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SUMVARY

The proposed Indeck facility at Libertyville would create a
di sanmenity whose inpact would be detrinental to property val ues,
to future devel opnent and to tax revenues in the Libertyville
area. |If these costs were included in a conparison of
alternative possible |ocations, the nost favorable | ocation would
al nost certainly be, not at Libertyville, but rather at sone
ot her location where these types of costs are |ess.

As a first step in establishing this conclusion, Part 1]
enunerates the several factors determ ning the inpact of a
di sanmenity. Oten the procedure is followed of considering
various individual physical characteristics separately. However,
the inmpact is likely to be greater than indicated by the sum of
the inmpacts of a facility's individual visual, noise and other
physi cal characteristics. Taken together, the characteristics



act to raise awareness of the facility. Passers by are affected.
Many of the passers by live in the general area, naking the

i npact extend beyond the actual residences at which the facility
can be seen or heard. Qher industrial-type facilities near the
proposed facility could act either to increase or decrease the
detrinental inpact of the facility. It is inportant to note
that, unless an area is conpletely blighted, the facility wll
have sone detrinmental inpact. The existence of other industrial-
type facilities nearby in no way justifies ignoring the
detrinental inpact of the facility in question.

Part 11l considers the effects the Indeck facility would
have on the value of existing residences. Highly reputable
research studi es have established beyond doubt that electric
power facilities have detrinental effects on residential property
val ues. The nost nearly conparable situation for which a
property val ue study has been done is for Wnnetka's nunici pal
power plant. |Its capacity is only 25 negawatts as opposed to 300
megawatts for the proposed Indeck facility. The Wnnetka pl ant
is aesthetically |less offensive, having only one relatively thin
traditional stack of a type people are used to seeing, as opposed
to the two strange thick rectangul ar-shaped stacks of the
proposed Libertyville plant. The Wnnetka plant has a buil ding
of atraditional type. It is not visible except at the plant
because it is down by Lake M chigan bel ow Wnnetka street |evel,
conpl etely hi dden because of the sharp drop in the terrain. Only
the top of the stack is visible at the | evel where people I|ive.
In contrast, a nodern peaker facility such as proposed for
Li bertyvill e has unattractive tanks, pipes, sheds and poles in
addition to its strange stacks. Details of these additional
features are not shown in artists' renditions. Wile the
additional features may be partially hidden by bernms and
plantings, it is difficult to believe that they can actually be
conpletely hidden. Even if this is possible, a bermitself is
unnat ural | ooking, and the strange stacks will still protrude.

The Wnnetka study gives estimates of the subtraction from
t he val ue of an individual property caused by a facility, as a
function of distance fromthe facility. The subtraction from
value is less, the farther is a residence fromthe facility, out
to a distance of approximately two mles. The total property
val ue effect depends on how nmany residences there are at each
di stance fromthe facility out to the two mle limt. An
estimate of the total decrease in property value that woul d be
caused by the proposed Indeck facility in Libertyville can be
obt ai ned by applying the estinmates of effect of distance on
property value fromthe Wnnetka study to properties in the
Li bertyville area. To apply the nethod, tax assessnents were
converted to estimated market values for each of the 2456
residences within two mles of the site of the proposed | ndeck
facility. The subtraction from nmarket val ue that woul d be caused
by the Indeck facility was cal cul ated for each residence. These
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effects were sutmmed to arrive at the total decrease in property
val ue that woul d be caused.

The estimate resulting fromapplying the nethod is that the
total value of existing residential properties in the
Li bertyville area would be reduced $12.7 mllion.

Part |1V considers effects on future residential property
values if land zoned for single famly residences that is not now
devel oped is brought into devel opnent. Conservative estimates
were used for densities of the new residences and the val ue of
the properties. The procedure gives an estimte of nunbers of
resi dences and property values in the future if land presently
zoned residential becomes fully devel oped. The nethod for
estimating the effect of the peaker on property val ues was
appl i ed assum ng the existence of these additional residences.

The resulting estimate of total subtraction from val ue of
properties, assum ng that the projected additional residential
devel opment takes place in the future, is $25.1 mllion.

Part V considers discouragenent to residential devel opnment.
The Indeck facility could cause the value of new honmes to be
| oner than woul d occur in the absence of the facility, and it
coul d cause sone | and not be devel oped at all. These
possibilities take on increased likelihood if it is supposed that
a blight-begets-blight sequence would ensue from building the
| ndeck facility. A blight-begets-blight sequence is brought on
by the well known tendency to choose |ocations for new
di sanenities that are near to existing disanenities.

Granting a variance to permt construction of the Indeck
facility in Libertyville could lead to a predisposition to
approve nore and nore repugnant facilities, leading to the
Mal | ory Park area becom ng a nmassively unattractive area. Hi gher
income famlies are nore demandi ng of nice surroundi ngs than
| oner income famlies. Developers could find it nore profitable
to build, say, mddle incone housing, instead of upper incone
housi ng that would be built in the absence of the facility. |If
the Mallory Park area becane sufficiently blighted by
unattractive facilities, much surroundi ng residential devel opnent
coul d be precluded altogether. No-one would want to |ive nearby.

