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Report to PRep. Prederick W. Eichmond; by Elmer B. Staats,
Comptroller General.

Issue Area: Intergovernmental Relations and Revenue Sharing
(400) ; Interqoverneental Relations and Revenue Sharing:
Federal, State, Arca-wide, and Local Coordination (402);
Intergovernmental Relations and Revenue Sharing: Different
Assistance Approaches (404).

contact: Program Aralysis Div.

Budget Function: Commerce and Transportation (400).

organization Coacerned: Department of iabor; Depart-ent of
Health, Education, and Welfare; Departmeant of
Transporta*tion; Department of the Treasury; Department of
Agriculture; Wew York, NY.

Congressional Relevance: Rep. Prederick HW. Richacnd.

pruthority: Elementary and Secondary Education Act, title I, part
A. Urban Mass Transportatiocn Act of 1964, as amended, sec.
3, Y. Cosprehensive Employment and Training Act of 1973
(P.L. 93-203). State and Local Fiscal Assistance Act cf 1 2
(P.L. 92-512) .

The major Federal programs contributing large amounts
of funds to New York City were analyzed tvo determine the impact
of reductions in New York City expenditures on the flow of
Federal aid. Pederal prograns aiding New York City have
particular purposes and objectives, and the ascunt of Federal
funds the city receives is primarily deteramined by the foravlas
used in distributing the funds. Findings/Conclusions:
Historical experience does not demonstrate a relationship
between budget reductions and changes in Pederal aid. It is
unlikely that reductions in vhe city's budget will result in
large reductions in Federal aid. In the short term, State and
Federal regulations cornstraic the city's ability to make budget
cuts. New York City's ability to control the flov of Federal
funds is limited, and the Mayor's control over the city's total
budget is constrained. The areas where the city can make ma jor
reduct ions are in city-controclled programs nct largely suppcr.ed
by Federal assistance. Attention is called to the impact of
state-level decisions, particularly in public assistance and
education programs. (RRS)
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Most Federal Assistance To
New York City Unlikely To Be

Affected By City-Initiated
Budget Cuts

GAO was asked to find out what effect re-
ductions in expenditures by New York City
have upon its receipt of F:deral financial
assistance.

The areas where the city can make major
reductions are in city-controlled programs not
largely suppcrted by Federal assistance. More-
over, budget cuts in federally aided programs
are trequently constrained by State and Fed-
eral mandates. Thus, it is unlikely that reduc-
tions in the city’s budget will result in large
reductions ir Federal aid.

GAO is preparing other reports on related
aspects of the city’s financial difficulty and
the city, State, and Federal policies affecting
budget preparaticn and expenditures.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20848

E-185522

The Honorable Frederic™ W. Richmond
House of Representatives

Dear Mr. Richmond:

On April 26, 1976, you asked us to analyze the impact
of reduvctions in New York City expenditures upon the flow of
Federal aid. Several hundred Federal programs support ac-
tivities in New York City. After discussions witn your
office, we agreed to analyze in depth the major Federal pro-
grams contributing large amounts of funds to the city. The
programs selected constitute akout 75 percent of all Federal
aid the city expected and included in its Financial Plan
Statements of September 1976.

FEDERAL AID TO NEW YORK CITY

According to its Financial Plan Statements New York City
anticipates $2.3 billion in Federal aid, not including Fed-
eral Revenue Sharing funds estimated at $291.0 million. The
major Federal-aid programs analyzed follow.

Federal aid Amount
(millions)

Can be expended for most budgetary
categories:

Revenue Sharing $291.0
Comprehensive Employment and Training
Act of 1973 212.3 $ 503.3

Related to activities in the city budget:
Aid teo Families with Dependent

Children 493.0
Medicaid 867.4
Elementary and Secondary Education

Act of 1965, title I, part A 126.9
School lunch programs 67.9 1,555.2
Total examined $2,058.5
Federally aided programs not examined 508.5
Tctal Federal - g $2,567.0
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In addition, Federal aid related to multivear appropriations
for the Federal-Aid Highway Program, estimated at $160.8 mil-
lion, and for the Urban Mass Transportation Act, estimated at
$202.0 million, was examined.

