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PREFACE

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

The purpose of this publication is to stimulate public interest
and par icipation in revenue sharing programs, particularly among
those concerned with the rights of minorities and women. 1In this
report, the U.S, Commission on Civil Rights describes how revenue
sharing works, examines its civil rights implications, and suggests
ways in which local citizens can monitor or influence the use of
revenue sharing funds,
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INTRODUCTION

Revenue sharing comes in different forms. Genéial revenue

sharing, signed into law October 20, 1972,1 is intended to be new
Federal funding that may be spent for almost any type of service or
project. Special revenue sharing is viewed as a substitute for or
consolidation of existing Federal grants in a particular program

area. On December 28, 1973, manpower revenue -sharing became the first
of these to be enacted by Congress. More recently, grants for
community development and some education programs were also consolie
dated.

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

1, 31 U,s.C. B1221 et seq.

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

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

them greater flexibility in the use of these funds. U.S. Code Cong.
& Ad. News 3882-3884 (1972). ORS also maintains that the term "'special
revenue sharing' has become obsolete and is no longer being used,"

ORS Comments. Admittedly, much of what is called special revenue
sharing possesses few of the features originally attributed to this
type of aid. USCCR notes, however, that the term is still used in

reference to efforts at grant consolidation and simplification. See
P 70 for further discussion of this point,




-obtaining Federal aid, regardless of their relative needs.

2

the Elemencary"and Secondary Education Act)3 is one example. It
reflects the Federal Government's interest in enhancing the Nation's
productivity by assisting States and localities to provide a good
education to all citizens,

In recent years, the number of categorical grants has increased
There
Each imposes substantial

tremendously as Congress has perceived more areas of concern.
are now over 500 of these grant programs.a
Federal controls to assure that State and local recipients undertake
projects to meet the national purposes for which it was designed.

Each requires a prospective recipient to submit a separate application,
and each has its own rules and regulations governing program administra-

tion. Many have a matching fund requirement compelling State and

. local governments to match Federal aid dollars at a given ratio.

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

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

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

and its effects. Many Federal categorical aid prcgrams provide

3. 20 U.s.C. 9241(8)'241(111)0

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

ORS asserts, without giving a source reference, that f'/r/ecent tabu-

lations suggest a figure of over 1,000 [¥ategorical grant programs/."
ORS Comments., =




assistance to a specific target population. Even though they may
not cpecifically be singled out as sole beneficiaries, a large
number of minorities and women are often reached. Federal financial
support for on-the-job training of disadvantaged youth, Head Start

classes, and Medicaid services for the needy are but a few examples
of such programs. '

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

Civil rights leaders also associate revenue sharing with what
they perceive as a declining commitment to public participation in
federally-funded programs., Several categorical grants-in-aid contain
citizen participation requirements that have enabled minorities and
the poor to affect policy and program delivery of needed services.5
In many communities, this has opened up a significant avenue of
self-determination for the politically powerless. Poverty programs

'previously administered by the Office of Economic Opportunity (OEO)
and Model Cities community development projects have been particularly
noted for their tough guidelines on local participation.

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

by Melvin B. Mogulof, published by the Urban Institute, Washington, D.C.,
in January 1970 and March 1970, respectively.
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In recent years, however, successive steps have been taken
first to dilute citizen participation requirements6'and then to
reduce funding or phase out these programs altoget:her.7 Revenue
sharing, as an alternative, provides few mechanisms for holding
public officials accountable. Thus, to many minorities and women,
revenue sharing accomplishe§ its purpose to strengthen State and
local governments - but at the expense of their involvement in

that process.

6., For example, in May 1969 the Department of Housing and Urban
Development (HUD) issued a memorandum banning situations in which
only a local citizens' group could initiate consideration of Model
Cities projects, In addition, mayors were asked to submit assurances
to HUD that city planning responsibilities were not impeded in cir-
cumstances (1) where the Model Cities director reported to a citizen
policy group rather than to city government, and (2) where the citizen
participation structure had what amounted to a program veto. Mogulof,
Citizen Participation: Federal Policies and Practices, p. 71, The
role of minorities and the poor in planning and administration of OEC
programs has also been weakened as responsibility for ongoing projects
has been turned over to other agencies. As a case in point, in early
1973 the Department of Labor (DOL) began to transfer planning and
operating authority for former OEO manpower programs from community
action agencies to State and local governments. At least one-third

. f the bbard members of community action agencies must be representa-
tives of the poor living in the areas served. These agencies must
also involve the poor in the conduct and evaluation of programs.,
Similarly stringent citizen participation requirements have not been
imposed on State and local officials. See memorandum used to support
plaintiffs' motion for a preliminary injunction in the case of
Youngstown Area Community Action Council v. Arnett, C. A, No. 73-1908
(D. D, C., Nov. 13, 1973).

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

back.
11




PART 1
CENERAL REVENUE SHARING

On October 20, 1972, a unique form of Federa! aid was established
when President Nixon signed-the State and Local Fiuscal As 'stanée Act.s
This act authorizes the payment of $30.2 billion in relatively
unrestricted general revenue sharing funds to about 39,000 State
and local governments during a 5-year period ending in 1976, Com=
Pprising about 12 percent of all Federal aid to State and local
jurisdictions, general revenue sharing is the largest Federal domestic
aid program in the United States, The program is administered by

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

8., 31 U.5.C. B 1221 et seq. This act is hereafter referred to as
the Revenue Sharing Act.,




Chapter 1

The Allocation Formula

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

The Revenue Sharing Act provides that $30.2 billion will be paid
out to States and localities between Januai.y 1972 and December 1976.
This sum is divided among seven entitlement periods in such a way
that eligible governments receive increasing amounts as the cost of
gooaz and services rises. The duration of earh entitlement period
and the amounts authorized for distribution are:

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

ORS disburses these funds to State and local governments in quarterly

installments.

Several steps are followed to determine the allocation of

revenue sharing money among States and to units of government within

each State. Funds availabie for dishursement in any one quarter are
divided among States according to whichever of two formulas yields

each the most money.

The use of two formulas is the result of a

compromise between the House of Representatives and the Senate. The




original Senate version has three "actors: population, tax effort,9
and per capita income. These three factors, plus urban populat:ion10
and State income taxll receipts, constitute the second formula, which
is the original House version. Since each State is entitled to the
greater of two amounts, the total is more than the actual amount
available for disbursement, Each State's share is, therefore, scaled
down proportionately.l2

Of the total funds going to each State, the State govermment is
13 The remaining two-thirds are distributed to

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

apportioned one-third,

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

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

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

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

of 1972 (Washington, D,C.: GCovernment Printing Office, 1973), pp. 10
and 26,

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

11
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county areas14 using three factors of population, tax effort, and

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

share based on its proportion of the total county population.15 The
remaining money is abportioned among three levels of government ««
the county, all cities, and all townshipsle-- based on the percentage
of total adjusted taxes raised in the county area by each level.

The cities and townships divide their shares among themselves accord-
ing to the three factors of population, adjusted tax effort, and per

capita income.

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

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

16, Township governments are found in 21 States.

17. Adjusted taxes are those raised for purposes other than educa-
tion.
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Thus, of the $63,010,333 going to units of government in Arizona
during the current entitlement period, $20,991,955 will be granted to

the State and the remainder will be divided among 14 county areas.
Nearly $20.6 million alone will be distributed among Maricopa County

area jurisdictions. Approximately $6.3 million of that amount will
be allocated to the county government and another $367,580 will go to
4 Indian tribes located in the county. Of the remainder which will

be distributed among 18 cities and towns, the largest amount (§9.7
million) will go to Phoenix.

Three exceptions to the standard allocation formula also affect

the amount local governments receive. If the annual revenue sharing

payment due to a city or township is less than $200, or if any such

unit of government waives its entitlement, that money reverts to

the county. A second provision prohibits any local government from

receiving an allocation that is more than 50 percent of its adjusted

taxes ﬁius aid received from other governmental units. The Revenue

Sharing Act also states that the per capita entitlement of any unit

of local government must fall between 20 and 145 percent of the

average per capita entitlement of all local governments.

In order to calculate the revenue sharing allocation .for each

unit of government, certain data are needed on population, personal
18

income, taxes, and intergovermmental aid. Population and income

data are derived from the 1970 Census of Population and Housing

conducted by the Bureau of the Census. Even where the population or

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

18, The Office of Revenue Sharing gives up-to-date detailed data
definitions of factors used in the allocation formula in its publica-
tions Data Definitions for Allocations to Local Governments (Washington,
D.C.: Government Printing Office, 1974) and Data Definitions for
Allocations to State Governments for Entitlement Period 5 (Washington,
D.C.: Govamment Printing Office, 1974).




11
ORS has continued to use 1970 data.19 ORS reasons that the cost of
more frequent censuses would be prohibitive and i: is important to

maintain uniformity of data for all units of government,

In contrast, ORS annually updates information on the finances
of State and local governments. Financial data used for all but the
fourth entitlement period (July 1973-June 1974) are collected
through special surveys conducted by the Bureau of the Census, Data
for fourth entitlement period allocations were derived from the 1972
Census of Governments.20 Recipient governments are informed of the
data elements being used to calculate their allocations and are
given an opportunity to check them for accuracy and to contest data
they consider erroneous.
Inequities in Revenue Sharing Allocations ‘
Certain inequities arise in the distribution of revenue sharing
money because of the allocation formula and because some of the data
used in calculating each government's allocation are of questionable
accuracy. For example, the formula enacted by Congress fails to
recognize differences in State and local responsibility for govern-
mental services. The decision to give States one-third of the revenue
sharing funds was based on the fact that, on the whole, direct expendi-

'tureszl of State governments are about one-third of all money spent

by State and local governments combined. However, actual State

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

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

21, Direct expenditures do not include intergovernmental transfers,
such as State aid to local government. Thus, revenue collected by

the State but spent by a city would be considered a direct expenditure
of the municipality.

18
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expenditures as a percentage of total direct expenditures range from
25 percent in New York to 72 percent in Hawaii.22

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

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

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

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

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

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

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

revenue sharing allocated to their respective State and county

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

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

R
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governments, the per capita allotments paid to these levels of
government, nevertheless, do not equalize disparities in entitlements 7
among the cities.25

Aside from the inequities inherent in the allocation formula
itself, the validilty of the data used to calculate entitlements also
poses difficulties. Data used for the population factor are the
most notable example. The Bureau of the Census estimates that 5.3
million people, or 2.5 percent of the population, were not counted in
the 1970 census. Nearly 8 percent of the black population was missed,
There are indications of significant undercounts among Spanish speaking
people as we11.26 Further, since minority group people are dispro-
portionately found among the poor, population undercounts also affect

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

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

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

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

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

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

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

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

minorities.28

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

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

28, At the time ORS submitted its comments, it maintained that
"population only affects a locality's entitlement when the recipient
government is constrained /by 145 percent limitation/." It further
noted that 'two per-cent /sic/ of the white population was undercounted"
and that ''cities with minority populations might suffer from new
allocations," even though the underenumeration rate is greater for
minorities. ORS Comments. Subsequently, ORS received the results of
a data study it contracted from Stanford Research Institute and
Technology Management, Inc., indicating that the vast majority of
governments would be affected by population adjustments regardless

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

and governments subject to the 145 percent limit would benefit the
most from population adjustments. Reese C., Wilson and E., Francis
Bowditch, Jr., General Revenue Sharing Data Study, 4 vols., prepared for
the Office of Revenue Sharing (Menlo Park, Ca.: Stanford Research
Institute and Cambridge, Mass.: Technology Management, August 1974).
Similar findings were also made in a study conducted for the Joint
Center for Political Studies, Robert P. Strauss and Peter B. Harkins,
The 1970 Undercount and Revenue Sharing: Effects on Allocations in
New Jersey and Virginia (Washington, D.C.: Joint Center for Political
Studies, 1974).

y
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Inequities in the allocation formula itself may be resolved in
other ways. Foreseeing that the formula might do injustice to some
local govermments, Congress gave State legislatures limited power
to change it, Once during the life of the act, each State may
modify the formula for distributing money among county areas, cities,
and other units of local government. Under this provision, States
may use population and tax effort alone, population and relative per
capita income alone, or any combination of these factors in modify-
ing the formula.29 The change must apply to all governments within
the State and would remain in effect until December 1976. It would
not alter a State's entitlement or change the total amount going to
governments within the State. It would only affect the distribution
of revenue sharing money among local governments,

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

one largely minority jurisdiction while penalizing another.

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




Chapter 2

Spending Limitations and the Uses of Revenue Sharing

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

The Spending Limitations

Of the spending restrictions in the Revenue Sharing Act, some
apply to all recipients. Others are imposed exclusively on either
State or local governments.30
1. All recipients:

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

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

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

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

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

18
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2. State governments:

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

3. Indian tribes and Alaskan native villages:

Revenue sharing can oaly ?e spent for the benefit of members
of the tribe or village.3 '

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

Moﬁey may be spent only in the following priority areas:
(1) Maintenance and operating expenses32 for:

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

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

i¢) Public transportation (including transit systems and
streets and roads).

(d) Health.

(e) Recreation.

(f) Libraries.

(g) Social services for the poor and aged.
(h) Financial administration, |

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

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

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

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

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

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

(c) Actual expenditures from the proceeds of the Lond
issue were made after January 1, 1972,

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

operate independently ot city government.

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

3%. ORS notes that States and cities can gpend revenue sharing money
for school constiuction by the "transfer /of/ funds to school dis-
tricts." ORS Comments. USCCR notes that elsewhere ORS has ruled

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

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

(D ]
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Loopholes in the Spending Limitations

Several characteristics of State and local finance and account-
ing make it difficult, if not impossible, to enforce the spending
restrictions, For example, local governments can effectively avoid
the "priority area" spending limitations imposed on them. In order
to maintain their separate identi., 1s Federal money, revenue
sharing funds are required to be deposited in a locally established,
special trust fund. However, once they leave the'trust fund it
becomes difficult to trace expenditures of revenue sharing funds to
their true and final destination. Although local governments may
use revenue sharing directly to pay for a "pri. "y" expenditure,
such as police protection, local money thus saved can be redirected
or shifted to another priority area or even to nonpriority uses. As
a consequence, increases expected to result from the allocation of
revenue sharing money to a particular program may not resemble the
actual increase in spending for that program,

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

city water account.

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

o~y
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A Federal district court in Mathews v, Mggsellae ruled that this

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

Shifting of revenue sharing funds affects enforcement of civil
rights protections. Any program or activity directly funded by
revenue sharing is, of course, subject to the -ondiserimination

provisions of the Revenue Sharing Act:.37

Any program or activity to
which legitimately freed-up local revenues are redirected, however, is
not covered. If discrimination occurs in such a program.or activity, "
remedial action must be trken under the authority of some other

civil rights law.

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

37. Use of revenue sharing in one aspect of a program gives ORS
jurisdiction over all aspects of the same program. For example, if
revenue sharing money is used to purchase police cars, nondiscrimina-
tion provisions of the Revenue Sharing Act then also extend to
employment practices, police protection services, treatment in local
jails, and other functions performed by the police department.

()
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Circumvention of matching fund restrictions is also possible,
Since many of the programs requiring State and local governments to
match Federal funds are also those providing social and economic
welfare assistance, the presence of loopholes is of special interest
to minorities and women.38

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

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

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

38, Federal programs with a matching fund requirement include

family planning projects, the school lunch program, technical assist-
ance grants for minority business development, Head Start preschool
education for the poor, maternal and child health care projects,
community mental health centers, Medicaid, social services and
manpower training for welfare recipients, programs to help migrants
leave the migrant stream, and grants for urban mass transit. See
Executive Office of the President, 0ffice of Management and Budget,
Catalog of Federal Domestic Assistance: 1973 (Washington, D.C,:
Government Printing Office, 1973),

39. Revenue sharing may be used directly as supplementary financing
when local revenues allocated to a federally-assisted program are
sufficient to meet any matching fund requirements.,
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Experience indicates that most units of government will have
little difficulty in meeting standards set by the regulations on
indirect use. In the last few years, State and local governments
have had to allocate about 10 percent of their own revenues to
match Federal grants.40' At the same time, revenue from their own
sources has grown at an average annual rate of about 9.5 percent.41
Unless there is an unprecedented increase in State and local parti-
cipation in Federal programs calling for matching funds, growth in
revenue should be sufficient to meet additional matching fund

requirements,

Other Factors Affecting Revenue SharingﬁExpenditures

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

example, where local governments are concentrating revenue sharing

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

41, 1Ibid., p. 212.

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

o
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funds on capital outlays, the reasons most frequently cited are:

l. Recent neglect of capital improvements due to statutory
restrictions and lack of community acceptance of bond issues.

2. Maximum visibility for use of funds.

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

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

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

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

How Revenue Sharing Money is Being Spent

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

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

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

£
)




26

*SooURUI] IJUSIUIIAC) JO WNTpUIMIO) ‘SIUSUN'IIA0CY JO SNSUID 961 “SNSUI) 3yl jo neaing °S°] :3aanog
. *8uTpunox o3 Inp Q°Q0I ©3I PP 30U Op SIJPIVIIAAI  xxx
*250°0 uBYyl SSI] ¥

*Juyxeys InudAdX 103 AJTiendb op Jeyy ajdoad awmodUT MO] IIYIO pPUB SJIUITITIIVI IIVITOA 103 suex83oxd 3xo0ddns 3ad>1a13s
{81905 Jo £3I91IPA B IIB IIIY] “SSITIYIAIAIN °SINUIAII paIeYS [BIIPI] YITA PIdUBUL] 3g Jouued sjuduied axeyIom IIXIp ‘Sulxeys anuaady
3o 331330 9Y3 03 Sulpaoddy °pIIqESIp pue ‘pade ‘iood I\ 03 (IIUBISISSE YSEDI) sjuauied 303x1p Jo L13Bief pasIidwod IIB SIAINITPUAdX?d IIVI[IN =«

0°001 $66°81S 0°001 €E1°TS »x%6°66 618°11$ 0°001 0SZ vES
rA% €l¢' ¢t 8°91 Cit 91 976°1 (3 €9Z°¢ 13430
L°1 ice €z €S 0°€ (1< | R4 €9L UOIIBIISTUTIPY [EIOUBULI
xx rA -—- --- --- --- 9°1 <9s Jusufoyduy
9°1 zot %1 (1] 8°0 86 1°0 6Y S91IB2XQT]
€Y 808 Z°0 S —--- -— 10 8z jemaudy ueqi)) pue SuFsnoH
--- -—- - -—- €°C 9 €°S 108°1 $92an0s3Yy JERANIEN
8"y S06 6°C 19 L1 002 - --- UOTIIVIAIDY pue SiIWJ [E¥I0]
6°6 981 0°L 0St €°1 891 -—- -— UVOIIBITUBS PUE IRBIINIG
8°9 00€°1 S ¢ st S°0 19 -—- -—- u0TII01g 3XIJ [eI0]
%11 851°¢ c°s L1l 1°9 Y4 St 881°1 Su0T3I31107
pue uo13da3023 331103 {"Y
€1 (o4 9°0 €1 (4 62 S 1 10§ yI{eay
v°g e70‘1 $°0 o1 0°01 081°1 £°8 1582 syea1dsol
sz 8y L2 LS 8°8 8€0°1 8°S %661 axez{aM JTIqnd IIYI0
6°€ (274 8°1 8¢ €°c1 £9S°1 L°9 262°C IIUWISISSY YS®)
‘9 9ZZ‘1 Sy S6 (1 44 909°C S°z1 162y 21wI[aM OT1qd
91 292 z°0 Y 8°0 96 $°0 981 * uo13
} -ejxodsuel] 1938y pu®w IIV
Z°T. 1€1°2 £°€T S69 Z°91 9161 6°LZ €296 sfemy3TH
*21 €6£°C Al X4 00S 0°L1 Z10°Z 1°82 609°6 uorIvITOodsuril
2°0 (114 --- --- -—- --- 0°Yy LSE°T 2930
0°S1 1934 rAd X 3 607 0°s1 BLLST 6°0 00g sjooyds 18301
€1 1374 --- - 0°1 S11 9°7Z 8ZL°L uoTIEONP3 IIYSTH
€°91 ovi‘es Z°ee 60L$ 0°91 £68°1S LA X A 98€6$ uo1IVINpI
$31Nn3 1puUaxAXT SUoOIIiIu S3XNITpUIdXI SUOTTITW ; SAANJITPUIAXT SUOTTiImM SOXN] IpUadXT suoI[iIw
£31) 18301 uy dyysumol i®301 uy £3uno) jelolL uy a3e3s jeiol uy
Jo IVIIA34 Junoqy Jo 3JUIA9Jd Junouy Jo JU2D2134 Junoury JO JUIDI34 Junowy
S3ILID SdTHSNMOL SALINNOD S3IVLS

19-9961 -uw«u.«u puB ‘sdiysumol .mw«rucsou *s3a3ev3s x03 aoﬂwuﬁﬂﬂa INIIpuszdxy 7 IIqRL

Aruitoxt provided by Eic:

E\.




7 *e3uIWUIIACD FJO SNSUI) 2961 ‘snsus) I JO LEIINg °g°Nl IIIAN0S
*Sugpunoz 03 anp 0°001 O3 Pp® s{wal® 30U Op aJPIUII1AT s

: *SUrSNOY JWOSUF AO] O SIUBTIY O3 pIpracid

SIDOTAIIS TPII08 I0F ¢ [IJA 6B UOTIONIISUOD pur uolITsInbow pue] 103 Sujrieys aNUIAIx Isn Lum $3]IT[edIOTUNE “833W3I§ 289yl U]l °*IJuw

-uxaa08 £330 Jo 33wd paxapIsuOd Iaw sIIIFroyIn® Bujsnoy (RdioTuNE ‘PWIUTSITA PuR “HIOX MIN “OIIXIH MIN ‘WESIYPOIIH “‘Ayon3uay ‘suozixy
uyl ‘12A3M0H °s3judumiIIACS Julpuadapuy ew POFIFESEIO AW IvYY SITIFIoOYIN® Sujsnoy dFIqnd £q pIaIIsTurEpw Jxw smwailoxd Jujsnoy Lfusy 3

27

0°001 8°c 1°99 6°11 1°1 r A2 6°11 WIHLO
0°001 - G°8¢t 6°€1 2°T LYt L°0¢ NOIL
-~VELSINTROV TVIONVNId
0°001 - 8°9s r A1) - - 0°sy INTHAOTIWA
0°001 st - £°8S 8°S 6°81 $°6 SITIVHETT
0°001 0°92Z 1°6€ S°€E rAd1} - z°1 * TVMINTH
. NV ONV INISNOH
0°001 9°Z 6°9L - - L°2 8°L1 SIDINOSTY TVHALVN
0°001 L°6 - 1°0L L'y 6°S1 - NOLIVANOTY
ANV SY¥Vd “TVDO0T €
0°001 6°€1 - €y 6°S 6°S - NOLLVIINVS QNV 35VHaMis (%5
0°001 rAL) - L°98 0°s 1°y - NOILOAL0dd THIJ TVIOT
6°66 - st 9°LYy 9°z 0°91 Z°9Z SNOILOTHIOD
NV NOIID3IIO¥d IOTI0L
1°001 2°0 6°9S z°o1 S°0 8°11 0°02 HL'TVaH
0°001 0°L 0°0Z 8°y1 1°0 0°L1 1°1% STVLIdSOH
0°00T - €°L2 8°6 z°1 1°12 9°0v 3183 T3M ITIqnd I
0°001 - 8°0 6°ST 8°0 S €€ 0°6Y aoUBISTSSY YSw®)
0°001 - €91 8°c1 0°1 rAIXA L9y TIVIIIM 21790
0°001 €°L 9°6/ z°8 1°0 0°€t 8°S uoTIRITodSuRIL
X938M puUB XYV
1°001 L°0 L°0 £°91 St L°E1 °L9 semy3TH
1°001 0°z S*y1 8°€1 6°C 9°11 €°SS NOILVINOJSNVYL
1°001 - z°29 1°1 - - 8°9¢ 19730
0°001 9°6L - €°01 9°z 4v°9 1°1 sSTo0Yds [e307
6°66 v°6 - Lz - €°1 c°9g uorIEONpd I3YSTH
0°0n1 £°9S L°s 8°L 8°1 Ly €°¢C NOIIVONa3
IVIOL I0Td1sIa Tvadqad A11D dIHSNMOL AINIOD 4Lvis NOILONMLI
¥ TV1d3dS
anv
1oTd1sIa
TOOHIS
SINIWNYIAOD H¥IHIO SINJId103d ONIWVHS dANNIAdY

19-096] 'SuOy3ounj [PNPIAIPU] IO0J SpuadS JUIMUIIACY JO [IAF] Yovd spunj [93I0l JO I3eyudadad °f IIqel




28
reports are analyzed and published by ORS.44 )
According to the most recent ORS survey, State and local
governmenis have spent most of their revenue sharing funds in the
areas of education, public safety, transportation, and environ-
mental protection, (See table 4,) States, which of all revenue
sharing recipients provide the most financial support fo: education,
have devoted 65 percent of their expenditures to this purpose.
Almost half of county revenue sharing money has gone to public
safety and transportation. In keeping with their role, counties
appear to be devoting the majority of transportation outlays to the
construction and maintenance of highways and roads, while the larger
part of public safety expenditures is going for police protection
and county corrections syst:ems.45 Townships have spent their funds
in similar fashion, Sixty-five percent has gone to public safety
and capital outlays for transportatidn services,

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

appendix C,) Findings from the more ¢xtensive research efforts have
not yet been published,

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

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

in the area described, See General Accounting Office, Revenue Sharing:

Its Use and Impact on Local Governments (Washington, D.C.: Depavt~
ment of the Treasury, 1974).
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Cities, which carry the major responsibility for local police
and fire protection, have devoted nearly 45 percent of their revenue
sharing money to public safet:y.46 Significant amounts have also
been spent for transportation and environmental protection. Capital
outlays constitute nearly two-thirds of transportation expenditures.
Most of the environmental protection expenditures have been for
sewage and sanitation services,47 which are usually furnished by
city government,

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

money for social welfare, mainly education.

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

fire protection, and 6 percent to the correctional system. Ibid.,
pp. 92-55.

47. 1Ibid.

48, Table 2 contains costs for some items that are not permitted
with revenue sharing. These include welfare cash assistance pay-
ments; operating and maintenance expenses for education, housing, and
community development; and local matching funds for federally-
assisted programs.,

.
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Similarly, capital outlays seem to be enjoying an extraordi-
narily high degree of popularity. As table 5 shows, local governments
are using a much greater proportion of revenue sharing funds for
capital outlays than is their habit with general revenues. This
tendency is most pronounced among smaller cities and counties,

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

Revenue sharing has also helped minimize increases in the out-
standing debt of State and local governments. Table 6 shows that

about one-third of a’l units of government have avoided or lessened
debt increases through revenue sharing. Again, counties have been
the primary beneficiaries.51

49. Theoretically the allocation formula discourages tax cuts by
revarding tax effort. (See pp.7 and 8 above,) However, since tax
effort is only one variable in the distribution formula, support in
favor of maintaining tax levels is diminished, Further, to the

extent that other governments sinilarly provide some tex relief, loss
of revenue to any one government will be minimal because its tax effort
is always measured in relation to that of other recipients.

