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The work of the Advisory Commission on 
Intergovernmental Relations in 1973 centered 
on governmental problems below the State 
level and the forces that act on them from all 
levels - Federal, State and local. 

The Commission began a new kind of task, 
monitoring the intergovernmental impact on 
the 50 States and 38,000 local general govern- 
ments of the landmark general revenue sharing 
program adopted in 1972. It continued con- 
sideration of its path-finding analysis of sub- 
state regionalism. It re-examined intergovern- 
mental roles in financing schools and the prop- 
erty tax, looked at financial emergencies of 
cities, and investigated alternative fiscal re- 
sources for local government. 

For the first time, Congress requested and 
funded a Commission study - State taxation 
of banks and saving institutions. 

The ACIR Approach 
ACIR is a national, bipartisan body estab- 

lished by Congress in 1959 to study points of 
intergovernmental conflict and tension and to 
make recommendations for easing them and 
thereby improving the system. Because of its 
unique stature as a permanent commission, 
ACIR is able to follow-up on its recommenda- 
tions, prodding the legislative, judicial and 
executive branches of Federal, State and local 
government to implement them. 

The work of the Commission flows in three 
stages: staff research and information gather- 
ing at the direction of the Commission; policy- 
making by the Commission; and efforts by 
both Commission and staff to see adopted 
policies implemented. 

Information Gathering and Policy-Making. 
The Commission prepares an agenda of topics 
for study and investigation. Information is 
gathered by a variety of methods including 



library research, Commission hearings, staff 
surveys and field studies. During 1973, for 
example, ACI R conducted four public hear- 
ings, surveyed public officials on substantive 
matters, and sponsored a public opinion poll 
to probe grass roots attitudes on taxation and 
finance and revenue sharing. 

To assure that all relevant aspects of each 
study topic are reflected in the findings of fact 
and background sections of a report, the staff 
conducts "thinkers' sessions" at the beginning 
of a research project to help define its scope 
and "critics7 sessions" near the completion of 
a project to avoid errors of omission or bias in 
the draft prepared for the Commission. Par- 
ticipants in these shirt-sleeve sessions usually 
include representatives of appropriate govern- 
ment agencies, spokesmen of public interest 
groups, members of the academic community, 
representatives of relevant civic labor and 
business associations. 

When the background and findings are 
prepared, the Commission debates the report 
at a public meeting and votes on policy recom- 
mendations. 

Implementation. As soon as the Commission 
adopts the policy, staff begins the implemen- 
tation process at Federal, State and local 
levels - frequently before the report is pub- 
lished. Federal recommendations for legis- 
lation are translated into draft bills which 
congressional members of the Commission in- 
troduce in the Senate and House. ACIR staff 
works closely with the committee staffs con- 
sidering the legislation and Commission mem- 
bers or staff testify at congressional hearings 
on these measures. 

On other proposed legislation, staff re- 
sponds to legislative referral memos from con- 
gressional committees or the Office of Man- 
agement and Budget, that seek Commission 
opinions on bills that would have an inter- 
governmental impact. During 1973, ACI R 

answered well over 50 memos on subjects such 
as proposed Federal aid for property tax re- 
lief, a neighborhood governments act, con- 
sumer legislation and highway aid. 

Staff prepares appropriate draft executive 
orders to implement recommendations for 
administrative action, and works closely with 
the Federal agencies and the Office of Man- 
agement and Budget to facilitate implementa- 
tion. 

Since 1967, ACIR has administered a Fed- 
eral procedure for consultation with State and 
local government interest groups on proposed 
Federal rules and regulations. The procedure, 
known by the name of the OMB circular that 
initiated it-Circular A-85-provides an op- 
portunity for State and local chief executives 
to suggest changes in the proposals to reflect 
the interests of elected officials. ACIR dis- 
tributes the proposals among the general gov- 
ernment interest groups for comment and sets 
up meetings to resolve conflicts. The groups are 
the National Governors' Conference, Council 
of State Governments, National League of 
Cities, U.S. Conference of Mayors, National 
Association of Counties, International City 
Management Association and the National 
Association of Regional Councils. 

Recommendations for other levels of gov- 
ernment generally are directed at the States, 
the .legal "parents" of their local governments. 
Staff prepares draft model State legislation or 
constitutional amendments to implement the 
recommendations. They are distributed through 
the A CIR Legislative Program; in individual 
"slip bill" form; in "action packets" on 
specific subjects; and in other special docu- 
ments for target audiences. In addition, an 
ACIR staff member works closely with the 
Council of State Governments' Committee on 
Suggested State Legislation. ACIR drafts are 
published as part of that committee's annual 
volume of Suggested State Legislation. 



In addition to these more formal procedures, 
staff maintains personal liaison with the Fed- 
eral agencies, the public interest groups and 
State and local officials across the country. 
During 1973, the Commission chairman and 
senior staff members spoke at meetings of 
government groups, civic associations and 
academic conferences in well over half the 
States. Several staff members also testified on 
ACIR proposals at State legislative hearings. 

Information Services. ACIR maintains a 
growing information program. Periodically, 
Federal, State and local officials, leaders of 
public interest groups and other appropriate 
organizations across the country receive In- 
formation Bulletins, staff analyses of current 
issues; and the Information Interchange Ser- 
vice, a transmittal service excerpting and re- 
printing items of intergovernmental interest. 
During 1973, staff also launched a new infor- 
mation service, Congressional Watch, that 
follows congressional legislation and reports 
on action of interest to ACIR and its constitu- 
ents. In addition, the staff publishes informa- 
tion reports - in-depth analyses of subjects of 
emerging interest - providing findings and 
general conclusions, but containing no recom- 
mendations. In all, staff released ten Informa- 
tion Bulletins, six Interchanges, four Con- 
gressional Watches and four information re- 
ports during the year. 

To further strengthen the information pro- 
gram, Commission staff has begun to develop 
an information system to obtain news of State 
developments on a timely basis, round out the 
picture of developments in the field, and flag 
intergovernmental issues as they arise. 

