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Introduction‘

' We hear so much criticism these days of our public officials, public insti-
tutions and public programs, that the response by citizens and state and local
leaders to federal general revenue sharing has been like a refreshing Spring
breeze, This is not to argue that officials haven't been concerned about re-—
ceiving an amount of funds egual to their expectations or that citizens haven't
been concerned about, and sometimes critical of, the stated purposes for which
the funds have been spent. However, few have been very vocal in their criti-
cism of the merits of the basic idea, which is to share substantial amounts of
federal funds with state and local governments over a five-year period with very
few strings attached. To be sure, there are some broad guidelines regarding

the purposes for which the funds may be spent, but given the imagination and

- ingenuity of state and local financial experts, the funds are virtually unre~
stricted. :

- The events leading up to the adoption of the State and Local Fiscal Assis-
tance Act of 1972, which authorized federal general revenue sharing, included
at least a decade during which there cceurred a fundamental transformation in
the attitudes of our citizens regarding the range, quantity and quality of
services desired of all levels of government. Evidence of these transformaticns
is conmtained in the dramatic growth in public expenditures. For example, be-
tween 1960 and 1972, expenditures of federal, state and local governments in-
creased from ~ $151.3 billion to $410.3 billion, about 1Tl percent. Local gove
- ernmtent expenditures, which were pushed upward by expanding school enrclluments
and welfare caseloads, maintained their relative importance by growing from
$29.0 billion to $75.L billion, about 169 percent [1, p. 1TJ.

The rising cost of providing public services placed severe strains on-the
budgets of units of government across the country. Heavy rellance on the prop-
erty tax as a primary source of revenue merely exacerbated this problem at the
local level. The relatively faster rate of growth in tetal expenditures than
elther property tax revenues or revenues from own sources contributed to the

]
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development cf an ever-widening "revenue gap.” Local leaders, faced with pres-
sure to simultaneously hold down property taxes and expand services, sought
assistance from higher levels of govermment. This pressure from local and
atate leaders led to final passage by the U. 5. Congress of the federal general
revenue sharing legislation.

Perhaps because the reaction of state and local leadeérs to general revenue
sharing has been almost universally favorable, and perhaps because the program
has been in existence less than two years, little empirical analysis of its
impact has been performed. Several aspects of the legislation deserve closer
attention by researchers. For example, the legislation provides for the allo-
cation of revenue sharing funds to county areas on the basis of population,
relative income and general tax effort. The allocation of revenue sharing funds
to county areas varies directly with population and general tax effort, but in-
versely with per capita income. Tax effort encompasses all general purpose
taxes of each unit of local govermment, however, excludes property taxes colw
- lected to support schools and revenues derived from user charges and special
assessments. To the extent that user charges and property tax revenues to
support public education may be a greaster proportion of tax effort in rural
than urban areas, elimination of these factors from tax effort may work against
‘rural areas.

In addition, the federal legislation contains a provision whereby any
state may legislate an optional formula for distributing funds to loczl gov-
ernments within the state. Rather than allocating funds on the basis of the
three~-factor formula, which includes population, general tax effort and rele-
tive income, the law permits states to adopt a formula based on- population and
general tax effort, population and relative income, or a combination of those
_tWO factors.

The purposes of this paper are (l) to evaiuate the potential 1mpact on
the dilistribution of federal general revenue sharing funds among county areas
in Wew York Statel/ of allocating funds based on {a) population, relative in-
come and general tax effort, (b) population and general tax effort, and (c)
“population and relative income, and (2) to evaluate the impact on the distri-
bution of revenue sharing funds of altering the definition of tax effort to.
() include revenues from user charges and special assessments and (b) include
revenues from property taxes to support public education, in addition to user
charges and special assessments.

The State and Locel Fiscal Assistance Act of 1972

The federal.general.revenue sharing legislation specifies procedures under
which each state's revenue sharing allceation is to be distributed. One-third
of the state's entitlement goes to the state government with the remaining
two-thirds going to locsal governments within the state. The local government
entitlement is, in general, allocated to each county area on the basis of popu7
lation, general tax e;fort and relative income, as indicated in Equatlon (1).

