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Report Summary

and Recommendations
M

Federal funds provide approximately one-fourth of all State
revenues. In FY 1979, more than 300 federal programs provided over $1.7
billion to the State and its localities. Accompanying these funds are
numerous federal requirements which influence State policies and proced-
ures, Although the State may prefer to avoid some of the influences of
these requirements, its options are limited by the penalties which may
result from noncompliance.

This is the second report published under HJR 237 of the 1979
Session., An interim report was published as House Document 16 of the
1980 Session. The interim repeort provided information on the amcunt and
distribution of federal funds in Virginia. It also raised issues regard-
ing the accuracy of information which the General Assembly receives on
federal funds during the appropriation process. Several recommendations
of the interim report dealing with budgetary information and control have
been acted on. In particular, legislative and executive attention has
focused on improving the estimation of anticipated federal revenues.

Although steps have been taken to improve federal fund manage-
ment, several areas require continuing legislative and executive atten-
tion, The following recommendaticns are suggested to strengthen the
State's use of federal funds,

Influence of Federal Funds on Virginia

Agency participation in federally-funded programs can require
major policy, budgetary, and program commitments of the Commonwealth.
For this reason, the General Assembly should be kept fully informed of
significant policy and program impacts resulting from federally-mandated
requirements, This can be accomplished by amending the 1980-82 Appropri-
ations Act.

Section 4-3.05{(a) directs the Governor to prepare a quarterly
report summarizing nongeneral fund revenues in excess of appropriated
amounts. The report is to summarize the approvals granted to agencies to
spend above appropriated amounts, the reasons for the approvals, and
implications.

Recommendation (1), Section 4¢-3.05(a) of the Appropriations
Adet should be amended to require the Governor to identify for each ap-
proved request the anticipated budgetary, policy, and administrative
impacts of significant program requirements which accompany the funding.

Section 4-3.05(b) calls for the Governor to prepare for each
agency a written reconciliation of the differences between revenues
authorized for expenditure and estimates contained in the budget bill.
The reconciliation is to emphasize:
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The identification of programs that were initiated,
expanded, or which underwent a significant change in
anticipated levels of effort during the previous year
as a result of the availability of additional funds.,

The report of the Governor is to be furnished to the chairmen
of the House Appropriations Committee and the Senate Finance Committee by
December 1 of each year.

Recommendation (2). The General Assembly should amend Section
4-3.05(b) of the Appropriations det to require that the Governor inelude
in hie annual report a summary of significant federal requirements and
their associated budgetary, policy, and administrative influence on State
government, The report should also inelude a swmmary statement on the
overall effeet of cross-cutting requirements which have had aignificant
budgetary, policy, or adminigtrative influences on State government.

As evidenced by the receipt of almost one-half billion dollars
in federal funds in FY 1979, local dependence on federal funds is great.
Participation in federally-funded programs provides valuable resources to
all Virginia localities.. However, the ability of Virginia localities to
identify and seek federal funds varies significantly. Some localities
have special staffs to identify and apply for federal funds. Others have
minimal capabilities. Although the Department of Intergovernmental
Affairs (DIA) has statutory responsibility to assist localities in seek-
ing federal grants, this function has been given Tow priority.

Recommendation (3). The Secretary of Administration and Fi-
nance should review the Department of Intergovernmental Affairs’' present
priorities and procedures with localities to ensure that its legislative
mandate ie sgatisfied and that all Virginia localities have adequate
information and expertise to identify and solieit federal funds.

Of the 125 State agencies that reported spending federal funds
in FY 1979, 101 agencies provided matching funds. These agencies report-
ed, on a JLARC survey, spending $352.4 million to match federal funds.
This represents a State expenditure of 30 cents for every federal dollar
spent., The State's central accounting records, however, identified less
than one-third of the State's match of federal funds, a substantial
underrepresentation of the State's commitments to match federal funds.

Recommendation (4). State funds spent to mateh federal funds
should be consistently represented in the Commonwealth's Accounting and
Reporting System (CARS). The Depariment of Adeccounts should require State
agencies to use the capability of CARS to record mateh ezpenditures.

Controls Over Federal Funds

Federal funds are a valuable resource available to the Common-
wealth for financing its programs and services. To ensure that federal
funds are efficiently and effectively controlled and utilized, the fol-
lowing recommendations are made.



Administration and Finance Directive 1-80

In issuing A&F Directive 1-80, the Secretary recognized the
need to replace an ineffective grant-by-grant review of agency applica-
tions for federal funds. The new system emphasizes agency responsibility
to seek and accept only funds consistent with legislative and executive
mandates., It further 1limits agency acceptance of federal funds to 110
percent of their legislative appropriations, except in emergencies. This
limitation should provide agencies with an incentive to accurately esti-
mate anticipated federal funds in their budget submissions,

While A&F Directive 1-80 is an improvement over former poli-
cies, it 1is inconsistent with existing language in the Appropriations
Act.

Section 4-4.01. No donations, gifts, grants or
contracts whether or not entailing commitments as to
the expenditure, or subsequent request for appropria-
tion or expenditure, from the general fund shall be
solicited or accepted by or on behalf of any State
agency without the prior written approval of the
Governor; provided, however, that these requirements
shall not apply to donations and gifts to the endow-
ment funds of the institutions of higher education.
The use of these funds for land, structures or equip-
ment is subject to Sections 4-4,03, 4-7.01 and 4-9,05
of this act.

Recommendation (5). The General Assembly should consider
reviging Appropriations Act language to reflect the decentralized proced-
uregs of A&F Directive 1-80. Such an amendment would reflect legislative
endorsement of the policy.

Sections 4-3.05 and 4-4,01 of the Appropriations Act do not
represent the technical sequence of solicitation and acceptance of funds,
The Act would be clearer if the normal sequence followed by agencies in
soliciting and accepting funds were reflected by the language of the Act.

Recommendation (8). The language of Sections 4-3.05 and 4-4.01

should be reordered to reflect the sequence of actions followed by agen-
cleg in solieiting and accepting funds.

Reimbursement Procedures

There are three basic mechanisms for receiving federal funds:
cash advance, letter of credit, and reimbursement. Effective use of
these mechanisms is necessary to support the State's investment program.
JLARC identified an additional $286,000 in investment revenue that could
have been gained by better cash flow management practices by agencies.,
State funds are also used unnecessarily to finance federal programs when
agencies do not apply for all allowable indirect costs.

1.
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Recommendation (7). The Department of. Planning and Budget
should ecarefully monitor provisions of A&F Directive 1-80 which address
the methods by which federal funds are veceived. Cash advances and
letters of credit should be used whenever possible. When agencies are
restricted by federal grantors to veceiving funds by veimbursement, the
Department of Planning and Budget should monitor such arrangements to
ensure that ageneies submit requests for reimbursement in a timely man-
ner.

Recommendation (8). The Department of Planning and Budget
should review subgrant finaneing arrangemente used by State agencies to
ensure that subgrantees are relieved, Whenever feasible, of the need to
provide advance financing for federal programs.

Recommendation (9). The Department of Intergovernmental Af-
fairs should periodically evaluate agency indirect cost practices to
ensure that full recovery is taking place. State agencies geeking feder-
al funds for programs that will subsequently be carried out by a sub-
grantee should be encouraged to include the indirvect costs of the sub-
grantee when posgsible.

General Fund Loan Procedures

Procedures for making general fund loans to agencies for expen-
ditures pending federal reimbursement need to be reviewed. JLARC identi-
fied loans totaling $7 million for advance funding of programs that could
have been avoided. Unnecessary loans to agencies increase the risk of
overexpenditure and subsequent deficits and decrease incentives for sound
cash flow management.

Recommendation (10)., General fund loan requests ghould be
thoroughly analyzed by the Department of Planning and Budget to ensure
that the need for advance financing by the State exists, that the amount
of the loan is secured by an adequate repayment source, and that the
amount is limited to that necessary to cover an anticipated reimbursement
eycele. Loans which are required for the operation of particular grant
programs should be based whenever possible on award notices. When a loan
must be made based on anticipated funding, the difference between antici-
pated and actual awards should be reported and an adjustment made to the
loan amount.

Improved Budgeting Information

Essential to legislative oversight of federal funds is accurate
budgetary information on the amounts and requirements of federal funding.
Decisions by the Governor or his designee to increase agency budgets
between legislative sessions must be based on accurate information.
Required information on federal funds has not been provided to the Gener-
al Assembly in all cases.



Recommendation (11). The Department of Planning and Budget
should require agencies to furnish Iinformation on actual awards of feder-
al funds whenever the award differs from the anticipated amount. 4
report of these differences should be provided to the House Appropria-
tions Committee and BSenate Finance Committee as part of the quarterly
reports required under the Appropriations Act.

Recommendation (12}. The Department of Planning and Budget
should continue to monitor federal budget reduction proposale and their
potential impact on the programs of the Commonwealth and its localities.
Findings should be reported to the House Appropriations and Senate Fi-
nance committees.

Recommendation (13}, Agencies which receive federal funds as
subgrantees or secondary recipients should be requived to identify con-
sistently in their budget exhibits the federal source of such subgrantee
funding.

Recommendation (14}, The Department of Planning and Budget
should ensure that agencies comply with Section 2.1-398 of the Code of
Virginia and provide identification of the authority for operation of a
program,

Seeking Federal Funds

In general, agencies should use federal funds for carrying out
programs which have received legislative endorsement through the appro-
priation process, In some cases, however, agencies fail to seek funding
which 1is appropriate and could supplement or offset the use of other
State resources.

