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92p CONGI}ESS SENATE Repr. 92-1050
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REVENUE SHARING ACT OF 1972

AveUsT 16, 1972.—Ordered to be printed

Mr. Loneg, from the Committee on Finance,
submitted the following

REPORT

together with
ADDITIONAL AND MINORITY VIEWS
[To accompany H.R. 14370]

The Committee on Finance, to which was referred the bill (H.R.
14370) to provide payments to localities for high-priority expendi-
tures, to encourage the States to supplement their revenue sources, and
to authorize Federal collection of State individual income taxes, hav-
ing considered the same, reports favorably thereon with amendments
and recommends that the bill as amended do pass.

1. SUMMARY

The Revenue Sharing Act of 1972 (H.R. 14370) represents a land-
mark in Federal-State-local fiscal relations.

The committee believes the basic purpose of this bill should be to
provide the States and localities with a specified portion of Federal
individual income tax collections to be used by them in accordance
with local needs and priorities and without the attachment of strings
by the Federal Government. The bill is amended by the committee to
achieve this result. The aggregate distributions under the commmittee
version of the bill (beginning January 1,1973) are $1 billion above the
House bill. Like the Flouse bill, the bill reported by the committee dis-
tributes $5.3 billion of revenue sharing funds to the State and local
governments effective January 1, 1972. This amount is increased by a
€300 million annual increment in each of the four succeeding years,
reaching a level of about $6.5 billion by the fourth succeeding year. In
‘addition to this, however, beginning in 1973 the committee bill also
authorizes payments to State and local governments in place of pay-
ments now made for social services in the amount of $1 billion a year.
These are called supplemental sharing grants. (Federal social service

(1)
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funds will continue for child care and family planning under the
Social Security Act. ) .

Of the $5.3 gilli011)of revenue sharing funds made available in 1972,
two-thirds or about $3.5 billion is made available under both versions
of the bill to cities, counties, and other local governments. The remain-
ing one-third, or about $1.8 billion in 1972, 1s made available to State
governments. (The $1 billion grant to State and local governments for
supplemental sharing grants also is divided between the States and
local governments on a one-third—two-thirds basis, starting January
1,1973.

i Both)versions of the bill also provide for a growth in the revenue
sharing funds up to a level of $6.5 billion by the fifth year of the pro-
gram. They also divide the funds between the local governments and
the State governments on a two-thirds—one-third basis.!

‘While the aggregate revenue sharing funds distributed to the State
and local governments under the House bill and under the committee’s
bill are substantially the same,? the formula for distribution by States
of both the amounts going to the States and the amounts going to the
local governments differ substantially in the two versions of the bill.

First, the committee, instead of of having one formula for distribu-
tions to the States and another for distributions to local governments
within the States, has a single formula for allocating funds to the
States and for allocating funds among the localities.

Second, the bill reported by the committee provides that the funds
distributed to the States are to take into account the general tax ef-
fort and the relative differences of the States in the income levels of
their residents. The committee’s bill takes these same factors into ac-
count in distributions within the States to county areas and again in
determining the distribution among the municipalities. These same
factors were to some extent also taken into account in the House
formulas. However, the House formulas gave no recognition to rela-
tive income levels in the distributions for the State governments. The
effect of this was to ignore “need” as a factor in the State govern-
ment distributions.

Third, the committee omitted the income tax incentive feature of the
House bill in the case of the distributions to the States. The committee
believed that it was undesirable to attempt to dictate to the States
the structure of their tax laws.

_ Fourth, in the distributions to local governments the House bill took
“urbanization,” but not tax effort, into account. A testing of various
formulas in this area convinced the committee that “tax effort” gen-
erally is a better means of assuring a fairer (and generally larger)
distribution of funds to the larger cities—where the need for assist-
ance 1s greater—than was the “urbanization” factor it the House bill.
Urbanized population was used, however, in the State distributions
under the supplemental sharing grants because this replaces social
service grants which have in large measure been associated with
urbanized States.

Fifth, the relatively greater emphasis on “relative incomes” in the
committee formula also gives assurance that the needs of rural areas,

L Under the eommittee bill, this ove-third—fwa. thirds distributi ies i
. 1h -thirds dis ution apnlies in the case of
f::%VeStaagt; eg;]td:r the House bill, this was the division between States and their localities
ith the exception that the committee’s bill divides the $300 million a yea
S th
Ea‘cbto;‘ between the States and local governments in the same manner as the %ii;if:flovﬂvis»
ribution, while the House bill allocates the growth factor entirely to the States,



3

which usually have relatively low income levels, will be adequately
dealt with in the bill.

Sixth, the committee bill does not attach “strings” as to how the
funds distributed to the local governments must be spent. (except for
an anti-discrimination provision and a provision prohibiting the use
of funds to match Federal grants). The House bill would have re-
quired the funds to be used only for a limited number of so-called
high-priority purposes. On the other hand, the committee believes that
one of the principal virtues of revenue sharing is the fact that this pro-
gram is different from the categorical grant programs. If “no strings
are attached,” the funds may be spent by the local government for what
the local citizenry recognize as their high-priority purposes, rather
than having priorities established by the Federal Government for
them which could conflict with their own interests.

In the area of social services, the committee bill continues 75 percent
matching under the Social Security Act for child care and family
planning services, as under present law. Other social services would
generally not be eligible for 75 percent Federal matching, as they are
now. Instead, a new $1 billion program of Federal grants, referred to
as supplemental sharing grants, requiring no State matching funds,
is initiated. This is distributed among the States on the basis of
urbanized population. Within each State the funds are distributed
among the various localities in the same proportions as the revenue
sharing funds.

Table 1 compares the distribution by States provided in the bill
with the distributions provided by the original administration pro-
posal and the House bill. This table takes into account the funds dis-
tributed to the State and local governments under the supplemental
sharing grants. As indicated in this table, the aggregate funds allo-
cated to States under the committee bill are greater than those under
the House bill for all but five States.

Table 2 shows, by States, the distribution of total grants under the
«committee bill to the State and local governments.

Table 3 shows the per capita allocations under the House bill and
under the committee bill for lIarger cities of each State. Also shown
are the amounts distributed to the counties in which these cities are
located.

As suggested above, this indicates that the distributions to larger
cities in the United States are generally significantly larger under the
committee bill than under the House bill.

While the distributions within the States for the first year are
established by the committee bill, the States are given the authority
after that time to vary the distributions substantla.ll,v to the extent
they believe conditions in their States warrant. _Spemﬁcz}lly, they are
given the authority to take into account population multiplied by tax
effort and population multipled by relative income (inversely), giv-
ing whatever weights to these factors they deem desirable. However,
this authority may be exercised only once in the 5-year period.

As under the House bill the committee bill provides that States
are also given the option to request Federal collection of their State
individual income taxes under a “piggyback” arrangement whereby
the State tax is collected in conjunction with the Federal tax. This
is to be available only for 1974 and later years, and only then if States
representine 5 percent or more of individual income tax returns have
requested the Federal Government to collect these taxes for them.
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TABLE 1.—DISTRIBUTION OF FUNDS TO STATES UNDER ADMINISTRATION PROPOSAL, HOUSE AND FINANCE
COMMITTEE VERSIONS OF H.R. 14370 AND DIFFERENCES IN THE AMOUNTS DISTRIBUTED UNDER THE THREE

F THE BILL
VERSIONS 0 [Amounts in millions of dollars]

Differences between—

Committee
House bill bill and ’
Adminis- and admin- adminis-  Committee
tration Committee istration tration bilf and
States proposal 1 House bill 2 bill 3 proposal proposal House bill
United States, total .. 5,000.0 5,300.0 6,300.0 300.0 1,300.0 1,000.0
Alabama _ 82.1 80.2 138.2 -19 56.1 58.0
Alaska.__ 8.6 6.6 6.2 -2.0 —2.4 —.4
Arizona 5.4 46.1 64.7 —5.3 13.3 18.6
Arkansa! 43.0 38.3 65.2 —4.7 22.2 26.9
California.. §90.2 610.8 644.4 20.6 54.2 33.6
oforado ___ 60.1 59.4 718 —.7 11.7 12.4
[:: 59.2 72.6 74.9 13.4 15.7 2.3
Delaware..__ 13.4 17.3 15.8 3.9 .4 =15
District of Co! 26.0 20.4 3.1 —2.5 —5.6
Florida 167.4 150.0 194.6 —17.4 27.2 44.6
107.5 103.4 136.3 —4.1 28.8 32.9
2.9 26.4 2,4 .9 .5
15,4 23.6 —4.7 .5 8.2
219.8 301.8 316.2 82.0 96.4 14.4
115.8 113.8 134.5 —-2.0 18.7 20.7
74.5 67.8 91.6 —6.7 17.1 23.8
54.2 477 64.5 —8.5 10.3 16.8
78.2 L8 105.2 —6.4 . 33.4
101.5 83.2 138.9 —18.3 37.4 85.7
22.9 19.9 36.7 —-3.0 13.8 16.8
2.7 117.5 116.3 24, 23.6 -2
136.2 179.0 178.5 2. 43.3 .5
229.1 243.7 257.9 14, 28.8 132
107.8 1141 124.0 16.2 9.9
1.3 0 105.1 43,8 59.1
96.4 107. 129.9 33.5 22.3
18.8 16. 24, 5.5 7.5
39.0 34, 52.0 13.0 17.5
13.9 12, .7 .8 2,5
15.0 13 18.5 3.5 5.0
153.8 179.7 193.0 25, 39.2 13.3
1.8 39. —=9. .2 16.5
§34.1 649.6 625.1 115, 910 —24.5
113.3 113.0 161.4 - 48.1 48.4
0.5 23 —8. .7 1.2
212.5 227. 240.5 14, 28.0 13.1
3.7 52. 74.0 -10. 10.3 21.1
6.9 60. 70. 3. 13.1 9.9
246.2 300. 347.6 54, 101.4 46.7
0.8 25. 29. 5. .5 3.4
56.7 51.9 95.9 1. 38.2 38.0
18.8 13.5 29.3 ~5. 10.5 15.8
86.8 120.4 ~7. 33.6 411
243.0 248.3 326.0 5. 83.0 7.7
3 40 . 11.9 1.6
17.4 - .5 6.4
129.6 11, 25.0 14.0
107.8 —12. 15.8 28.7
61.8 —5, 20.1 2!
164.2 12, 39.8 21
11,5 —5. -1 5.4

{ The admmistration proposal would have distributed funds to the States on the b: d i
rev_(le_nueHeffanbThis 15 for fiscal year 1972. st of poputation weighted by genera)
2 The House bill would have distributed $1,800,000,000 to the States based on general State and local tax eff
%;gg::dmsulall!nnomehtag( rt(aiceiptsi atnd $3.5§!0.0|0(:,000 to the lﬁﬂ unitths of gnvegrnmanl within each Statexheas:';'nanng
4 ulation, urbanized population, and relative income. This is the amount for th i
ye:[”l|972 placel(ti onfan av;nufal l:;'iSiS-b unt for the last six months of the fiscal
e committee formula for distributing revenue sharing funds to the States is based on State poj ipli
by the inverse of the State relative per capita income (the fower the per capita income the higher !hepw%?égttlg?twgllgg‘!fr‘;
multiplied by tax effort (State and local tax collections as a percentage of total personal income in the State). The
amounts shown also include the supplemental sharing grants. These are distributed on the basis of urbanized popuiation
(with a 30-percent floor). The revenue sharing distribution 1s the amount for the last six months of fiscal 1972, placed
an an anntual basis. The supplemental sharing grants shown are those which first become applicable on January '1, 1973,

Note: Details may not add to totals because of rounding,
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TABLE 2.—DIVISION OF REVENUE SHARING FUNDS AND SUPPLEMENTAL SHARING GRANTS BETWEEN STATE
AND LOCAL GOVERNMENTS UNDER FINANCE COMMITTEE BILL:

[Amounts 1n millions of dollars)

Total revesue

sharing and
supplen};lental State Local
sharing governments’ overnments’
States grant share ¢ share
United States, total______._.___.._ ______________ 6,300.0 2,100.0 4,200.0
Alabama 38.2 6. 2,
Alaska... % 1 ok
Arizona_ 64.7 2.6 43.1
Arkansas. 65,2 21.7 43.5
California_ 644.4 214.8 429.6
Colorado... 7.8 23.9 47,7
Connecticu 74.9 25.0 49.9
Delaware, 15.8 5.3 10.9
District of Columbia 20.4 6.8 13.5
Florlda_._.,.,.”_ 194.6 64.9 129.6
136.3 45,4 90.9
26.4 8.8 17.6
23.6 7.9 15.7
316.2 105.4 2i0.8
134.5 44.8 89.7
9.6 30.5 6l.1
64.5 21.5 43.0
105.2 351 70.1
138.9 46.3 92.6
Maine... 36.7 12.2 24.5
Maryland. 116.3 38.8 7.5
179.5 59.8 119.7
Michigan. .. 267.9 3.0 71,8
Minnesot 124.0 413 82.7
Mississippi : 1051 35.0 701
Missouri_ 129.9 3.3 86.6
24.3 8.1 16.2
52.0 17.3 34.7
14.7 4.9 9.8
New Hampshire. 18.5 6.2 12.3
" - 193.0 64.3 128.7
o dersey. 390 130 2.0
625.1 208. 4 416.7
161. 4 53.8 107.6
23.2 7.7 15
240, 5 80.2 160.3
74.0 24.7 49.3
g oA A
Pennsylvania. 7.6 g ,
Rhode Island ®.3 88 12
South Carolin; 9.9 2.0 63.9
South Dakota_ 1%(5)2 48¥ égg
Jennessee. 326.0 108.7 217.3
40.8 13.5 7.1
17.4 5.8 116
129.6 43.2 86. 4
107.8 35.9 7L.9
61.8 20.6 41.2
164.2 54.7 109.5
1L5 3.8 7.7

1 Division is 34 to lacal governments and 14 to State governments.
2 Division between State and focal governments does not apply.

