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CHAPTER I
INTRODUCTION

The state of Illinois has not had a statewide
property tax since 1932. Governor Henry Horner suspendad
the state property tax levy during the Depression, leaving
the levy and collection of the property tax to local
governments. FProperty taxes, particularly personal prop-
erty taxes, have besen attacked in the past few years as
belng inequitably asseassed and collected. As Jogeph Meek,
delegate to the Illinois Constitubional Convention of
1970 stated: |

This is not a tax system~-it is a Pay and

Pray System. It is aptly called the Sue and Set-
tle Systom. It aids the large corporation
against the small businessman while tempting both
of them to corruption.:

In the months just preceding the Constitutional
Convention of 1970, the Illincia General Assembly had. taken

steps to relieve the burden of the majority of the

YRocord of Proceedings, Sixth Illinois Constitu-
tional Convention, Commitine Proposals, December 8, 1969-
September 3, 1970 (Springfield: State of Illinois, 1972),
p. 2,131, quoted in Gerhard Casvsr, "Article I, Section 5
(¢) of the 1970 Illinois Constitution: Legislative In-
tent,” Replacement Revenue Sources (Chicago: Illinois
State Chamber of Commerce, 1973), p. A-2.

1
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tgxpayers by proposing an amendment to the Illinois Consti-
tution of 1870. This proposed amendment eliminated indf-
vidual personal property taxes, It was in this political
setting that the delegates to the Illinois Constitutional
Convention of 1970 wrote Article IX, Section 5, which
states:

(¢) On or before January 1, 1979, the Gen-
eral Assembly by law shall abolish all ad valorem
personal property taxes and concurrently there-
with and thereafter shall replace all revenue
lost by units of local governmont and school dis-
tricts as a result of the abolition of ad valoren
personal property teaxes subsequent to January 1,
1971. Such revenus shall be replaced by imposing
statewide taxes, other than ad valorem taxes on
roal estate solely on those classes relieved of
the burden of paying ad valorsm personal property
taxes because of the abolition of such taxes sub-
sequent to January 2, 1971. If any taxes imposed
for such replacemont purposes are taxes on or
measured by income, such replacement taxes shall
not be ccnsidersd for the purposs of the limita-
tions of one tax and tho ratio of 8 to 5 set
forth in Section 3 (&) of this artiels.

It ssemed the wise and prudent political action in
1970 to delay the abolition of the personal propexrty tax
for nine years. Now that time pericd is almost over and
the legislature has made no attempt to deal with the prob-
len of replacing the revenus which will be lost. This
study is one attempt to determine the size and nature of
the fiscal reform the legislature must bring about in

order to fulfill the requirements of Article IX, Section 5

211inois, Constitution, art. IX, sec. 5.




of the Illinoils Constitution of 1970,

Definition of Terms

The following berms are used in this study as they
are defined below.

Adequacy-~Sufficient revenue sources availabls to
accomplish the intended purpose of the tax.

Article of Implementation--Article IX, Section 5

of the Illinois Constitution of 1970 (previously quoted).
Central City Districts--Central city districts are:

« » o thode school districts serving the largsst
¢lty in each of the nine standard metropolitan
statistical areas of Illinois as defined by the
1970 census of population and housing.3

Elagticity-~The ratio of the percentage increase

in tax collections at a constant tax rate to the percentage
increase in gross national produot.h

Equity-~The equal treatment of equala.5

3G. Alan Hickrod, Bsn C. Hubbard, and Thomas Wei-
Chi Yang, The 1973 Reform of ths Illinois Gensral Purpose
Educational Grant-In-aid: A Descripiion end an Lvaluation
{Hormal: Department of Educational Administration, I1li-
nois State University, 1975), p. 35.

hAdvisory Commission on Intergovernmental Relationsg
State-Local Revenue Systems and Educational Finance
(Washington, D.C.: Government Frinting Oitice, 1972},
pp . 2-1? .

, SJames M. Buchanan, Public Pinance in Democratic
Process (Chapel Hill: The University of Norbh Garolina

Press,;1967), p. 294.

b
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Fiscal Neutrality--The level of expenditures in a

district should not be a function of loecal district wealth,
I1linois Constitution--The Constitution of the

state of Illinois adopted in 1970.
Impact of Taxation--The taxpayer against whom a
tax is levied,

Incidence of Taxation--The taxpayer who finally

pays the tax, after eny shifting takes place.
Independent City Districts--Independent city dis-

tricts are, "Those school districts serving a city with a
population of 10,000 or more in 1970 but not located with-
in a standard metropolitan statistical area.“6

Low Growth Suburban School Districts--Those school

districts located within a standard motropolitan statis-
tical area, but not located within the central city, which
were below the medlan percentage incroase of student eI -
rollment growth for 196h—1973.7 |

Operational Tax Rates--Operational tax rates are:

All taxes used to support funds, except bond and
interest; rent; transportation: specianl education
building; . . . capital improvemsnt fund; sunmer
school and vocational building are inciuded in the

6Hickrod, Hubbard, and Yang, The 1973 Reform,

P. 35.

7Ibid.



operational taxes and age used to establish the
effort of the district.

Personal Property--Personal Property is defined gag

follows:

Personal property often is referred to as
"personalty.! Personal property is further
divided into "tangible" and "intangible™ prop-
erty. Tangible personal pProperty posseases
value In itself because it can be used. Exam-
Ples of property falling in this e¢lass are:
automobiles, livestock, furniture, watches,
jewelry, machinery, merchandise, grain, ete,
Intangible perscnal property on the other hand
is generally spoken of asg property that repre-
sents a right to value. Stocks, bonds, notes,
nortgages, cash, bank deposits, accounts,
crodits, accrued interest, are the more cormon
intangibles. Good will, patents, franchises,
annuities, and royalties are alao classed as
intangible property,

Cortain property that othsrwise might be
considered real estate under the above rules is
declared by law to be personal property. Where
this i1s the case the definition in the law is
always decisive. ’

1. Nursery stock if severed from the land
is perscnal property, classified as merchandise,

2. Gas mains end pipes, laid in roads, stieets,
or alleys, are assessed as personal property.
However, underground concrete c¢onduits constructed
by an electric company for its cables and wires
and built to conform to a city ordinance requiring
underground installation are not tanpible personal
property for taxation purposes. These ars real
estate.

3. Water mainsg laid partly in streets and
electric wires attached to poles Ppartly in strescts
are assessed as personal property, because they
are analogous to gas mains.

h. 01il pipe lines are assessed as personal
property.

8Lee 0. Garber and Ben C., Hubbard, Law, Finance, and
the Toacher in Illinois (Danville, Illinois: The Tntor-
state rrinters and Publishers, Inc., 1975), p. 199.




5. Street car tracks ars assessed as parsonal
property, Whatever propexriy right a street rail-
wey woambany may have in strips of puiiis gdtreet
pavement betwsen or along its tracks, this proper-
ty 13 irtangible rrapsrty even though the strips
were reved and are maintained by the company.

¢. Taxable bridzes are assessed as personal
sroperty, excepting that taxable interstate toll
bridges are assessed as real estete,

7. - All property thet is not attached to a
building oxr other reai estate by screws, nails,
atc, is personal property, since not a "perma~
nent" fizture.

8. If property is attached to a building or
other real estate by S¢rews, nails, ete., but is
owned by a tenant who has an agreement or under-
standing that he may remove the same at his dis-
cretion, it is personal property. (Sword v. Low,
iz2e Iil., 487) For eXample, billboards that may be
rémoved at the discretion of the owner are person-
al property.

9.. Capital stock of domestic corporations is
assessed to the corperation as rersonal property.
Stocks of foreign corporatiocns owned by reaidents
of Illinois are assessed as borsonal property if
such corporation doess not have tangible personal
propoerty assessed in Illinois.

10. Net premium receipts of agents of foreign
fire and marine insurance companiea are liasted
as personal property. _

ll. A frenchise granted by any law of this
state shall be asgessed asg pPersonal property,

12. Where a deed for real estate ia held for
the payment of a sum of money, such sum, so ge-
cured, shall be held %o bhe personal propserty and
shall be listed and assessed ad credits. A mort-~
£gege or trust deed is personal property. A mori-
gage in process of foreclosuro is personal PTrop-
erty. A certificate of purchase of premises
bought at a maaterts sale under a decree of fore-
closure, subject to the usual right of redemption,
is personal property aven if the owmer of the
sortificate pays taxes on the real estate.

13. Where real estste ig exemp?t in the hands
of the holder of the fae bus ia contrastsd to be
8old, the amount paid therson by the purchaser,
bogether with the enhsnced vaiue of the invest-
ment and improvement therson until the fee is
conveyed, shall be held to be pPersonal property,




- and listed and assessed as such in $he place
where the land is situated.
' 18. 1If property does not seem to come within
- any of the above rules, the intent of the owner
of the property centrols. Such intent may be
determined from (1) the nature of the property,
(2) its ownership, (3) its adaptability to its
present location, and (i) any lease o agreements
pertaining to it (Assessorst Manual).

Personal Property Tax Valuation--A procedure for

determining the value of property, defined in the statutes

as:

(1) All personal propsrty, except hsrein
otherwise directed, shall be valued at its fair
cash value.

(2) Every credit for a sum certain, payable
either in money or labor, shall be valued at a
fair cash value for the sum so payable; if for
eny article of property, or for labor or services
of any kind, it shall be valued at the current
price of such property, labor or servics.

(3) Apnuities and royalties shall be valued
at their present valus.

(4) The capital stock of all companies and
assoclationg created under the laws of this State,
except companies and sssociations orgenized 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 newspapsrs, or for the improving
and breeding of stock, or for banking or for
building and loan purposes, shall be so valuad
by the Department as to ascertain and determine
respectively, the fair cazh value of such
capitel stock, including the franchise, over and
ebove the assessed value of tho tangible proper=~
£y of such company or association. Provided,
that in all cases where the tangible property or
capital stock of any company or association
unassessed under this Act, the shares of capital

9Illinoiq Tax Reports (Chicago: Commerce Clearing
House, Inc., 1970), p. 2,009, :




stock of such company or assoclation shall not
be assessed or taxed in 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 provi-
Ssions of this Section are subject to the provi-
alons of and are modified by Sections Sla-l
through 21a-8 of this Act as amended,l

Permissible Variance--a reduction in the variation

of expenditure per TWADA pupil between school diatricts
within Illinois over time.

Rapid Growth Suburban School Districts--Those

school districts locaeted within a standard metropolitan
statistical area, but not located within the central city,
which were above the median rercentage increase of student
enrollment growth for 196h-19?3.11

Region l--Region 1 includes McHenry, Lake, Kane,
Cook, Du Page, Kendali, Will, Grundy, and Kankskee counties,

Region 2-~Region 2 includes Jo Daviess, Stephenson,
.-Winnebago, Boone, Carroll, Ogle, DeKalb, ﬁhiteside, Lese,
Rock Island, Mercer, Henry, Bureau, Putnam, Marshall, and
LaSalle counties.

Region 3--Region 3 includes Stark, Knox, Werren,
Henderson, Hancock, McDonough, Fulton, Peorie, Tazewell,

Mason, Schuyler, Adams, Pike, Brown, Cass, Morgan, Scott,

10113inois, "Valuabion of Personal Property,"
Illinois Revised Statutes, Chapt. 120, sec. 502.

MHickrod, Hubbard, and Yang, The 1973 Reform,

p. 35.



Ssngamon, Menard, and Christian counties.

Reglon 4--Region I} includes Woodford, Livingston,
Ford, Irbquois, McLean, Logan, DeWitt, Champaign,
Vermilion, Macon, Piatt,_Douglas, Edgar, Coles, Moultris,
Shelby, Cumberland, and Clark counties.

Region 5--Ragion.5 includes Calhoun, Greens,
Macoupin; Montgomery, Jersey, Madison, Bond, St. Clair,
Clinton, Washington, Monroe, Randolph, and Perry counties.

Region 6~-Region 6 includes Massac, Pulaski,
Alexander, Union, Johnson, Pope, Hardin, Jackson, William-
‘gon, Saline, Gallatin, Franklin, Hamilton, White,
Jefferson, Wayne, Edwards, Wabash, Marion, Clay, Riechland,
Lawrence, Fayette, Effingham, Jasper, and Crawford coun-
ties.

Regressivity--The per cent of the taxpayer's income

which is taken decresses as that income increases.

flural School Districts--Those school districts

which were neither within a standard metropolitan statis-
tical area, nor were designated as independeont cities.12

Shifting of Tax Burden--The movement of the tax

burden from impact to incidence.
TWADA-~TWADA is the abbreviation for Total Weighted

Average Daily Attendance (ses Appendix B).

127p354,
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Type of School District Organization--~Those school

districts characterized as either K~12 (usually referred
to as unit districts), 9-12 (usually referred to as high
school districts), or K-6 (usually referred to as elemen-
tary school districts).

Value Added by Manufacture--Value edded by manu-

Tacture is:

« « . derived by subtracting the total cost of
materials {(including material, supplies, fuel,
electric energy, cost of resales and miscella-
neous receipts¥ from the value of shipments (in-
cluding resales) and other receipts and adjusting
the resulting amount by the net change in fin-
ished products and Wwork-in-process inventories
between the beginning and the end of the year,
Value added avoids the duplication in the value
of shipments figure which results from the in-
clusion of the shipment of oestablishments pro-
ducing materials and compornients along with the
shipments producing finished products. It doss .
not exclude purchased busziness services, , . .13

General Procedurss

Archival state aid data for each 3chool dis-
trict for the 1974-1975 general state aid actual claim
was received from the Illinois Office of Education,
The actual claim amount, if the formula were fully
funded, for each school district was compared to the

estimated claim under each of the following situations:

l3U.S., Department of Commerce, Bureau of the Cen-
sus, Census of Manufacturers, vol. l, Summary and Sub ject
Statistics (Washingfon, D.C.: U.S. Govormmsnt Printing
Office, 1971), p. 19.
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(1) the personal property assessed valuation of the dig-
trict was removed from the district tax base, (2) the
district tex base was adjusted to corredpond to an assesgg-
ment level of 33 and 1/3 per cent of the market value,lu
and (3) the personal property assessed valuation was re-
moved and the tax base was adjusted to 33 and 1/3 per cent
of the market'value. The comparisons were made to deter-
mine the effects of each of these changes in terms of
estimted state and local expenditures per Total Welghted
Average Daily Attendance (TWADA) pupil on school districts
with similar enrollment characteristics, similar organiza-
tional type, fiscal neutrality, and permissible variance.
Scheol districts were sorted by enrollment characteristicé,
using & Spearman Rank Order Correlation to determine.the
magnitude of the change in the rank order of the districts,
in terms of equalized assessod valuation per TWADA pupil,
under each of the preceding conditions. School districts
were then resorted by organizational type, agoin ugsing

the Spearman Rank Order Correlation as s moasure of magni-
tude. Comparisons of the Spearman Rank Order Corrslations

wore made to debtermine which of the econditjions impoéed had

lhThe assessed valuation of each school district
with property valusd at 33 and 1/3 per cent of faip
market vslue was calculated from archival records from
the Department of Local Goverament Affairs {soe Chapter
JII). _
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the greatest effect upon a particular organizaticnal type,
or a particular group of districts with similar enrollment
characteristics. Effects on Permissible variance were
measured in each of the cases by the McLoone Index and the
coefficient of variation., Effects on fiscal neutrality
Wwore measured in each case by the Gini Index and the
regression coefficilent.

Archival real and personal property equalized
_asseséed valuation data for the years 1946-197), total
taxes locally levied for the years 1946-1973, and educa-
tional taxes locally levied for the years 1946-1973 were
gathersd from the Department of Local Government Affairs.
This data was used to préject the following: (1) real
estate equalized assessed valuation 1975-1979, (2) total
taxes locally levied 1974-1979, and (3) educational taxes
locally levied 1975-1979. Bstimates, based upon the pre-
coding projectipns, Wwere made of (1) personal property
equalized assessed valuation 1975-1979, (2) total taxes
locally levied lost 1974-1979, and (3) educational taxes
locally levied lost 1975-1979. 4an alternative projection
and estimate was Prepared for the total educational taxes
locally levied lost 1975-1979. Projections were made using
the multiple regression technigue for data analysis.

The proceedings of the Illinois Constitutional Con-

vention of 1970 were reviewsd to determine the limitations
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and intent of the drafters of the constitution, when they
wrote Articiles IX Section 5. Court cases which were
relevant to thlﬂ section, both the Illinois Suprems Court
and United States Supreme Court, were reviewed. Any
authoritative journal articles which were relevant to this
section were also examined.

“JThe literature was reviewed to determine which
alternative taxes were feasible for use in Illinols. The
limitations of the Illinois Constitution and Philosophical
constraints found in classical and modern taxation thsory
were the criteria used to determine foasibility.

Different revenue allocation methods were devel-
oped; these allocation methods centersd around two differ-
ent iSsues.‘ The problems wers roplacing revenus lost to
all taxing bodies and the unique problem of replecing
revenue lost to education in view of the constraints out-

lined in the Serrano decision.

Delimitations:

This study was limited in the projection phase by
ths calendar years 1946-1979. In the simulation prhase,
the study covered only the tax yoar 1973 and the school
years 1974-1975. School districts which were formed op
ceased to exist betwsen the 1973 tax year and the 1974 -
1975 school year were dropped from the study. School
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districts which had a variation on recorded assossed wvalu-
ation greater than or equal to 1 per cent, when asssssment
records on file at the Illinois Office of Education and
the Department of Local Government Affairs were compared,
were oxcluded. In the section dealing with enrollment
characteristics, only 930 school districts were identified
because consolidation had occurred which resulted in new

diastricts that could not be used.

Agsumptions

In this time of uncertain econonic futures, the
past is brobably tho 5est predictor of the future. There-
fore,‘it.was assumed that over thzs chort run (1975-1979)
the assessed valuation of both real and personal property
would continue in the upward trends demcnstrated from
1946-1974. Purther, it was assumed that the total and
- educational texes locally leyied for 1975-1979 would con-_ |
tinue in trends they had demonstrated from 1946-1973,

Education is one product of a child's background -
which that child will take with it for the rest of its
life wherever it goes. Thsrefore; the kind of education
That child received should be the best that is available
in the state. Alsoc, no matter wherelﬁhat child lives in
the state, that education should be available, In othar

words, each child is entitled to an equal education, and
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that educational opportunity should not be determined by
where the child lives.

Some loéal governments no longer have the tax base
to provide all of the services which their constituency
requires of them, If the constitusncy desires thess
Services, they must pay for then through local Property
taxes, local governments! main revenue source. Local
governments would have a larger tax base available to
them if the state assumed a greater share of the bwrden

which education places on the local property tax base.

Purposes of the Study

The purposes of the study are as follows:

1. Determine what the writers of the constitution
intended in Article IX, Section 5.

2., Determine the effects on local school districts
if the personal property tax had been abolished on January
1, 1973. |

3. Determine the offects on local school districts
if House Bill 990 had been fully implemented on January 1,
1973.

L. Determine the effects on local school districts
If the personal property tax had been abolished on January
l, 1973 and House Bill 990 had been fully implomented on
January 1, 1973.
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5. Determine the efiset of the ioss of the person-
al property pasessed valuation on the renking of school
districts on the basis of assessed valuation per TWADA
pupil foxr fiscal year (FY) 1975.

" &. Determine the effect of House Bill 990 on the
ranking of school districts on the basis of assessed valu-
ation per TWADA pupil for FY 1975.

7. Determine the effect of the loss of the per-
sanai property assessed valuation and House Bill 990 on
the ranking of school districts on the basis of assessed
veluation per TWADA pupil for FY 1975. i |

8. Determine the effect that the 1033 of the |
personal property assesdged valuatiqn would have on the
state contribution to education through the grant-in-aid
formula in FY 1975 in terms of achiovement oﬁ fiscal

neutrality and permissible variance

\
9. Determine the effect that House Blll 990 would

have on the state contrlbution to ecucatlon tbrough the
grant-in-aid formule in FY 1975 in terms of achlevement of
fiscal neutrality and permis u1‘619 v?riance.

10. Determine the effect that the loss of the per-
sonal property assessed valuation an& House Bill 990
would have on the state contributlgn to education through

tho state grant-in-ald formula in FY 11975 in terms of

achievement of fiscal neutrallty and permissible varhance.

i 1
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~11. Determine the effect that loss of the personal

property assessed valuation will have upon school districts
in each of the six regions defined by the Illinois Office
of Education.: |

12. Determine the effect that House Bill 990 will
have upon school districts in each of the six regions
defined by the Illinois 0ffice of Education.

13. Determine the effect that the loss of the
Personal properiy assessed valuation and House Bill 990
will have upbn school districts in each of the six regions
defined by the Illinois Office of Education.

1. Estimate the amount of fuﬁds vhich the consti-
tution says must be replaced to all units of local govern-
ment and school districts on January 1, 1979, by the state,
a3 a result of the proposed abolition.

15. Determine the limitations imposed upon the
logislature by the constitution, with respect to alterna-
tive replacement tax sources.

16. Develop alternative tax sources which are
consistent with the limitations imposed in the Illinois
constitution,

17. Determine what ths effect of these alternative
taxes would be on the competitive relationship of Illinois

businesses in the marketplace.
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18. Develop alternative mocdels which will deliver
the appropriate amount of revenue to replace the revenue
for operations lost to wnits of local government and school
districts,

19. Determine if the present grant-in-aid formulas
would be able to be used to replace the revenues lost due
to the abolition of the personal property tax, or-if they
would need legislative modification.

20. Develop alternative models which will replace
the revenue lost to the bond end interest fund of the
local school district as a result of the abolition of the
personal property tax.

21l. Develop alternative models to insure that
individual school districts will not havaItheir debt
limitation reduced as a result of the loss of the assessed
valuation from personal property.

