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BY THE COMPTROLLER GENERAL 1+r¥80

Report To The Congress
OF THE UNITED STATES

Alternatives for Achieving Greater

Equities in Federal Land Payment
Programs

A variety of land payment programs have
evolved over the years to compensate States
and counties for tax exemptions on Federal
land within their jurisdiction GAOQ reviewed
programs in eight western States where 80
percent of the Federal land payments are
made and found many mequities and incon
sistencles

~Public Law 94-565, passed-+-1976, contrib

utes to these inequities by

- allowing States to influence the size of
Federal payments to local governments,
-requiring the administering agency to
use State data which has been unrelia
ble for computing payments, and
-providing payments to counties that

were already being compensated with-
out them

This report evaluates several alternatives to
the current payment system and recommends
that the Congress change the laws to require
computation of payments on a tax equiva-
lency basis--1 e, amounts equal to taxes If
the land were privately owned
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON DC 20548

B~167553

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

This report presents our assessment of the various land payment
programs which compensate States and couniies for lost tax revenue on
Federal Tand We focused our efforts on the land payment programs 1n
eight western States which receive the majority of the Federal payments
In particular, our analysis centered on the recently enacted Public
Law 94-565

We did not obtain formal comments from officials of the Department
of Interior Instead, we met with officials in 1ts Bureau of Land
Management who are responsible for managing the Public Law 94-565
program, and their comments were considered 1n the report

Th1s report contains our recommendations to the Congress for
providing a more equitable basis for land payments It also makes recom-
mendations to the Bureau of Land Management regarding adjusting prior
years' payments and correcting administrative problems

We are also sending this report to the Secretaries of the Department
of the Interior, the Department of Agriculture, the Department of Defense,
the Governors of the eight States 1ncluded 1n our analysis, and other
interested parties

sy [V

Comptroller General
of the United States



COMPTROLLER GENERAL'S ALTERNATIVES

REPORT TO THE CONGRESS FOR ACHIEVING GREATER
EQUITIES IN FEDERAL
LAND PAYMENT PROGRAMS

Under various land payment programs the
Federal Government compensates States and
counties for lost revenue on the approxi-
mately 760 million acres of tax-exempt Federal
land. During fiscal year 1978 the programs
paid States and counties about $610 million.

GAO reviewed these programs 1in eight Western
States where about 80 percent of the Federal
land payments were made to determine the
reasonableness of the compensation under
various programs.

The basic aim of Congress in enacting these
programs was to compensate States and coun-
ties for lost tax revenues and the economic
burdens of tax-exempt Federal land. As the
laws were designed and implemented, most pro-
grams pay States and counties a percentage of
the annual receipts generated from the public
lands, rather than on the basis of equivalent
taxes that would have been paid 1f the land
were privately owned. Because the payment
percentages, which range from 5 to 90 percent,
bear no relationship to tax equivalency, States
and counties do not receive equitable payments.
Many States and counties are overpaid compared
to tax equivalency, while others receive little

or no payment,

/ DLLOO6S
The Public Land Law Commission’ recommended
in 1970 that counties receive one payment
rather than a number of payments under the
various recelpt-sharing programs. 'Bhe
Congress, hewewe#, decided not to repeal the
Federal land payment programs and, 1instead,
in 1976 passed Public Law 94-565 which directs
payments to counties on a per-acre basis, to
be reduced by payments received by these
counties under the 10 programs listed 1in
section 4 of this act. Nevertheless, some
counties that already received more 1in land
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payments than they would have 1n taxes for
the same land received an additional bonus.

In s1x of the eight Western States that we
reviewed, States and countiles recelived

$187.3 mi1llion or an average of $1 more an
acre from Federal land payments than they
would have received on a tax equivalent
basis. Land payments have grown from about
$264 million in 1975 to about $610 million

in 1978 because of increased income from
Federal lands and congressionally mandated
increases 1n the percentages pald. Federal
land receipts are likely to continue i1ncreas-
ing 1n future years.

In revising er WS,
Congress may find ful to consider
alternatives to the type of receipt-sharing
approach now used, such as fee per acre,
other types of receipt sharing, fee for
service, and tax equivalency. The alterna-
tives and the corresponding methods of
payment that would be involved are explored
1n chapters 4 and 5.
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RECOMMENDATIONS TO THE CONGRESS

GAO believes the most logical rationale among
the alternative payment programs 1s tax egquiva-
lency. This method of payment 1s feasible.
GAO therefore recommends that the Congress
should change the laws to require payments

oh a tax équivalency basis. Such changes
should eliminate the permanent earmarking of
recelpts, set an expiration date on program
authorization, and require periodlic appro-
priation action, To lessen the i1mpact to
those counties that currently receive large
recelpt-sharing payments, the phasing out of
the programs should be done over a number of
years.

If the Congress eliminates or amends Public
Law 94-565 by adopting a tax equivalency
basis for payments or another alternative,
many of the problems and inequities caused
by the act would be solved. 1If, however,
the Conyress decides to continue receipt-

sharing payments and acreage payments under
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Public Law 94-565, 1t should take action to
correct several weaknesses.

The act allows States to influence the size of
Federal payments to local governments. This
results from the act's payment formula which
provides that only selected receipt-sharing
payments passed directly through to local
governments are to be used to reduce payments
under Public Law 94-565. State influence under
this provision reduces congressional budgetary
control and creates serious 1nequitles among
the local governments receiving payments.

Another weakness 1s that the act requires
the Bureau of Land Management to 1interpret

been unreliable for computing acreage pay-
ments. In the eight States GAO reviewed,
incorrect payments totaled about $18 million
for fiscal years 1977 and 1978.

To correct these weaknesses in the law
///7L,Congress should amend 1t so that:

--payments under the law are disassocilated
from receipt-sharing payments; or

--deductions for receipt-sharing payments are
allocated to counties where receipts were
earned; or

--deductions for receipt-sharing payments
are allocated to counties based on popu-
lation or some other allocation method.

Another weakness 1n the law 1s the provision
for additional payments to counties that

were already being compensated under receipt-
sharing programs. For example, 18 Oregon
counties that received over $106 million 1n
recelpt-sharing payments for fiscal year

1977 also received Public Law 94-565 payments
totaling over $800,000.

To correct this problem GAO recommends the
minimum payment provision be deleted. 1In
addition, the Congress should delete special
provisions for Oregon and California grant
lands and Coos Bay Wagon Road grant lands
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(section 5 of the act), and include payments
under those exempted statutes as deductible
payments under section 4 of the act. This
action 1s necessary to avoid making further
acreage payments to counties that already
recelve unusually large receipt-sharing
payments.

AGENCY COMMENTS AND ACTIONS

Concerning the administrative problems of
computing acreage payments under Public
Law 94-565, the Bureau of Land Management
officials responsible for administering
this program agreed that the act should

be amended so that the payment program can
be administered more effectively, efficient-
ly, and equitably. They stated that even
though they are aware of the unreliability
of State-provided data on which payments
are based, they do not have the legal
authority, staff, or funding to audit State
reports.

The Bureau also recognizes that for fiscal
years 1977 and 1978 1t made incorrect pay-
ments nationwide. Adjustments are being
made on a first-come-first-served basis.

The Bureau did not, however, encourage
States to pursue adjustments for 1977
because sufficient funds were not available.

RECOMMENDATIONS TO THE
\%\:UREAU OF LAND MANAGEMENT
Mp o make corrections 1n past payments, the

Bureau of Land Management should take steps

0

e}/ to validate receipt-sharing deductions

P‘ for fiscal year 1977 and 1978 payment
computations to all States except for the
eight States GAO reviewed GAO has already
given the Bureau correct data on those
States A procedure for validating State
reports for the 1979 payments also should
be established. If the Bureau cannot
accomplish all verification work with 1ts
resources, 1t should request assistance
from the Department of the Interior. In
proposed fiscal year 1980 appropriations
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for BLM, the House recommended that
$115,000 be used for auditing State data.

The magnitude of adjustments required to
correct fiscal year 1977 and 1978 payments
indicates that the Bureau's first-come-
first-served approach does not follow the
congressional intent of providing equitable
payments to each State within the appropri-
ation ceiling. On the contrary, 1t has
contributed significantly to subsequent
legislation that allows adjustments out of
the succeeding year's appropriation. Thus,
GAO recommends that the Bureau seek legis-
lative authority to adjust underpayments

for preceding fiscal years out of current
fiscal year appropriations. With this
authority, BLM could make future adjust-
ments by determining what each county should
have received for fiscal years 1977 and 1978
based on correct data and then by prorating
any appropriation deficit among recipients.
Fiscal year 1979 payments should then be ad-
justed so that each county receives the
proper (prorated) total payment for the
3-year period.
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CHAPTER 1

INTRODUCTION

Because approximately 760 million acres of federally-
owned land in the United States are exempt from State and
local taxes, Congress has passed legislation providing pay-—-
ments to the States and local governments where Federal land
1s located. 1In October 1976, Congress passed another pilece
of such legislation, Public Law 94-565, to further compensate
counties 1n which Federal land 1is located. The combined
public lands payment programs provided over $610 million to
States and counties 1in fiscal year 1978.

This report points out the need for unified and consis-
tent methods of paying States and counties for public lands.

nnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnn
requirements to relate recelpt-sharing programs to a national
acreage payment program. It also discusses the fact that
Federal payments often exceed taxes on comparable private
land, and gives alternative methods of making payments.

MAGNITUDE AND LOCATION
OF FEDERAL LAND

About 760 million acres, or roughly one-third of the
United States, are federally owned. Almost one-half of these
lands 1s located in Alaska. Excluding Alaska, over
90 percent of these lands 1s located in the 11 Western
States. But Federal land ownership 1s also important to
other parts of the country. All 50 States and approximately
1,000 counties have federally-owned land within their
boundaries. The percentage of Federal land 1n each State
1s shown on the following page.

The lands are, for the most part, managed by two agencies
of the Federal Government: the Bureau of Land Management of
the Department of the Interior and the Forest Service of the
Department of Agriculture. Smaller but significant acreages
are administered by the Department of Defense, and the Fish
and Wildlife Service and the National Park Service
of the Department of the Interior.






ADMINISTRATION OF FEDERAL LANDS BY AGENCY 1975

MILLIONS OF
ACRES

Total Federal Lands
7604

Bureau of Land

Management 4702

Forest Service
1875

Department
of Defense

Fish and Wildlife
Service

National Park
sService 251

Other Agencies 2
163

1 L I | ]

PERCENT
SOURCE BUREAU OF LAND MANAGEMENT

PUBLIC LAND PAYMENT PROGRAMS

Federal lands affect State and local governments 1n
several ways. In most cases fewer services are provided for
public lands and installations by State and local governments
than are provided for private lands. Further, public lands
often attract considerable revenue-producing commerce. On
the other hand, since public lands are not directly taxable,
their presence--especially 1f their acreage 1s sizable--serves
to reduce the property tax base of local governments. To
compensate States and local governments for the loss of tax
revenue from federally owned lands in their jurisdictions,
Congress has established a number of receipt-sharing programs
which permanently earmark revenue into special fund accounts.
In fiscal year 1978, more than $610 million was paid to State
and local governments under these programs. A breakdown by
State of these Federal land payments 1is contalned 1n appen-
dix III.

The largest receipt-sharing program, the 1908 National
Forest Revenue Act, returned $224 million to the States in
fiscal year 1978. This act provides to States payments of
25 percent of annual National Forest receipts, to be directed
to the counties where the recelipts are generated, for support
of schools and roads. Prior to fiscal year 1977, each coun-
ty's share was computed on the net proceeds to the Federal
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Government after deducting road construction costs incurred
by timber purchasers. The 1976 National Forest Management

Act greatly 1increased the payments to counties by changing

the formula so that these deductions are no longer made

and counties now receive 25 percent of the gross receipts.