1/ County areas were ‘selected for analysis because of the avallabillty of data.
Similar procequres could be adapted for other states or for unlts of local
government within county aresas.

2/ Procedures are also specified for allocating revenue sharing funds to the
county government, the towns as a group, and the cities and villages as a
group based on the adjusted taxes of each group, and among individual towuns,
cities and villages on the basis of population, general tax effort and rela-
tive income. This analysis concentrates on the initial allocation of reve-
nue sharing funds smong county areas..
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where
CPli = proportion of the local government revenue sharing entitlement,
county area i.
'POPi = population, county area i,
GTEi' = general tax effort factor, county area i.
RIi . = relative income factor, county area 1.
n - = the number of county areas .

Population means the total resident population for a county area as deter-
wined by the Bureau of the Census in the 1970 Census of Population. The rela~
tive income factor is defined as the ratio of state per capita personal income
to county area per capite personal income. Per capita income for each county
area is the mean income of all persons re51dlng in that county area, based on
the lOTO Census of Peopulation and i ou81nb

The general tax effort factor for a county ares is defined as the ratic of
adjusted taxes to aggregate personal income for that county area. Adjusted taxes
encompass all general purpose taxes of the county government, as well as those
of the towns, villages and cities within the county area. Included are property
taxes (except those collected to support schools and other education programs)
the local portions of Jointly imposed State and local sales and compensating
use taxesﬁ.; other non-property taxes, such as these, for example, on admissions
and harness racing; and, licenses, permits and other county or municipal taxes.
Adjusted taxes dc not 1nclude receipts from user charges, specisal assessments,
interest earnlngs or finesg.

. livalustion of Alternetive Formulas

Pooulation., Relative Income and Ueneral Tax Iffort

In liew York State, the three-factor formula, which includes population,
relative income and general tax effort, is currently being used to allocate
the local governmeni revenue sharing enbitlement among county areas. To
approximate the distribution cof the 1972 local government entitlement of
$304,3 million, estimates of population, relative income and general tax effort
for the county areas of idew York State were substituted into Equation (1). The
census of county area population for 1970 wag obtained from the U.S. Bureau of
the Census [5]. Aggregate personal icoome and per capita personal income for
the counties of Hew York State were derived from data published by the Hew York
State Division of the Budget and estimated by the llew York State Department of

;/ A loeal government's share of a wholly state imposed tax is classified as
an intergovernnental transfer and not as loecal tax effort.
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Commerce from the federal estimates of aggregates for each state [, pp. 93-
Qh].i/ Adjusted taxes for each county area were calculated on the basis of
data published by the dew York State lepartment of Andit and Conmtrol [2].

Fstimates of tae county area allocationg, expressed both in thousands of
dollars and as a percentage of the estimated $304,3 million local governuent
entitlement for 1972, are pregented in Teble 1. These figures indicate that,
under the three-factor formula currently in use, Hew York City received nearly
$192.5 million, or 48.8 percent of the 1972 local government entitlenent for
Wew York State. 'The highly urbanized counties in Group 2, those containing
between zero and 25 percent rural population, received over 27 percent of the
total. Thus, the highly urbanized portions of the State received over 76 per-
cent of the local government entitlement under the three~factor formula.

Counties in CGroup 3, with between o6 and 50 percent rural population re-
ceived approximately 9.2 percent of the local government entitlement, while
those in Group 4, with between 51 and T5 percent rural population, recelved
approximately 12.0 nercent of the entitlement. The most rural counties, those
with between 76 and 100 percent rural population which make up Group 5, re-
ceived slightly less than three percent of ithe locel government entitlement.

Population and Genersl Tex Iffort

To evaluate the potentisl impact of legislation by the State to adopt an
alternative revenue sharing allocation formula based on population and general
tax effort, each county area's proportion of the local government entitlement
was re-calculated using Equation (2).