50. Office of Revenue Sharing, Preliminary Survey of GCeneral Revenue
Sharing Recipient Governments, prepared by Technology Management, Inc.
(no Pey 1973), Pe 18,

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

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

a8
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Comparative Use of General Revenues and

Revenue Sharing for Capital Outlays

General

Type of Government
(Population Size)

Percent of Revenue
Sharing Devoted to
Capital Outlays

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

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

States
Townships
Counties

100,000+

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

Cities

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

Total

6%
48
56

48
63
65
67
64

44

27
44
56
65
68

33%

207,
18
16

16
15
15
15
13

20

18
22
25
24
25

23%

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

Governments, Compendium of Government Finances, finances of

County Governments, and Finances of Municipalities and
Township Governments,
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Table 6. Percentage of Revenue Sharing Recipients Providing
Tax Relief or Minimizing Debt Increases

Unit of Government Tax Relief Minimizing Debt Increases
States 30.2% 15.7%
Counties 57.7 39.1
Townships 43,5 35.5
Cities 43.6 27.9

" Indian Tribes and
Alaskan Native
Villages 0.7 19.4

Total 44.,7% 32.6%

Source: Office of Revenue Sharing, General Revenue Sharing - The
First Actual Use Reborts.




34

Evaluating the Impact of Revenue Sharing Expenditures on Minorities
and Women

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

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

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

and women.

’~
L

%% . According to the 1970 census, the incidence of poverty among
people aged 65 and over is: all males, 27,5 percent; white males,
20.3; black males, 46.0; Spanish males, 21,1; all females, 30.9
percent; white females, 29.0; black femnles, 52.2; Spanish females,
36.0. U,S. Department of Commerce, Bureau of the Census, Low-Income
Population, Vol. PC(2)-9A, (Washington, D,C.: Government Printing
Of.ice, 1970), Table 3. lle
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ORS data are even less enlightening about some of the potential
indirect effects of revenue sharing. For instance, revenue sharing
funds spent directly for public safety, sanitation, and transpc<tation
may be accompanied by a shift of local revenues to more socially-
oriented programs., Moreover, revenue sharing expenditures of one
_government can have "gpillover" effects on another unit of government.
that may be beneficial to minority group people. State use of revenue
sharing funds primarily for education is one example of an expenditure
that could have favorable consequences, particularly for minorities
in inner cities.

Cential cities generally have higher per capita expenditures than
their surrounding suburbs, owing primarily to the demands for nonedu-
cational services needed by a constituency that is increasingly
minority, poor, and e].derly.53 Consequently, central cities spend
less per capita for education than suburban jurisdictions even
though it costs large city school districts more to provide educa-
tional services and resources at least equal to those of other
communit:ies.s4 In recent years many States have tried to find and
institute more equitable methods of financing educaticn, some of
which take into account the special cost requirements of urban
schools.55 Where revenue sharing is being utilized in new State aid

53. For a description of demographic characteristics and expenditures
in central cities and suburbs, see Seymour Sacks and John Callahan,
"Central City Suburban Fiscal Disparity," in City Financial Emergencies:
The Intergovernmental Dimension, by the Advisory Commission on Inter-
governmental Relations (Washington, D.C.: Government Printing Office,
1973), appendix B,

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

55. For a description of school finance reform activities see
Virginia Fleming, The Cost of Neglect, The Value of Equity: A Guide-
book for School Finance Reform in the South (Atlanta: Southern

wwﬁ*
Regional Council, 1974) and A Legislator’'s Guide to School Finance
(Denver: Education Commission of the States, 1973).




programs to local schools,56 city residents not only may enjoy

higher educational expeaditures but iray also be able to devote more

of their local tax dollars to meet other pressing needs.57

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

relief resulting from the availability of revenue sharing funds

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

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

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

59, Bureau of the Census, Low=Income Population, 1970 Census of Popu-
lation, tables 3 and 4. About 10 percent of whites and one-third of
the minority population are in poor families, Of people living in
male-headed households, about 10 percent are below poverty level,
compared to nearly 40 percent of those in female-headed households.

43
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should work to their advantage.60 Most of this relief, however, has
taken the form merely of avoiding or minimizing further property tax
increases61 and, consequently, has probably done little to equalize
the heavier burden borne by people with fixed or low incomes.,

Some States have launcned efforts to provide relief to the
elderly and the poor. These efforts, however, were already well
under way before the advent of revenue sharing and, thus, cannot be
directly related to the availability of new Federal dollars, More-
over, most property tax relief has been directed toward the elderly
and not to the poor generally, where it would be of more universal
benefit to the minority pOpulation.62

60. rfeneral rate reductions or postponement of increases give relief
to tuapayers in proportion to their burden. I1f some people pay twice
as much of their income to taxes as others, the relief as a propor-
tion of income will also be twice as great. This, however, will not
equalize the impact of taxes on individuals unless special measures
are taken to provide even further relief for those with lower incomes,

Example: Family A Family B
Family income $4,500 $17,500
Amount of property taxes 297 577.50
Taxes as percent of income 6.67% 3.3%
Ratio of A's to B's burden 2 1
Amount of tax relief $29.70 $57.75
(10 percent general tax cut)
Tax relief as percent of income 0.66% 0.33%
Ratio of A's to B's relief 2 1
New tax amount $267.30 $519,75
Taxes as percent of income 5.94% 2.97%
Ratio of A's to B's new burden 2 1

6l1. ORS, Preliminary Survey, appendix C.

62, Only Michigan, Oregon, Vermont, and Wisconsin have programs to
alleviate the property tax burden of all low-income people, including
renters as well as homeowners. See Advisory Commission on Intergoverne~
mental Relations, Information Bulletin No, 74~1, Washington, D.C.,
January 1974,

44
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In short, minorities and women can be affected by revenue
sharing expenditures in ways that go beyond local governments' neglect
of social welfare programs. Expenditures in other program areas, such
as public safety, environmental prdtection, and transportation, can
bear on the civil rights of women and minorities. .Revenue sharing
can also influence how State and local governments spend revenues
from other sources and the ways in which different levels of govern-
ment share financial responsibility for public services, These
related developments may be important to the welfare of minorities
and women as well.

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

L]




Chapter 3

Public .Accountability

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

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

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

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

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

63. 31 C,F.R, 851.41 (Supp. 1973).
64, Hearings on the Subject of General Revenue Sharing Before the

House Comnittee on Ways and Means, 92nd Cong., lst Sess., 1971, p.
1237 (testimony of Comptroller General Elmer Staats).

65, General Accounting JVffice. Standards for Audit of Governmental

Organizations, Programs, Activities and Functions, 1972, p. 2.

1 39
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Most State and local auditors are trained and experienced in doing
audits that incorporate only the first of these three elements.

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

The absence of these elements in revenue sharing audits has a
particular bearing on the financial well-being of larger cities,
where minorities tend to be concentrated. Cities generally are
confronted with a greater demand for services for which traditional
revenue sourées are becoming increasingly less adequate a. 1, thus,
are concerned with making the best use of their money. Revenue
sharing audit standards do not require auditors to be competent in
giving recipient governments special guidance in this respect.

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

civil rights investigation. Auditors are more guardians against

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

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

68. 31 C.F,R, 851,41(c)(4) (Supp. 1973).




41

fraud and poor accounting practices than against civil rights

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

1. The recipient has kept records required by the
Equal Employment Opportunity Commission (EEOC)
on the race, ethnic background, and sex of’
employees.6§ o

2, There are any complaints outstanding or investi=
gations in progress where revenue sharing money
is involved.

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

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

5. The recipient has a formal policy concerning none
discrimination in employment,’0

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

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

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

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

69. Under authority of the Equal Employment Opportunity Act of 1972
(42 U,S.C. B2000e), the EEOC requires State and local governments
with 15 or more employees to keep records on the race, ethnic back-
ground, and sex of their employees. Governments with 100 or more
employees submit these data to EEOC on a regular basis. From time
to time, EEOC also asks smaller governments to report this informa=
tion from their records. (29 C,F.R, 81602.32) Since governments
with 15-100 employees do not regularly file race/ethnic/sex data
with EEOC, the Office of Revenue Sharing maintains that its "audit
effort should substantially increase compliance with EEOC require-
ments,'" ORS Comments.

70. ORS, Audit Guide, pp. V-3 and V-4,

Q [18
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Even though one of the functions of auditors is to examine the
legality of financial transactions, ORS does not take full advantage
of the opportunity to use them in its civil rights enforcement effort.

ORS audit guidelines also stop short of examining how local
revenues freed by the use of revenue sharing funds are redivected,
except when revenue sharing money is intermingled with other funds
so that expenditures cannot be separately accounted'for.71 When
revenue sharing money is intentionally used to supplant State or
local funds, in most instances adept bookkeeping practices may conceal
this fact from the auditors.72

A second requirement intended to promote public accountability
is the reporting process. Two reports must be submitted periodically
to the Office of Revenue Sharing: a planned use report filed before
the beginning of each entitlement period and an actual use report
filed before September 1 of each year. The latter gives the status
of funds as of June 30.73

These reports have three faults., Planned and actual expenditures
are reported according to broad functional categories (e.g., public

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

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

71. Where revenue sharing is shown merely as constituting a
percentage of total expenditures for a particular category, all
expenditures must be examined. 1Ibid,, pp. V-2 and V=3,

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

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

73, 31 C.F.R, 851.11 (Supp. 1973)0

49
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figure 2), This vagueness detracts from their usefulness as a

planning and evaluation tool and as a means for keeping local citizens
well informed. The reports also fail to ask for data on the race,
ethnicity, and sex of beneficiaries.74 Consequently, the direct
impact of revenue sharing on minorities and women cannot be assessed
in relation to their needs and their representation in the population

of a locality.’>

Finally, because revenue sharing dollars can be
substituted for State and local revenues, the reports are of little

value in analyzing the ultimate impact of the program,

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

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

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

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

00
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2
ACTUAL USE REPORT 2
Figure 2, g
General Revenue Shanng provides federal funds directly 10 local and state governments. Your government must publish this ¢
report advising you how these funds have been used or obligated during the year from July 1, 1973, thru June 30, 1974,
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Both reports must be published by recipients in a newspaper
of general circulation in the area before they are submitted to
ORS. They must also be made available to other media, including
minority and non-English-speaking media.76 Since there is no time
limit between publication and submission, the public has little,
if any, opportunity to comment on the reports before they are for=-
warded to ORS.77

make informed judgments on budget decisions from reports that

This, of course, assumes that the citizenry can

describe only a small part of total resowrces available. Even 56;
planned use reports may not represent any serious tininking on the

part of local officials, since they do not have to be submitted

- to the local legislative body for prior approva1.78 Furthermore,

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

76. 31 C.F.R. 851.13 (Supp. 1973).

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

78. In ORS' specific comments to USCCR's manuscript, it seems to
dispute this statement. ORS characterizes the planned use report
as "a condensed version of a portion of the local government budget."
In ORS' general comments, however, it describes the planned use
report as ''speculative and unbinding /in/ nature." It maintains
that "owing to the diversity of the fiscal year among the 39,000
recipient governments, many governments would not be legally able
to commit their revenues at the particular time. In other words,
at that particular point in the budget cycle, the only possible
way in which the Planned Use Report would be filled out would be
an educated guess by the Chief executive officer." ORS Comments.
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respond to public comment or even to spend money as shown on
planned use reports.79

A third method of public accountability lies within the normal
budéet process, State and local governments must provide for the
expenditure of revenue sharing funds according to the laws and
procedures applicable to their own revenues.80 Where public hear-
ings are held on the budget, revenue sharing is often included on
~ the agenda. In some communities, special hearings have been held
on revenue sharing, Historically, however, such hearings have ﬁot
resulted in an effective public role in formulating plans and
policies upon which budgets are based. Moreover, some communities
simply lack'any process for obtaining citizen input.81

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

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

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

single entitlement period. However, because revenue sharing money
does not have to be spent for 2 years, recipients are not required

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

80, 31 U,S.C, B1243(a)(4). Because of this requirement ORS contends
that revenue sharing provides '"new and innovative" ways for holding
public officials accountable. ORS Comments.

81, 1bid., p. 81. In addition, there are at least 4 State legis-
latures that either hold closed hearings or no hearings at all.
Council of State Governments, Budgeting by the States (Chicago,
1967), Table IX,
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however, revenue sharing has not necessarily heralded significant
changes in the status quo.82

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

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

The Budget Process

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

decisions represent the relative importance attached to the many

82, Advisory Commission on Intergovernmental Relations, An ACIR
Re-evaluation, p. 17.
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social, political, and economic forces operating in the community,
including the needs and interests of minorities and women. 1In
essence, the budget is policy translated into dollars and cents.
State and local governments typically have cwo types of
budgets: operating and capital. Capita} expenditures include
expenses for the acquisition of land, building, machinery, furniture,
and other equipment. All nther expenses, such as staff salaries
and maintenance-costs, are operating expenditures., The operating
budget is usually prepared annually and the capital budget normally
covers 5 or 6 yeats.a3
Operatii and capital expenditures have very different effects
o the budget. Operating expenditures, once. undertaken, become -
relatively fixed commitments that gererally are maintained at a
fairly stable level year after year. Capital expenditures, on the
vther hand, fluctuate depending upon governmental priorities in a
particular year. They increase sharply when a major construction
project is undert-ken but may be delayed or eliminated if other
items in the budget are considered more important.
Despite their dissimilarities, operating and capital budgets
are interrelated. Capital prc jects affect future operating budgets
because new facilities must be staffed and maintained. <apital
expenditures also influence e amount of money avai’zble for operating
expenses.
The budget-making process shows some £'milarities among State
and local governments. Variationa on the basic outline depend on
a nuber of factors, including the number and type of services
provided and the size and character of the population served. The
division of responsibility between the chiei executive officer and

the legislative body for policymaking and program opervation also

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

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

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

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

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

Women and racial and ethnic group people are mipvrities in soclo-
cconomic status but majority in number, They are a constituency
State and local governments cannot easily ignore. Budget planning
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and preparation provides an occasion to reevaluate current activities,'
to search out and identify new problems, and to suggest new
activities to meet changing needs and priorities. As representatives

of the people, it is incumbent upon State and local officials to be
mindful of the views of all the electorate.
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Chapter 4

Civil Rights Provisions

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

No person in the United States shall on the

ground of race, color, national origin, or

sex be excluded from participation in, be

denied the benefits of, or be subjected to ek
discrimination under any program or activity ‘
funded in whole orgin part with /[revenue }
Sharina/ funds.... :

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

Discriminatory Acts Prohibited

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

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

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

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

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

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

84, 31 U.S.C, Bl242(a).
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- .6, Denying equal employment opportunity.

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

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

These provisions do not prevent the recipient government from taking
action to overcome the effects of prior discrimination in services

or facilities provided to a geographic area or specific group of
.persons.as % |

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

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

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

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

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

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

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

85. 31 C.F.R, 851.32(b) (Supp. 1973).
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. 7. Using written tests or physical requirements (such as
height, weight, endurance) that are not necessary to the job but
which exclude many minorities and women.

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

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

new to Federal aid programs.86

Compliance Mechanisms

Federal regulations enumerate three mechanisms that may be
employed by ORS to assure compliance with civil rights laws. First,
before making any revenue sharing payments, ORS requires Governors
of all Statcs and chief executive oxficers of local governments to
file a statement of assurance that they will comply with nondiscrimie
nation requirements.a7 ORS also investigates complaints filed by

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

[1t/ plans to deal with such problem areas as identified rather than
to attempt to draft extensive regulatory distinctions for State and
local officials," ORS Comments., The USCCR maintains that ORS could
choose to exercise leadership in this area and clarify what consti-
tutes sex discrimination for the purposes of the revenue sharing pro-
gram. Reguiations could be guided by the current state of Federal
law and mod!fied as necassary.

87, 31 C,F.R. 551032(C) (Supp. 1973)0
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persons who have been subjected to discrﬂminationaa but may conduct
compliance reviews without first receiving complaints.89
All of these methods have shortcomings., Written assurances are
the least effective way of guaranteeing compliance. Few officials
would admit to practicing discrimination if this threatens future
entitlements. The history of this form of "paper compliance' in
Veterans Administration housing, hospitals, welfare programs, aid
to education for the disadvantaged, and other federally-assisted
programs shows that discriminatory practices continue even as State
and local officials certify their compliance with the law.90
The complaint mechanism similarly does not insure nondiscrimi-
nation. The number of complaints filed by private citizens is not
a reliable measure of the prevalence of discrimination. Many citizens
are not- familiar with the law or complaint procedures. One reason
for this was given by Graham W. Watt, Director of the Office Of Revenue
Sharing, before the Subcommittee on Civil Rights and Constitutional
Rights of the House Judiciary Committee on September 6, 1973.

88. 31 C.F.R. 851,32(d) (Supp. 1973).
89. 31 C.F.R. 851.32(e) (Supp. 1973).

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

of 1964--Implementation and Imract, 36 Geo. Wash. L. Rev, 972, 982-
987 (1968) and Washington Rese: rch Project and NAACP Legal Defense

and Educational Fund, Title I «f ESEA: Is It Helping Poor Children?,
rev. 2d ed. (nopo, 1969)0

66




60

As Mr. Watt testified, ORS had made no special effort at that
time to inform the public of appropriate complaint procedures.91
It was not until November 1974 that ORS published a manual describing
civil rights safeguards available under the Revenue Sharing Act.
This publication, entitled General Revenue Sharing and Civil Rights,
covers procedures for filing complaints and actions ORS takes in
seeking compliance.

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

As of June 1, 1974, a year and a half after revenue sharing was
signed into law, the Office of Revenue Sharing had received only 41

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

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

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

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

c¢) '"developing a compliance system thgp includes maximum use of_
existing State and private audits of /revenue sharing recipientg/.""

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

e) "[z7f noncompliance is found, [;brking7'clpse1y with that govern-
ment to achieve voluntary corrective action /before attempting/ to
recover funds or institute court action....'" ORS Comments.

(i
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complaints involving discrimination.93 About half of these were
filed by organizations94 that presumably possess greater familiarity
with the law than the individuals they represent.

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

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

93, Statement of Grakam W. Watt, Director, Uffice of Revenue Sharing,
before the Senate Subcommittee on Intergovernmental Relations, Com-
mittee on Government Operations, June &, 1974,

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

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

by the Lawyers' Committee for Civil Rights Under Law. ORS, however,
does not question that the NAACP and the Lawyers' Committee are
familiar with the nondiscrimination provisions of the Revenue Sharing
Act, ORS Comments.
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but they also consume a significent amount of staff time.96 Reviews

of even a token number nf the 39.000 State and local revenue sharing
recipients each year would iequire & fairly large staff.97 As of
mid-October 1974, the /5 compliance division had a complement of

30 staff positions, only 4 of which were occupied by civil rigits
specialists.98 This staff is responsible for compliance with all
provisions of the act, including civil rights., Most reviews to deter-
mine civil rights compliance, therefore, can only be very cursory.

In fact, ORS has made little progress toward formulating plans to .
conduct systematic compliance reviews. 1In early 1973, with the
assistance of staff temporerily borrowed from other Federal agencies,-
ORS visited 103 jurisdictions that are among those receiving the i

96, For example, the Law Enforcement Assistance Administration
estimates that 100 person-days are required to conduct a compliance
review in a typical large police department, See U.,5, Commission
on Civil Rights, Enforcement Effort--A Rearsessment. . 341, In
order to complete an equal educational sc:':es compli.ince review
of a large school dis‘rict, the Office for Civil Rights regi. nal
office of the Departrieat of Health, Education, and Welfare may con-
sume more than 200 person-days. U.S. Commission on Civil Rights,
Toward Quality Education for Mexican Americans (Washington, D.C.:
Government Printing Office, 1974), p. 56.

97. The Department of Health, Education, and Welfare as of June
1972 employed nearly 180 professional st.ff members who spent mnre
than half their time on enforcement of Title VI of the Civil Rights
Act of 1964 in elementary and secondary education, U.S. Commission
on Civil Rights, Enforcement Effort--A Reassessment, p. 201. At
that time, there were approximately 17,500 public school systems
throughout the Nation. HEW considered this staff size clearly in-
adequate, and 350 additional positions were requested.

98, Most of the remaining positions th~t have been filled are
occupied by auditors. The 30 compliance positions authorized by
Congress fall short of the 51 requested by ORS. Nevertheless,
within the staffing limitations imposed by Congress, ORS can employ
any combination of people with different specialties. ORS' emphasis
1s clearly on enforcement of audit requirements.

0
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largest revenue sharing allocations.ggh Although ORS refers to these
as compliance reviews, they weire more for the purpose of signifying
~ to recipients that ORS was prepared to enforce the law and to explain
to rceipients their obligations under the law.100

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

Each jocality was visited by two people for only 1 day.101 This is
v no means sufficient time or personnel to complete a full compli-
ance review. Moreover, the major part of the visits was devoted to
matters relating to audit procedures, financial reporting, budgeting,
and appropriations processes rather than to civil rights.

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

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

programs funded by revenue sharing. A similar enumeration by sex

was not requested even though sex discrimination is expres.ly pro-

hibited by the Revenue Sharing Act.lo2

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

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

101, Department of the Treasury, Office of Revenue Sharing, Com-

pliance by the States and Large Urban Jurisdictions--Initial Report
(Washington, D.C,: Government Printing Office, 1973), p. 3.

102. ORS feels that this description of the circumstances surrounding
its compliance visits to the 103 jurisdictions receiving the largest
allocations misconstrues the purpose of those visits. ORS Comments.
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Remedies Available Through ORS
Even 1f ORS were to determine that a recipient is in violation

of civil rights provisions, the procedures set forth in its regula-
103 First,
the chief executive officer of the government and the Governor of

tions for seeking compliance are rather long and involved,

the State are notified. The Governor has 60 days to secure compliance,
If the Governor fails or refuses to secure compliance, the Director
of ORS may do one of several things: —

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

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

3) take other action authorized by law,

ORS regulations spell out in detail the steps it will take in
seéking compliance pursuant to Title VI of the Civil Rights Act of
1964, A second notice is sent to the offending recipient, followed
by at least 10 djys during which additional efforts to seek compli-
ance with civil rights laws may be made by ORS., If these efforts fail,
the recipient has the opportunity to appear before an administrative
law judgelo'5 for a formal hearing. An adverse decision by the admin-
istrative law judge can be appealed first to the Secretary of ghe
Treasury and then to the U,S, Circuit Court of Appeals.

If the recipient refuses to comply and has exhausted all avenues

of appeal, ORS must then file a report with the House Ways and Means
Committee and the Senate Finance Committee setting forth the

103, 31 C,F.R, 851,32(f) (Supp. 1973).

104, Title VI states that the Federal Government may terminate or
refuse to grant or continue assistance to a recipient when, after
opportunity for a hearing, it is determined that the recipient has
violated nondiscrimination requirements.

105, Administrative law judges, who may not necessarily be lawyers,
are usually appointed by the U.S. Civil Service Commission. They
have the power to administer oaths, take evidence, hear oral argu=
ments, and make an initial decision in the case.

.4.41 .
]
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circumstances and reasons in support of fund termination. Thirty
days aré allowed for the committees to review the report before
action 1s finally taken, The very length and complexity of these
procedures are intended to provide due process for revenue sharing
recipients. The need to redress discrimination speedily, however,
is equally important and deserves greater consideration. -

After completing this process, a revenue sharing recipient
found in noncompliance is required to repay the amount of money
spent on a project or activity inthich discrimination was found.
Furthermore, the recipient receives no more revenue shar ing money
until the Secretary of the Treasury is satisfied that it has begun
to observe civil rights rules and regulations. The financial penalty
for civil rights violation, however, is not as harsh as that for
-violating "prioiity expenditure"” restrictions. A local govermment. .
must pay 110 percent of the amount épent in nonpriority areas.l06

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

"The suit alleged that ORS had failed to comply with its own
regulations because it had not initiated effective administrative
action in response to a complaint. The complaint charged that the
Chicago police department, which receives revenue sharing money,
discriminates against blacks and Spanish-surnamed persons in hiring
and promotion practices. Contrary to the regulations, neither the
Governor of Illinois nor the Mayor of Chicago were even notified of
the city's noncompliance. On April 4, 1974, a Federal district

106. 31 C.F.R. 851.31(c) (Supp. 1973).

/".""'\J/




66

court ruled that ORS must begin administmtive proceedings immedi-

ately.1°7

The Philosophy Guiding ORS' Civil Rights Compliance Effort

ORS' rather passive approach to civil rights compliance can
perhaps be attributed to the philosophy under which it operates.
ORS maintains that its éompliance responsibilities far exceed those
of other Federal agencies by virtue of the amount of money it dis=-
burses ($30.2 billion over 5 years) and the number of eligible
Jrecipients to which it makes gagments (39,000). It arEﬁZs that 1f
it were to proceed on the basis of suspected noncompliance, its
compliance effort would be so substantial as to contradict Congress'
intent to provide State and local governments with flexibility in the
use of funds. Finally, ORS believes that ''governments will comply
with a law which they favor if t -$1 clearly know the nature of their
responsibilities. %8 \

107. Robinson v, Shultz, No. 74-248 (D.D.C,, April 4, 1974), On
April 9, ORS wrote the Mayor of Chicago that use of revenue sharing
funds to support the city's police department violated nondiscrimina=-
tion requirements and requested that negotiation of a consent decree
be expedited in litigation already instituted bywthe Department of
Justice. A letter was also sent to the Governor of Illinois asking
for help to secure compliance. Later, ORS concluded that a voluntary
compliance settlement was not possible. On May 22, 1974, ORS informed
the Mayor of Chicago and the Govermor of Illinois that the matter had
been referred to the Justice Department., See Department of the
Treasury news release, Office of Revenue Sharing, 'Revenue Sharing
Discrimination Case Referred to Justice,' May 28, 1974. Also in
question in this case was ORS' power temporarily to defer funds pend=
ing the outcome of an administrative hearing., The court ruled that
ORS has such authority, which it can use at its own discretion. ORS,
however, 1s opposed in practice to utilizing this means for seeking
compliance with civil rights provisions. ORS feels this court action
represents "the exception and not the rule." QRS Comments,

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

Court Remedies

Legal remedies may also be sought directly through the courts.,
Lawsuits may be initiated by aﬁy private citizen without first
exhausting administrative remedies available through ORS, Further,
if a pattern or practice of discrimination is clearly established,
the Department of Justice can file court actions apart from ORS
administrative proceedings. To date, the Department of Justice has
neither filed a court suit nor entered an gg;ggglog brief on behalf
of revenue sharing plaintiffs, A

In at least one community pfivate citizens have initiated court
action. This route was taken by blacks in Alton, Illinois, who
through various subterfuges had been denied access to eligibility
1ists from which the city selected employees for the police and fire
departments; The city council authorized the use of revenue sharing

109, A noninvolved party may file a separate amicué curiae, or
"griend of the court,"” brief in which it states its position in
support of one of the parties. .
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funds to increase the number of police officers and firefighters.
There was no possibility that these new positions would be filled by
blacks, since no black candidates were on the eligibility lists for
appointment to the positions., In Morse v. Krepel, a Federal district
court issued a restraining order prohibiting the city from making
appointments from the existing eligibility 11st, 110
Cases such as this one are of particular significance because
they show that revenue sharing can be a useful means for combating
employment discrimination in State and local govermment. These
units of government are among the largest and fastest-growing employers
in the United States, with about 11 million workers on their payrolls.111
Yet employment opﬂortunities for minorities and women are restricted
by discriminatory personnel actions, Barriers to equal employment
have been especially severe in the fields of police and Iire protectionm,
where city governments are allocating about half of their revenue
sharing money.112 |
Cases that strike down employment discrimination will ultimately

affect the way goverrment units utilize their revenue sharing funds.

