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Meet The Presenters

Eric Reedy, CPA — President & Managing Partner — Reedy Financial
Group, P.C.

e Graduated from Ball State University in 1992
» Certified Public Accountant since February, 1997

 Over 25 years of experience with extensive knowledge of:
» Utility Financial Management & Cost of Service Rate Studies
» Municipal Finance
» Budgeting
» Accounting
» Long-term Operational and Capital Improvement Planning

» TIF/Economic Development

e Eric regularly attends AWWA and GFOA functions pertaining to
the aforementioned topics
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Meet The Presenters

Chris L. Mcbarnes, Mayor — City of Frankfort, IN

e Graduated, cum laude, from Butler University
e Elected Indiana’s Youngest Mayor at 23 in November of 2011
 The Mayor and His Administration focus on four cornerstones:
» Neighborhood Revitalization
» Economic Development
» Communications
» Citizen Voice

e By focusing on these areas, some of the City’s accomplishments include:
» Creation of Economic Development Area & RDC
» Attraction of ConAgra Foods and Indiana Packers Corporation
» Partnership with Ivy Tech to create local campus
» Selection as one of six finalists in Stellar Communities Program
» Creation of six City-County Leadership Summits
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Meet The Presenters

Nicholas K. Kile, Partner — Barnes & Thornburg LLP

e Graduated from Indiana University, summa cum laude, 1990
» Indiana Bar Admission, 1990
» Indiana Northern & Southern District Courts Admission
» 7t Circuit Court of Appeals Admission

 Over 20 years of experience with extensive knowledge of:
» Property Tax Caps & Bridging Budget Gaps
» Annexations
» Reorganizations
» Municipal Utilities
» Addressing Budget Shortfalls

 Mr. Kile regularly speaks across the State on issues concerning
Local Government
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What’s On The Agenda?

* Events of Historical Relevance

» A Storm is Brewing
O What caused the implementation of Circuit Breaker

 What are Local Units Currently Facing?
»The Eye of the Storm — Circuit Breaker (“CB”) Impacts

e Where are we Headed? “Weathering the Storm”

» Alternative Funding Sources
» Proactively Planning for the Future

* Looking Forward — What needs to be done




istorical Events...A Storm Was Brewing

In the 1970’s/80’s to combat rapidly rising local property tax rates:

1973 — Bowen Tax Package
» Limited ability to increase property tax rates & levies

»Set up alternative funding & shifted more revenue generation to State
0 Upped Sales Tax from 2% to 4% & used new money as property tax credit

0 Counties permitted to levy LOIT with most revenue designated for Property Tax
Relief (“PTRC”)

e 1979 effective 1980 — General Assembly Changes

» Maximum property tax levy growth set to 5%
O Excess Levy appeal needed for amounts exceeding maximum

Past Now Future
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Fast Forward to 1998 and...

* Indiana transitioned to a Market Value system of property assessment

» Indiana Supreme Court - “assessments must be based on objective measures.”

O Residences (primary homesteads) were undervalued more than other property types
= Therefore, homeowners would bear a higher percentage of the property tax increase!

* Between 2002 and 2007:
»Things were up in the air...no one knew what the true impact would be
» As assessed values ballooned, State funded credits were implemented

» Six Year Non-Farm Income Calculation for Max Levy Growth Implemented (AVGQ)
» Standard Deduction was increased to lesser of $45,000 or 60% of AV

1.
g

e Something had to be done!

» Circuit Breaker was fully implemented in 2010
0 /C6-1.1-20.6
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» The Supplemental Deduction was implemented with Circuit Breaker
0 35% of AV, after Standard deduction, up to $600,000
0 25% of AV, after Standard deduction, over S600,000
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ow Does Circuit Breaker Work Anyway?

e Circuit Breaker limits the amount of property taxes that can be collected from an
individual parcel by a percentage of gross AV

»There are 3 “buckets” that a given parcel can fall under:

1. 1% -Includes “homestead” properties and up to 1 acre of land
O An individual taxpayer can only claim one primary homestead
O A homestead can have a portion of AV in the 2% and/or 3% buckets

2. 2% -Includes “residential” properties, agricultural land, and long-term care facilities
0 “Residential” here means non-homestead properties (second homes, apartment complexes, etc.)

