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Local Option Income Taxes in Indiana

With the implementation of property
tax caps, local governments in In-
diana are considering options other
than property taxes for increasing
local revenue. In Indiana, local op-
tion income taxes are one choice that
local governments have to fund local
government functions.

In the United States there are currently 18 states
that authorize county and/or other local govern-
ments to levy local option income taxes (LOIT),
often called commuter taxes. Another 38 states
permit the use of local option sales taxes (LOST)
that piggyback on the state sales tax (NCSL 2008).
Of the 18 states that allow the use of local option
income taxes, 14 use some combination of both
LOIT and LOST (NCSL 2008). Indiana is one
of four states that solely authorize local govern-
ments to utilize LOIT (NCSL 2008). In Indiana,
local option general sales taxes are not authorized.
There are a few local taxes that are considered
selective sales taxes, such as alcohol and tobacco
taxes, food and beverage taxes, fuel taxes, the inn-
keeper’s tax, and the auto rental tax. The last two
of these taxes have been primarily adopted in large

urban counties within Indiana.

One of the primary reasons local income taxes are
adopted in Indiana is to reduce reliance on local
property taxes. In 2008 (before property tax caps
were implemented) local governments in Indiana
raised 88.4 percent of tax revenue from prop-

erty taxes, 7 percent from income taxes, and 1.3
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percent from selective sales taxes.! The primary
sources of local government own source revenue
are property taxes (46.9 percent), income taxes
(3.7 percent), selective sales taxes (0.7 percent) and
current charges (31.6 percent).> As property tax
caps are implemented the share of revenue raised

from property taxes is expected to decrease.

Local tax structure is important because the types
of local taxes levied affect decisions about where
people reside, work and do business as well as the
level and types of public services that local govern-
ments can provide. The goal of this policy brief
is to provide an overview of local option income

taxes (LOIT) in Indiana.

LOCAL OPTION TAXES IN THE U.S.

As shown in Figure 1, of the local option taxes
implemented by localities in the U.S. local sales,
taxes are commonly used to raise revenues. Some
states allow local governments to utilize both sales

and income taxes to generate local revenue. Few

!Authors’ calculations using data available from
U.S. Census Bureau (2008). This data is for 2008
and the latest data available.

2Current charges include fees and charges related
to public education, hospitals, airports, park-
ing facilities, parks and recreation, sewerage and
solid waste. See U.S. Census Bureau (2008) for
complete list.
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3Much of the historical infor-
mation on CAGIT, COIT and
CEDIT are from Bennett and
Stullich (1992). We provide
some detail from this publication
here since it is not widely avail-
able. Rushenburg (2009) also
provides some historical informa-
tion and a systematic overview of
the structure of each LOIT. The
Handbook of Taxes, Revenues and
Appropriations (1999-2010),
produced each year by the Indiana
Legislative Services Agency, was
our source for information on the
structure and revenue distribu-
tion of LOIT. We have attempted
to provide the most accurate and
current data available in this
report. Please contact Dagney
Faulk at dgfaulk @bsu.edu with

clarifications and corrections.

FIGURE 1. LOCAL OPTION INCOME TAXES IN THE U.S., BY STATE
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Sources: National Conference of State Legislatures (2008), Retirement Living Information Center (2010), Tax-rates.org

(2010), Tax Policy Center (2006a; 2006b).

states allow localities to use only LOIT (Delaware,
Indiana, Kentucky, Maryland, and Michigan), and
some don’t permit the use of either local sales or

income taxes (Connecticut, Maine, Massachusetts,

New Hampshire, Rhode Island, West Virginia).

INDIANA'S LOCAL OPTION
INCOME TAXES?

In Indiana, three legacy local option income taxes
and three recently authorized supplemental local
income taxes can be used by local governments
for generating additional tax revenues and/or pro-

viding property tax relief to property owners.