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

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

112, Of the functions commonly performed by cities and towns,
about two=fifths of the municipal work force is engaged in police
and fire protection., International City Management Association,
Municipal Yearbook: 1971, p. 188, For an analysis of discrimina-
tion in State and local governments, see U,S. Commission on Cinvil
Rights, For All The People...By All The People (Washington, D.C.:
Government Printing Office, 1969).
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1f minority persons and women are represented among those who make
policy gnd administer programs, there will be a greater chance that
those programs to which minorities and women assign high priority

will be funded,




PART 1II

SPECIAL REVENUE SHARING

Special revenue sharing is a second response to some of the
shortcomings of categorical aid programs. Under special revenue
sharing, a number of categorical grant programs are consolidated
into une program, Matching fund requirements and the necessity
of submitting program plans or applications for approval are
eliminated. The amount of money a particular jurisdiction receives
is determined by a formula that takes .into account appropriate
fact:ors.n'-3 Within a broad functional area, such as manpower train-
ing or community development, récipient govermments are free to spend
money according to their own priorities. As with general revenue
sharing, the rationale is to put decisionmaking power into the hands
of local officials, who presumably understand the needs of their
communities better than the Federal Government,

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

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




Chapter 1

Manpower Revenue Sharing

0f President Nixon's proposed special revenue sharing programs,
manpower revenue sharing was the first to become law, Early in
1973, the administration expressed its intent to implement manpower
revenue sharing without waiting for congressional authcrization. The
Department of Labor (DOL) issued directives114 delegating substantially
more  decisiommaking power to State and local government officials
over manpower programs authorized under the Manpower Development and
Training Act of 1962 (MDTA) and the Economic Opportunity Act of 1964
(EQA).115 Members of Congress questioned the authority of DOL to
make such sweeping unilateral changes in manpower programs without

its legislative guidance.116

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

On Decemper 28, 1973, former President Nixon signed the Compre-
hensive Employment and Training Act (CETA)117 into law. CETA replaces
MDTA, Title I of the EOA, and the Emergency Employment Act of 1971.
The new act authorizes various programs for meeting manpower needs.

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

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

116, H,R, Rep. No., 93-288, 93rd Cong., lst Sess. (1973), p. 4, and
S. Rep. No. 93"414’ 93rd Cong., 1lst Sess. (1973), P 9.

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

50,0 - percent of the amount is allotted on the basis
of the previous year's manpower allotment;

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

; 12,5 percent of the amount is allotted on the basis
of the relative number of adults in families
t below the low-income level,

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

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

3} State and local governments may continue programs previously

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

employment opportunities for unemployed and underemployed persons,

Q .?9
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Somewhat less latitude is given to State and local officials in
carrying out programs funded under Title II of the act. Title II

continues the Public Employment Program (PEP) previously authorized by

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

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

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

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

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

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

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

118, Under the Emergency Employment Act of 1971, the unemployment
trigger was 6 percent for 3 consecutive months., 42 U,S.C. B4875(c)(1l).

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

120. See Secs. 98.21 and 98.40 to 98.49 of 39 Fed, Reg. 19917-19920
(1974), As of June 26, 1974, only regulations for Titles I and II

o and for Indian manpower prugrams and the lgé summer youth program
‘R]C under Title IIIL had been published. :

A ruiToxt provided by ER
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local governments are required to submit statements of assurance
that they are complying with nondiscrimination laws.121

In addition, complaints may be filed with DOL after a citizen
exhausts administrative remedies available for the prime sponsor.
To be considered a formal allegation by DOL, a complaint must be
precise enough to determine against whom the complaint is made and
to allow the respondent an opportunity for defense. The Assistant
Regional Director for Manpower of DO, must make a prompt investiga-
tion of all formal allegations. Finally, DOL may also conduct in-
depth, onsite compliance reviews of State and local governments
against which no complaint has necessarily been lodged but which
are suspected of practicing discrimination.

1f a finding of noncompliance with civil rigats laws is made,
the Secretary notifies the prime sponsor and requests that it secure
compliance. If this is not done within 60 dais, the Secretary may
terminate financial assistance and bring administrative action or
recommend legal action against the prime'sponsor.122

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

The regulations also provide some means of holding public officials
accountable for the expenditure of manpower training funds. These in-
clude manpower planning councils, submission of reports, and publica-

tion of program summaries. Manpower planning councils are empowered

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

122. See Sec. 98.21 of 39 Fed. Reg. 19917 (1974).
123. 1Ibid.

o §
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to recommend program plans; analyze needs for employment, training,
and related services; and monitor and evaluate manpower programs,
The councils must be comprised of representatives of business, labor,
educational institutions, employment services, community-based
organizations, and the people being served.124 There is no specific
. requirement, however, that minorities and women be fairly represented
on these councils. Thus, they are not assured of a real opportunity
to influence manpower programs. |

Three reports are required from prime sponsors. The Quarterly
Progress Report, filed at the end of each fiscal quarter, summarizes
the types of programs funded, the t.umber of people served, outcomes
for the participants in terms of employment or further training,
125 The Summary of Client Characteristics

Report contains aggregate data on the characteristics of program

and the costs incurred.

participants.126 The report of Federal Cost Transactions provides
financial information on the total amount of Federal money disbursed.l27
These reports have at least one serious drawback. Detailed in-
formation is not required on the race, ethnic background, and sex of
participants according to the type of training program they are
enrolled in and the type of employment in which they are subsequently
placed. Thus, the reports are not helpful in determining whether
minorities and women are being trained for and placed in menial jobs

or in jous that hold limited opportunity for advancement,

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

127. I1d., Sec. 98.10.
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State and local prime sponsors are also required under Titles I
and 11 tvo publish program summaries in local newspapers, including
minority newspiupers where feasible, at least 30 days in advance of
their submission to DUL.128 The likelihood that the summaries will
be published in minority newspapers is diminished by the fact that,
in ambiguous fashion, this i. required only where ''feasible."
Moreover, publication in non-English-language or bilingual newspapers
is not sperifically mentioned. '

The regulatione fall far short of ensuring women and minorities

a role in planning, monitoring, and evaluating manpower programs.
Like general revenue sharing, decisionmaking authority is turned ;
over to those governments closest to the people, but the intimate |
involvement of the people in governmental affairs does not necessarily

i extend to everyone. M'norities and women must vake the initiative
in gaining a voice in State- and locally-sponsored manpoﬁer programs,
Knowledge of manpower laws and regulations, familiarity with man-

power program plans, and representatién on planning councils are

the toois for achieving that goal.

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

&3




Chapter 2

Other Special Revenue Sh.ring Proposals

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

Community Development

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

Title I of this act covers community development. Effective
January 1, 1975, categorical aid programs for open space land grants,
urban beautification and historic preservation, public facility loans,
water and sewer and neighborhood facilities grants, urban renewal
and neighborhood developmeut program grants, and Model Cities supple=

mental grants are to be terminated.13o

In their place the act
authorizes for appropriation a total of $8.4 billion in community
development block grants over a 3-year period. Annual disbursements
are limited to $2.5 billion in fiscal year 1975 and $2.95 billion

each in fiscal years 1976 and 1977.

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

130. Rehabilitation loans will also be ended on the first anniversary
of the act.
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These funds are to be distributed according to a standard

131 Eighty percent of.community

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

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

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

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

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

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

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

3) code enforcement in deteriorated or deteriorating areas.

4) clearance, demolition, removal, and rehabilitation of
buildings.

132. Small communities that have been participating in Model Cities,
urban renewal, or code enforcement will receive the same '"hold-
harialess' treatmen. even though they are entitlcd to nothing under
the formula, In addition, the act prescribes that of the $8.4
billion authorized for formula-based allocations, $50 million each
for fiscal years 1975 and 1976 shall be set aside for distribution
to communities in metropolitan areas that have no formula entitle-
ment and have not been participating in urban renewal, Model Cities,
or code enforcement programs, Funds will be allocated to these
jurisdictions according to population, amount of housing overcrowding,
and extent of poverty (counted twice). The act permits the Secretary
of Housing and Urban Development to set aside another 2 percent of
the funds for discretionary grants for new communities, areawide
community development programs, disaster aid, correction of in-
equities resulting from the regular allocation provisions, and

U.S. territories and the Trust Territory of the Pacific Islands.

o 86
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5) relocation payments for those displaced by community
development activities. '

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

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

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

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

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

people in certain neighborhoods.133

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

" HUD's powers to review the performance of approved applicants
and to adjust assistance levels accordingly is similarly limited.
It may intervene only if the program carried out was substantially
different from that described in the application, if the recipient
cannot execite its program in timely fashion, or if the program did
not :onform to legal requirements.

One provision with which recipient governments are expected to
comply is that prohibiting discrimination on the basis of race, color,
na:ional origin, or sex. When discrimination is found, HUD must
notify the chief elected official of the locality and give that official
60 days to correct the violation. Failing this, HUD may take action
to terminate, reduce, or limit the availability of grant payments,
Alternatively, HUD may refer the matter to the U.S. Attorney General
for legal action, Suits brought by the Attorney General may call for
recovery of amounts spent in violation of nondiscrimination require~

ments.,

s
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Education

In 1973, President Nixon also proposed a Better Schools Act
calling for the consolidation of about 30 educational programs into
special revenue sharing. Programs to be consolidated included
education for the disadvantaged, education for the handicapped,
vocational education, adult education, "impact' aid for children
residing on Federal property and attending public school, and
certain support services. At the same time, termination of fﬁnding
was proposed for Titles II and V of the Elementary and Secondary
Education Act (ESEA), Title III of the National Defense Education
Act (NDEA), Parﬁ.aza of the Education Professions Development Act
(EPDA), and aid to schools with students whose parents work for
the Federal Government but do not live on Federal property.l34

The Better Schools Act met with little favor in Congress.

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

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

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

134. ESEA Title II (20 U,S.C, #821-827) funds are used for the
purpose of school library resources, textbooks, and other instruce
tional materials. ESEA Title V (20 U,S.C. 8861-869a) provides funds
for strengthening State and local education agencies. NDEA Title

IIT (20 U.S.C. 8441-455) provides financial assistance for strengthen-
ing instruction in certain critical subjects, including mathematics
and science, EPDA Part B-2 (20 U.S5.C, 81108-1110¢) provides funds

for attracting and qualifying teachers to meet critical teacher
shortages. '
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consolidated programs for support services and innovation and simpli-
fied the grant application process.135
Law Enforcement

In 1973 Peesident Nivon also proposed to replace dblock grants
allocated by the Law Enforcement Assistance Administration (LEAA)
under the Omnibus Crime Control and Safe Streets Act of 1968.136
This law enforcement revenue sharing proposal would have abolished
matching fund requirements and eliminated the necessity for program
plans to be approved before recipients are given funds. Congress
chose instead to extend the 1ife of LEAA's block grants under the
Crime Control Act of 1973137

matching fund requirements were reduced. Nevertheless, limitations

Some restrictions were loosened,Aand

were not relaxed to the extent envisioned in the administration's
proposal,
% * * %

These special revenue sharing proposals were part of President
Nixon's effort to reform the Federal grant system, Whether refoim
comes in the form of special revenue sharing or merely grant consoli-
dation, the intent is to maximize State and local responsibility for
planning and management, to consolidate overlapping Federal grant
programs, and to simplify Federal grant administrative requirements,
The'purpose is to allow each level of government to focus attention
on the functions best performed at its level. In achieving this
purpose, however, the Federal Government cannot forget that one of
its functions is the protection of civil rights. Equal opportunity
for minorities and women cannot be sacrificed for the sake of establishe
ing a new balance of power between governments.

135. Pub, L. 93-380 (Aug. 21, 1974),
136, 42 U.S.C. 83701 et seq. _

1370 Pub. L. 93-83 (Augo 6, 1973) U,S, Code Conao & Ad: Newszza
(1973).
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SUMMARY |

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

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

Ceneral Revenue Sharing

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

The act prohibits discrimination on the bases of race, color,
national origin, and sex. The Office of Revenue Sharing (URS) in
the Department of the Treasury is responsible for maintaining com-
pliance with this law and taking appropriate legal action when a
recipient is found in violation of nondiscrimination provisions. ORS,
towever, has been complacent in living up to this civil rights mandate.

j Only 4 staff people are engaged full-time in civil rights compliance
activit*es, Although experience with other federally-assisted programs
indicates that a system of periodic compliance reviews is essential
if nondiscrimination provisions are to be adequately enforced, ORS

138. 31 U.S.C, B2 7L et seg.
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has yet to organize such an effort. To date, it has confined its
civil rights activities almost solely to processing complaints.
Since complaints are frequently not filed owing to fear of reprisal
and unfamiliarity with the law and complaint procedures, émong other
reasons, this is a rather weak Qpproach to civil rights enforce. :c.
Even if the Office of Revenue Sharing were to improve its
enforcement program, still other circumstances militate against the
interests of minorities and women., The law lists a number of
"priority areas'" in which revenue sharing money may be spent. These
are so inclusive that almost any expenditure may be justified. With-
in this broad range of choices, projects to which minorities, women,
and other special interest groups attach greatest priority may not
be funded. Nondiscrimination provisions do not require that minorities
and women be afforded an equal voice in spending decisions.
Initiativ:s Lo discourage irresponsible or unpopular actions on
the part of local officials must come primarily from local residents.
As Graham Wat“, Director of ORS, has acknowledged:

The whole idea is that the mayors, the county

councils and i:he governors ought to be account~ _
able for the use of /revenue sharing/ funds to -
their constitufggy and not to the bureaucracy

in Washington.

Several Federal categorical aid programs have stringent community
participation requirements. With revenue sharing, however, citizens
must exercise the initiative in seeking a truly influential role in
the decisionmaking process. Planned and actual use reports required
by ORS serve little useful purpose. They do not ask for information
on the race, ethnic background, and sex of beneficiaries of programs
or activities funded with revenue sharing money. Moreovér, expendi-
tures are reported according to broad functional categories, obscuring

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

139, John Wilpers, "Revenue Sharer Watt: The Administrator of a
Dream," Covernment Executive, Vol. 5, March 1973, p. 22.

~y
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when the contents of the reports are published in the local newspaper
in accordance with the law, citizens are not told that general revenue
sharing money is being spent to purchase new fire engines or launch
police recruitment programs for minorities and women, but rather that
it is being spent generally for public safety.

In many localities, public opinion has been solicited on proposed
general revenue sharing expenditures at regularly scheduled or special
hearings. However, public hearings typically come at the end of the
budget cycle after the budget is in nearly final form. They do not
provide any real opportunity for citizens to participate in the day-

t -day formulation.of plans and policies that are later translated
into dollars and cents.

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

Special Revenue Sharing

Public vigilance is also important under spacial revenue sharing,
Several categorical grant programs are consolidated into one program
and, as with general revenue sharing, greater decisionmaxing authority
is shifted to State and local officials. Of four proposals for
special revenue sharing in the areas of manpower, community develop=-

ment, education, ggd law enforcement, the first to become law is

Signed by President Nixon on December 28,

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

140, Pub. {1 93-203 (Dec. 28, 1973) U.S. Code Cong. & Ad, News 925
(1973).

03
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State and local governments as prime sponsors of manpower
programs.

Discrimination on the grounds of race, color, national origin,
sex, handicap, political affiliation, and beliefs is prohibited.
The Department of Labor (DOL), the administering Federal agency,
1s responsible for enforcing civil rights compliance of State and
local governments. In turn, States and localities must monifs;
contractors and grantees that operate their manpower programs.

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

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

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

- * * x *

Revenue sharing compels minorities and women to turn their atten-
tion tg State and local governments. State and local officials=-not
Federal bureaucrats--are primarily responsible for setting spending
priorities for this new form of Federal aid. Decisionmaking is

,‘f‘
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returned to the government closest to the people, but the responsive=-

ness of State and local officials depends largely on the initiative

of thosz they are supposed to serve. Revenue sharing will benefit
minorities and women only to the extent that they are able to play
a constant and intimate role in making policy and operating public

programs at the State and local level.
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To provide fiscal ansistance to State and local governments, to authorize Federal
collection of State individual income taxes, and for other purposes. *

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

TITLE I--FISCAL ASSISTANCE TO STATE AND LOCAL
GOVERNMENTS

Subtitle A—Allocation and Payment of Funds

SEC. 101. SHORT TITLE.

This title may be cit.d as the “State and Local Fiscal Assistance Act
of 1972",

SEC 102, PAYMENTS TO STATE AND LOCAL GOVERNMENTS,
Except as otherwise provided in this title, the Secretary shall, for
each entitlement period, pay out of the Trust Fund to—
(1) each State government a total amount equal to the entitle-
ment of such State government determined under secticn 107 for

such period, and
(2feeach unit of local government a total amount équal to the

enti.to(ei.ment of such unit determined under section 103 for such

peri
In the case of entit.ement periods ending after the date of the enact-
ment of this Act, such payments shall be made in installments, but not
less often than once for each quarter, and, in the case of quarters
ending after September 30, 1972, shall be paid not later than 5 days
after the close of each quarter. Such payments for any entitlement
period may be initially made on the basis of estimates. Proper adjust-
ment shall be made in the amount of any payment to a State govern-
ment or & unit of local government to the extent that the payments
previously made to such government under this subtitle were in
excess of or lessthan the amounts required {0 be paid.

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

(8) IN GeNerar.—Funds received by units of local government
ander this subtitle may be used only for priority expenditurr .. For
purposes of this title, the term “priority expenditures” mean only—

¢ (1) ordinary and necessary maintenance and operating expenses
0!‘ e
. (A) public safety (including Iaw enforcement, fire protec-
tion, and building code enforcemenc),
(B) environmental protection (including sewage disposal,
sanitation, and pollution abatement),
(Cy pub]ic transportation (including transit systems and
streets and roads), o
Dg health,
E) recrestion,
F') libraries,
(3) social sérvices for the poor o, aged, and
H) financial administration ; and
: (2) ordinary and necessary capital expenditures authorized by
AW,

(b) Cerrirroates by Locan Goverwments—The Secretary is
authorized to accept a certification by the chief executive officer of
nnit of local government that the w:it of local government has used

89
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the funds received by it nnder this subtitle for anentitlement period

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

fication is not sufficiently relinble to euable him to carry out his duties

unider thistitle,

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

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

(h) DerErMiNaTiors gy Seererary or THE TreasURY.—1f the Sec-
retary has reason to believe that a State government or unit of local
government has used funds received under this subtitle in violation of
subsection (a). he shall give reasonable notice and opportunity for
hearing to such government. If, thereafter, the Secretary of the Treas-
ury determines that such government has used funds in violation of
subsection (a). he shall notify such government of his determination
and shall request repayment to the United States of an amount
cqual to the funds so used. To the extent that such government fails to
repay such amount, the Secretary shall withhold from subsequent
payiients to such government under th's subtitle un amount equal to
the funds so used,

© (c) Increastd StaTe orR Locan GoverNyznt REVENUER-—No State
government or unit of local government shall be determined to have
used funds in violation of subscction (a) °vith respect to any funds
received for any entitlement period to the extent thut the net revenues
redeived by it from its own sources during such period exceed the net

~ revenues received by it from its own sources during the one-yeer perio!
beginning July 1, 1971 (or one-half of such net revenues, in the case
of an entitlement period of 6 nionths),

(d) Drprosits aNn Transrrrs 10 GExERAL Frsp.—Any amount
repaid by u State government or unit of locsl government under sub-
section (b) shall be deposited in the general fund of the Treasury. An
amount equal to the reduction in payments to any State government or
unit of local government which results froin the application of this see-
tion (after any judicial review under section 143) shiall be transferred
from the Trust Fuud to the general fund of the Treasury on the day
on which such reduction becomes final,

(e) CrrTIFICATES by STATE ANd Locar GovernmenTs.—The Secre-
tary is authorized to accept a certification by the Governor of a State
or the chief executive officer of u unit of local government that the
Ntate government or unit of local government has not used any funds
received by it under t@is subtitle for an entitlement period in violation
of subsection (- ** unless he determines that such certification is not
s:lflliciuntly reliable to enable him to carry out his duties under this
title, .

SEC. 105. CREATION OF TRUST FUND; APPROPRIATIONS.
(a) Trust Funn.—

(1) In oENERAL—There is hereby etablished on the books of
the Treasury of the United States a trust fund to be kncwn as the
“State and Local Government Fiscal Assistance Trust Fund”
(referred to in this subtitle as the “Trust Fund”). The Trust Fund
shall remain available without fiseal year limitation and shall con-
sist of such amonnts as may be appropriated to it and deposited
in it us prov ided in subsection (b). Except as provided in this title,

{.:
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amounts in the Trust Fund may be used only for the payments to
State and local governments provided by this subtitle.

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

(b) APPROPRIATIONS.—
(1) In oENeraL—There is appropriated to the Trust Fund, out

of amounts in the general fund of the Treasury attributable to the -

collections of the Federal individual income taxes not otherwise
appropriated— )
(A) for the period beginning January 1, 1972, and ending
June 30, 1972, $2,650,000,000; )
(B) for the period beginning July 1, 1972, and ending
December 31, 1972, $2,650,000,00;
(C) for the period beginning January 1, 1973, and ending
JUIIO 30’ 1973, $2’987’5m,000; . R
(D) for the fiscal year beginning July 1, 1973,
$6,050,000,000 ;
(E) for the fiscal year beginning July 1, 1974,
$6,200,000,000; .
(F) for the fiscal year beginning July 1, 1975,
$6,350,000,000; and L )
(G) for the |_)leriod beginning July 1, 1976, and ending
December 31, 1976, $3,325,000,000. .

(2) NoNcOoNTIGUOUS STATES ADJUSTMENT AMOUNTS.~—There i8
appropriated to the Trust Fund, out of amounts in the 1epneml
fund of the Treasury attributable to the collections of the Federal
individual income taxes not otherwise appropriated— )

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

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

(C) for the period i;egmning January 1, 1973, and ending
June 30, 1973, $2,390,000 ; .

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

(E) for the (;en beginning July 1, 1976, and 2nding
December 31, 1976, $2,390,000.

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

(c) Transrrrs FroM TrusT Funp o GeEnerat Funp.—The Secre-
tary shall from time to time transfer from the Trust Fund to the
5eneral. fund of the Treasury any moneys in the Trust Fund which he

etermines will not be needed to make payments to State governments
and units of local government under thissubtitle.

SEC. 108. ALLOCATION AMONG STATES,

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

(b) DETERMINATION OF ALLOCARLE AMOUNT.—

Report to
Congress,
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(1) Ix aENERAL—~—For purposes of subsection (), the amount
allocable toa State nnder t}lis subsection for any entitlement period
shall be determined under paragraph (2),except that snch amount
shall be determined under paragraph (3) if the amount allocable
to it under paragraph (3) 1s greater than the sum of the nmounts
allocable to it under paragraph (2) and subsection (c).

(2) ‘T'nrek racror rorsvra.—For purposes of parngraph (1).

- the amount allocable to a Ntate under this paragraph for uny
entitlement period is the amount which bears the same ratio to
S3.300,000,000 ag—

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

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

3) Five racror rorMuvLa.—For purposes of paragraph (1), the
amount allocable to u State under this paragraph for any entitle-
ment period is the amount to which that State would be entitled

86 STAT, 922

(\) Y5 of $3.500,0004:00 were allocated umong the States on
the basis of population,

(B) V4 of $3.500,000,000 were allocated nmong the States on
the busis of urbanized population,

(C) Vg of $3.500.000,000 were alloeated among the States on
the basis of population inversely weighted for per capita
mneome,

(D) V4 of $1.800,000.000 were allocated nmong the States on
the basis of income tax collections, and

(E) 14 of $1.800,000,000 were allocated among the States on
the busis of general tax effort.

(¢) NONCONTIGUOUS STATES ADJUSTMENT.—

(1) Ix geNeraL.—~In addition to amounts allocated among the
States under subsection (a), there shall be allocated for each
entitlement period, out of amounts appropriated under section
105(b) (2), an additional amount to any State (A) whose alloca.
tion under subsection (b) is determined by the formula set forth
in paragraph (2) of that subsection and (B) in which civilian
employees of the United States Governntent receive an allowance

89 Stat, 517, under section 5941 of title 5. United States Code.

: (2) DerErRMiNaTION OF AMoUNT.—The additional amount allo-
enble to any State under this subsection for any entitlement period
is an anlount equal to & percentage of the amount allocable to that
state under subsection (b) (2) for that period which is the same
as the percentage of basic pay received by such employees sta-
tioned 1 that State as an allowance under such section 5941, If
the total amount appropriated under section 105(b) (2) for any
entitlement period is not sufficient to pay in full the addlitional
amonnts allocable under this subsection for that period, the Sec-
retury shall reduce proportionately the amounts so allocable.

SEC. 107. ENTITLEMENTS OF STATE GOVERNMENTS,

i) Division BrerweeN StatE Anp Locan Governments.—The
State government shall be entitled to receive one-third of the amount
allocated to that State for each entitlement period. The remaining
portion of each State's allocation shall be allocated among the units
of local government of that State as provided in section 108. ‘

th) Stare Musr MaiNTAIN “TRANSFERS To LocAL GOVERNMENTS.—
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(1) Geseran gvre—"The entitlement of any State government
for any entitlement period beginning on or after July 1, 1973,
shall be reduced by the amount (if any) by which—-

(A) the avernge of the aggregate nmonnts transferred by
the State government (out of its own sonrees) during such
seviod and the preceding entitlement peviod to all units of
‘ocnl government insuch State, is less than,

(B) the similar aggregate nmount for the one-year period
beginning July 1,1971,

For purposes of subparagraph (A), the amount of any rednetion
in the entitlement of a State government under this subsection
j for any entitlement period shall, for subsequent entitlement
periods, be treated as an amount transferred by the State govern-
1 nt (out of its own sources) during such period to nnits of
~al government in such State,

(2) ADIUSTMENT WHERE STATE ASSUMES RESPONSIRILITY FOR

VTEGORY OF EXPENDITURER,—1f the State government establishes
to the satisfaction of the Secretury that sinee June 30,1972, it has
wssumed vesponsibility for a eategory of expenditures which
(before July 1, 1972) was the responsibility of local governments
located in such State, then, under regulations preseribed by the
NSecretary, the aggregate amount taken into account under par-
graph (1) (B) shall be reduced to the extent that inereased State
vovernnient spending (out of its own sonrces) for such category
hs replaced  corresponding amounts which for the one-year
period beginning July 1, 1971, it transferred to units of focal
government.