Another receipt-sharing program, the 1920 Mineral Lands
Leasing Act, returned about $175 million to the States 1in
fiscal year 1978. Originally this act returned 37.5 percent
of the revenues collected from the development of federally-
leased mineral bearing land to the States, except 1n Alaska
where a greater percentage of 01l and gas revenues was re-
turned. These monies were to be used for schools and roads as
the State legislatures directed. Then 1n a 1976 amendment to
the act, the Congress increased the 37.5 percent returned to
50 percent, and loosened restrictions on the use of the funds.
Under the amended act; the funds can be used by the legis-
latures of the States for any governmental purpose; the
amended act now requlires only that priority be given to those
subdivisions of the States adversely impacted socially or
economically by the development of minerals leased under the
act.

The Taylor Grazing Act also provides for significant
recelpt-sharing payments, especially to the Western States.
Under this act, 12.5 percent of the receipts from designated
grazing districts and 50 percent of the receipts from other
grazing lands are paid to the State of origin. 1In fiscal
year 1978, about $3 million was paid to States. The payments
must be used to benefit the county where the receipts were
generated.

Two other receipt—-sharing laws cover land that the
Federal Government reacquired from private ownership. Under
one of these laws, 18 Oregon counties receive 50 percent of
the revenue from timber sales on Oregon and California
revested railroad land. In fiscal year 1978, $106 million
were paid to the 18 counties for these lands. Two of these
counties have similarly revested lands covered by a second
law, the Coos Bay Wagon Road revested lands, where payments
are based on tax equivalence. Payments to these two counties
amounted to about $1.9 million in fiscal year 1978. Several
other receipt-sharing programs provide public land payments;
but the amounts paid to States and local governments for these
programs have been comparatively small. (See appendix I for
a listing of payment programs for public lands).



Public Law 94-565
(Local government units)

With the passage of Public Law 94-565 1in 1976, Congress
established a system of payments to local governmental units
on the basis of the amount of certain entitlement lands within
the local unit. Entitlement lands for fiscal year 1978
totaled approximately 430 million acres or 57 percent of all
federally owned land. 1Initially those entitlement lands
included the National Park Service, National Forest Service,
and Bureau of Land Management lands as well as lands used for
water resources development and dredge disposal under the Army
Corps of Engineers. $100 million was appropriated for fiscal
year 1978 for local govermment payments under the provisions
of this Bureau of Land Management administered act.

Under Public Law 94-565's payment formula, local govern-
ments can receive up to $0.75 an acre for entitlement lands,
subject to a ceiling based on a population formula. The
legislation requires that a local government's $0.75 an acre
maximum payment be reduced by payments received under 10
receilpt-sharing programs. However, the legislation provides
for a minimum payment of $0.10 an acre regardless of the
amount received under other programs and subject only to a
ceiling based on population. In addition, Section 3 of the
act bases payments to local governments on a percentage of
the fair market value of lands acquired for the National
Park System or National Forest Wilderness areas which were
subject to local property tax prior to acquisition.

This act was amended 1n October 1977 by Public Law 95-
469. The amendment increased entitlement lands to include
certain 1inactive and semiactive military installations,
certain national wildlife reserve areas, and certain lands
acquired by States for donation to the Federal Government.
It also provided, though, that payments received by local
governments under the Refuge Revenue Sharing Act be used to
reduce Public Law 94-565 payments. After projecting these
adjustments, the Congressional Budget Office has estimated
that the cost of added payments under the amendment will
be $3.3 million 1in fiscal year 1980 and $12.0 million 1in
fiscal year 1983. These estimates assume that Congress will
increase total program appropriations to cover maximum pay-
ments under the act's payment formula.

SCOPE OF REVIEW

The data 1n this report 1s based on extensive fieldwork
in eight Western States--California, Colorado, Montana,

Nevada, New Mexico, Oregon, Utah, and Wyoming. These States



were selected because of the large percentage of federally-
owned land and the relatively high public land payments.

We and officials from each of these State governments dis-
cussed property and severance 1/ taxation, State reporting
for acreage payments, and alternatives to the present methods
of public land payments.

Discussions also were held with officials of the Bureau
of Land Management, Department of the Interior, and Forest
Service, Department of Agriculture. In addition, we reviewed
legislation, congressiocnal hearings, data and records, and
other materials pertaining to Federal land payment programs.

Our audit was coordinated with the Department of the
Interior Inspector General's office. A draft of this report
was discussed extensively with Bureau of Land Management of-
ficials at the Director's level. Oral comments from them and
from officials i1in Interior's Solicitor's Office have been
incorporated, where appropriate, i1nto this report.

1/Severance tax 1s paid on the value of the harvest or
mineral extracted and does not replace property taxes.
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CHAPTER 2

INCONSISTENCIES AND INEQUITIES IN

FEDERAL LAND PAYMENTS TO STATES AND COUNTIES

Payments made to compensate States and counties for tax-
exempt Federal land are not consistent or equitable because
of the payment methods used. As a result, many counties are
paid more under these programs than they would receive 1if
the lands were privately held. For example, 1in six of the
eight States we reviewed, States and counties received $187.3
million more from Federal land payments than they would have
received on a tax equivalent basis. As more revenue 1S gen-
erated by the increased development of resources on Federal
lands and the continued rise of resource sales prices, even
further inequities will likely result.

INCONSISTENCIES AND INEQUITIES
IN RECEIPT-SHARING PROGRAMS

Federal recelpt-sharing programs do not equitably serve
the Congress' primary aim or rationale to reimburse States and
counties for lost tax revenue and the economic burdens of tax-
exempt Federal land. As the laws were designed and imple-
mented, most of the programs pay a percentage of the receipts
generated annually from the Federal lands, rather than on the
basis of equivalent taxes that would have been paid 1f the
land were privately owned, and are permanently authoraized
without payment limits. As shown in table 1, the percentage
of receipts shared varies from 5 to 90 percent depending on
the program.



Table 1

Percentage of Recelipts Paid and Payments
Made During Fiscal Year 1978

Payments made

Percentage of recelpts to States or
distributed to States counties 1n
Program or counties FY 1978
Minerals
Alaska BLM only 90 $ 1,079,227
Other BLM land 50 174,053,916
Grazing
Outside grazing
districts 50 1,249,908
Inside grazing
districts 12.5 1,786,956
Bankhead-Jones
lands 25 1,316,726
National grasslands 25 405,427
Materials
BLM land 5 550,501
Forest Service land 25 224,098,352

Revestment Land

Oregon-California
Rallroad 50 106,045,424

Because of these different percentages and variations
in land productivity, some local governments receive large
payments while others receive little or no payment. Many
local governments, though, receive larger payments under
the receipt-sharing programs than they would receive 1in
property taxes for the same land 1f 1t were privately owned.
Few business operations pay anything like 25 to 50 percent
of their gross sales for property taxes, but local govern-
ments commonly receive 25 percent or more of the total
recelpts generated on federally-owned lands.

Under the mineral royalty program States and counties
can receive both Federal payments and taxes. The Federal
Government rebates 50 percent of the total mineral royalty
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revenues to the States (Alaska receives 90 percent) where
the public lands generating the revenue are located. Not-
withstanding these royalty payments, leaseholders of oil
and mining operations on Federal lands often pay the same
State severance and county property taxes they would pay 1f
the operations were on private lands. This was the case 1n
most of the States covered by our review. Thus, while States
and county governments 1n these States lost nothing in o1l
and mineral taxes from leaseholders, they also received

50 percent of Federal mineral royalty receipts. Federal
royalty receipts received during fiscal year 1978 resulted
i1n the following payments:

Table 2

Federal Mineral Royalty Payments

Payment based on

State 50 percent of mineral royalty
California $10,039,430
Colorado 15,970,528
Montana 7,082,262
Nevada 3,886,359
New Mexico 53,618,160
Oregon 215,944
Utah 9,640,100
Wyoming 65,606,826

Public Land Law Review Commlssion
recommendation make one payment
based on tax equivalency

Congress established the Public Land Law Review Commls-
sion 1n 1964 to review public land laws and recommend revi-
sions. The Commission's report issued in June 1970 concluded
that the current receipt-sharing system was not equitable.

The Commission recommended replacing 1t with a system
to assess public lands and to provide payments to the States
based on the lands' assessed value for property taxes. The
Commission believed, however, that payments should be reduced
in recognition of the economic benefits which accrue to local
governments from the presence of public lands.

9



The Commission recommended replacing the numerous current
recelpt—-sharing statutes with one payment based on tax equiv-
alency. However, recognizing that under a single—-payment
system State 1ncome might be significantly less than under
existing programs, the Commission recommended that receipt-
sharing payments be gradually phased out over a period of
years.

The Congress, however, did not replace the existing
statutes with a single system based on tax equivalency. The
Congress decided assessing all public lands would be "an
expensive, cumbersome, and lengthy process which could result

1n 1nnumerable disputes.”

Instead, Congress passed Public Law 94-565 to assure
that all local governments were compensated for the burdens
placed on them by the presence of public lands. The basic
Public Law 94-565 payment for a local government unit 1is
arrived at by multiplying the number of federally-owned
acres of entitlement lands i1in the local government's bound-
aries by a flat rate of 75 cents an acre (subject to limits
based on population) and then by deducting the amount of
recelpt-sharing payments received by the local government
from programs listed in section 4 of the act.

INEQUITIES IN FEDERAL
LAND PAYMENTS COMPARED
TO TAX EQUIVALENCY

In six of the eight Western States we reviewed, the
amount paid to the States and local governments under Federal
recelpt-sharing programs and Public Law 94-565 exceeds by
$187.3 million the amount they would receive on a tax equiv-
alency basis. For two States--California and Oregon--we were
unable to make a comparison because these States do not have
statewide standards for assessing lands that are similar to
federally-owned lands. The results of our comparison for six
States are shown 1in table 3.
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Table 3

Comparison of fiscal year 1977
Federal land payments wlth taxes if
public lands were taxed as private

Federal payments Tax equivalency Federal payments
Entitlement baslis -—- private exceed tax value
State acres $per acre S$total 3Sper acre Stotal Sper acre Stotal
(m1llions) {mi1llions) (mi1llions) (mi1llions)
Colorado 23 3 $1 13 $ 26 4 $ 24 $55 $ 89 $ 209
Montana 26 7 97 26 0 28 7 4 69 18 6
Nevada 53.7 18 98 08 41 10 5 7
New Mexico 22 6 2 89 65 3 03 8 2 86 64 5
Utah 32 3 57 18 5 11 35 46 15 0
Wyoming 29 4 2 29 67 4 16 4 8 213 62 6
Totals $213 4 $26 1 $187 3

These six States represent a significant part of the
total Federal land payment programs. For example, the six
States contain over one-third of the Public Law 94-565 enti-
tlement acres and received about one-half of all Federal land
payments from fiscal year 1977 Federal receipts. The compa-
rison uses Federal payments including mineral leasing, Taylor
grazing, Forest Service, Bankhead-Jones, sale of land and
material, Federal Power Commission, and Public Law 94-565
payments.

To determine the estimated taxes that would be paid on
the Federal land i1n these si1x States, we classified the lands
according to State land categories. We then applied an
assessed value per acre to determine the total assessed value
per county. The tax that could be collected was then deter-
mined by applying county tax rates (mill levies) to the
taxable value for each category of land. Included in the
tax rates that we used were mill levies for county government
operations, school districts, and other countywide levies
for such thinygs as water districts or hospitals. In most
cases, school district levies represented from 50 to 75 per-
cent of the total levies.

Nearly all BLM land, as well as much of the Forest Ser-
vice land, was categorized as ygrazing land. The assessed
value of grazing or forest land was generally low in most
counties compared to 1ts market value, but use of these wval-
ues 1n our computations was justified because the surrounding
private land was assessed 1n the same manner for tax purposes.
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In several States, we also found specific examples of
Federal payments exceeding tax on similar private lands. 1In
Nevada, for example, a private railroad owns lands adjacent
to BLM lands on each side of the track. This type of land
ownership, 1n which alternate sections are owned by the rail-
road and BLM, 1s called commingled lands. Railroad lands
throughout the State have been assessed at $3.50 per acre
since 1977. In Washoe County, which has commingled railroad
and BLM lands, the tax 1is $0.14 an acre. In comparison, the
county received Federal payments 1in 1977 of $0.43 an acre,
over three times the amount of taxes on similar private lands.