22, Develop alternative models which deliver the
appropriate amount of collected revenus if the assegsed -
valuation of an individual school district changes after
January 1, 1979.

23. Develop proposals for consideration by the
Gensral Assembly and its several committees and cormmiasions
which are studying this problem and will be affected by the

declsion.



CHAPTER II
INTENT OF ARTICIE IX, SECTION 5, AS REVEALED
IN THE TRANSCRIPT OF THE DERATES
IN THE CONSTITUTIONAL CONVENTION
On August 9, 1970, the Sixth Illinois Constitution-
al Convention adopted Articlé IX, Section 5 of the proposed
Iillinois Constitution of 1970. It was ratifisd by the
'people on December 15, 1970, and became effective on
July 1, 1971. 1Its language was clear, but its intent ap-
"peared not to be so ¢lear. The purpose of this éhapter is
to determine, as nearly as pozsible, the intent of the
drafters.

The Committee on Revenue and Finance of the Sixth
Constitutional Convention submitted Proposal Number 2,
Section l}.2 fo the doﬁvention on June 16, 1970. It read
as follows: |

Theé General Assembly may classify personsal

property for purposes of taxation, may abolish
such taxes on any and all classes thersof, and

may authorize the levy of taxes in lieu of the
taxation of personal property by valuation.t

Record of Proceedings, Sixth T1linoic Constibue

“tional Conventiocn, Corrittce Proposals, December 8, 1969-
September 3, 1970 (Springrield: State of Illinois, 1972),
'po ,]—29.
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As it was submitted, this was the revenue srticlie which
dealt with personal property. ‘Ilhere were four minority
opinions filed ﬁith the committee rsport.
— The minority opinions centered around three points.
First, the proposal to reinstate the ad valorem personal
property tax on individuals which might be, and many felt
would be, eliminated on November 3, 1970 by the passage of
the proposed amendment to the Constitution of 1870. The
comnittee reported that the power to tax should be rein-
stated but that the legislature should also have broad and
sweeping powers to reform the personal property tax laws;
Concern was expresséd that the adoptiem of the proposéd
amendment would cause litigation over the definition of
"individual® which could be eliminated if the legislature
had the abllity to reform the personsl property tax in a
manner more consistent with the mandate of the 1ljth Amend-
ment of the Constitution of the United States. It was
stated in the cormittee report that the legislature would
certainly "be conscious of whatever public attitude toward
personal pfoperty taxation 1s revealed by the results of
the November 3 election."® The dissenters (Delegates
Cicero, Downen, S, Johnsén, Meek, Mullen, Ozinga, and

Scott) felt that this possibility would be so distasteful

2Ibid., p. 2,137.
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to the voters that it would threaten the vassage of the
entire Revenus Article.

The second point was the abolition of the Perscnal
proporty tax. There was concern that there was a need for
& porscnal property tax, but one which was not based upon.
the ad valorem (value of the item) basis. The tax could be
on the basis of dollars per square foot (mobile homes) or
dollars per horsepower (aircraft), but it was not to be
based upon a method which tried to assess the value of the
properﬁy. It was charged by the minority that assessment
by value iz open to "pressures, manipulation, corruption;
payoffs, and other injustices."? It was not the purpose
of the dissenters to eliminate the revenus which was being
gonerated, but rather they wanted to change the method of
taxing personal property from which the revenue was being
genorated. This was to be done over a nine-year period
for an orderly transition to take place.

The third point was Insuring that the revenue lost
to the local governmments would be replacead. There is no
provision in Section 4.2 for the replacewment ol revenue -
lost because of the abolitlon of tax on a clags of proper-
ty. Local governments received approximately 20 per cent

of their income from personal property assessments, with
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dome counties receiving 50 por cent of their incoms from
personal property assessments, so there was much concern
as to the method of revenue replacement, The minority felt
that this was the time to incorporate new éourcea of
revenue, i,0., the income tax, into the sharsd support of
local government. Therefors, in order to eliminate these
concerns, the following minority proposal was submitted:
- Any ad valorem personal pProperty tax abolished
on the date this article takes effect shall not be
reinstated or imposed thereafter. On January 1,
1979, the General Assembly shall abolish all ad
valorem personal property taxes not Previously
abolished and shall replace revenue lost to loecsal
government units as a result of such abolition by
levying or authorizing the lﬁvy of taxes other
than on an ad valorem basis.
This proposal was submitted by Delegatss Downen, S. Johnson,
Mook, Mullen, Ozinga, and Scott. |
These majority and minority proposals were brought

before the convention for consideration on June 19, 1970.
The direction of shift of the tax burden was a matter of
immediate concern, ss the debate shows:

Mr, Zeglis: The next question, Mr, Karns, well,

then 1t i3 a fact that the removal of any part

of the poersonal property tax will shift over to

the real esatate if the local government is lavy-

ing the maximum rate, and all bond issues will

now be assessed against real ostats only?

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

thid., p. 2,139.
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only place to make ﬁp the loss is by a shift to
the real estate tax,

Mr., Zeglis: This all shifts to the real estate?
Mr, Karns: That'!s my opinion. The Genoral
Assembly can provide "in lieu of taxes." It
sounds fine, but wh%thar they will do so or not,
remainsg to be seen.

On June 25, 1970, Section L.2 was brought before
the convention, seated ag a Committee of the Whole. At
this time the minority proposal was submitted by the
sponsors a3 an addition to the committes report. Deleagate
Elward gave rationale for continuing the personal property
tax. |

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

leasat at first reading, and I think perhaps

throughout the Convention--to take any category

of property which could be taxed and gliminate

it forever by constitutional mandate.
At this time, Delegate Scott reiterated that the purpose
was not to eliminate the personal property tax, only to
eliminate the ad valorem method of personal property
taxation. He then listed approzximately twenty differént
taxXes which could be imposed upon personal proporty, none

of which were based upon the value of tho item. Somo

5Record of Proceedinga, Sixth Illinois Constitu-
tional Convention, Verbatim Lranscripts, December 8, 1969
Yo May 21, 1970 (Springfisld: State of Illinois, 19727,
p. 1,912.

6

Ibid., p. 2,039,



concern was expresssd about the metnod of taxation that
could be used to insure that corporations shared an ade~
quate portion of the tax burden without ths use of the

personal.proparty 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 wvalorem 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; . . .

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

Mr. C, Parker: . . . One of the costs of educa-
tion, as you know, is--to the loecal community--is
the building of school buildings. That is-~-the
money had to be raised by a referendum--a vots of
the people. Your bonding capacity depends upon 5
per cent of your assessed valuation., Now accord-
ing to this proposal, what doses this do to that
bonding capacity the way we figure it now? How
doses that work out?

Mr, S. Johngon: . . . I am confident that the
Local Governmont Committee will come out with a
propo3sal that will eliminate that archsaic provi-
sion, and so that removing personal property--~
assessed valuation from personal property--in
tandem with the removal of fying debt to assessed
valuation will have no effect whatsoever on the
ability--or should increase the ability~-of local
governments to issue indebtednsesas for school
buildings.

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

Tibid., p. 2,041.
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definitely affect the present base as we now fig-
ure it? _ '

Mr, S, Jomson: If we continue to tie debt 1imit
==local debt--to assessed valuation--the 5 per
oentddebt limit to assessed valuation, yes, it
would.

Mr.lcs Parker: That's all I really wanted to
know, : .

Later in the day, the subject of bonded indebtedness wasa
'épproachsd in a different manner. '

Mr, Zeglis: . . . Doesn't this amendment--removal
of the personal property tax--in any form auto-
‘matically shlft all existing bond issue expense
immediately to the real estate in the state of
Illinois?

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

Mr, Zeglis: , ., . When we file our bond levy with
the county clerk, we say, "Collect this money from
the assessed property in our district." Automa-
tically=--the removal of any personal property auto-
matically puts the entire bond issue over on real
’ ostate L] L] L ] >

In addition to that there are 6,500 taxing
bodies in the state of Illinois, many of whom are
not levying their maximum rate, that automatically
that 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 gersonal
property tax in the state of Illinocis.’

Dufing the debate, Delegate Scott offered some solutions

to these problems., . . ' | T e

BIbido’ po 2’0]-"3‘

~ 91pi4., p. 2,060.
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Mr. Scott: If I may Mr. President, I would like
to add to that a little. Naturally, I would sub-
stantlate what Delegate Johnson has said but,
number 1, when a school district loses valuation
it qualifies for state equalization aid sooner
and faster, It throws an earlier load, as far
;:n:qualization aid, mainly for the education

One thing that I am thinklng of, for sexample,
18 that if it [debt] were tied to the present
- 8ystem and increased the 5 per cent, for example,
to 6 or 7, and make it for unit districts 12 per
cent, which would encourage consclidation further,
give lccal governments, schools, cities, town-
ships, and others the right to issus bonds pay-
‘able out of nonproperty tax revenues and those
bonds so iasued would not go against the debs
limitation. : - o .

There are many, many ways and I am sure that
we can satisfy this.l0 , - |

'."Delegate C. Parker continued to ask questions of

Delegate Scott. During this seriles of questicns, Delegate

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

asgume more responsibllity for the support of education.

" He pointed out that he was not concerned that the state

provide additional funds, but if a shift in the tax burden

from local government to state government was forthcoming,

the responsibility of the state should be clearly outlined.

- Delegate Parkhurst informed the group that the proposal of

thb Local Governmsnt Committes would remove the constitu-.

tional debt limitation. This would meen that all debt

limitation would be statutory and could be altered by the

-

01p14., p. 2,043.
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N legiﬁlatureﬂto compensate for the lost revenue. Also, the
. commlttee would prapose that the proviéioﬁ_or tha'CGnatitu-
" tion of 1870 be removed which mandated that units of local
.ﬂgovernmant_oould not issus bonds upleas'they-leiied_;'

direct tax against real estate £6 pay for %hgfﬁond#,  Ho

| 8180 pointed out that the General Assembly would not have
~ to impose taxes to replace all the revemue which would be
~ lost, since pProposed hOmb rule_proviéions would allow soms -
units of government to generate their own revenue. Dele-
| gate Bottino seemed to voice the feelings of nany doiogatoo
~ when he said: o | E -

« ¢ . unless we write into this constitution some-
thing that would mandate the state to take care of
- more of the cost of aducation--and I think all of
us understand that this is a big burden of local
government-~that unless we do something of this
nature through our constitution, can we have--op
asgure our people back home that we are truly pro=-
viding for a shifting of the burden from the local
.%o the state or that we are just providing the
means whereby the legislature can do this, -

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

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

Mr, Elward proposed to alter the language by de-
léting'the words %or notnimposed" and "or imposed" from the
amendment, and to include the words Mor before," so that
there would not be a requirement:that the'actioh take place

simultaneously. Both ameﬁdments were accepted by the

Hipiq,



sponsors of the minority préposai. This, exdept for some
changes made by the Style, Drafting, and Submission Come
‘mitfdo, wasg the final versibn_or section h.l and u;a'(aj.
o ~ There was Contihuing debate about the shifting Sr
~_ the tax burden, : R | |

Mr. Garrison: . , . Do you want to shift a load
that is aiready built into their (corporations)
rate base to an income tax that will apply to
the collar counties of thoss pPeople who work in
the city of Chicago?i12 _ ' .

Mr, Davis: ., . . there is on the books even to-
day a provision whereby that municipality .
. [Chicago] can levy a utility tax, which, in the
final analysis, will fall upon exactly the same
people who are pPaying the personal propggty tax

paid by those corporations today, .

Mr. Lemnon: ., . , but the poople that I repre-

sent in Coolt County cen no longer afford to take

on additional taxation in the form of real estate
- tex as they atruggle to buy their homes. . . . ’

Mr. Kruppel: . . . They are saying sock the land-
lord but abolish the tax on the tenant and let
the 1andlor§ pay the entire burden of educa-~

o tion- . s » 5 . ’

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

214, p. 2,082,

13Ibid0: p. 2,053, “

Lippgq,

15&b1¢.
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are more willing to bay it thén they are the
personal property. Thank you,l6 -

Other delegates also eéXpressed concern that the |
‘Smﬁll homeowmner would be forced.to &8sume the tax burdbﬁ
=rolin§uiahed bj‘the.dorporations.  ' -
| Two of the officers of the convention expressed

'f'concorns'of*a different nature.

Vice-President Lyons: . , , Nobody in this Troom
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
hers can mandamus the General Assembly to do any-
thing, and hobody anywhere else ctan either. The

- General Assembly cannot be compelled to replace
this revenue. It cannot be compelled to rass an
appropriation bill, It cannot be compelled to
come up with an in lieu~-so—called-—in lieu taxa-
tion sIgtem. It cannot be compelled to do any~
thing.

In spite of thb objections and risgivings on the

part of some delegates, sentence two of the minority

11014, p. 2,05,

1pia., p. 2,05,

B1p14., p. 2,060.
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proposal was adopted. Delegate Elward introduced an

7‘ amendment to insert the: worda "on business and corpora-

tions,” but this amendment failed.

On June 30, 1970, section L}, now inciuding the
minority proposal, was brought before the convention again.
. IThia was done for the statad purpose of aligning oortain

_'portians of the Revenue Article before they were submitted
to the S8tyle, Drafting, and Submission Committes, and
~ before they were brought back for second reading. At this
:time, Vice-President Lyqns.intrqduced the following amend-
ment: o - | '
; . The purport of my motion, Mr, Prosident and
: ladies and gentlemen, is to strike that portion
of the Johmson amendment which has to do with
 Sions byo-matever 15 a--rancare 1. 3979.857PT

. : ’ -
This reinitiated the debate which had occurred oarlier in
tha'convontion. After long debate the Lyons amendment uus“
dereatad, 1aav1ng the minority proposal intﬁot. Houbvar,
8 motion to send the propesal to the Style, Drarting, and
Submission Committee railed After the lunch recess
Dolegato Sehuman moved to reconsider the motion to send _
the préposal to the Style, Drafting, and Submission Com-  '

‘mittee. It was passed, as was the motion %to send the gSec-

,tiun to the committes.

91p14., p. 2,138.
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When section 4.2 came back to the convention on
Auguet 7, 1970 for second reading, there was much disagree-
o mant with the language changel proposed by the Stylo,'
Drartlng, and Suhmiusion committoo.  ' o
‘Hwa.-nhllon. R think one of thn thinga
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-
fication powers of the General Assembly of pey-
sonal property tax and their right to aboliah,
 that they could abolish these taxes as the
along. . . , This destroys--it may not real {
destroy the real effect, but it destroys to the
‘reader that this is a phasing-out proposition.

1t may nof be Phased out; it may be 1nmediato. ,*'
but o« o

Finally, Delegate Whalen, Chairman or thn Styla Drarting,
 snd Suhmission Committoa, rocommmndod that thn convancian ft
‘r.return to the originel languago._ Howaver, . admaniahod
the proponents of section y. 2 that ., ._. 1t 1a possiblo  ‘_
 'that we have only a mandate in soetiqn B natb'r than an ;ffV*”
abolitian."zl S0 the entire section L, now soctian S ;f
moved through the second reading.- Section 5 2 (b) waa.
-~ left in the language of the minority proposal. o C
| _' On August 8, 1970 Delegate Davia orfered ‘the fol-
7 10H1ng7amendmant' - |

 2%p14., p. 3,759.

. #lwia., p. 3,762,



- lieu thereof, the following:
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'clerk: Amend ., . . section § on page 3, by
striking all of subsection (b} and inserting, in

(b) On January 1, 1979, the Geneiai As-
sembly shall abolish all ad valorem taxes levied
directly upon personal property, not previously

. abolished, and shall replace revenue loss to

~units of local general governments and school

districts as a result of such abolition by grant~-
ing annually to each such unit or district a sum
of not less than 20 per cent of the average an-
nual real estate taxes collected by suech unit or
district in the preceding three years.2e

 f'Th1n 1mmadiatély sparked new débate::

Mr. Elward: Well, I'm not so sure that's the
right approach--I guess we're running the string
out hers, I wonder wheat happens, Delegate Davis,
if the General Assembly on one of those occa-
slonal, once-n-decade fits of irresponaibility,

~doesn't replace the revenuée lost locally?.

Mr, Davis:  Well, Mr. Elward, it seems to me
that where we have tied this together, giving
them a mandate to abolish and leaving to the
General Assembly the duty to abolish, that if
they fail to abolish, or if, having acted to
abolish, they fail to make the grant that eny

-rational court--and, of course, we have some

that are a bit irrational--but I would think

‘Yhat any rational court would say that the duty

was upon them, if they did abolish, to make the
grant, and that having failed to magg the grant,
the abolition would not take place. S

Mr, Elward: . , . These two items aré not tiéd

'-.together, and that's one of the biggest things

that's wrong with this amendment. . . .
The abolition, which I can assure you . . .

. Will go through in five days flat, . . . but

there!ll be a little delay~--maybe Just a decade

221bid., p. 3,822,

231bid., p. 3,823.
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or two--about replacing the revenue lost.

. » » » Now, assuming you have constantly rising
real estate taxes, as has, I think, been the case
in this state throughout the state over the last
several years, you are not really talking about
20 per cent replacement, because you are talking
about an average which is going to have different
figures comprising the base, and you are, there-
fore, not going to be replacing, say, in 1980, as
muoch 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, _ '

'-After'mora discussion as to the proper wording to assure
that the abolition and revenus replacement were unmis-
~ takenly tled together, and to further assure that the full
.burdan'of the tax would not be passed to the real estate
owner, a number of wording changes were suggested,
“Finally, a recess was c¢alled, and Mr, Davis and Mrs. Lgahy=
made wording chaﬁgés in the proposed amendment.f After the
a reqéss; the amendment was submitted as follows:
' 0n or before January 1, 1979, the General
- Assembly shall abolish all ad valorem taxes levied
uponi personal property not proviously abolished,
and shall concurrently thorewith, replace revenue
~ lost to units of local government and gchool dia-
tricts as a result of such abolition.2
~ Af'ter the change in ianguage, there were many questions.

Mr, Nudelman: . . ., As I read the revised draft,
I don't see any iIndication that the General

 2l1pig,

"25Ibid., p. 3,827,
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Agsembly will be required to continue maliing
such payments from year to year. Is that impldied
in bers sows place?

Mr, Davis: Tt is intended to be implied by tﬁe!
lenguage which requires them to replace revenue
lost,=b :

] .
Mr., Nudelman: What--what--what Protsection do the
~local government units have for the continuing
historic inflationary spiral that this country
has gone through since its incoption, so that in
ten or twenty vyears from the date, Junuary 1,
1979, or any other date, the dollar will he worth
Subsbantially Joss? What probtectlion does the
local goverament unil havo cgainst that? :
Mr, Davls: Mr, Hudeiman, I don't lmow that any
of ug~-Local Government or otherwise-~have any
protection. . ., =7 -

Mr. Nudelman quosticnsd Mr. Davis at length. During the
questioning, Mr, Hudalmean préposad that the only protec-
tion against inflation would bs the continuation Qf éhe

personal propsrty tex. Mr, Lewis guggested the addition

of #and thsrealter® to insure that the Genoral Assemﬂly
undérstood.ﬁhat this vas a continuingIresponsibility: The
debate continued with much concern about the shifting of
the tax‘burdan to the homsowner. Mr. Thempaon sﬁggested
en amendment:, aftsr a qusstion: |

Mr, Thompson: » « « In your opinion, air, if

the Ceneral Assembly did--took no setion what-

sosver by the date, pnd T refuscd Lo pay oy
personal propevty tex bHill and vweras tuken to

261114,

2Tivia., p. 3,828,
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court, what do you fesl the outcoms of that suit
would be, assuming it reached the suprems court
of the state of Illinois?

Mr, Davis: . . . It's well established law that
if you mandate the legislature two. ‘do something

- and 1t doesn't do it, you candt g6 into court and -
got mandatory injunction requiring them to do it.
Now, there has been some breakdown'in that
philosophy in the one man-one.vote decisions of
the United States Suprems Court, but they are
bagsed on an entirely differeht situation than
this, S

I think the ansver is, ify
ish personal property taxes when they are re- _
quired to do so, youtd better go on paying your -
porsonal groperty taxes unlgss’ you want to pay &

 penalty.20 o o

_Eheﬁ-fail to abolﬁ

Mr, Thompson then prdpose& that some change ﬁe made
in the wording to forbid the transfer of the replacement |
.revenuelto_real estate. Mr. Davis suggested that a possiA% _;
ble ameﬁdment might read, "replaceﬁenf"of fevenua shall .
not be provided by any_revénue froﬁ ad valorem taxaﬁion of |
real estate."C? The amended 1angﬁage was adopted., Mr, )
Gortz recommended the addition of the word "al1" before
revenue; it was'accepted_as an editorial chénge;

Mrs. Leahy pointed out 6ﬁe'wédkness of the amend -
ment: ”
» « . Supposing a school district is réceiving
$20,000 in state aid in 1978. Could the Genoral

Aggembly cut out that grant of aid and then sup-
posing the school district lost $20,000 through

2B1pia., p. 3,831.

297pi4.



thls abolition and then, you know, grant--make up
that grant, tho previous ysar having withdrawn
thoir present type of aid? Do you See what I
moen? C C

Mr, Davis: Yes, I do, and, Mrs. Leahy, as far as
I know 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 -

o could force them to do it, if they fail to do
it, and I suppose they could gubstitute here,
under the subterfugs they were replacing revenue;
but the history of the state support of the pub~.
lic schools leads ms to thinle that they do not

wish to destroy any public schocl, which would bgd ERN

. Tho ineviteble result of what youlre guggesting.

Aftor some discussion on boend ravenue, Delegate McCracken:

_ ﬁrbboéed the following emendment:

Mr. McCracken: 4 . ., The following--the period
be stricken on the Davis amendment and these words
would be added: "solely cut of the proceeds of a
Statewido bax impogced only for that Durpose, ex-’
clugively agsinst corporationg.m . ‘
That phrasing is not very gecod; I suppose I "
should have said "a statewids tax imposed exelu-3i
sively ageinat corporations, solely for Ehat pur-.

