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The Program Review and Investigations Committee is a 16-member bipartisan committee.
According to KRS Chapter 6, the Committee has the power to review the operations of state
agencies and programs, to determine whether funds are being spent for the purposes for which
they were appropriated, to evaluate the efficiency of program operations and to evaluate the
impact of state government reorganizations.

Under KRS Chapter 6, all state agencies are required to cooperate with the Committee by
providing requested information and by permitting the opportunity to observe operations.  The
Committee also has the authority to subpoena witnesses and documents and to administer
oaths.  Agencies are obligated to correct operational problems identified by the Committee and
must implement the Committee's recommended actions or propose suitable alternatives.

Requests for review may be made by any official of the executive, judicial or legislative
branches of government.  Final determination of research topics, scope, methodology and
recommendations is made by majority vote of the Committee.  Final reports, although based
upon staff research and proposals, represent the official opinion of a majority of the Committee
membership.  Final reports are issued after public deliberations involving agency responses and
public input.
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FOREWORD

In June of 1992, the Program Review and Investigations Committee directed its
staff to do an analysis of earmarked taxes, restricted use and off-budget funds.
The resulting report was adopted by the Program Review and Investigations
Committee in October, 1992, for submission to the Legislative Research
Commission.

The report is the result of the time and effort of Mike Greenwell and Susie Reed.
Our appreciation is also expressed to those agencies which contributed to the
development of the data base for this report.

Vic Hellard, Jr.
Director

Frankfort, Kentucky
September, 1992
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MEMORANDUM

TO: The Honorable Brereton C. Jones
The Legislative Research Commission
and Affected Agency Heads and Interested Individuals

FROM: Senator Susan Johns, Co-Chairman
Representative C. M. "Hank" Hancock, Co-Chairman
Program Review and Investigations Committee

DATE: March 25, 1992

RE: Program Evaluation:  Kentucky Earmarked Taxes, Restricted
Use and Off-Budget Funds

Attached is the final report of a study of Kentucky's Earmarked Taxes,
Restricted Use and Off-Budget Funds, directed by the Program Review and
Investigations committee.  This report compiles information on three categories
of funds:

Earmarked Revenues
Off-Budget Funds, and
Restricted Agency Revenues

The funds, combined, total $4 billion annually.  From a budgeting
standpoint, the restricted nature of these funds generally prevents their being
channeled to new purposes and may perpetuate existing funding levels that are
greater or lesser than actual need.
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REPORT SUMMARY

This report provides an analysis of restricted use funds.  There are three
categories of such funds:

• Earmarked Revenues (these are dedicated taxes or fees, the revenue from
which must be used to fund the cost of specific programs, e.g., gasoline
taxes used to fund highway programs);

• Restricted Agency Funds.  These funds are defined as:

. . .all receipts from revenue and non-revenue sources of a budget
unit restricted as to purpose by statute, including the budget act.
The restricted purpose may be broad and general or specific and
narrow.  The permissible use of these resources may be
discretionary and unrestricted as to obligation.  Restricted funds
may include financial accounting system fund types appropriated by
the Legislature.

• Off-Budget Funds.  No clear definition of these exists; practically-speaking,
these are entities created for a defined purpose, e.g., housing or student
loans; they are generally quasi-governmental entities:

• Which don't receive a biennial appropriation in the
state budget;

• Whose funds are not credited to the state treasurer;
• That operate under charter, bylaws or Articles of

Incorporation, as an adjunct to an agency;
• Which may be assigned to operate within a

governmental agency but are not completely
controlled by that budget unit;

• Whose governing body may be appointed by the
Governor and/or be determined by a government
budget unit; and

• Which may be defined by statute but are not declared
by specific statute to be subject to a direct
appropriation.

The restricted nature of these funds may prevent their being channeled to
new purposes or may perpetuate existing program funding levels that are
greater or lesser than actual need.

According to budget professionals, the negative aspect of dedicating
funds to specific programs is that generated funds are rarely in line with program
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need.  For example, the Fireman's Fund, the Law Enforcement Fund, and the
Dept. of Fish and Wildlife carry balances of several million dollars each year.

Earmarking in Kentucky has dropped from 46% of tax revenue in 1954 to
21% in 1988 (compared with 23% nationally).  Most of Kentucky's earmarked
funds are for highway programs.  Kentucky is very similar to other states in its
percentage of earmarked revenue and the uses of such revenue.

Agency restricted funds exceeded $675 million in FY '91.  These funds
are generated and invested by 26 agencies and 53 executive branch boards,
commissions and councils.  A listing of the agencies and boards is found on
page 15-23 of this report.

Entities receiving off-budget revenues tend to operate independently with
the funds entrusted to them and it is difficult to identify fund balances, due to
their limited reporting requirements.  Some examples of off-budget agency funds
are:

• County Sinking Fund (i.e. Hospital and Courthouse Bonds);

• Non-Expendable Trust Fund (Kentucky Historical Society);

• Legislative Research Commission (Ford Foundation Grant);

• General Government Cabinet (Agriculture Grain Insurance, AG Child
Victims);

• Education & Humanities (EP & M School Reward);

• Tourism (Audubon Park Fund);

• Workforce Development Cabinet - Scholarship Trusts;

• Foundations within the public university systems, including athletic,
scholastic, research and physical plants, and hospital and medical complex
operating trusts;

• Credit union funds invested, out on loan, or held in cash;

• School Facilities Construction Commission bond proceeds;

• The Kentucky Housing Corporation bond proceeds invested, out on loan, or
held in cash; and

• City/county housing authorities, which disburse federal HUD dollars
regionally through private sector housing assistance or within publicly
owned housing.
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While the state annual and supplemental reports do provide information
on agencies' fiscal year beginning and ending cash account balances and
revenues received within the year, they do not reflect a true picture of all funds
expended, invested, or under the control of these entities or agencies.

