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Introduction
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However,how politicians caused the crisis has long been misunderstood. Critics on both sides of the
aisle typically accuse politiciaggnd by extension, taxpaye¢of shortchanging pensions.

But a Wirepoints analysis reveals that too little money into pensiohsd Yy QG K8 S8 adzSd Ly aa s
the dramatic growth in pension benefits pYoA 8 SR 6 &  LJ2 Hednbakk@upting/llinoidi K I G Q a

Wirepoints analyzed lllinojgension and economic data stretching back to 1987 and also compared
pension plans across the country from 268&15 usingdata from thelllinois Department ofrisurance
andPew Charitable Truséd

Wirepointsfound that pensionbenefitshavegrown exponentiallypver the past 30 years.

Promised pensiobenefits in 2016 werd,061percent highetthan they were three decades a§@s the

0St2¢6 3INILKAO aK2gax y2 20KSNJ YSIF&aAdzZNBE 2F LftAy2Aia
growth in promised benefits.

Those benefitsarg @S NB K St Y A yeBondmigaSdtl&HiLJI-( B8R pay for them

( )
Pension benefit growth overwhelms Illinois' economy, taxpayer incomes
Growth of promised state pension benefits* (accrued liabilities) vs. other indicators, 1987-2016
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Source: Illinois Department of Insurance, Illinois Comptroller, actuarial reports of the five state pension
funds, U.S. Bureau of Economic Analysis, U.S. Census Bureau [ ) ) .
\*Includes state pension funds for teachers, state employees, university workers, judges and lawmakers. \ ‘ WIREPOIN1 5)



http://insurance.illinois.gov/Reports/Pension/pension_biennial_report_2017.pdf
http://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2017/04/the-state-pension-funding-gap-2015

\ |

Totalpensionbenefits have grown at an annually compounded rate of 8.8 percent over the past three
decades. Compared to 198¥nefits have growii,061 percent

Thatgrowth issixtimes more than total state general revenue growth (236 percent) over the same time
period; eighttimes more than median householddome growth (127 percent); antearly tentimes
morethan inflation (111 percent).

Ly FIFOGz Lt isgrdwifds@r thaiip gvark @hgr statsSiy tBeTation except New Jersey
and New Hampshire between 2003 and 2015pading to Wirepoingtanalysis of Pew data.

By any measure, the pension promises made by lllinois politicians have been eatrdme
unsugainable

Wirepoint<Iindings also dispel thelaim that too little money in the pensionais caused the current
crisisg state pension assets, buoyed baxpayer contributions, havasogrownexponentiallysince
1987.

Pension assets are seven times higher in 2016 than they 3¢eyears agd ¢ K S & Qfideim&NER 4 Y
more than household incomes over the entire peraott nearly six timesore than inflation

And in the 2002015 period, lllinois assets grew theventhfastest of any state in the nation.
lllinois, and by extension, its taxpayers, have maee thantheir fair share ofcontributions tostate
pensionslllinoisans haveo farcontributed $24 billion moréo pensionghan what Governor Jim

9 R 3| NIXzantributopschedule i KS & 9 R % brigihaMdaskedJor.
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$40 billion to $8 billion lower today.

And if pension benefits had grown at the rate of 5.4 perdemin 1987 org still a rapid growth rate
lllinois pensions would be fully funded toddahere would be no crisis.

Wirepoint€analysis shows the common narrative surrounding llliQmession crisig, that pensions
have suffered from underfundingis false.The problem is, and always has been, the enormous growth
in benefits that politiciansavepromised to workers.

Politicians should stop guiltingllinois residentsnto thinking that the only way to fix pensionstisough
tax hikesand bigger pension contributions

Instead lawmakers should pull every lever they can to getdhé | éx&Ssde growth in pension
benefitsunder control.

L



\'

Report findings
By any measure, the growth in pension benefits accumulated by government workers anceestim
lllinois has been overwhelming L Q& 06SSy GKS Ol dzAaS 2F LftftAy]

t
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Since 1987, total state pension benefitaved to workers have grown multiple timegaster than any
other measure of the economyTotal benefits have grown at an annually compounded rate of 8.8 percent ovd
the past three decades. Compared to 1987, pension benefits are up 1,061 pesteéctt is:
’ 6 times more than total state general revenue growth (236 percent) over the same time period;
8.4 times more than median householdtome growth (127 percent); and
9.5 times faster than inflation (111 percent).

