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CHAPTER I

INTRODUCTION

The state of Illinois has not had a statewide

proporty tax since 1932. Governor Honry Horner suspended

the stato proporty tax levy during tho Depression, leaving

the levy and colloction of tho proporty tax to local

governments. Property taxes, particularly personal prop-

erty taxes, have beon attacked in the past few years as

being inequitably assessed and collected. As Joseph Meek,

delegate to the Itinois ConstitUtional Convention of

1970 stated:

This is not a tax system--it is a Pay and
Pray System. It is aptly called the Suo and Set-
tle System. It aids the large corporation
against the small businessman while'tempting both
of them to corruption.1

In the *months just preceding the Constitutional

Convention of 1970, the Illinois General Assembly had taken

steps to relieve the burden of the majority of the

Record of Proceedinr,c., Sixth Illinois.Constitu-

Souterbor 3, 1970 Sprinfield: State of Illinois, 19721,
tional ConventAnomr,i1;6ea Pronosa1s, Decernber 3, 19Z0--4.

p. 2,131, quotedin Gerhard Casoor, "Article IK, Section 5
(c) of the 1970:111 Constitutioni Legislative In-
tent," Replacement R nue Sources (Chicago: Illinois
State Chamber of aommerce, 1913)TP. 4-2.

1
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taxpayel:a by proposing tux amendru,nt to the Illinois Consti-
.

tution of.1870. This proposed amendment eliminated indi-

vidual porsonal proporty tax0A. 'It was in this political

sotting that tho delegates to the Illinois Constitutional

Convdntion of 1970 wrcito Article IX, Section 5, which

states:

(c) On or boforo January 1, 1979, tho Gon-
oral Assembly by law shall abolish all ad valorom
porsonal propery taxes and concurrently there-
with and thereafter shall replace all revenue
lost by units of local govornment ap44school dis-
tricts as a roo'llt of tho abolition'bT ad valorom
personal proporty taxos subsequent to Janultry 1,
1'171. Such revenue shall be replaced by 1.i:wooing
statowido taxes, other than ad valorem taxos on
real estate solely on those classes rolioved of
the burdon of payinf; ad valoro:a personal, proporty
taxes because of tho abolition of such taxes sub-
sequent to Jalluary 2, 1971. If any taxes impoSed
for such roplaco:%)nt purposes are taxes on or
measured by income, such roplacement taxes shall
not bo considered for the purpose of the limita-
tions of ono tax and tho ratio of 8 to sot
forth in Soption 3 (a) of this articlo.

It seemed the wise and prudent political action in

1970 to'dolay the abolition,of tho porsonal property tax

for nine years. Now that time period is almost over and

the leislature.has mado no attompt,to deal with the prob-

lelti of replacing the rovonuo wIlich will bo ldot. This

study is one attempt to determine the size art3 naturo of

tho fiscal reform the legislature must brilv; about in

order to fulfill the roquirc=its of Article la,.oction 5

2
Illinois, Ccnstitution, art., IX, soc. 5.



of tit,' 1iiLuti Cu;I:.;ttl.- 0:1 0C ly;o.

C ri 1. ti ei a r Terms
_

4
Tho followint; torro are n:104 in th[a att;dy R3 thoy

aro defined belciw.

Adolunca--Ufficient revenue sources available
accomplish the intonded purpdoe of' the tax,

t

3

Article ,of ImolemontationArticle IX., Liection
of tho Xllinois Constitution or 1970 (previously quoted).

Central City Districts--Contral city districts aro:
. those school d intricts serving tho larlf,ostcity in oach of' the nine 3 tandati metropolitanstatintioal areas or Illinois an defined by the1970 census of population an,.0 housing .3

Elnnti 7--The ratio of the porconao incroase
in tax coll ons at a constant tax
inCrease in gross national produat.4

rato te-,.tho percentage

Equity--The equal treatment of equals.

3G. Alan Hickrod, Bon C. Hubbard,,and Thomas Woi-
Chi Yani;, The 1973 .feforin of tho General Purnose
Educational Grant-in-Aid: A boscriion nd an-ivaluation

Depurtelent of Educanal ;jnistration, Illi-
nois State University, 1975), p. 35.

4Advisory Co:Tinission on Intor7overnmental EolationA,
State-Lor:al Eovehuo z;vstc:72, and caLl,=-A
TVashington, D.U.: Govornm.pnt irLn,;in.; LJico, l972),pp. 2-17.

5.7amos M. Buchanan, Puhl!_c 7inancc: in De:aocratic
_ _ _ _ _ _Process (Chapel Hill: iho Univ,LV of Aiort

Fross, 1967), P. 294.
7
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P lif`Ut rrt
I ,f,1 01 expenditures in

din tr.).c t should not functi(,n ef local district Weal_

IfIlnOtR (7onstitutionThe (:oristitution or tho

state of Illinois adopted in 1970.

Impact of Taxa t on -The t ru:paye r at:Ains t whom a

tax is lovied.

incidcnoe of TaxationThe taxpayor who finally

pays the tax, aftor any shirtin:: trikwi plrIc(N .

Indonendent Ci :; tri.c t3 - -InClopondont city

tricts aro, "Thoso school district sorvin cA' ' th a

population of .10,0K or noro in 1,)'in but not 1( -1th

in it standard metropolitan stati.stical area."

Low -Growth Snhitrhn,1 '."10;nh1 trl..ct:1 --Those schoo_\

districts locAted within it stqndard motropolitan tati -

ti c 41 aroa,wbut not loco.teci within the central city, whicl

wore below the median pereontare increase of student env

rollent growth for 1.964 -1P73-.7

()Y,PrrItional Ta:c Raten---(rc,ti onol tax rates aro :

All taxes tliod to ,3upi.:ort fundc. o:.:cent bona and
\ in tert)s t ; rent; tran:;1--Itat.::'1.; education

. . . ca:-dto..1 stur.:%or
school and vocatic:Ial by ape in-Hilcied in the

P. 35.

7
IbiA.

T'r1$1I Reforn,



7C_

operatidhdl t -izin ag6Zused to'establish the':
effort of the district.0,

1w

Personal Propertym-Personal'property is definecas

follows:
,

-1- *),. ),.!,%,,-.

. -Personal property drfeh is referred to as
"perSonalty:" Personal property is further -ivided into "tangi " and "intangible"'prop-
erty; Tangible pei's al property possesses
value in itself becauseit can be used. Exam-

'ples 'of property falling 1:111 this claSs are: \
. automobiles, livestock, furniture, watcfies4 - ,4

jewelry, machinert, merchandise, grain, etc.
pitangible personal property an the other hand
is generally &Oaken of as property that repre-
tsents a right to value. 'Stocks, bonds, notes,
mortgages, cash, k-depositsi accounts,

,

;21crodits. accrued' terest, are the more commont)
intangiLles: Good will., patents, franchises,
annuities, and royalties aria alsro classed as
intangible property.

Certain property that otherwise might be
considered real estate under the above Pules is
declared by law to be personal property. Wherethis is the case the definition in the law is'
always decisive.

.

1. Nursery.stock if severed from the land
is personal property, classified as. merchandis9.

2. Gas mains and pipes, laid in roads, streets;
or alleys, are assessed as personal property.
However, underground concrete conduits constructed
by an electric company for its cables and wires
and built to conform to a pity ordinance requirin
underground installation aro not tangible personal
property for taxation purposes. These are real
estate.

1

3. Water mains laid partly in streets and
electric wires attachod to poles partly in streets
are assessed as-personal property, because thii5K,
are analogous to gas 'ns.

4. Oil pipe.li. )3 a a assessed as person*
property.

8
Loe 0. Garber and Ben C. Hubbard, Law, Finance, and

the Toachar in Illinois (Danville, Inter-state Printers and-Publishers, Inc., 1975), p. 199.

13



v

? 5. Street car tracks are aSsessed as personsaproperty.- Whatever property,right a street rail-'way' company may have in strips of public streetpavement between or along its tracks, this.proper-ty is intangitle-prOperty
even though,the stripswere,Tave&and are maintained by the company%6, Taxable bridges are aSsessed as personalproperty, excepting.that taxable interstate tollbridges are assessed as,real estate.

j- '7. All property that, is not attached tbuilding or other real estate by screws, n: ls,etc..is personal property, since not a '!perma-nent" fiXtUre.
8. If propertyis attached io a building orother real estate by screws, nails, etc., but isowned by a tenantyho has an agreement or under-standing that he 4riay remove the same at his dis-cretion; it is personal property. (Sword v. Low,122 Ill. 487.) For example, billboards that may beremoved at the discretion,of the owner are personal property.

.:
9. Capital stockof domestic corporations isassessed to the-corpor'ation an personal property.Stocks of-foreign corporations owned by reSidentsOf Illinois are assessefd as personal property;ifsueh corporation does not have-tangibAp persOnalproperty assessed in Illinois.

10. Not preMium receipts.ofagenis 'of foreignfire and marine insurance compahies are listedas personal property.
11. A franchise granted by any law of thisstate shall be aesessed as personal property.
12. Whore a deee for real estate is held forthe-payment of a sum of money,' such sum, so se-cured, shall bo held to be perSonal property andshall be listed andissessed

as credits. A mort-gage or trust deed is.personal property. A mort-gage in process of foreclosure is personal prop-,erty. A certificate of purchase.of premisesbought at a'master's sale under a decree of fore-closure, subject to.t ual right of redemption,i3 personal property even the owner of thecertificate pays taxes on t real estate..11;13. Uhere real estate is xempt in the handsof the holder of the foo but iS contracted to besold, tho amount paid, there,m by the purchaser,
toE;ether with the enh.anced value of the invest-ment and improvement thereon until the fee'is
conveyed, shall be held to be personal property,

14



and liztediand assessed as such in the place
where the land is situated.

18. If property does not seem to come within
any of the above-rules, the intent of the ownex4
or the tropertycControls. Sucti intent may be
determinea from (1) the nature of the property,
(2) it& ownership, (3) its adaptability to-its
present location, and (4) any lease oR agreements-
pertaining ta it (Assessors' Manual).s1N

Personal Propeibty Tax yalu5lon---A procedure )cor

determining the value _of proper01, defined in the st tutes

as:.

(1) All personal.property, except ha ein'
otherwise directed,-shall be valued°16 it faircash value.

(2) Every credit for a sum certain, ayableeither in money or labor, shall be-value at afair cash value gor the sum so payable; if for
any article ON. property, or for labor or services
_of ahy-kind, it.shall. be valued at the current
price of such property, labor or Service. *4*(3) Annuities and royalties shall be valued-at their present value,

(4) The capital stock of all companies and.
associations created under the laws of this State,
except companies and associations organized for
purely manufacturing an4 mercantile purpofts, orfor'either of such pugpobes, or tor the miningand-sale of coal, or for printing, or for thepublishing of newspapers, or'for the improving
and breeding of stock, or for.banking or for
building and loan purposes, shall be so valuedby the Department as to ascertain wad determine
respectively, tho.tfair casti value of such
capital steick, including the frdnchise, ovor andabove the asepssed value of the tangible proper:-ty-of such company .or association. Providod,
that in,all cases,where the tanc:ible property orcapital stock of any company or association
unassessed under this Act, the'shares.of capiial

9Illinois max Rerorts (Chicago: Q9mnrce ClearingHouse, Inc,, 1970 P.,2,0)9.



stock of such company r'assaciation shall notbe assessed or taxed-h this State. This clause
shall not apply to the capital stock or sharesof capital stock of banks organized under the
general banking-laws of this State. The provi-signs of this Section are subSect to tho prSvi-
sions of and are Modifipd by Sections,la-1
through 21a-8 of this Aft as amonded.iu

INermissible Variance--A reduction in the variation

of expenditure per TWADA pupil between sOhool districts

within Illinois over time.

Rapid Growth Suburban School DiS'tricts--Those

school distrdcts locRted within &standard metropolitan

statistioal area, ,but not locdted within the central city,

which were abOye the median percentage increase of student
,1964_1973.11.enrollment growth for

Region 1--Region 1 includes McHenry,,Lake, Kane,

Cook, Du"Page, Kendall, Will, Grundy, and-Kankakee oounties.

Region 2--Region 2 includes Jo 1aviess, lhephenson,

Winnebago, Boone, Carroll, Ogle,'DeKalb, Whiteside, Lee,

"..

_Rook Island, Mercer, Henry, Buread, Putnam,-Marshall, and

LEISalle counties.

Region .2--Region 3 inoludes Stark, Knox, Warren,

Henderson; HancocA, McDonough, Fulton, Peoria, Tazewell,

Mason, Schuyler Adams, Pike7 Brown, Cass, Mordan, Scott,

10IllinOis, "Naluation of Personal Property,"Illinois Revibed Statutesl Chapt. 120,'sec. 502.

P. 35._

1
Hickrod, Hubbard, and Yang, The 1973

.
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irSangamon, Menard, and C ,istiar-ccounties.

'

4 Region 4.--Region 4 includes Woodford LivingSton,

Ford, Iroquois, McLean, Logan, DeWitt, ChamPal,00n,
7

Varmilion;.Macon, Piatt, Douglas, Edgar, Coles, Moultrie,

Shelby, umberland, and Clark Counties.

,egipn'H-Region 5 includes Calhoun Green4
,

Macoupin, Montgomery, Jersey; Madison, Dond, St. Clair,
,

Clinton, Washington, Monroe, Randolph, and Perry Counties.

Region 6--Region 6 includes Massac, Pulaski,

Alexander, Union, Johnson, Pope, Hardin q-a6cson, William-

son, Saline, Gallatin, Franklip, Hamilton, Whie,

Jefferson, Wayne, 'Edwards, Wabtsh Marion -Clay, .Richland,

Lawrence Fayette,. Effingham Jasper, and Crawford.Yum-

RegressivityThe perent of the taxpayer's income

which is taken decreaseS as that income increaes.

'Rural Schobl Districts--,Those school districts

which were neithera\Wthin a standard Metropolanit statis-
,..

0

12tical area, nor were designated as independent cities.
4 \

Shifting of Tax BurdenThe movement of'fthe tax

burden from im ct to incidence.

TWADA-- A is !ObToviation for Total Weighted

Average Daily Attendance , eo Appendix B).

12 .

Ibid.

e7.4.
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10t .

'Type of School District Organizatidn--Th se sch,2,0,9,

distfictsveharacteried\as either X-12 (uSuall refei-red
,to as unit dir

/
st cicts), -12( a(usu ly referr to as high

"...."-)

,school districts)0 orAC-6 (usuall -referred to as elemen-4, V
tarlkschobl districtSL,

iluelodded.byclane eture--Value added byjaanu-
._

facture

. derived-by subtracting-the-total cost ofmaterials (including material, supplies,fliel,
electric energy'cost_of resa eb and miscella-
neoAs'receiptd1) fron'ttie-value of- shipments (in-cluding resa es) and bther rece pts,and.adjusting_ithe resultin ount by the net change in'ished product6 d work-in-procebs inventoriesbetween the beginning and the.end ofthe year.Value adde avoids the duplication -in the valutibf shipme ts figure which resuls fvm the in-'clusio f the shipment of establishments pro-WIcint materials*F1 componepts along-with thesh4.0p nts producinfiniShedproducts. It does
notl'axclude purchased business services. 41-3

General Procedures 2

Archival state aid data for each schbol dis-'

tri t for the 197)4-1975 general state aid actAl blaim

was received frOm the Illinois Office of Education.

Thaattual'claim amo4lInt, if-the formula were fully,

funded, for each school district was compared to the-

laim under each of the following sitAp.tions:

13U.S., DepartMent of Commerce, Bureau of the.Cen-sus, Census of Manufacturel4s, vol. 1, Surnary and SubjectStatistics (WasTiarigton, D.C.: U,S, Government ?rinting-Office, 1971), p. 19.

1 8

°(



11
4

(11). the personal property assessed valuation of the dis--
'

,

, 0 ,

ti,ict was removed from the district tax' base' (2) the-
c_

'Aistrict tax base was adjusted to correspond to an assess-

ment 2evel of 33 and 1/3 per cent of the market Va1ue,14
,t

d (p3) the poreOnal prpoperty assessed valuation was re-.
A

oved and the\kax base /WaS adjusted to 33 and 1/3 p r cent

the market yalue. The comparisons wore mado to d.ter-
,

mine the effects of each of(.these changes in termp of

esti ted stato and 1ocal'expondit1L-es per Total Weighted
.,

Avera o Daily Attendance (TWADIO pupil on school districts

with,similar enrollment characteristits, similar;erganiza--

, tional type, fiscal neutrality, and pormrasible variance.

School districts were sorted by enrollment characterlatics,
-,,

using a Spearman Rank Order. Correlation to determine the ,

,

--i(tude of the change in the rank :order of the districts ,#

in terms of equalized assessed valuation per TWADA pupil,

under each of the preceding,conditions. School districts.

then,resorted by organizational type, again using ,

the Spearman Rank Older Correlation as a measure of mAgpt- ---'2'
i

,

tude, Comparisony& the Spearman Rarfk Order Cerrolations
,

N

were made to detormine which o'f tho conditions imposdd had

P

.14Th6 assessed valuation of olc11._school district
with property valuod-at 33 and 1/3 per Coni of fair
market vane was 'calculated frorq-archival rodords from
the Department of Local Governmeut Affai/r's (soe.Chapter

19



the greatest effect upon a particular
organizational tipe,

or a particu ar group of'distriCts with similar:enrollment

characteristics. Effects on permissible variance were
me a red in each of the cases by tho McLoone Index and the
coefficient of variation. Effects on fiscal neutrality
were measured in eaah case bythe Gini Index and the,/
regression coefficient.

.0111° ,
.0000 rchiftireal and personal,property equalizedk

assessed valuatiOn data for the . ai's 1946-1974, total
taxes locally levied for the years 1946-1973, and'educa-

tional-taxes locaVy levied for tho years 1946-1973 were
,

gathered from the Department of Loc l'41overnment Affairs.7'

is data was used to project he following: (1)q4a1
tate equalized aSsessed valuation 1975-1979f (2. t 1

taxes locally levied 197)4-1979, and ()%ducationai taxemet

AP

locally levied 1975-1979. Estimates, based upon the pre-,

.,'ceding projections, were made of cly personal property
equalized assessed valuation 1975-1979, (2) total taxes

locally levied lost 1974-1979, and (3) educational taxes
locallylevied lost 1975-1979. An alternative projection
and estimate was prepared for the total educational taxes
locally levied ldst 1975-1979. Projections were made using
the ltiple regression technique for 4:ta anarfsis.

Theproceedings of the Illinois Constitutional Con7
vention of 1970 were reviewed to determine the limitations

2 0-
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and intent of the arafters of tho.constitution, when they
wrote Article LK, Section 5. Court cases which were

relevant to this section, both
%
the IllinciSupreme Court

and United States Supremo Court, were reviewed. Any

authoritative journal articles which(were relevant to th.l.s

section' were also examined,

4. -The litei4ature was reviewed to determine which .V°
alternative taxes were'feasibletor use,in Illinois. The

limitations of the Illinois Constitution and philosophieal

constraintS found in classical and modern taxation theory

were the criteria used to determine feasibility.

Different revenue allocation methods were devel-
.

oped; these allocation methods centered around two differ-

ent issues. The problems were replacing revenue lost to

all taxing bodies and the unique problom-of replacing

revenue lost to education in view,pf the.constraints out-
lined in the_aerrano decision.

Delimitations

Thisfstudy.was limited in tho pzojection phase by

the caleridar years 1946-1979: In the simulation phase,

the study coyerod only the tax yoar 1973 and the school

yoars l974-A75. SchoOl districts which woreformed or

ceased to.exist betwoon the 1973 tax year and the 1974

1975 school,year were dropped from tlae study. Schdol

2-1



districXs which had a variati on recorded essessed valu4
ation greater than or equal to 1 per eent, when assessment

rocords on file at tho Illinois Office of Education and

the Department of Local Government Affairs were c6mparod,

were excluded. In thei"Section dealing withCenrollmont
ocharacterLstics, only 930 school districts were identified

because consolidation liad occurred which resulted in new

distrits that could not be used. '

Assumptions

4
In this time of uncertain economic futures, the

past is probkbly the Ilest predictor of the future. There-
fore, it was aSsumed that over tho short ruri-(1975-1979)

the assessed valuation of both real and personal property
would continue in the upw d trends demonstrated Prom
1946-1974. Further, it wAs asOtmed that the total and

educational _taxes lically levied Poi- 1g75-1979,would con-.

tinue in trends they had demonstrate from 1946-1973.

. Education is one product of a child's background
which that chil&Will.take with it for the rest of its

life wherever it goes. Therefore, the kind of education

that child receivod sholild be the best that, is available

in t,he state. Also, no matter whore that child lives in
'the State, that education should be availeble. In other

words, 'each child.is entitled to an equal education, and

4 2 2,



that educational opportunity should not be determined-by

where the child lias.

requires o them. If'the constituecy desires these

Ii
15

-
Some local governments no longer have theetax base

to provide all of\thJsgsexwiceS which their constituency

-services, theY)must Pay fothem through local property

taxes, local governments, main revenue source. Local)

governmpnt5w

them if the s

N_
ould have a laVger tax base available to

4'v

t
tate lessumed a gre ter share of th burden

which education placas On the local property tax ase.

Purposes of the Study

The purposes of the study are as follows:

1. Determine what the writers of the coestitution

intended in Article IX, Section 5.

2. Determine
(

the, effects on localischool districts

if the personal property tax had been abolished on January

1, 19737,

3. Determine the/effects .on loCal school districts

if House Bili 990 had been fully implemented on January 1,,

1973.

Determine the ofActo on local school districts

if the personal property tax had bell abolished on January

13 1973 and ouse Bill 990 had been fUlly implemented on

January 1, 1973.

2 3
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5. Determine the effect of the loss of the person-

al pro erty assess6d valuation on the ranking of schoOl
districts on the basis of assessed valuation per TWADA

pupil'foriseal year (FY) 1975:
,

6. Determine the effect of House Bill 990 on the,
ranking of school districts on the basis of assessed valu-

. atian per TWADA pupil for FY. 1975.

7. Determine the effect of ths loss of the per-
sonal property assessed valuation and House Bill 990 on
the rAnking,of school districts on the basis of assessed

val&tion 15er TWADA pupil for FY 1975.

8. Determine the effect that the loss of the
perSonal property assessed valuation would liave on the
state contribution to education through tho grant-in-aid
formula in FY 1975 in terms of achievement of fiscal
neutrality and permissible variance.

9. Determine the effect that House Bi 11 990 would
have on the state ooetributLon :T) education through the

grant-in-aid formulaiiin FY .1.Y1., :1 terms of achievement of
fiscal neutrality and permissible variancb.

10. Determine the effect that the loss of the per-
sonal property assessed valuation and House Bill 990
would have on the St.to contribution to education through
the state grant -aid formula in FY 1975 in terms of

achievement of fiscal neutrality and permissible variOnce. 04
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11. Determine the effect that loss of the personal/

*property aase.ssed valuation will have upon school districts

in each of the itix'regions defined by the Illrhois Office

of EducatiOn.. *

12. Illeterirdne the effect that House Bill 990 will

have upon _school districts in each of the six regions

defined bithe IllinoisOffice*of EduCation.

