Comptroller Loleta A. Didrickson July 1998
A

OVER STORY:

A Plan in Place - ﬂvemuew of
Fiscal Year 1999 Budget

Legislative consensus on the
338 billion fiscal year
1999 budget was
reached on May 23rd
and approved
— by the
\ Governor on
June 4th.
Both a posi-
Budget | tive state fis-
: | cal position
Session | and the

Adjournment absence of
wrangling
1 overedu-
e cation fund-
ing allowed for the
earliest budget session
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budget session was tax
relief for both individu-
als and businesses (see
Unit Cost page 2),
expansion of the state’s
Circuit Breaker
Program which pro-
vides cash grants to the
elderly to help offset property
taxes and pay for medication,
and implementation of the second
phase of the Kid Care Program which
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provides health insurance coverage for
children of the working poor.

By convening a special session last
December, the General Assembly
addressed many of the funding con-
cerns and inequities for public elemen-
tary and secondary education. With
predetermined foundation levels of
funding in place through fiscal year
2001, and hold harmless grants
designed to make sure no school dis-
trict received less funding than the pre-
vious fiscal vear, the special session
effectively removed a major stumbling
block which has stalled budget negoti-
ations over the last several years.

Budgeting decisions were also
made simpler due to the solid financial
footing in the state’s General Funds
which accounts for more than half of
the state budget and acts as it’s main
operating fund group. Throughout the
first half of the decade, lawmakers
were constantly faced with scrutinizing
each and every aspect of the budget

See COVER STORY, page 6
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During the recently concluded leg-
islative session, the General Assembly
passed HB 2363 which raises the stan-
dard income tax exemption and changes
the formula for computing tax liability for
multi-state businesses operating in
[llinois.

The standard exemption for individ-
ual taxpayers and their dependents will
increase for the first time since the state
income tax was imposed in 1969. During
that period the Consumer Price Index
has quadrupled, while the [llinois stan-
dard exemption has remained unchanged
at $1,000.

Under the legislation, the standard
exemption will increase to 81,300 for
income earned during 1998, 31,650 for
1999 income, and 52,000 for 2000 income.
With Illinois’ 3% individual income tax
rate, the savings will be 89 per deduction
for 1998 income, $19.50 per deduction for
1999 income, and 530 per deduction for
2000 income, The Department of
Revenue estimates that state revenues
will be reduced 896 million from income
earned in calendar 1998. When fully
phased in, the estimated annual reduction
in revenues will be 3326 million.

Prior to the passage of HB 2363, the
[linois taxable income for multi-state
businesses is determined using a three
factor formula. The share of income
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come Tax Changes

attributed to Illinois is computed by multi-
plying total corporate income by 50%
times the share of corporate sales in
Mlinois plus 25% times the share of corpo-
rate assets in [llinois plus 25% times the
share of corporate payroll in [llinois.

The new legislation creates a three
year transition period which ultimately
will have the allocation of income to
Illinois based on a single factor, the share
of corporate sales in [llinois. Illinois will
join lowa and Nebraska as the only states
that apportion income with a single sales
factor. This formula change, as illus-
trated in the example, will reduce the tax
liahility for companies with a large share
of their assets and payroll in [llinois, but
increase the tax liability for companies
with large sales but few assets or employ-
ees in [llinois.

See UNIT COSTS | back page
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Changing the Way the State Does Business
Brings Positive Results

[n announcing its recent decision
to upgrade Illinois’ credit rating,
Moody's Investor Services cited both
continued strong economic fundamen-
tals and “improved financial results.”
Even in years when the credit ratings
fell, the state was still recognized as
having a strong underlying economy.
The weak link, however, was that the
financial performance of state govern-
ment was not on a par with its econ-
omy. The good news for the people of
[linois is that recent changes in how
the state does business have helped to
get the state's fiscal house in order,
and that those efforts have been recog-
nized by the financial community.

Throughout the 1990s, llinois has
had a strong economy. The painful
restructurings that the state experi-
enced in the 1970s and 1980s posi-
tioned the state to take advantage of
the growing export sector of the U.S.
economy. As aresult, [llinoisans have
henefited from unemployment rates
that have been below the national aver-
age for several years. These factors
have always been a positive note in the
ratings reviews that were done on the
state over the last ten years,

With a strong economy a constant
plus, it is the improved financial condi-
tions that have brought about the
upgrade in the state's credit rating. In
their recent announcement of the
upgrade (to Aa2 from Aa3), Moody's
cited a number of important factors
that have demonstrated improvement
since fiscal year 1995:

1. the backlog of unpaid bills has been
hrought current;

2, social service costs (especially
Medicaid) have been brought under
control;

3. continued strong revenue growth;
ancl

L. end of fiscal year 1998 General
Funds halanci
5950 million,

From 1990 through 1995,
Medicaid spending grew at an aver-
age annual rate of 17.5%. Since then,
however, those costs have grown at
3.5% per year, due in part to a freeze
on reimbursement rates for certain
provider groups. The budget for fis-
cal 1999 includes some rate adjust-
ments which would cause Medicaid
spending to grow at 9.0%. Medicaid is
one of the largest single components
of state spending, and the area that saw
some of the longest payment delays
during the state’s fiscal crisis.
Eliminating the backlog of unpaid
Medicaid hills and slowing the growth
in liabilities has been a key factor in
shoring up the state's financial condition.

In addition to slower growth in
Medicaid claims, the state has had the
benefit of continued strong growth in
revenues, particularly from income
taxes. Unlike the early part of the
decade, when revenues were coming in
below expectations, the strong state
economy has fueled an unprecedented
growth in revenues. The combination
of reining in the growth in spending
and above average revenues has
allowed the state to end fiscal year 1998
with the largest General Funds balance
in history—=S1.2 billion. Only seven
years ago, the balance in the General
Funds at the end of fiscal year 1991 was
$100 million, or 1/12th of this year's
ending balance.

