DOCUMENT RESUME

ED 133 837 i EA 009 080
AUTHOR Piersop, Max E. ' ‘
TITLF Person&} Property Tdx: The Effects of Its Loss on
~~—~TIllinois Schools. Volume 1.
INSTITUTION / ITllinois State Univ., Normal. Center for the Study of
i ~ S Educational Finarce. ‘
PUB DATE \ 76 * o,
NOTE * 180p.; Some pages may be marginally legible due tq} -

prlnt quality of original
AVAILABLE FROM Center for the Study of Educational Finance,
. Department of Educational Administration, Illinois

1 X State Unjversity, Normidlg Illinqis 61761 ($3.70)
EDRS PRICE MF-$0.83 HC-$10.03 Plus Postage._
DESCRIPTQRS *Equcatlonar Financd® Elementary Secondary Education;

*Finance Reform; Models; *Property Taxes; *Resource
Allocations; Simulation; *State Aid; State
legislation; Statistical Analysis; Tables (Data);
i : Taxes _ ‘ -
IDENTIFIERS *IllinqiS' . . ‘

BN

ABSTRACT
This study is one attempt to determine the size and

nature of the fiscal reform the Illinois legislature must bring about
in order to fulfill the requlrements of Article IX,.Sectlon 5 of the

' Tllinois Constitutiom of 1970 that calls for the abolishment of
personal property taxes. Chapters discuss the legislative intent of

. the article and present a simulation of the 1975 fiscal year with
property tax adjustments, cost estimates for replacement revenue to -

_units of local government and school districts, alternative tax
sources for replacement revenue, alternative methods of allocating
the replacement, revenue, and a summary of the information gained in
pursuit of the study's 23 purposes and recommendations based on those

findings. (Author/IRT)

S

- ;.d X o M : . ¢

f*********************#&************************************************

Documents acqulred by - ERBC include many informal unpublished . *

materials not avallable from~otherisources. ERIC makes every effort *
to obtain the best copy available. vertheless, items’of marginal

reproducibility are often’ encountered and this affects the quality *

of the microfiche and hardcogy’rep;oductlons FRIC makes available Af

via the ERJC Document Reproduct102,5erv1ce (EDRS) .~ EDRS is,not- *

*

*

*

**,**-**-*

‘rTesponsible for the quality of fh¢ original document. Reproducti

. o

/

*_supplied -by. EDRS are the best that can be made from the or1g1nal£na\
ﬁ;****************************************ﬁar********************* * %k

<

-

R

*



. ’ . K US DEPARTMENT OF HEALTH. m

N EDUCATION.S WELF:‘:)EF
NSTITUT
alg
‘ THIS DOCUMENT HAS BEEN REPRO.
N\ OUCE DG XACTLY AS RECEIVED FQOM
h B THE m'-‘ﬁson OR ORGANIZATION ORIGIN-
N\ ATING IT POINTS OF VIEW OR OPINIONS
—{ ’ ' . STATED DO NOT NECESSARILY REPRE-
. L ¢ SENTOFFICIAL N.\YI_ONAL!NSYIYUYEOF
- . TION POSITION OR POLICY
" : PERSONAL PROPERTY TAX: THE EFFECTS '
L Coa .‘ _ a ‘ - .
OF ITSLOSS ON ILLINOIS SCHOOLS
!
\“ ~
. \/’ ?5—‘*\\& . . C ‘.\
i . - . VOLUME 1
4
, ¢
. ; ST A n PR o DY
’ . ;:J'J.\Z)“bl ‘L e “as b e
. ' /, ‘
I\ {
& /
‘f! ¥ 1
. Iv‘ Al
/ ' .
. ‘ by - ¢ .
) B o v
’ MAX E PIERSON ) ) N
Center far the Study of Educational Finance A
; Department of Educational Administration \ .
. ® ‘lllinois State University ° N : A
: \ . - Nor?k?l, Minois | o . -
> 1976 ° d T
b - o .
S : ) -
*'2 Matters of fact or opinion c’oniained erein are solely the responsibilityoftbéauthors and in no way reflectthe of-
= ficial policy of Hliftois State Universi “As a part of its public service, the University seeks to promote a systematic
)3 and thorough discussion of all public policy matter?_and supports various types of research which contribute to
that end. - . - . , .
lr‘: h ’ : \ ) ] ~
‘ N )
e Partially funde],.jlgby the llllpois School Problems Commissio%
o 2 | -
o L AN o

ERIC

Aruitoxt provided by Eic:



~,

.

N

.\

ACKNOWLEDGMENTS

b

The writer wishes to thank Dr. G. Alan Hickrod,
Chairman of his Dissertation Committee,ﬂfor His help, and

encouragement throughout this study. He would also llke

to thank Dr. Ben C Hubbard Dr. Ronald Halinski Dr..

v

Douglgs Poe, and Dr. Clayton Thgmas for thelr assistance

[

in the performance of this study.

Appreciation is also due Mr. Rame sl hari,

4
Dr. Thomas Wei-Chi Yang, and Mrs. Jean Houtettoz/;en\yheir

a331stance in developlng certain portlons of tho study.

Pinally, to his W1fo, Dlane, and his son, Eric, a-

very special thank you for: thoir” continued encoura"ement

o

. and asolstance, without whlch this study would not have

been written.

Y ) - M. E. P.
. L N
Y ‘ -‘
5 o T f
N /’
T
/’ Ve



TABLL OF CONTENTS

Page
ACKNOW%FDGMENTS_. P P
TABIE OF CONTENTS . . . . . . . . . . ... ... . 111
LIST OF TABLES . . . . . . . v v v v v v v v vy
LIST OF FIGORES . . . . .ov o v 0 : v v v w u v o vid

. \\Buéilox .
\ N I - :IIJT\RO ": . . . - - ’ . - @o . . . . - » - - 1

¥

Definition 'of Terms . e e e e e e e e 3

Gegoral Procedures . . e e e e e e e e . 10

Delimitations . . % ... . . . . . . .. 13

' Agsumptions ., . C e e e e e e 1L

! . : * Purposes of tne Study T 1

II. ' INTENT OF ATTICIE IX, SECTION §, AS
REVEAIED fh THE TRANSCRIPT OF THE DEBATES '
IN THE CONSTITUTIOLAL CONVENTION . . . -+« 19
- oy Issues of Interpretation . . . . . . . . Lo

IITI. SIMULATION OF TIE 1975 FISCAL YEAR
WITH PROPERTY TAX ADJUSTILNTS . . . . . R Iy 4

Data Sources . . . . . . . . . .. .‘. . 52

. Assumptions . . e e e e e e e 53
Anuly81s of the Data e e e e e e e sl
Resuls: . . e s e 4 e e e e 4 60
Rogional Variations . Y &
Comranitly Analysis . . . . . . . . . . . ' 82

)\ Selected 3chool DlStPlCtS e e e e e 8l
Y] . .
IV.  COST ESTINATES FOR SRPLACE BIBNT REZVENUR
o : TO UITITS CI° LCCAL COVVR¢LLAF
™ . AND SCHOOL DISTRICT . et e e e e . 91

Dapa'SQuchs e e e e e e e e e 93

‘\‘r’l‘ . -




Page

Assumptions . . . . . . ., ., . . . 96
Analysis of the Data . . . . . . . . . . 7
Results . . . . ¢ . . . .. ... ... 100
« Summary . . ... ... ... ... . 1085

V. ALTERNATIVE TAX  SOURCES. .
FOR REPLACEMENT REVENUE ., . . . . . . - . .« 107

Constitutional Limitations . . . . . . . 107
Philosophical Criterion . . . . . . . . 109
Present Taxes . . . . . . . ., .. ..« .« 115
i New Taxes . .-. . . . ., . . . .. . « 119

VI. ALTERNATIVE METHODS OF ALLOCATTNG 4
. THE "HEPLAGEMENT"REVENUE . . . . . . . /. . 130

% .

Present Allocation Systems . . . . . . . 134
Proposed Allocation Moethods . . . . . . 135
' I Revenue Allocation as it .
S Affects Schools . ._‘r, « « e « . . 14O
Summary of Alternative . :

Allocation Mothods . . J . . . . . . 14}
VII.\CONCLUSIONS AND HEQQMNQADATIONS .\. « « « . 148

Summary, . . . ... ... .. 159
Recommendation B T

N

BIBLIOGRAPHY . . . . . . . .% . 7. . .. ... .. 163

APPENDIX A: State-'Aid Payments Resulting from
7 Changes in Assesaed Valuation . . . ... 169

APPENDIX B: Calculation of Total Woightod -
Average Daily At$,ndanco I .. 290

;

, /
APPENDIX C: Computaticn of Gini Coefficiont . ?K\ . 293 *

- Y
APPENDIX D: Administrative Resicns as Dofined
by the Illinois Offico of Education . . 296




Table

1.

100

11,

<

LIST 0;\}n@LES
" ~
‘ 'w
_ ’ | Pago
Statewido Effects of Selocted Adjustmonts o
in School District Assessed Valuation
on Operational Hevenue . . , . . . e e e 61

The Gini Indices for Solcectod Ad justmenta
in District Assessod Valuation e e e e e 65

Regrossion Analysis Botwoen Seloctad

Ad justments to Assessod Valuation Per ,
TWADA Pupil and Expenditure Per TWADA Pupil . 71
Coeflicient of Variation for 4?
Total Lxponditure Per TWADA Pupil . . . . . .% 72

McLoone Indox in Torms of

‘Total Expenditure Per TJADA Pupil . . . . . . 74

Stato and Loeal Centributions to

sducation by Rozion (Billions of Dollars) . , 76
/ Yy ' .

Stato and Loecal Contributicns to

Education by hogion (By Per Cent) . . . . . . 77

Ileggicnal Variations in Avorage Lxpenditure
PeriConcontrated 7./ \DA Pupil aa a

Result of Adjusironts in Zqualized

ASgessed Vuluation . .-, . . . . . . . . . . 80

Regional Variations in Bqualized Assesaed
Valuation Per Concentratad TWAADA Pupil as

a Hosult of Aldiustwents in ’

Zqualizod Assossod Valuation . . . . . . . o081

~
o 4

Variation:s in Avoraso Dxpenditurs Per
Concontrat-d WALA Fupll as A4 Reosult of

Adjustmonts in Bqualizoed Assessod Valuation .« 82

Variations in Lquuddzed Assossod Valuation

Por Concentratad TWaba FPupil as a Legulb of

Adjugtments in Bqualizpd Aasegcod Valuation . 8l
B

IS

AN



Tablo _ Paro

l2. Effects of the itemoval of Personal Proporty
Asgessod Valuation on Solectod School
Districts--Per Cent of Local Contribution . . 85

. 1 .
13. Ten Selected School Diatricts Which Had the
Greatost Dollar Loss from the llemoval of
Pergonal Property Assossed Valuation . e 87

4. The Five School Districts with Greatest
Poer Cent Loss of Total Dollars
for mducation e e e . e . . 88

"15. The Pivo S¢hool Districts with Groatest
Actual Dolflar Loas in Unroplaced Funds . . . 89

‘ 16. Spearman Hanl Order Corrolation for
Equalized Asgessod Valuation
Por TWADA Tupil . . . . . . . . . . . . . .. 90

17. Projscted Real Estatn Equalized
Agsessed Valuationa . . . . . . . . . . . . . 100

18. Estimated Total Personal Proporty \ ,
: Equalized Agsessod Valuation . . . . . . . . 101

19. Projected Total Taxes Levied Lécally - . . . 102
20. Zstimated Total Tax lfonies Lost . . . . . .« . 103

21. Projected Total Hducational
Taxes Levied Locally . . . . . & . o o« . .. 103

22. Estimated Cducational lMonies Lost . . . . . . 104

23. Alteraative Projected Total )
Educational Taxos Leviad Locally . . . . ... 105

2. Alternative Zastimate.of
Educaticnal tonioea Lost . . . . . . . . . . . 106




LIST OF FIGURES W

»

L
Page
Lorenz Curve 1974-1975 Base with
City of Chicago Public Schools . . . Woeo e 68
Loronz Curve 1974-1975 Base without :
City of Chicago Public Schools . . . . & ... 69

4

.
’

( N

vii -



CHAPTER I
INTRODUCTION

The state of Illinois has not had a statewide
property tax since 1932. Governor Henry Horner suspended
the state property tax levy during the Depression, leaving
the levy and collection of the property tax to local
Agovernments. Property taxes, particularly personal prop-
erty taxes, have beon attacked in the past few years as
being inequitﬁbly assessed and collected. As Joseph Meok,
helegqﬁe to the Iﬁ;inois Constitutional Convention of

1970 stated:

This is not a tax system--it is a Pay and
Pray Syatem. It is aptly called the Sue and Sot-
tle System. It aids the large corporation
agalnst the small businessman while tempting both
of them to corruption.

In the months just preceding the Constitutional
Convention of 1970, the Illinois Genoral Assembly had taken

steps to relieve the burden of the nmajority of the

1Record of Proceodings, Sixth Illinois'Constitu-
tional Convontien, Comnicine rronosals, Decerbor 3, 1969-7 -
Soptervor 3, 1970 ¥Sprincrield: State of Illinois, 19727,
p. 2,131, quoted in Gorhard Casnar, "Article IX, Section 5
(c) of the 1970 .I11ijgilks Constitution: Legislative In-
tont,” Replacomsnt RMnue Sourcos (Chicago: Illinols
State Chamber of Cormorce, 1973), p. A-2. :

g

1
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baxpuyuyu by proposing wn amondront to the Illinolis Canati -

tutlon of 1870. This proposed amondinont oliminated indi-

-»

vidual personal property tuxesd. It was in this political
sotting that tho delorates to the Illinoias Constitutional
Convédntlion of 1970 wrote Article IX, Section 5, which

states:

(¢) On or boforoe January 1, 1979, the Gen-
oral Assombly by law shall abolish all ad valorem
porgsonal proportyy taxes and concurrontly thoro-
vith and thoreafteor shall replace all revenue
lost by units of local govermmint school dis-
tricta a3 a rosilt of the abolition ¥ ad valorom
porusonal proporty taxes subsoquont to January 1,
1971. Such revenue shall bLo roplaced by imposing
statowido taxes, othor than ad valorem taxes on
real estate solely on thoso clasin3s rolieved of
tho burden of paging ad valoreo:n poraonal proporty
taxns becauso of tho abolition of such taxes sub-
Soquant to Junuary 2, 1971. If any taxes imposed
For gsuch replaco:rsnt purposes are taxos on or
moasured by incom»y, such roplacement taxes shall
noé bBe considorsd for tho purposs of the limita-
tions of ono tax and tho ratio of 8 to g set
forth in Segtion 3 (a) of this articlo.

It soomed the wise and prudent political action in
1970 to delay the abolition,of tho pergonal property tax
for nino yoars. Now that timo period i3 almost ovor énd
tho legislature. has mado no attompt to deal with the prob-
lem of replacing the revenus which will bo lést. This
study 1is one attempt‘to detormino tho size and naturo of

the fiscal reform the legislature rust bring about in
N\
ordor to fulfill tho requirerents of Article IX, Soction &

2Illinois, Ccnsggtution, art. IX, sec. 5.

1(f1 | - : ‘;



ol the Illtnols Cunstltusion ol 1o,

Dofinitlon of Tormg
Th foliowing tormg urn usred in thia ntqdy‘un thoy
arv detinod bolew.
A(l_q(nx_rlc_i;-L)u’l‘l‘icinnt rvvonue sourcosd aval lable o
accomplish tho intended purpdgo oY theo tax.
Article-of lmplomontation--Article IX, Soctlon &
of the Illinols Conatitution ot 1970 ?prevlously quoted) ,
Central City Districta--Central city‘districts are:
« « « those school districts GOPVinF/Z“O larpost
clty in oach of tho nine gtandard motropolitan

gtatiastical aroas ot lllanlJ a3 dotinod by tho
1970 consus of population and’ houusing.

ﬁ7nntib{ty-—Tho ratio of tha pnrcoh#amo increase
' \
in tax c01i§s${613 at a conatant tax rate ta-the percontagn

increoase in gross national produot.)4 \\ Y

.Equity--The equal treatmont of equals.S

36¢. Alan Hiclrod, Bon C. Hubbard, .and Thomas Wei-
Chi Yanp, The 1973 reporm ol thn ll]{pOLJ Gonaral Purpose

Educutlonal Granc-In-iid: A UO"PP*)pLUn and an “iZvaluntion

(Lortial: Dovpartment of Bducatioiil atministration, 111i-
nois State University, 1975), p. 35.

h\dViSOPj Ccmmigsion on Lnuurvovcrumenunl Relationy
Stato-Lornal Reove g Svatens and we ‘cu,y nnl "meco

(washington, D.C.: Govornmant irincdin; UL Lxco, 1572),
pp. 2-17.

SJ&mos M. Buchanan, Public Finmmce in Democratic

Procesa (uhxwol Hill: ‘[no nL"ﬂ“:»rj ol illortn vazrolina
Tross, 19 T), p. 29,

y

»

/,,
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Placal uentealtty-=oho favnl ol nXxpondituros in
dintpict should nog/bd\n rnpctlun ol local district woal

;igynuﬁ Qiqqkpgqpyqq—iﬂui(Rn¥Mitutlon ot the
stato of Lilinols adoptod in 1970. -,

. ‘ 1 . B
dmpact of Taxation--Tho Laxpayor avainst whom a

tax 13 levied.

Incidenen of Taxation--Tho taxpayor who finally
pays the tax, after any ghif'ting takes placa.

Indopondent City Districts--Indopondont city dis-

tricts are, "Thoso school districtn gerving a ct* “th a
population ofle,OGQ\or more in 140 but rot 1. - rith

in a standard motropolitan statiastical uroa."6

an'Grogjh thufgﬂj_ﬂchgg:ﬁg;gnﬁgtn--Thoso schoo

\ .
districts located within o standard motropolitan statis-

tical arou&ybut not located within thse central city, whicl

were below tho median perconte;e incroagse of student ens

&

rollment prowth for 190l -1973.7

Cperntional Tax Ratns--2porationsl tax ratogs are:
: \
All taxes. uuaad to support funds, oxcent bond and
interogt; rent; tronsoovtutlong grocinl educatlion
building; . . . cusitol Lmiroevercnt fund; sungior
8200l arnd vocaticnnl Luilain - arc in~iudod in the

'

PR . . e . . B8
bhlpxrcd, Hubburd, anid Yoo, ‘nel 73 KRoforrn,
p. 35.
LS ) .
7 SO .

Ibld,
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effort of the district.
N ‘, ' _ _2efsonal Propertyr-Persopal:propqrty is définéd\aa

follows: o :
: . . e Y .
. L TETE oyl 5 .
- -+ Personal property°offen is referred to as
"personalty." Personal property is further
“ivided into "tangiqgg" and "intangible" -prop-
= erty:’ Tangible pers¥ial property possesses "
‘ : value in itself because it can be used. Exam- |
‘ - ples of property falling im this class are: '\
automobiles, livestock, furniture, watches,
jéwelry, machinery, merchandise, grain, etec.
‘ <« . - Intangible personal property on the other hand
( . is generally §§bken of as property that repre-
' ) ‘sents a right to value. 'Stocks, bonds, notes,
morigages, sash, bank-deposits; accounts,
crodits. accrued™y terest, are the more c ommon ¥
intangibles. Good will, patents, franchises,
annuities, and royalties ave alfo classed as
intangible property.

Certain Property that otherwise might be
considered real estato under the avove rules is
doclared by law to be personal property. 'Where
this i1s the case the definition in the law is’
always decisive, o

1. DNursery.stock if severed from the land
is personal property, classified as’merchandisg.

’ 2. Gas mains and pipes, laid in roads, streets,

/

I

or alleys, are assessed as personal property. 4
_ However, underground concrete conduits constructed '
ﬁgﬁgp by an electric coripany for its cables and wires '
R and built to conform to a ¢ity ordinsnce requirin

underground installation are not tangible person
property for taxation burvoses. These are regl
estate. . ' _ a !

3. Water mains 1laid rartly in streets and
6lectric wires attachod to rFoles partly in streets
are assessed as personal Property, because thnyl

are analogous to gas ‘ng,
L. 01l pipe 1i- 33 a 5 assessed as persongf
property. ' '

L

8Loe 0. Garber and Ben C."Hubbard, Law, Finance, and -
the Toacher in Illinois (Danville, Illinois: Tha Inter-
state Printers and Publishorq, inc., 1975), p. 199.

.

a

| | - _




’ . - . ' -\—/ L ‘ ‘ . . p6 L
oo e } 5. Street car tracks areée assessed ag personal
Lt property.. Whatever property.right a street rail-" .
' Way company may have in 8trips of public street e
pavement between or along its tracks, this proper- . ;
ty is intangible-prbporty even though the strips
were paved-and are maintained,by the company., -
, 6. Texable bridges are assessed ags personal
o ‘' Pproperty, excepting -that taxable interstate toll
- bridges are assessed as real estate,
s T+ All property that is not attached tg a
building or other reai estate by screws, nails,
etc..is personal property, since not a "perma-
nent" fixture. S . e
8. If property.is attached to a building or
) other real estate by screws, nails, etc., but is
' owned by a tenant who has an agreement or under-
- standing that e #iay remove the Same at his dis-
: Ccretiony, it is personal property. (Sword v, Low, - |
¢ 122 I11. L,87.) For example, billboards that may be '
romoved at the discretion wf the owner are person-’ e
al property, : : o _ e ;
9. Capital stock\:f domestic corporations is
assessed to the- corporhtion as pPersonal property.
Stocks of foreipgn corporations owned by regidents
48 porsonal propertvy. if -

v of I1linois are agsegsdd
ka//ysuch corporation does rnot havo’tangib{p personal

ey

property assessed in Illinois. i
10. Net preriium receipts .ofagents of foreign
fire and marine insurance companies are listed
a3 personal property. )
11, A franchise granted by -any law of this :
) state shall be assesséd as personal property, ¥
,q’ - 12. Uhere a deed for real e3tate is held for
¥4 - the” payment of a sum of money, such sur, So se-
cured, shall be held to be personal property and
shall be listed and.&ssessed a8 credits. ‘A mort-
gageo or trust deed is:personsl property. A mort-
gage in process of foreclosure is personal prop-
erty. A certificate of purchase. of premises
bought at a"master's sale under a decree of fore-
closure, subject to.tue ual right of redemption,
.. 13 personal property even the owmer of the
certificate pays taxes on tix, real estate, %
13. Where réal es3tate 4g -

)

Xempt in the hands

of the holder of ths foo but is contractsd to be N
'80ld, the amount paild therccn by tne purchaaser,

togother with the ernkenced vaJue of the invegt-

mont and improvement thinreon until the fee: igs

conveyod, shall be hald to be Fersonal property,

14

2 -/
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! .. and listedsand assésscd as such in tho place N
" * where the land is sSituated, . : .
. 18. If property does not seem to come within \
‘any of the above rules, the intent of the owner - -
of the $property’controls. Suck intent may be -
determined from (1) the nature of the property,

" (2) its ownership, (3) its adaptability to-its
2 present location, and () any-lease‘og agreements - ° '\
qutaining to it (Assessors! Manual), -——

Personal Property Tax Valuat;on--A~procedureﬁ¥or v

) : , f
defermining the value .of properfy, defined in the stytutes
: ' . : T . L

aS’ HAN : - . F" id

. . (1) 411 personal property, except heyein
: otherwise directed,-shall be valued=mt itg fair
cash value. ~ - ' o

(2) Every credit for a sum certain, payable
either in money or labor, shall bevvaluegpat a
fair cash value for the sum so payable; if for
any article o¥} property, or for labor or services

-of ahy-kind, it shall be valued at the current
price of such property, labor or Service, *~

: (3) Annuities and royalties shall be valued

~at their present value. *

(4) The capital stock of all companies and .
associations créated under the laws of this State,
except companies and associations organized for
purely manufacturing’and mercantile purpoSes, or
for 'either of such purposes, or for the mining

. and sale of coal, or for printing, or for the
publishing of newspapers, or for the improving
and breeding of stock, or for banking or for

-building and loan purposes, shall be so valued
by the Department as to ascertain and determine
respectively, tho<fair cagh value of such
capitel stogck, including the franchise, over and
above the asspssed value of tho tangible proper-
ty of such company .or association. Provided,
that in all cases where the tangible property or
capital stock of any company or asczociation )
. unassessed under this Act, the sharss. of capital

v »

M

-

91111noi§ Tax Revorts (Chicago: Commerce Clearing
House, Inc,, 1970, p. 2,073, ////,//IL




o ‘ R 3 -
stock of such company r ‘association shall not
be assessed or taxed this State. This clause

'shall not apply to the capital stock or shares

of capital stock of banks organized under the

géneral banking laws of this State. The prov1— v
sions of ‘this Section are subject to tho provi-

8ions of and are modified by Sections gla-l .
through 21a-8 of this Aet ns amended.

Bbrm1331ble Varlance—-A reductlon in the variatlon

of expenditure per TMADA pupll betweon school dlStPlCtS

5 T-‘ . )

within Illln01s over time. -. - " R .

Rapid Growth Suburban School Dl”uPlCtS“*ThOSG

"
school‘dlstracts located Within @’ standard metropolltan
statistichl area, but not locdted within the central city,

| which were above the median percentage 1ncrease of student
enrollment growth for" I96h -1973.11. ]
Region l--Reglon 1 1ncludes McHenry, Lake Kane, -
Cook, Du Page Kendall Will, Grundy, and Kankakee counties.
Region 2--Region 2 includes Jo Eaviess,(§%ephenson,
Winnetago, Boone, Carroll Ogle, Dehalb Whltesido Lee
-Rock Island, Hercer, He_\y,.Bureau, Putnam,-Marshall, and
LeSalle ~counties. . “
Region 3--Region 3 includes Stark hnox Warren,

Henderson, Hancocé McDonough Fulton, Peorla, Tazeﬂell,

Mason, Schuyler Adams, Plho?.Brown, Cass, Morghn, Scott, \\\;

A
-

101111n01s "Valuation of Personal Property,"
\ I1linois Revised otatutes, Chapt 120, ‘sec. 502.

v . - .
Y

‘\ ! Hickrod, Hubbard, “and Y&ng, The 1973 ‘Reform, /
p. 35 o : 5 & -
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\:: . v . ‘. . ) .
‘ /:TT Sangamon Menard, and ;iristian'COunties. .

-

-

® ‘Region L--Region U 1ncludes Woodford, Livingston,

Ford Iroquois, McLean, Loban DeW1tt Champa;%n

l
N ' 7
' Vermllion, Macon, Piatt Douglas Edgar, Coles, Moultrle, .

-

Shelby, umberland and Clarx founties.

I o~ N

egl 5--Reglon 5 1ncludes Cthoun, Greene .

» "
Hagoupln Montgomery, Jersey, Mad'son, Bond St. Clalr
Clinton, Washlngfon, Monroe, Randolph and Perry countles.

