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HISTORY OF FEDERAL REVENUE SHARING PROPOSALS AND ENACTMENT OF THE
STATE AND LOCAL FISCAL ASSISTANCE ACT OF 1972 (PUBLIC LAW 92-512)

I. Introduction

The proposal that the Federal Government share some portion of its tax

revenues with State and local governments with relatively few or no strings

attached has been an important legislative issue which has provoked widespread

discussion and debate for nearly a decade.

Growing support for this proposal has been prompted by the belief on the

part of its advocates that State and local governments are urgently in need of

new revenue sources to meet the ever-growing requirements of their rapidly expand-

ing population for additional schools, hospitals, and health and welfare-

facilities and services.

The idea of Federal tax sharing with State and local governments is by

no means new. The Federal Government already shares some portion of the revenue

it derives from the sale of public lands, from grazing leases and permits and

from the use of national grasslands, etc., with State and local governments. In

some instances, no specific purpose is prescribed by law on the use of these

shared revenues; in others, they are. restricted to use for particular purposes

such as public education, roads, or other internal improvements.

II. Historical Precedent For Federal Revenue Sharing -- The Surplus
Distribution Act of 1836:

A form of Federal revenue sharing with the States actually was in opera-

j tion under provision of the Surplus Distribution Act of 1836. During the admin-

istration of President Andrew Jackson, a large Federal surplus had accumulated

as a result of substantial revenues received from the sale of public lands and

from customs receipts derived from an expanding foreign trade. The public debt
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had been virtually eliminated, and so this legislation was enacted which

provided the following: All money in the U.S. Treasury on January 1, 1837,

with the exception of $5 million, was to be deposited with the States in pro-

portion to their respective representation in the Senate and in the House of

Representatives. These deposits were to be made in four quarterly installments.

In return for the deposits, the Secretary of the Treasury received certificates

from the States which pledged that they would keep and repay the money as might

be required by the Secretary of the Treasury from time to time. Of the $37

million available for distribution, some $28 million was actually deposited with

the States in three installments. The fourth payment was never made because of

a financial crisis which arose during the latter half of 1837. Although the

transfer of these funds was to be temporary and subject to repayment, actually

they were considered an outright gift, and none of the money was ever requested

or returned. The States were free to use their allotment for whatever purpose

they chose. A great many of them did use some part of their share for educa-

tional purposes. Other uses made of the funds were to pay current expenses, to

reduce State indebtedness and to provide certain internal improvements such as

the construction of roads, bridges, canals, railroads and navigation facilities.

It is reported that the State of Maine made a per capita distribution of its

share of the money received.

III. Legislative Proposals During the 20th Century:

In this century, Congressional attempts to secure Federal tax sharing

legislation extend at least as far back as 1949. Early that year Representative

Errett P. Scrivner (Republican, Kansas) introduced H.R. 1582 (80th Congress)

which authorized Collectors of Internal Revenue to transfer to State treasurers,

on a quarterly basis, one percent of Federal individual and corporation income
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taxes collected within these States. Such shared revenues were to be used by

the States for "educational purposes only without any Federal direction, control

or interference." While Congress failed to take action on this measure,

repeated attempts have been made since that time to secure some form of Federal

revenue sharing legislation.

IV.- Economists Advocating Federal Revenue Sharing -.Heller - Pechan:

In recent years, leading economists advocating Federal tax sharing with

State and local governments have been Dr. Walter W. Heller, former Chairman of

the President's Council of Economic Advisers during the Kennedy-Johnson adminis-

trations, and Dr. Joseph A. Pechman,' Director of Economic Studies at Brookings

Institution. -Both Dr. Heller and Dr. Pechman have written extensively and have

testified frequently before House and Senate Committees in support of Federal

revenue sharing legislation.

In 1960 while he was hairman of the Economics Department of the Univer-

sity of Minnesota, Dr. Heller urged that rising Federal tax revenues be returned

t6 State.and locagovernments with few or no strings attached. Later he speci-

r fically advocated that the Federal Government deposit in a trust fund one or two

percent of the Federal individual income tax base (the amount reported as net

taxable income by individuals). Early in 1969, he estimated that if two percent

were set aside, by .1972 some $9 billion would be available for distribution to

State and local governments. He recommended that a per capita distribution be

made of this fund among the States. This was deemed preferable to sharing on

Heller, Walter W. Should the government share its tax take? Saturdayreview, March 22, 1969: 28.

0 - ________
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the basis of the origin of tax collections, as the former would distribute the

funds more on the basis of need, whereas the latter would return more to the

higher-income, higher-revenue producing States and correspondingly less to the

poorer States.

He also advocated that if a greater measure of fiscal equalization were

deemed advisable, then perhaps ten percent of the total amount might be allocated

{ to the seventeen poorer States reporting the lowest per capita income.

A trust fund was suggested as it would make the funds available to the

States "as a matter of right, free from the uncertainties and hazards of the
s 1/

annual appropriation process." This device, he felt, would also be less apt

to infringe on the flow of grants-in-aid.

These shared revenues would be over and above amounts already received by

State and local governments under the many existing Federal grant-in-aid pro-

grams. Furthermore, they would be available automatically from year to year

and would not be contingent on the realization of a Federal budgetary surplus.

In this way State and local governments would have a .continuing and a dependable

source of income and could plan their programs without fear that this revenue

source might suddenly be withdrawn.

Dr. Heller proposed that at least 50 percent of the funds allotted to

the States be "passed through" to local governments to alleviate in some measure

the financial plight of urban areas.