As a suggestive estimte of risks associated with
di scouragenent of future residential developnent, if the val ue of
new residential property that woul d be devel oped in the absence
of the peaker were cut in half by the peaker, the loss in
property value would be $128.4 mllion, which is in addition to

t he peaker distance effect causing a $18.9 nillion | oss on
properties that would still be in existence. The total loss in
property value would then cone to $147.3 mllion.



Part VI estimates the loss in property tax revenues
resulting fromthe adverse effects on property values. |If
confined to existing residences, the estimted yearly property
tax revenue loss is $306 thousand. |If |land zoned for single
famly residences not now devel oped is brought into devel opnent,
the estimated yearly property tax revenue | oss on this greater
nurmber of residences Is $602 thousand. |f the peaker facility
causes further residential devel opnent to be cut in half, the tax
revenues on half the potential residential devel opnment woul d be
| ost, and there would be reductions in revenues fromresidences
that would be in existence whose val ue woul d be di m ni shed by the
peaker. The total yearly |loss cones to 2.4 percent of $147.3
million, or $3.5 mllion.

The yearly tax | osses woul d persist year after year. The
present val ue, taking account of the fact that repeated yearly
| osses are caused, is the capitalized value of the |osses. This
is, for exanple, the value of a bond issue that could be paid off
if tax revenues were not reduced. Assumng an interest rate of 8
percent, the present value of the property tax revenue loss is

$3.8 million if only existing residences are considered, $7.5
mllion if Iand now zoned residential is brought into devel opnent
at conparabl e values to those now existing, and $44 mllion if

t he peaker facility causes half of the new residential
devel opnent not to take pl ace.

Part VII considers how the costs to the Libertyville area
affect the choice of the best site for |ocating a peaker
facility. The net benefits of the facility ignoring costs
i mposed on |l ocal residents are reflected in Indeck's revenues
fromthe facility |l ess the conmpany's costs of building and
operating the facility. |If the costs inposed on |ocal residents
are subtracted fromthe net benefits so cal culated, a truer
nmeasure of net benefits is obtained. Locations where fewer costs
are inposed on local residents will appear nore favorable. |If
these costs to the Libertyville area are included in the total
costs of the facility, it is highly likely that a conparison of
alternative |locations would result in choice of a site other than
Li bertyville. The site would nost likely be in a rural area or
in an existing blighted area, and it would nost |ikely be outside
t he Chi cago ozone non-attai nnent area.

Part VIIIl concl udes.

1. FACTORS AFFECTI NG THE | MPACT OF A DI SAMENI TY
A. Visual Effects

To begin the anal ysis which has been sumrarized in part I, a
di sanenity is caused by contributory physical characteristics, of
whi ch there may be several. Consider first the visual effects.
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Previous testinmony makes it clear that the Indeck facility and
especially the stacks would be visible for sone distance. The
vi sual effect depends on a variety of attributes of each of the
vari ous conmponents of the peaker facility including their shape,

color, texture, size and, perhaps above all, harnoni ousness wth
the environnment as determned by all the attributes acting
together. It is to be enphasized that facility size is only one

anong many attributes that determ ne the visual effect. For
exanple, fromthe nost distant points of visibility, the

di sanmenity may forma small part of the horizon. Still, it is a
di sruption to the environnent and is jarring to sensibilities
quite apart fromwhether it is a small or large part of the
totality of what is seen

B. Noi se

Testinmony on noi se nakes it clear that the facility wll
emt intermttent noises audible to nearby residents. The effect
of the noise depends on the character of the noise including
unpl easant ness, unnatural ness, |oudness, the extent to which the
sound fits in harnmoniously or conflicts with other sounds, and
the extent to which the sound is continuous or intermttent.
Interm ttent sounds can conceivably be nore troubl esone than
conti nuous sounds, because the beginning and end of the tine of
t he sound causes those hearing it to be nore aware of it than if
it goes on continuously causing it to be suppressed from
consci ousness. G ven the subtle nature of noise, neasures of
deci bel levels reflecting only I oudness are likely to be an
i nconpl ete and i nadequate indicator of the dissatisfactions
connected with the noise.

C. Conbi ned Effects of Unsightliness and Noi se

Consi deration of visual effects, noise and ot her physical
characteristics in isolation of each other can be m sl eadi ng.
The significance of the disanenity is the conbined result of the
contributory physical characteristics. |f soneone sees unsightly
stacks every day connected with a conpletely silent facility, the
sight may be of sonme bother. Simlarly, if a person hears an
intermttent noi se whose source is not identified, the noise my
be of sonme bother. The sumof the sight and noi se effects
i ncreases the bothersoneness even if the effects are only
additive. Beyond this, thresholds of consci ousness may be
crossed such that the bothersoneness of the facility is increased
beyond the sinple sumof the individual effects. The person
becones aware of the existence of a nuisance which it is not
desirable to |live near and which on the basis of either of the
two effects al one m ght not be considered to be nuch of a
nui sance.