Another factor influencing Moody's
decision to raise the state’s credit rat-
ing was the recent enactment of the
Truth in Budgeting Act. This Act,
which was a major initiative of
Comptroller Loleta Didrickson, is
intended to keep state budgets
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“honest,” now that the state has its fis-
cal house back in order. As noted by
Moody'’s “...the state passed legislation
to require the enacted budget to be
balanced on a modified accrual basis,
which will deter the recurrence of the
practice followed in the early 1990s of
deferring bills while balancing the bud-
get on a cash basis only.”

The rating agency also noted that
[llinois continues to be one of the few
states that does not have a Rainy Day
Fund. However, this was more of a
critical factor when the balances were
extraordinarily low and the amount of
unpaid bills was large and growing.
The financial community recognizes
the need to keep balances over and
above normal operating balances “as a
cushion against unforeseen circum-
stances,” whether they are segregated
into a Rainy Day Fund or left on-hand
in the operating funds. Were Illinois to
enact and adequately fund a Rainy Day
Fund, then there would be less of a
need to keep as large of an end of year
balance. Perhaps of equal importance,
by putting the money into a Rainy Day
Fund, the state would reduce the temp-
tation to spend the balance simply
because it was there. A
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Financial Status of Local
Governments

The State of [llinois currently has
well over 7,000 units of local govern-
ment and special taxing districts - the
most of any state in the nation. It is the
responsibility of the Office of the
Comptroller to monitor and report on
those governments’ financial status.
Earlier this year the Comptroller
issued the The Local Government
Finance Series report for fiscal years
1992-1996, pursuant to the Fiscal
Responsibility Report Card Act'. The
Local Government Finance Series pro-
vides an analysis of financial informa-
tion submitted to the Comptroller from
fiscal year 1992 through fiscal year
1996 and includes a summary of rev-
enues, expenditures and fund balances
for fiscal year 1996 data and trend
analyses within each of these cate-
gories.

Local Government Finance Series Report
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In Mlinois, 1,288 municipalities and
101 counties are required to file an
Annual Financial Report (AFR) with
the Comptroller's office. As of this
writing, 1,258 municipalities and 100
counties have submitted AFRs for fis-
cal year 1996.

Current law requires all cities and
counties with population under 500,000
to file specific financial reports with
the Comptroller’s Office. However,
some municipalities are delinquent in
filing, those include: Alorton (under
federal investigation), Aurora, Batavia,
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Broadwell, Bush, Eldara,
Granite City, Hidalgo,
[ola, [roquois,
Kaskaskia, National
City, North
Chicago,
Papineau,
Pittsburg,
Ridott,
Robbins,
Robherts,
Sandoval,
Scottville,
Springerton,
Stoy, Strawn, and
Union.

Due to the population
set under statute, the City of Chicago,
Cook County, Lake County, and
DuPage County are exempt from
the law. However, those units of
government voluntarily comply
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The City of Chicago col- 8% —
lected 5519.7 million from e oy
state and $665.1 million from  Recreation — | — Siiblic
the federal government in fis- 7 lt 3%
cal year 1996. Cook County Health and 7 NN
received fiscal year 1996 rev- Welee o
enues from the state totaling Public Works and Cotvestions 0%
$155.3 million and federal funds total- Trana%:»g;tation Judiclary 0%

ing $41.4 million. For the last three
years the Comptroller's Office pushed
legislation (HB 3473 last session) to
ensure all units of governments submit
financial information to the state.
However opposition from the City of
Chicago and Cook County kept the bill
from passing.
Municipalities

Of the 1,289 municipalities
required to file annual financial infor-
mation with the Comptroller's Office,
1,258 or 97% were in compliance with
the law. It is important to note that fis-
cal year 1996 is the first year that the
data collected allows for examination

a

of data by fund instead of a
Memorandum Total Column, which
provides aggregate totals. This type of
analysis allows a closer examination of
the General Fund apart from
Governmental Fund Types.

The largest revenue source for
reporting municipalities in Municipal
Fiscal Year 1996 (MFY 96) was the
Property Tax with a total collection of
4986 million. However, an examination
of General Fund revenues reveals the
primary source of operational rev-
enues came from Sales Tax, which

See LOCAL GOVERNMENT , page 14



STATE TAX FREEDOM DAY 4 IIH\'

(May 10) arrived one day L
expanding economy, the “pro )
tax system, and the 1990 and 1993 tax increases (which, it
should be noted, were applied primarily to America’s
wealthier citizens). The TF also calculated a “daily tax bite”
to illustrate what they believe to be the growing tax burden
of Americans. They estimate that Americans will spend 2
hours and 50 minutes each work day to pay taxes, the
majority of which (1 hour and 55 minutes) will go towards
payment of federal taxes — two minutes longer than in 1997,

“Tax Freedom Day” varies for the states due to differing
levels of affluence and differing taxation policies among the
states. For example, there is a significant difference
between the states of [llinois and Vermont in terms of the
threshold for levying a state income tax. In Illinois, single-
parent families of three earning $3,000 in 1997 were
required to pay state income taxes. In Vermont, such fami-
lsies would not have to pay until their earnings exceeded
$22,900.