He advocated that the State and local governments be given almost complete

freedom in the use of these funds, being required only to meet the usual stan-

dards required in accounting, auditing and reporting the expenditure of public

1/ Heller, Walter W. New dimensions of political economy. The Godkin lectures
at Harvard University. Cambridge, Massachusetts, Harvard University Press,
1966: 146.

_ 
i
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money. He further stressed the importance of using the revenues shared i~n such

a way as not to violate Title VI of the Civil Rights Act of 1964, which pro-

IV

hibits racial discrimination in Federally financed programs. He indicated that

it might be deemed advisable to restrict expenditure of these grants to education,

welfare and community development programs, or at least, to prohibit their use

for highway purposes.

V. Action During the Johnson Administration:

With passage of the Revenue Act of 1964 Federal revenue sharing began to

receive more serious consideration and active endorsement. Administration

leaders were hopeful that the substantial reductions in income tax rates pro-

vided by this law would give the American economy the additional stimulus which

was needed to enable it to operate at close to maximum productive capacity. At

that time, the prospects of achieving Federal budgetary surpluses in the next

few years appeared quite hopeful, and it was felt that serious attention could

now be focused on Federal revenue-sharing proposals as a means of alleviating

the financial plight of many State and local governments.

The Democratic Party platform adopted in the summer of 1964 specifically

recommended that the Federal Government should give consideration to the

"development of fiscal policies which would provide revenue sources to hard-

T/pressed State and local governments to assist them with their responsibilities.

During the election campaign which followed during the Fall of 1964, both

presidential nominees voiced their general support of Federal revenue sharing.

President Johnson declared the intention of his Administration to carry out the

'1/ Porter, Kirk H. and Donald Bruce Johnson, comp. National party platforms,
1840-1968. Urbana, Illinois, University of Illinois Press, 1970: 646.
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pledge the Democratic Party had made to seek ways and means 
of providing addi-

tional financial assistance to State and local governments. As a means of

carrying out this intention he proposed that the Federal Government make avail-

able to State and local governments "some part of our great.and growing Federal
9 1/

tax revenues -- over and above existing aids." The Republican nominee, Barry

Goldwater, recommended that a portion of Federal income taxes be returned to the

States, and that State governments be given a larger share of revenues derived

from inheritance taxes.

At the same time President Johnson appointed a task force composed of

individuals from government and business and headed by Dr. JosephA. Pechman,

Director of Economic Studies at the Brookings Institution, to study the merits

of Federal revenue sharing. While it is known that this task force reported

favorably on this proposal, its report was never made public. Acceleration o~f

the war in Vietnam in 1965, necessitating larger defense outlays, made remote

the prospect of realizing any budgetary surplus in the immediate future, 
part of

which might be utilized for revenue sharing payments. For this reason the Demo-

cratic Administration shelved this proposal for the time being, preferring to

rely on existing Federal grants-in-aid as the primary means 
of assisting State

and local governing units.

While the Democratic, administration temporarily laid aside this proposal,

Congressional interest has continued strong up to the present time. During the

89th and 90th Congress hearings were conducted by the Senate Government

j'1/Presidential statement no. 6 on economic issues. Strengthening State-local

government, October 28, 1964.

Is m wm ww
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Operations Subcommittee on Intergovernmental Relations 
and the Joint

2/
Economic Committee.. The latter committee also issued a three-volume compendium

3/

of papers covering the whole gamut of Federal-State-local fiscal relations.

During the 89th Congress some 51 Federal tax-sharing bills were introduced, with

approximately four out of five of them sponsored by Republican members. During

the 90th Congress at least twice that number of bills was introduced on this

subject, and from a study made of the first 76 bills introduced early in 1967,

nine out of ten of these measures were Republican-sponsored.

VI. Action Taken By the 91st Congress:

A. The Nixon Administration Proposal:

President Nixon has strongly endorsed Federal revenue sharing with State

and local governments and has made it one of his primary legislative goals.

During the Presidential campaign of 1968, he blamed the "growth of federal power

and the decline in home rule and self-government" on the "proliferation of spe-

- cialized federal grants-in-aid." He emphasized that "there is a better approach

than such proliferation of programs at the federal level," and advocated that

"we should begin to return tax revenue to states and the local communities in the

form of bloc grants, and thus, allow them ... to determine their own priorities in

the allocation of resources." He further stated: "... revenue sharing will

1/ U.S. Congress. Senate. Committee on Government Operations. Creative

Federalism. Hearings. 2 pts.: Pt. 1, The Federal level, 89th Congress, 2d

session; pts. 2-A and B, The State-local-regional level, 90th Congress, 1st

session. Washington, U.S. Govt. Print. Off., 1967. 1028 p.

2/ U.S. Congress. Joint Economic Committee. Revenue sharing and its alter-

natives: what future for fiscal Federalism? Hearings. 90th Congress, 1st

session. 2 pts. Washington, U.S. Govt. Print. Off., 1967. 410 p.

3/ U.S. Congress. Joint Economic Committee. Revenue sharing and its alter-

natives: what future for fiscal Federalism? Joint Committee print. 3 vols.

Vol. I, Lessons of experience; Vol. II, Range of alternatives for fiscal

Federalism; and Vol. III, Federal, State, local fiscal projections. 90th

Congress, 1st session. Washington, U.S. Govt. Print. Off., July 1967. 1521 p
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restore real partnership to American government. It will help to place
1/

decision-making in the right hands."

In his message to the 91st Congress on April 21, 1969 on Tax Reform,

President Nixon emphasized that revenue sharing was a high-priority program

to which his administration was committed.