WHAT DETERMINES THE AMOUNT OF FEDERAL AID?

The Fedetral programs aiding New York City have particular
purposes or objectives. The amount of Federal funds the city
receives is primarily determined by the formulas used in dis-
tributing the funds. In some cases. funds are allocated di-
rectly to cities without m. tching requirements and, in other
cases, with matching requirements. Furthermore, the Federal
funds cities receive are greatly influenced by program deci-
sions made at the State level. State aid to New York City
is estimated at $2.8 billion for fiscal year 1977--slightly
. more than the estimated $2.6 billion in Federal aid. Follow-
ing is o brief discussion of the city's major Iederal pro-
grams vhich are more fuliy explained in appendix I.

The Ccmprehensive Employment and Training Act and Reve-
nue Sharing directly allocate the city Federal tfunds without
matching requirements. Other programs involving large amounts
of Federal aid. such as Aid to Families with Dependent Child-
ren and Medicaid, must be matched by a certain percentage.
However, State laws and regulations require New Yo 'k City to
maintain a level of services or expenditures which precludes
reducing expenditures from its own source (tax-levy) funds
to any degree that would lead to major reductions in Federal
aid. 1In some cases, the State also establishes the share or
payment required from the city for nonfederally funded reim-
bursement costs. For the Aid to Families with Dependent
Children and Medicaid programs, the State requires the city
to pay about 25 percent of eligible costs.

Fuands for the Elementary and Secondary Education Act,
title I, part A, are allocated by a formula which multiplies
the number of disadvantaged students by a per pupil reimburse-
ment rate. This rate is a percentage of the average per pupil
expenditure for the State, and as further explained in appendix
I, no likely New York City budget cut would affect it. Federal
funds received for the School Lunch Program are also not likely
to be affected by city action. 1In the transportation sector,
which involves capital projects, the city has not used all
the Federal funds available under the Federal-2Aid Highway
Program or certain programs authorized under the Urban Mass
Transportation Act of 1964. wWhile the State also establishes
the State/local percentage sharing arrangement for most
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projects, the city has greater latitude in choosing which cap-
ital projects to fund or defer and whether to stress obtaining
capital or uperating expense funding.

State and Federal regulations constrain, in the short
tun, the city's ability *to make budget cuts. The ci:y's and
State's ability to control the flow of Federal funds .s sum-
marized in appendix II.

As discussed in appendix I, New York City's ability to
control the flow of Federal aid is limited. Furthermore, the
Mayor's ccntrol over the city's total budget is also con-
strained. For example, one estimate of uncontrollable por-
tions of the city budget suggests that $8.7 bhillion, or
72 percent, of the Mayor's fiscal year 1976 budget was not
directly controllable by the Mayor. It should be noted that
40 percent of the controllable items of this particular cal-
culation was for police and fire protection--areas which
received very little Federal aid.

Some of this $8.7 billion went for debt service, retire-
ment benefits, and the State and federally aided programs
discussed in this report. Over time, however, debts may be
repaid, pensioners die, and almost every aspect of the
city's fiscal operations can be affected by charges in State
or Federal legisiztion. _

PROBLEMS IN ASSOCIATING BUDGETARY REDUCTIONS

pyeniy -

WITH THE FLOW OF FEDERAL AID

We reviewed recent estimates of reduced Federal aid
because of city budget cuts. Most estimates began with tie
amount of anticipated Federal aid used to prepare the 1976
budget. This budget was revised several times, 22ad each re-
vision presented a different estimate of Federal aid. Since
the estimated Federal aid was usually reduced, these reduc-
tions were called losses.