The methodology used by the TF to calculate Tax
Freedom Day and the claims regarding the rapid growth of
taxes are disputed by the Center for Budget and Policy
Priorities (CBPP), another Washington D.C.-based non-
profit organization. According to the CBPF, taxes are not
rising dramatically for the average American family and the
TF’s calculations distort the overall tax picture for average
American families. The CBPP claims that the TF's method-
ology is flawed in several areas, including: counting state
capital gains taxes without counting the income on which
the tax was levied; counting state/local government employ-
ees’ pension payments as taxes but not federal employee
payments; counting rent paid by private companies for gov-
ernment-owned space as taxes; and attributing federal estate
taxes to middle-income families,

According to the CBPP: “The TF's statement that taxes
absorb 38.2 percent of a median two-earner family’s income
includes an estimate that this median family pays 26.2 per-
cent of income in federal taxes. . . .The respected, non-parti-
san Congressional Budget Office has reported that the fed-
eral tax burden on families in the middle fifth of the income
distribution equaled 19.7 percent of income before the
effects of the 1997 Taxpayers Relief Act are taken into

account.” %
JurLy 1998 [Fiscal Faous
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A Plan In Place

with an eye toward saving money as
the state faced it's worst financial crisis
in history. However, due to rapid eco-
nomic expansion in the second half of
the decade, strong revenue perfor-
mance has restored fiscal health. Over
the first four fiscal years of the decade,
the average annual increase in base
revenues (excludes shortterm bor-
rowing) to the General Funds was 5562
million or 4.3%. Over the last five fiscal
years, the average increase in rev-
enues has been $1.051 billion or 6.3%.
For fiscal year 1999, the level of
General Funds spending authority has
been set at $19.780 billion, an
increase of $1.433 billion or 7.8%
over fiscal year 1998 appropria-
tions of $18.346 billion. Of the

and their appropriation levels for fiscal
vear 1999 include: Judicial agencies
(8271 million - up 8.1%); Legislative
agencies (559 million - up 3.3%);
Elected Officials (5215 million - up
2.2%): and all other agencies (5259 mil-
lion - up 9.2%).

Education

Of the 5696
million increase in
educational fund-
ing for fiscal year
1999, 5547 million
or 78.6% is for public
elementary and sec-
ondary education - an increase of 11.8%
over 1998.

$1.433 billion increase for fiscal
year 1999, $1.060 billion or 74.0%
was for awards and grants with
$368 million or 25.7% for opera-
tions. The $51.433 billion increase
in spending authority for fiscal year
1999 represents the largest one-year
dollar increase in appropriations in the
history of the General Funds and
accounts for 19.4% of the 37.378 billion
increase since 1990. Over the past six
fiscal years, General Funds spending
authority is up $6.250 billion.

Education remained the top fund-
ing priority for lawmakers in fiscal year
1999 as 48.6% of increased appropria-
tions to the General Funds were for
this function of government. After
increased spending authority of $579
million or 9.4% in fiscal year 1998, edu-
cation appropriations increased 3696
million or 10.4% in 1999, Over this two
year period, the increase in education
appropriations accounted for 51.2% of
the total increase in the General
Funds.

Code Departments, which include
most of the major state agencies such

. as Public Aid, Human Services,

Corrections, and the State Police
received increased General Funds
appropriations of $689 million or 6,3%
accounting for 48.1% of the total
increase in spending authority for fis-
cal year 1999. Together with
Education, these two sectors of state
government accounted for 96.7% of the
increase in spending authority for fis-
cal year 1999,

Other areas of state government
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categorical programs offset most of the
decrease. Retirement contributions are
up 389 million or 18.0% due to the
statutory commitment made to eventu-
ally reach full actuarial funding.
Higher education appropriations of
$2.219 billion from the General Funds
in fiscal year 1999 represent an
increase of 5148 million or 7.2% over
1998. Spending authority for opera-
tions is up 6.1% or 585 million while
erant spending authority increased
9.3% or 563 million. State
Universities, which account for
more than 57% of higher education
funding, increased 568 million or 5.6%.
Funding for the State Universities

Passage of extensive funding
reforms in a special session of the
General Assembly was the driving fac-
tor in the significant increase in ele-
mentary and secondary appropria-
tions. Legislation set the foundation
level of per pupil funding (level which
is considered to be necessary for stu-
dents to receive an “adequate” educa-
tion) at 34,100 for fiscal year 1998 and
$4,225 for fiscal year 1999. Foundation
levels were predetermined during the
special session and continue to
increase each year through fiscal year
2001,

Of the $547 million increase in ele-
mentary and secondary education
appropriations, $526 million is for
awards and grants and 521 million is
for operations. Appropriations for
awards and grants include apportion-
ment (which is distributed to schools
through a special equalization for-
mula), categoricals (which are distrib-
uted based on specific program
requirements), and retirement contri-
butions. Apportionment or general
state aid appropriations for fiscal year
1999 total $2.923 billion, $452 million
or 18.3% more than 1998, reflecting the
increased foundation level,
Categorical grant spending authority
declined $15 million or 1.0% from the
1998 level as S153 million in fiscal year
1998 categorical programs were
unfunded for 1999. Increases to other

6

Retirement System (included under
the Board of Higher Education in the
accompanying table) increased over
$20 million or 11.0%. Student
Assistance Commission spending
authority increased $27 million or 8.3%
and Illinois Community College Board
funding was up 515 million or 5.4%.
Code Departments

Of the $689 million or 6.3%
increase in General Funds appropria-
tions for Code Departments, 61.5% or
$424 million is directed to the
Department of Public Aid. The $424
million or 10.6% increase for the
Department brings the total General
Funds spending authority level to
$4.430 billion for fiscal year 1999.
Nearly 95% or 3400 million of the
growth in Public Aid appropriations is
for medical assistance grants.

Base growth in general medical
assistance of $125 million accounts for
the largest portion of growth (29.5%).
Another 24.3% or
$103 million of the
increase in spend-
ing authority will
be used for the Kid
Care Program
which extends '
health coverage to
tens of thousands
of uninsured chil-
dren in low-income




families. Other increases
at the Department include:
870 million in Long-Term
Care appropriations to
fund a 3% cost of living and
per diem increase; S65
million in Hospital
Outpatient Reform; $18
million for rate adjust-
ments in children’s hospi-
tals; and 519 million in
administration including
$14 million for a medical
and data warehouse.

