DOCUMENT RESUME
05707 - [ B1296258 ]

impact of Antirecession Assistance on SZ Governsents: Ar Update.
GGD-78-56; B-146285. May 1, 1978. 36 pp. + 8 appendices {17 PP.)
+ 3 enclosures ({362 pp.).

Report to the Congress; by Blmer E. Staats, Cosptrcller General.

Issue Area: Intergovernmental Relation: and Revenue Sharing:
Long-range Improvesents in Assistance (403),

Contact: General Government Div.

Budget Function: Revenue Sharing and General Purpose Fiscal
Assistance: Other General Purpose Fiscal Assistance (852).

Orqanization Concerned: Department of Transportation.

Congressiona. Relevance: Senate Cosmittee cp Finance: Congress.

Authority: Public Works Employment Act of 1976 (P.l. 94-369) .
P.L. 95-30,

Title II of the Public Works Esplcyment Act of 1976
authorized emergency Federal aid tc State and local governmeuts
hard nit by recessionary pressures in crder to reduce their need
to take budyetary actions which would rum ccunter to Federal
efforts to stimulate economic rucovery. The assistance was
designed to be selectively targeted tc go only tu those
qovernments substantially affected by the recession.
Pindings/Conclusions: Officials from 30 of the 52 qovernments
studied believed that their fiscal ccrditicn had isproved since
GAG's previ-us reviev in February 1977, and an additionzcl 14
qovernments had maintained a gqood fiscal condition. Ingrcvenents
ncted in States were stronq revenue gains, dus sostly to
increased tax revenues from business activity and increases in
State fund balances. However, 10 of 21 cities studied were
considered to be in fair or poor fiscal copdition. Cities?®
problems were caused primarily by tax bate erosion and
inflation. Most government officials cited inflaticn as the
major impediment to fiscal stapility. Although some effects orf
the recession countinued, major recessionary pressures
diminished. Most officials believed that antirecession fuuds,
although representing a ssall proportion of total revenves, had
tavorable effects such as preventing tax increases cr eBployee
layoffs and enlarqging surpluses. Althcugh it is difficult to
assess the effect of the funds on governments' budgets, they
probably helped 12 governments fill a Ludgetary gap, permitted
20 to increase expenditures, assisted 4 in mairtaining or
increasing surpluses, and had compound effects on 15
qovernments. In spite of these benefits, the frograms has not
effectively met its objective of selectively taxgeting aid.
Recommendations: The Congress should consider the fclloving
alternatives in relation to renewal cf the antirecession
assistance program: establisk a revised prcgras toc Letter
achieve the oriqincl otjective of assisting State and local
governeents during recessionary periods; if it concludes that it
is nc longer necessary to provide recession-related asdgistance



to the goveramentas, let the program expire; use the existing
geaeral revenue sharing formula to allocate additicpal funds
each year in order to provide general financial assistance; or
establish a nev progrem designed to tetter target assistance *o¢
governmsnts that are axperiencing iong-terms eccnomic decline.
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BY THE COMPTROLLEx GENERAL

Repori To The Congress

OF THE UNITED STATES

Impact Of Antirecession Assistance
On 52 Governments - An Update

The antirecession program was conceived to
aid only governments experiencing substantial
recession-related financial difficulties. Most
governments GAOQO visited were perceived by
their officials to be in good fiscal health and
were not experiericing such problems. Govern-
ments in fair or poor financial condition were
primarily cities whose problems were attrib-
uted to chronic difficulties and infiation.

The prcgram has helped many governments,
particularly cities, but has not been effective
in meeting its principal objective. Therefore,
GAC has identified several alternatives the
Congress has when it considers renewing the
antirecession prograin.

This report, requested by the Chairman, Sub-
committee on Intergovernmental Relations
and Human Resources, House Committee on
Government Operations, is accompanied by
separcie case study enclosures for 15 States,
16 counties, and 21 cities.
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COMPTROLLER GENERAL OF THE UNITED §TATES
WASRINGTON, D.C. 20348

B-146285

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

This report, requested by the Chairman, Subcommittee oa
Intergovernmental Relations and Human Resources, House Com-
mittee on Government Operations, updates our July 20, 1977,
report on the antirecession assistance program. That study
and three other reports issued on February 22, 1978, dis-
cussed in detail the impact antirecession payments had on
State, city. and county governments as of April 30, 1977,
and provided information on how the 1374-1975 recession
affected their operations. This report updates that data
as of October 31, 1977.

Accompanying this stuvdy are three separately bound en-
closures describing the financial condition of each govern-
ment we visited; the major factors influencing its fiscal
health; and the status, use, and impact of antirecession
payments it received. Each case study was reviewed by the
res;ective State and local officials and their comments wer®
considered in finalizing each study.

We made our review pursuant to the Budget and Accounting
Act, 1921 (31 U.S.C. 53), and the Accounting and Auditing
Act of 1950 (31 U.S.C. 67).

We are sending a copy of this report to the Secretary
of the Treasury.

4A -
Comptroller General
of the United States



COMPTROLLER GENERAL'S IMPACT OF ANTIRECESSION
REPORT T0O THE CONGRESS ASSISTANCE ON 52 GOVERN-
MENTS--AN UPDATE

At the request of the Chairman, Subcommittee
on Intergovernmental Relations and Human Re-
sources, House Committee on Government Oper-
ations GAO updated its previous study of the
financial condition of 52 State and local gov-
ernments and the impact the extended anti-
recession program had on their operations.
(See pp. 2 to 3.)

Although the antirecession program was con-
ceived to aid only governments experiencing
substantial recession-related financial dif-
ficulties, most governments GAO visited in
November 1977 were perceived by their offi-
cials to be in good fiscal heaith and were
not experiencing such problems. Antireces-
sion assistance payments helped many govern-
ments, particularly cities, combat other pro-
blems, such us chronic difficulties and in-
flation. The program, however, has not been
effective in meeting itc principal objective.
Therefore, GAO has identified several alter-
natives the Congress has when it considers
renawing the antirecession progran.

MOST GCVERNMENTS' FIHANCIAL
CONDITIONS GOOD_AND IMPROVED

Officials from 30 of the 532 governments be-
lieved the fiscal condaition of their govern-
ments had improved since GAO's previous review
in February 1977, and an additional 14 govern-
ments had maintained their good fiscal health.
Although most governments were perceived to be
in good financial condition, diiferent trends
emerged by type of guvernment. State and coun-
ty officials generally considered their juris-
dictions to be in good financial condition, but
several city officials said their governments
were experiencing fiscal difficulties which
they attributed to long-~term economic decline
and inflation. (See ch. 2.)

Of the 15 States visited, almost all had im-
provad and were considered Lo be in yood
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financial condition. Strong revenue gains
were experienced due, mostly, to increased tax
revenues as a result of an upturn in business
activity and inflation. Many Stete fund bal-
ances increased substantially. Dacreases were
not due to financial ditficulties. According
to officials, 14 of tke 16 counties visited
were in good financial condition. Revenues
increased due partly to rising intergovern-
mental aid, and fund balances were stable.
Conversely, 10 of the 21 cities GAO studied
were considered by officials to be in fair or
poor fiscal condition. Although total rev-
enues rose, the cities experienced the smal-
lest growth, and the fund balances of many de-
creased. Chronic difficulties, such as tax
base erosion and inflation, were considered

to be the underlying causes of many cities'
financia: problems.

Persistent inflation, in the form of higher
personnel, vtility, and other service costs,
and other factcrs such as limitations on tax-
ing authority, were cited by officials from
most governments as masor impediments to main-
taining fiscal stability. Some effects of the
recession lingered; however, major recession-
ary pressures diminished as the economy im-
proved and unempl!oyment decreased.

IMPACT OF ANTIRECESSION ASSISTANCE VARIES

Although antirecession funds generally repre-
sented a small portion of a government's total
revenues (0.4 percent for the 15 States,

1.0 percent for the 16 counties, and 1.8 per-
cent for the 21 cities), most officials be-
lieved the funds had favorably affected overall
operations. The assistarce had varied results,
from preventing tax increases or employee lay-
offs to enlarging surpluses.

The interchangeable nature of moneys, shifting
needs and prioritie<, changing revenue amounts
from various sources, and the relatively small
contribution antirecession payments made to

the goverrments' resources impaired analysis

of the program's actual effect on governments'
budgets. Although these factors prevented any
conclusive assessment, GAO found that in the
current operating year, antirecession funds most

ii



likely helped 12 governments fill a budgetary
jJap, permitted 20 to increase authorized ex-
penditure levels, assisted 4 in maintaining or
increasing surpluses and had compound effects
on 15 governments. Iowa did not receive any
funds in its current fiscal year. (See pp. 28
to 30.)

As the Congress anticipated, a large portion
of antirecession funds reportedly went for
salaries. Statistics on the number of
employees, however, were héeérd to obtain or

not available for some governments. Although
antirecession funds reportedly were used to
create or restore many positions, most of

the antirecession aid spent for salaries was
substituted for other revenues which normally
funded the positions. These are reported uses
as shown in firancial records or d:scribed to
GAO. Because of the interchangeable nature of
government resources, however, these uses may
have little or no relation to their actual im-
pac. (See p. 26 to 27.)

Officials from most governments believed that
had antirececssion funds not been available or
the program diccontinued, their governments
would have had to reduce expenditures or raise
taxes. While major recessionary pressires have
eased, persistent inflation, chronic difficul-
ties, and various other factors were perceived
as posing major impediments to maintaining
services, Officials from most governmeats be-
lieved antirecession funds were helping them
combat these difficulties.

It is difficult to gauge exactly what would
have happened without the antirecession pay-
ments. Eguivalent tax increases or expendi-
ture reductions may have occurred, expenai-
tures made with the funds may not have been
made, or accunulated fund balances mav have
been used. The percentage antirecesrcion
payments comprise of total revenues, how the
funds were used, and the financial condition
and priorities of each government would col-
lectively influence its ability to adapt
should antirecession aid be terminated.

Tear Sheet



MATTERS FOR CONSIDERATION BY THE CONGRESS3

Prior GAO studies and those of oiher organi-
zations "ave concluded that the antirecession
assistance program is not a particularly ef-
fective tool for stimulating the economy dur-
ing a downturn and has not effectively met

its principal objective of selectively tar-
geting aid to only governments substantially
affected by the racession. (See ch. 4.) These
studies also showed that there is limited evi-
dence that the recession alone caused financieil
nroblcms which forced governments to take budg-
etary actions countering Federal efforts to
stimulate the economy. GAO has identified four
Principal alternatives the Congress has when it
considers renewing the antirecession assistance
program beyond the present September 30, 1978,
expitration date,.

--To better achieve the original objective of
assisting State and local governments during
recessionary periods, the Congress could es-
tanlish a revised program. A better formula
for allocating funds is needed to make the
program more effective. Also, better measures
of the beginning, ending, and severity of a
recession could be develcped %o initiate
and terminate the program and to dete:mine
the amount of funds to be distributed.

--If the Congress concludes that it is no long-
er necessary to provide recession-related
financial assistance %o State and local go-
vernments, then it may wish to let the anti-
recession program expire.

~-To achieve a different and broader objective
of providing general financial assistance to
State and local governments, the existing
general revenue sharing formula, which is
based in part on fiscal need, could be used
to allocate additional funds each year. If,
however, the Congress decides to pay addi-
tional funds to State and local governments
only during recessionary periods, a special
triggering device could be included in the
Revenue Sharing Act to increase the amount
of funds allocated during such periods.

iv



--To better target assistance to governments,
particularly certain cities, that ¢re exper-
iencing long-term economic decline, the Con-
gress could establish a new program designed
for that purpose alone. A formula measuring
long-term decline could be developed to al-
locate the funds tc such gcvernments.
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CHAPTER )

INTRODUCTION

Title II of the Public Works Employment Act of 1976,
(Public Law 94-369) was passed to help stabilize the national
economy by promoting greater coordination between Federal
economic 7licy and budgetary actions of State and local
governments during times of economic downturn. Emergency
Federal aid to State and local governments hard hit by reces-
sicnary pressures was authorized to reduce the need ‘for chese
governments to take budgetary actions which counter Federal
efforts at stimulating economic recovery. The assistance was
designed to

--go quickly into the economy, with as little adminis-
trative delay as possiole;

~--be selectively targeted, by means of a formula, to go
to only those governments substantially affected by
the recession; and

--phase out as the economy improves.

A fundamental premise underlying title II was that the
amount and guality of State and local government services
ghould not suffer because of national economic conditions
over which taese governments have no control. Governments
were expected to use antirecession assistance payments to
maintain basic services customarily provided.

Initially, the Congress authorized $1.25 billion to be
paid State and local governments for the five quarters ending
September 30, 1977. Moneys were authorized to be paid as
long as the natinnal unemployment rate exceeded 6 percent.
Public Law 95-30 renewed the program for an additional year,
raised the authorized level by $2.25 billion, and extended
the program through September 30, 1978. As of January 9,
1978, $2.5 billion were paid to recipient governments.

The Office of Revenue Sharing, Department of the Treas-
ury, is responsible for administering the antirecession as-
sistance program, including distributing funds to State and
local governments; establishing overall requlations for the
program; and providing such accounting and auditing proce-
dures, evaluatxons, and reviews as are necessary to insure
that recipient governments comply fully with the law.



PRIOR GAO_ANTIRECESSION REPORTS CALLED
FOR_AN_IMPROVED DISTRIBUTION FORMULA

Section 215(a) of title II required that the Comptroller
General investigate the impact antirecession assistance had
on the operations of State and local governments and report to
the Congress by July 21, 1977. To fulfull this reguirement,
we visited 52 governments (15 States, 21 cities, and 16 coun-
ties) and issued a report (GGD-77-76, July 20, 1977) summariz-
ing the impact antirecession assistance had on their opera-
tions. We concluded that the antirecession program was help-
ing many needy governments. In some respects, however, the
objectives of the Congress were not being met:

--Antirecession assistance had varied effects--from
preventing employee layoffs or tax increases to
enlarging surpluses.

--Needy governments, especially cities, were receiving
assistance on the premise that their problems resulted
from the recession. Often their problems sprang pri-
marily from other causes, such as long-term erosion of
tax bases and inflation.

~-Because many governments receiving antirecession pay-
ments were not greatly affected by the recession,
assistance probably was not needed to combat recession-
related difficulties; but other problems such as in-
flation did create a need for financial aid in some
governments.

As a result of these findings, we concluded that "excess
unemployment" as defined in current legislation was not a
reliable indicator of the recession's impact on the finances
of State and local governments. Although sufficient analysis
has not yet been made to identify a better measure, a better
formula for distributing funds would make the program more
effective,

In another of our reports, entitled "Antirecession Assis-~
tance--An Evaluation" (PAD-78-20, dated November 29, 1977), we
reached similar conclusions from economic and statistical
evidence and discussed certain alternative "triggering® and
distribution statistics for the antirecession formula. We
stated that the present antirecession formula is not a partic-
ularly effective tool for stimulating the economy during a
downturn and does not allocate aid in proportion to the needs
of State and lccal governments as measured by recession-in-
duced budgetary disruption. We further stated that excess
unemployment is a measure of limited statistical reliability



and does not necessarily correspond to a recession's impact
on governments budgets.

Also, three reports issued on February 22, 1978
(GGD-77-69, GGD-77-70, and GGD-77-40), discussed in detail
the impact antirecession assistance had as of April 30, 1977,
on the 15 States, 21 cities, and 16 counties we visited.

SCOPE OF REVIEW

At the request of the Chairman, Subcommittee on Inter-
governmental Relations and Human Resources, House Committee
on Government Operations, we studied the financial condition
of these same 52 governments and the impact of the extendad
antirecession program on their operations. To assist the Con-
gress in determining the effectiveness of the program in meet-
ing its stated objectives, we

--examined changes in the g. vernments' financial
conditions during their most recently complete
and current operating fiscal years as of November 1977,
(3ee app.I) and discussed with officials what thLey
perceived to be the major factors infiuencing their

governments' fiscal health and

--evaluated the status, use, and impact of antirecession
assistance on the operations of the 52 governments
as of October 31, 1977.

Appendix VIII lists the 52 governments we vi:ited and
provides antirecession allocation information. Also, because
of the wide diversity in each government's functions and re-
sponsibilities, we included in enclosures a, B, and C, a case
study of each jurisdiction delineating its financial condi-
tion, major factors influencing its fiscal health, and the
status, use, and impact of antirecescion assistance payments
it received.

Financial data in each case study was the best infor-
mation available at the time of our review and was obtained
from the governments' records and reports and from discus-~
sions with officials. Since Bureau of Census data was
not available for the governments' most recently completed
fiscal year, the information in this report may not be
strictly comparable with our previous reviews where both
Census a-d government data were used. State and local
government officials provided their views on the data and
their comments were considered in preparing each case
study.



CHAPTER_2

GOVERNMENTS' FINANCIAL CONDITIONS HAVE IMPROVED

Although the antirecession program was conceived to
aid governments experiencing recession-related difficulties,
nost governments visited were perceivad to be in good finan-
cial condition. (See app. II.) Also, 30 of the 52 govern-
ments classified their financial conditions as improved since
February 1977, and another 14 had maintained their good fiscal
health. 1In total, fund balances, revenues, expenditures, and
employment levels increased, and little incremental debt was
incurred.

Patterns of fiscal health emerged by type of government.
States and counties generally were considered to be in good
financial condition, but several cities experienced fiscal
difficulties attributed to long-term economic decline and
inflation.

The 15 States as a group had the strongest financial con-
ditions; almost all were good and improved. Strong revenue
gains were experienced due, in large part, to increased tax
receipts as a result of an upturn in business activity and
inflation. Fund balances of many increased substantially,
and decreases were not due to financial difficulties. Em-
pioyment levels rose, and basic service levels of nearly all
have been maintained.

The majority of the 16 counties remained in gcod finan-
cial condition. Revenues increased due partly to rising
intergovernmental aid. Fund balances and employment levels
were stable. Although several counties took some action to
reduce empicynent, only four actually decreased employment,
and only one experienced a decline in service levels.

Even though some experienced improvements, 10 of the
21 cities were in fair or poor financial condition, Although
total revenues rose, the cities experienced the smallest
growth, and the fund balances of many decreased. Many cities
took action to reduce employment, and employment levels
of several decreased. Basic services of three were adversely
affected. Many cities attributed their financial problems
to persistent inflation and chronic difficulties, such as
decaying tax bases. '

STATES_ARE_STRONG AND IMPROVED

Fourteen States were considered to be in good financial
condition; in the past year, 13 of these experienced fiscal



improvements, while 1 worsened. The following examples typify
the States' financial progress. California's already souud
financial condition improved as evidenced by large revenue
increases and a $1.8 billion surplus (up 121 percent ‘rom
fiscal year 1976). Several States, such as New Jersey and
Colorado, adversely affected by the 1974-75 recession,
currently classify their financial conditions as grnd due

to such factors as improvements in the economy, employment,
and industrial growth. Iowa officials believed the S:tate's
current fiscal condition, although healthy, had worsened some-
what due to farm-income problems caused by droughts and a

drop in grain prices, and an intentional decrease of fund
balances.

The remaining State--Louisiana--was viewed zs being in
only fair financial condition. Officials believed that this
resulted primarily because depleting mineral resources (oil,
natural gas, and petrochemicals) adversely affected severance
tax revenues,

COUNTIES ARE HEALTHY AND STABLE

Officials of 14 of the 16 counties categorized their
goveraments' financial condition as good. Nine of these
14 counties experienced little or no change from the previous
year, while the fiscal health of 5 improved. For example,
the manager of Fulton County, Georgia, said the county had
maintained a strong financial position because of Federal
funds, particularly revenue sharing, and because of budgeting
policies designed to control expenditures. The cointinued
healthy financial condition in North Carolina's Robeson
County was evidenced by revenues keep..ng pace with expendi-
tures, no new long-term debt, and the county funding services
previously financed with Federal money. Riverside County,
California, improved its 1976 fair financial condition to
good in 1977 and 1978 through greater than expected county-
generated revenues, additional Federal funds, and economy
measures to limit expenditures.

Officials from the remaining two counties viewed their
fiscal health as fair. Lake County, Indiana, officials be-
lieved their fiscal health declined because of the continuing
Property tax freeze, while expenditures were increasing be-
cause of inflation and exvanded services. Also, problems at
the Indiana township level caused increases in the county's
debt, and officials believe their financial stability is de-
Findent on Federal funds. Multnomah County, Oregon, offi-
cials said the county's financial condition is improving
but is "still far from good." An $8 million projected



deficit for fiscal year 1977 was avoided due to budget cuts,
a policy to spend only 95 percent of budgeted amounts, and
new taxes.

CITIES' FISCAL HEALTH_VARIES

Officials from 10 of the 21 cities believed their govern-
ments were in fair or poor financial condition. Although they
noted some lingering effects of the recession, city officials
generally cited long-term problems, such as declining popula-
tion, decaying tax bases, chronic unemployment, large propor-
tions of poor residents, and inflation as the primary causes
of their financial difficulties.

Desgite continuing problems, 6 of the 10 cities in fair
or poor condition managed to improve their fiscal position
since February 1977. For example, Detroit's financial con-
dition significantly improved due to a better economy (espec-
ially the automobile industry), higher employment, and in-
come tax and intergovernmental revenue increases. Intergov-
ernmental revenues increased 36 percent between fiscal years
1976 and 1977 and represented 36 percent and 40 percent, re-
spectively, of general fund revenues. Detroit's fiscal year
1977 operating surplus was one of only seven attained by that
city since 1949. However, Detroit still has problems: a de-
clining population, unrestored services, and an unemployment
rate higher than State or national averages. Newark's oper-
ating fund surplus more than doubled between 1975 and 1976
and is expected to increase further in 1977. Total indebted-
ness declined. Despite these improvements, Newark relies
heavily on State and Federal aid to finance operations; its
major difficulties were caused primarily by a decllnlng tax
base and inflation and were compounded by the recession.

Conversely, 4 of the 10 cities in fair or poor coadition
had =2xperienced a decline in fiscal health avca:dlng to of-
ficials. For example, Miami's city manager, in his 1¢7b budg-
et message to the city commission, said Miami "is in & state
of crisis." Expenditures continued to increase, while rev-
eaues lagged because the city's property tax rate was at its
ceiling, and real estate values were depressed. Oakland's
poor fiscal health was the culmination of a 30-year decline
in economic and social conditions. The city's primary pro-
blems included a nonexpanding economic base, chronic unem-
ployment, and inflation. New Orleans officials believed
their government's financial condition was "unstable" and
had undoubtedly worsened since last year. The city's basic
problemc :‘esulted from an eroding tax base which prevented
revenue increases sufficient to keep pace with inflation.



Officials from 11 of the 21 cities reviewed believ=2d
their governments were in good financial condition. Five
of these cities remained stable since February 1977, five
improved, and one city's fiscal posture declined. For ex-
ample, Salt Lake City officials attributed the city's con-
tinued healthy financial condition tc conservative financial
management, conservative revenue estimates, and expenditure
controls. Los Angeles officials pointed to the city's large
uncommitted surplus in the reserve fund, less than 10 percent
of authorized debt limit being used, no short-term debt, and
the highest quality bond ratings as signs of their excellent
fiscal health. Honolulu continued to be healthy in spite of
a slight decline prompted by inflation, changes in State law,
and a legal technicality. (See p. 10.)

FUND BALANCES HAVE REBOUNDED

vVarious funds are used to finance activities and programs
of State and local governments. By far, the most important
is the general fund which typically finances most current
operations. Of the 52 governments reviewed, 46 had surpluses
at the end of both the previous and the most recently comple-
ted fiscal years. (See app. V.)

The combired fund balances for the 52 governments in-
creased from $2.6 billion in 1972-73 to $2.8 billion in
1973-74. Fund balances began declining in fiscal year
1974-75 and were down to $1.7 biliion in 1975-76. Most
governments started increasing their surpluses again in
1976-77 to a high of $2.9 billion--a 75 percent increase
ovelr the previous year.

The above trends in fund balances generally parallel
the findings of a recent staff report of the Advisory Com-
mission on Intergovernmental Relations:

"For each of the contractions (the recessions since
1957) expenditures grew more rapidly than receipts,
and surpluses fell. Thus, during each contraction,
State and local governments added to the income stream
increasing aggrecate demand. While these rates of
change are only rough indications of the fiscal impact
of State and local financial behavior, they do point
to the conclusion that State and local goveranments
have acted as a stabilizing force over these reces-
sions."

"(Further) during each contraction, surpluses as a per-
cent of GNP fell, indicating countercyclical behavior."



As shown in the graph on the following page, the
States made up the bnlk of the fund balance increases. Of
the nine which increcsed their surpluses in 1976-77, eight
had risen 100 percent or more. <California had the largest
dollar increase. Due to substantial revenue gains, its
surplus rose over $1 billion in fiscal year 1977.

Six States decreased fund balances during the last year;
wowever, the decreases did not result from financial diffi-
culties. Oklahoma and Iowa lowered surpluses considered to
be excessive. Colorado reduced its surplus by $18 million
to $43.3 million because officials felt smaller reserves
would make more funds available for operations while still
providing an adequate margin against urcertainties. Vir-
ginia's general fund balance decreased ‘‘rom $18.2 million
at the end of fiscal year 1976 to $16.6 million as of June 30,
1977. However, a State comptr.,ller's report explained that
the latter amount is a midcycl: balance of a biennium period
and does not reflect a true delicit or surplus condition
since revenues and expences are not appropriated or allotted
to balance annually . The projected year-end fiscal year
1978 balance was $45.4 million--a 149 percent increase over
che 1975-1976 biennium. New Jersey's operating general fund
balance decreased slightly from $137.1 million to $131.7 mil-
licn between fiscal years 1976 and 1977. However, the unre-
stricted surplus poirtion increased $5.3 million during the
same period.

New Yotk State had the largest monetary decrease in its
fund balance, with a deficit growing from $313.5 million at
the end of fiscal year 1976 to $405.0 million at the end of
fiscal year 1977. Nevertheless, the $91.5 million deficit
increase was a marked improvement over the prior year's oper-
ations when the fund balance decreased by $446.86 million,
and a surplus is anticipated for the fiscal year 1978 oper-
ating period.

Eleven counties' fund balances increased. For example,
a $3.2 million increase (about 290 percent) in Nevada's
Clark County was due to increases in preoperty and business
taxes, licenses, gaming fees, and antirecession assistance.

Five counties' suryp'uses declined, but these decreases
were not always linked to financial difficulties. Alameda
County, California, lowered its surplus from $27.7 million
in fiscal year 1976 to $13.2 million in fiscal year 1977 by
transferring surplus general funds to the capital outlay fund.
The fund balance in Massachusetts' Norfolk County decreased
from $2.0 million to $1.7 million due to transfers to the
county hospital. On the other hand, Lake County's general
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fund surplus declined from $1.7 million to $1.4 million at
the end of fiscal years 1975 and 1976, respectively, pri-
marily due to increased expenditures, including $500,000 for
additional deputies mandated by the courts. Fund balances

in Pennsylvania's Allegheny County decreased from $21.8 mil-
lion in fiscal year 1975 tu $16.8 million in fiscal year 1976.
Revenues weve insufficient to cover inflated expenditures.

Ten cities' fund balances decreased during their most
recently completed fiscal year. Seven of these cities--
Cincinnati, Evansville, New Orleans, Oakland, Spokane, St.
Louis, and Toledo--attributed the decreases to such factors
as a failure of revenues to keep pace with expenditures due
primarily to inflation, eroding tax bases, chronic unemploy-
ment, and, in a few cases, to the recession. Honolulu's fund
balance decreased from a $4.3 million surplus to a $5.0 mil-
lion deficit between fiscal years 1976 and 1977 due to changes
in State law reducing property tax assessments, a legal tech-
nicality requiring a $10 million write-off against bond antic-
ipation notes, and a $2.3 million revenue shortfall largely
due to tax delinquencies and appeals in escrow. According
to a Seattle official, the city's general fund balance de-
creased due to departments spending more than in the past,

a smaller effect of inflation on revenues than anticipated,
and lower utility revenues because of a mild winter and con-
servation efforts. The decrease in Providence's fund balance
was attributed to several factors, the most important of which
was not receiving anticipated tax revenues due to tax abate-
ment actions.

STRONG GAINS IN REVENUES

Of the 51 governments where information was available,
almost all had increased revenue collections over their pre-
vious fiscal years. Combined total revenves for the 51 govern-
ments rose $8.4 billion, or 14 percent. As shown ir. appen-

dix III, the States and counties had the largest average gains
of about 14 ond 16 percent, respectively, while cities averaged
abou. 9 percent. Further, most governments achieved budget
estimates for their most recenily completed fiscal year and
nearly all were achieving current vear estimates.

Officials attributed revenue gains to an improved econ-
omy, inflation, higher intergovernmental funds, and tax in-
creases. Conversely, some officials believed that tax limi-
tations, decaying tax bases, and lingering effects of the
recession limited revenue growth.
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S:ates benefited rfrom improved_economy

Tax revenues increased over 14 percent between fiscal

year 1976 and fiscal year 1977 for the States visited.
Since tax revenues--primarily sales and income--comprise

sut three-fourths of total revenues, most States benefited

.n an improved economy. An upturn in business activity,
. fevived construction trade, increased employment and per-
sonal income levels, and higher costs for goods and services
‘11 translated into increased tax collections and were cited
as the major factors stimulating revenue growth. As examples:

--During 1976, automobile production increased 26.4 per-
cent, and Michigan's personal income rose 12.4 per-
cent--the largest increase in 23 years. Michigan's
personal income and retail sales tax collections both
increased about 16 percent in fiscal year 1977.

-=-In California, although 1976 unemployment was 9.5 per-
cent, employment and personal income increased sub-
stantially. Between fiscal years 1976 and 1977, the
State's personal income tax collections increased
22 peicent, and sales tax revenues 15 percent.

--Virginia experienced a 22-percent increase in cor-
porate income tax revenues due to increased profits.

Only two States increased major tax rates by more thran
5 percent during fiscal year 1977. 1/ Maryland raised re-
tail sales and motor vehicle and boat titling taxes from
4 to 5 percent effective June 1977, because cof growing expend-
itures for additional services, such as providing tax relief
for the elderly, and offsetting infliation in general. Effec~-
tive January 1, 1977, Louisiana increased the rates for as-
sessing ccrporation income from a flat 4 percent to a grad-
uated rate starting at 4 and increasing to 8 percent.

In addition, three States made adjustments to their tax
procedures which have resulted or will result in at least a
5~-percent increase in revenues for the tax involved, and a
fourth added a major new tax. Maryland officials attributed
the 5-1/2 percent increase in corporate income tax revenues
over budget estimates to legislated tax base increaces.

In addition to raising corporate tax rates, Louisiana changed
the method of assessing individual income tax, effective
January 1, 1977, to fireice cost-of-living salary increases

1/Various other tax increases made by States, counties, and
citles are discussed in the enclosed case studies.
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for State employees and public school teachers. Oklahoma
changed the method of taxing gas and oil production from

a per unit basis to a value basis to take advantage of the
rising value of 0il and natural gas. This adjustment, along
with higher prices, caused gross production tax revenues to
increase 26 percent. New Jersey's tax revenues soared over
34 percent, primaril; because it initiated an income tax.
The new revenue source cannot be used for general operating
expenses, but instead will fund local education, provide
proparty tax relief, and replace several business taxes.

Although the States' tax revenue increased, several cited
unfavorable factors affecting the most recently completed or
current fiscal year's revenues. Iowa officials said a bad
farm year in 1977 slowed 1978 income tax revenues. Missouri
officials cited reductions in Federal spending and the energy
crisis as factors which adversely affected their major indus-
tries, while Louisiana officials cited severance tax base
erosjion, e.g. depleting mineral resources, and constitutional
limitations on tax rates and fees as unfavorable factors.

Three States cited rt>cession as a factor limiting the
most recently completed fiscal year's revenues. All, however,
showed signs of improvements. Fiscal year 1977 sales tax col-
lections for maryland and sales and income tax collections for
Virginia were below initial estimates due to a slower than
anticipated recovery from the recession. 1In Maryland the con-
struction industry, which was particularly affected by the re-
CGSSlon, has improved, and fiscal year 1978 saies tax revenue
is expected to exceed estimates considerably. Officials ex-
pect steady economic growth in fiscal years 1978 and 1979.
Although Virginia's sales and income tax collections were
lower than initial estimates, collections for each tax exceed-
ed revised estimates and fiscal year 1978 first quarter rev-
enue collections exceeded estimates by about $20 million due
to the inclusion of military individual income tax witholding,
an improving economy, and reduced unemployment. State offi-
cials were cautiously optxmxstxc because one-third of total
revenues are collected in the last guarter and any significant
shortfalls would adversely affect the budget. New York of-
ficials stated that the slowing of business activity in the
early part of fiscal year 1977 adversely affected revenues.
However, they stated that in the latter part of fiscal year
1977 and in 1978, a turnabout is evident as revenues from
personal income and sales taxes have returned to normal
growth.

12



County revenues increased due to
tax increases and intergovernmental aid

The major income sources for counties were intergovern-
mental revenues and tax collections (primarily property).
These revenues increased about 16 and 12 percent, respec-
tively, during the past fiscal year for the 16 counties
visited. County officials attributed most of the rise in
intergovernmental revenues to increased or new grants from
the Comprehensive Employment and Training Act, revenue
sharing, antirecession assistance, Medicaid programs, and
State aid. Higher tax collections were usually due to
increasing property values, new taxable properties, and/or
increased tax rates.

Five counties raised their property tax rate by more
than 5 percent during their most recently completed fiscal
year, and one added new taxes. In four cases, inflation was
cited as the primary factor dictating the need to raise ad-
ditional revenues. One of the remaining counties raised taxes
to offset decreases in Federal funding, and the other in-
creased rates to hire additional deputy sheriffs and expand
its court system and mental health services.

All 14 counties that levy taxes 1/ collected higher pro-
perty tax revenues, but increases were limited by factors such
as statutory limits, the need for State approval of tax in-
creases, and delays in reassessing appreciated property.
Officials of two counties said recession-related construction
slowdowns limited tax base growth but reported that the sit-
uation showed signs of improvement. For example, Fulton Coun-
ty building permits dropped in 1975, rose somewhat in 1976 and
1977, but have not yet reached the 1974 level.

Tax linitations and delays in reassessment were high-
lighted as significant obstacles to increasing revenues. For
example, Essex and Cape May Counties, by New Jersey State law,
must limit annual property tax revenue increases, with some
adjustments, to 5 percent. Comanche County's property tax
level has not c¢hanged in years due to a ceiling imposed by
the State of Oklahoma. State law sets Norfolk and Worcester
County property tax rates. Allegheny County has been reasses-

1/Two counties, Norfolk and Worcester, do aot have any taxing
powers. The amounts needed to operate the counties are set
by the Massachusetts legislature and are raised through
assessments on the cities and towns within the counties.
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sing one-third of county properties each year, but State law

prevents a tax levy on increased valuations until the entire

county has been reassessed. Clark County, Nevada, and Bern-

alillo County, New Mexico, use a S5-year and 10-year reassess-
ment schedule, respectively.

City revenues rose but
grovth often restricted

While property tax increases and inflation raised the
cities' total revenues, tax limitations and decaying tax bases
limited revenue growth. For the 21 cities visited, total tax
revenues increased about 10 percent and intergovernmental

funds about 7 percent during their most recently completed
fiscal year.

Property tax is the major tax for 14 cities and a signi-
ficant income producer for all 21. Rising property values and
tax rate increases were the most frequently cited reasons for
higher revenues.

Other reasons such as inflation and economic recovery
were cited for revenue growth. Twelve cities obtained a large
portion of their revenues from general sales taxes, and four
relied heavily on income toxes. Although many of tkese cities
experienced some recessionary impact, such as a slowdown in
the growth rate, all affected showed signs of improvement.
Officials of several cities believed that inflation had, in
part, been responsible for revenue increases and that revenues
benefited from economic recovery in their respective areas.
For example, Phoenix officials cited decreased unemployment

sales growth as reasons for their city's recovery. Phoenix
sales and franchise tax receipts increased 24 rercent in 1977,
and economic recovery is expected to continue through fiscal
year 1978. Toledo's 1977 income tax collectious are expect=d
to rise 13.5 percent over 1976, largely due to an improved
employment posture, increased weekly earnings, and higher cor-
porate profits.

Four cities rzised major tax rates by more than 5 percent
in their most recently completed fiscal year. Additionally,
Providence increased i:ts property tax revenues by 21 percent
largely as a result of its first proverty revaluation in 16
years. Miami officials cited rising personnel costs as the
Primary reason for raising fiscal year 1977 property taxes.
Boston increzsed its property tax rate by abcut 29 percent
primarily because debt interest payments and the school
budget rose by several million dollars, while State aid and
Federal revenue sharing funds declined about £38 million and
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property valuations decreased about $28 million. Detroit
increased its property tax to help counter a projected fiscal
year 1977 general fund deficit, which did not materialize due
primarily to increased intergovernmental aid. Salt Lake City
doubled its franchise tax rate on utility company revenues
Zue to inflation.

Many cities reported that receiving more intergovern-
mental aid, such as antirecession assistance, community de-
velopment, and other Federal assistance, caused revenue gains
and was instrumental in enabling them to maintain services.
Detroit’s intergovernmental “unds increased by $65 million and
its share of operating revenues rose from about 36 percent in
fiscal year 1976 to 40 percent in fiscal year 1977. Federal
funds comprise 28 percent of Oakland's 1978 budget -~up from
12 percent in 1973. About 33 percent of the city's employment
is currently funded through Comprehensive Employment and
Training Act funés. New Orleans' Federal aid rose from about
29 percent of the 1976 budget to almost 34 percent in 1977.

Two major factors, however, emerged as severely impeding
several cities' revenue growth--tax limitations and erosion of
tax bases. Several cities stated that some type of limi-
tation, such as State legislative restrictions on total levics
or annual increases, hampered their revenue-raising capacity.
For example, officials of Detroit and Miami said tney have
exhausted their legal taxing powers.

Miami officials also cited a construction slowdown as
adversely affecting property tax base growth and revenues.
Although construction activity recently increased, tax
revenues from new construction lag by aibout 2 years because,
we were told, Florida law restricts taxation of new property
until it is substantially complete. Miami officials also
believe that a tourist trade slump depressed real estate
values and increased tax delinquencies from £ percent in
1976 to 7.6 percent in 1977.

Eleven cities reported that continual tax base decay
and related chronic difficulties posed a fiscal dilemma.
Ceclining population, inc.easing proportions of low income
and elderly populace, loss of business, urban decay, and
chronic unemployment were repeatedly identified as persistent,
complex problems detrimentally affecting both revenue-raising
capacity and overall. fiscal health. Examples follow:

--Detroit officials believed uremployuent was the city's
most persistent problem. 1In 1976 the average unemploy-
ment rate was about 14 percent, and through August
1977, it averaged between 10 ani 1 percent. In 1976,
over 28 percent of the city's prpulation was supported
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by welfare benefits., Between 1972 and 1976, there
was a net loss of 21,000 dwelling units. The city's
population declined 12 2rcent from 1970 to 1975
according to the latest Bureau of the Census statis-
tics.

--In Oakland an estimated 16 percent of the population
live in households with incomes below the national
poverty level. Unemployment in February 1977 was
estimated at 14 percent. Between 1966 and 1974
Oakland's share of its county commercial investment
fell from 60 to 23 percent. Since 1969 the city's
population declined 15 percent. Oakland had the
hlghest percentage of occupied substandard housing
in the Bay area.

--According to the latest Bureau of the Census data,
Newark's population declined approximately 11 percent
between 1970 and 1975. City residents on public
assistance programs have increased in recent years.
As of Septeamber 1977, Newark's unemployment rate
was an estimated 13 percent. Assessed real estate
values dropped almost 7.7 percent from 1970
to 1977.

INCREASING COSTS BOOST EXPENDITURES

Primarily because of inflation, total expenditures for
all governments generally increased. (See app. IV.) For
all 51 governments where information was available, total
annual expenditures increased about 9 percent from $59.3
billion to $64.5 billion. States had the largest expenditure
increases of 9 percent followed by counties with 8 percent
and cities with about 7 percent.

Inflation was the overriding factor cited both for
causing increased expenditures and for adversely affecting
overall financial health. Increasing costs for salaries
and related fringe benefits, utilities, supplles, fuels
and equipment were repeatedly pinpointed for increasing
expenditures. For example:

~-According to officials, Maryland's Department of
Personnel fiscal year 1977 expenditures increased
alimost 25 percent to $223 million and were budgeted
to rise another .8 percent in fiscal year 1978
due to a recent pattern of rapid increases in re-
tirement and fringe benefit costs for State employees.
Increases in retirement benefits were attributed to
spiraling costs and legislative changes. Officials
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also cited inflation-related expenditure increases in
salaries, medical assistance, and higher education,
such as a $30 million across-the-board salary
increase budgeted for fiscal year 1978.

--Newark officials reported that gas, electric, and
oil bills have gone up 400 to 500 percent in the past
3 years. The city's social security contributions
increased over $1 million from 1976 to 1977.
Pension costs in 1977 were up $3 million from tha
1976 level of $11 million.

--Eighty percent of Oakland's operating expenditures
were for personnel costs. About 40 percent of this
amount represented outlays for police and fire person-
nel. PFrom fiscal years 1972 to 1978, the number
of these employees dropped 5 percent while budgeted
salaries and benefits increased 79 percent.

--While Alameda County's employment rose less than 1 per-
cent from fiscal year 1976 to 1977, salaries and bene-
fits grew 8.2 percent during the same period.

In addition to inflation, some officials stated that
meeting an increased service demand and providing outlays
to fulfill legislative or judicial requirements caused ex-
penditures to rise. For example, the California legislature
committed the State to spend $4.3 billion over a 5-year
period to equalize per pupil education expenditures. Clark
County's 1978 budgeted expenditures for recreation were almost
double 1977 actual levels due to new park development.

Increasing population, greater public awareness and par-
ticipation, and chronic difficulties were frequently cited as
factors causing a growing demand for government services.
Some lingering effects of the recession were noted; however,
decreases in unemployment rates between 1975 and October
1977 1/ in almost all jurisdictions helped to alleviate major
recessionary pressures.

EMPLOYMENT INCREASED BUT SOME
EFFORTS MADE TO_CONTROL COSTS

Overall, the number of personnel employed by the 52 gov-
ernments increased, although some took action to lim.t employ-
ment costs. Employment for all governments increased by

1/Based on Bureau of Labor Statistics data for 1975 and 1976
Yearly averages and for monthly figures through Gctober 1977.
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2.4 percent during the most recently completed fiscal year.
(See app. IV.) State employment increased by 3 percent, while
counties' and cities' employment changed less than 1 percent.
Thirty-seven governments increased employment .wucing this
period. Generally, employment accounted for morse county and
city expenditures than for States. In only 2 States, was
employment over 40 percent of total expenditures, while 14
counties and 20 cities had personnel expenses of 40 percent
cr more.,

Although the number of employees generally rose, several
governments, part.cularly cities, tried to control employment.
Many iuwposed hiring freezes or laid off employees. Despite
these measures all 15 States and 12 of the 16 counties in-
creased their workforces, while 11 of the 21 cities reduced
them. The impact of these reductions on service levels, how-
ever, was slight. According to officials, the basic services.
of only four governments were adversely affected.

DEBT LEVELS_AND BOND RATINGS
HAVE CHANGED LITTLE

The 52 governments' long-term debt has been stable.
Also, bond ratings for 48 governments have not changeé from
from January 1977, to January 1978; three governmernts' ratings
increased and one declined.

As shown in the following table and in appendix VI, the
combined level of lorng-term debt increased by about 7
percent over the previous year.

Long-term Indebtedness

Most recently

Prior fiscal completed Percent
year fiscal year change
(billions)
States $23.55 $25.32 7.6
Counties .73 .76 4.4
Cities 4.49 _4.58 2.1
Total $28.77 $30.6 6.6

s===== E====
However, as a percent of l-year's revenues, long-term

debt for all jurisdictions decreased about three percentage
points.
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Loag-term Debt_as a_Percent of Revenues

Most recently

Prior fiscal completed
year fiscal year
(percent)
States 42 39
Counties 45 41
Cities 95 89
Total 46 43

Use of long-term borrowing varied considerably between
and within the different types of governments. AS shown
above, cities relied more heavily on funds obtained by borrow-
ing.

Some States, cities, and counties had little or no out-
standing debt, while others had debt of two or three times
total annual revenues. For example, debt levels for Missouri,
Oklahoma, and Virginia were less than 10 percent of their rev-
enues and Colorado had no outstanding debt, whereas Connect-
icut's debt was over 100 percent of its revenue. Lake County,
which was in fair financial condition, had long-term debt
totaling 18 percent of annual revenues. The average for all
counties was about 41 percent. Further, of the 10 cities
classified in fair or poor condition, 8 had debt levels less
than 75 percent of their last year's revenues while 2 cities
in healthy condition had debt levels of 252 and 379 percent.
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CHAPTER 3

STATUS, USE, AND_IMPACT OF ANTIRECESSION

ASSXSTANCE ON GOVERNMENTS' OPERATIONS

The status, use, and impact of antirecession assistance
funds varied between and within the different levels of
gove.nments reviewed. Measurement of the actual effects
ana when they occurred was impaired by the interchangeable
nature of funds, shifting needs and priorities, changes in
other revenue sources, and the relatively small contribution
antirecession funds made to total resources. Although these
limitations precluded any conclusive evaluation of their im-
pact, the antirecession funds filled budgetary voids, in-
creased expenditure levels, and helped increase or maintain
surpluses.

ACCOUNTING STATUS OF
ANTIRECESSION FUNDS

The 52 selected governments received over $504.1 million
for the first five quarters of the antirecession assistance
proaram. Fifteen States received $349.1 million, 16 counties,
$28.3 million, and 21 cities, $126.7 million. Payment for the
first two quarters was received in November 1976, the third
quarter in early January 1977, and the fourth and fifth
quarters in early April 1977 and July 1977, respectively. 1/
Three governments did not receive payments for all five
quarcers since their unemployment rates fell to or below the
4.5 percent eligibility rate,.

--Iowa received payments for only the ficst two
quarters;

--Evansville received payments for the first three
and the fifth quarters, but not for the fourth; and

~-Fort Worth received payments for only the first
three quarters.

As of October 31, 1977, the 52 governments had appro-
priated about 94 percent of the antirecession funds received

e . > — ———— - ——g. s

1/Connecticut and Oklahoma received their first payments in
December 1976 and January 1977, respectively. 1In addition,
St. Louis received payment for the first three quarters in
January 1977.
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for the first five quarters and disbursed 73 percent. Cf the
amounts appropriated, the 15 States had disbursed 71 percent;
the 16 counties, 63 percent; and the 21 cities, 80 percent,
(See f£ig. 1.) See appendix VII for the status of the anti-~
recession payments received for the first five quarters by
each government.

REPORTED USES OF ANTIRECESSION FUNDS
MAY NOT MEASURE ACTUAL IMPACT

The uses of antirecession assistance payments discussed
below and the status of funds described in the previous sec-
tion were identified by financial records or described to us.
As discussed in our earlier revenue sharing reports, 1/
the uses shown in the financial records are solely accounting
designations ané may have little or no relation to actual
use or impact.

The amount of antirecession funds received and the
amounts and sources of all other revenues can be identified
for each government. However, once funds from different
sources are commingled for budgetary purposes, it is often
impossible to identify the source of the dollars that fund
an expenditure category or specific item. For example, we
were unable to determine the amount of antirecession funds
actually disbursed in Clark County, because those funds were
commingled with funds appropriated from otier sources and
subsequently lost their identity. Similar situations existed
in Los Angeles, Miami, Phoenix, Providence, and the State
of Washington,

Whenever a government spent antirecession funds for
activities that were, or would have been, financed from local
Oor other revenue sources, considerable latitude existed for
use of the funds freed. They could have been used to increase
expenditures for other programs, ~void a tax increase, post-
pone borrowing, increase year-end fund balances, and so forth.
For example, Fulton County officials used antirecession funds
to pay salaries that would have been paid with revenue ; from

. - . —— — — v —— e A PR e s i i o o0t

1/"Revenue Sharing: Its Use by and Impact on State
Governments," B-146285, Aug. 2, 1973; “Revenue
Sharing: 1Its Use by and Impact on Local Governments,"
B-146285, Apr. 25, 1974; "Case Studies of Revenue
Sharing in 26 Local Governments," GGD-75-77, July 21,
1975; and "Revenue Sharing: An Opportunity for Im-
proved Public Awareness of State and Local Government
Operations," GGD-76-2, Sept. 9, 1975.
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(Millions of dollars)

FIGURE 1.

STATUS OF ANTIRECESSION ASSISTANCE
PAYMENTS RECEIVED FOR FIRST FIVE QUARTERS
FOR 52 SELECTED GOVERNMENTS AS OF OCTOBER 31,1977
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other sources. The antirecession funds freed county funds
which may be used to pay for other services or carried over

as unobligated surplus at year-end. St. Louis used antireces-
sion funds for salaries and fringe benefits, and subsequently
freed other general revenues for repairs and maintenance ex-
penses and capital projects.

Accordingly, because antirecession funds may make other
furds available to assist government services, we cannot
directly correlate the uses of antirecession funds to the
reported services. The interchangesable nature of funds can
nullify the neaningfulness of financial reports which relate
specific expenditures to specific sources of revenue such
as antirecession assistance.

Reported uses of funds by
program or function

As oriqginally legislated by the Congress, governments
were to use antirecession funds for basic services. The taktle
on page 24 shows that the 52 governments reported uses for a
wide variety of services.

Over 99 percent ($323.1 million) of the antirecession
funds appropriated by the 15 State governments reportedly
were or would be used for various operations and maintenance
expenses. In addition, the 16 counties and 21 cities report-
edly had or would have used over 98 percent of their funds
for operations and maintenance expenditures of $26.3 million
and $118.3 million, respectively. Most of the antirecession
funds reportedly were used as follows:

--State governments: public welfare, corrections,
health, transfers to other governments, fire pro-
tection, and education.

--County governments: health, highways and streets,
and parks and recreation.

--City governments: police protection, fire protection,

highways and streets, sanitation other than sewage,
and parks and recreation.
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Antirecession Assistance Funds

égggoggigted_fot Operations_and_Maintenance Expen-.es
Dy 34_SeTected Governments as of October 31, 19.7

______ Amount —
Functional area States  Counties Cities Total
————— - (000 omitted)~ = = - - - -
Education $ 15,302 $ ——— $ 319 $15,621
Highways ana strcets 2,071 3,317 10,177 15,565
Public welfare 75,189 1,270 - 76,359
Hospitals and clinics 5,095 ——— 396 5,491
H2alth 57,339 3,880 120 61,339
Police protection 6,500 1,453 57,358 65,311
Fire protection 15,810 325 14,891 31,026
Sewerage -— 6 20 26
Sanitation other
than sewerage ——— 23 6,116 6,139
Parks and recreation 2,012 2,481 6,142 10,635
Natural resources 2,044 -~ — 2,044
Housing and urban renewal 1,040 105 854 1,999
Corrections 60,781 1,528 160 62,469
Financial administratjon 1,443 384 224 2,051
General control 4,648 557 346 5,551
General nublic buildings 122 1,059 599 1,780
Libraries 386 79 17 482
Interest on debt 8,425 ——— - 8,425
Transfers to other
governments 16,770 373 —— 17,143
Othe, 48,106 9,599 20,577 78,282
Total $323,083 $26,339 $118,316 $467,738

ELEE T LT Y] uEESMmE SxEaAxmEm EssISnng

Ten of the 52 governments (3 States, 4 counties, and 3
cities) reported appropriations of antirecession funds for
capital outlays. The following table shows by functional area
the total funds designated.

Antirecession Assistance Funds

Appropriated for Canital Outlays

by 10 _Governments as of October 31, 1977

e mime—op..ohmOuUnt
Functional areas ‘States ~ “Counties Cities Total
Hospitals and c¢linics $ 769,956 $ -—— $ ——— $ 769,956
f.oalth -— 52,260 -——— 52,260
Police protection -— 1,179 —— 1,179
Fire protection ——— -— 157,000 157,000
Parks and recreation 578,631 41,130 123,421 743,182
Housing and urban
renewal - 921 907,242 908,163
Cortections 716,888 246,168 -—— 963,056
Financia) administration -——- 4,600 —-—— 4,600
General control 185 32,987 - 33,172
General public
buildingsg 299,324 -— 1,662,573 1,961,897
Libraries - 12,000 21,032 33,032
Transfers to other
governments 7,014 -—- -——- 7,014
Other  ______ prbae --13.827 memeoalIT -~Ad5,827
Total $2,371,998 $407,072 $2,871,268 $5,650,338
SRSz TEms== E==S=E=m==s IEZITCSTRZ ESXBETTTETN



Reported uses cf funds by
objec’. class_or_specific class

As anticipated by the Congress, a large portion of anti-
recession funds were reported as used for salaries. Most of
the 52 governments appropriated a portion of their anti-
recess.on funds for either salaries and wages or for across-
the-board wage and benefit increases, which collectively
accounted for about $259.9 million, or 55 percent of the
total funds -ppropriated.

Forty-one of the 52 governments (12 States, 13 counties, and
16 cities) appropriated at least a portion ¢l their funds
in those two categories.

The following table summarizes by object class the
antirecession funds appropriated.

Specific Uses of Antirecession Assistance
Funds Appropriated by 52 Selected Governments
as of October 31, 1977

o ____Amount .
Object Class States  Counties Cities Total
------- (000 omitted)- = = - - - -
Salaries and wages $142,941 $11,561 $ 64,781 $219,283
Across-the-board wage
and benefit increases 9,769 4,151 26,712 40,632
Supplies and eguipment 2,925 759 5,650 9,334
Repairs and maintenance 10 1,228 6,647 7,585
Capital construction/
impcovements 1,655 296 2,683 4,634
Debt retirement/
payment of interest 8,425 -—— —— 8,425
Other (note a) 159,730 8,750 14,713 183,193
Total $325,455 $26,745 $121,186 $473,386
Note a: 1Includes those funds which could not be identified to a

specific use.

IMPACT OF ANT1RECESSION_ FUNDS_ON
OVERALL_OPERATIONS

Although antirecession funds generally reprzsent a small
proportion of a government's available revenues, officials of
mdst of the 52 governments believed the funds had a favorable

25



impact on services and employment but had little or no impact
on tax rates. Officials speculated with mixed views on the
impact of the funds on overall operations. For example, of-
ficials believed the funds would be used to (1) fill budgetary
gaps, (2) increase expenditure levels, (3) maintain or in-
crease surplus balances, or (4) a combination of the three.

Favorable impact on
services and employment

Officials' opinions varied on how antirecession funds
affected their governments. The different responses are,
perhaps, an indication of the peculiar situation of each
government. As shown in the following table, however, more
officials believed antirecession funds had a favorable
impact on services than on tax rates.

Impacts of Antirecession Funds
on the 52 Governments

Numl 2r of governments

—— ——

States ~ Counties Cities ~ Total
Impact on
services
Favorable 14 12 19 45
Little or none 1 _4 2 1
Total 15 16 21 52
Impact on
tax rates
Favorable 5 5 6 16
Little or none 10 11 15 36
Total 15 16 21 52

As shown in the table on page 25, the 52 governments
appropriated about $219.3 million, or 46 percent of their
total appropriated antirecession funds for salaries and wages.
The States appropriated $142.9 million of $325.5 million, or
44 percent; the counties about $11.6 million of $26.7 million,
or 43.4 percent; and the cities about $64.8 million of
$122.2 million, or 53.5 percent of the total appropriated
funds.
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Although statistics on the number of positions funded
were hard to obtain and unavailable for some governments,
officials estimated tha% more than 22,400 ‘jcbs were funded
with antirecession funds as of October 31, 1977. These are
reported uses as shown in financial records or described
to us. Because of the interchangeable nature of government
resources, however, these reported uses may have little
or no relation to their actual impact. The following table
reflects the data available on the number of positions funded
with antirecession funds. These positions do not necessarily
reoresent annual employment since some positions were funded
for only a limited period.

