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Indiana Intergovernmental Issues Study

The Indiana Advisory Commission on Intergovern-
mental Relations (IACIR) periodically collects infor-
mation on current issues affecting local govern-
ments in Indiana and services for state residents. In
2010, the IACIR surveyed nearly 1,150 local govern-
ment officials including mayors, county auditors,
county commissioners, county and town council
members, school board members, and township
trustees. The response rate was 35 percent. A sum-
mary of findings from the full 2010 survey can be
found at the IACIR website: www.iacir.spea.iu-
pui.edu.?

This briefing assesses local government officials’
opinions on nonprofit property tax policies, PILOTs
(payments in lieu of taxes), and SILOTs (services in
lieu of taxes). It is the second in a series of briefings
from the Indiana Nonprofits: Scope and Community
Dimensions project that focuses on nonprofit-gov-
ernment relations in Indiana. The first explored lo-
cal government officials’ attitudes toward 2-1-1 ser-
vices. Subsequent briefings will examine relation-
ships between local government and nonprofits, re-
liance on nonprofits to deliver government services,
and nonprofit volunteer activities of local govern-
ment officials. These briefings are available at the
project website: www.indiana.edu/~nonprof.

What are PILOTs and SILOTs?

In Indiana, most charities are exempt from property
taxes. The Indiana State Constitution states that the
General Assembly may provide property tax exemp-
tions for “property being used for municipal, educa-
tional, literary, scientific, religious or charitable pur-
poses” (Article 10, Section 1).

These policies benefit charitable nonprofits and are
thought to acknowledge the public value that they
create. Governmental buildings (e.g., court houses,

éick Facts \

e PILOTs or “payments in lieu of taxes” are non-
voluntary payments (e.g., fees) that organiza-
tions make to local governments in lieu of
taxes. SILOTs are “services in lieu of taxes.”

e Local government officials prefer PILOTs over
SILOTs, according to our survey.

e Over 50 percent of respondents think that
nonprofit schools, universities, and hospitals
should be obligated to provide PILOT and/or
SILOT benefits to local communities.

e Over 30 percent think churches should provide

QOT and/or SILOT benefits. /
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public schools, city community centers) also are ex-
cluded from property taxes.

PILOTs are mandatory fees for municipal services
that are paid by land-owning organizations that are

Figure 1: Local government officials’ opinions on what types of organizations should provide payments

or services in lieu of property taxes
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Faced with decreasing revenues and growing budg-
etary pressures, however, some municipalities are
reconsidering nonprofit property tax exemptions. In
the wake of the recent “great recession,” nearly
nine out of ten cities reported that they were hav-
ing more trouble meeting their fiscal needs.? Fur-
thermore, Indiana began phasing in property tax
caps in 2009, as well as other reforms which af-
fected local government revenues.?

Over 40 percent of property taxes support local
public schools.* Additionally, cities and counties rely
heavily on property taxes to fund essential services
like police and fire departments, garbage collection
and snow removal, road construction and mainte-
nance, public libraries, etc. Some local governments
have instituted PILOTs and SILOTSs to recover a por-
tion of the revenue they would receive if nonprofit
and public properties were taxed.

Source: 2010 IACIR Survey

exempt from property taxes. Similarly, SILOTSs re-
quire community programs or services from organi-
zations with tax-exempt property.

These policies have been highly polarizing. Many
nonprofits, which have also found themselves cash
strapped after the recent recession, oppose such
policies. Diana Aviv, Executive Director of the Inde-
pendent Sector, told The New York Times, “Our
members are beyond upset, they’re fearful. They
know that state elected officials are short of cash
and are looking for every opportunity — and,
frankly, excuse — to raid pots of money to pay for
other pressing needs.”®

In contrast, Matt Greller, executive director of the
Indiana Association of Cities and Towns, com-
mented, “We’re having to look at the public ser-
vices nonprofits use and how we can adequately
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cover those costs...We can’t give them away for free
any longer.”®

What organizations should be subject
to PILOTs and SILOTs?

Generally local government officials were more in
favor of PILOTs than SILOTs for property tax-ex-
empt nonprofit and public organizations (Figure
1).7 This could be because cash payments have a
more quantifiable impact on local government reve-
nues. It may also be more difficult to decide which
specific services each organization could or should
provide. Additionally, PILOTs feature more promi-
nently than SILOTs in the news media and trade
publications.

