Government Strategy Associates

4023 Terramere Avenue

Arlington Heights, Illinois  60004
M E M O R A N D U M

To:

Peter Weber
Executive Director, ISVMA
From:

Terry Steczo



Maureen Mulhall

Re:

Legislative Report

Date:                January 31, 2012



Get Ready … Get Set … Thud
The race to a May 31 General Assembly adjournment is beginning, and just as the sea of hopeful legislative faces will amble to the State Capitol full of confidence and optimism a fiscal report issued by the Civic Federation has thrown a proverbial truckload of cold water mixed with a sea of red ink at them. When legislators meet in Springfield today to begin their spring session they’ll have one eye on trying to leave in four months with some semblance of a workable budget in place, and the other eye on the political calendar and the March 20 and November 6 primary and general elections with their newly drawn districts now in place. That dynamic may be intensified by the Civic Federation report. 

The Civic Federation released a five year projection of state finances, taking into account large spending increases expected in Medicaid, debt service, pension and retiree health costs, and burgeoning amounts of unpaid bills among others. They also looked at state revenues, especially after the state income tax increase sunsets on January 1, 2015. The results are not for the squeamish. Huge increases are expected in Medicaid and health care costs due to incessant underfunding and other factors. Although the Governor’s recent three-year budget projection indicated those costs would be flat, the reality is that they haven’t been and won’t be. The Civic Federation report assumes 2% growth, which is also probably on the low end.  

Other significant spending increases through the next five fiscal years, according to the report, are pension costs, including debt service, that are projected to increase 35% by FY 2017. State employee group health insurance costs are also projected to increase by approximately 39% during that same period. Add to that the State’s total unpaid bills increasing from $9.2 billion to $34 billion by FY 2017, according to the Civic Federation’s estimates and the result is to disastrous to contemplate. The income tax increase sunset certainly creates the basis for the disaster scenario, but the intent of the Civic Federation study does not encourage extending it. They do, however, provide some recommendations that will help but in no way cure the problem. Some of the recommendations are possible while others range from improbable to impossible. Among them are: reducing COLAs for retirees and current employees; requiring all State retirees to share the cost of their health insurance premiums; aggressive implementation of Medicaid reform legislation passed in January 2011 (although the pilot program enacted two years ago has encountered numerous difficulties);  no additional borrowing;  no bargaining unit increases in FY2013 or in the foreseeable future; taxing retirement and allowable portions of Social Security income; increasing the tax on cigarettes; and defer any new economic development incentives until there can be a set policy and appropriate monitoring can be established to determine if objectives have been met.

With all this as background, tomorrow, February 1, is when the governor delivers his “State of the State” message. In it, he may lay out his plan for getting a grip on fiscal solvency. He will follow that with the presentation of his budget on February 22. From that date through the end of the session all eyes will be on the appropriations process and “making lemonade.” It will be interesting to see if his message or plan changes based on the release of the Civic Federation study.

Regardless of what the projections show, it will be up to the legislature to approve a budget. Last year the appropriations process was incredibly transparent with House Democrats and Republicans working together to craft a workable budget, gaining the support of support of Senate Republicans midway through the process and Senate Democrats, albeit kicking and screaming, at the end. The governor, aside from releasing his initial budget document was a non-entity in the legislative budget process and the appropriations committees, who were given wide berth, were able to cut administrative expenses and shift those funds to program lines that the governor had completely eliminated. 

An oft heard question is whether or not that same process will be followed this year. The best guess is yes, especially in light of the new study. The establishment of a budget target, carving out payment of fixed costs (pension, bond interest, etc.) first, and then allocating the remainder to the appropriations committees allowed the legislature to take a first step toward addressing the deficit … and also provided a good deal of political cover. If both parties seem to be working harmoniously about getting spending under control then it’s tough to point fingers and place blame. Also, for Democrats, it attempts to show that last year’s income tax increase was part of a plan to plug the fiscal hole, not add to it.

Regardless of the process the legislature uses to determine a final budget, there won’t be many smiles when the adjournment gavel comes down at the end of May. Even though state revenue estimates show a projected increase of between $500 million and $750 million for the next fiscal year, the state teacher pension systems threw the first cold water on the process with a report that an additional $1 billion would be necessary to meet their FY 2013 obligations. Add to that the $6 billion to $7 billion that the state still owes to providers and vendors and the outlook is bleak, to say the least of the projections beyond this coming fiscal year ring true. There have been initial projections that for the next fiscal year human services may be looking at a 5% cut, “quality of life” programs a 7% cut, and public safety may face an 8% cut. What happens after is anyone’s guess at this point.

The Illinois economy seems to be showing signs of recovery, but the legislature and the governor must tread very cautiously. Remember, even if they are able to whittle away at the current deficit and reach balance in three years they will do it at a time when the temporary income tax is set to expire and create another $6 billion to $7 billion deficit. So, as the legislative session clock starts to tick, the plethora of spending/budget decisions to be made is monumental and could cause many a sleepless night between now and the end of May.

Pension Discussions Heat Up
As the beginning of the session has drawn closer, even before the Civic Federation study release, conversations and corresponding newspaper stories and editorials have measured the potential for further pension reform. Two years ago the legislature enacted a three-tier system for prospective employees, but change for current employees has been embroiled in a heated, protracted debate over constitutional provisions that seemingly provide protection for those benefits.