13. Determine the effect that the loss of the

personal property asaessed valuation and House Bill 990

will have upon school districts in each of the 3iX regions

defined by the Illinois Office of Education.

14. Ebtimate tho amount of funds which the consti-

tution says must be replaced to all units of local govern-

ment and school diatrict on January 1, 1979, by the state,

as-a result of the propoSed abolition.

15. Determine the limtations imposed upon the

logislature by tho constitution, with respect to alterna-

tive replacement tax sources.

16. DevelAp alternative tax sources which are

consistent with the limitations imposed in the Illinois

constitution.

17, ,Deterl,:ne at the offoct of these alternative

taxes would be on the co titive relationship of Illinois

businesses in the rnrkot)lace.



13. Dovo_,..p. uiturnat,i"?:u iul which will.deIer

the apprpriate amount;-of revenue.to replace the revenue

for operations lost to units of local government and schoo]

dfStricts.

.19. Dotermine tf the present grant-in-aid formula !

would be able o bo used to replace the revenues lost due

to the abolition of the personal'property tax, or if they

would,p...d-legislativo modification.

20. Develop alternative models which will replace

the revenue loS't to the bond mad interest fund of the

local schoo triet as a result of the abolition af'the

personal pr tak.

21 *Develop alternative 6dels to insure that

individual'uhooa districts will not have, their debt
,

limitat duced as a result of the less of tho assessed

valuation from personal property.

22. Develop .alternativo plodols 'which deliver the

appropriate a.:,Junt of collocted,revenue if the assessed

valuation .of an individual sc'cLool district changes after

January 1 '1979.

23. Dnvolop pposalS fur consideration by the

General Assembly ant its several co=littees and commissions

wh-ich aro studyin.; this proble:-.1 and will be affected by the

decision.

2 3
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CHAPTER II

INTENT OF ARTICLE IX, SECTION 5, AS REVEALED
IN THE TRANSCRIPT OF THE DEBATES
IN THE CONSTITUTIONAL CONVENTION

On August 9, 1970, the Sixth Illinois Constitution-

al Coditation adopted Article IX, Section 5 of ttle proposed

Illinois Constitution of 1970. It was ratified by the

people on December 15, 1970, and became effective on

July 1, 1971. Its language was clear,.but its intent ap-

peared not to be so Aear. The purpose of this óhapter is

to determine, as nearly as possible,:the intent .of the

drafters.

The Committee on Revenue and Finance of the Sixth

Constitutional Convention submitted Proposal Number 2,

Section 4.2 to the convention on JuriVIN 1970. It read

as follows:

The General Assembly may classify.personal
property for purposes of taxation, may abolish
such taxes on any and all classes thereof, and
may aUthorize the levy of taxes in lieu of the
taxation of personal property by vaIuation.1

/Record of Proceedinc,s, Sixth Illinois Constitu-
tional Conventicn, Coludttco Prono3a2s, DocsiLlber 8, 1969-
September 3, 1970 (Springfield: State of IMPlaiels, 19,72);
p. 2,129.

4
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As it was submitted, this was tho reVenue article. which .

dealt with personal property. There were four minority

opinions filed with the committee report.

The minority opinions centered around three points.

First, the proposal to reinstate the ad valorem rsonal

property tax on individuals which might be, and many felt

would be, eliminaLed on November 3, 1970 by the passage of

the proPosed amendment to the Constitution of 1870. The

committee reported that *the poWer to tax should be rein-.

stated but that the,,legislature should also have broad and

&weeping powers to igform the personal property tax-laws.

Concern was expressed that the adoption of the proposed

amendment would cau.4e litigation ovow the definition of

"individual", which could be elimin4ted if the legislature

had the ability to reform the personal property tax in a

manner more consistent with the man4te of the 14th Amend-
,2/

wont of the Constitution,df the United States.. It was

stated in the committee report that the lagislature would

certainly "be conscious of whatever public attitudestoward

persOnal propeilty taxation is revealed by the results of

the November 3 election. 112 The dissenters (Delegates

Cicero, Downen, S. Johnson, Meek, Mullen, Ozinga, an

Scott) felt that this possibility would be so\distasteful

2
Ibid., p. 2,137.

23
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to the voters that it wou d threaten the passage of the

entire Revenue Article.

The second point was the abolition of the personal

property tax.. There was concern that there was a need for

a personal property tak, but one which was not based upon

the ad valorem (value of the item) basis. The tax could be

an the basis of dollars per square toot ( obile homes) or

dollars per horsepower (airbraft), but it.was not to ,be

based upon a method which tried to assess the value of the

property. It was charged by the minority that assessment

by value is open to "pressures, manipulation, corruption,

payoffs, and other injustices."3 It was not the purpose

of the dissenters to eliminate the revenuelwhich Was, being

generated, but rather they wanted to change the method of

taxing personal property from which the revenue was being

generated. This was to be done over a nine-year period

for an 6ider1-y transition to take place.

Tho third point was insuring that the revenue lost

to the lOcal gOvernmentS would be replaced. ,There is no

provision in Section 4.2 for the replacement of revenue

lost because of the abolition of tax on a class of proper-

ty. Local governments receiled'approximately 20 per cent'

of their income from persona" property assessments, with

3Ibid. p. 2,140.
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some counties receivin3 .50 per cc,lit eL their income 'from

personal property assessments, so there was-much concern

as tp the method of revenue replacement. Zhe ndnority felt

that this was the time to incorporate new:sources of

revenue, i.e., the income.tai, into the shared suppert of

local government. Therefore, in arder to oliminate'these

concerns, the following minority preposal waa submitted:

Any ad valorem personal property tax abolished
on the dato this article takes effect shall not bereinstated or imposed thereafter. On January 1,1979, the General Assenbly shall abolish all ad
valorem personal property taxes not previIsly
abolished'and shall replace revenue lostlqb local
governnont units-as a result of such abolition bylevying or authorizing the lpvy of taxes otherthan on an ad valorem basis.4

This proposal was submitted by Delegates Downen, S. Johnson,'

Moak, Mullen, Ozinga, and Scott.

These majority and minority proposals were brought

before the convention for consideration on Juno 19, 1970.

The direction of shift of the bax burden was a matter of

immediate concorn, as the debate shows:

Mr. Zeglis: The next question, mr. Karns, well,
then it is a fact that the removal of any partof the personal proporty tax will shift over ta
the real estate if the local Qovernmmt is levy-
ing th,_, maximum rateand all bond issues will
now be assessed Eegainst real ostate only?

Mr. Karns: That's right, yes. In my opinion,
in the'first instance or in the short run, the

4Ibid., P.. 2,139.

I.



only place to make up the 1-44.73 by a shift to
the real estate tax.

So

Mr. Zeglis: This all shifta to tbo real estate?

Mr.. Karns: That's my opinion.. The General
Assembly can.provide ".in lieu of taxes.'' Tt
sounds fine, but whlather they will do so or not,
remains to be seell.,

On June 2, 1976 SectiOn 4.2 was drought before

the convention, seatedas a Committee of the Whole. At

this time the minlrity proposal was submitted by the
4 a'

sponsors as an addition to the committee report. Delegate

Elward.gave rationale for continuing the personal property

tax.

It is, in my Judgment, a serious mistake--at
least at first reading, and I think perhaps
throughout the Convention,-to take any catogory
of property Which could be taxed and eliminate
it forever by constitutional mandate.°

At this time, Delegate Scott reiterated that the purpose

was not to eliMinate'the personal property tax, only to

eliminate the ad valdrem method of personal property

taxation. He then listed approximat4S, twenty different

taxes which could be imposed upon personal property', none

of which were based .upon the value.of the item. Some

5Record of Proceedin,73, Sixth Illinois Constitu-
tional Convention, VorbaTin Transcripts, December 8, 1969
to May 21, 1970 (Springfield: State of Illinois, 1971)7
p. 1,912.

6
p. 2,039.

31



-
concern was expressed about the method of taxation that

could be used to insure that corporations shared an ade-

quate.lOortion of the tax burden without the use of the -
,

personal property tax, as can be seen from the following`

quoteS:

Mr. Tomei: That was to be my next question. Do
you-think there would be some other way to reach
corporations on'taxes other than income taxes
and other than ad valorem personal property taxes?

Mr. S. Johnson: Yes, I think there are severalways. It depends only upon the imagincqion of
the people who aro trying to tax; . . .f

Then, the subject,of the effect 'of the decreased

assessed valuation upon schools was raised.

Mr. C. Parker: . . . One of the costs of educa-tion, as you know, is--to the local communityis
the blailding of school buildings. That is-7the
money had to be raised by a referendum--a vote of

_the people. Your bonding capacity depends upon 5
per.cent.of your assessed valuation. Now accord-
ing to this proposal, what does this do to that
bonding capacity the way we figure it now? How
does that work out?

Mr. S. Johnson: . . . I am confident that the
Local Government Committee will come out with a
proposal that will eliminate that archaic provi-
sion, and so that removing personal property--
assessed valuation from personal proporty--in
tandem with tho removal of tying debt to assessed
valuation will have no effect whatsoever on the"
ability--or should increaso the ability--of local

,'gow)rnments to issue indebtedness for school
.buildings.

Mr. C. Parker: Are you saying then that this Idoes
definitely--according to this proposal this would

7Ibid., p.
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definitely 'affect the present base as we now fig-
ure it?

Mr: S. Johnson: If we continue to tie debt limit
--local debt--to assessed valuationthe 5 per
eent debt limit to assessed valuation, yes, it
would.

lir. Ca Parker: That's all I really wanted to
know.° ,

Later in the day, the subject of bonded indebtedness' was

approached in a different manner.

Mr. Zeglis: . . . Doesn't this amendmentremoval
ofthe peraanal property tax--in any form auto-
matically shift al/ existing bond issue expense
immediately to the real estate in the state of
Illinois?

Mr. S. Johnson: It depends upon what you do in
local government, Delegate-Zeglis, whether it
does that or not.

Mr. Zeglis: . . . When we file our bond levy with
the county clerk, we say,41tCollect this money from
the assessed property in 4ur district." Automa-
tically--the removal of any fersonal property auto-
matically puts the entire bond issue over on real
estate. . . .

In addition to'that there are 6,500 taxing
bodies in the state of Illinois, many of whom are
not levying their maximum rate, that automatically
that is made up and shifted over to the real es-
tate. Yeu automatically raise all real estate
taxes when you remove any part of the personal
property tax in the state of Illinois."V

}During the debate Dedegate Scott offered soma solutions

to these problems.

A

3 3

8
Ibid., p. 2,043.

9Ibid., p. 2,060.
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Mr. Scott: if i may lir. President, I would like
te-add,toithat a little. Naturally, I wOuld sub-
stantia,telwhat Delsgate Johnson has said but,
number'Ic when a school diStrict'loses valuation
it qualifles,ror state equalization aid sooner
and fast,r. It throws an earlier load, as far
as equar1atioi aid, mainly or the education
fund.

One hirtj that-I am thinking f, for example,
ih that gr t_ [debtj were tied to the present
system aid increased the 5. per ce t, for example,
to40 or , and make it for unit d stricts 12 per
cIght, which would encourage'conso idation further,
give loCal governments, schools, itiesi town-
:514gs, arl, others the right to issue bonds Pay-

. ablb Out.pf nonproperty tax revenues and those
bonds so issued would not go against'the debt

T:Therearsmany,,manywaysandIamsurethat
we can sr,4y this.10

mDele*teli. C. Parker continued to ask questions of

Delegate 8.cott. 'During this peries of questions, Delegate
-,)

C. Parker stated .that his real concern was that the state

assume more 10416nsibility fur the support of education.

Ha paAnted olt that he was not concerned that the sVte

proVide aciditional funds, but if-a shift in the tax burden

fram lOCAI'government to state government was forthcoming
4

the respoT;sibility of the state should be clearly outlined.

Delegate ParkhlArat Lnformed the 4-;rbuip that the proposal of

ths Local cloveranent Conqmittoe would remove ttp -constitu-

tional debt 1i7frj.tation. This would .mean that all debt

liMitation would ba- 3tattor-.2- and could be'altered by the

10.
, ,

3
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legislature to compensate for the lost revenue. Also, the

domnittee would propose.that the provision.of the Constitu-

tion of 1870 be removed which mandated that units of local

govornmentOoould not issue bonds unless they levied

direct tax against real.estate to pay for the bonds. He

also pointed out_that the General Assembly would not have

to impose taxes to replace all the revenue which would be

10St, since proposed home rule provisions would allow some

units of government to generate their own revenue. Dele-

gate Hottino seemed to voice the feelings of many delegates

when he said:

. . unless we write into this constitution some-thing that would mandate the state to take care of
more of the cost of education--and I think all of
us understand that this is a big burden of local
governmentthat unless we do something of this
nature through ourt'constitution, can we have--or
assure our peeple back home that we are truly pro-.
viding for a shifting of the burden from the local
to the state or that we are just providing the
means whereby the legislature can do this.

pergonally would like to see something
written into the constitution that would mandate
the legislature to movp in the direction we are
all speaking of. . .11

-Mr. Elward proposeA)to alter the language by de-

leting the words nor not imposed" and "or imposed" fromthe

aMendment, and to include the words "or before," so that

there would not be a requirement that the action take place

simultaneously. Both amendments were accepted by the

11Ibid.
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sponsors of the minority proposal. This, except for aome

changes made by the Style, Drafting, and Submission Com-

mittee, was the final version of section 4.1 and 4.2 (a).

There was_continuing debate about the shifting of
the tax burden.

Mr. Garrison: . . . Do you want to shift a load
that is already built into their [corporations]rate base to an income tax that will apply tothe collar counties of those people who work-inthe city of Chicago?12

Mr. Davis: . . . there is on the books even to-day a provision whereby that municipal ty
[Chicago] can levy a utility tax, whic in the
final analysis, will fall upon exactly the samepeople who are paying the personal property taxpaid by those corporations today. 13

Mr. Lennon: . . . but the poople that I repre-sent in Cook County cen no longer afford to takeon additional taxation in the form of real estaXetax as they struggle to buy their homes. . .14

Mr. Kruppel: . . . They are saying sock the land-
lord but abolish the tax on the tenant and letthe landlorqlepay the entire burden of educa-tion. . .

Mr. Coleman: . . . please tell us what you aregoing to replace it with and give me some assur-
ance that the people that will havo to pay this

12
Ibid., p. 2,052.

13ibid., P. 2,053.
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are more willing to pay it than they are thepersonal-property. Thank you.l6

Other delegates allso expressed concern that the
small homeowner woUld be forced to assume the tax burden
relinquished by the corporations.

Two of the officers of the convention expressed
concerns of a different nature.

president Witwer (As a delegate):
. . . Now, Ihave the utmost respect for Maurice Scott, and Ibelieve that he is nipst sincere in his expres-eion that these things will come About and thatthis replacement mon:Cy will be found; but I havealso observed the Illinois legislature over agood many years . . ..what are you going to doif the replacement funds are not voted'with theneatness and prebision that the arguments in sup-port of this amendment assert will be the casen7

yice-President Lyons: . . . Nobody in this roamcan tell me or tell anybody where that revenuewoul& be replaced in the event that the personalproperty tax is abolished. Nobody can. Nobody'here can mandamus the General Assembly to do any-thing, and nobody anywhere else can either. TheGeneral Assembly cannot be compelled to replacethis revenue. It cannot.be compelled to pass anappropriation bill. It cannot be compelled tocome up with an.in
lieu--s6zballed--in lieu taxa-tion sygtem. It cannot be compelled to do may-thing.l?

In spite oil the objections and Misgivings on the
part of some delegates, sentence two of the minoi-ity

11111:

Ibt', p .

2)054.

18Ibid p. 2,060.
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proposal was adopted. Delegate Elward introduced an

amendment to insert the words "on busidess and corpora-

tions," but this amendment failed.

On June 30, 1970, section 4, now including the"

30

minority proposal, was brought before the convention again.

This was done for the stEited purpose of aligning certain

portions of the Revenue Article before they were submitted

to the Style, Drafting, and Submission Committee, and I.

before they were brought back for second reading. At this

time, Vice-President Lyons introduced the following amend-

ment:

. . The purport of my motion, Mr. President and
ladies d gentlemen, is to strike that portion

JOnson amendment which has to do with
n of the personal property tax on corpora-
-Whatever it is--January 1, 1979.19

the debate which had occurred arlier in

of the.
aboliti
tions

This re itiate

the con After long debate the Lyons amendment was

defeated, ving the minority proposal intact.' Howevr,

a motion to a the proposal to the Style, Drafting, and

Submission Committee failed. After the lunch recess

Dseate Schuman moved to reconsider the motion to send

the proposal to the Style, Drafting, and Submission Com-

&41P1 ttee. It was passed, as was the Motion to send the sec-

tian to the committee.

19
Ibid., p. 2,138.

38
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When section 4.2 came back to the convention an

August 7, 1970 for second reading, there was much disagree-

ment with the language changes prpposed by.the Style,

Drafting, And Submission Committee.

Mrs. . . . I think one of the things
that the change in language an this abplition
does is indicate to the reader of the4rticle
that this is an immediate abolition. We did not
intend this. This may be what happens, but aur
intent was that this--through ttie general classi-
fication powers of the General Assembly of per-
sonal property tax and their right to abolish,
that they could Abolish these taxes as they goalong. . This destroysit may not really,
destroy the real effect, but it destroys to tbereader that this is a phasing-out proposition.
It may nc4 be phased out; it may be immediate;
but . . .40

Finally, Delegate Whalen, Chairman of the Style, Drafting,

and Submission Committee, recommended that the convention

returato the original language. However', he admonished

the proponents of section 4.2 that, ". . . it is possible

that wo have only a mandate in section B rather than an

entire section 4, n tion

61"1".1"144114:11

abolition."2 he1 So t
,.

moved through the second reading. Section 5.2 (b) wa

,left in the language of the minority proposal.

On August 8, 1970, Delegate Davis offered the fol-

lowing amendment:

20
Ibid., p. 3,759.

21
Ibid., p. 3,762.
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Clerk: Amend . . . section ';e on Iwo 3, by
strI;Lior, all or sub:lo('tiun (b) mnd insorting inlieu thereof, tho folJowinfl:

(b) On Jdhu; I, tho General As-
sembly shall abolish all a,1 valorem taxos levieddirectly upun pops6nal pri,l'orty, not previously
abolished, and shrkll replace revenue loss tounits of local cenoval -'..ovormiohts and schooldistricts as a ronalt of such abolition by grant-ing annually to each such unit or district a sumof not less than 20 per cent of the average an-nual real estate taxes collected by su0 unit ordistrict in the procedin throe years.,-4-

This immediately sparked new debate:

Mr. Elward: Well, I'm not JO 3117'8 that's-the
right approach--I guess wo'n) running the stringout here. I wonder what hailPons, Delegails Davis,if the Genoral Assembly on ono of those occa-
sional, once-a-dechde fita'of irresponsibility,
doesn't replace the revenue lost locally?

Mr. Davis: Well, Mr. Elward, it seems to' me
that whore we Lave tied this toc,ethor, givingthem a mandate to u.bolish and leaving to the
General Assomt,ly tho duty.to abolish, that ifthey fail to abolish, or if, having acted to
abolish, they fail to make the grant that any
rational court--and, of course, we have somethat are a bit irrational----but I would thinkthat any rational court would say that the duty
was upon them, if they did abolish, to make thegrant, and that having failed to ma4:p the grant,the abolition would not taLe place.'=-)

Mr. Elward: . . . These two ite:-.;.1 are not tied
together, and that's one of the bigcest things
that's wrchE, wit this al:en:I-lent.

. .

The.. abciits which L 031-., assul'e yOu . . .will go .f-f-lruic7h C'1::s flat, . . but
there'll te a llttle delaymaybe just a decade

2
2Ibid., p

;
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or two--about 'replkcing the revenUe lost.:
. . . Now, assuming you have conStantly rising

real estate taxes, as has, I think, been the ckse
in this state throughout the state,over the last
several years, you are not really talking about
20 per cent replacement, because you are talking
about an average which is going to have different
figures'comprising the base, and you are, there-
fore, not going to be replacing, say, in 1980, as,
much money as the personal property tax would
have brought in, because=in 1980; where it might
have brought in 20 per cent'of your,total, /ou
will be using 20 per cent of three lower figures,
and you will, therefore, notprOdUce 20 per cent
of the 1980 total tax bill.e4

,After more discussion as to the proper wording to assuze

that the abo1itio4 anci7e7venuè replacement were unnis-
.

takenly tied together, and to further assure that the fUll

burden otthe tax would not be passeti to the real estate

owner, a number of wording chaftges were suggested.

Finally, a recess was.talled, and Mr. Davisand Mrs. Leahy

made wording changes in the Apoposedamendment. After the

recess, the amendment was submitted as folloWs:

On or before January 1 l99, the General
Aesembly shall abolish all valorem taxes levied

on personal property Pot previously abolished,
amTUha.11 concurrently therepith, replace revenue
lost to units of flocal government and 9,ehool dis-
tricts as a result,of 11(7.h abolition.2 -

After thfi. ge in language, there weredi many questions.n
.

, ,

'

MrVNudeLmarrLi- . . . As I read the revised draft,
1-,den:tt see any indication that the leral

,
.

25Ib p. 3,827.
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Assembly will be required to continue making
such payments from year to year. Is that implied
in bore some place?

Mr. Davij: It is intended to be implied by the
langure which requires them to replace revenue

1

Mr. Nudelman: Whatwhatwhat protection do the'
local-government Units have for the continuing
historic inflationary spiral that this country
has gone through since its inception, 30 that in
ton or twonty yoal's from the date, January 1,
1979, or any other cito, the dollar will be worth
substantially loss? What protcoti.on does the
local go.vc,rnr;:ont uniJ6 La7,o ac,ainst that?

Mr. Davis: Mr. Nudelren,.I donit know that anyof usLocal Govcrit or othervisehave anyprotection. . .

Mr. Nud lman questioned Mr. Davis at length. During the

questioning, Mr. Nudolman proposed that the only protec

tion against inflation would be the coptinuation of the

personal property tax. 12-. Lewis suggested the addition

qf mand thereafter" to frOure that tho General Assembly

understood that this was a continuing responsibility. The
debAe continued with much concern about the shifting of

the tax burden to the homooliFor. nr. Thompson suggested

an amendment, after a question:

M7. Thompson: Tn your opinion, sir, if
the Conorl Assorr,bly (lid--took no action what-soovor by the Pad. I rofusod to pay my
personal p:J.ono;:ty t .1,:;111 t.akon to

261bid.

271bid., . 3,8n.
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court, what do you feel the outcome of that suit
would be, assuning it reached the supreme coUrt
of the state. of Illinois?

