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David W. Ellis

Counsel

Special Investigative Committee
State House, Room 412
Springfield, IL 62706

Dear Mr. Ellis:

As a follow-up to yesterday’s hearing, 1 am providing the following documents requested by the
members:

e A complete copy of the State’s Comprehensive Annual Financial Report for the year ended June
30, 2007 (the most recent available CAFR). A digest comparing Illinois’ CAFR results to those
of other States was provided yesterday.

e A copy of the e-mail referred to during testimony from Special Advocate Scott McK ibbin
acknowledging “[w]e probably will never take delivery of these doses. . .” (a reference to the flu
vaccine procurement).

e A chart naming individuals from the Governor’s Office and the Governor’s Office of
Management and Budget who sat on contract award evaluation committees or assisted in
preparing specifications for the efficiency initiative contracts.

e A chart detailing the number of material audit findings by audit period for the last ten years.

e A written copy of my testimony.

I also was asked to get back to the Committee if | were able to identify any specific instances in
which an agency had purposely withheld information. While it has been difficult to obtain information
from many State agencies during the last few years, I cannot state with any certainty whether the delays
were the result of intent, incompetence or overworked staff. There is no one person I cgn point to who
was timely in fulfilling our audit requests under the prior administration but no longerprovides the same
level of cooperation. These types of questions go to intent — something that, as auditors, we would not
generally find to be documented.

WILLIAM G. HOLLAND
Auditor General

enclosures

Committee Exhibit 14
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Michael Lurie/OMB/LL +o Scott McKibbin/CHICAGOICMS/ILL@ILL, Bradley
12/24/2004 10:22 PM TUSHCHIC&GDIGOVH LE . ;
Tom Londrigan/SPF/GOV/ILL, John Filan/OMB/LL, "John
Frigo™ <John_Frigo@omb.state.il.us>
bee :

Subject Re: Flu: AP

Thx., Scott, this is helpful_ I'm told that CMS and/or DPA had done a contract under the Promrement Caode
emergency exception some time ago but | have never seen the documentation. In any event, if you do not
anticipate IL actually taking delivery of the vaccines, and the contract is either broad enough or could be
clarified in an amendment now to refer to payment for the "services™ (ie, not receipt of the drugs
themselves}, then that should make our lives and dealing with the Comptrolier a heckuva lot easierin.
terms of getting these guys paid promptly in the absence of FDA approval. Is there a point person at DPA
expecting the invoices and holding any other supporting contractual documentation? Brinker? Doughty?
If | can talk to whoever has been planning on handling the bureaucratic vouchering process from PTARF, |
should be able to facilitate and come up with a reacnable limeframe for a check to be cut from 10C.

Scott McKibbin

From: Scott McKibbin

Senkt: 12/21/2004 04:49 PM

To: Michael Lurie; Bradley Tusk

Cc: Tem Londriganm; Joha Filan

Subject: Re: Flu: AP
Michael,
| have aiready told the vendor we are not able to pay the entire amount, they must invoice each
government direct so that should heip with the letter and legal concerns. That being said, we should help
in any way we can to get the other governments to.pay ASAP.

We probabiy will never take delivery of these doses so will need to find a way to pay for the "service” they
performed (found and secured the-doses).

As for payment limimg: they vendor is looking lo us for payment ASAP-and a date when they should
expect the chack. They will invoice us within the next 48 hours.

i will email a spreadsheet with the breakdown for each governmentin the next 24 hours.

I will be heading to Springfield in the am, so the best way to reach me is this email address or via ceil
phone at 312-636-1839.

Thanks for your help

Scoit

Sent from my BiackBerry Wireless Handheld
Michael Lurie

From: Mickael Lurie

Bent: 12/21/2004 04:08 PM

To: Bradley Tusk; Scott McKibbin
Cc: Tom Londrigan; John Filan
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Audit Period Material Findings* M/F
Ending FiC Other SSA Total
6/30/2007 402 125 87 614
6/30/2006 438 75 95 608
6/30/2005 413 99 101 613
6/30/2004 402 39 71 512
6/30/2003 290 83 64 437
6/30/2002 215 46 62 323
6/30/2001 159 58 50 267
6/30/2000 238 69 36 343
6/30/1999 364 100 - 464
6/30/1998 332 103 - 435
6/30/1997 294 109 - 403
FC: Financial/Compliance Audits (excludes findings for those agencies in the "other" category.)
Other: Universities, State Universities Retirement System, Board of Higher Education, General

Assembly, Governor's Office, Lt. Governor's Office, Secretary of State's Office, Attorney
General's Office, State Comptroller's Office, Treasurer's Office, Supreme Court, and the
Auditor General's Office.

SSA: Statewide Single Audit (initially performed audit period ending 6/30/00)

* Does not include audits of Regional Offices of Education (initially performed audit period
ending 6/30/02)



TESTIMONY OF WILLIAM G. HOLLAND,
AUDITOR GENERAL,
BEFORE THE SPECIAL INVESTIGATIVE COMMITTEE

Members of the Committee —

The gravity of this Committee’s purpose is not lost on me. What is required for your
consideration is a sober recital of the facts regarding the audits you have asked me to discuss.
With that in mind, 1 will begin.

The reports I'm prepared to talk about are:

1. The Summary Report on Agency Efficiency Initiative Payments released in June
2005; and
2 The Management Audit of the Flu Vaccine Procurement and the I-Save Rx Program

released in September 2006.

Agency Efficiency Initiative Payments — Summary Report

In the spring of 2005, my Office released a regularly-scheduled compliance examination of the
Department of Central Management Services that outlined significant problems at the very
agency in which the Governor had centralized many of the State’s key operations. One of the
findings - in fact the first finding in the audit - dealt with the newly created efficiency initiative
program.

By way of background, effective June, 2003, Public Act 93-25 made CMS responsible for
recommending efficiency initiatives to the Governor for reorganizing, restructuring, and
reengineering the business processes of the State. Under the efficiency initiatives program, CMS
billed the various State agencies for “savings” they experienced through the efficiency
initiatives. The state agencies, in turn, were to pay CMS’ bills from the line item appropriations
where the cost savings were anticipated to occur. These payments were to be deposited into the
newly-created Efficiency Initiatives Revolving Fund and then CMS paid its expenses for
administering the program from this fund.

As we audited the various State agencies throughout 2005, we noted several problems with the
efficiency initiatives program.

We summarized those issues in a report released in June 2005. The summary found:

= All of the audited agencies made payments for efficiency initiative billings from
improper line item appropriations. State agencies generally made payments not from
line items experiencing savings due to the efficiency initiatives but, rather, from
appropriations that simply had available funds to make payments from, thus
circumventing the Legislature’s appropriations process;



= Agencies did not receive guidance or documentation from CMS detailing from which
line item appropriations savings were anticipated to occur. While the State Finance
Act directed CMS to develop the amounts to be billed to State agencies, CMS
officials noted that the Governor’s Office of Management and Budget simply
established the amounts that were to be billed to all State agencies in September 2003
and CMS accounting staff printed the amounts received from OMB onto CMS
invoices. These invoices were then returned to OMB — which then decided which
invoices would or would not be sent to agencies for payment.

* In what may be the greatest irony, agencies reported that they had not experienced
savings even though they were billed by CMS.

In FY04 agencies were billed $137 million and paid nearly $130 million to CMS for initiatives
related to: Procurement, Information Technology, Vehicle Fleet Management, Facilities
Management Consolidation, Internal Audit Consolidation, and Legal Research Consolidation.
CMS documentation showed a majority of the State agencies were overbilled — that is to say
agencies were billed more for the savings initiatives than the agencies had actually realized in
savings.

As a part of the efficiency initiative program, CMS entered into contracts with outside vendors
worth $69 million in FY04. Those vendors included McKinsey & Co., Accenture, Bearing
Point, EKI and IPAM. In each of these contracts, a representative of the Governor’s Office
either assisted in developing the RFP or sat on the proposal evaluation committee. We found the
IPAM contract for facility management services to be particularly troubling, in part, because the
company did not exist prior to winning the contract award. Additionally, our audit identified
thousands of dollars in questionable expenses. Although the Governor initially defended the
company, within 9 days of our audit release, the IPAM contract was cancelled. This matter is
still in litigation to the best of my knowledge.

In some cases, the efficiency contracts were awarded based on the vendors’ ability to show they
could meet savings goals stated in the RFP, the submitted proposal or the contract. However, we
found that CMS lacked a process to track and document savings achieved through these
contracts. In response to our audit, CMS entered into $1 million contract with a firm to provide
assistance in calculating savings related to these efficiency initiatives. In October 2005, CMS
issued a report which purported to estimate the efficiency savings. We did not verify CMS’
report as part of our audit process. However, in a casual review we noted that the savings
estimate was a gross number and failed to recognize documented costs in excess of $72 million
incurred by CMS in conjunction with the initiatives.

CMS discontinued billing for efficiency initiatives after FY05.



t of the Flu Vaccine Procurement and the I-Save Rx Program

he Management Audit of the Flu Vaccine Procurement and the [-Save Rx
1dit was conducted pursuant to House Resolution 394. Among the key findings
e report are the following:

; fall of 2004, the U.S. Food and Drug Administration determined that flu vaccine
ufactured by a United Kingdom- based manufacturer was unsafe for use.
proximately half of the U.S. flu vaccine supply had been provided by this
mufacturer. As a result, in mid-October 2004, State officials, primarily from the Office
( the Governor and the Office of the Special Advocate for Prescription Drugs, began
.aking steps to find additional flu vaccine for Illinois residents.

Within days, the Governor’s Office agreed to purchase the flu vaccine from Ecosse
Hospital Products, Ltd. even though the administration knew that importation of flu
vaccine was not legal because they did not have approval for the importation from the
Food and Drug Administration.

The administration proceeded with the procurement even after documentation showed
that the Centers for Disease Control had located sufficient flu vaccine to cover Illinois’
priority population. In spite of this, the State increased the number of doses it sought to
acquire by 74,000 — to a total of 254,000 doses.

Not until almost three weeks after the Governor’s Office agreed to purchase the flu
vaccine, did the Special Advocate — who was negotiating the purchase - become aware
that a contract was needed in order to purchase the vaccine. On November 10, 2004, the
Special Advocate indicated, in an e-mail to an official at the Department of Public Aid,
“...I have been talking to the Budget Office, the Dep. Governor, etc. and nobody has said
word one about a contract. We have been told several times, the payment would be
processed COD. If someone needs a contract, then you or someone else needs to get it
done without delay...."

(Now as an aside, I know of no product, service, or contract ever paid COD — cash on
delivery — by the State, certainly not one in excess of $2 million.)

Further, the contract entered into between the State and vendor was not timely. The
contract was signed on January 13, 2005 by the Deputy Chief of Staff - this was 2 days
after the vendor submitted a bill for $2.6 million for the vaccine.

Illinois officials negotiated with the vendor to identify flu vaccine for five additional
governments. The total amount of vaccine billed by the vendor to the governments was
over $8.2 million for approximately 773,000 doses of vaccine. However, Illinois officials
failed to develop agreements with the other governments, leaving the State potentially
liable for the entire $8.2 million.



e The vaccine was never allowed into the couniry and, sixteen months after these events,
the administration donated the vaccine to Pakistan. Reportedly, Pakistani officials
destroyed the vaccine because it was expired.

One of the more troubling conclusions we reached in our report is that high-ranking Illinois
officials appeared to be aware that the vaccine would never be delivered, even prior to being
billed by the vendor and executing a contract in January 2005. In a December 21, 2004 e-mail to
the Governor’s Office, the Special Advocate stated: “We probably will never take delivery of
these doses so will need to find a way to pay for the ‘service’ they performed. . .”

Ultimately, payment to the vendor was stopped by the Comptroller’s Office because of lack of
federal approval for the importation of the vaccine purchased under the contract. The
Comptroller also objected to the Governor’s Office attempting to obligate appropriations made to
the Department of Public Aid in order to make payments under a contract signed by the
Governor’s Office. As a result, the vendor was not paid and it filed suit in March 2005 in the
Court of Claims seeking $2.6 million from the State.

Similar to the attempted purchase of flu vaccine, the I-Save Rx program also involves the
importation of prescription drugs into the United States in violation of federal law. Under the I-
Save Rx Program, consumers in Illinois and other participating States purchase prescription
refills from pharmacies in Canada, the United Kingdom, Australia and New Zealand.

Outreach activities for the I-Save Rx program were primarily coordinated by the Governor’s
Office. Employees from 28 agencies participated in marketing the I-Save Rx program. At the
time our audit was released, the I-Save Rx Program had not been approved by the federal Food
and Drug Administration and violated federal laws governing the importation of drugs.
Nevertheless, the day the audit was released, the Governor notified the FDA that he intended to
continue the I-Save Rx program and even expand it to State employees and their dependents.
Overall, the State has spent considerable funds developing, maintaining and marketing this
program despite the fact that it has not yet been approved by the federal government.

This concludes my summary of these reports and I and my staff are available to answer any
questions members of the Committee may have.
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Comptroller Daniel W. Hynes is the Chief Fiscal Officer for the State of Illinois,
managing its financial accounts, processing approximately 15 million transactions
a year, and performing a watchdog role to assure that all payments meet the
requirements of the law. The Comptroller’s Office also provides timely and accu-
rate fiscal information and analysis to the Governor, the Illinois General Assembly,
and Local Government Officials so they can make informed budget decisions. In
addition, the Office oversees the state’s private cemetery and funeral home industry.
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ON THE COVER: Iinois State Symbols
State Bird-Cardinal, State Reptile-Painted Turtle, State Soil-Drummer Silty Clay Loam,
State Amphibian-Eastern Tiger Salamander, State Dance-Square Dance, State Prairie Grass-Big
Bluestem, State Mineral-Fluorite, State Fish-Bluegill, State Tree-White Oak, State Flower-Violet,
State Insect-Monarch Butterfly, State Fossil-Tully Monster, State Animal-White Tailed Deer
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June 25, 2008

To the Citizens of the State of Illinois,
Honorable Rod R. Blagojevich, Governor and
Honorable Members of the General Assembly:

I am pleased to present to you the State of Illinois Comprehensive Annual Financial Report
(CAFR) for the year ended June 30, 2007. The CAFR is the State’s official annual report which
provides the readers with the financial position of the State as of June 30, 2007, and results of
operations during the fiscal year. The report is intended to provide the State’s taxpayers,
managers, investors, creditors, lawmakers, and other users with information in accordance with
generally accepted accounting principles (GAAP). Responsibility for the accuracy of the data as
well as the completeness and fairness of presentation of this report rests with my Office and other
State agency management,

The CAFR is presented in the following sections: introductory; financial; and statistical. The
introductory section includes the table of contents, the Comptroller’s letter of transmittal, and the
State’s organizational chart. The financial section includes the Independent Auditors’ Report on
the basic financial statements, the management’s discussion and analysis, the basic financial
statements, required supplementary information, and the individual fund financial statements and
schedules. The statistical section includes selected demographic and business data, generally on a
multi-year basis.

The Management’s Discussion and Analysis (MD&A), which begins on page 3 of this report,
provides a narrative introduction, overview, and analysis to the accompanying basic financial
statements. This letter is intended to complement the MD&A and should be read in conjunction
with it. The accompanying basic financial statements are prepared in conformity with GAAP
applicable to State governments as prescribed by the Governmental Accounting Standards Board
(GASB). This office supports the GASB, contributed to its formation and participates in the
development of pronouncements by providing testimony at public hearings and submitting
comments and recommendations as proposed standards are distributed for exposure.

The CAFR includes information on all funds, elected offices, departments and agencies of the
State, as well as all boards, commissions, authorities and universities for which the State’s
executive or legislative branches are financially accountable. The financial statements distinguish
between primary government organizations and component units. The primary government is the
nucleus of the financial reporting entity and is the focal point for the users of the financial
statements. The primary government of the State consists of all the organizations that make up its
legal entity. All funds, departments, agencies, offices, and other organizations that are not legally
separate are, for financial reporting purposes, part of the primary government. Component units
are legally separate organizations for which the State is financially accountable.



The financial activities of the State are organized on the basis of individual funds, each of which
is a separate accounting entity segregated for the purpose of carrying out specific activities or
attaining certain objectives in accordance with specific regulations, restrictions and limitations.
Major funds are the focus of the State’s financial statements and include the General Fund
(including the General Revenue Account, the Education Assistance Account, the Common
School Account, and the Medicaid Provider Assessment Accounts), the Road Fund, the Motor
Fuel Tax Fund, the State Construction Account, the Unemployment Compensation Trust Fund,
the Water Revolving Fund, the Prepaid Tuition Fund, and the Designated Account Purchase
Program Fund. The reporting entity, major funds, and fund types are described in detail in Note 1
to the financial statements. To ensure readability of the financial statements, generally only funds
with total assets, liabilities, fund balances/net assets, revenues or expenditures/expenses greater
than 2% of the total for that fund type are presented separately in the individual fund financial
statements, except component units where all component units are presented, and special revenue
funds where funds with greater than .5% of the total is presented. Combination of funds is
necessary due to the existence of more than 750 funds in the State’s reporting entity. Funds used
by more than one agency are classified with what is determined to be the primary administering
agency.