(3) ADIUSTMENT WHERE NEW TAXING POWERS ARE CONFERRED
UPON LOCAL GOVERNMENTS.—]If n State establishes to the satisfac-
tion of the Secretary that since June 30, 1972, onre or more units of
local government within such State have had conferred upon them
new taxing anthority, then, under regulations prescribed by the
Seeretary. the nggregate amount taken into account nnder para-
graph (1) (B) shall be reduced to the extent of the larger of-—-

: (A) an amonnt equal to the amount of the tuxes collected
by reason of the exercise of such new taxing authority by
sich local governments, or

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

No amount shall be taken into consideration nnder subparagraph

(A) if sneh new taxing authority is an increase in the authorized
rate of tax under a previously authorized kind of tax. unless the
State is determined by the Secretary to have decreased a related
State tax.

{4) SPECIAL RULE FOR PERIOD BEGINNING JULY 1, 10738.—~In the
case of the entitlement periad beginning July 1. 1973, the precedd-
ing entitlement period for purposes of paragraph (1) () shall
he treated as being the one-year period beginning July 1, 1972,

(5) SPRCIAL RULK FOR PERIOD BEGINNING JULY 1, to7e,—In the
cuse of the entitlement period beginning July 1. 1976, and ending
December 31, 197¢. the aggregate amount taken into acconnt un-
der paragraph (1) () for the preceding entitlement period and
the aggregate amount taken into account under paragraph (1)
(BB) shall be one-half of the amounts whieh (but for this para-
graph) wonld be taken into account,
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m)_ Repverion ix eNTITLEMENT.—If the Secretary has reason
to believe that paragraph (1) requires a reduction in the entitle-
ment of any State government for any entitlement period, he shall

ive reasonable notice and opportunity for hearing to the State, If.
thereafter, he determines that paragraph (1) requires the reduc-
tion of such entitlement, he shall also determine the amount of
such reduction and shall notify the (iovernor of such State of
such determinations and shall withhold from subsequent puyments
to such State government under this subtitle an amount equal
to such reduction,

(7) 'TRANKFER To GENERM. FUND.—An amount equal to the
veduction in the entitlement of any State government which
results from the application of this subsection (after any judicial
review under section 143) shal! be transfeired from the Trust
Fund to the general fund of the Treasury on the day on which
such reduction becomes final.

SEC. 108, ENTITLEMENTS OF LOCAL GOVERNMENTS, -

(8) ArLocatioN AMona County AReAs.—The amount to be allo-
vuted to the units of local government within a State for any entitle-
ment period shall be allocnted among the county areas located in that
Ntate so that each county area will receive an amount which bears the
snme ratio to the total amount to be allocated to the units of local
governnient within that State as—

(1) the population of that county area, multiplied by the
genernl tax effort factor of that county area, multiplied by the
reiative income factor of that county area. bears to

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

(1) SLLocaTION 10 CoUNTY (GOVERNMENTS, MUNICIPALITIES, TOWN-
siees, E1e—

(1) CouNTY GOvERNMENTS.—The county government shall be
aliocated that portion of the amount alloceted to the county area
for the entitlement period under subsection (a) which bears the
saine ratio to such amount as the adjusted taxes of the county
government bear to the adjusted taxes of the county government
and all other mnits of local government located in the county area.

(2) OTHER UNITS OF 10¢AL GOVERNMENT,—The amount remain-
ing for allocation within a county area after the ap})lication of
paragraph (1) shall be allocated among the units of local gov-
ernment (other than the county government and other than town-
ship governments) located in that county area so that each unit
of local government will receive an amount which bears the snme
ratio to the total amount to be allocated to all such units as—

(A) the population of that local government, multiplied by
the general tax effort factor of that local government, inulti-
rlied by the relative income factor of that local government,
bearsto )

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

(3) TowNsHIP GovERNMENTs.—If the county urea includes one
or more township governments, then before applying paragraph
(2)—

{A) there shall be set aside for allocation under subpara-
graph (B) to such township governinents that portion of the
amount ullocated to the county area for the entitlement
period which bears the same ratio to such amount as the sum

101
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of the ndjusted tuxes of all such township governments hears

- to the nggregate adjusted taxes of the county government,
such township governments, and all other units of local gov-
ernment Io«-utmrin the county urew, and

(B) that portion of each umount set aside under subpara-
graph (\) shall be allocated to each township government
on the sume basis as wmounts are alloeated to units of loeal
government under paragraph (22), :

1f this puragraph applies with respect to any county urea for any
entitlement period, the remaining portion allocated under para-
graph (2) to the units of local government locsted in the county
area (other than the county government and the township govern-
ments) shall be appropriately reduced to reflect the amounts set
uside under subpuragraph (\).

(4) INDIAN TRIBES AND ALASKAN NaTIvE vinLages.—If within n
county aren there is an Indinn tribe or Alaskan native villuge
which has o recognized governing body which performs substan-
tin! govenmental functions, then before upplying paragraph (1)
there shall be allocated to such tribe or \'i’lngu u portion of the
amonnt alloented to the county ares for the entitlement period
which beurs the sume ratio to such amount us the population of
that tribe or village withia that county area bears to the popula-
tion of that county urea. If this paragraph applies with respect
to any county area for any entitlement period, the amount to be
allocated under puragmph (1) shall be appropriately reduced
to reflect the amount ullocated under the preceding sentence, 1f
the entitlement of any such tribe or village is wuived for any
entitlement period by the governing body of thut tribe or village,
then the provisions of this parugraph shall not apply with respect
to the minonnt of snch entitlement for such period.

(5) Ruwe vor sMALL UNEER oF GOVERNMENT.—If the Secretary
determines that in any county aren the data uveilable for any
entitlanent period ure not mfoquatu for the application of the
formulas set forth in paragraphs (2) und (3) (B) with respect to
units of locul government (other thun n county govermment) with
n population below a nuber (not more than 50) prescribed for
thut county aren by the Secretary, he may apply paragraph (2)
or (3) (B) by alloeating for such entitlement period to each such
unit located in that county area an amount which beary the sane
ratio to the total nmount to be allocated under paragraph (2)
or (3)(B) for such entitlement period as the population of such
unit bears to the population of all units of Ioca‘ government in
thut conunty aren to which allocations are mude under such varn-
graph. H the preceding sentence applies with respect to anr
county uren, the total amount to be allocated under paragraph
(2) or (3)(I3) to other units of local government in that county
nrea for the entitlement period shiall be wppropriately redueed
to reflect the amounts alloeated nunder the preceding . ntence,

(6) ENTITLEMENT —

() In eeseran—Except as otherwise provided in this
puragruph. the entitlement of nny unit of locul government for
any entitlement period shall be the amount atlocated to such
unit under this subsection (after tuking into account any
applicable modification under subsection (c¢)).

(B) MAXIMUM AND MINIMUM PER CAFITA ENTITLEMENT.—
Subjeet to the provigions of subpurugraphs (¢') and (D), the
{wr cupita amount allocated to uny county arew or uny unit of
ocal govermnent (other than a county government) within a

1G22
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State nnder this section for any entitlement period shall not
be less than 20 pereent, nor more than 145 percent, of two-
thirds of the amonnt alloeated to the State under section 106,
divided by the population of that State,

(') LastramoN.—The amount alloeated to any unit of
local government under this section for any entitlement period
shall not exceed 50 percent of the sumof (i) such government’s
adjusted taxes, and (ii) the intergovernmental transfers of
revenue to such government (other than transfers to such
government under this subtitle),

(D) LNTITLEMENT LESS THAN $200, 0R GOVERNING BODY
watves ENTITLEMENT.—If (but for this subparagraph) the
entitlement of any unit of loeal government below the level of
the county government—

(1) would be less than $200 for any entitlement period
(5100 for an entitlement pi.iod of 6 months), or
(ii) is waived for any entitlement period by the gov-
erning body of such wnit,
then the amount of such entitlement for such period shall (in
lieu of being })ui(l to siuch unit) be added to, and shall be-
come a part of, the entitlement for such period of the connt
government of the county area in which such unit is located.

(V) ADJUSTMENT OF ENTITLEMENt,—

(\) Ix aeNerat—In adjusting the allocation of any county
area or unit of local government, the Secretary shall make any
adjustment required under paragraph (6) (B) first, any adust-
ment required under paragraph (6) (C) next, and any adjustment
required under paragraph (6) (1)) last.

(B) ADIUSTMENT FOR AFPLICATION OF MAXIMUM OR MINIMUM
rER carrra ENTITLEMENT.—The Secretary shall adjust the alloca-
tions made under this section to county areas or to units of local
governments in nny State in order to bring those allocations into
compliance with the provisions of paragraph (6) (B). In making
such adjustments he shall make auy necessary adjustments with
restect to county arens before making any necessary adjustinents
with respect to units of local government.

~ ((') ADJUSTMENT FOR APPLICATION OF LIMITATION.—In any case
in which the amount allocated to a unit of locnl government is re-
duced under paragraph (6) (C) by the Secretary, the amount of
that reduction—

(1) in the case of  unit of local government (other than a
county government), shall be added to and increase the
nllocation of the county government of the county area
which it is located, unless (on account of the application of
paragraph (6)) that county government may not receive it,
in which case the amount of the reduction shall be added to
and increase the entitlement of the State government of the
State in which that unit of local government is located ; and

(ii) in the ease of a county government, shall be added to
and increase the entitlement of the State government of the
State in which it is located.

{¢) Srecrat ArrocATioN RuLes,—

(1) OpTIONAL PORMULA.—-A State may by law provide for the
nllocation of funds among county areas, or among units of local
government (other than county governments), on the basis of the
population multiplied by the general tax effort factors of such
areas or nnits of local government, on the basis of the population

96 STAT, 926
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multiplied by the relative income factors of such areas or units
of loeal government, or on_the basis of a combination of those
two factors. Any State which provices by law for suck a variation
in the allocation fortpula provided by subsection (a), or by para-
graphs (2) and (3) of subscction (b), shall notify the Secretary
of such law not later than 30 days before the beginning of the first
olntiltllcment period to which such law is to apply. Any such law
shall—

(A) provide for atlocating 100 percent of the aggregate
amount to be alloeated under subsection (a), or nn(ﬁzr para-
grnrhs (2) and (3) of subsection (b) :

(B) apply uniformly throughout the State; and

(') apply during the perind begiuning on the first day of
the first entitlement period to which it applies and ending
on December 31, 1976,

(2) CerriFicarion.—Paragraph (1) shall apply within a State
only if the Secretary certifies that the State lJaw complies with
the requirements of such paragraph. The Secretary shall not
certify any such law with respect to which he receives notifica-
tion later than 30 duys prior to the first entitlement period dur-
ing which it is to apply.

(d) GoveryseNtan Derixitions axo Renaten Rewnrs—For pur-
poses of this title—

(1) UN1Ts OF LocAL GOVERNMENT.—The term “unit of local gov-
ernnent” means the government of a county, municipality, town- -
ship, or other unit of government below the State which is a unit
of general government (determined on the basis of the same prin-
ciples as are used by the Bureau of the (ensus for general statis-
tical purposes). Such term also means, except for purposes of
paragraphs (1), (2), (3), (5), (8)(C), and (6)(D) o subsec-
tion (b), and, except for purposes of subsection (c), the recog-
nized governing b(xry of an Indiantribe or A laskan native village
which performs substantial governmental functions,

(2) CERTAIN AREAS TREATED As covnTiEs,—In any State in
which any unit of local governnient (other than a county govern-
ment) constitutes the next level of government below the State
governmnent level, then, except as provided in the next sentence,
the geographic area of such unit of government shall be treated
as u county aren (and such unit of government shall be treated as
a comnty government) with respect to that portion of the State's
geographic area. In any State in which any county area is not
voverned by a county government but contains two or tore units
of loeal government, such units shall not be treated as county
governments nnd the geographic areas of such units shall not. be
treated as county areas,

(3) Towssutps.—The term “township™ includes equivalent
subdivisions of government having different designations (such
as “towns™), und shall be determined on the basis of the same
principles as are nsed by the Burean of the Census for gencral
statistical purposes,

(4) UNITS OF LOCAL GOVERNMENT LOCATED 18 LARGER ENTITY.—A
unit. of local government shall be treated as located in a larger
entity if part or all of its geographic aren is located in the larger
entity. . '

(5) ONLY PART OF UNIT LOCATED 1N LARGER ENTITY —If only part
of n unit of local government is located in n larger entity, such
part shall be treated for allocation purposes s o separate unit of
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‘ocal g ovormment. and all computations shall, ex(-oﬁ)t us otherwise
provided in regulutions, be mude on the basis of the ratio which
the estimated population of such part bears to the population of
the entirety of such unit,

(6) Bovspary cna NGES, GOVERNMENTAL REORGANIZATION, ETC.—
£, by reason of boundury line changes, by renson of State statn-
tory or constitutional changes, by renson of annexations or other
rovernmental reorgunizations. or by reason of other circum-
stances, the application of any provision of this section to units of
local government does not carry out the purposes of this subtitle,
the application of such provision shall be made, under regulations
prescribed by the Secretary, in o manner which is consistent. with
sich purposes. '

SEC. 109. DEFINITIONS AND SPECIAL RULES FOR APPLICATION OF
ALLOCATION FORMULAS,
ta) In GrNERAL.—For purposes of this subtitle—

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

(2) UrsaNizep poPrLaTiON,—Urbanized population means
the population of any area consisting of a central city or cities of
MU0 or more inhabitants (and of the surrounding closely settled
territory for such city or cities) which is treated as an urbanized
urea by the Bureau of the (ensus for general statistical purposes.

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

é;}) PeRrsoNAL INCcoME.—Personal inconie means the income of
individuals, as determined by the Department of Commerce for
national income accounts purposes, _

(5) DATES fFOR DETERMINING ALLOCATIONS AND  ENTITLE-
MeNTs.—Except as provided in regulations, the determination of
nllocations and entitlements for any entitlement period shall be
nade as of the first day of the third month immediately preceding
the beginning of such period,

(6) INTERGOVERNMENTAL TRANSPERS.—The intergovernmental
transfers of revenue to any government are the amouats of revenue
received by that government from other governments as a shars in
tinancing (or as reimbursement for) the performance of govern-
mental functions, as determined by the Burenu of the Census for
general statistical purposes.

(7) DATA USED; UNIFORMITY OF DATA.—

(A} Generaw rULE--Except as provided in subparagraph
(B), *te data used shall be the most recently availuble data
provided by the Bureau of the Census or the Depaitment of
(Commerce, as the case may be,
« (B) Usk or esmimares, gre—Where the Secretary deter-
mines that the data referred to in subparagraph (A) are not
current enough or are not compreliensive enough to provide
for equitable allocations. he may use such additional data
(including data based on estimates) as mnny be provided for
in regulations, :
(b) Incomr Tax AMoUNT oF States—For pnrposes of this sub-
title—

(1) In aeNeraL—The income tax amount of any State for any
entitlement period is the income tax amonnt of such State us deter-
mined nnder pamgraphs (2) and (3).

1G5
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(2) Income rax amovst,—The income tax amount of any State
for any entitlement period is 15 percent of the net amount collected
frrom the State individual income tax of such State during 1972 or
(if later) during the last calendar year ending before the begin-
ning of such entitlement period.

(3) CeiLiNg AND FrLoor.—The inconie tax amonn* of any State
for any entitlement period—

(A) shall not exceed 6 percent, and ' o

(B) shall not be less chan 1 percent, ‘

of the Federal individual income tax liabilities attributed to such
State for taxable years ending during 1971 or (if later) during
the last calendar year ending before the beginning of such entitle-
ment period. -

(4) STATE INmVIDUAL INCOME TAX.—The individnal income tax
of any State is the tax imposed npon the income of individuals by
such State and described as a State income tax under section
164(a) (3) of the Internal Revenue (lode of 1954, 78 Stat, 40,

(5) FEUERAL INDIVIDU AL INCOME TAX-LIAMLITIES, — Federal indi- 26 USC 164,
vidunl income tax linbilities attributed to any State for any period
shall be deterniined on the same basis as such liabilities are deter-
mined for such period by the Internal Revenue Service for general
statistical purposes,

. () GENERAL TAX EFFORT OF STATES. -

(1) In aeNExaL—For purposes of thissubtitle—

(A) GENERAL TAX EFFORT FACTOR—The genernl tax effort
factor of any State for any entitlement period is (i) the net
amount collected from the State and local taxes of such State
during the most recent reporting yvear, divided by (ii) the
aggregate personal income (as defined in paragraph (4) of
subsection (n)) attributed to such State for the same period.

(B) GeNERAL TAX kFFoRT AMOUNT.—The general tax effort
amount of any State for any entitlement periad is the amount
determined by mltiplying—

(i) the net umount collected from the State and local
{uxvs of such State during the most recent reporting year,
W
“(ii) the general tax etfort fuctor of that State.

(2) STATE AND LOCAL TAXFS.—

(A) Taxes Takey aNTo accorNrt—The State and local

tuxes taken into account under paragraph (1) are the coni-
misory contributions exacted by the State (or by any unit of
ocal government or other political subdivision of the State)
for public purposes (other than employee und employer
assessments and contributions to finance retirement and social
insurance systems. and other than special assessments for
capital ontlay). as such contributions are determined by the
Bureau of the Census for general statistical purposes,

(B) MosT RECENT REPORTING YEAR—The most. recent
reporting year with respect to any entitlement period consists
of the years taken into account by the Burean of the Census
in its most recent general determination of State and local
taxes made before the elose of such period.

(d) CGexERaL Tax Errort Facror oF Covsty Area.—For purposes
of this subtitle, the general tax etfoit factor of any county area for
any entitlement period is—

(1) the adjusted tuxes of the county government plus the ad-

86 STAT, 929
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justed taxes of each other unit of local government within that
county area, divided by

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

(¢) Generar Tax EFrrorr Facror or UNiT or Locat, Govery-
MENT.—For purposes of thissubtitle—

(1) IN aeNerar.—The general tax effort factor of any unit of
loeal government for any entitlement period is—

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

(13) the aggregate income (as defined in paragraph ‘3) of
subsection (a)) attributed to that unit of local governaent,

(2) ADJUSTED T.AXES.—

(A) IN aeskran—The adjusted taxes of any unit of local
government are— )

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

(ii) adjusted (under regulations prescribed by the
Q«-cwtary{ by excluding an amount equal to that portion
of such compulsory contributions which is properly
nllocable to expenses for education. '

(B) CERTAIN SALES TANES COLLECTED BY coUNTirs.—In any
ease where—

(i) a county government exacts sules taxes within the
geographic area of a unit of local government and
transfers part or all of such taxes to such unit withont
specifying the purposes for which such unit may spend
the revenues.and

(ii) the Governor of the State notifies the Secretary
that the requirements of this subparagraph have bheen
met with respect to such taxos,

then the taxes so transferred suall be treated as the taxes of
the unit of local government (und not the taxes of the
county governient).
(f) Rruative Incose Facror—For purposes of this subtitle, the
relative income factor is a fraction—

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

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

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

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

(g) ArvocatioN Rorrs ror Five Facror Forstvra.—For purposes
of section 106(b) (3)—

(1) ArrocaTion oN mAsIs oF poptLATION.—Any allocation

ey among the States on the basis of population shall he made by
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allocating to each State an amount which bears the same ratio to
the total amount to be all ~ated as the population of such State
bears to the population of all the States.

(2) ALLOCATION ON BASIS OF URBANIZED rorvLATION. —Any
allocation amony the States on the lasis of urbanized population
shall be made Ly allocating to each State an amount which hears
the same ratio to the total amount to be alloeated as the urbanized
population of such State bears to the urbanized population-of all
the States,

(3) ALLOCATION ON BASIS OF POPULATION INVERSELY WEIGHTED
FOR PER CaprTa 1NcoME—Any allocation among the States on
the basis of populaiion inversely weighted for per capita income
shall be made by allocating to each State an amount which bears
the same ratio to the total amount to be allocated ag—

(A) the population of such State, multiplied by a fraction
the numerator of which is the per capita income of all the
States and the denominator of which is the per enpita income
of cuch State, hears to

B) the sum of the products determined under subpara-
graph (.\\) for all the States,

(4) SLLOCATION ON BASIS OF INCOME TAX COLLECTIONS —Any
aliocation among the States on the basis of income tax collections
shall be made by allocating to ench State an amount which bears
the snme ratio to the total amount to be allocated as the income tax
amonnt of such State bears to the sum of the income tax amounts
of all the States.

(3) ALLOCATION ON BASIS OF GENERAL TAX ¥rFoRT.—.\Any allo-
cation among the States on the basis of general tax effort shall be
made by allocating to each State an amount which bears the sane
ratio to the total amount to be allocated as the general tax effort
amonnt of such State bears to the sum of the general tax effort
amounts of all the States.

Subtitle B—~Administrative Provisions

SEC. 121. REPORTS ON USE OF FUNDS; PUBLICATION.

(a) Reports ox Use of Funps—Each State government and unit
of local government which receives funds under subtitle A shall, after
the close of ench entitlement period, submit a report to the Secretary
setting forth the amounts and purposes for which funds received dur-
ing such period have been spent or obligated. Such reports shall be in -
snch form and detail and shall be submitted at such time as the
Necretary may prescribe.

(b) Rerurts oy PLansep Use or Fryps.—Each State fm'ornment
and unit of local government which expects to receive funds under
subtitle A for ar. entitlement period beginning on or after January 1,
1973. s subn. . a veport to the Secretary setiing forth the amounts
and purposes for which it plans to spend or obligate the funds which
it expects to receive during such period. Such reports shall be in such
form and detail as the Secretary may preseribe and shall be submitted
at such time before the beginning oF the entitlement period as the
Necretary may prescribe.

(c) PunricatioN axp PraLicity of Rrrorts.—Each State govern-
ment and unit of local government shall have a cor 5’ of each report
submitted by it under subsection (a) or (b) published in a newspaper
which is published within the State and has general circulation within
the seographic aren of that government. Each State government and
unit of local government shall advise the news media of the publica-
tion of its reports pursuant to this subsection,
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SEC. 122. NONDISCRIMINATION PROVISION.

(a) IN GeNeEraL~—No person in the United States shall on the
ground of rave, color, national origin, or sox be exeluded i 1 partici -
pation in, be denied the benetits of, or be subjected to diserimination
under any program or aetivity funded in whole or in part with funds
made available under subtitle A,

(b) Auvrnontry o Skerkrary.—3 lenever the Secretary determines
that a State government or unit of local government has failed to
comply with subsection (1) or un applicable regulation, ha shall notify
the GGovernor of the State (or,in the case of n unit of local government,
the Governor of the State in which such unit is located) of the non-
compliance and shall request the Governor to secure compliance, If
within & reasonable period of time the Governor fuils or refuses to
secure compliance, the Secretary is authorized (1) to refer the matter
to the Attorney (Gieneral witl .« recommendation that an appropriate
civil action be instituted: () to exercise the powers and functions
provided by title VI of the Civil Rights Act of 1964 (42 U.8.C. 2000d) ;
or (3) totake such other action us may tr: provided by law,

(c) AvTHORITY OF ATTORNEY GENERAL—W hen o matter is veferred
to the Attorney GGenernl pursnant tosubsection (1), or whenever he has
reason to believe that o State government or unit of locul govermuent is
engnged in a pattern op practice in violation of the provisions ¢f this
section, the Attorney Genernl may bring a civil netion in any appro-
printe United States district court for such ve'ief ns may be nppro-
priate, including injunctive relief.

SEC. 123, MISCELLANEOUS PROVISIONS,

{n) Assrraxces o e Seereranv.—In order to qualify for any
payment under subtitle A for any entitlement pericd beginning on or
nfter Junuary 1, 1973, a State govermuent or unit of local goveriment
must establish (in accordunce with regulations prescribed by the See-
retary, vnd, with respect to a unit of local govermnent, after an
opportu.ity for review and comment by the Governor of the State in
which such unit is located) to the satisfaction of the Secretary that—

(1) it will establish'n trust fund in which it will depesitall pay-
ments it recedves under subtitle A ;

(2) it will use amounts in such trust fund (including any
interest earned thereon while in such trust fund) during such rea-
ronuble period or periods as may be provided in such regulations:

(3) inthe case of a unit of local governmuent, it will use amounts
in such trust fund (inelnding any mterest enrned thereon whi'e in
such trust fund) only for priority expenditures (ns defined in
section 103(a)), and will pay over to the Secretury (for depesit
in the general fund of the Treasury) an mmonnt equal to 110 per-
cent of any muount expended out of such trust fund in violation of
this paragraph, unless such amount is promptly reonid to such
trust fund (or the violation is otherwise corrected) nfter notice
and opportunity for corrective nction:

(4) 1t will provide for the expenditure of mnounts received
under subtitle A only in aceardance with the laws aud procedures
nppli)cnble to the expenditure of its own revenues:

(5) it wi ,—

(A) use fiscal, m-(-nnntintz. i andit procedines which
conform to guidelines estblished therefor by the Secretary
(after conzultation with the Comptroller (feneral of the
United States),

(B) provide to the Secretary (and to the Comptroller (Gen.
eral of the United States), on reasonable notice, ncecess to, and
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the right to exumine, such books, documents, papers, or ree-

ords g the Seervtary may rensonably zequire for purposes of
reviewing complinnee with this title (or, in the ense of the
Comptroller Genernl,us the Comptroller Gonernl iy renson-

ably Tequire for purposes of reviewing complinnee and oper-

ations under subsection (¢) (2)), and

(C) make such annunl and interim reports (other than Reports,

reports required by section 121) to the Secrotary as he ny
reasonnbly tequire;

(6) all laborers and mechanics employed by continctors or sub-
contructors in the perfornmnee of work on any construction proj-
vet, 25 percent or more of the costs of which project ere pui(s out -
of its trust fund establishea vnder pumgrulbl (1), will be paid
wages at rates not less than those prevailing on similar coustruc:
tion in the locality as determined by the Secretary of Labor in
accordance with the Davis-BBacon Act, as amended (40 US.C.
276a-276n-5), und that with respect to the labor standnrds speci- 49 Stat, 1011,
fied in this paragraph the Secretary of Labor shall act in accocd-
ance with Reorganization Plan Numbered 14 of 1950 (15 F.R.
3176 64 Stut. 1267) and section 2 of the Act of June 13, 1934, 5 USC app,
ag amended {40 U.S.(C. 276¢) ; 63 Stat, 108,

(7) individunls employed by it whose vages ave puid in whoelo
or in part out of its trust fund established under paragraph (1)
will be paid wages which are not lower than the prevailing rates
of pay for persons employed in similar public oceupntions by the
saime employer; and

(8) in thie case of a unit of local government as defined in the
second sentence of section 108(d) (1) (relating 1o governments of
Indian tribes and Alaskan native villages), it will expend funds
received by it under subtitle A for the benefit of members of the
tribe or village residing in the connty arven from the allocation of
which funds are allocated to it under section 108(b) (4).