3. 3% - Includes commercial (non-residential) and personal property

» Don’t forget about the “65 and Over” Credit!
O Tax bill increases for taxpayers 65 and over are further limited to 2% over the prior year
O Subject to household qualifications per IC 6-1.1-20.6-8.5




Properties are Capped Now. So What?

* Remember, Circuit Breaker limits the amount of property taxes that
can be collected from an individual parcel by a percentage of gross
AV

e But what does that mean?

» Let’s use a property that falls into the 2% bucket:

0 $250,000 of assessed value (hypothetical agricultural land)
O District tax rate of $3.7000
O Property tax replacement = $2,000 (credit on tax bill)
» The pre-circuit breaker tax bill = ($250,000 x 3.7000/100)-$2,000 = $7,250
= But, circuit breaker limits this tax bill to $250,000 x 2% = $5,000 = tax bill
1 This means that $2,250 is never collected = circuit breaker credit
U This tax levy loss is shared among all taxing units in a given taxing district

»Remember, this is the impact for a single property, which leads us to...




The Eye of The Storm

 Municipalities experienced assessed value
decline due to prior events

e But, the major hit followed Circuit Breaker
implementation (2008) which led to:

» Billions of dollars of uncollectible property tax
levy

»Strained funding for essential services &
capital projects

»Budget complications due to lack of tools to
accurately project circuit breaker impact

Future
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Lets Paint a Picture — Impact of Circuit Breaker

* The Circuit Breaker environment varies
substantially across the State of Indiana:

» As high as 54% - among Cities/Towns
»To as low as 0% - among all units

e Overall, the 2019 DLGF projected Circuit
Breaker Impact for All Local Units is
$869,857,707
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Circuit Breaker At A Glance - Counties

2019 TOTAL CIRCUIT BREAKER % - BY COUNTY
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Factual Tidbits
There are 92 Indiana
Counties
14 Counties < 1% CB
31 Counties between
1% to 5% CB
25 Counties between
5% to 12% CB
16 Counties between
12% to 20% CB
6 Counties > 20% CB
Highest CB = 34.45%
Lowest CB = 0.05%
Average CB =7.52%




2019 City & Town Circuit Breaker Facts

102 Units, Low (1% - 5%),
$8,870,871, 2.65%

152 Units, Very Low (< 1%),
$312,720, 0.09%

143 Units, Mid (5% -
12%), $27,817,654,
8.33%

80 Units, Mid-to-High
(12% - 20%),
$80,390,819, 24.06%

26 Units, Very High (> 30%),
$154,021,878 , 46.10%

et

55 Units, High (20% -
30%), $62,708,810,
18.77%

= Very Low (< 1%) = Low (1% - 5%) = Mid (5% - 12%) = Mid-to-High (12% - 20%) = High (20% - 30%) = Very High (> 30%)
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The Hard Facts
Total 2019 CB For
Cities/Towns = $344+
million, or 39% of
Statewide CB credits

Approximately 558
Cities/Towns

46% of total CB credits
attributed to 26 units
(Very High)

43% is attributed to
another 135 units (High
and Mid-to-High)

11% is divided among
the remaining 397
Cities/Towns

161 of 558 units
account for 89% of total
City/Town CB credits!



Circuit Breaker Impact of Low/Med./High Environments

CIRCUIT BREAKER IMPACT EXAMPLES - CUMULATIVE LOSSES SINCE 2010
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More Facts
The impacts for each
category, as displayed,
are for an individual
City/Town (i.e. the
“High” example has lost
$23+ million of
property tax levy since
2010)

The “Low” City/Town
has lost less in total
than the “High”
City/Town lost per year
on average since 2010



Taxpayers Benefit From Circuit Breaker

All else equal, what would a 2019 tax bill look like for the same
assessed value on a given parcel prior to circuit breaker?

e First, we need to remember tax bills are calculated differently mé
NOw.
> Supplemental deduction lowers net assessed value for |@20000
primary homesteads =

» Circuit breaker further limits all taxpayers based onthe |EEBE

property type
» Some credits went away (COIT/CEDIT Homestead, State
Homestead, etc.)