Reglon 6--Reg10n 6 includes Massac, Pulaski,

. Alexander, Union, Johnson, Pope, Hardln, JaCkson, Willlam-
son, Sallne, Gallatln, Franklip, Hamilton, White,
Jefferson, Wayne Edwards, Wabash Marlon, Clay, Rlchland

Lavwrence, Fajette, Efflnghan Jasper, and Crawford un-

ties. -
Regresslvity—-The per“cent of the taxpayer's income ‘e

which is taken decreases as that 1ncome increases.

* Rural School DlStP’CtS--ThOue school diStPlCtS

v .

, which were ne1ther“W1thﬂn a stan ndard metropolltan statis- '
tical area, nor were degignated as 1ndependent cities.12 | 5 <\;//

2 i
Shiftin ing of Tax Burden --The movement oft the tax

~ads
£

burden from impgct to inc;dence.

3
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. Iype of School District Organizatidn--Thzse 80299}

N }:,/ distficts”characterized\as either K-12 (usually referred

-~

*
S— ¢

" to as unit distiicts

Ctri

-~ . )
), 9-12 usually referrda to as high

,séhooi‘districts), oiéK-é (usuall»-referrcd to as elemen-»

k

tary school dfstrictgf;/ . ; : : N
. . ) N, . ,
. o X@lue'ﬁddéd.gl(;anuﬁﬁcture--Value_added bx manu-
N, j B T \> L
factur? 3% S i ;k?‘a ¢~ a Y

«

. ) A\ . ‘
- « . derived.by subtracting the ‘tokal cost of
materials (including material, supplies, fiel,

- electric energ » cost of resales and miscella- <
' neous' receiptdy from tHe value\ of shipuments (in- -
cluding resa es) and ®“ther rece'ptsvand/adjusting
the rosultiné& ount by the net \change in' finy .
ished productsgﬁhd work-in-process inventoriep"
between the beginning and ths ond of the yecar,
Value added avoids the duplicaticn in the valup
of shipmefts figure which results from the in-
clusion.6f thée shipment of establishments pro-
¥ucin materials ‘apd componepits along.with the
'P nts producing finighe ‘products. It doe

+

©xclude purchased buginess services. .° |, a3

. - oy, /f\j
\ General Procedures ‘

’

. ) - 7
Archival state aid data for each school dis-

t for the 1974-1975 general state aid actunl claim
was.received from the Illinois Office of Education.

The- attual claim amount;, if -the formla w§re fully.

~

funded, for each school district was compared to the.

iﬁgted <Iéim.under each of the following sitwations:
s KA . . )

v - ]
7 3
P . [ -

ﬁ'w. X - ) N .
— . » . . AN

>vl3U.S., Départment'of Commerce, Bureau of the.Cen-
sus, Census of Manufacturers, vol. 1, Surmary and Sub oct

Statistigs (Vashington, D.C.: U.S. Govornment Frinting

"0ffice, 1971), p. 19. :

-~

3

) & o 18

=,

/
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/O (15 the personal property assossed valuation of the dis_

trict wags removod from the district tax base{f(z) the

:distrlct tax base was adJusted Fo correspond to an assesg-

ment level of 33 and 1/3 per cent o}‘ the market value, 1l
d (3) the personal\pnpperty assessed valuation was re-
oved and the\gax base Mas ‘adjusted to 33 and l/3 per cent
o the market value. The comparlsons wore made to :gter-

\

S
mine the effects oI each of(these changos 1n terms of ‘://

ted stato and local’ expondlﬂéres per Total Weighted
4

Avera {3) Dally Attondance\(T !AD:,) pupil on school districts

with slmllar enrollment characteristlcs, similar drganiza--

tional type, flscql neutrallty, and permf931ble variance.

"School districts ware sorted by enrollment characteri%tics,

v
" using a Spearman Ranx Order Correlatlon to determlne the

III). | »

annltude of the chanve Ain the rank ordor of the districts,,
in tfrms of’equalized essessed valuatlon per TWADA pupil .

under each of the precedlng condltlons. School districts

then resorted by organlzational type, again usigg 'Tj;

the Spearman Ranik Oﬁdor Correlatlon a3 a masure of mskpf~ -
¢ .

tude. Comparlsons f the Spearman Raﬁk Order Correlations

- ._\ \:\

were made to detormine which of tho conditions 1mposed had
~ !

1 »
lL‘Tho assossod valuation of oach school district

with property valuod at 33 and 1/3 per cont of fair
market value was ‘calculstecd rpor. arcaival rocords from
the Departmont of Local Governrant Affeirs (goo- Chapter



Ny ™~

~ the greatest effect upon a particular orgﬁnizational tipe,
or a partlcuiar group of districts With similar’ enrollment"
characteristics Effects on perm1331ble varlance were )
¢ meadured 1n each of the cases by tho McLoone Index and the
coefficient of varlation. Effects on fiscal neutrality
¢ | werse mcasured in eagh case by the Gini Index and the-

'\_ regres31on coefficient - . Ty

L

L 4
‘ & #WzArchiVal real and peISonal property equallzed
valuation data for thed;oara 1946-197L, totaa

assesse
taxea locally levied for the years l9h6 -1973, and’ educa-
tional taxes locally levied for the years 1946~ 1973 Were
. gathered from the Department of Loi§§ﬁﬁovernment Affairs
} is data was used to- progect/{ge follow1ng (1) roal | :
L .Y, eNtate equalized assessed valuation 1975-1979, (23 tal
taxes locally levied 1974-1979, and (3) educationa{ifaxeq(- ’
locally levied l975—l979. Estimates, based upon the pre-
‘Ceding projections were made of (1) personal property .
equalized assessed valuation 1975-1979, (2) total taxes |
Alocally levied lost l97u =-1979, and (3) educational taXes
locally levied lost 1975-1979 An alternative projection
and estimate was prrepared for the total educational taxes

locally lev1ed 1dst 1975-1979. Projections were made uSing

thegf

}ltlple regre331on technique for gsta analy31s
N Thesgroceedlngs of the Illinois Constitutional Con-

vention of 1970 were revieWed to determine the.limitations

25 ‘
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. 4 / A * ‘ , . .
and intent of the drarters or the;%onstitution, when they
wrote Article IX, Section 5. Court cases which were
" relevant to this section, both;the I1lino¥s Suprems Court
and United States Suorehe Court were réviewed Any
authoritgtive ' journal articles ”blChCF°r° relevant to this
section were also examined..

. ] .
. The 1iterature was rov1ewed to determine which

alternatlve taxes ugre feasible €5y use in ¥llinois. ghe
l.mltations of the Illin01s Constitution and philosophical
constraints found in classical and modern taxation theory
were the ¢r;teria used to dotormlne feasibility.
. Different re&enué allocation mothods were devel-
- oped; these allocation methods centered around two differ-~
ent issues. The problemsqure fep;acing revenue lost to
all taxing bodies and the uniguo problom 6f replacing
revonue lost to education in ;léy_pf the: constraints out-

lined in the_Serrano decision.

L

'ﬁ;// ’ Dolimitatlons

e

Thi& study vas limited in the RrojJection phase by
. the calendar vears 19,6-1979: In thq simulation phase,
| the studj coverod onlj the tax yoar 1973 and'thé school
years 1957L- 1§75 Schoo; districts'ﬁhich wore. formed orp
‘ceased to. exist betwuon the 1973 tax year and the 1974 ~-

1975 school-yeér vere dropped from the study. School

\
v

‘\
A
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distri 'S which had a varlatvbn on recordod ®3scssed valu- » 2
-
atlon gresater than or. equal to 1 per cent, when assessment P

rocords on file at the IllanlS Office of Lducation and .

;{/ the Department of Local Government Affairs were cdmparod
AL / -
were excluded. In the* section deallnp w1th(§nrollment
(; : charactcrLstics, only 930 school " ulstricts Were identified

e

M because consolidation had occurred which resulted in new %
\ .

distripts that could not be used. * N

n
\—

r ‘ , o Assumptions

In this time of uncertaln econoric futures, the N

.
-~

. past is probably the hect predictor of the future. Thore -

fore, it was ass umed that over thc shorg rurit (1975 -1979)

e

the assessed valuation ol both real and personal property
would continué in the upward trends demonstratod from
1946-1974. Further, it gﬂs aséﬁmcd that the total and
educational taxes l%\ally leyied for 197)-1979 would con-
tinue in trends they had demonstrat/i from 19h6-l973 |
* Education is one proauct\oz a child's background
Y | whlch that ch11d’W1ll take with it for the rest of its
life wherever it goes. Therefore, the kind of educatlon_
that child recelvod should be the best that is available
Ain the state. Also, no matter whore that child lives in
“the state that educatlon should be avallable ' In other

‘ 4
words, each child is ontitled to an equal education, and

272
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that educational opportunity shculd not be determlned'by

where the child li&%s. y } - § -

. - N
' "~ Some local governments no Iénger have theftax base
-to provide all of the sexvices which their constltuency 5
requires o(jthem. ’If the constituedcy desires these '

8 = | i

*services, thef)must pay fcrfthem through local property

\
9 N
. taxes, local governments' main revenue source. Locald
governmenti}wo%ld have a la#EerJtax bdse available to - éﬁ
B ~ e R l\ ru
'them 1f the state aSsumed a gregter share of the bwurden

which education placas on the local property tax“base,

Purposes of the Study

The purposes of the stud& are as follows:
1. Determine what the writers of the coffstitution
intended in Article IXi Section 5, /
2. Determlpe the effects on- local‘school districts
ir the personal property tax had been abolished on January
1, 1973,
3. Deternine the/effects.on local school districts
if House Bill 990 had been fully implemented on January 1, .
1973.
4. Determine the off%cts on local school districts
if the personal proporty taz had boip abolished on January xv
1; 1973 and/ﬁouse Bill 990 had beon full, 1mplomented on v

-

January 1, 1973.

23
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‘ 5. Detezmine the effect of the loss of the person-
al pro&erﬂy assessed valuation on the ranking of school
districts on the basis of assessed valuation per TWADA -
pupil” for fiscal year (FY) 1975, ‘
6. Determine the effect of House Bill 990 on the

ranking of schopl districts on the basis of assessed valu-

- ation per THADA pupil for FY 1975,

7. Determine the effect of the loss of the per-
8onal property, assessed valuation and House Bill 990 on
the hgnking ‘of school districts on the basis of assessed
valéhtlon per TWADA pupil for FY 197S.

.\\ 8. Determine the effect that the 10ss of thg
Qerbonal property assessed valuation would Heve on the
stase contribution to education throﬁgh tho grant-in-aid‘
formula in FY 1975 in terms:of achievement of fiscal
neutrality and permissible variance.

9. Determine the effect that ouse Bill 990 would
have on the state cod%rlbut -o1: 5 education tbrough'the
grant in-aid formula ™ in FY 237+ 1 terms of achievement of
fiscal neutrality and pormiscible variapcb. |

10. Determine the effect that EEG loss of the ber—
Sonal property assesgod valuatioe and Heuse Bill 99b
would have‘on the [stato convribution to education through

the state grant-in-aid formula in’ FY 1975 in terms of

achievement of fiscal neutrality and pernmissible varignce.

2
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- defined by tpe Illin01s ‘orrice’ of Educatlon.

- . i, 17
11. Determine the’éffect that loss of the personaI/
ﬂiproperty assossed valuation will have upon school districts

in each of the bix‘regions defined by the Illinois Office-"

. o . )
of Educatron._ o . ‘ - < : .

'12.u Deternine the erfect tbat House Bill 990 will
bave upon school districts in each of the 81x rogions

13. .Determine the effect that the loﬁs of the
'personal properfy asgessed valuation and House Bill 990
will hqve upon school districts §n each of the six regions
dofined by the Illinois Office\of_Education.

1. Estimate tho amount of funds vwhich the consti-
tution sajys must be replaeed to all units of local govern-
ment and school diatricte'on January 1, 1979, by the state,
asf; result of the proposed abolition.

15. Determine the limitations imposed upon the
logislature by t?e constitution, with respect to alterna-
tive replacement tax sources.
| . 16. Deverép alternative tax sources which.Ere
consistent with the limitations imposed in the Illinois
censtitgtion. .

17. Deotormine what tho offect of these alternative

taxes would be on the ccfetitive reletionship of Illinois

businesses in tho mAarketplace.



districts. ' ' {

. 1i

18. UOLumvp aLLquqtg-u Siedels waich will dellver

‘the appr~priate amount cf revenuo "to replace the revenue

for oporations lost to units of local government and schood

S

——
’

19. Determine i{f the present grant-in-aid formulas

would be ablefgg bo uged to reﬁlnce the revenues lost due

“to the abolition. of the personal ‘property tax, or if they

would‘Bgﬁd~leglslat1vo modificaflon

20. Develop alternatlve models whlch Will replace

the revenue lost to the bond end interest fund of the

local 3chool: trict as a result of the abolition 6f‘$be'

personal prc tax.

. 2;,. - stsioz; ‘alternative ‘médels to insure that -
ind1v1dual 3ghool dlstIlCtS will not have their debt
llmlt“tﬁggﬂggduced aAs a result of the loss of tho assessed
valuation from poersonal propertj

22. Devolo> alternative models Whlch deliver the
appropriate ar.ount of collocted. revenue if the assessed
veluation of an 1nd;xlxuql 3chool dis trlct ch&ngos after
January 1, 1979, , . o

23. Devoler proposald four consideration by the
General Ascermbly and its geveral committees and commissions
which aro studyin. this problem and will be affected by the

decision.

n .
Y _ (
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‘CHAPTER II -
INTENT OF ARTICLE TX, SECTION 5, AS REVEALED *
IN THE TRANSGRIPT OF THE DEBATES O

I THE CONSTITUTIONAL CONVENTION

- ;
On August 9, 1970, the Sixth Illinois Constitution-

al Conhtion adopted Article IX, Sectica & of the proposed
I1linois Constitution of 1970. It was ratified by the
people on December 15,‘1970, and became effective on
July 1, 197%:\_Its language was clear,)buf its intent ap-
'pegred not to be so Jiéar. The purpose of this ¢hapter 1is
. to deterﬁine,~as nearly as possible, the intent of the .
drafters. ’ |
The ¢ommittee on Revenue and Finance of the Sixth
Constitupional Convention submitted'Proposal'Number 2,
Section 4.2 to the convention on Jurf$™I8, 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 valuation.l

C

lRecord of Proceedinng, Sizth Illinoiz Constitu-
tional Conventicn, Corsiittoo Provnosals, Docegmber G, 19569~
September 3, 1970 (Springfioid: State of I ingis, 1972),

p. 2,129.

4
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As it{was submitted, this was the revenue article which
dealt with personal property. There were four minority
opinions filed with the committee report.
The mlnorlty opinions centered around three points.
First the proposal to reinstate the ad valorem\bgrsonal
N property tax on individuals which might be, and many felt
~ would be, eliminaced on November 3, 1970 by the passage of
| the proposed amsndment to‘the'Constitution of 1870. The
committee reported that the power to tax should be rein-.
statod but that the . legislature should also have broad and
- sweeping powers to iﬁform the personal property tax’ lews.
Concern was expressed that the adoption of the proposed
'amehdment would cause litigation over the definition of '5;
"individual".which could be ellminqagd ir the legislature "
had the ability to reform the personal property tax in a
manner more consistent with the manqgte of the lUith Amend-
gxent of the Constitution$f the United Sta'tes. It was
stated in the cormittes report that the legislature Wwould

#

'certainly "be conscious of whatever public attitude .toward
personal propeﬁty taxation ig revealed by the results of
the November 3 election."? The dissenters (Delegates

Cicero, Downen, S. Johnson, Meek, Mullen, Ozinga, aug,/’rJ/‘\\—Q‘/

Scott) felt that this possibility would be so distasteful

~\

N

2Ibid., p. 2,137. o

«
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to the voters that it woudd threaten the passage of the
> , «~ . entire Revenue Article. . N .
. _ _ . The sbcond point was the abolition of the personal
property tax.' There was concern that ‘there was a need for
a personal property tax, but one which was not based upon
the ad valorem (value of the item) basisﬁi The tax could be
on'the basis of dollars per square Yoot (mobile homes) or
dollars per horsepower (airbraft), but it .was not to be
based upon a method which tried to asses:“:he value of the
property. It was charged by the minority that assessment
by value is open to "pressures, manipulation, corruption,
payoffs, and othser injustlces."3 It was not the purpose
. of the dissenters to eliminate the revenue\uhich'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 nlne-year period
for an hrderly transition to take place.

The third point was insuring that the revenue lost
to the local governments would be replaced. - There is no
provision in Section l;.2 for the replacement of revenue
lost because of the abolition of tax on a class of‘proper}
ty. Local_gouernments'receigpd?approximately 20 per.centj

of their income from persona( property assessﬁﬁnts, with

1

31pid., p. 2,140.
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Somo counties receiving 50 por ceat ol their”inéomo’from
personal property asseséments,.so there was-.much condernn—
as to the method of revenuo roplacement. .The minority felt
that this was the time to incérporate new . sources of
revenue, i.e., the income. tax, into the shared suppé;t of
loéal government. Thorefore; in order to eliminatérfhese
concerns, the follbwing minority proposal was submitted:

Any ad valorem personal property tax abolished
on the dato this article takes effect shall not be
reinstated or imposod thereafter. On January 1,
1979, the General Asserbly shall abolish all ad
valorem personal property taxes not previt sly
abolished 'and shall replace revenus lost¥Wo local

V' govornment units.as a result of such abolition by
levying or authorizing the lﬁvy of taxes other
than on an ad valorem basis.t '

This proposal was submittod by Delegates Downen, S. Johnson,"

R

Moek, Mullen, Ozinga, and Scott. ]
) These majority and minority proposals were brought
before the convention for condideration on Juno 19, 1970.
The direction of shift of the bax burden was a matter of
immediate concern, as the debate shows:
Mr. Zeglis: The next question, Mr. Karns, well,
then it is a fact that tle removal of any part
" of the porsonal proporty tax will shuift over to
the real estate if tno local government 1is levy-

ing thes maximum rate,. and all bond issuos will
nov be assessed ggainst real ostate only?

Mr. Karns: That!s right, yea. 1In my(opinion,
in the 'first instance or in ths short run, the

N

thid., Pe 2,139.
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only place to make up the 1083/;; by a shift to
the real estate tax. : - , .
Mr. Zeglis: This all shifts to the real estate?\
Mr. Karns: That's ny opinion. The General
Assembly can-provide "in lieu of taxes," - It
sounds fine, but whgther they will do 8o or not,
remains to be seen.

On June 25, 1970; Section h 2 was Brought before
the convention, seated as a Committee of the Whole. At
thls time the minority proposal was submitted by the
sponsors as an addition to the committee report Delegate
Elward: gave rationale for continuing the personal property
taxo N - “C‘ .‘.

It is, in my judgment, a serious nistake--at

least at first reading, and I think perhaps
throughout the Cenvention--to take any category

of property which could be taxed and gllminate
1t forever by constitutlonal mandate

®
At this tlme, Delegate Scott reiterated that the purpose
was- not to eliminate the personal property tax, only to
oliminate the ad valarem method of personal property

taxation. ‘He then listed approximateﬂy twenty different.

taxes which could be imposed upon personal property, none

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

[
5Rocord of Proceedinos, Sixth Illinois Constitu-

tional Convcntion, Vorbatin Irangcripts, December a, 1969

Yo May 21, 1970 (Springfisld: State of Illin013, 19( ),
p. 1,912, T

6

&

Ibidoj po 2,0390
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concern was expressed about the method of taxafion that
could bo used to insure that corporations ah&réd”an ade -

quate. portion of the tax burden without the use of the =~

©

.
RN

' pg;sonal proporty 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 several .¢
ways. It depends only upon the imagina?ion of ’
the people who are trying to tax; o« v . -

Then, the subject of the effect 'of the decreased
assessed valuation upon schools was raised. J

Mr. C. Parker: . . ., One of the costs of educa-
tion, as you lnow, is=--to the local community--is
the building of school buildings. That is--the
money had to be raised by a referendum--a vote of
the people. Your bonding capacity depends upon 5
per.cent.of your asgessed valuation. Now accord-
ing to this proposal, what does this do to that
bonding capacity the way wo figure it now? How
does that work out? ‘
Mr. S. Johnson: . . . I am confident that the
Local Governnent Committee will come out with a
proposal that will eliminate that archaic provi-
sion, and so that removing personal property--
agsegged valuation from porsonal proporty--in .
tandem with tho rouoval of tying debt to assessed
valuation will have no effect whatsoever on the”
ability--or should increase the ability--of local

©'guvernments to issue indebtedness for achool

. buildings. ,

Mr. C. Parker: Are you saying then that this .does

definitely--according to this proposal this would

R

TIbid., p. 2,041.
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definitely affect the'present base as we now fig-

ure it? : : 3

Mr. 3. Johmson: If we continue to tie debt 1imit
~-local debt--to assessed valuation--the 5 per
cent debt_limit to assessed valuation, yes, it

would. _
Mr., C8 Parker: That's all I reaily wanted to
know,> —_ .

Later in the day, the subject of bonded indebtedness was
approached in a different manner. '

Mr. Zeglis: . . . Doesn't this amendment--removal .
of ;the personal property tax--in any form auto~
matically shift all existing bond issue expense /f“H~4:7 :
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. o

Mr. Zeglis: . , . When we file our bond levy with
the county clerk, we say,4"Collect this money from
the assessed property inulur district." Automa-
tically--the removal of any personal property auto-
matically puts the entire bond issue over on real s
-estate. . . . _

In addition to’that there are 6,500 taxing ,
bodies in the state of Illinois, many of whon are
not levying their maxirum rate, that automatically
that 1s made up and shifted over to the real es-
tate. You automatically raise all real estate !
taxes when you remove any part of the Sersonal
property tax in the state of Illino}s.

f{During the debate, Delegate Scott,offered some solutions

to these problems. | , : T e

81vid., p. 2,043.
3.

9Ivid., p. 2,060. .
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Mr. Scott: If 1 may lr. Frosidont, I would like
to-add tosthat a little. Naturally, I would sub-
stantiate’ what Delagate Johnson has said but,
numbar Y, when a school district loses valuation
i1t quelifliss for syate equalization aid sooner
and fastpr. It throws an eaplier load, as far
as equalizati aid, mainly {for the education
fund. \ .

.+ One ?hind that I am thinking bf, for example,
18 that if At. [debt] wero tied to)|the present ,
system a?? increased the 5 per cent, for example,
tos or 7, and make it for unit districts 12 per
cent, which would encourage’ consolidation further,
give local governments, schools, ¢ities;, town-
abgﬁsg wrd otnors the right to issue bonds pay-
abld out "of nonproperty tax revenues and those
bonds so issusd would not go against the debt .
limitatign. -« :

 ".Thereiarse many, many ways and I am sure that

- |

B

‘wecm1s%iﬁﬁrﬂusﬁ0

I-@?léant% C. Parker continued to ask questions of
'|‘ - % W

.

Délegate:SCOtt.f'During tbis gseries of questions, Delegate

L4 PR

C. Pafggr stégag.ﬁhat his real concern was that the atate
assume more gzgwbnsibility for the support of education.

He poﬂﬁted|03¥ tgg; he was not concerned that the stfte
pwl'ov%.de“ edditionsl funds, but if a shift in the tax burden
froﬁ'ldggg*government to state government was forthcoming,

< . .
the respo;sibility of ths state should be clearly outlined.
Delegate rarithurai inlormed ths Zrdup th;t the proposal of
the Local Goverument Committes would remove the constitu-~
éional debt limitatipn; This would mean that all debt

limitation would be 3tatutory and couid be altered by the

3

<Ol

g
(&)
[
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legislature to compensate for the lost reQenue. Also, the
commi ttes would propose.that the Provision of the Constitu-
tion of 1870 be removed which mandated that units of loocal
~ government®oould not issus bonds unless they levied a
direot tax against real. estate to pay for the bonds. He
also pointed out‘yhat the Genqrai Assemdbly wéuld not have
to impose taxes to replace ail the revenue which would bé
lost, since proposed home rule provisions would allow some
units of government to generate their own revenue. Dele-
gate Bottino seemed to voice the feelings of many doiogatol
- . v

when he said: '

+ + . Unless we write into this constitution some-

thing that would mandate tho 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

- 8overnment--that unless we do something of this

nature through our constitution, can we have--or

assure our people 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.

I perionally would like to see something
written into the constitution that would mandate

the legislature to movi in the direction we are
all spealdng of. . . .11 .

. ~Mr. Elward proposed to alter the language by de-
léting the Qords 2or not imposed" and "or imposed" from the
aﬁandment, and to'includé the words “or before," so that
there would not be a requirement that the éction take place

simultaneously. Both amehdments were accepted by the

11144, ,
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sponsors of the minority proposal. Tﬁis, except for s.ome
cbahgpa made by the Style, Drafting, and Submission Com-
mittee, was the final version of section 4.1 and 4.2 (a).v

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 to
the collar counties of those peopls who work .in
the city of Chicago?

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 same

péople who are paying the personal property tax

paid by thosé corporations today. ... .13

Mr. Lennon: ., . . but the poople that I repre-
"sent in Coolk County cen no longer afford to talke
on additional taxation in the form of real estate
tax: as they struggle to buy their homes. . . . ’

Mr. Kruppel: ., . , They are saying sock the land-
lord but abolish the tax on the tenant and let
the landlori pay the entire burden of educa-
tion. . . .15

4 .
Mr. Coleman: ., . . please tell us what you are
g8oing to replace it with and give me some assure
ance that the people that will have to pay this

121b14d., p. 2,052,

Ivid., p. 2,053.
Wrpiq,

15Ibid.




are more willing to pay it than they are the
personal- property. Thank you.l6

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, I
have the utmost respect for Maurice Scott, and I
believe that he ig most sincere in hig expresg- .
8ion that these things will come about and that
this replacemsnt mon€y will be found; but I have
also obssrved the Illinois legislature over a
good many years . . - .What are you going to do
if the replacement funds are not voted with the
neatness and precision that the amrguments in suf-
Port of this amendment assert Will be the case?l?

Vice-President Lyons: , . . Nobody in this roonm
can tell me or tell anybody where that revenue

- Would be replaced in the event that the personal
property tax is abolished. Nobody can. Nobody -
here can mandamus the General Assembly to do any-
thing, and nobody anywhere else can either. The -
General Assembly cannot be compelled to replace
this revenue. It cannot. be coripelled to pass an
appropriation bill., It cannot be compelled to

- €ome up with an in lieu--3sdealled--ip lieu taxa-
tion szgtem. It cannot be compelled to do any-

. thi.ng. . ~
In spite of the objections and misgivings on the

rart of some delegates, sentence two of the minority ™9

,;]?,“%bidn. p. 2,0%.
LT
M Ibigy, p. 2,050,

" © Brpga., . 2,060.
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proposal was adopted. Delegate Llward introduced an ‘
'hmoﬁdmont to insert the words "on busirfess and corpora-
tions,™ but this amendment failed.

