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Letter of Transmittal
January 13, 2012

To the Board of the Chicago Metropolitan Agency for Planning:
We are pleased to submit to you the final report of the Regional Tax Policy Task Force.

Our charge was defined BOTO 204@ y 2 NJi K S | &dnfprisiiénsilef RegioyaRh ta ddvise
the Board by:
GXFRRNBaaAy3a AaadzsSa OSydaNrf G2 aidlidS FyR f 20

§02y2Yves adadlAyroArtAades Sldades FyR GKS 02yyS80O

We appreciate your seleioin of each of us to serve on the Regional Tax Policy Tax Force, and your
confidence that we can provide advice and guidance on how CMAP should exercise its responsibilities
with respect to the design and execution of tax policies.

The members of the Thd-orce bring a wide range of expertise and experience with respect to the
issues of tax policy. In no way dne observations and recommendations contained in this report
directly or indirectly endorsed or supported by the governments or organizati@misach of the
members are affiliated.

Finally, it has been an honor to serve on the Task Force. Thank you for the opportunity to serve the
NEIA2YyQa AyiSNBadtaod

The Regional Tax Policy Task Force

Zahra Ali, Director, Cook County Department of Revenue

Paul Braun, Mayor, Village of Flossmoor

Barry Burton, County Administrator, Lake County

Karen Darch, President, Village of Barrington

Paul Fisher, President and CEO, CenterPoint Properties Trust

Larry Hartwig, Mayor, Village of Addison

Tom Johnson, Presidt, Taxpayers' Federation of lllinois

Mike Klemens, Manager, Office of Policy and Communications, lllinois Department of Revenue
Dan Long, Executive Director, Commission on Government Forecasting and Accountability
Daniel McMillenDepartment of Economics arlde Institue of Government an@ublic Affairs
University of lllinois

Laurence Msall, President, Civic Federation

Chris Nash, Assistant Budget Director, Office of Budget and Management, City of Chicago
Michael Pagano, Dean, @&ge of Urban Planning and Public Affairs, University of Illinois at Chicago
Donovan Pepper, Senior Manager, Government Relations, Walgreen Co.
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Introduction

¢tKS NBIA2yQa O2YLINBKSYaA@S LIXIlys>s Dh ¢h wHPolicyis Aa
Task Force. The plan, which was adopted unanimously by the CMAP Board in October 2010, identifies

the critical role that tax policies play in supporting, or inhibiting, the accomplishment of the goals and

policies adopted in the plan. GO TO 20dftains a detailed discussion of the ways that tax policies

may influence achievement of its goals and identifies a number of possible changes to tax policy. It
recommends the creation of the Regional Tax Policy Task Force as a mechanism to furthts thealua

issues and to make more specific recommendations.

GO TO 2040 emphasizes that our tax system has a large impact beyond the public revenue raised for

public services. Tax policy directly influences the commercial and residential development of our
2YYdzyAGtASa a ¢Sttt Fa GKS NBIA2YyQa SO2y2YAO0 LINERM
decisions rather than allow markets or quality of life factors to guide them. Tax rates are often set high

while the tax base is narrow rather than broatihe transparency and accountability of these systems to

the taxpayers has room for improvement.

Dh ¢h wAnnnQa GAaA2y A& F2NJ adlLaS yR €20t Gl E LR
of land, generate good jobs, and trigger susthieaeconomic activity. It should set high standards of
transparency and predictability for the taxpayer. It should also not create large inequities across

households, businesses, and local governments. By reforming state and local taxation, the cedibn w

benefit from new policies that help to advance rather than undermine GO TO 2040's goal for sustained
regional economic competitiveness.

GO TO 2040 was huilt on the premise that the region is both a collection of independent governments,
as well as a single economic entity that is competing with other metropolitan areas throughout the
world. CMAP is a unit of government, created by state With a mandate to make the region

successful.

GO TO 2040 recognizes that tax policy is a complex and often controversial topic. Proposals to change
taxes are usually met with intense debate among the governments that require revenue to meet the
senice and infrastructure needs of the public, and the business and individuals who pay the tax bills.
The composition of the Task Force was designed to reflect these multiple interests.

Tax policy is essentially the responsibility of state governraedaffects communities across the entire
state. The State sets tax policy for itself and defines the conditions under which local governments may
raise and spend tax revenue. Typically, a tax proposal will draw the interest of individual governments
as wellas associations of local governments, counties, townships, schools boards and special taxing
districts. In addition, the debate might involve individual businesses as well as entities that represent
various taxpayer interest groups.

The CMAP Board, thugh the publication of GO TO 2040, has determined that because of its charge to

make the region successful, it should have a voice in the determination of tax policy. That

determination is based on the fact that the CMAP region represents aroundhiv@da 2 F (G KS {41 G S
population, income, tax revenue, and assets. It is further based on the legislation that created CMAP,

YR GKS FIFOG GKIG Yryeé A&daadzSa ONARGAONE G2 GKS NB13
individual government interest
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The character and limits of the CMAP voice are discussed in the Plan. The charge to the Task Force was
to provide further guidance and advice to the Board as to how, and under what circumstances, CMAP
should exercise its responsibilities with resptectax policy. The Task Force was free to make specific
recommendations with respect to existing or new legislation or to offer more general guiding principles

or observations. The Task Force exists to advise the CMAP Board and has no statutory nderdepe
authority.

This report contains three major sections:

1. Summary of Tax Policy Issudsiis section is a necessarily brief summary of the discussions, debates,
and observations that were part of the Task Force deliberations. None of the commeinis $ection
should be viewed as recommendations. They are meant to reflect the range of opinion expressed by
individual members of the Task Force.

2. RecommendationsThis section represents a consensus view of the Task Force with respect to its
assignment to advise the CMAP Board on carrying out its responsibilities to address issues of tax policy.

3. Compilation of CMAP Stafinalysis of Existing State and Local Roticy ConditionsThis section
contains a summary of the detailed background information and data used by the Task Force as it
deliberated the policy implications of various tax systemiis analysis is supplemental material
prepared by CMAP staff, abes not necessarily reflect the views or opinions of all the members of the
Task Force.

Process

The Regional Tax Policy Task Force was created in spring 2011 by the CMAP Board. The Board approved
the appointment of Frank Beal, Executive Director, Mptlis Strategies, as Chair of the Regional Tax

Policy Task Forcd&llhe Task Force held ten monthly meetings between April 2011 and January 2012.

Policy topics were discussed during the first seven mestifitne last three meetings were dedicated to
disaussing and crafting final recommendations. The following provides a summary of the first seven
meetings.

April 8 meeting. The introductory meeting included staff presentations on GO TO 2040 as well as a
general overview of state and local finance &ssuThe members also discussed the mission and scope
of work for the Task Force.

May 13 meeting.During this meeting, Mike Klemens, lllinois Department of Revenue, gave a
presentation on the history of state revenue sharing. In addition, the Taslk E@cussed state sales
tax revenue sharing with local governments and alternatives for modifying the criteria used for
disbursing revenues.

June 17 meetingMichael Pagano, University of lllinois at Chicago, began the meeting with a
presentation on e land use implications of taxation, with an emphasis on case studies from other
regions. The Task Force was provided with an example formula for changing the criteria for sharing
state sales tax revenues with municipalities and members continued disnusfsstate sales tax

revenue sharing.

