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BILL BACKLOG DROPS … FOR NOW
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Payment delays expected to grow in coming months

Illinois concluded fiscal year 2013 with
an overall bill backlog that was $1.4 billion smaller than the same time last year,
but the financial improvement is expected to be short-lived. The state moved into
fiscal year 2014 with an estimated total
bill backlog of $6.1 billion, compared to
$7.5 billion one year ago.

That progress was due largely to the state
collecting $1.3 billion more than expected during the Spring tax season. Seen as
a one-time occurrence, the revenue windfall came as residents and businesses
accelerated transactions to take advantage of the 2012 federal tax rates.

Following the receipt of these unexpected
revenues, the General Assembly passed
P.A. 98-11 and P.A. 98-17, authorizing an
additional $1.2 billion in fiscal year 2013
General Funds supplemental appropriation authority. The additional spending
was passed primarily to address exhausted appropriations for healthcare and
social service programs. The state agencies have not utilized all of these appropriation increases, so the IOC backlog is
expected to grow in coming weeks as the
state begins its budgetary lapse period.
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The Comptroller’s Office ended the fiscal
year with $3.280 billion in General Funds
payables, an improvement of $376 million from one year ago. Specifically, the
IOC had $2.197 billion in General
Revenue Fund bills, $752 million in
Education Assistance Fund bills and $330
million in Common School Fund
payables. The backlog of bills at IOC
accounts for only what has been submitted for processing and not what is held at
other state agencies.
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The chart of adjusted General Revenue
Fund (GRF) balances on June 30, 2013
shows a negative balance of $2.162 billion. At the same time last year, the
adjusted GRF balance was a negative
$2.810 billion. This does not include the
other General Funds which have slightly
larger backlogs than last year.
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In fiscal year 2013, base revenues
increased by 7.5 percent led by a growth
in income tax collections of 9.7 percent.
Base expenditures grew by 7.4 percent
led by increases in retirement contributions and transfers out of the General
Funds into other state funds.

BASE REVENUES

Revenue growth for fiscal year 2013 was
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due to a combination of increases in
income tax receipts, transfers in, and federal revenues. General Funds total base
revenue increased $2.531 billion, or 7.5
percent, through the end of June. Factors
impacting the state’s base revenues this
year include:
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• INDIVIDUAL INCOME TAXES:
Individual income tax receipts
increased $1.026 billion, or 6.6 percent,
through fiscal year 2013. Additionally,
the change in the percentage allocated
to the Refund Fund has impacted
receipts. Specifically, the share of individual income tax receipts set-aside for
refunds increased from 8.75 percent to
9.75 percent. Individual income taxes
receipts including the Refund Fund
increased by 7.8 percent.

• CORPORATE INCOME TAXES:
Corporate income tax revenues
increased by $716 million or 29.1 percent through the fiscal year. Deposits to
the Refund Fund from the corporate
income taxes were at a lower rate in fiscal year 2013, making the growth in net
deposits to the General Funds higher
than it would be otherwise. Including
the Refund Fund deposits, growth was
23.3 percent.
• SALES TAX: Sales tax revenues
increased by a modest $129 million or
1.8 percent.

• TRANSFERS: A transfer of $264 million from the FY13 Backlog Payment
Fund was the leading factor in the
growth in transfers in this fiscal year.
This transfer offset the $210 million
decline in transfers from the Capital
Projects Fund into GRF. Lottery Fund
transfers were up $16 million, or 2.5
percent and riverboat gambling transfers increased $5 million or 1.5 percent
through the year. It is also important to
note that those totals do not include
transfers from the Budget Stabilization
Fund.
• FEDERAL REVENUE: Federal revenues increased $472 million, or 12.8
percent, during fiscal year 2013, as the
state paid more Medicaid bills during
the year.

