
h’ THE COMPTROLLER GENERAL 
/7yj6 I 

Report ToThe Congress 
OF THE UNITED STATES 

b 
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The District Of Columbia: 
T Experience Since Home Rule 
+Analysis Of Proposals For Change 
About 21 percent, or $300 million. of the District 
of Columbra’s operating budget comes from a direct 
Federal payment. Since 1975, when a locally 
elected government first took office, 

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

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

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

--the Congress has used its power over the 
Federal payment and the Drstrict bud t to 
make changes in programs and to see 77 rm- 
proved financial management. 

A new method for making the Federal payment 
and more consistent fiscal data could help District 
of Columbia officials manage the city better. 
Although a formula could be used to determine the 

4 payment, other approaches could yield the same 
benefits. Any change in the Federal payment must 
be a political decision because of the intricate 
relationship and divergent interests of the Federal 
and District Governments. 
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To the President of the Senate and the 
Speaker of the House of Representatives 

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

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

Copies of the report are being sent to the Director, Office of 
Management and Budget: and to the Mayor of the District of Columbia. 

Acting Compt;oller General 
of the United States 



COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

THE FEDERAL PAYMENT TO THE 
DISTRICT OF COLUMBIA: 
--EXPERIENCE SINCE HOME RULE 
--ANALYSIS OF PROPOSALS FOR 

CHANGE 

DIGEST ------ 

The amount of Federal payment to the District 
of Columbia and the process for determining 
such payment are central issues in the Federal- 
District relationship. In 1981, the Federal 
payment, which represents a significant portion 
of District revenues, is expected to amount to 
$295.4 million, or about 21 percent of the Dis- 
trict's expected $1.4 billion general fund revenue. 

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

District officials would like to have the Fed- 
eral payment determined by some formula, prefer- 
ably a set percentage of District revenues. At 
the same time, District officials would like to 
be totally responsible for local funds--in which 
case the Congress would not review the District 
budget except for the part pertaining to the 
Federal payment. (See p. 1.) 

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

EXPERIENCE SINCE HOME RULE 

Since home rule, the Federal payment has declined 
as a percentage of total District revenue. The 
Federal payment share of total District general 
fund revenue increased in the years prior to 
home rule, reaching a peak of 27.3 percent in 
1975 before starting its decline to 20.8 percent 
in 1981. Although the Federal payment increased 
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by $59.2 Lllion between 1975 and 1931, t'fle pur- 
chasing $ower declined by about 15.9 Tercent 3ur- 
ing that period ,,rihen discounted for inflation. 
(See 2~. 11 and 12.) 

District tax collections increased by more than 
the general rate of inflation during the period 
1970-90. District tax burdens at most income 
levels were higher than in surrounding jurisdic- 
tions at the time of home rule and have remained 
so. Since home rule, District personal tax bur- 
dens increased slightly compared to those of 
other large cities. (See pp. 20 and 23.) 

The District tax base shows evidence of becoming 
much stronger as a result of changes during the 
1970s. Prior to home rule, increases in local 
tax rates were necessary in order to achieve an 
increase in revenues about equal to the national 
rate of inflation. In recent years, local tax 
collections taken as a whole have been increas- 
ing at rates much closer to national inflation 
witllout recourse to rate increases. However, 
Federal grants received by the District govern- 
ment have not increased nearly as much as 
prices since home rule, and this important 
source of grogram financing is expected to 
decline in 1951. (See pp. 20 and 25.) 

DISTRICT GOVERlWEUT'S PROJECTIO2J 
OF REVEHUES Ai. EXPENSES 

The Mayor is required by law to prepare and sub- 
mit with the annual budget a financial plan for 
the future. The plan that was submitted with 
the 1932 budget was classified as a planning 
document and not necessarily a projection of 
future city spending levels that will actually 
be recommended in future budgets. This "hold 
the line" projection assumes 

--no new taxes or changes in tax rates, 

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

--maintenance of existing levels of service 
and employment. 
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The lCZ2 L>lan ,2rojscts a r2venu2 shortfall for 
futurs years ranging from $4O Allion in 13F3 
to $173 million in 1935. The '~a$ could be 
closed by r2ducinS expenses, increasing the 
tax rate, enlarging th2 tax base, taxing non- 
residents, increasing the Federal payment, or 
any conbination of these alternatives. 

The econo:nic assumptions ,v'nich lie behind the 
plan's ;3roj2ctions are not stated, which makes 
it impossible to tell how revenues and ex?ens2s 
compare ;Ji.th inflation. ifowev2r, the ;>rojac- 
tion ap;>ears to assume that the District of 
Columjia economy -dill grok at a rate of '3 Ter- 
cent eac;l y2ar, but how much of this increase 
is price and how much represents real growth 
is not stated. (See pp. 29 and 30.) 

The ?lan does not provide information on >ast 
revenue collections or past expenditures. 
AlSO, tile assurn?tions with respect to inflation, 
groh'n in the economy, demographic changes, 
service A~OpulatiOns, expected .qage and salary 
increases, number of employees, and availabil- 
ity of Federal grants are not stated. The glan 
does not sho,nr how the proposed budget and those 
estimated for future years compare to trends in 
?ast years in such areas as 3rowt'n in District 
revenues conPared to inflation. (See pp. 29 
and 30.) 

In addition to.closing the gap between revenues 
and expenditures, a current 2roSlem is how to 
finance ,orevious years' unfunded obligations, 
which totaled $155 million in 1980. GAO's 
re,sort, ilowever, does not concentrate on the 
nature of the District's current deficit prob- 
lems or C1e.nec.d for a bond issue to zay off 
the accumulated deficit. (See pa. 33 and 34.) 

The District has not fully complied with ,3ro- 
visions of t!le Zelf-Government Act which re- 
;juire t:le :Iayor to ;Irepare Sud,jets reflectin 
exgenlitures for the immediately 2recedin-j 3 
fiscal fears. Data that kJas provided was not 
,7rescnteii consistently and thus was not 'coi'il- 
2araSle ov2r ti.ne. AlSO, data xas not available 
;Jhich ~?ould allow comi?arison between general 
fund revenues, exTenditurzs, and a>A3roAJriations. 
This data is necessary if the 'vistrict, the 
Congress, and the public are to eff2ctiv21y 
analyze the Zistrict's finailcial :>erfor;nancs 
over tine. (Se.2 2. 32.) 



'3ne of tile xays of increasing District revenues 
is by increasing the Federal payment. The in- 
crease could be provided through a lu,mp sum 
a>yropriation as it is now or through a forn- 
ula-based payment plan. GAO analyzed the dif- 
ferent formulas in terms of seven issues asso- 
ciated with formula-based Tayments. The issues 
were 

--preserving the Federal interest, 

--amount of payment, 

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

--District government autonomy, 

--incentives to increase efficiency, 

--timeliness, and 

--ease of administration. 

Overall, a formula-based Federal payment should 
not be viewed as an end in itself 'but as a means 
to achieve the broader purpose of providing a 
more systematic basis for determining the Fed- 
eral Government's share of the District govern- 
ment's expenses. Use of a formula, however, is 
not the only way to achieve this goal. For 
example, the Federal payment could be appropri- 
ated 1 c= 2 years before the fiscal year begins 
so that the District would have a specific 
amount to include in the budget for planning 
2ur2oses. Under any approach, the Congress 
could still direct changes to be made in spe- 
cific budget items. (See pp. 41 and 57.) 

iiow much the Federal payment sthould .oe in 1932 
and subsequent years and whether changes should 
be made at this time in the way the Federal 
payment is provided to the District are essen- 
tially political questions that the COnTreSS 
must decide. GAD did not attempt to answer 
these questions, but it did reach the follow- 
ing conclusions about formula-based Federal 
?ay'ments and about t‘ns relationship of changes 
in the 2ay;nent mechanism to improvements in 
3istrict financial management. 
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The ar;ulxnts fcr and 3Tainst 3 fornula-based 
:3ayment are coiplex, even when vieided strictly 
from tile L3ers;jective of t‘;ie Federal interest. 
It is not the case that all arguments for a 
formula favor t'ne District as o;3L30aed to the 
Federal interest. 

Issues associated :Jith the desirability and 
nature of a Federal payi'"ent forinula dould be 
easier to resolve if 

--thera were an jexioli.cit effort by the Congress, 
OJB , and the District governnent to establish 
service goals for the District's population and 
service groups in an inflationary environment; 

--the informativ? content and reliability of 
budget infor:nation provided by the District 
government to the City Council, the public, 
and the Congress were improved; 

--t:le imiIacts of inflation and of economic and 
demographic changes on the District's revenues 
and ex,penses were better understood: and 

--the District government made improvements 
in 2rosgran and financial management. 

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

--X0 on2 fornu,la asproach can be demonstrated 
to be theoretically superior, nor can the 
;>roger form of a formula be calculated fre2 
from judgments about what regresants a fair 
Federal contribution to the government of the 
Xation's Capital. 

--Formula-based 7ederal ?ayaents that would 
provide more funds to the District of Columbia 
than needed for efficient management of essen- 
tial pi~lic services ,would not contribute to 
i.nGroved financial managenent. This situation 
could result if the formula &as set on the 
'oasis of an abstract concept (such as revenue 
lost) or if a percentage of rzv2nue xas set 
too hish. 

--If a foriaula approach is to be usad, formulas 
that utilize such items as ?ast revenue col- 
lections, 3.3. inflation in t:he previous year, 
or changes in ijistrict ,>oplation as .neasurad 
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by the Jureau of the Census are easier to ad- 
minister than formulas based on future year 
estimates or on estimates of more intangible 
items, such as taxes lost, net financial 'Our- 
den, or tax comparability. 

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

Some of t‘ne benefits associated with a formula 
ap;Jroach can also be achieved by other changes 
in the way the Federal payment is authorized 
and appropriated and in the way the District 
budget is reviewed by the Congress. 

The District government's ability to manage 
its revenue, employee compensation, and program 
management responsibilities would be improved 
if the District government had a clear idea 
about the amount of the Federal payment likely 
to be appropriated at the time it prepares its 
'oudget (18 months before the beginning of t'ne 
fiscal year). 

Annual congressional review of District finan- 
cial affairs, including indepth investigation 
of certain matters and the ability to direct 
that certain things be done or not done, appears 
to be essential for maintaining the Federal 
interest on a continuing basis. It also pro- 
vides a check and balance system for District 
finances. However, since the nature of the 
Federal interest would generally not be expected 
to change much from year to year, annual con- 
gressional review of District finances would 
not necessarily require line item review of the 
entire budget or appropriation of the entire 
District budget by the Congress. 

?.doption of a formula-based Federal payment or 
other changes in how the Federal payment is 
provided to the District of Columbia are not 
required to achieve many important objectives 
for improved financial management in the Dis- 
trict of Columbia. The budgets of most ongoing 
programs are largely unaffected by the uncer- 
tainties associated with the Federal payment 
process. A properly functioning accounting 

vi 



an3 ';u,.!;eting s;stem is n2e:leci an: should be 
established reGardless of hot/ the 7edcral 
Lxi~Lx2:lt is ,=rovided. 