Note: Details may not add to totals due to rounding.
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TABLE 3.—PER CAPITA ALLOCATIONS UNDER HOUSE AND COMMITTEE BILLS FOR SELECTED CITIES AND THEIR
COUNTY GOVERNMENTS

[Amounts in millions of dollars]

House bill Committee bill
Per capita Per capita Per capita Per capita
a2mount to amount to amount to amount to
cotinty city county city
State and city governments governments governments  governments
Alzbama:
Birmingham* $10.10 $16.47 15.51 28.07
iobile.— 6.42 19.23 1211 35.49
il 5.73 18.93 7.44 24.80
Alaska:
s - 4.89 12.35 7.49 16.31
Fairbanks 2. 8.70 9.70 20.25 20.25
Arizona:
ek 5.36 15.88 5.99 20.58
5.36 14.67 5.99 11.44
Tempe. 5.36 16.15 5.99 11.74
Arkansas:
Little Rock*__ 6.52 16.52 6.12 21.40
North Little Rock. 6.92 17.70 6.12 8.05
FortSmith_ . 7.46 14.36 7.31 14.86
Califorma:
10.72 10.55 11.84 14.58
19.59 19.59 3121 3L
9.68 12.28 8.43 10.85
21.14 21.14 31.45 3L.45
8 21.14 . 14.81
10.51 13.97 14.95 19.88
[ 24.10 ® 23.91
) 20.91 (O] 18.96
® 21.88 151 23.91
7.39 38.21 8,58 27.87
6.00 16.31 6.33 21.44
® 34,37 @ %.97
0 - 4,27 2.64 8.16 10.51
Miami 9.78 19.88 10.41 27.71
Tampa.... o 8.17 18.83 11.48 27.08
Georgia:
Atlanta*__ ) 14.31 (lg 11.44
Savannah_ 10.16 14.49 14.2 21.89
Macon_. 8.34 14.21 11,69 19.91
Hawail:
Honolulu*2.__.___ . 17.67 17.67 2.1 22.11
fdaho:
8.45 20.05 7. 17.26
6.84 10.90 10.38 17.32
7.82 53 9. 12.38
3.38 17.49 3.50 23.75
4.05 17.72 3.51 15.81
5.68 13.13 4.77 11.26
6.57 13.78 5.56 12.08
6.11 17.68 5.28 15,51
8.99 13.80 11,08 22,55
8.16 12.68 7.5 13,06
8.76 12,50 11.91 16.99
10.38 10.65 10.00 10.22
8.45 12.31 6.44 9.45
Topeka__ 6.66 15.24 5.29 12.11
Kansas City_ 9.24 12.10 9.05 11.96
Kentucky:
Loutsviller_ 6.14 2.17 10.19 31.60
'Ff:r"fl‘(%tuuﬂn- 4.35 25,02 6.1 31.60
Luuis’\ianab I ——-* 3.54 12.31 7.64 26.54
ew Qrleans 2. 21.70 21.70 30.38 0.38
Baton Rouge.._ 0] 20.15 @ 23.16
ain:a_ke Charfes__ 8.51 13.67 15.41 70
Portiand* 75 20.73 117 32.00
gugus‘a 59 14.26 1.45 23.79
angor___ 62 15.82 1.95 31.92
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TABLE 3.—PER CAPITA ALLOCATIONS UNDER HOUSE AND COMMITTEE BILLS FOR SELECTED CITIES AND THEIR
COUNTY GOVERNMENTS—Continued

[Amounts in millions of dollars]

House bill Committee bill
Per capita Per capita Per capita Per capita
amount to amaunt to amount to amount to
. county city . county city
State and city governments  governments governments  governments
Maryland:
i 'Y 5% b 7
agerstown . 8 . .
Annapolis_._. 1422 8.69 24.64 15.05
Massachusetts
Boston*_ __ @ 21.45 [0 30,50
mbridge_ 1.48 19,41 145 22.81
Springfield. 110 20.81 129 29.85
Michigan:
Ic gea!ruit‘_ -- 4.88 17.00 6.76 28.08
rand Rapids. 7.62 15.07 7.10 16.77
nn Arbor_.. 6.94 14,15 4,57
Minnesota:
i is* 9.0l 111 7.15 13.23
A .74 12,70 8.00 17.13
A A (R 4+ TE
5.75 19.04 9.64 33.01
8.47 17.53 11.96 20.47
3.79 18.84 10.71 3120
21,39 21.39 26.84 26.84
v 16.20 [0} 21.14
1.64 12.74 2.03 15.84
5.84 16.42 598 16.83
3,30 17.10 4.86 12.77
6.19 . 62 9.57 10.23
9.58 13.47 8.82 12.24
2 6.06 22,79 16.04
12.00 11.04 13.40 12.33
6.20 16.08 5.51 14.30
7.51 14.49 5.46 1270
8.33 7.11 14.83 16.31
12.19 9.83 15.%3 10.87
879 11.60 9.82 13.69
- 1.62 22.77 1.62 24.31
Fatemouthe. 167 24.76 Leg .31
Concord.... 1,44 14.96 2.53 20.66
" S T B
5.7 3 3 .
Trerton.- 827 16.23 7.3 2381
New Mexico:
59 22,17 5.02 30.99
i 72 13.42 3.94 27.64
4.01 11.02 4.59 12.61
't 3.72 11.87
S R
20.12 3 3
8.15 17.30 7. 17.57
Sracuse.- 1.7 10.40 8,88
North Caralina: 15.50 5.68 22.05
Gharlotte”... ’ 811 1251 7.6l 2s
Rajeigh. 10.63 11.05 .13 16.8
North Dakota: 1 5.84 13.21
Bismark bR e 614 15.28
grlgr?&tfforks‘ 152 13.28 1.52 13.29
io¢ 15.36 5.05 21.83
Gleveland®.. i 12.3 465 12,26
3.9 21.05 4,43 21.83
3.75 17.09 2.85 13.52

Footnotes at end of table.
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TABLE 3.—PER CAPITA ALLOCATIONS UNDER HOUSE AND COMMITTEE BILLS FOR SELECTED CITIES AND THEIR
COUNTY GOVERNMENTS—Continued ’

[Amounts in millions of dollars]

House bill Committee bil
Per capita Per capita Per capita Per capita
amount to amount to amount to amount to
county city county city
State and city governments  governments governments  governments
Oklahoma:
Midwest City 5.67 15.45 710 11.82
City* [O] 14.89 [O] 23.05
Tulsa. - ® 16.95 [0 1.31
Oregon:
gE{:gene. 3.67 26.22 3.48 25,44
0] 18,52 [O] 27.29
[0} 19.68 [0} 28.59
Pennsylvania:
Warrishirrg . . 6.37 17.85 611 2142
Philadelphia* - 21.21 21.21 28.49 28,49
Pittsburgh. - 6.74 15.94 8,33 28.49
Seranton_ . 6.67 15.35 8.08 23.08
Rhode Island:
Cranston. “ 21.30 “ 16.71
Providence* [0 22.67 [O] 28.80
s |1Warwi(‘:k_ [O] 20,67 ® 12.64
outh Carolin
Columbia*_ ___ .. .. 5,33 3113 9.43 21,26
-- - 11.01 32,69 14,52 35.81
Greenville. _ 6.93 34.96 10.88 35.81
7.38 4.64 12.78
.57 8.83 8.82
6.31 16.23 6.17
Chattanooga__ 8.82 16.97 12.48
Knoxville 5.52 20.73 6.22
j 8.22 13.75 11.14
20.60 20.60 17.43
5.72 16.55 3.87
0] 17.13 [0}
4.99 18.62 3.94
6.36 10.04 15.96
4.38 7.89 8.0l
ier_ - .10 . 13.04 .22
. Burlington* R 1 14,06 2%
Virginia:
i 2 20.68 20.68 26.95
Norfolk*2 21.37 21,37 26.95
19.08 19.08 18,65
5.14 11.8
7.95 18.47 10.21
6.75 15.99
5.78 21.87 9.78
O] 20.60 [0}
X .17 12.78
. Wheeling___ 7.00 15.85 11.36
Wisconsin:
Green Ba 8.50 15.16 9.85
Kenosha_ 7.00 14.98 10.43
Madison. 6.48 13.01
Milwaukee 9.55 1.23 14.40
Wyoming:
Cheyenne*_ 5.93 7.48 9.09
Casper. 6.57 5. 46 12.99
Larami 5.89 6.95 9.36

* Largest city In the State,
1 In more than 1 county.

2 City-county.

3 State has no counties.

4 Ne county government.

Note: These percapita amounts are based on thelocal governments’ share shown intable 2and 1970 census population.
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II. REASONS FOR THE BILL

The Finonciol Problems of State and Local Governments

The financial soundness of our State and local governments is
essential to our Federal system. However, the committee’s studies
have led it to the conclusion that the State and local governments
now face financial problems of a most severe nature. Togay, it is the
States, and even more especially the local governments, which bear
the brunt of our more difficult domestic problems. The need for public
services has increased manyfold and their costs are soaring. At the
same time, State and local governments are having considerable diffi-
culty in raising the revenue necessary to meet these costs.

The statistics on State and local expenditures illustrate dramatically
why State and local governments are experiencing such severe financial
problems. Between the fiscal years 1955 and 1970, State and local
general expenditures rose almost three times in current dollar terms—
from $33.7 billion to $131.3 billion. Moreover, some governmental
units have been forced to increase their spending even more rapidly.
In the fiscal year 1965, for example, New York City spent $3.4 billion;
its budget for fiscal year 1972 calls for spending about §9 billion.

This dramatic increase in spending at the State and local level has
come about in response to a number of developments. Population
growth generally, and the increased size of our cities; especially,
have increased manyfold the need for more extensive services. The
inflation which has been experienced in recent years has added greatly
to costs. Since 1966, for example, the prices paid by State and local
governments for goods and services have risen about a third.

This rapid increase in State and local expenditures has also been
accompanied by a substantial growth in State and local revenues.
Between 1955 and 1970, State and local general revenues from all
sources rose from $31.1 billion to $130.8 billion. During this period,
their tax revenues alone more than tripled. From 1946 to 1970, State
and local revenues (excluding Federal grants-in-aid) rose at an annual
average rate of about 9.7 percent—a rate substantially above the in-
creases which occurred in the other major sectors of the economy.

However, increases in State and local tax revenues have recently
become increasingly more difficult to obtain. In large part, this has
occurred because to a substantial degree these tax revenue increases
have had to be obtained by rate increases.

Moreover, while most State and local governments are experiencing
financial difficulties, for many core cities the financial problems are
particularly acute. The flight of middle income and high income people
to the suburbs has left core cities with the severe fiscal burden of pro-
viding services to large numbers of relatively low income people who
are able to pay only a relatively small share of the cost of government
services. However, the financial problems are not confined to the cities.
Small communities, including many in rural areas, are also encounter-
ing financial distress, particularly where their inhabitants are poor
and the tax base is limited.

The Federal Government’s Budget Position

. The committee, of course, recognized that the Federal Government
too has financial problems, as demonstrated by the substantial budget
deficits that the Federal Government has incurred in recent years.
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In the fiscal year 1972, the unified budget deficit amounted to $23
billion; and in the fiscal year 1971, there was an almost identical defi-
cit. The administration has projected a unified budget deficit of $27
billion for the fiscal year 1973. However, there is considerable danger
under current conditions that the deficit will be considerably larger
than this figure. .

The committee believes that steps need to be taken to improve the
Federal budget position, but it questions whether the presence of large
deficits in the Federal budget should in itself preclude Federal aid to
State and local governments in view of the vital need for such aid.
To do so would imply that State and local fiscal assistance has a lower
priority than all other present expenditures, a position the committee
does not accept. It believes that in view of the pressing financial prob-
lems of the State and local governments, the new program of Federal
aid provided by HL.R. 14370 represents one of the nation’s most vital
needs. Asa 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 this State and local fiscal assistance than it would be for
deferring a large number of other vital needs. It should also be noted
that the budgets for the fiscal years 1972 and 1973 already make pro-
vision for a program of Federal aid approximately equal in cost to
that provided by this bill. As a result this bill will not increase these
budget deficits significantly beyond the levels already projected.

The Need for a New Type of Federal Aid to State and Local
Governments

The Federal Government has recognized the increasing need for
financial assistance at State and local levels. In fact, Federal grants-
in-aid have grown rapidly since World War II. In fiscal year 1959,
for example, Federal aid to State and local governments amounted to
$6.7 billion; for the fiscal year 1978, it is estimated at $38.8 billion
(exclusive of the aid provided by this bill). In addition, there are
other indirect sources of aid to State and local governments. For.
example, the fact that State and local taxes may be deducted under
the Federal income tax reduces the net additional burden of State and
local taxes on taxpayers. Preliminary information for 1970 shows that
deductions amounting to slightly over $31 billion were claimed on
taxable Federal income tax returns for State and local taxes. In terms
of Federal tax revenues, it is estimated that this involves a revenue
loss of about $8 billion. A second example of indirect aid to State and
local governments is the exemption of interest on State and local bonds
from the Federal income tax. One of the effects of this is to reduce
the cost of State and local borrowing. Tt is estimated that this exemp-
tion involved a further cost of approximately $2 billion to the Fed-
eral Government in 1970,

Despite the extensive nature of the present aid, the committee has
concluded, after careful study of the complex problems involved, that
there is a need for additional aid, but aid of a different type. The com-
mittee reached this conclusion after holding full public hearings on
proposals for Federal assistance and after considering this problem
in depth in executive sessions on the proposals.

