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The Honorable Lauch Faircloth

Chairman, Subcommittee on District of Columbia
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Chairman, Subcommittee on the District of Columbia
Committee on Government Reform and Oversight
House of Representatives

The Honorable Charles Taylor

Chairman, Subcomimittee on District of Columbia
Committee on Appropriations

House of Representatives

Subject: District of Columbia: Revenues Compared With Those of Selected
Cities

In response to your request, this letter updates information presented in our
1995 GAO letter that compared revenues of the District of Columbia with those
of selected other cities.! Specifically, in this letter we (1) compare the
District's revenues, on a per capita basis, with the per capita revenues of eight
selected cities,” using alternative assumptions regarding the allocation of state-
level revenue to cities; and (2) identify some potential reasons why
expenditures per capita may differ across cities.

District of Columbia: Expenditures & Revenues (GAO/OCE-95-2R, Aug. 1,
1995).

*Baltimore, Boston, Honolulu, Indianapolis, Jacksonville, New York,
Philadelphia, and San Francisco.
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The District of Columbia is responsible for functions that are typically divided among
state, county, city, school district, and other local units of government. Consequently,
comparisons of the District's revenues per capita to those of other cities, without
adjusting for the revenues of other levels of government, are not meaningful. To partially
mitigate the comparability problems, we compared the District to other large cities with
combined city/county governments and allocated school district and state revenues to the
cities. Nevertheless, our comparisons should be viewed as rough at best. In addition, our
results should not be used to judge whether the District's revenues are sufficient to meet
its expenditure needs. A much broader analysis, which was beyond the scope of your
request, would be needed to address the question of revenue sufficiency.

SCOPE AND METHODOLOGY

To avoid problems in allocating county revenues between cities and other jurisdictions
that might be contained within a county, we limited our comparison to cities that have
combined city/county governments. We obtained the financial, population, and school
enrollment data needed for our analysis from the Bureau of the Census for fiscal year
1993-94. These data were the latest available, and they were readily available only for
cities with populations that exceeded 500,000 in 1990. Only eight cities with combined

city/county governments met this size criterion. We did not independently verify the
accuracy of the census data.

For the eight cities, we adjusted for large intergovernmental revenue flows to avoid
double counting. Except in the case of Honolulu, we relied on Census coding to ensure
that the school districts included in our analysis comprehensively covered students
attending public schools within the counties that we compared and did not cover students
attending schools outside those counties. For Honolulu, we had to estimate the city's
share of the revenues of the state's single school district on the basis of its share of total
student population. We did not try to adjust for differences in fiscal years across

jurisdictions, because the Census data did not provide any basis on which we could make
such an adjustment.

To make the total revenues of the selected cities more comparable to the District's total
revenue, we allocated state-level revenues to those cities. We were able to determine the
amount of state-level revenue that was provided to each city in the form of direct
transfers. However, we had no empirical basis for allocating shares of the nontransferred
revenues to each city.> We made our comparisons using two alternative assumptions
regarding the allocation of that revenue. Our first assumption was that each city received
a share of nontransferred state revenues that was proportionate to that city's share of
total state population. Our alternative assumption was that each city received a share of

*Nontransferred revenue is that portion of a state's total revenue that has not been
distributed to specific localities in the form of intergovernmental transfers.
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the nontransferred revenue that was proportionate to its share of total state personal
income. Because we do not know what states actually spent in each of the eight cities,
our allocation assumptions may result in an under- or overstatement of the amount of
revenue that cities would have to raise themselves if they were assigned state-level
responsibilities. For all of the cities except the District of Columbia, the amount of
revenues that we had to allocate on the basis of assumptions was large compared to
those cities' other revenues (see table 2). We did not try to allocate revenue used by the
federal government to provide services, such as national parks or police service, in some
cities.

Our computations do not incorporate the revenue of special districts, such as regional
transportation districts or local housing districts, because the Census Bureau has not
published revenue data for these districts since fiscal year 1991-92. Census also has not
published recent revenue data for small independent townships contained within the
boundaries of the counties that are largely consolidated with Boston, Indianapolis, and
Jacksonville. The 1991-92 revenue data for the independent townships and large special
districts associated with the District and the eight cities in our study are presented in
enclosure 1. We discuss the effect of excluding these revenues when we present our
results.

We also reviewed a variety of studies of the District of Columbia's finances, some of
which make comparisons to other state or local jurisdictions, to identify potential reasons
why expenditures per capita may differ across cities.