Opinions on PILOTs and SILOTs appear to vary
based on the local government official’s job. For ex-
ample, county auditors are not particularly in favor
of these programs (perhaps because they would be
directly involved in implementing these decisions),
while school board members are interested in using
these programs to obtain tax payments from hospi-
tals in their districts. Overall, however, local govern-
ment officials were more in favor of PILOTs and SI-
LOTs for hospitals and private schools than they
were for churches or other types of nonprofits.

Hospitals and educational institutions

Over half of local government officials think that
hospitals and privately operated nonprofit educa-
tional institutions should be required to make pay-
ments or provide services in lieu of taxes. Over 35
percent think PILOTSs are appropriate for nonprofit
schools, universities, and colleges. Over 25 percent
are in favor of PILOTSs for nonprofit hospitals.
Slightly more officials mentioned wanting SILOT ar-
rangements from hospitals than educational institu-
tions. This may reflect a growing opinion that non-
profit hospitals should provide more community
health services, as well as the fact that hospital
“charity care” has a long history in the United
States.

“Meds and eds” are often the target of PILOTSs.
Some of these reasons are logistical. For example,

these are large organizations that use local services
(e.g., water, sewers, fire protection, and police ser-
vices) more heavily than smaller organizations. Ad-
ditionally, with their large property holdings, they
are more of a drain on tax revenue than churches or
nonprofits with smaller property sizes. Being large
also means they appear to have the resources to af-
ford PILOTSs, by either absorbing the cost or cover-
ing it through increased fees for services.

Often hospitals and colleges provide services to nu-
merous clients that reside outside the local tax dis-
trict. Some individuals question the equity of
providing tax exemptions to nonprofits that do not
primarily serve their community. Furthermore, non-
profit hospitals provide services similar to their non-
exempt for-profit counterparts; giving a tax break to
one hospital may be an unfair competitive ad-
vantage.

Even with these rationales, taxing hospitals and ed-
ucational institutions remains controversial. For ex-
ample, Fort Wayne Mayor Tom Henry faced consid-
erable public backlash when he noted that the Ur-
ban Mayors Caucus was considering negotiating PI-
LOTs with large universities and hospitals.? lllinois,
however, recently enacted legislation that property
tax exemptions would only be granted to hospitals
engaged in “qualified service or activities,” such as
charity care or health programs to low-income fami-
lies.

Churches and other nonprofits

Over 30 percent of government officials said that
churches should provide payments or services in
lieu of taxes, including more than 25 percent who
favor PILOTs. Not surprisingly, taxing churches and
religious property is highly controversial. The Indi-
anapolis Star noted in 2007 that there were over
1,600 tax-exempt churches in Marion County
alone.® In the same year, the state legislature con-
sidered an amendment to the state constitution
that would explicitly prohibit taxing properties used
for “religious worship.”% State Representative Tom
Saunders, R-Lewisville, has pushed for PILOTs in the
past but reported that concerns over taxing
churches has made such proposals unviable.!
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Nearly one-third of government officials are also in
favor of PILOTs and/or SILOTs from other types of
nonprofit organizations. In particular, one respond-
ent noted that other nonprofits (including service
groups like Lions Club International) should offer
lower-cost services to the community.

Government property

Property tax exemptions for government land are
rooted in the Supremacy Clause of the Constitution
and traditional notions of sovereign immunity.
Some researchers and public officials, however,
guestion the legitimacy of this logic in the face of
modern federalism.!?

Around 50 percent of local government officials
believe state and federal government properties
should be subject to PILOTs and/or SILOTs. Only
about one-third feel this way about local govern-
ment facilities. If officials are interested in supple-
menting local government revenue, it follows that
they would not want to increase taxes on their own
land holdings.

Where have PILOTs and SILOTs been im-
plemented in Indiana?

