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INTRODUCTION

Northeast Indiana (NEI) residents and businesses are required to pay a variety of taxes and permit,
license, and other fees to the State.> NEI residents and businesses aso pay indirectly to the State
when they pay federal taxes and fees, portions of which are transferred to the State.

In turn, the State spends directly for various products (e.g., state highways) and services (e.g., K-12
education) for the benefit of residents and businesses located in NEI. Additionaly, the State
distributes funds directly (e.g., training funds to businesses) and indirectly (through governmental
subdivisions and agencies) for the benefit of residents and businesses located in NEI.

This report contains an estimate of the dollar (and percentage) payments NEI residents and
businesses make to the State coffer, and the dollar (and percentage) expenditures/distributions the
State makes to benefit directly NEI residents and businesses. Four major expenditure categories are
analyzed: health and human services, education, transportation, and economic development. Also,
the Build Indiana Fund and a group of miscellaneous distributions are analyzed.

Three years—1994, 1995, and 1996—are analyzed.? Extending the analysis to three years givesa
more accurate view by minimizing distortions caused by atypical payments or expendi-

tures/distributions. Also, it allows additional opportunities for checking the accuracy and
consistency of reported data.

STATE GOVERNMENT REVENUE ANALYSIS

Overview
In fiscal year 1996, total state revenue was $13.494 billion.®

FY 1996 Total State Revenue (in $ bil.)

State taxes* $8.446 62.6%
Other state revenue** 1.670 12.4%
Federa transfers*** 3.378 25.0%
TOTAL $13.494  100.0%

*The major salestaxes are the (5%) salestax, the individual income tax,
corporate income taxes, and the motor fuels tax.

** Examples of “other” include permits, vehicle and other license

fees, lottery “profits,” and individual support payments.

*** Thisis 1997 federal transfers figure from the Indiana Handbook of Taxes,
Revenues and Appropriations. Figure shown ($1.646) for 1996 in the
Handbook obvioudly isin error. It did not include public welfare transfers.

! Northeast Indianaincludes Adams, Allen, DeKalb, Huntington, LaGrange, Noble, Steuben, Wells,
and Whitley counties.

2 |n most cases, the state fiscal year—July 1 to June 30—is applicable; however, in some cases
relevant data were available only on a calendar year basis and/or for other time periods. Exceptions
are noted.

3 Throughout the report, 1996 was chosen for illustrative purposes because it was the most recent
year included in the study. With respect to sources of revenue, there were no material differences
between 1996 and the other two years included in the study—21994 and 1995.



MAJOR SOURCES OF ALL REVENUE TO THE STATE
Fiscal Year 1996

(62.6%) State taxes*

(25.0%) Federal transfers***

(12.4%) Other state revenue**

| See footnotes in table above. |

Sources of Revenue Generated Directly by the State

As shown above, the State generated $10.116 billion (75.0%) of itsrevenuein fiscal year 1996. The
major sources--$8.446 hillion in taxes and $1.670 billion in other revenue--breakdown as follows:

Fiscal 1996 Revenue Generated Directly By the State (In $ Mil)

Individual income tax $2,996.3 29.6%
Sales and use tax 2,966.2 29.3%
Corporate income taxes* 1,033.7 10.2%
Motor fuel taxes 664.4 6.6%
Vehicle licenses/non-bus. licenses 365.8 3.6%
Interest & dividends 196.3 1.9%
Insurance tax 135.1 1.3%
Lottery** 124.5 1.2%
Cigarette tax 123.7 1.2%
Inheritance taxes 98.2 1.0%
Other taxes 428.7 4.2%
Other permits, fees, licenses & Misc. 983.1 9.7%
TOTAL $10,116.0 100.0%

* Includes corporate gross income tax, corporate adjusted gross income tax, corporate
supplemental net income tax, and financial institutions’ tax.

** Thisisthe amount that was remitted to the state treasury, not the gross sales. Itis
the amount remaining after winnings, advertising, and administration were paid.



Also, it does not include $30 million transferred to the Indiana State Teachers
Retirement Fund and $10 million transferred to the Pension Relief Fund in 1996.