We did our work in Washington, D.C., between May and June 1997 in accordance with
generally accepted government auditing standards. We did not audit the reliability of the
data collection systems that produced the information we used. We provided a draft of
this letter to the District of Columbia Financial Responsibility and Management
Assistance Authority and to the Chief Financial Officer (CFO) of the District of Columbia.
On June 23, 1997, officials from each of those offices provided written comments on this
letter that are reprinted in enclosures II and III and discussed at the end of this letter.

RESULTS
In our analysis, the District of Columbia had the highest total revenue per capita among

the cities we reviewed, under both of the nontransferred revenue allocation assumptions
we made (see table 1).
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Table 1: Total Revenue per Capita Under Two Alternative Assumptions

Total revenue if
Total revenue if nontransferred
nontransferred state revenue was
state revenue was allocated on the
allocated on the basis of personal
City/County basis of population income
District of Columbia $8,286 $8,286
New York 7,673 7,851
San Francisco 5,982 6,740
Honolulu 5,965 6,218
Boston 5,455 5,764
Philadelphia 4,804 4,643
Baltimore 4,649 4,358
Indianapolis 4,086 4,360
Jacksonville 3,417 3,357

Source: GAO computations based on the Census Bureau's Government Finances Series:
1993-1994, and County and City Data Book: 1994.

Other assumptions could produce a different result. For example, in commenting on a
draft of this lefter, the Office of the Chief Financial Officer of the District of Columbia
offered an analysis using a different assumption. Under their assumption, all
nontransferred state revenue was allocated to cities in proportion to their share of the
state's poverty population (see enc. IIlI). Under this assumption, the District ranked
second, behind New York City. While the ranking of the cities did not change
significantly from one assumption to the next, the amount of total revenue per capita for
some of the cities differed significantly under the alternative assumptions. These results
illustrate the sensitivity of the comparisons to the assumptions used.

Comparisons of city total revenues per capita do not address the question of whether the
revenue available to each city was sufficient to meet its expenditure needs and should not
be used alone to assess whether these revenues are too high or too low. Our review of

*We did not verify the analysis provided by the CFO's Office.

4 GAO/GGD-97-135R District of Columbia Revenues



B-277191

studies of the District of Columbia's finances revealed that expenditures per capita may
vary across cities owing to differences in (1) the types of services provided, (2) the share
of each city's population that receives particular services, (3) the quality of service
provided to each recipient, (4) the costs of labor and other service inputs, and (5) the
efficiency of service provision.

COMPARISON OF DISTRICT REVENUES WITH THOSE
OF EIGHT OTHER COMBINED CITY/COUNTY GOVERNMENTS

For the purposes of this comparison, total revenues for the District of Columbia are
defined as all general revenues® that it collects itself, plus the transfer that it receives
from the federal government. For the eight selected cities, we have defined total
revenues to be the sum of (1) general revenues that the cities collect themselves; (2)
revenues that independent school systems use to educate students residing in those
cities;® (3) revenues that the cities receive in the form of direct transfers from the federal,
state, and other local governments; and (4) a portion of their states' revenues that are not
transferred to specific local governments.

We were able to determine the first three components of total revenue for each city from
available data. However, we could not determine exactly how much of the
nontransferred state revenues should be allocated to each city. The Census data on state
revenues and expenditures that we used were constructed from accounting records that
generally did not indicate which specific localities benefit from state resources that are
not dispensed as intergovernmental transfers.

Lacking an empirical basis for allocating nontransferred state revenue, we chose to make
our comparisons using two alternative assumptions regarding the allocation of that
revenue. Our first assumption was that each city received a share of nontransferred state
revenues that was proportionate to that city's share of total state population. Our
alternative assumption was that each city received a share of the nontransferred revenue
that was proportionate to its share of total state personal income.

Our estimates are sensitive to the assumptions that we made and, therefore, are not
precise. For all of the cities except the District of Columbia, the amount of revenue that

General revenues do not include revenues from local government-owned liquor stores;
receipts from sales of government-operated water supply, electric power, gas supply, and
public transit systems; and employee contributions to public employee retirement
insurance systems.

*In the case of dependent school systems, funds collected for education are included in
the city's own revenues.
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we had to allocate on the basis of assumptions was large relative to those cities' other
revenues. The importance of those allocations can be seen in table 2, which shows the
revenues per capita of the District of Columbia and the eight cities by source of revenue.
In most cases, the amount of nontransferred state revenue that we had to allocate
exceeded the amount of revenue that cities raised themselves; in all cases, except for San
Francisco, it exceeded the direct transfers that the cities received from other levels of
government.

