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Introduction

Harvey, lllinois, was the first municipality to have its tax revenues garnished by the state comptroller for
failing to fund its local pensions. North Chicago followed.

Many more lllinois cities could face garnishment as the result of the same law that was applied against both
cities. A Wirepoints analysis of Department of Insurance data found that nearly 400 of Illinois’ 650 downstate
public safety pension funds did not receive their fully required pension contributions in 2016, meaning more
than 200 municipalities failed to meet their obligations.! A cascade of intercepts could bring even more chaos
to lllinois’ dire fiscal situation.

But tax intercepts in Harvey are not the real story. The real story is what’s happening on the ground in many
municipalities across the state. In too many communities, pensioners’ retirement security is being wiped out.
Homeowners’ equity is being destroyed. Businesses are being driven out by taxes. And cities are cutting back
on services. Nobody is winning; everybody is losing. The negative impact of the broader downstate pension
crisis can’t be overstated.

Wirepoints has performed an analysis of 180 lllinois cities with both a dedicated police and fire pension fund,
examining their finances and their pensions. The findings, which will be released in a forthcoming paper, are
alarming. Over the past 13 years — the time period for which individual pension fund data is available —
finances have worsened dramatically in cities across lllinois.

Listed below are a sample of 20 cities with populations above 25,000 where pensions are wreaking havoc and
putting pressure on city budgets.

4 Pension crises grow, put pressure on city budgets, taxpayer incomes h
Summary of police, fire, and IMRF pension data in 20 Illinois cities with populations above 25,000
Required taxpayer
Ratio of taxpayer contributions as a
vs. employee percentage of Combined Combined Ratio of active
Police Fire required General Fund unfunded unfunded workers to
funding funding contributions* revenues* liabilities, liabilities per pension
ratio ratio (Police, Fire, IMRF) (Police, Fire, IMRF) 2016 household beneficiaries**
City 2003 /2016 2003 [ 2016 2003 / 2016 2003 / 2016 (in millions) 2003 / 2016 2003 / 2016
Danville 40% / 30% 32% / 17% 3.9%/ 6.1% 16% / 26% $113.2 $3,252 7 $9,192 09/07
East St Louis 42% / 38% 29% / 13% 5.0x/ 7.1x 7% / 26% $773 $3.889 / $7,247 0.7/06
Kankakee 32% / 35% 32% / 19% 3.7x/ 5.9% 18% / 27% $91.4 $4,110 / $9,951 1.0/08
Springfield 51% [/ 54% 48% [ 45% 2.0x / 4.6% 14% / 28% $369.9 $3,050 / $7,347 14/71.0
Alton 34% / 32% 41% / 30% 3.9x/ 6.9x 16% /[ 20% $95.5 $3,985 / $8,177 0.9/06
Niles 57% / 39% 75% / 42% 2.6x / 4.5x 10% / 16% $97.0 $2,196 / $8,862 1.4/08
Rock Island 43% / 40% 49% / 32% 3.1x/ 5.0x 17% [ 24% $107.8 $2,768 / $6,970 09/08
Granite City 44% / 33% 49% / 26% 3.6x/ 5.6x 15% / 23% $82.9 $2,631/ $6,626 09/08
Melrose Park 54% [ 34% 53% / 24% 34/ 5.7% 7% / 20% $110.8 44,862 / $14,178 13711
Chicago Hts 74% [ 49% 67% [/ 45% 2.5% / 5.1% 13% / 22% $92.4 $1,959 /7 $8,730 14 /09
DeKalb 56% [/ 49% 46% / 39% 2.7x / 6.9x 12% / 20% $85.6 $2.368 / $5,722 1.5/1.0
Carbondale 58% / 50% 64% / 47% 2.0x / 4.0x 8% / 14% $44.8 $1,462 / $4,446 1.2/09
Moline 51% [ 43% 55% / 33% 2.6x / 5.0x 12% / 20% $117.4 $1,954 / $6,476 1.0/0.7
Peoria T72% [ 57% 69% / 55% 2.6x / 4.3x 10% [ 22% $260.7 $2,178 7 $5,543 11709
Galesburg 67% / 53% 70% / 48% 3.4x /[ 4.6x 12% [ 19% $55.4 $1,480 / £4,311 1.0/07
Quincy 64% / 53% 55% /43% 2.6x / 4.3x 16% / 20% $734 $1,763 / $4.241 1.1/08
Oak Lawn 66% / 52% 73% / 58% 2.7x / 4.2x 15% / 20% §133.5 $1,883 / $6,198 13/08
North Chicago 64% [ 34% 58% / 35% 2.5% / 4.1% 11% / 18% $50.7 $1,613 7 $7,432 19/1.2
Harvey 79% [ 51% 69% / 22% 2.5% / 4.4% 8%/ 16% $48.0 $817 / $4,988 1.1/09
Rockford 74% [ 58% 69% / 51% 2.8x / 4.3x 14% / 20% $318.2 $1.715 / $5,412 1.2/09
Source: Illinois Department of Insurance, “"Public Pension Report Book II Detailed Financial Data” 2003, 2016; lllinois Comptroller; U.S. Census Bureau; 2018 FOIA request from IMRF
* "Required taxpayer contribution” equals the sum of Police and Fire "Total Requirement due from municipality” and actual city contribution to IMRF,
required contributions for 2003 not available from DOI, 2004 required contribution used as proxy. '
\” Police and fire funds only. L /
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Overall, their funding ratios have either collapsed or remained near-insolvent. Many cities will see 20 to 25
percent of their general budgets consumed by pension costs next year. And taxpayers are putting in far more
toward pensions only to watch their systems’ funding ratios fall.

