
   
 

 
 
 

 
 

 

 

    

  

   

   

 

  

    

    

  

  

 

   

     

 

 

   

 

  

DEPARTMENT OF THE TREASURY 

31 CFR Part 35 

RIN 1505-AC77 

Coronavirus State and Local Fiscal Recovery Funds 

AGENCY:  Department of the Treasury 

ACTION: Interim Final Rule 

SUMMARY:  The Secretary of the Treasury (Treasury) is issuing this Interim Final Rule to 

implement the Coronavirus State Fiscal Recovery Fund and the Coronavirus Local Fiscal 

Recovery Fund established under the American Rescue Plan Act. 

DATES: Effective date: The provisions in this Interim Final Rule are effective [____], 2021. 

Comment date: Comments must be received on or before [____], 2021. 

ADDRESSES: Please submit comments electronically through the Federal eRulemaking Portal: 

http://www.regulations.gov [(if hard copy, preferably an original and two copies to the [Office of 

the Undersecretary for Domestic Finance], Attention: [Name], Room [####] MT, Department of 

the Treasury, 1500 Pennsylvania Avenue, NW, Washington, DC 20220. Because postal mail 

may be subject to processing delay, it is recommended that comments be submitted 

electronically.] All comments should be captions with “Coronavirus State and Local Fiscal 

Recovery Funds Interim Final Rule Comments.”  Please include your name, organization 

affiliation, address, email address and telephone number in your comment. Where appropriate, a 

comment should include a short executive summary (no more than [#] single-spaced pages).] 

In general, comments received will be posted on http://www.regulations.gov without change, 

including any business or personal information provided.  Comments received, including 

attachments and other supporting materials, will be part of the public record and subject to public 
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disclosure.  Do not enclose any information in your comment or supporting materials that you 

consider confidential or inappropriate for public disclosure. 

FOR FURTHER INFORMATION CONTACT: 

[Name], [Title], [Office], 202-622-[####], or [Name], [Title], [Office], 202-622-[####]. 

SUPPLEMENTARY INFORMATION: 

I. Background Information 

A. Overview 

Since the first case of coronavirus disease 2019 (COVID-19) was discovered in the 

United States in January 2020, the disease has infected over 32 million and killed over 575,000 

Americans.1 The disease has impacted every part of life: as social distancing became a 

necessity, businesses closed, schools transitioned to remote education, travel was sharply 

reduced, and millions of Americans lost their jobs. In April 2020, the national unemployment 

rate reached its highest level in over seventy years following the most severe month-over-month 

decline in employment on record. 2 As of April 2021, there were still 8.2 million fewer jobs than 

before the pandemic.3 During this time, a significant share of households have faced food and 

housing insecurity.4 Economic disruptions impaired the flow of credit to households, State and 

1 Centers for Disease Control and Prevention, COVID Data Tracker, http://www.covid.cdc.gov/covid-
data-tracker/#datatracker-home (last visited May 8, 2021). 
2 U.S. Bureau of Labor Statistics, Unemployment Rate [UNRATE], retrieved from FRED, Federal 
Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/UNRATE, May 3, 2021. U.S. Bureau of 
Labor Statistics, Employment Level [LNU02000000], retrieved from FRED, Federal Reserve Bank of St. 
Louis; https://fred.stlouisfed.org/series/LNU02000000, May 3, 2021. 
3 U.S. Bureau of Labor Statistics, All Employees, Total Nonfarm [PAYEMS], retrieved from FRED, 
Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/PAYEMS, May 7, 2021. 
4 Nirmita Panchal et al., The Implications of COVID-19 for Mental Health and Substance Abuse (Feb. 10, 
2021), https://www.kff.org/coronavirus-covid-19/issue-brief/the-implications-of-covid-19-for-mental-
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local governments, and businesses of all sizes.5 As businesses weathered closures and sharp 

declines in revenue, many were forced to shut down, especially small businesses.6 

Amid this once-in-a-century crisis, State, territorial, Tribal, and local governments (State, 

local, and Tribal governments) have been called on to respond at an immense scale. 

Governments have faced myriad needs to prevent and address the spread of COVID-19, 

including testing, contact tracing, isolation and quarantine, public communications, issuance and 

enforcement of health orders, expansions to health system capacity like alternative care facilities, 

and in recent months, a massive nationwide mobilization around vaccinations. Governments 

also have supported major efforts to prevent COVID-19 spread through safety measures in 

settings like nursing homes, schools, congregate living settings, dense worksites, incarceration 

settings, and public facilities. The pandemic’s impacts on behavioral health, including the toll of 

pandemic-related stress, have increased the need for behavioral health resources. 

