Pension Funding Debate Returns to Springfield in 2026

By ISEA Retirees Lobbyist J. Nardulli

As lawmakers work through the Governor's budget plan, pensions are again a headline issue in Springfield, though
largely in a familiar frame: how to pay down long-term obligations faster while protecting benefits already earned.
For refirees, pension funding and retiree health insurance drive major state spending, but the early trajectory of the
2026 debate is focused more on strengthening systems than reopening benefit structures.

Governor JB Pritzker has revived a pension-funding approach he first pitched in 2024, branding it a “path to
full pension funding” that would move llinois from its current 90% statutory funding target to 100% funded by
fiscal year 2048. The administration’s outline pairs that longer-term goal with mechanisms intended to reduce risk
and accelerate payments when revenues allow. These include extending the state’s voluntary pension buyout
program, directing certain end-of-year surplus funds toward the retirement systems, and using future “budget
room" created as older debts are paid off to increase pension confributions rather than support new spending.
The proposal also describes a payment-smoothing tool beginning in the 2030s to reduce sharp swings in required
contributions after volatile investment years.
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Legislative leaders have responded with interest but caution. Senate President Don Harmon has publicly questioned
whether an accelerated funding schedule is realistic in the near term, given competing budget pressures and
economic uncertainty, signaling any shift would be evaluated carefully rather than advanced quickly.

One pension issue drawing legal and policy attention is the Tier 2 benefit structure for employees hired in 2011 and
after. Concerns persist about whether certain Tier 2 provisions meet federal retirement adequacy standards for
workers not covered by Social Security. While this does not affect current retirees directly, potential fixes, most likely
adjustments to the Tier 2 salary cap, carry long-term fiscal implications and remain an area to watch.

Retiree health insurance will also continue to receive routine scrutiny as part of the budget process because it is
expensive, complex, and administered through programs that must be updated over time. Lawmakers regularly
review program costs, vendor contracts, and Medicare coordination. Even though courts have recognized
subsidized retiree coverage as a protected benefit, plan costs and structures for State Medicare supplements or
Medicare Advantage plans must be monitored.

Expect lawmakers to argue over pension funding pace, budget flexibility, and Tier 2 compliance fixes, while
keeping an eye on how retiree health insurance is managed.
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A Word From ISER Retirees President Coady

Jeff Houch, Associate Secretary of the State Retirement System (SRS), is aware of the

long saga of the state’s pensions’ struggles. Rough financial conditions when markets were
down, the State not making or delaying required conftributions, state pension portfolios suffering,
and the State pensions systems forced to sell assets at a loss are just some of the strains
impacting the solvency of the pension funds. Some estimate the unfunded liabilities of the
state’s five pension systems at over $140 billion dollars.

Given that history, State of lllinois retirees and their survivors live with continual

concern as fo the certainty their benefits will always be paid, always in full, and always on time.
Houch is a 14-year veteran working for state funded retirement systems and currently charged
with duties of administering three of the State’s pensions systems pension plans. He believes
there are indicators the pension systems are moving in a positive and more financially secure
position.

As an example, Houch points to the pension funds for state employees, judges, and

generally assembly. Houch says the increase in those State pension portfolios went from
approximately $10 billion in 2010 to nearly $30 billion currently. Those pension systems

account for approximately $32 billion of the State’s total unfunded liability. Houch explained
that while unfunded liability must be addressed, that number is calculated over a series of years,
while portfolio numbers of $30 billion are dollars currently held in accounts.

Other positive factors, according to Houch, include the ongoing years the State has
consistently made its mandated pension contributions in timely fashion. In addition, while $300
million sounds like a lot, for lllinois pension systems the figure is minimal, but yet the State

made an extra $300 million payment to the state’s pension systems in both 2023 and 2024.
Houch believes this indicates an awareness by legislators and the governor’s office of the
importance of addressing the solvency of the pension funds.

Houch said of particular importance was the recent modernization of the actuarial

assumptions for the pension funds. Liabilities are now more realistically measured. This
conservatism has strengthened the funds, and this has “leveraged” or required the State to make
pension contributions at a higher level.
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If any state’s retirees must remain vigilant with guarding and demanding its state
government to stay current with its obligations, to take steps to effectively remedy past defaults
and delinquencies, and to affirmatively address looming shortfalls, it is the retirees of the State
of lllinois.
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