In 1987, louseholds were on the hook for $4,300promisedpension benefits. fat amountswelled to over $43,000
per household by2016.

lllinois had the thirdhighest pension benefit growth in the natiorhigher than all its peer states
Between 2003 and 2015, thkinois legislature allowed benefits to grow at a 7.5 percent annual pace, according 1

tS¢6 /KFENAGFOES ¢NHAGEAD ¢KFGIQE KAIKSNI GKFyYy | f-tate2 F
average was 5.5 percent per year.
Incontrast? A 302y aAy Q& | OONHz2SR o6SyST¥AiGa 3INBg 2dzaid o LISNI

annually. The slowest growth of the tdargest states in the U.S. was in Michigan, which grew just 3.3 percent a
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rapid pace, far outstripping the growth of otheltlinois economic indicators and pension assets in
other states.

Fastgrowing pension @ & S (i &

(o]

Since 1987, state pension assets hayrewn multiple timesfaster than any other measure of the
economy.Total assets have grown at an annually compounded rate of 7.2 percent over the past three decade
Compared to 1987, total pension assets are up 644 percent. That total asset growth is:

2.7times more than total state revenue growth (236 percent) over the same time period;

5.1 times more than median househofttome growth (127 percent); and

5.8 times faster than inflation (111 percent).

lllinois had the seventkhighest pensim assetgrowth in the nation,higher than all its peer states.
.806SSy Hnno YR uwampz LEffAY2A48Q LISyarzy aasSaa 13
CNHZAGad ¢KI Q&8 KAIKSNI GKI Yy | flérget ftatesThd SBsia Averege yaS 3.4 K
percent per year.
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Michigan, Kentucky, and Pennsylvania all experienced asset growth of less than 1 pereanbver the same
period.
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lllinois. With a lower rate ofbenefit growth, lllinois would not have aensioncrisis.

0

Taxpayers have paid more thaheir fair share to pensionsincreasingly burdensome contributions have
helped assets grow rapidly since 1987. lllinoisans have put $24 billion more into pensions than the original 199
ramp required. As a result, pension costs now consume moreltharlj dz- NI SNJ 2 F GKS adl G $§

LEfAY2A4Q LISyairzy ONRaAAE ¢2dzdZ R 0SS Tl NI awidpdinkS
FylrfeaAra akKz2ga OGKIG AT LEtAy2Aa oSySTAada KlpBnsigni YL]
shortfallwould be $0 to $& billion lower today. And if pension benefithad grown 5.4ercent annually since 1987,
the state pension systems would be fully funded today.
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Penson benefits have grown multiple timefaster than the economy

The growth in pension benefits accumulated by lllinois government workers and retirees over the past
three decades has beamsustainable

Promisedstate pension benefits have grown at an average pace of 8.8 percent annually since 1987. In
G241 f 21,0616krée tocrdase¥ I NJ ANB | G§SNJ GKFYy |ye@ YF22N YSI & dzNJ
the same period.

Total pension benefits equaled $208 billion in 2016. Bhap from just $18 billion in 198ihe earliest
yearfor which the lllinois Department of Insurance provides lllinois pension‘ata.

In 1987 lllinoishouseholds wez on the hook for $4,300 in promis@&énsion benefitsBy 201&hat
amount hadswelled to over $43,000 per household.

Illinois pension benefits have grown 8.8 percent annually since 1987
Pension benefits (accrued liabilities) of the five state pension funds (in billions)
1987 vs. 2016
Annual Total growth,
Pension fund 1987 2016 growth rate 1987-2016
TRS $9.9 $118.6 8.9% 1092%
SERS $3.4 $45.5 9.4% 1254%
SURS $4.2 $40.9 8.1% 866%
JRS $0.3 $2.5 7.6% 729%
GARS $0.1 $0.4 6.4% 499%
Total $17.9 $208.0 8.8% 1061%
Source: Illinois Department of Insurance l !
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Retirement System (SERS), State Universities Retirement System (SURS), Judges Retirement System (JRS)
and Generahssembly Retirement System (GARBAveexperienced a massive growthbenefits

(accrued liabilities3ince 1987 (see appendix for details).

tw{ LISYyarz2y oSySFAGAZ 6KAOK YI 1S dzJ Y2NB GKIy KIf
1,100percent between 1987 and 2016. SURS benefits on average grew 8.1 percent annually, or nearly
870 percent in total.

And SERS experienced the latgacrease of any of the funadsover 1,250 perceinover the past three
decades.

Thatoutsizedgrowth in gensions becom& Y 2 NBE | LILJ ¢oBpaied tdriafrymedsirgs af the
atilrisqQa SoO2y2veo

Since 1987, pension benefits have grown 6 times more than state revenues, 8.4 times more than
household incomes and 9.5 times more than inflation.



http://insurance.illinois.gov/Reports/Pension/pension_biennial_report_1999.pdf
http://insurance.illinois.gov/Reports/Pension/pension_biennial_report_1999.pdf

No business ogovernment can remain solvent with such rapidly growing obligations, especially when
that growth overwhelms any ability to pay for it.

