RIF Resources

What You Might Need to Know

RIF Details & Background

RIF (Reduction In Force) Notice

The School Code requires that written notice (sent certified mail or personal delivery with
receipt) of an honorable dismissal or reduction in hours/days of employment (RIF) of a
tenured teacher because of a decision to decrease the number of teachers or discontinue
some type of teaching service must be given at least 60 calendar days before the end of the
school term. While the Code does not require the same RIF notice for non-tenured teachers,

it does provide that such teachers receive at least a 45 calendar day notice if they are non-
renewed — which can include RIF-related non-renewals. The t er m “t eacher
district personnel regularly required to be certified (e.g. school nurses, social workers, etc.).
Bynow youshould have received your official notice.

i ncl

Seniority

In a RIF, non-tenured teachers are to be dismissed prior to tenured teachers. Among
tenured teachers, those with the shorter length of continuing service with the district shall
be dismissed first, unless an alternative sequence is established by a collective bargaining
agreement or an affirmative action plan. Seniority lists are required to be established by
Feb. 1 of each year, categorized by positions and showing the length of continuing service of
each teacher who is qualified to hold any such positions, unless an alternative method of
determining a sequence of dismissal is established by collective bargaining agreement or
affirmative action plan. It is the responsibility of the employees to review these lists
carefully and bring any inaccuracies to the attention of the district as soon as possible, or
within any timetable set out in the contract.

Bumping Rights

R | Reénagred teachers have the statutory right to bump less senior tenured teachers, or
nontenured teachers if the tenured teacher is legally qualified to teach all the courses taught
by the less senior tenured or non-tenured teacher. Non-tenured teachers do not have a
statutory right to bump .

Recall Rights

RI'F'd tenured t eac h e rodberbcaledelfa pobitéon that ageacherio r y r i gh
legally qualified to teach becomes vacant within one calendar year from the beginning of the

following school term (unless a longer period has been bargained), the vacant position must

be offered to the teacher. These recall rights will last for two years if the number of

honorable dismissals based on economic reasons that occurred at the time the teacher was

RI F' d 16 geeceneoflthe number of full-time equivalent positions filled by teachers

and other non-supervisory certificated staff during the preceding year. Collective

bargaining agreements could give non-tenured teachers recall rights.
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Payment of All Earned Compensation
The district i s r eq ualearaed compensgtienyithénthReédaysd t eac he
following his/her last day of employment.

Unemployment Compensation

RI F' d e mp |tleyighetsrecéiva snemployment compensation benefits after they
receive their last paycheck. They must meet the statutory requirements for eligibility (able
to work, available for work, and seeking work — contacting three prospective employers a
week). Benefits are based on a formula that takes into account the size of the family and
amount of wages last earned.

Health Insurance

Be sure to find out specifically when your Health Insurance benefits end with your current
District. Additionally, R1 F’ d ersth&athelright to continue their health insurance
coverage under COBRA (18 months for employers with 20 or more employees) and/or the
Illinois Health Insurance Continuation Law (nine months for all employers). More
information about COBRA is available below and also attached.

TRS Service Credit

TRS optional service credit is available for t
off. A teacher may purchase up to 3 years service credit upon return to a TRS-covered

position or employment in an SUR-covered position if certain other requirements are met.

The recent TRS “affached lasxa frédat phe aotizle on hi’ iss(e.

The law which permits this optional service credit states that a teacher may apply for
optional servicecredi t f or “periods during which t
teaching, provided he or she returns to
127(b)(5)(ii) of the Pension Code. The TRS Rule which implements this law provides:

he teac
t eachi

Section 1650.341 Service Credit for Involuntary Layoffs

a) An involuntary layoff occurs when a member's employment is terminated as result
of a reduction in force due to lack of funding, lack of work, an elimination of
position, or a material reorganization.

b) Involuntary layoffs shall not include nomenewals of employment unrelated to
reasons set forth in subsection (a) or dismissals for cause or other performance
related reasons.

c) To receive service credit for an involuntary layoff, a member must bermgployed
in a contractual teaching position under this System or the State Universities
Retirement System for the creditable period of the layoff or one year, whichever is
less.

The IEA is working with TRS to make sure that members who may be eligible to purchase
optional service credit do not lose this option due to this lack of clarity or use of incorrect
notices by districts. If the notice you received from the District does not make it clear you
were let go due to economic reasons (rather than performance reasons), please let your
local representative or UniServ Director know so corrective action can be taken to preserve
the TRS Service Credit option for you.
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Impact on Tenure

If you are hired back next year in the same District, your tenure would not be disrupted.
For example, if you just completed your first year with your District and are hired back to
start the next school year, you would be on your second year toward achieving tenure.

COBRA & Health Insurance

RI'F'd teacher s have Heditkinsarangelhoveragemnder 60BRAI(I8u e t h e
months for employers with 20 or more employees) and/or the Illinois Health Insurance

Continuation Law (nine months for all employers). The employer is required to notify the

health insurance carrier of any RIFs and then the health insurance carrier is required to

send official notice to the teachers and any covered dependents, providing them the

opportunity to elect continuation coverage. Teachers (or their dependents) have 60 days

after receipt of the notice to elect coverage. The carrier can charge the employee up to 102

percent of the regular premium for the cost of the continuation coverage. The federal Health

Insurance Portability and Accountability Act (HIPAA) requires that an employer provide to

an employee a certificate of prior creditable insurance coverage when the employee ceases

to be cover ed Heslthihshranceplampbécomesecovéred under COBRA and

when COBRA coverage ceases. This certificate of coverage may reduce or eliminate any pre-

existing condition waitingper i od t hat t he t e a bdavedritshealth e xt e mpl
insurance policy. A teacher has 62 days from the cessation of prior coverage to enroll in

another health insurance program to take advantage of this reduction or elimination of pre-

existing condition waiting periods. (# / " 2! &! 180) AOA AOOAAEARA

In District 87, RI F' d t e ac h theirsegulahcontractowillcontintiegto receive
their health and life insurance until August 31.

In Unit 5, RI F' d t e ac h theirgegulahcontractowillcontintiecto receive their
health and life insurance until September 30.

What You Might Need to Do

Contact Information

It is your responsibility to make sure your District has accurate contact information for you.
This could be especially important during the summer months. You could write a simple
letter to the District requesting recall to a job opening you are qualified for and include in
the letter your contact information (sample letters are attachej District 87 prefers that
you email your contact information to Suzanne Daniels at danielss@district87.org. Unit 5
explains that as part of their end-of-year report, they ask principals to gather summer
addresses from staff members if they are going to be different from their current address.
Bottom line: make sure your District has accurate and current contact information for you.
And if you are not sure, ask!
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Letter to District

A simple letter to the District to indicate your interest in continued employment if jobs
become vacant that you are qualified for is also an effective way of communicating to the
District your summer contact information. Of course, your District may also have an online
application system that would allow you to update that information and also to indicate
your interest in continued employment.

Request Final Compensation

The District is required to pay you for all earned compensation you are due within three
days of the last day of the school year. A sample letter to request such payment is attached.
Requesting your final payment will not impact your extension of Health Insurance benefits
from your District. This occurs automatically in District 87. In Unit 5, you may elect to
receive one final payment within three days, or elect to continue to receive your checks
throughout the summer.

Review Your Personnel File

This might be a good time to review your personnel file. You should also review your own
files. Consider the following:

e Schedule an appointment with the District office to review your personnel file

e Asyoureview your file, make a list of all the items in the folder and make a copy of
all the items. Leave a copy of the list signed by you (and a witness) and dated in the
personnel file. Take another copy of the list with you to keep in your files (at home),
along with copies of the materials.

e |t’s always a good idea to keep earofany own
visits or meetings with your supervisor. You could also include witness reports. Be
sure to date all materials. Keep these in your own files at home.

e Keep copies of everything you give your evaluator/principal during the evaluation
cycle. And, keep copies of everything they give you.

e Keep your own notes concerning student and parent conferences.

e While your employer is not allowed to share your evaluations with a future or
prospective employer, you are more than welcome to. If you have good evaluations,
make sure you have copies of them so you can share them with a prospective
employer.