Many agencies deposit their receipts in the state's overnight investment
pool, along with all other state revenues received by the state treasurer that are
not allotted to another account.  Periodically, the agencies request payment of
investment income, based on an estimate of the amount of funds they have
invested.  The Office of Investment and Debt Management and the State
Treasurer claim to pursue an aggressive investment program, maximizing
investments within time and volume allowances to keep the state's dollars
earning at their greatest potential.  While this is the rightful mission of OIDM, it
admits difficulty in determining specifically whose funds are invested and for how
long.  An agency may declare it has $2 million in agency receipts invested with
the State Treasurer during a quarter and request payment of investment income
for that period.  It may receive a return for the full $2 million, even though it may
in fact have expended 3/4 of the funds during the quarter.  In other words,
agencies receive interest income (periodically) based on recorded deposits, not
average daily balances.  Such an over-payment would be at the expense of
other general fund proceeds in the overnight investment pool.

Two factors could explain why overpayment of investment income would
not be easily detected:

• All investment income is new money, not reflected in any existing fund
balance on record; or

• As the state acquires new revenues from taxes and fees (daily), these funds
are moved to accounts for allotment or investment.  Revenues collected
could be invested overnight or for longer duration.
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CHAPTER 1

INTRODUCTION

Not everything spent by state government is listed in the budget or comes
out of the General Fund.  Similarly, not all revenues received by the state are
available to allocate in the areas of most critical need, as determined by the
Legislature.

This report compiles information on three categories of funds
administered by Kentucky state government agencies which are off-budget or
earmarked for specific use and therefore unavailable for reallocation to other
government purposes.  These funds are categorized as:

Earmarked Revenues, taxes and user fees, the proceeds of which are
dedicated to finance specific programs, such as a gasoline tax to
fund highway construction;

Off-Budget Funds, those funds administered by either government or
quasi-government agencies whose annual revenues and
expenditures are not identified in the state budget; and

Restricted Agency Revenues, all receipts from revenues and non-revenue
sources of an agency identified in the state budget that are
restricted to their use by statute.

From a budgeting standpoint, the restricted nature of these funds may
prevent their being channeled to new purposes or may perpetuate existing
program funding levels that are greater or lesser than actual need.

Table 1.1 provides a breakdown of the general categories of funds which
are restricted in use.  Combined earmarked taxes, agency controlled receipts
and those off-budget funds controlled by state or quasi-state agencies identified
in this report total $4 billion a year.  This figure does not include state retirement
systems funds, totaling an additional $10.3 billion of off-budget funds.  The
state's annual debt service payments are $568,000,000 for bonds, including
$155,000,000 for transportation bonds, to support a total bond indebtedness of
$3.7 billion.
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Table 1.1

___________________________________________________
Restricted Revenues and Funds

___________________________________________________
REVENUE

Dedicated taxes and fees* $727,000,000
FUNDS

A) Off budget quasi-government
entity  funds (including retirement
systems)

$12,028,385,126

B) Restricted Agency funds
(including Boards and
Commissions

$1,398,597,822

C) Debt service funds 568,064,000
Total All Fees A - C $13,995,046,948

___________________________________________________
*includes fishing and hunting licenses ($11,359,221) and motor boat registration
licenses.
SOURCE:  Compiled by Program Review staff from information received from
the Kentucky State Treasurer.
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CHAPTER 2

EARMARKED REVENUES

Earmarking or dedicating taxes and fees is the practice of requiring by law
that the revenues generated from specific taxes or fees be used to fund the cost
of specific programs.  An example is the use of taxes generated from gasoline
sales to fund highway programs.

While earmarking taxes has been practiced by states for many years, it
has become the focus of renewed interest in states which face the need to raise
revenues to meet the increasing cost of delivering governmental services.

Advocates of earmarking view it as a more politically expedient method of
passing a tax increase, while insuring that revenues generated are not diverted
to other programs.  State budget directors and legislative budget committee
members tend not to favor this practice because it removes the flexibility to move
funds between programs, as needed, to balance the budget.  This lack of
flexibility can lead to problems during economic downturns, when revenues fall
short of estimates and program costs increase.

According to budget professionals a negative aspect of dedicating funds
to specific programs is that the revenues generated from earmarked sources are
rarely in-line with the actual program needs.  If the funds generated are
insufficient the programs suffer without supplemental funding.  If the earmarked
funds are in excess of program needs the surplus can not be transferred easily
(if at all) to other needy budget areas.  As examples, the Fireman's Fund, the
Law Enforcement Fund, and the Department of Fish & Wildlife all carry forward
balances of several million dollars each fiscal year.  They defend their ownership
of these funds, and a need to reserve them for future expenditures, rather than
release them back to the general fund for reallocation.

Earmarking in Kentucky

Kentucky has earmarked taxes and fees since before 1954.  In that year
46% of Kentucky's tax revenue, compared to 51% nationally, was earmarked for
specific programs or to recipient users, including local governments.  In 1963 the
KY percentage dropped to 29% of revenues earmarked, compared to 41%
nationally.  In 1984 only 16% of Kentucky tax revenues were earmarked, as
compared to 21% nationally.
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Kentucky Highways Receive the Bulk of Dedicated Revenues

Tables 2.1 and 2.2 show the taxes or fees in Kentucky that were
earmarked in the years of 1984 and 1988 and the amount in dollars dedicated to
specific programs or recipients.

Motor fuels or vehicle use taxes and fees make up the bulk of Kentucky's
dedicated state revenues.  Of the $446 million in dedicated revenues shown in
1984, $422 million, or 95%, was generated by motor fuels and vehicle uses.  In
1988, motor fuels and vehicle use made up $618 million of the $720 million in
dedicated state tax revenues, or 86%.  These revenues are earmarked for
construction or renovation of Kentucky's state highway infrastructure.
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Table 2.1

Earmarked Revenues in Kentucky
FY 1984

TYPE OF TAX TOTAL REVENUE
EARMARKED

RECIPIENT

Sales or Gross Receipts Taxes
Tobacco/Cigarettes $3,200,000 UK Tobacco Research
Pari-Mutuel/Racing $2,400,000 KY Standard bred Development

Fund.
KY Thoroughbred Development
Fund.
Equine Research Independent
Fund.