Montana alsoc has commingled lands owned by a private
rallroad and BLM. The assessed value of the railroad land 1in
Gallatin Couty was $2.25 per acre. When the applicable mill
levy 1s multiplied by this assessed value, the tax revenue
comes out to $0.44 per acre. In comparison, Federal payments
received by Gallatin County were $0.75 per acre.

In Colorado's Mesa County, an area where public and
private grazing lands are generally side by side, ranchers
were paying $0.12 per acre in taxes on private grazing land
in 1977. This same county received Federal payments the same
year of $0.70 per acre.

Additional examples showing Federal land payments exceed-
ing the tax value of similar private lands are 1llustrated
with pictures on the following two pages.

Direct Federal payments -
for county services

Many counties that receive large Federal land payments
also receilve direct payments under service contracts with
Federal agencies. The Forest Service has had a policy for
many years of paying for law enforcement on lands 1t admin-
isters. The Forest Service spent over $4.9 million in fiscal
year 1977 for cooperative law enforcement on lands 1t admin-
istered. BLM also 1s authorized to enter into agreements
for law enforcement on BLM administered lands under authority
provided by the Federal Land Policy and Management Act of
1976.

Federal land payments
will likely 1ncrease

Based on recent trends, Federal land payments will
likely increase faster than property taxes, creating a fur-
ther disparity between the amount of Federal land payments
and taxes theoretically lost on federally-owned land. Pub-
lic land payments for fiscal years 1970-78 increased by
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FEDERAL LANDS IN CLARK COUNTY, NEVADA AVERAGE PAYMENTS
RECEIVED BY THIS COUNTY IN 1977 WERE
--$0 07 AN ACRE IN TAXES FOR SIMILAR PRIVATE GRAZING
LANDS,
--$0 44 AN ACRE IN FEDERAL LAND PAYMENTS

FEDERAL LANDS IN SWEETWATER COUNTY, WYOMING AVERAGE PAY-
MENTS RECEIVED BY THIS COUNTY IN 1977 WERE
-$0 09 AN ACRE IN TAXES FOR SIMILAR PRIVATE GRAZING
LANDS,
$0 20 AN ACRE IN FEDERAL LAND PAYMENTS
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FEDERAL LANDS IN MOFFAT COUNTY, COLORADO AVERAGE PAYMENTS
RECEIVED BY THIS COUNTY IN 1977 WERE
-$0 08 AN ACRE IN TAXES FOR SIMILAR PRIVATE GRAZING

LANDS,
-$0 26 AN ACRE IN FEDERAL LAND PAYMENTS

FEDERAL LANDS IN GALLATIN COUNTY, MONTANA AVERAGE PAYMENTS
RECEIVED BY THIS COUNTY IN 1977 WERE
-$0 029 AN ACRE IN TAXES FOR SIMILAR PRIVATE GRAZING

LANDS,
-$099 AN ACRE IN FEDERAL LAND PAYMENTS
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$445 million or about 270 percent. (See chart on page 16.)
Most of this 1ncrease, about $347 million, took place 1in

fiscal years 1977 and 1978 and was attributable to the follow-
ing factors:

-==In 1976 Congress 1increased the percentage shared with
the States of mineral lands leasing receipts from
37 1/2 percent to 50 percent.

--In 1976 Congress enacted legislation which based
Forest Service receipt payments on the gross value of
the timber rather than the net value.

~=Public Law 94-565 was passed in 1976 to provide
acreage payments to local governments.

~—-As resource values have 1ncreased, receipt-sharing
payments to some locations have substantially
1ncreased.

CONCLUSIONS

The Congress over the years has established various
Federal land payment programs to compensate States and
counties for lost revenue because Federal lands in their
boundaries are tax-exempt. However, payments are not based
on tax equivalency. Instead, most of the programs pay a
percentage of the revenue generated annually from the Federal
lands, and are permanently authorized without payment limits.

The Puplic Land Law Commission recommended in 1970 that
counties receive one payment rather than a number of pay-
ments under the various recelpt-sharing programs. The
Congress, however, decided not to repeal the existing Federal
land payment programs and instead i1n 1976 passed Public Law
94-565 which paid counties basically on a per-acre basis.

In six Western States that we reviewed, States and
counties received $187.3 million, or an average of $1 more
per-acre, from Federal land payments than they would have
received on a tax equivalent basis. In recent years, land
payments have grown from about $264 million in 1976 to about
$610 million 1n 1978 because of 1increased income from Federal
lands and congressionally mandated increases 1n the percent-

ages paid. Federal land receipts are likely to continue
1ncreasing 1n future years.

The 1nequities can be best corrected by revising the
various Federal land payment laws so that the method of pay-
ment directly and equitably serves the Congress' basic aims
or rationale for making the payment. But first the Congress
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may find it useful to reconsider whether tax equivalency 1is
the most desirable rationale for most Federal land payment
programs. Accordingly, a number of alternative rationales

and the corresponding methods of payment they would entail

are explored in Chapter 4. Such alternatives to full tax
equivalency as fee per acre, receipt sharing, and fee for ser-
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CHAPTER 3

PROBLEMS AND INEQUITIES IN

ACREAGE PAYMENTS

UNDER PUBLIC LAW 94-565

Public Law 94-565, the newest Federal land payment pro-
gram, was enacted because many counties were 1nadequately
compensated under existing receipt-sharing programs. To
prevent overcompensation, the act's payment formula provides
that maximum acreage payments will be reduced by selected
recelpt-sharing payments that are received by local govern-
ments., This provision caused:

--Inaccurate payments and other administrative
problems. 1In the eight States that we reviewed,
we found incorrect payments totaling about $18 mil-
lion for fiscal years 1977 and 1978.

~--Loss of congressional budgetary control over actual
annual payments for the program. State governments
are able to influence the amounts of Federal payments
passed through to their local governments and, in
any glven year, total payments to local governments
w1ll exceed the yearly limit that the Congress ori-
ginally established for the program.

Another problem with the Public Law 94-565 payment for-
mula 1s that 1t provides additional payments to counties
that were already being compensated under receipt-sharing
programs.

PROBLEMS IN COMPUTING PAYMENTS
TO LOCAL GOVERNMENTS UNDER
PUBLIC LAW 94-565

BLM made 1incorrect payments to many counties during the
first 2 years of the Public Law 94-565 payment program. This
happened because BLM did not anticipate the results of a
decision on the legal status of payments to school and spe-
cial districts and because BLM used inaccurate information
submitted by the States to compute the payments. 1In addition,
incorrect acreage figures contributed to these 1inaccurate pay-
ments., As a result, aggregate payment adjustments for fiscal
year 1978 1in the eight States we reviewed ranged from under-
payments to California counties of almost $3.9 million to
overpayments to Wyoming counties totaling over $1.1 million.
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Table 4

Adjustments Needed to
Correct Initial PL 94-565 Payments

STATE FY 1977 FY 1978
California $1,214,967 $3,901,794
Colorado 860,867 238,252
Montana 525,288 3,687,196
Nevada 711,248 947,370
New Mexico 300,327 1,121,052
Oregon 147,168 501,898
Utah 562,386 1,756,627
Wyoming 397,930 (1,117,649)

Interpretive adjustments

A major reason for adjustments was Public Law 94-565's
failure to specify whether school and special districts should
be considered a part of the "unit of local government" under
the Public Law 94-565 payment formula. 1l/ Since millions of
dollars of receipt-sharing payments are distributed each
year to school and special districts, an interpretation that
school and special districts should be considered a part
of local governments would increase deductions under the
formula and reduce payments to county governments.

1/Public Law 94-565 provides that a county's acreage payment
will be the greater of the following amounts:

—--Seventy-five cents for each acre of entitlement land
located within the boundaries of such unit of local
government (but not 1n excess of a limitation based
on population) reduced by the aggregate amount of
payments received by such unit of local government
during the preceding fiscal year under 10 provisions
of law that provide payments based on receipt-sharing
formulas.

—-Ten cents for each acre of entitlement land located
within the boundaries of such unit of local government

(but not 1n excess of a limitation based on population).
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In computing the fiscal year 1977 and 1978 payments,
BLM decided that payments passed through to school and
special districts should be considered payments to county
governments and therefore deducted.

On December 7, 1977, before the second Public Law 94-565
payment was made BLM requested the Department of the Interior

Solicitor's opinion on whether the payments to school and
special districts should be considered payments received

by the county 1in which the district was located. Instead

of 1ssuing an opinion, the Solicitor on August 3, 1978,
requested a Comptroller General decision on the matter. In
his decision the Comptroller General held that payments made
directly to independent school and special districts and pay-
ments required by State law to be passed through to finan-
cially independent school and special districts should not be
deducted 1n computing acreage payments to counties unless the
counties are legally responsible for providing these services
and have collected taxes for this purpose.

The Comptroller General's decision means that BLM un-
derpaid many counties for fiscal years 1977 and 1978. 1In the
eight States covered by our review the decision was a major
factor i1n BLM's overstating deductions by about $29.3 million
for fiscal year 1977 and by about $33 million for fiscal year
1978.

The 1978 overstatement was larger because BLM did not
obtain consistent information from States for deducting pay-
ments to school districts between the two payment years.

For example, 1n computing the Montana fiscal year 1977 pay-
ment, BLM did not deduct mineral leasing payments made to
school districts because State officials did not furnish
information on the payments to BLM. However, 1n computing
the 1978 payment, BLM insisted that Montana provide data on
how $3.6 million 1n mineral leasing payments were distributed
to school districts. Use of this information by BLM resulted
1n significant underpayments to most Montana counties.

Administrative problems
resulting from school
district 1ssue

The Comptroller General's decision provides that
recelpt-sharing payments to independent school and other spe-
cial districts 1n most i1nstances cannot be deducted 1n deter-
mining acreage payments. Deductions are valid, however,
where school or other special districts are part of county
governments.
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According to 1977 Bureau of Census data, 32 States have
independent school districts. In another two States, all
school systems that provide education through grade 12 are
independent governments. A "mixed" situation 1is found 1in
11 States where elementary and secondary public schools are
operated 1n some areas by independent school districts and
elsewhere by some other type of government. The District
of Columbia and five States (Alaska, Hawaii, Maryland, North
Carolina and Virginia) have no 1ndependent school districts.

Determining the legal status of special districts will
pose adminlstrative problems for BLM. According to the 1977
Census of Governments, more than 25,000 districts through-
out the U.S. are independent governmental units. Most States
have hundreds of these districts. In the States covered by
our review, State laws often require that receipt-sharing
payments under the Taylor Grazing Act
provement activities deemed necessary by grazing advisory
boards. These boards are considered by BLM to be independent
governmental units.

be used for range 1im-

Inaccurate state reports

Public Law 94-565 requires each State Governor to submit
a report each year showing the amount of receipt-sharing
payments which 1s transferred to local governments. In six
of the eight States reviewed, we 1dentified errors 1in the
State reports which resulted in incorrect deductions i1n BLM's
computation of payments.

One reason for i1naccuracies 1s that many State govern-
ment officials showed a lack of concern for acreage payments
which go to county governments and provide no direct bene-
fit to State governments. This lack of concern was evident
1n several States that submitted obviously incomplete and
late reports.

Another reason 1s that many States are confused on what
period of time the data should cover. The requirement 1n
Public Law 94-565 1s that the maximum $0.75 an acre payment
1s to be reduced by payments received by local governments
during the preceding fiscal year. Because Federal payments
under most recelpt-sharing programs are made shortly after
each fiscal year ends, payments for fiscal year 1975 were
received by counties in fiscal year 1976. Thus, in most
instances payments for fiscal year 1975 should have been used
as deductions in computing 1977 acreage payments. By the time
States were compilling data for the 1977 acreage payments, how-
ever, they had also received and distributed receipt-sharing
payments for fiscal year 1976 and they 1incorrectly reported
this data for deductions. Of the eight States we reviewed,
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five State reports for fiscal year 1977 and four reports for
fiscal year 1978 contained the same type of mistake.