Little to nothing is being done to fix the crises. Local officials lack the power they need to make the effective
changes that could help turn their communities around. And the state, which sets all the mandates that
handcuff communities, refuses to hand over control to localities.

Illinois cities need major reforms immediately — from changes in retirement benefits to a roll back in
collective bargaining mandates. A recent in-depth Wirepoints analysis of Danville captured much of what'’s
needed to turn Illinois communities around. But for those cities that are beyond reforms, like Harvey and East
St. Louis, bankruptcy may be the only tool left that can protect retirees, residents and vital government
services.

More than just Harvey

The dire situation of lllinois’ cities was made more real when the state comptroller intercepted Harvey and
North Chicago revenues on behalf of their local pension funds. It demonstrated a simple fact that’s gone
unacknowledged: Illinois cities are reaching a breaking point.

In most cases, the promises granted to workers have grown so much that cities have been forced to choose
between funding pensions and funding basic operations. Or between funding pensions and paying for their
workers. Or between funding pensions and taking care of their roads.

Harvey fired 40 public safety workers in response to the comptroller’s intercept. But plenty of other cities
have had to make hard choices. Granite City has taken out loans to pay for pensions and has laid off four
police officers and seven firefighters. Springfield previously laid off police and fire workers, closed public
libraries and cut public works employees. Some communities have gone so far as to start selling assets to
make their pension payments. Alton is selling its water treatment plant in order to afford its pension
payment this year.

And in Danville, city officials have enacted a “public safety pension fee” that could amount to economic
suicide. Simply hiking taxes without changing any of the systems that drive up the cost of pensions won't fix
the problem. It will only drive more people away.

To get a full picture of how dire the situation has become, Wirepoints looked at several different metrics
related to both downstate pension funds and how they’re impacting municipal finances and residents.
Wirepoints compared downstate public safety pension data from fiscal year 2016, the most recent data
available from the lllinois Department of Insurance (DOI), to fiscal year 2003, the earliest year that individual
pension fund data is provided by DOI. lllinois Municipal Retirement Fund data for 2003 and 2016 was
provided via FOIA request from IMRF.

Harvey reached the end of the line first because it’s one of the state’s worst-off communities; its depressed
economy and endemic corruption played a vital part in its downfall. But look at the numbers — at the
collapsing funding ratios, broken budgets, and unsustainable tax burdens —and anyone can see that many
cities aren’t far off from breaking points of their own.