Mr. Davis: . . . Itls well established law that
if you mandate the legislature ty do something
and it doet do it, you carOt gd into court 'and
get mandator injunction °requiring them to do it.
row, there has been some breakdown.in that
Philosophy in the one mMI-one vote decisions of
the United States Supreme Court,, but they are
based on an entirely differentlaituation titan
this.

think the answer_ is, if.they fail to abol-
iSh personal property taxes when they are re-
quired to,do so, you'd better go an paying your
pesonal property taxes unless you want to pay a
penalty.2°

Mr. Thompson then proposed that some change, be made

in the wording to forbid the transfer of the replacement

revenue to real estate. r. Davis suggested that a possi-

ble amendment might read, "replacement of reenue shall

not bo provided by any revenue from_ad valorem taxation of

real ostate."29 Tho amended language was adopted. Mr.'

Gertz recommended the addition of the word "all"-before

revenue; it was accepted as an editori I change.

Mrs. Leahy pointed out.one weakness of the amend-

ment:

. . Supposing, a school district is receiving
$20,000 in state aid in 1:278. Could the General
Assembly cut out that grant.of aid and then sup-
posing the school district lost (.20,000 through

28
Ib1d., p. 3,831.

291bid.

4 3
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this abolition and then, you know, grant--make upthat grant, the previous year having withdrawn
their presont typ# of aid? Do you see what I
mean?

Mr. Davis: Yes, I do, and, Mrs. Leahy, as far as
I know there is absolutely no way to prevent the
logislature from withdrawing all grants of state
aid to the common schools. There's no way that
wo could forco thom to do it, if they fail to do
jt, and I supposo thoy could subtitute here,
under tho subtorfugo thoy trore eplacing revenue;
but the history of tho state support of the pub-
lic schools loqpis mo to think t' t they do not
wish to dostroy any public sc.00l, which would bit,
the inevi'Lab wlo roiult of nat youire'suggesting.

After eome discussion on bond revonue, Delegate McCraokerk

proposed the following amendment:

Mr. MCCracken: . . . Tho following--the period
bo -stricken on the Davis amendment and these words
would bo,aded: "solely out of the proceeds of a
statew;de tax imposed only for that purpose, ex-
clusively against corporations."

That phrasing is not vary good; I suppose I
should have sad "a statewide tax imposed exclu-
sj.voly afnst corr;orations, solely for,that 'Sur-
'pose.h That wou).d Le 1,16-

Mr. McCracken statod tho roason for his amondment:

. Now, if those who t,re proposing that the
1;ersona1 property tax be abolishod aro sincero in
that they do not aaily have an unstated motive
to favor eorporatIons4 they should gladly accept'
this amsnd:r..ont. 0-)2

Furthor:-, I. IcCrar..kon o=lained how ho intended this to

occur:

301bid., p. 3,232.

31ibid., p, 3,633.

32ibid.
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I would envision what we might call asurtax. . . I would-think that it prolaably

would be a tax superimposed upon the incometax. . . .33

During the debate, it was clarified that the only

money to be replaced to local governments was that

actual revenue lost through the abolition of the personal

property tax. ain, it was suggostad that a reasonable

:roanner of establishing this figure might be a meving

.Aeverage of the three prior years. However, at the pncl

of the debate oh: the aMendMent",. Mr. McCracken did'

make a change in his presentation on the method of tax-

ation:

. Please do not picture any particular
type of tax being imposed. Please do not ac-copt my suggestion that we add an extra line onthe corporate income tax return in order to,
find this. I don't have any idea what the
legislature will decide. I am only suggesting
that as ono possibility that occurs to me.
Perhaps it will Le a frnnchise tax that the
logislatpre w5 2-1.docido upon. Porhaps itwill bp sone other typo of ta.x 1 don't
know.-)4

p. 3,834.

p. 31837.

4 5
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38The amendment, as-follows, was voted upon and adopted.
(b)- On or be ore January 1, 1979, theGeneralAs'sembly shal abolish all ad valorem taxeslevied upon praonal property not previouslyabolished, an concurrently therewith andthereafter replace-all revenue lost to units oflocal governments and school districts as aresult of such abolition, solely out of theproceeds of a statewide tax imposed exclusivelyagainst corporations and levied solely for thatpurpose. Replacement of revenue shall not beprovided by any revenue 40riVed from ad valoremtaxation of real(-estate.,

f'

On August 9, 1970; after submission to the Style,
Drafting, and Submiesion Committee, and after consultation
with Mr. Connor, Mr. Brannen, Mr. Weisberg, and Mr.
McCracken, the following section 5 (b) and (c) with
agreed-upon language was proposed:

(b) Any ad valorem personal property tax abol-ished on or before the date this Consti,tutiontakes effect shali not be'reinstated there-after.
(c) On or before January 1, 1979, the GeneralAssembly shall abolish all ad valorem personalproperty takes and concurrently therewith andthereafter shall replace all revenue lost byunits of local government and school districtsas a result of the abolition of ad valorem per-sonal property taxes subsequent to January 2,1971"by imposing statewide taxes onthe classor.classes of persons relieved of the burden ofsuch ad valorem taxes. If any statewide taxesimposed solely for such.replacement purposes 4are taxes on or measured bywincome, such re-placement taxes shall not be considered forpurposes of the limitation of one tax and theratio of 8 to 5 described in Section 3 (a).Such replacement of lost revenues shall not'be

35Ibid., p. 3,838.
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provided by the,levy of ad valorem taxes on realestate.36

After a few editorial changes were made, there Was

some brief discussion:

Mr. Knuppel: . . . you say that if this tax is
abolished it will be raised by imposing state-
wide taxes on the same class or classes relievedof the burden of such ad valoren tax. Now, in
fact, letls suppose you were taxing barbers, for
example, and all of a sudden t"here weren't
barbers anymore. D003 this mean you can't move?
In other words, by putting "clans or classes,"
if you raise so much by farmers, does that mean
that tho fanr,or is going to have to raise the
same amount, regardless of the fact they decline
in number?

Mr. McCracke4-1: . .,. Let me say that the answer
to your question is no, but it's going to have
to be determined by the legislature. It's not a
categorical "no" on my part. I_would just
anticipate that the legislature would use reason.

But let Ir,,e pcint out something else. . . .In 1979, each district is going to c,et reim-
bursed "X" dollars, because 'hat's what the dis-
trict raised in personal property tax in 1978.
Suppose we contini;e to have inflation:

. . .37

After a little more debate, it was clarified that the in-

tent of the amendment was tO talk of large categories of

industry and business and hot of individual occupations.

36
Record of Proceedin

3
r,s Sixth Illinois Consti--Z:- -

tutional Conventioni;XPai11 Jnni.na]:3, Dcxonbor 8, 1969-
September r3, 1970 (Sprini;field: State of Illinois,102T, P. 577'

37
FroceodjnEs, Verbtim TranIcript, p. 3,889.

47,



Without further debate, the amendment was adopted.

Issues of Interpretation

Examination of the transcript'reveals that there
was debate over the definition af "*ndividual," as defined
in the Senate Joint Resolution 30 (1969) and the clarify-

.)
ing resolUtion Senate Joint Resolution 67 (1970), Which
stated:

t;
Resolved, by the Senate of the Seventy-sixthGeneral Assembly of the State of Illinois theHouse of Representatives

concurring herein, that,in adopting Senate Joint Resolution No. 30, whichsubmits to the electors of this State a constitu-tional amendment prohibiting the taxation of'personal property by valuation as to individuals,it was the intention of this'General Assembly toabolish the ad valorem taxation of personal prop-erty owned by a natural personor by two or more
natural persans, and that, b 3r:he use of the
phrase "as to individuals," this General Assemblyintended to mean a natural.pepson, or two or more
natural persons as joint tenants or tenants incommon.3°

The Supreme Court of the United States has sinde ruld on
this issue in Lienhausen vs. Lake Shore Auto Parts Co.,

which accepted the clarification of individual as was

printed am the ballot:

'The amendment would abolish the personalproperty tax by valUation levied against indi-viduals. It would not affect the same tax

3Illino1s General Assembly, Senate, Senate JointResolution No. .62/, 76th General Assembly, May 26, 1970,Journal of the Senate of the Seventy-Sixth General As-sembly of the State of Illinois, p. 5,026.
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levied against corporations and other entitiesnot considered in the law to be individuals.The amendnent would achieve this result byadding a new article to the Constitution of1870, Article IX-A, thus setting aside existingproviations of Article IX, Section 1, that re-
Cluire,the.taxatiOnt.by valuation of all forma of.property, real and personal or other, owned byindividuals or corporation.3Y

Upon remand from the United States Supreme Court,
the Illinois Supreme Court issued the follOwing supple-
mental opinion den:ling Individuals:

The constitutional provision barring theimposition of ad valorem personal property'
taxes on individuals and the U.S. Supreme Court,decision (t. 200-650) upholding that exemptionpermit the imposition of the tax.on personaltyowned by: partnerships, limited partnerships,professional associations, professional servicecorporations, and.fiduciaries. This court
originally ruled (5 200-603) that only naturalpersons holding property as individuals, as
tenants-in-common or as joint tenants were .exempt. It was aa this basis that the U.S.Supreme Court upheld the exemption. In thecase of bank shares, they aro exempt, as areother shares of corporate stock, only if ployare owned by4a natural person or person9.40

However, there are many other issues which are still un-
resolved as indicated below.

39Lienhausen v. Lake Shore Auto Parts Co., 410U.S. 356 (1973).

"Illinois Tax Reports (Chicago: Comm:;ceClearing House, Inc., 1974), P. 10,158.
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1. Will the ad valoron porsonal property tax be

abolished as of January 1, 1979?

It is important to noto that the drafters of the

constitution did not diroctly abolish the ad valorem per-
,

sonal proporty tax. Instead, the General Assembly was

given a,mandato to abolish tho ad valorem method of per-

sonal property taxation on Or boforo a cortain date. A$

Dologatos Witwor, Lyons, Elward, an'd Davis all noted,

thero is a woll-definod body of law which holds that the
4

courts,nay not mandato tho logislaturo to do something that

the logislaturo fails to d'o. Casoa which hdvo resulted in

the logislaturo boing cliroctod to roapportion itsolf, by

the courts, havo woalnol thin Construct somcwhat. It

appears thrt thoro Is no OI_roct abolition of tho personal

pronerty tax 5n tho conntit tIon. Tho first soction of

the first sontonco in noct!_cn 5 (c) doos not constitute an

abolition,' but a mandato. This mmdato is a nonsolf-

executing demand, but it in 1-Intoad a continuing mandate

for tho lor:irOatu:ro 0- That js, tho mandato will stand

so= ch0050f7 tO accopt'tho challonge

of tho nandat

4 1MriTno7m S. K=jn, "Conntitutional Abolition of
Ad VOloren A Lookin-Girt33
Book,"

.) :':obruary 1W2):446.
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2. Can the Genera ls'sevibly abolish ihe tax and

not replace the revenAte,

The drafter f;tlie constitution did not intend

for this to be the case.42 The debate between Mr. Elward

and Mr. Davis indicates that this was clearly considered
43as t possibility. The Illinois State Suprema Court in

1973 in Elk Grove Engineering .v. Korzen determined that

this was not a possibility, in the Court's opinion. The

Court said:

. the General Assembly cannot abolish ad
valorem personal property taxes which relieve
a lass of taxpayers of tde burden of the tax

t imposing replacement taxes in accorm.
th the provisions of section 5 (c) .44

3. How will the revenue be replaced?

The drafters were careful not to stipulate any

method which must be used, but they attempted to allow the

General Assembly as much: latitude as possible. The only

limitationd wore that the tax revenue generated by the
I.

replacement tax should be sufficient to replace,the

revenue lost, the tax should not, be-an ad valorem tax on

real estate, the tax should not bUkon individuals not

proceedinr's,

43Proceeding3,

Committeo Propocals, p. 2,139.

Ver'oatim Tranr,c2ipts, p. 3,823.

"Elk Grovo Engineering v. Korzon, 304 N.E. 2d 65
(1973), P. 72.
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presently paying the ta:c, and the tax should be statewide

in nature. 45 Delegate McCracken stipulated one tax which

might servo as a replacement tax,'but he quickly retracted

.his statements in that area.

L. How much revenue will be replaced?

The limitation in the constitution is "all revenue

lost." This amount could be determined by a number of

different methods. One method might be the amount ex-

tended, another the amount collected, and still another

factor could be the time period. At ono point in the de-

bate, there was a proposal that the amount be determined

as the amount collected ovei'the past three years, but

this method was never agreed upon. So, thin retains at

the discretion of the legislature.

5. Whon may this abolition take place?

The constitutional mandato says, "on or before

January*1, 1979." There was spmo discussion that suggests

that thic was to bo a phasod transition b t that was not

to proclude the possibility of rIn absoluto transition if

neceasary.

6. How must tho money be replaced to the units of

local government and school districts?

45Kanin, '"Constitutional Abolition," P.-447.
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The constitution does not say. It does not indi-

cate if tho money must be replaced to the exact same unit'

which loot the revenue, or if it may be replaced to the

samb type of unit in the state.'

7. Must the tax be collected at the state level?

. Again, the constitution does not say. It says

only that the taxes must bo "statewide taxes." There is

no prohibition of a tax beinL; authorized by the state

government as a replece:I.erlt tax, but being levied,

collected, and distibutod pt the local level. Or, the

tax couldco levod, collected, and diStributod at the

state levol. Or there ccr,:ld be some combination of the

-4Trevious alternatives. F.'_rth r, there is no stipulation

that the tax 1-a7o'n. statide rate. That would mean that

the rate could vary between taxinr; districts as long as

the revenue renor,Iterl uas

_;

and 5 (c)?

Ihr) reTan beteen nootion 5 (a)

The far,t that the broad iner:11 powers of the

lislatro in nfe3on (n) r n TLIOi.toi by soo-

tj.on 5 (c) 2rJr" cJn. ho re-!vi not the ci7A), then

.the J77-Inr1 Ellc, Grove



v. Korzen probably would not have been delivered as it
vas.46

r-4110
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,ro7o
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;

5 1

14.6



I

CHAPTER III

SIMULATION OF TEE 1975 FISCAL YEAR
WITH PROPERTY TAX ADJUSTMENTS

The Illinois Constitution of 4.970 was drafted whilae

the Strayer-Haig grant-in-aid formula was the for7ula which
the legislature had adopted to distribute monies to public
(K-12) education. The Strayer-Haig.formula was a founda-

tion level formula which attomnted to provide soma basic_
level ,of edUcational services to eac`; ehilu iL the,etate,
This formula had two basic flaws:

1. The foundation lovel aaa to be chaiige by the
legislature. The end result of tnis was that the founda-
tion level seriously lniged behind .1.f) statewide nrerage

cOsts of education.

2. There, was no reward for local effort. School
districts with low assosSod valuation

to tax the population at a rate twice

netghboring district cuad still not be

equiv

per pupil might haVe

an high ,as a

able to provide

t oductional services. The StraYer-Haig formula
did not provide "equal oxpondituro for oqual effort."

Those; two flaws seriously weal:ened tho ability of tho

formula to pr do equal educational opportunity for each

stUdent in the s. ate.

55



In 1971, the Sorrano.ca in California created
serious doubts in-the minds of many experts in tho area of

school finance, and in the ninds of many legislators, as
t the adequacy of a Strayer-Haig formula in statoa where

thero was a wide variance in asses;ed valuation per pupil.

The I linois General Assembly, in order to avoid havinz

the Il inois method of distrabuting aid to public schools

declared unconstitutional, as had happened in California
and Now'Jersey, amended the law to add another option to

the grant-in-aid formula. The now formula, known as the

"Resource IiqualizerP was, based upon the principles of

fiscal neutrality and poinissible variance. Fiscal

neutrality was defined in Chaptor I as: "Tho ldvol of

expondituros in a district sheuldknot be a function of

local district wealth." Permissible varilance is defined
as: . . . a narrowing of tho variation in tho levels of
expenditure per pupil between districts within a state
with the passage of tjme."I Hereafter in this study it Is

assumed that by its actions jn 1973, the General Assembly
intended the state to move toward fiscal neutrality and to
achieve a narrowing of the variance in e::pendituTe per

1
G. ,Uan Hickrod,- Ben C. Hubbard, and Thomas Wei-Chi Yang, The 19n_ Lcform of the Illinois Genral TurnoaoEducatJonal LT 1 i Lvaluatijn

-T-irormLd: 1)(J:JrinLriu; of 2,due-ttic.,a1
-;trc.tion, Illi-nois z,tato University, 1975), I). 21,

5 8,..)



pupil between dist;ics.

Th;s formula rewarded local districts for at-
tempting to provide a level of educational services con-
tingent upon the effort exerted (tax rate), and a,lso

rewarded school districts with low assessedyaluations to
a greater degree than it did school districts with high
assessed valuations. Since'this fornula guaranteed oach

--district-\in'the state a fixed equalized assessed valuation,
and oach pupil count in the state an education equ4i to
$1,260 per year (provided the district levied the, maximum
allowable tax rate) therobil]t should be a decrease in the 1

variation of the exponditure per child in the st'ate. This
was particularly true since the law Andatod that each
unit school iztrict which had an oliorating t4lx rate in
excess of three dol]ars would roll tlaat tax rate'back to
three dollars; equivalent rates were specified for dual
districts with exceptions for high oXpenditure districts.
Since the now grant-in-aid forrInlla is based upon these
concepts, and sine() (-:rnt of the rencral.state aid
dollars were d]st77:Th,J.t6d thron::h ths fornula (i Y: 1976) ,

2

it .1)00031:03 inpotant to' dotormlno what tho ef.cocts of the

c22
-Illinois, The State Board,of Education, IllinoisOffice of T!Yilicticn,

L.(Y-,a1 andry.-1. Fimincin7for Public
i:cmbor349

1 ]- i'flco of ; iu::ation, 1975),p. 7.
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5o
removal of thampersonal property equalizod assesoed valu-

"Nlaisvr

ation would have on the concepts of fiscal noutrality and

permissible variance. It also becomes important to-know

what ths actual vaciation in expenditu'res will.be in terms

of dollars &mailable to the school districs.

To further compipatelthis evaluation, a change

occurred in the asseSsment ratio of property. Prioi% to

1975 all property, both real and personal, was supposed
to be assessed at 50 per c!h(lt of market value. In the

fall of 197.5 Governor Dan'Walker signed into law House

Bill 990, which reduced this assessment ratio t.o-33 and 1/3

.per cent of market value. Sinco somo counties were

assessing at levels below 33 and 1/3 per cent, these

counties were to raise their assessment leVels to

33 and 1/3 per centin three equal'installmentein the

next three years. This woUld mean'there would be two

factors dPerating simultaneously: fiscal neutrality as

related to effort, and permissible variance.

With these problems in mind, the following pur-
poses are presented as they were enumerated in Chapter I

and numbered 2 through 13:

2. Determine the effects on local school dis-

tricts if the personal property taxshad been abolished

5S
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on January 1, 1973.

3. Determine the effects on local school districts

if House Bill 991Whad been fully implemented on January 1,

1973.

4., Determine the effects on local school districts
I.

if the personal property tax had been abolished on January

1, 1973.and House Bi11.990 had been fully implemented on

January 1, 1973.

5. Determine the effect of the loss of the per-
,

sonal property assessed valuation oh the ranI4ing 4f
A .\

school,districts on the baaisIV assessed.v.tkfitiOn.per

Total Weigheed AVerage Daily Attendance (TWAIV1for fiscal

Yelir (;ry) 1975.

6. betormine the effect of, House,Bill 990 on

ranking of school districts...on thq basis Ofsessed
Valuation per TWADA ipi for:rt 197'5.

\
7. DeterMine.:theyiffeet of the'losoftheTerson

al property.assessed-valuationand House Bill .990 onthi;,
Noe

ran4ing of school diatriCifs on'the basis of assiosi6dva1u.

the

1

atipn per; TWADA pli.plffor FY 1945,

8. tetermine'the effeCt.that.the.idas' of the

4
r -.

-,=personal property a9seOled valuation' would have on thp-1-::

state aontributioA.t:o dduclation throus;hf,ehe FralKt-in=ariif*

.

.

.,,%. formula in .FY fin19f5, bl:rilis, o" 41,
,

vement o ci
V, ''. , .,..

neutrality-and permiss'll?le yaritincf,A-

.;.,

0 5. 9 . 4'
,k -) k

te,
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9. Dotormino the offoct.-that Houso Bill 990

would have on the state cOnti'ibution to education through

tho grant-in-aid formula in FY 1975 in terms of achieve-,

ment of. fiscal nfutrality and parmissiblo variance.

10. Dotermino tho offoct that the loss of the

personal property assessed valuation and House Bill 990

would have on the stato contribution to education through

the state grant-in-aid formula In FY 1975 in toms of
4

achievement of fiscal neutrality and permissible variance.

11. Determine the effect that loss of.the person-

al property assessed valuation will have upon school

districts in each of tho six regions, definod by the

9=!' Illinois Office of "Education.

12. Dotormino the effoct that House Bill 990 will

hattipon school districts in oach of the six regions,,

defi d by tho Illinoia Office of Education.

13. Determine tho effect that the loss of the

persOnal:proporty assoed valuation and House Bill 990

'4111 have upon school districts in each of the six rpgions,

dbfilled by the Illinois Offico of Education,

Data Sourcos

The sano basic data woro utilized throug,hout each
,

of the simulations. Data _rot. tho annualstato aid claim

jsor 1974-1975 school yoar (F( 1975). was found in Annual



State Aid Claim Statistics, Illinois Public Schools 1975--

1,976) information on tho personal property assessed valu,

ation was found in Illinois Property Tax Statistics 1973;

data relating to the county weighted modian ratios came

from Assessment/Sales Ratio Study Findings; and material

relating to the county multipliers was obtained from a

memorandum issuod by the Office of Financial Affairs of

Illinoi0.3 (

Assumptions

Before,tho data could be analyzed, I

53

e assumptions

had to be made. First, it was assumed that all townships

in tho county had asso smont ratios equal to the county

weighted madian ratio. Second, it was assumed that all

individual personal property had been removed from the tax

rolls in compliance with the United States Supreme Court

3Illinois, The State Board of Education, IllinoisOffice of Education, Annual Stato Aid Claih Statistics,Illinois Public Schools 1975=197(, Circular rJOVies A,
Number.3143 Csprinfield: Illinois Office of Education,
1975); Illinois, Department of Local Governilent Affairs,Office-of Financial Affairs, Illinois Pro_pertv Tax Sta-
tistics-1973 (Spriniold: DoT.artmont ol Looal Govern-
ment AffaTrs^1975), Table X,. pp._106-61; Illinois, Depart-ment of Local/Government Affairs, Office of Financial
Affairs, Assesznent/ales Ratio St11(12 Findln3 1973,Proporty '2E5-Scries bopartiaent of Local
Government Affairs, 1975), T2b1r) II, p. 36; Department ofLocal Govornment Affairs, Cffice of Financial Affairs,
"Equalization Factors in Effect for Assessment Year, 1973,"Springfield, Illinois, July 23, 1974. (Typewritten.)
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decision in Lionhausea v. Lalw Shore Auto Parts Co. Thini,

it was assumed that all taxes extended were colledted.