CP2, = 2 (2)
i

Y POP, . GTE
. 1
i=1

Allocating the local covernment entitlement on the basis:-of population
and general tax effort, which eliminates relative income from the formula,
results in substantial shifts in the distribution of revenue sharing funds?
These changes, expressed in Table 1 in thousands of dellars and as a percentage
of the amount received under the three-factor formula indicate that eliminating

L/ Estimates of personal income imeclude money income received by residents
before deductions of income taxes and government retirement payments,
and include benefits for retirement, unemployment and welfare. Certain
nonmonetary income, such as the rental value of owner-occupied homes,
payment~in-kind for work performed, and food produced and consumed on
farms, is included. This definition of personal income may differ slightly
from that used by the Office of Revenue Sharing to couwpute allocations to
local govermments [6, pp. 3-4]. However, differences are thought not to
be of sufficient magnitude to influence the results of this analysis.



relative income from consideration results in an increase of over 10 percent
in the proporticn of the local government entitlement sceruing to the counties
of Hew York City. They would enjoy about a 19 nmillion boosgt in federal gen—
eral revenue sharing funds.

The highly urbanized Group 2 counties weuld aiso berefit from greater
emphasis on population and general tax effort. . Thelr share of the local zov—
ernment entitlement would increase by 3.9 million, a. 3.6 percent increase.
However, this increase is by no uzeans evenly distributed across Group 2 coun~
tiegs. Tor example. high income Westchester and Hassau Counties would be the
major begeficiaries, recelving increases of 52.9 percent and 39.3 nercent, re-
spectively. ionroe and Albany Counties would also receive additional revenue,
but more modest increases of 5.5 percent and 5.0 percent,”respectively. Fouor
counties, Irie, Onondaga, Rockland and Suffolk, would receive less revenue
under the two-factor formula containing nopulation and general tax effort than
under the three-factor formula which aslso includes relative income.

Reduced reliance on relative income would also lower the revenue sharing
ellocation in every county in Groups 3, L and 5. Because per capita income
in these rural counties is lower than in the urbsn counties, relative inecome
is considerably more important. As a result, Group 3 counties incur sbout s
20.0 percent reduction in their revenue sharing allocation. The reductions
in both Groups 4 and 5 amounts to approximately 2T percent. . (learly, New York
City and several of the highly urbanized counties would be the primary bene-
fieiaries of adopting an allocation formula based on population and general
tax effort and, thus, eliminating relative income from consideration.

Population and Relative Incowme

- A third allocation formula was used to evaluate the potential impact of
distributing funds to county areas on the basis of population and relative in-
cone. The proportion of the lecal government entitlement which would acerue
to county areas based on population and relative income was calculated using
Tquation (3). :

POP. . RI,
p3, = (3)
igﬁ POP, . RI,

Eliminating general tax effort frow the general revenue sharing formula
would also result in substantial shifts in the distribution of funds coupared
to the distribution under the three~factor formula. These changes for county
areas, expresgsed in thousands of dollars and as a percentage of the allocation
received under the three-~factor formula. are presented in Table 1.

FElimination of general tax effort from the distribution formula would re-
duce the revenue sharing allocation of Hew York City while increasing the
share of the other county groups. The share distributed to New York City
would decline by $38.8 million, or by more than 20 percent. The alloeation to
counties in Groups 2, 3 and 4 would rise by about 21.4 percent, 16.5 percent




O 9T+ HGES G + 06 6T~ 9tecl - 91°6 QTT og T0°6 12907
EErCE+ e + 5QtET= 5€ - 2L 0 6eQte 780 I2RTOSEUR)
ot 62+ TOE'T 4+ 9691~ énL . - AR oTh Y Ze T sFuRIg
Lizle+  LLSTT + it 6T ROT'T - Hhe T gLo%4 06°T. BPTIUQ
T9°0 - s - 9R° 02~ ™He'T o~ o1 IRATNRS STANT BIRFR T
€O ET+ Q6T + N AT (4 - GE" 0 6THT €0 LrsmoZqucr
#9° 0%+ 049 + €070 Lee - CEC €Ot T Lo IBTHADY
65 0 + 61T + qL* Le- 76€ - 2570 GIn T 62°0 - uoaTng
CE 6 + QTT -+ FA R TA 945 - 2E°0 coe T 620 PUBTZIO0)
59° 9T+ HEE + Lg 12~ £1¢ - 90 29£°2 88°G Junueu)
160 +. 6E + L ge- e ToR 90°T 09Ty Te°0 BNDNRINBIY
0Q° 2T+ 119 + o H T~ 0Tk - 2T SrA AN _ SmooIT
. m Qﬂ.O..H.U

