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Letter of Transmittal
December 9, 2011

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 2040y 2 NI K S I & (i Njfehdnsive Regianal ®I8nadvise
the Board by:

GXFRRNBaaAy3a AaadzsSa OSydaNrf G2 aidlrisS FyR 20t FA
economy, sustainability, equity, and the connections between tax policya@®if 2 LIYSy i RS OA & A 2

We appreciate your selection 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 estion of tax policies.

The members of the Task Force bring a wide range of expertise and experience with respect to the
issues of tax policyln no way arethe observations and recommendations contained in this report
directly or indirectly endorsed or supported by the governments or organizattmatsach 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, President, 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 McMillen, Department of Economics and Public Affairs, University oflllinoi

Laurence Msall, President, Civic Federation

Chris Nash, Assistant Budget Director, Office of Budget and Management, City of Chicago
Michael Pagano, Dean, College of Urban Planning and Public Affairs, University of lllinois at Chicago
Donovan Pepper, SemiManager, Government Relations, Walgreen Co.
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Introduction

¢tKS NBIA2yQa O2YLINBKSYyaA@S LIXIlys Dh ¢h wnnnx Aa i
Task Force. The plan, which was adopted unanimously by the CMAP Board in Octobiele2@fifs

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

policies adopted in the plan. GO TO 2040 contains a detailed discussion of the ways that tax policies

may influence achievement of its gls 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 further evaluate the
issues and to make more specific recommendations.

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

public services. Tax policy directly influences the commercial and residential development of our
O2YYdzyAlASa a ¢Sttt a GKS NBEIA2yQa SO2das¥A O LINEBR
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 broad. The transparency and accountability of these systems to

the taxpayers has room for improvemen

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

households, businesses, and local governments. By reforming state and local taxation, the region would
benefit from new policies that help to advance rather than undermine GO TO 2040's goal fonedist

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. CMARs a unit of government, created by state law, 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 gowemts that require revenue to meet the

service 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 essentialiiye responsibility of state governmeand affects 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 drnmtlrest of individual governments

as well as 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 tayayer interest groups.

The CMAP Board, through 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 ththe CMAP region represents around tiiok A NRa 2 F GKS {01
population, income, tax revenue, and assets. It is further based on the legislation that created CMAP,

FyYyR GKS FIFOG GKIG Yryeé A&daadzSa ONR G A Ossfthe suhofi KS NI 3
individual government interests.
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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
shouldexercise its responsibilities with respect to tax 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 adiis€MAP Board and has no statutory or independent
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 Tas#rce deliberations. None of the comments in this section
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 consensuaswof 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 Stafknalysis of Existing State and Local Tax Policy Conditidhis: 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, and does not necessarily reflect the wiewginions of all the members of the
Task Force.

Process

The Regional Tax RnjiTask Force was created in spring 2011 by the CMAP Board. The Board approved
the appointment of Frank Beal, Executive Director, Metropolis Strategies, as Chair of the Regional Tax
Policy Task Forcé&llhe Task Force held ten monthly meetings betweenl 201 and January 2012.

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

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

May 13 meeting.During this meetingMike Klemens, lllinois Department of Revenue, gave a
presentation on the history of state revenue sharing. In addition, the Task Force discussed 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 the land use implications of taxation, with an emphasis on case studies from other
regions. The Task Force was providdith an example formula for changing the criteria for sharing
state sales tax revenues with municipalities and members continued discussion of state sales tax
revenue sharing.

July 8 meeting.This meeting began with a presentation from Frank Beal, Mpetliie Strategies, about
the economy of metropolitan Chicago and its growth relative to the rest of the country. Following
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discussion of the presentation, the members discussed expanding the sales tax base to services. In
addition, the Task Force discudste personal property replacement tax and the criteria used for
distributing these revenues to local governments.

August 12 meeting.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 state riugticiax 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 &rce 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.

October14 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.
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1. Summary of Tax Policy Issues

This sectioris 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 expeddsy 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
northeasternlllinois. 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 propestyextension 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 existing wide disparities in local tax capacity

State Revenue Sharing with Local Governments

GO TO 2040 recommended that the Task Force evaluate state revenue sharing criteria, including the
sales tax, income tax, personal property replacement tax (PPRT), and motor fuel tax (MFT). State statute
requires differentcriteria for disbursing the revenue depending on the tax from which the revenue was
generated.

