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NOTICE
For Release at 12:00 Noon, Wednesday,
February 20, 2019

There is a total embargo on the budget for fiscal year 2020 until
12:00 noon, Wednesday, February 20, 2019. This prohibition
includes references to any and all material in the Illinois State
Budget, Fiscal Year 2020. There must be no premature release of
this document, nor should any of its contents be paraphrased,

alluded to, or commented upon prior to 12:00 noon, February 20,
20109.

Alexis Sturm, Director
Governor’s Office of Management and Budget
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Office of the Governor
207 State Capitol, Springfield, lllinois 62706

February 20, 2019
To the Honorable Members of the General Assembly and the People of the State of lllinois:
| respectfully submit the fiscal year 2020 operating budget.

The proposed fiscal year 2020 budget invests in the people of lllinois, the state’s education system, its programs
to assist the most vulnerable and its public safety. This budget is the first step in a multi-year plan to move
lllinois forward and to bring back fiscal stability.

For years, lllinois government’s fiscal instability and structural deficit have held us back from becoming the
thriving state our residents deserve. Essential state services and public infrastructure have suffered from long-
term underfunding. The full extent of the harm caused by the previous administration’s budget impasse is hard
to overstate.

The damage has been done over many years, and it will take many years to fix. The proposed fiscal year 2020
budget lays out a path that will restore lllinois to a place of fiscal and economic health.

This document represents a down payment on my priorities. It increases funding for education, including record
funding for pre-k programs; invests in school districts in every part of the state; makes college more affordable
for low-income students; begins to rebuild the state’s social safety net; prioritizes public safety and moves us
forward in the effort to meet the challenges we face as the state enters its third century.

Overall, this budget advances a responsible balance of disciplined spending, realistic new revenues and a more
sustainable approach to the funding of the state’s pension systems. My administration is committed to meeting
our obligations to retirees while investing in areas that will make Illinois strong for generations to come.

As a key element of my plan to stabilize lllinois’ finances in the coming years, my administration will seek a
constitutional amendment to move the state toward a fair income tax system, which will replace the current flat
income tax that overburdens the middle class and those striving to get there. A fair tax will allow us to eliminate
the structural deficit and allow us to make worthy investments in the future of our people. Until then, this
budget strikes the right balance between spending and saving and gives our state’s residents a bridge to that
day.

Sincerely,

JB Pritzker
Governor, State of lllinois
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Fiscal Year 2020 lllinois State Budget Reader’s Guide

A Reader’s Guide To The Fiscal Year 2020 Illinois State Budget

Introduction

The lllinois budget process is driven by state constitutional and statutory requirements, a wide array of
general guidelines and technical considerations. This Reader’s Guide is designed to help readers understand
the structure and content of the operating budget. It includes the following sections:

A description of the budget documents;

An explanation of how the fiscal year 2020 budget document is organized;

An organization chart of state government;

An explanation of the basis of budgeting;

A guide to reading and understanding agency budget submissions, including narratives and budget tables;
and

e A description of the various fund types in the lllinois accounting system.

This document presents the Governor’s operating budget recommendations for the period of July 1, 2019
through June 30, 2020.

The state’s operating and capital budgets are subject to the same procedures. However, the Fiscal Year 2020
State of lIllinois Capital Budget is presented in a separate document for the reader’s convenience. Both
documents are available at www.budget.illinois.gov.

Budget Document Organization

The Fiscal Year 2020 lllinois State Budget is organized as follows:

The Governor’s Letter of Transmittal to the General Assembly and the residents of lllinois.

Table of Contents.

Chapter 1: The Reader’s Guide.

Chapter 2: The Budget Summary of the state’s current fiscal plan. This chapter presents the Governor’s

budget priorities, recommendations and his budget initiatives.

e Chapter 3: The Financial Summary highlights key financial issues and includes several tables that
summarize appropriations, expenditures, revenues and funds. It also presents the fiscal year 2020 budget
categorized by statewide Result Area. Chapter 3 concludes with the following Summary Tables:

Table I-A:  Appropriations by Agency.

Table I-B:  Operating Appropriations by Programs - All Funds.

Table I-C:  Supplemental Appropriations for Fiscal Year 2019.

Table I-D:  General Funds Transfers Out by Fund.

Table II-A:  All Appropriated Funds Revenues by Source.

Table 1I-B:  General Funds Revenue by Source.

Table 1I-C: General Funds Revenue - Generally Accepted Accounting Principles.

Table II-D: General Funds Expenditures - Generally Accepted Accounting Principles.

Table lll-A: Road Fund.

Table 1lI-B: Motor Fuel Tax Fund - State Funds.

Table IV-A: Appropriated Operating Funds by Fund Group for Fiscal Year 2020. This is a presentation

of the projected operating cash flow for each fund group.

e Table IV-B: Appropriated Operating Funds by Fund for Fiscal Year 2020. This table presents the fund
balance for each fund in the lllinois accounting system. The end of year cash balance is equal to the
beginning of year cash balance, plus receipts, minus disbursements.

e Chapter 4: |lllinois’ Economic Outlook and Revenue Forecast. This chapter describes lllinois’ economy
within the context of the national economy. Details are also provided on revenue sources and revenue
forecasting methodology used by the state.

e Chapter 5: Public Retirement Systems. A report on the state’s public retirement systems.

lllinois State Budget Fiscal Year 2020 15



Fiscal Year 2020 Illinois State Budget Reader’s Guide

e Chapter 6: Agency Budget Detail. Covers the budget recommendations for each agency and other
branches of government, including elected officials. The agencies are grouped by Table I-A order.

e Chapter 7: The Debt Management report describes the state’s bonded indebtedness, borrowing activities
and financing schedule.

e Chapter 8: Grant Accountability and Transparency. The purpose of the Grant Accountability and
Transparency Act (GATA) is to increase accountability and transparency in the use of grant funds while
reducing the administrative burden on both state agencies and grantees through adoption of the federal
grant guidance and regulations, 2 CFR Part 200 (Uniform Requirements). This chapter discusses GATA
implementation progress and opportunities for improvement.

e Chapter 9: Demographic Information on the lllinois population.

e Chapter 10: Glossary of special terms.

State of lllinois
Organizational Chart

As of January 2019
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Basis Of Budgeting

The lllinois Constitution requires the Governor to prepare and submit a state budget to the General
Assembly for the upcoming fiscal year. The budget sets forth the estimated balance of funds available
for appropriation at the beginning of the fiscal year, the estimated receipts and a plan for expenditures
during the fiscal year. The lllinois Constitution requires the Governor to submit a balanced budget and
imposes the duty to pass a balanced budget on the General Assembly.

The State Budget Law, 15 ILCS 20/50, establishes requirements for the Governor regarding the proposed
balanced budget and requirements for the General Assembly’s appropriations. The State Budget Law
applies to six funds, defined as budgeted funds: General Revenue, Common School, Education
Assistance, Road, Motor Fuel Tax and Agricultural Premium.

For the budgeted funds, revenue estimates include the beginning fund balance, revenues to be received
during the budgeted year and revenues due to the state as of June 30, to be collected in the two-month
lapse period following the budgeted year.

Following the lllinois Comptroller’s policy, per the Statewide Accounting Management System (SAMS)
manual, the state uses the “modified accrual” basis of budgeting. Revenues are accounted for in the
year they are due, not when they are received. Amounts due to the state in one fiscal year, but actually
received in the following fiscal year, are typically small and consistent over time, and are due to the
normal payment cycles set forth in law. For instance, final monthly sales tax payments are due to the
state on the 20th day of the month following the sale. Consequently, final sales tax payments for June
sales are received in July, the first month of the ensuing fiscal year.

Expenditure estimates for budgeted funds take into account the costs to be incurred in the budgeted
fiscal year, including those to be paid from future fiscal year appropriations. Expenditure estimates in
Table 1I-D do not include costs paid in the budgeted fiscal year that were incurred in the prior fiscal year.

Revenue and expenditure estimates also include transfers between funds that are based on revenues
received or costs incurred during the budgeted year.

All other funds must be balanced so that proposed expenditures and appropriations do not exceed
funds estimated to be available.

In addition, the State Budget Law requires that all revenue estimates for the coming fiscal year be based
on revenues established in current law or passed by the legislature and signed by the Governor at the
time the budget is presented. Furthermore, the Act requires that “amounts recommended by the
Governor for appropriation shall take into account each state agency’s effectiveness in achieving its
prioritized goals for the previous fiscal year.” This provides the statutory basis for the Governor’s
Budgeting for Results initiative.

lllinois State Budget Fiscal Year 2020
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A Guide To Understanding Agency Budget Submissions

The budget recommendations of the Fiscal Year 2020 lllinois State Budget include a narrative on
agencies’ major responsibilities, budget highlights and summary tables of their budgets.

Agency Budget Detail

The narrative for each agency includes the following sections:

e Agency address, phone number and website address.
e Major Responsibilities - Outlines the key responsibilities of the agency.
e Budget Highlights - Summarizes the agency’s recommended budget for fiscal year 2020 budget.

e Resources by Fund - A table summarizing funding sources, recommended appropriations and two-
year history of actual appropriations. Also included is a two-year headcount history and target
headcount for the upcoming fiscal year.

e Resources by Result/Outcome/Program - A table showing the programs through which the agency
contributes to statewide outcomes and results. A complete presentation of appropriations by agency
program, outcome and result is found in Chapter 3, Summary Tables.

e Performance Measures by Program - A table that captures the contribution of agency programs in
key areas related to statewide outcome(s). Instances where data is not available for a particular fiscal
year are denoted by “N/A.”

Agency Budget Tables

The budget tables provide summary detail on each agency’s budget. The budget tables list each
agency’s appropriations and expenditures by major fund group, by fund and by division, as well as the
agency’s headcount by division. Personnel detail forms, which list the agency’s staff by division and
position title, are available in a separate reference document. Note that tables may not add due to
rounding.

Appropriations by Fund Category/Major Object
e The appropriations recommendations requiring General Assembly action are shown by type of
expenditure for each of three major fund groups: general funds, other state funds and federal funds.

e Within each fund group, the appropriations and expenditures are further subdivided into major
categories such as personal services and fringe benefits, contractual services, other operations and
refunds, designated purposes, and grants. Each appropriation for designated purposes and grants is
listed individually.

Appropriations by Fund
e The agency’s resources are shown in total for each fund requiring appropriations by the General
Assembly.

Appropriations by Division
e The agency’s new appropriations and reappropriations requiring General Assembly action are shown
by division, as classified by the Comptroller.

lllinois State Budget Fiscal Year 2020
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Headcount by Division
e The agency’s headcount, by division, is presented showing actual headcount at the end of fiscal year
2018, estimated headcount for fiscal year 2019 and target headcount for fiscal year 2020.

Column Descriptions

e The fiscal year 2018 enacted appropriations column reports all original and supplemental
appropriations and reappropriations enacted by the General Assembly and signed into law by the
Governor for fiscal year 2018. It also includes appropriations established through a statutory
continuing appropriation authority, court order or consent decree. The amounts also reflect
approved 4 percent transfers and executive orders issued by the Governor.

e Fiscal year 2018 actual expenditures include those incurred from July 1, 2017 through June 30, 2018
and processed by the end of the lapse period ending October 31, 2018. This reflects total spending
by the agency and may reflect spending authorization established via court order or consent decree
or continuing appropriation.

e Fiscal year 2019 enacted appropriations reflect all original and supplemental appropriations for fiscal
year 2019, through January 31, 2019, enacted by the General Assembly and signed by the Governor.
It also includes any appropriations established through a statutory continuing appropriation. This
column also reports changes due to approved 4 percent transfers and executive orders issued by the
Governor.

e Fiscal year 2019 estimated expenditures reflect the expenditures projected to be incurred through
the fiscal year, including the lapse period.

e Fiscal year 2020 recommended appropriations show the Governor’s proposed budget.
e Fiscal year 2020 requested appropriation displays the budget year request for legislative, judicial and

constitutional officers not under the authority of the Governor, as submitted by the relevant entity;
the Governor’s proposed budget year appropriations for these entities are reflected in Table I-A.

i Estimated FY19 spending
An example of the Budget Table is shown below. (including lapse period
FY19 enacted appropriation spending)
FY18 actual spending and Supplsme?tthéﬂ h
i i including lapse period appropriation (throug .
Actual spending authority (spendingg; pse p 1731/2019) Appropriation
recommended by

the Governor
APPROPRIATIONS BY FUND CATEGOR JOR OBJECT
FY 2020

FY 201& Fr 2010
Appropriations Reguiring General Assembly Action ‘ -
(% thousands) Enacted Actual nacted Estirffated

Recommended

Appropriation Expenditure Appropriation Expenditure Appropriation

Total Personal Services and Fringe Benefits 11,4242 10,768.4 11,216.6 10,807.1 11,3801
Total Contractual Services 38144 2,808.7 2,364.5 1,864.5 2,142.5
Total Other Operations and Refunds 838.5 771.1 1,666.1 1,861.8 1,806.1
Designated Purposes

Administration of the Livestock Managemel ~— s Act 261.7 261.7] 3000 300.0 302.5
Administrative Operational Expenses I -0 3" i 800.0 800.0 833.7]
County Fairs and Agricultural Societies N | B E i Dy A_ 9 0.0 0.0 0.0
Exatic Pest Eradication 4332 %33z 450.0 430.0 453.2
FY12/13 Prior Year Wages 5.2 0.0 0.0 0.0 0.0
Ordinary and Contingent Expenses - Supplemental for Prior Years Costs 1,380.9 545.0 0.0 0.0 0.0
University of lllinois Cooperative Extension Service 5,000.0 5,000.0 0.0 0.0 0.0
Total Designated Purposes 12,890.0 11,875.3 1,550.0 1,550.0 1,580.4]
Grants

Grants to Soil and Water Conservation Districts 6,000.0 6,000.0 0.0 0.0 0.0
Total Grants 6,000.0 @,000.0| 0.0 0.0 0.0
TOTAL GEMERAL FUNDS 34,967.1 32,223 .6 16,797.2 15,883.5 16,9271
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Budgeting For Results Table

The fiscal year 2020 budget continues the practice established in 2013 of presenting a Budgeting for
Results (BFR) summary table, Table I-B, in the front of the budget book displaying prior year and
proposed appropriations by agency programs and statewide Result and Outcome areas.