Highway User Taxes
Motor Fuels $422,000,000 State Highway Fund
Vehicle Usage
Vehicle Registration County & Municipal Roads

Licenses
Motor Boat
Registration

$1,600,000 Water Patrol, D.N.R.

Fishing & Hunting $8,300,000 Dept. of Fish and Wildlife

Miscellaneous Taxes
Coal Severance $3,800,000 Coal Road Fund, Debt Service

Mineral, Gas
Severance

$4,600,000
Liquefaction/Gasification
Demonstration Project

Total Dedicated
Revenue

$445,900,000

Total Tax & Fee
Revenue

$2,798,700,000*

Percentage
Earmarked to Total 16.0%
*As adjusted for comparison to the 50 states in NCSL study "Earmarking State
Taxes", M. Fabricius & R. Snell.

SOURCE:  Compiled by Program Review staff from information received from
the Kentucky State Treasurer.
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Table 2.2

Earmarked Revenues in Kentucky
FY 1988

TYPE OF TAX TOTAL REVENUE
EARMARKED

RECIPIENT

Sales or Gross Receipts Taxes
Tobacco/Cigarettes $2,970,000 UK Tobacco Research
Pari-Mutuel/Racing $2,430,000 KY Standard bred Development.

Fund.
Pari-Mutuel/Racing $630,000 KY Thoroughbred Development.

Fund.
Pari-Mutuel/Racing $1,110,000 Equine Research Independent.

Fund.

Highway User Taxes
Motor Fuels $322,000,000 State Highway Fund
Vehicle Usage $191,000,000 State Highway Fund
Vehicle Registration $76,700,000 County & Municipal Roads
Miscellaneous $28,000,000 County & Municipal Roads

Licenses
Motor Boat Registration $2,000,000 Water Patrol, D.N.R.
Fishing & Hunting $12,500,000 Dept. of Fish and Wildlife

Miscellaneous Taxes
Coal Severance $48,000,000 Coal Road Fund, Debt Service

Mineral, Gas Severance
Liquefaction/Gasification
Demonstration Project

Insurance Fees $28,000,000 Fire Fighters Law Enf. Fnd
Insurance Fees $4,500,000 Fire & Tornado Self-Ins. Fund
Total Dedicated
Revenue

$719,840,000

Total Tax & Fee
Revenue

$3,740,291,000*

Percentage Earmarked
to Total 19.0%
*If adjusted for comparison to the 50 states in NCSL study "Earmarking State Taxes",
M. Fabricius & R. Snell.  The actual 1988 tax base would $3,556,640,000, excluding
$184,000,000 in state license fees collected in KY but not included in the NCSL study.

SOURCE:  Compiled by Program Review staff from information received from
the Kentucky State Treasurer.
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Kentucky's License Fees and Other Agency Receipts

Taxes are not the only source of revenue levied by the state and
earmarked for specific purposes.  Several governmental agencies levy user fees
or license fees authorized by law.  Often these are identified within Kentucky's
executive budget as agency receipts.  Another source of revenue is the
Kentucky Lottery.

According to the "1990 Revenue Estimates and Initiatives," some $350
million in licenses, fees, and privilege taxes were collected for FY 1988.

FY 1990 - 1992 Agency Receipts May Total $1.3 Billion

The 1990 -1992 Executive Budget estimates agency receipts at $607
million for FY 1990, including current receipts and balances forwarded.
Estimated receipts alone amount to $512 million.  This figure does not include
$642 million in road funds, $49 million in KY Turnpike Authority bond funds, or
$642 million in Higher Education agency receipts. Combined, these estimated
receipts amount to $1.3 billion generated for specific agency use. While not
included and considered as earmarked taxes in national studies, these funds,
generated and controlled by the agencies within state governments, represent a
considerable amount of the states' revenues.  These funds are not available to
be moved to other areas of government where needs are identified without
legislative intervention.

National Trends

The National Conference for State Legislatures has generated two
studies (May, 1987 & Sept., 1990) entitled "Earmarking State Taxes," which
compare the taxes and programs earmarked within the fifty states since 1954.

Dedicated Tax Revenues Within the States Has Leveled off at 23%

The NCSL study surveyed the 50 states to determine the extent of
revenue earmarking within the states, and to identify those taxes and the
programs receiving the dedicated funds.  Table 2.3 lists the proportions of states
and tax revenues earmarked for fiscal years 1954, 1963, 1979, 1984, and 1988.
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Nationally, the percentage of earmarked state tax revenues has dropped
from 51% in 1954 to 23% in 1979 and 1988.  While the percentage of revenues
earmarked for specific programs dropped 28% in the 25 years between 1954
and 1979, it has remained relatively constant in the ensuing 10 years, with only
a slight upturn nationally from 21% in 1984 to 23% (16% to 19% in Kentucky) in
1988.

Between 1984 and 1988 we find 22 states increasing the proportion of
revenues earmarked, while 21 states decreased and 3 remained the same.
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Table 2.3
Dedicated State Taxes Proportion of Revenues

Earmarked to Specific Programs
Fiscal Years 1954, 1963, 1979, 1984 and 1988

STATE 1954 1963 1979 1984 1988
New England
Connecticut 26% 23% 0% 1% 12%
Maine 46% 39% 19% 20% 17%
Massachusetts 56% 54% 41% 40% N/A
New Hampshire 53% 54% 31% 24% 24%
Rhode Island 6% 4% 0% 1% 5%
Vermont 42% 39% 23% 23% 12%

Mid Atlantic
Delaware 0% 3% 0% 5% 7%
Maryland 47% 40% 34% 24% 20%
New Jersey 7% 2% 25% 39% 36%
New York 13% 10% 0% 6% N/A
Pennsylvania 41% 63% 15% 15% 14%

Great Lakes
Illinois 39% 43% 14% 18% 21%
Indiana 49% 39% 43% 33% 30%
Michigan 67% 57% 38% 39% 35%
Ohio 48% 48% 21% 18% 19%
Wisconsin 63% 61% N/A 12% 12%