On June 30, 1970, sectian i, now including the’
minority proposal, was brought before the convention again.
This was done for the stated purpose of n@igniné oortainA
'porfiane of the Revenue Article before they were asubmitted
to the Style, Drafting, and Submission Committes, and v
before they'were brought back for second roading. At thie
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

of the(Johnson amendment which has to do with
abolitiQy of the personal property tax on corpora-
tions by--whatever it is-~January 1, 1979.19

]

This rednitiated the debate which had o;currod earlier in

the conpgent After long debate the Lyons amendment was

defeated, ving the minority proposal intact. However,

& motian to s the proposal to the Style, Drafting, and
Submission Committee failed. After the lunch recess

; jate Schuman moved to reconsider the motion to send
the proposal to the Style, Drafting, and Submission Com-
plittee. It was passed, as was the motion to send the sec-

tion to the cormittes. ;

191b14., p. 2,138.
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When section L .2 cane back to the convention an
August 7, 1970 for second reading, there was much disagree-
ment with the language changes proposed by the Style,
Drefting, and Submission Cémmitteo.

/
Mrs. Mullen: . . . I think one of the things
that the change in language on this abolition
does is indicate to the reader of the:article
that this is an immediate abolition. We did not
intend this. This may be what happens, but our
intent was that this--through the general classi-
ficatian powers of the General Assembly of per-
sonal property tax and their right to abolish,
that they could abolish these taxes as they go
along. . . . This destroys--it may not really
destroy the real offect, but it destroys to the
reader that this is a phasing-out proposition.
It may nozobe phased out; it may be immediate;
but . . . -

Finally, Delegate Whalen, Chairman of the Style, Drafting,
and Submission Cormnittee, recormmended that the convention
return to the original language. However, he admonished
the propanents of section 4.2 that, ". . . it 1s possible
that we have only a mandate in section B rather than an
abolitioﬁ."z1 So the entire section 4, n tion 5,
moved through the second reading. Sectio:.;Tzﬁrz:.;zﬁ
.1eft in the language of the minority proposal.

On August 8, 1970, Delegate Davis offered the fol-
lowing amendment:

0Ib1d., p. 3,759.

2lmpid., p. 3,762.
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T - Clerk: Amond . . . scetion S, on pajo 3, by
striuing all of subsoctio, (hs sud ingorting, in
lieu theoroof, tho followin-:

(b) e Jatianrey 1, 4979, tho Genoral As-
sembly shall abolish all ad valorem taxos levied
directly upun jorasnal rroverty ) not previcusly
abolished, and shall Toplace revonuo loss to
units of local ;roneral Fovormmonts end school
districts as a result of such abolition by grante
ing annually to each such unit or district a sum
of not less than 20 per cent of the average an-
nual real estate taxos collectod by such unit or
district in tho bpreceding throc yoears.2<e

This immediately spurked new dobate:

Mr, Elward: Wwell, I'm not go sure that's.the
right approacii--T guony weo 'ro running the string
out here. I wonder what happens, Dolegawe Davis,
if the Genoral Asgerbly on ono of thouse occa-
8ional, once-a-iecude fits of irresponsibility,
doesn't replace the revenus lost locally?
Mr, Davis: Woll, Mr. Elward, it seoms to me
that where we have tied this togother, giving
: them a mandate to wbolish and leaving to the
& General Assembly tho duty to abolish, that if
© they fail to abolish, or if, having acted to
abolish, they fuil to make the grant that any
rational court--and, of course, we have some
that are a bit irrational--but I would think
that any raticnal court would say that the duty
was upon them, if they did abolish, to make thse
grant, and that Having lailed to makg the grant,
the abolition would not tale place .~ ;

Mr. Elward: . . . Thesse Wo itery are not tied
together, and that's ons of the bigrest things
K that’s wrong wit thig armriment, o,
The abclition, whle™ I son assuve you . . .,
Will go t-rough in £ivs trvs £lat, . . . but
there'!l. be 3 1:ttla deluy--riaybe jfust a decade

.,
22Tvh1d., p. 3,807
rote., oL 2
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. .

N or two--about replacing the revenue lcst. :
« + . Now, assuming you have constantly ris

real ostate taxes, as has, I think, been the chase
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 1s going to have different
figures comprising the base, and you are, there-
fore, not going to be replacing, say, in 1980, as.
rmuch 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, you.
will be using 20 per cent of three lower figures,
and you will, therefore, not produce 20 per cent
of the 1980 total tax bill. o ‘

.After more discussion as to ﬁﬁe proper wording to assune’
”ﬁ.‘ that the abolition and;fe%enué réplgéement were unmig-
| takenly tigg¢z;§3%her, and to furthér assure that the full
burden of the tax would ﬁot be passeﬁ to the real estdte

. . - R ! R -1
owner, a number of wording chafiges were suggested.

- ‘ ~
Finally, a recess was called, and Mr. Davis 'and Mrs. Leahy

made wording changes in the H¥oposed amendment. After the
’ 'é. e :

recess, the amendment was suBmittedvas follows:

A ' On or before January 1{&i2}g} the General
- Assembly shall abolish all valorem taxes levied

on personal property not previously abolished,
gﬁﬁ'Ehall concurrently thereirith, replace revenus
lost to uhits of docal government and %chool dis-
-tricts as a result of inch abolition.25 . :

After thp‘f'_gnge in language, there were many questions.
‘ { . N A o, e . X
Mr@ Nudelman's . . . As I read the revised draft,
I.den't see any indication that the Géﬁoral -

o R - ) ~ .

T
2h1p4h, v : N

251b14. ; p. 3,827.
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Assembly will be required to dontinue‘making }
such payments from year to yoar. 1Is that implied
in hore soms place? . -

Mr, Davis: It is intended to be implied by the
1&ngu§ge which requires them to replace revenue
lost.<®
, ) ...
ir. Nudelman: Vhat--what--what protection do the’
Jocal governmont units have for the continuing
*  higstoric inflationary spiral that this country
-has gono throuh since its incoption, so that in
ton oy twenty yoars from the dato, January 1,
- 1979, or any other date, the dollar will be worth
- substantially loss? What protestion dooes the
’ local govormment unit Lavo againgt that?
Mr. Davls: Mr, Hudelmen,.I don't lmow that any
-of us--Local Govormusnt or othorwise--have any
protection, . . .<7- ' .

Mf? Nudflman questionsd Mr, Davis at longth. During the
questioning,‘lllru Imdolman proposed that the ohly prote¢-
tion against inflation would bo‘ﬁhe céptinuation of ﬁhe |
personal propsrty th.' Mr, Lowié huggQQtod the addition
of Mand thercaftor” toJinﬁuro that the General Assembly
undérstood that thié~ﬁds a continu{hg4responsibi1ity. The

, ?
debake continued vith rmch concorn aboul the shifting of

tho tax burdon to ths homoowilor, Mp, Thompson suggested

an emendment, after a qusssisn:
‘ . .
M». Thompson: ., . . Tn your opinion, sir, if
the Conor:al L330mbly did--took no action what-
goover by tho dnats, 20 T rofussd to pay ny
porsonal pronsiiy tert i1 end viots tukon to

»

261544,

°T1via., p. 3,828,
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court, what do you feel the outcoms of that suit ’

would be, assuning it reached the supreme court
of the state of Illinois?

Mr. Davis: . . . It's woll established law that

1f you mandate the legislature to do something .
and it doedn't do it, you can't gé irtto court and :
got mandatory injunction Toquiring them to do it.

Now, there has been some breakdown-in that

philogophy in the one m¥n-one vote decisions of

the Unitod States Supreme Court, but they are

based on an entirely differont situation than

this. ‘ o ‘ :
- I think the answer is, if.they fail to abol- «

- ish personal proparty taxes when they are re-
qu?red to do so, yout'd better go on paying your
porsonal groperty taxes unless you want to pay a
penalty.2 _ B

4

Mr. Thompson then proposed that somé'éhanga be'made
in the wording to forbid the transfer of the replacqment.
revenue to roal eastate. Hr. Davis suggested that a possi-
ble amendment might read, "rop}acoment of re%onue éhall A
not be provided by any revenue from ad valorem taxation of
real 6state,"29 Tho amendod language was adopted. Mr.*‘
Gertz rocommépdéd tho addition of the word "all" before
revenuo; it was accopted as an oditori 1 change.

Mrs. Leahy pointod out .one woalnoss of the amend-

ment:

« + . Supposing a school district i3 receiving

$20,000 in state aid in 1978. Could the Genoral
Aggombly cut out that crant.of aid and then sSup-~
posing tho school distriect lost $20,000 through

281pid., p. 3,831.

29Tpid.
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this abolition and then, you know, grant--make up
that grant, tho previous year having withdrawn
their present typ‘ of aid? Do you see what I
mean? - T %

Mr. Davls: Yes, I do, and, Mrs. Leahy, as far as
1 lnow there is absoclutely no way to prevent the
logislature from withdrawing all grants of state
aid to the common schools. There!s no way that |

Vo could forco them to do it, if they fail to do

it, and I gsupposo thoy could Subgtitute here,
under tho subterfusoe thoy woro. yeplacing revenue ;
but the history of tho state support of the pub-
lic schools loads ro to think tndt they do not
wish to dostroy any public sc¥ool, which would bg
tho inoviteblo result of what you'ra“suggesting.’o

]

After eore discussion on bond revenue, Delegate McCracken

proposed the following amondment:

Mr. McCracken: . . ., Tho following--the period
Do 'striclken on the Davis amondment and these words
vould be-adund:  M"solely out of the proceeds of g
statewido tax imposed oaly Tor that purpose, ex-
clusivoly against corporations.m

That plhrasing i3 not vory good; I suppose I ,
should have said Ya atateuids tax imposed exclu-¢
8ively a/rinst corporaticns, golely for_that pur-

‘pose.’  Tiot would Lo mewn gpramatical ,s. )

MeCraclen statod thoe roason fbr his amondment:
« « o Now, if thoseo who are rorosing that the
H . - (&) ! M
porsonal property tax ho abolishod aro sincere in
that they do not really have an unstated motive
J 7
to favor corpoz-atjons4 they shnould gladly accept
this amondmont, . . 032

.9 daxn

Furthor-, M¥r, 1Craeclmn oznlained how he intended this to

occur:

3%1pid., p. 3,332.
31vid., p. 3,833,
221bid.
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I would envision what we might call a

surtax. . . . I would-think that it prohably ' R
\ would be a}%ax superimposed upon tho income

tax., . . .
During the debate, 1t was clarified that the only
2 " .

momney to be replaced to local govornments was that -

actual rovonue lost through the abolition of the personal
Proporty tax. rain, it was sugposted that a reasonable
manner of establishing this figure might be g moving i

u%'average of the throo prior yoars. Howevor, at the end

M AT
X N ]
oty

of the debate on the amondmont Mr McCracken did

make a change in his p@esontatlon on the method of tax-

ation:

» « « Please do not plcture any particular
type of tax being imposed. Ploase do not ac-
copt my Suggostion that we add an extra line on
the corporato income tax roturn in order to

“ find this. I don't have any idea what the

logislature will docide. I am only suggesting

th&u 83 onec possibility that occurs to me.
Perhaps it Ulll bLe a frenchise tex that the
logislatvro viTl decido upon., Porhaps it
wiil bp sorn ouker typo of tax. I don't

" lmow. 3%
. | \X\

‘

331bia., p. 3,83l.
Shrpia?, p. 3,837.

%
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The amondmént, as' follows, was votéd upon and‘ﬁdopted.

(b)- On or before January 1, 1979, the General
Assembly shal abolish all ad valorem taxes
levied upon - rsonal property not Previously
abolished, concurrently therewith and

purpose. Replacement of revenue shall not be
° provided by any revenue ggrived from ad valorem
taxation of real‘estate,35 = - A

On August 9, 1970, after submission to the Style,
Draftiﬂg, and -Submigsion Committes, aﬁd after consultation
with Mr, Connor,‘Mr. Brannen,'Mr. Weiéberg, and Mp,
MbCrﬁéken,_the following section 5 (b) and (c) with

agreed-upon languagg was pProposed:

(b) Any ad valorem personal pProperty tax abol-
ished on or before ‘the date this Constitution
takes effect shall not be ‘reinstated there-
aster, : : , .

(c) On or before January 1, 1979, the General
Assembly shall abolish all ad valorem personal

‘8onal property taxes Subsequent to January 2,
1971, by imposing statewide taxes on the class
or.classes of persons relieved of the burden of
Such ad valorem taxes. If ‘any statewide taxes
imposed solely for Such replacerent purposes .
. are taxes on or'méaSured-byuincome,‘such re- s
- Placement taxes shall not be considered for
purposes of the Iimitation of one tax and the
. ratio 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 real
estate.3 ' : \

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 relieved
of the burden of such ad valorenm tax. Now, in
fact, let's suppose you were taxing barbers, for
oxample, and all of a sudden thsre weren't
barbers anyrmore. Does this mean you can't move?
In other words, by putting "class or clasggcsg,"
if you raise so much by farmers, does thdt mean
that tho farmer is going to have to raise the
same amount, regardless of the fact they declinse
in number? '

Mr, McCracken: . ... 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 g
categorical "no" on my parv. I .would just,
enticipate that tho legislature would usge reason.
But let mo pcint out sorothing else., . . .

In 1979, each district is going to get reim-
bursed "X" dollars, because shat!s what the dis-
trict raised in personal propsrty tax in 1978.

" Suppose we continue to have inflation; . . .

~

After a little moro debate, i1t was clarified that the in--
tent of the amendment was to talk of large categories of

industry end business and:hot of individual occcupations.

<

36Rocord of Procqcaiggg, Sixth Illinois Consti-

tutional Convchtiongrggigj Jonrnals, Deeambor 8, 1969-
Septezber 3, 1970 (Springficld: Stato of I1linois,

157275 b, ©77.

7Proccodiqﬁg, Vorbotim Transcript, p. 3,889.
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Without further debate; the amendment was adopted.

Issues of Intermretation

Examination of the transcriPt'reveals that there
was debate over the definition of “individual," a§ derined_
in the Senate Jolnt Resolution 30 (1969) and tho clarify-
ing resolution Senate J;;nt Resolut§o§ 67 (1970), which |

stated: - . | . i 7
_ ry o,

Resolved, by the Senate of the Seventy-sixth
General Assembly of the State of Illinois, the
House of Representatives concurring herein, that,
in adopting Senate Joint Resolution No. 30, which
submits to the electors of this State a constitu-
tional amendment pProhibiting the taxation ol
personal property by valuation as to individuals,
it was the intention of this General Assembly to
abolish the ad valorem taxatiop of personal prop-
erty owned by a natural pPerson:or by two or more
natural persons, and that, by. the use of the
phrase ''as to individuals," this General Assembly
intended to mean a natural person, or two or more

The Supreme Coﬁrt of the United States has since ruled on

this 1issue in Lienhausen vs. Lake Shore Auto Parts Co.,

which accepted the clarification of individual as was

printed on the ballot:
| ' The amendment would abolish the personal

" property tax by valuation levied against indi-
viduals. It would not affect the same tax

Coo (
3_,8Illinois General Assembly, Senate, Senate Joint

- Resolution No. 67, 76th Goneral Assembly, May 26, 1970,

Journal of the Senate of the Seventy-Sixth General As-
serbly of the State of Illinois, p. 5,026, !

18
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levied against corporations and other entities
not oconsidered in the law to be individuals.
The amendment would achieve this result by
adding a new article to the Constitution of
1870, Article IX-A, thus setting aside existing
provisdions of Article IX, Section l, that re-

quire the .taxation by valuation of all forms of .

property, real and personal 8r other, owned by

individuals or corporation.3
' Upon remand from the United States Supreme Court,
the Illinois Supreme Court issued the folloﬁing supp}o-
mental opinion defining individuals:

-

T ‘ . ‘
The constitutional provision barring the
imposition of ad valorem personal property
. taxes on individuals and the U.S. Supreme Court.
decision (§ 200-650) upholding that exemption
permit the imposition of the tax on personalty
owned by: partnerships, limited partnerships,
: professional associations, professional service
. corporations, and-.fiduciaries. This court
originally ruled (§ 200-603) that only natural
persons holding property as individuals, as
tenants-in-common or as Joint tenants were
éxempt. It was on this basis that the U.S.
) Supreme Court upheld the exemption. 1In the
case of bank shares, they are exempt, as arse
other shares of corporate stock, only if ﬁhoy
are owned by a natural person or persons.iO

. However, there ars many other issues which are still un-

‘resdlved as indicated below.

: 39Lienhausen v. Lake Shore Auto Parts Co., 410
U.3. 356 (1973). -

- "
uoIllinois Tax Reports (Chicago: Commerce
Clearing House, Ine., 1974), p. 10,158. ~
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l. Will the ad valore:: porsonal property tax be
' 3
abolished as of Jonuary 1, 19797 _ ‘

It is important to noto that the drafters of the

constitution did not diroctly abolish the ad valorem per-

»
sonal proporbty tax. Instead, the Genoral Assembly was

given a mcndate to abolish the ad valorem method of per-m
sonal property taration on or bofore a cortain date. As
Dologates Witwer, Lyons, Eluard, and Davis all noted,

there ié a voll-definod body of law vhich holds that the

2

. ~courts, may not mandato th»s legislaturs to do Something that

the logislatdro fails to do, Casos which have resulted in

. the legislabturo boing dirocted to roapnortion itsolf, by

thé courts, have wvoakensd this construct somsvhat. It

appeers that there 1s no diroct abolition of tho porsonal
property tax in the constitutipen, Tho $£irat soction of
the Tirat sentence Iin cecticn 5 (¢) doos not constitute an

abolit’fon, but a mendato, This mondate 15 a nonsolf-

.

executing demand, but it is instoad a continuing mendate

[,

for tho lopgislinturo. That ja, the mandate will stand

. Ll .
ﬁntil somo lozgsliatira choosns to accept”the challonge

of thn nzndqty,
/

-

]
Wanlno]m 5. Jamin, "Conatitutional Abolition of

©Ad Va¥rem rorsonal rroporty Toxas: L Loekidng-Glags

Bool:," Illinois rox Jusrendl o0 (Pobruary 1972) (L6,

7
<@
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2. Can the Genérgﬂﬁﬁééémhlf abolisi fhe tax and
. g . "L
not replace the revenya? . i "
L !

.;I?fhb constitution did not intend

4

for this to be éhe/c;s;.uz Tﬁ; debate between Mr, Elward
and Mr. Davis indicates that this was clearly considered
as a possibility.u3 The Illinois State Supreme Court in
1973 in Elk Grove Engineering v. Korzen determined that

this waé not a possibllity, in the Court's opinion. The

LCourt said:

- » . the General Assembly cannot abolish ad

valorem personal. property taxes which relieve

& ¢lass o taxpayers of tie burden of the tax
- Widblweut imposing replacement taxes in accor-

*"f‘?:s;tn the provisions of section § (c).hh

3. How will the revenue be replaced?

The drafters were cafeful mot to stipulate any
methoa which must be usqd, but they attempted to allow the
General Assehbly as much latitude as possible. The only
limitations’wore that the tax revenus generated by the
replacement tax shpﬁld be sufficient to replace the
revonué'lost, the tax should notﬁbé;an ad valorem tax on

real estate, the tax should not buiden individuals not

h2Proceedings, Cornmmittes Prbposqlg, p. 2,139,

u3Procoeding§, Verbatim Transcripts, p. 3,823,

qulk Grovo Ingineecring v. Korzon, 304 N.E. 2d 65

(1973), p. 72.
LY
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presehtly paying the tax, and the tax should be statewide
in nature.}> Dologate McCracken stipulated one tax which
-night’ serve as a replacement tax, but he quickly retracted
. his staﬁemsnts in that area.

. How much revenue will be replaced? :

The limitation in the constitution is ™Mall revenue
lost.” This amount could bo determined by a number of
diffofont nothoda. One mothod might be the amount exX-
tended, another the amount collected, and still another
factor could bo ths time period.. At ons point iﬁ thg de -~
bate, thore was a proposal that the amount be determined
as the amount colloéted oveﬁ?ﬁhe past three years, but
this method Wwagd nevor agreed upcon. So, this remains at
the discretion of the legislature,

5. Whon may.this abolition take place?

The constitubional mandate says, "on or before
January©l, 1579." There was spmovdiscussion that suggests
that this was to be a'phasod transition but that was not
to proclude the possibility of an abjoluto transition if
necesaary. ¥

6. How must tho menoy be replaced to tﬁe units of

local governmont and school districts?

hsﬂamin,'”Constitutional Abolition," p. LL7.

o2
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A b

Tho constitution does not say. It does not indi-

'

cate if the money rmst be roplaced to the exact same unit '

which lost the rovonuo, or if it may bs replaced to the

samb typo of unit in tho state.
o, _
- "7. Must the tax bo collected ak the state level?
<, b ! -
™ . Again, tho conatitution does not say. It says .

only that ths taxes must bo "s“atowide taxes." There is
no probibition of a tax bning authorized by tﬁe state
govornment as a roplacomant tax, But boing lovied,
collocted, and distributod ot tho local level. Or, the
faz cpuld‘bo lovied, colioctod, and digtributed at the
state level. Or thaero could bn goms combination of the

~eprovious eltsrnatives, Furfhor, there i3 no stipulation
that ths tax baio'n statauids rato. That would mean that
tho rato could vary botvesn taxing districts as long as
tho rovenus geneorated wog .adoauato,

3 "ihat I the relation hotuosen néction 5 (a)

R )

Thno fact that thn broad poarneral povwoers of the
locislaturs in aoction O (a) have boown Liritod by sec-

Bion 5 (a) arcrs olaem, 10 3 Tq usvn nob Sha ca30, then

thn T20innda Dvpiassy Tonret Sociaion In Bl Grove .
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v. Korzen probably would not have been delivered as it

16

vas. A

é&a '.‘

S “,

¢
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L6, . , \ g .
; 1l Grovun Drigdnceiin, g. Koruzon,
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i
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CHAPTER III

SIMULATION OF THE 1975 FISCAL YEAR
WITH PROPERTY TAX ADJUSTMENTS =

. ' \a
The Illinois Constitutio? of 1970 was drafted whible -

the Strayer-Haig grant-in-aid formula was the formula which °
the logislature had adopted to distribute monies to public
(K-12) education. The Strayor-Haig formila was a'founda-
tion level formula which attémptod to provide soﬁo»basic.

~ level of oducational sorvices to each child 1n the state. . -

. This formula had two basic flaws: ' o ﬁt::>
' 1. The foundaﬁion'lovel 22d to be chaugec by thé
legislature. The énd result of tris was that the “ounda-

tion level Seriously laggod bohind : 10 statewida &veragé

costs of education. . N

| 2. There was no reward fér local effort. School
districts with low assessed valuation per pupil might have
to‘tax tho population dﬁ & rate twico ag high‘as a
noghboring district ond still not bs ablo to provide »
oéui§~ ont educrtional servicos. Tha Strafer-Haig fdrmulaé;
did not provide "equal oxpenditure for oqual effort "
Thésé-tWO flaws 39riously ;cakcnqd tho ability of the
férmula to provids equal égucatiggg;ﬁbﬁportgnity for each
‘gtudent in the aXAto. | |

) 17
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In 1971, the Sorrano‘cadg in California created
serious dpubts in-tho minds of many experts in tho area of
school finance, and in the minds of many legislators, as
t the adequacy of a Strayer-Haig formula in gstatos where
thers vas a W1de variance in asgsessed valuatlon per pupil.
Tho I lin01s General Agsembly, in order to avoid having
the I1Ainois method of distributing aid to public schools
declarod unconstitutional, a3 had happonod 1n_Californig
and Now’ Jersoy, amanded the law to add another ootion to
the grant-in-aid formula. The now formula, known as tbe
MResource Egualizen” was basod upon the principles of
figeal noutrality and permissgible variance. Figscal
neutrality.was definod in Chaptor I as: M"Tho 1dvel of 4
exponditures in g district shoul®not be a function of
local district wealth " Permissible varifnce is defined

-

ag: " & narrowing of the variation in the levels of

exponditure rer pdpil boetwoen districts hlthln a gtate

" with the passage of time."l Horoaftor in this study it is
assumsd that by its actions in 1973, tho General Asiembly
inEendod tha State to move toward fiascal noutpdlity and to

achieve g narroving of the variance in expenditure per

»

lG. 4lan hloVrod Ban C. uobord and Tnowns Vel-
Chi Yang, :I‘no 1973 Le Iorn o' tin ILlljl'JLu (mneral Purposo

EducationaT Gront- i J)d A bpﬂc‘ Al uw]hatlon

Hormol:  Dopartricnc of Sducaticnal I 7lgl,tzkulon, Illl—
nois Stato University, lf’??) P.e 2L,
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| | Lo
_pupil botwoon districts,

This formula rewardod local districts for at-
tempting to pfovide a lovel of educational services con-
tingont upon tho offort oxorted (tax rate), and also
rewardod school districts with low 83s8essed valuations to
2 groator dogroo than it did sehool districts with high
assoased valpations. Since" this formula guaranteed oach

-‘district\invtho state a fixed oqualized assossed valuatlon
and oach pupil count 1n tho state an education equul to
ql 250 por year (prowidod tho district 1ovied tho. maximun
allowable tax rato) thodrqsnlt spould by n docroa;e in the
variation of tho oxronditure por child .in the‘stnte. This
‘was particularly true sinceo- tho law mﬁndatod that each
wnit school"istrict which had an oporating ta; faté in

. . -
©XC033 of throo dollars would roll that tax rate\back to
threo dollars; cquivalent rates wore 5pocified for.dual
diétricts with excopticnshfcr high o%renditure districts,
Sincé tho noir grantwiﬁ-aié“formula is based upon these
ﬁconceﬂua, end sinen ¢ ggr cent of tho poneral state aid
dollars were digiribatrd throush this forrula (I 1976),2

it boscomes imnoptons to dotermireg wnat tho offects of the

.

o
5 -
Illinoig, The Stote Board .of E Education, Illinois
Cffico or EQNOﬂtLrn. stote Lonnd and n’“r_l hlnanLn"
for Publie Sl ets RN Jiruniur oeries A, umb
ZL9 T*p“‘Pﬁr' R urrico.of HH'“t'on 1975)
pP. 7.
4
~ 3)
& I

t i
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removal of"tthporﬁonal présg;iy equalizod assessed valu-
at}on would hav;§2n the concepts of riscal noutrality and
pormissible variance. It also becomes important to-fnow
whnt the actual vagiation in expendltures will: be in terms
of dollars awailablq to the schqol distripts.