9L T2+ 606°22 + 09°¢ + 7997 € + A 062" Lot Tet¢E T2107
90 Of+ 22R°E  + 06" 65+ 668 %+ Lotz 291°Q 06§ I99E2UDLERY
AR 9LO°E  + e { T QZ9°C - 1£09 L1162 T" 0 HlozIng
Co 16+ A AN €L E = & - 09°0 9uE ‘g 0G0 Apeiosusyag
1 E2+ HOT°T 4+ 0L°GT~ &, . =T TLL 92° T DURTYDOY
0T°2 + 9ee + €6 TT- THE'T - Qe oeE2°TT ose BFRDUCUQ
1S 52+ Q00°s ¥ 08 6E+ ®99°9  + €y : $CE° 0T £a°l nes s
0L'EE+ - 0B%°E + 0676 + 26% + L e ROLFOT 06 ¢ DOJUCH
G 2T+ 96652+ 61T~ 12Lke - 209 CEOTED et R =) & i
€S G+ 7I9°T + 7586 + RS + I0°T 26 ¢ 1$°T Lueoty
_ TETdnoan
7102~ 00L°pg = 20" 01+ TRE AT+ TE 9% peRteaTe SIAS £91D WrOx mB)
’ - T dnorn

{ Spu=snoyy) (spuesnony) {spursnouy) .
TUBYY UOTYEDOTTY 2HUBYD UOTGBIC0TIY TBa07, UOTIRAOTTY oI TNE0d - SAN0IH
sfequaaasg ut - 28uBl) sieguadasg UT 2FuRU) IO 1U20a3g Bagy Lqunon 29219 OL6T \Mhpgsoo
I7 puUB J0d TID Pue JOd mmwm pUE 1D Jo quedasg
Uuo poseg UOTLIBIOTTY uo paseg UOITEDIOTTV d0d U0 paseg
2L5T woxg afuey) 2LGT woxg sPuel) UOTYBOCTTY 2L6T

5984g TIOL ASN JO S®AIY L2UNO) | SETRMIOS HWOTANGTIASIO
SATLBUISATY UO DPIEBG SUCTIRO0TTIY SUTJBHS onusasy ZLAT JO S99ewrqsH
T =Tas] .