Plains
Iowa 51% 44% 19% 13% 21%
Kansas 77% 66% 29% 25% 21%
Minnesota 73% 74% 12% 13% 14%
Missouri 57% 40% 20% 29% 30%
Nebraska 55% 53% 41% 29% 22%
North Dakota 73% 43% 29% 21% 22%
South Dakota 59% 54% 33% 32% 27%

Southeast
Alabama 80% 87% 88% 89% 89%
Arkansas 41% 36% 21% 18% 17%
Florida 40% 39% 28% 28% 26%
Georgia 29% 22% 11% 9% 8%
Kentucky 46% 29% N/A 16% 19%
Louisiana 85% 87% 5% 4% 9%
Mississippi 40% 37% N/A 30% 26%
North Carolina 38% 30% 20% 8% 14%
South Carolina 69% 62% 56% 55% 44%
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Table 2.3 Continued
Dedicated State Taxes Proportion of Revenues

Earmarked to Specific Programs
Fiscal Years 1954, 1963, 1979, 1984 and 1988

STATE 1954 1963 1979 1984 1988
Southeast
Continued
Tennessee 72% 77% 60% 61% 66%
Virginia 39% 32% 27% 24% 25%
West Virginia 57% 39% 21% 21% 20%

Southwest
Arizona 47% 51% 31% 29% 32%
New Mexico 80% 31% 36% 44% 47%
Oklahoma 62% 59% N/A 43% 24%
Texas 81% 66% 54% 20% 24%

Rocky Mountain
Colorado 75% 51% 17% 25% 18%
Idaho 51% 44% 38% 32% 25%
Montana 61% 53% 55% 60% 72%
Utah 74% 62% 52% 48% N/A
Wyoming 61% 64% 54% 69% N/A

Far West
Alaska N/A 6% 1% 2% 9%
California 42% 28% 12% 13% 12%
Hawaii N/A 7% 5% 5% 6%
Nevada 55% 35% 34% 52% 49%
Oregon 47% 36% 23% 19% 23%
Washington 35% 30% 29% 26% 29%

Percent of Total
Taxes Nationally
Earmarked*

51% 41% 23% 21% 23%

*The total amount of taxes and fees collected nationally that were earmarked to specific
programs.  This is not an average of these states' percentage.

NOTE:  N/A - not available.

SOURCE:  1954 and 1963, Tax Foundation, Earmarked State Taxes; Prepared by the
Program Review staff from data provided by the National Conference for State
Legislatures, "Earmarking State Taxes", Sept. 1990.  Amended by Program Review
staff to include Kentucky data.
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Dedicated Tax Revenues Are Similar Across States

Generally those programs receiving dedicated taxes and fees in the other
states are similar to those in Kentucky.  Table 2.4 shows a summary of the major
state taxes earmarked and where funds were used in fiscal year 1988.  Of the 13
major revenue-producing categories listed, 9 are representative of tax or fee
categories dedicated to specific purposes in Kentucky.  Additionally, of the 9
major program categories receiving earmarked funds, 7 of these categories
include Kentucky.

Of the 46 states (Appendix B), motor fuel and vehicle registration taxes
were earmarked by 45 and 35 states respectively.  Alcoholic beverage taxes
were earmarked by 29 states, while 26 and 27 states dedicated general sales
and insurance taxes respectively.

Appendix A provides a breakdown by state and region of the types and
percentage of taxes dedicated.  The recipients of those dedicated proceeds are
also indicated.  Kentucky did not respond to the NCSL survey and was omitted
from this table.  However, Tables 2.1 and 2.2 can provide the detail on
Kentucky's earmarked revenues.  Most states earmark motor vehicle and fuel
taxes for highway construction.  In Kentucky, these taxes make up the bulk of
dedicated revenues.
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CHAPTER 3

RESTRICTED AGENCY FUNDS

Restricted funds are defined in the 1992/94 Budget Request Manual as:

. . .all receipts from revenue and non-revenue
sources of a budget unit restricted as to purpose by
statute, including the budget act.  The restricted
purpose may be broad and general or specific and
narrow.  The permissible use of these resources may
be discretionary and unrestricted as to obligation.
Restricted funds may include financial accounting
system fund types appropriated by the Legislature.

These funds include: agency revenue funds (13), enterprise funds,
internal services funds, workers' compensation funds, and selected
expendable trust funds.

Generally these restricted funds are generated from fees, service
charges, sales or rental income, tuition, donations, grants or receipts from
private sources and fiduciary funds held by state agencies in trust.

Agency Restricted Funds Exceeded $675 Million in FY '91

The Commonwealth of Kentucky Comprehensive Annual Financial Report
and the Supplemental Information Report identify the funds of state agencies,
boards and commissions that are administered, invested, or deposited by the
state.  The funds of state agencies identified as restricted are expended or
invested by the agencies somewhat independently, with little control by the
Governor or Legislature.  The 26 agencies listed in Table 3.1 as having
restricted funds show a 1990 - 1991 fiscal year ending balance of $68 million.
There was an additional $66 million in funds invested by those agencies.

Operations of boards, commissions, and councils are more independent
of state government control than those of other state agencies.  Their funds are
also less affected by controls of the Governor or the Legislature.  Generally their
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funds are derived from licenses and fees collected from the professions or
industries with which they are associated.

In June 1991, there were 53 executive branch boards, commissions or
councils which were administrators for restricted agency revenue funds,
including 28 boards and 11 commissions in Kentucky.  These boards and
commissions, listed in Table 3.2, had an ending balance of $21.5 million.  There
was an additional $2 million in funds invested by the state Office of Investment
and Debt Management in the name of those boards and commissions.  Table 3.2
shows that $29.6 million in restricted funds were received by boards and
commissions in FY 1991.
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CHAPTER 4

OFF-BUDGET FUNDS

Within the framework of Kentucky governmental finance there are
revenues generated and expended by units of government that are either not
included in the biennial budget or are unavailable to be reallocated to other
governmental purposes by the Legislature.  This chapter reports on those fund
sources and fund pools, which are administered by both state and quasi-state
agencies or entities.  These non-appropriated revenues are not part of the state
tax base and are therefore unavailable for reallocation to other essential
governmental services that are not sufficiently funded.  These revenues are
administered at the discretion of the controlling entities, with limited legislative
oversight.