The second largest
dollar increase among
Code Departments is for
the Department of
Corrections. General
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Funds appropriations of
$1.054 billion for fiscal
year 1999 are $108 million
or 11.5% higher than the
5946 million appropriated
in 1998 including a 5113
million or 12.3% increase in

Center receives an addi-
tional $9 million in spend-
ing authority for fiscal vear
1999 as the facility
- becomes fully operational.
Member initiatives
(see Centerpiece pg. 8)
were the driving force
behind the significant per-
centage increases in
General Funds spending
authority for three Code
Departments. The
Department of Commerce
and Community Affairs
(up 832 million or 47.6%)

- along with the
Department of Natural
Resources (up $37 million
or 34.2%) and the
Department of
Transportation (up $22
million or 34.8%) all
received spending author-
ity within their budgets for
various community
endeavors,

General Funds spend-
ing authority at the
Department on Aging
increased $30 million or
17.7% to $199 million for
fiscal year 1999. Nearly
75.0% or $22 million of the
increase at the
Department was for the

Homemaker cat-
egory of the
Alternative Care
Program. State
tax dollars for
this program
assist the
elderly with per-
sonal care mat-
ters, homemak-
ing tasks, and
other basic ser-
vices,

Department
of Agriculture
appropriations
for fiscal year
1999 from the
General Funds
total $55 million,
$9 million or

operations. A $63 million increasein  lion and $8 million are appropriated 19.7% above 1998,
personal services accounts for 58.3% of ~ respectively for the new Pinckneyville A nearly 57 million
the overall General Funds increase for ~ and Decatur Correctional Centers. increase in horse
the Department. In addition, $22 mil- ~ The Tamms Super-Max Correctional racing purses to

See COVER STORY, back page g
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The maxim “all politics is local” is never
so0 true as during the creation of the state’s
annual budget. Legislators who have spent
months grappling with “big picture” spending
decisions shift their focus to small projects
that will help the voters back home. The dis-
tribution of member projects is a time hon-
ored political function that takes place at both
the state and federal level. Although these
projects (referred to as member initiatives or
member projects in Illinois state government)
constitute only a fraction of the budget, the
distribution of and amount spent on member
initiatives can serve as a barometer of the
state’s overall health and political future.

A review of recent [llinois history shows
that during the cash-strapped early 1990s,
very little money was available to fund mem-
ber projects. Legislators and the Governor
had their hands full dealing with budget short-
falls. Asa result, little time — and cash —
went into member initiatives. The funding for
member projects grew in the mid-1990s when
Mllinois’ economy began to recover, and
quickly became a tool used by both political
parties to foster good will among their con-
stituents.  With Illinois experiencing unprece-
dented economic growth, fiscal year 1999 will
herald the largest member initiative budget in
recent history.

Usually the final slice of the budget pie,
decided in the annual budget process, a num-
ber of factors contribute to the amount and
distribution of member initiatives. Obviously,
the state's overall fiscal health is the deciding
factor in the amount spent on member pro-
jects. Competing state needs, however, will
also determine how much can be spent on
projects that do not benefit the entire popu-
lace. One such issue was education funding
reform. Although the state's economy steadily
improved in the mid-1990s, critics could still
point to the lack of an education funding solu-
tion in critiquing the budget.

The reform package passed by the legisla-
ture in late 1997 effectively removed education
funding from the table. With education fund-
ing out of the mix, few spending issues

Fiseal Forus Jury 1998

emerged during the 1998 legislative session to

compete with member projects. Two issues
receiving discussion were an increase in the
pension formula used for the Teachers’
Retirement System and Chicago Teachers’
Pension Fund, and a cost of living adjustment
for homecare providers, Both were resolved
in the final budget package to the satisfaction
of their proponents and the administration,
clearing the way for a relatively “guilt free”
member initiative budget.

As presented to the members of the
General Assembly, the fiscal year 1999 budget
contains approximately 5180 million in mem-
ber initiatives paid for out of the General
Revenue Fund (GRF). The actual amount
attributed to member initiatives is higher, any-
where from 5220 million when spending from
the Road Fund and other funds is included.
But it is important to remember that the addi-
tion of member initiatives always represents a
change from the Governor's budget proposal.
This vear, the legislature agreed to the largest
member initiative budget in recent history.

So where, exactly, does the money for
member initiatives come from?
Representatives of the General Assembly
point to increased revenue estimates, a low-
ered end of year balance, and strategic cuts in
the Governor's budget plan in explaining $200
million plus in additional projects. Before the
spring legislative session had ended, the
Governor's Bureau of the Budget announced
increased revenue estimates of approximately
5250 million. The projected fiscal year 1998
year end balance also was adjusted from 5750
million (the number used in the Governor's
budget proposal) to $700 million. This effec-
tively freed up 550 million in spendable funds
that could be used for member projects.

Even with additional revenues, some cuts
were needed to fit member initiative spending
into the overall budget package. According to
General Assembly staff, the majority of adjust-
ments were made in the area of human ser-
vices. Spending on certain child care pro-
grams administered by the Department of
Human Services (DHS) was reduced by $24
million. Due to lower than anticipated case
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load, another $30 million was cut from the
Temporary Assistance for Needy Families
(TANF) program within the DHS budget.
The legislature also decided to lengthen the
Medicaid payment cycle from 22 to 24 days,
resulting in freeing up of 5175 million from
that program.

Legislative budgeteers make a point to
explain that reductions macde to the budget
will have no impact on the level of services
provided by the state, and certainly no nega-
tive impact on any population. They are also
quick to emphasize that member projects are
one-time expenditures, and as such are not
included in the state’s budget base, While
that statement is generally accurate, some
member initiatives inspire the proposal of
related projects in subsequent budget years.
Nevertheless, the fiscal year 1999 member ini-
tiative budget reflects a healthy economy, and
has not displaced essential state spending
needs.