To further compi}cat%§this evaluation, a change
ocourred in the assessment ratio of property. Priod to
1975 al1 proﬁerty, both real and personal, was supposed
'fo be assessed at 50 per c?/£ of market value. In the
fall of 1975 Governor Dan Walker signed into law House
Bil1l 990, which reduced this assessment ratio to 33 and 1/3
.per cent of market value. Sinco somo countles were

@88e3sing at levels below 33 and 1/3 per cent, these - 14

¥

-

counties were to raise their assessment levels to

33 and 1/3 per cent'La three equal installments”’in the

next three 5ears. This would mean' thers wWould be two

factors 6§orating aimultgneoﬁsly: fiscal neutrality as

related to effort, and permissible variance. ) .
With these problems in mind, the following pur-

Poses are presented as they Wwere enumerated in Chapter I

Natd

and numbered 2 through 13
2. Determine the erfécts on local school dis- -

tricts if the personal Property tax ‘had been abolished

] . 6
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valuation per TWADA Egpil ﬂor ?Y'1975
| 7. Determlne thd\gfrect of the lo&s<of the persog;//

51
on January 1, 1973.
| 3. Determine the effects'on local school districts
1f House Bill 99®'had been fully implemented on January 1,
1973, ’
| . Determine the effects on local school districta
1f the personal pﬁGEQ;:} tax had been abollshed on January
1, 1973 and House Bi11l- 990 had been fully implemented on
January 1 1973, . . s
5. Determine the effect of the loss of the por-
sonal property assessed valuation on the ranking gf.
school districts on the ba31s’h$ ;ssessed mﬁ%ﬁet;oh .per ”6
Total Weightad Average Dally Attendance (TWADA) for fiscal

- e
: ' . g\.X.v

year (FY) 1975. e N 1.;, - L {'

a4 ¢ .

6. Determlne the effect oﬁ House Blll 990 on the

IIII

rank:ng of school dlstriCtS on thg basis of aEsessed };/J

f-n4f .
LAY, S '

_al property.assesseﬁ valuatlon and House Bill 990 on, thé

-

ranﬁing of school distrﬁcﬁs on the ba31s of asséssed valu- -
? M . , ¢ - @. .
ation per TWADA Dup“l for FY 19?5, Y e ,

— 8. %etermlne “tho effcct that the loss of the

+ ¥ e

personal property assessed valuatlon WOuld have on the
.9:

state contribut:.on to%duc,atlon throuvhat‘he ;rra_;kt in-aid "J\

formula in FY 1975 in E&rms ol’ dqﬁ%evement of ~§isp&1

PR

nsutrality. and perw1ss1ble Varlance§ o
. . . ,’x .. . p 5 ’ :,." o
0 R 5 9 . . 3 7«\ “5[;':‘ ;o
‘ c o 3 A, ' I A
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9. Dotormine the offoct-that House Bill 990

would have on the state contribution to oducatioﬁ through
the grant-in-aid formula in FY 1975 in torms of achieve-,
menp'oﬂ f;scal nfptrality and barmissiblo variance.
| 10.  Dotermine the effect that the loss of the
Personal property nssessed valuatioh‘and House Bill 990

' would have.on the statoe contribution to education through

—

the state grant-in-aid forrmula in FY 1975 in tormswof
achiévoment of fiscal neutrality and pormissiblo‘vafi&nce.
‘ ll; Dotoermine tho offect that loss of. the person-
;ﬁi, al proporty assnssed veduation will have upon school
vdzstricts in each of tho 8ilx regions, dofinod by the
lﬁ? Illinois Offlce of’Education.
{f{,i, '~ 12. Dotormine the effoct that House Bill 990 will
haVb\ppon scbool dlstricts in each of the six regions,:
defif d by tho TIllinois orfico of Education.,

13. Determine uho OffOCu that the loss of the

.4“‘

personal proporty aszoq,cd valuation and douss Blll 990
ulll havo upon school dlStPlPtS in each of theo six roglons
‘-f'. defiped by t 10 Illinois Offico of Education.

S o Datn Sources —J
- - A b

The same basic data wore utilized throughout each

3 v N o

of the simulations. Data fbr tho annual state aid claim

oo for 1974-1975 school yoar (F7 1575) was  found in Annual




53

| State Aid Claim Statistics, Illinocis Public Schools 1975~

1976

ation was found in Illinois Property Tax Statistics 1973;

information on the personal proporty dgssessed valu-

e

data relating to the county welghted modian ratios came

from Agsessmont/Sales Ratioc Study Pindings; and matorial

relating to the county multipliors was obtained from a

memorandun issuod by the Office of Financial Affairs of
\ .

I1linois.3 ¢

Assunptions

Beforo'tho data could be analyzed, dee assumptions
had to be made. First, it was assumod that all townships
in the county had assogsmont ratios equal to the county
weighted rwdian ratio. Second, it was asgswmd that all
individual personal property had been removed from the tax
rolls in compliance with the United States Supreme Court

N4

3I11inois, The Stats Board of Education, Illinois
Office of Education, Annual State Aid Cloim Statistics,
Illinois Public Senools 1975-1076, Circular Seriss A,
Lwnvor .34 8 (Sprinsficid: Illinois Office of Bducation,
1975); Illinois, Derpartment of Local Goverments Affairs,
Office.-of IMinancial Affairs, 111inois Propsrty Tax Sta-
tistics 1973 (Sprinpficld: DOrarimont ov Local Govern=-
ment AILairs,1975), Table <, pp..100-51; Illinois, Depart-
mont of Local/Government Affaira, Offico of Financial
Affairs, ASBGSShcnb/Sq;QE Hetio Study PMindings 1973,
Proporty Yaxk Seriea (Sprinirield: vopartacent of Local
Governrment Affairg, 1975), Tabla II, p. 3b6; Departmant of
Local Govornient Affairs, CfTico of Financial Affairs,
"Equalization Factors in Effect for Azsossment Zear, 1973,"

Springfield, Illinois, July 23, 1974 . (Typowritten.)
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decision in Lionhausen v. Lao Shore Auto Parts Co. Thind,
it was assumod that all taxes extondod wore collocted,
Fourth, it was asswmd that there wore no accountihg ad-
Justments to bo made to the annual stato aid claims as
rocomputed. Thoso assumntionsa had to bo mado in order to
mako the predictions dnspite the fact that thero will be
cases wvhere oach of thom will nop\hdvo oacurread,

N
'a

theéD ta

Ag_zll.'z}_z 0 Data
Four difforaont statistical toéhniques wWore used to
evaluato the efrocts of tho chanpos in equalized mssessed
valuations on tho state grent-in-nid forrula in torms of
the goals of pormissible varisnco and fiscal neutrality,
Tho Gini Index and ths rogrossion coofficient wors used to

measure chanzes in fiscal noutrality; the McLoone Index

and the coofficiont of variation werc used to measure the

changns in pormissible variancs. Those tests were calcu-
lated after oach of the Tfour simlations. Also, the dig-
tricts wo: onl ordeorod on tho basis of oqualized
assessed valuntieon rar concentransi TUADAM aftor each

o

sirulation, ugirg 4 Srearran Danic Gredarn Corrolation to

‘detormins tho masnituda of 4hn ranic order changosa. Theon

the correlations wearn comuared Lo dotarmine wihich of tho

| » . - o 1
HTFor a dofinition of concontratod TWADA, soe
Appendix B.

»
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gimilations had tho greoatest ofroct.,

Spocifically, the procodure used was this. First,
tho annual stato aid claim for FY 1975 (school year 197lj-
1975) was focomputed after the two 25 por cent limitations
on tho maxirmim increaso in the claim amount for one year
wore romovbd from the calculation formula for each district
which usod tho rosourgoe oqualizer mothod of reimbursement,
Cléims gor districts which used the Struyer-laig mothod
of calculation wore recomputed efter the 25 por cent lim-
;tationg on the maximum increaso in tho claim amount for
one yoar woro removod from tho calculation Yormula for
each district which usod tho rosource squalizer mothod of
roimburs;mont. -Clains for districts which used the
Strayor-Haig method of caleculation woro recomputed after
'thé 25 por cent limitation on claim incroase was removed.
Next, the amount of local contribution was determined by
rmltiplying tho equalized assoessod valuation times the
operating tax rate. Thoso two amounta for each district
Were summod-nﬁd dividod by the cpncontfatod TWADA. Tho
coofficient of variation was thon computed. Tﬁq.éogffi-
cient of variation wuas usocd to providn 3 moasuré of
varidtion over thn entirn dist?ibg%ion.—»Tho McLoone Index
only providos a maasurs of variation ovor the bobiom half
of ths ddstributien. TbP cooffic;ent of variation was

calculatod by dividing {he atoadard deviation by the meaﬁ

Y \

63 . \

A




el

56

ané then multiplying by 100.
TR

‘The McLoone Index is computed by determiﬂ\\\jﬂf//
number of dollars that would be required to raise all
units (in thig €236 school districts) below the median
expendituro per concontrated TWADA pupil to the median.
This dollar value waé added to the dollars actually gén-
oerated in those districts bolow tho median. Thig value
was dividsad into the actual dollars gonerated by those

districts below the modian, i.o,:

actual dollard bolow tho median

dollars noodod to raiagn + 4actual dollars
oxponditurcs to the modian below tho modian

1)
™

The larger the fraction the less variation there was in
terﬁs»of Pormissibloe varianco.5 Aftor the McLoone Indox
and the coofficient of variation were calculated, the dig-
tricts were ranlmg on the basis of equalized assessed
valuation per conceateatod TVADA pupil. Using this®as g
measure of woalth and tho oxponditure Por concentrated
TWADA pupil a3 g noasurs of exponditure allowod Lor the

calculaulon of the Gint Iniex

T

SHic}crod, flubbard, and Yang, 1973 Fiscal Roform,
p. 32. ' '

64
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’ Tho Ginl Index was computed to dotormine if the
oxpondituros vsro prnp;vti’nntc to tho asgsessed valuation
por pupil. That fa, 1€ tus peoront 2% por cent of the
studonts In thn gtute, basad won oqualized agsessed ;;l-
uatioﬁ por (:():100.*1'1-:.7'11‘{10(1 LADA pupll, had 25 per cent of
the total rovonus in the atate--both stato and locally
gonoratod--oxnonlod nipeon Liam, then oeducation expenditures
wors nbt dotrrinad b Sha goalth of tho locnl diastrict,
(For calculaticn of Lho G9ni Tadax 300 Appondix C.) Honce
fiscal noutrality urs achiovodl, Rovenue from fodoral
dourcoa wag nob fieiuloq o thaun colenlations. This left

|

only tho resransion ceoiliciont to bo calculated.

3

Mo rosresaion caaliciont was uasd as another

mothod of doteiminin- If fircal noutrality had bsen

achieved, In thin aoitly, total rovenna (atate and loca™)

a

4
Wa3d regrossod asuinst wonith (oqualized agsssgad valuat. n

il). DBoth woalth and oxpondi-

g}
o
3
o
S
]
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o2
et
-
o]
>
-
D
o
.
N
;
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d
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o
o)
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o
4
3
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=3
3
2
P
3

U Bnls Teanr thrs bofore the rosros -

FY
Sion ccofficiny, 3 ~aleNMiqt i, Tina ey procodin

3

The Cirss slvidati o, daba taloen dircctly from the
annual elaim forg Wil o0t sdiuc o s Pop Dettaonnl propor-

Yoty tast or anoassnans sty Chutaa, anl nacn of the four

rozulting AGAtis T ios wn s ey d G hasa line daba e
acainat whicy g4 o o1 c3oammn et by comparad,  The
=l .
,
A
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wthor thrve simnla nyg which woro proparod woro based upon
changes in tho oqnﬂlixdd;gnsosaod valuatfn. Tho assossod
vulugtion of the achwol districts was verifioed by comﬁari—'
agon of rocorded assessmont at tho Tllinois Office of Edu-
cation -and the Dopartmont of Local Governmont Alfairs.

» - 0 ) . ’
Districta with n variation in aasosaod valuation botwnon

tho two sourcea groator than or o ual to 1 per cent wore =~
134

v

excludod,

e

Pirat, ths perzonnl props ty tuxos extondod in each

school district wiaro divided by tho tax rate to detormine

the porsonal proporty oqualizad nasnased valuation for each

m

school district. This valus was gubtracted from the total

’

equalizod agsngsod valuntion of onch district, tho opera-

tional tax ratas wire hold constant, and tho state aid

clain ya3 computnd bagod upon the roduced agsgsossod "valug-
\

. \
tioh, Next, tho county vnitad median ratio was multi-

-

pliod timns tin eqralics factor (mmltiplier) to doter-

mine tho actual assnsaroni ratio for the county. This was

divided into tho 1o asanssront ratio of 33 and 1/3 por

P

cen®t, wnhlich rosalif i in a » o Gruiiloation factor.  The

.ﬁgw oqualizaticn fuctor as maltinliod £i::39 tho asseszed
~

valuation for oannn digtrinats, This wng then msod to recom-
puto tho amount of 144 A, balding tasm rates constant,

undor tiho vrovisicong L0 aen PII1 900 @ it owuould aflect

v
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tho disﬁricﬁs_ﬁhqg_ggliz_imgxgmnqbgg.b Finnli}, tho now
poracnal prop@yty oqunllsed u@nunuod valuation (under

B Houso B111 990) was nubtrgctodwﬁrOm tho now district
oqualiz?d asanagsod vnluﬁtioA (rndor Houao Biill 990), and
the stato aid ontitlomont was vo computod holding opora-
tional tax ratoeg constant. Thus, thoro aro four grant-in- -
ald gimulations roportod In thias chaptor: (1) 1974 -1975
wilthous th} 25 npor coat limitations, (2 ) the 1974-1975
distribution with thn por O”Il proportj tax Tomovod,
(3) the 1974 -1975 distrs bution vith adjustmonts fop House
Bill 990 uhen: rally laplemsnted, end (l}) tho 197 -1975

distribution 1Hith Jimltarangs a]jlq monts forp (b) and .

(c). :
. B : |
In ordor to Bprf Im oachh of tho proceding adjust-

monts, it wag nOCOUS““f to Droak the total oqualizeqd
assozaod valuition of tho school district down into the
parcels which Woro Juﬂl.od in nnech county. Then the
adgustm01ts NO“O rado to onch parcol, and the diatrict
oqualized ahsngsnd valuation wag rosuranod.,  This was

' irvqrntiva qnuu,.tho o1lingd asgsessad valuation of the

-

Porgona . ty ond thag onualication funtopr ars computod and

6Hous~ i1l G350, aa writton and siymoad into law,

doos not allecy op enye tawings voly to loan ag Wos od vulu-
ation. - Howovar, fap cConturinon SMEROBOS L, 3ons 3achool dig-
trict apnoansad valnationg begs abhanlly Jwﬂnwweql in this
study.

ERIC
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recordaed on a county basis and not on a school diatrict

basis,

Ono.additionﬁl statlstic was computed. A Spearms
Rank Order Corrolntzon was calculated to dotormine the
magnitude of difforoncn in tho rank ordors of tho dis-

tricts in torms of oqualized assossed valuation per con-

contratad TWADA undor oanch. of the simulated conditions.

Rnﬂnltﬁ

Calculation of tho nuuodsod valuation and the gen
{ .

_eral, stato ald ontitlemont for: 948 school districta, unde

each of tho proviously ﬁoscpibod conditions, lod to the
following rosults, as shown in Tablo 1. '

| Tho loas of tho bbrsonal proporty %ssossod valua-
tion has a vory dramatic offect on the por cont of state
support that is provided to the local school districts foz

operations. Ploase note that this incroased per cent of

gstato support doos not result in incroassd dollars of

" revenuo to tho schonl districts. Tioan funds are replace-

mont funda. In facy, thers are individual scheol district
which have 1le33 total dnllnzs of rovenue for oporations

aftor tie ﬂdjn}f"ﬁnﬁ for rro‘}oaa of thn personal proporty

assossod valunv101 than befora, 1f tho monoy i3 dis tribute

' thx”ough t}%' pre:mnt statn grant-in-aid system. Thore are

two*rpasond for this agituation.
{

w . “a
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| TABIE 1 o

STATEWIDE EFTRCTS CF SVLEC ED ADJUSTEENTS IN LoHOOL DISTRICT
ASS 552D VALUATIOJ ON OFERATION Au HEVENUE

o

o o y '  £0¢&1 Levy:fég - State Ald
\\ | o ' R Total Dellars
o (Billions)

Dollars Per‘Cent Dollars  Pap Gént
(3illions) (Billion.

L

’ )

Bl B LTk g ey 2,49
Yithout Perso; oo | |
Porty 12T 3% - L6 B0 by
With Fouss 0 o
511600 1,465 SLl2 13814 | L;8 5(/ 2,850
Hithout Pe*sonai

froperty and with 1,25 hh.23 l 570 55,76 2.815
‘House Bill 990 ¢ | ' .

T



A

First, school districts which have operating tax

62

rates higher than the max1mum matching tax rate in the

' resource equalizer formula will not recoup the amount of
monay lost because of tax rates in excess of the maximumﬁ.
matching tax rates. 1In other words, the state grant-in-
aid formula does not roward tax rates hlgher than the |
qualifying rate. Second those school d1stricts Whlch had
large concentratlons of personal bProperty and whose
assessed valuation per concentrated TWADA pupil was in
8Xco33 of the state guarantee would not receive revenue to
replace the amount of revenue that was lost from that
portion of the assessed valuation per concentrated TWADA
4pup11 which wag above the state guarantse, ,Statewide, with
tax rates held constant, the public schools would lose 35
ndl%ionﬁdollars In corbined state énd local revenue by
romoval of the personal Property valuation.

Removal of the ’ersonal property assessed valuation

from the local tax base redu \the.local tax revenue

- availlgble to schools from 1.5457 billion dollars to 1,237
billion dollars, for a-net loss or 220 milllon dollars.
This reduction of local contribution woulg result in the
percentage of local (upport Slipping from 51.16 per cent
to 43.96 per cont, or &n averago decline of’ 7.20 per cent
The state, under Aho mandate to roplace the revenue lost

\ increase§>state aid to schools from 1, 39 billion dollars to .

-~
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1.576 billion dollars, & net increase of 185 million
dollars, This increased thelstate_share of the support of
education from ,8.83 per cent to %%.Oh per cent.

House B1ll 9G0,; who8e purpose was to correct
\inéﬁggkies,ih a3sessment 1eve1§ throuéhout the:state, had
nﬁhﬁ%gi effect upon the per cent of State support to,L
schoois. With corrections made in the assessmént‘lavéls,

" the locallsupport of schools rose from 1.457 billign
dollars to 1.465 billion dollars fbr a nét increase of

L

8 miilioh dollars. This changeddthe per cent of local )
- suppqr:t from 51.16 per cent to'Sl;hZ per cent resbeétiveiyh,
State aid dropped from 1.390'bi11i6ﬁ dollars to 1.384
billion dollars, with a corrosponding drop in the per gqgﬁff
of state aid frpm 4,8.83 por cent to 48.57 per cent{{;?he .
ltotal net dbllar:resﬁlt was that the schools in'thé’sfate

gained approximately 2 million dollars through a better
. - !
equalization of assessments. & '

Because the effocts of the removal of the personal
( property assessed vaqutidn were 8o much more powerful than
the offects of House 3111 990, the result of the combina-
tion of the effects of both adjustments,pafalleledvthe ¢
removal of the poerasonal proporty'assossod valuation. The
local contribution decroased irém’i¢h57 billion dollars to
1.245 billion dollars for a not loss of 212 million dollars.

This resulted in a shift from 51.16 por cont local funding

Ro%
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to t}}4.23 per cent local fumding ;' or a, decline of_6.93gpgr[ ‘
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cent. The state grant-in-aid QQntributioﬁ‘igbreaseéi{[pm -
t 1.3% billion. dollars to 1.570 billion dgildrﬁ fé 8 fieot. ..'fﬂg'
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increase of 1533million dollars based up%p 1974-297
toncentrated TWADA ‘pupil. Th;s resulted in aﬁshift rrom;‘ F/;‘

4,8.83 per cont state funding %0'55;75‘pep,qéﬁﬁ $¥§%§ 'f
funding for a net increage of 6.93 per cent. Tﬁe ﬁetﬂfe-
sult of all of these shifts vas a decrease of 33 mi&lion
dollars %ilable to the public schools. o

- Since the new state grant-in-aid formula attempté
to éssen the effects of local district wealth, changeé -
in the rolative wealth of different school districts
sﬁould have en effect upon the ability of the formula to
coﬁpensate for theso difforencos in wealth. That'is,’tho
larger the poer cent of state supporﬁ, the greater fiscal
neutraiity which would be achieved. Also, any factor
‘which attempted to minimize tho differences in school dis-
trict wealth through dizéefing assessmnt ratios should
reduce the effect of local distfict‘woalth. When the Gini
Incdox was computed to dotoﬁiino b these changes had in
fact taken placo; the results wers conclusive for dual
districts, but not conclusive for unit districts. (Soce
Table 2.) o

hJ/f“\ Interpretation ofbthe'G;nﬁ.Index was ratber.

straighﬁfogggrd in the cases of tho elemsntary and the high

RS 73
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. ’ T&BLE 2

THE GINI INDICES FOR oELuﬂTED ADJUSTMENTS
IN' DISTRICT ASSESSED VALUATION

District 1974-1975 - 197)-1975 1974 -1975 1974 -1975

Type » Base | Without With House Combination
Fersonal Bill 990 Effaect
" Proper — N
Elementary . -0.04370 %0.02999 " -0.04430  -0.03037
High School =-0.03419 ~0.02660 -0.03396 -0.02637
Unit 0.01100 0.01380 0.0111L 0.01392
Unit? 0.01019 . p.0c1583 0.01035 0.01596
A . ' o

%City of Chicago public schools are not included.

school districts. However, during the calculation . of/the
ééi; Index for the unit districts, it was notedpf-n
Lorbnﬁfeurbe crossed tho llne which designates g g ‘ _
noutmhlity. This soens to indicato bthat the Gini Indfces - .
for the unit districts aro not comparable to those Gini

Indices in the olomontary districts and high school dis-

tricts in which the ILorenz Curwve did not cross the line J

designating figcal noutrality,’ (See Appendix C.) , '

L 7Hickrod, Hubbard, and Yang, The 1973 Reform, p.
34. T
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Elementarj school districts moved closer to fiscal
neutrality with theﬁremoval of the tersonal property
assessed valuation. This was expected since the revenue
lost was replaced'through a‘fonmuia Wwhich was designed to
decrease” the importance of local district wealth. The
- effects of House Bill 990, though, were not gs large as |
might ‘be exfected. One reason for this may be that the
elementary districts are smaller in size, in geographical
area, than are the high school or the unit districts, and
they would bs more affected by inequitios of assessment
within a county. House Bill 990, as it was initially
'applied reduced the inequities between counties, not
Withdn the county.l Howover, the overall effoct of both
adjustments is to roduce the effect of locai district
wealth upon the expondituros rer TWADA pupil.

High schgcl digtricts;f;rod Similarly to the .
elemsntary districts with respect to tho effect of the
removal of the porsonal property assessod valuation on
the Gini Indox. Undor House Bill 990, tho high school
districts moved glightly closer to fiscal noutrality. "
Again, the apparont roagson for this was the gaographical
size of the district. Sinco the high school districts

AN

wore largor in sivo, thoey wore loas respons1vo to the N

effects of inequitable assogamont within a county.

. 75
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. Computation of the Gini Indices for the unit dis-
tricts was completed under two different 8ituations, with
and without theicity of Chicago public schools (aee
Table 2). In béth cases, the Lorenz Curve crossed the
1ine which designated 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 than their position in terms
of assessed valuation per concentrated TWADA pupil would
Justifty in terms of fiscal neutrality. This is true be-
cause their tax rate is 8lightly above thres dollars.
When the city of Chlcago publio\scho613 vere removed from
the calculations, the Lorenz Curve again crossed the line
which designates fiscal neutrality. However the cgrve
stayed closer to the. line which designated fiscal neu-
trality ‘and did not de onstrate the large deviations

oy

we apparent when tie ,ity of Chicago public 8¢
1AZ:uded.‘ Also, th urve, where it was above | |
which designated fiscal.neutrality, w3 almost parallef tof
the 1ine. This wéd;& seem to indicats that if the formula
wo!r fally funded, the unlt§ﬂthﬁCt3, excluding :ity of
Chicago public schools, would be very close to fiscal
tnoutrality. It 13 alzo appa“eut that the city of Chicago
has more impacti in tarms of Lo 71atlons n the ﬁofggz/

/v

/
/
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FIGURE 1 (

LORENZ CURVE 1974-1975 BASE.
WITH CITY OF CHICAGO
PUBLIC SCHOOLS
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I'IGURE 2

LORENZ CURVE 19714-1975 BASE :
WITHOUT CITY OF CHICAGO ¥
FUBLIC SCHOOLS
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Curve, than any of the treatments,relatiné to the asseséed .
valuation of the districts. L
Since this mo@hod of megsuring fiscal neutrality
was inconclusive a second mothod, the regreséion coeffi=-
clent, was used. _Unlike the Gini Indei, the city of
Chicago public schools have no more effect than does any
other school district, since there 1is no automsatic
weighting for gize. Thercfore, all ngression calcula-
tions for unit dis ts include the city of Chicago pub-
lic schools. (Ses blo 3.) Again, as had been demon-
stratod earlisr by tho CGini Indox, the ﬁggfossion épproacb
shows that the elementary school districts approach
greater fiscal ncutrality by tho romoval of tho personal
property assossed valuaticn. But, as had been shown "
previously, ths offect.of House Bill 990 is to move the
elémbhtary distfiots away fromifisoalhheutrality. Since
the effect of tho roﬁoval of tho peréo? 1 prbperty assesse*
valuation is go strong, tho combined offoct is to move the
elemsontary districts toward groater fiscal n§htrali€y. The
offocts on'the hirh school districts are tqg 3810 as those
on the olomeontary districta. Tho unit di§%;i;ts, howover,v

have much diflfrront rosulta.  Ono !ossible roason for this

is a largs nuitteor of raiatively weelthy districts,

[ 4
rimarily in resions 3 and L, i ich Lhave relatively low
[ 2 )
ozpendltures por WALA pupil: Thng, an adlitional problen

R 79



- TABIE 3

REGRESSION ANALYSIS BETWEEN SELECTED ADJUSTMENTS
TO ASSESSED VALUATION PER TWADA PUPIL AND

e EAPENDITURE PER TWADA PUPIL

_ i

1674-1975 . _1974-1975 1974-1975 1974-1975
Base '%}.*._ Personal  With House Bill - Combination
District Property . Y 990
Type - - — ,

Intercept 'Slope i tercept  Slope Intercept Slopé Intercept Slope
lomentary  2.25686  .17205 - 2.55561  .10LLS  2.23402  .17650 2.56802  .10129
gh School © 2.6LLL7  .114,02 2.7608  .08842 2.48315  .14855 2.73925  .09331
1t

2.90000  .02217° 3.06609 -.01773 2.9050L  .02087 3.09837 -.02521
. }) ° .