This studv indicated to the committee that the present Federal aid
leaves a significant gap in the financial assistance provided to State
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and local governments. In part this is because the amount of the pres-
ent aid is inadequate, especially where the residents have small incomes
and the cost of essentials for government is high. In part, this is be-
cause the present aid programs generally are of the categorical type
and often do not provide for the most pressing purposes. Instead, they
provide aid for specific and frequently relatively narrowly defined
purposes. Moreover, they often require local matching funds which, in
many instances, Imposes a financial strain on the local governments
and causes a shift of local funds to areas of lesser priority to the local
governments. While State and local governments, under certain Fed-
eral programs, may retain some flexibility in spending such categorical
aid, there are ordinarily severe limitations to this flexibility. The
broad purpose of the committee bill is to provide additional help for
the States and localities in a form which will give them greater
flexibility in the use of the funds than does the present categorical aid
system.

Limitation of the Aid to a Specific Amount for a Specified Time

While recognizing the need of States and localities for further fiscal
assistance, the committee believes that it is essential that the amount
of revenue sharing should be set at a specific figure so that the cost of
the program will be definite and ascertainable beforehand. Moreover,
since the program is new, it is important that it be designed initially to
run for some specified and limited period of time. This will automati-
cally provide the Congress with an opportunity to review the program
when the initial program expires in order to ascertain whether it
should be continued or revised. It may be, for example, that assistance
may be needed for only a temporary period of time: until the States
are able to put their own revenue houses in order and until the locali-
ties can recover from the twin hardships of rising costs because of
inflation and the slow growth of revenue because of the slack in the
economy. It may also develop that a different form of fiscal assist-
ance will be needed when experience has been gained.

‘These considerations led the committee to the conclusion that specific
amounts of aid should be provided both in the case of the States and
the local governments and that it should be provided for a specific
period of time. As a result, the committee set the annual amount of
revenue sharing at a specific figure—starting at the rate of $5.3 billion
in the initial period and increasing by an additional $300 million a
year after the first full year. While this is the same total amount of
regular revenue sharing funds as provided by the House bill, as is indi-
cated below, the committee also provided an additional §1 billion a
yéar in supplemental sharing grants which replace social service
grants (other than those for child welfare and family planning). The
committee bill also differs from the House bill in that the $300 million
of annual increments are distributed one-third to State governments
and two-thirds to the local governments. The House bill proposes to
distribute the entire $300 million increment to the States.

The committee’s bill, like the House bill, starts the 5-year aid pro-
gram on January 1, 1972. In selecting this date for starting the aid
program, the committee gave very considerable consideration to the
revenue effect and other issues involved in permitting the aid to be
granted for a period prior to the adoption of the legislation. How-
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ever, it concluded that a January 1, 1972, starting date was ap-
propriate, particularly in view of the extensive time that the Congress
has taken to consider this program and the fact that many State
and local governments have already taken the aid into consideration
in their budgets. . L
The 5-year period should be sufficient for the states and localities
to become acquainted and adjusted with the program before the
Congressional review occurs.
Five-Year Appropriation of Revenue Sharing Funds to Trust F: u'nd
The Committee bill provides that the revenue sharing funds set aside

(and out of which specific dollar amounts referred to above are to be
paid) are to be 7 percent of Federal individual income tax collections
(314 percent of these collections for the half year periods involved).
These funds are to be set aside in a trust fund for distribution to the
State and local governments. The purpose is to return to these govern-
mental units a portion of the income tax payments made by their resi-
dents to the Federal Government. The procedure followed in this case
provides for appropriations in the identical manner as has been
followed in the past in the case of the Old Age and Survivors’ Insur-
ance Trust Fund, as well as in the case of other Social Security Act
trust funds. Provisions for appropriations for the life of the program
are essential to permit the States and localities to plan their budget
programs in advance. One of the primary difficulties with the cate-
gorical aid programs provided under present law is that they usually
are subject to annual appropriations which often are not available
until the year is far advanced. This has seriously injured the ef-
forts of the localities to plan for the economical and wise use of these
funds. Provision for the appropriation of a percentage of Federal
income tax collections for a five-year period avoids this result.
Distribution of Revenue Sharing Funds

The formulas for distributing the revenue sharing funds to State
and local governments in the committee’s bill differ from those in the
House bill. In this regard the committee believes it has adopted formu-
las which are more efficient. than the House formulas in achieving the
objectives of revenue sharing—that is, they more closely follow the
basic principle of “putting the money where the needs are.” At the
same time, the formulas in the committee’s bill avoid a number of seri-
ous problems raised by the House formulas,

_In contrast with the House bill, the committee’s bill provides con-
sistent treatment in allocating these funds to State and local govern-
ments. It does this by using the same standard formula for the distri-
butions to both State and local governmental units. As noted above,
this standard formula initially distributes the total revenue sharing
funds among State areas (which include the States and their local gov-
ernments) on the basis of population weighted by relative income
levels (so that the lower the income, the greater the amount of the aid)
and further weighted by tax effort. In other words the standard distri-
bution formula 1s population multiplied by a relative income factor
and a tax effort factor. The population and relative income factors
recognize that the need of a governmental unit for Federal aid
increases with the size of its population and with the degree of poverty
of its residents. The tax effort factor, by taking taxes raised relative to

-
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income into consideration, recognizes that greater Federal aid should
be given to those States and local governments that make a relatively
greater effort to finance their own needs—in other words, these govern-
mental units are being encouraged to help themselves.

The House formula, as it applied to the States, distributed funds
only on an incentive basis—that is, on the basis of general tax effort
and on the basis of income tax collections. This ignored the need to
distribute funds going to the States to some extent at least in accord-
ance with the difference in income levels among the States. Under
the committee bill the greater needs of the poorer States are recognized.

Moreover, by taking income tax collections into account under the
House formula, the Federal Government, in effect, would be dictating
to the State governments the nature of their tax structure, a result to
which the committee objected. This feature of the House bill dis-
criminates markedly against States with either no income tax or low
income taxes. This would distort the choices made by States in deter-
mining the appropriate nature of their revenue systems in light of the
particular conditions affecting them. The formula employed in the
committee bill, by dealing only with general tax effort in this respect,
avoids these deficiencies.

In distributing funds to local governments the House formula gave
equal weight to population. urbanization, and relative income levels.
The urbanization factor, and to some extent the relative income factor,
were designed to accord significant relief to core cities faced with
especially serious financial problems. However, this formula also had
the effect of distributing relatively large amounts to well-to-do sub-
urbs, reducing the amounts available for distribution to low income
rural areas as well as to the central core cities. In large measure the
difficulty with the House formula in this regard stems from the em-
phasis 1t places on urbanized areas which include not only the core
cities but also the surronnding suburhs.

The committee bill, by emphasizing both low income levels and tax
effort, channels more funds to the larger cities as well as to the rural
areas with relatively low income levels. New York City, for example,
will receive $33.13 per capita under the committee bill as compared
to $20.12 per capita under the House bill; Detroit will receive $28.09
per capita instead of $17.00; and Gary, Indiana, $22.55 per capita in-
stead of $13.80 (for other illustrations see table 3 in the first part of
this report).

Distribution to the States of the Supplemental Sharing Grants

Under the committee amendments, the $1 billion provided in place
of the present system of social service grants is ;Lllocated among the
States in proportion to their urbanized population.. This is done in
recognition of the fact that, in general, the more heavily urbanized
States have, in recent years, been making relatively substantially
greater use of social service grants. However, a “floor” is provided in
recognition of the fact that these funds are significant to all the States,
including those that have little or no “urbanized” population. As a
result, each State is treated under this formula as though at least 30
percent of its population is urbanized population. The committee de-
termined to allocate funds on the basis of this formula, rather than
on the basis of current use of social services money, because the latter
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would merely be a measure of the promptness with which a State made
current use of these funds and not a measure of the need of the State for
the assistance. In other words, the comimittee was not convinced that
current needs for these programs are proportional to current expendi-
tures for such programs.

The two-thirds of this $1 billion which is distributed to local govern-
ments is distributed to them in the same proportion as those units’
entitlements under the revenue sharing program. As indicated above
this formula emphasizes the central cities and the poor rural areas,
both of which are areas in which social services are needed.

Division of Funds Between State and Local Governments

The committee agreed with the House that local governments (in-
cluding cities, counties, towns, and townships) should receive
two-thirds of the total aid funds as compared with one-third for State
governments. In contrast to the Flouse bill, however, the committee bill
provides a similar two-thirds—one-third division in each State. The
committee reached this conclusion in large part because local govern-
ments generally appear to be in a more precarious financial position
than State governments and therefore have a correspondingly greater
need for assistance. Much of their financial difficulty appears to derive
from two root causes. First, localities, because of their jurisdictional
limitations, often are unable to draw on tax resources of those residing
outside of their boundaries, although these persons often make sub-
stantial use of the governmental services of the localities. Second, the
power of localities to enact tax measures usually is limited by the
powers delegated to them by their State legislatures or by their State
constitutions. Traditionally, the property tax has been the principal
tax source allocated to the local governments. Moreover, when attempts
have been made to allocate other revenue sources to the localities—
such as sales taxes—tax avoidance behavior has resulted, with pur-
chases being shifted to nontax municipalities. The use of payroll taxes
also has sometimes encouraged employers to locate their facilities out-
side the boundaries of a particular locality.

Still another reason to allocate a larger share of the funds to localities
is the fact that generally local governments account for about two-
thirds of aggregate State and local expenditures.

As under the House bill, the committee’s bill increases the initial
$5.8 billion of annual revenue sharing payments by annual increments
of $300 million so that by the fifth year, the aid reaches an annual rate
of about $6.5 billion. This bill, however, provides that these annual
$300 million increments are to be divided among the localities and the
States in the same proportion as the initial $5.3 billion of annual pay-
ments—namely, two-thirds to the local governments and one-third to
the State governments. The House bill allocated the entire amount of
the $300 million increments to the State governments. The committee
made this change because it believes that the same considerations
which apply to the division of the initial $5.3 billion of aid funds to
the States and localities apply with equal force to the increases made in
later years. The committee bill also uses the same one-third—two-
thirds allocation in distributing the supplemental sharing erants
among the States and their localities. °®
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Distributions to Local Governments Generally

_The committee’s bill, like the House bill, distributes the funds tc
virtually all of the 38,700 active counties, townships, and incorporated
municipalities (ie., general purpose local governments). The com-
mittee concluded that the problems of local governments are not
necessarily exclusively associated with the size of the community.
Large cities, small villages, townships, and counties all may have
serious financial problems. The committee recognized, however, that
the financial needs of localities vary and, as is indicated in more detail
below, dealt with this need by making provision for the distribution
of funds in part on the basis of relative income levels of people living
in the different communities, in part by taking into account differ-
ences in their tax effort, and in part on the basis of population.

Unlike the House bill, the committee bill provides a floor and a
ceiling on the per capita amount any local government may receive:
neither a county area nor a local government can receive less than 20
percent of the average per capita amount allocated to local govern-
ments in the entire State, nor may it receive more than 145 percent of
this average.

The bill limits the amount allocable to any county, township, or
municipality so that the allocation to the community cannot account
for more than half of the taxes it raises from its own sources and
also those it receives as intergovernmental transfers from other gov-
ernments. In addition, to deal with situations where the local govern-
ment provides little or no services, the bill contains a de minimis rule
providing that no allocation is to be made to a locality unless the allo-
cation is at least $200. Generally, however, this will deny allocations
only to the very smallest of communities—perhaps those of 12 to 15
people or fewer.

Right of States To Change Local Distribution Formulas

The committee’s bill also gives each State considerable flexibility in
adopting a formula for distributing the total funds allocated to its
local governments. For the first 12 months of the program, the funds
must be distributed to the specific local governments on the basis of
the standard formula described above—namely, population weighted
by tax effort and inverse per capita income.

However, after the first 12 months, any State may, if it wishes, con-
tinue to have the funds distributed to its local governments on the
basis of the standard formula or it may, by law, choose to have the dis-
tribution made on the basis of two alternative factors. These alterna-
tive factors are population weighted by relative income and popula-
tion weighted by tax effort. For this purpose, the State may select one
of these two alternative factors for its formula or it may use any
combination of the two factors. The State may also choose to use an
alternative formula for distribution among county areas, among cities
within a county area, or both. However, because it did not believe this
formula should be subject to frequent change, the committee provided
that the States could vary these formulas only one time.

This right to establish its own formulas will permit each State to
_chanmnel the funds to its local governments in accordance with their
particular needs. As a result, if a State believes that it is desirable
to grant a relatively large portion of the funds on the basis of relative
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poverty it can do this by emphasizing the alternative factor weighting
population by relative income levels. Conversely, relatively more funds
conld be distributed on the basis of population weighted by tax effort if
it is desired to place greater emphasis on taxes raised locally.
Elimination of High-Priority Items

The committee believes that the State and local governments will
be able to make most efficient use of the aid funds if they are given
the authority to determine how these funds are to be used. To a con-
siderable extent, the adoption of the revenue-sharing program stems
from the need to avoid the problems inherent in many categorical pro-
grams which specify how the recipient governmental unit is to spend
the funds. Such categorical aid programs may result in forcing the
recipient governmental unit to spend the funds for the specified
purpose even though the governmental unit may have other more
urgent needs to finance.

The committee’s bill is designed to provide a new program of Fed-
eral aid to the States and local governments which will not be sub-
ject to the same type of limitations as the categorical aid programs
and which will permit these government units flexibility to use the
funds most advantageously in the public interest. In other words, the
broad purpose of this legislation is to fill a gap in the present aid
programs by granting State and local governments complete flexibil-
Ity in the expenditure of the new aid funds so as to supplement the
present categorical aid and to secure a more balanced and efficient
system of Federal aid.