Certification Status
It is a good idea to communicate with the Regional Office of Education regarding your

certification status, especially if you have completed any additional coursework that may
certify you in additional areas. A sample letter is attached.

Unemployment Benefits

You may be eligible to receive unemployment benefits. Some basic information for you to
consider:

Compiled by IEA Region 14 304 S. Eldorado Road | Bloomington, IL 61704 Ben.Matthews@ieanea.org | 4



Unemployment Insurance

Unemployment Insurance is a state operated insurance program designed to compensate

employees for loss of income while not working. This benefit is funded by tax dollars

collected from Illinois employers and is administered by the Illinois Department of

Employment Security (IDES). Generally, to be eligible for benefits, a claimant must 1) be
unemployed through no fault of their own; 2) h
available for work and 4) actively seeking work.

Unemployed Through No Faultof/ T A6 O / x1
Generally, an individual can be disqualified from coverage if they:

e Quit their job

e Were discharged for misconduct

e Are not actively seeking work, have refused suitable employment, or are not
available for suitable work

e Have returned to work

e Areinvolved in certain labor disputes

Earned Wages During Base Period

If benefits are claimed for the year between April 1, 2010 and June 30, 2010 the base period
is January 1 through December 31, 2009. If benefits are sought for the period between July
1,2010 and September 30, 2010, the base period is April 1 through December 31, 2009 and
January 1 through March 31, 2010. Calculate the base period on the first four of the last five
calendar quarters before the beginning of your benefit quarter.

Available For Work

To be eligible, an employee must be available to work in a given week for which they are
qualified to perform. A person who has imposed a condition that so narrows employment
opportunities so that there is no reasonable prospect of securing work is not considered
available to work. A person who is ill during a claimed week will have their benefit reduced
accordingly for each day of unavailability.

Actively Seeking Work

Actively seeking work means making an effort reasonably calculated to return them to the
work force. The best evidence of this is the ability to demonstrate efforts to obtain work.
Maintain records of applications completed, resumes sent, interviews, websites visited,
print media used, job fairs attended, etc. As arule, be able to demonstrate at least three
attempts per week. You will likely be expected to inform IDES of attempts to find work, the
nature of the work being sought and the prospects of being hired.

Special Considerations for Education Employees

An education employee not working during the period between two academic terms (i.e.

summer vacation) may be presumed to be ineligible for benefits. When education

empl oyees ar-eneRdd théradmaywbe a presumption of a return to work or

rehiring. You may have to demonstrate to IDES that you are not expecting to return to work

with the employer who RIF d you. A letter fro
is not expected to return may be sufficient.

Compiled by IEA Region 14 304 S. Eldorado Road | Bloomington, IL 61704 Ben.Matthews@ieanea.org | 5



Filing

Benefit claims can be filed in person or online. Benefits are not paid during the first week

after | oss of employment (the “waiting week?”).
benefits even if the claim is subject to challenge or is likely to be denied.

Information Needed to File Benefits
When filing you will need:

e Verification of your Social Security Number
e Names and Addresses for past employers and number of days worked for each
e Records showing wages earned, including dismissal wages and vacation pay
e Records of any pension payments being received, including Social Security
e Any odd-job or part-time earning while unemployed
e Spouse’s employment status and Soci al Secur
e Names and birth dates of children, including step-children, adopted children under
18 years, disable children regardless of age and any child of whom you have court-
ordered custody (bring a copy of the court order)

More Information

If within the past two years you have worked in a State other than Illinois, for a railroad, for

the federal government or if you have served in the armed forces, tell the claim adjuster.

File with the IDES office closest to your home (the local office is at 207 E. Hamilton Road in

Bl oomi ngton, just east of the McDonald’ s on So

You can also find out more at www.ides.state.il.us

Legislation & Political Action

The IEA continues to support legislation that would provide more adequate and equitable
funding for public education. Currently that legislation is known as HB 174. A summary of
the bill is attached. Your situation also provides an excellent opportunity to share your
story with your Representative and Senator to help them understand the real impact of not
adequately funding education. Let your legislators know!

+ RIGHT NOW!
Tell your legislators thatyouh a v e b el &am ydut job in District 87 /Unit 5
effective at the end of the school year because of state funding shortfalls. Describe
the impact the job loss will have on you.

+ AFTER YOUR LAST DAY OF WORK!
Tell your legislators that you have just worked your last day in the employment of
District 87 /Unit 5 because youw e r e d fRoimfdur job because of state funding
shortfalls. Describe the impact their job loss will have on you.

+ THIS SUMMER!
Sometime during the week of July 12-19 tell your legislators that you continue to
look for employment because youw e r e d fRoimBistrict 87/Unit 5. Describe the
impact their job loss has been having on you.
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Who You Might Need to Contact

District 87

Bloomington Education Association
www.bea87.org

304 S. Eldorado Road, Suite 2
Bloomington, IL 61704

P 309.663.6400

F 309.662.5605

Bloomington District 87
www.district87.org

300 E. Monroe Street,
Bloomington, IL 61701

P 309.827.6031

F 309.827.5717

Unit 5

Unit Five Education Association
www.ufea.org

304 S. Eldorado Road, Suite 2
Bloomington, IL 61704

P 309.663.6400

F 309.662.5605

Unit 5
www.unit5.org
1809 West Hovey
Normal, IL 61761
P 309.452.4476
F 309.452.7418

Where You Might Need to Look:

Everyone

IL Dept of Employment Security
www.ides.staste.il.us

207 E. Hamilton Road
Bloomington, IL 61704

P 309.827.6237

F 309.838.9231

Regional Office of Education
www.roel7.org

905 N. Main, Suite 1

Normal, Illinois 61761

P 309.888.5120

F 309.862.0420

¢ Illinois Education Job Bank: illinoiseducationjobbank.org
Here you can seeliting of vacant teaching, school service personnel and administrative
positions throughout lllinois.

¢ Nationwide Jobs: Teachers-Teachers.com | schoolspring.com | greatteacher.net
All spots where you can find educatigelated jobs nationwide.

¢ International Positions: tieonline.com
4EA PI AAA O1 Cci EZ Ul O60A ET OAOAOOGAA EI
positions.

e Your District Website: district87.org | unit5.org
Check the District websites regularly for vacancies and postings. Also, be sure they have
accurate contact information for you!Both Districts have indicated that checking the website
for vacancies and postings is the best method.

AOT AAA

Sample Letters

1. Request Recall/Communicate Interest in Future Opening
2. Request Final Compensation
3. Seek Certification Status

Additional Resources

1. TRS Topics & Report Regarding Service Credit for Involuntary Layoffs
2. COBRA Frequently Asked Questions
3. HB 174 Analysis and Information from the Center for Tax and Budget Accountability
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Sample Letter to Request Recall/Communicate
Interest in Future Opening

3AT AAOG6Q ' AAOAOGO
Name
Address

City / State / Zip

Date: Date of Letter

District Address:
Name of Superintendent
School District

Address

City / State / Zip

Dear Superintendent (Name):

| have enjoyed my employment in the School District. Recently | was non-renewed due to
(Reason for norrenewal). 1would like to convey my interest in returning to the District if there is
an opening at a later date. Should a position become available for which | am qualified, please contact
me at:

Summer Contact Information:

Address

City / State / Zip
Phone

Email

Thank you very much for your assistance.

