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PROBLEM STATEMENT
The City’s yearly portion of the public safety pension fund is growing significantly
faster than the City’s revenue sources. Additionally, pension funding level
percentages are not increasing even though the City pension fund payment is
growing every year. The City’s total public safety pension payment is projected to
grow from $1.7 million in FY19 to $2.2 million in FY 24. Based on 5 year revenue
and expense projections, the City cannot sustain this increase without significant
increases to City revenues or significant cuts to City operations. The City must
find a way to reduce the total yearly pension payment and get the police and fire
pension funds to higher percentage funding levels.
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INTRODUCTION
The City of Dixon has two of the top police and fire departments in the country. These departments are
progressive and innovative in their approach to providing the highest levels of safety and security for
our community. There were countless examples of excellence displayed by both of these teams over
this past year. The most notable was the heroic actions of Officer Mark Dallas and all of our emergency
responders during the Dixon High School shooting.
City Staff has carefully examined staffing levels in both departments and the expected level of service
and concluded that every position in each department is essential to perform the current level of service.
Having said that, the City can only provide services it can afford to provide. Our growing pension
obligation is a threat to these staffing levels if revenues do not significantly increase or solutions are not
implemented that reduce the City’s annual public safety pension contribution.
Underfunded Public Safety Pensions:
Unfunded pension liabilities are one of the greatest fiscal concerns for Illinois state and local
governments. The City of Dixon is no exception, despite the making of required payments and seeing
reasonable investment returns. The City and fire and police pension employees have made their
required contributions every year. Further, from 1990 to 2013, police and fire pension funds had average
annual investment returns of 6.9%, outperforming the investment returns of a major benchmark index.
Nevertheless, the City continues to lose ground.
In 2010, the State of Illinois passed Public Act 96-1495. This required municipalities to make
payments sufficient to reach 90% funding levels in their pension funds by fiscal year 2040.
PA 96-1495 also changed the requirements for determining the actuarial value of assets, which
significantly reduced the funding percentage level for police and fire pensions.
There were two key changes that reduced funding levels: (1) Locally, the annual assumed return on
pension fund investments was reduced from 7.0% to 6.75% for the police pension and 6.5% for the
fire pension. This assumption was changed to more accurately represent historical investment returns
on both funds. (2) There were life expectancy changes due to using updated mortality tables. Simply
stated, people are living longer and the new mortality tables were changed to reflect this.
The impact of this legislation on the City has been severe. In 2011, the City police and fire pensions were
funded at 74% and 66.4% respectively. By 2015, funding levels had decreased to 60.5% (Police) and
53.3% (Fire). Today, they are funded at 57.32% (Police) and 42.89% (Fire). The continued decrease
in funding levels is even more alarming, because the City has chosen to calculate their annual pension
payment off of a formula that would fund public safety pensions at 100% by 2040, which is more
than the required 90% by 2040. Simply stated, the City is paying more than required by law and the
pensions are still moving backwards.
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DIXON PUBLIC SAFETY PENSION OVERVIEW
The annual payment made in furtherance of the City’s public safety pension funds is set by third-party
actuaries hired by the police and fire pension boards. This third-party actuary determines the payment
amount necessary to satisfy the requirements of PA96-1495 by 2040. As previously stated, the actuary
is currently generating these payment figures at a rate that will fund the pensions at 100% by 2040.
In FY19, the City portion of the required payment for the public safety pension funds (Police and
Fire) was $1,743,812. By FY24, that number is projected to grow to $2.2 million. If the public safety
pensions were presently 100% funded, the FY19 City public safety pension contribution would only be
$488,000 (Fire - $200,000 / Police - $288,000). This would free up $1.25 million in the annual General
Fund budget.
The City currently does not have to levy for IMRF or Social Security, because there is a surplus in both
of these funds. This creates a total of $415,000 in the FY19 General Fund tax levy that can be used
for another purpose. Currently, these funds are the sole stable source of funding for the Capital Fund.
The only other source of funding for the Capital Fund are “turn-ins”. These are not stable funds from
year to year. FY26 is the year the City will have to begin levying for IMRF and Social Security, so this
will eliminate the only “stable” source of revenue for the Capital Fund.
By FY23, total General Fund expenses are projected to exceed revenues by $244,000. This is a major
issue, but is compounded by the fact that the General Fund will lose the IMRF / Social Security monies
in FY26.
FIRE:
For FY19, the City’s portion of the Fire Department pension payment was $840,000. The levy for
all Fire Department operations was $505,000. The entire $505,000 had to be designated to the fire
pension payment. $505,000 was not enough money to pay for the Fire Departments portion of the
pension fund payment, so an additional $335,000 had to be transferred from the General Fund to the
fire pension fund. This means that no funds from the Fire Department tax levy are used for any part of
the FY19 Fire Department operating budget. The FY19 Fire Budget is $1,597,604. This budget figure
does not include the City’s pension payment.
(It is important to note that the City is PTELL Tax Capped, so the City cannot levy real estate
taxes to meet the true expenses. Sales tax is a significant source of revenue for the City and
supplements City operations, excluding Water and Waste Water. FY19 Sales Tax revenue is
projected at $4,157,700. Sales tax is the greatest opportunity for the City to increase annual
revenues.)
POLICE:
For FY19, the City was able to levy real estate taxes for the full amount of police pension fund payment
of $903,812. In addition to the police pension levy, the City levied $1,081,911 for Police Department
operations. The FY19 Police Department budget is $3,488,608.
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Police and Fire Funding Levels and Returns:
Police:
As of April 30, 2018, the Dixon Police pension fund has a total pension liability of $26,472,557. The
unfunded liability is $11,299,771. Since 2015, the total unfunded liability has grown by $1,743,902.
There were changes in the assumptions the actuary used to figure total liability in 2015 that increased
the total pension liability by $2,215,611.
2018