Illinois pension benefits have grown far faster than state
revenues, inflation, income, population
Total growth in state pension benefits (accrued liabilities) vs. other indicators

How much more

Total growth, pension benefits
1987-2016 have grown

State pension benefits 1061% --

State personal income 236% 4.5 times more
State general revenues 176% 6 times more
Median household income 127% 8.4 times more
Inflation 111% 9.5 times more
State pension membership 67% 16 times more
Resident population 13% 84 times more

Source: Illinois Department of Insurance, Illinois Comptroller,
actuarial reports of the five state pension funds, U.S. Bureau 1/ R
of Economic Analysis, U.S. Census Bureau \ IWIREPOINTS
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resourcesLiabilties that grow significantly compardd revenueswill usually spell troublever time

In 1987, total pension benefits owed to workers wateeadym ¢ G A Y S &

fund revenues. By 2016, benefigsew tonearly seven times morénaingeneral fund revenue$
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Pension benefits owed to state workers

overwhelm state finances
State pension benefits (accrued liabilities) as percentage of Illinois general revenues

682%
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Source: Illinois Department of Insurance, Illinocis Comptroller l IWIREPOINTS
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lllinois is in crisidts taxpayers are fatigued and core government services are being slashed.
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https://ledger.illinoiscomptroller.com/find-reports/budgetary-reporting/traditional-budgetary-financial-report/fiscal-year-2017/

lllinois had the thirdhighest pensbn benefit growth in the nation
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systems in states across the country.

In fact, lllinois pension
benefits grew the third
fastest in the nation
between 2003 and 2015.

¢tKS adlrasSqQa o
outpaced every one of its
YySAIKOoO2NAR | YR
largest states, according to a
Wirepoints analysis of Pew
Charitable Trustpension
data®

Nationally, only New Jersey
and New Hampshire had
faster growing pension
benefits than lllinois.

In all, lllinois perisn
benefits grew 7.5 percent
annuallybetween 2003 and
2015. The 5&tate average
was 5.5 percent peyear
over the same period.

Ly O2y iGN} alGs
neighboring states had much
slower pensiorbenefit
growth.

2 pa02yaryQa |
grew 3 percehannually
between 2003 and 2015.
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Kentucky, which is suffering
a massive pension crisis of it
own, was the only nearby
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Mew Jersey
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Illinois
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Morth Dakota
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South Dakota
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U.5. average
Massachusetts
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Georgia
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MNew York
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Indiana
Kansas
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Colorado
Tennessee
Pennsylvania
Louisiana
Minnesota
Morth Carolina
Missouri
Alabama
West Virginia
Oregon

Chio
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Maine
Wisconsin
Rhode Island

state with pension growth

.
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I 3.3%

I 3.0%
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Illinois has the 3rd-fastest pension benefit growth of any state
Average annual growth in state pension benefits (accrued liabilities), 2003-2015

I ——— T .5 %%,

. 7.4%

- 5.3%

. 5.0%

T 4.5%

7.5%
7.8%
7.4%
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6.6%
6.6%
6.5%
6.4%
6.3%
6.3%
6.0%
6.0%
5.8%
5.8%
5.8%
5.7%
5.7%
57%
5.6%
5.6%
5.6%
5.5%
5.3%
5.3%
5.2%
5.2%
5.0%
5.0%
4.9%
4.9%
A4.7%
A4.7%
4.7%
4.6%
4.6%
4.5%
4.5%
4.3%
4.0%
3.9%
3.8%

Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2015"

STA
a2

I
|'l lwirEPoINTS )

ia
ANER

Kl
8y


http://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2017/04/the-state-pension-funding-gap-2015
http://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2017/04/the-state-pension-funding-gap-2015
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similar to lllinois. Its benefits grew 7.4 percent annpaktween 2003 and 2015.
LEfAY2A4Q Fyydzrf LISyaizy 3INBgGK NIGS gl a ftaz2 7Tl N
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percent. New YoiR & pecent. Texa®Q, &.9 percent.

The slowest pension growth of the tdargest states was in Michigan, which grew at just 3.3 percent
annually.

