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ISSUANCE OF BONDS AND EXAMINATION OF FISCAL
AFFAIRS

TUESDAY, DECEMBER 2, 1975

U.S. SENATE,
COMMITTEE ON THE DISTRICT OF COLUMBIA,

W ashington,D.0 D.C.

The committee met, pursuant to notice, at 9:30 a.m. in room 6226,
Dirksen Senate Office Building, Senator Thomas F. Eagleton (chair-
man) presiding.
Members present: Senators Eagleton, Mathias, and Bartlett.
Also present: Robert Harris, staff director and general counsel; Col-

bert I. King, minority staff director; and Andrew Carron, professional
staff member.
The CHAIRMAN. Good morning, ladies and gentlemen. The Senate

District of Columbia Committee will now be in session. This hearing
has been called to consider Senate Concurrent Resolution 78.
This resolution would disapprove District of Columbia Council Act

1-57 authorizing the issuance of $50 million in bonds. The committee
expects to hear testimony which will enable it to decide on the advis-
ability of proceeding with a bond offering at this time.
All six of my colleagues on the committee have cosponsored this

resolution, and I believe I speak for all of them when I say that there
is no more compelling economic issue today than that of municipal
finances. This is a topic which demands the most searching investiga-
tion.
When the Home Rule Act was passed by Congress in 1973, a large

measure of control over the District of Columbia was turned over to
the local elected government. Congress retained veto authority over
acts passed by the Council, although to date it has not been exercised.
In the fiscal area, however, Congress retained express authority, as

well as the general veto power. There was some difference of opinion
on this subject when the home rule bill was before the two Houses, but
it was finally the will of Congress that sound public policy required
retention of jurisdiction in the fiscal sphere.
As a matter of law, Congress—and specifically the two Committees

on the District of Columbia and the two Appropriations Subcommit-
tees—must consider and consent to the annual budgets and any other
city legislation which bears on financial matters. I must emphasize that
this is not a question of interpretation or judgment, it is the law.
So as the bonding authorization movi0 through the city's approval

process, I directed the staff of the Committee on the District of Colum-
bia to begin studying the ramifications of this action.

(1)
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When the Council approved the bond issue and submitted it to Con-
gress, I asked for the information necessary to make an informed deci-
sion on the merits of this action. Let me explain briefly what I have
discovered and my reasons for introducing the resolution of dis-
approval.
The Home Rule Act gave the District of Columbia authority to sell

municipal bonds to the public for the first time. That is what the Coun-
cil seeks to do. Also in the Home Rule Act, first claim on the annual
Federal payment was given to debt service. There would be, in effect,
a Federal umbrella over District of Columbia bonds.
Today, the bulk of the $250 million Federal payment goes toward

normal and necessary operating expenses. The Federal payment is one
of four major items in the District budget.
The other three items are locally raised revenues on the income side,

and operating expenses and debt service on the outgo side of the ledger.
These four budget components must remain in balance. Future income
and expenditures are therefore inextricably linked both to the ability
to meet debt payments and to the potential claim on the Federal budget.
It is in these areas of spending and taxing that my reservations lie.

Today's hearing is intended to enumerate and explore some of these
topics; for example, unfunded pension liabilities, operating deficits,
accounting for expense items, the size of the payroll, and the stability
of the tax base. Other aspects may also be relevant, and I encourage the
witnesses to explore those that they may consider important.
I have examined some of these issues, and it is my conclusion that

not enough is known about the District's financial situation to permit
the bonding authority to go through at this time.
As chairman of this committee, I have a quasifiduciary responsi-

bility—to Congress, the Nation, and the District—to intervene when
the facts dictate. I would be remiss if, having these questions unre-
solved, I were to remain silent and permit these bonds to go through
with the implicit cachet of the Senate and Congress.
Even though the bonds are intended only to refinance existing debt,

they mark the entry of the District into the municipal bond market
and the first sale of District securities to the general public.
Before any bonds are marketed, I want to be assured that investors

can be paid off in a timely fashion and that the implications for the
Federal budget are very clearly understood.
The future fiscal viability of the District is at the heart of this issue.

We have seen clearly in the case of New York City what can happen
when seemingly minor problems are left alone to fester.
I do not mean to suggest that the problems of the District are

identical to those of New York. Yet, the symptoms are distressingly
similar, and they are better addressed now rather than later.
I intend to call a, series of hearings next year which will look into

these areas. My goal is to assure the health of the District of Columbia
over the rest of this. country. Central to this goal are two objectives:
the maintenance of necessary municipal services, and the establish-
ment of tax policies designed „tp enhance the revenue base. The size of
the Federal payment necessary to close any gap between income and
outgo must also be discussed.
As a result of these investigations and hearings, the District of

Columbia will be healthier, more sure of its future, and better able
to enter the municipal bond market having had these problems raised

I
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and resolved. In the meantime there may be some dislocation and
plans may have to be changed.
The committee, I believe, would be sympathetic to requests from

the city for special borrowing authority necessary to bridge this period
of investigation. No city, especially the District of Columbia, can
stand still for a year or more while its problems are being worked out.
We understand that, and we will consider fiscal remedies for the

short term even as we discuss the greater long-term issues. But to pro-
ceed with the bond issue now would only postpone the day of reckon-
ing and intensify the problem which must inevitably be confronted.
I now place in the record a copy of S. Con. Res. 78.
[The resolution referred to follows:]
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94Til CONGRESS s CON. RE".781ST SESSION

IN THE SENATE OF THE UNITED STATES

NOVEMBER 20 (legislative day, NOVEMBER 18), 1975
Mr. EAGLETON (for himself, Mr. BARTLETT, MT. GARN, Mr. GLENN, MT. INOU YE,

Mr. MATHIAS, and Mr. STEVENSON) submitted the following concurrent
resolution; which was referred to the Committee on the District of
Columbia

CONCURRENT RESOLUTION
Disapproving the Act of the District of Columbia Council (1-57)

entitled "An Act to authorize the issuance of $50,000,000
General Obligation Bonds of the District of Columbia to
refund certain loans made to the District from the United
States Treasury".

1 Resolved by the Senate (the House of Representatives

2 concurring), That the Congress disapproves of the action

3 of the Council of the District of Columbia described as

4 follows: The Act enacted by the Council of the District of

5 Columbia (1-57) entitled "An Act to authorize the issuance

6 Of $50,000,000 General Obligation Bonds of the District of

7 Columbia to refund certain loans made to the District from

8 the United States Treasury", passed by the Council of the

V
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2

1 District of Columbia on October 21, 1975, signed by the

2 Mayor of the District of Columbia on October 22, 1975, and

3 transmitted to the Congress on October 24, 1975, pursuant

4 to section 602 (c) (1) of the District of Columbia Self-Gov-

5 eminent and Governmental Reorganization Act.
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The CHAIRMAN. Senator Mathias, the ranking minority member of
the committee is with us. He may make any comments he would wish to
make.
Senator MATHIAS. Mr. Chairman, I would like to submit a prepared

statement which sets forth my general views on this subject.
The CHAIRMAN. Without any objections, it is so ordered.
Senator MATHIAS. I might comment just briefly. I would like to

thank the chairman for his promptness in convening this hearing,
because if there is one thing that is certain it is the uncertainty on the
question of the bond issue. It would be a very great burden for the
District to bear. I think we have to resolve the question now that it
has been raised.
I think the chairman was very wise in having pushed forward this

hearing today. I will be guided by the kind of testimony in evidence
which is brought before the hearing on any decision that I make.
I would say that the yardstick that I would use is a very simple one

and one I have applied before and that is whether the Bond Act is
constitutional, and whether it is in harmony with the Home Rule Act,
and whether or not any Federal interest is involved.
I think, clearly, there is no question of constitutionality or legality

other than the Home Rule Act. So the central issue becomes whether
the entry of the District of Columbia in the municipal bond market
at this time given the state of local and city financial health, and the
market itself, poses any threat to the Federal interest so as to warrant
the congressional disapproval of Act 1-57.
I think to reach a sound decision on this matter, we should have a

precise understanding of the city's fiscal posture and the direction in
which the District is heading.
Mr. Chairman, I will present the balance of my statement for the

record.
The CHAIRMAN. Thank you very much, Senator Mathias.
[The prepared statement of Senator Mathias follows:]

PREPARED STATEMENT OF SENATOR CHARLES MCC. MATHIAS, JR., RANKING REPUB-
LICAN ON THE SENATE COMMITTEE ON THE DISTRICT OF COLUMBIA

HEARINGS ON SENATE CONCURRENT RESOLUTION 78

At the time I joined with the chairman and all members of this committee in
introducing a concurrent resolution disapproving the proposed bond issue by
the Government of the District of Columbia, I announced my intention to actively
participate in hearings on the fiscal situation in the Nation's Capital. I also
stated that the introduction of this resolution followed promptly by comprehen-
sive hearings was a prudent step to take, particularly in light of the New York
City financial crisis. I pointed out, however, that my final decision on the
resolution to disapprove the proposed bond issue would be determined by the
evidence presented to the committee. I am pleased, therefore, that the chairman
has decided to hold early hearings, and I anticipate that the testimony we
receive will prove useful to each member of the committee.
Before we turn to the witnesses, I would like to make a few brief observations.
The Home Rule Act provides that acts of the city council shall lie before the

Congress for 30 legislative days during which time they must be reviewed by
the Senate and House District of Columbia Committees. The Home Rule Act also
provides that the Congress may disapprove an act of the council if such action is
deemed necessary. The legislative history of the Home Rule Act is abundantly
clear on one point: The Congress carefully and deliberately delegated certain
authority to and imposed certain limitations on the elected mayor and city
council. At the same time, the Congress reserved, full, residual, ultimate and
exclusive legislative jurisdiction over the Nation's Capital in conformity with
the constitutional mandate.
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Today's hearing, therefore, should be regarded as congressional observance
of our constitutional obligations and the committee's adherence to the applicable
provisions of the Home Rule Act.
As noted earlier, Senate Concurrent Resolution 78 would disapprove the D.C.

City Council's Act, 1-57, which is now pending before this committee. The pur-
pose of Act 1-57 is to authorize the issuance of $50 million in general obligation
bonds of the District to refund loans of $6 million and $44 million made this
year from the U.S. Treasury.
On previous occasions, I have stated that I shall be guided by three basic

questions as I consider legislation passed by the city council. First of all, I will
ask whether the legislation observes constitutional limitations as all lawmaking
must. Secondly, whether the legislation passed by the council observes the
expressed or implied restrictions in the Home Rule Act. My final consideration
is whether the legislation will adversely affect that pervasive element called
the "federal interest."
The home rule act does provide authority to the District to issue long-term

• general obligation bonds, revenue bonds and short term notes, subject to con-
gressional approval. The authority of the council to pass act 1-57, therefore, is
unquestioned. Similarly, no congressional issue is present in this case.
There is, however, a clear and indisputable federal interest at issue here.
Act 1-57 pledges the full faith and credit of the District of Columbia for the

payment of the interest and principal on the bonds when due. Backing up this
pledge is the federal payment, which represents a substantial financial commit-
ment on the part of U.S. taxpayers to the District of Columbia. As the city's
bond counselors have noted, the sinking fund provision and the availability of
the federal payment to make up deficits "immeasurably strengthens the general
security of the bond and its marketability."
The central issue in this hearing, therefore, is whether the entry of the Dis-

trict of Columbia into the municipal bond market at this time, given the state
of both the city's financial health and the market itself, poses a sufficient risk
to the federal interest to warrant congressional disapproval of act 1-57.
To reach a sound decision on this matter, this committee should have a precise

understanding of this city's fiscal posture; equally important, we need to know
the direction in which the nation's capital is heading.
This week the Congress will take up legislation which addresses the New York

City fiscal crisis. As we discover the roots of that crisis, this committee must
ask itself whether our nation's capital could, one day, suffer a similar fate. We
read, for example, that while New York City, under State law, is required to
balance its budget, that the city continually ran up deficits by resorting to fiscal
gimmicks to get around the balanced budget requirements. We are now aware
of the slow growth in New York City's residential property tax rolls; that rent
control has cut into New York City's tax revenues, which has caused housing
stock deterioration, abandonment, and tax delinquencies. We read about New
York City's growing revenue needs, and its shrinking tax base. We read about
the large growth in the number of municipal employees and their salary levels,
the inadequately funded pension liabilities and, the city's costly system of
higher education. We hear about the city's practice of funding deficits by short-
term borrowing in anticipation of revenues that never materalize. We learn about
the scheme by which operating expenses were piled into the capital budget and
funded through long-term borrowing. We now see the sad day of reckoning in the
"big apple."
By no means do I suggest that the District of Columbia is on the verge of

becoming a New York City. On the contrary, the District does not face prob-
lems of the magnitude of the big apple's. But what are the problems here?
Are these problems addressed, and if so, are they being addressed adequately?
To what degree do they resemble New York City's? Are these problems being
addressed, and if so, are they being addressed adequately? Are the District's
problems of such a magnitude that the Congress should prevent the new govern-
ment from entering the municipal bond market at this time? These hearings,
I hope, will assist the committee in finding the answers to these questions.

The CHAIRMAN. I am pleased to have as our first witness this morn-
ing the distinguished Mayor of the District of Columbia, Mayor
Walter Washington, accompanied by Mr. Julian Dugas and the budget
officer of the city, Mr. Comer Coppie. Mayor, we welcome you, and
you may proceed as you wish.
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Your prepared statement, in its entirety, will be placed in the record
at the conclusion of your testimony.

STATEMENT BY HON. WALTER E. WASHINGTON, MAYOR OF THE
DISTRICT OF COLUMBIA, ACCOMPANIED BY JULIAN R. DUGAS,
GENERAL ASSISTANT, AND COMER S. COPPIE, SPECIAL ASSIST-
ANT FOR BUDGET AND MANAGEMENT SYSTEMS

Mayor WASHINGTON. Thank you, Mr. Chairman.
I would like to open with just a couple of parenthetical remarks that

are not in my prepared statement and that is that certainly, Mr.
Chairman, we are fully aware of our role as a new government. Only.
11 months ago, we were sworn in as the first elected District govern-
ment. In short, until quite recently, the residents of the Nation's Cap-
ital were denied the same rights that the Congress has worked to
guarantee to the residents of other communities.
As I testified before this committee, the historical record is very

much on my mind. It is very much on the minds of the people of the
District. It should be on everyone's mind.
Mr. Chairman, there is something we can learn from the ineptness

and the distortion that were displayed on the debate of the fiscal crisis
of New York State and New York City. The problems of the States
are inherent to the condition of urban America. They do not lend them-
selves to simple solutions that are formulated merely by examining
their balance sheets. The bottom line, as I say, is not fiscal, it is struc-
tural and social.
I thought it was somewhat unique that as I heard from the mayor's

meeting in Miami, that the problem of the urban crisis seems more
demanding than ever. It is also unique that on this day one part of the
Congress is dealing with the matter of New York and putting it in
condition to function which I fully support. But in this hearing, we
are dealing with not $2.3 billion, or any money, but simply the ability
of this Government to use the power that the Congress recently gave
them to float a first issue of bonds.
To me, it is somewhat ironical that that condition exists while we

deal with this city. I call attention to that because in reading from
GAO's July 1975 document here on evaluating governmental perform-
ance, it points out—and I quote on page 93 of that document—"Few
cities"--
The CHAIRMAN. Are you reading from your prepared testimony?
Mayor WASHINGTON. No, I am not. I will offer this for the record.

It is just a paragraph.
The CHAIRMAN. All right. It is going to make it a bit difficult to

examine the witnesses without the prepared statement, but we will
do our best.
Mayor WASHINGTON. Mr. Chairman, you will not have more than a

paragraph or two parenthetically and this is only a paragraph:
Few cities have had closer scrutiny than the city of Washington, not only by

GAO and the Congress, but by millions of visitors each year from the United
States and overseas. We all have an interest in making the city a model reflecting
the goals and aspirations of urban America.

I pause, Mr. Chairman, and offer that for the record so that you
might have this document.
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The CHAIRMAN. Without objection, it will be received.
[The document referred to follows:]

INTRODUCTION

Today we are privileged to have with us a man who is well known to us, not
only for his extensive knowledge of several areas related to GAO audit efforts,
but also for his able leadership of our community government. Our speaker is
the Honorable Walter E. Washington, Mayor-Commissioner of the District of
Columbia, and nationally recognized housing expert, public administrator, and
civic leader. Mayor Washington is a career public housing official who has di-
rected both the National Capital Housing Authority and the New York City
Public Housing Authority.
During his service with NCHA, he created the nation's first turn-key project.

This method of providing low-rent public housing proved to be a viable alternative
to conventional methods and has been used successfully throughout the country
since that time. In 1967, Mayor Washington's outstanding leadership talents
were recognized by President Johnson, who nominated him as the first Mayor-
Commissioner of the reorganized Washington, D.C., government. He was renomi-
nated for the second and third terms by President Nixon.
Few cities have had closer scrutiny than the city of Washington, not only by

GAO and the Congress, but by millions of visitors each year from the United
States and overseas. We all have an interest in making the city a model re-
flecting the goals and aspirations of urban America. Mayor Washington has faced,
and faces today, many difficult social and economic problems which are character-
istic of an urban environment. He has faced these problems with imagination and
forthrightness.
GAO has directed considerable effort toward the review and evaluation of

District programs and Federal programs involving the District, sometimes criti-
cally but, hopefully, constructively. We in GAO have a relationship with Mayor
Washington and his administration which goes beyond that of mutual concern
about urban development. Although Washington, D.C., functions primarily as a
city, and as such its government must deal with all of the problems and chal-
lenges of any great city, the District government must also perform for District
residents most functions which are performed elsewhere by state, county, and
local governments. In addition, the District of Columbia resembles a Federal
agency in many respects.
The man who directs such a government whose constituents include District

residents, the region, Federal agencies, the White House, and the Congress must
be dedicated, far-sighted, and capable. Mayor Washington is such a man. He is
nationally recognized as an innovative public administrator with tremendous
capacity to handle a wide variety of difficult problems of urban government. He
has received numerous, well-deserved awards and university honors, both before
and during his service as Mayor-Commissioner.—Comptroller General.
(From: Evaluating Governmental Performance: Changes and Challenges for

GAO (July 1975). A series of lectures delivered at the U.S. General Accounting

Office 1973-75.)

Mayor WASHINGTON. Now, I will go back to my prepared statement.
Senate Concurrent Resolution 78 calls for the disapproval of the

act authorizing the issuance of the first general obligation bonds of
the District of Columbia,. The authority to issue bonds was regarded
as one of the major tools of self-government granted to the District
by the Congress under the home rule charter.
Pursuant to that authority, the Council of the District of Columbia

passed and I signed an act to authorize the issuance of $50 million of
general obligation bonds to refund a portion of the city's outstanding
debt to the U.S. Treasury.
What we are proposing to do is to shift a portion of our current

debt from the Treasury to the private capital market through the
issuance of the $50 million of bonds. The planned bond issue does not
represent 1 cent of new debt on the part of the District. The city pres-
ently owes the $50 million to the Treasury.
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The District will not refinance the Treasury loans unless it can do so
at reduced interest costs. The District charter gives the Mayor the
option of rejecting all bids offered by the bond issue, and I will exer-
cise that option if appropriate. In addition, the bond authorization
act now before this committee sets a maximum interest rate of 8 per-
cent for any maturity of the bonds.
Let us be clear about what the concurrent resolution will and will

not do. It will not result in savings to the District by halting the pro-
posed bond issue. Nor will it keep the city from incurring additional
debt. What passage of the resolution will do is keep the city from be-
ginning to realize the benefits of its recently granted bonding authority
at a time when every possible means should be used to reduce the costs.
The District was granted the authority to borrow on the tax-exempt

market, as do other State and local governments, by the District char-
ter. The city had sought bonding authority for some time so that we
could realize the interest cost savings associated with tax-exempt
bonds. Savings of millions of dollars are possible.
The Treasury charges the District interest at the rate the Federal

Government pays on its own long-term borrowings. The income on
Federal bonds and notes is subject to taxation. State and local govern-
ments have generally been able to borrow at lower interest rates than
the Treasury rates because the income earned by holders of their bonds
is not subject to Federal taxation. In effect, the Federal Government
subsidizes the borrowing costs of State and local governments, with
the exception until now of the District of Columbia.
Savings from the proposed refinancing can be substantial. With an

interest rate of 8 percent and repayment over 30 years, the annual debt
service on $50 million is $4,441,372. The District would save more than
$400,000 a year on 30-year bonds sold at 7 percent and more than
$800,000 a year with bonds sold at 6 percent. At 20 years, at 1 percent,
this would amount to approximately $8 million during that period.
I do not believe that the disapproval action can be justified on the

basis of the merits of the specific bond issue to be authorized. The
refinancing issue we have proposed represents a responsible approach
to administering the District's current debt.
Mr. Chairman, it is parenthetically the only thing we have here that

we see will save money for the taxpayers. That is why we strongly urge
you to consider permitting this to go forward.
More than the merits of the proposed bond issue has been discussed

in connection with the concurrent resolution. Questions have been
raised about the city's fiscal condition—its strengths and its weak-
nesses. Our present situation is in part the result of actions taken by the
Congress during the years in which it exercised sole legislative author-
ity for the District. That is true for our strong points as well as our
problems.
I would like to take this opportunity to discuss some of the issues

that have been identified.
I point out that many people have expressed concern about the

size of the District's capital improvement program, and it is certainly
true that the financing of the city's capital projects represents a sig-
nificant obligation on the part of present and future District residents.
It is clear, however, that the building program was and is neces-

sary and that it represents a valid investment in the future of this

•
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city. We will be reaping the benefits of that investment for decades to
come.
The District is not embarking on a massive building program. An

extensive and urgently needed building program was started in the
late 1960's to replace or modernize obsolete and deteriorating public
facilities that had been neglected for decades and to meet new or grow-
ing needs for facilities.
We are replacing or improving overcrowded and outdated schools.

Some schools were called shameful Shaw, for instance, and hideous
Hine, just a few blocks behind us, schools of that sort that our young
children were trying to study in. Many of these were built over a
half a century ago. We are modernizing public safety facilities, includ-
ing the replacement of the 100-year-old jail, which we all have been
reading about. We are providing for improved mass transit, better
recreational facilities, modern health care facilities, and, indeed, a
court building.
Not so long ago, we were walking our prisoners from one station

to another in broad open daylight, because of the inadequacy of a
court facility.
I would point out again, Mr. Chairman, parenthetically that this

capital improvements program is the bricks and mortar that are in
this city now in every neighborhood that can be seen and provide
the base for the city's future and the future that is so important, be-
cause they have had a part in it.
Most of our planned projects have already been approved and are

under way. The peak period for capital outlay appropriations was
fiscal years 1972 through 1975, when $780 million in capital funds
was authorized by the Congress. Not one of these projects—not one
of them—have come forward without the Congress of the United
States passing upon them, authorizing them, financing them, as we
have moved forward.
We now have 76 projects under construction and another 47 proj-

ects in the design stage. We expect the amount of the District's debt
to increase from the current $1 billion to approximately $1.6 billion to
complete those projects. Our 6-year capital planning program calls
for new projects with a total cost of less than 8300 million.
I would say again, parenthetically, I think we have peaked. I think

that we have neared the point where we have met our basic facility
needs in just about every area—from schools, to playgrounds, to swim-
ming pools, to a new jail., to a modern courthouse, and to many other
of those facilities that are the backbone of any community and the
necessary backbone in order for a city to maintain itself or else it
deteriorates.
On the retirement system, and I would say, Mr. Chairman, that we

have not dealt with all of these items in complete depth. We have iden-
tified them because we were not exactly sure which of the items and how
far you wanted us to go. We have identified them. We are prepared to
discuss them in whatever depth you may desire.
Another subject that has received considerable attention is the fi-

nancing of the city's employee retirement programs. The District has
fulfilled its financing responsibilities under law for all its employee
retirement systems, on a pay-as-you-go basis.
The Congress had access to detailed studies on the financing of those

systems at the time the home rule legislation was enacted. The charter
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appropriately provided for the protection of the pension benefits for
current employees. In other words, it grandfathered in all of the exist-
ing rights that existed prior to home rule and those rights are retained
by the employees.

Nearly two-thirds of the city's employees are covered by systems ad-
ministered either by the Federal Government or by a private orga-
nization. General schedule and wage board employees are covered by
the Civil Service System; certain employees are under the Social Se-
curity System; and higher-education personnel are covered by a pri-
vate system.
The District administers three pension systems that cover about 36

percent of the total workforce. Included under those systems are:
Police officers, firefighters, public school teachers, and judges. Funds
have been established for the last two systems. The police and fire re-
tirement system is completely on a pay-as-you-go basis.
The benefits levels and other features of the three systems were

established by Acts of Congress. The police and fire retirement system
was created in 1916 and establi§hed in much its present form in 1957,
long before we came on the scene.
The teachers pension system was created in 1920. The act of June 4,

1957, set the basic form of the system as it is today. Both of those, 60
years old, and then suddenly this becomes a great and momentous
problem for the city in its first 11 months of home rule.
The existence of unfunded liabilities for those three systems has

long been known to District officials and to the Congress. We initiated
actuarial studies of the systems in 1971. The city's first issue analysis
report, released in November of 1972, described the financing of the
systems and presented the estimates of unfunded liability. Additional
effort is not needed to identify the problem but to reach agreement on
how to deal with it.
In the spring of 1974, we presented alternatives for funding the

police and fire and teachers retirement systems to the Congress. Those
alternatives called for Federal contributions to help establish funds
for the systems on an actuarial basis, basically because these systems
were 50 years old. No congressional action was taken on those proposals.
Given the present financial pressures on this city and all local gov-

ernments, it is unrealistic to expect the District to go immediately to
a funded system without Federal assistance. There has been strong
Federal involvement in the development of the city's retirement sys-
tems. Therefore, there should be an equally strong degree of Federal
involvement in the financing of those systems.
Mr. Chairman, the thing that sort of concerns us is that the un-

funded nature of the retirement systems suddenly becomes something
for us to deal with.
Now, I call your attention to GAO's own report where it points out

here that there is no uniform practices or principles existing on financ-
ing Federal retirement systems. Some systems are financed on a con-
tributory basis; some on a noncontributory basis; some fully funded
and some are completely unfunded. Then it points out something that
may be startling, even to the members, that the unfunded liability of
the Federal retirement systems was an estimated $201 billion at the
end of fiscal 1973.
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The CHAIRMAN. On that point, Mayor, I think Congress is going to
have to pay equal attention to this whole retirement system as it is now
paying attention to the District of Columbia retirement system.
Mayor WASHINGTON. Mr. Chairman, this problem is that we are

part of that system.
The CHAIRMAN. The Federal Government's system is underfunded.

There is no excuse for a city system to be underfunded, just to make the
record clear. This was before Congress. This predated your coming in
as mayor. You are saddled with it. The question is how to extricate
ourselves from this pension dilemma.
Second, while you are on that point of quoting the General Ac-

counting Office, of the 20 largest cities in the United States, how many
have unfunded pension systems?
Mayor WASHINGTON. I cannot tell you offhand, but I can find out.
The CHAIRMAN. Very few.
Mr. COPPIE. Mr. Chairman, I think that point needs to be clarified.

Better than two-thirds of our employees are covered by a funded
system.
The CHAIRMAN. Yes two-thirds of your employees are under the

general pension requirements of the Federal Government.
Mr. COPPIE. That is right.
The CHAIRMAN. I am addressing myself to those two programs that

are unfunded. I am talking about police and fire.
Mr. COPPIE. A substantial number of major cities across the country

have unfunded police and fire retirement systems.
The CHAIRMAN. They may be underfunded but 
Mr. COPPIE. Substantial number of unfunded retirement systems.
Mayor WASHINGTON. We will present that to you. My point, Mr.

Chairman, is that we are in that system. What has come out of perspec-
tive is that the city has something new in 'an unfunded liability. I tried
to point out that this is not new. Here sits the Federal Government with
$201 billion. So obviously it is somewhere around. You know, we sim-
ply did not want to be drawn out as an Unusual unit of government
and that is why I am making that particular point for us.
Do not misunderstand, Mr. Chairman. I am not asking for special

consideration of this jurisdiction. I am only trying to point out that
we are in a system. We are part of a $201 billion system which is
unfunded and we do have the others which are unfunded. I am only
trying to get this in perspective because this is not an unusual situation
that seems to me would bear on whether or not we issue bonds where
we would be making money.
The matter of the number of employees has been raised. Comments

have been made about the level of employment in the city government.
It is true that, on a per capita basis, the District has a comparatively
large number of public employees. Employment figures must be looked
at, however, in the context of the District's totally urban character
and its multijurisdictional responsibilities. We carry out services and
programs provided at the State, county, and municipal levels else-
where.
For example, the District is responsible for full water and sewer

services, which are often provided by a separate district or authority
in other localities.

62-904 0 - 76 - 2
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Educational services from preschool through higher education are
provided by the District. Education is not found in many municipal
budgets. In addition, the District carries out State-level correctional,
judicial, and highway programs. Yet, the District is still most often
compared with city governments.
We maintain, parenthetically, you are comparing apples and

oranges.
Also, the city must serve a large daytime population of commuters

and the millions of tourists who visit the Nation's Capital each year—
thank heaven. We appreciate that. We want more of them. I hope the
35 million get here, Mr. Chairman.
The CHAIRMAN. Where are they going to park?
Mayor WASHINGTON. Well, we are working on that every day but,

of course, under this provision of bonding, we may not be able to get
to it, Mr. Chairman.
That does not mean that we are not also concerned about the level

of city employment. I want to point out that we have started a pro-
gram of performance measurement and productivity improvement to
help insure that current employees are providing a high level of serv-
ices for the dollars spent and to make certain that staffing levels can
be justified.
Mr. Chairman, if I can be spared a bit of humor here. We got into

productivity from the New York experience. I am not too sure that
our productivity program is one that we are going to pursue in that
framework. They have started on that program and we have acceler-
ated to a great degree and we believe it is working. But the important
point on employees is that since 1971, the city has abolished approxi-
mately 6,000 positions.
Current plans call for a reduction in the number of city employees

on the payroll to about 35,000—not 40,000—but 35,000 by the end of the
current fiscal year to help finance recent employee pay raises.
We believe that if you will look at that attrition rate and that area

which New York has used and they have, by attrition for the most part,
cut back from 300,000 by about 40,000. This attrition rate itself 
The CHAIRMAN. Mayor Beame testified before a committee that they

terminated 38,000 employees. Terminating is a nice word for "getting
rid.of."
Mayor WASHINGTON. We have looked at some of those figures. He

also hired some of them back.
The CHAIRMAN. He did not say that.
Mayor WASHINGTON. But I know that. I am only saying that we have

gone in a substantial degree into attrition. We hope that both the Coun-
cil and the executive branch set a course where we could deal with the
level of services and hopefully reach a nonreduction in force in the
place of unemployment.
The CHAIRMAN. Since you have raised New York, and since it will

be mentioned elsewhere in the hearings, Mayor Beame did testify that
he did terminate 38,000 employees, but he did not want to do so. But
he was mandated to do so by the Big Mac board. He had no choice but
to terminate 38,000. It was not by attrition. He used the word "termi-
nate," which is the gentle word for dismiss or fire.
Mayor WASHINGTON. All I am saying is that we have moved ours

from 40,000 or better. In 4 years, we have eliminated 6,000 and we are
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down to a goal of 35,000 which we are hopeful that we can reach by the
end of the fiscal year which is the goal we have set.
The adequacy of the District's financial reporting and financial man-

agement systems has been questioned.
The District issues a complete financial report each year. Our annual

appropriations requests receive intensive review by two committees of
the Congress, which hold hearings and receive highly detailed budget
justification.
Over the years, we have submitted to the Congress numerous studies

and reports on such subjects as: comparisons of city employment and
expenditures; retirement program financing; capital improvements
plans and financing; projections of expenditures and revenues.
I must say in all candor in my period of service, both before the

Home Rule Act and since, that I found those appropriation committees
not only most sharp with the pencils but on the other hand, most under-
standing of the needs of the city. We have not gone without careful
attention to any period of time that I have been functioning without
that kind of very close scrutiny by those respective committees.
The reason I mentioned that is that a number of the issues that we

are now addressing are issues that are now, even this moment, precisely
before the House Appropriations Committee and, again, will come up
before the Senate Appropriations Committee starting December 5. So
that yearly they have been examined and yearly they have come
through with some of the outstanding Members of this body having
served in that capacity, and having raised great questions, men whose
names are in the history of this body.
But I would say further, if I might, I will point out what I was try-

ing to say about the functions on the same document which I intro-
duced in the GAO's report by the Comptroller General. He points out
even better than I have that although Washington—on the same page—
"Although Washington, D.C., functions primarily as a city, and as
such its government must deal with all of the problems and challenges
of any great city, the District government must also perform for Dis-
trict residents most functions which are performed elsewhere by State,
county, and local governments. In addition, the District of Columbia
resembles a Federal agency in many respects."
This is a point, that I think as we look at it with further examina-

tion, you are going to find more and more that—not only the Federal
budgeting but the Federal accounting—basically we are in a Federal
system.

It just seemed to me, Mr. Chairman, if I might be allowed, that we
have in our audit staffs, the GAO and our own audit staff, identified
areas for improvement in the financial management of the District
government, and we have moved to make the necessary improvements.
It was somewhat of a shock to me to find that the GAO felt that they
could not audit us and they audit the Defense Department. I could
not see much in the District that is unrelated to that system. But,
nevertheless, we know that the structure and content of the city's fi-
nancial reports have been largely determined by the requirements of
the Federal Government and are, therefore, not comparable with the
usual municipal reporting practices. That is my point.
We are reviewing and revising the city's reporting to conform more

closely with the standards generally accepted for the State and local
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governments in our home rule period, but this effort is in the early
stages, as we have pointed out to you.
There has been a continuing effort to strengthen the District's fi-

nancial management system to insure better control of obligations
and expenditures and to support improved management of all city re-
sources. One aim of the effort has been to unify the various systems
that have developed over the years. The General Accounting Office
has assisted the city in this process.
No discussion of municipal finance would be complete without men-

tion of the problems facing New York City, and many comparisons
have been made between New York and the District, why, I do not
know, because this is not New York City.
I noticed just yesterday at the conference of Mayors, Mayor Beame

said that he hopes to be in balance in his budget by 1977 or 1978. Mr.
Chairman, at no point, has this city been out of balance.
The first thing we start with on the House side—the first question

is the budget and balance. We have maintained a balanced budget
throughout. This is not a goal. This is a reality. Peculiarly, it is a law.
I think we are the only institution or organization in the Federal
Government that requires a balanced budget by law. All of the other
Federal agencies—and we have functioned that way—have not had
to balance their budgets, but we have had to.
Like almost all major cities, the District does have problems, how-

ever, problems that cannot be readily solved at the local level. We
realize that. We believe that responsible action by the Congress and
the President to deal with the problems of the Nation's cities is long
overdue.
What the cities need is Federal assistance with adequate resources,

to help us deal with spiralling inflation, unemployment, and other
factors that characterize the urban crisis.
This is especially true for income maintenance and other problems

of low-income residents of the major urban centers. The causes of
poverty are found in economic and social patterns that extend far be-
yond a particular locality. They are national patterns and problems.
I am delighted to see that we are beginning to turn our attention to
those. From the standpoint of New York, perhaps all of us will have
a kind of attention that will come to deal with these broader problems
that no community, local or State, can solve by themselves.
Our financial advisor has indicated that the District's bond issues

will not be adversely affected by the problems of other major cities to
the extent that we can distinguish the District's financial situation
from other cities. We believe we can show the greater strengths and
stability of the District of Columbia in comparison with many major
cities.
As the Nation's Capital, the District has a higher degree of economic

stability than do many other jurisdictions. Government employment
and tourism remain strong contributors to the city's economic basis
and help shield the District from the adverse effects of national eco-
nomic difficulties.
We have used the provisions of the District charter that permit the

city to establish a fund for the repayment of debt service and that
provide for the Federal payment to be used as security for the repay-
ment of principal and interest on the bonds to the extent necessary.
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We have not suffered from the chronic budget and financing prob-
lems that we have seen in many other major cities.
In addition, the District has the benefit of a more balanced revenue

base than most other State and local governments. The District has a
progressive individual income tax, a range of sales and gross receipts
taxes, property taxes and a special annual Federal payment.
I would now like to return to the starting point for these hearings—

the city's first bond issue. We have been planning for a date of sale
in early 1976 for the proposed refunding of $50 million of outstanding
Treasury debt.
We will not, and cannot, conclude the sale unless the result will be

a reduction in the interest rate that the city is currently paying on
those borrowings.
The authority to issue bonds was one of the major elements of self-

government granted under the new District charter. I would sincerely
hope that the Congress will not keep the city from exercising that
authority.
Mr. Chairman, we will be happy to take your questions.
The CHAIRMAN. Thank you very much.
[Mayor Washington's prepared statement follows:]
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Mt. Chairman, Members of the Committee:

Senate Concurrent Resolution 78 calls for the disapproval

of the act authorizing the issuance of the first general obligation

bonds of the District of Columbia. The authority to issue bonds was

regarded as one of the major tools of self-government granted to the

District by the Congress under the home rule Charter. Pursuant to

that authority, the Council of the District of Columbia passed and

I signed an act to authorize the issuance of $50 million of general

obligation bonds to refund a portion of the city's outstanding debt

to the United States Treasury.

What we are proposing to do is to shift a portion of our

current debt from the Treasury to the private capital market

through the issuance of the $50 million of bonds. The planned bond

issue does not represent one cent of new debt on the part of the

District. The city presently awes the $50 million to the Treasury.

The District will not refi4ance the Treasury loans unless

it can do so at reduced interest costs. The District Charter gives

the Mayor the option of rejecting all bids offered for the bond

issue, and I will exercise that option if appropriate. In addition,

the bond authorization act now before this Committee sets a maximum

interest rate of 8 percent for any maturity of the bonds.

Let us be clear about what the Concurrent Resolution will

and will not do. It will not result in savings to the District by

halting the proposed bond issue. Nor will it keep the city from
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incurring additional debt. What passage of the resolution will do

is keep the city from beginning to realize the benefits of its

recently granted bonding authority at a time when every possible

means should be used to reduce costs.

Benefits of Bonding Program

The District was granted the authority to borrow on the

tax-exempt market, as do other state and local governments, by the

District Charter. The city had sought bonding authority for some

time so that we could realize the interest cost savings associated

with tax-exempt bonds. Savings of millions of dollars are possible.

The Treasury charges the District interest at the rate the

Federal Government pays on its awn long-term borrowings. The income

on Federal bonds and notes is subject to taxation. State and

local governments have generally been able to borrow at lower

interest rates than the Treasury rates because the income earned

by holders of their bonds is not subject to Federal taxation. In

effect, the Federal Government subsidizes the borrowing costs of

state and local governments - with the exception until now of the

District of Columbia.

Savings from the proposed refinancing can be substantial.

With an interest rate of 8 percent and repayment over 30 years, the

annual debt service on $50 million is $4,441,372. The District would

save more than $400,000 a year on 30-year bonds sold at 7 percent

and more than $800,000 a year with bonds sold at 6 percent.

-2-
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I do not believe that the disapproval action can be justified

on the basis of the merits of the specific bond issue to be authorized.

The refinancing issue we have proposed represents a responsible

approach to administering the District's current debt.

Fiscal Condition of the City

More than the merits of the proposed bond issue has been

discussed in connection with the concurrent resolution. Questions

have been raised about the city's fiscal condition, its strengths and

its weaknesses. Our present situation is in part the result of

actions taken by the Congress during the years in which it exercised

sole legislative authority for the District. That is true for our

strong points as well as our problems.

I would like to take this opportunity to discuss some of

the issues that have been identified.

Capital Improvements Program

There have been expressions of concern about the size of

the District's capital improvements program, and it is certainly

true that the financing of the city's capital projects represents

a significant obligation on the part of present and future District

residents. It is clear, however, that the building program was and

is necessary and that it represents a valid investment in the future

of this city. We will be reaping the benefits of that investment

for decades to come.

- 3-
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The District is not embarking on a massive building program.

An extensive and urgently needed building program was started in the

late 1960's to replace or modernize obsolete and deteriorating public

facilities that had been neglected for decades and to meet new or

growing needs for facilities. We are replacing or improving over-

crowded and outdated schools, many of which were built half a century

ago; we are modernizing public safety facilities, including the

replacement of the 100-year-old jail; we are providing for improved

mass transit, better recreational facilities, modern health care

facilities.

Most of our planned projects have already been approved

and are under way. The peak period for capital outlay appropriations

was Fiscal Years 1972-1975, when $780 million in capital funds was

authorized by the Congress. We now have 76 projects under construction

and another 47 projects in the design stage. We expect the amount of

the District's debt to increase from the current $1 billion to

approximately $1.6 billion to complete those projects. Our 6-year

capital planning program calls for new projects with a total cost of

less than $300 million.

Retirement  Systems for D. C. Employees 

Another subject that has received considerable attention

is the financing of the city's employee retirement programs. The

District has fulfilled its financing responsibilities under law for

all its employee retirement systems. The Congress had access to

- 4.
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detailed studies on the financing of those systems at the time the

home rule legislation was enacted. The Charter appropriately

provided for the protection of the pension benefits of current

employees.

I would first like to describe briefly the nature of the

city's pension systems.

Nearly two-thirds of the city's employees are covered

by systems administered either by the Federal Government or by a

private organization. General Schedule and Wage Board employees are

covered by the Civil Service System; certain employees are under

the Social Security System; and higher education personnel are

covered by a private system.

The District administers three pension systems that cover

about 36 percent of the total workforce; included under those systems

are police officers and firefighters, public school teachers, and

judges. Funds have been established for the last two systems; the

police and fire retirement system is completely on a pay-as-you-go

basis.

The benefits levels and other features of the three systems

were established by Acts of Congress. The police and fire retirement

system was created in 1916 and established in much its present form

in 1957. The teachers pension system was created in 1920; the Act

of June 4, 1957, set the basic form of the system as it is today.

-5-
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The existence of unfunded liabilities for those three systems

has long been known to District officials and to the Congress. We

initiated actuarial studies of the systems in 1971. The city's first

issue analysis report, released in November 1972, described the

financing of the systems and presented the estimates of unfunded

liability. Additional effort is not needed to identify the problem

but to reach agreement on how to deal with it.

In the Spring of 1974, we presented alternatives for funding

the police and fire and teachers retirement systems to the Congress.

Those alternatives called for Federal contributions to help 
establish

funds for the systems on an actuarial basis. No Congressional

action was taken on those proposals.

Given the present financial pressures on this city and

all local governments, it is unrealistic to expect the District to

go immediately to a funded system without Federal assistance. There

has been strong Federal involvement in the development of city'
s

retirement systems. Therefore, there should be an equally strong

degree of Federal involvement in the financing of those syst
ems.

Number of Employees 

Comments have also been made about the level of employment

in the city government. It is true that, on a per capita basis, the

District has a comparatively large number of public employees.

Employment figures must be looked at, however, in the contex
t of

the District's totally urban character and its multi-jurisdictional

-6-
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responsibilities; we carry out services and programs provided at

the state, county, and municipal levels elsewhere. For example,

the District is responsible for full water and sewer services, which

are often provided by a separate district or authority in other

localities. Educational services from pre-school through higher

education are provided by the District; education is not found

in many municipal budgets. In addition, the District carries out

state-level correctional, judicial, and highway programs. Yet,

the District is still most often compared with city governments.

Also, the city must serve a large daytime population of

commuters and the millions of tourists who visit the nation's

capital each year.

That does not mean that we are not also concerned about

the level of city employment. We have started a program of

performance measurement and productivity improvement to help ensure

that current employees are providing a high level of services for

the dollars spent and to make certain that staffing levels can

be justified. Since 1971, the city has abolished approximately

6,000 positions. Current plans call for a reduction in the number

of city employees on the payroll to about 35,000 by the end of the

current fiscal year to help finance recent employee pay raises.

Financial Management and Reporting

The adequacy of the District's financial reporting and

financial management systems has been questioned.

- 7 -
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The District issues a complete financial report each year.

Our annual appropriations requests receive intensive review by two

Committees of the Congress, which hold hearings and receive highly

detailed budget justifications. Over the years, we have submitted

to the Congress numerous studies and reports on such subjects as:

comparisons of city employment and expenditures; retirement program

financing; capital improvements plans and financing; projections of

expenditures and revenues.

We have taken the initiative to project estimated expenditures

based on current program levels and statutory requirements and to

compare spending levels with estimated revenues. Our detailed

reports have been provided to the Congress. With that information,

we are beginning to take the necessary steps to close the projected

gaps between expenditures and revenues in the coming years.

In addition, the General Accounting Office and our awn

audit staffs have identified areas for improvement in the financial

management of the District Government, and we have moved to make the

necessary improvements.

The structure and content of the city's financial reports

have been largely determined by the requirements of the Federal

Government and are therefore not directly comparable with the

usual municipal reporting practices. We are reviewing and revising

the city's reporting to conform more closely with standards generally

accepted for state and local governments, but this effort is in the

early stages.

-8-
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There has been a continuing effort to strengthen the District's

financial management system to ensure better control of obligations

and expenditures and to support improved management of all city

resources. One aim of the effort has been to unify the various

systems that have developed through the years. The General Accounting

Office has assisted the city in the improvement program.

Credit Crisis of New York City 

No discussion of municipal finance would be complete without

mention of the problems facing New York City, and many comparisons

have been made between New York and the District. The District of

Columbia is not New York City.

Like almost all major cities, the District does have problems,

however -- problems that cannot be readily solved at the local level.

But responsible action by the Congress and the President to deal with

the problems of the nation's cities is long overdue. What the cities

need is Federal assistance with adequate resources, to help us deal

with spiralling inflation, unemployment, and other factors that

characterize the urban crisis.

This is especially true for income maintenance and other

programs for low income residents of the major urban centers. The

causes of poverty are found in economic and social patterns that

extend far beyond a particular locality; they are national patterns

and problems.

- 9-,
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Strengths of the District

Our financial advisor has indicated that the District's bond

issue will not be adversely affected by the problems of other major

cities to the extent that we can distinguish the District's financial

situation from other cities'. We believe we can show the greater

strengths and stability of the District of Columbia in comparison

with many major cities.

As the nation's capital, the District has a higher degree

of economic stability than do many other jurisdictions. Government

employment and tourism remain strong contributors to the city's

economic basis and help shield the District from the adverse effects

of national economic difficulties.

We have used the provisions of the District Charter that

permit the city to establish a fund for the repayment of debt

service and that provide for the Federal Payment to be used as

security for the repayment of principal and interest on the bonds

to the extent necessary.

We have not suffered from the chronic budget and financing

problems that we have seen in many other major cities.

In addition, the District has the benefit of a more

balanced revenue base than most other state and local governments.

The District has a progressive individual income tax, a range of

sales and gross receipts taxes, property taxes, and a special annual

Federal Payment.

- 10-
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Success of Bond Issues 

I would now like to return to the starting point for these

hearings: the city's first bond issue. We have been planning for

a date of sale in early 1976 for the proposed refunding of $50 million

of outstanding Treasury debt.

We will not, and cannot, conclude the sale unless the

result will be a reduction in the interest rate that the city is

currently paying on those borrowings.

The authority to issue bonds was one of the major elements

of self-government granted under the new District Charter. I

sincerely hope that the Congress will not keep the City from

exercising that authority.

I will be pleased to answer any questions that you may have.

- 11-
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The CHAIRMAN. Senator Bartlett, do you have any introductory
comments or observations?

Senator BARTLETT. Thank you very much.
Mayor Washington, thank you for your testimony.
I want to compliment the chairman on having the hearings and

the action he has taken to date. I think it is most appropriate that
there be a very thorough review of the city's finances at the time
that they have see fit to contemplate a bond issue.
I compliment, also, the chairman for the request of the audit. I

think an audit is very important to have for those charged with the
responsibility of operating the city as well as those who are charged
with the responsibility of sitting on this committee. I would certainly
want to see that audit, Mr. Chairman be it an audit from the outside.
I am reminded of many people who served on boards or who have

operated businesses who have thought that •their operations were
going much better than they turned out to be when an audit was
made. It uncovered information to the contrary of their thoughts. I
have experienced that myself.
So I think it is a very vital step to be taken. I compliment the

chairman on this.
I think, too, the Mayor did set a tone for the hearing by saying

he thought that the District should be an example of a well-run city,
economically sound for the rest of the Nation, at a time when we are
concerned about New York City, other cities, and the Federal Gov-
ernment. Now is a very appropriate time to look into the finances of
the District.
If this oversight shows that the city is in a sound financial condi-

tion then, of course, this will be known by everybody in the country
and certainly will be well received. If there are areas that need at-
tention it will show that.
So, Mr. Chairman, I compliment you very much. I am looking

forward to the hearings and all of the information that comes from
them.
The CHAIRMAN. Thank you, Senator Bartlett, and Senator Mathias

as well.
We will operate on the 10-minute budgeting system today so that

everyone has a chance to ask questions. Somebody over here will have
to keep the count of the 10 minutes.
Mr. Mayor, I have had handed to you a copy of a report by the

District of Columbia Municipal Research Bureau, Inc., dated No-
vember 1975. It is very current.
Mr. Dearborn, the executive director of the research bureau will

be a witness later on this afternoon. We will hear in detail not only
this report but others that the District of Columbia Municipal Re-
search Bureau has promulgated in the past year or so.

Senator BARTLETT. Would the chairman yield for a very short
question?
The CHAIRMAN. Yes.
Senator BARTLETT. Will there be a witness representing the bond

market?
The CHAIRMAN. No. There is no one that we have scheduled from

any of these so-called bond houses. There is no one from Wall Street
or the bond community.
Senator BARTLETT. Mr. Chairman, I think that might be advisable.
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The CHAIRMAN. Depending on what we adduce from the other wit-
nesses, I frankly do not think we will need one when the hearing
concludes today. But if there is a need for it, we can expeditiously
arrange someone from the bond market to be here.
Mayor, look at page 3 of table I of the Dearborn report.
When you compare cash receipts with obligations, according to

the Dearborn figures, for fiscal 1975 the city had a deficit of 845.5
million; for fiscal 1974 the deficit was $3.5 million. Are the figures,
as reflected in table I of the Dearborn report, in. your opinion,
accurate?
Mayor WASHINGTON. Mr. Coppie will speak to that.
Mr. COPPIE. Mr. Chairman, the answer is yes. In saying that, I

would underscore that the figures are taken from the financial reports
of the District of Columbia government.
The CHAIRMAN. Thus, his conclusions are only accurate insofar as

the District of Columbia books and records are accurate?
Mr. COPPIE. That is correct.
The CHAIRMAN. We will get into their accuracy later on.
Going down, when you compare the cash disbursements with cash

receipts, the deficit is computed by Mr. Dearborn at $69.3 million. Is
that correct?
Mr. COPPIE. That is correct.
The CHAIRMAN. Finally, on a 'basis of combined appropriated op-

erating funds, the deficit on the next page is estimated at $98.4 million.
Are those figures accurate?
Mr. COPPIE. They are, Mr. Chairman.
The CHAIRMAN. So by any one of three computations—cash versus

obligations, or it can also be called cash versus accrued liabilities, cash
versus cash, or the combined appropriated funds basis—by any one
of those three formulas used by Mr. Dearborn, the city is in a deficit
posture?
Mr. COPPIE. Mr. Chairman I think that does not properly state the

situation. I think it represents an imbalance between the amount of
cash that the city had coming in against the expenditures for the
particular fiscal year that you have in mind.
The CHAIRMAN. This is an imbalance contrasting the money you

had coming in versus the money you are paying out. Is that not a
deficit?
Mr. COPPIE. Mr. Chairman, I think rather than belabor the point,

I think it is important—and I quote from page 2 of Mr. Dearborn's
written text. He says, "A 1-year imbalance between revenues and
expenditures, and a fund deficit occur with some frequency in other
major cities; when promptly diagnosed and corrected, these fund
imbalances or deficits cause no serious problems." I think that is an
important statement.
I think to perhaps sharpen the issue in the context of what we are

really here to discuss, and that is the proposed bond sale of the District
of Columbia.
I have a communication from our financial adviser, dated Decem-

ber 1, 1975. I would like to have that communication provided for the
record.
The CHAIRMAN. We will put it in the record.
[The communication referred to follows:]
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rrIl E FIRST BOSTON CORPORATION

INTER-OFFICE MEMORANDUM

December 1, 1975

TO: Comer S. Coppie

Director, Office of Budget and

Management Systems

District of Columbia Government

FROM: Donald D. Kummerfeld_W

Vice president

The First Boston Corporation

RE: District Plans for General Obligation Borrowing

In view of recent publicity regarding the District's fiscal

year 1975 budget deficit as well as the recent unsettled con-

ditions in the municipal bond market, a question has arisen

regarding the ability of the District to market successfully

the general obligation bonds authorized by Bill 1-162. As

indicated in our letter of November 10, we do not believe that

the impact of the New York City crisis on the municipal market

will necessarily prevent the District Government from achieving

a successful bond sale in the near future. Many issuers of

municipal bonds have continued to come to market relatively

unaffected by the New York City crisis, because they can easily

differentiate themselves from New York City and have high

bond ratings.

It is clear, however, that one consequence of the New York City

situation will be a need for full disclosure in official state-

ments of municipal tax-exempt issuers. The District will have

the necessity but also the advantage of issuing a first class

official statement. With an official statement adhering to

good business and legal standards, including full disclosure

of the District's fundamental strengths and weaknesses, District

credit should be clearly differentiated from New York City's

problems, particularly NewYork's very poor debt structure.

In addition, the District's bonds will enjoy certain unique

security provisions which will, in our opinion, provide the

basis for relatively high bond ratings and widespread market
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acceptance. In particular, I refer to the sinking fund provisions

which in effect allow the District to pledge the annual Federal

Payment for payment of principal and interest on District bonds.

Regarding the fiscal 1975 District budget deficit, it should be

noted tat a one year imbalance between revenues and expenditures

and a resulting budget deficit occur from time to time in other

major cities. When the causes of this situation are promptly

diagnosed and corrected, it has not prevented such cities from

successfully marketing their bonds.

Both the State of Connecticut and the State of Delaware, for

example, have had general fund deficits in recent years. Never-

theless each has been able to market significant amounts of

general obligation bonds - $90 million by Delaware and over

$300 million by Connecticut. The general fund deficit - a .

financial factor - was just one of many facts relevant to the

security and marketability of these bonds taken into account by

underwriters and investors. At the local level, Detroit, Michigan

which in one recent year had a deficit of almost $60 million

borrowed a total of $46 million in bonds and notes while tne

Detroit City School District borrowed $18.5 million also after

recent deficits. There are other examples of local governments

which have had continuing market access while experiencing

deficits.

Market access should continue as long as investors remain confident

that appropriate measures are being taken to cope with general

fund deficits. These steps are illustrated again by Connecticut

where the deficit in the last fiscal year and the need to achieve

a balance this year were addressed by increasing the sales tax,

corporate business tax, capital gains tax and certain other revenue

measures as well as reduction in various spending measures. A

deficit is just one element in the broad question of financial

management.

Thus, the market will be properly concerned about the 1975 District

budget deficit and will require an adequate explanation of how

it occurred and what steps are being taken to prevent a reoccurrence

in subsequent years; but given reasonable assurance that the

fiscal situation is now under control and will not result in

persistent budget deficits, the District should not encounter

significant market resistance to purchase its bonds.

In closing, I would like to reiterate our view that in order to
accomplish a successful financing, the District must be prepared
to demonstrate to the bond rating agencies, prospective bidders
and the investment community that it is in sound financial con-
dition and has taken spepific actions to deal with its problems.

Page -2-



34

We are now working closely with your staff to complete the necessary

studies and collect the relevant legal, financial, debt, revenue

and expense data required. These tasks are proceeding on scheddle

and we expect that the District will be prepared to market its

bonds within the next two to three months. In the event of a

seriously worsening market situation, of cou se, we would

recommend postponing the actual bond sale. However, neither we

nor the majority of our collegues in the financial community

now anticipate such an occurrence.