Presuming the validity of the constitutional protection, the creative minds in the Capitol have been attempting to devise ways to have a positive budgetary impact without crossing the constitutional line. Changing the automatic cost-of-living allowance has been mentioned, as has the proposal that surfaced last year that would require some pensioners to pay for health care benefits via a means test. But one item that was mentioned during the last few weeks by both David Vaught, Director of the Governor’s Office of Management and Budget (GOMB) and also House Speaker Michael Madigan was a transfer of some or all pension payment obligations from the state to local school district for teacher’s pensions would save the state untold millions of dollars. The state picks up teacher pension contributions for all local school districts except the City of Chicago. Since teachers are not state employees, the rationale is that their actual employers should be picking up the tab. In light of the latest dire fiscal outlook this idea may get legs, and it’s apparently on more than one radar screen so it needs to be watched closely.

However, in Springfield ideas, both good and bad, are a dime a dozen. Cajoling enough votes to actually see those ideas come to fruition is another thing all together. Governor Quinn has indicated he will appoint a task force to look at possible pension solutions, and Senate President John Cullerton has also indicated an interest in trying to determine what might be possible to address the issue of benefits. The new study suggests that the legislature needs to “put the pedal to the metal” to see what kind of reasonable, long term fixes can be achieved.

Health Care Benefits Exchange Still Being Negotiated
There has been no further progress in the creation of the Health Care Benefit Exchange in Illinois. The Federal Affordable Care Act (ACA) mandates the development of Health Care Benefit Exchanges in each state by January 1, 2014. The Exchanges as must provide access (primarily through an internet website) to both public and private health insurance coverage for individuals and businesses with fewer than 100 employees. 
To date, according to recent studies, 39 states and the District of Columbia have introduced legislation that would establish a state exchange program. Among them, ten states and D.C. have enacted such bills into law. Two states, Massachusetts and Rhode Island, have authority to operate a state exchange. Exchange establishment legislation is currently pending in 12. 
The federal government has stated that it will provide opportunity for residents of a state to access a federally‐run Exchange if their state chooses to not establish an Exchange so the pressure is on the state to comply. Negotiations have been ongoing but time is getting short. House Bill 1577 is the vehicle for the Exchange legislation and it sits on 3rd Reading in the Senate after having passed the House. However, it’s a shell bill in its present form, waiting for the substance to emerge. To allow enough time to implement any provisions in time to meet the federal deadline a final version needs to be approved shortly after the session resumes,
Gaming Saga Continues
You can say one thing about gaming proponents, they don’t give up. Reports have surfaced that negotiations to revive portions of last year’s gaming proposal have been ongoing and the primary focus has been trying to address the governor’s objections to slot machines at race tracks by guaranteeing them a cut of proceeds from the other new casinos that are created. The idea has apparently gained traction.

The governor scotched slots at race tracks last year as well as at the state fairgrounds. The attempt by sponsors during the veto session to guarantee payments to the state fairgrounds rather than allow gaming failed to get that version of the bill over the hump, but no doubt served as a basis for the current discussions.

Chicago has made it clear that it wants a casino. If any proposal is eventually successful it will probably include the south Cook County suburbs and Lake County as part of the plan. The two other casinos proposed last year in Danville and Rockford might make the cut if it is necessary to have the votes of those legislators to pass the bill. But the road to passage will still be rocky because most realize that once Chicago succeeds in getting theirs it will be eons before another casino expansion will be taken seriously. Bloat is the reason why previous attempts to pass gaming legislation have failed.  Trying to accede to everyone’s wishes made those bills overly top heavy. Lightening them up to much may also deprive the sponsors of enough votes. Too hot or too cold. In that regard, after years of trying it will be interesting to see if they can find a recipe that’s “just right”
Reapportionment – One Final Word
The Illinois legislative and congressional maps have now received their “blessings” from the federal courts and will become an issue again after the 2020 census. Generally, in every redistricting year and in every jurisdiction that is required to adhere to the “one person, one vote” rule, there is going to be winners and losers. The “winners” invariably always insist that their maps have met the required constitutional standards while the “losers” generally wind up yelping about unfairness and filing lawsuits. As legitimate as the “losers” arguments may sound, those lawsuits rarely gain any traction and the efforts of the “winners” are most usually validated.

Just how difficult is it to change a map that has been drawn by the “winners”? Consider the recent circumstances in Texas. After the Republican controlled Texas legislature drew their new legislative and congressional maps they were contested in court by Democrats and others on the basis that they violated minority rights. A federal judicial panel agreed with the objectors and drew its own maps that allegedly gave minorities more voting power. The United States Supreme Court was asked to rule on the judicial panel’s efforts and they did … determining that the judicial court erred and threw out that map and giving a huge victory to the “winners”.

The major lesson to take away for future reference is that in reapportionment battles it’s much better to be a “winner”.

Legislative Turnover
State Rep. Charles Krezwick (D-Orland Park) has been appointed to replace Rep. Kevin McCarthy who resigned. 

State Sen. A.J. Wilhelmi (D-Joliet) has announced his intention to resign within the next few weeks. No replacement has yet been announced.

Session Schedule Dates/Deadlines
Here are the relevant dates for the legislative session. The non-session dates listed are times when legislators should be available at their district offices.

· February 10 – Senate Bill Introduction Deadline

· February 16 – House Bill Introduction Deadline

· February 22 – Governor’s Budget Message;

· February 12 – 16 – No session;

· March 9 – House/Senate Committee Deadline

· March 12 -16 – No session;

· March 30 – House/Senate 3rd Reading Deadline

· April 2 – 13 – No session;

· May 4 - House/Senate Committee Deadline

· May 25 - House/Senate 3rd Reading Deadline

· May 31 – Scheduled session adjournment