Additional errors in the 1978 payments resulted because
States misunderstood how to handle receipt-sharing payments
that were distributed to counties between July 1, 1976 and
September 30, 1976. This period was designated by the
Congress as a transition quarter for changing the Federal
fiscal year. The Department of the Interior 1instructed
States to ignore receipt-sharing payments distributed to
counties during the transition quarter. Of the eight States
we reviewed, five did not follow this guidance.

In response to our findings on the unreliability of
State-provided data, BLM officials told us that they were
aware that errors probably existed in the States' reports.
They stated, however, that they did not have the legal auth-

wid -y ANV willd

ority, staff, or funding to audit State records. We agree
that auditing State reports does not appear feasible with
current program resources. We were told that BLM 1s au-
thorized only one full-time position for administering Public
Law 94-565 payments. In proposed fiscal year 1980 appropria-
tions for BLM, the House recommended that $115,000 be used
for auditing State data.

Inaccurate acreage data

Inaccurate acreage data also resulted in BLM's making
incorrect acreage payments. For example, we found that BLM
made payments to Oregon counties on 492,631 acres of Oregon
and California Grant Lands that are specifically excluded
from acreage payments. Including these acres resulted 1in
overpayments totaling $98,526 during the first 2 payment
years.

Department of the Interior auditors also found numerous
mistakes in the acreage figures used by BLM to compute pay-
ments. They stated that a major cause has been the 1incorrect
reporting of lands originally administered by the Forest Ser-
vice and then withdrawn by the Bureau of Reclamation for
specific projects. In some 1nstances, both agencies have
reported the same entitlement acreages, while 1n other cases
neither agency reported withdrawn entitlement acres.

BLM officials told us that i1naccuracies in entitlement
acres will probably continue for some time because of poor
acreage data on Federal lands. Nevada, for example, has an
estimated 18.8 million acres of unsurveyed Federal lands on
which some counties receive payments under Public Law 94-565.
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BLM officials stated that overpayments will be corrected
as acreage differences are 1i1dentified. Adjustments for under-
payments depend on the availability ot funds.

Problems 1n making adjustments

Where needed, BLM 1s authorized to use the succeeding
fiscal year's appropriation to make adjustments. ‘'thus,
adjustments 1n 1977 payments coula have been made from the
1978 appropriation. On November 1, 1978, BLM had the follow-
ing funds for adjusting 1977 and 1Y78 payments:

Table 5

Payment Adjustment Funds

Funds

avallable

{mi1llions)
1977 payment adjustments (1978 funds) »2.3
1978 payment adjustments (1979 funds) a/1l05.0

a/0n November 1, 1978, no payments had been made from
1979 funds. ‘Theretore, technically the entire appro-
priation was available.

Based on guldance from the Interior HSolicitor's oifice,
BLM has made 1977 adjustments on a first-come-first-served
basis. During November 1978 BLM used about $1l.46 million
of the $2.3 million 1n funds to adjust 1977 payments tor
counties 1in three bStates that originally protested BLM's
payments. BLM planned to distribute the remaining $1.04 mil-
lion on a similar first-come-first-served baslis. Because
BLM realized that $1.04 million 1is totally insufficient to
fund all 1977 payment adjustments ($3.2 million would be
needed tor the eight States we reviewed), 1t has not encour-
aged dtates to pursue adjustments for 1v77. Thererore,
underpayments or overpayments to many counties for fiscal
year 1977 may never be 1dentifled or corrected.

With the entire 1979 appropriation still intact, BLM
planned to make full adjustments necessary for 1%78 payments.
BLM estimated $20 million to $30 million of the 1979 appro-
priation might pe used tftor tnls purpose.

BLM sent letters during October 1978 to each State
requesting data needed to correct deductions used in computing
1978 payments. Of the eight States we reviewed, siXx had pro-
vided new data by January 197Y 1in response to BLM'S request.
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We observed that two States, Montana and Utah, again submitted
incorrect data.

Conclusion

In the fiscal years 1977 and 1978 under Public Law
94-565:

~-BLM did not anticipate the Comptroller General's
decision determining which receipt-sharing payments to
deduct This resulted in significant underpayments
for fiscal years 1977 and 1978.

-~-BLM used 1inaccurate information submitted by the
States to compute payments. Although State reports
have been found to contain an unacceptable number
of errors, BLM has not been given resources to
verify these reports and BLM has not shown a willing-
ness to use 1ts existing resources for this purpose. As
noted, however, the House has recommended the use of
BLM fiscal year 1980 funds for auditing State data.

-~BLM did not have accurate acreage data.

Three problems arise from BLM's approach for making ad-
justments. The first 1s that BLM will base adjustments on
unverified and historically questionable data submitted by
State governments. We think these reports have contained
an unacceptable error rate, and we believe that legislative
authority should be sought so adjustments or future payments
would not be made until the State submissions are verified.

The second problem 1s that BLM has not pursued all
adjustments needed 1n 1977 payments. We believe this 1naction
1s unfair and unreasonable considering that a major reason
for the 1incorrect payments was BLM's decision to deduct
payments to financially independent school districts.

The third problem 1s that 1f BLM estimates are correct,
1t wi1ll only be able to pay counties from 70 to 80 percent
of their 1979 entitlement payments because of limited funds
remaining after 1978 adjustments are made from 1979 funds.
The prorated reduction for 1979 will be especially unfair
to counties with new entitlement acreages authorized by
Public Law 95-469. Under this law, which added millions
of acres of public lands as entitlement acres, some counties
are due to receive their first acreage payment from the
fiscal year 1979 appropriation,
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Recommendations

We recommend that BLM take steps to validate receipt-
sharing deductions for fiscal year 1977 and 1978 payment
computations to all States except for the eight States we
reviewed. We have already given BLM adjusted data on the
e1ght States. A procedure for validating State reports for
the 1979 payments also should be established. If BLM cannot
accomplish all verification work within its resources, it
should request assistance from the Department of the Interior.

The magnitude of necessary adjustments i1n fiscal years
1977 and 1978 indicates that a first-come-first-served
approach does not follow the congressional intent of provid-
1ng equitable payments to each State within the appropriation
cei1ling. On the contrary, 1t has contributed significantly
to subsequent legislation that allows adjustments out of the
succeeding yvear's appropriation. Thus, we recommend that the
Bureau seek legislative authority to adjust underpayments in
preceding fiscal years out of current fiscal year appropria-
tions. With this authority, BLM could make future adjust-
ments by determining what each county should have received
for fiscal years 1977 and 1978 and then by prorating any
appropriation deficit among reciplents. Fiscal year 1979
payments should then be adjusted so that each county receives
the proper (prorated) total payment for the 3-year period.

WEAKENED CONGRESSIONAL CONTROL AND
INEQUITIES RESULTING FROM STATE
CONTROL OF PUBLIC LAW 94-565
PAYMENT AMOUNTS

The Congress, through the appropriations process, has
control over the total amount of annual Public Law 94-565
payments. However, under the terms of the act, congressional
control over specific payments 1s lacking, and therefore
states can increase conslderably Public Law 94-565 payments
by amending their laws so that no receipt-sharing payments
are paid directly to counties. For example, fiscal year 1978
Public Law 94-565 payments to all States were about $96.6
m1llion. If all the States changed their laws so that no
mineral leasing or Forest Service payments were paid directly
to counties, about $138.1 million would have peen required
to compensate counties under the payment formula. The
Congress limited total payments, however, to $100 million
in fiscal year 1978 appropriations,

The original appropriation 1s not a totally effectuive
cei1ling, however, because the Congress subsequently authorized
BLM to use the succeeding fiscal year's appropriations to make
adjustments for the prior year's underpayments. As noted 1in
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the preceding section, BLM 1s making corrections 1in

fiscal year 1978 payments with fiscal year 1979 funds.
Since BLM estimates 1t will use from $20 million to $30
million of fiscal year 1979 funds to correct 1978 payments,
the total cost of the program for fiscal year 1978 will

be $125 million to $135 million, substantially greater

than the initial appropriations action of $100 million

for 1978.

Not only does the ability of States to influence pay-
ment amounts affect annual congressional payment limits,
1t also creates serious 1inequities to the local governments
receiving payments. There 1s no consistency among States
in the proportion of payments which 1s passed directly to
local govermments and therefore deducted in computing Public
Law 94-565 payments. 1In the eight States we reviewed,
for example, the amount of receipt-sharing payments passed
through to counties varied from 3 percent in Nevada, New
Mexico, and Utah to 75 percent in Oregon as shown 1in table
6-

Table 6

Comparison of Potential to
Actual Deductions for Eight States

Payments Percent-
distributed age
Total payments to counties actual of
State received FY 1978 FY 1978 potential
(potential (actual
deductions) deductions)
California $54,702,271 $24,108,751 44
Colorado 18,091,432 9,853,695 54
Montana 17,231,694 6,845,002 40
Nevada 4,588,733 147,191 3
New Mexico 56,232,123 1,530,905 3
Oregon 90,413,388 67,969,751 75
Utah 10,451,930 316,815 3
Wyoming 67,178,643 2,389,442 4
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In the States we visited, most State laws controlling
these deductions were passed before Public Law 94-565 was
enacted. Two of the eight States have passed new laws since
enactment of Public Law 94-565 that decrease deductions and
thereby increase the total payment counties receilve under
Public Law 94-565. 1In Utah 10 percent of the mineral leas-
1ng payments were passed directly to counties until passage
of a new State law providing that these payments would be
kept at the State level. As a result, Utah was not required
to consider potential deductions of over $500,000 for fiscal
year 1978. The amount will probably be even greater for
future years. In Wyoming the counties' share of mineral
leasing payments was reduced from 3 percent to 2.25 percent.
This change reduced potential deductions for computing Public
Law 94-565 payments by about $528,000 for fiscal year 1978.

Appendix II 1llustrates a nationwide 1inconsistency in
the various States' practices 1in passing or not passing de-
ductible receipt-sharing payments through to county govern-
ments. For example, of the 23 States that received a total
of about $175.1 million under the Mineral Land Leasing Act
during fiscal year 1978, only 10 States reported that they
distribute the payments to counties.

In cases where payments are reported as being passed
through to counties, States have varying distribution re-
quirements which also affect deductible payments. Table 7
shows for the eight States we reviewed the percentage of
recelpt payments paid directly to local governments and
therefore deductible from Public Law 94-565 payments for
the two largest receipt-sharing programs.
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Table 7

Percent of Deductible (Note a)
and Nondeductible (Note b) Payments
For Computing PL 94-565 Payments

kight Selected States

Program

Mineral Leasing
State Royalty Forest Reserve

Deductible Nondeductible Deductible Nondeductible

California 0 100 50 50
Colorado 50 50 95 5
Montana 0 100 66-2/3 33-1/3
Nevada 0 100 50 50
New Mexico 0 100 50 50
Oregon 100 0 75 25
Utah 0 100 50 50
Wyoming 2-1/4 97-3/4 95 5

a/Paid directly to local governments and used for county
government purposes

b/Retained at the State level or distributed by law to
independent school districts or other special districts

Since most receipt-sharing payments are sent to State
governments, States also control deductions to Public Law
94-565 payments by the timing of their distribution of
receipt-sharing payments to local governments. State influ-
ence on the timing of payments to countles was particularly
apparent during the transition quarter between fiscal years
1976 and 1977. For example, six of the eight States included
1n our review distributed most fiscal year 1976 payments to
countles within the transition gquarter--July 1l to September
30, 1976. This resulted 1in these States not having to deduct
payments for fiscal year 1976 from any Public Law 94-565 pay-
ment year because the transition quarter was not considered
a part of any fiscal year.
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In Wyoming receilpt—-sharing payments were not promptly
distributed to counties. However, the State ignored this
fact 1n submitting data to BLM. Payments for fiscal year
1976 were received by the State during the transition quarter
but were not distributed to the counties until fiscal year
1977. 1If calculations of payments to Wyoming counties had
been based on correct data, this slower passthrough of
recelpt-sharing payments would have reduced Public Law 94-565
payments to Wyoming counties by more than $1 million.