Following precedent set in 2014, immediately following the Governor’s budget address GOMB will
electronically publish a data file at www.budget.illinois.gov for the fiscal year 2020 budget including all
the information contained in the budget For the first time, the fiscal year 2020 budget will be
accompanied by the “lllinois Interactive State Budget,” a visualization tool utilizing tree maps
functionality to enable users to view budget information in various levels of detail. The Interactive
Budget for fiscal year 2020 is publicly available via www.budget.illinois.gov following the Governor’s
budget address.

Statewide result heading Statewide outcome heading Agency program resources that contribute to the
outcome and result allocated by fund dategory
Table I-B | Operating Appropriatfons by Program
Fiscal Year 2018 Fiscal Year 2042 Fiscal Year 2020
Appropriptions Reguiring General Assembly Action
(3 thousands) Enacted Actual Enacted Es§mated Gavernor's
Appropriation Expenditure Appropriation Exppnditure Proposed
ducatio
Improve School Readiness and Student Success for All
Department Of Human Services
arly Childhood Programs 331,029.9 296,390.5] 324,933.4 324,933.4 336,562.3
General Funds 130,742.2 128,187.5 124,023.0 124,023.0 135,641.0
Other State Funds 182,932.4 166 101.4 183,505.5 183,505.5 183,505.5
Federal Funds L7 38853 01 ‘_ 17,405.0 17,405.0 17,4158
Department Of Military Affairs |
Lincoln's ChalleNGe Academy 1 LD6t ¢ £ 5 ;l 12,565.2 7,615.2 12,565.2
General Funds 420t 2,037 2,765.2 2,765.2 2,765.2
Federal Funds 9,800.0 4,300.9 0,800.0 4,850.0 0,800.0
Department Of Veterans' Affairs
State Approving Agency for Gl Bill Education Benefits 1,805.4 1,092.0| 1,375.5 1,287.4] 1,465.5
General Funds 1021 G971 86.7 85.5 880
Federal Funds 1,703.3 994 g 1,288.8 1,201.9 1,376.6
State Board Of Education
Advanced Placement 3,901.3 549.5 3,904.2 800.4] 5,905.2
General Funds 521.5 521.5 523.2 523.2 2,523.2
Outcome subtotal Statewide result area rotal, and
\ resources allocated by fund category
Total Improve School Readiness*nd Student Success for All
General Funds 15,721.100.2 15,0 14,2046 16,574,278)5 16,542.632.8 17.005,981.0
Other State Funds 7 ] (N - - °N a14,z0501 584,2803 5088,871.2
Federal Funds 4 )39, i& 400820008  2,616,180.8  3,064,1405
Taotal All Funds 20 473, & S 0. " 21,196,7744  19,743,102.8| 21,569,001.6

Total Education

General Funds 15,721,100.2  15,604,2046 165742786 16,542,632.8] 17,005,081.0
Other State Funds 612,553.0 543,203 0| 514,205.1 584,2803 508,871.2
Fedsral Funds 4030,6002  2,413,3178 40082008 26161808  3,064,1405
Tatal All Funds 20,373,352.4  18,650,815.4 21,196,774.4  19,743,102.8| 21,569,001.6
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Additional detailed information about each agency program and performance measure can be found in
the agency performance metric quarterly reports. Each report provides summary information about the

program, including its description, target population, activities and goals.
and other relevant information are provided for each performance measure.

In addition, a methodology
The reports are publicly

available under the Budgeting for Results tab at the GOMB public website: www.budget.illinois.gov.

State agency program
heading

Performance measure
associated with each
program

Actual data
values for prior
fiscal years

Estimated data
value FY 2019

Projected data value
for FY 2020 based on
Governor’s proposed
appropriations

\

PERFORMANCE MEASURES BY PROGRAM

\

AN

Agricultural Products Inspection

with requlations

Animal Health and Welfare
Number of animal welfare, rendering, brand, horsemeat, au fon marke”

County Fairs

Program / Measure

Percentage of feed, seed and ferilizer facilives and produy

livestock dealer and branch location business licenses issuew

Actual

Est\lated P&t&d

FY 2016 Fy 2017

Fy 2018

MNumber of attendees at the 103 county fairs 2302437 2,500,000 2282774 2,283,000 2.300,000

Du Quoin Buildings and Grounds Non-Fair Activities
Mumber of non-fair events at the llinoiz State Fairgrounds in Du Quoin

FYy 2001g Fy 2020
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Description Of Funds

e The funds in the lllinois accounting system are classified into two broad categories: appropriated and
non-appropriated funds.

e Appropriated funds are further classified into eight fund groups: general, highway, special state,
bond financed, debt service, federal trust, state trust and revolving funds.

e Non-appropriated funds are composed primarily of federal and state trust funds and include a few
special state funds.

The following chart describes the major appropriated fund types, as well as the sources and uses of

those funds.

Fund Group

1
General Funds

STATE OF ILLINOIS MAJOR FUND TYPES

Sources

State income taxes, sales
taxes, other taxes and fees

Purposes/Uses

Support the regular operating and administrative expenses of most state agencies.
Include General Revenue Fund, Education Assistance Fund, Common School Fund,
General Revenue-Common School Special Account Fund, Fund for the Advancement of
Education, Commitment to Human Services Fund and the Budget Stabilization Fund.

Highway Funds

Motor fuel taxes, vehicle
registrations, licenses and
fees

Receive and distribute special assessments related to transportation. Support
transportation-related activities at the state and local levels.

Special State Funds

Taxes and fees

Represent accounts restricted to the revenues and expenditures of a specific source.
Support diverse activities such as medical assistance, children’s services, environmental
cleanup, financial regulation and health insurance. They are designated in Section 5 of
the State Finance Act (30 ILCS 105/5) as special funds in the State Treasury and not
elsewhere classified.

Bond Financed Funds

Build Illinois and General
Obligation (GO) bond sales

Receive and administer the proceeds of various state bond issues. Pay for capital
improvements to local schools, state facilities, higher education facilities; and for local
water and wastewater treatment facilities, public transportation, airports, environmental
programs and economic development projects.

Debt Service Funds

Transfers in from other funds

Account for the resources obtained and accumulated to pay interest and principal on
debt obligations. Provide for debt service payments on state bonds.

Federal Trust Funds

Federal grants

Support grants and contracts between state agencies and the federal government.
Administered for specific purposes established by terms of grants and contracts.
Support a variety of programs including education, healthcare, human services,
community development, transportation and energy.

Revolving Funds

Repayments on project loans

Finance the operations of state agencies that render services to other state agencies on
a cost reimbursement basis; support local capital projects. Appropriation of these funds
depends upon intra-governmental service requirements and appropriation of other state
agencies.

State Trust Funds

Various

Hold funds on behalf of other entities or individuals (such as pensions). Established by
statute, or under statutory authority, for specific purposes.

1 Effective July 6, 2017, PA 100-0023 redefined general funds to include three additional funds in its base - the Budget
Stabilization Fund, the Fund for the Advancement of Education and the Commitment to Human Services Fund.
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OVERVIEW
Budgeting to Meet the Challenges of lllinois’ Third Century

lllinois is a state blessed with possibilities and promise. Our people are diverse, our natural resources
abundant, our location ideal, our infrastructure expansive and our businesses competitive. It is a good
place to live and work.

To thrive and grow as a community, the potential of our people requires nurturing; our resources require
stewarding. lllinois government plays the key role in creating a framework for achieving that goal. It
sets the tone—and the example—for the responsible care of people and resources. This is the challenge
lllinois government faces as the state enters its third century.

For years, lllinois government’s fiscal instability and structural deficit have inhibited progress in
becoming a thriving state. Essential state services and public infrastructure have suffered from long-
term underfunding. The budget impasse in fiscal years 2016 and 2017 exacerbated the problem. State-
funded healthcare and social services, starved of ongoing funding, have diminished. The state’s
infrastructure, without routine repair and maintenance, is crumbling. The state’s businesses, workers
and students have been looking outside the state for better opportunities. The full extent of the harm
caused by lllinois government’s fiscal instability and past failures is hard to overstate.

Damage has been done over many years, and it will take many years to fix it. Governor Pritzker’s fiscal
year 2020 proposed budget is the first step in a multi-year plan to move lllinois forward once again. The
proposed budget lays out a path that will restore lllinois to a place of fiscal and economic health, a place
where people want to live, work and play, and where businesses want to build and grow.

The Governor, working collaboratively with the General Assembly, aims to bring fiscal stability to lllinois
and to invest in our people, our natural resources and our infrastructure so that lllinois can once again
thrive and grow.

FISCAL YEAR 2020 BUDGET HIGHLIGHTS

The fiscal year 2020 budget proposal represents a down payment on the Governor’s priorities.
Increased funding for education and human services demonstrates the Governor’s commitment to these
key areas. More funding for treatment programs, better healthcare, oversight of responsible firearm
sales and strengthening the ranks of state troopers affirms his dedication to healthcare and public
safety. New investments in economic development reinforce the Governor’s desire to create jobs and
rebuild the state’s infrastructure.

Governor Pritzker’s Fiscal Year 2020 Proposed Budget Recommends:

¢ Record Funding for Pre-K-12 Education - $8.9 billion general funds, $12.6 billion all funds:

o An increase for the Evidence-Based Funding Formula (EBF) of $375 million to achieve and exceed
the statutory target for annual funding and reach a total of $7.2 billion for EBF.

o Funding for the Early Childhood Block Grant at $593.7 million, an increase of $100 million from
fiscal year 2019, is the largest one year increase for the early childhood block grant in history.

o Additional funding of $3.8 million for the federal Preschool Development Birth through Five
grant.

o Increased funding for Career and Technical Education Programs of $5 million, the first increase
in career and technical general funds appropriations in over a decade.

o Funding for a new Advanced Placement Low-Income Test Fee Waiver totaling $2 million.
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e Down Payment on Higher Education Revitalization:

@)

0]

Increases the Monetary Award Program (MAP) funding by $50 million—intended as the first
annual installment to increase MAP funding for low income students by 50 percent over four
years.

Includes $35 million for the second year of the bipartisan AIM HIGH grant pilot program,
intended to create incentives to help stem the outmigration of lllinois’ high achieving students.
Increases funding for public universities by $52.2 million.

Increases funding for community colleges by $13.9 million.

Provides $3.8 million for a new student support program directed at improving the retention and
graduation rates of low-income and minority students at community colleges and public
universities.

¢ Rebuilding the Social Safety Net:

O

Provides $30 million in additional support to increase the income eligibility threshold in the
Child Care Assistance Program from 185 percent to 200 percent of the Federal Poverty Level
(FPL). Once in the program, families will be allowed to remain eligible up to 215 percent FPL.
This will provide quality care to approximately 10,000 more children.

Provides an additional $6 million to fund new lead screening cases tied to changes in the
actionable levels of lead present in blood.

Provides funding of $20.6 million to open the new 200-bed Chicago Veterans’ Home in fiscal
year 2020.

Includes $9.8 million to fund an additional 126 direct service staff within the Department of
Children and Family Services, including Child Protection Specialists and Child Welfare Specialists.
Provides a $31.3 million increase to support nearly 700 new placements for developmentally
disabled individuals transitioning to less restrictive or community home settings under the Ligas
consent decree.