Aiil~ c:la,lgzs in the led2ra.l payment Lnechanism 
t.lat ar2 aJopt2.d should 'be raviewcfl in 3 to 5 
years to assess circuilstanc5s surroundin city 
finances and the degrae to :;hich 72deral inter- 
est is being ac:lieved. 

GAO raco.?d,lends that the Xayor ta,Ce the following 
StE?;JS to enable the District's budget documents 
to serve as tile basis for making more informed 
judgments about overall city financial ;>olicies: 

--Coqly rJith Self-Gov2rnnent Act provision to 
present consistent information for the current 
bud-jet year, for the 3 previous fiscal years, 
and (on a project2d basis) for the following 4 
fiscal years. 

--Present meaningful coml>arisons of past trends 
and assumptions about t'ne future in areas such 
as the relationship of the budget to changes 
in the city's ;o;>ulation anal service groups and 
the im,>act of inflation and other changes in 
the economy on revenues and expenditures. 

--Specifically sho,w the r21ations:liAJ bet~ideen 
each year's.appropriations, eac:h year's 
actual obligations, and each year's actual 
revenue and cash Sosition. 

District officials commented orally on GAS's 
re,>ort and recommendations. .Jhile they had no 
major problems With the report, they 2m;Jhasizcd 
their concern about budget autonomy and admin- 
istrativ2 problems associated nrith tha Dredicta- 
bility of the Federal paymnnt. The-y also felt 
that tha report overemphasized data comparability 
;>roble,as because changes in basic accounting 
systems and fund categories have made it tech- 
nically very difficult, if not impossible, to 
reconstruct past data on a strictly comparable 
basis. 

Tear Sheet 

In comacntin~g on the recok~~~endations, they 
recognized tne value of accurate, consistent 
information but sai;? that, in addition to 
chang2s i,l -basic data sjsteix that :iave occurred, 
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ths 'burden of sinultaneousl~ ?r.ei?aring and nroc- 
essing bulgets for 3 fiscal years and handling 
ot!ler ad :IOC needs has precluded them from main- 
taining the best possible data. They acknowledged 
tnat data Ireszntations have c:lange' over the 
y'ears 'out the changes were made necessary by such 
things as the change from cash-based Budgeting 
to accrual-based budgeting. Cistrict officals 
expressed the viecni that most of the shifts in 
definitions, ,methods of measurement, and clas- 
sifications have now been made, wit'n the result 
that more consistent financial data should be 
available from the audited 1979 financial state- 
ments forward. 

GAO recognizes that 3istrict officials handle 
many activities simultaneously, their budget 
process requires much time and attention, and 
from tLne to time changes will be necessary in 
accounting systems or data presentations. i!Od- 
ever, GAO believes that the collection and main- 
tenance of good data are essential if the Congress 
and t'ne City Council are to have an informed basis 
for determining overall fiscal needs. Xhen changes 
are ioade in the data presentations, adeiluate doc- 
umentation, such as footnoting the changes, should 
be included in the budget documents to make it pos- 
sible to make reasonably accurate comparisons over 
time. GAO welcomes the commitment to provide con- 
sistent, reliable information in the future, and 
believes this will help the Congress and city of- 
ficals to focus on overall issues of financial 
strategy. Once established, an adequate infor- 
.nation system dill help to lighten the load of 
preparing -budget documents. 
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CHAPTER 1 

INTRODUCTIOX 

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

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

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

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

OBJECTIVES, SCOPE, AND METHODOLOGY 

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



and other management activities, provisions for financing past 
unfunded pension liabilities, or the overall level of financing 
needed to provide essential public services to the Nation's 
Capital. 

One area discussed in the report, the impact of inflation 
on District revenues and expenses and the extent to which its 
effects on the District budget can be controlled by District gov- 
ernment officials or the Congress, would benefit from additional 
work. Time did not permit us to undertake the detailed analysis 
of the components of the city budget that would be required. 
It was therefore necessary to rely on data in this important 
area that was not as firm as would have been desirable. 

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

Characterization of the history of Federal- 
District financial relations 

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

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

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

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

--How have the Federal payment, local taxes, and Federal 
grants changed compared to the general rate of inflation 
in the economy? 

--How have District tax burdens changed since home rule 
compared to those of surrounding jurisdictions and of 
cities of comparable size? 

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

--How does the experience in the District of Columbia compare 
with trends in State and local finances throughout the 
United States? 
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Pcder21 -3aj,~nt in tile context of projections 
of revenue and ex)enses t:iroug:l 1996 

Por this analysis, contained in c3apter 4, 'nie us3d 3istrict 

g3verrxxn t gr3jections greprecl as a iTart of the 13?2 '3uZget sub- 
:ilitte,J to the City Zouflcil in October l?CO. T;le SelT-Government 
;,ct Su;ir;et provisions reyulred that such projections 'be made, 
and .ure used this projection to allo.. "order of magnitude" con?ar- 
isons with revenues generated 5;r alternative Federal 2aynent 
formulas. i7e are not, however, in a position to endorse the 
accuracy of this projection. 

Lrra1~si.s of Fedaral ;lay:;lent formulas 

The discussion contained in chapter 5 does not rely on 
s,xecial data sourc'es, an2 bot;l the ty>?es of ,oro,>osed formulas an.3 
issues of concern that we analyzed have been identified in other 
docunents. :le hava, however, attempted to focus the discussion 
on s,7ecific matters of concern at the present ti3e. ;Je also 
identified changes not involvin,g a formula-based payment that 
could provide benefits associated with formula-based payments. 

Clanjes rn the Federal payment Trocess 
that could contribute to efforts to 
i.a2rove District financial aanagemcnt 

In pursuing this objective we assessed information developed 
in each of the other objectives. ?7e also brought to bear on tile 
subject what ue have learned from audits of District government 
activities and revievYT of efforts to improve financial management 
in the District. :le concentrated on trying to identify possible 
changes in the Federal.~ayment process that ,dould be consistent 
dith and help contribute to efforts for improved financial 
sanay2Jent. 

5 



The 1973 District of Columbia Self-Gov2rnnent Act provides 
for an elected mayor and city council and gives city officials 
greater responsibility over District affairs. However, the Con- 
gress retains the power to review the city's annual budget, to 
appropriate all funds (including those derived from city tax 
levies), to set the amount of the Federal payment, and to veto 
all locally enacted laws including revenue measures. l-/ 

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

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

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

Title V of the act sets forth the duties of the Xayor, Coun- 
cil, and Office of Management and Budget with respect to the 
Federal payment. It requires the :-layor to prepare information 
on intercity tax comparisons and on th2 elements affacting the 
District budget that result from the "unusual role of the Dis- 
trict as the Xation's Capital." It also states that the Federal 
paymant should 

“operate to encourage efforts on t'ne part of the govern- 
ment of the District to maintain and increase its level 
of revenues and to seek such efficiencies and economies 
in the management of its programs as are possible." 

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

L/;;lith respect to Federal involvement in District fiscal matters, 
title VI of the act specifically states that there is to be no 
change in the role of the authorization and appropriation commit- 
tees or of the Office of Yanagement and Budget (which includes 
ma!;ing changes in the District budget request and including the 
5'2deral pay:nent in the U.S. budget). The act also prohibits 
the District governinent from t-.xinr; the wages of non-District 
residents. 

7 



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

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

The Congress established two commissions in the 1970s to 
help deal with management problems. The Commission on the Organi- 
zation of the Government of the District of Columbia, established 
in 1970, studied the District organization and method of operation 
and made numerous recommendations for improvement in its 1972 
report. The Temporary Commission on Financial Oversight of the 
District of Columbia, established in 1975, just a year after 
elected government took office, is presently working to improve 
several of the District's accounting and financial management 
systems. 

On occasion, the Congress has specifically linked the Federal 
payment to efforts to improve accounting and financial management 
systems. In July 1930, the Congress increased the Federal payment 
$6.5 million in the 1980 Supplemental Appropriations and Rescission 
Act (Public Law 96-304, approved July 8, 1980), to insure that the 
District could pay its, share of the costs of the Temporary Com- 
mission on Financial Oversight of the District of Columbia. To 
cite another ex;:.mple, in a Fe'bruary 7, 1972, letter to the Mayor, 
the Chairman of the Senate Committee on Appropriations, Subcom- 
mittee on the District of Columbia, stated that 

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

Such a contingent appropriation was not made and the District 
government's accounting system has yet to be approved by GAO. 
However, the District of Columbia is not unique in this respect. 
Despite the efforts associated with the Joint Financial Management 
Improvement Program, 36 percent of the accounting systems of 
Federal agencies have not yet been approved. Among cities, prob- 
lems with financial management systems are by no means unique to 
the District of Columbia. 
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CHAPTER 3 

THE FEDERAL PAYSENT AND DISTRICT REVEXUGS SINCE 1970 

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

Since home rule, the Federal payment has declined as a per- 
centage of total District general fund revenue. The Federal pay- 
ment as a percent of total general fund revenue increased in the 
years prior to home rule. As a result of the increased authoriza- 
tion for 1975 contained in the Self-Government Act, the percen- 
tage reached a peak of 27.3 percent in 1975, when elections took 
place and the new government took office. In 1931, the estimated 
percentage of total District general fund revenues represented 
by the Federal payment is expected to be 21 percent--l percent 
below the percentage in 1970. Although the amount of the Federal 
payment increased by $69.2 million between 1975 and 1981, the 
payment's purchasing power, when discounted for inflation as 
measured by the GNP deflator, has declined by approximately 17 
percent during that period. 

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

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

SIXCE HOME RULE, THE FEDERAL PAYMENT 
HAS DECLINED IN RELATION TO OTHER 
REVENUES ALUD IN PURCHASING POWER 

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

Year Authorization Appropriation 

--------------(millions)------------------- 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 (note d) 
1982 (pro- 

posed) 
(note e) 

$118.0 
131.0 
179.0 
190.0 
190.0 
230.0 
254.0 
280.0 
300.0 
300.0 
300.0 
300.0 
300.0 
336.6 

$116.2 
131.0 
173.7 
181.5 
187.5 
226.2 
248.9 
276.7 
276.0 

b/250.0 
276.6 
295.4 

c/300.0 

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

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

$/Estimated. 

d/Present authorization. 

e/Amount included in Reagan administration's budget. 
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From 1970 to 1975, the Federal payment and revenue sharing 
accounted for just over 45 percent of the increase in general 
fund revenue available to the District. In contrast, from 1975 
to 1981, these Federal funds represented just over 11 percent of 
the increase (see fig. 3-2). In relation to District taxes, the 
share of increased expenses provided by District-raised funds 
increased from about 55 percent in the 5 years before home rule 
to 88 percent in the 6 years since home rule. 