‘pose.” That would be mors grammatical.,

MeCracken stated the reason for his amendment:

« « » Now, if those who are proposing that the
Personal property tax be abolished are sincere in
that they do not really have an unstated mobive -
to favor corporations, they should gladly accept
this amendmsnt, . . 032 -

Fﬁrther, Mr, MeCracken ezplained how he intended this to

occour:

301bid., p. 3,832,
31l1pid., p. 3,833.
321pid.
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+ « o I would envision what we might call a . :
surtax. . . . I would think that it probably T

- would be a_tax superimposed upon the income
tax. . . ., -

During the debate, it was clarified that the 9nlj
money to be replaced to local governments was that  ,h¥;ﬂ;
actual revenue lost through the abolition of the pefaéggl'; .;
propoerty tax.‘ Again, it was suggested that a reaSOnaﬁle | |
manner of establishing this figure might be a mdving=£. "

average of the three prior years., However, at the éﬂ@

of the debate on the amendment, Mr. McCracken did

make a change 3n his presentation on the method of tax-
ation: - ﬁf : R

» « « Please do not picture any particular
type of tax being imposed. Please do not ac-
copt my suggestion that we add an extra line on
the corporate income tax return in order to
find this. T don't have any idea what the
legiglature will dscide. I am only suggesting
that as one possibility that occurs to me.
Perhaps it will bLe a franchise tex that the

- logislature will dscide upon. Porhaps 1%

Cwiid QF sor2 other type of tax. I don't
Imow. > .

331pia., p. 3,83,

M1bid., p. 3,837.
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L pe amendment , as-follows, was voted uﬁon and ddopted..

(b) On or before January 1, 1979, the General
Assembly shall abolish all ad valorem taxes
- levied upon personal property not previously = = - -
- abolished, and concurrently therewith and
thereafter replace a1}l revenue lost to units of .-
"7 local governments and ‘school districts as a .
result of Such .abolition, solely out of the .
Proceeds of a statewide tax imposed exclusively
against corporations and levied solely for that
purpose.. Replacement of revenue shall not be
* provided by any revenue ggrived from ad valorem
taxation of real estate,- B

' Oon August 9, 1970, after submission to the Style,
'Dréfting;‘and Submiasion Commiﬁteq, and after cbnsultation
wiﬁh Mr, Coﬁnbr, Np. Brannen, Mr. weiéberg, and Mr.,

'_MbCrackan, fhe folléwing section 5 (b) and (¢) with

agreed-upon language was proposed:

- (b) Any ad valoren personal property tax abol~
ished on or before the date this Constitution
takes effect shall not be reinstated there-
after., : B
(c) On or befors January 1, 1979, the General
Assembly shall abolish all ad valorem personal

. Property taxes and concurrently therewith and

. therseafter shail replace all revenue lost by
units of local government and School districts
a8 a result of the abolition of ad valorem per-
sonal property taxes Subsequent to January 2,
1971, by imposing statewide taxes on the claas
or classes of persons relieved of the burden of
such ad valorem taxes. If any statewide taxes

.. imposed 8olely for such replacement purpcses
Y- - are taxes on or messured by income, such re-
S placement taxes shall not be considered for
purposes of the limitation of one tax and the
ratio of B to 5 described in Section 3 (a).
-~ Such replacement of lost revenues shall not “ve

' f' | 351bid.; 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
goms brief discussion:

* My, Knuppel: . . . you say that if this tax 1s
obolishsd it will be raised by dmposing state-
uids taxes on the ssams class or classes relieved
of the burden ef such ad valorem tax. Now, in
fact, letts supposs you were taxing barbers, for
oxemple, and all of a sudden there weren't
barbers anymore. Doss this mean you can't move?
Ta other words, by pusting “clans op clagsaog,W
1T you waise so nuch by Tarmers, does that mean
that the famasr is going to have to raise the
same ameunt, rogardless of the fact they decline
in numbor?

Mr. MeCracken: . . . Let me gy that the answer
to your guestion 39 no, bub ifta going to have
to be dotermined by the legislatvrs. Ttis nok a
catogoricel "no' on my part. I would just
snticipate theb the legislature would use reagon.
But Jebt mo point out something else, . . .

In 1979, each district is zolng to get reim-
tnrsed PXN dollarg, bscouse that!s what the dis-
trict raised In personal propsrity tex in 1.978.

" Suppose we continue to have inflation, . . .

After a 1ittls movo dsbabe, 1% was clavified that tho ine
tent of the emsndmen® was %o talk of large categories of

industry end business and not of individual occupations,

3
‘ Jéﬁggggg of Proceedings, Sixth Tllincis Consti-
tutional Convention, Daily Journals, December B, 1969~
septerber 3, 1970 (Springfield: State of Illinois,

19723, 5. 517,

37

Proceedings, Verbatim Transeript, p. 3,889.
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Without further debate, the amendment was adopted.

Issues of Interpretation .

| Examinat;on'or the transcript reveals that thers
was debate over the definition of ™individual," as defined
in the Senate Joint Resolution 30 f1969) and ﬁﬁa clarify-
- ing resolution Senate Joint Resolution 67 (1970), which
stated: . o

Resolved, by the Senate of the Seventy-sixth =
General Assembly of the State of Illinois, the

House of Repressntatives coneurring herein, that,

in adopting Senate Joint Resolution No. 30, which o
submits to the electors of this State a constitu-
tional amendment prohibiting the taxzation of

personal property by valuation as to individuals,

it was the intention of thig General Assembly to
abolish the ad valorem taxation of perscnal prop-
erty owned by a natural person opr by two or more
natural persons, and that, by the use of the .
phrase "as to individusls," this General Assembly
intended to mean a natural.person, or two or more
natural Bersons a8 Joint tenants or tenants in

common .3 S ' '

| Th@ Supreme Cdurt of the'UnitedVStates has.since rﬁiod Qn_:
this isgue in Llenhausen vs. Lake Shore Auto Parts’co.,
'which accepted the clarification of.individual as was

| printed on the bﬁllof: ' | | .

The amendment would abolish the personal

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

: o 38Illinois General Assembly, Senate, Senate Joint

Resolution No. 67, 76th General Assembly, May 26, 1970,
Journal of the Senate of the Seventy-Sixth General As-
sembly of the State of Illinois, p. 5,026,
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levied against corporations and other entities
‘not considered in the law to be individuals,
The amendment would achisve this result by .
. adding a new article to the Constitution of
1870, Article IX-A, thus setting aside existing
. Provisions of Article IX, Section 1, that re-
 quire the taxation by valugtion of all forms of
. property, real and pPersonal 8r cther, owned by
individuals or corporation.3 -

" Upon remand from the United States Supreme Court,
the Illinois Supreme Court issued the folloﬁing Supplo-
~ mental opinion defining individuals:

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 rartnerships,
profesaional assoclations, 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
. @Xempt, It was on this basis that the U.3.
- Supreme Court upheld the exemption. In the
- oase of bank shares, they are exempt, as are
- ~other shares of corporate stock, only 1r ﬁhoy
- are owned by a natural person or persona.40

i Hdﬁevqr, there are many other issues which are still un-

rasolvaﬁ as indicated below.

_ ¢ 39Lienhausan V. Lake Shore Auto Parts Co., L1o
‘ U.8. 356 (1973).

- : hoIllinoig Tax Reports (Chicago: Commerce
' Clearing House, Inc., 1974}, p. 10,158.
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1. Will the ad valorem personal property tax be
abolished as of January 1, 19797
It is important to notalthat the draft§ra of.éhc
.constitution did not directly abolish the ad valorem per-
sonal property tax. 1Instead, the Genéral Assenbly was
given a mondate to abolish the ad valorem method of per-
sonal property taxation on bf beforela certain date. As
Deleg&tes Witwer, Iyons, Elward, and Davis all noted,
there is a woll-definod body of law which holds that the
courts may not mendate the leglslature to do something that
the legislature fails té do. Cases which h&vo.rosultad in
the legislature boing direcﬁed to roapportion itself, by
the courts, havo weakened this construct someovhat. It
appears that thers is no Airoct abolltion of tho personal
~property tax in the constituticen. Th@_firét sbction df
the first sentence in poction 5 (¢) does not constitute an
abolition, but a mendate. This mondate is a nongolf-
executing demand, but it is inatsad a contihuing mandéta

LY rpat is, the mandate will stand

for tho legislatura.
until some legislature cﬁooses to accept the challenge

of ths mondate,

LLIMalcolm S5, Kamin, "Constitubional Abolition of
Ad Valorem Personal Propsrity Taxes: A Leooking-Glass
Book," Illinois Bar Journal 60 (February 1972 :446.
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2. Can the General Assembly abolish the tax and
not replace the revenue?

| The drafters of the constitution did not intend

for this to be the case.ha The debate betwesn Mr. Elward
 and Mr. Davis indicates that this was clsarly considered
as a possibility.’3 The I1linois State Suprems Court in
1973 in Elk Grove Engineering v. Korzen determined that
- this was not a possibility, in the Court's opinion. The
Court said: |

+ « « the General Assembly cannot abolish ad

valorem personal property taxes which relieve

a class of taxpayers of the burden of the tax

Wwithout imposing replacement taxes in accor-

dance with the provisions of section § (c).hh

3. How will the revenue be replaced?

The drafters were careful not to stipulate any |
method which must be used, but they attempted to allow the
General Assembly as much latitude as possibls. The only
limitatidnS-ware that the tax revenus generated by the
replacement tax should be sufficient to replace the

revenus lost, the tax should not be an ad valorem tax on

real estate, the tax should not burden individuals not |

uaPPoceedings, Committee Preposals, p. 2,139.

usProceedings, Verbatim Transcripts, p. 3,823.

L qulk Grove Engineering v. Korzen, 30l N.E. 24 65
(1973}, p. 72.°
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presently paying the tax, and the taz should Be statewide
in nature 5 Delegate MeCracken stipulated one tax which
might serve as a replacemont tex, but he quicklyvﬁefracted
'his statements in that ares. |
li. How much revenus will be replaced?

The limitation in the constltutlonf?ffﬁall Tevehiue

lost." This amount could be determlned by alnumber of
difforent methoda. One method might be the amount ex-‘k
tended, another the amount collected, and still anothar
factor_could be tho time periocd, At one point 1n the de-
bate, there was a proposal that the amount be determined
as the amownt collected over the past three years, but
this moethod Was never agreed upon. So, this remainb'at
ths discretion of the legislaturs.

5. ﬁhen may this abolition take place?

The constitutional mandate says, "on or before

January 1, 1979a" There was some discusasion that suggests ;'“J

that this was to be a phased transition but that was not
.to preclude the peasibility of an abgolute transition if
necessary.

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

locel governmant and school digtricts?

b’gKamin, "Constitutional Abolition," p. L47.
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The conatitution does not say. It does not indi-
cate if ﬁha money must be r@plaoed to the exact same unit
which loat the wrevenue, or If i% may ba replaced to the
aame typs of unit iﬁ the state. | o

T. Mush thé tax be collectsd at the states level?

fgain, the constitution does not say. It says
only that the toxes must be "gtatewids taxes.™ AThera is
no prohibition of & tax beivé guthorized by the state
government 48 o 3ap1aeemant.tax but besing levied
colleocted, and dlstributed a2t the locel level, Or, the
bax could b levied, collscted, and distributed at the
gtate level, » there occuld be sons coﬂblnauion of the

proevious elternabives, Forthsr, there is no gtipulation

—

that tha tox have o shatswids rate,. That would mean that

the rate cculd veary betwsen taxing districts as long as

‘&.

the rovenue gencoraied was odsquabeo.

T

What 1n the relabtion bebuwean section 5 (&)
and

Tha fact that the bread gemeral powsrs of the
legislature in section & {g} have bean limited by sec-
.I; this wsre not the case, then

Lionn © (o) gesms claar.

ths Tilineoiec Supreme Oourt decision in Elk Grove
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V. Korzon probably would not have been
6

waa._

_delivered as*it

L6

Elk Grove Engineering v. Korzen.



CHAPTER IIT
SI‘MULATION OF THE 1975 FISCAL YEAR
WITH PROPEPTY TAX ADJUS“MENTS

The Illinois Censtitution of 1970 was drafted while
the Strayer-Haig grantwipmald forrmmla was the formula which '
the legislaturs had sdopted to distribute monies to publiec
(K~12) sducation, The Strayor-Haig formla was a founda-
tion lovel formula whicb'nttémptod to provide some basic .
level of educational sorvices to each child in the state.
This férmula had two basic flawa: 3

1. The foundation lovel had to be changedlhy ths-
legislaturs. The end result of this was that thoe fouﬁda-
tion level seriously logged behind the statewids average
costa of eduéation,

2. There was no reward.for local effort. School
districts with low assesbed valuation per pupil might have
to tex the population at a rate twice as high as a
nqighboring district and still not be able to provide
equivalent educaticnal ssrvices. The Strayer-Haig formula
did not provide Yequal expenditure for aqual effort.m
These two flaws Seriou§1y weakenad the ability of the
formula to provide equal edudational opportunity for each

student in the stats.
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In 1971, the Serranc case in California created
serious doubts in the minds of meny expsrts in the area of
schooi finance, and in the minds of many legislators, as
to the adequacy of a Strayer-Haig formula in astates where
thers was a wide variance in assessed valuation per pupil.
The Illinois General Assembly, in order %o avoid having
the Illinois method of distribubing ald to public Schools
declared uncconstitutional, as had happened in California
and New Jersey, amended the law to add anothsr option to
thé graﬁfninnaid fofmula. The new formula, Imown as the
"hesource Bualizer” was based upon the principles of
fiscal neutrality and permissible variance. Fiascal
neutrality was defined in Chapter I as: "The level of
exXponditures in a district should not be g function of
local district wealth." Permissible variance is defined
ea: . . ., anarrowing of the variation in the levela of
expsnditurs per pupil betwsen districts within a state
with the passagoe of time."> Hereafter in this study it is
assumed that by its actioﬁs in 1973, the General Aagembly
intended the state to move toward fiscal nsutrality and %o

achiove a narrowing of the varisnce in expenditurs pep

lG Alan Hickrod, Ben C. Hubbard, and Thomas Wedl-~
Chi Yang, The 1973 Reform ol the Illlngls General Purpose
Educational Grent-In-Aid: ~A Desceription and en liveluation
(Normal: Department of . LdUCdthﬁdl Administration, I1li-

nois State University, 1975 Js P. 21,
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pupil bstween districss

tempting to provide a level of educational Services con-
tingent upon the effopt eyerted (tex rate), and alsc
rewarded school districts with low a3sdgessed valuatlons to
a greater dorﬂee than it did school dlstricts with high
agseased valuations. Since this formila guaranteed each
distﬁict in the state a fixed equalized assessed valuation,
and each pupil count in the state an sducsation oequal to
$1,260 per year {provided the district levied the maximum
allowable tax rats) the resnlf should be a decreass 1n the
variabtion of ths expenditure poer ¢nild in the state. This
was particularly true since %“he law mandated that sach
mit sehool district whieh had an operating tax rate in
excess of threo dollars would roll that tax rate back to
three dollars: equivalent rates were gpecifiied for dusl
diétficts with excoptiong for high expenditure districts.
Since the new grant-in-ald formmula is based upon these
concenta, and since 98 per cont of the general state aid
dollars wers digtributed through this formula {FY 19?6),2

it bocomes important to determine what tho offectys of the

z . s -
Tllzn01u, The Stste Roard of Eduention, Illinois
Of'f'ice of EFUGWLI(D Stave, Local and Federal Financing

P el [E— ——

for Publiic Scheools 70(5 >-1076, Cireular Serics A Wumber

-

L9 (bD31n011u11“ ILllhois_Oflﬂ ce of Education, 1975),
Pe 7o
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rdmoval of the personal broperty equalized assessad valu-
atioﬁ would have on the concepts of fiscal neutrality and
permissible variance. It also bocomes important to know
Hhat the actual variation in expenditures will be in terms
of dollars available to the school districts.

) To furthar complicate this evaluatlon, a change
-occurred in the assesament ratio of property. Prior to
1975 all property, both real and personal, wasg supposéd.
to bé_dasesaod at 50 per cent of market value. In the
Ifnll of 1975 Govefnor.Dan Walker signed into law House

| 5111 990, which reduced this assessment ratio to 33 and 1/3 |

per cont or markat value., Since soms counties werse

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

oounties were to raise their assesament lesvels to

.‘33 and ;/3 per cent iﬁ three equal installments in the

.noxt three years. This would mean there would be two

| taotora'oporating simltaneously: fiscal nsutrality as

| related to effort, and permissible variance.

 With these problems in mind, the following pur~

{ _poaesggri presented as they Were  enumerated in Chapter I
and numbered 2 throﬁgh 13: -

2. Determine the effucts on local sehool dis-

 tricts if the personal property tax had been msbolished
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on January 1, 1973,
3. Determlne the erfects on local school districts
1f House Bill 990 had been fully 1mplemanted on January 1,

1913

b Determine the effects on local school districts
-:1! the perscnal property tax had been abolished on January
.1, 1973 and House B111- 990 had been fully implamented on
January 1, 1973. | _

5. Determlne the effect of the 1083 of the per-
8sonal property asssssed valuatlon on the ranking of
school districts on the basis of asgessed valuation pef':
Total Weighted Average Daily Attendance (TWADA) for fiscal
year (FY) 1975.

6. Detormine the effect of House Bill 990 on the
~ ranking of school districts on the baals of assessed
- valuation per TWADA pupil for FY 1975.

7. Determine the effect of the loss of the person-
al.proparty assessed valuation and House Bill 990 on the
ranking of school districts on the basis of assessed valu-
ation per TWADA pupll for FY 1975,

8. Daterminefthe effect that the loss of the
- personal property assessed valuation wouid havs on the
atate contribution to educgtion through the grant-in-aid
‘ltormula in FY 1975 in terms of achievement of fiscal

meutrality and permissible variance.



9. Determine %hé effect that House Bill §9O
would have on the state contribution to edﬁcaﬁion through
'the'gfant-in-ai& formula in FY 1975 in terms of achieve-
ment of fiﬁcal neutrality and permissible varignce.

10. Determine the effect that the loazs of the
personal property assessed valuation and House Bill 990
would have on the State contribution to educaticon through
the state grant-in-aid formula in FY 1975 in terms of
achievement of fiscal neutrality and permissible variance.

11. Dotermine the effect that loss of the person-
- al property assessed valuation will have upon school -
districts in each of the six regions, dpfined by the
iIllincis Office of Education.

' ©12. Detormine the effect that House BLll 990 will
have upon school districts in each of the six reglons,
defined by the Illinois Office of Education.

13. Determine the effect that the loss of the
personal propefty asseésed valuation and Houge Bill 990
- will have upon school districts in each of the aix regions,

defined by the Illinois Office of Education.

Data Sources

The same basic data were utilized throughout sach
'of the simulations. Data for the annual state aid claim

- for 197L4~1975 school year (FY 1975) was found in Annual
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Stats Aid Claim Statistios, T1linois Public Scheols 19?5—

1976; info*m icn cn the personal property assassed valu-,

ation was found in Tllinoig Propevtv Tax Statlstics;lQTB,

data relating tco the county weip htad medlan ratﬂos came

from Assessment/Sales Ratic Study Findings; and material

relating to the comby multinliers was chtainsd from a-
memorandum issusd by the 0ffice of Financial Affairs of

Il,l:vinc:-is;":5

Aazumpbions

Before the dabte could be anslyzed, some assumptions

had to be made. Firest, it was assumed that all townghips

1

An the county had assesament rabios equal to the county

dn X

welghted msdian ratic, Socond, it was assumsd that sll
individual personsl proyerty had been removed from tho tax

rolls in compliance with tho United States Supreme Court

3111inois, The Stabs Board of Baucation, I1linois
Offlice of Educatvion, Annual Sha*, 4314 Clninm btqtlst¢cs,
Illinodls Public Bohools 1975-1G76, Cirenlar Sorien A,
Naber 348 (Springficid:  11linois Offics of Jdubﬁtwon,
1975} Iliinois, Department of Local Governmens Affairg,
0ffice of Finsncial Affuirs, 11linois Property Tax Sta=-

tisties 1973 (Springfisld: Dopartment of Local Govern-
ment ALfaive, 9?5 ble X, pp. 106-561; Illinols, Depart-
moﬁt QP Local ;e Tnm airg, Office of Fineneial

Pl Do
or
e
b

ies Ravio Situdy Mindings 1973,
pringiield: Department of Local
TEY., Table I1, p. 36: Department of

ey DO (GRS N

.._u
—n

)
Ti of Financial Affairs,
?ect for Asgessment Yesar, 1973,"
23, 197h. xTyncur;ttnne)

Locql G v‘ﬂﬂﬂkﬂl
"EBgualization b
Springfield,
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decision in Lienhausen v: Lake Shove Auto Parts Co. Third,
1t was assumed that all taxes extended were’collected.
Fourth; it was assumsd that thers wars no accounting ad-
Justments to be mads to the annual state aid claims as
récsmputed. These agsumptions had o be made in ordsr to
make the predictions despite the fact that there will be

cagaad whers sach of them will not have occurrsad.