T
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1aigroated. ~Althowgh these distrists have the reaourcos at
their disposal tbey may not be utilizing them to the
fullest axtent, even though the state +8 r.ot assisting the
district with additions) grant-in-aig - This demohstratea
& need for Bome measures of thse permisnible variance in

oxponditure per TWADA -pupil.

s

The coefficient of variation is one motho 4 to
determine the magnitude or variation rrom the mean expondi-
ture per TWADA pupil by district type. Calculation of the
respective coeff*cients of variation led to the following

results:

TABIE L

CGEFFICILNi OF VARIATION FOR TOTAL EXPENDITURE
PER TMADA FUPIL

District 1974 ~1975  1974-1975  1974-197S 197h 1975
Type Bass Without With House Combination
W Peraongl B111 990 Effect
Froperty, - ¢
Elementary . 27.13712 2. .33268 27.29545 22.767h7
‘ N i - .
High Schoal  13.54,37% 12,3001 15.33916 12.2728Y
thit | 13,7100 L ey 1k .12623 13.51574
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Tbese results seem to indicate -that removdi of the personsi@
_ | property assessed valuation and the combination of the
* ertects of the removal or the pereonal property asseSsed
valustion and the efrects ot'House Bill 990 will result in |
a dngfease in the variation in expenditure per TWADA ‘

-pupil However, in alI cases, the effects of Hou-;

990 "alone resulted in increased variaticn in e:f‘
-per THADA pupil In the case of tﬂe elementary ;.
‘school districts this varfation seemed to occur all along ~

the distribution. Howe@pr,in the unit districts this
: variatiqn only 0 gzgred.on the top’endrof'ﬁhe distribution

as is demonstraﬁs

. ""w;, ;{‘3 T o L “.,(,'-i. - . '
. that the removab-of the personal praperty assessed valua-

tien decreases the vdﬁiation in the total expenditure per
TWADA pupil in the lower half of tbe distribution in all
three types or districts. The effects of ﬁguse B111 990
it are mixad In the~::se of the elementary districts the #;
variation is increased which may ‘be caused by the geo-
graphical characteristics of the districts. “Since many of
the districts are small reducing the inequalities between
counties could%gztually increase the variatlon between (

S 4 _
.. townships in: Separate counties. This could account for the

, "
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TABIE 5 f

McLOONE INDEX IN TERMS OF TOTAL EXPENDITURE ’
PER TWADA PUPIL

District 1974-1975- 1974-1975  1974-1975 1974-1975

Type . Base Without With House Combination
- : Porsonal Bill 990 . Effect °
’ Property -
A
T

*®

Elementary. .86J10155 = .8666290 .8595933 .8599905

High'School  .9282861 ° .9301163 . .9266419  .9315L90

Unit 9266103 '.ozaoaié 929398 .92?6206.

’ I AR

) increased variation. In thBlCASQ of the high.édhool dig=-:.. @
tricts, the results seom to indlcate agaln thqé thqre is .
8reater' varlatlon Jn the i&,keir half of the dis@ution F‘.“\_
with tho implementatlon of Houso Bi¥l 990 The ®xplanation

(, for this appears to be that 30m3 | high school district%‘were "

drastlcally Wderassos%d The .moedi.ay exnendltum por

»;. TWA.DA pupil increasaod I‘rom Npl 1496 to ’31 3:»-1 lfor an increoase
of 15 dollars, while thg; minfmum e:«p@ndltur- por TVADA ° ‘
. pupil only :anroasod fron \,)l 094 to ,)‘1).@‘} At tge 3ame

'time, the maximum nqseszed valuatlon por TWADA plfDiT in=-

L .creased from $187 597 to $;b,o,,91 Thig tcndod to chango

—

R } ) .t
..*v"‘ ‘ < . , . o
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the rankings suficiently to cause the modian to change
and incroase the ﬁafi&nce} Hdwever, loss of the personal
Property hssessodfvaluat;on ﬁg; powerful enough to offset
these changes from underassessmont, with the combination
effoct ﬁoing an overall decrease in poermissible variance,

Tho unit districta showod decroases in permissible
.varianco unaor all throo conditions. The greatest decrease
in pormissible var}pdgo vag brought about by ﬁguse Biil Y
990. This would toné to indicate‘that, in th%qcasebor"
unit digstricts, oquitable assogament 18 more important in
reducing tﬁo permissiblelvayiancé’th&h is the pérSOnal

*

property assoisocd valuation.

T
L

\“* . . . Regional Variations

Earlior 3ection3 of those results have dgalt with
fﬁﬁ measuramgnt moth ods for the state as a whole.. Since the
state is not‘homogonoous'in nature, a more careful look .

at specific recdens in the state may provide additional

Fim ;;t_ s',s Tin J' ul to determine the acé“‘al
dollar arang &rd tho porcontage of those doWIaﬁmamounts
in torms of loééi and stats ?2ntr1bution to~the:§upport of
eahcation‘by rogioﬁ-of tﬂo stétp. Thia?shoﬁld pro%iae-somei

/\ - ,f’
wmdorstanding of tho 7003 aLTOQatﬁon of funds w1thin the

gtate (sae Table & and iab]o 7). Rozion 1 roueives more-

. a . -oQ »
. T .85 o
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" " \,} TABLE 6*

i

STATE AND LocAL CONTRIBUTI‘@NS TO EDUCATION BY REGION -

(BILLIONS oF DOLIARS

¥
C19M-1975 . 9741775 197 h~l975 1971; 1975
| . ,wBase Without Pargeng] With Houge Bi)) Combination.
Rozien R 1roporty 990 - Effect
, ' . I
T T T — |
Sfate  local Sty Local  Stats *  Logal Stats  Local

| réwau,s 31, oh19 $1..oséo $87oé $.9177 $1.ou78

51,052 % saay

” ;-..'_‘.,,;;‘p;\. w\ | .1121 ._,«.-.1.31;7 50 e JO3L a3y .087]8-‘
sy 0863 ods ooy 0968, .08y
0879 o7y 0930 0840 0836
N |
RIS TN EER 0836
o o ‘
O .
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STATE)AND LOCAL CONTRIBUTTOxg T0 EDy CATIOV BY o quv

, (BY T2 cExp) .
ﬁf o ¥ | ‘
\ ' '\ u' T J =
1971375 1974-1975 19 h -1975 1974-1975/
+ Bag Withous Poraonal With House Bj1; C_ombinat.io
| | : Property 990 " Effect
Rogion a \ | L
T ‘_“‘““*T T — Ty
| State  Local State Lo Stabe  Loea] State Iogqd
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st;?e aid than any other ropgion in the atate; howo:or,
rogion 1 -has approximately 62.5 per cont of the TWADA pu—'
gils in the state.‘ Region 1 also generates the largost por
cent of local contribution of any of tho POblonS. 'ﬁﬁH re-
moval of the peruonal propontj asseqfod valuatlon rosults

AN

in 1ncre{;od dollars in ,txte aid to all regions and an in-

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

Rogions 5 and 6 will rocelve slightly lc)e, 1ndlcat1ng
that they have sliphtly‘iess than theo atate average per
cent of personal property as)essmont on the tax rolls. When
Houde Blll 990 corrections are mad , . .the results are quite
lnterestlru Rogion 1 has no‘cQango in the per cent of
l:cal contribution. Regions 2, 3, and L all have slight .

decreases .in the per cent of local contribution, which
!gaicates that they. may htive boon- ovorassessed Reglon3
5 and 6 have 1ncreasos in the per cont of local contribi- P

tion, which suggestsvthat thoy have boon und@rassossed.a

. .
, ) AN
¥

N « . L

-

8Houso Bill 990, a8 written and 31gned 1nto‘1aw,
does not allow any unlt of local government or school'
di'strict te '*qaraososuod valuation during irplementa--
tion. Ins:rs ., it simply slows or acceloratss tho ratoe

" at whichﬁa;l,zaflng bodics must’'yeach the 33 and 1/3 pe

cent assessrms:.s rate. In yhis study, district assessed
valuations wore decroased only for purposes of demonstra
tion and comvarlqon - i

—
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Tho combination effect of Itouse Rill 990 and the

~

~romoval of

e
R . - . .
=9 the poersonal proporty assessod valuation is that rogions 1
throuch I} will rocoivo a groater por cont of the total
local

gtato ald and tﬂﬁy wvill have a lowor por cent of

contribution. Reglons 5 and 6 wil1 rocolive a lower por

7 }

fb.

)

O

ERIC

Aruitoxt provided by Eic:

in decroazey

cont of the total

por cent ol locel

‘only region which

aid wndor tln coublination ofiect.

stato aid end thoy will have a greater

centribution, Howsver, rogion 6 is the

8 o

will loss eny actusl dollars in sté%bﬁk

Unvlor House Bill 990,

“both rogiona 5 ond 6 will lous atuts ai}. Lossges in

v
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Communlty Annlysis

Since many people today aro concontrated inurban
settings, a mothod which domonstrates differonces by com~
‘munity typo can be hclpful, Table 10 demonstrates the

# . . ' *
changes which cccurrod in avorago e;pﬂndi%‘ge per concen-
trated TWADA puplil.
‘ %
TABIE 10
VARTATIONS TN AVERAGE EXPENDITURE PER.
COLLIHTLATOD wasi A DULLL AS A RESULT
ST E DI £7 TEE SRS S B DRI L 9 (VAN )
ANTRSLED VALUATICH o
&‘ : - Ry
== s —— Pt 0 % -
., Commmity = 297h-1975 197 -1975 1974 -1975 a974-1975 -
' Tyjo Lrse . wliihoud Wit Hovse Combination -
' T T Termenad Bill:990 Effect
’ LLoapudty
4
Centrel City ., $1,218 £1,215 $1,217 $1,215
‘ Indepondons ~ ’ - ~an o
: e P R R 1,039

High Groviheg T aen” 4 - "y 'qaA
puy ; i L.300 b, A0 -1,33¢ vl
' Suburb. - g. £ el - »33 ) »320

T

. ‘ .
Low Growth I . "“L' .
Subiielm, Lpoed AT 1,362 1,324
) i - N " . w
3,000 ) r ey 1,000 989
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Tho contral citvM\indngH‘nnt city, and high
b

growthlsuburb all had 1iﬁtld or,no roducticn in oxponditure
. poer COncantPnfui TWADA pupil as a result of tho changes in
assoussod valuations., This would probably be bocause of

high tax ratos and/or low Assessed valuaticns, which

would HONO?HtO raximum Poplracorent undgr the stato grant-
/

IR

in-aia foymula Jowavnr4 oldor suburban

-

araas vith comparativoly hish asgsonsed v

and rural

gon and lower
. ) | , A |
tax{:nton would oxporionce a drop in tob&i#?hnda'available
R ; " { R
bocanan thoay wonld vat rocoivy Lho _“‘;u§?~“eplacemont
[ .

wmdor the stato [ rant ~in-aid fornula.@a.»blo ll demon-

Strates tbe oqualizod an: oscod valuation por concentrated

\“”WLDﬂ purdl,
Table 11 astiows that tio low growtn suburbs have
e hichnag n”sez’ed valuaticn por TwiDA pupll of any of
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P the cormumity tymog. Hovower, tho inf'ormmation” on tho
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ural districts {3 fneccnclusive. Tt uould cortainly ap-
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Y

thet low tax rates vould Lo the coggo Cor the in-

completn roplaceorant, Tid3 1 enpecinliy aunprctnd ginco
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- TABIE .11

VARTATIONS IN RQUALIZED ASSESSED VALUATICON .
FER COUCENTRAT ) 'l'md)A PUPIL AS A RESULT -
A OF ADJLL SPERLTS AN LGUALIZED
AS S .)J).D VALUATION

Community  197%-1975  1974-1075 © 197l-1975 197k -19;
Typo Bago e Withaut Vith Houwse Combinntj
VI " Porzonal B111 990 Effect

'?’g{:.\z’?‘. PRI P li,u;'t'y N

Contral City ‘3}19,565 . ».,*.15,3393 $1A8,918. 31,825

. K . « . . N ‘ .
Indopendont 20,801 . 17,762 20,933 17,887

City IR RS e ’
High Growtnh . ) . .

Sugurb 21,779 195663 - 21,998 19,875
I)‘ggm’,go”fch 22,081 - 18,627 - 22,1459 18,911

Rural . \ 21,056 18545Y 22,339 19,611

~ ‘ . :
;010ﬁtod uok;o] Uiq(r'cts

) .

Stata, roxzonn& nnd corrinity measures -do not full:
L. ~a
'portray tha prohlen u Lch Will resul® in ihul‘v"dllul sc"nool

dist':‘icts Dy ths rofoval of Q X! M’ 3cnnl pzn;mﬂtj .Mseasedp
valuatiaen, Thnn monny the sr:hfm_‘.‘ug,.:tm.ct;:z.1-1111 rdcoive in
. L [
A

- N - . . . . ¥ .
the increassd statn Frant-in-ginl poyaenta 1o not nev money,

. )
bat 1f i3 ingtew: roldcarant IR T, :*!;.“.Z‘Ly 7£"th*3,~"school
s - P - g
‘diatricta in Cho-etintn " thig ropliiceront money will be

“sufficiont to replaas all ¢f &9 Phvorua’ ]' 3t -t roush the
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SUL2B,337 I ta vavonneg Lhobie ool lovel in 1974 -1975,
or 90.63 par contui Chd eno g ubich vty availdblo to the

4 .
gchool diastrict. Lt or 1ho poraenil proporty assogsed

valuaticn g Somsved, uainc Lo sorw toax raton, €ho neow

a380380 valuation ooy onapated WI000,730, or €1.6) .per

. Co . . y .
cent of Uio w ooy uhiioh ot aovediab b te tho dlstrict.
- e e | o o
Bven thou:h i} mghlsz\ﬁw:u Prd Lhin sroatost pek cont\oﬁ

docroase in icowl o alritution ¢ Lbkn schuols, thoy did
not nocosgarily 1oos tha crpealoont munhol ol dopllars
Table 123 Jlurs tra tern ood a1 diatristg uhicit had, the

. A 0,

zroataot denliisa 3o aniual AT e, , l
e ] - Lo - -
S0l ATt i arg v oo 13%002 SURSTEY
A . .“\3 ot LAY - J}j1¢n1>ow o%'yujx.}tions
por concontraled T LA pundl have enjoyed low tax* rates
o~ f \ . . . .
and will not &g ablo Lo roccup 211 of thoir Yo5303 with-

out rcforendums to incronsy tho tax rntos; Hontlcello

»

~

'Community-Unit Cehecol district S25 would only be dblo to

FOHGT&tO a total »f $320,77% with thoir presont,tax rates

' o
1f tho pergornl rrooariy aasoosed vajuntion wore removed.
~ . ! Ny S ! . . o
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- ’ : . TABLE 13\
’ . \
- TEN SELUCTED SCHOOL DToTRICTS Wi 1IcH HAD THL
GH:AlLJD DOLIAM Laoss PrOM TiE RalioVAL oF
‘ PELS CNAL }:101LA.*Y ,g;ﬂ:;r::L) VAIﬁh\TI(“I
‘ \
.Bagoe Adjusted - Difference
. v * v Lovy Lovy . Dollars
o - ' Dollars Dollars ' .
‘T i 7" . . . . W
City of Chdcago ?38h,u)),a3) $”°/,*,7 137 . 587,762,098 -

Rockford Dist. #2095 '222069,6u9 17,557,296 14,512,353 -

di tricts

funds ava

1 ()Oda_

‘per cent

« &

th

a

Tomship .S, #21 , 25,332,069 22,179,066 2,852,999
7. S. Morten #201 10,813,062 8,064,554 2,648,708
Wadlogen Dist.‘#ZO 9,342,672 6,,6,,0)9 ,&,605,023~
Pooria Dist. £1°6 13,692,125 11,094,819 2,497,606
Nilos Dist. #219 14,559,205 12,303,153 2,286,552“
Granite Gity #9 6,507,353 L,604,003 2,213,350
‘-Yallgy 'iow,#BéSU. 8,:13,911 5,850,914 2,212,997
Provisq Dist. #209 ({11;716,277 9,942,376 1,773,901
: S T ‘~ e
*Tencorriing tho futurs of‘tA01r chru7ﬂ Tho five .oq};

at Wwill have tro TJA,Uut per cont of loas of '

-

ilaygle for cﬁnOftlrn aro prncontoé in Tablo lh
4.

~

oL

1cdfzs widl

- changes in thoir tax ratnsz

9 14

a Y
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TABLL 1k

TEE FIVE ¢ CHOOL DISTRICTS WITIH GREATEST
AERCCENT Loss OF T0TAL DOLLARS
FOR EDUCATION

= «m‘mx:ﬂgwquw_m'_ ———

Total Dollars Per Cent

Rockdale Digt. 78 % he2,929 ' 61.32
Monticollo #25 1,419,197 60.65
,Hollis Diat., #3286 124,519 59.92 4,
“ ’ . \ . 2 \ . .
{1111ar Dist. #210 _ 89,257 - 45.98
T

! ' i ;

McAu Niat. 7270 25,960 : L4 .30

=

If the districts w1th the largest per cent of loss were
also tne dlutPlPtS with the proateqt,dollar losa, thon the

problcm vould be fnorn straightforwerd. The‘districtsi

_ which -had the groatoqt actual dollar 1o3s aro shown in yﬁ

Table l)

%

¢hoso districts wlth o 3&&11 rer cont of loas, re-.

gardle 8 of dollar value, can roceup thoir 1035 with wminor

changcs in thﬁir th}rntos. Howsvaer, thoso with larga
s

porcontages of ]nsJ mat consi-ler whalesals changqs in

their tax ratns,

Fortunatoly, thore is.not a largo number of'thesed

) sevoro]y arffectod scuoondlltP4<*Q; A Opoaeman Rank Order

\
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TABIE 16
TiE FIVE SCHIOL DISTRICTS WITH

GREATHST ACTUAL DOLLAR LOSS
IN UNREPLACED FUNDS

Total Dollars - " Per Cent
City of Chicago . 51,613,467 3 .21
Monticello #27 1,419,197 ‘bu -'60.65
Township H.S. #21, ' 1,416,082 3.44
Lojden Dist. #212 1,185,866 13.30
J. S. Morton #2oi . 1,060,633 \ 7.h2

N
Cgrrelation was calculated to determine how much rear-
rangemont had occurred in the igggigﬁ of school districts
in terms of oqualizéd assegged valuation per TWADA pupil.
If there was a low correclation between different rankings,
it would indicate there hod beon a large shift in the H
raniings of the districts . in terms of asgéssod val&aﬁion
per TVWADA pupil indicating that~¥ho effect was widespread
in terms of numbor of diétpicﬁs., Table 16 shows the

"y ;
resulta of those calculations. The sonorally high \
. ’ t

correlaticns indicato that the rolative standing of

school districts ia not groatly affected oven thougn -
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the absolute eliviety on il vidual Jdistricts con bi proat.

\

| - \\
\ TABIE i6 N

\ SPRARMAN RANK ORDii! CORKILATION .FOH \
BOGUALTZED  ASSLSSED VALUAT ToN

\v/) \ PER TWADA PUPIL
\

i ~

SO S SR

S e e o e

District | 1974-1975 1974 -1975 197 -197%

Type® . Without  Wita Houge Coubina-
. Personal Bi11 990 tien
\[proporty : ) .

- '\ 2 f’b . e
Unit -9315 . 1974 -1975
High School .9295 . With -House
Blementary .9638 :  Bill 990
Unit . , .9500 L9757 ’ . 197u_1975
High School * .gL5g . .9809 . - Combina-
Elementary .9793 9915, ' tion

/ . :»-“
Unit © 29819 L9849 9438 ’
. ~ . 1974 -1975
High School .9828 9403 .925) Base -
Elementary .9925 9775 9728 ,

*Tnit ¥ = 419, High School N - 127, Elsmentary
N = L42. . . - .
bAll correlations ara significunt at Qpé 001,
level, ‘ .




.o cmrmn w )
COST ESTIMATES FOR -REPLACEMENT REVENUE

. : TO-UNITS OF LOCAL*GOVERNMENT
: ' . 'AND SCHOOL DISTRICTS

‘ r
4

Purpoco 1 ot this atudy, ytated in Chapter I, was:
}}, K lh ‘Estimate the amount of fund which the conati-
’ tution aays mist bo roplaced to all units of locnl govern-
nnnp and school diatriots on January 1, 1979, by the state,
Qi*u rolult'or.tha pProposed abolition: o : K
- ~ '. An earliier atudy had reported the amount or revonuo
-noodod ‘to replace the revenue 1oat to units of local

v

gbvol'hant and school districts at approximatoly 555 mil-
lion dollara.l ‘Houover, the projections made during the. 1o
'oourla of thia study aqed the figure around 680 million
:dollnrs. Since these projactions are aubstantially higher .
thnn the projoctiona roported oarlier, an explanation of
the uoaunptiuns made and the method of analysis used is
nocooaary to support these new, highgy proJections.

’ PT}or to 1970, persanal property assessed valua-

.tion, as listed on the tax books, included ind{%idual
Q .

»

<>

y
1Car1ton P Morin and 6thers, ‘Replacement .Revenue

Sources (Chicago. Illinois State Chamber ol Commerce,
’ p' lo~’ : ‘

-

91
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the rate that was exhiSited frem 19u6-197h - Seeond it was

I

. assumod’ that' the ratio of pérsonal propepty equalized R

assessed. valuatlon*to reai estate equalized &ssbﬁgid valu-

ation in 1973 . and 197u * typical of the ratios that ‘

' wouldfbe ex oris 1ced in years 1975 1979 i %l "' ‘ w
: " L - - ' Aj “ .

DAnalydisAof:the Data %

-

’

. The regreSSﬂon'anély31s was used as the statlstical
A method for analy31s of tde data.- The ¢ assuQ;fion of ﬁhis
Aapproach is that the underlyinw relationshlps among the
’,\varlables ares llnear and aaditive. 15 When the data ‘Were
; graphed it was clear that a simgle linear relatlonship
did not exist as one mib % eyoect if the‘growth rate was

constant. Therofore, the equatlon'

.ﬁt =I (1 ;g)t

.where I is %he output of the bevinning yoar, g i3 the
~ - unlnown growth rate, and P is the output for year it

could not be utilizod unt 1 1t wag trunuformod to:

logyy By = 1onlo I+ [logyg (1 + g)lt;

which may bo rniore easily*focognizod as a sdm = _ Aear
N * AN .

equation when writton ags:

lsJae‘On Kim and I’runk J. Kohout, "Special Topics
in General Linear lodolg," §tllw@eL/11 facza 8 for the
.Social Scioencos {(Hew fO}k, li.o.:  leuraw-iill, 1975),

///p' 369.
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Y & A + Bt

-t

ﬁhe{e Y = 10310 Bii A = logy I, end B = [loglo (1 +g)].%6
-p( .
Data for the total real estate equallzed assessed

]

valuation was transformed ﬁlth time being the independent

~

variabLe. Total real estate equalizod assessed valuation
was the sum of ‘the total equalized- assessed valuation for
lots and the total equalized assessed valuationafor lands
_ for: thq years 19h6 1973 The resulting curve was plotteda&
and both multiple R;and R;square woere computed. Sihce the

.‘E'growtgﬂgate g 1s computed from the following relationship .

with the regression ejjificient B: : "
. . o . , - ™ . - ¢
B = 10810 (l + 8) » - ~——
L ’f\é‘
then )
Antilog B =1 + g | | T

and
g =-(Antilog B)

~ _ . //

_ The projections of the total taxes levied at the

local level, tho total educational taxes levied at Yhe o

. : X
local level, and the alternative projoction of the to¥al
educational taxes levied at the local level (made to doter-

'ﬁine the effects of the now state aid forrmila on thoe 1979

161p14., p. 370, ' B

41101.’ : .
T | //
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‘- k‘projection) were accomplished in the same manner as the _ .
/ﬁf total real estate equallzed assessed valuatlon projec~
%%Z_ tions. - "'TE '!'h |

Estimation of the’prejected personal'préperty o

~

oqualized assessed valuation was pccompllshed in a some wﬁEt

1

different mammer. The ratio of t)e total personal property

- -~

“yxoqgalized\assessed valuation to the total: real estate

qquaiized assessed valuation was computed for*1973 and /”,7f//

~ o
e

| 1974. These ratios, .1633 and .1611 respectively, were

' multiplied by each of the projected’ total real e;tate - ’
equalized assessed valuations for the time period 1975'
1979. These two values were averaged to arrive at one

ostimate for each year.

e 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 by multiplying the projected respective tax by .1366
and .13&9 These were the percentages of the asgessed
valuation of personal propert& of th;\tbtai assessed
- valuation of all- property in the state 4f Illinois in '
1973 and 1574 rssp%ctively.' If this asseased valuation | | \\\
porcentage would suddenly demcnstrate ; wide variation
trom the 1973 and 1974 percentages, thert the estimates

would vary Lecord hgly.

111
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. -~ Results e o
. —_— o .
. Calculation of th@ previously described projections
. ~N
/ ~‘and estimates gave “results as shown in Table 17
, S .. TABIE 17 S o
' .PROJECTED FGAL ESTATE EQUAL;ZED o
. _ = . ASSESSED VALUATIONS?
F Z l‘ - ' ; z ' » > T »
g Year - ) ﬂ Bollars n
- . 1975 N , $h3,9oo,ooo,ooo‘
1976 45,500,000,000 1.
1977 . © 147,200,000,000.
1978 . : _ *149,000,000,000
s i .
1979 .. . N 50,800,000,000

= 4.162, B = .016, n = 29, R2 5 .9930, g * .034,

n
- The projections in Table 17 were then. multiplied
by .91633 and .1611, tho ratio of ‘the total personal prop-
erty equalized asgsessod valuation to the total real
estate equalized assossed valuation for 1973 and 1974 ~{,-
respectively. The resgltmg two values wer-e ‘averaged

to arrive at one estimate(flor; each year, as shown Jdn. .

Table 18. | \
W . ,
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" ; ' , o . Coe oL ‘
s " - TAELE 18
N_ - °  ESTIMATED TOTAL/FERSONAL PROPERTY = -
- . EQUALIZED ASSESSED VALUATION  °
) - ‘ § Year [uc J.‘ | &\;_ ~ Dollars ) . \
1975 /' $7,100,000,000 -
— 7 age ~ . "7,‘1;,06",@00’,000
- \ 1977 "' 7,760,000,000
' : 1978 e.7,900,000,000 2
1979 .- é . 8, 2oo 000, ooo' -
. S

&
.

