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The summer of 2007 will be remembered for high gas prices, high temperatures and,
most notably, high property taxes that left Hoosiers seeing red.

Homeowners frequently voiced frustrations with their tax bills – picketing the governor’s
mansion, putting “For Sale” signs in front yards and jam-packing local government

meetings. The business community, meanwhile, faced the familiar claim that “businesses don’t
pay their fair share of taxes.” Factor in reassessments being ordered in several counties and the
spotlight on the state’s entire property tax system isn’t going away anytime soon.

As many clamor for reform, BizVoice® strives to help readers better understand the basic property
tax landscape and the underlying causes for this year’s sticker shock.

Businesses and homeowners – who pays what 
Indiana is among the top third of states for business property taxes,

while Hoosier homeowners’ percentage of property taxes paid ranks in
the bottom third of all states. 

In fact, business property represents only 44% of Indiana’s total
property assessments and homeowners comprise 56% (net assessed
value); nevertheless, businesses pay more than 50% of all property taxes. 

How does that happen? Businesses get taxed on both real property
(actual building, land, etc.) and personal property, which translates to moveable
items not permanently affixed to the real estate. This is primarily machinery
and equipment, but could comprise anything from computers to a printing
press to nursery plants already harvested from the ground. 

See chart 1 (left) for details on these tax allocations. 

Local government spending pushing rates up
Regardless of who foots the bill, problems with the system exist for

all to see. Assessment miscues like township assessors not getting the bills
done right or fairly, let alone on time, obviously must be dealt with, but
so too must local government budgets be scrutinized.

“Many local communities are rapidly increasing their spending –
leaving it to taxpayers to pick up the bill. This spending comes from a
wide range of government units that have expanded their budgets – be it
cities, towns, townships, schools, libraries, sewer districts, etc.,” asserts
Indiana Chamber President Kevin Brinegar.

Nearly all – 99% – of the property tax monies collected are for
local government purposes (1% goes to the state). Chart 2 (left)
illustrates the percentage of the tax levy for each local government
sector. Schools account for over half of the overall total and 35%
more than the second highest-spending unit.

On the whole, local government budgets in Indiana are
growing annually by an average of 6%. In contrast, the cost of
living increase for Social Security recipients stands at 3.3%. 

From a dollar standpoint, the spending jump is particularly
staggering. Chart 3 (next page) shows exactly how much local
government has increased over the last 20 years. Libraries have
had the largest surge by percentage – at just over 7% per year,
which took them from $58.5 million to $246 million. Schools
have had the greatest influx in terms of new money, going from
$1.08 billion in 1984 to nearly $4 billion in 2005.

Brinegar believes more visibility and accountability in the
property tax system should be high on everyone’s to-do list.
“Once people can see exactly what their property tax money is
paying for and who is responsible for the increases, they can

Sorting Out the Property Tax Mess

Estimated Net Assessed Value and 
Estimated Net Tax Levy by Property Class
2005 Payable 2006
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EEsstt..  NNeett  AAbbssttrraacctt  EEssttiimmaatteedd
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BBuussiinneessss
Commercial 17.73% 20.52%
Industrial 5.30% 6.19%
Agricultural 5.37% 4.09%
SSuubb--ttoottaall 2288..3399%% 3300..7799%%

**PPeerrssoonnaall  PPrrooppeerrttyy 1155..1166%% 1199..8833%%

RReessiiddeennttiiaall
Res. Homesteads 38.7% 32.65%
Ag. Homesteads 3.94% 2.72%
Non-Homestead Res. 13.16% 13.33%
SSuubb--ttoottaall 5555..8800%% 4488..7700%%

*Personal property includes business inventory (4.55% of the estimated net
tax levy), business depreciable assets (11.31%), utilities (3.76%) and individual
property (0.21%).

Source: Legislative Services Agency
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make informed decisions about whether they want to support
those increases or hold the responsible entities accountable.

“We’re hopeful that with the governor’s creation of the
Commission on Local Government Reform there will be more
transparency and a workable plan for reducing wasteful government.”

Homestead deduction – the quiet culprit
While assessment inaccuracies and local ballooning budgets

have garnered much attention in the press, the increase to the
state’s homestead deduction is also a key contributor.

In 2002, the state Legislature raised the amount Hoosier
homeowners would receive as the homestead deduction on their
tax bills from $6,000 to $35,000. Subsequently, the amount was
increased again, to $45,000 in 2004. This deduction is taken
off the value of residential property for assessing purposes. For
example, a home valued at $100,000 – the statewide average –
would only be assessed on $55,000. (Homes less than $45,000
in value receive a deduction of 50% of their worth). In the big
picture, this translates to a whopping $50 billion in assessed value
that is wiped off the books at the onset, only to be reallocated
to other taxpayers.

When the homestead deduction was $6,000, the amount
transferred was relatively insignificant. At the higher amounts,
however, it has noticeably shifted the tax burden to not only
businesses but other homeowners. 

Chart 4 (above right) provides an idea of the effect that the
last increase – from $35,000 to $45,000 – had on homeowners
in one area, with the greatest change in tax bills hitting both
extremes: those with the lowest and highest valued homes.

“At the time, many groups told legislators their concerns –
that this was akin to robbing Peter to pay Paul, and that many
homeowners would be negatively impacted,” Brinegar recalls.
“In effect, what this has done is create a graduated property
tax system; that’s unconstitutional.” 

The real impact of the inventory tax elimination
The elimination of the state’s tax on inventory has also

been a focal point of why tax bills went skyward. When the
inventory tax repeal passed the 2002 General Assembly, measures
were provided to protect homeowners, but it was up to each
county to act. Counties were encouraged to eliminate the
inventory tax early and to implement a homestead credit in

order to negate any shift in taxes from a move that has helped
secure thousands of new jobs throughout the state. 

Ratification of the inventory tax repeal was on the 2004
general election ballot and passed with more than 70% of the
vote statewide. All counties were well aware it was coming;
only 43 of Indiana’s 92 counties took steps to protect their
homeowners. Fast forward to this year and residents in these
43 counties have, on average, seen less dramatic property tax
increases than homeowners in the other counties. 

Next steps
Going forward, Brinegar feels that the assessments have to

be done properly before any drastic changes are made. “When
that happens, we can see who is really paying what and precisely
where any adjustments might need to be made.

“That said, the Indiana Constitution does require all
taxpayers to pay on a uniform and equal basis. For that to
truly happen, there needs to be more emphasis on efforts to
realize possible efficiencies – most notably with centralizing the
assessing duties at the county level. That would be a significant
step in the right direction.”
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Resource: Kevin Brinegar, Indiana Chamber president, at
(317) 264-6882 or kbrinegar@indianachamber.com

Local Government Spending Increases
CCAAGGRR

TTyyppee  ooff  UUnniitt 11998844  LLeevvyy 22000055  LLeevvyy 11998844--22000055
Library 58,566,630 245,949,235 7.07%
School 1,081,791,834 3,998,716,665 6.42%
County 388,992,566 1,347,372,151 6.09%
Township 63,804,403 219,777,503 6.07%
City/Town 360,436,278 1,177,982,764 5.80%
Special Unit 175,494,236 397,763,237 3.97%
TOTAL 2,129,085,947 7,389,367,362 6.10%

*Compound Annual Growth Rate

Source: State of Indiana