2017

2016

2015

Total pension liability:

$26.4M

$25.4M

$24.7M

$23.8M

Total unfunded liability:

$11.3M

$10.7M

$11.1M

$9.5M

Since March 31, 2009, the Police Pension Fund has earned an average of 7.25% per year. This is
0.5% higher than the actuary benchmark for assumptions of 6.75% per year. Annual audit reports show
the financial report for the end of the City’s fiscal year, which runs from May 1st through April 30th. The
pension fund reports from the actuary show returns based on the calendar year. The police department
currently has 31 retired police officers who are drawing pensions. The total current full time police
officers is 30.
Fire:
As of April 30, 2018, the Dixon Fire pension fund has a total pension liability of $19,429,890. Since
2015, the total unfunded liability has grown by $3,693,577. There were changes in the assumptions
the actuary used to figure total liability in 2015 (-1,079,603) and 2016 (-$2,455,088) that increased the
total pension liability by the aforementioned amounts per year. There is an unexplained change in
assumption for the better of the fund in 2017 (+$1,315,004). This reduced the total liability.
2018

2017

2016

2015

Total pension liability:

$19.4M

$18.9M

$19.4M

$15.7M

Total unfunded liability:

$11M

$10.7M

$11.5M

$7.4M

Since 2010, the Fire Pension Fund has earned an average of 6.248% per year. This is 0.252% lower
than the actuary benchmark for assumptions of 6.50% per year. Annual audit reports show the financial
report for the end of the City’s fiscal year. The pension fund reports from the actuary show returns
based on the calendar year. The fire department currently has 25 retired firefighters who are drawing
pensions. The total current full time firefighters is 17.
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REPORT FROM AUDITOR VERSUS INVESTMENT FIRM
During the City Council meeting on October 15, 2018, the auditor reported on four year return rates
for the police and fire pensions. The return rates reported are shown in the table below:
2018

2017

2016

2015

Average

Police rate of return:

4.5%

8%

-2.9%

4.85%

3.61%

Police percentage funded:

57.32%

57.89%

55.09%

59.87%

Fire rate of return:

2.1%

5.5%

-1.03%

4.98%

Fire percentage funded:

42.89%

43.32%

40.70%

52.75%

2.88%

This report drew concern from both the police and fire pension fund boards. After discussion with the
actuary and the pension fund investment consultants, these numbers are not correct. The numbers
above were figured by taking the annual pension earnings and dividing them by the beginning of the
year plan net position. If no monies were going into or being withdrawn from the pension throughout
the year, this would be an accurate way to figure the earnings on the pension fund. However, since
monies are going in an out every month, this formula for figuring annual earnings is incorrect. To figure
the true annual earnings on the pension funds, the earnings must be calculated every quarter taking
into account additional monies in and out. The table below contains the accurate earnings for the police
and fire pension for calendar year 2017 – 2010.
2017