Paragraph (7) shall apply with respect to employees in nny eategory
only if 25 percent or more of the wnges of nll employees of the State
overnment or unit of local government in such category nre paid

from the trust fund established by it under paragraph (1).

(b) WithnoLpiNG oF PayMeNTs.—If the Secretary determines that
1 State government or unit of local government has fuiled to comply
substantially with any provision of subsection (a) or nny regulations
prescribed thereunder, after giving reasonable notice and opportunity
for u hearing to the Governor of the State or the chief exccutive ofticer
of the unit of local government. he shall notify the State govermment
or unit of local government that if it fails to take corrective action
within 60 days from the date of receipt of such notifiention further
payments to it will be withheld for the remainder of the eititlement
period and for any subsequent entitlement period until such time as
the Secretary is satisfied that appropriate corrective action has been
taken and that there will no longer be any failure to comply. Until he
ia satisfied, the Secretary shall make no further payments of such
nmounts,

(c) AccourNTING, AUDITING, AND EVALUATION —

(1) In oxnEraL.—The Secretary shall provide for such account-
ing and auditing procedures, evaluations, and reviews s mny he
neceasary to insure that the expenditures of funds received under
subtitle ‘A by State governments and units of local government
comply fully with the requirements of this title. The Secretary is
anthorized to accept nn audit by a State of such expenditures of a
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State government or unit of loeal government if he determines that
such audit and the audit procedures of that State nye sufliciently
reliable to enable him to earry out his duties under this title.

(2) CoMprmoller (TENLRAL SHALL BEVIEW COMPLIA NeE—The
Comptroller General of the United States shall make such reviews
of the work as done by the Secretary, the State governments, and
the units of local government as may be necessary for the Con-
gress to evaluate eomplianee and operntions under this title,

Subtitle C—~General Provisions

SEC. 141, DEFINITIONS AND SPECIAL RULES.

() Secrerary.—For purposes of this title, the term “Secretary”
means the Secretary of the Trensury or his delegate, ‘The term »Seeye-
tary of the Treasury™ means the Seerctary of the Treasury per-
sonally, not including any delogate,

(b) ExtrriesMest Perton—For purposes of this title, the term
“entitlement period™ means—

(1) 'The period beginning Jannary 1, 1972, and ending June 30,
1972,

(2) The period beginning July 1, 1972, and ending Decem-
ber 31,1072,

(3) The period beginning January 1, 1973, and ending June 30,
173,

(4) The one-year peviods beginning on July 1 of 1973, 1974, and
1975,

(5) The period beginning July 1, 1976, and ending Decem-
ber 31,1976,

(¢) Digrnicr or CoLussia.— :

(1) TREATMENT AN STATE AND LOUAL GOVERN MENT.—For pur-
poses of this title, the District of Columbia shall be trented both—

(A) as a State (and any reference to the Governor of o
State shall, in the case of the Distriet of Coluibia, be treated
us u reference to the Commissioner of the District of
Columbin). and

(BB) as a county aren which has no units of loeal govern-
ment (other than itself) within its geographic aven,

(2) REDUCTION IN CASE OF INCOME TAX ON NONRESIDENT 1XDIVID-
vats—If there is hereafter enacted a law imposing a tax on
income earned in the District of Columbia by individuals whoe are
not residents of the District of Cohunbia, then the entitlenent of
the District of Columbia under subtitle A for any entitlement
period shall be reduced by an amount equal to the net collections
irom such tax during such entitlement period attributable to
individuals who are not residents of the District of Columbia. The
|m-m-\‘xin;{; sentence shall not apply if—

(A) the District of Cohunbin and Maryland enter into an
angreement under which ench State agrees to impose a tax
on income earned in that State by individuals who are resj-
dents of the other State, and the District of Columbia and
Virginia enter into an agreement under which each State
ngrees to impose & tax on income earned in that State by
individuals who are residents of the other State, or

(B3) the Congress enacts a law direetly imposing n tax on
income earned in the District of Columbia by midividunls who
nre not regidents of the District of Columbia,
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SEC. 142, REGULATIONS,
(8) GeseraL Rur.—The Secretary shall prescribe such regula.
ng ]may be neceseary or appropriate to carry out the provisions of «
title,
(b) ApminwtraTive Procentre Act To ArrLy.—The rulemaking
provisions of subchapter LI of chapter b of title b of the United States
(ode shall apply to the regulations prescribed under thistitle for enti- 80 Stat, 381,
tlement periods beginning on or after January 1, 1973 5 USC 551,

SEC, 143, JUDICIAL REVIEW.
(a) Prrrrions por Review.—-Any State which receives a notice of
reduction in entitlement under section 107 (b), and any State or unit
of local government which receives a notice of withholding of pay-
ments under section 104(b) or 123(b), may, within 60 days after
receiving such notice, file with the United States court of appeals for
the circuit in which such State or unit of local government is located
a petition for review of the action of the Secretary. A copy of the peti-
tion shall forthwith boe transmitted to the Secretary; a copy shall also
forthwith be transmitted to the Attorney General.,
(b) Recorn,—The Secretary shall file in the court the record of the
proceeding on v:hich he based his action, as provided in section 2112
of title 28, United States Code. No objection to the action of the 72 Stat, 9413
Secretary shall be considered by the court nnless such objection hag 80 Stat. 1323,
been urged before the Sccretary.
(¢) Junspierton oF Covrr.—The court shall have jurisdiction to
affirm or modify the action of the Secretary or to set it aside in whole
or in part. The findings of fact by the Secretary, if supported by sub-
stantial evidence contained in the record, shall be conclusive, However,
if any finding is not supported b{ substantial evidence contained in
the record, the court may remand the case to the Secretary to take
further evidence, and the Secretary may thereupon make new or
modified findings of fact and may modify his previous actions. Ie
shall certify to the court the record of ani' further proceedings. Such
new or modified findings of fact shall likewise be conclusive if sup-
ported by substantial evidence contained in the record.
(d) Review sy Sterese Covrr.—The judgment of the court shall
be subject to eview by the Supreme Court of the United States upon
certiorari or certification, as provided in section 1244 of title 28,
United States Code. 62 Stat, 928,

SEC, 144, AUTHORITY TO REQUIRE INFORMATION ON INCOME TAX
RETURNS.

(n) GENERAL RULE.~—
(1) INFORMATION WITH RESPECT TO PLACE OF RESIDENCE—Sub-
part BB of part 1I of subchapter A of chapter 61 of the Internal
Revenne Code of 1954 (relating to income tax returns) isamended 68A sStat, 731,
by adding at the end thereof the following new section: 26 USC 6001,

“SEC. 6017A. PLACE OF RESIDENCE.

“In the case of an individual, the information required on any
return with respect to the taxes imposed by chapter 1 for any period 26 Usc 1,
shall include information ss to the State, county, municipality, and
any other unit of local government in which the taxpayer &an an
other individual with respect to whom an exemption is claimed on such
return) resided on one or more dates (determined in the manner pro-
vided by regulations prescribed by the Secretary or his delegnte)
during such period.”

(2) Crericar, AMENDMENT—The table of sections for such
subpart B is amended by adding at the end thereof the following: -

Ay
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“Nee, OITA, Pinee of rosldence.”

(b) Civir, Penarry.—

(1) IN ueNERat—Subehnpter B of chapter 68 of the Internal
68A Stat, 821; Revenue Code of 1954 is amended by adding at the end thereof
85 Stat., 551, the following new section:
¢6 USC 6851 uyR(C, 6687, FAILURE TO SUPPLY INFORMATION WITH RESPECT TO

PLACE OF RESIDENCE,

*(u) Covin Penavry—~If uny person fails to include on his return
any informution regnived under section GO1TA with respect to his place
of residence, he slmlll puy u penalty of ¥5 for ench such failurve, unless
it is shown that such tailure is due to rensonuble cause.

“tb) Derciesey Proceotres Nor To Avewy—Subchapter B of

26 UsC 6211, clinpter 63 (relating to deticiency provedures for income, estate, gift,
26 USC 4940, and chapter 42 taxes) shuil not apply in respect of the assessment or
colleetion of any penalty imposed by »ubsection (u).”

(2) Cremean ameNoseNT.~The tuble of sections for such snb-

chapter I3 is amended by udding ut the end thereof the following:

“Nee, B68T, Failure to supply Information with respect to place of
residence,”
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Title 31=—Money and Finance: Treasury

CHAPTER —MONETARY OFFICES,
DEPARTMENT OF THE TREASURY

PART 51—FISCAL ASSISTANCE TO STATE
AND LOCAL GOVERNMENTS

By notice of proposed rulemaking ap-
pearing In the FrosmaL Recister for
Thursday, February 22, 1073 (38 FR
4918), regulations were proposed in order
to disburse entitlement payments to
States and unit of local government
under the State and Local Fiscal Assist-
ance Act of 1972 (Public Law 92-512) for
the.entitlement period beginning Janu-
ary 1, 1973, and for entitlement periods
subsequent thereto. A public hearing with
respect to such proposed regulations was
held on March 26, 1973. After consider-
ation of all such relevant matter as was
presented by Interested persons regard-
ing the proposed regulations, certain
changes were made, and the proposed
regulutions are adopted by this docu-
ment, subject to the changes indicated
helow:

Section 51.2(4) —~The second sentence
of §51.2(1) of the proposed regulations
+8 changed to read as set forth below.

Section §1.3.—8ection 51.3 of the pro-
posed regulations is changed by deleting
the final sentence.

Section 51.4—A new § 51.4 is inserted
to read as set forth below.

Section 51.5—A new § 651.6 is inserted
to read as set forth below,

Section 51.11—~The second sentence
of paragraph (a) of §651.11 of the proe
posed regulations is changed to read as
set forth below.

The third sentence of paragraph (b)
g:ll 51.11 is changed to read as set forth

oW,

Section 51.13.—The second sentence of
paragraph (a) of §51.13 of the proposed
reguiations {8 changed to read as set
forth below. ’

Paragraph (b) of §561.13 of the pro-
posed regulations is changed {o read as
set forth below.

Paragraph (c) of §51.13 of the proe
posed regulations {s changed to read as
set forth below.

Section 51.20.—8ection 51.20(d) of the
proposed regulations is changed by delet-
ing the word “population” as it appears
immediately prior to the phrase “ade
Justed taxes”, as set forth below.

Section 51.24.—Paragraph (a) of
§ 51.24 of the proposed regulations is
changed to read as set forth below.

Section 51.26.—Paragraph (d) of
'§ 51.26 of the proposed regulations is
changed by inserting a new clause after
the phrase "beginning July 1, 1971" as
set forth below.

Paragraph (f) of § 51.26 is changed by
deleting the period at the end of the
paragraph, ingserting a comma and add-
ing a new clause as set forth below.

Paragraph (h) of § 51.26 is deleted and
& new paragraph (h) is inserted to read
&8 set forth below.

Paragraph (§) of § 51.26 is changed by
inserting the word “Secretary's” prior
to the phrase “Trust Pund”, as set forth

w’
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Section 5§1.28.—The first sentence of
§51.28 of the proposed regulations is
changed by inserting a perfod after the
word “practicable” and by deleting the

pbrase “after the beginning of an ap-.

glicablc entiticment period”, as set forth
elow.

Section 51.50.—The first sentence of
paragraph (a) of §51.30 of the proposed
regulations 1s changed to read as set
forth below.

A new paragraph (b) of §51.30 is
inserted to read as set forth below.

Paragraph (b) of the proposed regula-
tions is redesignated as paragraph (¢),
" Paragraph (c) of the proposed regulae
tions is redesignated as paragraph (d)
and is changed to read as set forth below.

Paragraph (d) of §51.30 is redesig-
nated as paragraph (e) and is changed
to read as set forth below.

Paragraphs (e) and ) of the nroe
posed regulations are redesigr.at A &1
paragruphs (f) and () resnectively.

Section. §1.31.—~A new paragraph (b)
is add~d to § 51.31 of the proposed regu-
lations, to read a3 set forth below.

Paragraph (b) of §51.31 is redesig-
nated as paragraph (c).

Section §1.32.—The second sentence of
paragraph (a) of § 51.32 of the proposed
regulations is changed by deleting the
period at the end of the sentence, insert-
ing a comma, and adding a clause as set
forth below.

Subsection (4) of paragraph (b) of
$51.32 of the proposed regulations is
changed by deleting the word "citizens”
and inserting the word "persons”, as set
forth below.

A new paragraph (b)(5) of § 51.32 of
the proposed regulations is inserted to
read as set forth below.

A new sentence is Inserted after the
first sentence of paragraph (d) of § 51.32
to read as set forth below.

The second sentence of paragraph (d)
of §51.32 of the proposed regulations is
changed by deleting the word "an” bee
fore the word “investigation” and by in-
serting the words “a prompt” before the
word “investigation”, as set forth below.

The first sentence of paragraph (f) (1)
of § 51.32 of the proposed regulations is
changed by adding a phrase after the
word “notity” as set forth below.

Paragraph (£) (3) of § 51.32 is changed
to read as set forth below.

Paragraph (1) (3) (v) of §51.32 of the
proposed regulations is changed to read
as set forth below.

Section 51.40.—The first sentence of
paragraph (b) of §51.40 of the proposed
regulations is changed to reud as set
forth below.

The second sentence of paragraph (b)
of §51.40 of the proposed regulations is
changed by deleting the first two words
which reads “Permission for", as set forth
below.

Paragraph (d) of § 51.40 is changed to
read as set forth below.

Section 51.41.—~Paragraph (a) of
§561.41 of the proposed regulations is
changed by deleting the word “will” in
the second sentence and inserting the
word “may", as set forth below.

Paragreph (b} of §51.41 of the pro-
t osed regilations is changed by deleting
the word '‘will” In the first sentence and
‘nserting the word “may'. The second
entence of paragraph (b) is changed by
deleting f}» word “will” and inserting
the worc¢ “may” and by deleting the
phrase "¢ & minimum”, as set forth
below.

Paragra.h (b) (4 Is changed to read
as set for.li below.

Paragrabhi (c) of §51.41 of the pro-
pose:d regiantions is changed by deleting
the word "“will” In the second sentence
and insert!vg the word “may”, as set
forth below.

The second sentence of paragraph
(¢) (1) is chunged by inserting the clause
“they consider” prior to the word “prac-
ticable”, as set forth below.

Paragraph ¢c) (3) of § 561.41 is changed
0 read as set forth below.

Paragraph (¢) (4) of § 51.41 is changed
b/ the additior. of a new sentence im-
n.ediately following the first sentence,
which addition reads as set forth below.

Becaus2 the purpose of these regulae
tions is to provide immediate guidance
to the States and units of local govern-
ment in orcer that the requirements of
the act be complied with, it is. hereby
found impracticable to issue such regu-
lations subject to the effective date
Umitation of 5 U.8.C. 553(d).

The foregoing regulations are isstied
under the authority of the State and
Loucal Fiscal Assistance Act of 1972 (Title
I, Public Law 92-512), and Treasury
Department Order No. 224, dated Janu.
ary 26, 1973 (38 FR 3342). These regula-
tions shal. become effective on April 5,
1073, at 3:U0 p.m., and are applicable to
entitlement periods beginning on or
after Januar,’ 1, 1973,

[seaL) GrAHAR W, WATT,
Director,
Ofice of Revenue Sharing.

Approved April 5, 1973,

SamvurL R. Pizgrce, Jr,
General Counsel.

Subpart A—Genere! Information

Scope and application of regulations.

Establishment of Office of Revenue
Sharing.

Definitions.

Procedure for eflecting compliance.

Extension of time.

Transter of funds to secondary res
cipients.

Subpart 3==Reperts and Written Communications

81.10 Reports to the SBecretary, assurances,

51.11 Report on planned use and actuai use
of funds,

81.33 Certifications,

61.13 Pubiication and publicity of reports;
publie inspection.

51.14 Reports to the Bureau of the Census,

Subpart tion end Adjustment of

titiement
81.20 Data,
81.31 Adjusted taxes,
51.23 Date for determination of allocation,
81.23 Boundary changes, governmental tos
organization, ete,
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satisfied that appropriate corrective ac-
tion has been taken and that there will
no longer he any failure to comply. Until
he is satisfled. the Secretary shall make
no further payments uf such amounts.

§ 51.4 Extension of time.

. When by these regulations (other than

those specified in subpart F of this part)
an act is required within a specified time,
the Secretary may grant a request for an
extension of time if in lis judgment it is
necessary and appropriate. Requests for
extensions of time shall set forth the
facts and circumstances supporting the
need for more time and the amount of
additional time requested.

§ 515 Transfer of funds to second;iry
recipients.

The prohibition and restrictions on the
use of entitlement funds set forth in
subpart D of this part apply to a recipi-
ent government's entitlement funds
which are transferred by it to another
governmental unit or private organiza-
tion. A violation of subpart D of this part
by a secondary recipient shall constitute
a violation by the recipient government
and the applicable penalty shall be im-
posed on the reci, ient government,

Subpart B—Reports and Written
Communications

§ 51,10 Reports to the Scerctary; Assur-
ances,

(a) Reports for review and evaluation.
The Secretary may require each recip-
fent government receiving entitlement
funds to submit such annual and interim
reports (other than those required by
§ 561.11) as may be necessary to provide a
basis for evaluation and review of com-
pliance with and effectiveness of the
provisions of the Act and regulations of
this part,

(b) Requisite assurances for receipt
of entitlement funds. Each Governor of
a State or chief executive officer of &
unit of local government, in order to
qualify for entitlement funds, must file
a statement of assurances when re-
quested by the Becretary, on a form to
be provided, that such government will
abide by certain specific requirements of
the Act and the prohibitions and restrice
tions of Subparts D and E of this part,
with respect to the use of entitlement
funds, The Secretary will afford each
QGovernor the opportunity for review and
comment to the Secretary on the ade-
quacy of the assurances by units of local
government in his State.

51.11 Re on Planned Use and
8 S sl oot Fundse

(a) Planned use report, Each reciplent
government which expects to receive
funds under the Act shall submit to the
Becretary a report, on & form to be pro-
vided, of the specific amounts and pur-
poses for which it plans to spend the
funds which it expects to receive for an
entitlement period. The planned use re-
ports for the third and fourth entitles
ment periods (the 6-month period begin-
ning January 1, 1973 and ending June 30,
1973, and the fiscal year beginning July 1,
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1973 and ending June 30, 1874) shall be
filed with the Secretary on a date he shall
determine., Thereafter, each planned use
report shall be filed prior to the begin-
ning of an entitlement perfod as defined
in §51.2(D).

(b)Y Actual use report; status of trust
Jund. Each recipient government which
receives funds pursuant to the Act shall
submit to the Secretary an annual re-
port. on a form to be provided, of t..2
anounts and purposcs for which such
funds have been spent or otherwise
transfcrred from the trust fund (as de-
fined in § 51.40(a)) during the reporting
period, Such report also shall state any
interest earned on entitlement funds
during the period and the balance of the
trust fund as of the date of the report’s
submission, Such reports shall show the
status of the trust fund as of June 30 and
shall be filed with the Secretary on or
before September 1 of each calendar

year. All such funds must be used, obli-.

gated, or appropriated within the time
period specified in § 61.40(b).

§ 51.12 Certifications.

The Secretary shall require a certifica«
tion by the Governor, or the chief ex-
ecutive officer of the unit of local gov-
ernment, that no entitlement funds have
been used in violation.of the prohibition
contained in § 51,30 against the use of
entitlement funds for the purpose of ob-
taining matching Federal funds. In the
case of & unit of local government the
Secretary shall require a certification by
the chief executive officer that entitle-
ment funds received by it have been used
only for priority expenditures as pre-
scribed by 8§ 51.31. The certifications re-
quired by this section shall be in such
form as the Secretary may prescribe.

§ 51.13 Publication and publicity of re.
ports; public inspection.

(a) Publication of required reports.
Each reciplent government must pube
iish in a newspaper a copy of each report
required to be filed under § 51.11 (a) and
(b) prior to the time such report is filed
with the Becretary. Such publication
shail be made in one or more newspapers
which are published within the State and
have general circulation within the geo-
graphic area of the recipient government
involved. In the case of a recipient gov-
ernment located in & metropolitan area
which adjoins and extends beyond the
boundary of the State, the recipient gov-
ernment may satisfy the requirement of
this section by publishing its reports in
2 metropolitan newspaper of general cir-
culation even though such newspaper
may be located in the adjoining State
from the recipient government,

(by Publicity.—Each recipient governe
ment, at the same time as required for
publication of reports under paragraph
(a) of this section, shall advice the news
media, including minority and bilingual
news media, within its geographic area
of the publication of its reports made
pursuant to paragraph (a) of this sece
tion, and shall provide coples of such
reports to the news media onh request.

(¢) Public inspection~Euncis recipient

government shall make available for
public inspection a copy of each of the
reports required under §51.11(a) and
(b) and information as necessary to supe
port the information and data submitted
on each of those reports. Such detaited
information shall be available for public
inspection at a specified 1ocation during
norinal business hours. The Secretary
may prescribe additional guldelines con-
cerning the form and content of such
information.

§51.14 Reports to the Bureau of the
Censua,

It shall be the obligation of each re-
ciplient government to comply promptly
with requests by the Bureau of the Cen-
sus (or by the Secretary) for data and
information relevant to the determina-
tion of entitlement allocations. Failure
of any recipient government to so comply
may place in jeopardy the prompt ree
ceipt by it of entitlement funds.

Subpart C—Computation and Adjustment
of Entitlement

§51.20 Data,

(a) In general. The data used in de-
termination of allocations and adjuste
ments thereto payable under this part
will be the latest and most complete data
supplied by the Bureau of the Census or
such other sources of data as in the judg-
ment of the Secretary will provide for
equitable allocations,

(b) Computation and payment of en-
titlements. (1) Allocations will not be
made to any unit of local government
if the available data is so inadequate as
to frustrate the purpose of the Act Such
units of local government will receive an
entitlement and payment when current
and sufficlent data become available as
ﬁgcessary to permit an equitable alloca-

n.

(2) Payment to units of local govern-
ment for which the Secretary has not
received an address confirmation will be
delayed until proper information is avail-
able to the Bacretary.

(3) Where the Becretary determines
that the r‘ata provided by the Bureau of
the Census or the Department of Come
merce are not current enough, or are not
comprehensive enough, or are otherwise
inadequate to provide for equitable al-
locations he may use other data, include
ing estimates. The Secretary's deter-
mination shall be final and such other
additional data and estimates as are
used, including the sources, shall be pub-
licized by notice in the Fepeaar ReosTer.

(c) Special rule for 8 month entitle-
ment periods. For entitlement periods
which encompass only one-half of a year,
the adjusted taxes and intergovern-
mental transfers of any unit of local gove
ernment for that half-year will be esti-
mated to be one-half of the annual
amounts.

(d) Units of local government located
in more than one county area. In cases
where a unit of local government s lo«
cated in more than one county, each part
of such unit is treated for allocation pur«
poses as o separate unit of government,
and the adjusted taxes, and intergovern-
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Waiver Of entitlement: nondelivery of
checks; insufficlent data.

Reservation of funds and adjustment
of entitlement.

State must maintain transters to local
governmenta.

Optional formuln.

Adjustment of data factors,

Adjustment of maximum or minimum
per capita entitiemeut.

Subpart D==Prehibition and Rastrictions on Use
of Funds

Bec.

81.24
51.26
81.20

61.37
51.28
5120

81.30
8131
61.93
51.33
51.34

Matching funds.

Permissible expenditures.

Discrimination.

Wage rates and Iabor standards.

Restriction on expenditures by Indian
tribes and Alaskan native villages,

Subpart E—Fiscs! Procedures anc Auditing

86140 Procedures applicable to use of funds.
81.41 Audl‘t’lns and evaluation; scope of
sudits, :

Sudpart P—Proceedings for Reduction In Entitie-
mant, Withholding er Repaymant of Funds

8180
81.61
61.62

81.63
61.54
61.66
81.68
61.67

81.88
81.69

81.60
8161
581.62
81.63
81.64
81.66
61.66

81.67
61.68

81.69

81.79
s1.m

81.73
81,73

Scope of subpart.

Liberal construction

Reasonable notice and opportunity
for hearing.

Opportunity for compliance,

Institution of proceeding.

Contents of compiaint.

Service of compiaint and other papera.

Answer, referral to administrative
1aw judge.

Bupplemental charge.

Proof; variance; amendment of plead«

Representation,

Administrative law judge; powers.

Hearings.

Btipulations.

Evidence.

Depositions.

Btenographic record; oath of reporter!
transcript.

Proposed Aindings and conclusion.

Initial decision of the administrative
iaw judge.

Certification and tranamittal of record
and decision.

What constitutes record.

Procedure on review nf decision of ade
ministrative 1aw judge.

Declsion of the Secretary.

Effect of order of repayment or withe
holding of funda.

61.74 Publicity of proceedings.

8178 Judiclal review,

Avrsosrry! The provisions of this Part 81
are fesued under the State and Local Plscal
Assistance Act of 1072 (title I, Public Law
93-312); and 8 U.8.0. 301,

Subpart A——General Information

§ 51.0 Scope and application of regula.
“Olllt

(a) In general. 'The rules and regula-
tions in this part are preacribed for car«
rying into effect the State and Local Fis-
cal Assistance Act of 1872 (Title I, Public
Law 92-512) applicable to entitlement
periods beginning January 1, 1973, Sub-
part A sets forth general informa‘ion
and definitions of termsa used in this part.
Subpart B of this part prescribes reporta
required under this part and publicity
concomitant thereto, Bubpart C of this
part contains rules regarding the compu-
tation, sllocation and adjustment of
entitlement. Bubpart D of this part pre-
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scribes prohibitions and restrictions on
the use of funds. Subpart E of this part
rrescribes fiscal procedures and auditing
rvquirements. Subpart F of this part
contains rules relating to procedure and
practice requirements where a reciplent
government has f[ailed to comply with
any provision of this part.

(b) Saving clause. Any cause of action
arlsing out of noncompliance with the
interim regulations covering payments
made for the first and seconc entitle-
ment perlods (January 1, 1872, through
June 30, 1872, and July 1, 1972, through
December 31, 1972) shall continue to be
covered by such regulations and any pro-
ceeding commenced thereon shall be gov-
erned by the procedures set forth In
Subpart F of this part.

§ 51.1 Establishment of Offce of Reve-
nue Sharing.

There is established in the Office of the
Secretary of the Treasury the Office of
Revenue Sharing. The office shall be
headed by a Director who shall be ap-
pointed by the Secretary of the Trease
ury, The Director shall perform the func-
tions, exercise the powers and carry out
the duties vested in the Secretary of the
Treasury by the State and Local Fiscal
Assistance Act of 1872, Title I, Public
Law 92-512,

§ 51.2 Definitions.