D. | npact on Residences Where Disanenity Characteristics
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Are Not Directly Discernible

Peopl e do not have to be at their place of residence to be
affected by a disanenity. The disanenity enters the senses of
peopl e passing by. Anong the people who pass by nost frequently,
indeed on a daily basis, are the people who |ive nearby, which
expl ains why deleterious effects extend to residences beyond the
di stance fromwhich the facility is physically seen or heard.

E. Ef fects of Oher Nearby D sanenities

How nuch a person m nds a disanenity depends to sonme extent
on whether there are other disanenities close to it. The
di sanmenity in question, e.g. a peaker facility, remains
bot hersone, but the existence of another disanenity, e.g. a water
wor ks, may either increase or decrease the bothersoneness of it.
If there are not many other disanenities close by, the effect of
the existing disanenities may be small enough that a threshold of
consci ousness of themis not crossed. Then if adding another
di sanenity increases effects enough for people to becone
conscious that the vicinity of the disanenities is a despoiled
area characterized by nui sances, adding the disanenity will have
a greater effect than any of the disanenities already there. It
is to be enphasized that, unless an area is despoiled by so nany
di sanenities that people wite it off as conpletely blighted,
addi ng a disanenity wll be of sone bot hersoneness.

F. Ef fect on the Reputation of an Area

As an area acquires nore disanenities, the satisfactions of
people living near the area are directly decreased for the
reasons noted above. An additional effect is that the area gets
a reputation for being undesirable. People living away fromthe
area, who are not directly affected by the disanenities, viewthe
area as undesirable. The satisfactions of people living near the
di sanenities are further decreased because they acquire the
reput ati on anong ot her people as living in an undesirable area.
Where they live reflects on them and a person's reputation is
sonething that is cared about nost.

G Attraction of Future Undesirable Land Uses |If a
Di sanenity is Added at the Present Tine

1. The Blight-Begets-Blight Principle

There is a dynam c consideration to adding a disanmenity to
an area. A well known tendency is that blight begets blight.
The tendency may be the result of a human trait to put waste al
in one place that will only be visited when the waste is to be
di sposed of and otherwise will not have to be seen. 1In this
manner, the exposure to the waste is mnimzed. The tendency
transfers to social behavior toward waste. For exanple, in
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choosing to get rid of trash that will not be picked up by waste
di sposal services, it is often observed that people dunp the
trash around the outside of a landfill. On a beach, if a
previous visitor has left litter, the current visitor is likely
to be less hesitant to leave litter than if the beach was found
to be perfectly clean.

2. Application to Zoning

Zoni ng, delineating areas in each of which a given type of
land use is permtted, reflects in part the blight-begets-blight

tendency. |If the anobunt of |and devoted to each type of use is
gi ven, then separating the uses may mnimze the harnful effects
of disanmenities. The disanenities are put all in one place where

peopl e do not go very often, instead of being scattered into
nei ghbor hoods where the effects are inposed on residents every
day. This mnimzes the extent to which people living in
residential areas are exposed to the disanenities.

3. Inability to Conpletely Elimnate Effects on
Resi denti al Nei ghbor hoods

In reality, conplete separation of effects is unlikely to be
possi bl e. For exanple, areas of industrial use may be in
sufficient proximty to sonme residential areas that those
residents suffer dissatisfaction fromthe industri al
di sanenities. Property values in such residential areas are
adversely affected, and the effects nay be so undesirabl e that
sone nearby areas that woul d have been devel oped residentially
are never devel oped.

4. Lack of Necessity for Conmunity to Accept
Undesi rabl e Uses

| f a nuisance disanenity nust be located in a conmunity,
then separation rather than indiscrimnate placing in an entirely
resi dential nei ghborhood can help mnimze its effects. However,
the uses leading to disanenities are not in reality a given for a
community. A conmunity can decide whether a particular activity
should be permitted in the comunity at all. The decision wll
depend on the nature of the activity. Sonme activities wll
warrant being admitted to the community, while others will not.
Hi gh transport costs may dictate that sone services such as
landfilling and water supply nust as a practical nmatter be
supplied locally. Light industry |and uses, that bring tax
revenues on their activities as well as tax revenues on
residential properties that are devel oped for the people who w |
work in the industry, may bring benefits to the conmunity that
are sufficiently great to overcone the nodest disanenity effects
of the industry. However, there are other uses that bring little
or no benefit to the conmmunity. The community nay deci de that
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the redeem ng features of the activity, if any, are insufficient
to warrant bearing the | osses fromdisanenities inposed on
residents of surrounding properties.