The sensitivity of city revenue estimates to assumptions about allocating nontransferred
state revenue is also shown in comments on this letter we received from the Office of the
Chief Financial Officer of the District of Columbia. The CFO's Office produced city
revenue estimates based on the assumption that all nontransferred state revenues are
allocated to cities in proportion to their share of their state's poverty population. These
estimates are included in enclosure III to this letter. Under the assumptions used by the
CFO's office, the District ranks second, behind New York City, in total revenues per
capita, and the gap between the District and most other cities in our comparison is
smaller than under our two assumptions.

The exclusion of special district and independent township revenues also reduces the
precision of our estimates. For example, if we included all of the 1991-92 revenue of the
townships and those special districts that were completely contained within the
boundaries of each city/county, total revenue per capita would have been higher in all of
the cities, except the District of Columbia and Honolulu.” However, the addition of these
revenues would have had a negligible impact on the rankings shown in table 2 (Boston
would have moved ahead of Honolulu under the second assumption).

"The 1991-92 additional revenue per capita for each city would have been $1 for New
York, $122 for San Francisco, $502 for Boston, $279 for Philadelphia, $235 for Baltimore,
$476 for Indianapolis, and $147 for Jacksonville.
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MULTIPLE FACTORS AFFECT
REVENUE NEEDS

The amount of revenue per capita that a city needs depends on both the demand for
public services in the city and the efficiency with which the city delivers those services.
Our analysis did not address the question of whether the revenue available to each city
was sufficient to meet its expenditure needs. The following factors have been cited in
previous studies® as causes of variations in per capita expenditures across jurisdictions:

Tvpes of Services Provided. Cities differ in terms of the types of service they provide.
For example, Honolulu does not have to provide snow removal services. Some cities
may have privatized functions, such as trash removal and bus service.

Share of Population Receiving Services. The costs of some services, such as Medicaid,
Aid to Families with Dependent Children (AFDC), and foster care, depend on the
number of beneficiaries receiving the service. The larger the share of a city's
population receiving these services, the higher the costs per capita will be.

Quality of Service. City governments differ in the quality of service they provide to
each service recipient. For example, there are variations across cities in the coverage
provided to Medicaid recipients, in teacher-to-pupil ratios, and in the timeliness and
quality of street repairs.

Costs of Service Inputs. Cities in which the cost of living is higher than average may
have to pay higher salaries to attract qualified workers, pay more for construction or
public housing, or provide higher benefit levels to public assistance recipients to
provide a minimum standard of living.

Efficiency of Service Provision. Inefficiencies resulting from surplus or unqualified
employees, unproductive work processes, or higher salaries than necessary to attract
qualified workers may result in higher costs of providing services in some cities.

®District of Columbia Financial Responsibility and Management Assistance Authority,
Toward a More Equitable Relationship: Structuring the District of Columbia's State

Functions (April 15, 1997). Phillip M. Dearborn and Carol S. Meyers, The Necessity and

Costs of District of Columbia Services, prepared for the District of Columbia Financial
Responsibility and Management Assistance Authority, Greater Washington Research
Center (Washington, D.C.: Jan. 1997). Carol O'Cleireacain, The Orphaned Capital:
Adopting the Right Revenues for the District of Columbia (Washington, D.C.: Brookings

Institution Press, 1996).
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AGENCY COMMENTS AND OUR EVALUATION

We received written comments on a draft of this letter from the Executive Director of the
District of Columbia Financial Responsibility and Management Assistance Authority (the
Authority) and the Deputy Chief Financial Officer (CFO) of the District of Columbia.

(See encs. II and 1II.) We also met with the Chief of the District's Office of Economic
and Tax Policy and staff on June 23, 1997, to discuss additional details concerning the
Deputy CFO's comments. Overall, both organizations expressed the opinion that our
analysis was incomplete or flawed and expressed concerns that the results would be
misinterpreted or were not comparable for the cities we studied. Their specific concerns
and our responses are discussed below.

A principal concern of both the Authority and the CFO's Office was the limited scope of
our analysis, in that we were asked to provide information on revenues alone. Both
offices noted that questions about whether revenues are sufficient to meet expenditure
needs in any jurisdiction cannot be addressed without additional information about other
matters such as specific requirements for and costs of services, efficiency indicators, and
other cost drivers for each of the selected cities. In addition, the CFO's Office
specifically cited additional characteristics such as poverty rates, the proportion of a
metropolitan area's population that lives within the city's boundaries, and rates of change
in cities' populations as factors that influence revenue needs. They both recommended
that we broaden the scope of our analysis to include such additional information to
provide an appropriate perspective for the data reported.