Indiana has been using LOIT since 1973, when
the County Adjusted Gross Income Tax (CAGIT)
was approved as part of the 1973 property tax
relief legislation (Bennett and Stullich 1992). In
1984 and 1987, two additional LOIT were au-
thorized, the County Option Income Tax (COIT)
and County Economic Development Income Tax
(CEDIT), to provide additional sources of revenue
for local governments. During the 1980s local
governments in Indiana were faced with property
tax restrictions, which restrained revenue from
that source, inflation, and the loss of funding from
federal revenue sharing, so CEDIT and COIT

provided options for raising additional revenue.
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Currently, these three LOIT are widely used across
the state with 91 of Indiana’s 92 counties (Lake
County is the exception) adopting one or more of

these legacy LOIT.

In 2007, Indiana introduced three additional
LOIT under the House Enrolled Act 1478 (HEA
1478-2007). These new LOIT were created to
help fund property tax relief, public safety or a

freeze in property tax growth.

All of Indiana’s LOIT use the Indiana (state) ad-
justed gross income as the tax base. As such, wage
and salary income is the largest portion of taxable
income, so LOIT are imposed primarily on wage
earners. Social Security payments are not taxed

under the state income tax in Indiana.
County Adjusted Gross Income Tax (CAGIT)

CAGIT is a LOIT that can be used by local gov-
ernments to provide property tax relief and addi-
tional revenue. The county council is the adopting
authority that enacts CAGIT. The adoption period
takes place between April 1st and July 31st of the
adoption year. Distributions take place semi-an-
nually and are directed toward property tax relief
or general government spending depending on the

rate. CAGIT rates vary among counties, and fall
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FIGURE 2. CAGIT IN INDIANA, 2010
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between 0.5 percent and 1 percent for county residents and 0.25 per-
cent for nonresident taxpayers.” The county council may elect to raise
the CAGIT rate by 0.1 percent per year if deemed necessary up to the
1 percent limit. LSA (2010) provides the rate exceptions, which allow
the tax rate to exceed 1 percent in some counties. The 2010 certified
distribution to local governments from CAGIT was $435,461,152
(LSA 2010).

County Option Income Tax (COIT)

COIT provides new tax revenues to local governments for general
spending. This was authorized in 1984 as an alternative to CAGIT,
which had not been popular in urban counties (Bennett and Stul-
lich 1992). Funds are allocated for communication, transportation
systems, and financing economic development projects. Similar to
CAGIT, the adoption period takes places between April 1st and

July 31st of the adoption year. Unlike CAGIT, COIT has a county
income tax council (COIT council), which has the authority to adopt
a COIT. Generally, the COIT rates are initially levied at 0.2 percent
for resident county taxpayers and can be increased by 0.1 percent
each year to a maximum rate of 0.6 percent. If additional revenues are
needed, the COIT council can pass an ordinance to raise the COIT

rate by 0.1 percent per year until reaching a maximum of 1 percent.
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FIGURE 3. COIT IN INDIANA, 2010
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The COIT tax rate for nonresident taxpayers is a quarter of the tax

HARRISON

rate imposed on resident taxpayers. LSA (2010) states the COIT rate
can be frozen, decreased, or with an ordinanced passed by the COIT
council, the maximum rate may exceed 1 percent. The 2010 certified
distribution to local governments from COIT was $591,580,605
(LSA 2010).

By 2010, 56 out of 92 Indiana counties had adopted CAGIT, with
arate of 1 percent in most counties. See Table 1 for details. Eight
counties allow a rate higher than 1 percent, primarily to fund cor-
rectional facilities. Most Indiana counties with larger cities’ have not
adopted CAGIT (See Figure

2). The exceptions are Elkhart

and VlgO COllI‘ltiCS, Wthh have 4 Ngn—rg;l’dent tﬂxpa}/er; are
people who work in a county that
imposes CAGIT, COIT or CEDIT
but who live in a county that
does not impose CAGIT, COIT,
or CEDIT. In this instance, the
LOIT is a commuter tax.

°In this analysis, larger cities in
Indiana are defined by population
0f 50,000 or more from Census
2007 estimates.

large cities and have adopted
CAGIT with rates of 1.25 and
0.75 percent, respectively.