Adds $250,000 for homelessness prevention programs.

Proposes funding of $3.2 million for behavioral health and other medical program staff to
coordinate implementation of the Section 1115 Behavioral Health Waiver.

Provides $2 million in grants to agencies to assist with Department on Aging clients with
dementia and Alzheimer’s and to address social isolation issues with older adults.

e Criminal Justice Reform and Improving Our Public Safety:

(e}

(]
(]

Increases funding for Community-Based Violence Prevention Programs by $2 million to engage
communities across lllinois by providing grants for services, such as street intervention,
counseling and therapy, and youth development programs.

Funding for development and implementation of a $25 million electronic medical records system
at the Department of Corrections to allow for more effective medical service delivery as required
by the Lippert consent decree.

Continues funding for dedicated correctional mental health facilities at the Joliet Treatment
Center and Elgin Mental Health Center. The $46.2 million in fiscal year 2020 funding will allow
the state to continue progressing toward compliance with the Rasho settlement agreement.
Funding for two lllinois State Police cadet classes at $7.6 million.

Funding of $5 million for the new Firearm Dealer License Certification Program.

¢ Investing in our Economy and Public Infrastructure:

(o]
(@]

Provides $2.5 million in new funding for a technology-based grant program.

Adds $20 million in new capital funding for the lllinois Century Network, to repair and expand
the broadband network for schools.

Includes $750 million in new funds for the Capital Development Board to address built up
deferred maintenance at state facilities and institutions of higher education.

Includes $1.8 billion in capital funding for the State’s annual Road Program.
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In order to fund these important initiatives in the fiscal year 2020 budget, several tough decisions
must be made. To better understand the challenge confronting the state today, we need a full picture
of our current fiscal condition, how we got here and what conditions need to be addressed to achieve
greater fiscal stability.

WHERE WE ARE AND HOW WE GOT HERE
Lagging Economic Growth

The United States is in its 10th year of one of the longest economic expansions in American history and
economic indicators point to continued near-term growth. And yet, lllinois continues to lag behind in
growth rate and employment, and struggles to attract businesses and spur economic development. In
fact, it was only in the summer of 2017 that Illinois’ employment levels reached the peak seen in
September 2000, nearly 17 years earlier.

Not only has lllinois struggled to add jobs, but middle income earners have found it very difficult to
make real economic progress since 2000. lllinois real (inflation adjusted) median household income was
$64,082 in 2000. By 2017, household income barely budged, increasing to just $64,609. Twice in the
intervening 17 years household incomes took heavy hits. The bursting tech bubble in 2001 reduced real
household incomes to $58,358. After five years of recovery, lllinois household incomes took another
severe blow during the great recession. By 2011 household income had fallen again, this time to just
$55,310. Median household income still has not recovered to its 1999 peak of $68,377.

Illinois Employment
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lllinois’ business community has sounded an alarm. A recent report by the Civic Committee of the
Commercial Club of Chicago, an organization of the region’s largest employers, said that “[d]espite
lllinois’ many competitive advantages, it faces significant challenges. The state’s fiscal uncertainty and
instability hurt our economy and cause many families and businesses to leave lllinois and others not to
come here.™

' Downloaded from https://fred.stlouisfed.org/series/MEHOINUSILA672N, original source: U.S. Bureau of the Census, 2017 CPI-U-
RS Adjusted Dollars, Not Seasonally Adjusted. CPI-U-RS methods can be found at http://www.bls.gov/cpi/cpiurs.htm.

2 https://staticl.squarespace.com/static/5c4b3f508ab7222ecd841374/t/5¢5904cbe5e5f00c71e80606/1549337817075/2019-
Report_FULL-020419.pdf
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Further, there is a sense from lllinoisans that the state is on the wrong path. For example, a poll by SIU
Carbondale’s Paul Simon Public Policy Institute from 2018 showed 84 percent of those polled said
lllinois was heading in the wrong direction, while only 9 percent chose the right direction option.?

The lack of fiscal stability and certainty in state government has hurt. This was further exacerbated by
the budgetary impasse of the last few years.

Budget Impasse

During fiscal years 2016 and 2017, lllinois operated without a fully appropriated budget due to an
unprecedented budget impasse. During those two years, lllinois made most of its expenditures and
payments pursuant to court orders, consent decrees and continuing appropriations. Many state
commitments for social service programs, higher education, agency operations and state employee
health insurance lacked sufficient appropriations, leading to extensive delays in payments for contracted
services.* The unpaid bill backlog soared, reaching a peak of $16.7 billion.

Even today, after the resolution of the budget impasse, the state continues to operate under a variety of
consent decrees and judicial orders that dictate resource management and spending priorities for the
largest state agencies, including the Department of Healthcare and Family Services, the Department of
Children and Family Services, the Department of Human Services, the Department of Corrections, and
others. These agencies represent a large portion of the expenditures of state government, and the
annual increased spending pressure related to these court orders and consent decrees is likely in excess
of $100 million per year.

The impasse arose as state income tax rates partially rolled back from the 2011 increases. Annual
revenues fell off by more than $4.5 billion between fiscal year 2014 and fiscal year 2016.> With
revenues substantially out of line with expenditure levels, the state was forced to delay payments to
vendors to make it through the impasse years.

As a result, by the end of fiscal year 2017, lllinois’ backlog of bills reached an estimated $14.7 billion, a
nearly $10 billion increase from the end of fiscal year 2015. With a substantial portion of the backlog
accruing interest at rates between 9 and 12 percent annually, the fiscal year 2018 budget included
authorization for the issuance of $6 billion in general obligation bonds to pay down a portion of the
backlog. The issuance of these bonds will save the state an estimated $4 billion to $6 billion over the
life of the debt.® This bonding, in combination with the leveraging of federal funds, paid down over half
of the bill backlog. However, at the end of December 2018, the estimated backlog of bills remained at
$7.9 billion (nearly $2.9 billion more than before the budget impasse).’

3 http://paulsimoninstitute.siu.edu/_common/documents/opinion-polling/simon-institute-poll/2018/3-5-18-simon-poll-illinois-
voters-not-happy-direction-of-the-state.pdf

4 https://illinoiscomptroller.gov/financial-data/find-a-report/special-fiscal/consequences-of-illinois-2015-2017-budget-impasse-
and-fiscal-outlook/

* Fiscal Year 2019 Budget Summary, Commission on Government Forecasting and Accountability.
http://cgfa.ilga.gov/Upload/FY2019BudgetSummary.pdf

5 https://illinoiscomptroller.gov/financial-data/fiscal-focus-blog/long-term-taxpayer-savings/

7 https://illinoiscomptroller.gov/financial-data/fiscal-focus-blog/bill-backlog/
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Rating Downgrades

The lack of fiscal stability affects the view of the state by the national credit markets. The rancor,
budgetary upheaval, unfunded pension liabilities and enormous bill backlog of lllinois government took
a toll on the state’s reputation with the rating agencies and the financial markets. Moody’s Investors
Service, Fitch Ratings and S&P Global Ratings downgraded lllinois’ general obligation bond rating a
combined total of eight times. A lower credit rating means higher interest costs when the state borrows
money. In turn, critical services are robbed of much needed dollars as those funds are redirected to
repay debt.

lllinois’ current general obligation bond ratings remain a dismal Baa2, stable outlook; BBB-, stable
outlook; and BBB, negative outlook (Moody’s, S&P, and Fitch, respectively), the lowest among the states.

The Financial Toll of Not Paying Bills on Time

The State Prompt Payment Act imposes a one percent per month interest penalty on bills that remain
unpaid by the state after 90 days. This is a rate of 12 percent annually. Similarly, the lllinois Insurance
Code establishes timely pay requirements for certain healthcare services under the State Employees
Group Health Insurance Program. The interest rate under this law works out to 9 percent annually after
payment of a bill is delayed by 30 days or more.

lllinois continues to rack up significant late fees for failing to pay its bills on time. Late payment interest
penalties related to the impasse reached $1.25 billion.! According to the lllinois Comptroller’s Office,
the state accrued more in late payment interest penalties during the impasse period than it had in the
previous 18 years combined. So far in fiscal year 2019, the state has processed another $41 million in
interest penalties on the remaining bill backlog. Spending on unnecessary interest costs inevitably
crowds out other essential state spending. lllinois must get its bill backlog under control and keep it
manageable.

The Structural Deficit

Even after the resolution of the budget impasse, the State of Illinois continues to face structural deficits.
The estimated baseline general funds deficit for fiscal year 2020 totals $3.2 billion. Unless action is
taken, similar annual deficits are anticipated for at least the next five fiscal years.

In their publication, “No Magic Bullet: Constructing a Roadmap for lllinois Fiscal Stability,” economists at
the University of lllinois pessimistically predict the following, “even if lllinois exercises extreme fiscal
discipline and reduces its long-term spending growth rate as low as any state in the nation, it could
require nearly two decades to eliminate the structural budget gap it faces.” The report noted that
spending by the state has increased faster than revenues since fiscal year 1998.°

However, with collaborative solutions, lllinois government can put its fiscal house in order and bring
back fiscal and programmatic stability so lllinois families and businesses will benefit. The beginning of
lllinois’ third century is just the time to do this.

Together, elected officials and the public they serve can make the big changes that need to be made. It
won’t be easy. lllinois’ fiscal situation is challenging. It was not broken overnight and fixing it will not
happen overnight either. This means that government won’t be able to fully fund every public priority in
the coming fiscal year. Difficult choices must be made.

& https://illinoiscomptroller.gov/financial-data/find-a-report/special-fiscal/special-report-on-late-payment-interest-penalties-april-
dta-addendum/ and Comptroller records on fiscal year 2018 spending
° https://igpa.uillinois.edu/report/FFP-FY2017-annual-update
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Illinois Tax Structure

lllinois’ current tax structure is unsustainable. Governor Pritzker believes our future depends on the
passage of a fair income tax, one that will move lllinois into the third century, help us meet our growing
needs, and one that will sustain us into the future. Illlinois is one of just nine states that assess all
taxpayers at the same income tax rate. Most of our Midwest neighbors have a graduated income tax
structure. Thirty-three states have progressive tax systems based on varying tax rates at varying income
levels. It is long past time for lllinois to adopt a fair income tax system to replace the current flat tax
income tax that over burdens the middle class and those striving to get there.

According to the Institute on Taxation and Economic Policy (ITEP), lllinois has the eighth most regressive
tax system in the country.'® This means the tax impact falls more heavily on those with lower levels of
income. The state mainly relies on three forms of taxation: income taxes, consumption taxes and excise
taxes. Consumption taxes and excise taxes are inherently regressive. The sales tax is the largest of
these taxes. Lower income people, by necessity, spend a larger share of their income on sales taxed
items than higher earners. In fact, the lowest 20 percent of earners pay 6.8 percent of their income in
sales and excise taxes while the top one percent of earners pays just 0.8 percent of their income in sales
and excise taxes.

On the income tax side, the personal exemption and earned income tax credit (EITC) are mildly
progressive, but are not enough to offset the regressive nature of the sales tax and other consumption
taxes. Both personal and business income taxes are levied at a single rate for all taxpayers regardless of
the level of income.

Pensions

One of the largest shares of state government spending is dedicated to paying for pensions for
employees under the five state systems - Teachers’ Retirement System (TRS), the State Universities
Retirement System (SURS), the State Employees’ Retirement System (SERS), the Judges’ Retirement
System (JRS) and the General Assembly Retirement System (GARS). Nearly 25 years ago, the General
Assembly enacted Public Act 88-593 that created a 50-year plan to achieve 90 percent funding of system
liabilities. The legislation included a 15-year phase-in period to allow the state to adapt to the plan (the
“ramp”).

After the ramp ended in fiscal year 2010, the state’s contribution was scheduled to remain at a level
percentage of payroll for 35 years, until the 90 percent funded level was achieved. This level percent of
payroll calculation was intended to minimize the impact of pension contributions on the budget." The
original calculations forecast what this would look like:

e TRS was forecast to increase from 7 percent of payroll in fiscal year 1996 to 20.85 percent in fiscal
year 2010 and remain level thereafter.

e SURS was predicted to increase from 5.7 percent of payroll to 17.9 percent of payroll in fiscal year
2010 and remain level thereafter.

e SERS was estimated to increase from approximately 5 percent of payroll to 8.38 percent of payroll in
fiscal year 2010 and remain level thereafter.