In making these observations, both offices were concerned that, despite our caution that
our results should not be used to judge whether the District's revenues are sufficient to
meet its expenditure needs, readers would attempt to make that judgment. As our
cautionary statements throughout this letter indicate, we too have been concerned that
readers may attempt to draw conclusions regarding revenue sufficiency from our results.
We were asked to compare per capita revenues across selected cities within a short time
frame that did not permit us to analyze expenditure comparisons or revenue sufficiency.
However, we had recognized from the outset that the factors such as those indicated by
the Authority and the CFO's Office may influence revenue needs and, for that reason, we
had included a section in our draft letter that discusses the multiple factors that affect
revenue needs.

Both the Authority and the CFO's Office questioned whether the assumptions we used to
allocate nontransferred state revenues—proportional to the distribution of population or
personal income—were the assumptions that should have been used. The Authority
suggested that any discussion of allocated state revenues should be based on the state
revenues and associated costs of state programs and services provided to the cities. The
CFO's Office produced a table (see enc. III) showing estimates of total revenue per capita

9 GAO/GGD-97-135R District of Columbia Revenues



B-277191

for each city if all nontransferred state revenues that were allocated using a different
assumption, namely the "percent of total state poverty located in the city."

We agree that the results of an analysis such as the one we did will vary depending on
the assumptions that are made. One of the reasons why we chose from the outset to use
two different assumptions in our analysis was to illustrate this very point, and we
emphasized this point throughout our letter. More specifically, we used the distribution
of population and personal income as alternative assumptions (1) to make the point that
different assumptions affect the revenue estimates for each city, (2) because we were
asked to update our prior analysis, and (3) because we knew that data on those
distributions were readily available in the short time frame we had for this analysis.
There is no widely accepted empirically-based set of assumptions for this kind of analysis.
Moreover, we do not agree, however, that the poverty distribution offered by the CFO's
Office is necessarily a better choice as a basis for allocating nontransferred revenues.
Based on an analysis of state spending for fiscal year 1991/92, we estimate that state
revenues devoted to social services and income maintenance spending-revenues that the
CFO's Office suggest are allocated to cities based on the distribution of poverty—account
for, on average, about 42 percent of the nontransferred revenues of the eight states in our

analysis.’ Thus other factors are likely to affect the distribution of the majority of
nontransferred revenues.

The Authority also recommended that we explain how federal transfers to states to fund
programs such as Medicaid and AFDC are reflected in our analysis, so that readers would
be better able to judge the appropriateness of our comparisons. As stated in our letter,
we adjusted for intergovernmental revenue flows. Specifically, all federal transfers to the
state are included in the state revenues, both transferred and nontransferred, that we
allocate to the cities. State funding for Medicaid (including federal funds channeled
through the states) is included in the nontransferred portion of state revenue. The
division of state funding for AFDC (including federal funds channeled through the states)
between the direct transfer and nontransferred portions of state revenue in the data we
used varies across the states.

The CFO's Office said that the data we used are not consistent across cities and,
therefore, should not be used in raw form to compare cities. For example, they said that
reported revenues for California and Pennsylvania include tuition paid to state universities
while reported revenue for New York does not. In their oral comments, representatives
from the CFO's office offered another example of the lack of comparability of the data by

This figure is the total nontransferred spending on social services and income

maintenance for the eight states as a percent of the total nontransferred spending of the
eight states.

10 GAO/GGD-97-135R District of Columbia Revenues
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observing that the Census data do not include special assessments as taxes. They noted
that the District does not levy special assessments but other cities do.

While we did not independently verify the accuracy of the Census data, we did explore
the specific issues raised by the CFO's Office with Census officials to determine whether
these observations were evidence of a lack of comparability in the data we used. On the
basis of that review, we do not believe these observations are supported. The Census
Bureau, using the comprehensive annual financial reports and other financial statements
supplied by cities and states, has developed a detailed system for categorizing state and
local government revenues and applies this categorization consistently across all
jurisdictions. Specifically, we were told that Census data do contain tuition paid to state
universities in all states, including New York. Also, while the Census does not classify
special assessments as taxes, it does include them in the miscellaneous revenue category,
and thus they are reflected properly in our estimates. However, to clarify these matters
in the letter, we have added more details to identify how certain revenue items are
treated in the Census data and in our analysis.