Conclusions and recommendations

Public Law 94-565 has a fundamental weakness which al-
lows States to influence payment amounts by the way they

distribute payments. Our recommendations concerning this
1ssue are 1ncluded 1in chapter 5.

COUNTIES RECEIVE PUBLIC LAW 94-565
PAYMENTS REGARDLESS OF OTHER PAYMENTS

Because of minimum payment provisions and special
exemptions on certain Federal lands 1n Oregon, Public Law
94-565 provides acreage payments to counties that were
already being compensated under receilpt-sharing programs.
For example, 18 Oregon counties that received over $106 mil-
lion 1n receipt-sharing payments for fiscal year 1977 also
received Public Law 94-565 payments totaling over $800,000.
Douglas County was the most extreme example. It received
about $35.9 million 1n receipt—-sharing payments plus a Public
Law 94-565 payment of $103,268. This $36 million in total
Federal land payments represented a per capita payment of
about $430 for each of the 83,700 residents of Douglas
County.

Most receipt-sharing payments for the 18 Oregon counties
were derived from special legislation covering Oregon and
California grant lands and Coos Bay Wagon Road grant lands.
Section 5 of Public Law 94-565 prohibits payments for lands
receiving payments under this special legislation, but the
counties can receilve Section 5 acreage payments on other
Federal lands located within their boundaraies.

While some Oregon counties are the largest county
reciplents of Federal payments, 41 counties 1n the other
seven States covered by our review received receilpt-sharing
payments of over $1 million each for fiscal year 1977 plus
acreage payments. Public Law 94-565 provides local govern-
ments with a minimum $0.10 an acre payment regardless of other
Federal payments and subject only to a limitation based on
population. A schedule showing payment data for the 41
countles 1s given 1n table 8.
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Table 8

Recelpt-Sharing Payment Data

Number of

counties
receliving over
$1 million Total
in receipt Recelpt Acreage Federal
State sharing sharlng payment payment
California 16 $44,008,130 $3,823,995 $47,832,125
Montana 2 5,886,813 634,167 6,520,980
New Mexico 15 47,552,482 7,598,832 55,151,314
Wyoming 8 22,485,536 2,963,904 25,449,440
Total 4 $119,932,961 $15,020,898 $134,953,859

CONCLUSIONS AND RECOMMENDATIONS

Some countles are receiving acreage payments under mini-
mum payment provisions of Public Law 94-565 that were already
being compensated without them. Our recommendations concerning
this problem are included in chapter 5.
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CHAPTER 4

ALTERNATIVES FOR MAKING FEDERAL LAND PAYMENTS

The current programs for making Federal land payments
result in numerous problems and inequities which need to be
corrected. To assess possible remedies systematically, we
developed criteria for evaluating alternative policy actions.
Several ways to compensate local governments for the presence
of Federal lands within their jurisdictions are described
and evaluated using these criteria. The chapter closes with
a simplified example of what payments might be 1n three
hypothetical counties using several of the proposed alterna-
tives and under the current system.

CRITERIA FOR EVALUATING

PENEPDAT T AXNND DAVMENMT
FLoULDNL LOUNL D1 riaivi

OPTIONS

The criteria used here to assess Federal policy options
for compensating local governments for Federal lands within
their jurisdictions provide a basis for evaluating any poten-
ti1al alternative. However, consideration should be given to
the method's purpose and objectives, the way 1t would be
implemented, and other possible alternatives.

These criteria are not independent of each other; they
may conflict or influence one another. We believe, however,
that the option selected by the Congress should meet as many
of these criteria as possible.

Our criteria concern the following 1ssues:

~-Legislative requlrements

--Uniformity

~--Congressional budgetary control

—--Federal administrative requirements

--Rec1ipilent's administrative requirements.,

The criteria and pertinent questions about them follow.
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CRITERIA FOR EVALUATING FEDERAL LAND PAYMENT OPTIONS

1.

LEGISLATIVE REQUIREMENTS

a. Is the payment method related to the congressional
intent for the program®

b. Is the bill worded so that the intent of the Congress
1s made clear?

UNIFORMITY

a. Are the payments to local governments determined
uniformly®

b. Are the principles and procedures governing
payments consistent?

CONGRESSIONAL CONTROL

a. Does the Congress maintain adequate budgetary control
over the program?

b. 1Is 1t possible for interested parties to manipulate
the size of payments®

FEDERAL ADMINISTRATIVE REQUIREMENTS

a. Are the data necessary to determine the payments
available 1n a timely manner?

b. Is the agency responsible for verifying these data
identified and given authority to perform this
task?

c. Can the program be administered efficiently
and economically®

RECIPIENT'S ADMINISTRATIVE REQUIREMENTS

a. Are advance estimates of the amounts of payments
provided to recipients”

b. Are the payments timely®

c. Are the payments stable?
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Legislative regquirements

Payments should be made according to congressional
intent. Congressional hearings and legislative histories of
the various acts made 1t clear that the main reason for pay-
ments was to compensate local governments for assuming the
economic burdens for taxes not collected because of the tax-
exempt status of the Federal Government. Thus the payments
should bear some relation to the local tax structures. The
analysis 1in chapter 2 demonstrates that this 1s not the case
with the present payment scheme and many 1inequities exist.

Under the system which existed before the enactment
of Public Law 94-565, some local governments were palid many
times what they would have received 1n taxes from the lands.
Other local governments received little or nothing for Federal
lands 1n their domains. Public Law 94-565 attempted unsuc-
cessfully to reduce this type of i1nequity. The present system
1s also 1nequitable to Federal taxpayers; our analysis 1indic-
cates that the total amount of Federal payments 1s greater
than 1t would be 1f full tax equivalency were the basis for
compensation,

Any bill providing for payments should clearly state the
congressional intent to avoid later interpretive difficulties.
Chapters 2 and 3 demonstrate that the intended relationship
between Public Law 94-565 payment reductions and the previous
recelpt-sharing programs has often been ambiguous. Conse-
guently, BLM did not anticipate the Comptroller General's
decision on the legal status of payments to independent school
and special districts. Legal opinions on other controversial
matters are pending at the Department of the Interior.

Uniformity

Payments to local governments should be uniform to
avoid favoring one local government over another. Whatever
payment system 1s adopted, 1t should be equitable; the same
basis of payment should be applied to all Federal lands.

No uniformity now exists on receipt-sharing laws concerning:

--Percentage of receipts returned. The several
recelpt-sharing laws pay from 5 to 90 percent.

—-—-Rec1ipient of payments. Some payments are for
State governments, while others are for local
governments.

--Use of payments. Some receipt-sharing acts
requlre that payments be used for schools and
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roads, while others allow payments to be used
for any governmental purpose.

Congressional budgetary control

The Congress should maintain budgetary control over the
program. An 1nconsistency now exists i1n how the programs
have been controlled. For example, receipt-sharing payments
are not limited by the Federal budget process, that is,
reciplents are guaranteed a percentage of total Federal
collections. On the other hand, the Congress limits total
program costs of Public Law 94-565 through annual appro-
prrations,.

A second aspect of congressional budgetary control con-

cerns whether or not interested parties, such as States,

can influence the size of payments passed to local govern-
ments within their boundaries, as can now occur within the
terms of Public Law 94-565. 1In chapter 3 we daiscussed

how two States already have influenced the total amount

of payments to the State and local governments by changing
their laws. Clearly other States have an 1incentive to do
the same thing. The Congress should ensure that similar
sltuations do not occur in any future payment legislation.

Federal adminlstrative requlrements

Several basic adminlistrative requirements are needed
1f a program 1s to function properly. First, the data neces-
sary to determine payments should be available promptly.
No matter how appealing a plan seems, 1f the data necessary
to calculate the payments are not on time, 1t will never
be possinle to implement the plan. This may be the most
important single consideration 1n devising a method for
compensating local governments for Federal lands within
their jurisdictions.

Second, these data should be verified promptly and the
agency responsible for verifying them should be i1dentified
specifically and given the authority to perform this task.

A lack of reliable data from States and differing State laws
for distributing receipt-sharing payments have prevented BLM
from making Public Law 94-565 payments on a consistent basis.

Third, the program should be feasible to administer
efficiently and economically. The present program appears
to be economical (1.e., low administration costs), but the
true costs of this activity have not been determined as yet.
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Administrative requirements of recipients

The payment plan should reflect the administrative needs
of the recipients. Counties are concerned with three main
areas.

First, local governments need an estimate of the size of
the payment. The counties prepare their budgets early in the
year and need to know how much money they will receive.
Hence, the counties should receive timely and accurate esti-
mates to help them in their planning.

Second, payments should also be prompt, and the legis-
lation should guarantee that this occurs. Generally, Public
Law 94-565 payments have been made to local governments on
time. However, this 1s not always the case with receipt-
sharing payments, which are made to States and then passed on
to local governments. We found that some States pass the

money to counties within a few days, while others wait as long
as 3 morths.

Third, payments should be stable; that 1s, large fluctu-
ations should be avoided as much as possible. Payments can
fluctuate wildly, and counties view this very negatively
(especially when payments decrease).

EVALUATION OF POLICY OPTIONS
FOR COMPENSATING LOCAL
GOVERNMENTS FOR

FEDERAL PROPERTY 1/

The Federal Government has several alternatives for
compensating local governments for Federal land within their
jurisdictions. A number of policy options are described
below and evaluated using the criteria outlined 1in the pre-
ceding section. These options include:

--tax equivalency,
--fee per acre,

--receipt sharing,

1/"The Adequacy of Federal Compensation to Local Governments
for Tax Exempt Federal Lands," Advisory Commission on Inter-
governmental Relations, and "One Third of the Nation's
Land," Public Land Law Review Commission, have been useful
in the preparation of this chapter.
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--recelpt sharing plus fee per acre,
--fee for service,

--fiscal 1mpact of Federal ownership,
--1mposed expenditures, and
—--comparable tax burden.

It should be emphasized that a decision to adopt a new
method of payment must take into account the effects 1t might
have on governmental jurisdictions. For example, changing
methods could greatly reduce payments to some governmental
jurisdictions. Such a change 1in payments could lead to the
followiny possibilities:

-=-5Some countles may ralse their own property taxes,
which would have many secondary effects. Property
taxes are deductible from adjusted gross income on
Federal income tax returns. Any lncrease 1n local pro-
perty tax would therefore result i1n a lower tax base
and, consequently, lower Federal revenues. Obviously
such reductions would not have a significant effect
on Federal revenues. They would amount to much less
than the corresponding increase 1n Federal revenues
resulting from eliminating the receipt-sharing
programs.

——Affected counties might raise the yield or severance
taxes on minerals or timber, which would raise the
price of tnese goods for consumers. The secondary
effects on, for example, the construction industry
would be more difficult to estimate than the corre-
sponding effects of Federal revenues due to 1ncreased
property taxes.

--Elimination or substantial revision of the existing
recelpt-sharing progyrams could result in lower pay-
ments to States. This change would not only affect
counties with public lands. 1In some States very
little of the funds received from mineral leasing
recelipts 1s returned to the counties in which these
revenues were generated. Instead, funds are passed
on to some non-public-land counties for schools. It
1s concelvable that these non-public-land counties
could be affected more greatly than the other counties.

In many cases various units of government have come to
depend upon funds they currently receive from the various

36



revenue-sharing programs. If a new payment plan 1is adopted

which eliminates these funds, careful attention must be paid
to the way the plan 1s implemented to lessen the undesirable
consequences.