Analysais of the Data

Fcur differentdstatistical techniques were used to
évaluata ﬁhe.effects ol the changes in equalized assessed’
valuations on the state grant-in-aid formula in terms of
the goals of permissible varisnce and fiscal neutrality,
The Gini Index and the regression coefficient wers used to
measure changea in Tiscal neutrality; the McLoone Index
and the coofficient of variation were used to measure the
changés in permissible variszncs. Those tests were calcu-
lated after each of the four simmlations, Also, the dis-
tricts wers rank ordersd on the basis of egualized
agsessed valuation per concentrated TWADAh after each
siﬁglationg using a Spsarman Rank Order Correlation o
determine the magnitude of the ranlk order changes. Then

the correlations wers compared to determine which of the

hFor a delinition of concentrated TWADA, see
Appendix B,



55
simulations had the greatest effect,

\ Specifically, fhe procedure used was this., First,
the annual state aid claim for FY 1975 (school yeaz; 1971+-
1975) was recomputed after the two 25 per cent limitational
on the maxinum increaae in the claim amount for one year E
.. were removed from the calculation formula for each district
which usged fthe resource equalizer method of raimbursemﬂnt.
Claims for districts which used the Strayer-Halg mebhod
of calculation were recomputed after the 25 ﬁer cent lim-
itations on the maximum inerease in the claim amount forﬂ
one year were removed from the calculation formula for
each district which used the resource equalizer method of
roimbursement. Cleims for districts which used the
Strayef»Haig methnod of calculation were recomputed after
the 25 per cent limitation on claim increase was removed.
ﬁskt, the smount of local contribution was determined by
rmultiplying the equalized assessed valuation times the
operating tax rate. These two amounts for each district
were summed and divided by the concentrated TWADA. The
coofficlent of variation was then computed. Ths coeffiun
cisnt of variation was used to provids a measure of
variation over the entire distribution. The McLoone index
only proﬁides o measure ol variation over the bottom half
of tho distribution. The ccefficlent of variation was

calculated by dividing'the stendard deviation by the mean



and then mltiplying by 100.

The McLoone Index is computed by determining the
number of dollars that would be required to raige all
units (in this case school distriets) below the-me@ian
expenditure per concentrated TWADﬂfﬁﬁéil to the medién.

This dollar valus was added to the dollars actually gen-

erated in those distrlcts below the medlan. This valus

was divided into the actual dollars genorated by those

distrlcts below the median, i,s.:

actual dollars below the median

dollars nseded to raisa 4+ actual dollars
expenditures to theo median below the meddan

The larger the fraction the less variation thore was in

torms of permissible vai'ianco.5 Aftsr the McLoone Index

56 -

end tha coefficient of variation were calculated, the dis-

tricts were rsnlked on the basis of equalized assegsed
valuation per concentrated TWADA pupil. Using this ag a
measure of woalth and the expenditure per concentratsd
TW%DA pupll 83 a measure of expenditure allowed for the

caleulation of the Gint Index.

5Hickrod, Hubbard, and Yang, 1973 Fisecal Raforn,

p. 32.
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The Ginil Index was computed to determine if the
expenditures were proporticnate to the assessed valuation
| pef pupil. That i3, if the poorest 25 per cent of the
students in the state, based upon equalized assessed val-
uation per concentrated TWADA pupil, had 25 per cent of -
the total revenus in bthe state~-both state and locally
generataed--expended upon them, then education expenditurqs
wers not determined by the wesalth of the local district.
(For calculation of the Gini Index see Appendix C.) Hence
Liscal neutrality was.achieved. Revenue From federal
sources was nov Iincludsd in these caleulations. This leff
-only the fegresaion coafficient to be caleculated.

The rogression cosffleient was used as another
mothod of determining if fiscal neutrality had besn
achieved., In this study, total revenue (stats and local)
wag régressed against wealth (equalized assessed valuation
per concentrated TWaADA pupil). Both‘wealth and éxpendiw
tures wers transformed Inbteo logarithms before the regres-
sion coefficient was calcuwlated., Ths four preceding
statigtics were calculated on each of the ginulations.

The first simulation, data taken directly from the
annual claim forms without adjustment for personal proper-
ty tax or agsessmsnt ratia(ch&nges, and sach of the four
resulting atatistics wers considered as bhase line data

againgdt which other caleulationa would be compared. The
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other thrée simulations which weré pfepared wers based upon
changes in the equalized assessed valuation; The assessed
valﬁaﬁion-of thé school districts was verified by compari-
#on of recofded assessment at the Illinois Office of Edu-
.cation end the Department of LocalﬂGovernment Affairs@
Digtricts with a variation in assessed valuation between
the two sources greater than or equal to 1 per cent wore
excluded,

Firgt, the personal property taxes extended in each
school district were divided by the tax rate to determine
the personal property equalized assessed valuation for eabh
school district. This value was subtracted from the total
equalized agsessed valusation of sach district, the opera-

tional tax rates wore held constent, and the state aid

¢laim wag computed based upon the reduced agssessed valua-
tlone Noxt, the county weighted median ratio was multi-
L p1ied times the equalization factor (multiplier) to detop-
-mine the actual assessment ratic for the county., fhis wag
.aivided into the new assssament ratio of 33 and 1/3 per
cent, which resulted in a new equalization factor. The
new equalization factor was multiplied times the assessed
valuation for each district. This was then used to recom-

pute the amount of state aid, holding tax rates constant,

under bthe provisions of House Bill 990 as it would affect
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the districts when fully implementad,® Finally, the new

personal Property equalizsd assessed valuation (under
House Bill 990) was subtracted from the new district |
equalized assessed valuation (under House Bill 990),

the astate aid entitlement was rocomputed holdlng opera-
tional tax rates constant, Thus, there are four grant-in-
ald sirulations reported in this chapter. (1) 197h-1973
without the 25 per cent limitatlons, (2) the 1974-1975
distribution with the perdonal property tax removed,

{(3) the l9?h 1975 dlstrlbution with adjustments for Housa
Bill 990 when fully implementsd, and (u) the 1974-1975
distribution with simultaneous adjustments for (b) and
(c). N
- In order to perform each of the precedlng adjust-
ments, it was necessaﬂy to break the total equalizad
assessed valuation of the gchool district down into the
parcels which were located in each county, Then the
adjustments wers mads to each parcel, and the district
equallzed assessed valuation was resumned. This was
imperative since the equalized assessed valuation of the

personalty and the oqualization factor are computed and

. 6House Bill 990, as written and signed into law,
doss not allow for any taxing body to lose assessod valu-
ation. However, for comparison purposes, some school dis-
trict asssgsed valuations were actually decrsasad in thisg
atudy,
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recorded on a county basis and not oﬁ a school district
basis, . | o -

One additional statistic was computed, A Sﬁearman.
Rank Order Correlation was calculated to determine the
magnitude of dlfferonce in the rank orders of the dis-
tricts in terms of equalizéd assogsed valuation per ébn-

centrated TWADA undar each of the simulated conditions.

Regults

Calculation of the assessed valuation &nd the gen~
eral state ald entitlement for 988 school districts,'undér“
each of the preﬁiously described condltions, led to the
following regults, as shown in Table 1.

The loas of the personaliproperty asses&e@.valua-
tion has a ﬁery dramatic effect on the per cent of Qtate
'suppdrt that is provided to the local achool districts fér
operations. Please note that this increased per centlof'-
‘state support does not result in incrsased dollars of
'pevenue to the school districts. These funds are replace-
=”m.érﬁ.: funds., In fact, there are individual school districts
which have less total dollars of revenue for opsrations
after the adjustment forlthe loas of the pérsonal property
assessed valuation than before, if the money is distributed
through the pressnt state grant-in-ald system. Tﬁere are

two reasons for this asituation.
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First, school dletrlcte which have: operatlng tax
rates higher than the maximum matehlng tax rate in the
resource equalizer formula W1ll not. recoup the emount of'ﬂ

money lost because of tax rateg in excess of tbe maximum .

-

matehing tax ratea. In other words,_the stete grentﬁ 1~
aid formula does not roward tax rates. hlgner than the'&‘a
qualifying rate. Second, those school dletricts whlch hed
large concentrations of pergonal property and whoee ?-
assessed valuation per concentrated TWADA pupil Was in
excess of the state guarantoe would not recelve revenue to
replace the amount of revenus that was Jost from that
Portion of the agsssssed valuation per concentrated TWADA
pupll which was above the state guarantee. utetew1de, with
~tax rates held constant, the publie schools would 1ose 35
million dollars in cembined state and local revenue by
‘removal of the pereonal property wvaluation,

Removal of the Personal property assessed valuation
:from the local tax bass reduced the local tax revenue
avallable to schools from 1 457 billion dollars to 1.237
billion ‘dellars, for a net losg of 220 million dollars.
Thierreduction of local contribution would result in the
percentaga of local support slipping from 51,16 per cent
to 113.96 per cent, or an average decline of 7.20 per cent.
The state, under the msndats to replace the revenue lost,

inoreesed stata aid te schools from 1.391billion dollars to



63
1.576 billion dollars, & net insreaSB of 185 million
dollars. This increased the state share of the support of
education from 448.83 per cent to 56.0L per cent.,

House Bill 990; whose purpose was to cerrsct
inequities in assessment levsls th?oﬂghout thsxstate, had

‘minimal effect upon_the per cent of 8tate support tp;ﬁ}

schoola. With corrections made in the assessméht lsﬁéis,
the local support of schools rose from 1.457 billion S
dollars to 1.165 billion dollars for a net increase of

5 million dollars, This changed the per cent of 1ocsl

support from 51.16 per cent to 51.L2 per cent respectlvely.

State aid dropped from 1.390 billion dollars to 1.384 .

total net dollar result was that the schools in ths state ﬁ
gained approximately 2 million dollars through a better
‘ S

equalization of assessments, T

Becausa the effects of the removal of the personal

'3f  property angessed valuation were so much more powerful than

.the oeffects of House Bill 590, the result of the combina-.
tion of the effects of both adjustments paralleled the
removal of the porsonal property assessed valuation. The
local contribution decreased from l. 457 billion dollars to
1.248 billion dollars for & net loss of 212 million dollars.

This resulted in a shift from 51.16 per cent local funding
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to L}4.23 per cent local funding, or a decline of 6.93 per
cent. The state grant-in-aild contribution increased from

1. 390 billion dollars to 1.570 billion dollars for a net

increase of 180 million dollars based upon 1974~ 1975 :

_concantrated TWADA pupil. This resulted in a shift rrom ?
18.83 per cent state funding to 55, 76 per csnt state | :
funding for a net increase of 6.93 per cent. The ngt reéyﬂ
sult of all of these shifbs tras a decrease of 33.mi1110nf
dollers availeble to the public schools. _ J;Q

ieie
F

Since the new state grant-in-aid formula attempts ﬁé
to lessen the effects of local district wealth, changes B
in the relative wealth of different school districts
should have an effect upon the abllity of the formula to'
5 compensate for these differences in wealth. That is, tha,i%
‘larger the per cent of state support, tho greater fiscal:
neutrality which would be achieved. Also, any factor
which attempted to minimize the differences in school dig-
tricf wealth through differing éséessmﬁnt ratios should
reduce the effect of local district wealth. When the Gini
‘Indsex was computed to determine if theds changes had in
fact taken place, the results were conclusive for dual
districts, bub not conclusive for wnit districts. (See
Table 2.) ‘,‘

Interpretation of the Gini Index was rather

straightforwvard in the cases of the'alomentary and the high
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TABIE 2

THE GINI INDICES FOR SELECTED ADJUSTMENTS. |
IN DISTRICT ASSESSED VALUATION ’

i

District  1974-1975  1971-107% 1974-1975  1974-1975

Type Base Without With House Combination
Perscnal Bill $90 Effect
Property ‘
Elementary  -0.04370 -0.02999  -0.04430  -0.03037
High School =0,03419 ~0.02660 -0.03396 -0.02637
Unit . 0.01100 0.01380 0.01114 0.01392
Unit? 0.01019 0.01583 0.01035 0.01596

aCity of Chicago public schools are not ineluded,

BChool districts, However, during the calculation of the
Ginl Index for the wnit digtricts, it was noted that ths
Lorenz Curve crossed the line which designates fiscal
ﬁeutrality. This seems to indicate that the Gini Indices
for the unit districts are not comparable to those Gini
Indices in the elemontary districts and high school dis-
tricts In which the Lorenz Curve did not cross the line

designating Tiscal neutrality.7_ (Ses Appendix C.)

L 7Hickrod, Hubbard, end Yang, The 1973 Reform, p.
34. .
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Elementary school districts moved closer to fiscal
neutrglity'with the removal of the psrsonal properfy
aaéessed valuation. 7This was expected since the revenué
lost was replaced through a formula which was designed to
decrease the importance of local district wealth., The
effeéts of House Bill 990, though, were not as largé as
might be expected. One reason for this may be that the
olementary districts are smller in size, in geographical
avea, than are the high school or the unit distrig_ts, and
théy would be more affected by inequifias of asseégméptu
within a county. House Bill 990, as it was initially; |
"applied, reduced the inequities between counties, éofhf_
wlthin the county. However, the overall effect of boﬁé_
adjustments is to reduce the effect of local district
wealth upon the expenditures per TWADA pupil.

High schcol districts fared similarly to the
elementary districts with respect to the effect of the
removal of the personal property assessed veluation on
the Gini Index. Under Houss Bill 990, the high school
districts moved slightly closer to fiscal neutrality.
Again, the apparent roason for this was the geographical
size of the district. Since the high school districts
wore larger in size, they were less responsive to the

effects of inequitable assessment within a county.
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Computation of the Gini Indices for the unit dis-
tricts was completed under two different Situations, with
 'and without the clty of Chicago public schools (szee
Table 2). In both cases, the Lorenz Curve crossed the
.lino which designated fiscal neutrality (see Figures 1 and |
2). This reﬁders the Gini Index uninterpretable, but the
. Lorenz Curve provides some descriptive information. The
city of Chicago expends 81lightly more of the total sduca-
tional dollars in the state than their position in férms
.ot assessed valuation per concentrated TWADA pupil wbuid
l':justify In terms of fiscal neutrality. This is true be-
cause their tax rate is slightly above three dollars.
When the city of Chicago public schoolé wers removed from
;tho calculations, the Lorenz Curve again crossed the line

which deaignatea fiscal neutrality. However, the curve

. 8tayed closexr to the line which degignated fiscal neu--

trality and did not demonstrate the large deviations that
were apparent when the city of Chicago public schools were
included. Also, the curve, whore it was above the line
which de&ignated fiscal neutrality, ﬁas almost parallsl to
the line. This.uould seem to Indicate that if the formula
were ruily rundéd, the unit districts, oxcluding city of
Chicago public-ﬁphools, would be very closé to filscal
noutrality. It ia also apparent that the city of Chicago

has more impac«, in terms of deviations in the Lorenz
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FIGURE 1

LORENZ CURVE 1974-1975 BASE.
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PIGURE 2

LORENZ CURVE 1974-1975 BASE ..
WITHOUT CITY OF CHIGAGO 1 » .
PUBLIC SCHOOLS = .. "

O 10 20 30 40 50 60 7O 80 90 100
Par Cent TWADA




70
Curve, than any of the treatments relating to the assessed
veluation of the districts,

T Since this method of measuring fiscal neutrality
wasg inconclusivela second method, the regression coeffi-
clent, was used. Unlike the Gini Indox, the city of o
Chicago public schools have no more effect then does anyll
other school district, since there is no automaﬁic_ |
welighting for size. Therefore, all regression calcula-
ticne for wmit districts include the ¢ity of Chicago pub-
lic schoola. (Ses Table 3.) Again, as had been demon-
strated earlier by the Gini Index, the regression approacﬁ
shows that the elementary achool districts approach
greater fiscal neutrality by the removal of the personal
properﬁy assesssd valuation, But, as had been shown
Previously, the effect of House Bill 990 is to move the
alemsntarﬁ districts away from fiscal neutrality. Since
the effoct of the removal of the personal property assessed
valuation 13 8o strong, the combined effect i3 to move ths
olemantary districts toward greater fiscal neutrality. The
effects on the high school districts ars the sams as those
o the elementary districts. The unit districts, however,.
have much differsnt reaults. ono pogsible reason for this
is a large number of relatively wealthy districts,
primarily in regions 3 and lj, which have relatively low

expenditures por TWADA pupil. Thus, an additional problem
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1- created. Although those diatr*cts have tho roaourcos at
' thair dispoaal, ‘they may not be utilizing them to tho

o rulleat extent, even though the state is hot asaisting tho
B diatrict with additional grant-in-aid.‘ Thia demanstrates

o & need for some measures or the permissible variance in o

"f-.oxponditure per TWADA pupil-

. The eoefficient of variatian is one mathod uaed to

.“::datormine the magnitude of variation from the mean expendi- ._
; ture Per TWADA pupil by district type.' Calculation of tho |
g roapoctive coefficlents of variation led to tho rollowing

{i'rosults. :

TABLE h

CQEFFIGIENT OF VARIATION FOR TOTAL EXPENDITURE
 PER.TWADA PUPIL .

- ;.. r . y _ _ _.: . _ ...
' District 1974-1975  1974-1975 l97h-1975 197h 1975 . .

-.-Type o Base . Without With House - Gombination . '”

 Personal  Bill 990 . Effect
. FProperty .. " | _

| Elementary  27.13712 © 22.93268 27.295845  22.76747
" High School 13.54379 = 12.8621L 15.33916  12.2728)

Wit 13.7028)  13.50985 14.12823  13.5157)
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. _Tbeco results seem to indicate that removal of the peracnal

| property assessed valuation and tbe combination or the

: orrectc of ths removal of the peraonal property asaeased

e valuaticn and the effects of House Bill 990 will result 1n

- a decrease in the variaticn in expendi ture per TWADA

3'pup11. However, in all cases, the effecte of House Bi11

'3j_990 alone resulted in increased variation in expenditurs -

per TWADA pupil. In the case of the elementary and high

" achool districts this variation seemed to ocour all along

'1gothe distributien. However, in the unit districts this
i variation only occurred on the top end of the distribution

-f.i as is domonstrated by the comparison of the coefficient or

variation results with the results of the McLoone Index.
(See Tablo 5 )
The reculta of the McLoone Index seem to indicate

'501._that the removal or the personal property aseessed valua-=.'

" tion docreasea the variation in the total expenditure per

_'L'THADA Pupil in the lower half of the dietributicn in all-
B three typea or distriote. The effects of House Bill 990
| are nixed. In the case of the elementary districts the

a*variation is increased, which may be caused by the geo-

B '--'graphicu characteristics of the districts. Since many of

' the districts are small, reducing the inequalitiee batween

: countiea could actually increase the variation between

| townahips in separate counties, This could account for the
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TABIE 5

McLOONE INDEX IN TERMS OF TOTAL EKPENDITURE
PER TWADA PUPIL

District  1974-1975 1974-1975  1974-1975 19711975

. Type Bage Without . With House Combination
Parscnal - Bill 990 Lffect

Property

Elemsntary .3610155 . 8666290 8595933 .8599505
High Schoql .9282861 .9301163 .9266019 .9315L90

Unit 9266103 .9280255 929398 .9286206

incroaged variation. In the case of the high achool dis-
tricts, the results seem to indicate again that theres is
greater variation in the lower half of the distribution
with the implementation of Houss Bill 990. The explanation
~ for this mppears to be that some high school districts were
drastically underassessed. The medimn expenditurs par
TWﬁDA puplil inereased from $1,L96 to $1,511 for an increass
of 15 dollars, while the minimum expenditure per TWADA
pupil only increased from 31,094 to $1,095., At the same
time, the maximum assessed valuation per TWADA pupll in-

creased from $187,597 to $340,591. Thia tended to chango
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the renkings sufficiently to cause the medlan to chw ge
and ineresase the variance, Howaver, loss or the p 'bnal
property assedsed valuation was powerful enough to bffset

" these changes from underassessment, with the combiféJ

-effect being an overall decrease in permissible vari&héaf
The unit districts showed decresases in permfssfbie‘

variance undor all three conditions. The graatest decrease

 in permissible variance was brought about by House Bil

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

unit districts, equitable assessment is more. important in

reducing the permissible wvariance than 1s the persongl

property assessed valuation.

Roegional Variations

Earlier sections of those results have dealt with
measurement methods for the state as a whole. Since ‘the
state ié not homogensous in nature, a more careful look
at specific regicns in tho stats may provide additional
insight. (See Appendix D,)

First, it is hoelpful to determine the actual
dollar amount end the percentage of these dollar amounts
in terms of local and state contribution to the support of
educétion by region of the state. This should provide some
understanding of the gross allocation of funds within the

state (seo Tabls 6 and Teblo 7). Region 1 receives more
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state aid than ény other region in the state; howeﬁgr,
reglen 1 has approximately 62.5 per cent of the T@A@A_pu—
piis in the state. Region 1 also generates the 1;réesf.gw
cent of local contribution of any of the regiocns. The re-
moval of the personal property aséessed valuation_rgsuits
in increased dollars in state aid to all regions éﬁﬁ an.in-
creagsed per cent of state aid going to regions 1 through L.
Régions 5 and 6 will receive slightly less, indicating
that they have slightly less than the state average per
cent of personal ﬁroparty assessment on the tax rolls. When
House Bill 990 corrections are made, the results are quiﬁe
interesting. Region 1 has no change in the pef cent of

local contribution. Regions 2, 3, and I} all have slight

decreases in the per cent of local contribution, which
indicates that they may have been overassessed, Regions -
5 and 6 have increases in the per cent of local contribu-

tion, which suggests that they have been underassessed.s

8House Bill 990, as written and signed into law,
does not allow any unit of local government or school
district to lose assessed valuation during implementg-
tion. Instead, it simply slows or accelerates the rate
~at which all taxing bodies must reach the 33 and 1/3 per
cent assegament rate. In this study, district assessed
valuations were decreased only for purposes of demonstra-
tion and comparison.
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The combinabtion affent of House BLll 990 and the ramaval of

tha peraonsl propsrhy aszeassd valuabion is that reglons 1

through L will recelve o greator psr cont of the fotal
b b2

‘state aid and biwe A lowal ;ex cent of local

contribubiom.
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TARLE 8

REGIONAL VARIATIONS TN AVERAGE EXFENDITURE
PER CONCENTRATED TWADA FUPIL AS A RESULD
OF ADFUSTMENTS IN EQUALIZED
LESRSSED VALUATION

Roglon 29741978  1974-1975  1974-1975 197)4-1975
Beizo Withoud With House Combination

Biil 990 Effect

1 H.E,
2 N.W,
3 G.W.
L 0B,
5 3.W.

6 5.8,

$l93%1 51,332 $1,351 $1,332
1,028 1,929 1,036 1,029
ohs éua  ohy ol 2
1,007 988 397 98y
1,658 1,053 1,066 1,086

L.023 L.019 1,031 1,025
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REGIONAL VARTATIONS IN EQUALIZED ASSESSED VALUATION
NTRATED TWADA PUPIL AS A RESULYT .
OF ADJUSTMENTS IN EQUALIZED
ASHESSED VALUATION

PER CONCE

19741975 1974 ~1975

Regiocn 1974-1975 1974 -1975
EBosa Without With House Combination
Pergonal Bill $3%0 Effect .
Property
1 N.E. 20,935 $17.,h91 $21,096 $17,6Lh3
2 W.W. 21,176 18,135 19,735 16,714
3 G.H. 23,3541 20,041 22,695 19,579
li, CQIE:" ?rifif.a? ?( _1533 2}.4.,191 . 21 ,h-22
5 3.W. 1,523 12,3197 17,0L6 1,280
6 S.E. (3,822 12,047 16,687 1 ,hh2
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Community Analysis

Since many pesople today are concentrated in urban

‘settings, a methoed which demonstrates differences by com~
munity type can be helpful. Table 10 demonstrates the
changes which cccurrad in average expsnditure per concen-

trated TWADA pupll.