I ™
Illinois pension benefits have grown far faster than benefits in peer states
Average annual growth in pension benefits Average annual growth in pension benefits
in lllinois and neighboring states, 2003-2015 in top ten most populous states, 2003-2015
winois |, - - Tlinois - I .5
California 6.6%
Kentucky 7.4%
Florida 5.6%
3 "
Us. averag2 NN\ 55% USs.average NN 555
lowa 530 Georgia 5.3%
New York 5.0%
Indiana 5.0%
Texas 4.9%
Missouri 4.5% Pennsylvania A47%
Michigan 23% N. Carolina 4.5%
Ohio 3.9%
Wisconsin 3.0% Michigan 33%
\Source: Pew Charitable Trusts, "The 5tate Pension Funding Gap: 2015" U ]J WIREPOINTS )

WSYFN]JlIofes LEftAY2AaQ LISyarazy o0SySTAda 3INBg SOSy
From 187to 2003, pension benefits in lllinois grew at an uncontrollable 10.1 percent a year.

lllinois pension benefit growth has been extreme no matter the time period.
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What an 8.8 percent annual growth rate means
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difference between a percent and 9 percert can have over a 3@ear period. That variance can make
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lllinois pensions.

¢2 dzy RSNRGIFIYR K2¢g AYyONBRAOf® TFlLad GKS adrasSqQa LISy
annual growth rate would do to something more tangitsdayhousehold incoms over a 36year

period?

In 1987, themedian household incomia Illinois was $27,08%.

By 2016, the median household income had grown to $61,386. That translates to an average growth
rate of 2.9 percent a year.

But if household incomes had grown at the saraee as state pension benefitsey would have grown
to $314,000 by 2016.

Illinois household incomes would be $314,000 today if they
had grown like state pensions
lllinois median household incomes: Actual vs. income grown at same rate as
promised state pension benefits since 1987 (8.8 percent annually)

$314,434

Household incomes
@ 8.8% growth

Actual household incomes

61,386
@ 2.9% growth $61,

$27,084

[« B~ s s T o S = o N = ] a9 o Oy Oy O O O O o o o 9 QC = = = = = ™= —
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\Source: U.5. Census Bureau, lllinois Department of Insurance k

This case helps illustrate the problem the state faces with pension benefits. Pensions have grown at an
unsustainableace for dong period of timeg g I @ FF a0 SNJ GKIFy GF Eb3#s@e SNI AyO2Y.
dragged lllinois into crisis.
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https://fred.stlouisfed.org/series/MEHOINUSILA646N
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Penson assets have grown multiple timesaster than the economy

Contrary tomostassumptionsL f f A Yy 2 A & Q ¢ huSyg¢diby xpaydcantiibbitiorisc have grown
rapidly over the past three decades. Just like pension benefits, assets have grown far faster than any
YI22N) YSIadaNB 2F GKS aidlisSQa SO2y2vyeo

¢ KS apérsiinSasséthave growr7.2 percent annually since 198dcreasingrom just $11 billion

in 1987 to nearly $82 billion today (see appendix for details).

Illinois pension assets have grown 7.2 percent annually since 1987
Pension assets of the five state pension funds (in billions), 1987 vs. 2016
Annual growth  Total growth,
Pension Fund 1987 2016 rate 1987-2016
TRS $6.1 $47.2 7.3% 675%
SERS $2.2 $15.6 7.0% 602%
SURS $2.5 $17.7 7.0% 617%
JRS $0.1 $0.9 6.5% 527%
GARS $0.0 $0.1 1.9% 74%
Total $11.0 $81.5 7.2% 644%
Source: Illinois Department of Insurance l I

¢tKS fINBSald GKNBS 27F {KSonaveragesmeidencEdagsét gradfhyoli7h 2y a e &
percent or more since 1987 (see appendix for details).
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2016.

Illinois pension assets have grown far faster than state

revenues, inflation, income, population
Total growth in state pension assets vs. other indicators, 1987 vs. 2016

That asset growth has
been far greater compared
to any major measure of
iKS adlridsSaa 644%

Over the past three
decades, pension assets
have grown by over 644

236%
percent. 176%
127% 111%
67%

In contrast, sate_ general 13%
revenues grew just76
percent’ state median Pension State State general  Median Inflation ~ State pension  Resident

assets personal revenues household membership population

household incomes grew ; :
income Income

127 percent and |nﬂat|0n Source: Illinois Department of Insurance, Illinois Comptroller, actuarial reports of the |
Only grew 111 percent_ five state pension funds, U.S. Bureau of Economic Analysis, U.S. Census Bureau l.
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http://insurance.illinois.gov/Reports/Pension/pension_biennial_report_2017.pdf
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Another way to measure the growth ¥ LISy &aA 2y
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worsening of the pension crisis.
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2.7 times the size of revenué5.
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178%

173%

117% 124%

] I I
1987 1991 1995 1999 2003

Source: lllinois Department of Insurance, lllinois Comptroller

Vit

Pension assets growing as a percentage of state finances
State pension assets as percentage of Illinois general revenues

191% 188%
2008 2012

267%

2016

InsumL f £ Ay 2 A &€ grawsh yiathedh gtellar &tive to its economynfortunately,pension

benefits have been growing even faster.
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https://ledger.illinoiscomptroller.com/find-reports/budgetary-reporting/traditional-budgetary-financial-report/fiscal-year-2017/
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lllinois had the seventkhighest pen#on asset growth in the nation

LT LEEAY2A40Q

grown poorlywhen compared to other states. Bstate-by-state pension dataollected by Pew

Charitable Tdza (1 & & K 2
LEtAY2AaaQ
5.9 percent a year between
2003 and 2015, the seventh
fastest in the nation. The 50
state average was a much
lower 3.7 percent.