Number of Public Service Positions
Funded by Antirecession Assistance
as of October 31, 1977

Positions states Counties Cities Total

Created 5,122 165 1,308 6,595

Restored 67 25 1,774 1,866

substituted 12,410 543 1,005 13,958
Total 17,599
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As shown in the above table, the governments used anti-
recession funds to substitute for o*her funds for 13,958 posi-
tions, or about 62 percent of the more than 22,400 jobs. The
governments also used antirecession assistance to fund
6,595 new positions, or about 30 percent, and to restore
1,866 positions, or about 8 percent. The positions funded,
however, varied by tyre of government, which is perhaps
a reflection of fiscal need. On a percentage basis, far
more of the funds used by cities for employment went to
restore or create new positions than States and counties,
which in large part, used antirecession funds to substitute
for other revenues.

Officials of 9 States, 9 counties, and 14 cities said
that antirecession funds had a favorable impact on public
employment. Officials of 6 States, 4 counties, and 12 cities
believed antirecession funds prevented layoffs of employees.
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Impact of funds on

e e e e - 4

governments’ budgets

Antirecession payments represented a small portion of
each government's total available revenues. For the first
four quarters of the program, these funds represented only
0.5 percent of the 52 governments' total selected revenues
for the most recently completed fiscal year. Antirecession
funds received by the 15 States for the first four quarters
ranged from 0.1 to 0.8 percent, or an average of 0.4 percent
of total selected revenues. For the 16 counties the range
varied from 0.2 to 4.0 percent for an average of 1.0 percent,
and for the 21 cities the range was from 0.4 to 3.5 percent
for an average of 1.8 percent. (See app. VIII.) Officials of
four States, two counties, and three cities commented that
antirecession funds were minor compared to their total budgets
or that they had had minimal impact on their operations.

Results of our analysis and discussions with officials
concerning the impact of antirecession funds on the most
recently completed operating year and current operating year
budgets are summarized in the table on the next page. Each
category is discussed in the following sections.

The budget impacts described in the sections which
follow are subjective interpretations that cannot be
demonstrated conclusively. They are based on our analysis
of the financial operations of the 52 governments and on
officials' perceptions of the net impact of the antireces-
sion funds on their budgets and operations.

Some governments used antirecession
payments to helip balance budgets

For the most recently completed fiscal year, six
governments used antirecession assistance funds to fill
revenue gaps in their budgets. In the current operating
year, 12 governments ¢re also using the funds to fill
budgetary gaps. For example, New York used antirecession
funds to help reduce anticipated fiscal vear 1977 year-end
deficits caused by recessionary and chronic inflationary
pressures. For Providence the funds helped the city reduce
its fiscal year 1977 deficit.

Some aovernments increased sxpenditure
levels with antirecession funds

For the most recently completed fiscal year, 14 govern-
ments used antirecession funds to increase levels of expend-
itures. 1In the current operating year, 20 governments are
also using the funds to increase expenditure levels.
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Impact of Antirecession Funds
on 52 Selected Governments' Budgets

— _ _ Impact
Filled Increased Maintained or
budgetary expenditure increased Compound

Budget year gap levels surplus (note a) Total
Most recently
completed
fiscal year
(note b}
States 3 4 2 4 13
Counties - 4 3 3 10
Cities 22 .6 1 22 12
Total ) 14 6 9 c/35
Current
operating
fiscal year
(note b)
States 3 7 1 3 d/14
Counties 1 5 3 7 16
Cities 8 _8 _= _5 21
Total

[
n e
e
o
(3
N =
L)

d/51

=

a/Officials of some governments perceived impacts in more than
one area.

b/See app. I.

c/Seventeen governments did not appropriate or disburse any
antirecession funds within their most recently completed
fiscal year, which often was December 31, 1976, only
a short time after receiving the first payment.

d/Iowa did not receive any payments in this year because its
unemployment rate was below 4.5 percent.

29



For example, Multnomah County officials stated that they are
using the funds to expand basic services in 24 project areas.
In Detroit, funds are being used to increase the level of
experditures in the police department because of increased
citizen demands to restore and increas< the level of police
protection in the community.

Some governments maintained or increased
surpluses with antirecession funds

In the most recently completed fiscal year, six govern-
ments used antirecession funds to maintain or increase sur-
plus balances. In the current operating year, four govern-
ments are also using the funds to maintain or increase sur-
pluses. In Washington State, for example, antirecession funds
received in fiscal year 1977 were used for debt service, which
displaced State funds already budgeted and increased the
State's general fund balance. Comanche County officials
eppropriated antirecession funds in lieu of revenue sharing
-unds, thereby enabling the county to retain as unappropriated
revenues a corresponding amount of revenue sharing funds.

Funds had a compound effect
on some governments' budgets

In the most recently completed fiscal year, antireccessior
funds had a compovund effect on nine governments' budgets. 1In
the current operating year, the funds are having a compound
effect on the budgets of 15 governments. For example, in
Clark County the funds have given the county the opportunity
to increase expenditure levels while also helping to maintain
the general tund balance. For so.ie governments, officials
stated that antirecession funds were used to maintain levels
of basic services which indicates funds are being used to
£ill budgetary gaps and/or maintain surpluses for future use
and/or increase expenditure levels.

OFFICIALS' VIEWS OF PROGRAM VARY

Officials in 49 of the 52 governments believed the anti-
recession assistance program should continue. However, most
governments' officials stated that antirecession funds were
used to combat inflation, unemployment, and other chronic
problems rather than recession.

Although officials for at least 35 governments believed
the program could be improved, their opinions of what improve-
ments were needed varied considerably. Several believed
their gnvernment. should have more flexibilicy in using anti-
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recession funds. Some wanted the program's restrictions
removed, whereas others recommended the program be combined
with other Federal programs like revenue sharing. Other
officials would have liked more advanced information on the
amount of funds to be disbursed.

Officials of three State governments believed the pro-
gram should not be continued in its present form. A Florida
official stated that some governments did not need Federal
money because their revenues were not dependent on employment.
A Maryland official believed the program should not be con-
tinued during nonrecessionary periods. Iowa officials did
not believe their State was getting its fair share of the
funds because the State's unemployment rate was below the na-
tional average. Although Salt Lake City officials supported
continuation of the program, they believed the funis should
not go to cities in good fiscal health, including their own.

Officials of at least 37 of the 52 governments believed
that factors other than unemployment rates, or in addition
to unemployment rates, should be used in determining allo-
cations of antirecession funds. Those officials believed
other factors such as population changes, inflation rates,
employment levels, financial needs of the governments,
taxing efforts, and other economic indicators should also
be considered.

Cfficials from 33 of the 52 governments said that had
the antirecession funds not been available or the program
discontinued, the governments would have (1) reduced services
or expenditures for services; (2) laid off employees, or (3)
had to take both actions. Officials from 11 governments be-
lieved they would have had to raise tax rates or postpone
tax reductions, and two governments indicated they would
have reduced surpluses.
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CHAPTER 4

CONCLUSIONS AND MATTERS FOR

CONSIDERATION BY THE CONGRESS

Although the antirecession program was intended to
assist only those governments substantially affected by
the recession, many governments not severely affected still
received antirecession funds. Additionally, most governments
we visited in November 1977 were perceived to be in gocd
financial condition and weie not experiencing any recession-
ary pressures. Even though antirecession assistance has
helped improve the recipient governments' fiscal health,
the program's principali objective has not been effectively
achieved. Accordingly, we are presenting several alternatives
to assist the Congress when it considers renewing the anti-
recession assistance program.

CONCLUSIONS
The antirecession program was proposed because the
Congress believed the national recession imposed considerable
hardships on State and local government budgets, particularly
by creating revenue shortfalls and increased demand for cer-
tain services, Also, it was thought that recession-related

difficulties were forcing governments to take budgetary
actions such as tax inCreases, layoifs, and basic service
reductions, all of which can undermine Federal efforts to
stimulate the economy.

Our previous studies and those f other organizations
have concluded that the antirecessiuon assistance program
is not a particularly effective tool for stimulating the
eéconomy and has not effectively met its principal objective
of selectively targeting aid to only those governments sub-
stantially affected by the recession. Further, these studies
disclosed that limited evidence existed showing the recession
alone caused financial problems which forced governments to
take budgetary actions tat counter Federal efforts to
stimulate the economy.

Specifically, an Advisory Commission on Intergovern-~
mental Relations staff study concluded that no persuasive
evidence exists to prove that State and local taxing and
spending policies in the aggregate have undercut Federal
attempts to stimulate the economy. During recessions State
and local governments have historically maintained or in-
Creased their agqregeate spending levels by decreasing fund
balances.
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The results of our previous reviews of the 52 governments
support the conclusions reached hy the Advisory Commission's
staff study. 1In total, expenditures continued to rise and
available surpluses were reduced. Further, many governments
that received antirecession payments were not substantially
affected by the recession, S0 that assistance probably was not
needed to combat recession-related problems. Although some
governments needed to cope with recessionary pressures and
many governments made budget adjustments, most adjustments
were caused primarily by inflation, chronic difficulties,
and other considerations, such as eliminating inefficiencies.

In light of these findings, we concluded that anti-
recession assistance probably did not differ substantially
from revenue sharing for many governments receiving funds,
because they were not affected by recessionary problems al-
though their unemployment rates were high enough to qualify
for funds. The extent to which a jurisdiction's unemployment
rate exceeds 4.5 percent is used as the basis for determining
how severely the recession has affected its government, and
consequently, how much antirecession assistance the govern-—
ment should rezeive. However, "excess unemployment” as
defined in the current legislation was not a reliable indi-
cator of the recession's effect on a government's financial

condition because:

--Anomalies existed; some governments with high
unemployment rates were minimally affected
by the recession but received large antirecession
payments. Conversely, some governments with low
unempioyment rates had budget Gifficulties but
received less assistance pet capita. Many govern-
ments with both high and low unemployment rates

were not substantially affected by the recession.

--No distinction was made in the act between long-
term unemployment and cyclical changes in unemploy-
ment. It is imperative to make this distinction
for the antirecession program to more effectively
accomplish its stated goal of being a counter-
cyclical program, especially since many fiscal
problems of the cities visited were caused primarily
by chronic difficulties.

--Unemployment was only one of many factors influencing
fiscal health. Sensitivity of the tax base, program
responsibilities, fund surpluses, and intergovernmental
aid collectively influenced the recession's impact.
Also, law, governmental policy and practice,
managerial ability, and citizen concern affect the
fiscal stability of government activities.
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--It was a measure of limited statirtical reliability.

Because of these factors, we concluded that an improved
formula for distributing antirecession funds was essential
for the program to be more effective, while recognizing
that sufficient analysis had not yet been made to identify
better indicators. Additionally, since most governments are
now in good financial condition and major recessionary pro-
blems have subsided, questions arise as to when funds should
be terminated.

Although the recession was not the primary factor moti-
vating many budget adjustments, several governments we visited
in early 1977 experienced recession-induced revenue losses,
particularly those relying on sales and income taxes, and in-
Creased demand for certain services. Now, however, these
recessicnary pressures have abated as the economy has improved
and unemployment has decreased. Some recessionary effects
linger, but major recessionary problems have dissipated, and
most governments have improved their fiscal postures since
February 1977.

Although mast governments were in good fiscal health,
many expressed concern over their fiscal stability. Most
governments emphasized that persistent inflationary pressures
in the form of higher personnel, utility, and other costs were
major impediments to maintaining service levels. 1Inflation
was 31 particular problem for certain cities because as in-
flation increaced expenditures, tax bases eroded due to the
losses of population and industry. Also, other long-term
difficulties, such as chronic unemployment and urban decay,
adversely affected revenues without corresponding decreases
in the demand for and cost of services. The dilemma facing
these cities was how to provide more services to an increas-
ingly larger proportion of citizens that could least afford
to pay for them. These cities appeared to have the greatest
finarcial need for the funds.

A recent Department of the Treasury study reached similar
conclusions. 1Its study of the antirecession assistance pro-
gram and two other economic¢ stimulus programs describes the
fiscal burden that would fall on 48 large urban governments
if these programs were discontinued. The report does not
discuss whether the antirecession program is achieving its
principal objective; it does conclude that while the recent
economic recovery has assisted both the State and local sec-
tors generally, specific governments, particularly older cen-
tral cities, continue to be under fiscal stress. The report
States that, presently, cities with secularly declining pop-
ulations, employment, and tax bases are experiencing long-term
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financial strain and tend to rely more on antirecession
funds.

Although certain jurisdictions have more severe problems
than others, for every fiscal period each State and local
government must make difficult decisions. They must provide
adequate services and must assess the level of taxes which
will generate revenues sufficient to fund desired service
levels. Because most governments wust operate on a balanced
budget, pressures from inflation, chronic problems, political
and legislative considerations, recession, and a myriad of
other factors may translate into actions to cut expenditures,
use surpluses, or raise revenues.

In this regard, antirecession assistance favorably af-
fected governments' operations since the funds were an ad-
dition to total available revenues. The payments are a
form of general financial assistance because governments
nave broad discretion in using the funds. Of the 51 govern-
ments that received funds during their current fiscal years,
antirecession funds most likely helped 12 fill a budgetary
void, allowed 20 to increase expenditure levels, assisted
4 to maintain or enlarge their surpluses, and affected more
than one of these areas for 15 governments.

Officials from most governments believed that had anti-
recession funds not been available or the program discon-
tinued, their governments would have had to reduce expend-
itures or raise taxes. As indicated earlier, while major
recessionary pressures nave dissipated, persistent inflation,
chronic difficulties, and various other factors were perceived
as posing major impediments to maintaining services. Offi-
cials from most governments believed antirecession funds were
helping them combat these difficulties.

It is difficult to gauge exactly what would have happened
without the antirecession payments. Equivalent tax increases
or expenditure reductions may have occurred, exvenditures made
with the funds may not have been made, or accumulated fund
balances may have been used. The percentage antirecession
payments comprise of total revenues, how the funds were used,
and the firancial condition and priorities of each government
would collectively influence its ability to adapt should
antirecession aid be terminated.

BY THE_CONGRESS

We have identified four principal alternatives the
Congress has when it considers renewing the antirecession
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assistance program beyond the present September 30, 1978,
expiration date.

--To assist State and local governments during reces-
sionary periods, the Congress could establish a revised
program. A better formula for allocating funds is
needed to make the program more effectjive. Also, bet-
ter measures of the beginning, ending, and severity
of a recession could be sought to initiate and termin-
ate the program and to determine the amount of funds
to be distributed.

--If the Congress concludes that it is no longer
necessary to provide recession-related financial
assistance to State and local governments, then it
may wish to let the antirecession assistance program
expire,

--To achieve a broad objective of providing general
financial assistance to State and local governments,
the existing general revenue sharing formula, which
is based in part on fiscal need, could be used to
allocate additional funds each year. If, however,
the Congress decides to pay additional funds to State
and local governments only during recessionary periods,
a special triggering device could be included in the
Revenue Sharing Act to increase the amount of funds
allocated during such periods.

~-Tc assist governments, particularly certain cities,
that are experiencing long-term economic decline,
the Congress could establish a new program. A
better formula measuring long-term decline could
be developed to allocate the funds to such govern-
ments.
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APPENDIX I

States
Alabama
California
Colorado
Connecticut
Florida
Iowa
Louisiana
Maryland
Michigan
Missouri
New Jersey
New York
Oklahoma
Virginia
Washington

3

Ending
date

9-30-77
6-30-77
§~30-77
6-30-77
6-30-"7
6-30-77
6--30-77
6-30-77
9-30-77
6-20-77
6-30-77
3-31-77
6-30-77
6-30-77
6=~30-77

ENDING DATES OF GOVERNMENTS'

APPENDIX I

MOST RECENTLY COMPLETED FISCAL YEARS

Counties

Alameda, Calif.
Allegheny, Pa.

Bernalillo, N. Mex.

Cape May, N.J.
Clark, Nev,
Comanche, Okla.
Essex, N.J.
Fulton, Ga,
Hennepin, Minn.
Lake, Ind.
Montgomery, Ohio
Multnomah, Oregq.
Nor folk, Mzss.
Riverside, Calif.
Robeson, N.C.
Worcester, Mass.

Ending
date

6-30-77
12-31-76
6-30-77
12-31-76
6-30-77
6-30-77
12~-31-76
12-31-76
12-21-76
12-31-76
12-31-76
6-30-77
6-30-77
6-30-77
6-30-77
6-30-77

Cities

Boston
Chicago
Cincinnati
Detroit
Evansville
Fort wWorth
Honolulu
Los Angeles
Miami
Newar k

New Orleans
Norfolk
Oakland
Phoenix
Providence

Salt Lake City

Seattle
Spokane
St. Louis
St. Paul
Toledo

This listing shows the ending dates for each government's most
recently completed fiscal year at the time of our review in Oct—

ober Novenber, 1977.

These dates are the basis for appendixes III

through VI, which list the latest actual financial data available

at that time,
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Ending
date

6-~30-77
12~-31-76
12-31-76
6-30-77
12-31-76
9-30-77
6-30-77
6-30-77
9-30-77
12-31-76
12-31-76
6-30-77
6-30-77
6-30-77
6-30-77
6-30-77
12-31-76
12-31-76
4-30-77
12-31-76
12-31-76



APPENDIX II APPENDIX I3I

VIEWS OF OPPICIALS ON_CHANGES IN
GOVERNMENTS! FINANCIAL_ CONDITIONS

Current financial Chanced_from previous review
_,condition_ No =77 =777 7"
States 8ood "Fair  Pger Imnroved  change beclired
Alabama
California
Colorado
Connecticut
Florida
Iowa
Louisiana x X
Maryland
Michigan
Missouri
New Jersey
New York
Oklahoma
Virginia
Washington

X% X x X x

12 % X % % %X % x
I% 26 % % x %X x X

State subtotal 14

L3
—
o
[
L
o
[y

1
|
)
t
i
|
1
i
'
]

Counties

Alameda, Calf.
Allegheny, Pa.
Bernalillo, N. Mex.
Cape May, N.J.
Clark, Nev.
Comanche, Okla.
Essex, N.J.

Fulton, Ga.
Hennepin, Minn.
Lake, Ind. x X
Montgomery, Ohio
Multnomah, Oreg. x x
Norfolk, Mass.
Riverside, Calif.
Robeson, N.C.
Worcestei, Mass.

XM oa X X X X X ox
x

x
x

1% 2 3
»®

County subtotal

[t
(3
L8
o
lov
(-]
tht

Cities
Boston x
Chicago
Cincinnati
Detroit x
Evansville
Fort Worth
Honolulu
Los Angeles
Miami x x
Yewark X X
New Orlearns
Norfolk x x
Oakland X x
Phoenix X x
Providence X x
Salt Lake City
Seattle
Spokane X x
St. Louis x x
St. Paul X X
Toledo

x
X M X

o ox X ox
»
E ]

td
»

o X
t 3
x

%

-
w

—

—
fon

|

City subtotal

o
)

Total

tw
I
bt

-]
0 3 4 8
— — - — == -
NOTE: This appendix provides aeneral categorizations of each govern-

ment's financial condition at the time of our review in October-~

November 1977. However., the enclosed case studies should be

consulted for more details concerning each gqovernment's fiscal

health.

%]
(1=}
4
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APPENDIX III

State
Goyernment

Alabama
Californiz
Colorado
Connecticut
Florida
Iowa
Louisiana
Maryland
Michigan
Missouri
New Jersey
New York
Oklahoma
Virginia
Washington

State
subtotnls
(note e)

County

Alameda, Calif.
Allegheny, Pa.
Bernalillo, N. M
Cape May, N.J.
Clark, Nev.
Comanche, Okla.
Essex, N.J.
Pulton, Ga.
Hennepin, Minn.
Lake, Ind.
Montgomery, Ohio
Multnomah, Oreg.
Norfolk, Mass.
Riverside, Calif
Robeson, N.C.
Worcester, Mass.

County
subtotal

City
Goverpaent
Boston
Chicago
Cincinnati
Detroit
Evansville
Fort Worth
Honolulu
Los Ange’ 28
Miami
Newark
New Orleans
Worfolk
Oakland
Phoenix
Providence
Salt Lake City
Seattle
fpokane
St. Louis
St. Paul
Toledo

City
subtotals

Totals
{note q)

CHANGES IN REVERUES

note »
(000 omitted)

Charges_and_miscellaneous

'!L!e!
Wost reently
Prior completed Percentaqe
fiscal year fiscal reac change
$ 1,254,944 Not available
10,683,812 12,533,676 17.3
819,540 916,795 11.9
1,190,859 1,347,095 13.1
1,143,110 3,589,644 14,2
964,385 1,086,821 12.7
1,585,902 1,656,279 4.4
1,762,060 1,987,008 12.8
a4/ 2,527,600 2,929,400 15.9
T 1,379,266 1,536,784 11.4
2,231,330 2,998,314 4.4
9,416,987 10,348,844 9.9
862,214 989,087 14.7
1,734,108 1,995,191 15.1
_1,727,200 1,971,300 4.1
$40,028,371 $45,886,318 14.6
$119,120 $136,161 14.3
73,906 78,748 6.6
ex. 7,143 7,572 6.0
8,572 10,635 4.1
37,615 41,321 9.8
975 999 2.5
111,578 221,276 8.7
54,421 58,512 7.5
101, 459 106,159 6.6
32,220 36,619 13.7
33,166 38,408 15.8
32,109 40,429 25.9
6,196 10,210 64.7
. 53,902 64,170 19.1
7,214 9,170 27.1
10,010 11,883 19.0
$689,606 §174,272 12.3
$ 342,102 $ 438,053 28.0
608,484 635,296 4.4
64,732 69,279 7.0
251,800 273,100 8.4
10,922 11,032 1.0
45,044 49,878 10.7
129,807 127,673 (1.6)
499,548 543,838 8.9
53,344 61,068 14.5
96,760 119,046 23.0
52,268 56,568 8.2
65,240 68,225 4.6
76,398 82,502 8.0
67,371 78,547 16.6
50, 381 57,416 14.0
20,890 24,256 16.3
67,211 71,970 7.1
13,335 14,860 11.4
108,803 121,512 11.7
42,232 37,431 (11.4)
41,254 44,301 7.4
$_2,707,926 $_2,985,851 10.3
$43,425,903 $49,646,441 14.3

a/Figures may not divide due to rounding.

Intergovernmental revenues

ost. recently
Prior comoleted Percentade
fiscol year fiscal year change
$1,000,996 $ Not available
668,198 701,454 5.0
53,294 35,273 {33.8)
287,089 263,241 (8.3}
435,778 487,449 11.9
102,595 100,646 {1.71)
768,520 650,938 (15.3)
446,94 648,787 45.2
a/ 295,800 264,900 (10.4)
204,649 202,548 (1.0}
233,000 255,423 9.6
303,428 LT 51.0
404,806 454.162 12.2
981,898 1,110,067 13.1
605,500 784,600 29.6
$3,791,348 86,417,901 10.8
$ 46,942 $ 50,491 7.6
40,595 43,786 7.9
1,910 1,082 (1.4)
2,609 2,554 (2.1)
53,576 80.99%0 51.1
328 35 8.5
17,972 15,555 (13.%5)
8,776 9,033 2.9
37,327 52,015 39.3
5,325 9,250 73.7
56,304 74.983 33.2
41,77 46,680 11.7
4,538 5.236 15.4
13,820 17,338 25.5
1,212 1,308 7.9
5.162 5,705 10.5
$338,161 $417.162 23.4
$ 100,122 $ 94,769 (5.3}
118,553 130.320 9.9
15,281 14,572 {4.6)
70,600 95,600 35.3
2,028 2,397 18.2
17.905 18,603 3.6
34,409 37.158 8.1
134,199 138,794 3.4
11,096 11,998 8.1
57,861 48,614 {16.0)
25.838 27,719 7.3
28,957 30,859 6.6
14,101 18,545 31.5
13,353 14.686 10.0
12,908 11,262 (6.5)
7,211 7,650 6.9
19,259 21,144 9.8
3,687 3,724 1.0
49,669 54,877 10.5
6,458 6,779 5.0
35,901 __ 40,234 12.0
$._779,396  §_ 830,304 6.5
86,708,911 $7,665,367 10.9

b/Excludes intergovernmental revenue which was not available for the orior vesr or
the most recently compieted fiscal vear.

¢/Piscal year 1976 total inclndes $141 million claim settlement; {f this amount were

excluded, percentage increases in fiical yehr 1977 would be 7.8 percent,

4/15 month data converted to 12 month dots.

e/Subtotals exclude Alabama because dats not available for most recentlv completed

fiscal year.

f/Applies only to general fund.

g/Excludec Alabama because data not svailable for iost recentlv cozp) eted fiscal vear.

. Kost recantly
Prior coxpleted Percent ge
fiscal year Ziscal year chanye
$ 686,697 $ Not available
Hot available
316,555 309,072 (2.4)
401,591 443,466 10.4
1,080,279 1,253,130 16.0
28,704 27,871 (2.9)
846,361 990,483 17.0
699,645 803,599 14.9
4/ 124,900 141,900 13.6
684,205 749,901 9.6
1,511,886 1,842,112 21.8
234,912 293,698 25.0
721,301 757,546 5.0
847.413 974,350 15.¢6
708,300 895,300 26.4
$8,206,058 $9.482,428 -9.8
$159,180 $183,918 15.5
54,045 62,913 16.4
6,354 6,820 7.3
6,656 6,438 (3.3)
26,174 26,251 0.4
393 527 33.6
38,062 44,545 17.0
15,549 17,246 10.9
92,378 103,813 12.4
40,978 43,266 5.6
19,673 28,048 42.6
23,772 35,009 47.3
712 91 28.17
87,675 10},657 1%5.9
10,242 11,579 13.¢
1,872 1,951 4.2
$583,711 $674,897 15.6
$ 173,365 $ 140,423 {19.0)
112,642 116,817 3.7
9,864 9,726 {1.4)
180,600 245,500 36.0
7,089 6,794 (4.2)
6,338 6,513 2.8
52,231 64,316 23.1
184,960 192,160 3.9
24,546 26,51 8.2
84,259 88,327 4.8
45,406 44,661 (1.6)
64,612 64,292 (0.5)
43,902 34,940 {20.4}
89,856 99,301 10.5
17,528 15,792 {9.9)
8,916 8,667 (2.2)
13,113 16,759 27.8
5,364 6,495 21.%
57,317 66,169 15.4
19,730 23,973 21.5
33384 37,407 12.0
$ 1,235,022 $_1,315,583 6.5
$10,024,794 $11.472,908 14.4

Total selected operating vevenues
Roat recently

Prior completed Percentace
fiscal yesr fiscal vear change
$ 2,942,687 Not available
11,352,010 13,235,130 b/ 16.6
1,189,389 1,261,140 6.0
1,879,541 2,053.802 9.3
4,659,167 $.33° .22 14.4
1,095,684 1,210 a8 10.9
</ 3,200,783 3,297,:00 ¢/ 3.0
2,508,498 3,439,474 18.3
4/ 2,948,300 3,336,200 13.2
2,268,120 2,489,233 9.7
3,976,216 5,095,849 28.2
9,955,328 11,100,755 11.8
1,988,322 2,200,794 10.7
3,563,417 4,079,608 14.5
3,041,000 3,651,200 20.0
$54,025,778 $61.786.645 14.4
$ 325,241 $ 370,571 13.9
166,546 185,446 16.0
15,407 15,275 5.6
17,838 19,626 l10.0
117,365 148,562 6.6
1,698 1,882 10.9
167,611 181,376 .2
78,745 84,791 7.7
231,164 263,987 14.1
718,522 89,134 13.5
109,143 141,439 29.6
97.652 22,7 25.1
11,446 19,00 43.0
155,397 183, .55 17.9
18,668 22,137 18.1
1744 19, 340 14.6
$1.611,487 51,867,321 is.8
$ 615,589 s 673,245 9.4
839,679 882,433 S.1
89,877 93,577 4.1
503,000 614,200 22.1
20,039 20,224 0.9
69,286 74,994 8.2
216,447 229,147 5.9
618,708 874,792 6.6
88,986 99,617 11.9
238,880 255,987 7.2
123,512 128,948 4.4
158,809 163,376 2.9
134.401 115,987 1.1
170,580 192,534 12.9
80,617 64,471 4.5
37,017 40,573 9.6
93,583 109,873 10.3
22,386 25,079 12.0
215,789 242,558 12.4
68,420 68,183 (0.4)
110,539 121,042 10.3
$_4,722,344 $ 5,131,740 8.7
$60,359,606 868,784,716 14.0

Achieved most
recently cowmpleted
fiscal year
revenue estimate?

13 Yes; 2 ¥No

Yes

Yes
Yen

(note £)

Yes
Yes
Yes
Yeos

15 Yes; 1 Mo

Yes
Yes
No

Yes
Yes
Yes
Mo

No

Yes
Yes
Yes
No

Yes
Yes
No

Yes
No

Yes
Yes
Yes
Yeos

15 Yes; € Mo

43 Yes; 9 No

Achieving
current year

revenue estimate?

Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
No

Yes
Yes
Yes
Yeu
Yes
Yas

14_Yes; 1 No

Yes
No

Unknown
Yes
Yes

Unknown
Yes
Yes
Yes
Yos
Yes
Yes

Unknown
Yes

Unknown

_Unknown

10 Yea; 1 No:
$ _Unknown

Unknown
Yeos
Yes
Yes
Yeos
Yes
Yes
Yes

Unknown
Yes
Yes

Unknown
Yes
Yes
Yes

Unknown
Yes

. Yes

Yes
Yes
Yes

17 Yes; 4 Unknown

APPENDIX III

{note )

41 Yes; 2 Wo; 9 _Unknown
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APPENDIX 1V APPENDIX IV

CHANGES_IN_EXPENDITURES_AND_EMPLOYMENT (note a)

Totxl selected Fmplovment as
Percentage operating cxvenditures reported by government
of personnel Most Most
services to Prior recently Per- Prior recently Per-

total selected tiscal completed centage fiscal completed "centaqe
Government expenditures year fiscal year change year fiscal year change

(000 omitted)

Alabama N/R $ 2,987,966 $ N/A N/A 30,074 30,707 2.1
California 26 11,197,269 12,519,985 11.8 206,361 213,595 3.5
Colorado 35 1,286,988 1,419,499 10.1 35,079 35.860 2.2
Connecticut 21 1,847,901 1,964,667 6.3 39,190 41,144 5.8
Florida 25 4,758,324 4,887,694 2.7 91,157 92,7717 1.8
Iowa 10 1,123,652 1,262,367 12,3 33,094 33,858 2.3
Louisiana 22 3,043,332 3,168.328 4.1 72,531 72,973 0.6
Maryland N/A 1,919,156 2,082,688 8.5 51,823 52.482 1.3
Michigan 15 4,670,000 5,327,000 14.1 58,618 63,798 8.8
Missouri 70 2,307,787 2,401,536 4.1 67,223 70,098 4.3
New Jersey 22 2,537,300 3,148,600 24.1 59,446 62,203 4.6
New York 25 10,650,985 10,988,362 3.2 175,662 176,498 0.5
Oklahoma 26 2,006,755 2,196,476 9.5 45,831 48,136 5.0
Virginia 34 2,987,353 3,331,960 11.5 80,415 83,673 4.1
Washington 70 2,681,300 3,076,700 14.7 _ SR 833 50,398 2.7
State

subtotal $53,020,102 $57,775,862 9.0 1,105,337 1,138,210 3.0

(note b)
a/Figures may not divide due to r,unding.

b/Subtotals exclude Alabama because data not available for most recently
completed fiscal vear.
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APPENDIX IV APPENDIX IV

CHANGES_IN EXPENDITURES AND_EMPLOYMENT

{note™a)
Total sz2lected Emplovment as
Percentage operating expanditures reported by_aovernment
of personnel Most Most -
services to Pricr recently Per- Prior recently Per-
total selected fiscal completed centage fiscal completed centaqo
Governnment expenditures yesr fiscal year change year fiscal vear change

(000 omitted)

Alameda, Calif. 40 § 335,387 $ 364,849 8.8 9,723 9,793 0.7
Ailegheny, Pa. 43 178,185 192,194 7.9 9,083 8,177 (10.0)
Bernalillo, N. Mex. 56 16,292 15,398 (5.5) 731 769 5.2
Cape May, N.J. 51 17,799 19,404 9.0 683 718 5.1
Clark, Nev. 54 111,481 116,307 4.3 3,238 3,257 0.6
Comanche, Okla. 52 1,353 1,544 14.1 199 215 8.0
Essex, N.J. 58 169,024 180,135 65 5,779 6,090 5.4
Fulton, Ga. 40 81,464 82,278 1.0 2,695 2,792 3.6
Henneoin, Minn. 43 216,570 242,541 11.9 5,779 6,33 14.8
Lake, Ind. 23 78,661 89,077 13.2 2,636 2,498 (5.2)
Montgomery, Ohio 52 113,116 115,070 1.7 3,987 3,401 (14.7)
Multnomah, Oreq. 44 92,582 100,933 9.0 2,285 2,379 4.1
Norfolk, Mass. 64 15,164 16,742 10.0 R28 879 6.2
Riverside, Calif 52 156,880 173,159 10.4 5,354 5,352 (0.0)
Robeson, N.C. 16 16,225 18,040 11.2 311 333 7.1
Worcester, Mass. 61 19,100 20,668 8.0 919 ._.926 0.8
County

subtotal $1,619,283 $1,748,339 8.0 54,230 54,212 (0.0)

a/Figures may not divide due to rounding.
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APPENDIX IV APPENDIX IV

CHANGES IN EXPENDITURES AND EMPLOYMENT (note a)

Total selected Emplovment as revorted
Percuntage operating expenditures by_government
of pevsonnel Most Most
services to Prior recently Per- Pricr recently Per-
total selected fiscal completed centaqe fiscal completed centage
Government expenditures year fiscal year change year fiscal year change

(000 omitted)

Boston 65 $ 628,197 § 639,522 1.8 23,464 23,106 (1.5)
Chicago €6 817,719 871,288 6.6 44,080 44,062 (0.0)
Cincinnati 77 92,316 99,624 7.9 8,686 8,114 (6.6)
Detroit 78 523,800 566,700 7.0 15,230 17,663 16.0
Evansville 59 18,708 20,205 8.0 1,844 1,681 (8.8)
Fort Worth 53 68,247 72,715 6.6 4,052 4,071 0.5
Honolulu 59 191,370 210,359 9.9 6,637 6,720 1.3
Los Angeles 83 833,163 882,091 5.9 3t,138 37,877 (0.7)
Miami 50 101,050 106,384 5.3 4,254 4,369 2.7
Newark 31 251,036 244,661 (2.5) 9,527 8,693 (8.3)
New Orleans 75 117,648 135,932 15.5 10,346 10,423 0.7
Norfolk 66 162,281 16¢,825 4.0 9,997 10,155 1,6
Oakland 80 118,099 133,369 12.9 3,572 3,318 (7.1)
Phoenix 54 202,971 239,898 18.2 7,486 7,620 1.8
Providence 67 83,033 87,139 4.9 5,274 5.176 (1.9)
Salt Lake
City 71 33,849 36,0230 6.5 2,215 2,346 5.9
Seattle 85 104,582 118,162 13.0 8,693 8,556 (1.6)
Spokane 72 22,306 25,248 12,1 1,651 1,640 (0.7)
St. Louis 81 174,393 186,159 6.7 11,905 11,850 (0.5)
St. Paul 40 64,550 70,289 8.9 3,416 3,468 1.5
Toiedo 69 91,608 109,196 19.2 3,798 3,828 0.8
City
subtotals $_ 4,706,926 $_5,018,796 6.8 224,262 224.736 0.2
Total (note b) 359,340,311 $64,542,997 8.8 1,383,829 1,417,158 2.4

a/Fiqures may not divide due to rounding.

b/Excludes Alabama because dat. not available for most recently completed
fiscal year-
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APPENDIX V APPENDIX V

GENERAL OR_OPERATING FUND_BALANCES_ AT CLOSE

e m——— T X222

OF_FIVE_MOST RECENT =ISCAL_PERIODS

Percentade
At close of fiscal period _ change from
1976-77 - 1975-76 to 1976-77
Government  (mote a)  1975-76 1974-75 1973-7¢ 1972-73 (note b)
(millions)

Alzbama $ 13,2 3 3.6 § 10.8 § 13.8 & 17.0 269
California 1,840.5 832.2 679.7 393.4 663.9 121
Colorado 4.3 61.2 74.7 98,7 140.6 (29)
Connecticut 3.5 34.7 {(70.9) 49.1 70.1 112
Florida 76.0 6.5 0 208.9 207.3 1,063
Iowa 133.6 207.3 260.7 207.1 119.2 (36)
Louisiana c/98.6 84.3 152.4 152.2 27.6 17
Maryland 64.3 32.2 67.1 67.6 57.3 100
Michigan c/68.4 28.3 1.6 207.2 184.7 142
Missouri 98.4 48.1 35.6 83.9 92.1 105
New Jersey 131.7 137.1 83,7 392.0 Z18.R (4)
New York

(note d) (405.0) (313.5) 133.3 151.8 147.8 (29)
Oklahoma

(note e) 41.8 62,2 170.1 94.6 58,3 (20)
Virginia 16.6 16.2 46.6 120.2 111.7 {(9)
Washington __ 164.6 ___49.0 _ 64.2 __78.6 _ 44.2 231
State sub-

totals  $2,459.5 $1,282.2 $1,709.6 $2,319.1 $2,180,6 92

2/Equivalent tu each government's most receitly completed fiscal year ae of October
1577. (See apw. I.)

b/Figures may not divide due to rounding.

c/Estimated fiscal vyear 1977.

d/We calculated it from the annual reports of the State Comotroller. Rased
on discussions with officials of the Zomptroller's office, it should be
cautioned that while this analveis may show the trend of the accumulated
results of general fund transactions, the balances 4o not renresent actual
cash balances.

¢/The State also maintairs a reserve fund which increased trom $10 million in fiscal
year 1974 to over $79 million in fiscal year 1977.
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APPENDIX V APPENDIX V

_OF_FIVE_MOST RECENT FISCAL_PERIODS

Percentaqe
-zw-AL close of fiscal period change from
1378=77 1975-76 to 1976-77
Government (note_a) 1975-76 1974-75 1973-174 1972-73 (note b)
(millions)

Alameda, Calif. $13.2 $27.7 $ 36.1 $ 22.0 $12.7 (53)
Allegheny, Pa. l6.8 21.8 29,2 33.1 26.8 (23)
Bernalillo,

N. Mex. 1.3 0.9 2.1 1.5 1.1 37
Cape May, N.J. 1.7 1.7 2,6 2.0 1.4 (1)
Clark, Nev. 4.3 1.1 3.4 6.2 4.2 291
Comanche, Okla. 0.3 0.2 0.1 0.1 0.1 14
Essex, N.J. 6.9 3.4 6.7 R.4 8.2 103
Fulton, Ga. 7.4 4.9 7.6 6.6 6.3 51
Hennepin, Minn. 22.8 21.2 27.3 27.3 17.8 8
Lake, Ind. 1.4 1.7 1.8 0.5 0.2 (20)
Montgomery, Ohio 2.8 2.8 4.2 5.9 2.4 2
Multnomah, Oreg. 5,2 1.0 3.4 4.3 1.7 408
Norfolk, Mass. 1.7 2.0 4.0 c/1.4 c/1.7 (14)
Riverside, Calif. 6.4 1.1 0.0 3.8 3.6 482
Robeson, N.C. 3.5 2.2 1.2 0.5 0.4 61
Worcester, Mass. 2.5 _2.2 —.2:6 €/2.0 c/1.8 16
County sub-

total $98.2 $95.9 $132.2 $125.6 $90.4 2

a/Equivalent to each government's most recently completed fiscal year as of October
1977. (See app. I.)

b/Figures may not divide due to rounding.

c/Estimated due to change from calendar to fiscal vear.
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APPENDIX V APPENDIX V

GENERAL_OR_OPERATING_FUND_BALANCES AT CLOSE

OF FIVE MOST RECENT FISCAL PERIODS

Percentaqe
change from
ose of fiscal period _ 1975-76 to 1976~77
76 1373=7% 7377 1372=7% (note b)

At cl
Government 1378277 "a/ 1375-

(millions)

Boston $ 33.7 § (12.6) $ (17.7) $ ¢/ 6.58% c/ (4.7) (a)
Chicago e/235.8 232.8 220.0 191.6 169.0 1
Cincinnati 4.9 12.7 11.1 9.5 5.1 (61)
Detroit £/11.8 (36.9) {(16.4) 14.4 12.0 (4)
Evansville 2.2 3.1 4.1 5.3 2.0 (29)
Fort Worth £/10.9 9.6 7.6 8.2 5.0 13
Honolulu (5.0) 4.3 17.4 23.5 15.5 (d)
Lus Angeles g/47.9 44.5 43.8 53.4 45,2 8
Miami h/ 1.0 (0.6) 1.0 4.3 3.6 (d)
Newark 11.7 5.1 6.9 7.6 9.6 131
New Orleans 6.8 13.0 11.4 4.3 3.4 (4R)
Nor folk 3.9 1.2 5.2 8.6 3.7 219
Oakland 5.0 9.9 14.1 11.2 3.8 (49)
Phoenix 8.1 4.1 1.7 0.2 3.3 97
Providence (6.2) (3.1) (0.5) 2.4 0.4 (100)
Salt Lake

City 3.0 2.9 2.8 2.9 2.7 4
Seattle 4.3 4.7 11.5 8.0 8.4 (8)
Spokane 1.6 1.8 1.9 1.4 0.7 (11)
St. Louis 0.2 2.2 (0.3) (14.6 ) (£.0) (90)
St. Paul 6.9 6.7 7.0 4.1 2,8 2
Toledo 2.2 _2.6 1.6 1.8 1.7 (15)
City sub-

totals  s_390.7 $__308.0 S__334.2 $__354.6 $_ 289.2 27
Grand Total $2,948.4 $1,€86.1 $2,176.1 $2,799.3 $2,560.2 75

a/Equivalent to each government's most recentlv completed fiscal year as of October 1977.
(See app.I.)

b/Figures may not divide due to rounding.

¢/Estimated by us due to change from calendar to fiscal year.

d/Comparison of positive and negative balances does not vield meaninqful percentage changes.
e/Includes various funds which support the city's general operations.

f/Unaudited fiscal year 1977.

g/The city also maintains a reserve fund which increased from $26.2 to
$37.5 million over this same period.

h/Estimated fiscal year 1977.
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APPENDIX VI APPENDIX VI

CHANGES IN LONG-TERM_INDEBTEDNESS

Total debt outstand-

ing as a vercent Rond ratinas
Long-cerm debt _of total revenue - {note a)_
Most Most
Prior recently frior recently Change from
fiscal completed Percent fiscel completed Most prior vear
Government year fiscal year change year  fiscal year recent (note b)
(000 omitted)
Alabama $ 1,079,362 $ 1,140,143 5.6 37 {c) Aa N
California 6,262,713 6,379,622 1.9 55 48 Aaa N
Colorado 1] 0 0.0 1] 0 N/A -
Connecticut 2,317,836 2,402,928 1.1 127 117 %] u
Florida 3,133,012 3,629,109 15.8 67 68 Aa N
Iowa 134,790 130,935 (2.9) 12 11 Aaa N
Louisiana 1,311,472 1,481,562 13.0 41 45 Aa N
Maryland 1,710,343 2,065,910 20.8 59 60 Aaa N
Michigan 1,577,875 1,685,374 6.8 54 51 Aa N
Missouri 52,845 79,054 49.6 2 3 Aaa N
New Jersey 1,360,320 1,537,700 13.0 34 30 LY T ) 4]
New York 3,109,100 3,254,600 4.7 31 29 A 3]
Oklahoma 181,035 174,084 (3.8) 9 8 Aaa N
Virginia 202,485 187,055 (7.6) 6 5 Aaa N
Washington 1,082,912 1,176,041 11.7 35 32 Aa N
Total $23,546,100 $25,324,117 7.6 3/42 da/39

a/Based on Moody's Investor service, Inc. bond ratings for Januarv 1977 to January 1978.
b/"U," means bond rating increased, "D," bond ratina decreased, and "N," no change in bond ratina.
c/Revenue data not available for most recently completed fiscal vear.

d/alabama was omitted from total computations since revenue data not available for
most recently completed fiscal vear.
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APPENDIX VI APPENDIX VI

Total Aebt outstand-

ing as a percent Rond ratinas
Long-term_debt of total revenue _ e—w_inote 2y
Most Most
Prior recently Prior recentlv Change from
fiscal completed Percent fiscal completed Mosgt prior year
Government year fiscal year chanae  yesr fiscal year recent {note_b)
(000 omitted)
Alameda, Calif. $ 0 S 0 0.0 0 0 N/A -
Allegheny, Pa. 359,060 388,136 8.1 213 209 A-l N
Bernalillo, N. Mex. 13,010 14,245 8.7 84 38 A-1 N
Cape May, N.J. 4,043 6,529 61.5 23 33 A N
Clark, HNev. 77,609 85,236 9.8 66 57 A N
Comanche, Okla. 6,559 6,398 (2.5) 386 340 N/A -
Essex, N.J, 76,169 71,890 (5.6) 45 40 Aa N
Fulton, Ga. 65,320 65,295 (0.0) a3 77 Aa N
Hennepin, Minn. 74,325 70,175 (6.3) 2 27 Raa C
Lake, Ind. 15,060 16,125 7.1 19 18 A-1 N
Montgomery, Ohio 25,236 27,483 8.9 23 19 haa N
Multnomah, Oregq. 0 0 0.0 0 0 N/A -
Norfolk, Mass. 3,840 3,455 (10.0) 34 21 Aaa N
Riverside, Calif. 880 800 (9.1) 1 0.4 Aa N
Robeson, N.C. 1,745 1,395 (20.1) 9 6 A N
Worcester, Mass. __8,000 __6,260 (21.8) 47 32 Aaa N
Total $731,456 $763,422 4.4 45 41

a/Based on Moody's Investor Services, Iic. bond ratinas for January 1977 to January 1978.

b/"U," bond rating increased, '_,  bond rating decreased. and “N," no change in bond rating,
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APPENDIX VI APPENDIX VI

CHANGES IN LONG-TERM INDEBTEDNESS

Total debt outstand-

ing as a percent Bond ratings
Long-term debt_ _________ _of total revenues, —ee-_.inote ay_ _____
Most - Most = 2 T TTTTTTTTTRTTTTTTT
Prior recently Prior recently Change from
fiscal completed Percent fiscal completed Most prior vear
Government year fiscal year change year  fiscal vear recent (note b)
(000 omitted)

Boston $ 445,811 §$ 483,314 8.4 72 72 Paa N
Chicago 1,006,232 1,041,408 {4.1) 129 118 Aa N
Cincinnati 206,602 189,700 (5.4) 223 203 Aa N
Detroit 314,938 291,577 (7.4) 63 47 Baa N
Evansville 6,589 5,924 (10.1) 33 29 Aa N
Fort Worth 270,759 284,089 4.9 3981 379 Aa N
Honolulu 213,047 226,278 6.2 98 99 Aa N
Los Angeles 150,485 135,795 {9.8) 18 16 Aaa ]
Miami 163,252 187,263 14.7 183 188 A=1 N
Newark 171,029 164,307 (3.9) 72 64 Baa N
New Orleans 230,574 241,425 4.7 187 187 a D
Norfolk 97,000 116,020 19.6 61 71 A2 N
Oakland 1,342 1,061 (21.0) 1 1 ka N
Phoenix 269,993 329,948 22.2 158 171 Aa N
Providence 65,532 60,230 (8.1) 81 71 Aa N
Salt Lake

City 23,681 31,641 33.6 LT 78 Aaa N
Seattle 445,533 468,071 5.1 447 428 Aa N
Spokane 7,432 6,988 (6.0) 33 28 Aa N
St. Louis 85,904 76,749 (10.7) 40 32 A N
St. Paul 168,941 171,664 1.6 247 252 Aa N
Toledo ___66,961 ___68,107 1.7 55 55 Aa N

Total $4,485,637 54,581,559 2.1 95 R9

a/Based on Moody's Investor Service, Inc. bond ratinas for Januarv 1977 to Januarv 1978.

b/"U,” bond rating increased, "D," bond rating decreased, and "N," no change in bond rating.
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APPENDIX VII

Government

States
Alabama
California
Colorado
Connecticut
Florida
Iowa (note b)
Louisiana
Maryland
Michigan
Missouri
New Jersey
New York
Oklahoma
virginia
Washington

Subtotal

Percent of
funds received

Counties

ajameda, Calif.
Allegheny, Pa.
Bernalillo, N. Mex.
Cape May, N.J.
Clark, Nev.
Comanche, Okla.
Essex, N.J.
Fulton, Ga.
Hennepin, Minn,
Lake, Ind.
Montgomery, Ohio
Multhomah, Oreg.
Norfolk, Mass.
Riversicde, Calif.
Robeson, N.C.
Worcester, Mass.

Subtotal

Parcent of
funds received

STATUS OF ANTIRECESSION PAYMENTS

RECEIVED FOR_FIRST FIVE QUARTERS

AS OF OCTOBER 31, 1977

Total funds

fnote a)

Status

APPENDIX VII

Appropriated tut

Total

50

received Disbursed not disbursed unappropriated
6,490,406 $ 3,606,980 $ 2,883,126 $ -
88,369,903 32,548,698 33,745,811 22,075,394
3,023,615 420,888 1,474,919 1,127,808
11,261,123 11,261,123 - -
25,402,766 25,402,766 - -
790,935 790,935 - -
11,199,229 5,524,688 5,674,541 -
7,395,894 7,244,278 151,616 -
37,039,958 37,039,958 - -
4,655,118 1,879,250 2,775,868 -
30,064,500 20,437,886 9,175,225 451,389
104,090,681 87,768,823 16,321,858 -
3,550,338 1,902,443 1,647,915 -
4,574,145 2,546,474 2,027,671 -
11,201,128 11,201,128 _ - S
$349,109,759 $245,576,318 $15,878,850 $23,654,591
100 71 22 7
6,033,530 $ 1,990,373 $ 4,043,157 $ -
3,414,659 2,913,033 501,626 -
975,606 886,161 89,445 -
484,96° 230,194 254,774 -~
1,498,121 1,091,153 - 406,968
91,078 88,5%4 2,484 -
4,349,446 4,349,446 - -
2,942,450 2,182,739 5,885 753,866
938,470 930,459 8,011 -
638,176 196,111 442,065 -
535,924 441,792 94,132 -
2,367,514 743,761 1,364,942 258,811
91,835 73,050 - 18,785
2,730,577 875,242 1,855,335 -
855,240 423,193 432,047 -
—-.305,991 235,907 - ..70,084
$_28,253,625 $17,651,208 $ 9,093,903 $1,508,514
100 63 32 5
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cities
Boston

Chicago
Cincinnati
Detroit
Evansville (note c)
Fort wWorth (note d)
Honolulu

Los Angeles
Miami

Newark

New Orleans
Norfolk
Oakland
Phoenix
Providence
Salt Lake City
Seattle
Spokane

St. Louis

St. Paul
Toledou

Subtotal

Percent of
funds received

Total

Percent of total
funds received

$ 8,360,347

$ 6,530,885

25,275,526 25,275,526
4,098,316 2,753,015
26,220,860 26-220,860
151,670 31,118
354,521 354,521
4,265,226 4,104,589
16,592,542 4,642,594
4,129,338 4,129,338
8,263,039 7,487,372
6,300,018 3,790,365
1,281,790 120,381
3,986,267 2,276,956
2,353,608 2,353,608
1,983,704 1,983,704
565,626 424,773
2,978,831 2,100,000
1,003,014 296,222
6,312,849 4,588,839
830,246 830,246
1,433,153 1,219,099
$126,740,491 $101,514,011
100 80
$504,103,875 $368,741,537
100 73

57,063

160,637
11,949,948

775,667
1,116,658
728,774
1,709,311

878,831
408,189
1,724,010
____163,461

$ 19,672,549

le
$104,645,3C2

e r—————————
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$ 1,829,462
1,345,301
63,489

1,392,995
432,635

140,853
298,603

_t=s283

$_5,553,931

a/This is the status of the funds as shown in fingncial records or ac déscribed

to us.

ever, they may have little or no re

below 4.5 percent.

Because of the interchungeable nature of government resources, how-
lation to the actual impact.

b/Iowa received allocations for only two gquarters as its unemployment fell

c/Evansville only received payments for the first three and fifth quarters
because its unemployment rates were at or b=luw 4.5 percent.

d/Fort Worth only received payments for the first three quarters because its

unemplovment rates were at or below 4.5 percent.
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ANTIRECESSION ALLOCATIONS

FOR_THE_FIRST FOUR QUARTERS

Antirecession
payments as a
Antirecession percentage of most
1974 funds received Per capita recently completed
per capita for the first antirecession fiscal year total
Goverment income four gquarters furds (note_a) selected revenues
(000 omitted)
States
Alabama $3,624 $§ 4,530 $1.25 c/0.2
California 5,114 64,739 3.08 0.5
Colorado 4,884 1,918 0.75 0.z
Connecticut 5,348 8,240 2.66 0.4
Flor ida 4,815 20,191 2.44 0.4
Iowa (note b) 4,628 791 0.28 0.1
Louisiana 3,545 7,569 1.99 0.2
Maryland 5,299 4,655 1.13 0.1
Michigan 4,751 28,178 3.09 0.8
Missouri 4,254 2,670 0.56 0.1
New Jersey 5,237 19,984 2.73 0.4
New York 4,903 71,424 3.95 6.6
Oklahoma 3,983 3,139 l.16 0.1
Virginia 4,701 2,54¢ 0.51 0.1
Washington 4,564 _.1.,825 2,20 0.2
Subtotal $248,399 0.4
Counties
Alameda, Calif, $5,341 §$§ 4,593 $4.21 1.2
Allegheny, Pa. 4,924 2,249 1.48 1.2
Bernalillo, N. Mex. 4,256 601 1.66 3.7
Cape May, N.J. 4,557 263 3.65 1.3
Clark, Nev, 5,052 1,091 3.30 0.7
Comanche, Okla. 3,852 76 0.72 4.0
Essex, N.J. 5,239 3,058 3.47 1.7
Fulton, Ga. 5.218 1,556 2.68 1.8
Hennepin, Minn. 5,700 648 0.71 0.2
Lake, Ind. 4,722 420 0.77 0.5
Montgomery, Ohio 4,902 369 0.63 0.3
Multhomah, Oreg. 5,228 1,718 3.24 1.4
Norfolk, Mass. 5,605 73 0.12 0.4
Riverside, calif. 4,445 1,982 3.75 1.1
Robeson, N.C. 2,705 595 6.40 2.7
Worcester, Mass, 4,472 _.__236 0.36 1.2
Subtotal $_19,528 1.0
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Cities

Boston $4,157 $ 6,471 $10.16 1.0
Chicago 4,689 19,704 6.36 2.2
Cincinnati 4,517 2,753 6.67 2.6
Detroit 4,463 19,931 14.93 3.2
Evansville (note 4d) 4,244 88 .66 0.4
Fort worth (note d) 4,527 355 0.99 0.5
Honolulu 5,065 3,160 4.48 1.4
Los Angeles 5,277 12,696 4.66 i.5
Miami 4,416 3,267 8.95 3.3
Newark 3,348 5,851 17.21 2.3
New Orleans 4,C29 4,507 8.05 3.5
Nor folk 4,233 828 2.89 0.5
Oakland 5,034 3,015 9.11 2.2
Phoenix 4,942 1,756 2.64 0.9
Providence 4,337 1,559 9.28 1.8
Salt Lake City 4,933 425 2.50 1.0
Seattle 5,800 2,189 4.49 2.0
Spokane 4,499 688 3.95 2.7
St. Louis 4,006 3,893 7.42 1.6
St. Paul 4,931 575 2.05 0.8
Toledo 4,571 ____950 2.58 0.8
Subtotal $._94,661 1.8
Total $362,588 0.5

a/Based on July 1, 1975 estimated population.

b/lowa received allocations for only two guarters as its unemployment rate
fell below 4.5 percent.

c/Based on prior year data since most recently completed fiscal vear
data not available.

d/Only received payments for first three guarters because their unemployment
rates were at or below 4.5 percent.