July 8 meeting.This meeting began with a presentation from Frank Beal, Metropolis Strategies, about
the economy of metropolitan Chicago and its growth relative to the rest of the country. Following

DRAFT 01/13/2012 5



discussion bthe presentation, the members discussed expanding the sales tax base to services. In
addition, the Task Force discussed the personal property replacement tax and the criteria used for
distributing these revenues to local governments.

August 12 meetig. During this meeting, the Task Force discussed two recommendations already

I R2LJGSR o0& GKS /al!t . 2FNRY SYRAYy3 (GKS dappknp &LlX
the state motor fuel tax. In addition, the Task Force discussed staterrhual tax revenue sharing with

local governments.

September 9 meeting.The Task Force discussed both expanding the state income tax base to
retirement income as well as methods to make the income tax more progressive. After this discussion,
the Task-orce moved onto property taxes. Lise Valentine of the Civic Federation gave a presentation on
property tax issues including property tax rates, assessment, and classification and the members
discussed property tax classification in Cook County.

October 14 meeting. The Task Force began the meeting by discussing the Property Tax Extension

Limitation Law. In addition, the Task Force discussed guiding principles to use for developing final
recommendations.

DRAFT 01/13/2012 6



1. Summary of Tax Policy Issues

This sectia is a necessarily brief summary of the discussions, debates, and observations that were part
of the Task Force deliberationblone of the comments in this section should be viewed as
recommendations They are meant to reflect the range of opinions egpeal by individual members of

the Task Force.

The Regional Tax Policy Task Force was created by the CMAP Board to address a number of high priority
state and local tax policy issues included in GO TO 2040, the regional comprehensive plan for
northeasten lllinois. GO TO 2040 specifically recommended the following topics for evaluation by the
Task Force:

W Existing state and local revenue sharing criteria with particular emphasis on the sales tax

w Property tax assessment classification and the property tax extension limitation law

w Broadening the tax base and lowering tax rates, including expanding the sales tax to the service
sector

w The efficiency and equity of the state income tax

W The exiing wide disparities in local tax capacity

State Revenue Sharing with Local Governments

GO TO 2040 recommended that the Task Force evaluate state revenue sharing*dritduiding the

sales tax, income tax, personal property replacement tax (PPRT), and motor fuel tax (MFT). State statute
requires different criteria for disbursing the revenue depending on the tax from which the revenue was
generated.

The main policy gestion for the Task Force was whether this lasgale investment, allocated through

various formulas, promotes desired regional outcomes such as economic productivity, sustainable

spatial development patterns, and efficiently providing sustainable revemuestate and local

governments to provide necessary services and infrastructure investments. In response to GO TO
HnnnQ&a OKIFNHSTE (G(KS ¢lFal C2NDS SEFYAYSR GKS AYLN Ol

Sales Tax Revenue Sharing

GO TO 2040 charges theiTh C2 NS (2 aLJX I OS | LI NOAOdz F NJ SYLKI a
direct link to retail development decisions and thus, the overall spatial pattern of the region. The State
disburses approximately $1 billion in state sales tax revenue to muni@palhich receive 16 percent

of the sales tax collections based on local point of sale.

Dh ¢h wnnnQa Fylfeaira 2F GKAA RAAO0dAzZNESYSy(d adNHzOG
governments to emphasize retail land use at the expasisgther uses, such as offices or industrial uses.

In addition, the sales tax revenue sharing criteria can create incentives for intraregional competition for
businesses, leading to shifts between communities that add no new jobs or economic value to the
regionandtax burden shiftdrom users of municipal services to othexpayers

The Task Force examined the current sales tax revenue sharing criteria as well as different methods for
changing the criteria. It was generally acknowledged that lamagigments have planned for their
future based on the current revenue sharing policies. Retail development comes with positive

la{ G GS NB JS Yy dise reiebieddnafaetifrorl dateBiteEaxes imposedind collected by the Stat
that are disbursed to local governments
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attributes, but also negative impacgsy’ NB & A RS y (i Bk@noigedahditraffic ghat tndstbe A T S
mitigated. The revenubenefits from sales taxes must be balanced with the infrastructure, public
service and other costéncluding intangible costthat the community incurs as a result of hosting retail
establishments.

[ 20Ff 3I2@SNYYSydGaQ LI I ydfivey® many Rctofs linglirlinizgudlity RS OA A A 2 v
lifeofi KS O2 Y Ydzy A (iMatydocaNgdv@rinkeftyhiavi dtruck a balance between residential,
commercial, and industrial development. Some members expressed that it is important to ensure that
commnunities that have made planning decisions based on the current criteria do not incur negative
consequences from future policy changes.

Other members of the Task Force were concerned that criteria based on the location of sale resulted in
residents of n@hboring communities paying sales taxes for municipal services above and beyond those
required for the businesses that generate the reventibese members guestioned the fairness of this
arrangement.! OO2NRAYy 3 (G2 |y Iyl f @ amddel dnd ibfgrBatidnd&om Q& G NA LJ
/a!t Qa NBOSyd ¢NI @St ¢NF OSSN &dz2NwSes | LILIINREAYF GSt
RSalAylrGAz2ya 2dziaiRS 2 7 Thask eesideifsBoppindaitside of theayhan@@A LI A
municipality travel throug other municipalities that must provide services or infrastructure associated

with that trip.

In addition, some Task Force members were concerned about the varied distribution of the state sales

tax revenue across the region. According to 2010 datmiaipalities covering 26 percent of the

NEIA2YQa LRLIzZ I GA2y NBOSAOBSR pn LISNOSyYyid 2F GKS Ydz
remaining 74 percent of the population shared the other RalftanySomecommunities with low tax

bases are unablto raise the revenue required to provide the public services necessary to attract

residents and businesses to their community.

Some members also expressed concern regarding the provision of municipal sales tax rebates. These
rebates are an outgrowtbf the high tax revenues some retail establishments can generate for local
governments. Under these arrangements, taxpayer dollars are paid to private businesses rather than
being used for government services. The purpose of these rebates varies, ano&tha funds are

used for infrastructure projects and other services that contribute to the public good.

The existence or the details of these sales tax rebate agreements is not always disclosed to taxpayers.
One recent symptom of the intense intraregal competition over retail business location can be seen

in the current litigation regarding how sales taxes are sourced in lllinois. The Regional Transportation

Authority (RTA) and several other taxing bodies have filed a lawsuit alleging thatdyewibif

Channahon and Kankakee have used sales tax rebate agreements to encourage companies to set up

sales offices outside the RTA service area, resulting in lost sales tax revenue for thEdRTe.

2 See http://www.cmap.illinois.gov/traverackersurvey for more information on the Travel Tracker Survey. The

analysis assumes that the percent of shopping trips made outside the home municipality shown in the Travel

Tracker Survey results is represeitadS 2 F GKS NBEIA2y Qa aK2LIWMAyYy3I GNRALEA Ay 3¢
F LILINREAYLFGSt& oZvMunInnn REAfE AaK2LILIAY3I GNALEA F2N Fyeé L
¥ CMAP analysis of lllinois Department of Revenue data

“Regional Transpli | G A2y ! dziK2NARGE@X awe! CAfSa {dzAdG ! 3IFAyad YIy]
aAffAzy Ay [280G ¢l E wS@Sy dz8ekedseskoilirtadies suibagangitabikakSentk O 32 ¢ 02"
channahonto-recoupmore-than-100-million-in-lost-tax-revenue.html
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members of the Task Force expressed interest in imptegmg limitations on the use of sales tax
rebatesthat would reduce their role in intraregional competitioiihe Task Force agreed that local
governments should enhance transparency in the sales tax rebate agreements they make with
businesses, while ensng that the private financial information of private companies is safeguarded.

