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Growing pains:
Financing public costs
with development fees

ny time a school district faces
74 population growth, it experi-
ences some level of growing pains:
the faster the growth, the greater the
potential for financial problems. But
ways exist for school districts to dis-
cuss these fundamental problems,
work cooperatively with municipal
officials and private developers, and
solve these issues before the next
influx of students begins.

The first problem involves facil-
ity usage and overcrowding. School
districts in the path of progress face
rapid subdivision development. It
takes time to address the stresses
caused by such subdivisions.

In the short term, schools faced
with large increases in population
may need to renovate existing facil-
ities. They may need to add multiple
classrooms. They may need to raise
bonds in order to finance this growth.
And if they cannot solve these situ-
ations, they may have to consider
reorganization.

The second problem involves the
costs of educating these new students
until property taxes are first paid.

Most schools in [llinois are funded
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primarily by a combination of local
real estate taxes and state aid. How-
ever, the formulas used for each of
these revenue sources do not provide
any additional funding to schools
absorbing such growing populations
for as long as two years. In the mean
time, the school is responsible for the
education of the children who move
into the community and live in those
new houses.

In addition to the lag in proper-
ty taxes, school districts experience
a delay in receiving state aid. A dis-
triet’s state aid is dependent upon a

number of factors including its Aver-
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age Daily Attendance (ADA). The
report for ADA is submitted at the
end of the school vear. Over the course
of the second school year, the school
will finally start to receive these pay-
ments.

How does a district deal with
these problems? All too often, the
most common way is by a reduction
in services. In a large district, it is
possible to reduce services to other
students and therefore free money
up to educate the new students. How-
ever, in small and rural districts, it
may not be possible to reallocate funds
in this way.

Moreover, a district that does
adjust resources this way runs a sig-
nificant risk of incurring the wrath
of those who have been residents of
the distriet for a number of years.
They believe that they have previ-
ously paid through referenda and
bond issues for a quality education
for their children and grandchildren.
They are frequently unhappy with
the thought that their resources will
now be used to pay for “new people”
entering the community.

Another common way school dis-
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tricts deal with the “lag” between rev-
enues and expenses is to issue bonds.
This could solve the problem, although
districts run into many of the same
arguments raised with regard to the
reduction in services. Moreover, dis-
tricts run the risk that the issuance
of the bonds will receive a challenge,
causing them to be delaved.

What's the solution® Many dis-
tricts are looking to the source of the
problem for the solution. Thev are
encouraging municipal and county
leaders to implement fees that are
levied on those people and entities
benefiting from the new subdivision
as a wayv of lightening the financial
burden on the existing community
and providing a means by which the
district can adequately serve both
existing students and new ones. These
fees fall into three basic tvpes: impact

fees, transition fees and capital fees.

Impact fees

The first fee commonly imple-
mented by a municipality (pursuant
to 63ILCS5/11-15.1-2(d)) is known
as an “impact fee.” The statute specif-
ically authorizes municipalities to
condition annexation of a particular
development on the contribution of
land, or money. At the county lev-
el, the same type of fee is more com-
monly referred to as a “land/cash fee”
(pursuant to 35ILCS 5/5-1041).

Regardless of the name, its func-
tion is to raise money or set aside
land for a school district to help pay
for the purchase of land in order to
expand distriet capacity. Manyv audi-
tors have an even more expansive
definition, allowing money to be used
for any capital repair or expansion
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project.

Current formulas attempt to
equate the burden created by a new
subdivision to the cost of the fee. The
coneept is widely accepted at this
point. It estimates the number of stu-
dents to be generated from the sub-
division. This requires that the
municipality consider statistical cen-
sus information regarding the den-
sity of population based upon
community data and the type of hous-
ing to be constructed.

Based on the student population
from the subdivision, we can esti-
mate — based on architectural guide-
lines — the minimum number of acres
of land necessary to construct a new
school. The value of the real estate
per acre is an important element in
the calculation, as well. Municipal
and county ordinances commonly
establish the fair market value of
improved land per acre. Some allow
the local school distriet and/or the
developers themselves to play a role
in determining the value of “improved
land.”

Chart A shows a modest survey
of municipal impact fee information
collected from communities in the
path of development radiating out
from Chicago. This information is
provided to show the scope of impact
fees commonly implemented by com-

munities facing rapid development.