TABIE 10

VARIATIONS IN AVERAGE EXPENDITURE PER
CORCENTRATED TWaADA PUPIL AS A HESULY
OF ADJUBSTMENTS 1M BQUALIZED
ABSESSED VALUATION

Commmity  197-1975  197L4=2975  197L-1975 1974-1975
Type Base - Without With House Cowbination
. FPeirgonal Bill 990 Effect
Pioperty -

Central City $1,210 $1,215 S $1,217 $1,215
g?%;pendent -1gogo '1ﬂ038 1,002 1,039
(High Growth 1,320 1,319 1,338 1,320
o Srowth 1,363 132 1,362 1,32}

Rural 1,602 g 487 1,000 989
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The central city, independent city, and high

growth suburb all had little or no reduction in expendihne
por concentrated TWADA pupil as a result of the changes in
a9sessed valuations., This Wwould probably be because of
high tax ratés and/or low assessed valuations, whicﬁ
would generate maxirmum replecement under the state grant-
: in-aid formula. However, older suburban areas and rural
areas with comparatively high assessed valuation and lower
tax rates would experionce a drop in tobal funds”gﬁailable
because they would not receive the maxirum replacement |
wmder the state grant-in-aid formula. Table 11 demon-
strates the equalized aésessed valuation per concentrated
TWADA pupil. . |

Table 11 shows that the low growtih suburbs have
the highést a33eszed valuation per TWADA pupll of any of
the commmity fypes. However, the information on the
rural districeta 18 inconclusive. Tt would certainly ap-
pear that low tax rates would be the cause for the in-
cémplete replacement. This is espacially suspected since
regions 3 and lj, which are primarily rural, have
low expenditure per pupil and high assessed valuation per

pupil.
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TABIE 11

VARTATIONS IN EQUALIZED ASSHSSED VALUATICN
- TER CONCENTRATED TWADA PUPIL AS A RESULT
OF ADJUSTMENTS IN EQUALIZED
ASSESSED VALUATION .

Commumity 1974-1975  1974-1975  197L-1975 1974 -1975

Type Basge Without With House Combination

Pargonal Bill 990 Effaect
Property _

Gentral City $19,565 $15,339 $18,918 $14,825

gidopendent 5 oy 17,762 20,933 17,887

¥y ,

igh G

Supurn O 21,779 19,663 21,998 19,875

Low Growth

Suburb 22,081 18,627 22,1129 18,911

Raral 21,056 18,49 22,339 19,611

Selected School Districts

State, regional, and commmmnity measures do not fully
poriray the problem which will result in Individual school
districta by the removal of the psrsonal property assessed
valuation. The money the school districts will recoive in
the increascd state grant-in~aid payments is not new money,
but it is instead replaCemént money. In many of the school
digtricts in the state, this replacement money will be

sufficient to replace a1l of the rovenue lost through the
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removal of tThe personsl pProperty assessed valuation, Hew-
over, in certain selocted school districts this will not be
the césa. Tablo 12 demonstrates what the effects of thig
#emoval-will be, in terms oL local contribution, in ten

selentsd achool districts in the stats,

TABIE 12

EFIFECTS OF THE REMOVAL OF FERSONAL PROPERTY ASSESSED
VALUATION O SELECTED SCHOOL DISTRICTS* PER CENT
: OF LOCAL CONTRIBUTION -

LI P—
R e - ‘s

Bass Levy Ad justed Lovy
Dollars Per Dollars Por
Cant Cent

Serena Dist. #390 $ u28,33?,_ 90.63 S 288{730 61.6)

Meredosia Diat., #11 hoh,Lhs 86,25 28,02y  57.86
Memticello #25 2,221,602 9l 94 611,060  66.36
Laravey Dist., #700 668,765  $3.25 304,909  65.22
?éﬁiem Diast. #3 835,103  92.32 hE8,69h 64,50
Rockdale Dist. #8L 666,932 95,99 188,665 70,73
Patola Dist, #100 219,130  68.79 137,953 143.30
Brie Diag%, #1 1,310,132 91.L9 6L0,638  66.77

565,916 1L,5.99 29,001 23.54

2,050,773 76.07 1,179,597  ©L4.808

P— e




Sareng schOnl dlstrlct could nave generated ‘5
$428,337 in tax revenus at the locnl level in 19?& 1975,
or 90. 63 per cent of the money which was avallable to the
school district. Afta“ the personal property assessed
valuation wag removed, using the same tax rates, the new
assessed valustion only generated $288,730, or 61, 6h per
cent of the money which was avallable to the distrlct |
Even though these d“ﬂbﬂictﬂ had the groatest per cent of
decrease in local contribution to the schools, they did
not necessarily lose the greatest number of dsllars.
Table 13 1ists the ten school Aistriets which had the
greatest decline in actual deollars,

Schoel digiricts with high assesssd valuations
por concentrated TWADA pupll have enjoyed low tax rates
and will not he ébla to recoup all of their losssg with-
out referendums to incroase the tax rates. Monticello
Commuhity Unit School District #25 would only be able tp
generate a total of $920,759 with their present tax rates
if the personal property agsessed valuation were removed.
Contrast this to the $2,335,956 which ig presenﬁly being
speht on educatlon in the school‘district. If the
present voter resistence to propsrty tax fate increases
continuas, the residents of school districts that have a

large amount of personal properiy assessed valuation in

thelr tax base may have goms difficult decisions Lo make
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TABIE 13

TEN SEIEGTED SCHOOL DISTRICTS WHICH HAD THE
GREATEST DOLLAR LOSS FROM THE REMOVAL OF
PERSONAL FROPERTY ASSESSED VALUATION

.Difference o

Base Ad justed
Levy Lovy Dollars
Dollars Dollars

City of Chiecago

Rockford Dist. #205

Township H.S. #oily
J. 8. Morton #201
Waukegan Dist. #20
Peoria Dist. #1550
Niles Dist. #219
Granite Clty #9
Valléy View #3650
Proviso Dist. #209

22,069,649
25,332,065
10,713,262
9,368,672
13,592,425
14,589,205
6,897,353
8,063,911
11,716,277

17,557,296
22,479,066
8,06k ,55,
6,763,649
11,094,819
12,303,153
L,68l,003
5,850,914
9,942,376

$384,899,235 $297,137,137 $87,762,098

4,512,353
2,852,999
2,61,8,708
2,605,023
2,497,606
2,286,052
2,213,350
2,212,997
1,773,901

concerning the future of their schools.

The five school

districts that will have the largest per cent of loss of

funds available for education are presented in Table 1h.

Needless to say, the districts with the greatest

per cent of loss will have to make the most substantial

changes in thelir tax rates to recoup the lost monies,
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TABLE 14

THE FIVE SCHOOL DISTRIGTS WITH GREATEST -
~ PER CENT 10SS OF TOTAL DOLIARS
FOR EDUCATION .

Total'DBiiars | "Per Cent
Rockdale Dist. #8l - $ hez2,929 + 61.32
Monticello #25 1,419,197 60,65
Hollis Dist. #328 121,519 59.92
Miller Dist. #210 89,257 45.98

McAuley Dist. #270 - 25,960 _'fﬁ&@jo'

If the districts with ths largest per cent of loss were
also the districts with the=grsatsst dollar loss, then the
Problem would be more straightforward, The districts
Which had the greatest mctusl dollar 108s are shown in
Table 15.

Thoso districts with a small per cent of loss, re-
gardless of dollar value, can recoup btheir loss with minor
cﬁanges in théir tax rates, However, those with large
percentagés of loss must considsr wholesals changes in
their tax rates.

Fortunately, there is not a large number of these

sevorely affected school districts. A Spearman Rank Ordep



TABIE 15

THE FIVE SCHCOL DISTRICTS WITH
GREATEST ACTUAL DOLLAR LOSS

AN UNREPLACED FUNDS

89

Total Dollarg Por Cent
City of Chicago ' - -$1,813,467 .21
Monticello #25 1,419,197 60.65
Towmship H.S. #2124 - 1,416,052 3l
Leyden Dist. #212 1,185,866 13.30
J. 8. Morton #201 1,060,633 7.h2

Correlation was caleulated to determine how much rear-

rengement had cccurred in the ranking of school districts

in terms of equaliz&d asgegsed veluntion per TWADA pupil,

If there was a low correlation botwsen different rankings,

it would indicate thoere had been a large shift in the

rankings of the districts in terms of assesssed valuation

per TWADA pupil indlcating that the affect was widesgpread

in terms of nimbsr of districts., Tebls 16 shows ths

results cf thoss caleulations. The gonerally high
correlations indicato that the rolative standing of

school diétricts is not grsatly affected sven though
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the absolute effects on individual districts can be great.

TABLE 16

SPEARMAN RANK ORDER CORRELATTON FOR
EQUALIZED ASSESSED VALUATION
PER TWADA PUPIL

District  1974-1975 19741975  197,,-1975

Typel - Without With House Combina-
' Porsonal =~ Bill 990 - tion
Property o
_ - — ‘
Unit -9315 - 19741975
High School »9295 _ o With House
Elementary  .9688 | Bill 990
it L9600 9757 . 1974-1975
. High School  .9459 .9809 Combina-
- Elementary .9793 .9915 - ~ ton
Unit 9819 .9549 91438
High School  .9828 L9403 .g2sy  M9TA-1975

Elementary .9925 .9775 -9728

®onit N = 419, High School § = 127, Elementary
N = L2, |

o p&ll-correlations are significant at the ,001
level. . :



) - CHAPTER IV
GOST ESTIMATES FOR REPLACEMENT REVENUE
TO UNITS OF LOCAL GOVERNMENT
AND SCHOOL DISTRICTS

Purpose 1l of this study, stated in Chapter I, was:

;. Estimate the amount of funds which the consti-
tution says must be replaced to all units of local govern-
'nant and school districts on January 1, 1979, by the atate,
a8 a result of the proposed abolitian. _

An earlier study had reported the amoﬁnt of revenue
' nsodod to replace the revenus lost to nnits of local .
govennment and school districts at approximately 555 mil-
lion dollara.l Houaver, the projectiona made during the
sourde of this study placed the figurs around 680 million
dollars. Since these projections are aubstantially ‘higher
than the projectiona reported aarlier, an explanation of
the assumptions made and the method‘of analygis used is
necessary to support these new, higher projections.

Prior to 1970, personal property assessed valua-
tion, as listed on the tax books, ineluded 1ndividua1

_lcarlton P. Morin and others, Replacement Revenue
Sources (Chicago: Illinois State Chamber of Commerce,

» Pe 1.
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personal property assessed valuation with all other per-
Sonal property assagssed valuation. From 1970 to 1973 some
county boards of review removed the individual bersonal
Property assessed valustion from the tax books, while other
boards of review left it on the tax books pending the final
outcome of l1itigation to.thermine the legality of removing
psrsonal property classified in thig manner from the
. property books., In February 1973, the United States
Supreme Court held that individusl psracnal Property could
be exzempted from taxation.a Therefore, persoral property
which was listed on the tax books in years subsequent to
1972 would be that personal Property which, if removed
from the tax books, would cause revenus to be lost to units
of local government and school districts, thereby meeting
the requirements of Articise IX, section 5 (¢) of the Illi-
nois Constitutlon of 19?0 3ince predictions made on the
basis of two years of data have g groater possibility for
error then thoss made using a longer time reriod of back-
ground data, a method of investigation had to be devised
which would allow for the expansion of the time reriod of
'b;ckground data. | |

Further complicating the projections was & change

in the method of determining state grants-in-aid to school

2E1k Grove Inglneering v. Korzen, 30 N.E. 24 65
(1973). .
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districts, The state legislature, in July 1973, adopted. a
state ald formula which raised the state contribution to ,
loéal school districts from 37 per cent in 1972-1973 to
49 per cent in 1975-1976. The result was a decline in the .
- per cent of local contribution to local schools from 57 per
cont in 1972-1973 to 45 per cent in 1975-1976.3 Since
this decline was only a recent phesncmenon, it would Eaﬁe -
a:small sffect on projections based upon é long-time
-period of background data. Some method had to be devised
to evaluate thse effect of this phenomenen on the 1979

projections.

Data Sources

Data for the projection of the total equalized
assesged valuation of real estate were gathered, uSing the
years 1946-197, as the basis of the projections. Data for
19461972 were obtained from Table XVII, "Assessment of

Principal Classes of Propsrty for Cook‘Coﬁnty, Downstate,

and Entire Stabe 1887-1971 [sic]," Iliinois Property Tax

3Illinois, The State Board of Educaiion, Illinois
Cffice of Education, State, Local, and Federal Finsncing
for Public Schools 1975-1976, Circular Series A, Number
349 (Springfisld: Il1llincis Office of Eduecabtion, 1975),

p. L.




ol
Statistics 1972.% Data for 1973 were gathered from Table

XVII, "Assessment of Principal Classes of Property for Co&k
County, Downstate, and Entire State 1887-1973," Illinoias

Proporty Tax Statistics 19]3.5 Data for 1973 were obtained
frbm county abstracts on file in the Department of Local
Government Affalrs, 0ffice of Financial Affairs.

Date for the estimation of the tobtal equalized
agsessed valuwation of personal property in the state of
- I1linois were procursd using 1973 and 197h as the basis
for the estimate. Perszonal property data prior to 1973
contain individual porsconsl propsriy equallzed assessed
valuations aiso, which makesa it unfit for the use of this
study. Data for 1973 were gathered from Table XIX,
*Equalized Valuations of Local and State Assessed Property
by Classes, Por Cent of Total 1972 and 1973," Illinois
Property Tax Statistics 19?}.6 Data for 197& were obtalned

from county abstracts on file in the Department of Local

Government Affairs, Office of Financial Affairs.’

: lE‘Illin(:s:?.:3, Department of Local Government Affairs,
CLfice of IMinencisl Affairs, Tllinois Property Tax Sta-
tistics 1972 (Springfield: Department of Local GOVermnw
ment Affeirs, 1975}, p. 169.

SIllinois, Department of Local Government Affairs,
Office of Financial Affairs, Illinois Property Tax Sta-
tistics 1973 (Springfisid: Department of Local Govern=
ment Affairs, 1975}, p. 168,

6

Tbid., p. 170.
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Data for the projecticn of the total taxes levied .
at the 1oca1lleve1 were gathered using ths years 1946~1973
as'tﬁe basis for the projections. Data for the years
1953~1973 were acquired from Table XIII, ®Valuations and
Total Property Taxes Extended 1953-1973 Iﬁslusive,“

Illinois Property Tax Statistics 1973.7 Data for;ﬁhe years
19h6-1952 were gathered from Table XIV, "Walustions ana‘ |
Total Property Taxes Extendsd'19h6-1966 inclusive,“
f1linois Property Tax Statistics 1966,8 .

Data for the projections of the total educational
texes lovied at the losal level wors obtained using the
years 19h6~1973 a8 the basis for the projsctions. Dats
for the years 1960-1972 were drawn from Table XIT,
"Comparison of Total Taxes snd School Taims, 1960—1972,"

illinois Property Tax Staetistics 1972.9 Data for 1973 were

gathered from Table XII, "Comparison of Total Taxes and

School Taxes, 1961-1973," Tllinois Propevty Tax Statistics’

1923.10 Data for the yeérs 1955<1960 wera taken from

T1vid., p. 166.

BIllinois, Despartment of Ravenue, Division of Local
Governmental Affzirs and Property Taxes, Illinois Propverty
Tox Statistics 1966 (Springlield: Deparfment of Hevenus,
n.d.,), p. 133, ‘

9I31inois, Tax Statistics 1972, m 166.

1073310018, Tax Statistics 1973, p. 165.
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Table XIII, "Comparison of Total Taxes Extended and School
Taxes Extended, 1955-1%67," Illinois Property Tax Statis-

tics 1962;11 Date for the years 1952-1955 wWere gathered
- from Table XIII, "Comparison of Total Taxes Extended and

Sehool Taxes Extonded, 1952-1964," Illinois Propsrty Tax

Statistics 196l .12 Data for 19u7-were obtained from Table

IV, "Summary of Current Taxes Extended in Each County;
1947, Illinois Property Tax Statistics 1947.13 Data for

1946 were gathered from Table IV, "Summary of Current
Taxes Extended in Fach County, 19&6," Illinois Property

Tax Statistics 19@6.1h Data for the years 1948, 1949,

1950, 1951, and 197 were nobt found.

Assumptions

First, it was assumed that the growth rate in total

real estate equallized assessed valuation would continue at

1llllinois, Department of Revenue, Division of
Local Governmental Affeirs snd Property Taxes, Illinois
Property Tax Statistics JOQI {Springlield: Department of
Revenue, n.d.), p. 1il. '

121111nois, Department of Revenus, Property Tax
Divisiqn, T1linpis Propsrty Tax Statistics 1964 (Spring-
field:” Department of Revenue, n.d.j), P. 99.

131111n01s Department of Revenue, Property Tax
Divisicn, Illinois Property Tax Statistics 1947 (Spring-

e .

field: Department of levenus, 1950), pp. S-13.

lulllanlS, Department of Revenue, Property Tax
Division, 11linoisg Propsrty Tax Statistics 1546 (Spring-
field: Department of Hovenue, e, L9497F, pp. 8-12.
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the rate that was exhibited from 1946-197h. Second, it was

assumed that the ratlo of personal property equalized
aséessed valuation to real estate equalized asseséed-valu-
ation in 1973 and 197} was typical of the ratios that

would be experiencad in. years 1975 1979

Analysis of the Data

The regression analysis was used as the statistical
method for analysis of the data. -The assumption of this
approach is that the underlying relationships among the
variables are linear and additive.>® When the data were
graphed, it was clear that a simple linear relationship
did not exist as one might expesct if the growth rate was

constant, Therefore, the equation

gt =1I(1 +8)t

where I is the output of the beginning year, g is the
wnlmown growth rate, and ¢ is the output for year t;
could not be utilized until it was transformed to:
logyy By = logyg I + [logyg (1 + g)lt;

which may be more easily recognized as a 8imple linear

equatlion when written as:

15756-0n Kim and Frank J. Kohout, "Special Topics
in General Linear Models," Statlstlcal Packane for the
Social Sciences (New York, N.Y. Mo&raw-Hlll 1975},

p. 369.
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Y = A + Bt |

v o _ 16
where Y = logyg ft, A = logyg I, and B = [logig (1 + g)].

Data?for the total real estate equalized assessed
saluation wss transformed with time being the independent
variable. Total feal satate squalized assessed vsluation
was the sum of the total equalized assessed valuation for

lots and the total equalized assessed valuation’rorflandﬁé

for the years 1946-1973. The resultlngkegryefyas'plotted-

and both multiple R and R-square were. Seﬁpuféd:~ Since the

growth rate g is computed from the following relatlens%j

with the regre531on coefficient B:
B = logg (1 + g},
then o
Antilog B = 1 4 g
.and
= (Aneileg B) - 1.
| The projoctions of the total taxes levied at the
1oea1 level, the total educational taxes levied at the
10&&1 level, end the alternative projection of the total

oducational taxes levied at the local lsvel {(mads to deter-

mine the effects of the new state aid formmula on the 1979

161p14., p. 370.
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"projection) were accomplished in the same manner as the

- total raal estate equallzed assessed valuatlon projec- L

_ tions._

Estimation of the projectsd personal property

o oquslizsd assessed valuation was accompllshed in a- somewhat

differsnt manner.' The ratio of the total personal property
-'oqualized assesssd valuation to the total real estate
equalized assessed valuation was com?uted for 1973 and 
1974. These ratios, .1633 and .1611 respectively, uere: B
multiplied by each of the projected total real estate
equalized aasessed.valuations for the time period 1975-
1979; These two values were averaged to arrive at one

ostimste for each year.

| . The estimates of the educational taxes levied at
the local level and the alternative educational taxes

: levied at the local level which would be lost were calcu-
lated by multiplying the projected respective tax by .1366.
and .1349. These were the percentages of the agsessed

- vsluntion or‘personal'propertj of the total assessed
valuation of all property in the state of I1linois in

‘1973 and 197k rsspectively " If this assessed valuation
percentage would suddenly demonstrate a wide variation
'_from the 1973 and 1974 percentages, then the estimates

would vary accordingly.
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Resaults

Calculation of the previously described projections

and estimates gave results as shown in Table 17.