This was the basic framework for the ACIR 
work program in 1973, which covered seven 
substantive areas: revenue sharing; substate 
regionalism; property tax and school finance; 
municipal financial emergencies; local revenue 

sources; taxation of out-of-state banks and 
transportation. 

Revenue Sharing Monitor 
When President Nixon signed the State and 

Local Fiscal Assistance Act of 1972, PL 92- 
512, on October 20, 1972, he asked ACIR to 
monitor the intergovernmental impact of this 
new departure in fiscal federalism. The Com- 
mission agreed and, in early 1973, assigned 
staff to the task. 

The monitoring program has proceeded on 
three fronts: written but informal surveys of 
State, county and municipal officials at an 
early stage of implementation; two public 
hearings of officials and public interest groups; 
and a nationwide public opinion poll. 

Survey. In February and early March, 
ACIR staff asked county and municipal offi- 
cials questions in four areas: How will you 
spend the funds? How will revenue sharing 
affect tax levels during 1973? Are the expendi- 
ture strings a serious deterrent to the best 
allocation of funds? What about the temporary 
nature of the act? Staff asked State budget 
officers the same questions, plus one on the im- 
pact of revenue sharing on State assumption 
of local expenditures. 

A large proportion of both State and local 
officials indicated they would use revenue 
sharing funds for non-recurring expenses in- 
cluding 15 of 31 State budget officers whose 
jurisdiction had decided on how to use the 
money; 61 of 75 county officials; and 35 of 51 
local officials. 

On the question of tax levels, nearly three- 
quarters of the budget officers responding 
said their States expected to use some revenue 
sharing money for programs that should result 
in property tax relief. Six budget officers 
indicated revenue sharing would permit an 
actual reduction in State taxes and nine be- 



lieved it would have a similar effect at the local 
level. Of the local officials, 21 county and 23 
city officials looked forward to a halt in tax 
increases and 26 county officials to a slowdown 
in the rate of increase. 

The officials did not consider expenditure 
strings a serious deterrent to the best alloca- 
tion of funds. They did consider the temporary 
nature of the act a major influence in the de- 
cisions to use the money for non-recurring ex- 
penditures. 

The State budget officers by a margin of 26 
to 16 did not consider the fixed one-third- 
two-thirds allocation a serious deterrent to 
State assumption of a greater share of the 
fiscal responsibility for programs currently 
financed partly or entirely by local govern- 
ments. 

Hearings. The Commission held two public 
hearings on general revenue sharing: a "pilot" 
hearing of Western officials and civic organi- 
zation spokesmen, on June 21 in San Francis- 
co; and a national hearing of State, county and 
municipal officials, on October 1 1,  in Washing- 
ton, D.C. Both hearings were designed as in- 
formal dialogues between the Commission 
members and the witnesses. 

Six witnesses testified at the California 
hearing: a State legislative analyst, a county 
manager and a city manager, the director of 
the League of California Cities, the President 
of the California -League of Women Voters and 
a spokesman of the California Taxpayers 
Association. 

Three major themes emerged from this hear- 
ing: 
- In general, local governments were plan- 

ning to use revenue sharing funds more for 
one-time capital projects and States for 
tax relief and social programs; 

-It was still far too early to get an accurate 
picture of how revenue sharing fits into the 

overall scheme of intergovernmental fiscal 
systems or to evaluate its general impact; 
and 

-The lack of hard-and-fast rules- the am- 
biguity of the "strings" -on the one hand, 
and the temporary nature of the five-year 
authorization for revenue sharing, on the 
other hand, created a dilemma for, local 
officials who wanted to use the money for 
locally determined priorities but felt the 
need to "second-guess" the program's 
Federal auditors. 

By the time of the second hearing in Octo- 
ber, revenue sharing had been around for near- 
ly a year and State and local officials had 
greater experience with it. Any definitive evalu- 
ation of the program would have to await the 
experience of at  least a few more years, but the 
proceedings demonstrated some of the initial 
worries were beginning to subside as new prob- 
lems emerged. 

Nineteen officials in five separate panels 
testified at the second hearing. They included 
two governors, a State legislative leader, five 
mayors, one mayor-county president, four 
county officials, and six State fiscal officers. 
Major points of their testimony included: 

-Unanimous support for the concept of 
revenue sharing, but rather widespread 
disappointment that proposed reductions 
in Federal categorical aid had followed its 
enactment; 

-The firm belief that although revenue 
sharing is very welcome as a new pro- 
gram, categorical grants should be con- 
tinued as a mainstay of Federal aid; 

-The fact that local governments were 
using revenue sharing funds increasingly 
for operating programs, not just for capi- 
tal improvements, but that the uncertainty 
factor still caused the smaller localities to 
prefer non-recurring types of expenditures; 

-A universal desire that revenue sharing be 



made permanent, or at least renewed in 
the third or fourth year of the five-year act 
to increase certainty about the availability 
of future funds and flexibility in the use of 
the money; 

-The assertion of some officials at  every 
level of government that their need was 
most urgent, the proportion of services 
they performed was greater and, therefore, 
their allocation of revenue sharing monies 
should be higher; 

- Disappointment among some that user 
charges - in many localities, the sole alter- 
native to the property tax as a revenue 
source-are not included in the calcula- 
tion of tax effort, and therefore, revenue 
sharing allotment; 

-Fear that audit requirements could be- 
come onerous while conceding that most 
of the current restrictions placed on the 
use of revenue sharing funds present few 
problems; 

-The undesirable necessity of limiting 
citizen participation in decisions on the 
use of revenue sharing because the funds 
were used just to maintain existing city 
services; and 

-The need for restructuring local govern- 
ment to eliminate nonviable units, but the 
doubt that revenue sharing is the tool to 
accomplish this. 

Public Opinion Poll. For the second time, 
the Commission, in May and June 1973, spon- 
sored a public opinion poll to determine grass 
roots feelings on intergovernmental financial 
issues. This time, in addition to questions on 
Federal, State and local taxes, the poll asked 
questions on revenue sharing. 