It's important to remember that taxpayers are burdened with far more than just their own city’s pension
debts. Those same taxpayers are also stuck with the state’s own $130 billion pension crisis and $56 billion in
retiree healthcare debts. School districts impose another $21 billion in debts of their own. And residents of
Cook County are burdened with another S7 billion in pension debts on top of all that.



http://www.wirepoints.com/springfield-fiddles-while-danville-burns-wirepoints-original/
http://www.wirepoints.com/springfield-fiddles-while-danville-burns-wirepoints-original/
https://www.google.com/amp/www.chicagotribune.com/suburbs/daily-southtown/ct-sta-harvey-layoffs-st-0411-story,amp.html
https://www.ilnews.org/news/statewide/with-few-options-local-towns-take-loans-sell-property-to/article_4596dcd8-23d9-11e8-85d8-2bace81f736f.html
https://files.illinoispolicy.org/wp-content/uploads/2014/12/The-Crisis-Hits-Home-Illinois-Local-Pension-Problem.pdf
https://www.ilnews.org/news/statewide/with-few-options-local-towns-take-loans-sell-property-to/article_4596dcd8-23d9-11e8-85d8-2bace81f736f.html
http://www.wirepoints.com/springfield-fiddles-while-danville-burns-wirepoints-original/
https://www.google.com/amp/www.chicagotribune.com/news/opinion/letters/ct-illinois-pension-tax-danville-20171211-story,amp.html
https://www.google.com/amp/www.chicagotribune.com/news/opinion/letters/ct-illinois-pension-tax-danville-20171211-story,amp.html
https://insurance.illinois.gov/Applications/Pension/FOIAReporting/FOIAPortal.aspx
http://www.wirepoints.com/understanding-the-numbers-behind-illinois-dramatic-pension-shortfall-wirepoints-original/
http://insurance.illinois.gov/Reports/Pension/pension_biennial_report_2017.pdf
http://www.wirepoints.com/understanding-the-numbers-behind-illinois-dramatic-pension-shortfall-wirepoints-original/
http://www.wirepoints.com/the-21-billion-debt-most-illinoisans-know-nothing-about-wirepoints-original/
http://insurance.illinois.gov/Reports/Pension/pension_biennial_report_2017.pdf

\"

Funding ratios fall toward insolvency

The funded ratio of a pension plan is one measure of how healthy a pension fund is. The ratio simply looks at
how much assets the fund has on hand today compared to the present value of the total benefits it has to
pay out in the future. Collectively, downstate police and fire pension funds owe $23.4 billion in benefits but
have only $13.4 billion on hand to pay for them. In other words, public safety pensions are just 58 percent
funded and have a $10 billion shortfall.

The U.S. Federal Employee Retirement Security Act (ERISA) requires pension systems in the private sector to
be 100 percent funded. The rule for the public sector should be no different. The further a pension falls from
100 percent funding, the harder it is to get back to it.

Unfortunately, a vast majority of downstate police and fire pensions are badly funded. Nearly 30 percent of
downstate public safety pension funds have less than half the money they need on hand today to pay out
future benefits. More than half are less than 60 percent funded. If any of these funds were operated in the
private sector, they would have already been declared insolvent many times over by now.

Worse, many cities’ police and fire funding ratios continue to stagnate or even fall despite the recent period
of stellar stock market returns. Chicago Heights’ police fund went from 74 percent funded in 2003 to less
than half funded in 2016. Harvey’s fire fund collapsed nearly 50 percentage points over the same period. And
Danville’s fire fund fell 15 points, to near total insolvency. It has only 17 cents on hand for every dollar it
needs to pay out future benefits. Even funding of lllinois Municipal Retirement Fund (IMRF) pensions have
declined. Pension contributions to IMRF are prioritized by law, yet funding has fallen far below 100 percent in
many localities. Of the cities below, 11 have seen their IMRF funding fall below 80 percent.