5. Magni fied Effect of Granting an Unwarrant ed
Vari ance

The dynam c¢ consequences of the blight-begets-blight
tendency greatly accentuate the inportance of the decision as to
whether to allow a disanmenity. If a disanenity is added that is
of little or no benefit to a cormmunity, there is a tendency to
take the attitude that the disanenity harmis already done and
t hat addi ng other disanenities is sinply putting Iike things
together. The bar will be | owered on what is considered an
acceptabl e disanenity. This is particularly true if the
di sanmenity in question involves the granting of a variance. The
tendency, if not the legal onus, will be to grant future requests
for simlar variances. The area of the disanenity is cast into a
conti nui ng downward cycle of increasing disanenity in the future.
The area may end up in a permanently blighted condition, that
woul d not have occurred had the original variance not been
granted. This will be all the nore the pity if the original
granting of the variance was for a use that did the community no
good in the first place.

H. Applicati on of Above Considerations to Proposed | ndeck
Facility

To relate the above considerations to the proposed
Li bertyvill e peaker facility, disanmenities already near to where
t he peaker facility would be built include the adjacent
i ndustrial park of light industry buildings, the water works and
two rail I|ines.

The light industry buildings are |ow, |andscaped and
attractive. Mst of themare not visible fromoutside the park.
If all of the land in Mallory park were devel oped in this manner,
the park m ght not be considered a source of disanmenities at all.

The water works are quite visible, though with structures of
a type often seen and therefore not as strange or distracting as
a peaker facility. The fact that this disanenity exists does not
mean that adding the peaker plant will not be a source of
addi ti onal disanenity.

The disanenity effect of the two rail lines is mtigated to
sone extent by the fact that rail |lines are a common sight and
t hat one of them provides passenger service to residents hel ping
to offset disamenity effects. It is conmonplace for rail |ines,
especially commuter lines, to pass through residential areas,
many of which are pristine.



The landfill located to the west of Mallory Park may or may
not have sone disanenity effect whose area of influence overl aps

that of the proposed peaker facility. The landfill is however
quite far anay. As wth other disanenities, its existence in no
way inplies that the peaker will not be an additional source of
di sanmenity. The deleterious effects of the landfill on property

val ues, if any, are already there. They do not preclude
additional effects of the peaker on property val ues. Mboreover,
the landfill will eventually be covered over. The site will be

| andscaped to becone an attractive anenity, with no evidence that
it was ever a landfill site. |If residences are eventually built
there that are within the area of influence of the peaker, the
peaker will detract from property val ues there.

The conclusion is warranted that the proposed peaker
facility would definitely have disanenity effects and that the
exi stence of other disanenities in the vicinity of the proposed
peaker facility will not elimnate the existence of
bot her soneness fromthe peaker facility. The fact of their
exi stence does not justify placing the peaker facility in Mllory
Park. The blight-begets-blight principle increases the risk of
magni fi ed effects.

G ven the conclusion that the facility will undeniably have
undesirabl e effects, the question becones: how inportant are
they? Estimation will now be considered.

I'11. DETRACTI ONS FROM VALUE OF EXI STI NG RESI DENTI AL PROPERTI ES

A first effect of the existence of the nuisance disanenity
is to detract fromvalues of residential property already in the
vicinity.

A substantial body of work exists that provides estinmates of
effects of anenities and disanmenities on property val ues and
shows themto be inportant. One of the earliest studies, which
hel ped to initiate interest in this subject anmpbng urban
econoni sts, was by Harris, Tolley and Harrell (1968). This study
found that anmenity and di sanmenity consi derations accounted for
fully half the observed variation in residential |and values. 1In
ensui ng work, Ridker and Henning (1969) estimated effects of air
pollution on property values. Since that time a | arge nunber of
studi es have been carried out that find significant effects on
property values of a variety of sources of disanenities including
power plants, hazardous waste facilities, airports, radioactive
mat eri al s, chem cal manufacturing and others. See Cark and
Ni eves (1994) for a review of many of these studies. The studies
use wel |l devel oped scientific nmethodol ogi es based on statistical
anal ysis of |arge sanples of residential property sales,
controlling for other influences on property values. The studies
| eave no doubt that disamenities have substantial effects on
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residential property val ues.

It is inportant to establish that disanenities have
significant effects on property values, in view of the difficulty
t hat apprai sers sonetinmes have in identifying these effects.
Apprai sers may discern little or no property value effects of
di saneniti es such as power plants, even though scientific
statistical studies showthemto be inportant. A principal
reason nay be that appraisers are primarily concerned with
estimating the value of a property based on observation of prices
of simlar residences in the neighborhood of the property that
have recently been sold. They are not concerned with careful
measur enent of effects of distance fromdi sanenities, which may
of ten invol ve conpari sons between nei ghbor hoods | ocated at
di fferent distances.

The proposed peaker facility for Libertyville does not
exi st, and so any estimate of its effect nust be based on what
has happened el sewhere. No existing peakers in proximty to a
substanti al nunmber of residences have been found which coul d
serve as a basis for conparison. Even if a conparabl e peaker
situation were found, to conduct a new study would be quite
expensive and in any case could not have been conpleted in tine
for these proceedi ngs.