Personal Property Replacement Tax Revenue Sharing

The Task Force discussed the disbursement of the PPRT. Some members voiced that disbursing this
revenue based on the amotnf local government personal property tax revenue generated in 1977 has
resulted in a system that no longer has a relationship to the needs of the region and its economy.

The local disbursements of the PPRT have not changed in accordance with any shifts in demographics or
economic activity, but are still heavily relied upon by many units of government, especially special
districts like park districts, sanitary districts,damosquito abatement districts. Some members thought

that many of these special districts that rely heavily on this revenue may have the ability to consolidate
operations with other genergburpose governments. However, other members of the Task Foree we

not in favor of changing the system because the PPRT is a significant source of revenue for local
governments that would need to be replaced in some form. The Task Force agreed that local
governments should be encouraged to consolidate, and that atyeichanges to the allocation of

PPRT revenue should be based on future study of local government consolidation.

¢tKS FI OG0 GKIG GKS ttwe A& |y [RRAGAZ2YLFE GFE 2y 0 dz
climate was also discussed. Onggestion was that the PPRT should be phased out over time.

Motor Fuel Tax Revenue Sharing

The Task Force examined the disbursement criteria for the state motor fuel tax. Some Task Force
members stated that the system did not always account for actuasihfucture needs. For example,
disbursing funds to municipalities based on population does not account for transportation needs due to
commercial or industrial activity. Task Force members were also concerned with whether the current
system promotesco®A VI GA2Yy FyR L FYYyAy3as YR (KS AyiSNO2yy
network. One separate process overseen by the Council of Mayors and CMAP to allocate federal surface
transportation funds was brought up as a positive example of currenbmedjicoordination; however

state MFT funds are not allocated via this process. The degree to which the MFT supports smaller
township road districts was also discussed. The Task Force agreed that local governments should
consider shared services and colidation, which may enhance coordination and planning for the
NEIA2YyQa UGNIYALRNIOlIGAZY ySSRao

Overall Revenue Sharing System and Regional Needs

In reviewing the overall revenue sharing system, the Task Force discussed whether the way state
revenuesare &l 2 OF G SR G2 €20t 3I20SNYyYSyda KFLa Syrof SR +y
decentralized system of local governance. The Task Force also discussed whether this strovtige
insufficientpremetesaccountability to taxpayers to the extent that it rdiin the expenditure of

taxpayer dollars without corresponding levels of service provided in return.

The Task Force was also concerned that the system does not provide support for major regional needs
that cross jurisdictional boundaries, such as smrtatlon mfrastructure mmme%nngitseal
3 3 3 , ovide for
semee#thes&mx;estment&t.lke many places across the Unlted States northeastern lllinois faces a
considerable financial shortfall in its ability to maintain and expand its existing infrastructure.
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The region faces a backlog of billions of dollars annually in infrastructuredeh t A G G A2y 2NJ aa
NEBLI ANE yS8Rad ¢K3S4S8S ySSRa 2FiG8Sy R2 y2i AyOf dRS
FNE ySOSaalNE FT2N 6KS NBIA2yQa O2yiGAydzSR SO2y2YA

Board should advocate far funding mechanism and administration structure to support regional
infrastructure needsnd prioritization of projects based on capital planning critefiae Task Force also
agreed that CMAP should continue its support for innovative finance of toatajon projects such as
congestion pricing.

Property Tax

GO TO 2040 recommended that the Task Force evaluate the property tax classification system in Cook
County as well as the property tax extension limitation law (PTELL). The classificationisystaoh
commercial and industrial property is assessed at a higher percentage of market value than residential
property, has resulted in high property tax rates for business taxpayers in many communities in Cook
County. This is an important public pglissue for the region because these higher rates not only affect
existing taxpayers and service delivery, but also can serve as a barrier to future business development
and overall economic activity.

PTELL limits the growth in property tax revenuescatain units of government unless voters approve a
referendum allowing additional revenues. GO TO 2040 recommended examining whether constraining

I f20Ftf 3I20SNYYSyGaQ oAfAdGe G2 3IASYSNIGS NBGSydsS
source of revenues, like a municipal Aeome rule sales tax or additional general state aid for school

districts. In addition, regional economic development may be affected if communities are unable to

raise enough revenue to provide the public servicesessary to attract residents and businesses.

Classification

The Task Force was concerned about the degree to which commercial and industrial properties are
subject to high property tax rates in many Cook County communities. CMAP analysis has shown that
these rates are often attributable in large part to classification. For example, in 83 of 129 Cook County
municipalities, more than 40 percent of the industrial property tax rate is attributable to classification.
The Task Force discussed whether elatiing the classification system over a period of time would lead
to a more level playing field with communities with lower property tax rates outside of Cook County,
especially border communities. Reducing border effects of differential taxation may iregubater
economic efficiency in business location decisions and business activity.

The Task Force was also interested in whether higher property tax rates in Cook County, where there are
significant opportunities for infill development, are an olid&afor future infill development as called for

in GO TO 2040. Many of these communities have substantial existing infrastructure that is not being
supported by the tax base. Eliminating classification would lower property tax rates in many
communities wih available infill and existing infrastructure and may make these communities more
attractive for development.

The Task Force was also concerned that eliminating the classification system would put a greater tax
burden on residential property ownegsd that this shiftwould be particularly difficult to implement
due to current economic conditiondf classification were eliminated, the property tax burden for

Sfal't tylteara 2F LftAy2Aa 5SLINIYSyd 2F wS@SydS REGHX
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residential taxpayers would increase by more than 25 percent in 43 municipélifiee. Taskorce
reached consensubat classification should be phased out, but over a period of years in ordgioio
residential taxpayers to adjust the increased burden.

Property Tax Extension Limitation Law

The Task Force discussed PTELL, and agreashitathe policy adds complexity to the property tax

system, it also makes the system more predictable for taxpayers. The Task Force agreed that requiring a
referendum to raise property tax extensions above the limitation amount is not overly burdensome

local governments and may provide taxpayers with a greater feeling of control over property tax levels.
Because PTELL allows for extensions beyond the extension limitation with the approval of a referendum,
the Task Force did not believe that PTELUlted in overreliance on revenue sources that are less

efficient than the property tax.

However, some Task Force members were concerned with the method by which the extension
limitation is calculated. The PTELL extension is based on the propeeteasion from the prior year.
This results in an incentive for local governments to increase extension amounts up to the maximum
every year. Even if a local government did not need the additional funds in a particular year, they may
increase the extensh up to the limitation just in case the additional funds were needed in a future
year. If a taxing district reduces their extension for the last preceding year, the law does allow the
highest aggregate extension in any of the last three preceding learg ye be used.