Internal Controls

Each State agency’s management is responsible for establishing and maintaining internal controls
designed to ensure that the assets of the State are protected from loss, theft or misuse, and to
ensure that adequate accounting data is compiled to allow for the preparation of financial
statements in conformity with generally accepted accounting principles. The State’s internal
controls are designed to provide reasonable, but not absolute, assurance that these objectives are
met. The concept of reasonable assurance recognizes that (1) the cost of a control should not
exceed the benefits likely to be derived; and (2) the valuation of costs and benefits requires
estimates and judgments by management.

On October 31, 1989 the Fiscal Control and Internal Auditing Act (FCIAA) became law,
requiring all State agency chief executive officers to annually certify the adequacy of internal
controls in place within their agencies and that selected agencies employ a chief internal auditor
with a specified minimum level of professional competency.

Independent Audit

The Illinois Auditor General has performed an audit of the accompanying basic financial
statements in accordance with generally accepted auditing standards in the United States of
America and Government Auditing Standards issued by the Comptroller General of the United
States. His unqualified opinion appears at the beginning of the financial section of this report. In
addition, the Illinois Auditor General conducts an annual audit pursuant to the requirements set
forth in the Federal Single Audit Act Amendments of 1996 and the related U.S. Office of
Management Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. This report is issued separately.

VI



PROFILE OF THE STATE

[llinois, located in the Midwest, became the twenty-first state in 1818. The State has 56,400
square miles and is the 24th largest state in size. However, per the 2000 census, Illinois is ranked
5th with a population of approximately 12.4 million.

Illinois’ government is divided into three branches: executive, legislative and judicial. An
organizational chart, showing the relationships between the Citizens of the State of Illinois, the
three branches of Illinois State government and those of the various agencies, boards,
commissions and universities which provide a full range of State government services, is
presented on page XI1V.

The State provides a full range of services including: the construction and maintenance of
highways and infrastructure, education, social and health services, public safety, conservation of
natural resources, economic development and recreation facilities and development. The State of
Illinois is also financially accountable for 3 separate entities which have been included as a part
of the State’s financial statements. In addition, the State of Illinois is financially accountable for
25 legally separate entities which have been reported separately within the State’s financial
statements. Additional information on all of these legally separate entities can be found in the
notes to the financial statements.

The Comptroller’s Statewide Accounting Management System (SAMS) provides the basis for
receipt, expenditure and encumbrance reporting of all State treasury held funds with specific
budgetary controls maintained on line-item expenditures for all appropriated funds.
Appropriations (budget) and actual expenditure analysis for significant individual funds is
provided in the Budgetary Schedules section of this report.

The State of Illinois has a two-month “lapse period.” During this time, July 1 to August 31, State
agencies can expend funds appropriated in the prior fiscal year if encumbered by June 30. For all
fund types, goods or services received prior to June 30 are recorded as liabilities and expenditures
or expenses, whichever is appropriate. For governmental fund types, lapse period expenditures
for goods or services encumbered as of June 30 and received prior to August 31 are reported with
other encumbrances as reservations of June 30 fund balances and not as liabilities or
expenditures.

Many State programs are accounted for in the General Fund. As analyzed in the MD&A, the
GAAP basis financial position of the General Fund at June 30, 2007 decreased from June 30,
2006. The fund balance in the State’s General Fund decrecased by $858 million on a GAAP basis
(from a deficit of $2.970 billion, as restated, to a deficit of $3.828 billion). The unavailability of
revenues on the modified accrual basis for the hospital assessment tax and federal financial
participation in relation to §1.199 billion in accrued access improvement to hospitals as a part of
the State’s Medicaid plan for fiscal year 2007 caused this deficit. In accordance with the State’s
revenue recognition policy on the modified accrual basis of accounting, this revenue will be
recognized in the General Fund in fiscal year 2008. The fiscal year 2008 portion of the access
improvements payments have already been paid so the unavailability of the associated revenues
will not be an issue in relation to the June 30, 2008 GAAP basis financial position. On the
budgetary basis, there was a $135 million fund deficit at June 30, 2007 compared to a $291
million fund deficit at June 30, 2006, resulting in a $156 million increase in the budgetary basis.

Vi



FACTORS AFFECTING FINANCIAL CONDITION

Economy

Illinois has a broadly diversified economy with an employment base that closely mirrors the
national economy. The State continues to have a vigorous service sector with strength in
professional and business services, education and healthcare services, and leisure and hospitality
services. While retaining a sizeable manufacturing sector, its relative significance has decreased
over the last decade, consistent with national trends. The largest private employers in Illinois
include major retailers, large healthcare providers, equipment manufacturers, and nationwide
financial service providers.

According to the U.S. Bureau of Labor Statistics, Illinois averaged 5.963 million nonfarm payroll
jobs and an unemployment rate of 4.5% in fiscal year 2007. These numbers showed continued
improvement as Illinois continues its recovery from the 2001 recession.

Pensions

Certain changes in the pension systems occurred in fiscal year 2006 with reduced benefits for
certain new employees and a shift in the payment of the employers” share of the cost of certain
late career benefits from the State to the employees’ local government. Required State
contributions to the pension systems were reduced to S938 million in fiscal year 2006 and to
$1.375 billion in fiscal year 2007. In addition, every new benefit increase is required to provide
additional funding at least sufficient to cover the resulting annual increase in costs to the pension
system and all benefit increases are to expire no more than 5 years after the effective date of the
increase.

MAJOR INITIATIVES

The following initiatives were among those instituted in Illinois state government in recent years
to address issues affecting the State’s revenues, cash management and expenditures.

Revenue Initiatives

Beginning in August 2005, legislation imposed a hospital assessment of 2.5835% of each
provider’s adjusted gross hospital revenue for inpatient and outpatient services for fiscal years
2006, 2007, and 2008. While no assessment was implemented during fiscal year 2006, upon
federal government approval in November, 2006, the State was allowed to claim costs back to
fiscal year 2006. After disbursement of $1.198 billion in expenditures in February, 2007 related
to fiscal year 2006 and $1.199 billion of accrued expenditures in September, 2007 related to fiscal
year 2007, in fiscal year 2007 revenue amounts for fiscal year 2006 and 2007 of $733 million and
$734 million in assessment revenues, respectively and $600 million and $599 million in federal
reimbursements, respectively were recognized on the accrual basis of accounting resulting in
$269 million in additional monies available for Medicaid spending: $135 million related to fiscal
year 2006 and $134 million related to fiscal year 2007. Under the modified accrual basis of
accounting, the hospital assessment revenues of $734 million and the federal reimbursement of
$599 million associated with fiscal year 2007 will be recognized as revenue in fiscal year 2008 as
the revenue was not collected during the State’s sixty day availability period.

VI



The Illinois Student Assistance Commission, in January 2007, sold $662.5 million of its loan
portfolio for $670.8 million with most of the proceeds used to retire existing debt. A portion of
the proceeds, $26.5 million, was deposited into the Student Loan Operating Fund to fund the new
MAP Plus program.

Short-term Borrowing

In fiscal year 2007, the State took several actions to help alleviate the ongoing financial problems.
In August 2006, $276 million was transferred from the Budget Stabilization Fund to the General
Revenue Fund which was repaid by the end of the fiscal year. In February 2007, the State
borrowed $900 million in short-term notes with the proceeds deposited into the General Revenue
Fund. Borrowing was repaid by June 30, 2007.

Transfers to Defray Operating Costs

The Governor can authorize the transfer from most of the funds held in the State Treasury to the
General Revenue Fund to help defray the State’s operating costs. These transfers, for which the
statutory authorization ended after fiscal year 2007, transferred $98 million to the General
Revenue Fund. In addition, $28 million in fee increase revenues was transferred to the General
Revenue Fund at the end of the fiscal year.

Pursuant to statutory authorization as part of the fiscal year 2007 budget, an additional $189
million in “surplus balances’™ was transferred from numerous funds to the General Revenue Fund.

Spending Initiatives

A major spending initiative that started in fiscal year 2007 was the All Kids program. This
program is designed to provide health insurance coverage to uninsured children in the State. The
program will include premiums on a sliding income scale and require other cost sharing.

One of the proposed initiatives to reduce spending and to make state government more efficient
was to continue the process of reorganizing and consolidating state agencies and functions.
Effective June 1, 2006, the Department of Juvenile Justice was created from the Department of
Corrections to administer juvenile facilities including the Department of Corrections School
District and provide transitional and post-release treatment programs for juveniles. By having a
department that focuses on juveniles, it is expected that the number of juvenile offenders that
return to the juvenile system will be reduced.

In an effort to address perceived duplicate functions within state agencies, effective June 1, 2006,
divisions of shared services were created to perform administrative functions, including human
resources, personnel, payroll, timekeeping, procurement, and accounting for agencies providing
similar governmental functions. A division of shared services was created within the Department
of Revenue to provide administrative functions for executive and regulatory agencies including
the Departments of Central Management Services and Financial and Professional Regulation. A
division of shared services was created within the Department of Corrections to provide
administrative functions for public safety agencies including the Departments of State Police,
Juvenile Justice, Military Affairs, the Prisoner Review Board, the Law Enforcement Training and
Standards Board, the Criminal Justice Information Authority, the Emergency Management
Agency, and the State Fire Marshal.



Debt Management

Public Act 93-0839 known as the Debt Responsibility Act, effective July 30, 2004, placed new
restrictions on the issuance of general obligation bonds. At least 25% of general obligation bonds
issued within a year must be sold pursuant to notice of sale and public bid. General obligation
bonds must be issued with equal principal or mandatory redemption amounts in each fiscal year
following the year of issuance for a term not to exceed 25 years. General obligation bonds may
not be issued if, in the next fiscal year after issuance, the amount of debt service on all then
outstanding general obligation bonds exceeds 7% of the General and Road Fund appropriations
for the fiscal year immediately preceding the issuance unless the Comptroller and Treasurer
waive this requirement. No general obligation refunding bonds can be issued unless the
refunding produces a net present value savings of at least 3% of the bonds being refunded and the
maturities of the refunding bonds do not extend beyond the maturities of the bonds being
refunded.

LONG-TERM FINANCIAL PLANNING AND RELEVANT
FINANCIAL POLICIES

The fiscal year 2007 CAFR reveals continuing underlying financial weaknesses which
significantly impact the State’s overall fiscal health in regards to deferred liabilities, ongoing
operational concerns related to cash management and long-term concerns related to pension and
other postemployment obligations.

Deferred Liabilities

Section 25 of the State Finance Act permits the payment of selected prior year expenses,
primarily Medicaid, in the current fiscal year. The section was originally created to address
billing and adjudication issues connected with such expenditures. The State ended fiscal year
2007 with $3.4 billion in such costs. Over the past two decades, it has become a common practice
to defer liabilities utilizing Section 25 effectively reducing the appropriation levels needed to
fund certain programs within any given fiscal year and pushing expenditures into the next fiscal
year,

Cash Management

Cash flow continues to be an issue as Illinois has had a running General Revenue Fund deficit
defined as bills on hand exceeding available cash, with few exceptions, since November of 2000.
Fiscal year 2007 marked the sixth consecutive year that Illinois has had to engage in short-term
borrowing to address various cash flow needs. For 2007, the short-term borrowing was for
expenditures associated with the Hospital Assessment Program.

Cash management practices are greatly affected by the aforementioned budgetary practices in
relation to deferred liabilities which place additional pressure in the first and second quarters of
the year to pay those expenses. Additionally, the majority of the State’s tax collections are
received in the second half of the fiscal year with large income tax collections arriving in the
spring of each year which further contributes to the payment delays seen within the fiscal year.

In 2000, legislation was enacted to create the State’s Budget Stabilization Fund in order to assist
the State in meeting cash flow deficits as needed. The statutory goal for funding this reserve was



set at five percent of General Funds revenues in any given year. As of June 30, 2007, the balance
in the Budget Stabilization Fund was $275.7 million, an amount insufficient in practical terms to
address the State’s annual cash management needs and timing variations between spending and
revenues, both recent and historical, and significantly less than envisioned when the Act was
created.

Pension Obligations

Legislation enacted in 1995 sets the long-term funded ratio (assets to actuarial accrued liabilities)
target for the State’s five retirement systems at 90% and set into statute a plan for the State to
reach this target by fiscal year 2045. After fiscal year 2045, the State shall maintain annual
contributions sufficient to keep the systems at a 90% funded ratio. At the time the legislation was
passed, the funded ratio for the five systems stood at 52.5% with an unfunded liability of $19.4
billion.

As of June 30, 2007, the five State-funded retirement systems were at a 62.6% funded ratio with a
$42.2 billion unfunded liability. In fiscal year 2004, the systems enjoyed an additional $7.3
billion in contributions from a general obligation Pension Bond sale.

For fiscal year 2006 through fiscal year 2007, the relevant State statutes were amended to allow
for significantly lower State contribution levels to the retirement systems with levels increasing in
fiscal year 2008 and fiscal year 2009 before reaching the mandated levels of the 1995 law for
fiscal year 2010.

Other Postemployment Obligations

On April 21, 2008, the State performed an actuarial valuation of the health, dental, vision, and life
insurance benefits promised to retirees. The valuation reported a $24.2 billion actuarial liability
with no assets currently set aside to fund the liability as the State uses a “pay-as-you go” method
to make payments to retirees.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (“GFOA™)
awarded a Certificate of Achievement for Excellence in Financial Reporting (“Certificate™) to the
State of Illinois for its comprehensive annual financial report (“CAFR”) for the fiscal year ended
June 30, 2006. This is the twenty-third consecutive year that the State has received this
prestigious award in governmental financial reporting. In order to be awarded a Certificate, the
State of Illinois published an easily readable and efficiently organized comprehensive annual
financial report. This report must satisfy both generally accepted accounting principles and
applicable legal requirements.

A Certificate is valid for a period of one year only. As this current comprehensive annual

financial report is expected to meet the Certificate of Achievement Program’s requirements, it is
being submitted to the GFOA to determine its eligibility for another certificate.
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OFFICE OF THE AUDITOR GENERAL
WILLIAM G. HOLLAND

Independent Auditors’ Report

Honorable Emil Jones, Jr., President of the Senate
Honorable Michael J. Madigan, Speaker of the House
Members of the General Assembly

Honorable Rod R. Blagojevich, Governor

Honorable Daniel W. Hynes, Comptroller

We have audited the accompanying financial statements of the governmental activities,
the business-type activities, the aggregate discretely presented component units, each major fund,
and the aggregate remaining fund information of the State of Illinois, as of and for the year ended
Tune 30, 2007, which collectively comprise the State of [llinois’ basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the State of
[Mlinois™ management. Our responsibility is to express opinions on these financial statements
based on our audit.

We conducted our audit n accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, 1ssued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinions,

In our opinion, the financial statements referred (o above present fairly, in all material
respects, the respective financial position of the governmental activities, the business-type
activities. the aggregate discretely presented component units, each major fund., and the
aggregate remaining fund mformation of the State of Illinois, as of June 30, 2007, and the
respective changes in financial position and cash lows. where applicable, thereof for the vear
then ended in conformity with accounting principles generally accepted in the United States of
America.

As discussed in Note 2, the financial statements have been restated as of July 1, 2006 for
prior year reporling errors.

INTERNET ADODRESS: AUDITORGEMAIL STATE IL.US

RECYCLED PAFPER  SOYBEAN INKS



The deficit for net assets of governmental activities in fiscal year 2007 continued to
increase by $1,725,413,000; from $18.676,155.000 at June 30, 2006 to $20,401,568,000 at June
30, 2007. This deficit, which is presented on an accrual basis, is the excess of total liabilities
over total assets and represents a deferral of current and prior year costs to future periods.

In accordance with Government Auditing Standards. a report on our consideration of the
State of Illinois’ internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters will be
issued under a separate cover. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

The management’s discussion and analysis, budgetary comparison schedule and related
notes — major governmental funds, and the pension trust funds — schedule of funding progress are
not required parts of the basic financial statements but are supplementary information required
by accounting principles generally accepted in the United States of America. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However,
we did not audit the information and express no opinion on if.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the State of Illinois’ basic financial statements. The introductory
scction, combining and individual fund Mnancial statements and schedules, and statistical and
cconomic section are presented for purposes of additional analysis and are not a required part of
the basic financial statements. The combining and individual fund financial statements and
schedules have been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opigpdon, are fairly stated in all material respects in relation to the
basic financial statements taken 2§ a whole. The introductory section and statistical section have
not bheen subjected to the atditing procedures applied in the audit of the basic financial
statements and, accordingly? we do not express an opinion on them.

X P =t ) I

WILLIAM G. HOELAND BRUCE L. BULLARD, CPA
Auditor General Director of Financial and Compliance Audits
State of Hlinois Office of the Auditor General

Springlield, lllinois
June 25, 2008



MANAGEMENT’S DISCUSSION AND ANALYSIS

The following is a discussion and analysis of the State of Illinois’ (the State’s) financial
performance, providing an overview of the activities for the fiscal year ended June 30, 2007.
Please read it in conjunction with the transmittal letter and with the State’s financial statements,
which follow this section.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is an introduction to the State’s basic financial statements, which
comprise three components: 1) government-wide financial statements, 2) fund financial
statements, and 3) notes to the financial statements. In addition, this discussion and analysis also
contains information on other supplementary information included in this report.