Recommendation (15). State agencies and departments should
take steps to assegs whether they are effectively identifying and utilia-
ing federal resources available for programs that have been authorized by
the General Assembly or Governor.

Financial Administration of Research Grants

The State needs to take several steps to extend the generally
adequate financial administration of research grants and contracts to all
State-supported universities. Adequate procedures are already in place
in several institutions which can serve as models where needed.

Federal audit exceptions are an important indication of weak-
nesses in the financial administration of research grants and contracts.
At present, the State lacks a clear policy that appropriate State offi-
cials be informed of audit exceptions., As a result, audit exceptions are
sometimes not reported outside the university.
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Recommendation (16). The General Assembly should require that
copies of all federal audits be forwarded to the Office of the Auditor of
Publie Accounts and the Department of Planning and Budget as soon as they
are recetved by agencies of State government. In light of the magnitude
of audit exceptions found at VCU and VIMS, the Auditor of Publie Accounte
should eonsider putting a high priority on grant and contract accounts
while conducting State audits.

Several weak practices in the financial administration of
research grants and contracts were found to exist at Virginia Common-
wealth University and at the Virginia Institute of Marine Science, now a
school of the College of William and Mary. Although the institutions
have identified and are addressing known management problems, several
areas need continuing attention.

Recommendation (17). VCU should continue to strengthen inter-
nal controle over grant and contract accounting, including the following:

a. All Financial Accounting System (FAS) accounts
with negative balances should be identified and
reconciled by the grant and contract office with
the responsible academic department or faculty
member. VCU should establish a policy that no
expenditures should be made from any account
with a negative balance without written authori-
zatton of the university controller.

b. VCU should develop a procedure whereby all FAS
accounts which indicate that the grant or con-
tract has terminated are protected from addi-
tional encumbrance and ewpenditure without the
written authorization of the university control-
ler,

Recommendation (18). VCU's administration should take steps to
fully implement its effort reporting system as soon as an understanding
i8 reached with federal authorities. This should include appropriate
training sessions and aggressive supervisory post-audits to ensure com-
pliance with reporting requirements.

Recommendation (18). VCU should develop an internal procedures
manual for the grant and contract accounting section. Among the areas
addressed should be procedures to prevent the submission of late fiscal
reports to federal grantors.

Reecommendation (20). The ongoing implementation of a financtal
aceounting system at VIMS should be carefully monitored by the adminie-
tration of the College of William and Mary.

Recommendation (21). VIMS should develop a standard grant and
contract approval cover sheet to be maintained as part of each file.
VIMS should also put a high priority on developing a procedures manual
governing the administration of grants and contracts.



New Sources of Information
For Legislative Oversight of Federal Funds

Lack of basic information on the amount, distribution, and
impact of federal funds in Virginia was one of the principal reasons the
General Assembly asked JLARC to study federal funds. The finding that
one-fourth of all State revenue comes from federal funds justified the
legislature's concern that more information was needed on this important
revenue source. The continuing legislative need for current, accurate
information on federal funds became evident during the course of the
study.

To address this need, JLARC authorized its staff to apply to
the National Conference of State Legislatures (NCSL) for technical assis-
tance and funding to explore the feasibility of developing a computer
program for legislative information on federal funds. NCSL awarded the
Commission $5,000 for this purpose.

The feasibility project is nearing completion, and programs on
State agency and program expenditures of federal funds have been devel-
oped using data currently available in State computer systems. Other
sources are continuing to be explored.

Recommendation (22). The Department of Intergovernmental
Affairs should econtinue to develop, with the Department of Management
Analysis and Systems Development, user programs for the Federal Assis-
tance Award Data System (FAADS).

Recommendation (23). Programs using CARS data on federal fund
expenditures should continue to be generated as a means of providing
comprehensive and timely information for legislative budget analysis.

Recommendation (24). The General Assembly should continue to
have aetive communication, through JLARC, the House Appropriations Com-
mittee, and the Senate Finance Committee, with the Department of Inter-
governmental Affairs and the Office of Management and Budget on FAADS and
related projects.

YII.



I. Introduction
A

In 1961, the Virginia Commission on Constitutional Government
warned:

Grants-in-aid . , . are bringing within the orbit of
federal supervision, if not control, many of the
activities of administrative authorities and condi-
tioning the prerogatives of governmental agencies at
the state and local level.

The commission expressed concern that Virginia governments
received $125.7 million in federal grants during FY 1960-~five times as
much as was received in 1950, Today, there are more than 300 federal
programs which provide over $1.7 billion to the State and its localities.
And the concerns raised in 1961 are still important to the Commonwealth
in 1980. The provision of large amounts of intergovernmental aid and
Virginia's dependence on this aid have given the federal govermnment a
powerful lever for influencing State and local programs.

The nature of federal influence is largely defined by the
requirements attached to intergovernmental aid. The number of these
requirements has grown substantially in recent years, Decision-makers and
administrators alike are faced with a sometimes bewildering network of
requirements which affect program delivery and administrative policies
and procedures, Although these requirements produce influences the State
may prefer to avoid, its options are limited by the substantial penalties
which can result from noncompliance.

Study Definition and Scope

This is the second report on federal funds prepared under House
Joint Resolution 237. It focuses on federal influence over State and
local programs and evaluates the procedures by which federal funds are
sought, utilized, monitored, and controlled,

The General Assembly called for a study of federal funds be-
cause of concerns about the growing influence exerted by federal funds,
and the corresponding potential loss of the legislative prerogative to
appropriate funds. The specific charge for the study was outlined in HJR
237, adopted by the 1979 Session. The resolution specified seven areas
of inquiry:

1. The dollar amounts of federal funds received by the Com-
monwealth and its localities.

2. The distribution of such funds among programs,

3. The dependence of the Commonwealth and its localities on
federal funds for programs.



4. An analysis of the funds that Virginia would lose for
failing to comply with the requirements of the federal
programs which condition the grant,

5. The growth of federal funds and the resulting growth of
federal influence on State and local policies and programs
over the last ten years.

6. The substantive and procedural rights and duties available
to, and incumbent upon, the Commonwealth in the event of
federal action to withdraw federal funds or shift federal
program costs to the agencies and institutions of State
and local governments,

7. The methods and procedures by which federal funds are
sought, utilized, monitored, and controlled.

An dinterim report on federal funds was published as House
Document 16 of the 1980 Session of the General Assembly. The report
described the intergovernmental aid system and provided information on
the amount and distribution of federal funds in Virginia. It documented
the extent to which State agencies underestimated anticipated federal
fund revenues during preparation of the biennial budget. The report
included recommendations relating to ways in which the legislative appro-
priations process could be strengthened and how budget information and
control procedures could be improved.

Methods and Organization

A number of techniques were used to gather data on federal
programs. Major data collection efforts included:

1. A survey to determine the extent of federal fund expendi-
tures and the amount of State funds used to match federal
funds.

2. A series of structured interviews with agency heads, pro-
gram managers, and financial officers in 20 State agencies
which received more than 90 percent of all federal funds.

3. A review and analysis of Department of Planning and Budget
files regarding approvals to solicit and accept grant
funds, and a review of documentation for loans made with
federal funds as collateral.

4., A survey of attorneys in the Department of Law regarding
federal fund disputes between State agencies and the fed-
eral government.

5. A review of project files and financial records relating
to grants and contracts administered by six institutions
of higher education.



This report is organized into five chapters. This chapter
reviews various legislative and executive responses to the interim re-
port. Chapter II highlights the ways in which federal influence affects
State agencies and programs, and the consequences of that influence,
Chapter III evaluates control over the receipt and expenditure of federal
funds by State agencies. Chapter IV focuses on the management of feder-
ally-sponsored grant and contract research by universities and colleges.
Finally, Chapter V discusses the development of new information programs
intended to provide accurate and timely data on federal funds for the
legislature,

Legislative Action

During the 1980 Session, important actions were taken by the
General Assembly in its approach to managing federal funds.

Appropriations Aet Requirements. The interim report recom-
mended that the General Assembly consider language changes in the Appro-
priations Act to insist that it be kept fully informed about the flow and
use of federal funds in the Commonwealth. Specifically, the General
Assembly was urged to:

®Require the inclusion in agency budget estimates of all federal
revenues which could be reasonably anticipated.

®Require a written reconciliation of the difference between
federal funds that were originally appropriated, and those
actually received.

The Tlegislature's Tong-standing intent that agencies include
all reasonable estimates of nongeneral revenues in their budgets was
mandated with the adoption of new language.

It shall be incumbent on each State agency to
ensure that every reasonable estimate of receipts
from donations, gifts or other nongeneral fund reven-
ues are included in their budget estimates. (Section
4~.3.05a.)