MAJOR SOURCES OF REVENUE GENERATED DIRECTLY BY THE STATE
Fiscal Year 1996

(9.7%) Other permits, fees, licenses & Misc.

(4.2%) Other taxes

°°°bwg§fftar}gﬁeqxes
£ ttery
(1. 3% Insurance tax

(1.9%) Interest & dividends

(3.6%) Vehicle licenses/non-bus. licenses

(29.6%) Individual income tax

(6.6%) Motor fuel taxes

(10.2%) Corporate income taxes*

(29.3%) Sales and use tax

As shown above, taxes are the major source of revenue generated directly by the State. The (5%)
sales and use tax and the individual income tax combined generated 58.9 percent of al revenuein
fiscal 1996. Four corporate income taxes provided an additional 10.2 percent.* Motor fuel taxes
provided an additional 6.6 percent. In summary, these four sources provided dightly more than
three of every four dollars of revenue generated directly by the State.

Amount and Percent of Direct State Revenue from Northeast Indiana

Payment by county was ascertained/estimated for all four major tax sources of direct state revenue
and eight other revenue sources:

(5%) General sales and use tax

Individual income tax

Corporate income taxes—gross income, adjusted gross income, supplemental net income,
and financial ingtitutions)®

Motor fuel taxes®

Vehicleregistration and title fees

Department of Natural Resources (DNR) licenses

Alcoholic Beverage Commission (ABC) taxes

Charity Gaming licenses—e.g., bingo, raffles, and tip boards

Inheritance tax

Property tax’

Lottery Commission

* Grossincome, adjusted grossincome, supplemental net income, and financia institutions’ taxes.

® Corporate income tax payments data by county were not available; therefore, the various corporate
income taxes paid were distributed among counties according to the total payroll generated by each
county for the comparable time period. The assumption isthat payroll by county and corporate
income (which isthe item taxed) by county are highly correlated.

6 See“Estimates of Indiana Motor Fuel Tax Revenues by County for 1997,” Legislative Services
Agency, Office of Fiscal and Management Analysis, Indianapolis, IN, February 1998.

" Thereis aone cent per $100 assessed valuation State property tax.




Hazardous waste land disposal tax

These twelve revenue sources accounted for 80.4 percent of the revenue generated directly by the
Statein 1996.2

The twelve sources were used to estimate the amount and percent of state revenues derived from
NEI residents and businesses. (See Appendix A.) Summary results are shownin Table 1. For the
three years analyzed, NEI residents and businesses paid an estimated average of 9.95 percent of
revenue generated directly by the State from the 12 revenue sources. This equated to an estimated
average annual state-tax bill (for the three years analyzed) of $770.2 million for NEI residents and
businesses for the twelve revenue sources analyzed.

Federal Revenue

In 1996, twenty-five percent of the State’ s revenue came from the federal government. For analysis
purposes, it was assumed that the portion of federal revenues contributed indirectly by NEI residents
and businesses to the State was the same percentage (9.95%) as their direct revenue contribution.

Population

Without the benefit of the direct analysis of revenue sources, one may be inclined to use population
as aproxy of the percentage revenue contribution to the State’' s coffer of different geographical areas
in the State. Accordingly, note that the nine counties in NEI contained 9.84 percent of Indiana' s
population according to estimates for 1996.

1996 Population  Percent of

Area Estimate* State
Adams 32,686 0.56%
Allen 310,803 5.32%
DeKab 38,272 0.66%
Huntington 37,024 0.63%
LaGrange 32,103 0.55%
Noble 41,449 0.71%
Steuben 30,831 0.53%
Wells 26,651 0.46%
Whitley 25,081 0.43%
Northeast IN 574,900 9.84%
Indiana 5,840,528  100.00%

U.S. Bureau of the Census

8 Note that a breakdown by county of some revenue sourcesis not possible (e.g., interest and
dividends); therefore, the portion of “allocable” revenue analyzed is greater than 80.4 percent.
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STATE GOVERNMENT OPERATING EXPENDITURE ANALYSIS

Overview
In fiscal year 1996, the total state operating appropriation—after two adjustments—was $11.7 billion.°

Fiscal 1996 State Appropriations (in $ million)

Education* $4,143.1 35.4%
Health & human services 4,136.2 35.3%
Transportation 1,2394 10.6%
Public safety 626.8 5.4%
Economic devel opment* * 243.6 2.1%
General government 300.3 2.6%
Conservation & environment 184.9 1.6%
Other 827.7 7.1%
TOTAL $11,701.9 100.0%

* $4,408.7 minus a special allocation of $265.6 to the teacher pension fund.

