Purdue Cooperative Extension Service

On Local Government

Indiana’s Property Tax, 2008

Larry DeBoer
Department of Agricultural Economics
Purdue University

February 1, 2008

For moreinformation

DeBoer’'s Indiana Local Government Information Website:
www.agecon.purdue.edu/crd/L ocalgov




2007 Homestead
Tax Bill Increase

[C] county Boundary
2007 Homestead Tax
Bill Increasas
[ Data Unavailabhe
. % 4%
(] 4% - 13%
[C]1e-23%
- 2 - 2%

Source: Department of Local Government Finance, www.in.gov/dlgf/local/homestead-increase.html
1



'SUOIIONPaP [2IUBPIS3. JBYI0 JO S198448 Y} JOU ‘U0 1ONJISUOD MBU JO S1394J8 8PN [oUI 10U SS0p PealsaLLIoy afieoe asnedaq ULIN|0D PealsaWioH [eusp 1S9y W04 JoyIp siinsay
*A|uo suoonpap plepues pue sfiebliow sswnssy “Bulpus.l 1e ‘8002 Ul 000°95T$ PUe 9002 U! 000°Z2TS 0 anfeA X /ew Ylm pesisallioy SelonY
sa101jod Buowre suoJeseiul Jo asmedaq sabueyd [e10] 01 pPe Jou Aew S10948 Ao1jod eNpIAIpU]|

SIBUMQ [RIUSY PUR SIBUMOSWOH 01 paIngLsIa

AJuo slUMOBWOH 01 paInquIsig
siefedxe] ||v 01 paInquIsig
p1pY xe | Ausdoid o) xe | Swodu| 9T

Xe_] aWodu| Ylim eseasou| Buirledo (IA1D pundg

Aluno) abe JoAy ‘saxe | awodu| uoidQ [edo 1 MeN Ylimsabueyd

%0°.€- %t'02- %00 %00 TV %8'8€- %2 '9€- %b0T-

%0°'GS- %t 02" %00 %00 %00 %T¥S- %L L€E- %0tT-

%I ve- %t0Z-  %TOT- %BET- %/°9T- %8'Ge- %0Z- %Tve-
%0Z- %E'Z- %EZ- %S'2- Y%tz W2 %E2- W2
%8'L %08 %60 %6°E %S %221 %t 0T %/ €T
%S9 %20 %ZT %ZZ %ET %8Z- %t'T- %C'T
%6'€ %C'T %00 %00 %00 %8E %' %60
%9°0T %S9 %ET- %L1 %CT %ETT %26 %STT
%E'T %0'C %b'T %6'T %ET %'T %8'T %9'C
%T'T %00 %S'C WZ'T- %0°T- %C'T %60 %90
%S0- %00 %C'T- %L°0- %b0- %L°0- %80 %E'8
%E'S %80~ %E'G %6t %0°G- %G8 %0t %9Z-
%0°€ %6 % %8y %9 %Z'S %E'S %8'E

x+ PESISBWOH Aedoid AN eLISNPU|  [eDJAWWOD  PeslssWoH  [eluepsay  [elnijnoliby
abe ony nv [enuepsay v
800¢-200¢

sebuey? ||1g xe 1 A1iedoid parew s

UosSss /002 ey ‘ebueyd [e1oL
000'SP$ Te sufews. uoiINPaQ PesissWoH
1pa1D PESISBWOH UOl 1A 0G2$

uossss /00z ‘sebuey)d Aoljod areis

U0BSaS /00Z 01 Jolid ‘sbueyd [eo L
deD pipY xe| Auedold arls
sabveyD 11pa1D pue Ano7
Buipua.l L
80-/002 Ul OT'T$ 03 088% ‘97 8seq pue|w.e
8002 Ul 000‘GES 01 uodNPa PeslssWoH
sabueyD uondwex3 pue uodNPEaQ ‘JUBLUSSISS Y

aulfeseq o1 pappe ‘'ssbueyd Ad1jod enplAipu| Jo S1984T

aulfseg



000°LS 000°9S 000°sS

000'7S

000°€ES

000°2S 000°TS

o

"B6YLS YIM plgp syues Apnuay

"STTTS YNM Y1L€ yuel euBlpU] |

"OTLTS YUMISTZ Sueld olyQ [

"TL6'TS UM YI8T Syuel UeSIYaA

'SP8'TS YHM Yl SHUEI UISUOISIAN

—

"T90ES YHM Y1£ Syued sioul||] —

/

/

|

.
\

.