Figure 3-2 
Percentage of Increase in Total District 
-General Fund Revenue Before and After 

Home Rule Attributable to Federal Payment 
and Revenue Sharing 

Perc&Jt 

Federal Payment 

Revenue Sharing 

38.4% 

Before Home Rule After Home Rule 
1970-75 1975-81 

Bote : Calculations derived from data in appendix I, table 1. 
(Does not include pending authority.) 
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Figure 3-3 

Percent Change in General Fund Revenues 
and Prices Before end After Home Rule 

Prices 

I Total General Fund 
1975-x 

Federal Payment 

1975-o 

Revenue Shxing ] iSee Note1 

Local Funds 

Prices 

Total General Fund 
1 
Federa, Paylnent 

G9% 

Local Fur?ds 88% 

'I 
-10 0 10 20 30 40 50 60 70 80 So 100 

Percent Change 
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Table 3-2 
Percent Change in General Fund Revenue 

Available to the District Government 

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

Local funds 40.3 55.2 21.4 9.0 

Revenue sharing 

Federal payment 

Total general fund 
revenue 

(a) 34.7 -28.4 -28.1 

94.7 22.0 7.0 1.6 

57.6 45.5 16.6 6.7 

Percent change in 
GNP deflator 39.2 19.6 

a/Revenue sharing first received in 1973. 

31.3 8.8 

Note: Most of the 1981 and 1982 data estimated. See appendix I 
for supporting data. (Does not include pending authority.) 

Table 3-3 
Percent Change in District of Columbia 

General Fund Revenues Discounted 
by GNP Deflator 

Revenue Source 1970-7s 1975-78 1978-81 1981-82 

Local 0.8 29.8 -7.5 0.1 

Federal payment 39.9 2.0 -18.5 -6.7 

Revenue sharing (a) 12.6 -45.5 -34.0 

Total general fund 
revenue 13.2 21.7 -11.2 -1.9 

a/Revenue sharing first received in 1973. 

Note: Most of the 1981 and 1982 data estimated. See appendix I 
for supporting data. (Does not include pending authority.) 
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tax base. 11 The sales tax base would appear to be the biggest 
question mark among the major taxes. However, the District's 
own source revenues appear better able to keep up with inflation 
now than in the past. 

Table 3-4 
Percent Change in District Local Revenue 

Sources, Selected Years 

Percent change in 1970-75 1975-78 1978-81 1981-82 

Property taxes 10.3 39.6 17.6 19.3 

Income taxes 66.2 60.7 20.8 8.7 

Sales and use 
taxes 48.8 57.8 20.3 4.4 

Other (tax and 
nontax) 41.7 68.1 34.2 4.5 

All local revenues 40.3 55.2 21.4 9.0 

GNP deflator 39.2 19.6 31.3 8.8 

Note: 1981 and 1982 data estimated by the District of Columbia 
government. See appendix I for supporting data. (Data 
does not include pending authority.) 

A/It would be difficult for a rate of increase in property tax 
assessment twice as large as the rate of inflation to be sus- 
tained for a long period of time. If this in fact occurred, 
it might be appropriate to offset the increase by reducing the 
tax rates. High interest rates or other factors could depress 
property values at some point. 

21 



Table 3-5 
Percent Change in District Personal Income 

Total and Per Capita 

Percent chance in 

D.C. personal income, 
total 

1970-75 1975-78 1978-80 

48.0 28.8 10.3 

D.C. personal income, 
per capita 57.4 36.3 16.0 

GNP deflator 39.2 19.6 18.9 

Note : See appendix I for supporting data. 

District personal tax burdens have 
remained high at most income levels 

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

Although District tax burdens overall have kept pace with 
local jurisdictions and many U.S. cities, it should be recognized 
that there are cities (Boston, New York, Philadelphia, Milwaukee, 
Baltimore, and Pittsburgh) whose combined State and local tax 
burdens are greater than the District's at most income levels. 
For a family of four earning $30,000 per year, the estimated tax 
burden in Boston in 1978 was 88 percent higher, and Baltimore was 
18 percent higher. 
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The District's share of Federal grant funds available to 
all State and local governments constitutes a major source for 
many District government activities, especially in the human 
resources, housing, and highway areas. The $357 million which 
the District anticipates in grants for fiscal year 1931 exceeds 
the 1981 District Federal payment by 21 percent. Although this 
report concentrates on District general fund revenues not includ- 
ing grants, trends in grant fund availability can influence 
local funding decisions. 

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

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

After home rule, .however, Federal grants leveled off, a pat- 
tern similar to that experienced by the Federal payment and 
revenue sharing. Since home rule, the rate of increase appears 
to have been less than the rate of increase in inflation. From 
1933 to 1981, a 13.5-percent drop in the absolute amount of grant 
funds was forecasted by the District government before proposals 
Ear reducing Federal spending were made by the Reagan Administra- 
tion. lJ 

REPORTED END-OF-YEAR Ei.IPLOYMENT 
II‘AS DECLINED SIX'CE 1979 

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

L/The 1982 District budget estimates Federal grant receipts of 
$413.0 million in 1980 and $357.4 million in 1991. 
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eliminates the effect of the decline in resources that occurred 
since 1978. If number of households rather than number of persons 
is used as an indicator of service demand, a different picture 
emerges because the number of households has not declined nearly 
as much as population due to decreasing household size. 

Population and households, as the District properly points 
out, provide two measures of the demand for service, but there 
are others as well--school children, Aid to Families with Depen- 
dent Children (AFDC) recipients, senior citizens, etc. The school 
population dropped consistently through the 197Os, but since 1976 
the District reports a 7-percent increase in AFDC cases, a g-percent 
increase in the prison population, a 14-percent increase in police 
and fire pensioners, and a 27-percent increase in the general as- 
sistance caseload. The presence of diverse service groups makes 
it more difficult to evaluate the significance of changes in over- 
all funding levels. In pointing out problems in placing too much 
weight on changes in per capita spending, the District government 
also notes that as a city's infrastructure ages, it becomes more 
costly to repair even if population has declined, and, moreover, 
the need for police and fire services does not decline in propor- 
tion to population. 

Table 3-8 
Per Capita and Per Household Changes in 

General Fund Revenues Discounted for Inflation 

Percent change in 1970-75 1975-78 1978-81 1981-82 

General fund revenue 
discounted by GNP 
deflator 

General fund revenue 
discounted by GNP 
deflator and divid- 
ed by D.C. popula- 
tion 

13.2 21.7 -10.3 - 3.0 

20.3 28.8 - 4.7 - 1.0 

General fund revenue 
discounted by GNP 
deflator and divid- 
ed by the number of not not 
D.C. households 9.3 20.3 available available 

CONCLUSIONS 

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

DISTRICT REVE:JUE AND EXPE:JDITURE OUTLOOK 

TEROUGZ 1986 

The District government projects a gap of $173 million 
between revenues and expenditures in 1986 if neither the Federal 
payment nor local tax rates increase and if existing service lev- 
els are maintained. An increase in the Federal payment would 
help to close this gap, but expenditure reductions and local rev- 
enue increases could also help to balance each year's budget. 
Improvement in the District government's budget information would 
make it easier for the Congress, the <City Council, and the public 
to assess overall financing strategies. 

DISTRICT'S "HOLD THE LIXE" FIXASCIAL PLAN 
S;-IOLJS A GAP BETWEEX REVE?JUES AND EXPElrTSES 

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

The plan providesa 'breakdown of major revenue and expendi- 
ture categories but there is little support to show what economic 
assumptions lie behind the projections. Insofar as we can deter- 
mine, the plan assumes that from 1982 to 1936 there will be a 36 
percent increase in the nominal value of the economy as the result 
of an average annual growth rate of about 8 percent each year. 
Assumptions regarding the division of this nominal change between 
sricea and real growth are not given. The Carter Administration's 
1982 U.S. budget assumed that the GBP deflator would increase 
about 32 percent between 1982 and 1986. 

T!le plan provides for repayment of a $215 million bond issue, 
the proceeds of which kJil1 be used to pay for accumulated obliga- 
tions, and in 1983 for a gap of $40 million between revenues and 
expenditures. By 1936, the gap is expected to increase to $173 
million (see table 4-l). It was difficult to analyze the expen- 
diture forecast because the plan did not include specific infor- 
mation about population, households, or other service populations. 

l/At the current time a bill has been introduced in the Congress 
bf'nich provides for payment of a $184 million bond issue rather 
than the $215 million mentioned in the plan. 
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As required bi the Self-Government hct, the 1992 bud-jet, 
submitted to the City Council in October 1980, was balanced based 
on the currently authorized $300 million Federal pay:nent. In 
1983, ho;Jever, projected expenses exceed projected revenue by . . $40 ,mA.l11on, a gap that rises to $173 million (about 9 percent 
of projected expenses) by 1985. The difference between projected 
revenues and expenditures is shown in table 4-l. Following a 
brief discussion of revenue and expenditure components, this 
chapter outlines alternatives for closing the gap. 

Revenue projections 

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

Expenditure projections 

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

IJXet ;?roperty tax collections resulting from assessment in- 
creases and rate modifications (if any) are ex,sected to in- 
crease in line with the overall rate of change in the economy, 
and the progressive rate structure o f the income tax system 
is expected to increase revenues by inore than the comparable 
change in t'he District's Personal income. 
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Table 4-3 
Change in Expenditure Categories 

Cornoared to Change in the Economy--1982-86 

Category 

Personal services 

Goods and services 

Expected change in 
level of exoenditures 

-----(millions)----- 

$260.3 

54.7 

Entitlement programs 
and fixed costs 

Debt service 

171.1 

40.3 

Repayment of deficit 
(note a) 10.0 

Total expenditures $536.9 

Change in the economy not applicable 

Percent change 

40.0 

20.0 

40.1 

28.3 

50.0 

35.5 

36.0 

a/The District plans to borrow $215 million L/ to finance obli- 
gations currently due but incurred in 1980 and earlier. The 
loan plus a $194 million amortization fund to offset non- 
current obligations would be paid at t'ne rate of $20 million 
the first year and $30 million each year thereafter ($10 
million for the amortization fund and the rest for the bond 
issue). According to the District's 1982 executive budget, 
the bond issue will be paid up in 30 years and the amortization 
fund in 20 years. 

FINANCILJG PRIOR YEAR ODLIGATIONS 
AXD OTiiER SPECIAL ITEMS 

Throughout the 197Os, the District budget was balanced on 
a cash basis, a practice which allowed obligations incurred 
in one fiscal year to be paid with revenues obtained in a sub- 
sequent year. As the decade progressed, the level of obligations 
carried over into the next fiscal year increased, with the most 
rapid increase occurring before home rule. In 1970, $42.8 million 
in obligations incurred under the 1970 appropriation were carried 
over to be paid from 1971 revenue. As shown in table 4-4, the 
amount carried over at the end of the year had increased to $103 
million by 1975 and to $155 million by 1980. 

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

The general fund projection excludes funds that the District 
receives under Federal grant programs, an amount estimated to be 
$356 million in 1932. As discussed in the previous chapter, this 
source of funds reflects a 13.5-percent decline from 1980 to 1981-- 
prior to consideration of the budget cuts proposed by the Reagan 
administration. A policy determination to provide District 
funding to mitigate the impact of diminished grant funds would 
require an increase in expenses over that contained in the finan- 
cial projection. 

