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MINUTES

CALL TO ORDER/WELCOME

Chair Beverly Gard called the meeting to order at approximately 9:35 P.M.  She welcomed the group and asked the members in attendance to introduce themselves.  She also had the presenters and other interested parties introduce themselves. See Attachment A.  
Senator Gard asked John Krauss to give a brief overview and history of IACIR as there are many new members in attendance.  Since 1995, IACIR has worked to promote collaboration among state and local governments.  Among other issues, IACIR provided research to support discussions regarding annexation in the state.  
MEETING AGENDA

	· Call to Order/Welcome/Introductions


	Chair Beverly Gard

	· Approval of Minutes of October 13, 2010


	Chair Beverly Gard



	· Presentation: Local Government Finance


	John Krauss

Matt Nagle



	· Presentation: 2010 Survey of Local Elected Officials
	Jamie Palmer



	· Discussion: 2011-12 Commission Work Plan
	Chair Beverly Gard

John Krauss

Commission Membership



	· Set Next Meeting


	Chair Beverly Gard

	· Adjournment 
	Chair Beverly Gard


APPROVAL OF MINUTES OF OCTOBER 13, 2010
Senator Gard asked the commission to review the minutes from the previous meeting.

The initial motion to approve the minutes was made and seconded. The motion carried by unanimous vote.

PRESENTATION:  LOCAL GOVERNMENT FINANCE
Matt Nagle gave his presentation, titled, “Indiana State and Local Public Finance, 2000-2010 and beyond” (Attachment B).  He gave it in four modules: state and local government (“the big picture”), state finance, local finance, and prospects for fiscal sustainability.
Mr. Nagle covered the changes to fiscal policy since 1995 highlighting milestones and discussing how the revenue portfolio has changed.  In 1995 a large part of revenues were from gaming.  In 2002, the General Assembly raised several major tax rates (general sales, motor fuels, and cigarette tax rates), adjusted protocol for property assessments, increased deductions and credits for owners of homestead property, simplified the corporate tax rate to a single rate, and set limits on state spending.  Also of importance are the use of gaming tax revenues to cover General Fund expenditures and a shift to annual property assessments.  In 2008, the General Assembly imposed statutory limits to cap property tax rates. They also increased the sales tax rate in conjunction with the state assuming funding of K-12 education, county welfare, and public safety pensions.  

Mr. Nagle further discussed state revenues and expenditures. The sales tax rate increase has driven revenue growth since 2000.  Spending at the state level has increased as the result of increased funding for K-12 education and Medicaid and Medicare services.  The use of Rainy Day Funds and state transfers from the Medicaid and Tuition Reserves acted to moderate the impact the 2008 recession on state revenues and spending, though the Rainy Day Fund was completely exhausted by 2010. Federal stimulus funds were used during this period to fund Medicaid, education services, and infrastructure improvements plans. 
Mr. Nagle also discussed local trends in revenue and budgets.  In 2010, local property taxes and state grants to local school districts for education together made up about 72 percent of total local government revenue.  In terms of own source revenue (revenues raised directly by local governments), local option income taxes made up about eight percent of total revenue, compared to five percent in 2000.  Since 2000, police and fire protection appropriations have increased most rapidly among direct spending categories for local government, followed closely by debt service.

Mr. Nagle explained that due to administrative lags in property and local income taxes collections, the recession is now having its greatest impact on local government revenues and budgets.  Distributions the current year come from collections the previous year, based on income earned two years ago.  This lag makes accurate assessments of distributions relative to collections difficult.  To adjust for over-distribution, the state plans to flat line LOIT distributions through 2013 at 2011 levels, allowing collections to make up for the shortfalls.  Supplemental distributions are now subject to the 150% rule, in which a county can receive a supplemental only when the total undistributed balance (collections less distributions) is 150 percent of the certified distribution for the upcoming year.