Sales Tax Rate and Base

GO TO 2040 recommended that the Task Force evaluate expanding the sales tax base to additional

AaSNIAOSa® [ dZNNBy (ifesx Yzad GFy3aixofsS 3A22Ra& odzi 2dza
NEIASR2020/2 Yeé KIFa 0S02YS Y2NB F20dz2aSR 2y aSNBAOS AYF
8SIENE 320 I GFIE aeaasSy GKIFG oSGGSNI NBFESOGa GKS
tax system and lead to a more stable revenue sourddlfol KS NBX3IA 2y Qa O2YYdzyAdASad

The Task Force discussed that a modern tax system should reflect present day consumption patterns.
Since an increasing proportion of consumption is on services rather than tangible goods, expanding the
sales tax base woulallow revenues to remain stable as consumer preferences and consumption
dynamics shift. By taxing the consumption of goods but not services, the sales tax has moved toward
taxing the consumption of a selection of products and away from a tax on the cqtisunof

resources. The tax system would be exerting less influence over consumer choice by taxing both goods
and services. For example, under the current system, a person can get upholstery cleaning services tax
free, but must pay a tax to buy upholsyecleaning equipment. In addition, there is some empirical
evidence that the focus on taxing goods may have been a contributor of growth in service consumption
and decline in the consumption of retail goodBhis would constitute an economic distortiomhere

the tax system is creating inefficiencies through influencing economic activity.

The existing sales tax on goods is highly regressive, owing in part to the relatively high state and local tax
rates in lllinois. In lllinois, the poorest 20 percehtaxpayers paid 3.5 percent of their income in sales

®/al't FylLfeaara 2F LfttAy2A& 5SLINIYSyd 2F wS@SydzS RIGHE
"Merriman, David and Mark Skidmore. Did Biibnary Sales Taxation Contribute to Growth of the Service
Sector? National Tax Journal 53, 1 (2000):1423.
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taxes, while taxpayers in the top 1 percent paid 0.5% of their income in sale< thxesder to ensure

that the sales tax is not made more regressive through a base expansion, products consideridles
could be excluded, such as legal services, medical services, or residential leases. In addition, lowering
sales tax rates would help to alleviate the regressivity of the sales tax.

The Task Force discussed expanding the sales tax base, acdneamed that expanding the sales tax

base to additional services may exacerbate existing problems with taxes on consumption. Under the
current system, when a business, such as a retail store, pays a sales tax on a business input, like a cash
register orcleaning supplies, the business will pass the cost of this tax on to the customer. When the
OdzaGi2YSNI LIrea | alftsSa GFE 2y GKSANI LIz2NOKIF 488z GKS
additional business inputs, such as advertising service® adated to the sales tax base, the cascading

nature of the sales tax would be amplified.

The Task Force agreed that the sales tax base should be expanded to some additional services, but the
details matter greatly. Some members expressed that theiagisate on goods should be lowered in

tandem. The Task Force also expressed that any base expansion should ensure that cascading taxes be
limited. To achieve this, businesdesbusiness transactions could be exempted from the sales tax.
Alternatively,services that are primarily purchased by other businesses could be excluded from the
expansion. In a previous analysis, CMAP provided a list of 63 services to the Task Force that may be less
problematic to include in the sales tax bas&he services iuded in this list were in the sales tax bases

of at least 15 other statesr presented fewer problems with cascading.

Individual Income Tax

GO TO 2040 recommended that the Task Force evaluate the efficiency and equity of the state income

tax, includingi KS AYLI Ol 2F 3ANI RdzZF GAy3 GKS {GFiSQa8 Odz2NNBy
NEBGANBYSYyld AyO2YSo I ONRBFR NI GKSNI GKFY | yI NNEZS
efficient and provide a more stable revenue source.

TheTask DS RA&0dzadSR G(KS {iGlG8SQa AyO2YS GFE SESYLIA:
were concerned with whether the exemption results in an equitable system of taxation and government

service provision. The Task Force agreed that the State of Illinaikigheat retirement income for

state individual income tax purposes the same way that the federal government treats retirement

income for federal income tax purposes. Expanding the state income tax base would provide a more

stable tax base as residentgea In order to reduce the effect for leimcome taxpayers, the Task Force
discusseqousing federallsxed retirement income because it would exempt income below a certain

threshold.

BLyadAaiddziS 2y ¢lIEFGA2Y 3 902y2YA0 t2tA0es a2K2 tleak !
{d1G§Saz¢ b2 @S Yovbitdnet.orgivehapayKipdfLIY K K 6 &

°lalty G9ELIYyRAYy3a GKS {tSa ¢+E .Fas$ G2 {SNBAOSayY .0
2011, http://www.cmap.illinois.gov/c/document_library/get_file?uuid=c43a4eBil5-4ea89bd6-
€235f300f958&groupld20583

®Under the federal income tax, if half of social security benefits received plus all other income fall between

$25,000 and $34,000 for single filers and $32,000 and $44,000 for joint filers, then either half of all income over

the threshold or halbf the social security benefits (whichever is lower) are subject to the federal income tax. For
taxpayers with income above these thresholds, 85 percent of benefits are subject to taxation.
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Tax Capacity

GO TO 2040 recommended that the Task Force evaluatethifications of local tax capacity on the

region. Some areas within the region have a much larger economic base thasarthes, which gives

them a greater ability to generate tax revenues from economic activity occurring in their community.

For the pirposes of this report, tax capacity is defined as property tax base plus sales tax base, per
OFLAGI @ ¢FE OFLIOAGE FY2y3 (GKS NBIAZ2YyQa Ydzy A OA LI
region had tax capacity of less than 50 percent of trgianal median, while there were 64

municipalities with tax capacity of 50 percent more than the regional median or gréa@wmmunities

on the low end of the spectrum that are unable to raise the revenue required to provide the public

services necessaty attract residents and businesses may hinder the economic growth of the region as

a whole.

The Task Force discussed various ways to shrink differentials in tax capacity throughout the region. One
method would involve placing greater emphasisonacalrynA (0 @ Q& LJ2 LJdz I GA 2y F2NJ &
criteria. Alternatively, property tax base could be used as criteria for state revenue sharing, which

would allow communities with a low property tax base to receive additional state revenue.

A statutory foundation level amount of revenue for municipalities, much like general state aid to school
districts, was also discussed. A minimum per capita level of funding for g@uepalse governments

such as municipalities would be guaranteed by the State. Uswddr a system, if the local entity cannot
provide this level of funding through their property tax base, the State would make up the difference.

In addition, phasing out the Cook County property tax classification system may eventually reduce tax

capady differentials in the region. Currently, many communities in Cook County are at a disadvantage
for commercial and industrial development because of high property tax rates. Reducing property tax

rates for commercial and industrial properties may resuladditional economic activity, which may in

turn expand the tax base.

" CMAP analysis of CMAP analysis of data from the lllinois Degarof Revenue; Cook County Clerk; DuPage
County Clerk; Grundy County Clerk; Kane County Clerk; Kendall County Clerk; Lake County Clerk; McHenry County
Clerk; Will County Clerk and U.S. Census Bureau decennial census data
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2. Recommendations

This section represents a consensus view of the Task Force with respect to its assignment to advise the
CMAP Board on carrying out its responsibilities to agsliesues of tax policy.

In offering these conclusions and recommendations, the Task Force does so with two important caveats:

First, the details matter. The Task Force did not have the time or resources to draft specific proposals,
let alone draft leglation. An idea, such as broadening the tax base, may be a sound principle, but it still
matters how it is broadened and how the resources will be allocated.

