



TAX REVENUE DISTRIBUTION CONSEQUENCES

OF

ANNEXATION OR INCORPORATION

An analysis of the changes in state collected tax revenue that would occur if a major section of White River Township were to incorporate as a new city, or be incorporated into an adjacent city or town. Members of the White River Citizens United organization prepared this document.

TAX REVENUE DISTRIBUTION CONSCEQUENCES

OF

ANNEXATION OR INCORPORATION


The population contained within the White River Township community bounded by Smokey Row Road to the south, the county line to the north and west, and on the east by the western boundary of Greenwood, pays a variety of taxes other than property taxes. These taxes are collected by the state and then distributed to the local taxing units.  These include the county, and the cities and towns. This study is intended to define the taxes and the distribution impact that would occur if this area of White River Township were to either incorporate or be annexed. For the purposes of this study it is assumed that an annexation into Greenwood would occur, but the basic conclusions would be the same if another alternative were selected such as incorporation.  Hereafter, this community shall be referred to as the “incorporated community”.


The reference for this study is the “Indiana Handbook of Taxes, Revenues, and Appropriations” for 2006. It contains a description of all taxes and revenues collected by the state, what were the total dollars collected for each, and the general distribution formulas.  It is therefore possible to examine these distribution rules and define which tax, if any, will produce a net gain to the residents if a transition is made from being unincorporated, to being incorporated. The objective of this study is to quantify that gain.  It could be said that the gain represents a hidden tax revenue generating power of this community that is enabled if incorporation or annexation were to occur.


Tax distributions received in 2006 by Johnson County and the city of Greenwood as reported in their respective financial statements are listed in Figure 1.  A brief statement of the distribution criteria that is used to return the revenue to the tax paying communities is also included.  It is these values that were used to validate the accuracy with which we were able to define and apply the distribution formulas, and therefore the accuracy of our analysis of the changes that would occur with annexation.  Because we were unable to reproduce any calculation that was exact as compared to the value reported as received in 2006, we had to be satisfied with numbers that were in the “ball park” range of the received revenue.  Parameters used in the distribution formula such as population, road miles, registered vehicles, and even the total of tax revenues collected are subject to question because they can have different values in different documents.  The handbook did not contain a list of those parameters other than tax revenue.  Those parameters have been derived from other sources.


Tax Revenue Parameters are listed in Figure 2.  It includes the amount of tax dollars available at the state level for distribution, and the various parameters at the state, county, and city level, that are used in the distribution formulas.  The parameter symbols chosen are unique to this report.  They are EXCEL worksheet reference labels for parameter values specified in the distribution formulas of Figure 3.  The reader is therefore at liberty to evaluate the tax distribution impact of any parameter that he/she may question as invalid in Figure 2. 


Figure 3 is a summary of our tax calculations.  The first two columns labeled “Tax Receipts for 2006” repeats the data of Figure 1.  They are used to demonstrate the degree of accuracy (or lack thereof) of our tax distribution calculations. Applying the state total revenue and the pertinent distribution parameters to the distribution formulas for that particular tax generates the “Tax Distribution Calculations W/O Annexation” of the next two columns. This calculated the expected revenue for the county and city as they are currently configured.  It is an attempt to duplicate the received revenue values and the reader can determine the degree of accuracy achieved by comparing the two sets of data. 

The columns of data for the case of annexation contain the calculated values for what would be expected to be distributed to the county and the city of Greenwood if the WRT incorporating community were annexed into Greenwood.  A significant transfer of population would occur. Therefore, those population based distribution formulas will show considerable change under this condition.  Those tax revenue distributions for road construction and repairs, which are based on population and miles of roads, will also show change. The county revenue would go down and the city revenue would go up as a result of the incorporation. The changes are recorded in the “Change” columns highlighted in red.

 There are several comments to be considered in the data of Figure 3:

a) Fuel tax revenue is distributed from two state funds (MVHF & LRSF).  Each fund has separate distribution formula based on registered passenger vehicles, road miles, and population.  There is a net gain to our community via annexation or incorporation  because the revenue reduction to the county is less than the revenue gain to the incorporating community.

b) The Alcohol tax is distributed to cities and towns only, based on population.  Therefore the accuracy with which we calculated the expected revenue is the result of how accurately we knew the tax revenue available for distribution, the state total population in the cities and towns, and the population of Greenwood that the state used in its calculations.  We used a 2000 census number for the population of Greenwood, although we were aware that there is a special 2006 census number available for Greenwood. Our calculations are higher than the actual distribution for 2006. If we had used the 2006 census, the difference would have been even greater.

c) The Cigarette tax is also distributed to only cities and towns based upon population from the Cigarette Tax Fund.  Our calculation without annexation is approximately $125,000 less than the reported receipt by the city of Greenwood.  That difference is the sum received by the city to fund the police retirement fund. This would not change with annexation.  The value of $167,000 entered in the “Greenwood tax receipts for 2006” column is the result of subtracting the $125,000 for the police retirement fund from the 2006 financial report value. Our computed distribution value agrees favorable with the $167,000 value.

