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STAFF SUMMARY OF FINDINGS AND
CONCLUSIONS

On April 30, 1991, the Committee on the District of Columbia
took a historic step with the passage of Public Law 102-102, the
District of Columbia Budget Efficiency Act of 1991. Public Law
102-102 established a predictable and equitable method for deter-

mining the amount of the annual Federal payment to the District
of Columbia hereinafter "District." It was not only supported in

committee by members of both the majority and minority, includ-

ing committee Chair Ron Dellums, ranking Republican member
Tom Bliley, as well as other colleagues, in an extraordinary show
of bipartisan support for the District, the formula was also support-
ed by the entire Republican and Democratic leadership of the
House. With this bipartisan support, the legislation passed the
House. With this bipartisan support, the legislation passed the
House by voice vote and was forwarded to the Senate for its consid-
eration where it passed in late August 1991, and was later signed
into law by then President George Bush.

During the course of the negotiation on the Federal payment,
certain revenue categories which had been historically used were
once again used to determine the base amount, 24 percent of which
would be the amount of the Federal payment. Not included were
the categories "Charges for Services" and "Miscellaneous" because
they were not enumerated and specified. When the District submit-
ted its audited report to the U.S. General Accounting Office as re-

quired by subsection 2(c)(1) of Public Law 102-102 and subsequently
to the Congress, these two categories in question were included, but
without an enumeration of what areas they covered. Without that

enumeration, the committee was unable to authorize their inclu-
sion in the base amount used by the District of Columbia Subcom-
mittee of the House Committee on Appropriations for purposes of

determining the fiscal year 1993 Federal payment. The results
were very disturbing and frustrating to all parties involved. Had
these two categories been included for fiscal year 1993, the Federal
payment might well have been the $655 plus million as anticipated.
The first proposal considered by committee on March 31, 1993,

was very important because it determined whether the committee
would consider two categories not included as part of the non-Fed-
eral, locally generated revenues. These categories, listed on page 19
of the District's financial audit under the heading of Revenues are

"Charges for Services" and "Miscellaneous." In total, they account-
ed for $162 million and if counted, would mean an additional $40
plus million for the District under the 24 percent Federal payment
formula for fiscal year 1994.

The second proposal considered was a legislative amendment
that would, if enacted, set a floor for the Federal payment by as-

(V)



VI

suring the sum appropriated would not be less than the previous

year's appropriation.
It is vital to the District's operations and bond market ratings

that the District's fiscal base be as stable and predictable as possi-

ble. The amendment, if enacted, would assure that the appropri-
ated Federal payment would not be less than the 24 percent of the

previous year's appropriation, a bottom line stability that might
also encourage the District to budget conservatively.
Under current law. Public Law 102-102 expires with the fiscal

year 1995 authorization. Therefore, it is imperative that the com-
mittee begin building a record that can be used in determining the

efficacy of the present Federal payment formula process.



JOINT SUBCOMMITTEE HEARING ON THE FEDERAL PAY-
MENT FORMULA AND IMPLEMENTATION OF THE LEGIS-
LATION THAT ESTABLISHED THE FORMULA

Wednesday, March 31, 1993

House of Representatives,
Subcommittee on Fiscal Affairs and Health,
Subcommittee on Judiciary and Education,

Committee on the District of Columbia,
Washington, D.C.

The subcommittee met, pursuant to call, at 9:30 a.m., in room
1310-A Longworth House Office Building, Hon. Eleanor Holmes
Norton (chairwoman of the Subcommittee on Judiciary and Educa-
tion) presiding.
Members present: Representatives Norton, Stark, Wheat, Lewis,

Jefferson, Bliley, Rohrabacher, and Ballenger.
Majority staff present: Broderick D. Johnson, staff director;

Dietra L. Ford, senior legislative associate; Dale Maclver, senior
staff counsel; Ronald C. Willis, subcommittee staff director; and
Marvin R. Eason, staff assistant.

Minority staff present: Dennis G. Smith, staff director; David An-
derson, chief counsel; Ron Hamm, senior staff associate; Nancy
Noe, legislative associate; Matthew Farley, Rick Dykema, and
Ashley Rehr, staff assistants.

William G. Wren, GPO publication specialist.
Ms. Norton. I want to welcome our colleagues and today's wit-

nesses.

On April 30, 1991, the Committee on the District of Columbia
took a historic step with the passage of Public Law 102-102, the
District of Columbia Budpet Efficiency Act of 1991. Public Law
102-102 established a predictable and equitable method for deter-

mining the amount of the annual Federal payment to the District
of Columbia. It was not only supported in committee by members
of both the majority and minority, including committee Chair, Ron
Dellums, ranking Republican member Tom Bliley, as well as my
other colleagues. In an extraordinary show of bipartisan support
for the District, the formula was also supported by the entire Re-

publican and Democratic leadership of the House. With this bipar-
tisan support, the legislation passed the House by voice vote and
was forwarded to the Senate for its consideration where it passed
in late August 1991, and was later signed into law by then Presi-

dent Bush.

Today, we will consider two proposals that should strengthen
Public Law 102-102 so as to ensure that the District can anticipate

(1)



with greater certainty the amount it is to receive in the Federal

pa>Tnent for this year.
The first proposal before us today is very important because it

will determine whether we should consider two categories not now
included as part of the non-Federal, locally generated revenues.
The vagueness of the two traditional categories in the District

budget led to a S30 million shortfall last year. These categories,
listed on page 19 of the District's financial audit under the heading
of Revenues, are "Charges for Sen-ices"" and "Miscellaneous." In

total, they account for S162 million and if counted, would mean an
additional S40 plus million for the District under the 24-percent
Federal pavTnent formula for fiscal year 1994.

During the course of the negotiation on the Federal pa^Tnent,
certain revenue categories which had been historically used were
once again used to determine the base amount, 24 percent of which
would be the amount of the Federal payment. Not included were
the categories "Charges for Services"" and "Miscellaneous'" because

they were not enumerated and specified. \Mien the District submit-
ted its audited report to the U.S. General Accounting Office as re-

quired by subsection 2ich1i of Public Law 102-102 and subsequently
to the Congress, these two categories in question were included, but
without an enumeration of what areas they covered. Without that

enumeration, the committee was unable to authorize their inclu-

sion in the base amount used by the District of Columbia Appro-
priations Subcommittee for purposes of determining the fiscal year
1993 Federal payment. The result was ver>- disturbing and frustrat-

ing to all parties involved. Had these two categories been included
for fiscal year 1993, the Federal payment might well have been the

S655 plus million as anticipated.
In the course of today"s testimony by District officials, we hope to

receive an enumeration of both categories that will allow us to au-

thorize their inclusion in the appropriation process.
The second proposal is a draft of a legislative amendment that

would, if enacted, set a floor for the Federal payment by assuring
the sum appropriated would not be less than the pre\"ious year"s

appropriation.
It is vital to the District's operations and to the city's bond-

market ratings that the District's fiscal base be as stable and pre-
dictable as possible. This means an assurance of a stable and pre-
dictable Federal payment that does not fluctuate precipitously. My
amendment, if enacted, would assure that the appropriated Federal

paN-ment would not be less than the 24 percent of the preN-ious

year"s appropriation, a bottom-line stability that might also encour-

age the District to budget consen.-atively.
Under current law. Public Law 102-102 expires v-ith the fiscal

year 1995 authorization. Therefore, I believe it imperative that we
begin building a record that can be used in determining the effica-

cy of the present Federal payment formula process. Are there ways
we can improve on this process and if so. what are they? We need
to begin to answer these questions now so that when the time

comes for reauthorization legislation. %ve are prepared to consider

all the possible options.



I have been asked by the co-Chair of this hearing, Mr. McDer-
mott, who is called away to a hearing on health care reform if I

would read his statement into the record. I will do so at this time.

Mr. McDermott's statement

Thank you, Madam Chair.

I, too, look forward to hearing from our distinguished panel of

witnesses, as well as the remarks of our distinguished colleagues.
The passage of the Federal payment legislation marked the first

substantial amendment to the 1973 Home Rule Act and was in-

tended to bring about a fair, equitable and predictable way of de-

termining the amount of the Federal payment to the District of Co-
lumbia. I was pleased to join you as a cosponsor of that legislation.

Today, we are considering whether or not to amend Public Law
102-102, the Federal payment formula law to assure that while the
Federal payment may not increase as expected, it will not fall

below the amount appropriated for the previous year. In addition,
we have asked the officials of the District of Columbia to submit
for the record an enumeration of the two categories from their
annual fiscal audit, "Charges for Services" and "Miscellaneous,"
not now authorized to be included in the District of Columbia Ap-
propriations Subcommittee as part of what is called "locally gener-
ated revenues, non-Federal." Locally generated revenues, non-Fed-
eral is the basis for determining the Federal payment. The net
result would be both a floor for the Federal payment and the possi-
ble inclusion of legitimate categories not now included, which could
result in an increase of the amount to be appropriated for the Fed-
eral payment.

I look forward to the testimony and feel confident that this hear-

ing will enlighten all of us as to where we stand on this issue of
vital interest to the citizens of the District of Columbia.

I have no further remarks at this time and yield back to you.
Madam Chair.
Are there any remarks from the ranking member, Mr. Rohra-

bacher?

[No response]
Ms. Norton. Mr. Bliley?
Mr. Bulky. Well, thank you very much.
Madam Chairman, members of the committee, in the winter of

1990 and 1991, the Nation faced war in the Middle East. Some of
the shock waves set off by that armed conflict were acutely felt in

our Nation's Capital. We still see many of the physical barriers
that which were erected in response to terrorist threats, but the
District of Columbia also felt a fiscal strain as well. Additional se-

curity for the President, Congress, the visitors to the Nation's Cap-
ital cost millions of dollars. At the same time, the District govern-
ment was losing tens of millions of dollars in revenues as tourists

stayed away.
As a new mayor and a new city council took office in January

1991, the District truly faced a financial crisis. It was against this

backdrop that the 102d Congress passed an emergency supplemen-
tal appropriation of $100 million. I might add that, I was proud and
pleased to help the Mayor in this effort.



Shortly thereafter on a bipartisan basis, the Committee on the
District of Columbia reported legislation to enact a stable and pre-
dictable Federal payment authorization. The bills sponsored by Mr.
Dellums, Ms. Norton and myself became Public Law 102-102,
which increased the annual Federal payment authorization by an-
other $200 million over the fiscal year 1990 level and set the Feder-
al payment at 24 percent of local revenues from 2 years prior for
fiscal years 1993 through 1995.

As a result, the District of Columbia has received a cumulative
increase of $500 million in funding from the Federal payment over
the past 3 fiscal years. Yet, there are apparently complaints by Dis-
trict officials that Congress has not fulfilled its obligations to the
District. Thus, 2 years after enactment and 2 years before the au-
thorization expires, the implementation of Public Law 102-102 is

the subject of today's hearing.
So, how did we get to where we are today? How can the District

claim it was entitled to receive $30 million more for the fiscal 1993
Federal payment than what was appropriated? How can the Dis-
trict claim a Federal payment of $671 million for fiscal year 1994,
which is $40 million more than allowed under the formula?

I believe that the following charts precisely explain not only how
we got to where we are today, but also why the District is wrong in

claiming the higher amounts.
[Charts at page 8.]

Revenue Estimates

Chart 1: The first table provides several important pieces of in-

formation. For fiscal year 1985, the District told Congress that it

would collect $1,639,259,000 in general fund local revenues. The
District actually collected $53.5 million in fiscal 1985, more than it

originally estimated. In fact, in each of the first 5 fiscal years
shown here, the District underestimated its revenues by an average
of $53.4 million. Look at the tremendous rate of growth in those

years, 10 percent, 9.69 percent, 8.76 percent and 8.93 percent.
Look what happened in the next 3 fiscal years. The rate of

growth was cut in half. While revenues still increased by more
than $83 million in fiscal year 1990, the District's revenue estimate
was wrong by $127.6 million. It gets worse.

In the spring of 1990, the Barry administration estimated that it

would receive $2,779,383,000 in fiscal year 1991. Again, while reve-

nues did increase by another $100 million, the estimate was short

by nearly $176 million. So, in January 1991, the new Mayor faced a

budgetary nightmare. The good news was the new administration
became more realistic about its rate of growth. The bad news, of

course, was that these District revenues between 1991 and 1992

grew by only 1 percent. Perhaps, the most important fact, as it per-
tains to today's hearing, is found in the second column of figures:
"Actual Revenues."

It has been alleged that there is some confusion regarding the
definition of local revenues. The figures in the second column come
directly from the District's own budget. The figures from 1985 to

1990 come directly from the Mayor's own testimony before the
House Committee on the District of Columbia in April 1991. Actual



revenues for 1991 and 1992, of course, were not available at that

time, but the Mayor's testimony still reflected the Barry estimated
revenues for 1991 of $2,779 billion.

The Committee on the District of Columbia used these same fig-

ures in its report on H.R. 2123, which established the formula. Fi-

nally, I note that these figures also reflect those used by the Appro-
priations Committee. These figures are important for what types of

revenue were being counted by both the city and Congress 2 years
ago when the formula was being determined. They are equally im-

portant for describing what is not counted as revenue.
Let me note one other point. Public Law 102-102 authorized the

set amount, $630 million, for Federal payment of fiscal year 1992.

If the District had received the payment based on the formula, it

would have received only $600.7 million for fiscal year 1992.

As the District has complained that the Federal payment was
$30 million less than expected in fiscal year year 1993, let me note
that the District received the extra amount in fiscal year 1992, 2

years ago. A $100 million emergency supplemental in the Federal
formula and new bonding authority were described as acts of faith.

Add this additional $30 million to that list. Congress has lived up
to its commitments and I am deeply disturbed by allegations to the

contrary.
Chart 2: In the second chart, we isolate what happened to the

general fund in fiscal 1991. A great deal can be learned by examin-

ing the original budget assumptions, a budget revised 1 year later

and the audited budget at the close of the fiscal year.
As the chart shows, the Barry administration projected revenues

of $2,779 billion in the spring of 1990. In the revised budget, it was
clear to the new Kelly administration that the estimates were way
off the mark. Although the District actually collected more in prop-
erty taxes than originally estimated, revenues from nearly all

other sources were down significantly. Collections from income
taxes were nearly $100 million short. We can see some of the ef-

fects of Desert Storm. Sales taxes, much of them derived from the
tourist industry were $58 million less than originally projected.
As you can see here and on the previous chart. District general

fund local revenues in 1991, were nearly $176 million less than

originally projected. The third column, "Audited Revenues," is the
basis for the calculation of the Federal payment. In fiscal 1991, the
audited general fund, local revenues totaled $2,603 billion. So, the
Federal payment for fiscal 1993, as determined by the Appropria-
tions Committee under Public Law 102-102, was 24 percent of this

amount or $624.8 million.

Let me note that the District budget includes and Congress ap-

propriates nearly $100 million in legitimate and recognizable serv-

ice charges and miscellaneous revenue. Also included in the total

are net lottery proceeds, which are transferred to the general fund
to be spent by the District government as part of the regular
budget process.
Now, charts 3 and 4.

So, what did the District do when the revenues came in at $176
million less than they were originally estimated? The next two
charts reveal what the District has attempted to do, to count more
sources as revenue. The District has tried to include revenues
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which have not historically been included by any entity including
the District as general fund, local revenues. Simply speaking, the
District is trying to include nonappropriated, miscellaneous reve-
nues and service charges.
What are these nonappropriated revenues? Here are just some of

the items for which the District tried to claim for the fiscal year
1993 Federal payment, based on fiscal year 1991 audited revenues:

$48.9 million in intra-District funds from capital outlay funds. If

one D.C. agency charges another District of Columbia agency for

services, the District wants to count that as revenue. Furthermore,
capital funds should not be considered to be available as general
funds.

The District wants to count $1.2 million from the Federal Gov-
ernment for the supplemental security insurance program, even

though Public Law 102-102 expressly excludes Federal funds from
the formula.
The District wants to count $18.2 million in rents and utilities,

even though these collections are not available for general use.

It tries to count sales from the prison industry to the Federal
Government.
The District wants to count a $1.3 million HUD loan to the Lin-

coln Theater Project.
The District wants to count medicare fees.

In all, the District wants to count $97 million in nonappropriated
service charges, half of which appear to be transfers between agen-
cies.

The District seeks to count $76.8 million in miscellaneous reve-

nues, some of which come from the Federal Government or is not
available for general use.

What is obvious about these nonappropriated revenues is that

they were never included by any entity involved in establishing the
Federal payment formula 2 years ago. The District did not count

nonappropriated revenue. The House D.C. Committee did not count

nonappropriated revenue. The D.C. Appropriations Subcommittee
did not count nonappropriated revenue. The Rivlin Commission, in

developing its recommendations of the Federal payment, did not
count nonappropriated revenue.
Even if there was an initial misunderstanding about what was to

be counted in calculating the Federal payment, then surely that
issue was resolved last year during the Appropriations Subcommit-
tee deliberations. Former Chairman Dellums and I both informed

Appropriations that counting nonappropriated revenue would not
be consistent with congressional intent. Appropriations determined
that, to count nonappropriated revenues would be inconsistent with
the historical understanding of the general fund, local revenues.

Yet, the District has insisted on presenting a budget with a Federal

payment which it knows is $40 million higher than the formula
allows.

The record demonstrates that today, 2 years after the establish-

ment of the Federal payment formula, the formula is working pre-

cisely as it was designed. Two years ago, the Mayor testified that
she acknowledged that "Sometimes the revenue will be up and
sometimes it will be down."



The Appropriations Committee has fulfilled its role in appropri-

ating the District budget in a consistent manner. Julian Dixon, the

gentleman from California and Dean Gallo, the gentleman from
New Jersey, in particular, ought to be commended for maintaining
the integrity of the formula. I think it is unfortunate that some
local officials have tried to change the rules and were not allowed
to and have chosen to blame the Congress.

I thank the Chairman and I apologize for the length of my open-
ing statement.

[The charts attached to Mr. Bliley's statement follow:]
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Ms. Norton. Thank you, Mr. Bliley.
Before I proceed to the ranking member, I want to welcome Mr.

Lewis and Mr. Jefferson to this committee and say how much I ap-
preciate their willingness to serve and to welcome Mr. Ballenger as
well and to indicate how much I appreciate his willingness to
serve.

Mr. Rohrabacher.
Mr. Rohrabacher. Thank you. Madam Chairman.
Madam Chairman, today really is a sad occasion for these sub-

committees and for the Committee of the District of Columbia as a
whole and for the authorizing committees in general. Two years
ago. Congress enacted Public Law 102-102, establishing a formula-
based Federal payment authorization level. Although I thought the

24-percent level was too high, I supported basing the authorization
level on a formula, because I believed that meant there would be

predictable bases for determining the Federal payment.
Madam Chairman, it doesn't seem to be working out that way.
There is no doubt in my mind that Mr. Bliley is absolutely right

in his calculations as to what revenues are supposed to be included
in calculating the formula. There is no doubt in my mind that,
Chairman Dellums was right in agreeing with Mr. Bliley's analysis
of the legislative intent of this committee and that the District of

Columbia Appropriations Subcommittee was right in appropriating
a general Federal payment close to the Dellums/Bliley interpreta-
tion of the formula. But, there is also no doubt in my mind that
none of this matters.
Madam Chairman, in fiscal year 1993, the very first year the for-

mula was used to calculate the Federal payment, this committee
says the formula worked out to be $625 million. The city claims it

is $848 million, but out of the goodness of their hearts, have limited
their request to $655 million. Meanwhile, the Appropriations Com-
mittee set a general Federal payment at $630 million and threw in

an extra $30 million for a youth and crime initiative.

A few months ago, the committee yielded to President Bush to

veto any bill over his budget request, keeping the total payment at

$630 million. Now, however, with President Bush gone, the Appro-
priations Committee has added an extra $28 million in unrestricted
funds to the supplemental appropriations bill now being debated in

the Senate.
It gets worse from here, as far as I am concerned, Madam Chair-

man.
For fiscal year 1994, Mr. Bliley says, and I agree with him, that

the formula works out to be $633 million. The city claims it is sup-

posed to be $802 million but, again, out of the goodness of their

hearts, they are asking only for $672 million. As far as the Appro-
priations Committee, it is clear from what they did in fiscal year
1993 that they will appropriate whatever they darn well want to

appropriate. Madam Chairman, the formula has failed from the
outset in its fundamental purpose, to produce an agreed upon, pre-
dictable Federal payment.
The city says that the formula yields far higher numbers than

anything this committee intended and the Appropriations Commit-
tee does not even feel bound by the formula anyway. We may as
well throw in the towel and throw out the formula. If the city and
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the Appropriations Committee will not abide by the rules, let us

just fight it out each year for D.C.'s appropriations number on the
House floor and, yes, may the best team win.

I find it distressing that after someone—after we all moved for-

ward with what was a very idealistic and sincere effort to give the

city and, I might add, the taxpayers and all of us something from
which we could count on and expect that we would not have to

fight through these numbers, that it has failed in its very first year
to accomplish the ends we thought it would accomplish.
Thank you very much, Madam Chairman.
Ms. Norton. Could I just say to my two colleagues, there has

been a lot of shouting back and forth on the formula and how it

has worked. As we looked into the matter this session, it seems
that there has been very little problem solving. The formula was
applied for the first time last year. It was not perfectly calculated

by the committee or perfectly applied by the Congress, it seems to

me, is to be expected when we were dealing with an unprecedented
formula.