Unfunded pension liability 

The District has a large amount of unfunded accrued pension 
liabilities. The unfunded amount is projected to increase by 
25.2 percent between 1932 and 1986. Although the unfunded liabi- 
lity is growing, the unfunded percentage of the liability is 
decreasing. For example, in 1982 the unfunded portion was 73.3 
percent and the funded portion 26.7 percent of total pension 
liabilities. By 1936, the unfunded portion is projected to be 
70.3 percent and the funded portion 29.2 percent of total liabi- 
lities. Any effort to reduce the unfunded liability further 
would obviously require an increase in expenses beyond that 
contained in the projection. 

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

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

Reducing expenses 

Closing the gap through expenditure reduction would most 
likely have to focus on two of five major cost areas--personal 
services and goods and services. Personal services make up 43 
percent of the 1982 operating budget and goods and services 13 
percent, for a combined total of 61 percent. The other major 
cost categories are fixed costs, debt service, and repayment of 
deficit. Except for recipient benefit programs over which the 
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Taxing nonresidents 

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

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

Increasing the Federal payment 

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

Combination of alternatives 

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

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

Needed improvements in the information provided to the City 
Council, the Congress, and citizens to evaluate District revenue 
and expenditure proposals extend beyond those associated with 
implementation of the financial management system that has been 
designed at the direction of the Temporary Commission on Finan- 
cial Oversight of the District of Columbia. In addition to book- 
keeping accuracy, District budget presentations should provide 
a clearer understanding of the trends, assumptions, and policies 
which are implicit in financing proposals. 
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In ad..lition to closing ths gan, a current problem is hobo 
to finance t!le previous year's unfunded obligations. The 
District sro>oses to issue bonds and to use the ?rocetds to 
>a1 t:-ls unfunded o'bligations. 

Tile District kss ilOt fully corii7lied .rlit:l provisions of the 
Self-Governsent Act which require tfle Liayor to preFar,e 'budgets 
reflecting a,JAJroved budgets and expenditures for the imme~diately 
preceding 3 fiscal years. Data that was provided was not pre- 
sented consistently and thus was not comparable over time. Also, 
data was not available which would allow comparison between 
;enaral fund revenues, expendituras, and appropriations. This 
data is necessary if the District, the Congress, and the public 
are to effectively analyze the District's financial performance 
over time. 

It was difficult to analyze the financial plan because there 
-<as little support to show what economic assumptions lie b2hind the 
Trojections. The section that projacts revenues and expenditures 
contained no historical information on past expenditures or reve- 
nues and assumptions on expenditures, growth in the economy, or 
demographic changes, and other information needed to analyze the 
llan was not stated. This information is needed so that the Dis- 
trict can focus clearly on its objectives and the City Council, the 
Cotqress, and the public can effectively analyze city operations. 

RECOtli4EBDATIOXS 

The District of Columbia gov2rnment, the Congress, and the 
public all need accurate, consistent information to be able to 
InaXe informed assessments of the District's overall revenue and 
expenditure policies. The Self-Government Act, which stipulates 
that each year's budget must include data on th2 3 previous and 
4 subsequent fiscal years, creates a framework for :Jroviding the 
information if the District government clossly adneres to the 
act's requirements. 

Lie recommend that the Mayor take these steps to enable tha 
District's budget documants to serve as the basis for making more 
informed judg,aents about overall city financial policies: 

Comply with Self Government Act provisions to present 
consistent information for the budget year, for the 3 
previous fiscal years, and (on a projected basis) for 
the following 4 fiscal years. All the information should 
be readily identifiable in the city's 'budget. Such infor- 
mation is needed for all revenues by major types, appro- 
,2riations, and obligations (for personnel and other major 
categories of expense); annual full-tine equivalent employ- 
:nant in i>ositions actually filled: and grant and other 
data. If budjet categories change, such as changing the 
the definition of the general fund, sufficient information 
should be provided to allo& reasonably accurate comparisons 
to be made, as the Self -2overrment Act intended. 
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CEAPTER 5 

ISSUES RELATISS TO 

FORMULA-BASED PAYXENTS 

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

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

--preserving the Federal interest, 

--amount of payment, 

--predictability of the Federal payment authorization and 
appropriation, 

--District government autonomy, 

--incentives to increase efficiency, 

--timeliness, and 

--ease of administration. 

The chapter also contains a discussion of ways other than formula 
payments that some of the benefits attributed to formulas can be 
achieved. 

TYPES OF FORMULA PAYMELUTS 

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

--Percentage of Local Revenue. Under this approach, the 
Federal payment would be calculated as a predetermined 
percentage of some or all local revenues. Under legisla- 
tion considered by the House District Committee in 1990 
t'ne Federal payment for 1992 would have been set at 43 
percent of 1980 District tax collections. 

--Cost-of-Living Escalator. From a base considered to rep- 
resent a fair Federal payment, the payment each year would 
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The legal basis for the Federal interest flows from tha Con- 
stitutibn .ihic!? ;iTJes t:le Congrass exclusive jurisdiction over 
the District. As with all expenditures, the Federal Government 
has responsibility for assuring that funds appropriated to the 
District of Columbia are spent for authorized purposes and ac- 
counted for. The Federal Government has particular interest in 
public safety, transportation, and environmental services, since 
it is the city's largest employer. It owns about 40 percent of 
the land area in the District and is, moreover, the main reason 
that citizens from throughout the Nation visit the city each 
year. In a broader sense, however, a Federal interest arises in 
the District strictly as a result of its dominant economic role. 
Al:hough the private sector has grown in recent years, the Fed- 
eral Government is the largest employer, and many private sector 
activities are directly or indirectly dependent on the presence 
of the Federal Government. 

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

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

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

l/An example of the need for special Federal initiatives that 
can arise from the Federal presence is the relatively small 
size of District banlcs compared to those in many other metroqo- 
litan areas of comparable size. This small size occurs because 
of the service nature of the District economy, because the Fed- 
eral government is its own banker for the most part, and because 
jranching across District lines is generally prohibited. As a 
result, the District traditionally has had less locally owned 
and controlled sources of capital than might be expected given 
the size and income of the city. 

43 



Almost any formula can be maae to produce almost any desired 
amount of money in the initial year. Thus, for fiscal year 1992, 
three percentage-of-revenue proposals using different assumptions 
would have provided payment to the District in the anounts of 
$332.8 million, $409.0 million, and $399.0 million. Setting the 
base year amount of a formula payment is thus much like changing 
the authorization under the present lump sum apTroach, except 
that it provides an explicit rationale for the amount of the 
payment that is also the basis for calculating the amount of the 
paynent in su'bsequent years. 

Examples of the amount of Federal payment that would be pro- 
vided t'nrough 1986 under several alternative Federal payment for- 
mulas are shown in table 5-l. The formulas are based on revenue 
forecasts prepared by the District government in its fiscal year 
1932 budget submission to the City Council in October 1930. These 
forecasts implicitly assume an increase in the local economy's 
size of about 8 percent each year. To maintain consistency with 
the projection that was based on a 1982 budget with a $300 million 
Federal payment, the table assumes that initial changes in the 
Federal payment would take place in 1983. The Federal payment 
authorized under existing law is also included in the table. 
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Obviously any number of other formulas could have been cal- 
culated for inclusion in table 5-l. Some of these formulas cou1.d 
be i;uite complicated. For example, a formula could be devised 
that tiould take into account changes in ?oTulation, assumed 
cnanJes in productivity, a ceiling on the percentage ijrowth in 
the ,qayment that could occur in any year, and a ceiling on the 
percentage of the District general funl that can be financed b/ 
tile Federal ?alment. 

Since the initial level of a formula can be set at any 
amount, as a practical matter the establishment of a formula would 
no doubt have to take into account continuity with the recent his- 
tory of the Federal papent and congressional judgments about the 
a2L>ro2riateness of the overall level of District expenditures 
and of District own source revenue efforts. The fiscal situation 
which the District now faces is likely to be more conducive to a 
consensus judgment about the pattern of appropriate District to- 
tal spending and revenue patterns tnan ‘was the case at the time 
the ;elf-Government Act Leas 2assed. At that ti.me there was real 
,growth in the >er capita level of city services financed -by the 
District budget (with much of the increase financed by increases 
in the Federal pay.nent). 

,jith increases in the overall level of services discounted 
for inflation less likely to be an issue, it is more likely that 
a consensus can be reached on the a$i>ropriate amount of total 
Federal financing needed in a hold the line, inflationary set- 
ting. (Significant issues associated with the composition of 
services in an overall no-growth situation can, of course, be 
expected.) If national Federal grant Programs (Lledicsid, urban 
development, public sector employment) were to be cut back, how- 
ever, the question of .whether to increase locally financed ser- 
vices on a per capita basis could once again become a ;najor issue, 
as it would in mani other jurisdictions. 

An issue that has been of continuing interest regarding Dis- 
trict finances is whether the expenditures of the District are 
too high relative to the population. .Xlthough intercity compari- 
sons are difficult to make, the District government seems generally 
to have more public employees per citizen than other jurisdictions. 
Some--and per;?aps .nost--0 f the relatively high public employee 
ratio in the District of Columbia can be attributable to the 
totally urban character of the District, to the high >ercentaga 
of commuters and tourists relative to the residential population 
that exists in the District, and to demographic characteristics. 
It is also possible that local taxpayers or the Congress desire 
(and are willing to ?ay for) a larger government sector than 
exists in other cities. For example, the Congress has supported 
a relatiV2ly lar<,-e police force in tne District compared to those 
of otrler 1ar;e cities. Logically, a contrijuting factor to a 
larger public sector could also 'be that ;>ublic services are 
Drovided more inefficiently in the District of Columbia t:lan 
in other jurisdictions. 



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

PREDICTABILITY OF THE FEDERAL PAYMEXT 
AUTHORIZATION MD APPROPRIATION 

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

iiith respect to the predictability issue, separate considera- 
tion needs to be given both to the payment authorization and to 
its appropriation. The experience in the period 1978 to 19'93, 
when the Federal payment was held Level and then reduced despite 
higher authorization was unique in the history of the Federal 
payment in recent times. Before that experience, the Federal 
payment appropriation was much closer to the amount authorized. 
(See table S-2.) 
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conduct effective financial planning. Although the Carter admin- 
istration's proposed budget contained an increase in the Federal 
payment for 1932, the 1932 budget submitted to and approved by 
the City Council could not be based on use of the new funds be- 
cause by law the District budget must be balanced against revenues 
already authorized. 

The District government cites the sequence of events in fis- 
cal year 1980 to demonstrate the problems of financial planning 
with an unpredictable Federal payment. The District began pre- 
aaring the fiscal year 1980 budget in early spring 1978 and sub- 
mitted the budget to the Council on October 1 on the basis of 
the authorized Federal payment of $300 million. In June 1979, 
the House Subcommittee on Appropriations recommended a reduction 
of $108.5 million in the Federal pa-gent to $191.5 million and 
commmensurate decreases aostly in what the District considered 
to be nondiscretionary spending areas--e.g., retirement costs, 
pay raises, and public assistance. The Senate adopted a higher 
payment and the appropriations act was signed October 30, 1979. 
Additional funding for nondiscretionary iterns and pay raises 
'was included in the 1980 supplemental appropriation financed in 
part by an increase of $38.3 million in the Federal payment to a 
total of $276.5 million. 