One problem with PILOTs and SILOTs is that they
are rarely transparent to the public; government
records do not provide clear information about
which organizations are subject to these policies
and how much they pay the local governments. De-
tailed research found indications that six Indiana lo-
calities have PILOT programs, but only three non-
profits are affected by these policies.'®> Most nota-
bly, in 2009, the University of Notre Dame an-
nounced it planned to pay a total of $5.5 million (ac-
cording to a PILOT agreement) over 10 years to
three towns/cities (South Bend, Mishawaka, and
Roseland), as well as St. Joseph County. Addition-
ally, KCARC, a nonprofit in Knox County that pro-
vides services for individuals with disabilities, imple-
mented a PILOT program in Vincennes. The Mayor
of Vincennes has also asked for PILOT arrangements
from Vincennes University and Good Samaritan

Hospital, but it is unclear if these were imple-
mented. Finally, Indianapolis has a PILOT arrange-
ment with an undisclosed nonprofit organization
and a public wastewater treatment facility.*

While many local officials appear to be in favor of
PILOTs in this study, few (only 4 percent) said their
governments had recently enacted such policies in
response to tax revenue shortfalls. In contrast,
nearly half report having frozen or reduced wages
for government employees, and over one-third re-
port increased fees for local services (Figure 2).

Figure 2: Local government actions in response to
decreased tax revenue (n=405)
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With limited data, it is unclear whether government
officials may believe the costs of implementing PI-
LOTs and SILOTs might outweigh the benefits; fur-
thermore, information on how local governments
calculate the costs and benefits of such policies is
extremely limited.' In addition, broad public sup-
port is essential for implementing such policies.
Charities affected by these policies can mobilize ef-
fective and vocal opposition.t® In some cases, politi-
cians may find that the potential revenue gained
from PILOTs might not outweigh the associated po-
litical backlash.'’
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Finally, PILOTs account for less than 1 percent of lo-
cal government revenue nationwide. Notre Dame’s
payments account for less than 2 percent of local
government budgets in the relevant regions.®
Simply put, the revenue gains from PILOTs (and per-
haps SILOTs) might simply be not worth the admin-
istrative efforts and political costs.

Even so, other governments have tried to recoup
lost property tax revenue by instituting fees instead
of official PILOTs. For example, Muncie requires
Ball State University to pay a small fee for fire pro-
tection. Indiana University has a similar agreement
with the City of Bloomington.

Conclusions

Contention surrounds nonprofit property taxes.
Nonprofit property tax exemptions are thought to
enable and support charitable organizations. Non-
profits provide services that alleviate the burdens of
local governments and improve the quality of our
communities. Yet the impact of these exemptions
has raised concerns regarding equity among com-
munity members:

o Nonprofit property tax exemptions result in a
loss of local government revenue — funds that
go toward public schools, road maintenance,
street lights, police, and other public services.

e When a large nonprofit receives an exemption,
other property owners may pay higher taxes to
offset the lost revenue.

e Some tax-exempt nonprofits (e.g., universities)
provide services to people outside the commu-
nity. This means that nearby residents pay
higher taxes for services that may not directly
benefit their community.

Additionally, property tax exemptions can create in-
equities among nonprofits and other businesses:

e Only nonprofits owning and using real estate re-
ceive this tax exemption. Nonprofits that rent
facilities do not benefit from the exemption,
even if they provide identical services. Standard

property tax fees are built into their rent pay-
ments.

e Additionally, for-profit businesses that provide
similar types of services as nonprofits (e.g., day-
care, health care, etc.) do not benefit from the
exemption.

Local governments have tried to implement PILOTs
and SILOTSs to offset these revenue and equity is-
sues. However, these efforts have at times led to
contradicting two fundamental taxation principles:

e Equity — Local government PILOTs are not im-
plemented fairly. They tend to target large, visi-
ble nonprofits like hospitals and universities
while overlooking other exempt properties.

e Transparency — The details of PILOT agreements
often are not transparent to other community
taxpayers. It is often unclear which nonprofits
make PILOTs and SILOTSs, let alone the details of
these arrangements.

In the face of so many problems, removing non-
profit property tax exemptions entirely may be a so-
lution; however, many state constitutions (including
Indiana - see Article 10, Section 1) provide for the
exemption, which limits this option.

The financial pressure on cities and counties is not
likely to dissipate in the near future. The stricter
property tax caps implemented at the end of 2010
mean local governments in Indiana will continue to
look for additional revenue sources. Furthermore,
charities struggling to recover from the recession
will still depend on local government to support
their public service activities.

Nonprofit property tax exemptions, PILOTs, and SI-
LOTs are therefore likely to be an ongoing debate.
Communities should engage in open and fair discus-
sions about the benefits and repercussions of these
exemptions to find solutions that best serve the in-
terests of all parties.
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