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STATE BILL BACKLOG CONTINUES TO GROW

The state’s financial position continues to
deteriorate as the backlog of unpaid state obli-
gations continues to outpace incoming rev-
enues. With $4.7 billion in fiscal year 2010
payables on June 30 to start the new fiscal
year and $1.7 billion in additional fiscal year
2010 payments presented during the lapse
period, over $6.4 billion in fiscal year 2011
revenues will be used to pay last year’s bills.
This amount represents almost 23% of total
fiscal year 2010 General Funds base revenues.
Meanwhile the state has accumulated over
$3.5 billion in fiscal year 2011 General Funds
obligations, further exacerbating problems for
state vendors and providers of state services
as payment delays reach historic levels.

Even with short-term borrowing of $1.3 bil-
lion in July to assist with the payment of fiscal
year 2010 bills, the cash flow position
improved only temporarily. At the end of
September, the backlog of unpaid bills and
transfers from the General Funds in the
Comptroller’s Office (IOC) stood at $5.510
billion compared to payables last year at this
time of $2.913 billion. The state currently has
unpaid invoices dating from last March with a
likelihood of continuing prolonged delays.

The chart of adjusted General Revenue
Fund (GRF) balances shows the balance on
September 30, 2010 to be a negative $4.931
billion even after the July short-term bor-
rowing. At this time last year, the adjusted
GRF balance was $2.801 billion. As noted
earlier, the General Funds expenditures
lapse period obligations for fiscal year 2010
exceeded $6.4 billion, a lapse period record.
As of the end of September, $2.0 billion of
fiscal year 2010 vouchers remain unpaid,
although the state has until December 31,
2010 to pay off these liabilities as allowed
by Public Act 96-958.

Base expenditures decreased 0.9% due to an
increase in payables. Transfers out are up pri-
marily due to the beginning of repayment for
pension bonds issued last year. Also, while
transfers were being delayed in the first quar-
ter last year due to cash flow problems, the
same conditions have delayed the completion
of many remaining fiscal year 2010 transfers
until the first quarter of this fiscal year.

Base revenues are up an unimpressive $3 mil-
lion through the end of September. The timing
of deposits and transfers appears to have
played a role in some the revenue sources. It
should be noted that $263 million in inter-fund
borrowing as authorized by Public Act 96-958
was initiated in the first quarter.

Base Revenues

Income tax revenue was one area of growth in

total revenues for the first quarter. Individual
income tax receipts through three months
increased $49 million or 2.6% while corporate
income tax receipts grew $24 million or
10.0%. The increase in individual income tax
receipts was due in part to a change in the per-
cent allocated to the Refund Fund. Including
the amount allocated to the Refund Fund, indi-
vidual income taxes were up only 1.5%.

The economy remains sluggish as sales tax
revenues are down $1 million or 0.1%. It
appears that the sales tax holiday in August for
back to school items may have accelerated
some spending from September, but its overall
impact on tax collections in unclear as of now.

All other receipts are up $27 million or 3.8%.
Inheritance taxes are up $34 million but will
start to decline since there is no longer a feder-
al inheritance tax collected. Public utility tax
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receipts increased $14 million which may be
due to the timing of deposits.

Transfers in are up $35 million. This is due in
part to the $80 million transferred from the
Hospital Provider Fund compared to $26.7
million at this time last year. Transfers from
the Capital Projects Fund are up as those trans-
fers did not begin until December last year.
While Lottery Fund transfers increased, river-
boat gambling transfers decreased $20 million.

Federal revenues are down $131 million or
8.2%. This is due to reduced federal stimulus
(ARRA) monies and a decline in reimbursable
spending.

Base Expenditures

Through September, base General Funds
spending has declined 0.9%. For the month of
September base spending was up $157 mil-
lion. August spending compared to last year
was down $1.343 billion and July was up
$1.118 billion primarily due to the timing of
short-term borrowing in the fiscal years.

Short-term borrowing of $1.3 billion in July
2010 was utilized to enable the State to get
some of last fiscal year’s bills paid. With
$4.712 billion in payables carried into lapse
period from the previous year on top of anoth-
er $1.699 billion presented for payment from
fiscal year 2010’s appropriations in lapse peri-
od, nearly $6.4 billion of fiscal year 2011 rev-
enues will be utilized for fiscal year 2010 bills.

