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Coin collectors ~>t more than a million last year through the exe___stion for legal
tender, medallions and bullion. Religious organizations >t 103 thousand dollars

through the liquor tax exemption on cramental wine, a tax break that's been on
the books since 1935."

"Many of these tax breaks were approved by the General Assembly with good
intentions, but they have a price, and that sometimes :ts overlooked. Tax
incentives are not subject to appropriation or auditir - yet in Fiscal 1994, they
exceede ' the combined budgets of the Department of Corrections, Children &
Family Services, Mental Health and the University of Illinois. At a time when
lawmakers are faced with competing interests for limited dollars, they may want
to examine particular incentives to determine if their cost is justified by the
return or benefit to taxpayers."

The Comptroller says, while individuals are the biggest beneficiaries of tax
incentives, taxpayers ar ' school children are the b’ - - =st losers., Of the $3.3
billion tax incentive total, $519 million would have been deposited into the
common school fund, the equivalent of 24 per cent of that fund's revenues. And
another $67 million would have gone into the education assistance fund,
equivalent to 12 per cent of revenues.
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$3.3 Billion in Tax Incentives
by Fund Group
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The Comptroller's Office decided to limit required
agency reporting to those tax incentives which
are:

1) state levied taxes accruing to the state (this
excludes tax incentives related to locally levied
taxes that are collected by the state and tax
incentives for state levied taxes like the personal
property replacement taxes and local share of the
state sales taxes that are automatically
distributed to local governments);

2) authorized directly by state law (tax incentives
arising from the adoption of federal income tax
provisions as the starting point for state income
tax computations need not be reported); and

3) in excess of $1 million in Fiscal 1994 or
Fiscal 1995 (however some agencies did report
smaller tax incentives and the receipting agencies
were asked to list any tax incentives for which
detailed cost estimates were not provided either
because the tax incentives were less than
$1 million or were not calculable).

Unlike much of the other data released by the
Comptroller's Office, the costs of many of the
reported tax incentives are estimates whose
accuracy may be affected by the limitations of the
data used to construct the estimate.
Measurement of a tax incentive may require
assumptions about the tax base that are
subjective and might differ if made by another
analyst.

The revenue gained from eliminating a tax
incentive can vary from the figures presented in
this report as elimination of a tax incentive may
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lead taxpayers to change their behavior. Further,
adding the impacts of the various tax incentives
may overstate the total cost of the tax incentives
as some transactions may be exempt under
multiple tax incentives.

Items that fall outside of the Illinois tax base are
not tax incentives. For example, the Illinois sales
tax is a tax on the transfer of tangible personal
property for final use. In most cases, services are
only taxed to the extent tangible personal
property is transferred as part of the service
agreement. Thus a purchase of auto repair
services is only taxed on the parts used in the
repairs. Not fully taxing service purchases is not
a tax incentive as services lie outside the state
tax base.

This report is the second Illinois Tax Incentive
Report prepared by the Comptroller's Office.
Althot "1 the cost of many tax incentives
increased between the first and second reports in
tandem with the increase in receipts from the
associated tax, differences in the estimated cost
of particular tax incentives between the Fiscal
19¢  report and Fiscal 1994 report may also
reflect other factors. For instance, due to the
deadline for submission, the Department of
Revenue used 1992 sales tax data in estimating
tax incentives for the first report.  The
Department was able to use 1994 data for
computing this report which inflates the growth
in the cost of sales tax incentives. The
Department of Revenue also has improved the
procedures for estimating the cost of tax
incentives which in some cases has caused
¢ ificant changes in the estimated cost of
particular tax incentives.



In some cases, federal tax law serves as the basis
for starting state tax computations. For example,
computation of the 1llinois personal income tax
begins with adjusted gross income (AGI) as
determined on federal tax returns. Thus some
federal tax incentives are implicitly extended to
Ilinois personal income taxpayers.

For this report, such indirect tax incentives are
not considered to be authorized by state law. The
Mlinois statutes may set AGI as the starting point
for Illinois personal income tax computations,
but the actual authorization of the tax incentive
is determined by federal law and can be modified
by amendment of the federal law. The portion of
the tax incentive statute asking for the "citation
of the legal authority for the tax incentive, the
year it was enacted, and the fiscal year in which
it first took effect" is interpreted to apply only to
state statutes.

However, the state can require specific federal tax
incentives to be added back to the state tax base.
An example is the municipal bond interest
deductions which are added back to taxable
income when computing the 1linois personal
income tax base.

e cre = m mmm vavervawoaawes

reasons are also excluded from this report. An
example would be items exempt from state
taxation due to the Commerce Clause of the
federal Constitution.

In some cases transactions or income are
exempted from one State tax because they are
subject to another state tax. For example,
transactions subject to the state sales tax are
exempt from the state use tax. Exemptions
included in the statutes to prevent double
taxation are not considered tax incentives for
purposes of this report. Similarly, credits for
taxes paid to other states prevent double taxation
and are not tax incentives.

The detailed agency responses to the
Comptroller's Tax Incentive survey are available
for review at the Comptroller's Office. Please
contact Loren Iglarsh (217) 782-7921 for further
information.
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