(90344)

GPO 927 737



BY THE COMPTROLLER GENERAL

Report To The Congress

OF THE UNITED STATES

impact Of Antirecession Assistance
On 52 Governments —- An Update

ENCLOSURE A

Case Studies of 15 State Governments

3GD-78-56-A
MAY 1, 1978




INTRODUCTION
CASE STUDIES

Alabama
California
Colorado
Connecticut
Florida
Iowa
Louisiana
Maryland
Michigan
Missouri
New Jersey
New York
Oklahoma
Virginia
washington

Contents

OF 15 STATE GOVERNMENTS



INTRODUCTION

At the request of the Chairman, Subcommittee on Intergovern-
mental Relations and Human Resources, House Committee on
Government Operations, we updated our previous study of the
financial condition of 52 State and local governments and
the impact the extended antirecession program had on their
oparations.

This enclosure includes a case study for each of the 15
State governments we visited delineating each jurisdiction's
financial condition, major factors influencing its fiscal
health, and the status, use, and impact of antirccession
assistance payments it received.

Financial data in each case study was the best information
available at the time of our review and was obtained from
the governments' records and reports and from discussions
with officials. Since Bureau of the Census data was not
available for the governments' most recently completed
fiscal year, the information in this report may not be
strictly comparable with our previous reviews where both
Census and government data were used. State and local
government officials provided their views on the data and
provided comments which we considered in preparing each
case study.



STATE_OF ALABAMA

Alabama covers a land area of 51,060 square miles and,
as of July 1, 1976, had an estimated population of 3,665,000--
an increase of 50,000 over 1975.

Traversed by navigable waterways emptying into Mobile
Bay and the Gulf of Mexico, Alabama has abundant natural re-
sources; principally coal, iron, limestone, cil, and gas.
For the past two decades the State's economy had been shift-
ing away from agriculture and towards industry. Manufactur-
ing, agriculture, and natural resources all contribute sig-
nificantlv to the State's economy.

In 1976 Alabama's per capita income was about $5,106
or about 10.6 percent above the previous year. Unemployment
decreased from 110,200 in June 1976 to 92,500 in June 1977,
and the unemployment rate also decreased from 7.3 percent to
6.0 percent.

The Department of Industrial Relations Annual Planning
Report projected Alabama's economy to have a moderate sustain-
zble rate of growth in fiscal year 1978. 1Increased demands
for concsumer goods and services were expected to bring about
boosts in trade, finance, and services. In addition, manu-
facturing industries, particularly in the nondurable sector,
were expected to fare well during fiscal year 1978. The
State's favorable industrial climate was expected to attract
new industries and to encourage expansion of existing facil-
ities. The unemployment rate is expected to decrease to
about 5.8 percent,

The State budget officer said that the Alabama State
government consists of about 165 different departments,
agencies, boards, bureaus, and commissions. Basic services
are provided by the Departments of Health, Education, Pension
and Security (Welfare), Public Safety, Board of Corrections,
and the Highway Department.

FINANCIAL CONDITION SOUND

The State budget n~fficer said that the State is fiscally
sound and resilient. He attributed this condition to a State
law which prohibits deficit spending and to the State's indus-
trial orowth which has provided increased revenues.

We could not compare 1977 total revenues and expenditures
with those of the previous year because Alabama's final fig-
ures for fiscal year 1977 were not available.

Although actual information was not available, the State



budget officer said that the State achieved budget estimates
for each major revenue category in 1977 and anticipated no
problems in achieving 1978 estimates. H~ said revenues from
sales and income taxes were higher than nticipated because
these two taxes are highly sensitive to inflation. Sales teax
revenue increased from $356 million in 1976 to $407 mill.on
in 1977--a difference of $51 million or 14 percent; and income
tax revenue increased from $280 million to $331 million--a
difference of $51 million or 18 percent. Alacama received
Federal funds of $687 million in 1976 but information was not
available to show the total amount of Federal funds received
by the State in 1977.

The State budget officer said that expenditures for basic
services have been increasing, and there we-e no cutbacks in
services in 1976 and 1977 and no cutbacks are anticipated in
1978.

The State budget officer said Alabama has about 900 funds
(about 300 operating funds and about 600 transfer accounts).
Accordingliy, we were able to determine the balance of the
State's two major funds, the general fund and the Alabama
Special Educational Trust Fund (ASETF). The fund balances for
these two operating funds were as follows.

__Actual balance Percent
Fund 9/30/76 9730777 increase
(3000 omitted)
General fund $ 3,577 $ 13,197 269
ASETF 38,272 74,475 95

The State budget officer said that the general funéd bal-
ance was much higher than expected due to windfall revenue
increases from the Tennessee Valley Authority and insurance
pPremium taxes. He estimated that the Tennessee Valley
Authority revenue was about $8 million more than expected
and insurance premium tax revenue was about $3 million more
than estimates,

The State budget officer said the ASETF balance was
higher than or.ginally estimated for 1977 because revenue
sources for the fund--primarily sales, income, and utility
taxes--are sensitive to the effects of inflation. Therefore,
ASETF revenues dgenerally have kept pace with increased fund
expenditures.

State projections for the fiscal year ending September
30, 1978, shew that balances of the two principal operating



funds will decrease:

Actual Projected
balance balance Percent
Fund 9/30/11 9/30/78 change
($000 omitte
General fund $13,197 s 7,000 (46.9)
ASETF 74,475 62,382 (16.2)

The general fund balance will be reduced to $7 million in
fiscal year 1978 because of the cost of medicaid and welfare
programs. The State budget cfficer said the State tries to
maintain about a $10 million balance in the general fund.
Jowever, they have experienced some problems maintaining this
balance because there has not been a major tax increase for
general fund revenues within the past 18 years, and revenues
(primarily licenses and fees) earmarked for the general fund
are not inflation sensitive, whereas expenditures from the -
general fund are inflation sensitive. These factors adversly
affect the general fund balance even though total revenues
have been increasing on a yearly basis.

The ASETF balance is expected to decrease because of
anticipated expenditures for capital improvements.

The State hudget officer said that some State programs
have fundina problems because over Y0 percent of the State's
tevenue is earmarked or pledged to specific funds and uses.

As a result, the State legislature cannot easily mcve revenues
from one fund to another. The yeneral fund, in particular,
may experience some problems because some of its revenue
sources are inelastic, while its expgenditur2s are elastic.

The Stata's long-term debt increased during fiscal year
1977 as folliows:

Long-term debt Percent
(S000 omitted) ____increase
Sond 1576 1971
General obligation $ 130,114 S 174,029 33.4
Revenue ___948,948 _._9€6,114 1.8
Total indebtedness '$1,079,362 $1,120,743 5.6

The legal counsel for the Finance Deparcrent said that
the increase in indebtedness resulted from the issuunce of



$61.9 million in bonds for capital improvements, including a
new priscen, a mental health facility, bridge construction,
dock facilities, and school ionstruction projects in 1977.
On November 1, 1977, the State issued $40 million in

bonds to match Federal funds for interstate highway con-
struction and planned to issue an additional $15 million in
bonds in Febi.ary 1978 for dock facilities.

The counsel said the increase in the State's total in-~
debtedness has not been detrimental to the State's overall
financial condition because revenues have continued to in-
Crease. However, he questioned whether the State will be able
to issue more highway bonds because the revenues supporting
such bonds have become stagnant.

Moody's Investor Service, Inc.': latest quality rating of
Alabama's general obligation bonds was Aa--the same rating
as the prior period.

Changes in services provided
or_in capital projects

The State budget officer said that the State has not re-
linyuished authority to another levsl of government for pro-
viding any services. Conversely, the State has assumed re-
sponsibility for administering all courts above the municipal
cocurt level--called the "unified judicial system." The State
appropriated about $20 million for the "unified judicial sys-
tem" in 1978; the court management, however, estimates that
it will take about $25 million to operate the system. The
State is also assuming additional responsibility for the law
enforcement planning agency.

State officials said there were no delays in the start
of construction of budgeted capital projec*s in 1977 and no
delays are anticipated during 1978.

MAJOR_FACTORS_INFLUENCING FISCAL HEALTH

State officials said that the most significant factor
affecting the State's fiscal health and revenue-raising
Capacity is the number of new industries moving into the
State. A report compiled by the Alabama Development Office
showed the following announced industrial development in
tite State in 1976:

number of new and expanding plants 1,228
jobs to be created 12,225
capital to be invested $1.6 billion

State officials attributed 1977's increase in tax



revenues to:

--the State having a graduated income tax,
-~-additional sales tax collected due to inflation, and
--new and expanded industry.

Generally, officials believed the most significant fac-
tors affecting expenditure levels are increased demand for
services, inflation, anrd salary increases.

The State budget officer =said there were no major budget
adjustments during 1977. The oniy major tax rate change which
occurred since 1963 was a utility tax rate increase--which oc-
crred in 1969, He said that there has been no change in the
~evel of basic services, although there has been an increased
demand for such services.

The number of State employees increased from 30,074 in
“iscal year 1976. to 20,707 in 1977, or an incrcase of about
2.1 percent. The State personnel director said that the
iicrease was not significant and was probably due to normal
grcwth and temporary employment.

The State laid off 15 employees in 1977. The State bud-
get officer and the personnel director said that the number
of layoffs was not sigriificant and the Jdelivery of basic
services was not affected by such layofs.

STATU: . USE, AND IMPACT
QF ANTIRFCESSION FUNDS

as of September 30, 1977, Alabama had received $6,490,406

in antirecession payments and had earned interest of $32,726
from investing these funds. Under Alabama law, all grants
received are automatically appropriated for their intended
purposes., As of the above date, the State had allocated
$6,214,250 in antirecession funés to various State agencies.
Officials of these agencies told us in October 1977 that
about $3,600,000 of this amount had been spent. As ot Sep-
tember 30, 1977, the State had an unencumbered balance of
$308,882 (including earned interest) in antirecession funds
which had not been allocated to any program or function.

The following shows the amount of antirecession funds
allocated to each program or function:



Program or function Amount

Board of Correction $3,100,000
Alabama Special Mental Health Fund 1,000,000
Interest ¢on Debt (General Fund) 600,000
Conservation and Natural Resources
(Parks Division) 500,000
Public Safety 500,000
Health Department/Medical Services
Administration 420,000
Financial Administration 81,000
Office of Minority Business Enterprise ___13,250
Total allocated $6,214,250

TR e e o -
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Of the $3.6 million disbursed as of October 1377,
67 percent was for salaries and fringe benefits, 17 percent
for interest on bonds, and 11 percent for medicare premiums.
The remaining 5 percent was disbursed for several different
categories.

The State budget officer said that antirecession funds
did not have a significant effect on the State's total budget,
which is about $2 billion annually. However, he said that
the funds had a significant effect in the program areas in
which they were used because these departments w2re in a
"financial crunch", and antirecession funds were used to
"plug-the-gap" between the funds appropriated and the funds
needed due to inflation. Several departmental officials
stated that without antirecession assistance, some employees
would have been laid off.



STATE OF CALIFORNIA

California had an estimated population of 21,670,000
in January 1977. The State's industries include agriculture,
mining, contract construction, manufacturing (including
aerospace and aircraft), transportation, tirade, finance-
insurance-real estate, services, and government. Per capita
income was $6,573 in 1975, $7,151 in 1976, and is expected
to rise to $7,943 in 1977.

The State government includes a State Supreme Court,
a bicameral legislature, and several executive units. The
latter include the Governor and several other constitutional
officers and their offices, independent boards and commis-
sions, and agencies headed by cabinet-level secretaries.

The State provides a broad range of basic services
including education and libraries, transportation, public
welfare, health and health care facilities, housing, correc-
tions, employment, fire and highway police protection, agri-
culture, general control, resource conservation and develop-
ment, parks and recreation, and local assistance. Primary
budget emphasis has been placed on local assistance, education,
transportation, corrections, general control, and police
protection.

FINANCIAL CONDITION IS STRONG

The assistant director of finance said California has
been financially strong in its current and most recently
completed fiscal year. Officials believed the State's already
sound fiscal health had improved since our prior work in
February 1977, basing their views on several factors, in-
cluding high revenue collections, the reduction or elimination
only of programs considered ineffective or duplicative, a
largye and growing operating budget surplus, and the lack of
a need for short-term borrowing to meet cash flow requirements.

Revenues have grown considerably

Revenues ifrom the State's own sources grew 17 percent
from $11.4 billion in fiscal year 1976 to $13.3 billion in
fiscal vear 1977. Furthermore, the State exceeded its revenue
estimates by 9 percent in fiscal year 1377 and was exceeding
current estimates by 9 percent as of October 31, 1977.

Major revenue sources--persznal income, bank and corpor-
ation, and sales taxes--have grown and generally exceeded
estimates. Personal income tax collections for 1977 were
up 22 percent from 1976; bank and corporation tax collections



increased 28 percent; and sales tax collections grew 15
percent. Current year collections for each of these taxes
were also exceeding estimates. The increases in these
major revenues were attributed to inflation and economic
growth. Information was not available concerning total
intergovernmental revenues.

Expenditures showed continued grcwth

Expenditure levels increased 12 percent during fiscal
year 1977 from $11.2 billion to $12.5 billion and are
expected to increase 11 percent to $13.9 billion in
fiscal year 1978. These increases were attributed to
legislative changes for new or expanded programs, inflation,
expanded workloads, and increased tax relief. Overall,
the normal level of basic services increased. For example,
education expenditures increased 15.7 percent during
1977 due to inflation and legislative changes to institute
new local assistance programs or expand existing ones.

(See p. 10.) A 10.4 percent increase for police protection
was attributed tc increased personnel services and inflation.
Funding was reduced in a few departments in fiscal year

1977, but only for programs considered ineffective or
duplicative.

fund balances 1ncreased and
debt remained constant

The State's general fund surplus has been growing since
1974. 1In 1977 the surplus rose $1 billion to $1.84 billion
and is expected to increase to $2.35 billion at the end of
1978. The finance director stated that inflation and economic
growth have been responsible for the high revenue collections
which have resulted in the increasing operating surpluses.

Debt levels have not ~hanged substantially since 1976.
The State's general obligation bonds have received an Aaa
rating by Moody's Investor Service, Inc. tanrougnout the most
recently completed fiscal year and into the curreint year.
According to the State bond officer, short-term borrowing
has not been necessary because the State has sufficient
cash to offset temvorary cash flow problenms.

MAJOR FACTORS INFLUENCING
FISCAL HEALTH

o . p— ——— —— ——

The assistant director of finance stated that the primary
factors affecting the State's fiscal health are inflation
and economic growth. Inflation has increased the earnings
of taxpayers and sales tax collections while economic growth



has increased private sector employment and thus stimulated
the State's major tax bases.

Factors affecting revenue
raising capacity

State officials cited inflation, personal income levels,
and the number of people employed as the primary factors
affecting revenus c¢dllections over the last two years.
Personal incom¢ levels determine the base for the personal
income tax and tusiness activity on which the other major
taxes are based. The strength of the State's overall econcwy,
that is, :he ability of the economy to create new jobs,
influences the major taxes in the same way.

F. . ically, personal income has risen about six to
eight percant annually, and in 1977 rose about 10 percent.
Furthermore, the eccnomy generated about 400,000 new jobs
in 1976 anrd a similar increase in employment is expected
this year. The inflation rate, historically about two percent
annually, rcse to double-digit rates in the mid-~1970's. For
these reasons overall revenue collections have consistently
increased over prior years and nave exceeded projections,

Several factors affect
expenditure levels

The assistant director of finance gtated that expendi-
ture levels have been affected by several factors, including
legislative changes, inflation, personnel costs, and increased
welfare payments.

Legislative changes to institute new local assistance
programs or expand existing ones have caused increased ex-
penditures. For example, recent State legislation commits
California to provide an estimated $4.3 billion over the
next 5 years to school districts urder a new program to
bring expenditures per pupil in less wealthy districts
closer to expenditure levels in more affluent districts.

Inflation has increased the cost of goods and services.
Althcugh a 5 percent price increas2 on most governwmental
costs was allowed in the 1977 budget, some items were much
higher. For example, budget increases for natural gas
purchases were 22 percent in the most recently completed
year and 42 percent in the current year.

State emplcye2 merit adjustments and overall pay
increcses have driven up expenditures. Salary and wage cnsts
represented about 83 percent of total exzpenditures (excluding
local assistance) in fiscal year 1977. During 1978, State
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civil service employees are to receive a 7.5 percent pay
increase.

Payments to welfare recipients have increased. We
vere informed the number of claims has increased because
of liberalized eligibility requirements. State officials
also said that demand for a fev services-—surih as correc-
tions, finance, parks and recre2tion, and health services--
has expanded, and administrative costs have increased
for some services. Also, demand has declinea for highway
construction and unemployment insurance claims. The
assistant director of finance told us changes in demand
and administrative costs had no significant effect on
the State's overall financial condition.

Officials said the State had not relinquished respon-
sibility for providing services to other governmental
units. However, officials noted the State had assumed
responsibility for some local program costs. State legis-
lation enacted in 1973 requires the State to reimburse
local governments for increased program costs on certain
State-mandated prcgrams. These costs have doubled for
fiscal years 1977 and 1978, and are currently budgeted
at $72 million.

Budget adjustments not a factor
of fiscal health

There wer. no changes to major tax rates in fiscal year
1977, nor were theie any service cutbacks. Funding for
highway construction was reduced, but this was due to a
declining demand for new highways, increased construction
costs, and a relatively stable revenue source--the gasoline
tax.

Overall employment increased 3.5 percent from 206,400
to 213,670 during fiscal year 1977. Employment under the
Comprehensive Employment and Training Act (CETA) increased
from 907 to 1,292 during the same period, reprecenting less
than one percent of total employment. There were some lay-
offs, hiring freezes, and attrition in various departments
in fiscal year 1977. For example:

--One hundred fifty temporary employees were laid off
in *he Education Department because demand for their
services declined.

--The Departmert of Benefit Payments instituted a

hiring freeze when the Stace eliminated unused
salary funds from the department's bucget. The
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department had been returning these allocations
for several years.

--The Department of Rehabilitation instituted a
hiring freeze due to increased program delivery
costs.

There were some delays in capital construction starts,
but they resulted from such nonbudgetary considerations as
changes in project scope or specifications, environmental
impact requirements, and bids higher than filed estimates.

For example, 19 transportation nrojects totaling $6.0 million
were delaved in fiscal year 1977 for such reasons as environ-
mental impact requirements and lawsuits involving condemnation
proceedings. In terms of project starts, the State plans to
spend about $91.7 million for the construction of State office
buildings over the next three years. A program budget analyst
told us the earmarking of the large amount of funds for €future
construction underscores the State's strong fiscal health.

Unemployment is a long-term problem

State officials cited chronic unemployment as a long-
term problem. For several reasons, including a high incidence
of two-worker families, and youth and elderly participation,
California's work force has expanded at a faster rate than
the economy has created jobs. Thus, the State's unemplcyment
rate--7.8 percent in June 1977--tends to stay above the
national average.

STATUS, USE, AND IMPACT
OF ANTIRECESSION PAYMENTS

For the first five quarters (July 1976 throgh September
1977), the State of California received $88.4 million in
antirecession payments. As of October 31, 1977, $66.3
million had been appropriated and at least $32.5 million
had been disbursed. California had received $64.7 million
through April 1977 and thus met the six-month appropriation
deadline established by Treasury Department regulations.

All appropriated funds are expected to be spent by December
1978. Uses for unappropriated funds from the July -nd October
payments have been proposed, and the funds are expected to
clear the State's supplementary appropriation process by
December 31, 1977.

State reports funds used for
operations and maintenance

California appropriated $66.3 million of its anti-
recession funds for operations and maintenance primarily
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in health, education, fice protection, employment services,
hospitals, and corrections. About $23.9 million (36 percent
of appropriations) was z2armarked for deferred maintenance

on public buildings and migrant labor housing.

Most of the appropriated antirecession funds will be
applied to salaries and subcontracts, (55.8 percent and 34.0
percent respectively). Nearly 10 percent of the funds are
to be used for such operating expenses as travel and
per diem, printing, rent, and training.

The State paid about 7,516 persons with antirecession
funds, of whom about 4,800 were still employed as of October
3i, 1977. Most of these employees (4,066) worked full-tine.
About 53 percent of them (2,521) were newly hired witi
program funds, while the remaining 47 percent (2,279) had
been on the State payroll before participating in the
program.

Antirecession funds have
impacted on unemployment
and expenditure levels

Although California reported $1.8 billion in general
fund surplus and :eserves as of June 3C, 1977, officials said
it was unlikely the State would have used its funds for the
projects runded with zatirecession assistance. The chief
deputy director of finance said if the State had reduced its
fiscal year 1977 sarplus, it wouid have funded items of higher
priority, such as property tax reform and relief, and mental
healtn nevds. OUOfficiais noted that antirecessicn payments
had a beneficial effect on empioyment and were used to
increase the authorired level of expenditures.



STATE OF COLORADQ

Co..orado ras a diversified ancd healthy economy. During
1976 and 1977, the State's population grew at a rate of
about 2 percent annually to stand at an estimated 2,690,000
residents. For that same period, employment grew at the
tate of 4.4 and 3.3 percent, respectively. Personal income
increased 10.4 percent over the previous year, and similar
growth is expected in 1978. Colorado's September 1977
unemployment rate was about 5.8 percent.

Seventy-nine percent of Colorado's workers are employed
in the private sector. Major employment areas are the trade
and service industries while utilities, transportation,
finance, insurance, real estate, construction, and mining
employ sizable groups.

Annual budget appropriations are made by the legislature
tor operation of the various departments within the
executive hranch. Mejor services include education, income
maintenance, health and medical care, institutional care,
correctiong, lew enforcement and adjudication, promotior and
regulation of agriculture and commerce, parks and recreation,
and general administration.

FINANCIAL CNNDITION I5 SOUKNL

State offircials stated that the fiscal health of _he State
goverament is quite good. Over the past 2 years, the economy
¢f the State has conkirued to racover from the effects of the
1974-75 recession, and the governments's fiscal health has
improved correspondingly. State officials believe this re-~
covery is now leveling off at about 11 percert annual growth
in Stats revenues.

Recent legislation limits annual increases in the State's
genera.i fund expenditures to 7 percent cver the previous year.
This limitation applies through fiscal year 19€3., Because
most State services are paid by gener«al! fund revenues, and
salary increases and inflationary pressures arc expected to
consume most cf the permitted increase in spending, State
officiais believe there will pe liitle opportunity to improve
existing services or add new ones during the effective per iod
of the limitation. Population growth coupled with the spending
limitation could result in a deciease in per capita general
fund expenditures. According to che law, surplus general
fund revenues, after holding 4 percent in reserve, are to be
used for property tax relief. A projection of these various
factors shows & qgradual increase of general fund surplus and
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property tax relief of $661 million during the next 5 years.
State officials are unsure whether it will be possible for
the government to hold to the 7 percent limitation on ex-
penditure increases; however, if it is held to, & decrease
will result in tke overall level of servi-~es provided.

Revenues growing at a healthy pace

The two largest sources of revenue for the State of
Colorado are the sales and individual income taxes which
depend heavily on the health of the State's economy. Con-
struction activity which is another impartant factor affecting
the State's economic health is currently very strong and is
expected to contribute to a strong growth in the economy and
income during 1978. Revenue collections for fiscal year 1977
exceeded mid-year estimates by about $6 million, and sales and
individual income taxes showed growth rates of 12 percent and
9 percent, respectively. Current year revenue collections
are very close to estimates; and, overall increases of 12
and 19 percent are anticipated in sales and individual income
taxes for the year. Officials believe these increases reflecc
continued recovery from the effects of the 1974-75 recession
as well as the State's strong retail sales and housing markets.

State officiais told us that Colorado generally does
not have long-term or chronic problems which adver:ely affect
the Government's fiscal health.

Summary data on the amount of Federal funding that was
received for general fund ac’.ivities indicated that revenue
sharing and antirecession funds increased from $26.0 million
in 1975 to $29.8 million in 1977. However, other Federal
funds decreased from $290.5 mitlion to $279.3 million.
Overall, Federal supporting funds decreased about 2 percent.
State officials told us that each year substantial amounts
of State revenue must be used to replace declining Federal
funds.

Budget provides for maintaining
existing level of services

Budgeted expenditures for fiscal year 1978 are 11 percent
greater than actual expenditures for 1977. Four departments
received budget cuts ranging from 4 to 17 percent of the
previous year's actual expenditures. The 1977 budgeted
expenditures were 10 percent greater than actual 1976 expend-
itures, and four departments also received budget cuts.

Most budget reductions reflect the elimination of positioas;
State cfficials said the overall level of services was
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maintained. The budget cuts were in staff departments, not
departments which provide direct services.

The State government has not changed authority for pro-
viding any services between the levels of government during
the current or prior operating years.

A variety of casn funds are maintained by the State
government with most basic services being financed with
generai fund revenues. The unrestricted general fund balance
at the end of the current operating year is expected to
exceed that of last year by about $23 million, rising to about
$66 million., This will reverse the trend of the past 2 years
when unrestricted general fund balances decreased by about
$13.5 million during fiscal year 1976 and by almost $18 million
during fiscal year 1977 to make additional revenues available
for operations while still providing an adequate margin against
revenue uncertainties.

Colorado has very limited authority to incur either
long-term or short-term general obligation debt and has no
such debt outstanding. State agencies issue revenue bonds
which are not general obligation debt, and fees and user
charges are committed o retire such bonds.

Funding for capital projects in the current year has
declined by approximately $19 million from that of the proe-
vious year because major projects have essentially been
completed. Also. no nrojects have been delayed during that
period. Waen new projects are approved, sufficieunt funds
are appropriated to cover the full cost of construction.
Therefore, a shortage of funding in subsegquent years
would generally not cause a delay in projects already
approved. During the most recently completed operating
year, 13 capital projects valued at $31.5 million were
started; and, an additional 9 projects valued at $12.6
miilion will be started during the current jear.

MAJOR FACTORS INFLUENCING

FISCAL HEALTH

The two factors most likely to impact on Colorado's
fiscal nhealth are the national economy and the strength of
the State's construction industry. The two primary revenue
sources, sales and individual income taxes, are directly
responsive to changes in the State's economy. The con-
struction industry is counsidered the most variable factor
within the State's economic mix; and although it may not
be the State's most imoortant industry, ‘it is more likely to

16



impact on the State's éccnomy during periods of economic
change.

During the most recently completed and current operating
years, no increases were made to the general revenue tax
bases. Cigarette and liquor taxes have been increased and
an exisving severance tax has been replaced by a new tax;
the additional funds, however, have been reserved for special
applications. Cigarette taxes were raised $.05 per pack to
partially fund an income tax credit for homeowners equal to
10 percent of their preperty taxes. The liquor tax was in-
crcased to provide additional funds for new and existing al-
cohol treatment programs. The new severance tax replaced
an existing tax on o0il ang gas production, and covered
additional resources not included under the existing tax.

Inflation has the greatest
impact on expenditures

Officiale said that antinticipated inflation rate of
about 6 percent and the 7 percent ceiling on expenditure
increases, are eéxpected to have the greatest impact on expend-
lture levels. Other factors include mandatory annual salary
increases for 3tate employees and increased deriand for
services resulting from population growth.

The State has not experienced a significant increase
in the demand for any particular service during the current
or previous fiscal year. It is not possible for the State
within its budget, to provide 100 percent of the Sservices
requested each year. The actual services provided and the
levels of thoge services reflect the Priorities establisheqg
during the legislature's budget deliberations. 1In the current
and previous operating year, funds have been provided
essentially to maintain services.

State employment

has increased slightly

The cnart below shows State employment for the two
most recent operating years, and the current year,

Employee

count Full time Total

as of employees employees
June 1976 35,079 50,168
June 1977 35,860 53,388
September 1977 35,603 54,608
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Overall employment has increased since June 1976, but in the
current year there are fewer full-time employees than at the
end of fiscal year 1977. Total employment, including part-
time and temporary workers, 1is higher. These fluctuations in
employment have not adversely affected the provision 9f ser-
vices. Staffing cutbacks were generally made in administra-
tive rather than direct service positions.

STATUS, UZE, AND IMPACT OF

The funds received in fiscal year 1977, which amounted
to 0.1 percent of general revenues, were appropriated by
executive order orf the Governor and were not considered by
the legislature in its budget appropriations. In November
1977, the State was notified by the Office of Revenue Shar-
ing that this procedure for appropriating antirecession pay-
ments was not in compliance with Federal regulations. There-
fore, the State has agreed that in the future all such funds
~ill be appropriated by the legislature.

As of October 31, 1977, $1,952,042 had been appropri-
ated by executive order. This amount represented the first
four quarterly payments plus accrued interest. In most cases,
the appropriated funds are being used to restore statfi posi-
tions cut from the current year's budget by the legislature
and to pay operating expenses not adequately funded in de-
partmental budgets. Departmental officials told us that
approximately 79 full and part-time or temporary positions
are being maintained with antirecession funds, Layoffs would
probably have resulted if the funds were nct available.

Of the $1,95%,042 appropriated, $433,240 had been dis-

bursed as of October 31, 1977. The tables on the next page
show the distribution of funds by program and object class.
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DISTRIBUTION BY FROGRAM

Amount Amount not
Pregram Disbursed disbursea
Education $ 5,233 $ 102,767
Public Welfare 340,434 198,806
Hospital & Clinic= 31,871 66,375
Corrections 12,674 593,245
Financial Administration - 371,904
seneral Control 42,709 117,291
General public buildirgs - 7,506
Transfers to other
governments -— 57,233
Other 319 3,681
Total $433,240 $I,518,802
DISTRIBUTION BY OBJECT CLASS
Anount Amount not
Program disbursed disbursed
Salaries/wages $243,948 $ 986,261
Supplies & equipment 185 -
Repairs & maintenance -— 7+433
Operating expenses 29,1u7 370,308
Assistance payments 160,000 -
Decisions pending .- 155,000
Total $433,240 §1,578,802
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STATE OF CONNECTICUT

‘Connecticut is bordered by Long Island Sound; New York;
Masachusetts; and Rhode Island. The State is highly urbani~ed
with a 1976 population density of 641.1 persons for each of
its 4,862 square miles. The State's 1976 population is esti-
mated to by 3,117,000 persons, and it ranks 15th in the nation
in urban pcpulation.

Connecticut's per capita personal income of $7,356 in-
creased 8.7 percent over 1975, and ranked third among the
50 States in 1976. Approximately 60 percent of total personal
income is from wages and salaries; however, income from this
source has been declining relative to other major sources of
income, primarily property.

Connecticut's economy is d:verse with manufacturing still
the most important economic factor within the State followed
by service-related industries.

Manufacturing is diversified, with transportation equip-
ment the dominant industry, followed by fabricated metal pro-
ducts, non-electrical machinery and electrical machinery. Re-
cently, Connecticut has ranked from 4th to 6th among all
States in total defense contract awards.

Members of the General Assembly are elected biennially
in even numbered years. The Governor and Lieutenant Governor
are elected as a unit and serve 4-year terms. The Common
Pleas Court judges are appointed to 4-year terms while the
Superior Court judges and Supreme Court justices serve 8-year
terms.

CURRENT FINANCIAL CONDITION
IS _CCNSIDERED HEALTHY

Connecticut's financial condition is viewed as healthy
for fiscal years 1977 and 1978, and has improved since our re-
view in February 1977. The State's bond rating with Moody's
Investor Service, Inc. imprcved from A-1 to Aa in October
1977, and remained the same 1n January 1978. The State has
had a surplus for each of the past two fiscal years and is
projecting another for fiscal year 1978.

Total general revenues for 1577 increased by 9.3 percent,
and are exceeding 1978 estimates. Revenues from the State's
own sources incireased from $1.48 billion to $1.61 billion be-
tween fiscal years 1976 and 1977. Most of this increase came
from three tax sources--sales taxes, corporation taxes, and
public service corporation taxes.
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The sales tax, Connecticut's major revenue source,
ircreased $40.8 million to $584 million, primarily due to
an improved economy. The corporation tax increased $58.5
million to $201.7 million because of the improved economy
and a change in tax collection dates. The public service
corporation tax increased $38.5 million due primarily to
a change in tax collection dates.

Intergovernmental revenue increased 10 percent during
1977, rising to $443 million. The most significant increase
in these funds was for public assistance which increased by
$32.6 million,

Total general operating expenditures increased 6.3 per-
cent to $1.96 billion in fiscal year 1977. The major in-
creases, other than intergovernmental grants, occurred in
welfare, nonfunctional departments, and corrections.

Welfare experditures increased about $23 million, or
5.6 percent. Officials stated that $6.5 million of the in-
crease was caused by increased caseloads for aid to families
with dependent children, and $10 million was attributed to
increased medical assistance payments required under Title 19
of the Social Security Act. The remaining $6.5 million was
due to several factors, including iaflation. The budget
director stated that the increase in welfare costs wzs not
an effect of the recession, but the result of people becoming
more knowledgeable of the welfare system.

Nonfunctional departments, a “"catch-all" function used
by the legislature, increased $47.6 million or 14.2 percent.
Officials stated that debt service related to past deficits
accounted for over $32 million of the increase. Another
$10 million went to the State employees retirement system in
an attempl to make the system self-supporting. The system
had not been properly funded in the past.

Expenditures for the Department of Corrections increased
$7.5 million, or 21 percent. Officials stated that $5 mil-
lion of the increase occurred in the Department of Children
and Youth Services, most of wiiich was due to the transfer of
functiors from the mental health services group of the Health
and Hospitals Department. The remaining $2.5 million went for
the establishment of a halfway house program, the expansion of
work release and drug addiction programs, overtime and sala-
ries for new employees.

Connecticut is limited to maintaining an operating
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surplus of §1 million. As a result, year-end surpluses must
be spent. For example, the State showed an operating surplus
of $73.5 million for 1977 which was disposed of as follows:
$53 million for the bond retirement fund, $19.5 million re-
served for 1978 operations, and $1 million to carry forward
as unappropriated surplus. Connecticut's 1976 surplus of
$34.7 million was dispcsed of by transferring $33.7 million
to the bond retirement fund and retaining $1 million as un-
appropriated reserves. The State is projecting a surplus of
about $52.7 million for 1978. State officials said the major
reason for the surpluses of recent years is the continuing
improvement in the State's economy.

Connecticut's total debt has remained relatively con-
stant, decreasing slightly from $2.2 billion in 1976 to
$2.1 billion in 1977. The State has issued $150 million in
long-term bonds in 1978, but no other long- or short-term bor-
rowing is anticipated. The State's bond rating was upgraded
from A-1 to Aa by Moody's Investor Service in October 1977.
Moody's cited the recent surpluses and stated that finances
had shown steady improvement, and future operations were ex-
pected to be stable.

MAJOR FACTORS INFLUENCING
FISCAL HEALTH_

The fiscal health of the State is dependent on four
factors: a strong economy, a good bond rating, conservative
budgeting, and a legislative policy to restrict appropriations
and spending.

The Secretary, Office of Policy and Management, stated
that the strong economy has produced operatlng surpluses in
each of the last two years and a surplus is also projected
for the current year. The bond rating, also an indication
of fiscal health, affects the interest rate of a government's
bonds. Connecticut’s bond rating was recently upgraded to
Aa. Another factor, the conservative budget philosophy,
provides a "cushion" for unforeseen expenditures. The State
also has a legislative polxcy to hold down appropriations.

In this regard, State agencies have zdopted a standing policy
to spend belcw their appropriations. This policy has con-
tributed to the surpluses of recent years.

The Secretary cited two major factors affecting revenue-
raising cepacity--personal income and the level of Federal
intergovernmental revenue. 1In regard to personal income,
he said that personal income directly relates to the State's
major source of tax revenue, the sales and use tax. As
personal income rises, revenues from the sales and use tax
also rise.
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According to officials, the most significant factors
affecting expenditures were personnel costs, inflation. legal
actions, and public pressure. Personnel costs are the major
expenditures of the State. The Secretary added that these
expenditures will further increase due to recent collective
bargaining agreements and pay raises. Inflation has increased
the State's expenditures about 6-10 percent per year over the
last three years. Pay raise demands are indirectly related
to inflation because these demands accelerate as inflation
"chews up" the salary increases. Legal actions such as legis-
lative or court decisions also affect expenditures. For ex-
ample, a recent court decision mandating that the State make
an effort to equalize basic education expenditures between
"rich” and "poor" towns will cost the State about $90 million.
Public pressure, the fourth factor, affects expenditures by
increasing costs such as welfare benefits.

Budget adjustments

There have been no major budget adjustments during fiscal
year 1977. The sales and use tax remained unchanged at 7 per-
cent, and the State did not cut basic services or layoff em-
ployees.

Total full-time employment increased by 1,954 employees
during 1977. The budget director stated that traditionally
the State has had many unfilled positions, ut in 1977 the
improved fiscal health of the State enabled them to fill
many of these positions.

Connecticut did not delay any capital projects during
1977. Expenditures for capital projects declined during
1977 due to the Governor's policy to set an annual ceiling
of $200 million on bond sales for capital projects.

STATUS, USE, AND IMPACT

Connecticut received $13,964,545 in ancirecession funds
for the first six quarters of the program, and as of Octo-
ber 31, 1977, had disbursed $13,660,907. Antirecession funds
amounting to $9.75 million were diskursea by grants to
Connecticut's 169 cities and towns. The remaining amount
was disbursed as follows.



Function Amount disbursed

Department of Community Affairs 31,622,897
Department of Envirouamental Protection 1,310,000
Department of Aging 210,000
Department of Mental Ret. rdation 399,871
Department of Comrierce 300,000
Department of Labor 60,000
Oifice of Policy and Management ._8,819

Total $ 3,911,587

-
- R 5 2

About $3 million of the above funds were disbursed for sala-
ries and wages. The remaining funds were disbursed for sup-
pPlies and equipment and capital construction. Tie State pro-
grams employed a total of 493 new employees and 32 former
Comprehensive Employment and Training Act positions which
probably would have been eliminated.

Antirecession funds were used to aid local governments
and to expand existing levels of expenditures.
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STATE OF FLORIDA

Florida is located in the Southeast corner of the United
States and covers 54,136 square miles of land area. 1In 1977,
its population of 8,717,334 ranked eighth in the Nation and
first amona the Southeastern States.

Florida‘'s orimary industries are tourism, construction,
retail trade, cnd services. The State Economist said that in
fiscal year 197/ the State's per capita income was $6,306.
Flovida's unemplo,ment rate has continued to improve since
1975 when it had r.sen to 11.1 percent. As of the first
quarter of fiscal year 1978, it was down to 6.6 percent.

Florida's systen of State government is different from
virtually all other §itates because the Governor shares the
responsibility for aiministering the State programs with an
andependent cabinet of six elected officers. Each cabinet
member heads up a department and can be rc-elected term
after term. A cabinet member's vote is equal to the Governor's
in matters that come before them as members of ex officio
hoards.

Services provided by the State government include
education, law enforcement, highway safety, health and
rehabilitation, and the regulation of business and agriculture.

FINANCIAL CONDITION IS IMPROVED

The assistant State budget director said that Florida's
financial condition had improved since our review in February
1977. The State originally projected a 3.5 percent increase
in tax revenues in fiscal year 1977. However, total revenues
increased 14 percent and the State's general revenue fund
balance increased by $69 million.

The assistant State budget director said that Florida's
financial condition for the first guarter of fiscal year 1978
was looking goud and showing steady growth. e explained
that the State's projected revenues were or schedule but
added that not enough time had passed to draw firm conclusions.

The State Cconomist said that revenue changes indicated
a slow economic recovery from the recession during calendar
years 1975 and 1976, but in 1977 the economy showed strong gains
whi~h have continued ‘nto 1978.

Revenues showed shar. gains

About 77 percent of the State's total fiscal year 1977
revenues came from its own sources--primarily from general
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revenue and unemployment compensation taxes. In fiscal year
1977, revenues from these two sources exceeded those of the
previous year by $447 nlllion or about 14 percent. Prac-
tically all tax categories exceeded budget estimates. The
largest of the general revenue taxes was the sales tax, which
accounted for 26 percent of total revenue.

Sales taxes had the largest dollar volume increase--
$144 million, a 12 percent increase. A State researci econo-
mist attributed this ircrease primarily to growth in the
State's population and in per capita income. Florida Joes not
have a personal income tax.

Unemployment compensation tax revenues increased $98
million or 66 percent over the previous year. This increase
was attributed to a higher tax rate resulting fre~ the
State's extremely high unemployment rates during the preceding
3 years. Sincs the State's unemployment rate has "een
dacreasing, officials estimate a 39 percent drop in unemploy-
ment compensation revenues in fiscal year 1978,

Income frcm motor vehicle license taxes increased $76
million or 42 percent over fiscal year 1976. About $31.4
nmillion of the increase was due to a change in collection
procedures. Officials believe 1378 revenues will be lower
due to the procedural change.

The balance of the increase in revenue from itc own
sources--$179 miliion--was generat=d from 12 other sources,
e.g., insurance premium tax, motor fuel tax, and corporation
income tax.

The State Econcmist said that in June 1977, the State
legislaturz increased the beverage tax, the cigyarette tax,
and the severunce tax rates because ot a general growth in
services provided by the State aind because inflation had
eroded the State's purchasing power. Also, tne legislature
passed a law requiring all notes secured by florida real
property to have documentary stamps. The State estimated
that these legislative actions will generate an additional
$129.7 million during fiscal year 1978.

Florida received about $1.3 billion or 23.5 percent
of its fiscal year 1977 revenues from intergovernmental
sources. This was an increase of 16 percent over the
previous vear and resulted from a general growth in Federal
programs.

Expenditures showed mild increases

Florida's operating expenditures increased $129 million
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or 3 percent in fiscal year 1977--less than 1 percent below
the amount budgeted. The State projected a 10.3 percent
increase in expenditures for 1978, The twu l:-rgest changes
in 1977 were an increase of $150 million in expenditures

for education and a decrease of $194 million in expenditures
for unerployment compensation. State officials attributed
the increase in education expenditures to inflation and an
increase in student enrollment and the decrease in unemploy-
ment compensation to the State's improved employment rate.
Florida's unemployment rate dropped 1.6 percent in fiscal
year 1977.

The assistant State budget director 3aid that Florida
had not relinquished any authority for providing services
but had assumed responsibility and cecst for municipal courts
because the State could mo.e effectively administer this
service. ‘The transfer of authority was aut.aorized in 1973
for accomplishiment by the end of fiscal ,ear 1977.

Operating fund balances and
indebtedness ircreased

The 1977 balances in the general revenue and the trust
fund accounts increased from $6.5 million to $76 rillion
anda from $776 million toc $796 million, respectively, over
+he previous vear. A State official said that the balances
incrzased because of inflation and its effect on the sales
tax, and improvements in the general economy.

Florida has two general classes of bonds--full faith
and credit bonds and revenue bonds. Full faith and credit
bonds are generally used to fund capital improvements or
new facility construction. Revenue bonds are used to fund
projects such as toll roads that will generate the revenue
for debt repayment. 3ince fiscal year 1972, #oody's has
concistently rated Florida's full faith and credit bonds
Aa.

Florida's long-term bond indebtedness, including
accumulated interest payable, increasa2d $496 million or
15.8 percent in fiscal year 1977. The assistant executive
director, State Boaru of Administration, said that this
increase resulted primarily from the following:

(1) Interest on bond indebtedness--$196 million.

(2) Sale of public education bonds--$75 million.

(3) Sale of pollution control bonds--$105 million.
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(4) Sale of ervironmental conservation bonds--$120
million.

Florida's short-term indebtedness did not change signifi-
cantly during 1377.

Capital expenditures increased

Florida's capital expenditures increased $46 million or
about 23 percent in fiscal year 1977. The senior bLudget
analyst said that this increase resulted primarily from the
growth in prison population, which has almost doubled during
the past 4 years. He 2xplained that the State used about $30
million to expand existing correctional facilities and to build
new facilities.

The senior budget analyst advised us that the State's
three major Departments--Education, vffender Rehabilitation,
and Health and Rehabilitation Servicas--had delayed five major
construccior. projects during fiscal years 1977 and 1978. These
delays were generally attributed to problems in selection of
an acceptable site and program problems.

MAJOR FACTORS INFLUENCING
FISCAL HEALTH

The assistant budget director said that the major short-
term factors affecting Florida's financial condition, in
priority order, are as follows:

(1) Employment-—-because general revenue aud the
volume of sales activity vary with the
employment rate and the availability of
personal income.

(2) Inflation--because it erodes the purchasing
power of revenue.

(3) Recession--pecausie it causes che economy to
sag and unemployment to increase.

The assistant budget director said that Florida's long-
term firancial condition depends primarily on the energy
outlook and on the diversity of Florida's economy. Tourism
is one of Florida's largest industries and is directly affected
by the availanility of fuel., If the fuel supply is short,
Florida's financial condition will suffer. If fu=el is
plentiful, its economy wil.. prosper. Also, Florida needs more
diversity in its industry to produce higher employment and
additional revenues. More industrial diversification would

«8



also help alleviate recessionary effocts because some types
of industry are not affected by recessions.

Factors affecting revenues
and expenditures

The State Economist said that inflation and the state of
the economy were the primary factors affecting the govern-
ment's revenue raising capacity. He further stated that the
state of the economy involves several factors, such as the
level of employment, per capita real personal income, number
of housing starts, and number of tourists.

The State budget director said that factors affecting
expenditures include increased population, inflation, and
recessionary pressures. The demand for increased services
depends on the characteristics of the population. For
example, an inrrease in school age children increases the
need for educational services. Florida's most recent in-
creases in services have been in the aresas of prisons, mental
health, and post high school education. Infiation decreases
the purchésing power of revenues thereby increasing the level
of expenditures. Closely related to inflation in importance
are recessionary pressures which reduce economic activity
and ava.lable revenues, and cause additional services to be
provided.

Increases 1n State
employment levels

Florida's average monthly employment increased by 1,620
employees or 1.8 percent in fiscal year 1977 and by 1,121
employees or 1.2 percent in the first quarter of fiscal year
1978. State budget officials said that most of these changes
occurrzd in the Offender Rehabilitation Department and
resulted from an increase in the State's prison populiation.

STATUS, USE, AND IMPACT
OF ANTTRECESSION FUNDS

As of November 30, 1977, Florida had received and dis-
bursed $31.1 million in antirecession funds, of which $25.4
million was received for the first five quarters. The State
had also received $385,915 in interest from investing the
antirecession funds and had disbursed $230,560 of that amount.
The assistant budget director said that the State expects
to disburse the remaining interest bv the end of the fiscal
year. All antirecession funds had been appropriated within
6 months after receipt.
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The antirecession funds were used to pay employee sal-
aries in major penal institutions and in the Office of Assis-
tant Secretary for Operations and Regional Administration in
the Department of Offender Rehabilitation. The assistant
budget director said that these salaries were for continuing
full-time positions and included no new hires or rehires.

The assistant budget director said that the receipt of
antirecessicn funds enabled the State to reduce the amount
of its fiscal year 1978 tax increases by about $25 million.
The State Economist added that the funds together with the
tax increases allowed the State to fund expenditure levels
to meet the growth in basic services.
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STATE OF IOWA

Iowa ranks 25th irn size among the States, and h.s a pop-
ulation of about 2,870,000. Per Capita income increased by
6 percert in 1976, to $6,43¢ while the 1976 unemployment rate
of 4 percent was fourth lowest in the nation.

Iowa's economic base has become increasingly nonagricul-
tural, but agriculture still remains a majcr econnmic factor
in their economy. 1In 1976, Iowa led the nation in cash re-
ceipts for livestock and was second for all farm commodities.
Although less than 15 percert of all Iowans are employed in
agriculture, nearly one-third of manufacturing employees are
in businesses directly related to agriculture (i.e. farm ma-
chinery and food processing). Two-thirds of all the employ-
ment is in the nonmanufacturing industries. The construction
industry was a leading force in the State's economic recovery
of 1976, its value increasing more than 40 percent.

Iowa's services are categorized into the following budget
areas: State department, education, human resources (health
and welfare), transportation and law enforcement, and natural
resources.

FINANCIAL CONDITION IS HEALTHY BUT
GENERAL_FUND_POSITION HAS WEAKENED

State officials believe that the State government has
been fiscally healthy and sound during fiscal year 1977
and the current operating year. Officials attribute the
State's healthy condition to judicious budgeting in conjunc-
tion with the constitutional limit on the State's debt. How-
ever, they also acknowledge that the financial position of
the general fund has weakened since our prior review, due to
the droughts and the decline in grain prices in 1976 and 1977,
and the State legislature's decision to reduce the general
fund balance. The legislature considered the general fund
surplus of $260.7 million at the end of fiscal year 1975
to be excessive, and thus, hava been intentionallv reducing
the general fund balance at the rate of about $60 million
per year. The projected balance of $21.3 million at the end
of 1979 concerns some State officials.

Major revenue increases related
to _inflation and farm income

In 1977 and 1978, three sources of revenue--individual
income taxes (42.5 percent), sales taxes (24.6 percent), aud
corporation income taxes (8.2 percent)--made up about 75 per-
cent of the general fund revenues. Another majer source of
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State revenues is the motor vehicle fuel tax. Revenues from
this source are used solely for the vonstruction and main-
tenance of Iowa's highways and thereftore are not <:neral fund
revenues,

Individual income tax receipts increased by 13 percent
in 1977. State officials attribute the increase to higher
wages and farm income. They expect an increase of 1z.l1 per-
cent in 1978 due to a combination of initial taxation of mil -
itary pay, farm prices, crop size. and inflation. Actual re-
ceipts exceeded estimates by about 1 percent in 1977 and for
the firsc quarter in 1978.

Sales tax receipts for 1977 were up 12.2 percent. Of-
ficials stated that this was because of the hicher cost of
goods (inflation) and the increased spending by farmers. Re-
ceipts for 1978 were expected to rise another 6 percent, main-
ly due to inflation. Actual receipts in 1977 and the first
gquarter of 1978 were within 1 percent of estimates.

Corporation income taxes for 1977 increased by 16.4 per-—
cent. This was attributed to a growing industrial community
and high levels of spending by farmers. Receipts for 1978
were prcjected to increase by 16.8 percent mainly because of
a new requirement for paying taxes on quarterly estimates,
These ¢aceipts, however, were running behind estimates by 1.7
percent whereas fiscal year 1977 receipts exceeded estimates
by 7 percent.

While motor vehicle fuel tax receipts have been up to
expectations, the receipts have not kept pace with the sky-
rocketing highway costs; and in 1977 & special $12 miliion
appropriation was made from the general fund to the rcad use
fund. However, officials do not expect an increase in the
motor vehicle tfuel tax rate before 1980.

Federal funds received by Iowa decreased 0.6 percent in
1977 and are expected to increase 2.7 percent in 1978. Within
specific programs, however, the State has had to assume part
of the funding due to the withdrawal of Federal funds. The
Community based corrections, aid to dependent children, med-
ical assistance, and various health-science research programs
at fowa's universities are notable cases where Federal funds
were cut and the State was forced to provide the additional
money to continue the services,

Inflation and_assumed responsibilities
increased expenditures

Total general fund operating expenditures for 1977
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increased 12.3 percent to $1.3 billion and were expected to
increase by 8.7 percent in 1978. According to State offi-
cials, the major identifiable increases were in tax credits,
h:alth and welfare expenditures, and correctional services.
These increases were related largely to inflation and, to a
lesser degree, to the State assuming financial ra=sponsi-
bility for programs formerly funded by other 1lrvels of
government.

About 40 percent of the 1977 increases in total expend-
ituzes were due to major increases under the agricultural
land and homestead tax credit programs. These tax credits
afford landowners State subsidized :elief from hign local
property taxes, a large portion of which is related to in-
tlatior. The amount of the 1978 tax credits will be about
the same as 1977.

About 7 percent of the expenditure increase ir 1977 and
abouat 26 percent in 1978 were reluted to the State's medical
assistance and aid to dependent children programs. The major
factors causing the increases were inflation in 1977, and in-
flation and an increase in the State rate of matching funds
in 1978.

The current .etirees allowance program accounted for
about 3.7 percent ¢f the 1977 expenditure increases. The
program, due partially to the spiraling inflation of the past
several years, was deemed inadequate by the legislature, and
thus upgraded. The program is to be funded at about the same
level in 1978.

Another 2 to 3 percent of the increases in 1977 and 1978
were in the community based cor:ections program. While part
of the increases in 1977 went to replace Federal funds, the
increases primarily reflect thc State's decision to provide
better services and meet the ‘ncreased demand.

Debt rose slightly

The State's only indebtedness is in revenue bonds issued
by Iowa's Department of Transportation and the Board of Re-
gents which governs the State's universities. The State's
last general obligation bonds--$1.3 million outstanding on
June 30, 1976--were retired on December 1, 1976. These bonds
had been rated Aaa by Moody's Investor Service, Inc. The only
activity in fiscal year 1977 and 1973 was a $15.5 million
Board of Regents bond issue. The June 20, 1977 debt balance
for the Department of Transportation declined irom $8.7 mil-
lion to $8.4 million, while the balance for the Board of Re-
gents increased from $126 million to $135 million.
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Reduced surplus balance
may lmpact on_gggital projects

Iowa's past ability to furd capital projerts out of cur-
rent operating revenues indicates financial health. Appro-
priations for capital projects in fiscal years 1977 and 1978
were $26.6 million and $24.4 million respectively. The cur-
rent levels of capital project funding, however, are consid-
erably below the levels of 1974 and 1975 and future levels
may decrease even further due to the State legislature's de-
cision to reduce the general fund surnlus. Officials ex-
plained that, as part of its intentional decrease of the gen-
eral fund surplus, the legislature allocated funds to recur-
ring programs. Since the projected 1979 general fund balance
may be too low to permit continued spending at current rates,
the legislature may cut capital projects to a minimuam in order
to continue funding current service levels.

MAJOR _FACTORS INFLUENCING
FISCAL_HEALTH

State officials identified several factors as having a
siginficant effect on Iowa's 1977 and 1978 fiscal health.
The factors by priority are as follows:

Revenues Expenditures
1. Inflation 1. Inflation
2. Farm income 2. Total revenues

3. Federal requirements

Long-term inflation was identified as helping revenue
but hurting expenditures. On revenues, inflation and related
higher wages increase the State's individual income tax rev-
enues. Also, higher prices result in more sales tax revenues.
On expenditures, inflation increases the costs of every de-
partment and in each cost category--salaries, supplies, etc.
It also caused the State to assume a greater financial respon-
sibility for local programs.