I would like to ask those from the city and those from the Con-

gress to both regard this as a problem to be solved, rather than to

assume the conclusion is at hand before we can engage in a prob-
lem-solving exercise.

I would like to ask if any member of the committee who has not

spoken has a
Mr. Bliley. Would the gentlewoman yield?
Ms. Norton. Certainly so, Mr. Bliley.
Mr. Bliley. We realized that the formula might not have been

perfect when we did it, but we did it with everybody's agreement of
the request—and we set it for 2 years. The reason we set it for 2

years was to come back and reexamine it.

Ms. Norton. Three years, Mr. Bliley.
Mr. BuLEY. Three years, OK. We put a time limit on it for the

purpose of seeing how it works and then make what adjustments, if

any, should be made at that time.
That's all.

Ms. Norton. Thank you so much.
Any other comments.
Mr. Lewis. Madam Chairman.
Ms. Norton. Mr. Lewis?
Mr. Lewis. Madam Chairperson, let me just say that I am de-

lighted and very pleased to be serving on this committee. I look for-

ward to working with you and other members of this committee
and working with the great Mayor of this city and all the elected
officials.

I served on the city council in the city of Atlanta for more than 4

years. That city was a free and independent city. I hope the day
will come when I am serving on this committee that, the District of

Columbia will become free and liberated.

Thank you. Madam Chair.
Ms. Norton. Thank you, Mr. Lewis.
Mr. Jefferson.

Mr. Jefferson. Thank you. Madam Chairwoman.
I have a very brief remark that I would like to share with you

and the committee at this time and with the public.
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Like Mr. Lewis, I am pleased to serve with you and with this

committee. I do not share the rich history that we have seen exam-
ined here this morning and I am sure we will hear some more of it.

I hope to learn it as soon as I can and to benefit from it.

Our job, as Mr. Lewis has stated and, I think, rightly stated is, to

work toward the day when the people of the District of Columbia
are truly represented in this Nation's body as fully as they should
be. I hope that these interim measures that we are taking we will

do as fairly and as expeditiously and as well as we can and with
the least acrimony we can.

I am pleased to serve with you and the committee and I look for-

ward to working with you in the years to come.
Ms. Norton. Well, thank you, gentlemen.
Mr. Ballenger.
Mr. Ballenger. Madam Chairperson and members of this com-

mittee, I would like to learn that I can—I hope to educate myself of

the problems here. Again, having served as Congressman Lewis has
in local government—I was the county commissioner for 8 years.

Luckily for the people who were taxpayers in my area of the coun-

try, we had to have a balanced budget every year.
I have now been a taxpayer here in the city of Washington, DC.

for 6 years. I would like to see somewhere along the line something
occur that makes it look like the government is working, which I

have not seen since I have lived here.

Ms. Norton. Thank you, Mr. Ballenger.
[Pause]
Ms. Norton. I want to welcome Mayor Kelly and her staff to this

hearing. She may proceed.

Anybody who is going to be testifying with you, would you identi-

fy yourself for the record?

STATEMENT OF HON. SHARON PRATT KELLY, MAYOR, DISTRICT
OF COLUMBIA ACCOMPANIED BY ELLEN O'CONNOR, CHIEF FI-

NANCIAL OFFICER OF THE DISTRICT OF COLUMBIA AND TONY
CALHOUN, CONTROLLER OF THE DISTRICT OF COLUMBIA

STATEMENT OF HON. SHARON PRATT KELLY
Ms. Kelly. This is Ellen O'Connor, who is the chief financial offi-

cer, Tony Calhoun, who is the controller of the District of Colum-
bia. I am Sharon Pratt Kelly, the Mayor of the District of Colum-
bia.

Good morning. Chairwoman Norton. It is good to be with you. It

is good to be with you, Mr. Bliley, Mr. Rohrabacher, Mr. Ballenger
and particularly to our two good friends. Congressman Lewis and

Congressman Jefferson. It is a pleasure. If I may take this moment
to say also that, I am delighted to see in your midst Mr. Broderick
D. Johnson.

I am here today and welcome the opportunity today to testify
with respect to the implementation of Public Law 102-102, which is

the Federal formula payment that required considerable effort and

energy on the parts of a good many people to hammer out in the

first year of office of both me and Mr. Wilson and Ms. Norton. As
we might know, just for a point of putting history in context, this

Federal formula payment was not an idea that was developed on
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the spot by anybody. Indeed, it was the product in part of the ef-

forts of a commission, which was the bipartisan commission, as we
might all recall.

The Chair of that commission was Alice Rivlin at the time. The
other co-Chair was Frank Fahrenkopf. As a result of this 2-year
commission which existed before I took office as Mayor, several

things came forward, one of which was that the District of Colum-
bia government needed to streamline. That was one of the issues

that came forth. I might add that process commenced at the time
that I took office. Indeed, the District of Columbia government, in

the first year and a half, was streamlined by SVa percent, which
included 14,000 people, 700 funded vacant positions, 2,000 unfunded
vacant positions.
As a result of the budget that was just approved by the District

of Columbia Council for fiscal year 1994, that government will

again be streamlined by 7 percent or 3,000 positions, funded posi-
tions of which the lion's share will be incumbents, will be reduced

again. So, this government, this local government is doing its part
in terms of one of the recommendations offered by the Rivlin Com-
mission.
Another recommendation that was also offered by the Rivlin

Commission was that, the District of Columbia, since it has this

very peculiar arrangement in this country, that the District of Co-

lumbia in order to be fiscally stable ought to also have the capacity
to tax the income that is generated here. We will not pursue that

basic, American prerogative today. The issue before us today is

that, because of this peculiar nature, because we cannot tax 40 per-
cent of our property, 62 percent of the income that is generated in

the District, we have this very unusual arrangement which is asso-

ciated with the Federal payment.
It was thought, however, by that bipartisan commission that

there needed to be some predictability to that payment. So, we
worked together to try to hammer out what, indeed, that under-

standing ought to be. I should say very clearly, for those who have
a difference of opinion that it was a clear understanding, we
thought, as to what constituted those revenues at the time we ham-
mered out that payment. I want to say at the outset, I very much
appreciate the spirit of our Congresswoman Norton's amendment,
but I also want to say that there were some understandings at that

time. Those understandings were or we asked that they be reflect-

ed as a part of the legislative record.

Now, everybody at that time said, no, we do not need to make it

a part of the legislative record. Oh, no, Mayor Kelly, that is not

necessary, because everything that you are talking about consti-

tutes revenue is pretty well understood by general accounting rules

and there is nothing unusual to the District of Columbia. The rules

that we are talking about are the rules—that is right—are the
same rules that they normally constitute as revenues by general
accounting standards. Therefore, we thought there was a clear and
unequivocal understanding.
As the Congresswoman has pointed out, in this first year, not

surprisingly, maybe there are some misperceptions or misunder-

standings or legitimate differences of opinion, but we thought all of

that was clearly hammered out. We are not trying to change the
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rules in the middle of the game. We really are not. We think we
are really going back to what was clearly understood at that time
in terms of what constituted revenues. Indeed, the revenues that
we are talking about, for example, are legitimate reimbursements
for expenses, not money that^nor are we talking about money
that the Federal Government gives us. We are talking legitimate
reimbursements for expenses.
The kinds of things that are now being disputed, for example, the

District of Columbia has to go back and pave a road because one of

the utility companies has messed up the road for trying to correct
a utility problem. You are saying that ought not to be included as a

part of our expenses. Indeed, the dollars that we collect for services

provided in terms of our housing, people are saying now that those
are not legitimate revenues that ought not to be included. By any
other standard, in any other general accounting standards in terms
of government, those would be legitimate revenues. That is what
we are saying ought to be calculated as a part of that base.

So, I am going to ask Ellen O'Connor and Tony Calhoun to elabo-

rate upon it further but, again, we are not trying to change the
rules in the middle of the game. We, indeed, are trying to operate
by the rules that we thought were clearly understood at the time
we worked so vigorously to obtain this Federal formula payment.

I would also add that our hope is that, while it should sunset in

1995, we are hopeful that it will become permanent so long as this

unusual arrangement for limited home rule exists.

Again, we are here to elaborate and what I would like to do with

your permission is to ask Ellen O'Connor if they can speak or

maybe respond to any questions that you might have, to assist in

responding to any questions you might have.
Ms. Norton. Thank you very much. Mayor Kelly.

Yes, I would like unanimous consent to enter your written testi-

mony into the record since it answers, it seems to me, very forth-

rightly the precise questions at issue in this testimony.
[The prepared statement of Ms. Sharon Pratt Kelly with attach-

ments follows:]
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STATEMENT OF
THE HONORABLE SHARON PRATT KKI.I.Y

MAYOR OF THE DISTRICT OF COLUMBIA.
BEFORE THE

DiS-nRICT OF COLUMBIA COMMITTEE
SUBCOMMITTEE OF FISCAL AFFAIRS AND HliALTH

AND THE
SL'BCOM.vDTTEE ON JUDICIARY ANT> EDUCATION

WedDcsday. 31 March 1993 930 a-m.

Good morning Chairman Staric, Congressman BHIey, Chaimian McDermott, Chairwoman

Norton and members of die subcomniiucos. Thank you for the oppomioity to testiiy

before you today on tbe mTplementation of PX. 102-102, die lesbladon that established

tlic federal formnia payment to the District of Columbia.

It was nearly two years ago that I first came boforo this conumtie© in my capacity as

mayor of the DistricL Ai that time, I strongly endorsed the direction and intent of the

federal funniilx bill yuu weie eonsidering and strongly uiged the committee to go one

5Tftp fiirther and adopt the rcconnnendation of the RiTlia Ccraniission which would have

sec the formula at 30 percent of Iwudly-gcuciated icvcauc. Through extensive

negoriatinn and cnnperation, we were abk to enact tiie existing federal pavment

legislation wMch set Jic fuiinulii m. 24 yciccr.t of local source revenue.

The Districi and Lhii> cummiuee wliolchcaitcdly supported and celebrated ttie passage of
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(hs historic legislation establishing a formula for the federa] paymptnt to the nation's

capital. We were all in cgrccmcnt that the fcCcial p^ment had not kept pace %vith the

expectations and demands for services to the federal gnvftmnient placed upoa the District

and that the District -vs-as burdened by tlic txemendous taxing restrictions included in the

Home Rule Chaiter.

In this comoiittee and in the Cor.gre<;<;^ there developed a coosensii; that the tirac had

com« for a fedeml pdyment that wo^old be predictable, fctiorid and equitable and tliat

would pro'/ide a level nf certainty to the District as well as to Wall StieeL Li fact, all of

the . acini ers of this Committee agreed tlnat a federal pa-yinent foan'jla provides a

dependable method on wriich the Disixi;t goverrjnoal cea rely "whco di«uling its own

fiscal year budgets. By implementing a formula for determining the federal p;:ynient in

advar.ce, a ^'•ge measure of uncertainty eta be avoided d'jriLg viui budget process.

The Dirtrict of Colurr.bie. Budgctiry Efncicnuy Act of 1991 authorized a federal pa>'mer.t

to the District in an anour.t equal tc 24 percerf n*"the leveaues derived frDm "loccl

sources". I tm urging the rek\cu;i cuugressional committees:

1. to interpret P.L. 102-102 with a sharper dennitioa of th<s tenn 'loc^l

soluw-ss' iiiid, having done so

2. to exlprd the authiorization of the payment beyond meal yeai- 1995 and

make the comrrJLment permanent
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Ihc General Accounting Office, ch^rgM' under the law v?ith reviewing and rcpoiLiiijj

Dis:rioi revenues, a yr<ir ago, struggled lo come up witxi an approach tliat represertpH

•what it thought Congress wanted for calculating a federal pejment to liic District and still

meet tlie lilcral requirements of the law. It is clear th£l disparate interpreitstions on ho-A^

to calculsie the Mn^ payment will continue unless the law ii ddrified.

Confiisicri regarding ths denniticr of "local souice revenues" has existed for the past

year.

In the FY 93 Dlstnct budget, these different intp.rp-e.tations of the federal formula payment

resulted in c S30 million "hole" i:i the Distria's badgeL The District's calculation, based

on PL 102-102, was S555 million, and mir hviigeX was balanced p.ith the understanding

tl-.ct our celiuUtion was a piupcr interpretation of the law.

Tas ttuihorizing committee in May if/1, and again in June, provided a different

interpret^Hon of the law in communications v/ith the D.C. Appropiidiiunii Committee. In

our view, ihe committee's interpretation is not consistent with wiiat was the. very basis of

tSe historic legislation we all worked 3o hard to achieve. Clcaily, this new interpretation

has tremendous ramifications for the FY 94 budget just passed hy tfie Distr.ct of

Columbia Council and 300r. to be sent to Uic Cungress. The District again grappled v.ith

an uncertain federal payment during this budget planning r>rle. My recent letter to the
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Comptroller General detailed fie rjiirulalioa the District used and the rcsultiiig redcral

pcj-mcnt request in FY 94 of $c572 million.

The Diaiiici recommends that the same good will and spirit of ccnsensii'; rleveloped in

earlier negotiflfioTiS prevail as we nail down the particulars ui iJiii defimtion. and I urge

that we refine the fcrmuJa b> specifving in greater detail the elempnts to be included.

How has the District interpreted the law and wh£l dn we -r.?^ui by "local revenues'"? Our

calculatior:S of the fcccr^ paymcra are based on a percentage of District revenues, which

absolutely excludes funds received from the feripr?! gov?mrr.eat. District revenues include

generol fund rcvenuss witli all apprypriaied tajces and fees and non-appropriated revenues

as well as net lottery proceed.'^. Nnn-?pproprialed revenues include revenues received by

the District for cuaacb for sueet repair following wcric ov u^lity companies, rent from

public housing units, third party payments on mental health bcncfrts. intra-goveivuiictiuil

chais=^ ''^^ transfers and oihier non-appropriated revenues from District sources.

All of these monies meet the detirJtion of revenue according to the Gnvemment

Accounting Standards Board uid generally acocpLcd accounoag prir.cipals (G.^Af). Ail

of these amounts can be identified in the District's audited cnmnrf.lr^.Tsive annual financial

report. (A complete listing of FY 92 nou-appiupriated charges for services and r.on-

'>

appropnated miscellaneous charges is attached; federal charc.es are excluded from the
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District's definition of 'local touroes".)

Thiw, the District recommends thia method for coiup-iting the federal formula payment in

order to eliminats any confusion about which elements to include in determining the

Payment amount, while conforming to gcncially accepted £ccx>uiiting principles end usin?

audited results readily available in the District's jmnual finiricial statement.

It Is essential that we clarify the mftfhod for calculating the formula payment requlictl by

the Budgetary CfScieni^y Act of 1S91 prior to the expiration of the authorization in

FY 95. Enactment of this h-ll ws>s a bi-partisan effort to resolve t long-standing problem,

and it is my ho^x 'lidi we can clarify the specifics tor continued Lmpleraeniation of the

biil in the same ^pi'"it in which this legislation v/c3 enacted. I locV. foiwiird to working

wiuh you toward that end.

Let me speak tc the proposal to provide an anr.ual floor for the fpr'pTiI ptyment to the

District. We are not requc3ting the establisIbueiiL of a floor for tl-.e federal payment We

believe that by makin? the formula for a federal ppymejit a pennansnt commitment and

by specifying the elements to Uc u^ed to calcdate the amount. Congress will pro'Wde the

necessar>- and sufficient support to allow the: District zo plan for our nnmcisl necca.

Thank you for the opportunity to addrp-i«i you this moming.
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PISC^ YZ&B 1992
BOH &?PR0?aiAt'2D CSi^JCES

FOR SERVICES iHD MISCELLAJCSODS CKBfiGES

Koa APPROPRIATED CHARGES ^QR SZRVICZ

tions

iOLbliC

Public 5 asst. Eousiiq - Rental Pay Ti-1« ti

Smployrr.ent Sarvices - WorVpr*' Coinpeii*atica.

?i:J5lic Korxs - Street R<»r.air«

Public Schools - 'orie. Service Seles
E'onai: Servs. - V--al P.ecordc Scverue
Human Servs. - Sec. Sec. Iccotae Pajback
Huaan Sft'^/s. - Ksdicaid lipt. Cost SL^c^

5iima^ Servs. - Kediscl DC Vill
"niv. of D.C. - Law 5ch.ool T^

Recceation 6 Park Fees
3\a=aa Sei-v3. - Medical J3J Patient Liailiity
pvJsiio ncras - Loi l.i:c. l^andSlll
?.j5lic a Asst. 3ua5i::i5

- Mo:; i)weliiag Snt
^dmiti. Services - Re:;tal Prop. Hgt.
Eunaa seivs. - Medical ^ Patier^t Liiabilitj

Vatioua Otter p-.±ilic Charges
Pulilic Schools - Leass Izcoxe
E'JEa:i Servs. - Varisus Other
?'.ii)lic 5c::ooiS - Custodial Servs.
Eun^an Servs .

- Kedical ?dl ?r Vendor
Puiiic Schools - Various Other

Zord-ag
- transcript ?ees

S19, 148:961
6,122,904
4,801,274
1,750, /63
l,56i,382
1,520,349
1,391,116
1,287,598
1,266,293

575,958
564,251
472,742
429,674
397,997
345.743
327,177
222,100
•57,706
lfi6,63C
118,287
ICS.TC'-
101,114

Total PcLltc $42,830,728

Pede.raL

Correct-! r>T-.9.1 Inausfcriee - Ssle of ?r3-"iict5

Metro. Police Dapt. - Sciii . troai Otr. Gux,

FubHc Schocls - Seinb. frcsv Otr. Gov.

vptro. Police 3e?t .
- Ju3ti»o Dc?t. fi^iger.

P'jilic Worke - Rciaib. from Oti . G-ov.

P\iblic Schools - Cap. rage Schcol
Sxr^in Servs. Heiri . Tx-u-T. Ctr. GOV.

Various ether Fedeidl Charges

,083,454
654, yvs
250, /96

247,141
208,937
194,970
191,249
68,571

Total redsral 3,905,097*
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&ttachzi«ac

Intra-OQT»ri>mentaI

Vir-ioizs Ag»noiec - Intra-Oovoiimwatal 32,029,331
Public Works - Mat«r S Seer 11,767,664
Vario-a£ Other l=.ti£-3ov9rEnental 770,237

?ot£il lutra-Governmeatai <4,567 232

Torai. 50H ayi-SOPRIAT^D CSAHGSS ?0S S3aVIC3S $91,303,057

gublic

Enman SerVS. - Menr;?! Health 3rd ?£z:ty Parents $10,427,131
Eousin? a Cnn-m. - Ssi« cf La=d/6t Conm. D«v . 7,596,832
Public Wnrks - Recycling Program 7,379,982
Kuma-^ Sprvs. - AJDC litlc IV-D Coil. 5,32t,3i!/
Kr»i:=;ir.<; & CoMn. - Sond Pi^jid tid Ot'ici Htvea^e 3,874,383
Sr.blic works - Lor tor. Landril r^eliiLe i,bOC,000
Corrections - Cor.cessic^. I=.::c.T.fe 2,564,403
Public Works - Abandcced Vebitle Reir.ova! 1,994,768
Housing S Co-r;. - F-cbal). Z.Cin P.epaytnez" 1,835,810
5ou3i=.g & Cosn. - -.eh«.b. loan .'spay. Mu:t-far>.. 1,725,693
Houji=.i3 & CouLu. - P.ental I=.co-9 Property 1,430,883
Huiiai: Sen/5. - Ked. 3rd Pircy LOty."T?L Coil. 1,186,462
Hoj^ijy i CoaBr. - ico. Dsv. Loan Repariae-t 1,177.795
Co-ii. 6 Reg. iff, - Kc Fault .i.dnin." Fund S Otr. 1.143,323
Ji:iaaclal .".s-.

