that to the extent there Is a conduit principle under Federal income
tax law, the entity which serves as a conduit is not to be subject to state cor-
porate income taxY-uiihicbrporated business income tax on income taxed to
the shareholders or partners, as the case may be.'

The above noted provisions limiting the taxing ability of participating states
are far more extensive than the provisions which would be necessary merely to
conform the state taxes collected by the Federal government to the Federal in-
come tax in order to facilitate Federal collection of such state taxes. It seems

Ow clear that these limitations are an attempt by Congress to simplify the system
-6f taxing Income in the United States by compelling those states that opt for

the significant advantage of Federal collection of state income taxes to conform
all aspects of their system of taxation of individual income to the Federal system.
We support this objective and we suggest two changes to further implement it.

(a) State and political subdivisions thereof.-The Bill appears to distinguish
between a tax imposed by a "state' 'and a tax imposed by "a political subdivision
thereof." ' Thus, it appears that the restrictions imposed in the Bill on the ability
of states to impose certain taxes are limited to taxes imposed by a state itself,
and that there are no limitations on taxes imposed by a political subdivision of
a state. The Bill is nbt precise on this point and we strongly urge that the Bill
as finally enacted be clear as to whether the taxing powers of political subdivi-
sions of states are limited if a state participates in the piggyback arrange-
ments and we suggest that political subdivisions be included in the restrictions.
If political subdivisions are included in the restrictions, we suggest that they
also be included in the piggyback arrangements.

A limitation on the taxing power of a state but not that of its political sub-
divisions might well have a significant adverse impact on tax simplification.
It would seem quite plausible to assume that many of the state-wide taxes
which would have to be eliminated by participating states would be replaced by
similar taxes -imposed by political subdivisions of the states with a resulting
balkanization of the tax structure of each state with concomitant greater evils
than the different state taxes now present. We understand that including political
subdivisions within the scope of the Bill will cause complexities but we strongly
urge that this problem be d-eit--th.

(b) Type of tarcs.-It appears from the statement on page 62 of the Com-
mittee Report that the intent of the Bill Is to require participating states to tax
individuals in the same way as the Federal government taxes individuals with
respect to their income and that a participating state is prohibited from im-
posing an unincorporated business tax. We agree with this attempt to Induce
conformity but we thtnk-the-statute should be explicit in this respect and should
provide that the only taxes computed with reference to the net income of an in-
dividual or other entity other than a corporation which may be imposed by a
participating state (and, as noted above, we would include political subdivisions
thereof) would be those taxes specified in the statute. Thus, for example, It
would be clear that a participating state could not impose an unincorporated
business tax upon a partnership or on a sole proprietorship.T

2. Residency in more than one State during the taxable year
Proposed section 6362 (e) (4) provides that where an Individual becomes a resi-

dent or ceases to be a resident of a state during a year, his liability to such state
for the state individual income tax on residents Is to be determined by multiply-

4 All references are to sections of the Internal Revenue Code of 1954 as such Code
would be amended by the Bill.

Ow a Committee Report at p. 62.
,See proposed section 6362(b) (3) (B).' We would also include the restrictions in the Bill on double taxation of corporate con.

duits such as Subehapter S corporations.
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Ing the amount which would be hia liability for tax if he had been a resident of
such state for the entire taxable year by a fraction, the numerator of which is
the number of days he was a resident of such state and the denominator of which
is the total number of days in the taxable year. Thus, for example, if a person
were a resident of a particular participating state for I/j of tile taxable year, he
will owe that state % of the tax he would owe had he been a resident for the
entire taxable year even It, In fact, he earned all of his income for the year while
a resident of such state and in such state. This rule, when read together with the
permitted taxation of non-residentfs, would have the capricious result of per-
mitting a state to tax a non-resident-who earned money within its borders more
highly than a resident who earned the same amount of money within its borders
but who ceased to be a resident of the state during the year since the non-resident
can be taxed in full by such state on his earned income from within such state.

We do not think that the mechanical simplicity of the above stated rule on
changes of residence Is necessary. We recommend that serious consideration be
given to amending the Bill to provide that ar individual who was a resident of
a state for part of his taxable year will be taxed by such state on the Income
earned while a resident and that the non-business deductions would be appor-
tioned on the basis of the relationship of adjuk;ted gross income subject to tax by
such state to total adjusted gross Income.

3. State bond interest
In the case of a qualified state individual income tax based on Federal taxable

Income proposed section 6802(b) (1) requires the state to add to Federal taxable
income net income from bonds of a state or political subdivision thereof which is
exempt from Federal income tax ("net tax exempt income"). In the case of a
qualified state income tax which is a percentage of the Federal Income tax, pro-
posed section 6362 (c) (8) provide that the state must either add to Federal gross
Income both net tax exempt income and the amount of state income taxes de-
ducted in computing Federal taxable income or make neither adjustment: a state
may not make one adjustment without the other.

The statutory authorization of the obligations of New York State Public Au-
thorities typically contains language similar to tile following: "The state of New
York covenants with the purchasers and with all subsequent holders and trans-
ferees of bonds Issued by the authority pursuant to tills title, in consideration of
the acceptance of and payment for the bonds, that the bonds of the authority
issued pursuant to this title and the income therefrom. and all moneys. funds
and bonds, shall at all times be free from taxation except for estate taxes and
taxes on transfers by or ih contemplation of death.""

It is likely that New York State could not constitutionally breach such cove-
nant and tax the interest on bonds of such an authority even if it were Inclined
to do so. See, e.g., The Macallen Company v. Massachnsctts, 279 U.S. 620 (19.29).

lit light of tihe foregoing. if the qualified state income tax based on Federal
taxable income as finally enacted contains tile requirement of the Bill that net
tax exempt income be added to Federal taxable income, New York State will
probably be precluded from participating in the piggyback system with a tax
based on Federal taxable income. New York would have to participate, if at all,
on the basis of a tax which is a percentage of Federal Income tax. Moreover,
even on that basis, since New York could not add back net tax exempt income,
it could pot add back state income taxes.

The Committee feels that the effect on states such as New York of the treat-
ment in the Bill of net tax exempt income should cause a reexamination of such
treatment. In this connection we suggest that the Bill be amended either to elimi-
nate any adjustment for net tax exempt income or to permit each state to elect
whether it wanted to add back net tax exempt income.
I,. Direct payments by States in lien of State tax benefits

The Bill provides for very limited and specific situittions in which lmrtielpating
states may exercise state policy in connection with the grant or withholding of
deductions or credits. The Committee Report acknowledged that certain states
have in the past provided tax incentives which would not be available if such
state participated in the piggyback arrangements." Among the incentives noted
are the exclusion from state taxation of interest on the bonds of the state in
question and income tax credits for property taxes paid by the elderly. The Coin-

s New York Public Authorities Law I 1596n (McKinney 1070).
O.See pp. 53-55.
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mittee Report states that nothing in the Bill prevents a state from continuing
to make these or other benefits or incentives available by other means. Thus,
by way of example, the Committee Report states that a state could make a direct
payment to an Individual in connection with interest derived by him from the
obligations of such state, or with respect to property taxes paid by the elderly.
The Committee Report states that the Internal Revenue.Services would not par-
ticipate in the administration of those payments or refunds, other than to make
information from the individual returns available to the state.

We suggest that if and to the extent that a state specifically makes a payment
to an individual which it denominates as a reduction of his income tax liability
to such state that such payment be considered for all purposes as a direct reduc-
tion of state taxes for the year of receipt or accrual, as the case may be, to the
extent of the state tax paid or accrued for such year. This would most closely
approximate the result which the state intends, i.e., a reduction in such in-
dividual's state Income taxes. Permitting a direct offset would eliminate the prob-
lem of Imposing a Federal income tax on the state payment to a recipient who
claims a standard deduction and thus received no Federal income tax deduction
for the state tax which the payment is designed to reduce; moreover, it would
prevent the imposition of a state income tax on the reimbursement itself. More-
over, although tthis procedure would not meet the stated covenants of the New
York Public Authorities Law mentioned above, an argument might be advanced
that this procedure afforded the holders of such bonds substantially the same
benefits.

STATEMENT OF DONALD W. JACKSON, EXECUTIVE SECRETARY, TeNNESSEE TAXPAYERS
AssocIATioNs, INC.

JULY. 28, 1972.
Mr. Chairman and members of the Senate Committee on Finance: I am Donald

W. Tackson, Executive Secretary of the Tennessee Taxpayers Association, Inc.,
with offices in Nashville. I am also currently serving as Chairman of the National
Taxpayers Conference, which is comprised of the executives of statewide tax-
payer-research organizations operating, in more than half of the States. The views
expressed in this statement are concurred in by the executives of those organiza-
tions on the attached list.

The opportunity to present these views on H.R. 14370, the State and Local
Fiscal Assistance Act of 1072. is much appreciated. This legislation could mark a
new turning point In Federal-State-local fiscal relationships and, therefore, should
receive most serious and careful attention. Despite the lofty objectives which
have been claimed for it, and the intense pressures which have been brought upon
the Congress for its enactment, there are some of us who sincerely question the
wisdom of adopting this new approach at this time, and who doubt that'it will
provide effective fiscal relief of State-local government.

This distinguished committee does not need to be reminded, 'Mr. Chairman. that
the Federal Government is already "sharing" 35-to-40 billions of its revenues with
State-local governments though the existing categorical grant structure; if this
bill becomes law that total will soon approach $45 billion annually. Additionally,
Indirect Federal aid is provided, for example, through the deduction of State-
local taxes from the Federal income tax, and the exemption of interest on State-
local bonds.

It is contended that a new approach is needed because the categorical grant
structure is over-controlled, too complex, and imposes severe administrative and
other burdens on State-local governments. But H.R. 14370 corrects none of
those deficiencies, Mr. Chairman; it simply piles $5 or $6 billion of additional
aids atop the4)resent structure. We would urge that, as a first priority, the Com-
gress undertake a thorough review and reform the existing grant structure
in order to see whether the $35-to-$40 billion currently provided could not be used
more efficiently and effectively to meet the needs of State and local governments.
To enact this new program before that is done puts the cart before the horse,
and will only further weaken and defer chances of improving the existing grant

,,structure.
It is also argued that revenue sharing in the form proposed will decentralize

decision-making and strengthen the powers of State-local governments in the
use and application of these funds. The House-approved version of H.R. 14370
does, of course, place some restrictions on the use of the aid provided to local
governments. Apart from that, however, there is a more fundamental question.
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Revenue sharing cannot be considered in a vacuum. It must be considered in
conjunction with the many billions of Federal aid dollars already being made
available, the additional Federal responsibilities envisioned under the pending
welfare reform measure, current proposals to levy a new Federal tax in order to
increase the Federal share of the costs of education, and other proposals.

Viewed in this context, we may well ask whether we are not buying some
decentralization in decision-making or some additional "flexibility" for State-
local governments in the use of these Federal funds at the cost of a much greater
centralization of the taxing power. This is an issue which deserves the most
careful consideration.

There can be no question that some State-local units, and particularly some
urban centers, are confronted with severe financial pressures. Experts differ,
however, as to whether H.R. 14370 will contribute to a sound and lasting solution
of these problems. Robert D. Reischaun, of the Brookings Institution, has recent-
ly expressed the view that the pending legislation fails to distribute revenues
according to any measure of relative need, and "may upset the existing patterns
of fiscal responsibility that have evolved within states over the past 100 years."
Furthermore, in many instances the amounts which would be provided to many
local governments under this bill would not be sufficient to contribute significantly
to pressing needs. Far from solving the problems of these governments, it is
likely only to bring renewed pressure upon the Congress to increase this new
form of Federal aid.

On this same point, there can be no doubt that one of the factors which has
contributed to the difficulties in which State-local governments now find them-
selves is the severe inflation which has greatly increased the cost of goods and
services to those governments. The "fiscal crisis" of the State and local govern-
inents would be substantially eased if inflation were brought under control.

This brings us to the further question: Is the fiscal plight of the State and
local governments any worse,.or even gs bad, as that of the Federal government?
It is unnecessary to review for the able members of this committee the fiscal
position and outlook of the Federal Government. On the basis of present pro-
jections the combined budget deficits for the fiscal 1970-74 period, even on the
favorable unified budget basis, appears likely to exceed $80 billion, and on the
Federal funds basis may exceed $120 billion. These deficits are a principal cause
of the inflation which is wreaking havoc upon State-local governments as well as
other segment of our society.

Further, one of the basic Ingredients of the current-fiscal dilemma is the
fact that such a large proportion-niore than 70 percent-of Federal expendi-
tures are "relatively uncontrollable" uinder present law. A new program of
Federal revenue sharing, whether financed through permanent appropriations,
as in the House-passed version of H.R. 14370, or by earmarking a percentage
of revenues, will only aggravate this problem of controllability of Federal out-
loys.

In conclusion, Mr. ('hairman, maly of us share a grave concern over the
state of Federal finances. And we are not convinced that a new program of rev-
eime sharing with the State-local governments should have a priority over put-
ting the Federal Government's financial hou.e in order. On the contrary, it is
our view that unless that Is (lone, and d31 first, no aniount of additional aid
will provide real and meaningful fiscal relief to State-local governments and
strengthen the Federal system. which I ant certain we all want to )reserve.

The views expressed in this statement are concurred in by the executives of
the statewide organizations listed below:

Ed Staples, Executive Director, Missouri Public Expenditure Survey.
K. L. Newton, Executive Sec., Nevada Taxpayers Association.
Maurice W. Scott, Ex. Vice Pres.. Taxpayers' Federation of Illinois.
George Annala, Ma ni ger. Oregon Tax Resea rch.
Max Yost, Executive Manager. Assmiated Taxpa yers of Iditho.
Frank Haines, Executive )ir., New Jersey Taxpayers Assclation.
Charles P. Stone. Exec. Director, Minnesota. Taxpayers Association.
John 0. Allen, Executive I)iretor, Wyoming Taxpayers AsN.oclation.
Kelth Anderson, Montana Taxpayers Association.
John F. Quigley, Colorado Public Expenditure (oun.il.
Fred Bennlon, Tax Foundation of Hawaii.
Jack A. Olson, Executive Vice Pres., 'tah TaxlIayers Associlation.
Robert C. Brown, Executive Vice Pres., California Taxpayers As.-o-ciation.
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TESTIMONY OF RECOMMENDATIONS OF THE NATIONAL OMBUDSMEN's ASSOCIATION
APLIED RESEARCH CENTER

PREPARED AS AN OPEN MESSAGE FOR ALL THE GOVERNORS OF TIlE UNITED STATE

In principle, we generally approve of revenue sharing as already passed by
the House, or as it is being presently considered In the Senate. But we need
to alert all Governors In the nation and all legislators and concerned citizens
that we are firmly convinced that optimum delivery of community services will
lie dangerously destroyed unless we attach now (not next year or later!) to
the package of the bill the one important string of a built-in Oversight State
Commission to oversee potential innovation loss for all of the high priority
expenditures outlined.

As early as 1964 when the Office of Economic Opportunity first joined our
governmental bureaucratic complex we approved in principle decentralizing
poverty funds, but we warned that the establishment of innovation-oversight,
Ombudsmen-type councils or commissions would be necessary as an insurance
policy to avoid potential abuse of power and to discourage mediocrity in civic
solutions. Because this was not'done, the War on Poverty had to fail. "

We are here to warn in this report that every good change we will achieve
under revenue-sharing in the future will drive out the better or the best solu-
tions, unless this bill discourages (underlined) mediocre and obsolete, wasteful
solttlons. We believe that the success of the Intent of revenue sharing can be
insured by adding a single sentence amendment under establishment of further
priorities: "In order for a State to receive such funds there must be evidence
that a State innovation-advisory council has been established.'

