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The Federal Payment To
The District Of Columbia:

+Experience Since Home Rule
+Analysis Of Proposals For Change

About 21 percent, or $300 million, of the District
of Columbia’s operating budget comes from a direct
Federal payment. Since 1975, when a iocally
elected government first took office,

--the Federal payment has increased, but it
has declined in relation to the total District
budget and in purchasing power;

--local tax collections have increased by
more than inflation, and the tax burden on
moderate and upper income households is
relatively higher than in surrounding juris-
dictions and in other cities;

~the District tax base is strong and should
continue to almost keep up with inflation
without rate increases; and

--the Congress has used its power over the
Federal payment and the District budget to
make changes in programs and to seek im-
proved financial management.

A new method for making the Federal payment
and more consistent fiscal data could help District
of Columbia officials manage the city better.
Although a formula could be used to determine the
payment, other approaches could yield the same
benefits. Any change in the Federal payment must
be a political decision because of the intricate
relationship and divergent interests of the Federal
and District Governments.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20548

B-201788

To the President of the Senate and the
Speaker of the House of Representatives

This report discusses the role of the Federal payment in
financing the budget of the District of Columbia government and
evaluates proposals to establish the payment on a formula basis.

The amount of the Federal payment and the way the payment is
made are issues which continue to generate interest in the Congress
and in the District of Columbia government. We prepared this re-
port to assist the Congress in deciding what, if any, changes

should be made in the Federal payment or in the Federal-District
relationship.

Copies of the report are being sent to the Director, Office of
Management and Budget; and to the Mayocr of the District of Coclumbia.

Acting Comptroller General
of the United@ States



COMPTROLLER GENERAL'S THE FEDERAL PAYMENT TO THE
REPORT TO THE CONGRESS DISTRICT OF COLUMBIA:
--EXPERIENCE SINCE HOME RULE
--ANALYSIS OF PROPOSALS FOR
CHANGE

— — e e

The amount of Federal payment to the District

of Coclumbia and the process for determining

such payment are central issues in the Federal-
District relationship. 1In 1981, the Federal
payment, which represents a significant portion

of District revenues, 1s expected to amount to
$295.4 million, or about 21 percent of the Dis-
trict's expected $1.4 billion general fund revenue.

Since 1978, the authorized Federal payment to
the District, which sets the limit on the
amount that can be appropriated, has been $300
million. The President's 1982 budget recom-
mended increasing the authorization to $336.6
million. The Congress has not acted on Federal
payment authorization legislation since 1973,
when it passed the District Self-Government Act.
(See p. 12.) )

District officials would like to have the Fed-
eral payment determined by some formula, prefer-
ably a set percentage of District revenues. At
the same time District officials would like to
be totally responsible for local funds--in which
case the Congress would not review the District
budget except for the part pertaining to the
Federal payment., (See p. l.)

Because of the intricate relationship between
the Federal Government and the District of
Columbia, the decisions concerning changes in
the Federal payment are essentially political.
In this report, GAO provides a factual and
analytical basis for discussing this issue.

EXPERIENCE SINCE HOME RULE

Since home rule, the Federal payment has declined
as a percentage of total District revenue. The
Federal payment share of total District general
fund revenue increased in the years prior to

home rule, reaching a peak of 27.3 percent in
1975 before starting its decline to 20.8 percent
in 198l1. Although the Federal payment increased
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by $69.2 wmillion between 1975 and 1931, the pur-
chasing power declined by about 16.8 percent dur-
ing that period when discounted for inflation.
(See np. 11 and 12.)

District tax collections increased by more than
the general rate of inflation during the period
1970-80. District tax burdens at most income
levels were higher than in surrounding Jjurisdic-
tions at the time of home rule and have remained
sc. Since hcome rule, District personal tax bur-
dens increased slightly compared to those of
other large cities. (See pp. 20 and 23.)

The District tax base shows evidence of becoming
much stronger as a result of changes during the
1970s. Prior to home rule, increases in local
tax rates were necessary in order to achieve an
increase in revenues about egual to the national
rate of inflation. In recent years, local tax
collections taken as a whole have been increas-
ing at rates much closer to national inflation
without recourse to rate increases. However,
Federal grants received by the District govern-
ment have not increased nearly as much as

prices sinces home rule, and this important
source of program financing is expected to
decline in 1981. (See pp. 20 and 25.)

DISTRICT GOVERNMENT'S PROJECTION
OF RIEVELUES AND EXPENSES

The Hayor is required by law to prepare and sub-
mit with the annual budget a financial plan for
the future. The plan that was submitted with

he 1982 budget was classified as a planning
document and not necessarily a projection of
future city spending levels that will actually
he recommendcded in future budgets. This "hold
the line" projecticon assumes

--no new taxes or changes in tax rates,

--no increase in the Federal payment from the
current $300 million authorization, and

--maintenance of existing levels of service
and employment.
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The 19Z2 plan projects a revenae shortfall for
futurs years ranging from 540 million in 1223
to $173 aillion in 1933. The gas could b»e
closed by reducing expenses, increasing the
tax rate, ealarging the tax »ase, taxing non-
residents, increasing the Federal payment, or
any cowmbination of these alternativas.

The econoinic assumptions w~nich lie behind the
plan's p»rojections are not stated, which makes
it impossible to tell how ravenues and expens2as
compare with inflation. HHowever, the projsc-
tion appears to assume that the District of
Columbia economy will grow at a rate of 3 per-
cent sach year, Dut now umuch of this incrsase
is price and how much represants real growth

is not stated. (3ee pp. 29 and 30.)

The plan does not provide information on past
revenues ccollections or past expenditures.

Alsc, the assumntions with ressect to inflation,
growth in the economy, demographic changes,
service populations, expected wage and salary
increases, number of employees, and availabil-
ity of Federal grants are not stated. The plan
does not show how the progsosad budget and those
estimated for future years compare to trends in
past years in such areas as growth in District
revenues conmnpared to inflation. Zee pp. 29
and 30.)}

In addition to.closing the gap between revenues
and expenditures, a current problem is how to
finance previous years' unfunded obligations,
which totaled $§155 million in 1980. GAQ's
report, however, does not concentrate on the
nature of the District's current deficit prob-
lems or the need for a bond issue to pay off
the accumulated deficit. (3ee pp. 33 and 34.)

The District has not fully complied with pro-
visions of the Zelf-Govarnment Act which re-
juire the !layor to prepare budgets reflecting
expenditures for the inmunediately preceding 3
fiscal years. Data that was provided was not
presented consistently and thus was not com-
parable over time. Also, data was not available
whicn would allow comparison between general
fund revaenues, expenditures, and appropsriations.
This data is necessary 1if the District, the
Congress, and the puwblic are to effectivaly
analsze the District's financial serformance
over time. (3Sea p. 32.)
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EVALUATIOW OF ARGUIHENT3I FOR A
FORIULA=BEASED FEDERAL PAYMLDHT

One of the ways of increasing District revenues
is by increasing the Federal payment. The in-
crease could be provided through a lump sum
appropriation as it is now or through a form-
ula-based payment plan. GAO analyzed the dif-
ferent formulas in terms of seven issues asso-
ciated with formula-based payments. The issues
ware

-=-preserving the Federal interest,
--gmount cf payment,

--predictability of the Federal payment authori-
zation and appropriation,

--District government autonomy,
-—-incentives to increase efficiency,
-~timeliness, and

--gase of administration.

Overall, a formula-based Federal payment should
not be viewed as an end in itself but as a means
to achieve the broader purpose of providing a
more systematic basis for determining the Fed-
eral Government's share of the District govern-
ment's expenses. Use of a formula, however, is
not the only way to achieve this gocal. For
example, the Federal payment could bs appropri-
ated 1 cr 2 years before the fiscal year begins
so that the District would have a specific
amount to include in the budget for planning
purposes. Under any approach, the Congress
could still direct changes to be made in spe-
cific budget items. (See pp. 41 and 57.)

CONCLUSIONS

iilow nuch the Federal payment should be in 1932
and subseguent yezars and whether changes should
be made at this time in the way the Federal
paynent is provided to the District are essen-
tially political guesticns that the Congress
must decide. GAQO 4id not attempt to answer
these guestions, but it did reacnh the follow-
ing conclusions about formula-based Federal
paywments and about th=z relationship of changes
in the payment mechanism to improvements in
District financial management.
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The arzuments for and against a formula-basad
Dayment ars complex, even when viewed strictly
from tine perspectivae of the Pederal interest.
It is not the case that all arguments for a
formula favor the Jistrict as onsosed to the
Faderal interest.

Issuss associated with the desirability and
nature of a Pederal payment fornula would be
2asier to resolve if

—--thare were an explicit effort by the Congress,
018, and the District governament to establish
service goals for the listrict's population and
service groups in an iaflationary environment;

——the informative content and reliability of
pudget information provided by the District
goverament to the City Council, the public,
and the Congraess were improved;

-~the impacts of inflation and of economic and
demographic changes on the District's revenues
and axpenses were better undarstood; and

--the District government nade improvemsants
in program and financial managezment.

If a formula-based approach were to be seriously
considered:

-—-ilo one formula approach can be demonstrated
to be theoretically supericr, nor can ths
proper form of a formula be calculated frae
from judgments about what represents a fair
Federal contribution to thes government of the
Mation's Capital.

--Formula-based Federal payments that would
provide more funds to the District of Columbia
than needed for efficient managewment of ess=2n-
tial public services would not contribute to
improved financial management. This situation
could result if the formula was set on the
pasis of an abstract concept {sucnh as revenus
lost) or if a percentage of ravenue was set
too high.

--If a forumula approach is to be usad, formulas
that utilize such items as past revanue col-
lections, U.3. inflation in the »revious year,
or cnanjes in District population as aeasurad
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by the 3Jur=au of the Census are easier to ad-
minister than formulas based on future year
estimates or on estimates of more intangible
items, such as taxes lost, net financial bur-
den, or tax comparability.

--A complex formula may be needed to take into
account the various factors (inflation, popu-
lation, efficiency, local tax effort, wage and
salary increases) that would be involved in
determining the initial level of the formula
and its year-to-year change.

Some of the benefits associated with a formula
approach can also be achieved by other changes
in the way the Federal payment 1is authorized
and appropriated and in the way the District
budget is reviewed by the Congress.

The District government's ability to manage

its revenue, employee compensation, and program
managament responsibilities would be improved
if the District government had a clear idea
about the amount of the Federal payment likely
to be appropriated at the time it prepares its
budget (18 months before the beginning of the
fiscal year). ‘

Annual congressiconal review of District finan-
cial affairs, including indepth investigation

of certain matters and the ability to direct
that certain things be done or not done, appears
to be essential for maintaining the Federal
interest on a continuing basis. It also pro-
vides a check and balance system for District
finances. However, since the nature of the
Federal interest would generally not be expected
toc change much from year to year, annual con-
gressional review of District finances would

not necessarily require line item review of the
entire budget or appropriation of the entire
District budget by the Congress.

Adoption of a formula-based Federal payment or
other changes in how the Federal payment is
provided to the District of Columbia are not
required to achieve many important objectives
for improved financial management in the Dis-
trict of Columbia. The budgets of most ongoing
programs are largely unaffected by the uncer-
tainties associated with the Federal payment
process. A properly functioning accounting
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and sudjeting systen is nzeded and should bhe
astablished rejardless of hou the Taderal
2ayzaent is gprovided.

Any chaaga2s in the Federal payment wmechanisn
taat ara adopted should be reviewed in 3 to 5
sears to assess circuastancas surrounding city
financas and the degree to which Federal inter-
est is being achaieved.

RECOIGENDATIONS

SAO racomaends that the ilayor tage ths following
steps to enable the District's budget documents
to serve as the Dbasis for maxking more informed
judgments about overall city financial policies:

--Comply with Self-Govarnment Act nrovision to
present consistesnt information for the current
budjet year, for the 3 previous fiscal years,
and (on a projected basis) for the following 4
fiscal jears.

--Present meaniag¢ful compariscns of nast trends
and assumptions about the future in aresas such
as the relationship of the budget to changes
in the city's population and service groups and
the impact of inflation and other changes in
the economy on revenues and expenditures.

--3pecifically show the relationshipy between
@acn year's-appropriations, esach year's
actual obligaticns, and sach yezar's actual
revenue and cash position.

AGELCY COILIENTS

Cistrict officials commented orally on GAC's
report and recommendations. Jhile they had no
wajor problems with the report, they emphasized
their concern about budget autconomy and admin-
istrative »>roblems associated w~ith the predicta-
pility of the Federal payment. hey also felt
that the report overemphasized data comparability
probleas because changes in basic accounting
systems and fund categories havas made it tech-
nically very difficult, if not impossible, to
reconstruct past data on a strictly comparablz
basis.

In comumenting on the recommendations, thay
recognized the value of accurate, consistzant
information but said that, in addition to
changes in basic data systewms that have occurrad,
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the burdsa of simultaneously preparing and proc-
essing budgets for 3 fiscal years and handling
gther ad neoc n=22ds has nrecludad thzm from main-
taining the best possible data. They acknowledgad
tnat Jdata presantations have changad over the
years out the changes were mads necsssary by such
things as the change from cash-based budz=sting

to accrual-based budgeting. District officals
gxpressed the view that most of the shifts in
definitions, methods of mzasurement, and clas-
sifications have now bean made, with the result
that more consistent financial data should bhe
available from the audited 1972 financial state-
ments forward.

GAC recogaizes that District officials handle

many activities simultanecusl/, their b“udget
process reguires much time and attention, and

from tine to time changes will be necessary in
accounting systems or data presentations. [low-
ever, CAO believes that the collection and main-
tenance of good data are essential if the Congress
and the City Council are to have an informed basis
for determining overall fiscal needs. %“nen changes
are wade in the data presentations, adeguate doc-
umentation, such as footncoting the chang2s, should
be included in the budget documents to make it pos-
sible to maxe reascnably accurate comparisons ovear
time. GAO welcomes the commitment to provide con-
sistent, reliable information in the future, and
believes this will help the Congress and city of-
ficals to focus con overall issues of financial
strategy. Once established, an adeguate infor-
mation system will help to lighten the load of
Preparing pudjet documents.

viii



Content s

DIGEST
CHAPTER

1 INTRODUCTION
Objectives, scope, and methodology

2 A BRIEF HISTORY OF THE FEDERAL-DISTRICT
FINANCIAL RELATIONSHIP

The percentage of District expenses paid
by the Federal Government has varied

Self-Government Act's Federal payment
and financial management provisions

In passing the Self-Government Act the
Congress apparently expected the
Federal payment to play a larger role
in financing the District government

Congressional efforts to improve
financial management in the District
began before home rule

Conclusions

3 THE FEDERAL PAYMENT AND DISTRICT REVENUES
SINCE 1970

Since home rule, the Federal payment
has declined in relatjion to other
revenues and in purchasing power

District taxes have increased and the
tax burden remains high, although
increases in the tax base are now
about keeping up with inflation

Federal grants show a leveling trend
and may be dropping

Reported end-of-year employment has
declined since 1979

On a per capita basis revenues discounted
for inflation have remained about con-
stant since 1978

Conclusions

4 DISTRICT REVENUE AND EXPENDITURE OUTLOCK
THRQUGH 1986
District's "hold the line” financial
plan shows a gap between revenues
and expenses

Financing prior year obligations and
other special items

Page

11l

11

20

25

25

25
27

29

29

33



CHAPTER 1

INTRODUCTION

The 97th Congress is faced with the issues of whether to
increase the $300 million now authorized for the annual Federal
payment to the District of Columbia and whether to make other
changes in the way the Federal payment is provided to the District
government. An increase of $36.6 million in the Federal payment
authorization, an authorization that has remained constant since
1978, was included in the Reagan administration's 1982 budget.
District of Columbia cofficials are also seeking a formula-based
payment that could be made available each year without congres-
sional line item review and appropriation of the entire District
budget.

Seven years have elapsed since the Congress last enacted leg-
islation dealing with the amount of Federal payment authorizations.
Title V of the 1973 District of Columbia Self-Government and
Governmental Reorganization Act (the home rule legislation that
set up the elected government which first took office in 1975)
increased the Federal payment authorization in four annual incre-
ments from the previously authorized $190 million to $300 million
for 1978 and for each year thereafter. The pericd since prior
congressional action includes the experience under the Self-
Government Act, changes in the national econcmy, and changes in
national trends in the financing of State and loccal governments.

The specific objectives of our study are discussed in
detail below. 1In approaching each of these objectives, however,
our overall purpose was to try to provide a factual and analyti-
cal basis for discussion of a topic that in the past has proved
to be controversial.

In congressional testimony over the past 10 years, District
officials and others have argued that formula-based payments
would (1) provide a predictable amount for District planning pur-
poses, (2) allow District cofficials to budget more effectively,
and (3) allow the Congress to concentrate on national and inter-
national issues rather than on District needs. Others, however,
have contended that a formula-based Federal payment plan could
be open to abuse; would result in amounts that would not have
any relation to needs of the city; and would remove the Congress
from the budgetary process, which is a primary means of bringing
about changes in the city.

QBJECTIVES, SCOPE, AND METHODOLOGY

This study was prepared because we believed information in
several areas would be of use to the Congress in its delibera-
tions about changes, if any, needed in the amount of the Federal
payment, in the process used to determine the amount of the pay-
ment, or in the way the payment is made available to the District



and other management activities, provisions for financing past
unfunded pension liabilities, or the overall level of financing

needed to provide essential public services tc the Nation's
Capital.

One area discussed in the report, the impact of inflatiocn
on District revenues and expenses and the extent to which its
effects on the District budget can be controlled by District gov-
ernment officials or the Congress, would benefit from additicnal
work. Time did not permit us to undertake the detailed analysis
of the compeonents of the city budget that would be required.

It was therefore necessary to rely on data in this important
ar=a that was not as firm as would have been desirable.