¢G0S+ 00L°6 + g€ le~  #éQ‘eT - LG TT Q6T Ly 1L°0T 2307,
00 £+ git + 0g°0E~ gsT - £T°0 . €16 IT°0 saqex
HeLe+ kg, o+ £ 1E- ale - 22°0 Log 12°0 SuTWOL
0O °0S+ oTL . + Qe 6T~ 8Lz -~ 90 . CUATHET LU sufep
G2 o+ 9IE  + € 0E- wag - €0 TOE'T 52°0 UOLTUTYSEY
T0°02- 443 - 99° 9z~ gy - Ht0 LA T 20 TS.LIRY
G0 Ee+ GOL + T6-oe- TEQ = gL-o 9L0°E LLto 129810
LT+ 15 + L5028~ - GHE 910 . EER°T rATSE N sutrydmog,
L9 99+ .. 244 + 29°ge- iz - 20 029 - A B2OTL,
TT Eq+ 198 + Gt Le- 266 - %o TT0%2 45 0 - usgnsag
gT T+ gle + enge- LGt - LT°0 0Lo 5T°0 BOOUSY
9E° TH+ g2t + $9°gE- ERT° T - cL'p Lééce L9°0 vH09BLEG
A6 + G&E + O RE~ 09E°T - 1670 0gs° g 1970 aouBIneT ' 1§
&G + gl + TS 6T LAz - ge"0 ot T . I€0 mRUGNg
TL g+ YA + G062~ 143 - TE°0 AN . TE0 052810
gz g ~ 6L - 80 LE~ TOE T ¢g9°0 F 606 ¢ . &S0 oZansg
9T L+ 9TE + T9° LT~ OTT - LT°0 " 0L9 . 020 SUBITIO
99°TE+ AL 74 5T~ gIE - 0 LT9°1 €0 OTIBYUD
LG g1+ S1E + ggegE~ 368 ©OENtO C969°T 7E°0 UOSTDEBI]
9€°9 + gsT + L6 9z~ 0LS - €00 7o4° 2 5770 HOSJISIIp
£9°GE+ HeE 4 TE HT~ 0¢T - 82°0 fOT° T ZE0 2989UDY)
LOET~ IR 0% " TH~- 61l - 910 HIQ T 120 UTTHURLL
L a9+ ZEE' T + L6°¢ -~ 6TT . = SLe0 Legce - 22T gsuDNg
02 9T+ 06T + 72 2¢~ 76 S ¢ S ¢ 222t 620 sagasTa(
SL 9T+ aeE o+ L1 &2~ ges - Qn"o £60°1 of°0 UOTTTD
6T + 04 + 0062~ 2ss - . 960 Qoe'e g0 BInLen
000 0 ¢ €062~ - 0TL  é- 29°0 shqe ¢ a0 snSNBIBLIR)
; N . 7 dnoap
( spuesnouy ) (spuEsSnOY3) ( spuesnoly)
SFUEYD QOH»ﬁUOHﬂﬂ E¥iczlie) UOEYBOOTLY T20], UOTIR2OTLY UOTYRINGOg \Mm@ﬁOhw
a%equadIsg Ul a28ury) aZBquUedIaJ ut s3uely) JO JUIIISJ BALY A3Uno) 91818 0LAT Larunon
1§ pue god 1D PUB Jod /ale PUE IID Jo 1medasd )
uo pageg UOTLBOOTIV o peged UOTIBOOTIV a0d uo poseyg
261 wmoa] sEuey) Z2LET wouLg efueyy) UOTYBOOTTY ZL6T

. (penurjucd) T °TqBL



w3Tdeo gad Lq owosut Teuosiad eqided. aed mpmwm SUTPTATIP ACQ DSIBWTIASS ST SWODUT SATIBISY

*page A9UNOoD UOBS JO SWOOUT
reage

£aumoo g4vUq 30I SwoouTl TeUosIad s98foxffe £q maar LJUNOD UDBO JO INUSASX XBY TBI0T pairsnipe oyl

FUIPTATIP £0 DRIBWILSS €T I0JJS XB1 TBRJIDUSYH
-ndog - £LToAT102dS3J “OWOOUT SATLRISI PUBR 2JI0IFS ¥ul. TRJISUSE ‘uotderndod quasaxdal Iy pue WIH ‘god /4

‘poTaeTndod ®age L£3IMOD JO SnSUS0 OLET 9uUT ST UCTYET

*ATsatsedssa fqusoaad (QT-9), Pue jusvId mwaﬂn fquaozad omamm Jo aFuex 912 UT TTBI § PuB f§ °C sdnoip

Io suoigeTadod Teany

equedgsd (F pUB OJSZ USSALSQ SUOTLBINCOD TRANI 2ABY E9TUN0CD F Aot

‘moTY

~-gIndod TeInJ OJI% SABY YOTUA JO TT® (PUCHWUDTY PUB IJIOZ #sy ‘sussnd °sIury ‘xuoag) L3 AL ARl FO