/mm

Page -3-
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The CHAIRMAN. Does this specifically refer to the deficit of the
District of Columbia. That is the area of my inquiry.
Mr. COPPIE. Mr. Chairman, it does. I would like to quote from page 2

of the communication.
The CHAIRMAN. Who is the author?
Mr. COPPIE. The author is Mr. Donald Kummerfeld, vice president

of the First Boston Corp.
The CHAIRMAN. Do you have a copy you can send up to us?
Mr. COPPIE. I do, Mr. Chairman.
Regarding the fiscal 1975 District budget deficit, it should be noted that a one

year imbalance between revenues and expenditures and a resulting budget
deficit occur from time to time in other major cities. When the causes of this
situation are promptly diagnosed and corrected, it has not prevented such
cities from successfully marketing their bonds. Both the State of Connecticut
and the State of Delaware, for example, have had general fund deficits in recent
years. Nevertheless, each has been able to market significant amounts of general
obligation bonds—$90 million by Delaware; and over $300 million by Connecti-
cut. The general fund deficit—a financial factor—was just one of many facts
relevant to the security and marketability of these bonds taken into account by
underwriters and investors. At the local level, Detroit, Michigan, which in one
recent year, had a deficit of almost $60 million, borrowed a total of $46 million in
bonds and notes, while the Detroit City School District borrowed $18.5 million,
also after recent deficits. There are other examples of local government which
have had continuing market access while experiencing deficits.

Mr. Chairman, I think the real point here is that we are not trying
to defend the 1975 situation. In part, that was something that we have
planned for in our financial plan for the 1975 fiscal year. Moreover, we
have properly diagnosed it. We do propose to address this both in the
1976 current year and the 1977 fiscal year.
The CHAIRMAN. What is your plan of deficit for fiscal 1976? You

planned for 1975. What plans have you made for the red ink for 1976?
Mr. COPPIE. Mr. Chairman, the current budget that is pending before

the Congress shows about a $40 million shortfall between revenues of
1976 and proposed obligations for 1976.
The CHAIRMAN. So on an obligational basis, it would be about $40

million?
Mr. COPPIE. But our current commitment—and it is my hope that

we can realize that commitment—is to have an imbalance between cash
and expenditures of approximately 2 percent of the appropriated
budget of about $20 million.
The CHAIRMAN. How much?
Mr. COPPIE. $20 million. By the home rule charter, we are allowed

to carry that much of an imbalance into the following fiscal year.
The CHAIRMAN. SO you have a $20 million cash imbalance for 1976?
Mr. COPPIE. That is our commitment, Mr. Chairman. I am not saying

that we are going to realize that. Our budget is still pending before
the Congress.
The CHAIRMAN. Well, you are planning for it. You planned for

1975. You are going to plan for a deficit for 1976. You are also going
to plan for a deficit for 1977?
Mr. COPPIE. No. In 1977, it will allow us to fully resolve the prob-

lem. It is going to take in our case 2 fiscal years to properly address
that problem and resolve it.
The CHAIRMAN. The quote you read from Mr. Dearborn's statement,

you said that a 1-year deficit is not extraordinary—let me find it
for you.
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A one year imbalance between revenues and expenditures, and a fund deficit
occur with some frequency in other major cities; when promptly diagnosed and
corrected, these fund imbalances or deficits cause no serious problems.

That was his statement. I think it is an accurate statement.
However, based on your own testimony here just a few minutes ago,

you had an obligational deficit of $3.5 million in fiscal 1974, $45.5
million in fiscal 1975, and you are planning for a $40 million obliga-
tional fund deficit for fiscal 1976. So for 3 years running, you will have
operated at a deficit. Mr. Dearborn was talking about 1 year. And 1
year being unique. We will hear from him as to what his viewpoint is
with respect to a city that runs a pattern of a 3-year deficit.
Mr. COPPIE. That does not properly state it, Mr. Chairman. What

Mr. Dearborn is referring 
The CHAIRMAN. It states it from the figures from your own

testimony.
Mr. CorriE. No, it does not, Mr. Chairman.
Mr. Dearborn says: "A 1-year imbalance between revenues and ex-

penditures " *". He is talking about revenue and expenditures, not
obligations and revenues. The revenue expenditure we have had is
a 1-year imbalance. In the 1974 fiscal year, we actually showed a
cash balance of $41/2 million. In the 1975 fiscal year, we showed an im-
balance of $69 million. So we have had a 1-year imbalance.
The CHAIRMAN. For fiscal 1976, you are planning to show a $20

million cash imbalance.
Mr. COPPIE. Let me develop that, Mr. Chairman. If we were a free

agent in this budget and financial situation for the District of Co-
lumbia, we could move forward to address that problem a lot more
quickly. But the problem is that we are not a free agent. Our budget
for the 1976 fiscal year is now pending before the Congress. We do not
know what the outcome of that will be. My commitment is to try and
address this problem constructively in 1976, but to fully resolve it in the
development of the financial plan for 1977.
Given the time frame for which this city has to do its business—

and I say this with absolute respect to the process that we do business
in—I think we are moving forward to address it in a constructive, ra-
tional, and prudent way given the time frame at which we have to do
business.
The CHAIRMAN. One question here, and then I will yield.
The $40 million planned obligational deficit for fiscal 1976, that

you have mentioned, does that $40 million planned obligational defi-
cit include pay increases?
Mr. COPPIE. Mr. Chairman, that does not include the pay increases

that are pending for District employees.
The CHAIRMAN. If those pay increases go forward, then the planned

obligational deficit for fiscal 1976 will be all the higher?
Mr. COPPIE. Mr. Chairman, that is not correct. The Mayor has said

in the beginning that any additional pay increases that are author-
ized by the city for the current fiscal year would require a funding
measure. If we do commit ourselves as a jurisdiction to the salary in-
creases, we would have to authorize additional funding to meet the
cost associated with it.
Mayor WASHINGTON. Mr. Chairman, while you are mentioning that,

you may recall that part of that imbalance grew out of the pay in-
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creases which we have had a reserve for, and the Congress passed over
our reserve a bill authorizing substantial increases.

It was you, Mr. Chairman, that took up our case at that time, and
said that if the Congress passes these pay bills beyond what we had
in reserve, they ought to pay for it. You were not successful, but you
certainly made a lot of fuss about that in our favor and in our sup-
port. That was one of the items that is substantial here which I am sure
you held hearings on and then went forward and said to me, "I do not
think you ought to have to pay that, because you have a reserve and
now we passed it." You know, you did quite a bit of work on that in
our support.
That really is reflected—a great deal of it here, $34 million.
The CHAIRMAN. You are negotiating salary terms with police, fire,

and teachers at the present time?
Mayor WASHINGTON. Not teachers at this point.
The CHAIRMAN. Police and fire.
Mayor WASHINGTON. Police and fire, yes.
The CHAIRMAN. Mr. Coppie says any increased payments which

might be negotiated would require additional local revenues to be
raised to pay for those increases.
Mayor WASHINGTON. Yes sir.
The CHAIRMAN. Senator Mathias.
Senator MATHIAS. Thank you, Mr. Chairman.
The discussion about the deficit—I recall the rule we used to work

under before home rule. We talked about a formula for the District.
I remember the rule of thumb for that formula was the difference be-
tween what the District had and what it spent. That was the most ac-
curate kind of formula at which the Federal payment would be. That
no longer may be the rule under the existing situation, but I think
it clearly defines the Federal interest.
I am interested in the kind of decision we are going to have to make

here—of what the long-term effect of this decision is going to be.
I must say, Mr. Chairman, that I approached the subject of munici-

pal finance with some degree of humility when I see Lou Jennings
standing at the back of the room who has dealt all his life with that
subject.
But it seems to me that the District has two problems here: One

is the chance to save the differential on interest between what you are
now obliged to pay and what you might have to pay if you could sell
bonds at a lower rate of interest; and second, the kind of credit rating—
the rating on your bonds which is likely to be graded by experts which
presumably would not be indelible, but which would probably be
carried by the District of Columbia issues for a number of years. Is
that right?
Mayor WASHINGTON. That is right.
Senator MATHIAS. Do you have any indication from the underwriters

of what kind of rating the District would get?
Mayor WASHINGTON. Well, Comer may want to speak to that, but

I am not certain that we have any. We have used Maryland's recent
experience and Virginia's recent experience. They have come in at
5.3 and 5.6.
Senator MATHIAS. On what kind of a rating?
Mr. COPPIE. That is a triple A rating, Senator Mathias. We have

not entered into formal discussions with the credit rating agencies at
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this point; that would be Moody's and Standard & Poors, the two
credit rating houses that we propose to receive ratings from.
However, in talking with our financial advisers, in talking with our

bond counsel, in talking with potential underwriters, we have been
encouraged to think that the city could qualify for perhaps a double
A rating or perhaps an A rating. That is said without arrogance on our
part, because we simply do not know. Obviously, there is going to be a
great deal that enters into this, including the legislative history of the
bond authorization act that is now before the Congress. It seems to me
the ultimate consideration is going to be the quality of security that
we can offer for the bonds. We think the quality will be high.
Mayor WASHINGTON. Mr. Chairman, the point that you are making

is, I think, treated in the bill. We are at 83/8 of the Treasury now; and
any one point on this issue would save $400,000 on a 20-year maturity,
I believe that is—well, on any maturity.
Two points, which are close to the experience in this area, would save

$800,000. If we got a flat 6, you would be saving about $1 million a
year. That, of course, is based on our projections in terms of what it
is that is possible to save, if we are on the market. Now, we are in
conjecture because we have not had an opportunity to go for an issue.
Senator MATmAs. I understand that. I would be very enthusiastic

about your saving $1 million a year, or $800,000, or $400,000, because
when I put on my other hat on the Appropriations Committee, that is
money that we will not have to find there for the District of Columbia.
I think it is important from everybody's point of view that we try to
help you save that money.
What does concern me, and I think we will have to follow up Senator

Bartlett's suggestion in consulting the underwriters—if not, Mr. Chair-
man, we can have a formal session or at least an informal one—is to
know what kind of a rating they would give you, because I think that
will hang around your neck for a long time. If we can help you to get
the best rating, it will save—again, following the theme of saving—
I think it will save you over the years, because the lower interest rate
you can obtain in the bond market and the savings that you make on
this relatively limited issue could be small by what it is going to cost
you if you were not getting the right kind of treatment from the
underwriters.
I think it is very important to have at least some indication of

where you can go.
I am wondering if the Mayor feels that the current system for finan-

cial reporting provides a clear and readily comprehensible picture of
the city's financial status? You mentioned in your statement that you
were attempting to bring the whole accounting system in line with
municipal standards.
Mayor WASHINGTON. As the home rule charter 

suggests, 
we are going

into a personnel system that is out of the Federal system. As we go into
all of the municipalities, and all of the aspects of a municipality,
then our system moves.
Frankly, as I pointed out, and as GAO said in the statement I read,

we have been checked and investigated basically in the federal sys-
tem. That transfer is what we are all about. We have some reaction
from our own bond counsel that certainly for those purposes they can
identify it. It is not the true municipal system because we have never
been in the true municipal system.
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Senator MATHIAS. That is why I did not ask you whether you had
a standard municipal system. I asked you whether it was a readily
comprehensible picture.
Mayor WASHINGTON. Yes. We think it is a readily comprehensible

picture and not a municipal system.
Comer, you might want to say something.
Mr. COPPIE. I may make one comment, Senator Mathias, because

I think this is a very important area. By the home rule charter, we are
authorized to come up with an annual financial report for the previous
fiscal year by November of the following fiscal year. We came out with
our financial report in 1975, on November 1. It was that report which
Mr. Dearborn bases much of his report on.
On transmitting that report to the City Council, the Mayor acknowl-

edged certain problems in our financial reporting area, because we
have been so closely tied with the Federal Establishment, and now
we are being more crucially closely scrutinized as a traditional munici-
pal government.
He said that he was committed to moving forward to address this

problem. We will have it in part substantially addressed by the next
calendar year.

Senator MATHIAS. Mr. Chairman, I am over my time. The Comp-
troller General wrote to the Mayor on September 23. He said:
I have recently reviewed the status of your accounting system in the improve-

ment effort. I am disappointed as I am sure you must be with the slow progress
being made.

I do not raise that as any kind of a bar here, but it does concern me.
Because with all due respect to what the chairman has said, and what
Senator Bartlett has said about the value of an audit, a one-shot audit
really is not going to help you very much.
Mayor WASHINGTON. Right.
Senator MATHiAs. It is the long-range, dependable accounting sys-

tem which is going to be the bedrock on which the city's financial
structure will continue for many years, long after all of us have passed
from the scene. It seems to me that that ought to be the real goal of
this whole proceeding.
Mayor WASHINGTON. It seems to me that we have reached that in

this process. I do not know whether you have my reply to that letter,
because you see a part of this again is certain Federal requirements.
They, for instance, pointed out in an audit earlier that we ought to
get into a different cash flow system so that we could take advantage
of discounts. Well, we moved there. We are always moving.

Senator MATHIAS. Mayor, let me say that I am not trying to dump
the load on your lap.
Mayor WASHINGTON. I know.
Senator MATHIAS. Here we are together in this room. We have a

problem we have to work out.
Mayor WASHINGTON. We sure have. That partnership is What I came

to seek, because I do not believe that we can address any of the prob-
lems relating to the city without the normal partnership that we have
had even though we have, whatever we have, in self-determination.
Mr. COPPIE. 'Senator Mathias, I would just like to comment further

and very specifically—and it points out, I think, the dilemma that
we are faced with between meeting the requirements of the federal
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system and at the same time moving toward the requirements for a
municipality.
From the same letter in which you quote, the Comptroller General

says, and I quote:
From our point of view, based on observing the accounting system develop-

ments in federal agencies, we believe that a major obstacle to progress in the
District ha S been the problem of clearly identifying and defining boundaries of
the various accounting system and subsystems used by District of Columbia
organizations.

I think the key there is based on observing accounting system devel-
opments in Federal agencies.
We are not, as we all agree, just one more Federal agency. On the

one hand, we do have a responsibility to meet the requirements of
GAO on the other

' 
we do have a responsibility to move this city

toward the financial reporting requirements for traditional munici-
pality. That is our commitment.
The CHAIRMAN. Senator Bartlett.
Senator BARTLETT. Thank you, Mr. Chairman.
What obligation deficit was projected for fiscal 1975? There was a

figure in the report of $40.5 million. What was your projection?
Mr. COPPIE. Senator Bartlett, on an obligation basis it was pretty

close to what the actual experience of the $45 million.
Senator BARTLETT. You say it was $45 million?
Mr. COPPIE. Yes, sir.
Senator BARTLETT. If it was close to it, could you tell me what it

was?
Mr. COPPIE. The exact amount I will provide for the record. The

$45 million is substantially in line.
Senator BARTLETT. How about the excess deficiency receipts com-

pared to disbursements?
Mr. COPPIE. On a cash basis, approximately $24 million of that was

actually planned. So that in terms of the 
Senator BARTLETT. So you missed that by some 
Mr. COPPIE. The large problem is that we 
Senator BARTLETT. I think we recognize that the estimates of reve-

nue and obligations are all difficult. This is one of the reasons for our
concern when what we see could be a pattern.
On your Federal payment on income, your increase there was ap-

proximately $40 million which was 21 percent of your total cash
receipts increase—no wait a minute—which was a 21-percent increase.
So that was a very substantial increase.
The non-Federal payment increase in receipts I find it only went

up less than 1 percent. Do you recognize there that the Federal reve-
nue-sharing receipts were down some $5 million-plus. So your receipt,
picture does not appear to be one which was without additional reve-
nues. It would indicate that you are not going to have much of an
increase there unless it would be in the Federal payment. What Fed-
eral payment did you request of the Congress?
Mr. COPPIE. Senator Bartlett, for the previous fiscal year there was

no tax increase in the District of Columbia government. The Federal
payment request was at $230 million and, as I recall, it was appropri-
ated at $225 million.
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In the current year, we are requesting a $254 million Federal pay-
ment. We have, for this year, increased taxes in the amount of $45
million.
The ratio that we are maintaining here is one that was outlined in

the legislative history of the home rule charter. The District general
fund revenue should be 40 percent of the Federal payment. That is
about where it is for the 1976 fiscal year.
Senator BARTLErr. Do you think that the obligations of the Federal

Government on its shares would be a certain percentage of what you
have spent ?
Mr. COPPIE. Senator Bartlett, the authorization in the charter is not

based on a formula. It is based on discussions that took place between
this committee and the Congress during the legislative history of the
home rule charter. The projections that are in the charter are essen-
tially based on maintaining the ratio that I previously outlined—
about 40 percent of local revenues to the Federal payment.
Senator BARTLETT. Without analyzing it thoroughly, it seems to

me that the Federal payment being up 21 percent is more than its
share of the obligations. The non-Federal increase is less than 1 per-
cent and that is counting the reduction in revenues of some $5 million-
plus. It would not be much more than 1 percent if that was discounted.
Mr. COPPIE. That is the last fiscal year, Senator Bartlett.
Senator BARTLE-1m I am comparing the two.
Mr. COME. Right.
Senator BARTLETT. To compare the two again in cash disbursements,

you see the main areas of increase are in public safety, $208.4 million
to $233 million for about a 12-percent increase; education has gone
up a tremendous amount, 26 percent for $50 million.
It would seem to me that expenditures in those two areas would tend

to become permanent, and that you are adding on permanent ongoing
expenditures that would be very difficult to bring into balance unless
you have additional taxation.
Could you give an explanation, or the Mayor, or anyone, for what

went into the public safety increase and what went into the educa-
tional increase in the District?
Mr. COPPIE. Senator Bartlett, we will provide a complete breakdown

for the record.
[The material referred to follows:]
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Mr. COPPIE. I believe in the public safety area, and without belabor-
ing you with our budget terminology, but what we are talking about
is the public safety appropriation for the city. That includes the Police
Department, the Fire Department, the Department of Corrections,
and the court system as the primary or basic components.
One of the major growth factors in that appropriation is the pay-

as-you-go requirement of the city for the police and fire retirement
system. That increased rather sharply and that was an increase in
the year that you have reference to.
An additional requirement was in the Department of Corrections

where we have been moving forward to improve the Department of
Corrections and to address certain problematic requirements in that
area.
I believe a closer examination would show that we have not signif-

icantly increased the Police and Fire Department for other than the
retirement costs that I have addressed. I think there was an increase
in that particular year for the court system to meet the requirements
imposed upon the city by the U.S. courts for the city to pick up the
cost associated with indigent defense. That, I think, was about $1 mil-
lion for the 1975 fiscal year.
Now on the education appropriation, here we are talking about the

school system and we are talking about the three public colleges that
are in the District of Columbia. I think a major component of increase
last year was for the Federal City College and the Washington Tech-
nical Institute which are the two newest institutions of public higher
education in the city. There were increases for the public schools par-
ticularly staffing requirements associated with school construction—
new schools that were going to open.
The exact, Senator, I would want to provide for the record.
Senator BARTLETT. Could the committee have a breakdown and a

thorough explanation of all of that in the education area, including
the number of students in vocational, technical, high schools, grade
schools, and so on, and the colleges?

-What is the tuition situation at the college and university levels?
Does it compare with the manner in which New York operates its
colleges?
Mr. COPPIE. It is not a free tuition system for District residents. The

charges are relatively low. I believe the tuition charge is $35 a quarter,
as I recall it. Then there are other charges. They are substantially
higher for non-District residents, although there is not a large per-
centage of non-District residents. We have kept the fees at a relatively
low level, so to speak, because we feel that that is consistent with
maximizing our responsibility to see that students are not prevented
from enrolling because of an inordinantly high fee schedule.

Senator BARTLETT. Do you consider if you doubled the fee there, that
that would be inordinantly high?
Mr. COPPIE. Sir, I would think 
Senator BARTLETT. If you would look at some of the State universities

across the country, I think you would find it inordinantly low.
Mr. COPPIE. Senator, I think that is really out of my area or perhaps

our area of responsibility. We would look to the governing boards of
the colleges for a recommendation in that area and work construc-
tively to meet what we believe they consider to be the appropriate fee
requirements for District residents.

62-904 0 - 76 - 4
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Senator BARTLETT. Mr. Chairman, I realize my time is up. I just want
to throw one thing in. I would think that if there is a philosophic
question involved as to where the economic responsibility lies, where
it is with the city or the governing boards, I think that should be re-
solved, as far as the operations of the colleges are concerned, because
it would seem to me that the basic responsibility would have to lie with
the city to approve or decide what would be the policy of tuition of the
colleges, naturally based on recommendations coming from the govern-
ing boards. But reserving the final decision to the city officials.
Mayor WASHINGTON. Senator, I might say that just recently in the

university bill passed by this Congress that independence, along with
the council's action, was assured to the boards of higher education.
Senator BARTLE= I would like some more information on that, be-

cause I think it is a very dangerous practice to have an entity that
has full responsibility to include tremendous debts with no accounting
to responsible parties which I consider to be the city's 
Mayor WASHINGTON. I object strenuously to the full use of procure-

ment powers. I think we can furnish you with history on that, including
Congressional action.
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Tuition and Fee Rates

Public Higher Education Institutions

Public Law 89-791, dated November 7, 1966 vested the Board of

Higher. Education and the Board of Vocational Education with the

authority to fix the tuition at the institutions of public higher

education, and also the fees.
The Board of "Higher Education is respo:Isible for establishing

tuition. for Federal City College (FCC) and D. C. Teachers College

(OCIC). The Board of Vocational Education is responsible for

establishing tuition rates at Washirgton Technical Institute (WTI).

The rates are as follows:

FCC &  DCTC - (semester system)

Tuition.
Undergraduate

* Craduate 1/

Yee 
Activity
Athletic

(queiter -system)

Tuft:Lon:

Uftdero.o_6uate

ActiN1.ty

FCC only.

Resident Nonresident

$52.66 per semester $A50.00 per semester
$15.00 per semester $30.00 per semester

hour hour

$8.25 per semester $8.25 per semester

$6.75 per semester $6.75 per semester

$25.00 per quarter $75.00 per quarter

$5.00 per quarter $5.00 per quarter
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The CHAIRMAN. Thank you, Senator Bartlett.
Mayor, so that you understand the thrust of my questions, I am

going to take you through your prepared statement subchapter by
subchapter. First we will complete the fiscal condition of the city;
and go on to capital improvements program; then we go to retire-
ment systems for D.C. employees; then we will go into the number
of employees • the financial management and reporting; and then
some comments with respect to New York City insofar as what it
instructs us about Washington, D.C.

Before I do that, Senator Mathias has now returned, and I want
to make a statement which bears on some of his observations, many of
which I share.
The end goal that we are seeking to accomplish by the audit is to

get the books and records of the District in shape so that they can be
accredited as being kept by generally accepted accounting principles.
These generally accepted accounting principles are well known in

the accounting marketplace. A vast number of cities utilize them on
a day-to-day basis; indeed a vast number of cities have an annual
audit pursuant to these generally accepted accounting procedures.
Municipal accountants tell me that the way to get to the procedure,

the best way, the most thorough way, the most realistic way, to achieve
that end result is to conduct an audit of the entity involved so as to lead
them to the ultimate goal. These are individuals who have conducted
audits in cities like Detroit, St. Louis, Houston, et cetera.
The audit is the indispensable forerunner insofar as good records

and documents are concerned. If New York, for example, had been
audited 10 or 12 years ago when they first started to go down the
deficit road, the 'borrowing road, the high pension road, had New
York been audited 10 or 12 years ago, the disaster we now know
would be New York's would not have occurred. People in the account-
ing field tell me this.
Mayor WASHINGTON. Senator, could I comment on that? I think

Senator Mathias was closer to what we see. I am just concerned about
the kind of statement that seems without any real look at what we
have to suggest that there is an imposition of some kind of an audit,
that is municipal. When all of us know that we are in a Federal line
item budget. We are in a Federal budgeting process. We are in a
Federal accounting process. We are in a Federal auditing process.
We just wonder if we are really together or doesn't that matter?
Senator MATHIAS. I think we are together. When I was the city

attorney of Frederick, Md., they had a very simple financial problem.
It was handled, as the chairman suggests, with standard municipal
accounting procedures with regular audits.
I clearly understand the difference in your situation which is a

different one. That was why I recalled the old role for the Federal
formula.
Mayor WASHINGTON. I understand that.
Senator MATHIAS. The Federal payment would be determined by

the difference between what you have and what you spend. That is a
very unique situation. There is nothing like it.
Mayor WASHINGTON. There is nothing like it. That is all I am say-

ing. There is nothing like it. To talk about Chicago or Detroit in the
same sense with the years of operating under a Federal system and
then we just 
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Senator MATHIAS. But at the same time, I think the very uniqueness
of your posture puts a greater responsibility on all of us to develop a
kind of unique system to satisfy both the requirements of the Federal
accounting and the municipal problem.
Mayor WASHINGTON. You see, Senator, I was perfectly along with

you on the partnership, and then the chairman said this is a system
that we are going for. We have had no ability to treat with the
system. I have not—I think the word would be studied, or what have
you, these long items, because studying an unfunded pension system
is what I see auditing it—I can tell you an unfunded Federal system
such as we have, there is nothing in it. It is a pay-as-you-go. What
are you going to audit?
What we are talking about is studying it to see if we both can come

to a corrective posture based on the fact that it has been here since 1916,
nearly 60 years. I think at that point we are together. How are you
going to come out of that with the Congress once again saying, "Here
is what we are going to do." We are trying to say very hard that if
there is a partnership, we ought to participate so that you at least have
the benefit of what we have. We want some of those things that the
Senator is talking about.
You see, once again, we find ourselves in the same situation. GAO

says, "Now, you move from this to that." The Congress says, "Here
is what you do. You take whatever money you have in the last pay
increase and find it somewhere." Then you go off and get home rule.
Here we are operating for 11 months. Once again, if I hear correctly,
you are saying that this is what we are going to do.
I do not know where the partnership stopped. I think it has to be

there. We have no problem with this. I am not fighting looking at the
books. We are together. I said that to the Senator personally, and I
said it otherwise, but I do have some problem with simply determin-
ing that this is what we are going to do, as if we have no role in the
process. There is something wrong, I think.
Senator MATHIAS. I do not think the chairman or the committee

has that view on it.
Mayor WASHINGTON. Maybe I did not hear correctly.
Senator MATHIAS. I think it would be wrong to say that that was

the perception of the committee. What we are trying to do is to look
at the situation, which you said was admittedly unique, to develop a
system of accounting which gives the same kind of assurance for the
taxpayers, to the bond market, and to those of us who have some con-
stitutional responsibilities that a normal municipal accounting system
would give. It does not mean it is the same system, but it has to give us
the same degree of confidence. Is that not right, Mr. Chairman?
Mayor WASHINGTON. I do not think we have to have that kind of

a problem of sitting down and determining what kind of system. All
I am hearing is that here is where we are going. Maybe I am not hear-
ing correctly.
The CHAIRMAN. We will move on to fiscal management and report-

ing which was to come later, but since we have reached that point,
we will take it up.
Mr. Coppie, are you familiar with what are called the generally ac-

cepted accounting principles as recognized by the accounting pro-
fession?
Mr. COPPIE. Generally yes, Senator.
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The CHAIRMAN. Are not the principles spelled out by the profes-
sion which apply to municipalities and other governmental entities as
well?
Mr. COPPIE. That is correct.
The CHAIRMAN. Are your books and records kept in accordance

with those generally accepted accounting principles?
Mr. COPPIE. Our books are kept in accordance with the Federal ac-

counting system. The principles and standards have been approved by
the Comptroller General.
The CHAIRMAN. Those controls and those matters are far less string-

ent, are they not, than the mandates of the generally accepted ac-
counting principles?
Mr. COPPIE. I am not sure what you mean by "far less stringent,"

Senator Eagleton.
The CHAIRMAN. Let's put it this way: if your books and records

were kept in accordance with generally accepted accounting princi-
ples, there is no doubt that they would comply with whatever Federal
requirements the Treasury Department might have, for example?
Mr. COPPIE. Our books do comply with that.
The CHAIRMAN. Well, here are the documents: "Governmental Ac-

counting Auditing and Financial Reporting," published by the Na-
tional Committee on Governmental Accounting; 'Audits of State and
Local Governments," prepared by the Committee on Governmental
Accounting and Audits—it is an arm of the American Institute of
Certified Public Accountants.
If your books and records were kept in accordance with those rules

and regulations they would more than comply with any requirements
of the Treasury Department. Is that not correct?
Mr. COPPIE. I would really want the Comptroller General to answer

that question. I do not think the city government could handle it.
The CHAIRMAN. I will state for the record so that it is known, even

to one who is not an accountant, that it would. It is generally well
known to the country as a whole. It is known to anybody who wants
to know it.
With respect to your books and records, we have moved to that point.

I have with me the publication "Financial Reporting" by the District
of Columbia Municipal Research Bureau. This was published in Au-
gust of 1975. It is rather current. On the first 31/2 pages of this report,
Mr. Dearborn, the author of the report, who served in municipal fi-
nancing in Cleveland, Ohio, and will be here with us this afternoon,
points out that District of Columbia reporting needs need substantial
improvements.
On page 2, he writes about the yearend report being inadequate.

On page 2, he writes about the balance sheet being inadequate for
each fund. Insofar as interim reports, monthly and quarterly, he points
out the inaccuracy of the current system of the District of Columbia.
On page 3, he criticizes the monthly cash report. I will read into the

record just two paragraphs or so from his report with respect to audit-
ing.
In addition to the changes in existing reports discussed above and the new

reports suggested for implementation, a vital part of good financial reporting is
an annual independent audit of the city accounts. The auditor, as a result of such
audit, will state whether the reports present fairly the City's financial position
and the results of the financial operations, and whether the reports have been
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prepared in accordance with generally accepted accounting principles. In pre-
paring such an opinion, auditors will also determine the propriety, the legality
and the mathematical accuracy of financial transactions, and whether they have
been properly reported.
The role of an independent auditor, in performing such post-audit tasks is

well defined in private organizations and for most city governments. Because the
District's status has been more like a Federal agency, there traditionally has not
been a city post-audit, with the accompanying certification of the District's
financial reports.
With the City's new status, an annual post-auditing may now be desirable for

several reasons. First, an independent auditor's opinion will provide credibility
for the District's annual financial report. This is especially important at a time
when the liability of unaudited city financial information has become an issue
in the national bond market.

What Mr. Dearborn points out in his report, and in his concluding
paragraph, is the need for an independent audit or a postaudit, which
is not being performed by the city government at the present time,
and for which, in his opinion, it would necessitate the hiring of an in-
dependent accounting firm with expertise in the field of municipal
finance, as many of the large accounting firms have on a year-in and
year-out basis.
Mr. COPPIE. I would like to comment, Senator. Let me say that I

have respect for Phil Dearborn. I also have respect for that report. The
report was shared with us in draft form. Our response to the report
in its earlier draft can be supplied for the record.
[The information follows:]

JUNE 20, 1975.
MT. PHILIP DEARBORN,
Executive Director, District of Columbia Municipal Research Bureau,
Waskington, D.C.
DEAR PHIL: Thank you for your letter of June 12 and the copy of the draft

report you prepared on financial reporting in the District Governmen'-.
I believe the report presents a balanced view of the District's financial report-

ing and contains many useful suggestions that we will try to put into effect soon.
I do not expect, however, that our initial reports will be prepared on a monthly
basis, as you have recommended.
In your report, you suggested that the District prepare a periodic report of

the status of capital projects. We now prepare such a report on a quarterly basis,
and I am enclosing the most recent report for your information.
I take exception to the statement in your letter that I consider financial report-

ing "somewhat trivial." The improvement efforts we have carried out in the past
2 years show that we are concerned with improving the timeliness and quality
of our financial reporting. Our efforts have been aimed at providing District
departments and agencies with more timely and more accurate information about
their activities rather than at producing the types of reports you have recom-
mended. We are also carrying out a major effort to change our entire financial
management reporting system.
Largely as a result of the improvements we have already made, we are in a

good position for preparing the year-end and monthly summaries that you have
suggested.
I look forward to working with you to improve the city's financial report.

Your suggestions are always welcome.
Sincerely yours,

COMER S. COPPIE,
Special Assistant to the Mayor.

Mr. COPPIE. Let me say also that some of the reports that he called
for are in that report the city is now providing.
With regard to the larger issue that you are making about the audit.

I think that Mr. Dearborn will say this to you this afternoon. Yes; he
supports an independent audit, but not an independent audit that is
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under the jurisdiction of the Congress of the United States, but under
the jurisdiction of the District of Columbia government.
If an independent audit could be undertaken by the city government

reporting in the postaudit area, we support that. In fact, it is called
for in the home rule charter by the city auditor. But at this particular
time, the city auditor, I am sure, would say that he does not have suffi-
cient staff to do the kind of audit that is suggested.
Given the resources by the Congress of the United States, the city

will undertake under its jurisdiction the kind of audit that Mr. Dear-
born has in mind.
The CHAIRMAN. Would it not be of great value to your department

and the new city auditor to have the best talent in the country available
to the District in analyzing what their books and records now are
and then very importantly, as Senator Mathias points out, lead the
city in the direction of the ultimate achievement of generally accepted
accounting principles?
Mr. COPPIE. Senator, we need all of the help we can get.
Mayor WASHINGTON. Senator, may I comment, too?
I do not think that we disagree on that. I think that the real prob-

lem that he stresses is that—and as you have in our discussions—in
Detroit and St. Louis, it is the city government that makes the deter-
mination and not a superior body, or another body. I think we can agree
in this transition and this transformation from the federal system
to a local system that there is room.
I do not think there is another city in the country that would be

treated that way.
The CHAIRMAN. Yes there is one that I know of right off the top

of my head, and that would be my home city of St. Louis.
Mayor WASHINGTON. They have nothing to do with our audit.
The CHAIRMAN. The State auditor of Missouri, a State-elected offi-

cial, has hired three of the biggest accounting firms in the country
to conduct an audit, a postaudit, of the city of St. Louis.
Mayor WASHINGTON. Senator, is that the example for us?
The CHAIRMAN. I am replying to the statement you made that there

was no other city in the country "treated" this way.
Mayor WASHINGTON. That is right.
The CHAIRMAN. The State of New York is now going to impose

more stringent auditing procedures on New York City.
Mayor WASHINGTON. We do not have a State. We are here in the

Federal Establishment. All I am saying is that we think that we can
produce this. There is some provision in the home rule charter—given
the resources.
The CHAIRMAN. We are in agreement then that you need outside

help?
Mayor WASHINGTON. I did not say that.
The CHAIRMAN. Mr. Coppie said you would accept all of the help

you can get insofar as the independent audit is concerned.
Mr. COPPIE. But the emphasis there is on help.
The CHAIRMAN. Help. Prolessional and competent people.
I will yield at this time to Senator Mathias.
Senator MATHIAS. Mr. Chairman, I see we have a vote on. I will

ask the Mayor before we go to that vote—I guess it goes back to the
old wartime question: Is this trip necessary?
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The Washington Star last Thursday carried a report that Mr.
Barry, the chairman of the Committee on Finance and Revenue of
the City Council, said that he would offer a resolution to kill the $50
million bond issue.
I wonder what the Mayor's estimate of that was, because if that

were going to be a development within the City Council, the entire
discussion of auditing procedures and accounting procedures would
all become pretty theoretical.
Mayor WASHINGTON. My view of that is that it was a mistake. I think

we need to go forward and get our rating and get a determination
based on the use of that authority.
Mr. Barry is here. He can speak to the point himself and is prepared

to do so.
Senator MATHIAS. I understand he will testify later and I will ask

him directly.
Mayor WASHINGTON. My view is that we should move forward with

that authority. We should have a rate determined within the con-
straints which are set in the bill which is that we cannot go over 8
percent. We would be testing the market. Now, this is not without
some advice from our counsel.
The CHAIRMAN. The committee will have a recess for 10 or 12 min-

utes so we can make a vote.
[Short recess taken.]
The CHAIRMAN. The committee will once again be in order. We will

finish our session on today's hearings on the fiscal management re-
porting. We have gone out of turn.
I will introduce and place in the record, if it has not already been

in the record, a letter from the General Accounting Office, dated Sep-
tember 23, 1975, and Mayor Washington's response thereto, dated
October 21, 1975.
[The letters referred to follow:]
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COMPTROLLER GENERAL OF THE UNITED STATES

WASHINGTON. D.C. 20,48

2,--1h(Y)97

The Emar,7ble Writer E. Vachinten
ryor of the District of Columbia

Dear Mlyor Wssbizzton:

sEp z 1975

have recently reviewed the status of your accounting
gyntems improvement effort and en ditappointed, so I EM sure
you nunt to, at the s1o.4 progress Lein:: Lade.

When 'i.e approved your accountin princlpits and stand-
ar'Ic einoet 3-1/2 yesre azo, ve had tiOrhcpcs that that was
the besinnin of a vigorous gystems improvecnt effort in
the District of Coluzbia.

realize that fo11er.:1 cur repnrt of Msrch 13, 1972,
on violations of the Anti-reficiency Act, you vera under pres-
sure to do a lot of "dihc-ratchin,." I am also e..:are of the
reorr,anization cal ctren,thening of your financial lana.g.ement
structure tslt has since t^Ren p3 ace. 1:-;?7ertheiczs, aro5ress
in deVeloping syztf= vhich meet our re,7uiremcn:,n for approval
appear rirtinsl, an ini'icsIted in the enclosed sum7::nry vhich is
to be includel in our 1W5 r.port to the Conzreac on our
accounting system work.

From our point of view--Iceed on obServinE; accounting
oystems deAelumants In Feorel agencics—we be11e7e that a
anjor obstacle to pro7ress in the Lictrict lIas leen the prob•
lam of clearly L:entifyinz nad.definin lounaftrics of the
various accoul.t,in7 rystE,:-,s sr=1 cul:syster7.1 u_sed by Istrict of
Co3utin olvanitlens. This rust le Opne to rerAt several
dezi:71,2 to be •,..r.e-7,red ainult%neously, thich is uf2cesEEry if
all of the District's nunlerous aecountin7; systems are to be
sporoved and cneratin, within a reasor.a.tle period of tine.
This inforastion is also neeesary to atemine whether the
systen which has be= infornnlly sutmittcd lox cur evaluation
mtts our standards and is therefore approvable.

Isgsp-76-18
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+IL

n-lho9)7

We urge that you and your staff, ca scen ns possible,

address this isauc and the rciated Jr1t1.--a of -;hat level in '

the District or;:nizations vill be for Cesicnins

and eperatin3 to various systems c-:; scc:r...nts. Once these

basic issues are settled, the deeiz- .:,ocu7Icntation uork

can be planned and uncrtahen tore

We Gre apy,calinz to you sc...:ain en this mater because ve

are very mien int::,resLed in seeini; that the District has an

effective occo ninD and finnneial nanaz,:sntrit. system. You --

can coant on our continued coopration.

Enclomixe

Sincerely yours,

- SIGNED ELM ER IL STAATS

Comptroller General
of the United States
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WALTERE.WASMNGTON

MAYOR

THE DISTRICT OF COLUMBIA

WASHINGTON, D. C. 20004

Honorable Elmer B. Staats
Comptroller ,General of the United States
General Accounting Office
Washington, D. C. 20548

Dear Er. Staats:

cEivE.DG.• INDEX F cS
Ue I 211T/5

4 00

Thank you for your letter of September 23, 1975, in which you
expressed your concern regarding the District of Columbia's progress in
improving its accounting systems. In my juegmcnt, the District has been
moving in a responsible and timely manner in that area, especially when
the District's efforts are viewed in the context of its particular require-
ments as a municipal government.

In your letter you cite experiences with Federal departments
and .agencies in evaluating the District's efforts:

"From our point of view--based on observing accounting
systems developments in Federal agencies--we believe that
a major obstacle to progress in the District has been the
problem of clearly identifying and defining boundaries of
the various accounting systems and subsystems used by District
of Columbia organizations."

The District is subject to pressures that are different in many
important ways from those being felt by Federal departments, however. The
city must operate within stringent funding constraints, thus putting a
premiuln on effective monitoring of obligations and revenues. In addition,
city officials and managers need highly detailed program and financial data
to respond to the public's demands for accountability by those officials.

In response to the.city's special requirements and the overall
requiremcnts of sound financial management, we are carrying out concurrently
a num:)er of systems develepment projects, including the work that you have
suggested defining the various systems and subsystems in the District.
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As the attachment to your letter points out, the city is planning
to put in operation by October 1, 1976, a new appropriation-allotment system.
That system will improve the tiMeliness, availability, and accuracy of
information on obligations and financial plans at the agency level and at
the central level. It will also provide for better safeguards against over-
obligations. A more detailed description of the planned system is included
in the attachment to this letter.

At the same time, we are planning to make major improvements in
personnel management and position control by October 1, 1976. The personnel
management system will provide for better information and control.

Preliminary meetings have been held on the development of a new
revenue accounting system.

a We are also working to identify and define all accounting subsystems
in the District, as called for by your letter.

I strongly believe that it is essential that these various improve-
ment efforts be carried out concurrently. The planned improvements in
obligation and personnel control are vital to responsible financial management
in the District Government and cannot be delayed until all accounting sub-
systems have been identified and defined. Because of the complexity of the
programming and systems design required, it will be difficult to achieve the
planned starting date of October 1, 1976, for the systems. Any delay would
push the starting date back to Fiscal Year 1978 or later. I believe that
such a delay should be avoided if at all possible.

I am hopeful that the concurrent work on the inventory and systems
definition will provide the necessary information for the development of the
new system. Agencies will be better able to assess their needs as a result of
their experience with the design of the new obligation and personnel systems.
They will also gain a better understanding of how the new system will meet
their needs if they see the system itself under development rather than the
design documents for the system.

While we may not agree on the specific steps to be taken in the
development of the new system, I am confident that we share the same goal
of significantly improving the District's financial management system. I
appreciate the ongoing assistance provided by your office in this effort.

Attachment

Sincerely yoursi, 12

alWter E. Washington/(2 
Mayor

- 2 -
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The CHAIRMAN. Senator Mathias, I believe, read one excerpt from
the letter. I will read another. It is the second paragraph:

When we approved your accounting principles and standards almost 31/2 years
ago, we had high hopes that that was the beginning of a vigorous systems im-
provement effort in the District of Columbia.

Then it goes on to say that those hopes were not fulfilled: "Never-
theless, progress in the developing systems which meet our require-
ments for approval appear minimal"—that is, the progress appears
minimal—"as indicated in the enclosed summary which is to be in-
cluded in our 1975 report to the Congress on our accounting system
work."
I think Senator Mathias' point is well taken. He expressed to me in

going over to vote that it may well be that with proper accounting pro-
cedures, proper books and records, and proper substantiation the Dis-
trict of Columbia can receive a higher bond rating than it might other-
wise receive with inadequate accounting systems; that is, the improved
accounting system may bring forth a more preferential bond rating
than a system that is inadequate. This is pointed out by the GAO and
it is pointed out in the Dearborn report.
Now, this question of rating. I am not terribly sanguine about bond

ratings either from Moody's or Standard & Poors. I will just read into
the record some excerpts from the Moody ratings of New York City
during the past year when the city was rapidly sliding into the fi-
nancial trouble.
Here is what they said on April 8, 1975, when they continued to give

New York City an A rating:
The strong legal backing of the city's obligations and the city's unique posi-

tion in the American economy provided a considerable amount of assurance to
the creditor. These assets, managed by political leaders of even average com-
petence, would represent adequate backing for any city securities. In the case
of New York City, its securities become a good buy for investors seeking yield
and willing to withstand adverse and often irrelevant publicity.

A good buy says Moody; I think Mr. Moody meant goodby.
Then in April of 1975, again it continued the A rating for New

York.
The long-term problems of New York City may not be as much a problem for

the city as it is sometimes made out to be.

That was May 23, 1975.
Then their final coup was a September 5, 1975, letter when they

wrote: "We will continue to rate New York City's bond as A." In fact,
it was not until October of 1975, that Moody saw it fit to downgrade
New York City bonds from an A rating. I am not terribly enthusiastic
about ratings.
Now, the question of going to the bond market. Mr. Mayor, are you

aware of any municipality in the United States which has gone to the
bond market in the last 6 months for as much as $50 million in general
obligation bonds?
Mayor WASHINGTON. A city 
The CHAIRMAN. Any city in the United States that has gone to the

general bond market for general obligation bonds in the amount of
$50 million or more?
Mayor WASHINGTON. We will check, MT. Chairman.
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The CHAIRMAN. I am not trying to tantalize you. The answer is
one—Philadelphia. Philadelphia went to the bond market several
months ago on a 25-year bond issue in the amount of $60 million. In
order to peddle it, the tax-free interest rate came in at 8.83 percent.
Then on another day, on November 26, Philadelphia—rated A, by

the way—on a bond expiring in the year 2001, again a 25-year bond,
went to the market for $25 million. The composite rate that came in on
the Philadelphia bond was 9.4 percent.

Buffalo, N.Y., with a Baa rating, one below A, on October 1, 1975,
went to the bond market in the amount of around $15 million. There
was not even one bid submitted at any price for Buffalo.
Mayor WASHINGTON. Mr. Chairman, I might 
The CHAIRMAN. A $50 million bond in this municipal market for a

city that has no bond record, for a city whose books are not kept in
accordance with generally accepted accounting principles, for a city
that has a deficit, for a city that has a swollen payroll, a city going to
the market in this market under these conditions is just asking for
trouble.
Mayor WASHINGTON. Mr. Chairman, you realize that we have a built-

in control at 8 percent in this situation.
The CHAIRMAN. That is not completely true. That 8 percent on face

value—the bonds can be discounted. If the bonds are discounted,
then the effective rate could come in as high as 10 percent, if they are
sold on a discounted basis as they probably would be if sold.
Mayor WASHINGTON. Do you not think that that is the authority

you gave us to deal with so that we could try? Now, you are talking
about some matters of swollen payrolls. We do not believe they are
swollen. We believe that—and what we have had is again a budget
that has been carefully dealt with by both Houses of this Congress.
Each of those items have been authorized. Each of those, for instance,
are once again before the committee.
Now, I have said and you have said 40,000—excuse me we said

our goal is 35,000 based on attrition and delivery of services. You know,
what we are in is opinions. I do not have a better opinion. That is
why we wanted to test it. That is what we were authorized to do.
The CHAIRMAN. It goes with the test and the approval of the Con-

gress. If we did not act to exercise our rescission authority, we would
be testing the issue.
I will now send out to you, Mayor, and to Mr. Coppie excerpts from

the Washington, D.C., document, chapter 4 thereof called "Impact of
the Economy on the Budget." It has two charts and is almost two
pages.
Mayor WASHINGTON. Is that part of a document or just an excerpt?
The CHAIRMAN. I have the front page, if you want that too. I am

not trying to hide it from you.
Mayor WASHINGTON. No. It is not a matter of hiding it.
Mr. COPPIE. Senator, I believe this is a report prepared by my office.
The CHAIRMAN. It is a report prepared by Mr. Coppie.
Mayor WASHINGTON. That is what I was asking.
The CHAIRMAN. If you will look on page 40, it gives optimistic,

moderate, and pessimistic projections of the District of Columbia
outlay and revenue programs.
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First, let's take the most optimistic ones which your office prepared.
The most optimistic shows that with the new revenue program, in the
year 1976, where the chart begins, optimistically speaking, your ac-
counts would be in balance. Is that correct?
Mr. COPPIE. That is correct, Mr. Chairman.
The CHAIRMAN. Then if we fan out to the year 1980, 4 fiscal

years from now, the gap between outlays and revenues widens con-
siderably even on the most optimistic of estimates. Is that not correct?
Mr. COPPIE. That is correct, Mr. Chairman.
The CHAIRMAN. Your most optimistic estimates insofar as revenue

is concerned comes to what appears to me to be about $1.2 billion or
thereabouts on that optimistic chart?
Mr. COPPIE. I believe that is correct.
The CHAIRMAN. The outlays on the most optimistic chart come in

at what appears to be $1.5 billion to $1.6 billion, somewhere in that
range. Is that not correct?
Mr. COPPIE. That is correct.
The CHAIRMAN. So even in the most optimistic of circumstances,

by the year 1980 the deficit would be about $400 million.
Mr. COPPIE. Well, I do not like the word "deficit." That is the gap.
The CHAIRMAN. All right, the gap. So henceforth we will just use

the word "gap." The gap between the expenses and receipts under the
most optimistic of circumstances—per your own projections—would be
in the neighborhood of $300 million.
Mr. COPPIE. That is correct.
The CHAIRMAN. Let's take the moderate estimate. The gap between

outlays and receipts would be something in the neighborhood of about
$400 million on the moderate one. The gap on the optimistic one should
have been $275 million. Is that right?
Mr. COPPIE. That is correct, Mr. Chairman.
The CHAIRMAN. So the gap on the moderate one goes up to $400

million.
Now, the most pessimistic projection, again going up to 1980, again

the outlays versus receipts, the gap on the most pessimistic one gets
up to $500 million.
Mr. COPPIE. Yes.
The CHAIRMAN. Any way you slice it, be one an optimist or be one

a pessimist, the revenue gap would be anywhere from $275 million to
$500 million by the time you reach 1980?
Mr. COPPIE. Mr. Chairman, I would like to develop it from our per-

spective. I think the first point I would make is what we are talking
about is a projected gap that has to be closed.

Parenthetically, I would point out that the city budget increased
by more than 100 percent in a period of about 10 years. The kind of
projections we are talking about now are not necessarily new to the
city. They are something that we have been living with as part of the
so-called urban fiscal crisis for quite some period of time.
I think, however, the real point is that on the one hand—it has not

been suggested here, but it certainly has been suggested by others—
that State and local jurisdictions have been less than candid about
financial disclosure in the area we are talking about.
The whole purpose of the report that this is excerpted from was to

properly project the condition of the city and the budget area as it
exists and as it appears to be developing over the next several years,
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and identify various alternatives that are going to have to be taken
in order to address that problem.
In short, we have not been sitting on our hands. We know where we

have come from. We know where we are. We know where we are going.
We know that certain things are going to have to be done in order to
close this gap.
Mr. Chairman, this problem is not unique to the District of Co-

lumbia. What perhaps is unique to the District of Columbia is that
we are properly disclosing our position.
The CHAIRMAN. Mr. Coppie, I was not criticizing you for the dis-

closure. I commend you for it. I will place in the record at this time
the charts which were prepared by your office. I commend you for
preparing such a report. I think it is fitting and proper that potential
investors in the District securities be apprised of what the future
revenue projections are for the city, vis-a-vis how it operates. I give
you nothing but praise for it. I was not criticizing it.
[The report referred to appears in the appendix. See appendix.]
Mr. COPPIE. Bringing it back to the purpose for which we are here

this morning, the disclosure of this kind of information, in our iudg-
ment, enhances our ability to properly market our bonds.
The CHAIRMAN. All right.
Mayor WASHINGTON. Mr. Chairman, there are some—further in the

report—alternatives, I think. That is what I was addressing myself
to of whether or not we just got the bare excerpt without some pro-
jection of what we are doing once we have, analyzed and once we have
identified the problem.
The CHAIRMAN. The gap ranges from $275 million to $500 million.

It indicates that magnitude of additional funding that you are going
to need from whatever source.
Mayor WASHINGTON. If you go this way. The whole purpose of the

exercise is to identify growing gaps. This is really what we are talking
about in the urban crisis. This is what the cities are facing. Obviously,
once you recognize it and project it, then you deal with it.
The CHAIRMAN. I will move on now to the capital improvements

program, the next item on the Mayor's prepared statement.
What was the District of Columbia's debt proposed for fiscal 1975?
Mr. COPPIE. About $1,030 million of long-term debt. We had an out-

standing short-term advance from the U.S. Treasury of $40 million.
The CHAIRMAN. All right. So the long-term debt was $1.030 billion,

and a short-term advance from the Treasury of $40 million for a total
debt on long term and short term of about $170 million.
Mayor WASHINGTON. No.
The CHAIRMAN. I beg your pardon, $1.070 billion.
I will state for the record—I think this figure is accurate—in fiscal

1968, 7 years ago, the debt of the city was $177 million. So between
fiscal 1968 and fiscal 1978, the debt increased from $177 million to
$1.070 billion. The estimated debt by the end of fiscal year 1980,
according to page 4 of the Mayor's statement, will be something in
the area of $1.900 billion. Is that correct?
Mayor WASHINGTON. Six, was it not?
The CHAIRMAN. Well, it is $1,600 million for the properties you

currently have underway, and another $300 million 
Mayor WASHINGTON. Six years.

62-904 0 - 76 - 5
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The CHAIRMAN. Your capital planning program calls for new proj-
ects with a total cost of less than $300 million; $1 billion, plus $600
million, plus $300 million is $1.9 billion.
Mr. COPPIE. That is correct.
The CHAIRMAN. Again, going back to 1968, compared with 1980,

a 12-year period, the deficit of the city will have increased about 10
or 11 times over the 12 years.
Insofar as debt service is concerned, and these figures are drawn

from your records, for fiscal 1970, 5 years ago, the debt service was a
rather minor amount of $7.1 million. The debt service computed as a
percentage of revenue was 1.3 percent back in 1970. By 1975, the
debt service climbed to $49.1 million. That constituted 5.7 percent
of revenues.
By 1980, according to your projections, the debt will climb to $160

million and will comprise about 13.34 percent of revenue. Are those
figures appropriate?
Mr. COPPIE. They are, Mr. Chairman.
The CHAIRMAN. So then the period from 1970 to 1980, one 10-year

period, the debt will have climbed from $7 million to $160 million.
As a percent of revenue, it will have climbed from 1.3 percent of
revenue to 13.34 percent of revenue.
Another way of analyzing debt is to analyze it as a percentage of

true taxable value. Mr. Dearborn mentions this yardstick in his report.
In 1974, the District of Columbia debt as a percentage of true taxable
value was 11.7 percent. By 1980, the debt as a percentage of true taxable
value was 17.8 percent. The 20th Century Fund report says: "A debt to
full market value ratio of 10 percent suggests an unsatisfactory credit
loan in the absence of unusual strength in other credit areas." We
have already achieved a level in excess of 10 percent, and are heading
toward 17.8 percent by 1980.
Yet another method of computing debt and relating it to the city

involved is to compute debt based on population—per capita debt.
Again, I draw from the Dearborn report dated November 1974.
Table 2 of that report lists about the 30 largest cities in the
United States in terms of debt per capita, starting with New York
at the top of the list, with St. Louis and Phoenix at the bottom of the
list. This is as of June 30, 1974. It is not prospective. This reflects the
current picture.
The District of Columbia, on a per capita debt basis, ranked third

in the United States among the big cities; New York was first at
$1,280; next came San Francisco with $1,086; next came the District
of Columbia at $1,051. The bottom of the list was St. Louis at $310
per person, and Phoenix at $303 per person. That speaks for itself.
Mayor WASHINGTON. Mr. Chairman, it does not quite speak for

itself, but we will get a chance, I guess, to explain it.
The CHAIRMAN. The final barometer or measuring instrument in-

sofar as debt is concerned is to compute the amount of retired debt
in any year as a percentage of the total debt. The most fiscally
prosperous cities in the United States retire their debt earlier on
and in greater amounts than do the cities that are less fiscally
advantageous.
For instance, three of the most fiscally prosperous big cities in the

United States are Minneapolis, Milwaukee, and Dallas. They rank
the list. Minneapolis retires on an annual basis—this goes back a few
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years-12.8 percent of its debt, Milwaukee 11 percent of its debt, and
Dallas 11 percent of its debt.
Ranking absolutely last in the Nation among the 30 largest cities

in the country, absolutely last with nobody remotely close to the last
place ranking, is the District of Columbia, which in 1971 and 1972
retired 0.9 percent of its debt. That is less than 1 percent of its debt.
Every other city in the country retired at least 2, most of them 3,
some of then 4, and some 5, and 6, 9, and on up the line to the 11's
and 12.
I read those into the record, not that statistics are terribly exciting,

but insofar as debt analysis, they can be very relevant in trying to
see what the debt picture of a given governmental entity is and what
that debt picture will be in the years ahead. Debt is directly related
to the issues before us with bonds because bonds are an issue of debt.
These are refinancing bonds, but bonds that would be coming forward
next year, if this were going into effect. There would be additional
borrowing bonds for capital improvements.
Mr. Coppie and the Mayor, you may comment on those things.
Mr. COPPIE. Mr. Chairman, I think that the analysis tends to distort

the District in the comparisons that you have used. I think perhaps
the first observation of what we are talking about is debt and costs.
You have not touched on benefits. For every dollar that we borrow,
we are showing one of the major inner-city capital improvement
programs in the United States. That is highlighted by new schools
in neighborhoods, improved schools in neighborhoods improved
recreational facilities in neighborhoods and, of course, District-wide
projects such as the new D.C. detention center and the Metro if, in
fact, that is completed and becomes a reality. It is going to bring one
of the most progressive transportation systems in the Nation to this
city and this region.
I think it is one thing to talk about the cost and debt; it is quite

another thing to talk about what we have on the other side as a return
for that.
You have mentioned the debt in relationship to property tax value.