In a similar vein, the Authority was concerned that our results were not comparable
because the school districts we included in our analysis may not overlap with the
boundaries of the city/county governments, thus implying that for some cities we may
have included revenue for students attending public schools outside the city/counties we
studied or excluded revenue that should have been included. This did not occur in our
analysis. Except in the case of Honolulu, we relied on Census coding to ensure that the
school districts included in our analysis comprehensively covered students attending
public schools within the counties that we compared and did not cover students attending
schools outside those counties. For Honolulu, we had to estimate the city's share of the
revenues of the state's single school district, which we did on the basis of its share of
total student population. We have revised the letter to clarify our methodology for
allocating school district revenues.

Copies of this letter are being sent to the Ranking Minority Members of your Committees,
the Mayor and the Chief Financial Officer of the District of Columbia, the Chairman of
the District of Columbia Financial Responsibility and Management Assistance Authority,
and other interested parties. We will also make copies available to others upon request.
Please contact me at (202) 512-9110, or James Wozny at (202) 512-9084, if you or your
staff have any questions.

i) e

James R. White
Associate Director, Tax Policy
and Administration Issues
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ENCLOSURE 1 ENCLOSURE I

REVENUES OF INDEPENDENT TOWNSHIPS AND LARGE SPECIAL DISTRICTS, 1991-82

1991-92
Revenues
(dollars in Revenue
City/County Independent Township or Special District millions)? per capita®
District of
Columbia Washington Metropolitan Area Transit Authority $1,005.3
Metropolitan Washington Airports Authority 162.1
New York Port Authority of New York and New Jersey 2,024.2
Waterfront Commission of New York 6.0 $1
Honolulu None with revenues exceeding $1 million
Boston Boston Housing Authority 146.8 230
Massachusetts Bay Transit Authority 915.5
Chelsea Housing Authority 17.5 27
Revere Housing Authority 2.3 4
Winthrop Housing Authority 1.3 2
Boston Metropolitan District 9.4
Independent smaller cities and towns 152.5 239
San Francisco San Francisco City and County Housing Authority 84.1 115
Bay Area Rapid Transit District 348.1
Golden Gate Bridge Mighway and Transportation 102.3
District
San Francisco City and County Joint Powers 54 7
Financing Authority
Baltimore Baitimore City Housing Authority 165.0 235
Northeast Maryland Waste Disposal 23.8
Philadelphia Philadelphia Housing Authority 179.4 118
Philadelphia Hospital and Higher Education Facilities 61.9 41
Authority
Philadelphia Industrial Development Authority 921 61
Southeastern Pennsylvania Transportation Authority 8921
Philadelphia Regional Port Authority 1486

12 GAO/GGD-97-135R District of Columbia Revenues
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ENCLOSURE 1

Special Service District of Philadelphia 4
Pennsylvania Convention Center Authority 7
Philadelphia Parking Authority 48
Delaware River Port Authority

Indianapolis Indianapolis Housing Authority 11
indiana Municipal Power Agency
indianapolis Utilities District 331
Indianapolis-Marion County Public Library District 22
Indianapolis-Marion County Building Authority 16
Lawrence Township High School 1
Independent smaller cities and towns 95

Jacksonville Beaches Public Hospital District 16
Independent smaller cities and towns 131

*Special districts with total general revenue in 1991-92 of less than $1 million are not included.

®Revenues per capita are given when special district service areas are coterminous or within a county.

Census county population estimates are used to compute per capita amounts.

Source: Bureau of the Census, Census of Governments, "Finances of Special Districts," 1992 and special

electronic Census of Government files "GIND.DAT" and "FIN92IND.DAT."
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ENCLOSURE 1I

COMMENTS FROM THE DISTRICT OF COLUMBIA FINANCIAL

RESPONSIBILITY AND MANAGEMENT ASSISTANCE AUTHORITY
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District of Columbia Financial Responsibility
and Management Assistance Authority
Washington, D.C.

June 23, 1997

Mr. James R. White

Associate Director, Tax Policy

and Administrative Issues

United States General Accounting Office
Washington, D.C. 20548

Dear Mr. White:

Thank vou for the opportunity to provide comments on the draft proposed

comrespondence entitled, “District of Columbia: Revenues Compared With Those of
Selected Cities.”