TABLE 17

PROJECTED REAL ESTATE EQUALIZED
ASSESSED VALUATIONS® =

Year ~ Dollams
1975 $u3;900,000,000 ]

1976 '45,500,000,000
1977 ~ 47,200,000,000

1978 49,000,000,000

1979 50,800,000,000

&7 = },162, B = 016, n = 29, R? = .9930, g = .038,

The projfections in Table 17 were then maltiplied
by .1633 and .1611, the ratio of the total personal prop-
afty equalized assessed valuation to the total real

estate equalized assegsed valuation for 1973 and 1974
-respectively. The resulting two values were averaged
To arrive at cone estimate for each year, as shown in

Table 18.
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TABLE 18

ESTIMATED TOTAL PERSONAL PROFERTY
EQUALIZED ASSESSED VALUATION .

Ybar._ : _ Dollars

1975 . o $?,1oo,ooo,¢oo
1976 | | ~ 7,400,000,000
1977 75700,000,000
1978 7,900,000,000
1979 | 8,200,000,000

The projection of totﬁl taxes levied 10gdklyﬁhas
accomplished fhrough‘a regression analysis of a lpgar;th-r
mic transformation of formula (1). These projections are
given in Table 19. |

| To estimate the total tax monioes lost, the pro-
jections.in Table 19 were then multiplied by .1366 and
.13h9. of tﬁe total assessed valuabtion of all property
in the state of Illinois in 1973 and 1974 respsctively,
these were the-pércentageg,of the assessed valuation of
personal property, The resulting two values were

averaged to arrive at one estimate for each yoar. Thsae
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| TABIE 19
PROJECTED TOTAL TAXES LEVIED LOCALLY®

Yoar o Dollars
1974 i_ | $3,u60,ooogbdo*
1975 | | 3,720,000,000
1976 . 4,010,000,000
1977 }4,320,000,000
1978 , Y4 ,650,000,000
1979 5,000,000,000

84 = 5.611, B = ,032, n = 28, B2 = ,996), g = .076.

results.are given in Table 20.

The projectioﬁ of total educational taxes levied
locally was accomplished through a regression enalysis
of a logarithmic transformation of formula (1). These
projections are given in Table 21. |

To estimate the educational monies loat, the pro-
- Jections in Table 21 were then multiplied by .1366 and
1349, and aﬁeraged, as was previously described. The

results are shoﬁn in Table 22.
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TABIE 20
ESTIMATED TOTAL TAX MONIES LOST

Year | | Dollars

97 . $470,000,000
1975 510,000,000
1976 540,000,000
1977 590,000,000
1978 630,000,000
1979 680,000,000

TABIE 21

PROJECTED TOTAL EDUCATIONAL TAXES
LEVIED LOCALLY®

Your : Dollars
1975 $2,470,000,000
1976 2,690,000,000
1977 _ 2,930,000,000
1978 3,190,000,000
1979 B 3,480,000, 000
84 = 5,283, B = ,037, n = 24, B = .9945, g = .08
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TABIE 22
ESTIMATED EDUCATIONAL MONIES LOST

Year Dollars
1975 $340,000,000
1976 | 370,000,000
1977 | - 400,000,000
1978 430,000,000
1979 ;70,000,000

In order to determine the effect of tho new stato
ald formula on the 19?9.projections, alternative projec-
tions were made using ann = 6. The data used wers from
1968 to 1973 because the astate had provided a higher level
of support to local school districts than they had in the
earlier twonty-two years. This would amplify bthe effect
of the Increased stats contribution and decreased local
cbﬁtribution, which should have resulted in a lower
rate of tax increase. The results are shown in Table 23.

To determine tho educational monies lost based

on the effect of the new state aid formla, these projec-

tions were then multiplied by .1366 and ,1349 and
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TABLE 23

ALTERNATIVE PROJECTED TOTAL EDUCATIONAL
TAXES IEVIED LOCALLYa

Year Dollars
1975 - $2,2140,000,000
1976 | 2,390,000,000
1977 2,550,000,000
1978 .2,720,000,000
1979 | 2,900,000 ,000

= 5,510, B = ,028, n = 6, R2 = ,9773, g = .067.

averaged, as was previously described. This alternative
estimate of the educational monies lost is reported in
Table 2.

‘Summary

_ Baged upon the 'pre:ce'dihg estimates and p:r:ojec—
tichs, it appears that the legislature will have to re-
place approximately $680,000,000 of lost revenus to units
of local government and school districts on January 1,
1979 If the state contlnues to provide 49 psr cent of
the funding to local school districts, it would appear
that the state would have to provide $390,000,000 to school
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TABLE 24
ALTERNATIVE ESTIMATE OF EDUCATIONAL
MONIES LOST .
Year -~ Dollars
1975 $300,000,000
1976 320,000,000
1977 ' ' 350,000,000
1978 370,000,000

1979 390,000,000

districts on Janﬁary 1, 1979. However, if the percentage -
;lbf'stata contribution returns to a level morse closely ﬁp-' 
proximating that which occurred in the majorlty of the
tima period 1946-1973, ther the state may have to replac33
$1470,000,000. |




~ CHAPTER V
ALTERNATIVE TAX SOURCES FOR
REPLACEMENT REVENUE :

Accepting the argument proposed in Chapter II thaf'
tho.lagialaturé has dafinité_limitationa imposed upbn its
power to determine the method of taxation that will be used
to replace the rovenue-loat under section 5 (c) should it
choose to accept the mandate to abolish the ad valorem |
pardonal property tax,_ths need for answers to the fol-
lowins:quostions becomes apparent. What iiﬁitétions does
- thﬁ legislature have imposed upon its powers? What alter-
native tax sources are aveilable? Whaﬁ would be the effect
of these alternative taxes on the competitive advantage of

‘Illinois businesses?

Constitutional Limitations

o Careful reading of section 5 (c¢) indicates that
four strict limitations are placed upon'the legislatufe.
Tha‘tirst constitutional limitation on the power of the
legislature 1l1s thaf the leglslature has an immediate and
continuing responsibility to replace all revenue lost by
units of local government éﬁd'school districts,  There is,

_hcwavgg,_no g;atament as to how this must be accomplished.

107
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Also, there is no indication if this means that the revenue
lost had to be returned to the taxing body that lost it. |

| The second constitutional limitatibn on the power
of the législatura is that the replacement tax imposed must
be statewide in nature. However, there is no clear state~
‘ment as to whether the tax is to be levied, collected, and
distributed by the state, or whether the leglslature may
delegate this authority to the units of local government.
" Also, there is no mention of a uniform rate. It could be
assumed that if the legislature chose to delegate this
authority the rate could differ between units of local
governmenﬁ as long as the taxes extended were sufficient
to replace the monies lost from thas abolition of the ad
valorem personal property tax,

The third constitutional limitation ias that fhe
repiacement taxes may not be ad valorem taxes on real
estate. Note that this does not prohibit all real estate
~ taxes, simply ad valorem taxes on raeal ostate,

| The last constitutional limitation is that the tax
rust appiy to those clesses relieved of the burden of
‘paying the tax. However, since the only classes which
would be exempt are individuals, as previously defined in
Chapter II, ﬁho have not been taxed under the Illinois
Conztitution of 1970, the population to be taxed remasins

virtually the same.
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The'limitations are quite succinct. The taxumay

not be imposed upon enyone but those classes reliey

may not be ad valorem real estate, it must be statew&de
in nature, and it must be sufficient in size to repld’e all

revenue lost by units of lOual government and schoo& dls—

b in-

jthe

trlcts. Since theso limitations are not extremel

iting, further criteria must be developed to deateiq;;jl

suitability of the alternatlve tax.

Philosophical Criterion

Classical and modern literature on taxation gro- .
vides additional criteria for determining the desinameity
of a tax. Thess criteria should he viewed as goals oﬁ”a
tai and not as requirements for the survival of the tax.

The first criteriocn is adequacy of the tax.t Pro-
jections'in Chapter IV forecast that a'replacement tax ﬁust
be able to generate approximately $510,000,000 in 1975 and
$680,000,000 in 1979 for replacement revenus. Since this

iz g continuing obligation, the tax should have a long-term
average annual growth potential in the neighborhood of

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

1Stephen F. Weston, Principles of Justies in Taxa-
ti (New York: AMS Press, 1968), P. 46,

m——
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Equity, a3 defined in Chaptser I, is thé'equal
treatment of equals.® Or as John Stuart Millﬁpéxggéssed
it: | | S

. « Equality of taxation therefore, as a maxim
of politics, means equality of sacrlflce. AN
means apporticning the contribution of each per-
gson towards the expenses of government, so- hat
he shall feel neither more nor less inconve-
nience from his share of the paymegt than anvyi
‘other person experiences from”bis o

Or as Adam Smith stated:

+ « « The subjects of every state ought to don-
tribute towards the support of the govermxmnt;wi_
as nearly as possible, in proportion to thed ‘
respective abillties; that is, in proportian
the revenuﬁ they enjoy under the protection :o:
the state

These admonitions could be interpreted to mean Eﬁ%ﬁaﬁgy5'
tax which 1s imposed should treat all members of ;ach class
of taxpayers equally, but it does.not need to treat all
classes equally. |

TPaxes which are not progressive in their ratbe

structure may tend to be regressive, but ars not

2JBﬂBs M, Buchanan, Public¢ Finance in Democratic
Process (Chapel Hill: The University of North Carolina
Press, 1967), p. 294.

3John Stuart Mills, Prlnrlples of Political
Economy With Scome of Their Application to Scoclal Philos=-
ophies (London: Longmans, Green, and Co., 1886), p. 392.

uAdam Smith, An Inquiry Into the Naturs and Causes
of the Wealth cof Natlons Lendon: T. Nelson and Sons,
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nocessarily so. Flat rate taxes on consumption tend to be
regressive; ¥, ., . the most regressive elementas are the
propérty tax; general sales tax, and the seiective
excises,"> However, flat rate incoms taxes need not be
conasidered regressive; ". . . a broad-based flat rate tax
¢an pack both a heavy révanua Punch and provide a substan-
tial degres of progression when combined With personal
exemptions.n® |

Impact of taxation and incidence of taxation ape
two criteria which should be discussed together. The
imﬁact (who 13 originally taxed) of taxation and the
incidence (who finally bears the burden of the tax) of
taxation are not necessarily the same. If the constitu-
tional limitation to tax solely those classes rolisved of
the burden of the tex ig actually to be accomplished, then
it i3 agsumed that the tax ﬁhich is to be used as g re-
Placemont will be one whigh is shifted in the same manner

and the same direction as was the psrsonal property tax,

Advisory Commission on Intergovernmental Rola-
tins, State-Local Revenue Systems and Educaticnal
Pinance (Washington, D.C.: Government Printing 0ifice,
1972}, pp. 2-17. :

6Advisory Commission on Intergovernmental Rela-
tions, State-Local Finances and Sugpested Legislaticn,
Report No, M-B7 (WaBhington, D.C.: Goveturont Printing
Office, 1971}, p. 1.
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Elasticity is ™. . , the ratio of the percentage
increase in tax collections at a constant tax rate to the
pércentage increase in gross national product. . . ."7
However, it is not wise to infer that i% is 5eneficiél to
have high elasticity rather than low elasticity, The above
“definition works in both directions. In times of econonic
- recession, tax revenue ¢ollected déclines a8 gross national
product declines. This lesson was learned in Tllinois in
1975 when the governor was unable to fund the étate ex-~
penditures at the proposed budget levels due to less than
projected state‘revenue brought on by the recession. Ilii- |
nois depends heavily upon the income tax and the general
sales tax for state revenues. Since the personal income
tax is a very elastic tax, as is the corporate income tax .
{but not the general sasles tax), it is evident why a
decline in gross national prodﬁct was felt so quickly.in
the Ililinois revehue‘collections.a It is preferable to
have a tax which has some elasticitylso that the taxing
body is not severely affected by inflation, but not too
mich elasticlty, because the recessions can be just as

devastating. An elasticity of approximately one is

7Advisory Comnission, Educational Finance, pp, 2=

37.

8Ibid.', pp. 2-42.
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preferable.gr Thig causes a2 change in gross national prod=
uct to bring aﬁout & proportional change in revenue.

A tax must be administratively feasible. If the
tax camnot be administersd because the information‘needed
to assess the tax is mot readily available (as was the
éase of intangibls perscnal property) or if the cost of
administration and enforcemoant is so high a3 to make the
~ tax uneconomical to collect {as wasa the caas of taxing
tangible personal property of individual residents in
Illinois}), then ths tax is not edministratively feasible.
ideally, a tax should be levied on a base which cannot be
easily transported or hidden, end should have high enough
valuatlon per unit to make ths returns for collection
higher than the c¢ost of cocllection without the tax being
confiscatory. This I8 not to be construed to mean that
income cannot be taxed, Since bths institution of the
federal incomm tax, information concerning groas, adjusted
gross, and ned Incoms has becoms available to state
governments,

Finally, an albornative tax should not have a
nﬁgative'effect on production. I taxpayers feel the tax
rate has becoms so high as to wmako them unable to compate

with out-olf-stats producers and s a result elther leave

Gt w0y o
“Ibid., pp. 2=51,
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the state or cesss production, then this reduces thé_tax
base--hence the revenus--and becomss dysfunctional.?fThere4
foré, the tax differential between states becomas_sfgnifi-
cant. '

In considering the total tax bill differen-
tial, little attenticn is paid %to the type of tax.
Businesamen ssem to fesl that if a particular
Jurisdiction lacks a given type of tax--for eXam-
ple a State corporate.income tax--it will have
other taxes whose burden will be sufficient to
make up for tho absence of a particular levy.lO

This does not msen that rates of individual taxes which are
components of ths total tax load cannot be higher than in
neighboring states. It only means that the burden of the
combined taxes on business firms must be comparable to that
of neighhoring states.

The replacement tax would be characterizsd as one

which geherated approximately $680,000,000 on January 1,
1979 ond had the elesticity to produce appruxiﬁately 7.5
per cent of new revenue anmually. Further, it would tax
only those classses relieved of the tax on perscnal proper-
Ty, would be ghifted to the same degres and in the same
direction as the personal property tax, would be responsive

to the moods of the economy, would be sasily and econom-

lecally administered, and would not bte an ad valorem tax on

10Advisory Commission on Intergovernmental Rola-
tions, Stats-Local Taxation snd Industrial Location, Re~
port No. A-30 (Washiugton, D.C.: Government Printing
Office, 1967), p. 62.




115
real estate. Finaily, it must be-stafewidﬁiiﬁﬁggqﬁgs and
not likely to chenge the competitive ﬁdVantagéféf ?ﬁi
__use.could.be expanded, or what new taz95 im?bsed~w$4qh

would fulfill these requirements?

Present Taxes

0f the sixteen major taxes which-weﬁégi&gied §nd
collected by the Illinois Department of Revenue in 1974,
only one tax, the corporate income tax, app&gpe@ ﬁ@%ﬁdet
the ﬁreviously outlined characteristics. Thig,ﬁéx caﬁld-
be imposed solely upon one of the clagses relievéd--tgo |
corporations., However, there would still be classes which-
would not be taxed, even though they were reliev;¢} ‘These
would be the partnerships, limited partnerships, @rofes-'
sional associations, and professicnal service cefporatidns.
The taxing of thoso classes will be considered later.

The corporate income tax generated $2h9;357,060
or 6.98 per cent of the total atate collected revenue in
1973, and $277,14L,000 or 6.96 per cent of the total state
rgvenue collected in 1974 in T1linois.tt The Illinois

corporate income tax is levied at a flat rate of L per cent

llState of Illinois, Department of Revenus,
"Sechedule of Revenue Collected and Remitted," Memorandum,
June 1973 and June 1974. (Typswritten.)
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and generates approximabely $62,000,000 (1973) for each
por cont of tax. If legislation were adopted that would
shift the entire burden of roplacement for all units of
1oca1 government and sgchool districta to the corporate
incoms tex, this vould result in that bax having a rate of
approximately 11 por cent (computed using 1973 data, the
last year for which cemplete dats usre avallable). It
would be possihle to generate the total dollars of révenue
needed, but cnly at a very hipgh tax rata. Furthor, there
13 the annual rate of new revenue to bhe conéidered. I11i-
nols corperats incoms tox colliections have groun at en
average rate of approximately 13.25 per cont por year for
tﬁe time period 1973=1975. This msans thaﬁ the tax at 11
par cont would bo an cdequate sourco of new revenuo Lo fu}-
.ﬁill the previously listed roquirements.
| The.corporate incore tax mests the requirsmenta
that it be stabteuids; also thet it not be an ad valorem
real estate tex. Being a state levied and collected tax is
en advantage‘in tha amount of the tex yield., TA State
encompasses population and cconomic activity within an arsa
large enough to obitain sconomics of scale in tax adminis-
trationaﬂlg Since ths tex ia presently beiﬁg collectad,

ono doos nob have to congider higher collection costs or

12Advi30ry Gommiésion, Educational Finance, pp. 3-b6.
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the development of a new division of the state revernue Syd=
tem. The state would simply process more dollars through
the same channels. Therefore, administrative feagibility
1s not a serious concern.

-Uhfortunately, the corporate income tax does not
have a high degree of equity:

. . . if the tax Talls on the equity shareholders
of the corporation, the individusl bearing the

tax may be in a high-income cr low-incoms group.
There 13 no neceasary connection between the
smount of common stock owned and the place in the
income scale, Lut all individuals are subjected

to the s%ms.rata of tax in this part of the fiscal
system.l : _

The impact of the tax, as was previously noted,
would be on those c¢lasses relisved of the burden of péying_
the tax on corporate personal property. The incidence of
the tax, however, is a little more 4ifficult to determine.
There is some disagreement as to who pays the corporate
income tax. Some of the tax is probably shifted forward
and backward,lu and some of it is taken from returns to

capital. However, the major share is probably a charge

against capital and management.ls

137ames M. Buchanan and Marilyn R. Flowers, The
Public Finances An Introductory Textbook (Homewoced, T171,:
Richard D. Irwin, Inc., 19757, p. 286. .

1hAdvisory Ccormission, Educational Finance, pp. 2-1T

15Tax Instituts of America, Proceedings of Symposium,
November 5-6, 1970 (Lexington, Mass.: D, C. Heath Co.,

1572, ®. L2.
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A corporate income tax is fairly elastic when
viewed in relation to other taxea. ‘Harris, Netzer, and the
Pianhing Division of Arizona all reported elasticities of .
Aapproxim&teiy one for the corporate income tax.16 Pock
reported an elasticity somewhat higher than this.1T7
Effect on competition cannot be as easily assessed
a8 can some of the other effects. If one accepts that
induatry ls concernsd with the tax differential and not
~compenent taxes, then the change will be negligible when
industry is viewed as a whole. However, there may be some
change in the "mix™ of types bf business which are found
within the state.
High olty property tax rates on inventories
encourage erection of warehouses outside the city
not only by manufacturers but also by merchan-
disers, such as supermarket operators. BEven
minor differenceg in tﬁg procedure may be used to
advantage by business.
Industries which are characterized by large inventories and
low profits would be attracted to the state. However,
industries which are characterized by small inventories and

high profits c¢ould find themselves in & rolatively less

competitive position than they had boen previously.

léAdvisory Commission, Educational Finance, pp.
2"39- =

ITIbidc ’ Pp' 2"1-].0 3

lBAdvisory Commission, Industrial Location, p. 61.
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The corporate incoms tax would provide a viablé

a}ternative tax source for fhe replacement of the lost
revenue. ‘Howaver, to replace all the fevenue in this man-
' nar.might presént rates which would cause many firm$ to
migrate to other étates. Therefors, the corporate incoms
tax offers only a partisl solution in the search for an

alternative tax.

Hew Taxes

Since all claasss which were relieved of paying the
personal property teax would not be providing replacemesnt
revenus tﬁrough the corporate Income tax, some other new
tax{es) must be found which would tax those classes rea-
lieved which werse not corporations. Cne obvious answer
would be to preaent legisiaticn which would require that
partnerships, limited partnerships, and prefessional
asgocistions bs taxed in the same manner and at the same
rate as corporationg, instesd of allowing the partnership
td file an informational return znd taxing the members at
the individual incoms tex rate. This one change could
gensorate substanitiel amounts of néw revenus. The dollar
value of revenus which would be gesnerated by a i per cent

net income tex on partnershipa in 1973 was estimated to be
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. 19 . . ..:_!l*. o ) B {: . ..
around Lly.5 million dollars. This would mean that a tax
on partnerships would generate about 11 milllon dollars for
each per cent of tax.

The tax on partnerships satisfies tha consé*tptisn—

al limitations that the tax must be on those class ro-
lieved of the burden of paying ths‘tax,-not=be~anaadi
valorem tax on real estate, and must bs statewide in naturs.
It will be subjsct to the costs of lltlgation and ths costs
of developing an adminlstrativs structure to overses ‘the
collection of the taz. Substantial amounts of moniss could
be saved if the tax could be administered in a manner
parallel to the corporate incoms tax. |

The shifting, elasticity, and regressive qhgracter;
lstics of the tax on partnerships would bs more simiXar to ¢
those of the corporation if the tax was imposed in angpner'
parallel to the corporate income tax. However, if the tax
" is imposed in a manner which is parallel to the individual
income tax, then the effects would be more similar to those.
of the individual income tax.

The discussion in the section on bthe corporate in-

come tax reviewed the arguments portaining to industry

19Carlton P. Morin and othersg, Raplacement Revenue
Sources (Chicago: Illinois State Chambsr of Commerce,

1973}, p. 33.
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location and tax loads. In order to remain consistent in
the argument throughout, the esasumption will be made that
aireplaCGmént'téx will not have any effect on the total
business comunity’s declsion for location, since there is
" no way to assess this in advance.