Following are brief explanations of what we did to pursue
each of our objectives.

Characterization of the history of Federal-
District financial relations

In this discussion, contained in chapter 2, we relied princi-
pally on previously published studies, on appropriation committee
documents, and on the record of hearings and committee markup
sessions on the 1973 Self-Government Act.

Summary of the history of the Federal payment
and of the District budget since 1970

Our work under this objective involved trying to answer
these guestions:

-=What has been the role of the Federal payment in District
finances since home rule, and how has this compared with
the pre~home rule period?

--How have the Federal payment, local taxes, and Federal

grants changed compared to the general rate of inflation
in the economy?

~-How have District tax burdens changed since home rule

compared to those of surrounding jurisdictions and of
cities of comparable size?

--How have the Federal payment and other District revenues,
discounted for inflation, changed in relation to changes
in population, number of households, or other measures of
service demand? (That is, have District revenues permitted

financing of increasing, stable, or decreasing service
levels?)

--How does the experience in the District of Columbia compare

with trends in State and local finances throughout the
United States?



ederal sayment ia the context of srojsctions
revenu2 and expjanses tarcuyja 1920

For this analysis, contained in chapter 4, we us=2d District
yovernmant projecticns prepared as a part of the 1922 budget sub-
mitted to the City Council in October 1920. Tha 3eli-Covarnment
act budget provisions regquiread that such projections be nade,
and we used this proifazction to allow "order of magnitude" compar-
isons with revenues generated by alternative Tederal paynent
formulas. Ve are not, however, in a position to endorse the
accuracy of this procjecticn.

analyzsis of Fedaeral payment formulas

The Jdiscussion contained in chapter 5 Joes not rely on
special Jdata sourcsas, and bota the types of proposed feormulas and
issues of concern that we analyzed have been identified in other
documments. e have, however, attzmpted tc focus the discussion
on specific matters of concern at the present time. We also
identified changes not involving a formula-based payment that
could provide benefits associated with formula-based payments.

Cuaanjes in tne Federal payment orocess
that could contribute to efforts to
i.aprove District financial waanagement

In pursuing this objective we assessed information developed
in 2ach of the other objectives. We also brought to ear on the
subject what we have learned from audits of District government
activities and review of efforts to improve financial management
in the District. ‘le concentrated on trying to identify possible
changes in ths Federal pajment process that would be consistent
with and help contribute to efforts for improved financial
managemant.
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LF-GOVERILIENT ACT'S FEDERAL PAYMENT AND
SANCIAL JANAGEMEAT PROVISICHS

il
o
FI

The 1973 District of Columbia Self-Govarnment Act provides
for an elected mayor and city council and gives city officials
greater responsibility over District affairs. However, the Con-
gress retains the power to review the city's annual budget, to
appropriate all funds (including those derived from city tax
levies), to set the amount of the Federal payment, and to veto
all locally enacted laws including revenue measures. 1/

The sections of the Self-Government Act that deal with budget
and accounting matters are often quite detailed and encourage the
Jdevelopment of sound financial management procedures. One such
provision, section 447, stipulates that,

"The Mayor shall implement appropriate procedures to
insure that budget, accounting, and personnel control
systems and structures are synchronized for budgeting
and control purposes on a continuing basis."

Title IV, part D, of the act assigns a number of budget and fi-
nancial management responsibilities to the Mayor. They include
oreparation of a balanced annual budget, a multiyear financial
plan, appropriation requirements, accounting and financial re-
guirements, and other activities. The act also provides for Dis-
trict and GAO audit of the District government activities.

Title V of the act sets forth the dutiess of the Mayor, Coun-
cil, and Office of Management and Budget with respect to the
Federal payment. It requires the !Mayor to prepare information
on intercity tax compariscns and con the elements affacting the
District budget that result from the "unusual role of the Dis-

trict as the Jdation's Capital."” It also states that the Federal
payment should

"operate to encourage efforts on the part of the govern-
ment of the District to maintain and increase its level
of revenues and to seek such efficiencies and economies
in the management of its programs as are possible."

Title V of the act is contained in appendix III. The act estab-
lished Federal payment authorizations 4 years in advance and pro-
vidaed for the authorization to remain constant after 1978. The

1/With respect to Federal involvement in District fiscal matters,
title VI of the act specifically states that there is to be no
change in the role of the authorization and appropriation commit-
tees or of the 0ffice of Management and Budget {(which includes
making changes in the District hudget reguest and including the
Federal payment in the U.S5. budget). The act also prohibits
the District government from t.xing the wages of non-District
residents.



CONGRESSIONAL EFFORTS TO IMPROVE
FINANCIAL MANAGEMENT IN THE DISTRICT
SEGAN BEFORE HOME RULE

The Congress has tried by various means to get the District
to manage more effectively, operate more efficiently, and improve
its accounting and financial management systems. The means used
by the Congress have included increases and decreases in the
city's budget; increases and decreases in the Federal payment;
oral directions given during hearings; and written directions
contained in committee reports, appropriation acts, and letters
to District officials. Many of the sections of the Self-Govern-
ment Act referred to above were also intended to facilitate good
financial management.

The Congress established two commissions in the 1970s to
help deal with management problems. The Commission on the Organi-
zation of the Government of the District of Columbia, established
in 1970, studied the District organization and method of operation
and made numerous recommendations for improvement in its 1972
report. The Temporary Commission on Financial Oversight of the
District of Columbia, established in 1275, just a year after
elected government took office, is presently working to improve
several of the District’s accounting and financial management
systems.,

On occasion, the Congress has specifically linked the Federal
payment to efforts to improve accounting and financial management
systems. In July 19380, the Congress increased the Federal payment
$6.5 million in the 1980 Supplemental Appropriations and Rescission
Act (Public Law 96-304, approved July 8, 1980), to insure that the
District could pay its share of the costs of the Temporary Com-
mission on Financial Oversight of the District of Columbia. To
cite another excmple, in a February 7, 1972, letter to the Mayor,
the Chairman of the Senate Committee on Appropriations, Subcom-
mittee on the District of Columbia, stated that

"* * % jt is my present intention to recommend to the
Committee and to the Senate that appropriation of the
Federal payment to the District of Columbia for fiscal
year 1973 be conditional upon the District implementing
a system of accounting and record keeping that can meet
both the Comptroller General's and your own standards
of acceptability for the District's needs."

Such a contingent appropriation was not made and the District
government’s accounting system has yet to be approved by GAO.
However, the District of Columbia is not unique in this respect.
Despite the efforts associated with the Joint Financial Management
Improvement Program, 36 percent of the accounting systems of
Federal agencies have not yet been approved. Among cities, prob-
lems with financial management systems are by no means unique to
the District of Columbia.



CHAPTER 3

THE FEDERAL PAYMENT AND DISTRICT REVENULS SINCE 1970

e District has now had 5 full years of self-government.
The question of what financial changes have taken place in the
District can be answered by economic trends before and after home
rule. To make such comparisons for the period 1970 to 1982, we
collected data which included financial, employment, tax burden,
population, and other information.

Since home rule, the Federal payment has declined as a per-
centage of total District general fund revenue. The Federal pay-
ment as a percent of total general fund revenue increased in the
years prior to home rule. As a result of the increased authoriza-
tion for 1975 contained in the Self-Government Act, the percen-
tage reached a peak of 27.3 percent in 1975, when elections took
place and the new government took office. 1In 19381, the estimated
percentage of total District general fund revenues represented
by the Federal payment is expected to be 21 percent--1 percent
below the percentage in 1970. Although the amount of the Federal
payment increased by $69.2 million between 1975 and 1981, the
payment's purchasing power, when discounted for inflation as
measured by the GNP deflator, has declined by approximately 17
percent during that period.

For the home rule period as a whole, District tax collec-
tions have increased by more than the general rate of inflation.
District personal tax burdens at most income levels were higher
than in surrounding jurisdictions at the time of home rule, and
they still are. Since home rule, District personal tax burdens
increased slightly compared to those of other large cities. The
District tax base shows evidence of becoming much stronger as a
result of changes that occurred during the 1970s.

Prior to home rule, increases in local tax rates were neces-
sary in order to achieve an increase in revenues about equal to
the national rate of inflation. For the most recent years, local
tax collections taken as a whole have been increasing at rates
much closer to national inflation without recourse to rate in-
creases. However, Federal grants received by the District govern-
ment have not increased nearly as much as prices since home rule,
and this important source of program funding is expected to de-
cline in 1981 and 1982. The District pattern of large increases
in revenue in the early to mid-1970s due to tax rate increases,
focllowed by a leveling-off since that time, is typical of the
pattern in State and local finances throughout the country.

SINCE HOME RULE, THE FEDERAL PAYMENT
HAS DECLINED IN RELATION TO OTHER
REVENUES AND IN PURCHASING POWER

The Federal payment increased significantly during the
period 1970 to 1975--just before the start of home rule. After
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Table 3-1
Federal Payment Authorization and
Appropriation--1970-1982 (note a)

Year Authorization Appropriation

1970 $118.0 $1l16.2
1971 131.0 131.0
1972 179.0 173.7
1973 190.0 181.5
1974 190.0 187.5
1975 230.0 226.2
1976 254.0 248.9
1977 280.0 276.7
1978 300.0 276.0
1979 300.0 b/250.0
1980 300.0 276.6
1981 300.0 295.4
1982 (note d) 300.0 c/300.0
1982 (pro- 336.6

posed)

(note e)

a/See appendix I, table 5 for more detail.

b/Excludes $2.565 million for farmers' demonstration which was
for police, clean up, and other expenses,

c/Estimated.
d/Present authorization.

&/Amount included in Reagan administration's budget.
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From 1970 to 1975, the Federal payment and revenue sharing
accounted for just over 45 percent of the incrsase in general
fund revenue available to the District. 1In contrast, from 1975
to 1981, these Federal funds represented just over 1l percent of
the increase (see fig. 3-2). 1In relation to District taxes, the
share of incrsased expenses provided by District-raised funds
increased from about 55 percent in the 5 years before home rule
to 88 percent in the 6 years since home rule.

Figure 3-2
Percentage of Increase in Total District
General Fund Revenue Before and After
Home Rule Attributable to Federal Payment
and Revenue Sharing

Percent |
50< e < - -
45 |~ -
NN\ Federal Payment
. Revanue Sharing
40 +—
[ -
30 b~
25 —
20 {—
15 —
12%
N
10 {— \\\
5 — %
\\
; | N
Before Home Rule After Home Rule
1970-75 1975-81
— 5 + S

Note: Calculations derived from data in appendix I, table 1.
(Does not include pending authority.)
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Figura 3-3
Percent Change in General Fund Revenues
and Prices Before and After Home Rule
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Table 3-=2

Percent Change in General Fund Revenue

Avalilable to the District Government

1970-75

Local funds 40.3
Revenue sharing (a)
Federal payment 94.7
Total general fund

revanue 57.6
Percent change in

GNP deflator 39.2

1975-78 1978-81 1981~-82
55.2 21.4 9.0
34-7 "28.4 _28c1
22.0 7.0 1.6
45.5 16.6 6.7
19.6 31.3 8.8

a/Revenue sharing first received in 1973.

Note:
for supporting data.

Most of the 1981 and 1982 data estimated.

See appendix I
(Does not include pending authority.)

Table 3-3

Percent Change in District of Columbia

General Fund Revenues Discounted

by GNP Deflator

Revenue Source i§70-75
Local 0.8
Federal payment 39.9
Revenue sharing (a)
Total general fund

revenue 13.2

1975-78 1978-81 1981-82
29-8 _7-5 0-1
200 -1805 "'6-7
1.2-6 -45.5 “34.0
21.7 -11.2 -1.9

a/Revenue sharing first received in 1973.

Note:
for supporting data.

Most of the 1981 and 1982 data estimated.

See appendix I
(Does not include pending authority.)
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tax base. L/ The sales tax base would appear to be the biggest
question mark among the major taxes. However, the District's
own source revenues appear better able to keep up with inflation
now than in the past.

Table 3-4
Percent Change in District Local Revenue
sources, Selected Years

Percent change in 1970-75 1975-78 1978-81 1981-82
Property taxes 10.3 39.96 17.6 19.3
Income taxes 66.2 60.7 20.8 8.7
Sales and use

taxes 48.8 57.8 20.3 4.4
Other (tax and

nontax) 41.7 68.1 34.2 4.5
All local revenues 40.3 55.2 21.4 9.0
GNP deflator 39.2 19.6 31.3 8.8

Note: 1981 and 1982 data estimated by the District of Columbia

government. See appendix I for supporting data. (Data
does not include pending authority.)

i/It would be difficult for a rate of increase in property tax
assessment twice as large as the rate of inflation to be sus-
tained for a long period of time. If this in fact occurred,
it might be appropriate to offset the increase by reducing the
tax rates. High interest rates or other factors cculd depress
property values at some point.
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Table 3-5
Percent Change in District Personal Income
Total and Per Capita

Percent change in 1970=75 1975=78 1978-80
D.C. perscnal income,

total 48.0 28.8 10.3
D.C. personal income,

per capita 57.4 36.3 16.0
GNP deflator 39.2 19.6 18.9

Note: See appendix I for supporting data.

District personal tax burdens have
remained high at most income levels

The District of Columbia government regularly collects infor-
mation on comparative tax burdens on households at different
income levels residing in surrounding jurisdictions and in other
cities. This data indicates that since home rule, the relative
tax burden in the District has remained fairly high, especially
in middle and upper income levels. For households with incomes
above §$30,000, the tax burden in the District was the highest in
the D.C. metropolitan area in 1975 and it still is. For the
$15,000 income or the $15,000 income level and below, the District
ranking in the D.C. area fell considerably since 1975. However,
at this income level the differences between jurisdictions are
relatively small and the D.C. tax burden is 89 percent of that
of Prince Georges County, the highest in the area. The relative
rankings for three income levels for which comparable data exists
from 1975 are shown in tables 3-6 and 3-7.

Although District tax burdens overall have kept pace with
local jurisdictions and many U.S. cities, it should be recognized
that there are cities (Boston, New York, Philadelphia, Milwaukee,
Baltimore, and Pittsburgh) whose combined State and local tax
burdens are greater than the District's at most income levels.
For a family of four earning $30,000 per year, the estimated tax

burden in Boston in 1978 was 88 percent higher, and Baltimore was
18 percent higher.
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FLDLRAL GRAUTS 3JHOW A LEVLELING
TREID AdD HAY BE DROPPIN

The District's share of Federal grant funds available to
all 3tate and local governments constitutes a major source for
many District government activities, especially in the human
resources, housing, and highway areas. The $357 million which
the District anticipates in grants for fiscal year 1931 exceeds
the 1981 District Federal payment by 21 percent. Although this
report concentrates on District general fund revenues not includ-
ing grants, trends in grant fund availability can influence
local funding decisions.

Before home rule, the District government included informa-
tion on Federal grants in its budget submissions to the Congress,
and the Self-Government Act took additional steps to include
grants in District financial presentations. Because there is a
gquestion about the availability and consistency of grant data
with other local budget information, in part due to timing of
reimbursements and project grant awards, we were unable to obtain
satisfactory time series information on grants.

Evidence on grant funds obtained from appropriation hearings
suggests that, from 1970 to 1975, the estimated grant funds re-
ceived by the District of Columbia more than doubled--far outpac-
ing increases in the GNP deflator and also ocutpacing the relatively
rapid increass in the Federal payment. Thus, in the years imme-
diately before home rule the District experienced a sharp increase
in Federal funds from three sources: the Fedesral payment, revenue
sharing, and grants.

After home rule, ‘however, Federal grants leveled off, a pat-
tern similar to that experienced by the Federal payment ang
‘revenue sharing. Since home rule, the rate of increase appears
to have been less than the rate of increase in inflation. From
1930 to 1981, a 1l3.5-percent drop in the absolute amount of grant
funds was forecasted by the District government before proposals

for reducing rFederal spending were made by the Reagan Administra-
tion. 1/

REPQRTED END-OF-YEAR EMPLOYMENT
HAS DECLINED SINCE 1979

To indicate changes in resource "inputs" available for
delivering public services, we had hoped to be able to describe
changes in District government employment before and after home

1l/The 1982 District budget estimates Federal grant receipts of
$413.0 million in 1980 and $357.4 million in 1981.
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eliminates the effect of the decline in resources that occurred
since 1978. If number of households rather than number of persons
is uvused as an indicator of service demand, a different picture
emerges because the number of households has not declined nearly
as much as population due to decreasing household size.

Population and hcuseholds, as the District properly points
out, provide two measures of the demand for service, but there
are others as well--school children, Aid to Families with Depen-
dent Children (AFDC) recipients, senior citizens, etc. The school
population dropped consistently through the 1970s, but since 1976
the District reports a 7-percent increase in AFDC cases, a 9-percent
increase in the prison population, a l4-percent increase in police
and fire pensioners, and a 27-percent increase in the general as-
sistance caselcad. The presence of diverse service groups makes
it more difficult to evaluate the significance of changes in over-
all funding levels. In pointing out problems in placing too much
weight on changes in per capita spending, the District government
also notes that as a city's infrastructure ages, it beccmes more
costly to repair even if population has declined, and, moreover,
the need for police and fire services does not decline in propor-
tion to population.

Table 3-8
Per Capita and Per Household Changes in
General Fund Revenues Discounted for Inflation

Percent change in 13870-75 1975-78 1978-81 1981-82

General fund revenue’
discounted by GNP
deflator 13.2 21.7 =-10.3 - 3.0

General fund revenue
discounted by GNP
deflator and divid-
ed by D.C. popula-
tion 20.3 28.8 - 4,7 - 1.0

General fund revenue
discounted by GNP
deflator and divid-

ed by the number of not not
D.C. households 9.3 20.3 available available
CONCLUSIONS

Prior to home rule, District local revenue sources increased
at about the rate of inflation, but the total general fund revenue
increases were considerably above inflation because of large in-
creases in the Federal payment and the start of Federal revenue
sharing. After home rule, particularly through 1978, District
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CiIIAPTER 4

DISTRICT REVENUL AND mXPLIDITURE CQUTLOCK

THROUGI 1986

The District government projects a gap of $173 million
between revenues and expenditures in 1986 if neither the Federal
payment nor local tax rates increase and if existing service lev-
els are maintained. An increase in the Federal payment would
help to close this gap, but expenditure resductions and local rev-
enue increases could also help to balance each year's budget.
Improvement in the District government's budget information would
make 1t easier for the Congress, the City Council, and the public
to assess overall financing strategies.