** $549.8 minus $306.2 for unemployment compensation. Unemployment compensation
isreally an income maintenance program, not an economic devel opment program. More
importantly, it is self-financed by employers and the revenues are not part of the revenue
analysis above.

STATE OPERATING APPROPRIATIONS BY MAJOR CATEGORIES
Fiscal Year 1996

(35.4%) Education*

(35.3%) Health & human services (7.1%) Other

(1.6%) Conservation & environment
(2.6%) General government
(2.1%) Economic development**

(5.4%) Public safety
(10.6%) Transportation

ISee footnotes in table above I

In 1996, more than four of every five dollars (81.3% of appropriations were in three categories:
education (35.4%), health and human services (35.3%), and transportation (10.6%).

® Throughout the report, 1996 was chosen for illustrative purposes because it was the most recent
year included in the study. With respect to appropriations, there are no material differences
between 1996 and the other two years included in the study—21994 and 1995.



Education

Overview

Fiscal 1996 education appropriations are shown below. Approximately three of every four dollars
(75%) expended for education go to K-12 education, and the remaining dollar (25%) goes to higher
education. “Other education” includes the Indiana State Library, the Indiana Arts Commission, and
the Historical Bureau.

Fiscal 1996 State Operating Appropriations
For the ThreeMajor Areasin Education (in $ million)

K-12 education* $3,024.0 73.0%
Higher education 1,101.7 26.6%
Other education 17.4 0.4%
TOTAL $4,143.1 100.0%

*Excludes a $265.6 million payment to the teacher pension fund.
Analysis
K-12 Education

Essentialy all of the funds appropriated to K-12 education get allocated to the numerous local
school districts. The funds get distributed through numerous “programs.” Table 2 shows average
annual expenditures (as contrasted with appropriations) by program by NEI county for the three
yearsanalyzed. (Appendix B contains detailed annual data by individual school district.)

NEI schools received an average of 9.17 percent of K-12 education expenditures analyzed. This
equated to an average annual expenditure of $253.8 million.*°

For the three years analyzed, NEI school districts needed an additional $21.584 million annualy to
equal the percentage of revenues (9.95%) that NEI residents and businesses pay to the State.

A simplistic assumption of school funding by geographical areaisthat it isthe same as enrollment
by geographical area. Based on this assumption, NEI fared even worsein funding. NEI schools had
10.30 percent of the enrollments during the three years studied:

School Year* NEI State Pct
93-94 99,418 964,462 10.31%
94-95 99,686 968,357 10.29%
95-96 100,662 976,585 10.31%
AVERAGE 99,922 969,801 10.30%

* Enrollments are determined as of September of each “school year.”

Source: Indiana Department of Education

10 Both the expenditures and enrollments shown above include all of Whitko School Corporation.
Approximately 60 percent of Whitko's students are from Kosciusko County rather then Whitley
County. Kosciusko County isnot part of NEI as defined herein.
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NEI schools needed an additional $31.268 million annually in allocations to equal the percentage of
students enrolled in NEI schools.

The major funding programs are “formula driven”; therefore, the rationale for the shortfall of
funding in NEI liesin the “formulas.” This report includes no analysis of the “formulas.”

Scope of Analysis

The $2,892 million of 1996 allocable expenditures analyzed constituted 95.6 percent of the total
appropriation for K-12 education in 1996.' There were no material differences between 1996 and
the other two years included in the study.