The main policy question for the Task Force was whether this-trge investment, allocated through
various formulas, promotes desired regional outcomegshsas economic productivity, sustainable
spatial development patterns, and efficiently providing sustainable revenues for state and local
governments to provide necessary services and infrastructure investments. In response to GO TO
HnnnQa OKsk RS eamin&dShe timpacts of revenue sharing on the region.

Sales Tax Revenue Sharing

Dh ¢h wnnn OKFNHS& (GKS ¢l &1 C2NOS G2 &L} OS | LI N
direct link to retail development decisions and thus, the ovesditial pattern of the region. The State

disburses approximately $1 billion in state sales tax revenue to municipalities, which receive 16 percent

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

Dh ¢h wnannnQa |yl f & arictire ®uhd taKithcdn crlaked disdaNiBcéntivs friocad (
governments to emphasize retail land use at the expense of other uses, such as offices or industrial uses.
In addition, the sales tax revenue sharing criteria can create incentives for intaatgompetition for
businesses, leading to shifts between communities that add no new jobs or economic value to the

region.

The Task Force examined the current sales tax revenue sharing criteria as well as different methods for
changing the criterialt was generally acknowledged that local governments have planned for their
future based on the current revenue sharing policies. Retail development comes with positive
attributes, but also negative impacksy’ NB & A R Sy (i Bk@noisedahd afficitRat nudt bef A T S
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mitigated. The revenue benefits from sales taxes must be balanced with the infrastructure, public
service and other costs that the community incurs as a result of hosting retail establishments.

[ 201t 32@SNYYSy i a decikiing afeydiivgnby rmayiyRactbrs, ydudingguélity of
lifeofi KS O2 Y Ydzy A (iMatydocaNgsv@rinieftyhiavi diruck a balance between residential,
commercial, and industrial development. Some members expressed that it is importargucedhat
communities 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 neighboring communities paying sales taxes for municipal services above and beyond those
NEBIljdzA NER T2NJ GKS o0dzaraySaasSa GKFIG ISYSNIGS GKS NBO
ISYSNI GA2Yy Y2RSt | YR AY T 2eNDackérs2vey, appidiviately 47 perceat NB O S
2T RIFIAf@ aK2LILWMAyYy3 GNARALEA FNB YIRS (2 RJBefeAyl GA2YVa
residents shopping outside of their home municipality travel through other municipalities that must

provide serices 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 data, municipalities covering 26 percent of the

rege Y Qa4 LR LIz I GA2y NBOSAOSR pn LISNOSYild 2F (GKS Ydzyaic
remaining 74 percent of the population shared the other Ralflany communities with low tax bases

are unable to raise the revenue required to provide the lpubervices 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 outgrowth of the high tax revenues some retail establistsroamt 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, and some of the funds are
used for infrastructure projestand 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 intraregional competition over retail business locatidrecsgen

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 that the villages of
Channahon and Kankakee have used salesetzate agreements to encourage companies to set up

sales offices outside the RTA service area, resulting in lost sales tax revenue for th&HRTPask Force
agreed that local governments should enhance transparency in the sales tax rebate agredragnts t
make with businesses, while ensuring that the private financial information of private companies is
safeguarded.

! 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
2 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

DRAFT 12/16/2011 8



Personal Property Replacement Tax Revenue Sharing

The Task Force discussed the disbursement of the PPRT. Some members voiced tsatgitbimir

revenue based on the amount of 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 havechahged 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, and mosquito abatement districts. Some nmethbeaght

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 Force were
not in favor of changing the system besauhe 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 any future changes to the allocation of
PPRT revare should be based on future study of local government consolidation.