There are possible advantages to the Federal Government of a 
Federal pa-yment authorization (and perhaps appropriations) pre- 
dictable in advance of final local action on the District 'oudget 
for a given year. District officials will know that no more 
Federal aid can be expected and that they must iaise local taxes 
if available revenue is insufficient for the desired a?endin-; 
progrm. A system in which the Federal payment is unpredictable 
can encourage "crisis type" budget presentations (and accompany- 
ing local political activity intended to elicit each year the 
largest possible Federal payment). 

Since a major component of increased city expenses is wage 
and salary increases, there is an advantage in having city deci- 
sionmaking officials, employees, and tha general public know well 
ahead of time the maximum Federal contribution that will be avail- 
able. By the sa.me token, it must be expected that the District 
will spend :-he full Federal payment, for it would be difficult 
to negotiate &age settlements if unused Federal funds lapsed bac'k 
to the U.S. Traasury at the end of the fiscal year. This tendency 
for local expenditures to expand to whatever Federal payment can 
be predicted in advance suggests the importance of tailoring any 
formula that would be adopted to what the Federal Government 
'oelieves the city needs to provide necessary services at reason- 
able cost. 

DISTRICT GOVERXlENT AUTOXOMY 

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

INCENTIVES TO INCREASE EFFICIENCY 

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

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

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

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

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

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

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

TIMELINESS 

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

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

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

CHANGES ?JOT ILUVOLVIXG FORMULAS THAT 
CAN ACHIEVE SOME OF THE ADVANTAGES 
OF FORMULA-BASED PAYNEXTS 

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

A Federal payment that will provide an incentive for in- 
creased efficiency must be based on estimates of the amount of 
Federal payment likely to be needed by an efficently run govern- 
ment given a reasonable local tax effort. To the extent that 
the amount of Federal payment that would serve such a function 
can be estimated in advance, exact Federal payment amounts can 
'oe authorized several years ahead. This was essentially the 
approach taken in the 1973 Self-Government Act. The time horizon 
in such an approach can be as far ahead as the Congress desires, 
and future authorizations could also be amended at a later date. 
Data on such things as tax rates in surrounding jurisdictions 
and other large cities, esti,nated net burden of the Federal 
presence, and demographic changes can continue to be used to 
sajce the judg.nents about the Federal payment authorizations 
as informed as possible. 
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,authority for t:he city, 1/ or changing the District fiscal year 
(or ~DUclLjSt submission ,laTe) to reduce the ti,ne bet*geen budjet 
EorrJulation ani! sxacution. 

CO 12iU-13“; . " L. 

9Od .nuci1 the ?edaral papent s:houl3 'be in 1732 and subse- 
-usfit years and unetLh2r changes s;?oul:! 5e :nade at this time in 
tns *jay the Federal 2a;lment is :>rovided to t'he 3istrict arf 
essantially ,>olitical questions that the Congress must decide. 
;i'hile Lie ho;>2 that this report will help the Conqress in naking 
judcjnents on these questions, we cannot answer them on the basis 
of tiork performed. Our analysis, however, does lead us to the 
following conclusions about formula-based Federal payi"ents and 
about the relationshi;> of chanses in t:he 13aynent ;nec:lanisn to 
inprovem2nts in aistrict financial sanagement. 

The arpnents for and against a for:mla-'eased palnent are 
complex, even -4hen vi.ew2d strictly fron the Terspective of the 
Federal interest. It is not the case that all arcjunents for a 
formla favor th2 Cistrict as oppsed to the Federal interest. 

Issues asscciated with the desirability an,! nature of a 
Federal pay:nent formla vrould be easier to resolve if: 

--there >Jere an explicit effort 5y the Congress, C?::3, and 
the 3istrict goverrment to establish service Goals for 
tile Zistrict's population and service groups in an infla- 
tionary environment; 

--t;ls informative content and relia.bility of budget infor- 
aation Zrovided by the 3istrict governmant to the City 
Council, the public, and th2 Congress were irqroved; 

--the iqacts of inflation and of economic and deno5raphic 
changes on the Cistrict's revenues and expenses were 
better understood: and 

--tile 3istrict goverrmsnt de.mnatrated inprovenents in 
pro,Jra,n an3 financial :aanage!nent. 

if a formula-'Jased s;3,;roach were to be seriously consider26, 
we believe that: 

--X0 one fcr:nula a?>roac:l can be de3onatrated to be theo- 
reticalll superior, nor ca3 the proger for.3 of a formula 
'aa calculated fr2e from jud;.; ents a'bout the .none( that 



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

Any changes in the Federal payment mechanism that are adopted 
should be reviewed in 3 to 5 years to assess circumstances sur- 
rounding city finances and the degree to which Federal interest 
is being achieved. 
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+j 2.3 

-523.2 

-j 3.3 

+515.9 
+ 2.2 
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1981 
‘%I . 2.22. o=t. .&Iv. 2ec. J.Xl. Feb. .lat. sgx . Yay. Jun. 

zi- 91 (13/l) LVZ -----hngressKma1 review of '3iulJet----- eresidfmt 
Fir-d 3.'. a.bps a.ltmir rIoBe z&late CalPer- signs 
cs?.pr hipi-t b&.$x aaim action - e** 
action: Q=ncY to Cm3ress on bld~ot on Su3pt action on 
(9/s-10) reo.mse wt 
call for to 011s 
President President 
aI%3 ad cagress 
ax-l.Jress hxlget 
budpts to printer 

?n?l im. rcwenue (10/L) 
astirmtes Irstruc- 

tion.9 to 
apncies 

(J/15) (P/4) 
Prelim. KtLsStNC 
Lxv%ue tions ta 
estimtaa s+mcie3 

Zgsacies 
sumlit 
tadgets 

(3/25) 
PreLim. 
tudget r-. 
to3curd 

(5/15) 
\3cwnciL 
adopts 
-wt 

(2/24) 

n 

15/l) 
decision.3 f&&at hi?? 
p33ssntti submitted =w- 
to a.mt( to 3ax3 bu!3get 
Zxecutive 
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.i mrixm 3f i~5clL Yex 1932 Sxlcjet ZaLen3ars: Xstrict sE ;oLumia 
ati SeLecteJ Jurisdictions - brmlized ta Fiscal Years Znditq June 30. 1982 (rote a) 

1973 19m 
Jurisdiction xl". SC. Jan. ietl. ..hC. r. hf. Jun. JUL. 

Jistrlct of Slunbm (L/23) (2/25) (3/5) (5/7) (6/15) &.mciL rz 
?reLi(n. ZreLi,n. 1nstmUC- Final 3ujnit of budljet 

Jaltimre ‘iti b 

?reLi-a. 
D2"2"U2 
estimte 
1nstrw- 
tion to 
qenciss 

@he fiscal year 4s m g/30/82 for 3.:. arxl 6/33/92 for the other jurisdictions. ALL events related 
to tne District are snifted bade 3 mths to mke the ~pericds amparable. 

t@is rnf mt occur until ureLL after tks aeginning of fiscal par 1902. 

jource: &strict of &lurk&a. 3ffice of &&ret and .iesource 3eveLqxwmt 



APPENDIX III 

Title V, Section 501 
of Public Law 93-198 

APPENDIX III 

SEC. 311. (a) It hrll be the do:y of the .\Inpor in preparing nn 
xnnnal br~lger for the government of the District to develop rne*n- 
inpfrll inter+ esprnlhtnrr and revenue c0mparibons bilsed on dntn 
snpl,lied by the I(urrau of the (‘ensns. :tnd to identify elements of 
vast xntl brnrtits to rhe L)lstrict \vhich result from the nnusnal role of 
the District US the S:ltion’s C;I;>ital. The results of the studies con- 
SWIPE bv the JL:rvor under this subsection sh~lll be mxde ;tr:liluble 
ro the (‘r;nncil :I& lo the Federnl Ofice of Management nnd Budget 
for their use in reviexving MHI revising the Mayor’s request with 
r~specr to the level of the qq)rop~nttion for the :~~nu~rl Federnl pny- 
tnent to the Ijistrict. ,cinch Fe~lerxl pnyment should operate to encour- 
;Ipe efforts on tllr lmrt of the government of the District to nnrintain 
arul mcrwse its level of revenues and to seek such efficiencies nnd 
ccouomivs in the mrultlgement of its progrxms ils ilre possible. 

( b) The Mayor. in stnclying nnd identifying rhe costs ~tl benefits 
to the Ijistrict broblgllt ;tbout by its role BS the S&on’s Capital, shotlId 
to the extent fe&ble. ~mo?p other elements, consider- 

(1) rc~nnes nnolnalnnhlr because of the relative lnrk of tax- 
able commerchrl and industrial property; 

(2) revenues nnobtninnble because of the rclntive lnck of tnx- 
able bnsilless income: 

(Z) potential revenues that wallid be realized if exemptions 
from I)istrict taxes Lvere eliminnrrd: 

(4) net costs. if any. nfter considering other compensation for 
t;tr hasr deticirncies ;lnd Ilircct IUUI indirect taxes pald. of provid- 
ing servrres to t;lx-exempt nonprotit orennizations :lnd corporate 
ofices doing business only jvith the Federnl Government; 

(5) recnrrinp :tmi nonrecurring costs of unreimbnned services 
to the Federal Government: 

(ii) other rspenditnre requirements plncrd on the District by 
the Frderxl Government which ure nniqne to the District; 

(7) benrti& of Federal Fmnts-in-aid relative to nit1 given other 
states ;uld loc;:l governmc’nts; 

(426540) 
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Request for copies of GAO reports should be 
sent to : 

U.S. General Accounting Office 
Document Handling and Information 

Services Facility 
P.O. Box 6015 
Gaithertburg, Md. 20760 

Telephone (202) 2756241 

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

1970 varicus incraases +s 9.a ?lcmr vshicle regis- 
rotor vesicle axcisa rate increase + 1.7 tratim incr.sase +s 3.3 
Ziqaretts rate incz-ae + 1.1 
.sate increase for liquor + 1.7 

1371 

?ate bicm?am fsz deed 
+s 4.3 r-tim l S 2.7 

:-lo+or vahicle reqrs- 
c 3.1 tratim increase l 3.9 

+ 7.3 

+ 4..3 
c 2.4 
+ 5.0 

1977 :43tnr ve;ziclc aegis- 
vatill rates reduced -$ 3.9 

1373 .?ata reduced for &ritt -s 1.3 mote1 xcu-~ t&x l $ 3.5 

1979 

78 



1979 1980 1901 1332 1903 1984 19Q5 19OG -------_ 

Pi< .L\PI r,,: 
Jrrr2rlL D~Llclrs: 

district scucc13~ $1.411 $1.540 $1.714 $1. El% $2.033 $2.192 $2,369 $2,556 
Y  let-d1 SCUL-COI 424 470 5u9 510 515 520 525 531 -______--- 