Higher Education

Essentially all of the funds appropriated to higher education go to the 16 public institutions located
throughout the State. The Indiana University (IU) and Purdue University (PU) regional campuses
are funded separately; therefore, they are considered to be separate institutions for purposes of
analysis.? Also, Ivy Tech is considered to be one institution athough it has numerous “ campuses.”

The Commission for Higher Education makes appropriation recommendations for each of the 16
institutions. The recommendations are primarily “formuladriven.”

Based on detailed expenditure and enrollment data provided by the Commission for Higher
Education, average per student state subsidies for both full-time and part-time students were
determined for each institution for each of the three fiscal years analyzed.™® (The methodology is
explained in Appendix C and the results are shown in Appendix D.) Table 3 shows a breakout of
average full-time and part-time enrollments by institution by NEI county, and Table 4 shows the
average portion of each institution’s state appropriation going to students from NEI.

For the three fiscal years analyzed, students from NEI received an annual average of 7.81 percent of
the allocable expenditures going to higher education; however, 9.38 percent of al enrollments were
from NEI.

Students from NEI needed an additional $18.134 million annually in state subsidies to equal the
percentage of revenues (9.95%) that NEI residents and businesses pay to the State. They would
have needed an additional $12.623 million annually in subsidiesto equal the percentage of enrolled
students from NEI (9.38%).

The primary reason that students from NEI receive less subsidy than other studentsisthat the
overwhelming majority of them attend |PFW, and IPFW is under-funded relative to most other
institutions. For example, in 1995-1996 IPFW ranked 12th out of the 16 institutions:

1t should be noted that appropriations are for fiscal years and the data analyzed were for calendar
years, therefore the actual percentage of the appropriation analyzed probably differs slightly.

12 Although the campuses are funded separately, the funding requests of the “regional” campuses are
“funneled” through the two “main” campuses.

3 state policy is to have out-of -state students pay the “full cost” of their education (at whatever
campus they attend); therefore, out-of-state students can be removed from the analysis. They are not
subsidized by the State.
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1995--1996 Per Student Subsidy for Full-time, | n-State Students*
Ingtitution FTE Enrollment** Actual Per FTE
Appropriation

Indiana State 8,341 $7,794
|U-Bloomington 21,378 $7,111
Purdue-West L afayette*** 21,901 $6,497
Ball State 16,188 $6,193
IU-Kokomo 1,767 $4,713
IUPU-Indianapolis (general academic only) 14,256 $4,239
Vincennes 6,238 $4,126
IU-Northwest 3,625 $4,114
IU-East 1,455 $3,850
PU-Calumet 5,445 $3,709
IU-South Bend 4,374 $3,652
IUPU-Fort Wayne 6,599 $3,618
U. of Southern Indiana 5,274 $3,599
PU--North Centra 1,904 $3,553
IU-Southeast 3,503 $3,422
Ivy Tech.-all campuses 19,488 $3,388
WEIGHTED AVERAGE $5,210

*  Dataare from Appendix D.
**  FTE student defined by the Higher Education Commission to be 30 hours per academic year.
*** Excludes Agricultural Experiment Station and Cooperative Extension Service.

If IPFW had received the weighted average FTE funding of all 16 institutions for its 6,599 FTE students
in 1995-1996, its appropriation would have needed to be increased $10.5 million annually —(($5,210-
$3,618) X 6,599 FTE students). This explains most of the $12.623 million annual shortfall associated
with all the students from NEI enrolled in higher education during the three-year period studied. This
would have increased the 1995-1996 |PFW appropriation 44.0 percent.

Recently, the Budgetary Affairs Subcommittee of the IPFW faculty Senate released a report
indicating an approximately $7million shortfall relative to its peer institutions. The approximately
$5.6 million difference between the $12.623 million shortfall noted above and the $7 million
shortfall reported by the Subcommittee is accounted for by the fact that the Subcommittee did not
include the two residential campuses of 1U and PU in its group of peers.