Furthermore, historical experience does not demonstrate
the relationship between budget reductions and changes in
Federal aid. Available accounting data does not facilitate
the identification of changes in Federal and State aid for
existing federally aided programs. If the city Office of
Management and Budget estimates hold true, 1977 wiil be the
first fiscal year since the crisis that there were actual
~reductions in Federal aid in comparison to prior years.
Thus, information relevant to the relationship between New
York City expenditure reductions and Federal-aid reductions
will not be available until after June 1977.
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Our review of maior federa.ly supported programs (see
app. I) calls attention to the impact cf State~level
Cecisions. The State's role is particularly important in
public assistance and education programs. For example, for
the Aid to Families with Dependent Children and Medicaid
programs, State regulations established under Federal guide~
lines determine who will receive benefits and how much these
benefits will be. Furthermore, New York State requires the
city to pay one-half of the matching requirements. State law
also mandates both compulsory education and particular serv-
ices. Most Federal aid in the transportation sector is also
channeled through a State agency and frequently involves a
State and cicy financial decision.

As you are aware, the Congress recently took action on
matching requirements for public works projects. Section 103
of the Public Works Employment Act of 1976 (Public Law 94-369)
includes no matching requirements, and section 104 provides
funds that eligible State or local governments can use to meet
their shares cof other Federal matching grant public works
projects.

During our review, we held informal discussions with
officials in New York City's Office of Manzgement and Bulget,
Office of the Comptroller, and the New York State Office of
Special Deputy Comptroller. Their views were considered.

Furthermore, we are preparing other reports on New York
City that address issues closely related to those raised in
your letter. When these reports are completed, we will send
.them to yoa.

This concludes our work on your request.
Si ly yoi;§7
5-‘&4—.44 ¢

Comptroller General
of the United States



APPENDIX I APPENDIX I

COMPREHENSIVE EMPLOYMENT AND TRAINING ACT

The Comprehensive Employment and Training Act of 1973
(CETA) (Public Law 93-203) and the Emergency Jobs and Un-
empleyment Assistance Act of 1974 (Public Law 93-567) au-
thorize four major programs. Title I is for training and
work experience, titles II and VI are for nublic service
employment, and title III, section 304(a)(3) provides for
the summer program for economically disadvantaged youths.
New York City is eligible for all CETA titles, and as a
prime sponsor, it usually deals directly with the Federal
Government, not through an intermediary State agency. City
estimates of fiscal year 1977 CETA receipts follow.

Title Amount

(millions)

I $ 77.8
IT 100.0
III, section 304(a}(3) 28.5
VI _ 6.0
Total $212.3

Most CETA funds are allocated by formulas based on factors
which include the number of unemployed persons in the prime
sponsor's area.

Unlike the Medicaid and Aid to Families with Devendent
Children (AFDC) programs, CETA programs have no matching
requirements, nor does State law require the city to provide
a specified level of public service employment. Again dif-
ferent from other programs, it is possible that city budget
cuts may marginally increase the city's share of CETA funds
because these cuts reduce public service employment and,
thereby, increase unemp.oyment--one variable upon which CETA
funds depend.

Restrictions on using CETA funds limit the city. Persons
employed in public service jobs with CETA funds may not receive
over $10,000 a year from CETA, but the city, in some cases,
supplements these funds. Consequently, CETA funds may be used
to support entry level positions; at the same time, the city
may be laying off regular and experienced employees. A
maintenance~-of-effort clause of the act also restricts the
use of CETA funds. 1In theory, New York City as a rrime spon-
gsor might lose CETA funds if it substitutes CETA moneys for
its own to fund regular employment, a practice described as
paper layoffs.

1
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The Department of Labor has, however, with regard to
title VI, issued requlations providing that:

"Former employees who lost their johs due to a
bona fide lzy-off may be hired into positions
supported under this Part provided that such
hiring does not constitute a violation of the
maintenance of effort provisions of the Act
and these regulaticnz.®

Similar requlations apply to title II.

City officials have said that courts in cases involving
New York City and Detroit, Michigan, have upheld a city's
right to rehire laid-off regular employees. Although CETA
maintenance-of-effort tequirements may affect city priorities,
there are no indications that New York City will lose CETA
funds.

REVENUE SHARING

Tn fiscal year 1976, New York City received $263 million
in Revenue Sharing funds from the Federal Government. The
city's Office of Management and Budget estimates that funds
from this source in fiscal year 1977 will be $291 miliion.
The amount a city receives is determined by complex formu. as
specified in the State and Local Fiscal Assistance Act of
1372 (Public Law $2-512). The formulas yenerally increase
a government's funds as its population and tax efforts in-
Crease and its per capita income decreases.