Second, the tax system is a complex and interconnected system. Changing it almost always has

unintended as well as intended consequenc&se CMAP Board should continue to analyze these issues

and consider new solutions with future revenue streams thainpote a more efficient and accountable

system. Further, changing one part of the tax system almost always results in pressure to change

another part. Itis important to look at the whole aswellasthepattk S / a!'t . 2F NRQ& (!l E
efforts shouldalso acknowledge that the way tax revenues are spent by the State and local governments

has consequences for the region and its economy.

1. CMAP shouldcontinue to play a leadership role in advocating for a regional

perspective to shape tax policy.

With the adoption of GO TO 2040, the CMAP Board has begun to address the tax policy issues that
AKFLIS GKS NBIA2Y YR AYyTfdzSyOS GKS AYLX SYSyiGlFGAzy
commitment and encourages CMAP to take an active role in dgfairegional perspective with respect

to tax issues and advocating for appropriate changes in tax law.

/alt Q&4 62N)] F20dzaSa 2y GKS ySEdza 2F flyR dzaS3z N
are directly impacted by tax policies. CMAP shaolatinue tomaintain the staff resources and

analytical capacity to execute its responsibilities effectively with respect to tax policy. It needs the

capacity to move quickly as tax issues emerge in the legislative process.

CMAP needs to develop itsva voice, backed by rigorous research and analysis, to become a proponent
of tax policies that are in the best interests of the region as a whole, as well as the governments that are
an integral part of the region and the residents and businesses thathgaaxes.

2. CMAP should play a leadership role in addressing the following tax policy

iIssues:

The following describes tax policy issues that should be addressed by the CMAP Board. These
recommendations are offered as issues that should be addrebsedhey are not an implicit or explicit
endorsement for a particular solution.

9 Sales Tax Revenue Sharingtate law provides that local governments receive state sales tax
revenues based on local point of sale. While these dollars are used to psavidees and
infrastructure to support the retail development, in some cases the revenues accrue above and
beyond this specific nege@ven when sales tax rebates are employ&draregional movesrom
one community to another rarelgesult in new revenug or jobsfor the region, andhese tax
rebate deals are not always disclosed to the taxpayer. The CMAP Board should laoalifze
effectofsales tax rebateaffecton-development and land use decisions, and support policies
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that enhance transparency ithe rebate agreements that local governments make with
businesses.

This method of distributiomlsocontributes tosome extremealdivergences in local tax capacity
around the region These divergences campedeefforts to encourage redevelopmeirt
economically-depressed-communitisame parts of the regionThe CMAP Board should
continue to analyzéhe effects of sales tax revenue sharing critena consider new
approaches to the allocation d¢fieserevenuesornew or increased revenue streamisew
approaches to allocation should encourage regional cooperatiorttasmdroader
redevelopmentef-economically-depressed-communiiiprls but sheuldavoid redistributing
existing revenueandacknowledgehat local governments have planned for their future based
on the current revenue sharing policies

1 Personal Property Replacement Tax Revenue Sharifys taxgenerates-over$i-billion
statewideands allocated across nearly all units of local gowgent using a system based on
the structure of local taxes and the economy in the late 1970&-alse-the-principal-source of
fundsforseveral-speciplirpose-unitsof governmeniThose who pay the tax see little

relationship between their tax invements and the services provided, since the allocation

system was established over 30 years ago CMAP should support reform of this outmoded
NEO@SydzS aKIFINARy3d aeaidSyo LG ySSRa G2 o0S NB@AAS
and needs. CMAP shid also support and encourage the consolidation of some of the units of
government that rely heavily on the PPRT for a principal share of their revenue.

1 Motor Fuel Tax Revenue SharinGMAP shouldeviewthe efficiency of allocating state motor
fuel tax revenue among 375 units of government within the region, all of which are responsible
for maintaining an effective and efficient transportation systefe distributionmethod based
on municipal populationpwhichdoes not account for commerciat industrial activity, should be
includedas a part of this reviewlLocal governments should be encouraged to share services or
O2y a2t ARIFUSZT 6KAOK Yl & SyKFyOS O22NRAYIFGAZ2Y Y
needs.

1 Income Tax Revenue Sharin@MAPshould support the continuation of state income tax
revenue sharing with municipalities and counties on the basis of populafibis revenudnelps
to maintainfiscalstability for local governmentand avoidsdees-notcreata highly varied
distribution of revenueacross communities in the region

1 Property Tax Classification Syste@ook County is the only county in the State thesesses
commercial and industrial properties at a higher percentage of market value than residential
properties This results in a greater property tax burden on commercial and industrial property
taxpayers than residential taxpayerSloreover,Ftheis differential between Cook County and
the collar countieONB I 1§ S& I RA&AO2ylGAydzAGe Ay GFEEFGAZ2Y &A
overall development goals. CMAP should support policies that phase outdinsal
inconsistency, but over a period of years in ordealiow residential taxpayers to adjust the
increased burden.

1 Property Tax Extension Limitation LawVhile this law adds complexity to the tax system, it
provides a measure of assurance to taxpayers concerning the rate of increase of their tax
liabilities. CMAP should continue to analyze PTEldlyding the effect of using more flexible
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methodology for calculating the extension limitation or changing the index used for calculating
GKS Fft26l06fS AYyONBIFrasS Ay (GKS SEGSyhoheyes | & ¢S
and home rule ranicipalitiesand counties

i State Sales Tax Base and Ra&ombined state and local sales tax rates in the region are
generally high compared to national averages. The sales tax is applied to the sale of goods, but
only a few services. This systenedamot reflect changes in purchasing and consumption
patterns that have occurred since the sales tax was enacted 80 years ago. CMAP should support
tax policies that broaden the tax base by taxing more services as a way to respond to changing
consumption @tterns, with a focus on lowering tax rates

9 Individual Income Tax Base and Ratgnlike the federal government and most other states,
lllinois exempts retirement income from its income tax base. Broadening the base by treating
retirement income for site individual income tax purposes the same way that the federal
AyO2YS (lE R2S8Sa ¢2dd R LINRBJBARS I Y2NB aidlotS NB
change. CMAP should pursue policies that lead to a broadening ofdivédual incomedax
base in cojunction with policies that lower tax ratgs the State

1 Transportation FundingThe CMAP Board should continue its support of an increase in the state
motor fuel tax as an efficient way to meet the substantial unmet transportation needs in the
regionthroughuser fees The CMAP Board should continteesupport the implementation of
alternatives to the motor fuel tax another forms of innovative finanegto fund transportation
infrastructure It should also support thatilization of performancebased evaluation criteria
for allocating state transportation funds.

3. CMAP should support policies that provide for regional needs.

Many of the challenges to creating a competitive economy, such as modernizing the transportation
system, cannot be solved only by the actions of individual local governments. The State, as well as the
federal government, appears to be reducing their cotnmeint to the needs of metropolitan areas.
Northeastern lllinois should follow the lead of other regions around the country that are pursing
regional revenue sources for regional needs.