Government-wide Statements (Reporting the State as a Whole)

The Statement of Net Assets and the Statement of Activities are two financial statements that
report information about the State, as a whole, and about its activities. These statements include
all non-fiduciary assets, liabilities, revenues and expenses using the accrual basis of accounting.

The Statement of Net Assets (page 19) presents all of the State’s non-fiduciary assets and
liabilities, with the difference between the two reported as “net assets”. Over time, increases and
decreases in net assets measure whether the State’s financial position is improving or
deteriorating.

The Statement of Activities (pages 20 and 21) presents all of the State’s non-fiduciary revenues
and expenses, with the difference showing how the State’s net assets changed during the current
fiscal year. All changes in net assets are reported as soon as the underlying events giving rise to
the change occur, regardless of the timing of related cash flows. Therefore, revenues and
expenses are reported in these statements for some items that will only result in cash flows in
future fiscal periods (e.g. uncollected taxes and unused accrued absences).

Both statements report three activities:

e Governmental Activities — Most of the State’s basic services are reported under this
category. Taxes and intergovernmental revenues generally fund these services. The
Legislature, the Judiciary, Elected Officials and the general operations of the Executive
departments fall within the governmental activities.

e  Business-type Activities — The State charges fees to customers to help it cover all or most
of the cost of certain services provided by the State. Lottery tickets and the State’s
unemployment compensation services are examples of business-type activities.

e Discretely Presented Component Units — Component units are legally separate
organizations for which the elected officials of the primary government are financially
accountable. The State has 9 authorities, 9 universities and 7 other organizations that are
reported as discretely presented component units of the State.

Included within the basic financial statements are two schedules (pages 23 and 25) that reconcile
the amounts reported on the governmental fund financial statements (modified accrual
accounting) with governmental activities on the appropriate government-wide statements (accrual
accounting). Modified accrual accounting focuses on the current financial resources, which are
the resources available for spending in the near future (defined by the State as 60 days). Accrual



accounting reports the total economic resources similar to a private-sector business. The
following summarizes the impact of transitioning from modified accrual to accrual accounting:

o C(apital assets used in governmental activities are not financial resources and therefore are
not reported in governmental funds statements.

e Prepaid expenses for governmental activities are current uses of financial resources of
funds and therefore are not reported in the governmental funds statements.

o Deferred issuance costs are capitalized and amortized as governmental activities, but
reported as expenditures in the governmental funds statements. :

o Certain revenues that arc earned, but not available, are reported as revenues of
governmental activities, but are reported as unavailable revenue on the governmental
funds statements.

e Unless due and payable, long-term liabilities, such as capital lease obligations,
compensated absences, certificates of participation, net pension obligations, bonds and
notes payable appear as liabilities in the government-wide statements but are not reported
in the governmental funds statements.

o Internal service funds are reported as governmental activities, but reported as proprietary
funds in the fund financial statements.

o (Capital outlay spending results in recording capital assets on the government-wide
statements, but is reported as expenditures on the governmental fund statements.

e Bond and note proceeds result in liabilities on the government-wide statements, but are
recorded as other financing sources on the governmental fund statements.

o Certain other outflows represent either increases or decreases in liabilities on the
government-wide statements, but are reported as expenditures on the governmental funds
statements.

The Notes to the Basic Financial Statements provide additional information that is integral to
understanding the data provided in the government-wide and fund financial statements. The
notes can be found beginning on page 37 of this report.

Fund Financial Statements (Reporting the State’s Major Funds)

The fund financial statements begin on page 22 and provide more detail than the government-
wide financial statements, concentrating on information about the major individual funds. A fund
is a fiscal and accounting entity with a self-balancing set of accounts that the State uses to keep
track of specific sources of funding and spending for a particular purpose. In addition to the
major funds, individual fund data for the nonmajor funds is presented beginning on page 141.
The State’s funds are divided into three categories — governmental, proprietary, and fiduciary —
with each using a different accounting method.

Governmental funds — Most of the State’s basic services are reported in the governmental
funds, which focus on how monies flow into and out of those funds and the balances left at
year-end that are available for future spending. The governmental fund financial statements
provide a detailed short-term view of the State’s general government operations and the basic
services it provides. Governmental fund information helps determine whether there are more
or fewer financial resources that can be spent in the near future to finance the State’s
programs. Governmental funds are reported using modified accrual accounting, which
measures cash and all other financial assets that can readily be converted to cash and
liabilities that are due in the current period. Governmental funds include the General Fund
and special revenue, capital project, debt service and permanent funds.



Proprietary funds — When the State charges customers for the services it provides, whether to
outside customers or to other agencies within the State, these services are generally reported
in proprietary funds. Proprietary funds (enterprise and internal service) utilize accrual
accounting; the same method used by private sector businesses. Enterprise funds report
activities that provide supplies and services to the general public. An example is the State
Lottery Fund. Internal service funds report activities that provide supplies and services for
the State’s other programs and activities such as the State’s Communications Revolving
Fund. The State’s internal service funds are reported as governmental activities on the
government-wide statements.

Fiduciary funds — The State acts as a trustee or fiduciary for its employee pension plans. The
State is also responsible for other assets that, because of a trust arrangement or other
contractual arrangement, can be used only for the trust beneficiaries. The State’s fiduciary
activities are reported in separate Statements of Fiduciary Net Assets and Changes in
Fiduciary Net Assets beginning on page 30. These funds, which include pension (and other
employee benefit), private-purpose trust, investment trust and agency funds, are reported
using accrual accounting. The government-wide statements exclude fiduciary fund activities
and balances because these assets are restricted in purpose and do not represent discretionary
assets of the State to finance its operations.

Additional Required Supplementary Information

Following the basic financial statements is additional Required Supplementary Information that
further explains and supports the information in the financial statements. The Required
Supplementary Information includes budgetary comparison schedules reconciling the statutory
and generally accepted accounting principles (GAAP) net change in fund balances at fiscal year-
end, and funding progress of the State’s retirement systems.

Other Supplementary Information

Other supplementary information includes two components: 1) combining financial schedules for
nonmajor governmental, proprietary and fiduciary funds and nonmajor discretely presented
component units and 2) combining budgetary schedules using the terminology and classification
of funds used by the State for budgetary purposes. The combining financial statements present by
fund category, and then by fund type, the amounts presented in the nonmajor funds column in the
fund financial statements.

FINANCIAL ANALYSIS OF THE STATE

The State’s combined net assets decreased $979 million during the current fiscal year. The net
assets of the State’s governmental activitics decreased $1.726 billion or 9.2 % and the net assets
of the State’s business-type activities increased $747 million or 20.2%. The following condensed
financial information was derived from the government-wide Statement of Net Assets and reflects
the State’s financial position as of June 30, 2007 and 2006:



Net Assets as of June 30
(in millions of dollars)
Governmental Business-type Total Primary
Activities Activities Government
2007 2006 2007 2006 2007 2006
Assets:
Current and other non-current assets 5 12451 8 11,373 $ 9,591 $9199 $ 22042 5 20572
Capital assets 18,389 17,907 3 3 18,392 17,910
Total assets 30,840 29,280 9,684 9,202 40,434 38,482
Liabilities:
Other liabilities 10,015 8,807 465 214 10,480 9,021
Lang-term liabilities 41,227 39,149 4,686 5,292 45913 44 441
Total liabilities 51,242 47,956 5,151 5,508 56,393 53,462
MNet assets:
Invested in capilal assels, net of related debt 13,370 12,518 3 3 13,373 12,521
Restricted 954 957 4,455 3,878 5,409 4,835
Unrestricled (34,726) (32,151) (15) (185) (34,741) (32,336)
Total net assets $ (20,402) § (18,676) $ 4,443 $ 3696 § (15959) & (14,980)

The State’s largest asset is its capital assets ($18.392 billion) consisting of land, buildings,
equipment, infrastructure, and other items with estimated useful lives of greater than one year.
The largest portion of the State’s long-term liabilities are its net pension obligation ($17.091
billion) and bonds payable obligation ($27.043 billion), including deferred amounts on refundings
and unamortized premiums and discounts. The largest component of the State’s net assets reflects
the State’s investment in capital assets, less any related debt that was recorded to acquire or
construct the assets. The restricted net assets balance consists of resources subject to external
restrictions or enabling legislation as to their use. The remaining portion, unrestricted net assets,
are the net assets available to be used at the State’s discretion.

The State’s assets increased $1.952 billion from $38.482 billion at June 30, 2006, to $40.434
billion at June 30, 2007, due mainly to $837 million in increased investment balances and $825
million in increased taxes receivable. The increased investment balances can mostly be attributed
to the increases in investments in the Unemployment Compensation Trust Fund of $628 million
due to the Trust Fund’s increase in net assets of $607 million during the year. The majority of the
increased taxes receivable are related to the State’s hospital assessment plan ($734 million) which
was not in effect at the end of the prior year. The State’s increase in liabilities of $2.931 billion
from $53.462 billion at June 30, 2006, to $56.393 billion at June 30, 2007, resulted mainly from
the increase in accounts payable and accrued liabilities of $1.020 billion, increase in
intergovernmental payables of $321 million, and increase in long-term obligations of $1.472
billion. The $1.020 billion increase in accounts payable and accrued liabilities resulted mainly
from the increase in Section 25 liabilities (described on page 11) of $1.021 billion. The majority
of the increase in intergovernmental payables of $321 million is due to the timing of payments to
school districts made by the State Board of Education. The long-term obligations increase of
$1.472 billion resulted from the increase in the net pension obligation of $2.592 billion, the
decrease in bonds and notes payable in the Designated Account Purchase Program of §726
million due to normal and early retirements, and the decrease in general obligation and special
obligation debt of $392 million and $147 million, respectively.



The following condensed financial information was derived from the government-wide Statement
of Activities and reflects the State’s increase in net assets during the current fiscal year:

Changes in Net Assets
for Fiscal Year Ending June 30
(in millions of dollars)

Total
Governmental Business-type Total Primary Percentage
Activities Activities Government Change
2007 2006 2007 2006 2007 2006 2006 to 2007
Revenues
Program revenues
Charges for services 2750 $ 2605 § 4912 § 5081 7662 & 7,686 (0.3%)
Operating grants and contributions 14,706 13,643 178 129 14,884 13,772 8.1%
Capital grants and contributions 1,026 1.040 1,026 1,040 (1.3%)
General revenues
Income taxes 12,681 11,225 12,681 11,225 13.0%
Sales taxes 9,846 9,603 9,846 9,603 2.5%
Motor fuel taxes 1,443 1,427 1,443 1,427 1.1%
Public utility taxes 1,606 1,523 1.606 1,523 5.4%
Riverboat taxes 818 801 818 am 21%
Hospital assessment taxes 1,538 72 1538 72 2036.1%
Other taxes 1,874 2,002 1,874 2,002 (1.4%)
Interest and investment earnings 368 273 76 45 444 318 39.6%
Other revenue 1,174 1,405 1,174 1,405 (16.4%)
Total revenues 49,930 45,619 5,166 5,255 55,096 50,874 8.3%
Expenses
Health and social services 21,417 18,592 21,417 18,592 15.2%
Education 14,614 13,680 14,614 13,690 6.7%
General government 1,668 1.503 1,668 1,503 11.0%
Employment and economic development 989 1,081 989 1,081 {9.3%)
Transportation 3,820 3,488 3.820 3,488 9.5%
Public protection and justice 2,730 2,561 2,730 2,561 B6.6%
Environment and business regulation 835 733 835 733 13.9%
Unemployment compensation fund 1,795 1,731 1,795 1,731 3.7%
Water revolving fund 23 22 23 22 4.5%
Prepaid tuition programs 61 51 61 51 19.6%
Designated account purchase program fund 304 268 304 268 13.4%
Insurance programs 66 66 (100.0%)
Lottery 1,370 1,334 1,370 1,334 2.7%
Other business-type activities 212 94 212 94 125.5%
Intergovernmental 5,036 4,565 5,036 4,565 10.3%
Interest 1,201 1,222 1,201 1,222 {1.7%)
Total expenses 52,310 47,445 3,765 3,566 56,075 51,011 9.9%
Excess (deficiency) before
special items and transfers (2,380) (1,826) 1,401 1,689 (979) {137) (614.6%)
Transfers 654 661 (654) (661) - - 0.0%
Increase (decrease) in
net assets (1,726) (1,165} 747 1,028 (979) (137) (614.8%)
Met assets - beginning, as restated {18,676) {17,511} 3,696 2,668 {14,980) (14,843) (0.9%)
Net assets - ending (20.402) 3 (18,676) § 4443 § 3696 § (15958) § (14,980) (6.5%)

Note: Functional expenses were reclassified for fiscal year 2006 to be consistent with classifications for fiscal year 2007.




Governmental Activities:

Governmental activities of the State are financed primarily through taxes collected. The
functions reported for governmental activities consist of the following:

Health and social services — The health and social services function consists of programs
such as Medicaid, Temporary Assistance for Needy Families (TANF) and Child Support
Enforcement which are administered mostly by the Department of Healthcare and Family
Services, the Department of Human Services and the Department of Children and Family
Services.

Education — The education function consists of support for local public school districts
and post-secondary institutions administered mostly by the State Board of Education, the
State Board of Higher Education and the Illinois Community College Board.

General government — The general government consists of the day-to-day operations of
the State performed mostly by the Elected Officials, Members of the General Assembly,
the Department of Central Management Services and the Department of Revenue.
Employment and economic development — The employment and economic development
function consists of job training for citizens and support for the growth of public sector
commerce administered mostly by the Department of Commerce and Economic
Opportunity.

Transportation — The transportation function consists of support for building and
maintaining infrastructure capital assets owned by the State and owned by local
governments of the State which is administered mostly by the Department of
Transportation.

Public protection and justice — The public protection and justice function consists of law
enforcement functions of the State and other public safety regulatory programs performed
mostly by the Department of Corrections and the Department of State Police.
Environment and business regulation — The environment and business regulation
function consists of regulation of the environment of the State and regulation of various
business types in the State performed mostly by the Environmental Protection Agency,
the Department of Commerce and Economic Opportunity, the Department of Natural
Resources, the Department of Financial and Professional Regulation and the Department
of Labor.



The following charts display revenues and expenses of the State for governmental activities
during the fiscal year:
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The State’s governmental activities revenues increased $4.311 billion (9.5%) during fiscal year
2007 with the largest revenue increases consisting of $1.456 billion in income tax revenue,
$1.063 billion in operating grants and contributions, and $1.466 billion in hospital assessment
taxes. The increase in operating grants and contributions and hospital assessment taxes are
related to the State’s Medicaid reimbursement from access improvement payments made to
hospitals in the State and the related hospital assessment charged. The access improvement
payments are payments to hospitals for services rendered in fiscal years 2006 though 2008. As
the federal government did not approve the program until fiscal year 2007, the State has
recognized the expenditures associated with both fiscal year 2006 and fiscal year 2007,
approximately $2.413 billion total in fiscal year 2007 which is the majority of the State’s
increased Medicaid spending referenced below. The related Medicaid reimbursement associated
with the access improvement payments was $1.199 billion and the hospital assessment was
$1.467 billion.

The State’s governmental activities expenses increased $4.865 billion (10.3%) during fiscal year
2007 with the largest portion resulting from a $2.825 billion increase in health and social services
expenses during the fiscal year due mostly to increased Medicaid spending. In addition,
education expenses increased $924 million and intergovernmental revenue sharing expenditures
increased $471 million.

Business-type Activities:

Net assets of business-type activities increased $747 million during the fiscal year 2007. The
main factor contributing to this increase was an increase in net assets of $607 million in the
Unemployment Compensation Trust Fund.

FINANCIAL ANALYSIS OF THE STATE’S MAJOR GOVERNMENTAL FUNDS
General Fund

The General Fund accounts for resources obtained and used for those services traditionally
provided by the State which are not required to be accounted for in another fund. Accordingly,
the majority of the State’s tax revenues and program support expenses are accounted for in the
General Fund. For financial reporting purposes, the General Fund consists of several accounts of
the State which are described on page 141. For budgetary purposes the General Funds consist of
the General Revenue, Special Account, Education Assistance and Common School Accounts.

The State’s General Funds® budgetary fund balance ended fiscal year 2007 with a deficit for the
sixth consecutive year. At June 30, 2007, the General Funds’ budgetary fund balance was a
deficit of $134.848 million compared to a $290.887 million deficit recorded at June 30, 2006.
The original budget projected a $958 million deficit at the end of the fiscal year. The final budget
projected a $837 million deficit.

The majority of the difference between the General Funds’ original budget and the final budget is
a result of the statutorily authorized transfers which were not originally budgeted. Statutory
transfers-out were increased $542 million due mostly to the repayment of $456 million borrowed
from the Hospital Provider Fund. In addition, the final budget included the proceeds from a $900
million issuance of general obligation certificates during the current fiscal year.

