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By Caitlin Devitt

The State of Illinois’ attitude toward its struggling cities may be tested in the near
future, partly due to a powerful new law that gives pension funds the ability to
intercept local revenue. 

State intervention into local governments varies widely among the states. A state
takeover makes for risky politics, as Governor Rick Snyder discovered in Michigan
when the City of Flint’s drinking water was poisoned due to a series of bad decisions
made while the city was under state oversight.

In Michigan however, a city can declare Chapter 9 bankruptcy if its leaders consider
themselves out of options. On the other hand, Illinois prohibits municipal
bankruptcies. Absent a court restructuring, the Prairie State needs some kind of early
warning and post-crisis process for dealing with local cities where the money is
running out.

The cash-strapped City of Harvey, which is the first to be subjected to the law, is a sad
example of what happens when the state stands aside during years of local
mismanagement and growing economic pressures.

A suburb of Chicago with a population of just under 25,000, Harvey’s been weakened
by years of financial mismanagement (or worse) combined with broader economic
and fiscal pressures. Mayor Eric Kellogg is banned for life from the municipal bond
market for misleading investors. The city shorts its public safety pension funds and
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chronically spends more than it brings in. It’s in default on its bond debt and lack of
disclosure make its overall financial picture about as clear as a mud puddle.

Now Harvey finds itself pushed to the brink by a new law that allows pension funds to
compel the state Comptroller to withhold state tax revenue that traditionally would
go to the city. The law, Public Act 96-1495, was enacted in 2011 but for various
reasons did not take effect until January 2018 under state Comptroller Susana
Mendoza.

The city has failed to make full pension payments for years, so it’s not a
straightforward case of unsustainable pension costs, as some Republican lawmakers
are portraying it.

Harvey laid off nearly half its police and fire force and warned it might not be able to
make payroll. It’s spending its dwindling dollars litigating the intercept law and the
public safety pension funds.

So far, the response from Governor Bruce Rauner (R), who’s in a hot race for re-
election in November, has been radio silence. Harvey Alderman Christopher Clark
said he’s been trying since 2015 to get someone to pay attention to the city’s
deterioration. The state legislators who represent Harvey have said only that they
may try to amend the new intercept law, a belated response that’s politically
improbable.

Illinois currently has two state laws for dealing with distressed cities, both of which
have served mostly to gather dust, and neither of which feature warnings in advance
of a crisis.

One of the regulations, the Illinois Financial Distressed City Law, has narrow criteria,
including requirements that the city is in the highest 5% of all cities in terms of the
aggregate of the property tax levy paid while simultaneously in the lowest % of all
cities in terms of the tax collected. The Illinois General Assembly would then need to
pass a resolution declaring the city as fiscally distressed. The state has used this 27-
year-old law only once, in 1990 with the City of East St. Louis.

Even if Harvey fit the criteria for the law, it lacks teeth, according to Jim Spiotto,
bankruptcy expert at Chapman Strategic Advisors LLC.

To be eligible for the other law, the Local Government Financial Planning and
Supervision Act, an entity must have a population of less than 25,000. Harvey’s
population hovered at 24,947 as of 2016.

http://www.ilga.gov/legislation/publicacts/96/096-1495.htm
https://illinoiscomptroller.gov/susana-a-mendoza/
http://www.chicagotribune.com/suburbs/daily-southtown/news/ct-sta-harvey-legislative-reform-st-0417-story.html
http://www.chicagotribune.com/suburbs/daily-southtown/ct-sta-harvey-layoffs-st-0411-story.html
http://www.chicagotribune.com/news/sns-bc-il--harvey-tax-supreme-court-20180427-story.html
http://www.illinoiscourts.gov/Opinions/AppellateCourt/2017/1stDistrict/1153074.pdf
https://www2.illinois.gov/gov/Pages/default.aspx
https://www.aldermanclark.com/
https://capitolfax.com/2018/04/17/what-can-be-done-about-harvey/
https://www.civicfed.org/iifs/blog/overview-state-intervention-laws-illinois
http://www.ilga.gov/legislation/ilcs/ilcs4.asp?DocName=006500050HArt%2E+8+Div%2E+12&ActID=802&ChapterID=14&SeqStart=97700000&SeqEnd=100200000&Print=True
http://www.ilga.gov/
https://www.cesl.us/
https://www.chapmanstrategicadvisors.com/consultants-3.html
https://www.chapmanstrategicadvisors.com/
http://www.ilga.gov/legislation/ilcs/ilcs3.asp?ActID=706&ChapterID=11


5/4/2018 New Pension Intercept Law Puts Distressed Illinois Cities In The Crosshairs For Added Oversight

https://www.forbes.com/sites/debtwire/2018/05/01/new-pension-intercept-law-puts-distressed-illinois-cities-in-the-crosshairs-for-added-oversight/#7a30e0e661d7

Spiotto and the Civic Federation of Chicago have helped write a bill called the Local
Government Protection Authority. Among other things, the bill would establish an
oversight board, set up a clear procedure for dealing with a stressed city, and allow
Chapter 9. The bill is currently languishing in the House Rules Committee.

Harvey is the first city to be tested by the new pension law, but is hardly the only
Illinois city that has fallen short of statutorily required pension contributions, that
will be subject to the intercept of local revenue.

Illinois needs to craft a helpful and transparent local monitoring and oversight policy,
not so that its struggling cities can duck their obligations, but so they can figure out
how best to meet them.

Caitlin Devitt is a senior reporter at Debtwire Municipals covering Illinois, Texas,
Louisiana, charter schools and school districts. She can be reached at
caitlin.devitt@acuris.com.
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