Unfortunately, the forecast from 25 years ago dramatically missed projections. In fiscal year 1996, the
state contribution to the systems totaled just over $600 million, reflecting approximately 5-7 percent of
payroll costs and 3.2 percent of the state’s general funds revenues. The estimated contribution to the
five retirement systems in fiscal year 2020 is scheduled to total $9.1 billion, reflecting 42 to 52 percent

1% https://itep.org/whopays/illinois/
" For example, the state may contribute 25 percent of payroll costs, but - if actuarial assumptions hold - could expect to pay 25
percent of payroll costs every year going forward, so payments would grow gradually with the underlying growth in salary costs.
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of payroll for the big systems and potentially 21 percent of the state’s general funds revenues. This
payment would be roughly $8.5 billion more than the state contributed in fiscal year 1996 and nearly
$4.2 billion higher than was forecast as affordable for fiscal year 2020. As a percent of payroll, this is
more than twice the budgeted rate that the creators of the plan forecasted 25 years ago.

Projected State Retirement Contributions
1994 est. vs 2018 est.
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Since fiscal year 2010, which was supposed to be the end of the ramp, appropriations for state pensions
continued to grow, on average, by 9 percent ($500 million) annually.

What happened to change this curve so dramatically from what was envisioned 25 years ago? There
have been essentially no increases in benefits affecting the liability of the five systems since fiscal year
2003, and payroll costs have fallen far below actuarial expectations. Tier 2, modifying benefits for
employees hired after January 1, 2011, significantly lowered the baseline costs of the pensions offered
to employees.

The most substantial impact to the growth in pension costs came from the two economic recessions and
subsequent changes to the actuarial assumptions of the systems as determined by the boards of those
systems:

e Systems market asset values fell by over 10 percent ($5.7 billion) during the dot-com crash of the
early 2000s and by 31 percent ($22.2 billion) during the Great Recession of the late 2000s.

e The largest three systems’ assumed rates of return have fallen from 8.50 percent at the beginning of
the 2000s to between 6.75 and 7.00 percent today, in addition to other assumption changes about
life expectancies, economic conditions and demographics.'

'2 Due to the nature of actuarial calculations, decreases in the expectation of the rates of return for investments requires more
funds to be deposited today as the expectation of investment earnings falls.
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lllinois’ pension contributions have grown to absorb nearly 21 percent of the state’s available general
funds revenues; this crowds out other critical investments in education, social services and
infrastructure, investments vital to the state’s growth.

THE PLAN TO ACHIEVE FISCAL STABILITY

The structural deficit cannot be addressed by spending cuts alone. Dramatic cuts in state services would
stifle long-term economic growth for Illinois. Investments in early childhood education, K-12 education,
higher education, our social safety net, economic development and infrastructure will reap dividends
long into the future. Draconian cuts to services is not the answer to balancing the budget. As we would
not expect a working family to forgo basic living needs, the state should not starve critical programs and
services.

Bringing Down the Bill Backlog

Illinois must get its bill backlog under control and keep it manageable. To that end, the Governor
proposes the issuance of $1.5 billion in general obligation bonds in the summer of 2019 to pay off most
of the interest-accruing bill backlog in the state employee health insurance program, the Medicaid
program, and other overdue payments to vendors. Many of these bills are accruing interest at a rate
nearing 12 percent annually; the issuance of the bonds could reduce the state’s interest costs by
millions of dollars. Furthermore, the Governor is proposing the reduction of the interest rate under the
Prompt Payment Act to a market based rate, perhaps tied to five-year U.S. Treasury rates. Additionally,
the fiscal year 2020 budget proposal dedicates another $155 million in surplus towards backlog
paydown.

Providing New Revenues

In order to achieve fairness in the tax system, lllinois must move toward a fair income tax where
individuals with a greater ability to pay bear a greater share of the tax burden.

Amending the lllinois Constitution to allow for a revised income tax structure cannot be achieved sooner
than fiscal year 2021. Given the significant financial pressures faced by the state, a revenue bridge must
be built between today and future tax reforms.

To that end, Governor Pritzker is proposing several changes to the state’s current revenue structure to
fund essential services now. The proposed fiscal year 2020 budget must lay the groundwork to raise the
additional revenue lllinois requires. Raising revenue alone won't fix the challenges the state is facing,
but raising revenues does give lllinois the resources to begin fixing the state’s structural problems.

The estimated new or enhanced revenues outlined below total $1,121 million. In the absence of these
revenues, an equal amount of spending would have to be eliminated. While the Governor does not
recommend such actions, each agency in the general funds budget, aside from debt service, pensions
and employee healthcare costs, would be cut by 4.0 percent to ensure a balanced budget. This would
eliminate much needed investments in education, higher education, social services and criminal justice
programs.

Sports Wagering

A May 2018 U.S. Supreme Court decision struck down a 1992 law that limited legal sports betting. As a
result, many states are taking steps to legalize gambling on sports. There is an estimated $150 billion
in illegal sports bets placed every year and states are planning to increase revenues and spur economic
activity by allowing a portion of those bets to occur legally within the state. Several states already have
taken steps towards legalization, including New Jersey, Pennsylvania, West Virginia, Mississippi, Rhode
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Island and Delaware. lllinois should become the first state in the Midwest to take advantage of this
opportunity.

The Governor proposes to authorize sports wagering at various facilities in lllinois. This wagering could
be done in-person or via the internet by persons physically located in lllinois or in a jurisdiction that has
entered into a reciprocal agreement with lllinois. The proposal would make 20 total licenses available.
Sports wagering operators would pay a tax equivalent to 20 percent of their gross sports wagering
revenue and this money would be deposited into the State Gaming Fund.

Based on estimates from Oxford Economics, lllinois could generate between $384 million and $680
million in gross sports wagering revenues per year under full implementation. At the proposed 20
percent tax rate, this would generate tax revenues of between $77 million and $136 million per year.
Approximately $17 million is included in the budget forecast for fiscal year 2020, of which $12 million
would be transferred into the general funds, after estimated potential expenses to administer sports
wagering were deducted.

An applicant for an interactive sports wagering platform license would pay an initial fee of $10 million
and an annual license renewal fee of $5,000. For the first five years of operation, sports wagering
operators would be able to deduct a maximum of 90 percent of one-fifth of the initial license fee each
year from the sports wagering tax. This license fee and tax credit proposal will allow the state to
accelerate an estimated $200 million in future tax revenue into fiscal year 2020.

Recreational Cannabis

lllinois is one of thirteen states that has decriminalized possession of small quantities of cannabis. In
2013, lllinois passed the Compassionate Use of Medical Cannabis Pilot Program Act which currently has
more than 34,000 qualifying patients. At the present time, eight states have either enacted recreational
cannabis statutes or passed public referendums.

lllinois has the potential to license new cannabis cultivators and accelerate future cannabis tax revenue
through a license fee and tax credit arrangement similar to the sports wagering tax to reduce the
economic cost of the license. It is estimated that $170 million will be realized in fiscal year 2020,
with actual amounts dependent on the final initial license fee structure.

Managed Care Organization Assessment

The Governor proposes that lllinois enact a managed care organization assessment to help cover the
costs of the state’s Medicaid program. A program similar to the per-member per-month assessment
charged to organizations in California or Ohio could help generate significant revenues to support the
costs of healthcare. Alternatively, the General Assembly currently has a proposal containing a health
insurer claims assessment which could be looked at as well. The program would be structured to
generate approximately $390 million in new revenues for deposit into the Healthcare Provider
Relief Fund to cover a portion of the state’s Medicaid costs, while also generating millions more in
matching federal revenues to provide additional funds for the overall program.

E-Cigarettes

According to the Centers for Disease Control, 10.3 percent of adults between the ages of 18 and 24
years old have used e-cigarettes, while the overall use rate among adults is just 4.4 percent.”” The long-
term health consequences of e-cigarettes are not yet understood; however, the potential for long-term
negative impacts cannot go unacknowledged. The aggressive and effective marketing to younger
consumers is troubling. As a result, the City of Chicago, Cook County and many other states have

3 https://www.cdc.gov/brfss/index.html
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started taxing e-cigarettes. The Governor is proposing to tax e-cigarettes at 36 percent of the wholesale
price, the same rate at which other tobacco products are taxed. An additional $10 million per year is
estimated to be generated for the Healthcare Provider Relief Fund. The Governor is also proposing
to increase the cigarette tax rate by 32 cents per pack of 20 cigarettes. This will generate an additional
$55 million to be deposited into the Healthcare Provider Relief Fund to further assist the state with
costs associated with the Medicaid program. For details on a proposed change to the cigarette tax
deposit structure, see Chapter 4 of this Budget Book.

Video Gaming

More than 30,000 video gaming terminals (VGTs) operate in almost 6,800 locations around the State of
lllinois. Many of the video gaming operations are single site operations while others may be numerous
separate LLCs underneath a larger parent entity. These larger entities may be operating hundreds of
video gaming machines at scores of locations around the state, yet they pay the same tax rates as the
smaller single-site operations. In riverboat gambling, the state accounts for differing market sizes
through a progressive wagering tax. Video gaming should do the same. The new structure will require
combined reporting of net terminal income at the parent entity level. The Governor proposes that
marginal net terminal income that exceeds $2.5 million per year be taxable at a 50 percent rate rather
than the current 30 percent rate. The current revenue sharing arrangement with local units of
government would still apply. The Capital Projects Fund is projected to receive an additional $89
million per year and local governments approximately $18 million under this alternative tax structure.

Plastic Bag Tax

Waste plastic in our environment is a serious concern posing a grave risk to fish and other wildlife in our
water and other natural habitats. An excise tax on plastic bags, as suggested by the Governor’s budget
transition committee, is one way lllinois can help to reduce the risk to wildlife. The state can reduce the
use of plastic bags in check-out lanes and generate $19 million to $23 million in new revenue with a
five-cent-per-bag tax depending on whether or not the City of Chicago, which already has a plastic bag
tax, is exempted.

Retailers Discount

Currently lllinois retailers receive a discount of 1.75 percent of the sales tax due. The discount is
intended to reimburse some of the cost of collecting taxes on behalf of the state. The discount costs
state and local governments approximately $252 million per year. The Governor is proposing a $1,000-
per-month cap on the Retailers Discount, which would increase revenue deposits by $75 million for
state general funds and $58 million for local governments. Under this $1,000-per-month cap, nearly
99 percent of retailers will see no change in their discount, as taxable retail sales are highly
concentrated among a small percentage of high-volume retailers.

Private School Scholarships

In 2017, lllinois added a tax credit program granting a 75 percent income tax credit to individuals and
businesses that contribute to scholarship funds for private schools. The Governor is proposing to phase
out the program over the next three years so that the state can direct its limited revenues to funding its
commitments to public schools first. Capping the amount of eligible contributions at $50 million,
approximately 17 percent below the estimated contributions in 2018, will provide an additional $6
million in general funds revenues while protecting scholarship funding for current students so their
studies are not disrupted.
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Decouple from Federal Repatriation Credit

The Tax Cuts and Jobs Act of 2017 (TCJA) created a new deduction that provides domestic corporations
a reduction in federal tax paid on their foreign derived intangible income. Decoupling from this federal
provision by creating an addition modification will allow lllinois to tax the full amount of foreign derived
intangible income apportioned to lllinois. This will generate an additional $94 million in corporate
income tax general funds revenues.

Delinquent Tax Payment Incentive Program

lllinois’ last delinquent tax payment incentive program was enacted by Governor Quinn in August 2010.
In general, these programs accelerate tax revenue that is likely to be collected by the Department of
Revenue at some point in the future through the audit or collections process. The last delinquent tax
payment incentive program accelerated more than $450 million between fiscal years 2011 and 2012.
Improvements in the intervening years in tax administration and compliance may reduce the revenue
potential, but conservative estimates predict that the state could accelerate $175 million in tax revenue
across all state tax sources for deposit in fiscal year 2020.

Reforming and Sustaining the Pension Systems

No one who devised the state’s pension funding schedule 25 years ago would have intentionally built a
plan that required 21 percent of state general funds revenues go to pensions. It is time to re-evaluate
the plan set up 25 years ago and find a way to balance the state’s pension commitments with all the
other demands on the state’s resources. The Governor is proposing a sustainable approach that will
keep our promises to retirees who earned their pensions, while making investments in the critical
priorities that make lllinois a good place to live.

The Governor’s five-tiered approach to pension stabilization, taken collectively with the expansion of the
tax revenue base and the ongoing investment in priorities that will grow our economy, will put the state
on a sustainable path that keeps its promises to retirees.

The Governor is proposing a multi-tiered approach to pension stabilization that takes into account the
legal levers available to manage this commitment:

1) Dedicate $200 million of new revenue from the fair tax directly to paying pensions on top of the
amounts certified by the pension systems annually.

o Provide pension funding over and above the ramp to pay down the debt more quickly,
indexed to inflation to generally increase with the growth in new revenues.
o Secure dedicated funding to the systems that would otherwise go into general funds.

2) Make the pension acceleration program permanent. In 2018, the General Assembly authorized a
plan to reduce the liabilities of the systems by allowing members to sell a portion of the value of
their post-retirement cost of living adjustments. If this program is made permanent, significant
liabilities of the systems can be eliminated. This program is estimated to reduce fiscal year 2020
contributions by approximately $125 million.