Scope of Analysis

The $859 million of allocable expenditures analyzed in 1995-1996 constituted 78.0 percent of the
total appropriation for higher education.** An additional 10 percent of higher education
expenditures is devoted to special programs (rather than institutions)—e.g., Hoosier Scholar
program. These expenditures were not analyzed. There were no material differences between 1996
and the other two yearsincluded in the study.

141t should be noted that appropriations are for fiscal years and the data analyzed are expenditures
for calendar years; therefore, the actual percentage of the appropriation analyzed undoubtedly differs
dightly.
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Health & Human Services

Overview

Health and human services operating appropriations are to three state agencies: family and social
services, public health, and veterans' affairs. The Division of Family and Social Services receives
the preponderant share of the appropriations. For example, in fiscal 1996 it received

94.3 percent—or $3.9 hillion.

Fiscal 1996 State Operating Appropriations
for the Three Agenciesin Health & Human Services (in $ million)

Family & social services $3,900.8 94.3%
Public health 234.8 57%
Veterans affairs 0.5 0.0%
TOTAL $4,136.2 100.0%

Analysis

The Family and Social Services Agency administers several programs. In fiscal 1996, actual
expenditures (as contrasted with appropriations) by major program areas were as follows:

Fiscal 1996 ACTUAL Expendituresby Family & Social Services (in $ million)

Medicaid $2,483.3 69.7%
Food stamps 334.6 9.4%
Child welfare 241.4 6.8%
TANF* 160.6 4.5%
Hospital care for indigents 16.7 0.5%
Miscellaneous 83.5 2.3%
Administration 240.6 6.8%
TOTAL $3,560.9 100.0%

*TANF (Temporary Assistance for Needy Families) is temporary assistance for low-
income families with children. It was previously known as Aid to Families with
Dependent Children (AFDC).

Allocable expenditures by county were abtained for three of the programs—M edicaid, food stamps,
and TANF. They are shownin Table 5. For the three fiscal years analyzed, NEI residents received
an average 8.75 percent of the allocable expenditures analyzed during the three-year period.

NEI residents needed an additional $34.121 million annualy in payments in the three programs
analyzed to equal the percentage of revenues (9.95%) they pay to the State.
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Scope of Analysis

The $2,893 million of expenditures analyzed in 1996 constituted 87.1 percent of total expenditures
(minus administration)™ by the Family and Social Services Agency. It constituted 69.9 percent of
the total 1996 appropriation to health and human services.’® There were no material differences
between 1996 and the other two yearsincluded in the study.

Transportation

Overview

The majority (63.3% in 1996) of transportation appropriations go to state highway maintenance and
construction—called “highway operations.”*” Also, funds received from the federal government and
some transportation dedicated taxes collected by the State are administered (distributed) by the
Indiana Department of Transportation (IDOT). Examples of “other” transportation appropriations
are public mass transit and airports. Fiscal 1996 appropriations are shown below:

Fiscal 1996 State Operating Appropriations For Transportation

(in $ million)
Highway operations* $784.8 63.3%
Distributionsto local government** 4145 33.4%
Other 40.1 3.2%
TOTAL $1,239.4  100.0%

*  QOperations include construction.

** Note that the “distribution” of some fundsis actually determined by IDOT.
These funds are used as “local match” for projects that also use federal funds.
For example, the 1996 appropriation shows $101.25 million of federal funds
being distributed to local units of government.

Analysis

Average annual expenditures and distributions by county for nine funds administered by the IDOT
areshown in Table 6. (Appendix E contains detailed annual data.) For the threefiscal years
analyzed, 9.50 percent of the transportation expenditures and distributions from the nine funds were
madein NEI.

NEI would have needed an additional $4.083 million annually in expenditures and distributions to equal the
percentage of revenues (9.95%) that its residents and businesses pay to the State.

31 1996, identified administration costs constituted $240.6 million, or 6.8 percent. See Annual
Report, p.255.

16 Probably as aresult of welfare reform legislation, the amount spent for family and social services
($3.5 million) was approximately $400 million less than what was appropriated ($3.9 million).