The House bill is inconsistent with this broad objective of general
revenue sharing in that its language requires the local governments
to spend the aid funds only for specified high-priority items—namely,
maintenance and operating expenses for public safety, environmental
protection, and public transportation and capital expenditures for
sewage collection and treatment, refuse disposal systems, and publie
transportation. In the opinion of the committee, forcing local govern-
ments to spend their aid funds for these listed items would inevitably
prevent them from achieving the optimum expenditure pattern from
the standpoint of their needs.

Moreover, the adoption of the high priority items in the House bill
merely results in substantially complicating the mechanics of the
aid program without any real substantive effect on spending by the
local governments. A complicated and elaborate procedure would be re-
quired to determine that the local governments spend the aid funds
only on the high priority items. However, since the local governments
are not required to maintain the level of their own prior expenditures
on the high priority items (i.e. expenditures financed out of their own
Tevenue sources), as a practical matter, they could arrange to use the
aid funds to increase their spending for other than high priority items.
As a result, provision for the high-priority categories, at best, is
illusory.

State Authority to Bequire Locel Governments to Spe id Fund
on Area-Wide Projects pond 4id Funds
The committee deleted the provision in the House bi 1
> i1l which all
a State to require each local government in an area directly a&ec?fgg
by one or more area-wide high priority projects to spend up to
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10 percent of its entitlement for specific area-wide projects. Granting
States the right to direct their local governments to spend a specified
portion of their entitlement on specific area-wide projects would be
contrary to the underlying principle of the legislation which is to
pg&‘r?lt (tihe local governments to determine how they will spend their
aid funds.

Applicability of the Davis-Bacon Act

The House bill required each local government, as a condition for
receiving funds under the bill, to establish to the satisfaction of the
Secretary of the Treasury that all laborers and mechanics employed
by contractors and subcontractors on construction financed in whole
or in part from revenue sharing funds would 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. The committee’s bill deletes this requirement on the ground
that it is no more appropriate to specify the wage rates that are to be
paid with aid funds in such cases than to specify how the local govern-
ments are to spend the funds.

State Governments as Well as Local Governments Must Place Revenue
Sharing Funds in Trust Funds

The committee’s bill requires the States as well as local governments
to deposit their revenue sharing receipts in trust funds. The House
bill required only local governments to establish these trust funds. The
committee has extended this trust fund requirement to States on the
ground that it will facilitate a review and evaluation of the revenue
sharing program by the Congress. This will aid the Congress in deter-
mining whether the revenue sharing program should be continued, re-
vised, or terminated at the end of the 5-year period specified in the
legislation.

Reports and Public Disclosure of the Uses Made of Aid Funds

The committee’s bill provides that State and local governments are
to make annual reports to the Treasury Department indicating how
they plan to spend the revenue sharing funds as well as how they have
actually spent such funds in past periods. The States and local gov-
ernments must also publish these reports in general circulation news-
papers within their geographic areas and make them available to all
communications media within their geographic areas. The purpose is to
provide the residents of these governmental units with information re-
garding the use made of the revenue sharing funds. It is anticipated
that these reports will provide both information on dollar expenditures
by purpose and information on the additional employees and capital
equipment that the funds were used for.

The committee views this public reporting requirement as a substi-
tute for the requirement in the House bill that the funds be spent by
the localities only for certain national high-priority purposes. The
committee believes that it is better that the funds be spent for locally
determined high-priority purposes, since it is at this level where the
specific needs of the community are best known and can best be eval-
uated. It believes the best way of assuring that the funds are spent
in this manner is by requiring a full disclosure to the local citizenry
in advance as to how it is proposed that the revenue sharing funds
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are to be spent. The reports to the Treasury Department and to the
public made after the expenditures occur also give assurance that the
local government officials are accountable for the expenditures actually
made.

Federal Collection of State Income Taxes )

The committee’s bill generally accepts the House provisions for
the Federal Government to offer to collect and administer State indi-
vidual income taxes under a voluntary arrangement with those States
which wish to have the Federal Government perform this tax collec-
tion ahd administration service for them. To meet, this need, the bill
makes provision for Federal administration and collection, or “piggy-
backing,” of State individual income taxes in those cases where States
request this service. For the Federal Government to perform this
collection function, it will be necessary for the States entering into the
agreement to conform their income taxes generally to the Federal
income tax. :

Since it will take time for many States to make the necessary con-
forming changes in their income taxes, the committee’s bill provides
that the piggyback provision will not go into effect before January 1,
1974. Moreover, since the operation of such a piggyback system in-
volves costs to the Federal Government, it would not be desirable to
put the program into effect until a significant number of taxpayers
are covered under electing systems. Accordingly, the committee’s bill
provides that the piggybacking program will go into effect on or after
January 1, 1974, but only at such time as one or more States, account-

ing for at least 5 percent of the taxpayers in the United States, request -

Federal collection of their income taxes.

This effective date procedure for the piggyback provision is the
same as in the House bill except that the latter would have required
five States, accounting for at least 5 percent of the taxpayers in the
United States, to request Federal collection of their income taxes
before putting the piggyback system into effect. The committee de-
leted this requirement that five States request the Federal Government
to collect their income taxes before any Federal collection is to occur,
because it believes that it would be economically feasible for the Fed-
eral Government to start the piggyback system when 5 percent of the
taxpayers in the United States were covered by that system regardless
of the number of States involved. ’

In making this cnllection service available, the committee is im-
pressed by the fact that a significant number of States have, of their
own accord, already adopted income taxes that conform substantially
with the Federal income tax laws. Currently, 28 States with income
taxes (out of 41 with general income taxes) have adopted the Federal
tax base; that is, they use the Federal definition of adjusted gross
income and often the Federal definition of itemized déductions, as
starting points in determining income subject to State tax. In addition,
three other States and the District of Columbia have tax bases which
bear a major resemblance to the Federal base, Of the States which con-
form to the Federal tax base, four actually compute their tax as a per-
cent of the Federal tax : Alaska, Nebraska, Rhode Island, and Vermont.

Federal collection of State income taxes offers a number of sub-
stantial potential advantages. It should, for example, make an im-
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portant contribution to more effective administration of our income
tax laws. The fact that there are widely different income taxes in
the various States which vary in significant degree from the present
Federal income tax law malkes it necessary to have different sets of
administrators, each familiar with, and expert in, the particular tax
laws that they administer. By encouraging standardization of the
State Income tax laws on the basis of the Federal approach, piggy-
backing will reduce the costs of administration.

Studies indicate that Federal tax administration costs are sub-
stantially less than the States’ average costs. In part, this is because
the larger size of the Federal operation and the greater uniformity of
its jurisdiction appear to provide economies of scale. Federal collection
of State income taxes under the piggyback provisions should make it.
possible for the States to share in the benefits of the relatively more
efficient Federal administration. '

The resulting standardization of State income tax laws under
the piggyback provisions also will simplify the job of preparing tax
returns for taxpayers. At present, taxpayers are faced with the confus-
ing task of completing and filing separate tax forms for their Fed-
eral and State income taxes. Often the differences in information
required by the State and Federal income tax system necessitate the
maintenance of different sets of records.

Moreover, a significant increase in State tax revenue should result
from consolidation of the administration of Federal and State income
taxes.

Finally, States entering into agreements to have the Federal Gov-
ernment administer and collect their income taxes should also initially
gain revenue because Federal regulations have substantially shortened
the time within which an employer must deposit income taxes with-
held from employees. Such deposits now must be made within 3
banking days after the end of each quarter of the month in the case
of collections amounting to $2,000 or more. This is substantially faster
than is required by any of the States. The aggregate additional
amount that potentially could be received by all States currently hav-
ing individual income taxes as a result of such a withholding speedup
would be about a billion dollars, assuming forgiveness of no part of
the added fiscal year tax payments.

III. GENERAL EXPLANATION OF REVENUE SHARING
AND SUPPLEMENTAL SHARING PROVISIONS

1. CREATION OF, AND APPROPRIATIONS TO, REVENUE SHARING TRUST FUND
(SEC. 102 OF THE BILL)

To insure that a constant source of funds will be available for
the 5-year duration of the revenue sharing program, a trust fund is
created by the bill, and appropriations are made to this trust fund of
7 percent of individual income tax receipts (314 percent in the case of
half year entitlements) for the period the hill is effective.

The trust fund created on the books of the United States Treasury
for this purpose is to be known as the “Revenue Sharing Trust Fund.”
Money appropriated to the trust fund is to be available without fiscal
year limitation. The Secretary of the Treasury may estimate the
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amount of individual income tax to be received in a fiscal year for
purposes of determining the amount to be transferred to the trust fund.

Although it is expected that, normally, amounts appropriated to
the fund will be disbursed promptly on at least a quarterly basis,
this availability without fiscal year limitation is needed in the case
of holdbacks of funds, and also because the first entitlement period
(i.e., the last half of the fiscal year 1972) has already ended.

Trust fund moneys may be used only for payments to State and
local governments under this subtitle and so may not be used, for
example, to cover the expenses of administering this subtitle. Amounts
in the trust fund that are determined not to be needed for revenue
sharing payments are to be transferred to the general fund of the
Treasury.

The Secretary of the Treasury is to be the trustee of the fund
and is to report to the Congress not later than March 1 of each
year on the operation and status of the fund.during the preceding
fiscal year.

As indicated above, the revenue sharing funds available for pay-
ments to State and local governments will begin at an annual rate of
$5.3 billion and -wiil increase by $300 million each year after the first
12 months. For the last entitlement period covered under the bill (the
first 6 months of fiscal year 1977), the amount appropriated is $3.325
billion, or $6.65 billion on a full-year basis. (These amounts are in
addition to the $1 billion annual supplementary grants, discussed
under sec. 121, below.) These funds are to be appropriated out of any
amounts in the general fund of the Treasury attributable to Federal
individual income tax collections not otherwise appropriated. In gen-
eral, the program is to be operated on a fiscal year basis which is de-
scribed as an entitlement period in the bill.

2. PAYMENTS TO STATE AND LOCAL GOVERNMENTS
(SEC., 103 OF THE BILL)

Each State and local government is to be paid by the Secretary
of the Treasury out of the trust fund an amount of money in each
entitlement period that has been determined to be its proper share
under the allocation procedures, described below. The payments
for each entitlement period are to be made in installments during the
entitlement period but not less often than once each calendar quarter
and not necessarily in equal amounts per quarter. (Payments for
any calendar quarter already ended before enactment of the bill are
to be made as soon as practical after the bill’s enactment.)

‘When necessary, before final data are available, payments may be
made on the basis of estimates. In such cases, and in the case of
adjustments required for any other reason (e.g., to correct an error in
the underlying data or their transcriptions), adjustments may be
made to correct previous deficiencies and excesses, These adjustments,
to the extent they are due to estimates or clerical errors (but not be-
cause data for later years becomes available) may be made in
later payments in the same quarter, in the same entitlement period,
or in a later year if necessary. The committee expects, however, that in
any event they will be made as promptly as practicable.

-
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. ALLOCATION AMONG STATES (SEC. 104 OF THE BILL)

Amounts available for allocation—Of the amounts transferred to
the Trust Fund for regular revenue sharing (see discussion of sec.
102 of the bill, above), the following amounts are to be available for
allocation for each of the entitlement periods: $2.65 billion for Janu-
ary-June 1972, $5.45 billion for the fiscal year 1973, $5.75 billion for
the fiscal year 1974, $6.05 billion for the fiscal year 1975, $6.35 billion
for the fiscal year 1976, and $3.325 billion for J uly-December 1976.
In addition the bill authorizes the expenditure of $1 billion a year
beginning January 1, 1978 for supplementary grants (see discussion
under sec. 121 of the bill).

. State allocation formula.—The House bill provided separate alloca-
tions to State governments and to local governments. For the State
governments, an initial appropriation of $1.8 billion was allocated
among the States 'with one-half of the distribution based on general
tax effort and the other half based on collections under the States’
individual income tax laws. A separate fund of $3.5 billion was made
available in the House bill for local governments, which was to be
distributed among the county, municipal, and township governments
on the basis of a formula involving three factors—resident popula-
tion, urbanized population, and population weighted inversely by
relative per capita income. Each factor was given equal weight in the
distribution, and each initially determined the distribution of one-
third of the $3.5 billion allocated to local governments.

The House based part of the distribution of funds to State govern-
ments on State income tax collections in order to provide an incentive
to State governments to adopt or increase individual income taxes.
The greater a State’s income tax effort, in general, the greater would
be the amount allocated to it on the basis of that factor. The House
also included the general tax effort factor becaunse it believed that this
factor would provide appropriate recognition of the willingness of a
State to use its tax resources as effectively as possible.

The committee believes that there are nadequacies in this pro-
vision of the House bill. Most important, the distribution of the State
governments’ share among States provides no explicit recognition of
the relative needs of the States, as would be shown in comparisons of
relative income. Furthermore, the committee has concluded this bill
should tiake a neutral position which leaves the people of each State
free to adopt the tax structure most suitable to their needs and resources
as they see them—and that the bill should not pressure the States to
adopt or increase income taxes. However, the committee believes that
the States need encouragement to do more for themselves and that an
allocation based on a measure of general tax effort provides both
incentive and equity.

The Finance Committee decided that a more efficient and equitable
allocation of fiscal assistance funds among the States and the local
governments conld be made with a single formula. As a result, the
committee developed a formula that is based upon a multiplication of
population, tax effort and inverse relative per capita incomes. Thus, the
formula in the committee amendment allocates funds among the States
by multiplying for each State its resident population (as determined
in the 1970 decennial census) by the total tax effort of the State and
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local governments within the State, and by multiplying this product
by the relative per capita income of the State. (These terms are more
fully explained below, in the discussion of sec. 105.) The produects
determined in this way for each State then are to be aggregated.
Each State’s proportionate share of the revenue sharing funds for
an entitlement period is to be determined by the ratio of that State’s
product of the three factors to the sum of the products for all the
States.