2016

2015

2014

2013

2012

2011

2010

Average

Police:

13%

6.83%

-2.54%

6.17%

8.21%

10.03%

3.43%

9.39%

6.81%

Fire:

8.55%

7.08%

-2.04%

6.89%

6.11%

9.63%

2.44%

11.33%

6.248%

The 8 year average on Police Pension returns is 6.815%. The benchmark for police pension earnings
is 6.75%, so the police earned more than the benchmark over this 8 year period. The 8 year average
on Fire Pension returns is 6.248%. The benchmark for fire pension earnings is 6.50%, so the fire
pension fell short of the benchmark by .25% over this 8 year period.
Restrictions to Fire Pension Investments:
In examining this, it is important to note the fire pension is more restricted, by law, in their investment
portfolio because the fund total is less than $10 million. The police pension fund total is in excess of
$10 million. If the fire pension could have invested at the same fixed asset to equity ratio as the police
pension, the fire pension fund would have made an additional $508,000 over the past 5 years. An
additional $508,000 in earnings would increase the Fire Pension Fund level from 42.89% funded to
45.5% funded.
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Dixon Pension Returns Compared:
The following table shows a comparison of Dixon Fire Pension investments compared to Rock Falls,
Sterling, and Pekin. The table also shows if the specific pension funds are over $10 million or under
$10 million. This is the threshold that determines the percentages of investments in fixed assets versus
equities. The information shown in the tables was provided by the investment consultants from Sterling,
Rock Falls, and Pekin.
Sterling Firefighters Pension over $10 million
2014

2015

2016

2017

2018 YTD

AVERAGE

BONDS

2.27

1.11

1.21

1.04

-0.46

STOCKS

8.12

-0.30

7.59

22.14

8.73

TOTAL

6.02

0.25

4.86

13.95

5.58

6.37
AVERAGE

Rock Falls Firefighters Pension less than $10 million
2014

2015

2016

2017

2018 YTD

BONDS

1.74

0.80

0.95

0.91

-0.69

STOCKS

7.94

-0.40

7.36

21.98

7.80

TOTAL

4.61

0.23

4.00

10.66

3.50

4.79

Pekin Firefighters Pension over $10 million
2014
2015
2016

2017

2018 YTD

AVERAGE

BONDS

2.21

1.04

1.07

0.97

-0.29

STOCKS

7.09

-1.42

6.39

23.38

7.10

TOTAL

5.34

-0.46

4.69

15.22

4.52

6.06

Dixon Police Pension over $10 million
2014

2015

2016

2017

2018 YTD

AVERAGE

6.17%

-2.54%

6.83%

13%

-0.79%

4.53%

BONDS
STOCKS
TOTAL

Dixon Fire Pension under $10 million
2014

2015

2016

2017

2018 YTD

AVERAGE

6.89%

-2.04%

7.08%

8.55%

-0.32%

4.03%

BONDS
STOCKS
TOTAL

While the Sterling, Rock Falls, and Pekin pension funds did considerably better in 2015, these numbers
were offset by the Dixon Police and Fire pension funds doing considerably better in 2016.
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Historical Summary of Police and Fire Pension Funds
The table below shows the funding level for the Police and Fire Pension Funds from April of 2011 to
April of 2018. The table shows a 15.33% decrease in the Police Pension Fund and a 20.36% decrease
in the Fire Pension Fund.