In 2010, 28 counties had ad-
opted COIT. Only two coun-
ties’ tax rates exceed 1 percent
(See Figure 3). Unlike CAGIT,
COIT has been adopted in
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counties with large cities.

County Economic Development Income Tax
(CEDIT)

CEDIT was authorized by the Indiana General
Assembly in 1987. This LOIT provides funding
for local economic development projects that
increase local employment opportunities and/

or attract or retain businesses. CEDIT can be
imposed in conjunction with either CAGIT or
COIT; however, the combined tax rates are fixed.
The authorized rates for CEDIT are 0.1, 0.2, 0.25,
0.3, 0.35, 0.4, 0.45 and 0.5 percent. If CEDIT

is imposed with CAGIT, then the combined tax
rate may not exceed 1.25 percent; if CEDIT is
imposed with COIT, then the combined rate may
not exceed 1 percent. The county council is the
adopting authority for CAGIT adopting coun-
ties and county income tax council for COIT-
adopted counties. CEDIT’s adoption period takes
place between April 1st and July 31st, similar to
CAGIT and COIT, and fund distributions are
made semi-annually (Rushenburg 2009). In 2010,
77 counties had adopted this tax. LSA (2010)
provides rate exceptions. Totals the 2010 certified
distribution to local governments from CEDIT to

be $294,604,773 (LSA 2010).
HEA-1478

The House Enrolled Act 1478, enacted in 2007,
provided Indiana counties with additional means
for raising local revenue while reducing the burden
on property taxpayers. Funds from the newly cre-
ated LOIT are used to freeze property tax growth,
provide relief for property taxpayers, and generate

revenue for public safety projects and programs.
LOIT to Freeze Property Tax Levy

The Levy Growth Replacement LOIT provides
Indiana counties with a method to raise revenue to
replace normal property tax increases. This LOIT
directly funds the property tax levy to minimize
the impact of increases on property taxpayers;
however, this LOIT does not increase due to new
debt. This LOIT is adopted by the county council
in CAGIT counties and the COIT council in
COIT counties. The levy freeze LOIT rate may

not exceed 1.0 percent, and the first year the tax
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is imposed the rate must be set for the subsequent
two years. The nonresident rate is 0.25 percent in
counties with CAGIT and one-quarter of the ad-
ditional rate in counties with COIT. The rate for
this LOIT cannot be reduced if not needed and
cannot be revoked, but it may be increased each
year to offset increases in property tax levy growth.
(This income tax is substituted for increases in
the property tax levy that would otherwise occur.)
In 2010, 11 counties had adopted this tax. The
2010 certified distribution to local governments
from the LOIT to freeze the property tax levy was
$63,201,993 (LSA 2010).

LOIT for Property Tax Relief

The property tax relief LOIT allows Indiana cities
and counties to collect tax revenue to directly pro-
vide property tax relief to property taxpayers. This
LOIT can be used in four ways to provide prop-
erty tax relief to Indiana residents. These include
(1) distributing property tax relief to all taxpayers,
(2) providing homestead credits to owner-occu-
pied units, (3) administering property tax relief
for residential property, including homesteads,
rentals, and apartments complexes, or (4) provid-
ing a combination of (1), (2), and (3). Counties
have the ability to utilize a CAGIT or COIT rate
structure to fund property tax relief in increments
0f 0.05 percent up to 1 percent (Indiana Depart-
ment of Local Government Finance 2007). The
nonresident rate is 0.25 percent in counties with
CAGIT and one-quarter of the additional rate in
counties with COIT. The adoption of this LOIT
falls under the perview of the county council in
CAGIT counties and the COIT council in COIT
counties. In 2010, 27 counties had adopted

this tax. The 2010 certified distribution to local
governments from the LOIT for property tax relief
was $109,385,899 (LSA 2010).