Fourth, it was aiimed that there wore no accounting ad-

justments to bo made to the annual state aid claims as

recomputed. These assumptions had to be mado in order to

make tho predictions despite the fact that there will be

cases where oach of them will no-kAhavo oc.curred.

Analysis of tho'Data

Four differont statistical techniques were used to

evaluate the offocts of tho chorines in equalt4pd assessed

valuations on the state grrint-in-aid fornula in terms of

the goals of permissible variance and fiscal neutrality.

Tho Gini Index an,1 the rorrossion Coefficient wore usod to

measure changos in fisca] neutrality; the McLoone Index

and the coefficient of variation were used to measure the

changes in poaissible variance. These tosts were calcu-

lated after each of the fotir simulations. Also, the dis-

tricts Wel .(3113 (Dreerl on tho basis of equalized

assessed val-uaton Ter concentraej TI:i..)A4 after oach

simulation, 113iT- (ar Correlation to

determine the of tile rash order chanr;es,.. Then

the correlations wore (cirrIred to deterine which of the

4For a dofinitoli of concentrated TWADA, soo
Appendix B.
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simulations had the ,roatest offoct.

Spocifically, the proceduro used was this. First,

tho annual state aid claim for FY 1975 (sChool year 1974--

1975) was recomputed after the two 25 por cent limitations

on thormaximum increaso in the claim amount for one year

wore romovod from the calculation formula for oach district

which used the rosourpe oqualizor mothod'of reimbursement.

Claimn for districts which used tho Struyor-Haig mothod

of calculation woro recomputed aftor the 25 por cent lim-

itations on tho maY;.irmun incroaso in tho claim amount for

one yoar woro romovod from tho calculation formula for

each district which usod tho rosource oqualizer method of

roimbursomont. -Claims for districts which used the

Strayor-Haig method of calculation woro recomputed after

the 25 por cont limitation on claim incroase was removed.

Next, the amount of local contribution was determlned by

multiplying the equalized assossod valuation times the

operating tax rate. Thoso two amounts for each district

were 3um1ed and divided by the cpncontrated TWADA. Tho

coofficient of variatimawas thon co-Jutod. The .coOffi-

cient of variation was usod to provide a measure of

variation ovor the entire distribtion.- The MeLoone Index

only provides a measu.re of variation over the bottom:half

of the distributicn. The coefficient of variation was

calculated by.dividinrr, tLe stn,lard deviation by tho may'

6 3



and then multiplying by 100.

.The McLoone Index is computed by determing-d
number of dollars that would be required to raiso all

0

units (in this case school districts) below the median
expenditure per concentrated TWADA pupil to the median.
This dollar value was added to the dollars actually gen-
erated in those districts below the median. This valuo
was divided into the actual dollars generated by those
districts below tho median, i.o.:

I = actual dollari below the median
dollars needed to raise actual dollarsexpenditures to the median below the median

56

The larger the fraction the less variation there was in
terms of permIssible variance.5

After the McLoone Index
and the coefficient of variation wore calculated, the dis-
tricts were ranked on the basis of equalized assessed
valuation per conco:Itrated T;iADA pupil. Using thisbas a
measure of wealth and the e:-Tio-idituro por concentrated
TWADA pupil as a noasure of,oxponditure allowed for the
calcula:tion of the Gini

p. 32.

5
Hickrod, Hubbard, and Yang, 1973 Fiscal Reform,

6 4



Tho Gini Index was conputed to determine if the

oxpondituros wero prcTorti:alate to tho IA3303110(1 valuation

per pupil. Tbi iA, if tho pow.eat 25 per cent of the
Pstudonts in the state, basod upon equalized a330330d val-

uation por concentrated TW:!JA. pupL1, had 25 per cent of

tho total rovonoo in tho stat--both staLe and locally

gonoratod--o7o,3nJod upon tie 1, then oducation expenditures

wore not detr '!Ale ;v,,tth oP the local di3trict.

(For calculatixn c)f Lhe Gui Th-,dox 300 Appondix C.) Honce

fiscal noutrc,dity 110 oH io no I. invonue from fodoral

dourno was no.',; LHH i Ia the:;o c.:lculations. This left

only the roi7risill c.,frirent to bo calculated.

Tho W:13 used as an other

method of
, If 11 7cal neutrality had been

achiovod. In 'chin stu).71, ttal revenue (state and 1oca7)

was rogros3od (equalized a33333ed valuatn
per concentrotr:d T. 9A r3oth woalth and oxpondi-

turas wore tr=for:-: el 7 than b!,:fore the re[:)res-
P .

sion ccofficio: "I.M) feur precodinr.-,

statistics were )12 t

The fi r

annual ('.1a

ty tax ar

resultinr.;

ac-ainst whic't

0

, Iota toCen iiir,2ctlilr from the

proper-

n.1^.11 GC the four

31 .1:3 bone 11310 data

,7:c:7;;Ltred, The
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lothor three simult n3 which wore prepared wore basod upon

changes in tho equali:.od.assossod valuatfbn. Tho assossod

valuation of the schsol districts was verified by comparl-'

son of recorded assessmont at the Illinois Office of Edu-

cation-and the Department of Local Govornmont Affairs.

Districts with a variation in assessed valuqtion between

tho two sources greater than or equal to i per cent woro

excluded.

First -the perc,onal propel)ty,taxes oxtondod in each

school district wore dividod by the tax rato to dotermine

the personal propert7 equaliznd nssessed valuation for each

school district. This value was subtracted from tho totalr

equalized assessed valuation of oach district, the °Para-

tionsl tax rates w,,re hold constant, and tho state aid

claim yas computed based upon the roducod assossod'valua-

tioh.. Next, tho cry,l_n47 1Tn;r-tod median ratio was multi-

plied times the eclisld:r.' -actor (multiplier) to,doter-

m110 tho actual assnss on' rati the cor.nty. This was

divided into the 11,-;;; sas()stlt ratio of i and 1/3 per

cent, wnIcil ronaJ1 n a n;;. fator. 'The

factri:: is the assessed

valuation for each dlsTh This 1-uts th,Jn used to recom-

puts the f:::ount of :1`;.Y:,t-) rat,:s constant,

under t:In ne it wc.;:,ld affect .

6 3
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the districts whoa /sulfa 1mo1oented. 6

Finally, tho now
por3onal proporty

equaLi.:,ed El:830:330d valuation (under
U01130 Bill 990) wal sularactod&from tho now district
oqualizod assossod valuqtion (under 1101130 Bill 990), and
tho state aid entitlement wa3 recomputed holding opera-
tional tax rates couitant. Thus, thoro aro four grant-in--
aid simulations reported in this chapter: (1) 1974-1975
withou!', th :5 por cout 11.111tttion3, (2) the 1974-1975
distrihutien wit'a the personal proporty tax removed,
(3) the 1974-l975

distribution with adjustments for Hou3e
Bill 990 whon fully 1-71p1,-mented, and (4) the 1974-1975
distrilyltion vith 31:1,11t-neous aljAstnents for(b) and,
(c).

In order to p rn each of tho precoding adjust-/
monts, it WA3 necessary to reak the total equalized
a3sO33od valu-Ltion of to zchool district down into the
parcol3 which were located in each county. Then the
adjustmonts wore rade to each p7.rcol, and the district
equalized a 5.eor3od valuaticri w,t3 resu:-Eried. This was
innckrativo ojnce the oluali;:od a:mos:3:A valuation of the
por3on iy arA t!-!D ornird-i:r.ti^n far2 are computed and

61iouse Bill 990, (15 written and si)Tiled into law,doo3 not allow cr any. ra-.,:in;7 budj to 10:30 a33033od valu-ation.
13,111,' sol::e school dis-tr.:lot a3:3°33r1 valuati :a.a

,crwised in this.study.

6 7
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recorded on a county basis and not on ft school district

basis.

Ono additional statistic was computed. A Spasms
4

Rank Order Correlation was calculated to dotormine tha

mngnitudo of difference in tho rank orders of tho dis-

tricts in terms of oqualizod as:30330d valuation par con-

contratAd TUADA undor oach.of tho simulated conditions.

Results

Calculation of the asseSsed valuation and the gen

eral, state aid ontitlomout f0 ...s:9R3 school districts, uncle:

each of tho previously 4oscribod conditions, lod to the

followinr; results as sh6wn in Tablo 1.

Tho loss of the porsonal proporty aissossed valua-

tion has a vory dramatic effect on the por cent of state

support that is provided to the local school districts fol

operations. Ploaso note that this incroased per cent of

stato support does not rosult In incroa3ed dollars of

revenue to tho school districts. ThOse funds are replace-

ment funds. In fact,, thoro aro.Individual school district

which havo loss total dDlln.rs of revon'Je for opyrations

aftor the adjustmo,lt for the loss nf the personal proporty

assessed valuation thnn before, if the =oy is distribute
*th.eou 4.

ca 1,11(3 pro s ont s4,1to i7r-tnt, :vs tem. Thor() aro

two'rpasonS for this sitilation.

6 3
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TABLE 1

STATEWIDE EFFECTS CF SELECTED ADJUSMENTS IN L,AOOL DISTRICT
ASSESSED VALUATION ON OPERATIONAL REVENUE

'Loc,a1 Lei/.

.070
State Ai4

Total Dollars

(Billions)Dollars Per Cent Dollars Par Cent
(Billions)

.fte1110

197471975 Base) 1.457 '51.16 1,391 46,83 2.ffi8

Without,Personal \*Q

1.237 43.96 1,576 56,03 2.613
Property

With House
1.465 51,42 1.384 46.5 2.650Bill-990

Without Personal

Property and with 1,245

.House Bill 990
44.23 1.570 55.76 2.815
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First, school districts Which have operating tax

rates higher than the maximum matching tax rate in the
resource equalizer formula will not recoup the amount Of °
money lost because of tax rates Li excess of the maximum,
matching tax rates. In othor words, the state grant-in-
aid formula does not reward tax.rates higher.than the
qualifying rate. Second,,:those school districts which had
large concentrations of personal property and whose
assessed valuation per concentrated TWADkpupil Was in
excess of the state guarantee woqld not receive revenue to
replace the amount of revenue that was lost from that
portion of the assessed valuation per concentrated TWADA
:pupil which was above the state guarantee. Statewide, with
'tax rates held constarit, the public schools would lose 35
million dollars In corbined state and lOcal revenue by*

removal of the personal property Valuation.

Removal of t ersonal property assessed valuation
from the local tax base redu the _local tax revenue
available to schools from 1.457 billion dollars to 1.237
billion dollars, for a.net loss of 220 million dollars.
This reduction of local contribution mould result in the
percentage of localcupport

slipping from 51.16 per cent
to 43.96 per cent, or an average decline of 7.20 per cent.
The state, under the mandate to replace the revenue lost,

\ Increase state aid to schools from 1.391billion dollars to

7 1
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1.576 billion dolldl's, a net increaSe Of 185-million

dollars. This increased the state_share of the support of

education from 48.83 per cent to 56.04 per cent.

House Bill 990 whoSe purpose was to correct

ineeie&n aSsessment levels throughout the:state, had

man Mal effect upon the per cent of State support to,

schools. With corrections made in the assessmentlevels,

the local support of schools rose from 1.457 billion

dollars to 1.465 billion dollars for a net increase of

8 million dollars. This changed the per cent of local

support from 51.16 per cent to 51.42 per cent respectively.

State aid dropped from 1.390 billion dollars to 1.3'84'

billlon dollars, with a corrosponding drop in the per 904;t,

of state aid from 48.83 por cent to 48.57 per cent. The

total net dollar result was that the schools in the state

gained approximately 2 million dollars through a better

equalization of assessments:

Because the effects of the removal of the personal

property assessed valuatiOn were so much more.powerful than-

the effects of House Bill' 990, the result of the combina-

tion of the effects of both adjustments paralleled the r

removal of the porsonal proporty assossed valuation. The

local contribution decreased from 1.,.4.57 billion dollars to

1.245 billion dollars for a not loss of 212 million dollars.

This rosultod in a shift from 51.16 por cent local funding
0

"7,2
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to 44.23 per cent.16.cal fudingf'or ai-decl.lne of. 6.,9344Nr....., ..% 4 1," " \:, 4 .

cent, The state grant-in-aid aontributionin'qrease om

1.390 billion.dollars to 1.570 billjon ,41.d.cf4-
.

..

increase 'of 138million dollarsbaSelot ui;en 1974_7197
, * ,

toncentrated TWADA °pupil. This reaUltad in W.shift from

48.83 per cent state funding 'to'55.7'6 Per cent state.

funding for a net increape of 6.93 per cent. The net re-

sult of all of these shifts was a decrease of 33 mAlion

dollars av ilable to the public schools.

Since the new state grant-in-aid formula attempts

to essen the effects of local district wealth, changes

in the relative-wealth of different school districts

should have an effeCt upon the ability of the formula to

compensate for these differences in wealth. That is, the

larger the per cent of state support, the greater fiscal

neutrality which would be achieved. Also, any factor

which attempted to mini

trict wealth through di

ze the differences in school dis-

ering assessmont ratios should

reduce the effect of local district wealth. When the Gini

Indoz was computed to determine if these changes had in

fac4 t taken place, the results were conclusive for dual

districts, but not. conclusive for unit districts. (See

Table 2.)

Interpretation of the Gin,i Index was rather

straightforward in the cases of the elementary and'the high
r;',P

7 3
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TA7BLE 2

THE GINI INDICES FOR SELE4TED ADJUSTMENTSIN DISTRICT ASSESSED VALUATION

District
Type

1974-1975 1974-1975 1974-1975 1974-1975, Base
, Without With House Combination

Fersonal Bill 990 Effect

E1emantary -0.04370 ,9.02999 -0.04430 -0.03037
High School -0.03419 -0.02660 -0.03396 -0.02637
Unit 0.01100 0.01380 0.01114 0.0139
Unita 0.01019 p.01583 0.01035 0.01596

a
City of Chicago public schools are not included.

se oo1 districts. However, during the calculation,of/tto
:.1: Index for the unit districts, it was noted9'

!;-Gleteve crossed the line which designates

neutrauity. This seems to indicate that the Gini Ind
for the unit districts aro not comparable to.those Gini
aidices in the elemntary districts and high school dis-
tricto in which the Lorenz Curve did not cross the line
deSignating fincal neutrality..7 (See Appendix C.)

34.
7Hickrod, Hubbard, and Yang, The 197.2 Reform, p.

'7
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Elemntary school districts moved closer, to fiscal

neutrality with the removal of the personal property

assessed valuation. This was expected since the revenue

lost was replaced through a formula which was designed to
.

decrease-the importance of local district wealth. The

effects of House Bill 990, though,' were not as large as

might;be expected. One reason for this may be that the

elementary districts are sraller in size, in geographical

area, than are the high school or the unit.districts, and

they would be more affected by inequities of assessment

within a county. House Bill 990,as 11 was initially

lapplied, reduced the inequities between counties, not

.withdn.the county.. However, the Overall effoct of both

adjustments is to reduce the effect of local district

wealth upon the expenditures por TWADA pupil.

High scftlipol diptricts fared similarly to the

elementary districts with respect to the effect of the

removal of the personal property assessod valuation on

the Gini Index. Under House Bill 990, tho high school

districts moved slightly closer to fiscal neutrality.

Again, the apparont reason for this was the gaographical

size of the district. Since the high school districts

were larger in size, they wore loss responsive to the

effects of inequitable assessment within a county.

7 3



Computation of the Gini Indices for the Unit die-

67

triets was completed under two different situations, with

and without the(city of Chicago public schools (see

Table 2). In 1th cased, the Lorenz Curve crossed the

line whichsignated fiscal neutrality (see Figures 1 and
2). This renders the Gini Index uninterpretable, but the

Lorenz Curve provides some descriptive information. The

city of Chicago expends slightly more of the total educa-

tional dollars in the-State tban their position in terms

of assessed valuation per concentrated TWADA pupil would

justify in terms of fiscal neutrality. This is true be-

cause their tax rate is slightly above three dollars.

When the city of Chicago publicNschcikas were removed from

the calculations, the Lorenz Curve again crossed the line

which designates fiscal neutrality. HoweVer, the Arve

stayed closer to theA.ine which designated fiseal neu-

trality and did not doyfionstrate the large deviations
we ity of Chicago public sc

irr th

apparent when t

eluded.. Also, urve, where it was above ine

which designated fiscal. neutrality, was almost parallel to
the line. This wo\t seeM to indicate that if the forMula

wow flally funded, the unit tdistricts, excluding city of

Chicago public schools, would be very close to fiscal

neutrality. It in also apparent that the gity of Chicago

7has more impaet, in tIrms of .coviationsXn the Loren

//



FIGURE 1

LORENZ CURVE 1974-1975 BASE.
WITH CITY OF CHICAGO

PUBLIC SCHOOLS
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FIGURE 2

LORENZ C UR VE 1974 -1975 BASE
WITHOUT CITY OF CHICAGO

PUBLIC SCHOOLS
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Curve, than any of the treatments xelating to the assessed

ve.luation of tho districts.

Since this mothod of measuring fiscal neutrality

was inconclusive a second method, the regression coeffi-

cient, was used. Unlike the gini Index, the city of

Chicago public schools have no more effect than does any

other school district, sinco there is no autonatic

Aweighting for sizo. Therefore, all rogrossion calcula-

tions for unft dis ts include the city of Chicago pub-

lic schools. (coo thblo 3.) Again, as had been demn,

stratOd oarlder by tho 0ind Indox, the. rezrossion approach

shows that tho elementary school districts approach

greater fiscal neutrality by ,tho romoval of tho personal

property assessed valuation. But, as had been shown

previously, the offect,of House Bill 990 is to move the

eldm:ontary districts away from- fiscal neutrality. Since

the effect of the removal of the perso l property assesse
f

valuation is no stronr:;, tho col74binod effect is to move the

elennntary districts toward groator fiscal n9Itra1it. The

eftects on-the high sr:hool (1:143tricts aro th,+p same as those

on the olomontary disl:ricts. Me unit diglits, however,

have mloch diff-ront rO.ThIts. Ono toiblo roason for this

is a laru,o nuor of rolati-7ol:i wolthy districts,
e

primnrily in i'c:i ens 3 and 4, which have relatively low

oxpendros 1-;;:ir . DuT:11: ".:H:3, an allitional problem

7 9



TABLE 3

REGRESSION ANALYSIS BETWEEN SELECTED ADJUSTNENTS
TO ASSESSED VALUATION FER TWADA PUPIL AND

.

EXPENDITURE PER TWADA PUPIL

Distriat
Type

1974-1975 1974-1975 1974-1975 1974-1975
Base 't[714 Personal With House Bill Combination

'Property. 990

Intercept 'Slope: Intercept Slope Intercept Slope Intercept Slope

Lenentary 2.25686 .17205 2.55561 .10445 2.23402 .17650 2.56802 .10129

LEh School 2.64447 .11402 2.76054 .08842 2.48315 .14855 2.73925 .09331

lit 2.90000 .02217 3.06609 -.01773 2.90504 .02087 3.09837 -.02521



is created. AlthbAgh these distrir!ta have the resources at
their disposal they may not be utilizing them to the

fullest extent, oven though the state Is Lot assisting ths

district with additional This demonstrates

a need for some measure.s of the perminible variance in

expenditure per TWADA -pupil.
4.

The coefficient of variation is aae metho d to
determine tba magnitude of variation from the mean expendi-

ture per TWADA pupil by district type. Calculation of the

respective cOefficients of variation led to the follow)ing

results:

01111.11.

TABLE 4

COEFFICIENT OF VARIATION FOR TOTAL EXPENDITURE
PER TWIDA PUPIL

District 1974-1975. 1974-1975 1974-1975 1974-1975Type Base Without With House Combination
Perflonal Bill 990

, Effect
h'operty,

Elanontary ,

High School

Urlit

-?7.13712

13..54379

ri .7'

2n.9;3266

12,81:14

14.

'27.29_545

15.33916

3.4 . 1262.3

22.76747

12.27284

13 . 51574

9



These iesuits seem to indicate that removal. of the personal'
property assessed valuation. and the combination of the
effects of the removal of the personal property assessed
valuation and the effects of -House Bill.990 yill result in

dp\rease in' the variation in ,expenditure per TWADA
HoweVer, alk'cases, the effects of Hou Bill

990 alotte resulted in ,increased variation in é re.
-per TWAD.k pupil. In the case of the elementary. gh
'sobool districts this variation see*e.d :occur all along
ths distribution.
variatiqp,only'occ
as-is demonstra#,0

Howler, in the .districtS this
ed. on the of,*3 distribution

by Net corapa4zi?4 ,toirefiicient
vaidatioe results With the results 0;'' thoacLOone Index.
(Stii) Tahle 5. )

s
The results Of :the' McLoone Indet seem to indicate4 ,

that. the remova1,. of the personal proPerty assessed value,-
tion decreases the variation in the, total expenditure per
TWADA Pupil' in the, lower 'half of the distribution in all
three types,of ,districts. 'The effects of Hiuse Bill 990
are ,mixed. In the case or the elementary districts the
variation' is increased, which may be caused by the geo-
graphical characteristics of the districts. 4Since many of
the districts aro 'Small, reducing the inequalities between-1counties coui44 tually Increase the variation hetween
townships 'in ,separate counties This could account for the

8 3



TABLE 5

McLOONE INDEX IN TERMS OF TOTAL EXPENDITURE
PER TWADA PUPIL

District 1974-1975 1974-1975 ,1974-1975 1974-1975Type, Base Without With House Combination
Persenal Bill 990 , Effect
Property

Elementary: 6 0155-0' .8666290 .8595933 .8599905

High-School .9282861 .9301163 .9266419 .931549D

Unit .9260_03 .0280 .9293984 .9256206

,

.'"

increased variation. In the caso of the high school

tricts, the results seem to indicate again that there is

Utiongreater variation in the 1,9.ye i. half ofthe dis

with the implementation of House Bill 990. The mplanation

for this appears.to be that some high school district% were
1110

drastically vhderassessed. The,med3a expenditure per

TWADA pupil increased from $1,496 to $1,511 for an increase

of 15 dollars, While the'mnum ex.lenditur per TWADA

pupil only increased fron a1094 to *1 At the same

time, the naximumiassosaed valuation per TWADA p pil in-
,

eoreased from $187,597-to $340591. This tended chango

'511%

1/41s



4k 75
the rankings sufficiently to cause the median to change

and increase the variance'. However, loss of the personal

property assessed:valuation was powerful enoughto offset

thede changes from underassessment, with the conibination

effect tieing an overall decrease in permissible variance.

The unit districts showed decreases in permissible

mariance unAor all three conditions. The greatest decrease

in permissible var co was brought about by AOuse Bill

990. This would tend to indicate that, in thb case of-

unit districts, equitable assessment is more important in

reducing the pernissible varianc6 than is the personal
4

property assessed valuation.

