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Position on SB1300: Consolidation of Suburban and Downstate Police and Fire Pension Plans 

November 13, 2019 

• We support the consolidation of suburban and downstate police and fire pension plans 

• We do not support the changes to the Tier 2 Pay Cap and Final Average Pay 

First, we fully support the proposed consolidation of suburban and downstate police and fire pension plans.  

We have long called for the consolidation of local government units in Illinois and believe that the pension 

fund consolidation in SB1300 will have a significant, positive financial impact in the near and long-term and 

lays the foundation for further savings opportunities in the future.  

We strongly agree with the Task Force’s findings that investment returns could be substantially improved 

through consolidation (roughly two percentage points in the aggregate), as this would allow for additional 

investment opportunities for smaller pension funds and economies of scale across all funds. If these gains 

are realized, it could represent a gain of between $100 million and $300 million a year in improved 

investment returns and expense reductions. In addition, merging the funds allows for greater efficiency and 

transparency as to the performance of the funds for the benefit of pension fund participants, taxpayers, 

municipalities, and policymakers. 

Second, we fully support the proposed increase in surviving spouse benefits for non-line of duty death. We 

believe that all surviving spouses of first responders deserve to be taken care of if their spouse passes 

away; as such, we support increasing survivors’ benefits to match those provided to Tier 1 employees. 

Despite our strong support for the two recommendations described above, we have serious concerns about 

the other Tier 2 benefit changes included in this proposal.   

First, no actuarial projections have been presented that evaluate the impact of the changes on all the funds 

over time or that validate the proposition that the Tier 2 pension funds are at risk of violating IRS Safe 

Harbor regulations – the standards that delineate the total benefit level a pension plan must provide in lieu 

of Social Security.  

Second, the Tier 2 modifications include changing the way two determinants of benefits are calculated by 

both increasing the Pay Cap and changing how Final Average Pay is calculated; both of these changes would 

significantly increase the cost of Tier 2 benefits. It has been stated that the Pay Cap changes are necessary 

to comply with Social Security Safe Harbor provisions. However, there has been no evidence provided that 

shows Safe Harbor is an issue that must be addressed now, or that the level of the proposed changes is 

needed to meet those concerns. Indeed, our preliminary analysis indicates that the proposed increases to 

Tier 2 benefits go beyond what would be needed for compliance purposes. 

Third, the costs associated with this plan would further burden local taxpayers. The improved investment 

returns from consolidation should buffer the increased costs at least in the short-term, but as the 

participants in the Tier 2 plan increase, these changes will further increase local costs, reducing  
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the benefits of the improved returns.  Here too, the absence of longer-term actuarial analysis limits the 

ability of the legislators or the affected municipalities to assess the long-term costs of these Tier 2 

enhancements. And in any event, taxpayers would be paying more for increased pension benefits that have 

not been justified as necessary under the Safe Harbor rules.  

Fourth, the implementation of the increase in the Tier 2 Pay Cap is retroactive – substantially increasing the 

cost and giving the impression that these funds have not been in compliance with Safe Harbor since their 

implementation.  This is not the case.  

Also, we must remember that given Illinois Supreme Court decisions, pension benefits once granted likely 

cannot be decreased if they are deemed overly generous in the future.  

While we acknowledge that the time frame for potential Safe Harbor issues will vary by plan (plans that 

have many high-paid members will have issues sooner than those that don’t), no full actuarial analysis has 

been released demonstrating that this is an immediate concern for any plan, let alone an actuarial analysis 

of all of the plans that would be affected by this change. While we cannot extrapolate to the whole State 

based on any one municipality’s plans, we conducted an independent analysis of Waukegan’s Police and 

Fire pension plans which showed that Safe Harbor compliance will not be an issue for decades, yet the 

proposed Tier 2 changes will immediately increase costs for the plans.1  

Fifth, we are concerned about some of the last-minute changes to the proposed governance of these new 

funds. We believe that the governance of the Illinois Municipal Retirement Fund should serve as a model 

for the consolidated police and fire plans, and as such, should have an even split of management and labor 

on their boards.  

Finally, and of serious concern to us and others, is that if these Tier 2 changes are made to suburban and 

downstate police and fire pension plans, it is very likely that other pension plans across the State will 

advocate for the same increases to their pension benefits. Given that non-compliance with Safe Harbor has 

not been substantiated and that other State and Local funds are significantly underfunded, this should not 

be pursued, as it is an unnecessary burden on state and local taxpayers. 

We are in full support of consolidating suburban and downstate police and fire pension plans. We believe 

that the indisputable benefits of consolidation should not be held hostage to a potentially very costly 

pension benefit increase of unproven necessity. Any pension proposal should include a full and complete 

long-term actuarial analysis of the impact of proposed changes prior to consideration by the General 

Assembly. An in-depth analysis is required to make a fully informed decision on potential benefit changes 

and whether they are necessary to be in compliance with federal law. This type of analysis has yet to be 

made public. 

In conclusion, we fully support consolidating suburban and downstate police and fire pension plans, and 

believe that improved investment returns, reduced expenses, and increased transparency will provide 

substantial benefit to pension fund participants, taxpayers, municipalities, and policymakers. However, we 

do not support making changes to Tier 2 benefits because, based on the data presented, they would 

unnecessarily add to the already high burdens Illinois taxpayers face for state and local pension costs.  

 
1 This analysis shows that Safe Harbor is not expected to be an issue for those pension plans until at least 2060; and 
yet Waukegan will have an additional $1.3 million in associated costs through the first six years alone. This additional 
cost represents roughly 10-30% of the projected financial benefit of consolidation. 