The legislature also amended the Appropriations Act to require
a written reconciliation between agency estimates and actual receipts of
nongeneral fund revenues,

Annually, the Governor shall prepare for each agency
a written reconciliation of the difference between
revenues authorized for expenditure under this sec-
tion and estimates contained in the budget bill. The
reconciliation should emphasize the identification of
programs that were initiated, expanded, or which
underwent a significant change in anticipated levels
of effort during the previous year as a result of the
availability of additional funds. The report shail



be furnished to the Chairman of the House Appropria-
tions Committee and the Chairman of the Senate Fi-
nance Committee not later than December 1, of each
year. (Section 4-3.05b,)

As a result of increased legislative, as well as executive,
attention to the appropriation of federal and other nongeneral funds, the
1980-82 budget more accurately reflected the projected base of State
spending, Appropriations identified as from a federal trust in the
1980-82 budget increased by almost $400 miilion over the 1978-80 amounts.
This occurred despite the loss of $92 million in general revenue sharing
funds and other cutbacks in intergovernmental aid. Significantly, $29
million of the increase came in the form of amendments requested during
the 1980 budget session, These appropriations clearly reflected legisla-
tive insistence on full identification of anticipated federal funding.

Legislative Hearing on Local Impact. The impact and influence
of federal aid provided to Virginia's cities and counties were assessed
through a special legislative hearing. A legislative subcommittee was
appointed from the Commission to address three important questions:

1. What 1is the overall {impact of intergovernmental aid on
localities?

2. What is the potential impact of proposed federal fund cut-
backs on Tocalities?

3. What are possible local and State responses to potential
cutbacks?

Representatives of 21 local jurisdictions and municipal organi-
zations testified before the subcommittee on May 30, 1980, Testimony
covered the scope and nature of federal funding influence on local gov-
ernments and highlighted the damaging effects of proposed cutbacks in the
level of federal aid, Most Virginia localities were shown to depend on
federal funds for between 15 and 20 percent of their operating budgets,
and other federal grants supported such needed capital improvements as
parks, wastewater treatment plants, and public buildings.

Localities and organizations with representatives who spoke
before the subcommittee, and excerpts from testimony, are shown in Figure
1. A copy of statements made at the hearing is available on request from
the Commission.

The public hearing also highlighted the difficulty in doing a
comparative review of federal funds received by localities. The best
available information indicates that Virginia cities and counties re-
ceived $454 million in federal funds during FY 1979. However, reporting
inconsistencies make it almost certain that this understates the actual
amount received from all federal sources. The Auditer of Public Ac-
counts, the State official responsible for collecting comparative cost
data on local governments, has recently issued standardized reporting
guidelines which should improve the usefulness of local cost reports.,



Figure 1

JLARC SUBCOMMITTEE HEARING ON FEDERAL FUNDS

Fairfax County

Charlotte County

Alleghany County

Henrico County

May 30, 1980

SELECTED LOCAL COMMENTS

"If none of these federal funds were availa-
ble, the county real estate tar rate would
have to be increased by approximately nine
cents . . . the average homeowner in Fairfar
County would pay $69 more in real estate tares
to recoup these funds."

"The loss of all these (federal) programs
would double our tar rate 1f the Board of
Supervisors chose to fund our request--but we
are not a wealthy commnity and the school
programs would be lost because our citizens
stmply ocannot afford the burden of a 109
percent tax increagse.”

". . . Alleghany County has become dependent
on revenue sharing to a point where any cuts
in  this program would place an unbearable
burden on our tazpayers.”

"There still sometimes is a void in getting
acourate  financial  information  regarding
potential policies and procedures of federal
funding. "

LOCAL JURISDICTIONS AND ORGANIZATIONS REPRESENTED

Cities

Hopewell
Portsmouth
Richmond
Virginia Beach

Counties

Alleghany
Charlotte
Dinwiddie
Fairfax
Hanover
Henrico

Prince William

Towns Planning District Commissions
Blacksburg Central Shenandoah
West Point Richmond Regional

Thomas Jefferson

School Boards Associations
Charlotte Virginia Association of Counties
Portsmouth Virginia Association of Planning

District Commissions
VYirginia Municipal Leagque




A final point made during the hearing concerned the adequacy of
State support in providing information and assistance to localities
regarding federal funding programs. Three State agencies--the Local
Government Advisory Council, the Virginia Liaison 0ffice, and the Depart-
ment of Intergovernmental Affairs--have statutory mandates to provide
information to Tocalities to help identify and obtain federal grants.
The Department of Intergovernmental Affairs (DIA) is responsible for
staffing the information and assistance efforts.

DIA representatives have concluded that local governments have
sufficient information and expertise to identify and solicit grants on
their own. As a result, the department does not place a high priority on
this function. The testimony of local officials suggested that a signi-
ficant number of localities may need additional assistance. The Secre-
tary of Administration and Finance and DIA need to review priorities and
procedures to ensure that the department's legisiative mandate is satis-
fied.

Executive Action

During the fall of 1979, and subsequent to the issuing of
recommendations contained in the interim report, the executive branch
agencies developed and initiated new procedures to control the receipt
and expenditure of federal funds.

Improved Budget Information. The interim report recommended
that the Governor's budget proposal identify all federal revenues antici-
pated by agencies. Comingling of funds, where necessary to conform to
Department of Accounts fund structure, should be explained with appro-
priate footnotes and supporting detail.

The Department of Planning and Budget has already taken action
by encouraging agencies to provide full information on anticipated feder-
al funding in their budget submissions. This action resulted in a fuller
representation of anticipated federal funding in the 1980-82 budget. In
addition, revisions of agency revenue estimates provided to the legisla-
ture during the 1980 Session resulted in an additional $29 million in
federal revenues being added as amendments to the 1980-1982 Appropria-
tions Act. Many of these revisions were in direct response to legisla-
tive questions regarding the accuracy and completeness of agency revenue
estimates.

Ldministration and Finanee Directive 1-80. 0(One of the jinterim
recommendations also urged the Department of Planning and Budget to
clarify 1its policies governing the Form 16 "notification of intent"
process.

In May 1980, the Secretary of Administration and Finance issued
A&F Directive 1-80 which completely revised the basis for agency solici-
tation and acceptance of nongeneral fund revenue. The policy directive
had been under development since September 1979, and became effective on
July 1, 1980. The new system replaced an application by application,
notice, review, and approval procedure, with blanket authority to solicit




and accept grants according to approved agency mission. The directive
established policy guidelines and requires quarterly agency reporting of
new revenue. Prohibitions are included in the directive against solicit-
ing seed money grants for which the State must eventually assume costs
and against grants which increase manpower beyond authorized levels.
Agencies are also encouraged to maximize cash flow by using letters of
credit and by timely claims for reimbursement.

Under the new system, the review and approval of individual
grant solicitations will no longer be done centrally. Instead, agencies
have been given authority to solicit, without prior approval, any funds
that have been appropriated by the General Assembly. This delegation of
authority represents the administration's feeling that agencies should be
able to determine whether a federal program is consistent with their
approved legislative missions. It also reflects the fact that, under the
old system, few applications were ever disapproved by DPB. Acceptance of
federal funding for new programs must receive the prior approval of the
Governor,

It is significant that the directive 1imits an agency's receipt
of federal funds to 110 percent of its legislative appropriation, except
for emergencies. This should provide the necessary incentive for agen-
cies to accurately estimate all anticipated federal income.

Conclusion

Many steps have been taken to improve federal fund management.
Nevertheless, several areas require continuing legislative and executive
attention.

eConstant attention needs to be given to the influence which
accompanies federal funds. The State needs to exercise every
option possible to avoid undesirable consequences.

®Agencies need to be carefully monitored to ensure they make
best use of advance funding and letters of credit. JLARC
identified $286,000 1in potentially lost investment revenue
resulting from poor agency cash flow management.

ePolicies regarding general fund loans, made in anticipation of
federal funding, need review.

®Gaps in the accuracy and completeness of reporting federal
funds need to be closed.

®Accounting procedures used at Virginia Conmonwealth University
and the Virginia Institute of Marine Science of the College of
William and Mary to account for and control federally-sponsored
grant and contract research funds need improving.

Finally, accurate information on federal funds is needed by the
legislature to use 1in its decision-making activities related to the



appropriations process, The interim report recommended that the State
continue its participation in the Federal Assistance Information Test and
examine ways to link various federal and State account records, This
effort has begun, Llegislative and executive agencies have worked togeth-
er to develop a new report. The status of that effort is reported in
Chapter V.



II. Influence of Federal Funds

Federal funds substantially influence budgets, policies, and
administration of programs they aid. This influence is most often ef-
fected through the use of requirements attached to aid programs. There
are two types of requirements. Program-specific requirements relate to
individual programs. Cross-cutting requirements relate to all federal
programs.  Together, these requirements have substantial impact and
influence on the State.

Program-Specific Requirements

Program-specific requirements 1imit the use that recipients can
make of funds and the way 1in which the program can be administered.
Often detailed and numerous, program-specific requirements originate in
the program's authorizing legislation and are frequently expanded by
federal agency interpretations.

For example, provisions of the 0Older Americans Act, which
provides funds to Virginia's 0ffice on Aging, demonstrate the scope of
program-specific requirements. These requirements include:

eState match requirement--at least 25 percent of administrative
costs must be borne by the state and local agencies.

eSpecific organizational requirement--a sole state agency must
be designated to administer the program.

eStaffing requirement--persons over 60 will receive preference
for staff positions.