Farm income, somewhat unpredictable, and tota. available
revenues, are interrelated. Officials stated that a good
farm year (like calendar year 1975) increased not only indi-
vidual tax revenues (in FY 1977, due to a lag) but also sales
and corporate tax revenues. On the other hand, a bad farm
year (like calendar year 1977) which was caused by droughts
and a drop in grain prices, was cited as a reason for slowed
1978 revenues. Because of the State's debt limit, available
revenue is viewed as a continuing concern affecting the level
of 2xpenditures,
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Federal standards and court mandates pertaining to spe-
cial education programs and the uparading of mental health
facilities were believed to be ‘'nreasonable and ton expensive.
In general, State officials believe that many Federal require-
ments have been unnecessary and impractical for Iowa.

State officials said that there were slight increases in
the demand and administr.tive costs for basic services. The
increases, however, Stemming from inflation more than anything
else, did not significantly influence Iowa's fisca!l health.

———— e —

Iowa's State government has not had any tax rate changecn
in several years. Only two changes affected the major tax
revenues since fiscal year 1976. Military personnel now have
to pay individual! incone taxes, and corporations now pay esti-
mated income taxes quarterly. The combined result of these
changes is expected to provide a $16.5 million increase in
1978 general fund revenues.

Basic service levels have remained relatively stable,
although there were improvements in penal, rehabilitation,
heaith, and other social services. These improvements were
Partly due to court mardates to meet licensing requirements
and partly due to the State's decision to provide be’.ter ser-
vices to its citizens. Highway corstruction and maintenance
is the only area in which services declined. This was due
primarily to skyrocketing costs ia labor and highway mainte-
nance materials.

State government employment levels have also been fairly
stable since 1976, with increases being less than 3 percent
Per year. State officials said there were no hiring freezes
an. no significant layoffs,

The amount appropriated for capital projects was almost
$50 million in 1975, 1In fiscal years 1976 through 1978,
appropriations for capital projects were between $20-$26
million, and in 1979, capital projects are expected to be re-
duced to about $5-$10 miilion because of “he reduction tc the
general fund surplus.

State officisls believe that revenues beyond Iowa's tax-
ing and borrowing authority will not be needed to meet fore-
casted expenditures. Future budgets (particularly for capital
projects and highways) wili be t°ght due to the low general
fund surplus, but basic services are not in danger of being
cut.
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STATUS, USE, AND IMPACT
ANTIRECESSION FUNDS

Iowa received a total of $790,935 in antirecession funds
and used them as part of a 1977 supplemental appropriation
to the medical assistance program. The payments were only
1.4 percent of the medical assistance appropriation and only
0.03 percent of the total State budget. The funds were made
available as medical payments to needy individuals and to
intermediate health-care facilities. There was no impact on
the State government's employment level.

State officials told us they would have provided the same
level of medical assistance funds and services regardless of
the antirecession payments. They stated that the antireces-
sion funds had a minimal impact on Iowa. At most, the funds
helped combat the inflationary increases in their medical
assistance program.
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STATE _OF LCUISIANA

Louisiana's estimated population was 3.8 million as of
July 1975. Personal income in 197§ totaled $21.1 billion,
and per capita income increased 9.8 percent from $4,904 in
1975 to $5,386 in 1976.

Louisiana operates on a fiscal vyear ¢~ding June 30. 1Its
industrial investment during 1976 exceeded $1.1 billion, of
which about $798.3 million (72 percent) was in petroleum
refining and petrochemicals. Louisiana has 27 of the 100
largest o0il fields and 18 of the 50 largest natural gas fields
in the United States. 1Its petroleum refining ranks third
in the nation.

Natural resources continue to be the State's leading
source of revenue. Agricultural products are also a major
source of revenue. Forestry has developed into a multi-
billion dollar industry providing an annual payroll of over
$336 million. Tourism is Louisiana's third largest industry.
Aggregate tourism revenue in 1976 totaled about $1.35 billion
and directly generated 52,000 jobs.

FINANCIAL CONDITION IS FAIR

Louisiana's financial condition is considered by the
State budget director to have been "healthy" in fiscal year
1977 and to be "so-so" in the current operating year.

The principal reasons offered for these assessments were
as follows:

--The 1977 ending talance in the general
fund was a healthy surplus.

--The decline in severance taxes started to
level off in 1977, inflation had a salutary
effect on general sales tax revenues, and
corporation income tax revenues grew more
than expected.

--It is anticipated that revenues in 1978 will
not continue to increase at rates comparable
to those in prior years.

Revenues increased from $3.20 billion in 1976 to $3.30
billion (3 percent) in 1977, and expenditures increased from
$3.04 billion to $3.17 billion (4 percent) during the same
period. These increases reflect the current inflationary
trend. The five major sources of revenues, excluding Federal
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grants, are severance, sales, motor fuels, individual income,
and corporation income taxes.

Pccording to the budget director, the recession had very
little, if any, effect on State revenues generated from its
own sources. Revenues from each of the five major sources
exceeded budget estimates in 1977, and State records show
that sales, individual income, corporation income, and gas-
oline tax collections at September 30, 1977, were exceeding
corresponding collections at September 30, 1976. Severance
taxes, however, were slightly behind 1976 collections.

Severance tax revenues decrceased from $558 million in
1976 to $496 millior (12 percent) in 1977. The decrease in
revenues was attributed to 1976 revenues being inflated by a
nonrecurring windfall of $40 million (part of a $141 million
claim settlement) and lower production because of depletion
of the mineral resources (oil, natural gas, and petrochemicals)
in 1977.

Sales, motor fuels, individual income, and corporation
income tax revenues showed increases of 14, 5, 14, and 9
percent, respectively, from 1976 to 1977. Inflation was
the principal reason offered for these increases.

Intergovernmental revenues increased from $846 million
in 1976 to $990 million in 1977. Federal grants, the State's
largest single source of revenues, accounted for $130
million of this increase. These grants, by department, are
shown in the following table.

Amount (000)

“Received _ _

Department "1976 1977~ Increase
Office of the Governor $ 19,713 $ 54,962 $ 35,249
Transportation and

Development 160,499 197,532 37,033
Health and Human Resources 305,848 347,634 41,786
Education 172,313 183,012 10,699
All other 13,785 19,019 _ 5,234

Totals $672,158 $802,159 $130,001

The budget director attributed the ir.crease in Federal
grants primarily to the release of impounded Federal funds for
transportation (highway construction) and education, and
additional Federal funds for social services.
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Total expenditures increased from $3.04 billion in 1976
to $3.17 billion (4 percent) in 1977. The budget director
believed this increase reflected the current «aflationary
trend.

Significant changes in expenditures were noted for the
Department of Transportation and Development which decreaseq
froia $536 milli> n in 1976 to $511 million (5 percent) in 1977.
A department official stated that this Jecrease resulted from
a $10 million saving in an austerity progreém which terminated
nonessential engineers, streamlined projects, and centralized
functions; an $11 million decrease causad by a change in
method of accounting for year-end expenditures; and a $4
million decrease in construction projects cavsed by inclement
weather.

Expenditures for corrections, which were less than 2
percent of total expenditures, increased from $33 million
in 1976 to $48 million (45 percent) in 1977. A Department of
Corrections official stated that this increase was caused by
inflation, a U.S. District Court mandate to upgrade the
prison system to 3 minimum level, and an increase in inmates
from several pari:h prisons.

The general fund balance increased from $84.3 million
at June 30, 1976, to an estimated $98.6 million (17 percent)
at June 30, 1977. Factors contributing to this increase
were unexpected revenues of about $28 million in mineral
bonuses, increased sales tax revenues, decelerated decline
in severance tax revenues, and nonuse of $2 miliion which had
been funded for a fire ant eradication program.

As c¢f January 6, 1978, the projected balance at June 30,
1978, is a $9.6 million deficit. This projected budget
deficit was caused@ by $15.5 million for a special education
program that was appropriated during a special session of
the legislature. The budget director was confident, however,
that this balance would be a surplus at June 30, 1978. The
State originally projected deficits for 1976 and 1977, but
ended both years with surpluses. He added that beginning fund
balances are always included in subsequent budgets.

Outstanding indebtedness increased from $1.311 billion
in 1976 to $1.482 billion (13 percent) in 1977. State budget
and bond commission officials attributed this increase to the
increased demand for capital projects in highway programs,
health care facilities, and higher education.

Louisiana has not had any problemes in obtaining financing.
Bonds for long-term financing are sold only in a favorable
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market; and becausce ample funds have been available, the
State has not had to resort to short-term financing,

Louisiana's general obligation bonds were rated Aa by
Moody's Investor Service, Inc., in January 1978. There have
been no «1anges in these ratings since February 1975.

Activity in Louisiana's capital projects program indi-
cated strength in the State's fiscal nealth. It has more
than 600 approved projects totaling about $500 million with
$340 million budgeted for capitel outlay in 1978. Cur review
disclosed 12 projects valued at $14 million that had been
delayed. Of these, only one delay was related to funding and
this was due to a change in project pricrities. Currently,
all 12 delayed projects have been funded.

MAJOR FACTORS INFLUENCING
F1SCAL HEALTH

The budget director stated that the major factors af-
fecting che State's fiscal health are the depletion of its
natural resources and the continued operation of the petro-
chemical industry. The severance tax on natural resources is
the largest source of the State's own revenue. The resources
are being depleted at a rate greater than the discovery of
additional resources. On the favorable side, the petrochemical
industry provides a steady year-round level of employment for
a1 large segment of thie State's population.

The budget director said that unless additional revenue-
raising measures are adopted, Louvisiana will be in serious
financial condition in the near future. He pointed out that
in additiou to the depletion of natural resources, a number
of taxes, including individual income and automobile license
fees, ave limited by the State constitution and the bases
cannot be changed easily. Other factors affecting revenues
are inflation, which significantly affects taxes such as
sales, tobacco, and -.otor fuels, and the political climate,

Louisiana has had difficulties raising its tax rat«:s
because a two-thirds majority is required in both the House
of Representatives and the Sena’.e to enact tax legislation.
Also, tax measures can only be considered in even~numbered
years unless the legislature calls jitself into special session
in odd-numbered years.

The major factors influencing expenditures are statutory
payments to local governments--about 75 percent of the budget
goes to local governments. The State supports the court
system and a large portion of the costs for firemen and
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law enforcement. The State also has a program whereby it
shares certain tax revenues with local governments. Other
factors affecting expenditures are Federal requirements
necessary to naintain eligibility for Federal support and
decreasing Federal grants resulting in increasing State
costs to maintain programs.

The demand for services increased noticeably during
1977 a2nd 1978--waiting lists developed for admission to
vocational and mentally retarded schools and day care
centers; high unemployment caused more people to seek assis-
tance from social services programs; and the U.S. District
Court ordered the State to upgrade its prison system. The
demani for these increased services, excluding the prison
system, has not been met.

The budget director said that Louisiana has had to assume
the responsibility for continuing services in mental health,
alcohol and drug abuse, and special education progr ws in
local governments after Federal funds were withdrav . The
State has not relinquished responsibility to any other govern-
ment for providing any services.

Budget adjustments

Effective January 1977, Louisiana revised its individual
income tax tables resulting in individuals paying more taxes
and increased the rates for assessing corporation income
taxes tc finance cost-of-living salary increases for State
employees and public school teachers.

The corporation income tax rate was changed from 4 per-
cent of net income to 4 percent on the first $25,000, S
percent on the next $25,000, 6 percent on the next $50,000,
7 percent on che next $100,000, and 8 percent on all net
income in excess of $200,000.

No new taxes or statutory limitations on existing taxes
have been imposed during 1977 and 1978, and none are planned.

According to the budget director, Louisiana has not been
forced to curtail or eliminate any essential basic services.
However, normal levels of some services have been affected to
some extent because of the current inflationary trend. Funds
for social services and highway and State building maintenance
programs have been restricted.

Full-time public employment increased from 72,531 on
June 30, 1976, to 73,159 on September 30, 1977. The budget
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director said that no significant number of State employees
had been laid off during 1976 and 1977.

According to the budget director, Louisiana's long-term
financial problems relate primarily to the depletion of its
natural resources. The largest source of the State's self-
generateu revenues is tied to incom from mineral resources,
principally oil and natural gas, which are being depleted at
a rate greater than the discovery of additional resources.
Unless alternate revenue-ralising measures are adopted,
Louisiana will be in a serious financial posture in the near
future.

STATUS, USE, AND IMPACT OF
ANTIRECESSION FUNDS

Louisiana received $11,199,229 for the first five quarters
of the antirecession program. As of October 31, 1977, all
of these funds had been appropriated and $5,524,688 had been
disbursed.

The sixth-guarter payment totaling $4,410,867 was
received in October 1977. These funds had been appropriated
before they were received. The budget director said that
all entirecession funds received in fiscal years 1977 and 1978
will be disbursed by June 30, 1978.

The State is using $8 million of the antirecession
funds to expand existing services with 400 new positicns
in the Department of Corrections. According to the budget
director, current plans are to use $160,000 to save 32
custodial positions at a State university, and all remaining
funds, received and anticipated, to pay salary increases
to State employees. All services financed by these funds
are permanent and recurring and will have to be financed
with State funds if the antirecession program is discontinued.

Revenue collections exceeded budgeted expenditures, and
antirecession funds were used to increase the level of
authorized expenditures in fiscal year 1977. Also, some
of the antirecession funds were held as appropriated
reserves pending disbursement.

According tou the onudget director, revenue collections
are falling behind budget estimates in fiscal year 1978,
and antirecession funds are being used to plug the gap. The
shortZfall is not considered to be significant.



STATE_OF MARYLAMD

Maryland ranks 42d among the 50 States in geographic
area and 18tn in population, estimated on July 1, 1976, to
be 4,144,000. Maryland's population per square mile in 1970
was 39€.6, making it the 5th most densely populated State.

The largest nonagricultural employment sectous in
Marylend during 1976 were government (25 vercent), whilesale
and retail trade (24 percent), services (20 percent), and
manufacturing (15 percent). Contract construction accounted
for 6 percent of nonagricultural employment.

Principal manufacturing industries in Mary.and include
food and related products, primary metal products, electrical
machinery, transportation equipment, chemicals and allied
products, machinery (excluding electrical), and printing
and publishing. Per capita personal income for Maryland in
1976 was $6,880 which was 7.6 percent higher than national
per capita income and 8.6 percent higher than the State's
1975 level,

The State has a bicameral legislature, the General
Assembly, composed of the Senate and House 0o Delegates,
The General Assembly meets annually for a 90-day session.
The Executive branch includes four officials elected on
a statewide basis for 4-year terms: the Governor, Lieutenant
Governor, Comptroller of the Treasury, and Attorney General.
The State Treasurer is elected by the General Assembly for
a 4-year term. The Judicial Branch includes the trial
courts of limited and general jurisdiction as well as the
appellate zourts.

MARYLAND'S FINANCIAL
CONDITION 1S GOOD

State officials described Maryland's overall financial
condition in very positive terms. At the time of our
review, inflation and recession were not viewed as major
proolems, and although inflation is expected to influence
the State economy in 1978 and 1979, steady economic growth
is expected. The October 1977 sale of $139,330,000 in State
general obligation bonds was cited as an important sign of
financial health. The interest bid of 4.69 percent was the
lowest interest rate received by Maryland since February
1974. Moody's Investor Service, Inc., gave the bonds an
Aaa rating. Revenues for 1978 were exceeding estimates and
a considerable general fund surplus was exvected.
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The State's financial condition is healthy and has
improved since our prior review in February 1977. The
construction industry, the business segment most af’ected
by the recession, was picking up and the 1977 summer building
season was good. Also, the unemployment rate dropped from
7.1 percent in the first guarter of calendar year 1977 to
5.3 percent in the third quarter. Finally, a large projected
increase in the general fund surplus for 1978 is considered
positive evidence of the State's good financial health.

Revenues showed unexpected increases

Actual 1977 revenues were higher than expected primarily
because of economic growth in the last fiscal quarter which
was reflected in higher employment, personal income, and
retail sales; higher than expected State lottery revenues;
and retail sales tax and motor vehicle and boat titling tax
rate increases in the last month of the fiscal year,

Four revenue sources--retail sales and use tax, real and
personal property tax, corporation income tax; and individual
income tax-~contributed over Lalf the 1977 revenue from
Maryland sources.

While actual 1977 revenues for the four taxes showed no
large deviations from budgeted 1977 estimates, they all
exceeded 1976 actual revenues by approximately 8 percent
or more. Sales tax revenue was 1ll.l percent higher than
in 1976 but fell 1,8 percent below estimates. This reflects
low retail sales growth in 1976 and sluggish growth in the
first half of 1977 which turned strong the last 3 months
due primarily to increased employment and personal income.
It also reflects the June 1977 sales tax rate increace. The
1978 sales tax revenue is expected to exceed considerably
the original estimates. The 1977 property tax revenue
increased 21 percen: over 1976 and was attributed equally
to a tax rate incrcase and assessment growth which was
believed to reflect inflation. Corporation income tax
revenue, which was 9.7 percent higher in 1977, was due to
the legislated tax base increase and to higher corporate
profits and general ecoromic growth. The 1977 individual
income tax revenue increase of 10.9 percent was attributed
to increased employment and personal income.

Budgeted 1978 revenues are higher than cctual 1977
revenues. For example, the original 1978 budgeted sales
tax revenue estimate was about 30 percent over actual 1977
revenue. About 25 percent of this increase is explained
by the sales tax increase from 4 to 5 percent and the
remaining 5 percent represented expected economic growth.
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According to an official, hovever, figures for the first 3
months of 1978 show about 11 percent growth rather than the
projected 5 percent. The 1978 budgeted corporation income
tax revenue was a modest 3 percent over actual 1977; while
individual income tax revenue was budgeted almost 9 percent
over 1977 revenue. Through October 1977, these revenues

are higher “han expected.

Intergovernmental févenues increased 14.9 percent in
1977 but still fell 5.3 percent below budgeted estimates,
Although funds are expected to continue increasing in 1978
and 1979, officials stated that inflation is cutting the
Purchasing power of vJederally supplied funds and the State
hes been forced to absorbp the difference in order to maintain
the same level of services,

Expenditures increasgg

Total operating expenditvres increased §.5 percent in
1977 to $2.1 billien, with the general fund expenditures
accounting for about $1.8 billion of this total. The major
increases occurred in Public assistance, corrections,
personnel, Medicaid, and State transfers to other governments
for education. public assistance expenditures in 1977

responsible for a 12.5 percent corrections expenditure
increase in 1977. The Department o. Personnel expenditures

in 1977 increased almost 25 percent over 1976 and are budgeted
in 1978 t0 rige approximately 18 percent above 1977 expendi-
tures. These increases were attributed to thne pattern, in
fecent years, of rapid increases in retirement costs and
fringe benefits for State employees. State aid to other
governments for education increased about 9.9 percent.
Officials stated that this aid has been increasing at an
annual rate of 7 to 10 percent.

Normal levels of services have not changed and the State
has not relinquished authority to another level of government
for providing services. The State did assume additional
responsipbilities and costs for providing services previously
provided by other governmental units. 1In 1977, Maryland
assumed fesponsibility for 18 projects initially funded with
Federal funds and in 1978 plans to assume responsibility
for 16 additional projects. These Projects include 23 Lay
Enforcement Assistance Administration demonstration projects.

Fund balances increased

Maryland's four operating fund categories increased
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in 1977. Tbhe general fund surplus of $64 million was double
the $32 million surplus of 1976 and was considered primarily
a reflection or unanticipated revenues due to the improved
economy. The special fund's balance rose 89 percent or

$53.8 million in 1977. Most of the increase was attributed
to transportation construction funds left over because
spending by the Department of Transportation was lower than
expected in 1977. A 1z percent fund balance increase

($4.6 million) in the annuity bond fund was attributed to

the additional property tax and from repayments and tne excess
of transfers from State agencies. The increase was no- con-
sidered significant. Officials were not sure why the Federal
funds balance rose approximately 190 percent ($16.9 million)
in 1977, but one official believed that a timing difference
petwe=n receipts and expenditures coull have been the cause.

In November 1977, the projected 19783 general fund
surplus was revised to $128 million, double the $64 million
surplus in 1977. This unexpected surplus projection is
attributed to an economic upturn in Maryland which increased
sales and income tax revenue and to higher than expected
State lottery revenues. The higher than expected revenues
reflect an improving trend in employment and higher consumer
spending levels and was considered to be positive evidence
of the State's fiscal health.

The Board of Revenue Estimates recommended that some of
the revenues be used to reduce the State property tax rate
and to fund some capital expenditures on a "pay-as-vou-go"
basis. At the time of our review, the Acting Governor was
considering using the surplus for (1) a property tax
decrease by increasing the gencral fund contribution to bond
debt service, (2) an increase in the individual income tax
standard deduction, (3) "pay-as-you-go" canital projects,
(4) increased aid to local governments for education, (5)
State employee pay raises, (6) iicreased aid to families with
dependent children, and (7) the State pension system.

Increased indebtedness

The State's indebtedness, defined by officials as general
obligation bonds issued and outstanding, increased about
21 percent in 1977. An official explained, however, that a
more accurate picture wou.d be presented by including a
July 1, 1977, bond sale in 1976. With this adjustment, the
change in indebtedness would be about 10 percent. The
increase in 1977 was attributed to increased general obliga-
tion bond sales together with a comparatively small amount
of redemptions. Th2 increased bond sales were caused by
a need for more capital construction funds and a favorable
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market. It was also pointed out that recent bond sales, which
were rated Aaa by Moody's Investor Service, Inc. have been
based on a more extensive and expensive capital program than
in previous years.

The State has no short-term debt other than the usual
trade credit. Increasing use of general fund revenues
for general obligation bond debt service is viewed positively
by officials. In 1977, the property tax contributed 38
percent of the total debt service and general fund revenues
contributed 46 percent. The remaining 16 percent came from
miscellaneous sources.

MAJOR FACTORS AFFECTING
FISCAL AEALTH

Maryland officials stated that the most significant
factors, in order of priority, affecting the State's figcal
health in fiscal years 1977 and 1978 were personal income,
retail sales, corporate income, and general economic growth
(e.g., employment, construction activity).

The State's revenue-raising capacity depends primarily
on four interconnected factors--level of employment, personal
income, consumer confidence, as reflected in the level of
spending, and citizens' acceptance of tax increases. The
level of employment affects personal income and personal
income affects the level of spending. The principal sources
of State-generated revenue are the individual income tax,
which accounted for about 30 percent of 1977 revenues,
and the retail sales tax, whicn accounted for about 17
percent. The individual income tax is a function of personal
income and the retail sales tax is a function of the level
of spending. Maryland has not experienced any major diffi-
culties with citizens' acceptance of higher State taxes
or user charges, but the June 1, 1977, sales tax increase
did meet a great deal of resistance in the legislature
and passed the Senate by a margin of only one vote.

According to State officials, the most sigrificant
factors affecting expenditures are prior year's level of
expenditures, estimates of current year's revenues, infla-
tion, and recession.

Prior year's expenditures are a base point upon which
to operate when preparing the current year's budgeted expend-
itures and, thus, they have an important short-term influence
on the level of expenditures. Current year revenue estimates
play an equally important role in affecting the level of
expenditures since State law reguires a balanced budget and
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appropriations, therefore, may not exceed estimated revenues
and surplus.

Inflation and recession were viewed as longer term
factors affecting the levels of expenditures but were not
considered major problems during the period of our review.

Effective June 1, 1977, the State increased the retail
sales and use tax rate and the motor vehicle and boat titling
tax rate from 4 to 5 percent. These taxes were increased %o
meet the increased 1978 expenditure forecasts in areas such
as education, police protection, Social Security and retire-
ment programs, hospitals, aid to handicapped children, and
tax relief for the elderly. On July 1, 1976, the property
tax rate was increased from 21 cents to 23 cents per $100 of
assessed value due to the general increase in capital pro-
jects and the high interest rate on bonds. Also, a legisla-
tive change expanded the base of the corporation income tax
tax by reguiring the inclusion of certain non-business
interest and dividend income,

During 1977, the number of State employeces listed in
the Department of Personnel data processing system increased
by 659 to a total of 52,482 employees. A Maryland official
indicated that this increase resulted primarily from normal
growth in existing programs. There were no significant
layoffs and normal levels of basic services have been
maintained.

A State official said that spending on capital projects
is more a reflection of what was authorized in prior years
than a refiection of the current fiscal health of the State.
He said economic conditions caused few, if any, changes in
the level of capital projects authorized or started. We
were informed that in 1977 some capital projects were acceler-
ated in order to provide employment opportunities.

State officials informed us that in 1977 there were
delays in some transportation projects because of a reduction
in the rate of growth in gasoline tax revenue, which is the
principal financing source for these projects.

The 1976 General Assembly reduced the State's borrowing
authorization for capital projects because it was felt to
be too ambitious. The 1974 and 1975 General Assembly
authorized about $424 million and $370 million, respectively,
in general obligation bonds and the State believed that
this was an unaffordable level. Therefore, to prevent a
deterioration in the State's financial condition, the capital
program was reduced to less than $200 million and has remained
at that level,
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According to a State official, Maryland's only long~.erm
chronic problem is the financing of retirement benefits
for State employees and local employees who receive retirement
benefits from the State.

The State maint.ins four separate principal retirement
programs. The State's retirement programs were originally
designed to provid: for contributions of 50 percent by the
employees and 50 p:rcent by the State. Over the years, in-
flationary factors and legislated changes resulted in the
failure of the employees' contribution to be sufficient to
provide an annuity which would fund half of the anticipated
retirement amounts. Accordingly, legislation was enacted
under which the State makes supplementary payments in addition
to the actuarial funded amounts to supplement the employee
contributions on a pay-as-you-go basis. 1In addition, the
State provides for additions to pension benefits, on a pay-
as-you-go basis, to reflect changes in the consumer price
index.

The maj.c problems with the present retirement system
are spiralling costs and excessive retirement benefits
when combined with benefits provided by the Social Security
System. Legislation to correct these problems is being
prepared for the 1978 General Assembly.

STATUS, USE, AND IMPACT
OF ANTIRECESSION FUNDS

The State of Maryland received approximately $4.7 million
in antirecession assistance funds in 1977 and expects to
receive about $6 million in 1978. all antirecession funds
were appropriated by the State to pay for salaries and wages
of personnel in the Department of Public Safety and
Correctional Services.

Tne $4.7 million in antirecession funds received in 1977
and the $6 million in antirecession funds expected to be
received in 1978 are minor when compared to the total budget
appropriations of $3.5 billion in 1977 and $3.5% billion in
1978. The deputy secretary for budget and fiscal planning
said that antirecession assistance money had very little
impact on 1977 and 19378 budgetury actions of the State. The
antirecession funds had no effect on tax rates but may have
increased slightly the levels of correctional services
provided by the State in 1977 and 1978. The antirecession
funds may have also had a slight impact on State employment
since the funds were used to Ffill 67 vacant and 108 new
correctional, probation, and parole positions during 1977
and 1978.
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The deputy secretary said that since the State knew
before preparing the supplemental budget for 1977 and the
1978 budget that Maryland would receive antirecession funds,
it is impossible to say with certainty whether the additional
fundirg for the wages and salaries for correctional personnel
would have been budgeted without the funds. The positions
may have been budgeted in any event since additional
correctional officers were needed to sustain basic services
wiich the State was already providing.

The deputy secretary said that without t.e antirecession
funds for needed correctional services, Maryland probably
would not have had as much money available for other purposes,
The State may not have paid as much money to local govern-
ments for housing State prisoners and the State's prior years'
backlog of unpaid Medicaid bills probably would not have
been reduced as much.
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STATE OF MICHIGAN

The automobile industry and its related supply and cus-
tomer firms dominate the Michigan economy. The State is
both the research and adminis:rative headquarters for the
industry, resuiting in the location of a dispropo:tionate
share of high wage and high skill jobs, and the clustering
of research and supply firms in Michigan. The demand for
automobiles and related capital goods rises and falls sharply
over short periods of time. As a result, Michigan has a
highly cyclical economy with periods of high wages and rapidly
rising employment separated by periods of layoffs, short
work weeks, and general recession.

The estimated population of Michigan, as of July 1,
197¢, was 9,104,000. Significant State economic indicators
as of September 30, 1977, were:

Michigan labor force 4,111,200
Number employed 3,817,100
Number unemployed 294,100
Unemployment rate 7.2%

Michigan per capita income for 1976 was $6,975 and total State
personal income was $65.5 billion.

The Governor, as chief executive officer, provides
program and policy direction for the Executive Branch and
recommends the State government budget, and statutory changes
for legislative action. The Michigan constitution establishes
legislative power in a Senate and House of Representatives,
which enact laws, levy taxes, and appropriate funds for the
support of public institutions and State government adminis-
tration.

As of October 1, 1977, Michigan had approximately
63,800 employees responsible for providing the following
types of services:

—--protection of persons and property;

--economic development, environment and
recreation;

-—intellectual development and education;
--human services; and

-~direction and support services.
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FINANCIAL CONDITION IS IMPROVING

In March 1977, State officials considered Michigan's
overall fiscal health to be "improving but still serious
due to a cash flow problem." The problem exists because
large payments, such as school aid, are due early in the
month and major tax revenues are received after the 15th
of the month. To cope with this situation, the State has
delayed payments or portions of payments until revenue
has been collected. 1In spite of the cash flow difficulties,
the State expects a $68.4 million surplus for the general
purpose portion of its general fund for the fiscal year
ending September 30, 1977. The year-end general fund
general purpose balance is considered a good indicator
of overall financial strength because this portion of the
State budget is subject to the greatest discretion and
flexibility by the State Legislature. During the prior
fiscal year, ending September 30, 1976, a somewhat smaller
surplus--$28.3 million~-was achieved.

In November 1977, State officials characterized
Michigan's financial condition as "generally good and im-
proving through fiscal year 1977 ending September 30, 1977."
However, they conclude? that some deterioration is expected
during 1978. Their November 1977 analysis of projected
general fund - geuneral purpose revenues and expendit-res
shows a possible deficit of $3.5 million due, in part, to
the need for aiditional school aid and enactment of legisla-
tion for new programs such as a home heating fuel assistance
program for elderly and low-income citizens, and a program
to reimburse Michigan farmers whose contaminated animals
must be destroyed because they were accidently fed a toxic
chemical. The projected deficit also assumes that single
business tax and Michigan lottery revenues will be lower
than originally anticinated. State officials still
consider the cash flow problem "serious" because negative
cash balances are projected for the combined general and
school aid funds throughout 1978.

The Michigan constitution requires the government to
balance expenditures with available revenues. Therefore,
if 1978 general purpose revenues do not improve over
current projections, the Governor may have to reduce planned
expenditures by executive order. State officials concluded
that it is highly unlikely that tax rates would be increased
to imorove projected revenues.

Revenues showed strong gains

Total general fund-general purpose revenues increased
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from about $2.9 billion in 1976 to an estimated $3.3 billion
in 1977, a 13 percent growth.

Revenues from the State's own sources which are available
to the general purpose portion of tte general fund have in-
creased from about $2.8 billion in 1976 to about $3.2 billion
in 1977. The budgeted amount for 1978 was about $3.7 billion.

Revenues from the three major tax sources--personal
income, sales, and single business taxes--have shown healthy
increases from 1976 to 1977. Amounts discussed below concern
revenues available to the general purpose portion of the
general fund. For example, gross sales tax receipts for
fiscal year 1977 were $1.2 billion. By Michigan law, 25
percent, or $305 million, was available to general fund-
general purpose. This represents an increase of about 16
percent over 1976 collections. Sales tax revenues available
to the general purpose portion of the general fund are
expected to increase 10 percent in 1978. Estimated retail
sales tax revenues exceeded budgeted amounts for 1977 by
about $7 million (just over 2 percent), and State officials
are optimistic that the 1978 budget estimate will be
achieved.

Michigan's personal income tax rate was increased from
3.9 to 4.6 percent May 1, 1975, to compensate for the
January 1, 1975, repeal of the four percent retail sales tax
on take-home food and prescription drugs. gffective July 1,
1977, the personal income tax rate was to have reverted to 4.4
percent unless the State Legislature approved extension of the
4.6 percent rate. Because of the need to maintain the level
of revenue from this tax, the Legislature approved the exten-
sion of the tax rate. Personal income tax revenue increased
16 percent in 1977, to $1.3 billion, and is expected to in-
Crease to about $1.5 billion in 1978. State officials said
these increases were Primarily in response to the revival of
automobile production. Estimated personal income tax revenues
exceeded budget estimates for 1977 by about $10 million
(less than one percent) and State officials are optimistic
that the 1978 budget estimate will be achieved.

Since January 1, 1976, Michigan has had a new single
business tax which replaced the pPrevious system of State
business taxes except for several minor levies. The single
business tax (2.35 percent) is a value-added tax. According
to State officials, the new tax has not increased aggregate
Fusiness tax collections. However, it does provide greater
Levenue stability by removing the highly volatile corporate
income tax from the tax structure. Fiscal year 1977, was
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the first complete year that reflected the change in the
tax structure.

Estimated single business tax revenue available to
the general purpose portion of the general fund for 1977
failed to meet the budget estimate. Only about $685 million
of the budgeted $741 million was received. State officials
said the shortfall was primarily due to the lack of past
experience upon which to project revenuc for the new tax.
For 1978, the State originally budgeted $770 million as
revenue from the single business tax. However, as of
October 31, 1977, officials have reduced the budgeted amount
by $20 million. They indicated thev are still experiencing
difficulty in accurately predicting revenue from this new
tax.

Intergoveramental revenues

Federal intergovernmental revenue available to the
general fund-general purpose portion of the State budget
is expected to increase from about $124.9 million in 1976
to $141.9 million in 1977, a 14 percent increase. A State
official concluded that the main reason for the increase is
the receipt of antirecession payments. Assuming receipt of
about $25 million in antirecession payments, the State ex-
pects intergovernmental revenues to total about $140.7 mil-
lion in 1978, or just slightly helow the 1977 total.

Expenditures showed larce increases

State financial reports prepared for the State Legis-
lature do not break out general fund-general purpose expen-
ditures. However, they do show that total general fund
(general purpose plus special purpose) expenditures incre ..e
about 14 percent--from $4.7 billion to $5.3 billion--during
the same period.

State officials said the loss of revenue during the
1974~75 recession prevented the State from expanding or
iniviating new programs and services and caused a "pent-up-
demand" for these services which could not be addressed until
revenues improved. As the Michigan economy improved in
1976 and 1977, revenues increased significantly and the
State funded these new and expanded programs and services.

Michigan has not relinquished authority to other levels
of government for providing services. On tho other hand, the
State has provided financial assistance to Detroit for support
of the Detroit Historical Museum, Detroit Public Library,
Detroit Institute of Arts, public health care, the pension
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liability of the city's Department of Transportation, and
Detroit Genera) Hospital. The assistance was expected tc
total $27.8 million in 1977. For 1978, about $10.9 million
has been recommended for Detroit's Historical Museum, Public
Library, and Institute of Arts, and $200,000 for reopening
the Michigan Stat2 University Museum to the public,

Fund balance unstable and
indebtedness increased

State officials said the year-end general fund-genera)
purpose balance is considered a good indicator of overall
financial strength because this portion of the State budget
is subject to the greatest discretion and flexibility by
the State Legislature. The fund balance for 1977 was
estimated to be $68.4 million, an increase of about $40
million over the 1976 balance. The $68.4 million surplus
in 1977 represents about 2 percent of the total ($3.3
billion) general fund-general purpose revenues expected
that year. 1In 1978, however, a deficit of $3.5 million is
projected, due, in part, to revised school aid requirements
and enactment of new programs, coupled with the current pre-
diction that single business tax and Michigan lottery revenues
will be lower than originally anticipated. If general
purpose revenues do not improve over current projections,
the Governor may have to reduce planned expenditures,

Tne general obligation debt will have decreased from
$573.5 million at the end of 1976 to $496.5 million at
the close of fiscal year 1978 as the result of scheduled
debt retirement. However, during 1977, non-general
obligation debt increased when special authority revenue
bonds and notes were sold. Because of this action, total
long-term debt increased about $107.5 million bet :-en
September 1976 and September 1977. Michigan has had no
problems obtaining long-term financing. Moody's Investor
Service, Inc., rated Michigan's general obligation bonds
Aa, unchanged from the January 1977 rating.

The State periodically issues short-term general
obligation notes in anticipation of tax receipts to assure
adequate cash for operating expenses. During fiscal year
1976, Michigan issued such notes, totaiing $200 million,
and repaid them within the fiscal year as required by the
constitution. The State is cutrently contemplatinc
issuance of $200 million in short-term note. in January
1978 to help it through its continuing cash flow problems.
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Delayed capital projects

State capital outlay expenditures supported by the
general fund have decreased over the past several years
due to the lack of revenue. During 1977, money was not
available to fund many critical projects including
modernization of correction and m=ntal health facilties,
expansion of the number of beds in State prisons,
expansion of State office space, and construction of
medical school Zacilities. Therefore, only $22.3 million
(general fund-general purpose revenue) was recommended to
continue ongoing prujects. An additional $60.3 million was
re. ommerded for general fund-general purpose projects. The
State Legislature appropriated only $63.5 million of the
$82.6 million recommended for capital outlay. About
$53.9 million of the $60.3 million recommended for special
purpose projects was planned to be financed by a $370 mil-
lion construction bonding program recommended by the Governor
to help meet building needs.

For 1978, only $18.9 million general fund-general purpose
revenue was recommended for ongoing projects and $16.0
million was recommended for general fund-general purpose
projects. At the time of our review, the State Legislature
had not approved the capital outlay budget for 1978.

In Auqust 1976, the Legislature authorized the creation
of the State building authority to sell revenue bonds totaling
$400 million to support major construction needs. However,
due to delays in establishing the constitutionality of the
State building authority, the first block of revenue bonds
(totaling about $80 million) will not be sold until January
1978.

State officials concluded that construction project
delays could be viewed as a weakness in the State's overall
financial condition.

MAJOR_FACTORS INFLUENCING
FISCAL HEALTH

3tate officials concluded that the most significant
factors affecting the State's fiscal health, in ordet
of priority, are total personal income, auto production
and sales, total employment, and Federal aid. They also
stated that the factors significantly affecting the
State's revenue-raising capacity, in order of priority,
are total personal income, auto production and sales,
total employment, and consumer spending. The improvement
or decerioration of these factors impacts directly on
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the collection levels of the State's major tax revenues--
retail sales tax, personal income tax, and single business
tax.

The most significant factors affecting expenditures,
in order of priority, are, highly cyclical economy, "pent-
up-demand” for programs and services postponed during
recessionary periods, and inflation.

Delays in starting needed capital projects, and delays
in providing improved staffing and care at mental health and
correction facilities were cited as adverse situations
resulting from the State's cyclical economy. Further,
recession and resulting unemployment increases the demand
for services in the areas of public welfare and unemployment
security administration. 1Inflation increased slightly from
5.4 percent in 1976 to a projected 6 percent in 1978.

Major budget adjustments

The State did not make any significant budget adjust-
ments during 1977 or the current operating year. Major
tax rates remained unchanged, basic service levels were
maintained, and no significant layoffs were made. The
number of State employees increased from 58,618 in 1976
to 63,798 in 1977.

The State recently enacted legislation designed to
attack two major problems which historically have been
detrimental to Michigan's economy--cyclically low revenue
and high unemployment. The budget stabilization section
allows the State to set aside revenue during prosperous
years to be used later during poor economic years. The
amount paid into or out of the fund will be determined by
the annual growth rate of Michigan personal income, adjusted
for government transfer payments and inflation. 1If the
annual growth rate in adjusted personai income is greater
than 2 percent, money is paid into the fund and if a
negative growth occurs, money is paid out. For 1978 only,
the annual growth rate must exceed 4 percent. This means
that the initial amount paid into the budget stabilization
fund will approximate $74.7 million in 1978.

The act could help reduce high unemployment levels by
allowing a specified portion of the fund to be appropriated
for the purpose of creating employment opportunities in the
State. The amount of the fund that can be appropriated
depends on the unemployment rate and can be made every
Quarter if the unemployment rate is excessively high. For
example, if the unemployment rate is 8 percent to 11.9 per -



cent during a given quarter, 2.5 percent of the fund
balance can be appropriated during the following quarter.
If the unemployment rate is 12 percent or more, 5 percent
of the fund balance can be appropriated for job-creating
purposes.

5TATUS,. USE, AND IMPACT
OF ANTIRECESSION FUNDS

Michigan receiveé $37,039,958 in antirecession funds
applicable to the period July 1, 1976, through September 30,
1977, and has appropriated and disbursed all the money for
wages and salaries in the Mencal Health Department. A
breakdown of positions funded, however, was not availabie.
State officials said the antirecession funds were disburseqd
within the recuired 6 months. The $6,963,848 payment
received in October 1977, brought the total funds received
to $44,003,806.

Although antirecession assistance has been officially
appropriated for State mental health institutions, the
$44.0 million has been received as general purpose revenue,
and thus benefits any program or service financed by the
general fund. Antirecession revenue, in effect, has
freed Michigan tax dollars for expenses ranging from
edication to public health, mental health, social services,
ccrrections, and the State police.
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STATE OF MISSOURI

Missouri, the 19th largest State in area, ranked 15th in
1976 with a population of 4,778,000. Total personal income
in 1976 was $28.5 billion or $5,963 per capita. The State's
largest source of income comes from manufacturing followed
by wholesale and retail trade and government.

In September 1977, the State's unemployment race was 4.8
percent compared to a high of 7.6 percent in June 1975. Dur-
ing the 1974-1975 recessionary period, the State experienced
a downturn in auto production. Missouri ranks second to
Michigan in the number of auto workers. Also affected were
the shoe, garment, and construction industries.

The State government was reorganized in 1974 into 14 de-
partments that administer and provide such basic services
as highways, social services, public safety, mental health,
higher education, elementary and secondary education, and
labor and industrial relations.

FINANCIAL CONDITION
IS_GOoD

State officials believed their government's financial
condition was good. Revenue increases for fiscal year 1977
exceeded expenditure increases, and tte general func balance
doubled. 1Inflation increased tax receipts, and although
inflation affected expenditures, the State kept expenditures
below estimated rev- 1ue. Employment increased, most basic
services were maintained, and capital project appropriations
doubled. Long-term general obligation bond indebtedness
increased, but the State continues to hold an Aaa rating
by Moody's Investor Service, Inc. The State did not relin-
quish authority for any basic services.

A State official attributed their financial condition to
conservative financial management practices. He expressed
concern about the next 18 months and believed the State was
recovering from the recession slower than other States.

Revenues exceeded expenditures

Between fiscal years 1976 and 1977, revenues increased
9.7 percent from $2.3 billion to $2.5 billion while expend-
itures increased 4.1 Percent from $2.3 billion to $2.4 bijl-
lion., The surplus in the general fund doubled from $48.1 mil-
lion to $98.4 million. A budget and plarning official attrij-
buted the larger fiscal year 1977 fund balance to a concerted
effort by legislators and State officials to keep appropri-
ations below expected revenues.
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The fund balance is expected to decrease to $74.4 million in
fiscal year 1978 because of large capital project expend-
itures.

The State's tax revenur. increased from $1.4 billion to
$1.5 billion between fiscal years 1976 and 1977. Major
sources of tax revenue have been from sales, individual
and corporate income, and motor fuel taxes as shown below.

Fiscal year Increase
Tax 1976 1977 amount percent
------------ (in millionsg)=~~=-===c=m=-
Sales $ 530.5 $ 592.6 $ 62.1 11.7
Individual income 401.6 462.0 60.4 15.0
Corporate income 77.0 94.2 17.2 22.3
Motor fuel 204.8 213.5 8.7 4.2
Subtotal $1,213.9 $1,362.3 $ 148.4 12.2
Total taxes $1,379.3 $1,536.8 $ 157.5 11.4

—— o = - —
_——T_—=S== R 2 X

Sales and individual income tax revenue increases were
caused by inflation and an economic upturn, while the motor
fuel tax revenue increased because people consumed more fuel.

Actnual tax receipts exceeded estimates in fiscal year
1977. 1In his fiscal year 1977 budget message, the Governor
said the actual increases were not anticipated and attributed
most of these to growth in sales, corporate, and individual
income taxes. IAstimated tax receipts for fiscal year 1978
exceed actual tax receipts for fiscal year 1977 because
of economic and State personal income growth. A budget and
planning official believed this estimate will ke achieved.

Between fiscal years 1976 and 1977, intergovernmental
revenue increased 9.6 percent, from $684.2 million to
$749.9 million. 1Increcases were in elementary and secondary
education, health services, highway safety, social services,
Medicaid, and food stamp programs. Significant increases
are occurring in the Comprehensive Employment and Training
Act program where receipts were $20.0 million in 1976 and
are expected to reach $82.0 million in 1978.

Expenditures for basic services increased from $1.9 bil-
lion to $2.1 billion as shown on tre following page.
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Fiscal year
197 1977 Amount Percent

------ (in millions)----~

Elementary and secon-

dary education $ 576.3 $ 610.8 $§ 34.5 6.0
Social services 505.0 584.2 79.2 15.7
Highways 392.1 369.8 (22.3) (5.7)
Higher education 234.3 245.6 11.3 4.8
Mental health 126.6 131.5 4.9 3.9
Public safety 62.1 66.9 4.8 7.7
Labor and industrijal

relations 50.2 55.9 5.7 11.3

Total $1,946.6 $2,064.7 $118.1 6.1

State officials viewed inflation as a major cause for
expenditure increases, especially elementary and secondary
education.

In social services, public safety, and labor and indus-
trial relations, the increases also reflected additional
receipts of Federal funds. Highway expenditures decreased
because <f contractor stikes and inclement weather.

Bond indebt:dness and capital
) ™ by T -
project authorizations increased

Between fiscal years 1976 and 1977, the State's long-
term general obligation bond indebtedness increased from
$52.8 million to $79.1 million because the State issued water
pollution control bonds totaling $31.5 million. An accounting
official stated there have been no problems in selling long-
term bonds because of Missouri's Baa rating by Moody's Inves-
tor Service, Inc. He stated the interest rate on the water
pollution contrcl bonds was 4.38 percent, the lowest rate ob-
tained bv zny State.

Capital project appropriations more than doubled between
fiscal years 1977 and 1978, from $61.9 million to $138.8 mil-
lion. No capital projects were delayed because of fund limi-
tations. State officials believed this condition demonstrated
fiscal strength.

MAJOR FACTORS_ INFLUENCING
FISCAL HEALTH

A budget and planning official stated Federal policies,
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energy, and loss of manufacturing jobs affect revenue-raising
capability. Federal policies reducing defense spending impact
on the State's largest source of revenue-- manufacturing--
especially the aircraft industry. Also, realignments of
military troop strengths and base closures have affected
fiscal health. Energy, particularly its effect on consumers
buying fewer full-size cars, had a negative effect. Outdated
plants are being replaced outside the State, and manufacturing
jobs are being lost.

Although inflation benefited the State through increased
tax collections, it also was the primary factor increasing
expenditures for basic services. For example, in public safe-
ty, travel expenses, office supplies, and dock rental, costs
increased 10 percent. In social services, Medicaid costs
increased 17.6 percent, food costs increased 9.0 percent,
and utilities and fuel costs increased 20 percent. 1In labor
and industrial relations, office rental at two locations in-
creased 12.1 and 34.7 percent.

State officials believed that increased demands for
services affected expenditures, but stated these demands were
met with available resources. 1In public safety, as an exam-
ple, greater road usage has increased the need for highway
safety and patrol services. In labor and industrial rela-
tions, more information is being requested by State legis-
lators and local governments.

Except for pay raises and Federal requirements for
social services and elementary and secondary education,
State officials believed that administrative costs had not
changed.

Major budget adjustments
precluded by controlling expenditures

The State purposely held expenditures below expected
revenue to enhance its fiscal health. This effort was a
factor in precluding any major budget adjustments.

Effective July 1977, an increase in the sales tax rate
from 3 to 3 1/8 percent was approved by voters, and the
additional receipts are earmarked for conservation purposes.
There were no additional tax increases. A budget and planning
official stated that the Governor is committed to no tax
increases, and expenditures would be controlled to stay
within expected revenue,

State employment was estimated to have increased by 4

percent between fiscal year 1976 and 1977. A State official
said the increase was necessary to comply with Federal
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requirements, to start legislative-enacted programs, and
to expand existing services.

Capital projects were not delayed because of fund
limitations. Actual appropriations more than doubled. Also,
the State had not relinquisied any authority to provide
ba.ic services.

Basic services were maintained, except in some areas
where the quality of services was lowered. For example, in
higher -_ucation, libraries bought fewer books and reduced
hour * and the number of librarians. And, in labor and indus-
trial relations, the number of field investigations of
unemployment insurance claiws was reduced, and job counseling
and placement suffered because of insufficient staff.

STATUS, USE, AND IMPACT
OF ANTIRECESSION FUNDS

Antirecession assistance funds are being used to alle-
viate State needs in areas such as capital construction
and public welfare. The State has used antirecession funds
to free general revenue sharing funds feor other uses.

The status of the first five quarterly payments was as
follows.

damount
(tn millions)

Funds received $4.7
Funds appropriated $6.0
Funds disbursed $1.9
Unobligated funds $2.8

A budget and planning official stated that more anti-
recession funds have been appropriated than has been
received in anticipation of future antirecession assistance
pPayments. These appropriations were made by June 29, 1977,
within 6 months of receipt of the funds.

Antirecession assistance funds of $1.9 million were used
primarily for public welfare purposes to meet the State's
share of nursing care costs for the aged, blind, and disabled
which had risen beyond fiscal vear 1977 estimates. The re-
maining appropriations were for capital improvements, grants
to local governments, winterization projects, and personnel
services. Normally, nursing care payments, capital improve-
ments, and grants are provided from general revenue and rev-
enue sharing.
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Antirecession assistance appropriations by function and
related object class were:

Function Object class Amount
(in thousands)

Public welfare Other (nursing care) $1,868.8
Transfers to other Other (sewer construc-

governments tion and water supply) 1,000.0
Housing and urban

renewal Supplies and equipment 1,000.0
Hospitals and clinics
Iocal parks and Capital construction

recreation and improvements 2,135.2
General pub.ic buildings
Highways and streets Salaries and wages _.27.3

Total $6,031.3

Most antirecession funds increased
year-end surplus

In relation to overall fiscal health, the antirecession
assistance funds have had little effect. Funds received were
less than a quarter of 1 percent of total revenue and slightly
more than 1/3 of 1 percent of general fund revenue. Most of
the antirecession assistance funds satisfied needs that other-
wise would have been met with general revenue and revenue
sharing funds, thereby enhancing the State's good financial
condition, and in effect, adding to the existing surplus.
These funds replaced other State funds in meeting normal
operating costs for capital improvements, grants to local
governments, and nursing care. If antirecession assistance
funds had not been received, these obligations would have
been met with other State funds. Antirecession assistance
funds totaling $1 million were commingled with other Federal
funds to winterize homes, and the antirecession funds expanded
the winterization program beyond budgeted levels.
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STATE OF NEW JERSEY

New Jersey is the fourth smallest State in the Union,
occupying a land area of only 7,505 square miles. More than
7.4 million people reside on this land mass, making New Jersey
the eighth most populated State with the greatest intensity of
urbanization of any State.

New Jersey is located in the Mid-Atlantic region of
the nation in the center of a concentration of buying income,
retail sales, and production. New Jersey's 1976 per capita
income of $7,381 ranked second only to Alaska and was 15
percent above the national average. New Jersey's Department
of Labor and Industry attributes the high per capita income
to a high concentration of research and corporate headquarters
operations, an above-average share of manufacturing jobs,
a favorable mix of industries within its manufacturing sector,
and a highly productive labor force. State officials in the
Budget and Accounting Division viewed New Jersey's high trans-
fer payments from the Federal Government, namely for Medicaid
and Welfare, as additional factors contributing to New Jerscy's
high per capita income.

The constitution prohibits New Jersey from maintaining
its operations by means of deficit financing, therefcre, an
annual surplus balance is normal.

In terms of money spent, the five major services provided
by New Jersey are: education, public assistance, transporta-
tion, hospitals, and public safety.

FINANCIAL CONDITION IMPROVED

Officials believe the State's financial condition in
fiscal years 1977 and 1978 was very good, especially in
comparison with fiscal years 1275 and 1976. New Jersey's
economic status generally follows that of the nation with
a few month's lag time, so the growth the State has been
experiencing in fiscal years 1977 an¢ 1978 is roughly equiva-
lent to the growth of the national economy. New Jersey's
unemployment rate dropped slightly and the State's surplus
for fiscal year 1977 was larger than had been anticipated.
Tn addition, the State balanced its budget in fiscal year
1978 without adding or increasing any taxes.

The State's two major sources of revenue for general
operations are its sales and use tax and corporation
business tax. Another major source of revenue collected by
the State, but unavailable for use to support general State
operations, is the gross (personal) income tax.
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The sales and use tax revenues increased from $829 mil-
lion to $905 million between fiscal years 1976 and 1977,
and were budgeted to increase about 7 percent in 1978.
State officials attributed the increased revenues to an
improving economy.

The corporation business tax consists of a net income
tax and a net worth tax and is measured by that portion of
the corporation's net income and net worth allocable to
operations in New Jersey. Revenues from the corporation
business tax rose 12.4 percent from $431.9 million to
$485.5 million between fiscal years 1976 and 1977, and
exceeded budgeted revenues by about 7 percent. Revenues
were budgeted to increase about 23 percent in 1978, and
although first quarter collections were only 9 percent
of the $597 million budgeted for the year, State officials
said that it is normal for those revenues to remain low
until the last quarter of the fiscal year. The tax is
due 3 1/2 months after the close of a corporation's fiscal
year and most corporations end “heir fiscal year as of
December 3i.

Effective July 1, 1976, the State enacted a gross per-
sonal income tax. Proceeds from this tax are dedicated for
the funding of local educational systems, property tax
relief, and the repeal of several business taxes and cannot
be used to support general State operations.

Revenues from the gross income tax for fiscal year 1977
amounted to approximately $656 million. The State's original
fiscal year 1977 budget did not include revenues from the
gross income tax because the tax was not officially enacted
until July 8, 1976. Revenues for the first quarter of fiscal
year 1978 amounted to about $182 million or 23 percent of the
$792 million anticipated for the year.

Intergovernmental revenues

New Jersey's revenues from the Federal Government in-
creased from $964.4 million to $1,240.3 million between
fiscal years 1976 and 1977. The $276 million increase
is primarily due to increases of $150 million for highway
construction and maintenance, $47 million for child
nutrition programs, and $40 million for Medicaid payments.

Expenditures increased substantially

General operating expenditures experienced a 24 percent
increase between 1976 and 1977. The following schedule
illustrates these increases by program category.
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Generz. operating expenditures

Percentage
Category 1977 1076 Difference change
Protection of persons
and property $ 174.0 $ 155.0 $ 19.0 12.3
Physical and mental
health 215.6 202.0 13.6 6.7
Education and intel-
lectual development 1,477.7 1,144.2 333.5 29.1
Community development ana
environmental management 92.6 85.3 7.3 8.6
Economic development and
income protection 574.4 512.7 61.7 12.0
Transportation 155.4 163.3 (7.9) (4.8)
General government
affairs __458.9 274.8 184.1 67.0
Total general operating

expenditures $3,148.6 $2,537.3 $611.3 24

0=

The most significant changes occurred in education and
intellectucl development ané in general government affairs,
Primarily because of enactment of the gross income tax.