LEttftAY2AaQ NJL
has also outpaced af its
neighbors.

L2l Qa | aasSaa
percent annually between
Hnno YR HAMp
grew 4.4 percent and
aAOKA3IlIyQa
percent.

AN

Kentucky, another state
suffering from a massive
pension crisis, saw its assets
grow a scant 0.1 percent
annually since 2003.
LEttftAYy2AaQ | aa
also unmatched by the other
highly populated states in
the nation.

Of the top 10 biggest states,
[T TAF2NYAIF Qa
the closest to lllinois at 5.2
LISNDSYy (o bSs
4.9 percent. Texas, $t12.9
percent.
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Illinois has the 7th-fastest pension asset growth of any state

Average annual growth in state pension assets, 2003-2015

West Virginia
South Dakota
MNevada
Idaho
Mew Hampshire
MNebraska
llinois
Alaska
Oklahoma
California
Utah
New York
Arkansas
Iowa
Delaware
Marth Dakota
Washington
Missouri
Tennessee
Indiana
Montana
Virginia
Maine
Hawaii
Louisiana
MNew Mexico
Vermaont
Massachusetts
U.5. average
North Carolina
Kansas
Ohio
Oregon
Georgia
Arizona
Flarida
Connecticut
Mississippi
Minnesota
Wyoming
Wisconsin
Maryland
Texas
Colorado
South Caralina
Alabama
Rhede Island
Michigan
Kentucky

10.1%
7.0%
6.7%
6.7%
6.6%
6.5%
I 599,
5.5%
5.3%
5.2%
5.1%
4.9%
4.9%
I 4.8%
4.7%
4.7%
4.5%
I 4.5%
4.4%
I 4.4
4.2%
4.2%
4.2%
4.0%
4.0%
3.8%
3.7%
3.7%
A 3T
3.6%
3.6%
3.6%
3.5%
3.3%
3.2%
3.2%
3.2%
3.1%
3.0%
2.9%
I 2.9%,
2.9%
2.9%
2.8%
2.1%
1.7%
0.8%
 0.6%
1 0.1%

LISY&A2Y ONX & ASE 168 Gl RLIESE Aly22 A& O FLOJY 22472 y

New Jersey -0.1%
Pennsylvania -0.3%

over the 12year period.

Source: Pew Charitable Trusts, "The 5tate Pension Funding Gap: 2015"
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http://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2017/04/the-state-pension-funding-gap-2015
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experienced negative asset growth.
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Illinois pension assets have grown far faster than assets in peer states
Average annual growth in pension assets Average annual growth in pension assets

in lllinois and neighboring states, 2003-2015 in top ten most populous states, 2003-2015
tincis [ T - Hlinois I ;-c:
California 5.2%
[owa 4.8%
New York 4.9%
Missouri 4.5% U.S. average R
i Morth Carolina 3.6%
Indiana 4.4%
Ohio 3.6%
§
U.5. average &\\\\\\\\\\\\\\ 3.7% Georgia 3.3%
Wisconsin 2.9% Florida 3.2%
Texas 2.9%
Michigan 0.6%
Michigan 0.6%
Kentucky | 0.1% Pennsylvania -0.3%
, , , 1|/ ———
L Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2015" h | WIREPOINTS )

LEftAY2AaQ LISyarzy |aasSia SELSNASYOSR SgSy Tl aidsSN
and 2003, assetgrew9 percent annually.

That remarkably fast growth was only outpaced by benefits, which grew at an uncontrollable 10.1
percent a gar in the same period.

Clearly, the real problem that L f f pefistohads@tsi A Y LI &€ Kl @Sy Qi owtBy ot S G2
& G I avén@h&lmingpension benefit growth.
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Taxpayers have paid more than their fair share into pensions

LffAYy2A4aQ Kdrdvih haslBegralargrly paitl fgdtepayer contributions into the pension
plans.

Most notable is the amount of funding put in by taxpayers since the implementation of the 1996 Edgar
ramp ¢ the pension funding plan introduceay Gov. Jim Edgé&t.