The nost nearly conparable situation that has been carefully
studi ed previously is Wnnetka's munici pal power plant, whose
property value effects were estimated by Bl onqui st (1974).

Appl yi ng the Bl omgui st anal ysis of property value effects of
the Wnnetka power plant to the Libertyville situation provides a
basis for concluding that the proposed Libertyville peaker

facility will have a substantial negative inpact on property
values. Wile the Wnnetka and proposed Libertyvillle facilities
are not exactly the same, conservative estimates of effects
reveal that the inpacts would run into many mllions of dollars.

Figure 1 is a picture of the Wnnetka facility. The
facility is a small coal-fired electric power plant |ocated on
Lake M chigan at | ake |evel, 100 feet bel ow Wnnetka street
level. The picture in Figure 1 was taken at |ake | evel and shows
the facility in full. To obtain this viewit is necessary to
descend a very isolated and little used section of road not
encountered by Wnnetka residents in their everyday life. Only
the 150 foot top portion of the plant's stack is visible to
residents. No other part of the plant is visible at street
| evel. The stack is discernible when | ooki ng down one street,
Tower Road, which is heavily lined with trees. The stack can be
seen fromthe mddle of the street but is otherw se shielded from
view by the trees. Wthin a few hundred feet of the stack,
because of the nearness of trees relative to the stack when
| ooki ng down the road, the trees cone to extend farther into the
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sight line of horizon than does the stack. That is, fromthe
perspective of the viewer, the height of the stack as an object
on the sky line is less than the height of the trees.

In contrast, the two stacks of the proposed Libertyvillle
facility woul d each be 65 feet high, and each would be fatter
than the single stack in Wnnetka. The two stacks in
Li bertyville would take up nore air space and would be a nore
noti ceabl e feature of the skyline because they would extend well
above any tress, |andscaping or other shielding.

Figure 2 is the view of the Wnnetka facility as seen by
residents. It is the top of the stack visible |ooking down Tower
Road.

For contrast, Figures 3 through 6 show pictures of the 680
megawatt El | wood peaker | ocated near Dundee behind a cenent
m Xi ng establishnent in a heavy industrial area not visible from
t he highway or any residents. The proposed 300 negawatt
Li bertyvill e peaker would require simlar equipnment. The El Il wood
pi ctures are fromvarious angles somewhat as woul d be seen in
Li bertyville. Wile the pictures had to be taken closer to the
facility than would ordinarily be seen by residents of the
simlar facility proposed for Libertyville, the unattractive
nature of the stacks and of the acconpanyi ng tanks and buil di ngs

is apparent. It is difficult to believe that any |andscaping
around the proposed Libertyville facility could make a "silKk
purse” out of this "sows ear”. D sanmenity effects will remain.

The W nnetka power plant appears to be |ess of a disanenity
than the peaker facility proposed for Libertyville. The capacity
of the Wnnetka plant is only 25 nmegawatts as conpared to 300
megawatts for the proposed Libertyville peaker. The proposed
peaker would be gas-fired, and the Wnnetka facility is coal -
fired. In a study of different types of noxious facilities,
Clark and Nieves, op. cit., found that the negative effects of
coal -fired and gas-fired facilities on property values are quite
simlar, as indicated by the coefficients for gas-fired and coal -
fired plants in the housing value equation results in Table II
on page 247 of their study. The Clark and Ni eves study was a
broad national study using approximtely 49 thousand
observations. There was insufficient detail on |ocal distances
to permt its use in estimating effects of the proposed
Li bertyville peaker. Still, it provides the best evidence found
on the conparative effects of gas-fired and coal-fired pl ants.
| f gas-fired and coal-fired plants of the sane size have
essentially the same effects on property values, which is an
inference fromthe Cark and Nieves study that |unped all sizes
together, the smaller capacity of the Wnnetka plant should make
it less of a disanenity.

Figure 7 shows 1/2 mle, | mle, 1 1/2 mle and 2 mle
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rings around the Indeck site which were used in estimating the
property value effects in Libertyville. 2456 residences within
the rings were identified fromtax records. The 1999 assessed
val ues of each residential property were obtained from Carol
Sonnenschein of the Liberty Prairie Foundation. These val ues
were multiplied by 3 to obtain estimted market value, in view of
the well known fact that a multiple of this order of magnitude is
needed to convert assessed val ues to market val ues.