Frior to the enactment of the gross income tax in fiscal year
1977, the State funded 29 percent of local educational
systems. However, with the enactment of the gross income
tax, the State is required to fund 40 percent. <“he $184.1
million increase in general government affairs resulted
Primarily from expenditures of $164 million for property

tax relief.

The State has not relinquished authority for providing
services to another level of government. Conversely, through
the gross income tax, the State has assumed more of the
resporsibility and cost for funding the educational system
in local municipalities.

Changes_in operating fund balances
and indebtedness

Wew Jersey always has had an annual unrestricted surplus
balance in the general State fund because the State
constitucion does not permit deficit spending.

At the conclusion of fiscal year 1977, the State had a
surplus fund balance of $131.7 million, a decrease ¢f about
$5.4 million from 1976. The unrestricted portion of the
balance, however, rose $5.3 million to stand at $101.1 mil-
lion. This does not include $11 million in aniirecession
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assistance received for January and April 1977 which was de~
ferred to fiscal year 1978. Officials stated that the defer-
ral was made because the expenditure level for 1977 had al-
ready been established, and the State was preparing the 1978
budget when the funds were received.

New Jersey's bond rating is excellent. Moody's Investor
Service, Inc. currently rates the State with a Aaa brnd
credit rating, upgraded from Aa in May 1977. The in esting
service cited positive actions together with the basic
strength of the State's economy, its debt policies, and
financial stability as factors causing the upgraded
rating.

State officials advised us that there are no legal
limitations on the amount of indebtedness the State can
incur. However, the State constitution prohibits the
legislature from authorizing debt when total outstanding
debt would exceed 1 percent of total appropriations for
the year unless the proposed authorization is approved by
a majority of the legally qualified voters at a general
election.

In fiscal year 1977, the voters approved two bond pro-
posals totaling $150 million. One of the proposals for
beaches and harbors totaled $30 million. The other for
$120 million was to refinance an existing debt for New
Jersey's College of Medicine and Dentistry.

The New Jersey Annual Fiscal Report for 1976 shows
that the State has authorized over $2.0 billion in bonded
debt. As of March 31, 1977, this amount rose to $2.2
billion. Of c¢nis total authorization, $1,538 million was
issued and outstanding; $434 million remained unissued; and
$269 million had been retired as of March 31, 1977.

MAJOR FACTORS INFLUENCING
FISCAL dEALTC

State cfficials believe the improved national economy
and increasing per capita income to be the most sianificant
factors favorably affecting New Jersey's fiscal health during
fiscal years 1976 and 1977. Officials are also hopeful that
the Janvary 1, 1978, repeal of the State sales tax on the
purchase of manufacturing machinery, apparatus, or eqguipment
and on services on goods to be shipped out of State for use
out of State will favorably affect the State’'s future finan-
cial ccndition by encouraging business expansion.

Negative factors affecting the State's financial con-
dition are inflation and the unemployment level in the State.
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New Jersey's unembloyment level is usually higher than most
other States and has been a chronic problem,

Factors affecting revenue-
raising capacity and expenditures

The most significant factor affecting New Jersey's
revenue-raising capacity is thc national economy and its
effect on sales activity. Increasing sales activity is
important because it affects revenues from the sales tax and
~orporation business tax, two of the State's largest sources
of revenue.

The New Jersey legislature can raise or implement new
taxes without public referendum. The legislature, however,
has not used its taxing authority to increase revenues from
a major tax since fiscal year 1975. Although the gross income
tax was enacted in fiscal year 1977, revenues from it cannot
be used to fund normal State operations.

New Jersey's revenue-raising capacity is the primary
factor affecting the State's level of expenditures since
the State cannot operate with deficit spending and thus must
limit expenditures to the amount of revenues received.
Inflation has also had an effect on the State's expenditures
by causing increases in purchase costs. 1In addition, the
State has implemented spending caps which limit any l-year
increase in the State operating budget.

The demand for basic services provided by the State
has been increasing in recent years, particularly for public
transportation, unamployment compensation, welfare, Medicaid
and social services for day care, abused children, and senior
citizens. New Jersey has been increasing its coverage in
these areas to the extent funds are available.

Administrative costs to cover the increases in basic
services being provided have risen due to overall increases
in salaries and employee benefits and the need to add
personnel to investigate welfare fraud and environmental
regulation violations,

Major budget adjustments

The State has not experienced any major budget adjust-
ments since fiscal year 1976 when it was forced to make
significant cut backs on funds for State police and mental
health programs due to recessionary pressures.
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Net employment by the State of New Jersey increased by
2,736 between fiscal years 1976 and 1977. There were
484 layoffs or pcsitions eliminated in the State during
fiscal year 1976 and only 20 in fiscal year 1¢77,

STATUS, USE, AND IMPACT
OF ANTIRECESSION FUNDS

As of July 11, 1977, the State received $30,064,500
for the first four payments of the program. All but $451,389
of the State's first four payments had been appropriated as
of October 31, 1977, and over $20 million had been disbursed
which indicates that the State is generally appropriating and
disbursing funds within 6 months of receipt. The remaining
amount was appropriated on December 1, 1977.

The first four payments were appropriated for the
following items.

Amount Perceat
Item appropriated of total
Salaries/wages $15,765,000 53.2
Across~the-board wage
and benefit increases 6,600,000 22.3
Subtotal - wages $22,365,000 75.5
Supplies and equipment 30,000 0.1
Fuel and utilities at
State colleges 1,363 111 4.6
Services other than personnel 155,000 0.5
Medicaid 5,790,000 19.3
Total $29,613,111 100.0

As can be seen from the above schedule, most of the funds
were used for wages (75.5 percent) and Medicaid payments
(19.3 percent).

The funds used for positions provided jobs for 690
people in the following five areas.
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Area Full-time positions

Education 66
Highways 83
Parks and recreation 83
Corrections 333
Judiciary 125

Total 690

New Jersey officials stated that fiscal year 1977
antirecession funds were used to restore and maintain the
State's basic services. 1In fiscal year 1978, antirecession
funds were used to slightly expand existing services. Accord-
ing to officials, if the funds had not been available in
fiscal years 1977 and 1978, the State would have had to
layoff employees and cut back on some basic services.
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STATE OF NEW_YORK

Located in the northeast part of the United States, New
York State covers 49,576 square miles with a 1976 population
of 18,084,000. The State's average unemployment rate for
1976 was 9.5 percent. A budget official informed us that
in January 1977, the rate was 10.2 percent, and it decreased
to 7.5 percent in October 1977.

New York's economy is diverse with a large share of the
nation's wholesale-retail trade, finance, insurance, trans-
portation, communications, and service employment, and a
small share of the nation's farming, mining, and manufacturing
activity. 1In 1976, 75.9 percent of the State's nonagri-
cultural workforce was employed in services, manufacturing,
government, and retail trade.

New York City accounts for 40 percent of the State's
population and a substantial portion of its economic base,
Upstate communities vary widely in wealth, but overall, the
State's level of personal wealth is relatively high, compared
with the nation as a whole.

However, there has been a weakening in the State's
economy in the last decade. A State official informed us
certain manufacturing facilities have recently relocated
to other States for various reasons of which high taxes
and aging facilities seem prevalent. This trend appears to
have been partially offset recently due to the State's
efforts to assist corporations and, according to one State
official, due to proposed tax changes.

The State has a centralized administrative system with
most executive powers vested in the Governor. The Governor,
Lieutenant Govern)r, Comptroller, and Attorney General
are elected in st itewide elections every four years. Of
these officials, :he Governor and the Comptroller have
principal responsibility for the State's financial operations.
The Comptroller is the State's chief auditor and fiscal
officer.

The State Legislature is composed of a 60-member Senate
and a 150-member Assembly, all electea for 2-year terms.

Planning, budgeting, and reporting of State financial
activity is performed on the cash basis.

In general, the services provided by the State include

--aid to localities (which includes education,
social services, and State revenue sharing);
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--State operations (which include support
of the State university, mental hygiene,
correctional facilities, tuition assistance
and salaries of State employees): and

--capital projects (which include State high-
ways and recreational areas).

FINANCIAL CONDITION IS GOOD

The deputy director of the budget considers New York's
financial condition during fiscal year 1978 to be good and
now stable. This is an improvement from 1976 when the
State, according to him, was near financial collapse. He
attributed the State's good financial condition to a return
to normal revenue growth and reduced expenditure growth,
particularly in welfare costs. Our review of the State's
revenues and expenditures was limited to those comprising
the general fund.

Revenues increased substantially

Total general fund revenues, excluding certain adjust-
ments, increased from $10.0 billion to $11.1 billion between
fiscal years 1976 and 1977, and are conservatively budgeted
to increase about 1.9 percent in fiscal year 1978. (The
State's fiscal year ends on March 31). General fund
expenditures increased from $10.7 billion to $11.0 billion
in 1977 1/ and were budgeted to increase 4.7 percent in 1978.
This raté of growth is less than the growth experienced during
previous fiscal years when expenditures increased at the rate
of a billion dollars a year.

The State's revenue from its own sources increased
11.2 percent in fiscal year 1977 and is estimated to increase
2.3 percent in 1978. Revenues from personal income tax
increased 14.6 percent (from $3.9 billion to $4.5 billion)
between riscal years 1976 and 1977. More than $200 million
of the increase was attributable to a deferral of refunds,
ordinarily payable in 1977, into 1978. An assistant chief
budget examiner said that personal income in the State was
up 6 percent and unemplcyment was down. 1In addition, a
$64 million adjustment in 1976 to a special reserve for

1/These amounts do not include $382 million in 1977 for

~ payments of borrowings used to finance the prior vyear's
cash deficit. Had we done so, the increase in 1977
expenditures would have been 6.9 percent rather than
3 percent.
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paying tax refunds contributed to the increase. According
to the deputy director of the pbudget, the State is exceeding
the budgeted 1978 personal income tax revenues.

Sales and use taxes increased 3.2 percent ($2.15 billion
to $2.22 billion) between fiscal years 1976 and 1977. The
State made an adjustment in collection procedures which
caused a one-time increase of $87 million in 1976 receipts.
Adjusting the 1976 receipts by the $87 million shows a growth
of 7.6 percent for 1977. An assistant chief budget examiner
attributed the increase to a betterment in the State's
economy: the State came out of the recession, people had
more disposable income and spent more.

For 1978, the State is projecting an 8.6 percent in-
crease due to a change in collection procedures (a nonrecur-
ring gain of $25 million), increased efforts to collect
delinquent taxes, and a general infla*ion in prices.

Business taxes including the corporate franchise tax
increased 12.6 percent ($1.7 billion to $1.9 billion) between
fiscal years 1976 and 1977. An assistant chief budget
examiner attributed the change to businesses selling their
inventories. Nevertheless, the State fell 1.7 percent
short of its budget. The 1978 budget has a 4.6 percent
increase over actual 1977 revenues of $1.9 billion because
continued growth in business activity is expected.

Revenues from consumption and use taxes increased 1.9
percent ($1.284 “illion to $1.308 billion) between fiscal
years 1976 and 1977, The assistant chief budget examiner
said the increase is not a significant indication of trends
and is likely a result of increased personal incomes.

Other tax receipts increased 13.5 percent ($336 million
to $381 million) between fiscal years 1976 and 1977 due to
increases in large estate payments. In addition, housing
starts increased collections from real estate transfer
taxes. Actual 1977 receipts exceeded the budget by 10.8
percent due to the lottery's reintroduction and sales growth.
The 1978 budget anticipates 31 percent less than actual
1977 collections due to anticipated decreases in estate
and gift taxes brought about by changes in the Federal tax
laws and by decreased lottery receipts,

Miscellaneous revenue increased 33 percent between
fiscal years 1976 and 1977 due to increased receipts from
sales of abandoned property. The assistant chief budget
examiner stated that legislative changes reduced the
dormancy periods for several types of such property. Collec-
tions for 1978 are also exceeding projections.
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Total intergovernmental revenues increased from $4.51
billion to $6.35 billion between 1976 and 1977. Of these
revenues, only revenue sharing and antirecession assistance
funds are general furd revenues. Funds from revenue sharing
and antirecession assistance increased 25 percent ($235
million to $294 million) be.ween fiscal years 1976 and 1977.
The assistant chief budget examiner said the increase was
due to increased revenue sharing and the unexpected anti-
recession assistance payments. In 1978, the State pro-
jected a 14.5 percent decline in intergovernmental revenues,
primarily because the budget does not contain antirecession
payments.

Expenditures increased

General fund expenditures increased from $10.65 billion
to about $:0.v9 billion between 1976 and 1977 and are
budgeted to increase an additional 3.7 percent in 1978. A
State budget official said these increases reflect higher
costs due to inflation, particularly educational and medical
services costs. Also increasing expenditures were new
projects such as the new water pollution and solid waste
recycling facilities and a new mental hygiene program.

Some expenditures declined. New highway projects were
postponed; support for the State university was reduced;
and the ineffective drug treatment program was terminated.

Changes_in_fund balances
and indebtedness

The State's general fund balance declined 29.2 percent
($313.5 million deficit halance in 1976 to a $405.0
million 1/ deficit bzlance at the end of fiscal year 1977)
because the State incurred an operating deficit of $91.5
million. A State official noted, however, that the State's
financial condition improved over the previous year which
had an operating deficit of $446.8 million.

As of October 31, 1977, the State had almost $3.5 billion
in short-term debt. However, by the end of fiscal year 1978,
short-term debt is expected to be reduced to approximately

1/Calculated by GAO from the annual reports of the State
Comptroller., Officials from the Comptroller's Office
cautioned that while this analysis may show the trend
of the accumulated results of general fund transactions,
the balances do not represent actual cash balances.
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the March 31, 1977, amount of $568 million. This is due to
laws requiring the payment o0f short-term debt within 1 year
from the date of issue.

The State's general obligation konds were rated A by
Moody's Investor Service, Inc., in January 1978, unchanged
from the prior year rating,

Services increased

The deputy director of the budget said the State has
not relinquished authority to another level of government for
providing services, but 1t has assumed a share of local court
costs and intends to eventually absorb all court costs. 1In
addition, the State increased its level of support to the
City University of New York. This assumption of costs was
prompted by the city's fiscal problems.

Capital projects delayed

According to the deputy director of the budget, the
State has delayed many capital projects due to insufficient
funds resulting from the financial community's lack of
confidence in State securities. At present, the State is
committed to financing only those projects started in prior
years.

'"he State's capital construction expenditures from
the general fund have declined from $617 million in fiscal
year 1976 to $540 million in 1977 and are projected to be
$494 million in 1978. According to the deputy director, the
bulk of these monies is directed to the Department of Trans-
portation for construction and maintenance of the roadways.
We were informed that the State university, hospitals, and
nursing homes have ample space for current and projected
needs. However, the sale of securities is slow, causing
delays in environmental and mass transportation projects.
These delays cause the State to enter only into projects
that are partially funded by Federal grants, and even with
the Federal grants available, some projects still have not
gotten beyond the drawing board.

MAJOR_FACTORS INFLUENCING FISCAL HEALTH

State officials gave us positive and negative factors
which affect the State's fiscal health.

The deputy director of the budget expects an operating
surplus by the end of 1978. He also stated that the State's
check of past expenditure growth, particularly the reduction
in welfare costs, is of utmost significance.
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Factors which adversely affect the State's fiscal health
that the deputy director mentioned are:

~-~Recession in 1975.

-~-The slowing of business activity in 1976
and in the earlier part of 1977 as
indicated by lower employment levels
(chronic unemployment). (Although the
unemployment level decreased in 1978, it
is still above the national average.)

~-The exodus of business from the State due
to high taxes, militant unions, and aging
plants. (This exodus seems to have slowed
in 1978 due to proposed tax reductions
and State assistance to businesses.)

The deputy director indicated that the recession was the
most significant revenue raising hinderance in fiscal year
1976. A turnaround is evident in fiscal years 1977 and 1978
due to revenues from personal income tax and sales and use
taxes returning to normal growth levels. The deputy director
said the Governor plans to reduce taxes and, hopefully, to
convince businesses to stay in New York.

An assistant chief budget examiner said the State is
affected by inflation due to increases in costs of fuel,
food, supplies, medicine, equipment, clothing, and salaries.
For example, State University energy costs alone increased
$25 million above their 1977 levels.

The deputy director of the budget said the State is
extremely affected by recession-related problems. This was
evident in fiscal year 1976 and the early part of 1977
when the State's eccnomy slowed, workers were laid off, and
demands for social services increased. Welfare costs in-
Ccreased as the unemployed exhzusted their benefits. Although
costs increased, the rate of increase was slower than in
previous years, and in fiscal year 1978, welfare costs
actually declined. One State official told us that he could
not say precisely when the demand reached its peak or what
the demand's precise effect on administrative costs was, but
he said the processing of inordinate numbers of claims
increased costs.

A State official informed us that total personal
services (salaries, pensions, and fringe benefits) amounted
to almost $2.8 billion in 1977, about 25 percent of total
expenditures and 83 percent of general fund expenditures
for State purposes.
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A State official said no major tax changes or new taxes
have been approved by the legislature, but the ccrporate
franchise tax and hank tax surcharges of 20 and 30 percent,
respectively, were extended in fiscal year 1978 and calendar
year 1977, respectively. Effective January 1, 1977, a 2.5
percent surcharge on the personal income tax was removed.

In January 1975, the State employed 184,012 people in
permanent positions. 1In December 1976, the number was
reduced to 174,333, a reduction of 9,679 employees primarily
due to a hiring freeze effective January 1975 and to layoffs.
Wwe were informed that the freeze was an attempt to halt the
past expansion of State agencies.

As of November 1977, the number of employees in permanent
positions rebounded to 178,674. State agency programs with
increasing employment levels were social services, correc-
tions, youth, transportation, general services, and health.
Reductions subsequent to the 1977 hiring freeze were directed
at drug abuse, the State university, and transportation
services. The drug abuse program was cut back because the
program over-expanded rapidly with no corresponding improve-
ment in drug use reduction. The State university staff was
reduced in line with the stabilized student enrollment level.
Transportation employment levels declined because of project
postponements as noted elsewhere in this report.

An assistant chief budget examiner insists that no
services were cut when employee levels were reduced, even in
the area of drug abuse which he said was ineffective and did
not provide the intended service.

STATUS, USE, AND IMPACT
OF ANTIRECESSION FUNDS

New York State received $104,090,681 for the first five
quarters and $32,688,091 for the sixth guarter payment, a
total ~f $136,778,772.

We were told by an assistant chief budget examiner that
$87,7568,823 of the funds for the first five quarters were
disbursed as of Octorer 31, 1977. The remaining $16,321,858
has been appropriated and would be disbursed by March 31,
1978.

Use of funds

An assistant chief budget examiner sa.d funds from the
first three quarters, approximately $49 million, were spent
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as part of the State's share of New York City's welfare costs
incurred during the last quarcer of 197C. As of October 31,
1977, a total of $87,768,823 was spent, mainly on welfare

and aid to counties, municipalities, and quasi-government
agencies.

The table below shows the functional areas where funds
were utilized.

function Amount
Public welfare $71,612,989
Transfer to other
governments 15,949,160
Education 133,545
Other 57,549
General public buildings 14,363
Crime prevention __1,217
Total $87,768,823

sSE=Eox=====

An assistant chief budget examiner stated that antireces-
sion funds assisted the State in maintaining services in
1977, and in 1978 the funds helped expand services previously
planned but not funded. He could not specify the impact the
funds had on the State's employment levels,

The deputy director of the budget said the antirecession
funds made a significant impact on reducing the fiscal year
1977 year-end deficit which was caused by recession and
chronic inflation. Without the funds, the State's debt would
have been higher, which would cause the State in turn to
issue more short-term tax anticipation notes to cover its
operations. 1In 1978, the funds allowed the State to fund
projects that were approved but delayed due to funding prob-
lems. Without the funds, the projects would have been delayed
still further.

The deputy director of the budget believes the program
should be continued. The Governor plans to use antirecession
funds as one source to enable him to provide tax relief on
personal and corporate income tax and other taxes. He
believes non-restrictive Federal aid is most beneficial to
State operations.
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STATE OF OKLAHOMA

Oklahoma is a south central State with total area of
69,919 square miles and a population estimated on July 1,
1976, at 2.77 million. Per capita personal income in
Oklahoma for 1975 was $5,250. Oklahoma's unemployment rate
declined from 5.1 percent in June 1977 to 3.7 percent in
November 1977.

Agriculture, petroleum-related production, and the
Federal Government are the State's largest sources of income.
Several large oil companies are located in Oklahoma.

Oklahoma's governmental organization is modeled after
the Federal government with three major branches--the
legislative, executive, and judicial. The legislature has
two houses--a House of Representatives and a Senate.

The basic services offered by the State are classified
into ten functions: general government, legal and judiciary,
education, libraries and museums, health services, social
services, public safety and defense, transportation, requ-
latory services, and natural resources.

FINANCIAL CONDITION IS EXCELLENT

State officials believe that Oklahoma's financial con-
dition is excellent. Revenues have increased faster than
expenditures and surplus/reserve funds have increased.

The effects of inflation, and especially higher o0il prices,
have helped more than hurt Oklahoma's finarcial condition.
These conditions were present during our review completed

in February 1977 and have improved with increases in the price
of oil and natural gas, the resulting stimulation of activity
in Oklahoma's oil industry, and the accompanying increase in
tax revenues.

Revenues exceeded expenditures

In fiscal year 1977, Oklahoma's exp.nditures increased $190
million, or 9.5 percent, while revenues increased about $212
million, or 10.7 percent. State officials attributed the
revenue increases to inflation and expansion of Oklahoma's
economy.

Four of the major taxes levied by the State provided about

76 percent of fiscal years 1976 and 1977 tax revenue. These
four taxes are shown on the following page.
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Fiscal Year Increase

1976 1977 Amountu Percent
(000) (000) (000)
Income tax $228,221 $261,445 $ 33,224 15
Sales tax 168,909 190,764 21,855 13
Gross production tax 150,071 189,180 39,109 26
Gasoline excise tax 103,481 108,413 4,932 5
Subtotal (selected
taxes) 650,682 749,802 99,120 15
Total Taxes $862,214 $929,087 $126,873 15

Income and scles tax revenue increases were attributed to
inflation and economic expansion as was gross production tax
revenue which increased at nearly twice the rate of income and
sales taxes. The modest increase, 5 percent, of gasoline
excise tax was attributed to the 55 mile per hour speed limit
and cars with better gas mileage.

The 26 percent increase of gross production tax revenue
was a direct result of higher natural gas and oil prices
and an adjustment in the application of the excise rate,
In fiscal year 1976, oil was taxed at 1/4 of 1 cent per
barrel produced and natural gas at 5/100 of 1 cent per 1,000
cubic feet (MCF) produced. Both rates were changed to a
slightly higher single rate of .085 of 1l percent of value
in fiscal year 1977. A tax official said that this change
was made to take advantage of the rising value of o0il and
natural gas.

The overall estimate of general revenue fund revenues
was exceeded by 3 percent in fiscal year 1977, and first
quarter ccllections for fiscal year 1978 exceed collections
of 1976 and 1977 by 46 percent and 22 percent, respectively.

In 1977, intergovernmental revenues increased about
$36.2 million, or 5 percent, from about $721.3 million to
about $757.5 million. Of this amount about $668 million,
or 88 percent of the intergovernmental revenues were receipts
from the Federal Government. The increase in Federal
receipts was in Comprehensive Employment and Training Act,
school lunch, and medical assistance funds. Medical assis-
tance funds increased from zero in fiscal year 1976 to over
$119 million in 1977. These increases were partially offset
by a $27.4 million decrease in funds to the Oklah»>ma
Employment Security Commmission.
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Expenditures for all
functions increased

Expenditures for basic services increased by about $188.4
million, from $1,982.8 million in fiscal year 1976 to $2,171.2
million in fiscal year 1977, an increase of 9.5 percent as
shown below.

Fiscal Year Increase
Function 1976 1977 Amount Percent
-------- (000 omitted)=—~----—-—-

General Government $ 61,222 $ 69,597 $ 8,375 13.7
Legal and Judiciary 13,669 16,083 2,414 17.7
Education 758,414 860,689 102,275 13.5
Libraries and Museums 3,708 4,010 302 8.1
Health Services 53,582 59,044 5,462 10.2
Social Services 716,114 749,457 33,343 4.7
Public Safety and Defense 62,575 82,173 19,598 31.3
Transportation 257,104 268,404 11,300 4.4
Regulatory Services 22,787 23,330 543 2.4
Natural Resources 33,585 38,378 4,793 14,3

Subtotal 1,982,760 2,171,165 188,405 9.5

Total expenditures $2,006,775 $2,196,476 $189,701 9

-
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Officials attributed the increases in expenditures pri-
marily to inflation, so.ve salary increases, and demand for
expansion of services. They said that this was especially
true of the public safety function (correctional institutions)
where demand and need are the primary factors for the increase.

State budget officials said that they have not relin-
quished authority for providii.g any services, however, they
have assum2d responsibility and costs of some programs
provided at local levels due to limitations of funding
available to county and municipal governments and increasing
demands for services. Examples of such programs were the
training costs for police and law enforcement officers
and cost-of-living increases for school district maintenance
personnel and county health employees.

Fiscal health improved

The geneiral revenue surplus has decreased substantially
from fiscal year 1975 to 1977. Officials said that the
legislature decided to reduce the surplus largely tnrough
capital expenditures rather ‘nhan increase operational funds.
Officials said that the large surplus of 1975 was the result
of low revenue estimates. Since that time estimates of
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revenues have been better and the legislature appropriated
more of sach year's revenue leaving a smaller surplus.

In addition to the surplus, the State maintairs a
general revenue fund reserve. This reserve has increased
substanticlly in the last 4 years from $10 million in 1974
to over §79 milllon in 1977 due to legislative changes in
the method of computing the reserve and the need for more
of a reserve to even out the cash flow of the general
revenue fund. The reserve and surplus, considered together,
increased by $13.9 million from 1976 to 1977.

Bonded indebtedness decreased

Long--term indebtedness decreased during fiscal year
1977 by about $7 million from $181 million to $174 million
due to debt retirement or cancellation. The State cannot
incur short-term debt.

The State has not attempted to borrow money in the last
two fiscal years, but has a $76 million refunding issue of
general obligaticn bonds in fiscal year 1978. The State's
general obligation bonds have had an Aaa rating by Moody's
Investor Service, Inc., since 1975.

State officials informed us that no approved capit:.l
projects were delayed due to fiscal constraints during fiscal
years 1977 and 1978. However, they stated that many desirable
projects are deferred each year. The officials stated that
funding for essential basic services of the State receives
first priority in the budget with capital project requests
funded from remaining available resources. They said that
the State's financial condition has never allowed for funding
of all proposed capital projects each year, but they added
this was not an indicator of weak fiscal health.

MAJOR FACTORS INFLUENCING
FISCAL HEALTH

State budget officials said that inflation, economic
expansion, and increased oil and natural gas prices were the
most significant factors affecting their financial health.

The most significant factors affecting revenue-raising
capacity, according to State officials, were inflation,
economic expansion, continued net immigration, steadily
increasing per capita income, an increase in oil and natural
gas prices, a relatively low level of unemployment, an
expanding industrial base, and a generally stable economy.
These factors all contribute to the enhancement of revenue
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potentials; however, the decline in agricultural prices,
unless adequate support levels are provided, would reduce
these potent.als in future years.

The most sijnificant factors affecting the level of
expenditures are funds available, inflation, need, and
demand.

State budget officials said that the prior year's
level of services have been maintained but the amount of
expansion is limited to the extent of funds available.
The officials said that there have been increases in
administrative costs in all areas and all levels of State
government in the maintenance of normal levels of basic
services. These cost increases can be attributed largely
to inflation and affect fiscal health in that they may
prevent or delay needed expansion or improvements in
essential services, programs, or capital projects.

State budget officials said that there were no major
budget changes or adjustments during fiscal years 1976
and 1977 other than to shift needed funds where demand and
inflation reqguired. For example, additional funds were
provided to the education and the public safety functions.
They said that these are normal adjustments made for each
budget.

State officials said that there were no major tax
changes in fiscal years 1977 and 1978, just minor adjust-
ments in the taxing system or rates such as the changing
of “he oil and natural gas excise rates to a single
rate which also changed the excise tax from a "per unit"
tax ¢c a value tax. They said that this will increase
tax revenue some but not enough to have a major impact.

State budget officials said that normal levels of basic
services have not been affected. They said that they have
not been forced to cut or relingquish any services other than
cuts on expiration of spe "ific exclusively grant-funded
programs.

A State official informed us in general, that the
State government has had no major layoffs, hiring freezes,
or other personnel actions associated with the recession.
Oklahoma's full-time equivalent (FTE) employees increased
during fiscal year 1977 by about 2,300 or 5 percent. State
officials gave the following reasons for the increase:

--a general increase at all State educational

institutions due to increasing enrollment and
added services, and
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--social services employees increased due to
adding staff to county welfare offices,
schools for the mentally retarded, juvenile
court facilities, and penal institutions.

Oklahoma's capital projects funding decreased from about
$76 million in 1976 to about $64 million in 1277. Officials
attributed the decrease to less general revenue surplus funds
available for such activity. They said that occasionally
capi.al projects have been used to control the amounts
committed to operational increases so that levels of services
will not be inflated unrealistically to the point that they
cannot be supported by the normal growth of revenues in
succeeding years. For example, in 1975, when the $170
million surplus became available, Oklahoma chose to reduce
the balance through general fund capital projects expendi-
tures, rather than increase operational funds. Officials
said that as the surplus is reduced the amount of capital
projects is reduced until the State returns to an annually
manageable level of capital proiect expenditures.

Officials said that inflation is the State's only iden-
tifiable “ong-term problem. The only other concern is that
approximately 32 percent of the State's total revenues come
from Federal sources. They said that unless there is a
drastic curtailment of these funds, theie is no reason to
believe that State needs would be beyond the State's tax or
borrowing authority.

State officials said that ant.recession funds are being
used to maintaia basic services, to support current levels
of employment with cost-uf-living increases, and to offset
the effects of inflation. For example, since 1967 labor
costs for improving roads have risen 92 percent, asphalt cost
has risen 150 percent and costs of excavation are up 538
percent. He said that asphalt has risen from $12 per ton
to $20 in just the last 3 years.

STATUS, USZ, AND IMPACT
OF ANTIRECESSION FURDS

The antirecession assistance funds received by the State
in the first five quarters of the program have been appropriated
within the six-month limitation. The status and use of these
funds as of October 31, 1977, was as follows.
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First four First five

Status of antirecession funds quarters guarters _
(000) (000)
Funds received $ 3,139 $ 3,550
Funds appropriated 3,139 3,550
Funds disbursed 1,902 1,902
Funds not disbursed 1,237 1,648
Total funds accounted for $ 3,139 $ 3,550

The antirecession assistance funds were appropriated to
three agencies. The mental health and health departments
received fixed amounts and the transportation department
appropriation bill allocated all remaining antirecession
assistance funds not allocated to the other two departments.
A state official said that this appropriation procedure was
used so that all antirecession funds could be appropriated
within the six-month requirement without additional legis-
lavive action., The status of funds through the fifth
quarter's payment was as follows.

Amount Balance

Department Appropriation disbursed 10/31/77
(000} (000) (000)

Health $ 875 $ 277 $ 598
Mental health 1,625 1,625 -0-

Transportation 1,050 _=0-_ 1,050

Totals $3,550 $1,902 $1,648

o v om e ——— o =
====< ===== ===

By object class and function, all antirecession funds
spent as of October 31, 1977, were for salaries and accom-
panying ktenefits. Remaining antirecession funds will be
gpent throughout fiscal vear 1978.

Health department officials said they funded 48 existing
full-time positions with antirecession funds. A mental health
department official said they funded 1,283 full-time equiva-
lent (FTE) positions with their antirecession funds.

Officials of the two health agencies said that the anti~
recession funds may have displaced State funds that the
agencies may have received anyway but probably insured funding
at current levels,



State budget officials agreed with health agency
officials' comments and added that without antirecession
funds the overall level of funding for all State agercies
would have been lowered by the amount of the antirecession
funds because the funds were considered part of the total
funds available for all agencies.

The antirecession funds had no effect on fiscal year
1977 because the funds were not appropriated until June
1977 for use in fiscal year 1978. Overall, the effect on"
the current fiscal year's budget was minimal, probably
increasing authorized expenditures slightly.
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COMMONWEALTH OF VIRGINIA

Virginia comprises 40,817 sguare miles and is ranked
thirty-sixth in area. It is divided into five distinct
regions~-a coastal plains, a piedmont plateau, the Blue Ridge
Mountains, the Shenandoah Valley, and the Appalachian plateau
region.

The 1976 population was estimated at 5,032,000, of which
2,306,000 comprised the civilian labor force. In 1975, non-
agricultural employment accounted for about 97 percent of the
civilian labor force, headed by government (Federal, State,
and local), and followed, in turn, by manufacturing and
wholesale/retail trade.

The 1976 total personal income was; over $31.9 billion,
reflecting a 10.9 percent increase over the prior year. Per
capita income was $6,341, approximating the national average
of $6,399.

The Commonwealth government consists of three separate
branches: 1legislative, executive, and judicial (Supreme
Court). The legislative power is vested in the General As-
sembly which has the ultimate responsibilityv and authority for
levying taxes and appropriating revenue. Executive power is
vested in the Governor, who, as the chief executive officer,
has responsibility for preparing and submitting to the General
Assembly a budget to cover the financial operations of the
Commonwealth for each biennium (2 years). After the budget
bill is passed, it becomes the appropriations act which is
imolemented and administered by the Executive Branch.

The Governor is required to maintain a balanced budget.
If necessary, he must reduce expenditures and withhold allot-
ments of appropriations in order to prevent any expenditures
in excess of cstimated revenues. Basic services are provided
for such functional areas as education, health and welfare,
administration of justice, resource and economic development,
general administration and legislation, and transportation,

FINANCIAL CONDITION IS HEALTHY AND IMEROVING

Officials believe the financial condition of the Common-
wealth government is healthy and improving, a significant
change from our prior review in February 1977, when the General
Assembly was in the process of eliminating a $102.6 million
deficit prcjected cver the biennium ending June 30, 1978.

Since that time the Commonwealth economy has improved,
revenues are flowing in better than anticipated, and unemploy-
ment has continued to drop.
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Revenues rose sharply

Total revenues for fiscal year 1977 rose about 14.5
percent, while revenues from the Commonwealth's own sources
showed an increase of 14.3 percent ovci the prior year.
Three major taxes--sales and use, individual income, and
corporation income- -generate the bulk of the Commonwealth's
general fund revenue. The sales and use tax and the
individual income tax showed healthy increases over 1976
collections even though they did not achieve the initial
budgeted estimates. The sales and use tax revenues
increased 10.7 percent, and the individual income tax
revenues rose 16.2 percent. These increases exceeded revised
estimates, and were attributed to an improving economy and
decreasing unemployment. Corporztion income tax revenues,
which exceeded budgeted estimates by 17.9 percent and
actual 1976 collections by 22 percent, were aided by
increased corporate profits resulting from the upswing in
the economy.

In addition, collections for these three taxes for the
first quarter of i978 exceeded 1977 collections by about
$61 million and were attributed to the improving economy and
reduced unemployment.

Intergovernmental revenues showed a 15 percent increase
over the prior year, An official attributed the increase to
greater participation by the Commonwealth in Federally-funded
programs.

Expenditure increases reduced
through budget cuts

Fiscal year 1977 operating expenditures increased 11.5
percent over 1976 expenditures but fell about 9.3 percent short
of estimates as a result of a 6-percent budget reduction
ordered by the Governor., The reduction was ordered because
the economy did not improve as quickly as expected.

According to an official, the only significant increases
in expenditures were in the areas of Administration of Justice
and transportatior, which showed increases of about 58 and 29
percent, respectively. A major expansion program in the
Department of Corrections accounted for most of the increase
in Administration of Justice, while the increase in trans-
porcation was attributed to increased highway construction
activity on projects deferred from 1976 due to a shortfall
in highway revenue funds.
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Chan e§_in fund balances
and indebtedness

In discussing Virginia's ending general fund balance, it
is important to note that the Commonwealth has a 2-year
budgetary cycle, and the June 30, 1977, balance is a mid-cycle
balance. This balance is of little analytical value since
revenues and expenditures are not appropriated and allotted
to balance annually. Thus, the results do not show a true
deficit or surplus status. Nonetheless, the ending balance
at June 30, 1977, was about $16.6 million or about §$1.6
million less than 1976. The projected balance at June 30,
1978, was listed at about $45.4 million. The factors con-
tributing to the improved projected surplus balance are the
increased revenue collectinns, reversions of the previous
year's unexpended appropriations, and the Governor's budget
reduction,

Total debt outstanding, which stood at $202.5 million
at the end of 1976, was reduced to about $187 million at the
end of 1977. The voters recently approved a general obli-
gation bond issue of $125 million, which, if sold, would
raise the indebtedness to about $312 million~--minus any
debt service--as of June 30, 1978. Moody's Investor Service,
Inc. rates the general obligation bonds of the Commonwealth
of Virginia as Aaa, the same as in the prior year.

MAJOR FACTORS_ INFLUENCING
FISCAL HEALTH

Commonwealth officials said that unemployment and inflation
are the most significant factors affecting the fiscal health
of the government.

According to one official, the Commonwealth's revenue-
raising capacity is mostly affected by its economic condition.
A growth of about 12 percent annually is expected. Unemploy-
ment adversely affects this expected growth and as it increases,
individual income and sales/use tax revenues decline.

Other factors affecting revenue raising capacity include
comparisons of tax rates with those of other States and changes
in tax collection patterns. Also, recent legislative action
to accelerate collections of individual income tax withholding
and sales/use taxes is expected to provide a windfall from
interest earned on deposits.

Inflation is the major factor affecting expenditures and,
due to its uncertainty, is considered to be a long-term problem
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affecting the Commonwealth government. A Commonwealth official
said an overall inflation rate of about 6 percent is included
in the budget preparation although some services have higher

or lowor rates.

Budget adjustments

There have been no major tax rate increascs during the
last 4 years, because the Governor has generally opposed any
increases. However, there were some minor tax rate changes on
beer and alcoholic beverages during 1977. Basic services have
not been cut, and there has been no noticeable increase in
demand for services since the recession began to taper off
and decline during the latter half of calendar year 1976.

The Commonwealth government Las not assumed or relinguished any
responsibility for providing services to other levels of
government.

Despite the continuation of the hiring freeze implemented
in fiscal year 1976, total employment increased slightly
between the end of calendar year 1976 and September 1977, with
the main increase showing up in corrections where about 375
positions had been filled. No significant layoffs have
occurred.

Although no approved capital projects have been de-
ferred, requests for some projects have been, and basic
services have been affected in areas such as corrections and
mental health where overcrowding is a major problem. Also,
the quality of higher education coull have improved
if general fund revenues had been available. The passage
of the recent $125 million bond issue is intended to fund
top priority projects needed to improve the level of basic
services provided.

The deferral of these requests is not viewed as a weak-
ness in the government. The government is considered to be
financially sound with revenues increasing as the economy
continues to improve.

STATUS, USE, AND IMPACT
OF ANTIRECESSION FUNDS

As of September 30, 1977, the Commonwealth government
had received about $4.5 million in antirecession payvments.
The funds were used to pay the salaries of about <" . positions
in the Department of Corrections. The General As: .sly
has appropriated all funds to be received through uvune 30, 197§,
to the Department of Corrections for the purpose of supporting
employment of essential staff and minimizing possible layoffs.
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At the time of the appropriations, the revenues were
falling short of initial estimates and the funds were used
to plug the revenue gap. In comparing the antirecession
funds received with the total budget, one official said the
overall impact was minimal, although the funds came at a
time when additional revenues were needed to counteract the
revenue shortfalls.
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STATE OF WASHINGTON

Washington is comprised of approximately 66,600 square
miles located at the northwest corner of the contiguous
United States. Washington had an estimated population of
3,661,975 as of April 1, 1977, an increase of 2.% percent
over the previous year. Principal industries in the State
include forest products, metals and machinery, aerospace,
and food products.

Washington's economy is doing well. Recent eccnomic
trend reports noted the following improvements. In September
1977, employment in Washington was 5.7 percent above the
year-agc level, compared with a national 3.8 percent rise,
Also, unemployment dropped from 8.5 percent in June 1976
to 7.1 percent in July 1977 (unadjusted); housing starts
for 1977 through August approached a 60,000 unit annual rate,
up 24.5 percent from the comparable 1976 pace and easily was
outdistancing the previous record year of 1968; retail sales
for 1977 through midyear were up 19.6 percent over the prior
year--nearly double the national rate of gain; and real
personal income in Washington increased 6.3 percent between
the first quarters of 1976 and 1977, compared with the 4.1
percent increase for the United States.

Another report stated that the economic outlook for
washington State for 1978 is also bright with strong gains
expected in the aerospace sector. It noted that the lumber
industry will have ample markets in 1978, and wholesale
and retail trade is expected to receive strong support from
a healthy national economy and from an expanding tourist
trade.

Washington's State government is modeled after the
Federal government with the Governor acting as the chier
executive. Washington's budget is based on a biennium. 1Its
total budget :or the most recent biennium, which ended
June 30, 1977, approached $6.9 billion, primarily for five
basic areas--education, human resources, general government,
transportation, and natural resources and recreation.
Education and human resources accounted for an estimated 89
percent of the general fund expenditures for the biennium.

FINANCIAL CONDITION IS GOOD

State officials said that their financial condition was
good during 1977. The general fund, which one official
described as a good indicator of the State's financial con-
dition, ended 1977 with a balance of about $165 million, an
increase of almost $100 million over the balance at the end
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of the previous biennium in 1975. The State finance committee
said that this condition was caused mainly by increased
consumer spending resulting in more sales tax revenue and
actual expenditures being less than anticipated. Part of

the surplus is expected to be used up during 1978 with the
remainder being used by the end of 1979.

The State's financial condition is expected to tighten
in 1978 because underestimated public school enrollments will
cost an extra $21 million and the State is taking over full
funding and phasing out the local special school levies for
basic education. Officials estimated that Washington will
spend about $10C million more in 1978 as the first step in
assuming the full funding process. These facters, along with
the removal of sales tax on most food items (effective in
1979), have the State watching its finances closely. Offi-
cials said that in 1978 they are receiving more sales and
property tax reveinues than expected, but some of the other
tax revenues are lower than anticipated.

Revenue increases

State officials told us that business activities and
consumer spending increased in 1977 causing tax revenues
associated with these activities to increase significantly.
The retail sales and use tax revenue was about 18 percent
higher in 1977 than in the previous year and about 7 percent
over the amount btudgeted. This increase was due to a tax
rate increase in June 1976 from 4.5 percent to 4.6 percent
and increased consumer spending. State officials estimated
that the sales tax revenue in 1978 will increase about 10
percent over 1977 due to the continued high level of consumer
spending. Revenue from the business and occupation tax,
another major State tax, increased 18 percent in 1977 but
was about 1.4 percent below the amount budgeted. Part of
the increase was due to a 6 percert surtax. Business and
occupation tax revenue is expected to increase around 8.5
percent in 1978.

In addition to taxes associated with business activi-
ties, other tax revenues also increased in 1977. Property
tax increased about 7 percent in 1977 over the previous year
and is expected to increase almost 9 percent in 1978. The
increase in 1977 was 2 percent over the amount budgeted.
According to State officials, these increases were due to
the higher property values caused by inflation and more
propverty investment.

Revenue from the motor vehicle fuel tax increased 3
percent in 1977 and is expected to increase about 29 percent
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in 1978. The increase in 1977 is 7 percent greater than
what was budgeted, and was caused by a higher level of fuel
consumption. The projected increase in 1978 i3 attributable
to an increase in the motor vehicle fuel tax rate from 9
cents to 11 cents per gallon and a higher fuel consumption
rate. After December 31, 1977, the rate becomes variable
ranging from 9 cents to 12 cents per gallon.

Intergovernmental revenues, wnich accounted for about
25 percent of total State revenue, increased by 26 percent
in 1977 but were still 9 percent below the amount anticipated.
In 1978, funds are expected to be about 9 percent below the
1977 level.

Expenditures increased sharply

Expenditures increased 14.7 percent during 1977, and
are expected to increase about 11.7 percent in 1978,
Officials said the increases occurred primarily in the
human resources and education areas and were attributable
to inflation and increases in the population.

The director of fiscal management said that real
expenditure levels (excluding inflation) for basic services
have not increased over the last 7 years, and no new
services have been added except those necessary to maintain
Federal funding. These new services, along with changes
in the population mix, have resulted in shifts among the
services. For examplz, as handicapped education funding
is increased, other education levels are cut back.

State officials told us that Washington had neither
assumed nor relinquished any basic service responsibilities
from or to other levels of government during 1976 or 1977.
As the result of a court ruling, however, money for basic
education programs cannot be provided from local school
levies, and the State will therefore assume more responsi-
bility for funding basic education programs beginning in
1978. Officials said that State expenditures for basic
education programs in 1978 and 1979 are expected to increase
about $100 million each year and possibly $250 million in
future years when they have full responsibility.

Qutstanding debt increased, but remained
a constant percent of total revenue

A State official said that the State normally issues
new debt twice a year with the amount dependent on interecst
rates and future needs. In 1977, the State's year-end debt
increased about 12 percent and is expected to increase about
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6 percent in 1978, These debt increases are -onsidered part
of normal State operations and total debt hac remained about
a constant percentage of State revenue. Washington's bonds
were rated Aa by Moody's Investor Service, Inc. in January
1978, unchanged from the prior year.

MAJOR FACTORS INFLUENCING
FISCAL HEALTH

Officials said that Washington State has no serious
long-term fiscal problems. The most imyortant factors
affecting their financial health in 1977 and 1978 were
inflation and personal spending. The removal of the sales
tax on most food items (effective in 1979) and the State's
commitment to phase-in full funding of basic education casts
some uncertainties on the State's current financial health
but are not expected to have any long-term conseguences.
These conditions, however, especially the removal of the
sales tax on most food items, are causing the State to watch
current expenditures. The Governor issued an executive
order curtailing State employment and is calling for reduced
expenditures by closely monitoring State employee overtime,
consultant contracts, and all purchasing and State travel,

According to State officials, the only significant
economic factor affecting revenue-raising capacity is personal
spending (which includes the effects of both inflation and
higher real consumption) because the retail sales and use tax
and the business and occupation tax accounts for about half
the State's general fund revenue. Officials stated that
other taxes (e.q., property, motor vehicle fuel tax, etc.)
are not as sensitive to economic conditions as the sales
tax.

The most significant factor affecting expenditures was
inflation. A State economist said that continued inflation,
especially in oil and gas prices, has caused State expendi-
tures to increase in recent years (1976, 1977 and 1978).
Officials noted that another factor affecting expenditures
is population changes. Underestirating school enrollment
and taking on full funding for basic education has affected
expenditure levels in 1978.

The State is required by law to have a balanced budget
and its fiscal health is good. Demands for services have
been increasing mainly in the areas of social and health
services and education. Officials stated that in some areas
(primarily corrections and education for the handicapped),
the State does not have the money to provide all of the
services levels demanded, but it provides what services it
can while maintaining a balanced budget. The:e increases in
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demand are caused by changes in the population (overall in-
creases as well as componenrt mix) and requirements to expand
services for certain types of people, such as more emphasis
on services for the physically handicapped.

Budget adjustments were made by temporarily increasing
sales and business and occupation taxes for the last month
of 1976 and for 1977. 1In 1977, these temporary taxes were
extended for 1978-1979. Also, in 1977 expenditures were $44.5
million lower due mainly to an executive order curtailing
new staffing and reducing allotments for expenditures, and
a budgetary adjustment shifting expenditures to the next
biennium.

The sales tax rate was increased from 4.5 percent to
4.6 percent in order to help support the local school systems
after many local school levies failed, while a 6 percent
surtax was added to the business and occupation tax to help
offset increased expenditures for general government caused
by inflation. <rhe motor vehicle fuel tax was increased in
1978 from 9 cents to 11 cents per gallon to offset inflationary
increases in construction costs and toc keep State funds at
a level where the State would not lose Federal grants for
lack of matching monies. After December 31, 1977, the tax
becomes variable, ranging from 2 cents to 12 cents per
gallon. No taxes have been decreased or new ones added in
1977 or 1978.

Public employment in 1977 increased 2.7 percent and is
expected to increase another 1.3 percent in 1978. Human
resources and natural resources were the two funct.onal areas
with major increases in 1977. A State official said that
the natural resource and recreation employment increased to
patrol commercial fishing areas and to meet public demand
and use of recreation facilities. The public passed a bond
for recreation in 1972 to restore recreation services to a
level previously enjoyed and the program has been gearing
up to this level. He said that the increased eaployment in
human resources includes such areas as correctional, disa-
bility, and ircome maintenance.

Capital expenditures increased 38.5 percent from $252.1
million in 1976 to $390.7 million in 1977. The State estimated
that capital expenditures will increase 10 percent in 1978
to §$429.6 million. The major increases in 1977 were in the
areas of transportation and education, while in 1978,
increases are planned in the human resources and natural
resource areas. A State official said that these increases
are normal, and that no projects have been delayed in 1977 or
1978. The State has little control on capital expenditures
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in the transportation and education areas because dedicated
school funds and Federal funds make up the majority of the
capital expenditures.

STATUS, USE, AND IMPACT
OF ANTIRECESSION FUNDS

Washington received $11,201,128 in antirecession funds
for the first five quarters of the program. Officials said
thece funds were deposited in their general fund. Since there
is no specific accounting made for the antirecession funds
after they are deposited, it is impossible to tell exactly
when they are spent. However, in order to satisfy Federal
requirements to appropriate or obligate the funds within 6
months after their receipt, the State assigned $7,824,654
received for the first four quarters to certain interest pay-
ments coming due within the time limitation. The remaining
$3,376,474 was appropriated by the State for its adult
corrections and rehabilitation program. The State also
appropriated all additional antirecession payments it expects
for 1978 and 1979 for this program.

State officials said that the accounting usage of the
funds going to adult corrections and rehabilitation will
show 464 positions being funded. They said that most of
these positions would have been funded by State revenue if
antirecession funds had not beasn available. Because of this
displacement effect, it would be hard to determine how many
positions were actually saved by antirecession monies.

All antirecession funds received in 1977 were used for
debt service. Because the funds were not received until
November 1976, which was after the appropriations were made
for the 1975-1977 biennium, the funds were used in a manner
which did not require leaislative approval. Officials said
that expenditures for debt service met these criteria. They
noted that since these funds displaced State funds budgeted
for debt service, the effect was to increase their general
fund balance by that amount. The funds were used to finance
activities for the 1977-1979 biennium.

The State anticipates that approximately $22 million
will be received during the 1977-1979 biennium from anti-
recession funds. This money h:zs been appropriated for the
adult corrections and rehabilitation rrogram. Officials
said that the impact of antirecession funds on their budgets
is hard to determine because no one car tell what action
the legislature would have taken withouv the receipt of the
€unds. They said that either the overall appropriated
level of State expenditures would be $22 million lower or
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taxes would have been raised sufficiently to cover the
extra $22 million. They stated that ho assumptions can be
made about the specific effect on adv 1t corrections and
rehabilitation since, in all likelihououd, this program would
have been funded in its entirety regardless.

GPC 927 747
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INTRODUCTION

At the request of the Chairman, Subcommittee on Intergovern-
mental Relations and Human Resources, House Committee on
Government Operations, we updated our previous study of the
financial condition of 52 State and local governments and
the impact the extended antirecession Program had on their
operations, .

This enclosure includes a case study for each of the 16
county governments we visited delineating each jurisdiction's
financial condition, major factors influencing its fiscal
health, and the status, use, and impact of antirecession

assistance payments it received,.

Financial data in each case study was the best information
available at the time of our review and was obtained from
the governments' records and reports and from discussions
with officials. Sjince Bureau of the Census data was not
available for the goveruments' most recently completed
fiscal year, the information in this report may not be
strictly comparable with our previous reviews where both
Census and government data were used. State and local
government officials Provided their views on the data and
Provided comments which we considered in Preparing each
case study.



ALAMEDA COUNTY, CALIFORNIA

Located on the eastern shore of San Francisco Bay, Al-
ameda County occupies an 820-square mile area. The 1976
population was 1,094,300, up slightly from the prior year.
Alameda ranked second in population among the counties in
the northern Coastal region and fifth among all counties in
California.

Currently, Alameda is the fourth ranking county in the
State in manufacturing. The leading products are processed
foods, passenger cars and trucks, and office equipment. Coun-
ty unemployment varied between a high of 13 percent in July
1976 and a low of 10.4 percent in March 1977.

The county government consists of a number of executive
departments (under the administrative supervision of the
Board of Supervisors), the Superior Court, and the municipal
and justice courts. Department heads are either elected by
the people or appointed by the Board of Supervisors. The
ccunty's services include highway construction and mainte-
rance, law enforcement, public health, and public assistance
(welfare). The county superintendant of schools is respon-
sible for special programs in education such as the mentally
retarded and juvenile education services. The education dis-
tricts within the county are responsible for general educa-
tion.

FINANCIAL CONDITION IS GOOD

According to county officials, Alameda is in good finan-
cial condition and has been so since the spring of 1977.
Their opinions are based on revenue increases, sizeable fund
balances, no outstanding debts, and a conservative fiscal
policy.

From fiscal year 1976 to 1977, county revenues increased
14 percent from $325.2 million to $370.6 million. Actuai
collections exceeded estimates by 4 percent, primarily f:rom
gains in property taxes and intergovernmental revenues.

Due to increased assessment values and a minor ($0.01)
tax rate increase, property tax revenues rose 14 percent from
$113.6 million in fiscal year 1976 to $129.2 million in 1977,
Property taxes represented 95 percent of the county's tax
revenues and 35 percant of its total revenues.

Intergovernmental funds increased by $24.7 million, or
16 percent, from fiscal years 1976 to 1977 primarily due to
higher funding for State and Federal programs, new programs



Such as antirecession assistance and State treatment for alco-
holism, and increases in social service caseloads.

Alameda County's total expenditures increased 9 percent
during the fiscal year 1976 to 1977 period from $335.4 million
to $364.8 million. Alameda officials believe the increase was
due mainly to inflation.

Alameda continues to generate substantial surpluses which
are used primarily for financing capital improvement projects.
The year-end unencumbered balance of the county general fund
increased from $1.3 million in fiscal Year 1972 to $13.2 mil-
lion in 1977, Although the fund balance increased over this
S5-year period, it decreased by 53 percent from a fiscal year
1976 total of $27.7 million because of a $14.5 million trans-
fer from the general fund to the capital outlay fund.

The aggregate Year-end unencumbered fund balance for all
county funds (including special revenue funds and the inter-
governmental fund) increased Steadily from a 1972 level of
$2.9 million to $45.9 million in fiscal year 1977. The in-
Crease in the fiscal year 1977 fund balance over the fiscal
year 1976 balance was $7.3 nillion or 19 percent. County of-
ficials stated that revenue sharing, antirecession payments,
reserves for capital construction, greater efficiency in coun-
ty operations, and a conservative fiscal policy led to the in-
creases in the fund balances.

No bond ratings exist for the coun'y because Alameda has
not attempted to secure long-term debt. According to one
county official, no bonds have been issued since the 1930's.
The county has been operating on a pay-as-you-go and lease-~
purchase basis for tinancing capital projects,

During fiscal years 1976 and 1977, expenditures for new
and on-going capital Projects totaled about $18 million. Of-
ficials indicated that the recession had no delaying effect
on the county's capital projects. Some pProjects were post-
poned due to non-fiscal reasons. For example, one officjial
said a pre-trial detention facility was delayed due to poli-
tical considerations.