Other than the Regional Transportation Authority sales tax, whiokiges funding for transit

operations, the region does not have a dedicated source of local funding to provide for regional needs.
CNI YALRNIFGAZ2Y AYFNF A0NHzZOGdzNE Aa AydSaNIt G2 GKS
industrialized parts othe world, many of which have invested significantly to create and preserve

modern systems. CMAP should pursue a source of regional funding to help finance regional

infrastructure investments. This funding should be regionally sourced, either threavgihevenuesor

through repurposingncreased revenue streamsCMAP should advocate for a funding mechanism and

an administrative structure to support regional infrastructure neesigch asoads, rail, and freight

infrastructure

¢ KS NBIA2yanpetithadesyig ash dfected by the vast variability in econcomdition
among communities ithe region. Some areasf the region have a lagg economic base than other
areas, which gives them a greater ability to generate tax revenues from ecoramtiiity occurring in
their community. Communities without a large economic base unable to raise the revenues
required to provide the public services necessary to attract residents and busin€dg&s? should

consider thatwhendifferentialsin taxcapacityare extreme net-only-affectthe communitesin
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3. Compilation of CMAP Staff Analysis of Existing State and Local Tax

Policy Conditions

This section contains a summary of the detailed background information and data used by the Task
Force as it deliberatethe policy implications of various tax systeniis analysis is supplemental
material prepared by CMAP staff, and does not necessarily reflect the views or opinions of all the
members of the Task Force.

TheState of lllinois deriveevenues from stad taxes, receipts arising from the provision of specific
services, and receipts from the federal government. Not all state revenues are used to fund state
government. State statute requires that a portionceftain state taxebe transferred to local

governments. In addition, the State passes revenues, including some federal receipts, to local
governments and school districts to fund services like education and law enforcement progktans.

rather than proviéhg some services from within state govenent, the State purchasesomeservices,

such as human services and health care, from nongovernmental entga.result, the structure of

state taxes as well as the structure of the state tax revenue sharing system has implications for both the
regioral economy as well as the fiscal sustainability of local governments. Local governments also have
the ability to raise revenues, such as property taxes and local sales taxes.

State Revenues

¢KS {dF3SQa C, o6FA&aOlf &@SFENL wnmn 0dzR3ISG O2yaArads
total. Primary tax revenue sources for the State include income and state sales tax revenues, which

make up over 30 percent of the revenues in thielS i S Q & NantRFd#erabeipts such as motor

vehicle license fees and lottery receipts accounted for $15.1 billion or 27.1 percent of the total. Federal
receipts like grants and reimbursements for public assistance, social services, and other programs were

$18.1 billion 0 32.5 percent of the total. Roughly half of the total $55.7 billion revenues were deposited
AyiGz2 GKS {dGF3SQa DSYSNIf CdzyRasx gKAOK &dzLJLJ2 NIi LJdzo
services. The following chart provides an overview oNEe @Sy dzS & 2 dzNDOS&a G KIF G Fdzy R
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State of lllinois revenues FY 2010, in millions

15.3%

$8,510
INDIVIDUAL
INCOME TAX

$1,360 | CORPORATE
INCOME TAX

$7,244 | SALES TAXES
$18,108 $1,339 | MOTOR FUEL TAX (GROSS)

FEDERAL
RECEIPTS  $1,851| PUBLIC UTILITY TAXES-

$2,176 | OTHER TAXES -

$1,370 | MOTOR VEHICLE
AND OPERATIONS
LICENSE FEES

$13,734| OTHERSTATE
RECEIPTS

24.7%

Note: Some funds included in this chart are granted or otherwise disbursed to local governments.
Source: State of lllinois, Executive Budget for Fiscal Year 2012, Chapter 2 -34

{2YS 2F GKS {dGlFI3SQa 0dzZRISGSR NB@SydzSa R2 y2d ai
or disbursed to local governments. In addition to the state tax revenues included above, sontevstate
NBE@SydzSa R2 y20G LI aa GKNRJdAK (GKS {GFrGSQa 060dzRISG P
{GFrGS 0dzi A& RAAUNRARODzASR RANBOGEe (G2 20t 3I20SNY
also disbursed directly to local government

c
D/

Sales Tax

Taxation of sales became a popular tool in the United States during the Great Depression in response to
declining property tax revenues and increasing spending pressutbimois first adopted a 2% state

sales tax in 193% The state sas tax rate is currently set at 6.25%, but sales tax rates vary by
jurisdiction, depending on whether tHeTA sales tax, county or municipal home rule sales taxes,

county or municipal nomome rule sales taxeapply. Currently, combined sales tax rabesgeneral
merchandise range from 7 percent irost of Kane, Lake, McHenry, and Will counteeS.75 percent in

a handful of municipalities in Cook County. The following map illustrates combined sales tax rates in the
region.

2iySttyr w2yl RS KB DNSI GABBYRNBaRA2YySé bl A2yl [/ 2yFSNB
http://www.ncsl.org/print/fiscal/statefinancegreatdepression.pdf.

B SaAatl 6ABS wSASINDK ! yAGT GLEIAYREAKCODRALGAERSZ21LI W@
http://www.ilga.gov/commission/lru/2010TaxHandbook.pdf

DRAFT 01/13/2012 19



Combined sales tax rates in metropolitan Chicago

o 5
—
MILES

Sales tax rates, 2012
Includes state, RTA, home rule, and non-home rule rates

[1625%-7.0% M825%-9.0%
H70%-80% MW9.25%-10%

++ Metra Rail = Interstate [ County boundaries

Source: lllinois Department of Revenue
Note: Includes general, special, capital, and debt service funds
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During the time that met of these taxes were enacted, the U.S. economy was driven by ghodd. A y' 2 A
statewide sales tayprimarily applies to tangible personal propeffyMost tangible goods are subject to
GKS GFE dzy RSNJ 46 KS wSil Af SNA Qtioh Tax) dabiBetvice2Uge Teot, ds> | &
well asservices includingrepaid telephone cards, photoprocessing, and canned software or

modifications to canned softwarg. There are 14 other services subject to statewide sales taxes at

different rates. The State jppses a 6% tax on 94% of gross receipts of glkeomt hotel and motel

rentals’® Automobile rentals are also subject to a separate statewide tax of SPhere are also six
telecommunication services taxed under the Telecommunications Excise Tax Aateabf71%.° An

additional six utility services are taxed under the Gas Revenue Tax Act and the Electricity Excise Tax Law
at various rates?

Since the sales tax was enacted, changes in the U.S. economy have resulted in increased consumer
income and alsift in demand toward service¥. Between 1929 and 2010, the U.S. transitioned from an
economy based on manufacturing and other gopdsducing industries to a services and information

based economy. With this transition came cheaper and more efficierlyufactured goods from

within the country and overseas, rising standards of living, and increased disposable income, resulting in
increased demand for serviceSince the early 1970s, spending on services has exceeded spending on
goods. In 2010, consunms spent twice as much on services (66.9 percent of total personal consumption
expenditures) as on goods (33.1 percent of total personal consumption expenditures). This shift in the
fundamentals of the economy has changed the relationship between consommgnd tax revenue.

The following chart shows personal consumption expenditures in the United States since 1929.

1 The state sales tax rate for qualifying food, drugs, and medical appliances is 1%.

®See 35 ILCS 105/3, 35 ILCS 110/3, 35 ILCS 115/3, 35 ILCS 120/2.