- .^^iiotne^ts 1,126.540
Piiiilc works - ether Sever^ue 1,083,498
Eousiig 6 Corm. - Eome Purc'ziase ^st. "',083,303
cuinar Servs. - IV-i: I-ceativa & Other Rez Rev. S49,Si7
sousms & Corm. - Long Tern lease 825,938
Smpioyisest Servs. - Iiit. Xzc. 2.11c. UI Zmp si-.-i-rha 707,472
Metre. Police Dep-. - Karc. ?roc. Crime 566,522
5screatioa £ Parks - 050 Head Start & o-hi?r Re^. 665, -".S 4

3usi. £ 3co. Dev. - SDFC ^C Cs-it^-fb. S Int. Inc. 616,783
iT.ergi Office - £xxcn SSS/S-.i". S Crher Rsvenuo SCO, 206
5^crdE. Services - Othe" ^ev»=iue 607,154
Various Other Misf;pl lin&ous Public Charges j4j.,329
Puilic Works -

.VI V Op Prog. -Dr. 2d, i C-re-t Htch. 520,042
3Usi. Sl S!co. Qev. Guar. Loiz; Funds i Icvst. 312,218
?uh"\(r "(Jorxj - Stlig & l/e Coa. SPW Whclo Ccst 48i,iOU
TriV-ainr; £ Caira. - ict Right Ld 6 itiid ^.vuv^ SIC 466, USb
Publ . Library - Fiaes Copy Fucd & Other Sevesue 453,733
?ulblic fc &£si. 5cuoi=.5 0y=di. Teei & Other Rev. 426,482



24

Attach aaac

P«8« J

Hoviaing & Coarr;. - Ha.'^'.;. Loiii Rej)£y:r.fcS.t i^ 382,866
?ublic Schools - Sclio'jl I::cone « Other .-'.evezue 303,243

Fire De-pt.
- T?3 leasee. 6 Other .".eVfti-Jie 266,695

Buii. i Ecy. Dev. - DC CoiriiU.zt«« to Prcmotft 230,743
K«iLco. Police Dept. - Other Revenue 225,137
Taxi C*t uo!3ii. - Tail Assess. & Insur. 220,701

Total Public 570,251.077

Federal
'

Snergi Ofiice - Stris Weil axa^st & nr"-*»r S«v. 449,963

Total Federif-! 443,963'

TOTAL 30H iPFROPsiaiss i£:sc3:^:juf20CB csanesc $70,70l,04i

* tecera-L receipts would be exclnded froE tat "local source revecues"
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THE DISTTilCr or COLCKBIA

WASHINGTON, n. r.. »oo<vi

Cw*^0*» rni<JT Ka,uT

FEB 17 13S3

Tb.«i RuaoLAbie Cbdcles A. Bowsbec
coQptcoilec GeaecaL
44L G stceec. NW
wastiingtoa, DC 2000i

Deac Kr. Compttollec Cenecal:

la accordance with sectinn 4(a) of Pablic Law 94-399, as ameaded

by section 2(b) of Public Law 102 X02. the coapcetieuslve armual
financial rapnrt of tbe Distcict of Columbia, audlLed by coopecs it

Lybtand and Beet Smitb & Co.. certified public; dccouncants, includes
a cepott of the c«voaueG of cho District oC Columbia foe cne fiscal

year endp/i Sapteabec 30, 1992. bcokea dowu by revenues derived from
the Fpdecal Oovecameat and ceveaues derived from, sources ottier than
Che Federal Government during that flst^al year.

A suRxmacy of the ceveoces cwyocced for fiscal year 1992 follows
(In thousands of dollats);

Source
Exhibit Local Federal laterfund

Qov^caueuLal:
GeiiKtal (A-2) $2,700,769 1.343.743 44.567 4,089.079

Cdplcal projects (B-2)... - 76.657 - 76.657
Eutecprlses (C-2):

Operating revenues 270.742 49.151 S3. 025 372.918

Nonoperating revenues.... 6.994 7,822 - 14,816
Trusts:

Expendable (D-2) 139. 81«; 118.226 7.438 265.479
Pension (t>-3) 227. 7R1 29,9S0 255.003 506,734

Total revenues f^,'^4i.ioi 1.62.4x54^ :i60.033 5.32S.683

There -s aur.horiz<>d to bo appropriated as the 1994 ancual
federal paymenr fo the District of Coluabia for fiscal year 1994 an

amooiit equal to 24 parcoat of the local ceveuues for fiscal year
1992. Thp authorised amount for fiscal year 1994 Is $eOi.,a64.000.



26

The DLsctlct of CoLumbia Budgat- B^^ueet Act Coc tbe year coded

SeptfembBC iO. 1994, wlLl ceauest aa appropriation of $671,566,000
for tUe tedacal payment. This aaoviiit ropreseaLs 24 psrcent of the
cotdl ot District fources at cevcaue lu the General Fund
($2. 74V. 691, 000 on Exhibit S-I) plus opecaLiag tcauafecs fron the

Lottery and Games Entecprls© Puad to the G«necal Fund {$48,500,000
on Exhibit C-2) for th« year ended Septwiaber iO, 1992.

eiacec

2fe -
Sharon Pratt Kelly
Hayoc
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Ms. Norton. I would like to say for the record that, I do not be-

lieve and do not think that it is fair to say that the District has
been trying to change the rules either. The District, for example,
did not include Federal funds and, in fact, without particular guid-
ance as to what would be accepted and what would not be accepted,
I included some funds which the committee, the Appropriations
and the D.C. Committee believed not to be appropriate. The notion
that there was good faith involved, it seems to me, is demonstrated

by the fact that the two categories that have proved most trouble-

some have in fact been enumerated with the testimony which has
been received here this morning.

I would like to ask you. Mayor Kelly or those who come with you
to indicate why these categories have not been counted in the past
as a part of locally generated revenues when one looks to see what
in fact they are? Would you give some examples from your testimo-

ny or from the appendix to your testimony as to what kinds of rev-

enues we are talking about and why those revenues should be con-

sidered locally raised revenues or locally generated revenues?
Ms. Kelly. If I may, I would like to ask Tony Calhoun, our con-

troller to speak to that.

Mr. Calhoun. Yes, thank you. Mayor.
Chairperson Norton, I would be glad to try to respond to your

query.
These revenues in the past—and unfortunately, going back, one

of the people that I spoke to that has been involved in the finance
of this government mentioned that, as far back as they could re-

member, which was 1964, most of these revenues have been nonap-
propriated many times because they are for specific purposes,
which as Mr. Bliley pointed out, like rents or public housing, which
is a major item here, now you can only use that for public housing
purposes. However, under the generally accepted accounting princi-

ples, if some pay you rent that is revenue. So, I think that is clear-

ly a revenue of the District of Columbia.
We have in our annual financial report—and I will mention it

for the record—but in the back, which is what we have always
wanted to use in Exhibit S-1, which gives a column, there is a
column there called "Total District Sources." That column includes

taxes, licenses and permits, fines and forfeits, charges for services,
miscellaneous revenue. Now, in the charges for services and miscel-

laneous revenue, that includes some appropriated and nonappro-
priated, the two items together. They all add across to equal some-

thing called Total District Sources.

Local-Source Revenue

The Rivlin report referred to local-source revenue of the District

of Columbia. The Mayor has been talking about local-source reve-

nue. When we were first discussing implementing this program, we
talked about local-source revenue. We talked about using S-1 as

the figure to use to multiply by the 24 percent. We talked about
that. Now, the language that came out in the legislation is differ-

ent than what we talked about, because it talks about local reve-

nues. Then the law defines local revenues as all revenues of the
District of Columbia except those received from Federal sources.

67-165 0-93—2
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This is why it gave us difficulty in trying to come up with a

figure and as Mr. Rohrabacher, who has now left us points out, we
were asking for $800 million. We pointed out in discussions with
staff, including a member of Mr. Bliley's staff that this figure was
going to come forward if we did not reach some sort of agreement,
because there was no, as the Mayor pointed out, legislative history.
There was no committee report. There was nothing that you could
refer to to determine what the definition was. If you just applied
what the law said, you would include all the revenues of the Dis-

trict, not just District sources, all sources, which would be all

funds.

We knew that was not the intent. We were not expecting to get
that. We asked the committee staff to let us work out something.
The General Accounting Office, in the report they sent forward to

the Congress, pointed out that our calculation was correct but,

however, it would lead to a figure that was much larger than the

Congress appeared to have intended. They begged the Congress to

please define further what the formula should be, because the defi-

nition was not clear.

Now, those were the issues that we were—the situation we find

ourselves in.

Reimbursements and Other Payments

Mr. Bliley referred to we were trying to get money for SSI. The
reimbursement of that line item is reimbursements. What happens
is, there are some people who apply for SSI. They apply for it, but
it takes time for the Federal Government to certify them. We pre-
determine that the likelihood is very substantial that they are

going to be approved at some point. We advance them funds. They
reimburse us once they get money. That is what that is.

There are also third-party payments from various of our facili-

ties, which include individuals who have insurance of some kind or

self-pay, whether it is in mental health, whether it is in our clinics,

in D.C. Village, J.B. Johnson Nursing Home, various facilities that
are listed in here.

There are loan proceeds in here which also Mr. Bliley mentioned.
We have some loan programs and economic development. Those

proceeds when those loans are repaid are shown in here. They are

payments coming back to the District. Those payments are re-

quired to be used in many of those programs, in the Community
Development Block Grant under the HUD regulations. They are re-

quired to be set aside for use in that program. They are part of the
local-base revenue for that program, which is another reason why
they were not appropriated.

So, we have a variety of programs like that or special situations

that the income has some restrictions on it. That is why—and Mr.

Bliley did point that out—that a lot of these incomes are restricted.

That is why they are not in the appropriations, but they are not
Federal except for in the attachment to the Mayor's testimony, we
identify it. It is a little over $4.5 million that is Federal funds.

Even that is receipt for services and we are willing to exclude that.

The services that—even those services though are, for instance,

$2 million of the $4.5 million is for correctional industries. Correc-
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tional industries provide services to various Federal agencies, refin-

ishing furniture, fixing file cabinets, things like that. There is

$192,000 in there for operation of the Page School right here on

Capitol Hill. That is revenue to the District. It is from the Federal

Government, though.
Those are just some of the examples of some of the items that we

are dealing with.

Lack of Precedent

Ms. Norton. In the absence of any guidance from the committee,
the city was obviously left to try to figure this out by itself. It be-

comes very technical, as we have seen from your explanation. I

think that part of the problem here was that what the legislation

apparently expected to work, which was that the GAO, the commit-
tee and the city would figure it out before it went to the Appropria-
tions Committee, did not happen correctly. I think the committee
has to take responsibility for that as well. This is not simply a case

of the District not getting it. There has been no precedent for how
to get it.

One of the reasons I think that the committee, in passing the leg-

islation, did not spell it out is because it was not sure how these

categories would break down. Obviously, it caused a problem which
we are trying to correct here this morning. That is why laying out,

by the way, if I may so, simply laying out the items that the Dis-

trict tried to include last time does not further the problem-solving
exercise at hand. Again, in the absence of guidance, it does not
seem to me to make any sense of how to proceed to lay out items
that seemed as if they might legitimately be included as locally

generated revenues, no precise definition having been giving by the

Congress of the United States.

May I ask you, Mayor Kelly, do any of the funds in these two

categories that have now been elaborated come from interagency
transfers, enterprise funds, trust funds or unspecified Federal
sources?
Mr. Calhoun. Right.

Generally Accepted Accounting Principles

Madam Chairperson, we have broken out another grouping in

there that is intergovernmental, some of that, as we have separat-
ed it out and we show it clearly. With this one, the light of it is

capital, as we have out. It is reimbursed with the general fund. The
capital fund does not have any employees charged to it. Proceeds
are put in there from bond issues and from grants, but nobody is

charged there. The employees are in the general fund. To the
extent that employees or certain services are provided that relate

to capital, they are revenue to the general fund. That is in accord-

ance with generally accepted accounting principles, if money is

going from one fund to another.
There is about $770,000 that is from other agencies like the uni-

versity, the hospital and things like that. That is the smaller
amount of the three amounts in that category. The other two

larger amounts are primarily capital-related.
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When we did the calculation of the total, all the revenues of the

District based on the way the law was written, we eliminated that

amount so we would not double count it. In our letter to the Gener-
al Accounting Office, that $44 million is excluded. If you are going
to take all of the funds of the District, that is not a problem. If you
are going to limit it to the general fund, which is what we came
back with, then it is revenue to the general fund.

That is the position we are taking because, again, we are re-

quired to follow generally accepted accounting principles.
Ms. O'Connor. I just add that the definition of revenue that we

are using today and that Mr. Calhoun is explaining is consistent

with the definition of revenue that the District has always used. I

think you are getting a treat to see that frequently this fund ac-

counting can be quite complicated and confusing. I would argue
that the merit of it is that, we are not making up the rules or the

definition about what revenue is.

There is a crowd called the Government Accounting Standards

Board, GASB. They are the determiners of what the rules for gov-
ernment accounting are. They define what revenue is. We verify
that the District's practice of those rules is correct by obtaining an
audit by a major accounting firm. When that audit comes through,
we are given an award that our categorization and presentation,
our accuracy in using those rules, that is, calling a revenue a reve-

nue is recognized by the Government Financial Officers' Associa-

tion and other associations as top quality.

So, I guess our merit is, we have been applying these rules con-

sistently, 2 years ago, 10 years ago, 20 years ago as well as being

recognized by independent third parties as properly using the

rules, complicated as they may be.

Ms. Norton. Thank you, Ms. O'Connor.

Authorization, Duration

Mayor Kelly, finally, you say in your statement, "We are not re-

questing the establishment of a floor for the Federal payment. We
believe that by making the formula for a Federal payment a per-

manent commitment and by specifying the elements to be used to

calculate the amount. Congress will provide the necessary and suf-

ficient support to allow the District to plan for our financial

needs."

Now, the commitment to a permanent Federal payment formula

is one which you must know you already have. When the Federal

payment formula comes up again, we will ask that it be perma-
nent. That is not, of course, an entitlement. I think there is some
confusion in, at least, your testimony. I need to put it on the record

so that there is no confusion.

What, in fact, the Congress did last time was to give an authori-

zation, in effect, that would last for 3 years at 24 percent. Some of

us thought that 24 percent was too low an amount and, therefore,

had no problem with there being only a 3-year authorization for

that amount. When the authorization runs out and we come again
for an authorization, if we are able to get an authorization of the

amount that seems to us to be fair or an authorization that goes up
gradually then, of course, it will be appropriate to ask that be writ-
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ten into law as a permanent commitment. But a permanent com-
mitment for an authorization is only an authorization.

Therefore, it is no different from what you have now, namely, a
piece of paper, the way George Washington University now has a
piece of paper that they wave in the face of the Appropriations
Committee every year, saying give George Washington University
$50 million because we have been authorized. All a permanent au-
thorization does is what the 3-year authorization does, which is to

give you a piece of paper to say to the Appropriations Committee,
would you please give us that amount. There is no such thing in
the Congress as a permanent appropriation.
At that point, of course, we would be getting into entitlements.

That has never been done for any locality. That would be—that is

not, of course, what you are asking for. We were all clear at the
time of the Federal payment formula when the District was at-

tacked for the formula by those who construed it as an entitlement.
You and the ranking member and the Chair and everyone else re-

butted that and said we knew it was not an entitlement.

So, that you already have. At least you have the commitment of
some of us to try to get a fair formula that would then be in per-
manent law, although we could go back at any time. We could go
back the next year and change it.

This question comes out of looking at the District's revenues. For
example, in 1993, the increase from last year was $32,627,000. It

seemed clear to some of us, looking at the District's revenue over
time that, it was not beyond the pale to envision a time when the
District's revenue could indeed be below what it was the year
before and, indeed, the ranking member of the full committee and
others have said that, indeed, that is what you have agreed to live

with. You agreed to live with whatever the fluctuation would be.

I am asking you is it fair to the residents of the District of Co-
lumbia to live with a fluctuation entirely out of the control of the
District of Columbia that could conceivably send District revenues
below what it was the year before although that would be nothing
that was anything you could control? Therefore, I want to know
what would be the problem with a floor on the Federal payment?
Ms. Kelly. In an effort to, as you express, Madam Chairwoman,

to resolve the problem, I would be delighted to have such language.
I simply was making it clear that, from my original understanding
and recognizing that the problem was not resolved though, my
original understanding was that, all of what we offered as a basis
for revenues vis-a-vis this Federal formula payment was what we
have offered to this august body. Then, indeed, I certainly was not

trying to change any rules based upon my original understanding.
In view of the fact that there is not that clarity and in view of

the fact that there is a problem, I certainly would welcome it.

Ms. Norton. Thank you, Mayor Kelly.
Mr. Bliley.

Non-Appropriated Charges

Mr. Bliley. Thank you. Madam Chairman.
Mayor Kelly, when you testified before the Committee on the

District of Columbia in April 1991, you provided budget estimates
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to the committee for general fund local collections. Did those esti-

mates include nonappropriated funds?
Ms. Kelly. I am certain they include everything as we under-

stood it today.
Mr. Bliley. Well, as a matter of fact, Mayor, they did not include

nonappropriated funds. Had they, you would have included an ad-

ditional $173 million in nonappropriated revenues and would have
increased the local revenue estimates to $2.95 billion and the Fed-
eral payment estimate to what would have been $708 million.

Ms. Norton. Will the gentleman yield for a moment? I know
that Mr. Jefferson and Mr. Lewis have a Ways and Means Commit-
tee meeting.

I appreciate your coming.
Mr. Bliley. So, my question is, based on that, when did you

decide that the Federal payment should be based on these funds?
Ms. Kelly. It is always my understanding, Mr. Bliley, but I will

let Ellen O'Connor speak to those points.
Ms. O'Connor. Mr. Bliley, there were a number of exhibits pro-

vided by the District of Columbia to the committee as a backdrop
for the Federal formula payment. Those estimates did include all

general fund revenue, both budgeted and not budgeted.
It is also true that, as part of budget defense, as we are moving

the budget through the Appropriations Committee of the Congress,
we develop a list of figures that explain what the details of the

budgeted revenue are. That is for the purpose of supporting the

budget moving through the Congress. I distinguish that those are

two different exercises. So, I would not argue that
Mr. Bliley. I understand that and we had the figures and we un-

derstood it. We base general fund revenues as being those that you
are free to spend however the council sees fit to spend. Now, the

comptroller points out that $192 million is for the pages' school.

Mr. Calhoun. 192,000.
Mr. BuLEY. 192,000, whatever. A thousand here, a thousand

there. Pretty soon, it is real money, I guess.

Anyway, you are not free to spend that money on anything but
that particular purpose. The fees at the University of the District

of Columbia come in and pay part of the cost of operating the Uni-

versity of the District of Columbia. You are not free to take those

students' tuitions and fees and put it toward fixing potholes in the

middle of the streets.

That was what this committee and the chairman and the gentle-
woman did when we put in the fixed formula. We based it on those

funds that are used in the general fund for totally discretionary

purposes on the part of the District, not those funds that are ear-

marked.
You mentioned the SSI and that you advanced the money. You

also get the money paid back to you when the SSI money comes in.

Now, to say that is revenue to the District is a little misleading.
That is Federal money that comes in. Yes, you may advance it, but
it comes in nevertheless. It is not locally generated money for local,

generated purposes. It is a specific thing and it is an in and out

proposition. It is certainly not part of the general fund that can be

used for any discretionary purpose.
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Interagency transfers are in other words, recreation and parks
for the District that bills another group or another agency in the
District for x amount of money for services rendered. That is done.
I served for 9 years on the city Council of Richmond. Seven of

those, I was privileged to be mayor. That is done, but to say that is

locally generated revenue that can be spent on something else is

also misleading. That is why we set it up the way we did.

We used a number supplied by the District of Columbia back to

1985, year in, year out. Right up until the first time the revenue
estimate went down, the numbers were agreed upon, general fund
revenues. We allowed the lottery, for example, whose proceeds go
in and then you are allowed to use that money as needed, for what-
ever purpose the council and the Mayor determine.
These other things, capital bonds, about which the Mayor came

to see me early in her term when she had a problem. The previous
administration had anticipatory notes and they kept rolling them
over and I presume, the financial advisers to the Mayor said:

Mayor, you have to stop this pretty soon. You are not going to be
able to do it. So, she came and we agreed. I had to bring some of

my colleagues in the Senate and in the White House along kicking
and screaming to a one time deal where you floated bonds to pay
off current debts.

We had a number of cities, some cities, not a number, but some
that have done this and used capital funds for operating funds and
they got into some pretty deep fiscal difficulties. One of them,
indeed, had to be bailed out by the U.S. Treasury. So, I want to

point that out.

I have no quarrel. This Mayor is great and she has been good for

this city and I want her to succeed, but the formula is the formula
and if we try to change it, we run the risk of getting rid of it again
and having the payment go, Mayor, as you know, from 30 percent
one year to 13 percent another year in a wild flux.

So, I appreciate the Chairman yielding me the time. I wish I

could stay, but I have another meeting to go to. Thank you very
much.
Ms. Kelly. Thank you, Mr. Bliley.
Ms. Norton. Thank you, Mr. Bliley.
Mr. Rohrabacher.

Comments of Mr. Rohrabacher

Mr. Rohrabacher. Let me also affirm that I wish the Mayor the

very best of luck and she has my admiration for the tough job that
she is doing. I commend her for the credibility that she has

brought the city after a period of some real problems before in the

previous administration, from the previous mayor.
I will say that but also add that, there are a lot of other cities in

this country that are having a lot of problems, a lot of States. Out
in California, we are having a major financial crisis. Frankly, we
are in a time period, a transition out of the cold war and our econo-

my is restructuring itself now and there are a lot of problems all

over. Just to—and you are welcome to comment. Mayor.
I do not think we are going to end up with a large amount of

Federal money coming to the city from a Federal payment whether
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it is a formula or not. If the formula is misconstrued or there is

sort of maneuvering going on to increase the amount of money that

is supposedly going to come from the Federal Government to the

city, it is not going to work out. The Government, the Federal Gov-
ernment is broke. We are $3 billion to $4 billion in debt and we are

going—trillion dollars, excuse. Actually, the deficit level is $300 bil-

lion to $400 billion every year, the level of deficit spending. While I

sympathize with everything you are going through and I think
both the Republicans as well as the Democrats sympathize with
what you are doing, there is just not going to be a lot more Federal

money coming your way in an increase from what you have been

receiving, no matter what kind of maneuvers are being made to try
to find a Federal formula and the way we work it out.

