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GAO

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

Human Resources Division

HURCANE

August 28, 1992

The Honorable John Conyers, Jr.
Chairman, Committee on Government Operations
House of Representatives

Dear Mr. Chairman:

This letter responds to the Committee’s February 11, 1992,
request to identify previous GAO or Treasury reported
examples of alleged waste, fraud, or abuse in the General
Revenue Sharing (GRS) program. The Committee requested that,
for each example, we describe, among other matters, the (1)
nature of the incident, (2) amount of funds the local
government received under the State and Local Fiscal
Assistance Act of 1972 (P.L. 92-512), as amended, in the year
of the allegation, and (3) results of any investigation. To
provide a perspective for assessing each allegation, we also
summarize GRS goals and the program’s design and
accountability provisions. You indicated that the requested
information could help the Committee in its deliberations on
proposed general fiscal assistance legislation--Local
Partnership Act of 1992 (H.R. 5798).

Our review of past GAO reports identified three allegations
of improper GRS expenditures spanning the period from 1972 to
1986. None of these allegations resulted in a finding of
fraud or other impropriety. During the l4-year history of
GRS, Treasury officials and auditors did not publish a
readily accessible description of allegations the Department
received, thus prohibiting a retrospective review of claims
that may have alleged wasteful or fraudulent expenditure of
federal funds.

GRS funds provided an integral resource subject to the same
internal controls that guided state and local allocation and
expenditure decisions, making federal funds no more or less
susceptible to waste, fraud, or abuse than state and local
funds. For each of the allegations we reviewed, we found
that state and local governments had exercised discretionary
authority and spent GRS funds to support their priorities in
accordance with existing laws and regulations.
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BACKGROUND

The State and Local Fiscal Assistance Act of 1972 established
GRS to provide general purpose fiscal assistance to state and
local governments. The Congress repealed the act in 1986.
GRS had significantly fewer restrictions on how state and
local governments could expend their entitlement than did
most other forms of federal assistance. As a result,
governments exercised broad discretionary authority to expend
GRS funds according to their unique needs.

We obtained and analyzed copies of GAO and Treasury
Department reports to assess allegations of waste, fraud, or
abuse.! Our review also analyzed other information and
studies on the history and implementation of the program,
including GRS payments to recipient governments. 1In
addition, we interviewed Treasury officials on the
Department’s response to reported allegations and examined
available records to document the Department’s oversight
role.

We conducted our review from April to July 1992 in accordance
with generally accepted government auditing standards.

GRS REDEFINED FEDERAL, STATE, AND LOCAL ROLES

GRS represented a major innovation in the federal
government’s approach to providing fiscal assistance for
state and local governments. Under this approach, GRS sought
to "restore to the states their proper rights and roles in
the federal system with a new emphasis on and help for local
responsiveness..."? The rapid growth of federal grants
during the late 1960s and 19708 contributed to overlapping
programs at the state and local levels, limited flexibility
to address local priorities, and increased administrative
costs.’® These factors, along with perceived notions of
growing federal control, led the Nixon administration to
propose that the federal government annually return part of

!Allegations claiming waste, fraud, and abuse include
instances of financial noncompliance involving inefficient,
uneconomical, or ineffective expenditure of federal funds.
These allegations are distinguishable from instances of
program noncompliance, such as alleged discriminatory
practices, not included in this review.

iJohn P. Nichols and William Willner, Revenue Sharing (Pro
Plan International Ltd., Inc., Washington, D.C., 1973), p.
40.

‘Revenue Sharing, p. 40.
2 GAO/HRD-92-143R



its reyenues to support program priorities unique to each
locality.

GRS PROGRAM DESIGN AND ACCOUNTABILITY PROVISIONS

GRS devolved authority and accountability to state and local
governments. Specifically, the program imposed limited
expenditure constraints; deferred allocation and spending
decisions for recipient governments to the state and local
levels; allowed commingling of GRS entitlements, state, and
local funds; and relied on existing oversight mechanisms.

The State and Local Fiscal Assistance Act of 1972 included
provisions for audits, investigations, and reviews to ensure
programmatic and fiscal accountability. Through established
oversight procedures, program officials and auditors
attempted to identify and resolve alleged violations
concerning improper expenditure of GRS funds or other program
noncompliance. The act required governments that received
over $25,000 to have an independent audit at least every 3
vyears. In addition, the law mandated the Comptroller General
to review activities of the Secretary of Treasury and state
and local governments "necessary for Congress to evaluate
compliance and operations..."¢

Although GRS deferred to state and local authority,
decentralized decision-making did not relieve Treasury of its
oversight role. Specifically, the act required the Secretary
to conduct investigations of possible violations as reported
through the audit process. Within Treasury, the Office of
Revenue Sharing (ORS) had responsibility for ensuring
programmatic and fiscal accountability among state and local
recipients of GRS funds. The Department generally sought
assurance that fund recipients complied with federal law by
exercising due diligence in its enforcement of audit
requirements. Rather than increasing expenditure constraints
and running the risk of creating new federal bureaucracies to
ensure compliance, Treasury placed higher priority on
encouraging improved audit capabilities among recipient
governments as the most appropriate oversight mechanism for
GRS.