It Is the function of such councils to establish regular public hearings on in-
iovations for all high priorities expenditure fields at least once a year, statewide.
The National Ombudsmen's Association finds that the major cause of a 2&-50
year time lag of change In needed community innovation for education, environ-
ment, safety, health, housing, etc., i the lack of adequate innovation-informa-
tion exposure systems and recommends the use of new types of media charrettes,
for optimum local citizen participation and action for all city and state com-
munity problems.

We sincerely believe that all revenue sharing must be wasteful unless such an
Oversight Operation is built in, not "next year", but now.

On Tuesday morning, August 1, 1972, N.O.A. will be ready to report the final
phase of our four year research study on the potentials of upgrading state leader-
ship. Four years of Investigation in New York State, three years of "The Con-
necticut Story", and supllementary shorter studies in several other scientifically
selected states, indicate unmistakably that it is not possible to upgrade state
leadership at the present time no matter how much money is being expended.

NO ADEQUATE SYSTEMS OF COMMUNICATION OF VALIDATED INNO-
'VATIV3 INlFORMATION NOW EXISTS ANYWHERE AT ANY LOCAL
LEVEL. Contrary to public opinion, surprisingly, centralized bureaucratic com-
plexes can produce faster major changes than decentralized agencies at present.
Evidence to support the statements of our recommendations appears in a 387 page
documented exhibit available to any Congressman or Senator without cost. At-
tached to this report are some pages from this exhibit, to help establish the need
for this amendment.

We are appreciative of the opportunity to present this information in the report
of the hearings.

N.C.L. STATEMENT-NATIONAL COMMUNICATION LABORATORIES, NEW YORK, 1966

In the early 40's, a single letter from a private citizen to the Secretary of Com-
merce helped establish our National Inventors' Council. Written by a patent attor-
ney, it pointed out with regret that many practical Inventions, some even vital for
national defense, were being lost.

As the Council grew, over the years it was to give overdue recognition to the
"way-out" inventors and to their much maligned, long suffering precocious brain-
children. In place of hasty labels of "impractical" even "crackpot," more than

.X5,000 Inventions Important to our national welfare were resurrected from their
'.potential graveyards .... There are those who would go so far as to say that we

might not have won the last war without such insurance. Many bold new Ideas
were no longer lost or delayed by the orderly and well-intentioned but deadly
pigeonholes of normal bureaucratic chain-of-command.
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Ideas thus saved ran a strange gamut, from milkweed substitutes for war-scarce
kapok, to new kinds of mine detectors, and a generator that saved the bazooka for
us. Other inventions even more Important or bizarre were rescued from the
hazards of "normal cultural lag."

With much regret, attention must now be called to a similar fate of oblivion
that awaits many new ideas in another war-this time against poverty and Its
many handmaidens. As we engage in logistics, seek consensus how best to deploy
huge manpower forces and funds for the Great Battles ahead for the Great
Society, this dangerous fact must be noted and spelled out In specific details for
all the Poverty Warriors as late as April of 1966:

We are losing most of the social Inventions that are the bold new tools we
desperately need If our war on poverty is to be really successfully waged.

Even today, the best of our new anti-poverty organizations Institutionalize. as
Task Force goes home, with role strictures that prevent continuous renewal. The
good must now drive out the better, the best now almost Impossible. Somehow, we
have, with very good intentions, managed to have upset the Balance of Innova-
tion. Like upsetting the Balance of Nature, we seem to be able to get rid of one

0W pest, only to bring in another. Time was when private foundations could fund
"the way out and less safe Ideas," leaving the government to pick up the tab for
"safer" projects. It is a desperate error to think that specialists who never before
had a major change agent role can now suddenly expand their horizons fast
enough to allow us to do anything but commit national major Innovation suicide
now.

The verifiable statement is made here that Operation Headstart probably
could not have come Just when it did to the War on Poverty without the June '64
N.C.IL. recommendations at an OE staff conference that we must bring to the
poor and to the entire nation, Operation Cribstart. While these recommendations
were carried orally to Sargent Shiver by his own top Task Force. final decision
was left to the middle-level Administrators unfortunately and inadvertently.

On November 11. 1964. after a fourth time to offer testimony. the director of
N.O.L. was told at 4:00 P.M. she had wasted her time coming to Washington to
recommend Pre-school programs for there would be no such action contemplated
by a War on Poverty, organized only for Job Corps and teen-agers. This was said
not by Mr. Shriver. who had already shown interest. Not by Task Force, where
the N.O.L. program was validated. By middle echelon decision makers, who cannot
handle "way-out" innovation.

As N.C.L. predicted in .Tune of 1.964, Pre-school became important, in 1965.
We need now to take a new. long. hard look again with 20-20 hindsight, at the

rest of the historic N.C.L. recommendations given to OEO and accepted in June
of 1964 by Task Force, which were sieved out. by bureaucratic fiat In November
of 1964.

Recreation areas and school playgrounds, and community areas, it was sug-
gested, should be scientifically educationally programmed for slums to give really
upgraded country club atmosphere and automatic play learning, could provide
optimum community problem solving through new types of multi-purpose one-stop
community centers educationally optimated, even run as profit-making businesses.
Such revolutionary places as cafeterlas, laundromats, even general stores were
suggested for such new types of centers. Emphasis would be on hiutomation of
learning, so that specially trained programmed-play-learning aides could be free
to act as counsellors rather than teachers. Hundreds of thousands of jobs could
be developed, through production of new types of educational services and prod-
ucts. for this Operation Cribstart, as it was proposed then.

This is even more true today.
Regretably this Is a program not implemented yet. though it would indeed pro-

'ide more needed services for the poor. for much less money, than present pro-
grams contemplated or in action.

Here, again, the good is driving out the ihetter, also the best.
We need to take another look too at the N.C.L. vest pocket park recommenda-

tions in '6.M Which led to the vast open-space program in '65. We need to be re-
minded that not just "parks." but programmed play learning automatically-
planned parks were then proposed. These are still not on the national scene though

- they would have cost much less. looked much better, and produced infinitely more.
We need, perhaps. most of all. to be reminded that N.C.ID. suggested that it did

not cost much money, only seed money. Above all, we need to heed the warning
sounded then, that a 43 billion dollar annual informal academic grapevine can be
properly harnessed to formal education, only if we have a National Informal
Education LAboratory Systems approach.
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COMMUNITY OMBUDSMAN ALERT, UNIONVILLE, CONN.

The National Education Ombudsmen's Assoclationi is impressed with the efforts
of government agencies and citizens' groups which have become concerned with
environmental problems. We are, however, alarmed at the number of programs
that are not fulfilling community need in an optimum way even with a great ex-
penditure of time and money. Indeed we too often now are In the unenviable
position of "building better mousetraps" at a time when someone has learned how
to eliminate the mice. It is no secret we now have a time lag of change of from 10
to 50 years or even longer.

NEOA is prepared to support a State Plan for Environmental Education only
if it can tackle problems with total systems perspectives and the synergistic solu-
tions of generalist, "ombudsmanship" approach- which enabled exposure of all
information that-is pertinent.

Research now confirms that it Is likely than any audit or evaluation of environ-
mental education resources In any area as well as dissemination of environmental
information for planning may be able to be effective or efficient only in so far as
it can fully utilize services of local and state specially trained environmental edu-
cation ombudsmen. Only a brand new kind of communication and media tech-
nology expertise can now make better communities. This new kind of "know how"
is basic training of the "Environmental Education Ombudsman."

Environmental Education Ombudsmen or Ombudswomen, specially briefed In
less than a single day can become a new kind of communication technologist, not
Just to service, but able to prevent most environmental problems and complaints
by exposing information more effectively for much more efficient community
action.

We therefore support this State Plan for Connecticut only if there is included
a full exploration of the potentials if the Environmental Education Ombudsman
for all education levels. A new multi-disciplinary course can then be immediately
instituted by Environmental Education Ombudsmen for all school levels providing
a new type of curriculum of Community Services Learning experiences, to better
solve environmental problems and even save taxpayer dollars.

Lacking passage of this type of State bill, every State must lose billions of
dollars of environmental potential action through Its hundreds of thousands, even
millions of students who are not being creatively employed for community serv-
ices learning.

The current Senate (Federal S. 278D) Community Education bill proposed is
at least 30 years obsoleted even before it is passed! Thus, we need an Innovation
Advisory Council, not only for State levels, but could use this for Federal levels,
to "Watchdog Innovation".
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STATE OF NEW YORK

9932.

IN SENATE
March 21, 1972

Introduced by COMMITTEE ON RULES-read twice and ordered
printed 1 and when printed to be committed to the Committee on
ducation

AN ACT
to amend the education law, In relation to promoting the develop.

ment and expansion of community schools and environmental and

other educational services throughout the state

The People of the State of New York, represented in Senate and
SAssembly, do enact as follow:

1 Section 1. Title one of the education law is hereby amended by

2 adding thereto a new article, to be article twenty-five, to read as fol-

3 lowa:

4 ARTICLE 25

5 COMMUNITY SCHOOL SIR VICES DRVELOPMENT

6 Section 1130. Short title

7 1131. Declaration of intent.

8 1132. Definitions.

EXPUNAIO-MAtter in iasturd is new; matter in bmekets [ Is old law to be omitted.
C . "S
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2

1133. Community education centers grants.

1134. Application.

1135. Authorization of appropriations.

1136. Grants for community school service programs.

1137. Consultation with state educational agency.

1138. Payments.

1139. Community school promotion.

1140. Advisory council

§ 1130. Short title. This act shall be known and may be cited as the

community school services development act.

§ 1131. Declaration of intent. It is the purpose of this act to utilize

better the school student services and public school or other available

government building for the full beneft of the community from pre.

school to and including senior citirens. The act will provide recrea.

tiona, educational, and community social services including effective

environment action for public school credit. The act establishes com-

munity schools as experiential learning curriculum centers for accre-

dited activities in cooperation with community groups and educators,

and calls upon federal grant agencies to provide funding.

§ 1132. Definitions. As used in this act, the term

(1) "Community school" means a public elementary or secondary

school or state institution of higher education that is utilized as a

iulti-service, multi-opportunity community center operated in coop-

eration with other groups in the community to provide recreationa

educationa environmental and a variety of other community and

social services for the community which the center serves. Wherever
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1 possible, community experiential learning will receive school or aca.

2 demic credit for community service program units with a national

3 board of standards called A.B.L.E. (American Board of Learning

4 Experiences).

5 (2) "Community school service program unit"means a utit of com-

6 unity service for which students can receive academic credit as a

7 learning experience that combines basic academic learning with expe-

8 rience, under supervision of faculty in each school system through a

9 state A.B.L.E. commission consisting of twenty local superinten.

10 dents of schools of different size school system.

11 (3) "Environental action" meats a sustained student program to

12 improve the quality of the environment.

13 (4) "Community education ombudsmen services" are those pro.

14 gram units of experiential learning where students serve as commu-

15 nication or other ombudsmen to cut through red tape toeitheranswer,

16 service, or prevent complaints or provide information in any commu.

17 nity problem area such as housing, education, drug abuse, health, rec-

18 reation, or environmental with appropriate adequate supervision by

19 educators, and community groups assisting actively, for different age

20 groups and different community populations.

21 (5) "Youth ombudsman" is a representative trained to serve and

22 prevent complaints of young people. He or she either receives school

23 credit or remuneration for the work following training, as a public

24 redress officer for youth, or as information officer.

25 (6) "Senior citizen ombudsman" is trained representative for

26 senior citizens who receives public school or higher educational credit
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1 or remuneration for the work in such community service areas as

2 health, safety, nutrition, environment, transportation, etc.

3 (7) "Child ombudsman" is a trained representative clearly dis.

4 tinguishable from a "child advocate."

5 " (8) "Environmental art ombudsman" means a person trained to

6 make and construct building material art forms in art classes, from

7 re-cycled waste.

8 (9) "Communication ombudsman" means a radio, television, news-

9 paper or other media script writer or producer, editor or reporter who

10 transmits information it such a manner that it is exposed to a max-

11 imum audience.

12 (10) "Commissioner" means the state commissioner of education.

13 (11) "Commission" means a board of learning experiences for the

14 state, consisting of twenty school superintendents of varying school

15 system populations as selected by the council (A.B.L.E. for Commu-

16 nity Education, for New York State)

17 (12) "State educational agency" means the board of regents, state

18 department of education, or ofcer, such as the chief state ofcer pri-

19 marily responsible for the state supervision of state elementary and

20 secondary education, or higher education.

21 (13) "Council" means the community schools advisory council for

22 community schools and community schools services programs, called

23 the community schools services advisory counci for short.

24 (14) "Institution of higher education" means an educational ins ti-

25 tution which (A) admits as regular students only persons having a

26 certificate of graduation from a school providing secondary educa.
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1 tion, or the recognized equivalent of such a certificats, (B) it legally

2 authorized to provide a program of education beyond socondary edu.

3 cation, (0) provides an educational program for which it awards a

4 bachelor's degree orprovides not Us than a two-jear program which

5 is acceptable for full credit toward such a degree, (D) is a public or

6 other nonprofit institution, and (5) is accredited by a nationally rec-

7 ognised accrediting agency or association or, if not so acredited, (i) is

8 an institution with respect to which the commissioner has determined

9 that there is satisfactory assuran, considering the resources avail-

10 able to the institution, the period of tim, if any, during which it has

11 operated, the effort it is making to meet accreditation standards, and

12 the purpose for which this determination is being made, that the insti-

13 tution will meet the accreditation standard. of such an agency or

14 association within a reasonable time, or (ii) is an institution whose

15 credits are accepted, on transfer, by not less than three institutions

16 which are so accredited, for credit on the same basis as if transferred

17 from an institution so accredited. Such term also includes any school

18 which provides not less than one year program of training to prepare

19 students for gainful employment in a recognized occupation and.

20 which meets the provision of clauses (A), (B), (D) or (R).

21 (15) "Local educational agency" means a public board of education

22 or other public authority legally constituted within the state for

23 either administrative control or direction of, or to perform a service

24 function for, public elementary or secondary schools in a city, county,

25 township, school district, or other political subdivision of the state or

26 such combination of school districts of counties as are recognized in
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1 the state as an administrative agency for its public elementary or sec-

2 ondary schools. Such terms also include any other public institution

3 or agency having administrative control and direction of a public ele-

4 mentary or secondary school; and

5 (16) "Community school program" means a program in which a

6 public elementary or secondary school or state institution of higher

7 education is utilized as a community center operated in cooperation

8 with other groups in the community to provide recreational, educa-

9 tiona4 and a variety of other community and social services for the

10 community that the center serves, including accredited experimental

11 learning programs for schools.

12 § 1133. Community education centers grants. (a) The commission

13 shall seek and accept grants for institutions of higher education and

14 for nonprofit educational research agencies to develop and establish

15 programs in community education services which will train people as

16 community school services directors or ombudsmen or women.

17 (b) Where an institution of higher learning has such a program

18 presently in existence, such grant may be made to expand the pro-

19 gyam.

20 § 1134. Application. A grant under this title may be made to any

21 institution of higher education upon application to the commission at

22 such time, in such manner, and containing and accompanied with

23 such information as the commission deems necessary. Each such

24 application shall:

25 (1) provide that the programs and activities for which assistance

26 under this title is sought will be administered by or under the super-

27 vision of the applicant;.

81-395 0 - 72 - 39
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1 (2) describe with particularity the programs and activities for

2 which such assistance is sought;

3 (3) set forth such fiscal control and fund accounting procedures as

4 may be necessary to assess proper disbursement of and accounting for

5 federal funds paid to the applicant under this title;

6 (4) provide for making such reasonable reports in such form and

7 containing such information as the commissioner may reasonably

8 require.