é Downstate pension funding ratios fall to near insolvency in cities across Illinois )
Summary of police, fire, and IMRF pension data in 20 lllinois cities with populations above 25,000
Police funded ratio Fire funded ratio IMRF funded ratio
Percentage Percentage Percentage
City 2003 2016 point change 2003 2016 point change 2003 2016  point change
Damville A% 30% -10% 32% 17% -15% 100% T2% -28%
East 5t Louis 42% 38% 4% 29% 13% -16% 161% 171% 10%
Kankakee 32% 35% 3% 32% 19% -12% 107% 30% -27%
Springfield 51% 54% 3% 48% 45% -3% 37% B0% -27%
Alton 34% 32% -2% 41% 30% -11% 100% 36% -14%
Miles 5T% 39% -18% 75% 42% -33% 953% 73% -20%
Reck Island 43% 40% 3% A4%% 32% -17% 106% % -29%
Granite City 44% 33% -11% 49% 26% -23% 105% T9% -26%
Melrose Park 4% 34% -20% 53% 24% -29% 135% 2% -54%
Chicago Heights T4% 49% -25% B7% 45% -22% 130% 92% -37%
Dekalb 56% 45% -T% 46% 35% -T% 82% 66% -16%
Carbondale 58% 50% 2% 4% 47% -17% 103% 73% -30%
Maline 51% 43% 0% 55% 33% -22% 124% 85% -38%
Pecria 2% 5% -16% 65% 55% -14% 2% B5% -
Galesburg 67% 53% -14% 0% 48% -22% 93% B3% -30%
Quincy 4% 53% -11% 55% 43% -12% 4% 24% -11%
Cak Lawn BE6% 52% -14% 73% 58% -15% 104% T9% -25%
Morth Chicago 4% 34% -30% 58% 35% -23% 120% 4% -2T%
Harvey T9% 51% -28% 65% 22% ~46% 161% 132% -2%%
Rockford T4% 58% -16% 69% 51% -18% 98% Te% -22%
\‘_SDLII'EEZ 1llingis Department of Insurance, "Public Pension Report Book I Detailed Financial Data® 2003, 2016: 2018 FOI& request from IMAF h 1. WIRE™) A '
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Pension shortfalls per capita jump

Wirepoints also looked as how much pension debt each city has amassed per household as a way to measure
the growing burden on residents.

The burden of cities” unfunded liabilities won’t fall on active employees as their contributions are fixed by
law. And the debts are unlikely to be paid off by investment returns.

So taxpayers on the hook. And the debt they’re on the hook for has grown considerably over the past 13
years. In Danville, pension debts per household tripled between 2003 and 2016, to more $9,000. Harvey

households are on the hook for nearly $5,000 in unfunded liabilities, six times more compared to 2003.

And households in Melrose Park saw their debt burdens triple, to a massive $14,000 in 2016.

Pension shortfalls impose bigger burden on households in cities across Illinois
Summary of police, fire, and IMRF pension data in 20 Illinois cities with populations above 25,000
Combined police/fire/IMRF ~ General Fund Unfunded liabilities as a Unfunded liabilities per
unfunded liabilities revenues percentage of General
(in millions) (in millions) Fund revenues household**
Percent Times Times