According to the survey, the public supports 
general revenue sharing by a large margin, 
although answers to another question raise the 
issue of whether they really understood the 

principle of general revenue sharing. 
The main revenue sharing question de- 

scribed the program as a new form of Federal 
aid in addition to monies for specific purposes. 
"Under this new program, State and local gov- 
ernments will receive $5.5 billion this year to 
use as they think best. Do you favor or oppose 
this new revenue sharing form of Federal aid?" 
The overall was: 

Favor 56 percent 
Oppose 1 8 percent 
No opinion 26 percent 

The survey also asked the people their 
opinion of the principle of revenue sharing: 
whether aid would be used more efficiently 
when given out for specific purposes or when 
given to State and local government to use "as 
they think best." They answered: 

For specific purposes 48 percent 
As they think best 30 percent 
No opinion 22 percent 

In addition to these questions, the poll re- 
peated some of the questions on tax policies 
asked in the 1972 poll. 

Here, the survey showed a marked change 
in public attitudes toward the local property 
tax and the Federal income tax, which nearly 
tied as the "least fair tax" in the eyes of the 
public in the second poll (31 percent saw prop- 
erty tax as least fair; 30 percent Federal in- 
come tax). In the first poll, local property tax 
was overwhelmingly dubbed the worst tax -45 
percent called it "least fairv-while 19 percent 
had placed the Federal income tax in that 
category and 13 percent, State income and 
sales taxes. 

In both 1973 and 1972, the public believed 
the Federal government gave the taxpayer the 
most for his tax dollars-35 percent of the 
survey sample favored the Federal govern- 
ment against 18 percent for State government, 
and 25 percent for local government in 1973. 
The 1972 poll showed 39 percent favoring the 



Federal government, 18 percent State and 26 
percent, local. The "don't knows" measured 
22 percent in 1973 and 17 percent in 1572. 

Both surveys were sponsored by the Com- 
mission but conducted by the Opinion Re- 
search Corporation of Princeton, New Jersey, 
which held personal interviews with more than 
2,000 adults in their homes across the country. 

Su bstate Regionalism 
For three years, the Commission has been 

studying the complex issue of regionalism in 
America. In 1971, ACIR adopted a report on 
multi-state regionalism, mechanisms for dealing 
with problems overlapping State boundaries, 
which was published in 1972. Next, it took up 
substate regionalism -where new interjuris- 
dictional mechanisms have been created to deal 
with areas that are smaller than States but 
larger than most cities and counties. During 
1973 the Commission adopted recommenda- 
tions for the first phase of this multi-stepped 
project and published two background volumes 
in what ultimately will be a six-volume report. 

The issue of substate regionalism has arisen 
gradually over the past few decades as Federal, 
State and local governments have gone their 
own way to try to solve areawide problems in 
an areawide context. The general result of these 
uncoordinated actions has been a proliferation 
of governmental mechanisms within narrowly 
chartered and highly specialized program 
areas. 

The missing ingredient in all but a handful 
of regions is an institutional arrangement with 
the capacity to link areawide planning with 
program implementation, to coordinate the 
diverse activities of separate districts having 
single=function planning and operating re- 
sponsibilities- in short, to serve as an effec- 
tive regional decision maker. 

In these substate areas, the country now con- 

fronts the dilemma of sorting out the roles, re- 
sponsibilities and relationships between and 
among towns, cities and counties; over 600 re- 
gional councils of government dominated by 
city and county spokesmen; nearly 25,000 
special districts and authorities (for trans- 
portation, natural resources, fire protection and 
other services); approximately 1,800 Federally 
encouraged regional districts under 19 grant 
programs (law enforcement, comprehensive 
health planning, transportation, waste treat- 
ment, and air pollution, among others); and 
524 substate districts in 45 States that officially 
sponsor this regional system. 

A typical metropolitan area is made up of 
90 units including general and special purpose 
local governments, Federally encouraged dis- 
tricts (not governments), and a regional council 
or planning agency. The typical area would 
have: 
- 2 counties 
- 13 townships 
- 21 municipalities 
- 18 school districts 
- 3 1 special districts 
- 3 to 4 Federally supported areawide 

planning districts, and 
- 1 regional council/A-95 clearinghouse 

(to review and comment on the areawide 
impact of certain Federal grant applica- 
tions). 

The UMJO Strategy. To coordinate these 
diverse bodies and develop an effective de- 
cision-making mechanism at the substate level, 
the Commission adopted a strategy building 
on areawide units-councils of government 
and regional planning commissions - that 
now exist in all metropolitan areas and over 
300 non-metropolitan areas as well as on 
substate districting systems that already have 
been established in 44 States. This strategy 
emerges from five recommendations adopted 



by ACIR at its June 1973 meeting. They will 
appear in Volume I of the report, slated for 
publication in early 1974. 

At the heart of the strategy is a regional 
mechanism -dubbed an "umbrella multi-juris- 
dictional organization" or UMJO - composed 
largely of local officials to plan and make 
decisions in a variety of functional areas that 
have a regional impact. The five recommenda- 
tions make seven basic points about these 
UMJOs: 

-They would be multi-county organizations 
for decision making and planning, with 
operational potential. 

-All regional programs of Federal and 
State government would use these mecha- 
nisms, which would have common boun- 
daries. 

-All local governments in the region 
would belong- but the UMJO would be 
controlled by elected local officials who 
would make up at least 60 percent of their 
voting membership. State government 
representatives would also serve on the 
UMJO policy board. 

-On specific issues deemed important by 
any local governmental member, the 
UMJO would vote on a population- 
weighted basis. 

-UMJOs would have the authority to re- 
solve confliets between regional plans and 
certain non-conforming State and local 
project proposals. 

-They would have the authority to "review 
and approve" special district projects in 
the area and could become the districts' 
policy boards or budget controlling agents. 

-They would be financed jointly by Federal, 
State and local government. 

This strategy is not an idealized dream of re- 
gionalism, but is rooted in the real world of 
substate development. 

-Regional councils with A-95 review and 

comment authority already exist in 212 
metropolitan and 238 non-metropolitan 
areas. 

-About two-thirds of the 517 substate 
districts established in 44 States now are 
organized and action is underway to or- 
ganize more fully. 