As used in this part (except where the
context clearly indicates otherwise, or
where the term is defined elsewhere in
this part) the following definitions shall
apply:

(a) "Act” means the State and Local
PFiscal Assistance Act of 1972, Title I of
l;g.;)zllc Law 92-512, approved October 20,

(b) “Chief executive officer” of a unit
of local government means the elected
official, or the legally designated official,
who has the primary responsibility for
the conduct of that unit's governmental
affairs. Examples of the “chlef execu-
tive officer” of a unit of local govern-
ment may be: The elected mayor of a
municipality, the elected county execu-
tive of & county, or the chairman of a
county commission or board in a county
that has no elected county executive, or
such other official as may be designated
pursuant to law by the duly elected gov-
erning body of the unit of local governe
ment; or the chairman, governor, chief,
or president (as the case may be) of an
Indian tribe or Alaskan native village,

(c) “Department” means the Depart-
ment of the Treasury,

(d) “Entitlement’” means the amount
of payment to which a State govern-
ment or unit of local government is en-
titled as determined by the Secretary
pursuant to an allocation formula con-
tained In the Act and as established by
regulation under this part.

(e) "Entitlement funds" means the
amount of funds paid or payable to a
Btate government or unit of local gove
ernment for the entitlement period.

(f) “Entitlement period' means one
of the following periods of time:

(1) The 6-month period beginning
ilgnunry 1, 1973, and ending June 30,

(2) The fiscal year beginning July 1,
1973, and ending June 30, 1974,

(3) The fiscal year beginning July 1,
1974, and ending June 30, 1975,

(4) The flscal year beginning July 1,
1975, and ending June 30, 1976.

(5) The 6-month period beginning
.{g'lly 1, 1976, and ending December 31,

8.

(8) "QGovernor” means the Qovernor
of any of the 50 States or the Commis-
sloner of the District of Columbia,

th) "“Independent public accountants"
means independent certified public ac-
countants or independent licensed pube
1ic aecountants certified or licensed by a
regulatory authority of a State or other
political subdivision of the United States.

(1) "Indian tribes and Alaskan native
villages' means those Indian tribes and
Alaskan native villages which have a rec=-
ognized governing body and which pere
form substantial governmental func-
tions, Certification to the Becretary by
the Secretary of the Interlor (or by the
Governor of a State in the case of a State
affillated tribe) that an Indlan tribe or
an Alaskan native village has a recog
nized governing body and performs sub-
stantial governmental functions, shall
:r:onsmute prima facle evidence of that

act.

() “Reciplent government”" means a
Btate gorernment or unit of local gove
ernment as deflned in this section.

(k) “Secretary” means the Secretary
of the Treasury or any person duly aue
thorized by the Becretary to perform the
function mentioned.

(1) “State government” means the
government of any of the 50 States or
the District of Columbia,

(m) “Unit of local government” means
the government of a county, municipal-
ity, township, or other unit of govern-
ment below the State which is a unit of
general government and which shall be
determined on the basls of the same
principles as used by the Bureau of the
Census for general statistical purposes,
The term “unit of local government”
shall also include the recognized governa
ing body of an Indian tribe or Alaskan
native village which performs substan-
tlal governmental functions, The Dis.
trict of Columbla, in addition to being
treated as a State, shall also be treated as
a county area which has no units of local
government (other than itself) within its
geographic area,

§51.3 Procedure for effecting compli.
ance,

If the Becretary determines that a
reciplent government has failed to come-
ply substantially with any provision of
this part, and after glving reasonable
notice and opportunity for a hearing to
the Governor of the State or the chief
executive officer of the unit nf local gov-
ernment pursuant to Subpart F of this
part, the Becretary shall notity the re-
ciplent government that if it fails to
take corrective action within 60 days
from the date of receipt of such notifica-
tion further payments to it will be with-
held for any subsequent entitlement pe-
rlod until such time as the Becretary s
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mental transfers of such parts are esti-
mated on the basis of the ratio which the
population of such part bears to the pope.
ulation of the entirety of such unit,

§31.21 Adjusted tuxes.

ta) In general, Tax revenucs are come-
pulsory contributions to a unit of local
government exacted for public hurposes,
as such contributions are determined by
the Bureau of the Census for Renheral
statistical purposes. The term “adjusted
taxes” means the tax revenues adjusted
by excluding an amount equal to that
portion of such compulsory contributions
which is properly allocable to school op-
erations, debt service on school indebted-
ness, school capital outluys, and other
educational purposes.

(b) Procedure Jor cxcluston of tar
revenues for education. The tux revenues
exacted by a unic of local government
shall be adjusted to exclude any such tax
revenues used for financing education in
a manner cohsistent with the following
provisions:

(1) Where 2 unit of local rovernment
finances education from a specific fund
and lists tax revenues to the fund or
levies a separate tax for purposes of edu-
cation, such amounts as determined will
constitute the tax revenues for education.

(2) If tax revenues for purposes of
education are not separately identifiable
because education is filnanced by ex-
penditure or transferring of moneys
from a general fund (or similarly named
fund) to & school fund or funds. then the
ratio of tax revenues (as defined in para-
graph (a) of this section) to the total
revenues in such fund shall be caiculated,
and that ratio multiplied by the expendi-
ture or transfer of moneys from such
fund to the school fund shall be equated
with the tax revenues properly allocable
to expenses for education. The phrase
“total revenues in such fund’ means cash
and securities on hand in the general
fund (or similarly named fund) at the
beginning of the fiscal year, plus all
revenues to the fund tother than trust
or agency revenues) less cash and se-
curities on hand at the end of the fiscal
year. Trust and agency funds are those
held specifically for individuals or gov-
ernments for which no discretion can be
exercised as to the amounts to be paid
to the recipient.

(3) If any instance where neither par-
agraph (b) (1) nor (2) of this section
permits determination of school tazes,
then any procedure deemed equitable by
the Secretary shall be utilized to ascer-
tain adjusted taxes.

(¢) Validity of adiusted taz data. Al-
location of funds under the Act will be
based on data reported by States and
units of local governments to the Bureau
of the Census and shall be in accord-
ance with deflnitions established by the
Bureau. No unit of government shall
report to the Department of the Treas-
ury or the Bureau of the Census In a
manner which attempts to circumvent or
frustrate the intent of this section.
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§51.22 Date for determinatiun of allo-
vation,

(a) In general. Pursuant to the provie
sions of § 51.20 (&) and (b) (3), the detes-
mination of the data definitions upon
which the allocations and entitlements
for un entitlement period is to be calcu-
lated shall be made as of the day ime
medintely preceding the beginning of the
entitlement perfod. The f.nal date upon
which determinations of allocations and
entitlements, including adjustments
thereto, inay be made for an entitlement
neriod shall be determined by the Secerc-
te 'y an soon as practicable after the
clyse of that entitlement period and shall
be publicized by notice in the FEDERAL
RECISTER.

tb) Time limitation and minimum ad-
justment. It prior to the date determined
b the Secretary pursuant to paragraph
(a) of this section. it is established to the
satisfaction of the Secretary by factual
evidence and documentation that the
data used in the computation of an alloe
cation is erroneous and, if corrected,
would result in an increase or decrease of
an entitlement of $200 or more of entitles
ment funds, rn adjustment will be made.

(¢) Adjustew tares and intergovern-
mental transfers. The dates for deter-
mining the amount of adjusted taxes and
intergovernmental transfars of a8 unit of
local government will be the fiscal year of
such unit ending during the 12 months
prior to July 1, 1971, If a more recent
period is used. it shall be such fiscal year
that can be uniformly asserabled for all
units of government prior to the begin-
ning of the affected entitlement period.

§51.23 Boundary changes, governmen.
tul reorganization, ete.

a) In general. Boundary changes,
governmental reorganizations, or
changes in State statutes or constitu-
tions occurring prior to or during an
entitlement period which were not taken
into account during the initial allocation
shall, if not within the scope of para-
graph (d) of this section, affect such al-
location or payments in a manner con-
sistent with the following provisions:

(1) A boundary change, governinental
reorganization, or change in State
statutes or constitution relevant to the
computation nf an entitlement of a unit
of local government under the Act, oc-
curing prior to the beginning of an en-
titlement period shall result inan altera-
tion to the entitlement of that unit if
brought to the attention of the Bureau
of the Census within 60 days (or by
June 30, 1973, in case of the third entitle-
ment period) after the beginning of such
entitlement period.

(2) A boundary change, governmental
reorsanization, or change in State
statutes or constitution relevant to the
computation of entitlement of a unit of
local Fovernment under the Act, occur-
ring during an entitlement period shall
not result in a change to the entitlement
of that unit until the next entitlement
period. However, payment tendered to

such unit for the entitlement period may
be redistributed pursuant to the provi.
sions of paragraphs (b) and (¢) of this
section.

(b) New units of local government. A
unit of local (.uvernment which came
into existence during an entitlement pe-
riod shall first be eligible for an entitle-
ment allocation for the next entitlement
period. However, {f such unit {s a succes-
sor government, it shall be eligible to
receive the entitlement payment of the
unit or units of local government to
which it succeeded in accordance with
the conditions of the succession.

(c) Dissolution of units o/ local gov-
ernment, A unit of local government
which dissolved, was absorbed or ceased
to exist a8 such during an entitlement
period is eligible to receive an entitle
ment payment for that entitlement pe-
riod: Provided, That such unit of local
government s in the process of winding
up its governmental affairs or a suc-
cessor unit of local government has legal
ce.pacity to accept and use such entitle-
ment funds. Entitlement payments
which are returned to the Secretary be-
cause of the cessation of existence of a
unit of local government shall be placed
in the State and Local Government Fiscal
Assistance Trust Fund untll such times
as they can be redistributed according
to the conditions under which the unit
of local government ceased to exist.

(d) Limitations on adjustment for an-
nerxations. (1) Annexations by units of
local govermment having a population
of less than 5,000 on April 1, 1870, shall
not affect the entitlement of any unit of
local government for an entitlement
period unless the Becretary determines
that adjustments pursuant to such an-
nexations would be equitable and would
not be unnecessarily burdensome, ex-
pensive, or otherwise impracticable,

(2) Annexations of areas with a popu-
lation of less than 250, or less than 6 per-
cent of the population of the gaining
government, shall not affect the en-
titlement of any unit of local goveine
ment.

te) Certification. Units of local gov-
ernment affected by a boundary change,
governmental reorganization. or change
in State statutes or constitution shall,
before receiving an entitlement adjust-
ment or payment redistribution pure
suant to this section, obtain State cer-
tification that such change was ac-
complished in accordance with State
law, The certifying official shall be des-
ignated by the Governor. and such cer-
tification shall be submitted to the
Bureau of the Census.

§51.24 Walver of entitlement: nonde-
livery of check; insufficient data.

(a) Waiver.—Any unit of local govern-
ment may walve its entitlement for any
entitlement period: Provided, The chief
executive officer with the consent of the
governing body of such unit notifies the
8ecretary that the entitlement payments
for that entitlement period are being
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walved within 60 days after the begin-
ning of the affected entitlement period.
The entitlement walved shall be added
to and shall become a part of, the ap-
plicable entitlement of the next highest
unit of government eligible to receive
entitlement funds in that State in which
the unit of government walving entitle-
ment is located. A walver of entitlement
by such unit of local government shall be
deemed an irrevocable walver for that
entitliment period,

(b) Nondelivery. Entitlement funds for
any entitlement beriod which are re-
turned by the U.8. Postal Service to the
Department of the Treasury as being
nondeliverable because of incorrect ad-
dress information, or which are un-
claimed for any reason; shall be placed
in the Btate and Local Government Fis-
cal Assistance Trust Fund until such
time as payment can be made.

(c) Insuficient data. Entitlement
funds for any entitlement period which
are withheld from payment because of
insufficient data upon which to compute
the entitlement. or for which payment
cannot be made for any other reason,
shall remain in the State and Local Gov-
ermnment FPiscal Assistance Trust Fund
until such time as payment can be made.

§51.25 Recservation of funds and ad.
justment of entitlement.

(a) Reservation of entitlement funds.
In order to make subsequent adjuste
ments to an entitlement payment under
this part which may be necessitated be-
cause of insufficlent or erroneous data,
or for any other reason, the Secretary
shall reserve in the State and Local Gov-
emment Fiscal Assistance Trust Fund
such percentage of the total entitlement
funds for any entitlement period as in
his judgment shall be necessary to insure
that there will be suficlent funds avail-
able 80 that all recipient governments
will recejve their full entitlements. Those
reserve funds will be distributed during
subsequent entitlement periods to recip-
fent governments as promptly as possible

after the close of the time for adjust=.

ments pursuant to § 51,22,

(b) Adjustment to future entitlement
payments. Adjustment to an entitlement
.of a recipent government will ordinarily
be effected through alteration to entitle-
ment payments for future entitlement
periods unless there is a downward ade
justment which is so substantial as to
make future payment alterations im-
practicable or impossible. In such case
the Secretary may demand that the
funds in excess of the initial entitlement
included in an entitlement payment be
repald to the Becretary, and such funds
shall be promptly repaid on demand.

§51.26 State must maintain transfers to
local governments.

(a) General rule, The entitiement of
any Btate government for any entitle«
ment period beginning on or after July 1,
1973, shall be reduced by the amount (if
any) by which-—

(1) The average of the aggregate
amounts transferred by the State gove
ernment out of its own sources during
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such perlod (or during that State's fis-
cal year ending on or immediately prior
to the end of such period) and the pre-
ceding entitlement period (or such fiscal
year) to all units of local government (as
defined in §51.2(m)) In such State, is
less than,

(2) The similar aggregate amount for
the 1-year period beginning July 1, 1971
(or that Btate's fiscal year ending on or
immediately prior to the end of such
period),

for purposes of paragraph (a)(1) of
this section, the amount of any reduc-
tion in the entitlement of a State gov-
ernment under this section for any en-
titlement period shall, for subsequent
entitlement periods, be treated as an
amount transferred by the Btate gove
ernment out of its own sources during
such period to units of local government
in such State. The phrase “own sources’’
means all sources of State revenue (ine
cluding the State’s revenue sharing en-
titlement funds) but excluding inter-
governmental revenues recejved from the
Federal Government,

(b) Measurement of maintenance of
effort, In those States that do not have
an accounting system providing an audit
trail for all funds concerned (from own
source to final application) in intergov-
ernmental transfer to units of local gov-
ernment (such as those States in which
intergovernmental transfers to units of
local government are made from a com-
mingled fund with no identification as
to specific revenue source), the following
formula may be applied by the Secretary
to establish the base year intergoverne
mental transfers to units of local govern-
ment from own sources and to genera'ly
monitor level of accordance with the
maintenance provision of paragraph (a)
of this gection during future entitlement

periods:

(1) It shall be assumed that the ratio
of a Btate’s own source intergovern-
mental transfers to units of local governe
ment to that State’s total intcrgovern-
mental transters to units of lccal gov-
ernment 18 equal to the ratio of that
State's own source revenues to its total
revenues, Thus, for a State in which such
formula may be applied, its base year
own source intergovernmental transfers
to units of local government shall be
assumed to equal its total intergoverne
mental transfers to units of local gove
ernment in the base year multiplied by
its own source revenue in the base year
divided by its total revenues in the base
yeuo

(2) In a Btate in which the formula is
applied, the Btate's own source inter-
governmental transfers to units of local
government in a future entitlement pe-
riod sthall be assumed to equal the aver-
age of—

(1) The Btate's total intergovern-
mental transfers to units of local gov-
ernment during that beriod (or that
State’s fiscal year ending on or imme-
diately prior to the end of such period)
multiplied by its own source revenue in
that period (or such fiscal year) divided
by its total revenues in that period (or
such flscal year) and

(1) The Btate’s total intergovern-
mental transfers to units of local gov-
ernment during the preceding entitle-
ment period (or that State's fiscal year
ending on or immedlately prior to the
end of such period) multiplied by its own
source revenue in that period (or such
fiscal year) divided by its total revenues
in that period (or such fiscal year),

(3) Therefore, in a State in which the
formula is applied, maintenance (for &
given entitlement period) of intergovern-
mental transfer effort to units of local
government will be measured by the dif-
ference between that State's average ag«
gregate intergovernmental transfers
units of local government (over the ap-
propriate pericds) as calcilated by em-
ploying the method described in para-
graph (b)(2) of this section and that
Btate’s own source intergovernmental
transfers to units of local government in
the base period as calculated by employ-
ing the method described in paragraph
(b) (1) of this section.

(4) Bhould the application of this for-
mula Juring any entitlement period indi-
cate nonmaintenance, for example,
should & State's calculated own source
average aggregate intergovernmental
transfers to units of local government
(over the appropriate perinds) be less
than such transters as calculated for the
base period, the difference (as defined in
paragraph (b) (8) of this section) shall
constitute the future indicated reduction
in that State's entitlement unless suchk
State can document to the Secretary that
the fact or amount of nonmaintenance

as determined by application of the for-

mula is inaccurate.

(c) Alternative procedure. I the Sec-
retary shall determine that application
of the formula set forth in paragraph (b)
of this section in a particular case pro-
vides an inaccurate or unfair measure of
transfer eftort, then any formula, pro-
cedure, or method deemed equitable by
the Becretary, may he utilised to measure
such transfer effort for the purpose of
sulnplementlnz the maintenance provi-

on.

(d) Adjustment where State assumes
reaponsibility for category of ezpendi-
tures. If the State government establishes
to the satisfaction of the that
since June 30, 1972, it has assumed re-
sponsibility for a category of expendi-
tures which (before July 1, 1972) wus the
responsibility of local governments lo-
cated in such State, then, the aggregate
amount taken into account under para-
graph (a)(2) of this section shall be
reduced (o the extent that increased
State governmefit spending (out of i's
own sources) fct+ such category has re-
placed corresponding amounts which for
the l-year period beginning July 1, 171
(or that Stete’s flscal year ending on or
immediately prior to the end of such
period) it transferred to units of local
government.

(@) Adjustiment where new taxing
powers are conferred upon local govern-
ments. If a State estabiishes to the satis-
faction of the Secretary that since June
30, 1972, one or more units of local gov-
ernment within such State have had con-
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ferred upon them new taxing authority,
then, the aggregate amount taken into
account under paragraph (a)(2) of this
section shall be reduced to the extent of
the larger of—

(1) An amount equal to the amount of
the taxes collected by reason of the exer-
cise of such new taxing authority by such
local governments, or

(2) An amount equal to the amount of
the loss of revenue to the State by reason
of such new taxing authority being con-
ferred on such local governments.

No amount shall be taken {nto consider-
ation under paragraph (e) (1) of this sec
tion if such new taxing authority is an
increase in the authorized rate of tax
under a previously authorized kind of tax,
unless the State is determined by the
Secretary to have decreased a related
State tax.

(1) Special rule for period beginning
July 1, 1973, In the case of the entitle-
ment period beginning July 1, 1973, the
preceding entitlement period for purposes
of paragraph (a) (1) of this section shall
be treated as being the 1-year period be-
ginning July 1, 1872, or that State’s fiscal
year which ends prior to June 30, 1973,

(8) Special rule for period beginning
July 1, 1976, In the case 0f the entitle-
ment period beginning July 1, 1978, and
ending December 31, 1976, the aggregate
amount taken into account under para-
graph (a) (1) of this section for the pre=
cediig entitlement period and the aggre-
gat amount taken into account urder
paragraph (a) (2) of this section shali be
one-half of the amounts which (but for
this paragraph (g)) would be taken irto
account. :

(h) Report by Governor, Pursuant to
the authority of § 51.10 and in order to
effect compliance with this section, the
CGovernor of each State shall submit to
the Secretary within 80 days after the
end of the State's fiscal year, on a form
to be provided, the aggregate transfers
from own source revenues to units of lo-
cal government for those entitlement
periods or that State's fiscal years speci-
fled on the report:

(1) The State’s own source revenues.

(2) The State's total revenues.

(3) The State’s own source transfers to
units of local government.

(4) The Btate’s total transfers to units
of local government.

) Reduction in entitlement. If the
Secretary has reason to belleve that pare
agraph (a) of this section requires a
reduction in the entitiement of any State
government for any entitiement period,
he shall give reasonable notice and op-
portunity for hearing to the State, If,
thereafter, he determnines that paragraph
(a) of this section requires the reduction
of such entitlement, he shall also deter
mine the amount of such reduction and
shall notify the Governor of such State
of such determinations and shall withe
hold from subsequent payments to such
State government under this subtitle an
amount equal to such reduction.

(})) Transfer to general fund. An
amount equal to the reduction in the en«
titlement of any State government which
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results from the application of this sec-
tion (after any judiclal review) shall ve
transferred from the Secretary’s Trust
Fund to the general fund of the Treasury
on the day on which such reduction bee
comes final.

§ 31.27 Optional formula,

(a) In general. A State government
may by law provide for the allocation of
entitlement funds among county areas,
or among units of local government
(other than county governments, Indian
tribes, and Alaskan native villages): (1)
On the basis of the population multiplied
by the general tax effort factors of such
areas or units of local governments; or,
(2) on the basis of the population multi-
plied by the relative income factors of
such areas or units of local government;
or, (3) on the basis of a combination of
those two factors, Any State which pro-
vides by law for such a variation in the
allocation formula provided by subsece-
tions 108(a) or 108(b) (2) and (3) of
the Act, shall notify the Secretary of
such law not later than 30 days before
the beginning of the first entitlement
period to which such law is to apply. Any
such law shall:

(1) Provide for allocating 100 percent
of the aggregate amount to be allocated
under subsections 108(a) or 108(b) (2)
and (3) of the Act;

(2) Apply uniformly throughout the
State; and

(3) Apply during the period beginning
on the first day of the first entitlement
period to which it applies and ending on
December 31, 1976.

(b) Single legislation required. If a
State government alters its county area
allocation formula or its local governe
ment allocation formula, or both, such
alteration may be made only once and
must be made In the same legisiative
enactment.

(¢) Certification required. Paragraph
(a) of this section shall apply within a
State only if the Secretary certifies that
the State law complies with the require-
ments of such paragraph, The Secretary
shall not certify any such law with re-
spect to which he receives notification
later than 30 days prior to the first
entlltlement period during which it is to
apply.

§ 51.28 Adjustment of data factors,

The data factors and data definitions
used in computing entitiements under the
Act for any entitlement period wiil be
made available to each State government
and unit of local government as soon as
practicable. Each such government will
be given a reasonable opportunity to
question those data factors by providing
the Department with factual documenta-
tion demonstrating evidence of error, If
the Secretary determines that any data
factors used were erroneous, necessary
adjustments will be made, Data factors
which are used for more than one en-
titlement period will be subject to chals
lenge and adjustment only for the first
entitlement period in which they were
used.

BEST COPY AVAILABLE

§51.29 Adjustment for maximum and
minimum per capita entitlement; 100
percent criterion,

(a) County area mazimum and mini-
mum per capita entitlement—(1) 'In
peneral. Pursuant to section 108(b) (8)
of the Act, the per capita amount allo-
cated to any county area shall be not
less than 20 percent, nor more than 145«
percent, of two-thirds of the amount
allocated tc the State under section 106
of the Act, divided by the population of
that State,

(2) One hundred forty-flve-percent
rule. If a county area allocation is greater
than the 145-percent limit, its allocation
shall be reduced to the 145-percent level
and the resulting surplus shall be shared
proportionately by all remaining uncone-
strained county areas.

(3) Twenty-percent rule. If, after the
application of paragraph (a)(2) of this
section, a county area allocaticn is less
than the 20-percent llmit, its allocation
shall be increased to the 20-percent level
and the resulting deficit shall be shared
proportionately by all remaining uncon-
strained county areas.

(b) Local government (other than a
county government)—(1) In general.
Except a3 provided below, the per-capita
amount allocated to any unit of local
government (other than a county govern-
ment) shall be not less that: 20-percent,
nor more than 145-percent, of two-thirds
of the amount allocated to the State
under section 108 of the Act, divided by
the population of that State,

(2) One hundred forty-flve-percent
rule. If a unit of local government is al-
Jocated an amount greater than the 145«
percent limit, its allocation shall be re-
duced to that level.

(3) Twenty-percent rule, If a unit of
local government 18 allocated an amount
less than the 20-pcrcent 1imit, its alloca«
tion shall be increased to the lower of
the 20-percent 1imit or 50 percent of the
sum of that unit's adjusted taxes and
transfers.

(c) One hundred-percent criterfon. It
the amounts allocated to recipient gove
ernments of a State do not total 100
percent of the amount allocated to that
State, the amount to be allocated to
county areas shall be adjusted approe
priately, and the allocation process shall
be repeated until the amounts allocated
to recipient governments of a State total
100 percent of the amount allocated to
that State.

Subpart D==Prohibition and Restrictions on
Use of Funds

§ 51.30 Mutching funda,

(a) In general—Entitlement funds
may not be used, directly or indirectly,
as a contribution in order to obtain any
Federal funds under any Federal pros
gram. The indirect use of entitlement
funds to match Federal funds is defined
to mean the allocation of entitlement
funds to a nonmatching expenditure and
thereby releasing or displacing local
funds which are used for the purpose of
matching Federal funds. This prohibition
on use of entitlement funds as matching
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funds applies to Federal programs where
Federal funds are required to be matched
by non-Federal funds and to Federal pro-
grams vhich allow matching from either
Federal 2! non-Federal funds.

(b) Secondary reciplents.—The prohl-
bition of paragraph (a) applies to a re-
ciplent government's entitlement funds
which ara2 transterred by it to another
governmental unit or private organiza-
tion. A violation of this section by a sec-
ondary recipient shall constitute a viola-
tion by the reciplent government and the
penalty provided by subbaragraph (f) of
this section shall be imposed on the re-
cipient government.

(¢) Certification required.—Pursuant
to §51.12, the chief executive officer of
each reciplent government must certily
to the Secretary that entitlemen! funds
received by it have not been used in vio-
lation of this section.

(d) Increased State or local govern-
ment revenues—No recipient govern-
ment shall be determined to have used
funds in violation of paragraph (a) of
this section with respect to any funds
received for any entitlement period (or
during its fiscal yert) to the extent that
net revenues received by it from its own
scurces during such period exceed the
net revenues received by it from its own
sources during the 1-year period begin-
ning July 1, 1971 (or its flscal year end-
ing during the same period). In the case
of the entitlement periods of 6 months,
one-half of such uet revenues shall be
measured.

(e) Presumptions of compliance.—No
recipient government shall be determined
t0 have used entitlement funds in viola-
tion of the indirect prohibition of para-
I’ul;:l:h (») of this section to the extent

(1) The expenditure of entitlement
funds was accompanied by an aggregate
%ncreue in nonmatching funds expendi-

ures.

(2) The receipt of entitlement funds
permitted that governinent to reduce
taxes: Provided, Nonentitlement revenue
is suficient to cover all matching funds
contributions.

(3) The matching funds contribution
in question is accounted for by an in-
kind contribution which was not financed
directly or indirectly with entitlement
funds.