The majority of the $702 million increase in the General Funds’ budgetary balance between the
final budget and the actual results was due to $218 million more in actual revenues than budgeted
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revenues and $484 million less in actual expenditures than budget expenditures. Income tax
revenue was $658 million more than budgeted with sales taxes, federal government, and other
revenues being $182, $139, and $152 million, respectively, less than budgeted. Health and social
services expenditures and education expenditures were $186 and $193 million, respectively, less
than budgeted.

The General Fund’s assets at June 30, 2007, were $5.665 billion, which is an increase of $1.312
billion from the June 30, 2006, balance of $4.353 billion. Intergovernmental receivables
increased from June 30, 2006, by $424 million and taxes receivable increased by $775 million.
The increase in intergovernmental receivables is mostly due to the claims against the State’s
Medicaid program in which the State has not received reimbursement from the federal
government. The increase in taxes receivables is related to the State’s hospital assessment
program which was not yet in effect at June 30, 2006.

The General Fund’s liabilities at June 30, 2007, were $9.493 billion, which is an increase of
$2.176 billion from the June 30, 2006, balance of $7.317 billion. The factors that determine a
significant portion of the General Fund liabilities are the accrued liabilities payable from future
year’s appropriations. One of the largest components of those liabilities is Section 25 of the State
Finance Act (Section 25) deferrals which consist mostly of Medicaid program liabilities. These
statutory deferrals allow expenses incurred during one fiscal year to be paid for from the
subsequent fiscal year’s budget in limited situations. Section 25 deferrals increased $1.021
billion from $2.347 billion at June 30, 2006 to $3.368 billion at June 30, 2007. This increase in
fiscal year 2007 is a result of increased appropriations in fiscal year 2007 for payment of prior
year Medicaid program liabilities and the recognition of the access improvement payments to
hospitals. After falling substantially from 1995 through 1997, Section 25 deferrals increased for
six consecutive fiscal years reaching $752 million at June 30, 1998, $894 million at June 30,
1999, $1.075 billion at June 30, 2000, $1.118 billion at June 30, 2001, $1.436 billion at June 30,
2002 and $1.849 billion at June 30, 2003 before decreasing to $1.294 billion at June 30, 2004.
Section 25 deferrals increased again at June 30, 2005 to $2.884 billion. If a short-term borrowing
immediately preceding the end of fiscal year 2004 to pay potential Section 25 deferred liabilities
had not occurred, fiscal year 2006 would have been the first year Section 25 deferred liabilities
decreased since fiscal year 1997. In addition to the increase in Section 25 deferrals, unavailable
deferred revenue increased $1.001 billion from June 30, 2006 mainly due to $734 million in
hospital assessment taxes and the related $599 million of federal financial participation from
access improvements payments to hospitals not expected to be received during the State’s sixty
day revenue recognition period for modified accrual accounting.

During fiscal year 2007, the General Fund’s fund balance decreased from a deficit of $2.970
billion to a deficit of $3.828 billion, an $858 million decrease in fund balance. The current year
decrease in the fund balance was a result of a $2.872 billion increase in revenues, a $3.670 billion
increase in expenditures, and a $223 million decrease in net other sources (uses) of financial
resources in comparison to fiscal year 2006 which had an increase in fund balance of $163
million.
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Notas:
* Fiscal year 2006 was restated for an understatement of education expenses.
p

* Fiscal years 2006 and 2005 were restated for a reclassification of the Workers' Compensation Revolving Fund
from a subaccount of the General Fund to an internal service fund.

* Fiscal years 2003 through 2006 were restated for an overstatement of sales tax and public utility tax revenues.

* Fiscal year 2002 was restated for an overstatement of health insurance costs, an understatement of refund
recoveries, an understatement of tax revenues. and an overstatement of federal grant revenues. Comparable
information for the understatement of tax revenues is not available for years prior to fiscal year 2002,

* Fiscal year 2001 was restated for an overstatement of income tax revenue and a reduction of expenditures due
to the implementation of GASB Interpretation No. 6. Comparative information for the effect of the
implementation of GASB Interpretation No. 6 is not available for previous fiscal years. In addition, for years
prior to fiscal year 2000, comparative information for revenues, which were restated due to the implementation
of GASB Statement No. 33 in fiscal year 2001, and the corresponding effect on the General Fund deficit, is not
available.
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During fiscal year 2007, General Fund revenues increased $2.872 billion to $30.989 billion for
fiscal year 2007. Increases in income tax and sales tax revenues of $1.106 billion and $349
million, respectively, and the implementation of a hospital assessment of $805 million reported
the largest increases in revenues. General Fund expenditures increased $3.670 billion to $30.627
billion in fiscal year 2007 due mainly to increased spending on health and social service programs
related to Medicaid of $2.595 billion.

Road Fund

The Road Fund incurred a $504 million loss in the current year and has a $337 million fund
balance. The current year loss was caused mainly by increased expenditures of $873 million due
to increased allocation of construction projects to the Road Fund during the year,

Motor Fuel Tax Fund

The Motor Fuel Tax Fund ended fiscal year 2007 with a $125 million fund balance (all
unreserved) after incurring a $3 million loss. The Motor Fuel Tax Fund collected $7 million
(.5%) more in motor fuel taxes during the fiscal year.

State Construction Account

The State Construction Account’s fund balance increased $264 million in fiscal year 2007 to an
ending fund balance of $281 million. Expenditures for construction projects paid by the fund
decreased significantly during the year.

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets:

At June 30, 2007, the State had $18.392 billion in capital assets, net of accumulated depreciation,
in the following categories:

Capital Assets as of June 30
(net of depreciation, in millions of dollars)
Governmental Business-type
Activities Activities Total
2007 2006 2007 2006 2007 2006
Land and land improvements $ 2,613 $ 2536 5 2613 $ 2,536
Site improvements 377 357 7 357
Buildings and building improvements 2,314 2354 & 1 1 2,315 2,255
Equipment 224 197 2 2 226 199
Infrastructure 12,757 12.375 12,757 12,375
Other 38 37 38 37
Subtotal 18,323 17.856 3 3 18,326 17,859
Construction in progress 66 51 66 51
Total $§ 18389 $ 17907 $ 3 $ 3 $18392 § 17910

Infrastructure assets consist of 69% of the State’s net capital assets and comprise $1.343 billion of
the $1.629 billion (82%) of the current year additions to capital assets. The State capitalizes and
depreciates its roads and road improvements over a twenty year period and its bridges over a forty
year period. More detailed information regarding the State’s capital assets is presented in Note 7
of the financial statements on page 81.
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Debt Administration:
Bonded Indebtedness

The State, certain State agencies and component units of the State are empowered by law to
authorize, issue, and sell debt obligations. General obligation bonds, issued by the State, are
backed by the full faith and credit of the State and are considered a direct debt of the State.
Special obligation bonds are also considered direct debt of the State but are not backed by the full
faith and credit of the State. Rather, special obligation bonds are supported and repaid only by a
dedicated State revenue source. Revenue bonds are not backed by the full faith and credit of the
State but are backed by a specific revenue stream. Some revenue bonds can be considered moral
obligation debt which means that if resources from the specified revenue stream are insufficient
to support the debt service, the State is then obligated. Also, some revenue bonds are classified as
indirect debt which means that the asset is the property of a local government but part of the
payment of the debt service comes from State resources. Lastly, some revenue bonds can be
considered conduit debt which implies no obligation for the State. More detailed information
regarding the State’s long-term debt obligations is presented in Notes 9, 10 and 11 to the financial
statements beginning on page 90.

Outstanding Bonded Debt as of June 30
(in millions of dollars)

Governmental Business-type
Primary Government Activities Activities Total
2007 2006 2007 2006 2007 2006

General obligation bonds

{backed by the State) $ 20,581 5 20,965 $ 20581 § 20,965
Special obligation bonds

(backed by specific fee revenue) 2,399 2,539 2,399 2,539
Revenue bonds

(backed by specific tax and fee revenue) $ 3713 § 4461 3,713 4,461

$ 22980 § 23504 §$3713 §$4461 326693 § 27,965

As shown above, Illinois had outstanding general and special obligation bonds at June 30, 2007
totaling $23.0 billion. The decrease in the balance of the general obligation bonds from the
previous fiscal year is the first decrease since the year ended June 30, 1997 and the decrease in
the balance of the special obligation bonds from the previous fiscal year is the first decrease since
the year ended June 30, 1999. Bonds have been issued primarily to provide funds for acquisition
and construction of capital facilities for higher education, public and mental health, correction
and conservation purposes, and for maintenance and construction of highway and waterway
facilities. Bonds also have been issued to provide assistance to municipalities for construction of
sewage treatment facilities, port districts, aquarium facilities, local schools, mass transportation
and aviation purposes, and to fund research and development of coal and alternative energy
sources. In addition, bonds have been issued to make pension contributions to the State’s
retirement systems in prior fiscal years and to fund a portion of the State’s unfunded portion of
prior year’s retirement liabilities. The amount of $10.0 billion for pension purposes, issued in
2003, is included in the outstanding general obligation bonds as of June 30, 2007.

General obligation bonds, excluding refunding bonds, aggregating $258 million were issued
during fiscal year 2007 at interest rates ranging from 4.25% to 5.0%. There were no special
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obligation bonds issued during fiscal year 2007. Debt service principal of $853.3 million and
interest costs of $1.1 billion were paid and charged, respectively, in fiscal year 2007. The
dramatic increase in debt service payments and outstanding debt since fiscal year 1980 is
displayed in the following charts:

Debt Service FY1980-FY2007
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In addition to general and special obligation bonds, the primary government had $3.7 billion of
revenue bonds and $2.1 billion of non-pension long-term obligations outstanding as of June 30,
2007.

Moody’s Investors Services, Standard and Poor’s and Fitch Ratings general obligation and
special obligation-Build Illinois bond ratings did not change during fiscal year 2007. The State’s
bond rating from Moody’s Investors Services remained at Aa3 on general obligation and special
obligation-Build Illinois bonds. The State’s bond rating from Moody’s Investors Services for
special obligation-Civic Center bonds of Al has remained unchanged since the last issuance in
fiscal year 2000. Standard and Poor’s rating of AA for general obligation bonds and AAA for
special obligation-Build Illinois bonds remained unchanged from fiscal year 2006. The State’s
bond rating of AA from Fitch Ratings remained unchanged from fiscal year 2006.
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Retirement Systems

Besides general and special obligation bond indebtedness, the State’s largest liability is its net
pension obligation. During fiscal year 2007, this obligation increased $2.592 billion from
$14.499 billion at June 30, 2006, to $17.091 billion at June 30, 2007. Of the $2.592 billion
increase, $1.463 billion occurred at TRS where the annual pension cost (“APC”) was calculated
to be $2.279 billion and employer contributions were $816.7 million. In addition, at SURS the
APC was calculated to be $861.3 million and employer contributions were $261.1 million.

During fiscal year 2007, all of the State systems were funded in accordance with the statutory
Sfunding requirement. The new law enacted in fiscal year 1996 provides for a 50-year funding
plan with a 15 year phase-in and a “continuing appropriation”. For fiscal years 2006 and 2007,
however, the law was amended allowing for decreased contributions of only $938.4 million and
$1,374.7 million, respectively, and requiring equal annual increments from fiscal year 2008 to
2010 (the end of the 15 year phase-in) to ensure the decreases have no long-term effect on
contributions. The continuing appropriation provides the Comptroller’s Office with the authority
to automatically provide funding to the pension systems based on actuarial cost requirements and
amortization of the unfunded liability without being subject to the General Assembly’s
appropriation process. However, the State’s 50-year funding plan does nof meet the more
stringent 30-year maximum amortization “parameters” required to be reported in the State’s
financial statements in accordance with Government Accounting Standards Board Statement No.
27, Accounting for Pensions by State and Local Governmental Employers. As the statutory
funding requirement allows for the 15-year phase-in and is amortized over a maximum period
which is greater than the maximum period allowed by GASB, the net pension obligation has
annually increased, except for fiscal year 2004 due to a general obligation bond issuance, since
the implementation of GASB Statement No. 27.
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ECONOMIC CONDITION AND OUTLOOK
Fiscal Year 2007

Economic growth continued at a steady pace in Illinois during fiscal year 2007. The average
Illinois unemployment rate decreased from 5.1% in fiscal year 2006 to 4.5% for 2007, the lowest
Illinois average unemployment rate since fiscal year 1999. Illinois’ non-agricultural employment
(derived from survey data from Illinois companies) averaged 5.963 million workers in fiscal year
2007 an increase of 62,000 jobs or 1.0% above 2006 employment, but 82,000 jobs or 1.4% below
peak employment of 6.045 million jobs in fiscal year 2001.

A second Illinois employment estimate, obtained through a household survey, showed a
somewhat greater increase in Illinois employment. According to this survey, an average of 6.372
million Illinoisans were employed in fiscal year 2007, up 172,000 or 2.8% from the prior year
employment level.

The shift in Illinois employment from the manufacturing to the service sectors continued in fiscal
year 2007. Average fiscal year 2007 manufacturing employment of 681,000 jobs was down
4,000 jobs or 0.6% from fiscal year 2006 and down 226,000 jobs or 24.9% from the cyclical peak
manufacturing employment of 907,000 jobs during fiscal year 1998.

A more comprehensive measure of Illinois’ economic performance is the change in state personal
income adjusted for inflation. This value increased 3.2% in fiscal year 2007 as a 5.9% increase in
nominal personal income was offset by a 2.6% increase in the consumer price index. State
personal income adjusted for inflation had increased 1.3% in fiscal year 2004, 1.1% in fiscal year
2005, and 1.1% in fiscal year 2006.

REQUESTS FOR INFORMATION

This financial report is designed to provide citizens, taxpayers, customers, investors and creditors
a general overview of the State’s financial position and changes in the State’s net assets for the
year ended June 30, 2007. If you have any questions about this report or need additional financial
information, contact the Office of the Comptroller at (217) 782-6000.

The State’s component units issue separate audited financial statements and reports. These

statements and reports may be obtained by directly contacting the component unit. Contact
information can be obtained from the Office of the Comptroller at (217) 782-6000.
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State of lllinois

Statement of Net Assets

June 30, 2007 (Expressed in Thousands)

Primary Government

Governmental Business-type Component
Activities Activities Total Units
ASSETS
Cash equity with State Treasurer $ 6,154,638 § 556642 § 6,711,281 § 538,188
Cash and cash equivalents 226,008 102,274 328,282 683,387
Investments 53,554 2,778,719 2,832,273 1,215,560
Receivables, net:
Taxes 2,156,265 476,759 2,633,024
Intergovernmental 2,713,376 31,998 2,745,374 8,418
Other 484,412 163,987 658,399 507,111
Unrestricted internal balances (53,474) 53,474 —
Due from fiduciary funds 9,562 792 10,354 49
Due from component units 355,798 176 355,974 157
Due from primary government 101,282
Inventories 110,766 289 111,055 44,027
Prepaid expenses 14,222 509 14,731 42,017
Unamortized bond issuance costs 62,550 2,342 64,892 44 649
Loans and notes receivable, net 83,431 1,175,839 1,259,270 1,942,261
Restricted assets:
Cash equity with State Treasurer 25423 25,423 132,813
Cash and cash equivalents 1,359 86,809 88,168 1,302,331
Investments 16,355 149,479 165,834 2,379,886
Intergovernmental receivables 106 106
Other receivables 208 108,925 110,133 22,353
Loans and notes receivable, net 4,141 3,900,832 3,904,973 55,820
Other assets 23
Other assets 22,765 16 22,781 111,215
Capital assels not being depreciated 2,716,116 190 2,716,306 1,674,042
Capital assets being depreciated, net 15,672,472 2,776 15,675,248 6,407,964
Total assets 30,840,054 9,593,827 40,433,881 17,213,563
LIABILITIES
Accounts payable and accrued liabilities 5,878,311 240,622 6,118,933 847,189
Intergovernmental payables 3,733,166 4,722 3,737,888 3,331
Due to fiduciary funds 82,285 82,285 2,138
Due to component units 94,679 6,655 101,334 157
Due to primary government 349,964
Unearned revenue 225,944 18,422 244 366 423,195
Assets held for others 209,000
Short-term notes payable 195,170 195,170 9,956
Long-term obligations:
Due within one year 1,123,410 102,387 1,225,797 403,923
Due subsequent to one year 40,103,827 4,583,136 44,686,963 6,727,740
Total liabilities 51,241,622 5,151,114 56,392,736 8,976,593
NET ASSETS
Invested in capital assets, net of related debt 13,370,326 2,966 13,373,292 4,411,733
Restricted for:
Debt service 854,933 564,227 1,419,160 320,007
Municipal lending 1,584,323 1,584,323
Unemployment compensation benefits 2,277,744 2,277,744
Education 3,602 28,598 32,200
Employment and economic development 38,001 38,001
Health and social services 25,394 25,394
Public protection and justice 10,028 10,028
Environment and business regulation 7.480 7.480
Transportation 6,694 6,694
Other purposes 6,057 6,057 57,175
Funds held as permanent investments:
Nonexpendable purposes 1,115 1,115 1,118,780
Expendable purposes 1,131 1,131 1,393,061
Unrestricted net assets 34,726,329 15,145 34,741,474 936,214