-The boundaries of eight of the most 
significant of the Federally encouraged 
districting programs coincide or are in 
harmony with those of the State-estab- 
lished substate districts in about 50 per- 
cent of the cases. The Federal government 
has relied on substate district organiza- 
tions in more than one-third of the possi- 
ble cases in these eight program areas. 

-Approximately half of the regional coun- 
cils already are the preferred unit for 
several of the Federally encouraged area- 7 

wide districting programs operating in 
their regions. 

-Seven States have given review and 
approval authority over certain State 
projects to at least some of their regional 
councils. 

-Four-fifths of the 3,800 city and county 
officials surveyed by ACIR agreed that 
regional councils should perform the duties 
of an "umbrella" agency, especially with 
regard to the activities of independent 
special districts. 

-The Metropolitan Regional Council in 
Minnesota's Twin Cities area and the 
Atlanta Regional Council along with as 
many as 10 percent of the other existing 
councils already possess many of the 
powers and functions proposed for an 
UMJO. 

To help speed the implementation of this 
regional strategy, ACIR staff - in conjunction 
with State and local general government groups 
-has prepared draft State legislation to 
establish an Umbrella Multi-Jurisdictional 



Organization. The "Statewide Substate Dis- 
tricting Act" is scheduled for circulation 
among the States early in 1974 and is planned 
as a major target of ACIR implementation 
efforts in the near future. 

Local Government Reorganization. The 
substate regional chaos that led to the recom- 
mendations for UMJOs, in itself is a com- 
mentary on present inadequacies of local 
government functional and jurisdictional re- 
lationships. The Commission sees the need 
both for the establishment of UMJOs and for 
general local government realignment to bring 
the structure and function of units below the 
State level to a point where they can cope with 
the electorate's current and future servicing 
demands. Local government modernization is 
the subject of Volume I11 of the report, 
scheduled for consideration in February 1974. 

Background studies for this volume indicate 
that, in general, the reorganization and 
modernization record has been more impres- 
sive than the casual observer might think- 
but less extensive than is necessary. Some re- 
cent developments, particularly at the county 
level merit attention: 

-The manager or elected-executive forms of 
county government have enjoyed a rapid 
growth in urban counties in the past ten 
years, but four-fifths of all counties still 
are run by a commission without a single 
executive in charge. 

-Urban services are emerging as county 
functions, but nearly 75 percent of all 
metropolitan county expenditures are still 
earmarked for traditional functions such as 
roads, corrections or hospitals. 

- More city-county consolidations (I 1) took 
place between 1962 and 1972 than during 
the previous century and a half, but only 
one of every four attempts succeeded- 
and the bulk of these were in the South- 
east. 

- Six States have established broad-gauged 
boundary control boards or commissions 
to expand municipal boundaries in an 
orderly fashion and slow the growth of 
new special districts and municipal in- 
corporations - but, nationwide, formation 
of new special units still is burgeoning. 

The Commission was scheduled to consider 
at its February 1974 meeting a package of pro- 
posed recommendations to modernize local 
government structure and function. Included 
in the tentative program would be policies on 
State standards for municipal incorporation, 
local government viability and annexation; 
State boundary commissions; reforming 
county government; regional home rule options; 
broadly representative, permanent State ad- 
visory commissions on intergovernmental rela- 
tions; and consistent Federal actions. 

Assignment of Functions. The third cluster of 
issues relating to substate regionalism also 
was scheduled for consideration by the 
Commission at its February 1974 meeting. 
These focus on the sensitive area of assignment 
of local government functions: should States 
adopt a plan or method for rationally allo- 
cating functions and responsibilities among 
cities, counties and regional units? Or is every 
situation so different that a sophisticated- 
enough d a n  would be impossibly complex and 
perhaps counter-productive? A hearing was 
held cn this subject in October, a report of 
which 1s to be published as an appendix to the 
volur le. 

Partial funding for the research on this 
volur.~e of the report was provided by a grant 
of $92,000 from the Department of Health, 
Education and Welfare. It will be published 
as Volume IV of the six-volume substate re- 
gionalism report. 

Background Volumes. In addition to these 
three volumes which will make policy recom- 



mendations, another three volumes of this 
report will provide background and supple- 
mentary information on the general subject. 
So far two volumes have been published: 
Volume 11, Regional Governance: Promise and 
performance, case studies of Federal, State 
and local approaches to regional governance; 
and Volume VI, ACIR Hearings on Substate 
Regionalism, the report of public hearings 
held by the Commission in San Francisco in 
conjunction with its June meeting. 

Volume I1 examines the regional experiences 
of Jacksonville-Duval County, Florida; Nash- 
ville-Davidson County, Tennessee; Miami- 
Dade County, Florida; Indianapolis-Marion 
County, Indiana; Atlanta, Georgia; the San 
Francisco Bay Area of California; Minneapo- 
lis-St. Paul, Minnesota; Sacramento, Califor- 
nia; Portland, Oregon; Pittsburgh, Pennsyl- 
vania; New York City and 12 States. 

Through these case studies, the volume evalu- 
ates the effectiveness of both traditional and 
innovative approaches to solving areawide 
problems, including the "urban" county, 
city-county consolidation, regional councils of 
local elected officials, U M JOs, and substate 
districts. 

Volume VI reports on a half-day hearing, 
June 21 at the Federal Office Building in San 
Francisco. Most of the witnesses cited the need 
for a regional approach to some problems, 
but differed considerably in the scope and 
authority of any mechanism to carry it out. 
Included in the witness list were spokesmen for 
the California Council on Intergovernmental 
Relations; the Association of Bay Area Gov- 
ernments; the National Association of Regional 
Councils; the Puget Sound Governmental Con- 
ference; the Association of Oregon Counties; 
and the Southern California Association of 
Governments. Political Science Professor 
Victor Jones, a long-time advocate of strong 
regional measures, also testified. 

Witnesses opposed to any form of substate 
regionalism were the national secretary of 
Statewide Committees Opposing Regional 
Planning Areas; a private citizen from Placer- 
ville, California; and a county supervisor from 
El Dorado County, California. 