One-third of the allocation determined in this way for each State
area is to be distributed to that State’s government, and the remain-
ing two-thirds is to be allocated among the State’s local governments.
While the House bill in aggregate divided the funds between the States
and the localities on a one-third—two-thirds basis, in specific States
the division of funds between the State government and localities
varies widely from this ratio since their relative sharing depends
on the application of the two separate distribution formulas.

In selecting the factors used in this formula, the committee gave
explicit recognition to the importance of the size of population upon
government burdens. The tax effort factor is included in order to
distinguish among governments in terms of the overall pressure of
their taxes on their community tax base. As a result, the States with
the heaviest tax burdens, in terms of the income levels of their resi-
dents, receive relatively larger allocations.

‘With the third factor, the committee is providing further bene-
fits to the States with per capita incomes below the national average.
By taking this factor into account in the formula, the committee is
recognizing the difficulty experienced by the poorer States in raising
funds for public services. In such situations the multiplicative char-
acter of the formula enhances the weight of relatively low income and
high tax effort, by contrast with additive formulas, such as those used
in the House bill. . .

Maintenance of effort—The Finance Committee agrees with the
provisions in the House bill that require each State government to
continue to use its own funds to assist all units of local government
(not limited purpose governments and special taxing districts) within
the State to the same extent. that had been done previously. Therefore,
the bill provides that a State may receive the full revenue sharing
amount allocable to it for an entitlement period beginning after June
30, 1978, only if it distributes as much to its local governments in the
aggregate from its own sources, on the average during that entitlement
period and the immediately preceding entitlement period, as it did in
fiscal year 1972 (one-half of this amount in the case of the last entitle-
ment period, July through December 1976). If it fails to do so, the
amount that otherwise would be distributed to the State is to be reduced
dollar for dollar by the reduction in its aid to its localities. Any such
reduction is to be treated as a distribution by the State to its local
governments to avoid penalizing a State more than once for a single
shortfall.

This differs from the House bill in that the House bill compared
the fiscal year 1972 distributions with those of the then current en-
titlement period, instead of with the average of the two entitlement
periods. .

For purposes of determining its maintenance of effort, a State which
has assumed part or all of the responsibility for a category of expendi-



23

tures which was the responsibility of its local governments before July
1, 1972, may reduce the amount 1t must distribute to its local govern-
ments by an amount which equals the increased State spending out of
its own sources for the category of expenditures assumed by the State.

If the Secretary of the Treasury determines that a State has not
maintained its effort and that a reduction in its entitlement should be
made, he must first give reasonable notice and opportunity for hearing
to the State. After doing so, if he continues to believe that a reduction in
the State’s entitlement should be made, he must determine the amount
of the reduction, notify the governor of the State that the enitlement
will be reduced because of the failure of the State to maintain its effort,
and withhold further revenue sharing payments to the State in an
amount equal to the reduction in that State’s maintenance of effort
from subsequent allocations under the bill. This reduction is subject to
judicial review (as provided in section 143 of the bill). Any reduction
1n the entitlement of a State which occurs by reason of this provision
does not increase the entitlements of the other States. Instead, on the
day on which any such reduction becomes final, an amount equal to the
reduction is to be transferred to the general fund of the Treasury from
the Revenue Sharing Trust Fund.

4. ALLOCATIONS TO LOCAL GOVERNMENTS (SEC. 105 OF THE BILL)

In the House bill, $3.5 billion was allocated for local governments.
Each government’s share was to be determined according to three
equally weighted factors—resident population, urbanized population,
and relative per capita income. The formula would be applied to deter-
mine each county area’s proportionate allocation under each of the
factors. The division of the county area allocation between the county
government and the other units of Jocal government would be deter-
mined by the ratio of the adjusted taxes raised by the county gov-
ernment to the adjusted taxes raised by all governments in the county,
including the county government. Where township governments
exist and provide general government services, the division of the
remaining county area allocation among township and municipal
governments also would be made on the basis of relative adjusted
taxes. Allocations to local governments would be determined on the
basis of the resident population and relative per capita income of each
municipality relative to the others in the county. The allocation to the
municipal governments attributable to urbanized population would be
divided proportionately between the two other factors.

State governments were provided with the opportunity to substi-
tute optional formulas for the basic formula used in the House bill for
determining allocations within a State area. A State could elect to
weight population by a tax effort factor, which was defined as the ratio
of adjusted taxes to the income of the municipality’s residents. In ad-
dition, the State government could choose to vary the weights assigned
to the factors by decreasing them as much as 25 percent or increasing
them as much ag 40 percent—so long as the total adds to 100 percent.
The States also could use one formula and weights for determining the
allocations among county areas, and another combination of factors
and weights to determine the allocation within county areas. The
House bill also provided that each State’s optional formulas must be
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uniform throughout the State, must be prospective, and could not go
into effect before July 1,1973.

Under the committee amendment, the amount allocated to a State
under the basic formula in the committee bill is divided two-thirds to
the local governments in that State and one-third to the State govern-
ment (see description of sec. 104 of the bill, above). The two-thirds
available for allocation to the local governments is then allocated
among country areas * on the basis of the same formula used to allo-
cate funds among the States. In this case, however, the population
taken into account is the population of the various county areas and
the tax effort taken into account is the “adjusted taxes” raised by the
county government and all units of local government within the
county area divided by the income of the residents of the county area.

“Adjusted taxes” means all tax revenue minus the amount attributa-
ble to financing education. This adjustment for education taxes is made
principally to place all units of local government on an equal basis
without regard to whether they finance their schools through the regu-
lar budget of the unit of general purpose local government or whether
they provide for schools through independent school districts (which
are not eligible for funds under this bill) ; this adjustment is not made,
however, in determining tax effort at the State level. In addition, be-
cause of the fact that school districts frequently overlap other jurisdic-
tions, crossing city, township, and sometimes county lines, it would be
virtually impossible to attribute the taxes raised by a school district to
the residents of a particular unit of general purpose local government
which would have to be done if school taxes were to be included for all
units of general purpose local government.

The relative income taken into account is the per capita income of
the county area compared to that of the State (i.e., population weighted -
by a fraction the numerator of which is the State per capita income and
the denominator of which is the county area per capita income, so that
if the county area income level is below that of the State average, the
county area income will receive a weight greater than 1).

The funds allocated to a county area are then allocated between
the county government on the one hand, and the aggregate of the other
local governments in that county on the other hand, on the basis of
their relative adjusted taxes.

For example, in a county which has a number of cities which per-
form most of the governmental functions for the residents of those
cities, assume that the county government raises 10 percent of all the
revenue raised by the governmental units in the county and that the
cities, in the aggregate, raise the remaining 90 percent. If a total of
$5 million is to be allocated to the county area on the basis of the
three factors, then the county government is to receive $500,000 (10
percent of the total) as its entitlement. The remainder of the distribu-
tion to the county area, $4.5 million, is to be distributed among the
governments of the cities within the county.

In those States which have active township governments that
actually raise taxes and perform governmental functions, the township

2 As indicated below, for any part of the state where there is no county, th i
of local government below the state level will be treated as a county. In ogl’wtr svélre&;t ‘t’}?xlst
allocation to county areas is intended to cover the entire geographic area of the 'S'tnte
whether or not part of that area is within what is technieally called a county. !
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governments will share in the same manner as the municipal govern-
ments. For example, assume in the illustration above that the county
government raises 10 percent of the total taxes, the governments of the
townships in the county raise (in the aggregate) 50 percent of the
total taxes, and the cities in the county raise (in the aggregate) the
remaining 40 percent. Thus, the county government is to receive $500,-
000 as its entitlement, the township governments (in the aggregate)
are to receive $2.5 million to share among themselves, and the cities
(in the aggregate) are to receive $2 million to share among themselves.

After the funds allocated to a county area have been divided between
a county government and the units of local government within the
county as indicated above, the loeal governments’ share is distributed
among the eligible units of local government on the basis of the same
formula that was used to distribute funds to the States and the county
areas, In this case, however, a local government’s share depends on ifs
population relative to the population of all other eligible units of local
government within the county area, and its tax effort (adjusted taxes
of that locality divided by the income of the local residents) and the
relative income of that local government’s residents compared to that
of other eligible local governments in that county area. More specifi-
cally, a particular local government’s share of the funds to be distrib-
uted to local governments within the county area is determined by mul-
tiplying its population by its tax effort index and by a fraction whose
numerator is the county area per capita income and whose denomina-
tor is the per capita income of the local government’s residents. This
weighted figure for each local gvoernment within the county area is
totaled, and a particular local government’s share depends on the pro-
portion its weighted number is of the total weighted numbers of all the
eligible units of local governments in that county area.

‘Where there are townshinp governments which collect. taxes and
perform governmental functions, the funds allocated to the township
governments (in the aggregate) within a county are to be further
allocated to each township government in that county in the same
manner as that which has been described with regard to further
allocations among city governments.

In addition to the basic allocation formula described above, there
are several additional factors which determine the share a local
government will actually receive. These rules apply to county govern-
ments, city governments, and township governments.

Constraints, mintmum and maxi —The committee was aware
that no formula can equitably distribute funds to all the State and local
governments in this country without producing oceasional extreme re-
sults—the kind of result that reflects the great diversity of local gov-
ernment in this country. In order to insure that such results do not take
place and provide some community with an unusually large allocation,
or on the other hand, allocate almost no funds to another community,
the committee decided that it would place maximum and minimum
limitations on the allocations to county and other local governments.
The maximum and minimum limitations are defined in terms of the per
capita allocation available to the local governments within each State.
Specifically, the minimum limitation is to be 20 percent of the per
capita allocation to all local governments in the State, that is, 20 per-
cent of two-thirds of the allocation to any State area divided by the
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resident population of that State. The maximum limitation for any
county area or local government in the State is 145 percent of the per
capita allocation to all local governments in the State. .

In the event that the allocation to a county area or to a unit of local
government is reduced because it exceeds the 145 percent maximum
Timitation, the amount of the reduction may be allocated among the
other county areas within the State or among the other units of local
government within the same county, respectively, as the government
which had its allocation reduced. .

In the event the county area is initially entitled to an allocation
that is less than 20 percent of the statewide average, its allocation will
be increased to the 20 percent level. In such event, the amount of
money that is given to the county area in order to increase its alloca-
tion to the minimum level may be taken from other county areas within
the State. Similarly, if a unit of local government within a county ini-
tially is entitled to receive an allocation that is less than 20 percent of
the per capita allocation for local governments, its allocation may be
increased by taking funds from the allocations to other units of local
government in the county. (No attempt is made in this discussion to
describe all of the ways in which amounts may be allocated because
of these minimum and maximum rules.)

In the course of making adjustments of the allocations to county
governments and units of local governments under the maximum and
minimum limitations, the Secretary of the Treasury, or his delegate,
is authorized to decide upon the sequence of adjustments among the
local governments within a county area, and among the county areas
when the adjustments are made at that level, but the adjustments are
to be made to county areas before any adjustments are made to units
of local government within the counties. '

50-percent limitation—In addition to the maximum and minimum
constraints upon the per capita allocations to county and local govern-
ments, there 1s another limitation upon the grant that a county or local
government may receive. Under this limitation the county or local gov-
ernment may not receive an allocation that exceeds 50 percent of its
adjusted taxes plus intergovernmental transfers of revenue during the
corresponding preceding fiscal year. (For a half-year entitlement
period, the corresponding period 1s the same six calendar months of the
immediately preceding fiscal year.) This limitation is applied to total
adjusted taxes plus intergovernmental transfers, and does not apply on
a per capita basis. In the event that the allocation to a local government
or to a county government is reduced because of the operation of this
limitation, the excess will be allocated to the next higher level of gov-
ernment. In the case of a municipal or township government, the excess
would go to the government of its county. In the case of a county gov-
ernment, the excess would be redistributed to its State government.

_$200 de minimis—The committee retains the provision in the House
bill which placed a $200 minimum on the allocation to any unit of local
government. In the case of the January-June 1972 and July-December
1976 short entitlement periods, the de ménimis amount is $100.
It is the committee’s understanding that this limitation would affect a
very small number of governments, and it is probable that govern-
ments with approximately 12 or more citizens would not be affected by
this cutoff. Where this de minimis rule applies the amount of the
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allocation shall be added to the allocation of the county government
of the county in which the unit of local government is located.

Waiver of entitlement—The committee also retains the provision of
the House bill that if any government waives its right to funds under
the bill for an entitlement period, then (as in the case of the de minimis
rule, above) the waived entitlement is to become part of the entitlement
of the government of the county in which the local government waiving
its entitlement is located.

Formula changes by the States—The committee recognizes that the
governments in some States may believe that the formula in the com-
mittee bill does not allocate funds among its county areas and the
municipalities within its counties in a manner that 1s most effective
to accomplish the basic purposes of revenue sharing. In order to per-
mit State governments to employ their more intimate knowledge of
the needs and requirements of the State for efficient and equitable
revenue sharing, the committee has provided that the State gov-
ernment may employ alternative formulas for the distribution of
the allocations among the county areas and among the muni-
cipalities within the county. (The House bill also provided State gov-
ernments with the opportunity to employ an alternative formula to
determine the allocations within a State.) The committee believes that
the optional formulas should be based fundamentally upon the factors
that it has employed in its formula for determining the allocations.
The committee, however, has provided that the factors in the formula
may be combined in a different fashion than in the basic formula
provided in the bill. A State may use as its optional factors population
multiplied by the general tax effort factor and population multiplied
by the relative per capita income factor. In adopting its formula, the
State may weight these two factors equally or it may vary the weights
for each of these factors between zero and 100 percent. Where both
factors are employed in the optional formula, they will be used addi-
tively and each will affect a different sum of money; that is, if the
two factors are weighted equally, one-half of the amount available for
allocation will be distributed on the basis of population multiplied by
the general tax effort factor and the other half will be allocated on
the basis of population multiplied by the relative per capita income fac-
tor. The State government may provide one optional formula for the
allocation to the county areas and a different formula for the alloca-
tion among the local governments within a county area. For example,

.the distribution among county areas may be based upon a 75 percent
weight applied to the general tax effort factor and 25 percent weight
applied to the relative per capita income factor. For the allocation
within the counties, the State law may provide that both factors will
be weighted equally. Any such change must be applied uniformly
throughout the State, i.e., to all county areas, or all units below the
county areas, or both.