®Planning requirements--three-year state and area plans must be
developed and annually updated.

eSpecified priorities are established--50 percent of funds must
be spent in three priority areas: access to services, in-house
services, and legal services.

eService delivery requirements--no direct services can be pro-
vided by state or area agencies if an alternate provider is
available.

eSpecial needs requirements--special menus necessitated by
health or religious requirements or ethnic backgrounds should
be provided where appropriate and feasible.

eSpecial program requirements--an ombudsman program for long-
term facility residents must be establijshed, for example.
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Cross-Cutting Requirements

Cross-cutting requirements, in contrast, do not originate with
any particular program and do not reflect unique program needs. Instead,
they are specifically designed to gain the cooperation of recipients in
attaining broad federal objectives--whether related to program goals or
not. Thus, while grantees may be concerned with a focused goal, such as
providing services to the handicapped, they frequently must also assist
in attaining federal goals.

There are currently 59 cross-cutting requirements, according to
the U, S. Office of Management and Budget, up from one such requirement
in 1934, Most of these requirements have been added during the past
decade and seek to affect the socio-economic policies of recipients in
areas such as protection of the environment, non-discrimination, and
labor standards. Others prescribe administrative and fiscal practices
which must be followed,

Due to the lack of a clear relationship to the program's objec-
tives, recipients sometimes consider cross-cutting requirements more
objectionable than program-specific requirements., Nonetheless, to re-
ceive federal assistance in accomplishing a particular goal, recipients
must commit themselves to the goals represented by cross-cutting require-
ments,

Cost of Implementing Reguirements

While the goals of federal requirements may be admirable, they
can result in added costs to the State, The number of federal programs
and the complexity of their interactions make it impossible to determine
an overall cost of compliance. However, the following example illus-
trates that the increased costs resulting from federal requirements are
not only high, but can appear to be both arbitrary and unnecessary.

The Dauvis-Bacon Act requires that workers in
federally-assisted construction projects be paid the
prevatling wage rate for construction work classifi-
cations in the area.

In 1978, the Department of Highways and Trans-
portation (DHT) entered into a dispute with the U. S.
Department of Labor over the classification of some
work on the I-66 project in Northern Virginia. As
part of the State's commitment to the Metro subway
system, the State agreed to construct a tunnel for
Metro in the I-66 median. DHT had constructed simi-
lar structures for other highway projects elsewhere,

When DHT prequested approval for "highway" wage
rates for the entire project, it was told that the
work for Metro must be done under the more expensive
"heavy construction” wage rates, even though the



ekills necessary to do the work were the same as the
highway work, and similar work had been done by DHT
in other projects under highway rates.

Application of the prevailing heavy wage rate to
the project meant an inerease in hourly wages ranging
from 121 percent to 310 percent.

DHT appealed the decision and lost. It rede-
signed the project to exclude the tunnel work in the
median, which it designed and contracted separately.
The cost to Virginia in increased conmstruction costs
due to delays and the payment of higher rates for a
portion of the project was estimated by DHT to be
between $4 and $5 million.

Even when State and federal policies are consistent, the feder-

al government may impose its reguirements on the State in the interest of

nationwide uniformity., In the case below, a State program was preempted
by a similar federal act.

In 1970 the General Assembly passed a law which
required that buildings built or altered with public
funds must be made barrier free to the handicapped.
Three years Ilater, the U. 5. Environmental Barriers
Removal Act was passed. The federal Ilaw requires
that reciptents of funds through designated programs
mist make their programs accessible to the handi-
capped.

The federal law established a compliance date of
June 3, 1880, although no construction standarde were
ever adopted. The State did not meet the compliance
deadline, and could be subject to sganctions even
though its commitment to the goal of barrier removal
was reflected in the 1970 law, and by the appropria-
tion of approximately $5 million in both the 1978-
1980 and 1980-1982 bienniums to carry out this goal.

The deadline in the above case will likely be extended because
no state in the nation is in compliance.

A significant aspect of federal requirements is that many of
them apply to large and small grants alike. In the example below, feder-
al fund requirements and conditions must be met by recipients, even
though some of the grants affected are for very small amounts of money.

Any State agency or locality applying for a
subgrant of the $12 million received by the Division
of Justice and Crime Prevention under ite grant from
the Law Enforcement Assistance Administration (LEAA)
muet comply with three lists of federal requirements.

11
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Cross-Cutting Federal Requirements

Prohibition of Discrimination

t964 — due to race, celor, or national
origin
(Civit Rights Act ot 1964 Title v}
1965 — duelo race, cotor, religion, sex,
and naticnal origin in construction
employment
(Exacutive Order 11246, September
24, 1965, Part 11}

t968 — aguins! the handicapped in a¢-
cess to pubtic tacilities
(Architectural Barriars Act ot 1968}

t 968 — dueto race, color, religion, sex,
and national origin in housing
(Civit Rights Act ot 1968, Title wiit}

1970 — against alcoho! abusers by hos-
pitals
{Comprehensive Alcchat Abuse and
Alcoholism Prevention, Treatment,
and ARehabititation Act ot 7970}

t972 — against drug abusers by hos-
pitals
{Brug Abuse Ottice and Treatment
Act ot 1972}

t972 —due to sex i educalion pro-
grams
{Education Act Amendments ot
1972, Title tX)

t973 — against be handicapped
({Rehabilitation Act ot 1973, Section
504

1975 —dueto age
{Age Discrimination Act ot 1375}

Protection of the Environment

1934 — mountain tish and wildlite re-
sources
(Fish and Wildile Coordination Act
ot 1934)

t966 — Protect historica! resources
(National Historical Preservation
Act of 1966, Section 106

1968 — protect wild and scenlc rivers
(Wiid and Scenic Rivers Actot 1968)

t968 — prolec! from loss due lo tloods
{National Flood Plain insurance Act
ot 1968}

1969 — eliminate damage fc the en-
vironment
{National Environmental Poticy Act
ot 1969}

t970 — clean up the air
(Ctean Air Act Amendments ot 1970,
Section 306}

t97t —protect and enhance cultural
environment
{Executive Order 11593, May 31,
1971}

1972 — protact and enhance coastal
resources
{Coastal Zone Management Act ot
1972, Section 307(e}, (d} }

t972 — clean up walerways
{Federal Water Patiution Controt Act
Amendments ot 1972 Section 508}

1973 — protect endangered species
(Endangered Speacies Act ot 1973}

1974 — protact drinking watar scurces
{Public Health Service Act, Title XIV}

1974 — protect historic and cultural
propenies
{Proceduras tor the Protection ot
Historic and Cultural Propertres)

1974 — preserve archaclogical remains
in construction
{Archeclogical and Historic Preser-
vation Act ot 1974}

1977 — protect locd plains
(Executive Order 171988, May 24,
ta77}

1977 — protec! wetlands
{Executive Order 11990, May 24,
1977

t977 — coordinale state/federal ettorls
to clean up the air
{Clean Air Act Amendments ot 1977,
Title 1}

Protection and Advancement
of the Economy

1954 - prolact U. S. shipping
{Cargo Preterence Act}

1974 — protec! U. S. air transpor!
(U. & Flag Air Carriers, internationat
Afr Transportation Fair Competitive
Procedures Act ot 1974}

1977 — encourage employmen! of re-
sources in labor surplus areas
(Placement and Procurement and
Faciities in Labor Surpius Areas;

Heaith, Weifare and Safety

t866 — pravide for human treatment ot
research animals
{Animai Weltare Act ot 1966}

1971 — prohibit use of lead paint
{tead-Based Paint Poisoning Pro-
hibition}

1974 — protec! human research sub-

iects
{Mational Research Act, Section 474}

Minority Participation

t975 — give preterence o lndians in
assislance that benetits \ndians
{tndian Seit-Oetermination and Fd-
ucation Assistance, Section 7}

t979 — encourage women's business
enterprise
(Fxecutive Order 12138, May 18,
1979}

Labor Standards

1931 — pay construction workers pre-
vailing wages
{Davis-Bacon Act)

1934 — prohibi illegal deductions or
kickbacks lrom wages earned in
construction
{Anti-Kickback Copefand Act}

t962 — prohibit sweat shops and pay
cvartime
(Cantract Work Hours and Satety
Standards Act

Pubiic Empiloyee Standards

t 940 — ensure political indapendence
of U. 8. financed activities
{The Hatch Act)

1970 — suppon protessionalized public
personnel systems
{Intergovernmentat Personnel Act
ot 1970}

General

t947 — coordinate payou! ot tederal
funds to reduce interest costs fo
government
(Treasury Circufar 1075: Regulation
Governing the Withdrawal ot Cash
trom Treasurytor Advance Fayments
{nder Federal Grant and Gther Pro-
gramsj

1962 — minimize public reporting burdan
({OMB Circular A-40: Management
ot Federal Aeporting Requirements}

1966 — provide standards tor collection
ot U.S. claims
{Claims Coftection Act ot 1966}

1970 — provide ecuitable, unitorm freal-
ment to perscns displaced by ted-
erally-assisted projects
(FMC 74-8: Guidetinas tor Agency
imptementation ot the Unitorm Ae-
location Assistance and Real Pro-
perty Acquisition Policies ot 1970}

t973 — intorm states concerning grant
awards to states and localities
{Treasury Circutar 1082: Notitication
to States ot Grant-in-Ard Information)

1974 — combine tederal and state re-
spurces in support ot projects
{OMBE Circuiar A-111. Jointly Funded
Assistance 10 Stateand Local Govern-
ments and Nonprotit Organizations,
Policies and Procedures)

t976 — coordinate tederalandtederally-
assisted programs and profects
{OMBE Circutar A-95: Evatuation, Ae-
view and Coordination ot Federalfy-
Assisted Programs and Projects)

1977 — rationalize tederal assistance
relationships and processes
{Federal Grant and Cooperative
Agreement Act ot 1977}

1978 — improve rulemaking procedures
(Fxecutive Order 12044, March 23,
t978, improving Government Ae-
gufations;j

t978 — provide unitorm standards for
tederal statistica! surveys
{Departmen! ot Commerce, Directives
tar the Conduct of Federal Statistical
Activities}



Growth of
Cross-Cutting
Requirements

] SOCIQ-ECONOMIC REQUIREMENTS

B ~DMiNISTRATIVE-FISCAL REQUIREMENTS

1930-1939

1940-1948

1950 - 1959

1960 - 1969

1970-1979

Non-Profit Organizations and
institutions

1973 —encouraga cost-sharing on ted-
erafly-tundad research projecis
(FMC 73-3: Cos1Sharing on Fedars!
Regsearch)

1873 — provide tor singta agency delar-
mination of aflowable costs and
singke sudit
(FMC 73-6: Coordingting Indirect
Cost Relas and Audit on Educational
institutions)

1973 — ensura grasler consistancy of
agency poficlas and proceduras
with respacttothe administration of
rasaarch granis/contracts by ad-
ucationat tnstfiutions.