¢KS FILOG GKIFIG GKS ttwe A& |y FRRAGAZYILIE GlIE 2y 0 dz
climate was also discussed. One suggestion was that the PPRT should beophased 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 actual infrastructure needs. For example,
disbursing finds 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 promotes coordination and planning, and the interconn@gfeS 3 a 2F (KS NBIA2y Qa
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 current regional coordination; however
state MFT fundsra 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 consolidation, which may enhance coordinatiqiesamihg for the
NEIA2YQa OGN YyaLRNIIFIGA2Y ySSRao®

Overall Revenue Sharing System and Regional Needs

In reviewing the overall revenue sharing system, the Task Force discussed whether the way state

revenues are allocated to local governments has enablediadd JLJ2 NJI SR G KS NBXIA 2y Qa K
decentralized system of local governance. The Task Force also discussed whether this structure

promotes accountability to taxpayers to the extent that it results in the expenditure of taxpayer dollars

without correspondingdvels 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 transportatidrastructure. With the existing fiscal
chdlenges at the federal and state government level, more capacity may exist locally to provide for
some of these investments. Like many places across the United States, northeastern Illinois faces a
considerable financial shortfall in its ability to maimtand expand its existing infrastructure.

¢KS NB3IA2Yy FLOSa | o0l O0O1ft23 2F oAftAz2ya 2F R2ftfl N&
NELI ANE ySSRao tKSasS ySSRa 2F0Sy R2 y2i AyOfdzRS
I NBE ySOSaalNE FT2N) GKS NBEIA2yQa O2yidAydzSR SO02y2YAO0
Board should advocate for a funding mechanism and administration structure to support regional

DRAFT 12/16/2011 9



infrastructure needs.The Task Force also agreed that CMA&uld continue its support for innovative
financeof transportation projectsuch 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 taxtension limitation law (PTELL). The classification system, in which
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 mamywaities in Cook

County. This is an important public policy issue 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 acity.

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

F £20Ft 3I2FSNYYSylaefrandiefsdurcedresiit® in arfighSeMih diléss afiflanitS v dz
source of revenues, like a municipal Abome rule sales tax or additional general state aid for school
districts. In addition, regional economic development may be affected if communities abéeuio

raise enough revenue to provide the public services necessary 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 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 attributebtsassificatior.

The Task Force discussed whether eliminating 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 communitiefReducing border effects of differential taxation may result in greater
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 obstacle for future infill development as called for

in GO TO 2040. Many of these communitiagehsubstantial existing infrastructure that is not being
supported by the tax base. Eliminating classification would lower property tax rates in many
communities with 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 owners. If classification were eliminated, the property tax burden for
residential taxpayers woulthcrease by more than 25 percent in 43 municipaliti€ghe Task Force
reached consensubat classification should be phased out, but over a period of years in ordgioio
residential taxpayers to adjust the increasedurden

Property Tax Extension Limitation Law
The Task Force discussed PTELL, and agreed that while the policy adds complexity to the property tax
system, it also makes the system more predictable for taxpayers. The Task dgreex: that requiring a

* CMAP analysis of lllinois Department of Revenue data, 2008atadrom various County Clerk Offic8809
® CMAP analysis of lllinois Department of Revenue data, 2008atadrom various County Clerk Offic@809
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referendum to raise property tax extensions above the limitation amount is not overly burdensome to
local governments and may provide taxpayers with a greater feeling of control over property tax levels.
Because PTELL allows foremdions beyond the extension limitation with the approval of a referendum,
the Task Force did not believe that PTELL resulted in overreliance on revenue sources that are less
efficient than the property tax.

However, some Task Force members were cored with the method by which the extension

limitation is calculated. The PTELL extension is based on the property tax extension from the prior year.
This results in an incentive for local governments to increase extension amounts up to the maximum
everyyear. Even if a local government did not need the additional funds in a particular year, they may
increase the extension up to the limitation just in case the additional funds were needed in a future

year. If a taxing district reduces their extensiontfte last preceding year, the law does allow the

highest aggregate extension in any of the last three preceding levy years to be used.

Sales Tax Rate and Base

GO TO 2040 recommended that the Task Force evaluate expanding the sales tax base t@abhddition
AaSNIAOSa® /| dZNNBy (fesx Yzad GFy3aixoefsS 3A22Ra odzi 2dza
NEIA2YyQa SO2y2Yeé KIFa 06S02YS Y2NB T20dzaSR 2y aSNDA
years ago. Atax systemthatbetter @D a GKS NBIA2yQa SOz2y2Ye 0O2dzZ R N
GFrE aé@adasSy FyR £S8SFR G2 | Y2NB adGlotS NBOSydzS &2 dzN
The Task Force discussed that a modern tax system should reflect present day consumption patterns.