I just thought I would put that out for you. I just do not see that

happening.
By the way, if we lose this idea of having a regular formula to

work out rather than having a Federal payment that has to be de-

bated out among us—let me just note. There are a lot of people
who believe and I know that there are good Democrats who do not

believe this, but a lot of people believe that, perhaps. Republicans
will be back in and maybe might take control of this body 4 years
from now. I wish President Clinton the very best, but I do not

think his party is—I do not think this is going to work. If it does

not work, I think the Republicans are going to come back in a big

way.
It might be better for this city to actually deal with the formula

rather than having to deal with the politics today of whatever hap-

pens 2 to 4 years down the road. So, I guess I am just sort of plead-

ing with all parties concerned here to make sure that, although it

might be nice to think that we can play with the numbers and
come up with a lot more money that the District of Columbia is

going to get from the Federal Government, but if we try to be a

little bit more reasonable about it and understand that the intent

was not to have a major increase but to keep it at a certain level

that is predictable, that it probably is going to work out better for

the city and better for the country in the long run.

Mayor, please feel free to comment any way you want on what I

just said.

Ms. Kelly. Well, I can only speak to, I guess, the issue at hand

today, Mr. Rohrabacher. I appreciate your concern and your ex-

pressions of goodwill toward the District.

Again, we thought we had an understanding to the extent that

there was a lack of clarity with that understanding. We are eager
to try to figure out a resolution to it. Again, it is in that spirit that

I am here today. I am hoping that at least as regards the under-

standing we had, we can figure out a way to flesh it out and final-

ize whatever that obligation is one to the other.

Thank you.
Ms. Norton. Thank you, Mr. Rohrabacher.
To their credit, the District officials beginning with the Mayor,

have in fact, Mr. Rohrabacher, not asked for a large increase in the

Federal payment. So, our testimony is not grounded in any as-

sumptions about an increase in the Federal payment. To the con-

trary, what the District government has done in this budget cycle
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is very painful cutting in every part of the government, including
layoffs, which are to take place shortly.

I just want to say for the record that, I think the budget process
went very well this year with all the public officials. Instead of

passing off this the way it is so easy to do, standing up each and
every one of them and doing very difficult things and not saying,

maybe if we go to the Federal Government, we can get more
money.

I want to thank Mayor Kelly for the responsiveness of her testi-

mony. The list that is in the testimony will be studied at once by
this committee. I have already spoken with Mr. Dixon, the Chair of

the appropriations subcommittee. If we are able to clarify this

matter, which I certainly believe we will be able to do, then I be-

lieve that the city will be able to get the funds that it is due, not

any funds over and above what it is entitled to, but funds it is due
under the Federal payment formula passed by this very Congress.

I very much appreciate your coming to testify.
Ms. Kelly. Thank you very much. Thank you all.

Ms. Norton. I see that Mr. John Wilson is ill this morning. He
has sent us his written testimony. I ask unanimous consent for it

to be included in the record. I will submit to the Chair of the city

council, Mr. Wilson, questions so that he may respond for the
record.

[The prepared statement of Mr. John A. Wilson follows:]
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GOOD MORNING, CKAIRyAN NORTC'V ANT CHATRM?^ McDERMDTT AND MSMbiiKii OF

THE SUBCOM>nrrEES Or '^«<P DISTRICT OF C0LUM3IX COMMITTEE, i AM HERS

TODAY TO TESTIFY CM THE FOSKULA-HACUD FEDSRAi PAiMJiINT TO THE

DISTRICT OF rOLUMBIA.

1Vn?NT^-TW0 MONTHS ACQ WE WERE ELATED TKAT wt; FINALLY HAD A FORMDLA-

BASED FEDERAL TAYMENT. TWELVE KONTHb ^a.TER WE FELT TERRIBLY LET

DOWN. WHAT WE BELIEVED WAS A STKAIC-HT FORWARD CZiLCULATICN OF THE

FTOER^i rAYMErrr L-NFORTUXATELic rtAS TRJ^1JSF0R.MED INTO A DISAGREEMENT

ABOUT TtlE REVENOT: ITEMS iNCLDTHD IN THE FOP.MULA B.ASE. IN THE

PHOCESS and in face Uf a THREATENEC \'ET0, we lost $3 0.8 MILLION IN

RBVSrjE FOR Thf CUFilENT FISCAL YZ^J?. WE EARI.-S3TLY HOPE TFJ^T

CONGRESS U^J REMOVE THE LINGERING QUESTIONS MX UNCERTAINTY A30UT

THE FiiJclRAL PAYMEt<rr FORI^ULA THIS YEAR.

FROM THE OUTSET OF THIS PROCESS, W£ UNLERSTOOD T:ii.T THE DEFINITION

OF LOCAL REVENUE INCLUDED OTHER CHARGES AND KISCELLANBOUS REVENUE

TO THE GENERAL FUND TTJAT DID NOT FINANCE THE APPROPRIATION. JUST

BEFORE THE HE^J^ING CN THE LEGISL,^TION, VIE DISCUSSED THIS DEFINITION

^'n:TH THE OFFICE OF Mi^-JAGSyENT AND BUDGET. WHEN WE CAME BEFORE THIS

BODY TWO YEARS AGO TO TESTIFY V.'S USED THIS DEFIN-ITION.

THE DISTRICT HAS 3EEN COLLECTING NCNAPPROFRIAlED REVENUE AS LOWC- AS

WE CAJI REMEMBER. THE REVEirtJE ITEMS APPEARED ON THE OLD MONTHLY

TREASURER'S REPORTS THAT WERE USED BEFORE THE FlNAilCIAL MAMa'5EM=asrr

SYSTEM WA^ INSTALLED. IN THE LATE 197Cs, THE FIN?a\ClAL OVERSIGHT

COMMISSICN ESTABLISHED BY CONGRESS DETERMINED THAT THF DISTRICT'S
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REVENUF. SYSTEM WOULD COMTINUE TO HA'/E THESE ' OTHER" SOURCES OF

RK\rRNUE AND DESIGNED TE=: riNAKCIAL MA!^J^3E^Li^T SYSTEM CFMS") TO

ACCC*£MODATS TEEM. BOTIT THE GENERAL rU^'U AND OUR ENTERPRISE FUNDS

HAD THESE SOURCCG . ADOPTING THS Dj.bVRICT'S HISTORICAL PPACTICE,

TK?lT OVEMIGITT COMMISSION DETLW-IIKED THAT THE NONAPPROPRIATED

RSVEKtJE EAivNED BY GENERAL c JNU ACTIVITIES WOULD CONTINUE TO FINANCE

KIE AGENCY ACTXVlTIt;tj fROM WHICH TKE REVENX'E WAS DERTTBD . THAT IS

TO SAY THAT uNOER EMS, THE R3VENUE WAS ALLOCATED TO TH0S3

ACTIVTTIcib. BVER SINCE THE ADVENT OF FI-IS, THE DISTRICT HAS BBEN

CAREfUl^LY FOLLOWING THE FKS PROCEDURES WRITTEN BY THE COM>nSSlON

fOR THIS PURPOSE. \<[Z ELTXST THIS RE'/ENUE BY SOL'RCE BY AGENCY AND

WE REPORT ON THIS REVENUE BY SOURCE BY AGENCY.

TEE DISTRICT'S NONa-PPROPRIATElE REVEKL'2 ITEMS ARE COMMON TO STATE

AND LOC^^L. GOVERKyENTS. FnEY MEET r:¥j: ACCOL'NTIN'G DEFINITION OF

REVENUE. THE ITEK-S INCLUDE, AMONG OTHSR THINGS, TENANT RENT,

THIRD-PARTY I<ED1CAL PAYMENTS, CHARGES FOR ABATING NUISANCES, AND

UTILITY' AND KETRO P^EI^QURSE^2:>3TS FOR S-REE? REPAIRS. WE BELIEVE

THAT LOCAL REVENUE IN THE FEDERAL PAYMENT FORMULA SHOULD INCLUDE

THESE CHARGES ?M) OTHER >nSCELLANEOUS NONAPPROPRIATED REs/ENUF..

NOW IS THE TIME TO MAKE THE FEDERAL PAYMENT FCRMUI.i WORX WITHOUT

QUESTION OR DEBATE. TO DO SO, I 3ELIE\^ THAT W? SHOULD USE TEE

DISTRICT'S HISTORICAL DEFINITION OF LOCAL REVKMT.THi. thh problsmo

AND UNCERTAINTIES NOW ASSOCIATED WITH THE FEDF.RAL PAYMENT MUST BB

ELIMINATED. WE MUST BE ABLE TO PROCFFn TO P-ESTRUCTURE OUR
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GOVERNMENT WITH A BETTER ARTLITY TO PROJECT OCTR FINANCIAL

RESODTRCES .

BECAUSE OF THE NEKH FOR STABILITY AND THE NEED lO KNCW IN ADVANCE

THE LEVEL OF Fn>;niNG AUTHORISED, WE ENDORSE CUNGRESSWOMAN NORTON'S

BILL TO SET" 2^ FLOOR FOR THE AUTHORIZED ANNUAL FEDERAL PAYMENT EQUAL

TO THE AMOUNT AUTHORIZED TO BS A?PROPRIArhX) FOR THE FEDERAL PAYMENT

FOR THE PREVIOUS YEAR.

I AGREED WITH ThTE MKYOR TKAT WE COULD CUT PUBLIC SAFETY

EXPENDITUKES IN FISCA,, >:EAR 1994 AND STILL KA\^ ADEQUATE

TROTBCTION. BUT PS fULITICIANS YOU KNOW TEAT THE CITIZENS PERCEIVE

THAT THE tTEED Lb MUCH 3REATER, PARTICULARLY WITH THE HIGH RATE OF

CRIME. TsAT IS WEY I ADVOCATED ATDING A REQUEST FOR A $25 MILLION

SPBCIAi. FEDERAL PAYMEin" FOR PL^BLIC S.^iFETY FOR TEE FISCAL YEAR 1994.

ALThUUGH I ?IJ^1J TO DISCUSS THIS ISSUE AT LENGTH WITH YOUR

COLLEAGUES ON THE APPROPRIATION SU"3CCMMI-TTEES , I WILL SAY THAT WITH

THE DISTRICT'S CL'RRENT RESOURCES, IT CANNOT AFFORD TO MEET ALL OF

THE COURTS' REQUIREMENTS. NOR CAN THE DISTRICT AFFORD A POLICE

FORCE OF OVER 4,500 AND THE SAME MANNING LE^/EL ON OUR FIRE TRUCKS

AS CITIZENS DEMAND.

IN FACT, I BELIEVE THAT THE ANNUAL FEDEPAL PAYMENT TO TEE DISTRTCT

SHOULD BB AT LEAST 50 PERCENT MORE THAN WE PRESENTLY REOptve OR

ROUGHLY $9 CO MILLION. THIS .ZiMCUNT WOULD MORE FULLY COMRENSftTE THE

DISTRICT FOR THE EXTRA COSTS IT INCURS A^ THE NATION'S CAPITAL. AS
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4

Y07 KNOW, OVER 60 PERCENT OF TNCOKE EARNED IN THE DISTKICT AND

NEARLY 60 PERCEIW OF PRCPERTt LOCATED IN THE DISTKiCT IS NOT

SUBJECT TO CUR TAXES.

THANK YOU FOR THE OPPORTUNITY TO TESTIFY THIS y-ORNING. I WILL BE

PLEASED TO AN.SW^R XNY Q-JESTIONC.
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Ms. Norton. May I ask Mr. James Gorman, a former member of

this body to come forward. We are fortunate that, when members
leave this body, they do not leave the territory always. Mr. Gorman
brought his enormous expertise to District affairs as a member of

the Rivlin Gommission. As a former distinguished member of this

body, well acquainted with the affairs of the District of Golumbia
and with the budget of the United States of America and a former
member of the Rivlin Gommission, he has served both of those
bodies with great distinction and I am very pleased to welcome you
today, Mr. Gorman.
Mr. RoHRABACHER. Madam Ghairman, I will have to excuse

myself and I apologize for that. I apologize to my distinguished
former colleague. I know that Mr. Gorman is very famous in Gali-

fornia. He was a very active congressman in southern Galifornia

and well known for his leadership in the health-care issues and
other issues of concern to our society, not that we always agree. He
was recognized as intelligent and a man who had a lot to contrib-

ute.

I would like to ask permission, seeing as I will have to leave, if I

could address questions to his testimony in writing and to all the

members, of all the witnesses, could ask questions in writing.
Ms. Norton. Without objection, so ordered.
Mr. RoHRABACHER. Thank you very much.

STATEMENT OF JAMES C. GORMAN, ESQUIRE, FORMER MEMBER
OF THE RIVLIN COMMISSION AND ATTORNEY WITH THE FIRM
OF SILVERSTEIN & MULLENS
Mr. Gorman. Thank you. Madam Ghairwoman.
My name is James Gorman. I am an attorney with the firm of

Silverstein & Mullens. In 1990, I served on the Rivlin Gommission
as the co-Ghair of the Revenue Subcommittee with Frank Fahren-

kopf, the former Republican National Gommittee chairman. Frank
and I share few opinions that relate to government or politics. I am
an unreconstructed, liberal Democrat. Frank is not. Yet, after

months of working together on the commission, we came to one
view concerning the District of Golumbia. It faces almost insur-

mountable fiscal challenges and much of the problem is the result

of the District's relationship with the Federal Government.
Frank and I did not agree totally on a solution. We did agree

that an adequate Federal payment was necessary to ameliorate the

hardship on the District. The commission thought 30 percent of lo-

cally raised funds was a fair Federal payment. There was no par-
ticular logic or justification for that amount. It just happened to be
the amount of the Federal payment the first year the District had
home rule.

Obviously, 24 percent was the amount Gongress gave, not as

much as hoped for, better than it had been in the past. At times,
the percentage has dropped to 13 percent. Thus, the District contin-

ues to struggle with inadequate funds to meet its obligations. That
is why passage of this legislative proposal is important and may be
crucial. With passage, even if the District's tax collections fall, as

well they may with the Defense cuts planned by the administra-

tion, the District will know the minimum Federal payment.
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Madam Chairwoman, if you will permit me to stray beyond the

impact and importance of this proposal, I would suggest that unless

fundamental changes are made in the financing of government in

the District of Columbia, it will be unable to meet the responsibil-
ities to its citizens. Further, it will be a lesser city than this Na-
tion's citizens are entitled to as their Nation's Capital.
There is a potentially critical problem with under-funded District

pension systems. Many of the streets in the District are in need of

maintenance and repair. The public school system is hardly a

model of excellence. Violent crime is rampant in much of the Dis-

trict. The prisons are full. The courts are clogged and the Mayor
and the city council are considering firing policemen.
But in my view, the problem which pales all others is the plight

of those children in the District who live in poverty. AFDC pay-
ments in the District are the lowest in the Nation when the cost of

living is taken into account. Foster-care children are lost in the

system, many of them abused and brutalized. There just is not

enough money to provide safe, decent living conditions and neces-

sary social services to care for these children.

I suggest there are at least three courses that might be pursued
to alleviate the District's fiscal plight. I will give them to you in

the order of my preference, not the Rivlin Commission's. The first

is statehood. The District already has practically all of the respon-
sibilities of a State. It should have all of the powers to tax. If state-

hood is rejected, the second course would be for the District to be

permitted to tax income at its source, a right enjoyed by the Feder-

al Government and all of the 50 States. For that opportunity plus a

reasonable Federal payment in lieu of real property and sales

taxes, lost because of the Federal presence, the District would be

treated fairly from this point of view.

Assuming Congress rejects both of those solutions, I urge a Fed-

eral payment that would truly reflect the lost to the District of rev-

enues to which it is entitled and which it desperately needs. It

would probably be nearer to 74 percent than 24 percent.
Madam Chairwoman, thank you again for this opportunity. I

urge the passage of the proposal. It is a small but important step in

meeting Federal responsibility for the District.

Ms. Norton. Thank you very much, Mr. Corman. I very much
appreciate those comments and appreciate the way in which you
moved through some other issues, which we do not regard as tan-

gential at all. The unfunded pension liability, for example, is a

ticking bomb. It is going to be 15 percent of the District's operating

budget if we do not do something before 1995. The District is meet-

ing with this committee staff and with my staff in order to try to

work this one out. I think it is probably the most urgent financial

problem facing the District at this time.

The Rivlin Commission used a figure, I must tell you, Mr.

Corman, that has been bandied about all over this city and one

that you simply got by, I think, asking someone on short notice in

the District government for the amount of funds that a tax would,
some form of tax on suburbanites would deliver. The amount that

is bandied about is something over a billion dollars. I am now
meeting with tax experts and I must say that, one of my concerns

is that it looks as though that is an amount, again, not coming
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from the Rivlin Commission itself, but from somewhere in the
bowels of the District government that is terrifically inflated.

One of the things we are looking at is, what is the realistic

amount that would come to the District in the form of a tax. That
amount, for example, was based on including every worker who
comes into the District and every part of the District, including
parts that would no longer be under the jurisdiction of the District
of Columbia. It was a very gross figure. It is bothersome to me, be-

cause I have a statehood bill before the Congress and that bill is

not going to pass until I clarify the matter of taxation and what
would be involved.

This much is clear; that the District is—your second alternative,
I think it is, which is to let the District tax at the source if we
cannot get statehood. We are more likely to get statehood than we
are to get a bill through the Congress allowing us to tax people
who do not live in the District of Columbia. Let me say this, at the
moment, we have more votes for statehood than we have for that.

You are certainly right. We have an artificially shallow tax base
and no community should be required to live off such a shallow tax
base. That is why we are number one in the United States, when
you put together our Federal and our local taxes paid and why
there is such outrage in the city that we do not have the right to go
along with paying taxes at that level.

Both you and the co-Chair, Fahrenkopf recommended 30 percent
of locally raised revenues £is the basis for the Federal payment.
Over and over again, we are asked about the basis for any figure
that we used. You have used 74 percent in your testimony and we
have never been able to establish a basis for any figure, a low
figure or a high figure. I wonder if you have any ideas about the
basis for a figure?
Mr. CoRMAN. Well, that 30 percent, as I mentioned was—we

agreed to it simply because it was what had been the percentage
the first year of home rule. I had accepted those figures given us on
the revenue loss. I earn my money in this district. I should pay my
income tax in this district. People who earn their money in Califor-

nia, wherever they live, they pay their income taxes to California
on the money they earn. People who earn their money in this

Nation, regardless of where they live, they pay Federal income tax.

I agree with you. That probably is a hard nut to crack. I think it

might be an answer for people who say that the Federal Govern-
ment should not be giving as much money as they do to the Dis-

trict; that they cannot afford it. Well, if they just change the tax
law and let the District tax appropriately, they would not have to

give so much.
However, when I said nearer to 74 than 24 percent, I just wanted

to demonstrate that I think 24 percent is quite low. I could not jus-

tify the 74 percent precisely at this moment, but when you look at
the revenue loss from property taken off the tax rolls, sales taxes
lost and that prohibition against collecting income tax at source, it

is a lot of money.
Ms. Norton. Mr. Corman, you heard the testimony that preced-

ed you.
In your view, is the District accounting revenues to it of the kind

that were given in the example, is the District in fact acting in ac-
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cordance with general accounting principles and in a way that you
think fairly comports with what a formula might recognize?
Mr. Gorman. I am sorry. I am just not qualified to comment on

that at all. I did listen. I was totally convinced by Congressman
Bliley when I listened to him. Then I was totally convinced by the
District when I listened to them. I am uncertain. I am totally igno-
rant as an accountant and that is why I married one. So she would

keep me out of trouble.

Ms. Norton. Anybody who knows of Mr. Gorman's career in the

Gongress understands that the honesty of that remark character-
ized his entire political career as well.

Finally, there is another hard problem we have that I would like

your thoughts on. That is, whether there is any way to calculate

the Federal payment other than the present Federal formula that
is based on 2 years back. No wonder the Federal payment rises so

slowly. It does not reflect the expenses for that year of the Federal

Government, but basically because of the way accountants do their

work. It looks to a period that inflation has already moved ahead
of.

Mr. Gorman. Yes.
I suppose the only answer would be is, you want that much cer-

tainty in what you are going to use as the base to increase the per-

centage. In other words, acknowledge the fact that you are 2 years
behind and that the cost of living adjustments go up 3 or 4 percent
at very low times and 10 to 12 percent at higher times. So, adjust
the 24 percent to take into account that lag.
Ms. Norton. A kind of GOLA effect.

Mr. Gorman. Yes.
Ms. Norton. Thank you very much, Mr. Gorman. I very much

appreciate your taking the time. I know you had other matters on

your schedule that you had to rearrange. I very much appreciate it.

Mr. Gorman. Thank you.
Ms. Norton. Let me call Mr. John Hill of the GAO. Let me note

that there are two public officials in the room, Gouncilwoman
Hilda Mason and statehood representative, Gharles Moreland. We
are pleased to welcome you here this morning as well.

Mr. Ballenger. Madam Ghairman, if I may apologize to you and
the others, I am senior member on a couple of committees because
of the shortage around. I have a drug-free schools hearing in the

next building. So, if you do not mind.
Ms. Norton. Mr. Ballenger, we appreciate you spending as much

time as you did. You are very generous and I appreciate it very
much.

Yes, Mr. Hill.