The final background volume in the sub- 
state series will be Volume V-A Look to the 
North: Canadian Regional Experiences. It 
will present seven case studies of innovative 
regional approaches taken in various Canadian 
provinces, for insights they might provide 
American States. 

The Department of Housing and Urban 
Development provided a $1 36,000 grant for re- 
search and publication of Volumes I1 and V as 
well as parts of Volumes I and 111. 

Property Tax Relief and School 
Financing 

The Commission report School Financing 
and Property Tax Relief - A State Responsi- 
bility provides a good example of the imple- 
mentation effort that follows Commission 
policy-making. 

The Commission adopted the report in 
December 1972. A Report-in-Brief giving the 
conclusions and recommendations and high- 
lighting the background information, was 
published in January. The full report, a 261- 
page document, followed several months later. 

The Report. The President requested the 
Commission to evaluate a proposal that called 
for a major Federal role in funding intrastate 
school equalization and residential property 
tax relief, to be financed by a Federal value- 
added tax. 

Neither financing education nor the property 
tax was a new subject area for ACIR. In 1963, 
the Commission produced a two-volume report 
on The Role of the States in Strengthening the 



Property Tax, making 29 recommendations for 
improvements in the administration of that 
levy. In 1969, the ACIR report State Aid to 
Local Government urged States to assume as 
a long-range goal substantially full financial 
responsibility for the support of public ele- 
mentary and secondary education. 

In the new report, the Commission, in 
essence, reaffirmed the principles enumerated 
in the earlier reports, that ,intrastate school- 
finance equalization and property tax relief are 
State - not Federal -responsibilities. It made 
five recommendations. 

-The interests of our federal system are 
best served when States retain primary 
responsibility for shaping policies dealing 
with general property tax relief and intra- 
state equalization of school finances - two 
areas that traditionally have been within 
the exclusive domain of State policy- 
makers; 

- States should shield basic family income 
from undue burdens imposed by the prop- 
erty tax; 

- States should strengthen assessment ad- 
ministration and thereby make the proper- 
ty tax a more effective and equitable 
revenue instrument for local government; 

-The reduction of fiscal disparities among 
school districts within a State is a State 
responsibility; and 

-Because of these findings and recommen- 
dations, there is no need to enact a Fed- 
eral value-added tax to provide revenue 
for property tax relief and to ameliorate 
fiscal disparities among school districts 
within each State; therefore such a tax 
should not be enacted for this purpose. 

School Cases. One of the developments that 
had brought the issue of school finance and 
property tax relief to the forefront of public 
consciousness was a series of State and Fed- 
eral court decisions that held school-financing 

systems unconstitutional if the wealth of a 
child's parents or neighbors determined the 
level of funding of his school district - the case 
under most systems heavily financed with local 
property tax revenue. One suit was taken to the 
U.S. Supreme Court, Rodriquez v. the Sun 
Antonio (Texas) School District. In March 
1973, in a 5-4 decision, the Supreme Court 
turned down Rodriquez. 

This decision, in the Commission's view, 
places an even stronger charge on the States to 
equalize education financing, provide property 
tax relief to those families overburdened by it 
and make the tax more equitable for everyone. 
And the States responded with a surge of 
action on equalization in 1973. 

Property Tax Burdens. ACIR found that 
property tax is not equally burdensome to all 
American families-in fact it is less onerous 
than other taxes for many middle and upper- 
income families. But the property tax does 
weigh heaviIy on a certain segment of the 
population - poor families, particularly those 
on fixed incomes. 

Circuit-Breaker. In the late sixties, follow- 
ing similar findings on the property tax burden 
in earlier ACIR reports, ACIR staff began to 
develop a program for State-financed relief for 
families that have to pay an excessive portion 
of their incomes to the property tax collector. 

The plan was called the "circuit-breaker," 
getting its name from the electric device 
that cuts off electricity when the circuit is 
overloaded. Circuit-breaker property tax re- 
lief cuts in when the property tax burden 
reaches a percentage of family income that 
the State considers an "overload." It is based 
on pioneering statutes in Wisconsin (1963), 
Minnesota (1967) and Vermont (1969). 

In its classic form, the circuit breaker is part 
of the State income tax process-although it is 
administered separately in several States. The 



State legislature determines the percentage of 
family income deemed excessive for property 
tax. Usually some form of income ceiling is 
placed on participants so the State won't end 
up supporting the mansions of elderly rich 
widows or widowers. Because owners pass on 
property tax to their tenant, more and more 
circuit-breakers are including renters by 
attributing a certain percentage of rent to the 
property tax. 

When property tax time comes around, the 
participant merely files for an income tax 
credit -or more frequently a cash rebate- for 
the amount of property tax overburden. 

ACIR considers it essential that the State 
finance the property tax relief program because 
of the limits on local government revenue 
sources and the desperate fiscal straits in which 
local governments generally find themselves. 
The Commission considers the circuit-breaker 
approach a flexible, easily administered, in- 
expensive but effective program to provide 
relief. 

As it finished the report on Financing 
Schools and Property Tax Relief-A State 
Responsibility, ACIR saw the timeliness of the 
circuit-breaker. Therefore, staff prepared an 
"action packet" describing the program: why it 
was needed, how much it was costing States 
that had adopted it, and how it could be tailor- 
ed to meet the needs of most States. It in- 
cluded copies of model legislation and other 
material. These packets were distributed to key 
legislators, State budget officials, and govern- 
ment associations and civic group leaders in 
States with no current programs or programs 
ACIR considered in need of improvement. And 
the program caught on. 

On January 1, 1973, 13 States had circuit 
breaker programs. By July 1, 21 had adopted 
them. Less than half the States financed any 
kind of property tax relief program on January 
1; 31 were doing so by July 1. And by July 1, 

every State in the Union had some form of 
property tax relief, up from 45 in January. 

Assessment Practices. Movement is much 
slower on improving assessment practices to 
make the property tax fairer. The political 
reasons behind this are obvious. 

As part of the overall property tax package 
adopted in December 1972, the Commission 
directed the staff to report on progress in 
State implementation of the 29 recommenda- 
tions of 1963 (Strengthening the Role of the 
States in the Property Tax). By the end of 
1973, the staff had prepared a progress report 
on developments during the decade. It noted 
considerable progress has been achieved in this 
delicate political area- although not without 
some backsliding in a few States. 