Tax equivalency

This approacn would base compensation on the taxes for-
gone on the land because the land 1s federally, not privately,
owned. The Federal Government would pay an amount related to
the actual local property taxes a private landowner would pay
for the same land. The rationale for this approach 1s that
lost taxes may be needed to pay the costs the land i1mposes
and, more importantly, to assure a normal tax base for the
Jovernmental jurisdiction.

If the primary purpose for making payments 1s to com-
pensate local yovernments for forgone taxes, then this option
satisfies the 1intent of the legislative reguirements crite-—
rion. However, the appropriate leyislation and implementing
regulations must be drafted with great care to avoid inter-
pretive difficulties. Tax equivalency meets the uniformity
and recipient's administrative requilirement criteria. It also
satisfies the first two 1tems under the Federal administrative
requirements criterion since the necessary data are available
and these data could pe gathered and verified 1in time to make
payments. Our analysis shows that 1t 1s feasible to i1mplement
an approach based on tax equivalency, although 1t would be
costly to administer such a program.

Changing to tax equivalency would have profound effects
on many governmental jurisdictions. Many countles receiving
small payments under the present program would receive larger
payments under tax equivalency. Countles currently receiving
large payments from receipt-sharing programs would receive
less under the other system; payments to several counties
would drop by millions of dollars. This would provide these
countles with a strong 1ncentive to ralse their property
taxes or their yleld or severance taxes.

A primary concern under tax eguivalency 1s the relation-
ship of congressional control and Federal administrative
requirements. Maximum congressional control with minimum
Federal requirements would be the most desirable combination;
however, these criteria work against one another to some
eXxtent. As Federal control 1increases, Federal administrative
requirements also increase. It therefore seems 1mpossionle to
meet fully both these criteria, and any legislation imple-
menting tax eguivalency must be a compromlse between them.
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The Public Land Law Review Commission concluded that
tax equivalency 1s the only fair approach upon which compen-
sation should be based, and recommended that the Congress
implement 1t as described 1n 1its report. Among other things,
its plan involved phasing in tax equivalency over a period
of years to lessen the adverse effects on counties that would
lose large amounts of revenue. It also recommended reducing
full tax equivalency by at least 10 percent but at most 40
percent to account for benefits counties derive from the
presence of Federal lands. The analysis 1in the Advisory
Commission's report indicates that 1t would be very difficult
to i1mplement an approach based on tax equivalency.

Our analysis i1ndicates that 1t 1s possible to implement
a method of compensation based on tax edquivalency. In some
States, tnis approach would be relatively simple to administer
because counties bi1ill private landowners based on the dgeneral
classification of the land. For example, 1in several States
we visited, grazing land (most BLM land falls 1in this cate-
gory) was classified according to the number of animals 1t
would support and billed at a standard statewide rate accord-
ing to the classification. In total, 18 States which have
55 percent of the Federal lands covered by Public Law 94-565
requlre that local governments use standard assessments 1n
setting property taxes. The remalning 32 States have optional
or no standards which must be followed by local governments.
For these latter States, Federal review and evaluation would
be more difficult.

Fee per acre

According to this approach, public land ownership causes
fiscal burdens for the local governments, but the amount can-
not oe determined accurately. If one assumes that the local
governments should be compensated for these lands, a fixed
per—acre payment has merit. Tax equivalency compensates
counties for forgone property taxes which are based on the
value of the land. As such, 1t 1s similar to an ad valorem
tax. This approach would pay a flat fee per unit of land, the
unit being an acre. From this point of view the fee-per-acre
option 1s analogous to a unit tax. The per-acre amount could
be adjusted for type of land and population, and could be
indexed to inflation.

If the main purpose for making payments 1s to compen-
sate local governments for forygone property taxes, then this
option does not satisfy the first item under the legislative
requirements criterion. In fact, 1t probably would not sat-
1sfy this item under any rationale except for one based on
a unlt tax concept. However, this approach more easlly
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permits clearly worded legislation than any other option
considered.

If the payments are adjusted for type of land, this
option would not satisfy the first item under the unifor-
mity criterion. In this case, the payments would not be
made uniformly for all land. However, they would be made
uniformly for a given type of land, subject only to a popu-
lation limit 1f one 1s imposed. The simplest arrangement
would be to pay one flat fee for lands administered by the
Forest Service and another flat fee for lands administered
by BLM. Any such modification of a flat fee per acre would
complicate the program's administration. Although this would
lessen the simplicity of the method, 1t still would be the
easlest option to administer.

This option scores higher than any other option on
the congressional control criterion and the recipient's admin-
1strative requirements. Some counties, however, could suffer
financial hardship. As with tax equivalency, several counties
would receive substantially less under a fee-per-acre alter-
native than they receive currently. To offset somewhat the
effects of reduced payments, they might raise the yield or
severance taxes on mlnerals or timber. This could lead to
consequences such as those discussed at the beginning of this
section. Adequate consideration should be given to such
1ssues before a decision 1s made to i1mplement a fee-per-acre
program. Such a program could be phased in over a period of
years to lessen the immediate financial impact on adversely
affected counties,.

Recei1pt sharing

Federal ownership of property imposes costs on local
governments and deprives them of a potential source of income.
To help local governments overcome any adverse effects and
to reward them for their assistance, they deserve a share
of the receipts earned from the public lands. Furthermore,
the local governments' willing effort to coordinate their
services with the needs of the Federal Government contributes
to the productive use of the land. Receipt sharing i1s exem-
plified by the part of the current program which distributes
recelpts to the States and local governments for entitlement
lands.

This payment method would be related to the intent of
the b1ll as described above. However, over the last 70 years,
during which the Congress has passed and modified a number
of laws to provide for a sharing of public land receipts
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with local yovernments, the implied or stated primary
reason for this sharing of receipts has generally been

to compensate local governments for the tax immunity of
public lands. Since this 1s the main reason for enacting
such legislation, the first i1tem under the legislative
requirement criterion 1s not satisfied here: receipt
sharing simply does not equitably compensate local govern-
ments for lost taxes.

Receipt-sharing programs do not meet the uniformity
criterion silnce the percentage of receipts paid varies with
the different laws, the payment recliplents are States under
some programs and local governments under others, and the use
of the payments 1s not always specified. These problems tend
to create 1nequity but possibly could be rectified. A more
serious problem occurs for counties having lands that produce
no revenue; they receive no payment at all. This 1neguity
will always remain under the receipt-sharing approach.

This method of compensation partially meets the congres-—
sional pudgetary control criterion. The Congress has control
since 1nterested parties cannot manipulate the amount of the
payments. The Congress, however, does not control the total
amount of payments.

Recelpt-sharing programs satisfy the Federal administra-
tive requirements criterion. The Federal Government has
developed a system for administering recelpt-sharing payments.
Experience nas shown that data are yenerally verifiable, and
the program 1s relatively simple to admlnlster.

Thnere are several serious objections to the fifth cri-
terion, meeting the administrative needs of the recipilent,
that would pe difficult to overcome. Some problems include
the following

--Although recipients of receilpt-sharing payments
generally know when to expect their payments, with
the exception of Forest Service payments, local
governments Jo not recelve advance estimates of the
amount of the payments.

--With one exception, payments from the receipt-
sharing programs currently are made to the States,
and the States pass them on to local governments.

In some cases States have walted as long as 2 to 3

montns to pass the money to local governments. Pre-
sumably this delay could be eliminated by appropriately
amending the existing leyislation.
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--It would be much more difficult to resolve the stabil-
1ty problem. For example, when timber 1s cut and sold,
the States receive 25 percent of the gross sales price.
However, 1f 1t 1s not a proper time to cut timber, none
1s sold and the States receive nothing. Any solution
to this type of problem must come from changes 1in
management of the forests; 1t cannot be resolved with-
1n the context of the receipt-sharing approach, per se.
The stability problem could not be eliminated, but 1ts
adverse effects would be lessened by basing payments
on a b-year moving average of receipts 1nstead of on
the current year's receilpts only.

The appeal of receipt-sharing programs 1s that they are
in place and relatively simple to administer. State and local
governments receiving large payments can be expected to
strongly oppose any proposed changes to existing programs
that would result in lower payments. Increased severance or
yleld taxes 1s a possibllity. The ultimate consequences of
such actions are difficult to predict but must be considered.
It 1s not necessary to discontinue the receipt-sharing pro-
grams. We discuss below one option for continuing the
programs.

Recelipt sharing plus
fee-per-acre

Under this payment option, which 1s similar to the
present system, recelipt—-sharing payments would be supplemented
by acreage payments to local governments. Recelpt-sharing
payments presently are tied to the amount of revenues gener-
ated by public lands and are usually paid to States; the
States use these funds 1n various ways, but i1n most cases
only a small portion of funds goes to the local governments
where revenues are generated. The result 1s a business part-
nershlp arrangement between the Federal Government and State
and local governments. If the Congress wishes to maintain
this partnership, 1t could consider disassociating the acreage
payments from the receipt payments. This option would require
changing Public Law 94-565 to provide that the land payments
to local governments are made on a different basis. It would
also require changing the receipt-sharing laws. As 1in the
fee-per—-acre option, the per—-acre payments could be adjusted
for type of land and population and could be 1indexed to in-
flation. A variation on thls option would pe to provide
acreage payments to only those counties whose receilpt-sharing
payments fall below an amount determined by Congress.

This option has all the disadvantages of receipt sharing
discussed above, with the following exceptions:
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--At least some of the payments would be more prompt.
That 1s, even with no change 1n the receipt-sharing
programs, the acreage payments could be made directly
to local governments at a specified time.

--Those counties that would receive little or no
compensation under the receipt sharing plan would at
least receive acreage payments.

However, 1t should be noted that:

--It would be more complex to administer such a pro-
gram than receipt sharing alone, and the administra-
tive costs would be greater.

Fee-for-service

A fee-for-service method 1s based on the rationale that
local governments should be compensated directly for serv-
1ces provided for public lands. For example, both the
Forest Service and Bureau of Land Management currently use
reimbursable service contracts for getting local police
survelllance on specific areas of Federal lands.

This method does help to neutralize the counties' costs
of maintaining Federal lands and 1t satisfies the criteria
concerning legislative requirements and uniformity. De-
pending on program implementation, 1t could also meet some
of the administrative needs of recipients.

The major limitation of this method is the enormous
number of administrative requirements. Federal lands are in
more than 1,500 counties, and each unit of county government
would have to maintain records on costs associated with serv-
ices for public lands. Methods would have to be devised to
determine the Federal Government's share of the direct and
indirect costs to local governments for maintaining police,
fire, and rescue capabilities. Reimbursement agreements also
would need to consider the cost to local governments of main-
taining roads that provide access to public lands. The Federal
Government would have to have methods of verifying these data
before making payments. Thus, the fee-for-service method for
normal county services would require extensive new adminis-
trative efforts from counties and the Federal Government. It
would also require additional legislation. For these reasons,
the fee-for-service option 1s not a realistic alternative.
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Fiscal impact of
Federal ownership

This 1s the most comprehensive approach of all the
policy options and 1s based on the following considerations.
Local governments must pay the costs of Federal land (for
road maintenance, police protection, fire protection, etc.)
but they also reap the benefits (e.g., public use of roads
in national forests). At the same time, Federal ownership
prevents local jurisdictions from incurring any costs and
enjoying any benefits of private ownership of this land. The
total impact of Federal ownership of land within a local
jurisdiction 1s the difference between (1) the net positive
or negative fiscal effect of public ownership, and (2)
the net positive or negative fiscal effect that would have
been associated with private ownership of the land. Assum-
ing that all the relevant fiscal effects could be i1dentified
and measured accurately, a county could be compensated for
Federal land within 1ts boundaries by receiving payments
equal to any losses (a negative difference). If the differ-
ence were positive, no payment would be made. 1/

Because this 1s the most comprehensive approach, i1t
should lead to the most equitable system of payments to local
governments. It scores fairly well on all of the criteria
except for the administrative requirements and the second
item under legislative requirements, that the intent be
clearly stated in the legislative language. 1In these areas
the option 1s completely lacking. However appealing this
alternative seems, our investigations indicate that identi-
fying all the relevant spillover effects would be virtually
impossible and that assigning an accurate dollar amount to
each of the effects would be equally difficult. Even 1f
1solating these spillover effects were possible, 1t would
be so time-consuming and costly that providing advanced
estimates to recipients would not be possible. Further,
casting this complex concept in clearly stated legislative
language and unambiguous regulations would require extreme
caution.