{FMC 73-7: Administration of Collage
and Univarsity Research Grants}

1976 — eslabitshstandards for obtaining
consistancy and untformity in ad-
mintetration ot grants 1o nonprotiis
{OMB Circular A-1 10 Grants and

Agreements with {nstitutions of
Highar Education, Hospitals and
Other Monproftt Organizations-Un-
ftorm Administrative Requirements)

1879 —appty generefly accepted ac-
counting princtples to daterming
costs of research and development
performed by educationat tnstitutions
(OMB Circulsr A-21: Cost Principlas
for Educations! instftutions)

State and Locai Governments

1968 — achieve e more coordinated and
eftective tntergovernmantat ffow of
tntormaticn while afiminating dup-
fication
{OMB Circular A-H). Cooperating
with State and Local Govarnments
to Coordineta and mprove Informm-
ation Systems)

1973 —tmprova audit practices, improve
coordinetion ot audit aftorts, and
emphasize nead tor early audits ot
naw programs

Source: JLARC representation of OMB data.

(OMB Circular A-73: Augit of Federal
Operations and Programs)

1974 — astaptishunttorm principtes for
datermining sffowabie program
coste
(FMC 74-4: Cost Principias Appli-
cable to Grants and Contracts with
State and Local Governmants)

1977 — estabtish standards for obtakning
conststancy and unitormity in ag-
minigtration of grants
{OMB Circufar A-102: Uniform Ad-
ministetive Raquiraments for Grants-
in-Aid 10 Stete end Local Govearn-
ments, Revised)}

Access To information

1965 — maka Intcrmation about assistad
activities raadity avaitabte to tha pubtic
{Freedom ot {nformation Act)

1974 — restrict the disclosura of parsonat
tnformation by taderat agencias and
grentaes
{Privacy Act of 1974)

13
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Twenty-seven requirements relate to Justice
Syetem Improvement Aot funds, 16 requirements are
undar the Juvenile Justice and Delingquenay Protection
Aet, and 34 requirements apply generally to the
programa. Ecamples of these vrequirements include:

® Proposed actions must not jeopurdime the contin-
ued ewistence of endangered epecisa,

ofadaral funds must not be used to eupplant State
and looal funda.

®Subgrants and contracte will not be made with
partiee oconvicted of offenses under the Clean
dir Aot and the Water Pollution Control Aot.

edny computer application will be written in ANS
COBOL or ANS FORTRAR,

oLEAA will be notified 1f any rivers specified in
the Wild and Scenie Rivers det will be affected.

While the restrictiveness of federal requirements varies, most
programs are subject to requirements similar in scope to those mentioned
in the example. The choice is to accept the conditions under which the
funds are offered, or to not participate in the program and lose the
benefits. Given the State's dependence on federal funds and the benefits
of the programs, the choice to turn down funds is usually unattractive.

Such requirements are "the cost of doing business" with the
federal government. The requirements are not accidental or purposeless,
though they may seem so to the program administrator who sees little
relationship between juvenile justice and clean rivers. Rather, federal
requirements are what they are designed to be--powerful levers of influ-
ence intended to promote broad social, economic, and administrative
goals.

Types of Federal Influence

Just as federal requirements are often broader than the pro-
grams they accompany, federal influence manifests itself over a broad
range of State governmental activities. Federal influence is pervasive,
affecting not only programs, but also the institutions and agencies of
State government which manage the programs. To provide a framework for
understanding the nature of influence, JLARC has categorized federal
influence into three types: budget influence, policy and program influ-
ence, and administrative influence.

Budget Influence

Intergovernmental aid influences the State budget in four major
ways. The most obvious way is by financing almost one-fourth of all
State expenditures in FY 1979 (Figure 2). One hundred and twenty-five
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agencies spent federal funds. HNineteen agencies used federal funds for
at least half of all program expenditures. In addition, almost one-half
billion dollars in federal funding was received by Virginia localities
(Table 1). This degree of support creates a corresponding measure of
State dependence on continued federal funding.

There are three less prominent, but nevertheless important,
ways 1in which federal funds affect the budget-making process: match
requirements, assumption of costs, and maintenance of effort.

Mateh Requirements. In many cases the federal government
requires the State to demonstrate a commitment to a program by budgeting
State funds for a program supported by federal dollars. The amount of
"State match" may vary, but usually a specified ratio is included in
federal reqgulation. For example, the Rehabilitation Act of 1973 provides
federal funds for rehabilitating the handicapped to each state on the
basis of an 80:20 ratio. In other words, the State agency must budget
one dollar for every four dollars in federal aid.

A survey of State agencies revealed the pervasiveness of feder-
al matching requirements. O0f 125 State agencies that reported spending
federal funds in FY 1979, 101 agencies provided matching funds. These
agencies reported spending $335 million, or seven percent of all FY 1979
expenditures, to match federal funds. Overall, for every federal dollar
spent in FY 1979, the State spent 31 cents.

Three State agencies accounted for 82 percent of the State's
total match: the Department of Health ($139.3 million), the Department
of Welfare ($85.6 million), and the Department of Highways and Transpor-
tation ($50.2 million). The Department of Health spent 68 cents in State
funds for every federal dollar spent. For the Department of Welfare and
the Department of Highways and Transportation, the amounts were 51 cents
and 17 cents, respectively.

0f the ten largest federal programs providing funds to Virgin-
ja, six required a match (Table 2). Matching dollars for these six
programs totaled $260.7 million.

Match requirements can be met through either direct cash expen-

ditures on the program {cash match) or, if allowed by the federal pro-

ram, through one application of agency overhead costs to the program

?in-kind match). In FY 1979, 95 percent of the State's match was met

through the expenditure of cash, $256 million from the general fund, and

$64 million from nongeneral funds. The remaining $16 million represented
in-kind contributions.

Agency expenditures to match federal funds were substantially
underrepresented in the State's central accounting records, the only
central point of fiscal information for controlling federal funds. Only
32 percent of the cash match for FY 1979 was identified in the Common-
wealth's Accounting and Reporting System (CARS). Included among the
agencies that did not report match in CARS was DHT, which alone accounted
for 15 percent of the State's match.



Atexandria
Bedtord
Bristot

Buena Vista
Charlottesvifte
Chesapeake
Chtten Forge
Cotoniat Heights
Covington
Danvitte
Emporia
Fairtax

Fatts Church
Frankhn
Frederncksburg
Gatax
Hampton
Harrisonburg
Hopewelt
Lexington
Lynchburg
Manassas

Accomack
Atbemarte
Afteghany
Amelia
Amherst
Appomattox
Artington
Augusia
Bath
Bedtord
Btand
Botetourt
Brunswick
Buchanan
Buckingham
Campbet!
Carptine
Carroft
Chartes City
Chartotte
Chestertietd
Crark

Craig
Cutpeper
Cumbertand
Bickenson
Dinwiddie
Essex
Fairtax
Fauquier
Ftoyd
Fluvanna
Frankhn
Frederick
Giles
Gtoucester
Goochiand
Grayson
Greene
Greenswlte
Hantax
Hanover
Henrnco
Henry
Hightand
Iste of Wight
James City
King and Dueen
King George

TABLE 1
FEDERAL FUNDS RECEIVED
BY LOCAL GOVERNMENTS

(FY 1979)
CITIES
$ B.358837B Manassas Park
216.906 Martinsvitte
2966684 MNewpart News
§21.441 MNortotk
2848066 Norton
10.036.206 Petersburg
5278t7 Paguescn
955.566 Portismouth
507.223 Radtord
5493592 Richmond
682.304 Roanoke
656.950 Satem
524118 South Bosten
510,660 Staunton
1.429.0t8 Suttatk
544 B06 Virgima Beach
16.188.721 Waynesboro
987.175 Wittiamsburg
2982092 Winchester
491621
7601535
675854
COUNTIES
$ 5589278 King Wittham
t 781293 Lancaster
828.392 Lee
634596 Loudoun
t.409.502 Louisa
579425 Lunenturg
21679593 Madisen
22028t Mathews
891.316 Mecktenburg
1252613 Middtesex
502342 Montgomery
775698 MNetson
t 501823 New Kent
4,206.133 Northampton
1017861 Northumbertand
2.361.398 MNottoway
1225924 Orange
2.292.451 Page
677503 Patrick
895735 Pittsytvania
4429366 Pawhatan
411,789 Prince Edward
361.890 Prince George
B37847 Prince Wittiam
530957 Putaski
2145774 Rappahannock
1.186.326 Richmond
1528794 Roanoke
50575617 Rockbridge
1217091 Rockingham
603474 Russett
697898 Scott
1 557640 Shenandoeah
1 BB5.8B8 Smyth
1.327.733 Southampion
t 080823 Spotsytvania
769537 Statterd
915372 Surry
618278 Sussex
o4t Tazewelt
5366095 Warren
1741 B67 Washington
7.173.793 Westmoretand
3220747 Wise
437165 Wythe
1412433 York
1.409.705
379.392
686.254