9 § 135. Authorization of appropriations. There are authorized to

10 be appropriated no sums. Punds are largely obtained by federal

11 funds matched with "in kind" volunteer services of school educators

12, and community groups offering space or personnel as volunteers.

13 § 1136. Grants for community school service programs. (a) The

14 commission may upon proper application, make grants to local educa-

15 tional agencies for the establishment of new community school ser-

16 vices programs and the expansion of existing ones.

17 (b) Grants shall be available for the training and salaries of school

18 service directors and various kinds of specialized ombudsmen and

19 women as well as actual and administrative and operating expenses

20 connected with such programs.

21 § 1137. Consultation with state educational agency. In deter-

22 mining the recipients of project grants the commission shall consult

23 with the state educational agency to assure support of the program

24 providing adequate experience in the operation of community school

25 service programs.

26 § 1138. Payments. Payments under this title shall be made from

27 the state's apportionment by any state educational agency which has

28 been selected bp the commission .



603

8

1 § 1139. Community school promotion. In order to promote the

2 adoption of community school services programs throughout the

3 state, the commission shaN:

4 (1) accumulate and disseminate pertinent information to local

5 communities;

6 * (2) appointive teams, consisting of not more than four individuals

7 on each team, to assist communities contemplating the adoption of a

8 community school service program; and

9 (3) establish a program of permanent liaison between the commu-

10 nity school district and the commission, called A.B.L.E. for short,

11 then each separate district such as A.B.L.E. for N. Y.C. (A Board of

12 Learning Experiences for New York City).

13 § 1140. Advisory counciL (a) There -is hereby established in the

14 office of the commissioner a community schools services advisory

15 council to be composed of seven members appointed by the governor

16 for terms of two years.

17 (b) The council shall select its own chairman and vice chairman

18 and shall meet at the call of the chairman, but not less than four times

19 a year. Members shall be appointed for two year terms, except that of

£0 the members first appointed four shall be appointed for a term of two

21 years as designated at the time of appointment. Any member

22 appointed to fill a vacancy occurring prior to the expiration of the

23 term for which his predecessor was appointed shall serve only for the

24 remainder of such term. The advisory council is, yearly, to select from

25 school superintendents throughout the state, a commission of twenty

26 from school system. of varying sits, to be calld'the commission.

61-395 0 - 72 - 40
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1 Using only federal funds, which will be sought for these specific

2 purposes, all monies are to be divided by the commission in consulta-

3 tion and cooperation with state educational agencies.

4 A proportion of all federal education money should, from this act,

5 be allocated to develop the community schools services programs,

6 including the training of community school services directors, and all

7 kinds of different specific ombudsmen and women services for which

8 public and university credit is to be allotted, by the cooperating insti.

9 tutions.

10 Special emphasis should be placed on environmental action units,

11 and on the environmental art ombudsman programs which use school

12 credit to recycle waste materials into art or modular construction

13 units.

14 § 2. This act shall take effect one year from the date when it shall

15 have become a law.
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JEREMIAH B. BLooM's SENATE REPOIT-FEBRUARY 7,1972

A REPORT OF LEGISLATIVE DEVELOPMENTS IN ALBANY FOR FAMILIES IN THE 17TI[
SENATORIAL DISTRICT FROM SENATOR JEREMIAH B. BLOOM

Senate RESOLUTION 84. BLOoM, LAVERNE--Whereas, Publicly operated schools at
all levels are experiencing student, faculty, and community unrest; and

Whereas, Many of these schools are in a state of turmoil, bordering on potential
structural breakdown of our formal educational system ; and

Whereas, There is still a serious bottleneck in communication networks between
student, faculty, administration, and community; and

Whereas, All educational policy makers do not yet have complete or even ade-
quate access to innovation information nor have proper communication channels
have designed for overcoming this serious lack; and

Whereas, The teachers are being unjustly abused without adequate machinery
for redress; and

Whereas, The above is equally applicable in the case of abuse of students or
administrators; and

Whereas, Modern innovative changes needed in the schools are still not being
implemented rapidly enough; and

Whereas, All the technological resources in the community are sttll not being
adequately tapped; and

Whereas, The increasing proliferation of modern bureaucratic agencies in this
computerized age, even under Decentralization, has caused many individuals to
feel alienated from the system; and

Whereas, Students, teachers, and parents frequently feel that their voices are
unheeded in the decision-making process which causes them to feel alienated,
hopeless, or rebellious; and

Whereas, Power abuse is a frequent cause for complaint in a bureaucratic
structure and Increases discontent and slows down needed innovation; and

Whereas, The White House Conferences on Youth and also on Aging have
recently gone on record as seeking many new kinds of Ombudsmen services for
all types of problems for children and youth, and senior citizens, as national
policy and top priority; and

Whereas, High schools, colleges, City and County Education Ombudsmen have,
already been in existence and demonstrated their -.success for four years through
all the states of the nation, including New York; and

Whereas. New York City has just established an Ombuds'oinan for an Action
Center for its schools, using 30 volunteers; and

Whereas, It seems necessary to design new channels of dialogue and communica-
tion in a participatory democracy in order to get better education and improve
quality by overcoming the problem of overcostly obsolescence now demonstra-
ble in many of our school systems; and -

Whereas. Ombudsmen and women can easily be trained not to just service coni-
plaints but also to prevent complaints by simple one-day training institutes in
communication media and technologies; and

Whereas, A new type of simple education ombudsman training can improve
communication for changes needed, with credit given in high schools and/or
colleges for such services; and now, therefore, be it

Resolved (if the Assembly concur), That it is the sense of the people of the
State of New York as manifested by the considered judgment of their duly elected
representatives In the Senate and the Assembly that the Department of Education
take such action as may be necessary to encourage school districts to. establish
the office of education ombudsman and to provide consultative and other services
to school districts establishing such offices; and be it further

Resolved (if the Assembly concur), That copies of this resolution be immedi-
ately transmitted to the Commissioner of Education.

STATEMENT OF RICHARD SCHIIFTER IN SUPPORT OF AMENDMENT
No. 13.57 TO H.R. 14370

This statement is submitted on behalf of the Navajo Nation, the
Oglala Sioux Tribe of South lYakota, the Pueblo of Cochiti and the
Pueblo of Laguna, both of New Mexico, the Seneca Tribe of New
York. the Nez Perce Tribe of Idaho. the San (rlos Almche Tribe,
the Hmulapai Tribe, the Salt River Pina Maricoa Indian Com-
munity, all of Arizona, the Metlakalta Indian Community of Alaska,
and the Mississippi Band of Choctaw Indians.
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Ever since 1934, the year of the enactment of the Indian Reorganization Act,
Congress has been committed to a policy of supporting and strengthening Indian
tribal governments. In recent years this policy has been reflected in numerous
laws which recognize Indian tribes as eligible for the same kind of Federal
assistance as is received by other units of State and local government. Yet, every
once in a while, as a legislative proposal for assistance to States and local units
of government is developed, Indian tribal governments are left out by in-
advertence. That is exactly what appears to have happened in the case of H.&
14370.

Indian tribal governments render substantial governmental services to close to
half a million Reservation Indians. These services often take the place of services
otherwise rendered by States or units of local government. In rendering these
services, the tribes are assisted by the Bureau of Indian Affairs, but there is no
doubt that the Congressional policy of Indian self-government would be greatly
strengthened if Federal assistance could be extended in a manner which would not
tie it in with BIA paternalism. Revenue sharing may indeed be an excellent
opportunity for Indian tribes to find a golden middle way between the twin evils
of paternalism and termination.

As I hare already Indicated, Indian Tribes now receive some assistance from
the Bureau of Indian Affairs and other Federal agencies. Yet, the bulk of their
expenditures is finance out of their own resources. Some tribes actually levy
taxes. Most of them, however, finance their governmental services out of the in-
come derived from tribal assets. As a member of an Indian tribe Is, In effect, a
shareholder in the economic enterprises of the tribe and would be entitled to his
per capita share of the tribal income if It were distributed in full, any portion
which is diverted to public service is, in effect, a tax on him. The use of tribal
income to finance governmental services is, therefore, a very substantial local tax
effort.

I am sure that every member of this Committee, whether or not be comes from
a State with a substantial Indian population, Is well aware of the fact that
Indians are among the most poverty-stricken people in our country, that their
need for assistance Is great. Through revenue-sharing it will be possible for their
own governmental Institutions to be strenthgened, so that these local institutions
can play an increasingly effective role in improving Indian living conditions.

Once the basic decision has been made that it would be fair to let Indian tribes
participate in revenue sharing on the same basis as States and units of local
government, the question arises as to how this should best be done. After trying
a number of different approaches, I submit to you that the legislatively and ad-
ministratively simplest approach would be to set up a special fund for division
among Indian tribes, the size of the fund reflecting the percentage of United
States residents who are Indian living on Indian reservations. That figure is
the one Incorporated in the Metcalf amendment. It would result in an amount
being set aside which would be meaningful for Indian tribes but would have only
an insignificant effect on the allocations to the States and units of local govern.
ment.

On behalf of the Indian tribes which I represent I want to express my thanks
to you for your consideration of this proposal.

ATLANTA, GA., July 277,1970.
Mr. ToM VAIL,
Chief Counsel, Senate Committee on Finance,
New Senate Office Building,
Washington, D.C.

D)A.R M&. VAIL: The following Is a statement concerning revenue sharing and
Federal collection of State income taxes.

A. MvENUZ SHARINO

1. Governments most in need of added revenue are those of the cities; however,
in many cases the proliferation of separate local governments makes city govern-
ment inefficient. Revenue sharing with cities will tend to exacerbate this
condition.

2. State governments are not now In difficult financial circumstances. In my
own State, the revenue is adequate, even though there Is constant agitation for
increased taxes. The State annual budget has increased at an alarming rate
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over the past decade, and there is at least superficial evidence that the depart-
ments are overmanned and inefficient. The State does not in any large measure
share revenue with the cities, although it could.

3. Conclusion: No revenue sharing on an unrestricted basis is advisable.
Certain dedicated funds, such as for water quality control, may be committed
on a "do it or else" basis.

B. FEDERAL COLLECTION OF STATE INCOME TAXES

1. Federal collection of Federal taxes seems much more efficient than State
collection of State taxes, at the present time.

2. Many States use taxable income bases virtually Identical to those of Federal.
3. Federal collection would be of direct benefit to States if the large bureau-

cracy now involved in State collection were conformably reduced.
4. Federal collection would be of benefit to taxpayers, by ending the extra paper

work and harassment of separate State collection.
5. Conclusion: Federal collection would be good, provided proper restrictions

, were placed to make such collection as efficient and inexpensive as possible.
Yours very truly,

EDWIN T. ALSAKER (C.P.A.).

STATEMENT BY WILKINSON, CE1AGUN & BARKER FOB SEVERAL INDIAN TRIBES ON
H.R. 14370

This statement is submitted on behalf of Wilkinson, Cragun & Barker, a law
firm In Washington, D.C., which is general counsel to the Arapahoe Indian Tribe
of the Wind River Reservation in Wyoming, the Three Affiliated Tribes of the
Fort Berthold Reservation in North Dakota, The Confederated Sallsh and Koo-
tenal Tribes of the Flathead Reservation. Montana, and the Quinault Tribe of
the State of Washington. It also is special counsel to the Hoopa Tribe of Cali-
fornia and serves as counsel on some problems for the National Congress of
American Indians, the only all-Indian organization in the United States. Our
purpose Is to raise questions with respect to treatment of Indian tribes under
H.R. 14370.

,H.R. 14370 deals with allocations to states, county government, municipalities,
and townships. Generally speaking, Indian reservations are "federal islands"
located geographically within the confines of one or more counties in the states
In which they are located." Indian tribes have long been considered as sovereign
powers, distinct from other governmental organizations on many grounds; * and
have been declared to be "distinct, Independent, political communities," quail-
fled to exercise powers of self-government.3 On the other hand, the extent of
state power over Indian affairs is very limited. See Cohen, lhandbook of Federal
Indian Law, pages 116-118. This is why an Indian reservation usually is not
merged In the governmental functions of a county or state. The state has no
Jurisdiction to enforce Its criminal laws over Indans on the Indian reservations;
this is left to federal courts or courts of Indian offenses or tribal courts. Like-
wise, the public business of the tribe Is transacted by Its officials, not by the
officials of the county within which It is located.

iMost Indian reservations have need for participation in revenue sharing for
at least the following activities:

1. Public safety, Including law enforcement. The responsibility for financing
Jurisdiction to enforce its criminal laws over Indians on the Indian reservations;
but some tribes pay substantial portions or the entire cost of law enforcement.
It would seem that Indian tribes should benefit from revenue sharing In this
field If local governments are to share.

2. Sanitation is a significant problem on most Indian reservations. Some work
has been done by the Indian Health Service of the Department of Health, Educa-
tion and Welfare, but it is Inadequate. Sewage disposal and pollution abatement
are related to this. Again, it seems only fair That Indian reservations share In
revenue made available by the federal government If local governments near
and surrounding Indian reservations are to share.

1 I When termination of the Menominee Tribe in Wisconsin was effectuated, the state
legislature created a new county encompassing only the Mpnominee Reservation, although
it had been located within the exterior boundaries of two existing counties theretofore.

* See Cohen, Handbook of Federal l"dia n Lair. 1942. pp. 273. 271.
* Worceeter v. Georgia, 31 U.S. (6 Pet.) 515, 559 (1832). See Cohen, pp. 122-149.
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3. Public transportation requirements on an Indian reservation are probably
unlike the needs which are apparent for urban areas. Nevertheless, Indian res-
ervations, probably more than other areas within the United States, suffer from
subpar road systems. Well-traveled federal or state roads frequently are inain-
tained by those instrumentalities, but the Department of the Interior and the
Indian tribes themselves are responsible for construction and maintenance of
other roads within Indian reservations. Totally inadequate amounts have been
available for these purposes. Efforts are now being-made to rectify this, but It
is submitted that some of the proceeds of revenue sharing should go to improve-
ment of roads on Indian reservations as well as improvement of forms of public
transportation in municipalities near Indian reservations.

H.R. 14370 would provide for allocation of funds to the states and the coun-
ties but It is doubtful that any of the amount allocated to the state or the county
would reach the Indian reservation except in a possibly indirect way, such as con-
struction of a county road through a reservation (a rare occurrence).

In order that Indian tribes, who are similar to municipalities, may receive the
benefits such as embodied In H.R. 14370, an amendment to that bill seems re-
quired. Perhaps the best way Is to provide some special provision such as that
provided in subtitle C, Section 141 (c) for the District of Columbia. The District
of Columbia is treated as a state for some purposes, and as a local government
for others. We are informed that the latest estimates of the Bureau of Indian
Affairs for the American Indian population in the United States are approxi-
mately 488,000. This would seem to be the most reliable figure upon which to
base some allocation. One amendment suggested is that of adding a new subsec-
tion (d) to Section 141 to read somewhat as follows:

(d) Indian tribes.-(1) For purposes of this act, Indian tribes which per-
form some governmental functions described in subtitle A, Section 102(a)
of this act, shall receive allocations determined by the Secretary on the basis
of Indian population as determined by the Secretary of the Interior, and the
Secretary shall prescribe regulations for the division of such funds among
the tribes.

We are among the first to admit that there are difficulties involved in coordi-
nating this plan with the over-all plan of sharing with states and local govern-
ments. However, American Indians are citizens of the United States, are entitled
to the same treatment as other citizens, their governments are similar to munic-
ipalities, and the United States would again be guilty of ignoring the needs of
this significant minority if it is not included within the revenue sharing plan.