STATEMENT OF JOHN W. HILL, JR., DIRECTOR, SUPPORT AND
ANALYSIS, ACCOUNTING AND FINANCIAL MANAGEMENT DIVI-

SION, GAO ACCOMPANIED BY MICHAEL FISCHETTI, ASSISTANT
DIRECTOR AND JEFFREY JACOBSON, ASSISTANT GENERAL
COUNSEL

STATEMENT OF MR. HILL

Mr. Hill. Madam Ghair, I am pleased to be here today to present

testimony on these very important topics. I would first like to in-
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troduce my associates who are at the table with me. On my right is

Mike Fischetti, my assistant director and on my left is Jeff Jacob-

son, our assistant general counsel.
In the interest of time, I will summarize my written statement,

but would ask that the entire text be included in the record.
Ms. Norton. So ordered.
Mr. Hill. Under Public Law 102-102, the audit required on the

District's comprehensive annual financial report must include a
schedule of the District's revenue for the fiscal year, broken down
by revenues derived from the Federal Government and revenues
derived from other sources. We are required to report the results of
our review of the audit on this schedule by March 1 of each fiscal

year. We reported on May 8, 1992 that, when the formula and the
law is applied to the amount in the District's schedule, the result-

ing authorization was higher than historical trends would indicate.

Letters From Authorizing Committee

We also repiorted that congressional hearings and committee re-

ports associated with enactment of the law have generally com-
pared the Federal payment to general-fund revenues. At the June
1992 hearing of the House District of Columbia Appropriations
Subcommittee the District controller requested the Appropriations
and authorizing committees clarify and document their intent, so
that the calculation would be applied consistently in the future.
This was done through two letters, one from the chairman and the
other from the ranking Republican member on the House Commit-
tee on the District and the reports of the House and the Senate Ap-
propriations Committees.
The District was directed to prepare and submit the schedule of

local revenue under the act as specified in the exhibit contained in

the letter from the chairman. The letter from the ranking Republi-
can member stated that authorized Federal payments in fiscal

years 1993, 1994 and 1995 should be based only upon those sources
of local revenues which have been counted by the Appropriations
Committee in the past.
On February 23, 1993, we received an undated letter from the

Mayor of the District of Columbia containing their calculation of
the authorized amount of the Federal payment for fiscal year 1994
of about $802 million. The calculation contained in the letter is not
consistent with the direction and exhibit provided by the commit-
tee.

If applied as directed, the formula would have resulted in report-
ing total local revenues of about $2.6 billion, not $3.3 billion. Apply-
ing the 24 percent to this lower local revenue figure calls for a Fed-
eral payment authorization of about $633 million or $169 million
less than the amount the Mayor indicated should be authorized,
and about $39 million less than the amount the Mayor indicated
would be requested for appropriation.
Attachments 1 and 2 to the testimony of the written statement,

detailed the major differences between the base, the local revenues
used by the Mayor and the one directed by the committee. This
schedule really points to some of the issues I am sure the commit-
tee is considering, what to include and what not to include.
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I wish to point out that, since we have not completed our review
of the auditor's report, these calculations could change as a result

of our future work. We expect to complete our review of the report
within the next few weeks.

Floor to Federal Payment

The current proposal on the floor would require that the amount
authorized to be appropriated as the annual Federal payment to

the District may not be less than the previous year's appropriation.
In effect, the amount authorized would never be reduced even
when local revenues are decreasing.

In the ranking Republican member's letter mentioned earlier, it

was stated that throughout the legislative process, city officials

were warned that setting the payment on a percentage of local rev-

enues included the risk of a reduction in the Federal payment if

the revenues declined. His statement indicates that the authorizing
committee had considered and accepted the possibility that the
Federal payment would and could be reduced.

If enacted, the current proposal would result in an authorized
amount that would be greater than 24 percent of local revenues
whenever local revenues decline. If the intent of this proposal is to

minimize the impact of the reduction of the Federal payment in

times when local revenues are decreasing, the subcommittee may
want to consider using an average of local revenues over some

period of time, for example, say, 3 to 5 years as the basis for calcu-

lation of the formula. Over time, the average authorized payment
would still be 24 percent of local revenues, but there would be some
cushioning of the large upward and downward swings that could

occur in any given year and cause large fluctuations in the size of

the authorized payment.
Madam Chair, this concludes my oral statement. My colleagues

and I would be happy to answer any questions that you may have
at this time.

[The prepared statement of Mr. John W. Hill, Jr. with attach-

ments follows:]
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Madam Chairwoman and Mr. Chairman and Members of the

Subcommittees :

We are pleased to be here today to discuss the calculation of the

authorized federal payment to the District of Columbia. We have

also been asked to comment on a proposal to amend the District of

Columbia Self-Government and Governmental Reorganization Act to

require the amount authorized for any fiscal year to be equal to

or greater than the amount appropriated for the previous fiscal

year.

During last year's House appropriations hearing on the District's

budget, there was much discussion about the proper application of

a formula-authorized federal payment to the District. The

discussions centered on what amounts should be included in the

base; that is, whether the base should include all (1) local

source revenues raised by the District (general, enterprise, and

trust funds) or (2) only general fund revenues, which would

result in a much lower authorized payment. Subsequently, letters

to the Appropriations Committee from the Chairman and Ranking

Republican Member of the House Authorizing Committee stated that

the base amount should be the general fund revenues with certain

adjustments and including certain lottery receipts. They

suggested that the District be directed to submit a report of

local revenue in a prescribed format. The directive was included

in the House and Senate reports on the District's appropriation.

We recently received a letter from the Mayor with a schedule
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detailing local revenues but the schedule is not consistent with

the directives from the appropriating and authorizing committees.

My testimony this morning will provide background on the

applicable laws, discuss our role in the process, and summarize

the major events that have occurred regarding this issue since

last year to assist the committees as they consider these issues

in establishing a floor for the amount of the authorized federal

payment to the District of Columbia.

BACKGROUND

The District of Columbia Budgetary Efficiency Act of 1991, Public

Law 102-102, amended the District of Columbia Self-Government and

Governmental Reorganization Act to establish a predictable and

equitable method for determining the amount of the annual federal

payment to the District of Columbia. The act's purpose is to

compensate the District of Columbia for (1) unreimbursed services

provided by the District to the federal government and (2) the

significant deficiencies in the District's tax base resulting

from federally imposed limitations on the District's ability to

raise revenue. These limitations include:

• the exemption from taxation of property owned by the federal

government or by any foreign government which uses such

property for diplomatic purposes;
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• the statutory prohibition on taxation of income earned in the

District by an individual who is not a resident of the

District; and

• limitations on the height of buildings located in the

District.

The act also provides a formula for calculating the amount

authorized for appropriation as the annual federal payment to the

District. To calculate the authorized federal payment for fiscal

years 1993, 1994, and 1995, 24 percent is applied to District of

Columbia local revenues for fiscal years 1991, 1992, and 1993,

respectively. The act defines local revenues as the

independently audited revenues of the District that are derived

from sources other than the federal government during the year,

as reviewed by the Comptroller General under section 715(e) of

title 31, United States Code.

Public Law 94-399 requires an audit by a certified public

accountant of the District of Columbia Comprehensive Annual

Financial Report. Under the act, this audit must include a

schedule of the District's revenues for the fiscal year, broken

down by revenues derived from the federal government and revenues

derived from other sources during that fiscal year.
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Public Law 102-102 requires us to submit to the House Conunittee

on the District of Columbia and the Subcommittee on General

Services, Federalism, and the District of Columbia of the Senate

Committee on Governmental Affairs a report detailing the results

of our review of the schedule not later than March 1 of each

fiscal year.

GAP REVIEW OF FISCAL YEAR

1991 SCHEDULE

The District of Columbia government contracted with an

independent certified public accounting firm to audit its fiscal

year 1991 financial statements. Because the District's financial

statements for the year ended September 30, 1991, did not include

a breakdown of its revenues for 1991 as required, we requested

that the District and its auditors provide an audited breakdown

of revenues, which we subsequently received on February 28, 1992.

We conducted our review of the auditors' work in accordance with

generally accepted government auditing standards. Based on our

review, the District modified the revenue schedule to, among

other things, eliminate certain revenues related to operations of

the District of Columbia General Hospital fund. We received the

updated final schedule and auditors' opinion related to that

schedule on March 27, 1992.
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In the auditors' opinion, the District of Columbia's Schedule

of Revenues and Nonoperating Revenues for the year ended

September 30, 1991, is fairly presented in accordance with

generally accepted accounting principles in relation to the

District's financial statements for the year ended September 30,

1991, taken as a whole. Our work found nothing to indicate that

the auditors' opinion was inappropriate or unreliable. We

presented the results of our review in our report to the

Committee and Subcommittee on May 8, 1992.

We reported that the District's schedule included local revenues

of $3,534 billion from nonfederal sources, including $2,680

billion of general fund revenue, $362 million of enterprise fund

revenue, and $492 million of trust fund revenue. When the

formula in the law is applied to the total local revenues

presented in the schedule, the resulting authorization to the

District for 1993 was greater than historical trends would

indicate. We reported that congressional hearings and committee

reports associated with enactment of the law have generally

compared the federal payment to general fund revenues.

CONGRESSIONAL DIRECTIVE

ON USE OF FEDERAL PAYMENT FORMULA

On Wednesday, June 17, 1992, the District of Columbia

Appropriations Subcommittee of the House Appropriations Committee

5
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held a hearing to discuss, among other items, the formula payment

to the District of Columbia. Issues discussed included the

definition of the base, the possible inclusion of net lottery

proceeds in the base, and the authorizing committee's intent with

respect to the formula.

At this hearing, the District Controller requested that the

appropriations and authorizing committees clarify and document

their intent so that the calculation could be applied

consistently in the future.

The record of the hearing shows that the appropriations

subcommittee subsequently received two letters, both dated June

22, 1992, one signed by the Chairman, and the other by the

Ranking Republican Member, House Committee on the District of

Columbia. The purpose of these letters was to express their view

of the authorizing committee's intent regarding Public Law 102-

102. The letter from the Chairman included an enclosure that

provided a detailed formula in an exhibit and states "the

Committee directs that, hereafter, the District prepare and

submit the Schedule of Local Revenue required by section 2[b] of

Public Law 102-102, 105 Stat. 496 (1991) as specified in the

exhibit. This exhibit is consistent with the basis which the

D.C. Appropriation Subcommittee and the District have

historically used to determine the federal payment."
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The letter from the Ranking Republican Member stated further that

"the authorized federal payments in FV 1993, 1994, and 1995

should be based only upon those sources of revenue which have

been counted by the appropriations committee within its category.

General Revenue Local Collections within its historical table.

Federal Payment Compared to District of Columbia General Revenue

Local Collections . If some source of general revenue local

collections, including the net sum of lottery revenues, has been

included in this category by the Appropriations Committee in the

past, it should continue to be included in determining the

federal payment as authorized by P.L. 102-102. If some source of

general revenue local collections has not been included in the

Appropriations general revenue local collections category in the

past, counting it now would be inconsistent with our intent."

These views are reflected in reports of the House and Senate

Appropriations Committee, which directed the District in the

future to use a schedule of local revenues as displayed in the

exhibit.

STATUS OF GAP REVIEW OF

THE FISCAL YEAR 19 92 SCHEDULE

On February 23, 1993, we received an undated letter from the

Mayor of the District of Columbia, which contained the Mayor's

calculation of the authorized amount of the federal payment for
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fiscal year 1994. The Mayor's letter provided for an authorized

federal payment determined under the formula of $801,864,000,

but stated that the District's appropriation request for the

federal payment will be $67 1,566,00. The Mayor stated that this

amount represents 24 percent of the total of District sources of

revenue in the General Fund ($2,749,691,000) plus operating

transfers from the Lottery and Games Enterprise Fund to the

General Fund ($48,500,000) for the year ended September 30, 1992.

The calculations contained in the Mayor's undated letter are

inconsistent with the direction and exhibit provided by the

committees. If applied as directed, the formula would have

resulted in reporting total local revenues as $2,636,187,000

Instead of $3,341,101,000. Applying the 24 percent to this lower

local revenue figure calls for a federal payment authorization of

$632,685,000, or $169,179,000 less than the amount the Mayor

indicated should be authorized and $38,881,000 less than the

amount the Mayor indicated would be requested.

The major difference between the base for local revenues used by

the Mayor and the one required by the committee is that the

Mayor's base includes all revenues (general, enterprise, and

trust funds) attributable to local sources and the required base

includes only general fund and lottery transfers to the General

Fund, adjusted for certain charges for services and miscellaneous

revenue. Attachments I and II to my statement contain our

8
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calculation of the 1993 and 1994 authorized federal payment using

the committees ' directive and a comparison of the amounts used in

the Mayor's undated letter with the committees' directive. I

wish to point out that since we have not yet completed our review

of the auditors '

report these calculations could change as a

result of our future work. We expect to complete our review and

report within the next few weeks.

PROPOSAL TO AMEND THE DISTRICT OF COLUMBIA

SELF-GOVERNMENT AND GOVERNMENTAL

REORGANIZATION ACT

The current proposal would require that the amount authorized to

be appropriated as the annual federal payment to the District for

a fiscal year may not be less than the amount authorized to be

appropriated as the annual federal payment to the District for

the previous fiscal year. In effect, the amount authorized for

appropriation as the annual federal payment to the District would

never be reduced, even when local revenues are decreasing.

In a letter dated June 22, 1992, to the Subcommittee on the

District of Columbia of the House Committee on Appropriations,

the Ranking Republican Member, House Committee on the District of

Columbia stated that "throughout the legislative process, city

officials were warned that setting the payment on a percentage of

revenue included the risk of a reduction in the federal payment
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if revenues declined." This statement indicates that the

authorizing committee had considered and accepted the possibility

that the federal payment would and could be reduced. If enacted,

the current proposal would result in an authorized amount that

would be greater than 24 percent of local revenues whenever local

revenues decline.

If the intent of the proposal is to minimize the impact of the

reduction in the federal payment in times when local revenues are

decreasing, the subcommittees may want to consider the

alternative of using an average of local revenues over some

period of time, for example, 3 to 5 years as the base for the

calculation of the formula. Over time, the average authorized

payment would still be 24 percent of local revenues, but there

would be some cushioning of large upward or downward swings that

could occur in any given year and cause large fluctuations in the

size of the authorized federal payment.

Madam Chairwoman and Mr. Chairman, this concludes my remarks. I

would be happy to answer any questions you or Members of the

Subcommittees may have at this time.

10
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ATTACHMENT I ATTACHMENT I

DISTRICT OF COLUMBIA

SCHEDULE OF LOCAL REVENUES

(Fiscal year ending September 30, 1991, 1992, and

authorization federal payment for fiscal year 1993 and 1994)

(Dollars in thousands)
1991 1992

Total District sources* $2,731,88 $2,749,691

Plus Lottery Board transfer-in" 45,700 48,500

Less :

Charges for services--nonappropriated° (97,139) (91,303)

Miscellaneous--nonappropriated'' (76,889) (70,701)

Total local revenue 2,603,560 2,636, 187

Twenty-four percent of total local
revenues (authorized federal payment
fiscal year 1993 and 1994, respectively) $ 624,854 $ 632,685

Sources :

* Exhibit S-1 of the District's Comprehensive Annual Financial Report
(CAFR) from the column headed "Total District Sources"

" Exhibit C-2 of the District's CAFR from the column headed "Lottery and

Games," and the line captioned "Operating Transfers in (Out): General
Fund"

"•" Exhibit 3 of the District's CAFR from the column headed "Nonappropriated
Actual" and the group captioned "Revenue" lines captioned "Charges for
Services" and "Miscellaneous"

11
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ATTACHMENT II ATTACHMENT II

CALCULATION OF AUTHORIZED FEDERAL PAYMENT
FOR FISCAL YEAR 1994

(Dollars in thousands)
Mayor's Conunittees'

Local Revenue Source Letter Directive

General Fund
Taxes $2,384,300 $2,384,300
Licenses and permits 41,856 41,856
Fines and forfeits 51,860 51,860

2,478,016 2,478,016

Charges for services
Public 100,251 100,251
Intergovernmental 3,905
Intragovernmental 44,567
Nonappropriated charges (91, 303 )

100,251 57,420

Miscellaneous
Public 122,502 122,502
Intergovernmental 450
Nonappropriated (70,701 )

122,502 52,251

2,700,769 ^ 2,588,687
Enterprise Funds
Operating revenues

Lottery and games 67,630 48,500
Other 203, 112

Nonoperating revenue
Miscellaneous
(Unidentified)

Trust Funds
Pension Funds

Total Local Revenue $3,341,101 * $2,636.187

Twenty-four Percent of
Local Revenue $ 801,864 '

$ 632,685

•
Agrees with amounts shown under local revenue in Mayor's undated
letter to the Comptroller General.

Source: 1992 D.C. CAFR

12
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Ms. Norton. Thank you very much.
Mr. Hill, what happened last year was disturbing to us, because

the whole point of getting the GAO and the city and everybody in

this was to make sure that everybody understood what was hap-
pening. All of a sudden, the city's Federal payment was not what it

anticipated.
I would like to have your recommendation for what might be

done to make sure that the process never again surprises anybody.
Mr. Hill. Certainly, one of the things that we think could be

done and we thought that possibly it might have been done

through the letters that came from the authorizing committee, is to

clarify on exactly what should be included in the formula going for-

ward and what numbers those would be applied to. Certainly, the
directive of the authorizing committee does that with quite some
specificity, but obviously from the testimony here, there is still

some confusion as to what should be included and what should not
be.

Our position in doing the work that we did last year was that the

legislation really gives us a very limited role. Certainly, we had
really no role at all in determining exactly the amount that would
be included. We do have a role in saying whether or not the
amounts that were included and subjected to audit were audited
and whether or not the audit was done properly. So, in terms of

what should be included and what should not be included, we
really felt that was not part of our role and that it was the commit-
tee's to work out.

Ms. Norton. So, do you believe you need statutory authority in

order to have any role or anjdhing in that?
Mr. Hill. That we need statutory authority?
Ms. Norton. Yes; is that what you are saying?
Mr. Hill. No; what I am saying is that our role, as it was, was

limited. Certainly, we can be asked to do anything by the commit-
tee and we would do that. So, I do not think that we clearly need

any additional statutory authority.
Ms. Norton. You heard the District testify that its audit, its rev-

enues as laid out, were generally considered revenues to a local ju-
risdiction. That is one of the reasons it was surprised that they
were not included. How would you respond?
Mr. Hill. The revenues that they have included in the CAFR

and that are shown under the audit are certainly revenues that
would be included in a comprehensive annual financial statement
under generally accepted accounting principles. Therefore, the

opinion that was given on those statements is correct.

The confusion, I think, lies though in the numbers that are pre-
sented in the District's budget. The numbers that are presented in

the District's budget, as far as we can tell from the documents we
have reviewed, do not include any of the nonappropriated moneys
that are shown in revenues in the CAFR. So, that clearly is a dif-

ference in what the District presents in its budget as appropriated
versus what is shown in the CAFR as audited revenues.

Ms. Norton. You have and, indeed, the committee has relied on
historical trends. Now, historically these two items have always
been in the budget. They have not been enumerated and clarified

in detail, but they have always been in the budget.
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Mr. Hill. We could not find where the amounts of nonappro-
priated revenues were actually in the budget. When we did some
analyses that compared total revenues in the CAFR to the reve-

nues that were in the budget, the difference is generally equal to

the nonappropriated revenues.
Ms. Norton. The miscellaneous and charges categories?
Mr. Hill. The pieces of those that are nonappropriated. There

are miscellaneous revenues in the budget. There are charges for

services in the budget, but the pieces that are nonappropriated are
not included in the budget. At least, we have not been able to find

where they are included.
Mr. Jacobson. If I could add one thing to that.

Last year, when we were doing our work in trying to ascertain
what we were going to say in our report regarding the calculation
of the formula, we consulted former legislative history of Public
Law 102-102, as well as the most recent Appropriations Act. What
we found, although not permanent certainly, was a history of com-
paring the Federal payment to general local collections of general
revenue; the general fund. Those numbers appeared not to include
some of the numbers that may be included in the District's budget
for its budget presentation purposes.

I think that is just one more reflection of some of the confusion.
The numbers you are going to include and what kind of categories

you are going to include often will depend on what source docu-
ments you are going to consult for purposes of your presentation.
That is the difficulty we had last year.
Ms. Norton. Yes; that is helpful. What we have here clearly is

the District government being asked to do something it never had
to do before. It has a formula. It never apparently just carried

these categories over from year to year. These categories were

probably developed historically, and historically, you know, may
mean before home rule, at least, some of them.

So, in effect, the District has a new mandate. Now that its reve-

nues have become the basis for a formula, the District has an obli-

gation to lay out those revenues with clarity and with a definition

that it has not had before. Although revenues were looked at, the
Federal payment was never dependent upon those revenues. In

fact, the Federal payment sometimes not only was not dependent
on those revenues, but even when those revenues were not enough,
the Federal payment often did not meet that challenge.
What I am trying to ask you is, whether or not the District in

effect does not have a new challenge, rather than one that depends
upon historical trends that it had no reason to relate to a formula,
because it had no formula in the first place?
Mr. Hill. We tried to stay away, obviously, in our report that we

issued last year, on exactly what the intent of the new legislation.
Public Law 102-102 was. What we did say in that report was that,

certainly, and during the process of putting that report together
was that, there was some lack of clarity in terms of what the
intent of the authorizing committee was and that it was important
for that to be clarified.