Transition fees

Another problem faced by schools
is the unreimbursed operational
expenses incurred as a result of new
students. Because of the lag in receipt
of local real estate tax revenues and

state aid, there can be a delay of up
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CHART A

Development Fee List for Schools by County”
Sample Calculations

County Land/Cash

Impact Fee
Boonme ... ... $3,280.00
DekKalb ..... e S SRR SRR LS $3,203.93
(@I TTET o e S W - T O RS $5,019.00
RANGAREE s om0 smeremaenzy o o Seamrres $5,019.00
KAIME 255555 e 5ur 2o e mssmoibiels soa e s smermmrams $5,220.00
Kemdall .. .. oo demiammemiih & st st $3,746.00
Lake’ BBl s st o e s $3,012.00
LaSalle . ... .. ... $2,921.20
MEHERRY = = i aimmss 55 52 55005 ms e $5,837.00
Will e $5,220.08

* Assumes a four-bedroom detached single family house in
a unit district with a valuation of $100,000 as of May 2008

to two years for the district to receive
revenue with which to educate new

students.

Thus, the money a school dis-

trict has in any given vear is based
upon valuation and enrollment from
the past. In a sense, the money is cal-
culated to provide education to stu-
dents who are continuing in the
district. If the district is obligated to
use a portion of that money to edu-
cate new students, it may be forced
to reduce the level of services or seek

other forms of revenue.

Because of this, many commu-

nities have adopted what are com-
monly called “transition fees” to
provide a source of revenue for the
cost of educating net students until
the district begins to receive tax rev-
enue and state aid for those children.
The transition fee calculation brings
together many sources of informa-
tion in an attempt to caleulate the
cost of the student, any offsetting rev-
enues and the uncollected balance

between the two.

This fee, also known as a “gap
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fee,” helps ensure there is no dis-
ruption to educational services pro-
vided to students.

Counties currently lack the
authority to implement transition
fees. Thus, itis all the more impor-
tant that schools districts ensure that
subdivisions developing within unin-
corporated areas be subject to a rea-
sonable land/cash fee, so that at least
some of the resulting costs will be
borne by the parties generating the

cost.

Capital fees
The final type of fee is the “cap-

ital fee,” designed to provide revenue

uist for more information at:
our web'site at www Kirtleytechicom

to construct classroom space often
made necessary by subdivision devel-
opment. This fee can be necessary
where, as a result of one or more new
subdivisions, a school district is
required to substantially expand its
physical plant.

The additional local revenue gen-
erated by impact and transition fees
just barely keeps ahead of the cost
imposed by new residential devel-
opment. They do not address the new
bricks or mortar expenses required
when a school is already tull of stu-
dents. Without a capital fee, it often
is not feasible for a school to support

new subdivision development with-
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CAN'T BE WRONG.

in its jurisdiction.

District architects can estimate
the amount of square footage neces-
sary for each new student, based
on generally recognized standards.
The districet then works with the
municipality to determine the cost
per square foot of any new facility.

Once that information is deter-
mined, it is common for municipal-
ities to apportion the resulting fee
based upon the number of bedrooms
in a dwelling unit. The fee is gener-
ally collected at the time application

is made for a building permit.

continued on page 39
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Financial Management & Human Resources: alio is a comprehensive web-based array of
software applications designed to efficiently/automate all of the Financial Management and
Human Resource pracesses of public education. The alio software products are powered by
Oracle, the most powerful relational' database management system available taday. The two
major applicationstinclude the Financial Management System and Human Resource System.
Accountants, auditors, and technicaldesign personnel have provided extensive expertise in the
planning and design of the-alic products. The software is ultra flexible to. meet the needs of
arganizations of all sizes. Although alio isisophijsticated in design, it!is easy to capture and

retrieve information using the system.
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Meets state requirements

[s pewered by Oracle™Technology

GOperates on Windov Linux, and Unix platferms
Is web-based and client server,capable

software and
managementneeds of K<12.schools.

'enhammer, has
cation since 1975 a

| g programming and s
. KTC is; therefore, a leader in providing
services to mest the Information
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Growin g pains continuwed from page 30

Despite these charges, many
developers and homeowners recog-
nize the increased value to the sub-
division as well as individual properties
because of quality school facilities.
Thus, the capital fee should be seen

by the community as an investment

lieeping pace. Some districts need
land in order to build school expan-
sions. Others need cash in order to
educate students.

Impaet, transition and eapital
fees help to ensure that the people

who are causing the expense, and the

people who are benefiting from the
local school distriet’s quality edu-
cation and using the facilities pre-
viously paid for by other taxpavers,
pay their fair share

in this

process. =*

in its future, not as an expense.