Less obvious than the size of the member
initiative budget is the way in which that
spending is used for political purposes.
Legislative leaders started budget talks with
an agreement to split member initiative spend-
ing down the middle, with each political party
receiving 50% of the total amount. Each
party would have 390 million in GRF spend-
ing, $10 million in Road Fund projects, and
$10 million in projects paid for out of the
Capital Development Fund to divvy up. It
could then be assumed that each party would
divide their half equally between the House
and Senate caucuses.

This was true of House and Senate
Democrats. The same cannot be said, how-
ever, for their Republican counterparts.
Senate Republicans, who hold the majority in
that chamber, claimed 60% of funds available
for Republicans, leaving their House col-
leagues with only 40% to spend on their mem-
bers. Senate Republicans explain that the divi-
sion of GRF add on funding allotted to
Republicans was closer to a 51% - 49% split.
Never the less, the division of funding among
Republicans accurately reflects the political
strength of each caucus.

Member initiative spending also reflects
the importance of individual legislators within
their caucus, often revealing who needs the
most help in retaining their seat. It is not
uncommon for districts held by vulnerable
incumbents to receive millions in end-of-ses-
sion add ons. Du Page County, home of both
Republican legislative leaders, is a perennial
winner in the budget game. For fiscal year
1999, DuPage residents will enjoy $30 million-
plus in member initiatives. This amount
includes a grant to the Elmhurst YMCA for a
new indoor ice facility, 31.2 million for the
York Commons Pool Project, and $10 million
for Tri-County Park.

The Chicago South Suburbs, considered a
make-or-break battleground by both cham-
bers, saw unprecedented member initiative
spending with 150 projects totaling approxi-
mately 527 million. Seuth Hoelland, Olympia
Fields, South Chicago Heights, and Steger,
among others, received grants for new police
vehicles through the Department of
Commerce and Community Affairs (DCCA).
The region also received a bounty of funds for
libraries, park districts, and anti-drug DARE
programs,

In addition to the Chicagoland winners,
selected downstate districts received gener-
ous amounts of member initiative spending,
including a hotly contested open Senate seat
and the home district of a legislative appropri-
ations chairman. Three lawmakers who rep-
resent the area in and around Springfield
brought home nearly $8 million in add on pro-
jects. Member spending often plays a larger
role in downstate races, where less costly pro-
jects can still receive a great deal of media cov-
erage in smaller news outlets. Member initia-
tives can provide badly needed funding for
communities with smaller tax bases, and allow
political leaders to get more bang for their
bucks.

Member projects are undoubtedly a wind-
fall for the communities that benefit from
them. And many provide funding for essential
services such as water towers, sewer repairs,
and emergency broadcast systems. A few pro-
jects stand out each year, however, for their
non-essential nature. For example, Gresham
Elementary School in Chicago will receive a
$25,000 grant from the [llinois Arts Council
for a ceramics arts class. The College of
DuPage will received $100,000 to study vermi-
composting (composting using earthworms).
And in an apparent attempt to make history,
the City of Belleville will receive a 5125,000
grant from DCCA for the research and cre-
ation of a historic site in the Belleville area.
Legislative staff later explained that the pro-
ject will center around an existing structure in

Belleville,
Jury 1998 Fiueal Focun A



What a difference a few years can
make. Not long ago, federal, state, and
local government officials were
wrestling with budget shortfalls result-
ing from slowly growing (or declining)
revenues and spiraling costs, especially
for medical assistance.

Across the nation, governments
are now generally flush with cash.
Some have planned it that way. Others
are awash in good fortune because
they have consistently underestimated
the positive impact of the economy for
several years. In [llinois, a combination
of spending controls and strong eco-
nomic growth have produced six con-
secutive years of budgetary improve-
ment and have placed the state’s
General Funds budget in its strongest
financial position in memory.

By any measure,
fiscal years 1991
through 1998 were
tumultuous with record
low points followed by
record highs. Fueled
by past budgetary prac-

tices, economic recession, and explod-
ing medical costs, several dubious
records were set over the period.
These include:

+ lowest single day available balance;
lowest end-of-month available balance;
lowest end-of-year available balance;
highest level of unpaid bills on hand;
highest level of lapse period spending:
highest level of deferred bills;

largest budgetary deficit;

largest GAAP deficit; and

five consecutive years of short-term
borrowing for cash flow purposes.

* & & & & & B b
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Spurred by economic growth and
improved budgetary control, the long
climb back to fiscal health has also
included several noteworthy records
established from fiscal year 1995
through 1998. These include:

e first, third, and fourth highest levels
of annual revenue growth;

s largest one-year improvement in the
hudgetary deficit;

¢ largest one-year improvement in the
GAAP deficit;

¢ largest drop in deferred hills;

¢ highest end-of-month available
halance;

+ highest end-of-year available halance;

+ elimination of unpaid bills;

¢ thirteen consecutive months of
record end-of-month balances when
compared to prior years; and

* by the time that the books are closed
on fiscal year 1998 at the end of
August, [llinois will record its highest
budgetary balance on record.

The negative and positive revenue
impacts of the economy are clearly evi-

dent in [llinois. The seeds of the state’s
extended cash shortage were planted
with the fiscal year 1990 budget — the
first of three consecutive years where
actual revenues fell far short of expec-
tations at the time that the budgets
were passed. Itis important to note
that revenues did not decline over this
period, but simply fell short of esti-
mates. From 1990 through 1992,
actual revenue growth of 51.899 billion
fell $878 million short of the $2.777 bil-
lion estimated. As the economic down-
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turn
that started
in fiscal year
1991 stretched into
1992, the budget-makers

y nightmare came true. That year,
General Funds revenue growth fell
$500 million below expectations, even
with the acceleration of sales tax col-
lections and other revenue enhance-
ment measures.