Through three months of fiscal year 2011, the
Department of Human Services had the largest
drop in vouchers presented for payment
among the major agencies of $135 million or
11.3%. State Board of Education was down
$38 million or 2.6%, Healthcare and Family
Services was down $86 million or 4.0%, while
large agencies Aging (down $25 million),
State Police (down $5 million) as well as
Children and Family Services (down $3 mil-
lion) also had spending decreases.

The only increased spending occurred for
Higher Education which was up $344 million
or 74.9% (including vouchers presented for
the State Universities Retirement System) and
Teachers Retirement System which was up
$67 million or 12.1%. Transfers out for the
first three months of fiscal year 2011 increased
by $778 million or 126.5% when compared to

last year. There were two reasons for the
increase in transfers out. First, debt service
transfers increased over $400 million primari-
ly due to the payment schedule for the pension
bonds issued in January 2010. Second, last
year the state was compelled to delay transfers
to other funds, while this year some of the
backlogged fiscal year 2010 transfers are
being paid.

What Lies Ahead

At the end of the first quarter, Illinois had $5.5
billion in payables outstanding from the
General Funds. Of this amount, a little over
$2.0 billion were remaining fiscal year 2010
liabilities. In anticipation of this condition, the
General Assembly extended the normal lapse
period from the end of August to the end of
December 2010. At this point the state must
continue to prioritize, when possible, the pay-
ment of fiscal year 2010 obligations over those
of fiscal year 2011 before spending authority
for fiscal year 2010 expires.

To eliminate the fiscal year 2010 debt by
December 31st, three anticipated revenue
enhancements provided for in the fiscal year
2011 budget agreement must come to fruition.
Foremost is the approximately $1.2 billion
expected from the tobacco securitization ini-
tiative this fall. Secondly, additional revenues
from inter-fund borrowing must be received as
$1 billion was budgeted from new inter-fund
borrowing authority and only $263 million
was transferred in the first quarter. Finally,
additional revenues from the tax amnesty pro-
gram need to be realized. Originally the pro-
gram was expected to generate $200 million
but that estimate has since been reduced. A sig-
nificant failure of any of these sources will
place remaining fiscal year 2010 obligations in
jeopardy. This would create a scenario in
which unsatisfied payees could be forced to
seek legal and judicial remedies to obtain pay-
ments in amounts unprecedented in the state’s
history.

The economic performance of revenues remain
weak as the increase in individual income taxes
is due in part to the change in the percentage
allocated to the Refund Fund and sales taxes
have shown no growth as consumers continue
to show little confidence in the economy. A
strong rebound in economy driven revenue
sources cannot be counted upon.
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Spending pressures will continue in the second
quarter. The higher debt service transfers due
to last year’s pension bonds will continue
through December. Ongoing Medicaid pay-
ments tied to federal stimulus requirements,
General State Aid for education and payrolls
will continue to use most of the remaining rev-
enues. Medicaid payments generating federal
stimulus revenues were shifted to the
Healthcare Provider Relief Fund from GRF at
the end of September, but it will not be able to
provide as much support in the second quarter.
Any failure in revenues, particularly in
November, could also place these required
payments in jeopardy.

As long as fiscal year 2010 payments remain a
priority, current year spending will continue to
be backlogged and absent any other changes,
payment delays will be extended from the his-
toric levels seen recently. This will lead to
more providers facing financial hardship and
further threaten both the level and quality of
services provided to Illinois citizens.