3) Issue $2 billion in pension funding bonds to infuse cash into the systems at lower rates than we are
incurring on the unfunded liabilities. If the state enacts a new bond structure allowing for income
tax revenue bonds, lower interest rates are possible. The state will rededicate future expiring
pension debt service to retirement systems.

4) Restructure the pension debt to make payments more sustainable and balanced with critical
investment needs. The current payment trajectory would lead to a $17 billion reduction in pension
payments in 2046; by shifting out the target date modestly to fiscal year 2052 and maintaining the
90 percent funding target, contributions today can be adjusted to a more manageable level. This
proposed reamortization will reduce fiscal year 2020 general funds contributions by an estimated
$878 million.
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5) The Governor has proposed creation of two taskforces on pensions. The first will identify what
assets from among the billions of dollars in state real estate and infrastructure could be directed to
enhance the value of the state’s pension funds. These assets could be used in a way that is far
more financially responsible for the state. The second will make recommendations about the
feasibility of consolidating the various local pension funds in the State.

Taking this multi-tiered approach ensures the stability of the pension systems, funds the commitments
made to thousands of teachers, university staff and state employees, while finding a middle ground that
enables state government to continue to fund the level of services that lllinoisans need. While the shift
in the payment target date adjusts the point of 90 percent funding forward seven years, the systems still
would be projected to have a 65 percent funded ratio in fiscal year 2045 - 25 percentage points higher
than where they are today.

Building up the Budget Stabilization Fund for a “Rainy Day”

[llinois government created the Budget Stabilization Fund in 2001 with the intent to use it as a “rainy day
fund” for future fiscal emergencies or economic downturns. After that original funding, very little was
contributed to the fund and it was used as a tool to assist with cash flow until it was nearly drained in
fiscal year 2017. The Volcker Alliance December 2018 report “Truth and Integrity in State Budgeting”
graded lllinois a D in reserve fund balances over the past three years. According to the alliance, “States
should enact clear policies for deposits into and withdrawals from rainy day and other reserves...Without
rules for replenishing rainy day funds, it can be too easy for legislatures to leave them empty or with
minimal assets.”™*

With that in mind, Governor Pritzker proposes, upon the enactment of a fair tax, to dedicate $100
million annually from the new revenues directly to building up the Budget Stabilization Fund so that it
may be used in the manner for which it was established.

WORKING TO ENSURE EFFICIENT, EFFECTIVE GOVERNMENT SERVICES

The Governor is also focused and committed to bringing real efficiencies to state government and
breaking down silos that so often have been prevalent in previous administrations. Agencies under his
jurisdiction will have their goals and objectives closely tracked for progress. Agencies with related
functions, such as the departments of Human Services and Healthcare and Family Services, will work
together to provide the most efficient and effective services to the people who need them.

Furthermore, the administration is committed to Budgeting For Results (BFR), a comprehensive means to
evaluate program performance. This type of budgeting will allow for better programmatic funding
decisions and help quantify program impacts. It will allow policy makers to compare lllinois program
results against national best practices.'

Finally, the Governor believes that there is great potential to achieve savings by listening to suggestions
from lllinois employees who are working in the agencies every day. For example, a Department of
Transportation employee submitted an idea through its 2018 Operations Innovative ldea Contest to
install an amber light, which can be seen in poor weather conditions, on the corner of snowplow trucks
to indicate to the driver that the truck bed is currently elevated. When elevated, the truck bed could be
high enough to make contact with overpass bridges, causing catastrophic damage to both the snowplow
and the bridge. The installation of these lights is anticipated to save an estimated $100,000 in bridge
repair, truck replacement and downtime costs per incident avoided. While the state has long had an
Employee Suggestion Award Board run by the Department of Central Management Services, it has seen

' https://www.volckeralliance.org/truth-and-integrity-state-budgeting-preventing-next-fiscal-crisis
'S Program assessment reports for seven programs under the Adult Policy Crime domain are published and available from the
GOMB website, www.Budget.lllinois.gov.
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limited activity in recent years. This is the time to let the state’s employees know that the Governor
wants to hear their suggestions so that state government processes can be further streamlined.

THE GOVERNOR’S SPENDING PRIORITIES

Governor Pritzker believes the people of lllinois are its greatest resource. He believes that all people
should be provided the tools to help them build a better life, contribute to their community and to help
strengthen the economy. To that end, the Governor is committed to ensuring working families across
lllinois receive a living wage. He supports the increase in the minimum wage to $15 an hour for all
workers. The minimum wage was last raised in July 2010.

The proposed fiscal year 2020 budget invests in the people of lllinois, the state’s educational system, its
programs to assist the most vulnerable and its infrastructure. Investing in lllinois’ people and its
infrastructure will strengthen the economy and ready the state to compete in the global marketplace.

INVESTING IN EDUCATION FROM CRADLE TO CAREER
Investing In Our Children Birth To Age 5

Governor Pritzker believes investment in early childhood programs, from birth to age five, will provide
children the tools they need to reach their full potential as adults. Research shows such investments
boost school readiness, high school graduation rates, future employment and health.

The fiscal year 2020 recommended budget focuses on helping parents build stronger families and
enhance the learning environment for young children. The budget puts lllinois on a path toward
universal preschool for 3 and 4 year olds, beginning with children who would benefit the most. It also
allows for a cross-agency system to reach all new and expecting parents through healthcare providers
and early learning programs.

Early Childhood Block Grant Funding
(Dollars in Millions)
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$550
$500
5450
5400
5350
- -
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The proposed fiscal year 2020 budget includes:

Funding for the Early Childhood Block Grant at $593.7 million, an increase of $100 million from
fiscal year 2019. This increase in appropriation would allow lllinois to incrementally move toward
the ultimate goal of enrolling every low-income child in high-quality early childhood programs.
Additional funding, totaling $30 million, to allow DHS to increase the income eligibility in the Child
Care Assistance Program from 185 percent to 200 percent of the Federal Poverty Level (FPL) in
January 2020. This increase would allow working parents to increase their wages without losing
assistance and help an estimated additional 10,000 children. Once qualified for the program,
families would be allowed to stay in the program with incomes up to 215 percent of the FPL.
Increasing access to this program is a two-generation approach to supporting children and their
parents.

An increase of $7 million for Early Intervention programs to continue to help Illinois families with
infants and toddlers overcome developmental delays.

Additional funding of $3.8 million for the federal Preschool Development Birth through Five Grant
that is intended to strengthen state and local efforts so that more children from low to moderate
income families enter kindergarten ready to succeed in school.

Investing In Education For Children K-12

The fiscal year 2020 recommended budget for K-12 Education sets lllinois on the right path to achieve a
system that both adequately funds and equitably serves every child in lllinois, from cradle to career.

The proposed fiscal year 2020 budget includes:

An increase for the Evidence-Based Funding Formula (EBF) of $375 million to achieve and exceed the
statutory target for annual funding in order to distribute additional resources and more state funds
to school districts with the most need. Fiscal year 2020 is the third year of EBF implementation and
the recommended funding levels would result in more than $1 billion in additional funding being
distributed to school districts across the state on a yearly basis as compared to fiscal year 2017
funding. Fiscal year 2020 funding for EBF totals $7.2 billion.

An increase in funding for the Special Education Private Tuition and Special Education Orphanage
Tuition categorical grants by a collective $21 million. This increase provides each child with
disabilities the individualized support needed to achieve high academic standards, whether in a
private facility or under the care and custody of the Department of Children and Family Services.
Increased funding for Career and Technical Education Programs totaling $5 million. This would help
expand opportunities for high school students to participate in workforce development programs
that align with the needs of the community.

Funding for a new Advanced Placement Low-Income Test Fee Waiver totaling $2 million. By covering
a portion of the cost of the exam, the state would eliminate barriers for students identified as low-
income and give them the opportunity to earn college credit while still in high school.

An additional $250,000 for educator misconduct investigations. This will aid the lllinois State Board
of Education in addressing misconduct cases in an efficient manner.

Investing In Post-Secondary Education

The fiscal year 2020 proposed budget charts a new course for higher education in lllinois that reinvests
in students, increases college affordability, expands economic opportunity and promotes innovation.

The proposed budget for fiscal year 2020 includes:

An increase to the Monetary Award Program (MAP) of $50 million, or 12.5 percent more than fiscal
year 2019 levels. The increase in appropriation could help approximately 15,000 additional students
receive MAP, increase the grant award to each MAP recipient by 12.5 percent, or use a balanced
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approach that would both increase the number of students served and enhance the grant size for all
recipients.

e $35 million for the AIM HIGH grant pilot program, which will cover the second year costs of $25
million for the pilot class of eligible students and $10 million to fund a second cohort of eligible
students. The intention of this bi-partisan program is to create incentives to help stem the
outmigration of lllinois students.

e Funding increases for public universities of $52.2 million more than fiscal year 2019 levels. The
increase will help hold down tuition at public universities and build a competitive workforce.

e A funding increase for community colleges of $13.9 million more than fiscal year 2019 levels. This
increase will provide community colleges more resources to effectively serve their students and the
communities in which they reside.

e Funding of $3.5 million for the Department of Veterans’ Affairs to restore POW/MIA scholarship
reimbursements to universities, which have not been funded since 2009.

e Appropriations for a new $3.8 million program focused on improving the retention and graduation
rates of low-income and minority students at community colleges and public universities. The
“Competitive Grant Program for Student Support Services” will help public post-secondary institutions
establish or expand existing efforts to support students through targeted support services, bridge
programs, counseling and other evidence-based efforts.

INVESTING IN HEALTH AND SOCIAL SERVICE PROGRAMS

The proposed fiscal year 2020 budget for human service agencies includes funding to help strengthen
and preserve families, protect and promote good health, and expand services to developmentally
disabled individuals, people with mental illness and senior citizens.

For example, the fiscal year 2020 proposed budget includes $580 million (over 80 percent is federal
matching funds) in the Department of Healthcare and Family Services (HFS) budget for implementation of
the 1115 Behavioral Health Waiver (Waiver) and related State Plan Amendment (SPA) changes. Along with
HFS, the Department of Children and Family Services and the Department of Human Services are also
invested in the successful implementation of the Waiver and SPAs. This is a prime example of the inter-
agency cooperation the Governor is pursuing for the purpose of streamlining delivery of key services.
The creation of Integrated Health Homes for both at-risk adults and children and their families is funded
at $343 million and is the largest part of the fiscal year 2020 Behavioral Health investment.

The Waiver and SPA programs take a holistic view of healthcare and a team approach to treatment and
services, providing a full set of medical, mental health and social services that better meet patient needs.
Such coordinated care programs improve patient overall health, treat emerging issues, help prevent
crises and reduce the need for emergency care.

The proposed fiscal year 2020 budget includes:

Department of Children and Family Services:

e Provides $9.8 million for an additional 126 direct service staff including Child Protection Specialists
and Child Welfare Specialists to improve staff caseload ratios and remain in compliance with consent
decrees.

e Provides $25 million to begin implementation of the Comprehensive Child Welfare Information
System (CCWIS), a federally mandated upgrade to the current State Automated Child Welfare
Information System (SACWIS) that will modernize the child welfare data and provide real-time
information.

e Provides a $10 million increase for Family Preservation services to expand intensive case
management and other services to families to reduce instances of taking children into state care.

e Provides a $10.5 million increase for caseload growth in the Foster Homes program.

e Provides a $7.8 million increase for caseload growth in Institutions and Group Homes.
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Department of Human Services:

e Provides $107.4 million to address mid-year minimum wage changes in programs including
Addiction Treatment, Child Care, Developmental Disabilities, Home Services and other community
services.

e Provides a $31.3 million increase to support nearly 700 new placements for developmentally
disabled individuals transitioning to less restrictive or community home settings under the Ligas
consent decree.

e Provides a $103.2 million increase in the Home Services Program to recognize caseload growth
($23.2 million) and underfunding in fiscal year 2019 ($80 million).

e Adds $250,000 to homelessness prevention programs.

e Maintains funding for Immigrant Integration Services and Welcoming Centers. This funding carries
out the Governor’s executive order ensuring that lllinois, home to 1.8 million immigrants, continues
to support immigrant integration services.

Department of Healthcare and Family Services

e Maintains the Medicaid program at current eligibility levels, while utilizing a new proposed managed
care organization assessment to allow the department to more efficiently manage its payments,
while potentially generating additional federal revenues for program enhancements.

e Proposes funding of $3.2 million for behavioral health and Medicaid program staff for the
administration, coordination and implementation of the Section 1115 Behavioral Health Waiver as
well as improved management and coordination of existing Medicaid programs among partner
agencies. The Behavioral Health Waiver will focus on those individuals needing care for mental
health and addiction services.

e Provides $2.5 million for an additional 19 staff in the Bureau of Collections to improve Medicaid cost
recoveries and avoidance.