DISTRICT'S "HOLD THE LINE" FINANCIAL PLAN
SHOWS A GAP BETWEEN REVENUES AND EXPENSIES

The Self-Geovernment Act requires the Mayor to submit a
financial plan for at least the next following 4 fiscal years
with the annual budget presented to the City Council. The finan-
cial plan through 1986, contained in the Yayor's proposed 1982
budget submitted to the City Council in October 1980, covers gen-
eral fund operating and debt service expenses financed by local
taxes, the Federal payment, and general revenue sharing. Federal
grants, water and sewer expenses, and other special funds are not
included. The plan assumes implementation of an accrual-based
budgeting system as recommended by the Temporary Commission on
Financial Oversight of the District of Columbia.

The plan provides a breakdown of major revenue and expendi-
ture categories but there is little support to show what economic
assumptions lie behind the projections. Insofar as we can deter-
mine, the plan assumes that from 1982 to 19836 there will be a 36
percent increase in the nominal value of the economy as the result
of an average annual growth rate of about 8 percent each year.
Assumptions regarding the division of this nominal change between
prices and real growth are not given. The Carter Administration's
1982 U.S. budget assumed that the GUP deflator would increase
about 32 percent between 1982 and 1985.

The plan provides for repayment of a $215 million bond issue,
the proceeds of which will be used to pay for accumulated obliga-
ticons, and in 1983 for a gap of $40 million between revenues and
expenditures. By 1986, the gap is expected to increase to 35173
million (see table 4~1). It was difficult to analyze the expen-
diture forecast because the plan did not include specific infor-
mation about population, households, or other service populations.

1/At the current time a bill has been introduced in the Congress
which provides for payment of a $184 million bond issue rather
than the $215 million mentioned in ths plan.
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As rejuired by the 3elf-GCovernment Act, the 1982 budget,
submitted to the City Council in October 1280, was balanced basad
on the currently authorized $300 million Federal payment. In
1983, however, projected expenses exceed projected revenue by
$40 amillion, a gap that rises to $173 million (about 9 percent
of projected expenses) by 1985. The difference between projected
revenues and expenditures is shown in table 4-1. Following a
brief discussion of revenue and expenditure components, this
chapter outlines alternatives for closing the gap.

Revenue projections

The percentage change in major sources of revenue compared
to the nominal rate of change in the economy implicit in the Dis-
trict projection is shown in table 4-2. Taxen as a whole, local
revenues for the period 1982 to 1986, without rate increases, are
forecast to increase by about 85 percent as much as the nominal
rate of change in the economy. If thils forecast is correct, this
ability to almost keep up with price changes without tax rate
increases represents a significant milestone for achieving a
sound financial base for District government operations. Of the
individual District revenue items, income and property taxes are
expected to increase most rapidly. 1/ Sales taxes taken as a
whole are expected to increase at a rate about two-thirds as
fast as the rate of change in the economy; other taxes and non-
tax revenues are projected to grow more slowly, except for pending
autheority. The items in pending authority consist of District
requests to the City Council and/or the Congress for various
revenue increases.

Exoenditure projections

Table 4-3 indicates percentage changes in major expense cat-
egories compared to the nominal rate-of-change forecast for the
economy. The budget presentation does not include specific infor-
mation about population, households, or other service populations,
so it is difficult to evaluate the forecast in terms of changing
service needs. The projection does not explicitly state the rate
of increase in wage and salary levels that is anticipated, but
the increase would appear to be somewhat faster than the nominal
growth in the economy, or about 9 percent each year.

1/Wet property tax collections resulting from assessment in-
Creases and rate modifications (if any) are expected to in-
crease in line with the overall rate of change in the econony,
and the progressive rate structure of the income tax system
is expected to increase revenues by more than the comparable
change in the District's personal income.
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Table 4-3
Change in Expenditure Catejories
Compared to Change in the Economy--12882-386

Expected change in
Category level of expenditures Percent change

Personal services $260.3 40.90
Goods and services 54.7 20.0

Entitlement programs

and fixed costs 171.1 40.1
Debt service 40.3 28.3
Repayment of deficit

(note a) _1lo.0 50.0

Total expenditures Sg;gég 35.5
Change in the economy not applicable 36.0

a/The District plans to borrow $215 million 1/ to finance obli-
gations currently due but incurred in 1980 and earlier. The
loan plus a §194 million amortization fund to offset non-
current obligations would be paid at the rate of $20 million
the first year and $30 million each year thereafter ($10
million for the amortization fund and the rest for the bond
issue). According to the District's 1982 executive budget,
the bond issue will be paid up in 30 years and the amortization
fund in 20 years.

FINANCING PRICR YEAR OBLIGATIOCNS
AND OTHER SPECIAL ITEMS

Throughout the 1270s, the District budget was balanced on
a cash basis, a practice which allowed obligations incurred
in one fiscal year to be paid with revenues obtained in a sub-
sequent year. As the decade progressed, the level of obligations
carried over into the next fiscal year increasad, with tha most
rapid increase occurring before home rule. In 1970, $42.8 million
in obligations incurred under the 1970 appropriation were carried
over to be paid from 1971 revenue. As shown in table 4-4, the
amount carried over at the end of the year had increased to $103
million by 1975 and to $155 million by 1980.

i/Currently, the bond issue has been adjusted downward to $184
million.
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Compensating for declining Federal
grant ‘programs

The general fund projection excludes funds that the District
receives under Federal grant programs, an amount estimated to be
$356 million in 1982. As discussed in the previous chapter, this
source of funds reflects a 13.5-percent decline from 1980 to 1981--
prior to consideration of the budget cuts proposed by the Reagan
administration. A policy determination to provide District
funding to mitigate the impact of diminished grant funds would
requira an increase in expenses over that contained in the finan-
cial projection.

Unfunded pension liability

The District has a large amount of unfunded accrued pension
liabilities. The unfunded amount is projected to increase by
25.2 percent between 1932 and 1986. Although the unfunded liabi-
lity is growing, the unfunded percentage of the liability is
decreasing. For example, in 1982 the unfunded portion was 73.3
percent and the funded portion 26.7 percent of total pension
liabilities. By 1986, the unfunded pocrticon is projected to bhe
70.8 percent and the funded portion 29.2 percent of total liabi-
lities. Any effort to reduce the unfunded liability further
would obviously require an increase in expenses beyond that
contained in the projection.

AN INCREASE IN THE FEDERAL PAYMENT IS
ONE OF THE ALTERNATIVE WAYS THE GAP
CAN BE PINANCED

Although the projected gap of from $40 million in 1983 to
$173 million in 1986 may vary depending on District policy deci-
sions, management efficiency, and economic conditions, the Self-
Government Act requires District officials to present balanced
budgets each year to the City Council and to the Congress. Sev-
eral alternatives exist which would enable the District to close
the gap between revenues and expenses when actual budgets are
being prepared for consideration by the City Council and the
Congress. The alternatives are reducing expenses, increasing
tax rates, expanding the tax base, taxing non-District residents,

increasing the Federal payment, or some combination of these
alternatives.

Reducing expenses

Closing the gap through expenditure reduction would most
likely have to focus on two of five major cost areas--personal
services and goods and services. Personal services make up 43
percent of the 1982 operating budget and goods and services 18
percent, for a combined total of 61 percent. The other major
cost categories are fixed costs, debt service, and repayment of
deficit. Except for recipient benefit programs over which the
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Taxing nonresidents

A potential source of income which could be readily avail-
able to the District if authorized by the Congress is a tax on
non-District residents. The tax could take the form of a direct
imposition of the District income tax (which is higher than the
income taxes of surrounding jurisdictions at middle and upper
income levels) or a flat percentage wage tax. The tax would be
deductible from the nonresident's State or local income tax.

Over time, imposition of such a tax could be a factor in expand-
ing employment in suburban locations rather than in the District.

According to the U.S. Bureau of the Census, nonresident
nersonal income averaged about $7.3 billion for 1979. A l=-percent
tax on gross earnings would have yielded $73 million in added
income for the District that year. The revenue raised by a 1/2-
percent tax on nonresident wages would realize more than a 10-
percent ($30 million) increase in the Federal payment.

Increasing the Federal payment

Another way to finance the gap is by increasing the Federal
payment to the District. The increase could be in the form of a
lump sum increase (to be considered a year at a time) or a formula
that builds in growth each year. The decision to increase the
Federal payment and the form of payment is basically a peolitical
decision which must be decided ultimately by the Congress. A
formula payment could easily be designed which would finance some
or all of the gap in the District government's estimated "hold
the line" budget. Types of formulas and issues raised by formula
payments are discussed in chapter 5.

Combination of alternatives

Over the long term, a combination of factors could be con-
sidered as a logical means to balance the budgets. For example,
combination of a 5-percent annual increase in the Federal payment,
a 1/4 percent nonresident wage tax, reduction of expenditures,
modest increases in the tax rate, and an enlarged tax base could
fill the gap shown in table 4-1.

IMPROVEMENTS NEEDED IN THE BUDGET
INFORMATION PROVIDED TO THE CITY
COQUNCIL, THE CONGRESS, AND CITIZENS

Needed improvements in the information provided to the City
Council, the Congress, and citizens to evaluate District revenue
and expenditure proposals extend beyond those associated with
implementation of the financial management system that has been
designed at the direction of the Temporary Commission on Finan-
cial Oversight of the District of Columbia. In addition to book=-
keeping accuracy, District budget presentations should provide
a clearer understanding of the trends, assumptions, and policies
which are implicit in financing proposals.
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In additicn to closing the gap, a current problem is how
to finance the previous year's unfunded oblications. The
ODistrict prososes to issue bonds and to uss the proceads to
nay tne unfunded obligations.

Tne District has not fully complied with provisions of the
SJelf-Governmnent Act which regquire the llayor to prepare budjets
reflecting approvad budgets and expenditures for thes immediately
oreceding 3 fiscal years. Data that was provided was not pre-
sented consistently and thus was not comparable over tims. Also,
data was not available which would allow comparison between
Jenaral fund reveaues, expenditures, and appropriaticons. This
data is necessary if the District, the Congress, and the public
are to effectively analyze the District's financial performance
over time.

It was difficult to analyze the financial plan becausz there
“#as little support to show what economic assumptions lie behind the
nroj2ctions. The section that projscts revenues and expenditures
contained no historical information on past expanditures or reve-
nues and assumptions on expenditures, growth in the economy, or
demograpnic changes, and other information needed to analyze the
>2lan was not stated. This information is needed so that the Dis-
trict can focus clearly on its objectives and the City Council, the
Congress, and the public can effectively analyze city operations.

RECOUIMENDATIONS

The District of Columbia government, the Congress, and the
sublic all need accurate, consistent information to be able to
maxe informed assessments of the District's overall revenue and
expenditure policies. The Self-Government Act, which stipulates
that each year's budget must include data on the 3 previous and
4 subsequent fiscal years, creates a framework for »roviding the
information if the District government closely adneres to the
act's requirements.

Je recommend that the Mayor take these steps to enable the
Cistrict's budget documents to serve as the basis for making more
informed judginents about overall city financial policies:

Comply with Self Government Act provisions to present
consistent information for the budget year, for the 3
previous fiscal years, and (on a projected basis) for

the following 4 fiscal years. All the information should
e readily identifiable in the city's budget. Such infor-
mation is needed for all revenues by major types, appro-
priations, and obligations (for personnel and other major
categories of expense); annual full-time eguivalent employ-
ment in positions actually fillad; and grant and other
data. If budjet categories changa, such as changing the
the definiticn of the general fund, sufficient information
should be provided to allow reasonably accurate comparisocons
to be made, as the 3elf-Government Act intended.
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CHAPTER 5

ISSUES RELATING TO

FORMULA-BASED PAYMENTS

A formula-based Federal payment is not an end in itself but
a means to achieve the broader purpose of providing a more system-—
atic basis for determining the Federal Government's share of
the District government's expenses. Use of a formula, however,
is not the only way that the broader goal of providing a more
systematic basis for Federal financial support to the District
government can be achieved.

This chapter discusses proposals to provide the Federal pay-
ment to the District of Columbia on the basis of some type of for-
mula. Different types of formula payments are analyzed in terms
0of these seven issues associated with formula-based payments

--preserving the Federal interest,

-—amount of payment,

--predictability of the Federal payment authorization and
appropriation,

--District government autonomy,
--incentives to increase efficiency,
-~timeliness, and

--case of administration.

The chapter also contains a discussion of ways other than formula

payments that some of the benefits attributed to formulas can be
achieved.

TYPES OF FORMULA PAYMENTS

Over the years, five types of formulas have been suggested
as a basis for the Federal payment.

-~Percentage of Local Revenue. Under this approach, the
Federal payment wcoculd be calculated as a predetermined
percentage of some or all local revenues. Under legisla-
tion considered by the House District Committee in 1980
the Federal payment for 1932 would have been set at 43
percent of 1980 District tax collections.

--Cost-of-Living Escalator. From a base considered to rep-
resent a falr Federal payment, the payment @ach year would
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Th2 legal basis for the Federal interest flows from thz Con-
stitution which gives tha Congrass axclusive jurisdiction over
th2 District. As with all expenditures, the Federal Government
has responsibility for assuring that funds appropriated to the
District of Columbia are spent for authorized purposes and ac-
counted for. The Federal Government has particular interest in
public safety, transportation, and environmental services, since
it is the city's largest employer. It owns about 40 percent of
the land area in the District and is, moreover, the main reascn
that citizens from throughout the Nation visit the city each
year. In a broader sense, however, a Federal interest arises in
the District strictly as a result of its dominant economic role.
Al :hough the private sector has grown in recent years, the Fed-
eral Government is the largest employer, and many private sector
activities are directly or indirectly dependent on the presence
of the Federal Government.

As has been demonstrated in Pittsburgh, Detroit, and other
citiss, some redevelopment activities affecting the character of
the city can only be taken by the dominant employer or employers
in a city. These activities, such as the redevelopment of Pitts-
burgh's golden triangle, can be accomplished only if there is
financial backing from major financial institutions and if major
employers are committed to keeping employment in the affected
arza. In the District, this role, which involves a residual re-
sponsibiity that is difficult to capture in a formula and which
involves much more than a narrowly defined Federal enclave, can
only 2e played by the Federal Govermment. L/

The Federal interest, although difficult to quantify, would
appear to De relatively stable in the sense that basic concerns
continue from year to year. As a practical matter, this stability
in the Federal interest could lend itself to establishment of a
payment formula or other mezans that would provide a more systema-
tic basis for providing the Federal Government's fair share of
District expenses.

tnactment of a formula could serve the Federal interest if
a formula plan promoted increased efficiency in the District
govarnment., For this in turn would mean better services to the
Federal Government--a large user of District services. A Federal

i/An example of the need for special Federal initiatives that
can arise from the Federal presence is the relatively small
size of District banks compared to those in many other metropo-
litan areas of comparable size. This small size occurs because
of the service nature of the District economy, because tha Fed-
eral governumnent is its own banker for the most part, and becauss
branching across District lines is generally prohibited. As a
result, the District traditionally has had less locally owned
and controlled sources of capital than might be 2xpected given
the size and income of the city.
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Almogt any formula can be made to produce almost any -desired
amount of money in the initial year. Thus, for fiscal ye=ar 1932,
threa percentage-of-revenue proposals using different assumptions
would have provided payment to the District in the amounts of
$332.8 million, $409.0 million, and $389.0 million. Sstting the
base year amount of a formula payment is thus much like changing
the authorization under the present lump sum approach, eXxcept
that it provides an explicit rationale for the amount of the
payment that is also the basis for calculating the amount of the
payment in subsequent years.

Examples of the amount of Federal payment that would be pro-
vided through 1986 under several alternative Federal payment for-
mulas are shown in table 5-1. The formulas are based on revenue
forecasts prepared by the District government in its fiscal year
1932 budget submission to the City Council in October 1930, These
forecasts implicitly assume an increase in the local economy's
size of about 8 percent each year. To maintain consistency with
the projection that was based on a 1982 budget with a $300 million
Federal payment, the table assumes that initial changes in the
Federal payment would take place in 1983. The Federal payment
authorized under existing law is alsoc included in the table.

45



Qbviously any number of other formulas could have been cal-
culated for inclusion in table 5-1. Gome of these formulas could
ke Juite complicated. For example, a formula could be devised
that would take into account changes in population, assumed
cnanges in productivity, a ceiling on the percentage growth in
the payment that could occur in any year, and a ceiling on the
percentage of the District general fund that can be financed by

frha Taldaral aa/sment
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3ince the initial level of a formula can be set at any
amount, as a practical matter the establishment of a2 formula would
no doubt have to take into account continuity with the recent his-
tory of the Federal payment and congressicnal Jjudgments about the
appropriateness of the overall level of District expenditures
and of District own source revenue efforts. The fiscal situaticn
which the District now faces is likely to be more conducive to a
consensus judgment about the pattern of appropriate District to-
tal spending and revenue patterns than was the case at the time
the 3elf-Government Act was passed. At that time there was real
growth in the per capita level of city services financed by the
District budget {(with much of the increase financed by increases
in the Federal pay.nent).