'8 Hotel and motel rentals less than 30 daye aubject to a tax of 6% on 94% of gross receipts. See Hotel

hLISN} G62NRA&a hOOdzL) GA2y ¢FE ! 06X op L[/{ wmMnpkoo

7 See Automobile Renting Occupation and Use Tax Act, 35 ILCS 155/3.

¥35ILCS 630

See 35 ILCS 615 and 35 ILCS 640

Dage¢KS { SNDA OGS {20052 WS anas@di ¢ CSRSNIf wSasSNE®S .yl 27
http://www.dallasfed.org/fed/annual/1999p/ar94.pdf.
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United States personal consumption expenditures, 1929-2010,
proportion of total personal consumption
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Scurce: US. Bureau of Economic Analysis, April 2011

Moreover, there is evidence that services make up an even larger share of GDP, relative to goods, and
that the service sector constites a large share of the overall regional economy of metropolitan

Chicago. In the ChicadiapervilleJoliet Metropolitan Statistical Ar€aserviceproducing industries

made up 84 percent of the Gross Regional Product in 2009, up from 80.7 percent iff 2001.

Service Industry in Metropolitan Chicago

Northeastern lllinois is home to 165,033 businesses that provide services to consumers and/or other
businesses and the public sector. The following table shows the service industries in metropolitan
Chicago bad on these classificatiors.

ZThe Chicag®lapervilleJoliet Metropolitan Statistical Area consists of Cook, DeKalb, DuPage, Grundy, Kane,

Kendall, McHeny, and Will counties in lllinois, Jasper, Lake, Newton, and Porter counties in northwest Indiana, and

Lake and Kenosha counties in Wisconsin.

#21.S. Bureau of Economic Analysis, Gross Domestic Product by Metropolitan Area,
http://www.bea.gov/regional/gdpnetro, accessedlay 10, 2011

% This analysis excludes services already subject to a salesitiixas restaurants and hotel$he classifications

6SNB o6laSR 2FF (KS OFiGS3az2NrRSa FyR SEI YL S& Ruice®dzaaSR A
hLXiA2ya FyR LaadzSazé /SYydSNI 2y . dzRISH FyR t2fA0& t NR2NJ
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Service sector industries in metropolitan Chicago, by classification

NUMBER OF BUSINESSES ESTIMATED ANNUAL SALES OF SERVICES

$13,880,688,267

CONSUMER SERVICES
CONSUMER SERVICES INDUSTRY

INDUSTRY
$28,002,725,366

@ CONSUMER/BUSINESS @ CONSUMER/BUSINESS
SERVICES INDUSTRY SERVICES INDUSTRY

. BUSINESS SERVICES $23,307,793,017

INDUSTRY @ BUSINESS SERVICES
INDUSTRY

TOTAL: 165,033 TOTAL: $65,191,206,649
Source: Dun and Bradstreet Market Insight, October 2010; U.S. Census Bureau, 2002 Economic Census

A majority of businesses in the region produce services purchased not only by individual consumers, but
also businesses and government. These businesses, including landscaping and transportation services
(e.g. privatelyprovided services like limousine, shuttle buses) make up 53.9 percent of the 165,033
service sector establishments in the region. Businesses that provide services primarily to consumers,
such as construction, health care, and entertainment, accountgpraimately 30 percent of service

sector establishments. At the same time, almost 27,000 establishments provide services specifically to
businesses and government in the region. Most of these services are professional and support services
like engineemg, architecture, advertising, and administrative services.

Prototypical Example of Expanding the Sales Tax to Services

This section will explore how expanding the sales tax base to the service sector would affect sales tax
disbursements in the regiof. If the base of the 6.25% sales tax were expandealltof the service
industriesoutlined above under current revenue sharing criteria, an additional $814.9 million would be
disbursed to local governments in northeastern lllinois. Statewide, this wmidrate an additional

$10 billion in state sales tax revenues for the Stamd local governments. This estimate includes 118
different service industries and sales to all customers, including individuals, businesses, governments,
and nonprofit entities. See the following Methodology section for further detail on the development of
the revenue estimates provided in this section. This estimate includes a larger number of services
relative to what other states include in their tax bases.

% Disbursements include 16% of sales tax revenueuaiaipalities (and counties for sales in unincorporated

areas) on sales within their bordeasd 4% of sales tax revenugthe collar counties and the RTA &ales within

their borders.

% The State receives 80% of sales tax revenues. Revenues fund the following: 25% to Common Schools Special
Account Fund, 1.75% to Build lllinois Fund, 3.8% to Build Illinois Fund &hetids, 0.27% to lllinois Tax

Increment Fund, 80% of revenue on lllinois coal bought by state financed electric generating facility to Energy
Infrastructure Fund, and remainder to General Revenue Fund.
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Due to issuse with the regressive nature of the sales tax and cascading taxes, taxatibs@fvicesnay

be impractical and possibly economically disruptive. In reality, the majority of states tax a narrower

array of services. The Federation of Tax Administr@orst nn 7 & dzNwSeé 2F al fSa Gl El
revealed that the median number of surveyed services taxed by each state was 55. Excluding utilities,

the median number of states taxing each service wa¥ TF estimate revenues from a smaller

universe ofservices, 63 services were chosen based on the following criteria:

1 Services that are more frequently included in the sales tax base by other states were selected by
including services taxed by at least 15 states;

9 Services that have been previously prepd for inclusion in the lIllinois sales tax base were
selected by including several services that had been proposed for taxation iff pasiied by
the Illinois Senate in 2009;

9 Other services were selected that presented fewer problems with cascadsmuating the
location of sale.

If this smaller universe of 63 services was added to the sales tax base and the tax was imposed for sales
to all customers (including businesses, nonprofits, and governments), $210.2 million in additional
revenue would bealisbursed to location governments in the region under the current revenue sharing
system. Statewide, this would generate an additiggiabillion in state sales tax revenues for the State

and local governments.

Under some proposals and estimates to exgpahe sales tax, businesses are excluded from paying sales
taxes on service purchases in order to lessen cascading taxes. In addition, governments and nonprofit
customers are exempt from paying the current sales tax under certain circumstances. Egemptin
business, government, and nonprofit customers resulted in an estimate of $116.9 million in annual
disbursements to the regionThis 44.4ercentdrop was primarily a result of the reduction in revenues
associated with businedscused industries such &mvel agencies and janitorial services. If only
government customers were exempted, the expling base would result in an additional $203.8 million

to the region. The following table provides a summary of sales tax disbursement estimates.

Estimated revenue disbursements to the CMAP region from taxing 63 services,
in millions of dollars

| Disbursements with all customers | '
$210,233,741

Disbursements without government customers

Disbursements without business, nonprofit, and government customers

!
$0 $50 $100 $150 $200

Source: CMAP analysis of Dun and Bradstreet Market Insight, October 2010 and U.S. Census Bureau, 2002 and
2007 Economic Census

2 Federation of Tax AdministratorSales Taxation &ervices2007,
http://www.taxadmin.org/fta/pub/services/services.html

2" The bill would add 39 services to the Retailers' Occupation Tax Act. See House Bill Geh@al Assembly,
as passed by the Senate.
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While sme advocate expanding the sales tax base to services in order to raise additional tax revenue,
the expansion could also allow the tax rate to be reduced. It is difficult to calculate a tax rate for the
broader base that would be completely revenue neutracause there may be future shifts in
consumption patterns for goods or services. While it is important to ensure that revenues would be
unlikely to drop significantly through any rate reduction, in future years, economic and fiscal benefits
may arise fom the broader base and the lower rate.