S3TIUNOD 2ATI Y3 JO 5185t8u0d T dnoap

*uotgerndod Teina quedxad Jo stTgeq oUr uo padnoid 24w §8TiUmop /¥

SL'T +  L6T  +

9£0°C -~ LL2°TT

g6 oe- 0g e €12 18500
g 9L 529 - 60 TS~ #l - L6°0 Qheta 6e 0 UBATTTRG
00" 0 0 59" GE- L&t o RT°0 2gs 50°0 IRTAnY0g
GG EC+ Q4T + ARt 9Le - LT°0 0lo L0 9TIatoYoy
e Th+ 165 ¥+ Q0° 61~ gsT - Tet o Geg GE'o UCGSFUTATT
He*G 4+ O + €Q°oE~ sle - GI°0 64l £€T°0 T-BTAST
19" Gl aTE - AR Y o4 s TG TER £0°0 Uo3TTURY
69°0T~ 91T - 00° 62~ 9.2 - 2¢°0 HOT®T Q1" 0 SUIBIY
S6 ne- 7GE = TG 0E- EEY - 9E"0 HTRET 6T°0 X288l
7ESh+ feh + £6° 92~ 0L2 = 9g° 0 G20’ 1 geTo BTQERTOD
£G* G2+ ole + 26" 6e~ 92 = PRARY §90°T ¢z'0 . oFuRUSY)
£9° 02+ % S S TE EE~ HEE & 0E-O EGT° T ¢ G20 . Aue3eIly .
, T G odneayn

. (spuesnoyy) { spuesnouy) ( spUBSNOYY) . .
wmgmso UOT9830TTY a3ue) UOTREDOTTY Tel0T, - UCTIBWOOTTY UHOT}eTNdo] \mmaﬁOMw
23eqUsdIag Ul 98uBy)  SFeqUSOLD4 UT 8FURY) JO USDASg  BOIY AlUno;y 91248 0L6T Agumon

¥ puUR 40d €D PUB 404 \mHm PuE HIH IO juovaedg

uo peseg UCTIBOOTTY

uo pofeg UOT1B20TIV
2LET woag sfuey)

dod wo. paseg
n0T9BIOTTY ZL6T

ZL6T moaxg efueun

(penutquoo) T STA®L



and 20.5 percent, respectively. While, on averasze, Group 5 counties would re-
ceive a 1.0 percent increase in revsuue, four of the 11 counties would receive
less revenue and one would recelve spproximately the same amount as under the
three~factor formula.

idoption of a formula which excludes general tax effort from the compu~
tations would work to the disadvantage of liew York City, wvhoee tax effort,
as defined in the revehue sharing legisiation, is guite high. Ifost of the
remaining county areas in the State would receive greater amounts of revenue
than undeyr the three-~factor formula based on population, relative incone and
general tax effort.

Perhaps a vword of caution is appropriate. BPBecause the percentages and
changes oceasicned by alternative feormulas are sometimes small, there may be
a tendency to judge the potential impact of these alternative formulas as be-~
ng too small to be of importance to local officials. However, a reduction
- of less than one percent in the county'’s share of & several hundred million
dollar local government enititlement would involve the gain or loss of substan-
tial awvounts of revenue. For exsmple, the revenue sharing allocation to rural
Schoharie County based on the three-factor formule is only 0.17 percent of the
local government entitlement in.Hew York State. however, the allocation amounts
to about LET70,000. Elimination of general tax effort from the formula would-
inerease the revenue sharing allocation to $828,000. On the other hand, elimi~
nating relative income from the three-factor formula would reduce the alloca-
tion to Schoharie County to $434,000. Thus, the three formulas :investigated
in this study would yield a range of revenus sharlng funds from $43L,000 to
$3828,000 for Scnoharle County. : : :

ulnllar variation exists for larger and more populous countles. For
example, in suburban Westchester County, the allocation of revenue sharing
funds would range from a minimum of 38,162,000 under the existing three-factor
formula to a maximum of 513,051,000 under the two-factor formhla which con-
tains population and general ta& effort. ‘ ‘

In HWew York City., the dcllar figures are even more startling. They range
from & winimun allocation of $153.698.000 under the two--factor lormula con-
taining population and relative income to a maximum of 211,739,000 under the -
two-factor formuls based on population and general tax effort. These varia-
tions in revenue sharing allocations are obviously of sufficient magnitude to
be of interest to loeal officials conce rned with increasing pressure on local
budgets. ‘

Alternative leasures of Tax Effort

The current revehue sharing legislation has been critized by some for
eliminating revenue from user charges and specilal assessments and property
taxes for education from general tax effort. To evaluate the impact of al-
ternatlve measures of tax effort on the distribution of revenue sharing funds
ampong county areas in Hew York State, two additional measures of general tax
effort were utilized. First, general tax effort was defined to include reve-
nues derived from user charges and special assessments. Then, general tax
effort was defined to include revenues derived from user charges, special
assessments and property taxes to support education. The sllocation of funds
to county areas was re-calculated for each Gefinition based on Equation (l)
which contains population. relative income and general tax effort.
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User Chargzes and Special Assessments