R(soloral Variations

Earlier sections of those results have ditalt with

measurement mothods for the state as a whole.- Since the
44'state is not'homooneous in nature, a more careful look

at specific rtll oils in the state may provide additional

4risirl.ht. ( Ivo ApponlJx D.)

it in Tio.lpful to determine the aei77E11

dollar arnt cq-.tho porcentao of nose dollarTamount6

in terms of 16Ta1 and stf.ate contribution to-thelSupport of
4" '-

eallcation by rmion.of the atatp. Tilis;73hould prc.vide ome
...e

understanln;.; of !I:c).oas al1egat3on of funds within the :

e.(see .Tah.lo 6 und 7ftble 7). Rei3io:1 1 -receives more,
state

r-



\:)1 TAB4t 6*

STATE AND LOCAL CONTRIBUTICS TO EDUCATION By REGIION
(BILLIONS OP DOLLARS)

Region
0

19?L4975
BOO

1974-175
1974.1975

Without Perwal With Houle Bill
Property

990

1974-1975

Combination.

Effect

State Local State Local State Local State Local

$1.0419 $1.(40 $.8786 $.9177

1121 "il 7 .1!)950 .1180

1.,

,,i10014 .0947 .0863 .0845
Y:V24

jv:,tj0 ..09,80 .0802 .0879 .0767

.1331. 405143 :1134

.0398 .0856 40348 60740

$1.0478,

.103; .1317

.0974

.0930

.0968\

.0840

.0* .1243

.0478 .0795

8814

4673.

.0842

.0836

4.636



TABLE 7

STATE)AND LOCAL
CONTRIBUTIM TO EDUCATION BY ilGTO(BY a CE4)

19144975
Bas 191,-1975

1974-1975
1974-1975/

Without
Personal With House Bill

CombinatiokProperty
990

! Effocf

State ,Jocal State Local State Local State Local

67.12
71.03 6629

71.51 67.11 71.03 )7.91 7.68
8.52 7.04 8.39

7.05
6.00

6.98 6.10
6.65 6.17

6.76
4)

7.11
*3.54 6.3

. 5:35
6..71

4:39 8.19f f.2o. 7.92
5.11

31.
5.35

3.26.
rid,o6 3.33 ri

8
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stAte aid than any othor region in the state; however,

rogion 1-has approximatoly 62.5 per cont of the TWADA pu-

pils in the state. Region 1 also generates the largest rut,

cent.of local contribution of any of tho rogions. he ro-

moVal of ttie personal proporty assoggod valuation results

in icrosod dollars in state aid to all regions and an in-

croasod per cont of state aid going to regions 1 through 4.

Rogions 5 and 6 will reeeiye slightly lass, indicating

that they have slightlY ess han tho stato average per

cent of pdrsonal property assessment on tho tax rolls. When

Hou0 Bill 990 corrections aro mad91.tto results are quite

interesting. Rogion 1 has no ehange'in the per cent of

Regtons 2, 3, and 4 all have slightlocal contribution.

decreases.in the per cent of local contribution, which
AO.
Indicates that thoy. may hhve boon overassessed. Region3)

5and 6 have increasos in the per cent of local contribti-

tion,' which suggests.that they have boon uncldrassessed..8

8
House Bill 990, as mritten and signed into`2,aw,does pot allow any upit of local government or school'

district tc, _..A....-assossed valuation durin ir:plementa--
tion. Ins c., it simply slows or accelerates the rato
at, which all.L:.xing bodies museveach the 33 and 1/3 pe
cent assessms, rate. Inlhis Lltudy, district assessed
valuatlons wore decroasea only for purposos ofdemonstra
tion and-comparison.

"

;..

'44
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The combinatiori effect oF 1I.01130 Bill 990 and the,removal of
-

the personal property assessed valuation is that rogions 1

throuh 4 will roc6ivo a groator per cent of the total

state aid and tlky will have a lower per cent of local

contrnutlon. Regions 5 and 6 will receivea ldwer por

cjent of the totol stn.-to aid anl they wal have a greater

po,r cent of lecol contribtion. 1Towcror, roion 6 is the

-only region ,J11.1.ch will lose my actucl dollars in sta

aid undor the co:f2191nation effect. Under House Bill 990,

both re..7ions 5 snd 6 will loso state ai)I. L03303 in

state aid and/or losses in local contri.bution can result
.1!

in decrease's in expenditures per TWADA'q)upil as is shown

in Tablo 8. This table cc_n_to reflectnd azainst Table 94

to empla2,size 30MO o he i)roblems wilch wore discus e

earlier under the to:Ac of pc)rrr:issible variance.

The mc)st stin7_; f:ts to L9 r7athered from

Tables 3-and 13 tiat eyerl.thry.1: H. reijils 4 and 3 aro the

weal'Jblest rx-Td soctond woalthist r:

in te=3 of eTsq7lizod 71LDA
,

±4 thu e Late

t 7 Ila-ve the flfth

. per T'JLDA

9 1



-1vAlq.17,

REGIC'1AL VARIATTf7"1:',1 TN AVERAGE EXPENDITURE
11.1117., AS A RESULT

' JC

Region 1974

C E E.

6

.

1-

.

1._

,`.

ao

)W4-1975
*.uh 11.0',130

1-J111 9')0

1974-1975
Combination
Effect



Rogion 107

.,

VA?ifATION
A EESULT

Af,Th
,T16

r

T
C..̂ 1 /

3 C

5 3 .

6 S

_1
c

'-1975
' houL;t3

1974-1975
Colination
iffpct

1?-

*17,643

19,73,5 16,714

27Y1q5 ( 19,579

24,191 21,422

14,280

14,442

\



4.1.0 Analylis

Since many-pooplo today aro concontrated in rban

settings, a nothod which domonstrates differoncos by com-
e

.munity typo 'can be holpful. Table 10 demonstratos the
*

chanca Which OGOUVrad in avornF,o.e.Tpondilve por coricon-

tratod TWITA pupil.

TABLE 10

VARTATION3.JN AVLEAGE EXPENDITURE ER.
i LL A IIE:.`)ULT

ci.. I f,T1Ji ;.; 1-,TtLi11)

VA LUAT GN

Cortmtnity. )9711-1'115
Ty;,o

Central,. City

Inclopondont
City

Hich GrOwt4,k
Suburb.

Low Growth
autSt
tt

Thiral

:3'0*

4t)

82

1..1975 1974-1975 a974-1975.
With Houne Combination

i+.1-13c11:31 Bil1,990 Effect

A.

,225 .$1,217 $1,215

r

CI4- 1,042 1,039

.336 , 1,320

1,3214

989
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Thn central cituOmdipp6ndont city, and hi&

growth suburb all had littld orolo reduction in oxpondithre
)4,,..Y

per concontrated TWADA pupil a3 a result of the changes In
asseesed valuations. Ttli3 vould probably be because of

high tax.rates and/or low aasessed valuations, which

would FToro,Mto ra3dmum l'ep}aCerent under the:state grant-
/
Ain-aid formula.' io-weverip older suburban ap and rural

areas witL compnratively
&I:130350d V on and lower

tawton woulcl e:,:prionce a drop IA totttVetinds available
Ibecaunn tbny 1:111d Ket receive Lhe nroplacement

under the state :2-1t-in-aid thle 11 demon-

strates tbr) oquaif'ood aaL:oned valuation per concentrated

Table 21 shows that tto low growth suburbs have

the hizheet assesoad valuation nor TWiLDA pupil of any of
.

tho cor=nit7 ty-pen. HOWOW:r, the, informationen the

rurol cilstrIcts io incencluslve. It woulJ cortaLnly ap-
r

p6ar tha ta;: rt-ktc:3 ho the o7A;Ito for the in-

complflte replaeent.
31.13pcted since

rens 3 and IL, ihich ar(Ir/frily

low oxa.on(j.lturri pU51 ar.J

p71.611'?Y

9 5

per



TAME .11

VARTATIONS IN EQ.UALI:M ASSES31M VALUATION
. FE11 CONc.;ENTIiATI.:D TWADA PULL I, AS A RES'ULT

Ar.)JUS'it.I.NTS 111 EnL1a:D
iiSiLS:3..ED VAL I.TAT TON

. .Cormmnity 1974-1975 1971}-197t; 197/1.-1975 1974-19;Typo 4:Aso ',.,,,,-.Witnlo.,...: l'i 1 th ifuuse Co::tin'ati...,,': .. ''' PoI'Lonal 13111 990 Effect
-°!-C4V.. :i'- Pv,T.JrtP

. 4

Central. City p9,565 *1.5a374t,
Inclopendont .

2City 0,821 . 17,762'

Ilign Growth
Suburb

Low frirmtth
Suburb

Rural

431n,918,

20,933

-21,779 1.90663 21 , 993

22 , 081

21,056 18,494

22

22,339

;1.

$11,82 5

17,887

19,875

18,911

19,611

DintriCt3
State, re'7inn;,1,, arld ce:z:mity Ir.Ez.as.use's -do not full,

portray t prb.Thri :r.ich wfli rolult in ihdividual
distz'icts by -1,1') re of 1:.e preOrtj assossod
valuati : Tho m--7-,cri the 3chool.(111cts.will r6co1v6 La
1..tie increased S tato i-7rant-.in-al,1 Jiflt ot new money,-
b t i, iS iri3 tya,3 re.; :3A oe:nn t icQ,o Y. ..any

.
.'districts. in

m'.-.)ney 1.4111 be
. j.)sufficient te repla(;o al j. the

9
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How-
. ,44 / -t3 riot bo

T:*-1 o i.za I )3 what tho offocts of this
IJ jn :1-of local (OntplUv.t.ion, in. ton

3 Ir.,' tato.

(
12

1.-)j. 3 t j..

i; 7 01

)

. 1,2 V y

:LH ' '1Hr

A4 Ins tad Levy

Por
Cent

/-
(Y3,730 61.64

4,024 57.56

611.*,060 66.36

304 , D9 65.22

r) "r:c

9 7

Lj

70.73

. 77

c.'14
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2

;...t;r1Hratod

in 1974-1975,

or 90.6
.1.1 avallt.blo to tho

school IiStIMit, assonsod

valuati,Gn \;:.3 L1,c) ho nog

a3o3No(-1 , 7 o , or 61.64 -per

Cent of r to. ttio

Even thouhl L,H1 ;-:-.roatJot, pei2 contkof%

decrease in ion thoy did

not -
Table 13 3 ! t i n-

7.restcs,3 ;.

a t nOt nkuo1 of dollars .

had, the

ofs

n:lensed valuations

por concontra!-od en joyed' ioi ta ratos

and wi II not IA o tc) oocop ÜJ n-)f thoir 1el3o3 ith-

out rcferen(3.7.3 rates. Nonticello

'CorTmunity ,Unit pict crould onLy be 4blo to

generate a tptal thr)ir pvo2ont, tax rates

if tho p ors ,=.0:;(1)d ;;a3tu.:Lti on wore removed.

Contrast t'n

sp.icit on

preoont

t.; fin'.13 3 LU ;

their, ta!: L3o

98 ,

beinE;

Tr' the

t 1.1-!cron203

ti^:at havo
.,

t ion, in

( 1,2 to maho,
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TEN, TED 3CI1001,1) TT ICT IICII HAD THE(REAT:L;T ih:=VAL OF
I4'ii 0.1-11hT A;;;EI) \/".211,1JAT ()N

87

,Ba.Qe

Lovy
,Dollars

Ad juotod
Lovy

Dollar 9

Differéncq
Dollars

/

City of ClalcaG.o

Rockford Dist.. #205

Township H.S. #214

69.935
, )

22,069,649

7 25,332,065

*297,137,137

17,557,26
22,479,066

$87,762,096

4,512,353
2,852,999

J. S. 'Morton i'/201 10 IT13,22 8,064,554 2,648,708
WaiLegan Dis t. 7'!20 6,7U3,649 24, (105, 02.3

Peoria Dist. 050 13 , 592,25 11,.094,819 2,497,606
Niles Dist. #21 -c) 14,539,205 12,303,13 2,286,052"

Granito City it-9 7;353 4,6B4,003 2,213,350

'ya1iey:\iewl#365U 8,0 3,911 5,8504914 2,212,997
Proviso Dist. 1209 rt'1l,736,277 9,942,376 1,773,901

'67-coscer1n;:7 ttIe futiIre of their schools.

districts that 11111 ha-ie tLe larc,ost por

funds availa lb Tor orlucatim aro prc,sontod
\ . .

Nood1os to\ say, thu) 'c i(7ts witih

ft,

Tho f i v, ool

cone of loss of'

per cent or ic 33 1.1.ild laPsvo to '..a:a"r:o,ttlo

-

tax rates o rejco) tIle lost if:Or:1103/chanf;es in thOir
4 ;0. J V

in_ Table 14
4.

ho r;roiltost

9 9
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TA1QE 14

THE FIVE SCHOOL DISTRICTS WITH GREATEST
lll ChZiT LO OF TOTAL DOLLARS

FOR EDUCATION

Total Dollars Per Cent

ROckdalo Diat. #84 $ 22,929 61.32
Monticello #25 1 419,197 60.65

,liollis Dist. #328
124,519 59.92'.

Dist. #210 69,257 45.98
Mcku iat. /f270 25,960 44.30

If the districts with the largest per cent of loss were
also the districts with the groatost,dollar loss, then the
problem would be'more straightforward. The districts-
which'ha'd the, greatest actual dollar loss aro shown in
Table 15.

Th-oso districts with a 'Snail Tor cent of loss', re-
gardless of dollar value, can rediDup.thoir loss with 1111nor

.

chan7,es in their
. rates. How,.)vor, thoo with large

porCentages of loss nust colm3ier whGlosalo changes in
their tl..,crates,

Fortunately, there is.not a largo number orthoso
severely affectod scheqlt,,dislcritS, A L;pearman Rank Order

10 0



TABLE 15

THE FIVE SCHJOL DISTRICTS WITH
GRY.ATELIT ACTUAL DOLLAR LOSS

iN UHREPLACED FUNDS

69

Total Dollars Per Cent

City of Chicago
. $1,013,467 .21

Monticello #2L) .1,419,197 60.65

Tounship H.. #214 1,416,052 3.44
Loyden Dist. 11212 1,165,866 13.30

J. S. Morton #201 1,060,633 7.42

COrrelation was calculated to determdne how much rear

rangemont had occurred in the rankinq of school districts

in terns of equalized asso, ed valuation per TWADA pupil.

If there wan a low correlation between different rankings,

it would indicate there had been a largo Shift in the

)rankins of tIle districts.in terms of assaased valuation

por TilADA pupil indicating that the effect was videspread

in terns of ni-Imber of distrdcts.. Table lb shows tha

results of those calculations. The ienerally high

correlations indicato that the relative standinL; of_ _ . _ _ _

school .districts Is not.greatly affected even thouth

101 A-,
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ttio ab.loj.uLo ofi.o;.:LJ on

`

TABLE 16

317AWIAN RA14K ORDR COPLELATION FOR
El;ALIal) ALED VALUATION

YER TWADA PUPIL

District \

Typea
1974-1975
Without

\ Personal
ji3r.:iporty

1974-197 IW4-1975
Witft Houso Cohihina-
Bill 990 tion

Unit
, 1974-1975High School .9295
With.HouseElementary. .9688 Bill 990

Unit , .9600 .9757
1974-197Hiih School ' .9459 . .9809
Combina-Elementaiy .9793 .99151 tion.

/

Unit

High School

Elementary

.9819

.9828

.9925

.9549

.9403

.9775

.9433.

.9254

.9728

1974-1975
edse

N = 442.
aUnit N = 419, High Sdhool N = 127, Elementary

All correlati'ons arc?, sii:nificunt at the .001,level.

10 2
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CHAPTER IV )

COST ESTIMATES FOR,REPLACEMENT REVENUE.
TO-UNITS OF LOCAL'OOVERNMENT

'AND SCHOOL DISTRICTS

Purpose 14 of this studip,itated 11n Chapter I, was:

.4. 14 'Estimate the amount of fund which the consti-
'-tution says must be replaced to all uni s of local govern-

,

lent and achool districts an January 1, 1979, by the state,

as a result of7ths proposed abolitian;,

, An earlier study had reported the amount of revenue

.needed to replace the revenue loSt to units of local

govelsOkent mad school districts at approximately 555 mil-

dollars.1 iHowever, the projections made during the,1

.eoursa of this 'atudyp1açed the figure around 680 million
.dallars. Since'these projections ate substantially highsr.
'than the projections reported earlier,- an explanation of

ths assumPtians made and the method of analysis used is
1/4

necessary to support these new, highkr projections.

Plate to 1970, personal property assessed vala-.
.)tion, as listed on the tax books, Included inOViduals

4

Carlton IF. Mortn mad 8thers,-Replacement Revenueces Ohicago: Illinois State Chamber of Commerce,

91
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(ithe;' 1)0.1`
14)V.Iff '1.H1 . ''PLUn `,./70 to 073 30/210.

1.0 %J.i..0',; hi, if:1i I.:V.1,

7;

boa: k

Po1Jonal
t 11(3 while other

Jru. 1,o i t ifl L he t nc; the final
OZYUtC. 1,1.`t I h-) lejyalr,,y of removing
porno: prf. I5it

t.;.Lo

.;tat,03
that 3:.( 111`613, propo rty could

. ,be 0..:10..r.;.ted C.7,' ,,i t,!t:.:ttir.'n. 'i", .,
4:".) , p,_:-.41. proporty

:-.)
.which 14,03 I1;d (.;-, 4.,ho tiLx 1,:ut,A,1 in y:::ai'Ll subsequent to

1E)72 uouI1 1-o Unit. rty 1,ih.1 oh, if removed',
from the ta:-. ;iQl;(-1 to be lost to units
of le;:al 1. ;Yr(' ihool dl:jtl'iCst3', thereby meeting
the roc-juin:sr:el-Its of o IX, :3()Ct101? 5 (a), of the I111-
1101.3 oonttati.cn cf 1970. linco maip on-the
basis 0. two yon.Ps ol (at...F1. 11:17r) a i.ater ponsiebility for
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the rate that-was exhibited rram 1946-1974. Second, it was

assumed-that.the ratio of personal propepty equalized

,assessed valdation-to real estate equali7,edass))110d

atlon in 1973-and1974. w typl- Cal Of the2:ratios thilt

would,be ex-Jri,..aced in years 1975,-1979.
.

'

kna1y6is.of.the Data

The regression analysis was used'as thestatistical.
(

Method for analysis of the data.. The'ass p ion of tqlis:

approach is that the undorlying'relationships among the

15variables are linear and additive. When the data were

graphed, it was clear that.a simtle linear relationship

.did not exiot as One mightexpect if the growth rate Was

constant. Therefore the equation,

Ot = I (3. + g)t

.where I is the oUtput of the beginning year, g 13 the

unknown growth rate, and A is the output for year;t;

could not be utilized until it was transformed to:

loglo = loglb flegio (1

which may bo mora easily recognized as a

equation when written as:

15Jae2-On Kim and Frank J. Kohout, "Special Xopics
in General Linear No1e1s,".Sta_tintical'Fackae for the

_Social Sciences (NeJ k, il.I-.:- 1-i-craw-ill, 1975),
y. 369.

109
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viheFe Y = loglo Otf A:= logn 2, and g = [log10 (1 .4.g)].16

Data for the total real estate equalized assessed

valuation waS transformed tiith timo being the independent

variable. Total real estate equalized assessed vaIuatfon

was the sum of-the total equalized-assessed valuation for

lots-and the total equalizea assesSed valuation, for, lands

for'thelyears 2.946-1973. The resulting curve was plotted

and both multiple R.atid R-square were computed. Since the

growth3ate g is computed from the following relationship

with the regression coef icient B:

B = logio (1 -;"- g),

then

Antilog B = ± + g

and

g.= (Anti leg B) - 1.

The projections of the total taxes levied at the

local level, the total educational taxes levied at

local level, and the alternative projection of the to al

educational taxes levied at tlie local level (made to deter-

'mine the effects of the new state aid foiTolla on the 1979

16 'Ibid., p. 370.

110
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projection) were accomplished in the same manner ab the

total real estate equalized assessed vaition projec-

tions.

Estimation of the'prOjected personal prOperty
.1

iqualized assessed valuation was accomplished in a some-What

different mamnei.. The ratio of tne total personal property

.equalized, assessed valuation to the total'real estate

equalized assessed valuation was computed for-1973 and

1974 Th'ese ratios, .1633 and .1611 respectively,yore

'Multiplied la each of the projected-total real eatate

equalized aisessed valuations for the time period 1975-

1979. These tWo vafues were averaged to arrive at one

99

estimate for each year.

The estimates of the educational taxes levied at

the local level and the alternative educational'taxes

-levied at the lbcal level whiCh would be lost were calcu-

lated ths Projected respective tax by .1366

and .1349.- These were the percentages of the cr;sessed

valuatiaa of pcirsonal property of the total assessed

:Valuation of all-property.in thesstate Zf'IllinoiS in

1973 and 1974 resActively.* If this assessed valuation

percentage would su denly demonstrate a wide variation

from the 1973 an 1974 Percentages, the/I-the estimates

would vary k,(Lpcord tgly.

111
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/

Results
'.

....... k,., .., .d.

Calculatidn-of thy, previously described projections.

: and estimatea gave'results as shown in Table- 17.

TABLE 17.

-,PROXECTEp REAL ESTATE EVALIma
ASSESSED'VALVATIONSa

4. Ye ar Dollars

1975 $43,900,0oos000
1976 45,500,000,000
1977

47,200.,060,000.

1978 49,000,0o0 ,000

1979 50,800,000,000

= 4.162, B = .016 n = 29, R2 N .900, g .038.

The projections in TabIe'17 were then-multiplied

by .1633 and .1611,':tha ratio of the total personal prop-

erty equalized assessed valuation to the total real

estate equalized assessed valuation for 1973 and 1 974,

respectively. The resulting two values were 'averaged

to arrive at one'estimate

'fable 18.

r eaph year, as shown.in.
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TAlkE 18

ESTIMATED -TOT 'PERSONAL PROPERTY
EQUALIZED ASS SSED VALUATION '

4.°

Year rc

101

Dollare

. 1975

1976

1977

1978

1979

47,100,060,000

7)400700mo

717fe,00moo

7,9go,000,0m

8,200,000,000

The projeciion of"total.taxel levied locally Agas

accomplished through regression analysis of a logarith-

mic transformation of _formula (1). These projections are

given in Table 19.

To estimatia :the total.tax monies lost, the pro-

jections in Table lq wore thson multiplied by .166'and

.1349. Of the total assessed valuation of '44ProPorty

in the state of Il.linois in'i973 and 1974 respectively,:

these were the percentages of the assessed valuation of

personal.property. The resUlting two values were,
4

averaged to arrive at one estimate for each year. T46se

113
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. TABLE 19

PROJECTED TOTAL-TAXES LEVIED40CALLYa

102

Year Dollaral
J

1974 $3 A60,000,000

1975 3,720,000,000

1976 4,010,000,000
1977 )-4.\;40,060,000

19718 4,65o,0oo,mo

1979 5,000,000,000

,

1

aA a
= .611, 32 n = 28, R2 = 9964, g = .076.

results are given in T ble 20.

t

The projection of total educational taxes levied

cally was accomplished through a regression. analysis

.a 19garithmic transfôrmation of formUla (1). These

projections are , Talo 21,

To estimate theeclud'ational mOnios lost, the pro-.

jecticns in Table 21 wore then multiplied by .1366-and

.1349, and averaged, as wds previously described. The

results ai'e shown 'in Table 22.'