Y This study is an analysis of operating appropriations as distinguished from construction
appropriations. (Thereis a separate appropriation for construction projects—e.g., a new government
building.) However, “construction” funds for highways and other modes of transportation are part
of the operating budget of the agency; therefore, they are included in this report.
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During the 1994-1996 period, substantial funding for the 1-469 bypass (around Fort Wayne)
occurred. Of the average annual expenditures of $86.2 million in NEI, approximately 11 percent
($9.5 million annually) was allocated to the 1-469 project.’® Stated differently, it took a highway
project of the magnitude of 1-469 in order for NEI to even approach equity in transportation funding.

Scope of Analysis

The $1,001.4 million of allocable expenditures analyzed in 1996 constituted 80.8 percent of the total
appropriation. The expenditures not analyzed were primarily $200 million for the general
maintenance of federal/state highways. There were no material differences between 1996 and the
other two yearsincluded in the study.

Economic Development
Overview
Fiscal 1996 economic devel opment appropriations are shown below:

Fiscal 1996 State Oper ating Appropriations For Economic Development

(in $ million)
Workforce Development* $141.5 58.1%
Commerce 100.2 41.1%
Other 1.9 0.8%
TOTAL $243.6 100.0%

* $549.8 minus $306.2 for unemployment compensation. Unemployment
compensation isreally an income maintenance program, not an economic
development program. Qualification for receipt of unemployment
compensation is based on a combination of federal and state rules. More
importantly, it is self-financed by employers, and the revenues are not part
of the revenue analysis above.

Asnoted in the table, the two agencies associated with economic development are Workforce
Development and Commerce.

It should be noted that $15.2 million of the $100.2 million appropriation to Commercein fiscal 1996
was aline-item appropriation to support the United Airlines maintenance facility leasein
Indianapolis.

18 Most of the funding occurred in calendar 1994.
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Analysis

The Commerce Department administers numerous programs. Allocable expenditures/credits by
county were obtained for the following programs:

Economic Development for a Growing Economy (EDGE)—provides state-tax credits based
on payroll.
Training 2000 (BIRT and TFP)—state-funded grants for reimbursement of training costs.

Industrial Development Grant Fund (IDGF)—state-funded grants to local units of
government for off-site infrastructure projects in support of new business devel opment.

Strategic Development Fund (SDF)— state-funded grant program designed to foster
cooperation among Indiana businesses by emphasizing an industry-wide or sector-based
approach to business assistance.

Community Development Action Grant (CDAG)—state-funded grant program that
supports community-based redevel opment and devel opment strategies.

Community Focus Fund (CFF)—afederally funded grant program available to small cities,
towns, and counties for construction projects to benefit low-to-moderate-income
individuals or to eliminate blight in communities. Administered by the State.

Community Planning Fund (CPF)—state-funded grant program designed to encourage
long-range planning in cities, towns, counties and not-for-profit organizations.

Neighborhood Assistance Program (NAP)—a state-tax credit program designed to
encourage public-private partnerships for neighborhood-based projects and to benefit
economically disadvantaged individuals and aress.

Energy Policy Division Programs
Alternative Energy Systems (AES)
Alternative Fuel Vehicle Program (AFV)
Biomass Grant Program (BGP)
Coal Research Grant (CRG)
Crumb Rubber Modified Asphat Grant (CRMAG)
Ingtitutional Conservation Program (ICP)
Industrial Energy Efficiency Fund (IEEF)
Industrial Energy Efficiency Program (IEEP)

National Industrial Competitiveness through Energy, Economics, and the
Environment (NICE3)

Playground Protective Resurfacing Grant (PPRG)
Residential Energy Code Grant (RECG)

Recycling Promotion and Assistance Fund (RPAF)
Specia Projects (SP)

Urban Enterprise Zone Energy Grant Program (UEZ)
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Table 7 shows the average annual allocable expenditures by program.’® For the three fiscal years
analyzed, NEI residents and businesses received an average of 7.15 percent of the expenditures.

The EDGE program was not included in the analysis of expenditures because it is atax credit, not an
“expenditure.” Itisnot part of the state appropriation. It isincluded below.