It 1s not feasible to implement a method of compensation
based upon this concept.

1/Almost directly from "The Adequacy of Federal Compensation
to Local Governments for Tax Exempt Federal Lands," Advi-
sory Commission on Intergovernmental Relations.
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Imposed expenditures

This approach focuses on one of the four components
considered in the preceding alternative, The Federal land
and the activity on 1t require additional public service
expenditures, referred to as "imposed expenditures,”" from
the county. One method for compensating the county would
be to estimate these i1mposed expenditures and pay the
county an amount equal to them. Such an approach would
reflect the current actual expense to the county.

Because this option 1s not as comprehensive as the pre-
vious one, 1t 1s less desirable in principle. Also, 1t
suffers from the same basic flaws: obtaining the necessary
data would be very difficult, and drafting clearly stated
legislation and regulations would have to to be done with
great care. Hence, this approach also 1s not feasible to
implement.

Comparable tax purden

The comparable tax burden approach 1s not meant to com-
pensate for the actual effects of Federal ownership; 1t 1s
to assure that the effects do not place counties i1n a posi-
tion of fiscal distress. The rationale 1s that 1f counties
with Federal land are financially worse off than similar coun-
ties without Federal land the fiscal problem 1s probably
caused by Federal ownership. Data collected by the Bureau
of the Census for the Federal General Revenue Sharing program
and for 1ts governmental finance publications permit the
development of this approach. "Extraordinary" per capilta
tax effort required to provide "normal” per capita local
expenditures could be used as the basis for payment. Al-
ternatively, the particular fiscal problems of each county
could be dealt with case by case.

This option satisfies the congressional requirements and
uniformity criteria, but the other criteria present prob-
lems.

First, 1t 1s not clear that budgetary control could
be maintained or that local units of government would not
be able to manipulate the size of payments.

Next, 1t seems certain that, at best, the payments
would always reflect the preceding year's comparable tax
burden. It would be relatively easy to make timely pay-
ments, and they might be stable. However, advanced esti-
mates would be difficult to provide due to the time required
to yather and process the necessary data,
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The 1ssue of gathering and processing the requisite
data 1s crucilal and cannot be dismissed lightly. The de-
talils would have toc be given very careful consideration.

The data might be available. However, an appropriate county
would have to be found to compare with each public land
county (these comparison counties could change from year

to year, creating additional administrative problems), and
the tax burdens for each of these counties would have to be
measured and compared 1n order to compute payments. Counties
which di1d not fare well would have a strong incentive to
protest, saying, for example, that the comparison county

was not appropriate for one reason or another. Extreme

care would be needed to phrase the legislative language

and necessary limplementing regulations so that such problems
did not occur frequently.

Finally, 1t would be hard to satisfy the third item
under Federal adminlistrative requlrements. A comprehengive
empirical analysis, conducted by the Advisory Commission
for Intergovernmental Relations, 1/ showed that tax burdens
in Federal-land countles and similar counties without Fed-
eral land generally are comparable now. Replacing the pres-
ent system with one based on this approach would, i1n effect,
increase the adminlistrative requirements and costs to make
roughly the same payments that are made now.

Thus, although comparable tax burden may be a feasi-
ble method, 1t cannot be considered a reasonable alter-
native.

ILLUSTRATION

This section provides a simplified, hypothetical example
of what payments might be to three counties under the present
system and under several of the alternatives discussed in the
preceding sectlion.

This example 1s included for i1llustrative purposes only.
The information 1s based on three actual counties, each of
which has a substantial number of entitlement acres. The
counties are referred to only as County A, County B, and
County C. County A 1llustrates a very wealthy county, most

1MThe Adequacy of Federal Compensation to Local Governments
for Tax Exempt Federal Lands," Advisory Commission on Inter-
governmental Relations, Washington, D.C., July 1978.
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of whose entitlement acres are in timber. County B 1llus-
trates a relatively poor county with some timber, some graz-
ing, and some mineral leasing receipts. It had the largest
Public Law 94-565 payments of the three counties. County C
1s better off than County B and has high mineral leasing
receipts. The results are depicted in table 9.

The data in this 1llustration should not be used for
comparisons because they represent different time periods.
For example, the population figures are estimates available
from the Bureau of Census as of July 1, 1976. The "Status
Quo" and "Tax Equivalency" payments are for fiscal year 1977.
The receipt-sharing figures are monies actually returned to
the counties 1n gquestion, not the total receipts earned by
these lands. The flat fee of $0.65 per acre 1s arbitrary
but 1s very close to total amount of fiscal year 1978 pay-
ments divided by total number of entitlement acres. It was
impossible to make any kind of reasonable estimates for the
"Fee for Service" or "Fiscal Impact of Federal Ownership"
options. The payments listed under the final two options,
"Imposed Expenditures" and "Comparable Tax Burden" are not
as reliable as other figures in the table. They are based
upon the difference between the corresponding numbers
for the States containing the counties and the national
average figures for calendar year 1976 data.
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TABLE 9
ILLUSTRATION OF PAYMENTS TO THREE COUNTIES FOR VARIOUS POLICY OPTIONS

COUNTY A COUNTY B COUNTY C
POPULATION 81 100 156,100 31,300
ENTITLEMENT ACRES 1754 000 2 667 000 4 393,000
PRESENT STATUS QUO $36 188,000 $1,148 000 $880,000
TAX EQUIVALENCY $1,836 000 $187,000 $635 000
iE; 22:2 CENTS $1,140 000 $1 724,000 $2,856 000
SE?SI:ET f:;;RING $36 085,000 $295,000 $304,000
RECEIPT SHARING PLUS

FEE OF 15 CENTS $36,348,000 $695,000 $963,000

PER ACRE

FEE FOR SERVICE

IMPOSSIBLE TO ESTIMATE

IMPOSSIBLE TO ESTIMATE

IMPOSSIBLE TO ESTIMATE

FISCAL IMPACT OF
FEDERAL OWNERSHIP

IMPOSSIBLE TO ESTIMATE

IMPOSSIBLE TO ESTIMATE

IMPOSSIBLE TO ESTIMATE

IMPOSED EXPENDITURES $13 300 000 $36,215,000 $13 459 000
COMPARABLE TAX
BURDEN $5 434 000 $936 000 $2 692 000
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TABLE 10

EVALUATING FEDERAL LAND PAYMENT OPTIONS

oprions | TAX RecerT  |SECENT. FEE FOR |FISCAL IMPACT}IMPOSED COMPARABLE
EQUIVALENCY { FEE PER ACRE SHARING SERVICE OF FEDERAL |EXPENDITURES| TAX BURDEN
PLUS FEE PER OWNERSHIP
CRITERIA
— ACRE
LEGISLATIVE REQUIREMENTS
a Plan related to program intent? YES NO NO SOMEWHAT SOMEWHAT YES YES YES
MODERATELY NEEDS CAREFUL | NEEDS CAREFUL
b Congressional intent clear? DIFFICULT VERY EASY YES WORDING WORDING VERY DIFFICULT | VERY DIFFICULT| VERY DIFFICULT
UN'FORMITY DEPENDS UPON
PAYMENT DEPENDS UPON
a Payments determined umformly? YES SCHEDULE NO PAYMENT PLAN YES YES YES YES
b Consistent principles and procedures? YES YES YES YES YES YES YES YES
CONGRESSIONAL CONTROL RECEIPT SHARING
DEPENDS UPON NO DEPENDS UPDN
a Budgetary control mamtaned? IMPLEMENTATION YES NO FEE YES IMPLEMENTATION| PROBABLY NOT | PROBABLY NOT PROBABLY
DEPENDS UPON DEPENDS UPON
b Manipulation of payments possible? | iveLementaTiON NO NO NO IMPLEMENTATION| PROBABLY NOT | PROBABLY NOT | PROBABLY NOT
FEDERAL ADMINISTRATIVE
REQUIREMENTS
a Data availlable on time? YES YES YES YES PROBABLY NO NO PERHAPS
b Audit authonty identfied? YES YES YES YES YES YES YES YES
PROBABLY VERY EASY AND Y
¢ Economical and easy to administer? COSTLY ECONOMICAL TO YES YES CooreY NO NO NO
ADMINISTER
RECIPIENTS ADMINISTRATIVE
REQUIREMENTS
a Advance payment estimates prowdedﬂ VERY LIKELY YES NO NO YES NO NO NO
ﬁgCEIPT SHARING]
b Payments tmely? YES YES NO MO ves YES YES YES YES
DEPENDS UPON
¢ Payments stable? YES NO NO DERENDS kO PROBABLY PROBABLY PROBABLY

STABILITY OF
TAXES

SERVICES PRO—
VIDED




CHAPTER 5

CONCLUSIONS AND RECOMMENDATIONS

In chapter 2 we concluded that changes are needed 1in
Federal land-payment programs because current payment methods
do not serve the Congress' principal purpose for implementing
the payment programs. For instance, even though the Congress
intended that pavment programs reimburse States and counties
for the economic burdens of tax-exempt Federal land, many pay-
ments are not based on the amount of lost taxes. Instead,
most programs pay a percentage of the revenue generated annu-
ally from the Federal lands, rather than on the basis of
equivalent taxes that would have been paid 1f the land were
privately owned, and are permanently authorized without pay-
ment limits. Because the percentages (from 5 to 90 percent)
paid by the various programs bear no relationship to tax
equivalency, States and counties do not receive equitable pay-
ments. Many States and counties are overpald compared to tax
equivalency, while others receive little or no payment.

In chapter 4, we explored alternative methods, such
as a fee per acre, for determining the amount of Federal land
payments. Since standards for measuring a program's ef-
fectiveness and equitableness must relate to the program's
intent, we have concluded that a necessary first step for
selecting a payment method is to decide on the reason or
intent of the program. Thus, the Congress should either
make the payment method for tax-exempt lands match the
primary rationale of reimbursement for tax immunity of these
lands or clarify the rationale for making payments. In
addition, the method of payment selected should meet the
payment criteria discussed in chapter 4 to the maximum
extent feasible. The payment methods which might be used to
compensate local governments for the presence of Federal
land and the reasons for making payments are shown below.

Program rationale Payment method

Tax immunity Tax equivalency

Partnership

Cost 1ncurred

Impact payments

Compromise to meet payment

obligation through simple
administrative method
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Receipt sharing
Fee for services

Fiscal impact and
imposed expenditures

Fee per acre



We believe the most logical rationale for making pay-
ments 1s tax equivalency. We therefore recommend that the
Congress change existing laws to require computation of
payments on a strict tax equivalency basis. Such changes
should eliminate the permanent earmarking of receipts, set
an expiration date on program authorization, and require
periodic appropriation action. To lessen the impact to those
counties that currently receive large receipt-sharing pay-
ments, the phasing out of these programs should be done over
several years.

There are several ways to determine the amount of tax
equivalency payments. Each one 1involves a different mix of
individual Federal control and would require a different
degree of Federal administrative effort. Congress would con-
trol the total amount appropriated each year.

Complete Federal administration

The Federal Government could determine the amount of
tax equivalency payments to be made for all Federal land.
Such a plan would retain maximum control in the Federal
Government. However, 1t would entail a great Federal admin-
istrative effort to assess the 45 percent of Federal lands
located 1in States that do not have statewlde assessment
standards.

Payment amounts determined by local
governments with Federal oversight

Local governments could submit a proposed tax equiva-
lency payment to the Federal Government along with infor-
mation supporting the accuracy of the estimate. Federal
control over payments would be retained through assigning
oversight and evaluation responsibilities to a Federal agency,
which would be authorized to modify the amounts billed.