Economic growth finally took hold
toward the end of fiscal year 1992, and
over the next two years, “base” rev-
enue growth outpaced estimates by
$404 million. In fiscal year 1995, the
strong economy produced a phenome-
nal $1.415 billion revenue increase —
the largest increase on record and
$380 million more than originally
expected. This dramatic reversal of
fortune provided the extra revenue
boost necessary to begin fill-
ing the state’s fiscal hole.

That process took two more
years. After higher-than-
expected revenue growth in
1996 and 1997, the state’s
General Funds budgetary bal-
ance turned positive at the end
of fiscal year 1997 for the first
time since 1989. Good fortune
continued through fiscal year
1998 producing revenue
growth of $1.130 billion — the
third largest increase on
record and 5480 million more
than estimated when the year
began. However, 380 million of the
new revenue came from the cigarette
and messages tax increases passed in
December as part of the education
funding package.

The Bureau of the Budget is cur-
rently expecting $21.384 billion in
General Funds revenues for fiscal year
1999. If this estimate holds up, 1999
will provide an increase of $1.400 bil-
lion next year, thus surpassing 1984 as
the second largest increase in “base”
revenue on record.
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Appropriations

The state budget is a forecast of
revenues and expenditures for the
upcoming fiscal year, with work on the
budget starting several months before
the fiscal year begins. How can this be
accurate, one may ask? If one expects
precision to the dollar, for the most
part, it is not. Unforeseen circum-
stances, such as, an underestimate of
spending demands or a new legislative
initiative, may require funding after the
fiscal year has begun.

A supplemental appropriation bill
allows the government to pass an
increase, decrease, or reallocation of
the appropriations from that fiscal
vear's budget, as needs change and

estimates are realized. In other words,
the supplemental appropriation bill
allows the government to adjust appro-
priations during the fiscal year and
revise the budget.

For fiscal year 1998, supplemental
appropriation bills had the net impact
of increasing General Funds appropria-
tions by $226.7 million, the largest
increase in the past five years. A sup-
plemental appropriation of $134.1 mil-
lion was passed in December, while
the remaining 392.6 million was passed

LY .O.

Fiscal Year 1998 Supplemental

this spring. The
December increase was
primarily due to a special
legislative session which
passed extensive educa-
tional reform measures and
impacted funding. Of the $226.7 mil-
lion in supplemental appropriations for
fiscal year 1998, 52.2% was for education.

Therefore, the largest increase in
General Funds supplemental appropri-
ations was to the State Board of
Education. The State Board received
an increase in appropriations of 5118.4
million, with $114.0 million from the
Common School Fund and $4.4 million
from the General Revenue Fund.
Common
School
Fund sup-
plemen-
tals were
for an
~ increase

in general

apportion-
ment
(540.4 mil-
~ lion), an
increase
in supple-
mentary
state aid
grants
(565.0 mil-
~ lion), a
decrease
in supplementary payments to school
districts (51.4 million), and a new
appropriation for low income grants
(310.0 million). While the 4.4 million
increase in General Revenue Fund
appropriations was from changes to
numerous appropriation lines, a new
appropriation of 31.0 million was for
costs associated with Reading
Improvement Programs.

Supplemental appropriations from
the General Revenue Fund to the
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Department of Central
Management Services totaled 525.0
million. While various operational
appropriation line items were
increased, the largest increases were
for group insurance ($10.0 million),
payment of workers' compensation
claims and associated contractual costs
($5.5 million) and an $8.0 million trans-
fer to the Statistical Services Revolving
Fund for payments on behalf of other
agencies related to year 2000 compli-
ance as determined by the
Department.

Public Aid supplemental appropria-
tions of $20.3 million increased the grant
lines for medical assistance payments.

Other agencies which received siz-
able increases include:

* Department of Health and Human

Services (313.8 million with changes
to numerous appropriation lines);

* Department of Children and Family
Services (513.1 million for foster
care, institution and group home
care, and adoption services);

¢ Department on Aging (59.6 million
for community care program home
maker and senior companion
services):

s [llinois Emergency Management
Agency (35.7 million for disaster
relief):

e Court of Claims (33.8 million for
payment of claims againsl the state);

e Environmental Protection Agency
(53,5 million for participation in the
Great Lakes Protection Fund).

The supplemental appropriation
hill provides flexibility to the state bud-
get process since fiscal conditions and
the needs of citizens can change from
those forecast in advance of an
entire fiscal year.

Jury 1998 [iscal Focus A
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The Illinois unemployment rate was 4.5% in
June. This was 0.1% below its year earlier level,
0.6% above the 3.9% May rate (which was the
first reported rate below 4.0% since 1974), and
identical to the June national unemployment
rate. The Illinois Unemployment rate has been
below 5% for seventeen consecutive months.
Other indicators setting records include new
claims for unemployment insurance which have
been below their prior year level for eleven con-
secutive months and the Chicago Purchasing
Managers Index (52.9 in June) which has been
above the 50 level that indicates more reports
of increasing economic activity than decreasing
activity for the 27th consecutive month.
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The latest DRI/McGraw-Hill economic forecast

Figcal Focus JurLy 1998

expects a slowdown in the growth rate for the
U.S. economy during the first part of 1999. The
growth rate for the U.S. economy is forecast to
decline from 2.0% and 2.4% rates during the
final two quarters of 1998 to 1.4% and 1.0%
rates during the first half of 1999. Slower eco-
nomic growth and competition from lower
priced Asian goods will help keep inflation
under control as the inflation rate is forecast to
remain below 3% throughout calendar 1998
and 1999,