We ask that the Committee consider and find a fair answer to this dilemma.

STATEMENT OF THE AMERICAN FARM BUREAU FEDERATION

We appreciate the opportunity to present the views of the American Farm
Bureau Federation with respect to the State and Local Fiscal Assistance Act of
1972 (tt.R. 14370), commonly known as-general revenue sharing.

Farm Bureau is the nation's largest general farm organization with a voluntary
paid membership of more than 2 million member families in 49 states and Puerto
Rico. Through the official policies adopted by their voting delegates at our most
recent annual meeting, 'these members have expressed their ideas on revenue
sharing, bloc grants and tax credits, as well as general taxation and appro-
priations.

First, let us say that Farm Bureau opposes "general" revenue sharing. This is
not because we do not believe there is need for a change in the federal versus state
and local balance in revenue collection and expenditure, but because we believe
there is a more satisfactory alternative--namely, tax credits. We shall turn now
to what we view to be some of the weaknesses of "general" revenue sharing. Later
we will elaborate on the basis for our support of the tax credit concept.

WEAKNESSES OF "GENERAL" REVENUE SHARING

In the first place, we must ask "what revenue is to be shared?" At a time when
the federal government is talking of sharing federal revenues with state and local
governments, it is noteworthy that the federal government does not have enough
tax-generated revenues to support itself. A 1971 deficit of $23 billion has been
followed by a 1971 deficit estimated to le in excess of $20 billion, and the 1973
estimated deficit is in the $25 to $35 billion range.
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We must conclude that the Federal government is not proposing to share its
revenues with state and local governments, but its ability to borrow-its ability
to go further into debt.

At our most recent annual meeting, held last December in Chicago, Illinois, the
official voting delegates of the member State Farm Bureaus said in part:

"Inflation is a serious threat to economic stability. Excessive federal govern-
inent spending is the basic cause of our current problem of inflation. Deficit
spending by the federal government and policies which expand the supply of
money and credit faster than production clearly lead to inflation. Both Congress
and the Executive Branch of government must face up to this fact and bring
expenditures into balance with income at tax rates which are not oppressive."

This policy statement-and the present federal fiscal situation-is enough
reason for Farm Bureau to oppose "general" revenue sharing of the $5.3 billion
magnitude proposed.

WHO IS RESPONSIBLE?

Another very important issue is raised when one looks at the basic philosophy
of "general" revenue sharing. With one level of government raising the taxes
and another making the expenditures, who is going to be responsible? We believe
this is a very serious fault in the plan.

We do not subscribe to the statements that one level of government has certain
inherent wisdom for spending money more wisely than another. We do believe,
however, that the government closest to the people is generally most responsive
to the wishes of its individual constituency. It is because of this that local
government is often harshly criticized for its funding decisions when it must
choose between segments of its constituency while working with limited resources.

This brings us to the questions: Would state and local officials exercise the
needed restraint on expenditures when they didn't have to raise the revenues?
Wouldn't the. expenditure disciplines related to imposition of taxes be lost to a
large degree? We believe they would, and we oppose "general" revenue sharing
for this reason, also.

TAX CREDITS AS THE ALTERNATIVE

As far back as 1966 Farm Bureau members were discussing the problem be-
fore us today. Beginning with our annual meeting in December, 1966, our official
voting delegates called for the granting of credits to individuals and corpora-
tions again-st their federal income tax liabilities equal to a portion of the amount
of state and local sales and income taxes paid.

Farm Bureau has drafted a bill to carry out this policy. It has been introduced
in the House of Representatives as H.R. 618.

H.R. 618 proposes a 40 percent credit. That is, for each $100 of state and
local income and sales taxes paid by an individual or corporation, a $40 federal
income tax credit would be granted.

Some may contend that 40 percent is too high or that credits for sales taxes
should not be. granted. We will not attempt to spelliout in detail our rationale in
this regard. We only want to present to you the tax credit concept as a preferable
alternative to "general" revenue sharing.

Farm Bureau policy envisions moving appropriate functions now being carried
out by the federal government back to state and local governments at the time
such "credits" are adopted. This would clearly signal the need for .-tate and local
action to accept both administrative and financial responsibilities. This is where
we come to the crux of the issue between tax credits and "general" revenue
sharing.

Since the credit would be granted to the individual taxpayer, it would require
action by state and local officials to increase state and local taxes to fund pro-
gram levels suited to each local situation. There would not be a division of re-
sponsibility for collection and expenditure. Also, tax credits are a simpler ap-
proach. If the objective, as the "general" revenue sharing proposal before you
indicates, is to enable state and local governments to function more effectively by
strengthening their finances, what is the need to iend the money to Washington
'in the first piece? Why not adopt the "credit concept," leave the money in the

so"* hands of taxpayers and then let state and local governments decide how much
of it they need on a community-by-community and a state-by-state basis?

Our members have answered these questions-and that is why we are here
today supporting the tax credit concept as an alternative to "general" revenue
sharing.
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FISCAL IMPACT OF TAX CRZDITS

Tax credits would have the same fiscal weaknesses of "general" revenue star-
ing If it were not for the feature of Farm Bureau's proposal which moves pro-
gram financing responsibilities to state and local governments. Under Fam Bu-
reau's proposal, tax credits would be a means of reducing federal involvement in
programs which are carried out mainly at the state and local levels. Not unlike
the idea envisioned in parts of the Administration's "special" revenue sharing
proposals, Farm Bureau's proposal would link the transfer of certain federal
grant-in-aid programs to full state and local control and financing to the adop-
tion of tax credits. Gearing the level of the credit to the amount of program ex-
penditures moved to state and local governments would avoid the adverse fiscal
impact which would result from "genreal" revenue sharing.

N

CONCLUSION

Time and time again we see evidence that American citizens are less than
satisfied with what they are getting for their money when it comes to govern-
ment. There are ample reasons for this feeling, as most of you know.

We believe it is this feeling on the part of the public which caused the Admin-
istration to come forth with the "general" revenue sharing proposal. We are
sympathetic with the objective of this proposal. Self-government can only work
it people feel that they ae a part of it, and they are more apt to feel a part of
that government closest to them.

Our objections relate primarily to the method of delivery of government to
the people. We believe the desired end can best be met through tax credits. We
urge this Committee to move from consideration of "general" revenue sharing to
a serious consideration of the tax credit concept.

Thank you again for this opportunity to be heard.

T-sTIMONY OF W1INEtR Z. HIRSCH

The Federal government can justify providing funds to state and local govern-
ments for various reasons. I suppose that in the past the Federal government
subsidized state and local governments mainly because it decided that certain
social objectives should be attained and because it was desirous of equalizing
service levels throughout the land by raising them in poor parts of the country.
There can be other reasons, and in recent years particular emphasis has been
placed on the declining fiscal health of our central cities as well as in general,
the limited ability of local governments to raise funds because of their inelastic
tax base.

I would like to mention that even if we decided that the fiscal health of central
cities is so poor that they deserve Federal support, it does not necessarily
follow that this support from the Federal government has to come to the local
government. Instead, the economic activities in the pgre city could be raised so
that its residents and business could be in a better position to contribute to the
financing of local governments. The major reason for the fiscal plight of cen-
tral cities appears to be that they are the home of large numbers of the poor.
Today, our core cities are havens for our poor. Thus, the reasons for the fiscal
pressures on core cities are more people-oriented than property- or location-oril-
ented. For these reasons, funding of such people-oriented services as wplfare,
health, and education can be made more the responsibility of the Federal govern-
ment-and, in the case of education, of the state government as well. Such a
proposal has much merit and there are indications that your Committee, and the
Congress in general and some states are moving in this general direction.

Why, then, revenue sharing? I suppose one reason would be that there are still
-certain other needs that cannot be taken care of through further assumption of
financial responsibility for health, education, and welfare by the Federal gov-
ernment. But is the program proposed in HR 14370 the best program?--or at
least a good program?

To attempt to answer this question we must examine the issue of which level
of government should be aided, how, and how much. Such an examination must
also pay attention to whether or not a new aid program, superimposed on very
complex existing ones, further complicates our tax system and government ex-
penditure patterns.
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Turning to the method by which RH 14370 intends to disperse funds, we
would like to make the following observations, quite a few of which are In the
nature of reservations:

The proposed Bill appears to be only in a very limited sense a "revenue shar-
ing" program. Instead, it appears to be providing (a) block grants to states, (b)
earmarked grants to local governments for relatively broad program categories,
and (c) no automatic sharing device insofar as the growing Federal tax base is
concerned.

We are puzzled to know what possible philosophy underlies the decision to
provide states with one-third of the Federal funds. Unlike local governments,
which because of state laws and for other reasons are usually unable to rely
on a highly elastic income tax base, and therefore have faced fiscal difficulties
beyond their control, state governments have no such excuses. There is little
reason why state governments could not more fully tap the income elastic income
tax base, as does the Federal government, except perhaps for reasons of political
expediency and lack of courage. The relatively modest incentive in the apportion-
ment formula is not likely to bring about changes in state tax effort. In addition,
there seems no assurance of a redistribution of funds towards poorer states.

While on an overall basis, one-third of all new Federal funds would go to
state governments and two-thirds to local governments, the state-local ratio in
some of our most urbanized states is virtually one to one. For example, under the
proposed formula the State of New York would receive almost the same amount
that would go to New York's local governments. In some of our more rural states
the ratio of funds is much more lopsided, as in the case of Tennessee where the
state-local ratio is in excess of one to four, or in the case of South Dakota where
it is about one to three. We cannot assume that states will allocate their Federal
funds mainly to activities which will help financially poor central cities; thus
block grants to states are not likely to serve the interests of central cities and
their poor. The one-man, one-vote rule, although once believed to- give the advan-
tage to the central city, has shifted political power to the suburbs. Today, many
suburbs can and very often do out-vote the central city. The suburbs can also
Join forces with the rural areas in many states to oppose state programs that
would alleviate the plight of the central city-e.g., special services to poor mi-
norities, low-income housing, and urban mass transportation. In short, we are
-wondering whether, under the proposed formula, local governments do not re-
ceive too little a share of the Federal funds, and state governments with pre-
dominantly urban populations too large a share-New York and California
being outstanding examples of the latter.

Federal subsidies, like all subsidies, have distorting effects. As a matter of
fact it is for this very reason that in the past Federal subsidies have been de-
signed. Specifically, in the past Federal funds have been provided to promote
specified social objectives, including equity. The block grants to states will pro-
duce distortions of resource use not controlled by the Federal government. The
earmarked funds to the local governments will channel Federal resources into
"high-priority" programs, many of which most likely deserve attention during
the'next five years. But it should be clear that under such a stimulus other local
government programs not only will fail to 1e promoted but will lose in relative
importance. Such programs include health, welfare, education, libraries, and
street lighting-to mention Just a few.

But additional distortions are likely. For example, counties financially respon-
sible for health and welfare--e.g., Los Angeles County, because of the distri-
bution formula to counties-will tend to receive much more Federal monies than
will a county without financial responsibilities for these services. Yet. counties
cannot use funds under HR 14370 for health and welfare services, and there-
fore will have a disproportionately large fund of money available for the "high-
priority services." Furthermore, for example. since residents of incorporated
cities pay taxes for both county and city police services, they will continue to
subsidize such services to people in unincorporated suburbia. The Federal "high-
priority services" subsidy will further exacerbate these inequities, making the
poor poorer and the rich richer.

Also, it should be noted that many local governments are most concerned about
ow, their maintenance and operating budgets; i.e.. the short term. Their use of Fed-

eral funds may therefore lead to under-investment in the community's public
service facilities.

Finally. we would like to point to a distortion that is a cause of additional
concern. Municipal salaries have increased very rapidly in recent years. There
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is evidence for example, that in recent years those cities in which the charter
provides that the city pay salaries comparable to those paid in private industry
have reached a situation where their own salary level by far exceeds that in
private industry. The strong bargaining power of municipal unions makes
certain that substantial portions of the Federal funds provided under HR 14370
will end up in the form of higher wages, without necessarily bringing about
improved municipal services. For example, despite the fact that the Los Angeles
City Charter provides, as do the charters of many other clUes, that municipal
employees be paid wages and salaries comparable to those of the private sector,
the City of Los Angeles was found to be paying its clerical workers 15% more
than those in private industry and 23% more than those in the Federal govern.
ment. For data processors in state government the differentials were 18% and
39%, respectively.1 Therefore, it would be useful to include in the 1)11 a provi.
sion which would make it easier for local governments to use Federal revenue
sharing funds in a manner that improves productivity. Therefore, just as the
allocation formula includes a tax effort provision, it might also have a produc-
tivity improvement effort provision.

[Telegram]

SAN DIEGO, CALIF., July 25,1972.
Hon. RUSSELL B. LoNG, Chairman,
Washington, D.C.

As tax manager for a multistate operating company, I would like to suggest that
the following be considered in the hearings regarding revenue sharing and Federal
collection of State income taxes:

States that have mirrors of the IRC be given incentives to continue and
those States that don't, be given a greater incentive to conform to the IRC. The
incentive could be in the form of a greater share of revenue sharing.

U.S. FINANCIAL, Tax Department.

[Telegram]

FORT Woirti, TEX., July, 21, 1972.Hon. RUSSELL LONG,

Washington, D.C.
The city council of the city of Fort Worth.. Tex. has unanimously adopted a

resolution supporting general revenue sharing as presented in H.R. 14370 and
urges its adoption at the earliest possible time.

RODoES N. LINE, City Manager.

HELENA, MONT., July 27, 1972.
Hon. RUSSELL B. LONo,
Chairman, Committee on Finance,
Senate Office Building, Washington, D.C.

I heartily endorse H.R. 14370, the current revenue sharing legislation before-
your committee. It is legislation that is long overdue and badly needed, and de-
serves the support of all concerned citizens.

As you know, Montana is beset with economic problems such as high unem-
ployment, lack of job opportunities, and lack of economic growth. The recent .shut-
down of the ABM% facilities, coupled with some plant closures, has left Montana
with serious economic Ills. Most of our cities and counties have been pressed to
their statutory limits with their mill levies and there is no place else to turn.
For these reasons we desperately need assistance from the revenue sharing pro-
posals.

The legislation, as it now stands, and if applied retroactively to January 1, 1972,
would mean about $21 million to Montana and its local governments. With the
adoption of a minimum ceiling it would go a long way toward helping to create
Jobs and lessen the unemployment crisis.

I therefore strongly urge you and the other members of your committee to con.
sider this most important legislation and to pass on it soon.

Sincerely,
THOMAS L. JUDoE.

Lieutenant Goveror, State of Montana.
A Stephen H. Pet-lof, "Comparing Municipal Salares with Industry and Federal Pay,"

Mothly Labor Review, October 1971.
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SH"Y COUNTY COmMIs8IONEs,
Memnhi,, Tern., July 10, 1972.

GENTLEMEN: The vital Importan,e of a Revenue Sharing Law during mid-1972
(certainly during this Congress) cannot ie overemphasized.

For your consideration, I have attached a copy of Shelby County's recent letter
and the National AssociatioU of Counties Revenue Sharing Resolution forwarded
to Senators Baker and Brock, as well as the National Association of Cuntles'
Revenue Sharing Platform which was also adopted at the NACO Annual Conven-
tion on June 27, 1972.

The critical need for these revenues has been, and will be, further spelled out
in specific detail before your early Committee Revenue Sharing hearings, and I
respectfully urge your active support In behalf of this proposed legislation.

Thanking you in advance for your close consideration and assistance to the
citizens of every county in America ,I remain.