Sincean increasing proportion of consumption is on services rather than tangible goods, expanding the

sales tax base would allow revenues to remain stable as consumer preferences and consumption

dynamics shift. By taxing the consumption of goods but not sesyithe sales tax has moved toward

taxing the consumption of a selection of products and away from a tax on the consumption of

resources. The tax system would be exerting less influence over consumer choice by taxing both goods

and services. For examplender the current system, a person can get upholstery cleaning services tax

free, but must pay a tax to buy upholstery cleaning equipment. In addition, there is some empirical

evidence that the focus on taxing goods may have been a contributor of ginwtrvice consumption

and decline in the consumption of retail godtBhis would constitute an economic distortion, where

the tax system is creating inefficiencies through influencing economic activity.

The existing sales tax on goods is highly regresswing in part to the relatively high state and local tax
rates in lllinois. In lllinois, the poorest 20 percent of taxpayers paid 3.5 percent of their income in sales
taxes, while taxpayers in the top 1 percent paid 0.5% of their income in sales thxerder to ensure

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

The Task Force discussed expanding the sales tax base, and was concerned 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

® Merriman, David andark Skidmore. Did Distortionary Sales Taxation Contribute to Growth of the Service

Sector? National Tax Journal 53, 1 (2000):143.

"LyadaiddziS 2y ¢lIEFGA2Y 3 902y2YA0 t2ftA0és a2K2 tle&ak !
{ G I (NSwerEbér 2009, http://www.itepnet.org/whopays3.pdf.
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register or cleaning supplies, the business will pass the cost of this tax on to the customer. When the
customer pays a sales tax on their purctasel KS NB adzZ G A& | GFLE 2y | 4l EZ
additional business inputs, such as advertising services, were added to the sales tax base, the cascading
nature of the sales tax would be amplified.

The Task Force agreed that the sales tax kaseld be expanded to some additional services, but the
details matter greatly. Some members expressed that the existing rate on goods should be lowered in
tandem. The Task Force also expressed that any base expansion should ensure that cascatlimg taxes
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 providist af 63 services to the Task Force that may be less
problematic to include in the sales tax b&s&he services included in this list were in the sales tax bases
of at least 15 other states and presented fewer problems with cascading.

Individual Inc ome Tax

GO TO 2040 recommended that the Task Force evaluate the efficiency and equity of the state income
GFrEX AyOfdzRAY3I GKS AYLI OG 2F ANYRdzr Ay3a GKS { Gt

i
retirement income. A broad ratherthananmarg Gl E o6l a8 ¢2dzZ R YI 1S (K NB
efficient and provide a more stable revenue source.

w

¢tKS ¢Fa&al C2NOS RAaOdzaaSR GKS {idFiSqQa AyO2YS GlE S
were concerned with whether the exemption resultsaim equitable system of taxation and government

service provision. The Task Force agreed that the State of lllinois should treat retirement income for

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

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

stable tax base as residents age. In order to reduce the effect feinlmame taxpayers, the Task Force

discussed using federaltgixed retirement income becausevitould exempt income below a certain

threshold?

Tax Capacity

GO TO 2040 recommended that the Task Force evaluate the ramifications of local tax capacity on the
region. Some areas within the region have a much larger economic base than others arelagives
them a greater ability to generate tax revenues from economic activity occurring in their community.
For the purposes of this report, tax capacity is defined as property tax base plus sales tax base, per
OFLAGI @ ¢ E OF LI Qnicipalities veres/viidelyi kn2010(B7amuricipalies il'the
region had tax capacity of less than 50 percent of the regional median, while there were 64
municipalities with tax capacity of 50 percent more than the regional median or gréa@mmunites

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

8/ alts G9ELIYRAYI (GKS {IfSa ¢L+LE .1Fas8 G2 {SNBAOSaAY e
2011, http://www.cmap.illinois.gov/c/document_library/get_file?uuid=c43a4eBil5-4ea89bd6-
€235f300f958&groupld=20583

° 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 ove

the threshold or half of 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.

19 CMAP analysis of CMAP analysis of ¢faia the lllinois Department of 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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services necessary to attract residents and businesses may hinder the economic growth of the region as
a whole.