SOURCES:

linois Department of Employment Security:
Hours Worked in Manufacturing, Unemployment
[nsurance Claims

1.5, Census Bureau:
Direct Exports, Housing Permits

1.5, Bureau of Labor Statistics:
Unemployment Rates, Consumer Price Index
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A Monthly Look
At State Finance

ital
atistics

General Funds Balance Tops §1.2
Billion to End FY 1998!
Fiscal year 1998 closed with the
highest General Revenue Fund (51.012
billion) and highest General Funds
(51.202 billion) end-of-year balances in
history. Each month of fiscal year 1998
set records for the highest end-of-
month General Funds balance when
compared to the same month in previ-
ous fiscal years. In addition, June
marked the thirteenth consecutive
record month. Compared to last June,
the balance in the General Funds was
up $S396 million or 49.1%, with the
General Revenue Fund up 3351 million
and the cumulative balances in the
school funds increased $45 million.,
When the books are closed on fis-
cal year 1998 at the end of August,
Mlinois will record its second consecu-
tive balanced General Funds budget.
The Bureau of the Budget estimates
1998 lapse period spending of $850 mil-
lion — well below the $1.202 billion
end-of-year balance. If this estimate
holds up, fiscal year 1998 will end with
a positive budgetary balance of $352
million — the highest on record. The
previous record was $290 million set in
fiscal year 1974. In fact, as long as
lapse period spending does not exceed
5911 million, the General Funds bud-
getary balance will record an historical
high.
(reneral Funds Revenues -
Up 6.0% Over FY1997
For fiscal year 1998, General Funds
revenues totaled 519.984 billion, 51.130
billion or 6.0% higher than last year.
The $1.130 billion growth in revenues
is the third highest ever for the General
Funds. Over the last four fiscal years,
revenues have grown by $4.398 billion,
leading to the record balances estab-
lished throughout fiscal year 1998. For
the month of June, revenues increased
873 million or 4.3%. Individual income
tax receipts continued their phenome-
nal growth for the year as June receipts

The Heartbeat of lllinois’ Finance

increased by 563 million or 11.0% while
sales taxes were up $28 million or f')‘.:;'}{n
Federal source revenues declined 526
million or 10.5% from the prior year.

For the year, individual income tax
receipts of $6.847 billion are up $708
million or 11.5%, while corporate
income taxes of $1.136 billion are 551
million or 4.7% higher than last year.
Sales taxes for the fiscal year total
$5.274 billion, up $282 million or 5.6%.
Despite declining by $239 million
cumulatively in the last four months of
the fiscal year, total federal revenues of
$3.324 billion are still $55 million or
1.7% ahead of last year. These four
major sources of revenue to the
General Funds are up an aggregate
$1.096 billion or 7.1% for the year.
Individual income taxes alone
accounted for 64.6% of the increase in
the four major sources and 62.7% of the
total increase in General Funds rev-
enues for fiscal year 1998.

All other sources of revenue are up
534 million or 1%. Cigarette and public
utility tax receipts are up 546 million
and 539 million, respectively, with all of
the increase in cigarette receipts due to
a tax rate and allocation increase while
a portion of the public utility tax
increase is due to a rate increase. Both
inheritance tax receipts and investment
income are up in excess of 26% this
year with record high General Funds
balances enabling the growth in invest-
ment income. Offsetting these
increases is a decline of 899 million in
Cook County Intergovernmental trans-
fers (due to the timing of last year's
deposits), decreases in Lottery and
Riverboat Gambling transfers (down
$30 million and $15 million respec-
tively), and insurance taxes and fees
(down 855 million).

General Funds Spending Up 6.0%
Through Twelve Months
During fiscal year 1998, General

Funds cash expenditures totaled
$19.588 billion, $1.114 billion or 6.0%
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higher than last year. For the year,
total revenues exceed total spending
(on a cash basis) by 3396 million
resulting in an increase in the avail-
able balance from 5806 million at the
heginning of the year to 51.202 billion
at the end of June.

Compared to last fiscal year, total
grant spending from the General
Funds has increased 5894 million or
7.7%. The newly formed Department
of Human Services, which consoli-
dated all or parts of six different agen-
cies, recorded grant spending of
$2.103 billion for the year. This
explains the decrease of 5749 million
in grant spending by the Department
of Public Aid as a significant portion of
this Department was consolidated into
Human Services. Also reflective of
the consolidation is the $1.061 billion
decline in all other grants as the
Departments of Mental Health and
Developmental Disabilities,
Alcoholism and Substance Abuse, and
Rehabilitation Services were merged
in whole in Human Services.

Education grant spending is up an
aggregate $601 million for fiscal year
1998. State Board of Education grants
for elementary and secondary ecduca-
tion are up $483 million or 13.3% due
to significantly increased appropria-
tions (up $403 million) and the 5104
million acdvanced school aid payment
which was moved from July to June.
Higher education grants have
increased by $41 million or 6.5% with
appropriations up 534 million. Grants
for teacher's retirement contributions
have grown 577 million or 21.8% over
last year with appropriations up 575
million.

Fiscal experts across the state all
seem to agree that the state’s financial
position is good with a positive outlook
to the future, With a fiscal year ending
balance of $1.202 billion, lapse period
spending estimated at S850 million,
and a projected record $352 million
budgetary balance, the numbers sup-
port this claim.

A robust economy has allowed for
an amazing fiscal turnaround from the
early 1990's when the state faced it's
worst financial crisis in history. In just
5 years, the state’s General Funds
have gone from more than 5900 mil-
lion in unpaid bills due to a lack of
cash to no unpaid bills and cash hal-
ances in excess of one billion dollars -
a more than two billion dollar

turnaround. %
Fincal Foeus
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Local Government

continued from page 4

totaled $910 million compared to the
$459 million collected from the
Property Tax. Fifty-three percent of
the Property Tax collected was
deposited into restricted funds, while
only 7% of Sales Tax was deposited into
such funds. This may reflect the
desire of taxpayers to more closely
monitor the property taxes they pay to
municipal governments. The fastest
growing revenue sources appear to be
the Sales Tax and Public Utility Taxes.
Intergovernmental funds from the
state and federal government have
remained relatively flat.