Sincerely,
JACK RAMSAY,

Chairman, Shelby County Comm(eaion.
, JUNE 30, 1972.

Hon. HOWAD H. IB,&Kra. Jr.,

New Senate 0ffloeuild4ng,
Washington, D.C.

DEAR HowARD: Commissioner Jack Ramsay, who is presently touring New
Towns, suggested the attached Resoiution be forwarded to you without delay.

The Resolution was passed unanimously by the approximately 8,000 delegates
in attendance at the Natiml Association of CounUes' Annual Convention in
Washington on June 27, ll9M

Knowing of your keen ibwt readnilm thM subject, perMps you will assist
County Govorwmt by midag yor sisusu In the tewt and wpMslaUy
Senator Lo%, aware of O vftal ot . the l.s ' at Wtlamsal Gem-
eral Revenno Sharing at the very earlet opprtmty in Mid-1fr72.

Thanking you In advync for your continuig support t local objectvm, I
remain,

Sincerely,
Currum L. TucK,
Director, Shelby Coenty

Levelopment Coordination Department.

Puoposm RUOLUTION-GENERAL REvENuz SHAINO

Whereas, the states, counties, and cities throughout the United States are in
desperate fiscal need and require immediate assistance from the more broadly'
based federal revenue system ; and

Whereas, the more progressive federal Individual income tax would provide
relief to the more regressive property and sales taxes used at the state ind local
level; and

Whereas, the United States House of Representatives has recognized these
facts, has acted positively on H.R. 14370, the "State and Local FIsCe1 Assistance
Act of 1972," and has sent this General Revenue Sharing legislation ,o the United
States Senate; and /

Whereas, Senator Russell Long (D-La.), Chairman of the powerful Senate
Finance Committee, indicated to county and city officials that he would expedite
action on General Revenue Sharing as soon as the House acts; and

Whereas, more than 50 United States Senators have co-sponsored bipartisan
legislation identical to H.R. 14.370.

Now therefore be It Rcaolved, Tiat the National Association of Counties
assembled at their Annual Convention on .June 27. 1972 In Washington, D.C.,
express its confidence and optimism that the Chairman and 3lennbers of the
Senate Financ* Commnittee will hold immediate hearings on General Revenue
Sharing and will relxrt a meaningful and comprehensive fiscal relief program
to the Senate floor in the very near future: and

Be It further Resolvcd, 'T'liat the National Association of Counties strongly
urges every member of the United States Senate to vote "yes" on a meaningful
General Revenue Sharing measure when it reaches the floor of the Senate.
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NACO PLATFORM

TAXATION AND FINANCE---GENERAL REVENUE SHARING

In order to help solve what is a serious fiscal crisis amoung our states, counties,
and cities, we call upon the Federal Government to enact a permanent general
revenue sharing program which would provide:

1. An automatic, annual appropriation of a designated portion of the federal
income tax base;

2. Distribution to the states primarily on a population basis, with some em-
phasis on tax effort and poverty or per capita income factors;

3. A mandatory and equitable pass-through to general purpose local govern-
ments;

4. No program or project restrictions on the use of the funds;
5. Additional support to the current efforts of many states and local govern-

ments to update their operations and incentives to Improve the quality and effec-
tiveness of their programs; and

6. States should only have the option of establishing an alternative distribu-
tion formula if county officials approve of the proposed change.

STATEMENT OF THE FORD MOTOR COMPANY

Ford Motor Company supports the concept of "general revenue-sharing" as
expressed in H.R. 14370 and urges enactment of legislation that will provide
much-needed financial assistance to the states and local governments.

We are interested in this legislation as a major, federal, state and local tax-
payer. Our primary interest, however, is to improve the ability of state and
local governments to meet effectively the legitimate and burgeoning needs of the
people they serve. Ford is especially aware of this need in states such as Michigan
and Ohio and cities and metropolitan areas such as Detroit, Cleveland, Cincin-
nati, Newark and others where we have large numbers of employees and major
economic interests.

The general revenue-sharing legislation which you are now considering can
help state and local governments meet the needs of people in three important
ways:

By providing additional money to finance existing programs and services.
By providing funds for new programs and better service.
By providing strong financial incentives to encourage governmental re-

organization and tax reform.
The financial problems of state and local government are serious and improve-

ments in the delivery of services to people will require significant new money
from federal sources. The way the funds are provided and the conditions at-
tacheo to their use may well have as much Influence on the effectiveness of the
expenditures as the amounts of money that are provided.°For example, we have
some concern that Federal revenue-sharing could have the effect of weakening
state and local government if its implementation should increase their depend-
ency on federal funds, reduce their effeefive control over decision-making, or
side-track current modest efforts toward governmental reorganization and tax
reform.

We believe that federal general revenue-sharing objectives must go beyond
merely helping to pay old and new bills of state and local governmental units.
Instead, we believe that a properly conceived and administered program, largely
along the lines of H.R. 14370, could strengthen and revitalize these levels of
government by improving their ability to meet the needs of people and encour-
aging them to deal with the fundamental governmental organization and taxation
policy problems that are both cause and effect of their current financial plight.

Accordingly, we respectfully suggest your consideration of some modification
of the legislation which is before you.

LIMITATION OF LOCAL GOVERNMENT EXPENDITURES OF GENERAL REVENUE-SHARING
RECEIPTS TO CAPITAL OUTLAY

Federal grant-in-aid programs have ummlly avoided subsidizing mnintenance
and operating expense. We believe that this policy should be continued, because
it leaves the responsibility for determining the level of expenditure in this criti-
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cal and potentially "bottomles" area In the hands of those who must raise the
money.

Limited federal funds are now available for some capital outlays for public
safety, environmental Improvement and public transportation programs. If the
same programs should become eligible for federal operating and maintenance
subsidies, the public would tend to regard the cost of providing service improve-
ments beyond current leveLq as federal rather than local cmft. This perception
would make it extremely difficult for local elected officials and administrators
to resist demands for unwarranted service levels and to assure efficient cost-
effective operations

H.R. 14370 would provide federal funds to subsidize operation and mainte-
nance expenses for a selected group of municipal functions only. This would tend
to compound the difficulties local governments already encounter in administer-
ing compensation policies that deal equitably with all classes of their employees.

For these reasons, we suggest that H.R. 14370 be modified to allow local gov-
ernments to use their general revenue-sharing receipts for capital outlay only,
but for the same high-priority categories identified in H.R. 14370--sewage treat-

, ment and collection, refuse disposal, public transportation, public safety and
environmental Improvement.

DEVELOPMENT OF PROVISIONS FOR FUTURE MODIFICATION OF ILR. 14370 TO
ENCOURAGE GOVERNMENTAL REORGANIZATION AND TAX REFORM

Over the years, Ford Motor Company has participated In a wide range of
state and local government issues in a variety of capalcities-as a major tax-
payer, as a 'siness which Is affected by legislation and governmental policy,
arid as a "corporate citizen" concerned with state and community affairs
generally.

Our participation and observations have led us to the following conclusions:
That additional federal funds are needed now to relieve the current finan-

cial presures on state and local govern ments.
That new money alone will not significantly increase the ability of state

and local government to meet the needs of their consitituents.
That government reorganization and tax reform are the areas which are

most likely to bring long-run Improvement boti in the financial condition
of state and local government and their effectiveness in meeting the social,
economic and physical needs of people.

Almost without exception our metropolitan areas are governed by a multiplicity
of agencies with overlapping geographical and functional responsibilities, fi-
nanced by a patchwork of excise. Income. property and privilege taxes. In most
metropolitan areas, the central cities have the problems. the suburbs have tie tax
base, the council of governments has the plans. the counties have an Identity
crisis and the state has the power. Everybody has a piece of the action so no one
is in charge.

H.R. 14370 deals with a significant element of these lrobilems by encouraging
greater state reliance on the income tax as a revenue source. But the critical
needs of our cities and metropolitan areas will not be met adequately until there
is greater coincidence of responsibility, authority and financial ability. Many of
these needs are regional in nature and will require the development of govern-
mental mechanisms which are able both to plan and implement at the regional
scale. But since local governments derive both their existence and their powers
front the states, most of the changes will require state legislation.

The most important long-run effect of general revenue-sharing could be to buy
the time and provide the stimulus to deal with those fundamental problems. H.R.
14370 could become the vehicle for providing strong financial Incentives that would
encourage the states to develop and implement plans for local government reor-
ganization. tax reform and the creation of effective regional agencies.

We recognize, however, that careful dellberation and considerable time will
be required to develop legislative provisions that will help assure progrgs in
dealing with these sensitive matters while, avoiding either the appearance of
reality of federal domination.

Accordingly. since the need for general revenue-sharing Is Inmnnediate while the
development of governmental reorganization and taxation lmlicy provisions will
require considerable time. we recommend:

That during the current session. Congress, enact general revenue-sharing
along the lines of H.R. 14370. incorporating the "capital outlay limitation"
discussed above.
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That Congress begin the deliberations necessary to develop "governmental
structure and taxation policy" provisions for future incorporation into the
basic legislation.

Tile continued success of the Ford Motor Company and all American business
is dependent on the social and economic well-being of America's people and insti-
tutions. This requires governmental structures and programs at all levels that ai-e
capable of meeting both the critical needs of today and the growing needs of the
future. General revenue-sharing is by no means a panacea-but we believe that,
with the modifications we have suggested, it can go a long way toward enhancing
the capacity and effectiveness of government.

PUBLIC SERVICES LABORATORY,
GEORGETOWN UNIVERSITY,

Washington, D.C., July 17, 1972.
Senator RUSSELL B. LONG,
Chairman, Senate Finance Committee,
Old Senate Office Building,
Washington, D.C.

DEAR SENATOR LONG: I am writing to you at this time because of my deep
concern that H.R. 14370, a bill to give assistance to the States and local govern-
ments (on which tile Senate Finance Committee Is scheduled to be holding hear-
ings beginning July 20, 1972) contains no provision for Improvement over time
in the carrying out of the grant allocations, or in the effectiveness of the expen-
diture policies of the state and community. Nor does the bill seek to safeguard the
vital program aids provided to states and communities.

My testimony before the Ways and Means Committee on June 8, 1971 makes
plain my support of the general concept of revenue sharing. It is my view that
the national government should give aid to the states and cites on a flexible gen-
eral support basis and that such general support can serve Important national
purposes.

My specific concerns are these:
(1) Need for an appropriation authorization for data collection, data analysis,

and data processing.
The bill has no specific provision authorizing appropriations to the Depart-

iment of the Treasury, the Department of Commerce. and its Bureau of the Census
for the collection and processing of data needed to carry out tile allocation of
federal grant funds. Such appropriations would help assure objectivity and pro-
vide recurring information on a timely basis.

The bill, ftirthermore, makes no provision for analysis of the data for alloca-
tions or for the formulation of new data needs on fiscal capacity, relative
interjurisdlctlonal costs of public services, revenues received, and so forth, and
the collection of such new data. You, I know, are fully aware of the difficulties
of designing a grant-in-aid formula or formulas that would match tile purposes
of the bill. No one pretends that the formulas contained in the bill are perfect;
few would dispute the need for reexamination and reassessment of the data base
on which the allocations are made in accord with the provisions of Title I. Yet
the bill does not provide for reexamination, nor authorize apppropriations for the
purpose.

(2) Evaluation should be required together with recommendations to the Con-
gress and the President on new approaches and options where amendments are
indicated.

The bill-Section 105(c) (2)-does not require an objective evaluation of the
grant assistance in the period ahead that would relate performance to purpose.
In the light of the discussions that have taken )lace over many years now of
revenue sharing-its purposes and limitations-it seems important to build into
the authorizing legislation a more specific requirement for evaluation in terms
of purpose (perhaps by the Bureau of the census, General Accounting Office, or
some other agency not directly involved in the granting processes). Such an
evaluation should 1e specified so that the base line of current practices may be
identified as early as posi ble, and the changes anticipated be recorded so that
the actual performance may be tested against the current situation. Further the
evaluation should include an identification of options for subsequent analysis.
Thie agency responsible should Ie charged with outlining options for Congres-
sional consideration within a period of not more than three years after the bill's
enactment.
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(3) Limitation on general support grant amount linked to the total afijount of

categorical aids.
While the appropriation authorizations under Section 104 and Section 123 ofH.R. 14370 restrict the amounts of general support grants to local governments

and to states, I should like to urge that in additional Congrc-ss adopt a limita-tion on the national total of general support aid as a sum not to exceed, forexample, 25 percent of the total of categorical grant-in-aid to all states and com-
munities combined. Grants-in-aid for that purpose would .be grants as definedunder the Intergovernmental Cooperation Act of October 16, 1968. A limiting
provision of this kind would help to underscore the Congress's intent that generalstate and local fiscal assistance and categorical program grants-in-aid be con-tinued as complementary to one another, and that general assistance not be lnib-
stituted for categorical aid.

(4) A set aside of I percent of thc general rcvenue shares to each State andcommunity for planning, program policy analysis, and evaluation.
The specific provisions outlined in the paragraphs above would gain the re-consideration required for later amendment incorporating improved allocation

formulas and other changes.
*' It has become axiomatic that state and community planning are essentialcomplements to general revenue sharing. Yet the bill makes no provision forsuch planning assistance. The problem and one approach to a solution are out-lined in the attached reprint of a statement prepared for the Joint Economic

Committee at its request in 1971.
I hesitate at this late hour in the session to do more than urge on the Com-mittee the writing of minor provisions into the bill to help assure its evaluation

and improved operations over time. Along with other grant-in-aid experts there
are changes that, I think, would help to direct the funds more nearly to com-munities that are-In-greatest fiscal distress. For example, and adjustment for
differences in prices of public services in the various regions of the United States
would reallocate the funds more nearly in accord with need.I hope that these comments are useful to you in- your Committee deliberations
on H.R. 14370.

Sincerely,
SELMA J. MURHKIN, Director.

Attachment.
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DECENTRALIZED DECISIONMAKING OF NEW FISCAL
FEDERALISM

By SELMA J. MUSHKIN, Director, Public Sgervice8 Laboratory,
Georgetoum University, Washington, D.C.

The following note is a response to the request from the Joint Eco-
nomic Committee. The note is directed toward very briefly (a) de-
scribing the current concern with decentralization of government, (b)
defining the problems ahead for which additional legislative solu-
tions are indicated, and (c) outlining approaches to solutions of those
problems. It is not intended to be a comprehensive statement.

A. CURRENT EMPHASIS ON DECENTRALIZATION

The patterns of proposals by the administration for decentralized
decisionmaking within a new fiscal federalism are only now emerg-
ing. It now appears that some $12 billion of Federal grants-in-aid
would go to States and local governments basically as unfettered funds
to be used in accord with the priorities within the State and local
governments. (The $12 billion total includes general revenue shar-
ing and special revenue sharing other than educational shares and
the mass transit set-aside of the special transportation grant.) A new
revolution in intergovernmenta[ fiscal relations is in fact being
urged-it is a revolution in which the national tax system would be
used to finance State, city, and county services but without direction,
essentially, from the National Government on how those funds would
be spent (except in the broadest of outlines). The grant-in-aid from
the National Government, instead of being a stimulus to encourage
a particularprogram by reduced State and local tax cost, becomes a
way to tap Federal tax resources on behalf of State and local pro-
grains. The raising of taxes is separated from the expenditure of
funds, and the expenditure, in turn, is freed from restrictive condi-
tions that could alter State and local program decisions.

The freeing up of uses of Federal funds, together with the removal
of matching and conditional requirements, responds to failures of
splintered Federal categorical grants-in-aid to function in deliver-
ing public services. It is a response as well to the added costs and
delays of project grants.