#ith increases in the overall level of services discounted
for inflation less likely to be an issue, 1t is more likely that
a consensus can De reachsd on the appropriate amount of total
Federal financing needed in a hold the line, inflationary set-
ting. (3ignificant issues associated with the composition of
servicas in an overall no-growth situation can, of course, be
expected.) If naticnal Federal grant programs (lledicaid, urban
development, public sector employmant) were to be cut back, how-
ever, the guestion cof whether to increase locally financed ser-
vices on a per capita basis could once again become a major issue,
as it would in many other jurisdictions.

An issue that has been of continuing interest ragarding Dis-
trict finances is whether the expenditures of the District are
too high relative to the population. Although intercity compari-
sons are difficult to make, the District government seems generally
to have more public employees per citizen than other jurisdictions.
Some=~-and perhaps most--of the relatively high public employee
ratio in the District of Columbia can be attributable to the
totally urban character of the District, to the high percentage
of commuters and tourists relative to the residential population
that exists in the listrict, and to lemographic characteristics.
It is also possible that local taxpayers or the {ongress desire
(and are willing to nay for) a larger government sector than
exists in other cities. For example, the Zongress has supportad
a relatively large police force in tae District compared to those
of otner larje cities. Legically, a contributing factor to a
larger pubdlic sector could also be taat public servicess are
provided more inefficiently in the Zistrict of Columbia than
in other jurisdictions.



e comparable tax effort approach is different from the
other approaches to the Federal payment in that the amount of
the Federal payment in the base and in e=ach subseguent year re-—
guires that an explicit judgment be made 2ach year about the
appropriate level of expenses that will be recognized for pur-
poses of caleulating the Federal payment. It also requires that
a difficult judgment be made explicitly about the standard that
should be used for tax rate comparability. 3hould the District
be compared with the highest jurisdiction or with the weighted
average of all jurisdictions? Should the District be at the top
of the list for each tax or only for the average of all taxes?
Should the District be at the top of the list for each income
level or only for an "average" taxpaver?

PREDICTABILITY OF THE FEDERAL PAYMENT
AUTHORIZATION AND APPROPRIATION

Predictability of the Federal payment encompasses several
issues, including the amount of authorization and appropriation;
yearly payment increases or decreases; and, in terms of a formula,
whether current or past data is used to compute the payment. The
authorized amount sets the stage for and actually determines the
relevance 0of the other issues because the Federal payment is re-
stricted to the limits of the authorizaticn. Thus, the key toc a
predictable Federal payment i1s determined by the authorization
first and the appropriation second, In cases where the appropri-
ation amount is the same as the authorized amount, the Federal
payment becomes totally predictable until the authorization is
changed.

With respect to the predictability issue, separate considera-
ticn needs to be given both to the payment authorization and to
its appropriation. The experience in the period 1978 to 1930,
when the Federal payment was held level and then reduced despite
higher authorization was unique in the history of the Federal
payment in recent times. Before that experience, the Federal

payment appropriation was much closer to the amount authorized.
{See table 5=2.)
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conduct effective financial planning. Although the Carter admin-
istration's proposed budget contained an increase in the Federal
payment for 1932, the 1932 budget submitted to and approved by

the City Council could not be based on use of the new funds be-
cause by law the District budget must be balanced against revenues
alre=ady authorized.

The District government ¢ites the seguence of events in fis-
cal year 1980 to demonstrate the problems of financial planning
with an unpredictable Federal payment. The District began pre-
paring the fiscal year 1980 budget in early spring 1978 and sub-
mitted the budget to the Council on October 1 on the basis of
the authorized Federal payment of $300 million. In June 1979,
the House Subcommittee on Appropriations recommended a reduction
of $108.5 million in the Federal payment to $191,5 million and
commmensurate decreases mostly in what the District considered
to be nondiscretionary spending ar=zas--e.g., retirement costs,
pay raises, and public assistance. The Senate adopted a higher
payment and the appropriations act was signed October 30, 1979,
Additional funding for nondiscretionary items and pay raises
was included in the 1980 supplemental appropriation financed in
part by an increase of $38.3 million in the Federal payment to a
total of $276.5 million.

There are possible advantages to the Federal Government of a
Federal payment authorization {(and perhaps appropriations) pre-
dictable in advance of final local action on the District budget
for a given year. District cfficials will know that no more
Federal aid can be expected and that they must raisa local taxes
if available revenue is insufficient for the desired spending
program. A system in which the Federal payment is unpredictable
can encourage "crisis type" budget presentations (and accompany=-
ing local paolitical activity intended to elicit each year the
largest possibls Federal payment).

Since a major component of increased c¢ity expenses is wage
and salary ingreases, there is an advantage in having city deci-
sionmaking officials, employees, and the general public know well
ahead of time the maximum Federal contribution that will be avail-
able. By the same token, it must be expected that the District
will spend .he full Federal payment, for it would be difficult
to negotiate wage settlements if unused Federal funds lapsed back
to the U.S. Treasury at the end of the fiscal year. This tendency
for local expenditures to expand to whatever Federal payment can
be predicted in advanca suggests the importance of tailoring any
formula that would be adopted to what the Federal Government

believes the c¢ity needs to provide necessary services at reason-
able cost.,

DISTRICT GOVERNIUILNT AUTONOMY

Under the U.3. Constitution, complete autonomy for the Dis-
trict of Columbia is not possible, but the degree of autonomy that
can be Jdelegated is up to the Congress, as the Self-Government Act
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The degree to which the Congress is willing to increase
District budget autonomy may also be related to confidence in
the quality of city services and in the quality of financial
information that the District government provides to the City
Council, the public, and the Congress itself. Implementation of
efforts to improve financial management, adopting the recommenda-
tions contained in chapter 4 of this report, and demonstrating
achievement in improving the efficiency would help to provide the
necessary degree of confidence.

INCENTIVES TO INCREASE EFFICIENCY

Would formula-based payments increase or decrease incentives
for achieving efficiency in the District government? The answer
to this difficult gquestion depends partly on the exact nature of
the formula and how the payment would be made available to the
city. It must also be borne in mind that both the need to balance
the District budget each year and voter resistance to tax in-
creases, as elsewhere, provide powerful incentives to limit the
size of government in the District.

Clearly, increasing the amount of Federal funds made avail-
able by formula would not provide an incentive for the District
government to become more efficient if the amount of funds so
authorized were higher than needed to finance efficiently run
essential services. A Federal payment indexed to a national
inflation index could provide more funds than the rate of infla-
tion actually experienced by the District government or could
actually contribute to inflation of government expense by appear-
ing to underwrite wage settlements tied directly to cost-of-living
increases. (Sound public policy might suggest a payment that pro-
vides less than a full offset to measured inflation to encourage
belt-tightening and improvement in efficiency.)

It is hard to assess the degree to which changes in the
existing congressional involvement in the budget process would
affect the overall efficiency of District government operations.
At the present time, appropriation of the Federal payment and
the entire city budget provides a built-in framework for annual
congressional scrutiny of District affairs. Ad hoc oversight
and legislative hearings on increases in the Federal payment,
financial management, and other topics can also lead to improve-
ments in government efficiency. The impact of this hearing and
review process on District government efficiency, or the degree
to which efficiency would suffer if the process were changed
scmewhat, cannot be quantified.

It is clear, however, that from time to time the Congress
has found it necessary to use the leverage that the appropriation
process provides to try to bring about improvements in District
government efficiency. The (unsuccessful) 1973 efforts of the
Senate Appropriations Subcommittee to bring about improvements in
the accounting system and the use of the Federal payment appropri-
ation to provide District funding for some of the work of the
Tempcorary Commission on Financial Oversight to the District of
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payment were automatically appropriated to the District, would
the District have the same incentive to implement the recom-
mendations? 1Is it worth risking slower implementation of these
recommendations to achieve other benefits associated with a
payment formula?

While there are reasons to asscociate direct congressional
control with efforts to improve the efficiency of District gov-
ernment operations, there are also incentives leading to inef-
ficiency built into the existing system. 1If the District reduces
the budget for a particular item, local taxpayers may receive no
benefit in that the entire saving can be accounted for by a
reduced Federal payment rather than reduced taxes, If the Dis-
trict wants to drop one activity and fund a new one under exist-
ing tax rates, the Congress can accept the cut, deny the new
activity, and reduce the Federal payment by the amount of the
expenditure reduction., Also, under the present situation, the
District government can raise a tax to finance a new program,
but the Congress can deny funds for the new program while at the
same time reducing the Federal payment by the amount of the tax
increases the City Council agreed to in adopting the balanced
budget presented to the Congress.

Uncertainty over the amount of the Federal payment also
builds in an incentive for budget gamesmanship. When the exact
amount of the Federal commitment is unknown, an incentive exists
to include items in the budget which are not essential to provide
a buffer for essential services,

It is the District government's opinion that factors other
than congressional involvement in the budget process determine
the efficiency of District programs. The District feels it is now
operating under the same restrictions faced by other State and
local governments. Officials point out that during the past 6
years of home rule the budget process has involved extensive
citizen participation, and they are already organizing finances
in response to potential bond market scrutiny.

TIMELINESS

From time to time complaints have been expressed about the
long lead times involved in the District budget process. For
example, the budget is presented to the City Council in October,
a full year before the proposed budget would be in effect, and
often before the budget for the previous year has been approved
by the Congress. 1In 4 of the past 6 years the budget has not
been appropriated before the start of the fiscal year. Part of
the reason was that the Congress was late in passing the District
appropriation, which was the case for fiscal year 1981, and part
of the reason is that the District has submitted the budgets
late to the Congress. For example, between 1973 and 1981 the
District submitted the budget late to the Congress seven of nine
times. The timing of the District's appropriations in relation
to the start of the fiscal year is shown in table 5-3.
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The payment-in-lieu-~of-taxes formula would be relatively
difficult to administer in that there are many judgment factors
that enter into the calculation. A major problem would be assess-
ing the value of Federal property {including the U.S. Capitol,
White House, Mall, Monuments, Rock Creek Park, atc.) and updating
that assessment each year.

A payment formula based on calculating the net costs and
benefits of the Federal Government would reqguire that quantified
judgments be made in areas where there are many intangible fac-
tors to be considered. Should the Federal Government pay the
District the full amount lost each year from congressionally
imposed taxing restrictions? Should account be taken of indirect
benefits of federally financed activities (such as the Metro
subsidy or Pennsylvania Avenue development) that contribute to
District sales and property tax increases?

A payment formula based on comparable tax effort would also
be difficult to administer. This approach requires advance esti-
mation of what the city budget should be, what other jurisdictions
are likely to collect, and how much revenue the District is
likely to collect under its tax provisions. Other difficulties
with this approach were noted previously.

CHANGES NOT INVOLVING FORMULAS THAT
CAN ACHIEVE SOME OF THE ADVANTAGES
OF FORMULA-BASED PAYMENTS

Advantages of formula-based payments discussed above include
more predictability in the Federal payment, delegation of greater
budget autonomy to the District government, greater incentive to
efficiency, and greater attention by Distriect and Federal cffi-
cials to overall fiscal concerns such as the per capita level of
services which should e maintained in an inflationary environ-
ment. Adoption of a Federal payment formula is one, but not the
only, way of achieving scme of these advantages.

A Pederal payment that will provide an incentive for in-
creased efficiency must be based on estimates of the amount of
Federal payment likely to be needed by an efficently run govern-
ment given a reasonable local tax effort. To the extent that
the amount of Federal payment that would serve such a function
can be estimated in advance, exact Federal payment amounts can
e authorized several years ahead. This was essentially the
approach taken in the 1973 Self-Government Act. The time horizon
in such an apprcach can be as far ahesad as tha Congress desires,
and future authorizations could also be amended at a later date.
Data on such things as tax rates in surrcounding jurisdictions
and other large cities, estimated net burden of the Federal
presence, and demographic changes can continue to be used to
make the judgments about the Federal payment authorizations
as informed as possible.
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autnority for the city, 1/ or changing the District fiscal vear
(or budget submission Jate) to reduce the time betwean budjet
formulation and exacution.

COUCLUSIONS

Hdow uch the Federal payment should e in 1222 and subse-
cua2nt years and wnether changes should bHe made at this time in
tne way the Federal payment is provided toc the District are
essentially political guestions that the Congress must decide,
wWnile we hope that this repeort will helpn the Congress in making
judgments on these guestions, we cannot answer them on the basis
of work performed. Our analysis, however, does lead us to tha
following conclusions about formula-based Federal nayments and
about the relationsnip of changes in the payment mecianism to
improvemants in District financial management.

The arguments for and against 3 formula-bassd payment are
complex, even wiaen viewed strictly from the perspective of the
Federal interest. It is not the case that all arguments for a
formula favor the District as opposed to the Federal intersast.

Issues asscciated with the desirability and nature of a
Tederal payment formula would be easier to resolve if:

-—-there were an explicit effort »y the Congress, 02, and
the District government to establish servics goals for
tne District's population and service groups in an infla=~
tionary environment;

--the informative content and reliability of budget infor-
mation provided by the District government to the City
Council, the gublic, and thz Congress were imnroved:

~—the impacts of inflation and of econcmic and demographic
changes on the District's revenues and expenses wers
petter understood; and

--the District governmant Adenonstrated improvaments in
projraa and financial management.

If a formula-based approach weare to e seriously considera4d,
we believe that:

=0 one fcrmula approacihh can e Jsmonstratzd to be theo-
retically superior, nor can the proper form of a fermula
be calculated free from judizients about thz money that

1/ Tne lJonjsress nust approve all reprozranaine reguests for
tae saifts of approzriatal authiority Letwesn control
centars in 2xcess of 30,022 or 12 sercent.



associatad with thes Federal payment process. A properly func-
tioning accounting and budgeting system is needed and should be
astablished regardless of how the Federal payment is provided.

Any c¢hanges in the Federal payment mechanism that are adopted
should be reviewed in 3 to 5 years to assess circumstances sur-
rounding city finances and the degree to which Federal interest
is being achieved.
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Table 1
General Funi Ravenus
District of Columbia

(ot a)
1970 1971 1972 1973 1974 1975 1976 1977 1978
(thousands)
Seaneral Puned Ravenue:  (note )
Jistrict sourcess
Prasarty tax $129, 337 $131,100 142,657 $149,512 $151.529 $142,709 $148,911  $167,305 $199,292
sales tax 133,727 143,700 152,451 178, 235 139,551 199,996 225,525 260,370 314,005
[noaez bax 103,331 135,670 137,165 149,993 164,153 172,655 205,197 2514107 277,399
JLaer 42.407 41, 0L0 47,343 48. 775 50,607 60103 644551 94,902 101,030
I'otal 409,332 459,410 479,927 523,520 555,B46 574,163 614,184 773,624 891,725
J2deral sources:
felrral pagment 116,166  13L.000 173,651 18L/500 187,450 225,200 248,949 276, 650 276,000
Lavaaa sharing Q 0 Q 22,000 37.505 27.282 26,655 32,240 36,745
rotal 116,165 131,000 173,654 203,500 224,955 253,482 275,603 . 309,890 312,745
Jaading aathority {note c)
fotal jeneral funt
revanu2 $525%,493  §$589% 410 $653.531  $730,020 $780,80L $5827,945 $919, 787 §1,082, 574 $1, 204, 471
Jlstrict Auditor deports not
fotal (note d) available $534, 119 $651. 637 373L.024 $§792,009 $933,326 $927,479 §1,088,876 51,215,103

a/L213-33 cish basis of accounting, Data adjust2d to be comparable to 1900 ygeneral fund

T efinition Ly 0.C. departinant of Finance and Revanue, In 1930 the District of Zolunmbia
switenzad 5 an accrual basii of accounting: th:i:refore. 19i31-95 data may not be entirely
axpiaraule to earlier data.  Data for 1976-3) idjusted for professional tax suit lost by
tae District. Lxcludes short-tenn borrowing and cash balance carryovers. dJudjzt estimates
usxl for 1971 buecause actual figures were oot included in the budget.

of ixecal Ffunl ravenue as Jdefined by the District in 193).

<_:_/|':,|li.n_| aathority Ffran the ity Councll and/or the Conjress for adlitional taxing authority.

_l_/l‘n: Jistoict of Soluawls Aaditors 1930 Financial Report listed the 1971-73 daka as cash basis of
e xaating and 1973-33 data as accrual basis of accounting.
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Revenue Vianeing the Appropriation
for Operating Expenses and bDelit
arrvice:  {note a)
District sources
Faderal soucces (note b)

otz
Police and Fire reticemant
8 dater and sawer enterprise

fotal itevenue
Upurating expendituces

oeratio appropriations

af2sh bagis of acoxantng 1370 to 1930,

Table 2

fizlationship of Ravenues, Expenditures

anl Appropeiations 1970-80

1970 1971 1972 1973 1974 1975 1976
———————————————————————————————— {thousarels) -
$A00. 332 $459,410  $479,927 $526,520 §555,846 $574,461  §$644, LO4
116,166 131,000 173,654 203,500 224,955 253,482 275,603
5,144 7,100 9,181 10,736 9,643 13,103 12,756
21,923 24,398 244104 25,879 30,041 31,559 31,0828
§551, 265  $620,908  $605.866 $766,635 $820,4D5 $872,607  $964, 3
o/ cf 604,959 $770.806 $829.104 $909.694 §1,020, 414
PN $636.0B72  $693.669 §782,058 5841,370  $919.933 $1,042, 143

Rev.onie, expanse. and appropriation

T data for the geara 1970 b3 191) were adjust~l to be copirable to operating
apgroociations as definzd oy the D.C, OFfice of Budjet and Resource Developmnt

in 1491).

e exopznrlitares for years peior to 1976 and 1976 forward are not

exactly cangarable becaus: prior to 1976 the District recorded as pension
ex e the amunt of ceticoment payents wel2 each year.
District bejan recording tin: cost of retirencnt benefits earned by awployess.
imta [ur 1975-30 adjusted foc professional Lax suit tost by the District.