LOIT for Public Safety

Indiana counties can enact a LOIT for public
safety to help fund various public safety programs.
These programs include police and fire depart-
ments, emergency medical services, pensions

to these groups, and department of corrections
facilities. This LOIT is used to partially fund these
services, thus reducing the burden on property
taxpayers (Rushenburg 2009). Counties may pass
this LOIT for public safety with a maximum rate
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FIGURE 4. INDIANA HEA-1478 SUPPLEMENTAL LOIT
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of 0.25 percent. However, the county must impose
either a LOIT for property tax relief or a LOIT

to freeze property tax levy at a minimum of 0.25
percent. This ensures the LOIT for public safety is
a substitute for property tax revenues and not an
addition to the LOIT for property tax levy. The
LOIT for public safety is adopted by the county
council in CAGIT counties and the COIT council
in COIT counties. In 2010 20 counties had
adopted this tax. The 2010 certified distribution to
local governments from the LOIT for public safety
is $94,461,634 (LSA 2010).

Since enacting HEA-1478 in 2007, 24 Indiana
counties have adopted the new supplemental
LOIT. Seven counties have adopted all three new
LOIT, five counties adopted only the LOIT for
Property Tax Relief; and twelve counties adopted
combination of two new LOIT. Figure 4 shows
that north-central Indiana counties have tended to
adopt these taxes up to this point, while south-

ern and border counties have been less likely to

CBER POLICY BRIEF

CRAWFORD

HARRISON

WARRICK EERRY
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introduce these new taxes. With the exception of
Marion County, which has LOIT to freeze prop-
erty tax levy and LOIT for public safety, counties
with large cities (population of 50,000 or more)
did not adopt any LOIT authorized under HEA-
1478. Seven counties (Brown, Jasper, Jay, Morgan,
Parke, Warren and Wells) have adopted all three
supplemental LOIT.

INDIANA LOCAL OPTION INCOME
TAXES — TRENDS

Figure 5 shows the progression LOIT adoption
and changes in the rate structure from 1984 to
2010. Over time, 91 of Indiana’s 92 counties
have adopted at least one LOIT, and local gov-
ernments in many counties have increased their
reliance on LOIT as indicated by the higher
rates. The lowest tax current rates tend to be

the suburban counties of major metro areas.

Table 1 shows the certified distribution to each
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FIGURE 5. DECENNIAL INDIANA LOIT, 1984-2010
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county for each LOIT in 2010, the 2010 LOIT
rates, the change since 2007 (the last year before
the most current recession) and the local income
tax per worker in 2010. Certified distributions
increased by 35 percent between 2007-2010, with
distributions of $1.17 billion in 2007 and $1.59
billion in 2010. The 2007 certified distributions
are nominal values (not adjusted for inflation).
Residents in 19 counties experienced a 75 percent
or greater increase in their local income taxes from
2007 to 2010. In contrast, only three counties

decreased their local income tax levies.
CONCLUSIONS

In this policy brief, we have provided an overview
of local option income taxes in Indiana. Indiana
is one of the few states that authorize LOIT as a
revenue source for local governments. The LOIT
structure in Indiana is fairly complex, consisting
of six different local income taxes some of which
can be jointly imposed. Over the past few decades,
local governments have increasingly adopted local
option income taxes and the rates have continued
to increase. Future research is needed to investigate
factors influencing the decision to adopt local op-
tion income taxes and the impact of these taxes on

economic development.
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CENTER FOR BUSINESS AND ECONOMIC RESEARCH POLICY BRIEF

About the Center:

The Center for Business and Economic Research, formerly the Bureau of Business Research, is an award-winning economic
policy and forecasting research center housed within Ball State University’s Miller College of Business. CBER research encom-
passes health care, public finance, regional economics, transportation and energy sector studies. We manage the publicaiton of
the American Journal of Business—a peer-reviewed scholarly journal—and the Indiana Business Bulletin—a weekly e-news-
letter with weekly commentary and regularly updated data on housing, wages, employment, consumption, exchange rates and
dozens of other economic indicators that provide evidence of the direction of change in the local, state and federal economy. In

addition to research, we serve as the forecasting element in the Muncie area—holding five state and federal economic forecasting
roundtables.

Center for Business and Economic Research

Miller College of Business, Ball State University

Whitinger Business Building, room 149 ¢ Muncie, IN 47306
Phone: 765-285-5926 * Fax: 765-285-8024

www.bsu.edu/cber
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