Department of Public Health

e Provides a $6 million increase for new lead screening cases tied to changes in the actionable levels
of lead present in blood.

e Maintains funding of $13.5 million for the Breast and Cervical Cancer Program, which allows the
department to serve approximately 13,000 clients.

e Maintains funding of $25.5 million for HIV/AIDS programs, which allows the department to serve
approximately 12,000 clients.

e Maintains funding of $18.1 million for local health protection grants.

Department on Aging

Governor Pritzker is committed to programs that assist older adults live healthy, independent lives;
programs that ensure seniors have access to quality affordable care and strong community-based
services.

The proposed fiscal year 2020 budget includes:

e Provides more than $65 million in funding to address changes in the minimum wage and potential
rate increases for Emergency Home Response, Adult Day Care and Homemaker services in the
Community Care Program and other senior support services.

e Provides $24 million in funding to support Case Coordination Units in completing Medicaid
applications for clients. This funding is expected to increase the portion of Community Care Program
services eligible for federal Medicaid match.

e Realigns $125 million in General Revenue Fund appropriations to the Commitment to Human
Services Fund to improve timeliness of payments for critical programs including Home Delivered
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Meals, Adult Protective Services, Case Coordination Units and Planning and Service Grants to Area
Agencies on Aging. It also increases the number of seniors served by the meals program, eliminating
the current wait list.

e Provides $2 million in grants to agencies to assist with clients with dementia and Alzheimer’s and to
address social isolation issues with older adults.

Department of Veterans’ Affairs

Governor Pritzker is committed to protecting lllinois veterans. A comprehensive review of the
Department of Veterans Affairs and lllinois Veterans’ Homes is already underway via an executive order
by the Governor.

The proposed fiscal year 2020 budget includes:

e Funding of $20.6 million to open the new 200-bed Chicago Veterans’ Home in fiscal year 2020.
e $50,000 additional funding for Educational Opportunities for Children of Certain Veterans’ grants.

CRIMINAL JUSTICE AND CRIMINAL JUSTICE REFORM

One key element of the Governor’s commitment to criminal justice reform is the creation of the Justice,
Equity and Opportunity (JEO) Initiative, spearheaded by the Office of the Lieutenant Governor. By
pursuing evidence-based solutions, sentencing reform, rehabilitation, gun violence prevention, and
community supports, the aim is a criminal justice system that gives lllinoisans a chance to reach their
full potential.

The JEO Initiative will bring state agencies together with stakeholders that hope to create a fairer lllinois.
This initiative will further efforts to reform lllinois' criminal justice system, develop economic
opportunities in an equitable fashion and support robust change in our state.

The Initiative plans to utilize data-driven approaches to provide justice, equity and opportunity. It will
improve communication across agencies and bring in community members that understand the
challenges those communities face and how solutions should be fashioned. It will support research and
pilot programs to reform the state. The Initiative will promote decision making that proactively
enhances equity.

Department of Corrections

The proposed fiscal year 2020 budget will continue efforts to lower the recidivism rate, and focus on
treatment and rehabilitation to ensure a successful and permanent re-entry into society. It includes
increases in the Department of Corrections’ healthcare facilities and contracts pursuant to the Rasho
court settlement and Lippert consent decree.

The proposed fiscal year 2020 budget includes:

e Funding for development and implementation of a $25 million electronic medical records system to
allow for more streamlined and effective medical service delivery within the department, as required
by the Lippert consent decree. This system will enable the department to share records with other
state and local entities across the criminal justice continuum.

e Continues funding for two dedicated correctional mental health facilities, Joliet Treatment Center and
Elgin Mental Health Center, to ensure that appropriate healthcare is delivered to offenders. Funded
at $42 million, this will help with progress toward compliance with the Rasho settlement agreement.

e Additional funding for the department’s comprehensive medical and mental health contract in effort
to meet the terms of the Lippert consent decree.
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e Increases for the development of offender management and offender care initiatives, such as the
final buildout of Offender 360 funded at approximately $25 million. Once fully implemented,
Offender 360 will centralize all information on offenders to help staff make more effective and
informed decisions regarding facility placement, rehabilitation and release.

Illinois State Police

The proposed fiscal year 2020 budget continues funding to hire and train sworn troopers to protect the
safety of lllinois citizens. Soon after taking office, Governor Pritzker signed legislation to combat gun
violence by requiring certification and background checks of firearm dealers. The fight for a safer
lllinois will continue throughout the next four years.

The proposed fiscal year 2020 budget includes:

e Funding allocated for two lllinois State Police cadet classes at $7.6 million is expected to graduate
an estimated 170 sworn troopers. The addition of these troopers will help ISP reach an optimal
staffing level.

e Additional funding of $5 million for the new Firearm Dealer License Certification Program (PA 100-
1178), signed into law by Governor Pritzker. This newly signed legislation provides the state more
oversight by ensuring that firearms dealers cannot sell guns without being certified by the state.
Certification requires licensure by the federal Bureau of Alcohol, Tobacco, Firearms and Explosives,
confirmation of federal license and background check by ISP, and continuing annual certification and
security measures. This legislation is intended to reduce gun violence in lllinois.

Department of Juvenile Justice

e Increased funding by $8 million, or 7.5 percent more than fiscal year 2019 levels. The increase will
enable the department of continue full compliance with the MH v. Findley consent decree, and to
continue positive efforts to reach full compliance with the RJ v. Mueller consent decree.

e The department will work to end the criminalization of children by investing in court diversion
programs and restorative justice alternatives to incarceration.

Illlinois Criminal Justice Information Authority

e Increases funding for Community-Based Violence Prevention Programs by $2 million to engage
communities across lllinois by providing grants for direct services, such as street intervention,
counseling and therapy, and youth development programs. Additional funds will help convene or
expand existing community coalitions and ensure service providers have the resources they need to
provide direct services to at-risk youth and young adults.

e Funding includes $10 million to maintain the Adult Redeploy lllinois (ARI) Program, a program that
diverts non-violent offenders from state prisons by providing community-based services. These
grants are disbursed to counties and other local governments in exchange for reducing the number
of people they send to the Department of Corrections.

e Anincrease to federal appropriation authority to expend Victims of Crime Act (VOCA) awards totaling
more than $275 million in federal funding across three federal fiscal years. These grants help
reduce the financial burden imposed on victims of violent crimes and their families.
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INVESTING IN OUR ENVIRONMENT

Governor Pritzker signed an executive order to join the U.S. Climate Alliance, standing on the side of
science and reason and making lllinois the 18" member. This is an important step to expand clean jobs
and achieve 100 percent renewable energy for lllinois. The Governor is committed to investing in clean
water infrastructure, expanding energy efficiency efforts and supporting the agencies that protect our
environment.

The proposed budget for fiscal year 2020 includes:

Environmental Protection Agency

e $2 million for the Office of Energy to promote energy efficiency programming targeted at
environmental justice communities.

e $662 million in new capital appropriations to carry out municipal water loan and grant
programming.

e $10 million in new capital appropriations for environmental grants to protect, preserve, restore and
conserve environmental and natural resources.

Department of Natural Resources

e Full funding for historic sites and preservation operations and maintains operations of all state parks
and campgrounds.

e Funding for a Conservation Police Officer Trainee class of 20 to combat attrition, allowing for
maintained levels of enforcement to protect lllinois’ natural and recreational resources.

e Funding for capital programs at $20.4 million to protect, acquire, enhance and manage wildlife
habitat and to support research and educational programs.

INVESTMENT IN ECONOMIC DEVELOPMENT AND INFRASTRUCTURE

Economic Development

Illinois businesses are looking for competitiveness and certainty. Governor Pritzker is committed to
helping lllinois overcome its recent stagnation in economic growth. This budget moves lllinois forward
and helps it to compete in a world economy.

The proposed fiscal year 2020 budget includes:

e $2.5 million in new funding to the Department of Commerce and Economic Opportunity (DCEO) for a
technology-based grant program which provides resources for high growth and emerging businesses
and for potential technology partners. This program has not been funded since fiscal year 2015.

e $12.5 million to key agencies that will be involved in the administration and regulation of
recreational cannabis, a proposed new industry in lllinois.

e Funding at DCEO for job training, entrepreneurship and tourism, including:

o $311 million for programs under the Workforce Innovation and Opportunity Act;
o $18 million for Small Business Development Centers; and
o $63 million for the promotion of lllinois tourism.

Investment in Infrastructure
lllinois has not kept pace with the basic maintenance needs of its vast infrastructure network. It is

critical that we begin to invest in our state’s infrastructure so that lllinois can remain competitive in the
national and global economies.
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The proposal for the fiscal year 2020 capital budget, as detailed in the accompanying Fiscal Year 2020
Capital Budget, is a baseline maintenance program that does little to address the immense infrastructure
needs of this state. The maintenance budget addresses the annual accumulation of deferred
maintenance of state facilities and higher education institutions, but falls short of a comprehensive
capital program.

A program to build the infrastructure needed to restore lllinois’ place as an economic leader is a top
priority of Governor Pritzker’s. The Governor intends to work with the General Assembly to create the
transportation, logistics and communication network that will meet the needs of lllinois in its third
century.

The proposed fiscal year 2020 budget includes:

e $20 million in new bonded capital to the Department of Innovation and Technology for the Illinois
Century Network (ICN), to refresh aged components of the network and expand the existing network,
with a focus on the K-12 portion. ICN is a high speed broadband network serving K-12 and higher
education institutions, public libraries and museums, state and local governments and broadband
service providers.

The network provides internet and intranet connectivity for thousands of sites statewide, ensuring
high availability for cloud-based content; disaster recovery services; and data, video and audio
communications. The network owns or leases approximately 2,100 miles of fiber optic cables
throughout the state and interconnects with multiple regional public and private networks
throughout lllinois.

e $1.8 billion in capital appropriation for the Department of Transportation’s fiscal year 2020 Road
Program. Available funds for this program do not provide adequate funding for the state’s 16,000
mile road network and reinforces the need for a larger, comprehensive capital program.

e $750 million in new bonded capital to allow the Capital Development Board (CDB) to address the
state’s deferred maintenance needs.

o $600 million in deferred maintenance appropriations for state facilities and $150 million
for higher education institutions.

CONCLUSION

Governor Pritzker’s fiscal year 2020 budget outlines commitments to priority programs, with a
responsible balance of spending, revenues and a more sustainable approach to the funding of the
state’s pension systems. The budget proposal outlines a way to ensure that critical programs are
maintained while responsibly managing the state’s other commitments.

In total, estimated new or enhanced revenues outlined in this budget would generate approximately
$1,121 million. In the absence of any of these needed revenues or alternative revenue enhancements,
an equal amount of spending would have to be eliminated. The Governor does not recommend such
reductions, but should they become necessary due to revenue shortfalls, each agency in the general
funds budget - aside from debt service, pensions and employee healthcare costs- would be reduced by
4.0 percent to ensure a balanced budget. This would eliminate much needed investments in education,
higher education, social services and criminal justice programs.

This fiscal year 2020 budget proposal - like all budget proposals - requires collaboration between
the executive and legislative branches to be enacted. The Governor looks forward to this
collaboration.
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STATE OF ILLINOIS

GENERAL FUNDS FINANCIAL WALK DOWN

GOVERNOR'S OFFICE OF MANAGEMENT & BUDGET

Final Estimated Projected
(S millions) FY 2018 FY 2019 FY 2020
RESOURCES
State Sources: Revenues
Net Individual Income Taxes 17,725 18,251 18,851
Net Corporate Income Taxes 2,017 2,207 2,338
Net Sales Taxes 7,810 8,229 8,537
Public Utility Taxes 896 868 846
All Other Sources 2,555 2,581 2,961
Total State Sources: Revenues 31,003 32,135 33,533
State Sources: Transfers In
Lottery 719 731 745
Riverboat Gaming 272 263 258
Other Transfers 917 1,061 820
Total State Sources 32,911 34,190 35,356
Federal Sources 4,032 3,220 3,547
SUBTOTAL, RESOURCES 36,943 37,410 38,903
Interfund Borrowing/Fund Reallocations 802 250 -
Treasurer's Investment Borrowing - 700 -
TOTAL RESOURCES 37,745 38,360 38,903
EXPENDITURES
1. Education 9,728 10,173 10,804
K-12 Education 7,995 8,385 8,883
Higher Education 1,733 1,789 1,920
2. Economic Development 82 62 56
3. Public Safety 2,218 1,735 1,855
4. Human Services 6,219 5,906 6,448
5. Healthcare 7,613 7,930 7,228
6. Environment and Culture 60 59 59
7. Government Services 3,244 3,390 3,417
Group Health Insurance 1,858 2,026 2,028
Government Services 1,386 1,364 1,389
8. Pensions * 7,014 7,478 7,124
K-12 Education Pensions 4,107 4,467 4,238
State Universities' Pensions 1,414 1,440 1,427
State Employees' Pensions 1,493 1,571 1,460
9. Unspent Appropriations (770) (1,050) (975)
Total Operating Budget 35,409 35,684 36,016
Statutory Transfers Out 582 434 364
Debt Service: Capital and Pension Bonds 2,372 1,851 1,208
Debt Service: Backlog Borrowing 527 801 982
Debt Service: Pension Acceleration Bonds - 7 92
Interfund Borrowing Repayment 128 60 85
Treasurer's Investment Borrowing Repayment - 713 -
Total Additional Expenditures 3,609 3,865 2,731
TOTAL EXPENDITURES 39,018 39,549 38,748
General Funds Surplus/(Deficit)
Backlog Borrowing Proceeds > 2,500 600 -
Federal Revenue Due to Medicaid Backlog Payments 1,206 166 -
Potential Liability from Retroactive AFSCME Step Increases >'* = (381) -
Supplemental Appropriations Needed ° - (92) -
Adjusted General Funds Surplus/(Deficit) 2,266 (897) 155
Revenue Adjustment if Proposed Revenue Enhancements are
Not Enacted ® - - (1,121)
Appropriation Decrease: 4.0 Percent Cut Across All Agencies S - - 1,121
Adjusted General Funds Surplus/(Deficit) 2,266 (897) 155

1 Fy 2019 pension values represent the certified values for the fiscal year. Savings from enacted buyout programs for TRS and SERS will not be known until June.