On August 13,. 1969 President Nixon, in a special message to the Congress,

outlined his proposal for the enactment of legislation making provision for

Federal revenue sharing with State and local governments. In essence, he pro-

posed that there be appropriated percentages of personal taxable income,

beginning at two-twelfths of one percent in the fiscal year 1971 and increasing

to one percent in the fiscal year 1976 and in each year thereafter. It was

estimated at that time that approximately $500 million would be set aside for

distribution to the 50 States and the District of Columbia during the first

year such legislation became effective, and that this would 
gradually increase

to about $5 billion by 1976. Out of these appropriations the Secretary of the

Treasury would be authorized to make tax-sharing payments to the States 
which

would be distributed in accordance with a formula based upon State population 
an

State revenue effort (the ratio of total general revenues collected by 
State and

local governments from their own resources to total personal incomes 
reported fc

the State). The only requirements which the States had to meet in order to

qualify for this assistance would be to render proper accounting and reporting

1 Radio address by Richard M. Nixon broadcast over the CBS radio network,

October 25, 1968. Washington, D.C., Republican National Committee.

2/ U.S. President. Message. Federal-State revenues. 91st Congress,

1st session (House Document 91-148), August 13, 1969.

2/
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for the amounts received and to allocate a portion of their allotment

(averaging about 30 percent) to local political subdivisions. In recommending

this legislation President Nixon concluded: "... this proposal marks a turning

point in Federal-State relations, the beginning of decentralization of govern-

mental power, the restoration of a rightful balance between the State capitals

and the national capital."

On September 23, 1969 the Nixon administration's tax-sharing proposal

was introduced in the Senate as S. 2948, 91st Congress, by Senator Howard H.

Baker, Jr. (Republican, Tennessee) and was co-sponsored by 32 other members of

this body. The following day, Representative Jackson E. Betts (Republican, Ohio)

introduced an identical measure in the House of Representatives -- H.R. -13982,

91st Congress -- which was co-sponsored by fourteen other representatives. In

the days following, Rep. Betts introduced five other identical bills with more

co-sponsors. In addition, H.R. 14044 was introduced by Rep. William S. Broom-

field (Republican, Michigan) on September 29, 1969 which also incorporated the

Administration's revenue-sharing proposal.' Altogether, 88 representatives, or

about one-fifth of the membership of the House of Representatives, joined in'

sponsoring the President's tax-sharing bill during the 91st Congress.

B. Other Legislative Proposals:

In addition to the Nixon Administration proposal, numerous other Federal

revenue sharing bills were introduced during the 91st Congress. During the first

session alone, some 55 bills were identified, including the Administration

measure just described. These bills were sponsored by 207 Members of Congress.

In both Houses of Congress approximately nine out of ten sponsors of such legis-

lation were members of the Republican party. In the Senate 8 bills were

1/ Ibid., p. 4.
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introduced by 61 Senators, of whom 6 were Democrats and 55 were Republicans.

In the House of Representatives, 47 bills were sponsored by 146 members, of

whom 133 were Republicans and 13 were Democrats.

No hearings were held on the Administration bill, and the 91st Congress

adjourned without enacting this or any of the other Federal revenue sharing
1/

measures which had been introduced. The only action taken was hearings

which were conducted by the Senate Government Operations Subcommittee on

Intergovernmental Relations on the Muskie-Goodell bill, S. 2483, the Inter-

governmental Revenue Act of 1969.

VII. Action Taken By the 92d Congress:

During .the 92d Congress much controversy and debate has been centered

around the-relative merits of Federal revenue sharing proposals or alternative

means of-.assisting State and local governments. Some of the Members, while

recognizing the financial plight of State and local governments, have advocated

that a better approach to this problem would be adoption of legislation which

would: enlarge and reform existing Federal grants-in-aid, authorize the

Federal Government to assume a greater share of the cost of welfare, allow

individuals to credit against their Federal income tax liability a certain per-

centage of income taxes paid to State and local governments or create central

lending institutions such as the Urban Development Bank.

1/ U.S. Senate. Committee on Government Operations. Subcommittee on Inter-
governmental Relations. Hearings. Intergovernmental revenue act of 1969

and related legislation. 91st Congress, Washington, D.C., U.S. Govt.

'Print. Off., 1970. 379 p.

- -9-9-- ~999 ~-99~ rp-
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A. The Nixon Administration Proposal:

As the 92d Congress convened, President Nixon renewed his request for

Federal legislation which would, provide additional financial assistance to

needy State and local governments. In his State of the Union Message delivered

on January 22, 1971, he briefly outlined his latest revenue sharing proposal

which he placed among the top six in legislative priority among his recommenda-

tions presented to the 92d Congress. At that time he emphasized that achieve-

ment of his six legislative goals would open the way for a "New American Revolu-

tion -- a peaceful revolution in which power was turned back to the people

in which government at all levels was refreshed and renewed and made truly
1/

responsive."

In this State of the Union message President Nixon requested that

Congress enact legislation which would make available some $16 billion in Federal

funds for general and special revenue sharing with State and local governments

during the first year that such legislation might .become effective.

1) General Revenue Sharing:

Of the $16 billion requested by the President for revenue sharing pur-

poses, approximately $5 billion in new appropriations would be utilized for

general revenue sharing. These funds would 'Be allotted to State and local

governing units on a relatively unrestricted basis to be spent for whatever

purpose they deemed most urgent.

2/
On February 4, 1971, in a special message to Congress, President Nixon

spelled out in greater detail his general revenue sharing proposal.