5/

The potential iupact of including user charges and special assessnents™
in the definition of genersl tax effort is shown in Table 2. Changes in the
county area allocation are expressed in thousands of dollars and as a percentage
of the 1972 allocation based on the three~factor Tormula. In general, includ-
ing the revenue derived from user charges and special assessments in measuring
the general tax effort of esach county area would result in only minor shifts
in the distribution of the local government entitlement. Group 1, which is
conposed of the five New York City county areas, would lose about 2.5 percent
of their allocation, or about 4.0 willion. The major bemeficiaries would be
the urbanized CGroup 2 counties. Their revenue sharing allocation would in-
crease by L.k percent, or by 4.7 million., A few counties in this group would
receive substantially greater amounts of revenue. For example, l‘!ass’au'Coun_ty9
which derives a large asmount of revenue from user charges and special assess-
ments, would receive nearly $2.2 million more, an increase of 12.8 percent,
under this new definition of general tax effort.

The rural counties in Groups 3, 4 and 5 would experience modest changes
in their revenue sharing allocations. For example, the Group 3 allocation
would inecrease by only 0.11 percent, the Group I allocation would be unchenged,
and the allocation for Crous 5 counties would inerease by slightly over 1.0
percent. Only 13 of L8 counties with more than 25 percent rural population
would receive more revenue sharing funds under a definition of general tax
effort which includes user charges aand speclal assessments.

Ugzer Charges, Special Agsessments and Property Taxes for Bducation

The potential impact of including revenus derived from property taxes to
support public education as well as user charges and special asgessments in
the computation of general tex effort is also shown in Table 2.8/ The share
of the local government entitlement allecated to Hew York City would decline
by $26.5 million, approximately 13.8 percent. Once again, the primary bene-
ficiaries of including groperty taxes for education with user charges and
special assessments in defining general tax effort would be the high income,
urbanized Group 2 counties. Their share of the entitlement would increase by
nearly 20 percent, or by $81.4 million. Within Group 2, the counties with the

highest per capita income and high per pupil expenditures for public education

5/ For the purposes of this analysis, user charges and assessments were de-
fined to include revenues derived from ad valorem taxes and special assess-
ments levied on property on the basis of benefit. In Wew York State, much
of this revenue is derived through special town districts established for
such purposes as fire protection, fire alarm, lighting, sewers, drainage,
water, vater sunply, vefuse and garbage, parks, parking, snow removal,
dock, police, and mosquito control. .

6/ Public education in New York State is provided by 753 school districts con-
sisting of 62 city districts, 227 independent superintendencies, 332 central -
dgistricts, four cemtral high school districts, 86 union free districts and .
L2 common distriets. For the purposes of this enalysis, each school dis~
trict was assumed to be within the county area in which the town or city |
contained in the school districts’ official name is located.
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would experience the largest pereentage increase in revenue shering fumds.

For example, Westchester, liassau, Suffclk and Rockland Connties, four high
income counties surrounding the Hew York (ity area, would experience increases
of 18.4, 34.2, 35.5, and 54,5 percent, respectively. In Erie and Onondaga
Counties, each of which contains a large cerntral city, adding property taxes
for education to revenues derived Trom user charges and assessments in defin-
ing general tax effort actually reduces their share of the local government
entitlement. Thus, the reaction of these two counties is more like Hew York
City and less like the other Group 2 counties.

Fural county areas in Groups 3, H and 5 would experience increases in
their share of the local goverament entitiement of 1.5, 8.5 and 4.9 percent,
respectively. The results vary considerably among counties, however. TFor
exauple, only 2¢ of the 48 rural counties in Croups 3, h and 5 would receive
a grester share of the local governument entitlement under this definition of
general tax effort. While the addition of revenue derived. from property taxes
for education to general tax effort would benefit rural county areas at the
expense of lew York City, the primary beneficiaries would be the high income
syburban counties surrounding Hew York City.