Up to a very few years ago, inaction of States and communities was
the subject of much concern. The. issue of whether States and communi-
ties could provide sorely needed public services was regarded as very
much open to question. State disabilities were enumerated as multiple
ones-shameful in their resulting neglect of special groups such as
the mentally ill and those confined to correctional institutions, and
grossly inadequate in their attacks on basic problems of the environ-
ment and poverty. Among the worst of the influences at work was the
malaportionment of representation in State government, but other
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characteristics were no less handicapping. Constitutional restrictions
on taxing, spending, and borrowing power have impaired the flexibility
required-by State and local government to accommodate altered cir-
cumstances. And divisive policies of independent commissions and
boards and multiple agencies m many instances have kept both State
executives and State legislative bodies weak. As a result, a great deal
of controversy in the past has centered on the ways to deliver pro-
grams to people despite State inaction through, for example, direct
national dealings with cities and with nonprofit institutions such as
colleges and universities, or through nationally administered pro-
grams such as the national social insurance programs. Additional
Federal incentives to the States also were applied in moving away
from 50-50 matching to substantially higher matching. Weaknesses
of the States contributed to such counteractions designed to overcomeState government inaction or restricted response to vital public prob-
lems. In part to counter State weakness, a shift from the State to the
National Government took place, with the Nation acting as a pro-
vider of public services or agent of the public in gaining the neces-
sary production of services.

The Nation's actions or counteractions to respond to public service
needs reached their peak of activity in the.Great Society days. Within
a brief span of months, many new Federal aids were adopted, often
small in amount, overlapping in purpose, and heavily dependent upon
Federal guidelines and review. In 1967, Charles Schultze, then Direc-
tor of the Bureau of the Budget, in testifying before the Senate Sub-
committee on Intergovernmental Relations explained the choices that
were faced in responding to demands for national action: "

We could have sat on Our hands and played it safe. There would certainly
be fewer complaints. There would, also, however, be an even worse gap-that
between mounting social costs and responsible policy initiatives. In closing one
gap, we opened another, but it is the one we prefer. I dislike to see evidence of
faulty coordination, spinning wheels, frustrating delays, failures of communica-
tion, and all the other dross that comprises the symptoms of uneven adminis-
tration and program execution. At the same time, it would be surprising if
everything clicked smoothly in the wake of such an immensely productive period
of legislation.

Nowadays the pendulum has swung and not unexpectedly. The
mood is one of decentralization. And that mood is heightened by the
elevation to the level of public discussion of the revenue sharing pro-
posal with its emphasis on untied, unconditional Federal grants-in-aid
to the States. The Nixon administration's advocacy of revenue shar-
ing has turned on the "cardinal question" of the relationship between
the States and the Central Government. "I propose," President Nixon
wrote to the Congress in 1971, "that we give our States and our cities,
our towns, and our counties the tools-so that they can get on with
the job." 1  a

Decentralization of decision making, of course, if it is to work in
delivery of public services of the kind and in the amount and quality
sought by the people, needs to have a complete kit of "tools" for the
task. Federal revenue sharing, that is the Federal subvention, has
proved over many decades to be an important tool for providing Fed-
eral tax support in carrying out program objectives. Is, however, the

I Presidential meesage, "General Revenue Sharing." Transmitted to the Congres by
Richard Nixon, Feb. 4, 19T1.

81-395 0 - 72 - 41
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national interest met simply by providing states with Federal tax
funds? In the past the answer has been "no"-more Federal taxes
require stouter program strings to get the most Federal Government
leverage for the Federal tax dollar. The current advocacy of revenue
sharing answers this question with a "yes--in part." And the intent
about "the part" is poorly defined.

President Nixon in his 1971 message to the Congress noted that the
central purpose of revenue sharing is that it combines the advantages
of Federal taxation with the advantages of State and local decision
making:
... revenue sharing will not shield State and local officials from taxpayer

pressures. It will work in just the opposite direction. Under revenue sharing, it
will be harder for State and local officials to excuse their errors by pointing to
empty treasuries or by blaming Federal bureaucrats for misdirected spending.
Only leaders who have the responsibility to decide and the means to implement
their decisions can really be held accountable when they fail."

Decentralization to the States in being urged and encouraged in the
many complex ways that PresidentiaY endorsement of a proposal
yields. But the foundations of a decisionmaking process in the States
and communities have not changed markedly; it may be expected
that those foundations in many places are not strong enough to bear
the weight of the tasks assigned. As States and community govern.
ments are structured now, there is no reason to believe that there is
even a 50-50 chance between "mistakes" in use of Federal revenue
shares on the one hand, and "splendid successes" on the other, as seemsto be implied in the Presidential message of February 1971. The rec-
ord of the past decades is testimony to scales weighted in favor of
"mistakes." To improve the balance and to weight the scales toward
successes requires the careful design of a new structure of supports for
States and communities that can encourage improvements in State
and local governance and decisionmaking.

It remains a truism that strength of the States in our Federal sys-
tem essentially depends upon the internal power of the State govern-
ment and State responsiveness to residents who for the most part live
in congested urban places. It depends, for example, upon whether the
Governor has powers of decisionmaking. And it depends upon the
existence or nonexistence of a strong chief executive who has a staff
sufficient in numbers and in qualifications and competence to carry
out careful analysis of the problem issues before him and thus give
him the working materials that he needs for informed decision. It
depends also on the quality and responsiveness of the legislators to
their constituency, the availability to them of staff competent to carry
out required investigation and study, and on the flexibility of the
specific rules for program design within which constitutional safe-
guards are preserved yet optional programs can be formulated andweighed with due concern for the access of the general public to
their government, and for fairness. In short, decentralization requires

" incentives of the national Government to encourage the States and
communities to strengthen themselves. Sharing of Federal tax funds
alone is not likely to be sufficient. The barriers are far more complex
than lack of financial resources, and thus added funding alone Will
not by itself reduce the barriers.

'Presedenst mgeTs "General Revenue Sharing." Transmitted to the Congrese by
Richard Nizon, Feb. 4, i9t1.
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B. A PARTIAL DEFINITION OF THE PROBLEM

Steps have been taken toward building a foundation in better man-
agement processes and skills in the regions, States, and localities for
untied (unconditional) grants-in-aid. Among those steps are these:

Project grant funds (e.g., "701 grants") have been provided to
improve management processes in the States and communities.

Technical assistance has been given by Federal agencies to the
States and communities in their program planning (e.g., Federal
Technical Assistance Program).

State and local employees have participated, along with Fed-
eral employees, in training programs designed to gain improved
staff qualification for analysis and evaluation of programs (e.g.,
Civil Service programs).

Training has been carried out for States by the U.S. Civil Serv-
ice Commission at the request of the States (e.g., programs for
Utah and Hawaii).

Training programs for State and local officials by universities
and others such as consultant firms have been encouraged, in-
cluding the preparation of personnel training materials (e.g.,
Title I of the Higher Education Act).

Cooperative intergovernmental programs on statistics and man-
agement information systems have been fostered (e.g., Bureau
of Census cooperative population data program and HUD man-
agement information programs).

Fuller use of new technology in approaches to solution of pub-
lic service problems in State and city has been actively sought
(e.x., HUD, NASA. and NSF programs).

Statutory authority has been granted for public service career
training that would encourage competent young persons to enter
State and local employment.

The regional structure of Federal agencies has been conformed
at least as to boundaries and cities of operations.

Regional offices have been given more authority to act on pro-
posals from the States and communities within their jurisdiction.

The above listing of actions that have been taken is lengthy. De-
spite the length of the list, it is substantially incomplete. Why then
concern about Federal stimulus for actions that would provide a firm
foundation for decentralization? Why concern about the future sup-
port. for the build-up of management capability in States and locali-
ties when the vital link between management and funding is so clearly
recognized as essential to fulfilling the promise of decentralization?

In reply to these questions, it must be said first that there is no evi-
dence of a firm commitment to counterpart measures that could give
reality to the concepts of decentralization. The President's message to
the Congress of February 4. 1971. on revenue sharingn, for example.

.mentions none of the counterpart steps needed or even the partial steps
that have been taken. It concerns itself with advocacy of new sources
of revenue of State and local governments as the means for strength-
ening those governments. As part of the proposals for a special rev-
enue grant, an appropriation of $100 million a year is recommended
to improve planning capability in State and community for urban
and for rural development. That recommendation was made later,
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and appears to be in the process of elaboration as the additional rev-
enue sharing proposals are advanced.

Many decisions on basic questions still remain unresolved. What
range of planning is to be encouraged ? What means are to be used
to safeguard the sovereignty of the state while encouraging staff sup-
port to the office of its chief executive ? What companion supporting
funds can be made available to state and local legislative bodies to fi-
nance required analytical staff work and post audits on the basis of
program results without basic intrusion on federalism? How is the
central executive staff support work on.program planning to be related
to the program anal ysis and evaluation of the several state or local
functional agencies For example, the concept of functional area plan-
ning is endorsed by the proposals for special revenue shares for man-
power, la;w enforcement, and transportation. How would the federal
agency administering a new planning grant coordinate its require-
ments and review processes with those of other federal agencies having
intergovernmental responsibilities? What would be the administrative
ties in any new planning grant for central staff work on -behalf of the
chief executive to:. (a) functional state agency planning? (b) Federal
technical assistance efforts? (c) Federa-efforts to.-achieve improved
State and local personnel training or management analysist (d) stat-
istical assistance and intergovernmental cooperation in statistics gath-
ering, statistics use, and use of administrative information such as tax
collection data, etc? (e) research of experimental program design and
conduct of research on public service problems (Federal, State, uni-
versity) ? (f) technology transfers and science offices in the State gov-
ernments? and (g) governmental research and evaluation institutes
(Federal, State, local, or nonprofit)?

Second-and a concomitant perhaps of the first point-is that the
programs listed have been undertaken as hesitant and grossly inade-
quate efforts The inadequacies in size and scope may impair the im-
p lementing of techniques required to give reality to more effective
State and local government. For example, the U.S. Bureau of the
Budget early in 1965-66 gave its support to an intergovernmental dem-
onstration in 5 states, 5 counties, and 5 cities of the application of man-
agement analysis to State, city, and county. At the close of the 5-5-5
project demonstration, the U.S. Department of Housing and Urban
Development provided some financial support to program analysis in
the nine local governments continuing their efforts, and undertook to
invite governors in selected states to formulate planning projects that
would call for the introduction of integrated systems of program plan-
ning and budgeting. Beginning with responses from Tennessee and
New Mexico, the then U.S. Bureau of the Budget, through its Office
of Prorm Evaluation, took on a role of technical overview on behalf
of the Department of Housing and Urban Development. In the course
of a subsequent team visit to Colorado, the technical overview was ex-
tended to include planning in the City of Denver-a beginning of the
first of three visits to cities including in addition to Denver, Seattle and
Indianapolis, Missouri, Wisconsin, and Connecticut also were visited,
but in the latter case the peplanning grant overview was converted,
by prior HUD, approval, into a technical assistance team proc-
ess. Thus, in over two and a half years a restricted progam of
Federal technical assistance built on and developed out of an Office of-
Management and Budget (and that of its predecessor agency) interest
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in strengthening the program analysis capability of State and local-
governments resulted in team visits to only 6 states and 3 cities. And
those team visits were single visits of a week or less duration without
follow-up and post-grant evaluation.

Third, the framework for relating the several techniques of im-
proved management into a set of reinforcing modules is missing. Too
little and too fragmentary characterizes each of the several compo-
nents of a management analysis process. For example: A new step
toward building program analysis and related skis to strengthen
staff capacity to inform governors, mayors, and county executives hasjust recently been taken with the adoption of the Intergovernmental
Personnel Act of January .5, 1971. Earlier legislative authority for
development of public service career training by the universities en-
acted as Title IX of the Higher Education Act has remained on the
statute books without appropriation. And Title I of that Act, to
enouragp university assistance in community services has had an
uncertain financial life. The several activities were not carefully de-
signed to produce direct program interaction and to facilitate in some
orderly way the achievement of the composite result of better program
analysis and evaluation in the States.

Again, the statistical programs of the national government are
designed to correct the deficiencies in data series that "to often fail
to focus on the crucial facts needed for effective decisionmaking."
Importantly the emphasis for the immediate period ahead is on sta-
tistics that can meet "the needs of local authorities in dealing with
social and economic problems under the New Federalism." 8 For ex-
ample, a national demonstration project was carried out by the Social
and Rehabilitation Service to assist States and local areas to develop
improved social welfare statistics. For the coming year, a substantial
increase is proposed to construct models and carry out demonstration
projects for cooperative Federal, State, and local health statistics pro-
grams. But such efforts are not related to each other. To illustrate,
te important work of the U.S. Bureau of the Census in putting into
practice a truly intergovernmental effort on data collection and esti-
mation was not even mentioned in the recent special analysis made of
statistics programs. Research on important national, regional, and
local problems is being encouraged without the linking of that re-
search to the statistical undertakings and to the planning grant sup-
port. The 1972 U.S. Budget, for example, calls or a stepping up of
National Science Foundation appropriations to strengthen research
that can help solve major intergovernmental problems such as pollu-
tion, health, transportation, and other urban, social, and environ-
mental problem. This effort is linked to the research community and
to the possible creation of special science offices in the State govern-
ments; and it seems to be unrelated to Federal governmental technical
assistance efforts; intergovernmental statistics programs, or personnel
training.

S, Budget of the U.S. G0ovromat: 6pecfel Ana 11" Mwnal Year 19M2.j'Speal Anaijsis V:
Wineipul Federal statistical Programs." wushlvon: Government Prdn Ofie. 1971,p.87.
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C. APPROACHES TO SOLUTIONS

Consideration might well be given to reinforcing, enlarging, and
interrelating approaches to strengthening the capacity of the State and
local governments so that they may function more effectively within
the new Federal fiscal structure proposed. Among the possible steps
to be taken are these:

(1) The assignment by the Congress of some clear overseeing
role on management of intergovernmental public programs to
some executive agency. An overseeing technical role becomes es-
sential at the national level to record the priorities in resource al-
location as adopted by the States and communities and to meas-
ure those decisions and results obtained against the nation's prior-
ities. More rational decisionmaking on the whole range of Federal
domestic -programs is sought now through the Domestic Council
which provides a forum for considering all the various Federal
activities and functions that affect the st s and their subdivisions
However, further decentralization of domestic policies in the
States and localities sharpens and deepens the requirement to be
informed nationally about the decisions taken in the States and
communities.

(2) The authorization by the Congress of offices of Federal-
State-local relations in each of the major Departments concerned
with mtergovernmental relations. Heretofore, such offices, where
established, have been a way to gain greater standardization of
Federal procedures with respect to grants-in-aid, greater uni-
formity in program proposes put befom the Congress, and to
interpret to tate and locW governments the authority and intent
of national legislation. A new range of responsibilities becomes
urgent with the adoption of more flexible grant authority. Such
authority requires of the agencies:

A better understanding of the actions taken by the States
and communities on programs of concern to each Federal
Department;

lear recording of the objectives that are being pursued
by each of the States and the communities, and the relation-
ship of those purposes to national program purposes'

Collecting of .t on tax change, and analysis of net con-
sequences for "fairness" of taxation;

The recording of progress made in -achieving .program
purposes, in terms of the Nation, the State, and the com-
munity;

A determining of the overall resource allocation achieved
and the changes over a period, marking changes in quality
and scope as well as quantity adjustments and their applica-
tion;.

A process of reviewing the extent of achievement of pur-
poses of experimentation, together with a clear understand-
in& of experimental findings;

he d minting of program and research finding across
State-local governmental boundaries.