1/ U.S. President. Message. The State of the Union. 92d Congress,1st session (House Document 92-1), January 22, 1971.

2/ U.S. President. Message. General revenue sharing. 92d Congress,
1st session (House Document 92-44), February 4, 1971.

'4

~



CRS - 12

" This program would be financed by an annual permanent appropriation

which would be equal to 1.3 percent of the personal taxable income reported on

Federal individual income tax returns filed for the most recent calendar year

for which published data were available. Only in the first year (fiscal year

1972) would .96 percent of the Federal individual income tax base be appropri-
1/

ated for revenue sharing purposes. Funds for this purpose would be determined

each year and would increase automatically as the national economy grew and as

the Federal individual income tax base. thereby expanded. It was estimated that

approximately $5 billion would become available for distribution to State and

local governments during the first year. this program began operation. It was

further estimated that by 1980 this amount might double, rising to perhaps $10

billion.

President Nixon pledged that this general revenue sharing program would

not require new Federal taxes nor would it be financed by the transfer of funds

made available for other existing Federal programs.

The formula governing.the amount to be distributed to each of the States

and the District of Columbia was similar to that containe in the Administration

bill introduced in 1969. There was to be a basic distribution of 90 percent of

the total amount to be shared with the States plus an allocation of the remaining

10 percent, which would be granted as an incentive payment to those States which

adopted an alternative plan for allocating a portion of their allotment among

their .local governing units. The basic payment and the incentive payment would

be distributed to an individual State on the basis of its share of the national

1/ Since the effective date of this proposed legislation was October 1, 1971,
the program would be in operation for only nine months during the first
fiscal year.
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population, adjusted for its revenue effort (the ratio of total general

revenues derived by the State.and its political subdivisions from their own

sources to the total personal income reported for the State).

Until or unless an alternative plan was approved, the States would be

required to allocate a portion of their total allotment among their local

governing units which would be based upon the ratio which the sum of the general

revenues of all local governments within the State bears to the sum of the

general revenues of the State and all local governments within the State. Under

this formula, the amount which would be "passed through" by State governments

to local governing units would average about 48 percent.

The amount which an individual local government would receive would be

the percentage which its revenues represent of the total revenues raised by

all local governing bodies within the State. For purposes of this legislation,

local governments were defined to include general purpose governing units --

counties, municipalities or townships -- without any limitation on size, but

excluded special purpose units such as independent school districts, sewer

districts or transit authorities.

The remaining ten percent of the amount distributed among the States was

to be allocated to those States which developed an alternative plan for distri-

bution of a portion of their allotment among their local governing bodies. This

plan would have to be enacted by the State and approved by formal resolution by

more than one-half of the following types of governmental units (representing

a majority of the population in each class): major municipalities and major

townships. (each having a population of 2,500 or more) and counties. Once

approved, the Governor of the State would be required to file the plan with the

Secretary of the Treasury, and a State would then be entitled to receive this
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additional payment. This incentive payment was designed to encourage the

States, in cooperation with other local governments within their boundaries, to

develop a plan which would operate in the best interests of the particular

requirements of individual State and local governing units.

The primary "strings" attached to the President's general revenue sharing

plan were as follows: the States would be required to share a certain portion

of their allotment with local governing units in accordance with the formula

prescribed in the bill and a State's own approved alternative plan; State and

local governments must maintain proper fiscal and accounting procedures; the

recipient governing units must provide the Secretary of the Treasury with such

information and reports as would be required relating to their allotments;and

none of the funds could be used for purposes which would violate Civil Rights

laws

On February 9, 1971 President Nixon transmitted to Congress the draft of
a 1/
a bill .which would incorporate his general revenue sharing proposal. That

same day this bill was introduced in the Senate (S. 680 -- The General Revenue

Sharing Act of 1971) by Senator Howard H. Baker, Jr. and was co-sponsored by

37 other Senators. Of this number, 34 were Republicans and 4 were Democrats.

On the following day, Representatives Jackson E. Betts, Harold .R. Collier and

1/ U.S. President. Revenue Sharing. Communication. A draft of proposed
legislation to restore balance in the Federal system of government in the
United States; to provide both the flexibility and resources for State and
local government officials to exercise leadership in solving their own
problems; to achieve a better allocation of total public. resources; and
to provide for the sharing with State and local governments of a portion
of the tax revenue received by the United States. 92d Congress, 1st
session (House Document 92-47), February 9, 1971.

7,14
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Barber B. Conable introduced the Administration's proposal (H.R. 4187 and other

bills) in the House of Representatives. Numerous other identical measures were

subsequently introduced in the House during the 92d Congress, and they also were

sponsored primarily by Republican members.

2) Special Revenue Sharing:

1/
The remaining $11.4 billion of the $16.4 billion program was requested

by President Nixon for the purpose of making special revenue sharing payments to

State and local governments for six broad functional purposes: law enforcement,

manpower training, urban community development, rural community development,

transportation and education. Of this total, $10.4 billion would be derived

from a consolidation of 130 narrow-purpose Federal categorical aid programs into

'the six special revenue sharing programs. The remaining $1 billion would have

to be provided by Congress in new appropriations which would be utilized to

"hold harmless" any State or locality from the possibility of being allotted less

Federal money under special revenue sharing than they had previously received

under those Federal aid programs which would be incorporated into these six new

programs.