MAJOR FACTORS INFLUENCING
FISCAL HEALTH

County officials do not believe their government was ma-
terially affected by the recession. we were informed that de-
mand for services has increased in health care, public assis-
tance, and public protection. One such example is the Medi-~
Cal Program wh.ch experienced increased case loads and bene-



fits, coupled with a fixed level of State funding. However,
county officials could not provide any evidence of carry-over
effects of the rc¢cesssion on their current operations.

The property tax, believed by officials to be the most
important revenue, vepresented 35 percent of the count:'s
total revenues for fiscal years 1976 and 1977. Escalating
housing prices substantially increased county assessment
values ~ud property tax revenues.

There were no major chinges irn the tax rate or method
of assessment for property taxes during fiscal years 1977
and 1978. The county's property tex rate increased $0.01 in
fiscal year 1977 to $3.11 per $100 of assessed value. How-
ever, “*~ rate was reduced to $3.0. in €iscal year 1978.

Counly expenditures have increased mainly because of
inflation. For example, salaries and benefits for employees
increased by 8.2 percent during fiscal year 1977 which added
$12.4 millicn to total expenditures.

A County official also noted that administrative costs
have increased. 1Inflation in salaries and the cost of sup-
plies were noted as the main reasons. We were informed the
county has not assumed additional responsibilities nor re-
linquished exiscing responsibilities for providing services.

Alameda County has not laid off any employees since 1972.
A hiring freeze was in effect from April through July 1977 for
management and nonmanagement personnel to generate a larger
cash balance for fiscal year 1978. A hiring freeze is still
in effect for management personnel.

The county's total full-time equivalent employees rose
slightly from 9,723 in fiscal year 1976 to 9,793 in fiscal
year 1977 and to 9,903 in fiscal year 1978. The Comprehensive
Employment and Training Act provided funding for about
214, 100, and 149 positions respectively, during the 3-year
period.

STATUS, USE, AND IMPACT OF ANTIRECESSION FUNDS

As of October 31, 1977, Alameda County received
$6,033,530 in antirecession assistance payments. The total
amount was appropriated within 6 months in accordance with Of-
fice of Revenue Sharing regulations. There were $1,990,373 in
disbursements and $3,188,076 in obligations. The remaining
$855,081 was appropriated but unobligated.

Alameda County used antirecession furds for programs



Previously funded by revenue sharing and county funds. County
officials stated that NO new programs were started, and as a
result, the antirecesszion payments were used to finance exist-
ing programs such as community health and social services,

Antirecession Payments were not used for salaries or
wages for county positions, However, wve ware informed that
new jobs were funded with antirecession payments through con-
tracts for community services.

Officials said the funds had virtually no impact during
the most recently completed fiscal yeai ending June 30, 1977.
If the funds had not been received, the c¢cunty's fund balances
(primarily the revenue sharing fund) would have been lower.

We were informed that fiscal year 1978 antirecession
funds are indirectly affecting the Property tax rate, capital
projects, and basic services. The moneys are again being de-
signated for community service contracts. County officials
stated that if antirecession pPayments were eliminated during
this fiscal year, the property tax rate would not have been
decreased or there would be cutbacks in planned capital pro-
jects or services.



ALLEGHENY COUNTY, PENNSYLVANIA

Allegheny County covers 728 square miles in western
Pennsylvania, and with a population of about 1.5 million, is
the second largest county in the State. The county has
130 municipalities, each with its own governmental structure.

The county is a key manufacturing center for steel, alu-
minum, tin plate, electrical goods, chemicals, glass, cement,
paint, and food products. It contains the corporate head-
quarters of 32 major corporations and banks. Pittsburgh is
the county seat and largest municipality.

A three-member board of commissioners establishes legis-
lative and executive policy and manages the county government,
The commissioners are elected for 4-year terms and are respon-
sible for adopting a final budget, levying taxes, appointing
department heads, approving all contracts and expenditures,
incurring debt, and selling county property.

Allegheny County provides services such as health, envi-
ronmental protection, welfare, parks, roads, and educational
and cultural activities. In addition, the Allegheny County
Institution District (ACID) provides care for the aged, the
dependent, the indigent ill, and the mentally disabled.

FINANCIAL CONDITION IS HEALTHY

The county's chief clerk and budget director both stated
that the county's financial condition is healthy. The chief
clerk stated this condition has rot changed since our prior
review completed in February 1977.

During 1975 and 1976, operating revenues increased at a
faster rate than operating expenditues. The same trend is
anticipated for 1977 (the county operates on a calendar year
basis). The end-of~year total county and ACID fund balances
increased from $10.9 million in 197% to $53.8 million in 1976.
During the same period, total county general funds declined
from $21.8 to $16.8 million.

The county handles its finances through three general
classes of funds; appropriation, bcond, and special. The ap-
propriation funds are used to finance operating and debt ser-
vice costs; the bond fund finances capital improvement pro-
jects; and the special funds finance a variety of specialized
programs sponsored by the Federal and State covernments. The



Institution District has a similar group of funds to account
for its financial activities.

Changes .n revenues and expenditures

Operating revenues come from three major sources; taxes,
charges, and intergovernmental revenue. Allegheny County's
only major tax source, the real estate tax, has been collected
at approximately 95 percent of levies. County revenue by
major sources for the last two completed years (1975 and 1976)
and budgeted revznues for the current year are shown below.

' 1975 1976 1977
Source of revenue Actual Actual Budgeted

(millions;j

Taxes $ 73.9 $ 78.7 $111.2
Charges 40.6 43.8 39.13

intergovernmental
transicers 54.0 __62.9 87.2
Total $168.5 $185.4 $237.5
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The county's 1976 operating revenue of $185.4 million re-
presents & 10-percent increase over 1975 revenues. Signif-
icant factors behind this growth include increases in real
eéstate assessments, county user charges, and revenues from
intergovernmental sources.

The 1977 budgeted operating revenues as compared to the
1976 actual operating revenues spow a 28.1 percent increase
Primarily due to a 5-7/8 mill rise in the real estate *tax
rate. Increases in 1977 intergovernmental revenue: are
attributed to additional State funding for community col-
leges and health services and the first Federal antirecession
assistance payrents.,

Revenue collections for 1977 from real estate, personal
prorverty taxes, and user charges have beecn approximating the
budgeted amounts. However, actual intergovernmental revenue
~sllections were falling short of the 1977 budget by $45 mii-
lion as of September 30, 1977. While much of this could be
received by the end of the year, the county's chief accountant
ocelieved budgeted estimates were high.

The county's operating expenditures have been steadily
increasing. Generally, operating expenditure- inciude child
care, senior citizen care, health, hosp.tal, interest on
debt, maintenance of parks and roads, and airport operation.



In 1975, total operating expenditures were $178.2 million,

in 1976 $192.2 million, an increase of 7.9 percent. Budgeted
1977 expenditures totaled $234.6 million, a projected increase
of 22.1 percent over 1976.

Officials stated that inflation accounts for the major
portion of operating expenditure increases as it has affected
salaries, utility costs, food costs, and institutional place-
ments in both 1976 and 1977. 1Increases in 1977 expenditures
are also attributable to improvements in administrative of-
fices and information systems. Additionally, wages for road
and park employees which have been paid, in part, from the
commissioners' bond account as recently as May 1976 are now
being paid from the county fund. This policy change increased
the county's operating expenditures.

The most significant expenditure changes in the 1977
budget occurred in the Kane Hospital, Department of Mental
Health and Mental Retardation, and commurity college. The
following chart reflects these increases.

Increase 1977

1976 1977 budget over

Basic_service Actual Budget 1976 _actual

Kane Hospital $20,311,282 $27,710,572 $7,399,29¢0
Department of Mental
Health and Mental

Retardation 15,905,768 20,549,000 4,743,232

Community College 14,100,002 16,720,000 2,619,998

Hospital expendi:zures rose because of growth in salaries, em-
ployment, and supplies. Greater use of community services and
group homes caused rising mental health expenditures. In-
cireased enrollment and en expanded curriculum accounted for
the rising community college expenditures.

In 1976 county employment decreased by 110 employees in
the wcrks department and 99 employces in the parks department,
mostly because of layoffs. Expenditures in the works depart-
ment were reduced accoraingly; however, operating expenditures
in the parks department increased because the ~ounty had to
fund the parks department from an operating account instead
of the previously used bond accourt.

Changes i1n_fund balarnces and indebtedness

The ccunty controller's annual reports show the following
unencumrbered fund balances for 1972 tarough 1976.



Class of funds 1972 1973 1974 1975 1976
----- (millions)- - 7<= - _7I°C
Appropriation accounts $23.3 §32.3 $18.0 $ 9.5 $14.4
Special accounts 12.7 9.7 10.5 6.9 8.5
Bond accounts 9:5 8.3 7.9 (18.7) 26.1
Institution District
(all funds) 4.8 2.1 11,3 13.2 4.8
Total $50.3 $52.4 $47.7 $10.9 $53.8
The county's chief clerk believed that the year-end cash

balances more clearl
cial condition.

y demonstrate the county's healthy finan-
The following table shows yearly cash bal-

ances reconciled to the above unencumbered fund balances.

Unencumbered Cash Balances Reconciled

to_Unencumbered Appropriation Balances

Class_of funds 1972 1973 1974 1975 1976
—————— (millions)- - - =" ="- - 7272
Appropriation
accounts $10. $§15.6 $ 9.1 $ 4.3 $ 1.6
Special accounts 13.0 10.3 11.3 8.0 9.5
Bond accounts 0.6 4.7 4.2 (8.8) 19.2
Institution Dis~
trict (all funds) 5.2 0.8 4.0 3.0 2.9
Unencumbered cash ~— T o T
balances--all
funds $§29.3 $31.4 $28.9 $ 6.5 $33.2
Revenue accrued
and uncollected
County funds 19.0 18.5 16.5 16.2 18.7
Institution
district
funds 2.0 2.4 2.3 2.2 1.9
Short-term loan
outstanding at
12/31/75 (14.0)
Difference not
reconciled -0- 0.1 -0-_ -0- =0-_
Total un-
encumber ed
appropri-
ation
balances $50.3 $52.4 $47.7 $10.9 $53.8



The county's chief clerk stated that the changes in the
county's operating funds could not be easily attributed to
specific reasons. We did learn that only for 1976 about
$8.4 million in tax reveriues were shifted from the Institu-
tion District general fund to the county because of the
county's need for additional revenue. However, the Institu-
tion District's expenditures were not reduced. 1In 1976, the
District's expenditures exceeded revenues by about $9.4 mil-
lion, and its fund balances decreased by $8.4 million.

The increased balance in the bond account between 1975
and 1976 is due to the issuance of $54.6 million in general
obligation bonds for capital improvement projects.

Listed below is the county's outstanding net debt as of
December 31, 1975, 1976, and projected for 1977.

1975 1976 1977
Long-term $359,059,983 $388,136,205 a/$3561,147,992
Short-term 14,000,000 -0 - - 0 -
(bond anti-
cipation
notes)
Total $373,059,983 $388,136,205 $381,147,992

e e mm e e o —— w8 e e o e = ——— e ———— - = e m=
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a/The 1977 projection does not take into consideration offset-
ting credits. Therefore, in part, it is gross debt, not
net debt,

The county has had no problems obtaining either long-
term or short-—term financing. Long-term debt has been in-
curred for capital projects and community development., State
law limits the county's basic debt to 300 percent of its av-
erage crevenue for the last 3 years.

The Moody's Investor Service, Inc. bond rating in January
1978 was A-1, unchanged from the prior year. The two 1976
bond issves had the same rating.

EOHSlbllltx for
E_ov dlng serV1ces

County officials stated that although the county has en-
tered into several third party contracts to provide services,
it has not relinquished its authority and zesponsibility in

10



those instances.

The chief clerk and budget director stated that the
county has not been required to assume the cost or respon-
sibility for pregrams from other levels of government in
1976 or 1977.

Capital projects not delayed

During 1976 and 1977, the county did not delay any cap-
ital projects because of financial problems. Normal delays
associated with bid acceptance, development and approval of
plans, were experienced in 1977. Conunty officials do not be-
lieve that these delays are signs of financial weaknesses.

MAJOR FACTORS INFLUENCING FISCAL HEALTH

The chief clerk believes inflation is the major long-term
problem affecting the county's fiscal health, Favorable in-
dicators are the county's capacity to raise revenue, the ade-
quately funded pension system, good bond ratings, taxpayers
deligently paying taxes, and the ability to borrow money. He
mentionel that a recently amended State law which pertains to
assessment of real estate property is a short-term problem
which may force the county to return $3 to $5 millicn to tax-
payers because the entire real ectate tax base was not reas-
sessed before applying the 1977 rate.

Factors affecting
revenue raising capacity

County officials provided the following factors which
they believe affect revenue raising capacity.

--A Pennsylvania law regarding real estate taxes was
recently amended to include Allegheny County. Under
this law, the county will not be able to levy taxes
oin reassessed property valuations until the entire
county has been reassessed.

--Inflation has caused higher real estate values but
because of a poor assessment system, tax levies have
not increased at the same rate.

--The county's tax base has increased only slightly
because of very little new construction.

--To increase the personal property tax base, Al-

leghenyv County used Internal Revenue Service (IRS)
tapes during 1974, 1975, and 1976 to identify county
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residents who own taxable personal property. How-
ever, IRS no longer provides these tapes.

Factors affecting expenditures

The major factors affecting county expenditures in recent
years have been

--inflation,

--State-mandated improvements at the county-operated
hospital,

-~-increased bridge maintenance, and
--additional State health service reqguirements.

Increased demand and
administrative cost for services

County officials stated that the demand has increased
for parks, community development, child welfare, prisons, and
health. Service costs have increased because of inflation,
hiring additional upper level administrators, and estaplishing
better administration.

Major budget adjustments

No major changes were made to the 1977 budget between
initial preparation and approval by the commissioners.

Allegheny County increased its real estate tax levy for
1977 from 15-1,2 mills to 21-3/8 mills--an increase of
37.9 percent. The county fund received 10-7/6 mills, the
Institution District received 2-3/4 mills, and the bond and
interest fund received 7-3/4 mills. Under State law, Alle-
gheny County could legally impose up to 16-3/8 additional
milés: but. the limit does not apply to the bond and interest
fund.

The county®s chnief accountant explained that the 1977
real estat= tax rate increase was vital because revenues were
not keeping pace with expenditures which the chief clerk at-
tributed to wage settlement increases, higher costs for insti-
tutionalized patient care in other than county-operated facil-
ities, utility cost increases, and upgrading of the county
hospital.

Charges in county government employment

The number of full-time eguivalent employees as of
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October 1975 was 9,083 and as of pecember 197¢ was 8,177;
by September 1977, the number increased to 9,266.

According to the budget director, the 1976 decrease of
906 full-time equivaler:t employees included 576 layoffs, 355
of which were released from the works, parks, and property and
supplies departments. Aall employees laid off were offereg
positions in 1977, County officials stated that the layoffs
did not affect basic service levels because the county re-
organized its personne’ and had some functions performed
differently.

corrective action. fThe director of 2llegheny County's CETa
fiscal department said that many people were Fired under CETA
in 1977 because of the increased funds available,

STATUS, USE, AND IMPACT OF

T N Rt o e e, e = . <.

ANTIRECESSYON ASSTSTANCE BAYMENTS

All antirecession funds received for tha five quarters
beginning July 1974 wére appropriatea in the 1977 budget.
These funds totaled $3,414,659, and were appropriated <o
three departments for wages.

The sixth quarter antirecession funds were teceived in
October 1977. 0Of the $716,631 received, $85,341 was appro-
Priated in the 1977 budget. The budget director said th:
balance will probably be appropriated in the 1978 budget.

Designated uses of funds

All antirecession funds disbursed as of S:ptember 3¢,
1977, were uysed for wages in three departments. a county
represerntative said all funds anticipated as 1977 revenues
have been obligated for us2 in similar fashion.

Department Amounts disbursed as of 9/36/77
Property and Supplies $ 331,266
Parks 1,332,816
Works __997,326

Total $2,651,408

e At e §
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Impact of funds on
employment

County records did not show the numbker of employees that
were retained, rehired, or newly hired with antirecession
funds. However, based on an average salary for county employ-
ees of approximately $10,000, we estimated that the $3.5 mil-
iion antirecession funds which were to be expended during 1977
would pay for 350 full-time positions.

or May 1, 1976, an across-the-board pay increase became
effective as a result of a new union contract which provides
for automatic across-the-board increases each May for 3 years.
The county government had agreed to these salary increases
6 months before antirecession funds were received.

Overall impact of funds

Antirecession assistance has kept the 1977 real estate
tax increase from being higher. The $3.5 million appropriated
antirecession funds were 1.5 percent of the $234.6 million
total budget and 4.3 percent of budgeted wages and salaries
for 1977.

Antirecession funds were responsible, in part, for limi-
ting the extent of the real estate tax increase which was re-
quired to combat inflation, among other purposes, and county
officials believe the program should be continued. Anti-
recession funds were used to avoid a larger tax increase and
maintain the existing service levels by supplementing the
county's payroll.
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BERNALILLO COUNTY, NEW MEXICO

Bernalillo County, located in central New Mexico, con-
tains approximately one-third of the State's population
and is its major commercial and financial center. The
county's population has increased 19 percent from 315,774 per-
sons in 1970 to an estimated 376,600 persons :n 1976 and is
projected to increase to about 579,690 by 1990. Albuquerque,
which is the county seat and the State's largest city, had
77 percent of the county population in 197C and 83 percent in
1976.

Bernalillo County's economy has expanded significantly
in the past decade from one primarily dependent on Federal
Government installations to a diversified, industry-oriented
community. The percentage of nonagricultural employment by
industry in the county for 1976 was 26 percent wholesale and
retail trade; 23 percent government; 23 percent services and
miscellaneous; 10 percent manufacturing; 7 percent contract
construction; 6 percent finance, insurance, and real estate;
and 5 percent transportation and utilities. Per capita income
increased from $2,863 in 1969 to $5,414 in 1975.

The policy making body for Bernalillo County is an elec-
tive board of five county commissioners which meet twice
monthly and governs such matters as county roads, land, and
fire departments; approves budgets for various departments;
and decides other matters concerning county government,

A county manager is appointed by the Board as administrator
of its policies. Bernalillo County operates on a fiscal
year ending June 30.

FINANCIAL CONDITION
IS HEALTHY

Officials view the county's financial condition as
being generally healthy since fiscal year 1975 and has
not changed since our prior review was completed in
February 1977. Officials said the county government can
meet its present obligations and has substantial borrowing
power for capital projectz. Primary revenue sources are
property tax, reverue sharing, and motor vehicle fees.

Total revenue collections exceeded budgeted revenues by
11 percent and county expenditures by 6 percent in fiscal
year 1977. oOfficials expect about the same situvation for
fiscal year 1978, even though the initial conservatively-
projected budget for 1978 shows revenues exceeding expend-
itures by only 5 percent. Officials said that total
revenue collections for fiscal year 1978 were difficult
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to project based on collections as of October 31, 1977,
because the bulk of revenues collected by the county are
received from property taxes which are due in December.

For fiscal year 1978, the county originally budgeted a
15 percent increase in revenue from property taxes because
of a recent reassessment of property values which con-
siderably increased the county's taxable property value.
However, in 1977, the New Mexico State Legislature placed
a l0-percent limitation upon annual increases in valuation
of property for property taxation purposes. Therefore,
cificials anticipate a potential property tax revenue loss
of over $300,000 because of the 10-percent limitation,
but they expect thic 1055 to be more than offset by other
revenues, such as collections of delinquent property taxes
and refunds, which were not included in the 1978 budget.

Offici~ls expect fiscal year 1978 intergovernmental
revenues to be essentially the same as those received
in fiscal year 1977. For fiscal year 1978, an official
estimated increased revenue from the Federal antirecession
and revenue sharing programs should offset decreased
revenue from the title II and VI prcgrams of the Compre-
hensive Employment and Training Act {(CETA). The county
intends to discontinue the CETA title II program as of
December 31, 1977, because officials decided that they no
longer needed this program.

The county estimates about a l0~percent increase in
expenditures for fiscal year 1978, which officials
attribute to the annual inflation of about 10 percent.

Some increase in fund
balances_and indebtedness

The general fund belance generally shows an increasing
crend because revenues continue to exceed expenditures.
General fund revenues were 8-percent greater than expend-
itures for fiscal year 1977. Year-end balances in the debt
service funds have also increased from property tax revenues
in order to redeem increased long-term bond payments due
the first day of the next fiscal year.

Long-term indebtedness of the county increased from
$13,010,000 on June 30, .976, to $14,245,000 on June 30, 1377,
because of two new bond issues; a general obligation refunding
bond issue which reduced the repayment period from 20 to
10 years, and a general obligation bond issue to finance the
construction of a county juvenile detention home. Moody's
Investor Service, Inc. quality ratings for all general ob-
ligation bond issues of the county were A-1 from 1976 through
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January 1978, The county has no problems obtaining long-term
financing.

County assumed new responsibility but
delayed no capital projects

uary 1, 1978. The Finance Director said the State has been

1977 and 1978 with none delayed because of financing diffi-
Culties, According to officials, this indicates strength in
the county's overall financial condition.

MAJOR_FACTORS INFLUENCING

e e e,

FISCAL HEALTH

Officials view existing State Statutes, continued Federal
financial assistance, increased public demand for Jounty ser-
vices, and inflation as the most significant factors affecting
the county's fiscal health for fiscal Years 1977 and 1978.
Because Property tax, the Primary source of revenue, is reg-
ulated by the State, the most significant rac.or affecting the
county's revenue raising capacity is the New Mexico Ctate law
which placed a 10-percent limitation on property value in-
Creases per year for property taxation purposes. Also, the
State, not the county, sets pbroperty tax rates. The county's
tax levy of ¢ mills, for general operating purposes, has re-
mained unchanged since 1975,

Property tax is the only tax that the county collects.
Property reevaluation is only done every 10 years, so the
tax is not Iresponsive to inflation. Cther taxes, such as
gasoline andg cigarette taxes, as well as motor vehicle fees,
are collected by the State and apportioned to thz county.
While inflation directly influences these tanses, they re-
Present only a small part of county revennue.

Federal assistance is important because of its major
contribution to income. Revenue sharing provided about
22 percent of the county's total rewvenue for ficcal years
1976 through 1978; and, csTaA funds provided 5 percent
of total revenue for fiscel vears 1976 and 1977.

The most significant factors aftfecting expenditures
aré: continuing inflation at an ajnual rate of approximately
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10 percent; growing county population with a corresponding
increase in demand for services such as fire and police
protection, road maintenance, and social services; and
increasing public cwareness of the availability of county
seivices making it difficult to cut normal services. Ac-
cording to the ccunty manager, salaries have been affected
by inflacion as evidenced by recent labor negotiations. The
county has provided normal ievels of basic services during
fiscal years 1977 and 1978.

The county's employment level has remained relatively
stable. Full-time eguivalent employment, not including CETA
funded positions, =was 731 in 1976, 769 in June 1977, and in-
creased to 777 as of October 31, 1977. CETA-funded personnel
decreased during the same period. The county provided for
more efficient operations by reorganizing and corsolidating
county activities and functions, such as the fire and sheriff
departments, to meet the increased demand for services caused
by the population growth.

STATUS, USE, AND IMPACT OF
ANTYRECESSSION FUNDS

As of October 31, 1977, the county had appropriated
all of the $975,606 antirecession payments received fo.
the five quarters beginning July 1, 1976. All antirecession
payments have been spent by the county within the rcguired
6 moanths.

Of the $886,161 antirecession funds disbursed, 86 percent
was used for salaries and wages including $575,000 for a
pay raise. The other $183,075 spent ‘or salaries and wages
funded 1 new full-time position, and 30 full-time positions
that were previously paid from CETA funds.

Officials believe the overall impact of antirecession
funds has been to maintain basic services already in
existence and to increase aunthorized levels of expenditures.

Officials believe the antirecession program should be
continued to assist the county in paying the increased
costs of maintaining basic services at normal levels. If
antirecession payments would not have been made to the county
in fiscal years 1977 and 1978, the county manager said that
probably most of the 30 employees previously funded vunder
CETA would have been laid-off, which would have reduced the
level of expenditures and services provided in police
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and fire protection. 1In the event the antirecession
program is discontinued, the county manager stated that

all ccunty departments woulé have to evaluste their programs
for potent.al cut-back in services, for reauction of some
full-time employment to part-time employment, arnd for
incrrased contracting-out for services.
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CAPE_MAY COUNTY, NEW JERSEY

Cape May County comprises 454 square miles in southern
New Jersey, and contains 16 municipalities and an estimated
population of 71,851. Cape May Court House is the county
seat.

The county is bounded on three sides by water. Its most
striking characteristic is the almost totai dependence of its
economy on resort and tourict trade. The county has little
heavy industry, and its manufacturing industries are small.
County agriculture has declined steadily over the years, and
the fishing industry has decreased because of pollution and
competition from forelgn fleets.

Cape May County is governad by a five-member hoard of
chosen fireeholders who are elected for 3-year ter... The
board is responsible for enacting the annual budget. expending
funds as appropriated in the budget, and designating the func-
tions of county committees, officers, department heads, and
personnel,

County services include bridge and road maintenance,
park and recreational facilities, various healtih and mental
retardation progrems, and judiciary and regulatory elements.
The county's fiscal year coincides with the calendar year.

FINANCIAL CONDITION IS HEALTHY

The county's director of revenue and finance, an elected
freeholder, considered the financial condition of the county
as being healthy and improved since the start of our last re-
view in January 1977. An indication of the improvement can
be seen in the construction that has started on seven new
motels.

The director of revenue and finance stated that other
indicators of the county's healthy financial condition are:
bond ratings have been upgraded, no problems were experienced
in borrowing funds, only 25 percent of the borrowing limi-
tation had been utilized, and the operating fund surplus had
been healthy and constant over the years. 1In addition, good
financial health is indicated by the upturn in real estate
activity, increased Medicaid allowances for institutionalized
patients at the county's nursing home, and growing revenue
from additional cases being processed in the county courts.

Changes in revenues and expenditures

New Jersey requires all local governments to balance the
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budget and prohibits deficit spending for current operations.
Exclusive of Welfare board operaticns, for 1976, county rev-
enue was $16.1 million, whereas total expenditures were $17.7
million. The county budget for 1977 projects revenue and ex-
penditures of $17.8 million.

The county's revenue and operating expenditure percentage
incroases are shown below.

Pcrcent of increase

Year Basis of comparison Revenue Expenditures
1976 1976 actual to 1975 actual 10 9
1977 1977 budget to 1976 actual 6 12

The 1976 :evenue increase was mainly due to growth in
property tax revenue which comprised fifty-four percent of
the county's 1976 revenue. The county had increased the tax
rate by 12 percent or $.0537 per $100 in assessed valuation.
The tax rates had decreased each year from 1971 through 1975.
According to the director of revenue and finance, the property
tax increase was Primarily needed for couniy salary increases
and to offset State funding cutbacks. 1In 1976, the state did
not furnish any funds to the county under the Motor Vehicle
Fund, Collateral Inheritance Tax, and State Health Aid pro-
grams, a loss of about $386,000. At the same time, 94.6 per
cent of the total increase in 1976 expenditures was attrib-
uted to increases in salaries and benefits,

The 1977 budgeted increace in expenditures over 1976 ac-
tual is mainly due to increased personal services, new pio-
grams, payments on new financing, and rising salaries.

The major source of county generated revenue is property
taxes. County revenue from its own sources are shown below.

1975 197s 1977
Actual Actual Budgeted
--------------- (millions)=————mcmmmm
Property taxes $ 8.5 $10.6 $11.8
Miscellaneous __ 2.6 2.5 __2.0
Total $11.1 $13.1 $13.8

—— o ——— e —— e v—

The county has no uncollectible or delinquent property
taxes. The tax collector in each municipal government
within the county is responsible for collecting the county's
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portion of property taxes and for submitcting the full amount
due. Uncuvllectible property taxes would be absorbed by the
municipal voveramen®s in their share of the property tax.

Although the county's operating expenditu:zes have in-
~reased over the past yeais, revenues have been keeping pace
and budget estimates have been achieved. According to the
director of revenue and finance, the county's 1977 revenue
collections are currently equal to and, in som=? instances,
ahead of schedule.

There were no sionificant changes in intergovernmental
revenue for 1976 and 1977 when antirecession assistance pay-
ments are excluded ficm the 1977 budget.

Changes_in_fund balances_and_indebtedness

The county's operating fund balances have decreased
slightly »ver the past 3 years as follows:

Year Fund balances
1975 $1,680,452
1976 1,669,209
1377 (estimated) 1,635,802

The county's indebtedness for 1975, 1976, and 1977 was:

Year Indebtedness
(000 omitted)

1575 $4,543
1276 7,029
1977 (estimated) 7,079

The increase in the 1976 buitance was due t) a new bond
issuance on Septemker 1, 1976, to finence ihe county's new
correction#' center construction.

Under New Jerscy laws, the co.nty's borrowing is limited
to 2 percent of its assessed property value. As of Decem-
ber 31, 1976, the county's remaining borrowing authority,
arter allewing for bonds an2 notes authorized but not issued,
was $29.7 millaion

The county's bond rating of A by Moody's Investor Ser-

vice has remained unchanged from 1976 to January 1978, how-
ever, the rating has increased from the 1970 Baa rating.
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County officials stated that the upgrading of bond ratings is
an indication of the county's improved financial condition.

According to the director of revenue and finance, the
county has not relinquished authority to another level of
government for providing public services. However, they have
assumed th¢«; responsibility for programs that were provided by
the State, particularly in programs for juveniles, such as th.
Youth House &nd the Juvenile In-Take Service.

The county, in 1976 and 1977, had no delays in the ap-
proval or start of new capital projects due to financial pro-
blems. County officials feel this is an indication of the
county's financial strengtn.

MAJOR FACTORS INFLUENCING FISCAL HEALTH

The county's director of revenue and finance believes
the favorable factors affecting the financial condition of
the county are: borrowing limitations set forth by the State,
tate law which requires the budget to be on a "pay ag you go"
basis, good money management, and a conservative board of
freeholders who constantiy stress economy to the county de-
partment heads.

According to the director, the most significant factors
~ffecting the county's revenue raising capacity in 1976 and
1977 were: the increased prope rty tax rate, rew construction
and property reassessment, gre.iter Medicaid payments to the
county nursing home, and larger court revenues.

New Jersey passed a law, effective January 1, 1977, which
generally limits any tax increases by counti:s to 5 percent
over the amount levied the previous year. fince the major
portion of cocunty-generated revenue is from taxes on real
property, this law could hLamper the county in raising proper-
ty taxes. 1In 1977, the county's property tax was increased
to its limit.

Accorcding to the director of revenue and finance, the
most significant factor affecting the county's expenditures
is inflation, as it affects salaries and energy costs. The
demands for services over the years have increased and the
cost to administer the services has grown Jikewise because
county employment has risen steadily along with personal ser-
vices costs. There were no layoffs in the last six years.
fhown on the next page are the number of full-time employees
and cost for personal services for 1975, 1976, and 1977.
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Number of Cost of
Year full-time_employees personal services
(millicas)

1975 683 $ 8.7
1976 718 9.8
1977 (Budgeted) 785 10.4

STATUS, USE, AND IMPACT
OF _ANTIRECESSION_ FUNDS

As of October 31, 1977, the county appropriated the
$484,968 it received during the first five guarters of the
antirecession program. These funds were appropriated in two
incremerts; the first, second, and estimated third quarter
payments in the amount of $230,154 were appropriated on
March 1, 1977, when the 1977 budgat was adopted. Funds total-
ing $254,774 equalling the balance of the fourth quarter pay-
ment and the fifth quarter payment were appropriated by rescl-
utions to the budget on Gctober 26, 1977, to pay employee sal-
aries of the county's Department of Roads and Bridges and the
county nursing home. The funds appropriated on March 1, 1977,
have been disbursed. Funds for part of the second appropri-
acid>n wer disbursed un November 18, 1977.

According to the director ¢~ revenue and finance, the
antirecession payments receivel for th.. sixth gquarter will be
used to pay 1978 salaries; however, it has not, as yet, been
determined which dep:rtment will receive them.

Most of the funds appropriated in March were used to pay
the salaries of all the employees on the payroll of “he De-
partment of Roads and Bridges from the pay period ended
March 25 through the pay period ended Jure 3. The balence of
$4,014.32 was vsed to pay part of the salaries of employees
of Roads and Bridges in two subsequent pay periods. However,
according to the director of revenue and finance, the funds
actually helped finance the 1977 salary increase which was
negotiated with the the union in May 1977, retroactive to
January. He stated that approximately 720 county employees
were eligible for a $500 annual salary increase. The director
added :hat this salary increase was not included in the 1977
budget because the size of the increase was not known.

According to the director of revenue and finance, the
first appropriation of $230,194 was used to plug the gap
Created by the cutbacic in State funds budgeted for Roads and
Bridges, and without the antirecvession funds, abovt 30 county
employees would have been laid off. He said nc new pusitions
were funded by antirecession funds.
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CLARK COUNTY, NEVADA

Clark County, with a 1973 population of 307,145, has more
people than any othor county in Nevada. Its total land area
is 7,927 square miles, and the county seat is located in Las
Vegas. The county is governed by .n elected seven-member
Board of C~rmmissioners.,

The county provides the following basic services: admin-
istrative, judicial, institutional youth services {including
child welfare), parks and iecreation, public safety (including
police and fire protection), public works, health, lLospital,
social services for indigents, roads, and libraries.

The major employers in th~ county are hotels and gaming,
retoll sales, and governmeni .ocal, State, and Federal).
Clark County's unemployment rate has been consistently higher
than the national rate., A WNevada State economist attributed
this primarily to large influxes of people with backgrounds
in the manufacturing industry, which makes up only a small
portion of the total payrolls in the county.

CURRENT FINANCIAL CONDITION
VERY HEALTHY

Officials of Clark County's Comptroller Division and the
county manager's office told us that th: county's financial
position has improved from "so-so" in fiscal years 1975-1977
to very heaithy i, fiscal year 1978. Comptroller Division
officials said the county was "treading water" financially
in fiscal years 1975 and 1976 due to the effects of inflation
and the recession but was able to meet these problems with
the aid of Federal funds and county controls on hiring and
capital expenditures.

Comptroller Division officials said that the general
fund ending balance or surplus provides the best measure of
the county's financial condition. The general fund surplus
decreased from $6.2 million in fiscal year 1974 to $1.1
million in fiscal year 1976 but increased to $4.3 million
at the end of fiscal year 1977.

An auditor of the certified public accounting firm that
audits the county's financial statements said the increase
in the county general fund was primarily due to larger than
anticipated revenues from business licenses and gaming fees,
increased property tax revenues, and the antirecession
assistance received. He and a Comptroller Division official
attributed the increase in business licenses and gaming fee
revenues to the continued strong growth in the gaming
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industry. The increase in property taxes was due primarily
to higher assessed valuaticu on residential homes.

According to the assistant comptroller and the acrting
budget director, the county's financial conditon is projected
to be very healthy in fiscal year 1978, primarily due to the
increase in proparty tax revenues.

Changes in revenues
and expenditures

Clark County officials helieve the county had been under
Pressure to scrutinize expenditures which were increasing at
@ greater rate than revenues ir recent years. However, be-
tween fiscal year:s 1976 and 1977, reveaues grew 26.6 percent
while operating expenditures rose 4.3 percent, *“hereby
strengthening the county's financial position. The revenue
growth was due pirimarily to inflation's impact and the
county's economic growth.

At tlie start of fiscal year 1978, expenditure growth was
expected to exceed that of revenues, but revenue collections
are better than initially expected, and the financial outclook
for the county is very heal thy.

Revenue outlook goo3

Revenues increased 27 percent in fiscal yrar 1977 over
1976, and are expected to increase 16 percent in Ziscal year
1978. 1In fiscal year 1977, significant revenue increases
resulted from taxes and charges and miscellaneous. County
officials attributed the increases in these county-generated
revenues to inflation and overall county economic growth,
The following table summarizes the revenues during this
perioyd.

1976 - 1977 _ 1978
(Actual) (Budgeted) (Actual) (Budgeted)

(in millions)

Revenue from own sources:

Taxes $ 37.6 $ 4G.3 $ 41.3 $ 45.6
Charges & Miscel 53.6 61.8 81.0 72.5
laneous
Intergovernmental
Revenue __26.2 _.21.8 __26.3 __53.6
Total revenue $117.4 $123.9 $148,6 £171.7
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Taxes

Tax revenues in fiscal yeer 1377 exceeded [iscal year
1976 collections and budgeted 1977 income by about $4 million
and $1 million, respectively. The major taxes providing rev-
enue for the couaty are property, (ad valorem), motor fuel,
and motor vehicle privilege taxes. Collectively, these three
taxes accounrted for cover 98 percent of the tax revenue col-
lected in 1977, zud 27 percent of total revenues. The fol-
lowing table shows the county's revenues from these major
taxes.

1976 1977 1378 (1st gtr.)
{millions)
Property $29.0 $31.8 $15.6
Motor vehicle fuel 5.9 6.3 1.7
Motor vehicle privilege 2.3 2.6 2
Totals $37.2 $40.7 $18.0

The property tax is the primary revenue source for the
county. Officials said taxable prorerty (including realcy,
prersonal property, etc.) is assessed at 35 percent of fair
market value and is currently reassessed on a 5-year cycle.
They said the courty rate did not change in fiscal years
1976-1978.

A Comptroller Division official said the rate of change
in property tax revenue is the best indicator of how well
the county is doing in raising revenues. 1In fiscal year 1977,
prop2rty tax revenue increased 9.5 percent due to higher
total assessed valuation caused by inflation, market pressure,
and new construction. An 11 percent increase in property
tax revenue is normal, however, the lower increase in
fiscal year 1977 was primarily due to the effect of the
decline in the rate of new construction durinjy che recession.

In fiscal year 1978, the county expects property tax
revenues to increase by 11.5 percent or $3.6 million.

The motor vehicle fuel tax is a major county revenue
source. The total State tax is 8 cents per gallon sold,
with the county receiving 2 1/2 cents and also sharing a
portion of 1 cent with the county's incorporated cities.

The annual amount of the motor vehicle privilege tax
is 4 cents on each 31 of valuation for each vehicle.
Privilege taxes are collected for each county by the State.
They are distributed monthly to local governments within
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the county in the same ratio as all property taxes levied
in the previous fiscal rear.

Charges and miscellanseous revenues

Charges and miscellaneous revenues accounted for 5% per-
cent Of the revenues in fiscal year 1977 which exceeded the
prior year's actual collections and the 1977 budgeted amounts
by $27 million and $19 million, respectively. The increase
was primarily due to the sale of $13 million in bonds for the
airport not included in budget estimates; the sale of $5
million in debentures for construction of an advanced waste-
water treatment plant; increased airport operating revenues;
increased hospital operating revenues due to the utilization
of more hospital beds and a room rate increase; and higher
than anticipated general fund revenues due to a number of
factors, including an unanticipated growth in building
permits and other fees related to new construction. No
significant or new user charges were imposed in fiscal year
1977, and none are planned for fiscal vear 1978.

Intergovernmental revenue

Intergovernmental revenue reriained essentially the same
in fiscal years 1976 and 1977 although actuai collections
in fiscal year 1977 exceeded budgeted by over $4 millic. bc-
cause not all of the State and Federal grants were known at
the time the budget was prepared. Fiscal year 1978 inter-
governmental revenue is expected to double the 1977 actual
collections because of a $27.3 million Federal grant for
construction of an advanced wastewater treatment plant.

Fxpenditures keep growing

Total expenditures increased from $124.1 million to
$128.8 million, or 4 percent, between fiscal year 1976
and 1877. Total expenditures are expected to increase to
$193.1 million, or 54 percent, in fiscal y2ar 1978 due
primarily to a large Federal grant for construction of an
advanced wastewater treatment plant. The following table
summar izes both general operating and capital projects
expenditures during tnis period.
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1976 1977 1978
(Actual) (Budgeted) (Actual) (Budgeted)
{in millions)

General operating

expenditures $111.5 $118.9 $116.3 $127.9
Capital projects

expenditures 12.6 25.1 12.5 60.2

Totals $124.1 $144.0 $128.8 $198.1

Operating expenditures which increased 4 percent in
fiscal year 1977 over fiscal year 1976, are expected to
increase 19 percent in fiscal year 1978. officials attri-
buted these increases primarily to inflation and growing
demand for services due to overall county growth.

parks and recreation budgeted expenditures in fiscal
year 1978 were almost double the 1977 actual expenditures.
According to Comptroller Division officials, this increase
was due to new park development.

At the start of fiscal year 1977, the State decided
to assume authority for providing aging services in order
to better control the operation. Previously, this service
was funded primarily by State grants to the county, although
the county was spending about $100,000 yearly In fiscal year
1978, however, the county undertock greater financial respon-

sibility for police services.

At the end of fiscal years 1976 and 1977, total debt
outstanding was about $77.6 million and $85.3 million, respec-
tively. The fiscal year 1978 estimated ending balance is
about $80 million. A scnedule of these fiscal year ending
balances by type of deht follows.

Estimated
1976 1977 1978
(in millions)
Bonds payable $70.8 $81.9 $77.7
Loans payable 6.8 3.4 2.3
Total §77.6 $85.3 $80.0

The major change in debt outstanding occurred between
fiscal years 1976 and 1977 and was primarily due to the sale
of $13 million of airport bonds. Other changes were caused
by normal redemptions or payments and refunding.
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No problems in long or
short-term financing

A Comptroller Division official said the county did not
have any significant problems in obtaining long or short-term
financing during fiscal year 1977, and the county does not
anticipate obtaining loans or selling bonds in fiscal year
1978.

The Comptroller Division official saii a hospital project
was to be funded with the issuance of revenue supportcd gen-
eral obligation bonds without the vote of the neople, but
an attorney took the county to court alleging the county's
action was unconstitutional. The legal action caused the
sale to be cancelled; however, the State Supreme Court later
ruled that the county could issue revenue supported general
obligation hospital bords without voter approval.

A bid has been let for the county hospital expansion
project which is being funded with interim short-term
financing pending the issuance of bonds, according to a
Comptroller Division official. The delay in obtaining long-
term financing has had no impact on provisions of basic
services. He also said no delays in capital projects are
planned for fiscal year 1978.

Comptroller Division officials stated that the only
capital projects started by the county in fiscal year 1977
and planned for fiscal year 1978 were those financed mostly
by Federasl funds.

Moody's Investor Service, Inc. municipal bond rating for
the county's general obligation bonds in January 1978, was
A, unchanged from the prior year.

MAJOR_FACTORS INFLUENCING
FISCAL HEALTH

County officials said the major factors affecting the
financial conditon of Clark county are chroric long-term
inflation, economic growth and increasing population, and
the 5-year property tax assessment period. They told us
that inflation and economic growth and increasing population
are the most significant factors affecting the level of
expenditures in fiscal years 1977 and 1978 but said it is
extremely difficult to distinguish which of these twe
factors is most significant.

Comptroller Division officials said salary increases,
which can be partly attributed to inflation, have been a
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major factor in weakening the county's financial position,
They said that although there is no identifiable inflation
rate for county services, the normal rate of increase due

to both inflation and growth has been about 11 percent.

Economic growth and increasing population have both
a short-term adverse and long-term favorable effect on the
county's financial condititon. The meost notable short-term
problem is the increased demand for services which causes
expenditure increases. Also, as ncted previously, the coun-
ty's share for the metropolitan police rose $1.5 million
due to population growth. The long-.erm effect occurs
indirectly through revenue ‘ncreases such as property
taxes and business fees.,

The 5-year property tax assessment period is the only
significant factor affecting the county's revenue-raising
capacity. Because properties are not taxed at the current
market value, the county must wait for property tax revenue
to catch up to the increases in expenditures resulting from
inflation and growth, which creates a revenue gap in some
years.

County officials said no basic services have been cut in
fiscal years 1977 and 1978 due to expenditure increases caused
by inflation and county growth. The county did, however,
tighten up cn expenditures in fiscal year 1977 through a
hiring freez2 and by restricting departmental and capital
expenditures.

A A county personnel officer told us that the hiring freeze
reduced the county's regqular employment, excluding Compre-
hensive Employment and Training Act hires, by 171, from
June 30, 1977, to October 31, 1978. He said there were no
layoffs and positions left vacant hv atcrition were not
filled. 1In addition, a numker of ¢:partments had positions
unfilled with no particuiar effect on basic services.

According to county officials, although the overall
demand for services had increased in fiscal years 1977 and
1978 as a result of county growth, there had beer no abnormal
changes in administrative costs. They said the only notice-
able increased demand was for court and police services
which is attributable to the high crime rate and the asso-
ciated costs such as the court reporters and witness and
attorney fees.
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STATUS, USE, AND IMPACT OF
ANTIRECESSION ASSISTANCE FUNDS

As of October 31, 1977, Clark County had received a total
of $1,878,887 in antirecession assistance payments for the
first six quarters as shown below.

Period Date received Amount

lst and 2nd Quarters November 22, 1976 $ 490,000

3rd Quarter January 10, 1977 287,103
4th Quarter April 11, 1977 314,059
5th Quarter July 12, 1977 406,968
6th Quarter October 12, 1977 380,766

Total $1,878,887

Comptroller Division officials told us the county did not
earn interest on the payments,

The first four gquarterly payments totaling $1,091,153
had been appropriated as of May 17, 1977. A Comptroller
Division c¢fricial said the fifth-quarter and sixth-quarter
payments would be appropriated within the 6-month deadline,
but the county had not designated the areas in which these
payments would be applied. As of May 23, 1977, all monies
appropriated had been transferred to the designated funds
for spending. Comptroller Division officials told us that
most of this had been spent.

Because of the county's accounting methods for the
funds, we were unable to determine the amount of anti-
recession assistance payments actually spent. The payments
were commingled in the expenditure accounts with appropri-
ations from other sources, and thereby lost their identity.

Comptroller Division officials told us they consider
antirecession assistance payments as spent after (1) a
designated expenditure account has received the appropri-
ation increase, and (2) monies in the account have either
been expended or encumbered _n an amount equaling or exceed-
ing the appropriation increase. 1In effact, after the appro-
priation increase, the very next payments made from an expend-
iture account are considered to be from antirecession assis-
tance payments even though other appropriaticns are, and have
been, in the account.
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Functional uses of payments

The county manager reported thiat the first four yguarterly
antirecession assistance payments totaling $1,091,153 had been
designated for the functions listed below.

Function Amount
Corrections $ 510,771
Fire 267,C00
Financial and General Administration 158,814
Public Works 60,472
Libraries 31,845
Parks and Recreation 25,541
Police 18,451
General Public Buildings 18,259

Total $1,091.153

All of the monies listed above are designated for opera-
tions and maintenance expenses except $12,000 which was
identified as capital outlay for books.

Specific uses and impact
of antirecession payments

In fiscal year 1977, antirecession payments were used to
increase authorized levels of expenditures; however, the
funds also resulted in some rise in the ending general fund
balance and releasing county funds to purchase equipment.
This resulted because total revenues in the countv general
fund exceeded total general expenditures by $3.97 million
and were enough to meet all expenditures without the anti-
recession payments.

Comptroliler Division officials told us that fiscal year
1978 revenues are being collected on line to meet budgeted
expenditures and that revenues may exceed estimates in some
categories. One official said the antirecession payments will
help the county protect its general fund surplus and possibly
result in the expansion for basic services in the institu-
tional youth service function.

As of October 31, 1977, the county had appropriated the

first four antirecession assistance payments for use as shown
on the next page.
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Use Amount Percent

Salary wage increases $ 661,039 61
Supplies and equipment 68,000 6
Professional services 343,269 31
Library support 18,845 2

Total $1,091,153 100

Most of the appLopriated antirecession assistance pay-
ments will be used for salaries. Salaries were a high
priority use in fiscal year 1977 because the county did not
budget for salary increases that were later mandated by
arbitration. Antirecession assis*ance payments will pay
for these increases. One official told us tha*+ although
the county is not increasing i:s staffing size, the payments
will allow the county to avoid staff reductions--without this
assistance the county would not have replaced some emplnryees
lost through attrition. We could not determine the pos ions
funded by antirecession payments because they cannot be traced
to expenditures for specific positions.

Views of officials

Comptroller Division officials told us that although tha
antirecession payments had some impact on the county, they
had little affect on budgetary actions (defined by Comptroller
Division officials as the process leading to the final ap-
proved bu.uget). They said the receipt of antireces:ion pay-
ments was uncertain when the 1977 budget was being prepared,
So use of the funds was not considered. The fiscal year 1978
budget included about $290,000 of antirecession payments which
was the estimated third quarter payment (actual payment was
$257,103).

Comptroller Division officials told us that for fiscal
year 1977, the antirecession assistance payments allowed
the county to maintain a "status quo" on levels of employment
and services provided. The officials said the payments had
no impact on taxes levied. One official said the payments
also helped increase the general fund ending balance.

Comptroller Division officials also noted that without
the payments there would have been a dramatic cutback in
library expenditures in fiscal year 1977. They said such
cutbacks would have affected library service to the public.

For fiscal year 1978, the payments have given the county
more latitude so that the expansion of services in the insti-
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tutional youth services might be considered with the fifth
and sixth payments, according to a Comptroller Division
official. He said the payments will also help protect the
ending general fund balance.

According to Comptroller Division officials, the county
would hhave been able to maintain basic services in fiscal
year 1978 if the antirecession jrogram had been discontinu=2d.
Oile official said that so far fisca’ year 1978 has been one
of the best for the county, and the outlook for fiscal year
1979 is also very good.
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COMANCHE COUNTY, OKLAHOMA

Comanche County is located in the center of southwest
Oklahoma's dairy, beef cattle, and wheat belt. The entire
Fort Sill Militery Reservation, which supports about 45,000
military personnel and their dependents, is located in
Comanche County. The county's unempluyment rate was 5.5
percent for November 1977.

Lawton, the county seat, is the State's third largest
city with a population of about 81,000 and is a retail trade
and service center, ranking third in the State in total dollar
amont in both of these areas in 1972.

Comanche County is governed by a board of three commis-
sioners and county department officials such as county clerk,
county assessor, sheriff, etc., all of which are elected
pPositions. The basic services provided by the county are road
maintenance, law enforcement, social services, and general
county services. The Primary revenue sources are the ad val-
orem (property) tax, fees, and intergovernmental revenue.

FINANCIAL CONDITION IS GOOD

County officials believed their government's financial
condition was good when Federal assistance is included.
The county's operating expenditures were below revenues for
fiscal year 1977 and the general fund balance increased
about 14 percent. The county's employment rose, basic
services were maintained, and long-term debt decreased as
scheduled. The county did not relinquish authority for any
basic service.

A county official attributed their good financial
condition to a prohibition against deficit financing for
operations, and iimiting the budget to only 90 percent of
estimated revenves from own sources.

Changes in revenue and expenditures

From fiscal year 1976 to fiscal year 1977, revenue from
the county's own sources increased about 4 percent, from
about $1,303,000 to about $1,355,000, and total general fund

assistance. At the same time, general fund operating
expenditures grew nearly 14 percent from about $1,353,000 to
$1,544,000 plus a 95 percent rise in capital expenditures
from approximately $186,000 to about $362,000. The majority

37



of the capital expenditure increase was financed with
revenue sharing funds.

The county's major revenue from its own sources ig the
property tax, with fees, fines, and irtergovernmental revenue
making up the remainder of the revenue for general
operating expenditures.

. Fiscal Year Increases
Revenue source 1976 1977 Amount Percent
Proverty tax $ 974,850 $ 998,972 $ 24,122 2.47
County fees and
miscellaneous
receipts 328,231 356,069 27,838 8.48
Intergovernmental:
revenue sharing 394,522 451,184 56,662
33.58
antirecession -0- 75,821 15,821
Total $1,697,603 $1,882,046 $184,443 10.86

Actual tax receipts exceeded estimated tax revenue for
fiscal year 1977 and other general fund revenue exceeded
estimates by a large percentage. County officials attributed
the tax revenue increase to county property growth. The
increase in county office fee receipts was attributed, by
a founty official, to growing new construction and property
sales.

The fiscal year 1978 estima.ed tax revenue exceeds the
actuali fiscal year 1977 receipts by about 5.5 percent. Other
revenue was cc.imated at less than the fiscal year 1977 actual
receipts. A county official stated that the county collects
about 97 percent of tax levies, but they can only budget
at 90 percent of estimated revenues.

Intergovernmental revenue for the general operating
fund increased from about $395,000 in 1976 to about $527,000
in 1977 due to more revenue sharing funds and the receipt of
antirecession assistance funds.

The county's general fund operating expenaitures by basic
services were as shown on the following page.
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Fiscal year Increase
Function or program 1976 1977 Amount Percent
(000 omitted)

Law enforcement $ 526 § 632 $ 106 20
County general secvices 605 62y 15 3
Social services 55 67 12 22
Other ___1e68 229 ___61 37
Subtotal $1,354 $§1,549 $ 195
Less reimbursements 1 5 (4)

Total §1,353 $1,544 $ 151 14

County officials viewed inflation as the largest single
factor causing the expenditure increases.

Fund balance increased while
outstanding indebtedness
decrgased

The county's general fund balance increased during fiscal
year 1977 from nearly $244,000 to about $256,000 (abouv 14
percent). County officials attributed the rise to total rev-
enue growth and budgeting only 90 percent of estimated rev-
enues while at the same time achieving approximately a 97 per-
cent collecvion rate.

Long-term indebtedness decreased in fiscal year 1977 in
accordance with scheduled maturities from $6.559 million to
$6.398 million. The county has not borrowed or attempted to
borrow money since 1974, The last rating published by Moody's
Investors Service, Inc. for Comanche County was in 1974 at
which time the county's general obligation bonds were rated
"A." The county has not planned any capital projects in
recent years and none were delayed.

The county has not assumed or relinquisiied to another
government the responsibility for providing any services.,

MAJOR FACTORS INFLUENCING
FISCAL HEALTH

County officials stated that inflation is the most
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significant factor affecting the government's fiscal health
and ‘evel of expenditures, They believed it has increased
most costs about 10 percent a year with some items, like road
oil, tripling in cost over the last six years.

County officials believed that there has been no
noticeable increase in demand for services except in the
sheriff's office. This did not have a significant effect
on the county's fiscal health.

The officials stated that the State's limit on the coun-
ty's mill levy for the general fund is the most significant
factor affecting revenue-raising capacity. Because of this
restriction, the county tax levy for the general fund hes
rot changed in years.

Total county employees increased abcut 8 percent in
fiscal year 1977, due to a greater workload resulting from
growth in the county according to officials.

STATUS, USE, AND IMPACT OF
ANTIRECESSION FUNDS

As of September 30, 1977, the county had received
$91,078 in antirecession funds for the first five quarters
of the program. All of these funds had been appropriated
by Cctober 31, 1977, and $88,594 had been disbursed.

The antirecession assistance payments were generally
being used by the county for expense items which would
normally have been paid out of the general fund. The first
five payments were appropriated and expended as follows.

Amount Amount

Function or program appropriated disbursed Balance
Law enforcement $ 16,808 $ 16,808 -
General operations 39,145 36,661 $ 2,484
General public buildings

operation and main-

tenance 29,695 29,695 -
Other uses 5,430 5,430 -

Total 5 91,078 $ 88,594 $ 2,484

The following shows the use of antirecession funds by object
class.
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Object class Amount

Salaries and wages $ 18,820
Other personnel costs 39,900
(fringe benefits)

Supplies and equipment 2,815
Maintenance and repairs 4,442
Operations (utilities) 12,737
Other 12,364

Total $ 91,078

The antirecession funds were used to fund one ner posi-~
tion and to pay the salaries for nine other pusitions for one
month each. These were previously paid out of reveruae sharing
or grant funds. These funds were not used to rehire pre-
viously laid-off employees or to save positions or jobs.