Because Revenue Sharing eligiblity does not depend on a
government's meeting matching fund or maintenance-of-effort
requiremencs, changes in the amount or purpose of New York
City's expenditures will not affect its Revenue Sharing funds.
On the other hand, if its taxes increase proportionately more
than those of competing governments, its Revenue Sharing
funds should also increase.

AFDC AND MEDICAID

Title IV of the Social Security Act, as amended, provides
for AFDC, and title XIX, as amended, provides for Medicaid--~
aid to the medically needy. 1In fiscal year 1977, Federal pay-
ments to New York City are expected to be about $493.0 million
for AFDC and $867.4 million for Medicaid.

These programs have similar formulas based primarily on
per capita income, which determine to what e¥tent expenditures
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are reimbursed from Federal funds. For New Yorx State, the
Federal Government's share is 50 percent. Currently, the
remaining 50 percent is divided equally between the city and
the State. For both programs, the crucial issues of eligi-
.bility and level of payments are determined by the State plan
that meets broad Federal standards.

A superficial examination of these programs' matching
requirements might lead to the conclusion that reducing city
expenditures would cause a loss of three State and Federal
dollars for each city dollar saved. Because the State plan
mandates a high level of services, the city is unable to
reduce greatly its program expenditures. The city can reduce
only those services exceeding those mandated by the State and
administrative costs. Since about 75 percent of these ex-
penditures, generally, are reimbursed by -he Federal and
State Governments, these city reductions may cause a loss ot
Federal funds. Compared with overall program expenditures,
howcver, these amounts are small.,

ESEA TITLE 1

In fiscal year 1977, New York City expects tc receive
about $126.9 million under the Elementary and Secondary Edu-
cation Act cf 1965, title I, part A (ESEA, title I)., This
act gives financial aid to local educational agencies serving
areas with children from low-income families. Basic grant
funds are allocated through a formula which multipiies the
number of disadvantaged students bv a3 per student reimburse-
ment rate. The number of disadvantaged students is the sum
of (1) the number of 5- to 17-year-olds in families with
incomes below the Bureau of the Census-defined poverty level,
(2) two-thirds of 5- to l7-year-olds in AFDC families with
incomes above the poverty level, and (3) the number of 5- to
l7-year-olds living in institutions for neglected or delin-
quent children or being supported in foster homes with public
funds. The per pupil reimbursement rate is 40 percent of the
average State per pupil expenditure within a range of not less
than 80 nor more than 120 percent of the average U.S. per pu-
pil expenditure. This rate is applied across the board to
every county in the State, but a hold harmless clause provides
that each county will receive at least 85 percent of the pre-
vious year's allocation.

Acting on its own, New York City can do little to affect
the amount of title I funds it receives. Assuming that State
school districts maintain their current level of expenditures,
even if New York City reduced its per pupil expenditures by
25 percent (a considerabie and unlikely reduction inhibjted

3
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by Federal mainterance-of-e:fort¢ requirements), New York State
and therefore New York Cit" would still be entitled to the
maximum per pupil reimbursement.

lajor changes in the amount of New York City's aid under
this program would require congressional action. The 1974
changes in the title I formrula reduced the city's allocation
as a result of the lowered per pupil reimbursement rate and
the reduced weight of AFNC eligibles in determining the number
of disadvantaged students.

School Lunch Progiam

In fiscal year 1977, the city expects to receive about
$67.9 million in Federal funds under the National School
Lunch Act, as amended. To pe eligible to participate in this
program, a schozi must agree to operate a nonprofit lunch pro-
gram, to provide free cr reduced-pric> lunches to children
of families inable to pay the fuli price, and to serve lunches
meeting the Department of Agriculture's type 2 nutritional
Standards. The Federal program places nc total dollar limit
on program costs; however, it limits the Federal reimbursement
by providing 13 cents for each lunch served, plus an addi-
tional 48.5 cents for a reduced-price lunch or an additional
58.5 cents for a free lunch.