These added functions require more surveillance of State and
local activities than has been required heretofore, and makes more
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urgent that surveillance particularly when there is no specific
program reporting requirements that could show program
achievements for which Federal dollars are committed.

Federal-State-local offices in each of the Departments, if estab-
lished, would have additional responsibility for coordinating
programs administered by several agencies within the Department,
and also developing -procedures for assuring that assistance on
planning and program evaluation is extended as required to both
central staff agencies of the governors, mayors, and county execu-
tives, and to the functional agencies in the States and communities.

Where appropriate, Departments, through their offices of Fed-
eral-State-local relations, might well encourage decentralized re-
porting, data gathering, and technical assistance efforts, With re-
gional offices serving in this role. The basis for better coordination
of Federal domestic programs has been established with the crea-
tion of uniform boundaries and office locations for eaoh of the 10
Federal regions. Regional councils composed of regional directors
of major grant-making agencies now have the primary responsi-
bility for coordinating the various programs. However, regional
offices now do not appeAr to have either the staff or the organiza-
tion required to service on a collaborative basis central staffs of
State and local governments and counterpart functional agencies.

(3) The executive branch of the national Government has rec-
ognized that organizational effectiveness does not flow automati-
cally from structure. Basically the ability of organization depends
upon the strength of the program management staff. Manpower
pIanning, manpower training, and manpower utilization at the
State and local government levels are an integral part of Federal
revenue sharing proposals. The legislative authority exists; ap-
propriations have to be adequate to carry out the Congressional
intent.

(4) Moreover, timely and accurate information is required for
effective policy making and program management. In the light
of program problems and policy purposes. information will have
to be generated that can quantify program purposes and measure
accomplishments. It is proposed that in connection with any
revenue sharing measures-general or special-requirements be
imposed on recipient governments for "statements of intent and
purposes in use of Federal funds" so that those statements may be
monitored and analyzed.4

(5) State and community planning assistance needs to be en-
larged. As part of a consistent effort to assist States and commu-
nities, the President recommends $100 million of expenditures for
a planning and management program. The President has essen-
tially recommended a broadening of the authority of section 701
"because of the importance of increasing the management ca-
pacity, the decision-making capacity of tate and local govern-
ments and areawide agencies."

Neither the form nor the amount is udeouate to the task of en-
couraging program planning and analysis, find the content as
elaborated in the President's message to the Congress of March 10

4 It Is important that these not be termed "plans" In order to avoid some of the confusion
that already surrounds the word "planning."
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on Rural America in Transition has more the aspects of land plan-
ning than of program planning, management analysis, and evalu-
ation. The administration's'proposal appears to call for a state-
wide development plan which is based on a consultative process
that considers plans submitted by multi urisdictional planning
districts covering all areas of the State. These multijurisdiotional
planning districts established by bhe State would be :required to
be composed of local elected officials. In the consultative process
required of title II of the urbn community development proposal,
the governor would have the assistance of one member from each
of the district planning bodies. The product would be a plan that
would seek to integrate all important community development fac-
tors, including lUnd use, and could identify () patential growth
areas, (b) potential new community development sites, and (o)
environmentally important areas.

In view of the special focus of the planning provision of the
planning and management assistance program proposed by the
President, it seems desirable to suggest consideration of an addi-
tional program analysis and evaluation grant. This grant would
go to States and local governments participating in revenue shar-
ing under formula rather than as a project grant. It would be in
an amount equal perhaps to 5 percent of the general revenue shar-
ing, but would be specially appropriated by the Congress out ofother funds for this purpose and would be distributed in accord
with the general grant formula. Of the amount so provided, per-
haps as much as 25 percent of the total might be required to be
used for evaluation purposes and generation of program options
suggested by the evaluation findings.

The general purpose planning grant proposed might have the
characteristics shown in Attachment A as to purpoe, fund.use,
activities to be assisted, and authorities of the Federal admrnis-
trative agency.

(6) Technical assistance by the national agencies needs to be
made truly interagency, well designed, and be enlarged as a col-
laborative Federal technical assistance effort. In recognition of
the central role of the State and community in providing services
to the people, technical assistance on the one hand has to concen-
trate on helping State and local governments gain an enhanced
measure of capability in management analysis and evaluation and
a sensitive response to the objectives of the job at hand. On the
other, a considerable body of new types of data and materials is
.needed in order that the national governmentt understand what
is ongoing in the States and localities so that it may evaluate those
activities and programs and help to disseminate findings that
would be generally of concern and interest to many States and
communities and to the Congress. A strategy for technical assist-
ance necessarily must be developed. - a

Technical assistance by a national agency in a Federal system
that gives full recognition to State sovereignty has at no time been
an easy concept to carry out; when Federal strings on funds are
absent and Federal purposes remain to be served, the execution
becomes even more difficult. Questions remain as to whether tech-
nical assistance in a Federal system is best carried out directly by
the national Government, or by intermediaries such as research in-
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stitutes. The pros and cons. of the several methods need far more
attention than has been given to the problem heretofore.

(7) The Joint Economic Committee of the CongBes and the
Committee concerned with intergovernmental relations may wish
to consider the development of a joint staff to monitor the activties

/-and resource allocation decisions involving federal tax funds in
- the states and communities. Not only will the Congress look to that

staff to assess and review formulas developed for the distribution
of funds among.governments under general revenue sharing and
other grant-in-aid provisions, but also assessment of program re-
sults in terms of people and services. Measurements will be re-
quired to gain accountability for performance of urban develop-
ment, rural development education, transportation services, man.
power development, and law enforcement programs. Moreover,
none of the special revenue sharing proposals as now drafted, with
the exception of the special manpower revenue sharing, makes ade-
quate provision for data collection required to test out and pro-
pose revisions as necessary in the yardsticks used for formula al-
locations. Especially urgent in this regard is the need for data
that can improve the factual base on income of all the residents
of each of the jurisdictions eligible for support and the extent
of the low incomes prevailing in each of those jurisdictions. A
planned use of Federal internal revenue income data should be ex-
plored. At present existing statistics are not adequate to the task
of measurement ol need, price differences, and income resources
among governments.

These and other approaches to solutions necessarily are considered
against a background of growth in State and local government.
Within a brief period of 5 years or so Stateg and communities may
well be spending $200 billion to provide services for their residents.
It is not unlikely that within these years the National Government's
commitment of tax resources to those expenditures may reach $60
billion. And in addition, the National Government may well have
taken on a far larger responsibility for income maintenance and medi-
cal assistance, thus relieving States and communities of at least part

- of the financial burdens of those public protections.
If the experiment of relaxing Federal strings is to have a trial, the

shortcomings of State and local capacity for program policy formula-
tion and management cannot be swept under the rug. Rather, there
needs to be a forthright effort to help States and communities in their
analysis and evaluation work so that they may carry out their public
responsibility for responsive production of services.

The steps that need to be taken are not unfamiliar; small begin-
nings have been made on many approaches to assistance by the
National Government. The difficulties in the past have been the lack
of commitment to strong supports for State and community manage-
ment program decision and monitoring of results. Hesitant, faltering,
uncoordinated efforts and directions have been compounded by the
pulling and hauling of the many Federal agencies, each of whom has
in fact an important role to perform but not in isolation.

Perhaps least developed is the role of the Congress and the congres-
sional committees in a federalism that leaves wide discretion to the
States and communities. Program analysis as a part of legislative
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formulation and evaluation that is fed into program design for con-
gressional consideration are vital components of required action.

(Attachment A follows:)

ATTACHMZNT A.-ILLUSmAuVz SP ICzrcATxos FOe A GrznAL-Puu'oe
PLArNxzO GaAwT

. Purpoe,--To strengthen planning capabilities in State and local govern-
ments by assisting States, cities, and counties to improve planning processes and
functions within their agencies and instrumentalities: by Increasing the ability of
States to assist smaller units of general local government within their borders
to carry on such planning factions and to establish and maintain appropriate
staff units for such purposes; and by supporting training programs to augment
the supplies of qualified personnel necessary for such activities.

II. Uses of graut fux4.-Funds allotted to States would be available for
expenditures for:

A. Salaries for augmented analytical staff components In State agencies,
B. Support of Improved organizational arrangements for carrying on

planning functions (including support of multi-disciplinary analytical
teams),

C. Staff training programs and activities for State and local personnel,
D. Publication and dissemination of data, results of studies and analyses,

and other planning materials (including materials on the techniques of
e - planning and the relationship of planning to other governmental processes),

and
E. Technical assistance and consultation services.

III Matching.-Withln the limits of each Jurisdiction's allotment, 68% percent
reimbursement of the cost of activities carried on in pursuance of the Juridic-
tion's program for promotion and improvement of planning functions.

IV. Limftatio*8 ou use of grant fud.--The following limitations apply to the
sums used by the State from its allotment for direct expenditure and to all
expenditures by -cities and counties of 50,000 population or over (percentages are
of the total annual allotment) :

A. Minimum percentages (not to exceed 10 percent) when set by regulation,
to be used for staff training programs and activities (as further defined by
regulation) for State and local personnel.

B. Not more than 15 percent for additional staff In agencies receiving
other planning assistance grants (under Federal programs).

C. Not more than 25 percent for contractual services or retainers and fees
-for outside consultants.

V. Grant oosdd#ios.-In addition, to the usual accounting and administrative
provisions:

A. Submission by the State, city, or county of an acceptable program for
promotion and improvement of planning functions, indicating-

1. The agency to have overall responsibility for carrying out the
program,

2. The central staffing arrangements for assuring liaison among the
various agencies carrying on planning functions,

& The intended apportionment of grant funds among-
a. The jurisdiction's central staff unit,
b. Other agencies with planning functions,
c. Staff training programs and activities

4. Proposed use in combination with other planning grant funds,
& Other major uses proposed, and
6. Minimum standards that will be applied by the State, city, or coun-

ty In certifying expenditures for planning activities for purposes of
Federal reimbursement.

B. Submission of annual reports by the State, city, or county containing
a review and an evaluation of the effectiveness of the Jurisdiction's pro.
gram and proposed modifications for its improvement.

VI. Planning activftie to be a*Uited.-To be defined so as to make clear the
intent to assist those activities that are major components of planning processes
without regard to the context or focus of the planning effort within which they
are carried on. The definition should also contain an illustrative list of types
of activities embraced by the definition and Indicate it is subject to further
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clarification or expansion by administrative regulation. The list ot examples
should include such activities as:

A. Data procurement activities, including activities in development of
appropriate data systems,

B. Preparation of demographic, economic, fiscal, and other projections,
Q Compilation of inventories of existing resources and programs,
D. Assessment of current and future needs, development of standards or

criteria for the purpose, and identification of factors affecting needs,
E. Evaluation of existing programs,
F. Identification of emerging issues and problems that may require

analysis
G. Development of program alternatives in response to Identified govern-

mental objectives,
H. Program analyses, including systems analyses, cost-effectiveness stud-

iPs, cost-benefit analyses, etc.,
w I. Examination of the consequences and implications for future years

of current program options and decisions, including development and main-
tenance of a multiyear program and fiscal plan, capital improvement pro-
gram, etc., and

J. Development and maintenance of PPB system-type procedures.
VII. Standard-seting authorities of 1he Federal administeritg agewy.L -To

include, at least, establishment by regulation of the criteria to be applied in
determining "aooeptability" of proposed State, city, and county programs and in
reviewing annual reqorts and proposed modifications; such criteria to include
such matters as:

A. Recommended guidelines for establishing a continuing central staUff
unit and functions to be performed by such a unit,

B. Policies to attain a balanced and effective apportionment of grant
funds (including percentages to be used for training),

C. Standards to be applied in identifying In-service training activities
for purposes of Federal reimbursement (including the use of outside con-
sultants for such training purposes),

D. Policies covering the use of grant funds for activities also aided by
other Federal planning-assistance programs, and

E. Minimum content for the initial year program in jurisdictions with
no previous central planning staff organization.
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PPB NOTES FOR CITY, STATE, AND COUNTY OBJECTIVES*

WHAT IS PPB? A brief exposition of the basic purpose of PPB systems,
identifying major characteristics and components.

PPB NOTES 1-8 In this collection, the problems of integrating techniques
into a single unified system are dealt with as follows:

1. How a government might answer the question: Is an
integrated Planning-Programming-Budgeting system useful
for our jurisdiction?

2. Some alternative administrative frameworks for establishing
a PPB system in states, counties, and cities.

3. The development of instructions to inaugurate a PPB system;
a sample set of administrative recommendations on in-
stituting it; and an illustrative "program structure."

4. The problems of staffing and training for a PPB system in
state and local governments.

5. The development of output-oriented categories-the
"program structure"-one of the key components of a PP_
system.

6. The role and nature of cost analysis in a PPB system.

7. The nature of the "output measures" useful for a PPB systerr
Multi-Year Program and Financial Plan (illustrated).

8. The Multi-Year Program and Financial Plan: its purpose anc
role in PPB, with suggestions for its content. The emphasis is
on the financial part of the plan.

PPB NOTE 9

PPB NOTE 10

The preparation of economic and demographic data
guidelines useful in a PPB system.

Examples of program objectives, effectiveness criteria, and -

selected program structure for a state highway safety
program.

*PPB NOTES 1-8 (in one volume), 9, 10,11, and WHAT IS PPB? are available fror
The Bookstore, The George Washington University, 2110 "1" Street, N.W.,
Washington, D.C. 20006. PPB NOTES 12 to 14 (and all subsequent Notes) are
available from the Public Services Laboratory, Georgetown University,
Washington, D.C. 20007.
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PPB NOTE 11

PPB NOTE 12

PPB NOTE 13

PPB NOTE 14

The purpose, content, and scope of the "Issue Paper": a first
step to useful program analysis (with an illustrative outline
and actual examples).

The nature of a cost-effectiveness paper (with an illustrative
step-by-step outline of such an analysis).

A detailed case study of an actual community lead poisoning
problem (illustrating-a cost-effectiveness analysis of three
different options).

The meaning of a PPB system for a legislative body: its
usefulness for programming legislation; its evaluation
capability as a post auditing tool; and its value in helping a
legislature to give support to executive agencies.
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AMERICAN HOSPITAL ASSOCIATION,
WASHINGTON SERVICE BUREAU,

Washington, D.C., July 25, 1M97.
Hon. RUSS=L LONG,
Chairman, Senate Committee on Finanoe,
U.S. Senate,
Washington, D.C.

DEAR MR. CHAIRMAN: The American Hospital Association, on behalf of some
7000 health institutions in his country, is concerned with certain aspects of.the
revenue sharing legislation (H.R. 14370) now pending before your committee.

Particularly, we are concerned with the restrictions placed on the funds going
to counties and other local units of government. As the bill is now written, those
funds could be used only for public safety, environmental protection and public
transportation.

Your committee, Mr. Chairman, more than any other committee of the Con-
gress is deeply aware of the commitments which have been made to the citizens
of this country to provide more comprehensive health care to all our people re-
gardless of income status or geographic location. As we attempt now to put those
promises -health care as a matter of right to all people-into practice, we must
necessary involve all segments of government as well ds private resources.

As an example of the demands being made on local government, there are cur-
rently about 16 states which require local contributions toward the state matching
funds for the Medicaid program. In 1973 this local contribution is estimated to
amount to approximately $800 million. Similarly, local government contributions
are significant in many other health activities. In addition to the support of local
health initiatives, local funding ranges upward from.25 percent of costs in such
federally sponsored health programs as Areawide Comprehensive Health Plan-
ning, Maternal and Child Health Projects, and the Community Mental Health
Cestern progm. Health care nust be oriented to the needs of the community and
local gwernmamts must more and more be involved In decision making and assist-
Ing in the support necessary for the availability and delivery of health services.
These health demands are occurring at a time when both local and state govern.
mental are in extreme need of financial assistance.