The fact that many municipali-
ties have elected to implement all
three types of fees creates an aware-

ness of the scope of costs generat-

ed by new residential subdivision Impact Fees Transition fees Capital Fees Total fees
i . Lake in the Hills $8,671.41 $4,000.00 $12,641.41
development. Chart B shows the mul- Plainfield 4,063.00 3,284.00 $5,220.00 12,567.00
tiple fees thar communities have Algonquin 5,895.28 4,000.00 9,895.28
——— Plano 3,426.85 6,000.00 9,426.85
assessed. Shorewood 3,357.46 5,200.00 8,577.46
All taxing bodies that have an Wauconda 2,576.42 4,500.00 7,076.42
: .= Yorkville 5,094.73 3,000.00 8,094.73
npact on schools should recognize 4 : i
imp n schools sho snize B e Wl 295125 5.200.00 817125
that their community will not be as Romeoville 1,625.82 5,220.00 6,845.82
attractive to people if their school Aurora 2,965.73 3,500.00 6,465.73

building is deteriorating, or the qual-

ity of education in their school is not

Fees

CHART B

Impact, Transition and Capital Fees by Municipality*
(Sample calculations)

* Assumes a four-bedroom house in a unit district

JOHNSON CONTROLS, INC. — Performance con-
tracting. Automalic temperature control and facility
management systems installation. Total system main-
tenance. Arlington Heights - 847/364-1500

MECHANICAL INCORPORATED — New construc-
tion, renovation, comprehensive and basic preventa-
tive maintenance service contracls. Freeport - 815/
235-1955; Hillside - 708/449-8080; Rockford - 815/
398-1973; Fox Lake - 847/973-1123; website: www.
mechinc.com; e-mail: pattie @mechinc.com

OCCUPATIONAL ENVIRONMENTAL HEALTH
SOLUTIONS, INC. (OEHS) — Industrial hygiene,
microbiological evaluations and ergenomics.
Chatham - 217/483-9296

RADON DETECTION SPECIALISTS — Commercial
radon surveys. Burr Ridge - 800/244-4242

RCM LABORATORIES, INC. — Environmental, health
and safety services. Countryside - 708/485-8600

SECURITY ALARM CORPORATION — Security
Systems & Fire Alarm Systems. Salem - 618/548-
5768

Financial Services

BMO CAPITAL MARKETS/GKST, Inc. — Full service
broker/dealer specializing in debt securities, including
municipal bonds, U.S. Treasury debt, agencies, and
mortgage-backed securities. Chicago - 312/441-

2601; website: www.bmo.com/industry/uspublicfi-
nance/default.aspx; e-mail: jamie.rachlin@bmo.com

EHLERS & ASSOCIATES — School bond issues; ref-
erendum help; financial and enroliment studies. Lisle
- 630/271-3330; website: hfipz/www.ehlers-inc.com;
e-mail: slarson@ehlers-inc.com

FIRST MIDSTATE, INC. — Bond issue consultants.
Bloomington - 309/829-3311; e-mail: paul@first
midstate.com

GORENZ AND ASSQOCIATES, LTD. — Auditing and
financial consulling. Peoria - 309/685-7621; website:
hitp//www.gorenzcpa.com; e-mail: lcuslis@gorenz
cpa.com

HUTCHINSON, SHOCKEY, ERLEY & COMPANY —
Debt issuance, referendum planning, financial assis-
tance. Chicago - 312/443-1566; website: www.hse-
muni.com; e-mail: rbergland@hsemuni.com; rcoyne
@hsemuni.com

MESIROW FINANCIAL, INC. — Debt management,
financial advisory, referendum consulting and cus-
tomized financial planning. Chicago - 312/595-7842;
Peoria - 309/645-8062; website: mesirowfinancial.
com; Email: thrzyskowski@mesirowfinancial.com

ROBERT W. BAIRD & CO. INC. — Financial consult-
ing; debt issuance; referendum assistance. St.
Charles - 830/584-4994; website: http:/www.
rwbaird.com; e-mail: whepworth @ rwbaird.com
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SPEER FINANCIAL, INC. — Financial planning and
bond issue services. Chicago - 312/346-3700;
website:  htip://www.speerfinancial.com; e-mail:
dphillips @speerfinancial.com

WILLIAM BLAIR & COMPANY — Bond issuance,
financial advisory services. Chicago - 312/364-8955

Human Resource Consuiting

BUSHUE HUMAN RESOURCES, INC. — Human
resource, safely and risk management, insurance
consulting. Effingham - 217/342-3042; website:
htip:/fwww.bushuehr.com; e-mail: steve@bushuehr.
com

Insurance

HINZ CLAIM MANAGEMENT, INC. — Third party
administrator for workers comp and insurance claims.
Chicago - 800/654-9504

Superintendent Searches

HAZARD, YOUNG, ATTEA & ASSOCIATES, LTD —
Superintendent searches, board and superintendent
workshaops. Glenview - B47/724-8465