(1) Determination by Secretary of the
Treasury. If the Becretary has reason to
believe that a recipient government has
used entitlement tunds to match Federal
funds in violation of the Act, the Becre-
tary shall give such government notice
and opportunity for hearing. 1f the Sece
retary determines that such government
has, in fact, used funds in violation of
this section, he shall notify such govern-~
ment of his determination and shall re-
quest repayment to the United Btates
of an amount equal to the funds so used,
To the extent that such government fails
to repay such amount, the Secretary shall
withhold from subsequent entitlement
payments to that government an amount
of entitlement funds equal to the funds
used in violation of this section or, if
this method is impracticable, the Sec«
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retary may refer the matter to the At.
torney Qeneral for appropriate civil
action.

(@) Useof entitlement funds to supple-
ment Federal grant fund-. The prohibi-
tion on use of entitlement funds con-
talned in paragraph (a) of this section
does not prevent the use of entitlement
funds to supplement other Federal grant
funds. For example, if expenditures for
a project vxceed the amount avallable
from non-Federal funds pius matched
Federal funds, the recipient government
may use entitlement funds to defray the
excess costs: Prcuided, however, That
the entitlement funds are not used to
match other Federal funds: And Pro-
vided further, That in the case of a unit
of local government, the use of entitie-
ment funds to supplement Federal grants
1s restricied to the category of expendl-
tures as set forth in § 51.31.

§ 51.31 Permissible expenditures.

(a) In general. Entitlement funds re-
ceived by units of local government may
be used only for priority expenditures.
As used In this part, the term "priority
expenditures' means:

(1) Ordinary and necessary mainte-
nance and operating expenses for—

(1) Public safety (including law en-
forcement, fire protection, and building
code enforcement) ;

(1) Environmental protection (in-
cluding sewage disposal, sanitation, and
pollution abatement) ;

(i) Public transportation (including
transit systems and streets and roads) ;

(iv) Health;

(v) Recreation:

(vl) Libraries;

(vil) Social services for the poor or
aged; and

(vill) PFinancial administration, and

(2) Ordinary and necessary capital
expenditures authorized by law. No unit
of local government may use entitlement
funds for nonpriority expenditures which
are d a8 any expenditures other
than thase included in paragraph (a) (1)
and (2) of this section. Pursuant to
§ 51.13, the chief executive officer of each
unit of local government must certify to
the Secretary that entitlement funds re-
ceived by it have been used only for
priority expenditures as reguired by the
Act

(b) Use of entitlement funds for debt
retirement.—The wse o0f entitlement
funds for the repayment of debt is &
permisaible expenditure provided that:

(1) Entitlement funds are not used to
gng any interest incurred because of the

ebt,

(2) The debt was originally incurred
for a priority expenditure purpose as de-
fined in this section,

(3) The actual expenditure from the
proceeds of the indebtedness (l.e., for
materials, contractors, elc.) was made on
or after January 1, 1973 (the beginning
of the first entitlement period),

(4) The actual expenditures from the
proceeds of the indebtedness were not in
violation of any restrictions enumerated
in this subpart.

(c) Efect of noncompliance~In the
case of a unit of local governr' "t which
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uses an amount of entitlement funds for
other than priority expenditures as de-
fined in paragraph (a) of this section, it
will pay over to the Secretary (for deposit
in the general fund of the Treasury) an
amount equal to 110 percent of any
amount expended in violation of para.
graph (w) of this section, unless such
amount of entitlement funds is promptly
repald to the trust fund of the local
government after notice by the Secretary
and opportunity for corrective action,

§ 51.32 Discrimination.

(8) Discrimination prohibited. No per-
son in the United States shall, on the
ground of race, color, national origin, or
sex, be excluded from participation in, be
denied the benefits of, or be subjected to
discrimination under, any program or ac-
tivity funded in whole or in part with
entitlement funds made avallable pur-
suant to subtitle A of title I of the Act.
For purposes of this section “program or
activity” is defined as any function con~
ducted by an identifiable administrative
unit of the recipient government, or by
any unit of government or private con-
tractor recelving entitlement funds from
the recipient government. “Punded in
whole or in part with entitlement funds”
means that entitlement funds in any
amount have been trangferred from the
reciplent government's trust fund.to an
identiflable administrative unit and dis-
bursed in a program or activity.

(b) Specific discriminatory actions
prohidited. (1) A recipient government
may not, under any program or activity
to which the regulations of this section
may apply, directly or through comn-
tractual or other arrangements, on the
grounds of race, color, national origin, or
gex:

(1) Deny any service or other benefit
provided under the program or activity.

(1) Provide any service or other bene-
fit which is different, or s provided in a
different form .from that provided to
others under the program or activity.

(1) Bubject to segregated or separate
treatment in any facility in, or tn any
matter or process related to receipt of
any service or benefit under the program
or activity.

(v) Restrict in any way the enjoyment
of any advantage or privilege enjoyed by
others receiving any service or benefit
under the program or activity.

(v) Treat an individual differently from
others in determining whether he satis-
fles any admisafon, enrollment, eligibdlity,
membership, or other requirement or
condition which individuals must meet
in order to be provided any service or
other benefit provided under the pro-
gram or activity.

(vl) Deny an opportunity to participate
in a program or activity as an employee.

(2) A recipient government may not
utilize criteris or methods of adminis-
{ration which have the effect of subject-
ing individuals to discrimination on the
baals of race. color, national origin, or
sex, or have the effect of defeating or stb-
stan impairing accomplishment of
the objectives of the program or activity
with respect t individuals of & particu«
1ar race, color, national origin, or sex.




(3) A recipient government in dotere
mining the sito or location of facllities
may not make selections of such site or
location which have the effect of exclud-
ing individuals from, denying them the
benefits of, or subjecting them to dise
crimination on the grounds of race, color,
national origin, or sex from, the benefits
0l an activity or program; or which have
the purpose nr effect of defeating or sub-
stantially impairing the accomplishment
of the objectives of the Act and of this
section,

(4) A recipient government shall not be
prohibited by this section from taking
any action to ameliorate an imbalance in
services or facilities provided to any geo-
graphic area or specific group of persons
.within its jurisdiction, where the purpose
of such action is to overcome prior dis~
criminatory practice or usage.

(5) Notwithstanding anything to the
contrary in this section, nothing con-
tained herein shall be construed to pro-
hibit any recipient government from
maintaining or constructing separate
living facilities or rest room {acilities for
the different sexes. Furthermore, selec~
tivity on the basis of sex is not prohib-
ited when institutional or custodial
services can properly be performed only
by & member of the same sex as the
recipients of the services.

(¢) Asswrances required. Pursuant to
§ 51.10(b), each Qovernor of a State or
chief executive officer of a unit of local
governme * shall include, in the assur-
ances to w16 Secretary required by that
section, a statement that all programs
and activities funded in whole or in part
by entitlement funds will be conducted in
compliance with the requirements of this
section. Such assurances shall be in &
form prescribed by the Sccretary.

(@) Complaints and investigations.
Any person who believes himself, or any
specific class of persons who believe
themselves, t0 be subjected to disciimi-
nation prohibited by this section, may by
himself or by & representative fille with
the Secretary a written report setting
forth the nature of the discrimination
alleged and the facts upon which the al-
legation is based. The Secretary shall ad-
vise the chief executive officer of the
recipient government of the receipt of
such report. If the Secretary has reason
to believe that the repor’, shows a re-
cipient government has failed to comply
with the provisions of this part. he will
cause & prompt investigation to be made
with respect to the facts and circum-
stances alleged in the report and with
respect to the program or activity con-
cerned. Such investigation may be made,
if necessary, with the assistance of come
plainants or of the recipent government.
No representative of a recipient govern-
ment nor any of its agencies shall in-
timidate, threaten, coerce, or discrimi-
nate against any person or class of per-
sons because of testimony, assistance, or
participation in an investigation, pro-
ceeding, or hearing under this section,

(¢) Compliance reviews. The Secre-
tary shall monitor and determine com-
pliance of recipient governments with
the requirements of this section and of
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the Act. Compllance reviews -will be
undertaken from time *a time, a8 appro-
priate, at the discretion of the Secretary,

(f) Procedure for eflecting complis
ance. (1) Whenever the Secretary deter
mines that & recipient government has
failed to comply with this section, he
shall notify the chief executive officer of
such recipient government and the Gov-
ernor of the Siate in which such gove
ernment is located of the noncom-
pliance and shall request the Governor
to secure compliance. If within a rea-
sonable time, not to exceed 80 days, the
Governor fails, or refuses to secure come
pliance, the Secretaryis authorized:
(1) To refer the matter to the Attorney
General of the United States with a rec-
ommendation that an appropriate civil

action be instituted; (1) to exercise tne.

powers and functions and the

trative remedies provided by Title VI ot
the Civil Rights Act of 1964 (42 U.S.C.
2000d) ; or (ili) to take such other action
as may be authorized by law.

(2) Noaction to effect compliance with
this section by any other menns authore
1zed by law shall be taken by the De-
partment until:

(1) The Becretary has determined that
compliance cannot be secured by volune
tary means, and the recipient govewne.
ment has been notified of such deter-
mination; and

(i) The expiration of at least 10 days
from the mailing of such notice to the
recipient government, During this period
of at Jeast 10 days, additional efforts may
be made to persuade the recipient gove
ernment to comp!.’ with this regulation
and to take such corrective action as
may be appropriate.

(3) An order pursuant to 'mle VI of
the Civil Rights Act of 1964 terminating
or refusing to grant or continue entitie-
ment payments or demanding the for-
feiture, repayment or withholding of
enmlement funds shall become effective
only sfter the procedures in paragraph
81)&1 1) oé this section have been complied

(1) The Becretary has advised the re-
cipient government of its fallure to com-
ply and has determined that compliance
cannot be secured by voluntary means;

(11) There has been an express finding
on the record, after such notice pre-
scribed in this sectiont, and after oppore
tunity for hearing, of a fuilure by the re-
cipient government to comply with a
reqlturement imposed "y or under this
par

(i) The action hes been approved
by the Secretary; and

(iv) Thirty days heve elapsed after
the Becretary has flled with the Com-
mittee on Ways and Means of the House
of Representatives and the Committee on
Finance of the Senate a full written re-
port of the circumstances and the
grounds for such action; and

(V) The forfeiture or repayment of
entitlement funds shall be limited to the
particular recipient government as to
whom & finding of noncompliance is
made with this section and shall be
limited to the program or activity in
which such noncompliance has been so

y)
At s

found. The amount of entitlemens runds
83 are forfeited by the recipient govern.
ment shall be reflected in & downward
adjustment to future entitlement pay-
ments and shall be deposited in the gen-
eral fund of the Treasury, If the Bec-
retary determines that adjustment to
future entitiement payments is imprac-
ticable, he may refer the matter to the
Attorney Qeneral for appropriate civil
action to require repayment of such
amount to the United States. Further-
more, the Secretary shall withhold paye
ment of all entitlement funds 4o & reeipi-
ent government for which there has been
s finding of noncompliance unMl such
time that he is satisfied that such gove
ernment will comply with the Drovisions
of this section.

(g) Delegation. The Secretary may
from time to time assign to oficlals of
the Department, or to officlals of other
departments or ageticies of the Govern=
ment with the consent of such doun-
ments or agencies, reaponsibilittes in
connection with the effectuation of the
purposes of this section (other than the
review of initial declsion of the adminis.
trative law judge) including the achieve«
ment of eftective coordination within the
executive branch in the implementation
of Title VI of the Civil Rights Act of 1084
(42 USB.C. 2000d).

(h) Hearing procedure. Whensver &
procedure which requires due notice and
opportunity for hearing is {nvolved by
the Secretary to effect compliance under
this section, the procedural regulations
promulgated in Bubpart F of this part
shall govern.

§ 51.33 Wage rates and laber standarde,

() Construction laborers ané me-
chanics. A tecipient government which
receives eutitiement funds under the Act
shall require that all laborers and me-
chanics employed by contractors or sube
contractors in the performance of work
on any construction project, 25 percent
or more of the costs of which project are
paid aut of its entitlement funds: (1) Will
b puid wages at rates not less than those
prevalling on similar construction in the
locality as determined by the Secretary
ot LeDdor {n accordance with the Davis-
Bacon Act as amended (40 U.8.C, 376a—
276a-7); and, (2) will be covered by
labor stmdudn specified by the Secretary
gt L”b‘?r pursuant to 29 CFR Pars 1, 3,

, A1

(b) Request for wage determination.
In situations where the Davis-Bacon
standards are applicable the recipient
government must file with the regional
oftice of the U.S, Department of Labor,
a Standard Form 308 requesting a wage
determination for each intended project
at least 30 days before the invitation for
bids, and must ascertain that the wage
determinuation issued and the contract
clauses required by 39 CFR 8.8 and 29
CFR 5a.3 are incorporated in the con-
tract specifications, The recipient gov-
ernment must also satisty § that the
successful bidder is made aware of his
labor standards responsibilities under
the Davis-Bacon Act,

(c) Government employees, A recipient
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government which employs individuals
whose wages are.paid in whole or in part
from entitlement funds must pay wages
which are not lower than the prevalling
rates of pay for persons employed in sime
{lar public cccupations by the same eme
ployer. However, tils subsection shall
apply with respect to employees in‘any
category only if 25 percent or niore of
the wages of all employees of the recip-
fennt government in such categ.ry are
paid from the trust fund estabushed by
it under § 51.40(a).

§51.31 Restriction on . xpenditures by
Indiun tribes and Alaskan native
villages,

Indian tribes and Alaskan native vile
lages as defined in § 51.2 are required to
expend entitlenient funds only for the
benefit of members of the tribe or village
residing in the county arca from which
the allocation of entitlement funds was
originally made, Expenditures which are
to restricted will not constitute a failure
to comply with the requirement of § 51.-
32(a),

Subpart E~Fiscal Proceduraes and Auditing

§ 51.40 Procedures applicable to the
use of funrls,

A recipient government which receives
entitiement funds under the Act shall:

(a) Establish & trust fund and deposit
all entitlement funds recelved and all
interest earned thereon in that trust
fund. The trust fund may be catablished
on the books and records as & separate
set of accounts, or a separate bank ac-
count may be established.

(b) Use, obligate, or appropriate such
funds (including any interest earned
thereon while in such trust fun¢) withia
24 months from the end of the ‘ntitle-
ment period t¢ which the check is appli-
cable ur.ess approval is obtalned (rom
the Secretary for a longer period within
which the funds may be utilized. An
extunsion of time in which to utilize the
f'111ds must be obtained by aprlication to
the Secretary. Such applisation will set
forth the facts and circumstances sup-
porting the need for more time and tha
amount of additional time requested. The
Becretary may grent such extensions of
time as In his judgment appear neces-
sary or appropriate.

(¢) Provide for the expenditure of en-
titlement funds in accvdance with the
laws and procedures aprlicable to the ex-
pendilure of !t own revenues.

(d) Malintain its fiscs accounts in a
manner sufficlent to:

(1) Permit the reports required by the
Becretary to be prepared therefrom.

(2) Document compliance with the
matching funds certification, and

(3) Permit the trucing of entitlement
funis to a level of expenditure adequate
to establish that such funds have not
been used in violation of the restrictions
and prohibitions of this part.

The accounting for entitlement funds
shall at a minimum employ the same fis-
cal accounting and internal audit pro-
cedures a3 are used with respect to ex-
penditures from revenues derived from
the recipient government's own sources.
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(e) Provide to the Secretary and to the
Comptroiler General of the United
States, on reasonable notice, access to
and the right to examine such books,
documents, papers or records as the Sece
retary may reasonably require for the
purpose of reviewing compliance with
tie Act and the regulations of this part
or, In the cuse of the Comptroller Gene-
eral, as the Comptroller General may
reasonably require for the purpose of re
viewing compliance and operations
under the Act.

§ 51,41  Auditing and evaiuntion: scope
of andits,

(a) In general. The Secretary shall
vrovide fi. such auditing and evaluae
tion a~ may be necessary to {nsure that
expenditures of entitlement funds by re-
ciplent' governments comply with the re-
quirements of the Act and regulations of
this part. Detail audits, reviews and
evaluations may be made on a sample
basis through inspecHon of records, and
of reports required under sul.;art B of
this part, and through on-site examina-
tions, to determine whether the recipient
governments have properly discharged
their financial responsibilities and to
evaluate compliance with the Act and
the regulations of this part.

(b) Scope o, audits. The scope of such
audits may include a review of entitle-
ment fund transactions, accounts and
reports. In addition, the scope of such
audits way {nclude an examination of
the following areas:

(1) Compliance with assurances made
under § 51.10.

(2) Compliance with the requirement
that States must maintain transfers to
local governments as required by section
107(b) of the Act.

(3) Compliance with the reporting re-
quirements and accuracy of the reports
submitted to the Secretary as set forth
in Subpart B of this part.

(4) Accuracy of fiscal data reported to
the Bureau of the Census.

(5) Accuracy of the public records re-
quired under § §1.13(c).

(¢) Reliance on State and local gove
ernment gudits. It is the inteition of the
Secretary to rely to the maximum extent
possible on audits of reciplent goveme
ments by State and local government
auditors and independent public ac-
countants. The Secretary may accept
such audits when in his judgment this
may reasonably be done consistent with
the provisions of the Act and regulations
of this part, and provided:

(1) Audits are performed in accorde-
ance with generally accepted auditing
standards. Reciplent governments are
encouraged to have suc. audits pere
formed. to the extent they consider prace
ticable, in accordance with standards for
the Audit of Governmental Orpaniza-
tions, Programs, Activities end Functions
issued by the Comptroller General in
June 1073,

(2) Audits include coverage as set
forth in paragraph (b) of this section.

(3) Audit workpapers and related
audit reports are rotained for 3 years
after the issuance of the audit report,

and are available upon request to the
Secretary and the Comptroller General
orto thelr representatives; and,

(4) Audit reports shall contain a clear
statement of the auditor's findings as to
compliance or noncompliance with the
requirements of the Act and the regula-
tions of this part. In the event that an
auditor is unable to review compliance
with all of the provisions of paragraph
(b), the audit report shall reflect thor»
areas in which a compliance review was
not performed. Audit reports which
disclose ot otherwise indicate & possible
failure to comply substantially with any
requirements of the Act or the regula-
tions of this part will be submitted to the
Secretary by the Governor or chief ex-
ecutive office..

Subpart F—Pmeedlnrs
Entitlement, Withholdi
of Funds

§ 51,50 Scope of subpart,

The regulations of this subpart govern
the procedure and practice requirements
involving adjudications where the Act
requires reasonable notice and oppore
tunity for hearing.

§ 51,51 Liberal construction.

The regulations in this subpart shall
be liberally construed to secure just, ex-
peditious, and efficlent determination of
the issues presented. The Rules of Civil
Procedure for the District Courts of the
United States, where applicable, shall be
& guide in any situation not provided for
or controlled by this subpart, but shall be
liberally construed or relaxed wien
necessary.

§ 51.52 Rcasonable notice and oppor-
tunity for hearing,

Whenever the Secretary has reason to
belleve that a reciplent government has
failed to comply with any section of the
Act or of the provisions of this part, and
that repayment. withholding, or reduce
tion in the amount of an entitlement of
a reciplent government is required, he
shall glve reasonable notice and oppore
tunity of hearing to such government
tolor to the invocation of any sanction
under the Act.

§ 51.53 Opportunlty for compliance.

Except in proceedings involving will-
fulness of those in which the public in-
terest requires otherwise, a proceeding
under this part will not be instituted
until such facts or conduct which may
warrant such action have been called to
the attention of the chief executive of-
flcer of the recipient government in writ-
ing and he has been accorded an oppors
tunity to demonstrate or achieve coma
pliance with the requirements of the Act
and the regulations of this part. If the
reciplent government fpils to meet the
requirements of the Act and regulations
within such reasonable time as may be
specified by t1e Secretary, a proceeding
shall be initisted. If the recipient gove
ernment i< 4 unit of local government, a
copy of all written communications re-
garding the alleged violation shall be
transmitted by the Secretaty to the Gove

for Reduction In
ng, or Repayment
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ernor of {ne State in which the unit of
lucal government is located.

8 51.54 Institution of proceeding,

A proceeding to require repayment of
funds to the Secretary, or to withhold
funds from subsequent entitlement pay-
ments, or to reduce the envilement of a
recipient government, shall be instituted
by the Secretary by a complaint which
names the recipient government as the
respondent.

§ 51.55 Contenta of complaint,

(8) Charaes A complaint shall give a
plain and concise description of the al-
lewations which constitute the basis for
the proceeding. A complaint shall be
deemed sufficient if it fairly informs the
respondent of the charges against it so
that it is able to prepare a defense to the
charges.

(b) Demand for answer, Notification
shall be given in the complaint as to the
place and time within which the ree
spondent shall file its answer, which time
shall be not less than 30 days from the
-date of service of the complaint, The
complaint shall also contain notice that
a decision by default will be rendered
against the respondent in the event it
fails to file its answer as required.

§ 51,56 Service of complaint and other
papers.

(a) Complaint. The complaint or a
true copy thereof may be served upon
the respondent by first-class mail or by
certified mail, return receipt requested;
or it may be served in any other manner
which has been agreed to by the respond-
ent, Where the service s by certified
mai], the return Postal Service receipt
duly signed on behalf of the respondent
shall be proof of service.

« (b) Service of papers other than coms
plaint. Any paper other than the coms
‘plaint may be served upon the respond-
ent or upon its attormey of record by
first-class mail. Such mailing shall cone
stitute complete service.

) Filing o/ papers. Whenever the
filing of o paper is required or permitted
in connection with a proceeding under
this vart, ana the piace of filing is not
specified In this subpart or by rule or
order of the administrative law judge,
the paper shall be filed with the Director,
Offiee of Revenue Sharing, Trenasury De-
partment, Washington, D.C. 20228. All
papers shall be filed in duplice.te.

(d) Motions and requesfts, Motions
‘and requcats may be filed with the desig-
nated administrative law judge, except
that an application to extend the time
for filing an answer shall be flled with
the Director, Ofice of Revenue Sharing,
pursuant to § 51.67(a),

§ 51.57 Answers referral to udmln'laln-
tive law judge. -

(a) Filing. The 1espondent's answer
shall be filed in writing within the time
specified in the complaint, unless on
spplication the time is extended by the
Becretary. The respondent's answer shall
be filed in duplicate with the Director,
Office of Revenue Sharing.
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(b) Contents. The answer shall con=
tain a statement of facts which cone-
stitute the grounds of defense, and it
shall specifically admit or deny each
allegation set forth in the complaint, ex-
cept that the respondent shall not deny
o material allegation in the complaint
which it knows to be true; nor shall a
respondent state that it 8 without suffi-
clent information to form a belief when
in fact it possesses such information.
The respondent may also state affirma-
tively special matters of defense.

(¢) Failure to deny or answer allega-

tion in tr- ~mplaint. Every allegation
in the v <! at which is not denied in
the answ. + :.all be deemed to be ad=

mitted and : 12y be considered as proved,
and no further evidence in respect of
such allegation need be adduced at a
hearing.

(d) Failure to file answer. Fallure to
flle an answer within the time prescribed
in the complalint, except as the time for
answer is extended under paragraph (a)
of this section, shall constitute an ad-
mission of the allegations of the com-
plaint and a waiver of hearing, - Ad the
administrative law judge shall a his
findings and decision by defaul, ~ --ut
8 hearing or further procedure.

(e) Reply to answer, No reply to the
respondent’s answer shall be required,
and new matter in the answer shall be
deemed to be denied, but the Becretary
may flle & reply in his discretion and
shall flle one if the administrative law
Judge so requests,

(1) Referral to administrative law
Judge. Unon receipt of the answer by the
Director, or upon fiiing a reply i{ one
is deemed necessary, or upon fajlure of
the respondent to file an answer within
the time prescribed in the complaint or
a8 extended under paragraph (a) of this
section, the complaint (and answer, if
one is filed) shall be referred to the ad-
ministrative law judge who shall then
proceed to set a time and place for hear-
ing and shall serve notice thereof upon
the parties at least 15 days in advance
of the hearing date.

§ 51.58 Supplemental charges,

If it appears that the respondent in
its answer falsely and in bad faith, denies
& material allegation of fact in the com-
plaint or states that it has no knowledge
sufficient to form a bellef, when in fact
it does possess such information, or if it
appears that the respondent has know-
ingly introduced faise testimony during
the proceedings, the BSecretary may
thereupon flle supplemental charges
against the respondent. Such supple-
mental charges may be tried with other

‘charges in the case, provided the re-

spondent ! ziven due notice thereof and
is afforded an opportunity to prepare its
defense thereto.

§ 51.59 Proof; varlance; amendment of
pleadings,

In the case of a variance between the
allegations in & pleading and the evi-
dence adduced in support of the plead-
ing, the administrative law judge may
order or suthorize amendment of the

pleading to conform to the evidence:
Provided, The party that would other-
wise be prejudiced by the amendment i8
glven reasonable opportunity to meet the
allegation of the pleading as amended.
The administrative law judge shall make
findings on any issue presented by the
pleadlngs &s 50 amended.

§ 51.60 Represent ‘Vion,

A respondent or proposed respondent
may appear in person through its chief
executive officer or it may he represented
by counsel or other duly authorized rep-
resentative, ‘The Secretary shall be rep-
resented by the General Counsel of the
Treasury.

§ 51.61 Adminlstratlve
powers,

(a) Appointment. An administrative
law judge, appointed as provided by sec-
tion 11 of the Administrative Procedure
Act (5 U.8.C. 3105), shall conduct pro
ccedings upon complaints filed under
this subpart.

(b) Powers of administrative law
judge, Among other powers provided by
law, the administrative law judge shall
have authority, in connection with any
proceeding under this subpart, to do the
following things:

" (1) Administer oaths and affirma-
ons;

(2) Make ruling upon motions and
requests. Prior to the close of the hearing
no appeal shall lie from any such ruling
except, at the discretion of the adminis-
trative law Jjudge, in extraordinary
circumstances;

(3) Determine the time and place of
hearing and regulate its course and con-
duct. In determining the place of hear-
ing the administrative law judge may
take into consideration the requests and
convenience of the respondent or its
counsel;

(¢) Adopt rules of procedure and
modify the same from time to time as
occasion requires for the orderly disposi.
tion of proceedings;

(3) Rule upon offers of proof, ree

law  judge;

ceive relevant evidence, and examine
witnesses;

(6) Take or authorize the taking of
depositions;

(7 Recelve and consider oral or
written arguments on facts or law;

(8) Hold or provide for the holding
of conferences for the settlement or sim«
plification of the issues by consent of the
parties;

(9) Perform such acts and take such
measure» A8 4re NEcessary or appropri-
ate to the efficlent conduct of any proe.
ceeding; and

(10) Make initial findings
decision.

§ 51,62 Hearings,

(a) In general. The administrative
law judge shall preside at the hearing
on & complaint. Testimony of witnesses
shall be glven under oath or affirmation.
The hearing shall be stenographically
recorded and transcribed. Hearings will
be conducted pursuant to section 7 of

and
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the Administrative Procedure Act (8
U.BC. 856).

(1) Failure to appear. It a respondant
fails to appear at the hearing, after dus
notice thereof has been served upon it or
upon its counsel of record, it shall be
deemed to have waived the right to &
hearing and the administrative law
Judge may make his findings and decis
sion against the respondent by defoult.