Sincerely,
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Sample Letter to Request Final Compensation

3AT AAO6Q ' AAOAOO
Name
Address

City / State / Zip

Date: Date of Letter

District Address:
Name of Superintendent
School District

Address

City / State / Zip

Dear Superintendent (Name):

As you know, my position has been eliminated for the next school year. For that reason, | hereby
request that payment of all the earned compensation due me for the current school year be made to me
within three (3) days of the last school day of this school year.

Thank you very much for your assistance.

Sincerely,
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Sample Letter to Seek Certification Status

Date: Date of Letter

ROEAddress:
Regional Superintendent
Address

City / State / Zip

Dear Superintendent (Name):

For the past (#) year(s), | have been employed in the (SchoolDistrict) School District as a
(position). The School Board has decided to reduce the number of teachers it employs, and | have
received a notice of honorable dismissal effective at the end of the current school year.

Currently, | hold the following teaching certificates:

Since receipt of the above-listed certificate(s), | have completed additional coursework and believe | may
now be qualified in additional areas. Enclosed is a transcript of this additional work. Please evaluate it
and let me know what additional certificates | am eligible for. You can respond to me at the following
address:

Contact Information:

Address
City / State / Zip
Phone

Will you also please place my name on the mailing list to receive copies of the Teacher Vacancy List as

they become available?

Thank you very much for your assistance in these matters.

Sincerely,
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T RS http://trs.illinois.gov/subsections/members/layoffs.htm

Involuntary Layoff and RIF Service Credit Available
Spring may bring thousands of statewide teacher layoffs

During this time of economic downturn, many school districts are unable to maintain programs or staff levels
due to funding cuts. This may r es uédtninvdiuntaryldyeffarc h er
reduction in force (RIF).

’

s em,

If you are involuntarily laid off, you may purchase up to three years of service credit upon meeting eligibility
requirements. You may wish to purchase the service to avoid the loss of credit(s) for your retirement benefit.
RIF credit may only be attained by teachers. The Illinois School Code section that discusses layoffs does not
cover administrators.

An involuntary leave does not include nonrenewal of employment, dismissal for cause, or other performance-
related reasons. An involuntary layoff occurs when a m
reduction in force due to the following reasons:

lack of funding,

lack of work,

an elimination of position, or
a material reorganization.

In general, the amount due for the service credit is equal to the contributions that would have been required
if the service had been earned under TRS, plus interest.

To purchase the credit, you must return to a position covered by TRS or State Universities Retirement System
(SURS) following the RIF. You must also establish credit for at least the period of the leave or one year,
whichever is less. Due to these requirements, the earliest the cost of a spring 2010 RIF can be calculated will
be winter 2011.

How to Apply for Service Credit

1. Upon receiving notice from your employer, mail TRS a copy of your RIF notification letter that
indicates the dismissal is honorable and the reason for the dismissal. The letter will be placed in your
file.

2. After you are rehired or in the winter of 2011, contact TRS. Address an e-mail to
members@trs.illinois.gov with Involuntary Layoff Certification Form Request in the subject line. In
the body of the message, type your full name, zip code, and the last four digits of your Social Security
number. Also include the fiscal year that you were
also call us at (800) 877-7896 with this information.

3. TRS will mail you the Involuntary Layoff Certification form. It is not available online because the form

is specifically bar coded and tracked for you within the TRS computer system.

Sign and date the form.

As the final step, provide the form to the employer for completion. Once completed, the employer will

mail the form to TRS for processing.

vl

Purchasing the Credit

You are not required to purchase the credit upon its calculation. Involuntary layoff service credit can be
purchased at any time prior to retirement. However, if you purchase the service but do not meet eligibility
requirements at retirement, TRS will refund the contributions for the ineligible service without interest.
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COBRA: Frequently Asked Quaens

Note: Information on the COBRA Premium Subsidy is on www.dol.gov/COBRA.

Q1: What is COBRA continuation health coverage?

Congress passed the landmark Consolidated Omnibus Budget Reconciliation Act (COBRA) health benefit
provisions in 1986. The law amends the Employee Retirement Income Security Act, the Internal Revenue
Code and the Public Health Service Act to provide continuation of group health coverage that otherwise might
be terminated.

Q2: What does COBRA do?

COBRA provides certain former employees, retirees, spouses, former spouses, and dependent children the
right to temporary continuation of health coverage at group rates. This coverage, however, is only available
when coverage is lost due to certain specific events. Group health coverage for COBRA participants is usually
more expensive than health coverage for active employees, since usually the employer pays a part of the
premium for active employees while COBRA participants generally pay the entire premium themselves. It is
ordinarily less expensive, though, than individual health coverage.

Q3: Who is entitled to benefits under COBRA?

There are three elements to qualifying for COBRA benefits. COBRA establishes specific criteria for plans,
qualified beneficiaries, and qualifying events:

Plan Coverage - Group health plans for employers with 20 or more employees on more than 50 percent of its
typical business days in the previous calendar year are subject to COBRA. Both full and part-time employees
are counted to determine whether a plan is subject to COBRA. Each part-time employee counts as a fraction of
an employee, with the fraction equal to the number of hours that the part-time employee worked divided by
the hours an employee must work to be considered full time.

Qualified Beneficiaries - A qualified beneficiary generally is an individual covered by a group health plan on
the day before a qualifying event who is either an employee, the employee's spouse, or an employee's
dependent child. In certain cases, a retired employee, the retired employee's spouse, and the retired
employee's dependent children may be qualified beneficiaries. In addition, any child born to or placed for
adoption with a covered employee during the period of COBRA coverage is considered a qualified beneficiary.
Agents, independent contractors, and directors who participate in the group health plan may also be qualified
beneficiaries.

Qualifying Events - Qualifying events are certain events that would cause an individual to lose health
coverage. The type of qualifying event will determine who the qualified beneficiaries are and the amount of
time that a plan must offer the health coverage to them under COBRA. A plan, at its discretion, may provide
longer periods of continuation coverage.

Qualifying Events for Employees:

e Voluntary or involuntary termination of employment for reasons other than gross misconduct
e Reduction in the number of hours of employment
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Qualifying Events for Spouses:

e Voluntary or involuntary termination of the covered employee's employment for any reason other
than gross misconduct

Reduction in the hours worked by the covered employee

Covered employee's becoming entitled to Medicare

Divorce or legal separation of the covered employee

Death of the covered employee

Qualifying Events for Dependent Children:

e Loss of dependent child status under the plan rules

Voluntary or involuntary termination of the covered employee's employment for any reason other
than gross misconduct

Reduction in the hours worked by the covered employee

Covered employee's becoming entitled to Medicare

Divorce or legal separation of the covered employee

Death of the covered employee

Q4: How does a person become eligible for COBRA continuation coverage?

To be eligible for COBRA coverage, you must have been enrolled in your employer's health plan when you
worked and the health plan must continue to be in effect for active employees. COBRA continuation coverage
is available upon the occurrence of a qualifying event that would, except for the COBRA continuation
coverage, cause an individual to lose his or her health care coverage.

Q5: What group health plans are subject to COBRA?

The law generally covers health plans maintained by private-sector employers with 20 or more employees,
employee organizations, or state or local governments.

Q6: What process must individuals follow to elect COBRA continuation
coverage?

Employers must notify plan administrators of a qualifying event within 30 days after an employee's death,
termination, reduced hours of employment or entitlement to Medicare.

A qualified beneficiary must notify the plan administrator of a qualifying event within 60 days after divorce or
legal separation or a child's ceasing to be covered as a dependent under plan rules.

Plan participants and beneficiaries generally must be sent an election notice not later than 14 days after the
plan administrator receives notice that a qualifying event has occurred. The individual then has 60 days to
decide whether to elect COBRA continuation coverage. The person has 45 days after electing coverage to pay
the initial premium.