At the same time, State, local and Tribal governments launched major efforts to address 

the economic impacts of the pandemic. These efforts have been tailored to the needs of their 

communities and have included expanded assistance to unemployed workers; food assistance; 

health-and-substance-
use/#:~:text=Older%20adults%20are%20also%20more,prior%20to%20the%20current%20crisis; U.S. 
Census Bureau, Household Pulse Survey: Measuring Social and Economic Impacts during the 
Coronavirus Pandemic, https://www.census.gov/programs-surveys/household-pulse-survey.html (last 
visited Apr. 26, 2021); Rebecca T. Leeb et al., Mental Health-Related Emergency Department Visits 
Among Children Aged <18 Years During the COVID Pandemic – United States, January 1 – October 17, 
2020, Morb. Mortal. Wkly. Rep. 69(45):1675-80 (Nov. 13, 2020), 
https://www.cdc.gov/mmwr/volumes/69/wr/mm6945a3.htm. 
5 Board of Governors of the Federal Reserve System, Monetary Policy Report (June 12, 2020), 
https://www.federalreserve.gov/monetarypolicy/2020-06-mpr-summary.htm. 
6 Joseph R. Biden, Remarks by President Biden on Helping Small Businesses (Feb. 22, 2021), 
https://www.whitehouse.gov/briefing-room/speeches-remarks/2021/02/22/remarks-by-president-biden-
on-helping-small-businesses/. 
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rent, mortgage, and utility support; cash assistance; internet access programs; expanded services 

to support individuals experiencing homelessness; support for individuals with disabilities and 

older adults; and assistance to small businesses facing closures or revenue loss or implementing 

new safety measures. 

In responding to the public health emergency and its negative economic impacts, State, 

local, and Tribal governments have seen substantial increases in costs to provide these services, 

often amid substantial declines in revenue due to the economic downturn and changing economic 

patterns during the pandemic.7 Facing these budget challenges, many State, local, and Tribal 

governments have been forced to make cuts to services or their workforces, or delay critical 

investments. From February to May of 2020, State, local, and Tribal governments reduced their 

workforces by more than 1.5 million jobs and, in April of 2021, State, local, and Tribal 

government employment remained nearly1.3 million jobs below pre-pandemic levels.8 These 

cuts to State, local, and Tribal government workforces come at a time when demand for 

government services is high, with State, local, and Tribal governments on the frontlines of 

fighting the pandemic. Furthermore, State, local, and Tribal government austerity measures can 

hamper overall economic growth, as occurred in the recovery from the Great Recession.9 

7 Michael Leachman, House Budget Bill Provides Needed Fiscal Aid for States, Localities, Tribal 
Nations, and Territories (Feb. 10, 2021), https://www.cbpp.org/research/state-budget-and-tax/house-
budget-bill-provides-needed-fiscal-aid-for-states-localities. 
8 U.S. Bureau of Labor Statistics, All Employees, State Government [CES9092000001] and All 
Employees, Local Government [CES9093000001], retrieved from FRED, Federal Reserve Bank of St. 
Louis, https://fred.stlouisfed.org/series/CES9092000001 and  
https://fred.stlouisfed.org/series/CES9093000001 (last visited May 8, 2021). 
9 Tracy Gordon, State and Local Budgets and the Great Recession, Brookings Institution (Dec. 31, 2012), 
http://www.brookings.edu/articles/state-and-local-budgets-and-the-great-recession. 

4 

http://www.brookings.edu/articles/state-and-local-budgets-and-the-great-recession
https://fred.stlouisfed.org/series/CES9093000001
https://fred.stlouisfed.org/series/CES9092000001
https://www.cbpp.org/research/state-budget-and-tax/house


   
 

 
 
 

 

  

  

  

   

  

   

  

 

   

 
 

    
    

 

    

 

    
     

  

    

 

Finally, although the pandemic’s impacts have been widespread, both the public health 

and economic impacts of the pandemic have fallen most severely on communities and 

populations disadvantaged before it began. Low-income communities, people of color, and 