2 The Governor is proposed a $1.5 billion backlog borrowing to address remaining interest accruing bills, of which $600 million would be estimated to be deposited into the
General Revenue Fund.

? The State and AFSCME have been in litigation to determine the amount owed on retroactive step p . The ini ion is moving emp. to the proper step effective
April 1, 2019. The current estimate listed would be the higher end of the potential range for retroactive payments, not including any p ial interest owed. le
appropriations would be needed to cover these costs.

N Appropriations to cover AFSCME step increases in fiscal year 2020 are reflected in each of the agency lines.
? See Table I-C for details on fiscal year 2019 supplementals needed.

© The is ing new revenue

and adj totaling $1,121 million. If these changes are not enacted, an equal amount of cuts must be applied. A
4.0 percent cut across agencies, excluding pensions, debt service, and group health insurance, would be required.
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DISCUSSION AND ANALYSIS OF FISCAL YEARS 2017 THROUGH 2020

Pursuant to the State Budget Law, the information below summarizes the general funds budgets from
fiscal year 2017 through fiscal year 2020. The reader is referred to Table V to supplement the budget
discussion on each fiscal year. Note that the discussion of general funds below includes three new
funds, the Budget Stabilization Fund, the Fund for the Advancement of Education and the Commitment
to Human Services Fund, in the general funds as reflected by current statute (15 ILCS 20/50-40),
although the change was only effective beginning in fiscal year 2018. Fiscal year 2017 actual numbers
have been adjusted to reflect all seven funds.

AUTHORIZATION FOR STATE EXPENDITURES

lllinois did not enact a full general funds budget for fiscal year 2017. Certain appropriations were
enacted and certain spending occurred through statutory transfers, statutory continuing appropriations,
court orders and consent decrees.

The following descriptions outline the ways that state spending can generally occur:

e Appropriations signed into law - Appropriation bills that are enacted into law authorize state
agencies to spend from these appropriations as permitted by law.

e Continuing appropriations authorized by statute - Certain state spending obligations are covered
by statutory continuing appropriations; i.e., in situations where annual line-item appropriations
are not enacted, an appropriation is established equal to the amount required to be spent by
statute in lieu of an annual appropriation. For example, the state’s contributions to the five
retirement systems under the current-law funding formula can be made under continuing
appropriation language.

e Statutory transfers to other state funds - Certain transfers must be made from one fund into
another fund in the State Treasury based on existing statutes.

e Court orders/consent decrees - In fiscal year 2017, certain spending from the general funds
occurred without enactment of full appropriations when the state was ordered to make such
payments by court order or consent decree. Various court actions and prior consent decrees
directed the state to continue to make payments in the absence of appropriations for items such
as state employee salaries, payments to Medicaid providers, the operations of the departments of
Children and Family Services and Juvenile Justice, and certain social service programs. The social
service spending consent decrees came from federal court action. Much of the fiscal year 2017
spending on these programs continued at fiscal year 2015 levels as directed by the courts.

FISCAL YEAR 2017 - ACTUAL RESULTS

A full fiscal year 2017 general funds budget was never enacted. As of May 31, 2016, no appropriation
bills for fiscal year 2017 spending had passed both chambers of the General Assembly. On June 30,
2016, PA 99-523 and PA 99-524 were signed into law by the Governor, authorizing an agreed stop gap
or “bridge” funding plan to keep government functioning until the General Assembly and the Governor
could come to agreement on a full fiscal year 2017 budget. The “bridge” plan as enacted included a full
year of fiscal year 2017 funding for elementary and secondary education, full-year authority to spend all
federal and other state funds outside of the general funds for fiscal year 2017, capital appropriations for
the state’s road program and some of the state’s other construction projects and limited fiscal year
2017 general funds appropriations for costs of critical state government operations incurred through
December 31, 2016.

lllinois State Budget Fiscal Year 2020

49



Financial Summary

The enacted legislation removed the requirement to repay the fiscal year 2015 interfund borrowing'
within 24 months. Under this legislation, the borrowing can remain outstanding indefinitely. This
legislation also authorized the spending of $275 million from the Budget Stabilization Fund, $97 million
in funding for community colleges from the Personal Property Tax Replacement Fund, $701 million from
the Commitment to Human Services Fund and $453 million from the Fund for the Advancement of
Education for purposes traditionally supported by the general funds. In addition, the “bridge” funding
plan included a new hospital assessment to capture additional federal match associated with higher than
anticipated Medicaid enrollment of newly eligible individuals under the federal Affordable Care Act. The
new assessment alleviated $150 million in state revenue pressure. PA 99-523 also altered some of the
requirements for fiscal year 2017 issuances of General Obligation (GO) refunding bonds and Build lllinois
refunding bonds in order to allow the state to save on debt service costs. Refunding bonds were issued
in the fall of 2016 which will result in debt service savings of $229 million over the life of the bonds,
including savings of $30.5 million in fiscal year 2017.

As part of the fiscal year 2018 budget legislation, additional supplemental appropriations for fiscal year
2017 were included in PA 100-21, effective July 6, 2017. This act included $1.9 billion in additional
fiscal year 2017 general funds appropriations for higher education, elementary and secondary
education, and other purposes.

Fiscal Year 2017 Spending in Absence of a Budget
lllinois began fiscal year 2017 on July 1, 2016 without a fully enacted budget in place. As described
earlier, certain spending continued to occur in the absence of a full budget.

e Appropriations signed into law - PA 99-524 and PA 100-21 included general funds spending of
approximately $7.5 billion for elementary and secondary education, $2.1 billion for higher
education, $1.4 billion for human service programs, and approximately $800 million for state
agency operations and other purposes.

e (Continuing appropriations authorized by statute - Approximately $6.9 billion in general funds
appropriations were established for payments to the state’s retirement systems in the absence of
enacted appropriations. Additionally, certain spending related to some retired teacher health
care and operations of the legislative and judicial branches were covered by continuing
appropriations. In total, approximately $7.5 billion in spending occurred in fiscal year 2017
through continuing appropriations.

e Debt service and other statutory transfers to other state funds - Approximately $2.2 billion in
general funds transfers to the General Obligation Bond Retirement and Interest Fund for debt
service on GO bonds and approximately $2.4 billion in transfers to other state funds for other
purposes, primarily the Local Government Distributive Fund and mass transit funding for the
Regional Transportation Authority and for downstate transit systems, were authorized to be
transferred from the general funds in fiscal year 2017 under existing statutes.

e Court orders/consent decrees - Court orders and consent decrees required the state to make
payments in the absence of appropriations for costs such as state employee salaries, payments
to Medicaid providers and certain social service programs. In total, approximately $14.2 billion
in spending from the general funds occurred in fiscal year 2017 through these court orders and
consent decrees, including approximately $6.4 billion of Medicaid-related costs.

Fiscal year 2017 general funds appropriations and spending numbers in the Fiscal Year 2020 Illinois
State Budget reflect the impact of limited enacted general funds.

Revenues
Base general funds revenues for fiscal year 2017 totaled $30,333 million, a decrease from fiscal year
2016 revenues of $957 million (3.1 percent). The three largest revenue sources, individual income tax,

' $15 million of the interfund borrowing was repaid by December 31, 2016 as allowed under statute.
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corporate income tax and state sales tax totaled $23,036 million, a net decrease of $806 million (3.4
percent) less than fiscal year 2016 revenues. Individual income taxes totaled $13,661 million, a $145
million (1.1 percent) decrease from fiscal year 2016. Corporate income taxes totaled $1,332 million, a
decrease of $641 million (32.5 percent) from fiscal year 2016.

Sales taxes totaled $8,043 million, a $20 million (0.2 percent) decrease from fiscal year 2016. Other
state source revenues totaled $3,272 million and transfers in from other state funds totaled $1,542
million.

Federal revenues totaled $2,483 million, a decrease of $182 million. This amount was lower than
forecast due to delays in releasing Medicaid payments that qualified for federal reimbursement. Because
revenues are recognized on a cash basis, federally matched dollars received for vouchers released after
June 30, 2017 were recorded in fiscal year 2018.

Expenditures

General funds operating expenditures and transfers to other state funds processed through the Office of
the Comptroller for fiscal year 2017 totaled $35,651 million (excluding prior year adjustments).
Expenditures on the operating budget, not including pension contributions, totaled $24,116 million, an
increase of $3,540 million (17.2 percent) from fiscal year 2016. General funds pension contributions
totaled $6,951 million, an increase of $319 million (4.8 percent). Fiscal year 2017 general funds
appropriations included language allowing state agencies to pay amounts carried over from fiscal year
2016 with fiscal year 2017 appropriations. Certain fiscal year 2017 appropriations were used to pay
fiscal year 2016 commitments.

Utilizing fiscal year 2017 appropriations for fiscal year 2016 costs limited agencies’ abilities to process
vouchers through the Comptroller’s office for fiscal year 2017 obligations. Not all current obligations of
the state were paid during fiscal year 2017, while services continued with expectations for future
payment. Areas for which the state did not provide payments at previous years’ levels from the general
funds, but for which the state has historically provided significant financial commitment, included
General Revenue Fund payments to state employee health insurance providers and operational costs of
certain state agencies.

Results

After adjusting for transfers due to the general funds as reported by the Comptroller, fiscal year 2017
results reflect a $5,142 million decrease in the general funds budgetary balance (the June 30 cash
balance less the general funds obligations paid in the state’s lapse period). The budgetary fund deficit
rose from $2,821 million in fiscal year 2016 to a deficit of $7,963 million in fiscal year 2017.

In accordance with the State Budget Law, the estimated general funds total of budget basis accounts
payable, estimated fiscal year 2017 liabilities not paid, Section 25 liabilities and income tax refunds
outstanding as of June 30, 2017 was $15,460 million.

FISCAL YEAR 2018 - ACTUAL RESULTS

Fiscal Year 2018 Budget Actions

As of May 31, 2017, no appropriations bills for spending for fiscal year 2018 had passed both chambers
of the General Assembly. Three budget-related Public Acts went into effect on July 6, 2017: PA 100-21
(appropriations), PA 100-22 (revenues) and PA 100-23 (the budget implementation statutory changes).

Included in PA 100-22 were permanent increases in the individual income tax rate from 3.75 percent to
4.95 percent and in the corporate income tax rate from 5.25 percent to 7 percent, effective July 1, 2017.
Other changes included revisions to certain tax credits and corporate income tax deductions.
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PA 100-23 included several legislative changes, some of which affected the state’s fiscal year 2018
general funds budget. These items include:

e Beginning in fiscal year 2018, state income and sales tax revenues shared with local
governments, which previously were deposited in the General Revenue Fund and then transferred
out to other funds, are now deposited directly into the Local Government Distributive Fund,
Public Transportation Fund and Downstate Public Transportation Fund at the time revenues are
collected. Local governments are expected to receive their payments from the state more quickly
under this structure.

e Authorization for the state to issue up to $6 billion in Section 7.6 bonds which were issued on
November 8, 2017 and generated proceeds of approximately $6.5 billion. The proceeds of the
issuance of the Section 7.6 bonds were used to reduce the state’s accumulated unpaid bills by
paying state vouchers incurred prior to July 1, 2017.

e Authorization for the Comptroller to reallocate up to $292.8 million from specific funds in the
State Treasury to the General Revenue Fund, Budget Stabilization Fund, Healthcare Provider Relief
Fund, or Health Insurance Reserve Fund, to enable the Comptroller to reduce the backlog of bills.

e Authorization for the Comptroller to temporarily transfer balances in other state funds in the
State Treasury to general funds or the Health Insurance Reserve Fund prior to December 31,
2018 to assist with the liquidity of the funds and assist in decreasing the state’s payables. The
outstanding interfund borrowing cannot at any time exceed $1.2 billion. PA 100-587, effective
June 4, 2018, extended the authority for this borrowing to February 28, 2019. $656 million of
this borrowing is outstanding as of January 31, 2019.

e As described above, general funds was redefined to include the General Revenue Fund, Common
School Fund, General Revenue-Common School Special Account Fund, Education Assistance Fund,
Fund for the Advancement of Education, Commitment to Human Services Fund and Budget
Stabilization Fund.

