
   
 

 
 
 

   

   

 

 

   

  

   

     

   

      

  

    

   

      

   

 

     

        

 
 

     
 

  
     

  
   

    
    

   

V. Payments in Tranches to Local Governments and Certain States 

Section 603 of the Act provides that the Secretary will make payments to local 

governments in two tranches, with the second tranche being paid twelve months after the first 

payment.  In addition, section 602(b)(6)(A)(ii) provides that the Secretary may withhold payment 

of up to 50 percent of the amount allocated to each State and territory for a period of up to twelve 

months from the date on which the State or territory provides its certification to the Secretary. 

Any such withholding for a State or territory is required to be based on the unemployment rate in 

the State or territory as of the date of the certification. 

The Secretary has determined to provide in this Interim Final Rule for withholding of 

50 percent of the amount of Fiscal Recovery Funds allocated to all States (and the District of 

Columbia) other than those with an unemployment rate that is 2.0 percentage points or more 

above its pre-pandemic (i.e., February 2020) level. The Secretary will refer to the latest 

available monthly data from the Bureau of Labor Statistics as of the date the certification is 

provided. Based on data available at the time of public release of this Interim Final Rule, this 

threshold would result in a majority of States being paid in two tranches.  

Splitting payments for the majority of States is consistent with the requirement in 

section 603 of the Act to make payments from the Coronavirus Local Fiscal Recovery Fund to 

local governments in two tranches. 176 Splitting payments to States into two tranches will help 

176 With respect to Federal financial assistance more generally, States are subject to the requirements of 
the Cash Management Improvement Act (CMIA), under which Federal funds are drawn upon only on an 
as needed basis and States are required to remit interest on unused balances to Treasury.  Given the 
statutory requirement for Treasury to make payments to States within a certain period, these requirements 
of the CMIA and Treasury’s implementing regulations at 31 CFR part 205 will not apply to payments 
from the Fiscal Recovery Funds.  Providing funding in two tranches to the majority of States reflects, to 
the maximum extent permitted by section 602 of the Act, the general principles of Federal cash 
management and stewardship of federal funding, yet will be much less restrictive than the usual 
requirements to which States are subject. 
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encourage recipients to adapt, as necessary, to new developments that could arise over the 

coming twelve months, including potential changes to the nature of the public health emergency 

and its negative economic impacts. While the U.S. economy has been recovering and adding 

jobs in aggregate, there is still considerable uncertainty in the economic outlook and the 

interaction between the pandemic and the economy.177 For these reasons, Treasury believes it 

will be appropriate for a majority of recipients to adapt their plans as the recovery evolves.  For 

example, a faster-than-expected economic recovery in 2021 could lead a recipient to dedicate 

more Fiscal Recovery Funds to longer-term investments starting in 2022. In contrast, a slower-

than-expected economic recovery in 2021 could lead a recipient to use additional funds for near-

term stimulus in 2022. 

At the same time, the statute contemplates the possibility that elevated unemployment in 

certain States could justify a single payment. Elevated unemployment is indicative of a greater 

need to assist unemployed workers and stimulate a faster economic recovery. For this reason, 

the Interim Final Rule provides that States and territories with an increase in their unemployment 

rate over a specified threshold may receive a single payment, with the expectation that a single 

tranche will better enable these States and territories to take additional immediate action to aid 

the unemployed and strengthen their economies. 

Following the initial pandemic-related spike in unemployment in 2020, States’ 

unemployment rates have been trending back towards pre-pandemic levels.  However, some 

States’ labor markets are healing more slowly than others.  Moreover, States varied widely in 

177 The potential course of the virus, and its impact on the economy, has contributed to a heightened 
degree of uncertainty relative to prior periods. See, e.g., Dave Altig et al., Economic uncertainty before 
and during the COVID-19 pandemic, J. of Public Econ. (Nov. 2020), available at 
https://www.sciencedirect.com/science/article/abs/pii/S0047272720301389 
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their pre-pandemic levels of unemployment, and some States remain substantially further from 

their pre-pandemic starting point.  Consequently, Treasury is delineating States with significant 

remaining elevation in the unemployment rate, based on the net difference to pre-pandemic 

levels. 

Treasury has established that significant remaining elevation in the unemployment rate is 

a net change in the unemployment rate of 2.0 percentage points or more relative to pre-pandemic 

levels. In the four previous recessions going back to the early 1980s, the national unemployment 

rate rose by 3.6, 2.3, 2.0, and 5.0 percentage points, as measured from the start of the recession to 

the eventual peak during or immediately following the recession.178 Each of these increases can 

therefore represent a recession’s impact on unemployment.  To identify States with significant 

remaining elevation in unemployment, Treasury took the lowest of these four increases, 

2.0 percentage points, to indicate states where, despite improvement in the unemployment rate, 

current labor market conditions are consistent still with a historical benchmark for a recession.  

No U.S. territory will be subject to withholding of its payment from the Fiscal Recovery 

Funds. For Puerto Rico, the Secretary has determined that the current level of the unemployment 

rate (8.8 percent, as of March 2021179) is sufficiently high such that Treasury should not 

withhold any portion of its payment from the Fiscal Recovery Funds regardless of its change in 

178 Includes the period during and immediately following recessions, as defined by the National Bureau of 
Economic Research. National Bureau of Economic Research, US Business Cycle Expansions and 
Contractions, https://www.nber.org/research/data/us-business-cycle-expansions-and-contractions (last 
visited Apr. 27, 20201).  Based on data from U.S. Bureau of Labor Statistics, Unemployment Rate 
[UNRATE], retrieved from FRED, Federal Reserve Bank of St. Louis, 
https://fred.stlouisfed.org/series/UNRATE (last visited Apr. 27, 2021). 
179 U.S. Bureau of Labor Statistics, Economic News Release – Table 1. Civilian labor force and 
unemployment by state and selected area, seasonally adjusted, 
https://www.bls.gov/news.release/laus.t01.htm (last visited Apr. 30, 2021). 
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unemployment rate relative to its pre-pandemic level. For U.S. territories that are not included in 

the Bureau of Labor Statistics’ monthly unemployment rate data, the Secretary will not exercise 

the authority to withhold amounts from the Fiscal Recovery Funds. 

VI. Transfer 

The statute authorizes State, territorial, and Tribal governments; counties; metropolitan 

cities; and nonentitlement units of local government (counties, metropolitan cities, and 

nonentitlement units of local government are collectively referred to as “local governments”) to 

transfer amounts paid from the Fiscal Recovery Funds to a number of specified entities. By 

permitting these transfers, Congress recognized the importance of providing flexibility to 

governments seeking to achieve the greatest impact with their funds, including by working with 

other levels or units of government or private entities to assist recipient governments in carrying 

out their programs. This includes special-purpose districts that perform specific functions in the 

community, such as fire, water, sewer, or mosquito abatement districts. 

Specifically, under section 602(c)(3), a State, territory, or Tribal government may transfer 

funds to a “private nonprofit organization . . . a Tribal organization . . . a public benefit 

corporation involved in the transportation of passengers or cargo, or a special-purpose unit of 

State or local government.”180 Similarly, section 603(c)(3) authorizes a local government to 

transfer funds to the same entities (other than Tribal organizations). 

The Interim Final Rule clarifies that the lists of transferees in Sections 602(c)(3) and 

603(c)(3) are not exclusive. The Interim Final Rule permits State, territorial, and Tribal 

governments to transfer Fiscal Recovery Funds to other constituent units of government or 

180 § 602(c)(3) of the Act. 
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