The Task Force discussed various waghitmk differentials in tax capacity throughout the region. One
YSGK2R ¢2ddZ R Ay@2t @S LI OAy3 INBFGSNI SYLKFIaAa 2y
criteria. Alternatively, property tax base could be used as criteria for state reventiaghahich

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 gagita level of funding for generpurpose governments

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

In addition, phasing out the Cook County property tax classification system may eventually reduce tax
capacity differentials in the region. Currently, many communities in Cook County are at a disadvantage
for commercial and industrial development becawsdrigh property tax rates. Reducing property tax
rates for commercial and industrial properties may result in additional economic activity, which may in
turn expand the tax base.
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2. Recommendations

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

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

First, the detailsnatter. The Task Force did not have the time or resources to draft specific proposals,
let alone draft legislation. 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 wilhbecated.

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 revensigeams that promote a more efficient and accountable
system. Further, changing one part of the tax system almost always results in pressure to change
another part. It is important to look at the whole as well as the pa¢tK S/ a ! t tax.p@lityNR Q &
efforts should also acknowledge that the way tax revenues are dpgtite State and local governments
has consequences for the regiand its economy

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

perspective to shape ta x 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 aative in defining a regional 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 policieCMAP shouldontinue 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 tdevelop its own 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 busgas that pay the taxes.

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 offereds issues that should be addressed, but they 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. iWlhese dollars are used to provide services and
infrastructure to support the retail development, in some cases the revenues accrue above and
beyond this specific negévenwhensales tax rebates are employethtraregional movesrom
one community tcanotherrarelyresult innew revenues or jobfor the region, andhese tax
rebate deals are not always disclosed to the taxpayer. The CMAP Board should analyze the
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effect of sales tax rebates on development and land use decisions, and support policies that
enhance transparency in the rebate agreements that local governments make with businesses.

This method of distributiomlsocontributes to divergences in localx capacity around the
region These divergences campedeefforts to encourage redevelopmetr economically
depressed communitiesThe CMAP Board should continue to analifee effects of sales tax
revenue sharing criteriand consider new approaches to the allocationtafserevenuesfor
new or increasedevenue streamsNew approaches to allocation should encourage regional
cooperation and the redevelopment of economically depressed communitieshoutid avoid
redistributing existing revenues.

1 Personal Property Replacement Tax Revenue Sharifgs tax generates over $1 billion
statewide, and is allocated across nearly all units of local government using a system based on
the structure of local taxes and the economy in the late 1970s. It is also the principal source of
funds for several speciplurpose units of government. Those who pay the tax see little
relationship between their tax investments and the services provided, since the allocation
system was established over 30 years ago. CMAP should support reform of this outmoded
revenuesharid adeaidSyo LG ySSRa (2 06S NBOA&ASR (2 NBF
and needs. CMAP should 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 Sharin@MAP 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 system. Local governments should be
encouraged to share sdpes or consolidate, which may enhance coordination and planning for
0KS NBIA2YyQa (NI yaLRNIFdGAz2y ySSRao

1 Income Tax Revenue Sharin@MAPshould support the continuation of state income tax
revenue sharing with municipalities and counties on the baspopulation. This revenudnelps
to maintainfiscalstability for local governmentand does not creata highly varied distribution
of revenueacross communities in the region

1 Property Tax Classification Syste@ook County is the only county in the State thssesses
commercial and industrial properties at a higher percentage of market value than residential
properties This differential creates a discontinuity in taxation within the region and impedes
[/ a! t eall ddvelopment goals. CMAP should support policies that phase out this
inconsistency, but over a period of years in ordealiow residential taxpayers to adjust tthe
increased burden

1 Property Tax Extesion Limitation Law:While 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 shouldontinue to analyze PTELh¢ludingthe effects of usingmore flexible
methodologyfor cdculating the extension limitationr changing the index usddr calculating
the allowable increase in the extensidnad ¢St Fa GKS f IngrehéameRifeT FSNBy (
and home rule municipalitieand counties
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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 system does not reflechgba 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 patternswith a focus on lowering tax rates

1 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 incomefor state individual income tax purposes the same way that the federal
AyO02YS GIE R2Sa ¢62df R LINRPGARS || Y2NB aidloftsS NB
change. CMAP should pursue policies that lead to a broadening of the tax base in conjunction
with policies that lower tax rates.