Mr. Nagle further explained that, in 2011, there are an expected $546 million in circuit breaker credits issued to property owners.  He presented a map of circuit breaker credits as a percent of gross levy that showed that in 2010 urbanized counties tended to have a larger share of properties eligible for credits and a resulting greater share of revenue losses from the circuit breakers.

Mr. Nagle continued with a discussion of job recovery, economic recovery, and income growth.  A recovery in the jobs market, personal income growth, and private sector investment has led to a rebound in state revenue in the last 18 months.  Although state revenue forecasts predict operating revenue growth near four percent over the next three years, he cautioned that this forecast will probably be scaled back in December.  Compared to previous recessions, a larger share of jobs has been lost.  The recession likely motivated households to hold back on consumption and pay off existing debts. This deleveraging makes prospects for economic growth uncertain. Estimates of personal income growth depend heavily on economic conditions, so a sustained period of economic expansion and jobs creation will need to occur to continue the growth pattern of revenues seen in the last 12 months. He noted that, adjusting for population size and inflation, a growth rate of at least 2.5% annually in operating revenue is necessary just to cover the cost of Indiana’s current size of government. He concluded the presentation by highlighting the need for cautious optimism for sustainability. In particular, he indicated that local governments should have improved means of revenue forecasting in light of LOIT and property tax changes.

Mayor Norm Yoder commented that DeKalb County created more fire districts.  Efficiencies have a price to pay on the backside.  The shift away from property tax to consumption taxes make it dicey.  Fragile projected future revenues must keep up with the state.

Senator James Smith asked if there are any numbers on the amount of debt local government has assumed.  Mr. Nagle indicated that he would investigate.

Mayor Yoder asked about whether debt figures include civil and utility debt.  Mayor Yoder remarked that the debt is driven hugely by mandates.  With tax revenue decreasing, there will be smaller and fewer services.  

Mr. Nagle responded that it reflects both.  

John Krauss remarked that there has been growth in the use of LOITs.

Mayor Yoder said that as mayor he has nothing to say on that issue.  Until the county gets hungry, the city will starve.

Mr. Nagle added that the closing of libraries shows the cost and trade-offs to the property tax cap.  

Representative Sheila Klinker said there was a lot of gloom and doom in the slides.  Some counties such as Tippecanoe are getting better.  Businesses are booming.  She asked about why the local experience doesn’t seem to match the data being presented
Mr. Nagle responded that experiences may vary between rural and urban/suburban places.

Larry Hesson injected that one-size does not fit all.  Most counties are losing employers.  The General Assembly and the Governor must understand that counties, cities and towns are strapped.  It gets worse each year based on the area economies.

Mr. Nagle indicated that the Policy Choices fiscal commission was focusing on what communities need to improve their economy.

Senator Gard added that there is nothing that affects costs of manufacturing more than environmental regulation.  When businesses look to build new facilities, they see Indiana shutting down coal and not replacing it with renewable energy which drives up costs.  It leaves uncertainty about bringing their business here.

Meredith Carter said that the tax caps caused $15 million loss in Hamilton County that was coupled with $10 million more from income taxes.  Funding for roads is very difficult.

Mark Lawrance offered to share an article found in a Fort Wayne paper discussing strategies and thinking for local governments.

Representative Sheila Klinker indicated that property tax is the only stable solution to fund schools.  She asked about what the state can do to stave off deep cuts to local government in addition to LOIT.  
Mr. Nagle responded that one solution might be user fees policy for services which may need to be regional to address some types of services. 
Mr. Krauss said local government reform may need to be revisited because the reality of decreased revenue has forced it.  Mr. Nagle’s point was well taken in Marion County.  The Central Indiana economy is larger than Marion County.  It was important to think about who is using services and who pays for them.  
Senator Richard Young said that implementation of the property tax is stable.  Don’t confuse the implementation with the tax.  Implementation provides stability and not the tax itself.