» Some credits were added or changed (PTRC)
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Taxpayers Benefit From Circuit Breaker

PARCEL LEVEL CB IMPACT - HIGH CB ENVIRONMENT (30%)

Fun Facts
718,000 9%, $1,440 * Residential AV would
$16,000 need to have grown by

up to 25% to offset CB

»14,000 credits (i.e. $150,000 AV
$12,000 in 2007 generated as
much property tax as
$10,000 $187,500 AV in 2019)
5 000 30%, $2,137 9%, $720
30%, $4,275 * In this high circuit
56,000 breaker environment,
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Taxpayers Benefit From Circuit Breaker

PARCEL LEVEL CB IMPACT - MID CB ENVIRONMENT
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Fun Facts
For primary
homesteads: As AV
increases, the tax
rate needed for CB
credits to apply
decreases.

In this example, the
district tax rate is
around $2.50. The
threshold ranges
from $4.18 to as
low as $2.44 for CB
credits to apply.



Taxpayers Benefit From Circuit Breaker

PARCEL LEVEL CB IMPACT - LOW CB ENVIRONMENT
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Fun Facts
The residential
properties displayed
do not have CB
credits applied.
Rather, “tax
savings” are
generated by the
supplemental
deduction.

This District’s Tax
Rate would have to
increase by $.05 and
$.85, respectively,
for 2% & 3% CB
credits to apply.



Why is Any of This Important?

e The rest of the Country typically operates on an inflationary basis
»The normal expectation would be for property taxes to at least keep up as a % of AV

e As it happens, circuit breaker via IC 6-1.1-20.6, and the other changes
that came along for the ride (deductions) have had the opposite effect

> It has been proven that some taxpayers (primarily homeowners) are paying less
property taxes now, as a percentage of AV, than they were prior to 2008

e What does this mean for municipalities?

»If you aren’t already, now is a good time to start looking at your fee structures and/or
alternative revenue sources. More to follow...
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Circuit Breaker, Fees for Services, & Inflation
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Fun Facts
This is data from an actual
municipality

Average property taxes
and fees increased from
$1,676 in 2007 to $1,750
in 2018

That’s a $74, or 4.5%
increase

Per stats.Indiana.edu
inflation calculator, total
Inflation from 2007 — 2018
was approximately 21%

2018 Total property taxes
and services would have
to be nearly $2,030 to
have kept up with inflation



Weathering The Storm

Budgeting for Circuit Breaker is complicated. Itis
more important than ever for all Local Units to
understand the impact their decisions have upon not
just their municipality but also upon overlapping
Units in their taxing district(s)

Do you have a long-term plan? Having the proper i -
tools in place to project revenues and potential \
impacts will help with:

e Making informed decisions
e Setting goals and projecting outcomes

 Work with overlapping units in your taxing
district to project and plan for impacts, circuit
breaker or otherwise

Now Future
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Adapt - Find Money in The Couch Cushions

* Property Tax is not as reliable as it once was

» Since 2002 AVGQ formula changed to 6 year non-

farm income.
O 2019 was at 3.4%
O 2020 certified at 3.5%

e Some supplemental options are...

> Revenues

O Local Income Tax (“LIT”)
Alternative Taxes
Grants
Fee Based Revenues
Tax Increment Finance

O O OO

» Circuit Breaker Mitigation
O Annexation
O Reorganization
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The Three Main Operations

The Local Unit, Utilities, and RDC should be working collaboratively!

 The three main operations should be structured in a way that:
» Maximizes fund flexibility — think about shared expenses
» Positions your municipality for cash reserve growth — always consider cash-flow
» Maintains/Improves operations and funding of capital — again, shared expenses
» Provides opportunity for rate re-establishment — when was your last rate study?

UTILITIES .)

LOCAL
UNIT

\

RDC/TIF
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Revenue Sources - LIT

There are different forms of LIT:

e Expenditure Rate — The different forms of income tax that are within the
expenditure rate are listed below. The sum of these rates may not be greater
than 2.5000%, except Marion County, which is 2.7500%. IC 6-3.6-6-2

» Certified Shares — can be used for any lawful purpose of the civil
taxing unit. IC 6-3.6-6-17

> Public Safety — can be used for public safety purposes (ex. police,
fire, ems). IC 6-3.6-6-8

» Economic Development — primarily used for capital outlays (ex.
land, sidewalks, building repairs, etc.). 1C 6-3.6-6-9

» LIT Correctional Facility — may not exceed 0.200%, used by the
county for correctional and rehabilitation facilities. IC 6-3.6-6-2.7

* Property Tax Relief Rate — this is essentially a credit against property taxes,
reducing the property tax liability of the taxpayers. IC 6-3.6-5

e Special Purpose Rate — can be implemented for specific purposes specified in
IC 6-3.6-7.
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Revenue Sources — Other Taxes

