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Are local governments ready for the
storm clouds brewing? At least they

have time to plan.
April 17, 2020 | Kurt Christian
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The economic downturn caused by the
novel coronavirus will force some local
governments to plunder their cash reserves,
while others will likely be forced to cut their

‘\ budgets to the bone.

City and county officials are grappling with
the sacrifices they’ll have to make as
plummeting employment, delayed
collections and reduced economic activity cut into tax revenue. Though
some are equipped with healthy coffers, others are deferring maintenance
and suspending capital projects until they can determine whether their
budgets have any fat left to trim.
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“For most, this will be the challenge of a lifetime,” said David Bottorff,
executive director of the Association of Indiana Counties.

Unlike private business owners and state government, local
public officials will have a nearly two-year runway to prepare
for COVID-19’s full impact on their primary funding streams.
That’s because property and income tax disbursements are
based on previous years’ assessments.



https://www.ibj.com/authors/kurt-christian
https://www.ibj.com/topics/coronavirus
https://www.ibj.com/topics/income-taxes
https://www.ibj.com/topics/local-government
https://www.ibj.com/topics/property-taxes
https://www.ibj.com/topics/regional-news
https://www.ibj.com/topics/taxes
https://www.ibj.com/
https://www.ibj.com/subscriptions?utm_medium=header
https://www.ibj.com/account
https://www.ibj.com/newsletters?utm_medium=header
https://www.ibj.com/podcast?utm_medium=header
https://www.ibj.com/public-notices?utm_medium=header

“They’ll be hit for sure, but at least they’ve got some time to
plan,” said Larry DeBoer, an economy professor at Purdue University.

Ball State University’s Center for Business and Economic Research
released two scenarios this week for local governments—one optimistic
and one pessimistic—with the goal of helping county leaders evaluate the
pandemic’s impacts on tax revenue.

The study focuses on local option income taxes but also considers the
smaller disbursements counties might receive from innkeeper’s, food and
beverage, and gambling taxes.

Researchers found, under the more-optimistic scenario, that the state’s
local taxing districts—think counties, townships, libraries, cities, towns and
more—could lose a cumulative $299 million due to the impacts of COVID-
19. That would be a drop in income taxes alone of about 8%.

If the local economy is slow to recover, that income tax number could be
closer to $469 million, or about 12%.

“Ouir first scenario is especially rosy, suggesting a return to
normalcy and baseline economic conditions in the second !
half of 2020,” the center’s executive director, Michael Hicks, = L, = +=
said in a written statement. “Scenario 2 is more likely, : /-

suggesting continued economic performance well below
baseline through 2020.”

Though local units of government have become more reliant 7

on income taxes since the state-approved property tax caps

in 2008, that funding is only a portion of what keeps local government
afloat. The study does not consider potential impacts to property taxes,
state aid for schools and roads, or potential federal stimulus funding.

If the nation does fall into a three-quarter recession, those revenue
sources could drop significantly as well.

“We have been observing and participating in economic estimates of the
impact of COVID-19 since January,” Hicks said. “The only consistent
observation over this period is that every projection has worsened
following later analysis.”

‘I1t’s raining’



At least one impact is immediate for local government revenue.

Gov. Eric Holcomb signed an executive order in March that, among other
things, waived penalties on late property tax payments for 60 days. As a
result, some local governments are anticipating a cash flow problem as a
significant portion of the payments they expected are delayed.

If a city’s or county’s reserves do run short, they might have to consider
borrowing money through tax revenue anticipation bonds—essentially
short-term loans paid back when a government receives money it is
expecting.

One option is the Indiana Bond Bank, an agency run by the state
Treasurer’s Office that offers low-interest financing to local governments.
On April 2, Treasurer Kelly Mitchell announced a midyear advanced
funding program to help local officials deal with cash-flow problems.

The bond bank’s executive director, Mark Wuellner, said 52 government
bodies have responded to a survey gauging interest in the midyear loans.
During a typical year, that number is closer to two or three.

But a number of city and county officials say their rainy day funds and
other cash reserves should be enough to get them through the lean times.

“For the last 10 years they’'ve been developed, rainy day
funds have largely been designed as a tool for flexibility.
Now, it's raining,” DeBoer said.

Matt Greller, CEO of Accelerate Indiana Municipalities
(formerly the Indiana Association of Cities and Towns) said
even those local governments that find themselves with
healthy reserves will likely defer maintenance and ongoing &

capital projects.

“Rather than replacing bridges every 50 years, you push it out to 75 years.
Rather than replacing 5% of your street department fleet every year,
you're replacing 2% of your fleet,” Greller said. “No raises for municipal
employees, no benefit increases.

“It's a lot of patchwork fixes.”

Reprioritizing



Hamilton County Councilor Rick McKinney said county government should
not have to borrow money.

“We have been said to be in the best financial shape of any unit of
government, besides the state,” McKinney said. “But we’re going to be
prudent and watch new projects over the next one to three years—
however long it takes.”
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He's confident, though, that
Hamilton County’s $55.3 million in
reserves is enough to prevent any layoffs or major disruptions to county
activities.