GRAND TOTAL: $454,151,427

Source: Auditor ot Pubtic Accounts. Comparalive Cost Reporns. FY 1879

$ 581.963
2071133
13834762
26,203.959
202209
6019231
5491863
19111810
925349
36.030.079
12354111
1232 669
960,297
1983112
4905025
20.790.059
1572280
774499
1.657.890

Totat  $217.866.831

$ 713870
952.397
2561872
2354018
941.858
882984
453924
301831
1925666
438030
3.206.854
700.219
443490

1 583.386
B23.453
1.045.250
1175749
1062040
932027
4740172
408.050
894,145
2458416
12341038
2069513
246.743
36030079
2841878
1647323
2.406.074
3182874
1.907.730
1.039.146
1998513
1755002
1774561
4217564
914821
984537
2.113,034
1.054.766
2.B66.743
1667 410
3219653
110,044
5.289 580

Totat  $235661.140
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Table 2

MATCH REQUIREMENTS FOR VIRGINIA'S TEN
LARGEST FEDERAL FUND PROGRAMS

FY 1979 Expenditures
Amount Agency
State Agency Spent for Each

Program Federal Funds Match Federal Dollar
Highway Research, Plan-

ning & Construction $289,328, 000 $ 50,247,000 17¢
Medicaid 176,676,726 132,587,437 75
Aid to Dependent

Children 82,646,405 62,344,115 75
Comprehensive Employment

& Training (CETA) 69,964,879 None -
Title XX 64,893,001 5,341,795 8
Educationally Deprived

Children 51,384,777 None -
General Revenue Sharing 48,949,381 None -
National School Lunch 43,774,330 4,724,198 1
Rehabilitative Services 19,817,800 5,459,745 28
Employment Service 9,729,582 None -
Total $857,164,881 $260,704,290 30¢

Source: Agency fiscal officers,
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Match amounts represent the State's obligation to the federal
government to spend State funds. Information on expenditures to meet
this obligation should be centrally available. The Department of Ac-
counts should require State agencies to report through CARS all match
expenditures.

Assumption of Costs. The federal government sometimes offers
intergovernmental aid to "seed" programs. That is, State and local
governments are encouraged to begin programs with federal funds and
eventually assume most or all of the programs' cost. Seed money enables
recipients to begin programs that may be desirable but expensive to
initiate on their own. Seed money programs may be very attractive ini-
tially, but when federal funding begins to diminish, recipients may be
hard-pressed to finance the programs on a continuing basis.

The largest single source of seed money in Virginia is the law
enforcement assistance funding received by the Division of Justice and
Crime Prevention (DJCP). These funds provided support for numerous



programs, including some mandated by the State such as training for local
law enforcement officers. In the 1980-82 biennium, BJCP estimates that
the demand for general fund money to continue such projects could be as
high as $5 million, and for 1982-84, almost $9 million. The State has
already had to assume significant costs in order to continue some of
these programs. A total of $3,266,500 was appropriated for the 1980-82
biennium to fund the Department of Corrections' Academy for Staff Devel-
opment. Until this time the academy had been funded 100 percent by lLaw
Enforcement Assistance Administration (LEAA) funds.

Under the Crime Control Act, the State's Council on Criminal
Justice is responsible for establishing administrative policies, includ-
ing the application of the cost assumption requirement. In 1974, in
response to the LEAA General Counsel's interpretation of what the act
meant by "reasonable length of time" for cost assumption, the council
adopted its current policy. The first three years of a continuing pro-
gram are 100 percent federally funded, in the fourth year the federal
government pays 50 percent of the costs, and in the fifth year the recip-
ient must assume all costs for continuing programs.

The problems that may be encountered are illustrated by the
need, addressed by the General Assembly last session, to replace the
federal funds used 1in law enforcement personnel training with State
revenues,

In 1577, the Couneil on Criminal Justice for the
first time applied its cost assumption policy to the
administrative costs of training prograns. Previ-
ously, training had been excluded at the council's
option,

Since the council realized LEAA funds would be
diminishing, it wanted the State and localities to
begin planning to assume program costs. Direct costs
for training would continue to be 100 percent feder-
ally funded as long as LEAA funde come to the State.

Under the cost assumption policy, the State
would have to begin assuming 50 percent of the costs
tn FY 1981 and 100 percent in FY 1383, An executive
steering committee comsisting of members of the State
Crime Commission, JLARC, and the Secretary of Public
Safety, and chaired by Senator Stanley C. Walker,
reviewed the program with an advisory committee and
recommended that the program be continued through
State funding of administrative costs.

In the Appropriations Act, the General Assembly
appropriated the 50 percent match of $300,000 from
the general fund for 18381. For 1982, the General
Assembly apprepriated $360,000, 60 percent of what is
needed. Localities may have to pay the remaining
$240,000, or 40 percent. Although final federal
action has not yet been taken, it is anticipated that
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LEAA direet training costs may have to be assumed as
early as FY 1982. This could result in costs to the
State of $1.3 to $1.8 million per year.

Thus, both the State and its Tocalities will have to pay the
cost of continuing a program initiated with federal funds. If law en-
forcement funds are eliminated by the federal government, as is currently
being considered, the cost will become much higher as direct training
costs will also have to be funded if Virginia wishes to continue training
its local law enforcement officers.

Seed programs affecting the State generally operate on a much
smaller scale and have a more limited duration, as in the following
examples:

A Minority Business Development grant to the
Office of Minority Business Enterprige will be re-
duced between FY 1979 and FY 1982 from 8139,700 to
849,000 in federal funding, while State support will
increase from $46,570 in cash and in-kind mateh to
$121,800 general fund cash match.

* #* *

4 Developing Institutione grant to J. 8.
Reynolds Community College is scheduled to desline
from $366,000 in FY 1979 to $200,000 in FY 1982,
while State support increases from $44,000 to
4225, 000.

Seed programs can be beneficial from both State and federal
perspectives. The federal government is able to encourage recipients to
develop programs that will promote federal objectives. When these objec-
tives are similar to those of Virginia, the State is able to take advan-
tage of federal funding to pay program start-up costs.

As the DJCP law enforcement training program illustrates,
however, the State must constantly be aware of the potential Tlong-term
effects such agreements may have. The State should, therefore, partici-
pate in federal programs with cost assumption requirements only when the
long-term benefits of the program can justify State funding beyond the
life of federal funding.

Maintenance of Effort. VWhen intergovernmental aid is intended
to support or expand an activity in which the State is already involved,
the federal government may prohibit substituting State dollars with
federal dollars. The recipient may be required to maintain the same, or
some other approved, level of effort it gave the program before federal
involvement, Some examples of maintenance of effort include:

The funds received by the Virginia State Library
(V5L) through a Library Services and Construction Act
program tllustrate a federally-assisted program with
a maintenance of effort requirement., VSL must spend



at least the amount of money it spent in the second
previous year to receive the federal funds this year.

Ads a result, 83.4 million in State funds was
required to be spent in FY 1979 to receive $1 million.
VSL has not had trouble meeting the requirvement, but
if the State considers reducing VSL's appropriation
in the future, a loss of 81 million in federal funds
could result.

* * *

The 4Air Pollution Control Board must maintain
the level of effort it expended the previous year
($1.5 million in FY 1979) to receive over $1 million
in federal funds each year.

* * *

The Division of Mined Land Reclamation is re-
quived by the Surface Mining Control and Reclamation
et to maintain the level of effort expended in 1978.
The division has been spending about $1.2 million to
receive 83 million. In 1982 this will become a 50/80
match program, and State costs and obligations will
be greater.

In cases such as these, maintenance of effort requirements can
affect budget decisions. Any State budget reduction in programs of this
sort which would leave the agency below the federally-required threshold
for State expenditures could result in the loss of the federal contribu-
tion. In each of the three examples above, State budget cuts that bring
the programs below the previous year's expenditures could be met with the
loss of over $1 million in federal funds.

By taking advantage of federal funds which involve matching or
maintenance of effort agreements, the State loses some of its budgetary
flexibility. Shifts in resources from programs involving such agreements
are difficult because of the potential loss of federal funding. Budget-
ary flexibility is also limited by cost assumption agreements because the
State commits itself to a higher level of expenditure and must dedicate
new revenues to fulfill long-term commitments.

Policy and Program Influence

State policies and programs are also often influenced by the
conditions of federal funding. Indeed, this is the intent of many feder-
al funding programs, particularly those involving seed roney and required
matches.

Although federal influence over State policies and programs can
take many forms, the review found four demonstrations of influence which

best illustrate the scope of federal impact. These include broad grants
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of authority, influence over program priorities, influence over spending
priorities, and influence over legislative decision-making.