FIRE
PERCENT
FISCAL
PERCENT FUNDED PER
YEAR END FUNDED
IDOI
ASSUMPTION

POLICE
RATE OF
RETURN

PERCENT
FUNDED

PERCENT
FUNDED PER
IDOI
ASSUMPTION

RATE OF
RETURN

4/30/2018

46.04%

N/A

6.50%

58.67%

N/A

6.75%

4/30/2017

46.16%

47%

6.50%

61.06%

62%

6.75%

4/30/2016

46.48%

50%

6.50%

60.07%

66%

6.75%

4/30/2015

53.3%

53%

6.75%

60.5%

68%

6.75%

4/30/2014

57.6%

55%

7.00%

67.3%

69%

7.00%

4/30/2013

58.0%

55%

7.00%

69.0%

72%

7.00%

4/30/2012

unavailable

59%

unavilable

unavailable

72%

unavailable

4/30/2011

66.4%

N/A

7.00%

74.0%

N/A

7.00%

4/30/2010

unavailable

61%

unavailable

unavailable

69%

unavailable

4/30/2009

unavailable

52%

unavailable

unavailable

64%

unavailable

The data shown above for fiscal years 4/30/2016 through 4/30/2018 are based on the actuary's reports
completed by Lauterbach & Amen, LLP.
The data shown above for fiscal years 4/30/2009 through 4/30/2015 are based on actuary's reports
completed by Timothy Sharpe. Lauterbach & Amen, LLP did not complete these reports and does not
attest to the reasonableness of these results.
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OPTIONS TO ADDRESS DIXON PUBLIC SAFETY PENSIONS:
While there is no single solution to the underfunded levels of the Dixon Public Safety Pension Funds,
there are many different options which could be used individually or combined to reduce annual pension
contributions. The options are not listed in any specific order. There are also significant solutions at
the State level.

CITY OPTIONS:
Reducing Staffing Levels of the Police and Fire Department:
The total annual cost of a 20 year police officer is $116,923.79. The total annual cost of a 20 year
firefighter is $128,213.66. The total cost figures include salary, health insurance, pension, Medicare,
and other compensation categories.
Reducing total staffing in the police department and the fire department by one police officer and one
firefighter would save the city $245,137.45 a year. This savings could be put directly to the public safety
pension funds. While this would increase money available to make the annual public safety pension
fund payment, it would not impact the unfunded liability or percentage funded levels, unless these
moneys were invested into the pension in addition to the annual pension payment.
Insert one-time money into the Fire Pension Fund:
As of April 30, 2018, the Fire Pension Fund had $8,333,019 in total cash value. When a pension fund
is valued under $10 million, investment options become significantly restricted as compared to pension
funds funded at more than $10 million. When a public safety pension fund is under $10 million, the
investment split is 55% in fixed assets and 45% in equities. Traditionally, you will experience greater
returns in equities. Fixed assets generally generate lower rates of returns. Funds of a value greater
than $10 million can be invested 35% in fixed assets and 65% in equities. Generally these funds
receive greater returns. They are also susceptible to greater losses in down market years.
If the Fire Pension Fund would have been able to make the same investments as the Police Pension
Fund (35% fixed assets / 65% equities) over the past 5 years, the Fire Pension Fund would have
made an additional $508,000 in returns. So, there was a total opportunity cost of $508,000 to the Fire
Pension that was lost over the past 5 years. This would have increased the Fire Pension Fund level
from 42.89% funded to 45.5% funded.
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OPTIONS (cont.)
Impact of One Time Money Infusion Into Public Safety Pension Funds:
The following numbers were generated by the actuary. The actuary was asked to calculate projected
City pension contributions under three different “one-time” money insertion scenarios. With each of
the scenarios, the target funding level was changed from the current 100% funded by 2040 to 90%
Dixon Firefighters' Pension Fund
Exhibit 1
funded
by 2040.
Actuarial Valuation Summary - Projection of Future City Contributions
Fire Pension: Actuarial Valuation Summary - Projection of Future City Contributions
Projected Results - Current Methods & Assumptions
Budget Year

Contribution - Status Quo
Contribution - $3M in 2018 & 90% Fund Target
Contribution - $5M in 2018 & 90% Fund Target
Contribution
$8M in 2018
& 90% Fund Target
Dixon
Police- Pension
Fund

4/30/2018

4/30/2019

4/30/2020

4/30/2021

4/30/2022

4/30/2023

4/30/2024

760,000
3,760,000
5,760,000
8,760,000

790,000
790,000
790,000
790,000

830,000
520,000
390,000
200,000

870,000
530,000
390,000
180,000

910,000
560,000
420,000
200,000

940,000
580,000
430,000
200,000

960,000
600,000
440,000
210,000Exhibit 1

Actuarial Valuation Summary - Projection of Future City Contributions

Police Pension: Actuarial Valuation Summary - Projection of Future City Contributions
Plan Provisions

Projected Results - Current Methods & Assumptions
Budget Year

-Benefits provided under Article 4 of the Illinois Pension Code were valued.