City 2003 2016 increase 2003 2016 2003 2016 more 2003 2016 more
Danville $43.1 $113.2 163% $18.6 $25.0 231% 452% 2.0x $3,252 $9,192 2.8x
East St Louis $43.3 $77.3 78% $18.5 $20.1* 234% 385% 1.6x $3,889 $7,247 1.9x
Kankakee $41.1 $91.4 122% $15.6 $25.1 263% 364% 1.4x $4,110 $9,951 2.4x%
Springfield $148.7 $369.9 149% $75.6  $1103 197% 335% 1.7% $3,050 §$7,347 2.4x
Alton $49.9 $95.5 91% $22.1 $32.8 226% 291% 1.3x $3,985 $8,177 2.1x%
Niles $26.4 $97.0 268% $28.5 $44.3 92% 219% 2.4x $2,196 $8,862 4.0x
Rock Island $44.6 $107.8 142% $21.2 $32.9 211% 327% 1.6x $2,768 56,970 2.5x%
Granite City $33.8 $82.9 145% $17.3 $26.1 196% 318% 1.6x $2,631 $6,626 2.5x%
Melrose Park $37.1 $110.8 199% $17.7 $40.2 210% 275% 1.3x 54,862 $14,178 2.9x
Chicago Heights $21.0 $92.4 340% $201  $31.9 105%  290% 2.8x $1,959 $8,730  4.5x
DeKalb $30.7 $85.6 178% $19.0 $33.0 161% 259% 1.6x $2,368 §5,722 2.4x%
Carbondale $14.5 $44.8 208% $171  $263 85% 170% 2.0x $1,462 $4,446  3.0x
Moline $36.1 $1174 225% $27.0 $42.8 133% 274% 2.1x% 51,954 $6,476 33x
Peoria $98.2  $260.7  165% $89.4  $92.1 110%  283% 2.6x $2,178 $5,543  2.5x
Galesburg $19.5 $55.4 184% $17.2 $22.2 113% 250% 2.2% 51,480 $4,311 2.9x
Quincy $29.0 $73.4 153% $159  $289 182%  254% 1.4x $1,763 $4,241  2.4x
Oak Lawn $42.0 $133.5 218% $32.5 $51.6 129% 259% 2.0x 51,883 56,198 33x
North Chicago $12.5 $50.7 307% $131  $21.0 95% 241% 2.5x $1,613 $7,432  46x
Harvey $7.4 $48.0 552% $16.9 $21.7 44% 221% 5.1x $817 54,988 6.1%
Rockford $101.4  $3182  214% $81.3  $1258*  125%  253% 2.0x $1,715 $5412  3.2x
Source: lllinois Department of Insurance, "Public Pension Report Book Il Detailed Financial Data” 2003, 2016; Illinois Comptroller; U.S. Census Bureau;
2018 FOIA request from IMRF
* 2016 General Revenue not available for Rockford and East St. Louis. Most recent available years: (2015, Rockford)
(2014, East 5t Louis) used as proxy. | ’ |
** 2003 household numbers not available from U.S. Census, 2000 household numbers used as proxy. k |
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Residents tapped out

Taxpayers in many cities are tapped out. lllinoisans already pay the highest property taxes in the nation. Yet
pension costs continue to rise every year, regardless of whether or not residents can afford it.

Wirepoints measured how tapped out residents are by measuring how much they are required to contribute
to pensions compared to the contributions of active city employees.

In 2003, taxpayers were already contributing twice as much to local pensions as employees in cities like
Carbondale and Springfield. Now taxpayers are contributing 4 times and 4.6 times more, respectively.

DeKalb taxpayers have it the worst. Taxpayer contributions have grown more than 180 percent since 2003.
Residents now contribute 6.9 times more to the city’s pension funds than employees do.

4 Pension costs have tapped out taxpayers in cities across Illinois h
Summary of police, fire, and IMRF pension data in 20 Illinois cities with populations above 25,000

Combined required Combined employee How much more taxpayers are

taxpayer contributions* contributions required to contribute compared

(in millions) (in millions) to employees

Percent Percent Percent

City 2004* 2016 increase 2003 2016  increase 2003 2016 increase
Danville $3.0 $6.5 115% $0.8 $1.1 35% 3.9x 6.1x 59%
East St Louis $3.1 $5.2 67% $0.6 $0.7 19% 5.0x 7.1x 41%
Kankakee $2.8 $6.8 143% 50.8 $1.1 49% 3.7x 5.9x 63%
springfield $10.4 $31.1 200% $5.1 $6.8 33% 2.0x 4.6x 126%
Alton $3.4 $6.5 90% $0.9 $0.9 8% 3.9x 6.9x 76%
Niles $27 $73 164% $1.0 $1.6 55% 2.6x 4.5x 70%
Rock Island S35 $8.0 129% S1.1 $1.6 41% 3.1x 5.0x 62%
Granite City $2.6 $5.9 131% $S0.7 S1.1 49% 3.6x 5.6x 55%
Melrose Park $3.1 $7.9 160% $0.9 $1.4 57% 3.4x 5.7x 65%
Chicago Heights $2.6 $6.9 169% $1.0 $1.3 31% 2.5x 5.1x 105%
DeKalb $2.3 $6.6 182% $0.9 $1.0 11% 2.7x 6.9x% 154%
Carbondale $1.3 $3.6 179% $0.6 $0.9 44% 2.0x 4.0x 94%
Moline $3.4 $8.6 156% $1.3 $1.7 36% 2.6x 5.0x 88%
Peoria $8.7 $20.5 135% $3.4 $4.8 40% 2.6x 4.3x% 68%
Galesburg $2.1 $4.3 110% $0.6 $1.0 59% 3.4x 4.6x 32%
Quincy $2.6 $5.9 125% $1.0 $1.4 35% 2.6x 4.3x 67%
Oak Lawn s4.7 $10.4 119% $1.7 $2.5 43% 2.7x 4.2x 54%
North Chicago S1.4 $3.8 176% $0.6 $0.9 66% 2.5x 4.1x 66%
Harvey $1.3 $3.5 171% $0.5 $0.8 56% 2.5x 4.4x 73%
Rockford $11.5 $25.0 118% $4.0 $5.8 43% 2.8x 4.3x 53%

