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RECESSION IMPACTS REVENUES -
FISCAL POSITION DETERIORATES

Through the first nine months of fiscal year
2009, the state's cash flow position has con-
tinued to deteriorate rapidly as the recession
deepens. At the end of March the backlog of
unpaid billsin the Comptroller’s Office stood
a $3.401 hillion, while last year payables
totaled $1.416 billion. Just as important, the
delay in paying bills was 68 receipting days
at the end of March compared to 27 days at
this time last year. Both the amount payable
and the days delayed represent historical
records. Thisisin spite of receiving $1.4 bil-
lion from short-term borrowing in December
that the state must repay by the end of fisca
year 2009.

The chart of adjusted General Revenue Fund
(GRF) balances shows the balance on March
31, 2009, to be anegative $3.282 hillion. This
is the lowest end of March baance on the
chart and throughout the first nine monthsthe
adjusted balances have been consistently
lower than the previous years. A few factors
continue to have a mgjor impact on the cash
flow postion — the state's economy-driven
revenues have weakened significantly,
including gambling revenues, and spending
demands have increased.

Base spending through March was down
1.9% due to the backlog of vouchers at the
Comptroller’s Office. Regular spending
growth of processed vouchers was due to a
36.8% increase in teacher retirement grants,
and growth of 5.7% in operations spending
which includes increased retirement contri-
butions.

While base revenues have decreased 6.4%
through three quarters of fiscal year 2009, it

is the decline in economy-driven revenue
sources that have greatly impacted the sate’'s
ability to pay its bills. Corporate income tax
receipts were down 12.2%, saes tax receipts
have decreased $241 million or 4.5%, and
individual income tax receipts have declined
$315 million since the first of January.

Base Revenues

At the end of the third quarter of fiscal year
2009, base revenues had decreased $1.321
billion or 6.4% for atotal of $19.436 billion.
State sources of revenue were down $1.128
billion or 6.5% while federal sources
decreased $193 million or 5.6%. The growth
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in income taxes that began years ago has
ended asindividual income taxes declined in
the recent quarter. At the end of March,
income taxes had decreased $423 million
with individual income taxes down $286 mil-
lion (4.1%) while corporate income taxes
declined $137 million (12.2%).

With the recession impacting economy-driv-
en revenues, salestax receipts continued their
dramatic decline through the third quarter.
Sales tax receipts through nine months
decreased $241 million or 4.5%.

Cash receipts from other sources decreased
$195 million or 7.6% due primarily to the
expected declines in investment income
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(down $97 million or 63.0%), inheritance tax
receipts (down $72 million or 24.7%), Cook
County IGT (down $34 million), and corpo-
rate franchise tax (down $16 million). Two
sources of revenue increased, with public
utility taxes up $25 million primarily due to
timing and insurance taxes up $18 million.

For the firgt three quarters of fisca year 2009,
transfers in decreased by $269 million. State
Gaming Fund transfers are down $109 mil-
lion while Lottery Fund transfers declined
$37 million. In addition, in fiscal year 2008,
$80 million was transferred from the Hospital
Provider Fund as part of the hospital assess-
ment program and $70 million was trans:
ferred from the Income Tax Refund Fund by
thistime last year.

Federal sources of revenue decreased $193
million or 5.6%, dueto adeclinein Medicad
reimbursements as |1linois has been unable to
pay many of its Medicaid bills in order to
claim the federal reimbursements. The office
was holding approximately $342 million in
Medicaid payables last year and had $604
million this year.

Base Expenditures

Through March, base Genera Funds spend-
ing decreased $403 million or 1.9% dueto a
substantial increase in vouchers payable.
However, processed vouchers for awards and
grants spending were up $1.059 hillion while
operationswere up $312 million and transfers
out were down $142 million. General Funds
appropriations are up $963 million or 3.5%
over last year. Through the first three quarters
of fiscal year 2009, 74.2% of Generd Funds
appropriations have been expended com-
pared to 71.9% last year.