4/30/2018

4/30/2023

4/30/2024

Contribution
Status 100%
Quo of 2016 Actuarial Recommendation830,000
970,000
1,030,000
1,100,000
1,140,000
-2018 results -assume
will be made, plus 900,000
additional contributions
of $3M, $5M, or
$8M.
Contribution
- $3M
in 2018
90% Fund
Target
900,000
610,000
690,000employees.730,000
-Projected 2018
- 2024
results&based
on current
population with3,830,000
additional estimated
increases in total payroll
to account for640,000
turnover and replacement
Contribution
$5M infirst
2018
& 90%
Fund Target
900,000Target by 2040.
480,000
500,000
540,000
570,000
-Contributions- under
scenario
determined
under Entry Age5,830,000
Normal with 100% Funding
Contribution
$7M inlast2018
90% Fund
Target under Entry
7,830,000
900,000
360,000
400,000
420,000
-Contributions- under
three&scenarios
determined
Age Normal with 90%
Funding Target350,000
by 2040.

1,190,000
770,000
610,000
450,000

Methods

4/30/2019

4/30/2020

4/30/2021

4/30/2022

-Current 2017 results based on actual employer contributions made.

AsDatayou can see, inserting $3 million into the Fire Pension Fund and changing the target funding to 90%
-Census and asset data as of April 30, 2017.
byPlan
2040
gives us our biggest “dollar for dollar” annual City contribution savings. This is due to the oneProvisions
time
adjustment
the
90%
funding level. Inserting money in addition to the $3 million does
-Benefits provided under Articlefor
3 of the
Illinois
Pensiontarget
Code were valued.
provide significant reductions to the City’s annual fire pension contribution. Here is an examination of
Methods
savings
based on inserting $3 million, $5 million, or $8 million into the Fire Pension Fund. Note that
-Current 2017 results based on actual employer contributions made
these
are
savings every year.
-2018 results assume 100% of 2016 Actuarial Recommendation will be made, plus additional contributions of $3M, $5M, or $7M.
-Projected 2018 - 2024 results based on current population with additional estimated increases in total payroll to account for turnover and replacement employees.

Annual
Contribution
Reduction
-Contributions under
first scenario determined
under Entry Age Normal with 100% Funding Target by 2040.

-Contributions under last three scenarios determined under Entry Age Normal with 90% Funding Target by 2040.

FY20

FY21

FY22

FY23

FY24

Data
$3
million

$310,000

$343,000

$390,000

$410,000

$420,000

$5 million

$440,000

$480,000

$560,000

$570,000

$580,000

$8 million

$630,000

$690,000

$700,000

$720,000

$740,000

-Census and asset data as of April 30, 2017

As stated earlier in this document, the City’s total public safety pension payment is projected to grow
from $1.7 million in FY19 to $2.2 million in FY 24. Inserting $3 million into the fire pension fund and
reducing the funding calculation to 90% by 2040 would reduce the City’s FY20 total public safety
pension contribution from $1,850,000 to $1,490,000. The $1,490,000 would be further reduced if we
changed the funding level for the Police Pension Fund to 90% by 2040. Insertion of $3 million into the
Fire Pension Fund would reduce the projected FY24 contribution from $2.2 million to $1.7 million.
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OPTIONS (cont.)
“One-time” Infusion Funding Sources:
If the City Council chose to make a “one-time” infusion of additional funds into the public safety pensions,
there are multiple funding options. Because the Fire Pension Fund is funded under $10 million, a
priority should be placed on increasing the fund balance to an amount safely over the $10 million mark.
The fund currently has a balance of $8,333,019.
The following table shows City fund levels:
Fund Balance Available to Spend Reason for Difference
General Fund