No clear definition  of off-budget entities exists in the Kentucky Statutes,
Administrative Regulations, the State Budget or the Budget Manual.  Practically
speaking these are entities created for a defined purpose, e.g., housing or
student loans.

Generally they are quasi-governmental entities:

• which don't receive a biennial appropriation in the state budget;

• whose funds are not credited to the state treasurer;

• that operate under charter, bylaws, or Articles of Incorporation, as an
adjunct to an agency;

• which may be assigned to operate within a government agency but are not
completely controlled by that budget unit;

• whose governing body may be appointed by the Governor and/or be
determined by a government budget unit; and

• which may be defined by statute but are not declared by specific statute to
be subject to a direct appropriation.
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The legislature may exercise some control through statutory creation and
appointment determination, but these entities tend to operate independently with
the funds entrusted to them.

Any surplus moneys remain within the agency.  They are deposited in
cash accounts or interest bearing accounts, increasing in balance until the
agency chooses to expend them.  In some instances agencies could declare
unexpended funds surplus and allow them to lapse to the General/Surplus Fund
Account or other fund source from which they were appropriated, as specified in
KRS Chapters 45 and 48.

It is difficult to identify fund balances and fund expenditures for off-budget
entities, due to their limited reporting requirements.  If the Finance and
Administration Cabinet has responsibility for deposit or investment of any of the
agencies' program funds, or the issuance of bonds, then the FAC Division of
Accounts maintains some accounting of their transactions and funds.  The list of
funds administered by off-budget entities shown in Table 4.1 includes all funds
that are deposited, invested, or accounted for by the state treasurer or the
Finance Cabinet's Division of Accounts or Office of Financial Management and
Economic Analyses.  Additional entities and their funds have been included
where identified by Program Review staff.  Fund balances or projected cash
receipts for several of the agencies listed in Table 4.1 should not be construed
as gross totals.  Other funds could be administered outside of those
acknowledged by the reporting systems referenced above.  Most notable of
these would be the various foundations associated with the state's universities.
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Identifiable Off-Budget Funds Total $4 Billion in FY '91

The off-budget funds listed in Table 4.1 are those funds administered by
quasi-governmental units for their own purposes.  Off-budget funds reported in
Table 8 show a total ending balance of approximately $345 million for the fiscal
year ending June 1991, with revenue receipts of $4.2 billion.

According to data contained in the Finance & Administration Cabinet's
"Agency Investment Report", and "the Investment Security Portfolio," funds
invested for off-budget Entities total $8.3 billion for FY 90-91.  This figure
includes the various retirement systems, which total $7.96 billion, or 96% of
funds.  Of the $4.2 billion total funds received in FY '91, $2.4 billion, or 57%, are
funds annually received by the retirement systems.

Other quasi-governmental entities operate and control considerable funds
that are not included in Table 8 because they are not invested or administered
through the state treasurer or Finance and Administration cabinet.  These
include:

• Foundations within the public university systems, including athletic,
scholastic, research and the physical plant, and the hospital and medical
complex operating trusts;

• Credit union funds invested, out on loan, or held in cash;

• School Facilities Construction Commission bond proceeds;

• The KY Housing Corporation bond proceeds invested, out on loan, or held
in cash; and

• City/county housing authorities, who disburse federal HUD dollars
regionally through private sector housing assistance or within publicly
owned housing.
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CHAPTER 5

PROBLEMS AND NEEDS

Oversight of Off-Budget Entities

This chapter is an  investigation of restricted-use funds and those off-
budget funds of quasi-governmental entities, identifying  some barriers to their
use for other governmental purposes.  The extent of these funds is substantial.
In 1991-92, agency receipts exceeded $675 million, and when earmarked taxes,
agency receipts and off-budget funds are all combined, over $4 billion is
identified.  This total does not include government retirement system funds.

In recent years, Kentucky and many other states have realized that
revenues aren't keeping pace with demand for governmental services.
Legislatures must increasingly consider all funding avenues before resorting to
tax increases.   Kentucky is no exception.  However, the restricted nature of
these funds generally prevents surpluses being channeled to other purposes,
regardless of any greater need, and restrictions on fund use may perpetuate
greater program funding levels than are actually needed.  Surplus funds are held
captive.

Minimal reporting requirements on these funds and their uses frequently
means that budget oversight and quality and cost control are neglected.  Solving
these problems would require altering present statutes and administrative
regulations.

The Legislature may be satisfied that the agencies are operating within
the scope of legislative intent, and therefore conclude that those agencies
should retain control of present funds. It may, however, prefer to institute a
mechanism for the ongoing monitoring of agencies' fiscal activities, including
annual audit reporting.

The Kentucky Debt Capacity Task Force released a report that included a
statement of concern that sufficient legislative or executive oversight of the fiscal
and debt-incurring activities of these agencies or entities does not exist.
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Some limited legislative oversight does exist for several off-budget
entities.  The Appropriations and Revenue and Capital Projects and Bond
Oversight Committees hear reports from several of these entities (including the
Kentucky Development Finance Authority and the Kentucky Housing
Corporation) during the budget request process and when their bonds are being
processed for issuance under the agencies' debt-incurring authority.

The Legislature considers  and passes legislation during most sessions
that affects the state contribution, eligibility, or retirement payments to members
of the Kentucky retirement systems.  However, it has not focused on oversight of
their investments or the administration of the funds.

The Division of Accounts publishes annual cash transactions in its 2170
Report and supplemental reports.  These reports provide information on
expenditure and revenue transactions of off-budget entities that detail beginning
and ending balances by fiscal year and fund.

Some off-budget, quasi-government agencies choose to release annual
reports, but these seldom include an extensive review of revenues and
expenditure.  More detailed auditing or 5-10 year sunset reviews of off-budget
quasi-state governmental entities may provide more scrutiny and oversight.
Some off-budget entities are now required by statute to be independently
audited (as with the Kentucky Lottery Corporation). A percentage of off-budget
fund sources could be characterized as state revenues, in the form of fees,
licenses, or permits, and should therefore be identified in the budget.