The D.C. Financial Responsibility and Management Assistance Authority
{“Authority’”) affirms the admonition noted in the proposed correspondence, that the
results should not be used to reach conclusions regarding whether the sufficiency of the
District’s revenues to meet the District’s expenditures. This conclusion cammot be
reached without a detailed analysis of the relative costs of the specific services and actual
costs of the services that each of the selected governments provides and a comparison of
those costs to the actual revenue base.

Unfortunately, despite warnings to the contrary, the reader may attempt to draw a
conclusion regarding the sufficiency of District revenues based on the estimation of per
capita revenue for each govemment. To assist the reader in drawing an accurate
conclusion, the Authority recommends that the analysis be broadened to include an
examination of the tax rates, costs of labor, income rates, population, and other indicators
of the revenue base of the selected cities. Since the District performs municipal, county,
and state functions, the analysis in the proposed conciusion should include a detailed
discussion of the revenues generated by states that are directly attributabie to the selected
governments. This discussion will present a clear picture of the revenue base of each of
the selected governments.

The Authority is also concerned that the assumptions used to compute the per
capita revenue for each government may prevent a valid comparison. It is our
understanding that to mitigate comparability problems, school-district and state
revenues were allocated to each city using two alternative approaches, population and
personal income. We believe that these approaches do not provide a true estimate of the
actual state revenue gemerated by the governments and these approaches do not
adequately describe the actual revenue allocable to the selected governments.

We note that the question of allocable state expenditures is not included in the
proposed correspondence. Any discussion of allocated state revenues should be based on

One Thomas Circle, N-W. - Suite900 - Washington, D.C. 20005 . (202) 504-3400
GAO/GGD-97-135R District of Columbia Revenues
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ENCLOSURE 'II

state generated revenues and the associated costs of state programs and services provided
in the selected govermments.

Another possible problem is the use of school district revenues. Schooli district
boundaries may not over lap with the boundaries of the selected governments and skew
the resuits.

Additionally, more analysis is necessary to explain the impact of Medicaid and
AFDC on caiculating the direct transfers from the state and the federal government. The
revenue from these two federal aid programs flows to states not counties or cities. The
federal contribution differs by state. Therefore, it must be expiained how these revenues
are reflected as transfers, in order to determine the appropriateness of comparisons with
units of government that do not receive this type of federal assistance.

Finally, the discussion of possible drivers of expenditures does not expiain the
reasons for the District’s relative high per capita revenue rate. We would recommend
that the analysis include an examination of the specific costs of municipal, county, and
state services in each of the selected governments and compare the results to the
District’s costs. Without discussing specific costs and adjusting for workloads, efficiency
indicators, the presence of special districts and other specific cost drivers, the anaiysis
cannot lead to an informed policy discussion of the sufficiency of revenues and the
revenue base that is necessary to support the optimal expenditure level.

Again, we appreciate the opportunity to share our views on the proposed
correspondence. If you have questions, please do not hesitate to contact my office.

Sincerely,
< ; hn W. Hill, Jr
Executive Director

GAO/GGD-97-135R District of Columbia Revenues



ENCLOSURE I ENCLOSURE I

COMMENTS FROM THE OFFICE OF THE CHIEF
FINANCIAL OFFICER OF THE DISTRICT OF COLUMBIA

GOVERNMENT OF THE DISTRICT OF COLUMBIA
Office of the Chief Financial Officer

*x * %
Natwar M. Gandbi .
Deputy Chief Financial Officer Tax and Revenue

June 23, 1997

Mr. James R. White

Associate Director, Tax Policy and Administration Issues
U.S. General Accounting Office

Washington, DC 20548

Dear Mr White:

On behalf of Anthony Williams, I am responding to your letter dated June 13, 1997, requesting comments
on your draft report entitled “District of Columbia: Revenues Compared with Those of Selected Cities.”

As you know, the District of Columbia is engaged in the urgent task of bringing the District’s revenues and
expenses into long-term balance. Clearly, we must take a hard look at any areas where District costs are
out of line. However, we have serious disagreement with this report, which uses faulty data and
methodology that exaggerate the differences in revenue between the District of Columbia and eight other
cities. Substantial revisions should be made before the report is released.

The following are our concerns:

1. The report fails to recognize a primary function of state taxation—-to generate revenue from
better-off individuals (significantly concentrated in suburbs) and re-allocate funds according
to need to worse-off individuals (significantly concentrated in inner-cities).

This failure shows up in several places in the report:

. Where state revenue is allocated either per capita or based on share of income, rather
than based on a measurement of “need” for each service supported by state
expenditure. For example, by allocating Medicaid expenditures according to city
population or income, the report assumes that poverty is distributed in the same pattern as
either population (but there are urban concentrations of the poor) or as income (which may
well be inversely related to poverty). Paverty concentrations in the nine cities range from
8.9% (Honolulu) to 26.7% (Philadelphia) in 1993.