“It's definitely a situation where we think we’re going to have to reanalyze
or reprioritize certain things,” McKinney said. “The county council is
confident we can take care of those projects on our plate.”

Even so, McKinney said county officials are holding off on using cash for
some projects, including $15 million to $20 million for a judicial center
expansion and an anticipated $5 million to $15 million in cost overruns on
improvements to State Road 37. Those projects might still move forward,
he said, but they will likely have to be financed by bonds rather than those
cash reserves.

The Association for Indiana Counties’ Bottorff said, for the most part, local
governments throughout central Indiana have enough financial reserves to
adjust without much disruption. It's those counties that were already
teetering near the edge that will need help.
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Anton Neff is board president for the Association of Indiana Counties and
an Owen County councilor. He and his fellow council members have
already cobbled together alternative funding sources this year to address
the $900,000 tax revenue shortfall created by a filing error.

“In all honesty, part of that was buying time until the next budget year
when revenues would normally increase,” Neff said. “We’re going to be
faced with a little bit more of a challenge, just starting from behind.”

Though Owen County was able to mitigate that blow with some line-item
adjustments and deferred vehicle replacements, county officials are
returning to the budget now to see whether delayed improvements to the
county jail and other facilities might make up for the next shortfalls caused
by the pandemic.

If they don’t, Neff said, the county might not be able to give its employees
pay increases next year and it might institute a hiring freeze. He said
officials will know more when they meet for a budget planning workshop in
the next month or so.

“‘Right now, we’re reacting to the issues at hand,” he said.
Cash reserves

Mayors across Hamilton County are generally optimistic
about how far their cash reserves will carry them.

Jim Brainard was 12 years into his nearly quarter-century
tenure as Carmel’s mayor when the 2008 recession struck.

“We had far less in savings then, but we still managed to get f
through without a tax increase. We paid our bills and did not  sinar
have to lay off any employees,” Brainard said.

The city did cut $3 million in road paving projects for one year and
reduced that spending by half in the following year.

But Brainard doesn’t anticipate having to make those cuts this time. He
said the city ended 2019 with $11.9 million in its rainy day fund, and has
$50 million in other unencumbered reserves.



“That’s very healthy for a city our size. We've been putting money away
for several years knowing, at some point, something was going to
happen,” Brainard said. “This went on for year after year during the Great
Recession, and | don’t anticipate that happening this time. If we get
people back to work in 60 days, it's going to be a very small blip.”

In Noblesville, City Controller Jeff Spalding said the city has reserved a
portion of its income tax revenue distributions each year for times like
these. As a result, the city has $17 million in its rainy day fund and another
$15 million in its general fund.

“From that standpoint, we're in a fairly enviable position to
respond to the news as it plays out,” Spalding said. “I am
probably a less doom-and-gloom type of person, but that
doesn’t mean there won'’t be challenges. There are
always challenges.”

In Fishers, Mayor Scott Fadness said the city isn’t shelving
capital projects. Instead, he’s looking to cut back on Spalding
operational costs.

Already, Fishers has canceled all training and travel for the rest of the year
that isn’t required to maintain a license or other accreditation. The mayor
has also decided not to fill any vacant positions, and officials are working
to lock in fuel costs as far into the future as possible.

“When you have revenue challenges in your operating revenue, the only
way to really address that is to curb your expenditures. Most of our capital
projects will continue moving forward,” Fadness said.

Barring any unforeseen expenditures, he said, Fishers has enough in its
reserves to last four or five months. He’s not leaving it to chance, though.

“We are in the same purgatory as the financial markets, the stock
markets, as small businesses,” Fishers said. “It's not only the current
situation we find ourselves in; it's that so many variables are unknown.
Until those variables are identified, you're going to see a lot of us play a
conservative role.”

Press pause



Cities elsewhere are taking a different approach to saving for
the future. Greenwood is pressing pause on any project that
hasn'’t already been funded.

Greg Wright, Greenwood’s controller, said that includes a 2"\ -
$220,000 road improvement project at Stop 18 Road and | /‘
U.S. 31 and a roughly $500,000 intersection and signal lﬁ\ /
improvement project at Main Street and Airport Parkway. Fadness

Other paused projects include $250,000 in skatepark
upgrades and roughly $800,000 in trail improvements.

“We have several things that would be considered shovel-ready,” Wright
said. “If we were able to get some of that stimulus money coming through
the federal government, we could still get those projects funded.”

Some of the estimated $2.6 billion in federal funding provided by the
CARES Act will trickle down to local governments, but it's unclear how
much. The law requires 45% of a state’s fund be set aside for local
governments with populations of 500,000 or more, but in Indiana, that
would apply only to Indianapolis.

“We have sufficient cash in our property tax funds to support our
operations through a downturn,” Wright said. “The capital is the main thing
that would have to be paused or done over several years instead of a year
or two.

“If we're only down 10%, maybe we can put some projects back on the
table,” he said. “If we're down 25, 30, 40%? Everything will stay on pause.
Time to ride the storm out.”
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