The largest expenditure by pro-
gram in MFY 1996 was Public Safety
with expenditures reaching $1.297 bil-
lion, followed by Public Works and
Transportation at 3797 million and
General Government at $732 million.
Data reported over the past five years
indicates that municipalities have had
little growth in General Government
expenditures, and a decline in Culture
and Recreation expenditures. The
fastest growing expenditure category
continues to be Debt Service while

JuLy 1998
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Public Safety expenditures have expe-
rienced slow steady growth over the
last five years.

The operations deficit for total
funds (Memorandum Column) has
decreased significantly over the last
five years, although municipal govern-
ments are still spending 10.7% more
funds than are collected. However, the
new data collection methodology
allows an examination of funds which
indicates the entire deficit can be
attributed to the Debt Service / Capital
Fund, which is to be expected. An
examination of General Funds indi-
cates that municipal governments are
collecting 10% more revenues than the
governments are expending.

Counties

Of the 101 counties required to file
annual financial information with the
State Comptroller's Office, 100 or 99%
were in compliance with the law.

The largest revenue source for
reporting counties in County Fiscal
Year 96 (CFY 1996) was the Property
Tax with a total of $601.5 million col-
lected accounting for 30.6% of total rev-
enue. The second largest revenue
source collected was Charges For
Services with $233.8 million or 11.9% of
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total revenues. The third largest
source of revenue was the State and
Local Sales Tax. The Sales Tax
accounted for $177.1 million or 9.3% of
all revenues collected. The fastest
growing revenue categories were
Charges For Services and the
Property Tax.

The largest expenditure by pro-
gram in CFY 1996 was General
Government, totaling $453.5 million or
24% of expenditures. Almost equal to
General Government was expenditures
on Public Works and Transportation
which totaled $443.4 million or 23% of
expenditures. The third largest expen-
diture was for Public Health which
totaled $257.9 or 13.21% of total expen-
ditures. The fastest growing expendi-
ture categories were Public Works and
Transportation followed by Debt
Service.

A more detailed analysis of munici-
pal and county finances is available on
the Comptroller's website at
http://www.comptroller.state.il.us.
The information is also available on
disk from the Local Government
Division.

' 35 ILCS 200/30-30 and 200/30-31
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Company B

Total Pr - S1 Million
Sales in [linois - 50%
Assets in Illinois - 10%
Payroll in Hlinois - 10%
Current Apportionment Formula
Profits Attributed to Hllinois - 5300,000
Tllinois Tax Liability - $14.400
Revised Apportionment Formula |
- Profits Attributed to Illinois - $500,000
Tilinois Tax Liability - $24.000

According to information prepared
by the Department of Revenue during
the legislative debate on this issue, the

change in the allocation formula will
reduce state revenues by 563 million
when fully implemented. Local govern-
ments will experience an additional

532 million revenue reduction through
its impact on replacement income tax
receipts into the Personal Property Tax
Replacement Fund.

However proponents of the change,
citing a study by the University of
Chicago, say that the economic activity
this change will promote could gener-
ate millions of dollars in additional tax
revenues for the state.

From an evaluation of 1995 tax year
returns, the Department found that
7,014 corporations would experience
state and local tax reductions of

5217 million which would be partially
offset by 7,586 corporations that would
experience net tax increases of

$122 million. The top five beneficia-
ries of the change in the apportion-
ment formula would receive an annual
savings of $60 million. The intention
of this change in the tax code is to
improve the Illinois business climate
by reducing the tax burden of compa-
nies with a large portion of their assets
and payroll in [llinois. However, much
of its positive impact could be lost in
the future if other states make similar
changes in their income allocation
formulas.

CO\C[‘ StO 1’} continued from page 7

maintain the state’s commitment to the
health and welfare of the heavily regu-
lated and agriculturally related horse
racing industry along with a $3 million
increase in funding for the Illinois
Council on Food and Agricultural
Research was offset by some slight
declines in other General Funds spend-
ing areas.

Departments with minimal growth
in spending authority for fiscal year
1999 include the Departments of
Human Services (0.6%) and Revenue
(0.8%). Decreased demand for social
services in an expanding economy is
the major factor in the small increase
at Human Services as grant award
appropriations have declined by $17
million or 0.7%.

For the Department of Revenue,
appropriations from the General
Funds have increased only $2 million
for 1999 despite the fact that the
state’s Circuit Breaker Program which
provides cash grants to the elderly for
property tax relief and certain types of
medication has been expanded.
Eligibility for this program is deter-
mined through an income ceiling
which has been raised from $14,000 to
$16,000. The expanded ceiling is esti-
mated to increase spending by 58 mil-
lion in fiscal year 1999. Soft demand
for cash assistance from the Circuit
Breaker Program in recent years has
left spending authority unchanged for
fiscal year 1999 as a significant portion
of appropriations were lapsed in
recent years.

The only Code Department to
receive a decrease in General Funds
spending authority was the
Department of Children and Family
Services. The $S38 million or 4.1%
decrease in appropriations for the
Department includes a $12 million or
4.5% increase for operations and a $51
million or 7.6% decrease in awards and
grants The decline in grant spending
authority can be attributed to a signifi-
cant decrease in caseload. The num-
ber of children moving to permanent
and more appropriate placement
through adoption and subsidized
guardianship has directly decreased
caseloads and reduced the growth of
foster care spending.

Contact us at our web address: http://www.comptroller.state.il.us
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