County officials informed us that had antirecession funds
not been available in the most recently completed fiscal year
and current fiscal year, the same level of basic services
would have been maintained but the county's surplus would have
been reduced.

Overall impact

In relation to overall fiscal health, the antirecession
assistance funds have made a relatively small contribution to
county's total resources.

Comanche County did not use their antirecession payments
to increase either the fiscal years 1977 or 1978 budget.
Comanche County's budget is based on revenues from its own
sources and only these revenwues are appropriated. Although
available, antirecession assictance and general revenue
sharing are held as unappropriated reserves. When revenues
from the county's own sources are not sufficient to meet the
level of expenditures being incurred, a supplemental appro-
Priation of general revenue sharing funds is normally
made to cover the impending deficit. Antirecession funds
have been used in essentially the same manner. Comanche
County simply appropriated the antirecession funds in lieu
of general revenue sharing funds. As a result, the anti-
recession assistance enabled the county to retain, as unap-
Propriated revenues, a correspunding amount of general revenue
sharing funds.
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ESSEX COUNTY, NEW JERSEY

Located in northeastern New Jersey, Essex County is a
compact industria' and residential section of the State,
covering about 127 square miles with a 1977 population of
about 932,000. Average unemployment for 1976 was 12.5 per-
cent, vut it had declined to 9 percent by October 1977.

Essex County has only 1.5 percent of New Jersey's land
area, but it provides 16.5 percent of all manufacturing
employment, 25 percent of all non-manufacturing employment,
and 47 percent of the employment in banking, insurance, and
real estate.

Essex County government is directed by a nine-member
Board of Chosen Freeholders and a County Supervisor., The
Freeholders have a term of 3 years, with three Freeholders
elected each year, to insure the continuity of the governing
body. The County Supervisor also holds a 3 year term and
has veto power over resolutions adopted bv the Board of
Chosen Freeh»nlders.

The county operates the criminal and civil courts as
well as the prosecutor's and sheriff's law enforcement
offices, administrates county hospitals, maintains roads,
and provides assistance for the aged, disabled, and needy.
The county also provides funds to semi-autonomous agencies,
such as the Welfare Board, Essex County College, and the
Vocational School Board all of which provide services to
Essex County residents,

FINANCIAL CONDITION OF ESSEX COUNTY IS HEALTHY

County officials consider Essex County's financial
condition for 1976 and 1977 to be generally healthy and
unchanged from our February 1977 review,

The Director of the Board of Chosen Freeholders and the
Assistant County Treasurer attributed this fiscal health to
strict financial regulation by the State. They also said
20 of the 21 municipalities in Essex County are financially
strong.

Changes in revenues and expenditures

Essex County's total revenue increased approximately
8 percent from 1975 to 1976 and is budgeted at $179.1 million
in 1977. Expenditures also increased approximately 6.5 per-
cent from 1975 to 19276 and are budgeted to stay at about 1976
levels in 1977. The increase in revenue and expenditures have
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had no noticeable effect on the county's financial condition
according to the Assistant County Treasurer.

Inflation was the major reason for increased expenditures
according to officials, but recession has also had an effect
“ecause there has been an increased demand for a few basic

‘rvices.

The major increase in revenues was in real property taxes
which increased by 9.5 percent from 1975 to 1976 ($108.5 mil-
lion to $119 million). The increase was caused by a 5.8 per-
cent increase in the tax rate and an increase in taxable land
acsessments due to recent development. The Assistant County
Treasurer stated that the tax rate was raised to provide rev-
enue to offset spiraling inflation costs.

Revenues from the county's
own_souices increased

Revenues from the county's own sources were up about
5.6 percent and accounted for 75 percent of total revenues

in 1976, with 67 percent coming from taxes.

The real-property tax is Essex County's primary reverue
source, accounting for 98 percent of the county's 1976 own
source tax revenues.

The county normally surpasses its budgeted revenues, and
this is not unusual because the State limits budgeted amounts
to what was actually received in the prior year. In the most
recently couwpleted year (1976) , Essex County surpassed its
estimates for each major reveaue category, a total increase of
6.5 percent or $11,035,693. For the first 9 months of 1977,
the county is achieving its projected revenues and will most
likely surpass them.

Intergovernmental revenues increased

Intergovernmental revenues increased by 17 percent over
1975 ($38 million to $44.5 million). CETA funds showed a
sharp rise from $4.9 million in 1975 to $11.1 million in 1976
Partly because unexpended 1975 CETA funds of $1.9 million
were apportioned to 1976. A $3 million increase in the
State's share of the county's hospital costs also contributed
ty the overall increase in intergovernmental revenues. Fed-
eral revenue sharing payments rose slightly from $7.7 million
in 1975 to $8.1 million in 1976. Intergovernmental revenue
represents abcut 25 percent of the 1976 total county revenues,

43



Expenditures increased

Overall, 1976 expenditures increased by 6.5 percent over
1975 . Educational costs rose sharply from $8.1 to $10 mil-
lion. This increase according to the Assistant County Treas-
urer, was a result of the opening of a new vocational school
equipped to handle the handicapped, and the absorbtion of a
portion of the community college expenses formerly paid for
by the State.

Unclassified expenditures (grants) increased 31.5 percent
($8.7 million to $11.4 million) over 1975. The Assistant
County Treasurer attributed this to the fact that several dev-
eloping grants in 1975 became on-going grants in 1976 and re-
quired greater expenditures.

Operating fund balance
and 1ndebtedness stable

There have been no significant changes in the operating
fund since 1974. Year-end surplus balances have ranged from
$3.4 million to $6.9 million and indicate that the county
is funding current operations with current revenues.

Essex Courty's total indebtedness from 197, to 1976 de-
creased by 2 percent ($77.7 million to $76.2 millioun) and 1is
anticipated to decrease by 6 percent in 1977.

The change in indebtedness occurred primarily because
about $10 willion of serial bonds reached maturity and no
long-term debt has been incurred since 1975.

The county has borrowed less than half of its statutory
limit. Moody's Investors Services, Inc. rated Essex County
bcnds "Aa" in 1976, 1977, and January 1978.

The county has not relinguished authority to another
level of government to provide services in any area according
to county officials; however, the county has had to assume
partial responsibility and costs from the State for sheltering
criminals in county correctional centers.

Capital project activity was limited in the county during
1976 and 1977 and project starts and delays were inconclusive
as indicators of fiscal strength.

MAJOR_FACTORS INFLUENCING
FISCAL HEALTH

Essex County officials described both the positive and

44



negative factors affecting the county's health. The positive
factors are:

--the growth in the county's suburbs creating additional
taxable properties;

—-the mandated controls that allow the county to only
forecast revenue up to what they received the prior
year, because it limits the amount of planned ex-
penditures by the county; and

--the industrial growth taking place in western Essex
County.

County officials stated that inflation and recession have
negatively affected the county's fiscal health. Both have
been increasing the cost of services. These officials feel
that migration of the poor to Newark in Essex County creates
additional demands for welfare, medical care, and other basic
services.

Essex County officials stated that there are three sigif-
icant hinderances to their ability to raise revenues.

--the State has placed a 5 percent limitation on property
tax increases;

--Essex County does not have the authority to levy an in-
come or sales tax; and

--the county administrators cannot change the fees
charged for services, such as registering a deed.
These are set by the State and can be changed only
by legislative action.

Factors affecting expenditures

Essex County's Assistant Treasurer said increased expend-
itures are due primarily to inflation, not to the offering
of increased basic services or to increased demand for basic
services. The cost of supplies, food, medicine, equipment,
clothing, aid salaries have increased, in his opinion, at
about the same rate ar inflation.

The Director of the Board of Chosen Freeholders stated
that although the recession has affected expenditures slightly
because it has caused an increase in the demand for certain
basic services, such as correctional serviczs. There has not
been a major demand increazse, nor has the slight increase
significantly affected the county's fiscal health.
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The Assistant County Treasurer stated that most of the
county’s administrative expenses are salaries and related per-
sonnel costs. Salary expenses and fringe benefits in 1976
accounted for 58 percent of total expenditures.

The Assistant County Treasurer informed us that there
have been no new taxes levied by the county. However, the
real property tax rate was increased by 5.8 percent in 1976
and 4.1 percent in 1977. Effective January 1, 1977, the State
imposed a 5 percent per year limitation on increases in real
property tax for a 3 year trial period.

Essex County has moderately increased the number of its
employees as shown by the following table.

Average Number of Total Percent of
Years employees new_employees employees change
1975 to
1976 5,779 311 6,090 5.4
1976 to
1977 6,090 207 6,297 3.4

The Assistant County Treasurer stated that employment was
increased to staff the new county jail. 1In addition, the
county hospital required additional staff in order to keep its
accreditation. About 10 percent of all employees were funded
by the CETA program

STATUS, USE, AND_IMPACT
OF ANTIRECESSION_FUNDS

As of November 21, 1977, Essex County had received
$5,680,449 in antirecession payments and earned $23,314 in

interest on these funds.

The $4,372,760, including interest received for the first
five quarters, was expended within the 6-month limitation.
The sixth quarter funds of $1,331,003, received in October,
will be appropriated in the 1978 budget and will be expended
in the first quarter of 1978 according to the Assistant Treas-
urer.

The Assistant County Treasurer informed us that anti-
recession funds for the first five quarters paid salaries at
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the county hospital. This freed other county funds Zor an
across~-the-board wage and benefit increase for all county
workers.

A county official stated that the funds permitted the
county to avoid layoffs. He also ncted that the funds enabled
the county to maintain current levels of services and employ-
ment. In his opinion, if antirecession assistance had not
been received, the county, because of State limitations on
tax increases, would have had toc cut back on current levels
of services and employment.
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FULTON COUNTY, GEORGIA

Fulton County covers a 523-square mile area in north-
central Georgia including most of Atlanta. The county had
an estimated population of 607,900 in April 1977. Industry
is diversified and includes major airlines and various manu-
facturing and retail businesses. Construction activity de-
creased in 1975 but showed slight gains in 1976 and 1977.
Per capita income was $5,218 in 1974.

Fulton County's unemployment rate has improved since
the antirecession program began but still remains high
changing from 10.6 percent for the first program quarter
(July-September 1976) to 8.2 percent for the fifth quarter
(July-September 1977).

The county has a commission-manager form of government.
The commission consists of seven elected commissioners who
appoint a county manager to act as chief executive officur.
The Board of Commissioners levies taxes; adcpts capital im-
provement programs; authorizes county bond issues:; and,
through budget approvals, sets the level of services pro-
vided by each county department. Basic services include po-
lice and fire protection, court systems, medical and social
services, sanitation, road and bridge maintenance, water
and sewer systems, and recreation services. The county's
fiscal year ends December 31.

FINANCIAL CONDITION IS GOOD

Fulton County is in good financial condition and has
remained so since our prior review. The county maintained,
and in some cases expanded, services during 1976 and 1977
without significantly raising taxes. Additionally, the
county's latest estimates for 1977 show that the general
fund balance has increased $1.8 million since 1975.

Other indicators of the county's financial health were
also good. The county's other operating fund balances gen-
erally increased or remained constant, and county officials
considered them to be in sound condition. 1Indebtedness de-
creased during 1976 and 1977, and county employment increased
somewhat even though a hiring freeze was in effect. County
officials also said that the county did not have to delay
any capital projects in 1976 or 1977 Que to insufficient
funds.

The county manager said the county had maintained a

strong financial pcsition through the years because budgeting
policies and practices enabled county administrators to
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control expenditures. The county manager also told us that
Federal funds--particularly general revenue sharing--contri-
buted to the county's good fiscal health during the past few
years.

Increased revenues and expenditures

Fulton County general operating expenditures increased
during 1976 and are estimated to continue rising in 1977,
However, revenues generally kept pace with expenditures he-
cause of increased property values, improved tax collections
(current and delinquent), and greater revenues from the Fed-
eral Government.

In 1976, revenues exceeded expenditures by abcut $2.5
million, a significant improvement over fiscal year 1975
when expenditures exceeded revenues by about $2.8 million.
A county official said that the favorable balance in 1976
was due to increased revenues from property taxes and general
revenue sharing.

The county's latest estimates for fiscal year 1977 show
expenditures exceeding revenues by about $705,000. However,
the county will still enter fiscal year 1978 with an unappro-
priated cash surplus of about $6.7 million.

Revenues from own sources

The county's primary revenue source is a real and per-
sonal property tax. Collections increased from $53.1 million
in 1975 to $57 million in 1976. The county projects an in-
crease to $59.6 million in 1977. Total revenues were
$84.8 million in 1976, and the county's latest estimate for
1977 was $85.3 million. However, the latest estimate 4id not
include about $4.4 million that was in the general revenue
sharing and antirecession trust funds when the estimate was
made. The county does not classify this as revenue until it
is transferred to the general fund.

Actual revenues exceeded budget estimates in 1976, and
‘the county's latest revenue estimates exceeded the original
budget estimates in 1977. The county's budget law generally
restricts the amount of revenue that can be anticipated for
the coming budget year to the level of actual current year
revenues.

Intergovernmental revenues

Intergovernmental revenues totaled $17.2 million in 1976
and an estimated $16.5 million in 1977. General revenue
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sharing funds made up about 71 percent of the intergovern-
mental revenues in 1976 and about 56 percent in 1977.

The county deposits general revenue sharing payments in
a trust fund account and transfers them to the general fund
as needed. If the county dnes not transfer all the available
funds in one year, it will carry them over for use during the
next year. The drop in revenue sharing funds from 1976 to
1977 occurred because the county used most of the available
revenue sharing funds in 1976 and, as a result, did not have
as much to carryover in 1977. However, the county anticipates
using only $6 million of the $9.2 million available in 1977.

gxpenditures for basic services increased

The county generally increased basic secvice expendi-
tures, such as welfare, police protection, parks and recre-
ation, and sanitation. Health was the only basic service
which showed a decline during the 1976-77 period, and this
drop did not diminish services. 1In 1976, actual expenditures
for health decreased slightly from the 1975 level. The de-
crease was caused primarily by efficiencies resulting from
changes in the way the county delivered health services to
indigent persons in north Fulton County.

County officials said the county had not cut any basic
services in 1976 and 1977. To the contrary, the ~c'nty en-
hanced service levels through

—--increased expenditures in the food stamp
program due to a Federally-mandated
certification Adri re,

--reinstituted a police helicopter program
for search and rescue missions,

--added a solid waste transfer station to
improve its solid waste disposal cavabilities,
and

--increased expenditures in the parks and
recreation department because of added
facilities.

County officials said that the recession caused no
noticeable increase in demand for services. The officials
said that the changes occurred because of normal growth,
the county's desire to maintain the same service levels,
and, in the case of the food stamp program, increased Federal
emphasis.
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According to county officials, Fulton County did not
relinquish any service programs to another level of govern-
ment because of funding problems, nor did it assume respon-
sibility for any programs.

Operating fund balances increased

Fulton County's operating funds consist of the general
fund, airport fund, water and sewerage revenue fund, and fire
district fund.

The 1976 year-end balances for the general fund and fire
district fund were significantly higher than the 1975 year-end
balances. The 1976 year-end general fund balances rose
$2.5 million or 51 percent. A county official said the in-
crease was due to growth in tax receipts and general revenue
sharing funds. The fire district funi balance increased from
$570,490 in 1975 to $900,154 in 1976--a 58 percent improve-
ment. According to a county official, the rise in the fire
district fund resulted from delaying the planned purchase
of equipment until a study on fire protection in the county's
unincorporated areas was completed.

By law, the balance in the water aad sewerage fund re-
mains at a constant $100,000--a county official said that
funds above that amount are transferred to non-operating
water and sewerage funds. The 1976 airport fund balance de-
creased by $53,000 or 7 percent. A county official said
that the decline was primarily due to less Federal funds
for the airport. The official did not view the drop as a
problem and thought the fund would remain self-supporting
in 1977, as it had since 1972.

Indebtedness decreased

Fulton County's long-term debt consists of general obli-
gation and revenue bonds. The county can issue up to $3 mil-
lion in general obligation bonds each yrar without a voter
referendum. Each year since 1971, the county has issued the
maximum amount. The county has not issued any revenue bonds
since 1975.

There was little change in the county's total outstanding
long-term debt in 1976. Projections for 1977 show a small de-
cline in long-term indebtedness due to increased retirement
of revenue bonds.

The county obtains short-term financing to pay its debts

until it starts receiving taxes in July of each year and is
rejquired by law to pay short-term Aubts by mid-December.
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County officials stated that the county had not experienced
any problems obtaining short- or long-term financing. Fulton
County's general obligation bonds have a good rating. Moody's
Investor S2rvice, Inc. rat~31 them Aa from 1976 through Jan-
uary 1978.

MAJOR FACTORS INFLUENCING
FISCAL HEALTH

County officials told us that the factors having the
most effect on the county's fiscal health during 1976 and
1977 were inflation, tax bezse erosion, a construction slow-
down, and slower population growth. The slow growth rate
and tax base erosion l.mited the county's revenue-raising
capacity, while inflation generally increased expenditures.
Officials told us that the construction and population growth
rates shcwed signs of improvement during 1977.

Officials said that Fulton County had experienced some
tax base erosion because the local rapid transit authority had
purchased some taxable property for construction of a rapid
transit system, and the City of Atlanta had converted some
commercial property into a park. :

The county manager believed that rapid transit construc-
tion would have a short-term effect because businesses would
open again around the transit system when it was completed.
The official said that the conversion of the taxable property
to a park was permanent.

Officials said that the recession apparently affected
commercial and residential construction in the county because
building permits dropped in 1975. The trend has reversed
because building permits increased somewhat in both 1976 and
1977; however, the permits have not yet reached the level
issued in 1974.

County officials cited inflation as the most significant
factor affecting expenditures, p:imarily through higher costs
of materials, supplies, and equipment. It had minimal effect
on county salaries. During the 1976-77 period, the county had
only one across-the-board pay raise of 4 percent; however,
officials expect another 4-percent salary increase in 1978.

No major budget adjustments

In 1976, Fulton County lowered the property tax rate by
about one-half mill. 1In 1977, the county raised the tax
rate by a similiar amount. The tax rate change was made

52



primarily to offset other actions in the tax approval pro-
cess--such as increased property value assessments--so that
the county could maintain the desired tax revenue growth.

The county's total employment increased during 1976 and
1977 because of new hires under the Comprehensive Employment
and Training Act (CETA). The number of non-CETA employees
decreased during this period. Fulton County has been under
a hiring freeze since October 1975. The county manager,
however, has authority under the freeze to fill positions
that are necessary to maintain an acceptable level of service
to the public. No employee layoffs occurred during 1976 and
1977, and none were anticipated for 1978. The following table
shows employment trends since 1975.

As of December 31 As of September 30
1975 1976 __19717
County funded 2,649 2,573 2,373
CETA funded ___46 __219 433
Total employees 2,695 2,792 2,806

Fulton County started several capital projects in 1976
and 1977. No projects were delaved for lack of funds.

Overall, county officials were optimistic about the coun-
ty's fiscal health. Even though the officials cited some fac-
tors which have had, and may continue to have, a negative ef-
fect on the county's fiscal health; they believed that if the
overall economy remained good, the problems were not signif-
icant enough to keep the county from remaining fiscally scund
in the foreseeable future.

STATUS, USE, AND IMPACT OF
ANTIRECESSION FUNDS

Fulton County primarily used antirecession funds to sup-
plant its own funds, thereby increasing the unappropriated
general fund balance for 1977. County officials said that
antirecession funds helped the county maintain a sound finan-
cial position during 1977 and will enable the county to enter
1978 in better condition.

Fulton County had received a total of $3,690,814 in anti-
recession funds as of October 31, 1977. The total available
funds consisted of $3,610,431 in antirecession payments for
the first six quarters, and $80,383 in interest thereon.
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The county had spent or obligated $2,222,881 as of Octo-
ber 31, 1977. The remaining $1,467,933 was unappropriated as
of that date. All but $152,405 of the funds were used to pay
salaries that the county would have paid from other revenues
had antirecession funds not been available.

The county disbursed or obligated the funds received for
the first four quarters within the required 6-month time lim-
it. The unappropriated funds were from the fifth and sixth
quarter payments. A county official said these funds would
be used to pay salary expenses in the same departments and
same manner as in 1977.

Through October 31, 1977, Fulton County had used anti-
recession funds in four functional areas and six departments,
as follows:

Amount disbursed

Function/depar tment or obligated
Corrections:

Clerk of Superior Court $ 432,800

Jail 542,450
Police protection:

Sheriff's department $ 551,426

Police department 146,405
General public buildings:

Public buildings $ 543,800
Sewer age:

Public works department $ __6,000 a/

Total $ 2,222,881

————— o ——
EEEEREsEs

a/ Obligated but not disbursed as of October 31, 1977.

The county used the funds that it had disbursed or obli-
gated as of October 31, 1977, to pay salaries, purchase a
helicopter, and pay a public works consultant.

Most of the funds ($2,070,476) paid salaries for the
sheriff's department, jail, public buildings, and clerk
of the superior court. The county did not identify the
specific individuals' salaries paid, nor did it use the funds
to hire new employees. The funds were transferred to the
departments' salary accounts to help pay total salary costs
thereby supplanting other county funds that would have been
used.
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The antirecession funds paid for about 50 percent of the
four departments' total salary costs through October 31, 1977.
Using an average salary for each department, the antirecession
funds will pay the annual salaries of about 194 employees:
64 in public buildings, 48 in jail, 44 in the sheriff's de-
partment, and 38 in the clerk of superior court.

In June 1977, the county spent $146,405 of the antireces-
sion funds to purchase a helicopter, which they had previously
leased, for police search and rescue missions. The county had
originally budgeted the police helicopter program for only
about 6 months in fiscal year 1977. The officials said that
Plans to discontinue the program were based on the anticipated
funding "crunch® in 1977 and a questionable need for the pro-
gram. However, they said the program was not discontinued
because attitudes changed about the need for the program after
a major air crash north of Atlanta, and the funding problem
did not materialize.

The county used $6,000 in antirecession funds to pay for
a consultant's services in the public works department.

County officials said that it was difficult to identify
the specific effect antirecession funds had because of the way
the county used them (i.e. to supplant other county funds).
The officials stated, however, that the funds helped the coun-
ty maintain employment levels and the same types and levels of
services.

Fulton County has not used antirecession funds to hire
new employees, add new services, or expand existing services.
The county used the funds primarily to pay salaries that
would have been paid from other revenue sources. The anti-
recession funds, in effect, freed other county funds that will
either be used to pay for services or be carried over as
unobligated surplus at year-end.
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HENNEPIN COUNTY, MINNESOTA

Hennepin County is located in east-central Minnesota,
covering a 609-square mile area and containing 46 municipal-
ities, including the city of Minneapolis. The county's
1976 population was estimated at 916,545 with per capita
personal income of about $5,700. Major industries include
finance and banking, retail trade, food processing, grain
merchandising, electronics, manufacturing, construction, and
transportation.

The county, Minnesota's largest local governmental unit,
is directed by an elected seven-member board of commissioners
serving 4-year staggered terms. The board is responsible
for overall county operations, including policy and badget
formulation. The county administrator, appointed by the
board, is responsible for the county's day-to-day ope-ations.
The county administers health and social services, muricipal
and district courts, highways, and libraries. Other L espon-
sibilities include public safety, veterans' service, disaster
planning, environmental control, and property tax collection
and assessment. The county's fiscal year is on the calendar
year basis.

FINANCIAL CONDITION IS VERY HEALTHY

The principal management analyst said Hennepin County's
financial condition was very healthy as indicated by the

~-Aaa bond rating from Moody's Investors Service, Inc.;

~-county's position below their debt limit; and

~--broad revenue base.
The analyst said the county's financial condition has not
changed since our previous review in February 1977. Moody's
revised the county's general obligation bond rating from Aa
to Aaa in 1977. This latter rating remained the same through
January 1978. A Moody's Investor Service, Inc. official said
the improved rating was under consideration for 2-3 years,
and he provided the following reasons for the revision:

--The debt burden is manageable and the county does not
foresee new bond issues.

—--The bond redemption rate is rapid.

--The pertinent financial ratios are good.
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--The county government's Mmanagement is professional.

--The county Has a large tax base and a diversified
economy .,

Significant changes in
revenues and expenditures

The budget Teports and financial statements differed in
the meth-3 of data accrual and presentation and the inclusion
of  ertain organizations' financial activities., As a result,
We cu.:d not compare financial reports directly with budgets
to analyze significant changes between budgeted and actual
revenues and expenditures. Therefore, we used the financial

Hennepin County's total revenues rose about $32.8 mil-
lion (14.1 percent) between 1975 and 1976. a budget analyst
attribut«d increased actual revenues primarily to increased
property taxes, higher medical charges and volume, and ex-~
pPanded program services and rates. The analyst attributed
the increased operating expenditures primarily to inflation
and to new and expanded program services, staffing, and
Program caseloads. The analysts attributed decreased capital
expenditures Primarily to Project changes, difficulty obtain-
ing municipal approvals, late bid scheduling, and completing
major building projects initiated in Previous years.

Revenues from own sources

About 60 percent of Hennepin County's total revenues
were derived from its own sources in 1975 and 1976, according
to the financial Statements,

Propverty tax reveiaucs

The financial statemerts showed that, although the pro-
portion of property taxes to total revenues declined from
about 37.0 to 34.7 percent from 1975 to 1976, property tax
revenues increased by about $6.2 million (7.3 percent) to
$91.7 million in 197¢. The budget report showed 1976 property
tax receipts at about 3.8 percent above those budgeted. Ppro-
perty taxes budgeted for 1977 were about 7.8 percent above
the 1376 receipts. The Principal management analyst said the
1977 increases were Planned and were partially due to anticij-
Pation that the state would fail to meet the reimbur sement
formulas to the county, totaling about $5.3 million. The
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principal management analyst said property tax bears the bur-
den when revenues from other sources are not achieved, and
the 1976 property tax collection rate was comparable to
previous years.

The following schedule shows the trend in property as-
sessed valuations, levies, and delinquencies during the per-
iod 1972 to 1977 for Hennepin County excluding the park
reserve district and the municipal building commission.

Calendar
year Assessed Tax Tax rate
collectible valuations assessment Percentage
(000s) (000s)

1972 $1,020,992 $73,957 a/ 7.2

1973 3,280,692 79,876 2.4

1974 3,541,322 88,710 2.6

1975 3,578,965 99,742 2.8

1976 3,926,649 103,371 2.6

1977 4,231,474 120,793 2.9

Tax rate per
Calendar $1,000 of Delinguent
year assessed at year-end
collectible value Amount Percentage
- (000s)

1972 $§72.44 $2,161 2.9
1973 24.35 2,199 2.8
1974 25.70 3,002 3.4
1975 27.87 2,762 2.8
1976 26.33 2,929 2.8
1977 28.55 b/ b/

a/Pursuant to statutes enacted by the 1971 Minnescta Legis-
Tature, Hennepin County revised assessed valuations subsequent
to 1971 from approximately one-third of estimated market value
to estimated full market value.

b/Not available as of 11/1/77.

During the period 1973 though 1977, tax rates showed
generally an upward trend. The delinquency rate was constant
at 2.8 percent from 1973 through 1976 except for an increase
of 0.6 percent in 1974. The chief accountant said the reces-
sion may have impacted on the property tax collection.

No major legislation was passed in 1976 to significantly
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change tax rates or assessment methods for property taxes.
In 1977, the State passed the Omnibus Tax Act directed pri-
marily toward easing the sharp property tax increases pro-
jected for 1978. Part of the act changed the property tax
structure to ease the tax burdens on homeowners and farmers,
The classification percentages applied to the market value
of urban and farm homesteads were reduced for calculating
assessed value for *taxes.

A senior management analyst said the change shifted
property taxes toward the commercial and industrial property
owners since the methods for assessing property values re-
mained unchanged.

No significant limitations were enacted in 1975 and 1976
on property taxes. The 1971 Minnesota Legislature had enacted
a levy limitation on property taxes which restricted increases
to 6 percent per capita each year using 1970 as the base year.
Exemptions to this limitation under a special levy category
included welfare costs and payments on bonded debt. The 1977
Omnibus Tax Act removed certain costs previously exempted un-
der the special levy category and subjected them to the levy
limitation. In Hennepin County, approximately $10 million
of these costs were subjected to the limitation for 1978
including

--administrative costs of public welfare programs,

--costs of an expanded county court system, and

--increased cost of pension programs.
The senior management analyst said the State was attempting to
limit property taxes through these restrictions. Hennepin
County's tax levies have been below the levy limitation by
$9.3 million and $15.1 million for 1976 and 1977, respec-
tively. The principal management analyst said the political
and economic climate provides pressures against increasing
property taxes because

--taxes are extremely high already and growing, and

--public awareness through the political arena provides
pressure to hold the line.

Charges and miscellaneous revenues

The financial statements showed that charges and miscel-
laneous revenues increased in 1976 by about $14.7 million
(39.3 percent) over 1975 receipts of about $37.3 million. The
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principal management analyst said the increased revenues were
primarily due to expanded program services and patient rate
increases at the medical center as follows:

--Operation of a central fooud facility.

--Patient rate increases due primarily to inflation
and to additional staffing.

The budget report showed charges and miscellaneous rev-
enues budgeted for 1977 at about 22.9 percent above 1976 re-
ceipts. The increases were primarily due to increased fees,
rates, and volume as indicated:

--Rates at the medical ceunter were increased about 17
percent.

~--Medical service volume was projected to increase.

--Sheriff department fees wer: increased and also fees
to the public for tax and other records to cover cost
of service provisions.

Intergovernmental revenues

Significant county revenues are received from other
governmental units based on various distribution or cost shar-
ing formulas. The financial statements showed that about
39.3 and 37.8 percent of the county's revenues were derived
from intergovernmental sources for 1975 and 1976, respec-
tively. Although the proportion declined, intergovernmental
revenues increased by about $8.9 million (9.9 percent) to
$99.7 million in 1976.

The budget report showed 1976 intergovernmental actual
revenues at about 2.5 percent below those budgeted. The
principal managemer:t analyst said the State failed to reim-
burse the county for about $3 million in welfare costs because
of insufficient State appiopriations,

Under the 1975 Omnibus Tax Act, the State raised its
share from 50 percent to 90 percent of the non--Federal por-
tion of medical assistance cost, providing property tax re-
lief of about $14.6 million in 1976; however, Hennepin County
was exempted from future State formula aids which amounted
to about $7 million in 1975.

The county budgelZed 1977 intergovernmental revenues at
about 12.3 percent above the actual 1976 receipts. The prin-
cipal management analyst said the increased intergovernmental
revenue budget was primarily due to
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--greater assistance standards in the welfare programs,
such as the general assistance program, to cover
inflationary costs increases; and

--expanding caseloads in the welfare programs.
The analyst said revenues in 1977 from the Federal and State
governments were being received at a rate comparable to
previous years.

Expenditures increased

The budget director and principal management analyst
said inflation was the most significant factor affecting “he
increased total experditure levels which rose about $19.6 mil-
lion between 1975 ani 1976. The senior nanagement analyst
said the county's inflation rate was about 8 percent annually
during the period July 1974-77.

The demand for services has gradually increased in some
programs during 1976-77. The various reasons given for chang-
es in expenditures included inflation, expanded or new ser-
vices, and recession. The $1.2 million increase budgeted
for 1977 transportation costs was primarily due to infiation.

Significant erpenditure increases for 1975, 1976, and the
1977 budgeted public safety and judiciary programs were at-
tributed to:

--inflation;
--additional staffing for the new jail;

--new county criminal procedure within the public defend-
er and county attorney offices;

--budgeted 1977 salary increases;

--added services assumed by the county from Minneapolis
for the adult corrections facility workhouse; and

--greater county funding for contracted programs pre-
viously funded by the Law Enforcement Assistance Admin-
istration.

Health program expenditures rose $2.5 million between
1975 and 1976, with various changes i1n the lower division pro-
grams. The 1977 budget increased these expenditures by
$20 million (31.5 percent) over actual 1976 expenditures. 1In-
flation was one major factor causing this growth. Other rea-
sons were
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--full-year operation of the new medical center;

--heavier usage and increased cost of the 1975 State-
mandated general assistance medical program;

--new mental health programs in 1976 and 1977;

--increased pressure on county mental health pr grams
because the State was deinstitutionalizing mental
health; and

--greater environmental health costs for the Dutch elm
disease.

Actual expenditures for the social economic assistance
prcgrams grew $7.6 million (7.7 percent) from 1975 to 1976.
The budgeted 1977 increase was about $8.3 million (7.8 per-
cent). Various factors contributed, but primarily inflation,
larger staffing for improving pregram gquality control, and
caseload growth were responsible for pushing up costs. Of-
ficials believe that the increased caseloads in income as-
sistance to those people whose unemployment benefits have
terminated indicates the recession's effect. The monthly
average caseloads rose from 5,352 in 1975 to 6,464 in 1976,
and about 6,523 in 1977. Part of the increase was due to the
recession and part to better outreach to the community.

Decreased responsibility

to _provide service

The principal management analyst said that under recent
legislecion, the State will begin administering the medical
assistance payment program instead of the county. He believed
the State thought it could administer the program more effi--
ciently.

Changes_in fund balances
and_indebtedness

The agaregate total funds balance increased about
$1.5 million (4.0 percent) from December 3i, 1975, to
December 31, 1976, as follows:
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Amount e
Fund 1975 1976 Change Percent
(millions)_

—— o e e

Cperating $21.2 $22.8 $1.6 7.5
Revenue sharing 2.3 3.9 1.6 72.1
Revolving 3.4 3.7 .3 7.1
Capital 6.1 3.3 (2.8) (45.6)
Debt service __4.5 5.3 __.8 16.6

Total $37.5 $39.0 $1.5 4.0

The principal management analyst said the only signifi-
cant changes were the greater Federal revenue sharing amounts
received in 1976 with less transferred to other funds, and
the decrease in capital projects funds attributed to spending
available funds for capital projects.

The analyst said the total fund balances showed no sig-
nificant change in the county's financial condition.

No general obligation bonds were issued in 1976. 1In
1977, the county redeemed $16,750,000 of general obligation
bonds primarily through the sale of $16,300,000 of refunding
bonds bearing a lower interest rate. No other short- or
long-term financing was incurred during the period 1976-77.

Changes in public employment

Since Hennepin County does not maintain employee numbers
by full-time equivalent positions, we calculated the number
based on the total hours worked by county employees during
the years 1975 and 1976. The number of full-time equivalent
employees increased between 1975 and 1976, to 6,633 or by
about 14.8 percent.

Most increases were attributed by the analyst to new
responsibilities assumed by the county, such as responsibility
for operating an adult correction facility, staffing Zor the
new medical center, and additional staffing to meet State
requirements for the renovated jail.

A senior management analyst said the increase in only
one program's number of employees was, in part, related to
the recession. The welfare program increased by about 16
full-time equivalent positions because of additional case-
loads and the need for improved quality controls. The
senior management analyst said about 80 percent of the staff
increace was hired to handle the additional caseloads, part
of whicih he believed was caused by the recession.
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In 1976, the county transferred 30 employees from the
overstaffed pilot city health center to the new medicai cen-
ter. The staff reductions did not affect provisions of the
basic services.

Significant changes in capital projects

A senior management analyst, said that although the cap-
ital improvement program had construction delays, none of
the delays were due to lack of funds. He said capital project
expenditures were about $8.4 million below budget in 1975.
Building ard highway construction projects were curtailed
during 1975 for various teasons, including changes in program
philosophy and delays incurred in letting bids. The senior
management analyst said funding was no problem, as evidenced
by the increase of unappropriated funds from about $1.6 mil-
lion at the outset of 1975 to about $6.1 million at the end
of the year. About $5 million in bonds had been issued for
libraries in 1975, much of which remained unspent.

Budgeted expenditures in 1976 were about $22.8 million
compared to the actual expenditures of about $16.6 million,
down about 27.1 percent. Six new capital building projects
were approved in the 1976 budget at a total estimated cost
of about $3.4 million. About $1.2 million of this was budg-
eted for expenditure in 1976. However, only one of these
building projects, budgeted at $73,000, was started in 1976.
Highway construction -xpenditures were also less than anti-
cipated mainly due to project changes, difficulty in ob-
taining municipal approvals, and late bid scheduling. At
the end of 1976, unappropriated capital funds :otaled
about $3.3 million, down from about $6.1 willion at the
beginning of the year.

In 1977, capital expenditures were budgeted at about
$17.7 million compared to budgeted expenditures in 1976 of
about $22.8 million. A senior management analyst said the
decrease was due to the county board of commissioners' desire
to complete previously approved and funded projects and fewer
major projects needed to be constructed.

MAJOR_FACTORS INFLUENCING FISCAL HEALTH

The prinicpal management analyst identified the following
factcrs, listed by priority, affecting the financial condition
of the county.
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Long- or short-term
(LT/ST)

LT
LT

LT

ST
ST
LT

ST

Factors (all negative)

Inflation

High growth rate of taxes in relation-
ship to personal income.

a. State and Federal income taxes.
b. Property taxes.

Demand or mandate to provide human
services exceeds capabilities and
financing,

Federal audit exceptions.

State shortfalls in funding,

Suburbanization of industry and mid-
dle-to-upper income people.

Recession.

Factors affecting revenue-raising capacity

The following factors affect county revenues.

Positive/negative

Negative

Neyative
Positive

Positive

Negative

Factors

Inability or unwillingness of Federal
and State governments to provide
adequate financial aid for mandated
programs, particularly those that
are income distribution programs,
€.9., welfare programs.

Public pressure to hold down taxes.

Continuous development and redevelop-
ment in the county.

Willingness of the State government
to assume greater responsibility for
sharing costs, e.g9., welfare, cor-
rections, courts.

Declining growth rate in the tax base,

Factors_affecting expenditure levels

The following factors affect county expenditures.
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Positive/negative Factors

.t e com et

Negative Inflation

Negative Increased demand for, and mandates to
provide service,

Negative Seemingly uncontrolled growth in Federal

and State regulations, and the fre-
quent changes in these regqulations.
Positive Willingness of the State government to
relieve Hennepin County of the
responsibility to provide some ser-
vices.,

a. State takeover of welfare pay-
ments.

b. Placement of certain services
with a metro-wide government.

STATUS, USE, AND IMPACT OF
ANTIRECESSION FUNDS

Hennepin County received antirecession assistance pay-
ments totalling $938,470 during the period July 1976 through
September 1977. The disposition of these funds as of
October 31, 1977, excluding interest, was as follows:

Antirecession funds received for
five quarters ending Septembe: 30, 1977

Total funds received $938,470

Total appropriated:

Disbursed $930,459
Not disbursed:
Obligated 58,011
Unobligated =
8,011
Total $938,470

The senior program analyst said the non-disbursed funds will
be spent by the end of the sixth quarter, December 31, 1977.
The county's sixth quarter payment, $142,794, will also be
disbursed during the sixth quarter. All funds will have been
expended within the required 6-month period.

The Hennepin County Board of Commissioners obligated
the funds to be used for salaries, wages, and fringe bene-
fits in the highway maintenance program. The antirecession
funds paid the salaries of 207.7 full-time equivalent sub-
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stitute positions which were previously paid from other
county revenues.

The principal management analyst said the funds basi-
cally assist the county in combating inflation and in holding
down property taxes. Since the funds are not significant,
the effect upon inflation and property taxes is minimal.
Without the funds, the county would have had to cut back
on services and/or increase property taxes.
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LAKE COUNTY, INDIANA

Lake County, covers 514 square miles in northwestern
Indiana. Crown Point, the county seat, is about 35 miles
southeast of Chicago, Illinois. Lake County's 1976 popula-
tion was estimated at 545,500. Per capita income for 1975
was estimated at $5,581, up more than 5 percent from the
prior year. Lake County's average monthly unemployment
rate was 6.6 percent in 1976, down from 8.1 percent in
1975.

The industrialized northern part of the county includes
Gary, Hammond, and East Chicago, three of the ten largest
cities in Indiana. More than one-third of the 200,000 jobs
in Lake County are in the steel mills. The central portion
of Lake County is one of the most rapidly growing residential
and commercial areas in Indiana; the southern portion of the
county is agricultural.

Lake County is governed by an elected three-member Board
of County Commissioners who administer county business. Aan
elected seven-member council appropriates funds for use by
the county and its officers. Lake County's basic services
are provided by the Highway Department, Welfare Department,
Sheriff's Office, County Courts, and homes for the conva-
lescent, indigent, and juveniles.

FINANCIAL CONDITION FAIR BUT
HAS DECLINED

During our prior review completed in February 1977,
Lake County officials expressed differing views concerning
their government's financial stability, although they did
agree there was no financial crisis. Currently, they are
much more concerned about the financial outlook and stated
that the county government's financial condition is fair but
has clearly deteriorated.

County officials indicate that the property tax, the
primary source of local revenue, is approaching its revenue-
raising limit because of a State-mandated tax freeze. At
the same time, county expenditures are continually increasing
because of inflation and expanded county services. Also, the
general and welfare fund balances are low and financial
problems at the township levels have caused the county's
outstanding debt to grow. County officials maintain that
their financial stability has been and will continue to be
dependent largely upon the receipt of Federal funds.

Total expenditures in 1976 increased 13 percent to
$89,077,000, while total revenues increased 14 percent to
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$89,134,000. The $57,000 addition to fund balances compares
to a $138,000 deficit in 1975. A primary reason for the
fund balance improvement is that actual Federal receipts
exceeded Federal fund expenditures by $1,835,000. When these
Federal receipts are excluded, total expenditures are
$1,777,000 more than revenues.

Changes in revenues have come
from a number of factors

From 1975 to 1976 the county's property tax revenues
rose 14 percent, to $36.6 million. An 8.5 percaent tax rate
increase and a 4.1 percent rise in taxable property values
contributed to the increase. According to county officials,
the higher tax rate for 197€¢ was needed to provide for three
new county courts; court mandated increases in both deputy
sheriffs and the county court's budgets; and an increase
from one to three community mental health centers.

The property tax rate payable in 1976 was the highest
since the State-mandated tax freeze in 1973. The sizeable
increase 1ir. 1976 was made possible by two factors. The
1975 rate was considerably lower than the maximum composite
or frozen tax rate established by the State. 1In 1976 the
county taxed at the maximum composite rate. Also, in 1976
the State allowed some components of the composite tax
rate to be excluded from the frozen rate. These rates
then were raised.

Budgeted property tax collections for 1977 were estimated
at less than actual 1976 tax collections. Although the
county still taxed at more than 99 percent of the maximum
rate, there was a 4 percent decrease in the tax rate. Three
factors caused this decrease; a surplus in the welfare fund,
a State requirement that one of the two tax rate components
excluded from the 1976 composite rate be included in the
1977 rate, and the State and county failed to provide a levy
for the cumulative bridge fund in 1977.

The county's other local revenues come from fees,
interest, refunds, etc. These other revenues went from
$5.3 million in 1975 to $9.2 million in 1976. Comparable
data was not available for 1977. One large 1976 increase,
up from $1.9 to $2.2 million, was due to expanded operations
at the convalescent home.

The county is very dependent on intergovernmental
revenues. Most of these revenues, $27 million of $43.3
million in 1976, came from a State-distributed mix of
State and Federal monies for welfare. Intergovernmental

69



revenues in 1976 increased $2.3 million over 1975. Part

of the increase was related to a $1.8 million increase in
State gasoline tax receipts for three special road projects.
In 1977, the gasoline revenues went back down but the

overall intergovernmental revenues werz expected to increase
at least $1.1 million. Most of the increase was in welfare
monies and from Federal Comprehensive Employment and Training
Act (CETA) funds, general revenue sharing, and antirecession
assistance programs.

Expanded services and _inflation
have increased expendituies

The county's 1976 total expenditures of $89.1 million
were up $10.4 million over 1975. 1Increases were $4.4 million
or 21 percent in the general fund, $3.1 million or 8.5 percent
in the welfare fund, and $2.9 million or 14 percent in the re-
maining funds. Estimates for all 1977 expenditures were not
available for a full comparison with 1976 actual expenditures.
On the basis o7 available comparable data, general fund ex-
penditures increased 11 percent and welfare fund expenditures
6 percent for 1977.

The 1976 general fund increase in expendituress of $4.4
million included a $1 million increase for the courts, jail
and government center. County officials attributed this to
ircreased services and inflation. Also. the sheriff's office
spent $500.000 for added deputies manda.ed by the courts,
ana the convalescent center spent $250,000 more in its
expandad facility.

Increased welfare expenditures were attributable to
annual cost-of-living adjustments in salary scales, increased
employee fringe benefits, and inflationary pressures on
supplies, insurance, utilities, etc. According to a welfare
department official, the department's caseload increased in
1976 and declined in 1977 but staffing levels have been
stable for 3 years.

The $2.9 million increase in 1976 in expenditures of
other funds reflected the authorized construction of a new
mental health center and an increased distribution ot
supplemental school tax funds. Also, the highway fund, the
road and street fund, parks and recreation fund, and the
public employees retirement fund experienced inflationary
increases.

General and_welfare fund
balances_are_low

Lake County's total fund balances were $25.3 million
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at the end of 1976. However, only $1.4 million was in the
adjusted general fund balance; a 20-percent decrease from
1975. Also, the net increase of $57,000 in total fund
balances in 1976 was due entirely to a sizeable increase
in the welfare fund balance. The welfare fund balance was
intentionally reduced in 1977.

The county had no estimates on the 1977 year-end fund
balances. However, there were indications the 1977 financial
situation had deteriorated. An official said all 1977 general
fund monies were appropriated. During 1977, supplemental
appropriations were made from revenue sharing funds, anti-
recession funds, and transfers from other funds. Also, the
Welfare Department's finances had reached a point where
the city was ronsidering a several million dollar bond issue
to help pay for 1978 operating expenditures.

Lake County may reach its legal
limit on outstanding debt

Outstaiding debt has increased from $15.1 million at
the end of 1975 to $17.1 million as of October 1977. The
increase resulted from new bond issues to finance township
poor relief. 1In December 1977, county officials informed
us an additional $2.5 million poor relief issue had been
appreved. Also, the county may need bonds for the Welfare
Department as mentioned above.

According to county officials, a State-imposed property
tax freeze prevents townships from raising enough annual
revenues to pay for poor relief assistance. When this
happens the county must issue poor relief bonds. The bonds
are repaid out of a tax levied in the recipient township.
However, the county is underwriting the liability and this
brings it that much closer to its iegal limit on outstanding
debt. Moody's Investor Service, Inc. rated Lake County's
bonds A-1 in January 1978, unchanged from the prior year,

The county's legal debt limit is 2 percent of the net
assessed valuation for the county. As of October 1977, the
county debt was 59 percent of this $28.8 million limit.
With added poor relief bond issues and a possible issue for
welfare operations, county officials are concerned about
reaching the debt limit,

Lake County has absorbed some services

Lake County has absorbed some services from other govern-
ments but has not relinguished the responsibility for any
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services. Two municipal courts were closed and their func-
tions absorbed by the county. Also the county is expanding
its mental health services as the shift from State hospitals
to community mental health centers takes place.

Capital spending has been sufficient
to maintain basic services

In 1976 and 1977 all major capital project appropriations
in Lake County were made out of Federal revenue sharing funds.
This practice will be continued in 1978. A county official
said there are some potential projects, such as court and jail
expansion, that have not been approved because of insufficient
funding. However, he maintained that basic services have not
been adversely affected by inability to fund any capital
projects.

In 1974, the county government moved into a new multi-
purpose center in Crown Point. A new juvenile center was
added in 1977. Other separate capital projects started in
1976-77 included a court house, a parking structure, and a
waste treatment plant,

MAJOR_FACTORS INFLUENCING
FISCAL HEALTH

Countv officials identified four factors as having the
most significant effect on Lake County's overall fiscal health
in fiscal years 1976 and 1977. Listed in the order of
significance, these factors were a property tax freeze, infla-
tion, tax base erosion, and unemployment/recession.

In 1973, the Indiana General Assembly enacted a property
tax freeze at the 1973 composite tax rate. All components
of the county tax rate except bonded debt and community mental
health (in 1976) came under the composite rate freeze.
According to county officials the freeze prevented the needed
increases in the property tax rates payable in 1976 and 1977.

Starting in 1978 the tax rate freeze will be replaced
with a freeze on the tax levy, i.e., the rate times the net
assessed value of the taxable property. According to county
officials, there has been an annual 5 perceit increase in net
taxable property values. They expect this trend to continue
through 1979 since the tax levy freeze also provides a 5 per-
cent 1978 increase over the previous highest levy, and an
8 percent increase in 1979. However, officials are concerned
because under the current law the increases will not be al-
lowed after 1979.
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According to county officials, inflation increases
expenditures but does nct help with revenues. The frozen
rates coupled with the lack of property value reassessment
since 1769 has precluded inflation from helping property tax
revenues. On the expenditure side, salaries, highway
maintenance, the convalescent home, the sheriff's office,
and the courts have all been affected. Without the Federal
CETA, general revenue sharing, and antirecession assistance
programs, the county would have had to reduce expenditures
soiw.e time ago.

County officials believe that the property tax base is
also being seriously eroded. Officials stated that property
in Gary is being abandoned, some apartment house owners have
stopped paying taxes, and the county is unable to sell the
property. 1In addition, in a current case the courts are being
asked to rule on whether personal property shipped out of
State should be taxable. County officials stated that an
adverse decision would significantly affect not only future
revenues but past revenues through appeais.

Unemployment and the recession were viewed as related
problems. Officials believe that recession caused a curtail-
ment in activity at the steel mills; this caused unemployment
which led to tax delinquencies. The CETA program has signifi-
cantly increased since 1975 and has helped fund county govern-
ment positions. The resultant increases in administrative
costs have been met with Federal funds.

County officials identified the same significant factors
affecting revenues and expenditures, as affecting overall
fiscal health, for the same reasons and in the same general
order. The ranked factors are shown below.

Revenues Expenditures

Tax freeze
Inflation
Unemployment/recessicn

(1) Tax freeze (1
(2) Tax base erosion (2
(3) Unemployment/recession (3

Rl S

Major financial and budget adjust-~
ments related to factors other
than the recession

The major financial and budget adjustments in 1976 and
1977 were in employment levels for existing services and in
allocations between component property tax rates. Increased
employment levels were made possible through Federal funding.
These and the other adjustments were not directly related
to recession-induced demands They were mostly related to
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new areas of emphasis, changes in jurisdictional responsi-
bilities, and the employment level adjustments which follow
flactuations in revenues.

In 1977, the county government had about 2,900 full
and part-time employees. This was about 250 employees more
than in 1975. The 1977 employees included 281 CETA positions,
up 93 positions over the 1975 level. A CETA program official
told us that new positinns were in various county departments
and offices. Non-CETA ‘unded positions were down 3 percent,
or 80 positi.1s in 1976, and up 10 percent, or 241 positions
in 1977. At least 75 percent of the non-CETA increase in
1977 was funded with Federal revenue sharing and antirecession
assistance funds.

In 1976 most of the county departments and offices
experienced decreased employment. The net decrease of 138
positions included a decrease of 58 CETA positions. The
largest non-CETA decreases came as a result of phasing out
a tuberculosis clinic (30) and reducing summer employees at
the fairgrounds (29). The largest 1976 increase was a
court-mandated increase in the sheriff's deputies (45). 1In
1977, with an increase in Federal funds, most departments
and offices maintained or increased their employment. There
was an increase of 151 CETA-funded positions. The largest
non-CETA 1977 increases were 82 positions at the convalescent
home to staff a new wing, and 21 positions at the prosecutor's
cffice to deal with fathers not meeting requirements for child
support.

County officials stated that the tax freere has caused
and will continue to cause financial and budgetary adjust-
ments. They believe that with the tax freeze and continued
inflation, the county cannot raise sufficient revenues on
its own. They stated that these financing problems under-
score the need for continued Federal subsidies through CETA,
general revenue sharing, and the antirecession progranm.

STATUS, USE, AND IMPACT
OF ANTIRECESSION FUNDS

All of the $650,337 of antirecession funds, which Lake
County received for the first five program guarters, were
appropriated within 5 months of receipt. As of October 31,
1977, $199,861 had been disbursed, and another $226,800
had been obligated.

The antirecession funds were appropriated to 15 different

departments or offices classified under the following four
functions: general government (69 percuat); health and
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welfare (16 percent); streets, roads, and public works

(10 percent); and courts, jails, and detention centers (5 per-
cent). The cost categories were personnel services (46 per-
cent); insurance premiums (36 percent): contractual services
(16 percent); and supplies and property (2 percent).

Th¢ personnel service costs were related to the hiring
of 126 employees, 98 part-time and 23 full-time. Seventy-two
positions were previously funded with other revenues. The
antirecession program, in effect, provided substitute funding
for these positions. The remaining 54 positions were new
hires. None of these positions were related to prior layoffs,
nor added demands caused by recessionary pressures.

The nonpersonnel costs were mainly related to initial
budget deficiencies. For example, the funds originally
budgeted for insurance premiums (workmen's compensation,
vehicles and equipment, etc.) were nearly depleted by
September 1977 when antirecession funds were appropriated.
Also, 64 percent of the contractual services were for the
renovation of the Gary courthouse because the funds normally
used to maintain the property could not absorb this expense.

The antirecession funds did not affect Lake County's
pre-1977 budgetary decisions and appropriation ordinance.
Six special appropriation ordinances were passed in March
through October 1977 to authorize the increased expenditure
levels.

Antirecession funds were used in 1977 to complement
and maintain existing services. The antirecession funds
were used because of a budgetary sgueeze caused by the tax
freeze and inflation. County officials maintain that
continued assistance is needed to finance these or similar
activities in fiscal year 1978.
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MONTGOMERY COUNTY, OHIO

Montgomery County, established in 1803, ranks fourth in
population and thirty-sixth in total area among Ohio's
88 counties. 1In 1975, an estimated 591,700 people resided in
the county which contains thirteen townships, ten cities, and
ten villages in a 465-square mile area. The largest city and
county seat is Dayton. The 1974 estimated per capita income
in Montgomary County was 34,902.

Montgomery County possesses only those powers delegated
by State statute or fairly implied from its delegated powers.
The major governing body is an elected three-member Board of
County Commissions (Board) which acts as the legislative and
budgetary authority for the county.

The Board has management resvonsibility for mandated and
discretionary services including a water and sewer facilities
network, solid waste disposal facilities, parks and recrea-
tional activities, county-wide planning functions, welfare,
and an animal kennel,

Other county boards and commissions operate facilities
for retarded citizens and for mental health, provide services
and care for dependent chiidren, and provide public defender
services. Separate tax levies finance some services and the
general fund supports the balance.

Independently-elected officials perform other county
functions which are financed primarily by the county general
fund. These include the county auditor, county treasurer,
prosecuting attorney, county recorder, county sheriff, county
engineer, clerk of courts, county court judges and Common
Pleas Court judges.

An aopointed ccunty administrator directs and supervises
the activities of departments respons’hle to the Board. He is
responsible for coordinating the activities of all county of-
ficials and boards in preparing the county budget.