Ms. Norton. So, you saw a lack of clarity? You did not necessari-

ly believe that the legislation did not authorize the inclusion of

amounts from those categories?
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Mr. Hill. That is correct.

Ms. Norton. Have you seen the enumeration of the categories
before today, before the testimony that the Mayor brought forward

today?
Mr. Hill. Yes; we have.
Ms. Norton. Have you had an opportunity to study them and

have any view on them?
Mr. Hill. I am not sure. In terms of?

Ms. Norton. Enumeration of the miscellaneous and the charges
categories.
Mr. Hill. We have certainly looked at preliminarily some of the

work that the auditor has done. We have looked at the items that
the Mayor has included in her calculation. The Mayor or the Dis-

trict, in its calculation, does not include all of the miscellaneous
and all of the charges for services. The Mayor, in the calculation,
does exclude, I think, the $44 million that was talked about before.

That is not in the calculation. The Mayor shows that as other reve-

nue, as interfund revenue not included in the calculation. The
Mayor has also not included some amounts that are Federal

money.
The one thing that we have not done yet and are not able to say

is, whether or not there are Federal moneys in the portions that
are appropriated miscellaneous charges and appropriated charges
for services. It is possible that there could be Federal moneys in

there and only after the results of our review would we be able to

determine whether there are some there or not.

Ms. Norton. If that is the case, we know that the District does
not intend that Federal funds be included in this. It is possible that
is the case, but tlie District testimony makes that clear.

Mr. Hill. Well, we have not spoken to the District in terms of

what their intent was. I can say that they have subtracted out
some moneys from the total nonappropriated that were interfund
and that also were Federal funds.

Role of GAO
Ms. Norton. Mr. Hill, is there a stronger role that you think the

GAO should play in this process, either with the District or with
the Congress?
Mr. Hill. One of the roles that I think we could play would cer-

tainly be for us to help in putting together, taking and reducing
perhaps the understanding that the District and the Congress come
up with after this process and reducing that to some type of formu-
la. We can certainly provide
Ms. Norton. I am sorry. Would you say that again?
Mr. Hill. One of the services that we provided to the authorizing

committee last year was to help in, almost, I guess, in drafting
services you might call them, in terms of putting together what
they said to us, what their intent was into a formula. Certainly,
after the parties have worked out what they believe their intent

should be, we can help to provide those types of services to the
committee.

I think that we can also help to provide some information about
what might be included in certain categories and what may not be
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included and review the results of any audit work that might be
done. We would be more than happy to serve in that capacity.
Ms. Norton. I certainly wish someone had sounded the alarm. I

think it might have been helpful if GAO had done that, before the

$30 million fell out of the budget.
As it turns out, an extraordinary friend to the District with great

skill, Mr. Dixon, was able to get the $30 million put in. It would
not have been in the formula, however and, of course, the threat-

ened veto meant it was scuttled and might not have been. It prob-

ably would have been scuttled anyway, since the President disre-

garded the formula and simply put in a level payment for the Dis-

trict.

What was most disturbing to me was that the process that we
are now going through, it seems to me, is the process that, perhaps
in a shortened form, we could have gone through before to at least

have saved some of that money for the formula. As it is now, the
formula does not include—the formula goes up to the lower

amount, $624 million amount, because this matter was not clari-

fied.

As far as I am concerned, Mr. Hill, the major service you can

perform is when a technical problem of this kind arises, to ring a
bell saying, doom is coming, doom is coming if you all do not find a

way to clarify this. You are perfectly right, the Congress is not

going to authorize something called miscellaneous. The Congress is

not going to authorize categories that are not enumerated. That we
could not do.

Those passed us on by; got to the Appropriations Committee; was
noted then and then there was some backpedalling done. I regard
the matter as a first-class catastrophe that was avoidable and fore-

seeable.

Mr. Hill. Madam Chair, when we got involved in reviewing the

calculation, the first thing that we did try to do is to get a clarifica-

tion of what local revenues were, recognizing that the amounts in

local revenues that were coming out of the District were larger
than historical trends. We did say to the committees involved that
these things need to be worked out in such a way that someone can
come in, look at the numbers, know where they are taken from and
we could audit on that.

Ms. Norton. Did you ask the District to enumerate what those

categories were?

Non-Appropriated Charges

Mr. Hill. Yes and the District did enumerate the categories that

they had included in their calculation. It was apparent from the
result of the calculation and from subsequent letters from the

Chair that was not the intent. We did point that out.

We thought in going into

Ms. Norton. I am sorry, I do not understand.

They did enumerate, but that was not the intent?

Mr. Hill. They did enumerate. The District did enumerate the

items that were included in their calculation last year.
Ms. Norton. In those two categories?
Mr. Hill. I am sorry?
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Ms. Norton. In the two categories at issue that we are discussing
here today, charges for services and miscellaneous?
Mr. Hill. Yes; the District did indicate what was included and

what was not included. The District did exclude the amounts of in-

terfund transfer and also some Federal money that was in there.

The main, I think, the larger part of the difference between the

District's calculation of the authorized payment amount and the

calculation for the committees directive are the other funds outside

of the general fund, not just the nonappropriated piece. The num-
bers that the District is using for the authorized payment include

all locally generated revenues, including amounts outside of the

general fund.

Ms. Norton. What amounts are you speaking of now?
Mr. Hill. The amounts that I am speaking of now are those

amounts that all of that has to be decided as to

Ms. Norton. I mean, the kinds of amounts, for example, that

were included were lottery amounts, funds from the lottery. I am
trjdng to find out what funds are outside of locally generated
funds.

Mr. Hill. The District also included enterprise funds, operating
revenues from those. The lottery was only a piece of that. They in-

cluded all the other funds as well. Those are outside of the general
fund.

Ms. Norton. They have not included those this year; is that

right?
Mr. Hill. They include those this year. They included those last

year.
Ms. Norton. They do include enterprise funds this year? I think

there was testimony that they had not included enterprise funds.

Mr. Hill. They did include enterprise funds this year. I think

you are thinking in terms of the amount they are requesting
versus the amount that is authorized.

Ms. Norton. Yes, I am thinking about the amount that they are

requesting as a part of the formula.
Mr. Hill. OK.
The formula sets the amount that is to be authorized; not the

amount that is to be appropriated, obviously. So, the amount that

they show in their letter, that is to be authorized, is the $802 mil-

lion. That includes all locally generated revenues.

Ms. Norton. Does that include $671 million plus? Is that the

amount we are talking; $671 million plus?
Mr. Hill. No; the $671 million is the amount just on local, on

general fund revenues plus the net lottery. That is the amount that

the District is basing their request on.

Ms. Norton. Their formula request on.

Mr. Hill. No; the formula determines the authorized amount,
sets the authorization level. The amount that they request in terms
of appropriation can be any
Ms. Norton. Well, they are requesting $25 million above the

$671 million, as I understand it.

Mr. Hill. The letter that we received said that they were actual-

ly requesting $671 million.
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Ms. Norton. Yes; that is the amount I have been saying. The
$671 milUon is the amount they think is due them as a matter of
the formula, I believe.

Mr. Hill. Well, in that same letter they say that the amount
that is to be authorized in applying the formula is 24 percent of
local revenues, which set an authorized amount of $802 million.
What the District is saying is that, under the authorization formu-
la, they are entitled to $802 million, but they are only request $671
million.

Ms. Norton. I do not have the letter you have before you. Appar-
ently, the District has used that amount to make a point about
what it believes it would be entitled to if all locally raised revenues
were included.
Mr. Hill. But they are also saying and they also have said to us

in the letter, that they have given to the General Accounting
Office, that is the amount that the formula would authorize based
on the law.
Mr. FiscHETTi. Madam Chairman.
Ms. Norton. Yes.
Mr. FiscHETTi. In terms of sounding the alarm, that is kind of

where we were last year. The initial presentation that we got from
the District last year not only included all general fund revenues,
but included all these trust funds and all these enterprise funds.
That was the thing that was a marked departure from historical

trends and that is where
Ms. Norton. But see, they came in with something like $655 mil-

lion. That did not include all those funds. That was not the $800
million figure.
Mr. FiscHETTi. That is right and Mr. Calhoun alluded to that in

his view. When you look at the statute literally, it just says all

funds that—we are going to give you something that shows all

funds. Then in kind of recognition of that is not consistent with
kind of how history views this relationship, we are going to focus
on the general fund and include ever3d:hing in the general fund.
That is how they get to the number that they call the requested
amount that you are referring to; the $671 million.

Mr. Hill. Right; you are right.
The difference between the requested amount and the amount

that they would have under the formula is the nonappropriated
revenues.
Ms. Norton. Well, I just want to invite Mr. Hill and your col-

leagues of the GAO to be as proactive as you think is necessary.
The District does not want either. The District would rather know
in advance that something is not going to happen, I am sure, then
to rely upon it happening. You, of course, did let this be known in

the ordinary channels.
The fact is, for example, the first time I understood it was I hap-

pened to be over in the District Building and one of the Mayor's
aides gave me a piece of paper that showed a Federal payment for-

mula of $624 million. I looked at it and I came up with a theory as

to why that said that and that was in fact not what had in fact

been authorized and appropriated. Come to find out that in fact

w£is what had happened and these—because I think this got all the

way to the Appropriations Committee, certainly, before I knew



66

anything about it. This fell between, not the cracks, but in a very
large hole that the District was left in as a result.

So, I would like to encourage you to be as proactive as you think
is necessary and particularly let my office directly know if you see

that the District and the Congress are veering off in different direc-

tions on these calculations. Of course, I respect the work of the

GAO very much.
Mr. Hill. Madam Chair, we will be more than happy to do that

and to take that as a suggestion.
Ms. Norton. Thank you very much, Mr. Hill, for your testimony.

I appreciate the three of you coming to testify. You have helped us

very much.
Mr. Hill. Thank you.
Ms. Norton. The next witness is Mr. Philip Dearborn, Director

of Fiscal Research, the Advisory Council on Intergovernmental Re-

lations. We are all accustomed to relying on Mr. Dearborn, as a
matter of fact, to give us the straight scoop on District finances. So,
we could not be more pleased to have him here.

I apologize that you had to wait and am very appreciative that

you have done so.

STATEMENT OF PHILIP DEARBORN, DIRECTOR, ADVISORY
COMMISSION ON INTERGOVERNMENTAL RELATIONS

Mr. Dearborn. I am the Director of Government Finance Re-

search at the Advisory Commission on Intergovernmental Rela-

tions. However, since the Commission has not done any work on
the District payment, I will be testifying on the basis of my former

position as vice-president of the Greater Washington Research
Center.

In the interest of time, let me just summarize my conclusion for

you.
The District, since 1988 by my calculation has had a very severe

structural imbalance that has been steadily getting worse. This

year's budget would be out of balance by $150 million were it not

for an accounting change. Next year's budget, but for extremely
severe reductions would have a comparable imbalance. I believe

1995 and subsequent years will show similar problems unless the

problem is addressed in some fashion. In that regard, I do not be-

lieve the solutions are within the ability of the District of Columbia
at this time to provide.
The one particular statistic that I would cite, that would seem to

me to be at the root of the problem, is the relationship of house-

holds with incomes over $100,000 in the District, which total 8 per-
cent to the households with incomes under $15,000 which total 25

percent. This is a very severe imbalance between those providing
the resources and those requiring expensive services particularly
such services as medicaid and AFDC. I have cited a comparison
with the suburbs, for instance, where the number of households

over $100,000 actually slightly exceed those under $15,000.
The District's revenues are deteriorating and do not show any

signs of immediate recovery. What I conclude in terms of the Dis-

trict needing help from the Federal Government is that, changes in
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the Federal payment are probably not going to be of great value

for anything but a 1-year fix.

There is no question that the floor under the Federal payment,
so that the Federal payment does not decrease, is very important
and I think that should have been included in the legislation. In

terms of changing the formula or reinterpreting the formula to

provide additional funding for fiscal year 1994, that seems to me to

be helpful, but it would not in any way address the real structural

imbalance, which requires some relief in terms of revenues increas-

ing more rapidly on an annual basis or expenditures increasing
less rapidly on an annual basis.

Medicaid Reimbursement

I have suggested and I think it is important that consideration be

given to something that goes directly to the problem, such as, a

change in the District's Federal share of medicaid and/or AFDC in

the District. There are 38 States that receive more than a 50-per-

cent reimbursement of medicaid. The District is at the 50-percent
minimum for Federal reimbursement. I believe that there is a good
case to be made for the District having 75 percent or even up to

the 80 percent, which is the ,current maximum that any State gets

for that reimbursement.
I am also very concerned that the incarceration costs for felons,

no other central city, no other city with the characteristics of the

District pays the costs of incarcerating felons. I think that problem
is exerting extreme pressure on the District's budget and will con-

tinue to do so unless there is some relief given there.

I will be happy to answer any questions or to expand on my re-

marks if you wish.

[The prepared statement of Mr. Dearborn follows:]
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Statement of Philip M. Dearborn

Before The Subconvmttee on Judiciary and Education

and

The Subcommittee on Fiscal Affairs and Health

of the Committee on the District of Columbia

March 31. 1993

The Advisory Commission on Intergovernmental Relations has not addressed the question

of the appropriate formula for the federal payment to the District of Columbia. Therefore, I

cannot testify today on the basis of my position at the Commission. However, in my previous

position as Vice President of the Greater Washington Research Center, I did study this issue,

and on the basis of that experience will share with you some of my findings from that work.

Before addressing the issue of the federal payment to the city, I will briefly sketch the critical

nature of the city's financial problems and the underlying causes of them.

Since 1988, the District's operating budget has been structurally imbalanced, and the

imbalance has been getting worse. By structural imbalance, I mean a condition in which its

basic expenditures have been increasing each year at a more rapid rate than its natural revenue

growth. In some of the years since 1988, the budget has actually been balanced because of one-

time accounting devices, tax rate increases, and a $100 million federal payment increase.

However, the underlying problem has persisted, and but for an accounting change, the 1993 city

imbalance would be about $150 million. The city's 1994 budget, that will shortly be presented

to the President and Congress, will be balanced only by large, and perhaps unrealistic

expenditure reductions. Even if the 1994 budget is finally balanced, the 1995 budget will again

present problems of similar magnitude.
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The most obvious and clear source of the problem is an almost total failure of the city's

tax structure to generate any revenue growth, even with tax increases. Since 1989, the city's

tax revenues have been on a downward slide that despite tax increases in 1991 and 1992, will

result in an actual decline in tax revenues in 1993. Only a small increase in revenues is

projected in 1994, before the current proposed tax increases.

The serious problem caused by such a poor revenue performance is demonstrated by the

fact that increases in just two fixed costs - retirement and debt service ~ far exceed on an

annual basis the increase in tax revenues for 1992, 1993, and 1994. A government that does

not have tax revenues growing fast enough to cover even these costs is clearly facing serious

financial problems.

An examination of three major District taxes shows that all three are currently performing

poorly. The property tax, after registering a major increase in 1991, was barely positive in

1992, and will have declining revenues in both 1993 and 1994. Sales taxes, after declining for

three years are projected to have a tiny increase in 1994. And income taxes are expected to

increase slightly in 1993 and 1994 after two years of declines.

While the outlook for the income tax does show modest improvement immediately ahead,

the evidence supporting such improvement is mixed. Withholdings in the fourth quarter of 1992

showed improvement for the first time in two years. However, employed residents continued

to decline through 1992, and in December dropped to just 241 ,000. This is a substantial decline

from a pre-recession level of about 260,000.

Property values for the 1994 tax year will likely mirror the 1993 experience with a

continued decline in commercial values and little or no growth in residential values.
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Perhaps the most important cause of the District's fmancia] problems was revealed by

the 1990 Census information on distribution of household incomes. The District has less than

8 percent of its residents with incomes over $100,000 compared to almost 25 percent with

incomes under $15,000. This imbalance results in a small portion of the city's residents

providing resources for the large segment of the population with needs for expensive

governmental services, such as Medicaid and AFDC. The District's income distributions are

in sharp contrast with suburban ones. By comparison, households over $100,000 in the six

close-in suburbs exceed households with incomes under $15,000 by 1 1.6 percent to 10.8 percent.

Taken together, the poor revenue performance, the reduction in employed residents, and

the disproportionate number of poor residents to wealthy, mean serious and continuing city

budget problems until these underlying conditions change, or the city's revenue and spending

structure is modified.

Unfortunately, the outlook for changing the city's economy in the near future does not

look good, at least in terms of improving the resident tax base. For example, a strategy aimed

at creating new jobs in the District may not directly benefit city residents based on what

happened in the 1980s. In 1990, according to the Census, 78,000 more people were working

in the city than in 1980. Yet only 2,700 or 3.4 percent of the increased jobs were filled by

District residents. District residents in the 1980s benefitted far more from jobs created in

Virginia, getting 6,700 of the new jobs created in that state.

Census reports that for the entire Washington area there were 607,000 more people

working in 1990 than in 1980. But District residents held just 9,800 of these increased jobs, or

less than 2 percent.
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It is apparent that, at least in the 1980s, the District's economic problems were not

caused by too few new jobs being created in the area, or even in the city itself. Instead, it was

a case of too few residents taking advantage of the new jobs.

Adding to the problem of few residents filling the new jobs is the average earnings of

District residents. In 1990 the District average was about 20 percent lower than the average for

all area workers. And from 1985 to 1990 the total earnings of non-residents in the city

increased 51 percent, while total earnings of District residents increased only 28 percent.

Overall, the picture of what happened in terms ofjobs in the 1980s is pretty clear. There

were plenty of jobs created in the city but for non-residents, the jobs for non-residents paid

better, and earnings for non-residents increased faster than for residents. While a continued

strategy of increasing jobs in the city may help the area prosf)er, it may do little to help city

residents.

If there are no immediate prospects for improvement in the District's economic outlook,

then the city government will have to consider changes in its revenue or spending structure. The

opportunity for tax increases does not look favorable. Based on the most recent report of the

Advisory Commission on Intergovernmental Relations, 1988 State Fiscal Capacity and Effort ,

the District of Columbia ranked first in combined state/local tax effort compared to all states,

with an effort equal to 154 percent of the U.S. average.

In terms of spending reduction, the city did not grant employee pay raises for three years,

it has instituted furloughs, and suspended merit increments. The 1994 budget requires a

reduction in excess of 2,500 employees, including reductions in police and fire staffing.
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Even with the above actions it will be virtually impossible to close the city's basic

structural imbalance without federal help. Therefore, the city must seek federal assistance in

ways that address the principal causes of its problems.

One possibility is changing the federal payment, the subject of today's hearing. Because

the city's federal payment is now linked by formula to the level of city raised revenues, it is

declining in concert with the city's revenues, and it will thus not provide any revenue growth

over the next few years based on current city tax performance. President Clinton has proposed

a one year additional payment of $28 million for 1993, but no help in subsequent years.

Certainly, a provision in the formula to prevent a decline from the previous year's federal

payment level would be helpful, but would do little to improve the District's overall financial

outlook. If the formula's basic structure is changed, the key element in any change should be

to assure that the payment will increase annually in concert with the increased spending

pressures that face the District each year. A one time increase to a higher level payment, such

as changing to 30 percent of local revenues, would be beneficial for the year of the change, but

unless there is a built in annual growth in the resulting District payments, a one year increase

would not really solve the city's structural budget problems.

Part of the problem with trying to help the District through changes in the federal

payment formula is that the payment does not directly relate to the annual spending demands that

are causing the structural imbalance. A more satisfactory solution may be found in relieving the

District of some spending responsibilities. Two examples demonstrate what might be possible:

The disproportionate number of District residents below the

poverty line make it virtually impossible for the city to pay its 50
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percent share (about $400 million in 1993 and increasing rapidly)

of Medicaid and AFDC costs from its limited revenue base. By

law, federal Medicaid matching grants can range from 50 percent

to 83 percent. A recent Advisory Commission on

Intergovernmental Relations report, Medicaid. Intergovernmental

Trends and Options , lists 38 states where the federal share is

greater than 50 percent. It would be appropriate to recognize that

the unique District characteristics justify a higher federal

percentage.

Another possibility would be for the federal government to assume the

costs for incarceration of all convicted felons. No other central city has

responsibility for these costs. Such a federal policy could reduce this fast-

growing city cost by about $180 million in 1993.

Over the long term, I believe some basic changes such as these will be necessary to

maintain a District government that is able to meet the needs of its residents.
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Ms. Norton. Thank you very much, Mr. Dearborn.
I notice you mentioned you were looking for structural fixes for

the District. You mentioned medicaid.

You know that is something the Federal Government can do and
the AFDC. I am not sure what we could do about incarcerating
felons. We are not a State. Even if we were, we would be left to do

that. Do you see anything that the Federal Government can do?

I mean, the fact that no other city does it is because every other

city is in a State.

Mr. Dearborn. Well, that is right. That is precisely the

Ms. Norton. Even if we became a State

Mr. Dearborn. You would still have that problem. I do not know
the answer to it. I just know that it will be extremely difficult for a

city with the economic, the tax bases that it has to meet the costs

that have been incurred because of the high crime rate and the

severe sentencing provisions which are now in the law. That is

always going to be a problem, whether it is a State or a city.