Broad Grants of Authority. Broad grants of statutory authority
are usually given by the legislature to State agencies which administer
programs that are heavily dependent on federal funds. These grants give
the agencies sweeping authority to take any action deemed necessary to
comply with federal funding requirements. 1In a review of the authorizing
legislation for the agencies that received over $10 million in federal
funds in FY 1979 (excluding institutions of higher education), it was
found that six of the seven State agencies had such broad grants of
authority (Table 3).

That such broad grants of authority are considered necessary to
comply with federal requirements illustrates a recognition of continuous
federal involvement 1in program policy and management. These grants
establish a Tegislative intent that agencies possess necessary flexibil-
ity to comply with federal requirements,

Influence Over Priorities. Many State programs which receive
substantial federal funds also receive substantial direction from the
federal government regarding service and client priorities. When federal
priorities change, shifts in State programs result, often affecting the
type and number of clients being served.

In the Developmental Disability Adet of 1978,
Congress changed its definition of "developmental
disabilities.” Previously, the definition was cate-
gorical and persons with mental retardation, epilep-
sy, cerebral palsy, or autism were eligible for
services.

The 1978 act's definition became functional.
Persons were eligible if they had an impairment that
resulted In substantial functional Iimitations in
three or more of the following areas: self-care,
language, learning, mobility, self-direction, capac-
ity for independent living, and economic sufficiency.

Under the new definition, individuals are eligi-
ble for services regardless of the category of the
impairment 1f they have severe functional Iimita-
tions.

The new definition changed the client group for
the Developmental Disabilities Planning Council and
the Developmental Disabilities Protection and Advoca-
cy Office. Those formerly ineligible--for ezample,
persons who are deaf--can now receive services.

The council has had to engage in an extensive
outreach effort to notify prospective clients of
available services and began to fund projects under
the new criteria on July 29, 1380.



Table 3

BROAD GRANTS OF STATUTORY AUTHORITY GIVEN
TO STATE AGENCIES TO COMPLY WITH FEDERAL REQUIREMENTS

HIGHWAY ANO TRANSPORTATION COMMISSION

Compliance with Federal Acts--To comply fully with the provisions of the present or future
faderal aid acts, the Commission may enter into all contracts or agreements with the
United States government and may do all other things necessary to carry out fully the
cooperation contemplated and provided for by present or future acts of Congress for the
construction, improvement and maintenance of roads. Section 33.1-12(5).

VIRGINIA EMPLOYMENT COMMISSION

State-Federal Cooperation--In the administration of the provisions in Section 60.1-51.1 of
this Act, which are enacted to conform with the requirements of the Federal-State Extended
Unemployment Compensation Act of 1970, the Commission shall take such action as may be
necessary (i) to ensure that the provisions are so interpreted and applied as to meet the
requirements of such Federal Act as interpreted by the United States Oepartment of Labor,
and (i1) to secure to this State the full reimbursement of the federal share of extended
benefits paid under this Act that are reimbursable under the Federal Act. Section 60.1-
44,

OFFICE ON AGING

Gengral Powers of Office--To accept grants from the United States government and agencies
and instrumentalities thereof and any other source. To these ends, the Office shall have
the power to comply with such conditions and execute such agreements as may be necessary,
canvenient or desirable. Section 2.1-372(c).

QIVISION OF JUSTICE ANOQ CRIME PREVENTION
and
COUNCIL ON CRIMINAL JUSTICE

Powers and Duties of Divigion and Couneil--To do all things necessary on behalf of the
Commonwealth of Virginia and its units of general local government, or combinations there-
of, to secure the full benefits available under the Omnibus Crime Control and Safe Streets
Act of 1968 and any amendments thereto, and under other federal acts and programs designed
to strengthen and improve law enforcement, the administration of criminal justice and
delinguency prevention and control throughout the State, and in so doing to cooperate with
federal and State agencies, departments, and institutions, private and public agencies,
interstate organizations, and individuals to effectuate the purposes of those acts, and
any amendments thereto, and the purposes of this chapter. Section 2.1-84.24(h).

OEPARTMENT OF REHABILITATIVE SERVICES

Powers and Duties of Director--To accept grants from the United States government and
agencies and instrumentalities thereof and any other source and, to these ends, to comply
with such conditions and execute such agreements as may be necessary, convenient or desir-
able. Section 2.1-380.3.

OEPARTMENT OF WELFARE

Cooperation with Federal Agencies--The Oepartment shall cooperate with the federal Oepart-
ment of Health, Education and Welfare, and any other agencies of the United States, in any
reasonable manner that may be necessary for this State to qualify for and to receive
grants or aid from such agencies for auxiliary grants, social services, rehabilitation,
personal adjustment, library and education services to the blind or visually handicapped
in conformity with the provisions of this title, including the making of such reports in
such form and containing such infarmation as such agencies of the United States may from
time to time require, and to comply with such provisions as such agencies of the United
States may from time to time find necessary to assure the correctness and verification of
such reports. Section 63.1-81.

Source: Code of Virginia.
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As a result of the definitional change, the
elient group is expected to grow from approximately
two percent of the State population to three percent.

In other cases, program changes may exclude some clients from
continuing services.

The Rehabilitation Aet of 1973 produced a major
shift in the services and direction of the Department
of Rehabilitative Services. Prior to 1973, Virginia
was using federal program money to serve the physi-
eally, mentally, and emotionally handicapped.

The new pricorities required that the severely
disabled be given service priority. Some Virginia
programs had to be reduced, others eliminated.
Included were programs in corvrectional institutions,
wel fare programs, and school programs.

With recent cutbacks in funding under the pro-
gram, the Department of Rehabilitative Services has
announced that services to the non-severely handi-
capped will have to be further reduced. Those cur-
rently being served will continue in programs until
their case is closed, but new clients will not re-
cetve services.

Influence Over Spending. In some cases federal actions design-
ed to affect State priorities are implemented through spending decisions
rather than direct mandates. In the following example, the mentally
retarded were included as a group eligible for Medicaid to upgrade State
facilities for the mentally retarded. The State subsequently spent $20
million renovating facilities to qualify for funds.

Amendments to Title XIX of the Social Security
Aet (PL 89~97) made the institutionalized mentally
retarded eligible for Medicaid coverage, providing
that institutional faeilities met certification
standards.

In 1970, the Commission on Mental, Indigent, and
Geriatric Patients recommended that "mawmimum use be
made of all applicable federal funding programs for
the purpose of strengthening services to the mental,
indigent, and geriatric patients." Ads a result, the
Department of Mental Health and Mental Retardation
began to use funds apailable as reimbursements
through Medicaid and Medicare.

The State appropriated $20 million to substanti=-
ally renovate its mental retardation institutions to
meet the standards of quality for services and facil~
ities established by the federal programs.




The impact of this influence over spending is demonstrated by
the fact that, in 1980, in all but one institution, 100 percent of the
beds were certified for Medicaid.

Influence Over Legislative Decision-Making. A final manifesta-
tion of federal policy and program influence is in the area of legisla-
tive decision-making. A particularly forceful exercise of such influence
occurred during the 1980 Session of the General Assembly when the legis-
lature debated the costs of complying with reguirements of the Environ-
mental Protection Agency.

At the 1980 Session of the General Assembly, the
U. S. Environmental Protection Agency threatened
Virginia with funding and economie growth sanctions
if an acceptable auto emission inspection and mainte-
nance bill was not passed.

An  estimated $250 million in federal funds,
ineluding highway and sewage treatment project mon-
tes, was satd to be endangered, In addition, air
quality permit applications for shopping centers and
heavy industry could be suspended, stifling economic
growth.

An EPA representative went so far as to lay out
before a Virginia Senate committee "base minimums for
compliance" and to state that a particular bill had
been "approved by EPA." Many legislators objected to
this blunt ewercise of influence, but the potential
sanetions were enormous.

After considerable resistance, the "approved”
bill (HB 116) was finally passed. It provides for an
auto emission inspection and maintenance program in
the Northern Virginia and Richmond areas beginning in
19882, and the setting of standards by the Alr Pollu-
tion Control Board. To administer the progran,
81,346,097 was appropriated.

The EPA case illustrates how a wide range of federal sanctions
can be brought to bear on a relatively narrow issue. Federal influence
over the General Assembly's decision-making manifests itself frequently.
It appears in the form of threatened sanctions. It appears in the broad
grants of authority delegated to State agencies by the legislature.
Federal influence is also evident in the myriad legislative decisions
which appropriate federal funds. It cannot be said that federal influ-
ence removes legislative prerogatives in these areas. However, faced
with the potential loss of federal funds if certain decisions are not
made, Tlegislative options and prerogatives are unguestionably con-
strained,
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Administrative Influence

The final major category of federal influence is in the organi-
zational and administrative requirements placed on State government.
Practices are prescribed to help ensure that programs are conducted
efficiently and effectively and that funds are used for legitimate pur-
poses., Individually, many of the requirements do not appear significant,
but taken collectively, the extent of federal influence on program admin-
istration is substantial.

Influences have been found in all major phases of administra-
tion, including accounting, program reporting and evaluation, and person-
nel. Often the State must bear the costs of federal requirements.

Accounting. A1l federal programs detail financial management
and reporting procedures to be used with their funds. 1In some cases,
State agencies have to meet two sets of requirements, one for the State
and one for the federal government.