(AeAaing AJlunwiwio) uesBWY ‘snsua) *s N)
9007 ‘stuawAed xe] Aliadoid JaumoawioyH uelpaipn

S

BB ana
BLLIED B
BN A 1ER
ildizasa
SEAENIT
ELLICL B O
ELI|CUED YOS
LR R
A
Ao i
=RSIAINEL
EYER-E |

B 2 2
unosaly
BUE |

B EI020

e

nevey
BUOIIT

oEpl
DPEIEG
BUELIS
seale|

BO|

E100 BT YLICH
B0 B YNas
BpEsA
=N
BqUIN|o 21180
LR F

ayo

e
ELOSEILILY
LLEEWRTE
uoSal o

BN SEL| F
=R RN
SENEL

Bsg T
PuEfaEp)

U B SEn
BT D
(TG R
WL
R

EERR L]
PIAN|IESSEL
[ EIREET
IMAIBIUST
sy sl ey vy
REHE SRET |




Tax Plans in the 2008 Session of the Indiana General

Assembly
Current Governor House Bill 1001
System Daniels Passed 1/24/08
Levy Takeovers by State Property taxes State takes over Passed the House;

support a fraction of
school general fund,
transportation
operating and county
welfare funds

school general fund,
transportation
operating and
counties welfare
levies

added takeover
juvenile incarceration

levy

Credits and Deductions

Property Tax
Replacement Credits
and Homestead
Credits up to $2.1
billion; extra $550
million in homestead
credits in 2007-08

Property Tax
Replacement Credits
and Homestead
Credits used for levy
takeovers; credits
eliminated

Passed the House

$45,000 homestead
deduction phases to
$40,000 deduction by
2013

Added 35%
homestead deduction

Added 35% up to AV
of $200,000; smaller

percentages for more
valuable homes

Replacement Revenue

Sales tax is 6%

Increase sales tax 1
point to 7%

Passed the House

Indiana income tax
renters deduction
capped at $2,500

Raises renters
deduction cap to
$5,000

Indiana Earned
Income Credit is 6%
of federal credit

Increases Indiana
Earned Income Credit
to 9% of federal credit

Three new local
option income taxes
to reduce property
taxes and add to
public safety funding

One local opton
income tax to reduce
property taxes or
replaced revenue lost
to circuit breakers




Tax Plans in the 2008 Session of the Indiana General

Assembly
Current Governor House Bill 1001
System Daniels Passed 1/24/08

Tax Bill Limits

2% circuit breaker
limit for homeowners
in 2008; 3% limit for
all other property in
2010; school levies
excluded

Constitutional
amendment to limit
tax bills to 1% of
assessed value for
homeowners, 2% for
owners of rental
housing, 3% for
business property

Adds 2% limit for
agricultural property;
freezes taxes for
lower income
homeowners 65 and
over; Constitutional
joint resolution not yet
passed

Levy Limits

Civil operating levy
increases limited to 6-
year state personal
income growth

Total revenue
increases limited to 6-
year county personal
income growth;
reviewed by new local
board

Passed the House;
budgets reviewed by
county council

Petition-remonstrance
process for capital
projects; referenda for
added school levies

Referenda required
for larger capital
projects and excess
levy increases

Referenda required
for large school sports
facilities;
remonstrance
process remains for
other capital projects

Current review by
DLGF; County capital
projects review board
starts in 2009

County review board
must approve budgets
and capital projects

Passed the House

Assessment Practice

Combination of 92
county assessors,
1008 township elected
and trustee
assessors, private
contractors

Eliminate township
elected and trustee
assessors;
consolidate duties
with appointed county
assessor

Eliminate township
elected and trustee
assessors;
consolidate duties
with elected county
assessor

Prepared by Larry DeBoer, Purdue University, January 2008
For more detail, see the HB1001 fiscal note, at
http:/mww.in.gov/apps/Isa/session/billwatch/billinfo (type in "1001")
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Effect of HB 1001 as Introduced on Representative Taxpayers