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 implementatiorof
alternatives to the motor fuel tax anather 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 creatingcempetitive 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 commitment to the needs of metropolitas.area
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, which provides funding for transit

operations, the region does not have a dedicated source of local funding to provide for regional needs.
CNI YALRNIFGAZ2Y AYTNI aidNdaSpéritgNEt it had fallernybéhthdadddert G2 (G KS
industrialized parts of the 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 invegnents. This funding should be regionally sourced, either thraayh revenuesor

through repurposingncreased revenue streamsCMAP should advocate for a funding mechanism and

an administrative structure tsupport regional infrastructure needs.

¢KS NBX3IA2yQa SO02y2YAO0 02 Y MStivariablitgis gcGhaniicontliion | £ a2 | T F
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 economic activity occurring in

their community. Communities without a large economic base unable to raise the revenues

requiredto provide the public services necessary to attractidests and businesse<CMAP should

consider that differentiadin tax capacity not only affethe communites in question, but also affetite

SYGANB NBIA2YyQa OF LI OAdGe (2 HniaddXidn@MAR stidRid advodatel | A y
for tax policies that encourage the redevelopmenteabnomically depressecbmmunities.
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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 sadbby the Task
Force as it deliberated the policy implications of various tax systdinis 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 state 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 taxede 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 progkarmas.
result, the stricture of state taxes as well as the structure of the state tax revenue sharing system has
implications for both the regional economy as well as the fiscal sustainability of local governments.
Local governments also have the ability to raise revenues, asiphoperty taxes and local sales taxes.

State Revenues

¢KS {dFiSQa C, o6FA&aOlIf @SFNDL wnmn 0dzR3ISG O2yaArads
total. Primary tax revenue sources for the State include income and state sales tanegvethich

YFE1S dzLJ 29SNJ on LISNOSyd 2F GKS NBEGSydzSa Ay GKS {
license fees and lottery receipts accounted for $15.1 billion or 27.1 percent of the total. Federal receipts
like grants and reimbursements fpublic assistance, social services, and other programs were $18.1

billion or 32.5 percent of the total. Roughly half of the total $55.7 billion revenues were deposited into
GKS {dF3SQa&d DSYSNIf CdzyRasxX ¢ KAOK HRaodzk)ai® NImanJdzo f A O &

G a
ASNBAOSEd ¢KS F2tt26Ay3 OKINIG LINRPOARSAE |y 203SNDA

[N
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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 | OTHER STATE - 4
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 {dGlIGdSQa 0dzRISGSR NBEGSydzSa R2 y20 ai
or disbursed to local ge@vnments. In addition to the state tax revenues included above, some state tax
NE@ZSydzSa R2 y20 LI aa GKNRdAK GKS {GFiSQa odzR3ISGO
{GFGS o0dzi A& RAAGNAOGCzZI SR RA NDoalipropertyirgpladerdedtitaik is 32 @S Ny
also disbursed directly to local governments.

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 press$' lllinois first adopted a 2% state

sales tax in 193%. The state sales 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 muticipal norhome rule sales taxespply. Currently, combined sales tax rates on general
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 magiridites combined sales tax rates in the
region.

USpnellw2y It R a{ 1 GS CAylyOS Ay (GKS DNBIFIG 5SLINBaarA2yIé bl
http://www.ncsl.org/print/fiscal/statefinancegreatdepression.pdf.

IES3AAt L GABS wSASENDK ! YyAGT aLft A-BigKA 5 ROALGEA 21yléy>R 6L.3 2Mm yT22 NJ
http://www.ilga.gov/commission/lru/2010TaxHandbook.pdf
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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 most of these taxes were enacted, the U.S. economy was driven by gobds.A y 2 A
statewide sales tayprimarily applies to tangible personal properfyMost tangible goods are sjgzt to

GKS GFE dzy RSNJ GKS wSidlAftSNAQ hOOdzLI GAZ2Y ¢+FEX ! &
well asservices includingrepaid telephone cards, photoprocessing, and canned software or

modifications to canned softwaré. There are 14 otheservices subject to statewide sales taxes at

different rates. The State imposes a 6% tax on 94% of gross receipts effieshohotel 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 Act at a rat& gkr7%.
additional six utility services are taxed under the Gas Revenue Tax Act and the Electricity Excise Tax Law
at various rates?