The Office on Aging collects data to comply with
federal accrual reporting requirements. The State
requires accounting on a modified cash basis, re-
flecting actual expenditures and cash balances.
Acerual accounting, which includes not only actual
expenditures but also obligations incurred, was
required for federal vreports beginning in 1878.

Federal agencies are not allowed to require
states with different accounting systems to modify
their systems, but they can require accrual report-
ing. This requirement has placed a burden on the
Office on Aging to colleet information on obligations
from its subgrantees.

Not all agencies find the requirement to be a hardship., The
Virginia Employment Commission must also report on an accrual basis, but
it has been under the requirement since 1946. It implemented an auto-
mated accrual accounting system in 1970, eight years before the State
automated its cash accounting system.

Program Reporting and Evaluation. Increasingly, the federal
government is demanding more documentation of program activities and
results. Fulfilling these requirements can be costly and, as the follow-
ing examples demonstrate, the demands are not always accompanied by
additional federal funds.

By October 1982, the Developmental Disabilities
Planning Council is to have completely developed and
implemented a federally required evaluation system.

The mandated system will be used to track cli-
ents in programs funded by the Developmental Disabil-
ities Planning Council. No additional funds have
been provided by the federal government to meet this
requirement,



The council's alternatives for this system’s
development and implementation include:

eTie in with the Department of Mental Health and
Mental Retardation's plans for a client monitor-
ing system, at yet unknown costs.

*Develop a stand-alone system to meet the re-
quirement, at a probable cost of $2-3 million.

®Drop out of the program and forfeit $1 million
in federal support for people with developmental
disabilities.

If the cost of establishing the evaluation system proves to be
too high, the State will have to consider foregoing the federal funds it
receives. In another case, a State agency was recently required by the
Department of Health, Education and Welfare to provide annual evaluations
of its subgrantees' programs for compiiance with cross-cutting require-
ments,

Beginning in 1880, the Department of Education
must evaluate the vocational education programs of
its 174 subgrantees for compliance with the nondis-
erimination provisions of the Civil Rights Act.

The requirements for the evaluations are very
specific, including that 20 percent of all the ser-
vice providers must be evaluated each year, and that
85 percent of the evaluations must be conducted
on-gite.

This means that &5 evaluations must be conducted
annually, and nine of these must be on-gite. The
department estimates that it will take three or four
days for a team of eight or nine evaluators to com-
plete each on-gite review.

The department estimates that the cost of imple-
menting these evaluations will be §157,015. The
federal government imposed the requirement without
providing any additional funds for administration.

Personnel. The federal government has an impact on State
employment practices in a number of ways. Most prominent among these is
prohibiting discrimination against applicants on the basis of age, sex,
race, and religion in federally-assisted programs.

To ensure that persons are employed on the basis of their
ability to do a job, and not due to non-job-related characteristics, the
federal government sometimes requires a system of personnel administra-
tion based on merit for programs it funds. Recipients of funds through
designated programs must meet merit system standards established by the
federal government,
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Personnel standards are among the oldest federal standards, and
to comply with them the State established the Joint Merit System in 1942,
Virginia has chosen to restrict the system to agencies administering
programs which are required by the federal government to be covered.
During FY 1979, 12 State agencies and over 12,000 State positions were
covered by the requirement (Table 4), Some positions in local government
agencies on welfare, aging, and emergency services have also been
covered,

Table 4

POSITIONS COVERED BY THE JOINT MERIT SYSTEM
(As of May 1980}

Total Positions = 12,257

Agencies Entirely Covered Agencies Partially Covered
Department of Welfare 5,623 Commission for the Visually
Department of Health 4,216 Handicapped 110
Virginia Employment Department of Mental Health
Commission 1,921 and Mental Retardation 45
O0ffice of Emergency and Department of Labor and
Energy Services 147 Industry 96
Office on Aging 25 Department of Personnel
Governor's Employment and and Training 41
Training Council 20
Developmental Disabilities
Planning Council 7

Developmental Disabilities
Protection and Advocacy
Office 6

Source: Joint Merit System administration.

Federal merit standards are met by the State's reqular person-
nel system in most respects, except for recruitment and selection on the
basis of performance on competitive examinations. This requirement often
results in long delays in filling positions because valid exams must be
developed, administered, and scored before applicants can be interviewed
(Figure 3).

The Joint Merit System is currently experiencing difficulty in
the validation of exams. Only 107 of approximately 600 exams have been
validated, resulting in the State being sued three times in the past two
years for allegedly using invalid exams. Although completion of the test
validation studies is a priority, it takes approximately a month to do
each exam and, with the staff currently available for this type of analy-
sis, the Department of Personnel and Training estimates that validation
may not be completed for up to three years. This delay potentially opens
the door to more suits by applicants.



Figure 3

RECRUITING DIFFERENCES IN
STATE AND JOINT MERIT SYSTEMS
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Source: JLARC representation of Joint Merit System information.

Federal influence 1is an unavoidable consequence of the State's
receipt and use of federal funds. As a rule, when the State accepts
federal funding, it accepts the influence which accompanies the funding.
While the State may accept this circumstance as a rule, the State's
interpretation of actions necessary to comply with federal requirements
can differ significantly with that of the administering federal agency.
Such differences produce a variety of State-federal conflicts.

State-Federal Conflicts

State-federal conflicts over programs receiving funds are
inevitable given the multitude of requirements, the agnitude of federal
funding, and the pervasiveness of federal influence. Most State agency
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personnel interviewed by JLARC emphasized that, although federal require-
ments were sometimes unwelcome, they were rarely onerous and usually
represented an acceptable "cost of doing business” with federal grantors.
At the same time, given the scope of activity, there are numerous exam-
ples of State-federal conflicts.,

The Attorney General's office identified 17 conflicts between
State agencies and five federal departments during the 1978-80 biennium,
In addition, several dozen equal opportunity and civil rights cases
initiated by individuals were identified. Federal funds for some pro-
grams were suspended pending resolution of these conflicts but no signi-
ficant amount of funding was actually lost.

Most of the conflicts concerned compliance with requirements
attached to individual federal programs., Some of the federal agencies
alleging noncompliance with program-specific requirements were the Envi-
ronmental Protection Agency and the Departments of Labor, Interior, and
Health, Education and Welfare,

One dispute caused the withholding of funding for a multi-
million dollar program for almost six months.

The Department of Health, Education and Wel fare
withheld FY 1980 funding for the State’s vocational
education programs because the method by which the
State alloeated funds to community collegee allegedly
did not comply with regulatione.

The federal government previously approved
Virginia's funding procedure, even though the regula-
tion became effective in October of 1977 and Virgin-
ia's 1979 State plan had used the earlier procedure.

The funding was cut off for all programs, in-
eluding those in secondary schools and four-year
colleges, from July 1, 1979, until December 7, 1973,
when a tentative resolution was reached.

Virginia's fiecal year allocation of $16 million
wae retroactively restored., However, colleges and
schoole were required to either use their own re-
sources to cover the sgiz-month gap of almost §8
million in federal funding, or postpone planned
activities and projects.

Congiderable disruption occurred in vocational
education because the funding of several conetruction
projecte wae delayed, and a large portion of the
funds had to be carried over into the next fiscal
year, Further, the tentative resolution provided for
release of the community college portion only after
the State implemented the new system for distribu-
tion.



The State completed this process and full fund-
ing for the commnity colleges was relecsed in May
1980, with Just two monthe left in iLhe State fiscal
year.

Even though the violation of the allocation requirsment applied only to
the Community College System, funding for the State’s entire program was
withheld, causing an adverse impact te a number of State and Tocal educa-
tional systems.

The following is an exampie of a suspension of funding which
affected the programs of a single State agency.

The U. S. Department of the Interior temporarily
suspended funding for a regulatory enforcement pro-
gram operated by Virginia's Division of Mined Land
Reclamation. At issue was the State's interpretation
and enforcement of federal vegulationz on surface
mining.

The suspension was in place from March 24, 1878,
through August 10, 1378, and wresulted in the with-
holding of approximately $500,000. The agency was
able to use its other resouvces to coniinue the
program until, after a series of negotiations between
federal and State officials, the dispute was resolved
and the funding was restored.

As the examples illustrate, disputes with federal agencies
regarding program requirements can delay the State's receipt of large
amounts of funding. This places a burden on the State to provide interinm
financing for affected programs.

Most of the conflicts arising from cross-cutfing requirements
involved nondiscrimination provisions, These conflicts typically focused
on allegations of race and sex discrimination in employment.

Mo instances of actual delays or suspensions of federal funding
resulting from these disputes were reported, However, a potentially
severe loss of funding was threatened in one case.

In early 1978, the Depariment of Healih, Educa-
tion and Welfare notified Vireginia that Jfurther
delays in adopting an acceptabls plan for integralion
among 41 public higher education ingtitutions would
result in a cutoff of HEW funding to these institu-
tions.

Although civil rights laws had been applicable

to states sinee 1978, HEW and Virginia had not
reached agresment on a desegregation plan,
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Potentially, the flow of over 8300 million to
the State could have been halted. The matter was
finally resolved in dJanuary 1979 after an extended
period of intense negotiations.

Because cross-cutting requirements do affect a wide range of
federal programs, the potential loss of federal funding can reach enor-
mous propertions.

A review of compliance conflicts involving both program-specif-
ic and cross-cutting requirements indicated that federal agencies are not
reluctant to cut off funding. To enforce its position, the federal
government has the option of with