To try to stimulate more action at legislative 1-1 
sessions in 1974, staff prepared an "action 
packet" on property tax assessment reform 
which was distributed late in December 1973. 

Value-Added Tax. As part of the school 
finance - property tax relief study, the staff 
researched issues relating to a Federal value- 
added tax (VAT). 

The United States has never had a Federal 
value-added tax, although several European 
countries now make use of this form of levy, 
and the State of Michigan at one time had a 
tax similar to a value-added tax. 

VAT usually takes one of three forms: in- 
come, gross product or consumption. The most 
common varient - the consumption value- 
added tax -would be similar to a national sales 
tax. 

From the standpoint of intergovernmental 
relations, a Federal consumption-type value- 
added tax has two drawbacks: 

1. It is viewed, rightly or wrongly, as an 
intrusion on the State-local use of the sales tax. 

2. It cannot readily be coordinated with the 
retail sales tax of States and localities. 



It does not necessarily follow, however, that 
because of these "strikes," the Federal VAT 
is necessarily "out." There are distinct ad- 
vantages to the consumption form of value- 
added tax, though these do not seem to be in 
the area of intergovernmental fiscal relations. 
Equally important, there are economic, social, 
and intergovernmental cons against alterna- 
tive sources of Federal revenues. What does 
seem clear at this point is that a Federal 
value-added tax is not a "natural" in terms of 
its intergovernmental consequences. 

The staff study of VAT and Alternative 
Sources of Federal Revenue for school support 
and property tax relief was published as an in- 
formation report in 1973. 

Expenditure Tax. As a further alternative 
to a Federal value-added tax, the staff ex- 
plored the feasibility of a Federal expenditure 
tax as an additional revenue source. 

The expenditure tax resembles the income 
tax but taxes the amount of money a person 
spends rather than the amount he earns. It is 
levied directly on the taxpayer, involving in- 
dividual taxpayer returns, exemptions and de- 
ductions. It can provide for progressive rates. 

The expenditure tax study also was scheduled 
for publication as an information report. 

Financial Emergencies of Cities 
A 15-month study of financial emergencies 

in cities, conducted by the Commission under a 
Ford Foundation grant revealed the need for 
improved financial management in the 
nation's largest cities. 

A survey of 30 major cities, conducted in 
conjunction with the report, found these mu- 
nicipalities in no immediate danger of going 
bankrupt. Unfunded local pension plans, how- 
ever, may constitute a fiscal time bomb ticking 
away in some cities. 

Three main factors contribute to the sky- 
rocketing cost of local pension funds: pay in- 
creases now for local employees mean higher 
pensions later; many collective bargaining 
agreements include substantially better pension 
arrangemenJs; and increasing numbers of em- 
ployees are' retiring early. But in many cities, 
these rising costs are not being figured in 
when retirement contributions are estimated. 

The Commission called on the States to in- 
stitute strict regulation of locally-administered 
pension systems or consolidate all local sys- 
tems in one ,State-administered plan. 

In addition, the Commission recommended: 
-That each State designate or establish a 

single State agency responsible for im- 
provement of local financial management 
functions; and that the agency be responsi- 
ble for early detection of financial prob- 
lems to prevent local financial crises; 

-That each State establish a set of guide- 
lines to determine when the financial con- 
dition of local government necessitates 
State intervention and to set up pro- 
cedures for carrying out remedial action; 

-That States regulate the use of short- 
term operating debt which carries beyond 
the end of the fiscal year, because the in- 
ability of local governments to pay such 
loans can be an important precipitating 
factor in financial emergencies; and 

-That Federal actions in this area include 
situations in which interstate considera- 
tions require use of the Federal Bank- 
ruptcy Laws and that the Federal govern- 
ment update this law to clarify its meaning 
for local governments. 

Local Revenue Sources 
In one of its earliest reports, in 1961, Local 

Non-Property Taxes and the Coordinating 
Role of the State, ACIR offered a set of 



general guidelines essentially opposing local 
use of income or sales taxes. 

The rationale was several-fold: the Com- 
mission thought that a few locally financed 
major functions (education and welfare, for 
example) should be the responsibility of the 
States, urged that States take on their right- 
ful duties, and feared that local imposition of 
sales or income taxes would undercut State 
revenue potential; the Commission anticipated 
that it would be difficult for localities-espe- 
cially smaller jurisdictions - to administer in- 
come or sales taxes properly; and it feared that 
local use of these taxes would accentuate inter- 
local tax effort and public service differentials. 

Twelve years passed since this report was 
adopted. The Commission now re-examines its 
policy on this subject in light of additional 
experience that shows that: 

-The States have not moved dramatically to 
expand their functional responsibilities, 
although some progress is noted in a few 
areas. 

- Piggy-backing local non-property taxes on 
State taxes avoids heavy compliance and 
administrative costs. 

-Public opinion polls indicate that the 
property tax is considered to be the least 
fair tax and that most people view this tax 
as "too high" already. 

- Local governments increasingly confront 
State-imposed restraints on their revenue- 
raising abilities. 

The Commission was scheduled in February 
1974 to consider revising its policy position 
on local revenue sources in light of these de- 
velopments. 

Bank Tax Study 
Until 1969, States were restricted in their 

powers to tax national banks, and therefore 
they' generally refrained from the taxation of 

competing State-chartered banks and other 
financial institutions. Public Law 9 1 - 156 of 
1969 permitted a State to tax national banks 
under the same rules that it used in taxing 
State-chartered banks. The Senate Committee 
on Banking, Housing, and Urban Affairs sub- 
sequently became concerned about the taxa- 
tion of out-of-state depositories and the possi- 
bility that inequities and hindrances to the 
interstate flow of funds may result when two 
or more States with jurisdiction to tax the 
same base use different rules and require 
different kinds of reports and records. It called 
for a special study of the application of State 
and local taxes measured by net income, gross 
receipts or capital stock and other "doing 
business" taxes on out-of-State commercial 
banks, mutual savings banks, and saving and 
loan associations. 13 

Congress directed ACIR to make the study 
and formulate recommendations. Congress 
appropriated $186,000 for this study and 
directed that it be completed by the end of 
1974. 