Total net assets

$ (20,401,568

4,442,713 (15,958,855) 8,236,970

The accompanying notes to the financial statements are an integral part of this statement.
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State of lllinois

Statement of Activities

For the Year Ended June 30, 2007 (Expressed in Thousands)

Program Revenues

Charges for

Operating
Grants and

Capital
Grants and

Functions/Programs Expenses Services Contributions Contributions
Primary government
Governmental activities
Health and social services $21,417,224 $ 137,591 $ 11,653,872 $ 119
Education 14,613,744 14,650 2,017,992
General government 1,668,454 2,046,175 55,488 21,688
Employment and economic development 988,866 22,075 431,552
Transportation 3,819,583 78,355 230,877 999 696
Public protection and justice 2,730,219 89,335 202,904
Environment and business regulation 835,328 361,174 113,503 4,444
Intergovernmental-revenue sharing 5,036,015
Interest 1,200,754
Total governmental activities 52,310,187 2,749,355 14,706,188 1,025,947
Business-type activities
Unemployment compensation trust 1,795,169 2,359,807
Water revolving 22,820 62,818 80,319
Prepaid tuition program 61,641 127,123
Designated account purchase program 303,817 192,214 97,759
Lottery 1,370,559 2,003,739
Other 212,217 166,230 185
Total business-type activities 3,766,223 4,911,931 178,263
Total primary government $ 56,076,410 57,661,286 $ 14,884,451 $ 1025947
Component units
Authorities
lllinois Housing Development Authority $ 275,221 $ 119,089 5 205,104
Toll Highway Authority 501,428 585,095
Other Authorities 188,451 121,674 9,185 $ 1,068
Universities
lllinois State University 357,315 178,259 25,062 1,810
Northern lllinois University 442,874 227,052 61,604
Southern lllinois University 861,041 378,995 89,600 1,616
University of lllinois 3,832,626 1,729,014 784,158 8,541
Other Universities 757,051 330,469 112,852 3,363
Total component units $ 7,216,007 $3,669,647 $ 1,287,565 $ 16,398

General revenues
Taxes:
Income taxes
Sales taxes
Motor fuel taxes
Public utility taxes
Riverboat taxes
Hospital assessment taxes
Other taxes
Interest and investment income
Other revenues
Payments from the State of lllinois
Additions to permanent endowments
Special items
Transfers

Total general revenues, payments from the State of lllinois, additions to permanent funds and transfers

Change in net assets
Net assets, July 1, 2006, as restated
Net assets, June 30, 2007

The accompanying notes to the financial statements are an integral part of this statement.



Net (Expense) Revenues and Changes in Net Assets

Primary Government

Governmental Business-type Component
Activities Activities Total Units
$ (9,625,642) $ (9,625,642)
(12,581,102) (12,581,102)
454,897 454,897
(535,239) (5635,239)
(2.510,655) (2,510,655)
(2,437,980) (2,437,980)
(356,207) (356,207)
(5,036,015) (5,036,015)
(1,200,754) (1,200,754)
(33,828,697)
$ 564,638 564,638
120,317 120,317
65,482 65,482
(13,844) (13.844)
633,180 633,180
(45,802) (45,802)
1,323,971
(32,504,726)
$ 48,972
83,667
(56,524)
(162,184)
(154,218)
(390,830)
(1,310,913)
(310,367)
{2,242,397)
12,681,344 12,681,344
9,846,437 9,846,437
1,443,544 1,443,544
1,605,502 1,605,502
817,590 817,590
1,538,512 1,538,512
1,973,612 1,973,612
367,884 76,343 444,227 440,959
1,175,340 1,175,340 273,527
2,120,706
42,296
(17) (17)
653,519 (853,519) -
32,103,284 (577,193) 31,526,091 2,877,488
(1,725,413) 746,778 (978,635) 635,091
(18,676,155) 3,695,935 (14.980,220) 7,601,879
$ (20,401,568) $ 4442713 5 (15,958,855) $ 8,236,970
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State of lllinois

Balance Sheet -
Governmental Funds

June 30, 2007 (Expressed in Thousands)

State Other Total
General Motor Fuel Construction Nonmajor Governmental
Fund Road Fund  Tax Fund Account Funds Funds
ASSETS
Cash equity with State Treasurer $ 1,749,309 $ 593795 § 121,190 % 201,394 § 3383471 § 6,049,159
Cash and cash equivalents 2,400 3,785 2,625 175,821 184,631
Investments 69,909 69,909
Receivables, net:
Taxes 1,723,511 125,848 306,906 2,156,265
Intergovernmental 1,920,565 144,931 72 638,143 2,703,711
Other 131,010 40,177 6,262 297,325 474,774
Due from other funds 53,192 29,066 98,834 426,624 607,716
Due from component units 26,165 3,717 316,669 346,551
Inventories 31,355 39,902 27,189 08,446
Loans and notes receivable, net 12,480 75,092 87,572
Other assets 15,000 7,765 22,765
Total assets $ 5664987 $ 855373 § 247110 § 309,115 § 5724914 § 12,801,499
LIABILITIES
Accounts payable and accrued liabilities $ 4742673 $ 155,184 § 6,307 % 25858 $§ 508352 § 5,438,374
Intergovernmental payables 1,972,839 103,836 54,779 2,034 1,573,910 3,707,398
Due to other funds 748,661 170,880 45514 170,478 1,135,533
Due to component units 62,626 3,818 104 25,341 91,889
Unavailable revenue 1,902 414 84,421 15,262 341,345 2,343,442
Unearned revenue 62,924 162,837 225,761
Matured portion of long-term liabilities 394 450 844
Total liabilities 9,492,531 518,589 121,862 27,996 2,782,263 12,943,241
FUND BALANCES (DEFICITS)
Reserved for:
Encumbrances 9,887 5,294 3 13,171 28,355
Long-term portion of:
Loans and notes receivable 12,302 68,072 80,374
Other assets 7532 7,532
Inventories 31,355 39,902 27,189 98,446
Other purposes 4,265 4,265
Unreserved:
Designated for reappropriated accounts, reported in:
Special revenue funds 291,588 281,119 87,970 660,677
Capital projects funds 132,352 132,352
Undesignated:
General fund (3,881,088) (3,881,088)
Special revenue funds 125,245 1,755,585 1,880,830
Debt service funds 834,197 834,197
Capital projects funds 11,187 11,187
Permanent funds 1,131 1,131
Total fund balances (deficits) 3,827,544) 336,784 125,248 281,119 2,942,651 141,742
Total liabilities and fund balances (deficits) 5,664,987 855,373 247,110 % 309,115 § 5,724,914 12,801,499

The accompanying notes to the financial statements are an integral part of this statement.
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State of lllinois

Reconciliation of Governmental Funds Balance Sheet

to Statement of Net Assets
June 30, 2007
(Expressed in Thousands)

Total fund balances-governmental funds

Amounts reported for governmental activities in the
Statement of Net Assets are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds.

Prepaid expenses for governmental activities are current uses of financial
resources for funds.

Bond issuance costs are reported as current expenditures in governmental
funds. However, bond issuance costs are deferred and amortized over the
life of the bonds and are included as governmental activities in the
Statement of Net Assets.

Bond refunding costs are reported as current expenditures in governmental
funds. However, bond refunding costs are deferred and amortized over
the life of the defeased bonds and are included in governmental activities
in the Statement of Net Assets.

Internal service funds are used to charge costs of certain activities to
individual funds. The assets and liabilities of the internal service funds
are reported as governmental activities in the Statement of Net Assets.

Some revenues will be collected after year-end but are "unavailable" to
pay for the current period's expenditures due to not being collectible for
several months and therefore are deferred in governmental funds.

Some liabilities reported in the Statement of Net Assets do not require the
use of current financial resources and therefore are not reported as liabilities
in governmental funds. These liabilities consist of:

Net pension obligation
General obligation bonds
Special obligation bonds
Unamortized premiums
Unamortized discounts
Other commitments
Compensated absences
Certificates of participation
Auto liability

Capital lease and installment purchase obligations
Accrued interest

Net assets of governmental activities

(17,090,697)
(20,580,959)
(2,398,859)
(419,740)
2,325
(36,931)
(417,851)
(61,915)
(8,464)
(16,664)
(166,110)

The accompanying notes to the financial statements are an integral part of this statement.
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State of lllinois

Statement of Revenues, Expenditures

and Changes in Fund Balances - Governmental Funds
For the Year Ended June 30, 2007 (Expressed in Thousands)

State Other Total
Motor Fuel Construction Nonmajor  Governmental
General Fund Road Fund  Tax Fund Account Funds Funds
REVENUES
Income taxes $ 11,377,815 $ 1,209,891 § 12,587,706
Sales taxes 7,227,997 2,636,640 9,864,637
Motor fuel taxes $ 1,359,883 76,635 1,436,518
Public utility taxes 1,145,314 470,088 1,615,402
Riverboat taxes 817,580 817,590
Hospital assessment taxes 804,797 804,797
Other taxes 1,577,841 395911 1,973,752
Federal government 7,080,506 $ 990,299 9 6,431,786 14,512,600
Licenses and fees 266,677 856,968 734 § 501,310 534,734 2,160,423
Interest and other investment income 242158 27,874 4,282 85,196 359,510
Other 1,255,718 104,137 1,043,943 2,403,798
Total revenues 30,988,823 1,979,278 1,360,626 505,592 13,702,414 48,536,733
EXPENDITURES
Current:
Health and social services 17,181,336 4,050,040 21,231,376
Education 10,156,029 2,382,117 12,538,146
General government 802,251 156,064 63,413 284 495 1,316,223
Employment and economic development 168,206 791,896 960,102
Transportation 125,093 1,343,520 661,677 46,197 625,543 2,802,030
Public protection and justice 2,026,412 128,412 334,164 2,488,988
Environment and business regulation 149,091 621,364 770,455
Debt service:
Principal 2,740 28 861,765 864,533
Interest 1,150 4 1,115,360 1,116,514
Capital outlays 14,421 928,000 75 426,351 238,315 1,607,162
Intergovernmenital 5,036,015 5,036,015
Total expenditures 30,626,729 2,556,028 725,165 472,548 16,351,074 50,731,544
Excess (deficiency) of revenues
over (under) expenditures 362,094 (576,750) 635,461 33,044 (2,648,660) (2,194,811)
OTHER SOURCES (USES) OF
FINANCIAL RESOURCES
General obligation bonds issued 258,000 258,000
Premiums on general obligation bonds issued 12,085 12,085
General obligation refunding bonds issued 329,000 329,000
Premiums on general obligation
refunding bonds issued 14,014 14,014
Payment to refunded bond escrow agent (341,849) (341,849)
Transfers-in 2,780,014 344,836 230,960 5,733,672 9,089,482
Transfers-out (4,004,272) (272,102) (637,836) (3.489,600) (8,403,810)
Capital lease financing 3,936 31 4,321 8,288
Net other sources (uses) of
financial resources (1,220,322) 72,765 (637,836) 230,960 2,519,643 965,210
Net change in fund balances {858,228) (503,985) (2,375) 264,004 {129,017) (1,229,601)
Fund balances (deficits), July 1, 20086, as restated (2,970,224) 835,119 127,623 17,115 3,065,620 1,075,253
Increase (decrease) for changes in inventories 908 5,650 6,048 12,606
FUND BALANCES (DEFICITS), JUNE 30, 2007 $ (3,827,544) $ 336784 § 125248 § 281,119 § 2942651 § (141,742)

The accompanying notes to the financial statements are an integral part of this statement.
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State of lllinois
Reconciliation of Statement of Revenues, Expenditures and Changes in
Fund Balances of Governmental Funds to Statement of Activities
For the Year Ended June 30, 2007
(Exp 1in Tk 1ds)

Net change in fund balances
Change In inventories

Amounts reported for governmental activities in the Statement of Activities are different because:

Capital outlays are reported as expenditures in governmental funds. However, in the Statement of Activities, the cost
of capital assets is allocated over their estimated useful lives as depreciation expense. In the current period,
these amounts are:
Capital outlay
Depreciation expense
Excess of capital outlay over depreciation expense

During the fiscal year, certain capital assets were transferred into internal service funds and included in the net revenue
amount for internal service funds below.

Proceeds from sales of capital assets are reported in the governmental funds. However, in the Statement of Activities,
losses from the sale of capital assets are also reported. This is the book value of capilal assels which were sold or
scrapped during the year.

Capital asset transfers from enterprise funds are nol reported as increases in fund balances in governmental funds.
This is the book value of capital assets which were transferred from enterprise funds during the year.

Bond proceeds provide current financial resources to governmental funds; however, issuing debt increases long-term
liabilities in the Statement of Met Assets. In the current period, bond proceeds for the year were this amount,
including a premium of $26,099.

Bond issuance costs are reported as current expenditures in governmental funds. However, deferred issuance costs
are amortized over the life of the bonds and are included in the governmental activities in the Statement of Net Assets.

Repayment of long-term debt is reported as an expenditure in governmental funds, but the repayment reduces long-term
liabilities in the Statement of Met Assets. In the current year, these amounts consist of:
Bond principal retirements
Capital lease and installment purchase principal payments
Certificates of participation principal retirements
Payments to bond refunding agent
Total long-term debt repayment

Some capital additions were financed through capital leases or instaliment purchases. In governmental funds, a capital
lease or installment purchase arrangement is considered a source of financing, but in the Statement of Net Assets the
obligation is reported as a liability.

Internal service funds are used to charge the costs of certain activitles to individual funds. The nel revenue of the
internal service funds is reported as governmental activities in the Statement of Activities.

Because some revenues will not be collected for several months, they are considered "unavailable” revenues and revenue
recognition is deferred in the governmental funds. Unavailable revenues increased by this amount during the year.

Prepaid expenses in the Statement of Activities do not require the uge of current financial resources and, therefore, are
not reported as expenditures in governmental funds. Prepaid expenses decreased by this amount during the year.

Governmental funds report the effect of premiums, discounts and deferred amounts on refundings when debt if first
issued, whereas these amounts are deferred and amortized in the Statement of Activities.

Amortization of bond premiums

Amortization of bond discounts

Deferred loss on current year refundings of debt

Accrued inlerest paid to refunding agent

Amertization of bond Issuance costs

Amortization of deferred loss on refundings of debt

Total reduction in expenditures for refundings of debt

Some expenses reported in the Statement of Activities do not require the use of current financial resources and therefore
are not reported as expenditures in governmental funds. Also some expenditures reported in governmental funds
decrease the amount of certain long-term liabilities reported on the Statement of Net Assets and are therefore not
reported as expenses in the Statement of Activities.