Source: lllinois Department of Insurance, "Public Pension Report Book II Detailed Financial Data” 2003, 20162018 FOIA request from IMRF
* "Required taxpayer contribution” equals the sum of Police and Fire "Total Requirement due from municipality” and actual city |

\‘[ontribuﬂon to IMRF, required contributions for 2003 not available from DQI, 2004 required contribution used as proxy. _//
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Budgets getting squeezed

Pension costs are draining local finances. As city spending on pensions increases, the portion spent on
everything else — from public safety to social services to roadwork — falls.

Wirepoints measured the impact of that crowd-out by looking at each city’s required pension contributions
as a percentage of General Fund revenues.

Many cities are spending the equivalent of a quarter or more of their general revenues on pension
contributions. In Kankakee, pension contributions take up 27 percent of general revenues. And in Peoria,
pension costs consume 22 percent of the city’s budget, more than double what they consumed in 2003.

4 Pension costs have squeezed city budgets across Illinois h
Summary of police, fire, and IMRF pension data in 20 Illinois cities with populations above 25,000
General Fund Combined required Required taxpayer contributions
revenues taxpayer contributions* as a percentage of
(in millions) (in millions) General Fund revenues

City 2003 2016* 2004* 2016 2003 2016 Times more
Danville $18.6 $25.0 $3.0 $6.5 16% 26% 1.6x
East St Louis $18.5 $20.1 $3.1 $5.2 17% 26% 1.5x
Kankakee $15.6 $25.1 $2.8 $6.8 18% 27% 1.5x
Springfield $75.6 $110.3 $10.4 $31.1 14% 28% 2.1x
Alton $22.1 $32.8 $3.4 $6.5 16% 20% 1.3x
Niles $28.5 $44.3 $2.7 $7.3 10% 16% 1.7x
Rock Island $21.2 $32.9 $3.5 $8.0 17% 24% 1.5x
Granite City $17.3 $26.1 $2.6 $5.9 15% 23% 1.5x
Melrose Park $17.7 $40.2 $3.1 $7.9 17% 20% 1.1%
Chicago Heights $20.1 $31.9 $2.6 $6.9 13% 22% 1.7x
DeKalb $19.0 $33.0 $2.3 $6.6 12% 20% 1.6x
Carbondale $17.1 $26.3 $1.3 $3.6 8% 14% 1.8x
Moline $27.0 $42.8 $3.4 $8.6 12% 20% 1.6x
Peoria $89.4 $92.1 $8.7 $20.5 10% 22% 2.3
Galesburg $17.2 $22.2 $2.1 $4.3 12% 19% 1.6x
Quincy $15.9 $28.9 $2.6 $5.9 16% 20% 1.2x
Oak Lawn $32.5 $51.6 $4.7 $104 15% 20% 1.4x
North Chicago $13.1 $21.0 $1.4 $3.8 11% 18% 1.7x
Harvey $16.9 $21.7 $1.3 $3.5 8% 16% 2.1x
Rockford $81.3 $125.8 $11.5 $25.0 14% 20% 1.4x
Source: lllinois Department of Insurance, "Public Pension Report Book Il Detailed Financial Data” 2003, 2016; lllincis Comptroller
* "Required taxpayer contribution” equals the sum of Police and Fire "Total Requirement due from .
municipality” and actual city contribution to IMRF, required contributions for 2003 not available from l' ’ o

\DOL 2004 required contribution used as proxy.

v
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Less active workers, more beneficiaries

Looking at the number of active participants compared to beneficiaries is another measure of pension health.