A State may adopt an optional formula for distribution within the
State area as early as for the period January-June 1973. There is
a requirement, however, that the State provide the Secretary of the
Treasury with at least 30 days’ notice of its change in formula. With
respect to the period beginning on January 1, 1973, a State will have
to notify the Secretary of its adoption of an optional formula no later
than December 2, 1972. In order to strike a balance between the interest
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of a State in matching the formula to its needs and the interests of local
governments in planning their budgets, the bill provides that each
State may change the bill’s basic formulas only once.

Governmental definitions and related Tules—A unit of local gov-
ernment, to be taken into acecount under this subtitle, is a general gov-
ernment, of a political subdivision of a State. A unit must have a
government (i.e., it must exist as an organized entity, have govern-
mental characteristics and have substantial autonomy)—it is not
enough that it have a political boundary.* So, for example, election
districts and magisterial districts (even though they may be used for
representation purposes or other electoral purposes) will not be con-
sidered units of local government. Nor, for that matter, will a con-
gressional district or State legislative district be considered such a
unit. :

Not only must the unit have a government, but also the government
must be a general government. In particular, it must not be a special-
purpose unit. This definition excludes school districts, special utility
districts, library districts, and agencies of local governments, even
though these agencies might be relatively autonomous. On the other
hand, the definition includes a general government even though it
might not perform all of the functions that might be regarded as
“municipal” functions or might contract to have some of those func-
tions performed by other entities. In general, the principles used by
the Bureau of the Census for general statistical purposes are to be
followed to resolve questions that may arise with regard to particular
units.

Title I of the United States Code defines “county” to include
“parish” (as in Louisiana) and other similar units below the State.
In some States, some geographic parts of the State do not fall within
any counties of the State. Where this occurs, those parts of the State
generally are independent cities. Any such independent city (for
example, Baltimore City in Maryland and Richmond and Alexandria
in Virginia) is to be treated as a county government for purposes of
this bill. In Alaska, which has no units called counties, the census
districts established by the Bureau of the Census may be treated as
county areas. In New York State, New York City is the local govern-
ment for five counties. For that area, New York City is to be treated
as a county, and the government of New York City is to be treated as
a2 county government. A number of States have counties which have
merged with cities that formerly occupied a portion of the areas
within those counties. In such cases, the combined county-city is to
be treated as a county under this bill, and the government of the
combined entity is to be treated as the county government. ’

Many States have a level of government between the county and
the incorporated municipality. Such units generally are described in
the bill as “townships”. In the New England States, New York, and
‘Wisconsin, the corresponding unit of government is generally referred
to as a “town”. The existence of a township is determined on the basis
of the same principles as are used by the Bureau of the Census for
general statistical purposes. '

+8ee, for greater detail, Bureau of the.Census, Classification M
Finnnces, Felirnary 1971 pp. oo, , aggification Manual, Governmental
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. Inmany places, cities cross county lines. One example of this occurs
in the case of the city of Atlanta, Georgia, which is partly in De Kalb
County and partly in Fulton County. In such a case, each part of the
city or other unit of local government is treated as a separate unit of
local government and is to participate, under the formulas of the bill,
in the allocation of funds to units of local government within the
county of which it is a part. If information as to the per capita income
or the per capita adjusted taxes is not available for each separate
county portion of such a divided city, then the Treasury Department
1s to treat the population in the two parts as if they had the same per
capita income and taxes.

However, in applying the $200 viability test and the 50-percent limit
used in determining a city’s eligibility to receive its full entitlement
under the bill, any city located in two or more counties is to be treated
as a single unit of government. Consequently, if each part of such a
city would be entitled to receive $195 in a given entit}ement period,
then that city would be treated as entitled to $390 for the period even
though each part of the city, when considered separately, would
appear not to satisfy the $200 viability requirement. (A possible exam-
ple, based on the Census Bureau’s Advance Report Final Population
Counts for Georgia (PC (V 1)-12, December 1970) is the town of
Braswell, whose 30 people are divided between Paulding County (22)
and Polk County (8).)

It is recognized that census data collected by governmental units
might be outdated or unusable merely because of structural changes,
even though neither the residences nor the other characteristics of
the individuals involved have changed. Annexations, new incorpora-
tions, relinquishment of charters, and mergers of government units,
take place every year. It is understood that reasonable efforts will be
made to determine the population and per capita income of new or
expanded units using the 1970 census data (rather than conducting
a new partial census). It is expected that this will be done whenever
the annexation or other change involves a change in municipal or
county population of more than 5 percent, if that change involves
at least 250 people. It is expected that the localities involved will
have the obligation to inform the Treasury Department and the Census
Bureau whenever such an event occurs; each State, too, is expected to
be required to report to the Treasury Department and the Census Bu-
reau information on a regular basis concerning new incorporations and
annexations.

The bill also authorizes the Treasury Department, in any other cir-
cumstances, to issue regulations under which this provision will apply
so as to carry out the purposes of this subtitle. Such regulations, for
example, would be expected to deal with the situation that is understood
to exist in some places in Alaska where, for a part of the area of the
State, there is no county or similar unit of local government. Also, this
provision would permit classifications or definitions somewhat differ-
ent from those which the Clensus Bureau has formulated primarily for
other purposes when a modification would more nearly meet the objec-
tives of the bill.
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5. DEFINITIONS AND SPECIAL RULES FOR APPLICATION OF ALLOCATION
FORMULAS (SEC. 106 OF THE BILL)

The bill provides definitions and special rules for purposes of appli-
cation of the allocation formulas provided in this subtitle.

Population—For purposes of this bill, population is to be deter-
mined on the same basis as resident population is determined by the
Bureau of the Census for general statistical purposes. This refers to
the population residing in the State or in the unit of local government
on the census date. Population for these purposes does not include
Americans living overseas who, for the purposes of apportioning rep-
resentatives among the several States, were distributed according to
their “home” States. .

Income~—“Income”, which is relevant for the allocation formulas,
means total money income derived from all sources, as determined by
the Bureau of the Census for general statistical purposes.

Dates used for data—In general, the data to be used for allocations
and entitlements under this subtitle are to be those available on April1
immediately preceding the beginning of the entitlement period for
which the data are to be used. The data are to be the most recently
available data provided by the Bureau of the Census. However, the
Treasury Department is given authority to vary these general rules
in order to achieve more equitable allocations, to attain greater uni-
formity, and to reflect the most recent developments. It is important
to note that the data for any unit of local government used with regard
to any allocations must be comparable to the data used for the other
units of local government sharing in that allocation. For example, a
special census of population for a municipality may not be used in
allocating funds among municipalities within a county area unless
there are corresponding updated population data for all the other
municipalities located in that county area. If, as the committee under-
stands and expects, information gathered as a result of Internal Reve-
nue Service efforts to determine residences of taxpayers and their
dependents (sec. 124 of this bill, described below) enables the Bureau
of the Census to make accurate estimates of population and per capita
income for all the units in a county area, then such updated estimates
1rglnay be used even though they are later than the last official census

gures.

The operation of these provisions may be illustrated by the following
example, relating to the data to be used for allocating funds between
the county government on the one hand,-and the units of local govern-
ment located within that county on the other hand. That allocation
is to be made on the basis of the adjusted taxes of those governments.
The most recent information now available on that point relates to
fiscal year 1967, having been gathered in the regular 5-year Census of
Governments for 1967. That information is to be used as the basis for
the allocations for the January-June 1972 entitlement period. The
committee has been informed that the Census Bureau is prepared to
conduct a special survey of all the units of local government. to gather
data érom which their adjusted taxes for fiscal year 1971 may be deter-
mined.

This information is expected to become available by the end of
October, 1972, It is intended that this information be used in the
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allocation of funds between county governments and local govern-
ments (and as one of the elements in the allocation of funds among Jo-
cal governments) for the fiscal year 1978 entitlement preiod. If this in-
formation is not available early enough, then it may be that the first
quarterly installment of the fiscal year 1973 entitlement period may
have to be paid in accordance with estimates based on the 1967 data. In
such a case, the subsequent installments are to be so adjusted that the
total amounts paid for the fiscal year 1978 entitlement period are based
upon the fiscal year 1971 data.

The committee has further been informed that data relating to
fiscal year 1972, derived from the regular 1972 Census of Governments,
can be made available early in 1973, That information is to be used
for determining allocations for the fiscal year 1974 entitlement period.
Annual limited censuses are to provide this data for later years.

The type of data used for the various sections of this subtitle, the
data currently available, and the source and expected time at which
later data is expected to be available is shown in Table 4 below.

TABLE 4—H.R. 14370, DATA USED AND SOURCE OF DATA

Type of data Bill section and use of data Basic source of data

1. Resident population, maney income.  Sec. 104¢a) and sec. 105¢a) and (b)
allocation among States, county
areas, and local governments,

Sec. 105 allocation to local govern-

Bureau of the Census Decennial Census

I

Determination of eligible local govern-

ments, ments.
Adjusted taxes (all taxes minus those Sec. 104(a) and sec. 105(a) and (b)
for education), intergovernmental division among county Eovern-
transfers. ment, all cities, and all townships
and allocation among county areas

local governments,

Bureau of the Census, Decennial Census
and Census of Governments.

Bureau of the
Governments
every 5 years).

w»

Census of
coverage

Census,
{complete

and among

sec. 105¢(b)(4)(C) limitation.

. State and local government tax collec- Sec. 104¢a)(1) allocation among
tions, by State, fiscal year basis. State areas.

. Personal income, by State____.______ Sec, 104(a)(1) allocation among
State areas.

LIS

Bureau of the Census, Governmental
Finances, annual.

Department of Commerce, Survey of
Current Business.

Type of data Data currently available

Date and source of later data

Resident population, money income___ 1970 population and urbanized popu-
lation and money income
(for places over 2,500; under
2,500 not published but available
from the 1970 census).

~

Determination  of local

governments.

eligible 1967 Census of Governments and
1971

970 decennial census,

“

Adjusted taxes (all taxes minus those Fiscal year 1967 taxes and taxes for
for education), intergovernmental education. Fiscal year 1967 inter-
transfers. governmental transfers on Census

s

. State and local government tax collec-
tions, by State, fiscal year basis.

2

. Personal income, by State________...

Anticipated Census estimates of popu-
lation and income based on income
tax return data for Jocal units and
welfare recipients; data provided by
HEW if feasible and at reasonable
cost. Estimates if feasible, probably
every 2 or 3 years.

Bureau of the Census, annual investiga-
tions, and local reports of incorpora-
tions, annexations, etc.

Limited census of all focal governments
for fiscal year 1971 taxes and educa-
tion taxes and intergovernmental
transfers in process. Results expected
i October 1972. To be done

annually.

In September of each year the data
for the prior fiscal year are to be
available.

Data are  generally

available with
about a 3-month lag. .

General tas effort of o State—The general tax effort factor of a

State is relevant for purposes of the allocation formula dividing the
amounts available under the bill between the States. This basic allo-
cation formula is population times general tax effort times relative
income (the ratie of U.S. per capita income to the per capita income
of that State). The general tax effort of a State for an entitlement

82-043 O - 72 - pt.1 - 3
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period is determined by dividing the net amount collected from the
State and local taxes in that State by its aggregate personal income,
using the most recent data available. .

State and local tawes—“State and local taxes” is relevant in deter-
mining the general tax effort of a State for purposes of the basic al-
location formula provided under the bill (population times general
tax effort times relative income). The State and local taxes taken into
account for this purpose are defined in the bill as the compulsory con-
tributions exacted by the State or any of its political subdivisions for
public purposes as such contributions are determined for general statis-
tical purposes by the Bureau of the Census. For this purpose, taxes do
not include employee and employer assessments and contributions to
finance retirement and social insurance systems, which are cldssified
by the Bureau of the Census as insurance trust revenue, and special
assessments for capital outlay which are classified as miscellaneous
general revenue. .

Generally, taxes include property taxes conditioned on ownership
of property and measured by its value; sales and gross receipts taxes
including taxes (and licenses levied at more than nominal rates)
based upon the volume or value of transfer of goods or services, upon
gross receipts therefrom, or upon gross income, and related taxes
based upon use, storage, production, importation or consumption of
goods; license taxes exacted either for revenue raising or for regula-
tion, for business or nonbusiness privilege, at a flat rate or measured
by such bases as capital stock or surplus, the number of business units,
or capacity ; income taxes; individual and corporation net income and
payroll and earnings taxes imposed by city governments; death and
gift taxes imposed on the transfer of property at death, in contempla-
tion of death, or as a gift; documentary and stock transfer taxes; poll
taxes; severance taxes; and miscellaneous taxes. Taxes include com-
pulsory contributions exacted by local governments on consumers
of utility commodities and services, but do not include charges and
fees for utility commodities and services. The Census Bureau generally
determines the classification of a levy as a charge or fee, or tax, on a
case-by-case basis.