Renter Homeowners Median| Property Rich Property Poor
Low Income| Low Income Mid Income High Income| Homeowner| Income Poor Income Rich
Home Value Renter 60,000 150,000 375,000 120,700 150,000 60,000
Income 27,500 27,500 62,500 150,000 55,634 27,500 87,500
Current Current Current Current Current Current Current
Taxable AV 0 27,000 102,000 327,000 72,700 102,000 27,000
Taxable Income 18,000 19,979 53,531 140,500 44,729 18,531 79,979
Taxable Sales 16,905 17,131 23,126 36,846 22,328 16,823 27,959
Property Tax - 521 1,969 6,313 1,403 1,969 521
State/County Income Tax 636 723 2,355 6,182 1,968 660 3,519
Sales Tax 957 970 1,309 2,086 1,264 952 1,583
Federal Income Tax (2,595) (2,595) 2,410 20,463 74 (2,595) 6,014
All Other Taxes 3,722 3,721 6,595 9,290 6,039 3,718 8,192
Total Tax Payment 2,721 3,340 14,639 44,333 10,748 4,704 19,829
Proposed Proposed Proposed Proposed Proposed Proposed Proposed
Taxable AV 0 16,500 65,250 211,500 46,205 65,250 16,500
Taxable Income 18,000 20,156 54,140 140,500 45,169 19,140 80,156
Taxable Sales 16,905 17,168 23,236 37,273 22,407 16,952 27,991
Property Tax - 344 1,360 3,750 963 1,360 344
State/County Income Tax 636 731 2,382 6,182 1,987 686 3,527
Sales Tax 1,106 1,123 1,520 2,438 1,466 1,109 1,831
Federal Income Tax (2,595) (2,595) 2,497 21,104 138 (2,595) 6,040
All Other Taxes 3,722 3,721 6,596 9,294 6,039 3,719 8,192
Total Tax Payment 2,870 3,325 14,356 42,768 10,594 4,280 19,934
Change Change Change Change Change Change Change
Taxable AV 0 (10,500) (36,750) (115,500) (26,495) (36,750) (10,500)
Taxable Income 0 177 609 0 440 609 177
Taxable Sales 0 38 110 427 79 129 32
Property Tax 0 a77) (609) (2,563) (440) (609) a77)
State/County Income Tax 0 8 27 0 19 27 8
Sales Tax 149 154 211 353 202 157 249
Federal Income Tax 0 0 87 641 63 0 25
All Other Taxes 0 0 1 4 1 1 0
Total Tax Payment 149 (16) (283) (1,566) (155) (424) 105
Pct. Chng. Pct. Chng. Pct. Chng. Pct. Chng. Pct. Chng. Pct. Chng. Pct. Chng.
Taxable AV -38.9% -36.0% -35.3% -36.4% -36.0% -38.9%
Taxable Income 0.0% 0.9% 1.1% 0.0% 1.0% 3.3% 0.2%
Taxable Sales 0.0% 0.2% 0.5% 1.2% 0.4% 0.8% 0.1%
Property Tax -34.0% -30.9% -40.6% -31.4% -30.9% -34.0%
State/County Income Tax 0.0% 1.1% 1.1% 0.0% 1.0% 4.1% 0.2%
Sales Tax 15.6% 15.8% 16.1% 16.9% 16.0% 16.5% 15.7%
Federal Income Tax 0.0% 0.0% 3.6% 3.1% 84.7% 0.0% 0.4%
All Other Taxes 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total Tax Payment 5.5% -0.5% -1.9% -3.5% -1.4% -9.0% 0.5%

Households are assumed to be families of four under age 65.
Statewide average property tax, PTRC and homestead credit rates are used.

Estimates of taxable sales derived from U.S. Dept. of Labor, Consumer Expenditure Survey (stats.bls.gov/cex/home.htm)

All Other Taxes include state and federal tobacco, alcohol and motor fuel taxes, Indiana motor vehicle excise tax, and
Federal Social Security Tax.
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Publication date: 24-May-2006

Primary Credit Analyst: Eden Perry, New York (1} 212-438-7967:
eden_perny@standardandpoors.com

Secondary Credit Analyst: James Wiemken, Chicago (1) 312-233-7005:
james_wiemken@standardandpoors.com

OUTLOOK: NEGATIVE

Rationale

étan:dard & Poor's Ratings Services revised its outiook on nine Indiana credits to negative from stable as a
result of legislation recently enacted by the General Assembly of Indiana mandating the application of a
2% "circuit breaker" property tax credit to all real and personal property throughout the state.

Standard & Poor's believes that the new legislation has effectively changed the security on property-tax-
backed debt (GO bonds and lease revenue bonds for which there is no appropriation risk) to limited tax

from unlimited tax.

Itis our understanding that local units of government are likely to seek iegislative changes to mitigate the
eifects of the cap before it takes effect, which may mitigate the effects of the circuit breaker legislation.
However, until subsequent legislation is adopted, Standard & Poor's will apply its limited tax criteria to the
GO-backed debt and to lease-revenue-backed debt within the state.

Standard & Poor's criteria for unlimited- and limited-tax debt is such that we do not make any rating
distinction between unlimited- and limited-tax-secured debt that is in the 'A’ category or above. We do
make rating distinctions for credits that are in the 'BBB' category (or below) on a case-by-case basis,
based on an entity's financial flexibility and financial position.