Note: If your qualifying event was involuntary termination of employment that occurred on or after
September 1, 2008 through February 16, 2009, you may be eligible for an additional election opportunity
under the American Recovery and Reinvestment Act of 2009 (ARRA). For more information see the questions
below or visit the COBRA Premium Reduction FAQs or call 1.866.444.3272 to speak to a Benefits Advisor.

Q7: How long after a qualifying event do | have to elect COBRA coverage?
Qualified beneficiaries must be given an election period during which each qualified beneficiary may choose

whether to elect COBRA coverage. Each qualified beneficiary may independently elect COBRA coverage. A
covered employee or the covered employee's spouse may elect COBRA coverage on behalf of all other
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qualified beneficiaries. A parent or legal guardian may elect on behalf of a minor child. Qualified beneficiaries
must be given at least 60 days for the election. This period is measured from the later of the coverage loss
date or the date the COBRA election notice is provided by the employer or plan administrator. The election
notice must be provided in person or by first class mail within 14 days after the plan administrator receives
notice that a qualifying event has occurred.

Note: If your qualifying event was involuntary termination of employment that occurred on or after September 1,
2008 through February 16, 2009, you may be eligible for an additibelection opportunity under ARRA. For

more information see the questions below or visit the COBRA Premium Reduction FAQs or call 1.866.444.3272 to
speak to a Benefits Advisor.

Q8: How do | file a COBRA claim for benefits?

Health plan rules must explain how to obtain benefits and must include written procedures for processing
claims. Claims procedures must be described in the Summary Plan Description.

You should submit a claim for benefits in accordance with the plan's rules for filing claims. If the claim is
denied, you must be given notice of the denial in writing generally within 90 days after the claim is filed. The
notice should state the reasons for the denial, any additional information needed to support the claim, and
procedures for appealing the denial.

You will have at least 60 days to appeal a denial and you must receive a decision on the appeal generally
within 60 days after that.

Contact the plan administrator for more information on filing a claim for benefits. Complete plan rules are
available from employers or benefits offices. There can be charges up to 25 cents a page for copies of plan
rules.

Q9: Can individuals qualify for longer periods of COBRA continuation
coverage?

Yes, disability can extend the 18 month period of continuation coverage for a qualifying event that is a
termination of employment or reduction of hours. To qualify for additional months of COBRA continuation
coverage, the qualified beneficiary must:

e Have aruling from the Social Security Administration that he or she became disabled within the first
60 days of COBRA continuation coverage

e Send the plan a copy of the Social Security ruling letter within 60 days of receipt, but prior to
expiration of the 18-month period of coverage

If these requirements are met, the entire family qualifies for an additional 11 months of COBRA continuation
coverage. Plans can charge 150% of the premium cost for the extended period of coverage.

Q10: Is a divorced spouse entitled to COBRA coverage from their former
Obi OOAOGS cOi Ob EAAI OE bl Al e

Under COBRA, participants, covered spouses and dependent children may continue their plan coverage for a

limited time when they would otherwise lose coverage due to a particular event, such as divorce (or legal
separation). A covered employee’s spouse who would | os:
coverage under the plan for a maximum of 36 months. A qualified beneficiary must notify the plan

administrator of a qualifying event within 60 days after divorce or legal separation. After being notified of a

divorce, the plan administrator must give notice, generally within 14 days, to the qualified beneficiary of the

right to elect COBRA continuation coverage.

Divorced spouses may call their plan administrator or the EBSA Toll-Free number, 1.866.444.EBSA (3272) if
they have questions about COBRA continuation coverage or their rights under ERISA.
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Q11: If | waive COBRA coverage durirg the election period, can | still get
coverage at a later date?

If a qualified beneficiary waives COBRA coverage during the election period, he or she may revoke the waiver
of coverage before the end of the election period. A beneficiary may then elect COBRA coverage. Then, the
plan need only provide continuation coverage beginning on the date the waiver is revoked.

Q12: Under COBRA, what benefits must be covered?

Qualified beneficiaries must be offered coverage identical to that available to similarly situated beneficiaries
who are not receiving COBRA coverage under the plan (generally, the same coverage that the qualified
beneficiary had immediately before qualifying for continuation coverage). A change in the benefits under the
plan for the active employees will also apply to qualified beneficiaries. Qualified beneficiaries must be
allowed to make the same choices given to non-COBRA beneficiaries under the plan, such as during periods of
open enrollment by the plan.

Q13: When does COBRA coverage begin?

COBRA coverage begins on the date that health care coverage would otherwise have been lost by reason of a
qualifying event.

Note: If your qualifying event was involuntary termination of employment that occurred on or after September 1,
2008 through Februay 16, 2009, you may be eligible for an additional election opportunity under ARRA. The
date coverage begins will generally differ for individuals exercising this additional election. For more
information see the questions below or visit the COBRA PrenfR@duction FAQs or call 1.866.444.3272 to speak
to a Benefits Advisor.

Q14: How long does COBRA coverage last?

COBRA establishes required periods of coverage for continuation health benefits. A plan, however, may
provide longer periods of coverage beyond those required by COBRA. COBRA beneficiaries generally are
eligible for group coverage during a maximum of 18 months for qualifying events due to employment
termination or reduction of hours of work. Certain qualifying events, or a second qualifying event during the
initial period of coverage, may permit a beneficiary to receive a maximum of 36 months of coverage.

Coverage begins on the date that coverage would otherwise have been lost by reason of a qualifying event
and will end at the end of the maximum period. It may end earlier if:

e Premiums are not paid on a timely basis
e The employer ceases to maintain any group health plan

After the COBRA election, coverage is obtained with another employer group health plan that does not
contain any exclusion or limitation with respect to any pre-existing condition of such beneficiary. However, if
other group health coverage is obtained prior to the COBRA election, COBRA coverage may not be
discontinued, even if the other coverage continues after the COBRA election.

After the COBRA election, a beneficiary becomes entitled to Medicare benefits. However, if Medicare is
obtained prior to COBRA election, COBRA coverage may not be discontinued, even if the other coverage
continues after the COBRA election.

Although COBRA specifies certain periods of time that continued health coverage must be offered to qualified
beneficiaries, COBRA does not prohibit plans from offering continuation health coverage that goes beyond the
COBRA periods.

Some plans allow participants and beneficiaries to convert group health coverage to an individual policy. If
this option is generally available from the plan, a qualified beneficiary who pays for COBRA coverage must be
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given the option of converting to an individual policy at the end of the COBRA continuation coverage period.
The option must be given to enroll in a conversion health plan within 180 days before COBRA coverage ends.
The premium for a conversion policy may be more expensive than the premium of a group plan, and the
conversion policy may provide a lower level of coverage. The conversion option, however, is not available if
the beneficiary ends COBRA coverage before reaching the end of the maximum period of COBRA coverage.

Q15: Who pays for COBRA coverage?

Beneficiaries may be required to pay for COBRA coverage. The premium cannot exceed 102 percent of the
cost to the plan for similarly situated individuals who have not incurred a qualifying event, including both the
portion paid by employees and any portion paid by the employer before the qualifying event, plus 2 percent
for administrative costs.

For qualified beneficiaries receiving the 11 month disability extension of coverage, the premium for those
additional months may be increased to 150 percent of the plan's total cost of coverage.

COBRA premiums may be increased if the costs to the plan increase but generally must be fixed in advance of
each 12-month premium cycle. The plan must allow you to pay premiums on a monthly basis if you ask to do
so, and the plan may allow you to make payments at other intervals (weekly or quarterly).