° Where, by selecting only cities that have city/county governments, the report implies
that the cities all have the same relative mix of urban and suburban populations.
However, Jacksonville’s county includes 74% of the entire metropolitan area (and a

441 4th Street, N.W., Suite 4005, Washington, D.C. 2(3001 202/727-6083

16 GAO/GGD-97-135R District of Columbia Revenues



ENCLOSURE 11 ENCLOSURE IIT

Mr. James R. White
Page 2
June 23, 1997

significant part of the middle-class population in the suburban ring) while the District only
contains 14% of its metropolitan area popuiation. When more population has private
means, as in Jacksonville, there is less reason for higher per capita revenue distributions.

2. The data used in the report are not consistent across cities and, therefore, should not be used
in raw form to compare cities. For example, reported revenues for California and Pennsylvania
include tuition paid to state universities, reported revenue for New York does not.

3. Because dynamic elements are omitted, the methodology of the report overstates revenue per
capita in D.C. and understates revenue per capita in the other cities. Specifically, the
District’s population declined sharply by 6.4% between 1990 and 1994, while the populations of
Baltimore and Philadelphia declined less severely and the populations of the other cities increased.
Because it takes time for governments at all levels to adjust expenditure patterns', there is bias in
the reported resuits.

My staff has responded in as much detail as possible, given the one-week time frame for 2 response. As
your time is also limited, we would be pleased to work closely with you in addressing the points raised in
the enclosed “Comment”.

Please include these written comments in the report so they become part of the record and other users will
have the benefit of our perspective.

Thank you for the opportunity to review this draft report.

Sincerely,

Enclosure: Comment on GAQ draft correspondence,
“District of Columbia: Revenues Compared with Those of Selected Cities”

cc: Anthony A. Williams

'For example, population decline last year is likely to be measured this year, taken into account in the
subsequent budget process (next year), and to affect the budget the year after next.
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REVIEW AND COMMENT: Draft Correspondence
“District of Columbia: Revenues Compared with Those of Selected Cities”

Office of the Chief Financial Officer, Deputy CFO for Tax and Revenue
June 20, 1997

The root difficuity is that the “District of Columbia: Revenues Compared with Those of Selected
Cities” (hereafier the “draft”) just scratches the surface of an area that already is the subject of a
number of detailed studies. The draft, therefore, reflects very little from the lessons learned
about making fair and accurate comparisons between the District of Columbia and other cities. It
merely cites some of these studxes ina footnote onp. 10 and hsts w1thout comment some of the

Specific issues with the draft are discussed below.

1.Although the discussion in the draft is stated in terms of revenues, it can just as well be viewed
in terms of expenditures, since there is a virtuai equality between revenues and expenditures in
cities. Unfortunately, there is no effort made to address in any serious way why the expenditures
that need to be financed vary among cities. Although it is essential to improve efficiency and
reduce the cost of D.C. services, a principal reason for high service expenditures in the District
is clearly the heavy workload related to its urban characteristics.

2. As the draft recognizes, a key methodological challenge of the analysis is how to aliocate
state revenues (including federal grants-in-aid made available to the states) that are not directly
paid to the city by the state. These indirectly allocated revenues, which include most money for
welfare, corrections, and higher education, are very substantial. These revenues account for well
over half of all state revenues, and represent a substantial fraction of the revenues calculated for
many of the cities.

For allocating these otherwise unaccounted for state revenues, the draft presents 2 alternatives--
proportionate shares of population and of income. However, both of these measures have
substantial shortcomings because very large portions of the unallocated state spending are
positively correlated with neither of these bases. Indeed, income may be negatively correlated.
The draft is especially flawed in failing to mention the traditional redistribution role that state
governments play in many service areas—namely, distributing resources from better-off areas
(typically suburban areas), to cities or poorer rural areas where spending needs are high.

An example of the shortcoming can be found in the Maryland welifare programs. Maryland
spends from its unallocated revenues more than 40% of its Medicaid and AFDC costs in
Baltimore. Yet the GAO methodology allocates only about 14 percent on a per capita basis and
even less on an income basis. Because these two programs constituted over $2.2 billion of

1
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spending in 1995, the GAO understatement of Baltimore revenues is substantial. The differential
between 14% and 40% of $2.2 billion is approximately $570 million, or more than $800 per
person living in Baltimore.