Standard & Poor's will review any subsequent legislation to determine its effect on our ratings and the
impact of that legislation on the nature of the security of property-tax-backed obligations.

Outlook

The revision from stable to negative outlook reflects the new circuit breaker legislation that was adopted in
Indiana, Since the tax cap does not go into effect for the majority of issuers in the state until 2010, and the
actual impact of the cap is difficult to gauge until that time, Standard & Poor's will place all GO and lease-
backed credits that are in the 'BBB' category on negative cutiook,
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Bond Issue Approval Procedures in the United States, 2007

Referendum Characteristics

Constitutional  Citizen Town
Petition/ Referendum Action Automatic  Simple Super Meeting No Voter
Remonstrance| Provision Required Referendum Majority Majority Approval Role

Total Number 1 32 8 40 36 11 2 2
Alabama X X X
Alaska X X X
Arizona X X X
Arkansas X X X
California X X x 55% civil; 2/3

school
Colorado X X X
Connecticut X
Delaware X X
Florida X X X
Georgia X X X
Hawaii X
Idaho X X X 213
lllinois X X
Indiana X X
lowa X X 60%
Kansas X X X
Kentucky X X X
Louisiana X X X
Maine X X X
Maryland X X X
Massachusetts X X
Michigan X X X
Minnesota X X
Mississippi X x 60%
Missouri X X X 4/7 general

elections; 2/3
special elections

Montana X X based on voter

turnout
Nebraska X X X
Nevada X X
New Hampshire X x 2/3 X
New Jersey X X
New Mexico X X X
New York X X X
North Carolina X X X
North Dakota X X X 213
Ohio X X
Oklahoma X X x 3/5
Oregon X X X
Pennsylvania X X X
Rhode Island X X
South Carolina X X X
South Dakota X X X x 60%
Tennessee X X
Texas X X x 2/3
Utah X X X
Vermont X X
Virginia X X X
Washington X X x 3/4
West Virginia X X X
Wisconsin X X X
Wyoming X X X

Source: Roscoe Hooten, Letter to Senator Kenley, Commission on State Tax and Financing Policy, August 9, 2007.
Prepared by Larry DeBoer, Purdue University, November 2007
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What's Fiscal Health and
What’sthe Outlook for this Biennium?

Fiscal Hedlth
o Have balances equal to at least 10% of the budget
o Cashflow

o Guard against unexpected shortfalsin revenues
o 10% isthe minimum suggested by the Indiana State Budget Agency
o 10% of budget will be about $1.35 billion by mid-2009
o Have payment delays reversed
o School aid and property tax replacement credit payments from state to local governments
A monthly payment postponed from one state fiscal year to the next
A “fiscal gimmick” that helped balance the budget in 1993 and 2002-2003
If wewant it available to use, must move a monthly payment forward
Payment delay liability was $286 million as of June 2007
Sate has budgeted a reversal of payment delays by June 2009
e Intotal, need to raise about $346 million above spending to achieve fiscal health
Starting from balances of $1,286 million in July 2007, 10.1% of the budget
Need $60 million to maintain balances at 10% of the budget by mid-2009
Need $286 million to reverse payment delays
Sate plansto rever se payment delays by mid-2009
With latest revenue forecast, balances are expected to be $174 million short of 10% of
the budget by mid-2009
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When' s the next recession?
e Nobody knows, but. . .
e Thelast recession ended in November 2001
o If thisexpansion lasts 8 years, like the 1980’ s expansion, the next recession startsin

November 2009
o If thisexpansion lasts 10 years, like the 1990’ s expansion, the next recession startsin
November 2011
e The December revenue forecast cut projected Indianaincome growth for fiscal *08 and ‘09 from
4.5% to 3.0% per year
Outlook for the Budget
e Indianawill fall short of fiscal health by the end of the 2007-09 biennium, unless changes are

made
o Theshortfall from fiscal health will be $174 million by mid-2009
o Payment delays are scheduled to be reversed by mid-2009
o Balanceswill be 8.7% of the budget, short of 10% minimum by mid-2009

o The Governor has asked state agenciesto cut their spending below appropriations by 5%. In
2005 such “ reversions” saved more than $200 million. A $200 million saving in fiscal 2008
would allow Indiana to achieve fiscal health by the end of fiscal 2009. If revenue shortfalls do
not grow, Indiana’s budget isin good shape.

e Between fiscal 2000 and fiscal 2004, Indiana revenues fell short of projections by an average of
more than $500 million per year. |f 2008 brings recession, Indiana may see more reversions, the
cancellation of payment reversals, transfers from other funds, and perhaps spending cuts and tax
increases.

20