Excludes short-term borcosing and cash balance carcyovers.
wsed For 1970 District revame because actual figures were not includzd in

the i lgets,

figures wure not includzd Lo the budjets.

nfoo2;i ot inctade graats,

c/.lat available.

1n 1976,

the

Budget estimate

Bud jet estiate usad for 1971 NHistrict revenue because actual

I XIGN3dav
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Table 3 {cont,}
Price and Dewdjrapnic Statistics for
Use in Analyzing bistrict of Cotumbla Tevenue

1979 1980 19431 1962 1983 19484 1985
Sr pric» deflator (aote a) 154.4 130.4 199.0 217.2 235.0 252.6 269.5%
el noas 2hwolds {note b 655, GO0 639, U0y 632,000 625,000 519, 000 613,000 607, 000

D.C. bousawolds {note ¢)
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Saaral fund revenue bL.U. saicces
Fa2lywal Funds:
vaedaral payjaeent

davenae shacing

L total janeral tund rev uvie

Table 4 {cont.)
Constant Dollars
Revenuas Financing the Appropriations for
Ganeral Fund opzrating Expenses and Debt Service
{1972 Jdollars)

1978 1979 1940 1941 1902 1983 1984 1985
—————————————————————————————————— {millions) -
$503, 469  $562,729 §543,160 $542,385 $543, 055 $535,404 §531,86% $533,358 !
181, 519 152,058 153,001 147.99% 133,122 127,660 118, 765 1k1, 317
24, 166 L7196 15.615 13,176 3. 702 84043 1.482 7.013
$792.154 $l_§2. 193 §$712.079 $703,557 $689, 873 $67L,106 $659,116 $651, 684
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Table 6
Changes in District of Columbia
Local Revenwe {note a)

1970 1971 1972 1973 1974
GA2 price deflator 91.36 96.02 100.00 105.8 116.02 |
Anxints: {thousanis)
ZJucrent Bollacs:
Galrral progerty taxes $122,337  $134,100 $142,657 $149,512  $15L,529
3ales taxes 133,727 143, 700 152, 451 178,295 189, 551
Izowr taxes 103, 851 135, 620 137,466 149,949 164, 159
vther (tax and nontax cevanus) 42, 407 44,010 47, 333 a8, 775 50, 507
Jdonstant Dollacs:
General property taxes $141, 569 S139,653  35142,667 $141,316  $130,606
3ales Laxes 146, 374 119,656 152, 451 168, 511 163,378
Lovzan: taxes 113,69] 142, 262 137,465 141,723 141, 492
Jtaer (tax and nontax revenue) 46, 417 45,834 47, 343 46,101 43,619

1970-75 1975-78 1978-81 1981-82

Percant Chan jes
Current Dollars:

Genzral property taxes 10.3 39.6 17.6 19.3
jales taxes 48.8 57.8 20.3 . 4.4
fn>one taxes 6G.2 60.7 20.8 3.7
Other (tax and nontax revenue) 41.7 63.1 34.2 4.5
constant Uollarss
senzral property taxes -20.7 16.8 ~10.4 9.7
3al=s taxes 6.9 32.0 -8.4 -4.1
Licase taxes 19.4 34.4 -3.0 -0.1
Jthar (tax and nontax revanue) 1.8 40.6 2.2 -1.0

afsea footnotes In table 1| of this appendix for dita Limitatlons.

Jates 1971 District estimte usad because actual data was not included
in oadjat Jdocunants.  Amsunts for pending authority are not included
in 193t wl 1932 lata.
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Table 7

Per Japita and Per lbuschold Revenues in Current and

<onstant Dollars. Available to Flnance the Aoproorlations

for Sencral FPund Oparaking Expenses and Debt Service (note a)

1970 1971 1972 1973 1974 1975 1976 1977 1978
0.2, poplation {thousarvds) 155 751 745 737 723 710 700 633 671
L.C. hwusehwlds (thousands) (note b) 263 270 272 277 272 273 272 275
Pral CAPEDTN:
curcant botlars:
vistrict sources $542 3510  $6d4 $N4 S 769 $ 809 $ 920 51,133 $1,329
Federal sources 154 174 233 276 311 357 394 452 466
rotal ga2neral fuid revenue  $69G  $745  $377 $991 51,080 S1.166 $1,314 $1,585 $1.795
—_— =1 —— —3
Soustant Uollars:
vistrict sources $593 $635 $644 5675 $G653 $530 $688 § B00 3 874
faderal sources 169 1 233 261 208 281 295 ito 306
fotal janeral fund revenue  §7562 SE_IQ $877 5937 S& 32}___2 $£g 51,119 s1,181
Pud Hodst oLD:
current Osklars:
District sources $1. 559 $L.718 5L.936 $2,007 $2,112 $2,160 $2,B14 $3,243
Faleral sources 442 643 748 312 932 1,010 1,136 1,137
lotal general fund revenue $2.002 $2.421 $2.684 $2,819 $3,044 $3,369 $3,930 54,380
Jonstant Dollars;
vistrict sources 51, 707 $L.778 $1.830 S$51/730 $1,661 $1,765 $2,007 §$2,133
f2leral sources 484 643 707 700 733 755 802 748
fotal yzneral fund revenue $2,191 32,421 $2,537 $52.430 $2,394 $2,520 $2.809 _%2.801

4/ See Ffootnotes in table 1 of this appendlx for Jata limitations.

L/ L. bouszhold define | 1s occupied dwalling unit. Nuwer of D.C. households
not available for gears 1971, and 1979 thcoujn 1995.

Aot Potals aay not adl due to roundling.



Tapla :

JAajer Shanges in Taxes and Zstimmtad

Ravenue Zifalt rirst full Year

Prosect

APPENDIX I

+3 1.5

+ 14.9
+ 30.2

=5$38.9

APPENDIX I
Income
faar
anacted Tax changa
1970 Change capital gains
and sick pay
New rates and orackats
(individual)
$25 minimum tax (business)
1971
1972 dusinass rata increased to
8§ percant
1973
1974
1978
1978 Change in personal examptions
and cnild care
New ratss and crackets
(individual)
Profegsicnal tax and other
1977 Tax cradit for elderly
1973 Tax credit axcess proserty
10~percent business surtax
continued
1872
1930 Professicnal tax suit lost
source:

District of Columbia. District of Columbia Tax Facts.

J=percent rats incrsase

4=percent incrsase personal

3-parcent rate increase

ATount Tax change
(mallicns)

+ 1.5 real property

+ 25.0 Droeparty

+ 2.3

+5 4.0

4~parcent rate increass

Axount
(millions,

+5 3.6

+ 7

Phase cut bugsiness inventory

tax

7hase out —usiness invantory

tax

Phasa cut tusiness inventory

tax

LS~parcent incrasase personal

praperty

Assessed value reduced Zor.
salectad proserty

Increased acmestead exemption

Cannercial ratz increased
Perscnal property increased

+3 2.3

+515.3
+ 2.2

Real estate transfer tax enacted + 11.0

fiscal year 1930

axcept that 1930 informaticn ~as obtained fran Jesartment of ©inancs

and Ravanue.
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APPENDIX I1

1931 -
Aud. CSad. Ot dov. Lec. Jan. feld. .ar. ADE . Hay. Jun. —
31} {10/1) 11/2 ———e——longressional review of oudget——-——r—m President
Final D.2. adopts subnit flause Senate Confer— signs
a or hudget budget action action ence budget
action; Ajency to Congress on dudjet  on budget action on
{9/5-10) response budget
call for to calls
President President
and and Jongress
Jongress  badgec
pudyats o printer
Prelim. Instruc- {12/13)  {1/1%) Public Azencies [(4/26) (6/20)
revenue rions to Azanciea Prelim. aearing— uydate Submit Budget
estimates agencies submit badgat complete  budjsts executive adopted
nudget distri- 3/1s budget
buted
Prelim. ravenue {10/1) Agencies submit {3/25) (4/18) {5/1) {6/10)
2stimates Instruc- budjsts Prelim. final Final Budget
tions to budget reccm. mdget. adopted
agancies to Goard by Board [to
Couneil
2relia. instruc- Agencies t2/1) {3/ Council
revalll iunE To suhnit Exacutive | Budget must
2stinates agencies budgets approves | submittsl approve
2l et to Council bud et
by 7/3L
(3/15) £9/4) {11/15) (3/1) {5/15) {5/15)
frelim. Instrac— Ajyencies Budget Council Budget
ravenua tiong to submit submitted adopts adopted
astimtes agencies oudgets to budget
Executive
\gencies Budget. (5/1)
suanit dacisions Board
madjets presanted adopts
to Coanty budget
Zxecutive
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APPENDIX II

A Comparison of Fiscal Year 1932 Sudget Calendars: District of Columnia
and Selectad Jurisdictions — Jormalized to Flacal Years onding June 30, 1932 [note a)

1973 1939
Jurisdiction Jov. Dec. Jan. Fab. Aar. AJE . May. Jun. Jul.
olstrict of coluabla 11/723) [2723) (375) (577) @ﬂS) Zouncil ra
Prelim. crelin, Instruc- Final Submnit of budjst
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a/The fiscal year ends on 9/30/82 for 0.C. and 6/33/32 for the other jurisdictions. All events related
to the District are snifted back 3 months to make the periods carmparable.

b/This may not occur until well after the beginning of fiscal ysear 1932.

source: Jistrict of Jolumbia, Office of 3udget and esource Development



APPENDIX III

(4263540}

Title V, Section 501
of Public Law 93-198

TITLE V—FEDERAL DPAYMENT

BUTIES OF THE MAYOR., COUNCIL, AND FEDERAL OFFICE OF MANAGEMENT
AND BUDGET

See. 0L (a) [t <hall be the duty of the Mavor in preparing an
anunal budger for the government of the District to develop mean-
ingful intercity expenditure and revenue comparizons based on data
supplied by the Bureau of the Census, and to identify elements of
vost and benefits to the District which result from the unusual role of
the Dastrict as the Nation's Capital. The results of the studies con-
ducred by the Mavor under this subsection shall be made available
to the Council and to the Federal Office of Management and Budget
for their use in reviewing and revising the Mayvor's request with
respect to the level of the uppropriation for the annual Federal pay-
ment to the Distriet. Such Federal payment should operate to encour-
age efforts on the part of the government of the District to maintain
aret merease its level of revenues and to seek such efficiencies and
cconomies in the management of its programs as are possible.

{b) The Mayor. in studying and identifying the costs and benefits
to the District brought about by its role as the Nation’s Capital, should.
to the extent feasible. umong other elements, consider—

(1) revenues unohiainable because of the relative lack of tax-
able commercial and industrial property;

(2) revenues unobtainable because of the relative lack of tax-
able business income;

(3) potential revenues that would be realized if exemptions
from Dhistrict taxes were eliminated;

(4) net costs, if any, after considering other compensation for
tux base deficiencies and direct and indirect taxes paid. of provid-
Ing services to tax-exempt nonprotit organizations and corporate
offices doing business only with the Federal Government;

{3) recurring and nonrecurring costs of unreimbursed services
to the Federal Government:

{6) other expenditure requirements placed on the District by
the Federal Government which are unique to the District;

(T) benefits of Federal grants-in-nid relative to aid given other
States and local governments;

{#) recurring and nonrecurring costs of unreimbursed services
rendered the Dhistrict by the Federal Government: and

(9) relative tux burden on District residents compared to that
of residents in other jurisdictions in the Washington, District of
Columbia. metropolitan area and in other cities of compurable
size.

(c} The Mavor shall submit his request. with respect to the amount
of an annual Federal payment, to the Council. The Council shall by
act approve. disapprove, or modify the Mayvor's request. After the
netion of the Counctl, the Mayor shall, by December 1 of each calendar
veur, in accordance with the provisions in the Bndget and Account-
inge Aet, 1921 (31 US.C. 2), submit surh request to the President for
submssion to the Congress. Fach request regarding an ananal Fed-
eral puyment shall be submitted to the President seven months prier
to the beginning of the fiseal yens for which such request is made and
shall inelwle @ request for an annual Federul pnyment for the next
following fsenl year, ’

M THORIZATION OF APPROPRIATIONS

APPENDIX III

Src. 2. Notwith~tanding any other provision of law, there is
authorized to be appropriated as the annual Federal payment to the
Instrict of Columlbia }m' the fiseal vear ending June 30, 1075, the
stn of $250.000,000; for the Ascal vear ending June 30, 1976, the sum
of ¥253,000000; for the fiseal year ending June 30, 1977, the sum of
SN0 for the fiscal veur ending June 30, 1976, and for each

fiscal year thercafter, the sum of =300.000.000.

8l



Request for copies of GAQ reports should be
sent to:

U.S. General Accounting Office

Document Handling and Information
Sarvices Facility

P.O. Box 6015

Gaithersburg, Md. 20760

Telephone (202) 2756241

Thae first five copies of individual reports are
free of charge. Additional copies of bound
audit reports are $3.25 each. Additional
copies of unbound report (i.e., ietter reports)
and most other publications are $1.00 each.
Thers will be a 25% discount on all orders for
100 or more copies mailed to a single address.
Sales orders must be prepaid on a cash, check,
or money order basis. Check shouid be made
out to the “Superintendent of Documents”’.
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fapiz 3 {cont.)

APPENDIX

Jasor Changes 1n Taxas and Sscimatcad

Ravenua cifect First Zull Year

Salas

snacted Tax cnange

1970

1971

1372

1973

1374
1975

1975

1977

1973
1979

1930

Varicus incraases

Jotor vehicle axcisa rate incrsase
Cigaretts rate incrsase

Rate increase for liguor

Rental of linen at 2 percent
Gasoline rate increass

l-parcent rate increase
odiolic ucilicies
Ganeral race increase fraom 4
o 5 percent .
l-percent rate increase rastaurant
Jasals and other
Mowor venicle aexcise rate incrs
Clzaretie race incraase

l-percent rate increase for
plic utilities
2-percent rate increase
Qn >anks
Various rate ¢nangas (nat)
Sasoline rate increase
“Aoror vahicle axcise rate increase
Sizarette rate incrzase

Rate reduced for soirits

Ganeral sales increased to §
sercsnt

dotel roan sales increased to
10 percant

lonfectichary tax of § percent

Amount Tax chanae Amount
(mallicns) (mrllicns)
+5 3.9 Motor wvehicle regis—
+ 1.7 tration incraase +§ 3.3
+ 1.1
+ 1.7
+5 .1 Inheritance ani astate
+ 2.4 rates increased +§ 2.8
+3 3.3
+ 13.9
+ 2.3
+ 1.2
+ 1.3
Rate increase for deed
+$ 4.3 recordation +$ 2.7
dotor vahicle regis-
+ 3.1 wration increage + 3.9
+ 7.3
+ 4.3
+ 2.4
+ 3.0
Moror venicle regis-
tration rates reduged -5 3.9
-3 1.3 Hotel ocgupancy tax +$ 3.0
+515.0
+ 3.7
+ .3

78

I
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Mible 7 {cont.}
ter Capita and Per Ibuselold Revenues in Cucrent and

Constnt Dollars. Available to Finance tha appropriations

£or General Fund Operating Expenses and Debt

Service (note a)

1979 1980 1981 1932 1283 1934 1985 1986
Vv.C. paouiation (ehousands) 650 639 632 625 619 513 907 GOL
0.C. wouszholds {(thausanls) (note b)
PE AP
Zurcant Dollars:
vistrict sources $1.411 51.53%0 $1.714  SL.836  §$2,033  S2,192  §2,369  §2,556
tzlaral sources 424 478 509 5L0 515 520 525 53L
rotal generat funl tevenue $1.835 $2,018 $2,247  §2,422 32,580 52,747  $2,926 33,126
Constant Dollars:
vistrict sources $ 953 F 9% § 8059 S$ 89393 § 8955 $ 88 0§ 879 0§ BHIS
faderal sources 253 264 255 235 219 206 195 186
rotal ja2neral funi cevanue $L,115 51116 S1,126 $L, 115 31,098 31,087 51,080 $1.094

I XIGNdIddv

I XIANH4dv
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32 price Jdeflator
Anxints:

Zurrnt bollars:
Ganeral property taxes
Jalas caxes
In:aw2 taxas
otner {tax and nentax reviauz)

LJoastant Dollarss:
wanzral proparty taxes
sales taxes
[ocomz taxsaa
other (tax and nontax ravenuz)

Table 6 (cont.)
Ghavjes in District of Colubia

Local Revenue (note a)

1976 1977 1978 1979 1380 1961 1982
133.71 141.7 152.05 164.4 18C.9 199.6 217.2
- {thousands)

$148,911 $167,.305 $192,292 35215,216 $219,.393 $§234,300 $272,6256
225,525 260, 370 314, 005 305. 410 322, 359 377,700 394,195
205,137 251, 107 277,399 301,173 337,011 335,000 361,027
64,551 94, 202 101,030 103,620 103, 781 135, 500 141, 667
ShiL, 359 S118,070 $131,070 35130,910 $121,347 S117,395 $123,.741
168, 467 193, 747 206, 514 1395, 794 178, 226 189,228 181,439
153,454 177.210 182,139 183,195 135,418 167,836 167,600
43,2177 66, 974 06, 445 63,029 57,401 67,934 69, 224

I XIgN3Addav

I XIJgNH44VY
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‘Table 5
Federal Payment as Percentage
of General Fund Revenues

District sources Total Federal payment Fedaral paymant

Federal general Jeneral as percent as percent

pay.nent fund fund District source total gsneral

anpropriation revenue revenue (note a) revenue Fund revenue

——eseaeee—{millions)

1970 5 115.2 $ 409.3 $ 525.5 28.4 22.1
1971 131.0 458.41 599.1 23.6 22.2
1972 173.7 479.9 553.5 36.2 26.5
1973 18L.5 526.5 730.0 34.5 24.9
1974 187.5 555.8 730.8 33.7 24.0
1975 225.2 574.5 327.9 39.4 27.3
L9746 243.9 644.2 919.9 38.5 27.1
1977 276.7 773.7 1.032.6 35.3 25.6
1973 276.0 391.7 1. 204.5 31.0 22.9
1979 0/250.0 925.5 1,293.7 27.0 20.8
1330 T 276.6 932.6 1.287.4 23.1 21.5
/1931 2)5.4 1.032.5 1. 419,0 27.3 20.9
1/1932 300.0 1,179.5 1,514.3 25.4 19.3

a/Incluldes revenue sharing funds received beginning in 1973.
B/dxcludas exp2nses for farners demonstration.
S/Estinnted except Fedaral papnment awunt is actual.

d/cstisated.