• OTHER RECEIPTS: As of the end of
June, all other state receipts were up
$100 million, or 3.3 percent from the
previous fiscal year. Specifically, inheritance tax receipts increased $58 million
and public utility taxes were up $38 million, while the sum of all other sources
increased, which offset the drop from
the final payment of $73 million from
the sale of the tenth riverboat license
received in fiscal year 2012.

BASE EXPENDITURES

General Funds base spending increased by
$2.485 billion, or 7.4 percent, through the
fourth quarter of fiscal year 2013, supported by strong revenue collections in April.
Spending increased by $1.406 billion in
April, decreased $371 million in May, and
decreased $182 million in June.

• SOCIAL SERVICES: The Department
of Healthcare and Family Services’
spending was down $764 million or 9.5
percent through the fourth quarter due to
a shift of state employee health insurance appropriations to CMS in fiscal
year 2013. Vouchers presented by the
Department of Human Services were
down $10 million or 0.3 percent through
June, and Department of Children and
Family Services expenditures were
down $88 million or 10.8 percent after
twelve months. Department on Aging
vouchers were up $228 million or 30.8
percent for the year.

• EDUCATION: Vouchers presented by
the State Board of Education were down
$196 million, or 2.9 percent through
June. Appropriations for General State
Aid for schools decreased $161 million
in fiscal year 2013. Vouchers presented
by higher education agencies, excluding
the retirement system, were down $121
million or 5.8 percent.

• RETIREMENT SYSTEMS: Teachers
Retirement System (TRS) vouchers
were up $294 million through June and
University Retirement System expenditures increased $584 million. Vouchers
from the State Employees Retirement
System were up $145 million.

• ALL OTHER: CMS had the largest
increase in vouchers presented for payment among the major agencies of $1.4
billion due to the transfer of state
employee health insurance appropriations to this agency. “All other” spending was up due to the payment of $264
million into the FY 2013 Backlog
Payment Fund.

• TRANSFERS OUT: Transfers out for
twelve months of fiscal year 2013
increased by $1.119 billion, or 25.9 percent, when compared to last year.
Statutory transfers were up primarily
due to an overall pay down of some of
the backlogged transfers and increased
transfers to the Healthcare Provider
Relief Fund. This does not include the
final repayment of $133 million from
the fiscal year 2011 interfund borrowing
and the transfer to the Budget
Stabilization Fund.
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WHAT LIES AHEAD

Although the backlog of General Funds
bills at the end of the fiscal year was lower
than at the end of fiscal year 2012, serious
long-term challenges remain.

On June 30th, Illinois had over $6 billion
in unaddressed obligations – even after the
additional April income tax revenues. In
addition to the nearly $3.3 billion in
unpaid bills at the IOC, there may be as
much as $900 million in additional fiscal
year 2013 vouchers arriving in the lapse
period, along with approximately $2 billion in unpaid state employee health insurance bills and Medicaid bills. The focus
this fall will be on the payment of remaining fiscal year 2013 obligations, which
may ultimately claim more than $4 billion
of fiscal year 2014 revenues as final
vouchers are forwarded to IOC.
After Illinois pays those obligations, the
outlook for the remainder of fiscal year
2014 is unclear. The office’s ability to pay
down the backlog further in 2014 will be
contingent on the final state spending
decisions and the performance of state
revenues. Due to the one-time nature of
many of the April income tax revenues,
overall revenue estimates for fiscal year
2014 are below fiscal year 2013 collections, while expenditures are expected to
increase due to increases in pension
obligations.
The General Funds fiscal year 2014
spending plan appears to be close to the
estimated fiscal year 2014 revenue collections, which means it would be unlikely
that the IOC will be able to reduce the
backlog and lessen payment delays during
the year. Additionally, during the course
of the year, payment delays will likely
increase from current levels as spending
pressures during the first half of the year
exceed expected revenues.

While Illinois appears to have made
improvements in its overall financial condition during the past year, much of that is
attributable to one-time revenue events.
Further action will be required before
Illinois can regain its fiscal footing, especially looking ahead to the scheduled
reduction in income tax rates during fiscal
year 2015.
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