The initial premium payment must be made within 45 days after the date of the COBRA election by the
qualified beneficiary. Payment generally must cover the period of coverage from the date of COBRA election
retroactive to the date of the loss of coverage due to the qualifying event. Premiums for successive periods of
coverage are due on the date stated in the plan with a minimum 30-day grace period for payments. Payment
is considered to be made on the date it is sent to the plan.

If premiums are not paid by the first day of the period of coverage, the plan has the option to cancel coverage
until payment is received and then reinstate coverage retroactively to the beginning of the period of coverage.

If the amount of the payment made to the plan is made in error but is not significantly less than the amount
due, the plan is required to notify you of the deficiency and grant a reasonable period (for this purpose, 30
days is considered reasonable) to pay the difference. The plan is not obligated to send monthly premium
notices.

COBRA beneficiaries remain subject to the rules of the plan and therefore must satisfy all costs related to co-
payments and deductibles, and are subject to catastrophic and other benefit limits.

Note: If your qualifying event was involuntary termination of employment that occurred on or after September 1,
2008 through December 31, 2009, you may be eligible for a premium reduction under the American Recovery
and Reinvestment Act of 2009. For more information see the questions below or visit the COBRA Premium
Reduction FAQs or call 1.866.444.3272 to speak to a Benefits Advisor.

Q16: If | elect COBRA, how much do | pay?

When you were an active employee, your employer may have paid all or part of your group health premiums.
Under COBRA, as a former employee no longer receiving benefits, you will usually pay the entire premium
amount, that is, the portion of the premium that you paid as an active employee and the amount of the
contribution made by your employer. In addition, there may be a 2 percent administrative fee.

While COBRA rates may seem high, you will be paying group premium rates, which are usually lower than
individual rates.

Since it is likely that there will be a lapse of a month or more between the date of layoff and the time you
make the COBRA election decision, you may have to pay health premiums retroactively-from the time of
separation from the company. The first premium, for instance, will cover the entire time since your last day of
employment with your former employer.

Compiled by IEA Region 14 304 S. Eldorado Road | Bloomington, IL 61704 Ben.Matthews@ieanea.org | 16



You should also be aware that it is your responsibility to pay for COBRA coverage even if you do not receive a
monthly statement.

Although they are not required to do so, some employers may subsidize COBRA coverage.

Note: If your qualifying event was involuntary termination of employment that occurred on or after September 1,
2008 through December 31, 2009, you may be eligible for a premium reduction under the American Rgcover
and Reinvestment Act of 2009. For more information see the questions below or visit the COBRA Premium
Reduction FAQs or call 1.866.444.3272 to speak to a Benefits Advisor.

Q17: | have heard that the Stimulus package signed by the President
included a temporary COBRA premium reduction and additional enrollment
opportunity. | would like more information.

The American Recovery and Reinvestment Act of 2009 (ARRA) provides a premium reduction to certain
qualified individuals and expanded eligibility for COBRA.

Il ndi vidual s who are eligible for COBRA coverage becaus:
termination of employment that occurred from September 1, 2008 through December 31, 2009 and who elect

COBRA may be eligible to pay a reduced premium amount that is only 35% of the premium costs for your

COBRA coverage for up to 9 months.

Additionally, if you were offered Federal COBRA continuation coverage as a result of an involuntary
termination of employment during that time period and you either declined to take COBRA coverage at that
time, or you elected COBRA and later discontinued it, you may have another opportunity to elect COBRA
coverage and pay a reduced premium.

If you have specific questions about your situation and how these new rules apply to you, you may wish to
speak with one of our Benefits Advisors by calling 1.866.444.3272. You should also check the COBRA
Premium Reduction FAQs.

Q18: How can | apply for the COBRA premium subsidy?

If you were covered by an employment-based healthplan on t he | ast day of the empl o
plan should send you a notice of your eligibility to elect COBRA coverage and to receive the premium

reduction. The notice should include any forms necessary for enrollment. You may also want to contact your

employer directly to ask about getting the premium reduction.

If you have specific questions about your situation and how these new rules apply to you, you may wish to
speak with one of our Benefits Advisors by calling 1.866.444.3272. You should also check the COBRA
Premium Reduction FAQs

Q19: | am eligible for the premium reduction and have been enrolled in
#/ " 21 AT OAOACA OET AA AAEI OA OEA 1 221
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No. The premium reduction provisions apply only to premiums for coverage periods beginning on or after
February 17, 2009. If you were eligible for the reduction but paid in full for periods of COBRA coverage
beginning on or after February 17, 2009, you should contact the plan administrator or employer sponsoring
the plan to discuss a credit against future payments (or a refund in certain circumstances)

If you have specific questions about your situation and how these new rules apply to you, you may wish to
speak with one of our Benefits Advisors by calling 1.866.444.3272. You should also check the COBRA
Premium Reduction FAQs
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Q20: Can | receive COBRA benefits while on FMLA leave?

The Family and Medical Leave Act, effective August 5, 1993, requires an employer to maintain coverage under
any group health plan for an employee on FMLA leave under the same conditions coverage would have been
provided if the employee had continued working. Coverage provided under the FMLA is not COBRA coverage,
and FMLA leave is not a qualifying event under COBRA. A COBRA qualifying event may occur, however, when
an employer's obligation to maintain health benefits under FMLA ceases, such as when an employee notifies
an employer of his or her intent not to return to work.

Further information on FMLA is available from the nearest office of the Wage and Hour Division, listed in
most telephone directories under U.S. Government, U.S. Department of Labor, Employment Standards
Administration.

Q21: What changes did the Trade Actof 2002 and the TAA Health Coverage
Improvement Act of 2009 make with regard to COBRA continuation
coverage?

The Trade Act of 2002 created a tax credit for certain individuals who become eligible for trade adjustment
assistance and for certain retired employees who are receiving pension payments from the Pension Benefit
Guaranty Corporation (PBGC). Under the tax provisions, eligible individuals can either take a tax credit or get
advance payment of 65% of premiums paid for qualified health insurance, including continuation coverage.
The TAA Health Coverage Improvement Act of 2009 section of ARRA made several amendments to these
provisions, including an increase in the amount of the credit to 80% of premiums for coverage before January
1, 2011 and temporary extensions of the maximum period of COBRA continuation coverage for PBGC
recipients (covered employees who have a nonforfeitable right to a benefit any portion of which is to be paid
by the PBGC) and Trade Adjustment Assistance eligible individuals.

If you have questions about these provisions, you may call the Health Coverage Tax Credit Customer Contact
Center toll-free at 1.866.628.4282. TTD/TTY callers may call toll-free at 1.866.626.4282. More information
about the Trade Act is also available.

Q22: What is the Federal Government's role in COBRA?

COBRA continuation coverage laws are administered by several agencies. The Departments of Labor and
Treasury have jurisdiction over private-sector health group health plans. The Department of Health and
Human Services administers the continuation coverage law as it affects public-sector health plans.

The Labor Department's interpretive and regulatory responsibility is limited to the disclosure and
notification requirements of COBRA. If you need further information on your disclosure or notification rights
under a private-sector plan, or about ERISA generally, telephone EBSA's Toll-Free number at:
1.866.444.3272.

The Internal Revenue Service, Department of the Treasury, has issued regulations on COBRA provisions
relating to eligibility, coverage and premiums in 26 CFR Part 54, Continuation Coverage Requirements
Applicable to Group Health Plans. Both the Departments of Labor and Treasury share jurisdiction for
enforcement of these provisions.

The Center for Medicare and Medicaid Services offers information about COBRA provisions for public-sector
employees. You can write them at this address:

Centers for Medicare and Medicaid Services
7500 Security Boulevard

Mail Stop C1-22-06|

Baltimore, MD 21244-1850

Tel 1.877.267.2323 x61565
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ARRA added additional responsibilities for each of the Federal agencies. For more information visit the
COBRA Premium Reduction FAQs or call 1.866.444.3272 to speak to a Benefits Advisor.