The State and local governing bodies receiving these grants were to be

given wide latitude on the expenditure of their allotments within the six broad

subject areas. They would be free to utilize the money to continue existing

categorical aid programs, to enlarge such programs, or to discontinue them and

1/.The Federal budget document for the fiscal year 1973 gives the followingrevised amounts for the first full year revenue sharing might be in effect:general revenue sharing, $5.3 billion, special revenue sharing, $12.3billion, and total general and special revenue sharing, $17.6 billion.
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use their allocation for other activities which they considered more urgent.

Such requirements as matching, maintenance of effort, approval of State plans

by the Federal administering agency, etc., would no longer be necessary in

order to make the States eligible for such special revenue sharing grants.

There would, however, be written into this legislation adequate safeguards to

give assurance that-the expenditure of these shared revenues would not violate

the Civil Rights Act of 1964, which prohibits discrimination on Federally-

assisted projects.

President Nixon's special revenue sharing proposals were transmitted to

Congress in six special messages. He, asked that each of these programs be

authorized to begin operations by January 1, 1972. Each of the special

revenue sharing proposals were sponsored in the House and in the Senate during

the 92d Congress. While some action was taken on some of the bills, none was

finally approved before Congress adjourned on October 18, 1972.

B. Other Legislative Proposals:

1) Brief Summary:

In addition to the Nixon Administration general and special revenue

sharing proposals, numerous other measures were introduced during the 92d Con-

gress making provision for some form of Federal revenue sharing with State and

and local governments. Among them were bills sponsored by Senator Hubert H.

Humphrey (S. 241) and Rep. Henry S. Reuss and other Members of the House

1/'In his- New Economic Policy Message, delivered on August 15, 1971, President
Nixon requested that the effective date of general revenue sharing be post-
poned three months--from October 1, 1971 to January 1, 1972 and that the
effective date of two of his special revenue sharing proposals (rural
community development and transportation) be postponed one year--until
January 1, 1973.

4' I1
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(H.R. 1091 and other bills) which would make Federal block grants available to

those States which submit a plan for modernizing and revitalizing their State and

local government structures. Senator Edmund S. Muskie also introduced an alter-

native proposal to that made by the President -- S. 1770, the Intergovernmental

Revenue Act of 1971 which was patterned after the 1969 recommendations of the

Advisory Commission on Intergovernmental Relations. Hearings were conducted on

both of these bills last year by a Subcommittee of the Senate Government Opera-

tions Committee.

The House Ways and Means Committee held hearings during the entire month
2/

of June 1971 on general revenue sharing.

2) The Mills Proposal:

While the Ways and Means Committee Chairman, Rep. Wilbur D. Mills, was

sympathetic to the need of State and local governments for additional Federal

assistance, he did not believe that the President's general revenue sharing plan

represented the best means of providing this assistance. Therefore, on November

30, 1971 he introduced his own alternative measure -- H.R. 11950 (92d Congress),

the Intergovernmental Fiscal Coordination Act. He explained that this was not

a revenue sharing plan since it authorized a direct grant of $5.3 billion to

State and local governments during each of the five fiscal years from 1973

through 1978. Of this total, local governments would receive $3.5 billion each

year for certain high priority programs: (1) maintenance and operating expenses

1/ U.S. Congress. Senate. Committee on Government Operations. Subcommittee on
Intergovernmental Relations. Intergovernmental Revenue Act of 1971 and
related legislation. Hearings. 92d Congress. 1st session. Washington, D.C.,
U.S. Govt. Print. Office, 1971. 430 p.

2/ U.S. Congress. House. Committee on Ways and Means. General revenue sharing
Hearings. 8 pts. 92d Congress, 1st session. Washington, D.C., U.S. Govt.
Print. Off., June 2-28, 1971. 1524 p.
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for: public safety, environmental protection and public transportation; and

(2) capital expenditures for sewage collection and treatment, refuse disposal

systems and public transporation. This $3.5 billion would be distributed

largely on the basis of need, taking into account such factors as population,

urbanized population, the extent of poverty (population weighted by relative per

capita income) and adjusted tax revenues (after deduction of revenues which are

allocable to education expenses). The remaining $1.8 billion would be granted

to State governments on the basis of their personal income tax collections. In

addition, this bill authorized the Federal Government to collect and administer

State income taxes at the election of the individual States, provided their tax

structures are substantially similar to that of the Federal Government.

Early this year the House Ways and Means Committee held. extensive

executive sessions in an attempt to work out a compromise version between the

Nixon Administration general revenue sharing plan and Representative Mills'.

alternative proposal.

On April 26, 1972, the Ways and Means Committee reported out a modified

version of Rep. Mills' proposal. The bill was given a new number -- H.R. 14370.

-- and a new name -- the State and Local Fiscal Assistance Act of 1972, and it

received the support of the Nixon Administration.

This version was accepted and passed by the House of Representatives on

June 22, 1972.

1/ House Report No. 92-1018. 2 pt
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The Senate Finance Committee held hearings on this bill from June 29,
1/ 2/

1972 through July 27, 1972 and issued its report on August 16, 1972.

On September 12, 1972 the Senate passed this bill making substantial changes

in the House-passed version. A compromise version was subsequently reported

3/out by the House-Senate Conference Committee on September 26, 1972. The

House gave its approval to the Conference Report on October 12, 1972 by a

roll-call vote of 265 to 110. On the following day, by a roll-call vote of

59 to 19, the Senate also agreed to the Conference Report. On October 20, 1972

at Independence Hall in Philadelphia, Pennsylvania, President Nixon signed into
4/

law the State and Local Fiscal Assistance Act of 1972.