$5 million

$2.2 million

$2.8 million inter-fund loan: Water Meter

Capital Fund

$7.5 million

$3.8 million

$3.7 million TIF loan

Recovery Fund

$3.4 million

$3.4 million

Emergency Vehicle
Fund

$710,000

$400,000

Maintains Health of EV

The General Fund currently has a $5 million reserve; however, the City Council currently has designated
$3 million to be loaned to the Utility Division for the water meter project. While the Capital Fund shows
a balance of $7.5 million, true cash on hand is only $3.8 million. The fund is owed $3.7 million from the
TIF districts for the Downtown Street Scape project completed several years ago. In addition to this, $3
million of the $7.5 million is designated as the Capital Fund reserve. The Recovery Fund does have a
true cash value of $3.4 million. The Emergency Vehicle Fund is a restricted fund. These are the dollars
that remain after the purchase of the new fire truck. The fund could designate $400,000 to the Public
Safety Pension Funds and still remain stable. Additionally, the firefighters control the 2% fund, which
is the Foreign Fire Tax. They have designated $50,000 toward the fire pension if the City choses to
increase the fund over the $10 million threshold.
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OPTIONS (cont.)
Bonding Money to Insert into Public Safety Pension Funds:
The City of Dixon could issue general obligation bonds to insert “one-time” money into the public
safety pension funds. The City of Dixon currently has $0.00 in general obligation bonds. Our general
obligation bond limit is $15,552,472.
If the City could get a general obligation bond rate at or below 3% and the public safety pensions hit
their benchmark for investment returns of 6.75%, the City would make at least 3.75% on the bonded
monies. It is important to note that if the public safety pension funds have a lower return rate than the
bonds, the City would lose money during that year.
The following tables show annual payments for a $3 million bond at 3% interest and 3.5% interest and
$10 million bond at 3% interest:

Annual Payment
Total Interest

Annual Payment
Total Interest

$3,000,000
$3,000,000
$3,000,000
$3,000,000
$3,000,000
$3,000,000
3%
3%
3%
3.50%
3.50%
3.50%
20 yrs
15 yrs
10 yrs
20 yrs
15 yrs
10 yrs
$201,647.12
$251,299.74 $351,691.52
$211,083.23
$260,475.21 $360,724.10
$ 1,032,942.46 $ 761,957.13 $ 516,915.20 $ 1,221,664.61 $ 907,128.12 $ 607,241.04

$10,000,000
3%
20 yrs
$672,157.08
$ 3,443,141.52

$10,000,000
3%
15 yrs
$837,665.80
$ 2,564,987.07

$10,000,000
3%
10 yrs
$1,172,305.07
$ 1,687,881.51

$10,000,000
3.50%
20 yrs
$703,610.77
$ 4,072,215.36
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$10,000,000
3.50%
15 yrs
$868,250.69
$ 3,023,760.40

$10,000,000
3.50%
10 yrs
$1,202,413.68
$ 2,024,136.79
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OPTIONS (cont.)
The following graphs show the impact to funding percentages of the police and fire pensions if the City
were to bond $10 million and place $5 million into both pension funds. As you can see, inserting $5
million into the police pension fund increases the funding percentage to 80%. Inserting $5 million into
Dixon increases
Police Pension Fund
Exhibit 7
the fire pension fund
the funding percentage to 73%.
Projected Funded Percentage
Additional $5M in 2018 and 90% Funded Target by 2040

POLICE

Projected Funded Percentage
100%

90%

80%

70%

Funded Status

60%

50%

40%

Teacher’s Retirement System

40.2%

$73,436,500,000

State Universities Retirement System

35.5%

$30,142,500,000

Percent Funded

$23,259,000,000

State Employees’ Retirement System
FIRE

44.4%

Funded Percentage
Judges RetirementProjected
System

35.6%

$1,706,300,000

General Assembly Retirement System

14.9%

$315,700,000

Individual
Plans 80%

Chicago Pensions

38.6%

$40,000,000,000

Individual
Plans 70%

Downstate Police and Fire

58%

$9,900,000,000

Dixon Firefighters' Pension Fund
Projected Funded Percentage
Additional $5M in 2018 and 90% Funding Target by 2040

100%

8
653

Unfunded Liability

90%

60%

TOTAL UNFUNDED LIABILITY

Exhibit 7

$180,000,000,000

50%

40%

Percent Funded

$3 Million

$10 Million

Bond Payment 3.5% (20 yrs)

$211,083

Bond Payment 3.5% (20 yrs)

$703,610.77

Fire Annual Pension Payment

$520,000

Police/Fire Pension Payment

$870,000.00

Total Fire Annual Payment

$731,083

Total Annual Payment

$1,573,610.70

Total Annual Savings

($98,917)

Total Annual Savings

($170,201.30)
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OPTIONS (cont.)
Public Safety Pension Real Estate Tax Referendum:
The City of Dixon could place a referendum on the ballot to increase real estate taxes for payment of
the Public Safety Pension Funds. This tax increase would be paid 100% by City of Dixon residents.
These increased real estate tax revenues could be used to increase the total City contribution to the
pension funds over a pre-determined number of years to significantly increase the funding levels of the
police and fire pension funds.
The table below shows the impact of a $1 million and $2 million tax increase on real estate taxes per
$100,000 value.
Estimated Annual Real Estate Tax
Increase per $100,000 Value
Proposed Additional $1,000,000