I XIdN3ddv
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0L

»i2ral funl revanue D.C.

Falzeal Sunlss
2 lecal pagment
davaaue sharing

Table 4
vinstant Dollarcs

Revenues Financing the Adpropriations for

Gznaral Fund Oprrating Bxpenses and bebt Service

S T3S

fuotal ganeral Fuod revenusz

1970

{1977 dollars)

1974 1972

1973 1919 1975 1976 1977
—————————————————————————————————— (miltions)
$448,043 477,411 $5479,927 $497,6556 $479,095 $451.799 $481, 777 $5445, 001
127,152 130,430 173,654 171,559 161, 557 177,930 185,185 195,236
0 0 0 20..794 32,326 21, 457 19, 935 22,752
$975:4195 613 841 $653, 581 $G90,000 $672.980 $651, 156 $687. 097 $763, 909

I XIANd4dv

I XIAN3d4aav



Tabie 3
Price and PDaographic Statistics for
Use in Analyzing District of Columbia Revenue

L9770 1971 1972 1973 1974 1975 1976 1977 1978
Gl price deflator {note a) 91,36 96.02 100.00 1U5.80 116.02 127.15% 133.71 141.70 152.05
D. ¢ paoalation (note b} 755, 000 751,000 745,000 737,000 723,000 710,000 700,000 683,000 67Li1000
D. C. housziwlds (note c) 202,538 (a) 270, 000 272,000 277,000 272, 000 273,000 272,000 275,'000
i/ﬁ:urcex 1970-18 Economic R:port of the President, January 1940, table B-3, p. 206; 1979-86

b Sourcet

¢f 3mircer

Budjet of the Unitel jtates Sovermnmant, fiscal year 1982, pp. 3 and 5. For years
1970-78, the indzx is the avarage for the calenlar years; for 1979-86 the index
represents change fraw fourth quarter to fourth gquarter.

1940-30 U.5. dureay of the Census. For the periocd 1941-86 GAO assumad District
popalation woald decrease by b opercant each year.

4.5, Bureau of the Jensus, 9.C. household defined as occupied dwelling unit.
tiousehold data not available for 1971, and 1979 through 1986.

Jd/ ot available

I XIANEAdY

I XIANE4av
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tabie L {wont. }
Gaoizral Pank] Ravenue
bistrict of Columia

{noLe a}
1979 19%) L9t 1932 1993 1904 1905 1936
——————————————————————————————————— (thousaryls ) ~——-
Sometal Tun b Qovenae:  (note b)
istrict soeces;
Croserly Lax 3215,216 §219,1335 $234,30)  $279,626  $302,495%  §$326,200  §351L.916  $379,500
aarles tax 15, 446 322,359 371,701 394.:195 386, 900 430, 600 431,732 493, 800
Lirzone tax 301, 173 337,01 335,000 364,027 395, 905 430, 903 463, 644 507,400
ol 103, 620 103, 791 135,600 141, 667 172.930 147, 800 185, 108 154, 600
rotal 123, 455 332,576 1,032,600 1,179,515 1,259,200 1,343,500 1,437,400 1,535,300
Faderal sources:
e brral pagzment 250, 000 276,631 235,100 300, 500 300, O 300, 000 300, 000 300, 030
devawe sharing 22700 28,232 200300 18, 900 18, 900 LB, 900 14,900 13,900
total 278,270 304, 833 321,700 318, 930 18,20 318,900 318,900 318,900
Pending authority (nota o) 14,851 15, 900 20, 009 21,400 2, 000 23, 600
rotak gzaneral Lund
[STEIE 51,203, 725 $1,2087.439 $1, 410 951 51,514, 315 $1, 592, 10U §1, 683, 800 $1. 776, 300 §1, 877, 800

DLstrict wditor depocl:
tutal 1o HH0.HG9 §1, 361, 359

I XIgNBd4v

I XIgNJ4dv



APPELUDIX I APPENDIX I

DATA UBLZD IN TIHIS REPCRT

e used figures in this appendix as the basic data to analyze
financial trends of the District government for the pericd 1970
to 1930. It was extremely difficult to obtain comparable data
because over time the District has defined and presented financial
accounts differently. For example, general fund revenues have
bean the measure used by the District to reflect local revenue
experience. However, during some of the years, gasocline taxes
were recorded separately from the general fund, and Jduring other
sears it was part of the general fund. Other accounts were
treated similarly so that the trend of the general fund revenue
is significantly distorted unless it is defined and the data
adjusted accordingly. We did this to reconstruct general fund
revenue data for the period 1970 to 1980 on the basis of a 1930
general fund revenue presentation provided by a District official.
We could nct do tha2 same with general fund apopropriations or
general fund expenditures; however, we wera able to obtain
tetal cperating expenditures and aporopriations.

To determine whether general fund revenue was reliable for
trend purposes, we adjusted it to be comparable to total oserating
expenditures and operating appropnriations. The data is shown in
table 2 of this appendix. Ve then charted the data, as shown in
figure 1, to determine whether the trend lines were reascnably
close. The trend lines for the three sets cof Jdata ars extremely
close, meaning that revenue data should be reliable for trend
purpcocses. Conseguently, we believe that general fund revenue data
presented in chaptar 3 reasonably tells the story of what happened
financially in the District. We also compared osur general fund
revenue data with figures published in the 1930 District of Colum-

bla Financial Report. The amounts are reasonably close, as shown
in table 1.



represents a fair Federal contribution to the government
cf the Nation's Capital.

--Formula-based Federal payments that would provide more
funds to the District of Columbia than needed for efficient
management of essential public services would not contrib-
ute to improved program or financial management of the
District of Columbia. This situation could result if the
formula was set on the basis of an abstract concept

(such as revenue lost) or if a percentage of revenue was
set too high.

--If a formula approach is to be used, formulas that utilize
such items as past revenue collections, U.S. inflation in
the previcus year, or changes in District population as
measured by the Bureau of the Census would be easier to
administer than formulas based on future year estimates
or on estimates of more intangible items such as taxes
lost, net financial burden, or tax comparability.

--A complex formula may be needed to take into account the
various factors (inflation, population, efficiency, local
tax effort, wage and salary increases) that would be
involved in determining the initial level of the formula
and its year-to-year change.

Some of the benefits associated with a formula approach can
also be achieved by other changes in the way the Federal payment
l1s authorized and appropriated and in the way the District budget
1s reviewed by the Congress.

The District government’'s ability to manage its revenue,
employee compensation, and program management responsibilities
would be improved if the District government had a clear idea
about the amount of the Federal payment likely to be appropriated
at the time it prepares its budget (18 months before the beginning
of the fiscal year).

Annual congressional review of District financial affairs,
including investigation of certain matters in depth, and the
ability to direct that certain things be done or not done, appears
to be essential for maintaining the Federal interest on a continu-
1ng basis. Such review also provides a check-and-balance system
for District finances. However, since the nature of the Federal
interest would generally not be expected to change much from vear



1€ fully carried out, those provisions of the Self-Government
Act requiring the Mayor to present to the City Council a budget
which shows, on a comparable basis, funds made available for the
vast 3 years as well as estimates for the forthcoming 4 years
could encourage the Congress to set, and if necessary revise,
advance authorizaticons. (For additional discussion see chapter
4 and its recommendations.)

The Self-Government Act requires the District of Columbia's
annual request for a Federal payment to include amounts for the
year ahead of the budget year as well as for the budget year.
Although the District of Columbia government made such a regquest
in 1981, no action was taken. Authorization and appropriation
committees and OMB could use this advance reguest to provide
explicit guidance to the District on the amount of the Federal
payment likely to be available for the forthcoming year,

If authorization and appropriation committees and OMB could
articulate goals for the District with respect to financing
services for the city's population in an inflationary environ-
ment, the range of uncertainty associated with annuval authori-
zation or appropriation of the Federal payment would probably be
significantly reduced. Although a consensus about what approach
to follow inay not be achieved, debate about the payment would
at least be focused on overall financing policy. Combined with
advance authorization, this process of setting goals would pro-
vide a more predictable basis for the Federal payment without
requiring formal changes in District budget autonomy. Decisions
by committzes to reduce the extent of the line item review of
the District budget could also shift debate to general matters
of fiscal policy without regquiring formal changes in budget
procedures., Improvements in accounting and financial management
procedures and in reporting by District officials of the type
recommended in chapter 4 would alsoc assist in focusing budget
discussion on overall fiscal strategy.

Formal changes in procedures that the longress could adopt
would also encourage the achievement of some of the advantages
associated with formula-bassd Federal payments. One of these
is changing the appropriation process so that only the Federal
payment is appropriated, leaving final approval of ths budget
to the City Council subject to such specific directive, veto,
or limitation provisions as the Congress wished to adopt either
when it appropriated the Federal payment or at a later time.



Table 5-3
Date District Appropriation Act Passed
and Time Elapsed of Fiscal Year
Selected Years

Fiscal Date act Months elapsed
year passed of fiscal year
1976 6/30/76 a/lz2
1977 10/1/76 0
1978 6/5/78 8
1979 9/18/78 0
1930 10/30/79 1
1931 12/15/80 2.5

a/The fiscal year started on July 1, 1975 and the District budget
was transmitted to the Congress on November 5, 1975,

Although longer than the process used in many other Jjuris-
dictions, the District process is very similar to that applicable
to all Federal agenclies which must make a full submission to OMB
for the fiscal year to start a year later. (See app. II for a
chart which shows that the District budget process is considerably
longer than that of New York, Baltimore, San Diego, Prince Georges
Ccunty, and Fairfax County.) Formal reprogramming and budget
amendments must be used to enable the District to respond to
major changes in circumstance.

Adoption of a formula approach to the Federal payment need
have no effect on the timing of the District budget process. If
a formula were to be authorized and appropriation review ware
simplified, the amount of time District officials had to spend
in hearings would be reduced. But the only changes that would
reduce the time between City Council review and the beginning
of the fiscal year would be (1) later submission of the request
to the Congress or (2) earlier action by the Congress combined
with an earlier District fiscal year. A formula-based Federal
payment or appropriation of the payment a year ahead of time,
although it would not reduce the calendar time involved in the
budget process, would reduce the uncertainty that now exists

about Federal intentions when the City Council acts on the budget
in the fall of each year.

EASE OF ADMINISTRATION




Columbia were cited in chapter 2. 1In 1977, to cite another ex-
ample, the Senate Appropriations Subcommittee reduced the Federal
payment $2 million while admonishing District officials to in-
crease collections of parking fines., 1In response to the action,
the District recovered $13 million within 2 years.

More recently, Arthur Andersen and Company and Lucas, Tucker
and Company, the city's independent auditors, submitted a memo-
randum of comments and suggestions to the District government for
making management improvements. 1/ While noting that much pro-
gress had been made, the auditors identified the need to proceed
with these key tasks:

--Key positions at many agencies urgently need to be filled
and must be given a high priority.

--The financial internal audit function of the District must
be planned and staffed, and personnel must be formally
trained.

--The financial discipline, supervision, and monitoring
which District personnel have experienced during the past
year must be reinforced with short- and long-term training
in financial management and accounting.

--Financial management and accounting procedures must be
clarified and documented so that they can be effectively
used and procedures must be monitored.

-=Financial management system documentation of manual and
data processing control technigues must be expanded.
Overall documentation must be indexed and/or recrganized
to facilitate understanding and use of the financial
management system,

-~Additional key financial reports must be developed (now
underway) and personnel trained in their use.

--Regular financial reporting and management review of
monthly operating data must begin as soon as possible in
1981. Certain financial management system reports, such
as error listings, should be reviewed and errors cleared
promptly.

=-=Significant continued effort is necessary to sustain
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clearly indicates. Changes in the Federal payment and budget
process could increase the degree of local autonomy. But no
matter what changes are made, from time to time special congres-
sional interest in specific program areas (such as Metro financing,
highway construction, the size of the University of the District
of Columbia, or the police force) can be expected to result in
hearings, legislation, or appropriation directives or limitations.
Eliminating congressional line item review of the District budget
would, however, require the Congress to make its concerns explicit
in other ways because making changes through the budget markup
process would no longer be possible,

The possibility of changing the Federal payment mechanism
to provide for greater autonomy is related to the amcunt of funds
authorized. 1If city employment is judged to be too high or city-
granted pay raises too great, it is unrealistic to expect the
Congress to lock itself into a formula that can be viewed as sub-
sidizing excessive employment expenses. In arguing for changes
in the Federal payment mechanism to increase local autonomy, the
District essentially is trying to persuade the Congress that
over the long term even if mistakes are made the city will be
better run 1if locally elected officials have the authority to
deal with local problems without detailed review and approval
by the Congress. District officials believe that they are
subject to the same discipline as cther municipal governments,
such as taxpayer resistance to rate changes and scrutiny of
audited financial statements. Therefore, they believe they should
also experience the degree of control over their own budget that
officials have 1in other cities.

The issue of autonomy cannot be completely separated from
the unique nature of the District of Columbia government. 1If
virtual total autonomy were to be delegated to the District, 14
individuals (the Mayor and 13 members of the City Council) would
have more power and authority than State or local officials in
other jurisdictions in the United States. The District of
Columbia government has all the legislative power of a State
{with a few exceptions, such as commuter tax prohibition, prose-
cution of felonies, and building height limitations, which are
spelled cut 1in the Self-Government Act), and it administers the
entire range of public services. 1In all other jurisdictions,
legislative and administrative authority is split between a
variety of State and local officials, and local jurisdictions
must often seek State aid for significant parts of their budget.



Table 5-2
Unasoropriated Federal Payment Authorizations

Unappropriated
Authorized but as percent of
Yaar unaparopriatad authorized

-=(millions)—--

1970 $1.8 1.5
1971 0 c
1972 5.3 3.0
1973 8.5 4.5
1974 2.5 1.3
1275 3.8 1.7
1976 5.1 2.0
1977 3.3 1.2
1278 24.0 3.0
1979 50.0 16.7
1280 23.4 7.8
1981 4.6 1.5

At its current authorization of $30C million, the Federal
payment appropriation is almost totally predictable at close to
$300 million, but this predictability is achieved at the price
of eliminating payment increases. A totally predictable Federal
payment that did not increase from year to year is unlikely to
be acceptable to the District government. The District often
talxs about a predictable Federal payment in relation to a formula,
in which case the increases would be predictable as well as the
cotal Federal payment.

A Federal payment formula that relies on data from a past
7year will be more predictable than one that must rely on current
year estimates or calculations. The most predictable future
paymnent authorization is, of course, one that sets exact dollar
amounts in forthcoming years {(the aporoach used in the 1973 Self-
Government Act).

The issue of predictability is often closely associated with
the District's desire for more autcnomy. The nature of the pre-
sent appropriation process necessarily introduces an element of
unpredictability into the budget prccess, although changes imposed
oy the Congress on the Federal payment or on the total size of
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Although it is g¢lear that almost any formula could be made to
produce any amount, each formula approach is not equally flexible
with respect to either the initial amount of the payment or its
year-to-year change. A percentage of revenue formula which
represents a straightforward pragnatic appreoach tc providing a
Federal payment to the District is the most flexible. The proper
percentage can be debatad, different percentages can be set for
different y=zars, and changes in the percentage can be made in
the percentage in the future.

A cost-of-living escalator approach also gives complete flex-
ibility in setting the initial level, but this apprcach provides
less flexibility with respect to subsequent changes. A general
inflation index~-such as the U.S. GNP deflator~is unlikely to
reflect exactly the inflation actually 2xperienced by the District
government. (It specifically should be noted that wage adjust-
ments, a major component of inflation, are set by the Government
itself and hence there is an element of control in the degree of
inflation experienced by the Government. State and local govern-
ments, just like the Federal Government, often increase wages at
rates less than the rate of inflation measured by general infla-
tion indices.) Once having adopted an indexed approach, however,
if the Federal Government paid less than 100 percent of an infla-
tion index, the Government would look like it was changing its
policy arpitrarily.

A formula based on payment-in-lieu-of-taxes is more difficult
conceptually to target to a particular amount of monsy unless a
special tax rate is to be applied to the estimated base used to
calculate the payment. The Congress could, however, legislate
the rates to be applied to the value of Federal property or im-
puted income. Since this formula depends on changes in the tax
base for growth, it is better insulated frem pressure to increase
or decrease the payment than the percentage of local revenue
approacn. If the Federal "tax base" is increased by a rate of
inflation, the result is the same as indexing. If the base is
increased by percentage changes in comparable District government
magnitudes, it becomes like a percentage-of-revenue approach.

A formula based on the net financial bvurden o5f the Federal
Government is also difficult to target to a predetermined amount
of revenue. Either numbers associated with Yenefits or costs have
to be juggled, or what appears to Se an arbitrary percentage factor
would have to be used to increase or decrease the net benefit to



Tab

le 5-1

Zstimated Amount of Federal Payment to the District

Government

Under Alternative

Payment Formulas (note a)

Type of formula Ac

tual

Estimated

Qr nayment 1380

1981

1982 1983 1984 19385

Existing or projected
appropriation §277

30 percent of local
D.C. general fund
revenues for previous
year assuming no in-
crease in tax rates

30 percent of local D.C.
general fund revenues of
previcus year assuming
local tax rate increases
bring in 3 percent more
revenue per year

40 percent of local D.C. gen-
eral fund revenues for
previous year assuming no
increase in tax rates

Cost of living escalator
(3% per year)

Amount of Federal payment
required to pay 100 percent
of projected gap between
revenues and expenses

a/The 1982 payment is not based on our calculations.
the District's 1932 budget submitted to the City Council in

October 1930.