Tribal communities have faced higher rates of infection, hospitalization, and death,10 as well as 

higher rates of unemployment and lack of basic necessities like food and housing.11 Pre-existing 

social vulnerabilities magnified the pandemic in these communities, where a reduced ability to 

work from home and, frequently, denser housing amplified the risk of infection.  Higher rates of 

pre-existing health conditions also may have contributed to more severe COVID-19 health 

outcomes.12 Similarly, communities or households facing economic insecurity before the 

pandemic were less able to weather business closures, job losses, or declines in earnings and 

were less able to participate in remote work or education due to the inequities in access to 

reliable and affordable broadband infrastructure.13 Finally, though schools in all areas faced 

challenges, those in high poverty areas had fewer resources to adapt to remote and hybrid 

10 Sebastian D. Romano et al., Trends in Racial and Ethnic Disparities in COVID-19 Hospitalizations, by 
Region – United States, March-December 2020, MMWR Morb Mortal Wkly Rep 2021, 70:560-565 (Apr. 
16, 2021), https://www.cdc.gov/mmwr/volumes/70/wr/mm7015e2.htm?s_cid=mm7015e2_w. 
11 Center on Budget and Policy Priorities, Tracking the COVID-19 Recession’s Effects on Food, Housing, 
and Employment Hardships, https://www.cbpp.org/research/poverty-and-inequality/tracking-the-covid-
19-recessions-effects-on-housing-and (last visited May 4, 2021). 
12 Lisa R. Fortuna et al., Inequity and the Disproportionate Impact of COVID-19 on Communities of 
Color in the United States: The Need for Trauma-Informed Social Justice Response, Psychological 
Trauma Vol. 12(5):443-45 (2020), available at https://psycnet.apa.org/fulltext/2020-37320-001.pdf. 
13 Emily Vogles et al., 53% of Americans Say the Internet Has Been Essential During the COVID-19 
Outbreak (Apr. 30, 2020), https://www.pewresearch.org/internet/2020/04/30/53-of-americans-say-the-
internet-has-been-essential-during-the-covid-19-outbreak/. 
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learning models.14 Unfortunately, the pandemic also has reversed many gains made by 

communities of color in the prior economic expansion.15 

B. The Statute and Interim Final Rule 

On March 11, 2021, the American Rescue Plan Act (ARPA) was signed into law by the 

President.16 Section 9901 of ARPA amended Title VI of the Social Security Act17 (the Act) to 

add section 602, which establishes the Coronavirus State Fiscal Recovery Fund, and section 603, 

which establishes the Coronavirus Local Fiscal Recovery Fund (together, the Fiscal Recovery 

Funds).18 The Fiscal Recovery Funds are intended to provide support to State, local, and Tribal 

governments (together, recipients) in responding to the impact of COVID-19 and in their efforts 

to contain COVID-19 on their communities, residents, and businesses. The Fiscal Recovery 

Funds build on and expand the support provided to these governments over the last year, 

including through the Coronavirus Relief Fund (CRF).19 

14 Emma Dorn et al., COVID-19 and student learning in the United States: The hurt could last a lifetime 
(June 2020), https://webtest.childrensinstitute.net/sites/default/files/documents/COVID-19-and-student-
learning-in-the-United-States_FINAL.pdf; Andrew Bacher-Hicks et al., Inequality in Household 
Adaptation to Schooling Shocks: Covid-Induced Online Engagement in Real Time, J. of Public Econ. 
Vol. 193(C) (July 2020), available at https://www.nber.org/papers/w27555. 
15 See, e.g., Tyler Atkinson & Alex Richter, Pandemic Disproportionately Affects Women, Minority 
Labor Force Participation, https://www.dallasfed.org/research/economics/2020/1110 (last visited May 9, 
2021); Jared Bernstein & Janelle Jones, The Impact of the COVID19 Recession on the Jobs and Incomes 
of Persons of Color, https://www.cbpp.org/sites/default/files/atoms/files/6-2-20bud_0.pdf (last visited 
May 9, 2021).  
16 American Rescue Plan Act of 2021 (ARPA) § 9901, Pub. L. No. 117-2, codified at 42 U.S.C. § 802 et 
seq. 
17 42 U.S.C. 801 et seq. 
18 §§ 602, 603 of the Act. 
19 The CRF was established by the section 601 of the Act as added by the Coronavirus Aid, Relief, and 
Economic Security Act (CARES Act), Pub. L. No. 116-136, 134 Stat. 281 (2020). 
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Through the Fiscal Recovery Funds, Congress provided State, local, and Tribal governments 

with significant resources to respond to the COVID-19 public health emergency and its 

economic impacts through four categories of eligible uses.  Section 602 and section 603 contain 

the same eligible uses; the primary difference between the two sections is that section 602 

establishes a fund for States, territories, and Tribal governments and section 603 establishes a 

fund for metropolitan cities, nonentitlement units of local government, and counties.  