114
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0 TAKE 20
as.

ESTIMATED TOTAL TAX MONIES LOST

103

p

Year Dollars

19714.

1975.-

1976

1977;

1978_

1979

0

a,

N70,000-,400

S10,000,000

540,0.00,000

590,000,0000,

630,000,000

680.,000 000

_.--%tAl3LE 21

PROJECTED TOTAL EDUIATIONAL TAKES
LEWEED LOCALLYa

z

Year Dollars
4

19

1976

1977

- 1978

1979

*2,1170 000,000

2,690,000,000

2,930,000,000

3,190;000,000

3,450,000,000

= 5.283, 13 = .037, n = 24, Tt2414

115
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TIA.p2n

ESTIMATED EDUCATIONAL, MONIES LOA

Year Dollars
(=1 :1.

1975 $340,0,00,000

1976 ,370,000,090

1977 _100,000,000

1978 430,000,000

1979
. 470,000,00o

14 ordcr to determine die effect of tho now stato

aid formula on the'l97g projections, alternative projec-
,

tions were made using an n = 6. The data used were from

1968 to,1973 because the state had provided a higher level

of support to local school districtp than they had in the

earlier twenty-two years. This would amplify the effect

f the increasod state contribution and decreased local
lr.

contr bution which should have resulted in a lower

rate of tax increase. The roSialts aro shown in Table 23.

0

To determin educational monies lost based
N.,_.

t, %)s<
,

on the effect of, the new stato aid formula; these projee-1

.tions were thon multipliod by-4.1,366 and1349
and,



=I

4..

TABLE 2

ApERN4TIVE PROJECTED TOTAL EDUCCIONAL1.
TAXES LEVIED LOCALLYa.

105

4,
i Year Dollars

- 1975 $2,21010do,ot0

1976. 2,390,o(ips4o0

) 1977 2.,550,00010,00
,

,2,72o;000,000

4'1979 .2,9o0,m6;m0
9

a "A = 5;510, B = . 2 n = 1/2= .4773, g = .067.

averaged, as was previously described. This alternative

estiltate of 4he educational monies lost Is reported in

Table 24.

Summary

Based upon the preceding estimates and projec-

tichs, it appears that the, logislatUre will have to rer.

place apprOximatoly 45680,-000,00d of loat revenue to .1116

of loc2a1 governmnt and.,school districts on January 1,

1979. 'If the stato continuos to-ISrovide 49 per cent of

the funding tO'local school districts, it would appear

that the state would havo to\-providö :3390,-000,0001t9 school
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TABLE 24

ALTERNATIVE ESTIMAtE 'OF EDUCATIONAL '

4/1 )

MONIES LOST

,7

Dollars

1975

1976

A

r-i

00,006,000

4132op000soo2-:

35opow,dop

370,000,000.

390.000;000.

4

districts on. January 1, 1979. However, if t
y

of state contribution returns ta a level mo

percentage

e clOely ap-

proximating that which occu;red In the majority of ths

timedleriod 1946-1973, then the state may have to replafe

$4711000,00.

(

JI

4
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r. CHAPTER

,ALTERNATIVE TAX
REPLACEHENT

V \
OURCES)FOR
EVNt

roj

Accepting the argument proposed in Chapte; that

the legislature has definite 11?quittNonscimpose4\Upon its'
)-

power/to determine thed.kethod of taXittion that will_be'used

io replace ths revenue losAunder,section 5'ic) should it

p cboose to t4cspt the mandate to abclish 'the ad valorem

personal.property tax,. the need for answers to the fol-
-

s lowing questions becomes apparent. What limitations does

Ithe.legisletture have imposed upon its powers? What alter-

Omative tax sourcks are avallable? What would be the effect

of these alternative taxes on the compeiitive advantage of

Illinois businesses?

Constitutional Limitations

Careful reading of section 5 (c) indicates that

four strict limitationsNre placed upon the legislature.

first donstitutional limitation on the powerlof the

slature is that the legislature has an immediate ani

tinuing responsibility to'r lace all revenue.lost by

to of 1oca,1 governrn4t and school districtS. There is,

however, no siatpment as to how.this must be accomPlished.

01
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Also, the're is no indicat on if this means that the reventedap

lost hadto be returned to the.taxing body that lost it.

The se'dond constitutional limitation on the power

of the legislature is that thc replacement tax impOsed nust

be statewide in nature. However, thero is no clear state-
,

moht as to whether the tax is to be levied, calletted, and

distributed by the state, ol" whether the legislature may,

delegate eis-authority to the units of local governmnnt.
-

Also, there is no mention:of aeunifoHn raA.. It could be

assumed timot)if the legiature.chorse to delegate this'

lauthority the rate Could 4fer botweei units of docal

government as long q\the tax s extende rOsufficient

to replace the,,moni,ogiost :1'1*m the abolition of the ad

valorem personal propeitY tax..

The third constitutional limitation is-thatthe

replacement taxes may not be ad Valorem taxes-on real

estate. Note that this does not prohiblX all real estate

t82403 simply ad valorem taxes on req. estate.
a-

The last conStitutional limitatiOn 4s ae tax
ft

mus.t'apply to those classes relieved of the burden of

paying}thditax. Nowever,,sine the on'ly classes which

would bo exempt aro ihriivik, as provjously defined.in
7 -

Chapter II., who have nct been taxed -l'eor the Illinois

ConStitution of 1970, the popu1atioi to be taxed remains

vixtually the sime. Ink



The lim tation3 aro quite succinct. The tax. ma
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not be imposed 41pon .11-iyono liLut th-D_s,a,classes rplievpd, it
may not be ad valorem roal estate, it must be statewide

in nature,.and it must Oa sufficiorq in size
.

torepip:pe all
revenue lest bY. units of local government and school diS-L

tricts. -Since thet3o limitations are not cXtremelY'dmlim-
itin'g, Tgrther criteria must be dev6loped to determine the-

suitability of the alernative'tax.

,Philosophital Criterion
4

\N
\,Classical and modern literature on taxatioft.p4k.o-

vides additional criteria for,determining the desirablItty
of a taic. These criteria should be viewed as goals of. a

tax and not as requirements for the survival of tho tax.

The first critea4cn is adequacy of the tax. 1 Tro-
jections in Challfr IV forecast that a replacement tax must

be able to generate approximately $510,000,.000 in 1975 and

$680,000,000 in 1979 for replacement revenue. Since this
is a continuint obligation, tha t.ax should havo a long-term

avprage aiinual growth poterVal iri the neivilborhood of

7.5 per cent per year, as was calculatod on page 102.

1
Stephen P. Weston, Principles of Jus

tian.(New York: ;',11L;' Pros:3, p 46.
so'

in Taka-
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Equity, as defined in Chapter I, is the eqUal

treatment of equals. 2 Or as John Stuart Mills expressed

'it:

Equality of taxation ,therefore', as a maxim
of,p4o1itics, means equality ofQacrifico. It..

,moana apportIcning tho contribution of -each pv-
Jon ypwards tne:Openses of govornment, so thlt
he shall_jeel neither more nor less inconve7
niencofrpAhis share of the paymaqt than any:
otheri)OrsOTi,experiences from a

01, as Adam 'smith stated:

. . . The subjects of every state Ouirht to Con-'
tribute towards the support,o the governmepti,),
as nearly as Possible, in pr rtion to theAr
rospective abilities; that n proportion. to
the rovon.up they enjoy unde protection of'
the.'state.4

These admonitions could be intefpreted to mean thatjalay,

tax which is imposed should treat all members Of each class

of.taxpayers equally, but it does not neod to treat all

classes equally.

Taxes which are not progressive in their rate

structure ,may tend to be regresaive, but lre not

`James M. Bucbkanan, PUblic Finance in Domocratic
Process (Chapel Hill: Tho UnivaLity of Nort:h Carolina
Tress, 1967), p. 294.

3 John Stuart Mills, Principlefl of Political
Econom/' With'Sc,mo of ThOir A7:1,ii-caLiGn to Z-O-Jaal 13-Eilos-
onhios (Lonion: .Lonann, Groon, 4:1(1 CO., 1J(.)-T, P. 392.

4
Adam Smith, An Inauira Into the liatur,7) and Causes

of the il Ui f Nati-6-n's TLon(lon: T. i;o130n and L;ons,
-1764p, p.

122



necessarily so. Flat rate taxes on consumption tend to be

regressive; ". . . the most regressive elements are the

property tkax, general sales tax,And the seleCtive

excises."5 However, flat rate income taxes need nop be

considered.regressiye; ". . a broad-based flats rate tax

can pack both a heavy revenue punch and provide a substan-

tial degree of progression wen combined with personal0

exemptio- "6

Impact taxation an' incidence of' taxation hare

two criteria which should be discussed together. The

impact (who is originally taxed) of taxation and,the

incidence (who finally bears the burden of the tax) of

taxation are no.t neceasarily the same. If the constitu-

tional limitation to tax solely those classes relieved of

the burden of the tax is actually to be accomplished, then

it is assumed that the tax which is to be used as a re-

placement will.be one which is shifted in the same manner

jand the same direction as was the peraonal property tax.

451kdviSory Commiaaion on Intergovernmental Rela-tions, State-Local Re-venue Systems and Educational
Finanbe(-a,shington, D.C.: Govurnmont Printing-Urfice,
1972), pp. 2-17.

6
Advisory Commission on Intergovernmental Rola-tions, S.tate-Local Finances and Su^,--ostod Loc;islation,Report no. M---57--Pasnzton, D.C.: Govornmont PrintingOffico, 1971), p. 1.

AMC
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Elasticity is ". . . the ratio of the percentage

increase in teuyollec'tions at a constant tax rate to the.

.percentage increas i .gross national product. . .
"

However, it is not) to infer that i is"beneficial to

have high elabticity rather than low alas city. -,-The above

definitionworks in botliOirections. times of economic

recession, tax revenue, collected,declines as-gross national

product declines. This lesson was learned in Illinois in

,1975 when the governor wat unable to fund the state ex-

pendituyes at the proposed budget levels dug to less than

'projected state revenue brousht On byte recession. Mi.-.

nois depends heavily upon the income and the. general

sales tax for state revenues. Since the personal inc,eme

tax is k 47ery elaatic tax, as is the corporate income

(but not the general sales tax),, it is evident why a
-

decline in gross nat'ional product Was felt y quickly in
,k, .the Illinois revenue collectrons..8 It is-preferableAo 4

,-% r
have a tax which has some elasticity so that the ing

body is not severely affected by inflation, but not too

jdu ch elaaticity, because the recessions can be just as

evastating.' An elasticity of approximately one'is

7AdVisor- ssion, Educational Finance', pp. 2-
, 37.

81.
bid., pp. 2-42.
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Tilis causes a chan:o in gross national prod-

:uct to bring ab,put a prol)ortional chnne in revenue.

A tax nvist ba administrativoly feasible. If the.

tax cannot bo administered because.the information needed

to assess the tax Is not roadilletavailar,lo (as was the G'

case of intanlblejo:rsonal property) or if the cost of

administration and onforcement is-so high as to make the

tax uneconomical to collect (as was the case of taxing

1 tangible prsonal pkop6rty of individual residents in

Illinois), 1;hen the tax is not administratively feasible.

Ideally, a tax should bo levied on a base which cannot be

oasily tranopoptorl bidijen, arid sh'ould have high enough

valuation po:n ,_zn.j.t to naho the returns for collection

Nher than the cost of collection without the tax being

confiscatory. This is not to be construed to mean that
,

income cannot be ta.:;0a. 3ince tho institution of tkie

federal income fferAlation concerning gross, adjusted

gross, and not; !ncor713 bocwy::: available to state

go-Ornmnts.

.

'sho:fid hot have a

neF,ative offo4 nn If ta-iTayors fool the tax

rate has he(:0:T.a s) as to me them unable to compete

with ol:Lt- stat as a ottllot' leave

9T
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the state or cease production, then this r&luces the tax

ee--hence tho rovonua7-and becomes dysfunctional. TherW0- .

fore,"e tax diffbrential between states becomes signifi-

cant.

In considering the total tax bill dif oren-
tial, little attention is paid to the to of tax.
Businessmen 300M to fool that if a parti lar
jurisdiction lacks a given type of taxfor exam-
ple a State corporate income tax--it Will.have
other taxes wIlose burden will be sufficient to
make up for the aboence of a particular levy. 10

This does not moan tnat rates of indihidual taxes which are

components of tho total tax load cannott higher than in

neighboring states. It only moans that the burden of the,

coMbined taxes on business firms must be comparable to that

of neighboring states.

The replacement tax would be characterized as one

which generated appro:ximtoly $68o,000,000 on January 1,

1979 andwhad the elaoticity eb produce approximatelY 7.51

-per cent of now revenue tthnually. Further, it woulttax

only those clasSes relieved of the tax on personal proper-
_

ty, would hifted to the same degree and in:the same

direction as the,personal prop,prty tax, would beresponsive

to the moods of the econpmy, wl1 be easily and econom-

ically administered,, and would not be an ad valorem tax. on

10
Advisory C=flission on Interr;overnnental del4-

tions, Stato-Locn1 Taxatn :711(1 Indstrial Loation, Re-port No. D:C.:
Office, 1c)67), p.

123
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real estate. Finally, it must be statewide in nature and

not likely to change the competitive advantage of any

classes upon whichlit was imposed. What taxes in presCint

113 could be expanded, or what new-taxes imposed which

would fulfill, ttlese requirements?

/IPresent Taxes

Of the sixteen major taxes which were levied

'collected by the Illinois_Dapartment of:Rdvenue in 1974,

only one tax,the corporate incorn tax, appeared to meet
A

the previously outlined'characteristic This tax could

be imposed solely upon one of the classes relieved-7the

corporafions. However, there would still be classes which

would not be taxd, even though they were relieved. These

Would be the partnerships, limited partnerships, profes-

sional alsociations, and professional serviCe corporations

The taxing of these Classes will be considered later.

''",) The corporate income tax generated $249,357,000

or.6.98 por coht Of the total state collected revenue in

1973, m41;277,144,000 or 6.96 per cent of the total state

revenue collected in 1974 in Min:loin:11 The Illinois

corporate income tax'is levied at a flat rate of 4 per cent

S,tate of.Illineis, Department of lic-ieLe,
cf-P,ov9nue Collecta.and Rbmitted, :iolTicandum,
and,June 1974. (T.yp6.written.)

11

"Schedule
.June 191.3
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and generates apProximately'62,000,060 (1973) for each

por cont of tax. If legislation woro'adopt d that would

shift tho entiro burden of replacement for all ulta of

local govoinmont and schbol districts to th orporate

income taxthis would result in that tax having a rate of

approximately 11 por cont (computed using 1973 data, the

last yoar for which comploto data woro availablo). It

'would bo possible to gone ato tho tott dollars of.revenuo

noodod, but only at a vo y high tam rato. rurthor, there N_

annual rate of now revonue to bo considored. 1111-

noir; corporate Income tax collections have groun.at an

avorago rate of approximatcay 13.25 por cOnt por yoar for

tho time period 1973-1.975. This mans that the tax at 11

por cont would be an adoquato sourco of now rovehuo to ful-

fiY1 tho proviously listod-roquiromonts.

Tho eorporato inconn tax moots tho requirements

that it bo statowide; also that it not be an ad valoreM

real ostato tax. Be5n3 a state loviod and collected tax is

an advantage in the amount of the tax yield. "As3tate
I\

oncomPassos population and oconomic activity within an area,

largo enougfa to o7)1;a5n economies-of neale,'in tax adminis-

tr4ttien>"12 Since the to:: 53 presently boin7, collected,
_

ono dceS,not -have to cOnsidor. hirThor eolation coots or

32
-Advisory Commissiän, 'Educational D'inanco, pp. 3-6.

12 3
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the development of a now division of the state revenue sys-

tem. Tho state would simply process more dollars through

, the saro channels. Therefore, 'administrative feasibility

is not a serious.concorn.

Unfortunately, the corporate income tax does not

have a high degree of equity:

. . if the tax falls on-the, equity shareholders
of the corporation, the individual bearing the
tax may Lo in a nill-LA.col:lo or low-incoMe group._
There 1s no necc;sso,ry connection between the
amount of common stock owned and the place in the
income scalp, Lt ail individuals are subjected
to the ser1.3 rate of tax in this part of the fiscal
-systen.13

Tho impact of the tax-, as was previously noted,

would be on those classes relieved of the burden of paying'

1

the tax on corporate personal property. The Incidence of"

the tax, however, is a little More difficult to dlpermina.

There is some disagreenont as to who pays tho corporate

income tax. So:r:e of the,, tax is probably shifted forwalq

and. backward. 14 and 3C):7.0 of it is taken 'from returns to

capital. However, the major s;,re is probably,a'charge

against capital and manac

'}

13jame3 M. Buchanan and Marilyn H. Flowers, The
Public Fir,ances. An IntroddcAoLi Tetbook (Homewood, Ill.:

inc., iTrA,

L4Advicory Cc-=12.sicn, Educational Finance, pp. 2-17.

15Talc Inctituto of America, 'P-roeeerlin-,s o?"6' yrTmO3iU1,
November O. I:oath Go.,

P. 42.
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A corporate income tax is fairly elastic when
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i
viewed in relation to other,taxes. Harris, detzer, and the

.,/
Planning'Division of Ariiona all reporteq-olasticities of

approximately.onefor tho oorptrate income tax.16. /Peck

reported an elasticity somewh&t tiiØex than this.1'

,Effect,'on 'competition 4n ot be as easily asses ed
1

as 4:11 some of tho'btheOffectI.

industry is concerned with the Iax differential and not

component 'taxes, then tha.change will bo negligible when

If one 'accepts that

Industry is- viewed aS a whole. Flowevor, there may be mom()

_() changeTA.n:tho "mix" of types o.4,0su.kness which-are found

within.the state.
f

High-O.ty proper 'tax ra,tes on inventokes
encouraga erection dTwaroouso s outside th'e city
not only by manufacturers bu4,alpo by merchan-
disers, such as supermarke rators. Even
minor differences in. ta pIoc.ure may be used to
advantage by busines.1°

-Industries which aro character z d by large inventories and
$v-

.:11Jth
low profits-would be attrgNTed to e state. However,

industries Zichl are characterized by small inventories and

high profits could find themselves ift a relatively less

competitive position than-they had been previously.

2 73 9 .
l6Advisory Commission, Educational Finance, pp

17Ibid., pp. 2-40.

ln
-Advisory Commission, Industrial Location, p. 61.
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The corporate incomo t'ax would'provide a viable

alternative tax source for the r2placement of tho lost

revenue. However, to roplaco all the revenue in this man-
*.

mix might present rates which would cuse many firms to

migrate to other stato's. Thorofore, theo-Crporate income

ty offers only a partial solution in tho search tor an

aAornative tax.

Now Taxes

Bince all cla3ne2 vhich were relieved of paying the

personal property tax would not bo providing replacement

reVenue. through the corporate income tax,,somo other new

tax(os) must b''rT e-lound whiCh would tax those classes re-

l4evod which were not corporations.
;

One obvious answer
-

would be to-pl'esont lep.j_sation which would require that

partnorsh'i.ps, United partnorsnips, and professional

associations be-ota.xed in the samo nannor and at the same.

rate as corporations, instead of allow\v the_partnership

to file an infcrationl rotarn arld taxinE the mombers at

.the individual income tc.x rate.. This ono chanco could

genorate substantial amou-.-its of now Pevenue. .Tho dollar

, value of revenue Which '.4ould to [enerE0;ed by a 4 .per cent
.

net income tax on pnrtnr3'-li- in 1()73 was estimated to be

101
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arRund 44.5 million dollqrs. 19
Ads *ould moan that a taX". e

on riartnorshi would gonorate about 11 million dollars for

leach per contJf tax.

'The tax on partnerships satisfies the constitution-
/

al lijTtations that the tax must be on those classi0 re-
,--

lieved of the burdon of paying tho.tax, not be an ad

valorem tam on real estate, and mist be statewide in,nature.. .

It will be subject to the costs of litigation and the costs
,

ell
of evoloping an administrative structure,to oversee the

%
c oction of the tax. Substantial appunts of monies could

( ',.._./

be savod if tho tax could be administkr2d in a manner

parallel to,llo corporate income tax. _

T o 1-iifting,'elasticity, and regressive character-

istics of he tax on partnerships wbuld bo more similar to

those of the corporation if the tax was imBosed in a mannez

parallel to the Irporate income tax. 'However, if the tax

1.0 imposed in a manner which is parallel to the individual

income tax, thon the effects would be more similar to those:

of the individual income tax. z

The discussion in'the section on,tho corporate in-

COMB tax reviewed the arguments portaining to industry

19Carlton P. Mori and others, 'Replacorrlont Revenue
Sources (Chicago: Illino 3 L;tato Cnambor of Co:ri:tiorce,.
1973), P. 33. .
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io.cation rct t.Rx 01,t1oty t.(,) remain conni3tent in

the argument ttit"hout, th.) assuAption will be/made that
1

,

a roplacemdlrft tex will: not'havo any-offect oh the total
. .

business cor:nunityfn docision Tor location, since there is

t
way to assess thts ia advance.

. ;

The inceme taa on p:Irtnerships, as a,bu4ons

deoma to be imperative ::iven the constitutional limitation ,

on replacement reronuo. This ax,would generate substan-

tial amounts of new revenue even thoug,,h there would-be

start-up wid litiation costs. The method of shifting,

rogressivity, Tk.11(14-e7leunt of el_sticity would depend largely

upon the manner idn which the tax is imposed.