I‘olal .J~cx~L fur.1 ~~\ler,uc $1. 835 $2, 010 $2. 247 $2.422 $2. WCJ $2.747 $2. $3. ====z======.=------ ---- 
;,nsta,rt Oollars: 

&strict scucces $ ;:; j 952 $ 359 $ 3.59 $ $ 369 $ 379 $ Et95 865 
Cderdl YUUCCC~ 264 255 235 219 206 195 106 - - 

l’otal jaiural fu,l cev.mue $1.115 $1. 116 $1.126 $1. 
____ 

$1.098 -----~ SIJL $im6 $1.094 -__ - - 



197G 1977 1970 1979 19W.l 19Ol 1982 - - _ - - - - 

133.71 141.7 152.05 164.4 la3.8 199.6 217.2 

$140.911 $167.305 $19'3,272 $215.216 $219.395 $234.300 $279.625 
225.525 260.370 314.KE 305.4-15 322.359 377.700 394.195 
2%. 177 251. 107 277,399 301.173 337.021 335.093 361.027 

64; 551 94.902 101.030 103.620 103.701 135.500 141.667 

$111,3~i9 $llfl.O70 $131.070 $130.910 $121,347 $117.395 $123.741 
160.&7 183.747 206,514 135.794 17% 296 1m 228 181.4%9 
153. ‘154 177.210 102.439 183.195 Mb. 416 167.036 167. GrM 

4'3.211 66.974 66.445 63,029 57.401 67.936 65. 224 



1970 
1971 
1972 
1973 
1974 
1975 
L976 
1977 
1973 
1979 
1333 

C/L33L 
z/1932 - 

Table 5 
FederaL Payllrnt as Percentage 

of GeneraL t?md Revenues 

District sources Total Federal payirrent 
Federal general general as percent 
pp.mt fund EUWI District scurce 

a~yropriation revenue revenue (note a) revenue 
--------_- (million&EZ------------ 

$ 113.2 
131.;) 
L73.7 
ll31.5 
m7.5 
22G.2 
243.9 
2761.7 
276.0 

b/250.3 - 
276.6 
215.4 
30.3.0 

$439.3 $ 525.5 28.4 22.1 
459.4 599.1 23.G 22.2 
479.9 653.5 36.2 26.5 
526.5 730.0 34.5 24.9 
555.a 730.a 33.7 24.0 
574.5 927.9 39.4 27.3 
GM.2 919.3 38.5 27.1 
773.7 l.OJ2.6 35.3 25.G 
391.7 1.204.5 31.0 22.9 
925.5 1.233.7 27.0 23.0 
932.6 1.207.4 23.L 21.5 

1.032.6 1.419.0 27.3 22.9 
1.173.5 1.514.3 25.4 19.a 

. 
a/lnclu3~~s rovmue shrin*j funk recaived beginning in L973. 

b/ixcLuJas ex+maes for Ear,-ra demmstration. 

c/Estiimted excc,+ l%daral pfirent mount is actual. - 

d/dstituted. - 

Federal pay.wnt 
as Frcent 

total general 
fund revenue 



1970 1971 1972 1973 1974 __ I _ ----- 1975 1976 1977 

---------------------------------(loi~l~~~s)-----------------I------____ 

krl2r I1 run I i-C”~IIUk? 0.t.. s*,t<xs S44t3.043 5477.411 $479.927 $497.655 $479.035 $451.7’39 $4cJl. 777 $546,001 

127.152 136.430 173.654 171.553 161.557 177.9JO 186.185 
0 

195.236 
.__ ---0 0 20.1794 32.~326 -.__ 21.457 - -- 19.935 22.1752 __ -- 

I‘ut.rl CJmxat fLubI r~fV~?Iue $575.t19S Sb13.841 $G53.501 $690. Ooo $672.9@3 $651.156 $687,097 $763,909 - --I_ __ - - - 



‘Table 3 

LY70 1971 1972 1973 1974 1975 1976 1977 i97e I i_ - I - - - - - 

iW price deflator (wte d) ‘)I. 36 96.02 1w.00 105.80 116.02 127.15 133.71 141.70 152.05 

0. C. p+xllntiw (note b) 755. ow 75l.,Ooo 745,ooo 731,wa 723.OIM 710,ooo 700. ooo GB3,cQJ 671.MlOO 

0. c. haxa~lwlds (mta c) 252.530 0) 270.000 272,‘ooO 277.~OCO 272. CM30 273,ooO 272.‘000 275.WXl 
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1‘07’3 1YW 19III 1932 19113 19n4 1905 19:s - - _ 

___ -------(tt,~,s~nts)------------------------------------ 

11, ,tr,ct i’*11cesi 
,‘r,J ,-L-t, LAX ;.!I’>. 216 $219. 315 S2M. J!)) $27Y.b26 $3&!. 45s $326,200 $351.916 $37‘). 5w 
,,LCI t1X YJS, 446 322.359 371. 70’) 394’195 336. 9’3’3 430,600 431.732 493. fxx3 
,trz,,,, t.>x JOL. 173 337.011 335. ml0 364.027 335.9% 430.903 469.644 507.400 
CK1I.L LOJ. G20 103. 701 -.E?s!? 141.667 172.,930 147. f?oo 105. loo 154. mo __ -.- __-- 

rota 1 ‘J23.455 931.576 1.032, co) 1.179.515 1.25I. 2(M) 1. 343.500 1.437.400 1.535.3@3 



,112 used figures in this ap?en;lix as t‘ne basic data to analyze 
fiilancial trends of the District government for the period 1970 
to 1930. It igas extremely difficult to obtain comparable data 
'because over tine the District has defined and presented financial 
accounts differently. For example, general fund revenues have 
bean the measure used by the District to reflect local revenue 
experience. However during some of the -years, gasoline taxes 
were recorded separa;ely from the general f.und, and luring other 
jears it das gart of the <general fund. Other accounts were 
treated similarly so that the trend of the general fund revenue 
is significantly distorted unless it is defined and the data 
adjusted accordingly. :ie did this to reconstruct general fund 
revenue data for tine period 1970 to 1990 on the basis of a 1930 
general fund ravenue presentation provided by a District official. 
,ds could not do the same wit‘h General fund appropriations or 
g2neral fmd expenditures: ho-nrever, i*ie tier2 able to obtain 
total operating expenditures and appropriations. 

To determine whether general fund revenue was reliable for 
trend ,3ur?oses, we adjusted it to be comparable to total operating 
expenditures and o9eratit-q appropriations. The data is shown in 
table 2 of this appendix. Xe then cnarted the data, as shown in 
figure 1, to determine whether the trend lines were reasonably 
close. The trend lines for the three sets of 'data are extremely 
close, meaning that revenue data should be reliable for trend 
puqoses. Consequently, we believe that general fund revenue data 
presented in chapter 3 reasonably tells the story of w'nat 'nas?ened 
financially in the District. 'Se also compared our general fund 
revenue data with figures published in the 1380 Cistrict of colum- 
bia Financial Beport. The amounts are reasonably clos2, as shown 
in table 1. 



represents a fair Federal contribution to the government 
of the Nation’s Capital. 

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

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

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

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

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

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



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

The Self-Government Act requires the District of Columbia's 
annual request for a Federal payment to include amounts for the 
year ahead of the budget year as well as for the budget year. 
Although the District of Columbia government made such a request 
in 1991, no action was taken. Authorization and appropriation 
committees and OMB could use this advance request to provide 
explicit guidance to the District on the amount of the Federal 
payment likely to be available for the forthcoming year. 

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

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



Table 5-3 
Date District Appropriation Act Passed 

and Time Elapsed of Fiscal Year 
Selected Years 

Fiscal Date act 
year passed 

Months elapsed 
of fiscal year 

1976 6/30/76 a/12 
1977 10/l/76 cl 
1978 6/S/78 8 
1979 g/18/78 0 
1930 10/30/79 1 
1981 12/U/80 2.5 

g/Tne fiscal year started on July 1, 1975 and the District budget 
sJas transmitted to the Congress on Hovember 5, 1975. 

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

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

EASE OF ADPlIXISTBATION 



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

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

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

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

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

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

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

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

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

--Significant continued effort is necessary to sustain 
improvements in the SHARE Computer Center operations. 



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

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

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

Budgets, formulas, taxes, and legislation adopted by States 



Table S-2 
Unap$roL>riated Federal Payment Authorizations 

Yrar 
Authorized 'but 
unaborooriated 

--(millions)-- 

Unappropriated 
as percent of 

authorized 

1970 $1.8 1.5 
1971 0 0 
1972 5.3 3.0 
1973 9.5 4.5 
1974 2.5 1.3 
1975 3.6 1.7 
1976 5.1 2.0 
1977 3.3 1.2 
1978 24.0 8.0 
1979 50.0 16.7 
1980 23.4 7.9 
1981 4.6 1.5 

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

A Federal payment formula t:lat relies on data from a past 
year will be more predictable than one that must rely on current 
year estimates or calculations. The most predictable future 
pay.nent authorization is, of course, one that sets exact dollar 
amounts in forthcoming fears (t‘ne approach used in the 1973 Self- 
Government Act). 

The issue of predictability is often closely associated with 
the District's desire for more autonomy. The nature of the pre- 
sent appropriation process necessarily introduces an element of 
unpredictability into the budget process, although changes imposed 
.bf the Conpess on the Sederal payment or on the total size of 
the budget are usually quite small in relation to the total bud- 



Although it is clear that almost any formula could be made to 
produce any amount, each formula approach is not equally flexible 
with respect to either the initial almount of the payment or its 
year-to-year chsl:ge. A percentage of revenue formula which 
represents a straightforward prag.natic approach to providing a 
Federal payment to the District is the most flexible. The proper 
percentage can be debated, different percentages can be set for 
different years, and changes in the percentage can be made in 
the percentage in the future. 

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

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

A formula based on the net financial burden of the Federal 
Government is also difficult to target to a predetermined amount 
of revenue. Either numbers associated with benefits or costs have 
to be juggled, or what appears to be an arbitrary percentage factor 
would have to be used to increase or decrease the net benefit to 
arrive at the proper payment. Because of the complicated nature 



Table 5-l 
Estimated Amount of Federal Payment to the District 

Government Under Alternative 
Payment Formulas (note a) 

Type of formula 
or payment 

Actual Estimated 
1980 1981 1982 1983 1934 1985 1986 ---p-p- 
---------------(millions)------------------ 

Existing or projected 
appropriation $277 $295 $300 $300 $300 $300 $300 

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

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

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

Cost of living escala,tor 
(8% per year) 

300 354 377 403 431 

300 365 399 415 444 

300 472 503 538 575 

300 324 350 378 408 

Amount of Federal payment 
required to pay 100 percent 
of projected gap between 
revenues and expenses 300 340 383 429 473 

a/The 1982 payment is not based on our calculations. It is from 
the District's 1932 budget submitted to the City Council in 
October 1980. 