Barring any major changes, cash flow difficul-
ties will continue throughout the remainder of
fiscal year 2011. With the repayment of the
July short-term borrowing in the spring in
addition to normal spending obligations, there
is a strong possibility that the backlog of
payables on June 30, 2011 could greatly
exceed the backlog at the start of this fiscal
year. The level of fiscal year 2011 obligations
unaddressed at the end of June could total as
much as $8 billion or significantly more if the
over $3.7 billion in fiscal year 2011 General
Funds pension commitments remain unad-
dressed. The structural imbalance in the cur-
rent budget, combined with higher debt serv-
ice costs and the loss of federal stimulus rev-
enues, creates the very real possibility that the
Governor and General Assembly will face a
working deficit of $15 billion or more when
the fiscal year 2012 budget is crafted early
next year. This deficit would represent more
than half of the current General Funds budget.
The ability of the state to maintain any reason-
able level of education and social service fund-
ing — and just as importantly, to pay for those
services on a timely basis — will be severely
jeopardized. The state fiscal year, already
extended an additional four months this year,
will likely have to be even more prolonged
next year, creating chaotic fiscal conditions as
the situation snowballs. H



Exhibit 1
GENERAL FUNDS TRANSACTIONS
(Dollars in Millions)

September Change Three Months Change
2009 2010 FY 2010 FY 2011 Amount Percent
AVAILABLE CASH BALANCE, BEGINNING  § 198§ 116§ (82) $ 280 % 130§ (150) (53.6) %
Revenues:
State Sources:
Cash Receipts:
Income Taxes:
Individual $ 737 % 736 % (O] 1,899 % 1,948 3§ 49 26 %
Corporate 184 203 19 241 265 24 10.0
Total, Income Taxes 921 939 18 2,140 2,213 73 34
Sales Taxes 529 527 2) 1,607 1,606 [¢)] 0.1
Other Sources:
Public Utility Taxes 84 107 23 251 265 14 5.6
Cigarette Taxes 29 30 1 88 88 0 0.0
Inheritance Tax (gross) 17 36 19 56 90 34 60.7
Liquor Gallonage Taxes 25 13 (12) 55 42 (13) (23.6)
Insurance Tax and Fees 62 69 7 86 85 €)) (1.2)
Corporation Franchise
Tax and Fees 21 30 9 49 58 9 18.4
Investment Income 4 2 2) 11 3 ®) (72.7)
Cook County IGT 0 0 0 0 0 0 0.0
Other 21 30 9 106 98 (3) (7.5)
Total, Other Sources 263 317 54 702 729 27 3.8
Total, Cash Receipts § 1713 § 1,783 § 70 % 4,449 % 4,548 § 99 22 %
Transfers In:
Lottery Fund $ 51 % 53 % 23 128 % 135 § 7 55 %
State Gaming Fund 25 20 (5) 100 80 (20) (20.09
Other Funds 21 57 36 174 222 48 27.6
Total, Transfers In $ 97 § 130§ 33 % 402 % 437 % 35 8.7 %
Total, State Sources $ 1.810 % 1.913 % 103§ 4851 % 4985 §$ 134 2.8 %
Federal Sources $ 618 § 511 § (107 & 1,593 § 1,462 § (131) (8.2) %
Total, Base Revenues $ 2428 $ 2424 3 ) s 6,444 $ 6,447 $ 3 0.0 %
Short Term Borrowing 0 0 0 1,250 1,300 50 4.0
Interfund Borrowing 0 202 0 0 263 263 0.0
Transfer from Budget Stabilization Fund 0 0 0 276 0 (276) (100.0)
Total, Revenues $ 2,428 % 2,626 % @ $ 7970 % 8,010 $ 40 05 %
Expenditures:
By Agency:
Healthcare and Family Services $ 856 § 447 5 (409) § 2,139 § 2,053 % (86) (4.0) %
State Board of Education 956 913 (43) 1,479 1,441 (38) (2.6)
Human Services 427 395 (32) 1,197 1,062 (135) (11.3)
Teachers Retirement 184 510 326 554 621 67 12.1
Higher Education 183 484 301 459 803 344 74.9
Corrections 116 103 (13) 321 320 @) (0.3)
Children and Family Services 118 83 (35) 297 294 (3) (1.0)
Aging 48 48 0 162 137 (25) (15.4)
State Police 19 18 (D 69 64 (6))] (7.2)
All Other 317 184 (133) 611 611 0 0.0
Total $ 3224 % 3,185 % (39§ 7288 % 7406 § 118 1.6 %
Regular Transfers Out 335 438 153 615 1,393 778 126.5
Prior Year Adjustments 3 (2) 1 (2) (3) @)] 50.0
Vouchers Payable Adjustment (1,137) (1,095) 42 142 (822) (964) N/A
Total, Base Expenditures $ 2419 % 2,576 $ 157 $ 8,043 $ 7,974 $ (69) (0.9) %
Transfers to Repay Short-Term Borrowing 0 0 0 0 0 0 0.0
Total, Expenditures 2.419 2.576 157 8,043 7.974 (69) (0.9
AVAILABLE CASH BALANCE, ENDING $ 207 % 166 § “n $ 207 % 166 § (41) (19.8) %