Payment amounts determined by local governments
with limited Federal control

The Federal Government could submit entirely to the
procedures of local taxation. As with other property owners,
the Federal Government would have the right to appeal local
assessments to local and State boards of review and courts
when the Government concluded the local assessment was
inaccurate. This would result in a minimum Federal control
and a minimum Federal administrative effort.

50




If the Congress does not want to establish a payment
program based on tax equivalency because of the administra-
tive and legislative complications, 1t may wish to choose a
flat-payment-per-acre option. With the exception of tax
equivalency, we favor this option over any other because 1t
would be easy to administer and control.

RECOMMENDATIONS TO THE CONGRESS
REGARDING PUBLIC LAW 94-565

If the Congress eliminates or amends Public Law 94-565
by adopting a tax equivalency basis for payments or another
alternative presented 1in chapter 4, further action may not
be required. If, however, the Congress decides to contlinue
receilpt-sharing payments and acreage payments under Puplic
Law 94-565, the Congress should take action to correct
fundamental weaknesses 1n Public Law 94-565. The weaknesses
1n the law that allow States to influence the size of pay-
ments and that require BLM to use State data which has been
unreliable could be corrected by amending Public Law 94-565
sOo that:

--Public Law 94-565 payments are disassoclated
from recelipt-sharing payments; oOr

--deductions for receipt-sharing payments would be
allocated to counties where recelipts were earned
based on Federal reports; or

--deductions for recelpt-sharing payments would be
allocated to counties based on population or some
other allocation method.

To correct the Public Law 94-565 problem of paying
counties a minimum of 10 cents an acre when the county s
already being compensated under receipt-sharing programs,
we recommend the minimum payment provision be deleted. In
addition, we recommend that Congress delete special provi-
sions for Oregon and California grant lands and Coos Bay
Wwagon Road grant lands (section 5 of the act), and include
payments under those exempted statutes (section 4 of the
act) as deductible payments. This action 1s necessary to
avold making acreage payments to counties that already
receive unusually large receipt-sharing payments under
specltal legislation for revested lands.
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APPENDIX I APPENDIX I

Pederal Payments to States
and Counties for Public Land

Statute and Date
Enacted

Statutes providing for
admission of new
States i1into Union
(Digest LA)--
1802~-1958

35 stat 251 le USC
500, National Forest
Revenues Act (Digest
LB)--1908

36 Stat 557, Arizona
and New Mex1ico
Enabling Act (Digest
LC)~~1910

39 Stat 218 43 USsC
1181£~-11813, Revested
Oregon and California
RR Grant Lands (Digest
LD)--1916

40 Stat 1179 43 U S C
1181£-1, Reconveyed Coos
Bay Wagon Road Grant
Lands (Digest LB)--1919

41 stat 437 300s8sC
191, Mineral Lands
Leasing Act (Digest
27)--1920

41 Stat 1063 16 U S C
810, Federal Water Power
Act (Digest LG)--1920

45 Stat 1057 43 USsC
617, Boulder Canyon
Project Act (Digest
LS)--1928

Basis of payment

5 percent of net
proceeds from sale
of public lands
shared with States
1n which land
located

25 percent of all
monles realized
from National
Forests

3 percent - calculated
percent of National
Forest revenues 1is
placed in school
fund

50 percent of receipts
to counties 1n Oregon

Local tax rates
applied to appraised
value of lands up to
75 percent of
recelpts

50 percent of receipts
except 90 percent
to Alaska

Percent of power
sales

Arizona and Nevada
each receive $300,000
annually
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Administering
agency

Dept of the Interior
(Bureau of Reclamation,
BLM)

Dept of Agraiculture
(Forest Service)

Dept of the Interior
{BLM)

Dept of the Interior
(BLM)

Dept of the Interaior
(BLM)

Dept of the Interior

(BLM)

Federal Power Commission

Dept of the Interior
(Bureau of Reclamation)




APPENDIX I

Statute and date
enacted

48 stat 58 16 UL S C
831, Tennessee Valley
Authority Act (Digest
LI)--1933

48 Stat 1269 43 U S C
315, Taylor Grazing Act
(Digest LL)--1936

50 Stat 522 708C¢C
1012, Bankhead Jones
Farm Tenant Act
({Digest LM)--1937

50 Stat 927, 11 desig-
nated watersheds under
the Dept of Agriculture
(Digest LM)--1954 [sic]

55 Stat 650 353 U0S8C¢C
761 t-1, Ting Corps of
Engineers (Digest LM)
--1961 [sic]

57 Stat 14 16 U s C
835, Columbia River
Basin Project Act
(Digest LL)--1937
--1961 [sic]

61 Stat 681 30 uUsCcC

601~-03, Material Disposal

Act (Digest LQ)--1947

Basis of payment

Percent of revenue
from power sales -
amount received by
each State based
1/2 on percent
power sales 1in
state and 1/2 on
percent of book
value of TVA
property in the
State

Percent of grazing
fee - 50 percent
outside of grazing
districts, 12-1/2
percent within

grazing districts

25 percent of set
revenue

1 percent of purchase
price or 1 percent
of value when
acquired

25-75 percent of
gross revenues

Result of negotiation
between the Secre-
tary and local offi-
clals

Interior - acres
percent as sales of
public lands Agri-
culture--percent will
depend on statutes
under which land 1s
administered Uusc
statutes applies to
OMB lands Coos Bay
statute applies to
Coos Bay Lands
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Administering
agenc

Tennessee Valley
Authority

Dept of the Interior
(BLM)

Dept of Agriculture
(Forest Service) and
Dept of the Interior
(BLM)

Dept of Agriculture
(Forest Service)

Dept of the Army (Corps
of Engineers)

Dept of the Interior
(Bureau of Reclamation)

Dept of the Interior
(BLM), Department of
Agriculture



APPENDIX I

Statute and date

61 Stat 915 30 usc
355, Mineral Leasing
Act For Acgquired Lands
(Digest LX)--1947

62 Stat 568 l6 u s C
5779, Superior National

Forest ("DRA") (Digest
LQ)--1948
64 Stat 849 16 U S C

4064-3, Grand Teton
National Park (Digest
LO)=--1950

64 Stat 1101 2008 C
237, Educational Impact
Grants (Public Law 374)
(Digest LY)--~1950

68 Stat 93 33 U S C
986, St Lawrence
Seaway Act (Digest
LY)--1954

69 Stat 719, Trinity
River Basin Project
(Digest LY)--1955

69 stat 721 40 U s C
471, Payments on
RFC Property (Digest
LY)--1955

Basis of payment

Percent shared varies
1n the same manner
as prescribed for
other receipts from
lands affected by
the lease

3/4 of 1 percent of the
apprailised value

Year of acquisition and
next 7 years full
taxes paid, next 20
years declining 3
percent each year
May not exceed 23
percent of receipts
of Park in any one
year

Assessed value all
property in school
district (10 percent
must be federally
owned )

Based on local tax
rates

Payment must equal

lost taxes

Local tax rate

54

APPENDIX 1

Administering
agency

Dept of the Interior
(BLM)

Dept of Agriculture
(Forest Service)

Dept of the Interior
(Park Service)

Department of Health,
Education and Welfare
(Office of Education)

Dept of Transpor-
tataion
Dept of the Interior

(Bureau of Reclama-
tion)

GSA and other "holding"
agencies



APPENDIX T APPENDIX I

Statute and date Administering
enacted Basis of payment agency
74 Stat 1024 43 U S C 19 percent of rents Dept of the Interior
852, Mineral Leasing and royalties on ({BLM)
on State selected the selected lands

indemnity lands
(Digest LAA)--1960

78 stat 701 l6e UsC Public domain 25 percent Dept of the Interior
715s, National Wildlife of revenue Acguired (Bureau of Sport
Refuge Act (Digest land 25 percent reve-~ Fisheries and wWild-
LAB)--1964 nue or 3/4 of 1 percent life)

of appraised value

78 stat 850 le uUsCcC 18-25 percent of set Dept of the Interior
695m, Klamath Naticnal revenues received from (Bureau of Reclamation
Wildlife Refuge Act leasing of lands not
(Digest LAC)--1964 to exceed 50 percent

of taxes levied on
similar private lands

30 UsC 281 Mineral lease from Dept of the Interior
potash sales - {BLM)
50 percent to
States

31 USC 1601, Public Payments up to $0 75 Dept of the Interior
Law 94-565 (October an acre for entitle- (BLM)
20, 1976) ment lands subject
to a population
ceiling

Source Hearings before the Subcommittee on Energy and the
Environment of the Committee on Interior and Insular
Affairs, House of Representatives, 94th Congress,
First Session on H R 9719, pages 185-189
Data provided by the Bureau of Land Management
U S Code

U 8 Statutes at Large
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Number of States Reporting
A Pass Through to Counties of
Payments Recelved Under Acts
Specified 1in Section 4, PL 94-565

Number
of states
Government reporting Number of
Federal unit for Number of pass States
agency which States through reporting
Provision making payments receiving to no pass
of law payment are earmarked payment counties through
1. Act of May 23, USFS County 40 40 0
1908, authorizaing
Forest revenue
payments
(35 stat 260,
16 USC 500)
2. Enabling Act of USFS State 2 1 1
June 20, 1910,
New Mexico and
Arizona (36
Stat 557)
3 Section 35 of the BLM State 23 10 13
Act of February 25,
1920, commonly
known as Mineral
Lands Leasing Act.
(41 stat. 450,
30 USC 191).
4. Section 17 of FPC State 26 0 26

Federal Power Act
(41 stat 1072,
16 USC 810).

IT XIdNdddv

IT XIaNdddav



LS

10

Section 10 of the BLM
Taylor Grazing
Act (48 Stat 1273;

43 USC 315)
Section 33 of the BLM
Bankhead Jones USFS

Farm Tenant Act
(50 stat 526, USC
1012).

Section 5, Act of USFS
June 22, 1948, to
safeguard areas 1n
Superior National

Forest, State of
Minnesota (62

Stat 570; 16 USC

577 q)

Act of June 25, USFS
1956, to amend the

Act of Jurne 22,

1948 (70 stat

326; 16 USC 577

g-1)

Section 6 of the BLM
Mineral Leasing

Act for acquired

lands (61 Stat.

915, 30 USC 355)

Material Disposal BLM
Act - Sec. 3

(61 Sstat. 681;

30 USC 603)

Source: Department of Interior Auditors, U.S Code, U S Statutes at Large

County

County

County

County

State

State

16

25

23

14

14

25

10

13

13
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APPENDIX III APPENDIX III

Fiscal Year 1978 Federal Land Payments

Total

State payment
(000 omitted)

Alabama $ 823
Alaska 8,240
Arizona 13,508
Arkansas 3,902
California 66,099
Colorado 25,716
Connecticut 5
Delaware 5
District of Columbia 5
Florida 2,652
Georgla 1,394
Hawai1i 23
Idaho 24,158
Illino1is 331
Indiana 278
Towa 128
Kansas 828
Kentucky 959
Loulsliana 2,943
Maine 78
Maryland 135
Massachusetts 151
Michigan 2,353
Minnesota 2,377
Mississippi 4,693
Missouri 3,236
Montana 23,646
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APPENDIX III

APPENDIX III

Fiscal Year 1978 Federal Land Payments

State

Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York

North Carolina
North Dakota
Ohio

Oklahoma
Oregon
Pennsylvania
Puerto Rico
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virgainia
Virgin Islands
Washaington
West Virginia
Wisconsin
Wyoming

Total

#U S GOVERNMENT PRINTING OFFICE 1979 = 620-167/330

59

Total

payment
(000 omitted)

$ 391
8,841
643
139
65,908
26
1,224
1,813
338
4,677
202,290
606

20

1
1,367
2,698
726
2,444
16,886
297
1,448
16
32,186
881
1,439
74,515

$610,488
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