For comparative purposes, the 36-percent increase in the 



pa/:nent and judget process that is easier to administer than the 
curr2nt 5;ldget process would result in the Congress spending 
less tine on District affairs and snore on national and inter- 
national issues. 

T!le history of the relationship between the Federal and 
District Governments since home rule indicates that there will 
5e tises dhen budget decisions xada by th2 District governnent 
;jill be different than those that the Congress feels serve the 
overall Federal interest. The size of the police force and the 
size and location of the campus of the University of the District 
of Zolu,nbia are two recent cases where t'nere has been substantial 
difference of opinion between t!le Congress and the District of 
Colum'bia government. In the cas2 of funding for police officers, 
ths Congress has :nade changes in the Federal paysent and in the 
overall District budget in order to fund the number of police 
Gositions felt necessary. The conference report on the 1981 
District appropriation, dated Xovenber 21, 1990, states: 

"The conference action provides $113,013,200 instead 
of $113,522,100 as proposed by the ;louse and $112,013,200 
as proposed by the Senate. T'his allowance includes an 
increase of $6 million above the proioosed police 'budget 
for fiscal year 1981. The conferees are concerned with 
the low leval of staffing of the uniformed police force 
and direct that no further reductions be made in the 
nu,&er of sworn officers below the current level. The 
conferees furt:ner direct District officials to nove 
ag.gressively towarc! a hiring and training program that 
will bring the employxent level of the J?etropolitan 
Police Department above the level of 3,800 filled sworn 
police officer positions immediately." 

The $6 ;nillion increase was financed by a $6 aillion increase in 
the Pederal paymsnt appropriation over what otherwise would have 
'oeen appropriated. 

The reluctance of the city to fill police department vscan- . cles rn the absence of continuing congressional scrutiny has 
been a matter of concern as recentl-y as ;iarc'h 13, 1981--the date 
of a Liouse appropriations subconnittce Yhearing. This history 
sugg2sts that the Congress may require a vehicle for annually 
.nalcing 3eter:ninations about th2 nature of specific budget items 
judged by the Congress to be in the Federal interest. 



be increased by a cost-of-living index, such as the GNP 
deflator or the Consumer Price Index. 

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

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

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

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

PRESERVIXG THE FEDFJPAL INTEREST 

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



--Present <meaningful co;qarisons of past trends and asauni>- 
tions about the future in areas such as the relationship 
of the budzst to changes in tile city's population and 
service groups and the in?act of inflation and other 
changes in t'he economy on revenues and expenditures. 

--Specificall show the relationship between each year's 
aTpro>riations, each year's actual obligations, and each 
year's revenue and cash position. 

District officials commented orally on the report and the 
reco:aaendations. Xhilc they had no major problems with the report, 
they emphasized their concern about budget autonomy and admin- 
istrative problems associated with the predictability of the red- 
era1 paylnent. They also felt that the report overem2nasiUti '7-d data 
comparability problems because changes in basic accounting systems 
and fund categories have made it technically very difficult, if 
not impossible, to reconstruct past data on a strictly comparable 
basis. 

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

Ye recognize that District officials handle many activities 
simultaneously, their budget process requires much tims and atten- 
tion, and from time to time changes will be necessary in accounting 
systems or data Gresentations. However, GAO believes that the 
collection and maintenance of good data are essential if the Con- 
gress and the City Council are to have an informed basis for deter- 
mining overall fiscal neads. 27hen changes are made in the data 
presentations, aderquate documentation, such as footnoting the 
changes, should be included in the budget documents to make it 



The Self-Government Act stii>ulates the information that 
should be included in the budget to facilitate analysis of trends 
and overall financing issues. Section 442(a) (1) and (3) orovide 
for the .layor to iIre>ars budgets ,ihich reflect the actual iinan- 
cial condition of the District government and information on the 
ai3proved ‘budgets and expenditures for the immediately 2recsding 
3 fiscal years. Although the District provided some data in the 
budget, it iras not available for the preceding 3 fiscal years. 
Data that was aresented, such as .grants, eqloymsnt, an,d general 
f,and revenue, 'was not presented consistently from year to year. 
Although tie recognize that there have been changes in accounting 
and data systems, to comply with this section of t:le act we 
'believe that the District should have ;nade a good faith effort 
to provide the best possible comparable data over time in such . . areas as total revenues, exz2enditures, aggro?rlations, e.m;>loy- 
nent, and grant funds. 

T>e act also states that, in each budget the Mayor shall 
resort budget estimates for th e next 4 succeeding years. 
Alt'nough some of this information is contained in the 1932 budget 
submitted to the City Council (such as the projection of revenues 
and expenses discussed in this cha:>ter), there is still much room 
for iinprovement in implementing those provisions. The section 
that projects revenues and expenditures from 1992 to 1986 con- 
tains no historical information on past expenditures or revenues, 
and the general fund definition used there apparently is not 
used consistently throughout the budget docu.ments. Also, the 
assumptions with respect to inflation, growth in the economy, 
demographic changes, service populations, expected wage and 
salary increases, number of employees, and availability of Fed- 
eral grants are not stated in the projection. Comparisons are 
not developed to show how the proposed budget and those estimated 
for future years compare to trends in past years in such areas 
as .jrowth in District reven'ues co;npared to inflation. 

CONCLUSIONS 

The District's financial :>lan for the period 1932 to 1996, 
which assu,mes no ncM taxes or rate changes, no increase in the 
Federal payment, and maintenance of existing levels of service 
and city employment, projects a gap between revenue and exgendi- 
tures starting in 1983. If the revenue projections are accurate, 
revenue iJill almost keel up with price changes without tax rate 
Lncreases. To do so will represent a significant milestone for 
achieving a sound financial base for District government 



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

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

Increasing the tax rate 

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

Enlarging the tax base 

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

Tax policies can affect the size of the tax base. For 
example, the recent increase in the gasoline tax made it econom- 
ical for consumers to leave the District to obtain gasoline. The 
Mayor rescinded the increase within a short time because the 
adverse aconomic impact on gasoline sales would have decreased 
the tax base by such an extent that no additional revenue would 



Table 4-,,1 
District Obligations Zarrizl 3ver 

to Subsequent Fiscal Year 

1970 1975 1978 1980 - - - - 

-----------(millions)---------- 

Amount of obligations 
carried over to sub- 
sequent year $42.8 $103.0 $141.5 $155.0 

Increase from previous 
year shown $ 60.2 $ 38.5 $ 13.5 

The audit of District finances for fiscal year 1980 showed 
that, on an accrual basis, operations resulted in a $388 million 
general fund deficit. Subsequently, the District government 
estimated that $134 million of this deficit represents a need for 
cash if the 1982 budget is to be appropriated and financed on an 
accrual basis. L,' iJ2 have not made a detailed review of this 
estimate of cash needs, but the major component appears to be 
represented by the $155 million in 1980 obligations to be carried 
over to 1981 under the 1981 budget that was appropriated on a cash 
basis. (If the level of unfunded obligations does not increase 
in 1981--as the District government originally said, there would 
then be $155 million in 1981 obligations that would either have 
to be paid from 1982 revenues or from some other revenue source.) 

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



Table 4-2 
C'nange in Taxes and Other Gener‘al Fund Revenue 

COrnpared to Change in the Zconomy--1982-36 

Expected increase in Percentage 
Source level of receipts increase 

----(millions)---- 
Local Sources: 

Property $ 99.9 35.7 
Income 143.4 39.4 
Sales 99.6 25.3 
Other taxes 5.4 15.0 
Pending authority (note a) 7.7 48.4 
Other D.C. revenue 7.5 7.1 

Total 30.4 

Federal Sources: 
P.evenue sharing 
Federal payment 

Total 0 0 

Total all sources $363.5 24.0 

Change in the economy not applicable b/36.0 

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

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



'The Glan does not discuss specifically how to close the gap or 
propose alternative ;Jays to ?ay the accumulated obligations 
although alternatives are available to ta!ce care of both. 

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

--no new taxes or changes in tax rates, 

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

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

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

Table 4-1 
Difference Between District of Columbia 

Revenues and Expenditures 

1982 1986 

Revenue $1,514.3 $1,597.1 $1,583.8 $1.776.3 $1.877.8 

Expenditures 1,514.3 1,637.l 1,?66.8 11905.6 2,051.2 

Gap $ 0 $ (40.0,) $ (83.0) $ (129.3) $ (173.4) -- 
Sa> as a per- 

cent of: 

Revenue 0 2.5 4.9 7.3 9.2 
Expenditures 0 2.4 4.7 6 .8 8.5 

L/The S-percent rate is referred to as the nominal rate of 
c‘nange in the economy. 
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local revenue and revenue sharing A/ increased significantly, 
while the Federal payment increases became more moderate. Since 
1978, revenue sharing decreased by a large percent, the Federal 
payment continued its leveling trend, and local revenue increases 
were less than inflation. When discounted by the GNP deflator, 
the percentage declines in local revenue, the Federal payment, 
and revenue sharing were 7.5 percent, 18.5 percent, and 45.5 
percent respectively between 1973 and 1981. 

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

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

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

In line with what would be expected with decline in inflation- 
adjusted revenues since 1978, the District government reports 
end-of-year employment will show a significant decline from 1979 
t0 1981. End-of-year employment from all funding sources, in- 
cluding grants, is projected to drop from 45,126 in 1979 to 
39,965 in 1981. Employment in D.C. funded positions is projected 
to drop from 37,329 in 1979 to 33,579 in 1981--a lo-percent re- 
duction in end-of-year employment. This reduction in D.C. funded 
employment compares to a 2.9-percent reduction in inflation- 
adjusted general revenues (excluding grants) expected to be avail- 
able to the city over the same period. For the same period, the 
District government expects end-of-year employment on Federal 
grants to decline 18 percent by 1981, but inflation-adjusted 
grant funds are expected to decrease by only about 4 percent. 
From 1981 to 1982, however, the District government expects end- 
of-year employment to decline by less than 1 percent while in- 
flation-adjusted grant funds decline by more than 10 percent. 
The relationship between changes in employment and changes 
in funding is a matter which would appear to warrant further 
investigation in order to understand how changes in funding 
affect actual service levels in an inflationary environment. 

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

To provide an indication of trends with respect to the level 
of services which the District has been able to finance from 
general fund revenues,, we discounted these revenues for inflation 
(using the GNP deflator) and divided these amounts by the number 
of people and households in the District. This information is 
shown in table 3-8. 2/ 
between 1970 and 193a. 

District Zopulstion declined by 15 percent 

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

&/We had hoped to compare this experience with projections of 
employment through 1986 that were consistent with the funding 
projection discussed in chapter 4 but could not because such 
data was not available. 