$185

Proposed Additional $2,000,000

$369

Potential Impact: If the City of Dixon were to place an additional $1,000,000 in the public safety
pensions for the next 5 years and returns on investments met the 6.75% investment benchmark, the
total unfunded liability would decrease by approximately 11%.
Public Safety Sales Tax Referendum:
The City of Dixon could place a Public Safety Sales Tax referendum on the ballot. This tax increase
would significantly decrease the burden on City of Dixon residents as compared to a real estate tax
increase. In examination of who pays sales tax, it is generally accepted that 60% of sales tax revenue
is generated by City of Dixon residents and the remaining 40% of sales tax revenue is generated by
non-City of Dixon residents. These increased sales tax revenues could be used to increase the total
City contribution to the pension funds over a pre-determined number of years to significantly increase
the funding levels of the police and fire pension funds, and eventually, reduce the annual City public
safety pension payment.
With a Public Safety sales tax referendum, the percentage of sales tax increase does not apply to
groceries, medication, gas, or vehicle purchases.
The table below shows the impact of total annual additional revenues from a 1%, .5%, and .25% sales
tax increase.
1% sales tax increase:

$1.7 million

.5% sales tax increase:

$850,000

.25% sales tax increase:

$425,000

The table below shows the current sales tax rates compared to neighboring communities.
Dixon
Rocks Falls
Sterling
Rochelle
Lasalle
Peru
Dekalb
Rockford
Freeport

8.25%
8.25%
8.25%
7.00%
6.50%
7.50%
8.00%
8.25%
10.00%
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OPTIONS (cont.)
Increase City Revenues:
The City of Dixon has limited options to increase revenues. The City is PTELL tax capped, so the City
does not have the ability to raise property taxes above inflation or 5%, whichever is less. The City has
lost significant revenues from the landfill. While there is a possibility that revenues in this area could
increase, it is highly unlikely. The City could increase City fees, such as building permits, liquor license
fees, etc. to cover the costs of the actual services being provided; however, only small amounts of
money will be generated and will not significantly impact the public safety pension issue. The City could
explore the possibility of increasing ambulance billing rates. Preliminary discussion indicated our fees
are well below the average.
Sales tax appears to be the greatest opportunity to increase revenues. The City has created an economic
development team to strategically recruit gas stations, restaurants, and hotels to the I-88 corridor. The
City is also working closely with Dixon Chamber of Commerce and Main Street to address a limited
number of current building vacancies throughout Dixon. Significant revenues could be generated in
sales tax through additional service related businesses in that corridor.
Reducing Other City Expenses:
The City could look to cut / reduce expenses through their annual operating and capital budgets.
However, 72% of General Fund expenses are related to salaries and benefits. During the FY19
budget preparation, the City Manager and his team conducted a line by line budget analysis of every
department. Cuts and reductions have already been made. Further cuts or reductions would result
in a decrease in services. The City Manager and his team also examined two significant costs to the
City, Health Insurance and Personal Property and Workers Compensation service. This resulted in a
change to both insurances and a savings of nearly $900,000 in the FY19 budget.
The only true area to reduce significant expenses is in personnel. The City Manager and his team have
already reduced one position this year. All the other positions within the City are seen as essential to
continue the current levels of service.
State of Illinois Options:
The Illinois Municipal League (IML) has made multiple proposals to address the significant statewide
underfunding of the Downstate Public Safety Pension Funds. The proposals vary in different aspects,
but a common theme is to consolidate all of the separate pension funds into one fund. This would
create a system like the current IMRF system. Some of the plans call for significant reductions in future
employees benefits, while others more closely resemble the current IMRF Tier 2 system.
(It is important to note that Illinois law prohibits lawmakers from borrowing or moving monies
invested in the IMRF pension system.)
There would be two major benefits for the creation of a statewide system that is run like IMRF. The
first benefit is the categories of investments are far less restricted. IMRF can be more aggressive and
diverse with their investment strategy than the downstate public safety pension funds. As a result, last
year, IMRF made 16% on their investments and are projected to make 10% this year. This is far greater
than our current averages in the police and fire pension funds, and it makes a tremendous impact on
the funding levels of the pensions.
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OPTIONS (cont.)
The following table lists the funding status and unfunded liability in seven state retirement systems.
Of the seven statewide pension systems, the downstate police and fire pension system is funded at the
highest percentage level at 58%. This table clearly illustrates the need for solutions through significant
reform.