- : b
. N,

-

The projection or'total'taxéé 1evied 1ocallnyas

accomplished tbrough a regroession analysis of a 1ogarith-

'-mic transformation of formula (1) These projecgions are
given 1:&Tgblp 19. ' . ‘

/ T g

To estimdﬁb‘the total. tax>monies losf the pro-

. ' Jections in Table 19 wore thﬁn*multlplied by .1}66 and
.13&9 Of the total assessod valuation of éil préporty
in the staté of Illinois in 1973 and 197& respectively,;

 these were the percentageg_of the assessed valuation of
pgrsonal_ﬁroperty. The resulting pwo valﬁos wereQ{

. ) . i - ‘ 4 .
_averaged to arrive at one estimato for each yoar. Thase

N
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T (s . . TABIE 19 //, L

,  PROJECTED TOTAL'TAXES LEVIED JOCALLY®
\ X s
Year ‘ ‘%\_ o Dolfirs.\\‘ o
v - \ : " 3 _/j : T -
Caory $3,460,000,000 )
1975 3,720,000,000 !
' o A N 7o :
| 1976 . ) 4,010,000, 000 |
x 1977 | " 1+5380,000,000 ). -
1978 .’ 4,650,000,000

1979 . <,//// 5,000,000,000 e
. :&.Lf i ‘ ‘

e o0 -
ot

—*

%532, n =28, B2 = .996h, g = .076.
32, 0 S = .0

"

- results are given in'Tdble 20.
. e 20,

Lody

The projection of total educational taxes levied

j/‘° : 'i‘callj was accomplished through a regressigh analysis
‘ ) . : o M . a ' .

;  ‘ofua logaritomic transformation of formula (1). These
projections areyaggﬁﬁﬁxn Ta<i921,

Y
: e e .
To estimate the'-educational monies lost, the pro-

% 4
| Jections in Table 21 wofe.thon multipligd by .1366 and
.1349, and averaged, as waé proviously des;ribed.' The
results afe shown in Table 22.j’3. |
_)" -

114 T
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| | ’ , <
y - ) I . ‘ ]
| . 7+~ JTABIE 20 -
- ) \‘_ > ) : o
ESTIMATED TOTAL TAX MONIES LOST
N o
p
~ . Year o Dollars -
P S/, »
T — -
_ . (197 $&jo 000,000
. 1975 . . §10,000,000
e P . .
, ‘ 1976 - o suo,ooo,ooo t
’ . ) P
~ 1977 ({ 590,000,000, &
o 1978 . . 630,000,000 E
1979 ' 680,000,000
‘..‘\ \\.‘ ‘@
'T%_::.‘: \
L /ﬂUﬂE 21 N |
- “), Z. \P
) PROJECTED TOTAL EDUURTIONAL TAXES '
, . LEWED LOCALLY&
_ o ) - F . . .
- Year - (\f Dollars o
,// 19 c . 42 170 ooo 000 = .
‘ S ] . \\ - o
— 1976 2,690,000, 000
lé;;\ . 2,930,000,000
- 1978 \3 . 3,1904000,000 P
1979 7 . 3,480,000,000
. : ‘ .
= 5.283, B = .037, n =2, % = .99,45, g = .08,
115




‘ _‘ .,TA;BHB& | | .

. ESTIMATED EDUCATIONAL Morrm(,sj\l\,os‘r -
» LY ‘ . \ 3 v _ . ) ] € - ‘/%. \

s -

- ~ Year B ‘ . ~ Dollars
’ ﬁ\\ i x
1975 1\ | ", $340,000,000 .
| 1976 L 370,000,000 |
. 977 " f £ -4400,000,000 (ﬁ: R
1978 430,000,000
1979 . . 1470,000,000
_ . ( . L N . ! .
] « s
s In ordpr to determino the effect of tho new stato

aid formula on th63197Q“projeétions, altezmativé'phojqp- AJ
ﬁions were made using an n = 6, The data used were from‘
l968lto,1973 p%cause'the state h;d providod‘a higher level
of support to local school districts than they had in the

earlier twenty-two years. This would amplify the effect

of the increasod state contribution and decreased local

/‘;'~.

contr‘bution, which should have resulted in a lower
- . : ) ’ -
/ ‘ ' .
rate of tax increase. The redgults are shown in.Table 23.

. To determin@:fgg educational moniesﬁlost based b
‘ _ N ) ~ _
<

. » , >4 . . ’
on the effect of, the new state aid formula, these projec- \

tions were then multiplied by,.1366 and..1349 and.

%

1138
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N .. mBIE 23 ‘o, -
%FTERNQ@IVE PROJECTED TOTAL EDUCATIONAL, .
y TAXES LEVIED LOCALLY® . .
N A ’ & \,
e , i ®. . ‘ i - - Z—
- 1_Yea? | ;' ™ s Dollars .
~ 1975 . $2,2,04600,000 .
2 . ) - . ‘ ‘ ) . L \
1976 ) ' 2’390’000.’000 ¥
) 1977 S~ 2,550,000,000
7 1978 e 2,720, ooo 000 ’
w - , *1979";;- - o 2,9oo,ooo;ooo ‘
'A ) < _ . - . Q K . . B
< 8p = 5 %ﬁo B = .02" n =6, R27= 9773, g = .06
) o ] , "' . ’ LT e , s - K] = e ’ g - e O 7 .

o

wed
%

averaged, as was previously describedl Tbis'alternatiée‘

estimate of the educational monies lost is reported in

Table 2u o T
. QT:E A'/,’ 5 v
S Summarz 7
~ ‘ -

Based upon the proceding estimates and projec-
tions, it appears that the Jegislature will havo tp re-
place approximatoely $680'OOO OOO of lost revenue to units
of local govarnnﬂnt and’ school dlStIiCtS _on January 1,
/1979 If tée stato contlnues to” prov1d0 hj per cent of
N the funding to local school diStIlCtS, it would appear

A
that the state would have to¥prov1db 3390, OOO 000 -tp school

s o J
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‘ . y " . TABLE 2}4. ' s

ALTERNATIVE ESTIMATE OF EDUCATIONAL '
J MONIES LOST -
- ‘ o o ’ . - ) - - Y e : . y
) — — IV —
o ® éblr I : Dollars
e « . . - .o Le . / E ’ . o
o . < 1975 » .0 $300,000,000
g S M NN
. 1976 . o 'h - 420,000,000
T - ) . . ' . 'v ) “\_’4 ‘- ’ ¢ B
. - Dy /, ~ 350,000,000 R
o, s 1978 ' 370,000,000 ,J
N g9 hC; 390,000;000.
| L —— SEEPER—
- 5 Ny - - .
; di;trici:; on. January 1,\19'(9. Hov'vever, if the ﬁercontago\_
. . , . = 7 ‘
N of atato contribution returns to a level more clgely ap- &%

%

X praxima.ting that which occu:r;red in the majority of the -
timo period 191;6 -1973, then the state may have to repl ce
$476;000,000. ‘_ | !

v 2 f
. o 4} o4
. ‘ \“\\
.
, , < o ‘ F A
'K .
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» ‘ \\ o .
"KLTERNATIVE TaX( SOURCES'FOR N
~ N\ REPLACEMENT REVENUE." o \
> : A o ' "
Lccepting the ax"gument proposad in Cbapter II that -

2
the législature has definite lﬁpitagﬁona(impoeed upon 1t8 "

L3

powe-r/to detprmine the ‘!nethod of tax‘ation that will be used
to replace the Fevenue losg\under section 5%c) should it -
[ chooee to ;ccept the mandate to a bq%ish the ad valorem
7

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

-

) lowing questiona becomes apparent. What limitations does
' ' the -1egislature have 1imposed upon its powers?. What alter- ’
' .nutive tax sourc%e are avajlable? What would be the effect

l

of these alternative taxes on the competitive advantage of

" Illinois businesses? N

- ' e - [
, : Y
Constitutional Limitations

Careful reading of section 5 (¢) indicates that
four strict limitationsﬁhre placed upon the legislature.
zh first constitutional limitation on the power}of the L\

sgislature is that the legislatyre has en immediate an
tinuing responsibility to reﬁlace all revenus lost by '
ta of locsgl governme§ﬁ and school distrlcts. There is,

\

‘however, no statpment as to how.this must be accomplished,

. Lo7 . - . b

. > 1




& o g - =108
Also, thors is no indicat&cn if this means that the revenue

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

b

-

| The setond constitutioral limitation on the power -—
of the legislature is that the roplacement tax imposed must
N N - B

’ ¢ .
be statewide in nature. However, there is no clear state-

moht as to whether the tax is to be iovied, collected, and
distributed by the state, or whother tho legislature may.
delogatoe 6bxs authority to tho units of local government. -
Also, there is no mention of a uniform rat% It could be
assumed thet 1f the leéiaigture chdse to dolegate this’
lauthority the rate cou%d fer betwe@i units ofglocal
government as long as\th;d:{\bs extende w'ggksufficient

to renlace the.monloa lost from the abolition of the ad

o~
v

valorém personal property tax.' )
The third COnstitutional 1imitation is thé% ®he

replacemont taxes may not be ad vdlorem taxes -on real

.estate. Note tbat_this does not prohibi& all real'estaﬁe

taxos )\ simply ad valorem taxes on roa}l dstate.

. L )
. —The last constitutional limitation 43 - &% _ne tax

«
must'&ﬁply to those classes relleved of the burden of

paying/thd’tax. HOWO or, sipéo the only classes which )
would be exempt areo indjViiEiif’ a3 proviously d¢fined:in'

7 -

Chapter II., who have not boen taxed Q}Bf the Illinois

¢ . .
Condtitution of 1970, tho populatiof to be taxad romains
L .
virtually the Sfme' oy
129
- '/ ' _
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h The lwrf,*atlow are quite guccinct. The tax-may\\\\\
not be iImposed ‘pon un nyone hut thapslclasses rplievéa it |

may not be ad valorer: roal ostate, it ruwt be statoxlde

An nature,. and it must ba suffic1on§ in size “to. replace all

‘revenue lost by units of local government and gchool dis< -
trictas. ~Since thouo linitations are not Cvt“G“Oly doﬂlm—

-iting, further crlto ia must be deVélOyOd to determlne the: .
suitability of tho a1 e ﬂ”thO taf ' '
\

‘ - : I
E ,Philosophical Critorion Yoo

| ’ : h

Classical and'modorn litoraturo on taxation .pgo-

vides additlonal critorla for detorminlng the desirébilzty
of a tax These crlto“1a ghould be viewod as goals of a
tax and not as requlrcﬂents fer the surv1val of the tax.;'
. The first critogicn is ndoquac; of the tax.1 Pro-
jeﬂtions in Cbaﬂ‘PP IV foracast that g roplacomont tax must
be able to genorate anproximatelj 4510, OOO OOO in 1975 and
-$680 000,000 in 1979 for roplacemont rovenuo Sinco this

J
is a continuing oo’ipatlon, the tax should have a long-term

average arnual growth potogﬁial id tho noighborhood of

. = -’ _ .
7.5 per cont per Joar, a3 was calculatcd on pago 102.

X

lqtephon F, quton, Principlos of Juo 4
tion (Now York: 245 Proass, 196K ‘

' | : :
.
: - , 1
P

£
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<. . Equity, as defined in Chapter I, is tho:eqﬁal_

110

treatment of equé.ls.2 Or as John Stuart }Mills ekpréssed

"1t ) SN '
o= . , : 1

‘J.aﬁ-. Equality of taxation therefore as a maxim
"of .molitics, means equality of. acrlflco. It
-moans apport! nlnb thoe contribytiaon of each per-
don wards tae éxpensses of govornwent, so that
he shall.feel neither more nor less inconve- ]
nience from his share of the paymﬁgt than any.' -
other‘porSOn exporionces from nis, |

_Or as Adam Smlth stated. : -
. The subjects of every state Ouvht to con-
the government) ’
prtion to their .
in proportion to
protection of :

. .

_tribute towards the support,oj
~as nearly as possible, in pr
rospective avilities; that ¥
the POVOLUH they onjoy unde
the ‘state S

1

' Theso admonltions could be intefpreted to mean that,apj_

b

tax which is 1moosed should treat all membors of each cl
of taxpayers equally, but it does not heod_to treat all

classes equally.’

Taxes which are not progressive in their rate

. structure may tend to be regressive, but‘%re not

> . :
“Jarmes M. Buchanan, Public Financ ce in Domocratic

" Process (Chapel Hill: Tue Univerasity of lLiorth " Carolina

’Fress, 1967), p. 294.

3Iohn Stuart Nills, Principles of Political

ass

Ecnnomz With 'Soms of Thoir Aprlicaticn to Jocial Philos-

ophics (Lendon: Longmong, (rfcﬁTHQTH"LB., 10367, p. 392.

L

Adam Smith, An Inaulgl Into the igfura and Causes
of tho Woalth of lationg (london: D. Iinlson and Sons,

178G, p. 3 ;a

129
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necessarily so. Flat rate taxes on consumption -tend to bo
regressive' ", . the most regressive elements are the
property Bax, general sales tax,‘and the selective_
excises."> However, flat rate income taxes need not be
~considered regressive " . a broad-based flat rate tax
can pack both a heavy revenue punch and provide a substan- . .
tial degree of progression ﬁafn combined with personal

. ~ exemptio- "6 .

Impact of'taXation ar ' incidence of* taxation .are
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 not necessarlly the same. If the constitu-
tional llmitation 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

*

and the sams direction as was the ~personal property tax,

.B‘

45Adv130ry Commission on Intorgovcrnmcntal Rola-
tions, State-Local Revenue Syatoms and Lducational .
Finance (W ash:ngton D.C.? “Governmont I'rinting Office,

1972)1 pp 2 l?o

: 6Adv:.sory Commigsion on Internovernrontal Rela- ..
:-tions, State-Local Pinances and uu"“osted Logislation, v
Report No., M-57 (Wasting rton, D.C. Govornmont Printing

Offico, 1971), p. 1. , —
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« percentage increas

_havo Highﬂeiaéticity—father than low elas

| \ b L ‘112
Elasticity i3 ". . . tho ratio of tho ﬁercentage
increase in tagrcollec%ions at a constant tax rate to the .

in gross national product. . . .

However, it is not to infer that i is'beneficiel to

)
flcity. ' ‘The aggve

definition works in botlydirectior&s}. T times of economioc
recession, tax revenuo collected deciines ag gross national
product declines. This lesson was learned in Illinois in
,1975 when the governor wa$ unable to fund the state ex-

-

penditures at the proposod budget levels due, to less than

S

projocted State revenus brought on by "xe recession, Ill:i.--

nois depends heav11y upon the income Q&x and the. genergl
sales tax for state revenues. Since the personal 1ncgme
eax is e'ﬁery elastic tax, as is the corporate incemeQ%ax;
(but not the general 8ales tax), it is ev1dent why a
decline in gross national product was felt 3P qulckly in
the Illin01s revenue collections.8 It is-preferablggmé

have a tax which has some elastlcity 30 that the ggxing

body is not severely affected by 1nflation, but not too

!

V///Fuch ela3ticity, because the reeessiens can bs just as
d

evastating.” An elasticity of approximately one "is

?

.
%

. 7AdviseF§§Gemﬁf;sion, Ihducational Finance, pp. 2-
37 R A \;, .

®1vid., pp. 2-42.

~
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G . .
preferublo.) This causos o chan-o in £1033 national prod-

et to bring aboul a proportional chance in revonue.

A tax must bo udninistratively feasible. If the.
tax cannot bo adumdinintored bocause ‘the 1nformatlon needed
to assess tho tux Iu ot roadilggavailatio (as was the f_
case of intanglbla\pqraon&l property) or if thg cost of
administration and onforcomont i3 .80 high as to make the
téx uncconomical to collecs (as was the case of taxing %§£
tangibls porgonal p{opérty of individual rosidonts.in
11linois), ticen ths tex is not adminis%rativqu feasible.
Ideally, a tax should be lovied on a bade which c%nnot be
0asily tranaportad or hiddon, end shouid hqvo high enough
valuation oy winit 4o rudm thoe returns for collection )
ﬂighor tbqn tno cost ol collection without the tax being
confiscat tory. Tnis 9 not Lo bo construsd to mean that
income cannot bo taxsd. Sinco thio in;titution Qf the
foderal‘inccmo tros, Infsr \**101 puncozmlng gross, adjusted

gross, and not incoms had bocom: available to state

governmaznta,

Pinallx, on altarnativa tax should hot have a
-negative eflact on prodnstion, TP tarpayers fecl the tax

rato has nocomo g0 Lirh a3z to mako themn unablo to compete

o

ra3ult citho? loave

M o A o R RETE s e Yoea -~ - s L2 -
with cut-sf-alobte soiuenrs el g5

'

o
[N
o
.
-
s
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the state or ceaso production, then this rdduces the té%

<§hso-¥hence the rovenus--and bocomes dysfunctional. There® .

Y

L ) + ;
fore, the tax differentiql botween statos becomss signifi-

cant.

tial, 1littlo attenticn is paid to the type of tax.
- Businessmen gseem to feol that if a partibsular
‘Jurisdiction lacia a given type of tax--for exam-
ple a State corporate incoms tax--it will have
other texes whoae buwrdlon will bo sufficient to
malie up for tho abgonce of a particular levy.lo

In considering the total tax bill difioreﬁ-

§

This does not roan that rates of individual taxes which are
c¢omponents of tho total tax load cannot Be higher than in
Y

neighboring statos. I% only moons that tHe burden of the

‘combined taxes on business firms mustAbe comparable to that

of neighboring states. & ~

. The replacoment tax would be characterized as one
which generate& appréximhtely $680,0004000 on January 1,
1979 andwhgd the elasticityﬁﬁb prqduéeﬁdpproxim5£el? 7.5
per cent of now rovenuo ahndally. Further, it would tax
- only those classes relieved of the tax on personal proper-

ty, would B -shifted to tho aamo degreo and in ‘tho same %

direction a5 the porsonal proporty tax, would be rosponsive

to the mocds of the ecconomy, w..ld bo 0a3ily and econonm-
ically administered, and would not be an ad valorem tax on
’

' - : . : -
o -
° \

. . .

loAdvisory Cemrission on Intersovernmental Rela-
tions, Stata-Locol Taxation onad industrial Lofation, Re-

port No. A-30 (Wasciv lon, DoC.: Goveiimoul rrinting .
0ffice, 1967), p. L2, .
¥
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real estate. Finally, it musf.be statewide in nature and
not likely to change the competitive advantage of any
classes upon which, 1t was‘impééed. What taxes in presént
ﬁse could 50 expaﬁaod, or what new’taxoé imposed which
would fulfill'tgeso rpquirements? )

4

IR > Presoent " Taxes N

\,

Of the sixteen major taxes whichAQere levied
gcollected by the Illinois.ﬁapartment.pijévenuo in 1974,
oﬁly one tax, :the corporaﬁe‘incomn tai, éﬁﬁéarbd to meet -
the previously outlinedfcharacteriqticél%‘This tax could.
be iMposed solely ubon one of the classes relieved-rfho ‘
corporations. Howéver, thofé would still be classes whicp‘
would not be pazéd, even though they were feliovod. Thoﬁé
would be the’partnbrships, limited parﬁnorships, profes-
sional agséciations; and p:pfessipnal service corporations,
The taxing of these élassea will be'considered later.
™S The corporate income tax éenératedA$2h9,357,QOOf
or 6.98 per coht of the total state collected revenue in
‘1973, gnd-$277,lhu,000 or 6.96 per cont of the total state
- i revenue collscted in 1974 in Illinois.1l ‘The Illinois
3 1 corporate income taxlis levied at a flat rate of I per.cent
{?}‘1&1@ ~— '
State of Illinois, Departmont of Revernus,

"Schedule cf svenue Collected and Romitted,” nomeo andum,
o« June 1973 and.,June 197l,. (Typswritten.)

O
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end gonorates apﬁroximatoly'vo2 000, OOO (1973) for each

-

por cont of tax., If 1opislation Woro adopt d that would
w

shift tho entire burdon of rpplacomgnt for/all units of

local govornmont and scifool districts to the—<orporate

incomo tox, this would result in that tax having a rate of
approximatoly 11 por cont (combuted using 1973 data, the
last yoar for which comploto data oro availablo) It
would bo possiblo to goni)ato tho totq& dollars of rovonue

noodod but only at a volfy high tax rato. Purthor thore lw
N N
is }ho ernual rate of noiur revonun to bo considorod 1111~

©

noia corperatn incoms tex collcctions have groim at en
avoragoe rate of approximately 13.25 por cont por yoar for
thoitimo poriod ]973—1975 Thl? m3ans that the tax at 11

par ront vyould be an adoquauo socurco of now revenuo to ful-

N

£i31, tho prov1ously\llsxod roquiroments.

~

Tho co}porato income tax moots tho roquirements
that it bo statowido; also that it not be an ad valorenm
roal ostato trx. DBeing a statn loviod and collocted tax is

en edventago In the emount of tha tax yid1d A Stato

N

onceomrasses popuTauion and oconomlc activity u1th1n an area

lcrva onourh to ohitain aronomios- of scalg in tax admlnls-

trﬁtvon P12 Sinco tho tex J3 prosently boing collectad,

/ . T : . ! 57 .
ono dces.not have %o consider hishor coX¥aftion cests or

»
12 . . .
) Adv1@ory Commiasion, Bducational Finance, pp. 3-6.
X T '—‘_"‘___-'— .

1281 L
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o~ the development ol a now_diviuion ot the state revenue sys-

e
'

tem. The stato -would simply process more dollars through
the samo channols. Thorefore, administrative feasibility
. - { ,SL

s
)

13 not a serious.concorn.

\ &

Unfortunately, the corporato income tax does not

have a high degree of oquity: '

« « . if tho tox falls on the eoquity shareholders R

of ths corporaticn, tho individual bearing the a
© tax may bo in a hivh-imcomns or Low-incoms group.

Thore is 1no nocessary connoction betwoon the '

amount of conuion stock owned and the place in the

Income scale, Lol all individuals aroe subjected

to the semd rate of tex in this part of the fiscal
. “system,13 . .

The 1mpact of the tax, a3 was previously noted,
j 'would be on thogse classes rclioved of the burden of paying
thé tax on‘corpornto personal property. Th& incid%nco of”’
the tax; nowover, 13 a little ﬂoze diffiﬂult vo dafqrmina.
There is some disagroermnﬂ a9 to“whd pays tﬁq corporate
incéme.iax, Soms of tha tax is probably shifted forwa#% '
and.bdckward,lu ahd sore of it is takoq from.r0turns to

capital. However, tihe major grore is probably ,a chargoe

: L1 :
againat capital and manamnncnaﬁl~ : .
. - /
~ . A '
//77 13Jemos M. Buchanan and Marilyn R. Flowers, The
Public Mirencosa An Iatrodactery Toxtbook (Homwwood, TIL.:
Nicteard o, Lrwin, lnc., 170), De 200, ‘J,‘

“*Advicory Cemmicsien, Rducational Finance, pp. 2-17.

15 o . . . .
L20ax Trnastitute of Amarica, Prococdin-s of‘b nnogium,

Hovembor 5-6, 1970 (foxinftci, 2uss.: U, 0. louth Co., .
1972), p. L2. = , ' '
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.Industrles whlch are character;&iitZy large 1nventorles and
v : A

~ - ‘ S , 118
~
A corporate income tax is ralrly slastic whon

'viewed in rolation to other taxps. Harris, Netzer, and the

Plannlng Division of Arizona . a11 roporte@ ‘elasticities of
approximately one for the corpbrate anome tax.16 Pock
roported an elasticity somathﬁ higher than this., 1&
///Effect ‘'on competltion can ot bo as easily assesged
aslég; some of the othen.effectb If one ‘accepts that

; :
industry is concerncd with the_gax differential and not

[

component taxes, then thé.chﬁnga?will be negligible when | j
industry is viewecd as a uﬁole.bxﬁoﬁevor, there may be svme i\

change in the "mix" of typos og,businoss which-are found

. N
within:the state. K %
High“gity proper tax- rgﬁes on 1nventopies' J
encourage erecticn 'Warehouses outside the city

. not only by manufacturers buk also by merchan-
disers, such as supernmrkegf rators. Evep
minor differences in tag priocvdure may be used to
advantage by bUJjHOSE.

low profits -would be attr@&‘bd to e state. However,

‘
PR
o~

indqstries dﬁlch are cha;acterlzed by small inventories dﬁd
high proflts could find themaelves in a relatively less

competitive position than they had been previously.

2739.

Q .

léAdvisory Commission, Educational Finance, pPp.

T1vid., pp. 2-Lo.

lBAdvisory Commission, In@usﬁrial Location, p. 61.

130 o
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The corporate income tax would provide a viable

alternative tax scurco for the replacoment of tho lost

revenue. However, to roplace all the revonue in this man-
ner might present rates which would cause many firms to

migrate teo other states. Thorofore, the corporate. income

; | N
t&x offors only a partial solution in tho search for an
altornative tax.

\\\J/ ' Now Taxes -
- Since all classss yhich were relieved of paying the

% i . &
personal property tex would not be providing replacement

-

revenus. through ths corporate income tax, some other new

A .
tax(os) rust be found which would tax those classes re-
o Vi
. ’ 4 .
lieved which ware not corporations. One obvious answer
| -
~
would be to presont logisliation which would require that
o7 | 4 .
partnorsnips, linmited partnershkips, and professgional

agsociationa bo<«taxod in the sarms marner and at the same

rate as corporaticns, instegd of allowkpg the .partners3hip

to file 2n informaticnal return ard taxing the members at

the individual incomn tnx rata.,. Tills one cHange could

-

genorate substontial amonits of now fPevonue. - The dollar

s valuo of rovenuo uhich wonld to fennratod by al} per cent
- £ N

net income tax on nartnerszting in 1973 wag estimated to be

'
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around .5 million dollars.lg his would moan that a tax-
on partnershi would gonerato about 11 million dollara for

each per centxdf tax.

»

"The tax on partnorships satisfios the ' constltution-

-

al l%ﬂftations that the tax must be on those classqp Tro-
1ieved of the burden of paying the. tax, not be an ad
valorem tax on roal estate, and rust be statewide in: nature.

It will be subject to the costs of litigation and the costs
\ ,

e

of eveloping an administrative 3tructure .to overaee the
cégfgction ef the tax. Substantial aggunps of monies could
be saved if the tax could be administqered in a menner
parallel to.-the corporate income t&x.' . |

RS

istics of the tax.on partnerships WOuld.be more 31mllar to

Tgiﬂahiftlng, ‘elasticity, and regressive character-
those of the corporation if the tax was imggsed in a manner
parallel to the ¢ rporato income tax. THqgever, if the tax
is imbosed‘in a manner which is parallol to the individual
income tax, then the'ogfects would be more simiiar to those.
of the individual incoms tax, Y

’ The diascussionu in;the soction on the corporate in-
come tax reviewed the arguments portaining to industr;

\

<

v _. : o
, 19Carlton P. Mori¥p and others, lioplacemsnt Revenue
Sources (Chicabo I1llino}s Ltate Chumbor o Cumwrce, -

19737, p. 33. .

@
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)

loeation and ~tanx londae, I ovaor Lo romaein conadistont in

the argumont thron hout, tho asswmhption will botmado that
D ~ |

4]

- ~a replacomdt tax wiill not havo any-afloct oh tho total

‘ " buginess comamity's deciaion for location, since there 1is
. :
.\l

way to asseoss thiag in advuance. .
- 4 .
Tho incoume tax on partnorships, as a,buﬁ{;osn unit,

deoma to bo inporativo sivon the constitutional limitation .