Z/Once again, the problems of using the GNP deflator as an exact 
measure of inflation for District government expenditures 
should be noted: the measure probably overstates the in.,act of 
inflation since neither the wage and salaries of government 
employees nor payments to public program recipients have in- 
creased by as much as the GNP deflator. 
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Table 3-6 
C!lange in ;Ietropolitan Area Tax Burden Rankings 

Xncs Aorne Rule, 'oy Income Category 

$15,000 $30,000 $40,000 
Jurisdiction 1975 1979 1975 1979 1975 1979 -- ---- 

District 1 9 1 1 1 1 
dontgoinery County 4 4 3 3 3 3 
Prince Georges Co. 3 1 2 2 2 2 
Charles County 6 10 5 7 5 8(tie) 
Alexandria 2 3 4 5 4 5 
Arlington County 8 7 8 8 8 7 
Fairfax County 7 5 7 6 7 6 
Fairfax City 5 6 6 10 6 S(tie) 
Loudoun County 9 8 9 9 9 10 
Prince Xm. County 10 2 10 4 10 4 

Xote: 1 represents the highest tax burden. 

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

Table 3-7 
Change in Major City Tax Burden Rankings 

Since Home Rule, by Income Category 

$15,000 $30,000 $40,000 
1975 1978 1975 1978 1975 1978 -- -- -- 

D.C. rank out of 
30 cities ranked 12 9 9 7 9 6 

dote: 1 represents the highest tax burden. 

source: District of Columbia publications, Tax Burdens in Xash- 
ington D.C. Compared with Those in the Nation's Thirty 
Largest Cities, 1975 and 1978. 
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The assessed value of real property (adjusted for comparable 
definition of assessed value) increased by only 6.7 percent from 
1970 to 1975 but by 74 percent from 1975 to 1980. l/ From 1930 
to 1982, the expected increase in assessed value exceeds the ex- 
pected overall national rate of inflation. Assessment increases 
of 21.4 percent have been made for fiscal year 1982. 

The increase in the personal income tax base is accounted 
for both by growth of taxable income and the effect of increased 
income pushing taxpayers into higher rate brackets. In total, 
District personal income as measured by the Department of Commerce 
and per capita personal income increased at a rate faster than 
inflation from 1970 to 1978. 2/ In the years 1978 through 1980, 
during which real per capita personal income nationally did not 
increase, the rate of change in District personal and per capita 
income increased at a rate which was less than the GNP price 
deflator. (See table 3-S.) 

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

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

g/Compared to total U.S. personal income, total District personal 
income has increased at a rate less than the U.S. average (re- 
flecting declining population and loss of higher income house- 
holds to other jurisdictions), but per capita personal income 
increased at about the same rate as the U.S. average. 

z/See table 4-2, p. 32. 
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DISTRICT TAXES HAVE INCREASED AND THE TAX 
BURDEN REMAINS HIGH, ALTHOUGH INCREASES - 
IN THE TAX BASE ARE NOW ABOUT KEEPING UP 
WITH INFLATION 

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

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

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

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

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

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

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

The District's experience since 1978 parallels that of other 
State and local governments. According to the Advisory Commis- 
sion on Intergovernmental Relations, the increase in national 
State and local spending has slowed substantially in recent 
years. From the late 1940s to the late 197Os, the State-local 
sector was one of the fastest growing in the economy.. Since 
1977, however, State and local expenditures have been growing 
at a slower pace than both the economy and the price level. 

Of potentially great significance is the District govern- 
ment estimate that local revenues for 1982 will increase at a 
rate about equal to the national rate of inflation with only 
minor changes in tax rates. Increases in local tax collections 
at close to the rate of change in the economy are also contained 
in the outlook through 1986 discussed in the next chapter. These 
increases suggest that substantial improvements in the economic 
base of the District of Columbia have occurred during the 1970s 
and early 1980s. 

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

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

16 



As indicated in figure 3-1, the Federal payment as a percent 
of total District general fund revenue increased to a high of 27.3 
percent in 1975, the last year before home rule, and then began a 
gradual decrease to a current projected low of 19.8 percent in 
1932. Thus, since 1975 the Federal payment has declined in rela- 
tive importance to total District general fund revenue. 

Figure 3-l 
Federal Payment as Percent of Total 

District General Fund Revenue 
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Note: Estimates used to calculate the percentages in 1981 and 
1982. See appendix I, table 5, for data used to derive 
the percentages. 
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1975, the pa;rment increases were not as great, resulting in a 
significant decline in importance of the Federal payment when 
viewed as a percent of total District general fund revenue. 
Discounted for inflation, the Federal payment declined in pur- 
chasing power during the 1975 to 1931 period. 

The Federal payment authorization and appropriation for the 
years 1970 through 1932 (estimated) are shown in table 3-l. In 
1981 the estimated $295.4 million Federal payment appropriation 
was 2-l/2 times the appropriation for 1970. Sixty-one percent of 
this increased appropriation occurred by 1975, the last year be- 
fore home rule became fully effective. 

Prior to enactment of the Self-Government Act, the Congress 
authorized several increases in the Federal payment. The most 
notable one was for 1972, when the payment jumped from $131 mil- 
lion to $179 million. The 1973 Self-Government Act increased 
the authorization over 4 years from the previously authorized 
$190 million to the $300 million authorized for 1978 that still 
remains in effect. Since home rule, the Congress has not enacted 
Federal payment legislation. An increase to $336.6 million was 
included in the Reagan administration's 1982 budget. 
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The use of congressional authority over the District budget 
to attempt to accomplish improved financial management objectives 
is an example of a larger issue involved in any reconsideration 
of the Federal payment mechanism. This larger issue, the extent 
to which ,existing authorization and appropriation processes are 
essential for protecting the Federal interest and improving effi- 
ciency, is an important part of the discussion in chapter 5. 

CONCLUSIONS 

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

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

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

In adopting home rule legislation the House rejected a pay- 
sent formula and provided instead for specific dollar authoriza- 
tions for fiscal year 1975 and later years. The amount of the 
Federal payment authorized in the final legislation was greater 
than the Federal payment which the Senate had estimated would 
have resulted from its 40-percent-&f-District-revenue formula. 
Thus, the Self-Government Act authorized $300 million for 1978 
rather than the estimated $264 million which would have resulted 
from the Senate bill. 

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

&/Mr. Rees was chairman of the House District Subcommittee on 
Finance and Revenue. For the discussion and other information 
related to the Federal payment, see background and legislative 
history of H.R. 9056, H.R. 9682, and related bills, Committee 
Print, Home Rule for the District of Columbia, 1973-1974, 
December 31, 1974, pp. 1101-1119, especially p. 1104. 
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CHAPTER 2 

A BRIEF HISTORY OF THE FEDERAL-DISTRICT 

FINANCIAL RELATIONSHIP 

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

THE PERCENTAGE OF DISTRICT EXPENSES 
PAID ay THE FEDERAL GOVEWMEBT HAS VARIED 

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

The Congress used several different methods for determin- 
ing the amount of the Federal payment over the years. In the 
19th century, the Congress appropriated money intermittently 
for specific projects, such as building streets and installing 
water systems. In 1871, the Congress approved territorial 
status for the District. This gave local officials control of 
the city, including fiscal responsibility, without direct congres- 
sional involvement in the raising and use of city revenue. 
the period 1871 to 1874, 

During 
the city became heavily indebted, and the 

Congress restored direct congressional control (which included 
reviewing the District's budget and appropriating funds annually 
for District use). This system of detailed annual congressional 
review and control of the District budget remains in effect 
today. 

Between 1879 and 1920 the annual Federal payment amounted 
to 50 percent of the congressional appropriation for District 
operating and capital expenses. From 1921 through 1924 the Con- 
gress reduced the Federal proportion to 40 percent of expenses, 
partly on the basis of evidence that the District tax rates were 
substantially lower than other cities. Since 1925, the Federal 
payment has been set annually by the Congress to finance a per- 
centage of operating expenses that has varied between 9 and 
29 percent. In 1930, the percentage was 21.5 percent. 
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To ans.;er these questions, we collect& financial, tax bur- 
dan, l>oPulation, and other infor,nation which :.\lould make it possi- 
ble to coq>ara pre- and ?oSt-hO!ne rule fxnerlenca. ;10st of this 
information (contained in ch. 3) b<as obtained from District and 
congressional docilment; dealing ,qith t'n,a District budget. ;:a also 
,net ;rit!l District officials to develop time series data that was 
consistent with data contained in the Sacku_s m.atcrial used in 
the 1930 audit prepared for the District government. :7e were not 
a'ble to obtain consistent time series for grant funds received, 
District Government employment, and actual general fund obliga- 
tions and expenditures. One problem in assembling a consistent 
set of data is that District accounting procedures and fund 
categories have changed, especially in t'ne last several years. 
Problems in assembling a consistent set of data over the period 
are discussed in ap,Jendix I, w'nich also contains ths basic data 
used in the analysis presented in chapters 3 and 4. Xe believe 
that the information contained in these chs2ters is sufficiently 
accurate to discuss trends. 

In comparing how District revenues and budxgats ?lave changed 
in relation to inflation, we selected the U.S. gross national 
product (GLJP) deflator l/ as the most applicable general purposa 
index of inflation. However, the reader should exercise caution 
in interpreting the information about inflation contained in the 
report. Using the GXP deflator can provi;le a general indication 
of how District resources have changed w?len discounted for price 
level changes, but there is no implication that District reveniles 
must increase at the saine rate as the GYP deflator in order to 
.?laintain a constant level of service. This is because the mix 
of District governnent expenses may be different from that in- 
cluded in the GXP deflator and because major components in Dis- 
trict government inflation--wages and salaries of employees and 
payment levels to program clients and beneficiaries--are somet.Jhat 
under the control of the government itself. 

Our comparison of experience in the District of Columbia with 
national trends for State and local finances is based largely on 
reports and articles prepared by the staff of the Advisory Commis- 
sion on Intergovernmental Relations. Our purpose in compsring 
pra- and post-'home rule experience vJas only to describe what hap- 
,Jened. .;e did not attempt to infer the intentions of city or 
congressional officials to determine 'Jhy things happened as they 
did, nor did ;<e attempt to judge the appropriateness of t:le level 
of Federal ,najment now or at any time in the Fast. 

L/The G.?? deflator, used extonsivaly by economists as a general 
measure of inflation, takes account of price dlailcjes for all 
soods and services produced in t;za economy. 
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of Columbia. Specifically, this report seeks to accomplish these 
objectives: 

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

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

--Discuss the need for possible increases in the Federal 
payment in the context of projections of District revenues 
and expenses through 1986. 

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

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

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

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

We did not conduct an audit of District government finances, 
although this report makes use of information resulting from the 
recent audit of the District's 1980 budget prepared by Arthur 
Andersen and Company and Lucas, Tucker and Company. This report 
includes information on the accumulation of financial liabilities 
that the District proposes paying from the proceeds of a special 
bond issue, but extensive discussion of this subject was outside 
our scope of work. Analysis of the present cash flow position 
of the District government or of the unexpected deficit that 
appears to have arisen during implementation of the fiscal year 
1931 budget are also outside the scope of this study. Similarly, 
we were not able to address such important topics as progress 
being made by the District government in improving financial 
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