In 2010,0ver $1.1 billiorin state sales taxesas disbursed to municipalities, collar counties, and the

RTAZ Expanding the sales tax bases® additional serviceg 2 dz2t R SELJ YR GKS NBIAZ2Y Q
to a 6.250ercentrate by 21percent If the rate on general merchandise was reduced.&bpercent

and applied to thé3 services, disbursements from general merchandise and qualifying items would be

reduced to $..0billion and disbursements from serviegvould generate $16.6million. Theregion

would experience an increase in disbursements of 1.4% in the firsfy&epending on how

consumption patterns change, this scheme may become revenue neutral or revenue enhancing in future
years. In addition future disbursements may be less volatile due to the expanded base. The following

table summarizes revenue estimates under.2586 rate.

Estimated total revenue disbursements to the region if 6.25% rate was reduced to 5.25%
DISBURSEMENTS WITHOUT

DISBURSEMENTS WITH DISBURSEMENTS WITHOUT BUSINESS, NONPROFIT,
ALL CUSTOMERS GOVERNMENT CUSTOMERS AND GOVERNMENT CUSTOMERS
63 Services $176,596,343 T $171,227,142 $98,159,867
Base under current law* $1,025,951,055 V $1,025,951,055 $1,025,951,055
;Fotal $1,202,547,398 $1,197,178,197 $1,124,110,922
Percent of disbursement retained 101% [ 101% 95%

*Does not exclude any customer types not already excluded in current law
Source: CMAP analysis of Dun and Bradstreet Market Insight, October 2010; lllinois Department of Revenue, 2010; and U.S. Census Bureau, 2002 and 2007 Economic Census

With no corresponding change in RTA, home rule, andhamone rule sales taxes, a reduction of the
state rate fom 6.25% to 5.25% would result in a sales tax rate between 6% and 8.75% in most of the
region. The expansion may also allow municipalities to lower home rule anrtoma rule sales tax
rates, as well as property tax rates.

Methodology

Data on businessein the CMAP region was obtained from Dun and Bradstreet Market Insight in

October 2010. Nobusiness entities, such as government agencies, were removed from businesses

with service industriNorth American Industry Classification Sysi®&AICS) codes. Businesses

addresses were geocoded in order to determine which municipality or unincorporated area each

business was located. When businesses were missing sales revenue data, the number of employees at

that business was multiplied by the @S N> 23S al £ S& NB @Sy dzS LISNJ SYLX 2&SS
Businesses with no employee or sales revenue data were considered to have no sales revenue.

B Thisincludes 2 2 1/ Paitighioftie .25 percent state sales tax rate that is disbursed to the RTA, and
excludes the RTA sales taxd anystate fundstransferred or appropriatedo the RTA

2 This asumes that the State would continue to receive 80% of the revenues, local governments would continue
to receive 20% of the revenues, and the rate on qualifying food, drugs, and medical supplies would remain 1%.
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To calculate taxable sales, resatésnerchandise were excluded from revenue estimates using product
line data from the 2007 Economic Census data. For the printing and mining industries, receipt data
without resales from the 2007 Economic Census was used and for the construction indaisigy,

added data from the 2007 Economic Census was used. Revenues estimates by customer type were
calculated using customer class data from the 2002 Economic Census. The analysis does not subtract
revenues to account for compliance rates.

Individual I ncome Tax

LEfEAY2A84Q AYRADGARAzZf AyO2YS GIE 6LLC¢CO 61 & FANRG S
rose to 3 percent in 1989. In 2011, a temporary increase was enacted, raising the rate to 5 percent

through 2014. The rate will then drap 3.75 percent and will drop again to 3.25 percent in 2025.

t dzZNEdzZl yd G2 GKS wmdptn Lt f Ay®@doaorm@aguied by incand\spayff ka NI |j dz
at a nongraduated rat& *the income tax applies the same rate to all taxpayers of edirire levels.

Base income subject to the IIT includes federal adjusted gross income, plus several additions including
any interest, dividends, and capital gains that are excluded from federal adjusted gross income.
Subtractions from base income includdirement and social security income. Individuals are taxed on
base income minus $2,000 for each federally claimed exemptior$a/)0 each for any taxpayer or
spouse whas 65 years of age or older and/agally blind

Individual income tax revenu@long with corporate income tax revenue) is distributed as follows:

1 A proportion of gross receipts are deposited into the Income Tax Refund Fund according to a
statutory formula that is adjusted annually. In FY2@LTI5percent of IIT revenues arid.5
percent of corporate income tax revenues went to the Refund Fund.

M1 Of the remainder:

0 10 percent of the amount generated from the p2611 rate to municipalities and
counties based on the population in proportion to the total state population;

o 7.3 peacent to the Education Assistance Fund, which funds elementary and secondary
education as well as community colleges;

0 The remainder to the General Revenue Fund.

To clarify, municipalities and counties do not receive any additional revenue generateth@dl11
rate increase. Revenue disbursements to local governments are held at previosdjererucing the
percentage disbursed. Local governments receive 10 percent of the ratio of the current rate to the new

rate (e.g. 10% of—Ez 6%). The falvingchartsummarizeghe rates and shares to local governments.

llinois State Constitution of 1970, Atté IX, Section 3(a).
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State income tax rates and local government share

@ INDIVIDUAL INCOME TAX RATE (lIT) ©® ® LOCAL GOVERNMENT SHARE
© CORPORATE INCOME TAX RATE (CIT)
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Source: CMAP analysis of Public Act 96-1496

Federally Taxed Retirement and Social Security Income

The largest individual income tax expendittiie the deduction for federally taxed retirement and social
security income. Undehe federal income tax, if half of social security benefits received plus all other
income fall between $25,000 and $34,000 for single filers and $32,000 and $44,000 for joint filers, then
either half of all income over the threshold or half of the sos&durity benefits (whichever is lower) are
subject to the federal income tax. For taxpayers with income above these thresholds, 85 percent of
benefits are subject to taxation. However, under the lllinois IIT, social security benefits, as well as
income fom qualified pension plans, IRAs, state and local government deferred compensation plans,
and several other sources of retirement income can be fully deducted. If lllinois subjected the same
social security and retirement income to the state income taxhe federal income tax, the State would
have received an additional $1.1 billion in revenues in FY2010 (under the 3 percent IIT rate). This is
equivalent to 11.5 percent of the total revenues generated from the IIT that year. In 2011, this
percentage my stay level, although the amount of the tax expenditure and revenue will rise because of
the rate increase from 3 percent to 5 percent. The following table shows the amount that the State
would have received, or the tax expenditure, for treating retimrhand social security income the

same as the federal government for income tax purposes.

1 002NRAY3 G2 GKS LftAy2Aaa hTFFAOS 2F (GKS [/ 2YLIWINRBEffSNE |
allowance, credit, preferential tax rate, abatement, or other device that reduces the amount of tax revenue that
would2 i KSNBAAS | OONHzS (2 GKS {GF GSo¢
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There are 41 statéthat impose income taxes. Of these, the majority (26) do not tax social security
benefits, but most (38) do tax both public or privatengions at least partially. The following table
summarizes how these states treat social security and retirement income.

Personal Property Replacement Tax

The Personal Property Replacement Tax was enacted in 1979 in response to a provisidiiiinithe
Constitution of 1970 that required the General Assembly to abolish ad valorem (value based) personal
property taxes and replace all revenue lost by local governments. Pursuant to this constitutional
provision, the statute replaced personal propetaxes on businesses with an income tax on businesses
and an invested capital tax on public utilities. The PPRT has since been amended and is currently
imposed as follows:

%2Two states, Tennessee and New Hampshire, are not included in this count, but impose an income tax on
dividends and interest income.
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