Unfortunately, under that measure too many public safety pension funds are sick. Many Illinois cities now

have more beneficiaries drawing pension benefits than active workers contributing to the pension funds. In

fact, of the 20 cities below, only three still maintain a positive active-to-beneficiary balance.

In Niles, the active/beneficiary ratio fell 61 percent between 2003 and 2016. In 2003, there were 1.4 active

workers for every beneficiary in Niles. By 2016, the ratio had fallen to just 0.81.

Of the 20 cities, Alton is worst off. Its ratio fell to 0.6 in 2016 from 0.94 in 2003. That means the city has just 6

active workers for every 10 beneficiaries today.

Ratio of active workers to beneficiaries continues to worsen
Summary of police and fire pension data in 20 Illinois cities with populations above 25,000
Combined police and fire Combined police and fire ) )
. . . . Ratio of active workers to
pension membership, pension membership, . ..
pension beneficiaries
2003 2016
Ratio
City Actives  Beneficiaries Actives  Beneficiaries 2003 2016 decrease
Danville 124 134 108 155 0.93 0.70 -0.23
East St Louis 127 177 96 159 0.72 0.60 -0.11
Kankakee 121 118 116 138 1.03 0.84 -0.18
Springfield 485 350 469 486 1.39 0.97 -0.42
Alton 135 144 100 166 0.94 0.60 -0.34
Niles 115 81 100 123 142 0.81 -0.61
Rock Island 147 165 141 185 0.89 0.76 -0.13
Granite City 108 118 109 129 0.92 0.84 -0.07
Melrose Park 133 106 140 129 1.25 1.09 -0.17
Chicago Heights 154 109 137 152 1.41 0.90 -0.51
DeKalb 110 71 116 112 1.55 1.04 -0.51
Carbondale 82 68 94 102 1.21 0.92 -0.28
Moline 152 147 138 197 1.03 0.70 -0.33
Peoria 417 395 429 458 1.06 0.94 -0.12
Galesburg 98 102 90 123 0.96 0.73 -0.23
Quincy 140 128 128 160 1.09 0.80 -0.29
Oak Lawn 198 151 179 211 1.31 0.85 -0.46
North Chicago 85 44 89 77 1.93 1.16 -0.78
Harvey 109 102 100 110 1.07 0.91 -0.16
Rockford 554 464 550 594 1.19 0.93 -0.27
Source: Illinois Department of Insurance, "Public Pension Report Book II Detailed Financial Data” 2003, 2016 l ’

\* Beneficiaries include all inactives, including: regular retirees, disabled, survivors and deferred members.
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Overpromised, not underfunded

Most critics of the pension crisis will be sure to blame local politicians - and by extension city residents - for
underfunding municipal pensions.

But the reality is that the growth in pension promises have been so extreme that local politicians were put in
a no-win situation.

For three decades they’ve been forced to choose between funding out-of-control pension promises vs. local
operations and salaries. Since pension funds were largely out of sight, salaries were prioritized. In many
cases, they’ve grown far faster than the earnings of the city residents that pay for them.

And those salary increases, in turn, made pension promises even more costly. The last decade — when the
downstate pension crisis was already in full swing — bears that out. Public safety salaries in most cities have
far outpaced that of the earnings growth of the residents that pay for them.

r~ . . . . . -
Public safety salaries grow multiple times faster than the private sector salaries that pay for them
Growth in private sector median earnings vs. public safety average salary growth* in Schaumburg, Rockford and Peoria

Schaumburg Rockford Peoria
Up Up
. $81,227
Public safety 35% X $86.878 490,
Public safety =~ $95.854 3:26 salaries Public safety

salaries salaries
$60,112
§71,333 $58,496

$45,255 U p

$40,294 11% Down Up
$30,403
-—/\/N $25.681 $24,777 4%  $25.890 17%
Private sector worker earnings T — T M/'/—

Private sector worker earnings Private sector worker earnings

2005 2016 2005 2016 2005 2016

Source: Illinois Department of Insurance; US. Census Bureau
*Median earnings used to better demonstrate the typical private sector earnings in each city. Median earnings not available for public safety. | !
Average salaries used as a proxy, as average and median salaries in the public sector do not differ widely due to salary schedules. l

A look at the growth in total owed benefits across the state shows just how much those promises have
skyrocketed over the past three decades.