w

Since the sales tax was enactedamdes in the U.S. economy have resulted in increased consumer
income and a shift in demand toward servic@8Between 1929 and 2010, the U.S. transitioned from an
economy based on manufacturing and other gopdsducing industries to a services and infotioa-

based economy. With this transition came cheaper and more efficiently manufactured goods from
within the country and overseas, rising standards of living, and increased disposable income, resulting in
increased demand for serviceSince the early470s, spending on services has exceeded spending on
goods. In 2010, consumers 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 BRift in t
fundamentals of the economy has changed the relationship between consumption and tax revenue.

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

13The 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.

5 Hotel and motel rentaltess than 30 days are subject to a tax of 6% on 94% of gross receipts. See Hotel

hLISN} 62NRA&a hOOdzL) A2y ¢FE 106G op L[/{ wmMnpkoo®

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

735 ILCS 630

®See 35 ILCS 615 and 35 ILCS 640

Ya¢ KSNIBAOS {SOG2N)Y DAGS Al {2YS wS&aLlSoiz¢é GBRRSNIf wS&asSN
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 éaeyer share of GDP, relative to goods, and
that the service sector constitutes a large share of the overall regional economy of metropolitan
Chicago. In the ChicadiapervilleJoliet Metropolitan Statistical Arédserviceproducing industries
made up 84ercent of the Gross Regional Product in 2009, up from 80.7 percent in"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 sectdrhe following table shows the service industries in metropolitan
Chicago based on these classificatiths.

D The ChicagdlapervilleJoliet Metropolitan Statistical Area consists of Cook, DeKalb, DuPage, Grunely, Ka

Kendall, McHenry, and Will counties in Illinois, Jasper, Lake, Newton, and Porter counties in northwest Indiana, and

Lake and Kenosha counties in Wisconsin.

2LU.S. Bureau of Economic Analysis, Gross Domestic Product by Metropolitan Area,

http://www.b ea.gov/regional/gdpmetrpaccessedlay 10, 2011

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

6SNB o6laSR 2FF (KS OFiGS3az2NRS& | yR SEIIasmx&ian ofSkriicddza 8 SR 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. Thiegsinesses, including landscaping and transportation services
(e.g. privately provided services like limousine, shuttle buses) make up 53.9 percent of the 165,033
service sector establishments in the region. Businesses that provide services primamigumers,

such as construction, health care, and entertainment, account for approximately 30 percent of service
sector establishments. At the same time, almost 27,000 establishments provide services specifically to
businesses and government in the regidvost of these services are professional and support services

like engineering, architecture, advertising, and administrative services.

Prototypical Example of Expanding the Sales Tax to Services

This section will explore how expanding the sales taelia the service sector would affect sales tax
disbursements in the regiofi. 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 would generate an additional
$10 billion in state sales tax revenues for the Staamd local governments. This estimate includes 118
different service industries and sales to alltousers, 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 céservi
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% ofales tax revenue to the collar counties and the RTAdtas 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 to retire bonds, 0.27% to lllinois Tax
Increment Fund, 80% of revenue omidlis coal bought by state financed electric generating facility to Energy
Infrastructure Fund, and remainder to General Revenue Fund.
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Due to issues with the regressive nature of the sales tax and cascading taxes, taxaliGemicesnay

be impractical and possibly economically disruptive. In reality, the majoritataisstax a narrower

FNN}Fe& 2F aSNBAOSaod ¢KS CSRSNIGA2Y 2F ¢FE ! RYAYAA&
revealed that the median number of surveyed services taxed by each state was 55. Excluding utilities,

the median number of statesixing each service was $5To estimate revenues from a smaller

universe of services, 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 sevices taxed by at least 15 states;

1 Services that have been previously proposed for inclusion in the lllinois sales tax base were
selected by including several services that had been proposed for taxation itf pasiied by
the Illinois Senate in 2009;

9 Other services were selected that presented fewer problems with cascading or sourcing 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 businessesnprofits, and governments), $210.2 million in additional

revenue would be disbursed to location governments in the region under the current revenue sharing
system. Statewide, this would generate an additiggiabillion in state sales tax revenues the State

and local governments.