Metropolitan Transportation Study 

The Commission has entered into a con- 
tract with the Department of Transportation to 
study the planning and development of metro- 
politan transportation systems. 

The study, well underway at the end of the 
year, is probing the requirements for balanced 
transportation systems in metropolitan areas 
and the means to attain all the components 
needed. It is looking into new aspects of 
intergovernmental relationships in transpor- 
tation, such as the new funding flexibility of 
the Highway Trust Fund, the general trend 
toward broadening Federal aid and the use of 
new intergovernmental coordination devices. 
It is also examining alternative methods of 



transportation administration at the metro- 
politan level. 

Regular Features 
State-Local Finances. The Commission staff 

periodically publishes a fiscal encyclopedia 
titled State and Local Finances: Significant 
Features. This information report is a com- 
pilation of statistical tabulations from ACIR 
studies and other sources that serves as a 
handbook on State-local fiscal systems. A 
1973-74 edition has been prepared for publica- 
tion early in 1974. It is envisioned as a biennial 
publication in the future to coincide with 
State fiscal activities, and in the interest of 
economy. The 1973-74 volume contains a sub- 
stantial expansion of information on the 
property tax. 

State Action on Local Problems- 1972. Com- 
mission staff monitors State actions to meet 
their responsibilities as the "legal parents" of 
their counties and cities, and publishes an 
annual progress report. 

The 1972 edition, distributed in 1973, de- 
scribed action on strengthening local govern- 
ment through home - rule, new jurisdictional 
options, interlocal cooperation and consoli- 
dation; assisting in specific program areas, in- 
cluding law enforcement, health, housing, edu- 
cation, welfare, transportation, relocation and 
public labor-management relations; resolving 
areawide problems, such as substate districts, 
developmental policies, land use and preserving 
environmental quality; improving State and 
local revenue systems; and constitutional re- 
vision. 

During the latter part of 1973, staff was pre- 
paring an expanded version of State Action on 
Local Problems - 1973, for publication in early 
1974. 
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APPENDIX C 

From its inception, the Commission has 
relied primarily on congressional appropria- 
tions for its financial support. Until 1966, in 
fact, the Commission was not empowered to re- 
ceive funds from non-Federal sources. How- 
ever, in that year, following joint hearings by 
the House and Senate Subcommittees on In- 
tergovernment a1 Relations which reviewed 
the Commission's activities and accomplish- 
ments during its first five years of operation, 
Public Law 89-733 was enacted. Among other 
things, it authorized the Commission to accept 
contributions from State and local governments 
and organizations thereof, and from non- 
profit organizations, including private founda- 
tions. 

Accordingly, starting in fiscal year 1968, 
the Commission invited State governments to 
make annual token contributions to ACIR. A 
year later, a limited number of large cities 
were also invited to contribute. In 1973, large 
counties also were invited to make token con- 

ACIR staff members who address or partici- 
pate in conferences sponsored by these organi- 
zations. 

In fiscal year 1973, the Commission re- 
ceived funds from other Federal Agencies in 
connection with projects that tie in closely 
with ongoing Commission research. New 
projects were funded by Federal agencies in 
the amount of $100,000; the largest being 
grants from the Domestic Council to monitor 
revenue sharing and from the American Revo- 
lution Bicentennial Commission to outline a 
series of forums on federalism, each in the 
amount of $29,000. Other grants came from 
the Department of Housing and Urban De- 

w 

velopment, to help underwrite the printing 
of the six-part report on substate regionalism; 
and the Department of Health Education and 
Welfare, for completion of a project analyz- 
ing the delivery of services under the Allied 
Health Services Act. 

tributions. A total of 26 States and eight cities As a matter of Commission policy, State 
and counties contributed $26,000 to ACIR in and local and miscellaneous contributions are 
fiscal year 1973. used to supplement and strengthen ACIR 

The Commission receives about $5,000 a services to State and local governments. Grant 
year from miscellaneous nonprofit organiza- funds are used for consultants and temporary 
tions. For the most part, this money repre- personnel to carry out the specific research 
sents contributions in lieu of honoraria to projects for which the funds are granted. 
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Object Classification 
FY 1973 FY 1974 
Actual Estimated 

(thousands of dollars) 
- - - 

Personnel Compensation 
Personnel Benefits (retirement, health, 

insurance, FICA) 
Travel and Transportation 
Rent, Utilities and Communications 
Printing and Reproduction 
Other Services 
Supplies, Materials 
Equipment 

llncludes $234,000 from other Federal agencies, and $38,000 from non-Federal sources. 
21ncl~de~ $134,000 from other Federal agencies, and $98,000 from non-Federal sources. 
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C 

REPORTS PUBLISHED IN 1973 
*The Value-Added Tax and Alternative 

Sources of Federal Revenue. ACI R Report 
M-78. August 1973. 86 pp. $1.15. Deals with 
the value-added tax as a potential new source 
of Federal government revenue. In two parts, 
the first analyzes the value-added tax; the 
second covers alternative sources of additional 
Federal revenue. 

*State Action on Local Problems - 1972. 
ACIR Report M-77. April 1973. 45 pp. $.70. 
Information and reference report summarizing 
selected State constitutional and legislative 
actions during 1972 that were directed toward 
local units of government, particularly those 
in urban areas. 

**Striking a Better Balance: Federalism in 
1972. Fourteenth Annual Report. ACIR Re- 
port M-76. January 1973. 74 pp. (N.T.I.S. 
Order No. PB-224972.) 

Hearings on Substate Regionalism. Volume 
VI of Substate Regionalism and the Federal 
System. ACIR Report A-43a. October 1973. 
63 pp. The report of public hearings held by 
the ACIR in San Francisco, California in con- 
junction with its June 1973 meeting. 