The increase in awards and grants spending
was directly attributable to education spend-
ing. State Board of Education grants are up
$678 million or 14.3% (appropriaions up
$329 million or 4.7%) while Teachers
Retirement grants increased $308 million or
36.8% (appropriations up $155 million or
13.9%) and higher education grants were up
$34 million or 12.2% (appropriations up
$121 million or 14.6%).

It should be noted that Teachers Retirement
System (TRS) grants were under appropriat-
ed by approximately $255 million. The per-
centage increase in that spending throughout
the remainder of the fiscal year islikely to be
smilar to what was seen in the first nine
months as TRS uses continuing appropriation
authority to receive their entire certified
amount, absent any legidative changes in
planned payments to the state’'s retirement
systems. The rate of increase cdculation in
State Board of Education grant spending is
affected by previoudy legidated changes in
the general state aid payment schedule and
total percentage growth in spending should
fal by the end of June.

Aside from education grant spending, grant
spending for Human Services increased $61
million or 2.6%. Medicaid grant spending by
the Department of Hedthcare and Family
Services aso increased by $7 million or
0.1%. Appropriations for fisca year 2009
Medicaid grant spending of $6.924 billion are
up $30 million or 0.4% over the prior year.
All other grant spending declined by $79 mil-
lion or 6.8% in the first three quarters of fis-
cal year 2009.

Operations spending in thefirst three quarters
increased $312 million or 5.7% to $5.815 hil-
lion. Higher education operaions spending
totaled $1.408 billion (up $137 million or
10.8%) and operations spending for al other
agencies totaled $4.407 billion (up $175 mil-
lion or 4.1%). Regular transfers out declined
$142 million or 6.4% through March.

What LiesAhead

Without any changes to current trends, the
prognosis for the final quarter of fiscal year
2009isgrim. With the U.S. il inthe grip of
a recession, the quarter that historicaly
accountsfor the largest percentage of Illinois
Genera Funds revenues will experience a
significant decline in economy-driven rev-
enues. The Governor's Fisca Year 2010
Budget Book revenue estimates project fiscal
year 2009 income and sales taxes to decline
by $1.854 hillion from last year. In addition,
the state must pay back $1.4 billion in short-

term borrowing in the last quarter. Based on
current trends, the Comptroller’s Office is
now projected to end the year (June 30) with
abacklog of GRF hills exceeding $4 hillion,
not including any normal |apse period expen-
ditures pending. Beginning fiscal year 2010
with such a deficit would be financialy
unmanageable as July and August revenues
would be insufficient to pay those bills and
also address statutory and critical payments
required to be made in the new fiscal year.

However, stimulus funding from the federa
American Recovery and Reinvestment Act of
2009, as well as recommendations in the
Governor’s recent budget proposal could par-
tialy alleviate the impact of the fiscal year
2009 budget deficit. Included in the proposals
were a 12 month short-term borrowing of up
to $2.3 hillion and adrawdown plan for apor-
tion of Illinois’ share of the stimulus funds.
The Governor’s office estimates that Illinois
canreceive up to $2.2 billionin Medicaid and
education funding assistance for the Genera
Fundsin the remainder of fiscal year 2009. A
portion of this budget “relief” is contingent
onlllinois accelerating thetiming of selected
Medicaid payment categories beyond the
origind budget plan for fisca year 2009.
Meeting these criteriaincreases the spending
pressure for this fiscal year and requires a
major revenue infusion that the aforemen-
tioned borrowing would provide. In any case,
theimpact of the federal stimulus on Illinois
bill backlog and the end of year payableswill
be significant.

The Governor’s proposd for finishing out fis-
cal year 2009 aso recommends a deferra of
retirement contributions and transfers into
GRF from other state funds — activities that
would require legidative approval. Even if
fiscal year 2009 federd stimulus funds are
maximized, short-term borrowing occurs,
and the Governor’s other initiatives are enact-
ed, fiscal year 2010 will likely represent one
of the worst beginning fiscal postions in
[llinois' history. M
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