(c) Wailver of hearing. A respondent
may walve the hearing by informing the
administrative law ju- se, in writing, on
or before the date set for heuring, that
it desires to walve hearing. In such-event
the adminiatrative law judge may make
his findings and decision hased upon the
pleadings before him. The decision shall
glalnly show that the respondent waived

earing.
§ 51.63 Sipulations.

The administrative law judge shall
prior to or at the beginning of the heare
ing require that the parties attempt to
arrive at such stipulations as will elimi-
nate the necessity of taking evidence
with respect to allegations of facts con-
cerning which there is no substantial dis-
pute. The administrative law judge shall
take simflar action, where it appears ap-
propriate, throughout the hearing and
shall call and conduct any conferencesa
which he deems advisable with a view to
the simplification, clarification, and dls.
- posttion of any of the issues involved,

§ 51.64 Evidence.

(a) In general. Any evidence which
would be admissible under the Irlt‘xlu ::
evidence govurning proceedings in mate
ters not involving trial by jury in the
Courts of the United Btates, shall be ad-
missible and controlling as far as pose
aible: Provided that, the administrative
law judge may relax such rules in any
hearing when in his judgment such re-
iazation would not impair the rights of
.either party and would more speedily
conclude the hearing, or would batter
serve the ends of justice. Evidence which
is {rrelevant, immaterial or unduly rene-
gm ‘hl:“ t‘ndunludod by the admin.

ve law judge.

(b) Depositions. The deposition of any
witness may be taken pursuant to § 51,68
and the deposition may be admitted.

(0) Proof of documente, Official docu-
menta, records, and papers of a responde
ont shall be sdmissible &8 evidence
without the production of the original
provided that such documents, records
and papers are evidenced as the original
hglo copy atteated or identified by the
chief executive officer of the respondent
or the custodian of the document, and
contain the seal of the respondent.

(d) Ezhidbits, If any document, record,
paper, or other tangible or material thing
is introduced in evidence as an exhibit,
the trative law judge may au-
thorise the withdrawal of the exhibit
subject to any'conditions he deems
proper. An original document, paper or
ety CaTiitieq (Puruadt 0 Bares
eopy pursuan ATR-

(b) of this sectitn) shl?l be
eemed sufficient.

118

(e) Objections. Objections to evidence
be In short form, stating the
grounds of objection relied upon, and
the record shall not include argument
thereon, except as permitted by the ad«
ministrative law judge. Rulings on such
objections shall be & part of the record.
No exception to the ruling is necessary
to preserve the right of either party to
the proceeding.

e 51163 D(‘pﬂslllom.

(a) In general. Depositions for use at
& hearing may, with the writivu approval
of the administrative law judge, he taken
by either the Secretary or the respond-
ent or their duly authorized representa«
tives. Depositions may be taken upon
oral or written interrogatories, upon not
less than 16 days written notice to the
other party, before any officer duly au-
thorized to axdmin'ster an oath for gens
eral purposes. Such written notice shall
state the hames of the witnesses and the
time and place where the depositions are
to be taken, The requirement of 15 days
written notice may be waived by the pare
ties in writing, and depositions may then
be taken from the persons and at times
magt lplaces mutually agreed to by the

o8,

(b) Written interrogatories. When &
deposition is taken upon written intere
rogatories, any cross-examination shall
be upon written Interrogatories. Coples
of such written interrogatories shall be
served upon the other party with the no-
tice, and copies of any written crosse
interrogatories shall be malled by first
class mail or delivered to t' . opposing
party at least 10 days befose the date
of taking the depositions, unless the pare
ties mutually agree otherwise. A party
upon whose behalf a deposition is taken
muat file it with the administrative law
Judge and serve one copy upon the ope
posing party. Expenses in the reporting
of depoeitiona shall be borne by the party

at whose instance the deposition is.

§ 51.66 Sienographic record; oath of
reporter ) transcript,

(a) In general. A sienographic record
shall be made of the teatimony and pro-
ceedings, including stipulations and ad-
missions of fact in all proceedings, but
not arguments of counsel unless othere
wise ordered by the administrative law
Judge., A transcript of the proceedings
(and evidence) at the hearing shall be
made in all cases,

(b) Oath of reporter. The reporter

the stenographic record shall

subscribe an oath before the administra- ing

tive law judge, to be filed in the record of
the case, that he (or she) will truly and
correctly report thie oral testimony and
proceedings at such hearing and acou
rately transcribe the same to the best or
his (or her) ability,

(0) Transeript. In cases where the
hearing is st ucsraphically reported by
& Covernment cuntract reporter coples
of the transciipt 118y be obtained from
the reporter it rates not to exceed the
maximum rates fixed by contract be-
tween the Governunent and the reporter.

Where the hearing is stenographically
reported by a regular employee of the
Department of the Treasury, a copy
thereof will be supplied to the respond-
ent or {ts counsel at actual cost of dupli-
cation, Copies of exhibits introduced at
the hearing or at the taking of deposi-
tions will be supplied to the parties upon
the payment of a reasonable fee (31
U.8.C. 483(a)).

§ 51.67 Proposcd findings and conclu.
slona,

Except in cases where a respondent
has failed to answer the complaint or
has falled to appear at the hearing, ov
has‘walved the hearing, the administra-
tive law judge, prior to making his ini-
tial decision, shall afford the parties a
reasonable opportunity to submit proe
posed findings and conclusions and sup-
porting reasons therefor.

§ 51.68 Initial decision of the adminiee
trative law judge.

A3 soon a8 practicable after the cone
clusion of a hearing and the receipt of
any proposed findings and conclusions
timely submitted by the parties, but in no
event later than 30 days after the sube
mission of proposed findings and cone
clusions if they are submitted, the ad-
ministrative law judge shall make his
initial decision in the case. The initial
decision shall include a statement of the
findings of fact and the conclusions
therefor, as well as the reasons or basls
therefor, upon all the material issues
of fact, law or discretion presented on
the record, and shall provide for one of
the following orders:

(a) An order that the respondent pay
over to the Sccretary an amount eq
t0 110 percent of any amount determined

‘to be improperly expended by the re-

spondent in violation of § 51.31 relating
to priority expenditures; or

(b) An order that the respondent pay
over to the Secretary an amount equal
to the amount of entitlement funds deter«
mined to be expended In violation of the
Act and the provisions of this part; or

(¢) An order that the Secretary with-
hold from subsequent entitlement paye
ments to the respondent an amount equal
to the amount of entitlement funds de-
termined to be expended in viclation of
the Act and the provisions of this part; or

(d) An order that the entitlement of &
recipiciit government be reduced and
the amount of such reduction to be withe
held {rom subsequent entitlement pay-
menis: or

(8) An order. dismissing the proceed-
\'l

§ £1.69 Certification and transmittal of

record and declston,
After reaching his initial dectsion, the
administrative law judge shall certify to

the complete record before him and
immediately forwerd the certified record
together with a certified copy of his initial
decision, to the Becretary. The adminis«
trative l1aw judge shall serve also a copy
of the initia) decisio- Iy certified mail to
the chief executive officer of the respond.
ent or to its attorney of record,
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8 51.70 What constitutes record,

The transcript of testimony, pleadings
and exhibits, all papers and requesta filed
in the proceeding. together with all ind.
irga, decisions and orders, shall cone
stitute the exclusive record In the matter,

§ 531.71 Procedure un review of decision
of administrative law judge,

(n) Appeal to the Secretary. Within 30
days from the date of the initial decision
and order of the administrative law
Judge. the rasnondent may appeal to the
Secretary and file his exceptions to the
‘nitial decision and his reasons therefor,
The respondent shall transmit & copy of
his appeal and reasons therefor to the
Direct~r nf the Office of Revenue Shar-
ing, v°10 £ 18y, within 30 days from receipt
of tht suspondent's appeal, file a reply
brief in opposition to the appeal. A copy
of the reply brfef, if one is filed, shall be
transmitted to the respondent or its
counsel of record. Upon the filine of an
appeal and a reply briet, if any, the Sec-
retary shall make the final agency deci-
slon on the record of the administrative
law judge submitted to him.

(b) Appeal by the Director of the Ofice
0/ Revenue Sharing. In the absence of an
appeal by the respo. nt, the Director
of the Ofiice of Revenue Bharing may, on
his own motion, within 45 days after the
initial decision, serve on the respondent
by certified mail a rotice that he will ap-
peal the decision to the Secretary, for
review. Within 3¢ days from such notice,
the Director o! the Office of Revenue
Bharing ov his counsel will file with the
Secretary his exceptions tu the initial
decision and his supporting reasons
therefor, A copy of the exceptions shall be
transmitted to the respondent or its
counsel of record, who, within 30 daya
after receipt thereof, may file a reply
brief thereto with the Secretary and sube
mit a copy to the Director of the Office
of Revenue Sharing or his counsel. Upon
the filing of a reply brief, if any, the Sec-
retary will make the final agciicy declsion
on the record of the administrative law
Judge.

(c) Absence of appeal. In the ahsence
of either exceptions by the respondent
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or a notice of appeal by the Director of
the Office of Revenus Sharing within the
time set forth in paragrapha (a) and (b)
of this section, or a review initiated by
the Secretary on his own motion within
the time allowed to the Director of the
Office of Revenue 8haring, the initinl de-
cislon of the administrative law Judge
shall constitute the final decision of the
Department,

§ 51,72 Decislon of the Seerctury.

On appeal from or review of the initial
decision of the administrative law judge,
the Secretary will make the final agency
decislon. In making his decislon the Sec-
retary will review the record ot such por-

tions thereof as may be cited by the pare’

‘es to permit limiting of the issues. The
Secretary may aflirm, modify, or revoke
the findings and initial decision of the
administrative law judge. A copy of the
Secretary's decision shall be transmitted
immediately to the chief executive officer
of the respondent or its counsel of record,

§ 51,73 Effect of order of repayment or
withholding of funds.

In case the final order against the re-
spondent i for repayment of funds to
the United 8tates, such amount as de-
termined by the order shall be repaid
upon request by the Secretary. To the ex-
tent that the respondent fails to do so
upon request of the Secretary, the Secre-
tary shall withhold from subsequent en-
titlement payments to the respondent an
amount equal to the amount not repaid,
In case the final order against the re-
spondent is for the withholding of an
amount of subsequent entitlement pay-
ments, such amounts as ordered shall be
withheld by the Director of the Office of
Revenue Sharing after notice to the chief
executive officer of the reciplent govern-
ment that if it falls to take corrective
action within 60 days after receipt of
the notice, further entitlement payments
will be withheld until the Secretary is
satiafied that appropriate corrective ac-
tion has been taken and there is full
compliance with the Act and regulations
of this part. In every case in which the
respondent i3 a unit of local government,

a copy of the final order and notice shall

be submitted to the Qovernor of the
State in which the respondent i3 located.

§ 51,73  Publiclty of proceedings.

(n) In general. A proceeding con-
ductad under this subpart shall be open
to the public and to elements of the news
medla provided that, in the judgment of
the administrative law judge, the pres-
ence of the media does not detract from
me decorum and dignity of the proceed-

8.

(b) Au sability of record. The record
establishei in any proceeding conducted
under this subpart shall be made avall-
able to inspection by the public as pro-
vid~d for and in accordance with regu-
lations of the Department of the Treas-
ury pursuant to 31 CFR Part 1.

(c) Decisions of the administrative law
judge, The statement of findings and the
initial decision of the administrative law
Judge ih any proceedings, whether or not
on appei.l or review, shall be indexed and
maintained by the Director of the Office
of Revenue Sharing and made avallable
for inspection by the public at the public
documents room of the Department, If
practicable, the atatement of findings.
and the decisions of the administrative
law judge shall be published periodically
by the Department and offered for aale
thro&gh the Superintendent of Docu-
ments.

§ 51,753 Judlcial reviow,

Actions taken under administrative
proceedings pursuant to this subpart
shall be subject to judiclal review pur-
suant to section 143 of Bubtitle C of the
Act. If a respondent desires to appeal a
decision of the administrative law judge
which has become final, or a final vrder
0f the Becretary for reéview of appeal, to
the U.8. Court of Appeals, as provided by
law, the Secretary, upon prior notifica«
tion of the filing of the petition for re-
view, shall have prepared in triplicate,
complete transcript of the record of the
proceeding, and shall certity to the cor-
rectness of the record. The original cer-
tificate together with the original record
shall then be filed with the Court of Ap-
peals which has jutiadiction.

(FR Doc,73-6878 Filed 4-6-73:3:60 pm|
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APPENDIX C

Organizations Involved in Revenue Sharing Activities

Government Agencies

Advisory Commission on Intergovernmental Relations (ACIR)

Mr., Will Myers, Senior Analyst
726 Jackson Place, N.W.
Washington, D.,C, 20575

(202) 382-4976

ACIR is looking at general revenue sharing from the perspective of
its influence on intergovernmental relations. Its monitoring
activities include occasional hearings, with testimony primarily
from State and local elected officials; periodic surveys of
political jurisdictions; and analyses of specific aspects of
general revenue sharing 1egislation and Treasury Department
regulations,

General Accounting Office (GAO)

Mr. Albert Hair, Assistant Director, General Government Division
441 G Street, N.W,
Washington, D.C, 20548

(202) 386-3473

The Revenue Sharing Act gives the General Accounting Office (GAO)
the responsibility of helping Congress evaluate the operations of
the revenue sharing program. The GAO has issued two reports on
revenue sharing uses, one on State government and the other on
local governments. In addition to these comprehensive general
surveys, the GAO will issue special reports on specific aspects
of revenue sharing.,
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National Science Foundation (NSF)

Office of Programs and Resources
Research Applied to National Needs
Washington, D.C. 20550

(202) 632=4290

'NSF intends to provide $1,200,000 for applied research on selected
topics related to general revenue sharing. Topics include the impact
of general revenue sharing on intergovernmental relations and
government operations and finance, the extent to which funds are
allocated to meet the needs of the disadvantaged, the degree to
which citizens are informed about and involved in spending decisions,
the effectiveness of nondiscrimination provisions, and the cost and
consequences of the various spending limitations on revenue sharing
furnds. The purpose of the research is to provide information for
forthcoming deliberations on the renewal and future form of general
revenue sharing., Proposals will be accepted up to January 31, 1975.

Office of Revenue Sharing (ORS), Department of the Treasury

Mr., Graham Watt, Director
2401 E Street, N.W,
Washington, D.C. 20226

(202) 634=5157

The 0Office of Revenue Sharing (ORS) is the Federal agency with
primary responsibility for administering, auditing, and reviewing
the general revenue sharing program. It has authority to

ensure that recipient governments comply with the provisions of
both the legislation and the Treasury Department regulatioms,

It is also responsible for determining the allocations to
recipient governments accoiding to the statutory distribution
formula. ORS stores and makes available for public inspection
copies of all the planned and actual use reports submitted to

the Treasury Department by the more than 38,000 jurisdictions
receiving revenue sharing funds. ORS also tabulates data from
planned and actual use reports and issues publications summarizing
its findings. Any official complaints about revenue sharing,
either from public agencies or private organizations and individuals,
should be d‘rected to ORS.
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Private Organizations

Brookings Institution

Mr. Richard Nathan, Senior Fellow
1775 Massachusetts Avenue, N,W,
Washington, D,C. 20036

(202) 797-6066

" Brookings is conducting a 5-year study of general revenue sharing

with the support of the Ford Foundation. Data for reports scheduled
to be published annually come from information collected by 23 field
observers in 65 selected States, counties, and cities, as well as from
material from the Treasury Department, Census Bureau, other agencies,
and the media. The project focuses heavily on intergovernmemntal
relationships, the fiscal policies and priority setting mechanisms of
State and local governments, and the distribution of revenue sharing
funds among various types of jurisdictions.

Center for Community Change

Mr. Woodrow Ginsburg, Director of Research
100 Wisconsin Avenue, N.W.
Washington, D.C, 20007

(202) 338-6977

The Center for Community Change is onme of four organizations involved
in a general revenue sharing monitoring and research project that is
designed to encourage citizen involvement in assessing the impact of
revenue sharing primarily on the poor, near poor, and minority
constituencies. The other organizations include the Center for
National Policy Review, the National Urban Coalition, and the

League of Women Voters., Of these groups, the Center for Community
Change carries the principal responsibility for training local
community leaders in methods for monitoring revenue sharing expendi-
tures.

Center for National Policy Review

Mr. Morton H. Sklar, Attorney
The Law School

Catholic University
Washington, D.C., 20017

(202) 832-8525

12
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In addition to its participation in the monitoring and research
project sponsored by the consortium of four organizations mentioned
above, the Center for National Policy Review is closely following
the Tederal Government's response tu civil rights problems and
compliance issues. . It is also studying the extent to which the
general reveoue sharing allocation formula distributes funds
commensurate with the needs of jurisdictions with large concentra=
tions of poor or minority people. Reasons for any inequities will
be identified and various possible alternative formulas will be
assessed.

Joint Center for Political Studies

Mr. Eddie Williams, President

1426 H Street, N.W,
Washington, D.C. 20005

(202) 638-4477

Cosponsored by Howard University and the Metropolitan Applied
Research Center, the Joint Center is monitoring the use of revenue
sharing funds from the perspective of minority groups and black
elected officials. Its publication, The Minority Community and
Revenue Sharing and its monthly newsletter, Focus, provide useful
information on general and special revenue sharing,

Lawyers' Committee for Civil Rights under Law

Mr. Harold H{ﬁmélman, Attorney
733 15th Street, N.W,
Washington, D.C. 20005

(202) 628-6700

The Committee is primarily concerned with preparing administrative
and court act’ouns to enforce nondiscrimination requirements of
general revenue sharing, It worked with the Office of Revenue
Sharing in developing civil rights guidelines for the administration
of the revenue sharing program. It is providing advice to community
and public service local groups about their rights under the

Revenue Sharing Act.
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Leadership Conference on Civil Rights

Mr. Marvin Caplan, Director of Washington Office
2027 Massachusetts Avenue, N,W,
Washington, D,C. 20036

(202) 667-1780

Composed of some 130 national organizations concerned with civil
rights and racial problems, the Leadership Conference operates a

task force on Federal programs that is focusing heavily on general
revenue sharing and its implications for civil rights. The Conference,
with staff help from the Center for National Policy Review, analyzed
Treasury regulations on general revenue sharing and appeared at
hearings before the Office of Revenue Sharing on these regulations,

The Conference continues to monitor Federal policies and practices
relating to revenue sharing and civil rights,

League of Women Voters of the U,S.

Ms, Alice Kinkead, Staff Coordinator
1730 M Street, N.W,
Washington, D,C, 20037

(202) 296-1770

The League, through its State and local affiliates, is one of four
organizations participating in a cooperative effort to study the
impact of general revenue sharing on the poor and minorities and to
encourage citizen involvement in priority=-setting.

Massachusetts Institute of Technology

Mr. Lawrence Susskind - -
Assistant Professor

Department of Urban Studies and Planning 7~338
Cambridge, Massachusetts 02139

(617) 864=6900 ext. 2022
As part of a larger national effort, a set of monitoring instruments

was designed for use by coalitions of State and local citizens' groups
in an effort to answer questions concerning revenue sharing.
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Movement for Economic Justice

Ms, Nadeleine Adamson

1609 Connecticut Avenue, N.W.
Washington, D.C. 20009

(202) 462=4200

The organization provides technical assistance, through pamphlets,
workshops and onsite visits, to community groups and individuals
interested in competing effectively for general revenue sharing
funds., It has published a community guide to general revenue
sharing.

'Egggggal Association for the Advancement of Colored People QNAACPQ

Mr, William Morris, Director of Housing Programs
1790 Broadway
New York, New York 10019

(212) 245-2100

The NAACP has issued a handbook on general revenue sharing for its
affiliates and citizen groups interested in monitoring allocations
and expenditures of revenue sharing funds. The organization's
efforts are focused primarily on civil rights compliance problems,
citizen participation, and technical assistance to black and’
other minority groups. With the help of the parent organizationm,
local NAACP groups are prepared to file suits and complaints where
civil rights requirements have been violated.

National Association of Counties

Mr, Larry Naake, Legislative Representative
1735 New York Avenue, N.W,
Washington, D.C, 20006

(202) 785=9577

The Association is the major source of information and technical
assistance provided to elected and appointed county officials
throughout the country. This service is provided through confer-
ences, briefing sessions, newsletters and special publications.

The Association has also conducted an informal survey of the use

of revenue sharing funds by county governments., In addition, the
Association is active in representing county government interest

in revenue sharing before Congress and appropriate Federal agencies.
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National Clearinghouse on Revenue Sharing

Mr. Donald W. Lief, Director
1785 Massachusetts Avenue, N,W,
Washington, D.C, 20036

(202) 265-4000

The Clearinghouse serves as a focal point for the media, officials,
research groups, and public interest organizations seeking current
information. The primary interest of the Clearinghouse is determin=
ing how States and localities are responding to the needs of less
advantaged citizens. It is sponsored by the following private
organizations: The League of Women Voters Education Fund, the
National Urban Coalition, the Center for Community Change, and

the Center for National Policy Review.

National Council of La Raza

Mr. Robert Olivas, Director of National Services
1025 15th Street, N,W,.
Washington, D.C. 20005

(202) 659-1251

The Council is providing information and technical assistance on
revenue sharing to Chicano groups throughout the country, It has
sponsored conferences and training programs to further this
objective. Two of the Council's publications, Washington Scene
Report and News Alert, carry reports and stories on revenue
sharing that are of interest to the Council's constituency.

National Governots Conference

Mr, James Martin, Director of State Federal Affairs
1150 17th Street, N,W,
Washington, D.C. 20036

(202) 785-5600

The Conference is monitoring the States' use of general revenue sharing
funds, ‘primarily through State budget directors. The Conference has
issued several publications on revenue sharing., In addition, the
Conference is active in representing the interest of State governments
in revenue sharing before Congress and appropriate Federal agencies.
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National League of Cities/J.S, Conference of Mayors

Mr. Tim Honey, Counsel for Cffice of Federal Relations
1620 Eye Street, N.W,
Washington, D,C, 20006

(202) 293-7380

This organization is a major source of information and technical
assistance for mayors and city officials throughout the country.
This broad range of support is carried out through numerous confer-
ences and briefings, personal visitations, special publications,

and a continual flow of newsletters and articles. The Conference
and League conducted an informal survey of the use of general
revenue sharing in approximately 200 localities. The League and

the Conference are also active in representing the cities' interest
in revenue sharing before Congress and appropriate Federal agencies,

National Organization for Women

Ms. Ann Scott, Vice President for Legislation
National Press Building

529 14th Street, N.W,

Washington, D,C, 20004

(202) 347-2279

The organization and its more than 500 affiliates are monitoring
general revenue sharing at the local level and becoming increasingly
involved in the process of determining local allocations. NOW
stresses equal employment opportunities for women, increased
expenditures for social services, and the need to open local budget
processes through public hearings and citizen involvement.

National Urban Coalition

Mr. Gene Rodriguez, Deputy Director
2100 M Street, N,W,
Washington, D,C., 20037

(202) 293-7625
The NUC is one of four organizations participating in a cooperative
effort to study the impact of general revenue sharing on the poor

and minorities and to encourage citizen involvement in priority-
setting., '

134




128

National Urban League

Mr. Ronald H. Browﬁ, Director
425 13th Street, N,W,
Washington, D.C, 20004

(202) 393-4332

The national organization, as well as its more than 90 local
affiliates, are looking at revenue sharing from the perspective of
black and poverty populations., The League is particularly concerned
with the effect of the undercount of the black population on
revenue sharing allocations to cities with black concentrations.

Pennsylvania State University

Dr. Robert D, Lee

Associate Professor

Institute of Public Administration
University Park, Pennsylvania 16802

(814) 865-2536

This institute is conducting a study to determine the types of
changes in local government decisionmaking and operations that

have occurred due to changes in Federal funding patterns. Specifice
ally, the research addresses the question of how the introduction of
general revenue sharing has affected local governments in
Pennsylvania., Revenue sharing is considered in terms of its
influences upon'local taxation, indebtedness, spending patterns,

and the decisionmaking process.

Princeton University

Mr, John Heintz .
c/o Woodrow Wilson School
Princeton, New Jersey 08540

(609) 921-7137 (evenings only)

The purpose of the research is to evaluate the distribution of
revenue sharing funds among cities according to the general
characteristics used in the revenue sharing formula and according
to some additional selected demographic variables,

l'._.A
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Purdue University and George Washington University

Dr. David A. Caputo

Assistant Profassor of Political Science
Purdue University

West Lafayette, Indiana 47906

(317) 494-5818

Dr. Richard L. Cole

Assistant Professor of Political Science
George Washington University

Washington, D.C., 20006

(202) 676=-6290

Research conducted by these co=directors focuses on the relation-
ship between revenue sharing patterns and demographic-socioeconomic
characteristics of cities and examines revenue sharing decisions

and their impact on American political structures. The co=directors
have submitted a manuscript, ''Political Decentralization and Urban
Politics: The Case of Revenue Sharing,'" for publication.

Revenue Sharing Advisory Service

Mr. Richard Thompson, President
1820 Jefferson Place, N.W,
Washington, D.C., 20036

(202) 872-1766

The Service, a profitmaking enterprise, provides information on
revenue sharing through its monthly Revenue Sharing Bulletin, as
well as technical assistance to governments and other organizations.
Though primarily directed at State and local government officials,
its comprehensive Revenue Sharing Handbook is a useful guide to
general revenue sharing legislation, regulations, and procedures.

Southern Regional Council

Mr, Joe Tom Easley, Director, Governmental Monitoring Project
52 Fairlee, N.W.
Atlanta, Georgia 30303
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(404) 522-8764

With Carnegie, Babcock, and Rockefeller Foundation grants, the
Council plans to monitor and evaluate the performance of State

and local governments in the 11 States that make up the old
Confederacy in responding to "new federalism" initiatives,
including revenue sharing, reorganization, impoundment, and
program termination., The project also provides technical
assistance to local groups in selected counties and municipalities
throughout the region who wish to monitor and evaluate the
conséquences of the "new federalism'" in their own communities.

United Methodist Church. Women's Division

Ms. Joyce Hamlin, Secretary for Legislative Affairs
100 Maryland Avenue, N,E,
Washington, D,C, 20002

(202) 543-6433

The United Methodist Church has sponsored a series of regional
and local conferences on revenue sharing and budget priorities,
including a seven-State meeting in Nashville, Tennessee, and a
conference in Chicago for the metropolitan area. The major
focus of these conferences has been the role of the citizen and
community groups in local decisionmaki:.gs.

Uniced Way of America

Mr. Hamp Coley, Vice President of National Agencies
300 N. Lee Street

Alexandria, Virginia 22314
(703) 836-7100

In addition to keeping its affiliates informed about the allocation
and use of general revenue sharing, the United Way is surveying a
sample of 400 local United Way organizations to determine the
extent to which human or social service programs are being assisted
by revenue sharing funds.
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NOTE: The Office of Revenue Sharing periodically issues publications
giving detailed information on data elements and payments for
each unit of governmment. It also publishes a newsletter
entitled Revenews.
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