Theariginal rampcalled fortaxpayesto pay $52 billion into the pension systems from 1996 through
20174

But taxpayers have ended up contributing far more thlaatt Between 1996 and 2017, taxpayerg
$75 billion into the pension funds, or $24 billion more than the original ramp called for. In 2017 alone,
taxpayers will contribute nearly $4 billion more than the ramp required (see appendix for details).

~
Illinoisans have contributed $24 billion more to pensions
than original Edgar ramp required
Total taxpayer contributions to five state pension funds, 1996-2017
Original Edgar ramp projection appropriations vs. actual appropriations (in billions)
$10 Origi -
riginal Edgar ramp appropriations
B Actual appropriations
£8
FY 2004 state appropriations
include $7.3 billion from sale
$6 of pension obligation bonds
$4
$2
$0
1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016
|
Source: Commission on Government Forecasting and Accountability l J E " )

L (tiose taxpayer contributions, in particular those from 2003 onward, that helped pension assets grow

5.9 percent a year during the 20@®15 periodg the seventhfastest growth in the nation.

| 26 SOSNE GKIFG INBGgGK Ay lodrib@ionato thelpénsiad 2uvd®ave G  O2ad
become so large that they now consumere than aquartee ¥ (G KS adl 46SQa | yydza t o d:
less funding available for lo¢r vital programs and social servicés.
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reasonable pace

Q)¢
Cc:
No

INnHnnos> Ltt Ay fakgit€unfudfed dabilRyyreashkKRshiillioh’

Lawmakers had a choice. They could enact real pension reform to get the crisis under control, or simply
kick the can down the road.

Unfortunately, politicians chose the kick and authorized a $10 billion pension Witt.no reforms in
LI I OST LfftAYy2AaQ I OONHzSR LISyaArAzy o6SySFAada 3INBs (K

That benefit growth fueled aaverbiggerhole in the pensio¥ dzy R® ! & | NBadzZ 6 G(KS a
shortfall tripled, growing to $13®illion by 2016.

L f £ Ay zbillién Qendiom shartfall would look dramatically different today if Illinois politicians had
reformed pensions and slowed the growth in benefitsre than a decade ago

2 ANBLRAYyGa OFtOdAg I iSR 6KI(G G(KS &iF08Qa dzyTdzyRSR f
6SYSTAG IANRSGK YIGOKSR (KS &fiatheD032015pedicd 2 F Lt Ay?2

b2 &dzNLINR & Hpghdidnd&ebt dips SigndicantlyiuBderihose scenarios.

LT tfFoYFI{SNA KFER LI &daSR NBF2N¥a (GKFd fAYAGSR o0SyS
pension shortfalivould be$79billion today.

And if politicians had reformed pensionsto matchh 4 O2 Yy a Ay Q& 3INR g G K shNdrtfadlS 2 F o
would total just $4Dillion.

4 . ., R o R
Illinois’ pension shortfall would be $40-85 billion lower today if
pension benefits had grown at neighboring states’ rates since 2003
Illinois pension shortfall vs. shortfall if Illinois pension benefits had grown at
neighbor's rate of benefit growth since 2003
$130
$90
$79
$71
I l 3
Illinois actual pension  IL pension shortfall  IL pension shortfall  IL pension shortfall  IL pension shortfall
shortfall, 2016 if benefits grew at if benefits grew at if benefits grew at if benefits grew at
U.S. average (5.5%) IM rate (5%) MO rate (4.5%) WI rate (3%)
Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2015" i 1! W

N
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In fact, if politicians hadlowed the growth opension benefitgo 5.4 percent annud} beginning in
1987,L t £ A y 2 A WaQld HelB0Y geicent/fundetbday.

s . . . . . . . N
Illinois would have no crisis today if pension benefits had
grown 5.4 percent a year since 1987
Actual state pension assets vs. actual pension benefits (accrued liabilities) vs. pension benefits
grown at 5.4 percent a year (in billions)

$220
$200
$180
$160 Actual pension benefits
(8.8 percent annual growth)
$140
$120
$100 .
Actual pension
$80 assets
$60
$40 Pension benefits grown
$20 at 5.4 percent a year
{0
5888508388588 8ce3388s588 2T
S Oy v OV Oy Oy O Oy O Oy O O O O O O O O O O O O 0 0o o0 o0 o O
————————————— Lot Y o I o O Y A Y Y R o I o A s I O VI Y I
|
\Source: Illinois Department of Insurance, Wirepoints calculations l I']\l|'|]{|-j|l(||\'|‘§/,

A5.4 percent growth rate would still have beeapidg K Sy O2 Y LJ N
GFELI 8SNBQ FtoAfAGe (2 LIe&o dzii | y @
the severity of the crisis, if not endéidentirely.
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The generous pension rules that drive benefit growth

L f £ Argheatic peBdsioR benefitrgwth has been driven by two key factors: sweetened pension rules
and failed actuarial assumptions.