FINANCIAL CONDITION IS IMPROVED

County officials said the financial condition of Mont-
gomery County was good and has improved significantly each
year since 1975 when expenditures exceeded revenues. This
improvement was accomplished by controlling and frequantly
monitoring the rate of expenditures and by reducing costs
through various actions including a 1976 layoff of 55 em-
ployees, a moratorium on hiring new emplcyees, and a reduc-
tion in the number of persons receiving general relief,

76



County officials anticipated a general fund surplus of about
$500,000 for the fiscal year ending December 31, 1977.

Montgomery County's revenues and expenditures for all
funds during 1975 and 1976 were as follows.

1975 1976

(in millions)
Total revenues $109.1 $141.4
Total expenditures 119.3 121.5

Revenues include taxes, licenses, fees, and transfers
from other governmental units, and expenditures include cap-
ital and operating expenditures.

Increase in revenues

County officials attributed the increased revenues during
1976 to financing for capital projects in the sanitation de-
partment, money borrowed for a land purchase, a new Federal
grant, increases in existing Federal grants and prcgrams, and
a State overpayment for Public assistance. The increased rev-
enues during 1976 strengthened the county's financial condi-
tion by increasing fund balances.

The major taxes levied by Montgomery County are pProperty
taxes and a sales tax. The following shows that actual rev-
enues from these taxes are increasing and property tax col-
lections have generally exceeded budget estimates.

1975 1976 1977

T e ettt o v . e e .t ———— . — B — ———— et

----------- {millTonsj= = ~ T=—o—_

Budget Actual  Budget Actual Budget

Property tax $16.7 $18.1 $18.0 $19.7 $18.6
Sales tax Not 7.1 8.2 8.2 8.0
available

County officials conservatively estimate revenues;
therefore, actual [evenues are normally greater than budget
estimates. County officials said the 1977 actual tax revenues
would also exceed the budget estimates.

The property tax revenue increase resulted from new
construction. Sales tax revenues rose because merchandise
costs increased. The property and sales tax rates digd not
change during 1975 through 1977.

A county official said the atmosphere for obtaining voter
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approval of tax levies appeared to be improving. He said

that in 1975 and 1976, many tax levies, including one to con-
struct and operate a new county home, were defeated. In 1977,
voters approved several tax levies, including a county-wide
one-mill levy for the mental retardation program.

Increase in expenditures

The county’'s expenditures increased about 2 to 4 percent
during 1976 and 1977 primarily because existing service costs
grew due to inflation and other factors, and new services wvere
added. County officials said inflation was the most signifi-
cant factor affecting expenditures and overall fiscal health
during 1976 and 1977 and provided the following examples show-
ing the inflationary impact on operations.

1975 1276 1977
Expenditure Actual Actual Budget recuest
Hospitalization $1,485,608 $2,014,857 $2,2256,650
Telephone rate increase 425,386 519,450 554,691
Insurance, taxes, etc. 3,602,157 4,708,668 5,374,493
Maintenance of prisoners 117,406 491,741 627,464

Other items which increased the county's cost of oper-
ation are as follows:

--Wages and salaries rose 4.7 percent or $.30 an hour,
whichever was greater.

—-The State legislature increased the contributions to
the Public Employees Retirement System. Effective
July 1, 1977, the county's contribution was increased
2 percent to 13.95 percent of payroll costs.

--Under a State plan, the county's welfare share expands
20 percent each year.

—-The county's two incinerators do not meet revised Fed-
eral air pollution emission standards. As a result, the
county must correct the problem or convert to another
solid waste disposal methoi. Several alternatives
were being considered.

--The cost of utilities increased because of the cold
1976-77 winter.

County officials said they have not relinguished respon-

sibility for providing any basic services but have assumed
more responsibilities, such as the following.
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~-The Ohio General Assembly forced the county to provide
public defender's services. The county anticipated
only partial reimbursement for 1977.

--The county must pay for three judges which were added
by the State legislature.

--The county began administering a program under which
the elderly and people on fixed incomes receive State
financial assistance payments.

To offset the increase in costs, the county reduced em-
ployrent and the number of persons on general relief. As of
October 31, 1977, Montgomery County had 3,521 employees or 466
fewer than as of December 31, 1975. Although the county laid
off 55 employees in March 1976, attrition, resulting from a
hiring freeze, caused most of the reduction. County officials
said non-essential positions were eliminated and the excess
personnel were transferred to essential positions as vacancies
occurred. They said no basic servicer were eliminated and the
reduction of employees minimally affected the level of basic
services provided.

General relief payments are made to persons ineligible
for other kinds of welfare or unemployment compensation. The
county reduced the number of persons on general relief by
limiting the period of payments to two months and requiring
persons to reapply for assistance after a 6-month period.
Previously, persons could be on general relief indefinitely.

Changes in fund balances

The year-end fund balances were:

1974 1975 1976

(in miliions)
General fund $ 4.2 $ 2.8 $ 2.8
Other funds _22.1 _13.4 _33.3
$26.3 $16.2 $356.1

o e - S - -
====== =|=== ===

County officials said the fund balances at the end of 1977
would be about the same as 1976.

A county official said the changes in the year-end fund
balances resulted from normal operations except for a $7 mil-
lion State overpayment. This overpayment caused the Public
Assistance Fund to be considerably higher at the end of 1975,
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The method of refunding the overpayment had not been deter-
mined.

The President of the Board said the Board controls the
general fund but has less control over the other funds, which
include the Board of Education, the District Board of Health,
Public Assistance, Motor Vehicle and Gasoline Tax, Regional
Planning Commission, bond retirement, sanitary revenue and
construction funds.

Financing of capital projects and indebtedness

Adontgomery County did not finance capital projects from
its general fund during 1976 and 1977 because funds were not
available but began capital projects using other funds. Since
capital projects are approved on a funds-available basis, no
approved projects were delayed. Funded projects included park
acquisition and development, wa*er facilities, road improve-
ments, and partial renovation of a county-owned building. A
county official said these projects would not have been accom-
plished without outside financial assistance, such as Federal
grants.

The county's indebtedness increased about $7.7 million
during 1976. Two of the new debts were $1.0 million for a
land purchase and $9.5 million for a water project. A county
official said the total indebtedness would decrease during
1977. The county has maintained a bond rating of Aaa on its
general obligation bonds since 1974.

STATUS, USE, AND_ IMPACT OF
ASSIDTANCE FAYMENTS

Montgomery County received $612,982 in antirecession
assistance payments for the period July 1976 througsh October
1977. As required by Office of Revenue Sharing regulations,
the county appropriated each quarter's antirecession payments
within six months of receipt. As of October 31, 1977,
$441,792 was disbursed for salaries, wages, and utilities.
The balance of $171,190 was appropriated for utilities pay-
ments.

The disbursed antirecession payment funds were used as
follows:
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Program Expense 1976 1977 Total

— .

Sheriff Salaries & Wages $102,565 § $102,565
Parks and
Recreation Salari.s & Wages 47,636 47,536
General Public
Buildings Utilities 59,208 232,383 291,591
Total $209,409 $232,383 $441,792

The salaries and wages paid with the antirecession pay-~
ments covered selected pay periods and eliminated the need to
use the general fund to finance an additional increase in the
budgets for the Sheriff and parks and recreation. The anti-
recession payments were alsc used to pay for utilities which
increased as a resuit of the 1976-77 winter,

The antirecession payments were used to maintain basic
services normally financed by the general fund. As such,
the antirecession payments had no impact on the tax rates
Oor the number of county employees. The assistance payments
were used to maintain the county's general fund balance. If
the assistance payments had not been available, a county of-
ficial said there may have been a general fund deficit Ffor
the year,and they would no: have been able to grant an em-
ployee pay raise. '
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MULTNOMAH COUNTY, OREGON

Multnomah County is Oregon's smallest but most populous
county. 1Its total area is 470 square miles; and its 1976
population was 553,000, of which 382,000 resided in Portland,
Oregon's largest city. According to a Portland Chamber of
Commerce official, the county's economy is well diversified.
The major industries are electronics, lumber and wood pro-
ducts, and food processing. Statistics provided by Oregon
State Employment officials show the county's unemployment
rate has decreased from 8.1 percent in October 1976 to
7.0 percent in October 1977.

Multnomah County is a general-purpose municipal corpor-
ation which operates under a 1967 home-rule charter that
ascsigns legislative authority to a five-member board of com-
missioners and administrative responsibilities to the chair-
man of the board., Multnomah County's total gross budgets for
fiscal years ending June 30, 1976, 1977, and 1978 were
$103,286,201; $115,443,429; and $131,537,571, respectively.
Multnomah County provides a wide array of basic governmental
services to the public, such as health, justice, and roads.

FINANCIAL CONDITION IS IMPROVING

Multnomah County officials said the county's financial
condition is improving but still far from good. An official
said that although the county has done well financially in
the last two years, they still believe that because of future
committments their condition is not healthy. The officlal
said the county cannot use debt to finance capital projects
and must build up cash surpluses. He foresees two projects
in the immediate future which will drain these surpluses.
Furthermore, the county is not certain that the recent pros-
perity will continue in the future.

In 1977 a series of financial policies were adopted to
limit expenditures, excluding grants, to an annual growth
rate of 8 percent and to change from & modified cash basis of
accounting to a modified accrual basis. An $8 million deficit
that was projected for fiscal year 1977 did not occur because
of $2 million in budaet cuts, three new taxes, and a policy
to spend only 95 percent of budgeted amounts. Actual 1977
revenues exceeded expenditures by $16.9 million because rev-
enues were $6.7 million over the amount budgeted and
$10.2 million budgeted expenditures were not expended, includ-
ing $6.7 million dedicated to specific programs such as the
Medicaid Demonstration Project and capital projects. An ad-
ditional $2 million in revenue sharing money is held in a
sinking fund for the 8 percent planned growth in expenditures
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in 1978.

In fiscal year 1977, total revenues increased about
25 percent over the previous year's revenues while expend-
itures rose only about 8 percent. The revenue increase was
about 6 percent more than the amount budgeted. Expenditures,
however, were about 9 percent less than budgeted. As a re-
sult, during fiscal year 1977, revenues exceeded total ex-
penditures by about 16 percent. According to the budget
director, all revenues are being collected as projected in
the fiscal year 1978 budget.

Property tax, a major revenue source, accounted for about
30 percent of 1977 total revenues. In 1977, property tax rev-
enue increased 14 percent, which was 3 percent higher than
budgeted. A 4 percent increase over fiscal year 1977 actual
broperty tax revenues is budgeted for 1978. A Multnomah Coun-
ty official said that new taxes levied on business income,
gasoline, and motor vehicle rental provided additional rev-
enues of about $3.9 million in fiscal year 1977.

Between fiscal years 1976 and 1977, intergovernmental
revenues increased from $23.8 million to about $35.0 million
or nearly 47 percent. This increase was primarily due to ad-
ditional Federal funds for CETA ($2.8 million) and the Medi-
caid Demonstration Project ($6.2 million) and raised the In-
tergovernmental revenues proportion from 24 percent to 29 per-
cent of the county's total revenue. Multnomah County budgeted
a 13 percent growth in the revenues in 1978, due primarily to
a $3.3 million increase in State funding and a $2 million in-
crease in Federal funds for antirecession assistance.

Actual expenditures in fiscal year 1977 were about 9 per-
cent less than budgeted but aLout 8 percent more than the ac-
tual expenditures in the previous year. Expenditures in-
creased primarily in justice and health services. For 1978,
total expenditures are budgeted to exceed 1977 actual expend-
itures by 25 percent,

Multnomah County's general fund year-end balance in-
creased about $4.2 million in fiscal year 1977. A county
official said this increase is largely due to new taxes and
accounting changes. The general fund is one of the two main
operating funds; roads is the other. Since the county has no
long-term debt, these balances are used to finance future
capital projects and may also be needed for emergencies. For
example, a scheduled jail relocation is expected to deplete
most of these fund balances by fiscal year 1980.
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A county official said that while no large capital pro-
jects have been cancelled during the last few years, there
have been delays due to the engineering backlog which was
created by placing a higher priority on preparing public
works projects funded under title I of the Public Works Em-
ployment Act. Since capital projects are funded by current
operating funds and grants, the budget director does not be-
lieve that any of the delays reflect unfavorably on the
financial strength of the county. None of the delays were
due to financial problems.

A Multnomah County official said that the county has
not assumed responsibility for services previously provided
by another government nor relinquished responsibility for
any services.

MAJOR FACTORS INFLUENCING
FISCAL HEALTH

Officials told us that inflation was a major factor
affecting the county's financial condition. A significant
positive factor, however, is the tighter financial controls
recently implemented to avoid expanding operating levels Le-
yond the county's revenue capacity.

The budget director said that significant factors af-
fecting revenues during the current and previous fiscal
years are:

--The need for new revenue sources to pay for the wid-
ening range of government functions the State channels
through county government.

--Property taxes, other than special levies, are lim-
ited by State law to an annual 6 percent increase.

The major factors affecting expenditures, according to
ccanty officials, are:

--Inflation, as shown by increased personnel costs.
Personal services represented 42 percent of total
actual expenditures in fiscal year 1977.

--Increased government functions channeled Ly the
State through county government.

Officials said that demand has increased for the county

to support a variety of community activities and health and
justice services. They said the county does not lave the
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money to meet these demands but is trying to finance some with
antirecession funds.

Between November 1975 and July 1976, county employment
decreased f:om 2,403 to 2,247. A county official said that
this decrease was due to 38 layoffs, a hiring freeze, and
cuts in bLudgeted positions that were imposed in anticipation
of voter disapproval of new taxes. The county's budget di-
rector said that this decreased the county's service levels.
Voters, however, approved the new taxes, and in Augqust 1976,
the county resumed hiring. As of September 1977, county em-
ployment increased to 2,421 (excluding 178 CETA employees).
County officials said that service levels have remained about
the same since the end of fiscal year 1977.

STATUS, USE, AND IMPACT OF
ANTIRECESSION FUNDS

Multnomah County had received $2,979,431 for the first
six quarters of the antirecession program. Of the $2,367,514
received for the first five quarters, the county had appropri-
ated $2,108,703 as of October 31, 1977, as follcws:

Appropriation
Amount Percent
Parks $ 848,059 490
General control 538,245 25
Other 308,903 15
Police protection 111,000 5
Housing and urban renewal 105,220 5
Health 100,001 5
Libraries 58,000 3
Financial administration 38,575 2
$2,108,703 1008

— ———

A Multnomah County official said that antircession money
is being disbursed or obligated within 6 months of receipt
as required. The county official said that plans for future
funds are being prepared which emphasize additional jobs and
employee benefits,

A Multnomah County official said that all project*s funded
with antirecession funds expanded the county's basic . rvices.
For example, as of October 31, 1977, 24 projects hav  »een
approved and funded with antirecession funds including home
winterization and crime prevention for the elderly, nursing
home assessment, and circuit court evidence management. The
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official said that if antirecession funds are discontinued,
then each project will be cut unless it has become important
enough to replace some other budget item.

As of October 31, 1977, approximately $1.6 million has
been allocated for salaries for 66 employees. The reraining
$544,000 was appropriated for supplies and equipment
($436,000), repairs and maintenance ($58,000), and construc-
tion ($50,000).
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NORFOLK COUNTY, MASSACHUSETTS

Norfolk County covers 408 square miles in eastern Massa-
chusetts with a 1975 population of 620,346. Quincy, the orly
city in the county, contains about 14 percent of the popula-
tion. The county's economic base is distributed among and
integrated with the Boston, Brockton, and Providence-Paw-
tucket-Warwick Standard Metropolitan Statistical Areas.

According to Massachuseits Department of Commerce and
Development data to be published later this year, 10,728 firms
employed an average of 167,345 persons and had an annual pay-
roll of $1,684,584,963. The following industries accounted
for 83 percent of total employment: wholesale and retail %trade
(34 percent), manufacturing (29 percent), and service indus-
tries (20 percent). Manufacturing contributed most to the
county in terms of payroll with 778 firms reporting a combined
annual payroll of $621,176,470 and combined average employment
of 48,663 persons. Estimated per capita income for Norfolk
County in 1974 was $5,605.

Norfolk County is an administrative arm of the State.
The State approves the county budget, and by so doing, estab-
lishes the amount of the tax assessment to the local qovern-
ments. Major county operations include the court system, jail
and house of correction, county agricultural school, and the
county hospital.

FINANCIAL CONDITION IS HEALTHY

An official said that the current financial condition of
the county is healthy, citing the county's Aaa bond quality
rating, small outstanding capital debt, and low per capita
county tax cost as reasons rfor this view. This condition has
remained the same since our February 1977 visit. The ccunty
needs no additional borrowing authority. No new capital pro-
jects were delayed or started in fiscal year 1977; however,
two had been completed.

Re7enues for fiscal year 1977 exceeded those of fiscal
year 1975 by 43 percent. No predictions could be made for
fiscal year 1978 because the State legislature has not yet
approved the budget. The assessment rate was revised in
January 1977 to be effective in fiscal year 1978, but no
significant changes will occur in the total assessment base.
Revenue-raising capacity has not changed.

The demand for services has increased. For example, the

county is considering opening the courts at night due to an
increased caseload. Budget reguests for fiscal year 1978
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were up $6 million from fiscal year 1977, and about 64 percent
of the total budget request was for personal seivices. Ex-
penditures increased by about 10 percent from fiscal year 1976
to fiscal year 1977. The largest part of this increase was
for court expences and judicial salaries, the couaty agricul-
tural school, the jail and house of correction, and the regis-
trar of deeds.

The county's unappropriated balance decreased 14 percent
from fiscal year 1976 to 1977. The portion relating to the
county hospital decreased by about 80 percent. An official
said that hospital losses of about $3 million in recent years
have required special assessments.

Long-term debt decreased $385,000 (10 percent) from fis-
cal year 1976 to fiscal year 1977. The county has had no pro-
blems obtaining long- or short-term financing. A county of-
ficial stated that the Moody's Investor Service, Inc. bond
quality ratings for Norfolk County were Raa in 1976 and re-
mained unchanged through January 1978.

The county has not assumed or relinquished responsibility
for providing any services.

MAJOR_FACTORS INFLUENCING FISCAL HEALTH

Officials viewed the major factors affecting fiscal
health as the increasing cost of court expenditures, per-
forming work in certain county departments which is also per-
formed at the State and local level, and delays by the State
legislature in approving the budget which requires the
county to borrow money for operations. Once the budget is
approved, the county has no difficulty in raising revenues.
The county is authorized by the State to collect an assess-
ment from the municipalities based on an equalization and
apportionment schedule prepared by the State.

Inflation has a greater effect on county expenditures
than recession. An official stated that inflation occurred
in the form of increased salery and frinje benefits and rising
prices of goods and services. Administrative costs, except
for salaries, have not increased significantly.

The number of full-time county employees rose about
6 perccnt from 1976 to 1977. The increases occurred mainly
at the hospital, jail and court offices. Comprehensive Em-
Ployment and Training Act employees, which are accounted for
separately, numbered 24 in fiscal year 1976, 29 in fiscal year
1977, and 62 in November 1977.
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STATUS, USE, AND IMPACT OF ANTIRECESSION FUNDS

As of October 31, 1977, the county had received 6 quar-
terly antirecession payments totalling $1061,735, of which
$73,050 had been appropriated. The remaining $28,685 will
be appropriated when the State legislature approves the 1978
budget.

In fiscal year 1977, salary increases for county employ-
ees were appropriated in a supplemental budget. The funds
also reduced the tax assessment to cities and towns. One of-
ficial said the pay raises would have been made anyway; but
without the funds, the tax assessment would have been greater.

89



RIVERSIDE COUNTY, CALIFORNIA

Riverside County, with an estimated 1976 population of
about 540,000, is the eleventh largest of California's 58
counties. Located in Southern California, it comprises 7,200
square miles, almost as large as the State of New Jersey.

The economy of Riverside County is well-balanced, including
agriculture, industry, and tourism. Business forecasts pre-
dict continuing rapid development and expansion of the eco-
nomic base and a 5 percent increase in the median family
income over the 1977 level of $15,655. Construction activity
is expected to decrezase some from the 1977 levels when housing
permits increased 50 percent.

The county is governed by a five-member Eoard of super-
visors, each elected from a separate district. Nine other
officials, including the auditor-ccntroller and assessor, are
elected. A county administrative officer and 30 other
appointed department heads assist in managing the county. 1In
addition to the departments, the Board of Supervisors governs
five types of county-wide districts, the largest being the
flood control district. The county provides a wide range
of services including public protection, public ways and
facilities, health and sanitation, public assistance, and
parks.

FINANCIAL CONDITION IS GOOD

County officials told us that the county's financial
position improved from fiscal years' 1975 and 1976 fair status
to good in fiscal year 1977. The auditor-controller said the
county's financial condition is slightly better in fiscal year
1978.

The county's general fund uncommitted ending balance or
surplus, which is a gocd measure of fiscal health, indicates
the governmenc's improved financial condition. 1In fiscal year
1975, the effects of inflation and the recession reduced the
general fund surplus to $44,000 from the $3.8 million balance
in fiscal year 1974. The balance rose to $1.1 million in 1976
and in fiscal year 1977, the county's financial condition im-
proved greatly as the general fund surplus rose to $6.4
million. This increase of over $5 million resulted from
greater than expected county-generated revenue, additional
Federal funds, and belt-tightening measures to limit expen-
ditures,

The auditor-controller rated the county's financial

condition in fiscal year 1978 as slightly better than 1977
because of the higher beginning uncommitted operating fund
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balance, higher than expected revenue collections, and a
large increase in property tax assessments.

Fiscal year 1977 revenue and expenditure data reflect the
improved financial condition noted by county officials. Total
revenues grew 17.9 percent due to increases in property taxes,
revenue from construction and real estate activity, and
intergovernmental revenue. Total expenditures were up only
9 percent due to the county's efforts to limic expenditures.

In fiscal year 1978, growth in expenditures was expected
to exceed that of reveruec by 8 percent, necessitw*ing the
planned use of some of the general fund surplus crected in
fiscal year 1977; but because revenue collections are higher
than expected, the county's financial outlook is still good.

Revenue outlook good

In fiscal year 1977, revenues exceeded the budget esti-
mates and prior year's collections for each major revenue
category as shown below.

Fiscal year Fiscal year 1977
1976 actual Budgeted Actual
(in mi1llions) -

Revenues from own sources:

Taxes:
Property $ 47.55 $ 55.47 $ 56.41
Sales and use 4.51 4.83 5.32
Other 1.84 2.08 2.44
Charges and miscellaneous 13.82 15.6u 17.34
Total revenue from own
sources $ 67.72 $ 77.98 $ 81.51
Intergovernmental revenue 87.68 _99.69 101.66
Total revenues $155.40 $177.67 $183.17

The auditor-controller told us that based on the first
quarter trends of fiscal year 1978, Riverside County is
achieving revenue estimates and may exceed estimatec in sales
tax revenue by $1.5 million.

Taxes

The two major taxes levied by the county are property and
sales taxes. These taxes accounted for 95 and 96 percent of
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taxes raised in fiscal years 1976 and 1977 and contributed
about 32 and 34 percent of the budget for the respective years.
The taxes are expected to generate similar tax revenues in
fiscal year 1978.

Property taxes accounted for about 88 percent of tax
revenues during fiscal year 1977. Taxable property is assessed
at 25 percent of full market value and rates are levied per
$100 of assessed value. Real property has been reassessed once
every 4 years.

Of the total tax revenues increcase of $10.3 million in
fiscal year 1977 over 1976 collections, property taxes ac-
counted for $8.8 million. This increase resulted from
a higher property assessment and a tax rate increase of
$.29, or 11 percent, and was attributed to inflation and
expanded services mandated primarily by the California
Legislature. For fiscal year 1977, the Board of Supervisors
identified $2.4 million in added costs resulting from new
State~-mandated activities and $4.7 million because the
State has decreased its share of program costs.

Fiscal year 1978 budget figures anticipate only a 6 per-
cent increase in property tax revenues due to a $.38, or
13 percent, decrease in the tax rate. Revenues in this area
are still increasing, however, due to a 20 percent increase
in the assessed valuation. Other less significant factors
contributing to the decision to reduce the tax rate were
department heads' efforts to minimize fiscal year 1978 expend-
itures, using fund balances to finance fiscal year 1978
budget, and increased income anticipated from other revenue
sources.

Beginning with fiscal year 1974, the maximum tax rate
which may be levied by any ccunty in California for general
purposes must be the combination of all county-wide property
tax rates levied for such purposes in either fiscal years
1972 or 1973. An alternate method provides for a maximum
tax rate computation based on annual population changes,
changes in the cost of living, and assessed valuation. The
county used the alternate method to calculate the following
tax rate limits.
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_.13976 1977 1978
Maximum tax limit 1/ 3.725 4.010 4.034
Actual county levy
general purposes 2.629 2.920 2.541
Percentage of tax rate
to tax limit 71 72 62

1/ The tax rate applicable to debt service is exempt from the
T limit.

The local sales tax on tangible personal property remained
at 1 percent during the fiscal vears 1976, 1977, and through
The county receives 1 sercent of taxable
sales in the unincorporated areas of the county but no more
-3 of 1 percent cf the taxable sales in the incorporated
cities.

Charges and miscellaneous

In fiscal year 1977, revenues from charges and miscel-
laneous revenues increased $3.5 million over fiscal year 1976
and $1.7 million over the 1977 budgeted. These increases
were due to a general improvement in the economy and an
increase in building construction and real estate sales.

A small (3 percent) decrease was budgeted for fiscal year
1978 because the fiscal year 1977 growth in this category
was not expected to continue. No significa.t attempts were
made to raise user charges in fiscal years 1977 and 1978,

Intergovernmental revenue

Intergovernmental revenue
of the total revenue collected

accounted for over 55 percent
by the county in fiscal years

1976 and 1977, and is expected to account for over 57 percent
in fiscal year 1978. Intergovernmental revenue comes from two
sources-—-State and Federal. They provided the following

tevenue in fiscal years 1976 and 1977.
__Fiscal years —_ ;Egggggg__“_‘__
1976" 1977 Dollar_ ~ Percentage
(1in millions)
State $48.43 $ 52.78 $ 4.35 8.98
Federal 39.25  _48.88  9.63 24.54
Totals 587.68 $101.66 $13.98 15.94

_——{=as= =====
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The increase between fiscal years 1976 and 1977 generally
occurred to cover added program costs. There was no significant
difference between fiscal year 1977 budgeted and actual inter-
governmental revenues.

Intergovernmental revenues are expected to increase 15
percent in fiscal year 1978. The increase is primarily the
result of new programs funded with dollars from public works,
land-in-lieu, housing and urban development, and revenues
provided to ccver added program costs.

Expenditures

Between fiscal years 1976 and 1977, total expenditures
increased 9 percent, from $162 million to $176 million. Total
expenditures for fiscal year 1978 are expected to increase to
$207 million or by 18 percent. The following table summarizes
operating and capital expenditures for these fiscel years.

__1976 _ 1977 ___ 1578
Expenditures _Actual _~ Budgeted Actual  Budgeted
(In millions)
Operating S$156.88 $173.36 $173.16 $201.37
‘apital _5.21  __2.63 _3.07 _6.01
Totals $162.09 £175.99 $176.23 $207.38

Growth in operating expenaitures
attributed to inflation

Operating expenditures increased in fiscal year 1377 pri-
marily due to inflationary increases in wages, supplies,
and administrative costs; and the expected rise in fiscal
year 1978 expenditures were mostly attributed to the same
problem,

Operating expenditures for fiscal year 1977 were 0.1
percent less than budgeted. The only significant difference
betwean budgeted and actual operating expenditures in fiscal
year 1977 was in public assistance which increased by about
$2 million. The Deputy Directer of Administration, Department
of Public Sociel Services, said they underestimated these
expenditures.

Although efforts were made to keep expenditures at a

minimum, such as a hiring freeze ‘n fiscal year 1977, normal
levels of basic services were not affected in fiscal year
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1977 or 1978. Also, Riverside County has not assumed respon-
sibility for providing services Previously provided by other
governmental units, nor has the county relinquished any
authority to provide services.

Capital expenditures

Capital expenditures decreased 41 percent from $5,2
million in fiscal year 1976 to $3.1 million in fiscal year
1977. The decrease Primarily resulted from the county
allocating fewer Federal revenue sharing funds in fiscal
year 1977 to construction and land acquisition since
these funds were needed for operating expenditures., 1In
fiscal year 1978, appropriations for this category increased
to $6 million as the funding situation was less stringent
due to surpluses in fiscal year 1977 and property tax
assessment increases.

The county started four maior capital projects in fiscal
year 1977 and two major capital projects in fiscal year 19/8
valued at $4,642,661 and $1,760,571, respectively, generally
with Federal revenue sharing, public works funds, and joint
powers lease purchase bonds.

No major construction projects receiving funding were
delayed in fiscal year 1977 and none are planned for fiscal
year 1978. According to the county administrative officer,
several projects are always in the Planning stages and several
of these were not begun since the county did not commit ade-
quate funding from its own sources and was not successful
in obtaining Federal funding. The county administrative
officer said the start or uelay of capital projects does not
indicate a strength or weakness in the county's fiscal
health,

Debt structure good

Riverside County's debt position i3 goud. At the end of
fiscal year 1977, total general obligation debt was less than
1 percent of the statutory debt limit. No general obligation
bonds or short-term debt were issued in fiscal year 1977 ang
none are anticipated in fiscal vyear 1978. Moody's Investor
Service, Inc. rates the county general obligation bonds high
quality (Aa) as of January 1978, unchanged from the prior
year. The debt to revenue ratio remained at less than
1 percent in fiscal years 1976 and 1977, and per capita debt
was $1.51 in fiscal year 1977.
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MAJOR FACTORS INFLUENCING
FISCAL HEALTH

County officials stated that {1) inflation, (2) increased
program costs resulting from Federally-mandated programs and
more importantly State legislative actions, and (3) increasing
demand for services are the major factors negatively affecting
the fiscal health of Riverside County. These first two areas
are also considered the major long-term problems facing the
county. Inflation affects all areas of the budget, salaries
as well as supplies. TFor example, between 1972 and 1976,
accounting clerk salaries rose 31 percent and the cost of
pciice cars rose 40 percent primarily as a result of inflation.

Additional county expenditures are required because the
State does not adeguately reimburse the county for services.
For evample, according to county officials, California does
nct maintain its proportional contribution to partnership
programs such as Medi-Cal. The county identified $4.7 million
recuired expenditures resulting from this problem in fiscal
year 1977. Also, the county identified $2.4 million in
fiscal year 1977 costs needed to implement State-mandated
programs which, according to statutes, would have little or
no financial impact on the county. The county officials
estirated that the tax rate could have been reduced $.41 (14
percent) 1f they did not have these burdens.

According tec county officials, the third factcr, increasing
demana for services has been growing steadily over several
yzars. Due to efforts to control expenditures, this rising
demand was not reflected in buvdget appropriations. Officials
stated that over the last several years demand for services
has increased most in police protection, judicial services and
health care.

Accordiny to county officials, factors related to the
property tax, which accounts for about 69 percent of revenue
from their own sources, were the primary factors affecting
the county’s revenue-raising capacity. They noted the
foilowing factors as being significant.

--Taxpayer's ability to afford increasing
tax levies.

--Froperty tax base growth.
--The general economic trend.
The first two factors are interrelated. Although the

assessed valuation of property has been increasing, thereby
providing a broader base from which to collect revenue, the
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total tax levy has been consistently increasing, Creaating a
greater tax burden on property owners. For example, although
the assessed valuation increased 20 percent in fiscal year
1978, allowing the county to reduce its tax rate, the property
tax levy increased $3.6 million, Placing an increased burden
on homeowners,

The general economic trend affects the county's revenue
to a smaller degree. For example, during the recessionary
period sales tax revenue was about $200,000 less than expect-
ed; however, during fiscal Year 1977 sales tax revenue was
about $500,000 above budget estimates due to an improving
economy.

STATUS, USE, AND IMPACT OF
ANTIRECESSION FUNDS

As of October 31, 1977, the county had received and ap-
propriated the first six quarterly antirecession payments
totaling $3,480,256 and interest of $79,822. since the sixth

payments had been designated for use in the following func-
tional areas,.

Expended Appropriated but
Or obligated _not disbursed Total
Highways and streets $ 379,726 $ 500,000 $ 879,726
Police protection 275,000 0 275,000
Correction 9,000 0 9,000
Financial adminig-
tration 75,000 0 75,000
General control 35,000 0 35,000
Courts 96,000 0 96,000
Parks 31,572 0 31,572
General public
buildings 23,044 0 23,044
Public welfare 0 950,000 950,000
Contingencies - not
vyet allocated to
specific functions ——__0 356,235 a/ 356,235
Totals $ 924,342 $1,806,235 $2,730,577
Percentage of total 33.9 66.1 100

a/0n December 20, 1977, this amount along with the antireces-
sion funds from subsequent periods was allocated to various
county departments.
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The following schedule identifies the specific uses of
the antirecession funds for the five guarters of payments.

Disbursed Appropriated but

or obligated not disbursed Total
Salaries for positions $ 644,616 $ 0 $ 644,616
Repairs and maintenance 279,726 500,000 779,726
Wage and benefit increaes 0 356,235 356,235
Other (AFDC-categorical
aids) o 950,000 950,000
Totals $ 924,342 $1,806,235 $2,730,577

F e v P Yy ——— - — - -
===s=== _=EEss==s _—=s=sEs===

The fiscal year 1977 funds appropriated for salaries were
used for two reasons--first, to maintain salaries of current
employees and second, to add new employees in positions which
were authorized but unfilled due to insufficient appropri-
ations.

The countv added 29 new full-time employees who replaced
personnel lost througn attrition. The following schedule
lists these by department.

Full-time positions

Program/function (New hires)
Parks and recreation 10
Financial administration 13
General public buildings 5
Other - correction 1
Total 9

e

County officials could not estimate how many layoffs
would have occurred if antirecession funds had not been avail-
available. However, the hiring freeze implemented in fiscal
year 1977 made layoffs a remote possibitity since the freeze
helped create a fund balance in the salary account.

Public employment, after remaining relatively unchanged
in fiscal year 1977, is beginning to grow. County officials
attributed the lack of growth in fiscal year 1977 to the hir-
ing freeze mentioned previously. As of October 1978, employ-
ment had risen about 4 percent, from 5,947 to 6,188. The
auditor-controller stated that this increase was possible due
to the improved financial condition and additional Federal
funds from the Comprehensive Employment and Training Act.
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Funds used to maintain
basic services

Our review of. the county documents indicates that the
$2,730,577 will be used to maintain basic services. Of this
amount, $1,000,851 will be used to pay for salaries and
across the board salary increases. The remaining $1,729,726
will go to the Aid to Families with Dependent Children
budget unit to help fund the county's portion of current
welfare benefits rather than add new benefits, and for
repairs and maintenance.

Views of officials on the impact
of antirecession funds

The county administrative officer stated that anti-
recession funds have had a large impact on the county
in the most recently completed fiscal year and the current
year. He said the funds have affected tax levies, levels
of service, and employment. Use of the funds in the initial
budget process in fiscal year 1978 allowed the Board of
Supervisors to keep the tax levy to a minimum. Also, as
indicated previously, the county hired 29 people as a result
of having received the funds.

The county administrative officer said if the funds had
not been available, the county would have either raiscd
the property tax levy to make up the loss or reduced services
by tihe appropriate amount. Considering the policy of the
Board of Supervisors, they would probably cut services since
they are committed to keeping the tax rate as low as possible.
If the program is discontinued, the county will have to
take similar measures: increase taxes, layoff people, or
reduce rates of service.

Impact of antirecession funds
on Riverside County's total
budgetary operation

The county was categorized in ocur previous review as
collecting revenues on line to meet budgeted expen-
itures and antirecessizn funds were used to increase
the authorized level of expenditures; however, this only
partially occucred. For example, the county appropriated
antirecession funds in fiscal year 1977 for salaries
($520,C00) on the basis that initial appropriaticens had
not been sufficient. However, salary expense accounts
recelviny the funds had large year-end balances which were
returned to the ceneral fund surplus. The takle on the
next page more clearly demonncrates this ccndition.
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Amount Account balance

Department Account appropriated at year-end
Assessor salary $ 60,000 $ 40,174
Elections salary 10,000 12,233
Municipal Court-
Desert salary 25,000 5,508
Road Department special dept.
expense 279,726 1,416,551

The auditor-controller agreed that this was the net
effect of the funds. Another factor which probably contri-
buted to thic fund balance condition was the hiring freeze.
On March 22, 1977, one month after the initial fund appro-
priatior the Board of Supervisois instituted a hiring
freeze . der to increase the year-end fund balance.

The county administrative officer agreed that this had a
large effect on salary account balances and prevented the
county from using the salary contingency fund.

The best classification of antirecession fund impact on
the current fiscal year (1978) is that revenues are being
collected on line to meet budgeted expenditures and the funds
are being used to maintain the authorized level of
expenditures,
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drawn primarily from taxes. She explained that the city is
required by statute to budget for a zero general purpose funds
ending balance; however, Phoenix, historically, has achieved

a fund surplus.

The budget analysis administrator said that during fiscal
year 1977, city officials had projected a deficit for fiscal
year 1978 following the repeal of the szles tax increase and,
to avoid this defici%, made a concerted effort to achieve a
general purpose funds surplus by the end of fiscal 1977. The
resulting $10.7 million surplus was primarily due to the
£cllowing factors:

--the ending 1976 surplus was actually $2.5 million
greater than anticipated;

--belt-tightening efforts during 1977 reduced budgeted
expenditures by $4.8 million; and

--revenues were $3.3 million over those expected in 1977
including $1.8 million in antirecession assistance that
had not been budgeted.

In September 1977, based on two months actual data, the
city projected a general purpose funds surplus of $2.2 million
at the close of fiscal year 1978. This change from the
planned zero balance occurred primarily because the $10.7 mil-
lion surplus at the end of 1977 was $2.1 million more than
anticipated. The budget analysis administrator says that
operating revenues are coming in stronger than anticipated and
she expects the general purpose funds surplus at the end of
1978 to be higher than the $2.2 million estimate. She said
that city officials consider this a sign of a healthy finan-
cial condition.

Long-term debt structure good

The city has maintained a sound credit rating during
fiscal years 1977 and 1978 which has allowed it to finance
capital projects at low interest rates, without approaching
its legal debt ceiling. Due to the city's sound credit
rating, bond sales continue to receive very favorable low
interest rates. The city's general obligation bonds were
rated Aa by Moody's Investor Service, Inc., in January 1978,
unchanged from 1977.

The total debt cutstandinygy increased from $270 million
to $330 million between fiscal years 1976 and 1977, or about
22 percent. The ircrease is due to $71 million ir bond sales,
primarily general oubligation and revenue bonds, offset by
$11 million in bonds retired during fiscal year 1977. About
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Officials attributed the county's financial health to
¢onservative management.

Changes in revenues
and expenditures

Total revenues and expenditures rose more than 18 percent
from fiscal year 1976 to 1977. Revenues approximated expen-
ditures each year.

Revenues from own sources increased 24.4 percent over the
prior year, and exceeded the fiscal year 1977 budgeted amount
by 20.4 percent. Three major categories of revenue comprise
this grouping, and the actual comparisons are illustrated
below.

Revenues as a percent increase

Revenue source Over prior year Ove: budget
Property tax 31.8 18.4
Charges and miscellaneous 7.9 44.0

An official said the property tax growth was the only
abnormal increase over the prior year. This resulted from a
property tax rate increase from $.97 to $1.20 per $100 of
assessed value. The county manager said more revenues were
needed to counter inflationary effects and to make the county
less dependent on Federal funds. The commissioners believed
it was unwise to rely on intergovernmental revenues to finance
county services such as refuse collection.

For fiscal year 1978, the property tax was decreased to
$1.15 per $100 of assessed value because the county anti-
cipated increases in property listings and intergovernmental
revenues. Officials said it was too early to predict if
current year revenue estimates would be met, but they
pelieved they would.

Intergovernmental revenues increased from $10.2 million
in fiscal year 1975 to $11.6 million in fiscal year 1977
(13 percent). Various intergoverrmental revenue categories
changed, but the most significant were in the Comprehensive
Employment and Training Act and antirecession assistance
funds. The county manager commented that changes ii. these
categories had a small impact on the courty government Since
little of the revenue in these categories was actually used
in county government. Most were transferred to other
governments within the county.
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Actual _ Percent
1976 1377 Dpifference change
(0C0's omitted)

Revenue from
own sources:
Sales and fran-

chise taxes $ 36,726 $ 45,645 $ 8,919 24
City property tax 26,994 28,715 1,712 6
Other taxes 3,652 4,187 532 15
Chaiges &nd miscel~-

laneous 13,353 14,686 1,333 10
Public enterprise

fund 42,503 46,747 4,244 1u
Total revenue

from own $123,228 $139,980 $16,752 14

About $4.2 million of the $8.9 million increase in sales
an¢ franchise taxes resulted from a one—time gain from a
Sales tax increase applied during November 1, 1976 to
February 15, 1977. The sales tax increase was repealed by
the voters. A $3.5 million rise was anticipated in sales
and franchise tax revenues based on the present coverage
and tax rate, from utility rate increa:es, and continuing
improvement in the economy.

The public enterprise revenues rose $4.2 million
prima:ily because of increased water sales receipts and
better than expected ai:port concession revenue. The water
saies growth was mainly due to a water rate increase,

The city is achieving thre fiscal year 1978 revenue
estimates. The city assumed chat all tax rates and fee
structures, except for a 5 percent increase jn the water
system rate, would remain the same, and the current growth
rates of major revenue sources will continue.

kevenues rrom intergovernmental sources

Intergovernmental revenue collections rose $9.4 million
from $89.9 miliion in fiscal year 1975 to $99.3 million in
i977. The increase included about $4.4 million in State
shared taxes, and ne: Federal funds rose about $5.0 millicn.
The higler State shared taxes were primarily due to population
grwth and continued economic improvement.

In fiscal year 1977, Phoenix received $8.0 miilion

additional Federal grants for public housing, cciaunicy
developmen:, and antirecession assistance pvayments whilce
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funds for Federal revenue sharing and urban mass transit de-
creased by $1.5 million and $3.2 million, respectively. The
reduction in revenue sharing primarily reflects a prior
entitlement period adjustment caused mainly by revised
adjusted taxes created by the Arizona property tax relief
law for 1974. The urban mass transit revenue decreased in
fiscal year 1577 because the city did not receive any new
capital grant awards.

The intergovernmental revenues budgeted for fiscal year
1978 exceeded actual collections in 1977 by $26.9 million
or 27 percent. Intergovernmental revenues accounted for
73 percent of the total change in operating revenues during
this period. The most significant increases were in the
Comprehensive Employment and Training Act (CETA) program and
in community development block grants which amounted to
$§12.8 million and $5.3 million respectively. The increase
in the community development funds includes additional
grants for fiscal year 1978 as well as grants for 1977 pro-
jects that were carried over.

Operating expenditurcs increased

For fiscal year 1277, the city's actual operating
expenses of $239.9 miliion were $15.7 million (6.5 percent)
lower than the budgeted amounts of $256.6 million. The
largest reduction was due to a hiring freeze which affected
most major expense categories. In 9 of the 10 major expense
categories, actual expenses were less than budgeted.

Capital improvement expenditures accounted for $4.5 million

or 26 percent of the reductions, primarily because the city
did not use $3.3 million of aviation operating funds fn:
capital improvements in order to carry over a larger operating
balance to the next fiscal period.

Total general expenditures increased from $203 million
in fiscal year 1976 to $.39.9 million in 1977, about 18.2
percent. The city manarer attributed this ircrease to
inflation, +hich has significantly affected the cost of
providing city services; a higher level of pay-as-you-go
capital improvements; as well as budget additinns for police,
fire, and other essential services. The cons.mer price
index listed in the Phoenix annual financial report shows
chat consumer prices were 7.5 percent higher in fiscal year
1977 than in 1976.

The major expenditure increases were police protection,
transportation, and capital improvements paid with operating
fund:. The police expeidituces rose $5.3 million primarily
because o>f additional personal and contractual services



WORCESTER COUNTY, MASSACHUSETTS

Worcester County covers 1,576 square miles in central
Massachusetts and had a 1975 population of 640,058. Worces-
ter, the largest city, contains about 27 percent of the county
population.

According to Massachusetts Department of Commerce and De-
velopment data to be published later this year, 11,325 county
firms employed a total of about 199,100 persons with an annual
payroll of about $1.9 billion. The following industries ac-
counted for 86 percent of total employment: manufacturing
(43 percent), wholesale and retail trade (24 percent), and
service industries (19 percent). Manufacturing firms contrib-
uted most te the county economy with 1,349 firms reporting a
combined annual payroll of $989 million and combined employ-
rient of about 85,600 persons. Estimated per capita income for
'Iorcester County in 1974 was $4,472.

In Massachusetts, most basic services, such as general
education, police and fire protection, and sewerage are pro-
vided by the cities and towns. Counties ar= administrative
arms of the State which approves county budgets and estab-
lishes the amount of the tax assessment to the local govern-
ments, Worcester County ic administered by a three-member
board of commission_rs elected for 4 years. Major county
operations are the court system, jail and house of correction,
and chronic disease hospital.

FINANCIAL CONDITION IS HEALTHY

Officials view the county's financial condition as having
been generally healthy in fiscal years 1976 and 1977. They
said the county can meet its present obligations and has
sufficient borrowing power.

Fiscal year 1977 revenues ($19.5 million) exceeded those
for fiscal year 1976 ($17 r 1llion) by 14.6 percent. Officials
estimated the fiscal year 11)78 expenditures at more than $23
million, but the budget had not yet been approved by the State
legislature. However, the rate and method of assessment to
the cities and towns are not expected to change in 1978.

Expenditures increased 6§ percent from fiscal year 1976 to
1977. The largest part of this increase was for court expen-
ses and judicial salaries, the jail and house of correction,
the contributory retirement system, and the hospital. The
county also had to contribute more to the jail operating costs
because of a reduction in Federal revenue .haring funds. Ac-
cording to officials, expenditures were higher because of
salary and fringe benefit increases, not increases in servic~»
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demands. The year-end operating surplus increased 16 percent
because more funds are being held in reserve by the county
government primarily due to the increase in revenues.

Long~term debt decreased from fiscal year 1976 to 1977.
Bonds are expected to be issued in :978 for construction and
improvements of county courthouses. The Moody's Investor Ser-
vice, Inc. quality ratings for all county general obligation
bond issues were Aaa in 1976 and have remained unchanged
through January 1978. The county began two capital projects
in fiscal year 1977. The county has had no problems obtaining
long~ or short-term financing.

The county has not assumed or relinquished responsibility
for previding any services,

MAJOR FACTORS INFLUENCING FISCAL HEALTH

Officials view the increasing costs of goods and services
and ordinary cost of living raises as the most significant
factors affecting the county's fiscal condition. Raising rev-
enues is accomplished by the county assessing the amount
of the appreoved budget on the cities and towns using a State
formula.

The most significant factors affecting expenditures were
cost-of-living increases for county employees and rising
prices of goods and services. There were no substantial chan-
ges or cuts in service in 1977. Administrative costs in-
creased due to salary raises for judges and clerks.

The county's employment level has remained relatively
stable from fiscal year 1976 to fiscal year 1977, with
919 full-time employeas in 1976 and 926 in 1977, the increases
bPeing court and hospital employees. JC-mprelensive Employment
and Training Act employees are accounted for separately; and
there were none in October 1976, 41 in June 1377, and 65 in
Octcber 1977.

STATUS, USE, AND IMPACT OF
ANTIRECESSION FUNDS

As of October 31, 1977, the county had received $350,678
in antirecession funds. Of this amoun*, $235,907 had been
appropriated, according to a county official, for employee vay
raises. The remaining $114,771 will be appropriated when the
State legislature approves the 1978 budget.

106



Officials believe the overall impact of antirecession
funds has been to maintain basic services and to provide cost-

cf-living increases without having to increase the assessments
on the cities and towns.

GPO 9827 746
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INTRODUCTION

At the request of the Chairman, Subcommittee on Intergovern-
mental Relations and Human Resources, House Committee on
Government Operations, we updated our previous study of the
financial condition of 52 State and local governments and
the impact the extended antirecession program had on their
operations.’

This enclosure includes a case study for each of the 21
city governments we visited delineating each jurisdiction's
financial condition, major factors influencing its fiscal
health, and the status, use, and impact of antirecession
assistance payments it received.

Financial data in each case study was the best information
available at the time of our review and was obtained from
the governments' records and reports and from discussions
with officials. Since Bureau of the Census data was not
available for the governments' most recently completed
fiscal year, the information in this report may not be
strictly comparable with our previous reviews where both
Census and government data were used. State and local
government officials provided their views on the data and
provided comments which we considered in preparing each
case study.



BOSTON, MASSACHUSETTS

Boston covers 45 square miles within the nation's seventh
largest metropolitan area and had a 1975 population of about
638,000. The city's 1976 average unemployment rate was 10.7
percent.

The city's economy has shifted from textiles to machinery
and small parts manufacturing. Boston today is a leading
wholesale, financial, and banking center with significant
activity in education, medicine, and research.

The city government h“as a mayor as chief executive
otficer, a nine-member city council, and a five-member school
committee having generai charge of the public schools. All
are elected by popular vote., The mayor, elected for a 4-year
term, appoints department heads, boards, and commissions that
assist in carrying ont the executive functions.

The city council, the members of which are elected at
large for 2-year terms, can enact ordinances and adopt orders
which the mayor can approve or veto. By a two-thirds vote,
the council can enact ordinances and orders over the mayor's
veto except those for borrowing or appropriating money.

The mayor and city council are also the county commis-
Sioners (governing board) of Suffolk County. County expend-
itures, net of certain State reimbursements, are paid by the
city although the county also includes the cities of Chelsea,
Revere, and the town of Winthrop. Expenditures for county
purposes are about 4.7 percent of total general fund expend-
itures.

The Boston school committee, as are all schoo! committees
in Massachussetts, are autonomous bodies. The city council
must appropriate, and the mayor must approve the school
department's budget.

FINANCIAL CONDITION IS IMPROVED

The supervisor of budgets considered Boston's financial
condition to be fair and improved. He said there is a renewed
interest in the city's commercial property and greater public
confidence in Boston.

Boston's general revenue fund finances the major pcrtion
of city operations, providing over 90 percent of fiscal year
1976 and 1977 total operating revenues. The balance comes
from Federal or State grants for specific purposes with some



additional amounts from other sources.

In fiscal year 1977, the city collected geiieral fund
revenues of $673.2 million ($658.2 million on a cash basis)
which were 4 percent greater than budgeted and 9.4 percent
higher than 1976 actual collections,

Meanwhile, total fiscal year 1977 expenditures and en-
cumbrances in the general revenue fund were $639.5 million
($633.4 million net). Therefore, unlike 1976, which had a
deficit, total general revenue fund income exceeded total
general revenue funrd expenditures by $33.7 million in fiscal
year 1977,

Several factors contributed to the fiscal year 1977
surplus. Property tax rates, the city's main tax, were
raised 28.6 percent. This was the first increase since 1972.
The primary reasons were because of an anticipated fiscal
Year deficit and the continued decline in assessed taxable
property of about $28 million. Officials said the reasons for
the tax increase include higher required interest paymencs of
about $15 million on city debt, an increased school budget of
about $10 million, a decrease in Federal revenue sharing
available, and decreased State aid of about $29 million.
Property tax collections were $426 million, which was
nearly 30 percent higher than prior year .cllections.

The city also cut fiscal year 1977 budgeted expenditures
by reducing anticipated police overtime associated with
school desegregation, pPlanning administrative economies, al-
lowing attrition of employees, and underbudgeting payroll re-
quirements in anticipation of antirecession assistance.
However, because of increased school department costs, re-
quired police arbitration awards, and higher ¢tcup insurance
premiums, total net expenditures were still $9.6 million
greater than in fiscal year 1976.

The expenditures would have beern greater, but in
December 1976, the mayor ordered a city-wide 2iring freeze
and restricted all overtime expenditures. Estimated savings
of these actions were $7.6 to $10 million in the final six
months of the fiscal year.

Actual fiscal year 1977 general fund revenues from
the State were about $124 million; 13.7 percent above
estimates but $8 million less than 197¢ totals. The biggest
reduction was 315.8 million for r2imbursements for school
construction projects. The supervisor of budgets said that
the 1976 payment for this had been mucn higher becaunse the
State had paid for projects comp.zted in previous years.



Federal revenues were higher in fiscal yea~ 1977.
Revenue sharing rose from about $21.3 million in 1976 to
nearly $23 million in fiscal year 1977. However, the city
had used $41 million from the revenuve sharing fund in 1976
and had only $26.7 million available for financing 1977
operations. The general fund also received $9.5 million
for fringe benefits previously paid by the city for Compre-
hensive Employment and Training Act (CETA) and other Federal-
ly funded progrms.

According to Boston's financial records, the general
revenue fund balance has beer as folliows:

General Revenue Fund Balance

(Thousands)
End of fiscal year Amount
1974 30,484
1975 23,780
1976 38,342
1977 80,024

L part of the fund surplus derives from a comparison of actu-
ally collected to estimated revenues. When actual revenues
exceed estimates, the difference is counted as part of the
fund surpluses. Howaver, according to a State cfficial, th's
surplus cannot be appropriated unless it exceeds the remaining
taxes coi’ectible as of June 30--the end of the fisca! year.

Boston's general debt limit is established at 2 1/2
percent of tzxable property valuation as last equalized
by the State. The city can authorize additional debt up
to twice that amount with State approval. As of October
1977, the city had outstanding and authorized but unissued
debt subject to the general detc limit in the aggregate
amount of 87.1 willion. This was 2.4 percent of the recent
equalized valuation of the city.

The city has many general-obligation debt cateqgories
which are exempt from the general debt limitation. Net
debt increased about $41 million in 1977 (about 9.4 percent)
to $471.8 million at the fiscal year's end. The city issued
$75 million to finance public works projects, urban redevelop-
ment, and school projects. The city had no problem obtaining
long-term debt or short-term financing, although 1977 interest
rates were higher than in the current year. Moody's Investor
Service, Inc. rated Boston's general obligation bonds Baa in
January 1978, the same as in the previous year.



A city official said that they have not relinquished
authority to another level of government for providing any
services. He did complain of the State Legislature passing
laws mandating that the city furnish services without pro-
viding State funding for these programs.

Expenditures for capital improvements in fiscal year
1977 and 1978 decreased after they had been rising in 1975
and 1976. Expenditures for capital improvements were about
$92.1 million in fiscal year 1975, $108.9 million in 1976, and
$59.5 million in 1977. Total capital disbursements are esti-
mated not to exceed $50 million in fiscal year 1978. An of-
ficial said that from the 1920's into the 1960's there was
a hiatus in new construction, and the city has been trying
to catch up. However, he said that the city wants to reduce,
or at least not increase, the bonded debt. Furthermore, many
new construction projects have been completed.

MAJ )R FACTORS INFLUFNCING FISCAL HEALTH

A city official said that the favorable factors affecting
the city's financial condition are the renewed interest in
commercial property in the city and an increased corfidence
in Boston. Boston's long-term problem is a high property
tax rate, and a city officlal said that the peopl~ in the
city carnot afford a fur’‘he, increase in the rate which is
now $252.90 pe:r $1000 oi assessed property value. He :aid
that rather than pay taxes some property owners may aban-
don their property. Also, he said that a high tax rate
has a depreciating effect on property, but that Boston has
only th: property tax available to it.

The short-term prollem mentioned by this official is
that the city cannot afford to 2dd to the bonded debt but
needs new schools. He said that the city plans to retire
about $41 million of the bonded debt this year but has about
$65 million of additional capital improvements “on the drawing
board." An official said that every effort is being made
not to issue new debt in excess of the 