All I am suggesting is that, something other than a Federal pay-

ment, which under the current formula will never show much real

growth, is not going to resolve those problems.
Ms. Norton. There will never be a Federal formula either that

shoots up in some kind of geometric fashion. That is why I appreci-
ate your going at this at all angles and not simply that angle.

Nonresident

I notice that among your structural fixes was not what we hear

all the time about taxes, that the District should be able to tax

people from outside the city and that would somehow fix the Dis-

trict's problems. Is that because you are familiar with the rates at

which commuters are generally taxed and do not see taxation for

that reason as an answer to the District's problems?
Mr. Dearborn. Well, in the first instance, as I cited in my paper,

the burden on the District, the tax effort of the District on its cur-

rent tax bases which, of course, does not include nonresidents, is at

154 percent of the national average, higher than any State which
we include in the ACIR calculation of tax effort. So, within the ex-

isting tax structure, I think it is pretty clear that there is not a

great deal that the District can do in terms of that.

The question of taxing nonresidents has been one that I have

dealt with since home rule in the District. We all have discussed it.

It does not show signs of coming to an immediate conclusion in

terms of the District being able to do it. ,

One thing I would caution though is that, this also tends to be in

the same nature of the one-time fix. Were the District able to tax

nonresidents, it would be by whatever means, whether that would

be a full tax or a partial tax. It would be great for the 1 year in

which the change were made. The District could be relieved. It

could reduce its tax rates. It could do various other things, but only
if that tax base then grows and permits the revenues to grow to

meet these other problems with the District gain over the long-

term.
Ms. Norton. I do not understand. Mr. Dearborn, would you clari-

fy that. If they were taxing nonresidents
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Mr. Dearborn. If you tax nonresidents, say, that wild figure that

you had was correct and the District switched and started getting
$1.2 billion from nonresidents for 1994, the 1994 budget could be
totally changed in terms of taxes and spending and so forth. Then
you would come to 1995 though. Unless the $1.2 billion that was
received from nonresidents increased by 6, 7, 8 percent to offset
these medicaid increases, the District would be back in the situa-
tion of having to increase tax rates or reduce spending.

Unfortunately, there is a possibility that, if we were to do this,
that the $1.2 billion would not increase; it would stay the same.
Some people suggest it would decrease. I do not really have any
evidence how it would go, but it does fall into the nature of the
one-time fix once again.
That is why I think in some way you have to look at the spend-

ing side of the District's budget or help from the Federal Govern-
ment as well as the revenue side. Particularly, medicaid has really
become just an impossible situation.
Ms. Norton. So, you are saying even in the most generous char-

acterization of taxation possibilities outside of the District to help
it with its problems, that these other costs are going at such a rate
that there even taxation and getting an additional tax base would
not deal fundamentally with the District's problems as they are?
Mr. Dearborn. That is correct.

Ms. Norton. On the Federal payment, you indicate that the

problem of coming up with revenues for the District are not solved

through the payment, because the payment does not relate to the
annual spending demands that are causing the structural imbal-
ance. Is there a way that you believe the payment could more
closely track those spending demands?
Mr. Dearborn. Back in the early 1980's when we were negotiat-

ing on a formula, we had come very close to reaching agreement at
one point on a formula which would be indexed. Because of some
objection on inflation, we were talking about indexing it to Federal
Civil Service pay increases or something. The 0MB objected to any
further indexing of the Federal budget and that went by the
boards.

Something along those lines, I think, would ensure that annually
at least it went up enough to offset inflation costs that the District

is incurring.
Ms. Norton. Well, these suggestions are important when one

bears in mind that the payment is for services rendered.
Mr. Dearborn. Yes.
Ms. Norton. The services go up each year. So, the notion of pick-

ing any arbitrary figure, whether one picks Mr. Gorman's 74-per-
cent figure or the 24-percent figure that we used there, we just do
not know what we are talking about.
Mr. Dearborn. Yes, budgets are very dynamic. Every year, it is a

new problem. If you just focus on 1 year, you really do not fix it for

other than that 1 year. So, everybody is back again the next year
trying to come up with a new solution.

Ms. Norton. By the way, you mentioned a $150 million amount
by which the District budget is out of balance but for an account-

ing change this year. I thought you said that next year, you expect-
ed that would not carry over. Will it be better or worse?
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Mr. Dearborn. For 1994?
Ms. Norton. Yes.

Mr. Dearborn. I think it would be worse in 1994. That has been
the pattern. This has been a deteriorating situation, except for the

fact that the District is now talking in terms of, I think, up to

3,000-employee reductions, which is a major and I am not sure it is

an achievable reduction in 1 year in employment.
Ms. Norton. But if so, you think this $150 million accounting

trick will not be necessary next year, if they do RIF the

Mr. Dearborn. If they do release the 3,000 employees, I do not

think that would be necessary.

Revenue Growth

Ms. Norton. Now, in your testimony—and I am quoting now—
you said, "Since 1988, the District's operating budget has been

structurally unbalanced and has been getting worse." Then you go
on to say that, "This is a condition in which its basic expenditures
are increasing each year at a more rapid rate than its natural reve-

nue growth." Now, I take natural revenue growth to mean essen-

tially residential businesses that can be taxed.

Mr. Dearborn. No; that is before tax increases.

Ms. Norton. So, what does natural revenue growth mean?
Mr. Dearborn. That is the revenue growth that occurs without

any change in tax rates, assuming the city council does not raise

taxes as it has done in each of the last 3 years, I believe, so that

they have had some growth in tax revenues because of the tax-rate

increases. Without the rate increases, the revenues would be de-

clining.
Ms. Norton. So, what then is natural revenue growth?
Mr. Dearborn. Natural revenue growth is the revenue growth

that occurs because of economic changes, the base, because the

base grows because of more sales, because there is more income, be-

cause property values go up.
Ms. Norton. If property values go up, you do not tax property

more? You said it assumes that
Mr. Dearborn. The District has had a tradition of leaving the

rate the same and receiving revenues from the increased values.

The problem is, as I point out that, if you just take the two fixed

costs for retirement and debt service, two extremely hard costs to

control over the short-term, those cost increases have far exceeded

the growth in revenues either with or without the tax-rate in-

creases. So, no government can survive when two fixed costs of

that nature are increasing far more rapidly than its revenues.

Ms. Norton. One was medicaid?
Mr. Dearborn. These two fixed costs are simply the retirement

costs which is mandated
Ms. Norton. The retirement costs.

Mr. Dearborn [continuing]. And the debt service which is the

result of past decisions. Those two alone have exceeded this natural

growth or the growth period in revenues by a wide margin for

1991, 1992, 1993 and will in 1994 again. You cannot exist as a

viable government with that type of a situation over a prolonged

period.
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Ms. Norton. Well, one of those, we are going to try to fix, the
unfunded pension liability.
Mr. Dearborn. I do not think you will be able to change the year

to year increase that has been occurring. That is primarily because
of this pay as you go

Ms. Norton. The only way we can keep those increases from oc-

curring is to try to distribute the burden in a way that it is not

distributed, for example, the Federal Government take more of the

burden; that some of the parties take more of the burden. Other-

wise, I think you are right. The present structure is a recipe for

absolute and utter doom.
Mr. Dearborn. Right.
Ms. Norton. You are absolutely right.
On page 2 of your testimony and I am quoting again. You say,

"The most obvious and clear source of the problem is an almost
total failure of the city's tax structure to generate any revenue

growth." If this is so, then I ask you what should the city be doing
in the short run? We understand your answers as to structural

change. What should it be doing in the short run to remedy this

problem?
Mr. Dearborn. I wish I had a good answer for that. As I go on to

point out, the number of employed residents has been declining in

the city for the last year at a very marked rate. Somehow that

trend has to be stemmed.
Ms. Norton. What trend has to be stemmed? I am sorry.
Mr. Dearborn. The drop in employed residents in the city. It is

down to 241,000 or it was in December. It has been declining for

each of the 5 prior months. It has declined from a level as recently
as, I think, 1991, 1990 of 261,000. This is the real revenue base of

the city.
Ms. Norton. But isn't this a function of the longest recession

since World War II? Won't that come back up?
Mr. Dearborn. We hope so. The problem is that the suburbs got

a similar dip and they have fully been recovering for the last year
and the District has not.

Ms. Norton. Why has the District's economy not recovered, do

you believe?
Mr. Dearborn. Well, it may be the lingering effects that the Dis-

trict gets hit harder and longer from the recession. Undoubtedly,
some of that is true.

Unfortunately, there is some anecdotal evidence, if you will, that

the District is having a net out migration of employed residents

that it may not recover from, partly perhaps because of crimes,

partly because of schools, for reasons which are not easily fixed, I

am afraid. The attractiveness of the suburbs, the breakdown of dis-

crimination in housing in the suburbs which lets people have ready
mobility throughout the area, there may be a variety of reasons

why it is happening. It is extremely serious if this does not turn

around soon.

Ms. Norton. I take it, we see these trends in other cities as well.

Is the District unique in this regard?
Mr. Dearborn. Some cities, yes.
Ms. Norton. I mean, most cities have a state government they

can turn to.
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Mr. Dearborn. Yes.
Ms. Norton. I understand our uniqueness in that regard. I am

asking if the trend or the other economic trends you referred to

this morning are consistent with what you see in other cities?

Mr. Dearborn. Yes, I think you can generaUze to most central

cities. There are exceptions, Uke Phoenix.
Ms. Norton. Are the States reaching in to help the cities that

are
Mr. Dearborn. Yes; that is part of where my suggestion comes

from. As you may know, I served on the Maryland Tax Study Com-
mission. In Maryland, the State has come in and relieved the city
of Baltimore for any obligation for medicaid, any obligation for wel-

fare, any obligation for mass transit financing, considerable other

responsibilities of the city. They continue to do that to relieve the

city on the spending side. That has been relatively effective for Bal-

timore.
Ms. Norton. Finally, you say that—and I am quoting you

again—"If there are no immediate prospects for improving the Dis-

trict's economic outlook, the city will have to consider changes in

its revenue or spending structure."

Now, you are aware that the city has indeed in this budget cycle
not only considered but undertaken changes in its revenue and

spending structure. Are those changes of the kind you had in

mind?
Mr. Dearborn. In part, but I think eventually unless there is

some assistance from the Federal Government or a major turna-

round in the economy, they will have to start cutting the things
such as the optional medicaid benefits. They already are cutting
back on housing subsidies, the tenant assistance programs and

things. Things that absolutely the District does not want to do and

many believe should not do may have to occur to try to overcome
this structural problem.
Ms. Norton. Now, I just want to make sure that I finally have

the structural changes you think are necessary for a city in the

District's predicament, the medicaid, unfunded pension liability

and you mentioned a couple others. I want to make sure I have
them.
Mr. Dearborn. AFDC has been not as troublesome as it should

have been. As one of the witnesses has pointed out, the city has

been losing ground on AFDC in terms of maintaining purchasing
value and in terms of even keeping up with the

Ms. Norton. Well, they have simply done what you said they are

going to have to do or just simply stop paying. People just get less

and less. I was shocked to hear that we have the lowest AFDC pay-
ment
Mr. Dearborn. Yes.
Ms. Norton [continuing]. For the standard of living of any city

in the country.
Go ahead; I am sorry.
Mr. Dearborn. The corrections thing I think is

Ms. Norton. Yes, the corrections.

Thank you very much, Mr. Dearborn. As usual, your work is

very helpful to the city in making—now, not only the city, but the

Congress take a hard look at what we are doing.
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Mr. Dearborn. Thank you very much.
Ms. Norton. Thank you very much.
The hearing is adjourned.
[Whereupon, at 11:47 a.m., the subcommittees were adjourned.]
[The following additional material was subsequently received for

the record:]
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103d congress
1st Session H.R.

IN THE HOUSE OF REPRESENTATR^S

Ms. Norton introduced the foDowing bill; which was referred to the

Ck)niinitte€ on

A BILL
To amend the District of Columbia Self-Govemment and

Govermnental Reorganization Act to require that the

amount authorized to be appropriated as the annual

Federal pa\Tnent to the District for a fiscal year may

not be less than the amount authorized to be appro-

priated as the annual Federal paN-ment to the District

for the pre\'ious fiscal year.

1 Be it enacted hy the Senate and House of Representa-

2 tives of the United States ofAmerica in Congress assembled,
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2

1 SECTION 1. FLOOR ON AMOUNT AUTHORIZED AS ANNUAL

2 FEDERAL PAYMENT TO DISTRICT OF COLUM-

3 BIA.

4 Section 503 of the District of Columbia Self-Govem-

5 ment and Governmental Reorganization Act (sec. 47-

6 3406.1, D.C. Code) is amended—

7 (1) in subsection (a), by striking ''There is"

8 and inserting "Subject to subsection (b), there is";

9 (2) by redesignating subsection (b) as sub-

10 section (c); and

11 (3) by inserting after subsection (a) the fol-

12 loNving new subsection:

13 "(b) The amount authorized to be appropriated as

14 the annual Federal payment to the District of Colimibia

15 under subsection (a) for a fiscal year may not be less than

16 the amount authorized to be appropriated under section

17 502(a) or subsection (a) (whichever is applicable) as the

18 annual Federal pa^Tnent to the District of Columbia for

19 the pre\'ious fiscal year.".
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BACKGROUND PAPER FOR THE

OVERSIGHT HEARING ON THE STATUS OF P.L. 102-102,

THE FEDERAL PAYMENT FORMULA LAW

The legislative authority, P.L. 102-102, determined that

a fair and eqpaitable federal payment would be defined as 24% of the

total of the general fund local revenue collections of two years

prior to the fiscal year under consideration. This definition is

in keeping with testimony presented to the authorizing committee by

District of Columbia officials and is consistent with the

legislative history of the Committee on the District of Columbia

and the District of Columbia Appropriations Subcommittee. In

addition, we would consider 24% of the net sura of lottery revenues

consistent with the legislative record of the D.C. Appropriations

Subcommittee. The inclusion of any other source of funds in

determining the level of the federal payment would not be

consistent with our intention or prior information from city

officials provided to the Committee.

The oversight hearing should determine whether or not this

Committee should authorize the inclusion of two categories "Charges

for Services" and "Miscellaneous" under the aegis of locally

generated revenues, non-federal, for the purposes of determining

the federal payment for FY '94 and FY '95.
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In addition, the subconunittees will take testimony regarding

a legislative draft that would amend P.L. 102-102 and set a floor

for the annual federal payment.
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DISTRICT OF
COLUMBIA

COMPREHENSIVE
ANNUAL

FINANCIAL
REPORT

Year Ended
September 30, 1992



85

DISTRICT OF COLUMBIA • 57

Exhibit S-1

GENERAL FUND REVENUES BY SOURCE
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DISTRICT OF COLUMBIA • 49

ENTERPRISE FUNDS

COMBINING STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN RETAINED EARNINGS

Year Ended September 30, 1992
With Comparative Totals for >^ar Ended September 30, 1991

(SOOOs)

Exhibit C-2

Witer and General Convention LoHery Unlver-

Sewer Hospital Starplei Center and Games sity

Totals

1991

Operating Revenues:

Charges lof sefv>ces:

GrtJSS charges:
Public $159,733

Intergovernmental 29.696

Inlragrwernmental 6,277

Total gross charges 195,706

DeduclKKis from gross charges:
Public —

Total operating revenues 195.706

Operating Expenses:
Personal services 48.264

Contractual services 43.404

Supplies 19.902

Occupancy 13.632

Depreciation 17.177

Miscellaneous 17.632

Total operating expenses 160.011

OPERATING IN(X)ME (LOSS) 35.695

Nonoperatlng Revenues (Expenses):

Inlergovernmental
—

Interest (22.572)

Fiscal charges (388)

Miscellaneous —
Total nonoperating revenues

(expenses) (22.960)

INCOME (LOSS) BEFORE
OPERATING TRANSFERS 12.735

Operating Trar^stera In (Out):

General Fund (28.287)

NET INCOME (LOSS) (15,552)

Deprecialioo closed to Contributed Capital . 3.280

INCREASE (DECREASE) IN

RETAINED EARNINGS (12,272)

Retained Earnings (Deficit) at October 1 145.808

Retained Earnings (Deficit) at September 30 $133,536

19.667

19.455

40.053
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DISTRICT OF COLUMBIA • 19

Exhibit 3

GENERAL FUND

STATEMENT OF REVENUES, EXPENDITURES AND RECONCILIATION
OF BUDGETARY BASIS WITH GAAP BASIS

Year Ended September 30, 1992

(SOOOs)
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PUBLIC LAW 102-102—AUG. 17, 1991 105 STAT. 495

Public Law 102-102
102d Congress

An Act

To amend the District of Columbia Self-Government and Governmental Reorganiza-
tion Act to establish a predictable and equitable method for determining the

amount of the annual Federal payment to the District of Columbia.

Be it enacted by the Senate and House of Representatives of the

United States ofAmerica in Congress assembled,

SECTION 1. SHORT TITLE; PURPOSE.

(a) Short Title.—This Act may be cited as the "District of Colum-
bia Budgetary Efficiency Act of 1991".

(b) Purpose.—It is the purpose of this Act to assist the District of

Columbia in compensating for revenue shortages resulting from the

unreimbursed services provided by the District to the Federal
Government and the significant deficiencies in the District's tax

base resulting from federally imposed limitations on the District's

ability to raise revenue, including (but not limited to)—
(1) the exemption from taxation of property owned by the

Federal Government or by any foreign government which uses

such property for diplomatic purposes;
(2) the statutory prohibition on taxation of income earned in

the District by any individual who is not a resident of the

District; and
(3) limitations on the height of buildings located in the Dis-

trict.

SEC. 2. ANNUAL FEDERAL PAYMENT TO DISTRICT OF COLUMBIA.

(a) Amount.—The first sentence of section 502(a) of the District of

Columbia Self-Government and Governmental Reorganization Act
(sec. 47-3405(a), D.C. Code) is amended by striking "$386,000,000"
and all that follows and inserting the following: "$386,000,000; for

each of the fiscal years ending September 30, 1985, September 30,

1986, September 30, 1987, and September 30, 1988, the sum of

$474,500,000; for each of the fiscal years ending September 30, 1989,
and September 30, 1990, the sum of $494,500,000; for the fiscal year
ending September 30, 1991, the sum of $596,500,000; and for the

fiscal year ending September 30, 1992, the sum of $630,000,000.".
(b) Formula.—Title V of such Act is amended by adding at the

end the following new section:

"federal PAYMENT FORMULA

"Sec. 503. (al There is authorized to be appropriated as the annual
Federal payment to the District of Columbia an amount equal to 24

percent of the following local revenues:
"(1) For the Federal payment for fiscal year 1993, the local

revenues for fiscal year 1991.

"(2) For the Federal payment for fiscal year 1994, the local

revenues for fiscal year 1992.

Aug. 17. 1991

[H.R. 2123]

District of

Columbia
Budgetary
Efficiency
Act of 1991.

Appropriation
authorization.

49-139 - 91 1102)
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105 STAT. 496 PUBLIC LAW 102-102—AUG. 17, 1991

"(3) For the Federal payment for fiscal year 1995, the local

revenues for fiscal year 1993.

"(b) For purposes of subsection (a), the term 'local revenues'

means, with respect to a fiscal year, the independently audited
revenues of the District of Columbia that are derived from sources
other than the Federal Government during that year, as reviewed

by the Comptroller General under section 715(e) of title 31, United
States Code.".

(c) Breakdown of District Revenues.—
(1) Determination under independent annual audit.—The

first sentence of section 4(a) of Public Law 94-399 (sec. 47-1 19(a),

D.C. Code) is amended by striking the period and inserting the

following: ", and shall include in such independent audit a

report of the revenues of the District of Columbia for the fiscal

year, broken down by revenues derived from the Federal
Government and revenues derived from sources other than the
Federal Government during that fiscal year.".

(2) Review^ by comptroller general.—Section 715 of title 31,
United States Code, is amended by adding at the end the

following new subsection:

"(e) Not later than March 1 of each year, the Comptroller General
shall submit to the Committee on the District of Columbia of the
House of Representatives and the Subcommittee on General Serv-

ices, Federalism, and the District of Columbia of the Committee on
Governmental Affairs of the Senate a review of the report of the
breakdown of the independently audited revenues of the District of

Columbia for the preceding fiscal year by revenues derived from the
Federal Government and revenues derived from sources other than
the Federal Government that is included in the independent annual
audit of the funds of the District of Columbia conducted for such
fiscal year.".

(d) Clerical Amendment.—The table of contents of such Act is

amended by inserting after the item relating to section 502 the

following new item:

"Sec. 503. Federal Payment Formula.".

31 use 71.5 (e) Effective Date.—The amendments made by this section shall
"°te. take effect on the date of the enactment of this Act.

Approved August 17, 1991.

LEGISLATIVE HISTORY—H.R 2123:

HOUSE REPORTS: No. 102-92 (Comm. on the District of Columbial.
CONGRESSIONAL RECORD, Vol. 1:^7 (1991 1:

June 11, considered and passed House.