First, lllinoisalreadygenerous pension benefitgere repeatedlysweetened over the past 30 years.

Since 1987, poI|t|C|ans hageown pension obligationthrough perks that®

O AddO2Y LR dzy RAYy 3 G2 | NEing AduSreeat. Toat dadNSSE yi & NB S D&
annual pension benefits aft&d5 years'®

O {AGYATAOIylte AYyONBIFIASR (GKS LISyarzy oSySFTFAlG T2
¢cw{Z YR GKS {dF0GS 9YLX286SSaQ wSGANBYSyd {eads

0 Provided lucrative early retirement options.

0 Allowworkers to boost their service credit oy to two years using accumulated unpaid sick
leave?°

0 Grantautomaticsalary bumps to workers who earn masters and other graduate degrees.

0 Allow spiking of enaf-career salaries.

Those benefits haveesulted in the following*??

0 60 percent of current state pensioners began drawing pensions in their 50s, many with full
benefits.
The aveagestate pensioner who worked 30 years or more receives $66,800 in annual pension
benefits and will collect over $2 million in total benefits over the course of his or her retirement.
That average career pensioner will see his or her pension paymentdeltmmore than
$130,000 in retirement.
Career pensioners will get back their direct employee contributions after just two years in
retirement.

(@]

(@]

O«

On top of the sweetenerdailed actuarial assumptions continue to reveataxpayerghe true costs of
pensia benefits. Changes in mortality, investment rates and benefits have all led to unexpected jumps
in the cos of total pension benefits promisei workers. In 2016 alon@ssumption changes

contributed toa $17 billionjump inpromisedbenefits®

{GrGS 62N) SNA KF@S R2yS y2iKAy3 gNBYy3 AYy NBOSAGAY
f dZONJF GA PGS O2y (N} OGa yS3A20AF ISR o0& GKSANI dzyA2ya vy
to taxpayers.

| 26 SOSNE AGQa GstatehoNI FiTRINR | 200zGKd ot Y SSTUIM OA I ya KIF @S Yl
YR GKFG LEtAY2A8 GFELI&@SNE OFyQd FFF2NR (2 TFdzyRo
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workerswilld FAEE (GKS FdzidzNE INRSGK Ay LISyairzy oSySTAl
of Tier 2 and will receive pension benefits that &aeless generous than their Tier 1 counterparts.

.dzi ¢ASNI H R2SayQi af#drablém for KeSerafiréaboasS Qa | OONHzSR 6Sy S

CANRGZ ¢ASNI H R2Say Q st DegylifgIcdayifok the Ted 1Genefits Kowas. L £ A y 2
The Commission on Government Forecasting and Accountability estimates pension costs will continue to
consumemore tranaquarte2 ¥ Lt f Ay2AaQ ISy SNI tevéndgfhdre fedugel NJ G KS y
costs of Tier 2 in effect.

Worse, the related chaxnly depictsii K ®sy&scenario. lissumptions are changent another
recession hits, pension costs could grovcemsume even more of the budget.

COGFA projects pensions will consume more than

25 percent of state's budget for the next 25 years
State pension costs as percentage of lllinois general revenues, historical and projected
128.5% 27.8%

26.8%
e ——

| coGra
| projection

1996
1998
2000
2002
2004
2006
2008
201

201

201

201

201

2020
2022
2024
2026
2028
2030
2032
2034
2036
2038
2040
2042
2044

—_—

Source: Commission on Government Forecasting and Accountability

Second, Tier 2 could be dismantled sometime in the future. TRS offigissarguedhat the courts
shouldoverturn the benefit structurdbecause it discriminates against new worké&rs.

Tier 2 members of TRBovide a net subsidio the state pension plans. New teachers contribute 9

percent of their annual salary to their pension fund. But the benefits they accrue are only worth 7

percent of their salargnnually. That 2 percent lossineff®d | GF E 2y ¢ A S®EH YSYd SN
0 K I 0 Qafund Ber 1angics.”

I NREtolFO] 2F C¢ASNIH 62dd R AAIYATAOIYyGE& AyONBI &S

EOSY AT C¢CASNIH AayQi 2 @SN dzNY STRz2benefitSin Ilnewfith theA I K G F 2 N
I 3Sy 08 QA retireinghhrdgdéments. Or politicians may be pressured to increase benefits as Tier
H YSYOSNAR 06S0O2YS | fI NHSN) aKFNB 2F GKS adlrdasSqQa g2
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LT lye 2F GKIFIG KFLIWSyas GKS &ddzwaARe LINRPJOWRESR o0& ¢
benefits would jump dramatically.