Increase in net pension obligation
Increase in compensated absences obligation
Interest accreted on capital appreciation debt
Decrease in auto liability obligation
Decrease in accrued interest on obligations
Decrease in other obligations

Total additional expenses

Change in net assets of governmental activities

The accompanying notes to the financial statements are an integral part of this statement.
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State of lllinois

Statement of Net Assets -
Proprietary Funds

June 30, 2007 (Expressed in Thousands)

Business-type Activities - Enterprise Funds

Major
Designated Governmental
Unemployment Water Account Nonmajor Activities -
Compensation Revolving Prepaid Purchase Enterprise Internal
Trust Fund Fund Tuition Fund Program Fund Funds Total Service Funds
ASSETS
Cash equity with State Treasurer $ 427,269 $ 5,021 1,282 $ 123,070 $ 556,642 $ 130,803
Cash and cash equivalents 3 2,778 8,948 2,247 80,904 7,397 102,274 42,736
Investments 1,765,139 70 19,287 1,784,496
Receivables, net:
Taxes 476,759 476,759
Intergovernmental 28,974 420 2,604 31,998 9,771
Other 90,872 43,289 54 98 29,674 163,987 19,846
Due from other funds 3,910 788 89,658 94,356 416,442
Due from compaonent units 155 21 176 9,247
Loans and notes receivable, net 85,224 95,224
Restricted assets:
Cash and cash equivalents 12,579 74,230 86,809
Investments 62,968 38,226 101,194
Other receivables, net 7,834 102,091 109,925
Loans and notes receivable, net 32,626 662,501 695,127
Unamortized bond issuance costs 142 40 182
Inventories 289 289 12,320
Prepaid expenses 509 509 627
Other assets 16 16
Total current assets 2,368,587 691,299 7,322 960,246 272,509 4,299,963 641,892
Investments 986,334 7,889 994,223
Loans and notes receivable, net 1,080,615 1,080,615
Restricted assets:
Investments 48,285 48,285
Loans and notes receivable, net 370,241 2,835,464 3,205,705
Unamortized bond issuance costs 780 1,380 2,160
Capital assets not being depreciated 180 190 38,564
Capital assets being depreciated, net 185 44 2,547 2,776 261,141
Total noncurrent assets 1,500,106 986,334 2,836,888 10,626 5,333,954 289,705
Total assets 2,368,587 2,191,405 993,656 3,797,134 283,135 9,633,917 941,597
LIABILITIES
Accounts payable and accrued liabilities 81,946 4092 983 25,224 128,377 240,622 273,827
Intergovernmental payables 4717 5 4,722 25,768
Due to other funds 4,180 49 58 27,020 8,783 40,090 14,822
Due to component units 1 6,654 6,655 2,790
Unearned revenue 18.422 18,422 183
Short-term note payable 195,170 195,170
Current portion of long-term obligations 19,855 31,032 40,598 10,902 102,387 122,237
Total current liabilities 90,843 23,997 32,073 288,012 173,143 608,068 439,627
Noncurrent portion of long-term obligations 211,118 925,261 3,439,697 7,060 4,583,138 138,103
Total liabilities 90,843 235,115 957,334 3,727,709 180,203 5,191,204 577,730
NET ASSETS
Invested in capital assets, net of related debt 185 44 2,737 2,966 253,973
Net assets restricted for:
Debt service 534,533 29,694 564,227 3,675
Municipal lending 1,584,323 1,584,323
Unemployment compensation benefits 2,277,744 2,277,744
Education 28,598 28,598
Unrestricted (162,751) 36,322 39,687 71,597 (15,145) 106,219
Total net assets $ 2,277,744 § 1,956,230 % 36,322 % 69,425 § 102,932 § 4442713 § 363,867

The accompanying notes to the financial statements are an integral part of this statement.
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State of lllinois

Statement of Revenues, Expenses and Changes in
Fund Net Assets - Proprietary Funds

For the Year Ended June 30, 2007 (Expressed in Thousands)

Business-type Activities - Enterprise Funds

Major
Designated Governmental
Unemployment Water Account Nonmajor Activities -
Compensation Revolving Prepaid Purchase Enterprise Internal
Trust Fund Fund Tuition Fund Program Fund Funds Total Service Funds
OPERATING REVENUES
Charges for sales and services 5 2,259 $ 2,165,050 2,167,309 § 2392137
Interest income pledged as
revenue bond security $ 62818 3 192,214 255,032
Interest and other investment income 124,864 61 124,925
Employer contributions $ 2,334,077 2,334,077
Other 25,730 4,858 30,588 2,257
Total operating revenues 2,359,807 62,818 127,123 192,214 2,169,969 4,911,931 2,394,394
OPERATING EXPENSES
Cost of sales and services 230,328 230,328 491,390
Benefit payments and refunds 1,795,162 63,519 1,858,688 1,826,704
Prizes and claims 1,159,571 1,159,571
Interest 213,001 213,091 1,505
General and administrative 12,402 3,915 90,691 117,493 224,501 53,364
Depreciation 8 35 615 658 25,140
Other 57,726 11,250 68,976 12,338
Total operating expenses 1,795,169 12,410 61,641 303,817 1,582,776 3,755,813 2,410,441
Operating income (loss) 564,638 50,408 65,482 {111,603) 587,193 1,156,118 (16,047)
NONOPERATING REVENUES (EXPENSES)
Interest and investment income 64,279 6,335 5,729 76,343 7,975
Interest expense (10,408) (10,408) (3,588)
Federal government 80,319 a7.759 185 178,263 25872
Other expenses (2) (2) (246)
Income (loss) before special items
and transfers 628,917 126,652 65,482 (13,844) 593,107 1,400,314 13,966
Special items (17) (17)
Contributions of capital assets 18,541
Transfers-in 1,483 8,237 55,530 65,250
Transfers-out (23,688) (25) (56,298) (638,758) (718,768) (32,227)
Change in net assets 606,712 134,889 65,457 (70,159) 9,879 746,778 280
Net assets, July 1, 2006, as restated 1,671,032 1,821,401 (29,135) 139,584 93,053 3,695,935 363,587
NET ASSETS, JUNE 30, 2007 $ 2277744 $ 1056200 § 36322 § 69,425 $ 102932 § 4,442,713 § 363,867

The accompanying notes to the financial statements are an integral part of this statement.
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State of lliinois

Statement of Cash Flows -
Proprietary Funds

For the Year Ended June 30, 2007 (Expressed in Thousands)

Business-type Activities - Enterprise Funds

Major
Designated Governmental
Unemployment Water Account Nonmajor Activities -
Compensation  Revolving Prepaid Purchase Enterprise Internal
Trust Fund Fund Tuition Fund Program Fund Funds Total Service Funds
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from sales and services $ 2,259 ¥ 173,431 § 175690 § 304,500
Cash received from lottery sales (net of $887,785 cash prizes
paid by agents and $100,871 commissions retained by agents) 1,006,704 1,008,704
Cash received from transactions with other funds 2,056,644
Cash payments to suppliers for goods and services % (2,080) (3,050) & (41.896) (84,728) (131,754) {2,158,062)
Cash payments to employees for services (10,142) (729) (10.,922) {171,387) (193,180) (133,513)
Cash payments for loltery prizes (261,956) (261,956)
Cash receipts from unemployment taxes $ 2361939 2,361,939
Cash payments for unemployment benefits (1,804,741) (1,804,741}
Cash receipts from interest income on loans 59,223 59,223
Cash receipts from prepaid tuition contract sales 118,795 119,795
Cash payments for tuition (28,337) (28,337)
Cash payments for tuition contract refunds (6,191) (6,191)
Cash receipts from student loan principal 314,639 314,639
Cash receipts from student loan interest 800,000 800,000
Cash receipts from sale of student loans 670,786 670,786
Cash payments for student loans issued (1,271,428) (1,271,428)
Cash payments for expenses related to sale of student loans {1.448) (1.448)
Cash payments for workers compensation (S0,160)
Cash receipts from other operating activities 25730 5,550 31,280 40,396
Cash payments for other operaling activities (39,973} (39,973) {22}
Met cash provided (used) by operating aclivities 582,928 47,001 83,747 459,733 627.641 1,801,050 19,783
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Proceeds from borrowings, net of bond issuance costs 195,170 195,170
Principal paid on revenue bonds and other barrowings (17,155) (40,135) (57.290)
Principal paid on early extinguishment of debt (690,180) (690,180)
Interest paid on revenue bonds and other borrowings (12,071) (211,019) (223,090)
Grants received 94,236 108,317 206 202,759 36472
Transfers-in from other funds 1,483 8,237 28,530 38,250
Transfers-out to other funds (24,799) (25) (29,298) (634,201) (688,323) (32,227)
Arbitrage rebates (3,920) (3.920)
Fees paid with early extinguishment of debt (3,465) (3,465)
Net cash provided (used) by noncapital financing activities (27,236) 73,247 {25) (670,610) (605,465) (1,230,089) 4,245
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Acquisition and construction of capital assets (181) (14) (391) {586) (12,738)
Principal paid on capital debt (6,454)
Interest paid on capital debt (2,547)
Met cash used by capital and related financing activities {181) (14) {391} {586) (21,739)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investment securities (2,492,593) (123,790) (416,384) (47,586) (35,826) (3.116,189)
Proceeds from sales and maturities of Investment securities 1,864,580 132371 311,061 30,629 34,302 2,372 953
Loan disbursements (180,176) (180,1786)
Loan repayments 91,382 91,382
Interest and dividends on investments 65,089 6,112 18,123 10,949 5,536 105,809 7.859
Net cash provided (used) by investing activities (562,914) (74,101) (87,200) (6,018) 4,012 (726,221) 7,859
Net increase (decrease] in cash and cash equivalents (7.222) 45,966 (3,478) (216,909) 25,797 (155,846) 10,148
Cash and cash equivalents, July 1, 2006, as restated 10,000 402,830 10,746 373,325 104,670 901.571 163,491
CASH AND CASH EQUIVALENTS, JUNE 30, 2007 5 2778 § 448796 § 7,268 % 156,416 § 130,467 % 745,725 § 173,639
Reconciliation of cash and cash equivalents to
the Stat nt of Net Asset
Total cash and cash equivalents per Statement of Net Assets $ 2778 % 8048 $ 2247 % 80,904 & 7397 % 102,274 % 42 738
Add: cash equity with State Treasurer 427 269 5,021 1,282 123,070 556,642 130,903
Add: restricted cash equivalents 12,579 74,230 86,809
CASH AND CASH EQUIVALENTS, JUNE 30, 2007 3 2778 § 44B796 § 7268 % 156,416 § 130,467 % 745725 § 173,639
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State of lllinois

Statement of Cash Flows -

Proprietary Funds
For the Year Ended June 30, 2007 (Expressed in Thousands)

B type Activities - Enterprise Funds
Major
Designated Governmental
Unemployment Water Ac it N 1l Activities -
Compensation Revolving Prepaid Purchase Enterprise Internal
Trust Fund Fund Tuition Fund Program Fund Funds Total Service Funds
Reconciliation of operating income (loss) to net
cash provided (used) by operating activities:
OPERATING INCOME (LOSS) $ 564638 $ 50408 § 65482 § (111603) § 587,193 § 1.156,118 § (16.047)
Adjustments to reconcile operating income (loss)
lo net cash provided (used) by cperating activities:
Depreciation 8 35 615 658 25,140
Provision for uncollectible accounts (8,121) 6,554 1,911 344
Amartization 54,684 22,213 {85) 76,812
Interest and investment income (121,822) (11,822) (133,644)
Interest expense 213,091 213,091
Changes in assets and liabllities:
(Increase) decrease in accounts receivable 20,680 (3,596) (18,714) (9,702) {11,332) (7.843)
(Increase) decrease in intergovernmental receivables (1,130) (294) (1,424) (42)
(Increase) decrease in due from other funds (347) 359 1,145 1,157 (65,614)
(Increase) decrease in due from component units (4) (21) (25) (28)
(Increase) decrease in loans and notes receivable 358,261 358,261
(Increase) decrease in inventory 1,002 1,002 (2,382)
(Increase) decrease in prepaid expenses (243) (243) 143
(Increase) decrease in other assets {8) (8)
Increase (decrease} in accounts payable and accrued fiabilities 6,106 230 136 1,652 36,801 44,925 32,30
Increase (decrease) in intergovernmental payables 1,106 (187) (283) 636 24,473
Increase (decrease) in due to other funds {86) {3) (2,661) {2,750) 6,758
Increase (decrease) in due to component units {4) 6,652 6,648 2,109
Increase (decrease} in unearned revenue 7,051 7,051 183
Increase (decrease) in other liabilities ar 85,274 (98) (1,440) 83,773 20,632
Total adjustments 18,290 18,265 571,336 40,448 644,932 35,830

NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES

NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES
Cast of installment purchases
Loss on disposal of capital assets
Transfer of assets from (o) other state funds
Increase (decrease) in fair value of investments

$ 5820928 & 47,001 §$ 83747 § 459,743 19,783
$ 4,315
g (2) $ 2) 8 (246)
3 (74) § (74) $ 18,541
$ 103709 § 459 § 9 $ 104,159

The accompanying notes to the financial statements are an integral part of this statement.
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State of lllinois

Statement of Fiduciary Net Assets

Fiduciary Funds

June 30, 2007 (Expressed in Thousands)

Pension
(and Other
Employee
Benefit) Investment Private-Purpose Agency
Trust Funds Trust Funds Trust Funds Funds
ASSETS
Cash equity with State Treasurer $ 359,070 $ 3,332 $ 1121 § 306,598
Cash and cash equivalents 1,137,427 5,269,064 92,158 31,488
Investments:
Equities 35,257,062 2,424,862
Fixed income 15,763,926 741,367 139
Private equity 2,835,828
Real estate 5,021,553
Other 2,081,864 836,673
Equity in lllinois State Board of Investments 12,552,196
Securities lending collateral 7,183,165
Receivables, net:
Taxes 133,189
Members 103,245
Employers 24,498
Investment income 313,419 2,158 15,889
Intergovernmental 5,926 288
Pending investment sales 5,387,770
Other 24,115 5 173,672
Due from other funds 45
Due from primary government funds 13,405 68,880
Due from component units 2,157
Prepaid expenses 1,119
Loans and notes receivable, net 72
Other assets 58,590
Capital assets not being depreciated 1,675
Capital assets being depreciated, net 10,837
Total assets 88,080,302 6,015,921 2,534,246 $ 1,609,378
LIABILITIES
Accounts payable and accrued liabilities 207,268 199 854 $ 37,165
Intergovernmental payables 1 481,166
Due to other funds 45
Due to primary government funds 9,562 792
Due to component units 61
Security lending collateral 7,183,165
Payable to brokers for unsettled trades 6,219,919
Depository and other liabilities 2,889 6,205 1,080,986
Long term obligations:
Due within one year 36
Due subsequent to one year 3,340
Total liabilities 13,623,336 3,880 7059 § 1,609,378
NET ASSETS
Net assets held in trust for:
Pension and other employee benefits 74,456,966
Pool participants 6,012,041
Other purposes 2,527,187
Total net assets $ 74,456,966 $ 6,012,041 % 2,527,187

The accompanying notes to the financial statements are an integral part of this statement.
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State of lllinois

Statement of Changes in Fiduciary Net Assets
Fiduciary Funds

For the Year Ended June 30, 2007 (Expressed in Thousands)

Pension
(and Other
Employee

Benefit) Investment

Trust Funds

Trust Funds

Private-Purpose
Trust Funds

ADDITIONS
Deposits/Contributions:

Employer
State
Participants
Members:

Employees

Retirees
Federal Medicare Part D
Other contributions

Total contributions

Investment income:
Interest and other investment income
Net increase (decrease) in fair value of investments
Reimbursements of expenses
not separable from investment income
Less investment expense
Net investment income

Capital share and individual account transactions:
Shares sold
Reinvested distributions
Shares redeemed
Net capital share and individual account transactions

Total additions

DEDUCTIONS
Benefit payments
Refunds
Payments in accordance with trust agreements
Distribution to pool investors
Depreciation
General and administration
Total deductions

Net additions (deductions)
Net Assets, July 1, 2006, as restated

Net Assets, June 30, 2007

584,871
1,067,125
$ 1,025,070
1,615,064
140,124
18,369
40,849 7
3,466,402 1,025,077
2,453,119 $ 293,461 51,908
9,700,692 (6,790) 249,668
3,194
(409,172) (4,495)
11,747,833 282,176 301,576
9,889,842
244,271
(8,913,044)
1,221,069
15,214,235 1,503,245 1,326,653
6,078,888
128,344
635,557
244,271
1,589
41,579 7,697
6,250,400 244 271 643,254
8,963,835 1,258,974 683,399
65,493,131 4,753,067 1,843,788
74456966 $ 6,012,041 § 2,527,187

The accompanying notes to the financial statements are an integral part of this statement.