In 1987, municipalities owed a total of $2.6 billion in benefits to public safety workers and retirees across the
state. Today, that number has jumped to $23.4 billion. That’s nearly an 800 percent increase.

Those total owed pension promises have grown at a pace that’s swamped local economies, inflation and
household incomes. Inflation has risen by just 111 percent and household incomes by 127 percent over the
past 30 years.
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Public safety pension benefits overwhelm Illinois’ economy, taxpayer incomes
Growth of downstate police and fire pension benefits (accrued liabilities) vs. other indicators, 1987-2016

795%

607%

236%
127% 111%
O m -
Public safety Public safety State personal ~ Median household Inflation Resident
pension benefits pension assets income income population

Source: Illinois Department of Insurance, lllinois Comptroller, U.S. Bureau of Economic Analysis,

[
U.S. Bureau of Labor Statistics, U.5. Census Bureau l J WIREPOI \"l'S/

Pension promises have been growing at an extreme pace year in and year out for more than 30 years. On
average, benefits have grown 7.9 percent a year.

Growth has slowed slightly over the past decade — to an average of 6.2 percent a year, still more than three
times the rate of inflation — but the damage has already been done. Cities and taxpayers could never afford
to pay for promises that have compounded like that.

g ™y
Public safety pension promises grow at a compounded
rate of 7.9 percent annually
Accrued liabilities of downstate police and fire pension funds, year-by-year growth, 1987-2016
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Source: lllincis Department of Insurance i, Tj' WIREMDINTS
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But it’s not as if local communities didn’t try to keep up. Public safety pension assets managed to grow more
than 600 percent over the period, way faster than any other indicator as well. No matter how fast assets
grew, however, they weren’t enough to both make up for previous underfunding and the increase in
promised benefits.

Each city’s situation is different, obviously. Some communities have had better investment returns, more
realistic actuarial assumptions, have contributed more and maintained better funded ratios than others. But
in the end, most have been unable to keep up with their pension promises. Cities have started to run out of
options.

Worse yet, cities like Harvey, North Chicago and East St Louis have hit a point of no return. Their costs have
gotten so out of control that they’ve been using their pension assets to pay out annual benefits.
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Harvey is effectively bankrupt

Harvey is out of options. It has no more assets to sell. It can’t raise any more money. Its tax base is tapped
out and more than 4,000 property tax bills have gone unpaid — the most for any city in Illinois. Effective
property tax rates are already at nearly 6 percent of home values, and that’s being generous. Most homes
aren’t worth what the assessments say they are worth.

In virtually every way, Harvey is already operating as if it were in bankruptcy — only it’s choosing the terms.

To get around its fiscal shortfalls, Harvey is already defaulting on its bond payments. The city has not made its
required pension contributions for a decade. Now it’s laying off police and fire employees, cutting public
safety services at precisely the time it will need even more of them.

The problem is, this type of self-imposed bankruptcy is disorderly, unfair and chaotic — especially for small
communities that don’t have influence in Springfield.

The roots of Harvey’s problems are the same ones driving cities and towns all across lllinois into crisis. Harvey
just managed to get to the end of the path first because of its particularly deep economic plight and criminal
mismanagement. But many others are all stuck on the same path, dealing with the same impossible pension
math.

If Illinois cities are to get out of their impossible situation, that has to change.

That means giving municipalities the power to bring city retirement benefits in line with what their residents
can afford. It means empowering local leaders to alter collective bargaining agreements to bring labor costs
in line and make labor rules more fair. It means ending state-level mandates like prevailing wage rules and
reforming expensive systems like workers comp.

But for many cities, the time for structural reforms have probably passed. For those communities,
bankruptcy, if their particular circumstances are right and if it’s not already too late, is the only option that
can protect retirees, restore financial stability and assure basic services.

1 Unlike cities and their dedicated public safety departments, the 100 firefighter pension funds operating under Fire Protection
Districts will have a much harder time benefitting from the intercept law.
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