Funded Status

8
653

Unfunded Liability

Teacher’s Retirement System

40.2%

$73,436,500,000

State Universities Retirement System

35.5%

$30,142,500,000

State Employees’ Retirement System

44.4%

$23,259,000,000

Judges Retirement System

35.6%

$1,706,300,000

General Assembly Retirement System

14.9%

$315,700,000

Individual
Plans

Chicago Pensions

38.6%

$40,000,000,000

Individual
Plans

Downstate Police and Fire

58%

$9,900,000,000

TOTAL UNFUNDED LIABILITY

$180,000,000,000

IMRF is currently the funded at 92.9%, up 4% from 2016. In 2017, IMRF achieved investment returns of
15.96%. Since 1982, the fund has an average investment return of 10.5% a year. IMRF is outperforming
the other state pensions significantly. Achieving investment returns at these levels would completely
change the current position of the City of Dixon Police and Fire Pension Fund and other downstate
pension funds across the state. The table below shows IMRF yearly investment returns from 1982
through 2017.
Key Results for 2017
ACTUARIAL FUNDED STATUS

12
12
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ROSS RETURNS OVER A 36-YEAR PERIOD
OPTIONS (cont.)

Points to Remember
GROSS RETURNS OVER A 36-YEAR PERIOD

al Annualized Return (1982-2017): 10.05% gross of fees

Total Annualized Return (1982-2017): 10.05% gross of fees

21 periods > 9.99%

5 periods = 7.49% - 0%

21 periods > 9.99%

5 periods = 7.49% - 0%

4 periods = 9.99%
- 7.5%
periods <6 0%
4 periods
= 9.99% 6
- 7.5%
periods < 0%

41 41

If the police pension would have made 16% last year, funding levels of the police pension would have
jumped from 57.32% to 64.6% and reduced the unfunded liability by approximately $1.5 million.
Dixon Pension Consultant and Administrative Expenses:
In addition to the investment opportunities, consolidation of all downstate pension funds would also
significantly reduce consulting fees. The consulting and administrative fees for the police pension for
FY18 were as follows:
Investment costs for managers and consultants:

$97,305.00

Administrative fees:

$55,728.24

Total:

$153,033.24

The consulting and administrative fees for the fire pension are as follows:
Investment costs for managers and consultants:

$55,722.60

Administrative fees:

$21,823.99

Total:

$77,546.59

Removing Pension Real Estate Levies From PTELL:
One additional piece of legislation being considered in Springfield is eliminating the tax cap for public
safety pensions in PTELL tax capped communities. This would allow cities that are tax capped to
increase the tax levy in this area.
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CONCLUSION
Unfunded public safety pension liability is an impending crisis for almost every community across
Illinois. The City of Dixon is no exception. The City’s growing annual public safety pension payments
are a danger to the fiscal health of our organization. Creative solutions must be found and implemented
to avert the impending crisis or over the next several years the impact will continue to grow, crippling
our ability to provide the high-level of services our citizens and business owners have come to expect
and deserve.
This document has closely examined every aspect of the City’s pension system and offers several local
and state solutions to reduce the impact of growing safety pension payments. There is no magic bullet.
Tough decisions will have to be made locally and State lawmakers must take action. There must be
give and take among all stakeholders, including here in the City.
While 5 year projections for the City do show expenses eventually exceeding revenues, the current
financial situation of the City offers some flexibility and options for a long-term solution. Right now, the
City’s finances are stable. The crisis is not yet here, but, if we fail to take advantage of some short-term
opportunities, it will be difficult to avoid.
Inserting $3 million into the fire pension will significantly reduce the City’s annual public safety pension
payments, allow for greater returns, and result in a softer landing for future budgets. This approach
moves the City in the direction of complying with the requirements of the Illinois PA 96-1495 and buys
the City time as the State examines several options for pension reform.
It is time for the City to take a leadership role in the effort for statewide pension reform. As seen in my
tenure as police chief, individuals, communities and the right teams of strategic partners can lead the
way to State reform through legislation. The City should explore creating a team consisting of the City
Manager, police and fire unions, and engagement of the Illinois police and fire chief’s organizations to
thoroughly research options and lead reform. Our local police and fire unions could lead as a bridge
to open communications with the statewide police and fire unions. Getting all of the key stakeholders
on board could be game changing for reform efforts. I believe that City can make a difference in this
process.
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