Except for a decision not to participate in the Federcl
program, the only program variable aftfecting rederal funds is
the eligivbility for free or reduced-price lunches. School au-
thorities make this decition using State criteria, which are
based on Federal quidelines.

TRANSPORTATION

Federal-aAid Highway Program

Funds from the Federal-z:d Highway Program are availabie
through the State according to formulas based on such factors
as population, 1land area, and intercity mail route mileage.
Federal-aAid uUrban Systems (FAUS) projects under this program,
the formula for which is based upon urban population ratios,
require 30 percent matching funds from the State or local
government., State law and the type of project determine how
the 30 percent will be divided between the two governmental
levelg. In New York, the State provides (1) all of the
matching grant for State-maintained highway projects, (2)

25 percent of the total project cost as a matching grant for
mass-transit substitution projects--New York City provides

> percent, and (3) no matching assistance for local hi hway
projects.
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As of October 31, 1976, $160.8 million in FAUS funds
from fiscal years 1974-77 was available to New York City--
of this sum $102.4 million remained unobligated. A senior
New York State Department of Transportation official thinks
the primary reason for this large unobligated balance was
the city's difficulty in providing matching funds.

Urban Mass Transportation Grants

The Urban Mass Trarsportation Act of 1964, as amended,
provides funds to assist in acquiring, constructing, re-
constructing, and improving mass transportation facilities
and equipment. We analyzed funds distributed to New York City
under sections 3 and 5 of the act. These funds are distrib-
uted both for specific projects and by formula. Capital
grants may egual 80 percent of the net project cost--a cost
which could not reasonahly be financed with project revenues.
The remainder of the project cost must come from other than
Federal funds. 1In New York, the 3tate provides 15 percent
and the city supplies the remaining 5 percent of net projiect
costs.

In fiscal year 1976, under section 3 of the Urban Mass
Transportation Act of 1964, as amended, the New York Transit
Authority received $202 million. Section 3(h) allows 2
grantee to use as much as one-half of its capital grant to
pay mass transit operating expenses, provided equal State or
local funds are available by the end of the fiscal vyear
following the fiscal year in wvhich the funds were borrowed
from the capital grant project, to substitute for the Fed-
eral funds. New York City has borrowed about $204.5 million
undir this section--$124.5 million in 1975 and $80.0 million
in 1976.

In addition, section 5 authorizes formula grants. This
formula allocates one-half in propertion to urban area popu-
lation, and one-half in proportion to population weighted by
density for use in mass transit capital or operating assist-
ance projects.

Section 5 funds are allocated by urbanized area. The
New York urbanired area allocation for fiscal year 1276 was
$88.9 million, of which $71.1 million was awarded to New
York State and $17.8 million to New Jersey.

] Much of New York State's funds ic available to the
city. Formula grants fc. capital assistance may not exceed
80 percent of net project costs; grants for operating ex-
penses may not exceed 50 percent of total operating costs.
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Because of tiie Transit Authority's large operating deficit
it is likely that most, if not all, of the city's share of
section 5 funds will be used to meet operating expenses--if
the city can meet the maintenance-of-effcrt requirements

embodied in the law. New York City may have problems meet-
ing these requirzments.
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APPENRIX II

CHARACTERISTICS OF FEDERAL-AID PROGRAMS

ggogram

CETA

Revenue Sharing

AFDC

Medicaid

ESEA, Title I

School lunch and
free lunch

Federal-Aid
Highway Program

Urben Mass Trans-
portation Act

TO NEW YORK CITY

Federal
funds

(millions)

$212.3
a/291.0
a/493.0
§/867.4
a/126.9

3/67.9
b/160.8
b/202.0

Required
city
matching

Eg;cent

none
none
c/25

c/25

none
none
various

various

Controllability
over the flow of
Federal funds

City State
low high
low high
low high
low medium

medium high

nigh -

a8/Fiscal year 1977 estimates from New York City's Office of
Management and Budget, Nov. 1976.

b/Not included in the New York City expense budget, includes
multiyear funds estimates from Federal s»ources.

¢/Federal regulations reguire a nonfederal zontribution of

50 percent.

State regulations divide this contribution
egually between city and State.





