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I.   Opening

Good Morning.  Thank you for the opportunity to testify today.

Several distinct, but related, issues have been raised about the practice and politics of property tax assessments and appeals in Cook County.  The key issue I want to focus on is improving the assessment system to be more fair and transparent.  My main points are that it’s broken, it can be fixed, and we need a sense of urgency and transparency in fixing it.

II.  Origins and Purpose of Project

These points are actually powerfully made in a presentation prepared with and for the Assessor’s Office.  The slides I’m about to show you represent what the Assessor’s Office itself said, first to MacArthur Foundation, then in a press release and then to the Tribune in response to its initial inquiries.  (The full presentation is attached as an appendix.)
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It’s actually a remarkable story.  In 2009, during the foreclosure crisis, residents testifying before a Mayoral Commission expressed concerns that their homes, often on blocks with many boarded up properties, were being over-assessed.  Julia Stasch, of MacArthur Foundation, and Andy Mooney, then head of LISC, were on the Commission, and familiar with my firm’s work on sophisticated real estate measures in connection with neighborhood economic development projects.  They asked me to meet with then Assessor Jim Houlihan to examine whether the assessment model could be adjusted to better account for the foreclosure crisis.  

Joined by a frequent collaborator, Chris Berry, we were able to add foreclosure and time variables that made the assessment model more accurate.  CCAO actually won an IAAO innovation award for this work.

In the course of looking at the models, we realized it might be possible with the latest data mining and computer-based modeling techniques to address a much more complex and longstanding problem – regressivity. 


III.  The Work
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Regressivity refers to lower value homes being assessed at higher rates than higher valued homes.  Note that this slide – again, from CCAO – states that “existing models tend to under-assess high priced homes and over-assess low priced homes.”    

To see if we could address this unfairness, we launched a much bigger project.  Over the course of about a year, largely in 2010, we developed and extensively tested over a dozen approaches.  Each model was evaluated against the current assessment models on multiple measures of regressivity, accuracy and uniformity – the key accepted measures in the industry. 
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We reviewed these results with the Assessor’s Office, and settled on PWR.  Note it is substantially better than the prior model, but also that there is substantial room for further improvement – and we had even better models.  However, everyone wanted a model that could be easily operated with current technological capacity and expertise of the Office.  
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This shows the improvement in reducing regressivity – in most townships, substantial improvement.
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As a by-product, the new models created even greater improvement in accuracy –in every township.
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What’s really going on here?  CCAO generally underassesses all properties – but under-assesses lower value properties at about 90% of value, and under-assesses higher value properties at about 70% of value.  This makes everyone think they are getting a deal, but actually shifts the tax burden to cause owners of lower-valued homes pay about 30% more than their fair share.
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Implementing PWR would have raised everyone’s assessed values to make them more accurate, but raised the high-value properties much more.  This amounts to redistribution of the tax burden to the tune of $100s of millions a year.
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In the end, we produced a model that we – and CCAO -- stated not only improved equity by 25%, but also was 50% more accurate -- and far more efficient and transparent.  By every measure, the model offers a substantial improvement.

In 2012, with CCAO, we got further funding from MacArthur to train the Assessor’s Office employees and work with them to further refine and implement the new models.

We actually all thought that we had an amazingly successful and high impact project – that’s what then Deputy Assessor Bob Kruse and Chris and I told MacArthur when we presented this exact presentation in 2014, and what CCAO said in its press release in 2015.



IV.  So what is going on here?

[bookmark: _GoBack]When the Tribune first contacted us in 2016, CCAO asked us to make this same presentation to the Tribune – and we did.  The Tribune then contacted us later in 2016 and alleged that CCAO was not in fact implementing the models.  I have to say -- we did not believe the Tribune at first, and were shocked.  We went to meet with the Assessor’s Office and, for the first time, were told they were using both the old and new models, which did not really make sense, and they were unwilling to explain how they are currently assessing properties.  Since the Tribune ran its series in 2017, the Assessor is telling yet a different story, claiming they never liked the new models (a claim which is obviously false) – though not explaining why they subsequently issued the press release and continued to claim --- until caught – that they were implementing them.

To this day – and I’ve been active in economic development and periodically in politics in Chicago for over 40 years, so I’ve seen some strange stuff – I am baffled by the CCAO’s conduct.  I cannot explain why they claimed to but did not implement the new models and, more importantly, do not know how they are assessing property as we sit here.

V.  Wrap Up

What we do know – and you are about to get [or, and you just heard] the detailed evidence from Chris Berry – is that the most recent data available shows the system is highly regressive.  CCAO is systematically over-assessing lower valued properties, concentrated in poor communities, and disproportionately African American homeowners.  And we know it can be fixed.