Under some proposals and estimates to expand the 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 exmpt from paying the current sales tax under certain circumstances. Exempting

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 dhe reduction in revenues
associated with businedscused industries such as travel 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 followimtable 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

% Federation of Tax AdministratorSales Taxation of Servic@907,
http://www.taxadmin.org/fta/pub/services/services.html

% 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 some 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 talegdca tax rate for the

broader base that would be completely revenue neutral because 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 throughiny rate reduction, in future years, economic and fiscal benefits
may arise from the broader base and the lower rate.

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

RTA. Expanding the sales tax basg3additional serviceg 2 dz2f R SELJ yR G(KS NBIA2Y Q&
to a 6.25percentrate 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 services would generaté@@million. The region

would experience an increase in disbursement$.d% in the first yea?” Depending 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.2%% 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 7 $171,227,142 $98,159,867
Base under current law* $1,025,951,055 $1,025,951,055 $1,025,951,055
.Total $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, andhwne rule sales taxes, a reduction of the
state rate from 6.25% to 5.25% would result in a sales tax rate between 6% and 8.75% in most of the
regon. The expansion may also allow municipalities to lower home rule anthomme rule sales tax

rates, as well as property tax rates.

Methodology

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

October 2010.Non-business 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 unincdgabeaea each

business was located. When businesses were missing sales revenue data, the number of employees at
GKIG odzaAySaa ¢ta YdAf GALX ASR o0& GKS F@SNX3IS alftSa
Businesses with no employee or sales rexedata were considered to have no sales revenue.

To calculate taxable sales, resales of merchandise 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 industry, value

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

Individual Income Tax

LEtfAY2A4Q AYRAOARIZ f AyO2YS GFE o6LL¢O o1& FANRG S
rose to 3 percent in 1989. In 2011, a temporaigréase was enacted, raising the rate to 5 percent

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

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

Base income subject to the IIT includes federal adjusted gross income, plus several additions including
any interest, dividends, and capital gains thet excluded from federal adjusted gross income.
Subtractions from base income include retirement and social security income. Individuals are taxed on
base income minus $2,000 for each federally claimed exemptiors&/@D0 each for any taxpayer or
spowse whois 65 years of age or older andfegally blind

Individual income tax revenue (along 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 FY208.Z5percent of IIT revenues ari.5
percent of corporate income tax revenues went to the Refund Fund.

M1 Of the remainder:

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

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

0 The remainder to the General Revenue Fund.

Toclarify, municipalities and counties do not receive any additional revenue generated fra201lie
rate increase. Revenue disbursements to local governments are held at previosdjererucing the
percentage disbursed. Local governments receive 1€eme of the ratio of the current rate to the new

rate (e.g. 10% of—:zz 6%). The followinghartsummarizeghe rates and shares to local governments.

2 llinois State Constitution of 197 Article 1X, 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)

7.0%

]

6%

5%

4%

3%

2%

1%

%

BEFORE 2011 2011-2014 2015-2024 2025 AND ON

Source: CMAP analysis of Public Act 96-1496

Federally Taxed Retirement and Social Security Income

The largest individual income taxpendituré® is the deduction for federally taxed retirement and social
security income. 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 @n@o®4for joint filers, then

either half of all income over the threshold or half of 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 sulgct to taxation. However, under the lllinois IIT, social security benefits, as well as
income from qualified pension plans, IRAs, state and local government deferred compensation plans,
and several other sources of retirement income can be fully dedudfddinois subjected the same

social security and retirement income to the state income tax as the 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 to11.5 percent of the total revenues generated from the IIT that year. In 2011, this
percentage may 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 tabés the amount that the State

would have received, or the tax expenditure, for treating retirement and social security income the
same as the federal government for income tax purposes.
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There are 41 staté8that impose income taxes. Of these, thajority (26) do not tax social security
benefits, but most (38) do tax both public or private pensions 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 provision in the lllinois
Constitution of 1970 that required the General Assembly to abolish ad valorem (value based) personal
property taxes and replace all revenue lost by localegnments. Pursuant to this constitutional

provision, the statute replaced personal property taxes 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 & follows:

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

DRAFT 12/16/2011 27