Another iessi8-1e source of new revenue would be

the.value-added ta.x... Thin tax ha'; been used-successfully

in the Common :,!ri:ot ce,mtries. In 195, the Michigan

legfolattire J-:-)1c,:nentec..1 the Michii7an business activities

4.

tax, the f1rs t impLoented in the United States using

the value-added crmr-,opt. It served an a tax i Michigan

unttl 147 uhen Lhe loL:inle repealed the tax to

lamplement a cc,- lehe:
41(

and c or pora to income

tax structnre.:- .1:o,:A; ii,Js3 of th.e tip° of tn_x, cross,

L

20
Ail v Thr

tions, 1.'"3.1 L:0

Federal lie
GO VO

os on Interove:.r.ont:I1 Hela -
L V 1 I 5 f'

1'7(.3), 5.
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t !1:) `ri,;); I ,1 ; ,J11 ;; w inco:no-
N

Tpo ( c t.ii I tr.) U t ..1 a I '1 t

) llIfl1 v 13'1!Ilt ey:pondituro

allow )(1 tho r,ont)ra.tIn,7,

i k)f.' tho :.1.1):It

a uict V iio-ai1Io1 tax in
Iliinoi 3 ()holy. for tho joar '1971, with

4,-, op v73 .2
4.

or n 7r-T ,-)1y ;).? I or

t'or tho
1:4

17,?;:oratod 2l , (;)(A,Q00

t1 n:-1011.nt of re vonuo

firrio ye a r . Tho3o

tho fol. 1 owi rannor:

Tho 1::111--;1,..".1,-(1 by 7-..-..:1-rct:Ho d,-;ta for corporate
"

end partno-,2..sl) throuzhout the
Unitod 'itato3, from tho 1137 `--ei;n3113 oi?-"Iranufac turing wore

ou=cd anri-divi,lod by th, val).10-acIlod by 17ilmfacturo fOr
1,

all on tal.).1-inf-.77-.)nt. :1 TH) rc,miltinr; 97.39 por cont was

as:7,127-.T,'1 to 1-o 13:r3 :-.) ft7lo -,--,--..:- 0, on-e, of cc,rporato and partno-
31-lip f 7).73 of :73,71 ona4.--.1.on to all ootabli3hmont3

.0, found :n Tl),!no.; '3 . T:19rn i'r)-f-) , thl 3 ;cr ront was rti.1ti-
plit.)J 1)y. -!Jho --.-H'.o- ',-;'1 :'n :7-.7-., f-,..e.t,!r.'.:-;:-7, l'..1,t1. foun.1 in tho

1.27,3

(

rryi, r1i,-,3 Data

31-J.3 , Dop-Irtm--?nt r)f , Duronu of' tho
, )`," , 1, and `,7,11b-
t ; , T.T.L; . -

13
1
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Bool( to rocoiyo voWlo a,kititi by corporations and part-_ _

no rahi ps
Li

Tho a a :rin otx t.,1!.;1 -14 a u:lo d with t ho 1.9L

Edition, IllInoin ,t.:1 Economi,c3 Data.c-)
_

Tho rovonn,.) 1,01ion coulcl hayo boon rbiloratod in 1969 with

a 1 per cont -rate would havo b7on *220,5:20,000. Thorofore,

it appoars that,a gross pri)duct valuo-added to.x would

gonorate aroOnd :4;220,000,000'for oach por cont of rato in

mo3t yoar3. ',.;daco an inco:%o-typo or consumption-value-

added tax would have deductiens for capital oxpenditures,

the revonuo iz,onoratod by either of.them would be somowhat

14s.

pro valuo-addod tax "satisfiod the limitations that

it must be statowddo, that it cannot bo an ad valQrom real

estate tax, and that it must be imposed upon tho same

persons.who benoTitod fron olimina'tion of the porsonal

proporty tax! It vill,'howovor, be subject to the costs

of-doveloping an aInistrativo structuro to assess,

colloct, and 'Lis't-fbuto rovono. Also, the tax

Dc-flart7.cnt of Busins and Econonic
Develop7.;nt, Valuo
Addod---.05:2,/ 2 ],/J7, ," _
no-;1 tl (t't /

n.d.)
p. 17.

Do7-)L11.4.:.-nt cf BusinsG and Ecopomic
Devolo ''r a and :cr.-1-onal
Econoicn of nusinoss
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will bo cn, that could,

rosul t Ut I tittt. i
The va.1.71e-a,.1110:1 1.)r) :11111:ttod forward rather

easily i ttio ul t tax 19 added into

the male price Of the 110',;OVer, Lii J 19 an advantage

Over thil

of mnnuf

qi9 titx u i.VO t 10 tax 13 Co 1 loc tod ,Rt all levels

tnro and di:;tributi and. not j U3 t at the con-

Th;:i rocolve its share

of the tr..x rok.7ardlfA33--of tho fina,1 d,J3tination of the

goods. Further, m i:"'ice t1,0 t. c OuLd bo imposod only on

the specilic C199:393 ro1. qf ttre personal

proporty taX1- it t aX only tho3e 7133303 relieved.

Since there 1:1113 not boon too much exporience with

the val....te-adlod tax' in tno Unitcd Z>tates, its 'olasticitk
in relation to ollor t1033 not Well doouelitod. The

Michigan B113in.393 Activ'iO3 Tax
.

roportod to:

. . t chano in the
BAT cblioctir,.:1.3 t o ci Aror,o3 in iichigan
poraonal tt'...e tax was
r:ore th7-;:n i. . ii ; t
ocono-.7-.to :-Anolucor_Van

77),D:r I : . .o ç A737: 7,1 -77,I .:,nto the

taro. _,:n t o J hc. , th.-) 1.033
1-'03:'1):1372: 'JO uc: t. i".r.i.ty (that
13, :3 ¶kt.7) r7.),;; 1":`,91*.--,:+1,i not in-
c.: Q

i V a '; -.\ (3:1 Tax, p. 3 .

c'-)L:c1p)rt , :e..!7;3 Activities--".". .Tax,(7,a3t , 197277
p.
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This narrative does not allow for a clear"definition of the

elasticity; but it would allow for an approximation of the

elasticity at a little above one. 'That means.without any

change in the tax rate, revenue would increase oridecrease

slightly faste than corresponding changes in ehe economy.
4

The regressive characteristiàs of the value-added

tax are dependent upon the type of value-added tax used.

The consumption variant, Which seems tO be the most

popular because of the treatment given capital expendi-
-

tures'and the eabe of adnuiistration when eopeareeto the

income-type, is somewhat re redsive. One method of re-,
,

dlicing the characteristic. trard regressivity is to allow

a tax credit on the income tax for those items of 4

,

. *,

r3r,:sity, such as medicine or groceries...Another method

is to simply allow the exemption of those necessa4 items:.

from the value-added tax. However, attempts to decrease

the base will result in decreased neutrality and coM

administration a great

The diacussion in .the section.on the cor?crate

income tax reviewed the arguments pertainixig to industry.

location and.tax loads. :I order to remairl consistent.in

the argument throt.14?hout,"tM5 assumption will be"made that
.4

I
, .

a replacement tax will not haVo4by et:fct an the total
)

/

26Advi3ory.Comma3sion, VAlue-Added T . 2.
\.
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industrial community's decision for plant location. How-

ever, as discussed in the coiTorate income tax, the effect

on specific industries will not be the same_th.toughout the

state. lilew industries will be unfavorably affected by

thie tam more than they will be by the cOrpoiate income tax
because they will not bab1e to reinvest the profits into

the organization in the ea;-ly staged.27 Further, the

value-added tax_does not favor high labor industries over
_high capital or inventory industries.28

The value-added tax is a viable alternative source
of new revenue which m0ets the limitations of the constitu-

-'0

tion. It would generaee ap)roximately $220,000,000 of

revenue for each per cent of grs'product tax, or

$208,000,000 of revenue for each per cent,of consumption
varicant tax, in 1971% This revenue would increase auto-

matically with growth and Inflation. The tax may be

regressive, but if it is, exemptions and tax credits c uld
reduce the degree of regressidity. This tax has an-

_

elasticity of slightly above one and is administratively

feasible, even though There would be start-up and litiga-

tion costs. Final1y4/the tax would be imposecl#n those

27
Ib1d., p. 6.

28
Ibid.
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clases relieved, buT it nligh-ulbe shiftod

127

either forward or

backward and in a somovheiCS,ht Do..ttoPyithó2

personal proporty tax.

Tho last tax to be considered would be a poll ta:x.

/The poll tax- was once widely usod in the United'States, but

'it foll into disfavor after it bocare a tool for disen-

franchising vot&ra in some statoS. A one dQllar poll tax

would have gonorated *1 200000 in 1972 if colleCted fran"

9'nanufacturing establishments only. 2 T he poll tax would

bo assossod acainet; the employor,,not the emploYee.

This 111(', be ar'71ini,st-ativoly fonsiblo because of

the knployment roqords which aro required to be kopt by

tho U.S. Dopc_rtnt of Labor. Thorp would bo start-up ana

Ccet3 in7elved.

This tax would have sone elasticity, but its

elasticity wouTd- not 'ho nearly as high as the other two

tames provibw3ay (1osc-ffhod, Jts revenue would groW-more
.

slowly than the oc-nncr7y. The roquiromonts that the tam be

statewide 3.n"7.7-11tnro, bo so3oly nn those,classo.s relieved,

and bb ron-rA rc)rJ ostato could all bp met.

omploy(;
latod 3 pc:1 tim
Employa (7,)

:(

cionrc.-
per

9(),7 p.yr, cont nf tho nanufactUring
1; r: (-....1.,1)r..1,a7,i( n:3, .hcii wa3 CaiC-

t , o 1, All
.L.'1,-;.! L j 2. 1 , , )O0

c-j. 5 3 sad iTh-
"3 .10 of or:o d.oliLar
-4,

139'



128

HoweVer, this tax, by itself, would not produce sufficient

revenue without charging rates Of approAmately $560 per

worker per year. This Might be conSidered prohibitive

because it woulddiscodrage firms from adding additional

workers. The impact of the tax would be on the employer,

but"it probably would be, at least partially, shifted to

the employee.
'A

ThS nain argument for the poll tax is that it

dould act as a balance fqr ihe other taxes which have been

more restriCtive on capital intensive industries. However,

\ much care must be used in the intensity of taxation to

k
assure that labor intensive indust:Aes are not driven from

the state.

Four taxes have been suggested in the preceding

sections of this chapter. In each case their strangehs

and weaknesses have been outlined. The choice of which of

these tames, or inwhat coml/t19.1.1.0,any of theIs taxes,

are to be used and at what rate, is the responsibility of

the legislalture. _There is one.point of caution, however.

States which havo received the reputation of being high

tax states havp had difficulty in a racting new ir41stry.

Therefore, the purpose of these stigcestions is only to

provide alternative-sources of tax revenue for replacement

of the lost roven4o and t;lot to provide new sources for

taxation. The ler;islae should not be afraid to use

1 0
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thoss ccmbinations of alternatives that will maintain

1..._tnoist relative position\-mith respect toAax differen-

tia?, butAt should 139 very hesitant to raise taxes so as

it'J change thSs differehtial.

4



CHAPTER VI

ALTERNATIVE METHODS OF ALLOCATINb
THE REPLACEMENT REVENUE

After the alternative tax(es) has been collected,

some method must be devised to allocate the revenue, in'

terms.jof the two constitutional limitations, as stated:

. shall replace all revenue lost by units of local

gOvernment and school districts . , . ," and ". other

than ad valorem taxes on real estate, . .
"1 This section

of the constitution provides no design parametOPT for the

allocation system. Instead, the first phrase and the

second phrase give rise to two separate interpretations forAr
each phrase.

One interpretation of the-first phrase is_Vaat the

drafters intended that each dollar of'revenue lost to a

unit of local government or school district would have to

be replaced witv dollar of revenue earnarked fer that

unit of local government or boLooa district. Another

interpretation is that there would be Y dollars of re enue

lost to all uaits of local government and zch.00l distri ts

in the state; each would receive a share, but the sha

1
Illinois, 0m2titut-jon, art IX, soc. 5 (c).
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would not neceSsarily equai7 in dollars of actual revenue

the amount of revenue lost to that particular'Unit of

local government o'r school district. The first\interpreta-
\

tion wpuld call for.direct replacement of revenue, ereas

the second interpretation could use some method of alloci=-,

tion other than absolute dollars lost by eaCh unit of local

governrent or schoolistrict. After the discussion in

Chapter II, it apPears that either inte-rpretation of this

first phrase would meet the limitations outlined in the

const tution.

There can be two interpretations made of the second

phrase. One interpretation is that this is a limitation

sOlely on the replacerent tax, so that the replacement tax

would not be ad valorem real estate. Another interpreta-

tion is that this phrase places a limitation on the alloca-

tion system. Since units of local government and school

di4ricts receive their funding from two separate compo-

nents of the propertyttax base, real property and personal

property, a removal of one component of the tax base would

necdssarily shift the total bufden of providing tax revenue

tC the other component of the tax balm). UnleSs some re-

placement revenue wore provided, the abolition of the

personal property tax wo;ald neces2ari1y shift all locally

levie4 taxes to ad valorem real estato'taxes. If the re-

placernnt,Fevelie,Troviod by the state is not equal o or

. 143
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greater than. 'value of tho revenue lost from.the abol -

tion of tho personal property tax, the unreplaced portion

automaticalslybeeemes a tax on ad valorem real eatate, un-

less the taxing body is at its statutory tax ratoo maximum.

If the ihterpretation that the phrase applies.only to the .

replacement tax is accepted, then either intorprotation,o
-

the first phrase is within the, constitutiongh limitations.

However, if the interpretation which places a limitationi
I

on the allocation system is accepted, thon the only intOr-

pretation of the first phrase which,would be acceptable

would be the direct replacement interpretation, unless a

ninimum leirel is placed on the amount of grant that a

taxing body could receive; with the ghant level being placed

high enough.to insure that/the replacement revenue wcOald be

freater than or equal to the amount of revenue"lost boCause

of the abolition of the ad valorem personal property,vtax.
,

Schools are presently fundod in part by locally'

collected tax fUnds,ji.nd in part by a grant-in-aid formula,

which'attempts to equalize expenditures per student. The-

school district will be considered'in two different ways.

First, the school district will be considered as a com-

ponont subsystem of the county taxing body, and then as an

autonomous unit of local

(
F vernmont.

Additional points f discussion will be found in

the purpca'As outlinod in Chaptor I:
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18. Develop alternative models which will deliver

the appropriate amount.of revenue to replace the revenue

for operations lost to units of local government and school
\districts.

19. Determine if the present grant-in-aid formulas

would be ableNo be used-to replace the revenues lost due

to the abolition of the personal property tax, or if they

would need legislative modification.

20. Develop alternative models.which will replac4/

the rev6hue lost to the bond and interest fund of Pie local

school district as a result of the abolition of the person-

al property tax.

21. Develop alternative models to insure that

Individual school districts will not have their debt lim-

itation reduced as a result of- the loss of the assessed

valua ion from personal property.

1 22. Develop ,alternaeivemodels which deli er the

appropriate amount of collected revenue if the asses ed

valuation ,of an individual school district changes after

January 1, 1979. ... V
Ono question which needs to be answered is, "Is

there a present alloration oysto or 3y3to713 in use, by

the state, which would fulfill tho requil:oments-previously

outlined?"

I.
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Present Allocatiori Systems

There-Nara three systems ulized by the state
government to return monies to undts-of local government
(not to include schocil districts). In fiscal 19742

$207,997,000 in motor fuel tax monies, $103,000,000 in
income tax monies,2 and $294,235,000 in State sales tax
monisips3 were distributed to counties, townships, and

134

municipalities:1 The motor fuel -eax monies mad the income
.tax monies were distributed an the basis of population.
The sales tax monies were distributed on the basis of
sales within the geographical area. "--

Under the first interpretation, requiring direct

replacement, none of the present allocatio systems would
be applicable. Under the second interpreta on, using
population as method of distribution, the e is a

method which would be appropriate. If the second inter-
pretation were adopted, Cook County woUld have hft4 ap-
proximately 55 per cent4 of the.personal pAerty equalized

2Illinois, Comptroller, Illinois Annual Report,Fiscal Year 1974,
JukY 1, 1973-Juno .19_, 197_4, p.-E.

4

Office of Financial Affaira IllincJi3 Fronerty Tax . a-, _Ltistics 1973 (..1prinfiold: Dopartnt of Local GovernmentAffairs, 1973) , caiculatod from data on p. 170.

3
Ibid., PP. 23-24.

4Illinois, Department of Local Governmont airs,
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a68l35ed valuatiask i., the ,e.te,

9cent5 of the populat;)on in 1973.

/approximntely.45 Per opnt of the

equalized assessed valuation and

.4); 135
.;

and approxime>ly 49 per

Dovalstater,Ial'inois had
.

.

0
pergo ;1preperty

approximately 51 per cent

of the populatAn in the state for 1973.. If the allocation

of replacement-revenue le'fould have been made on the basis of

population, the 6 per cent difference in

1973 would have Fesultod in an undbrallocation ofap oxi-

mately $26,000,000 or approximatOly,J1.4 per cent of the

total local tax extensions

was some mininum grant-

in Cook County.6 Unless there

o-harmless Clause imposed on

tho allocation system, thi ',e.1f11 render the allocation

'System unconstitut1o3eal, sinco the 26,000,000 would be

sLf;ted to the real ostato-tax ba.s. If either the mi

grant ptgvision or the save-harmloss- clause were adOpted

then the distribution of replaceme4t revenue on the lasis

of population wo,))ri be a viable alternative.

Propo:led Allocation Mothods"

'If the dil'oct replacement limitation and the.

A

limitation on Ikot siliftinc; the ta:: to real estate, outlined

51-11inois
"0(e1opnont,
19() Edition
7-oono;:,ic bev..)101

, Department of

.1.()73 )

P,Usiness and Ecnomic De-
L';onorlic j)Ata Book,
(-2L bu.3inc33 and

(.1.Ditjd .1:1'0.1 data on p. 82.

C. 1;7,3, p. 7.
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In'the constitution, are followed, then the state would

have to make a dollar-for-dollar replacement of revenue

lost. One method of acc4mplishing this would be to assess

all personal property on January .1, 1979, have all of he

taxing bodies submit levies on the total equalized assessed

valuation including the personal property, compute the tax

bills without the personal property equalized assessed'

valuation, and then submit a bill to the.state treasurer

for the difference between the amount to be collected under

the levies submitted which contained the personal Property

equalizedsessed valuation and the amount computed an

the bills without the personal property equalized asse'ssed

valuation. The state would not be held liable ior the

difference between extensi,ons and collections, only for
0

the difference in extensions. The amount of revenue lost

would eue ablished at this time, and the state would make

a co tinuing appropriatioi.i. for.that amount to each county.

The counties would then distribute the monies in percent-

_Ages equal to the per cent of the personal prdPerty

equalized assossod valuation in each taxing porply's total

equalized assessed valuation on January 1,, 1979.

A variation of the preceding method would be to
f'

simply average the personal property assessed valuation of

each taxing body for the yoars 1977, 1978, and 1979, as

filed at the County Cler 73 office. This method should

148
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ate business cyclical fluctuations in personal prop-

erty equalized assessed valuations. Either of the pre-,

cedirng two metWs may be applioable; the legielature,and

the courts would determine which of the two methods wps:

*fairest."

either of,the preceding Systems makes provisions

for th distM.bution of the growth revenue. One alterna-

tive, would be to refuse to distribute this revenue; growth

revenue which was generated by the alterna ive tax(es)

would be placed in the state general fund to be appropri-
%_Altpl as. needed. Another altornative would be to distribute

the growth revenue back to, he counties in a percentage

equal to the per cent he total replacement revenue
4

which the county received.

4

If the interpretation t the total dollars lost

must be replaced to units of local government within the

real-state, and the interpretation that(the.limitation aa

estate tax applies only to'the repla ement tax, then the

state would simply have to distributo as many dollars of

replaceMent revenue to all counties as was lost in all

counties.7 .10.ne method of accomplishin this, an tho basis

of population, has already boon diacUssed. Another method

7Pleaso note that this would insure for all time
that taxpayers in dreas of present industrial concentVa-
tion would receive favored tax status throughaowor tax
rates.

.
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which may )utilized is a more e:;alitarian concept uti-
B.'i

lized by the federal government in the revenue sharing

138

peogrAm. linder this method, diatribution of tal'xrevenue is

adcomplished through: the use of effort and abiIM11ty

riit
crlte-

Effot is Lasured by the Ganeral TaxEfht Factor

(GTEF), and ability is measured by the Relative'Income

ótor (RtY5-\Ipp3e terms are defined in the following

GTEF = Gen7;°' Tax Effort Factor

RIF = Relative Income Factor =

net taxes collected
.(state and local)

aggregate personal
income

per capita income of the
United States

per capita income of 'the
state

These factors are then used, in conjunction with fact rs tor

urban population and total population, in a t 07-factor and

a five-factor formulh to determine the amount o;4revenue

sharing money nrilec7Ited to a state. The local government

formula is somewhat similar. The formula has h4d mixed
0

results in it3 ability to r,7A.:1tributo woalth. However,

8,Tamos P..zChanan and :':avily.4 R. Plower's, Tho Pub-
lic Flnariao2 An
iiichard b.

1r
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this formula does attempt to recognize the inequitie4

within a geographical area, of the ability of a local tax-

payer to support some minimum level of services-. States

with low 41bi1ity. and high.effbrt receive more federal

revenup,sharing monies than states with high ability and

low effort. It also may be appropriate to use this concept

to allocate the personal property replacement revenues. If

this concept or the population method of revenue allocation

is utilized, the growth revenue could be easily distributed

'along with the regular appropriation by the same formula.

.If the interpretation o(f the constitution that any

formula could be used which provided total dollar repla.:e-

pont for all units of local governmefit, and the inter7rrAta-

tion that the tax could not be ad valorem real estate was
.

a limitation on the allocation method, then the determina-

tion of some minimum replaceMont amount for each unit or

local government and school district would be nec6ssary,

This 'could b4 accomplished by any method, Including the

one previously described, which would determine the anount

of Ponies lost on January 1, 7979. :he rplaconent could
f4*

be accomplished by el- e-harml ss clause which would

guarantee units of local goyernm6nt and school districts

the amount of,replacoment monfes equal to the amount of

vonies lost on January 1, 1979. Another method would'bo

to utilize an equalization 'ant7ich had a hinimum amount
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guaranteed to eLc,n, tlr:.it of local.gove'rnment

and school dis-
trict, the minimum.nmount being the.amount lost on January

,

to allow a
1, 1979. Finally, a third alternative would b
choice of the prolly dascriboat graL and the
equalization fortr:1H. ther systems M.5.-y be workable,-but

-14these seem to compii viith the constitut16n.

Revenue Allocation /13 it Affects Schools.

School distridts (975-1976), statewide, receive
approximately 45 pez:.cent of their funding from their Ideal
taA base (Trirarily

pipo-fty tLicuall:ed assessed valuation),
approximatel7-20 per

from the state
(through tha grant-in-id formula), and the remainder.fron _

federal so,Irces. The local school district has legal

pon te ta_7 rate in each fund which it
cannot surpass. Soz-2.c of these leal limitations on the
tax rata can ba atoved.

.-3uccessful passing of a
general referendum tp raise the r.ats. Other tax ratea can
be altered cn17

o the losL:islature.

Since the ta:: ratc:. is rietr:ud b divdzLn t

levied by tho aiiz.ceao d valuaticn of school
district, a decrease in the

ascnaod. valuation
would result

;was hold .const:.a:nt,

J.

1_ 5 2

levy

1.,;or.,.! at tbeir- legaL

equaliAd

4,
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asqnssed valuation, or if there had been an unsuccessful

141

rtf'r..ondum to raise the rates, then the school distritt

would not receive.as much revenue from the local soUrces

as they had received beforethe tax base was reduced. It

would require a higher to/I-ate to get the same number of4

dollars when the district's assessed valuation was reduced

than it would have required,bofore the district's assessed

valuation was reduced.