Mr. Hesson said, in regard to the LOITs delay and flat lining, that some officials have met with the legislators to ask for estimates of revenues that would be expected. Local governments need to be able to plan for the future.  There must be the ability to see what the earnings were two years back.  
Senator Gard said every local government would agree, but they don’t have the figures.  
PRESENTATION: 2010 SURVEY OF LOCAL ELECTED OFFICIALS
Jamie Palmer presented the results of the 2010 survey of elected officials regarding intergovernmental issues in Indiana (Attachment C).  The themes in this survey included community conditions, effects of property tax caps, responses to property tax caps and revenue reductions, service arrangements, pensions, health insurance, and training, infrastructure, 911, and 211.  The response rate was 35 percent which is better than the average survey but less than past IACIR surveys.  Mayors and township trustees have the highest response rates.  
Commission members asked several questions and provided a number of comments:

Senator Gard suggested adding electric and utility companies to the question regarding whether government entities and nonprofits should make payments in lieu of taxes or provide services to local government below cost in lieu of property taxes.

Representative Klinker said that if asked today, the responses to the question about strategies governments have used to address reduced revenues would have included reduced staff.

Representative Klinker asked why cooperative activities among governments have risen. 

Ms. Palmer responded that she would guess they are financially squeezed and looking for efficiencies.  
John Krauss agreed, citing the tax caps have prompted them to talk with one another.

Representative Klinker asked about the addition of school boards.
Mr. Hesson asked about the statistical significance of the analysis.  
Ms. Palmer responded that the analysis is nominal. None of the results has been tested for statistical significance.
Representative Tom Saunders asked if you could show where the local officials are that believe there is an improvement in roads.  
Ms. Palmer said that the experience of local governments varies.  For example, some got stimulus money for such improvements.  
Representative Saunders said that Marion County has improved roads, but outside the county there are poorer roads fraught with potholes.

Senator Gard asked what is meant by respondents when “economy” is chosen.  Jamie explained that respondents sometimes right in the category names.

Mayor Yoder said cities are forced to use tax abatement into using these tools in order to lure business.  Businesses think of it as an entitlement.  Their hands are tied because others are using it.  
DISCUSSION: 2011-12 WORK PLAN
Senator Gard asked for recommendations from the members regarding the 2011-12 issues for study. 
Mr. Lawrance suggested that the commission study the structure and funding for 911 services. Larger states have fewer Public Safety Answering Points (PSAPs) than Indiana.  
Senator Gard added that there is a significant funding issue for some counties.  

Senator Gard said that there is a significant increase in fire territories.  She would like to explore the increased levies that result and whether charging the same tax rates for urban and rural areas is fair.  

Mr. Krauss suggested that property tax revenues may need a fresh look.

Senator Gard suggested that is a longer term issue.  
Mr. Carter suggested that a public safety tax.  COIT tax increase would solve problems.  
Representative Klinker liked adopting property tax caps as an issue.  We don’t know why it isn’t working.  Is it a fear that it won’t work?  Is it an anti-tax position?  If others use it, then they could see how it works.  
Mayor Yoder said that there is the difference between rural and urban government.  Rural governments will struggle more with the tax cap.  Urban governments have more tools.  
Representative Klinker added that it is harder to pass/raise income taxes in the rural environment.  Referendums pass for schools, in some cases.  
Michael Schopmeyer said that in the southwest Indiana region, the SW Indiana Economic Development group hired a study on economic growth.  The study pointed to the Texas model which used local sales taxes beyond food and beverage.

Ken Paust suggested that transportation funding is a critical issue.  We need action and changes to get funding to counties.  The General Assembly needs to know that funding needs to be changed for roads.  
Senator Gard said she would like to see study commission’s results from this interim and then make a recommendation.  She does not want to reinvent the wheel.

SET NEXT MEETING
Senator Gard suggested that Ms. Palmer send an email to poll commissioners availability the second week of November.

ADJOURNMENT

A member moved to adjourn, seconded by Representative Sheila Klinker.  Senator Gard closed the meeting at approximately 12:00 P.M.
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