Estinmates of effects of the peaker facility on property
val ues were obtained by assum ng that the effects found by
Bl omgui st on value of a property, as a function of distance from
the facility, are applicable to the proposed Libertyvillle
peaker. According to Bl ongui st

An indication of the per property change in property
value is given by the elasticity of property value with
respect to distance fromthe power plant conputed at

t he nean val ues of the observations. This elasticity
is 0.09. It can be interpreted as follows: within
11,500 feet of the power plant, a typical property

val ue increases in value 0.9 per cent as it "noves"
away fromthe power plant by ten percent. (Bl onqguist,
op. cit., p.99)

In applying the Blonguist result to the Libertyville area,
the elasticity at the nmean val ues cal cul ated by Bl omqui st can
al so be interpreted as being the elasticity with respect to
di stance fromthe edge of influence of the power plant. This
interpretation is needed in order to anchor the estimates to a
starting point, which is the zero influence of the power plant at
an 11,500 foot or approxinmately two mle distance. The nean
val ue of the distance fromthe power plant within the zone of its
i nfluence is about one half the distance to the edge of its
i nfluence or approxinmately one mle. The nean val ue of distance
fromthe edge is one half the distance to the power plant or also
approximately one mle. The Blonguist elasticity of .09 is
obtained starting with the slope coefficient for effect of
di stance from power plant, which is 0.6166 in his equation (2) on
page 99 indicating a rise in value of $0.6166 in property val ue
for each one foot increase in distance fromthe plant. This is
the same as a fall of $0.6166 for each one foot i1ncrease in
di stance fromthe edge of influence going toward the plant. Since
the elasticity is defined as the ratio of proportionate change in
property value to proportionate change in distance, $0.6166 nust
be divided by the nean property value and nultiplied by the nean
di stance to obtain the elasticity at nmean val ues. Using
Bl omgui st's data for the nmean property val ue and the nean
di stance to either the power plant or the edge of influence of
t he power plant which as we have noted are both approxi mately
5,280 feet, gives the sane .09 elasticity of property val ue
change with respect to distance either fromthe plant or fromthe
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edge of influence when cal cul ated at the neans.

I n applying the nmethod, the average di stance to each 1/2
mle ring was used. For residences in the outernost or 1 1/2 to
2 mle ring, the average distance fromthe plant is 1 3/4 m|es.
This is 1/4 mle closer than the 11,500 foot, or approxinmately 2
mle, limt at which there is no |onger a property val ue effect.
As a fraction of two mles, the 1/4 mle distance is 1/8 or 12.5
percent of the distance to the outer edge of influence of the
plant. Since the estinated effect on property values is a 0.9
percent |oss for every ten percent increase in distance, and the
di stance fromthe edge of influence for this ring is 12.5 percent
instead of the 10 percent to which the 0.9 figure applies, the
estimated effect on property values in this ring is (12.5/10)
times 0.9 or a 1.124 percent loss in property value. This |oss
was applied to the market val ue of each residence in the
outernost ring. Proceeding tothe 1to 1 1/2 mle ring, the
average distance fromthe 2 mle limt is 3/4 mle, whichis 3/4
divided by 2 or 37.5 percent of two mles. The loss in property
val ue for each residence in this ring is (37.5/10) times 0.9 or
3.375 percent of market value. In the 1/2 to 1 mle ring, the
average distance fromthe 2 mle edge of influence is 1 1/4 mles
which is 62.5 percent of the 2 mle distance giving a | oss of
(62.5/10) times 0.9 or 5.625 percent for each residence in this
ring. Ilnthe O to 1/2 mle ring, the average distance of 1 3/4
mles to the 2 mle edge of influence is 87.5 percent of two
mles giving a loss of (87.5/10) times 0.9 or 7.875 percent for
each residence in the closest ring. The losses on all the
properties in each ring were added to arrive at total property
val ue | oss.

Table 1 shows the resulting estinates of effects of the
proposed Libertyville peaker on values of the existing
properties. The estinated total loss in property value is $12.7

mllion. The loss is $5.7 million for Libertyville. The |osses
are $2.9 mllion for Muindelein and $4.1 nmillion for G aysl ake.
These figures are md-range or nost likely estimates. It

may be noted that two other sets of estinmates could be devel oped
fromthe Bl ongui st study, one that would give | ower estinmates and
the other that would give higher estimtes than those just

pr esent ed.

The nethod that woul d give the |least loss in property val ues
is based on the 0.6166 coefficient from Bl ongui st's regression
not converted to an elasticity. This nmethod is described by
equation (3) on page 99 of his article. Applied to the
Li bertyville situation, this nethod gives a total property val ue
| oss of $5.4 mllion.

The nethod that woul d give the greatest |oss is based on the
assunption that all property within range would be equally

13



af fected, both residential and non-residential, and not just the
built-up residential property that we use as giving the nost
likely effect. The nethod giving the greatest loss is given by
equation (4) on page 99 of the Blonguist article. 1In the

Bl omgui st article, the high estimate is 88 tinmes as great as the
| ow estimate. The high estimate has not been cal cul ated for the
Li bertyville area as it does not suit the purpose of estinmating
effects on existing residential properties. Since the |ow
estimate is only somewhat |ower than the mddl e estimte used
here and the high estinmate is many nultiples higher, if we took
the average of the three estimtes, the average would be a great
deal higher than the m ddle estimte used here.