As mentioned above, the “right” way to allocate all of the state revenues (or expenditures) is a
very complex task and we do not purport to have developed the complete answer in this short
timeframe. However, with back-of-the-envelop estimates such as those contained in this report,
and as a matter of professional integrity, every effort should be made to be sure that the ranges
that are shown encompass the full range of plausible approaches. This is particularly true, given
the strong possibility that those reading the report may draw important conclusions from it

regardmg the adequacy or lack thereof of D. C revenues. Idgaﬂx._th;_a_llp_c_augn____mﬂmxnadg

Accordingly, given the clearly demonstrated redistributive role of state governments and of
federal programs operated through the states, it would be entirely proper for the report to include
at least one allocation formula based on need, such as the percent of the state’s poverty
population that is located in the city. Based on information from the Bureau of the Census, the
following table shows (1) the percentage of each city that is below the poverty line, and (2) the
percentage of total state poverty that is located in that city.

City % of poverty in the city | % of total state poverty located in
the city
District of Columbia . 20.5% 100.0%
New York 24.6% 61.1%
San Francisco 13.4% 1.8%
Honolulu 8.9% 68.2%
Boston 19.0% 17.9%
Philadelphia 26.7% 26.4%
Baltimore 25.4% 34.9%
Indianapolis 15.1% 18.1%
Jacksonville 15.2% 4.9%

Applying the percentages of state poverty to the unallocated amounts of state revenue used in the
draft, resuits in an estimate that raises per capita revenues in some cities and lowers them in

2
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others. As a result, the ranking of cities changes, with New York higher than the District, and

several other states get much closer to the District.

The listing of per capita revenues under this

assumption for the cities in the report is as follows:

City Total revenue per capita if nontransferred
state revenue is allocated on the basis of the
incidence of poverty*

District of Columbia $8,286

New York 8.841

San Francisco 5,659

Honolulu 5,642

Boston 7,278

Philadelphia 6,777

Baltimore 7,652

Indianapolis 4,560

Jacksonville 3,376

* Estimates make no adjustments for the dynamics of how population changes will tend to raise
reported per capita revenue calculations in D.C. relative to other cities. D.C. population declined
6.4% from 1990 to 1994, only two other cities (Philadelphia and Baltimore) delined at ail (but by
a smaller percentage), and the others all increased.

mxs_ls_nsn_thg_c.ass For example

-Indianapolis and Jacksonville consist of merged cities and counties that encompass 64%
and 74% of their metropolitan populiations. In contrast, the district represents only 13% of its

mempohtan populanon anmﬁm:ﬂ:mﬁsmmmmmmgnmm

-The proportion of city residents living in poverty varies considerably from city to city, as
show in the first table above. Honolulu has only 8.9% of its population in poverty, while 26.7%

3
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of Philadelphia’s residents are in this category.

-Of the 9 cities that are compared, Census estimates show that only the District
experienced a sharp (6.4%) decline in popuiation from 1990 to 1994. Only two others
(Philadelphia and Baltimore) experienced any decline at all, and these were smaller than D.C.’s.
(4.0% and 4.5% respectively). The other 6 cities all grew, 3 of them (Boston, Jacksonville, and
Indianapolis) by more than 11%. Because all of the information in the report is shown on a per
capita basis, the relatively sharp decline in D.C. population is likely to bias the resuits by tending
to push per capita amounts relatively higher in the District. There is a long lead time in the
budget formulation and execution process, and it also takes time for service levels to adjust to
population changes. For example, if population declined in 1991, this likely was observed and
measured in 1992, taken into account in the subsequent budget process in 1993, and reflected in
the actual budget for 1994 or 1995, depending on when planning for the fiscal year takes place.

Our exvenence, and that of others, has been tbat
despite the best intentions of the Bureau of the Census, it is difficult to piace fuil confidence in

comparisons made with this data source. As an example, the census data counts college tuition
in state universities as revenue for California and Pennsylvania, but not for New York.

Further, the data in the report are confusing to follow. Are items such as special assessments,
utility funds, retirement funding, public housing, highway funding, taxes on utilities and liquor,
etc. given comparable treatment? In the time available, we were obviously not able to check into
this. However, other researchers have advised us not to use these data for comparisons among
jurisdictions.

5. For those using the report, it would be helpful if there were adequate tables in the appendices

so that users could have a better idea about the nature of the background data, how the data are
researched and “cleaned,” if necessary, and how the values in the tables are derived.
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