d) Riverboat Gambling tax is distributed based on population to both the county and cities of a county not having a riverboat casino. It is therefore necessary to know the population parameters under these conditions.  Since we did not have the state total population number of counties with out a riverboat casino, we derived it from the Johnson County tax receipt number of $267,000.  Thus, when we calculated the distributed tax numbers we came up with this same number for the county.  Our calculation for the city of Greenwood using again the 2000 census population resulted in a reasonable close relationship to the received value.  Therefore, we felt justified in this approach.

e) Vehicle Surtax and Wheel Tax are not in effect until 2008.  Therefore they are not entered into the columns associated with 2006 financial statement data.  In our calculations we used the same distribution parameters the Johnson County Highway Department in their 2008 tax estimated revenue, and therefore duplicated their calculations.  These parameter values are not the same as used in the Fuel Tax calculations because we felt it most likely that the state was using 2000 census data.   Most tax revenues are fairly flat from year to year, so it was felt we could do this backward projection to 2006 without significant error.

f) CAGIT Certified Shares and CAGIT Replacement Tax Credit distribution is a much more complicated process than other taxes.  All taxing units first prepare their “tax levy” (the local tax required to satisfy their budgets without the return of County Adjusted Gross Income Tax).  Then the state calculates the distribution based on the proportion any taxing units levy is to the total of all taxing unit levies for that county.  By assuming that the tax levy of the affected taxing units (the county and the annexing city) change by a separate multiplication factor (or percentage), and that the other taxing units in the county do not have a levy change, it is possible to derive a formula for the new CAGIT distributions. This formula requires as input parameters the total CAGIT revenue for the county, the distributions that occur under the existing tax levies, and the assumed levy changes. 

g) Auto Excise Tax and Aircraft Excise Tax are combined into a single entry in the financial statements of the county and city.  The distribution of each is different.  Aircraft excise tax is a relatively small number for the entire state. Because of this we have ignored it in our calculations.  Any differences between calculated values and financial report values are attributed to this omission.  The distribution for auto excise tax is done in the same manner as property tax revenue.  We have used the Adjusted Property Tax Replacement Credit Levy contained in the Indiana Department of Local Government Finance report for 2006 CAGIT distribution as the bases of Excise tax distribution.   This results in a majority of the revenue being distributed to the school taxing units, which agrees with what we had been told is this case.  

h) The distribution of Commercial Vehicle Excise Tax is done by the state to the counties, and thus to all local taxing units including the school corporation.  There is no information in the tax handbook to suggest how the total revenue is apportioned between school corporations and local taxing units.  Because these revenues are relatively small, they are omitted in the calculated distributions with annexation.

i) Financial Institution Tax is distributed back to the local taxing units in which the institution resides.  Because very few of these institutions reside in WRT, there is no significant tax distribution change expected with annexation.

j) There is expected no change with annexation to the following taxes: Liquor/ABC Excise Tax, Inheritance Tax, Tobacco Fund Settlement, and the Food and Beverage Tax.

The significant conclusions to be drawn from this study are:

I) If annexation into the city of Greenwood were to occur, Johnson County tax revenue distribution would decrease by approximately $2.6 million.  The city of Greenwood distribution would increase by approximately $4.0 million. This should be noted as the “tax revenue power” of the incorporating community. It would also be available if the community incorporated into a separate city.

II) There would be an increase of at least $1.4 million tax dollars more available to the citizens of WRT as the result of incorporation or annexation.  Those additional tax dollars would be returning to the community of taxpayers from which it was derived. The approximately $2.6 million that is currently going to the county, for county wide application, would also be available for a more focused application within the WRT incorporating community.

III) If we consider only the revenue from the two Fuel Tax funds (MVHF and LRSF), there are several observations to be made relative to revenue for road maintenance.  As a result of incorporation or annexation, Johnson County Highway Department share of this revenue would decrease by approximately 18%. Greenwoods revenue would increase by 68%.  The $0.67 million lost by the county would be available to the incorporating community for a more focused application.  There would be an additional gain of approximately $0.41 million revenue available for the roads in WRT because of the nature of the tax distribution formulas favoring the cities and towns.

IV) If we consider the introduction of the two new road use taxes (Vehicle Surtax and Wheel Tax), the incorporating community will generate $0.59 million.  If nothing is changed, those dollars will go to the county for application to all roads in the county.  If there is incorporation or annexation, those dollars will be focused on the miles of roads in WRT.  

V) The incorporated community would have $1.67 million available for road maintenance and it would be focused on the roads in WRT.

VI) As a result of the redistribution of tax revenue, it may be that the county tax rate may go up because the loss of revenue is not offset by a reduction of services required.  It can be demonstrated that the city of Greenwood tax rate should go down because of this additional revenue.  An important point to realize is that the county property tax increase would be distributed over the entire county, but the property tax decrease for Greenwood would be limited to a smaller number of residents.  Those city residents are of course also residents of the county, so they would also see their county property tax increase. Because the county increase is spread over a larger population, it should be less than the city decrease. The expected net change to the property tax of city residents would therefore be a reduction.  
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PAGE  
1
7/29/2008