Q23: | am a federal employee. Can | receive benefis under COBRA?

Federal employees are covered by a law similar to COBRA. Those employees should contact the personnel
office serving their agency for more information on temporary extensions of health benefits.

Q24: Am | eligible for COBRA if my company cbsed or went bankrupt and
there is no health plan?

If there is no longer a health plan, there is no COBRA coverage available. If, however, there is another plan
offered by the company, you may be covered under that plan. Union members who are covered by a collective
bargaining agreement that provides for a medical plan also may be entitled to continued coverage.

Q25: How do I find out about COBRA coverage and how do | elect to take it?

Employers or health plan administrators must provide an initial general notice if you are entitled to COBRA
benefits. You probably received the initial notice about COBRA coverage when you were hired.

When you are no longer eligible for health coverage, your employer has to provide you with a specific notice
regarding your rights to COBRA continuation benefits.

Employers must notify their plan administrators within 30 days after an employee's termination or after a
reduction in hours that causes an employee to lose health benefits.

The plan administrator must provide notice to individual employees of their right to elect COBRA coverage
within 14 days after the administrator has received notice from the employer.

You must respond to this notice and elect COBRA coverage by the 60th day after the written notice is sent or
the day health care coverage ceased, whichever is later. Otherwise, you will lose all rights to COBRA benefits.

Spouses and dependent children covered under your health plan have an independent right to elect COBRA
coverage upon your termination or reduction in hours. If, for instance, you have a family member with an
illness at the time you are laid off, that person alone can elect coverage.

Note: Under ARRA, plans have additional notieguirements. If your qualifying event occurred on or after
September 1, 2008 through December 31, 2009, you may receive one of these notices and be eligible for
temporary reduced premiums for up to 9 months (some individuals will also be eligible fordatitimnal election
opportunity). For more information visit the COBRA Premium Reduction FAQs or call 1.866.444.3272 to speak to
a Benefits Advisor.
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Q & A on HOLISG Blll 174‘ find out more at ctbaonline.org

House Bill 174 would change the Illinois tax structure in a number of ways. It would raise between $5.0
billion and $5.2 billion in new, recurring tax revenue, provide tax relief to homeowners and low income
families, and provide additional funding for public schools, and health and human services:

Increases the individual income tax rate from 3% to 5%.

Increases the corporate income tax rate from 4.8% to 5%

Increases the standard exemption for individual taxpayers from $2,000 to $3,000

Provides property tax relief by doubling the personal income tax credit for homeowners from its
current level of 5% of property taxes paid to 10%, and makes this refundable, up to $1,500. (A
taxpayer always receives the full value of a refundable income tax credit. So if the dollar amount of
the refundable credit exceeds his or her income tax liability, that taxpayer would receive a check for
the difference. This only applies to an Illinois homeowner's principal residence.)

Triples the state’s refundabl e Ear ned fedemlETe Ta X
claimed by an Illinois taxpayer.

Expands the sales tax base to include 39 different consumer services, similar to what neighboring
states have done.

Enhances education funding beginning in the second fiscal year after the bill passes by dedicating 33
1/3 of all new revenues generated by HB 174 to the Common School Fund. To ensure that this really
enhances school funding rather than merely replacing existing school funding revenue streams,
HB174 requires that the new revenue dedicated to schools under the bill be added to the
appropriation amount from the previous year.

Enhances Higher Education by dedicating 16 2/3 percent of all new revenues generated by the bill to
universities and community colleges. The remainder of the new revenue goes into the State General
Revenue Fund.

The Following questions have been asked regarding this legislation.

1.

711860 OEA "1 OAOT T 080 POI T OAA um ETATT A OA@ OOOAEA

No. Governor Quinn proposed increasing the state's personal income tax rate from 3% to 4% and
corporate income tax rate from 4.8% to 5.8% to help avert the $1.25 billion cut in K-12 education
funding currently called for

in his FY2011 budget Figure 1

proposal. CTBA estimates Analysis of FY2011 General Fund Budget Proposal
that. at best this increase Starting Revenue Shortfall $13.259B
wou’ld raise’about $3.6 B in FY2011 General Fund Total Appropriations $24.508B
General Fund revenue. TOTAL FY2011 Revenue Needed $37.867B
Unfortunately, even though

t he Governor' Estimated FY2011 General Fund Revenue $21.412B
FY2011 General Fund E_stilmgtedSF‘_(QOIH Federal Transfers $ 6.032B
budget is cut by almost $2 (including Stimulus)

billion from FY2010 levels "Strategic" Debt to Cover FY2011 Services $ 47B

TOTAL ALL Revenue and Bank Debt to Cover $32.144B
FY2011 Revenue Needs

Revenue Shortfall that is Effective Borrowing

the state is still facing an
FY2011 General Fund

budget shortfall of over from Providers, in the form of Deferring
$10 billion, as shown in Payments owed for FY2011 Services into

. FY2012 $5723B
Figure 1.

Sources: OMB lllinois State Budget FY2011 and CTBA Jan. 2010 Fact Sheet: “lllinois State Deficit Problems”

As shown in Figure 1, the state needs to raise almost $38 B ($24.5 B proposed budget plus $13.3 B
starting revenue shortfall) to cover its General Fund budget in FY2011. FY2011 General Fund own
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source revenue is estimated to be $21.4 B. FY2011 Federal Transfers including stimulus are
estimated to be $6.0 B. This leaves an FY2011 budget hole of over $10 B.

The $3.6 B from the 1% for education i seveniftheus, no w
General Assembly goes along with the Governor's proposal t o i n c uWro r“r sotwi antge€'g iod $4 . °
from banks to cover basic expenditures on services in FY2011.

In contrast, since HB174 would raise over $5 B in new revenue, it would nearly eliminate the entire
remaining FY2011 shortfall, while generating significantly more ongoing revenue to support seniors
and reduce deficits moving Budmgwar dAna( Yese:s, " FYXCTBAL H

2. Which households will be most impacted by the 1% surcharge versus HB174?

Because the Governor's proposed 1% surcharge for education is strictly a tax increase which

provides no associated tax relief that could benefit low and middle income families, it is regressive. In

effect, every taxpayer would realize a one percent income tax rate increase, even the lowest income

households. So even if the Governor's proposal“ f i x ed t h-ea npr omhli erh®™iiwouldd o e s n ' t
do so disproportionately on the backs of those least able to afford it. HB174, on the other hand,

would actually cut taxes for an estimated 40% of low income households and retirees because of

increased deductions and tax credits that are included in the bill. Putting similar increased

deductions and credits in Governor's proposed 1% for education would reduce the already too little

revenue it raises by about $1.3 B.

Ironically, the Governor's 1% for education proposal would make the Illinois tax system more unfair
than it is today. This is hard to justify, given that Illinois is already the sixth most unfair taxing state
i n the nati on. InftiGite en:TaxdtiMilaml EcBnarnyisPalicy; October 2009).

Illinois currently has the lowest state income tax rate in the country (among all states with an income

tax). In the future, taxes will have to be raised on high income households in Illinois as these

househol ds have captured the | i oewdsadss.share of i ncome
3. 71 01 AT80 OEA OOOAEAOGCA AAAIT T A A PAOI AT AT O ETATI A OA

Yes. Given 1l linois’ current | evel optrationsfdnelihgg edness

itis highly unlikely that the state would be able torepealthe® sur char ge” wi thout causi
bond markets and severe disruptions in state operations.

Moreover, because it is highly likely the surcharge will become permanent—it is also likely to be the
only revenue enhancement that Illinois adopts for decades—because the General Assembly simply
does not like to, and in fact has a history of not, passing significant revenue increases more than once
every 20 years or so. Hence, passing the governors 1% proposal, which generates inadequate
revenue in an unfair fashion, would in all likelihood preclude Illinois from enacting more
comprehensive and sustainable fiscal reform, and consign the state to ongoing deficit problems for
the foreseeable future.

