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CIVIC FEDERATION COMMENDS QUINN FOR COURAGEOQOUS STEP
TOWARD PENSION REFORM
Urges General Assembly to Reject Proposed Illinois Budget

CHICAGO (May 11, 2009) —The Civic Federation rejects Governor Pat Quinn’s
proposed $52.9 billion FY2010 operating budget because it raises taxes without fixing the
state’s core problems. The Federation’s new Institute for Illinois’ Fiscal Sustainability
released today a 90-page analysis of the budget, offering alternative proposals that would
more effectively stabilize the state’s finances while making the full certified pension
contribution of $4.5 billion. Copies of the report are available for download free of charge
at www.civicfed.org.

The Civic Federation commends Governor Quinn for proposing bold changes to the state’s
nearly insolvent pensions. The Federation strongly endorses the governor’s proposed move
to a two-tiered pension system, a reform this organization has advocated for many years.
The Federation urges the governor to reconsider his decision to eliminate increased
pension contributions for current and future state workers from his budget. The sheer scale
of the state’s financial debacle will require shared sacrifice by all Illinoisans; that sacrifice
must include all current and future state employees.

Illinois faces the formidable task of bridging a two-year budget deficit of $11.6 billion, but
the governor’s proposed budget does not focus sufficiently on overcoming the fiscal crisis,
diverting money into policy objectives instead. The budget proposes only $1.3 billion in
spending cuts, a level the Civic Federation finds inadequate. Moreover, the proposed
income tax increase of $3.15 billion will not be reserved to reduce the state’s staggering
existing liabilities. This was one of the main recommendations the Federation made in the
state budget roadmap it released in March. Instead, the budget increases spending by
12.3% over estimated FY2009 expenditures and funds an under-planned and
unprecedented capital program of $26 billion.

To make matters worse, the state proposes to reduce contributions to its woefully
underfunded pension systems by $3.0 billion over two years, an irresponsible action that
endangers the state’s fiscal solvency. Under current pension laws the state’s FY2011
required pension contribution is estimated at $5.4 billion, so if it fails to make the $4.0
billion certified contribution this year, it will be enormously difficult for the state to find
the political will to make the full payment in FY2011 and beyond. “The state’s unfunded
pension obligations are major contributors to Illinois’ growing budget deficit,” said
Laurence Msall, president of The Civic Federation. “Shorting the state’s pension
contribution while raising taxes to address the state’s structural budget deficit crisis is
illogical and counterproductive.”

- more -
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The Federation’s alternative proposal to balance the budget outlines options that would allow the state to
make the full certified pension contribution and target all new revenues to pay down existing
obligations. The plan calls for a scaled back income tax increase and deeper budget cuts. “The state has
reached a tipping point where it can no longer budget according to what is politically expedient,” said
Msall. “Whether or not state officials wish to recognize it, the only justifiable purpose for a tax increase
is to pay down the state’s massive existing obligations, including Medicaid providers and the staggering
$79 billion shortfall in state pension funds.”

Provided that pension and employee healthcare reforms and deeper spending cuts are implemented, the
Civic Federation could support a reasonable increase to the state income tax of one percentage point for
the personal income tax and 1.6 percentage points for the corporate income tax, which would raise
approximately $3.6 billion. The Federation supports some of the governor’s budget-balancing
mechanisms such as using $4.8 billion in federal stimulus funds, fund sweeps, and certain tax changes.
The governor and General Assembly will need to make difficult choices to balance the remaining deficit
of nearly $4.25 billion. The Civic Federation suggests that if the governor and General Assembly are not
able to find the will to make additional cuts in state spending, they should consider broadening the base
of the state’s two largest tax sources by eliminating the exemption on retirement income to be in accord
with federal and most state tax codes and/or re-impose the state sales tax on food and drugs as is
currently done by many municipalities in [llinois.

“These are not easy choices and the Federation does not lightly propose any tax increase in the middle of
a recession,” said Msall, “but it is important to note that the Civic Federation’s alternatives add up to a
budget of $48.55 billion that would still increase state expenditures by 3.3% over last year’s estimated
spending.” The reasoning behind the Federation proposal is to use revenue enhancements to set Illinois
on the path to fiscal sustainability, not push its obligations onto future generations.

The Federation opposes the governor’s $26 billion ///inois Jobs Now! capital plan as it is not tied to a
comprehensive planning process and is unaffordable now and in the future. The Civic Federation
believes that capital investment is desperately needed in Illinois to address deteriorating infrastructure
and create jobs. Unfortunately, the state has failed to prepare and make publicly available a
comprehensive capital improvement plan (CIP) that assesses needs and prioritizes projects according to
those needs. From a fiscal perspective, the Federation is very concerned that the governor’s proposal
fails to provide an adequate revenue stream to pay the debt service on the capital programs after the third
year and extends all the state’s current capital debt, which would have expired within the next 15 years,
to 2045.

The Civic Federation insists the state must create a CIP so it can spend taxpayer-supported funds
efficiently and effectively. “Citizens deserve concrete plans before being asked to support an
unprecedented $26 billion capital program,” said Msall. The Federation is also concerned that the large
amount of debt proposed in the capital budget would jeopardize future state borrowing for decades to
come.
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The Institute for Illinois’ Fiscal Sustainability at the Civic Federation is made possible by a generous grant from the John D. and Catherine T. MacArthur
Foundation. The Institute’s mission is to improve the State’s decision-making process by providing timely fiscal policy analysis and recommendations to
State officials, the media, and the public through education and digital outreach.