C. Summary of the State and Local Fiscal Assistance Act of 1972:

'A1) Title I -- Fiscal Assistance to State and Local Governments:

a) Financing:

Under Title I of this Act $30,236,400,000 in permanent appropriations s

authorized for general revenue sharing with the 50 States and the District of

Columbia and'more than 38,000 general-purpose local governing units for the

five-year period beginning retroactively on January 1, 1972 and ending on

December 31, 1976. This amount is $661,400,000 higher than the $29,575,000,000

1/U.S. Congress. Senate. Committee on Finance. Revenue sharing. Hearings.92d Congress, 2d session. Washington,-D.C., U.S. Govt. Print. Off., 1972.

2/ Senate Report No. 92-1050. 2 pts.

3/ House Report No. 92-1450 and Senate Report No. 92-1229.

. 4/ Public Law 92-512.

,...
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provided by the House of Representatives in its passage of the bill on June 22,

1972 and is $3,362,500,000 below the $33,598,900,000 appropriate-d by the Senate

in its approval of this bill on September 12, 1972.

These revenue sharing funds are to become available automatically for

distribution to State and local governments without requiring annual appropri-

ation action by Congress.

A breakdown of the amounts appropriated under this bill for each of the

five years of the life of this program is as follows

CALENDAR AMOUNT
YEAR APPROPRIATED

1972 $5,304,780,000

1973 6,017,280,000

1974.6,129,780,000

1975 6,279,780,000

1976 6,504,780,000

TOTAL. 6..$30,236,400,000

Included in these totals is $4,780,000 appropriated annually to make

certain adjustments in allotments for Alaska and Hawaii to take into account

differences in the cost of living.

These funds are to be paid out of a trust fund established on the books

of the Treasury known as the State and Local Government Fiscal Assistance Trust

Fund into which amounts derived from the Federal individual income tax are

appropriated from the General Fund of the U.S. Treasury.

The Office of Revenue Sharing in the Treasury Department, which has been

designated to administer this Act, advises that approximately one-half of the

-I___
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1972 entitlement of $5.3 billion will be mailed to State and local governments

before the end of this year, and the remaining 1972 allotment will be disbursed

in January 1973. Thereafter payments must be made at least on a quarterly basis

and are to be disbursed within five days after the end of each quarter.

b) Formulas Governing Distribution of Funds

Since there was considerable difference in the formulas contained in the

House and Senate versions of this bill governing distribution of these funds

among the States, the Conferees resolved this difference by giving each State

the option of choosing the formula which would benefit it the most. Hence, 17

States and the District of Columbia will choose the House formula, while the

remaining 33 States will choose the Senate formula. Because of this provision,

the aggregate amount distributed among State and local governments will exceed

the $5.3 billion allowed under the bill during the first full year of operation.

For this reason, each State's share is reduced proportionately.

At the end of this report a table is given which estimates the distribu-

tion of $5.3 billion among State and local governing units within each State

during the first full year this program is in operation.

The House-approved version of this bill tends to favor large urban States

and suburban areas, and five factors govern total State shares of each year's

distribution. Using the first full-year entitlement of $5.3 billion as an

example,.$3.5 billion of this total is to be allocated on the basis of three

factors: one-third on the basis of population, one-third on the basis or

urbanized population (the population of any area consisting of a central city

or cities of 50,000 or more inhabitants and the metropolitan areas surrounding

them), and one-third on the basis of population inversely weighted for per

capita income. The remaining amount ($1.8 billion during the first full year)

is to be distributed among the States on the basis of the following two factors:

'!f" ' 10
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one-half of this amount ($900 million) is to be allocated on the basis of State

personal income tax collections, and the remaining one-half is to be distributed

on the basis of the general tax effort of the State.

The Senate version of this bill tends to give more assistance to rural

States and to poorer urban localities. One formula is used in determining

aggregate State distributions which is based upon State population, State and

local tax effort and the relative income factor of the State.

This Act specifies that State governments are entitled to receive one-

third of a State's total allocation, and the remaining two-thirds must be dis-

tributed among local governing units within the State.

Distribution of local government shares are briefly summarized below:

County areas -- distribution is on the basis of the same three factors

governing aggregate State allocations: population, general tax effort and the

relative income factor of the county area.

County governments -- a portion of each county area's share is dis-

tributed to county governments on the basis of the county government's adjusted

taxes (all tax revenues less those attributable to financing education).

Municipalities -- allocation to local governments within county areas

(other than county governments and township governments) is to be made on the

basis of three factors: population, general tax effort and the relative income

\factor of that local government.

Townships -- the aggregate amount to be distributed to townships

within county areas is determined on the basis of adjusted taxes of such town-

ships within the county area. Further allocation to individual townships is then

made on the basis of the same three factors: population, general tax effort and

the relative income factor of the particular township.

'00*0mall" 
via
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This legislation further includes a provision which authorizes that a

portion of a county area's entitlement be allotted to an Indian tribe 
or to an

Alaskan native village which has a recognized governing body which performs

governmental functions. The amount allotted to these tribes is to be determined

on the basis of population.

In the case of small governing units (excluding county governments) such

as townships, having a population of 500 or less persons, where there are

inadequate data for the application. of the three-factor formula, this law pro-

vides that distribution to such governments shall be on the basis of population.

This legislation places a ceiling and a floor on the amount which any

county area or unit of local government (excluding county governments) may

receive. Their per capita allocation must not be less than 20 percent nor more

than 145 percent of two-thirds of the per capita amount allocated to the State

during an entitlement period.

Furthermore, any local government's share may not exceed an amount which

is one-half the sum of adjusted taxes it derives from its own sources and revenues

it receives from other governing units in any entitlement period.