The State and local taxes taken into account are those for the most

recent fiscal year available from the Bureau of the Census before the
close of the entitlement period. The State and local tax data are
those regularly published by the Bureau of the Census in Govern-
mental Finances.
. Personalvinc_m_ne.—For purposes of the bill, personal income is the
income of individuals determined by the Department of Commerce
for national income accounts purposes. Generally, personal income is
the current income received by persons from all sources, inclusive of
transfers from government and business, but exclusive of transfers
among persons. Personal income is measured on a beforetax basis,
and is the sum of wage and salary disbursements, other labor income,
proprietors’ income, rental income of persons, dividends, personal
interest income, and transfer payments, less personal contributions
for social insurance.

General taw effort factor of a local government.—Under the bill, the
general tax effort factor of a county area or local government for an
entitlement period must be determined for purposes of the basic alloca-
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tion formula and for the optional formula based on population
weighted by general tax effort. The general tax effort factor s deter-
mined by dividing the adjusted taxes of the government (plus, in the
case pf the county area, the adjusted taxes of all the local governments
within the county) by the aggregate income attributable to that gov-
ernment for the most recent reporting year. For example, in determin-
ing the entitlements for the fiscal year 1978, it is expected that fiscal
year 1971 data probably will be used.

Adjusted taves—“Adjusted taxes” are required for determining
the division of funds betieen a county government and all the other
units of general government in a county under the basic formula in
the bill and under one of the factors that may be used in the optional
formula. It is also relevant in the case of the basic formula in the bill
which uses population times general tax effort times relative income
and the optional formula which uses population weighted by general
tax effort. The taxes of a local government are defined in the bill in
the same manner as the local taxes taken into account for purposes
of determining the general tax effort of a State (described above).
However, two adjustinents apply for purposes of determining the
adjusted taxes of a local government which are not necessary for
putposes of determining the amount of State and local taxes in
calculating the general tax effort of a State. In general, the taxes
of a government are those which are exacted by that government.
However, the bill provides that in calculating adjusted taxes there is
to be excluded that portion of the taxes properly allocable to expenses
for education. Also, where a county government exacts sales taxes
within a municipality and transfers part or all of those taxes to the
municipality without specifying the purposes for which the municipal-
ity may spend the revenues and the governor of the State in which
the county is located notifies the Secretary of the Treasury that this
is the case, the taxes so transferred are to be treated as the taxes of
the municipality and not as the taxes of the county government. Apart
from this specific county-municipal rule, intergovernmental transfers
are not taxes of the unit of government receiving the transfer.

Intergovernmental transfers—The concept of intergovernmental
transfers is used in connection with the 50-percent limit (provided in
sec. 105(b) (4) (C)). An intergovernmental transfer is an amount re-
ceived from another government as a share in financing or as reim-
bursement for the performance of governmental functions. However,
it does not include a payment for what may normally be regarded as
the furnishing of a utility or a payment for a service or for articles
which are normally sold by persons in nongovernmental capacitiés.
For example, if the State purchases liquor from a county package store
the payment by the State for the liquor would not constitute an inter-
governmental transfer. Only those items characterized as intergovern-
mental transfers by the Bureau of the Census for general statistical
purposes are to be so treated for purposes of this subtitle.

Relative income factor.—The relative income factor is applicable
under the bill to the basic formula (population times general tax effort
times relative income) and the optional formula based on population
inversely weighted for per capita income. This factor is a fraction
which in the case of a State is the per capita income of the United
States over per capita income of that State, in the case of a county
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area is the per capita income of the State over the per capita income of
the county area, and in the case of a local government is the per capita
income of the county area over the per capita income of the local
government. .

Definitions omitted by committee.—The committee amendment re-
moves from the House bill the definitions of “State individual income
taxes,” and “Federal individual income tax liabilities attributable to a
State,” since those terms are not used in the committee amendment.

6. SUBMISSION OF REPORTS TO SECRETARY AND THEIR PUBLICATION
(SEC. 107 OF THE BILL)

The bill provides that each State and local government is to submit
an annual report for each entitlement period to the Treasury Depart-
ment. Each report is to set forth the purposes for which the amounts
received during an entitlement period have been spent or obligated
and the amount spent or obligated for each purpose. The Treasury
Department may prescribe the form and detail of these reports and
the times at which they are to be submitted. It is intended that these
reports will set forth the amounts and sources of non-revenue-sharing
funds used for matching Federal grants and the amounts of Federal
grants thus obtained. In part the purpose of these reports is to indi-
cate to Congress whether the discretion left with the States and locali-
ties as to the purpose for which the revenue sharing funds are to be
spent has led to misuse of the funds. The committee is also con-
cerned that the funds not be used directly or indirectly as State
or local matching funds for Federal matching programs. The re-
ports are also intended to serve as a way of being sure that the revenue
sharing funds are not used for this purpose.

Each State and local government that expects to receive funds for
any entitlement period beginning after June 30, 1972, also is to
submit plans to the Treasury Department, setting forth the amounts
and purposes for which that government plans to spend the funds
which it expects to receive during the next entitlement period. The
Treasury Department may prescribe the form and detail of these re-
ports and these reports must be submitted before the beginning of the
entitlement period. However, in the case of the entitlement period be-
ginning July 1, 1972, the report is to be submitted at any time pre-
scribed by the Treasury Department which is before J anuary 1, 1973.

The bill further provides that each State and local government is to
publish a copy of the reports described in the preceding paragraphs
n a newspaper which is published within the State and has general
circulation within the geographic area of that government. The gov-
ernment must also advise the news media of the publication of its
reports in th_e newspaper.

This provision, which was not in the House bill, has been added by
the committee in order to facilitate the public serutiny—by the citi-
zenry as well as by the Congress and the Treasury Department—of
the uses to which revenue sharing funds are to be put and the extent
to which the planned uses are carried out.

% Under the bill, revenue sharing funds are not to be used to mateh Federal grants.
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7. NONDISCRIMINATION PROVISION (SEC. 108 OF THE BILL)

. The House bill provides that no person is to be excluded from par-
ticipation in, be denied the benefits of, or be subjected to discrimination
on the basis of race, color, sex, or national origin. However, the non-
discrimination provisions of the House bill appTy only to local govern-
ments. The committee agrees with the objectives of tKe House bill but
has extended these provisions to include State governments as well
as local governments (as was provided for in the administration’s
proposals).

When the Secretary determines that a State or local government
has failed to comply with this section, he is to notify the governor of
the State (or the governor of the State in which the local government
is located) that the State or local government is in violation of this
section and request the governor to secure compliance. If the governor
is unable or refuses to secure compliance, the Secretary may (1) refer
the matter tothe Attorney General with a recommendation that appro-
priate action be instituted, (2) exercise the powers and functions
provided by Title VI of the Civil Rights Act of 1964 (42 U.S.C.
§2000d), or (3) take such other action as may be provided by law.

When a violation is referred to the Attorney General, or whenever
he has reason to believe that a State or local government is engaged
in a pattern or practice in violation of provisions of this section, he
may bring a civil action in any appropriate United States district
co;;rfi: for such relief as may be appropriate, including injunctive
relief.

8. PROHIBITION ON USE AS MATCHING FUNDS (SEC. 109 OF THE BILL)

The House bill provides that revenue sharing payments received
by local governments under the bill are not to be used to match Fed-
eral funds for other programs where those funds are required, under
a formula provided by Federal law, to be matched by non-Federal
funds. The committee agrees with the objectives of the House bill but
has extended these provisions to apply to revenue sharing payments
to State governments, and also to cases where the formula provided
by Federal law allows matching from either Federal or non-Federal
funds.

The committee’s amendment provides that States and local govern-
ments are not to use revenue sharing payments, either directly or in-
directly, to obtain Federal matching grant funds. (However, this
provision of the bill is not to prevent the use of revenue sharing funds
to supplement other Federal grant funds. For example, if a project
costs more than the amount available from non-Federal funds plus
matched Federal funds, the State or local government could use funds
coming to it under this title to defray the excess cost, if the funds
under this title are not being used to match other Federal funds.)

If the Secretary of the Treasury has reason to believe that a State
or local government has used revenue sharing funds to match Federal
funds, he is to give that government reasonable notice and opportunity
for hearing. If he then determines that the funds have been used for
such matching, he is to notify the State or local government of this
determination and request repayment to the United States of an
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amount equal to the funds so used. If the State or local government
fails to repay, the Treasury Department is to withhold from subse-
quent revenue sharing payments to that government an amount equal
to the funds used for such matching. . o

In determining whether the governmental unjt has indirectly used
revenue sharing funds to match Federal funds, it is expected that the
Treasury will generally hold that revenue sharing funds are used for
matching purposes unless it can be shown that the matching funds
came from other sources. Other sources from which the funds for
matching purposes could come would include proceeds from one or
more bond issues that exceeded bond issue proceeds in the fiscal year
1972. Similarly, revenue sharing funds would not be considered as
used for matching funds if the governmental unit could show that the
funds used for matching were made available by discontinuing a fiscal
year 1972 expenditure program, but only if its revenue sharing funds
were not being used for an essentially similar program in order to
avoid the intent of the anti-matching rule.

Another possible source of funds used for matching purposes other
than revenue sharing funds is, of course, additional revenues over and
above those raised by the governmental unit for the fiscal year 1972.
The bill provides that a State or local government is not to be held to
have used funds received under the bill for Federal matching purposes
to the extent that its net revenues from its own sources for the entitle-
ment period exceed its net revenues from its own sources for the fiscal
year 1972 (or one-half of its net fiscal year 1972 revenues in the case
of any entitlement period of six months).

If the State or local government’s revenues have increased by a lesser
amount than its increased use of funds to match Federal grants, then
only the excess of the matching funds over that government’s increase
in revenues is to be treated as improperly used revenue sharing pay-
ments and only that excess need be repaid. (Of course, that government
will not be required to repay more than the amount of its revenue
sharing payments even if the “excess” referred to in the last sentence
is greater than the revenue sharing payments.)

While funds received by a local government from a State govern-
ment generally can be used for matching Federal grants, it must be
clear that the funds derived from the State are not in themselves reve-
nue sharing funds. In such a case, the local government would be re- .
quired to show that the funds it received from the State had not been
originally received by the State as revenue sharing funds under this
-bill. In other words, the prohibition on the use of revenue sharing
funds for Federal matching is a prohibition on such use directly or
indirectly.

As described below, judicial review is provided in case of any dis-
pute between the Secretary of the Treasury and the State or local gov-
ernment as to whether these provisions have been violated for and as to
the amount of any required repayment or withholding from future
revenue sharing payments.

Any amount repaid under these provisions is to be deposited in the
general fund of the Treasury ; the amount of any reductions in future
revenue sharing payments to a State or local government under these
provisions (after judicial review or the expiration of time to petition
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for such revigw) is to be transferred from the trust fund to the general
fund of the Treasury on the day the reduction becomes final.

9. MISCELLANEOUS PROVISIONS (SEC. 110 OF THE BILL)

This section of the bill corresponds to the provision in the House bill
which provides the mechanism whereby the Treasury Department can
be assured that funds are spent in accordance with the requirements of
this subtitle. It also provides for reviews by the Comptroller General
so that the Congress will be able properly to evaluate the effect of this
subtitle. The committee agrees with the objectives of the House bill
but has extended these provisions to cover States as well as local gov-
ernments.

In order to qualify for payments under this subtitle a State or local
government must, for each entitlement period beginning on or after
July 1, 1973, establish in advance a nunber of matters to the satis-
faction of the Secretary of the Treasury.

Trust fund.—The State or local government must create a trust
fund in which it will deposit all the payments it receives under this
subtitle. The State or local government's trust fund is intended to
facilitate proper auditing of the Federal moneys received and to pro-
vide a mechanism for Congressional review and evaluation of the
program provided by this subtitle during the five-year period of the
bill. The State or local government must establish that it will use the
amounts that are in its trust fund (including any interest earned on
these amounts) within whatever reasonable time periods are specified
in Treasury regulations. Where a government seeks to accumulate its
revenue sharing funds for one or more capital projects, those regula-
tions are to permit a reasonable time for obligation of the funds, gen-
erally within 18 months after their receipt by the State or local govern-
ment. It is expected that those regulations will require the State or
local government to periodically update the information it submits
as to its intended uses for the funds. . )

Regular budgetary procedures—Under the committee bill, « State
or local government must provide for the expenditure of revenue
sharing amounts only in accordance with the laws and procedures
applicable to the expenditure of its own revenues. In other words, it
must follow the same budgetary laws and procedures or ordinances
with respect to making revenue sharing funds available for expendi-
tures as it does in providing for the expenditure of its own revenues.
This is intended to assure that the expenditures of the revenue sharing
funds are provided for not only by the executive but also by the legis-
lative branch of the governmental unit as well. ] '

Audit procedures—The State or local government also is required
under these provisions to use such fiscal, accounting, and audit proce-
dures as conform to guidelines established for this purpose by the
Secretary of the Treasury (after consultation with the Comptroller
General). The State or local government must provide reasonable
access to books, papers, etc.. as may be required for reviewing com-
pliance and must make those materials available, on reasonable notice,
both to the Secretary of the Treasury and to the Comptroller General.
The State or local government also is required to make such annual
and interim reports to the Secretary of the Treasury as he may reason-
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ably require (other than those Feports setting forth the amotints and
purposes for which the funds have been spent and which are required
under section 107 of the bill). . )

Prevailing wage rates—The local government (but not the State -
government) must also agree that persons employed in jobs financed
in whole or in part out of its trust fund are to be paid wages not lower
than the prevailing rates of pay for persons employed in similar jobs
by that local government. - o

Rules for 1973 —For the fiscal vear 1973 entitlement period, in lieu
of the above requirements, a State or local government would merely
be required to establish to the satisfaction of the Treasury Department
that it will comply as soon as possible with the requirements discussed
in the preceding paragraphs. o :

House Davis-Bacon requirements—In addition to the above, the
House bill would have required the local government to provide that
all laborers and mechanics employed by contractors or subeontractors
in the performance of worl on construction, financed in whole or in
part out of the local government’s trust fund, would be paid wages at
rates not less than those prevailing on similar construction in the local-
ity as determined by the Secretary of Labor in accordance with the
Davis-Bacon Act. The committee concluded that this was inconsistent
with the general “no strings” approach of the bill and removed this

“provision. .