State of lllinois

Statement of Net Assets

Component Units
June 30, 2007 (Expressed in Thousands)

lllinois Housing Northern Southern
Development Toll Highway Other lllinois State lilinois lllinois
Authority Authority Authorities University University University
ASSETS
Cash equity with State Treasurer $ 412 % 537,776
Cash and cash equivalents 18,053 24,288 88,998 §% 31,081 % 16,692 $§ 114,235
Investments 139,134 23,265 109,289 148,489 266,796
Receivables, net:
Intergovernmental 19 1,366
Other 11,633 54,735 6,322 11,248 19,322 47,773
Due from component units 13 11 87
Due from primary government 103 2,111 644 12,966
Inventories 9 2,966 3,219 6,362
Prepaid expenses 13,311 186 1,845 3 1,127
Unamortized bond issuance costs 15,969 9,968 1,572 716 2,570 3,808
Loans and notes receivable, net 1,785,274 41,565 10,090 9,693 19,624
Restricted assets:
Cash equity with State Treasurer 111,434 21,379
Cash and cash equivalents 859,228 20,984 13,298
Investments 635,752 142,147 20,503 75,982
Other receivables, net 21,151 1,202
Loans and notes receivable, net 55,820
Other assets
Other assets 33,932 430 1,140 11,218 22,926
Capital assets not being depreciated 821,815 40,390 42,330 57,365 128,298
Capital assets being depreciated, net 203 2,275,039 12,749 236,519 261,021 449,151
Total assets 2,640,362 4,870,911 336,843 538,627 530,247 1,073,153
LIABILITIES
Accounts payable and accrued liabilities 57,569 295 466 6,987 16,250 26,506 38,494
Intergovernmental payables
Due to component units 2
Due to primary government 316,383 215 194 21 303
Unearned revenue 157,863 20,123 7.081 25,129 48,285
Assets held for others 167,508 8,873
Short-term notes payable 2,042
Long-term obligations:
Due within one year 102,783 65,571 34,699 6,420 12,577 26,935
Due subsequent to one year 1,485,221 2,418,375 91,858 97,541 185,544 331,086
Total liabilities 2,129,464 2,937,275 155,924 136,361 249,777 445,103
NET ASSETS
Invested in capital assets,
net of related debt 203 1,337,314 36,165 224,734 153,585 333,408
Restricted for:
Debt service 248,805 2,835 41,256
Nonexpendable purposes 82 56,808 35,185 84,055
Other expendable purposes 425,135 364 35,609 26,931 91,280
Other purposes 57,175
Unrestricted 85,560 347,153 84,662 85,115 64,769 78,051
Total net assets 3 510,898 $ 1,933636 § 180,919 § 402,266 $ 280470 % 628,050

The accompanying notes to the financial statements are an integral part of this statement.
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University of

Other

lllinois Universities Total
$ 538,188
$ 285345 $ 104,695 683,387
496,604 31,983 1,215,560
7,033 8,418
324 678 31,400 507,111
10 36 157
81,322 4,195 101,341
27,546 3,925 44,027
23,828 1,717 42,017
7.940 2,107 44,649
61,347 14,668 1,942,261
132,813
369,188 39,633 1,302,331
1,419,146 86,356 2,379,886
22,353
55,820
23 23
40,940 629 111,215
433,767 150,077 1,674,042
2,684,830 488,452 6,407,964
6,256,491 966,929 17,213,563
357,429 48,488 847,189
3,331 3.331
71 84 157
32,247 2,739 352,102
148,318 16,396 423,185
32,619 209,000
6,402 1,512 9,956
129,734 25,204 403,923
1,885,165 232,950 6,727,740
2,591,985 330,704 8,976,593
1,844,838 481,486 4,411,733
20,6842 6,469 320,007
889,707 52,843 1,118,780
749,953 63,789 1,393,061
57,175
159,366 31,538 936,214
$ 3664506 § 636,225 § 8,236,970
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State of lllinois

Statement of Activities

Component Units
For the Year Ended June 30, 2007 (Expressed in Thousands)

Program revenues

Operating Capital Net
Charges for grants and grants and {expense)

Functions/Programs Expenses service contributions contributions revenue
Authorities:

lllinois Housing Development Authority $ 275221 $ 119,089 $ 205,104 $ 48,972

Toll Highway Authority 501,428 585,095 83,667

Other authorities 188,451 121,674 9,185 $ 1,068 (56,524)
Universities:

lllinois State University 357,315 178,259 25,062 1,810 (152,184)

Northern lllinois University 442 874 227,052 61,604 (154,218)

Southern lllinois University 861,041 378,995 89,600 1,616 (390,830)

University of lllinois 3,832,626 1,729,014 784,158 8,541 (1,310,913)

Other universities 757,051 330,469 112,852 3,363 (310,367)

Total $ 7,216,007 $ 3,669,647 $ 1,287,565 $ 16,398 $ (2,242,397)

The accompanying notes to the financial statements are an integral part of this statement.
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General revenues

Interest and Additions
State investment to permanent Change in Net assets, Net assets,

appropriations income Other endowments net assets July 1, 2006, June 30, 2007
5 3,945 5 52,917 $ 457,981 $ 510,898
72,268 $ 5,751 161,686 1,771,950 1,933,636
3 12,610 9,161 22,077 $ 259 (12,417) 193,336 180,919
131,791 18,305 34,874 1,349 34,135 368,131 402,266
160,456 12,028 802 1,261 20,329 260,141 280,470
358,981 33,321 65,263 4614 71,349 556,701 628,050
1,105,293 272,938 139,145 29,298 235,761 3,428,745 3,664,506
351,575 18,993 5,615 5,515 71,331 564,894 636,225
$ 2,120,706 $ 440,959 $ 273,527 3 42 296 $ 635,091 $ 7,601,879 $ 8,236,970
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STATE OF ILLINOIS
Notes to the Financial Statements
June 30, 2007

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Basis of Presentation

The accompanying financial statements of the State of Illinois have been prepared in conformity
with accounting principles generally accepted in the United States of America (“GAAP”) as
prescribed in pronouncements of the Governmental Accounting Standards Board (“GASB”).

B. Financial Reporting Entity

The State of Illinois is a “primary government” whose financial statements consist of the primary
government, organizations for which the primary government is financially accountable and other
organizations for which the nature and significance of their relationship with the primary
government are such that exclusion would cause the reporting entity’s financial statements to be
misleading or incomplete. The financial statements include all funds, elected offices,
departments and agencies as well as boards, commissions, authorities and universities for which
the State’s elected officials are financially accountable. Financial accountability exists when the
State’s governing body appoints a majority of an organization’s governing board and (1) the State
can impose its will upon the organization or (2) there is a potential for the organization to provide
specific financial benefit to, or impose specific financial burdens on the State.

The State’s governing body consists of the legislative, executive and judicial branches of
government. The legislative function is controlled by an elected General Assembly composed of
a 59-member Senate and a 118-member House of Representatives. The executive branch consists
of the Governor (the chief executive of the State), the Lieutenant Governor, the Attorney General,
the Secretary of State, the Comptroller and the Treasurer. The judicial branch is composed of a
seven-member Supreme Court, five Appellate court districts and twenty-two Circuit Court
judicial districts including Cook County.

The financial statements distinguish between the “primary government™ and its “component
units.” The State’s participation in a joint venture, related organizations and jointly governed
organizations is separately disclosed below. The primary government, which consists of
organizations that make up the State’s legal entity, is the nucleus of the State’s reporting entity.
Component units are legally separate organizations for which the State is financially accountable.
The State provided over $2.1 billion in direct unrestricted expenditures to the State’s component
units and also provided restricted grants, employee health insurance, employee retirement
contributions, and construction project management during the fiscal year. Complete financial
statements of the individual component units can be obtained from the respective component
unit’s administrative offices (as listed in parentheses below).
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Fiduciary Component Units

The State has two fiduciary component units that administer pension and other employee benefit
trust funds. These entities are legally separate from the State and meet the definition of a
component unit because they are fiscally dependent on the State; however, due to their fiduciary
nature they are presented in the Fiduciary Fund Statements as pension and other employee benefit
trust funds, along with other primary government fiduciary funds.

1. Teachers' Retirement System (“TRS"). TRS is the administrator of a cost-sharing
multiple-employer public employee defined benefit pension plan which provides
coverage to teachers employed by public school districts in Illinois (excluding Chicago)
even though most covered employees are not State employees. The State of Illinois is
legally mandated to make contributions to TRS.

2. State Universities Retirement System (“SURS”). SURS is the administrator of a cost-
sharing multiple-employer public employee defined benefit pension plan which provides
coverage to faculty and staff of State universities, community colleges and related
agencies, of which, most covered employees are not State employees. The State of
Illinois is legally mandated to make contributions to SURS.

Blended Component Unit

The following component unit is reported, as exclusion would be misleading to the State’s
financial statements, as though it is a part of the primary government using the blending method
since it provides services primarily to benefit the State:

1. Office of the Special Deputy Receiver (“OSD”). The OSD acts as agent for the State of
Illinois in supervising the conservation, rehabilitation or liquidation of insurance
companies. The OSD reports on a December 31 year-end. (Administrative Office: 222
Merchandise Mart Plaza, Suite 1450, Chicago, Illinois 60654).

Discretely Presented Component Units

Discretely presented component units are reported in separate columns to emphasize that they are
legally separate from the State. The discretely presented component units presented below have
governing bodies appointed by the governing board of the State.

1. lllinois Housing Development Authority (“IHDA"). The IHDA issues notes and bonds to
make loans for the acquisition, construction and rchabilitation of housing and to
encourage home ownership. The State approves bonds and notes issued by the IHDA
and is secondarily liable for its debt if there are not sufficient IHDA monies to pay
principal and interest. (Administrative Offices: 401 North Michigan Avenue, Suite 900,
Chicago, Illinois 60611).

2. Illinois State Toll Highway Authority (“THA"”). The THA operates a toll highway system
to promote the public welfare and to facilitate vehicular traffic by providing convenient,
safe, modern and limited access highways within Illinois. The State substantially
approves the THA’s budget. The THA reports on a December 31 year-end.
(Administrative Offices: 2700 Ogden Avenue, Downers Grove, Illinois 60515).
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10.

Nllinois Literacy Foundation (“Foundation”). The Foundation promotes literacy among
the residents of the State of Illinois by supporting literacy programs and enhancing
Statewide literacy awareness. The State has the ability to appoint, hire, reassign and
dismiss those persons responsible for the day-to-day operations of the Foundation.
(Administrative Offices: 431 South 4th, 1st Floor, Springfield, Illinois 62756).

Hllinois Grain Insurance Corporation (“Corporation™).  The Corporation was created
for the purpose of improving the economic stability of agriculture in the State of Illinois
by establishing a fund to pay grain producers and other claimants for losses incurred by
the failure of a grain dealer or warchouseman. The State has the ability to remove
appointed members of the Corporation’s governing board at will. (Administrative
Offices: State Fairgrounds, Springfield, Illinois 62794).

lllinois Conservation Foundation (“Foundation”). The Foundation was created to
promote, support, assist, sustain and encourage the charitable, educational, scientific and
recreational programs, projects and policies of the Illinois Department of Natural
Resources. The State has the ability to appoint, hire, reassign and dismiss those persons
responsible for the day-to-day operations of the Foundation. (Administrative Offices:
Natural Resources Road, Springfield, Illinois 62701-1787).

Comprehensive Health Insurance Plan (“"CHIP”) Board. The CHIP provides an
alternate market for health insurance for eligible Illinois residents having a pre-existing
health condition. The State substantially approves the CHIP’s budget. (Administrative
Offices: 400 West Monroe Street, Suite 202, Springfield, Tllinois 62704).

East St. Louis Financial Advisory Authority (“Authority”). The Authority was created to
provide a secure financial basis for and to furnish assistance to the city of East St. Louis.
The State funds certain programs of the Authority. (Administrative Offices: 10
Collinsville Avenue, East St. Louis, Illinois 62201).

Hlinois Finance Authority (“Authority”). The Authority was created during fiscal year
2004 to assume and exercise all rights, powers, duties and responsibilities formerly
exercised by the following authorities prior to the abolition of those authorities: the
Illinois Development Finance Authority, the Illinois Farm Development Authority, the
Illinois Health Facilities Authority, the Illinois Educational Facilities Authority, the
Ilinois Community Development Finance Corporation and the Illinois Rural Bond Bank.
(Administrative Offices: 233 South Wacker Drive, Suite 4000, Chicago, Illinois 60606).

Illinois Medical District Commission (“Commission”’). The Commission was created to
maintain and expand a designated “medical district.” The State substantially approves
the Commission’s budget. (Administrative Offices: 600 South Hoyne, Chicago, Illinois
60612).

Quad Cities Regional Economic Development Authority (“Authority”). The Authority
promotes economic development within the counties of Rock Island, Henry and Mercer
in the State of Illinois. The State approves bonds and notes issued by the Authority and is
secondarily liable for its debt if there are not sufficient Authority monies to pay principal
and interest. (Administrative Offices: 1830 Second Avenue, Suite 200, Rock Island,
Illinois 61201).
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11.

12,

13

4.

il

Southwestern lllinois Development Authority (“Authority”). The Authority promotes
cconomic development within the counties of St. Clair and Madison in the State of
Illinois. The State approves bonds and notes issued by the Authority and is secondarily
liable for its debt if there are not sufficient Authority monies to pay principal and interest.
(Administrative Offices: 1022 Eastport Plaza, Collinsville, Illinois 62234).

Southeastern Illinois Economic Development Authority (“Authority”). The Authority
promotes economic development in Fayette, Cumberland, Clark, Effingham, Jasper,
Crawford, Marion, Clay, Richland, Lawrence, Jefferson, Wayne, Edwards, Wabash,
Hamilton and White counties and Irvington Township in Washington County. The State
approves bonds and notes issued by the Authority and is secondarily liable for its debt if
there are not sufficient Authority monies to pay principal and interest. (Administrative
Offices: 200 Potomac Boulevard, Mt. Vemnon, Illinois 62864).

Upper Illinois River Valley Development Authority (“Authority”). The Authority
promotes economic development within the counties of Grundy, LaSalle, Bureau,
Putnam, Kendall, Kane, McHenry and Marshall in the State of Illinois. The State
approves bonds and notes issued by the Authority and is secondarily liable for its debt if
there are not sufficient Authority monies to pay principal and interest. (Administrative
Offices: 321 West Main Street, Ottawa, Illinois 61350).

Boards of Trustees of Chicago State University (“CSU"), Eastern Illinois University
(“EIU"), Governors State University (“GSU"), Northeastern Illinois University
(“NEIU"), Northern Illinois University (“NIU"), Western Illinois University (“WIU"),
[llinois State University (“ISU"), Southern Illinois University (“SIU") and University of
Hinois (“U of ") (“boards”). The boards of the respective universities operate, manage,
control and maintain the schools. The State provides significant financial support to the
boards of the universities. Certain universities have donor restricted endowments that are
restricted as to spending by the donor which are detailed in their separately issued
financial statements. The Uniform Management of Institutional Funds Act permits the
boards to spend net appreciation of endowments as they determine to be prudent.
(Administrative Offices:

C8U, 9501 South King Drive, Chicago, Illinois 60628

EIU, 113 West Old Main, Charleston, Illinois 61920

GSU, Route 54 & Stuenkel Road, University Park, Illinois 60466
NEIU, 5500 North St. Louis Avenue, Chicago, Illinois 60625
NIU, 204 Lowden Hall, DeKalb, Illinois 60115

WIU, 1 University Circle, Macomb, Illinois 61455

I1SU, Campus Box 1200, Normal, I1linois 61790-1200

SIU, Colyer Hall, Carbondale, Illinois 61801

Uofl, 111 E. Green, MC 434, Champaign, Illinois 61820).

The following component unit must obtain the State’s approval for debt issuances:

%

Will-Kankakee Regional Development Authority (“Authority”). The Authority promotes
economic development within the counties of Will and Kankakee in the State of Illinois.
The State approves bonds and notes issued by the Authority and is secondarily liable for
its debt if there are not sufficient Authority monies to pay principal and interest.
(Administrative Offices: 116 North Chicago Street, Suite 101, Joliet, Illinois 60432).
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Excluding the following component units from the State’s financial statements would be
misleading and therefore the component units are included because of the nature of the
component units’ relationship with the State:

1. IMSA Fund for Advancement of Education (“IMSA Fund”). The IMSA Fund was
established for the purpose of benefiting, performing the function of and carrying out
certain charitable, educational, literary and scientific purposes of the Illinois Mathematics
and Science Academy, a primary government agency. (Administrative Offices: 1500
West Sullivan Road, Aurora, Illinois 60506-1000).

2. linois Arts Council Foundation (“Foundation”). The Foundation was established to
further charitable, literary and educational art awareness programs. (Administrative
Offices: James R. Thompson Center, 100 West Randolph, Suite 10-500, Chicago,
Illinois 60601-3298).

Joint Venture

The State is a participant with the states of Michigan, Minnesota, New York, Ohio, Pennsylvania
and Wisconsin in the Great Lakes Protection Fund (“Fund”), an Illinois not-for-profit corporation.
The Fund is the nation’s first multi-state environmental endowment and was established in 1989
for furthering Federal and State commitments to programs that restore and maintain the Great
Lakes’ water quality. This purpose is achieved by providing grant money for projects that
promote the objectives of the regional Great Lakes Toxic Substance Control Agreement and the
binational Great Lakes Water Quality Agreement.

A state becomes a member of the Fund by agreeing to contribute an amount set forth in the
Articles of Incorporation. The required contribution from all member states at incorporation was
$81 million. The Fund’s net assets on December 31, 2006 were $132.204 million.

Once a state agrees to make the required contribution, that state’s governor becomes a “member”
of the Fund. Each member is entitled to appoint two individuals to the board of directors.
Budgetary and financial decisions rest with the board of directors except where restricted by the
Articles of Incorporation. Two-thirds of the Fund’s income is used to finance projects compatible
with the organization’s objectives as set forth in the Articles of Incorporation. The remaining
one-third of income is paid to member states in proportion to the amount and period of time that
each state’s contribution was invested with the Fund (“state shares™). Illinois received a State
share for 2006 of $469 thousand. The affirmative vote of all of the members is required for all
actions of the Fund. Complete financial statements of the Fund can be obtained from the Fund’s
Administrative Offices at 1560 Sherman Avenue, Suite 880, Evanston, Illinois 60201.

Related Organizations and Jointly Governed Organizations

The State’s officials are responsible for appointing the majority of the members of the boards of
various related organizations, but the State’s accountability for these organizations does not
extend beyond making the appointments.

The State’s officials, in conjunction with various other state and local government officials, are
members of the boards of other organizations. However, the State has no ongoing financial
interest or responsibility except the role of a participant in the various organizations’ purpose and,
in certain instances, pays annual dues or assessments.
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C. Basis of Presentation
Government-wide Financial Statements

The Statement of Net Assets and the Statement of Activities display information about the
primary government (the State) and its component units. These statements include the financial
activities of the overall government, except for fiduciary activities. Eliminations have been made
to minimize the double counting of internal activities. These statements distinguish between the
governmental and business-type activities of the State and between the State and its discretely
presented component units. Governmental activities generally are financed through taxes,
intergovernmental revenues and other nonexchange transactions. Business-type activities are
financed in whole or in part by fees charged to external parties.