Identifying Cash and Investment Balances Held by Agencies is Difficult

While the state annual and supplemental reports do provide information
on agencies' fiscal year beginning and ending cash account balances and
revenues received within the year, they do not reflect a true picture of all funds
expended, invested, or under the control of these entities or agencies.

Many agencies deposit their receipts in the state's overnight investment
pool, along with all other state revenues received by the State Treasurer that are
not allotted to another account.  Periodically, the agencies request payment of
investment income, based on an estimate of the amount of funds they have
invested.  The Office of Investment and Debt Management and the State
Treasurer claim to pursue an aggressive investment program, maximizing
investments within time and volume allowances, to keep the state's dollars
earning at their greatest potential.  While this is the rightful mission of OIDM, it
admits difficulty in determining specifically whose funds are invested and for how
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long.  An agency may declare it has $2 million in agency receipts invested
during a quarter and request payment of investment income for that period.  It
may receive a return for the full $2 million, even though it may in fact have
expended 3/4 of the funds during the quarter.  Such an overpayment would be at
the expense of other general fund proceeds in the overnight investment pool.

Two factors could explain why overpayment of investment income would
not be easily detected.

• All investment income is new money not reflected in any existing fund
balance on record.

• As the state acquires new revenues from taxes and fees (daily), they are
moved to accounts for allotment or investment.  Revenues collected could
be invested overnight or for longer duration.
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Earmarking for Local Government
Fiscal Year 1988

State Type of Tax
Percent

 Dedicated Recipient

New England
Maine General sales 5.1 Local government

Personal/corporation income 5.1 Local government
New Hampshire Gasoline 12.0 Municipalities
Rhode Island Personal income 6.1 a Cities and towns

General sales 6.1 Cities and towns
Pari-mutuel 30.0 Cities and towns

Mid-Atlantic
Maryland Property 78.0 Local government (and other)

Alcoholic beverage 36.0 Local government
Tobacco 23.0 Local government
Horse racing 67.0 Local government (and other)

New Jersey Public utilities 78.0 Municipalities
Realty transfer 50.0 Housing-counties
Insurance 12.0 Counties and cities
Bank stock 20.0 Counties and cities

Pennsylvania Foreign fire insurance 100.0 Municipal pensions
Foreign casualty insurance 100.0 Municipal pensions
Oil company franchise 5.0 Local roads

Great Lakes
Illinois Personal/corporation income 8.3 Cities and counties

Motor fuel 46.4 b Local highways
Inheritance 6.0 Distributed to county of residence

Indiana Tobacco 29.0 Local police pensions
0.2 Cities and towns

Alcoholic beverage 7.0 Local police pensions
18.5 Cities and towns

Motor fuel 8.2 Local roads
Death and gift 8.0 Collecting county
Intangibles 22.5 Counties

Michigan General sales 15.0 Local government
Liquor 29.7 Local government
Pari-mutuel 86.6 Local government
Personal income 6.9 Local government
Single business 13.3 Local government
Intangibles 11.9 Local government

Ohio General sales 4.5 Local Government Fund c

Pari-mutuel 23.9 Local government
Personal income 6.3 Library and local government

4.5 Local Government Fund
Corporate income 4.5 Local Government Fund
Motor fuel 24.0 Local highways
Motor vehicle license 61.0 Counties

6.0 Townships
Alcoholic beverages 80.0 Local government
Intangibles 62.1 County Local Government Fund
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Public utilities 4.5 Local Government Fund
Wisconsin Real estate transfer 20.0 Counties

Plains
Iowa Franchise 40.0 Counties

60.0 Cities
Real estate transfer 24.9 Counties
Motor vehicle registration 2.6 Counties

Kansas General sales 4.0 Local government
2.9 Cities and counties

Alcoholic beverage 19.3 City or county of origin
Motor fuel 40.5 Local highways
Motor vehicle registration 6.1 Counties
Motor carrier property 100.0 City/county highways
Bingo 37.5 County/city or origin
Severance 3.5 Counties

Minnesota Motor vehicle registration 29.0 County state-aid highways
9.0 Municipal roads

Gasoline 29.6 County state-aid highways
9.0 Municipal state-aid roads

Mortgage and deed 100.0 County AFDC offset
Taconite production 23.0 Counties

19.0 Property tax relief
13.3 Cities and towns

Missouri Financial institution 98.0 Local government
Motor fuel 15.0 City roads

10.0 County roads
Motor vehicle registration 6.0 City roads

4.0 County roads
Nebraska Insurance 15.0 Counties

15.0 Cities
Motor fuel 37.8 County and city highways
Motor vehicle registration 23.3 County roads

23.3 City roads
Motor vehicle sales 23.3 County roads

23.3 City roads
North Dakota Cigarette 11.0 Cities

Vehicle and aviation fuel 23.0 County highways
14.0 City highways

Death and gift 100.0 County/city of origin
Oil and gas production d County of origin
Coal severance 33.0 Coal-producing counties
Coal conversion e County/city of origin

South Dakota Inheritance 10.0 Counties
Bank franchise 73.3 Counties
Energy severance 50.0 Counties
Liquor 25.0 Counties
License plate 96.0 Counties

Southeast
Alabama Severance 44.2 Counties

Alcoholic beverage 5.6 Counties
2.8 Cities

Motor fuel 42.9 Counties/cities
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Petroleum inspection 13.7 Counties
2.8 Cities

Motor vehicle registration 20.4 Counties/cities
Arkansas Pari-mutuel 5.0 County/city of origin (and other)

Motor fuel 15.0 County roads
15.0 City roads

Severance 25.0 Counties
Motor vehicle registration 15.0 City roads

15.0 County roads
Ton/mile 15.0 City roads

15.0 County roads
Driver search 15.0 County roads

15.0 City roads
Title transfer 15.0 County roads

15.0 City roads
Motor boat registration 44.0 Counties

Florida General sales 9.0 Local government
Tobacco 48.8 Cities

3.8 Counties
Insurance 24.2 Municipal police and fire
Pari-mutuel 23.4 Counties
Alcoholic beverage 1.1 Cities

1.0 Counties
Motor fuel 18.2 City highways

18.2 County highways
Motor vehicle registration 5.7 Local government
Motor boat license 28.2 Local boating projects
Intangibles 54.4 Counties
Solid minerals 5.1 Counties
Oil and gas 14.0 Counties