The bond and interest fund has, a statutory debt

limitation of 6 per cent of the assessed-valuation of dis-

tricts with grades K-8 or 9-12 and a 12 per cent%limitation

for districts with grades K-12.10 Districts which are

presently close to this de limitation would not be able

to call for a referendum to expand educational facilities,

in the form of new buildings, if the equalized'asseJ'sed'

valuation of tho school district were decreased. A
<>

statiltewhich would simply raise the debt,limitation,of

the school district in the bond and int6rJ3t fund would

result in replacing the revenue lost with a tax on ad-

valorem real estate, the only tax the school district would

then have available to them.

1 0Lee'0. Garber and.i3en C. Hubbard, Law, Financei,
. and-the Teacher in i11noi3 (Danvil]e, Ill.: Tho Inter-
state PriAter3 and Itiblinors, Inc., 1975), p.
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Orrie.of the districts would have the money lost for

the operation of the school districts replaced through the

state grant-in:aid formUla. (For more discussion of this

see Chapter III.), However, sve school districts, which

are "wealthy" in terms of equalized assessed valuatic pei40_

TWADA pupil, would not lose sufficient equalized assessed

valuation to decrease the equalized assegsed valuationjer

TWADA pupil to qualify for increased aid, under the stats

:
grant-in-aid formula. These districts ould have to raise

their local tax rates to receive the s e dollars in
v

revenue, which would be replacing the revenue lost with a

tax on ad valorem real estate, unless a minimum grant was

estabshed to replace the revenue lost.

Since the Illinois Constitution of 1970 was\

adopted, the only debt limitations 4bmich have been iMposed

upon scho61 districts have been statuto. Therefore, as

previously discussed u.nder the section which dealt with the

'bond and interest fund-, any action which will"iesult in the
.

decrease'of. the equalized assessed valuation of the school

district will auto iccelly result in a decreased limita-

tion. If the' debt limitation is raised and additional

revenue is.laCt TroVidedfrom some source other than: the?

local tax 154p,e-, the replacement tax will be ad valorem .

.real estate asLiuncti-Ori of.:the aIlocation.system., , ,
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The last purpose mentioned in the opening para-

graphs of this chapter was to:'

22. Develop alternativOmodels which doliver the

approprtiate amount of collected revanue if the assessed

valuation of an individual school district changes after
*

January 1, 1979.

It appears that this will not be possible unleis

the preSentassesdment method, 14ith all its 'inherent-i)rob-

1 d weaknesseS, is/continued. After January 1, 1979,

if-the c nstitution is complied with, there will be. no.
,

records of the Arsonal pr erty equalized as48sed varua--,70
A

tion of a school d.istr Therefore iMPossi-.

ble to determine,if a shift had occurred wh-ih should

result in a change. e replacemont:relvenUe. the school

district shoUld receive. If this purpoSe were toixbe,
-

achieved, o e alternative method miglq.t be to :live- a \five-\

or ten-year reassessment,of personal.prcSArty7,m1thin units;

of'local government and sch5o1 distriets to cOrreot s:ny

percentage changes which had occurred 40ti,re2n the tim of

the assessment and-January l,,1979 relative to-other
. .

-

units of local government and school districts within4

state. If a minimum grant,'frozen value of reiienuel

allocation system were adopted, ..this-reassesSmemt would-

probably be necessary.
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Summary of Alternative
Allocation Methods

The following alternative allocation methods would/

meet the requirements of the llitation set forth in the

Illinois Constitution of 1970, article a, section 5 (c):

n. . shall replace all revenue lost by units of local

government-and school districts and the limita-

.'tiorrthat the taxes be u other than ad valorem taxes

on,roal-estate. . . .11

1. Prepare a formula which would provide for the

-direct rAplacement Of-all monies lost by units of local

government-a0i-school districts on January 1, 1979. The

amount must Aatch, dollar for dollar, the amount of revenue

lost.;

4

:

2. Deviie`sn' elualization type ot formula, with a
Aninimqm grant speci ed for each unit of local government

I

and.schVol districts. The minimum grant could e in the

foirm of,a save-harftees clause, or in terms of ctual
%

dollar'V'alue4 aelorig-.as that,Aollar value was not less

414.\

J:than 'the'aMOunt of,revenue lost on January 1, 1979.

-The following alternative allocation methods would

'meet.A0 requironent of the limitation ". . . shall replace

alrre e ue lost by units af local governmentand schoOl
4'

distriats . - ," and the interpretation that the-second4 ,

-phrase.Oplies only to the replacement7tax, and.not to iti%,
A

116 156
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allocation system.

3, .Draft a formula which would provide for the

distribution of replacement revenue on the basis of popula-
r:

tion.

4. Distribute replacement revenue an'the basis of.

a formula which allowed for the redistribution Of wealth,

similar to the.Nrevenue sharing formula.

The-follog alternative allocation *hods would

lecit the requirement of the interpretation of the constitu-

tion that any method could be used which provided total

dollar replacement for all units of local governnent, and

the interpretation that.the tax could not be ad valorem

real estate was a linitation on the allocation nethod.

5. Introduce a formula which provides for t)?

allocation of the replacement revenue through a f20(grant

witea save-harmless clause.

6. Allocate the replace nt,revenue through an

equalization formula, with a minium grant for each unit

Of local governm nt and scitlee district.

7.IA cbice of alternAives 5 and.6, as long as

the amount rec ived was equal to or greater than the

amount lost on January 1, 1979.?t
1

The allomtion of the growth rAllanue would not be

a tatter of concern,under any system. The growth revenue

would probably be outside the limitations of the
4
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constitution.

The following alternative alloc ion methqds would

Meet fhe requirements of tho limitaaon that all_revenue

lost'shall be replaced to school districts, and the

limitation that the replacement should*t be through an

ad valorem tax on real estate. 1

8. Design a formula with'a minimum grant program

which provided for direct replacement of each dollar lost

be'cause of declibased equalized assessed valuation.

9. Use the present state grant-in-aid formula,

with a larbr flat grant, and the addition of a save-

harmless clause. J

10. Implementation Of one of tilt) preNious two.

The following alternative allocation method would

meet the requirement of the replaceFent limitation, and the

Interpretation that the-second.phrase applies only to the

replacement tax and not to the a1loctçn system.

11. Replacement of the revenue through the.preseill

grant-in-aid system.

The following alternative allocation mothod would

meet the requirement of the r4lacoment limitation, and the

interpretation that the eocond phrase applies only to the

allocation method.

4:2. Develop a formula which providoe for the

lb
allocation of the. replacement revenue through the U30 of .4100r
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the present grant-in-aid system with a larger'flat grant,

and the addition of the save-harmless cfause.

It appears that whatever allocation'method is used,

larger equalization grants will be necessary for units 9f

local government and sc#ool districts to eliminate the

shift of indebtedness to the ad valorem real estate tax

base. If a minimum grant method of allocaaon is used,

it would be appropriate to have a five- or tel.-v.-year

reassessment of personal propeitv so that readjustments

could be made because of shifts in plant location.
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CHAPTER VII
A

CONCLUSIONS AftD-RECOMMENDATIONS

1.1

On or before January 1, 1979, the

lature must make a decision; that is, whether or not to

remove the ad valorem tax on personal property. It wa s. the

problem of this study to determin the size and nature of'

the fiscal reform that the legislature must bring about in

order to fulfill the requirements of Article IX, Section 5

of the/Illinois Constitution of 1970; with specific atten-

tion being given to the effect of the reform upon public

school districts. This was accomplished by proposing and

investigatilig twenty-three purpOses. The purposes and the

digested results were as follOws:

1. Determlne what the writersf the constitutton

intended in Article IX, Section 5.
11

rt would appear that the drafters of this section

of the constitution had two distinct purposes in mind.

First, they wanted to abolish the ad Valorem tax on per-

sonal property. Second, they wanted to insure that this

abolition would neither bankrupt units,of local government

Istnd school districts nor result in the shifting al 'the tax

burden from business and industry to the individual tax-

payer. However, they did not want to be too directive to

1148
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the legislature, and saddlie them with a revonue article ,

which would bo unduly restrictive..

2. Determine the rects' on local school districts

if the personal property tax had been abolished en January
1, 1973.

If the tax had been replaced, and the present

grant-in-aid formula had boon fully funded with no changes,
the'state would have had to crease the'state contribution
to public schools from 1.391 illion dollars to 1.576
billion dollars. The local contribution!'to public schools
would have decreased from 1.457 billion dollars to 1.237

billion dollar.- The total dollars to be expended for

public schools Auld 4rop from 2.848 billion'doll4rs to
2.813 billion dollars, for a net loss of 35 million dollars.

3. Determfne the effects on local school districts
if House Bill 990 had hoen fully implemented on January 1,
1973.

If this had taken place, aind the present g t-in-
aid ,gormula had been fullYP.funded, the state would h ve
been able to den'esse the 'state contribution to public
schools from 1.390 billion dollirs tdk,1.3a4 billion

dollars. The local contribution to.public schools would
have' increased from 1.);57 billien dollars to 1.465 billion
dollars. The'total dollars 'f,(3 be expended for public

schools would increae from 2.e10 billion dollars t8 2.85o
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billion dollars for a not crease of 211iou dollars.

4
4. Dotormino tho offocts on local school districts'

if the personal property tax had boon abolished on January

1, 1973 and Houso Bill 990 had boon fully implemented on
January a, 1973.

The combination effect of both actions, with the

present grant-in-aiorformuaa fully.funded, would have re-

sulted in the state increasing the state contribution to

education from 1.390 Pillion dollars to 1.570 billion

dollars. The local contribution to oducatiOh would have

decreasod from 1.457 billion dollars to 1.245 billion gt,

dollars. ;he total dollars to be xpended for education

ld have declined from 2.e4a billion dollars to 2.815

ion'dollars, for a net loss of 33 million dollars.

S. Detrmine the effect of the loss of the person-
al property assessed valuation am the ranking of school

districts on the basis of assessed valuation pe' miADA

pupll for FY 1975.

Statewide, thore would be no significp.nt ehAnge in0

the ranking of schoal districts on the basis of assessed

valuation per.TWLDA pupil for FY 1975. However, there

would be CQ aiderablo effect upon the rankin;,;s of individ-

ual school istricts.

6 Determine the offoct of House Bill 990 on the

ranking f school districts on the basis of assessed

16 2



valuation per TWADA pupil forr'Y 1976.
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Statewide, thorn would bo ne signific,an chingo La

the ranking of school districts on the basis of ASsossod

valuation por TWADA pupil for FY 1975. Howover, thore

would be considorablo effect upon tho rankings'Of individ-

ual sc ool districts.

7. Dotormino tho effect of the loss of the person-

al property assossod valuation and House Bill 990 en the

ranking of school districts on the basis of 'assessed valu-

ation por TWADA pupil for FY 1975:.

Statewide, there would bo no_significant change in

the'ranking of school districts on the basisrs assessed

valuation per TWADA pupil for FY 1975.

would be considorablo offoct upon the rank of Individ-

waver, there

ual school districts.

8. Dotermino the effect.that the loss of the per-

sonal property aSsessed valuation would have on the, state

contribution to education thruur;h,the

formula in FY 1975 in terms of achievement of fiscal

neutrality acid permissible variance..

Genet., ly spoi](in, t'clo romoval of the personal

property asses: I vahlgtion result a greater fiscal

neutrality for e o7o:Itary an h scnool districts. Unit

districts come close to ar:hiovit,p; fiscal.neutrality

that the sta4nar ;;Dthc),Is of analysis become inconclusive.
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Romoval of tilt, poraonat

17

#

prc,purty anses4pd valuation also

3.52

re:mit:3 in tiocroaned variance of expondituves between

school diatrir'L3. iiowovor, if tho 1.oJ1gturo should adopt

somo mothod of voplaclinr; tho rovn;.lo whch did not utilize

the present nyatom, thou tho offocts upon

permissible va..ianne c11.1 neutralfty could be marked-

ly diff(Acont.

.
9. Ootori.;no Mi.() offoct that liou3o Dill ')90 woUld

have'on tho 3tat.o contribution Lo'education through the

grant-in-aid for:lu:".- in F'1: 19:5 In tor= of achievement of

fiscal ne-_itrAlity tI pormissdble variance.

ilozlo Dill 990 docroAnos fiscal
. .

neutrality,n anj scho,ol'districts. How-

ever, it d:)03 to 4,nr-Jaao ff!:c.al neutrality in the

unit districts. 4 till cns:), tne effects of-House Bill

990 rosultod in eaii-vaAation in expenditures per

T'elA.DA pupil. In Ulo-c!.A2-e of tho olementary school and

high school ,ilst:r-f.t.s, uii va:tion seemed to occur all

aion th.o tho iit di.itris, however,

th's 7,17t,J1-. 6nd rf the dis-

tribution.

s tato

th,at .Lo3:3 'of the per-

T7C 2')75 in ton713 of
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aChievement of fiscal neutrality and pegpoissible varptnce.

The'effect of the removal of the personal property

assessed valuation is so strong that the,combination effect.

is S. decrease in permissible variance,,and an increase in

fiscal neutrality. The only exception is-the unit district.

The unit distrlcts are so close to fiscal neutrality, the

results- iippea::- inconclusive.

11. Determine the effect that loss of the perSonal

property assessed valuation will have upon school districts

in each of the six regions, defined by the Illinois Office

of Education.'

Generally speaking, regions 1 and 2 were the most
_

affected in terms of decreased _assessed valuation per

TWADA pupil. However, in terms of, expenditure per TWADA

pupil, regions 1 and L. were the most affected. Probably

the most significant fact is the range of expenditure per

TWADA pupil which exists between regions within the.state.

12. Determine the effect that House 990 will'

'have uppn school tricts in each of the six regions, de-
.- V

fined by the :11:1 /,s.Office of Education.
, .'

4"

Regions 2,3, and 4 all have, slight decreases in
,

the per cant of aocal contribution,'indicatin. thg at they

have been. o:Terassossod. Rocions 5 and 6 nave increase's-in4
the per cent of local conoibj4tion, indicating they-have

been underassod, Rop:ion I stayed tho sane. Under House
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Bill 990, as written, no taxing body can lose assessed

valuation. The changes made here were only done for

comparison purposes.

13. Determine the effect that the loss of..the per-

sonal propery assess" valUation and Hou'.se Bill 990 will

have u on school districts in each of the six regions, de-

fine by the Illinois Office of Education.

The combination effect results in a dedreased per-

een4ge of local contribution in regions 1 through 4, and

a greater percentage of state aid. Regions 5 and 6 will

have an increase in the percentage of local ebntribution

d a decrease in the percentage of state Aid. However,

regiOn 6 It the only region which will lose any actual

dollars in state aid.

14. Estimate the amount of funds which the consti-_ .

tution says must be replaced to all units of local govern-

ment andfischool districts on January 1, 1979, by the state,

as a result of the proposed'abolition.

On January 1, 1979, the state should be prepared

,,to replace approximau 680 milton dollars of lost
.

revenue to 'uni ts

if ,-,esent expen

of local government and school districts

trendscontinue. Of this amount,

be we.:).--090 million dollars and. 470 million dollars must
,

. ';' ., ,
be replaced tb"thie school districts._
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15. Determine the limitations imposed upon the

legislature by the constitution, with respect to_alterna-

tive replacement tax sources./
_ _An alternatiVe replacement tax(es) must meet fOur

limitations imposed by thod constitution. First, the tax.

must be statewide in nature'. Second, the tax must.be a
,

-tax other than one which'is an.ad valorem:tax.on real.

estate. Third, it Must be solely on those 91asses relieved

of the burden of the present tax. Finalli, it must be

sufficient to replace all rgvenue lost to units of local

government and school districts.

16 Develop alternative tax sources which are

consistent with.the limitations imposed in the Illinois

constitution,

Four alternative taxes which seem to be consistent

with limitations of the constitution

corporate income tax, a new income tax oripartnerships,

; a higher rated

a 4alue-added"tax, and a poll tax on ployer .

_17. Determine what the effect of these 'alternative

taxes would be on the conpetitive relationdhip of Illinois

businesses in the marketplace.

If the premise is accepted that industry is inter-
.

ested onp in the total tax bill.and not in the combination

of the taxes, then it ould have no effect at' all. How-
\ever; if the .Le,;1slature _ncreases the total tax bill to
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1ndust0E-to a point that this tax bill is larger than in

neighbOring states, th ci. could have'a se/lious effect

upon Illinois' :ability to attract and hold industry:

18. Develop alternatie models which will deliver .

the appropriate amount of revenue to rqPIacethe* revenuek

for oporation lost t its-of local government and school

distriqts.

If the,courts deternine that the revenue replace.-

ment must be on the basis of dollar-for-dollgr replacement,

then the number of alternative replacementRioehods is

severely limited. Also\, it will cause present'inequi,ties

in school funding to ceetinue. However, if the courts d6-

cide that the revenue may k? replaced on the liasis that all

dollars lOst to units of local government and school dis-

tricts withiri the state must be replaced, but not nekessar-

ily in the same percentage or amount as was lost from one

individual unit c,f local governmentor school district,

then a method could be utilized which would reduce the

,present inequities in school funding, which are detailed

in Chapter III.

19. Determine if the present grant-it-aid formulas'

-would be able.to be used to replace the-revenues lost due

to the ab:,iitien of tho personal property tax, or if they

would need legislative modification..

School-di,stricts which have assessed valuations

higher than the staty'e guute under t,!-ie new, grant-in-aid
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formula .will not have that portion.;Of-lOsrevenue ?laded

which is a result of the excess assessed valuation abovit,

-,.,;

the state glirantee. the ourts determine that,thare.,

must be a dollar replaced fozach dollar lost
' --,

vidual school district, then there will neea'to be'somei

form of save-harmless legislation modification ii0produced.

'School districts which have tax rates wh1c,re higher thah

the tax rates needed to qualify for the maximum state aid

will also be faced with9h same problem of unreplaced

revenue which was presented by high assessed valuations,

with the same end r sult.

20. Devel p alternative models which will replace

the revenue lost to the bond and interest fund of the local

school district as a result of the7abolition of the person-
k

al property tax.

Re7aacement of the revenue lost to the bond and

interest fund must be made through some nathod other than
\

raising the statutoi-y debt limitation on the fund. To do

this would simply shift the replacement tax from a tax on

personal property to the ad valorem tax on real estate, in

apparent violation of tho limitations set forth in the

constitution. Therefore, it appears that the replacement

revenue must come from' some new source, such as the state

goernment, perhaps through the Capital-bevelOpment Board.
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al., 'Develop-Alternative models to insure that
-

individualw.school districts will not have their debt lim-

itaticp-reduced as a result of the loss of the eiptessed

luattbn from personal prpperty.

If the limitations of the constitution are to be

followed, then it appears that this may not be possible at

this tine because of the method of Combining personal prop-

'erty assessed valuation and real property aSsessed valua-

tion to determine the debt liMitation of the schoOl dis-

tricts. To decrease the assessed valuation of the school

district is to decrease itS debt limitation; r) increase

'the statuto'ft debt limitation iqter the decrease is to

shift taxes from personal property asdtsed valuation to

ad valorem real estate.

22. Develop alter4ative models which deliver the

appropriate amount/Of col cted revenue if the assessed

valuation of an indigidual school district changes after
e

January 1, 1979.

Since there will be-no assessment of personal prop-

----e-ryafter January 1, 1979, it would he impossible to

determine if tho assessod valuation of the school district

changed, due to the zain 'or lossfef personal property.

\ If this is to be accomplished, ?towever, then,some method,

\such as a five- or toh-year'reassessment of personal prop-

trt , would need to he impleented to det,1,,rm1ne exactly

17 3
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where the shifts fook place and in what magnitude.'

-23. Develop proposals for consideration by the

General Assembly and its sexieral committees and commissions

which are studying this problemAnd will be affected by the

decision.

See the Recommendations section of this chapter.

ot Summary

If the legislature chooses to.accept the mandate of

the constitution, then it appears t4iere are definite

limitatiOns upon the type of replaceMent tax which the

le6is1ature may impose. If the replacement tax fails to

meo the specifications set forth by these limitations,

then the courts may determine that the replacement_taxes

are unconstitutional.

Generally speaking, the present grant,in-aid

formula will replace most of the reAanue lost to school

*- districts. The unreplaced ,portion, 35 million dollars, or

1.21 per cent, will be lost for one of.two reasons. If a

school district has an operatlng tax rate higher than the

qualifying tax rate, or has assessed valuation per pupil'

,higher than'the guaranteed minimum, then the portion of the

revenue lost becauseAof these conditions will not be re-

placed by the preSent grant-in-aid system. Some school

districts, which jaave large ccincentrations of personal

property assessed valuation, will be severely affected by
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the removal of the personal property assessed valuation.11

Patrons of those school diseiicts must determine their

priorities, in terms of education services, and be prepare&

to assume a greater portion of the'financial responsibility

for the provision of those services unless the state re-

places the revenue on a dollspror-dollar basis, or enacts

a safe-harmless clause. Residents of school districts

which have been underassessed in past years will, under

House Bill 990, find that a shift has'occurred in the per

cent of total expenditure which is to be borne at the

local level.

Although the revenue to be replaced is substantial,

approximatelir 680 million dollars on January 1, 1979, the

collection of this revenue for units of local govrnment

and school districts is a much more sensitive issue. Be-

cause of the limitations upon the tYpe of replacement taxes

wtiich the legislature may impose, the taxes must be both

broad based and selective. Whether an crease in the

present corporate irme tax is utiliz d or whether new

taxes such as a tax on partnerships o value added is'

utilized is immAerial. What is significant is that the

legislature should enact revenue logisqation which will

meet the limitationsApf tho constitution.
%

Depending upon the interpretation of the constitu-
,,

tion by the courts, the_allocatilon of the replacement
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revenue may be easy or extremely difficult.filIf the courts

hol& that the revenue may be distributed on a bass which

is eqpitable and approximates the present distribution of

ths personal property assessed valuation In the state, then

any of o several present allocation\met ods would appear

to be equate. -Owever, if the co s h ld that-there

nust be a dollar-for-dollar rePlacement of lost revenue,

then a whole new revenue distribution system may need to

be established.

Recommendations

It is recommended that:

1. The legislature through its several committees

and commissions continue the study of the effects of

Article IX, section 5 (c);

2.. Similar studies'to this one be done on other

portions of the business, municipal, and educational com-

munities to determine the effects that the abolition will

,have on them;

3. No changes be made to the present constitutionF.
until the effects of those proposed changes be carefully

analyzed; .01

4. Any replacement taxe,s_which are imposed be

broad based, but that they do not impair Illinoist competi-^

_tive advantage with other states in attracting and. holding

businot and industry;
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5. The present zrant-in-aid system to educ ion be

continued, with particular emphasis on reducing the per-
00

missible variation of expenditures between districts and

achieving fiscal neutrality;

6'. Legislation be considered which would reduce
4

the regional variations in expenditure per TWADA pupil.
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