A de minimus provision is also included in this Act which will prohibit

any local governing unit from receiving any funds unless its allocation amounts

to at least $200 in any entitlement period ($100 in a six-month period).

This law permits a State to enact legislation adopting an alternative

formula for distributing general revenue sharing funds among county areas or

among other local governing units (other than county governments) on the basis

of the following factors: population multiplied by the general tax effort of

" such areas or government units, or population multiplied by the relative income

factors of such areas or governments, or on the basis of a combination of these

two factors.,
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Any State enacting legislation adopting an alternative formula for dis-

tribution among local governing units must notify the 
Treasury Department of this'

action within at least 30 days before the beginning 
of the entitlement period to

which it applies. This alternative formula must be applied to total funds dis-

tributed within a State to county areas, or to the total 
amount allotted among

local governing units within .the State (except county governments, Indian tribes

and Alaskan native villages). It must apply uniformly throughout the State, and

it cannot again be changed during the five-year life of the program.

c) Federal Controls or "Strings" Incorporated in the Act:

Some of the so-called "strings" incorporated into this legislation are as

follows:
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Local governments must restrict expenditure of their 
allotments for the

following high-priority purposes:

(1) ordinary ahd necessary maintenance and 
operating expenses for:

a) public safety (including law enforcement, fire protection,

and building code enforcement,

b) environmental protection (including sewage disposal,

sanitation and pollution abatement),

c) public transportation (including transit systems and

streets and roads,

d) health,
e) recreation,

f) libraries,

g) social services for the poor or aged,

h) financial administration;

(2) ordinary and necessary capital expenditures authorized 
by law.

State and local governments are prohibited from 
using their allotments

directly or indirectly to match Federal grants 
received under other programs.

Recipients of these shared revenues may not use 
their allocations in any

way which will discriminate against individuals 
on the basis of race, color,

&:national origin or sex.

In order to qualify for these funds State and 
local governments must

y

i
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submit reports to the Secretary of the Treasury setting forth the amounts, and

purposes for which their allotments are to be spent and how such allocations were

subsequently expended. Such reports must be published in a newspaper which has

general circulation within the geographic area of these governments. Furthermore,

State and local governments must advise the news media of the publication of such

reports in the newspapers.

State and local governing units must establish trust funds into which

their allotments under this law are to be deposited.

These recipient governments must use.such fiscal, accounting and auditing

procedures as are necessary to conform to guidelines established by the Secretary

of the Treasury and the Comptroller General. They also must give access to the

Secretary of the Treasury and to the Comptroller General to such records and doc-

uments as they may request in order that they may review compliance by these

governmental units with the requirements of this Act and, the operation of this

program. They must also submit such other reports from time to time as the

Secretary of the Treasury may request.

Laborers and mechanics employed on construction projects which are finance

at least 25 percent from the trust fund established by a State or local governing

unit for the receipt of their allocations, must be paid at wage rates not less

than those prevailing on similar construction projects in the locality as deter-

mined by the Secretary of Labor in accordance with provisions of the Davis-Bacon

Act.

Furthermore, State and local governments must pay their employees at rates I

not less-than those prevailing for similar public occupations when at least 25

percent or more of the wages paid to all individuals employed by these government

in such categories are disbursed from their revenue-sharing trust fund.

The Secretary of the Treasury is trustee of the State and Local Government
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Assistance Trust Fund and is authorized to make an annual report to Congress

by March 1st of each year on the operation and status of this fu-d during the

preceding fiscal year. The Secretary is also directed to provide such accountin

and auditing procedures, evaluations and reviews on the expenditure of these

funds to assure that there is compliance with the requirements set forth in this

legislation. The Secretary of the Treasury is also authorized to withhold

revenue sharing payments from those State or local units of government which fai

to comply with the provisions of this Act or the regulations issued relating to

it. Prior to taking such action,"however, he must give reasonable notice and

opportunity' for a hearing to the Governor of a State or to the chief executive

officer of a local governing unit. If within 60 days after notification of its

failure to comply with the requirements of this legislation the State or local

governing body fails to take corrective action, the Secretary of the Treasury

is authorized to withhold revenue' sharing payments until he is satisfied that

the governmental unit in question has taken the necessary action to comply with!

this legislation. Within this same 60-day period State and local governments-

adversely affected by pending withholding action are given opportunity to peti-

tion and be accorded a judicial review of their case by a U.S. Circuit Court of

Appeals, with the possibility of further review being made by the Supreme Court'

upon certiorari or certification.

The Comptroller General is authorized to conduct such reviews of the

work of the Secretary of the Treasury and State and local governments in order

to enable Congress to'effectively evaluate compliance and operations under

this legislation.
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2) Title II -- Federal Collection of State Individual Income
Taxes:

Title II of this Act authorizes Federal administration and collection, or

piggybacking, of State personal income taxes when the States (including the

District of Columbia) elect to enter into an agreement with the Secretary of the

Treasury, or his delegate,to have this done, and provided their income tax

structures are substantially similar to that of the Federal Government. This

Title will go into effect on January 1, 1974, or if later, on the first January 1

which is more than one year after the date when at least two States whose resi-

dents, in the aggregate, have filed 5 percent or more of the Federal individual

income tax returns filed during 1972 request this service.

3) TitleIII -- Limitation on Grants For Social Services Under
Public Assistance Programs:

Under Title III of this legislation an annual ceiling of $2.5 billion is

imposed on Department of Health, Education and Welfare grants for social services

under programs of aid to the aged, blind, and disabled and aid to families with

dependent children which have been receiving unlimited funding by the Federal

Government on a 75 percent matching basis. Federal matching for these programs

will continue on a three-to-one basis up to this $2.5 billion annual ceiling.