That is a valid comparison, Mr. Chairman if you are comparing our
city with other cities where they rely substantially on the property
tax as a principal source of revenue.
We have a balanced tax program in the District of Columbia. The

property tax is about one quarter of our total local tax base. We have
a State structured income tax. We have a sales tax and, of course,
we have a Federal payment.
So the property tax analogy is perhaps valid if we are comparing

Los Angeles with San Francisco, but it is not valid for comparing
the District of Columbia with another city for the reason that I have
mentioned.
With regard to the per capita debt, we do not challenge those

figures. We do point out, however, that much of that debt for other
jurisdictions was created in an earlier period when building costs
were substantially lower than what they are now. Our building pro-
gram is a more current one and, therefore, it is a more costly one. So
therefore the debt is going to be higher.
I think again, Mr. Chairman I hasten to point out here that we

must talk about cost-benefits. We are talking about an inner-city
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dilemma in this Nation. This city, in partnership with the Congress,
has attempted to do something about it.
The CHAIRMAN. I am sorry to have to cut you off. We will take a

brief recess now for a vote.
[Recess taken.]
The CHAIRMAN. Mr. Coppie

' 
you may continue where you left off.

Mr. COPPIE. Mr. Chairman, at the break I was pointing out the cost-
benefit in relationship to the per capita debt point that you made. The
Mayor in a moment will speak more to the benefit side.
Let me point out that some of our debt is being serviced by Maryland

and Virginia, for example, the Blue Plains facility. When we finally
get into an actual measurement of our debt and the debt that we have
to service, that will be netted out, that is, that Maryland and Virginia
participation.
Let me say also that the comparisons with other jurisdictions, a

breakdown on another point, that is, you are comparing all of our debt
with other cities. The information that is reported and the context in
which you use it does not include overlapping debt for other jurisdic-
tions such as water and sewer debt that would be in a separate revenue
authority—a water and sewer authority—and what have you.
Your point, Mr. Chairman, about ability to retire principal: With

regard to our retirement of principal, there are some very specific sub-
stantive points I want to make, but I think it is important to observe
that most of our debt is recent debt. So therefore our ability to suh-
stantially retire principal has not been with us. But that is not the
real point. I think the real point is that before the home rule charter,
we were required by public law and by the U.S. Treasury Department
to have level debt service so that we could not retire principal at a
more rapid rate than might otherwise be desirable.
Moreover, the home rule charter specifically requires us to have level

debt service. So our ability to retire principal at a greater rate than is
now the case is simply not currently authorized by public law.
I might say that that is something that we will be glad to look at in

cooperation with you and your staff.
Finally on this point, Mr. Chairman, I think it is not clear to me

whether you are saying that there is perhaps some correlation between
our ability to market the bonds, between our ability to get a favorable
credit rating, and our ability to retire principal more quickly. I think
there is little or no correlation.
I think the best example I can point to is Philadelphia which has a

record of retiring principal rather quickly. Its rating was recently
increased from Baa to A. There is one current national publication
that points out that Philadelphia is haying serious problems in the
bond area now.
I think the point about our ability to retire principal is valid on the

one hand, but I do not think it should be put in a negative context for
this particular city as it moves forward to hopefully attempt to sell
its bonds.
Mayor WASHINGTON. Mr. Chairman, I would just like to say a word

about the benefit side. I want to have this introduced in the record, if
you will. Mr. Coppie has spoken to the specific comparisons. But I
think it is ludicrous really to have come in in the late 1960's and found
a fiscal plan in a condition like this one for the Nation's Capital, for
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the capital of the free world, which has caused us, in the interest of
our citizens, to have to—just in schools, $300 million, Mr. Chairman, 10
new elementary schools, 12 elementary school replacements which will
be coming forward in the next 12 months, 23 elementary school mod-
ernizations, 3 junior high schools, 2 new and I mentioned the shameful
Shaw replacement, 13 high school replacements and modernization.
Now, this is just in schools, Mr. Chairman. You and I have talked

from time to time about this system—this miserable plan which we
found here 10 years ago where for generations there was hardly any-
thing happening. They were overcrowded. Kids were all over the
place, in cafeterias, trying to read in basements in schools. Now, to have
taken a city with that kind of a situation—libraries—the Martin
Luthur King Library, seven libraries—take our police stations, old
No. 10, old No. 11—disgraceful. We have put seven new district stations
in just to modernize your public safety so that people would not have
to even be apprehended and put into places that were as obsolete as
those. Five obsolete fire stations have been modernized or rebuilt.
$30 million went to the Department of 1-1,uman Resources in trying

to rennovate D.C. General Hospital which is in this piece. The D.C.
Morgue is outmoded. The morgue—we had to build a new one. Nobody
wanted to. Somebody said, "Well, those are dead people." That is the
way you can look at it.
Forest Haven, the corrections department, we have nearly $100 mil-

lion in a new replacement of the 103-year-old jail, and a proposed $55
million for the renovation of Lorton.
A D.C. court building, a $45 million court building.
I call your attention to one of our shares in Metro, $275 million. The

highways are another $30 million.
Now, the regional, we serve at Blue Plains, the entire water resource

for Maryland and Virginia at this point. I did not have anything to do
with that. We have it. It is under a compact which was set years ago.
That is at $69 million at this point. All of that is upgrading the physi-
cal plan. It seems to me that if I was on the other side I would be
saying, you know, this is getting your physical plan in shape where
people can live decently, study decently, and have adequate resources.
I am not happy about those other years. I do not want to appear to be
overjoyed about a debt.
But I am pleased to say to you, Mr. Chairman, that we have come

to grips with this problem of a city with obsolescence. Just look at those
numbers that you have had to go to—$300 million in schools, in order
to upgrade the plan. Now, I do not want to go back. We have had a
problem. I do not want to go back into the years before 1.964 and sug-
gest that maybe something happened. That is not the point.
The point is that what we found in 1967 and 1968 was a plan that

was virtually obsolete from one end to the other, and we have dealt
with it.
I would hope that anybody looking at the bonding area would say,

"Well, good they at least got a fiscal plan that is in shape, and now
they can go forward with their programing."
I think that is something that I would very much like to have. I have

summarized it. All of these projects are out there where you can see
them, or they are in design, or under construction. This is not financing
a debt or a payroll. It is financing construction that was vitally needed
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in all parts of this city in every area from public safety, schools, tohuman resources, to corrections, to transportation, and environmentalservices.
It seems to me that we have a plan now that is nearing the pointwhere we all can be proud of it. I certainly was not and I do not thinkanybody in this room was proud of it 10 years ago.
[The following material was supplied for the record:]
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Capital Program Questions & Answers
Continued

3. What are the benefits of the expedited building program? 

The expedited capital program will provide 255 capital improvements for
the City:

60 projects have been completed
76 projects are under construction
47 projects are under design
25 projects are proposed in FY 1976
47 projects are proposed beyond FY 1976

In order to provide a general prospective of the scope of the capital
program I have summarized below the key highlights within individual program
areas:

Public Schools: 

Higher Education: 

The $300 million building program will complete 61
facility projects. The building program includes:

10 new elementary schools '
12 elementary school replacements
23 elementary school modernizations & additions*
3 junior high schools (2 new and the Shaw Replace-

ment)
13 high school replacements or modernizations

(including the Dunbar Senior High School
Replacement)

The Higher Education capital program includes the
construction of wrmallefft -campuses for WTI. and FCC
at a total da-§rUf-$7510 million. The first stage of
WTI ($19 million) is currently being occupied and the
second stage ($55 million) is under design. The final
stage will require additional review prior to pro-
ceeding in FY 1979 or 1980.

The Federel_City College Permanent Campus is currently
under design, ani.: approximately $35 million will be
required in FY 1977 ifturaer to initiate construction.

* Includes three site expansions.

2



68

Public Library: The library building program has included the completion
of the Martin Luther King Library, the Daniels Branch
Library (W2) and the Chevy Chase Branch Library (W3).
The current program includes the construction of the
Deanewood (W7), Chillum (W5) and Wilkinson (W8) branches.

Recreation: ' The recreation capital program includes 24 projects
totaling $27 million. Although 7 projects have been
completed, the majority of the program is in the

• design/construction phase. Once completed the City
will have:

• 11 new recreation center complexes
- 5 new swimming pools*
4 new outdoor site developments
4 special purpose recreation facilities

Police:

Fire:

Human Resources:

Corrections:

The capital program for police is a $21 million program
for 7 District Station Houses. Four station houses are
complete (Wards 3,4,5,8) two are under design (Wards 7
and 2) and one is under construction (Ward 1).

The Fire Department building program includes the
replacement of five obsolete fire stations and the
modernization of ten fire facilities. The program
also includes the innovative voice alarm system.
The total Fire program is $15 million.

The $30 million capital program for the Department
of Human 'Resources will provide for the renovation
of D.C. General Hospital, the replacement of the
obsolete Glenn Dale Facility, the replacement of
the D.C. Morgue; new therapy and dining facilities
at Forest Haven; development of a new health and
psychiatric center and improvements to D.C. Village.

The corrections capital program includes the $30
million replacement of the D.C. Jail and a proposed
$55 million renovation at the Lorton Complex.

D.C. Courts: The construction of the $45 million court house is
currently in process.

General Services: The Department of General Services has an ongoing
$20 million program to upgrade the condition of
existing facilities.

* Five additional swimming pools are being provided in conjunction
with public school projects.

3
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Transportation: The City's share of the METRO rail system is $275
million. Additionally the District has contributed
$19 million for the purchase of the bus system and
an additional $7 million for capital bus improvements.

The Highway program in the City includes more than
$30 million in local street improvements. A major
highlight has been the halting of several freeway
projects, and the subsequent conversion of funds
for mass transit.

Environmental Services: In addition to ongoing improvements to the water
and sewage system the Environmental Services and
Washington Aqueduct programs include the District's
.share of the Water Pollution Control Plant ($69
million), the proposed Resource Recovery Center,
the Conversion of Incinerators to Transfer Stations,
projects to eliminate flooding in the Oxon Run area
of Anacostia and an emergency pumping facility at
Great Falls.

4
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The CHAIRMAN. Mr. Mayor, the discussion is not one of relative
values of any given project that has been constructed or might some
time in the future be constructed. The question here before us this
day is debt and debt financing. It is a question of what the Dis-
trict of Columbia can afford.
In a few years the debt of the District of Columbia has leaped

from $500 million roughly to $1 billion. It has leaped 10 times in a
relatively short period of time.
Here are your own plans for the future. I have taken this from

the District's multiyear financial 'plan. Here is what you intend to
borrow year-by-year the next 6 fiscal years—a mix, by the way, of
bond borrowing and borrowing from the Treasury. You plan to
borrow $233 million in 1976; $189 million in 1977; $202 'million in
1978; $194 million in 1979; $136 million in t980; $109 million in 1981;
so for the next 6 fiscal years you plan to borrow $1,063 million. You
superimpose that borrowing on the debt that already exists of a bil-
lion dollars plus.
What I am saying to you Mayor is that there is just no way,

regardless of what you think is good for the city in terms of a new
library, or a new court house, or a new school, or a new wing on a
hospital, or improvements in a penitentiary system or what have you;
all of this would be commendable. There is no way that the District
can borrow this kind of money and be considered to be fiscally solvent.
New York City, Mayor, has had to totally scrap its entire capital

improvements program. It is a sad disaster for New York City. I am
not jumping for joy that they have to do this. I do not revel in Mayor
Beame's agony. He is a decent man. He has had a fine public career.
Yet the whole house of cards has fallen apart. New York City for
years has lived extravagantly beyond its identifiable fiscal means.
What we are trying to do with these hearings is not travel the

same roads as New York. If New York had hearings like this 10
years ago, if it had had an independent public audit of its books and
records 10 years ago, I can say without a doubt that New York would
not have traveled down this horrible, lonesome, disastrous road. It
got to the bottom of the pit. Then everybody says, "What happened
to us?" 'The bankers said, "Well, we knew there were gimmicks with
the books, but we thought we had to take the certification of the mayor
and the comptroller."
The investment people said, "We knew they were 'borrowing a lot,

but we always thought they would be able to pay it back." Everybody
kept quiet. Everybody let them go down this road deeper and deeper
with the roof falling in. We do not want this to happen with the Dis-
trict.
Mayor WASHINGTON. Mr. Chairman, I could not agree with you

more. That is why I am saying that we have prudently moved into
areas to upgrade our plan. We do not have that before us like a lot
of cities. We think that we can manage. We have managed. What
you have on the other side is a deteriorating city where everybody—
you with your responsibility, and me, and the council with their
responsibility.
I can tell you that if you had been sitting through these hearings

on the appropriations side day after day, night after night, as we have
gone through them over the years, Mr. Chairman, on that side you
would have seen just exactly what we have had to deal with.
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The New York problem is infinitely different. What you have
said are indices. There are indices in every city. What we have done
is not borrow on payroll. What we have done is borrow on a long time
priority basis and put the facilities out there where people need them.
Sure, you cannot go forever. We know we are peaking. We know
we are peaking at this point.
Do you know what the Appropriation Committee set as a limit,

and we have been under that, $250 million a year. That is the limit
that they have set.
Mr. COPPIE. $150 million.
Mayor WASHINGTON. $150 million. We have only varied where

you have a project like higher education the WTI, which had to be
done on a fast track, or the jail and ',Orton all at one time. Those
have all come through with careful analysis.
You know, it is not like we are just coming out with them. This has

been year by year in an effort to try to put a fiscal plan together and
we think we have done it in a way that keeps us sound, and we believe
we are sound.
The CHAIRMAN. Mayor, I guess we are talking from different

vantage points and we are not meeting eye-to-eye on the problem. I
am not disputing that it would be good to have a better hospital, or
a better school, or a better public facility of some kind. Any city,
including my home city of St. Louis, wants new facilities. My own
city is very cautious in its borrowing practices. As I mentioned to
you earlier, it ranks next to the bottom of per capita debt.
But Mayor, take my word for it, if you go ahead with this borrowing

program, and the Senate and House Appropriations Committees give
you the right to borrow these amounts that I just mentioned, $1 billion
over the next 6 years-
Mayor WASHINGTON. We did not say that, Mr. Chairman. We were

just talking about a projection. We do not live by projections.
The CHAIRMAN. Your own projections, Mayor, are $900 million

and you are $1 billion in debt. You are going to borrow $600 million
to finish jobs now underway and you want to borrow $300 million for
new projects. Your testimony 
Mayor WASHINGTON. The testimony is a projection. That is what

we have disclosed. We think that we are within our prudent ability
to take care of that based on a projection.
The CHAIRMAN. That is what you would like to borrow; what you

hope to borrow; what you expect to borrow in the next 6 years. That is
your testimony right there.
Mayor WASHINGTON. We are talking about how you do it on a

long time return.
The CHAIRMAN. You can either go to the bond market or the U.S.

Treasury. There are only two ways to go.
Mayor WASHINGTON. Yes. We think with this route we can save

money.
The CHAIRMAN. Mayor, you are getting the District of Columbia

grossly over its head with this kind of a borrowing program. It could
fall like the house of cards fell on New York.
Mayor WASHINGTON. Mr. Chairman, I disagree with you.
The CHAIRMAN. Again in the Dearborn report, and Mr. Coppie

already testified to this, in order to meet the payroll this year you-
Mayor WASHINGTON. That was a cash flow of $40 million.
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The CHAIRMAN. You call it a cash flow. I call it a deficit. Let's have
all of those words mean the same thing, because they do. Mr. Coppie
likes gap, you like cash flow, and I like deficit. We will call it deficit-
cash flow-gap.
Mayor WASHINGTON. All right.
The CHAIRMAN. You borrowed S40 million this year from the U.S.

Treasury. Is that correct, Mr. Coppie ?
Mr. COPPIE. Yes.
Mayor WASHINGTON. Yes that is correct, because of cash flow

problems.
The CHAIRMAN. You needed an extra $40 million, right?
Mr. COPPIE. That is correct.
The CHAIRMAN. Is that the maximum you could borrow from the

U.S. Treasury under those circumstances?
Mr. COPPM. Mr. Chairman, a maximum by whose standards?
The CHAIRMAN. By the law. Does the law restrict you for the pur-

poses of cash advances of S40 million?
Mr. COPPIE. It does not.
The CHAIRMAN. Is there unlimited borrowing capacity from the

Treasury?
Mr. COPPIE. Mr. Chairman, there is no restriction in the law. The

amount that the city has limited itself to in consultation with the
Treasury Department and the Office of Management and Budget is
$40 million.
The CHAIRMAN. All right. In order to get that $40 million advance

to assist in your cash flow problem, did you not have to capitalize the
$25 million in operating expenses and transfer that to the capital
account?
Mr. COPPIE. We did not.
The CHAIRMAN. I will read into the record—and Mr. Dearborn is

here to testify 
Mr. COPPIE. I would like to say 
The CHAIRMAN. Let me put this in the record: "The cash shortfall"—

Dearborn likes shortfall, so we have gap, cash flow, shortfall, and.
deficit, "was offset in fiscal 1975 by using the cash balances at the be-
ginning of the year, and by borrowing the maximum $40 million cash
advance permitted by law in 1 year from the U.S. Treasury. This
$40 million advance was in addition to outstanding advances of $25
million borrowed in prior years. During fiscal 1975, the city converted_
the outstanding $25 million operating advance to a long-term Treas-
ury loan to be repaid over 30 years."
Mr. COPPIE. I would like to explain exactly what is involved. I think

first, Mr. Chairman, in terms of time frame, the $25 million was con-
verted to a long-term debt before the $40 million issue even developed.
They are totally unrelated. So the $65 million figure that is referred
to is just not relevant to this discussion.
The CHAIRMAN. Based on what you have read and studied about

New York City, did they not, from time to time, convert operating ex-
penses into the capital account?
Mr. COPPIE. We have done just the opposite.
The CHAIRMAN. You did transfer the $25 million in current obliga-

tions into 30-year long-term borrowing.
Mr. COPPIE. I would like to explain exactly what is involved. We

completed the 1974 fiscal year, as I recall it, with a $25 million out-
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standing short-term debt to the U.S. Treasury. I was concerned about.
that. What I did was to go back and do an analysis of why that, in. fact,
happened.
What I discovered, Mr. Chairman, was that in an earlier period, in

the early 1960's the city had been given loan authority by the Con-
gress for capital outlay expenditures which it did not properly and
prudently use. Instead what it did was to use the cash advance from the
U.S. Treasury as the method of financing the capital outlay program.
So what I did and justifiably did, and I might say in complete con-

sultation with the Office of Management and Budget and with the U.S.
Treasury, and in accordance with public law, was to convert $25 mil-
lion to a long-term debt which, in fact, should have been a long-term
debt in an earlier period of time.
The $40 million outstanding advance that we had at the 1975 fiscal

year we have spoken to very candidly here this morning is an imbalance
between our expenditures and our cash flow. We are looking forward to
properly addressing that problem. I think we said that.
The CHAIRMAN. Let me read into the record at this point an excerpt

from Mr. Reischauer's testimony. He will testify this afternoon. He
is Special Assistant to the Director of the Congressional Budget Office.
He is the gentleman who prepared the Congressional Budget Office
analysis in the New York City fiscal crisis, which most everyone on
the Hill who has dealt with that crisis says is the best single report
prepared on the subject matter thus far.
I will quote you page 2 of his testimony. I will give you all a chance

to comment on it. 'Outlays for existing and planned programs are
projected to grow by some 12.6 percent per year over the 1976 to 1980
period, while revenues from current authority are expected to rise by
only 5 percent per year, attached is a table." He goes on to say, "If this
scenario is laid out, a gap"—he likes to use the word "gap"—"a gap be-
tween anticipated expenditures and revenues of $509 million would
exist in 1980." That ties in, obviously, with your projection, or one
of the projections that you made from your official documents.
"The tremendous magnitude of this gap is best illustrated by noting

that to close it would require a hike of 64 percent in the anticipated
1980 revenues that are controlled by the city or a reduction of 31 per-
cent in expected city expenditures." Now, for the final sentence. By the
way, the man who wrote the New York report now makes this one.
"Or to put it another way. The source gap extrapolated to New

York City's population would be roughly $5 billion as compared to
the actual gap of $800 million that faced New York City this year."
Do you care to comment on that, Mr. Coppie ?
Mr. COPPIE. Mr. Chairman, I would. Let me say Mr. Harris shared

with us a copy of Mr. Reischauer's statement. We have read it and did
a brief analysis of it. I think it is well prepared and shows a high de-
gree of sensitivity for the issues that we are talking about.
The projection that he is talking about there for the city, of course,

is taken from the city's report, as you have pointed out. We had this
discussion a few moments ago concerning the gap. I pointed out to you
that in an earlier period the city budget increased by about 100 percent
in a period of less than 10 years. In each of those years, we were man-
aging it. We propose to manage this gap in the next period in a prudent
and responsible way.
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Mr. Chairman, I think it also needs to be pointed out here that we
are talking about a fluid situation in terms of the ability of cities to
close this kind of gap.
The revenue-sharing program, which is now pending before the Con-

gress—hopefully that is going to be reaffirmed in terms of a program
and that there will be a substantial increase in terms of the appropria-
tions associated with revenue sharing.
There is also the anticyclical legislation pending before the Congress

which would bring relief to cities in terms of additional funding.
There is also the potential possibility in the not distant future, we

hope, that there is going to be the nationalization of public assistance
in medicaid.
So I think we are talking about a fluid area in terms of—well, there

could be some very significant changes here that could favorably im-
prove the climate for cities in relationship of their ability to finance
their situations.
The CHAIRMAN. Well, if those favorable things that you recited come

into being, would not that be all the more reason to wait on the bonds
until they are a reality and thus could buttress your support in the
bond market?
Mr. COPPIE. Obviously, Mr. Chairman, our answer to that is: No. We

feel we can save money by going to the municipal bond market. One of
the ways we can close this gap, not substantially close it perhaps, but
we can close it in part by saving money through our bond financing, in
our judgment. I realize that is not your judgment.
The CHAIRMAN. What happens, Mr. Coppie, if your hopes are not

fulfilled? What happens if the Congress does not nationalize welfare?
Bear in mind, Governor Rockefeller of New York recommended this
12 years ago. He has been hoping for 12 long years.
Bear in mind that the Congress had before it for 10 years a bill called

National Health Insurance. It has not reached legislative fruition.
Parenthetically, I do not support it.
Bear in mind that the revenue sharing bill is more likely to be ex-

tended on its present basis than on some broader basis. If it is more
supportive for big cities, I will support the big city amendment, be-
cause I think there is a compelling need there.
What if all of your hopes and expectations for either a Federal take-

over of certain responsibilities in funding and revenues do not come to
pass? Where are we with the gap?
Mr. COPPIE. I am not holding out the point that I just made as the

absolute way in which we are going to close the gap. I am saying that
we are in a fluid situation. I think the real point is that we are prepared
to manage our problem.
The CHAIRMAN. It is fluid. I will agree with you that it is fluid.
Mr. COPPIE. By way of a close review of the record, we have managed

it pretty well over the period of the last 8 to 10 years when our budget
increased by more than 100 percent.
The CHAIRMAN. Yes. The Federal payment increased in each of those

years or every other year to a very sizable amount. I was here in the
early years with that. Just as Senator Mathias said, we tried to figure
out how much the city was going to collect; then we asked how much
the city thought it was going to spend; then we appropriated a Federal
payment to bridge the two.
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There are some outer limits on spending even insofar as the Federal
payment is concerned. That is locked in by congressional action. That
is locked into your home rule authorization at a maximum of $300 mil-
lion 2 years from now.
I will repeat, because some people think I am just raising the New

York thing as an idle specter. I will repeat Mr. Reischauer's final sen-
tence. "Or to put it another way, the source gap extrapolated to New
York City's population would be roughly $5 billion as compared to the
actual gap of $800 million that faced New York City this year."
That is the gap, the cash flow, the deficit. The shortfall of New

York City this year was about $800 million. To make it comparable to
the anticipated spending rates of the District of Columbia would have
it up in the neighborhood of $5 billion.
Mr. COPPIE. Again, I have to underscore this. To extrapolate and to

use that example is really unfair. We are not going to have that gap
in 1980. We have to manage it on a year-to-year basis by the balanced
budget requirements.
The CHAIRMAN. It absolutely must be, Mr. Coppie. The time is now.

The time is not 2 years from now. The time is not 10 years from now,
but the time is now to manage the deficit.
Mayor WASHINGTON. That is precisely what we are doing.
The CHAIRMAN. Your projection of this year's deficit on an obliga-

tional basis will be S40 million. Is that right?
Mr. COPPIE. On a cash basis, our commitment is to have an imbalance

of about $20 million.
The CHAIRMAN. Well, I will make you a little friendly wager that I

hope I lose. I am willing to bet you a lunch in the downstairs dining
room that your debt exceeds $40 million for this fiscal year. We will
see who is right.
Now, we move on to retirement. The mayor very aptly pointed out

that this was not of his making. You did not invent it. You inherit it
as the elected mayor. As the appointed mayor, your administration did
approve during that tenure certain increases and additional benefits
that were not covered.
Mayor WASHINGTON. I do not recall that. The last modification of it

was in 1957. Is that what you mean?
The CHAIRMAN. The one modification that came up during my

tenure.
Mayor WASHINGTON. That was the aggravation clause which you

must be talking about.
The CHAIRMAN. That is probably a good clause for this hearing.
Some statistics on the amount of this, again, inherited by your ad-

ministration. Police and fire are totally unfunded. They are on a pay-
as-you-go basis. What meager employee contributions there are go into
the city's general fund. They are not set aside or earmarked for any
kind of retirement fund. There is absolutely no reserve.

Benefits paid out under this system last year amounted to $48.3
million and have doubled over 5 years. Benefits earned but not paid
out concerning police and fire was $1,050 million. By the year 2007,
pension payments for police and fire will exceed the salaries of active
employees.
Again, I will make a little prediction on my own that you will arrive

at that date far before the year 2007, because the actuarial base upon
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which these projections for police and fire retirement were made dates
from 1921, which is 54 years ago, and the life expectancy of policemen
and firemen—and indeed as with all Americans—has considerably in-
creased in that half century.
Now, one other statistic, a case history, again from Mr. Coppie's

report. The average fireman retires after 21 years of service. If he
enters the Fire Department at the age of 24, he can retire when he is
45, and a substantial number of them so do. Then they take other jobs.
The total gross salary during that 21 years of service .would be

$107,000. His total pension would be $715,555. The total pension of one
fireman would be $715,555. Toward that pension, he will have made
an employee contribution of $13,100. In his 21 years of service, he
would have contributed $13,100 or about $600 a year. The pension cost
of the city for the net difference would be $702,455 per fireman. 
Well, we will look through teachers and judges and then we will

have a couple of questions. The teachers do make a contribution to
their retirement fund. That fund now has a value of $59 million. Its
accrued liabilities are $550 million or at an unfunded liability of about
$490 million.
The judges' system is very tiny. There is $940,000 in the fund. The

accrued liability is $10 million. The unfunded liability therefore is $9
million.
So if you add up the $1,050 million unfunded liability of the police

and fire, the $480 million of the teachers, and the $9 million of the
judges, it comes to an unfunded liability of $1,539 million—lots of
money.
The time is at hand. The time was at hand many years ago before

you were ever Mayor of the District of Columbia. Time should have
been at hand then to analyze this enormously escalating debt and this
enormously escalating responsibility of the District of Columbia to
begin to do something about it then. Unfortunately, that was not done.
It should have been done very early in my tenure as chairman of the
District of Columbia Committee. It was not done.
But—belatedly as it may appear—the time is now to do something

about it. You have submitted three proposals in 1974. Your prepared
testimony very properly mentioned this. You submitted to Congress
in 1974 three proposals with respect to the pension fund.
The primary effort, I think the record will show, was to try to seek

passage from the House of Representatives before coming to the Sen-
ate. You could have come here as your initial forum.
In those proposals, and they vary as to methodology and input, but

they are in a sense—would it be fair to say, Mr. Coppie—sort of point
ventures. Those three proposals, just to try to simplify it, some Fed-
eral payments and some District of Columbia payments.
Mr. COPPIE. That is correct.
The CHAIRMAN. You tried to get this on a well-funded basis, say,

?bout 20 or 25 years from now. Is that what the projection called for—
in that neighborhood?
Mr. COPPIE. Could you repeat that?
The CHAIRMAN. The thrust of your proposals is, by joint payments

of both the Federal Government and the District of Columbia Gov-
ernm. ent, to get these programs funded over about a 20- or 25-year
period. We are not going to try to fund them in 1 year.
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Mr. COPPIE. That is right. It is over a 30-year period.
The CHAIRMAN. A 30-year period.
I assure you this committee is going to give attention to those pro-

posals and to others. We definitely need an update on the actuarial
base. We will get some assistance, I know, from your office on that. We
will get some from the GAO. We will get it from wherever we can to
get the actuarial projections as accurate and as current as we can get.
Mr. COPPIE. Mr. Chairman, I do not know where the 1922 figure

came from. The actuarial projections are based on information that
was developed in the period 1966 to 1971.
The CHAIRMAN. At least in part, the actuarial base dated back for

50 years maybe it has been upgraded in some respects. But we do want
an accurate actuarial base. All of us need that.
Mr. COPPIE. We will see that you are provided that.
The CHAIRMAN. Mayor?
Mayor WASHINGTON. What are we going to do with it?
The CHAIRMAN. I want to explore this with you. Do you think it is

time to take a hard look at the pension systems and consider cutting
back from the pension systems? That is, renegotiating by law, if nec-
essary, the benefits that are to be paid out under this system. For in-
stance, the typical fireman that I mentioned who will have benefits
of $715,000 per fireman? Is that not an enormous pension paid out?
Mayor WASHINGTON. Our problem is that time after time, including

the home rule bill, we have grandfathered all of these rights in. I do
not know how you are going to deal with them.
The CHAIRMAN. From a legal point of view, you can "grandfather

them out." These are not like the pensions of New York City. The pen-
sions of New York City are vested under a very unique, bizarre pro-
vision of the New York State Constitution. It vests, as a matter of
right, any participant in the system who is either receiving retired ben-
efits or has only been in the system 1 day. He becomes vested.
That is not the law with respect to an unfunded pension fund. The

only thing you cannot take away from the individual is the $13,100 the
individual contributed to the system.
Mayor WASHINGTON. All rights and benefits were grandfathered in

and not out.
The CHAIRMAN. Would you consider mandatory legislation by the

District of Columbia Council, or consider recommending it to the Con-
gress, to amend and adjust the benefit payouts of the pension system
downward?
Mayor WASHINGTON. I cannot say that I could at this point. It dis-

criminates against someone who has this right.
The CHAIRMAN. Well, if it is determined to be legal?
Mayor WASHINGTON. I think it is more than legal—it is a question

of whether it is right.
The CHAIRMAN. All right.
Mayor WASHINGTON. I think what we are talking about is total

compensation.
The CHAIRMAN. Let's assume that it is legal then and pass that.

You think that a fireman with 21 years of service is entitled as a mat-
ter of right, as you view it, to retirement benefits of $715,000 over his
life expectancy?
Mayor WASHINGTON. If the law allowed it. I am not dealing with

that.

62-904 0 - 76 - 6
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The CHAIRMAN. If the present law allows it and 
Mayor WASHINGTON. it is an existing right, and I do not know how

you can take it away from him.
The CHAIRMAN. The present pension system allows a payout of

$715,000 for a fireman retiring at 21 years of service. This comes from
your own report.
Mayor WASHINGTON. I am not disputing the figures. I am talking

to the point of whether or not—
The CHAIRMAN. I am trying to talk precisely in dollars and cents.

Just so we have it in the record, you do not favor cutting back the
$715,000 in pension benefits?
Mayor WASHINGTON. Let me just say what I do have in mind.
The CHAIRMAN. Can you answer that first?
Mayor WASHINGTON. Let me answer it the way I would like to

answer it, Senator. You have a specific figure and I 
The CHAIRMAN. A specific figure from your report.
Do you consider the payout excessive?
Mayor WASHINGTON. I have to deal with a fireman. I am talking

about the system. If the law—and we sat here for the home rule bill—
you said "grandfathered it out," and I thought we grandfathered it
in with all rights and privileges.
The CHAIRMAN. I say that which can be "grandfathered in" can be

"grandfathered out." That is possible.
Mayor WASHINGTON. If you are asking—
The CHAIRMAN. If it were not for that provision of the New York

State Constitution—that may even later be tested in court—the pen-
sion benefits in New York City would have been amended downward.
Mayor WASHINGTON. Yes.
The CHAIRMAN. I am asking you this. I think we are entitled to

know your thinking, Mayor, because we all are trying to work together.
Mayor WASHINGTON. My thinking is that I would not favor discrimi-

nating against anyone who has a current right.
The CHAIRMAN. If the fireman has the current right to the $715,000,

you would not seek to change that in any way to a lower level?
Mayor WASHINGTON. That is my position at this point. I have not

studied it.
The CHAIRMAN. So we leave the benefits as they are, and then we

have to work out some methodology to pay for these benefits for the
next 30 or 40 years?
Mayor WASHINGTON. That has been before us for years and years.
The CHAIRMAN. I thought we were going to reason together on

the costs affecting the District of Columbia government. All I have
heard from you today is with respect to capital spending programs;
with respect to operating the budget; now with respect to the pen-
sions. You do not want to retrench one bit?
Mayor WASHINGTON. That is not so.
The CHAIRMAN. You want to go full steam ahead on the capital

spending programs; do you want to go full speed ahead on your
retirement system?
Mayor WASHINGTON. What we are saying is that we are managing

the improvements.
The CHAIRMAN. You are managing what?
Mayor WASHINGTON. We believe we are managing the improve-

ments.
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The CHAIRMAN. You are managing the $715,000 for eachfireman 
Mayor WASHINGTON. Based on what the legal requirements are.Mr. COPPIE. They are paid every month.
Mayor WASIIINGTON. They are paid every month. We have notmissed a payment. We paid them every month.
The CHAIRMAN. But the operating revenue 
Mayor WASHINGTON. That is the system that you set up. I did not.
The CHAIRMAN. Do we not want to chancre it, Mayor?
Mayor WASHINGTON. I am not sure that that is the case. I think

what we ought to be talking about is total compensation.
Mr. COPPIE. And the future.
Mayor WASHINGTON. And in the future.
The CHAIRMAN. You do not want to change this pension system?
Mayor WASHINGTON. All I am saying is that based on the current

rights of the people, I do not see discriminating as against anyone
any more than the Federal Government with $201 billion is prepared
to do it.
The CHAIRMAN. There is going to have to be a lot of attention

paid to that. That is a separate thing.
Mayor WASHINGTON. That is not a separate thing, because we are

in it.
The CHAIRMAN. I am trying to draw some attention to that all

along.
Mayor WASHINGTON. Senator, this matter has been up here in

1972, 1973, 1974, and then you turn to me and—
The CHAIRMAN. You do not want to change the benefits? You want

to keep them as they are.
Mr. COPPIE. I think what the Mayor is saying 
Mayor WASHINGTON. In going back into a point where it discrimi-

nates, I think we are looking forward, just as we are looking forward
with the whole system, and then you talk about something else.
The CHAIRMAN. What about one who is in the system and you—
Mayor WASHINGTON. I do not know if you can even do it.
The CHAIRMAN. We will assume for the moment.
Mayor WASHINGTON. You have an assumption with a law.
The CHAIRMAN. Here is a memo. We will make it a part of the

record at this time—it is from the U.S. Senate Office of the Legisla-
tive Counsel—attesting to the legal efficacy of amending the pension
system.
[The memorandum referred to follows:]
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UNITED STATES SENATE
OFFICE OF THE LEGISLATIVE COUNSEL

MEMORANDUM FOR SENATOR EAGLETON

This memorandum is transmitted pursuant to the request of

Mr. Robert Harris, Staff Director, Senate District of Columbia

Committee, for the views of this office on the question of the

authority of Congress to amend the District of Columbia Police

and Firemen's Salary Act of 1953, as amended, (D.C. Code, sec.

4-518), and the Police and Firemen's Retirement and Disability

Act so as to eliminate or modify those provisions which provide

for the recomputation of pension relief allowances or retire-

ment compensation, received by individuals retired under the

Policemen and Firemen's Retirement and Disability Act, on the

basis of salary increases which such individuals would receive

if they were in active service.

It is the opinion of this office that the Congress has the

authority to so amend any such Act of Congress to provide that

any recomputation on and after the effective date of any such

amendment be made on some basis other than increases in the

salary of active service personnel, or to provide for the

elimination of recomputations thereafter.

As you know, prior to 1958, Federal law provided that

the rates of pay of retired pay for military personnel were

to be computed on the basis of rates of pay for active

duty personnel and were to be recomputed whenever there

•
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UNITED STATES SENATE
OFFICE OF THE LEGISLATIVE COUNSEL

was a change in the rates of pay for active duty military

personnel. (Actually, the practice of recomputing on the

basis of active duty pay was discontinued in 1958, but was

not made permanent until 1963.) The Act of October 2, 1963,

amended title 10, United States Code, by providing for a new sys-

tem of recomputing the pay of retired military personnel by

providing that such pay, on and after October 1, 1963, was to

be recomputed on the basis of changes in the Consumer Price

Index (so-called cost-of-living), the method which is currently

used for recomputing such retired pay. (See Martin Akerson,

et al. v. The United States, and Charles L. Andrews, Jr., et

al. v. The United States, both decided In the United States

Court of Claims on May 13, 1966, upholding the provisions of the

Act of October 2, 1963.)

If this office may be of any further assistance to you

regarding this or any other matter, please call.

10-29-75

-2-

Respectfully submitted,

6)\ ,

Robert C. Louthian, Jr.
Senior Counsel
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The CHAIRMAN. I thought that you somehow and some way wanted
to reduce this incredible burden that is on the city and is going to
expand year after year after year.
Mayor WASHINGTON. Senator, we have spoken to that. I have tried

to say to you in connection with the indebtedness which we believe is a
long-term manageable indebtedness based on upgrading our own fa-
cilities here. We have a plan.
The CHAIRMAN. All right.
Mayor WASHINGTON. Now, what the future may hold is something

else. That is what I said to you earlier and you were talking about
projections.
As to this one, it seems to me the employees have a right, which

neither you nor I had anything to do with, which was put in there.
We ought to be talking prospectively and not backwards in terms of
discriminating against people who have a current right.
Now, you want to assume when you have a law which has appar-

ently given them this. We dealt with this at the home rule bill just
months ago when we certainly knew all of this at that time.
We have brought before the Congress alternatives to deal with it.

The Senate did not even look at it. The House did.
The CHAIRMAN. You are not willing to look at it today, Mayor.
Mayor WASHINGTON. I am talking about going back into something

which you have already put into being.
The CHAIRMAN. You are looking at it today and telling me not to

change it.
Mayor WASHINGTON. I am looking at it the same way you are

going to look at it and anyone else up there who is going to have to
deal with it and is going to look at it in terms of those rights which
exist.
The CHAIRMAN. You have spoken with respect to current retirees

who are drawing benefits. What about someone who has been in the
fire department for 10 years and has another 10 or 11 to go before
retirement. Would you consider changing at this time his retirement
benefits?
Mayor WASHINGTON. I think that is something to look at.
The CHAIRMAN. You would look at that?
Mayor WASHINGTON. Yes.
The CHAIRMAN. What about someone who is not even in the fire

department services?
Mayor WASHINGTON. We were talking about prospectively that we

ought to look at it. I said that.
The CHAIRMAN. This is the third example. The first example was a

retiree. You did not want to look at that.
The second example was one who was on the payroll at the Fire

Department and is employed there and will retire in x number of
years hence. You would look at that.
Mayor WASHINGTON. Yes.
The CHAIRMAN. The third one is; 
Mayor WASHINGTON. What you have to realize is that we also,

Senator, have a collective bargaining situation. When I say I will look
at it, I will look at it.
The CHAIRMAN. You are in collective bargaining; are you not?
Mayor WASHINGTON. Sure. That is one of the rights that you have

just given them.
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The CHAIRMAN. As part of the bargaining process, do you expect
that pensions and pension benefits will be part of the give and take
of the bargaining?
Mayor WASHINGTON. No. Congress has seen fit to eliminate that ex-

cept for the fact that we are talking total compensation where you
can use it. As a consideration, you cannot deal with it, according to
our lawyers.
The CHAIRMAN. Forgetting the retiree, you said you would look at

current employees and future employees. You would look at that
insofar as the bargaining process is concerned with a view to revising
downward the pension benefits.
Mayor WASHINGTON. I cannot get into that, because Congress has

already given us a process.
The CHAIRMAN. Yes • but we turned it over to you.
Mayor WASHINGTON. Yes; you sure did. You ought to know what is

in it then. What you have done with it is said that it can be con-
sidered.
The CHAIRMAN. That is a part of home rule.
Mayor WASHINGTON. What is part of home rule? I am talking

about whether or not you can negotiate that in collective bargaining.
I think our lawyer here, Frank, can tell his opinion on that.
The CHAIRMAN. As to future employees

' 
I think the District of

Columbia could change that, if it desired to, or could succeed in
arm's length negotiations.
Mayor WASHINGTON. See, the only thing, Senator, selectively, you

want us to take some things that have been out here all this time.
You know and I know that neither of us had anything to do with
this. Selectively you want us to deal with them. Why do you not let
us deal with the whole process since we have had it for 11 months?
This is what I am trying to get you to talk about in terms of what

the format is going to be. Now, selectively, you have one here that
you know is a hornet's nest. You are going to give me that one. Now,
any of the rest that come down with 
The CHAIRMAN. I am not giving that to you.
Mayor WASHINGTON. YOU did not give it to US really.
The CHAIRMAN. You came with three recommendations, or Mr.

Coppie did. It was very proper bringing it to the Congress in 1974.
Those were three methods of funding the pension system.
Mayor WASHINGTON. I could not even get a hearing.
The CHAIRMAN. We will await any recommendation you make with

respect to modifying the pension plan so as to reduce costs, which is
a nice way of saying reduce benefits.
Mayor WASHINGTON. I think, Senator, you are going to have to look

at that legally. I do not want to adversely affect or discriminate against
anybody who is there. We are perfectly willing to talk effectively,
as I said, about what we are doing. But if we are going to get into
one, let's get into all of them. I mean, ultimately this home rule govern-
ment falls on our own situation.
Here is one that you have. You know how bad this is. One Senator

has said to me, "I do not know why we even raise it because we are
not going to do anything about it."
The CHAIRMAN. The pension drain on the city is now very sub-

stantial. By the year 2000 it will be gigantic. It is a matter that all of
us have to look at.
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Mayor WASHINGTON. Yes; you are going to look at it. We have
been looking at it all along and nothing has happened.
The CHAIRMAN. Mayor, you have to come to us with a recommenda-

tion as to how to save on the cost and reduce it downward. We will con-
sider this recommendation. I will personally attempt to act on it.
Mayor WASHINGTON. I want you to be in a position to do that on all

of the items that we have.
The CHAIRMAN. We will attempt, Mayor, to look at all of the

items. I do not think we can live in this dreamy world of paying out
pension benefits in the amount of $715,000 per person.
Mayor WASHINGTON. Senator, how long have you known that?
The CHAIRMAN. There is no way a pension system can operate on

that basis.
Mayor WASHINGTON. How long have you known that?
The CHAIRMAN. How long have I known that?
Mayor WASHINGTON. Yes.
The CHAIRMAN. In the specifics of this figure, just very recently.

I will confess that I should have been on this sooner. Now that we
are on it. Mayor, you have to deal with it.
Mayor WASHINGTON. Yes; but you have to deal with it within the

rights and the benefits of the people.
The CHAIRMAN. If you do not have legal authority, of course we are

not going to have it in an illegal way.
Mayor WASHINGTON. Then I do not think we need to deal with as-

sumptions. Once we have that, that is 'why I said we will look at it.
I want to do it just as I want you to look at it, but I do not want to
sit here and bring one out of the clouds because we have been looking
at it and say, "Here is someone with a legal right. We are going to
take it away from him." You know where you are going to be. I do
not think you are going to get this Congress to act on it in that fashion.
The CHAIRMAN. You do not want us to even try, do you?
Mayor WASHINGTON. I said prospectively where it does not dis-

criminate people. The fact is, Senator, here is $201 billion you could
deal with.
The CHAIRMAN. That is right. Congress is going to have to deal

with it.
Mayor WASHINGTON. Yes. They are going to 'have to, but there it

is. The GAO report tells you exactly what it is.
The CHAIRMAN. By the year 2000 it will be excess of $40 billion.
Mayor WASHINGTON. Well, they have it here. Even with the cost of

living, it is $2.1 billion 'addition annually. Now, you are going to tell
me that they are going to pick out the District and deal with us, and
there is 8201 billion that nobody is going to deal with.
The CHAIRMAN. This committee has jurisdiction over the District.

I look forward to the date when Congress deals with the whole thing.
Mayor WASHINGTON. I think we are in the ball park when we are

talking about a partnership and mutually looking at things. That
was what I came in here with, the idea that we ought to be looking
together and we ought to take account of what these local officials—
elected as they are—have in participating in the process. I just do not
want the stick one. I know that is a hornet's nest and you do too.
That is why I said in the home rule bill that the rights and priv-

ileges pertaining to the employees that exist and grandfather them in
and not out.
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The CHAIRMAN. All right. We will move now, Mayor, to the last
item.
Mr. COPPIE. Mr. Chairman?
The CHAIRMAN. Y06.
Mr. COPPIE. Earlier you were calling attention to the uniqueness of

our pay-as-you go police and fire retirement systems. I have 11 other
cities that have pay-as-you-go retirement systems. Nine of them are
specifically in the police and fire area. I would like that to be provided
to the record to support what I observed, in the earlier discussions.
The CHAIRMAN. It Will be made a part of the record.
[The material referred to follows:]
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MAJOR CITIES WITH PAY-AS-YOU-GO PENSION FINANCING

City Retirement System

Boston Police and Fire

Denver Police

Indianapolis Police and Fire

Nashville-Davidson Police and Fire

Newark General Employees

New Haven Police

New Orleans Fire

Pittsburgh Police and Fire;
General Employees

Portland Police and Fire

Seattle Police and Fire

Source: Finances of Employee-Retirement Systems of State and Local

Governments in 1973-1974. U.S. Department of Commerce,

June 1975 .
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The CHAIRMAN. On this point, I will read into the record this state-ment. Insofar as the Federal Government is concerned, the accruedliabilities for retirement and disability benefits are as follows, as of1974: Civil Service $108 billion; military $80 billion; veterans $110billion. These accrued benefits are rising, except for veterans. Civilservice and the military are rising in excess of or close to $10 billiona year.
I agree with you, Mayor, the Federal Government has some veryreal problems with respect to pension payouts.
Now, on to employees. How many full-time city employees are on

the payroll at the present time or on any date for which you may
have records?
Mr. COPPIE. Mr. Chairman those positions that are paid for from

appropriated funds, the number would be approximately 36,500. In
addition to that, we qualified for Federal grants the same way any
other jurisdiction does. So that would inflate the figure. But in terms
of appropriated budget, it is about 36,500.
The CHAIRMAN. Full-time employees are 36,500. Is that right?
Mr. COPPIE. Paid for from appropriated funds.
The CHAIRMAN. From appropriated funds. All right.
Now, what is the number for the part-time employees at the same

point in time? Can you convert those part-time employees to full-
time employees?
• Mr. COPPIE. Mr. Chairman, the full-time temporary in terms of
the record that I had is about-
The CHAIRMAN. All right. Full-time temporary is what?
Mr. COPPIE. As of October 1, it is 158.
The CHAIRMAN. Not many of those. All right. How many part-

time employees?
Mr. COPPIE. I have part-time permanent positions approved by

Congress-
The CHAIRMAN. All right. Let me write that down. Part-time per-

manent. What is that figure?
Mr. COPPIE. 1,114.
The CHAIRMAN. 1,114,0K.
Is there something called part-time temporary?
Mr. COPPIE. Part-time temporary is 74.
The CHAIRMAN. All right, 74.
Mr. COPPIE. I do not have that equated to full time.
The CHAIRMAN. Before going to your Federal grant employment,

you have covered all types of employment for appropriated funds.
Those are four categories. I have full-time employees; full-time tem-
porary; part-time permanent, and part-time temporary.
Mr. COPPIE. Mr. Chairman, we are also showing a category of full-

time positions that are paid for from reimbursement or paid for from
the revolving trust funds of the city.
The CHAIRMAN. All right.
Mr. COPPIE. That would run about 2,000 additional.
The CHAIRMAN. How are they paid?
Mr. COPPIE. They are paid for from reimbursements or from the

revolving trust funds.
The CHAIRMAN. OK.



88

Mr. COPPIE. I want to separate those out from the Federal grants.
Some of those would be paid for from appropriated funds and some
would not.
The CHAIRMAN. Give me an example of what kind of employee would

come under this heading as a full-time employee paid for from reim-
bursements or a revolving trust fund?
Mr. COPPIE. One example that you will identify with immediately

is the Capitol Page School where the city teaches the students enrolled
at the Capitol Page School and is reimbursed by the Congress for
that cost.
The CHAIRMAN. What was your figure for the number of positions
Mr. COPPIE. 755 positions.
The CHAIRMAN. Would those be the number of employees for appro-

priated funds, plus this reimbursement and revolving?
Mr. COPPIE. That is correct.
The CHAIRMAN. Do you have any figures as to the number of District

of Columbia employees who were paid for out of Federal grant funds,
conceivably something like the Elementary and Secondary Education
Act or the Comprehensive Employee Training Act?
Mr. COPPIE. Mr. Chairman, the number that I have would be about

7,200 positions.
The CHAIRMAN. 7,200.
Are there any other categories of employees, or have we covered

everything?
Mr. COPPIE. I think we have substantially covered them, Mr. Chair-

man. The bottom line on my chart is 49,684 positions.
The CHAIRMAN. 49,684, did you say?
Mr. COPPIE. Yes, sir.
The CHAIRMAN. Could you put in the record the document from

which you are reading, if it is a routinely kept document?
Mr. COPPIE. Yes, sir.
[The document follows:]

A
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D. C. GOVERNMENT POSITIONS

As of September 23, 1915

Full-time authorized permanent appropriated positions
approved by Congress  

Full-time authorized permanent appropriated positions
approved by Congress (Filled)  

42,040

36,800*

Filled Positions:
Full-time permanent positions approved by Congress -
Split positions  256

Part-time permanent positions approved by Congress  1,114
Full-time temporary positions approved by Congress  43
Funds approved by Congress without positions  1,604
FLU-time temporary positions approved by OBMS - financed
by appropriated and/or capital outlay funds  158

Part-time temporary positions approved by OBMS - financed
by appropriated and/or capital outlay funds  74 3,249Grants:
Full-time positions 100 percent grant funds  5,912
Part-time positions 100 percent grant funds  666
Full-time positions less than 100 percent grant funds 619
Part-time positions less than 100 percent grant funds  18
Funds approved by grants with.Yat positions  335 7,550
Other:
Positions funded 100 percent from reimbursement g to
agencies appropriations  755

Positions funded less than 100 percent from reimbursements
to agencies appropriations  34

Positions funded 100 percent from revolving and trust funds 1,106
Funding from reimbursements, revolving funds, trust funds,
without positions  171
Other  19 2,085

Subtotal  12,884

GRAND TOTAL - Filled  49,684

*Includes approximately 900 school teachers and higher education
faculty not receiving pay checks for this period.
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AUTHORIZED PERMANENT APPROPRIATED POSITIONS

There were 42,040 permanent authorized appropriated positions

approved in Fiscal Year 1975, of which 3,010 have been recommen
ded

to be abolished, leaving a base amount of 39,030 positions. To this

base, the City recommends 1,224 new positions for Fiscal Year 1976.

There are currently 35,959 filled. An additional 850 - 900

school teachers and higher education faculty will be added to the

City filled position rolls next pay period. Therefore, there are

approximately 36,800 filled positions at this time.

Final budget action of the Council of the District of Columbia

for the Fiscal Year 1976 Budget Request to Congress, calls for a

reduction in the number of filled permanent authorized positions

down to 35,000 by June 30, 1976. The reduction in personnel is to

he achieved from attrition. In Order to reduce filled positions

to 35,000 in Fiscal Year 1976, the City must have an attrition of

3,024 positions. This is derived by taking the current filled

positions (36,800) adding the new positions requested in Fiscal

Year 1976 (1,224) and subtracting the desired level to be achieved

by June 30, 1976 (35,000). The difference is 3,024 positions that

will need to be vacated prior to June 30,-1976.
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The CHAIRMAN. Mayor, I will read a quote from your testimony thismorning:
That does not mean that we are not also concerned about the level of cityemployment. We have started a program of performance measurement and pro-ductivity improvement to help ensure that current employees are providing ahigh level of services for the dollars spent and to make certain that staffing levelscan be justified. Since 1971, the city has abolished approximately 6,000 positions.Current plans call for a reduction in the number of city employees on the payrollto about 35,000 by the end of the current fiscal year to help finance recent em-ployee pay raises.

Do I take it to mean that 14,684 positions will not be filled at theJuly 1 
Mayor WASHINGTON. No. We were talking in the appropriated area.The CHAIRMAN. The appropriated area. So full-time appropriatedis 36,500?
Mayor WASHINGTON. That is right.
The CHAIRMAN. You hope to get that down to 35,000.
Mayor WASHINGTON. 35,000.
The CHAIRMAN. By the end of this fiscal year.
Mayor WASHINGTON. It is a reduction of 3,000.
The CHAIRMAN. According to my figures it would be 1,500.
Mr. COPPIE. From where we started in July.
The CHAIRMAN. Do you have any planned reduction in any of theseother categories that add up to 49,684?
Mr. COPPIE. Mr. Chairman, there is a direct correlation between ourability to get a Federal grant or a continuation of a Federal grant andthe level of staffing that is part of that grant. If a grant expires, thenthe positions are abolished with it.
On the full-time temporary positions, normally we establish a full-time temporary position, if it is requested in the budget on a perma-nent basis. If it is approved in the budget on a permanent basis, thenit is converted to a permanent position. If it is denied, then it is

abolished.
But the primary concern we have is with those positions that are

paid for from appropriated funds.
The CHAIRMAN. Thomas Muller of the Urban Institute will be with

us this afternoon. He will testify as follows based on statistics thathe has assembled.
As of October 1974, according to the U.S. Census Bureau, there were

55,178 employees, including transit workers, part-time employees con-verted to full-time equivalents. These are the statistics he is going to
give us this afternoon.
Mayor WASHINGTON. Transit workers did you say?
The CHAIRMAN. That includes the transit workers.
How many transit workers are there? About 4,000 or 5,000?
Mr. COPPIE. I do not know.
The CHAIRMAN. So you add about 4,000 or 5,000 to 49,000, you are

getting up fairly close to 55,000. This means that about one in 13 resi-
dents of the District of Columbia are on the District of Columbia pay-
roll.
Further from the Bureau of the Census and the Bureau of Labor

Statistics: If you eliminate young people under 18 and elderly people
over 65 who are not in the labor force, 1 in 8 District of Columbia resi-
dents that are in the labor force are on the District of Columbia
payroll.
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Such figures as I have just recited, do they give you any cause for
concern?
Mayor WASHINGTON. Mr. Chairman, if they had not, we would not

have been working on the problem. In the appropriated areas particu-
larly we have been dealing with this consistently. It is not just starting.
If we had no concern, we would not have been dealing with the
problem.
The CHAIRMAN. I will finish up with this, Mayor. I know I have

kept you long enough.
To conclude, I will make reference to a table that this same Dr.