Sections 602(c)(1) and 603(c)(1) provide that funds may be used: 

a) To respond to the public health emergency or its negative economic impacts, including 

assistance to households, small businesses, and nonprofits, or aid to impacted industries 

such as tourism, travel, and hospitality; 

b) To respond to workers performing essential work during the COVID-19 public health 

emergency by providing premium pay to eligible workers; 

c) For the provision of government services to the extent of the reduction in revenue due to 

the COVID–19 public health emergency relative to revenues collected in the most recent 

full fiscal year prior to the emergency; and 

d) To make necessary investments in water, sewer, or broadband infrastructure. 

In addition, Congress clarified two types of uses which do not fall within these four 

categories. Sections 602(c)(2)(B) and 603(c)(2) provide that these eligible uses do not include, 

and thus funds may not be used for, depositing funds into any pension fund.  Section 

602(c)(2)(A) also provides, for States and territories, that the eligible uses do not include: 

“directly or indirectly offset[ting] a reduction in the net tax revenue of [the] State 

or territory resulting from a change in law, regulation, or administrative 

interpretation.” 
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The ARPA provides a substantial infusion of resources to meet pandemic response needs 

and rebuild a stronger, more equitable economy as the country recovers. First, payments from 

the Fiscal Recovery Funds help to ensure that State, local, and Tribal governments have the 

resources needed to continue to take actions to decrease the spread of COVID-19 and bring the 

pandemic under control. Payments from the Fiscal Recovery Funds may also be used by 

recipients to provide support for costs incurred in addressing public health and economic 

challenges resulting from the pandemic, including resources to offer premium pay to essential 

workers, in recognition of their sacrifices over the last year. Recipients may also use payments 

from the Fiscal Recovery Funds to replace State, local, and Tribal government revenue lost due 

to COVID-19, helping to ensure that governments can continue to provide needed services and 

avoid cuts or layoffs. Finally, these resources lay the foundation for a strong, equitable 

economic recovery, not only by providing immediate economic stabilization for households and 

businesses, but also by addressing the systemic public health and economic challenges that may 

have contributed to more severe impacts of the pandemic among low-income communities and 

people of color. 

Within the eligible use categories outlined in the Fiscal Recovery Funds provisions of 

ARPA, State, local, and Tribal governments have flexibility to determine how best to use 

payments from the Fiscal Recovery Funds to meet the needs of their communities and 

populations. The Interim Final Rule facilitates swift and effective implementation by 

establishing a framework for determining the types of programs and services that are eligible 

under the ARPA along with examples of uses that State, local, and Tribal governments may 

consider.  These uses build on eligible expenditures under the CRF, including some expansions 

in eligible uses to respond to the public health emergency, such as vaccination campaigns.  They 
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also reflect changes in the needs of communities, as evidenced by, for example, nationwide data 

demonstrating disproportionate impacts of the COVID-19 public health emergency on certain 

populations, geographies, and economic sectors.  The Interim Final Rule takes into consideration 

these disproportionate impacts by recognizing a broad range of eligible uses to help States, local, 

and Tribal governments support the families, businesses, and communities hardest hit by the 

COVID-19 public health emergency.  

Implementation of the Fiscal Recovery Funds also reflect the importance of public input, 

transparency, and accountability.  Treasury seeks comment on all aspects of the Interim Final 

Rule and, to better facilitate public comment, has included specific questions throughout this 

Supplementary Information.  Treasury encourages State, local, and Tribal governments in 

particular to provide feedback and to engage with Treasury regarding issues that may arise 

regarding all aspects of this Interim Final Rule and Treasury’s work in administering the Fiscal 

Recovery Funds.  In addition, the Interim Final Rule establishes certain regular reporting 

requirements, including by requiring State, local, and Tribal governments to publish information 

regarding uses of Fiscal Recovery Funds payments in their local jurisdiction. These reporting 

requirements reflect the need for transparency and accountability, while recognizing and 

minimizing the burden, particularly for smaller local governments.  Treasury urges State, 

territorial, Tribal, and local governments to engage their constituents and communities in 

developing plans to use these payments, given the scale of funding and its potential to catalyze 

broader economic recovery and rebuilding.  
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