For commarative niirnncaa.

$300 $300 $3C0C 8300

300 354 377 403

300 365 389 415

300 472 503 538

300 324 350 378

300 340 383 429

fha JA-mnarrmrant incraaas in +ha

431

444

575

408

473

It is from



cagzment and budget process that is easier to adiminister than the
currant dudget process would result in the Congress spending
less time on District affairs and more on national and inter-
national issues.

The history of the relationship between the Tederal and
District Governments since home rule indicates that there will
be times w~hen budjet decisions made by the District government
will be different than those that the Ccongress feels serve the
overall Federal interest. The size of the police force and the
size and location of the campus of the University of the District
of Columbia are two recent cases where there nhas heen substantial
difference of opinion between the Congress and the District of
Jolumbia joverament, In the case of funding for police officers,
the Congress has made changes in the Federal payment and in the
overall District budget in order to fund the number of police
positions felt necessary. The conference report on the 1931
District appropriation, dated XNovember 21, 1930, states:

"The conferencs action provides $113,013,200 instead

of $€113,522,100 as proposed by the {dcuse and $112,013,200
as proposed by the 3enate. This allowance includes an
increase of $6 million above the »roposed police pudget
for fiscal year 1981. The conferses are concerned with
the low level of staffing of the uniformed police force
and direct that no further reductions be made in the
nuader of sworn officers below the current level. The
conferees further dirsct District officials to move
aggressively toward a niring and training program that
will bring the employment level of the Metropolitan
Police Department above the level of 3,800 filled sworn
police officer positions immediately.”

The $0 million increase was financed by a 36 million increase in
tne Tederal payment appropriation cover what otherwise would have
been appropriated.

The reluctance of the city to fill police department vacan-
cies in the absenca of continuing congressional scrutiny nas
peen a matter of concern as recently as tlarch 13, 198l--Lne date

£ a louse appropriations subcommittes hearing. This history
sugygests that the Congress may rejuire a vehicle for annually
naxing determinations about the nature of specific budget items
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be increased by a cost=-of-living index, such as thsa GUP
deflator or the Consumer Price Index.

--Payment-in-Lieu-of-Taxes. The Federal Government would
pay an amount equal to the property and income taxes that
it would pay if it were a private sector employee.

--Compensation for the Net Financial Burden that the Federal
Presence Imposes on the District Government. The expensas
of services provided by the Federal Government to District
residents (e.g. zoo, parks) would be subtracted from the
sum of revenue lost by the District government (prohibi-
tion of commuter tax, building height limitation, exempt
property) and expenses incurred (demonstrations, police
and fire protection) as a result of the Federal presence.
An allowance could alsoc be included for revenue that the
District received indirectly from higher property values
as a result of Federal financing for Metro, Pennsylvania
Avenue development, etc.

--Comparable Tax Burden. Under this apoproach, District
taxes would be set (or assumed to be set) at rates compar-
able to those prevailing in surrounding jurisdictions and
in cities of comparable size. The Federal payment would
represent the difference between the revenues collected
by these tax rates and the amount needed to pay the Dis-
trict government's expenses.

Conceptually, each approcach can be supported as a valid basis
for the Federal payment. Rather than debating the merits of each
possible approacn in the abstract, however, the discussion which
follows concentrates on the characteristics of each approach in
terms of the seven highlighted issues (amount of revenue,
predictability, autonomy, etc.). 1/

PRESERVING THE FEDERAL INTEREST

The Federal Government has an interest in keeping the Federal
payment to the District as low as possible, but this is not the
sole interest. The Capital City requires an adequate level of
well-managed public services, and it does not serve the Federal
interest to have District tax rates so high that it drives people
and businesses from the city,



-=Present meaningful compariscns of past trends and assump-
tions about the future in areas such as the ralationship
of the budgat to changes in the city's population and
service groups and the impact of inflation and other
changes in the sconomy on revenues and expenditures.

--3pecificall; show the relationship between each year's
appropriations, each year's actual obligations, and sach

/ear's reveaue and cash position.

AGENCY COMMENTS

District officials commented orally on ths report and the
recomnendations. While they had no major problems with the report,
they emphasized their concern about budjzet autonomy and admin-
istrative problems associated with the predictability of the Fed-
eral payment. They also felt that the report overemphasized data
comparability problems because changes in basic accounting systems
and fund categories have made it technically very difficult, if
not impossible, to reconstruct past data on a strictly comparable
basis.

In commenting on our recommendations, they recognized the
value of accurate, consistent information but said that, in addi-
tion to changes in basic data systems that have occurred, the hur-
den of simultanecusly preparing and processing budgets for 3 fiscal
sears and hnandling other ad hoc needs has precluded them from main-
taining the best possible data. They acknowledged that data presen-
tations have changed over the years but the changes were made neces-
sary by such things as the change from cash-based budgeting to
accrual-based budgeting. District officials expressed the view that
most of the shifts in definitions, methods of measurement, and
classifications have now been made, with the result that meore con-
sistent financial data should be available from the audited 1979
financial statements forward.

We recognize that District officials handle many activities
simultaneously, their budget process requires much timz and atten-
ticn, and from time to time changes will be necessary in accounting
systems or data presentations. However, GAC believes that the
collection and maintenance of good data are essential if the Con-
gress and the City Council are to have an informed basis for deter-
mining overall fiscal nesds. When changes are made in the data
presentations, adequate documentation, such as footnoting the
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The Self-CGovarnment Act stipulates the information that
should be included in the budget to facilitate analysis of trends
and cverall financing issues. Section 442(a) (1) and (2) »rovides
for the .Jayor to prepare budgets w~hich reflect the actual finan-
cial condition of the District government and information on the
approved budgets and expenditures for the immediately precading
3 fiscal years. Although the District provided socme data in the
oudget, it was not available for the precedingy 3 fiscal years.
Data that was presented, such as grants, employinent, and general
£und revenue, was not presented consistently from year to year.
Aalthough we recognize that there have been changes in accounting
and data systems, to comply with this section of ths act we
pelieve that the District should have made a gjood falth effort
to provide the best possible comparable data over time in such
areas as total revenues, expenditures, appropriations, employ-
ment, and grant funds.

The act also states that, in each budget the Mayor shall
report dbudget estimates for the next 4 succeeding years.
Althougnh some of this information is contained in the 19832 budget
submitted to the City Council (such as the projection of revenues
and expenses Jdiscussed in this chapter), there is still much room
for improvement in implementing those provisions. The section
that projects revenues and expenditures from 1982 to 1936 con-
tains no historical information on past expenditures or revenues,
and the general fund definition used there apparsntly is naot
used consistently throughout the budget documents. Also, the
assumptions with respect to inflation, growth in the economy,
demographic changes, service populations, expected wage and
salary increases, number of employees, and availability of Fed-
eral grants are not stated in the projection. Comparisons ars
not developed to show how the proposed budget and those estimated
for future years compare to trends in past years in such areas
as jgrowth in District revenues compared to inflation.

CONCLUSIONS

The Pistrict's financial plan for the period 1932 to 1936,
which assumes no new taxes or rate changes, no increase in the
Fedaral payment, and maintenance of existing levels of service
and city employment, projects a gap between revenue and expendi-
tures starting in 1983. If the revenus projections are accurate,
revenue will almost keep up with price changes without tax rate
increasges. To do so will repsresent a significant milestone for



city can exercise some discretion, these other items cannot be
easily reduced in a short period of time.

Major reductions in amounts projected for persconal services
would have to involve some combination of reductions in the num-
ber of full-time equivalent employees, reduction in average grade,
and reduction in the wage and salary increases granted each year
to city employees. Unfortunately, the budget projection does not
include figures on the estimated number of employees, nor does it
explicitly state the assumptions used about pay increases to be
granted to employees. Since the 40-percent increase in personal
expenses exceads the 36-percent projected nominal growth in the
economy, closer scrutiny of the personnel and pay policies appli-
cable to a "hold the line" budget would appear to be in order.

Increasing the tax rate

The extent to which taxes can be increased depends on the
reaction of voters, economic conditions, and the political cli-
mate in the District. At the present time, the tax burden for a
family of four in the District is at the top in comparison with
other local jurisdictions for income groups at the $20,000 income
level and up. A tax increase which would widen the tax burden
between the District and other local jurisdictions would provide
additional incentives for businesses and households to flee to
the suburbs in search of lower taxes, thereby making it difficult
or impossible to achieve anticipated revenue gains.

Enlarging the tax base

Enlarging the tax base is another way of helping to obtain
additional revenues, particularly in the long term. Instituting
a lottery is an example of a way to enlarge the tax base by
creating a new revenue source. Enlarging the tax base for exist-
ing property, income, and sales taxes by a substantial amount
takes time because of the long lead time needed to establish

profitable businesses, attract higher income households, or
increase retail sales.

Tax policies can affect the size of the tax base. For
example, the recent increase in the gasoline tax made it econom-
ical for consumers to leave the District to obtain gasoline. The
Mayor rescinded the increase within a short time because the
adverse aconomic impact on gasoline sales would have decreased



Table 4-4
District Obligations Zlarriazd Over
to Subsequent Fiscal Year

1970 1975 1978 1980
----------- (millions)-—====c==v
Amount of obligations
carried over to sub-
segquent year $42.8 $§103.0 $141.5 $155.0
Increase from previous
year shown $ 60.2 § 38.5 $ 13.5

The audit of District finances for fiscal year 1980 showed
that, on an accrual basis, operations resulted in a $388 million
general fund deficit. Subsequently, the District government
estimated that $184 million of this deficit represents a need for
cash if the 1982 budget is to be appropriated and financed on an
accrual basis. L[ Ne have not made a detailed review of this
estimate of cash needs, but the major component appears to be
represented by the $155 million in 1980 obligations to be carried
over to 1981 under the 1981 budget that was appropriated on a cash
basis. (If the level of unfunded obligations does not increase
in 198l1--as the District government originally said, there would
then be §155 million in 19381 obligations that would either have
to be paid from 1982 revenues or from some other revenue source.)

Without cutting approximately $155 million from the pend=-
ing 1982 budget, the District cannot switch to the accrual bud-
geting system unless special provision is made to fund the 1981
obligations that were expected to be paid from 1982 revenues.
The District's financial projection through 1986 assumes that
these carryover obligations will be paid from a special general
obligation bond issue. The funds to pay off the bond are in-
cluded in the estimated expenditure needs. If the bond issue
is not authorized, revenue increases beyond those projected by
the District could be needed if the carryover cbligations are

to be liquidated rapidly as part of a switch to an accrual-based
budgeting system.



Taple 4-2 )
Change in Taxes and Other General Fund Revenue
Compared to Change in the Lconomy=--1982-356

Expected increase in Percentage
Source level of receipts increase

~—=={millions)===-
Local Sources:

Property $ 99.9 35.7
Income 143.4 39.4
Sales 99.6 25.3
Other taxes 5.4 15.0
Pending authority (note a) 7.7 48.4
Other D.C. revenue 7.5 7.1
Total $363.5 30.4
Federal Sources:
Revenue sharing 0 0
Federal payment 0 0
Total o} 0
Total all sources $363.5 24.0
Change in the economy not applicable b/36.0

E/Major's requests to the City Council and/or the Congress for
changes in various taxes or fees such as estate taxes, license
fees, or other taxes and fees.

b/The 36-percent change from 1982 to 1986 that appears to be im-
plicit in the District projection is equivalent to an 8 percent
annual net increase in the nominal value of the economy over
the 4~-year period. Assumptions regarding the division of this
net change between price changes and real growth are not given.



The plan does not discuss specifically how to close the gap or
propose alternative ways to pay the accumulated obligations
although alternatives are available to take care of both.

The financial plan prepared by the District government is a
financial planning document and not necessarily a projection of
future city spending levels that will actually be recommended in
future budgets. The plan can be characterized as a "hold the
line" projection since it assumes

--no new taxes or changes in tax rates,

-=-no increase in the Federal payment from the current $300
million authorization, and

--maintenance of existing levels of service and of city
government employment.

Economic assumptions which lie behind the plan's projections
are not statad, which makes it impossible to tell how revenues and
expenses cowpare with inflation. However, the projection appears
to assume that the District of Columbia econcmy would grow at a
rate of 8 percent each year, 1/ but how much of this increase is
price increase and how much represents real growth is not stated.

Table 4-1
Difference Between District of Columbia
Revenues and Expenditures

1982 1983 1284 1985 1986
m——e—mmmtcmmcaneea(MillioNg ) m— e ———— ———————————
Revenue $1,514.3 $1,597.1 $1,583.8 $1,776.3 ¢§1,877.8

Expenditures 1,514.3 1,637.1 1,766.8 1,905.6 2,051.2

Gap $ 0 $§ (40.0) $ (83.0) $ (129.3) $ (173.4)
Gap as a per-

cent of:

Revenue 0 2.5 4.9 7.3 9.2

Zxpenditures 0 2.4 4.7 6.3 8.5

1/The 8-percent rate is referred to as the nominal rate of
change in the econcmy.
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local revenue and revenue sharing 1/ increased significantly,
while the Federal payment increases became more moderate. Since
1978, revenue sharing decreased by a large percent, the Federal
payment continued its leveling trend, and local revenue increases
were less than inflation. When discounted by the GNP deflator,
the percentage declines in local revenue, the Federal payment,
and revenue sharing were 7.5 percent, 18.5 percent, and 45.5
percent respectively between 1978 and 198l.

Overall, District tax collections increased significantly
since home rule and as of 1979 the tax burden remained high for
most income levels when compared with other jurisdictions in the
metropolitan area. The latest figures available (1978) show
that the District's tax burden is above average when compared
with other large cities. For 1982, the District of Columbia
anticipated that local revenues would increase at the same rate
as the GNP deflator without the need for tax rate increases.
Available data shows that Federal grants may be leveling off and
dropping.

Demograpiic data can provide some indication of a city's
needs for future revenue, providing that the data is available
and is comparable over time. We were not able to provide a
complete analysis of District demographic trends in relation to
District finances because some information was not available and
some was not comparable over time. We believe the District
could better articulate its needs through the use of demographic
trends. We discuss data needs in more detail in chapter 4 and
recommend that the District provide better data in its budget
documents.

1/The increase in revenue sharing was due primarily to counter-
cyclical funds.
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rule. 1/ However, we were unable to obtain a consistent time
series on filled full-time equivalent positions.

In line with what would be expected with decline in inflation-
adjusted revenues since 1978, the District government reports
end-of-year employment will show a significant decline from 1979
to 1981. End-of-year employment from all funding sources, in-
cluding grants, is projected to drop from 45,126 in 1979 to
39,965 in 1981. Employment in D.C. funded positions is projected
to drop from 37,329 in 1979 to 33,579 in 1981--a l0-percent re-
duction in end-of-year employment. This reduction in D.C. funded
employment compares to a 2.9-percent reduction in inflation-
adjusted general revenues (excluding grants) expected to be avail-
able to the city over the same period. For the same period, the
District government expects end-of-year employment on Federal
grants to decline 18 percent by 1981, but inflation-adjusted
grant funds are expected to decrease by only about 4 percent.
From 1981 to 1982, however, the District government expects end-
of-year employment to decline by less than 1 percent while in-
flation-adjusted grant funds decline by more than 10 percent.

The relationship between changes in employment and changes
in funding is a matter which would appear to warrant further
investigation in order to understand how changes in funding
affect actual service levels in an inflationary environment.

ON A PER CAPITA BASIS REVENUES
DISCOUNTED FOR INFLATION HAVE
REMAINED ABOUT CONSTANT SINCE 1978

To provide an indication of trends with respect to the level
of services which the District has been able to finance from
general fund revenues, we discounted these revenues for inflation
(using the GNP deflator) and divided these amounts by the number
of people and households in the District. This information is
shown in table 3-8. 2/ District population declined by 15 percent
between 1970 and 1980.

Viewing the change in spending discounted for inflation on
a per capita basis accentuates the increase in spending that
occurred before and immediately after home rule and virtually

1/We had hoped to compare this experience with projections of
employment through 1986 that were consistent with the funding

projection discussed in chapter 4 but could not because such
data was not available.

2/0Once again, the problems of using the GNP deflator as an exact
measure of inflation for District government expenditures
should be noted:; the measure probably overstates the injact of
inflation since neither the wage and salaries of government
employees nor payments to public program recipients have in-
creased by as much as the GNP deflator.
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Table 3-6
hange in tletropolitan Area Tax Burden Rankings
since Jome Rule, by Income Category

$15,000 530,000 $40,000
Jurisdiction 1275 1979 1975 1979 1975 1979

District 1 9 1 1 1 1
Montgomery County 4 4 3 3 3 3
Prince Georges Co. 3 1 2 2 2 2
Charles County 6 10 5 7 5 8(tie)
Alexandria 2 3 4 5 4 5
Arlington County 8 7 8 3 8 7
Fairfax County 7 5 7 6 7 <]
Fairfax City 5 6 6 10 6 8(tie)
Loudoun County 9 3 S 9 9 1o
Prince Wm. County 10 2 10 4 10 4

Note: 1 repra2sents the highest tax burden.

Source: District of Columbia publications, Comparison of
Major State and Local Tax Burdens in Selected Washing-
ton ietropolitan Area Jurisdictions, 1975 and 1979.

Table 3-7
Change in Major City Tax Burden Rankxings
Since Home Rule, by Income Category

$15,000 $30,000 540, 000
1975 129783 1975 1978 1975 1978
P.C. rank out of
30 cities ranked 12 9 2] 7 9 6

Note: 1 represents the highest tax burden.