Tom Muller of the Urban Institute will put in the record this after-
noon. He compares the employees of the District of Columbia with
the employees of other cities, including county employees doing simi-
lar service in other cities and State employees doing a similar service.
Here is the comparison. Number of employees per 1,000 residents—

he compares 1, 2, 3, 4, 5, 6, 7, 8 of the larger metropolitan areas of the
country and the District of Columbia ranks the list-76.3 employees
per 1,000 residents.
Then he goes to New York City. He has city employees. He also has

county employees and State employees for services similar to the Dis-
trict. This is as of October 1974. They are 61.8. In the light of recent
events that figure, I suspect, would be downward appreciably.
San Francisco, 57.0. It is interesting how New York City, San Fran-

cisco and the District of Columbia track throughout these hearings.
They track in terms of employees. They track in terms of per-capita
debt. It is interesting how you see those three cities frequently side by
side in the various lists.
Next down the line is Boston, including Suffolk County, 56 per

1,000; Philadelphia 50.5 per 1,000; Baltimore 55.5; St. Louis 52.3;
and the average of U.S. metropolitan areas is 47.5. So the Dis-
trict of Columbia is about 50 percent above the national average
and considerably in excess of the city that is in second place, New
York, and these are old New York figures.
Mr. COPPIE. Mr. Chairman, I think the point that the mayor made

is perhaps the most important. We have been concerned about the size
of the employment base in the various appearances that we have made
before this committee and before the Congress. We have properly ob-
served that city governments tend to be very labor intensive, because
they are on the direct line as far as service delivery is concerned.
I do not quarrel with Dr. Muller's ratio of 76 to 1,000. Ours is 65 to

1,000. I guess we get to the 65 on the basis of subtracting out the tran-
sit workers. I would assume that that is it.
The CHAIRMAN. He includes the transit workers. That includes

transit, by the way, in all seven or eight cities.
Mr. COPPIE. I said that I do not quarrel with it.
The CHAIRMAN. We are comparing apples and apples.
These are comparably based employees in all eight cities or what-

ever it is doing comparable work regardless of what payroll they are
on • Federal grant, temporary, county or what have you.
Mr. COPPIE. All of the studies that we have done, and we have done

very extensive studies, and I might say in cooperation with the Census
Bureau, too, have been provided to the committee. We will provide it
for the record of this hearing.
[The material follows:]
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Mr. COPPIE. There is one overriding factor that influences our situa-
tion. We have the highest number of policemen per capita for any inner
city in the United States. That is because several years ago 2,000 addi-
tional policemen were placed on the streets of the District of Columbia.
The CHAIRMAN. That is right.
Mr. COPPIE. Not only does that force us into a high point for pur-

poses of comparison, but I am sure you realize what that has meant in
terms of cost to the city budget and also, of course, part of that cost to
the police and fire retirement system.
The CHAIRMAN. That is true. The police force per capita is by far the

biggest for the big cities in the country.
Mr. COPPIE. Right.
The CHAIRMAN. I think if we take police out, and we take it out

across the board, the District of Columbia still ranks No. 1.
Mr. COPPIE. We would probably question that. I think the more

important question here is, what are we doing to manage the problem?
I think that the Mayor is modest in just pointing to the abolishment

of 6,000 positions. We have been in a freeze situation more or less for
every year of his administration. I can point specifically going back to
1970 and coming forward to the situation where we are in now. We
have been in a freeze situation. The objective has been to get a better
hold of the employment base of the city.
I think the overriding issue is, it seems to me, is the Congress sensi-

tive to the problem as we are? We are doing something about it.
The CHAIRMAN. Mayor, I will say this at this point. You can respond

freely. Getting back to where we began on the municipal bonds. A bond,
of course, is more than a piece of paper. A bond is a negotiable instru-
ment. Behind it is the credit and the fiscal accountability and the fiscal
responsibility of the entity issuing the bond.
When a corporation issues a bond or a debenture, it has to be cleared

by the Securities and Exchange Commission and has to be attested to
by a certified public accounting firm as to the creditworthiness of that
corporation. The same is true when that corporation issues common
stock.

Since the Securities and Exchange Act of 1933, there has been an
exception in that act in that municipal bonds were not required to com-
ply with provisions of corporate securities.
Again, that was not your fault, Mayor. I was born in 1929, so it really

was not my fault either.
After what happened with New York, we are all on notice. New York

has had a lot to do with these hearings. Quite frankly, if New York had
not occurred, if we were just blissfully going on as the whole country
was when New York was going down the tube, and if this had not come
to full light, I doubt if these hearings would have been held.
I doubt if I would have had enough foresight to say, "Well, I better

go into some of these matters and see what the fiscal affairs of the city
are."
But New York did occur, Mayor. It has been an abundant education

not just for Abraham Beame
' 
and not just for Governor Hugh Carey,

with whom I rode over in the train just a few moments ago at the time
of the last vote, but an education for the whole country.
New York is the greatest city in the world. It is the financial capital

and the arts and humanities capital of the world. It is in dire fiscal



109

stress—so dire as to require the last minute action of the President of
the United States from seeing it go through involuntary bankruptcy.
Now, all of us are on notice. Not just with respect to the District of

Columbia. If the 100 Senators are not on notice about the needs of the
big cities—including Washington, D.C., St. Louis, Cleveland, Buffalo,
Philadelphia, and Chicago—as to the problems that they face, then
nothing will ever capture our attention, Mayor. We would be too deaf
to hear and too blind to see.
The experience of New York is so dramatic and so mind boggling in

its complexity that we have to be on notice.
Thus, we had the New York notice, the New York warning, and

as we began to look in depth to some of the matters underlying the
fiscal basis for the District, I became concerned.
As has been said, I am one of the authors of the home rule bill. I

was the author of it in the U.S. Senate. I handled the bill when
nobody else would handle it. I am proud of that legislative accom-
plishment. I put it on my brochure when I ran for reelection, be-
cause I thought it was an accomplishment and not just for the Dis-
trict of Columbia. It was a national accomplishment because this is
the national city. This is our Nation's Capital.
So I do not retrench from home rule. I have no sadness in retro-

spect that I think I made a mistake. I did not. I think it was the right
thing to do then. I think home rule is right now and it will be right
the day after tomorrow and in the years ahead.
We have a responsibility here insofar as the fiscal affairs of the

District are concerned. Congress held back part of that jurisdiction
and said in that area the Mayor and the City Council are with us
together on fiscal affairs of the District. This is not an exclusive pre-
rogative of the District government. It is a cooperative or a joint ven-
ture between the city and Capitol Hill.
I know you are interested in getting into the bond market. I know

you want to see a more attractive borrowing rate than the 8-percent
plus that you are spending now on current Treasury borrowings.
Parenthetically, the borrowings years ago were 2 and 3 percent, and
the current borrowings are 8% or thereabouts.
But I would not, Mayor, put my stamp of approval on those bonds.

I could not say either by silence or inaction that these bonds in my
mind pass fiscal muster. I do not think they do.
I care not what Moody's or Standard & Poors may give them as

a rating, because I think they were some of the silent conspirators in
the downfall of New York City. They were people who had access to
information and indeed had a public responsibility, because they are
the public rated services not run by government. But they held them-
selves out—Moody's and Standard & Poors.
They were the people you could believe about municipal finance.

When we say it is a triple A, man it is good. New York was an A
right down through September and into October. They said it is a good
prudent investment. So none of us can take any comfort in what
Moody's might say. They would probably give a double A rating to
Portugal bonds, if they thought there was some poor sucker in the
world to buy them. So we should not dwell too much upon it.
What is important to me is the risk that is involved in these District

of Columbia bonds. I see the debt increased from $1 billion and then
in the next 6 years to $1.9 billion, almost doubling in 6 years.

62-904 0 - 76 - 8
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I see three continuous years of deficit. The first one is very small,
$3.5 million; the next one is rather large, $45.5 million and then the
next one, Mr. Coppie thinks will be $40 million, and we have our
friendly wager on that.
I see the escalating unfunded pensions of this city which balloon

out in a catastrophic way from a financial point of view close to the
year 2000.
I see a tiny indicia of what I call gimmickry. I do not think it needs

to be repeated again, but there is the $25 million capitalization of on-
going expenses in the capital account.
I see a declining population rate in the District of Columbia, albeit

at the time very slowly, thank God, but nevertheless the population of
the District appeared to have peaked in 1950. It has declined 4 percent
since 1960.
I see perhaps a reduced growth rate in retail sales in the District,

as I think was projected by the Congressional Budget Office in a
memorandum that was previously presented.
I see these things. In no sense is it as severe today as the disaster

of New York. But in every sense, Mayor, I see it as probably what
New York faced 10 years ago—when there was time. That is what
we have to be interested in; you, and me

' 
the City Council, Mr. Diggs,

Mr. Natcher, and Senator Chiles. We have to see that we get the
fiscal shape of the District in such good shape that when a certified
public accountant firm authenticates the books and records, it will go
to the market. I care not if Moody's rates it, but it will go to the
market, because the books have been examined and dealt with, and
it will command, not only a high rating, but also a low interest rate
which is the bottom line you are after and should be after.
I see an analysis of the District's affairs, with steps taken to rectify

the trends that may be upon us, and which will enhance the District of
Columbia bonds, not detract from them.
We need this kind of appraisal and soul searching and steps taken

to cure the ills of the past. If we do not do it, Mayor, then I think we
will be in the shape of Philadelphia, to go to the bond market and get
9 percent, or even have your issue totally rejected as Buffalo's was ear-
lier this year.
Fifty million dollars in this municipal bond market is a rather siz-

able offer. We have so many of them we do not know what to do with
them. A lot of them are below $10 million.
Mayor WASHINGTON. It would not matter if it were $1 million on

your theory.
The CHAIRMAN. What was that?
Mayor WASHINGTON. On your theory, it would not matter.
The CHAIRMAN. Well, my theory would be just as bad as if it were $1

million?
Mayor WASHINGTON. Yes.
The CHAIRMAN. I was just further questioning the prudent wisdom

of going for even a $50 million dose at this time when Atlanta goes
for $8 million; Miami for $7 ; Phoenix for $15 million; Talla-
hassee for $30 million; Oklahoma City for $25 million; Kansas City
for $6 million; Poughkeepsie, N.Y., for $2 million; Akron, Ohio, for
$15 million; the State of New Hampshire $11 million; and the State
of Tennessee went for $70 million, a bigger amount.
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Well, I said my piece. I know we do not see eye-to-eye on it. That is
what a free democracy is really all about. I can hold and express my
views and, Mayor, you certainly are entitled to hold and express your
views.
I think we do share a common interest concerning a common destiny

for this city. I do not think I will retire with a trophy as a chairman
of this committee. I do not want to set any record for longevity, but I
would hope it could be said of me when I leave this responsibility and
some other Senator takes it on that the financial affairs of the District
of Columbia were in good shape when I left. I would be discomforted
to leave on any other basis.
I know as one who has worked long and as hard as you have, Mayor,

in municipal affairs—you worked with HUD at a very high level. You
devoted yourself to public service, to effective and sincere public serv-
ice. You are one of these guys who works all day and has to work into
the night.
You know, a lot of people think politics is a pretty soft job. There

is nothing very soft about it. You have given it everything you have.
I know you will give it everything you have in the months and years
ahead to get a handle on this situation.

Despite agreeing about the bonds, and despite disagreeing about the
audit, I think we do agree on the ultimate objective which is to have
this city in tip-top fiscal shape.
Mayor WASHINGTON. Mr. Chairman, I think we have a common in-

terest in the city and a common interest in where it is going. We do dif-
fer on the bonds, but I do not think we differ on the basic goals.
This hearing has pointed out some indices. As I said, I have never

opposed an audit. I just do not think an audit is the term. For instance,
I do not believe you are going to audit anything in an unfunded pen-
sion plan. We came very close in your inquiry as to what we do. Some-
body has to do something with it. Somebody has to deal with it. It is 60
years old.
But I do not want to sit here and commit myself to take away any

rights of people, as we do it. I just do not think that is right. I think
we are stepping on people who have given fine service. I am very
clear about that.
I think that the responsibility that the Congress has had which also

is serious to us; with full legislation and full authority all of these
years has not been exercised, you know, to the degree that you talk
now about responsibility.
I would like to believe, Senator, that from this point, for instance,

that some of the areas you identify and which we have identified and
are working on, both in budget and in our own local government, will
be supported.
I recall when we were moving into the 1974 pay increases. Again, I

mention how strong you were in saying that if the Congress passes
this and leaves you in a debt, you ought to pick it up, which is a part
of the debt we are talking about. Even then, Senator, you were not
able to move another body to even treat with that situation.
I am really concerned, because what comes out of this to a degree

is that here are some areas that you have and you can take them, but
I am going to take the audit and I am going to do this with it. Now,
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if we are in a partnership we are in all the way. That is what we
have been trying to say.
We have some people that are elected who have some responsibility.

You have an oversight. I do not think we ought to debate whether
or not you have an oversight or that responsibility. But there is no
way that any city in this country now can function without help.
Anybody ought to understand that. We are in an urban crisis. Neither
you nor I brought it on. We have not even talked about inflation and
the unemployment. When you begin to use CETA slots which is simply
a program to help the unemployment rate, you gage them against a
full-time employment. I do not know what you are getting because
actually the program is designed to do what it has to do.
What I am trying to say is that I have the clear—I think I kind of

left you—position that though we have these problems, there was a
feeling of imposition that the only way you are going to do it is by
your taking some initiative, 'because we were not invited in.
Now, there is no way that we can mutually function with your over-

sight and our responsibility without some form of partnership. I
think if we clear that air, we are really getting closer to where, I think,
both of us want to be ultimately in terms of the charge for home rule
that you have given us and the charge that is necessarily our part of
the responsibility.
You know, these are indices. I do not know that we have treated

with New York really fully in some other areas. I worked with the
city. I know a little about it. There are a whole lot of factors in there
that we have not treated. You have dealt with some indices which you
know and I know are indices. Neither the city nor the Congress has
been willing to deal with them in the sense that they require a lot of
money.
But the question now is: Are we ready? Or are we talking about

another study, and another study, and another audit, and another
audit, and GAO says, "We have been looked at more than any city in
the Nation." All of us have been aware of these items. We have come
forward with corrective measures wherever we can.
I think we stand today in a very sound position, because we have

not only identified the items, but we were ready to deal with them.
Obviously, we are going to need help. I think if we come to that
point—you know, you and I are pretty close. We have never been far
apart really. This has 'been a matter that has disturbed me in that
sense, because I do not think in the 7 or 8 years I have here that we
have had a course of conflict or confrontation. I do not see, in terms
of where we are, that we should have it because basically we are both
talking about the same thing, not only preventing a New York but
keeping the city viable.
I am committed to that. I am going to continue to do it. I just think

that we need the bond to help us. Now, that is where we differ.
The CHAIRMAN. We will yield at this time to Senator Mathias.
Senator MATHIAS. Mr. Chairman, I am sorry I was called away to

the Committee on the Intelligence Study. I would say that the partner-
ship that he talked about is absolutely a necessary element, if we were
to make the Home Rule Act work, if we were to make the District of
Columbia the kind of place that it has to be. The partnership requires
communication at both ends. I think we already have that kind of
communication. I just want to tell the Mayor we are ready.
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Mayor WASHINGTON. That is music to my ears. I am pleased. I am
ready. I think our government is ready to take its rightful role that
has been assigned to it as an elective body and go forward together and
make the city what we all want it to be.
The CHAIRMAN. Thank you very much, Mayor and Mr. Coppie.
[Recess taken.]
The CHAIRMAN. Our next witnesses will be Mr. Sterling Tucker,

Chairman, District of Columbia City Council and Marion Barry,
member of the District of Columbia City Council, and chairman of the
Committee on Finance and Revenue.

STATEMENT OF STERLING TUCKER, CHAIRMAN, DISTRICT OF CO-
LUMBIA CITY COUNCIL, AND MARION BARRY, CHAIRMAN, COM-
MITTEE ON FINANCE AND REVENUE, AND MEMBER OF THE
DISTRICT OF COLUMBIA CITY COUNCIL

The CHAIRMAN. Mr. Tucker and Mr. Barry, we welcome you. We
are pleased to have you here. You may proceed.
Mr. TUCKER. Thank you very much, Mr. Chairman and Senator

Mathias.
Mr. Barry and I are very pleased to be here to represent the Council.

As you have indicated, I serve as the Chairman of the Council, and Mr.
Barry serves as the Chairman of our Finance and Revenue Committee.
I spent yesterday and part of Sunday night at the National League

of Cities meeting in Miami and participated in some of the discussions
on the kind of issues about which we are speaking today.
I worked through the night getting here to participate and getting

into these hearings today.
I would like to say, Mr. Chairman, by way of a few credentials which

I think I have. I have been working in urban affairs for over 25 years
and much of that time with the Urban League movement. At some
time, I coordinated the work of all of our cities. We have 102 cities in
the Urban League. I have some knowledge of the problems of the cities.
I can appreciate the concern you express with reference to them.
I must respectfully suggest, sir, as I sat here, however, I felt that

I might well have been in a meeting of the City Council of the District
of Columbia. I guess about 99 percent of the territory that has been
covered here today has been covered by the Council with perhaps 100
witnesses—people representing a great cross section of the community,
experts of various kinds, some of the same ones to whom you have
referred.
We have put out a series of documents and reports that we have all

examined. We have raised the same kind of critical questions of the
Mayor and his associates that you have raised. All of this was a part
of the consideration of the Council as a matter, for instance, of the
bond issue.
I was one, Mr. Barry I am sure will support this view, and Mr.

Coppie, that when the matter of the bond issue came up, I had some
initial reservations. There were some differences of opinion with refer-
ence to the bond issue. But we worked them out. We worked them out
under the authority assigned us by the Home Rule Act which you gave
such great and important and dynamic leadership.
In carrying out that responsibility, we were functioning in a way

that we thought would represent the best interest of this community.
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I am going to submit my general statement for the record, if I might,
and make a few comments.
The CHAIRMAN. The whole prepared statement will be made a part

of the record.
[Mr. Tucker's prepared statement follows:]

STATEMENT OF CHAIRMAN STERLING TUCKER AND COUNCILMEMBER MARION BARRY,
ON BEHALF OF THE COUNCIL OF THE DISTRICT OF COLUMBIA, BEFORE THE SENATE
DISTRICT COMMITTEE HEARINGS ON THE RESOLUTION TO DISAPPROVE THE REFUND-
ING BOND AUTHORIZATION ACT, DECEMBER 2, 1975

Mr. Chairman, members of the committee, as chairman of the Council of the
District of Columbia, I want to thank you for the opportunity to appear before
the Committee. I am accompanied by Mr. Marion Barry, Chairman of the Finance
and Revenue Committee. I must say frankly, Mr. Barry, other members of the
Council and myself are concerned and disappointed at the circumstances which
bring us here today. Mr. Chairman, you have been an unwavering friend of home
rUle. The actions which gave impetus to this hearing seem to some to be a "vote
of no-confidence" in home rule and the first elected government under home rule.
I don't believe you intended to leave this impression. We are referring specifically
to the Committee's decision on November 21st to introduce a resolution of dis-
approval of D.C. Council act 1-57, which would authorize the District to issue
$50 million in general obligation bonds to refund loans of $6 million and $44 mil-
lion made on March 31st and May 30, 1975, respectively, from the U.S. Treasury,
at an interest rate slightly over 8%.
Mr. Chairman, we ask the Committee to reconsider its motion of disapproval

and move positively to allow the District to move ahead on this refinancing issue.
This legislation is designed with safeguards unmatched by any other bond

legislation in this country. Section 3 protects the taxpayer by establishing the
maximum allowable maturity at thirty years, a maximum interest rate at 8%
and, most importantly, sets a ceiling for the maximum debt service on the bonds
at $5,200,000. This could represent substantial savings to the District. Section 5
of act 1-57, the Refunding Bond Authorization Act, protects the purchaser by
establishing the pledge of the full faith and credit of the District for the pay-
ment of the interest and principal of the bonds when due. This section, more
importantly, mandates the establishment of a sinking fund in accordance with
Section 481 of PL 93-198 (the Self-Government and Governmental Reorganiza-
tion Act). The language of section 5 also clearly states that collections shall be
set aside, with other revenues, in a sinking fund and irrevocably dedicated to the
payment of such principle, interest and premium.
Mr. Chairman, a second major concern of the Council, which I bring to your

attention, is the proposed audit to be executed under the auspices of this Com-
mittee. We do not quarrel with the audit per se. We recognize that such an audit
can provide once and for all, for all interested parties, an accurate accounting
of the District's fiscal status. We do take issue with the execution of such an
audit by a committee of Congress.
If the Committee desires an audit, why not ask the elected government to

authorize an audit and select private reputable companies to conduct it. The
decision to initiate a Congressionally sponsored audit would be appropriate only
if we decided not to have one, after having been properly requested by the Execu-
tive or the Congress.
Mr. Chairman, much has been said publicly over the past weeks concerning

the condition of the District's finances. The difficulty with this situation is
that it tends to impugn the integrity of the local officials who were elected under
home rule. Curiously, however, those statements which were accurate spoke to
conditions which existed long before the present elected government took
office on Jannary 2, 1975. During the past week, District finances have been
constantly discussed as similar to, or close to, the New York City situation. Such
statements are unfortunate.
Mr. Chairman, during the past ten years, New York City has borrowed in

excess of 54 billion dollars by selling bonds on the public market. The District
borrowed 900 million dollars—from the Treasury—during the same period. Put
another way, the District of Columbia, during the past 10 years, borrowed 53.1
billion dollars less than New York City. Mr. Chairman, we would also note that
Section 471 and 472 of Public Law 93-198 clearly defines the terms, conditions
and procedures under which the District can issue revenue anticipation notes—
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not at all similar to the loose legislation which governed the process in New
York City.
I think it ought to be made clear for the record that the financial plight

facing New York City is not applicable to the District Government.
During the past two months, much has been stated concerning the size of

District's payroll and the pension funds. Mr. Chairman, we think this Com-
mittee is well aware of the various activities and actions of the Congress which
have increased the size of the D.C. payroll. This albatross does not find its roots
in the District Building but here in the halls of Congress. May we remind you
that 10% of the District of Columbia's budget is an obligatory inheritance to
pay for programs enacted by Congress in years past. The fact that the District's
payroll is large is not by action of the Council. The Council very early in its
tenure recognized that the District's payroll was too large for the city's revenue
base. In the FY 1976 budget, the Council cut 2,000 authorized unfunded and
unfilled positions; the Council continued the Mayors FY 1975 freeze; the Council
also established a personnel ceiling for D.C. obligations of 35,000 full-time
employees to be in effect by June 30, 1976. The Council also cut the proposed
FY 1976 budget by over $50 million and for the first time in recent history, cut
into the fiscal base of the District Government.
As to the issues surrounding the Pension Funds, we would note that ques-

tions regarding the actuarially unsound basis of the District of Columbia
police, fire and teachers' retirement programs have been discussed considerably
over the last five years. The issue was discussed extensively during the proceed-
ings of the Presidentially appointed Nelsen Commission. The Commission, in
its 1972 report which went to the Congress, recommended that the Mayor initiate
requests for Congressional action on both the Police and Fire Retirement Pro-
grams and Teachers' Retirement Programs in order that they may be placed
upon a sound actuarial basis. Indeed, during the 93rd Congress, the House
District Committee Sub-Committee on Revenue and Financial Affairs considered
several proposals by the D.C. Government to place the employees' retirement
program on an actuarially sound basis. The Sub-Committee received communica-
tions from the U.S. Treasury which stated its opposition to legislation to fund
these retirement programs. Further, there was reportedly little, if any, support
in the Sub-Committee or Full Committee for such proposals. Accordingly, no
legislation was reported to either the House or Senate.
You will also recall that during the Home Rule hearings and debates, there

were discussions in the Congress about the future fiscal viability of a new Home
Rule Government with staggering unfunded liability—liability that was, at times,
cavalierly granted by the Congress to organized District employees' groups. Often,
these significant salary increases were in excess of those recommended by the
local government which would ultimately have to bear these costs. An example
of this was the granting by Congress of 16% pay increase to firemen and police
as opposed to the 10% recommendation by the District Government.
A significant portion of yearly increases in operating expenses is due to Con-

gressionally authorized pay increases. Moreover, every year, the District has
to realign its budget to adjust to GS and wage board pay raises authorized by
Congress, irrespective of the impact of such increases on the District revenue base.
The Court Reorganization act of 1970 also imposed on the District Government
a large judiciary with a large and separate personnel system.
When we assumed office in January, we were informed of these serious finan-

cial problems. The Council was, however, prohibited from taking any legislative
initiative in dealing with personnel matters for one year. Specifically, Section
422(3) of Public Law 93-198 (The District of Columbia Self-Government and
Governmental Reorganization Act) prohibits the District Government from mak-
ing any changes in existing personnel systems ( which include the Pension)
earlier than one year from January 1975, or later than January 2, 1980. Al-
though the Council cannot, at present, legislate in this area, our Council Com-
mittees have begun to review these critical questions. Thus, the Council is with-
out authority to pass legislation to remedy a problem which has been with us for
a long time. Moreover, we are of the view that the Congress should provide a
substantial part of the revenue necessary to place the funds on an actuarially
sound basis. It is our understanding that it was never the intention of the key
sponsors of Self-Government to leave the District Government with the respon-
sibility to fund these programs.
We would also like to point out that the actuarial data used by the District

Government and presented to the Congress is prepared by the U.S. Treasury
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Department. Thus, those who suggest that our data and charts are incorrect or
antiquated should be critical of the U.S. Treasury, since this data has historically
been prepared by the Treasury for the Congress and provided to the District

Finally, we are compelled to question the rationale and focus of this hearing.
Why are hearings being held today? Clearly, we recognize the authority of this

Committee of Congress to hold oversight and review hearings. We also recognize
your responsibility as Chairman of this Committee. We would hope that the Com-
mittee would exercise that responsibility by coming up with a dollar solution to
the financial problems which we have inherited from the Congress. These prob-
lems were known when Home Rule was granted by the Congress, and they must be
addressed through special funding by the Congress, not through the District
budget. Additionally, we would hope that the Committee will exercise its respon-
sibility by enabling the city to tap the incomes of the 250,000 commuters who
daily earn their living in the District and make use of its services.
Mr. Chairman, you are a strong supporter of home rule, along with other mem-

bers of Congress. We realize that you would not have embarked on this course
of action unless you felt there were some serious circumstances, but we trust this
overview that we have presented as representatives of the Council will show that
the District Government has already raised on its own the questions which con-
cern you and has laid out a program and taken initiatives to resolve them. It
seems to us that the District must be afforded the opportunity to proceed. To
isolate a section of the program, namely, the Refunding Bond Authorization
Act, and reject it is to deny the local government the opportunity to develop an
integrated fiscally sound program where everything relates. We ask you to (1)
reconsider your resolution of disapproval on the bond issue, which protects both
the puchaser and tax paying public, and (2) to help establish a forum for dia-
logue of concerns, which reinforces self government in the District of Columbia.
A Congressional audit of the District Government will be counter productive to
this purpose. ,Such an audit, if warranted, is the responsibility of the Legislative
Branch of the District Government, which stands ready to undertake it.

Mr. TUCKER. Thank you very much, sir.
I am afraid our appearance here today may appear, even to our

colleagues on the Council, and certainly to the public, that we are
here in defense of ourselves. I am sorry that there is that impression
among our colleagues and the public. For there is nothing, as I have
indicated, which has been suggested here that we have not really
considered.
I believe, Senator, if you would permit me that I can understand

your concern, but I think it is attached to the wrong issue. I think
the concerns you have we ought to jointly explore fully. We are pre-
pared, of course, to do that.
What disturbed me also, to some degree in the course of the dialog

between the executive branch and the committee, there seemed to have
been no consideration at all except only now and then by either party
of the Council role in any of this except an occassional reference to it.
Yet 90 percent or more of your authority, as a legislative body, you

have shared with us—with 13 people. We take that responsibility very
seriously. Unless the legislature of the United States takes that re-
sponsibility which it is sharing with us very seriously, the public is
not likely to do so.
It seems to me, therefore, that the confidence gap could very well

grow and make more difficult the problems that we all face.
I am one who has said that I was hopeful we could get out this

issue of our fiscal needs in this first year of home rule. I, therefore,
welcome these hearings for that purpose.
As we started to examine our budget, when I saw that about 10

percent of that budget—part of which we had no control—it was just
automatic and not much we could do about it. I realize the fiscal obli-
gations which were upon us and would be upon us for the years to
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come. Except if we correct it, this question in the first year of this
local government, this government will be charged with the responsi-
bility of the judgments of the past which will create all kinds of prob-
lems for the future and, therefore, we welcome it. We think it is very
necessary indeed.
I will not detail the provisions of the bond issue, as we have set them

forth, for that is well known to you and the record will show that. I
hope you will be aware of the great care that we took in all of the
provisions protecting the public interest and the District of Columbia
government in the various provisions of that bill.
I am troubled by the constant comparisons of the District of Co-

lumbia as a government and as a city with the problems of New York
City. This New "Yorkitis" which is affecting the country makes al-
ready difficult problems even more difficult for us to face. It makes it
difficult for us to face realistically problems that are already upon us.
There are a number of differences between our situation and New
York. We could set them forth, but time would not permit this in a
way that would be valuable, and I am not sure it would be prudent
to try to make the comparisons.
I think we ought to note a view of the Council in its action by a

majority vote considered this legislation with adequate and neces-
sary safeguards that are unmatched with any other bond legislation
in this country. I think as we study the legislation itself—not just a
question of the timing of the bond—and the safeguards built therein,
I doubt that we can find a bond measure that provides more safe-
guards than does this one.
Mr. Chairman, the second major concern of the Council which I

bring to your attention is the proposed audit. I say this not because
we are concerned that there be one, because we have no quarrel with
an audit per se. We recognize— perhaps "audit" is not the appropriate
word, but the survey or analysis can provide once and for all interested
parties an accurate accounting of the District's fiscal status. I think
we need this accurate accounting.
Mr. Chairman, nothing has been suggested so far that you would

propose to do here that the Council could not do. You propose to hirean outside firm. The Council can do the same. You propose that cer-tain reports shall come forward. The Council can require, and does
require certain reports. Indeed at the moment, we are requiring more
reports of the executive branch than either the House or the SenateDistrict committees. I am sure they wish we would go away sometimes,because of the types of reports we are requiring of them.
So I am not quite sure, Mr. Chairman why it is that the Congress

of the United States, this body and the House, would want to exercise
the responsibility of a local legislative branch. For whatever informa-tion that comes forward shall be shared by all of us and shall be re-
viewed by all of us.
It just seems to me that this is a function of the local legislature. It

is a function that we feel qualified to carry out.
The 'Congress of the United States in both Houses thought it nec-

essary that the Council have the capacity to audit the government. Thatthe capacity be independent of the executive branch. We were provided
with the machinery, but not with the ability to execute it. If there is
that ability to execute this authority somewhere, then we would indeed
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hope that that ability would be also transferred to the Council so that
we could, in a partnership way, pursue this question.
So I am not quite sure what it is that might be done by the Senate

or the House or the two jointly that the Council cannot do. It again
gives the public the impression that there is something that has hap-
pened since home rule for which we are responsible and which we
may not be able to analyze, which we created and which we may not
be able to correct.
No legislative branch has been so persistent in pursuit of the facts

and figures as it relates to our fiscal situation than the Council of the
District of Columbia. We have not been asleep. We have not missed
the boat. We have not fallen in our responsibilities.
Right from the very beginning, Mr. Chairman, we said that we

know the city has many needs, but we all know they cannot be met.
We cut the budget, as presented to the Council by over $50 million.
We had some, with the agreement of the mayor, dissent for awhile with
the 35,000 limit. We plan to look at that more closely to see how much
further we have. The whole cost benefit question we plan to look at
further. We are analyzing employee information on a monthly basis.
We are getting all kinds of reports which were analyzed.
It seems to me therefore, Mr. Chairman, I am just not quite sure

what it is that the Congress wants to do that we are not already at-
tempting to do. We simply need the additional resources.
I think our problem is probably not the issues. I think our problem

is one of communications. I think that is the real gap. I think it bears
looking at and it bears some responsibility in that regard.
We could get into the pension funds, but they have been discussed.

We know how they got started. We know where some of the sources of
the analyses were made. An example of this was the granting by Con-
gress of—well, we know how we got into a lot of the bills that we faced.
We recognize that a significant portion of the yearly increases in our
operating expenses is due to actions of the Congress. There are ways in
which it can be corrected.
What I would hope, Mr. Chairman, that you would permit us to

do would be to share with us those tools that are available to conduct
the survey, or the audit, if you will. Let us have the resources that are
necessary. We want this as desperately as you. We think it is necessary.
It can be extremely useful to all of us. And we are prepared to move
forward with that responsibility which we think perhaps rightfully
at least it ought to begin. We would like to be able to continue the
work that we have already started in City Hall.
There are areas, of course, in which we cannot legislate. I think we

ought to isolate those areas. It seems to me the prudent way to begin
is for us to sit down together, as a subordinate legislative branch as
we are, but together with you and the executive branch to look at what
it is we can sort out the issues we would want to look at, and plan an
approach to them, and to identify the various roles that each can rea-
sonably play. We are prepared to do that. We would like to proceed
in that way. We would like to have a chance to think it through on
that basis and to help structure whatever that study or that relation-
ship shall be during that course; so that the Council shall have its
rightful role and it shall have the same opportunity to mature as a
legislative branch, as any other governmental body with responsibil-
ities such as we have.
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Mr. Chairman, you have always been a strong supporter of home
rule. There is no doubt in anybody's mind about that. Your leadership
in that regard has been admirable. Your support for the government
of the District of Columbia has been admirable. I personally have
deeply appreciated your concern which I know is real and sincere.
Therefore, I know that you will respectfully consider the suggestions
which I made here today—ways in which we can strengthen this part-
nership role, so that you can help build confidence in this new govern-
ment, and you can help build strength in this new government, so
that less and less of your time will be necessary in pursuing its work.

Finally, I will say, Mr. Chairman—I am repeating myself, but I am
happy that the issue about fiscal needs over the years is on the table
and out in the open. I hope that we can proceed in examining these in
such a way that the whole community can have an opportunity to par-
ticipate so that we can all better understand the problems we face and
the sacrifices we must make and to the decisions that are hard and
tough that are ahead.
We respectfully urge that we proceed, however, with this limited

issue. If the time is not right to go to the market, the market will soon
let us know this. If the time is right to go to the market, then we will
indeed be effecting some of the cost-saving measures, as you suggested
we ought to do.
I would urge, therefore, that let the judgment of the Government

go forward in this case. We can assure you that we will follow this
situation and others very carefully. We urge your earnest support and
consideration of these matters.
Mr. Barry may have some remarks he would like to make.
The CHAIRMAN. Mr. Barry.
Mr. BARRY. Mr. Chairman, I would just like to offer my support for

the points outlined by the distinguished Chairman of the Council, Mr.
Tucker, on behalf of myself and other members of the Council.
I would like to point out a few things, Mr. Chairman. As Mr. Tucker

has pointed out, the City Council is in its 11th or 12th month now—it
is 11 months old, January 2, 1976. If you will look at our record, you
will find that the Council has taken quantifiable and concrete steps to
improve the efficiency and effectiveness of the District of Columbia
government.
I ran for the Council last fall because I wanted to be a part of the

solutions concerning the problems. I worked very hard to get the chair-
man to recommend my appointment as Chairman of the Finance and
Revenue Committee, because I wanted to be in the area which you
talk about.
Last spring, the Committee on Finance and Revenue recognized the

need to examine our entire revenue base and our revenue projections
for coming years. As a result, we set into motion some machinery. I
personally recommended to the Committee and to the Council that we
establish a Tax Division Commission.
Such a commission was established on November 18, 1975. This com-

mission will be composed of a cross section of distinguished citizens
and D.C. government representatives. This we did, again, when the
question publicly arose from the Congress about our revenue base.

Additionally, as the Chairman has pointed out, we were very con-
cerned about the high cost of government and the high number of
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people on the government payroll. I happen to sit on the Budget Com-
mittee of the Council. That committee examined and spent many hours
looking at the District of Columbia budget.
What has come out this morning, I would say 98 percent of what you

have raised, what the Mayor has raised, what the reports have raised,
those of us on the Council who were dealing with the budget knew
those things. I cannot think of hardly anything new which came out
this morning that we did not already know.
In fact, as Mr. Tucker has pointed out, we did recommend to the

Council, and we did get into law the fact that we should be down to
35,000 by June 30, 1976, I happen to think we can make that. There is
some slight disagreement as to whether we can, but I think we can.
But more importantly, Mr. Chairman, we get a monthly report from

the Mayor. I have those reports which not only talks about the past,
but it gives us a specific breakdown of everybody who was hired on the
District of Columbia payroll and what position. It means that we can
examine those decisions in terms of freezes and exceptions.
But more importantly, Mr. Chairman, in the spring of this year,

the staff of the Budget Committee was directed to draft a resolution
on the budget and accounting for the District of Columbia govern-
ment. The staff submitted such a draft on November 14 of this year.
The draft contains items which fall into the following major areas
concerned: the annual budget review and finalization process; other
Council budget actions; reprograms and redirections ; the content of
the annual budget documents, the information to 'be provided for
Council use; financial controls in the District government; expendi-
ture management control; periodic reporting requirements through-
out the year; and finally, there was a provision for an annual post
audit.
Again, Mr. Chairman, these things came forward before any men-

tion was made of our bond issue that has come before us now.
As you will note, point 7 does call for a post audit. This is something

that the Council had taken the initiative in looking at. The executive
had agreed we ought to proceed with these procedures. A number of
those procedures are outlined. I will just hit on a couple of them.
One is that we are proposing that the Mayor submits a monthly

report on expenditures as opposed to obligations which means we can
keep track on a monthly basis of where we are going and what is
happening.
The same thing is true with the expenditures. We want a statement

of cash receipts and disbursements for the city.
I am giving these as just examples of what the Council and the staff

in conjunction, quite frankly, with the executive with trying to come
up with—or to move ahead with the 9 or 10 months that we have had.
Then the other question which has been raised, again, New York is

always brought up. If you will read the official report, you will find
that one of the problems they had was that the revenue estimating was
off. They would estimate they would get $4 billion in an area and
they would be off by $200 million, or something like that.
I would like to share with you, Mr. Chairman, our record in

terms of the Finance and Revenue Department. For instance in fiscal
year 1973, this is a general revenue fund, they estimated we would
receive $471,555,000. The actual amount that was actually received

•
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in fiscal year 1973 was $470,592,000, a difference of $958,000 which is
less than 0.2 of 1 percent off.
For fiscal year 1974, the Department estimated we would bring in

$499,000 in our general fund. The actual amount was $499,717,000
again, off by less than 1 percent.
The same was true for fiscal year 1975. The estimate was $514,555,000

and we brought in $514,117,000.
But more importantly let's get to the property tax situation. The

department estimated in fiscal year 1973 that we would bring in $134,-
800,000. We actually brought in a little bit more, $135,012,000. Again,
a difference of less than 0.1 percent. I could do it for 1974 and 1975.
You see consistently that our revenue estimating has been basically
in line with what we have projected.
I have one or two more questions 'and then I will stop. That is the

question of the marketability of the District bonds. Mr. Chairman,
it seems to me that if that is a question, we ought to bring into these
hearings some municipal bond experts. I am not a municipal bond
expert. I am learning very quickly, but we ought to bring those per-
sons into these hearings who deal daily in the market and ask them
what they think about the general market conditions, about the Dis-
trict's possible entry into the market.
It is ironic. The same day that you introduced the resolution for

disapproval, four members of the Council, Mr. Dixon, Reverend
Douglas Moore, Mrs. Shackleton and myself were in New York. We
were keeping a previously scheduled series of meetings with the
financial community. We spent a great deal of time with our bond
counsel who is among the top bond counsels in the country—Sykes,
Galloway & Dikeman—in a joint venture with Hudson, Leftwich &
Davenport.
We spent a great deal of time with our financial advisers, First Bos-

ton which, again, is among the leading investment and underwriters in
America. The chairman of the board of First Boston met with us
and talked with us about the District. We met top officials such as
vice presidents and presidents of the First National City Bank and
Morgan Guarantee Bank, and Salomon Brothers which, as you know,
Mr. Chairman is among the top underwriters in the country. I think
it is second or third behind a couple of more.
In all of these instances these persons while not committing them-

selves specifically to the District, indicated a desire to work closely with
the District and to insure that syndicates would be formed to bid the
District bonds, and that the District would enter the market under the
most favorable conditions possible.
So with all of that information, Mr. Chairman, it seems to me that

they ought to come down before you conclude these hearings this
afternoon or tomorrow and ask them to come and get a judgment from
them. They are in the market every day as opposed to our own judg-
ment being imposed.

Finally, Mr. Chairman, the question is in my mind of what do we
do to move ahead? I get the feeling sometimes, and I try to be very
objective about this, and I try to look at it, but I get the feeling occa-
sionally that we have already been convicted. It is just a matter of
going through the trial to assure that due process is there and every-
thing is happening, but at the end we are going to be found guilty.
I think we ought to look at it in just the reverse.
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Let the City Council conduct the audit. Let the facts stand for them-
selves. I think, if we took that approach, we would then be in a much
better light.

Since last Wednesday—Mr. Chairman, we talked to you on Friday—
I have had a number of citizens call me who did not understand why
it was necessary, for instance, to read about this in the papers as op-
posed to us having gotten it first. So I would hope in the future we will
work out the situations where all of us will know what is going on and
work together for solutions.
I have some very specific ideas about some of the questions that

you raised concerning the pension fund, as well as others. I will just
stop at this point and say I hope we can get the situation in a frame of
reference where there is no indictment made beforehand. Where we are
looking at it objectively and openly and then go from there.
The CHAIRMAN. Thank you very much, Mr. Tucker and Mr. Barry.
Let's first identify some things upon which we have agreed. I think

there are some things upon which we agree, and then there are things
on which, I think, we disagree.
We agree that the financial problems that have been discussed here

today between myself and the Mayor are problems that predated home
rule, the classic example, the pension fund and the indebtedness. The
great bulk of that $1 billion indebtedness was prior to home rule. What
I think to be an excessive payroll in large measure predated home rule.
I think we can also agree that, even though these things may have

predated home rule, the Congress has oversight responsibility over the
financial affairs of the District, The Council, the Mayor, and the Con-
gress all have a responsibility to try to cope with these problems—
as serious as some of them may be. I think there is an agreement there.
I think there is an agreement, and you gentlemen can correct me

if I am misstating it, that some of these problems are substantial, not
overwhelming but substantial, that require some action. For instance,
the increasing debt, it is now $1 billion, in 6 years from now it will be
almost double that, $1.9 billion.
In 2 years already you have deficits, $3.5 million, $45.5 million, and

$40 million for fiscal 1976. That was Mr. Coppie's estimate.
You have escalating unfunded pension benefits. We discussed that

That is a real problem.
Excessive number of employees, Mr. Barry points out the Council

will attempt to impose a 35,000-employee ceiling. The current employ-
ment in that category is 36,500, but that does not reflect the total em-
ployment in the District. It was brought out before that the total fund-
ing for the District, as Mr. Coppie pointed out, was 49,500. If you add
in others for comparing purposes it gets up pretty close to the 55,000
that Dr. Muller uses in his comparative analysis in which transit em-
ployees are included.

Decline in population of the city—we both recognize that. That is a
problem in terms of future fiscal projections and the like.
So I think we are in agreement that there are problems. Now, is not

only a preferable time, but now is the time for Congress, the Council,
and the Mayor to provide remedies to cope with them.
We even agree on the audit. Mr. Tucker said he was supportive of

the audit concept. He wants it done by the City Council. That is the
City Council's prerogative. We agree at least on the need for the
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audit. Maybe we are not in total agreement on the implementation ofthat.
We have some differences, Mr. Tucker. Why is it if you agree, andfeel strongly that there is -a need for the audit by an outside inde-pendent firm, did you keep that within your bosom until such time as

I suggested it publicly?
Mr. TUCKER. I did not see an issue that needed to be made public.

We just established the auditing section under the Home Rule Act.
They have been working on the budget. We had moved in our Finan-
cial and Revenue Committee along the lines, as indicated by Mr.
Barry. We were moving progressively to a consideration of a lot of
things, including the postaudit of the books. We just simply had not
made it a public issue. It was just a part of our overall program.

* That is why I say that communication is probably the major prob-
lem here. Had there been adequate communication, I think you would
have seen that we are going along the same lines. We recognize this
need to understand more fully the exact nature of our fiscal affairs
and where they are headed, and what the likely results are to be. We
recognize this is very important.
A major consideration would be how to fund it. Every dime that is

in our budget, that we know of, is accounted for now. I think that is
the issue. It is a part of our overall plan. We have laid out a work
plan for this finance and revenue field which includes this, but we just
have not made that particularly an issue. It had not been highlighted
in any way except in the committee, but not public in any way.
Mr. BARRY. Mr. Chairman, I think in addition to that, a number of

people have a great deal of distrust in government in general, includ-
ing the Congress of the United States.
The CHAIRMAN. I think we come next to used car salesmen.
Mr. BARRY. Right, which is sort of bad.
The CHAIRMAN. That is what the polls show.
Mr. BARRY. Mr. Chairman, as you may recall, we received the

budget on March 10. We did have some initial disagreement with the
executive. No executive generally would want you to cut the budget,
otherwise they would not have submitted a budget in the form with
which they wanted you to do it. We tried to keep as much of this
dialog back and forth out of the newspapers, because we think they
tend to distort things. They take the negative as opposed to the
positive.
As I point out in my statement, last spring we started working on

this budget resolution. We did include a postaudit provision in it.
The committee has discussed this on at least three occasions prior to
November 14, before we got our final draft as to what it says. It is
about a 30- or 35-page document which we plan to bring to the
Council.
We have not brought it publicly, because we have tried to work

with the executive without appearing to be raising issues and more
distrust there until we can get it rolling. As Mr. Tucker said, the real
question is money. We had asked our auditor, for instance, to do some
auditing for the Department of Resources during our discussions in
the summer. He points out that it would take him over a year with
the limited staff he had just to do that little part. We are working on it
and trying to get it going.



124

The CHAIRMAN. That would be your city auditor?
Mr. BARRY. Mr. Watson.
The CHAIRMAN. So you understand a very substantial undertaking

such as an audit of the city's books, and sometimes referred to as a
post-audit, cannot, under the present staffing, be effectively done by the
city auditor?
From a purely pragmatic point of view in terms of number of per-

sonnel and expertise, it would have to be done by an independent
auditing firm.
Mr. BARRY. Mr. Chairman you and I agree, of course, with that

point that the city auditor ought to have some role in that.
The CHAIRMAN. Absolutely. We are going to meet tomorrow some

time with some auditing experts both inside of Government and out-
side of Government to consider the scope of the audit. We have pro-
vided for Mr. Watson to come. I understand he is going to be here.
Mr. Coppie and his staff may participate. The General Accounting
Office members will come. We hope that all of them will come and
participate in the design and construction of the audit.
Mr. BARRY. Mr. Chairman, have you ruled out the suggestion that

maybe we ought to reconsider how this audit gets started?
The CHAIRMAN. I am going forward with phase I of the survey,

which is a prelude to the audit. The ultimate audit itself will be in
three phases: Phase I is the overview, the prelude

' 
that guides us as

to the scope of the complexity of the actual audit itself. I am com-
mitted in my own mind to going forward with that and will, with the
approval of the Senate Rules Committee.
What we will do with later stages—we will cross that bridge when

we have finished phase I, which will take 8 to 10 weeks from the time
we start.
Insofar as funding is concerned, this is one area in which we can

save the District some money. I think I have the possibility of seeing
to that if a full-blown audit is conducted, which could cost thousands
of dollars. We have some very broad estimates: as low as $500,000,
the highest being $750,000 or more. We would not take this out of the
District of Columbia funds at all.
In fact, it is my intention to move forward to phase II. I think

phase I will compel us to go forward.
But be that as it may, we hope it can be done with other funds,

rather than taking it out of the District of Columbia appropriations.
Does that appeal to you in the sense of a financial saving?
Mr. TUCKER. That appeals very much, but it begs the basic question

however. I think the initial responsibility is ours, because I do not see
that as an oversight function in supervising an audit. It seems to

me that that ought to be a function of the legislature which you
created. It seems to me for just such purposes, that you would review
the actions of the work and the process by which that work gets done.
Mr. BARRY. Mr. Chairman, I think that is important for this ap-

proach in the sense that there are some cities which supervise their own
audit. That independent CPA firm, or GAO, are going to be influenced
by who they do it for in a sense that if the city asked them to do it that
they are going to cover up something.
As you know, CPA's often audit corporations at the request of the

corporation. They have to put their name on the line. Their credibility

and their professionalism goes beyond any one city or any one person.

•

•
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,So I think the idea here is that even though we have raised the prob-lems about the city and its problem, someone might assume to notlet us supervise it, because they might think we are going to try to do
something with it or cover it up. I think that is far from the truth
in the sense that CPA firms or the GAO, have that credibility there,
too. They are not going to mislead or tell lies about what they see and
do not see. That happens in a lot of cities where States jointly, as you
know, join in either paying for it or joint partnerships. I think here
we have ample precedence around the country.
I could very well understand the problem of GAO not having

done these audits before. They are not in the municipal auditing busi-
ness. They audit Federal agencies. That is what Mr. Coppie has talked
about.
I do not have a serious problem with an independent audit, but I

think it ought to be put in the context that GAO has not had any
experience of any magnitude in doing these audits, because they
do not audit municipal governments.
The CHAIRMAN. So this, in a sense, is beyond the scope of responsi-

bility of GAO. That is what we are talking about in phase II, whether
to have an agency audit or a postaudit of a municipal corporation.
GAO has never done such an audit. I think, in due time, it perhaps
could do it.

Secondly, GAO is most anxious that an outside firm be utilized to
design the new fiscal reporting techniques on a separation of powers
basis. They do not want to be in on the design of the new techniques,
the new procedures, et cetera. They want that to come from outside
sources, because they reserve the right to say, "We reject it. We do
not like it. We do not think they are good enough," et cetera.
They definitely want an outside firm to design a technique. As they

pointed out in their letter to Mayor Washington in September, for
the last 31/2 years they have been quietly urging that the District of
Columbia government get an up-to-date, modern, representative audit-
ing system installed.
Mr. Barry, you mentioned that I was already judging the situation.

Oh, yes; I am. I have not tried to appear here in a nonpartisan, dis-
interested capacity, any more than when I introduced the home rule
bill. I brought it to this committee and then conducted some hearings
on it. I was a partisan participant in that bill.
Some of the witnesses testified against the bill and said I had al-

ready made up my mind. This frequently happens in Congress where
a Senator, be he a chairman of a committee or a subcommittee, in-
troduces a bill in the legislative area. It goes to his committee and he
conducts a hearing. It happens more often than not. Senator Kennedy
introduces most of the medical manpower legislation with his Subcom-
mittee on Health, et cetera. There is nothing new about this.
Also, Mr. Barry, you mentioned the bond underwriters the bond

counsel, et cetera, that you and other members of the Council met with
in New York, the very day I introduced my resolution. You know, of
course, that the bond underwriters and the bond counsel, and what have
you, still make their money when and if the bonds are sold. They are
most anxious when you go into the bond market, because that is when
they get the green stuff back.
Mr. John Mitchell was a bond counsel. He was paid, before he got

into the Federal serivce, when the bonds went to market.

62-904 0 - 76 - 9
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I have dealt with underwriters. I have dealt with bond counsel when
I was in the State government of Missouri. They will paint the rosiest
possible picture because the dividends, insofar as they are concerned,
come only when the bonds are marketed.

Buffalo's bonds, for instance, went to market and there was nobody
there to buy them. There was double sadness in the city of Buffalo,
because they were not sold, and an even greater grief in Wall Street
among the bond counsel and the underwriters. They shed lots of
tears over the fact that they did not score.
I am not for a bond counsel or a bond underwriter subsistence act.

They can take their chances with such advice that they gave to the
District, to go to the bond market for $50 million in bonds, at the shaki-
est time in modern municipal bond history. I suggest that when and if
you ever go to the bond market again, get new counsel and new ad-
visers, because they were aiming you down the primrose path. You
were victimized, I think, by very, very poor advice, not only as to the
amount of the issue but as to the timing of the marketability.
As part of this picture, this is just the opening wedge in District of

Columbia bonds. This is the first issue at $50 million. If this goes and
is marketed, $100 million will come on the market for capital im-
provements or in part refunding a debt.
You do not have to be much of an expert on finance at the present

time to know that the District of Columbia cannot sell $150 million
in bonds in today's market. There is a very easily achieved saturation
point. The $50 million being the first issue .followed up by $100 million
will severely overtax the market. That is my opinion. I hold it most
sincerely and I hope I hold it somewhat professionally.
Mr. TUCKER. Mr. Chairman, may I make this one observation ? In

terms of the projections for the future, the Council has really made it
very clear that we are considering this one at a time. The only one we
are considering right now is the one for $50 million, as you know, to re-
tire certain obligations that we currently have.
We have made no judgments in the Council as to what should hap-

pen after this one. At the time that that matter comes up, we will con-
sider it in the same very thorough way that we have considered this.
We really have made that very clear in the Council that this is the
only one we are considering right now. This is the only one we have
in mind. We will review each one as they come along. We will exercise
the greatest scrutiny and use the best judgment then, as we did now,
when those matters come up.
The CHAIRMAN. You heard my exchknge with the Mayor on the

anticipated borrowing habits of the District for the next 6 years.
They averaged in the first 3 or 4 years $200 million or thereabouts,
and it was to tail off to about $100 million in 6 years. There was a mix
insofar as the programmatic planning for the District was concerned—
which means borrowing from the Treasury.
The Mayor has said that there is $600 million in already authorized

capital projects that need to be funded and $300 million in new ones.
So the anticipation by the Mayor and your anticipation may not

be the same, but the anticipation of the Mayor in the forseeable future
is to go to the bond market.
As it was explained to me, part of the reason in going now was to

try to get an attractive enough rating to make the subsequent issue
of the $100 million more attractive and to establish a track record.
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I submit to both of you gentlemen, and the Mayor, when all of this
is said and done a year or so from now, and the city's records are
kept in accordance with generally accepted accounting procedures, I
think the District of Columbia's ability to go to the market at an
attractive interest rate will be significantly enhanced. Or, to put it
another way, I think you will be going to the market in a better
posture a year or two from now than you would be going today with-
out the accredited and recognized fiscal procedures to be part of the
underpinning of your bond offer.
Mr. BARRY. Mr. Chairman, the point you made about our bond

counsel and financial advisers—I disagree with you on it. But assum-
ing what you say is true, that they are all wet and everything, et cetera,
the act itself protects the District of Columbia very clearly. It says,
and you may differ on whether it means 8 percent, but at least it says
in the act itself which we have here that the Mayor has to reject those
bids, if they are over 8 percent. That was what was going on then.
Not only that, Mr. Chairman, the act very specifically limits the

amount of annual payment which can be made from the District of
Columbia Treasury to retire those bonds. Assuming they are wet, or
they are not right—I do not agree with you on that—but the act
itself protects the District. It protects the taxpayers and the Congress
from this bad advice.
The CHAIRMAN. You have to protect, Mr. Barry, the purchasing

public. Now, there will be sophisticated purchasers: Banks, insurance
companies, and the like. They can take their risks. But there is a
thing called the public at large. You have seen them on television.
These nice elderly couples who run grocery stores. Did you see on
television one night a couple whose whole life savings were in New
York City bonds? The bonds had been pushed by these very same
underwriters that you mentioned.

First Boston Corp. became publicly disenchanted with New York,
but all of the big ones—Salomon Bros.—all were in the conspiracy
of silence. The Secretary of the Treasury, Bill Simon, was their top
municipal bond salesman. I do not know where he will go after he is
Secretary of the Treasury, but if he gives Salomon Bros. the same
kind of advice he is giving the President of the United States, Salo-
mon Bros. had better beware.
They were all in on this. These are pretty knowledgeable people.