: The incoﬁe tax on paritnerships, -as a business unit,
8eem3d Lo bhe imperative giveh the cqnstitutional limitation
on replacement revsnus, This tex would generate substan-
“tial amounts of new rovenue-even though there would be -
start-up and litigation costs. The method of shifting,
regreasivity, sand amount of elasticity would depend largély
upon the manner in which the tax is imposed.

Anothar poséible gsource of new revonue would be
the valus-added tax. This tax has been used successfully
in the Common Market countries. In 1953, the Michigan
legislature implemented the Michigan business activities
tax, the first tax implemented in the United States using
the valus-added concept. It served as a tax in Michigan
until 1967 when the leglslature repealsd the tax to
implement a ccmprehanéive personsal and corporats income

tax s’c;ruc‘l:u.re».éO Regardlsas of the type of tax, gross

20Advisory Commisgion on Intergovernmental Hela-~
tions, The Value-Added Tax and Alternative Sources of
Foderal Revenus, Report Ho. M-78 (Washington, D.C.:
Government Frinting 0ffice, 1973), p. 5.
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product (no capital axpendlturs duction allowed), income-~
type (ncmltai expenditura deducetlon ajlowed through
dep?eGl&LlOH;, o congumpbion variant {capital oxpenditure
allozed in yeay of purchasej, tha revenue generating
capabllity of the tex ls substeniial.

iwvogsed a preza product valus-added tax in

I1lineois against mﬂhﬂ.P”buTan only for the year 1971, with
vato of 1 pow cenb, L0 vould have generabed $221,960,000
or apnraximately 22 per cont of Tthe amownt of rsvenuo
gensrated Ly the state dncoms Yex for the zame year. These
Pigured wores doibsrmined in the following manner.
-
Ths valuon-addad by manufacture data Lor corporabe

&nd partnership forma of legsl orzanization throughout the

3

United Statses, from the 1967 census of manufacturing were

~summed and dividsd by the value~added by manulacture for
all,estabiiahmﬁnﬁaa‘l The resuliting 97.39 per cent was
agsaumed To o tha sema psr cent of corporéte and partner-
ship forma of lsgel orgenization Lo all establishments

Lound In Tilincis., Thersfors, this per cent was nmulii-

=cddnd in menulachuring data found in the

jnoig State and Repional Economics Data

ﬂommerce, Bureau of ths
vol, L, Summary and Sub-
: U.S. Government rPrint-
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Book to receive the valus added by corporaticns and part-
nerships.22 The same percentage was used with the 1972

Edition, Illinois Stats and Regional Economics Data.23

" The revenue which could have been generated in 1969 with
a1 per cent rate would have been $220,520,000. Therefore,
it appears that a gross product value-added tax would
generate arcund $220,000,ood for each per cent of rate in
moSﬁ years. Silnce an income=type or consumption value-
added tax would have deductions for capital expenditures,
" the revenus generated by either of them would be somewhat
loas. |
The value-added tax satisfied the limitatio#s that
it must be satatewids, that it cannot be an ad valorem real‘
estate tax, and that it must be imposed upon tho same
lparsons who benefited from elimination of the personal
property tax. It will, however, be subject to the costs
of developing ah administrative structure to asseas,

collect, and distribute the tax revenus. Also, the tax

: 22Illinois, Department of Business and Economic
Development, MStatewide Summary Manufacturing Value ‘
Added--195L, 1958, 1963, 1967, 1971," 1973 REdition, I1lli-
nois State and Regional Economics Data Book (Springfield:
Department of Business and Lconomic Jevelopment, n.d.),

Po 170 ’

23lllinois, Department of Business and Economic
Development, 1972 Bdition, Illiinois State and Regional
Eeonomics Data Book (Springfield: Departmsnt of Business
and Bconomic Development, n.d.).
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will be subject to "dsfinitional uncertainties that could

= ;»ga.‘..ht
reault in litigatioca.

The value-added tax may be shifted forward rather
e2sily since the additional cost of the tax 1s added inbo
the sale price of the goods. However, this is an advantage
over the sales tax since The tax is ccllected at all levels
of manufaciure and distribution and not Just at the con-
gumer. This soourss thet Illinois will recelve 1ts share
of the tax re &wfdltﬁﬁ of the final destination of the
goods. Further, since bhw tax could be imposed only on
the specific climsses relleved of paying the personal
proporty tax, 1t would tax only *those classes relisved.

Since thers has not bseen too much experiences with
the value-added tarx in the United States, its elasticity
in relation to other taxea is not well documented. The
Michigan Buainess Actliviitiies Tax 1s reported %to!

. . Ar ezamination of the ¢u&ﬂbe in the

BAT colleciions velatlive to changes in Mluhlgan
personal income alsco indicated that the tax was
more than oroporblons 7 orespongive to
economic guowhing & 5ult, 1t introducsd an
Important ome elasticeity into the
axisting © shigan revenus atiuc-
bure. On th the BAT was loss
responsive to . econonlc activity (that

}

4

is, state 1 thon business net in-
coms LOK me

\,’1: L"-
hF]

-y

& a

) [
“hﬁﬁv1ﬂ@r3 Commission, Velue~Added Tax, p. 3.

20pobert D. Dhed, The Miohipan Business Activities
(Bast Lensing, Mich.: H.87T. Zusinsss Studies, 1972},

Tax
p. 15l.
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This narrative doess not allow for a clear definiﬁionﬁéf the

elasticity, but it would allow for an approximabig of the
elasticity at a little above one. That means witfidut any
" change in the tax rate, revenus would increase or decrease

llghtly faster than correspondlng changes in the iseon

" The regressive’ characteristlcs of the valua—added
tax ara-dependent upon the type of value-added tax-useda
The consumption variant, which seems to be the més%
popular because of the treatment given capital expendi-
turés and the ease of administration when compared to the
income-type, 13 somewhat regressive.?6 One method of re-. .
ducing the characteristic toward regressivity is to allow
a tax credit on the income tax for those items of
necessity, such as medicine or groceries. Another method
is to simply allow the exemption of those necessary items
from the value-added tax. However, attempts to decrease
the base wiil result in decreased neutrality and complicate
administration a great deal. | |

The discussion in the section on the corporate
‘income tax reviewed the arguments psrtaining to indusiry
clocation and tex loads, In order to remain consistent in '
the argument throughout, the agaumpbion will bs made that

a replacement tax will not have any sffect on the total

26Advisory Commission, Value-Added Tax, p. 2.
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induStriallcommunity's decision for plant location. How-
ever, as discussed iﬁ thé corporate income tax, the aeffect
on spécific industries will not be the same.throughout the
state. New industries will be unfavorably affected by
this fai more than they will be by the corpcrate .income tax
becauae.tbey Will not be able to reinvest the profits into
the organization in the eariy stages.27 Further, the
value-added tax doos not favor high labor'industries over
high capital or Inventory industries.28

The value-~added tax is a viable alternative source
of new revenus which meets the limitations of the constitu-
tion. It would generate approximately $220,000,000 of
révenue for each per cent of gross product tax, or
$208,000,000 of ravenus for each per cent of consumpticn
variant tax, in 1971. This revenue would increase auto-
matically with growth and inflation. The tax may be
- regressive, bﬁt if it is, exemptions and tax credits could
reduce the degree of regressivity. This tax has an
elasticity of slightly above one and is administratively
feasible, even though there would be start-up and litiga~

tion costs. Finally, the tax would be imposed on those

2T1pid., p. 8.

 Brpiq.
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classes relieved, but it might be shiftsd eitherp forward or
baclward and in a somewhat different pattaﬂn than the
personal property taxz

The last tax to be considered would be a poll tax
The roll tax was once widsly ussed in the United States, but
it fell into disfaver after it became a tocl for disen-
franchising voters in soms states. A one dollar roll tax
would have genorated $1,200,000 in 1972 if collected fronm
manﬁfacturing oatablighments «:JITLILy.‘?9 The poll tax would
be asasossed against the omployer, not the smployee.

This would be administratively foesible because of
the employment recorda which are regquirsd to be keptlby
the U.S. Departumsnt of Labor. There would be start-up and
1ifigation coats involved. |

This tex would have goms elasticity, but its
elaﬁticity would not be nsarly as high as the other two
taxes previously described. Ita revenus would groﬁ more
3lowly than the economy. The requirements that the tax be
statewlds in nature, bs selely on thoss classes rolieved,

and bo non-ad velorom real estate could sll be met,

“9This assumes 96,7 pnr cent of the manufacturing
employses wers amployad at corporationsg, which was calcu-
lated from the 1567 Census of Menufacturers, Table 1, 411
Employess colwmn, ppq Wi, and Tl plisd Times 1, 43‘9 ,500
employces, found in 1973 Edition, Tillincis State and Raa

910R87 pcoaom:c j"a Bock, p. Bh, at a rate of ono dollar
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However, this tax, by itself, would not produce sufficient
rovenue without charging rates of approximately $560 per
worker per year. This might bs considered prohibitive
‘because it would discourage firms from adding additional
_workérs. The impact of the tax would be on the employer,
but it probably would be, at least partially, shifted to
the employsee. | |

The main argument for the poll tax is that it
'could act as a belance for the other taxes which have been
more restrictive on capital intensive industries. However,
rmuch care must be used in the intensity of taxation'fo
assure that lsbor intensive industries are not driven from
the state.

Four tazes have been suggested in the preceding
gsactiona of this chapter. In each case their strengths
end wealknesses have Been outlined. The choice of which of
these taxes, or in what combination ény of these texes,
are to be used and at what rate, is the responsibllity of
the legislature. There is one point of caution, however,
States which have received the reputation of being high
t:;.x states have had difficulty in attracting new industry.
Therefore, the purpose of these suggestions is only to
provide alternative sourcés of tax revenue for replacement
of the lost revenue and not toc provide new sources for

taxation, Ths legiglature should not be afraid to use
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those combinations of alternatives that will maintaﬁin"
Illinois! relative position with respect to tex dif-_f.aren-
tial, but it should be very hesitant to raise taxes so as
to change this differential. |




CHAPTER VI
ALTERNATIVE METHODS OF ALLOCATING
THE REPLACEMENT RHVENUE -

After the élternative tax(es) has been collected
some method mmat be devised to allocate the revenue, in
terms of the two constltutlonal llmitations, as stated’
", .+ . 8hall replace all revenue lost by units of local
govarnmant_and school districts . ... ," and ", . ., other
than ad valorem taxes on real estate. . . ."1 This section
of the constitubtion provides no design parameters for.the_
gllocation 3yastem. Instead, the first phrasa and the
second phrase give rise to two separate interpretations for
each phrase.

One interpretation of the first phrase is that the
drafters intendod that each dollar of revenue lost to a
unit -of local government or school district would have to
be replaced with a dollar of revenus earmarked for that
. unit of local government or school distriet. Another
iﬁterpretation is that there would bhe ¥ dollars of revenue
lost to all units of local government and school districts

in the state; sach would recelve a share, but the share

1111in0is, Gonstitution, art IX, sec. 5 (c)
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would not necessarily equal, in dbliars of actual fbvenue,
the amount of revenue loat to that particular ﬁnit of
local government or school district. The first interpreta-
iﬁion would call for direct replacemént of revenue, whereas
" the second intérpretation could ﬁse some metheod of slloca-
‘tion other than absolute dollars lost by each unit of local
government or school district. After the discussion in
Chapter II, it appears that either interpretation of this
First phrase would meet the limitations outlined in the
constitution,

There can be two interpretations made of the secohd
phrase. One interpretation is that this is a limitation
solely on the replacement tax, so that the replacement tax‘
would not be ad valorem real estate. Another interpreta-
tion is that this phrase places a limitation on the alloca-
tion system. Since units of local government and school
districté recelive their funding from two separate compo-

- nents of the property tax base, real property and bersonal
property, a removal of cne component of the tax base would
necedsarily shift the total burden of providing tax revenue
to the other component of the tax base. Unless some re-
rlacement revenue were provided, the abolition of the
personal prbperty tax would necessarily shift all locally -

levied taxes to ad valorem real estate tarxes. If'the re -

placenment revehue provided by the state 13 not equal to or
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greater than the value of the revéﬁﬁé_lost fréégthe aboli-
tion of the pérsonal.property tax, the unreplaceafportion
automatically becomes a tax on ad valorem real estate, un-
less the taxing bédy is at its Statutory tax rate ﬁaximumr
If the interpretatioﬁ.thét the phrase applieg Qq}ygtq;the
replacement tax is accepted, then eitperiinterpretétion of
the first phrase is within the Constiﬁutional limitations.
However, if the interpretation which places a limitation
on the allocation system is accepted, then the only inter-
pretation of the first phrase which would be acceptable
would be the direct replacement iﬁterpretétion,ﬁupless 8.
minimum level is placed on the amount of grant that a
taxing body could receive; with the grant level being placed
high enough to insure that the replacement revenue would be
greater than or équal to the amount of revenue lost because
of the abolition of the ad valorem personal property tax.

Schools are presently funded in part by locally
collected tax funds, and in part by a grani-in-aid formulae,
which attempts to equalize expenditures per student. The
school district will be considered in two different ways.
F%rst, the school district will be ccnsidered as a comn-
ponent subsystem of the county taxing body, and then as an
autonomous unit of local government.

Additional points of discussion will be found in

the purposes outlined in Chapter I: -
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18. Develop alternative models which will deliver
the gppropriate amount of revenue to replace the ravenue . -
_ fdr operations lost to uhits of local government and school
~dlstricts.

15. Determine if the present grant-in-aid formulas
would be able to be used to replace the revenues lozt due
to the abolition of the perscnal property tax, or if they
would nsed legislative modification. |

20. Dsvelop alternative models which will replace
the revenue losat to the bond and interest fund of the local
achool district &s a result of the abolition of the person-.
al property tax.

21. Develop alternative models to Insure that
individual school districts will not have their debt lim-
itation reduced as a result of the losa of the assessed
valuation from personal property.

22. Develop alternative models which deliver the
appropriate aﬁount of_collected revenus if the assesssd
valuation of sn individusal school district changes after
January 1, 1979.

Cne question which needs to be answered iz, MIs

thers & present alleccation system or systems in use, by
the atate, which would fulfill the requirements previously-

outlined?™
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 Present Allocation Systems

There are three systems utilized by the state

| government to retgrn moniés tb ﬁnits 6f 1oca1.governmbnt :
fnbt t6 inclﬁde school digt:iqts);' iﬁ fiscal_ié?h,- |
$207,997,000 in motor fuel tax'monies, $103,000,000 in

2

income tax monies,” and $294,235, 000 in state a3ales tax.
monies3 were distributed to counties, townships; and
munigipalitigs.: The motor fuel tax monles emnd the incoms
tax monies were distributed on the basis of population.
The sales tax monies were distributed on the basis of |
sales within the geographical area.

Under the first interpretation, requiring direct
feplacement, nons of the present allocation.systems would
be applicable. Under the second interpretation, using
population as the method of distribution, there is g
method which would be appropriate, If the second inter-

pPretation were adopted, Cook County would have had ap~

proximately 55 per centu of the personal propsrty equalized

2Illinois, Comptroller, Illinois Annual Report,
Fiscal Year 197l, July L, 1973-Juns 30, 1974, p.18.

31v1d., pp. 23-21;.

uIllinoiS, Department of Local Government Affairs,
Office of Financial Affairs, Illinois Property Tax Sta-
tistics 1973 (Springficld: Department of lLocal Goverament
Affairs, 1973), calculated from data on p. 170.
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assesséd valuation in thé state, and apprcximately 49 per
-cents_of the population in 1973. Downstate Illinois had
approkimately 45 per cent of the pérsonal property
equalized assessed valuation and approximately 51 per cent
of the populatian in the state for 1973. If the allocation
of feplacemant revenue would have been made on the basis of
porulation, the & per cent difference in parcentages in
1973 would have resulted In en underallocation of approxi-
mately $26;000,000 or approxiﬁately 1.l per cent of the
total local tax extensions in Cook County.6 Unlesas there
was some minimum grant or save-harmless clause imposed oﬁ
the allocation system, this could render the allocation
gyastem unconstitutional, since the $26,000,000 would be
shifted to the real estate tax base; If either the minimum
grant provision or the save-harmless clause were adopted
then the distribution of replacement revenue on the basis

of population would be a viable alternative.

Proposed Allocation Methods

If the diroot replacement limitation and the

liﬁitation on not shifting the tax to real estate, outlined

5Illinois, Department of Business and Economic De-

velopment, Illincis State and Regional Economic Data Book,
1973 Edition (Springfield: Department of Business and

conomic Development, 1973}, calculated frem data on p. 82.

6I11in0is, Tex Statistics 1973, p. 7.
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in the constitution, are followed, then the state would
have to make a dollar-for-dollar replacement of revenue
ldst. One method of accomplishing this would be to assess
- all pérsonal property on January 1, 1979, have &ll of the
taxing Ebdies submit levies on the total equalized assessed
valuation including the personal property, compute the tax
bills without the personal property'equalized agsessed
valuation, and then submit a bill to the state treasurer
for the difference bstween the amount to be collected under

the levies submitted which contained the personal property
| equalized assessed valuation and the amount computed on

the bills without the personal property equalized assessed
valuation. The state would not be held liable for the
difference between extensions and collections, only for

the difference in extensions. The amount of revenus lost
‘would be established at this time, and the state would make |
a continuing appropriation for that amount to each county.
The countiss would then distribute the monies in percent-
age3 equal to the per cent of the personal property
equalized adgessed valuation in each taxing body's tetal
equalized assessed valuation on January 1, 1979.

A varlation of the pfeceding method would be to
simply average the personal property assessed valuatién of
each taxing body for the years 1977, 1978, and 1979, as
f£iled at the County Clerk's office. This method should
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eliminate business cyelical fluctuations in porsonal PrOop~-
erty equalized assessed valuations. Either of the pre-
ceding two methods may be applicable; the legislature and
the courts would determine which of the two methods was
¥fairest."

- Néither of the preceding systems makes provisions
for the distribution of the growth ravenﬁe. One salterna-
tive would be to refuse to distribute this revenue; growth
revenus which was generated by the alternative tax(es)
would be placed in the state general fund to be appropri-
ated as needed. Another alternative would be to distribute
the growth revenus back to the counties in a percentage
equal to the per cent of the total replacement revenue
which the county receivsd,

If the interpretation that the total dollars lost
mist be replaced to units of local government within the
state, and the interprotation that the limitation on real
estate tax applies cnly to the replacement tax, then the
state would simply have to distribute as many dollars of
replacement revenue to all counties as was lost in all
counties.! One method of accomplishing this, on the basis

of population, has already been discussed, Another method |

Tploase note that this would insure for all time
that taxpayers in areas of present industrial concentra-
tion would receive favored tax status through lower tax
rates.
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which may be utilized is a more egalitarian concept uti-
lized by the federal government in the revenue sharing
progrem. Under this method, distribution of tax revenue is
| ‘accomplishad through the use of effort and ability crite-
ria. Effort is measured by the General Tax Effort Factor
(GTEF), and ability is measured by the Relative Income
Factor (RIF) These terms are defined in the following

manner:
: _ net taxes collected
GTEF = General Tax Effort Factor = (state and local)
o | _ aggregate personal
income

per capita income of the
United States 8

per capita income of the
state

l

RIF = Relative Income Factor

These factors are then used, in conjunction with factors for
urban population and total population, in a three-factor and
a five-factor formula to determine the amount of revenue
sharing money allocated to a state. The local government
formula i3 somewhat similar. The formula has had mixed

results in its ability to redistribute wealth.”? However,

BJamas M. Buchanan and Marilyn R. Flowers, The Pub—
lic Finances An Introductory Textbook (Homawood I1l1.:
Hichard D, Irwin, inc., 1975), D. L4Ol}. .

9Ibid., p. 168,
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this formula dces attempt to recognize the inequities,
within a geographical area, of the gbility of & local tax-
péyef to supporﬁ some minimum level of services. Sxaias
with low ability and high effort receive more federal
revenue sharing monles than states with high ability'and
low effort. It also may be appropriate to use thisgconcept
‘to allocate the personal property replacement revenues., If
this'concapﬁjor thé population method of revenue allocation
is utilized, the groﬁth revenue could be easily distributed
aiOng with the rogular appropriation by the same forrmla.
If the interpretation of the constitution that aﬁy
formla could be used which provided total dollar replace-
ment for all units of local government, and the interpreta-
tion that the tax could not be ad valorem real eatate was
a limitation on the allocation method, then the determina-
tion of somo minimum replacemsnt amount for each unit of
local governﬁant end school district would be necessary,
Thia could be accomplished by any method, including the
one previously described, which would determine the amouﬁt'
of monies 1dst on January 1, 1979, The replacoment could
ve accomplished by'a gave-harmless ciause which would
guarantse unité of local government and school districts
the amount of replacamanﬁ monies egual to the amount of

monies lost on January 1, 1979. Another method would be

to utilize an equalization grant which had a minimm amount




. 11].0
guaranteed to sach wnit of local government and school dig-
trict, the minimem amount balng the amount logt on January
1, 1979. Finally, = third alternative would be to allow a
.choice of the previously described fiat grant and ths
aqualization'fgrmulan Other aystems may bs workable, but

these seem to comply with the constitution.