Scope of Analysis

Approximately 29 percent of the 1996 appropriation for economic development was analyzed.?
None of the Workforce Development appropriation was analyzed, and approximately 70 percent of
the Commerce Department appropriation was analyzed.?

Infrastructure Development: Build Indiana Fund—Iocal projects

A portion of lottery and gaming revenues often has been allocated to a“Build Indiana Fund.” %
Specific projects are funded by name in the biennial appropriation. No projects were funded during
the 1993 session of the general assembly. The 1995 session funded $46.4 million of local projects
(for the biennium) of which $33.4 million can be identified geographically in the appropriation.?
The projects funded in NEI were asfollows:

Adjutant General—Fort Wayne Dalman Project $ 500,000
Allen County—Science Central 1,000,000
Allen County—L eo-Cedarville Community Park 50,000
Indiana DNR—Sylvan Lake Dam Repairs 1,750,000
Town of Ashley—City Park 50,000
Town of Auburn—Reike Park 50,000
TOTAL $3,400,000

The $3.4 million of funded projects constituted 10.2 percent of the $33.4 million allocated by
project name.

¥ Datafor Training 2000, IDGF, SDF and all the Energy Policy Division programs and grants were
not provided on an annual basis but were provided for the three calendar/fiscal year period.

2 Thisis excluding $306.2 million in unemployment compensation from the Workforce
Development budget.

2L Commerce Department data on Training 2000, IDGF, and SDF were provided for the three-year
period analyzed, but it was not broken down by year. Accordingly, identifying the exact percent of
the 1996 appropriation analyzed—as done with other expenditure areas—was not possible.

2 This study is an analysis of operating appropriations as distinguished from construction
appropriations. (For further discussion, see footnote 16.) The Build Indiana Fund is part of the
construction appropriation; however, it was included in the analysis because (1) it is relatively high
profileand (2) it is easy to analyze—allocate geographically.

2 Note that 1997 was included in the analysis. (Remember that the planned period of analysisis
fiscal years 1994, 1995, and 1996.) The appropriation isimpossible to subdivide between the two
fiscal years.

Note that appropriations, not expenditures, were analyzed. Appropriations better capture the

intended distribution of the monies. No analysis of deviations between expenditures and
appropriations was done.
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Miscellaneous

Overview

Some of the taxes the State collects are distributed to local units of government. Some of these
appear as part of the appropriation of a particular agency (e.g., some auto and fuel taxes appear in
the analysis of Transportation above). Othersdo not “flow through” a particular state agency.
Seven of these distributions are analyzed in this section. As shown below, the seven distributions
were appropriated $829.6 million in 1996, of which over 90 percent was for property tax “relief.”

Fiscal 1996 State Operating Appropriations For Miscellaneous Distributions

(in $ million)
Property Tax Replacement & Homestead Credit $748.1 90.1%
Financial Institutions Tax* 51.7 6.2%
Cigarette Tax Cum Capital Improvement 13.6 1.6%
Cigarette Tax General Fund 4.1 0.5%
ABC Gallonage 8.1 1.0%
ABC Excise 3.9 0.5%
Hazardous Waste Land Disposal Tax* 0.4 0.0%
TOTAL $829.9 100.0%

* Actual, not appropriation.

Property tax “relief” isfunded almost exclusively from the general sales and usetax. Thetax
sources for the other funds are self-evident from the name.

Analysis
Average annual distributions (not appropriations) by county for the seven funds are shown in Table

8. For thethreefiscal years analyzed, NEI received an annual average of 9.38 percent of the
distributions from the seven funds.
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SUMMARY & DISCUSSION

Summary

An annual average of approximately $8.2 billion of state appropriations/expenditures was analyzed

for the three years studied.