REPORTED ALLEGATIONS OF IMPROPER GRS EXPENDITURES

Our review of GAO reports identified three allegations
claiming improper expenditure of GRS funds. Allegations
generally originated from dissatisfied citizens who disagreed
with local allocation and expenditure priorities. The
following information describes the allegations GAO reported,

431 U.S.C. 6723(£)(1)(A) (1982).
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including funds received by the recipient government and the
results of each investigation.

In November 1973, we reported on the purchase of a
sanitary landfill site with GRS funds (GAO/B-178349, Nov.
5, 1973). A local citizen alleged that the county
government paid too much for the site and chose an
inappropriate location for its landfill needs. The county
considered four sites before choosing one that was
economical and technically acceptable, in the judgment of
the county commission and public health officials. ORS
records show that the county government received about
$115,000 in GRS funds at the time of the allegation.
After receiving these funds, the county exercised its
option to purchase the site for $20,500.

Our review found that state and county actions appeared to
comply with existing laws and policies. The site
acquisition was part of the state’s solid waste program.
The county, in accordance with GRS legislation, also
publicized its intention to use GRS funds for capital
expenditures in its planned use report and in a local
newspaper. Although state law also required counties to
hold public hearings before approving their budget, county
officials advised us that they did not need a separate
public hearing for the site acquisition because the budget
had been approved about 4 months before the county
received its GRS entitlement.

-- case II--Police intelligence operations

In May 1975, we issued a report in response to a
congressional inquiry on the use of GRS funds to pay
police salaries for a major metropolitan police force
(GAO/B-171019, May 29, 1975). Specifically, the request
asked about the extent to which the police department
applied the funds to domestic intelligence operations. We
reported that the city government received about $183
million in GRS funds from December 1972 through October
1974, about $135 million of which it used for police
salaries. Of the $135 million, the city designated about
$539,000 to pay salaries for officers in the Intelligence
Division.

GRS funds could be applied by local governments toward
operating and maintenance expenses for public safety,
including police functions. We concluded, therefore, that
the city expended GRS funds for police intelligence
operations in a manner consistent with the intent of
federal laws governing the disbursement of these
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resources. Federal officials involved with GRS concurred
with our conclusion.

- - an d purchase

We also reviewed allegations made by a private citizen in
1979 claiming that the town council proposed to purchase
and remodel a low-priced "restaurant" originally operated
for senior citizens (GAO/B-130515G.94, Mar. 7, 1979). The
allegation questioned whether GRS funds could be used to
purchase the building without an appraisal. ORS records
show that the town received and entitlement of about
$71,000 at the time of the allegation, and the town
council proposed to expend $45,000 to purchase the
building and surrounding land.

We concluded that GRS funds could be used to purchase the
building without an appraisal, as long as the sale was in
compliance with state and local laws. ORS agreed with our
conclusion, stating that a recipient government "shall
expend its revenue sharing funds only in accordance with
the laws and procedures applicable to the expenditure of
its own source revenues. Accordingly, if [the recipient
government] allocated its revenue sharing entitlement
funds for the purchase of a restaurant...state and local
laws with respect to real estate transactions would

apply.”

Available Treasury reports on GRS contain no information on
substantiated cases of waste, fraud, or abuse involving the
improper expenditure of program funds. The Department also
disbanded ORS in June 1987. Accordingly, we could not assess
the frequency and nature of any additional allegations that
may have been reported to Treasury.

Treasury officials familiar with GRS informed us that the
Department rarely received allegations of waste, fraud, or
abuse. When it received an allegation from a dissatisfied
citizen who alleged that an improper expenditure of federal
funds had occurred, Treasury explained that GRS funds could
be spent for any purpose authorized under state and local
laws.

We discussed the contents of this letter with Treasury
officials, who agreed with our overall message, and
incorporated their comments where appropriate. If you have
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any questions regarding our review, please call me,
Assistant Director, George F. Poindexter or Senior Evaluator,

Mark E. Ward on (202) 512-7225.

Sincerely yours,

Ol

Gregory J. McDonald
Director, Human Services Policy
and Management Issues

118915
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