Aug. 2, considered and passed Senate.

o
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THE DISTRICT OF COLUMBIA

SCHEDULE OF LOCAL REVENUES

for the year ended September 30, 1992

AND

REPORT THEREON
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Coopers
&Lybrand

cetlilied public accountants

Independent Auditors Report

To the Mayor and Council
of the District of Columbia

We have audited the accompanying Schedule of Local
Revenues of the District of Columbia for the year ended Septem-
ber 30, 1992. This schedule is the responsibility of the District
of Columbia's management. Our responsibility is to express an
opinion on the Schedule based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we plan
and perform the audit to obtain reasonable assurance as to whether
the Schedule is free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and
disclosures in the Schedule. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the
schedule. We believe that our audit provides a reasonable basis
for our opinion.

The accompanying Schedule of Local Revenues was prepared
for the purpose of complying with Public Law 102-102 related to the
District of Columbia's Federal payment formula, specifically,
locally-generated revenue as described in Note 2 to the Schedule,
and is not intended to be a complete presentation of the District
of Columbia's total revenues or results of operations.

In our opinion, the Schedule of Local Revenues referred
to above presents fairly, in all material respects, the locally-
generated revenue, as described in Note 2, of the District of
Columbia for the fiscal year ended September 30, 1992, in

conformity with generally accepted accounting principles.

(^::^^^v---y^^
Washington, D.C.
June 28, 1993

67-165 0-93—4
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DISTRICT OF COLUMBIA

SCHEDULE OF LOCAL REVENUES

Fiscal Year Ended September 30, 1992

(OOO's)

Total District sources - General Fund $2,749,691

Plus transfers-in:

Lottery 48,500

Water and Sewer 28,287

Starplex

Less:

Charges for services - nonappropriated $(91,303)
Amount representing local revenues 45

,
024

Miscellaneous - nonappropriated (70,701)
Amount representing local revenues 54, 045

Add:

584

(46,279)

(16,656)

Water and sewer services from the
Federal Government 29,696

Enterprise funds non-operating revenues 6
,
994

Total local revenues $2
,
800 , 817

Twenty-four percent of net local revenues S 672.196

The accompanying notes are an integral
part of this Schedule.
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DISTRICT OF COLUMBIA

NOTES TO SCHEDULE OF LOCAL REVENUES

Schedule of Local Revenues

The Schedule of Local Revenues (Schedule) presents
the District's locally-generated revenue (see Note 2) which
excludes all federally-generated revenue (as defined in Note
2) components thereof. The Schedule was prepared in
accordance with Public Law 102-102 as it amends Title V,
"Federal Payment", of the District of Columbia Self-
Governmental Reorganization Act.

Summary of significant accounting policies

Revenue Recognition

The modified accrual basis of accounting is
used by all governmental fund types. Under the
modified accrual basis of accounting, revenues are
recognized when susceptible to accrual (That is,
when they become both measurable and available) .

"Measurable" means the amount of the transaction
can be determined and "available" means collectible
within the current period or soon enough thereafter
to be used to pay liabilities of the current
period. A one year availability period is used by
the District for revenue recognition for all
governmental fund revenues with the exception of
property taxes in which case a period of 60 days
after year end is used.

Those revenues susceptible to accrual are
property taxes, sales and use taxes, income and
franchise taxes, gross receipts taxes and interest
revenue. Property taxes are recognized as revenue
in the tax year for which they are levied, provided
they are available. Sales and use taxes are
recognized as revenue when the sales or use take
place.

Licenses and permits, fines and forfeits,
charges for services, and other taxes are not

susceptible to accrual because generally they are
not measurable until received in cash.

Continued
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DISTRICT OF COLUMBIA

NOTES TO SCHEDULE OF LOCAL REVENUES

Locally-generated revenues

Any revenues generated by the District of
Columbia through General Fund activities for goods
or services provided to any and all consumers,
whether private or public (including the federal
government) , in a transaction that constitutes a

valid commercial exchange for due consideration,
and that would be subject to all the covenants of
the Uniform Commercial Code of business law, are to
be considered revenues generated by the District of
Columbia with all rights and privileges to use the
revenues in the matter prescribed by the District
of Columbia Self-Government and Governmental
Reorganization Act. Other net revenues from

operations and non-operating sources, such as
interest income, or other fund activities of the
District are also to be considered locally-
generated revenues to the extent net revenues are
available and are not restricted as to their use.

Federal source revenues

Revenues received from the federal government
for grants or programs provided through federal

appropriations legislation for activities which
derive benefit to the citizenry of the District of
Columbia are to be considered federal source
revenues as compensation for revenue deficiencies
in the District's tax base resulting from federally
imposed limitations on the District's ability to
raise revenue.

3. Public Law 102-102

Public Law 102-102 was enacted on August 17, 1991 to
amend Title V, "Federal Payment", of the District of Columbia
Self-Government and Governmental Reorganization Act by adding,
among other items, the formula for calculating the balance of

locally-generated revenues (Note 2) upon which an amount equal
to 24 percent will be remitted to the District as the Federal

Payment.

The Federal Payment calculation was enacted to

assist the District in compensating for revenue shortages
resulting from the unreimbursed services provided by the
District to the Federal Government and the significant
deficiencies in the District's tax base resulting from

federally imposed limitations on the District's ability to
raise revenue.
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CHARGES FOR SERVICES

i

O
o

8

U.GJ Sio«8

lu u. «

It O ~i

5i;
i s

s u Q

a
=

S "

O. _ b. —

a 5 a e« - 5 o

O O 3 _
O i^

"^ *

** S I I

:3 -g £ ji

U » E Z

8 e ^

i« S =

S; s

8 e

J3 S

'9 3

u e

a
i!

O o -

a =: -2-

u (J S

S J

H
"a. M
a J

n
* s

O I

S i

o. a.

1 I

S ". Q

1 s »
g 5 =

§ = s

o S

'"as"
^ 2 «
•* c a— 3
UJ c y
"> S -5

a 3

lu . S
o . S

I

5 c
i.

3 O
8 5

Q.

6
O 2
U S

S

S.
o g



96

i
-J

8

o

o

S

§

^8

luO

as

SE2|

U.UJ gj

I-. ic ~

Uj u. ^

m
o
tz mD5o<
<n z
UJ I

z o
ujx

^ 8.

; .2

1 5

* 5 is

£ i i

S e -J

(u .£ S.

SI :

I- z
2

i

m .S-
OL. 3

z ?
2 s
I- e

o s

1 -8

O t js

y Q 8

gl

O S. !

Z 5
2 »
H a
< 2

P = ^

i!2
!!.;

o = -

t ?

u S. I

3 =
"

1

S1|

o

2
I

i_ 3

O S

F 1

< S

u s s

S. 3

3 S
£ 8.

r a

^ 5^

< f S

9 ^ r

B ij

ill J o

• S° 8
B o
"S .2

II

I I

s s -g..;

" 5 •

I § I

1?^

= "s

o ?

o ^
O S



97

i

PI
U.1U Si

3q

S:

111

o
[CUi

<z

,_oLUI
(0

uj

> -2
UJ

Q B

I : s

S S 1

• Si
= s

5 = 55
2 ^ B 3

S. . S 5
°

S e 3 : =

S a. IT, "S ^

ill ft

i ; £
3 Is 1
i .- S s
£ a b. ^
3 o n

i- a - ;

o , « ^
< J 5 o

LU «

Q 5

•a I B d

tfl!
i -= i I

t- -B ^ ^
.. D I- o

z - n a

3
-!!

6 ^

a
a

5

I

H -
ll

S O £

iS 1

PI i2 .

o i.

5 «



98

JO

jui

B

u
E ^

U. Uj gj

Spec
UjU. «;

^ os

O
3

Ul

Z

S s

8.

° S.

- 2" ! I

s E
"

.- ;

i » B s s.

^- s i ? i

ti. := o £ -o

lU t S s So S 5 i ;
> i O o -5

w -5 S S «« S « £ —

^1"
* = S - "

g I S S. S

« S -a

a s £
< tl^ i o"

sir

I

If
S S

1 s

1 1 =
2 u "

H a r
.. •£. o
w B

tij 5

sis
= 5 ^
Q •= n

< = o

1 3

Is-

s =
a ^

sit

> =

> s

M

e .

» ?

O .a

o „



99

i

O

<n

SE22

li. lii Sio«§
ko: -

IP'SX LU
*

fCO -J

^ « u

(SuC

CO



100

i

k.
U

u. Uj Si

K tC •

UlU. »

2 Lu
»-

si

So
£8

UJ
o
DC UJ

<

X o

K
Si
UJ —
o «

< «

S s

o o

• • •

c s = .
3 i —

fell

> : a 5 s ;

;:. r I = I ^
=: ; ^ " 5

1 - I s i I
r 3 o -g -H "
"° 2 '^ £ S -3^ 5 « t • ;

» f i ° i
-5 "o

~
s £

1 1 S s 2 2

s -s s = : <
; - -

S B =

1 i
'

: = S
- = 28"- =

n I :• 1 1
- "^ '

s = -
• 2

~ o
: ^ c" o
s <= -2 T

V o

il

i 5

is

8
>

1
d

§ ^

2 8

O 3 B o
S = 2 5.

8 ;

-S
'^

s s

I- «

SI

a i 5

sis

I " -

fill
I i i

S a s
— — ^

S 5

"US
I! e I
a S °
o " ?

US'!

z .S

SB s
I is



101

Ui

3

UJ

111

u.
O
z
O
Pa

Ul

Qz

<
z

LU
o
DC UJ

o<
lUt-

p I

>-
o
z
UJ
o
<

UJ o. *<

_J s ?= " "W

2 : 1 ! J

8 t
I

I 8

:^ ^ °. J 2

^-
*

"^ •- ?
3 -2 Q S isu - o * r
> s:;

-
:

8 J S "

w r «t
^ >

5| :i

I! 5 = - 5

•* "O •* •«

O C- ^^ « o

2 «3 - a £Z = B 3 3
'^

'
^ S -^

O "O w £ o
,

i
'

; "S
oi o w

.Si 3
;

t- s
i 8. £ s

i- I s i i

8 ^ § ^e w u. «

i I § t
- ^ c c

5 L e I

i 2
°

8
c a. 3 ^

*" ^ 5 * S

S ^ 2 2 -

1 i » -
I

o S = i -su 2 - £ a
O ^ -o ' "

2 5 ^ « 2
o .?• 1 I -=

•o u

^11
3 S -
a 3 -£

Q 5 i
z - «
< E S

2 5

£1

a

< o
.- U
2 "5

5 S
.

Ill« - 2

si!

1- 5 E

o

e

8 1.

o a
Bl s

P S



102

i

u.

O

'~ It
U. Lu gi

Lu IL «

a:

iimo

UJ
O
EC UJ

82
UJ

io
LUI
5"

e _

I i-

B .S

S 5

"^ :i o o
5 3,"
o : S S

fe -2 = 5

s
o

8|

g|
-

e

SI

- " Z s
Sr • ^

I. s

u «

&5
UJ e
S S
UJ «
-J £•

E"i

(- £

S.?

9 !!.

< !o _
5 5
UJ £:

S 3

e £

O I

< = s

3 • "^

S S 5

a —

? s

el •Z ~
o :

2^

3st
S si
UJ ' e
P I

-

Q : -s

<^i
o a o

H 3 =
UJ s s
s S S

° »

5 >

o



103

i

u.

O

z
g

is

i

U.UJ ^

Uj 1^ «

CC(3 -I

HI

Z
Ul

S;

111

li.

O
z
o
p
a.

Ul

Q

8:

Ul
o
irui

^1
z

z o
LU X
•.05

a -o

2 "S

• :i £

ill

S I
•S

< S

7 o "Z

5 r !

5 8.

e 3

n

S. ji' S.

•s ; a

IS I

«rt s 2

a. 8 -
u •- •
(£ S ^
*- ^ su 4= ^
U 5 -B

I s I.

< 5 Q

e
8

I 8
3 !

s g

4 .2

8 3

8. S

1 i

H
(-

if
S V

I?
« 5

if

i I

I I
1 o

o
2 Q

S S

St

I

s 1

G :
Ul :=

2 ^
c a
^-

St 2

"
1 1

ill5 • w

3 O

H 3s o- I

= 1
J 2
S -w

i 5

y Q

2 I

i-

Q a

z 8

o
ca
a
0.



104

i

K a: •-

Ui u. «

(n

rim

^1
z zmo
IT

111

O

<
z

ZO
p X

CO

5 1 5 1
^ 5 8 c

? 1 ! 5

= 8
2 a

* — «
a s •

^ ' I.

eH

s 1-^

-OS.
^£ c (J

s »-
=

*"
I •

So!*

Ul



cc

1%
as

105

Ik

S8

s



106

a:
u
CO
D
s

s

i

u

CO UjVJ **J ^

t O *
soar

— UJ

Hi

111 o

UJ

UJ
o
IT HI

o<
en z
DOC

° 8 • o
« « « -
S = i S

: -S ^
-2

i i 1 i

i.t

s . -s S -

2 s i s i

aisg I.
a: ^ « D -
UJ 3 V w Z
L. O -£ ^ W
Z W O O «(

Si
P 8

s I ^ -

s a -S E

(- 3 W O
« "

S- B

ill I

31 .5 S

; *
< S

O -u

2 E .

1 = i-z

b 5 r =



107

s

i

u.
o
o

fcO
~

IP
«

to



108

i

O

wuj3

O ;3 a



109

O

CO

zz

18

coLu a

>^O :i a

qS to

o
tr uj

o<
<n 2

I

e *

£ S-

X iS.

< 2

5^ i

a C

3 6 •i

I f
!L :

B J
s i

t O 3

|i

s S -

; 5.

_ e

• 2 "o "o u "o *=

S 'C a

E - ° ' Q-

O = ? ^ £
o S S o ""
^ § t -5

^ ^ B C

H - C -3
-

z 2 : 1 -
g 5 I • 4

i 2

o ;

i t

Si

< :

CI
2j J
q -

I I
a a

o
e -

= 3

O 2

» o

s I .

Ui o n

I si
Z 2 C

I

B S f S

V = ; I
q -S s

-5a - ^ S

t £ ^ t
t; -£ E e
:S 5 • <
8 -2 S i

£?;-!
: g B s
s - -s <

I'll
< ^ . o.

r £ Q e
^ = ^ 9

xl

8 s

3

2 ^

>
o e

01 ~
a. -J

O



110

z

IT

111 ui

z z
UJO

111

i
-J

8
u.

O

o

0:30
>-o

-

lis

lij

o
tC 111

DSo<
OT 2
UJ .

=>£Z O
m I

8

'
(2 1

S •= c
o ° £ -
•- o ^ «

0,1 g ^

„ t - S

e ;
iS

a.

3=1
5 "

.fl —
is " *> r
P "= C c

U < E -
O u w ^

0^ ^ .5 o

2 8 2 S
< £ S £

3 a.

c S

o :

-I O
< :

P i

O 5 S -S

< 5 t ®

u " V
= s «

« ; = t

.= tu

•S d
so

11
H
i ^

2 a

S: 2

« -

UJ S

XI —

f iS

£ 1 t
3 E s

5 ^ S 2

1 £ Q '5

Z Q £ S

E
o
o 5-
U . H
: s °
= S. )(_

: I 8
« - »•

.. t: c *•

Q 3 p 8
2^ 2 o- S
3 B B =
u.

" —
*>

UJ 2 ^ 2

'ill
< - a s
o: s o -
< £ S.£

oj = I
z S £ 5
2 :;; 5 s-

^ «l -

= !» -.Q £ -
UJ — u r" e S

s
I

p :•

UJ 1 ^

J -8 i< X -

S 1!

s

- s =

)j w

£ "^ ^
3 - X
S S 5
-S o °

£ •£ i
1

-Si ,a =

2 i
s : .
s s «

sis
£ S o

2 3^-
-^ 2 e D
^ 2 - -
5 :S . -g

i e i s

= ^ 5 g-

y o s s

til ^ s

Z it £ e

S iS

E J
; ^

S o

- o

8 o

a s ^
e -S »>

M "• =

I ^ S
< B »

o s r



Ill

s

i

u.
o
I-
o

^

111
O ;3 01

to ""

05

UJ

3= "J

s

ujuJ S

z z

^8tt QJ
a:

LU
O
QC UJ

o<
CO z
LU .

DOC
^O
UJ X

2'!

iS.

a. s
m I

3 2

O S
5 8.

if
P E



112

u.
O

Oq

8

$

S8

Is
UJ

LU

o

lUI

ZO

= 2

§8

U. =
2 "

< «
O 3
-J z
Q -;:

(U o.

UJ u
o fr

^ E

S X.
_ ;

B * S ^

5 •s o t

1 i"! 1

S g

tl

>o s £ E

all
1=5

p!
8 s

< 2

^
2 2

1 s

i|

Q .2 a a

t i. E -
O -S -S o

8. :

2 •<

o s

x.

El
2 8^

SI?w I «

2 •

2 £

2 « ?•

s -

•• s

•2 I

e

8 5

11



113

I

u.

O
o

O 3 CB

>-0 "

eg

SN
Z Zm o
O

O
El

o
lui

(0

"=1

2 8.

3 d

3 ^

I J

? :§ s
: e i

iS;

O K

O -

it
to o

Ho
o Q a

•J
- E

s ,3 e

S - Q

< •S s
2 O O

S -^

I ^

« a,

t a i

C3 £

i a

'S s I

i - s

2 Q UJ

O P 3

« .s c

3 as

z S

I I
< =

2



114

I

o

a:

« Uj 5

o :3 01

-^ «
(/J

Q

LU O
as
|Q- uj

a:

LU
O
cr UJ
D _o<
to z
UJ »

jjj I
<0

o
z
UJ
o
<

8

i; -9

11

o ^

« e

H

UJ «

E = o
r- « o
O ^ t
D s £
5 e E
5 2 2

est

P a

2 Si
f- "2 -

< > ^
< ^ 3-

E S

SSI
U. £ -S

-Eg

s ^ '^

*
s s

ill
uj C S

51 i
' : o
Q - o
3

S
1

S e

— E o

UJ " ^Q •= 3

a. 3 o

< S 2 6
BC Q. • ;

Q ~
_

< S I -o
o = X -s
>r w V u

illl = 5

E

<

21

z •=

2 "Z

< SZ V
o :

E^

§ i

" 8
UJ

**

> S

X c
UJ V)

2 u

o



115

§

8

o

o

O :i 0)

*--o
*

ZOtt:

IIS

* S to

8

z z

,o!o
111

111

o

o<
CO z
LU )

SsLU X

S i
O 3-

a.



116

z
LUp

SB

s

I

8
u.

O

o

O :i 01

fco
"

zz
LUO

as
Cl qj

8;

111

o

<

UJ X

S 8
o s

z 2

°^ •

o * 5

< 5 5
So O

a ••

O ? £

i 3 £"
S !!.

I I.

o . S o

^ = « fi' - S- 8
S •> S s
5 S 3 S
' £ Z c
S. ^ o o

« D £ -^

r 1 S ?

QC -a w o
A <: a

<'S 1 i
b ; S 5

2 ' " i
S 5 2 5

" a

X s ^
o ~ a
u a w

*c ^ "o

S 5

- *

s o
a —

5.-S

s :

< E

I s

S £

S I

1 5

ir <

S :

s -s

|2
S S

5 S

|2 2
O

z Z

I

J •«

S s
• Ba o
Z 'J

-S o

ll

C 1-

c o
a. o.

lis-

9 a

5 S

O 5

^ ?



117

i

O

Ey> !4i

VJ UJ ^

O^ oi

to *"

q2 to

1 <n



IT

118

I

LU !

a

z z

O
3

111

D
Z

1 5 8 ?

£ 6

i 2 i

cc

w £=
si

O
z
O
F
Q.

(T
O
03
UJ

ez

<
z

UJ
O
CC UJ
DSo<
CO r
^L
lu I

CO

>o
z
UJ
a
<

a -o >^

U O 3

5 >

< (J a:

P s

I -
O "a

3 -S

2 S
< 2

Q i S

I o s

^ :O -5

a S
a. D.

f- 2

5 g
H =
in "

i 5

X o s

O S.-S Q

-2 £* ®

o c3 !:

O



119

i

O

fco
*

82<o

7c "J

siU. CO

Is
' UJ

LU
O
CC UJ

o<
CO 2
m IDC
LU X

to

K «i R
•n *r{ <n

« « «D

»R s s

8. -.

S S

s
I

5 I 8 8 Ie a 3 ji

U. 3 3

3 O ^
t; > s,

2 -5 S



BOSTON PUBLIC LIBRARY

3 9999 05705 7885



INDEX

Page
Authorization, duration 2, 30, 88
Commuter tax 42, 74
Floor to Federal payment 2, 21, 30, 40, 46, 56, 72
Formula payment 34, 49

Generally accepted accounting principals (GAAP) 20, 29, 30, 51, 52, 54, 91
GAOrole 62
Letter from Mayor to GAO 25, 45
Letters from authorizing committee 45, 48, 53,
Local source renenues 19, 20, 27, 85, 90, 94
Medicaid reimbursement 67, 72

Nonappropriated charges 2, 22, 28, 31, 37, 58, 61, 63, 87, 92

Percentage of payment 39, 41, 43, 75
Revenue deteriorating 69, 76
Revenue estimates by District 4, 5

(121)

O

67-165 (128)



ISBN 0-16-041624-8

9 780160 '416248

90000