Exhibit 1A
GENERAL REVENUE FUND TRANSACTIONS
(Dollars in Millions)

September Change Three Months Change
2009 2010 FY 2010 FY 2011 Amount Percent
AVAILABLE CASH BALANCE, BEGINNING  § 9 % 3% (OR] 4% 20 % 16 400.0 %
Revenues:
State Sources:
Cash Receipts:
Income Taxes:
Individual $ 683 3§ 682 % (O] 1,760 § 1,806 3§ 46 2.6 %
Corporate 171 139 18 223 246 23 10.3
Total, Income Taxes 854 871 17 1,983 2,052 69 35
Sales Taxes 395 394 )] 1,201 1,201 0 0.0
Other Sources:
Public Utility Taxes 76 96 20 224 237 13 5.8
Cigarette Taxes 15 22 7 45 59 14 31.1
Inheritance Tax (gross) 17 36 19 56 90 34 60.7
Liquor Gallonage Taxes 25 13 (12) 55 42 (13) (23.6)
Insurance Tax and Fees 62 69 7 86 85 @)] (1.2)
Corporation Franchise
Tax and Fees 21 30 9 49 58 9 18.4
Investment Income 4 2 2) 11 3 (8) (72.7)
Cook County IGT 0 0 0 0 0 0 0.0
Other 21 30 9 106 97 (9) (8.5)
Total, Other Sources 241 298 57 632 671 39 6.2
Total, Cash Receipts § 1,490 § 1,563 § 73 % 3816 % 3924 § 108 28 %
Transfers In 21 57 36 174 222 48 27.6
Total, State Sources $ 1,511 % 1.620 % 109§ 3990 % 4146 § 156 3.9 %
Federal Sources $ 618 & 511§ (107) $ 1,593 § 1,462 § (131) (8.2) %
Total, Base Revenues $ 2,129 § 2,131 $ 23 5583 $ 5608 $ 25 0.4 %
Short Term Borrowing 0 0 0 1,250 1,300 50 4.0
Interfund Borrowing 0 202 202 0 263 263 0.0
Transfer from Budget Stabilization Fund 0 0 0 276 0 (276) (100.0)
Total, Revenues $ 2129 § 2333 % 204 $ 7,109 § 7171 % 62 09 %
Expenditures:
By Agency
Healthcare and Family Services $ 856 § 447 (409) $ 2,139 2,053 (86) (4.0)
State Board of Education 640 498 (142) 934 609 (325) (34.8)
Human Services 427 395 (32) 1,197 1.062 (135) (11.3)
Higher Education 183 467 284 410 752 342 83.4
Corrections 116 103 (13) 321 320 (1) (0.3)
Children and Family Services 118 83 (35 297 294 3 1.0y
Aging 48 48 0 162 137 (25) (15.4)
State Police 19 18 (1) 69 64 5 (7.2)
All Other 317 187 (130) 612 617 5 0.8
Total $ 2724 % 2246 $  (478) § 6,141 $ 5908 § (233) (3.8) %
Regular Transfers Out 441 627 186 721 1,590 869 120.5
Prior Year Adjustments 2) 3) (1) 3) (4 (1) 333
Vouchers Payable Adjustment (1,137) (591) 546 142 (360) (502) N/A
Total, Base Expenditures $ 2,026 § 2279 § 253 § 7,001 § 7,134 $ 133 1.9 %
Transters to Repay Short-Term Borrowing 0 0 0 0 0 0 0.0
Total, Expenditures 2,026 2,279 253 7,001 7,134 133 1.9
AVAILABLE CASH BALANCE, ENDING $ 112§ 57 3§ 55 % 112§ 57 % (55) (49.1) %
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