4. 71160 OEA DPAT OEIT OAAE Oi O xi OB AT A 1 AEA OEET CO AAOC
The recently passed pension bill is estimated to reduce state FY2011 pension payments by $300 M to
$1 B (Chicago Tribune, 3/24/2010 “Réflamms’™) Lfarwona kweh
they would otherwise be.
However, the state’s current *
recessionary investment losses that are estimated to have increased |
pension debt from $77 B to $90 B (see 3/24/2010 Tribune article).

pensi ontonceommpfdr obl i gat
['linoi s’ | argest in t
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Given this large increase in Illinois pension debt, it is unlikely that Illinois required pension
payments will decline even after taking the pension bill into account.

5. Would managed health care help relieve the pressur e on the budget deficit?
No, Swings would be minimal.

With the limited data available, it is unclear whether managed care will save the state money. If done
right, managed care has the potential to stem emergency room visits and hospitalizations by
improving access to primary care services, which could result in program savings. However, on the
flip side, better coordinated care would likely result in an increase in specialty care, thereby
increasing some program costs. Therefore without more data, it is not clear whether Medicaid
managed care would result in overall reduced Medicaid costs.

In addition, further study needs to be done to ensure that any managed care program does not have
the effect of limiting the amount of federal funds Illinois hospitals receive through the upper payment
limit rules.

CTBA is in the process of doing a f uproposednal ysi s on
Integrated Care Program pilot (Medicaid managed care).

6. Is ataxincrease a good idea during a recession when people are struggling financially?

Yes, although increasing taxes is a difficult option, if structured the right way a progressive tax
increase can actually maintain or grow jobs. The one, clear, worst option for the state's economy,
however, is significant state budget cuts.

Applying multipliers developed by MOMbW'i sr.gc ¢mr aviair @f,
CTBA March, 2009) to the most recent Federal Bureau of Economic Analysis labor data, the roughly

$1.8 B in proposed FY2011 budget cuts will in all likelihood cause Illinois to lose about 36,000

private sector jobs, over and above the direct job loss for those workers who provide public services

and are fired due to the cuts. Simply put,iti s t ext book economics tdgeat becau:
mul tiplier?” iaadsgeodngduringaaecessto@expanasgeconomic activity and creates

jobs. The alternative of cutting spending rather than increasing taxes reduces economic activity and

destroys jobs.

To the extent that tax increases are targeted toward higher-income households who can more easily

afford them, rather than toward lower income households who are more likely to spend their income

in the | ocal economy, t haffetor stinaulatmgticeecdnothyuwdigpee t mul t i p |
greater. Because HB174 in fact focuses its tax increase on higher income taxpayers who can more

readily absorb it without diminishing their spending, it can be expected to have a much more positive

impact on stimulating the state's economy than the Governor's 1% surcharge, which is regressive.

7. IsHB 174 a tax swap?

No. There is no swap of increased income taxes to replace property taxes. HB174 does provide
property tax relief, however, by doubling the current state income tax credit homeowners can claim
for the property taxes they pay on their principal residence in Illinois, as described above in the
introduction to this Fact Sheet.

8. 3ET Ol AT60 AOACAO OAmi of AA AiTA AA&EI OA A OA@ EIT AOAA

I f “budget reform” i s t akfstatespendingithaa suppartd ddscatibonn t he o0V e
health care, human services, and public safety, the short answer is no. The data indicate Illinois is
already spending too little to provide these four, core publics er vi ces, and the Governo
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FY2011 budget cuts of $1.8 Bwould devastatea | r eady poorly fun
Governor QuinnBusddgGetheRPradpdauald for FY20

According to the most recent 2008 Census data, Illinois is 43rd in State General Fund spending
relative to GDP, and based on the most recent 2007 data published by the Federation of Tax
Administrators, Illinois is ranked 46th in total state and local tax burden (including all taxes and fees
changed by any unit of state or local government in Illinois) relative to personal income. This means
that relative to its capacity to support public services Illinois is doing very little compared to other
states.

Illinois' status as a low-spending state applies to key areas of funding such as education and human

services. According to the latest (2006-2007 Gov Census data) Illinois is 46th in state per-capita

education spending and in FY2002 (before $4.4 B in cumulative cuts) 35th and 40th in per-income

funding for mental health and developmental disabilities( See: “ 11 |l i noi s Funding f o
in Context", CTBA Feb. 2010).

These low levels of funding support a very small state labor force. According to a 2008 census of state
employment, Illinois ranks 49th in non-education full-time equivalent state employment.

None of this means that public spendi nggeaterannot, or
accountability and more efficiency in the provision of public services. What is clear is that any such

reforms will not generate significant savings, nor make up for either the state's ongoing fiscal

deficiencies or its failure to fund core services adequately.

9. Some say the education budget has increased much faster than the Consumer Pricelndex which
should be more than enough to support good OAET 11 08 7EU AEAT 80 OEAO EAI be

The premise of this argument is false.

As has been noted above, in 2006-2007 Illinois was 46th among states in per-capita education
spending.

Rather than trying to improve this lack of support for public education, over the long term, the data
show Illinois has cut its funding for public education after adjusting for inflation using the Consumer
Price Index (K-12 by over 3%, and Higher Ed by over 25% since FY2000). The picture gets worse
when state spending is adjusted for both population and inflation, using the CPI, with K-12 funding
cut by 4.1%, and Higher Ed cut by 32%. (See: Proposed FY2011 Budget Analysis, CTBA March 2010.)

The Consumer Price Index, while a great metric for assessing inflationary changes in the economy as
a whole, is not particularly useful for evaluating spending on services, because the CPI includes price
changes in millions of items, e.g. pop tarts, refrigerators and neck ties, that are simply not purchased
by state government.

Most public services are highly labor intensive. The inflation metric that best tracks increases in
labor costs over time is the Employment Cost Index or ECI. Adjusting state spending for population
growth and inflation using the more accurate ECI, shows that from FY2000 through FY2010, Illinois
cut spending on K-12 education by $443 million, and cut spending on Higher Education by $1.325
billion. Obviously, if the Governor's proposed FY2011 budget becomes law, those cuts would become
significantly worse.

10. Senator MeeksissuP 1 OOET ¢ AET EAA AT A O1 OAEAOOG8 ) 01860 OEAO Ol
No, general public education cannot be fixed by cream skimming the best and most motivated

students and parents into charter or private schools. This is the considered opinion of highly
respected education scholar Diane Ravitch, one of the early supporters of choice, vouchers, and
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charter schools, who after looking at the evidence changed her views. While some flexibility and
choice between publicly funded schools with similar constraints may be helpful in some
circumstances; the evidence shows that charters, choice, and vouchers do not improve public
education outcomes for the vast majority of students, and are sometimes harmful to general public
education.

Moreover, all public schools, and especially schools serving low-income students, need skilled and
motivated teachers and solid curriculum. A necessary, though not sufficient, condition for this is
greater and more equitable, funding for education.

Illinois ranks as the 46th lowest per-capita spending state on K-12 education in the nation.
Conversely, this means that most public funding for education (over 77% according to the most
recent census data) comes from local sources. This causes increasing educational funding disparity
among wealthier and poorer districts and limits the ability of poorer districts to raise funding that is
commensurate with their needs. The only way to correct this problem statewide is to increase the
state's investment in education funding to reduce the overreliance on property taxes.