On August 31, 2017, PA 100-465 became law, which provided for an evidence-based method of
allocating funding among the state’s school districts.

On June 4, 2018, PA 100-586 became law, which, along with providing appropriations for fiscal year
2019, included $1.2 billion in supplemental appropriations for fiscal year 2018. These supplemental
appropriations were primarily meant to address prior year liabilities that remained unpaid.

Revenues

Base general funds revenues’ for fiscal year 2018 totaled $36,943 million, an increase of $6,610 million
(21.8 percent), when compared to fiscal year 2017 results under the new definition of general funds.
This increase primarily reflects an additional $4,749 million in individual income tax and corporate
income tax revenues that were generated by increase in such tax rates.

Individual income taxes deposited into the general funds totaled $17,725 million, while corporate
income taxes totaled $2,017 million for fiscal year 2018. Excluded from these numbers are $1,155
million in income tax revenue deposited directly to the Local Government Distributive Fund, for
distribution to local governments.

Net sales tax revenue deposits into the general funds totaled $7,810 million. This excludes $446
million in sales tax revenues deposited directly into local transit funds. Revenues from other state
sources totaled $3,451 million.

Base federal source revenues increased to $4,032 million in fiscal year 2018 from the fiscal year 2017
total of $2,483 million. Use of the proceeds from the Section 7.6 bonds to pay down prior year Medicaid

2 For the purposes of this chapter, base revenues exclude interfund borrowing, Treasurer’s investment borrowing, Section 7.6
(backlog borrowing) bond proceeds and any related federal match from the use of those bond proceeds.
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liabilities added an additional $1,206 million to fiscal year 2018 totals. This additional amount is not
included in base revenues as it is attributable to the payment of prior year liabilities. The transfer in to
the general funds of $2,500 million in Section 7.6 bond proceeds is also not included in base revenues
for fiscal year 2018.

Other transfers in, not including amounts from fund reallocations or interfund borrowing authorized in
PA 100-23, increased to $1,908 million in fiscal year 2018 from actual fiscal year 2017 results of $1,542
million. Fund reallocations in the approximate amount of $293 million were authorized in PA 100-23
along with statutory authority for the Comptroller to borrow from available balances in other state funds
up to an aggregate amount of $1,200 million over fiscal years 2018 and 2019 for deposit into the
general funds or the Health Insurance Reserve Fund in order to meet cash flow deficits and maintain
liquidity in such funds. The Comptroller executed a total of $269 million in fund reallocations and $533
million in interfund borrowing in fiscal year 2018 ($128 million of the interfund borrowing was repaid by
the Comptroller during fiscal year 201 8).

Expenditures

General funds operating expenditures® with the revised definition of funds for fiscal year 2018 totaled
$35,409 million, an increase of $4,393 million (14.2 percent) from fiscal year 2017 results. Notable
increases in spending, including supplemental appropriation amounts for prior year costs, included
$521 million for elementary and secondary education (not including the contribution to the Chicago
Teachers’ Pension System), $1,611 million for the Department of Healthcare and Family Services, $814
million for the Department of Corrections and an increase in general funds pension contributions of $63
million. Additionally, the fiscal year 2018 general funds amount includes General Revenue Fund
appropriations of $1,858 million for state employee and retiree health insurance which was not covered
by a general funds appropriation in fiscal year 2017.

Statutory transfers out of the general funds declined by $1,803 million to $582 million in fiscal year
2018 from fiscal year 2017 results. This is primarily due to the switch to a direct deposit of the state’s
local government revenue sharing portions of income and sales taxes into other state funds instead of
the prior practice of depositing into the general funds and transferring out to the other state funds.
$1,601 million of local government revenue sharing was deposited in fiscal year 2018 to other state
funds instead of deposited into the general funds. Debt service for general obligation pension and
capital bonds totaled $2,372 million from the general funds, an increase of $137 million (6.1 percent)
from fiscal year 2017. Additionally, fiscal year 2018 included debt service transfers totaling $527 million
for Section 7.6 bonds and transfers to other state funds for interfund borrowing repayment of $128
million.

Results
After adjusting for transfers to the general funds as reported by the Comptroller, total fiscal year 2018
general funds expenditures exceeded fiscal year 2018 general funds revenues by $1,440 million.

However, this deficit was reduced on a reporting basis by $3,706 million due to the transfer into the
general funds of a portion of the proceeds of the Section 7.6 (backlog borrowing) bonds and the related
federal match from the use of those proceeds.

After adjusting for those one-time revenues, fiscal year 2018 results reflect a $2,266 million increase in
the general funds budgetary balance (the June 30 cash balance less the general funds obligations paid in
the state’s lapse period). The budgetary deficit lessened from $7,963 million in fiscal year 2017 to a
deficit of $5,697 million in fiscal year 2018.

In accordance with the State Budget Law, the estimated general funds total of budget basis accounts
payable, estimated fiscal year 2018 liabilities not paid, Section 25 liabilities and income tax refunds
outstanding as of June 30, 2018 is $8,756 million.

3 For the purposes of this chapter, operating expenditures include spending from appropriations and exclude transfers out of the
general funds, including debt service.
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FISCAL YEAR 2019 BUDGET UPDATE

Budget Review
On June 4, 2018, PA 100-586 was signed, authorizing an agreed-upon fiscal year 2019 budget. Revenue
estimates reflect projections by the Department of Revenue and GOMB consistent with current law.

Revenues
Fiscal year 2019 base revenues and transfers in are estimated to be $37,410 million, an increase of
$467 million (1.3 percent) from fiscal year 2018 levels.

The state’s three largest revenue sources, individual income tax, corporate income tax and state sales
tax, are estimated to total $28,686 million, a net increase of $1,135 million (4.1 percent) when
compared to fiscal year 2018. The estimate assumes deposits of $1,774 million into the Local
Government Distributive Fund, Public Transportation Fund and Downstate Public Transportation Funds
from income and sales tax receipts prior to the deposit of these revenue sources into the general funds.

Base federal revenues are projected to total $3,220 million, a decrease of $812 million (20.1 percent)
from fiscal year 2018 base federal revenues. However, the proposed issuance of additional Section 7.6
(backlog) bonds within fiscal year 2019 is projected to add an additional $166 million to fiscal year 2019
federal revenue totals through improvement in cash flow. Budgeted transfers in for fiscal year 2019 are
projected to be $2,055 million, an increase of $147 million (7.7 percent) above fiscal year 2018.
Additionally, total fiscal year 2019 revenues include an estimated $250 million in interfund borrowing
and $700 million in Treasurer’s investment borrowing.

Expenditures

Total general funds operating expenditures for fiscal year 2019 are projected to total $35,684 million,
an increase of $275 million or 0.8 percent from fiscal year 2018 results. This does not include potential
expenditures of up to approximately $381 million for paying for retroactive step payments to AFSCME
employees, which would require additional fiscal year 2019 appropriations. Governor Pritzker has
instructed agencies to pay affected AFSCME employees at the correct step and salary for pay periods
beginning April 1, 2019. Current fiscal year 2019 appropriations will be utilized to pay the correct step
and salary to employees after this date. Some agencies will require supplemental appropriations to
make these payments. These amounts are reflected in Table I-C: Supplementals to Complete FY 2019.

Statutory transfers out of the general funds are projected to decline by approximately $149 million to
$434 million in fiscal year 2019 from actual fiscal year 2018 results of $582 million. Debt service for
general obligation pension, Section 7.6 and capital bonds is projected to total $2,659 million from the
general funds. This includes debt service on a new bond issuance of pension acceleration bonds, and a
proposed new issuance of Section 7.6 bonds. See Chapter 7: Debt Management for details on this
proposal. Fiscal year 2019 expenditures also include $713 million for the repayment of the Treasurer’s
investment borrowing, including interest, and $60 million for potential interfund borrowing repayments.

Results

The fiscal year 2019 budget results in a projected budgetary deficit of $1,190 million. After accounting
for potential additional costs of the retroactive step increases to AFSCME employees from fiscal year
2016 through the third quarter of fiscal year 2019 ($381 million) and additional supplementals needed
to complete fiscal year 2019 (including some supplemental appropriations for directed fourth quarter
step increases) ($92 million) as well as increases to total revenues from the General Revenue Fund
deposit from the proposed sale of Section 7.6 bonds ($600 million) and the related federal revenues
from the use of those bond proceeds ($166 million), the projected budgetary basis deficit totals $897
million.

The budget basis fund deficit at the end of fiscal year 2019 is estimated at $6,594 million. In
accordance with 15 ILCS 20/50-10, the general funds total of budget basis accounts payable, Section 25
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liabilities and income tax refunds outstanding at the end of June 30, 2019 is estimated to be $8,391
million, as an additional $900 million of a proposed backlog borrowing would be utilized to address
unpaid health insurance bills.

FISCAL YEAR 2020 BUDGET PROPOSAL

Budget Assumptions

For the budget year that begins on July 1, 2019, current law sets the income tax rate at 4.95 percent for
individuals and 7.0 percent for corporations. The set aside rate for the Income Tax Refund Fund is
estimated to be 9.75 percent for the individual income tax and 14.75 percent for the corporate income
tax.

Budget Analysis
Revenue estimates reflect updated projections by the Department of Revenue and GOMB and several
proposals as outlined in Chapter 2: Budget Summary.

Revenues

Base state revenues and transfers in from other state funds are estimated to total $38,903 million in
fiscal year 2020, an increase of $1,493 million (4.0 percent) from the estimated fiscal year 2019 base
levels. The state’s three largest revenue sources, individual income tax, corporate income tax and state
sales tax, are estimated to total $29,726 million, an increase of $1,039 million (3.6 percent) more than
fiscal year 2019 estimates. The estimate assumes the deposit of $1,844 million into the Local
Government Distributive Fund, Downstate Public Transportation Fund and Public Transportation Fund.
The fiscal year 2020 budget holds the formula for these deposits prorated at 95 percent, consistent with
the fiscal year 2019 level.

Other state source revenues are projected to total $3,807 million, a $359 million increase from fiscal
year 2019 levels. As outlined in Chapter 2 and Chapter 4, included in this projection are receipts from
several new revenue enhancement and adjustments proposals. These proposals include the legalization
of sports wagering, estimated at $200 million for the General Revenue Fund and legalization of
recreational cannabis, estimated to generate $170 million for the General Revenue Fund.

The Governor also is recommending the state undertake a delinquent tax payment incentive plan to
generate an estimated $175 million. Additionally, the Governor’s proposal to revise the distribution of
Cigarette and Other Tobacco Products Taxes to direct the first $6 million in receipts per month to the
Common School Fund and the remainder to the Healthcare Provider Relief Fund decreases the general
funds portion of the cigarette taxes to $72 million in fiscal year 2020 from a fiscal year 2019 total of
$347 million.

Transfers in to the general funds are projected to total $1,823 million, a decrease of $232 million (11.3
percent) from fiscal year 2019 estimates. This decrease is primarily due to a larger-than-usual transfer
in from the Income Tax Refund Fund in fiscal year 2019. $327 million was transferred from this fund in
fiscal year 2019, compared to a projection of $25 million in fiscal year 2020.

Federal revenues are projected to total $3,547 million, an increase of $327 million (10.2 percent). This
reflects an assumption that cash availability in the general funds will allow the Comptroller to prioritize
payments of federally-matchable Medicaid bills in order to maximize federal receipts in fiscal year 2020.
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Expenditures

The Governor’s fiscal year 2020 budget proposal focuses on spending in key priority areas including
education, early childhood and human services. Included in the proposed fiscal year 2020 budget is an
increase of $630 million to support preK-12 and higher education, and an increase of $542 million to
support human services agencies.

These increases, coupled with other proposals outlined in Chapter 2: Budget Summary, bring the
estimated fiscal year 2020 operating expenditures to $36,016 million, an increase from fiscal year 2019
of $332 million (0.9 percent).

Statutory transfers out of the general funds