@ojjee S’ﬁo-p

 Food & Beverage Tax
» Implementation is a process §8§6§ 8.8 % 9
» Support of local legislature is needed e
» Will also need to justify the need (supporting documentation) @/ -

» Legislation to be introduced during the legislative session ¥ J w}

O Once signed into law by the Governor, the local unit will need to adopt an

ordinance
» Department of Revenue will need to be notified

e Surtax/Wheel Tax

» County option tax through ordinance imposed for road maintenance & construction

O Wheel —IC 6-3.5-4 Surtax —IC 6-3.5-5
» Can be % of state motor vehicle excise tax, or a flat rate

* Innkeeper’s Tax
» County option tax through ordinance
o IC6-9-29
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Revenue Sources — Grants

ARE YOU APPLYING FOR GRANTS?

* [IF NOT YOU SHOULD BE! The following are just (i
a few: =V

»Road construction
» Community Crossings Grant
» Economic development projects
0 Contact your community liaison at OCRA
»Projects related to individuals with disabilities
0 ADA-Indiana — www.adaindiana.gov
» Trails, urban trees, and forests Projects
O Indiana DNR — www.in.gov/dnr
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Revenue Sources — Fee Based - Utilities

Typical utilities include:
e Sewer
o \Water
e Stormwater
e Electric

e PILOT to assist in funding City operations

e MAKE YOUR UTILITIES WORK FOR YOU!
» Utilities should subsidize the general fund, not vice versa
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Revenue Sources — Other Fee Based Options

e Existing fees
» rate study to ensure costs are recovered

* Trash pickup

e Park fees
» Pool, park impact, etc.

* Hydrant fees
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Revenue Sources — TIF

Spur off economic development to:
e Revitalize the area
e Grow assessed value
* Lower tax rates
* Provide opportunity for rate re-establishment

* TIF is often the best arrow in your financial quiver!

* TIF creates a margin of revenue that never would have existed without
the creation of the TIF area
» This margin debunks the myth that there is a S1 for $1 impact on all
overlapping units “2018 AIM Ideas Summit: Debunking the Myths, a
Factual Analysis of TIF Impact”

29



Change Your AV Base To Mitigate Circuit Breaker

Alter your assessed value base and therefore your property tax rate!

e There are two typical ways to go about this:

» Annexation
O There are many rules, see IC 36-4-3

O AV base would have to increase enough to lower tax rate
=  We're talking many parcels, not just a few

» Reorganization
O Again, there are rules, see IC 36-1.5-4

O Two types

=  Consolidation into a single new political subdivision

=  Consolidation into an existing participatory political subdivision
O Idea would be to lower cost of providing services

= Lower property tax rate = softer circuit breaker impact
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Bringing It All Together With A Long-Term Plan

Let’s do a quick recap:
e Circuit breaker is here to stay (Constitution)
 We know we must adapt by exploring our options
» Alternative revenues — lesser used taxes/fees
» Look at existing fees — are you behind the times? 5
» AV change-up — annexation and reorg potential v 2
 The key to success lies in having a long-term plan!
» Transform your data into useful organized
information for decision makers
» Simplify the budget process by projecting revenues
and expenditures
* Now go, ADAPT, THRIVE...
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Questions, Comments, or Concerns?

*Thank You For Your Time

\We Will Now Have A Qu,estion & Answer Session

o ?

v

\ T

* Ask Away! i >
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Legal Disclaimer

THE VIEWS AND OPINIONS OF “RFG” AND THE PRESENTERS DO
NOT CONSTITUTE LEGAL ADVISE
» PLEASE SEEK LEGAL COUNSEL FOR LEGAL ADVISE

“LOADSAMONEY” PHOTO BY - JLHOPGOOD
» https://www.flickr.com/photos/jlhopgood/7899863996/in/pho
tostream/

“MAKING MONEY” PHOTO BY — 401(K) 2012
» https://www.flickr.com/photos/68751915@N05/6848822477

ALL OTHER IMAGES TAKEN FROM https://pixabay.com
» IMAGES ARE PUBLIC DOMAIN, PER PIXABAY® LICENSE

USE OF IMAGES DOES NOT CONSTITUTE AN ENDORSEMENT FROM
THE CONTENT CREATORS, HOST SITES, OR AFFILIATES

NO CHANGES WERE MADE TO ANY PHOTOS
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