A number of prominent civil rights lawyers are exploring litigation on behalf of the over-assessed homeowners.  The potential for recovering monetary damages is uncertain, because it may depend on whether the behavior was intentional.  I am being told that the failure to remedy the problem once it is known and could be fixed – let alone once the Office itself claimed to have fixed it – raises the likelihood of recovering what could very substantial monetary damages.  In any event, every day as we sit here, unfair assessments are happening.  That’s why I hope there is a sense of urgency about fixing this.

If there is one function and office at the bedrock of government that must be trustworthy and transparent, it would be the taxing authority.  Notably, the new models were not just more accurate and fair, they are more transparent – easier to apply and understand, reducing the need for appeals and increasing trust in government.  I honestly have no stake in whether the particular models we developed are implemented – if you’re starting over, as I mentioned, it’s possible to do even better.  And while I care about the political and crony capitalism issues, for me these are not the main events.  It is imperative to fix the over-taxation of poor, mostly minority homeowners now.  It undermines prosperity for families that need it, our real estate markets and our neighborhoods.  

Finally, the taxpayers and the City, County, School Boards and other governments need to be able to rely on a fair, clear and credible tax system.  There’s no reason for the lack of transparency, and a hidden system is obviously subject to manipulation and undermines confidence in government at a time when we need it most.

Thank you for your time and attention. 
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PWR Improves Accuracy in All Towns
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Reduced regressivity
 Improved accuracy and uniformity
» Much more transparent assessment process

« Efficient: easy and fast to implement; requires
fewer post-modeling checks

« Customized assessment by township and by
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Diagnostics are more reliable and generalizable
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Fixed foreclosure effects (award-winning)
« Surfaced regressivity challenges

« Applied next generation computer-based
data-mining and statistical techniques to
develop and test new models

« Provided implementation guide and training

« Improved assessment accuracy, fairness and
efficiency
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Idea of solution: segmentation

- Property variables affect values differently
depending on the properties’ price segment

- Ideally, homes should be separated into
multiple price groups and each group
should be assessed/modeled separately

- Difficulties with this direct segmenting
approach:

- unsold homes cannot be grouped due to the
absence of a recent sale price

- some townships may not have sufficient homes in a
price group
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Process of New Model - PWR

1) Collect home sales prices for each township
and normalize prices across years of sales

2) Create low, middle and high price groups and
assign homes to each group

3) Predict a) home prices in low, mid and high
price group regressions, and b) the probability
that a property falls into each category

4) Predict final home value as a weighted
combination of the low/mid/high price outputs
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Two model types are run using the same independent
variables:

1) Hedonic Models: Predicting Sales Price
+ Create models (similar to current system) for each price segment
* Low Valued Model: Homes in other two segments are down-weighted by 1.
* Mid Valued: similar
+ High Valued: similar

+ Models are estimated only if the segment’s sample has at least 10% of the
total Township sample. If sample is too small, models are combined

2) Probit Model: Predicting Price Segment

+ Using the same price segments, create models calculating the probability
that each property belongs in the low, mid or high-priced segment
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Accuracy: before PWR
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Accuracy: after PWR
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Regressivity Changes

« Showing County-wide regressivity changes is
difficult:
+ Home values vary widely across towns
+ Data sample sizes vary for each town
« The next 3 slides highlight ~ to show the
extent to which regressivity can improve under
PWR. Note that ~~ is our best case under
PWR, with the largest regressivity
improvement and the largest sample size of all
townships examined
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Regressivity: ~  before PWR
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Regressivity: ~  after PWR
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Regressivity: ~ ’s Difference
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PWR Improves Uniformity in All Towns
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Improvements:

+ Accuracy: based on median absolute error (MAE), new
model increases accuracy by 50% over existing model
(MAE of 0.11 v. 0.22)

+ Fairness: measures of equity improved by 25% over
existing assessments (PRD of 1.03 v. 1.04)

- Efficiency: easier to execute with fewer steps, and
process is more transparent when requiring review

 Perception: more customized by individual

neighborhood
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Fixed foreclosure effects (award-winning)
« Surfaced regressivity challenges

« Applied next generation computer-based
data-mining and statistical techniques to
develop and test new models

« Provided implementation guide and training

« Improved assessment accuracy, fairness and
efficiency
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Difficult problem: regressivity

« Regressivity is a
complex problem

+ Existing models tend
to under-assess high
priced homes and
over-assess low priced
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+ Mainly caused by
unmeasured housing
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random elements of
the sales process

4 Low priced homes assessed higher

e o o U s
o fog ) High priced homes assesed lower