11. What is the structural budget deficit? How will HB174 address that problem?

The "structural deficit" is the amount by which revenue growth under normal economic conditions
(not years of exceptional economic downturn or upturn) based on current state taxes and fees fail to
keep pace with the increase in the cost of providing core public services that are caused by inflation
and population growth alone. If a state—like Illinois—has a structural deficit, its revenue growth
over time will not keep pace with service cost growth, even if no new public services are added, and
no existing services are enhanced or expanded.

Moreover, the structural deficit is based on the difference between the normal growth rate of state

revenue and necessary growth rate of state expenditures. It is, therefore, unrelated to the question

(addressed in 8 above) of whether the levels of state funding of the four, core public services is

adequate. As noted ab fregadlessbflgrbwthratds)dor vitdl semickslikeg | ev el s
public education and human services is very low compared to other states.

Figure 2 shows a graphic Figure 2
i ot i i General Fund Structural Deficit Assuming FY2000
deplCthl‘l of the Illinois Balanced Budget and FY2000 to FY2007 Economic Conditions
General Fund structural
deficit from FY 2000 through lllinois Structural Deficit
FY2011. It assumes a normal $38,000
(FY2000 to FY2007) §36,000
economy, and no new or
expanded services (other p 4000
. @ Ll
than for population growth) 3 $32000 =
from FY2000. From FY2000  $30,000 =
to FY2007 it uses actual £ — R Pevemue
O $28,000 - Expe nditure
General Fund revenue data. @ -
. =} =
These are projected to = $26,000 /)- .
FY2011 using historic rates $24,000 ———
of change from FY2000 to $22,000
FY2007.. FYZQOO $20,000 L
expenditure is assumed to 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
equal FY2000 General Fund Fiscal Year
revenue. Expenditures for Sources: CTBA calculations from: COGFA FY2010 Budget Summary p. 62, BLS ECI Index, and IL DCEO

FY2001 to FY 2007 are set ~ PoPiefon=imer=

equal to FY2000 expenditure adjusted for inflation using current ECI and population growth, only.
Expenditures for FY2008 to FY2011 are set to FY2000 expenditure using average ECI (and
population) growth rates for the FY2000 to FY2007 period.
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The data indicate that, under optimal conditions, Illinois would have a structural deficit of around
$4.2 billion in FY2011, which if left in place would generate even greater structural deficits in the
future.

The state’s actual FY2011 starting dsedcturaldeficiti s over
past borrowing, recession induced revenue shortfalls, and increased pension ramp requirements.

The Gover hldbudgespropo¥e® tO close this gap by massive cuts in state spending of $1.8

billion, an estimated and hoped for $6 billioninf eder al support, mor e strategi
current operations of $4.7 billion,andr oughl y $5. 7 bidelfieornr eidn” cpoanytnmennutesd t'
profit service providers and other state contractors. Needless to say, if implemented this proposed

budget will impose extremely harmful, and in many cases irreparable, harm to current and future

public services, especially K-12 education which would be hit by the largest $1.2 billion cut in recent

state history (See Figure 1 above and CTBA Analysis of FY2011 Proposed Budget and Human Service

reports).

Though the state can and should work to improve its economic prospects as much as possible

(especially by providing education, infrastructure, and funding for well-paying public service and

high value added manufacturing jobs that have the largest multiplier impacts on the state economy

and are essential to a U.S. economic revival), states have limited ability to influence general national

and international economic conditions. Realistically this implies that the only way that the state can
overcome its structural deficit problem is to reform its tax structure. Moreover, this reform will need

to raise significant revenue, well beyond the $3.6 billion that can be anticipated from the Governor's
proposed 1% surcharge, to offset the state's structural deficit that will be significantly larger than the
$4.2 billion estpmamatd” abowedi tevenurisnecesadydoiintreasen a |
funding for Il 1linois’ w 0 e éduchtionyandéaumadn service sectois,gdoa | | 'y unde
address 111 inoi s crissstamalto@ay lpaekihs massive débts and defierged

payments to vendors that that have been accumulating for years. A large, HB 174-level $5.0 billion to

$5.2 billion revenue enhancement, and not a small 1% $3.6 billion surcharge, is the minimum

necessary.

There are two fundamental problems with the current state tax structure. It is highly regressive, and
it taxes goods but not services. The regressivity has been documented in answer 2 above. Given the
state constitution requirement that there be only one, flat income tax for all state income taxpayers,
regardless of ability to pay, establishing a progressive income tax rate structure would require a
constitutional amendment.

HB174 attempts to at least partially address regressivity within the current constitutional

framework, by increasing the standard exemption, earned income tax, and property tax, credits and

making the | ater refundabl e. As proposaldoesmdneofthis t he Go
and in fact would make the Illinois tax code even more regressive than it already is.

Thesecond maj or problem is that the stat e’'sadeofgomdses t ax
and not services. This significantly reduces revenue growth from the state sales tax as the service

share of the Illinois economy has continuously expanded, even as the goods share has declined. HB

174 takes a first step in addressing this by expanding the sales tax to include 39 hitherto untaxed

Illinois services, almost all of which are taxed in one or more surrounding mid-west states.

12.717 01 A1 6O OEnmabbudngdsds? EOOO O

No. Under HB174, the Illinois corporate income tax would increase by just two-tenths of one percent
(0.2%). This in and of itself would have an insignificant impact on businesses in Illinois. Moreover,
most small businesses are organized as either limited liability companies or "S" corporations—and
hence are not required to pay corporate taxes.
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13. I heard my school district is making drastic cuts. Would this bill help?

Yes. It raises more than enough to prevent the $1.2 billion in K-12 education funding cuts contained
in the FY2011 budget proposal.

Better still, in succeeding fiscal years, HB174 designates 33% of all new revenue it raises to increase
K-12 education funding from prior year levels. This would be an almost 24% increase in state
funding for K-12 education over FY2010.

14. | have to live within my means; shouldn't the state do the same?
The answer is yes, but only if your means support life. In the case of lllinois, its structural deficit

means the state cannot solve its fiscal problems long term without passing a significant revenue
increase generated through comprehensive tax reform.

This whole |line of thinking reflects indiidmal“ f al |l acy o
household is not necessarily good for the state or national governments.Byt r yi ng t o “bal ance
budget” during the Great De p Depressionovorse. InRividuad statke nt Hoov

like Illinois are constitutionally bared from deficit spending, and Illinois has already borrowed about

as much as it can and then some. Under these circumstances the best course of action for the state, as

noted above, is to raise taxes in as progressive a manner as possible, and increase state spending,

especially spending that increases productive employment in the state.

I'f “living within its means,” meansretehuasithist he st at e
would simply make the current s e Wbuwlgetpictarewoess,si on, and
exacerbating a downward cycle of economic contraction and falling revenues.

15. My legislator says that new taxes would be a blank check for the Governor to pay for new
programs.

Given the state’ s mausdngpvoblendtevbuldbe diffisult g imgossible fbre r

new fundstobeused f or “new programs. ” T hoBapssdnatheatits bond r at
would be unable to function. This seems like a very unlikelys cenari o even in a “polit
compromi sed” state Ilike IIllinois.

16. Won't higher taxes discourage business from staying in or coming to Illinois?

No. Despite ranking as one of the lowest taxing states in the nation and the Midwest,| | | i noi s’
economic growth rate has lagged the higher tax Midwest and nation for over 20 years. Many factors
other than tax burden, such as predictability of tax structure (Illinois' is not predictable due to its
structural deficit) such as quality of education, infrastructure, and geographic links, are important
determinants of business location decisions.

For More Information Contact:

Ron P. Baiman, Ph.D.

Director of Budget and Policy Analysis
(312) 332-1481
rbaiman@ctbaonline.org

Center for Tax and Budget Accountability
70 E. Lake Street, Suite 1700

Chicago, Illinois 60601

Fax: (312) 578-9258
www.ctbaonline.org
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