Third,the subsidies provided blier 2 may not be enough to compensate for other drivers of accrued
LISyaArzy o0SySTAdlGad ¢ASNIH R2Sa y2KAy3 G2 atz2g (GKS
actuarial and other assumptiachanges.

Take what happened aftérier 2was passed. In 201fgtal pension benefits were projecteith grow to
$189 billionin 2017.But benefitsactuallyended up much highethan that In 2017they exceed $214
billion, $25 billion more than projected.

Those who argue for inaction on pensian® allow the effects offier 2to play outq risk sending the
pension fundginto further insolvency. lllinoisds to act now to bring the size it$ accrued pension
benefits under control.
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Conclusion

lllinois pensionbenefitgrowth mustbe reined inif the stateis to avoid insolvency and arfoer exodus

of itstax base. lllinois has lost populatifour years inarovandis2 y S 2F GKS ylIGdA2yQa 8§

outmigration?®

But withthe General Assembly handcuffed by an inflexible constihal clause and recalcitrant unions,
lawmakers must employ a new set of tactics

Pension benefits themselves are untouchable, lautmakers carfireeze salarie® cut the subjectof
collective bargaining® reduce headcountd'in order to reduce future payouts.

LEfAY2A4Q 3I2FSNYYSyl dzyaz2ya gAtf GKSYy KI @S |
those cuts in consideration for a reduction in pemsbenefits, or they cative with the changes.

However, those changes alove2 Yy Qi Sy RrresipnSiblednddkasds i benefits leave no choice
but to cut benefits further, which will require eithercanstitutional amendmeri? or a negotiated
federal bankruptcyaw. *3 Andto stop accruing future pensidmenefits, lawmakers must creat®1(k}
style plang*for new workers going forward.

OK2 A

LfttAYy2A4lya akKz2dzZ RyQiG o608 3Jdzaft 4GSR Ayid2 LIe&Ay3d Y2NB

narrative that forces ordinary lllinoisans to shoulder the entire burden of fixing the pension crisis.
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Appendix

/

Year
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

Compounded
annual growth
rate (CAGR)

Total growth
1987-2016

Accrued liabilities of the five state pension funds (in billions)

TRS
$9.9
$10.9
$11.9
$13.7
$15.1
$16.7
$18.5
$21.7
$24.0
$26.1
$27.0
$29.9
$33.2
$35.9
$39.2
$43.0
$46.9
$50.9
$56.1
$59.0
$65.6
$68.6
$73.0
$77.3
$81.3
$90.0
$93.9
$103.7
$108.1
$118.6

8.9%

1092%

SERS
$3.4
$3.6
$3.8
$4.5
$4.9
$5.6
$6.0
$6.5
$7.0
$7.4
$7.5
$9.3
$10.0
$10.9
$12.6
$14.3
$17.6
$18.4
$19.3
$20.9
$22.3
$23.8
$25.3
$29.3
$31.4
$33.1
$34.7
$39.5
$40.7
$45.5

9.4%

1254%

Source: Illinois Department of Insurance

SURS
$4.2
$4.6
$5.6
$6.2
$6.6
$7.4
$7.8
$8.6
$9.4
$10.2
$10.6
$11.4
$10.0
$10.9
$14.9
$16.7
$18.0
$19.1
$20.3
$21.7
$23.4
$24.9
$26.3
$30.1
$31.5
$33.2
$34.4
$37.4
$39.5
$40.9

8.1%

866%

JRS
$0.3
$0.3
$0.3
$0.4
$0.4
$0.4
$0.5
$0.5
$0.5
$0.6
$0.7
$0.7
$0.8
$0.9
$0.9
$1.0
$1.1
$1.2
$1.2
$1.3
$1.4
$1.5
$1.5
$1.8
$2.0
$2.0
$2.2
$2.2
$2.3
$2.5

7.6%

729%

GARS
$0.1
$0.1
$0.1
$0.1
$0.1
$0.1
$0.1
$0.1
$0.1
$0.1
$0.1
$0.2
$0.2
$0.2
$0.2
$0.2
$0.2
$0.2
$0.2
$0.2
$0.2
$0.2
$0.2
$0.3
$0.3
$0.3
$0.3
$0.3
$0.3
$0.4

6.4%

499%

l'

Illinois pension benefits have grown 8.8 percent annually since 1987

Total
$17.9
$19.6
$21.6
$24.9
$27.2
$30.1
$32.9
$37.4
$41.0
$44.4
$45.9
$51.6
$54.2
$58.8
$67.8
$75.2
$83.8
$89.8
$97.2
$103.1
$112.9
$119.1
$126.4
$138.8
$146.5
$158.6
$165.5
$183.2
$191.0
$208.0

8.8%

1061%
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