Procedural and administrative requirements—When a local govern-
ment provides its proposed assurances to the Secretary of the Treasury,
the Governor of the State in which that local government is located is to
have a reasonable opportunity for review and comment before the Sec-
retary accepts those assurances and pays out funds from the Trust
Fund on the basis of those assurances.

If the Secretary determines that a State or local government has .
failed to comply substantially with any of the requirements discussed
in the preceding paragraphs or any regulations prescribed thereunder,
after giving reasonable notice and opportunity for a hearing to the
governor of the State or the chief executive officer of the local govern-
ment, he is to notify the State or local government that if it fails to
take corrective action within 60 days from the date of receipt of the
notification further payments to such State or local government are to
be withheld for the remainder of the entitlement period and for any
subsequent entitlement period until the Secretary is satisfied that ap-
propriate corrective action has been taken and that there will no longer
be any failure to comply. Until he is satisfied, the Secretary is to make
no further payments.

The Secretary is to provide for accounting and auditing procedures,
evaluations, and reviews as may be necessary to insure that the expend-
itures of funds by the State or local governments comply fully with
the requirements of this subtitle. The Secretary is to have authority to
accept an audit by a State of the expenditures of a State government
or a unit of local government under this subtitle if he determines that
such audjt and the audit procedures of that State are sufficiently reli-
able to enable him to carry out his duties under this subtitle.

. The Treasury Department has indicated to the committee an inten-
tion to rely on State audits to a significant extent. The committee in- -
tends to encourage such reliance upon the actions of State officials, to-
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the extent consistent with the purposes of this bill. However, if the
Treasury Department wishes, it may also make use of private audits.

The Comptroller General is to make such reviews of the work as
done by the Treasury, the States, and the units of local government.
as may be necessary for the Congress to evaluate compliance and op-
erations under this subtitle.

10. AUTHORIZATION OF APPROPRIATIONS FOR SUPPLEMENTARY SHARING
GRANTS (SEC. 121 OF THIL BILL)

. The bill also authorizes appropriations, at a rate of $1 billion a year,
in place of funds now distributed for various social service programs.
These supplementary sharing grants are to begin on January 1, 1973,
and to continue for the remainder of the regular revenue sharing pro-
gram described in the preceding sections of this part of the committee
report. The authorization is for $500 million for the period January-
June 1973, $1 billion for each of the fiscal year entitlement periods
1974, 1975, and 1976, and $500 million for the last 6-month entitlement
geriod (July-December 1976). These grants are to be made by the
ecretary of the Treasury.

To insure that funds will be promptly available for the first 6-month
period, the bill also provides that any appropriated federal funds
available after December 31, 1972, for the purpose of making pay-
ments to States for services under title I, X, XIV, or XVI, or part A
of title IV of the Social Security Aect which are not utilized for these
purposes are to be available for the purpose of making these supple-
mentary grants for the entitlement period beginning January 1, 1973.

11. APPORTIONMENTS OF SUPPLEMENTARY SHARING GRANTS AMONG STATE
AND LOCAL GOVERNMENTS (SEC. 122 OF THE BILIL)

For the reasons indicated above, the supplementary grants (at the
rate of $1 billion a year) are to be allocated among the States in pro-
portion to their urbanized populations. Of the amount allocated to a
State and its local governments, under the urbanization formula, one-
third is to be paid to the State government and the remaining two-
thirds are to be paid to the units of local government in the State. The
two-thirds for the local governments are to be distributed among
them in the same proportion as the general revenue sharing funds are
distributed among those local governments. That is, the supplementary
sharing grants are to be distributed in the same proportions as the
amount allocated to each local government under the general revenue
sharing provisions described above (after the application of the rele-
vant constraints and limitations for the revenue sharing funds). For
example, if the supplementary sharing grant represents one-third of
the general revenue sharing grant to the local governments in a State,
then the amount of the supplementary grant for each unit of local gov-
ernment is to be one-third of the revenue sharing grant.

Generally, the Secretary of the Treasury is to make the same deter-
minations 1n the administering of the supplementary grants as in the
administration of the revenue sharing provisions. In addition, the sup-
plementary grants are to be paid to the extent feasible at the same
time and 1n the same manner as the revenue sharing grants.
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12, DEFINITION OF URBANIZED POPULATION
(SEC. 123 OF THE BILL)

The definition of urbanized population is used in this subtitle to
determine the distribution of the supplementary grants among. the .
States. In no event is less than 30 percent of a State’s population to be -
considered urbanized. “Urbanized population” means the population
of any area consisting of a central city or cities of 50,000 or more in-
habitants (and of the surrounding closely settled territory) which is
treated as an urbanized area by the Bureau of Census for general sta- -
tistical purposes. There are a few urbanized areas which are based on
twin central cities in which no one city has a population of more than
50,000. The Census Bureau regularly publishes statistics which indi-
cate for each county or similar place that portion of the population that
is considered to reside in urbanized areas. Approximately 58 percent of
the population of the nation in 1970 is regarded under this definition
as urbanized population.

13. DEFINITIONS AND SPECIAL RULES (SEC. 141 OF THE BILL)

The bill provides special definitions of the terms “Secretary” and
“entitlement period”. Whenever reference is made to the term
“Secretary” when dealing with provisions relating to the payments
to local governments and to the States, this term means the Secretary
of the Treasury or his delegate. However, when the term “Secretary
of the Treasury” is used, that term refers to the Secretary of the
Treasury personally and does not include any delegate.

The term “entitlement period” means the period January 1, 1972,
through June 30, 1972, the fiscal years 1973, 1974, 1975, and 1976, and
the period July 1, 1976, through December 31, 1976.

Special rules also are provided for the District of Columbia. For
purposes of payments of State revenue sharing funds, the District of
Columbia is to be treated as a State.* Where distributions are made to
local governments, the District of Columbia is to be treated as a State
in determining the allocation among the States, and also as a county
having no units of local government (other than the District of Colum-
bia government) within its boundaries.

14. D.C. COMMUTERS

Under the House bill (sec. 141 (¢) (8)), the entitlements of the Dis-
trict of Columbia were to be reduced by an amount equal to the net
collections of any tax imposed by the District of Columbia on the
income of nonresidents. Commuter taxes of other jurisdictions were
neither encouraged nor inhibited by the bill.” Many States and a num-
ber of local governments now tax the income of nonresidents, to the
extent their income is earned within the taxing jurisdiction. Taxes
paid by nonresidents are included in the computations of the entitle-

@ Also, for purposes of payments of State revenue sharing funds and
igvergénints the Commissioner of the District of Columbia ig to be treute%azgjﬁﬂgsgg:el:r%‘!]'

a State. '

7Title II of the bill (the so-called “‘piggyback” provisions) provi ' -
:esi(}ilené “;XP;'I?;:M x}rghinterled t(i make t]wnnt “éﬂm uni{orm hn)t Kre egseenltlil:ll(ﬁv ansel;tornllwlils
o the desirability of these taxes. In anv event, those ru 1 S v -
tarily enter into and remain in the piggyback system. o8 apply only to States that volun
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ments of State and local governments in caleulating the tax effort
factor (secs. 104 and 105).

To the extent that taxes are relevant in determining the allocations
between the government of a county and the local governments within
the county, taxes paid by nonresidents are treated the same as tazes
paid by residents; this is also true as to the computation of the tax
effort factor. Consequently, the committee concluded that the District
of Columbia, alone of all jurisdictions in the Nation, would by the
House bill be effectively prohibited from taxing the income earned in
the District by nonresidents. The committee deleted this provision
because it felt that it was inequitable to impose such a limitation on
the District alone.

15. REGULATIONS (SEC. 142 OF THE BILL)

The bill provides that the Treasury Department is to prescribe
those regulations which are necessary or appropriate to carry out the
provisions of the bill relating to the distributions to local governments
and to States. Those regulations which apply to entitlement periods
beginning with fiscal year 1973 are subject to the rulemaking provi-
sion)s of the Administrative Procedure Act (5 U.S.C. 551 through
559).

16. JUDICIAL REVIEW (SEO. 143 OF THE BILL)

The bill provides that if a State or local government receives a
60-day notice that the Secretary of the Treasury intends to withhold
payments from it, it may file a petition for review of this action with
the United States court of appeals for the cireuit in which the State
or local goverment is located within 60 days after receiving the notice.
Both the Secretary of the Treasury and Attorney General also are to
be furnished with a copy of the petition for review.

Once a petition has been filed with the court of appeals, the
Secretary of the Treasury is to file with the court » record of the
proceedings on which he based his action, but in no case is objection
to this action to be considered by the court unless the objection was
raised before the Sccretary. The court is then to review the action of
the Secretary and may affirm, modify, or set aside (in whole or in
part) his action. This judicial proceeding is to be based upon the
record—it is not to be a trial de nove. The court may order part or all
of the amount. in controversy to be paid over to the State or local
government. .Any amount in question which the court does not re-
quire to be paid over to the State or local government is to be
transferred to the general fund of the Treasury. The bill provides
that if the findings of fact made by the Secretary are supported
by substantial evidence contained in the record submitted by him to the
court, the findings of fact are to be conclusive. However, if the findings
of fact are not supported by substantial evidence, the court is given the
authority to remand the case to the Secretary for further proceed-
ings to obtain substantial evidence. If this is done, the Secretary may
then make new or modified findings of fact and on this basis modify
his previous actions. If further proceedings are held, he must certify
to the court a record of these further proceedings. Any new or modified
findings of fact made by the Secretary. if supported by substantial
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evidence contained in the record of these further proceedings, are also
to be conclusive. The judgment of the court of appeals in any case
involving such a review is subject to review by the Supreme Court
either upon certiorari or certificaton.

17. AUTHORITY TO REQUIRE INTFORMATION ON INCOME TAX RETURNS
(SEC. 144 OF THE BILL AND NEW SE(CS. 6017A AND 6687 OF THE CODE)

As explained above, the bill requires that certain data with respect
to the political subdivision of the residence of individuals and their
income be compiled so current information on income and population
will be available in helping to determine the appropriate distributions
to local governments. These figures are generally obtained from the
decennial census, but are difficult to obtain with respect to most local
governments between these censuses. It is believed that information
taken from income tax returns, in addition to information obtained
from other sources, will make it possible for the Bureau of the Census
to make workable estimates of population and per capita income
levels for local governments at intervals between the decennial
censuses.

The bill therefore amends the Internal Revenue Code by adding a
new section requiring individuals to provide information on their tax
returns as to their places of residence. Under this provision, individ-
uals must include information as to their State, county, township,
municipality, and any other unit of local government in which they
resided on those dates during the taxable year prescribed by the
Secretary of the Treasury or his delegate in regulations. This pro-
vision also authorizes the Secretary or his delegate to require the
taxpayer to show the places of residence of all persons with respect
to whom the taxpayer claims personal exemptions on his return. For
this purpose, a full-time student claimed as a dependent is to be
considered as residing at the residence of the taxpayer, even though
on the relevant date the student resided at his college or university.
This does not, of course, require the Bureau of the Census to change
its rules for reporting population.

The bill provides that the taxpayer is penalized $5 for failure to
include on his return information with respect to the place of his
residence. This is the same penalty which presently applies in the
case of a failure to include a social security number. This penalty
does not apply if the taxpayer can show that his failure to include
this information on his return was due to reasonable cause. The
Secretary of the Treasury or his delegate need not send a notice of
deficiency to the taxpayer to collect this penalty, nor does the Tax
Court have jurisdiction to review it. Since this is to be an assessable
penalty, it will not be deductible (see sec. 162(f) of the Internal Reve-
nue Code).

IV. GENERAL EXPLANATION OF FEDERAL COLLECTION
OF STATE INDIVIDUAL INCOME TAXES

The concept of Federal collection of State individual income taxes
has been advocated over a period of years and numerous bills have
been introduced in the past four Congresses to authorize the Treasury
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Department to enter into agreements with States to collect State
individual income taxes and pay the amounts collected over to the
States. It is felt that a Federal collection system of State individual
income taxes ® (often referred to as a “piggyback” system) will add
to the overall efficiency of administration and provide the States with
additional revenue for a number of reasons which may collectively
be described as relating to efficiency of administration. Such reasons
inelude eliminating the duplication of effort by State and Federal tax
administrators, eliminating unnecessary recordkeeping by taxpayers,
establishing uniform treatment for individual taxpayers at both the
State and Federal levels, providing for faster collection of withheld
Income taxes, and freeing the State courts from individual income
tax controversies. In providing a mechanism for the Federal collection
of State individual income taxes, the committee attempted to balance
the sometimes competing interests of the Federal Government in
achieving the greatest degree of uniformity for administrative effi-
ciency with the Interests of the States in preserving as much flexibility
as possible to determine their own substantive tax laws.

It should be emphasized that this system is entirely voluntary for
the States. The Federal Government will not collect a State’s indi-
vidual income taxes unless the State has chosen, in accordance with its
constitutional procedures, to enact an income tax law that meets the
" provisions of the bill; and even then, not until after the State has
notified the Secretary of the Treasury that it wishes the Federal Gov-
ernment to collect and administer the State’s individual income taxes.
In effect, then, this title of the bill merely offers a simplified and less
expensive method for carrying out a policy determined by a State,
e.g., a determination by the State to have an income tax and to con-
form that tax substantially to the Federal income tax. Nothing in the
bill requires a State to have an income tax against its will; nothing in
the bill requires a State to follow the Federal income tax against its
will if the State prefe