They can make a buck. The innocent purchaser who buys bonds, some-
times cannot protect himself. I will try to protect him as best I can.
Mr. BARRY. Mr. Chairman, can I make one more point before we

leave?
The CHAIRMAN. Yes.
Mr. BARRY. That is the question of employment levels. It is true,

I guess, the Council could have moved and the Mayor could have
moved to fire thousands of people. But I think it was a policy decision
of this first year of home rule—and a lot of reasons—we wanted to
get into a no-RIP situation. We wanted to try to bring this level down
through some kind of normalcy as opposed to a situation where all
of a sudden you fire 5,000, 6,000, or 7,000 people.
As you know, Washington is unique in a sense that we do not have

industry here. We do not have anything here except the Federal Gov-
ernment and the District Government which owns 55 percent of the
land.
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So it was a policy decision not to do it that way. I think we made
a right decision in not firing this first year thousands of people, par-
ticularly when we can afford in a normal way, through attrition, to
move ahead and keep them on the payroll. And they are doing pro-
ductive work. It is not like they are sitting on their fingers and hands
and not doing anything.
I think that it is important to note that we knew we had a problem

in that area. But how do you solve it and how do you move ahead so
that you do not disrupt the livelihood and lives of thousands of people
who depend on this government for some kind of direction? I do not
think any of us want to do that. I am sure with our plan we can get
down to a point we all would like and people could normally adjust
in this situation.
I think you ought to know that we are aware of it, but as a policy

decision we did not fire anybody. That is important.
The CHAIRMAN. Thank you, Mr. Barry and Mr. Tucker.
Mr. TUCKER. Thank you, Mr. Chairman.
The CHAIRMAN. Our next witness will be Robert Reischauer of the

Congressional Budget Office. He has prepared an analysis for us. I
identified Dr. Reischauer earlier, when Mayor Washington was testify-
ing, as the author of the CBO's report on New York City.
I want to repeat for the record what I said then. It is the best single

document that has been prepared on New York City's fiscal crisis, and
was prepared under Dr. Reischauer's direction. He will be accom-
panied by Ms. Adele Jackson, principal analyst.
We are pleased to have you testify before the committee this morn-

ing. Your full prepared statement will appear in the record at the
conclusion of your testimony.

STATEMENT OF ROBERT D. REISCHAUER, SPECIAL ASSISTANT TO
THE DIRECTOR, ACCOMPANIED BY ADELE JACKSON, PRINCIPAL
ANALYST, CONGRESSIONAL BUDGET OFFICE

Mr. REISCHAUER. Mr. Chairman, I appreciate this opportunity to
appear before the Committee on the District of Columbia.
The Congressional Budget Office, at your request, is preparing a

short background paper that both summarizes the broad fiscal trends
that have affected the budget of the District of Columbia and discusses
the forces that are likely to influence the city's fiscal position in the
decade ahead. These issues are of relevance to the new congressional
budget process as well as to this committee for in recent years the 

increased
significantly.

payment to the District of Columbia has 
'significantly.

It is clear that we are at the beginning of a new era for city finances.
The New York City crisis has changed the ways in which we evaluate
the fiscal practices of local governments. For years these practices were
of concern to only a few, now they are front page news. Questions are
being asked that were rarely, if ever, raised in public forums before
and a general reassessment of past positions and practices is taking
place. The public is demanding to know whether there is fiscal gim-
mickry in their city's budget and whether the commitments are being
made today that are beyond their city's long-range fiscal capability.
In short whether they are headed down the New York City road.



129

Although definitive answers to these particular questions with
respect to the District of Columbia are not yet available, I would like
to focus my remarks on some of the issues that increasingly will have
to be faced by the District of Columbia in this new, more open era
of municipal finance.
One of the foremost of the new questions is "What is the long-range

or intermediate-range budget outlook for the city?' Few local govern-
ments in the United States are in a position to respond to this question
with more than a shrug of the shoulders. Fortunately the District is
an exception, for under the charter it is required to submit a multiyear
revenue and expenditure plan. The city should be commended for the
straightforward and competent manner in which it carried out this
mandate. However, the picture painted in these reports is far from
optimistic. Outlays for existing and planned programs are projectedto grow by some 12.6 percent per year over the 1976 to 1980 period,
while revenues from current authority are expected to rise by only 5
percent per year. If this scenario is played out a gap between antici-
pated expenditures and revenues of $509 million would exist in 1980.
The tremendous magnitude of this gap is best illustrated by noting
that to close it would require a hike of 64 percent in the anticipated
1980 revenues that are controlled by the city or a reduction of 31 per-
cent in expected city expenditures. Or, to put it another way, the
source gap extrapolated to New York City's population would be
roughly $5 billion as compared to the actual gap of $800 million that
faced New York City this year.
The size of this projected budget gap, of course, is dependent upon

the assumptions that are used concerning the overall rate of inflation
and economic growth.
Fortunately, however, we are not left to guess about the sensitivity

of the budget gap to economic conditions. The District of Columbia
estimated the size of this gap using a more pessimistic and a more
optimistic view of the economy than that contained in the figures I
have just cited. Under the former the gap in 1980 widened to some
$660 million, while under the more rosy scenario it narrowed to $390
million. The conclusion that arises from this analysis is that even an
unexpectedly strong economic recovery will not obviate the necessity
for the District of Columbia to make some very difficult budget choices
in the near future.

Potential investors in city bonds are going to want to know how. the
city and the Congress are likely to close the budget gap, questions
that can be answered only by the city and this body, not by analysis.
Are taxes going to be raised? If so, which taxes? Are Federal grants
going to be increased? Is the anticipated growth in spending going to
be reduced? If so, what categories of spending will be cut?
Given answers to questions like these, economic analysis may address

the issues of the effects of such changes on the long run economic
viability of Washington and its ability to attract businesses and tax-
paying residents.
A second question that increasingly is being asked of cities is "What

liabilities do you have over and above the obvious obligation repre-
sented by outstanding debt?" In the District of Columbia, as in many
cities, the unfunded or underfunded retirement programs for public
employees represent the city's major liability.
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The District government administers three retirement programs
which cover approximately 36 percent of its work force. The largest of
these is the Metropolitan Police and Fire Retirement System. This
system is operated on a pay-as-you-go basis: In other words no reserve
has been established to help pay for future pension benefits that are
being earned by current employees. Employee contributions are applied
to the city's general fund and benefits are paid out of current revenues.
While this is the least expensive method of operating a pensioli system
in the short run, pension liabilities will continue to mount under this
method and will represent an increasingly large drain on the city's
budget. The two other systems—the Teachers Retirement System and
the Judges Retirement System—are partially funded. The Teacher
Retirement System has a fund valued at $59.2 million into which em-
ployee contributions and investment earnings are deposited and out
of which retirement benefits are paid. The District of Columbia pays
into this fund the amount needed to maintain it at its current author-
ized level. However, as long as this level remains constant the system's
liabilities will increase faster than the capability of the fund to meet
them. The Judges Retirement System is by far the smallest, with a
fund balance of slightly under $1 million. Retirement benefits for
judges are paid out of an annual appropriation by the city; contribu-
tions by judges are paid into the fund and survivor's annuity payments
are made out of the fund. Since the contributions and investment
earnings of this fund exceed the annuity payments the fund balance
grows from year to year but not sufficiently rapidly to reduce the size
of the unfunded liability.
In total the unfunded liability of the District's three pension sys-

tems was estimated by the District of Columbia to be between $1.16
billion and $1.56 billion at the end of fiscal year 1975. If current prac-
tices are continued these liabilities will grow by some 17 percent by
fiscal year 1980.
In effect these liabilities represent the accumulated consumption of

services by yesterday's and today's populations that will have to be
paid by tomorrow's taxpayers. If these liabilities represented a fairly
constant sum and if the economic base of the city were expected to
grow apace with the economy the existence of these obligations would
not be cause for a great deal of concern. However, this has not been
the case and therefore in the District of Columbia, as in many large
cities, the fraction of each tax dollar consumed paying for yesterday's
services in the form of unfunded pension benefits has been growing.
This cannot help but reflect upon a jurisdiction's desirability as a
potential place of residence or business, for most taxpayers like to
pay for the services they are actually receiving, not for those consumed
by previous generations.
The District of Columbia has elaborated a number of ways in which

the unfunded liabilities of the retirement programs can be reduced
gradually over a proper period of time. Therefore, there is no reason
why this situation cannot be handled in an orderly fashion but the
hard decisions on how it is to be handled have yet to be made to date.
To the extent that a solution requires the District of Columbia to in-
crease its contribution to the retirement systems the size of the budget
gap that was discussed previously will be increased for this gap as-
sumes a continuation of current pension practices.
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While not of an identical nature to the pension liabilities, it shouldbe mentioned that both Metro and the city's capital improvement pro-gram could prove to be claimants on more of the city's future resourcesthan anticipated in the city's intermediate term expenditure projec-
tions. With respect to Metro there is still a great deal of uncertainty
regarding how much of the system will be built, how much that portion
which is built will cost and how large the operating deficit of the rail
and bus systems will be allowed to grow. If the experiences of other
cities tells us anything it is that even the most carefully made capital
and operating cost estimates for mass transit systems are usually far
too low.
In keeping with the mandate of the Congressional Budget Office

to provide the Congress with nonpartisan analysis of matters affect-
ing the Federal budget, I cannot make a recommendation concern-
ing the advisability of the District entering the municipal bond mar-
ket at this time. The immediate needs must be balanced against the
less palpable dangers. In closing I would like to touch upon the con-
flicting considerations that should be weighed in making such a de-
cision.
On the one hand the unsettled state of the municipal bond market

would seem to indicate that now is not a propitious time to stage a
premier. The New York City crisis has had an undeniable effect.
Many investors have begun to question the security and stability that
municipal bonds were once assumed to provide. The thought that tax
revenues may be used to support essential services in New York while
payment of interest and principal on bonds and notes is delayed has
many investors asking what a "first line" on tax revenues is really
worth.
As a result of these changed attitudes as well as the high volume of

municipal issues interest rates in the tax exempt market have risen
to high levels relative to those in the taxable market. Thus the advan-
tages of the tax exempt market may not be as great as normal.
Of course, from an individual issuer's perspective, overall market

conditions are less important than the specific rate you face and clearly
there is a tremendous variation in the rates municipalities are pay-
ing today.
No one can predict how the District of Columbia would be received

if it entered the municipal bond market at this time. However, several
of the patterns that are in evidence in this market do not augur well
for the District.
For one thing large central cities in the Northeast and Northcentral

regions appear to have been forced to pay extremely high interest rates
recently because of their actual or superficial resemblance to New
York City. The District of Columbia could well find itself tarred
with this brush as well. Without a history of familiarity with the city,
investors may incorrectly assume that the 1 year cash imbalance of
$69 million reported by the District of Columbia Municipal Research
Bureau, represents the same sort of fiscal dilemma that faced New
York City.
Another pattern that seems to be in evidence in the municipal bond

market is the flight of investors toward quality issues.
It is not clear how this trend would affect the District; the backing

of District debt with the Federal payment and the knowledge that
Congress is taking an active interest in the city's budget situation may
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offset any investor hesitation arising from the central city type eco-
nomic problems afflicting the city and the awareness that, relative to
other cities, Washington has a considerable amount of debt outstand-
ing already.
While the uncertain situation facing the 'bond market would seem

to urge a policy of delay and restraint, there are considerations on the
other side as well.
(1) There is the possibility that debt service costs could be reduced

if the limited bond issue for January alone is considered and if the
rate paid by the District is below that currently paid to the Treasury.
This could free up revenues to reduce the city's fund deficit.
(2) The projects to be funded may be badly needed and postpone-

ment 'may hurt the city and its residents.
(3) Delay may have financial costs. If capital projects that must

be built are put off not only will inflation force up the eventual cost
of completing these projects but also a cost will be incurred by District
residents in the form of delayed or foregone services.
The decision before this committee is a complex one, but you and

the city are to be commended for facing these issues squarely and
iopenly n a way that insures that whatever 'problems the city may have

in its future they will not be as they were in New York, the result of
a reluctance to face difficult issues in a timely manner.
Thank you.
The CHAIRMAN. Thank you very much, Dr. Reischauer and Ms.

Jackson. You have fulfilled the responsibility of the Congressional
Budget Office. You are not to come before the committee and say
you have to do this or you must do that. The principal purpose of
the CB0 is to lay out intelligently the various options that are avail-
able in making a decision.
You did so extraordinarily well in the New York analysis for a

decision that Congress had to adopt, but you laid out several possibili-
ties that go into a difficult decision. You have done that in this
document.
You stated extremely well the preconceived nation with which I

came in this room this morning. You stated very well the arguments
that Mr. Coppie, the Mayor, and Mr. Tucker would make for the
District of Columbia. You have done an excellent job.
I want to keep you in that posture. Let me ask you a few questions.

Is it fair to say that the increasing debt posture of the District of
Columbia

' 
which is $1 billion now and going to presumably $1.9 billion

in the next 6 years, is a substantial increment in debt and cause a con-
cern in District of Columbia finances ?
Mr. REISCHAUER. In the area of municipal finance, everything seems

to be relative. A lot of figures which have been brought forward today
are of the form of comparing the District of Columbia to New York,
San Francisco, and St. Louis. Obviously, a 90-percent increase in out-
standing debt over a 6-year period is a large increase, but how large
we think it is in the year 1980 or 1981, will probably depend largely
on what happens to New York City in these other areas. We will once
again be comparing outstanding debt from one city to 'another.
While I will say it is a large increase—I think Mr. Coppie said that

it was a large increase or magnitude that occurred over the last decade
or so in the District—whether we judge this to be unreasonable will
really depend on what other governments do over this period.
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The CHAIRMAN. What about the same analysis of the deficit of the
District. You mentioned it in your prepared statement of a cash bal-
ance deficit of $69 million or an obligational deficit of $45 million, but
if this goes on for 3 or 4 years continuously, then is it not a problem
of concern?
Mr. REISCHAUER. Yes. It is a problem of concern.
The CHAIRMAN. You mentioned the escalating unfunded pension

benefits. I need not ask you about that. That is a gigantic problem for
the District. It now costs them $46 million or $48 million a year under
this. That zooms up. As these balloon out, by the year 1990, they will
take a staggering toll on any governmental budget., will they not?
Mr. REISCHAUER. Yes they will. There is a fundamental differ-

ence between the situation facing the Federal Government and that
facing New York City, the District, or any State government, and
that is the Federal Government's budget position will be as strong as
the Nation as a whole. But within individual jurisdictions you have
the problems of the ebbs and flows of regional economic activity. You
have declining States, declining cities, in which people are faced with
extreme tax burdens caused largely by paying for services rendered
in the past. It will affect their decisions on where to do business.
I think they then would also turn back and reflect on the economic

base of the city as a whole and its ability to meet those obligations
that it has.
The CHAIRMAN. In all fairness, would not you surmise that there

are too many cities in the United States that are in a posture very
close to Washington, D.C. ?
Mr. REISCHAUER. Yes. The District is not unique, but neither is the

situation of coming to grips with this problem. It is one where we are
going to see more and more investors and people concerned with
municipal finance demanding that large city pension systems be got-
ten under control.
The CHAIRMAN. This committee has a unique responsibility, it is

the duty of the District of Columbia Committee, of which I am the
Chairman, to approach this problem more broadly.
I am convinced the problems of the cities will remain the number 1

problem for the rest of my lifetime in the United States. It will affect
the whole gamut of human living schools, hospitals, transportation,
housing, nutrition, health care services, et cetera.
The problems that the District faces are shared by many other cities.

I am not going to draw out a recommendation from you. That would
spoil your overview neutrality—but I will give mine.
I think, for instance, when we get to revenue sharing, as much as I

like to see money go to my State capital, and other Missouri cities,
that we are going to have to pay some special attention to the very spe-
cial and very compelling problems that urban America faces.
Thank you very much, Dr. Reischauer, As previously stated, your

prepared statement will appear at this point in the record.
[Dr. Reischauer's prepared statement follows.]



134

Statement of

Robert D. Reischauer
Special Assistant to the Director

Congressional Budget Office

Before

The Committee on the District of Columbia

December 2, 1975

Mr. Chairman, I appreciate this opportunity to

appear before the Committee on the District of Columbia.

The Congressional Budget Office, at your request, is

preparing a short background paper that both summarizes

the broad fiscal trends that have affected the Budget of

the District of Columbia and discusses the forces that

are likely to influence the city's fiscal position in

the decade ahead. These issues are of relevance to the

new Congressional Budget Process as well as to this

Committee for in recent years the federal payment to the

District of Columbia has increased significantly.

It is clear that we are at the beginning of a new

era for city finances. The New York City crisis has

changed the ways in which we evaluate the fiscal prac-

tices of local governments. For years these practices

were of concern to only a few; now they are front page

news. Questions are being asked that were rarely, if

ever, raised in public foru7r; 1,efore and a general
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reassessment of past positions and practices is taking place

everywhere. The public is demanding to know whether there is

fiscal gimmickry in their city's budget and whether com-

mitments are being made today that are beyond their city's

long range fiscal capability -- in short whether they are

headed down the road traveled by New York City.

Although definitive answers to these particular

questions with respect to the District of Columbia are not

yet available, I would like to focus my remarks on some of

the issues that increasingly will have to be faced by the

District of Columbia in this new, more open era of municipal

finance.

One of the foremost of the new questions is "What is

the long or intermediate range budget outlook for the city?"

Few local governments in the United States are in a position

to respond to this question with more than a shrug of the

shoulders. Fortunately the District is an exception, for

under the Charter it is required to submit a multi-year revenue

and expenditure plan. The city should be commended for the

straightforward and competent manner in which it carried out

this mandate. However, the picture painted in these reports
1

is far from optimistic. Outlays for existing

1.
Office of Budget and Management Systems, Multi-Year 
Financial Plan for FT1976-80 (March 1975) and Budgeting 
for City Objectives Under Home Rule (April, 1975).

2
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and planned prociras are projected to grow by some 12., per-

cent per year over the 1976 to 1980 period, while revenues

from current authority (before the recent tax package was

approved) are expected to rise by only 5 percent per year.

(See Table 1) If this scenario is played out a gap between

anticipated expenditures and revenues of $509 million would

exist in 1980. The tremendous magnitude of this gap is best

illustrated by noting that to close it would require a hike

of 64 percent in the anticipated 1980 revenues that are

controlled by the city or a reduction of 31 percent in expected

city expenditures. Or, to put it another way, the budget gap

extrapolated to New York City's population would be roughly

$5 billion as compared to the actual gap of $800 million that

faced New York City this year.

Table 1. Multi-Year Financial Plan Expenditure-Revenue
Summary (Dollar Amounts in Millions)

FY1976 FY1977 FY1978 FY1979 FY1980 Annual
Growth
Rate

Expenditure
Budget
Authority 1,072.6 1,200.6 1,347.5 1,519.5 1,647.3 11.3
Outlays 1,016.4 1,182.2 1,325.5 1,493.7 1,628.2 12.6

Revenues
Current
Authority 918.6 974.9 1,027.3 1,071.4 1,119.0 5.0

Fiscal Gap 97.8 207.3 298.2 422.3 509.2 -

Source: Multi-Year Financial Plan for FY1976-80, page 10.

The size of this projected budget gap, of course, is

dependent upon the assumptions that are used concerning

the overall rate of inflation and economic growth.

3
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Fortun- L21y, howev- - are not left to c-,uess about t1

sensitivity of the =12,get gap to economic conditions.

The District of Col—lbia estimated the size of this gap

using a more pessimistic and a more optimistic view of

the economy than that contained in the Figures I have

just cited. Under the former,the gap in 1980 widened

to some $660 million, while under the more rosy scenario

it narrowed to $390 million. The conclusion that arises

from this analysis is that even an unexpectedly strong

economic recovery will not obviate the necessity for the

District of Columbia to make some very difficult budget

choices in the near future.

Potential investors in city bonds are going to want

to know how the city and the Congress are likely to close

the budget gap, questions that can be answered only by

the city and this body, not by analysis. Are taxes going

to be raised? If so, which taxes? Are federal grants

going to be increased? Is the anticipated growth in spend-

ing going to be reduced? If so, what categories of spend-

ing will be cut?

Given answers to questions like these, economic analy-

sis may address the issues of the effects of such changes

on the long run economic viability of Washington and its

ability to attract businesses and tax-paying residents.

A second question that increasingly is being asked of

cities is: "What liabilities do you have over and above the

obvious obligation represented by outstanding debt?” In the

District of Columbia, as in many cities, the unfunded or

4
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underfunded retirement programs for public employees repre-

sent the city's major liability.

The District government administers three retirement

programs which cover approximately 36 percent of its work

force. The largest of these is the Metropolitan Police

and Fire Retirement System. This system is operated on

a pay-as-you-go basis: in other words no reserve has been

established to help pay for future pension benefits that

are being earned by current employees. Employee contribu-

tions are applied to the city's general fund and benefits

are paid out of current revenues. While this is the least

expensive method of operating a pension system in the short

run, pension liabilities will continue to mount under this

method and will represent an increasingly large drain on the

city's budget. The two other systems -- the Teachers Retire-

ment System and the Judges Retirement System -- are partially

funded. The Teacher Retirement System has a fund valued at

$59.2 million into which employee contributions and invest-

ment earnings are deposited and out of which retirement

benefits are paid. The District of Columbia pays into this

fund the amount needed to maintain it at its current authorized

level. However, as long as this level remains constant the

system's liabilities will increase faster than the capability

5

,



139

of the fund to meet them. The Judges Retirement System is

by far the smallest, with a fund balance of slightly under

$1 million. Retirement benefits for judges are paid out

of an annual appropriation by the city; contributions by

judges are paid into the fund and survisor's annuity pay-

ments are made out of the fund. Since the contributions

and investment earnings of this fund exceed the annuity

payments the fund balance grows from year to year but not

sufficiently rapidly to reduce the size of the unfunded

liability.

In total the unfunded liability of the District's

three pension systems was estimated by the District of

Columbia to be between $1.16 and $1.56 billion at the end

of fiscal year 1975. If current practices are continued

these liabilities will grow by some 17 percent by FY1980.

In effect these liabilities represent the accumulated

consumption of services by yesterday's and today's popula-

tions that will have to be paid by tomorrow's taxpayers

If these liabilities represented a fairly constant sum and

if the economic base of the city were expected to grow apace

with the economy, the existence of these obligations would

not be cause for a great deal of concern. However, this

has not been the case and therefore in the District of

Columbia, as in many large cities, the fraction of each tax

dollar consumed paying for yesterday's services in the form

6
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of unfunded pension benefits has been growing. This cannot

help but reflect upon a juriSdiction's desirability as a

potential place of residence or business,for most taxpayers

like to pay for the services they are actually receiving,

not for those consumed by previous generations.

The District of Columbia has elaborated a number of

ways in which the unfunded liabilities of the retirement

programs can be reduced gradually over a proper period of

time. Therefore, there is no reason why this situation

can not be handled in an orderly fashion but the hard

decisions on how it is to be handled have yet to be made.

To the extent that a solution requires the District of

Columbia to increase its contribution to the retirement

systems the size of the budget gap that was discussed pre-

viously will be increased for this gap assumes a continua-

tion of current pension practices.

While not of an identical nature to the pension lia-

bilities, it should be mentioned that both Metro and the

City's Capital Improvement Program could prove to be claimants

on more of the city's future resources than anticipated in

the city's intermediate term expenditure projections. With

respect to Metro there is still a great deal of uncertainty

regarding how much of the system will be built, how much

that portion which is built will cost and how large the

operating deficit of the rail and bus systems will be allowed

7
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to grow. If -_,xperience of other cities tells us anything

it is that even be most carefully made capital and operating

cost estimates for mass transit systems are usually too

low. With respect to the city's ambitious capital improve-

ment program the sprectre of cost overruns is present also.

Since the proposed plan of improvements at currently projected

costs places the city's debt service costs close to the maximum

level permitted under the Home Rule Law, increased borrowing may

not represent a viable alternative method of financing unanti-

cipated costs. Rather construction plans would have to be

scaled back or current revenues would have to be diverted

to the capital account. As the intermediate range revenue

projections make abundantly clear there will be no excess

revenues just waiting to be tapped for capital projects.

In keeping with the mandate of the Congressional Budget

Office to provide the Congress with nonpartiSan analysis

of matters affecting the federal budget, I can not make a

recommendation concerning the advisability of the District

entering the municipal bond market at this time. The City's

immediate needs must be balanced against the less palpable

dangers. In closing I would like to touch upon the conflict-

ing considerations that should be weighed in makin'g such

a decision.

On the one hand the unsettled state of the municipal

bond market would seem to indicate that now is not a propitious

time to stage a premiere. The New York City crisis nas nad

an undeniable effect. Many investors have begun to question

8
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the security and stability that municipal bonds were once

assumed to provide. The thought that tax revenues may be

used to support essential services While payment

of interest and principal on bonds and notes is delayed has

many investors asking what a "first lien" on tax revenues

is really worth. As a result of these changed attitudes

as well as the high volume of municipal issues,interest

rates in the tax exempt market have risen to high levels

relative to those in the taxable market. Thus the advan-

tages of the tax exempt market may not be as great as normal.

Of course from an individual issuer's perspective, overall

market conditions are less important than the specific rate

you face and clearly there is a tremendous variation in the

rates municipalities are paying today. No one can predict

how the District of Columbia would be received if it entered

the municipal bond market at this time. However,several of

the patterns that are in evidence in this market do not

augur well for the District. For one thing large central

cities in the Northeast and Northcentral regions appear to

have been forced to pay extremely high interest rates because

of their actual or superficial resemblance to New York City.

The District of Columbia could well find inself tarred with

this brush as well. Without a history of familiarity with

the city, investors may incorrectly assume that the one year

9
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cash imbalance of $69 million reported by the District of

Columbia Municipal Research Bureau, Inc. represents the same

sort of fiscal dilemma that faced New York City this year.

Another pattern that seems to be in evidence in the

municipal bond market is the flight of investors towards

quality issues. It is not clear how this trend would

affect the District; the backing of District debt with

the federal payment and the knowledge that Congress is

taking an active interest in the city's budget situation

may offset any investor hesitation arising from the central

city type economic problems afflicting the city and the

awareness that, relative to other cities, Washington has

a considerable amount of debt outstanding.

While the uncertain situation facing the bond market

would seem to urge a policy of delay and restraint, there

are considerations on the other side as well. First, there

is the possibility that debt service costs could be reduced

if the limited bond issue for January alone is considered

andif the rate paid by the District is below that currently

paid to the Treasury. This could free up revenues to reduce

the city's fund deficit. Second, the projects to be

funded may be badly needed and postponement may hurt the

city and its residents. And third, delay may have financial

costs. If capital projects that must be built are put off

not only will inflation force up the eventual cost of com-

pleting these projects but also a cost will be incurred by

10
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District residents in the form of delayed or foregone

services.

The decision before this Committee is a complex one but

the Congress and the city are to be commended for facing these

issues squarely and openly in a way that ensures that what-

ever problems the city may have in its future they will not

be,as they were in New York, the result of a reluctance to

face difficult issues in a timely manner.

Thank you.

11
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The CHAIRMAN. The committee will now recess. We may be gone
as much as an hour. I have a meeting I must go to with the Secretary
of Transportation.
Mr. Dearborn and Mr. Muller have consented to stay with us. They

have been very patient.
[Recess taken.]

AFTER RECESS

The CHAIRMAN. The committee will come to order.
My apologies to everyone. You have been very patient. We will try

to move along.
May I say before we forget it, the committee will meet tomorrow to

take a vote on the bond issue question.
We will meet in a public room, and we will announce it when we

find a room, and it will be off the Senate floor at the time of the first
vote.
It will be at the time of the first Senate vote tomorrow, whenever

that first vote comes, and the press is welcome to come to the meeting
and observe it.
There will be no TV cameras, because it apparently violates a rule.
Our next witness is Mr. Philip M. Dearborn, Executive Director,

D.C. Municipal Research Bureau.

STATEMENT OF PHILIP M. DEARBORN, EXECUTIVE DIRECTOR,
DISTRICT OF COLUMBIA MUNICIPAL RESEARCH BUREAU

Mr. DEARBORN. Mr. Chairman, with me is Mr. Jim Crawford, and I
am Philip M. Dearborn, the Executive Director of the D.C. Municipal
Research Bureau.
The CHAIRMAN. Thank you for being with us.
By way of background purposes, what is the D.C. Municipal Re-

search Bureau?
Mr. DEARBORN. The D.C. Municipal Research Bureau is a volun-

tary membership organization concerned with the government of the
District of Columbia.
We do independent research on city government issues and make the

results available to the public.
We do not advocate any particular courses of action.
The CHAIRMAN. The funding of this bureau is made up primarily

of businessmen, professionals, and companies. Would that be a fair
summary?
Mr. DEARBORN. I think that is a fair summary.
We do have individual members also.
The CHAIRMAN. Now, could you give us a little of your personal

background, Mr. Dearborn? What kind of experience have you had
in matters relating to accounting?
Mr. DEARBORN. Mr. Chairman, my experience in relation to account-

ing has not been extensive.
I have served as a budget officer in Fairfax County, and as deputy

county executive for financial affairs in the county.
I have served as finance director for the city of Cleveland, conducted

a study entitled "City Financial Emergencies," advised the Commis-
sion on Intergovernmental Relations, been on the staff of the Office of
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Management and Budget, dealing primarily with problems relating to
the implementation of revenue sharing.
The CHAIRMAN. Very good.
I especially welcome you with those considerable credentials.
You may proceed.
Mr. DEARBORN. Thank you, Mr. Chairman.
I have ben asked to appear here today to discuss with you the

Bureau's published reports on the District, and specifically, "Paying
for Capital Improvements" (November 1974) , "Financial Report-
ing" (August 1975), and "Analysis of City Financial Operations for
Fiscal 1975" (November 1975). Because each member of the commit-
tee has been supplied with a copy of these three Bureau reports, I will
only highlight the findings and conclusions, which relate to the issu-
ance of $50 million in refunding bonds.
The question of issuing refunding bonds was addressed in our pub-

lication, "Paying for Capital Improvements," on page 16. Specifical-
ly, the report stated:
Refunding: It also appears that the City should defer any consideration of

refunding existing Treasury loans with tax exempt bonds. The present high
interest rates for all securities, and the difficulty of maintaining demand for a
large volume of District bonds, would minimize potential interest savings. After
the District has established a substantial market for its bonds, and at a time
when interest rates are more favorable, consideration should then be given to a
selective refunding program.

At the time this conclusion was ,reached, in November 1974, we
anticipated that the city would be selling a substantial amount of
project bonds soon after the advent of home rule. It appears that if
the District simultaneously attempted to sell refunding bonds while
also selling project bonds, the city would have flooded the market
with District bonds before the market had had an opportunity to re-
ceive and evaluate the District as a new municipal credit. This would
have unnecessarily increased the interest rates on both the project and
refunding bonds. For a number of reasons the District has not pro-
ceeded with the issuance of project bonds and does not now have any
legislation pending for their issuance. In view of this fact, it does not
appear that issuing the proposed refunding bonds would present the
marketing problem contemplated in the report. Whether the District,
in today's high interest market, will gain any substantial interest sav-
ings from such issuance is stll unclear, but the authorizing legislation
does not require sale, if there is no advantage to the city.
While the question of whether the District should issue refunding

bonds has interesting technical aspects, it does not appear to represent
any major substantive issue in the context of the District's overall
financial problems. As reported in the Bureau's "Analysis of City
Financial Operations for Fiscal 1975," the District's immediate
problems relate much more directly to the balancing of current re-
ceipts with current expenditures, than to issues related to the sale of
refunding bonds. I know there has been concern expressed this morn-
ing and publicly in other areas by members of the committee that this
basic budget balancing problem needs to be faced before the city public-
ly issues any bonds. Certainly the question of the District's present
financial status is one that potential investors will want to explore
very carefully, and one that will require good and complete informa-
tion and to provide assurances that it is coping with its financial
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problems before issuing bonds, the better will be its credit ratings
and its interest rates.
In recognition of this need for good financial information, the Bu-

reau issued "Financial Reporting," which urged that the accounts
and reports of the District be prepared in conformity with accepted
national municipal standards and with an independent auditor's
opinion resulting from a postaudit. Because the city has operated un-
der Federal accounting and reporting standards in the past, conform-
ity with accepted municipal standards and a typical municipal post-
audit had not been considered necessary prior to home rule, and it was
confirmed this morning by the Chairman of the Council, and Chairman
of the Revenue Committee, that the City Council is now considering
the enactment of legislation that would routinely provide for the
preparation of the city's financial reports in accordance with national
standards and would provide for an annual postaudit in connection
with these reports. It is important to note that for a substantial num-
ber of local governments a postaudit is a routine annual occurrence,
and is done to provide an independent assurance to the credibility of
the government's own reports.
In connection with these hearings, it is my understanding that the

committee may also wish to review the overall status of the city's debt
and its operating budgets. Because this is a large and complex subject,
I will not try to repeat the detailed findings of our reports on "Paying
for Capital Improvements" and our "Analysis of City Financial Oper-
ations for Fiscal 1975," but I would like to mention a few important
points that you may wish to consider. I might say you have already
touched really on these but I will, for the record, read them in any
event. The city presently has over a billion dollars in long-term Treas-
ury loans and expects by 1980 to have approximately $1.8 billion in
long-term debt. The amount of debt outstanding, together with the
interest on it, represent a future liability which will have to be paid
from future revenues.
The most obvious way to reduce costs would be to reduce the size of

the capital improvements program by eliminating lower priority proj-
ects, and certainly such a solution should be considered. Since much of
the program has already been authorized by Congress and is well
underway, and in light of previous commitments and current rates of
inflation, it may be difficult to reduce by any substantial amount the
total projected cost for the capital improvements program. As an
alternative, the Bureau's report suggests a delay and stretchout of the
program to reduce debt service costs on the 1976-80 budgets. The issu-
ance of refunding bonds to replace existing debt with lower interest
debt, also has potential for reducing costs.
However, the annual requirements for payment of principal and

interest are only one of a number of major future financial commit-
ments facing the District, all of which together will make the balanc-
ing of receipts and expenditures more difficult in future years. In this
regard I refer you to the city's own publication, "Multi-Year Financial
Plan for Fiscal 1976-80," as perhaps the best source of information on
how all of these commitments will result in a substantial gap between
projected revenues and projected expenditures.
Because the Bureau has not issued public reports on such other costs

as thdse for the Metro deficit, for police and fire retirement systems, for
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annual pay increases, for welfare and medicaid programs, and for
other significant and growing items in the District's budget, we are not
able to offer definitive suggestions as to how these costs can be con-
trolled. It is apparent, however, from our review of the city's experi-
ence in fiscal 1975, during which year spending on both an obligation
and a cash disbursement basis exceeded revenues, that the District will
have to impose stringent budget measures and pay close attention to
the balance between revenues and expenditures in future years. As we
reported:
A one year imbalance between revenues and expenditures, and a fund deficit

occur with some frequency in other major cities; when promptly diagnosed and
corrected, these funding imbalances or deficits cause no serious problems.

The District does have a problem in that its future expenditure
requirements are projected to be larger than its future expected reve-
nues. What this means in municipal budgeting is that the city will have
to move to increase its revenues or decrease its expenditures. It can be
expected that neither alternative will be pleasant to the community or
to the officials who have to make the decisions. I am confident that the
officials at the District Building, on both the executive and the legisla-
tive side, already understand what's ahead, what's required of them,
and what they must do. However, they will need support from the com-
munity and from Federal officials in making difficult decisions.
Mr. Chairman, if I might just make a couple of personal observa-

tions, about some of the things mentioned earlier. I have observed the
City Council over the last 11 months quite closely, and I believe that
they have been a very diligent and hardworking body, and most con-
scientious in addressing their legislative responsibilities.
I would also like to credit the Mayor and staff with complete cooper-

ation with the Bureau, and all of our reports show this. We feel that
they do have an awareness of their problems. They have at all times
been very open and very helpful. I believe they have demonstrated a
concern in the District government that equals that of the City Council.

Also, I would say I concur that the Robert Reischauer report on New
York is the best I have seen yet.
The CHAIRMAN. Thank you, Mr. Dearborn and our thanks are owed

to you for your three reports, issued by the District of Columbia Mu-
nicipal Research Bureau. I think they were extraordinarily well done.
They are not only well done, but they are set out in a way that lay-

men, such as Senator Bartlett and myself, can comprehend. The tech-
nical language is kept to a minimum, and it is clearly set forth.
Now, if I may, all three of these reports will be made a part of the

record.
[The reports follow:]
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The District Capital Improvements Program 1975-1980 calls for expenditures

of more than $900 million during the six-year period. This program together with

projects already completed or in process, will result in approximately $2 billion

of new facilities by the end of 1980.

The entire cost of the program is being paid from borrowed money, which

will be repaid with interest from future revenues. The impact of this repayment

obligation on future budgets and taxes is reviewed in this report. In addition,

the report, using standard investor measures, looks at the overall present and

planned debt as compared to other cities. The impact of the new Home Rule

Charter on capital financing is also considered.

As a result of this review, a number of questions are raised that should

be considered by the new District government. The report evaluates alternate

approaches to achieving the overall program goals. These include stretching out

program disbursements over a longer period of time; shortening the debt repayment

period; issuing revenue bonds for sewer and water facilities; and refunding

existing taxable debt with tax exempt bonds.

The Present Program

The District, since 1968, has been embarked on a major program of replacing

old and obsolete physical plant, mainly public schools; and building new service

facilities for higher education, mass transit, and water pollution control.

This program has caused the District debt to increase from $177.3 million in

fiscal 1968 to a projected $1,069.7 million at the end of 1975 (see Table 1).
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It is estimated, based on present capital plans, that total debt outstanding in

1980 will be $1,768 million. When this program is completed, the City will have

constructed facilities for two new colleges; provided complete treatment of waste-

water; put into operation a mass transit system and a new highway network; renovated

or replaced all obsolete school, fire, police, general government and court build-

ings; and provided extensive recreation facilities.

The total debt outstanding is important because it is a future liability

that must eventually be paid. Of more immediate significance is the impact on

annual budgets caused by rapidly increasing debt service (payment of principal

and interest). The fiscal 1975 budget includes $49.1 million for debt service up

from $7.1 million in 1970. The City projects a 1980 debt service cost of $137

million. In 1970 debt service required 1.3% of City revenues, in 1975 it will

require 5.7% of local revenues, and by 1980 this percentage will increase to 12.97.

To illustrate the significance of debt service, the equivalent property tax required

to pay it in 1970 was $.20 per $100 assessed value, in 1975 $1.12, and in 1980 it

will require $2.35, based on projected values.

How Does the District Compare to Other Cities 

There are several measures used by investment analysts to evaluate City

debt. Two of the most common are debt as a percent of true taxable value, and

debt per capita. The District's 1974 ratio of debt to estimated true value is

11.77, and it is expected to increase to 17.87, by 1980. One authority suggests

that, "a debt to full market value ratio of 10 percent suggests an unsatisfactory

credit loan in the absence of unusual strength in other credit areas" (Twentieth

Century Fund Task Force, The Rating Caine, 1974, p. 78).

-3-
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The District debt per capita in 1973 was $851, in 1974 it increased to

$1,051, and by 1980 it is projected to be $2,349. On June 30, 1974 the District

ranked third among major cities in debt per capita (see Table 2).

Another measure that analysts use is the amount of debt retired annually

as a percent of total debt. This measure has significance because it reflects

the speed with which the government is repaying its debts, and it indicates the

extent to which the government can issue new debt without increasing total

indebtedness. In 1975, the District will retire less than 13 of its outstanding

debt (see Table 3), which is a payment ratio well behind other large cities (see

Table 3a).

Although by the above measures the District appears to have capital

financing problems, it also has unique strengths. Chief among which is the

economic stability provided by the Federal government. This stability is expressed

in traditionally lower unemployment rates than most major metropolitan areas, high

average salaries, and some insulation against loss of revenues during National

economic downturns. The District has a well balanced revenue base, which includes

income, sales, and property taxes. In addition the Federal payment to the District

exceeds the cost of projected debt service, and it is likely that the Federal

government will always insist that there by prompt payment of debt service by the

City. The District also ranks high in its property tax collection experience.

H4 -
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Table 2
Comparative Debt Per Capita, Major Cities

June 30, 1974

Combined State and Local
Gross Overall Debt Per Capita

New York $1,280
San Francisco 1,086
District of Columbia 1,051
Philadelphia 997
Boston 970
Columbus 906
Cleveland 812
Seattle 796
Cincinnati 762
New Orleans 760
Buffalo 753
Pittsburgh 744
Dallas 737
Memphis 706
Minneapolis 689
Atlanta 672
Houston 623
Baltimore 558
Los Angeles 519
Milwaukee 515
Denver 515
Kansas City 489
Nashville 485
Jacksonville 472
Detroit 434
Chicago 418
San Diego 351
Indianapolis 347
San Antonio 337
St. Louis 310
Pheonix 303

Median 623

Source: Municipal Bond Selector, Standard & Poor's Corporation,
Vol. 33, No. 3, June 30, 1974

-5-
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Table 3
Annual Principal Payments

All Funds 1965-75
(in millions)

. Principal
Payments

Debt
Outstanding

Principal Payment
As a % of Total Debt

1965 $1.4 $103.0 1.4

1966 1.7 129.5 1.3

1967 1.8 149.0 1.2

1968 2.0 177.3 1.1

1969 2.6 241.2 1.1

1970 3.3 326.5 1.0

1971 4.0 373.8 1.1

1972 4.9 515.8 .9

1973 5.9 643.5 .9

1974 est. 7.1 866.8 .8

1975 proj. 9.6 1,069.7 .9

Source: Justification for the 1975 Budget, District of Columbia, vol. V,
pp. ZB-1 to ZB-8.

-6-
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Table 3a
Debt Retired During Year as A

Percent of Total Long-Term Debt Outstanding
1971-72

Percent of Net Long-Term
Debt Retired During Year

Atlanta 2.3
Baltimore 5.3
Boston 9.5
Buffalo 9.4
Chicago 4.7
Cincinnati 6.1
Cleveland 7.9
Columbus 4.2
Dallas 11.0
Denver 3.4
Detroit 5.4
Houston 5.7
Indianapolis 4.4
Jacksonville 4.2
Kansas City 4.7
Los Angeles 3.7
Memphis 4.7
Milwaukee 11.0
Minneapolis 12.8
Nashville 6.9
New Orleans 4.3
New York 9.0
Philadelphia 2.9
Phoenix 6.6
Pittsburgh 7.8
St. Louis 5.2
San Antonio 5.1
San Diego 3.2
San Francisco 8.1
Seattle 3.5

Washington, D.C. .9

Median 5.2

Source: U.S. Bureau of the Census, City Government Finances in
1971-72, Table 7.

- 7 -
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The Impact of Home Rule 

The Home Rule Charter authorizes the District to issue general obligation

tax exempt bonds for financing capital projects and for refunding previously

incurred indebtedness. Before Home Rule, the District borrowed funds from the

U.S. Treasury at an interest rate reflecting the cost of borrowed funds to the

Treasury. The interest cost to the District on these Treasury loans in fiscal

1975 is estimated at $38.6 million. The District may continue to borrow capital

funds from the Treasury for all projects authorized by Congress prior to January 2,

1975, including the District's share of Metro.

Loans from the Treasury are based on interest rates paid by the Federal

government. Because the interest paid by the Federal government is subject to

Federal taxes, the District can save on interest costs by issuing its own bonds,

which will pay investors interest that is exempt from Federal taxes. The City

estimates that the interest rates it will pay on its bonds will be one percent to

two percent less than interest rates it pays on Treasury loans, which adds an

incentive to switch from Treasury to District financing of capital projects as

soon as possible. In addition, there are potential savings on interest costs from

refunding some existing Treasury loans through the issuance of tax exempt bonds.

However, because the Treasury loans were made at rates varying over the years from

a low of 2.6257. to recent highs of over 7.507., not all Treasury loans could be

refunded at an interest saving.

The issuance of tax exempt bonds, although clearly desirable from a fiscal

viewpoint, will present some problems. Under the policy of borrowing from Treasury,

the District has had easy access to capital funds at the U.S. government taxable

interest rates. Now, in issuing its own tax exempt bonds, the District will find

62-904 0 - 76 - 11
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itself in competition with other borrowers for the limited supply of capital

financing presently available in the private market. This competition will be

especially difficult because there is no established market of investors in D.C.

bonds, and indeed, most potential investors have little knowledge about the

District government or its finances.

The Charter also requires the District to use "level debt service" financing.

Level debt service consists of a constant annual payment over the life of the bonds,

it is achieved by paying increasingly larger principal amounts as the required

interest decreases. This is the type of financing customarily used in home

mortgages. It contrasts with most state and local general obligation financing,

which is done on an "equal principal payments" basis. Equal principal payments

result in a decreasing annual debt service payment because the principal payment

remains constant, while the interest payment decreases as the amount of debt out-

standing declines.

An example of the difference in these two approaches is shown in Table 4.

The use of level debt service reduces the annual cost in the early years, but

substantially increases the total interest cost. Because it minimizes the initial

debt service costs, it permits the issuance of a larger volume of debt over the

short term, by deferring costs in the future.

Provided the District substantially completes its capital financing by

1980, a case can be made for the use of level debt service. If, however, the

amount of annual capital financing will remain fairly constant beyond 1980, then

the equal payment basis would be more economical, even though it would cost more

over the next few years.

- 9 -
ih.
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Table 4
The Cost of Level Debt Service

Versus Equal Annual Principal Payments, $1,000,000
Assumptions- 30 Year Term, 67, Interest,

Single Annual Principal & Interest Payment

Year Level Debt Service Equal Principal

Impact of Equal
Principal on
Annual Costs

• 1 $72,650 $93,334 $ +20,684
2 91,333 +18,683
3 89,333 +16,683
4 87,334 +14,684
5 85,333 +12,683W 6 83,333 +10,683
7 81,334 + 8,684
8 79,333 + 6,683
9 77,333 + 4,683
10 75,334 + 2,684
11 73,333 + 683
12 71,333 - 1,317
13 69,334 - 3,316
14 67,333 - 5,317
15 65,333 - 7,317
16 63,334 - 9,316
17 61,333 -11,317
18 59,333 -13,317
19 57,334 -15,316
20 55,333 -17,317
21 53,333 -19,317
22 51,334 -21,316
23 49,333 -23,317
24 47,333 -25,317
25 45,334 -27,316
26 43,333 -29,317
27 41,333 -31,317
28 39,334 -33,316
29 37,333 -35,317
30 35,333 -37,317

Total 2,179,500 1,930,000 -249,500
Interest Cost 1,179,500 930,000
As a % of Loan 1187, 93%

- 10 -
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Policy Questions 

The present District program suggests a number of questions that need to

be considered by the new government. Should the City continue its present

ambitious capital program, taking into account inflation, high interest costs,

and the impact of debt service demands on the total budget? Can the District

find a market at reasonable tax exempt rates for the bonds it plans to sell?

To what extent should existing debt be refunded? Should the City continue using

level debt service or try to change the Charter, so as to use more conventional

and conservative equal principal payments? Is a 30-year debt repayment period

too long? Should there be an emphasis on issuing revenue bonds, as opposed to

general obligations?

Alternatives

The most serious capital financing problem facing the City is the impact

of increased debt service costs on future budgets. Under the best economic

conditions, the District can expect only modest annual increases in budget revenues.

Competition for these increased revenues will be strong with employees demanding

pay increases and citizens demanding improved programs. The greater the portion

of new revenues that is taken by increased debt service, the more difficulty the

District will have in reconciling these competing demands. Listed below are the

presently estimated annual increases in District revenues; the annual debt service

increases based on present plans for capital financing; and the percentage of

the revenue increases that debt service will take:
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($ millions)
Debt Service Increase

Fiscal
Year

Projected
Revenue Increase

Projected Debt
Service Increase

as a Percent of
Revenue Increase

1975 $39.1 $9.1 23.3
1976 53.4 18.2 34.1
1977 53.0 29.7 56.0
1978 47.0 17.7 37.7
1979 30.2 11.5 38.1
1980 30.9 11.2 36.2

Source: D.C. 1975-1980 Capital Improvements Program, Tables 91 & 9J

The prospect of over half the revenue increase in 1977 going for debt

service does not seem politically realistic, and more than one-third going for

this purpose in other future years will certainly be difficult. Therefore, it

would be desirable to change the debt issuance plans so as to reduce the annual

debt service load.

The obvious alternative is to reduce the size of the capital improvements

program by eliminating lower-priority projects. Such a solution should be

considered by the new government. However, in light of previous commitments,

public pressure to increase capital spending for new projects, and current

inflation, it will be difficult to reduce the total cost of the program.

Stretch-Out 

If the program cost cannot be substantially reduced, then at a minimum, a

stretch-out of cash disbursements should be considered. Such a stretch-out could

utilize the natural tendency of capital projects to be delayed by unforeseen

events. An illustration of how a stretch-out alternative might work is shown

below:

- 12 -
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($ millions)
City's Proposed Alternative

Year Borrowings Borrowings 

1975 $383.76 $130.0

1976 256.76 145.0

1977 167.13 145.0

1978 162.83 145.0

1979 158.14 145.0

1980 99.48 145.0

1981 ( 145.0

1982 (55.15 145.0

1983 ( 145.0

$1,283.25 $1,290.0

Source: D.C. 1975-1980 Capital Improvements Program, Table 9G

In the illustration the total amount spent for capital projects would be

about the same, but it would occur on a more uniform basis over nine years,

instead of six years. The rate of increase in projected debt service would

thereby be decreased. This annual reduction in debt service would have an effect

on the portion of revenue increases that must be used for debt service, as shown

below:

($ millions)

Year
Projected

Revenue Increase
Debt Service Increase
Based on Alternative

Debt Service as a
Percent of Revenues

1975 $39.1 $9.1 23.3

1976 53.4 18.2 34.1

1977 53.0 10.5 19.8

1978 47.0 10.0 21.3

1979 30.2 10.0 33.1

1980 30.9 10.0 32.4

In addition to easing pressure on debt service, a more uniform schedule of

issuing debt reduces the possibility of the District being penalized by tempora
ry

high interest rates. For example, the City program proposes to sell $640.5

million securities, or about half of the total proposed financing, during 1975

and 1976, years in which interest rates may be abnormally high. The alternative

- 13 -
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proposal would sell $275.0 million, or about 21% of the total amount during the

same two years. In addition, the municipal bond market should be more receptive

to smaller more uniform District issues, especially in the first few years when

a new market is being created. This factor alone might result in a better over-

all interest cost for the program.

Impact of Inflation

One objection to a stretch-out will be the claim that inflation of

construction costs will offset debt service savings. This may be true, but it

may also be that a future drop in interest rates will offset construction cost

increases. Shown below is the effect of a two-year delay, during which period

it is assumed that construction costs increased 12% annually compounded, while

interest costs on municipal bonds declined from 6% to 4%:

1974 - Construction cost
Interest cost on $1,000,000 at 6%
for 30 years

Total facility cost

1976 - Construction cost increased
at 12% annually compounded

Interest cost on $1,000,000 at 4%
for 30 years

$1,000,000

1,179,500

$2,179,500

$1,254,000

735,200

Total facility cost $1,989,200

There is, of course, no assurance that interest rates will decrease one-

third over the next two years, but there is also no assurance that construction

costs will continue to increase at a rapid rate. The question, therefore, is

whether the City should try to guess what will happen to interest rates and

construction costs, or whether it should develop a manageable program that is

based on priority needs and not on consideration of cyclical fluctuations in

the national economy.

- 14 -
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Total Debt 

While a stretch-out of debt issuances could have an effect on debt service

requirements, it will not appreciably affect the total debt outstanding. The

best alternative to reduce debt outstanding would be to speed up debt repayment

by decreasing the term from 30 years to 25 years or less; or to change from level

debt service to a more conventional equal annual principal basis. Unfortunately,

either method of speeding up debt repayment would require immediate increased

annual debt service payments. Because debt service is already a problem, it

appears that the District must continue to issue bonds using a level debt service

over a 30-year term.

Use of Revenue Bonds 

Another alternative that would at least give an appearance of reduction in

total City debt would be to convert some financing from general obligation debt

to mortgage revenue bonds. It appears that about $270 million of existing or

proposed sewer and water debt could be supported solely by revenues generated

from these operations. In effect sewer and water operations would be established

as independent self-supporting utilities. Such an arrangement is common in local

governments, especially in cases where the systems serve customers who are not

within the government's jurisdiction. Such financing requires that there be a

sound financial operation based on rates set at a level sufficient to meet all

costs. General tax revenues are generally not pledged to support the operation.

As a result, this debt is not considered by investors as direct debt of the City.

- 15 -
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The City would, however, have to give up some of its freedom of action

over setting rates and other aspects of operations because of commitments

required by investors. In addition, the interest rates on revenue bonds might

be slightly higher than on general obligation bonds, but this is by no means

certain in the District's case.

Considering the many complex financing problems immediately facing the

District, the conversion of sewer and water debt to revenue bonds should

probably not be a matter of high priority, but it is an alternative that might

be considered at a later time.

Refunding

It also appears that the City should defer any consideration of refunding

existing Treasury loans with tax exempt bonds. The present high interest rates

for all securities, and the difficulty of maintaining demand for a large volume

of District bonds, would minimize the potential interest savings. After the

District has established a substantial market for its bonds, and at a time when

interest rates are more favorable, consideration should then be given to a

selective refunding program.

Conclusion 

The present capital improvement program will have substantial impact on

future District budgets and taxes. In addition, the City must turn to private

investors for financing the program in the future. While this will provide

lower interest costs because of the tax exempt features of the bonds, it will

also subject the District's program to independent analysis. The District,

therefore, needs to review its present plans, and be able to give both taxpayers

and future investors assurance that the capital improvement program is finan-

cially sound.

- 16 -
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Good financial reporting by the executive branch of government and annual

post auditing by an independent auditor are essential for public understanding and

confidence in the District's finances, and for legislative policy-making and control.

In recognition of this need, the District Home Rule Charter specifically authorizes

the City Council to require the Mayor, "to submit to the Council a financial state-

ment in any detail and at such times as the Council may specify." While this

provision gives Council authority to specify the contents of financial reports, in

actual practice the reports should meet both executive and legislative needs for

information, and the reports must take into account the availability of information

in the City's accounting and reporting system.

The District's accounting systems are especially complicated because they

generate financial information not only for the City's own purposes but also to

meet the Federal government's reporting requirements. The complexity of City

operations could flood these reports with financial details and technical terminology

and not provide the concise, and meaningful information necessary to understand the

City's financial operation. Therefore, it is important to recognize the purpose

for which reports are issued, and then to discuss the ways in which financial report-

ing can achieve these goals.

The primary purposes of financial reports are:

. to provide sufficient information to assure compliance with legal and

budgetary limitations;

. to show the City's financial condition;

• to anticipate changes in financial resources or requirements that will

affect the budget;

to provide information about progress in implementing authorized programs.
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To be useful the reports should be available soon eft_r the close of the

reporting period. In most cities interim reports are made monthly within 15 days

after the end of the month, and a final year-end statement is issued within three

months after the end of the fiscal year.

Financial Reporting

National standards for the form of financial reports by cities have been

developed, and have been successfully implemented with minor variations by most

major cities. These standards, although directed towards cities with more

conventional financing patterns, offer good guidance for the District. The standards

are defined in Governmental Accounting, Auditing, and Financial Reporting, issued by

the National Committee on Governmental Accounting. Additional guidance, particularly

for the preparation of year-end statements, is available from Audits of State and 

Local Governmental Units, issued by the American Institute of Certified Public

Accountants.

The District currently prepares on an annual basis a fairly comprehensive

financial report. However, the year-end report is not available until six months

after the end of the fiscal period and it does not conform to accepted reporting

standards. City efforts are currently underway to issue the year-end report sooner,

and this goal should continue to be vigorously pursued. Attention should also be

given to major format changes in the balance sheets of each fund. Permanent assets

and long-term liabilities should be reported in a separate schedule. "Budgetary

accounts", "statistical accounts", and "capital accounts" should not be included

in the balance sheet. And the fund balance (or deficit) available for future years'

-2 - ;
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•

•

appropriations should be shown. The year-end report should contain a statement of

changes in fund balances, and the annual report on cash receipts should compare them

with the official budget estimates that were made for such receipts. A detailed

statement of City debt and a detailed report of property tax levies and the

collections for the current and previous years should also be included.