Louisiana Pari-mutuel 22.4 Parish/municipal
Insurance 5.7 Fire departments
Beer 100.0 Collecting parish
Tobacco 12.2 Cities (in amount appropriated)
Motor fuel 0.4 Ports (local)
Severance 5.4 Parishes
General sales 0.4 Tourism (local)

Mississippi General sales 16.9 Municipalities
Insurance 5.7 Municipalities

2.1 Counties
Alcoholic beverage 2.7 Municipalities
Oil severance 18.1 Counties
Gas severance 33.2 Counties
Motor fuel 28.5 Counties
Title 50.0 Counties
Auto privilege 6.0 Counties

North Carolina Beer and wine 15.9 Cities
11.2 Counties

Alcoholic beverage 2.6 Counties, rehabilitation
4.3 County, law enforcement
3.7 County, alcohol education
34.4 County/city distribution
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Public utilities 49.2 Cities
General sales and use 0.3 Local government
Corporation income 11.3 County school facilities
Motor fuel 10.4 Cities and road construction

South Carolina Alcoholic beverage 31.6 Local government
Bank 45.4 Local government
Beer and wine 16.9 Local government
Personal income 6.5 Local government
Corporation income 6.5 Local government
Insurance 21.4 Local government
Motor fuel 84.8 Local government
Motor transport 26.4 Local government
Bingo 100.0 Local government

Tennessee General sales 4.6 Cities
Gross receipts 19.6 Counties

7.6 Cities
Beer 10.2 Counties

10.2 Cities
Alcoholic beverage 17.6 Counties/cities
Personal income 35.0 Counties/cities
Excise 1.3 Cities

2.1 Counties
Gasoline 13.8 Cities

27.7 Counties
Motor fuel 9.9 Cities

19.7 Counties
Petroleum products 12.9 Counties

20.8 Cities
Severance 93.3 Counties/cities
Mixed drinks 16.7 Counties

31.5 Cities
Virginia Alcoholic beverage 67.0 Cities and counties

Bank franchise 80.0 Local government
West Virginia Insurance 100.0 Municipal police and firefighters'

pensions
Liquor 100.0 Counties and municipalities
Coal severance 100.0 Counties
Municipal liquor 100.0 Cities and counties

Southwest
Arizona General sales 13.0 Counties

8.5 Cities
Personal income 13.0 Cities
Corporation income 13.0 Counties
Motor fuel 33.5 Cities and towns

20.0 Counties
Motor fuel 36.0 Cities, towns and counties
Motor vehicle license 20.5 Counties

19.4 Cities and towns
Operator's license 33.5 Cities and towns

20.0 Counties
Motor carrier 33.5 Cities and towns

20.0 Counties
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New Mexico Compensating (use) tax 8.2 Small cities
10.0 Small counties

Insurance 6.3 Local law enforcement
Motor vehicle excise 25.0 County and City Road Fund
Motor fuel 10.8 Counties and cities

3.3 County Road Fund
Special fuels 5.1 Counties and cities
Motor vehicle registration 20.0 County Road Fund

13.5 Counties and cities
Driver's license 2.6 County Road Fund

2.1 Counties and cities
7.9 Cities and other

Oklahoma Alcoholic beverage 12.9 Cities and towns
Motor vehicle excise 12.9 County roads

2.9 Cities and towns
Motor fuel 35.0 County roads

4.0 Cities and towns
Motor vehicle registration 2.9 Cities and towns

12.9 County roads
Oil and gas severance 7.0 County roads

Texas Mixed drinks 11.6 Cities
12.4 Counties

Motor fuel 0.5 Local highways
Tobacco 3.6 Local parks

Rocky Mountain
Colorado Cigarette 27.0 Local governmentsf

Severance 50.0 Local Government Impact feef

Idaho General sales 7.8 Cities
6.0 Counties

Alcoholic beverage 6.7 Counties
10.0 Cities

Motor fuel 32.3 Local highways
Montana Insurance 16.7 City police, firemen

Alcoholic beverage 19.2 Cities and counties
Corporation income 8.7 Counties
Video gaming 63.6 Local government
Motor fuel 13.7 Local highways

Far West
Alaska Public utilities 100.0 Borough/city government

Fuel (aviation) 60.0 City of origin
Fish 25-50.0 City of origin
Corporation income 30.9 Municipal assistance

California Tobacco 25.0 Cities
5.0 Counties

Motor fuel 47.0 City and county highways
Motor vehicle license 39.0 Cities

56.0 Counties
Hawaii Motor vehicle 41.6 Counties

Real property 100.0 Counties
Nevada General Sales 17.2 Counties

15.1 Cities
6.5 Special districts
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Cigarette 44.0 Cities
6.6 Counties

Alcoholic beverage 12.7 Cities
1.9 Counties

Gasoline 26.9 Counties, cities and towns for
highways

Oregon Tobacco 7.0 Cities
7.0 Counties

Alcoholic beverage 30.7 Cities
9.1 Counties

Motor fuel 18.9 Counties
11.9 Cities

Motor vehicle registration 7.0 Counties
4.4 Cities

Motor carrier 17.1 Counties
10.7 Cities

Operator's license 8.1 Counties
5.0 Cities

Timber severance 100.0 Offset local property tax
Property in-lieu 100.0 Local government

Washington Alcoholic beverage 21.8 Cities and counties
Motor fuel 19.0 City highways

22.3 County highways
Vehicle Excise 8.9 Cities and towns

4.8 Municipal sales and use tax
equalization

1.5 Counties
Timber excise 55.0 Local government

NOTES:

This table is based upon survey results from 45 states.
a.  Those Island:  This was capped at 5.1 percent in FY 1989.
b.  Illinois:  Motor fuel tax is earmarked through a complicated formula.
c.  Ohio:  Tax revenues received by the Local Government Fund are disbursed by the counties to the various localities.
d.  North Dakota:  Up to $1 million in collections, 60 percent go to counties; between $2 million and $2 million, 40 percent go to counties.
e.  North Dakota:  .25 mill per Kwh plus an annual fixed fee of .25 mill times 60 percent of yearly capacity.
f.  Colorado:  Statutorily, local governments are apportioned an amount equal to 27 percent of the proceeds.  The funds are distributed to
cities and towns in proportion to the amount of state sales tax collected in a jurisdiction relative to all state sales taxes collected.  Funds
are distributed to counties based on the percentage that collections in the unincorporated area of the county bear to sales tax revenues
statewide.