Further on the | ow estimate, using the Bl ongui st coefficient

not in elasticity formwould assune that absolute (i.e. linear)
rel ati ons between di stance fromthe disanenity and property
val ues when the study was conducted continue to hold. |[If used, a

nmet hod for updating the coefficient would have to be devel oped.
obtaining data to do so could require a | arge research project.
The m ddl e estimate, which is the one we use, makes the better
assunption that relative (i.e. percentage) rel ations between

di stance and residential property values hold. Relative
relations are generally found to have better predictive power
than linear relations when applied to different data | evels, as
in the present case where property val ues have changed. This
consideration favors the mddl e estimte used here.

The high estimate if used would assune that all properties,
whet her built up or not, would be affected to the sane extent as
currently built-up residential areas. This type of consideration
is applicable to the possibility that the peaker would affect
future as well as present residential properties, leading to
ri sks brought out in our consideration of effects on properties
devel oped in the future and on anount of future devel opnent.
These risks are real and are a consideration argui ng agai nst
bui l di ng the proposed Libertyville peaker, but they involve |ess
certain events. W consider them separately fromthe nore
certain losses in value of presently existing residential
properties being dealt with in the present section.

Waile the relation in relative ternms used here is nore
likely to prevail than an absolute relation, the Bl omui st
el asticity--which is his result expressed in relative terns--
could be greater if estimated today. It is well known that
peopl e have becone increasingly concerned generally about
envi ronnment al di sanmenities, which would make themless willing to
pay as nuch for properties where there are disanenities, making
the elasticity greater. Since people have higher incones, apart
from envi ronnental concerns as such, a high incone elasticity of
demand for anenities, with people caring nore about anmenities as
their incones rise, could accentuate the tendency for the
el asticity to be higher today. A higher elasticity would nake

14



the property value | oss greater than estinmated here using the
Bl omgui st el asticity.

| V. DETRACTI ONS FROM PROPERTY VALUES | F UNDEVELOPED LAND
SUl TABLE FOR RESI DENTI AL USE | S DEVELOPED | N THE FUTURE

In addition to effects on val ues of existing residences
considered in the preceding section, a second effect is to
detract fromthe value of residential properties that will cone
into existence in the future. Considerable and within the range
of effect of the proposed peaker facility is zoned residential
that is not yet built up. |In addition, there is |land zoned for
agricultural uses within the incorporated areas surrounding the
proposed facility that m ght beconme residential, and a very nuch
greater amount of land in unincorporated areas which is not zoned
by municipalities but m ght eventually be devel oped for
residential use. |If land potentially devel opable for residences
becomes built up, and there is detraction fromvalue of each of
t he new resi dences of the sane magnitude as for existing
resi dences, the effect on property val ues could be nmagnified many
f ol d.

As evident fromFigure 7 presented earlier, much land within
range of effects of the peaker is not in residential use at the
present time. Figure 8 is a land use map for Libertyville. The
map suggests that nuch of the land within range of the peaker is
zoned for non-residential use and so m ght never be devel oped
residentially. Detailed zoning maps for Libertyville, Mindel ein
and Graysl ake were used to identify those areas zoned residentia
that are not yet built up and so are candi dates for future
residential devel opnent. An analysis was conducted of possible
effects of the peaker in discouraging some of this potential
residential developnment. The only land used in the analysis was
that zoned for single famly residences in the three
jurisdictions. Land zoned for nulti-famly residences and al
the additional |and potentially devel opable for residenti al
pur poses nentioned in the precedi ng paragraph were omtted from
the anal ysis. These would greatly add to the effect cal cul ated
her e.

Resi dential property values were re-calcul ated for each of
the rings in Figure 7 assum ng that |and zoned for single famly
resi dences that is not now devel oped will becone devel oped.
Conservative assunptions of $150 thousand per residence and two
resi dences per acre were used. Detractions from property val ues
due to the proposed peaker facility were re-cal cul ated using the
same nethod as described in the preceding part but assum ng
exi stence of the added residences.

The resulting estimated total |oss in property val ue
assum ng areas zoned for single fam |y resi dences becone built up
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is $25.1 mllion. The total loss is approximately twi ce the |oss
calculated in the preceding part that was confined to existing
resi dences only.

V. EFFECTS ON THE CHARACTER AND EXTENT OF FUTURE DEVELOPMENT

The fact that the area is nade | ess desirable by the peaker
facility wll make the vicinity |ess desirable to higher incone
persons, who val ue the character of their nei ghborhood the nost.
The hones that will be built are likely to be of |ower val ue than
woul d be built in the absence of the peaker facility. |If the
bl i ght - beget s-blight principle takes hold, the nei ghborhood could
becone so undesirable, that all or part of it that would be
devel oped for residences in the absence of the peaker facility
woul d be precluded from any devel opnent at all.

Even though estimtes becone nore conjectural here, this
does not nean that the possibility of these events should be
ignored. |If the anount of residential developnent is curtailed,
the entire value of the residences is lost to the area, not just
the detraction fromval ue of existing residences or residences
that will actually be built.