The most important and needed interim report is a monthly or quarterly report

on the status of appropriations. The primary purpose of such a report is to compare

spending progress with plans, and to assure compliance with budgetary and appropria-

tion directives and limitations. Without such interim reports, expenditure experience

is known only when the year-end report is issued, well after the end of the fiscal

year. Information about expenditures needs to be available during the fiscal year

for control purposes, and also to provide base data to evaluate the future years'

budget projections. This report should go beyond the ten broad categories of

activities appropriated by Congress, and should compare individual department and

agency obligations with the budget allocations on which Congressional appropriations

were based.

To supplement the monthly appropriations report there should be a monthly

cash report showing cash balances and the relation between cash receipts and cash

disbursements. This report will permit a review of the status of the District's

"financial plan", that was used as a basis for funding the budget, and will also

provide information about the cash status of all other unbudgeted funds. In addition

to providing information about cash available to meet commitments, this report should

provide information about the effectiveness of the City's cash management and invest-

ment policies.

The City presently issues a quarterly capital improvement report, and a

monthly revenue report. These reports appear to be adequate, although some minor

changes to conform them to the system of all City reports may be desirable.

3 -I
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The unique problems associated with Federal grants make it desirable to issue

a separate monthly or quarterly report on the status of each grant. A separate

report is necessary because grant periods usually do not conform to the District's

fiscal year, and because of the wide variety of grants for both operating programs

and capital improvements. The report should provide information about the amounts

and purposes of grant funds, and the progress being made in implementing the programs.

Because grants are received and terminated throughout the year, interim reports

represent the best method of continuously accounting for the City's grant operations.

Auditing 

In addition to the changes in existing reports discussed above, and the new

reports suggested for implementation, a vital part of good financial reporting is an

annual independent audit of the City accounts. The auditor, as a result of such

audit, will state whether the reports present fairly the City's financial position

and results of financial operations, and whether the reports have been prepared in

accordance with generally accepted accounting principles. In preparing such an

opinion, auditors will also determine the propriety, legality, and mathematical

accuracy of financial transactions, and whether they have been properly recorded.

The role of an independent auditor in performing such post-audit tasks is

well defined for private organizations, and for most city governments. Because the

District's status has been more like a Federal agency, there traditionally has not

been a City post-audit, with the accompanying certification of the District's

financial reports.

With the City's new status, an annual post-auditing may now be desirable for

several reasons. First, an independent auditor's opinion will provide credibility

to the District's annual financial report. This is especially important at a time

when reliability of unaudited city financial information has become an issue in the

- 4 -
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national bond market. An independent audit will highlight any discrepancies and

will assist the City in bringing its accounting and reporting into conformity with

National standards. And finally, the professional staff that conducts the post-audit

will provide technical assistance to aid in managing the District's finances.

In the District there are presently three audit groups with total staffs of

over seventy, which could conduct a post-audit and certify the City's annual financial

report:

The General Accounting Office of the Federal government has a statutory duty

to annually audit the accounts and operations of the District government. In the

past this responsibility has been interpreted to include mainly program audits

focusing on specific problems or operations in which there is a Federal interest.

The Office of Municipal Audits and Inspections is a part of the Executive

Branch, and as such, may not meet the requirement for independency that is needed

to conduct a post-audit. This office has traditionally concerned itself primarily

with internal auditing functions.

The newest City audit group is the Office of District of Columbia Auditor,

which was established by the Home Rule Charter. The Charter direction to the

auditor is that he, "shall each year conduct a thorough audit of the accounts and

operations of the District..." This directive, which is similar to that for the

General Accounting Office, may be interpreted as requiring only program audits, and

not as requiring a general post-audit each year. However, the auditor clearly has

the authority to conduct such an audit, and he has the independency because he is

appointed by Council for a six-year term.

- 5 -
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If the District is to have an annual post-audit, it will require action by

City Council to either direct that an audit be done by a City staff, probably that

of the new D.C. auditor, or to hire a private accounting firm to do the work. In

view of the need for the City to maintain the credibility of its finances, the

effort required for a post-audit may be justified, even if done on a contract basis.

Conclusion 

City financial reporting and an accompanying annual post-audit provide the

information base on which budget, tax and private investment decisions are made.

It is, therefore, important that the District establish as its immediate goal, the

issuance of interim and annual financial reports in conformity with accepted National

standards, and with an independent auditor's opinion. Achievement of such a goal

will represent a significant milestone for financial management in the District.

- 6 -
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APPENDIX

This appendix contains suggested forms for the interim reports.

These examples are not intended to represent the actual forms that the

District will use, but rather are to illustrate an approach to financial

reporting that could provide financial information in a simple and concise

form. Although the illustrations are compatible with National standards,

adaptations have been made to simplify them, and to better align them with

existing District accounting.

Because the City is already issuing a year-end report, a capital

improvement report, and a revenue report, no illustrations of these reports

are included.

-7-
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EXHIBIT A
Appropriation Report
All Operating Funds

Month of December 1974 & Six Months Ended December 31, 1974
in $000's

Total
Obligations from

Appropriation 1975 Appropriations
Fiscal Year Six Months Ended Obligations

Category 1975 12/31/74 December 1974

General Operating

Mayor $600.8 XXXXXX XXXXXX

Council 925.9

Secretariat 543.1

Public Affairs 248.5

OBFM 2,820.4

OPM 2,316.7

Personnel 1,263.5

Disability Compensation 2,375.0

Unemployment Comp. 3,970.0

Workmen's Compensation 572.4

Audits 663.4

Civil Defense 152.1

Human Rights 577.9

Consumer Affairs 284.4

Bicentennial 150.0

Finance & Revenue 8,022.0

Corporate Counsel 3,360.9

General Services 15,989.3

-8-
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EXHIBIT B
Status of Federal Grants

December 31, 1974

Grant Period Committed Expended
Termination Total Grant To Date To DateName of Grant Date Amount 12/31/74 12/31/74

City Council 

Planning & Management X/XX/XX XXXXXX XXXXXX XXXXXX

Emergency Employment Act

Executive Office 

Comprehensive Planning Assist.

Emergency Employment Act

9
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EXHIBIT C

Combined Statement of Cash Receipts & Disbursements

All Funds

For the Month of

Balance Balance

Fund X/1/XX Receipts Disbursements X/31/XX

General XXXXXX XXXXXX XXXXXX XXXXXX

Working Funds
Printing XXXXXX

Repairs & Improvements XXXXXX

Maintenance of Vehicles XXXXXX

Administrative Services

Food Services
Etc.

Highway
Motor Vehicle Parking
Water
Sanitary Sewage Works
Metro Area Sanitary Sewage

Stadium
Alcoholic Rehabilitation

Federal Grant Funds:
Health
Welfare
Education
Public Safety
Environmental
Urban Renewal
Other (summarized)

Revenue Sharing Trust

Trust Funds:
Judicial Retirement

Teachers Retirement
Private & Miscellaneous (summarized)

Bond Funds:
(To be established as bonds are sold)

Debt Service Fund:
(To be established when bonds are sold)

Deposit and Agency Funds: (summarized)

Totals XMCXXX )000CXX XXXXXX XXXXXX

Balances Classified by Depository:

Cash on Hand XXXXXX

Open Deposit XXXXXX

Time & Certificates of Deposit XXXXXX

U.S. Treasury Investments XXXXXX
Other XXXXXX

XXXXXXXX

- 10 -
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THE DISTRICT OF COLUMBIA MUNICIPAL RESEARCH BUREAU, INC.
ROOM 1403, 1612 K STREET. NORTHWEST. WASHINGTON, D.C. 20006(202) 659-6033

RESEARCH MEMORANDUM NUMBER 1

This memorandum initiates a new form of Research Bureau report. "Research Memorandums"
will contain several pages of information about a specific subject of current interest
to city officials and to the public. These memorandums will be in addition to regular
research and technical reports issued by the Bureau.

SUBJECT: Analysis of City Financial Operations for Fiscal 1975

DATE : November 1975

The City spent more from appropriated operating funds than it received during fiscal
year 1975, based on the Annual Financial Report of the District, which was released
on October 31. To illustrate how this occurred and how the 1975 experience compared
to fiscal 1974, the City's cash receipts, its obligations, and its actual cash
disbursements for each of the two years are summarized in the attached Table I.

The District is required to stay within the Congressionally approved operating
appropriation, which was $919.9 million in 1975. In 1975 the City obligated itself
to spend a total of $918.2 million. The operating revenues received to finance these
expenditures were $872.7 million, resulting in an excess of obligations compared to
revenues of $45.5 million for the year. By contrast, in fiscal 1974 the underfunding
was $3.5 million.

On a cash basis, the City had disbursements of $942.0 million, which exceeded the
$872.7 million receipts by $69.3 million. The 1975 cash disbursements exceeded total
appropriations by $22.1 million because they included both expenditures from the 1975
appropriation, and payment of unfunded obligations from prior years' appropriations.
The payment of past obligations in 1975 was greater than the amount of 1975 obligations
deferred into future years.

The cash shortfall was offset in fiscal 1975 by using the cash balances at the begin-
ning of the year, and by borrowing the maximum $40 million cash advance permitted by
law in one year from the U. S. Treasury. This $40 million advance was in addition to
outstanding advances of $25 million borrowed in prior years. During fiscal 1975 the
City converted the outstanding $25 million operating advance to a long-term Treasury
loan to be repaid over 30 years. This was justified by City officials on the basis
that capital expenditures of $25 million in past years had been paid from current
revenues and not from loans. If the conversion had not been done, the total Treasury
advances on June 30 would have been $65 million.

In addition to the problem with appropriated funds, the City also spent $33.3 million
more out of Federal grant funds than it received during the year. Provided these
disbursements are eligible for Federal funding, the City should receive reimbursement
in subsequent years for this cash shortfall. Cash available in other fund accounts
was used on a temporary basis to offset the deficiency.
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The District does not release a balance sheet in conformity with accepted standards,
showing the overall position of the City's appropriated operating funds or of
Federal grant funds. Although it is not feasible to prepare a balance sheet showing
the position of Federal grant funds, it is possible to prepare such a report for
operating funds on a pro-forma basis using information that is available in the
City's financial report (see Table II). On this basis the combined appropriated
operating funds deficit is an estimated $98.4 million. The fund deficit, in
municipal accounting, is defined as the amount that will have to be paid from future
appropriations.

Why was fiscal 1975 such a relatively bad year for the District? The primary reason
appears to have been a $51.2 million supplemental appropriation, which was required
mainly to pay for unbudgeted pay increases. This supplemental appropriation was
never funded with additional revenues, except for a $5 million increase in the
Federal payment. Spending limitations of $18 million and cash balances were supposed
to offset the remainder.

A one year imbalance between revenues and expenditures, and a fund deficit occur
with some frequency in other major cities; when promptly diagnosed and corrected,
these fund imbalances or deficits cause no serious problems.

Because of the current concern over New York, comparisons of the District's financial
operations with New York's are probably inevitable. Therefore, it is important to
point out differences between the two cities' finances. The District has experienced
a one year cash imbalance of about 77., compared with repeated New York imbalances
of greater amounts. The District's accumulated fund deficit is less than 107. of
the current operating budget, compared to at least 257. for New York. And finally,
the Mayor and City Council have approved a $53 million new tax package for fiscal
1976.

Nevertheless, the City is under substantial financial strain at the present time
because of the need to offset the 1975 imbalance, because of inflation and the need
to fund employee pay increases, and because of increasing costs for the Metro deficit,
debt service, retirement costs, Medicaid and other program demands. It will require
stringent measures and close attention to the balance between revenues and expendi-
tures to insure there is no repeat of the fiscal 1975 experience.

Attachments

- 2 -

Philip M. Dearborn
Executive Director

a
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Table I
All Appropriated Operating Funds

Cash Receipts Compared to:
1. Obligations, 2. Cash Disbursements

1974 and 1975
(in millions)

Fiscal Fiscal
Cash Receipts 1974 1975

Property Taxes $151.5 $142.7
Sales & Gross Receipts Taxes 170.1 179.7
Income & Franchise Taxes 164.2 172.7
Gasoline Taxes 19.4 19.3
Water & Sewer Charges 26.0 25.8
Motor Vehicle Licenses & Fees 15.0 15.1
Inheritance & Estate Taxes 6.0 11.1
Fines and Forfeitures 9.3 9.0
Charges for Current Services 10.7 13.5
Police & Fire Retirement Contributions 9.6 13.1
Other 11.5 7.0
Federal Payment 191.5 231.8
Federal Revenue Sharing 37.5 31.9

$822.3 $872.7

1. Obligations

General Operating $72.6 $79.6
Public Safety 209.3 230.8
Education 199.0 219.3
Recreation 14.0 14.8
Human Resources 223.1 232.0
Highways and Traffic 23.8 25.3
Environmental Services 47.4 54.6
Refunds and Miscellaneous 4.5 5.2
Debt Service 40.2 49.6
Permanent Authorization -8.1 7.0

$825.8 $918.2

Excess (Deficiency), Receipts Compared
$(3.5) $(45.5)to Obligations

2. Cash Disbursements

General Operating 75.1 81.2
Public Safety 208.4 233.0
Education 182.5 232.9
Recreation 13.9 15.6
Human Resources 229.8 239.3
Highways and Traffic 24.3 24.7
Environmental Services 45.4 54.4
Miscellaneous 4.5 5.4
Debt Service 45.2 49.1
Permanent Authorizations -10.9 6.4

$818.2 $942.0

Excess (Deficiency), Receipts Compared
$4.1 $(69.3)to Disbursements
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Table II
Pro-Forma Balance Sheet

All Appropriated Operating Funds
June 30, 1975
(in millions)

Assets

Cash $(2.7)

Investments 4.6
Accounts Receivable, current 8.9
Accounts Receivable, delinquent 14.9

Taxes Receivable 19.2

Due from Federal Government Stadium interest 9.0

Inventory, material and supplies 16.9
$70.8

Liabilities

Vouchers Payable 28.1

Salaries Payable 38.5
Personnel Benefits Payable 6.7
Treasury Advance 40.8
Due to Teachers' Retirement Fund 10.6
Other Payables 1.3
Reserve for Undeliverable Checks .6
Reserve for Unobligated Allotments 42.6
Fund Deficit (98.4)

$70.8

4
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The CHAIRMAN. At the bottom of the first page, you have a quotation
from your report of last year. You quote from that report, and the
recommendation was basically against going to the market for re-
funding bonds. But you say at the top of page 2, at the time this
conclusion was reached in November of 1974, it was anticipated that
the city would be selling a substantial amount of project bonds soon
after the advent of home rule, and so forth.
If this were the factual case, what would be your comment, as-

suming the District goes to the market with $50 million in refunding
bonds—as they hope to do with this matter before us—and it is their
intent soon thereafter to go to the market with $100 million of bonds,
perhaps some capital and some refunding, how would you view that
in linking the two together, the $50 million being the forerunner to the
$100 million that was to come soon thereafter?
Mr. DEARBORN. Mr. Chairman, I am judging by the leadtime that

has been indicated in this refunding bond issue. By that, I mean the
time from when legislation is drafted, and introduced in the City
Council, goes through the City Council Committee, goes through their
work sessions, their two readings, the final approval, the approval of
the Mayor, and then filing with the Senate and House for 30 legislative
days. That whole period, it seems to me, is almost certain to take 3,
4, or maybe even 6 months, depending on how much trouble the City
Council has in making its decision. So that is why I indicate there
is no legislation now pending.
I cannot see that any following issue will come close to this

refunding.
The CHAIRMAN. The Wall Street Journal has identified this as the

most precarious bond market in modern history. Would such a bond
market be a conducive arena in which to attempt to market in the
same calendar year $150 million in bonds, from a city which never
before had gone to the market at all? Can you comment on that?
Mr. DEARBORN. Mr. Chairman, this is a technical question regarding

the market, which I am not perhaps in the best position to answer.
There has been a lot of discussion, and I have talked with people

about how popular the bonds will be—they are tax exempt in every
State in the country, and in theory this will make them highly
marketable.
The CHAIRMAN. Philadelphia bonds are tax exempt in every State

for the Federal income tax, but not for the State income tax.
Mr. DEARBORN. Federal income tax, yes.
The CHAIRMAN. And they went to market for $60 million. They came

in at an interest rate of 8.8 percent; and then when they went to the
market again for $25 million, they came in with a composite rate of
9.49, and they have an A rating.
All right. At the bottom of page 2, continuing onto page 3:
Certainly the question of the District's present financial status is one that

potential investors will want to explore very carefully, and one that will require
good and complete information.

From your point of view, as a former budget or financial person, at
Cleveland, and in Fairfax County, will the investing public have good
and complete financial information on the District of Columbia situa-
tion under the present reporting and accounting procedures?
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Mr. DEARBORN. I think we indicated in the next sentence that there
will be a link, in my opinion, between how good and how complete
the information is, and how well received the bonds are, by potential
investors.
I have not seen any prospectus draft or anything that indicates

what they plan to distribute to the investors showing the financial
condition of the District, what kind of certifications they might have
on it, so I cannot judge for certain what kind of information will be
placed in the hands of the investors.
The CHAIRMAN. We will have to recess again, and we will come back

shortly.
[Whereupon, the committee was in short recess.]

AFTER RECESS

The CHAIRMAN. The committee will once again be in order.
We left off at the top of page 3 about the good and complete records.
Could there not be some advantage to the city in going to the

market a year or a year and a half, maybe even 2 years from now,
with truly good and truly complete records authenticated by an
independent certified public accounting firm? Could not that be ad-
vantageous in the sense that with good and complete records, and a
solid analysis of the city's fiscal health, they could get an even better
rating, if one were to play the rating game? Or more importantly,
would they not obtain an even more advantageous interest payment
then they might obtain now in the marketplace, where the records are
not as good, not as complete, and where there are some doubts about
the city's fiscal health?
Mr. DEARBORN. Mr. Chairman, yes, if it reflected generally better

financial conditions in the city, I am sure it would be influential to
investors.
I would expect that each succeeding year that there would be im-

provement overall, both in content, appearance, and what it has to
say about the District's financial affairs. There should typically be
continuing improvement as the District sells more bonds, as it gets
more and better improved prospectus, and a feel of what is going on.
That is not to say, however, that it would be an adverse sale in

terms of interest rates and accreditation, if they were not actually in
conformity with the times.
The CHAIRMAN. Now, your report on financial reporting for the

District pointed out various specifics, insofar as where you thought
improvements could be made in their accounting and reporting system.
I remember some of that being the interim reports, the monthly
reports, and various recommendations which were mask on pages 1,
2, and 3 of that report. Is that not correct?
Mr. DEARBORN. Yes; that is correct.
The CHAIRMAN. That report is in the record in full, and it speaks

for itself.
On page 4, I think it was, you got into the question of auditing.
I think you were in the room where I read excerpts from that sub-

section
' 

called "Auditing in the District of Columbia."
Would it not be helpful to the District, in terms of knowing what

their current fiscal health is, and also, for the establishment of general

4
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and accepted accounting procedures in the future to have the assistance
of an independent auditing firm?
Mr. DEARBORN. Yes.
Mr. Chairman, yes, clearly in my opinion it would be.
I might say, Mr. Chairman, and this is somewhat off the audit

subject and off the District in particular, that I feel and hope that the
trend among all major cities will very quickly be to conform with these
accounting standards

' 
and have a postaudit.

I believe not only for the District, but any other city, that it is a
healthy thing.
The CHAIRMAN. I very strongly share that view, and I think that

maybe New York will make that view more than just a theoretical
dream, and make it in some instances reality.
I believe the financial market increasingly is more cautious, and

will look behind the face of the instrument to see the fiscal strength
of the governmental entity that is involved. Thus it seems it was
always a good idea to have an independent public audit. The reasons
for it now are all the more compelling. The marketplace may well
insist on it.
Mr. DEARBORN. If it does not, it should.
The CHAIRMAN. All right.
Now, on the bottom of page 3, Paying for Capital Improvements,

in that excellent report, you referred to various measures, such as the
extent of the debt of the District of Columbia as a ratio to the tax.
What was the ratio where you quoted?
Mr. DEARBORN. That is debt to true value.
The CHAIRMAN. Debt to full market value, and you quoted per

capita debt—there were three or four different yardsticks that you
mentioned—and as I read that report, the summary seemed to be that
the debt problem of the District was a considerable one. That it was
growing, and that it required attention by those interested in District
affairs. Is that a fair summary of what you are portraying here?
Mr. DEARBORN. Yes. The overall thrust of our report was that the

District is on a very ambitious program, and should properly make
a review of what its impacts will be on the immediate future operat-
ing budget, in particular, and on its overall financial condition.
The CHAIRMAN. I am now at the bottom of page 4. You point out

all the areas of cost exposure to the District, which have not been the
subject of reports by your agency. You mentioned the Metro deficit,
police and fire retirement systems, pay increases, and so forth. These
are ongoing problems that a big city faces.
My final question is this: On the top of page 5, you say:
A one year imbalance between revenues and expenditures, and a fund deficit

occur with some frequency in other major cities; while promptly diagnosed and
corrected, these funding imbalances or deficits cause no serious problems.

If the District continued on a course of deficits for 3 or 4 years, you
would become increasingly troubled. On an obligational basis, the
District for the past 2 years has run into a deficit: In fiscal 1974, $3.5
million, in fiscal 1975, 845.5 million, and Mr. Coppie's estimate for
1976 is $40 million.
If that continues unchecked, that is a warning sign, is it not?
Mr. DEARBORN. Yes, it certainly is.
The CHAIRMAN. I yield to Senator Bartlett.
Senator BARTLETT. Mr. Chairman, thank you very much.
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Mr. Dearborn, in your statement, page 5, you quote from your
report:
A one year imbalance between revenue and expenditures, and a fund deficit

occur with some frequency in other major cities; when promptly diagnosed and
corrected, these funding imbalances or deficits cause no serious problems.

The Chairman mentioned that this morning, and he quoted that into
the record.
What do you mean by that?
Mr. DEARBORN. Well, Senator, what I mean by that, is that any

city well managed, that there is always the situation that occurs,
when for one reason or another, revenues have been overestimated,
or unexpected expenditure requirements came up during the year, or
some other unexpected events happened, and the city ends up that
year taking in less revenue than it spends. You must try to have
them equal. But this means that sometimes you fall the wrong way.
So it is not unusual. In a well-managed city there is usually a fairly
prompt response in the following year or two, and a compensation for
that, a recovery, and it evens out all the time.

Senator BARTLETT. Specifically, when you say, "when promptly
diagnosed and corrected," do you mean that within a year or two you
have a balanced budget.?
Mr. DEARBORN. Typically what happens in that 1 fiscal year, yes.
Senator BARTLETT. We are talking about a well-run city.
Mr. DEARBORN. In 1 fiscal year, this happens through no particular

fault of anybody.
Generally, we are talking about a situation, where it happens so

late in the year, you cannot adjust that year.
Senator BARTLETT. In our cities in Oklahoma, there are those that

are well run and those that are not, and they all operate in the black.
It is a constitutional requirement, so none could borrow as New

York does, or as Washington does, without a sinking fund, or without
revenues.
They could have bonds issued—many of which are voted for by

the people.
I will have to go for a 10-minute vote, but I will be back.
The CHAIRMAN. We do thank you very much, Mr. Dearborn, for

your very fine statement.
[Mr. Dearborn's prepared statement follows:]

•
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STATEMENT OF PHILIP M. DEARBORN
EXECUTIVE DIRECTOR, D. C. MUNICIPAL RESEARCH BUREAU

BEFORE THE SENATE DISTRICT COMMITTEE
TUESDAY, DECEMBER 2, 1975

Mr. Chairman, members of the Committee, the D. C. Municipal Research Bureau

is a voluntary membership organization concerned with the government of the District

of Columbia. We do independent research on City government issues and make the

results available to the public. In this regard, I have been asked to appear here

today to discuss with you the Bureau's published reports on the District, and

specifically, Paying for Capital Improvements (November 1974), Financial Reporting 

(August 1975), and Analysis of City Financial Operations for Fiscal 1975 (November

1975). Because each member of the Committee has been supplied with a copy of these

three Bureau reports, I will only highlight the findings and conclusions, which

relate to the issuance of $50 million in refunding bonds.

The question of issuing refunding bonds was addressed in our publication,

Paying for Capital Improvements, on page 16. Specifically, the report stated:

"Refunding 

It also appears that the City should defer any consideration of

refunding existing Treasury loans with tax exempt bonds. The present

high interest rates for all securities, and the difficulty of maintaining

demand for a large volume of District bonds, would minimize potential

interest savings. After the District has established a substantial

market for its bonds, and at a time when interest rates are more favorable,

consideration should then be given to aselective refunding program."
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At the time this conclusion was reached in November 1974, we anticipated

that the City would be selling a substantial amount of project bonds soon after the

advent of Home Rule. It appeared that if the District simultaneously attempted to

sell refunding bonds while also selling project bonds, the City would have flooded

the market with District bonds before the market had had an opportunity to receive

and evaluate the District as a new municipal credit. This would have unnecessarily

increased the interest rates on both the project and refunding bonds. For a number

of reasons the District has not proceeded with the issuance of project bonds and

does not now have any legislation pending for their issuance. In view of this fact,

it does not appear that issuing the proposed refunding bonds would present the

marketing problem contemplated in the report. Whether the District, in today's high

interest market, will gain any substantial interest savings from such issuance is

still unclear, but the authorizing legislation does not require sale, if there is

no advantage to the City.

While the question of whether the District should issue refunding bonds has

interesting technical aspects, it does not appear to represent any major substantive

issue in the context of the District's overall financial problems. As reported in

the Bureau's Analysis of City Financial Operations for Fiscal 1975, the District's

immediate problems relate much more directly to the balancing of current receipts

with current expenditures, than to issues related to the sale of refunding bonds.

I know there has been concern expressed by members of the Committee that this basic

budget balancing problem needs to be faced before the City publicly issues any bonds.

Certainly the question of the District's present financial status is one that

potential investors will want to explore very carefully, and one that will require



187

- 3 -

good and complete information. The more the District can do to provide good informa-

tion and to provide assurances that it is coping with its financial problems before

issuing bonds, the better will be its credit ratings and its interest rates.

In recognition of this need for good financial information, the Bureau issued

Financial Reporting, which urged that the accounts and reports of the District be

prepared in conformity with accepted national municipal standards and with an

independent auditor's opinion resulting from a post-audit. Because the City has

operated under Federal accounting and reporting standards in the past, conformity

with accepted municipal standards and a typical municipal post-audit had not been

considered necessary prior to Home Rule. It is my understanding that the City

Council is now considering the inactment of legislation that would routinely provide

for the preparation of the City's financial reports in accordance with national

standards and would provide for an annual post-audit in connection with these reports.

It is important to note that for a substantial number of local governments a post-

audit is a routine annual occurrence, and is done to provide an independent assurance

to the credibility of the government's own reports.

In connection with these hearings, it is my understanding that the Committee

may also wish to review the overall status of the City's debt and its operating

budgets. Because this is a large and complex subject, I will not try to repeat the

detailed findings of our reports on Paying for Capital Improvements and our Analysis 

of City Financial Operations for Fiscal 1975, but I would like to mention a few

important points that you may wish to consider. The City presently has over a

billion dollars in long term Treasury loans and expects by 1980 to have approximately

$1.8 billion in long term debt. The amount of debt outstanding, together with the

interest on it, represent a future liability which will have to be paid from future
revenues.
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The most obvious way to reduce costs would be to reduce the size of the

capital improvements program by eliminating lower priority projects, and certainly

such a solution should be considered. Since much of the program has already been

authorized by Congress and is well underway, and in light of previous commitments

and current rates of inflation, it may be difficult to reduce by any substantial

amount the total projected cost for the capital improvements program. As an alter-

native, the Bureau's report suggests a delay and stretch-out of the program to

reduce debt service costs on the 1976-1980 budgets. The issuance of refunding

bonds to replace existing debt with lower interest debt, also has potential for

reducing costs.

However, the annual requirements for payment of principal and interest are

only one of a number of major future financial commitments facing the District, all

of which together will make the balancing of receipts and expenditures more

difficult in future years. In this regard I refer you to the City's own publication,

Multi Year Financial Plan for Fiscal 1976-1980, as perhaps the best source of infor-

mation on how all of these commitments will result in a substantial gap between

projected revenues and projected expenditures.

Because the Bureau has not issued public reports on such other costs as those

for the Metro deficit, for police and fire retirement systems, for annual pay

increases, for welfare and Medicaid programs, and for other significant and growing

items in the District's budget, we are not able tooffer definitive suggestions as

to how these costs can be controlled. It is apparent, however, from our review of

the City's experience in fiscal 1975, during which year spending on both an

obligation and a cash disbursement basis exceeded revenues, that the District will

have to impose stringent budget measures and pay close attention to the balance
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between revenues and expenditures in future years. As we reported, "a one year

imbalance between revenues and expenditures, and a fund deficit occur with some

frequency in other major cities; when promptly diagnosed and corrected, these funding

imbalances or deficits cause no serious problems."

The District does have a problem in that its future expenditure requirements

are projected to be larger than its future expected revenues. What this means in

municipal budgeting is that the City will have to move to increase its revenues or

decrease its expenditures. It can be expected that neither alternative will be

pleasant to the community or to the officials who have to make the decisions. I am

confident that the officials at the District Building, on both the executive and the

legislative side, already understand what's ahead, what's required of them, and what

they must do. However, they will need support from the community and from Federal

officials in making difficult decisions.

62-904 0 - 76 - 13



190

The CHAIRMAN. We stand in recess.
[Whereupon the committee was in recess.]

AFTER RECESS

The CHAIRMAN. Our next witness is Mr. Thomas Muller of the
Urban Institute. Please come forward, Mr. Muller, we will start with
you.
Mr. Muller, we welcome you, and do sincerely appreciate your

enormous courtesy. I believe you have been here since 9:30 this morn-
ing, and it has been a long day. We are grateful to you.
You may proceed.

STATEMENT OF THOMAS MULLER, DIRECTOR OF EVALUATION
STUDIES, THE URBAN INSTITUTE

Mr. MULLER. Mr. Chairman, I am pleased to respond to your in-
vitation to testify on a subject that is of considerable concern to
residents of this city and other parts of the Nation.
The CHAIRMAN. Would you please tell us about the Urban

Institute.
Mr. MULLER. It is a nonprofit, nonpartisan organization involved

in urban research.
We do not represent any particular viewpoint, and our studies are

published as a matter of record.
The CHAIRMAN. It is a nonprofit organization. Do you receive

foundation moneys?
Mr. MULLER. We get foundation moneys.
We also have grants from the Federal Government.
The CHAIRMAN. The purpose of the institute is to focus on various

aspects of urban endeavor?
Mr. MULLER. That is correct, particularly in the area of economic

analysis.
The CHAIRMAN. What is your personal background?
Mr. MULLER. My position is Director of Evaluation Studies. I have

undertaken a number of studies dealing with various fiscal issues, edu-
cation finance, and financing of other public services. We have con-
ducted a number of studies dealing with the Washington metropolitan
area fiscal issues. Just 3 weeks ago we issued a report dealing with the
decline of the urban areas which make fiscal comparisons between
cities that are growing and those that are declining. We were trying
to get some insight as to why New York and other cities have par-
ticular fiscal problems. So my background deals with fiscal analysis.
I was going to say, in fact, the last study which I undertook as to

growing and declining areas, had a number of indicators of fiscal
problems which cities may or may not have, and it is in that context
that my comments follow.

Essentially, what I do is to compare the District of Columbia with
other declining areas, fully taking into account the points made this
morning, that the District of Columbia provides services which are
both those of local and State government; and at the same time collects
taxes which are identified with State and local government. For exam-
ple, the District of Columbia has a gasoline tax which is not imposed
by other local governments, but by States. Looking at the District of
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Columbia government as both the local and State government, is the
methodology we use here.

• The CHAIRMAN. You used the phrase "declining area," that the
District is a declining area. By that, I take it you mean the population
is declining.
Mr. MULLER. That is correct. But we have also found that cities

which have a declining population also tend to have higher outlays
for public services. A good example of that is Kansas City versus St.
Louis. Kansas City is in much better shape than the city of St. Louis.
So that is essentially the methodology. The declining also generally
means a decline in private employment and generally means a loss of
income from middle-class people, and so forth. But the population is
one of the key determinants.
I note New York being mentioned quite often this morning and this

afternoon. In terms of the scope of services, the District of Columbia
and New York compare in that both communities provide higher edu-
cation, public housing, mass transit, and a broad array of social
services.
However, I think on the revenue side, the District has a number of

pluses going for it. It has a broad range of taxes, a growing personal
income level, and a very substantial Federal payment, which I think
puts the city in generally better condition than some other declining
cities.
The CHAIRMAN. That is the ace in the hole.
Mr. MULLER. It helps a lot, because that payment has been rising

more rapidly than revenues from its own sources, and it has enabled
the city to provide services without sharp increases in taxes.
The CHAIRMAN. And the conventional assumption, which I think

may be coming to the end of the line, is don't worry so much, whatever
the gap or shortfall is, the Federal Government will make it up in
terms of an increase in the Federal payment. I think that is what moti-
vates some who recommend that the District go into the bond market.
That is the real ace in the hole in this situation, the Federal payment,
and fear not, the Federal Government will pump in the dough. You
say that is perhaps in the mix.
Mr. MULLER. Well, I cannot prejudge, but in the past, Certainly,

since as you noted this morning, the difference between revenues and
expenses is usually made up by the Federal payment.
In terms of the bond market, I am sure the Federal Government

will stand explicitly behind the District. I would think it would be a
factor, but not the determining factor, in the bond market's view of
the city.
I think it is very unlikely that the New York situation would exist

in the District of Columbia, in the sense that given the fact this is
the Nation's Capital, default would seem even more improbable.
The CHAIRMAN. Even if the day never comes, and I do not think

it will, when the District of Columbia would default, there are situa-
tions that are short of default, and New York is one of those examples.
If the financial affairs of the District were to become so enmeshed,
or out of hand, there would be a move to do what was done in the
1860's—that is to take away local self-determination, a day I would
hate to see,.
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Well, we must recess for another vote.
[Whereupon the committee was in short recess.]

AFTER RECESS

The CHAIRMAN. We were talking about the problems of the cities
with declining populations and income.
We were talking about New York City. The District of Columbia

has a university, and New York has that also.
Mr. MULLER. The one thing we found that is even more true in the

District of Columbia, is over the last number of years, .the employ-
ment in cities has decreased. In the District of Columbia, we found
over an 8-year period, from 1966 to 1974, municipal employment in-
creased by 61 percent.
That increase is due to two factors: first of all, an increase in per-

sonnel for existing services, which is 70 percent of the amount; and the
balance, 30 percent, is due to two new functions, which the District
of Columbia has performed. One is the takeover of transit, and the
second is higher education, which was just being geared up in 1966,
and now is becoming full blown. So most of the increase in employ-
ment is attributed to the expansion of existing services, and of
personnel.
The reason that I mentioned transit, is because if BART in San

Francisco is typical of the Metro system here, about two-thirds of
the expenditure has to be paid out of the general revenue, because only
a small share of operating expenditures is met from the fare box, and
so essentially transit employees do become part of the tax burden to
a great extent. I think it is legitimate to include those as long as you
do it for all cities, and not only for a selection of cities. But in any
case, there has been an expansion in municipal employment in the
District.
Wages in the District were quite stable, and were just moving up

with the other cities, up to about 2 years ago. There has been a sharp
increase since then, and I will not go through the statistics, but wages
now are above the average of a number of declining cities, as of the
end of 1974, which of course affects the payroll, since over half of the
total District of Columbia revenue is allocated in terms of payroll,
excluding benefits. That is a good way to essentially judge a city's
situation, by saying how much it spends on payroll.
The only other services are transfer payments. In any case, getting

back to the one issue which you spoke about this morning, the number
of employees which the District of Columbia has, per 1,000 residents,
the number does appear high and it has risen quite a bit.
The numbers which Mr. Coppie and I have really come out the

same. He noted 49,700 employees; if you add 4,300 because of transit,
it gives you about 54,000. That is 1,000 difference, and presumably
that is the attrition you spoke about earlier.
The CHAIRMAN. His figure was 49,700 without transit.
Mr. MULLER. Yes.
The CHAIRMAN. And you are adding 4,300 for transit.

MULLER. That comes to 54,000, and the 1,000 difference with Mr.
Coppie's figures may be due to attrition.
I am dealing with 1974 population, and he may be dealing with a

different population.
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The way we did it was to take the share of all State employees
also, so when we talk about New York in table 2, it is not only the
404,000 employees which New York City has, but you put in all the
special employees in transit, and so forth, and another 64,000 em-
ployees. That assumes that roughly 34 percent of all State employees
actually are there because of New York City.
Now, that is being ultraconservative. I doubt that is really the case,

but it is certainly a way of doing things.
If you look at the payroll, it is quite high in the District of Colum-

bia, on a per-capita basis. The reason, by the way, St. Louis is there,
is not because you happen to be from there, but St. Louis is one of the
large cities which offers county services, and, therefore, it is more
comparable. But there is quite a difference in payroll.
The final thing that we have is the District of Columbia outlays, the

percentage of all income, and the District is really fortunate in that
it has a high income, relative to most cities.
A city like St. Louis would be glad to exchange their income with

that of the District of Columbia, and in using that criteria, we find
that the District of Columbia spends approximately 13 percent of
all income for its payroll, which is slightly below that of New York
City and Boston but higher than Philadelphia, Baltimore, and St.
Louis.
The District of Columbia is a declining city, and therefore has

high costs, and if you were to look at Dallas, or Phoenix, you would
find much lower outlays for services.
I would say nothing about revenue services, because this has been

brought up earlier, except to note that Federal revenue as a share
of the District of Columbia budget has been going up continually.
In fiscal 1965, only 20 percent of the District of Columbia budget

was Federal funds.
The CHAIRMAN. That is Federal payment?
Mr. MULLER. Federal payment plus other payments.
There has been an increase in dependence by the District on non-

locally generated revenue, more so than is the case with the average
of other cities in the country.

This increased share of Federal revenue, plus the increased amount
in the income of city residents, this has avoided until now a large
tax increase, and so in that sense, the District of Columbia is in rela-
tively good shape.

Just to summarize, the District of Columbia does have more em-
ployees per capita than other large cities, which do provide the same
type of services. Until early 1970, wages were similar in other cities,
and now they have moved somewhat ahead.
Public debt has been noted a number of times this morning on a

per-capita basis. It ran in 1973 over $1,000 per capita, and that is
way above the average of other cities, although it is pretty much the
same as in New York City.

Finally, it appears the District of Columbia has been able to main-
tain a moderate tax revenue burden compared to other cities, because
of the substantial increases in direct Federal payment, and the high
level of personal income, so these are pluses which the District of Co-
lumbia does have fiscally. I think after we view everything collectively,
no one item seems to be particularly critical, but when one uses a pat-
tern in recent years, the increase in employment, increase in wages,
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increase in debts, higher pension funds, and so forth, I think collec-
tively, it may be a potential problem, which one needs to examine
beyond my comments.
The CHAIRMAN. Very good.
Let me ask you this, have you analyzed other cities?
Mr. MULLER. Correct.
The CHAIRMAN. Like my own city of St. Louis, Baltimore, and so

forth.
Mr. MULLER. Correct.
The CHAIRMAN. Do you know of any case studies, or actual game

plans, where a city has taken a long hard look at its payroll, the number
of its employees and costs, and has said we have got to do something
here?
Have you seen any of that, where they state we cannot let this

continue forever, other than becoming a massive thing that New York
has become, and as was required to do under the gun, lopping thou-
sands and thousands off the payrolls, perhaps more thousands to come?
Do you know of cities that have successfully coped with that?
Mr. MULLER. Pittsburgh is one city that has over a time, since about

1970, slowly reduced its public employment.
It has also controlled wages. Obviously everyone deserves a decent

wage, but a number of cities have been forced to control the payroll,
and they do it both by slowly reducing public employment, and
controlling the rate of wage increases, and I think both go hand in
hand.
If you provide large wage increases, and cut back employment,

your payroll does really improve.
On the other hand, since we have obviously certain inflationary

tendencies now, I think one has to balance a slow reduction in employ-
ment, where it is necessary, with a control on wages and fringe benefits,
which of course are primarily pension plans. I think it has to be done
in conjunction with each department.
Education, for example, is an area where a number of cities have

special controls. The District, which is not unique by any sense, has
had a drop in enrollment, yet the number of employees has increased
in the school system in the District. Now, there may be good reasons
for this, but certainly it is something which may require further
examination.
There are many demands for services, and many people are needed

to provide those services.
The New York Times had an article dealing with the sanitation

workers, and pointed out despite the fact there are fewer workers
New York streets are cleaner. That may not hold true for every service,
but certainly it does not necessarily hold that by controlling the size
of employment, services will deteriorate.
I think it has to be examined on a one-by-one basis,
The CHAIRMAN. Are there any studies which show by imposition

of employment freeze, that you freeze the current positions, how much
goes by attrition in the fiscal year?
Mr. MULLER. I have not seen any late studies on this.
The attrition rate, of course, is very slow right now. The attrition

is very rapid where there is expansion of the economy. Right now, if
you are a teacher—it is the only service I know—attrition in Fairfax
County is practically zero.
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No teacher, unless he has to, will leave his position, because it is
impossible to get another job in education. My guess would be, given
the national economic situation, attrition right now would be rather
slow.
Given rapid economic growth, it would increase. I would say in the

short run, attrition would not be very rapid, unless it happens to be
where so many people are just going to be retired. If you have an
elderly worker, and then you have a forced retirement age, then you
would have some, but my guess is attrition would be relatively slow
in any urban area due to the national economy right now.
The CHAIRMAN. SO let us take the District of Columbia, with em-

ployees in the amount of 55,000 people. If a freeze were imposed on the
number of employees, do you have any kind of guesstimates as to 1
year later, how many would go by attrition, what would be the
retirement and death, and then those who actually outright quit?
Could we be talking of as many as 5 percent?
Mr. MULLER. I would say 5 percent would be high. I could not give

you a figure, but 5 percent would be high, given the present economic
Situation.
I would say it is certainly not as much as 5 percent, but I have not

seen any recent studies on that.
Again, it depends on the functions.
The CHAIRMAN. Thank you very much, Mr. Muller, for all of your

help. We appreciate it.
Your prepared statement will appear at this point in the record.
[Mr. Muller's prepared statement follows:]
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Mr. Chairman:

I am pleased to respond to your invitation to testify on a subject that is

of considerable concern to residents of this city and other parts of the nation.

The current fiscal situation in the District of Columbia has been reviewed this

morning by Mayor Washington and two other speakers. I hope my comments can

provide additional insight on some of the issues raised.

In recent years two studies have been prepared at the Urban Institute which

deal with the fiscal structure of Washington, D.C. and the balance of the
1/

metropolitan area. my comments this morning are, however, based primarily on
the data and methodologies used in a third study, of which I am the author, on

2/
the fiscal status of the nation's growing and declining cities. I will

address my comments this morning to a comparison of fiscal conditions in the

District of Columbia with a selected number of other large jurisdictions also
3/

having declining populations.

Since the District is a jurisdiction which provides services which are

traditionally the role of both local and state government, and collects taxes

typically identified with both state and local governments, an analysis of the

District's expenditure and employment patterns needs to take account of this dual

role. In addition, the Federal presence has direct implications for

fiscal patterns in the District.

1/ Greene, K. V., W. B. Neenan, and C. D. Scott, Fiscal Interactions in a 
Metropolitan Area, Lexington Books, 1974.

Muller, Thomas, Fiscal Issues in Metropolitan Growth, Washington Metropolitan
Council of Governments, 1973.

2/ Muller, Thomas, Growing and Declining Urban Areas: A Fiscal Comparison,
The Urban Institute, Washington, D.C.: 1975.

3/ Cities withdeclining populations have substantially higher outlays per
capita for public services than growing jurisdictions. For a detailed
discussion see T. Muller, ibid.

62-904 0 - 76 - 14
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With New York City's fiscal problems foremost in current discussio
ns, it

is interesting to observe that the scope of services provided by the Di
strict of

Columbia more closely resembles those provided by New York City than most other

urban jurisdictions. Both jurisdictions provide higher education, public

housing, mass transit and a broad array of social services, particularly health

care-. Thus, despite differences in scale, (D.C. has less than 10 percent of the

New York City population) the similarities between the two are greater than

differences. However, from a fiscal perspective, the District has some positive

characteristics not present in New York or most large cities with declining

populations. These include a very broad range of taxes, high and rapidly growing

personal income levels, and a substantial Federal payment in lieu of taxes on

Federal property.

I would now like to turn to a brief summary of expenditure, revenue and

debt level patterns in the District of Columbia over the last several years.

Those involved in capital market credit ratings consider these patterns and

related fiscal factors in their analyses.
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3

Expenditure Patterns: Public Employment 

Between 1966 and 1974, municipal employment in the District of Columbia

increased 61 percent, from 34,257 to 55,178 persons. Since, during this same

period, the District population decreased by 5 percentage points, on a per

capita basis, municipal employment has increased by about 70 percent. Nationally,

local and state government employment increased 34 percent during the same 8

year period. With a national population increase of 7 percent, on a per

capita basis, all non-Federal public employment increased by about 24 percent

since 1966. Thus the District of Columbia's rate of increase was well above

national levels.

The major functional areas of municipal employment showing increased levels

since 1966 in D.C. have been: health services (1267); police protection (837);

sanitation other than sewerage (34%); corrections 4837); financial administration-
4/

general control (1027); and public schools (29%). Added District functions

since 1966 include higher education and transit, which together resulted in an
5/

increase of 6,000 employees.

Wages. In 1972, monthly wages of municipal employees, other than teachers,

in the District were $785, or somewhat below the $866 average of the six other

large declining cities as shown in Table 1. However, rapid wage increases in D.C.

since 1972 have resulted in a wage rate slightly above the six city average by
6/

October 1974. The importance of these wages as a component in the D.C. budget

can be illustrated by the fact that in fiscal 1974, 52 percent of total operating

outlays for the District, including direct transfer payments, were for personnel.

4/ Public school employment increased in the District of Columbia since 1971
despite a considerable drop in enrollment.

5/ Excluding the two added functions, the number of D.C. employees increased by
44 percent between fiscal 1966 and fiscal 1974.

6/ October 1974 represents the latest data collected by the Bureau of the Census.
Since this date, a number of large cities and the District of Columbia have
apparently reduced the level of public employees.
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Method of Comparison. To provide a meaningful comparison of public employ-

ment between the District of Columbia and other cities with declining populations

I will use the following method:

(1) All non-Federal public employment in selected cities, including

education, is aggregated. The cities used for comparison also function as

counties, and thus provide a broad scope of services, similar to those provided

in the District;

(2) A percentage of all state employment equal to each city's share of

the state population is then added to the municipal share, with the exception

of three non-urban state provided services: agriculture, highway!, and police.

It should be noted that this approach tends to attribute more state employees

to central cities other than the District than may actually be the case for

some functions.

As shown in Table 2, the District of Columbia has 76.3 employees per

1,000 residents in October 1974. This compares with 61.8 per 1,000 residents

in New York City (including a pro rated share of state employees).

Other cities with populations close to the D.C. level (Boston, Baltimore, San

Francisco, St. Louis) had fewer municipal workers. The total municipal payroll

per capita (excluding fringe benefits) was $957 in D.C., $845 in New York City,

but only $584 in Baltimore and $609 in St. Louis,

areas of the nation was $554 per capita.

In should be noted that employment differences do not take into account

differences in the quality of services provided. In general, available output

measures, such as the level of crime, frequency of fire, health statistics,

cleanliness of streets, and achievement test results given to students in urban

The average for all metropolitan

areas shown little relationship between these measures and per capita outlays.

In the District of Columbia, however, the large number of police per capita are
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necessitated, in part, by the large number of non-residents in the city and

their presence may be a deterrent to some crimes.

As noted in my opening remarks, the District of Columbia is fortunate to

have a population with a high personal income level. In fact, per capita income

in 1974 was $7,479, the highest of any state, higher than almost all large cities,

and $2,000 above the national average. Therefore, if we compare D.C. expenditures

for municipal employees as a function of personal income (see Table 3) we find

that Boston and New York City actually spent a higher share of their income,

directly or indirectly, for non-Federal public service personnel. However, personnel

outlays in the District, as a percentage of income, nevertheless exceed most other

large growing or declining cities.

Debt Service. While municipal employment and payroll levels have a major

impact on local budgets, trends in capital outlays are also important to note

in assessing the fiscal stability of a jurisdiction. Long-term full faith and

credit debt in fiscal 1974 in D.C. was $778 million, or $1,062 per capita,

almost exactly the same as the per capita rate in New York City, excluding a

share of New York State debt. This represents a marked increased over the 1965

debt level of $111 million in the District. During fiscal 1974 an additional

7/
$152 million in long-term debt has been issued, but only $7 million retired.

These debt levels for the District are considerably above the average of other
8/

large jurisdictions, with the exception of New York City. While the tax base

in the District surpasses the base of the most other large cities, a continuing

rise in the debt level may create problems in the future.

7/ In addition, D.C. in fiscal 1974, had $130 million in short-term debt.

8/ In fiscal 1974 the fourteen cities with 500,000 or more residents and a
decline in population had a debt of $351 per capita. This excludes a share of
state debt.
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Table 3

Non-Federal Public Employment Payroll as a Percent o
f Personal Income 

1974 Personal
Income

(In Millions)

Non-Federal*
Public Payroll
Fiscal 1974

(In Millions from
Table 2)

Payroll as
Percent of
Personal Income

District of Columbia $ 5,407 $ 696 12.9

New York City 48,760 6,393 13.1

San Francisco 5,399 531 9.8

Boston (Suffolk County) 3,948 531 13.4

Philadelphia . 10,170 1,175 11.6

Baltimore 4,090 505 12.3

St. Louis 2,798 325 11.6

Source: Bureau of Economic Analysis Survey of Current Business 

April 1975.

*Payroll estimates may be somewhat higher than actual outlays since some

teachers have the option of elect to receive their wages over ten months.
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Revenue Comparisons 

The District of Columbia, as other large cities, has become increasingly

dependent on intergovernmental transfers to meet the cost of city services,

particularly social services. In fiscal 1965, only 26 percent of the D.C.

budget was in the form of Federal funds. This increased to 36 percent in fiscal

1970 (see Table 4). By 1974, 45 percent of city revenues, or about one half

billion dollars, was obtained from the Federal government. This amount consisted

of the direct Federal payment ($187 million), and revenue sharing ($29 million), with

the balance ($283 million) in Federal assistance for specific programs, primarily

health and welfare services.

Since 1970, D.C. has become more dependent on non-local revenue than most

other large cities. The Federal share of total revenue increased by 102 percent,

compared to an 86 percent increase in Federal and state revenue to other large

cities between 1970 and 1974. The direct Federal payment to D.C. increased from

$116 million in fiscal 1970 to $226 million in fiscal 1975. This, together

with above average rises in income and income-related tax collections has

resulted in an avoidance of large tax increases. In fact, property tax rates in

the District are lower than in the majority of cities with 500,000 or more
9/

residents. However, in the absence of substantial increases in Federal

funding, the District will have to increase taxes substantially in the near

future, or sharply reduce its payroll to avoid major deficits.

9/ The District effective tax rate on residential property in fiscal 1972
was 1.5 percent, compared to 2.5 percent in other large declining cities.
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TABLE 4

REVENUE SOURCES, DISTRICT OF COLUMBIA AND OTHER CITIES
500,000 OR MORE RESIDENTS

(IN MILLIONS)

District of Columbia 

1969-1970
Percent Change

1973-1974 1970-1974

Federal Revenue:

Federal Payment $116 $187 617,

Revenue Sharing 29

Other Revenue 131 283 1167

Total $247 $499 1027.

Local Revenue:

Property Taxes $128 $144 137.

Other Local Revenue 312 472 517.

Total $440 $616 407.

All Cities With 500,000 or More Residents 

1969-1970

State and Federal Revenue .$4,570

Local Revenue:

Property Taxes 3,804 ,

Other Local Revenue 4,328

Total $8,132

- 10 -

Percent Change
1973-1974 1970-1974

$8,519 86%

4,988 31%

6 907 60%

$11,895 467,
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Conclusions 

Although I have taken only a cursory_view.of recent revenue and expenditure

patterns in the District of Columbia as compared with a number of other

similarly situated jurisdictions, the following conclusions can be drawn with

some confidence:

(1) The District of Columbia employs more personnel per capita than other

large cities with declining populations that provide a broad array of services.

Municipal employment in the District of Columbia has been rising despite a

57 drop in population in recent years.

(2) Until the early 1970s municipal wages in the District of Columbia

have been similar to those in other large cities. However, in more recent

years, wages have increased at an above average rate.

(3) The level of public debt in the District of Columbia on a per capita

basis is higher relative to other jurisdictions.

(4) It appears that the District has been able to maintain a moderate

tax burden for its residents compared to other cities, because of the high

level of personal income of the District's residents and a substantial increase

in the direct Federal payment since 1970.

(5) In the absence of sharply rising Federal payments, the District will

have to substantially increase taxes or severely curtail the rise in its payroll

to avoid deficits in the near future.
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The CHAIRMAN. Now, I will put a catchall in the record.
We will place in the record, in full, any and all statements that have

been presented here this afternoon and this morning, and we have a
letter from the League of Women Voters of the District of Columbia.
They state, in the conclusion, "that this government has made ad-

mirable progress in its brief lifetime toward unraveling some of the
fiscal tangles Congress gave it along with home rule. It deserves your
support and good will. From what we have observed, to date, we think
you will find this newly elected government is as keen on achieving fis-
cal integrity as you and we are."
They seem to be in favor of the bond issue.
That concludes today's hearing.
[The letter follows:]

LEAGUE OF WOMEN VOTERS OF THE DISTRICT OF COLUMBIA,
Washington, D.C., December 1, 1975.

Hon. THOMAS F. EAGLETON,
Senate Office Building,
Washington, D.C.
DEAR SENATOR EAGLETON : The League of Women Voters of the District of Co-

lumbia counts you among our friends in our long and on-going struggle for Home
Rule. We were especially disappointed, therefore, when you sponsored S. Con.
Res. 78 vetoing an action approved by our duly elected City Council and Mayor.
The bill, authorizing the issuance of general obligation bonds not to exceed
$50,000,000, is not in conflict with the constitution, the law or the federal interest.
We urge your committee to table this resolution. •
One objective of the bill was very specific. The bill was carefully designed to

enable the District government to borrow money at a lower rate of interest than
it pays the federal treasury. It would not raise the total debt but would, in fact,
reduce our debt service. Saving money is, after all, a fiscally conservative and
responsible act.
Another objective in floating the bonds at this time was to establish the city's

credit in the bond market with an issue considered relatively small in the finan-
cial world. This cautious first step was taken after consultation with bond experts
and full public hearings.
We have closely observed our newly elected City Council in action as a com-

mittee-as-a-whole, in legislative sessions, in committee meetings and in hearings.
We have seen its examination of this city's billion dollar budget force the execu-
tive branch to trim back its programs and personnel to reflect more realistically
the revenues available. The Council has shown every evidence of moving in a most
fiscally responsible direction, to put D.C.'s financial house in far better order
than it inherited from the Congress.
It was the Congress that raised police and firemen's salaries last year, as they

have done in previous years, throwing our budgets out of balance with expected
revenues. It was Congress which gave us pay-as-you-go retirement plans—un-
funded pension plans for police and firemen and in part for teachers, too.

Considering the fiscal responsibility this newly elected government has demon-
strated, your public announcement calling for a full audit in a manner implying
the government would resist this review is in no way warranted. The fact is
that the new government was, itself, moving towards just such an audit. Know-
ing of your concern for the District of Columbia and its right to govern itself,
we suggest that a preferable Congressional approach would be to obtain desired
information through the city government before imposing Congressional re-
straints. The city government is now responsible to the citizens of Washington,
D.C. This new system must be given a chance.
In conclusion we would like to state that this government has made admirableprogress in its brief lifetime toward unraveling some of the fiscal tangles

Congress gave it along with Home Rule. It deserves your support and good will.From what we have observed, to date, we think you will find this newly electedgovernment is as keen on achieving fiscal integrity as you and we are.
Sincerely yours,

ELLYN W. SWANSON,
President.