N 5

on roplacoment revoenuo., This tax would genorate substan-

tial amounts og now revonua aven though thore wouid'bo

¥

start-up and Litijgation cousts. Tho mothod of shifting,

rogrossivity, snddamount of olnsticity would dqpend largely

¢ * w»
upon the mannor in which the tax is imposod.
- , .
Anothoar possilfle scurce of new revonuo would be
, .
the “valus-adind tux. This tax has been usod.succogssfully
4
in the Cormen Marlmt countries. In 1953, tho Michipgan
legizlaturo frolomantod the lMichipan business activities
i ' - . : ‘
tax, tho Lirat Lox fmolorwentod in tho United States usin
’ ' -
L . -
‘e
the valuo-aideod concopt. It gorved as a tax ih Michigan
unt#1l 1957 thien Lho iocisiatire repoalsd the tax to
sbmnloment a co- fonansive norsonal and corpsrate income
. -~ , . :
’ tax struchars) “RacToeiloss of the typo of tax, groas
. \ /_?
27 T 1 KN ‘ - o N e oy ey b a7
Adwvianry Do ¢ F0ion on Iintersovernmental Hola-
tiona, Tho wx‘%’ Sl altorn oy ooureng of
Fodorul Soveiia, opartii, RS (Waondnogton, DUCLs
Govornuotit, - rintings 7rtliea, 1i3), pw 5.
. L
} “~
-
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O

ERIC

Aruitoxt provided by Eic:



i ” . ' 7

e to

S~ onrottunt fnn canina b o it g o Lo allowsd) L, incomo -
L 4
. - hY

Lyvo (canital ox:oaditaro dodaetton ailowsd thieoaish

: doprociatyon), o consuwntion viartont (ennital expanditure

NETY
]

w allewnd in year of puveiang ), tho rovanuo ganorating

~

caralility of Lho ton I aaoatanbial, |

Hediuo Joooosal a cvoaa product valuo-atdeod tax in
H

v

I11inoia ag ingt riannlastarin: only for tho yoar 1971, with
= . i B J \/j 3 1

A by seraratod 5201,900,000

X a »ratyr ef 1 par ocont, 8

T tho anownt of roevenuo

4 - DD o
JRRAR

or apnraoxisiinly P2 par o«

—r

£r
<

;¥1rutod Lyotioe agtals Incorm Lex Uor the aamo yoar. Thease

g s Ta dnterrinod 'notho Sollouing mannor
e x :
Tl ovaleaeny'nd by e Costurn datn Lfor corporate

<

end partnorshin "ors3 ol leogsal erpanization throuzhout the

. 5, bl
Unitod Otatos, {rom tho 19b7‘e%n3uq o manulacturing were
-surmed and-dividad by thd valnoe-added by manalacture for

all catabliskmaints o1 Tty reaulting 97.39 par cont wWag
. . v
agavmal Lo o tha aamn oo cqnﬁ af corporato and partnoq-

EY

ghip forma of Ta-01 orranication tn all ostablishmoents

» found In T1linnid. Thorn®ora. $his per eand was milti-

[
jle

23 by tho aian-

Y

jo)

)

. B AN Caa " oI
e Tacturins Bata fovnd in the

1973 Ddition, T11ian o orend Hepional Yoonemiog Data

51 . ‘
.y B : N [ .
7.5., Doapartmont Al Cormaran, Buranun of the
[ b IR . . S - I"w\o T € LI RN .‘\\wwvs & A v g R
Contua, Senavy of Cooteo ey sl L, Snemary and Sub-
Al A Il R L el L ol
_j;’_,)u . t:_"v IRV ol B s il s 7.0, wwvomaent Print-
L. e » ' 3 , V' - :
ERIRTAR - . . k) LI ro.
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Book to rwcolive Lho valun altded by o m‘;’)ox'utionﬂ zmd purt.—
-y
norships.““  The samo porcontanro "'wag usod wlth the ]f)Zu
C 5
N TYIY (S . . FETRR > ]~ : . f-3
Edition, I[lltnels wtacs and Uyilonal Feonomics Data,

LRSS
Tho rovenua which could have hoon phporated in 1969 with

7 /

N a 1 por cent rate would havo Hpon $220,520,000. Therefore,

|

S . it appoara that, a gross product vnluo-uddad tax would
gonorate around $270,000,000 for sach por cont of rate in .,
v ’ .

moa3t yoursg Linco an }ncUmo—typo or conqgmption‘value~
addod tax would have doductions for capital expenditures,
the revorus gnnorated by v itiwmr of them wonuld be SOhowhat

. 1&23. o~ o _

~ s 1o vnluo—ad@od tax gatisflfied tﬁo limit&tiéns that
it must bo strtowlde, that it cannot bo an ad vﬁlgrem real
estaﬁg/tax, ard that it muat be imposed upon the same

( bersons'who benorited £rom climination of the porsonal

property tax: It will, "howover, be éubject to the costs
of-doveiopiné an eininistrativo structure to assoss,~

1 " collezt, anl “istributn Lo tax rovento. Also, the tax ’ -

T11ithisis, Denartment of Businnas and Economic i
‘ Developmznt, "otatowlds Lunpory Doatheturing Value

4 Adduq—w”ﬂ”% Yooy don Ay Al Lo, U7 :gLﬁ}Oﬁ, I1li-

, b Soenocens vt Lo (GpringtTelds

Lhyvuiepent, n.d.),

ntiness and uPOPOﬂiC
AJu L0 n”’{ Sty *l._Jvlnl

1,,, yr“i",: ant ‘t) ')JJL"IOSS

O
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"
»

Will Lo awt oot Lo Mooty cton ol uneartadiation that could

A \1
roault un littguniun;"“

Tho valne-addod Lox tay bo ahifted forward rather
easily sinto tte additio vl cost o tho tax 1u added into

the aale price of thn wkooda. Iouaver, this 13 an advantage

ovor thn

rn

9108 tax gince tuo tax i3 colloctod at ail levels

of muonufadivre and di:;.;x-i':)ut;i:mﬁ and not just at the con-

-~

gunor. Ty coaran viat illinets il rocaibve 1ts sharo

of the tox royvardlals i Lim firal doatination of the

gooda. Furthor, sinco tio tux could bo iImposed only on

the apecific clasang rolliaved of payin,s the porsonal

proporty tax, it would tax only those ¢laasns relioved.
Since thoro hiws not beon too much experience with

' ~a¥ 3 o : . .

the valle-addod tax in the Unlted States, its elasticity

in relation to ollor taxes ig not woll documonted. The

roported to: . ;

Michigan Buainoaaa aActiviiieos Tax i,
e oo e deneoeninnation of the chanso in the
BAT collecticig roinii '
porseonnl dnnarnn alao oAl tad bhat Lty tax was
cora than oo bies 2t 3 paonoaNgive o
. (JCOY‘:OJT'..‘LQ\ RIS SIS S TURD ST R A B VRN ! .:'Ltz".:;'iu_cad“an
vhodare ot o0 Diooooe olgnicity anto th
: L. Ty .3 3tiuc -
AT weey 1oaa

oy s,
RN LS I ARVELE SE VIRLE I SO

Wieoactivity {(that
1 baadsoas nat in-

<l

l_l Y I T AT > A FI . - m

CMpGrianey Cofiosion, Valua-=Added Tax, p. S. i
~ ‘.

b

“Clohart DL o hol, Tha Mio fosinesa A t
Tax - (Dasb 1-oofng, Dicuor 0,000 pusinoss Suading, 19725,

p. 1.
<, 130
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A



| ¢ 125
This narrative does not-allow for a clear'defihition‘of the
elastlcity, buu it would allow for an approximatlon of the
elasticity at a little above one. That means .without any

change in the tax rate, revenue would increase oﬁﬁdecrease
slightly faster than corresponding changes in the economy.

The regressive charactoristiés of the value-added

«
N

N 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-~

1stration when cqmﬁared to the

tures and the ea%e of admi(l

income~-type, is somewhat re'ressivekz'6 One method of re-.

v
-

ducing the characueristic taward regress1V1ty is to alloﬁ

L4

- a tax credit on the income tax for those items of

Lt \\ .
' rarfzsity, such as medicine or groceries.,.Another method
13 to simply allow the exemption of thoge necessaﬂ? items

from the value-added tax. However, attempts to decrease

iy

the base will result in decreased neutrality and cci?i}ﬁgto.

administration a great. deal.
.‘\

k4

. . . - LA
Tho discussion in the section on the corwocrate

2 [y

income tax rev1ewed the arguments oertaining to industry

location-and-tax loads, I% order to remain consistent in -~

the argument throuphout Qhé assumption w111 be'mado that ./
A

a replacomoent tax will not havo amj 0 Lcct on the total \
. M N . (/ -

r

-~ -

™~

26Advisorwaomﬁission, Value-Added Tax, p. 2.

’

>

Y
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industrial community's decision fer Plant location. How-
ever, as discussed in the corporate income tax, the effect
on specific industries will not be the sem\_throughout the
state. "New industries will be unfavorably affected by
this tax more tban they will be by the corporate\income tax.
because they will not be\able to re}nvest the profits into
the organization in the.eariy staged.<T Further, the.
value-added tax_does not fevor high labor industries-over

-high capital or inventory industries.28/f |

. The value-added tax is a viable alternative source
of new revehue which meets the limitations of the constitu-
tion. It would generate apdroximately $220, OOO 000 of
revenue for each per cent of gr;ss/product tax, or
$208 000, OOO of reVenue for each per cent, of consumption
variant tax, in 1971 This revenue would increase auto-
matically with growth and 1nflation. The tax may be-
regressive, but if it is, exemptions and tax credits cquld
reduce the degree of regressiiity. This tax has an- 4
e8lasticity of slightly above ‘one and is administratively
feasible, even tnough ;herelwould be start-up and litiga-

tion costs. Finullyi/the tax would be impeseifpn those -
% oy . i

\
|

“TIbsd., p. 8.

281bid.

T 138
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. —
claqses ”ellovod buﬂ' t mlght‘be shifted eitheor Torward or

backvard and in a soroqgggfd;i/efqnx_gattogﬁ” 1 the
peroonal p“oporty tmn. NﬁT\\\~ ﬂ
The last tax to be considored would be a poll tax.
“The poll tex uas onco widaly usod in the United States, but
%\%ﬁm "it fell inbo disfnvor aftor it becane a tool for élsen- ’
franctising votera in somo’statos. A one. dQllar poll tax
would hgvo gonorated $1,2OO OOO in 1972 if collected from .
mﬁnufacturiné oastablishmonts only.29 Tho poll tax would
bo assessed againat tha cnployor, not tho employoe.
This Tenld bha éﬂwinistrntivoly fonsiblo because of

77
the Jmploymant rogords vhich are roquired to be kopt by

tho U.S. Dopartmqnt of Labor. Therse ﬁould bo start-up aﬁd
" litigation costa involved. M |
This tax vould have somo elasticity, but its
_oiaétiqity would npt'ho'noarly.as hiéh a3 the othgq two
Tares proviously dsgerilbiod, Ita rovenue would grow more .
slowly thon tho oconomy. Tho roquiroments that the tax be }
: - !

\ :
stateuide in‘ratire, bLig 50lely on thoss.classos rolieved,

end b&no-nrﬁ.d veloren roal ostato could 0ll bo met.

.
"?"’/ °
* ’V) h aavrn (97 ~ N “~ - e I .
_ ot i1 answ 3 G657 noar ennt of Lthe r nufacturing
emMploynes unin arnded ok cornorations, vhich vag cxlc.u-
lated frcm Uin T 77 iy e 1 wfwctwrwrn, Table 1, Al
Employros ool oo, o) T g Coided Uleen 1,;5«3*?,,5‘001
ornloyund, Jo G g Sl iona, T1iinoias Db o2 oond Ho- .
glone IMficanw fo v od Joa L :.w_“mup”cTi"'w o dollar *

per . Loion
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However, this tax, by itself, would not produce sufficient
revenue without charging rates of approﬁ&mately $560 per
worker per year. This might be considered prohibitive % .
{ because it would,discodrage firms from adding additional
_ workers. The impact of the tax would be on tbe employer,
a but it probably would be, at least partlally, shifted to
the employee. ' ’ ‘3
" The main argument for the poll tax is that 1t
oouia act as a balance for the other taxes which have been
.more restrictlve on capital intensive 1ndustries. However,
\ much care must be used in the 1nten31ty of taxation to
assure that labor 1nten31ve industries are not driven from
the state. ' R ) A
Foﬁr taxes have been suggested in the preceding
- sections of this chapter. In each case their streng®hs
and Weaknesses have been outlined. Tne,choice of which of
these ta{Fs, or in- what comﬁ?hetigg,any of thege taxes,

are to be used and at what rate, is thse responsibility of

the legislanre. There i3 one point of caution, however.
States ghich havo received the reputation of being high
ta,c states haye had difficulty in apfracting new industry.
Therefors, tho purpose of thogsse suggeations is only to
provide alternative sourcos oi tax revenue for replacement

of the lost revengo and pot to vrovide now sources for

taxation. Tie 10,131 %ﬁre should not be afraid to use

{ k)

. 10

\ \
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‘those combinations of alternatives that will maintain
i..inois' relative position‘with respect to.tax djifferen-
tia?, but 1t should bg very hesitant to raise taxes so as

tuv change this differehtial.

~ L




) o . CHAPTER VI (
| ALTERNATIVE METHODS OF ALLOCATING
THE REPLACEMENT REVENUE :
\ After the alternative tax(es) has been collected,
some method must be devised to aiiocate the revenue, in
terms ,of the two constltutlonal limitations, as stated"

".o. . shall replace all revenue lost by units of local
government and school districts . . , ,® and " . « Other
\ than ad valorem taxes on real estate. . . "1 Thig section
of the constitutlon provides no design parameté’g for the
gllocation systom, Instead the first phrase and the

»

second Dhrase give PIS;EVO two separate interpretations for
each phrase. _
One interpretation orf the first Phrase is\that the

drafters intended that each dollar of revenue lost to a

- unit of local government or school district would have to
be replaced Hitqi& aollar ol revenue earmarked for that
unit of local government or sgpooi district. ‘Anothor
interpretation is that there would be Y dollars of rexenue

lost to all units of local Zovernmsnt and school distridts

in the state; each would roceive a sharo, but thg share

§

» . Mllinois, Conztitution, art TX, soc. S (c).
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- ' . ) : '
would not necessarily equaly in dollars of actual revenue,

" the amount of revenue lost to that particularﬁhnit of

local govErnment or school district. The first'interpreta-

tion wpuld call for d1rect replacement of revenue, wh\reas
the SeCond interpretation could use some method of allocaf~m
tion other than absolyte dollars lost by each unit of local

government or schoolgﬂistrict After the discussion in

—

\

Chapter II, it appears that either interpretation of this

first phrase Would meet the limitatlons 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 replacement tax, 8o that the replacement tsxj
would not be ad valorem real estate. Another interpreta-
tion i1s that this phrase pPlaces a limitation on the alloca-

tion sygstem. Since units of local government and school

s

'dis)ricts recoive their funding from two separate compo=-

nenta of the propertyetai base, real property and personal
property, a removal of one componont of the tax base would
necessarily shift the total burdon of providing tax revenue
tc the othor component of the tax bdso. Unloss some re-

placemsnt rovenuec woro provided, the abolition of the

./

, Porsoncl proporty tax would necessarily shift all locally -

levied taxzes to ad valorem roal ostato: tarcs. If the re-

placormnt‘geVORUOAprovidod by the state is not equal to or

; . 143 '
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greatern th “thedvalue of tho revenue lost from'the aboll-"
‘tion of the personal property Eex, the unreplaced portion
automatically, betomes a tax on ad valorem real estate, un-
less the taxing body is at its statutory tax rete maximun.,

If the interpretation that the phrase applles only to the .
replacement tax is accepted, then elther 1ntorpretatlon of
the first phrase 1s within thd, constitut*ong& llmltations.
Howevop, 1f the interpretation which places a llmltatlon 1

on the allocatlon 3ystem is accepted, thon the only intpfj .
‘pretatlon of t?e first phrase which,Would be accept&ble
would be the direct replacement 1nterpretation, unless a.
‘mlnimum levol is placed on the amount of grant that a - Y
taxing body could receive; with the ghant lovel being pleced
high enough to insure that/the replacement revenue would be
greater than or oqual to the amount of revenue lost because

3 [

of the abolition of tho ad valorem personal property*tax. ~

e

e /,,‘

Schools are presently funded in part by locally e

collected tax fnds, and in part by a grant-in-aid formula,
which ‘attempts to cqualize oxpenditures per student. The-
school district will be considered’ in two different ways.

First the schopl dlStPlCt will be con31dered as a com-.

v

ponent subsystem of the county taxing body, and then as an

autonomous unit of local i:vcrnment.
Additional points %f discussion will be found in

the purpcsbs outlincd in Chaptor I:

Car
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18. Develop alternative models which will deliver
the appropriate amount of pevgnue to replace the revenue

for operations lost to units of local government and school

districts. |

19. Determine if the pre;;nt é}ant-in-aid formuias
waouldAbe able ‘to b; usedftorreplace the revenues lost due
to the abolition of the personal property tax, or if they
would nesd leglslative modification. - '

20. Develop alternative models. which will replace”
the revehue lostnto the bond and interest fund of fhe local

school district a3 a result of the abolition of the persdh-
al p;fgper;:y 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
valuation from personal property.

} 22. Devslop alternative,models which deliver the
appropriate amount of colleétod revonue if the assessed
valuation of an individual school district changes after
(January'1, 1979. ... : : L4

One ‘quostion which needs to be answored is, "Is
thers a nresent nllocation systeit or gyutems in uso,-by

the state, which would fulfili tho requirements -previously

outlined?" .



~\ : . . - . .

Present Allocation Systems y

Theré\gre three systeﬁs utélized by the state ¢
government to return monies to undts- of local government
(not to include school districts), In fiscal 197&,
$207,997,0QO in motor fuel tax monies, $103, 000,000 in
income tax monies,2 and $294,235,000 in state sales tax
monigs3 were distributed to countles, townships, and
mmicipalities.” The motor fuel fax monigs and‘tbe incoﬁa
"tax monies were distributed on the basgis of Population.

The sales tax monies were distributed on the baais of

o

sales within the geographical area.
Under thleirst‘énterpretation, reqﬁiring direct

3

replacemsnt, none of the bresent allocatio Systems would 4
be applicabie. Undor the second interpreta on, using
Population as Jethod of distribuﬁion, E;:Qe is a

method which would |be appropriate. If the second inter-
Pretation wers adopéed, Cook County &oﬁld have haqd ap- _
proximately 55 par centLL of the-personal prJ&erty equalizgd ’

L3

Z ;QM-

2I111n01s Comptroller, I11inois Annual Repor
/ Fiscal Yoar 197i, Jul_;[ 1, 1973-Juns 30, 197L, p. 35,

3Ibid sy PP. 23—:_4
uIll1nois Department of Local Governmont Azxairs,
1 Office of Financial Affalrs, T1lingig PPOLP_EZ Tax #a-
tistics 1973 (Springricld: Dopartuent of Local Government
Affairs, 1973), caleulatod from date on p. 170.

L

v
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adsgssed valuatiom i:>thg state, and approxlmat}Ey ﬁ9 per

on in 1973. Downstatﬁ”;llin01s had

..‘“ N s

“ approximately L5 psr cent of the perso 4property

acent5 of the populat

equalized assessed valuation and approximately 51 per cent

of the populatidn in tho state for 1973. I the allocation
of roplacemsnt revenue dould have been mﬁdo on the basis of
population, the 6 per cent difference in percentages 7
1973 vould have ?esﬁltod in"en undvrallocation ofﬂapgi:x1-
'matoly‘$26,bO0,000 or approximately 1.l per cent of the
" total localgtax extensions in Ccok Couﬁty.6 Unless there

I

Was some minimum grant-o-'uz~ —h&rwless clause imposed on

77ﬁfﬂ render the allocation
system unconstitutiosal, sinco tho $26, 000,000 would be

sﬁlftod to the roal QSUate tax basg If either the mi

grant prSvision or the save-harmless clause were addpted

then tho distribution of replacemsnt revenue on the basi;

of populatlon wonuld ba a viable alternative.
) Proposed Allocation Methods RN
. N ? "
If tho diroct roplacomsnt lLW‘t&thﬂ and tho -

limitaulon on mot Ghiftlng the tax to ronl ostato, out}ined

N.‘“

STllJno i3, Dopartment of Business and Econemic De-~

Yoloprent, l]J‘Lle ‘bwfn toid e rionnd qujf;gf 24t Book,
1}9( 3 Baition (Lorin fioid: L. urtront of budineasd and
Econoiic Lovalcp. nt, 1973), celeaintsd Lrom duata on p. 82,
i 6Illjnois, Tox Dtavintica 1973, p. 7. -

& i
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in"the constitution, are followed, then the state would |
have to make a dollar—for:ﬁollar replacement of revenue
lost. One method of accdmplishing this would be to assess
all personal property on January 1, 1979, have all of ﬂhe
taxing bodles submit levies on the total equalized assessed
valuation including the personal property, compute the tax
bilig without the personal proberty equelized assessed
valuation, and then supﬁit a bill to the'state treasurer
for the difference eetﬁeen the amount to be collected under
the levies submitted which contained the personal property
equalized\&gsessed valuation and the amount computed on

the bills without the persenal property eQualized assessed
valuation. The state would not be held liable for the
difference between extensions and collectlons, only for

0

the difference in extensions. The amount of revenue lost

- Wwould pBveItablished at this time, and the state would make

a corftinuing apbropriation for: that amount to each county.

The counties would then distribute the monies in percent-

_-ages equal to the per cent of the personal prdﬁogty _,/

equalized asscssed valuation in each taxing bogdy's total
equalizod agsessed valuation on January 1, 1979.

A variation of the preceding method would be to ~

simply average the personal proporty assessed valuation of

each taxing body for the yoars 1977, 1978, and 1979; as

filed at thn County Clerk's office. This method should

148
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elimﬂhate business cyclical fluctuations in porsonal prop-
. i i . :
erty equalized assessed valuations. Either of the pre- ‘
- ceding two métggps may be applicable; the legislature and (///
e
the courts would determine which of the two methods WRS -

-

"fairest.®

- : - elther of the preceding systems makes provisions
o for th disf?ibution of the growth revenue. One alterna-
tlvewould be to refuse to distribute this revenue ; growth
revenue which was generated by bhe alterna ive tax(es)
would be placed in the state genoral fund to be appropri-
_ated as.needed. Another altogagb;ve quld be to distribute
the €£Swth revenue baf:;j;/?he counties'in a percentage

equal to the per cent he total replacement revenue

Wwhich the county received. ) ‘
If the interpretation at the total dollars lost

mist be replacgd to units of local government within the

4

‘8tate, and the interpretation that(tha limltatlon on real
estate tax applieas only to- the repi\&gment tax then the
state would simply have to distributo as many dollars of
replacemant revonue to all counties as was 103t in all

’

countles.7 +One. mothod of &ccomplishlng this, on the bqsis

of population, has already boen discussed., Another method

- . &

7Please note that this would insure for all time
that taxpayors in dreas of prosent industrial concentra-
tion would r9001ve Tavored tax status throuzh lower tax
rates. c . . '

o~
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: ' ghich may béjutilized is a more égalitaridn cohtept uti-
iized by the federal governmont in the revenue éharing
prbgngm Under this method' distribution of tdm revenue 1is
ﬁccomplished through the use of effort and abi %ty'crite-
rfiy Effort is measurod by the Gdneral Tax nffgit Factor

. , e
c _ (GTEF) and ability is moasured by tho Relative Inconn
¢tor (RIF). \These terms are deflped 1n the following

net taxes collected:

- GTEF = @ene v Tax Effort Factor = 'QSFQFO and local)
) ‘ . aggregate personal
income

. , per capita income of the
- =5 h
RIF = Relative Incoms Factor - Jn%tod.btates .&“
” - . ‘ ‘ por capite incomd of -the
: state

Il

These factors are then used, in conjunction with factﬁ;;f;or
Vurban population and total population, in a threqg-factor and

a five-factor formula to detormlno the armount F*revenue
/\

sharing monoy AllocHted tn a atate. Tho local 5ovornncnt R

forrmla i3 somswhiat 3inmilar. The formulsn han h@d'mixed
‘ . N ‘7; 9
regults in it3 abllity to rodiatribute woalth. ¢ Howeover,

1Y

{

5

/ James M. Etbtlnin and Marilyn R. Flowoprs, The Pub-
lic Finang 62 An Dab rodyed Ly duatbsok (nurnw ot ‘t 111.: -
Richard O Triin, ince, 197Dy, ol LGl :

Yhid., ». LR
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this formula does attempt to-recognize the inoquitiesﬁ
within a geographical area, of the ahillty of a local tax-
payer to support some minimum level of services. ‘Statea
with low #bility and high effort receive more federal
revenue 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. ir

' g this concept or the population method of revenue allocation

iIs utilized, the growth revenue could be easily distributed
|along with the reéular appropriation by the same formula.
If the interpretation of the constitution that any
formula could be ueed which provided total dollar replaoe-
" ment for all wnits of local governmeﬂt, and the intercrata-
tion ‘that the tax could not be ad valorem real estate was |
a limitation on the allocation method, theg the determina-
tion of somé minirmum replacement amount for each unit of
local government end school district would be necégsary.-

. This could bd accomplished by any method, including the
Vone previously described, which would determine the amount
of monies lost on January 1, 1979 The rsg placerent could
be accomplished by a“é;%\:harﬁﬁbss clanso which would —

guarantee units of local governmént and school districts

the amount of, replacenont monies equal to the amount of

- -moniss lLost on January ] 1979. Another method would be

- \ - ¥

to utilize an GQualiz&tion gr%i}/ﬁTii7 had a hinimum amnount

151
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guaranteed to oot it T local _government and school dia-

A

trict, tbe minimen amount b0¢rg the amount ;ost on J&nuary

i 979 Finally, a third alternative would be to allow a

chéice of tho pravioasly doscribedy flat gragt and the
. o

. *  equalization form :1n. Jthowo systems ma& be workable, but

N * N N N : -
thess seonm to comply with the conatituticn.
Hevenus Allocation as it Affocts Schools
School districts (£675-1976), statewide, receive
v ~
* approxfmately 045 per cent of their funding from their loea}
tax bese (primarjly Pioporty vgualizod asasgased valuation),
epproximately 493 por sons oo thOifn:Ludiné from the state
’  (through the grant-in-.:q Formulae), and the remainder. from .

federal sources, The local school district has legal -
- k \ - -
' liﬁ@tntions plezed wpon tre tox rate in each fund which it

cannot aurpass. 3cms of theze lersal limitatiOhs on tho

genaral referendum to raise ths rate. Othew tax r&tes can

be alteres only throusn™sie acticors > the quislature.