For these reasons, we think it would be appropriate and a major contribution
to better health care for the citizens of the nation if "health" were included in
the revenue sharing legislation as a specific category of authorized expenditure
by local governments.

Your careful consideration of this recommendation will be greatly appreciated.
Sincerely,

LEo J. GEHRBIG. M.D.
Acting Director, Washington Service Bureau, American Hospital Aesociation.

CITY OF LOS ANGELES, CALIF.,

June 5, 1972.

CITY SUPPORT FOR HR-14370---REvENUE SHARING PROPOSAL

I hereby certify that the attached report of the State, County and Federal Af-
fairs Committee was adopted, as amended, by the Los Angeles City Council at its
meeting held June 5, 1972.

REX E. LAYTON, City Clerk.
(By 3. Stowell, Deputy).

TO THE COUNCIL OF THE CITY OF LOS ANGELES.

Your State, County and Federal Affairs Committee reports as follows:
Your Committee recommends, that inasmuch as the City is expressing its sup-

port for revenue sharing, pursuant to the Council's May 1971 action, not only
through its Washington Representative but also through contacts of City officials
with Congressmen on such occasions as the recent Congressional-Cities Confer-
ence in Washington, D.C., that the ' City's Legislative Program include support

I Amended by Council Action 6-5-72.
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for HR-14370 and that the Council exert every effort to make the City's position
known to Congress including trips to Washington, D.C.

Respectfully submitted,
STATE, COUNTY AND FEDERAL AFFAIRS COMMIrEE.

STATEMENT OF WALTER S. ORLINSKY, PRESIDENT, BALTIMORE CITY COUNCIL

The pattern of the ecology of growth and decay which used to co-exist in the
growing cities tends today to become more divided between the city and the
suburbs. Our cities, as the oldest and most built-up areas, account for far more
of the decay than the growth. This imbalance between growth and decay in the
territorily constricted city has serious consequences for our contemporary society.
The result of increased central city costs at a time when we have reduced cen-
tral city resources has laid our older cities, once the life blood of America,
almost prostrate.

y. To Baltimore City, as well as many other older American cities, the reality of
-othis trend so long predicted has finally come home to roost. As the more affluent

leave the city for more spacious suburban surroundings, the surrounding counties
gain the income tax benefit and the city is forced to rely even more heavily on
Its regressive real property tax. The large differential serves further to encour-
age the emigration. Also, because of the high property tax rate, new develop-
ment In the city has been at a relative standstill during the past several years.
Even were sufficient quantities of land available for commercial and industrial
development, the advantages of a city location are, more often than not, out-
weighed by the high property taxes.

Facing a property tax rate which was already 40% higher than the second
highest rate In the State of Maryland and with the prospect of a 12% increase
Just to maintain services at their present level, the Baltimore City Council exer-
cised further budget cuts and anticipating only one-third of the revenue from
HR 14370 was able to enact a 4% increase which still left our property tax rate
over 50% higher than the next highest rate in our State.

The relatively small increase is hardly a matter of pride in-view of the fact
that the increase provides no additional services over last year. In fact, the
budget reflects a very real reduction In services. We are not riding to any glory
day as local elected officials even if the Congress passes revenue sharing. While
it is clear that HR 14370 Is urgently needed to continue the present level of
services, the sharing formula leaves much to be desired. Whereas the sharing
formula will provide desperately needed funds for our cities, the benefit is
diminished by the amount of funds available and the expected breadth of cov-
erage. Much more could be accomplished if the monetary thrust was directed
at our most critical urban areas, for it Is in these geographic areas that eco-
nomic recovery and social stability are most difficult to achieve on a self-help
basis.

This bleak picture is eased only by the fact that the City is still managing to
hang on, and that there are encouraging signs of eventual breakthrough. The fruit
of the urban renewal tree Is beginning to ripen. Concerted efforts are being made
to attract and retain industry in the city. The attraction of suburban living is no
longer mogtcal, and, in fact, our sister suburbs are now beginning to feel the
responsibilities of providing services, dealing with decay and sprawl and the
other costly matters attendant to urban society.

The next five to ten years will be critical in terms of our city's development.
Our city like most older American cities is at the crossroads. There are those
who would Just as soon have the cities die just as rural America was allowed
to die and wither away. I can hardly believe that the Senate would permit a
re-enactment of that sorry chapter in our history. Clearly the result would be
not only the destruction of our cities but of the now affluent suburbs just as tile
death of rural America lead to the current crisis In our cities.

Assistance from HR 14370 is necessary to ensure that our citizenry not lose
faith in the next critical years. There will be thne to evaluate and change how

,&nd where revenue should go in succeeding years. The point is simply that the
need now Is so great that we cannot afford to Jeopardize what seems to be within
the realm of reality. I urge you to make it a certainty.
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CITY or Rnvurasz,California.
Mr. THOMAS VAL,
chief Couneel,
Senate Finanoe Committee,
New Senate Off" Building,
Washington, D.C.
DEAR MR, VAIL: The following is a statement of the position of Riverside,

California on revenue sharing. We ask that it be entered in the Hearing Record,
following statements by the mayors.

"The City of Riverside, composed of 145,900 people, strongly support revenue
sharing as proposed and passed by the U.S. House of Representatives. Like
American communities across the nation, our city has many similar problems
whose solutions are paramount to the future well-being of our citizens. The
major problems in Riverside can be listed as follows: smog, unemployment, crime,
urban redevelopment and mass transportation. Approval of revenue sharing
is essential if we are to continue our efforts toward alleviating and possibly
solving these problems."Smog Is our worst enemy at present. The mounting costs wrought by this
dreaded phenomenon staggers the imagination. Riverside hopes to help alleviate
this problem by converting city-owned vehicles to gaseous fuel with funds
received under the revenue sharing program.

"With respect to crime, these funds will go a long way toward hiring additional
policemen as well as community relations personnel in order to attempt to reduce
the problems existing In these areas.

"Riverside Is faced with a multitude of problems associated with the deteriora-
tion of various urban neighborhoods. Approval of the revenue sharing program
will assist in transforming these blighted areas Into revitalized centers for our
citizens. Renewal of these areas will also mean additional Jobs and an Increased
community tax base.

"Riverside desperately needs a balanced transportation system, both to help
combat the community's serious air pollution problem and also provide bus
transportation for our citizens who do not have their own automobiles. Many
programs now available through the Department of Transportation might be
utilized more effectively with additional resources resulting from revenue sharing
channeled into this area,

"The Mayor and City Council of Riverside strongly commend the Senate Finance
Committee to approve the General Revenue Sharing Program as proposed in order
to help our community and thousands across the nation solve their pressing urban
problems."

Sincerely,
CARL W. RIEDY, Jr.,

Washington Assistant to Riverside.

NATIONAL ASSOCIATION Or REAL ESTATE BOARDS,
Washington, D.C.

Hon. RUSSELL B. LONO,
Chairman, Senate Committee on Finance, Senate Office Building,. Wash-
ington, D.C.
DEAR MR. CHAIRMAN: On behalf of the National Association of Real Estate

Boards* I am submitting this letter in support of H.R. 14370, "The State and
Local Fiscal Assistance Act of 1972." We hope your Committee will approve
the bill in this session of the Congress.

In past testimony, this Association has favored the concept of general revenue
sharing and we have attempted to narrow our arguments to those areas which
are in the direct purview of our interests. I am attaching a copy of the policy
statement on this subject adopted by the delegate body of our Association on
November 18, 1971.

We are convinced that general revenue sharing can strengthen and preserve
the relationship between federal, state, and local government and the concept-
of home ownership in this country.

*The National Association of Real Estate Boards consists of approximately 1.600 local
Boards of Realtors in every State of the Union, the District of Columbia, aild Puerto Rico.
The combined membership of these boards Is approximately 500,000 persons actively
engaged In brokering, managing, and appraising residential, commercial, industrial, an
farm real estate.
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Our first argument is that general revenue sharing can offer an alter-
native to local government's reliance on the real property tax as its principal
source of revenue. The property tax is definitely a financially inferior revenue
instrument and, like a sales tax, is regressive. Yet about two-thirds of all
general revenues raised by local governments from their own sources now comes
from property taxes. Recent efforts to finance municipal services such as edueu-
tion or other expanding functions of local governments have caused both real
estate assessment and tax rates to climb to unprecedented levels. In many
localities the property tax bill Is placing an excessive burden on the average
home owner, and in some cases tax rates have risen to the point where they
imperil home ownership. From recent testimony consider the situation in
Newark, New Jersey, where assessed property taxes equal approximately ten
per cent of the value of the property. In this city the increases in property taxes,
upon an inelastic property tax base, have reached the level where they actually
discourage Individual investment in a home. The market for a $20,000 home with
an annual tax of nearly $2,000 becomes quite limited. This in turn discourages
new buildings, rehabilitation, and self-renewal of deteriorating areas and thus
burts the non-poor as well as the poor.

" The proposal for funds allocation in H.R. 14370 would probably not act to
lower taxes in such situations as described above, but could provide reductions
in future property tax increases and reduce pressure on local government to
rely on real property taxes to meet revenue increases. This will demonstrate
benefits for both urban and rural areas.

Emphasis in this bill is toward state and local government reliance upon
personal income taxes with progressive rates. We are convinced that this is an
integral part of the revenue sharing concept, and of any alternative concept
offered as a means of financing local governments. Although some states do not
use income taxes and even have constitutional restrictions against them, abnega-
tion of income taxes in the future will be impossible for local governmental
units. Therefore, any new bill such as H.R. 14870 should be commended for
providing an immediate incentive for state tax reform.

Secondly, we favor the general revenue sharing program in H.R. 14370 because
it places more decision-making responsibility with those governors, state legisla-
tors, mayors and county executives who are close to the results of the public
spending programs. This general revenue sharing bill will strengthen the federal-
state-local relationship by increasing the involvement of local government in
fiscal decision making and thus encourage confidence in their administrative
performance.

Although the spending priorities outlined in the bill are limited to public safety
environmental protection, and public transportation, we understand that in fol-
lowing years other categories could be added. For the present limiting the prior-
ities demonstates a reasonable shift of declon-making responsibility and, since
the priorities that were mentioned are important to all communities, the fund
should receive 100 per cent utilization. In the future we would encourage the use
of a local referendum to select local priorities.

It Is true that H.R. 14370 has received its share of criticism, but since It pro-
poses to distribute funds to 38,700 local units each having individual needs, no
general revenue sharing bill could offer a perfect solution. This bill is an improve-
ment over additional categorical grant programs and has greater feasibility to
meet the Immediate needs than the alternative programs that have been offered
such as revenue shifting or tax credit plans. H.R. 14370 n no way impedes the
development of any alternative plan, to some of which we.may offer our future
support; and we believe the bill forms a sound basis for federal aid to assist states
and localities to finance their growing expenditures.

We confidently urge the approval of this proposed State and Local Fiscal As-
sistance Act of 1972.

We request that this letter be incorporated in the record of the -Committee's
hearing on this legislation.

Sincerely yours,
JOHN C. WILLIAMSOI.

REVENUE SHARING

'o Virtual preemption by the federal government of major sources of revenue has
placed state and local governments in such serious financial difficulty as to under-
mine the existence of our historic federal-state-local relationship. Continual in-
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crease In federal categorical grants, now at a $28 billion annual expenditure level,
has spawned and nurtured a vast and complex bureaucracy that threatens to rele-
gate local officials to the sole ministerial task of disbursing federal money.

To reverse the flow of power in America, and to restore to state and local gov-
ernments the decision-making powers which the Constitution reserves to them, we
recommend that the Congress enact general revenue sharing legislation as well as
special revenue sharing as a substitute for existing categorical grant programs.

(Statement of Policy, National Association of Real Estate Boards, adopted
November 18, 1971.)

0



Effect of the Gurney Amendment to the State and Local Fiscal Assistance Act of 1972
5.3 BILLION DOLLARS

TOTAL APPROPRIATION

(Divided between state and local governments on an
approximately 1:2 ratio - - reflecting ratio between
total state expenditures and total local government
expenditures)

l.B BILLIUN DULLARS -- - - -- - - --~r - - 1TO STATE GOVERNMENTS GURNE AMENDMEN TITUTE
(Divided into two equal parts, to accommodate com- PROPOSAL FOR:

promise between supporters of state income tax 900 MILLION DOLLARS INCOMEincentives avd supporters of total too effort formu- TAX SHARE FORSTATE GOVERNMENTS

) (Divided among state governments on basis of Fed-
Jeral personal income tax collections within the

respective states)

rI --

ION DOLLARS 900 MILLION DOLLARS INCOME TAX I TOTAL STATE ALLOCATION FOR
,X EFFORT SHARE I SHARE FOR STATE GOVERNMENTS I LOCAL GOVERNMENTS
GOVERNMENTS I (Divided among state governmerts on basis of state I ON.BASIS OF POPULATION
overnments on basis of I personal income tax collections, with a base amount I (Divided among county areas of state on basis of-
al tax collections within I for states without state income taxes based on a I population)
If personal incomes within I percentage of Federal income tax liabilities within

that state) I

COUNTY AREA ALLOCATION FOR LOCAL
GOVERNMENTS ON BASIS OF POPULATION

(Divided between county government and all other
local governments within county, on basis of total
tax receipts other than those used for education)

3.~f 5 BILLION DOLLARS PASSED

THROUGH TO LOCAL GOVERNMENTS

(1/3 Divided among states on basis of population;
1/3 divided among states on basis of urbanization;
and 1/3 divided among states on basis of population
weighted inversely by per capita income)

TOTAL STATE ALLOCATION FOR
LOCAL GOVERNMENTS

ON BASIS OF URBANIZATION
(Divided among county areas of state on basis of
urbanized population)

COUNTY AREA ALLOCATION FOR LOCAL
GOVERNMENTS ON BASIS OF URBANIZATION

(Divided between county government and all other
local governments within county, on basis of total
tax receipts other than those used for education)

TOTAL ENTITLEMENT FOR
INDIVIDUAL STATE GOVERNMENTS

TOTAL STATE ALLOCATION FOR LOCAL
GOVERNMENTS ON BASIS OF POPULATION

INVERSELY WEIGHTED BY PER CAPITA INCOME

(Divided among county areas of state on basis of pop-
ulation inversely weighted by per capita income)

IfI

COUNTY AREA ALLOCATION FOR LOCAL
GOVERNMENTS ON BASIS OF POPULATION

INVERSELY WEIGHTED BY PER CAPITA INCOME

(Divided between county government and all other
local governments within county, on basis of total
tax receipts other than those used for education)

INDIVIDUAL COUNTY GOVERNMENTS ALLOCATION FOR ALL LOCAL GOVERNMENTS ALLOCATION FOR ALL LOCAL GOVERNMENTS ALLOCATION FOR ALL LOCAL GOVERNMENTS
SHARES OF WITHIN EACH COUNTY, BASED I WITHIN EACH COUNTY, BASED WITHIN EACH COUNTY, BASED ON

GENERAL REVENUE SHARING FUNDS - ON POPULATION ON URBANIZATION I POPULATION INVERSELY WEIGHTED

(Divided among local governments on basis of popu- *-Divided between allocation fund based on population BY PER CAPITA INCOME
nation) and allocation fund based on population inversely (Divided among local governments within each county

weighted by per capita income, in same ratio as funds on basis of population inversely weighted by per capita
otherwise allocated to those respective funds) income) I

INDIVIDUAL LOCAL GOVERNMENT
SHARES OF GENERAL REVENUE SHARING

, 900 MILL
COMBINED TA

FOR STATE

(Divided among state
combined state and loc
state, relative to total
state)
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