Note:  N/A - not applicable.

SOURCE:  1954 and 1964, Tax Foundation, Earmarked State Taxes; 1979, Montana, Office of the Legislative Fiscal Analyst, memo
(March 19, 1980); 1984, NCSL surveys conducted in 1985, 1986, and 1988, NCSL survey conducted in 1989.  Prepared and provided by
National Conference for State Legislatures, "Earmarking State Taxes, Sept. 1990, amended by Program Review staff to include Kentucky
data.
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STATES THAT EARMARK SPECIFIC TAXES
FISCAL YEAR 1988

Motor Fuel (45 states)

Kentucky &
Alabama, Alaska, Arizona, Arkansas, California, Colorado, Connecticut, Delaware, Florida,
Georgia, Hawaii, Idaho, Illinois, Indiana, Iowa, Louisiana, Kansas, Maine, Maryland, Michigan,
Minnesota, Mississippi, Missouri, Montana, Nebraska, Nevada, New Hampshire, New Mexico,
North Carolina, North Dakota, Ohio, Oklahoma, Oregon, Pennsylvania, Rhode Island, South
Carolina, South Dakota, Tennessee, Texas, Vermont, Virginia, Washington, West Virginia,
Wisconsin

Motor Vehicle Registration (35 states)

Kentucky &
Alabama, Arizona, Arkansas, California, Colorado, Connecticut,  Florida, Hawaii, Idaho, Indiana,
Iowa,  Kansas, Louisiana, Maine, Maryland,  Minnesota, Mississippi, Missouri, Montana,
Nebraska, Nevada, New Mexico, North Carolina, North Dakota, Ohio, Oklahoma, Oregon,
Pennsylvania, South Dakota, Tennessee, Texas, Washington, West Virginia, Wisconsin

Alcoholic Beverage (29 states)

Alabama, Arizona, Arkansas,  Colorado,  Florida,  Idaho,  Indiana,  Kansas, Louisiana, Maine,
Maryland, Michigan, Minnesota, Mississippi,  Montana,  Nevada, New Jersey,  New Mexico,
North Carolina, Ohio, Oklahoma, Oregon,  South Carolina, South Dakota, Tennessee, Texas,
Virginia, Washington, West Virginia

General Sales or Gross Receipts (26 states)

Alabama, Arizona, California, Colorado, Connecticut, Florida, Hawaii, Idaho, Illinois, Indiana,
Kansas, Louisiana, Maine, Michigan, Mississippi, Missouri, Nevada, New Mexico, North
Carolina, Ohio, Rhode Island, South Carolina, Tennessee, Texas, Virginia, Washington

Insurance (27 states)

Kentucky &
Alabama, Arizona, Arkansas, Colorado, Delaware, Florida, Idaho, Illinois, Indiana, Kansas,
Louisiana, Maine, Minnesota, Mississippi, Missouri, Montana, Nebraska, New Jersey, New
Mexico, Ohio, Oklahoma, Pennsylvania, South Carolina, Texas, Washington, West Virginia



Kentucky Earmarked Taxes, Restricted Use and Off-Budget Funds

48

Tobacco (25 states)

Kentucky &
Alabama, Alaska, Arizona, California, Colorado, Florida, Idaho, Illinois, Indiana, Louisiana,
Maryland, Michigan, Minnesota, Missouri, Montana, Nebraska, Nevada, New Mexico, North
Dakota, Ohio, Oklahoma, Oregon, Tennessee, Texas

Severance (22 states)

Kentucky &
Alabama, Alaska, Arkansas, Colorado, Kansas, Louisiana, Minnesota, Mississippi, Montana,
Nebraska, New Mexico, North Dakota, Ohio, Oklahoma, Oregon, South Dakota, Tennessee,
Texas, Washington, West  Virginia, Wisconsin

Operator's License (19 states)

Kentucky &
Arizona, California, Colorado, Florida, Idaho, Kansas, Maine, Missouri, Montana, Nevada, New
Mexico, North Dakota, Oregon, South Carolina, Virginia, Washington, West Virginia, Wisconsin

Personal Income (15 states)

Alabama, Arizona, Hawaii, Idaho, Illinois, Kansas, Maine, Michigan, Montana, New Jersey, Ohio,
Oklahoma, Rhode Island, South Carolina, Tennessee

Corporation  Income (14 states)

Alabama, Alaska, Arizona, Idaho, Indiana, Illinois, Maine, Maryland, Michigan (single business
tax), Minnesota, Montana, North Carolina, Ohio, South Carolina

Public Utilities (12 states)

Alabama, Alaska, California, Florida, Idaho, Montana, New Jersey, North Carolina, Ohio,
Oklahoma, Oregon, Texas

Pari-mutuel (12 states)

Kentucky &
Arizona, Arkansas, California, Florida, Illinois, Louisiana, Maine, Michigan, Minnesota, New
Jersey, Ohio
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Property (10 states)

Alabama, Hawaii, Kansas, Maryland, Montana, North Dakota, Nevada, New Mexico,
Washington, Wisconsin

SOURCE:  Prepared by Program Review Staff from data provided by National Conference of
State Legislatures, "Earmarking State Taxes," Sept. 1990, Martha A. Fabricius, and Ronald K.
Snell.

This table is based upon survey results from 45 states with Kentucky data included by Program
Review staff.
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