The estimated market val ue of new residential property if
| and zoned for single famly residences that is not now fully
devel oped becones fully developed is $257 mllion. The val ue
will be half this anmobunt or $128.4 mllion if discouragenent due
to the peaker results in only half of this |and becom ng
devel oped. The loss in property value conpared to what it woul d
have been is then $128.4 mllion fromloss of new construction
plus the I oss on detraction fromvalue on residences that wll be
in existence, which is equal to $12.7 million on presently
exi sting residences plus the loss of $6.2 mllion on residences
that still conme into being. The total of the |osses cones to
$147.3 mllion.

Losses from di scouragenent of new devel opnment may seem
"iffy", but they represent real risks that need to be taken into
account in assessing the future. A risk analysis should take
this type of scenario into account. The |osses are not certain,
but they are froma scenario that has a definite chance of
occurring. Building the facility would put the Libertyville area
at definite risk of bearing these |osses. The figures are
suggestive of the extent to which the future devel opnent of
Li bertyville and adjacent comrunities would be put into jeopardy
by the peaker.

Agai nst the downside risks, there are no offsetting
probabilities of upside gains. The only gains are the in-kind

16



gains if any that Indeck offers. They would be known with
certainty at the tinme the plant is built. Unless the certain in-
kind gifts are extrenely large, they do not justify the down side
risks. One is led to ask: Wy take these risks when there are
no probabilities of future gains?

VI.  PROPERTY TAX REVENUES

Owners of property whose value is affected would not be the
only ones to suffer |osses because of the peaker. An effect of
the detraction from property values would be to | ower tax
revenues for Libertyville and affected adjacent communities. The
| osses due to the peaker would fall partly on owners of affected
properties and partly on taxpayers at large in the jurisdictions
where the affected properties are | ocated.

| f a conservative property tax rate of 2.4 percent of market
val ue of property is assuned, the yearly |losses to taxpayers are
2.4 percent of the |osses calculated in the preceding parts.
Applying a 2.4 percent property tax rate, the range in yearly tax
revenue | osses Is from $306 thousand on existing residenti al
properties to the suggestive risk if half of new residenti al

devel opnment is discouraged of $3.5 mllion.

The property tax |losses are yearly |osses since the property
tax is collected every year. The present value of the |osses is
the capitalized value of |osses that occur in every year. |If the

interest rate used to discount future revenue streans is 8
percent, then the present value of the |losses is the yearly |oss
divided by .08. Wth the assuned property tax rate of 2.4
percent, the present value of the |osses to taxpayers is 2.4
percent divided by .08 or 30 percent of the property val ue

| osses. The range in present value of tax revenue | osses
corresponding to the range in yearly | osses considered in the
precedi ng paragraph is $3.8 million to $44 mllion.

The present val ues represent for exanple the anmount of a
bond i ssue which could be paid off with the tax revenues. |If the
tax revenues were used to increase services on a yearly basis or
reduce property tax rates to new |l evels that were continued year
after year, the present val ue equival ent would amount to 30
percent of the property val ue | oss.

VI1. WHERE | S THE BEST PLACE TO BU LD A PEAKER?

Agai nst | osses that will alnost certainly occur for existing
properties, and risks of potential |osses that as noted are nany
times greater than the | osses to existing properties, what are
the gains to the Libertyville and surroundi ng communities from

17



t he peaker facility? It has already been established that there
are no electricity gains. These gains go to the grid in general.
Li bertyville and surrounding communities will get their

el ectricity in undi m ni shed anounts regardl ess of whether the

Li bertyvill e peaker is built.

One woul d have to weigh any in-kind benefits prom sed to
Li bertyville fromthe owners of the facility to see if the
benefits were enough to justify the risks of the property val ue
| osses and ot her del eterious environnental effects beyond
property val ue | osses being considered by others in these
heari ngs.

Froma public interest point of view, how can peak
el ectricity demands best be net? The answer to this question
depends on the existence of sites alternative to Libertyville.
It is difficult to believe that there are not satisfactory sites
out si de the Chi cago ozone non-attai nnent area away from existing
or potential residential sites that would be preferable if one
t akes account of the costs inposed in the Libertyville area.

VITI. CONCLUSI ON

We have established that the proposed Libertyville peaker
can be expected to have del eterious effects on val ues of
residential property. A conservative estinate of the |oss on
presently devel oped residential properties is $12.7 mllion.

Ri sks of future |losses could run to $147.3 mllion. Yearly
property tax revenue | osses are estimated at 2.4 percent of these
anounts. The present value of tax revenue |osses is estimted at
2.4 percent divided by a discount rate of .08 giving a | oss equal
to 30 percent of |osses to owners of directly affected
properties. The range of present value of tax revenue |osses is
$3.8 million to $44 mllion.

Envi ronnent al and ecol ogi cal considerations not reflected in
property values are additional effects of the peaker not included
in the present property val ue study.

We have pointed out the need to consider alternative sites
t aki ng account of costs and risks to receiving communities. It
i s reasonabl e to suppose that, taking account of these costs,
sites other than in Libertyville, away fromresidential areas,
woul d enmerge as better places to build a peaker facility.
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