Average Annual Allocable Appropriations/Expenditures Analyzed

And Average Annual Northeast | ndiana Shortfall (in $ thousands)

For the State  For_ Northeast Indiana  $ Shortfall
Appropriation/Expenditure Category Total Total  Pct. of State for NEI
K-12 Education $2,767,116  $253,834 9.17% ($21,583.5)
Higher Education 843,428 65,784 7.80% ($18,133.7)
Health & Human Services 2,841,064 248,565 8.75% ($34,120.9)
Transportation 907,393 86,235 9.50%  ($4,082.8)
Economic Development 70,027 5,046 7.21%  ($1,922.1)
Infrastructure Devel opment--Build Indiana 33,404 3,400 10.18% $83.5
Miscellaneous Distributions 820,613 77,007 9.38%  ($5,002.3)
TOTAL $8,283,043  $739,871 8.93% ($84,761.7)
EDGE Program Tax Credit 1,488 347  2331% $198.7
TOTAL with EDGE Program $8,284,531  $740,218 8.93% ($84,563.1)

Thisis 70.5 percent of the of the 1996 state operating appropriation of $11.7 billion. (See page 6.)
Ignoring general administrative expenses (which cannot be allocated geographically), at least 75
percent of the state budget was analyzed. Stated differently, at |east three of every four dollars of the

state-operating budget were analyzed.

NEI received an average of 8.93 percent of the appropriations/expenditures analyzed. Given that
NEI residents and businesses contributed an estimated 9.95 percent of state revenues during the
comparable three years, the average annual shortfall was 1.02 percent. This equates to an average
annual shortfall of $84.8 million in appropriations/expenditures for the residents and businesses of
NEI. Theannual dollar shortfall/surplus by major program is shown in the last column of the table

above.

The Economic Development for a Growing Economy (EDGE) program administered by the
Department of Commerce providestax credits to new/expanding businesses. Given that it isatax
credit, it is not part of the state appropriation. Accordingly, it is not part of the summary above;
however, the impact of the program on the shortfal is shown in the table above. Theimpactis
minimal. The annual shortfall is reduced by approximately $200,000.
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Discussion of Shortfall

The distribution among major spending categories of the $84.8 million annual shortfall in NEI is
shown below:

Percentage Distribution of Annual Shortfall in State Appropriations/Expenditures
Received by NEI Residents and Businesses, 1994-1996

(5.9%) Miscellaneous Distributions
(2.3%) Economic Development

(4.8%) Transportation
(25.4%) K-12 Education

(40.2%) Health & Human Services
(21.4%) Higher Education

|Analysis ignores a 0.1% surplus from the Build Indiana Fund

Education

The largest portion of the shortfall in NEI —46.8%—is in education expenditures. Although K-12
education receives approximately three of every four dollars of the education appropriation, the
dollar shortfall in NEI was approximately equally divided between K-12 education—$21.6
million—and higher education--$18.1 million. This occurs because the percentage shortfall in
higher education is much greater than the percentage shortfall in K-12 education.

Health & Human Services

The second largest shortfall in NEI—$34.1 million or 40.2%—is in Health and Human Sservices.
Assuming the various social welfare programs of the Family & Social Services Agency are
administered comparably across the state, then to have a shortfall isdesirable. Given the
assumption, the shortfall is an indicator of the relative economic health of residentsin NEI compared
to the remainder of the State.

Remaining Shortfall

The remaining portion of the shortfall—13.0%—occurred among transportation, economic
development and miscellaneous distributions.
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Reasonsfor the Shortfall

The question naturally arises as to why NEI residents and businesses experienced such alarge
shortfall in state funds during the 1994 - 1996 period. To even begin to answer that question, one
needs to distinguish between “formula’ funding and “ discretionary” funding.

“Formula’ Funds

Some funds are distributed on the basis of formula—higher education and the “basic grant” portion
of K-12 education being prime examples. (The basic grant constitutes over 80 percent of the state
funding for K-12 education.) Any relative underfunding in “formula’ driven funds obviously isa
result of the “formula.” No analysis of funding “formulas’ was conducted.

“Discretionary” Funds

Some funds are distributed based upon applications—the various commerce department programs
being good examples. In order to receive funds, there must be (1) an application and (2) an approva
of the application. Accordingly, differencesin relative funding could result from differencesin
application rates among geographical areas and/or differences in the rates of approval among
geographical areas. No analyses were conducted of either of these potential sources of the shortfall
in funding experienced in NEI.
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