Revﬂu*n Aljocaﬁzoq as it Afxects Schocls

Forrcam

School ﬂiﬂtriﬁtﬂ (1975-2976), statewids, receive
approxinately L per sont of their funding Trom their loecal
tax baszs {primavily property equelizsd azsseased valuation),
approxzimately 49 per ﬁaﬁﬁ_@f their funding from the state
{through the gremt-inesid formdaj, end the remainder from
federa¢-souxcﬁﬂ. The local school iist“ict nas legal

limital

-0nS placsd upon the tax rate in each fund which it

“F
[=N

[.’J

camnot surpass. Some of thease iagal limitations on the
tax rate can he slterod by ths auccessiul psssing of a
goneral wefersendum to ralse the rate, Other taz rates can
be altered only thvough the actiong of tho legislature,
Since the taoy rets is determined by dividing the dollars
lévied by the syualized sssessed valuaticn of the school

district, a dearssse in Yhe squaliized assessed valuation

would reault in - von rebo, azsuming the tax lavy

,,,,,

Was held constent. IP the taxw ynbag Wwere ot wheir legal

meximing beloes there was o decvesce in bhe equalized
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assessed valuation, or if there had beén an unsuccessful
referendum to raise the rates, then the school district
would not receive as much revenue from the loqal sources
‘a8 they had received bofore the tax base was reduced. It
would require a higher tax rate to get the same number 6f
dollars when the district'é assessed valuation was reduced
than it would have requirédlbafore the district's assessed
veluation was reduced. |

The bond and interest fund has a statutory debt
limitation of 6 per cent of the assesséd valuation of dis-
tricts with grades K-8 or 9-12 and a 12 per cent 1imitation
for diétricts Wwith grades K-12;1°' Districts which are
presently close to this debt limitation would not be able
to call for a referendum to expand educational facilitles,
In the form ¢f new buildings, 1f the equalized assessed
valuation of the school district were decreased. A
statute which would simply raise the debt limitation of
the school district in the bond and interest fund would
result in replacing the revenue lost with a tax on ad
valoren real estate, the only tax the school district would
then have avallable to them.

10Lee 0. Garber énd Ben C. Hubbard, Law, Finance,
and the Teacher in Illinois (Danville, Ill.: The Inter-
state Prinvers and Pubiishers, Inc., 1975), p. 177.
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- Bome of the districts would have the monej!iost for
the operation of the school districts replaced through the
state grant-in-ald formula., (For more discussion of this
“see Chapter III.) However, some school districts, which
are "wealthy" in terms of equalized assessed valuation per
TWADA pupil, would not lose sufflcient equalized assessed
valuation to decrease the equalized asgsessed valuation per
TWADA pupil to qualify for‘increased aid under the state
grant-in-aid formula. These districts would have to rsise
their local tax rates to receive the same dollars in
revenue, which would be replacing the revenue lost with s
tax on ad valorem real estats, unlsss a minimm grant was
established to replace the revenue lost. |

Since the Illinois Constitution of 1970 was

adopted, the only debt limitations which have been imposed
upon schsol districts have been statutory. Therefore, as
previously discussed uﬁder the section which dealt with the
bend and interest fund, any action whibh will result in the
decrease of the equalized assessed vslﬁation of the school
distriet will automatically result in a decreased limita-
Eion. If the debt limitatlion is raised and additional

revenue 18 not provided from‘soma source othor than the
local tsx base, the replacement tax will be ad valorem

‘real estate as a function of the allocation system.
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The last purpose mentioned in the opening para-
graphs of this chapter was to: |

22. Develop alternative models which deliver the
. appropriate amount of collected revenue if the aseessed
valuation of an individual schooi district @hepgee‘efter
January 1, 1979. -

It appears that this will not be possible unloSs
the present assessment msthod, wlth all its ‘inherent prob-
lems and weakmesses, is continued. After January 1@ 1979,
if the constitution is complied with, there will be no .
records of the personal property equalized assessed vafua-
~ tion of a school district. Therefore, it would be impossi-
ble to determine.if 8 shift had occurred which should | '
result In a change in the replacement revenue the echool.
district should receive. If this purpose were to be
achieved, one alternative method might be to have a five-
or ten;year reassessment of personal property within units
of local government and school districts to correeﬁ any

percentage changes which had occurred between the time of
the assessment and Jenuary 1, 1979 relative to other
units of local government and scheool districts within the
state, If a minimum grant, frozen value of revernue
allocation system were eaopted, this reagsessment would

_ probably be necessary.




Summary of Alternative
Allocation Methoda

The following alternative allocation methods would
. meet the requirements of the limitation set forth in the
Illinois Constitution of 1970, article IX, section 5 (c):
n, . . shall replace nll revenue lost by unita of local
éoverﬁment and school distriqﬁs e« + o ," and the 1imita-
tion thaﬁ the taxes be ®. . . other than ad valorem taxes
on real estate. . . .M

| l, Prepare a.formula which WOtld provide for thg
direct replacement of all monies lost by units of local
government and school districts on-January 1, 1979. The
amount must match, dollar for dollar, the amount of revenue
‘1ost.

2. Devise an equalization type of formula, with a
minimm grant specified for each unit of local government
and school district. The minimum grant could be in tho.
form of a save-hérmless clause, or in terms of an actual
dollar value, as long as that dollaer valus was not less
‘than the amount of revenue lost on January 1, 1979.

The following alternative alleccation methods would
mest the requirement of the iimitation . . . shall replace
all revenus lost by unitg of local government and school
districts . . . ," and the interpretation that the second

phrase applies only to the replacement tax, and not to the
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allocation system.

3. Draft a formula which would provide for the
distribution'of replacement revenus on the basis of popula-
tion. |

L. Diatri@ute replacement revenue on the basia of
a formula which allowed for the redistribution of wealth,
similar to the revenue sharing formula.

The following altefnativé allocation methods would
meet the'requiremﬁnt of the interbretation of the constitu-
tion that any method could be used which provided total
dollar replacement for all units of local government, and
the interpretation that the tax could not be ad valorem
real estate was a limitation on the allocation method.

5. Introduce a formula which providea_fcr the
allocation of the replacement revenue through a flat grant
with a save-harmless clause.

6.- A11ocate_the replacement revanue through an
equalization formula, with a minimm grant for each unit
of local government and school district.

7. A choice of alternatives 5 and 6, as long as
the amount received was equal to or greater than the
amount lost on Januwary 1, 1979.

The allocation of the growth revenue would not be

a matter of concern under any system. The growth revenue

would probably be outside the limitations of the
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constitution. |

| The following alternative allocation methods would
méet the-requiréments of the limitation that &ll revenue
- lost shall be replaced to school districts, aﬁd the
_limitatioﬁ that the replacemsnt should not be through an
ad valorem tax on real estate.

8., Design a formula with a minimum grant program
which provided for direct replacément of each dollar lost
because of decreased equalized assessed valuation,

9. TUse the present state grant-in-aid formula,
with a larger flat grant, and the addition of a save=-
harmless clause.

10. Implementation of one of the previous 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 allocation system. '

11. Replacement of the revenue through the present
grant-in-aid system. B

The following albernative allecation method would
meet tbe'requirament of the replacement limitation, and the
interpretation that the second phrase appliea only to the
allocation msthod.

12. Dsvelop a formuls which provides for the

allocation of the replacement revenue through the use of



| W7

the present grantiin-aid system with a largeb'fiat grant,
and the additlion of the save-harmless ¢lause. |

| It appears that whatever allocation method is used,
~ larger equalization grants will be necessary for units of
local government and school districts to eliminate the
shift of indebtedness to the ad valoram real estate tax
base, If a minimum grant mathod of allocation 1s used,
it would be appropriate to have a five- or ten-yecar
reassessment of personal property so that readjustmants

could be made because of shifts in plant location.



CHAPTER VII
CONCLUSIONS AND RECOMMENDATIONS

On or before January 1, 1979, the Illinols legia-
lature must mske a decision; that is, whether or not to
remove the dd valorsm tax on perscnal property. It was the
Froblem of this study to determine the size and nature of
the fiscal reform that the legislature must bring about in
order to fulfill the requirements of‘Article IX, Section 5
of the Illinois Constitution of 1970; with specific atten-
tion being given to the effect of the reform upon publie
school districts. This was accomplished by proposing and
investigating twenty-three purposes. The purposes and the
digested results were as follows: '

. l.. Datermine wnat the writers of the constitution
intended in Article IX, Section 5.

It would appear that the draftsrs of this section
of the constitution had two distinct pufposes in mind,.
Flrst, they wanted to abolish the ad valorem tax on per-
sonal property. Second, the; wanted to insure that this
abolition would neither bankrupt units of local government
and school districts nor result in the shifting of the tax
burden from business and indusfry to the individual tax-

payer. Howsver, they did not want to bs too directive to

148
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the legiaslature, and saddle then With a revenue article
which would be unduly restrictive.

2. Determine the effects on local school districts
1f the personal property ftax had been abolished on January
1, 1973.

If the tax had been replaced, and the pregent
grant-in~aid formula had been fully funded with no changes,
the state would have had to incrsase ths state contribution
to public schecls from 1.391 billien dbllara to 1.576
b1llion doliars. Tha local contrlbution to public gchools
would have decreased from 1.357 billicn dollaps to 1.237
billion dollars. The total dollars to be expended for
public schools would drop from 2.848 billion dollars to
2.813 billioﬁ dollaras, for a net losa 6f 35 million dollars.

3. Determine the effects on loesl school districts |
if House Bill 990 had been fully implementsd on January 1,
1973. | | |

If this had taken place, and the present grant-in-
aid formule had been fully funded, ths state would have
besn able to decrease the state contribution to public
schools from 1,390 billion dollars o 1.38) billion
dollars. The local contribufion to public schools would
heve increased fronm 1.457 billion dollars to 1.465 billien
dollars., The total dollars to be expended for publice

schools would increase from 2.848 billion dollars to 2,850
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billion dollars for a net increase of 2 million dollars,

L. Determine the effects on local school districts
ir the personal property tax had been abolished on January
1, 1973 and House Bill 990 had been fully implemented on
January 1, 1973.

The combination effect of both actions, with the
present grant-in-aid formula fully funded, would have re-
sulted in the state inereasing the state contribution to
educatien from 1.390 billion dollars to 1.570 billion
dollars. The iocal contribution to education would have
decreased from 1.;;57 billion dollars to 1.245 billion
dollars. The total dollars to be oexpended for education
'would have declined from 2.848 billion dollars to 2.815
billion dollars, for a net loss of 33 million dollars,

5. Determine the effect of the loss of the person-
al property assessed valuation ﬁn the ranking of school
‘districts on the basis of aasessed valuation per TWADA
pupil for FY 1975, |

Statewide, there would be no significant change in
the ranking of school districts on the basis of assessed
_valhation per TWADA pupil for FY 1975. However, there
would be considerable effect—upon the rankings of indi#id-
ual school districts.

6. Determine ths effect of House Bill 990 on the
ranking of school districts on the basis of assessed
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valuation per TWADA pupil for FY 1975.

Statewide, thers would be no significent change in
the ranking of school districts on the basis of assessed
‘valuation per TWADA pupil for FY:1975. However, there
would be considerable effect upon the rankings of iﬁdivid-
ual school districtis. |

7. Determine the effect of the loss of the person-
al propefty assessed valuation and House Bill 990 on the
- ranking of school districts on the basis of assessed valu-
ation per TWADA pupil for FY 1975.

Statewide, there would be no significant change in
the ranking of school districts on the basis of assessed
valuation per TWADA pupil for FY 1975. However, there
would be considerabls effect upon the rankings of individ-
ual school districts.
| ‘8.. Determine the effect that the loss of the per-
sonéllproperty assessed valuation would have on the stats
contribution to education through the grant-in-aid
forrmla in FY 1975 in terms of achisvement of fiscal
neutrallty and permissible variance.

Generally speaking, the removal of ths peraonal
property asseased valuation results in greater fiscal
neutrality for elementary and high school districts. TUnit
districts come 8o c¢lose to achieving fiscal neutrality

that the standard methods of analysis become inconclusive.



152
Removal of the peraonal property assessed valuation also
reaulta in decreased varliance of expenditures between
school districts. Howsver, if the legisleture should adopt
some method of replaclng the revenue whlch did not utilize
the present grant-in-eid system, then the effects upon
permissible variance and fiscal neutrality could he marked-
1y different.

9. Determine the effect that House Bill 590 would
have on the stats contribution to education through the
'grant-in-aid formila in FY 1975 in terms of achievement of
fiscal neutraiity and permissible variancse.

Generally speaking, House Bill 990 decreases fiscal
neﬁtrality in elementary and high school districts. How-
ever, it does seem to increase fiscal neutrality in the
unit districts. In all cases, the effects of House Bill
990 resulted in increassd variation in expenditures ﬁer
TWADA pupil. In the case of the elementary school and
high school districts, this variation seemed to occur all
along the distribution. In the unit districts, howesver,

this variation only sccurred at the top end of the dis-

¢ tribution.

10. Determine the effect that the loss of the per-
scnal property aeeessed veluation and House Bill $90 would
have on the state “Gﬂtfibdtlon to education through the

state grantninm 1d formula in FY 1975 in terms of
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achievement of fiscal neutrality and permissible variance.

" The effect of the removal of the personal property
aﬁseséed valuation is so strong that the combination effect
. is a decrease iﬁ permiassible variance, and an.increase in
fiscal neutrality. The only exception is the unit district.
The unit districts are so close to fiscal neutrality, the
results appear inconclusive.

11, Determine fhe effect that loss of the personal
_property assessed valuation will have upon school districts
in each of the six regions, defined by the Illinocis Offlce
of Education. o

Generally speaking, regions 1 and 2 were the most
affected in terms of decreased assessed valuation per
TWADA pupil. However, in terms of expenditure per TWADA
pﬁpil, regions'l and lj were the most affected. Probabi?
fhe'most significant fact is the range of expenditure per
TWADA pupil which exists between regions within the state.

12. Dstermine the effect that House Bill 990 wWill
have upon school districts in each of the six regions, de-
fined by the Illinois Office of Education.

f Regioﬁs 2, 3, and I} all have slight decreases in
the per cent of local contriﬁution, indicating that they
have been overassessed. - Reglons 5 and 6 have incrseases in
_thg per cent of local contribution, indicating they have

been underassessed. Reglon 1 stayed the same. Under House
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Bill 990, as written, no taxing body can lose assessed
valuation. The changes made here were only done for
cémparison purpéses.

13. Determine the effect that the loss of the pesr-
sonal property assessed valuation and House Bill 990 will
have upon school districts in each of the six regions, de~-
fined by the Illinois Office of Education.

The combination effect results in a decreased per-
.. centage of local comtribution in regions 1 through L}, and
a greater percentage of state aid. Regions 5 and 6 will
have an increase in ths percentage of local contribution'
end a decrease in the percentage of state aid. However,
region 6 is the only region which will lose any actual
dollars in stats aid.

1, Estimate the amount of funds which the consti-
fution says must be replaced to all units of local govem?
ment and school districts on January 1, 1979, by the state,
as a result of the propossd abelition. |

On January 1, 1979, the state should be prepared
to replace approximately 680 million dollars of lost
£eVenua to unita of 1ocai government and school districts
if present expenditure trends continue. Of this amount,
between 290 million dollars and L70 million dollars must

ba replaced to the schocl districta.
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15. Determine the limitations imposed upon the
legislature by the constitﬁtion, with respect to alterna-
ﬁive replacement tax sources.

An alternative replacement tax{es) must meet four
limitations imposed by the constitution. First, the tax
mist be statewids in nature. Second, the tax ﬁust be a
tax other than one which is an ad valorem tax on real
estate, Third, it must be solely on those classes relieved
of the burden of the present tax. Finally, it must be
sufficlent to replace all revenue lost to ﬁnits of local
| government and school districts. -

16. Develop alternative tax sources which are
consistent with the 1imitations imposed in the Illinois
constitution.

Four alternative taxes which seem to be consistent
with limitations of the constitution are; a higher rated
corporate income taX, a new income tax.on partnerships,

a value~added %ax, and a poll tax on employers{

17. Determine what the effect of these alternative
taxes would be on the competitive relationship of Illinols
‘businesses in the marketplace. | |

If the premise is accepted that industry is inter-
ested only in the total tax bill and not in the combination
of the taxes, then it should have no effect at all. How-

‘ever, if the legislaturs increases the total tax bill to
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industry to s point that this tax bill is larger than in
neighboring states, then it could have & sericus effect
upon Illinois' ability to attract and hold industry.

18. Develop alternative-models which wili deliver
'the appropriate amount of revenus to replace the revenue
for operations lost to units of loecal government and school
districts,

If the courts determine that the revenue replace-
ment must be on the basis of dollar-for-dollar replacement,
then the number of alternative replacement methods is
gseverely limited. Also, 1t will cause present inequitieS~'
in scﬁool funding to continu&u. Howevef, if the courts de-
cide that the revenue may be replaced on the basis that all
dollers lost to units of local government and school dis-
triets within the state must be replaced, but not necessar-
ily in the same percentage or amount as was lost from one
individual unit of local government or school district,
then a method could be utilized which would reduce the
. Present iInequities in school funding, which are detailed
in Chapter III.

| 19. Determine if the present grant-in-aid formulas
would be able to be used to replece the revenues lost due
to the abolition of the personal preperty tax, or if they
would need legislative modification.

School diatricts which have assessed valuations

higher than the state guarantee under the new grant-in-ald
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formula will not have that portion of lost revenue replaced

-which 18 a result of the axdess assessed valuation above
ﬁhe staterguaraﬁtee. If the courts determine that there

- must be a dollar replaced for each dollar lost by an indi-
~vidual school diatrict, then there will need to be soms
form of save-harmless legislation modification introduced.
School districts which have tax rates which are higher than
the tax rates needed to qualify for the maximum state aid

- will also be faced with the same problém of unreplaced
revenue which was presented by high assessed valuations,
with the same end result.

20. Develop alternative models which will replaéo
the revenue 1ost to the bond and interest fund of the local
- school district as a result of the abolition of the person-
al property tax.

Replacement of the revenue lost to the bond and
interest fund must 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
personal property to the ad valorem tax on real estate, in
"apparent viclation of the limitations set forth in the
conatitution. Therefore, it appears that the replacement
Vrevenua must come from some new source, such as the state

government, perhaps through the Capital Developrent Bogrd.
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2l. 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. _

If the limitations of the constitution are to be
followed; then it appears that tﬁis may not be possible at
this time becausé of the method of combining personal prop-
erty assessad valuation and real property assessed valua-
tion to determine the debt limitation of the school dis-
tricts. To decrease the assessed valuation of the school
~district is to decrease its debt limitation; to increasal
the statutory debt limitation after the decrease is to
shift taxes from perscnal prbperty asgsegsed valuation to
ad valorem real estate,

22, Develop alternative models which deliver the
appropriate amount of collected revenus if the assessed
valuation of an individual school district changes after
January 1, 1979.

' Since there will be no assessment of personal prop-
erty after January 1, 1979, it would be imposeible to
determine if the assessed valuation of ths school district
changed, dus to the gain or loss of personal propérty.

If this is to be accomplished, however, then some method,
éuch as a five~ or ten-year reassessment of personal prop-
oerty, would need to be implemented to determine exactly

i
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where the shifts took place and in what magnitude.

23. Develop proposals for consideration by the
General Assembly and 1ts several committees and commissions
which are studying this problem and will be affected by the
decision.

See the Recommendations section of this chapter.

Summarx

If the legislaturs chooses to accept the mandate of
. the consﬁitution, then it appears there are definite
limitations upon the type of replacement tax which the
legislature may limpose. If the replacement tax fails to
meet the specifications set forth by these limitations,
then the courts may determine that the replacement taxes
are wnconstituticnal.

Generally speaking, the present grant-in-aid
formla will raplacq most of the revenue lost to school
districta. The unrseplaced portion, 35 million dollars, or
' 1.21 per cent, will be lost for one of two reasons. If a
school district has an operating tax rate higher than the
qualifying tax rate, or has assessed valuation per pupil
higher than the guaranteed minimum, then the portion of the
revenue lost.becauss of thess conditions will not be re-
placed by the present'grént-in-aid system. Some scheool
districfs, which have large concentratlions of personal

property asgsessed valuation, will be severely affected by
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the removal of the personal property assessed valuation.
Patrons of those school districts must determine their
priorities, in terms of education services, and be prepared
to assume a greater portion of the financial responsibility.
‘for the provision of those services unless the state re-
places the revenue on a dollar-for-dollar basis, or enacts
a safe-harmless clause. Residents of school districts

" which have been underassessed in past years will, under
House Bill 990, find that a shift has occurred in the por
cent of total expenditure which is to be borne at the
‘local level.

Although the revenue to be replaced is substantial
approximately 680 million dollars on January 1, 1979, the -
collection of this revenue for units of local government
and school districté is a_mucﬁ more senéitive issue. Be-
cause of the limitations upon the type 6r roplacement taxes
which the iﬁgislature may impose, the taxes must be both
broad based and selective. Whether an increase in the
present corporate income tax is utilized, or whether new
taxes such as & tax on partnerships or value added is
atilized is immaterial. What is significant is that the
legislature should enact revenue legislation which will |
meet the limitations of the constitution.

Deﬁénding updn fhe iﬁterpretation of the constitu-

tion by the courts, the allocation of the replacement
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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
- 18 equitable and approximates the present distribution of.
'the personal property assessed valuation in the state, then
any of our several present allocatlion mbfhods would appear
to be adequate. Howesver, if ths courts hold that there
mist be a dollar-for-dollar roplacement of lost revenue,
then a whole new revenus diétribution system may need to'

' be established.

Recommandations

It is recommended that: _

1.  The leglslature through its several committees:
and commissions continue the study of the effects of
Article IX, section 5 (c);

2. Similar studies to this one be done on other
portioﬁs of the business, municipal, and educational com-
mmnities to determine the effects that the abolition will
have on them; |

3, No changes be made to the present constitution
uﬁtil the effects of thoss proposed changes be carefully |
analyzed;

L. Any replacement texes which are imposed be
broad based, but that théy do not impair Illinois' competi-
 tive advantage with other states in attraéting and holding

business and industry;
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5. The present grant-in-aid system to education be
continued, with particular emphasis on reducing the per-
ﬁissible“variation of expenditures between districts and
achieving fiscal neutrality;
6. Legisiation be considered which would reduce

the regional variations in expenditure per TWADA pupil.
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