Source: District of Columbia publications, Tax Burdens in Wash-
ington D.C. Compared with Those in the Nation's Thirty
Largest Cities, 1975 and 1973.
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The assessed value of real property (adjusted for comparable
definition of assessed value) increased by only 6.7 percent from
1970 to 1975 but by 74 percent from 1975 to 1930. 1/ From 1930
to 1982, the expected increase in assessed value exceeds the ex-
pected overall national rate of inflation. Assessment increases
of 21l.4 percent have been made for fiscal year 1982,

The increase in the personal income tax base is accounted
for both by growth of taxable income and the effect of increased
income pushing taxpayers into higher rate brackets. In total,
District personal income as measured by the Department of Commerce
and per capita personal income increased at a rate faster than
inflation from 1970 to 1978. 2/ 1In the years 1978 through 1930,
during which real per capita personal income nationally did not
increase, the rate of change in District personal and per capita
income increased at a rate which was less than the GNP price
deflator. (See table 3-5.)

The sales tax base also seems to have gotten stronger rel-
ative to inflation during the period since home rule. Although
some components {(gasoline, alcoholic beverages, tobacco) are
either not increasing or declining, overall sales tax revenues in
the future are expected to increase at rates about two-thirds as
fast as the inflation rate without the need for rate increases
or base broadening. 3/ Before 1978, collection increases approxi-
mating the rate of inflation in the economy were achieved only by
a major rate or other changes.

l/The extent to which changes in assessment practices, rather
than underlying economic value, account for the rapid increase
is beyond the scope of this report.

g/Compared to total U.S. personal income, total District personal
income has increased at a rate less than the U.S. average (re-
flecting declining population and loss of higher income house-
holds to other jurisdictions), but per capita personal income
increased at about the same rate as the U.S. average.
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DISTRICT TAXES HAVE INCREASED AND THE TAX
BURDEN REMAINS HIGH, ALTHOUGH INCREASES -
I THE TAX BASE ARE NOW ABOUT KEEPING UP

WITH INFLATION

Local revenue, consisting mostly of taxes, has increased
significantly both before and after home rule. Before home rule
the increases paralleled price increases, but for 3 years after,
the increases were more than double the rate of inflation. How-
ever, since 1978, the revenue increase has been moderate. The
tax burden remains high at most income levels when compared
with other local jurisdictions, and the District ranked above
average in 1978 when compared with 30 other U.S. cities.

The percentage increase in each major tax category and the
national inflation rate for selected periods before and after
home rule are shown in table 3-4. Major rates or other tax
changes that occurred before and after home rule are summarized
in appendix I, table 8.

In the 5 years prior to home rule, tax collections from
income and sales taxes increased more rapidly than inflation,
but property tax yields did not. The net effect noted in the.
preceding discussion was that overall tax collections increased
in line with inflation over the 1970 to 1975 period.

From 1975 to 1978, the increase in property tax revenues was
twice as great as the change in the price level, and other lccal
revenue sources increased even faster as overall revenue increased
by 55 percent compared to a 20-percent change in the GNP deflator.

From 1978 to 1981, when tax rate changes were almost exclu-
sively associated with.offsetting the effects of the illegal tax
on professionals, most revenue sources have lagged behind changes
in the GNP deflator. The percentage increase in local revenue
during this period is expected to be about 68 percent as much as
the percentage change in the GNP deflator.

For 1982, the District of Columbia expects that local taxes,
without rate increases, will increase at the same rate as the
change in the GNP deflator estimated in the Carter administra-
tion's 1932 U.S. budget submission to the Congress. This is ex-
pected to occur because of a projected very large increase in
assessed value and a projected increase in income tax collections
about proportional to inflation. According to District estimates,
the tax bases for major sources of revenue apparently are moving
to a position where, taken together, they are expected to about
keep up with inflation without major changes in rates or in
revenue sources. There is, of course, no way of anticipating
all of the changes that could affect the city's economy and its
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Changes since 1978

The preceding discussion has considered the home rule period
from 1975 to 1981 as a whole, but the 1978 to 1981 period seems
markedly different from that of the preceding 3 years. The per-
centage increase in District and Federal funds for the periods
1975 to 1978 and 1978 to 1931 are shown in table 3-2. In the
1975 to 1978 period, total general fund resources increased at a
rate about twice as fast as the increase in national inflation
due to the very rapid increase in local tax collections and to
percentage increases in the Federal payment about equal to the
inflation rate. From 1978 to 1981, recorded local collections
fell somewhat behind the rate of inflation, revenue sharing de-
creased in absolute amount, and the increase in the Federal pay-
ment was far below the national inflation rate. During the pe-
riod, the only significant tax rate increases were associated
with offsetting lost revenue and refunding prior collections from
the tax on professionals that was declared to be a tax on non-
District resident income in violation of the Self-Government Act.

The District's experience since 1978 parallels that of other
State and local governments. According to the Adviscry Commis-
sion on Intergovernmental Relations, the increase in national
State and local spending has slowed substantially in recent
years. From the late 1940s to the late 1970s, the State-local
sector was one of the fastest growing in the economy.. Since
1977, however, State and local expenditures have been growing
at a slower pace than both the economy and the price level.

Of potentially great significance is the District govern-
ment estimate that local revenues for 1982 will increase at a
rate about equal to the national rate of inflation with only
minor changes in tax rates. Increases in local tax collections
at close to the rate of change in the economy are also contained
in the outlook through 1985 discussed in the next chapter. These
increases suggest that substantial improvements in the economic
base of the District of Columbia have occurred during the 1970s
and early 1980s.

Changes in District and Federal contributions to the general
fund discounted for inflation, as measured by the GNP deflator
for the United States economy as a whole, are estimated in table
3-3. The sharp drop in the value of the Federal payment dis-
counted for inflation during the 1978 to 1981 period is evident.
As emphasized in chapter 1, however, this comparison can only be
taken to illustrate general trends, since there is no true index
of inflation for the District government, and since policies of
the District government influence wage and salary increases and
benefit levels which are major components of inflation in State
and local governments.
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Changes in the Federal payment and local
resources compared to inflation

In the S5 years pricr to home rule, funds from District sources
increased at a rate approximately equal to inflation. The in-
creases in total general fund revenues, however, substantially
exceeded inflation, primarily because the increase in the Federal
payment was over twice as great as the overall rate of inflation
in the economy. Since home rule, local revenue sources increased
at a rate faster than the rate of U.S. inflation, but Federal
funds did not. Overall, for the 1975 to 1981 period the incr=ases
in District revenues have kept ahead of the national rate of
inflation. Total District general fund revenues before and after
home rule in relation to the general rate of inflation in the
U.5. economy is shown in figure 3-3.

16



As indicated in figure 3-1, the Federal payment as a percent
of total District general fund revenue increased to a high of 27.3
percent in 1975, the last year before home rule, and then began a
gradual decrease to a current projected low of 19.8 percent in
1982. Thus, since 1975 the Federal payment has declined in rela-
tive importance to total District general fund revenue.

Figure 3-1
Federal Payment as Percent of Total
District General Fund Revenue

Percent

34—
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Note: Estimates used to calculate the percentages in 1981 and

1982. See appendix I, table 5, for data used to derive
the percentages.
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1975, the payment increases were not as great, resulting in a
significant decline in importance of the Federal payment when
viewed as a percent of total District general fund revenue.
Discounted for inflation, the Federal payment declined in pur-
chasing power during the 1975 to 1981 period.

The Federal payment authorization and appropriation for the
years 1970 through 1982 (estimated) are shown in table 3-1. 1In
1981 the estimated $295.4 million Federal payment appropriation
was 2-1/2 times the appropriation for 1270. Sixty-one percent of
this increased appropriation occurred by 1975, the last year be-
fore home rule became fully effective.

Prior to enactment of the Self-Government Act, the Congress
authorized several increases in the Federal payment. The most
notable one was for 1972, when the payment jumped from $131 mil-
licn to §$179 million. The 1973 Self-Government Act increased
the authorization over 4 years from the previously authorized
$190 million to the $300 million authorized for 1978 that still
remains in effect. Since home rule, the Congress has not enacted
Federal payment legislation. An increase to $336.6 million was
included in the Reagan administration's 1282 budget.
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The use of congressional authority over the District budget
to attempt to accomplish impreoved financial management objectives
is an example of a larger issue involved in any reconsideration
of the Federal payment mechanism. This larger issue, the extent
to which 2xisting authorization and appropriation processes are
essential for protecting the Federal interest and improving effi-
ciency, is an important part of the discussion in chapter 5.

CONCLUSIONS

The views of the Congress on the amount of funds which should
be provided to the District as payment for the Federal presence
have changed significantly over time. As the views changed, the
Federal payment became firmly established as part of the District's
annual budget, and new issues emerged. Issues concerning how best
to determine the Federal payment and what form the Federal-District
relationship should take were discussed during passage of the 1973
Self-Government Act, and these issues are still being discussed
today.
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amount increased from $230 million in 1975 to $300 million in
1978.

IN PASSING THE SELF-GOVERNMENT ACT THE
CONGRESS APPARENTLY EXPECTED THE FEDERAL
PAYMENT TO PLAY A LARGER ROLZE IN FINANCING
THE DISTRICT GOVERNMENT

During Self-Government Act deliberations there was much
discussion in the Congress about the amount of the Federal pay-
ment and the way it should be provided tc the locally elected
government. The Senate passed a bill basing the Federal payment
on a percentage of District revenue that was higher than the per-
centage prevailing at the time the act was passed. (In 1973 the
percentage was about 35 percent.) The Senate plan provided for
a Federal payment based on 37-1/2 percent of District revenue
for fiscal year 1974 and 40 percent for each year thereafter. It
was estimated that for 1975 such Federal payment would represent
Federal financing of 26.4 percent of the total District general
fund budget. The Senate committee report indicated that District
revenues were expected to increase from 1974 through 1978 at an
average rate of about 5 percent each year, and the Federal payment
resulting from the payment authorization was expected to rise to
$264 million in 1978.

In adopting home rule legislation the House rejected a pay-
ment formula and provided instead for specific dollar authoriza-
tions for fiscal year 1975 and later years. The amount of the
Federal payment authorized in the final legislation was greater
than the Federal payment which the Senate had estimated would
have resulted from its 40-percent-cf-District-revenue formula.
Thus, the Self-Government Act authorized $300 million for 1978

rather than the estimated $264 million which would have resulted
from the Senate bill.

The sponsor of one of the House Federal payment provisions,
Representative Thomas M. Rees, indicated that a 40 percent formula
probably would mean that the District would get less money than
if the District had no formula, because the 40 percent authorization
ceiling would tend to be permanent rather than going up when needed
to meet government expenses. Mr. Rees also indicated that a pro-
vision stipulating that the Federal payment could not be reduced
would not be needed because it was not possible to conceive of the
Federal payment going down. 1/

l/Mr. Rees was chairman of the House District Subcommittee aon
Finance and Revenue. For the discussion and other information
related to the Federal payment, see background and legislative
history of H.R. 2056, H.R. 9682, and related bills, Committee
Print, Home Rule for the District of Columbia, 1973-1974,
December 31, 1974, pp. 1101-1119, especially p. 1104.
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CHAPTER 2

A BRIEF HISTORY OF THE FEDERAL-DISTRICT

FINANCIAL RELATIONSHIP

Through the years significant changes have taken place in
the percentage of District expenses paid by the Federal Govern-
ment in this unique financial link between the two governments.
In passing the Self-Govermment Act, the Congress apparently ex-
pected the federally financed percentage to rise somewhat, but
the Congress did not change the longstanding system of congres-
sional appropriation of the Federal payment and of the District’'s
budget. Congressicnal efforts to improve financial management
in the District began before home rule and have continued since
that time.

THE PERCENTAGE OF DISTRICT EXPENSES
PAID BY THE FEDERAL GOVERNMENT HAS VARIED

In the early years of the Nation, the Congress 4id not
expect to pay anything to the local government for building or
maintaining the city. This view changed as the Congress realized
that the Federal Government would have to share some of the local
costs on a regular basis if the city was to be built and main-
tained as the Nation's Capital.

The Congress used several different methods for determin-
ing the amount of the Federal payment over the years. In the
19th century, the Congress appropriated money intermittently
for specific projects, such as building streets and installing
water systems. In 1871, the Congress approved territorial
status for the District. This gave local officials control of
the city, including fiscal responsibility, without direct congres-
sional involvement in the raising and use of city revenue. During
the period 1871 to 1874, the city became heavily indebted, and the
Congress restored direct congressional control (which included
reviewing the District's budget and appropriating funds annually
for District use). This system of detailed annual congressional
review and control of the District budget remains in effect
today.

Between 1879 and 1920 the annual Federal payment amounted
to 50 percent of the congressional appropriation for District
operating and capital expenses. From 1921 through 1924 the Con-
gress reduced the Federal proportion to 40 percent of expenses,
partly on the basis of evidence that the District tax rates were
substantially lower than other cities. Since 1925, the Federal
payment has been set annually by the Congress to finance a per-
centage of operating expenses that has varied between 9 and
29 percent. In 1930, the percentage was 21.5 percent.



To answer thaese guestions, we collected financial, tax bur-
dan, population, and other information which would make it »ossi-
2l2 te compara pre- and post-home rule experienca. [lost of this
information (contained in ch. 3) was obtained from District and
conjressional documents dealing with the District budget. Ve also
gaet with District officials to develop time series data that was
consistent with data contained in the backup material used in
the 1930 audit prepared for the District governament. 'le were not
able to obtain consistent time series for grant funds received,
District Government employment, and actual gencral fund obliga-
tions and expenditures. One problem in asszmbling a consistent
set of data is that District accounting procedurss and fund
categories nave changed, especially in the last several years.
Problems in assembling a consistent set of data over the period
are discussed in appendix I, which also contains the basic data
used in the analysis presented in chapters 3 and 4. We believe
that the information contained in these chapters is sufficiently
accurate to discuss trends.

In comparing how District revenues and budga2ts have changed
in relation to inflation, we selected the U.S5. gross national
sroduct (GWP) deflator 1/ as the most applicable general purpose
index of inflation. Ilowever, the resader should exercise caution
in interpreting the informaticn about inflation contained in the
report. Using the GUP deflator can provide a general indication
of aow District resources have changed when discounted for price
lavel changes, but there 1s no implication that District revenues
ust increase at the same rate as the GYP deflator in order to
maintain a constant level of service. This is because the mix
of District government expenses may be 3different from that in-
cluded in the GNP deflator and because major components in Dis-
trict government 1nflatlon-—uages and salaries of employees and
payment levels to program clients and beneficiaries--are somewhat
under the control c¢f the govarnment itself.

Our comparison of experience in the District of Columbia with
national trends for State and local finances is based largely on
reports and articles prepared by the staff of the Advisory Commis-
sion on Interjovernmental Relations. Our purpose in comparing
pre- and post-home rule experience was only to describe what hap-
sJened. Je did not attempt to infer the intentions of city or
congressional officials to determine why things happened as they
did, nor did we attempt to judge the appropriateness of the level
of Federal payment now or at any time in the past.

1/The GJP deflator, used extansively by economists as a general
m2asure of inflation, takes account of price changes for all
goods and services produced in the econony.
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of Columbia. Specifically, this report seeks to accomplish these
objectives:

--Characterize the history of Federal-District financial
relationships.

--Summarize the history of the Federal payment and the
District budget since 1970, a period that permits compar-
ison of experience before and after the advent of home
rule.

-~Discuss the need for possible increases in the Federal

payment in the context of projections of District revenues
and expenses through 1986.

=-=Analyze arguments for using different types of formulas
to provide a more systematic basis for determining the
annual Federal payment.

——Identify changes in the Federal payment process that are
consistent with and could make a positive contribution to
efforts to improve District financial management.

The issues discussed in this report ultlmately invelve ques-
tions about the size of the public sector in the District of
Columbia and about the nature of the responsibilities delegated
by the Congress to the District of Columbia Government. We did
not attempt to develop recommendations in either of these areas,
which are basic matters for determination by the political proc-
ess associated with District of Columbia affairs.

In preparing the report, we discussed the issues with offi-
cials of the District government, Federal Office of Management
and Budget, Advisory Commission on Intergovernmental Relations,
and several congressional offices, all of which provided insight
into current views, problems, and suggested solutions. We also
made extensive use of legislative history files, the Congres-
sional Record, District budget documents, and other published

information on formula-based paymen-s and District statistical
data.

We did not conduct an audit of District government finances,
although this report makes use of information resulting from the
recent audit of the District's 1930 budget prepared by Arthur
Andersen and Company and Lucas, Tucker and Company. This report
includes information on the accumulation of financial liabilities
that the District proposes paying from the proceeds of a special
bond issue, but extensive discussion of this subject was outside
our scope of work. Analysis of the present cash flow position
of the District government or of the unexpected deficit that
appears to have arisen during implementation of the fiscal year
1931 budget are also outside the scope of this study. Similarly,
we were not able to address such important topics as progress
being made by the District government in improving financial

2



APPENDIX

I

IT

IIT

GAQ
QM3

Aan increase in the Federal payment is
one of the alternative ways the gap
can be financed

Improvements needed in the budget infor-
mation provided to the c¢ity council,
the Congress, and citizens

Conclusions

Recommendations

Ajency comments

ISSUES RELATING TO FORMULA-BASED PAYMENTS

Tyrces of formula payments

Preserving the Federal interest

Amount of payment

Predictability of the Federal payment
autherization and appropriation

District government autonomy

Incentives to increase efficiency

Timeliness

Ease of administration

Changes not involving formulas that can
achieve some of the advantages of
formula-based payments

Conclusions

Data used in this report

Comparisoh of budget calendars for the
District and selected jurisdictions

Title V, Section 501 of Public Law 93-198

ABBREVIATIONS

General Accounting Office
Office of #Hlanagement and Budget

35

37
38
39
40

a1
41
42
44

49
51
53

55
55

57
59

62

72

81



