2'. Since the Lom rete ig detéve rga i dividing doliars
- ‘levied Dy ths egualized A85cusad valusticn of schoo}
districtk a decrecse 1in the cqualiced ass;ssnd gluation
would résult iu'&lhf{ﬂdf VHL T, ausuning tho tar isvy
,Qas hold .coustunt . 10 + 4 SREOIMUISS wor at—their agal,

| 3 ﬂ S PR . — N ; VoA 2 L i
maxlmauns. oalors PR I P s B RAAREIN SR SIS U ol @\’JUTLIZZ%G
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asnassed valuation, or if there had been an unsuccessful
' “r ondum to raise the fstes, then the school distriqt
would not receiiepas much revsnue from the local sources
as they had received before ‘the tax base was reduced. It
would require a higher taé>réfe’to get the same number of ¢
dollars when the district's assessed valuation was reduced
than it would have requlged bofore the district's assessed
valuation was reduceod. .

“ The bond and interest fund has a statutory debt ‘
limitation of 6 per cent of the asséssed-valuation of dis-
tricts with grades K-8 or 9-12 ahd a 12 pef cent*limitation

- for histricts with grades K-12.10 Districts‘which are
presently close to thls de‘ limitation would not be able
N | . to call for a referendum to: expand educational fa01lities,~ -
in the form(of new buildings, if the equalized'assegsed*
valuation of th0730hool.district'were decreased., A
statﬁtsiwhich would simply raise £ﬁ2 debt: limitation,of
the school district in the bond ‘and intbrust fund would .
pesult in re%lﬁcjng the revenue lost with a tax on ad’”
vaiorem real>estate, the.onl; tax the school district wouid .

then have available to them.

Lo N L ~
Loe 0. Garber and- Ben C. Hubbard, Law, Financs,
. and the Teancher in Illinois (Danville, I1l.: The Inter-

state Printers and zubllshors, Inc., 1975}, p.{fﬁf¢

y
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v . Soma’of the districts would have the money lost for
the operationfor the school districts replaced through the
state grant-in-aid formula. (For more discussion of thiéH
see Chapter IlI.) However, SQEQ school districts, which
are "wealthy" in terms of equalized assessed valuatigu perf
TWADA pupil, Would not lose sufficient equalized assessed
valuation to,decrease the Pqualifed*hssegsed valuation,per
TWADA pupil to qualify for'increased aid under the state
- grant-in-aid forrmla. These districts would have to raise .
" their local tax rates to receive the sé:e dollars in -
reVenue, woich would be replacing the revenue lost with a
’~v .- tax on ad valorem real estate, unless a minimum grant was
established to replace the revenue lost. _
Since the Illinois Constitution of 1970 was<iz
adopted the only debt limttations which have been fmposed
upon school districts have been statuto\y. Therefore, as
previously discussed under the section which dealt with the
“bond and interest fynd;, any action which will Tesult in the
decrease of the equalized assessed valuation of the school
district will automaﬁically result in a decreased limita-
'tion. *If the debt llmitation is- ralsed and additiondl

‘C

;‘revenue is°pot provided from some source other than the_
"’; " '0 . v
o looal tax bgge, the replacement tax will be ad valorem

M

.real ?state as é’functiqn of the allocation system. D

N/

e :g .N.ﬂ.: ’A154
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The last purpose mentioned in the opening para-

graphs of this chapter was to:’
al 5

22. Develop alternativéamodels which daliver the
appropriate amount of collected revenue if the assessed

valuation of an individual school district changes after
o ’ »

January 1, 1979.
It appears that this will not be possible unless

»

the present assessment method, with all its inherent-prob-

- ,’,
l;BxSandbweaknesses, is continued. After January 1, 1979,

if ‘the nstitution is complied with, there will be no .

-.\,‘

erty equalized as;hssed vaIua-*"q

records of the pbrsonal pr,
% 4

Therefore, it would be impossi-,

¢ \

tion of a school distr'
ble to determine if a Shlft had occurred whlqh should

S

]

result in a change tn/the replacement révqnue tbe school ‘
FEE
district should recegre. If this purpose were t&&be~' LT

E

achieved, d&e alternative method.might be ta haye a‘five1\

‘g,u,

or ten-year reassessment.of personal proﬁgrty within unitd@f
of local government and schdol distrlcts ro correct any ”

percentage changes which had occurred between the tims of ~;l

4 .

the assessment and January 1, 1979 relative to otber' S

rh’

units of local government and school dlstricts w1thin€§ha

-,

state, If a mlnlmum grant frozen value of revenue R

’ 3 T “‘&. )

allocation system were adopted thrs reaSsessmant would™ ¥ Qz
, ) s 0 . .Y
.~ probably be necessary. . 'kw-‘% o ~\'

N i \“ - - i ’.\\ . n\,“-,
, . N ) - _.’S\ . .

.:‘ 3 “ . ‘5 q
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Summary of Alternative
Allocation Methods

The following alternative allocation methods would(l
// meet the requirements of the lifitation set forth in the
Illinois Constitution or 1970, article IX, section 5 (c).A
", . . shall replace all revenue lost by units of local
government. and school districts . . . ," and the limita-

. .'fioﬁ'that the taxes be ®. ... other than ad valoren taxes
";: on: real estate. . . .7

1 -i: u“" v l.q Prepare a ‘formula which uould provide for the

;o '-direct rﬁwlacement of all monies lost by units of local

W iy

RESTS government ané/school districts on January 1, 1979. The

amOunt must match dollar for dollar, the amount of revenue

,‘\
. lost. ' P S %

‘7_ J‘{" r .' .

:-,'\ g‘ ‘;r 2.

4 * ’ N

A%dnimum grant speci

Devise\an ua}ization type o formula, with a

\

ed for each unit of local government

> The minimum grant could ingthe

- form of .a save-harﬂ&ess clause, or in terms of dctual
. .’ dollar value, ae long a3 that:dollar value was not less

| /than %he amount of revenue lost on January 1, l979

s 371; i frhe following alternative allocation methods would
meeg.the requirement of “the limitation ™. - . shall replace
all’ rﬁgenue lost by units of local government and school
districts -« « ," and the interpretation that the second

phrase applies only to the replacement,tax, and.noh to tan-

”L - . ; . .;' . “, : . - L . . ‘ .f\'.“' %

h NN
fn » y ! B - . . . .




allocation system. v ' .

3. ‘Praft a formula which would provide for the
distribution of replacement revenus on the basis of popula-

I
tion.

h. Distribute roplacomont revenus on the basis of.
a formula which allowed for the redistribution of woalth
similar to the revenue sharing formula.

] The'following alternative allocation mefthods would
&get the reduiramqnt of the interpretation of the constitu-
tion that any method could be used\\}hich‘ provided total
dollar replacement for all units ?f local government, and
the interpretatioq that -the tax could not be ad valorem
real estate was a limitation on the allocation method.

5. _Infroduce é formula which provides for t
allocation of the replacement revenue through a £la# grant
wit® a save-harmless clause. , y

6. JAllbcaﬁe the replacemgnt..xevenue through an
equalization formula, with a minijum grant for each unit
of local government and Sciiesd) district. |

7.1,A~c ice of»altornd%ives 5 and. 6, as long as
the_amount recgived was oqual to or greater than the
amount iost on January 1, 1979.

The allgcation.of the gfowth ré.bnue would not be

8 matter of concern.under any systom. The growth revenue

. A - -
would probably be outside the limitations of the

- ’ LA

ST 157
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-
constitution. /
The following alternative allog E1on methads would
. ; -
meet the requirements of the limitatfon that all_revenue
lost shall be replaced to school districts, and the

limitation that the replacemsnt shouldﬁ?ot be through an

,ef

ad valorem tax on real estate. >
' 8. Design a formula with ‘a minimum grant program

(—\
which provided for direct replacement of each dollar lost

because of decﬁbased equalized assessed valuation. f \

9. TUse the present state grant—in-ald formula,
with a larggr flat grant, and the addition of a save-
harmless clause. J

10. Implementation o6f one of ths preKious two.

The following alternative allocation method would
meet the requirement of the replacement limitation, and the
interpretation that the.second _phrase applies only to the
replacement tax and not to the alloc%fion system.

T
s ,, 11. Replacement of the revenue through the prese’ﬂ\\

a8,

grant~-in-aid systom. : \
The following alternative allocation mothod would
meet the requiroment of the rgrlaconent limitation, and the

& interpretatlon that the second phrase applles only to the
x P

/

“allocation mothod. - X ‘ .

}'&2. Develop a formula which providos for the <
. ( . .
allocation of the. replacemont revenue through the uso of f
x . ) 153 \ Y




W7
3 the presenﬁ érant;in-aid system with a larger flat grant,
| and the addition of the save-harmless cIause.
It appears that,whatovef allocation method is used,
largerﬁequalizafion gfants will be necessary for units of
’léoal government and school dist?icts to eliminate the
shift of indqbtedness to the ad valorem real estate tax
base. If a minirmum grant method of allocation is uéed,
= ¢ it would be approprigte to have a five- or ten~yoar
reasgsessment of personal propeﬁty so that read justments

could be made because of shifts in plant location.

&

S
N .
. Nl e e
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CHAPTER VII

#
CONCLUSIONS AftB~RECOMMENDATIONS

o [}
On or before January 1, 1979, the Illing&§,legis-

lature must make a decision; that is, whether or not to
remove the ad valorem tax on personal property. It wag the
problem of thié stﬁdy fo determiné the size and nature of °
tﬁe fiscal reform that the legislature must bring aﬁout 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. $his was accomplished by proﬁosing and
investigating twenty-three purposes. The pufposes and the
digested results were as follows: . '

1. Determiné what the writers\%f the constifutégn

'

intended in Article IX, Section 5. 1/
It 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 banlarupt units, of local government
dnd school districts nor result in the shifting of “the tax
burden from business and industry to tho,individual tax-

payer; However, they did not want to be too directive to

3
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the legislature, and saddle them with a revonue article
which WOﬁld be unduly rostrictive. . '
2. Determino the offscts on local school districts

.1f the peracnal proporty tax had been abolished on January

1, 1973.
If the tax h#d boen replaced, and the present

grant~-in-aid formula had boon fully funded with no changes,
the state would have had to croaso the state contribution

to public schools from 1.391 pillion dollars to 1.576

- billion dollars. The local contribution 'to public schools

would have docreased\from 1.457 billion dollara to 1.237
billion dollars. . The total dollars to be exbendod for~
public schools would 4pop from 2. 848 billion ‘dollgrs to
2.813 billion dollars, for a net lgss of 35 million dollars.

' 3. Dotermfne the effects oh local school districts |
if House Bill 990 had Roen fully implemented on January 1,
1973. ‘

If this had taken place, and the present grant-in-
aid {ormula had beon fully’ funded, the state would have
baen able to dectrsase the state contrlbution to public
schools from l .390 billion dollv*s tan1.384 billion
dollars. The local contribution toApublic 3chools would
have incrscasecd fron 1.,57 billion dollars tc 1.465 billion
dollars. Ths “total dollars ¢ bo experided for publlc
schools would incraafe from 2.CL3 villion dollars to 2.850

-.")

e
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billion dollars for a net crease of 2 1lion dollars, ‘

u., Dotormino tho offects on local school districta Vs

;
{

i1f the personal proporty tax had beon abolished on January (
1, 1973 and Housse Bill 990 had boon fully implemented on
January i1, 1973.

The combination effect of both actions, with the
present grant-in-aid formala fully, funded, would have re-
sulted in tho state inc‘reasinb tho state contribution to
education from 1.390. oillion dollars to 1.570 billion J
dollars. The 'loral contribution to education would have

docreasod from 1.&)7 billion dollars to 1. 2L4S billion ™

dollars. The total dollars te be {xpended for education
M1ld have declinad from 2.8,8 billion dollars to 2.815
ion dollars, for a net lo;s of 33 miilion do}lars.

5. Det;rmino the effect of the loag of the person-
al property assessed valuation oﬁ.the ranking of school
districts on the basis of assessed valuation pe¢ :©  4ADA
pupil for FY 1975.

Statewido,\thore would be no %ignificgnt chaﬁge in
the ranking of schosl districts on the basis of assossed
valuation per TWADA pl“il for FY 1975 Howzver, there
would be cepaidorable effect upon tue rankin;;s of individ-
ual school Mdistrictsa. -

6 Determine tha effoct of House Bill 990 on %he

ranking gf school districts on the basis of assonascd

162




valuation per TWADA pupil tor 'Y l?}b.
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Statowido, thors would béf;g'signifiéﬂng)chéngo in
the'ranking of achool dlstricts on tho basis of.adsassod

valuation per TWADA pupil for FY 1975. ‘Howover, thore

would be considerabloe effaect upon the rankings of individ-

\\jﬁi/jfrool diatrictas. ( o ‘b
7. Doternine the effect of the loss of the person-

'y al property asssasod ;aluntion and ifouse Bill 950 on the
k! — ranking of school districts on the basis of assessed valu-
ation per TWADA pupil for FY 1975. |
Statewide, there would bo nqwéignificant change in

the “ranking of school districtas on the basis_ assessed

valuation per TWADA pupil for FY 1975. Hewever, there
would be considorablﬁjoffoct upon the rank of individ-
ual school districts. |

8. Determins the effect that the loss of the per-
sonai proporty asssssod valuation would have on the state
contributicn to sducaticn through.the grant-in-aid ..
formula in FY 2975 in termsa of achievoment of fiscal
neutrality and psrmissible varisnce.

¢ Genoer™M 1y spoaking. the romoval of ths porscnal

proporty asaosz\d valuiation result: n greater flacal

neutrality for e)omnntary and hiisn school districts., Unit

districts coms p%H <lnin to achieving fiscal.neutrality

Pl

7
that the staxiard mothols of analyais bocomw inconclusive.
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Homoval of tho purgonal proporty n:mns§ml valuation also

152

rosults tn docroased varlance ot oxponditures betwoen
school districta. Howeover, If tho lopsislaturo should adopt

somo mothod of raplacin, tho rovenuns which did not utilize
+

o~

the prosent grwut-In-ald syastem, thon tho effeocts upon
permiasibln vuolanse sl fliacal nsutrality could be marked-
fo ly diffd{ont.

9} Doteroano the offoct that ouso Bill 990 would

havo ‘on ths stute contributlion to education through the

grant-in-aid formmale in FY 195 In terms of achiévement of

fiscal neutralicy (od pormianible variance.
aonocally sposdiing, Houso Bi1l 990 decroasss fiscal
’ : i

neutrality in <lonontary and high school districts. How-
) i
ever, 1t dund nsom to incroaan Cfocal noutrality in the
” ~
>
/[ unit diagtricta, I% twll caswus, the eflocts of House Bill

990 rosultod In MPoagcd-varlation in expesnditures per
£

TWADA pupil. In tism ense of tho eolemsntary school and

hish achiool Aistrists, tais varsation scemed to occur all
alon,: the diniitoation. I Lia it districts, however,
—\I .
thisg va~lall. o onty oot At oo btop end of tune dis-.
\
trihbution )
L4 N
15, Datamaine tiha aflach that o logg of the por-
g0nnl proporiny o s b oveiserih o oot o PRI G0 would
hawo o 90 LUty v ,fl,ﬁé;a Leowluzatlon saroash tho
l‘l \
T statn cranten oyl a0 1975 1a toras of
L " : . o
X ’ £ : -
? -
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_ achievement of fiscal neutrality'aﬁd perpissible variance. ”
@ _ The'effect of the removal of the personal property

assessed valuation is so strong that the,combination effect

is a decrease in permissible varlance, and an increase in

fiscal neutrality. The only exception 1s the unit district.
..  The unit dist“‘ﬂts are so close to fiscal neutrality, the

results éppea‘ ineonclusive.'
&

11 Determine the effect that loss of the personal

e progerty assessed valuation will have upon school districts

in each of the six regions, defined by the Illinois Offioe

of Education. | ‘ _ -
Generally speaklng, regions 1 and 2 were the most

affected in terms of dec“eased assessed valuation per T

TWADA pupil.' However, in terms of expenditure per TWADA

pupil, regions 1 and |} were the most.affected.' Probably

_the most significent fact is thevrange of expenditure per

TWADA pupll which exists between regionsﬁwithin the state.

12. Dotermine the effect that House~ 990 will

have upon school.

‘( 4

o .

©

fined by the I11f n“ﬁstOffl- of Education.
. ¥

Reglons 2, 3, and I all haveo slight decreases in (R4

the. per cent of local geontribution,Windicating that they
have been overassmgsad. Reogions 5 and 6 have increases. in

: e ..
the per cent of locel 33§Zrib£%ion, indicating they have

4

been underascscsnsd. Reglon 1 stayed the same. Under House

1

CD

.
- ' ‘
O . '
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Bil1ll 990, as written, no taxing body can lose assessed
valuation. The changes made here were only done for

»
comparison purposes.

3. Determine theieffect that the loss or toe pér-~
sonal property assessid valuationr and House Bilﬁ 990 will
I have upon school districts in each of the six regions, de-
'fineQ/i;ithe Illinois Ofﬁioe of Educatian.

’ The combination‘efﬂeot rosults in a decreased per-
centage of local contribution in regions 1 through 4, and
a‘greater bercentage of state aid, BRegions 5 and 6 will
have an increase in the percentage of local antribution

Jénd a decrease in the percentage of state .aid. However,
region 6 %g the only region which will lose any actual
dollars in state aid.

o © 1. Estimate the amount of funds which the consti-
tutlon says must be replaced to all units of local govern-

_ment andsschool districta on January 1, 1979, by the state,
as a result of the Droposed abolition. _ Sl

On January 1, 1979, the state should be prepared

to replace apyroAlmat w680 niljaon dollars of lost

revenue to units of local ~overnmcnt and school districts -

\\V 2esent exreanfﬁﬁe trends contlnue. Of this amount,
A b we,a\jQO mlliion dollars aod L70 mlllion dollars must

".Vr’.

be roplaoed to‘th& 1Cuool dl”tTiFuS;Q

[ - :ﬁ . , ,’




15. Determine the limitations imposed upon the .
- ‘:legislature by'the COnstitution, with respect tolalterna-iv

o . N .
tive replacement tax sources

7 L an alternative replacement tax(es) must meet four
limitations imposed by thJ constitution. First, ‘the tax
3 must be statewide in naturex - Second, the‘tax must ‘be a
o tax other than one which is an. ad valorem tax on real.
estate. %hird it must be solely on those ¢lasses relieved
| of the burden of the present tax. Finally, it must be
. sufficient to replace all révenue lost to units of loca]
government and school districts. |
| 16. Develop alterhative tax sources which are
consistent with the limitations imposed in the Illinois v

i

: constitution.. 4

Four alternative taxes which seem to be conSistent
’ with limitat ons of the constitution Ane; a higher rated -
corporate incOne tax, a new income tax on\partnerships,
a palue added ‘tax, and-a poll tax on/gpployer 3
-17. Determine what the effoct of these alternative
taxes would bte on the comnetitive relationsbip of Illinois
L businsases in the marketplace.
Ir the premise is accepted that industry is inter—
ested onﬂy in the total tax bill and not in the combination

7

of the taAes, then 1% skould have no effect at’ all, How—
increases the total tax bill to

ever, if the tsgzslature
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,present}inequities in school funding, which are detailed

oy . -
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t
industgy to'32301nt that this tax blll is larger than in

nelghborlng states, thg it could have 'a serious effect
upon Illincis!' ability to attract and hold industry.

18. Devolop alternatlve models which wlll dellver

'the approprlate amount of revenue to roplace‘the revenue

\/~\

for oporatioqs lost tﬁ“ﬁnlts of local governmeont and school

~districts

If the courts determine that the revenue repTaceQ;
ment must bs on the basis of dollar-for-dollér replacement
then the ‘number of &lternaulve replacement\meéhods is
severely limited. Also, it w111 cause present’ inequities.

in school fundlng to Cfﬂ\*nue. However, if the courts de -

cide that the revenue may be replaced on the Rasis that all

dollars lost to unlts of local government and School dis-.
tricts Wwithin the state must bé replaced, but not nekessar-
ily in the same Dercenuage or amount as ﬁas lost from ocne
indiv1dual unlt of local government or school dlStPlCt

then a method could be utilized which would reduce the

L}

in Chapter III.

19. - Determine 1f the present grant-in-aid formulas

)

- -would be ablo. to be used to replace the -revenues lost due

-
to the ab.liticn of tho rqonnl property tax or irf they

would need lepgislative modification.

School districts which have assessed valuations

higher than tho stats cuartintoo under the new Frant-in~aid
. £ B

N

X,
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< formula Will not have that portion of losﬁ rever;ue {f{tplaced
g which is a result of _the excess assessed valuation abovef"f\-

the state gu‘rantee. I{)the courts determine that thsre’ ;f

'r'

' must be a dollar replaced fos\\nch dollar 1ost by an 1ndi- 'L

-

vidual school district, then there will need to be- some ]d
form of save-harmless legislation mpdificatlon, iptroduced. '
‘School districts which have tax rates which re higher than

* the tax rates needed to qualify for the maximum state aid
will also be fsced with t same problem of unreplaced
revenus which was presented by high assessed saluations,

- with the same end rpsult.
* , 20. Develcp alternative models which will replace

4 the revenue lost to the bond and interest fund of the local

school district as a result of the’abolition of the person-
. ' L
al property tax.

o, Rerlacemsnt of the revenue lost to the bond and

interest fund musﬁ be made through some method other than
\, , ~
"raising the statutory debt limitation on the fund. To do _

this would simply shift the replacement tax from a tax on

personad property to the ad valorem tax on real estate, in
‘apparent violation of tho limitations set forth in the

constitution. Therefofe, it appears that the replacement

revenue must come from some new source, such aa the state

governmpnt, perhaps through the CapitaluDevelbpmenf Board.

v

1 ¢
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wﬁ'ljs 21 . Developfalternative models to inﬂure that
fﬁ;’ individuar*school districts will not have their debt lim-

itatfqp reduced as a result of the loss of the aPsessed

K4L£#~ :' 3 valuation from personal property. -
S,V If the limitations of the constltutlon are to be
“.‘ .v;, ";. 'c "— )

%ﬂ@ T followed then it apcegrs that thlS may not be possible at

— this time because ofgthe method of combining personal prop-
! erty assessed valuation and real property assessed valua-
tion te determine the debt iimitation of the school dis-
H trlcts{ To decrease the assessed valuation of the scpool
district is to decrease its debt llmitation, to 1ncrease
"the statuto¥y debt limitation after the decreése is to
shift taxes from bersonal property asd®ssed valuation to

~ ad valorem real estate.
oy
»~

22. Develop alterdative models which dellver the
appropriate amounkfbf colithed revenue if the assessed

valuation of an 1ndiy1dual School district changes after

)\F‘wv ,
January 1, 1979. -;f’rf" -

=

Since thers wf&l be.no assassment of personal. prop-

)
\verfy after Jenuary 1, 1979, it would be 1mposs1ble to

determine if the assessed valuation of the school district
changed due to the zaln or lossfof personal property.

\\ If this is to be accomplished, ﬁowever, then some method,
\such as a five- or tonwyear‘reassossment of personal prop-

art » Wwould need to be implanented to det®rnine exactly

EZ
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where the shifts took place and in what magnitnde.’ .
'9-23. Develop proposals for consideratlon by the
General Assembly and its several committees and commission;
which are studying this problem and will be affected by the
decision.

i . See the Recommendations section of this chapter.

©, Summary
' lf the legislature chooses to accept the msndate of
the constitution, then it appears teero are definite
limitatlons upon the type of replacement tax which tho
leg*slature may impose. If the replacement tax fails‘to \
mee the specificatlons set forth by~these-limltations,
then the courts rlay detérmine that ‘the replacement\taz.:ea

are wnconstitutional. : . ‘ 7/

/‘.' ”
-

’ i Generally speaking, the present grant-in-aid
% formula will replace most of the re%pnue lost to school
*f districts. The unreplaced portion, 35 million dollars, or
| 1.21 per cent, will be lost for one of. two reasons. lf_a
.Vschool district has an operating tax rate higher than the
qualifying tex rate, or has assessed valuation per pupil’
. higher than 'the guaranteed ninimum;‘then the portion of the
revenue lost bocauseﬁof thess condltlons will not be re-
i% placed by the presnnt grant-in-aid systom bome school
dlstricts, which have large cocncentrations of personal

property assessed valuation, will bn 3everely affected by

7‘/ -
- ; . : »
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i

the removal of the personal property assessed valuation.\
Patrons of those school distiicts'must determlne'their
priorities, in terms of educatlon serV1ces, and be prepared
to assume a greater portion of the finan01al responsipility
for the provision of those services unless the state re-\
places the revenue on a dolla'for-dolla.r basis, or enacts
a safe-harmless clause.h Residents of school districts
which have been underassessed in paet years will, under
House Bill 990, find that a shift has occurred in the per
cent of total expenditure which ie to be borne at the
local level. A

Although the revenue to be replaced is substantial,
"approx1mately 680 million dollars on January 1, 1979, the
collection-of this revenue for units of local govdrnment . -
and school dlstricts is a8 mich more sensitive issue. Be-
cause of the limitations upon the type of replacement taxes
which the legislature may impose, the taxes must be both
broad based and selective. Whether an jhcrease in the
present corporate 13}ome tax is utiliz d er,whether new
taxes such as g tax on partnershlps off value added is
utilized is immaterial. What is significant ie tnat the
legislature should enact rovenue’le\fzgation which wlll
meet the- llmitatlon&ﬂbf £ho conatit tution. v

Depending upon the interpretation of the constitu-
. N _

tion by the courts, the allocaflon of the replacement

A N
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revenue may be easy or extremely difficult. (%If the courts

hold that the revenue may be distributed on a basis which

is egpitable and approximates the present distribution of

the personal property asseesed valuation in the state, then

any of o & several present allocatioﬂ,met
to be de

Eods would appear
equate. %yever, if the cour&s h
7

14 that. there
mst be a dollar-for-dollar replacement of lost revenus,

then a whole new revenue distribution system may need to
be established., °

Recommendations

It is recommended that:
1. The leglslature through its several committees

and commissiona 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-

runities to determine the effects that the abolition will
-have on them;

3. No changes be made to the present constitution

until the effects of those proposed changes be carefully
analyzed;

A

A

A

2

A
R
R . -
R o
” ¢ . Any replacement taxeg which are imposed be

broad based, but that they do not impair I1linois' competi-

LY
tive advantage with other states in attractlng and holding
business and industry, ‘
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5. The present>grant-in-aid system to educgtion be
continued with particular emphasis on reducing the per-
missible variation of expenditures between districts and
achieving fiscal neutrality;
6. Legislation be considered which would reduce

the regional variatlons in expendlture per TWADA pupil.

e
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