The CHAIRMAN. We stand adourned until tomorrow morning at9:30 a.m.
[ Whereupon, at 6 p.m., the committee adjourned.]
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GENERAL NOTES

1. All years referred to throughout this report are fiscal years.

2. Detail in the tables, text, and charts of this report may not
add to the totals because of rounding.

3. Abbreviations used in this report are described inside the
back cover.



213

CONTENTS

Summary

CHAPTER I
The Need for Priorities and Cost Control

CHAPTER II
Establishing Budget Priorities

CHAPTER III
Prospects for Cost Control

CHAPTER IV
Impact of the Economy on the Budget

APPENDICES

Projections by Appropriation and Agency A
Projections by Program Area B
Projections by Client Group C

Debt Service Projections by Agency D
New Facility Operating Costs E

1

3

21

39

43
47
69
73
77

62-904 0 - 76 - 15



214

FIGURES

Agency Percentages of Total 1976 District Budget 1 5
1976-1980 Agency Increases 2 6

1976 Program Mix 3 8
1976-1980 Program Area Increases 4 9

Criminal Justice Administration 5 10
Community Protection 6 11

Social and Economic Well-Being 7 11
Health 8 12

Education 9 12
Recreation and Cultural Enrichment 10 13

Community Development and Transportation 11 13
Environmental Protection 12 14

Governmental Direction and Support 13 15
Direct Service Costs by Client Group 14 16

1976-1980 Client Group Programs 15 17
General Population 16 17
Children and Youth 17 18

Adults 18 18
Senior Citizens 19 19

Expenditure Projections by Cost Factor 20 22
Projected 1976-1980 Expenditure Increases by Cost Factor 21 22

Standard Growth Programs Increases 1976-1980 22 24
1976 Salary Costs Percentages For Major Employee Groups 23 25

Uncontrollable Growth Program Increases 1976-1980 24 27
Human Resources Programs 25 28
Employee Benefit Programs 26 29

Mass Transit Programs 27 30
Criminal Justice Programs 28 31

Operating Impact of CIP Increases 1976-1980 29 33
1976-1980 Debt Service Increases by Agency 30 35

1976-1980 New Facility Operating Costs by Agency 31 36
Expenditure-Revenue Trends Under Different Economic Conditions 32 40

Fiscal Gaps Under Different Economic Conditions 33 41

EXHIBITS

District of Columbia Program Areas I 7
Relationship of Program Elements to Program Structure ll 7



215

SUMMARY

PURPOSE OF REPORT

This is a special follow-up report to the 1976-
1980 Multi-Year Financial Plan released with
the executive budget in March 1975. Like the
earlier plan, this report neither predicts what
will happen nor recommends what should
happen to the size and composition of the
District budget during the next five years.
Rather, it shows overall city budget trends in
the near future and specific cost implications of
current fiscal policies and ongoing program
commitments.

Chapter I explains why the underlying trends
and issues presented in the report will remain
valid regardless of the final outcome on the
1976 budget. Because severe fiscal pressures
are likely to remain with the District for years
to come, this report raises three key policy
questions:

• How can spending priorities be estab-
lished to meet current and future needs?

• What are the prospects for controlling
projected budget growth?

• What is the potential scope and severity

of the fiscal gaps facing the District in
coming years?

By presenting information to begin answer-
ing these questions, this report gives citizens
and city government officials a better under-
standing of the program and fiscal issues facing
the District under home rule, and provides a
basis for developing policies which will permit

the city to meet priority needs and maintain
fiscal stability in the future. Having a substantive
and organized body of information on future
trends affords sufficient lead time to plan and
take action now to meet the challenges ahead.

As a result, the city is in a much stronger fiscal
position than many other state and local
governments.

PRIORITIES

Chapter II deals with the importance of estab-

lishing an explicit set of priorities to guide future
program and fiscal decisions. It presents a view

of the 1976 budget and projected trends through
1980 on a traditional agency-by-agency basis.
Then, for the first time, trend information is pre-

sented on how the budget is distributed among
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programs that cut across agency lines and
client groups for whom city services are deliv-
ered. Highlights of the major findings under
each of these three snapshots of the budget
are provided below:

The budget by agency...

• With a budget of $266.6 million, the De-
partment of Human Resources is the larg-
est agency of the District Government in
1976 and shows the greatest increases—
$115.7 million—through 1980. Of these
amounts, 40 percent of the department's
1976 budget and 50 percent of projected
increases provide cash transfers for in-
come maintenance, health and child sup-
port programs.

• Increases of over $100 million give the
Department of Environmental Services
the highest budget growth rate over the
planning period—almost three times the
11 percent city-wide growth trend. About
80 percent of the projected increase pays
operating costs of the Blue Plains sewage
treatment plant which arise from in-
creased flows and more stringent treat-
ment standards.

• The, cost of subsidizing METRO bus and
rail deficits will more than double in the
next four years, growing from $33 million
in 1976 to $80 million by 1980.

• Debt service costs to finance public fa-
cility construction will increase a total of
$79.5 million in the next five years reach-
ing a total of $145 million by 1980.

The budget by program ...

• Education is the largest single District
program and accounts for one out of every
four dollars spent by the city. Education
programs cost $271.4 million in 1976 and
increase to $395 million in 1980.

• It will cost the city $145.2 million to pro-
vide Health services in 1976. This repre-
sents 14 percent of the recommended
budget.

• Twenty percent of the 1976 budget pays
for programs contributing to Criminal
Justice Administration goals.

• The share of the budget allocated to En-
vironmental Protection programs changes
significantly, growing from 7 percent in
1976 to 18 percent in 1980.

The budget by client group...

• Most client services are provided for the
general population and thus are not al-
located to any single client group. Fifty-
eight percent of direct services serve the
general population.

• Children and youth services make up
almost one-third of direct client group ex-
penditures. Education programs provide
over half the budget for children and
youth.

• The remaining share of direct client serv-
ices goes to adults and senior citizens.

• Many programs—especially health care,
social services and mass transit services—
are either funded through Federal grants
and thus were excluded from these es-
timates, or benefit residents in every age
category and thus were shown under the
general population. Hence, expenditures
shown for any single age group under-
state the city's total funding commitment
to special client groups.

COST CONTROL

Chapter III focuses on the issues surrounding
long-term cost control in the District Govern-
ment. These issues cut across all agencies,
programs and client services. By identifying
specific cost factors, analyzing their magni-
tudes over time, and examining policy options
available for cost control, the District can pro-
vide a framework for making the difficult deci-
sions that lie ahead. Toward this end, three
budget growth factors are presented —Standard
Growth Programs, Uncontrollable Growth Pro-
grams, and the Operating Impact of the CIP—
with the following key findings:

Standard Growth Programs

• Standard Growth Programs represent the
portion of the budget that pays for salaries
and supplies and is primarily affected by
pay raises and inflation in the purchasing
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area. These programs make up 72 per-
cent of the 1976 budget and 44 percent of
the increases projected through 1980.

• Pay raises will cost the city about $195
million between now and 1980. These in-
creases will be difficult to control since 56
percent of the city workforce now receives
prevailing Federal wages while most of
the remaining employees negotiate for
wages under bargaining procedures es-
tablished in statute.

• Inflation will add almost $60 million to the
cost of supplies, equipment, and other
materials between now and 1980.

Uncontrollable Growth Programs

• There are twenty Uncontrollable Growth
Programs where the city is required by
law, contract or legally binding agreement
to provide services to persons meeting
certain eligibility requirements (e.g., pub-
lic assistance, retirement programs, un-
employment compensation, medicaid,
etc.).

• Uncontrollable programs make up about
20 percent of the 1976 budget with fund-
ing requested at $233 million. As a result
of the increases projected in these pro-
grams over the next five years, a total of
$372 million in the 1980 budget would
fall outside the effective control of city
officials.

• Public assistance payments of $63.1 mil-
lion make it the largest uncontrollable
program in 1976, followed by the police
and fire retirement program with a 1976
request of $51.2 million.

• From 1976 to 1980, METRO operating
subsidies increase at the rate of 25 percent
annually, more than twice the growth trend
of uncontrollable programs as a group.
Medicaid increases of $24 million result
in the second highest growth-19 percent
per year over the planning period.

• Long-term cost control in these programs,
outside legislative restrictions in eligibility
or benefit cutbacks, can be achieved
through measures aimed at meeting

needs through program and administra-
tive initiatives.

Operating Impact of the Capital Improvements
Program

• The city's Capital Improvements Program
(CIP) causes growth in future operating
budgets to pay for debt service on capital
financing and for staffing and supply
needs of new facilities such as public
schools, recreation centers, and college
campus development. One-third of the
total budget growth through 1980 is ex-
plained by a $182.5 million increase in the
operating costs of capital projects.

• Authorized Projects—those already in
process—account for 85 percent of the
increase projected in CIP operating costs.
The rest pays for new projects recom-
mended in 1976 and subsequent years.

• Debt service increases of almost $80 mil-
lion make up just under half of the total
CIP impact. The largest portion of these
financing charges goes for Public Schools,
Environmental Services, and higher edu-
cation projects, and debt service on
METRO subway construction.

• New facility operating costs during the
period amount to $103 million for about
70 projects scheduled to open after 1976.
Most of this increase—about 80 percent—
is due to the Blue Plains Water Pollution
Control Plant and will be partially paid for
by other jurisdictions participating in the
regional sewage treatment program.

• Cost control measures for reducing debt
service charges involve greater use of
municipal bonds and revenue bonds to
finance capital construction.

• Controlling new facility operating costs
requires early identification of additional
staffing requirements and the ways to
increase resource utilization through mul-
tiple purpose facilities and consolidation
of services.

SEVERITY OF FISCAL SITUATION

Because cities are captives of the national and
local economy, the final chapter examines the

94,4
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impact of improving and worsening economic
forecasts on the city budget. The sensitivity of
fiscal gap projections to changes in economic
conditions is shown based on three assump-
tions—optimistic, moderate, and pessimistic—
for the future economy. The conclusion is that
the city will continue to face significant revenue
shortfalls—at least $80 million in 1977 alone—
regardless of how the economy changes in the
coming years. Thus, the District of Columbia
cannot count on improved economic conditions
to ease the underlying fiscal pressures on the
city budget. Highlights of the chapter include:

• Without discretionary increases to meet
heavy demands and emerging needs, the
1977 budget is projected to be at least
$1,170 million —$100 million above the
recommended 1976 budget—but could go
as high as $1,200 million if the economy
does not rebound quickly.

• By 1980, the budget could range any-
where from $1,570 million to $1,700 mil-
lion, reflecting growth pressures amount-
ing to 9-13 percent each year.

• Revenue yields under both current and
proposed authority grow at a much lower
rate than expenditures, averaging 3-6 per-
cent annually during the projection period.

• As a result, the city's fiscal gap will be at
least $80 million in 1977 even if the 1976
revenue package is approved but could be
as high as $235 million under current
authority.

• If projected growth trends prevail through
1980, revenue authority amounting to at
least $275 million would have to be added
on top of the revenue program proposed
in 1976 just to maintain program com-
mitments. In the worst case, the city could
need as much as $660 million in additional
revenue above what is estimated under
current authority.

A critical point for proper interpretation and
use of this report deserves re-emphasis at this
juncture—potential fiscal gaps identified in the
report will not actually occur because the Dis-
trict budget [by law] must be balanced with
revenues. By showing the severity of the fiscal
outlook, however, the report provides a base-

iv

line for determining how fiscal balance can
best be achieved, and what goals and pro-
grams should receive priority attention.

THE FUTURE AGENDA

The report notes developments on national and
local fronts which offer potential for not only
easing but resolving many of the fiscal pres-
sures facing the District. State and local offi-
cials have voiced concern over the effects of
national economic conditions on the remain-
ing partners in the federal system. Often the
costs of meeting needs that are truly national in
scope fall most heavily on lower levels of gov-
ernment. As a result, there is a heightened level
of debate focusing on increased Federal as-
sumption of financial responsibility in areas
such as national health insurance, financial
assistance to needy families, mass transit, and
environmental pollution control. This is likely to
produce Federal action which will ease the fis-
cal burdens on central cities within the next five
years.

In the final analysis, major responsibility for
maintaining a strong fiscal posture and effec-
tively meeting needs of city residents rests with
the District Government itself. The main mes-
sage of home rule is that satisfactory resolution
of the city's fiscal issues will require a plan of
action for improving services within a realistic
fiscal framework. Among the key items on the
local agenda for action in the years ahead are:

• Obtaining the authority to tax non-resi-
dent income. Many states and cities al-
ready have the power to tax the income of
non-residents who benefit from services
provided within their jurisdictions.

• Conducting in-depth evaluations of the
past and current effectiveness of all on-
going programs.

• Undertaking a more intensive effort to ob-
tain a higher degree of performance and
productivity, both in terms of quality and
efficiency, from agency service delivery
operations.

• Making a greater investment in local
economic development efforts to expand
and strengthen the city's economic base.

14-9
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CHAPTER I

The Need For Priorities
and Cost Control

BACKGROUND

The enactment and implementation of home
rule for the District of Columbia has opened a
landmark chapter in the city's history, giving
citizens the right of self-determination for the
first time in a century. Now citizens will be able
to play a far greater role in decisions which af-
fect their daily lives and shape the future of this
city. The challenges and responsibilities ac-
companying home rule take on a more impor-
tant meaning today, however, because the
District is entering this new era in the midst of a
worsening "urban fiscal crisis." Having suffered
the effects of our national economic problems
over the past few years, cities across the coun-
try have become increasingly more sensitive to
the long range fiscal consequences of current
decisions and have begun re-examining priori-
ties and program commitments to bring re-
source requirements in line with resource
availability and needs.

At stake is the ability of central cities to
provide for the growing needs of an urban pop-
ulation in a fiscal setting that is not likely to
improve significantly in the years ahead. While
steps must be taken now to overcome fiscal

pressures, fundamental changes in urban
policies at the national, state and local levels
cannot be made overnight. Urban administrators
and legislators have long recognized that it
may take years of serious discussion and plan-
ning before a genuine consensus on priorities
can be reached. In view of the long term nature
of this process, consideration of future policies
for the District of Columbia should begin with
an understanding of the forces behind the
urban fiscal crisis and an identification of their
major causes and future effects.

A recurrent pattern observed since the early
1960s explains the nature of urban fiscal prob-
lems and provides a backdrop for examining
potential solutions. Simply stated, cities are
engulfed in a continuing fiscal squeeze where
costs of delivering basic public services rise at
a much faster rate than revenues needed to
maintain existing commitments. Over the last
ten years, for example, cities have experienced
an incredible growth in demands for services
to meet needs in such areas as health and social
welfare, mass transit, law enforcement, environ-
mental protection and higher education. New
programs, many of them funded with the help
of Federal grants, were initiated to address

1
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some of these needs while workloads in existing
programs rose dramatically in response to ad-
ditional service demands of urban residents. To
maintain existing services, cities have had to
pick up expiring Federal grants with local rev-
enues and at the same time continue to fund
existing programs that have grown in both size
and cost over the years.

On the revenue side of the fiscal ledger,
central cities have suffered losses in revenue
growth as a result of rapid suburbanization
over the last two decades. Given the structure
of urban tax systems, restrictions on the nat-
ural expansion of a city's revenue base make it
difficult to raise tax rates or add new taxes to
offset lagging revenue yields. In addition, when
suburban development causes a higher con-
centration of low income persons living in the
central city, municipalities face heavier ex-
penditures to meet basic human needs yet are
left with proportionately fewer taxpayers able
to afford higher tax rates. Since new revenue
measures cannot be introduced indefinitely
without weakening a city's competitive position,
every municipality must identify the point
beyond which further tax increases come at the
expense of a viable local economy.

These forces underlying the urban fiscal
crisis would have been felt even without the
turbulence that has marked the national
economy since the early 1970s. With it, however,
the squeeze on municipal finances has become
considerably more pronounced. As one of the
largest consumers of goods and services, local
governments throughout the country have been
hit hard by simultaneous inflation and reces-
sion. Like other consumers, cities must pay
higher costs for services—primarily salaries of
public employees—as well as cover price in-
creases for supplies, equipment, utilities and
other materials governments buy.

Because of pressures such as these, cities
frequently have no options for balancing muni-
cipal budgets other than budget cutbacks and
tax increases. While differences of opinion may
exist over budget and revenue strategies, there
is general consensus on at least two objectives
of fiscal policy: (1) jurisdictions should make
the best possible use of existing resources, con-
centrating them on the most effective and high-
est priority programs; and (2) jurisdictions

2

should carefully scrutinize expenditure growth
to determine areas where cost control mea-
sures can have the greatest impact.

PURPOSE

The purpose of this report is to give citizens
and city government officials better information
on emerging fiscal trends and issues so deci-
sions can be made on program priorities and
fiscal policies for the city during the balance
of this decade. It is presented as a special
follow-up report to the FY 1976-1980 Multi-
Year Financial Plan transmitted as part of the
1976 budget, and addresses a number of im-
portant long range policy questions which fell
outside the scope of the earlier report:

• How can spending priorities be estab-
lished to meet current and future needs?

• What are the prospects for controlling
projected budget growth?

• What is the potential scope and severity
of the fiscal gaps facing the District in
the coming years?

This report identifies the key fiscal issues
stemming from the long range projections
contained in the Multi-Year Financial Plan. Like
the plan which preceded it, fiscal trends pre-
sented in this report cover the five fiscal years
beginning in July 1975 and ending in 1980 and
show the fiscal implications of funding current
programs recommended in the 1976 executive
budget and the 1976-1981 Capital Improve-
ments Program. Consequently, the report does
not attempt to anticipate new budget and rev-
enue policies that will be introduced in future
years to meet emerging needs.

Regardless of the final action taken on the
1976 executive budget, chronic resource scar-
city will not diminish but will continue to be an
important factor in future decisions affecting
this city. A searching review of program priori-
ties and funding strategies must now be under-
taken to determine how the city will meet high
priority needs within limited resources. This
report can provide the basis for open and in-
formed discussion of policies and programs for
the future of this city.
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CHAPTER II

Establishing Budget Priorities

INTRODUCTION

The annual budget estabIshes a government's
priorities by allocating resources to accomplish
important goals and objectives. Choosing
among many worthwhile activities and compet-
ing budget needs is not a mechanical task of
computing various cost estimates. Rather, it
is a highly judgmental process requiring in-
formation on a wide range of needs, descrip-
tions of activities under way or planned to help
meet these needs, and an assessment of the
benefits to be derived from such acitivities.
Recognizing that no city has sufficient re-
sources to completely satisfy all legitimate
demands for service, priorities become the
principal device for evaluating the relative im-
portance of each governmental activity. This
chapter presents a useful approach for re-
viewing priorities and resource allocation de-
cisions in the District of Columbia.

Conducting an effective budget formulation
and priority review process has been a complex
undertaking in the public sector because pro-
grams addressing a given public objective
often cut across agency lines and deliver ser-
vices to every segment of the population. Given
the enormous size and composition of a billion

dollar budget such as the District's, it is ex-
tremely difficult to see how all the individual
elements fit together into a unified plan for
addressing high priority needs. The limited
amount of time available during the period of
budget review precludes an in-depth examina-
tion of every program or a comparison of the
costs and results of programs conducted by
several agencies for the same basic purpose
or for the same client population.

To help overcome these constraints, the city
has developed three approaches for analyzing
budget proposals, each adding an important
yet different perspective to the identification
of budget priorities. First, the five year financial
plan is examined on an agency basis to show
patterns of cost growth among major depart-
ments of the District Government. This analysis
goes one step beyond the projections reported
in the Multi-Year Financial Plan which highlight
projected expenditures at the major appropria-
tion level only. The second approach used to
view budget priorities assembles agency ac-
tivities into a program format. This method es-
tablishes the current and future "program mix"
of the city by focusing principally on services
and objectives rather than the agencies re-

3
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sponsible for carrying them out. Finally, re-
source allocations are analyzed in terms of
broad client groups that make up the District
population. Youth and senior citizens are among
the population categories that are used to
identify programs specifically designed to
meet direct service needs of District residents.

I. ANALYSIS OF AGENCY EXPENDITURE
TRENDS

Proposed spending plans are traditionally
reviewed on an agency-by-agency basis be-
cause agencies provide the administrative
and productive machinery required for program
operations. In a governmental setting, agencies
marshall resources required to perform tasks
and can be held accountable for their success
in meeting key objectives. By beginning the
analysis of priorities on an agency basis, a frame
of reference can be established for subsequent
examinations of program objectives and direct
client services.

The ten largest city departments together
account for slightly more than 80 percent of the
appropriation requests recommended in the
1976 executive budget. This leaves the balance
of funds for a group of 50 smaller offices and
contributions to local and regional organiza-
tions. Because of their importance in carrying
out the major goals of the District Government,
the focus of this section is on the largest operat-
ing departments.

Figure 1 lists the ten major agencies of the
District Government and their percentage share
of the total 1976 budget. Seven of these
agencies fall under the broad appropriation
categories of Human Resources, Education
and Public Safety. Appropriations for these
categories together make up about 70 percent
of the city budget. The Department of Human
Resources obtains spending authority from
the Human Resources appropriation, the only
city department now included in this appropria-
tion category. The Education appropriation
claims two of the top ten agencies, Public
Schools and Federal CityCollege. Four agencies
listed in Figure 1 are included in the city's ap-
propriation for Public Safety: Metropolitan
Police Department, Fire Department, Depart-
ment of Corrections and the District Courts.

4

Funding for the repayment of city debt, the
Department of Environmental Services and
mass transit subsidies completes the list of
the ten largest budgets.

• A closer examination of the allocation deci-
sions behind Figure 1 reveals several important
findings:

• Twenty-five percent of the total budget
goes to the Department of Human Re-
sources (DHR). With a recommended
budget of $266.6 million in 1976, DHR is
the largest .single agency of the District
Government. Almost two fifths of these
expenditures—about $100 million—takes
the form of transfer payments which pro-
vide a variety of income maintenance,
medical treatment and family support
services for indigent residents of the
District. The balance of the DHR budget
pays for service operations conducted
by the department and related admin-
istrative expenses.

• The Public School system receives the
second biggest share of the city budget.
A total of $205.5 million is recommended
for Public Schools in the Mayor's 1976
budget which represents 19 percent of
the total District spending request. These
resources finance primary and secondary
education programs for the City's 130,000
public school students.

• Mass transit subsidies used to offset
METF?0 bus and rail deficits experienced
by far the greatest budgetary expansion
in the past several years. Before the area's
privately-owned bus companies were
purchased by the Washington Metro-
politan Area Transit Authority (WMATA)
in 1973, the District had no direct re-
sponsibility for financing regional bus
service. During the four years of public
ownership, however, the city's funding
commitment to METRO bus operations
has grown to $33.3 million, in effect be-
coming to eighth largest agency of the
District.

• Federal City College is another agency
that experienced rapid funding increases
in recent years. Started in 1968, Federal
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Figure —1 Agency Percentages of Total 1976 District Budget

Human Resources
$ 266.6

All Other
$ 201.0

Total $ 1,072.6 Million

Federal City
College $ 23.8

Courts $ 25.4

Transit Subsidies
$ 33.3

11101, P$u2bol i5c.5Schools

Police $ 131.3

Debt Service

Environmental

N. 
Services $ 58.0

$ 65.4

Corrections
$ 36.6

Fire $ 43.8

City College is a four-year liberal arts
school offering associates, bachelors
and masters degrees in over 50 academic
fields. In 1976, the college will have a
projected enrollment of nearly 6,000
students (on a full-time equivalent basis)
and a recommended budget of $23.8
million, making it the tenth largest District
Government agency.

By the end of this decade expenditures for
the city's major agencies will increase slightly
from 81 percent to 85 percent of the total bud-
get, reflecting the continued importance of
these departments in delivering essential
public services. Significant expenditure pat-
terns over the period are displayed in Figure 2.

The largest single expenditure increase during
the 1976-1980 period is projected for DHR
which will require$115.7 million of theestimated
$574.7 million increase in total budget authority
needed to maintain 1976 program commit-
ments. DHR cost projections reflect the impact
of economic conditions on cash transfer pro-
grams (50 percent of DHR increases over the
period) as well as on direct services provided
by the department.

Projections show the Department of En-
vironmental Services (DES) will require an ad-
ditional $103.3 million by 1980, the second big-
gest expenditure increase in absolute dollar
terms. During this period, the portion of the
city's total budget going to DES will double
from 5 percent to 10 percent if plans to expand

5
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and upgrade the Blue Plains Water Pollution
Control Plant continue on schedule.

Significant expansions in budgetary author-
ity are also projected for debt repayments
($79.5 million), Public Schools ($72.8 million),
METRO subsidies ($47.3 million) and the Metro-
politan Police Department ($44.7 million). The
four remaining agencies listed in Figure 2 show
a combined expenditure increase of $47.3 mil-
lion over the four year period. By comparison,
the 50 smaller offices and agencies grouped
together in the figure are expected to add
another $46.5 million to the budget through
1980.

The growth trend portion of Figure 2 pro-
vides a basis for making individual comparisons
of long-term budgetary growth among agencies

and for examining agency growth patterns in
relation to the trend projected for the budget
as a whole. Three items in particular stand out
because they exhibit the highest annual growth
over the 1976-1980 planning period: the De-
partment of Environmental Services (29 per-
cent), mass transit subsidies (25 percent) and
debt service (22 percent). Annual growth rates
for these agencies exceed from two to almost
three times the 11 percent trend shown for the
total budget, and reflect the substantial cost
implications of commitments in the areas of
wastewater treatment, mass transit and capital
improvements.

A comparison of the remaining agencies
shown in Figure 2 indicates that Federal City
College follows the same annual growth pat-

Figure — 2

Cost Increases

1976 — 1980 Agency Increases
( In Millions )

Agency Annual Growth Rates %

115.7

1033

79.5

72.8

47.3

44.7

Human Resources

1
Environmental Services 1

Debt Service

Public Schools

Transit Subsidies

13.9

12.6

Police

Fire

Corrections 1

11.1 1111 Federal City College

9.711 Courts

46.5 All Other 6

8

22

29

25

Total Increases $ 574.7 City -wide Average 11 %
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tern as the total budget, while the final six
agencies are projected to increase at rates
ranging from one-third to one-fifth below the
total budget. Finally, the 50 District agencies
grouped together in the figure collectively grow
at an annual rate of about 6 percent, nearly
one-half the budget as a whole.

A complete listing of projected budget
levels for all offices and departments of the
District Government is provided in Appendix A.

II. ANALYSIS OF PROGRAM EXPENDITURE
TRENDS

Expenditure trends among agencies, such as
presented in the foregoing section, have limited
value in setting future priorities unless they
can be translated into programs and services.
Since several agencies may conduct similar
activities for the same basic purpose, it is im-
possible to determine the city's total expendi-
tures toward a given program objective by
focusing solely on resource commitments at
the agency level. In contrast, a program re-
view of budget trends shows the efforts of city
departments contributing to the same end
purpose. A program based presentation of the
budget, therefore, provides a way of surfacing
issues on program and spending priorities. It
does this by grouping activities according to
the objectives they serve rather than the
agencies performing them.

A structure of program goals and objectives
was developed for this analysis to present in-
formation on program costs. At the top of the
structure are nine broad areas of governmental
activity which together make up the city's
primary goals. These nine categories, called

Exhibit I District of Columbia
Program Areas

Criminal Justice Administration
Community Protection

Social and Economic Well-Being

Health
Education

Recreation and Cultural Enrichment

Community Development and Transportation
Environmental Protection

Governmental Direction and Support

Program Areas, are listed in Exhibit I and identify
the major needs addressed in the city budget.
Below the Program Area level, the structure
has three successive levels of detail— Programs,
Subprograms and Program Elements—which
further refine objectives and assemble specific
activities carried out within each Program
Area. The Program Element is the level in the
structure where agency programs working
toward a similar end purpose are identified
and grouped together under their common
objective.

The relationship of program elements to
the entire program structure is illustrated in
Exhibit II. As an example, programs designed
to help prevent juvenile delinquency are con-
ducted by four separate agencies. Activities
of each of these agencies are grouped in the
program structure under Juvenile Delinquency
Prevention. In turn, Juvenile Delinquency Pre-
vention is one of several Subprograms aimed
at a larger objective, namely, achieving a higher
level of Crime Control. Finally, the Crime Con-
trol Program contributes to the major goal of
Criminal Justice Administration in the District

Exhibit II Fielationship of Program Elements to Program Structure

(
Program Area

Program

Subprogram

Program Elements

CRIMINAL JUSTICE ADMINISTRATION

JUVENILE DELINQUENCY DELINQUENCY PREVENTION

Police Youth Programs (Metropolitan Police)

Roving Leaders (Recreation)

Diagnostic and Care Services (Human Resources)

Persons in Need of Supervision (Human Resources)

Coordination (Youth Opportunity Services)

7
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of Columbia. A complete list of the Programs,
Subprograms and Program Elements is pro-
vided for each program area in Appendix B.

This overview of program cost trends begins
with the base year, 1976, and moves to a dis-
cussion of the implications of current program
commitments over the 1977-1980 planning
period. Figure 3 presents a breakdown of the
1976 program mix by showing the distribution
of the recommended budget by Program Area.

• One-fourth of the city budget is allocated
to Education programs. A total of $271.4
million is recommended for primary,
secondary and higher education pro-
grams in 1976.

• Criminal Justice Administration has the
second largest share of city resources
with one-fifth of the total budget. Re-
sources invested in this category help
provide services for a wide range of law
enforcement activities, including crime
prevention, adjudication and offender
rehabilitation.

• Two major program categories—Health

and Social and Economic Well-Being —
serve the medical and family support
needs of the city's population. With budget
levels of $145.2 million (14 percent) and
$115.3 million (11 percent), respectively,
these program areas together make up
one-fourth of the Mayor's 1976 budget
request.

• Most of the remaining portion of the bud-
get is allocated among programs for En-
vironmental Protection (7 percent), Com-
munity Development and Transportation
0' percent), Community Protection (6
percent), and Recreation and Cultural
Enrichment (3 percent).

• The final 7 percent of the 1976 budget
proposal is earmarked for Governmental
Direction and Support which contains
acitivites that cannot be meaningfully
attributed to any particular program. This
program area includes $19.7 million in
1976 to pay the full cost of pay raises ap-
proved in 1975 which could not be broken

Figure —3

Recreation
& Cultural Enrichment $ 28.6

Community Protection $ 60.2—

Community Development —
& Transportation $ 78.9

1976 Program Mix

( In Millions)

Education $ 271.4

1011.11111.99'Governmental Direction ''
& Support $ 82.8

Environmental Protection $ 79.1

— Criminal Justice
Administration $ 211.3

'Health $ 145.2

Social & Economic Well -Being $ 115.3

8
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Figure 4 1976— 1980 Program Area Increases
(In Millions

$ Cost Increases Program Area Annual Growth Rates %

123.2

120.2 Mg Environmental Protection

82.1

70.6

Criminal Justice

Community Develop.& Transport.

66.1 Health 10

48.3 Social & Economic Well-Being

28.9 Govt. Direction & Support

20.5 Community Protection

Total Increases $ 574.7 City - wide Average 11 %

out separately for each major program.'
Had 1975 salary increases been allocated
to the respective programs, funding for
Governmental Direction and Support
would have dropped below $65 million
in 1976.

Figure 4 illustrates the expenditure impact
of the recommended 1976 program mix through
1980 in both absolute ciollar increases and
annual percentage growth rates. The largest
absolute increase in expenditure requirements
over the planning period is expected in Educa-
tion programs ($123.2 million), partly because
this program area exhibits the highest spend-
ing base in 1976. The cost of maintaining
Environmental Protection programs under-
goes dramatic increases, over $120 million,
due largely to the expanded waste-water treat-
ment program planned by the Department of

*Pay adjustments projected after 1975, however, are re-
flected in the programs where they occur.

Environmental Services. Substantial cost pres-
sures are also anticipated in the next four years
in order to continue programs for Criminal Jus-
tice Administration ($82.1 million), Community
Development and Transportation ($70.6 mil-
lion), and Health ($66.1 million). The remaining
three major programs together share an addi-
tional $91.2 million over the planning period.

Expenditure growth rates provide another
means of comparing differences in cost ac-
celeration among programs and serve to identify
potential cost issues for further analysis. High-
lights of the growth trends illustrated in Figure
4 are summarized below:

• Environmental Protection costs grow at
the highest annual rate-26 percent—
about 21/2 times the city-wide average of
11 percent per annum. Expenditures
through the end of the planning period
are more than double the proposed 1976
level, growing from $79.1 million to $199.3
million by 1980.

9
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• Community Development and Transporta-
tion programs experience the second
highest growth trend between 1976 and
1980. The Mass transit subsidy payment
to Metro is the key force behind a 17 per-
cent annual growth rate for the remainder
of the 1970s.

• The third fastest rate of growth is found
in Recreation and Cultural Enrichment
programs which increase at the same
11 percent overall rate as the city-wide
total. This growth reflects increases in
the cost of services provided throughout
a network of recreation facilities and
public libraries.

• The six remaining program areas exhibit
below average growth rates over the four-
year period. Average budget increases
on the order of 8-10 percent per year are
projected for these categories.

The preceding discussion of funding com-
mitments at the program area level has served
to identify the program mix proposed in 1976
and highlight some of the significant trends
anticipated during the remainder of this decade.
To better understand the cost implications of
the projections for each program, the report
now turns to an analysis of funding patterns
below the program area level. In addition to
the following brief rundown on each major
program, a comprehensive listing of expendi-
tures for the entire program structure can be
found in Appendix B.

Criminal Justice Administration

A funding level of $211.3 million is proposed
for Criminal Justice Administration in 1976.
As Figure 5 illustrates, Crime Control is the
largest single group of programs in this pro-
gram area. In 1976, Crime Control programs
such as crime prevention, juvenile delinquency
prevention, and investigation and apprehension
efforts make up nearly two-thirds (63 percent)
of the program area total.

One out of every five dollars spent on Crim-
inal Justice programs goes for the Rehabilita-
tion of Offenders while the remaining funds
are earmarked for the Administration of Justice

10

(17 percent). Administration of Justice activities
focus on the adjudication process which in-
volves pre-trial detention, prosecution and
defense, and judicial proceedings. After ad-
judication, persons convicted of criminal of-
fenses are placed in Offender Rehabilitation
programs such as institutional programs and
community-based rehabilitation services.

Over the planning period, Criminal Justice
costs grow 9 percent annually, reaching a level
of $293.4 million in 1980. Nearly two-thirds of
the estimated $82.1 million increase is attribut-
able to pay adjustments and inflation which
together produce a $55.3 million increase
between 1976 and 1980. Debt service charges
and new facility operating costs for authorized
capital projects add another $11.7 million to
total program area costs. Finally, relatively un-
controllable programs such as police pension
payments, legal defense for indigent clients
and incarceration of offenders in Federal pris-
ons, account for $15.1 million in additional fund-
ing by 1980.

Figure —5 Criminal Justice Administration

Total $ 211.3 Million

Community Protection

Several programs are aimed at protecting cit-
izens from health and safety hazards in the
community or keeping them from becoming
victims of discrimination or other illegal prac-
tices. The cost of these services is estimated
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at $60.2 million in 1976. Included in this pro-
gram area is funding for services such as Fire
Protection, Highway Safety, Consumer Pro-
tection, Community Health and Safety, and
Protection of Individual and Group Rights. Of
these, Fire Protection is the largest category
making up 70 percent of the total.

Remaining Community Protection resources
are divided among the other safety and pro-
tection programs as iliustrated in Figure 6.
Highway Safety encompasses driver and vehicle
safety programs, including permit control,
driver education and vehicle inspection. Con-
sumer Protection programs account for an
additional 8 percent of total program area costs
followed by programs aimed at removing health
and safety hazards in the community (7 percent).
Finally, the rights of individuals and groups are
protected through enforcement of regulations
governing discriminatory practices, wage-hour
administration and related laws (5 percent of
total).

Through 1980, Community Protection costs
are projected to increase by one-third to $80.7
million. Nearly three-fourths of the $21 million
increase is due to a $14.9 million rise in pro-
jected salary and material costs resulting from
pay adjustments and inflation. The rest of the in-
crease is attributable to firemen's pension costs
($2.9 million) and additional operating expenses
associated with debt repayment and facility
operations for new fire houses and a motor
vehicle testing station ($2.7 million).

Social and Economic Well-Being

Programs to improve the Social and Economic
Well-Being of city residents receive about 11
percent of the District budget, for a total of
$115.3 million in 1976. Stabilizing the social
and economic position of individuals and fam-
ilies accounts for the largest portion of total
program costs, about 72 percent, as shown in
Figure 7. This amount is further divided among
income maintenance programs ($62.5 million),
dependent child care services ($10.3 million),
and counseling and support activities ($3.0
million). Besides helping dependent persons
achieve stability, funding is provided to develop
self-support potential through job training and
day care ($11.3 million), as well as to continue

Figure —6 Community Protection

Total $ 60.2 Million

Fire Protection

70 %

5%

Individual
Rights

Health 7 %& safety

Consumer
Protection

Highway
Safety

10%

8%

Figure —7 Social and Economic Well-Being
Total $ 115.3 Million

10%

Self Support

Administration

16%

72%

Individual & Family
Stability

2% 
vCommunity
Based Program

Support

community-based action programs ($2.8 mil-
lion).

By 1980, projected costs for the entire pro-
gram area grow to $163.6 million, an increase
of $48.3 million over the 1976 budget level.
Slightly lessthan half of this growth is attributed
to increases in relatively uncontrollable costs,
for example, income maintenance programs
and foster care services. The remaining $24.5
million increase is caused by the higher wage

11
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and price levels incorporated into the pro-
jections.

Health

The cost of Health programs is estimated at
$145.2 million in 1976. Caring for the individual
health needs of city residents requires about
three-fifths of estimated 1976 program area

expenses, making physical health care the

largest program shown in Figure 8. The rest of

the District's health budget is divided among

services for mental health care (27 percent),

addiction control (7 percent), communicable

disease prevention (3 percent) and overall

administration (3 percent).
Physical health care programs cost an esti-

mated $84.4 million in 1976 which pays for the
city's network of community health clinics,

hospitals and other treatment centers, emer-
gency medical care, and private medical serv-
ices provided under the city's Medicaid pro-
gram. Mental health needs are met through
programs at Forest Haven and through out-
patient and inpatient services at community
mental health centers and St. Elizabeth's Hos-
pital. The cost of these mental health programs
is placed at $38.5 million in 1976. Alcohol and

narcotics treatment services round out the

city's Health program and are provided at an
estimated cost of $10.6 million in 1976.

Figure —8 Health

Total $ 145.2 Million
Administration

I
Disease
Prevention

12

Total Health costs reach $211.2 million in

1980 which represents an increase of some $66

million over a four year period. Contributing to

projected cost growth are increases of $30.5

million to cover pay raises and inflation antic-

ipated through 1980. The balance of the in-

crease results from a projected $32.7 rise in

uncontrollable medical expenses (primarily

Medicaid and St. Elizabeth's Hospital) and an

additional $2.8 million to meet operating costs

associated with improved hospital facilities.

Education
Investment in Education programs is the

largest single expense of the District Govern-

ment, estimated atone-fourth of the total budget
in 1976. As Figure 9 shows, Education programs

are divided into two major categories: Basic

Academic and Career Skills (83 percent) and

Advanced Skills (17 percent). The first of these

categories primarily centers around elementary

and secondary education and includes most
programs of the Public School System along
with related support costs such as debt serv-

ice, special youth programs and the School
Transit Subsidy. Total 1976 expenditures for

this category amount to an estimated $226

million.
The second category includes academic and

professional programs leading to advanced

Figure —9 Education

Total $ 271.4 Million
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Figure —10 Recreation and Cultural Enrichment
Total $ 28.6 Million

Community Development and Transportation

Figure —11 Total $ 78.9 Million

degrees. The $45.4 million 1976 funding level
for this category includes the recommended
budgets of the city's three institutions of higher
education: Federal City College, D. C. Teachers
College and Washington Technical Institute.
Education program costs will nearly double

by 1980. The resulting $123.2 million increase
above 1976 funding is the largest increase of
any program area. It is due primarily to higher
pay and inflation costs, estimated at $78.9
million. The balance reflects increases of $39.7

million in debt repayment and new facility
operations, and $4.6 million in the Teachers
Retirement Program.

Recreation and Cultural Enrichment

One measure of the "quality of life" of urban
areas is the range of opportunities available
for leisure activities. The District of Columbia
scores well on this index because of the variety
of Recreation and Cultural Enrichment pro-
grams provided for its citizens. An estimated
$28.6 million is allocated to these programs
in 1976.

Recreational Opportunities is the larger
category with nearly three-fifths of program
area costs as indicated in Figure 10. A total of
$16.8 million is recommended for recreation
activities in 1976 of which about one-half is
earmarked for city-wide programs such as
aquatics and neighborhood recreation centers.
The remaining recreation costs are divided
among specialized programs for youth, adults,
senior citizens and handicapped persons ($1.6
million) as well as administration and support
costs ($6.8 million).

Cultural Opportunities available to city
residents are provided through the library net-
work and programs geared to the promotion
and enjoyment of the arts. In 1976, the Mayor
has recommended a funding level of approx-
imately $11.8 million for programs in this cate-
gory, which accounts for the remaining 41
percent of total program area resources.

An 11 percent annual growth trend in this
area produces a $14.6 million expenditure in-
crease during the 1976-1980 period, placing
total program funding needs at $43.2 million
in 1980. The added cost of pay and inflation
increases through the 1970s accounts for $9.1
million or three-fifths of the total increase. The
rest stems from the operating cost implications
of the CIP which claims an additional $2.4 mil-
lion in debt service costs and $3.1 million in
staffing and maintenance funding for new rec-
reation and library facilities.

Community Development and Transportation

Approximately $78.9 million in local resources
has been recommended in 1976 for continued
funding of Community Development and Trans-

13
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portation programs. The relatively small share
of funds devoted to this program area may be
misleading, however, because Federal assis-
tance has traditionally provided the bulk of
funding for these programs. In 1976, for ex-
ample, the District expects to receive an ad-
ditional $93 million in grant funds, thus more
than doubling the amount of appropriated re-
sources available for conducting community
development and transportation activities.

Transportation services account for a full
93 percent of total program operating costs in
1976. This includes expenses for improving and
maintaining the city's street and highway
system, traffic control and mass transit pro-
grams. The cost of meeting mass transit needs
alone represents two-thirds of Transportation
expenses and about three-fifths of the funds
earmarked for the whole program area. Hous-
ing and Physical Development programs, such
as code enforcement, rent control, and land
use regulation are funded at $4.3 million, ac-
counting for another 5 percent of 1976 program
area costs. Industrial and commercial develop-
ment activities add the final 2 percent of the
program area total.

Through the end of this decade, Community
Development and Transportation costs nearly
double to reach a level of almost $150 million
in 1980. This translates into an annual growth
rate of 17 percent, the second highest rate of
increase exhibited among all major programs.
Approximately four-fifths, or $55.8 million, of
the total increase is directly attributed to Mass
Transit programs and will be used to pay for
METRO operating deficits as well as debt serv-
ice on rail and bus capital costs. The remaining
20 percent of the total increase is caused by pay
and inflation ($7.7 million), debt service on high-
way projects ($5.1 million) and the operating
cost impact of new highway capital facilities
($2.0 million).

Environmental Protection

The recent surge in public concern over the
environment has produced significant legisla-
tion at the federal level and has influenced the
city's costs for Environmental Protection as
well. A total of $79.1 million is recommended for
environmental programs in 1976 of which nearly

14

three-fourths is allocated to Environmental
Pollution Control. Funding of $57.7 million for
Environmental Pollution Control is used for air
and water quality control ($35.7 million) and
solid waste control ($22.0 million). Figure 12
indicates that the balance of program area
expenses are needed for administrative services
(24 percent) and Community Beautification
programs (3 percent).

Over the planning period, the cost of En-
vironmental Protection services will increase
dramatically with the implementation of the
Federal Water Pollution Control Act. Attempting
to meet federal water quality standards, the
Department of Environmental Services plans
to expand and upgrade the sewage treatment
program at the Blue Plains Water Pollution
Control Plant. The additional operating costs
associated with this project are estimated at $78
million by 1980, assuming present construction
plans continue on schedule. This accounts for
approximately two-thirds of the $120.2 million
increase projected for Environmental Protec-
tion programs. An additional increase of $23.1
million stemminci from higher pay and inflation
levels is also expected during the period. Finally,
$19.1 million will be required to finance higher
costs of debt service and operating expenses
for new facilities not included within the scope
of the water pollution control plant program.

Figure —12 Environmental Protection
Total $ 79.1 Million

(
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A

Governmental Direction and Support

The final program area groups together all
costs of the District Government that cannot be
allocated to any single program mission be-
cause they support virtually all program areas
or serve the city government as a whole. A
funding level of $82.8 million is estimated in
1976 for the five main categories of general
government activities shown in Figure 13.

Figure —13 Governmental Direction and Support

Total $ 82.8 Million

13%

Executive
Management

Employee
14 % Benefits

Fiscal
Management

Policy Review

8% 31%

Agency Services

34%

Employee Benefits and Services is the
largest category with slightly more than one-
third of total program area expenditures. The
largest single cost element in this category is
the $19.7 million needed to finance 1975 pay
raises which would normally be distributed
among the respective services where they fall.
However, since these pay raise expenses have
been budgeted centrally in 1976, their impact is
shown in this category.

Agency Support Services share the next
largest portion of program costs, an estimated
$25.5 million in 1976 or 31 percent of the total.
It provides general housekeeping services such
as transportation, facility management and
material management support, to all city agen-
cies. In addition, Executive and Fiscal Man-
agement activities receive 13 percent and 14
percent, respectively, of total program re-
sources. The final 8 percent of program funding

goes to the Policy Formulation category which
includes the Mayor and City Council.

Total program costs increase nearly $29
million through the remainder of this decade,
reaching a projected $111.7 million level in 1980.
Approximately two-thirds of the increase —$20
million—is caused by the impact of pay raises
and inflation on the cost of purchases included
in the program area. Expenditure increases
have also been projected to cover higher costs
for Unemployment Compensation and Disabil-
ity Compensation ($2.9 million), and the operat-
ing impact of the CIP ($6.0 million).

III. ANALYSIS OF CLIENT GROUP
EXPENDITURE TRENDS

Previous sections of this chapter presented
agency and program views of expenditure
trends as a basis for establishing future spend-
ing priorities for the District. A third approach
is to view budget allocations from the stand-
point of the city's most valuable resource—its
people.

The annual budget can be thought of as the
city's basic plan for service delivery, and as
such, it bears a strong relationship to the special
needs of all segments of the city's population.
However, since the composition and needs of
the population change over time, the budget
must be capable of responding to such changes
as quickly and effectively as possible. Thus, an
examination of budget allocations and pro-
grams devoted to the special needs of city
residents provides another useful perspective
for establishing priorities.

This section presents a profile of 1976 budget
proposals from the standpoint of certain seg-
ments of the population. The city's 750,000
residents have been divided into the following
clientele groups for this analysis:

• Children and Youth who make up about 32
percent of the population with approxi-
mately 243,000 persons under 19 years
of age.

• Adults between the ages of 19 and 64 years
who make up 58 percent of the city's pop-
ulation—approximately 426,000 people.

• Senior Citizens over the age of 65 whose

15
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71,300 members constitute an estimated
10 percent of the District's residents.

• General Population, a category encom-
passing citizens of all age groups, shows
direct service costs that could not be as-
signed to any one specific group because
they serve all persons regardless of age.

To understand and correctly interpret client
group expenditure trends three points should
be kept in mind. First, this is an initial attempt
at a "client analysis" and should be viewed as
an experimental approach for examining client
services. Second, by concentrating on appro-
priated funds alone, this analysis does not
reflect substantial amounts of Federal assist-
ance programmed to meet special client group
needs (e.g., Youth and Senior Citizen programs).
And third, estimating exact portions of the total
budget designated for specific client groups is
impractical because not every item of expense
included in the budget can or should be iden-
tified with a special client category. For example,
allocating support costs (such as facility main-
tenance) or general service costs (such as police
and fire protection) to each individual client
group would be largely arbitrary and is not
meaningful or illustrative. An explicit assign-
ment of costs is possible in the case of direct
services specifically designed to meet special
needs of a particular age category. However,
this approach understates the total level of
effort and resources expended on behalf of any
one client category because it focuses on the
limited range of programs provided solely for
a particular age group.

Client Group Comparison

Figure 14 shows that $675.1 million included in
the 1976 budget can be identified as serving
particular client needs with an expenditure
breakdown as follows:

• Programs for Children and Youth make up
$210.2 million—almost one out of every
three dollars spent on client designated
services in 1976.

• Approximately 9 percent of all direct pro-
gram costs, $62.3 million in 1976, is ear-
marked for Adult services.

16

• Senior Citizens programs cost $7.9 million
or approximately one percent of the budg-
et for services provided directly to specific
age groups.

• The General Population category has the
largest share of expenditures in 1976.
More than one-half—$394.7 million—of
the total goes to services provided for all
city residents regardless of age.

Figure —14 Direct Service Costs By Client Group
Total $ 675.1 Million

$ 62.3
P Senior

Citizens
$ 7.9

The impact of 1976 program commitments
on future budget trends over the planning
period can also be expressed in terms of cost
growth in direct client services. Figure 15 shows
absolute increases in client costs over the plan-
ning period as well as the underlying growth
trends which these increases reflect. The total
cost of providing direct client services will grow
$381.2 million through 1980. Three-fourths of
this total goes to General Population services
which increase $282.5 million over the planning
period. An additional $73.7 million is projected
to cover higher costs of meeting Children and
Youth needs. This makes up one-fifth of the
total increase projected for all client groups
during the balance of this decade. The remain-
ing $25.7 million is divided between Adults
($23.3 million) and Senior Citizens ($2.4 million).

Complementing budget increases, a com-
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Figure —15
$ Increases

1976-1980 Client Group Programs
(in millions) Annual Growth Rates %

282.5

73.7

General Population

Children and Youth

23.3 IIII

2.4
1

Adults

Senior Citizens
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Total $ 381.9 City-Wide Average 11%

parison of long-term growth rates in direct
service dollars allocated to client groups pro-
vides a trend basis for examining long-term
client costs. As illustrated in Figure 15:

• General Population expenditures are pro-
jected to grow at the highest rate (15 per-
cent), almost twice as fast as growth
projected for the other groups.

• Average growth rates of 8 percent are
projected for Children and Youth as well
as Adult services through the planning
period.

• Senior Citizen programs increase at a
projected rate of 7 percent each year.

The principal factor behind projected cost
trends in client services is differences in the
mix of programs provided for each age cate-
gory. Budget decisions are often made along
functional or program lines, drawing attention
to common needs shared by many citizens, such
as housing, health, education, and the like. This
approach, however, does not distinguish be-
tween the ways a functional need, like health,
may differ among various segments of the pop-
ulation. For example, the services and resources
required to meet the health needs of senior
citizens will be quite different from those re-
quired for children and youth. If services are to
meet the specialized needs of a particular client
group, this critical distinction must be addressed
throughout the various steps of planning, budg-
eting, program design and implementation.

An understanding of the range of programs
designed for different age groups not only helps
explain the underlying expenditure patterns

reported above, but also provides a different
perspective on city programs described in the
second section of this chapter. As a further
refinement of the preceding presentation of
budget allocations for client services, the re-
mainder of this section identifies programs pro-
vided by the District Government for each age
group.

General Population

Figure 16 shows the largest share of direct
service costs for the General Population is ear-

Figure —16 General Population

Total $ 394.7 Million

Other
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Environmental
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marked for Health needs. Physical and mental
health care programs total $115.9 million or Figure —17 Children and Youth
almost 30 percent of all funds spent on services Total $ 210.2 Million
for citizens of every age. Nearly one out of every
four dollars spent on direct services for the Other
General Population goes to Criminal Justice 

5%programs costing $94.4 million in 1976. This
Criminalprogram category includes police investigation, Justice

crime prevention and court services. Commu-
nity Development and Transportation activities 10°/0

geared for the General Population make up 13
percent of client costs for this category in 1976.
These activities include highway maintenance, Education
traffic control, and mass transit services which Social/Economic

Well-being 550/0
benefit residents and non-residents alike.
Twelve percent or $48.2 million of all General 30%
Population expenses are earmarked for En-
vironmental Protection in 1976 to provide such
services as sewage treatment, solid waste col-
lection and disposal, and water distribution.
Community Protection services, such as fire
prevention and control, highway safety, and
consumer protection make up one-tenth of the
direct costs assigned to this client group in
1976, approximately $38 million. The remaining
12 percent of the total is divided among pro- Figure —18 Adults

grams designed to improve the social and eco- Total $ 62.3 Million

nom ic welfare of District residents as well as to
provide leisure time and cultural opportunities Other
through recreation and library services.

5%
Health

Children and Youth
8%

Services specifically earmarked for Children
and Youth are shown in Figure 17 and include
Criminal Justice, Social and Economic Well- Education
Being, and Education. Over one half the re-
sources allocated to Children and Youth Criminal 50%

programs goes to Education services such as 
Justice

primary and secondary instruction, special 37%
education, and vocational training. Almost one-
third of Children and Youth resources in 1976
is earmarked for improving the social and eco-
nomic welfare of the city's Children and Youth
population through day care and foster care
programs. One out of every ten dollars spent on
Children and Youth programs pays for law en- Allocation of Program $ by Client Group

forcement activities such as juvenile del iquency  
prevention, juvenile prosecution, youth centers,
and after care services for delinquent rehabili- grams in 1976. Three program areas—Commu-

tation. This gives Criminal Justice services the nity Protection, Health, and Recreation—make

third largest share of Children and Youth pro- up the remaining 5 percent of the city budget
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for Children and Youth services in 1976. In addi-
tion, these areas receive considerable Federal
assistance.

Adults

Programs designed for the needs of Adults are
illustrated in Figure 18. With one-half of Adult
direct service costs, Education is the largest
program category in 1976 and over the entire
planning period. This is attributed to the wide
variety of degree programs offered for adults
by the city's institutions of higher education.
Criminal Justice services such as adult prosecu-
tion, legal defense and offender rehabilitation
make up 37 percent of all direct service ex-
penditures for Adults. Health and Recreation
programs have the largest share of the remain-
ing resources earmarked for the Adult popula-
tion.

Senior Citizens

Approximately one percent of direct service
expenditures is earmarked to programs de-
signed for Senior Citizens. Although this per-
centage may appear disproportionate in relation
to the size of the city's elderly population, it
would be incorrect to conclude that only $7.9
million is spent on meeting Senior Citizen
needs. Many services provided for the entire
city population—such as health care, social
services, income support, and mass transit —
benef it elderly residents of the District. In addi-
tion, Federal grant assistance, not included in
this analysis, provides another source of funds
for Senior Citizen programs. Thus, only city ex-
penditures specifically designated for Senior
Citizens programs are included in this category.

Figure 19 shows the distribution of Senior
Citizen costs by program. The largest single
item of expense is Health services, essentially
programs at D. C. Village, which make up 95
percent of the total. The remaining 5 percent
covers the cost of the Recreation Department's
Senior Citizens program.

CONCLUSION

Agency budget justifications traditionally have
provided information on resources required to
meet specific needs of citizens. However, this
information is developed at such a detailed

Figure —19 Senior Citizens

Total $ 7.9 Million

level that it is often difficult to visualize the over-
all impact of budget recommendations in terms
of broader program and fiscal policy directions.
This presentation has attempted to overcome
these limitations by summarizing 1976 budget
proposals from the perspective of the major
agencies, programs and client groups that
compete for a share of city resources.

Looking ahead to the balance of this decade,
program commitments already made and iden-
tified in this report will become the basis for
future allocation decisions. Spending priorities
should be established to help city officials guide
budget decisions in the direction that best
serves the needs of city residents.