Summary snd Conclusions

The purpoges of this paper were to evaluate the potential impact of al-
terpative revenue sharing formulas and measures of tax effort on the allocation
of funds among county areas in New York. State. The revenue sharing formula
currently in use, which distributes funds . on the basis of population, relative
income and general tax effort, allocates approximately 48.8 percent of the
local government entitlement to New York City and an additional 27.2 percent
to nine highly urbanized counties containing from zero to 25 percent rural
population. The more rural counties, includipg those in Groups 3, L and 5,
receive only 9.2, 12.0, and 2.9 percent of the local governument entitlement,
respectively.

Eliminating relative income from the three-factor formula currently in
use would alter substantially the distribution of revenue sharing funds among
county areas in New York State. The primary beneficlary would be New York
City, whose revenue sharing allocation would increase by about 10.0 percent,
or $19.3 million. The highly urbanized counties in Group 2 would also benefit
on average, however, five of the 11 eounties in this group would lose revenue
under the new formula. The effect on rural counties would be entirely adverse
with all 48 counties losing revenue, For Groups 3, 4 and 5, the revenue sharing
1osses would amount to 20.0, 27.3 and 26.9 percent, respectively.

Eliminating general tax effort from the +hree-~factor formula would also
alter substantially the distribution of revenue sharing funds among county
areas. The share of the local government entitlement going to Hew York City
would be reduced by more than 20 percent. Based on the 1972 local government
entitlement, this reducticn would awount to slightly less than 539 million.
However, the allocation to all other county groups would be greater than cur-
rently received under the three-factor formula. The allocation to Groups 2,
3, b and 5 would increase by 21.k, 16.5, 20.6 and 1.8 percent, respectively.
iost of the rural county areas, because both average tax effort and per caplita
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income are low, would benefit from formula changes designed to reduce the im-
portance of general tax effort. az it is currently defined, while increasing
the importance of relative income.

The addition of usger chavges and special assessments to revenunes used to
compute general tax effort would resgult in minor shifts in the distribution of
the local government entitiement among county areas in Wew York State. lew York
ity would lose about 54.2 million. only 2.5 percent of their allocation. The
primary beneficiaries would be the hilgh income, suburban Group 2 counties.

Only 13 of 48 rural county areas would receive a greater proportion of the loeal
government entitlenment.

The addition of revenue from property taxes for education to user charges
and special assessments in measuring general tax effort would result in sub-
stantial shifts among county areas. The share of the local government entitle~
ment allocated to Hew York City would deecline by $26.5 million, about 13.8
percent. Once again, the primary beneficiaries would be the high income, subur-
ban Group 2 counties, whose allocation would increase by nearly 20 percent.
While CGroups 3, L and 5 would each receive greater proportions of the local
government entitlement, only 29 of the 48 rural counties would receive more
revenue utnder this definition of meneral tex effort than under the definition
in current usage which does not include user charges, special assessments and
property taxes for schools as part of local tax effort.

More detailed analyses are needed to provide the basis for an informed
public policy decision regarding changes in the revenue sharing allocation
formula. Tais study is, hopefully, a small step in the right direction.

References

1] Facts and Pigures on Government Finance, Tax Foundation, Inc., Hew York,
Hew York, 1973.

(2] Wew York State Departument of Audit and Control, Division of Municipal
Affairs, Comptrolier’s Special Report on iumicipal Affairs, 1570, Albany,
New York, April 27, 197L.

[3] #ew York State Depariment of Audit and Control, Division of Hunicipal
Affairs, Federal Bevenue Sharing Information, Albany, Hew York, 1973.

[L} iHWew York State Division of the Budget, Office of Statistical Coordination,
Wew York State Statistical Yearbook 1973, Albany, Hew York, July 1973.

[5] U. S. Bureau of the Census, U. 8. Census of Population: 1970, Humber of
Inhabitants, Final Report PC(1)-A3k, New York, Washington, D. C., August
1071, ]

[6] U. 8. Department of the Treasury, Office of Revenue Sharing, Detailed
Data Definitions for Intrastate Allocstion to Local Governments., Wash-
ington, D. C., iarch 6, 1973. '