This ceiling is effective beginning with the current fiscal year 1973.

This $2.5 billion annual limitation will be allocated among the 50 States

and the District of Columbia on the basis of their share of the total population.

These funds will be available to persons formerly on welfare or likely

to become dependent on welfare as well as to present welfare recipients for the

following services: child care, family planning, services for the mentally

retarded, services relating to treatment of drug addicts and alcoholics and

services for children in foster homes. If a State does rot use its full entitle

ment of its annual share of this $2.5 billion for services within these five
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categories, it may spend the remainder for other social services. However,
90 percent of the funds remaining within this expenditure ceiling must be spent

" directly for individuals currently receiving aid to the aged, blind and dis-
abled and aid to families with dependent children, leaving a maximum of 10 per-
cent which can be spent for social services for persons not on welfare.

Excluded from this ceiling are services necessary to enable recipients
of Aid to Families with Dependent Children to participate in the Work Incentive
Program under which the Federal Government currently provides 90 percent matching
on a closed-end appropriations basis. Neither does this limitation apply to
emergency services to needy families with children, but this title does reduce
Federal matching for such services from 75 percent to 50 percent.

VIII. Conclusion:r

After much controversy and debate and promptedby urgent appeals from th
Nixon Administration, Members of Congress, governors, mayors and other govern-
mental officials and organizations, as well as private economists, enough Con-

gressional support finally has been secured to achieve passage of this revenue
sharing legislation for a limited five-year period.

Before its termination at the end of 1976 Congress will have adequate
time to review the effectiveness of this legislation and determine whether to
extend or enlarge this program or allow it to expire, taking into account the
following considerations: whether it meets its avowed obl4ctive of revitalizing

our States, counties and cities; whether other alternative proposals would serveas a better means of assisting State and local governments; whether State and

local governing units will continue to need this additional Federal assistance
over and above the categorical grants-in-aid they already receive; and whether

the Federal Government can afford to extend this program if it continues to
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realize large budgetary deficits which add to the burden of our public debt

and cause mounting inflationary pressures.

If Congress does decide to authorize continuation of this program

beyond its expiratin date, undoubtedly attempts will be made to modify it in

a number of ways, particularly with respect to the amount of Federal funds which

might be authorized for future years, the formulas: which govern distribution of

these shared reyenueq, and whether this program shall continue to be financed

by permanent appropriations, or be funded instead by regular annual appropri-

ations which would subject it to yearly review 'and action by Congressional

appropriations committees.

Only after this legislation has been in operation for a few years-can

a valid judgment be made on its effectiveness in providing additional revenue

sources to our State and local units of government.
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ESTIMATED FIRST-YEAR DISTRIBUTION, OF. FEDERAL REVENUE SNARING FUNDS
UNDER THE STATE AND LOCAL FISCAL ASSISTANCE ACT OF 1972, BY STATE

(in mil1iQn '",

State State Sharp Local Share- Total

Alabama $38.7 $77.4 $116.1
Alaska 2.1 4.2 6.3
Arizona",+' 1:6.7 33 Y.5 50.2
Arkansas 18.3 36.7 55.0
California ' 85.4.- 5 577 6.
Colorado
Connecticut
Delaware,
District
Florida

of

Georgia
Hawaii
Idaho
Illinois
Indiana

Iowa
Kansas
Kentucky
Louisiana
Maine

Maryland
Massachusett
Michigan
Minnesota
Mississippi

Missouri
Montana
Nebraska
Nevada
New Hampshir

New Jersey
New Mexico
New York
North Carolii
North Dakota

1B .2.. n ,~j,~; 3 6 . 54<.6
22.1 44.1 66.2

Columbia 7.9 15.7 23.6
48.7,- 97.3 146.0"

36.6 73.3- ,109.9"

7.9 15.9 23.8

91.5 1832 274.7
4 4 ,5 104, 3

17.6 35.2 52.8
29.1 58.2 87.3
37.9 75.7 113.6
10.3 20.8 31.1

1

41

I

35.7
54.3
74.0
34.6
30.2

33.0
6.9

14.3
3.7
5.1

54.5
11.0

197.1'
45.2.
6.5

71.3.
108.7
147.9
69.3
60.5

65.8
13.7
28.6
7.4"

10.1

109.1
22.2

394.3.
90.3
13.2

107.0
163.0
221.9
103.9

90.7

98.8
20.6
42.9
11.1
15.2

163.6
33.2

591.4
135.5
. 19.7
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Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island

South Carolina,
South Dakota
Tennessee
Texas
Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

TOTAL.

Source: U.S. Congress. Joint Committee on Internal Rev
State and Local Fiscal Assistance Act of 1972.
report showing distribution of funds as agreed
conferees. Committee Print. 92d Congress, 2d
Sept. 27, 1972. (Table 1.)

venue ,Taxation.

Supplemental
to by the
session,
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z.

,y .

: 
.

;d

$ 69.0
19.8
18.7
91.3

7.9

27.2
8.4

32.8
81.5.
10.5

4.9
35.0
28.1,
17.4
44.6
3.2:

$1,767.8

$138.0
39.6
37.5'

182.7
15.7

54.3'
16.7
65.6.

163.0
20.9

9.9
70.2
56.0
34.9
89.3

6.5

$3,536.1

$207.0
59.4
56.2

274.0
23.6

81.5
25.1
98.4

244.5
31.4

14.8
105.2
84.1
52.3

133.9
9.7

$5,303.9
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