Improvements are being planned to enhance
the value of expenditure trend information for
determining future priorities. From a program
standpoint, the next step is to begin setting
measurable service delivery objectives for key
programs and subprograms so that budget de-
cisions at the program element level can better
reflect desired program accomplishments. In
terms of client services, another approach for
examining programs would be to group clients
of city services on the basis of certain need
characteristics, such persons with handicaps
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or in financial need. Defining clients categories
in this manner would give city officials a differ-
ent view of budget priorities by showing re-
sources allocated to specific needs of city
residents.

As a complement to five-year expenditure
projections, the feasibility of developing a
"needs profile" of the District and forecasting
changes in city needs over the same period
should be explored. A project of this nature

20

would help bring together substantive planning
activities conducted at the agency level and
surface policy options for dealing with critical
program needs which cut across agency lines.
After assembling information on projected
needs and the cost implications of meeting
these needs, the city will be in a better position
to coordinate programs, identify service gaps,
and ultimately establish a meaningful basis for
addressing future program priorities.
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CHAPTER III

Prospects for Cost Control

INTRODUCTION

The preceding chapter outlined cost implica-
tions of 1976 program commitments for the
balance of the 1970s along agency, program
and client group lines. While the primary pur-
pose was to draw attention to the establishment
of future city priorities, projected revenue short-
falls produced by an 11 percent annual growth
in expenditures—compared to only a 5 percent
growth in revenues—must be addressed in
shaping fiscal policies. The most critical issue
facing the District in the years ahead is how city
officials will be able to reduce projected de-
mands on the budget without compromising
high priority goals and objectives. To combat
rapid cost escalation effectively, an examina-
tion of budget growth factors is needed with a
view toward long-term cost control.

The degree of control government has over
budget growth depends on the character of
anticipated cost increases—some cost factors
can be influenced almost immediately through
fiscal policies at the city's disposal, while others
are controlled by external factors that limit the
options open to policy makers in the short
range. If a reasonable degree of expenditure

control cannot be realized, few opportunities
will be available for shifting resources to high
priority needs or for holding future budget
requests down to levels that can be financed
within available resources.

This chapter examines prospects for signifi-
cantly altering cost growth patterns that are
expected to place the greatest pressure on
budgets in the immediate future. The range of
strategies for controlling cost growth will be
explored. In addition, the key fiscal issues that
must be addressed before deciding which pol-
icies should be adopted are surfaced in this
chapter. The analysis begins with a review of
the main budget growth factors originally pre-
sented in the Multi-Year Financial Plan and
then focuses on each factor in more detail.

Summary of Budget Growth Factors

The Multi-Year Financial Plan report submitted
as part of the Mayor's 1976 budget described
three major causes of projected budget growth:

• Standard Growth Programs which are
affected by prevailing wage and inflation
levels.
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• Uncontrollable Growth Programs whose
future costs are primarily controlled by
eligibility and benefit provisions spelled
out in statute.

• Operating Impact of the Capital Improve-
ments Program (CIP) which is largely
determined by the size and scope of the
city's construction program.

Figure 20 shows the funding levels pro-
jected for each of these factors over the four
year planning period.

Figure —20 Expenditure Projections By Cost Factor
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Standard Growth Programs constitute the
largest portion of projected expenditures in
1976, and throughout the planning period. A
total of $774.3 million is estimated to finance
,programs included in this category, amounting
to nearly three-fourths of the 1976 budget. Un-
controllable Growth Programs require funding
of $233 million in 1976, ranking behind Stand-
ard Growth Programs as the second major
category of budget growth. Finally, the Operat
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ing Impact of the CIP adds another $65.4 million
to the recommended 1976 budget. This is the
smallest cost growth factor in 1976, earmarked
solely for the purpose of retiring debt created
to finance construction of public facilities.

During the planning period, the budget is
projected to increase a total of $574.7 million
over the $1,072.6 million proposed in 1976. The
individual amounts and percentage shares of
the total increase attributed to each cost growth
factor is illustrated in Figure 21. Standard
Growth Programs again produce the largest
absolute costs, with increases of $253.2 million
through 1980. However, this amounts to only
44 percent of the total growth in projected ex-
penditures over the period, which represents a
significant change from the large percentage
share of the budget in 1976. This shift is caused
by more rapid growth in the two remaining
categories than that exhibited by Standard
Growth Programs. Thus, Uncontrollable Growth
Programs and the Operating Impact of the CIP
together compete for proportionately larger
shares of total budget increases than their 1976
funding levels would suggest.

Figure —21 Projected 1976 — 1980

Expenditure Increases By Cost Factor

Total $ 574.7 Million
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Uncontrollable Growth Programs exhibit
projected increases of $139 million, nearly one
quarter of the total budget growth between 1976
and 1980. This is slightly ahead of this category's
21 percent share of the District budget in 1976.
More significant, however, is the dramatic
growth shown for the Operating Impact of the
CIP during the planning period. With increases
of $182.5 million, this category accounts for
32 percent of the total projected rise in operat-
ing expenses, a significant departure from its
6 percent share of the 1976 budget. Increases of
this magnitude result from the city's imple-
mentation of a $1.6 billion construction pro-
gram and the operating cost implications of
this undertaking will be felt in the years ahead
through debt service and new facility operating
cost increases. As a result, this category more
than doubles its share of the operating budget
during the planning period, growing to more
than 15 percent of projected District costs in
1980.

The remainder of this chapter provides a
comprehensive review of each of these major
growth factors. Emphasis will be placed on the
reasons for cost increases in each factor and
ways of controlling these increases in the
future.

I. STANDARD GROWTH PROGRAMS

The cost of maintaining Standard Growth Pro-
grams throughout the planning period is in-
fluenced by cost increases for personnel and
non-personnel resources included in the budget
base. Thus, a large, portion of projected in-
creases in the total District budget reflects the
impact of prevailing economic conditions on
the cost of salaries and governmental purchases
of supplies, materials, contractual services, and
the like.

Inflation is an important economic force
behind a municipality's cost pattern, dictating
the level of city budgets in two primary ways.
First, inflation affects city expenditures directly
through its impact on the prices of materials
and contractual services supplied to govern-
mental agencies. In addition, as general con-
sumer prices rise in response to inflationary
forces, public sector wages are adjusted partly
to help offset the effects of inflation on the
purchasing power of employee salaries.

In view of the dual effects of inflation on the
city budget, the approach used in the following
analysis separates inflationary pressure on
supply and equipment prices from its impact on
future wage and salary levels. This distinction
was made for two reasons: (a) it was important
to differentiate between cost increases result-
ing from pay adjustments and those resulting
from inflation in the purchasing area; and (b)
the pattern of cost growth and cost control
policies differ in each case.

Assumptions selected for the projections of
pay adjustments and other inflation effects
were developed through a review of published
forecasts on future economic conditions, dis-
cussions with experts in these areas, and a
review of actual cost trends in recent years.
Generally speaking, inflationary increases for
supplies and materials are expected to witness
a higher growth rate than pay raises, mainly
because the rising price of government pur-
chases has outpaced growth in public salaries
over the last several years.* While maintaining
a fairly high annual rate of 11 percent through
1977, inflationary pressures are assumed to
decline toward the end of the decade, stabiliz-
ing at a rate about five percentage points below
current levels. In addition to overall trend as-
sumptions, the projections are based on hold-
ing government purchases constant in real
terms (i.e., after inflation) over the planning
period.

Assumptions governing future pay adjust-
ments also follow a declining trend over time
with close to a three percentage point spread
between the initial years and the end of the
period. This follows a pattern consistent with
the federal salary assumptions published in the
President's budget earlier this year. Pay pro-
jections are also based on maintaining a stable
workforce through the remainder of the decade
and achieving the Mayor's goal of financing
1976 pay raises through agency absorptions.

*As a rule, prices paid by government for supplies and other
goods do not follow the trend of household purchases as
reported monthly in the Consumer Price Index. Instead,
public sector costs generally grow at a higher rate than
consumer prices because a larger portion of government
purchases is for items that have experienced unusually
high rates of inflation such as fuel, medical supplies, and
utilities.
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Figure —22 I — Standard Growth Programs
Increases 1976— 1980

Total $ 253.2 Million

Figure 22 reports the amount of cost in-
creases projected for pay adjustments and
inflation through 1980. Increasing wage and
salary costs account for $193.7 million or about
three-fourths of the total increase estimated
for Standard Growth Programs. This makes pay
adjustments the largest single cause of budget
growth over the long run, since payroll increases
exceed expenditure increases reported above
for Uncontrollable Growth Programs and the
Operating Impact of the CIP (Figure 21).

Although annual inflation rates for govern-
mental purchases are projected to outstrip
percentage increases in salary rates over the
period, the cost implications are estimated at
only one-third the amount of increases for pay
adjustments through 1980. This is because the
District Government is primarily a service in-
stitution, and as such, spends substantially
more—about 4 times more, in fact—on labor
costs than on materials and related purchases.
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With increases of $59.5 million through 1980,
inflation accounts for about 25 percent of the
added costs projected for Standard Growth
Programs

Cost Control Approaches

Strategies for controlling the long range
cost impact of inflation and pay adjustments
can concentrate on only two areas: (1) reducing
the rate of price escalation, and/or (2) cutting
back on the dollar amount of purchases or the
number of District employees. In the case of
inflation, it is virtually impossible for any
municipality to influence changes in price
levels. This places the full burden of controlling
inflationary pressures on local policies for cut-
ting back supply and equipment purchases.
However, failing to purchase sufficient quanti-
ties of materials in critical areas like pharmaceu-
tical supplies, police and fire communications
equipment, street repair materials, and the like
could have an adverse impact on the delivery of
vital services. Thus, recommended cutbacks in
this area should be preceded by careful analysis
of the probable effect on services.

Since policies governing employee pay
raises fall under the scope of local govern-
ments, public officials have some degree of
flexibility in controlling pay adjustments through
the wage setting process. It is important to
recognize, however, that rapid unionization of
public employees throughout the country in
recent years has given municipal workers a
greater role in the formulation of wage and
work rule policies. The degree of control over
future pay increases available to public officials
should not be considered absolute, and will
normally have to take into account external
forces, such as prevailing economic conditions
and salary comparability with other cities.

In the District Government, salaries for a
large portion of the city work-force are present-
ly tied to Federal wage rates while most of the
remaining employees negotiate with the city
over wages. Figure 23 shows the distribution of
estimated 1976 salary costs among the four
major groups of city employees.

General Schedule and Wage Board employ-
ees together comprise about 56 percent of
budgeted salary costs in 1976. Pay scales for
most employees in these two groups are now
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set according to the prevailing Federal salary
structure for comparable grade levels. This
means that greater control over pay raises for
these employees would necessitate funda-
mental changes in the way salaries are currently
reviewed and adjusted. Whether such changes
could be instituted before the city establishes
its own independent personnel system as re-
quired under home rule is uncertain at this time,
however. As a practical matter, the city must
also compete with the Federal government for
personnel which may impose further limits on
the amount of flexibility in the salary area.

The remaining 44 percent of District salary
costs go to employees whose pay is negotiated
with the city through collective bargaining.
Public School teachers and uniformed police-
men and firemen represent the largest single
groups of employees in this category with 20
percent and 17 percent of total 1976 salary
costs, respectively. Legislation enacted last
year established formal collective bargaining
procedures for these employees, giving the
City Council final authority for approving future
pay adjustments. Since these collective bar-
gaining provisions require assessment of cost-

Figure -23 1976 Salary Costs Percentages
For Major Employee Groups
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of-living increases and changes in salary com-
parability vis-a-vis similar employees in other
jurisdictions, the degree of control available to
the City Council on these pay matters is not
known. Should inflation continue at high levels
as in recent years, for example, the city would
expect substantial pressure at the collective
bargaining table.

If strategies aimed at reducing pay increases
below projected levels prove ineffective or un-
desirable, the only other option for lowering
long-term salary costs open to city officials is
to cutback workforce levels. Fiscal austerity
measures of this kind have played an important
role in the formulation of the District budget
throughout the current decade. Since 1970, for
example, more than 3,000 positions have been
abolished at an annual savings of $25 million.
By focusing on vacant positions, these work-
force reductions have been accomplished with-
out resorting to mass employee layoffs that have
taken place in other cities. Moreover, the Mayor
has recommended that an additional 545 cur-
rently vacant positions be eliminated as part
of his 1976 budget austerity program. Like cut-
backs in purchasing, however, the effect of
future reductions in the city workforce on the
delivery of vital public services must be fully
evaluated.

Job Evaluation is one method of achieving
workforce reductions without sacrificing pro-
gram objectives. This approach assists program
managers in taking a hard assessment of their
operations in terms of positions, skill qualifi-
cations and grade levels. Such evaluations
result in position cutbacks through a more
realistic match between position duties and the
actual skills needed to perform them.

II. UNCONTROLLABLE GROWTH PROGRAMS

Uncontrollable Growth Programs, the second
category of budget growth, are funded at $233
million in 1976 and rise to $372 million by 1980.
Despite increases of $139 million over the plan-
ning period, this budget growth factor is
not expected to compete for a proportionately
larger share of the total operating budget in
1980 than its present level of 20 percent. This
trend is contrary to experience at the Federal
level where uncontrollable programs make up
an increasingly larger share of the budget.
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Uncontrollable Growth Programs include
services for which the types and levels of bene-
fits provided as well as eligibility criteria are set
forth in statute or regulations having the force
of law. Such programs are considered relatively
uncontrollable, especially in the short run, be-
cause financial obligations to eligibles receiving
benefits must be met in the absence of changes
in governing statutes and regulations. Exam-
ples of programs categorized as uncontrollable
include unemployment compensation, school
transit subsidies, medicaid, retirement pro-
grams and the like. In addition, long range fi-
nancial obligations of the District arising out of
contractual agreements fall under this category,
such as the District's commitment to pay a fair
share of METRO operating deficits.

As a result of these legal mandates, costs in
this budget growth factor are more directly in-
fluenced by benefit levels, eligibility criteria or
other provisions contained in legislation than
by fiscal policies used in formulating the annual
budget. Thus, a reduction in the cost of Uncon-
trollable Growth Programs, in the absence of
declining program utilization, would normally
require statutory changes or changes in regu-
lations that have the force of law.

Aside from the difficulty of controlling pro-
gram costs in a single budget cycle, Uncontrol-
lable Growth Programs involve two additional
long-term fiscal planning issues as well. First,
since funding requirements depend ultimately
on the actual number of beneficiaries and the
level of benefits provided, it is extremely diffi-
cult to forecast future costs with great accuracy
beyond one or two years. This is because pro-
gram caseloads fluctuate considerably and as-
sumptions about caseload changes become
more risky over time. Second, the process of
altering program costs through changes in
benefit or eligibility provisions grounded in
statute is a long-term proposition. Even if legis-
lative changes were readily possible, however,
these programs meet important needs of city
residents and proposed changes in services,
benefits and eligibility provisions would have to
be evaluated from the standpoint of the social,
economic, environmental and safety objectives
of the city.

Although legislative factors play an impor-
tant part in determining total costs, some meas-
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ures can be taken within the current authority of
the city to reduce the need for or reliance on
these programs and thus reduce program costs.
These cost control steps focus principally on
program and fiscal policies related to the Un-
controllable Growth Programs. For example,
strategies aimed at improvements in safety
management and rehabilitation may have an
immediate impact on the cost of disability
compensation by reducing the number of in-
juries, thus reducing the number of claimants
and duration of payments. The goal of these
strategies is to influence factors outside man-
dated service levels which contribute to service
demand and cost escalation.

By 1980, Uncontrollable Growth Programs
are projected to reach $372 million. This means
that 23 percent of the total estimated 1980 bud-
get will fall outside the discretion of city offi-
cials. If a reasonable degree of cost control is to
be realized in the future, the city must start now
to explore the future implications of present
commitments and alternatives that are available
for making changes in the future.

The remainder of this section examines the
future cost implications of each Uncontrollable
Growth Program and the factors contributing to
expenditure growth. A review of the city's pres-
ent commitments in Uncontrollable Growth
Programs is critical because sound fiscal plan-
ning should begin with an understanding of the
city's legal and social responsibilities along
with their long-term expenditure implications.
Issues raised in this analysis provide an agenda
for examining the effects of future policy op-
tions and new legislation on Uncontrollable
Growth Program costs.

The main assumption made in projecting re-
source requirements for Uncontrollable Growth
Programs is that current laws authorizing pro-
grams included in this category of budget
growth would remain unchanged over the plan-
ning period. Thus, projections indicate the
"natural" growth underlying program costs
which results from caseload changes, auto-
matic benefit increases and other factors.

Since there are twenty separate programs in
nine agencies, we have grouped them into four
main categories: (1) Human Resource Pro-
grams, (2) Employee Benefit Programs, (3) Mass
Transit Programs, and (4) Criminal Justice Pro-
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Figure 24 II — Uncontrollable Growth Programs
increases 1976— 1980
Total $ 139.0 Million
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grams. As illustrated in Figure 24, Human Re-
source Programs demonstrate the largest cost
increase—$66.5 million—over the planning
period. Almost one-half of the Uncontrollable
Growth Program cost increases is attributed to
this category. The cost of providing Mass Transit
programs shows the second greatest increase
over the planning period, accounting for one-
third or $47.3 million of all uncontrollable pro-
gram cost increases. The category with the third
largest increases is Employee Benefits. In-
creases in these programs over the planning
period are projected at $24.2 million above cur-
rent funding levels. The final category, Criminal
Justice Programs, exhibits relatively small in-
creases over the planning period, only one
percent of all Uncontrollable Growth Programs
cost increases from 1976 to 1980.

Each category of Uncontrollable Growth
Programs is examined in more depth below.
The information presented on programs within
each category includes their purpose and major
features and the key factors contributing to
projected cost levels.

Human Resources Programs

Human Resources Programs make up the larg-
est category of Uncontrollable Growth Pro-
grams totaling $120.9 million in 1976. Among
the items included in this category are: (1) pub-
lic assistance programs providing income main-
tenance, emergency assistance and supplemen-
tal income to needy and dependent citizens,
(2) medicaid, (3) contractual medical services
for the medically indigent, and (4) board and
care services for children who are wards of
the city.

Public Assistance Programs. Public assistance
includes seven programs which provide income
maintenance for the financial needs of city resi-
dents. Aid to Families with Dependent Children
(AFDC) is the largest public assistance program
and provides income support for low income
families meeting Federal eligibility require-
ments. General Public Assistance (GPA) is a
non-federal program designed to meet the in-
come needs of families and persons who are
temporarily needy due to such circumstances
as illness or injury but who do not qualify for
any federally-subsidized assistance. Together
these programs account for approximately 95
percent of all public assistance expenditures in
1976. The five remaining programs—income
supplementation, aid to families with dependent
children and unemployed fathers (AFDC-UF),
emergency assistance service grants, supple-
mental security income and food stamp trans-
action costs—account for the remaining 5
percent of all public assistance expenditures
in 1976.

As illustrated in Figure 25, public assistance
programs constitute slightly more than half of
all Human Resource Programs in 1976 with
total expenditures estimated at $63.1 million.
Over the planning period, public assistance
programs are projected to increase by $29.6
million—almost one-half of the total increase
for all Human Resource Programs. More than
three-fourths of this increase will be caused by
the two largest programs, namely, AFDC and
GPA.

The primary factors influencing cost growth
in public assistance programs are the number
of people participating and the benefits they are
entitled to receive. Program utilization is first
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Figure —25 Human Resource Programs
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of all determined by eligibility criteria for each
program. The number of persons qualifying
under these criteria, however, is dependent in
part on broader social, economic and demo-
graphic patterns. The direct effects of these
forces are exhibited in factors such as unem-
ployment levels, birth rates and migration pat-
terns. In addition, program administration fac-
tors, such as outreach efforts, the number of
applications received and reviewed, and error
rates in eligibility determination and recertifi-
cation, will affect caseload size. Benefit levels
determine the amount of cash grants allowed
under a program and must be sufficient to meet
the needs of the client population. Annual re-
views are conducted to determine the cost of
necessities but increases in benefits require
legislative approval.

Medicaid. Under the medicaid program the
Federal and D. C. Governments share the costs
of providing medical care such as inpatient and
outpatient services, skilled nursing care, and
dental care for welfare recipients and the medi-
cally indigent. As illustrated in Figure 25,
medicaid costs are second only to public assist-
ance and are estimated at $24.4 million in 1976
—20 percent of the costs in the category. Over
the planning period medicaid costs are pro-
jected to double, reaching a level of $48.6 mil-
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lion by 1980. This growth accounts for more
than one-third of all Human Resource Program
increases over the planning period.

Medicaid costs show the second highest
growth trend among all uncontrollable pro-
grams over the planning period—a growth rate
that is 50 percent above the rate for all uncon-
trollable programs. In addition, medicaid com-
petes for a proportionately larger share of
Human Resource Program expenditures over
the planning period, increasing from 20 per-
cent in 1976 to 26 percent in 1980.

Medicaid program costs are primarily influ-
enced by eligibility criteria, the range of bene-
fits allowed and the number of services used by
eligible individuals, the number of participants
in the program, and the source of medical care
(private or public). In addition, since medical
costs are highly sensitive to wage-price factors,
the medicaid program is significantly affected
by inflation in the health care industry.

Contractual Medical Care. In addition to medi-
caid and public medical services provided by
the city, inpatient and outpatient health care is
provided at hospitals under contract with the
city. The medical charities program and funding
for St. Elizabeth's Hospital are two programs
for delivering health care on a contractual basis.
The medical charities program pays for medical
services administered by private hospitals for
those ineligible for medicaid but have been de-
termined to be temporarily "medically needy."
The payment made to St. Elizabeth's covers the
cost of providing mental health treatment for
city residents at this regional facility.

Figure 25 shows contractual medical care
accounts for 20 percent of all Human Resource
program costs in 1976—a total of $24.2 million.
This places contractual services on a compara-
ble footing with medicaid program costs. The
cost of contractual services is expected to in-
crease by $8.5 million over the planning period
which is about 15 percent of increases in the
Human Resource category.

The cost level of these programs is deter-
mined by the number of persons receiving serv-
ices, the number of services provided, whether
the service is provided on an inpatient or out-
patient basis, and the rate paid to reimburse
institutions for such service.
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Board and Care. The Board and Care program
provides for the custody and care of dependent
and neglected children who have become wards
of the city. Many of these children are assigned
by the Courts to the city on a temporary or per-
manent basis. Figure 25 shows the board and
care program at 7 percent, or $9.1 million, of all
Human Resource programs in 1976. Over the
planning period, this program increases a small
amount in relation to the total Human Resource
Program category.

With the decision to phase out institutional
based care for dependent children, the city ac-
cepted a commitment to place all dependent
children in community based programs such as
foster and group homes. The factors which af-
fect the costs of this program include the
number of dependent and needy children as-
signed for placement, the monthly payment
level of community-based home care alterna-
tives, and the length of time such care is
required.

Employee Benefit Programs

Employee Benefit Programs is the second larg-
est category of Uncontrollable Growth Pro-
grams in total costs, but has the third highest
increase —$24.2 million—over the planning pe-
riod as shown in Figure 24. Among the items
included in this category are retirement pro-
grams for police and fire employees, teachers
and judges, and compensation programs for
unemployed and disabled District workers.
Figure 26 shows that in 1976, $70.2 million are
allocated for these programs.

Police and Fire Retirement. The Police and Fire
Retirement Program provides a pension for
former city policemen and firemen as well as
survivor benefits for their widows and depend-
ents. As illustrated in Figure 26, police and fire
pensions constitute the largest portion—almost
three-fourths— of all Employee Benefit Program
costs in 1976. The costs of this program also in-
crease the most over the planning period. With
increases projected at $16.6 million, this pro-
gram accounts for more than two-thirds of the
total increase for all Employee Benefit Programs
over the four year period.

Several factors have a significant impact on
the cost of police and fire pensions: (1) the

Figure —26 Employee Benefit Programs
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number of annuitants on the rolls, which is in
turn affected by eligibility requirements regard-
ing years of service and the number of active
members eligible under these regulations, (2)
the average benefit levels for all those on the
rolls, (3) legislatively mandated automatic in-
creases in benefits tied to uniform force pay
raise adjustments, and (4) the percent of salary
which can be received upon retirement. In addi-
tion to these factors, the method of financing
the police and fire retirement benefits has a
bearing on future costs. This is because the
program is financed on • a "pay-as-you-go"
basis and thus interest earnings are not availa-
ble to offset annual benefit payments.

Teachers Retirement Program. The teachers'
retirement program provides pension annuities
to retired public school teachers and their sur-
vivors. In 1976, appropriations needed to fi-
nance the teachers' retirement program total
$10.8 million—approximately 15 percent of all
Employee Benefit programs—as shown in Fig-
ure 26. Appropriations for this program are
projected to increase $4.6 million which repre-
sents a total increase of 45 percent over the
planning period.

Several significant factors contribute to the
cost level reached by this program in the cur-
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rent year and subsequent fiscal years. The
number of teachers on the pension rolls, aver-
age benefit levels, number of years of service,
cost-of-living benefit increases granted to
annuitants on the retired rolls, and the contri-
bution to the fund by the active force are vari-
ables which affect the program costs.

Judges Retirement Program. The judges retire-
ment program entitles any participating judge
to receive an annuity upon retirement. In 1976
and for the remainder of the planning period
this program constitutes the smallest percent of
all Employee Benefit Programs. As illustrated in
Figure 26 judges' retirement program costs
total approximately $.4 million—one percent of
all Employee Benefit costs.

Cost factors which contribute to this pro-
gram include the amount of the annuity, the
employee's percent contribution, the number
of judges on the pension rolls and the number
of new judges coming on the rolls each year. In
addition, total program costs will increase over
the planning period as salaries increase be-
cause the annuity is calculated as a portion of
average salary at time of retirement.

Unemployment Compensation. The unemploy-
ment compensation program provides a source
of income to former District employees who are
temporarily unemployed but are actively seek-
ing work. This program is the third largest
employee benefit program in 1976 totaling $4.7
million as illustrated in Figure 26.An increase of
$800,000 is projected over the planning period.

The factors contributing to the cost of this
program include: (1) number of payments made,
(2) the number of claimants, (3) the average
duration of benefits, (4) the average benefit
allowed for persons on the unemployment rolls,
and (5) the type of separation. In addition, cer-
tain unpredictable outside forces such as the
state of the economy, Federal, private and city
job opportunities impact on program costs. If
increasing budget austerity and fiscal policy
force the city to reduce itswork force, unemploy-
ment compensation costs may be driven up and
offset potential budgetary savings.

Disability Compensation. Benefits to District
employees who become disabled due to on the
job injuries or to job related diseases are pro-
vided through the disability compensation pro-
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gram. In addition, this program provides death
benefits to survivors if a disability is fatal. As
shown in Figure 26, disability compensation
costs in 1976 are estimated at $3.1 million, ap-
proximately 4 percent of uncontrollable em-
ployee benefit programs. By 1980, however,
program costs are projected to increase by $2.1
million which represents a 69 percent increase
over 1976 costs, the largest percentage rise
projected in the Employee Benefit category.

The primary factors influencing the cost
level of the disability compensation program
include the number of new claims added to the
rolls each year, the number of continuing claims,
the types of medical care required, and the
level and duration of payments.

Figure —27 Mass Transit Programs

Total $ 37.1 Million

Metro
Operating
Subsidy

4.
$ 33.3

1

$3.8
A

School
Transit
Subsidy

Mass Transit Programs

Figure 27 shows mass transit programs are
budgeted at $37.1 million in 1976. These pro-
grams increase an estimated $47.3 million over
the planning period, second only to Human Re-
source program increases. In percentage terms,
however, mass transit programs exhibit the
highest rate of growth by far over the planning
period for all categories-23 percent—nearly
twice the rate for all uncontrollable programs.
Included in the mass transit programs are the
METRO operating subsidy and the school tran-
sit subsidy.



249

METRO Operating Subsidy. The METRO operat-
ing subsidy pays the city's share of the deficits
incurred in providing bus service and eventually
rail service. As shown in Figure 27, a total of
$33.3 million is requested in 1976 for this pro-
gram. Costs of the METRO subsidy are projected
to increase $47.3 million and reach $80.6 mil-
lion by 1980, growing at an average annual rate
of 25 percent, more than two times the rate for
all uncontrollable growth programs.

The central factor in the cost level of the
METRO Operating Subsidy is the size of the
deficit which is a function of ridership levels,
the fare structure, receipts and total operating
costs. This total deficit is then apportioned
among the participating jurisdictions accord-
ing to an allocation formula established by the
Washington Metropolitan Area Transit Author-
ity Board which is made up of officials from the
participating jurisdictions.

School Transit Subsidy. The school transit
subsidy reduces transportation costs for school
children by paying 30v of the total regular adult
fare of 40,/ for bus rides to and from school. In
1976, the school transit subsidy is budgeted at
$3.8 million as shown in Figure 27. Costs are
expected to remain at the 1976 level throughout
the planning period assuming bus fares are
held constant.

Contributing to the cost level of this program
are three main factors: the number of students
who take the bus, the number of rides they pro-
duce, and the amount of the fare subsidy. While
the fare paid by the eligible school age popula-
tion is projected to remain at the current per-
centage of the adult rate, any change in this
ratio or in METRO adult rates will impact sub-
sidy costs.

Criminal Justice Programs

Criminal Justice programs are the smallest
category of uncontrollable growth programs
and include two programs: The federal institu-
tions payment and the legal services for in-
digents program.

Figure 28 shows that uncontrollable criminal
justice programs cost $4.8 million in 1976. In-
creases of $1.1 million for this category are
projected over the planning period.

Legal Defense for Indigents. When a defendant
is unable to pay the costs of defense, .but the

case cannot be handled by the Public Defender
Service, the cost of representation is covered
by the legal defense for indigents (Criminal
Justice Act) program. This program comprises
the bulk—almost two-thirds—of the uncon-
trollable Criminal Justice category, with fund-
ing recommended at $3.0 million in 1976.

Contributing to the cost level of this program
are two major factors: the number of eligible
individuals requiring legal services, and the
rate of reimbursement allowed for private law-
yers for their services. The factors which affect
the number of defendants include the number
of cases that come to trial, the arrest rate, the
seriousness of the crime committed and the
number of cases that can be handled by the
Public Defender Service.

Federal Institutions Payment. The Federal
Government is reimbursed by the District for
the costs of incarcerating D.C. inmates in
Federal prisons. As illustrated in Figure 28,
the federal institutions payment comprises
slightly more than one-third of the category
with $1.8 million in 1976.

The cost level of this program is largely
dependent upon the number of D.C. inmates
assigned to Federal prisons and the average
daily rate charged to the District for prisoners
in Federal prisons.

Figure —28 Criminal Justice Programs
Total $ 4.8 Million
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Cost Control Approaches

Due to the statutory basis for many of these
programs, cost control in this budget growth

area is extremely difficult within the fiscal pol-

icy framework of the annual budget review
process. Nevertheless, two cost control strat-
egies are available to slow down the rate of
growth in uncontrollable programs, but both
have drawbacks which limit their appiicability

and effectiveness in the short run.

The first and most direct method of control

involves the process of revising program bene-

fits and eligibility requirements through leg-

islative changes. This would normally take place

outside the budget cycle. However, the dif-

ficulty with this approach is that programs in-

cluded in the uncontrollable category meet

basic human needs—such as income support,

medical care and transportation—and thus

cutbacks in benefits and restrictions on eligi-

bility would have a decided impact on the ability
of private citizens to obtain these services on
their own.

The second approach is a more indirect
method of controlling long-term cost growth
because it makes use of new program and ad-
ministrative intitatives to reduce reliance on
uncontrollable programs. The principal draw-
back of this strategy is that it may require a
heavy initial investment to put new programs
into effect and the results of such efforts may
not be felt for several years. The remainder of
this section illustrates how these approaches
might be used with several examples drawn
from the programs described above.

In the case of legislative remedies to rapid
cost acceleration, primary attention would
have to be placed on program benefits and
eligibility criteria. Benefit changes in retire-
ment programs might take the form of revising
procedures for computing automatic increases
in annuities. For example, the equalization
adjustment in the police and fire retirement
program allows the full amount of a pay raise
for active employees to be passed directly
along to all retired employees. Thus, the 16
percent pay raise awarded to policemen and
firemen in July 1974 automatically increased
retirement costs by 16 percent in fiscal 1975
and every year thereafter. Of course, some ad-
justment is needed in retirement annuities to
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offset increasing consumer prices but the
method of computing these adjustments has
a significant impact on program cost.

Changes in eligibility provisions in the re-
tirement area also have an effect on long-term
retirement costs. Options for restricting eligi-
bility would include changes in the minimum
requirements governing such provisions as
the number of years of service, the age at which
retirement becomes effective, the seriousness
of injuries for disability retirement, etc. Aside
from cost considerations, the main issue sur-
rounding potential changes is the important
role retirement programs play in the ability to
attract and retain qualified employees in gov-
ernment service. As the city moves ahead with
its plans to design an independent merit per-
sonnel system under home rule, these benefit
and eligibility issues should receive con-
sideration at an early stage.

Program and administrative initiatives can
also be used in certain instances to control
cost growth. In disability compensation, for
example, the city has mounted a comprehensive
program to decrease dependence on disability
benefits. The elements of this program include:
(1) safety management to reduce the number
of disabling injuries suffered by District em-
ployees, (2) rehabilitation and training to help
seriously injured employees overcome their dis-
abilities and learn new job skills, and (3) job de-
velopment and placement to provide opportu-
nities for rehabilitated persons to return to
work. This approach to cost control is not a
simple one but can produce long range bene-
fits not only for the government but for the
individual employees as well.

Another illustration of program initiatives
is provided in the case of METRO operating
subsidies. The amount of operating deficits
experienced with the bus and eventually rail
service can be held in check through meas-
ures aimed at encouraging additional ridership,
particularly in off-peak hours, and improving
operational efficiency. The city has taken
steps in this direction through the recom-
mended 1976 tax program which is intended
in part to discourage automobile use, by sup-
porting fare reductions for elderly citizens and
a policy of holding the line on general fare in-
creases, and through improved street and high-
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way design to give buses greater mobility in
the downtown areas. Continued attention
should be given to identifying opportunities
for improving the efficiency of transit opera-
tions in the future since multi-year projections
indicate subsidy requirements will more than
double in the next five years.

III. OPERATING IMPACT OF THE CAPITAL
IMPROVEMENTS PROGRAM

The District of Columbia's Capital Improve-
ments Program (CIP) is the third factor pro-
ducing growth in the operating budget over the
planning period. In the last seven years, the
city has mounted a comprehensive program of
facility construction and modernization to
make up for a period when the lack of borrow-
ing authority severely restricted the number of
improvements the city could initiate. Highlights
of the city's accomplishments in the capital
program during this period include significant
expansion and upgrading of facilities for edu-
cation (public schools and college campus
development), transportation (METRO subway
construction), criminal justice (new correctional
and court facilities) and water pollution con-
trol. Thus, implementation of past and current
construction plans makes it possible to focus
the future direction of the city's building efforts
on modernization of existing facilities rather
than on new construction as reported in the
1976-1981 Capital Improvements Program.

Since the long-term effects of facility con-
struction extend far beyond initial design and
construction costs, this section treats the
operating impact of the CIP as a separate factor
of budget growth. This approach is useful for
identifying the impact of improved public
facilities on the cost of public services and
examining policies and issues surrounding cost
control in this area.

The Operating Impact of the CIP represents
a smaller share of the budget than Standard
Growth and Uncontrollable Growth Programs.
In 1976, for example, the CIP operating impact
is estimated at $65.4 million, 6 percent of the
total budget. By 1980, however, its share of the
budget more than doubles because of growth
that is nearly four times the city-wide average
over the planning period.

Two cost categories— debt service and new

Figure —29 III — Operating Impact of CIP
Increases 1976— 1980
Total $ 182.5 Million

New Facility
Operating Costs
$ 103.0

facility operating costs—produce the CIP op-
erating increases shown in Figure 29. Debt
service on capital borrowed to construct public
facilities makes up the total amount of CIP
operating costs in 1976. Over the planning
period, debt service charges will increase
$79.5 million to $144.9 million for projects
already authorized and for new project starts
recommended in the 1976-1981 CIP.

The cost of operating all new facilities open-
ing in 1976 is not identified separately in the
budget and thus has been shown in this analysis
under Standard Growth Programs. Between
1977 and 1980, however, facility staffing and
maintenance costs account for almost 60 per-
cent of the total increases in the CIP category.
Increases of $103 million are projected to cover
operating costs for all public facilitiesscheduled
to open in the planning period.

The remainder of this section examines debt
service and new facility operating costs at the
agency level and identifies issues surrounding
long-range cost control strategies.
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Debt Service

In the District of Columbia, debt service is
budgeted in a city-wide Repayment of Loans
and Interest account rather than at the agency
level. To estimate debt service charges by
agency, therefore, it was necessary to allocate
total debt repayment costs to each agency in
proportion to actual and planned borrowings
needed to construct agency projects. The re-
sulting allocation gives a more complete picture
of total agency costs by identifying an important
program expense that is not reflected in agency
funding levels.

Debt repayment costs are influenced by four
important factors:

• amount of borrowing required to construct
each project.

• timing of borrowing which is dictated by
the construction schedule for each project.

• source of borrowing which defines the
type of financing to be used. Prior to home
rule, the city obtained capital financing
totally from Treasury loans. Now, the city
has authority to issue tax-exempt munic-
ipal bonds for this purpose.

• terms of borrowing which include interest
rates as well as the number of years
established for repaying borrowed capital.

To project debt service charges over the
planning period, assumptions were made for
these factors. The amount of borrowing used
in this analysis was based on the total cost of
each project reported in the CIP. The most
recent construction schedule was used to
estimate when funds would be needed for
projects already in process while the timing
of borrowing needs for new project starts was
based on experience with similar projects in
the past. Both sources of capital financing
available to the District enter into the projec-
tions. Treasury loans were assumed as the
source of borrowing for projects already funded
since the home rule act authorizes loans for
this purpose. However, all new project starts
will be financed through municipal bonds as
required by charter. Finally, the terms of all
borrowing were set for a thirty year repayment
period at interest rates of 73/4% for Treasury
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loans and 61/2% for municipal bonds. The dif-
ference in interest rates reflects the tax exempt
status of municipal bonds and the lower interest
costs associated with this source of capital
financing.

Figure 30 shows debt service increases over
the planning period for agencies participating
in the CIP. Three agencies—Public Schools,
Environmental Services, and the Washington
Metropolitan Area Transit Authority—account
for more than half of the $79.5 million debt
service increase between 1976 and 1980. An
additional 42 percent of the added cost of debt
service payments is generated by the eight re-
maining agencies listed in the figure. The final
three percent comes from the "All Other" cate-
gory which includes five agencies with in-
creases averaging less then $.5 million over the
planning period: A closer examination of Figure
30 reveals that:

• Public School projects account for more
than one-fourth of total debt service in-
creases—$21.2 million over the planning
period.

• Environmental Services projects create an
additional $14.0 million in debt repayment
costs through 1980.

• Increases of more than $11 million are
estimated for higher education which in-
cludes new campus development projects
for Federal City College and Washington
Technical Institute.

• Debt service charges on the METRO rail
and bus capital program (Washington Met-
ropolitan Area Transit Authority) increase
$8.6 million over the period. This estimate
is based on the city's current commitments
to METRO only and thus does not reflect
any additional capital appropriations in the
future to complete subway construction.

• Authorized projects for all agencies (i.e.,
projects at least partially funded through
1975) account for more than three-fourths, •
or $61.1 million, of the total debt service
increase.

• New project starts beginning in 1976 and
beyond make up $18.3 million of all agency
debt service increases through 1980.
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Figure —30

Agency

1976 -1980 Debt Service Increases By Agency

( In Millions )

Total $ 79.5
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• Public Schools, Environmental Services

and General Services share nearly three-
fourths of the debt service for new project

starts with increases of $8.5 million, $2.5
million, and $2.3 million, respectively.

In addition to the $79.5 million increase pro-
jected through 1960, debt service costs will
continue to grow into the next decade to com-
plete construction of all projects recommended
in the CIP. An increase of $32.1 million in new
debt service costs is projected beyond 1980, of
which about 40 percent is for currently author-

ized projects and the remainder for new proj-

ect starts.

A complete listing of debt service projec-

tions through 1980 and beyond for each agency

participating in the CIP appears in Appendix D.

New Facility Operating Costs

Over 150 projects are scheduled for comple-

tion during the planning period. Of this total,

only 71 are expected to result in a request for

operating funds. The remaining projects can
be opened with no additional resources because
sufficient funds are available in the budget
base. Operating cost increases for new public
facilities are estimated at approximately $103
million in 1980. This amount represents about
one-fifth of 1976-1980 increases for the total

city budget and more than half the increase

estimated for the Operating Impact of the CIP.
New facility operating cost estimates were

prepared by departments having responsibility

for the projects upon completion. To compute
total new facility operating costs on an agency
basis, staffing and other operating needs were
estimated for each project in the CIP. Since
operating requirements were based on current
wage levels and prices for utilities, equipment
and supplies, adjustments were made to reflect
pay raises and other inflationary increases pro-

jected before the scheduled opening date of
each facility. Project completion dates were
furnished by the agencies responsible for

capital program management as reported in

the 1976-1981 Capital Improvements Program.
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The Department of Environmental Services
has by far the largest share of new facility
operating costs during the planning period as
shown in Figure 31. Environmental Services
projects represent four-fifths of the total and
reflect almost entirely the cost of operating the
Blue Plains Water Pollution Control Plant. How-
ever, the District will not have to finance the
estimated $78 million increase in sewage treat-
ment operating costs totally through higher
charges on city users. Since the Blue Plains
plant is a regional sewage treatment facility,
costs of operation are also shared by Federal
agencies and local jurisdictions from Virginia
and Maryland. Estimates show that nearly one-
half of the Blue Plains operating cost will be
borne by these participants in the sewage treat-
ment program.

Five agencies—Public Schools, Federal City
College, and the Department of Recreation,
Highways and Traffic, and Human Resources—
each ,show additional operating costs in the
$2-4 million range. These agencies represent
13 percent of the total. The remaining 6 percent
goes to agencies with less than $2 million in
new facility operating costs over the planning
period, including D. C. Courts, Department of

General Services, and the Fire Department.
The figure also shows the distribution of

new facility operating costs between authorized
projects (those at least partially funded before
1976) and new project starts. Approximately 93
percent of the $103 million new facility op-
erating cost increase is attributed to 41 author-
ized projects scheduled for completion between
1976 and 1980. The remaining 7 percent is
needed for 30 new projects that have not yet
received capital appropriations. Facilities plan-
ned by three agencies— Environmental Services,
Recreation, and General Services—account for
the major share (over 90 percent) of the $7.4
million estimated for new project starts.

Twenty-six projects recommended in the
CIP are scheduled to open after 1980. Collec-
tively, these projects will require additional
funding of almost $32 million. The largest
share of these increases is attributed to the
Washington Technical Institute (WTI). Comple-
tion of the WTI permanent campus is projected
to cost the city an additional $27.5 million in
operating expenses. Over 40 percent of this
total —$11.7 million—is for the second phase
of the development plan which has already
been authorized. The remaining $4.3 million in

Figure— 31
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Total $ 103.0
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operating cost increases beyond 1980 are
estimated primarily for new facilities planned
by the Public School system ($1.2 million),
Federal City College ($1.8 million), and the
Recreation Department ($.9 million).

A project-by-project listing of new facility
operating costs for each agency is provided in
Appendix E.

Cost Control Approaches

One strategy for controlling long-term CIP
operating costs is to reexamine proposed
facilities for projects that can be scaled down,
consolidated or modified within the scope of
the city's building program. Of paramount
importance in undertaking a review of this
kind is the benefits of public facility improve-
ments in terms of (1) better community services,
and (2) stimulus for private residential and
commercial development. Making the most of
these benefits has been a primary objective of
the city's facility improvement efforts over the
past ten years and plans for future projects
must be formulated with them in mind.

In evaluating proposals for scaling down
projects or developing multiple use facilities
(e.g., combining public school and library pro-
grams), it is important to take into account the
present status of each project. With approxi-
mately 75 percent of all authorized projects now
under construction and most of the remainder
in the design stage, it would be both impractical
and costly to consider making major structural
revisions in projects already in the pipeline.
Thus, the main focus of a re-examination of
capital facility needs must be directed at new
project starts recommended in 1976 and be-
yond. However, these projects represent less
than 15 percent of the $182.5 million increase in
CIP operating costs projected through 1980.
Since the impact of new project starts will
largely come after 1980, efforts aimed at scaling
down the CIP should be considered long-term
cost control approaches.

4 Several options show potential for dealing
with the effects of new capital facilities over the
long run. In the case of debt service costs, for
example, one policy the city will explore is the
feasibility of using municipal bonds to finance
authorized projects as well as new project
starts. This would enable the city to take advan-
tage of lower interest charges on tax-exempt
bonds. The relative merits of refinancing out-

standing Treasury loans through the sale of
bonds will also be evaluated in this context.

A related option for cushioning the effects
of debt service costs on the operating budget is
to use revenue bonds to finance projects capa-
ble of generating revenue, such as water and
sewer facilities. This approach will probably not
reduce total debt service charges and may ac-
tually impose heavier debt repayment burdens
since revenue bonds generally carry higher in-
terest costs than general obligation bonds. The
major advantage of this method of raising capi-
tal is that it establishes a mechanism for meet-
ing debt retirement costs through the proceeds
from revenue-producing facilities rather than
from general revenues. Whether the benefits of
revenue bond financing outweigh the added
cost must be determined before this approach
is considered feasible, however.

Options for controlling new facility operat-
ing costs are limited chiefly to a project-by-
project analysis with a view toward economiz-
ing on resource requirements. This type of
analysis usually occurs at the time when funds
are requested in the operating budget for a
project nearing completion. By developing and
presenting initial estimates of staffing and ma-
terial needs during the planning and evaluation
stages, however, there is ample time to conduct
a thorough cost review of each project before
capital appropriation decisions must be made.
This approach to facility planning should help
the operating departments as well as central
budget staffs of the executive and legislative
branches examine opportunities for making the
best possible use of base resources and for
considering other economy measures, such as
multiple use facilities and consolidated services.

CONCLUSION

Substantive analysis of cost issues and evalu-
ation of ongoing programs provide the only ef-
fective means of controlling cost growth in the
long run. While certain austerity measures, such
as position freezes and purchasing restrictions
are available for balancing the budget in one
fiscal year, they offer only temporary relief from
the underlying trends examined in this report.
Thus, reliance on these methods alone will not
be sufficient to close the gap between expendi-
tures and revenues on a long-term basis.

The District of Columbia has made a con-
scious and deliberate effort to bring analytic
improvements into the resource allocation proc-
ess with noteworthy success in recent years.
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The very fact that the future implications of cur-
rent and proposed policies can be anticipated
well before they occur gives city officials a head
start on avoiding unintended effects of their de-
cisions. City departments have also strength-
ened their analytic base and are now in a better
position to focus on program results and shift
resources to higher priority activities. The sig-
nificant number of redirection proposals made
in the 1976 budget and in previous years gives
ample evidence that these efforts are beginning
to bear fruit.

The cost pressures and issues identified in
this chapter underscore the need to intensify
and broaden the scope of the city's resource
management improvement program. As needs
of city residents change and new ones emerge,
programs must be capable of responding
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quickly to the most pressing demands for serv-
ices. Not only must needs be well-documented
to do this effectively, but ongoing programs
must be evaluated on a regular basis to identify
activities no longer serving current needs and
to find more effective ways of delivering service.
Finally, improving productivity is a necessary
approach for making more efficient use of exist-
ing resources which permits managers to meet
rising workloads without commensurate in-
creases in cost.

Clearly, there are no simple answers to the
difficult fiscal questions that lie ahead. But to-
day the District of Columbia is better prepared
to deal with these complex issues in a con-
structive and substantive manner as a result
of its firm commitment to improved resource
management.
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CHAPTER IV

Impact of the Economy on the Budget

INTRODUCTION

Expenditure and revenue trends in the District
of Columbia are heavily influenced by national
and local economic conditions that are both
uncontrollable and unpredictable. Since the
city's fiscal health depends in large measure on
the economy, the concluding chapter of this
report investigates the link between overall
economic conditions and multi-year expendi-
ture and revenue projections.

Expenditure and revenue forecasts pub-
lished in the 1976-1980 Multi-Year Financial
Plan gave one example of how the economy
can affect fiscal trends in coming years. Ex-
penditures are projected to grow at an annual
rate of 11 percent through 1980, while revenue
yield increases only 5 percent each year. This
long range disparity between expenditure and
revenue growth produces fiscal gaps ranging
anywhere from $100 million in 1976 to $500 mil-
lion in 1980. (These gaps are based on current
revenue authority.) Therefore, additional reve-
nue authority of $500 million above current
levels would be needed by 1980 to maintain
programs at existing levels of service. Although
the Mayor recommended a revenue package to

close the 1976 gap, it alone is insufficient to
avoid a revenue shortfall in the following years.
In 1977, for example, a $107 million deficit is
projected that would grow to $400 million by
1980 if the planning assumptions hold through-
out the period.

These projections are based on one set of
assumptions about the state of the economy
and its effect on both expenditures and reve-
nues during the balance of this decade. Given
the enormous uncertainty surrounding eco-
nomic predictions, however, it is conceivable
that actual economic conditions will follow a
different recovery pattern than the one assumed
for this forecast. Thus, while the projections
contained in the Multi-Year Financial Plan bring
the magnitude of future fiscal pressures into
sharper focus, they do not indicate the extent
to which the city's fiscal outlook would change
if actual economic performance proves to be
better or worse than assumed in the plan.

In order to determine how heavily the city's
fiscal situation depends on economic condi-
tions, this chapter compares expenditure and
revenue trends under three different assump-
tions about the future state of the national and
local economy. Assumptions selected for the

39



258

Figure 32 Expenditure — Revenue Trends Under Different Economic Conditions
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previous forecast are considered moderate and
quite reasonable given information available
at this time. A second set of projections using
optimistic assumptions is introduced to show
the expenditure and revenue effects of im-
proved economic conditions. And finally, ex-
penditure and revenue projections based on
pessimistic assumptions are presented in the
event that economic recovery is sluggish in
comparison to the moderate outlook.

Although District revenues come from both
local collections and Federal contributions,
differences in revenue yields reported in the
following section are attributed solely to fluc-
tuations in the city's local revenue base and do
not reflect varying levels of Federal support to
the city. In each assumption, combined reve-
nues from the annual Federal Payment and
General Revenue Sharing program are esti-
mated at $279 million in 1976, and are assumed
to increase to $325 million in 1978 and remain
stable thereafter. Only one pattern was used
because contributions from these Federal
sources are authorized in statute, and are there-
fore relatively insensitive to prevailing economic
conditions.
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Figure 32 illustrates projected outlays during
the planning period along with revenue trends
based on current authority and the recom-
mended 1976 revenue program. Two striking
patterns are observed in examining the figure
from left to right: (1) total expenditures are not
only higher but also increase at a steeper rate
under less favorable economic assumptions;
and (2) revenue yields under both current and
proposed tax authority flatten out as assumed
economic conditions become progressively
worse. The major highlights of expenditure and
revenue trends shown in the figure are sum-
marized below.

Expenditures

• The projected city budget in 1977 falls
within a $30 million range, from $1,170
million to $1,200 million.

• By 1980, the city budget is projected to
reach $1,570 million at the low end but
could go as high as $1,700 million under
pessimistic economic conditions.

• Expenditure projections reflect annual
growth rates of 9 percent in the optimistic
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case, 11 percent for moderate assump-
tions, and 13 percent in the pessimistic
forecast.

• Between 1976 and 1980, the budget grows
a total of $550 million, $610 million, and
$680 million for the optimistic, moderate
and pessimistic assumptions, respectively.

Revenues—Current Authority

• Projected 1977 revenues reach $990 mil-
lion under optimistic conditions, but could
fall as much as $30 million short of this
mark under a pessimistic economy.

• Fiscal 1980 projected revenues fall within
a $145 million range, from $1,180 million
at the high end to $1,035 million if pessi-
mistic conditions prevail.

• Average revenue growth rates of 6, 5, and
4 percent are projected for the optimistic,
moderate and pessimistic economic con-
ditions, respectively.

Revenues-1976 Revenue Program

• With the 1976 revenue program included,
the three assumptions yield revenues av-

eraging $100-$115 million more per year
than under current authority.

• Projected 1977 revenues range from a
high of $1,090 million under optimistic
assumptions to a low estimate of $1,060
million in the pessimistic case.

• At the end of the period (fiscal 1980), total
collections could reach $1,300 million,
but could yield receipts of only $1,032
million if pessimistic assumptions hold.

• Over the planning period, revenue growth
follows the same trend exhibited under
current authority-6 percent, 5 percent
and 4 percent, respectively.

The difference between expenditure and
revenue trends shown in Figure 32 indicates
the potential fiscal imbalances facing the city
during the next five years. Gap projections
showing the magnitude of these differences
are presented in Figure 33 on the basis of both
current authority and the recommended 1976
revenue program. The main message from this
illustration can be summed up in three impor-
tant points: (1) a considerable gap exists
between expenditures and revenues in the

Figure 33 Fiscal Gaps Under Different Economic Conditions

Optimistic Moderate

76 77 78 79 80

Pessimistic

76 77 78 ,79 80

700

600

500

400

300

200

100

0

=NM Current Revenue Authority
MIMI FY 1976 Revenue Program

41



260

optimistic case, but grows still wider as the
economic outlook worsens; (2) within each set
of economic assumptions, the gap widens sig-
nificantly over time; and (3) the gap under the
1976 revenue program is substantially less than
projected on the basis of current revenue
authority. The examples highlighted below
support these general findings.

Fiscal Gaps

• Estimated fiscal gaps for 1977 range from
$180 million to $230 million under current
revenue authority.

• By 1980 the size of the shortfalls under
current authority increases to a range
between $390 million and $660 million.

• During each year of the planning period,
the fiscal gap based on current authority
grows another $70-$140 million depend-
ing on the economic assumptions used.

• Including additional revenues recom-
mended in 1976 into the total reduces the
gaps shown for current authority by about
$100-$115 million each year. However,
there will still be a significant revenue
shortfall in the range of $80-$135 million
in 1977 to $275-$530 million by 1980.

CONCLUSION

Under the most optimistic economic conditions
and the full effects of the 1976 revenue program,
projected revenues fall $80 million below ex-
penditures in 1977 and additional revenue
authority of $275 million would be needed to
balance the 1980 budget. Thus, the city cannot
depend on improved economic conditions to
provide substantial relief from the general fiscal
trends reported originally in the Multi-Year
Financial Plan. Even with a strong economic
recovery and major cutbacks in the 1976
budget, the District will continue to experience
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the same pressures that have marked the city's
financial situation over the last several years.

This report has focused attention on the
expenditure side of the budget and raised a
number of issues surrounding future priorities
and cost control strategies. On the revenue side
of the balance sheet, the Mayor has recom-
mended several approaches for tapping new
sources. The 1976 revenue program, for ex-
ample, attempts to share responsibility for
financing city programs among a broader range
of taxpayers. In addition, the Mayor called for
authority to tax non-resident income derived
from District of Columbia sources beginning in
1977 as a way of further spreading tax burdens
more equitably among those who benefit from
public services. Finally, the city is reviewing the
feasibility of stimulating economic development
and incorporating new sources of revenue,
such as lotteries and pari-mutuel betting, to
expand the District's revenue base.

Aside from the effects of changing economic
forces, the actual magnitude of future revenue
shortfalls will also be affected by new policies
and program decisions made at the local and
national levels. For example, discretionary
improvements in the level or quality of services
—not included in these projections—would
place additional demands on future resources
which would have to be financed through higher
revenues or budgetary cutbacks in other areas.
At the Federal level, recognition of a greater
Federal responsibility to help solve problems
that are truly national in scope (national health
insurance, mass transit assistance, and family
assistance programs, for example) may offer
some fiscal relief. But falling short of a new
Federal commitment and a corresponding in-
fusion of funds to help the nation's cities,
options for balancing the District budget will
ultimately come down to finding ways to re-
order priorities, cut costs and increase revenues.
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