*City Financial Emergencies: The Inter- 
governmental Dimension. ACIR Report A-42. 
July 1973. 186 pp. $2.25. A 15-month study of 
financial emergencies in the nation's largest 
cities. A survey of 30 major cities found these 
municipalities in no immediate danger of bank- 
ruptcy, but several cities facing trouble in 
maintaining balance in their operating 
budgets. The study focuses on the problem 
of maintaining city governments as functioning 
financial organisms fulfilling their traditional 
role as effective institutions for social change. 

*Regional Governance: Promise and Per- 
formance. Volume I1 of Substate Regionalism 
and the Federal System. ACIR Report A-41. 
May 1973. 356 pp. $3.45. Nearly two dozen 

case studies evaluating the effectiveness of 
both traditional and recent approaches to solv- 
ing areawide problems. The first volume to be 
released in the Commission's six-volume sub- 
state regionalism report. 

*Financing Schools and Property Tax Re- 
lief-A State Responsibility. ACIR Report 
A-40. January 1973. 272 pp. $2.50. Findings 
and recommendations after a year-long study 
by ACIR of the property tax burden and in- 
trastate school finance equalization. Dis- 
cusses whether the States have the capacity 
to alleviate these problems and whether they 
are likely to remedy the situation on their 
own initiative. Also questions the role of the 
Federal government should play, if any. 

Revenue Sharing and Taxes: A Survey of 
Public Attitude. ACIR Report S-2. 8 pp. 

Public Opinion and Taxes. A survey. ACIR 19 

Report S-1. 19 pp. 

(Currently Available) 
Policy Reports 

*Multistate Regionalism. ACI R Report 
A-39. April 1972. 271 pp. $2.00. 

*State-Local Relations in the Criminal 
Justice System. ACIR Report A-38. August 
1971. 308 pp. $2.25. 

*Federal Approaches to Aid State and Local 
Capital Financing. ACI R Report A-3 7. Sep- 
tember 1970. 71 pp. $.75. 

*Making the Safe Streets Act Work: An 
Intergovernmental Challenge. ACI R Report 
A-36. September 1970. 78 pp. $1.00. 

*Labor-Management Policies for State and 
Local Government. ACIR Report A-35. Sep- 
tember 1969. 263 pp. $2.00. 

*State Aid to Local Government. ACIR 
Report A-34. April 1969. 105 pp. $1.00. 

*Intergovernmental Problems in Medicaid. 
ACIR Report A-33. September 1968. 122 pp. 
$1 .25. 



*Urban and Rural America: Policies for 
Future Growth. A C I R  Report A-32. April 
1968. 186 pp. $1.50. 

*Fiscal Balance in the American Federal 
System. ACI R Report A-3 1 .  October 1967. 
Vol.  I ,  385 pp. $2.50. Vol.  11, Metropolitan 
Fiscal Disparities, 4 10 pp. $2.25. 

State-Local Taxation and Industrial Loca- 
tion. A C I R  Report A-30. April 1967. 1 14 pp. 
$.60. 

"Building Codes: A Program for Intergov- 
ernmental Reform. A C I R  Report A-28. Janu- 
ary 1966. 103 p p .  $.60. 

Federal-State Coordination of Personal In- 
come Taxes. A C I R  Report A-27. October 
1965. 204 pp. 

State- Federal Overlapping in Cigarette 
Taxes. A C I R  Report A-24. September 1964. 

2 0 62 PP. 
Statutory and Administrative Controls As- 

sociated with Federal Grants for Public As- 
sistance. A C I R  Report A-21. May 1964. 
108 pp. 

Industrial Development Bond Financing. 
A C I R  Report A-18. June 1963. 96 pp. 

Apportionment of  State Legislatures. AC I R 
Report A-15. December 1962. 78 pp. 

Intergovernmental Responsibilities for Wa- 
ter Supply and Sewage Disposal in Metropoli- 
tan Areas. A C I R  Report A-13. October 1962. 
135 pp. 

Local Nonproperty Taxes and the Coordi- 
nating Role of  the State. A C I R  Report A-9. 
September 196 1. 68 pp. 

Intergovernmental Cooperation in Tax Ad- 
ministration. ACI R Report A-7 (Summary).  
October 1965. 14 pp. 

State and Local Taxation of Privately 
Owned Property Located on Federal Areas. 
A C I R  Report A-6 (Summary).  August 1965. 
17 P P -  

Investment of  Idle Cash Balances By State 
and Local Governments. A C I R  Report A-3 

(Summary).  August 1965. 23 pp. 
Coordination of  State and Federal Inheri- 

tance, Estate, and Gqt  Taxes. A C I R  Report 
A- 1. January 1961. 134 pp. 

Information Reports 

*State Action on Local Problems - 1971. 
A C I R  Report M-75. April 1972. 24 p p .  $.40. 

*State-Local Finances: Significant Features 
and Suggested Legislation. 1972 Edition. 
A C I R  Report M-74. 420 pp. $3.00. 

**Federalism in 1971: The Crisis Continues. 
Thirteenth Annual Report. A C I R  Report 
M-73. February 1972. 50 pp. (N.T.I.S. Order 
No.  P B  22497 1 .) 

*Profile of  County Government. AC I R Re- 
port M-72. December 1971. 148 pp. $1.25. 

**The New Grass Roots Government? De- 
centralization and Citizen Participation in 
Urban Areas. ACI R Report M-7 1. January 
1972. 21 pp .  (N.T.I .S.  Order No. P B  224939.) 

*Special Revenue Sharing: A n  Analysis o f  
the Administration's Grant Consolidation 
Proposals. A C I R  Report M-70. December 
197 1. 63 p p .  $.40. 

*Who Should Pay for Public Schools? 
A C I R  Report M-69. October 1971. 44 p p .  
$.35. 

*In Search of Balance-Canada's Intergov- 
ernmental Experience. A C I R  Report M-68. 
September 197 1. 123 p p .  $1.25. 

New Proposals for 1972: A C I R  State Legis- 
lative Program. A C I R  Report M-67. August 
197 1. 98 pp. 

*Prosecution Reform. A C I R  Report M-66. 
September 1971. 9 p p .  $.25. 
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Document No. 198, 84th Congress, 1st Ses- 
sion. June 1955. 31 1 pp. 
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