The Statement of Net Assets presents the reporting entity’s non-fiduciary assets and liabilities,
with the difference reported as net assets. Net assets are reported in three categories:

e Invested in capital assets, net of related debt consists of capital assets, net of
accumulated depreciation and reduced by outstanding balances for bonds, notes and other
debt that are attributed to the acquisition, construction or improvement of those assets.

e Restricted net assets result when constraints placed on net asset use are either externally
imposed by creditors, grantors, contributors and the like, or imposed by law through
enabling legislation.

e Unrestricted net assets consist of net assets, which do not meet the definition of the two
preceding categories. Unrestricted net assets often are designated to indicate that
management does not consider them to be available for general operations. They often
have restrictions that are imposed by management, but can be removed or modified.

The Statement of Activities presents a comparison between direct expenses and program revenues
for the different business-type activities of the State and for each function of the State’s
governmental activities. Direct expenses are those that are specifically associated with a program
or function and, therefore, are clearly identifiable to a particular function. Program revenues
include (a) charges paid by the recipients of goods or services offered by the programs and (b)
grants and contributions that are restricted to meeting the operational or capital requirements of a
particular program. Revenues that are not classified as program revenues, including all taxes, are
presented as general revenues.

Fund Financial Statements

The fund financial statements provide information about the State’s funds, including fiduciary
funds and blended component units. Separate statements for each fund category-governmental,
proprietary, and fiduciary-are presented. The emphasis on fund financial statements is on major
governmental and enterprise funds, each displayed in a separate column. All remaining
governmental and enterprise funds are aggregated and reported as nonmajor funds.

Proprietary fund operating revenues, such as charges for services, generally result from exchange
transactions associated with the principal activity of the fund. Exchange transactions are those in
which each party receives and gives up essentially equal values. Nonoperating revenues, such as
subsidies and investment earnings, generally result from nonexchange transactions or ancillary
activities.
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Proprietary fund operating expenses include costs directly related to providing services and
producing and delivering goods. All expenses not meeting this definition are reported as
nonoperating expenses.

The State reports the following major governmental funds:

General — This is the State’s primary operating fund. It accounts for all financial resources
of the general government, except those required to be accounted for in another fund. These
services include, among others, employment and economic development, education (other
than institutions of higher education), and health and social services. Certain resources
obtained from federal grants and used to support general governmental activities are
accounted for in the General Fund consistent with applicable legal requirements. The State’s
General Fund contains four primary sub-accounts (General Revenue, Education Assistance,
Common School and Medicaid Provider Assessment Program) with numerous secondary
sub-accounts.

Road — This fund accounts for the activities of the State highway programs including
highway maintenance and construction, traffic control and safety and administering motor
vehicle laws and regulations. Funding sources include federal aid, State motor fuel taxes and
various license and fee charges.

Motor Fuel Tax — This fund accounts for the activities of various transportation related
program expenditures and the administrative cost of supervising the use of funds apportioned
to municipalities, counties and road districts. Funding sources include State motor fuel taxes
and an allocation (transfer) of State sales tax collections from the General Fund.

State Construction Account — This fund accounts for the construction, reconstruction and
maintenance of the State maintained highway system. Funding sources include a portion of
motor vehicle registration fees, weight taxes and transfers from the Motor Fuel Tax Fund.

The State reports the following major proprietary funds:

Unemployment Compensation Trust — This fund accounts for the activities of the
unemployment insurance program including employer contributions, Federal Unemployment
Trust advances and benefit claims.

Water Revolving — This fund accounts for the activities of a revolving loan program for
local government drinking water and sewage treatment infrastructure. Certain loans
receivable in the fund are restricted due to revenue bond covenants.

Prepaid Tuition Fund — This fund accounts for the net assets held by the Illinois prepaid
tuition program, College Illinois! The program provides Illinois families with an affordable
tax-advantaged method to pay for college.

Designated Account Purchase Program - This fund accounts for the activities of the

Designated Account Purchase Program including issuance of bonds and acquisition of student
loans from lenders. Certain assets in the fund are restricted due to revenue bond covenants.
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Additionally, the State reports the following fund types:
Governmental Fund Types:

Special Revenue — These funds account for resources obtained from specific revenue sources
that are legally restricted to expenditures for specified purposes. Special revenues funds
account for, among other things, federal grant programs, taxes levied with statutorily defined
distributions and other resources restricted as to purpose.

Debt Service — These funds account for governmental resources obtained and accumulated to
pay interest and principal on general long-term debt (other than capital leases, workers’
compensation and unfunded retirement costs).

Capital Projects — These funds account for resources obtained and used for the acquisition
or construction of major capital facilities. Such resources are derived principally from
proceeds of general and special obligation bond issues and certificates of participation.

Permanent — This fund accounts for resources that are legally restricted to the extent that
only earnings, and not principal, may be used for purposes that benefit the government or its
citizens.

Proprietary Fund Types:

Enterprise — These funds account for operations where the intent of the State is that the cost
of providing goods or services to the general public on a continuing basis be financed or
recovered primarily through user charges.

Internal Service — These funds account for data processing, printing, fleet management,
telecommunications and medical and dental benefits for State employees provided to
agencies of the State on a reimbursement basis.

Fiduciary Fund Types:

Pension (and Other Employee Benefit) Trust — These funds account for resources that are
required to be held in trust for the members and beneficiaries of the State’s five Public
Employee Retirement Systems (PERS), the State’s Deferred Compensation Plan Fund, and
the health insurance postemployment benefit plans for community colleges and for local
school districts (excluding Chicago) administered by the State.

Investment Trust — These funds account for the external portion of investment pools
sponsored by the State including the Public Treasurer’s Investment Pool and the Deferred
Lottery Prize Winners Trust Fund.

Private-Purpose Trust — These funds account for resources legally held in trust for use by
individuals, private organizations and other governments. There is no requirement that any
portion of these resources be preserved as capital.

Agency — These funds account for the various taxes, deposits, deductions and property

collected by the State, acting in the capacity of an agent, for distribution to other
governmental units or designated beneficiaries.
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Component Units

The component statements provide aggregate information about the State’s discretely presented
component units, emphasizing major component units. The State’s major component units are
the Illinois Housing Development Authority, Illinois State Toll Highway Authority, Illinois State
University, Northern Illinois University, Southern Illinois University and the University of
Illinois.

D. Measurement Focus and Basis of Accounting

Government-wide, Proprietary Fund, Fiduciary Fund and Component Unit Financial
Statements

The government-wide, proprietary fund, fiduciary fund and component unit financial statements
are reported using the economic resources measurement focus (except for agency funds which do
not have a measurement focus) and the accrual basis of accounting. Revenues are recorded when
earmned and expenses are recorded at the time liabilities are incurred, regardless of when the
related cash flow takes place. Nonexchange transactions, in which the State gives (or receives)
value without directly receiving (or giving) equal value in exchange, include income taxes, excise
taxes, wealth taxes, grants, entitlements and donations. On an accrual basis, revenues from self
assessed taxes, principally income, excise and wealth taxes, are recognized in the fiscal year in
which the underlying exchange transaction occurs. Revenue from grants, entitlements and similar
items are recognized in the fiscal year in which all eligibility requirements imposed by the
provider have been met.

Governmental Fund Financial Statements

Governmental funds are reported using the current financial resources measurement focus and the
modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collected
within the current period or soon enough thereafter to pay liabilities of the current period. For
this purpose, the State considers revenues to be available if they are collected within 60 days of
the end of the current fiscal year. Expenditures generally are recorded when the liability is
incurred, as under accrual accounting. However, principal and interest on formal debt issues,
claims and judgments and compensated absences are recorded only when payment is due.
Capital asset acquisitions are reported as expenditures in governmental funds. Proceeds of formal
debt issues and acquisitions under capital leases are reported as other financing sources.

Significant revenue sources which are susceptible to accrual include individual and corporate
income taxes, sales taxes, public utility taxes, motor fuel taxes and interest. All other revenue
sources including fines, penalties, licenses and other miscellaneous revenues are considered to be
measurable and available only when cash is received.

Private-Sector Standards

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to
the extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. The State also has the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds, subject to this same
limitation. The State generally has elected not to follow subsequent private-sector guidance.
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E. Eliminations

Eliminations have been made in the government-wide statement of net assets to minimize the
“grossing-up” effect on assets and liabilities within the governmental and business-type activities
columns of the primary government. As a result, amounts reported in the funds as interfund
receivables and payables have been eliminated in the governmental and business-type activities
columns of the statement of net assets, except for the net residual amounts due between
governmental and business-type activities, which are presented as internal balances. Amounts
reported in the funds as receivable from or payable to fiduciary funds have been included in the
statement of net assets as receivable from and payable to external parties, rather than as internal
balances.

Eliminations have been made in the statement of activities to remove the “doubling-up” effect of
internal service fund activity. The effect of similar internal events that are, in effect, allocations of
overhead expenses from one function to another or within the same function also have been
eliminated, so that the allocated expenses are reported only by the function to which they were
allocated.

F, Cash Equivalents

Cash equivalents are defined as short-term, highly liquid investments readily convertible to cash
with maturities of 90 days or less at time of purchase. Cash equivalents consist principally of
certificates of deposit, repurchase agreements and U.S. treasury bills and are stated at cost.

G. Investments

Investments are reported at fair value. Generally, the State’s pension systems’ marketable
securities are valued at closing prices listed on national securities exchanges and quotes from
independent pricing services as of June 30. Real estate and venture capital are valued based upon
appraisals and discounted cash flow analysis.

The Illinois Public Treasurers’ Investment Pool, known as The Illinois Funds, operates as a 2a7-
like pool and thus reports all investments at amortized cost rather than market value. The fair
value of the pool is the same as the value of the pool shares. The Treasurer’s investment policies
are governed by State statute. In addition, the Treasurer’s Office has adopted its own investment
practices that supplement the statutory requirement. The Treasurer’s Office issues a separate
financial report for The Illinois Funds. It may be obtained by contacting the Administrative
Office at Jefferson Terrace, 300 West Jefferson Street, Second Level, Springfield, Illinois 62702.

The State’s financial statements contain certain investments that meet the definition of
“derivatives.” Derivative investments included in the pension trust funds are described in more
detail in Note 3.

H. Inventories and Prepaid Expenditures
Inventory is generally reported on the financial statements at moving-average cost. For
governmental funds, the State recognizes the costs of material inventories as expenditures when

purchased. The inventory amounts reported in the governmental funds do not reflect current
appropriable resources, and therefore, the State reserves an equivalent portion of the balance.
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For governmental funds, prepaid expenditures are recognized when paid.

L

Interfund Transactions

The State has the following types of interfund transactions:

J.

Services provided and used - sales and purchases of goods and services between funds for a
price approximating their external exchange value. Interfund services provided and used are
reported as revenues in seller funds and expenditures or expenses in purchaser funds. Unpaid
amounts at year-end are reported as interfund receivables and payables in the fund balance
sheets or fund statements of net assets.

Reimbursements - repayments from the funds responsible for particular expenditures or
expenses to the funds that initially paid for them. Reimbursements are reported as
expenditures in the reimbursing fund and as a reduction of expenditures in the reimbursed
fund.

Transfers - flows of assets (such as cash or goods) between funds without equivalent flows
of assets in return and without a requirement for repayment. In governmental funds, transfers
are reported as other financing uses in the funds making transfers and as other financing
sources in the funds receiving transfers. In proprietary funds, transfers are reported after
nonoperating revenues and expenses.

Capital Assets

Capital assets, which include property, plant, equipment and infrastructure, are reported at cost or
estimated historical cost based on appraisals or deflated current replacement costs. Contributed
assets are reported at estimated fair value at the time received.

Capitalization thresholds of the primary government generally are as follows:

Table 1-1
Capital Asset Category Capitalization
Threshold
Infrastructure $ 250,000
Land 100,000
Land Improvements 25,000
Site Improvements 25,000
Buildings 100,000
Building Improvements 25,000
Equipment 5,000
Works of Art and
Historical Treasures 5,000

Certain component units, however, may have adopted different capitalization thresholds. These
thresholds can be obtained from their separately issued financial statements.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend the asset’s life are not capitalized.

47



State of Illinois Notes to the Financial Statements

Major capital outlays for capital assets and improvements are capitalized as project costs are
incurred. Interest incurred during the construction phase of capital assets used in business-type.
activities is included as part of the capitalized value of the assets constructed.

Capital assets are depreciated using the straight-line method over the following estimated useful
lives:

Table 1-2
Estimated
Capital Asset Category Useful
Lives
(In Years)
Infrastructure 5-50
Land N/A
Land Improvements N/A
Site Improvements 3-50
Buildings 10-60
Building Improvements 10-45
Equipment 3-25
Works of Art and
Historical Treasures 5-7

The State and the University of Illinois, a major component unit, do not capitalize certain
collections of works of art or historical treasures held for public exhibition, education, or research
in furtherance of public service rather than capital gain. These collections are protected, kept
unencumbered, cared for and preserved. Proceeds from the sale, exchange, or other disposal of
any item belonging to non-capitalized collections of works of art or historical treasures for the
State and the University of Illinois must be applied to the acquisition of additional items for the
same collection.

K. Retirement Costs

Substantially all State employees, including members of the General Assembly and Judicial
Branch, participate in one of three State public employee retirement systems (see Note 16). The
State also maintains and funds public employee retirement systems for employees of the various
State supported universities and for public school teachers in cities other than Chicago. It is the
State’s policy to fund retirement costs without regard to amounts calculated under the actuarial
requirements. Except for in fiscal year 2004 when the State contributed the majority of the
proceeds from a $10 billion general obligation bond, the State’s contributions have been less than
the retirement benefits paid during the year for the last twenty-six fiscal years. Prior to fiscal year
1982, the State had funded the retirement costs at a level at least as great as the retirement
benefits paid during the year.

Annual pension cost (APC) is recorded as an expense in the government-wide statement of
activities and is comprised of the employer’s (State’s) annual required contribution (ARC), which
equals normal cost plus interest on unfunded prior service costs and amortization of prior service
costs over thirty years, one year’s interest on the net pension obligation and an adjustment to the
ARC to offset the effect of actuarial amortization of past under or over contributions.
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L. Capital Appreciation (“deep-discount”) Bonds

Capital appreciation bonds are those bonds that are issued at stated interest rates significantly
below their effective interest rate, resulting in a substantial discount. The implicit interest (i.e.,
discount) is not paid until the bonds mature. Therefore, the net value of the bonds “accrete” (i.e.,
the discount is reduced) over the life of the bonds. Capital appreciation bonds are reported in the
government-wide statement of net assets at their accreted value.

M. Compensated Absences

The liability for compensated absences reported in the government-wide, proprietary and
fiduciary fund financial statements consists of unpaid, accumulated vacation and sick leave
balances. A liability for these amounts is reported in governmental funds only if they have
matured, for example, as a result of employee resignations and retirements. The liability has been
calculated using the vesting method, in which leave amounts for both employees who are
currently eligible to receive termination payments and other employees who are expected to
become eligible in the future to receive such payments are included. The liability has been
calculated based on the employees’ current salary level and includes salary related costs (e.g.,
social security and Medicare tax).

Legislation that became effective January 1, 1998 capped the paid sick leave for all State
Employees’ Retirement System members at December 31, 1997. Employees continue to accrue
twelve sick days per year, but will not receive monetary compensation for any additional time
earned after December 31, 1997.

Sick days earned between 1984 and December 31, 1997 (with a 50% cash value) would only be
used after all days with no cash value are depleted. Any sick days earned and unused after
December 31, 1997 will be converted to service time for purposes of calculating employee
pension benefits.

Component unit financial statements also include a liability for compensated absences. However,
they may have adopted different compensated absences policies. These policies can be obtained
from their separately issued financial statements.

N, Bond Premiums, Discounts, and Issuance Costs

In the government-wide and proprietary fund financial statements, bond premiums and discounts,
as well as issuance costs, are deferred and amortized over the life of the bonds using the bonds
outstanding method. Bonds payable are reported net of the applicable bond premium or discount.
Bond issuance costs are reported as deferred charges and amortized over the term of the related
debt.

In the fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount of debt
issued is reported as other financing sources. Premiums on debt issuances are reported as other
financing sources while discounts on debt issuances are reported as other financing uses.
Issuance costs, whether or not withheld from the actual debt proceeds received, are reported as
debt service expenditures.
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0. Advance Refundings of Debt

In the government-wide and proprietary fund financial statements, gains and losses from advance
refundings of debt resulting in defeasance are deferred and amortized as a component of interest
expense over the shorter of the remaining life of the old debt or the life of the new debt using the
effective interest method. Bonds payable are reported net of these deferred gains and losses.

P. Net Assets/Fund Balances

The difference between fund assets and liabilities is “Net Assets” on governmental-wide,
proprietary and fiduciary fund financial statements, and “Fund Balance™ on governmental fund
financial statements.

Fund balances of governmental funds that are legally restricted to a specific future use or that are
not available for appropriation or expenditure are reported as reservations of fund balance.

When both unrestricted and restricted net assets or unreserved and reserved fund balances are
available for use, the State uses restricted net assets or reserved fund balances first.

0. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

R. New Accounting Pronouncements

Effective for the year ending June 30, 2007, the State adopted GASB Statement No. 43, Financial
Reporting for Postemployment Benefit Plans Other Than Pension Plans, which establishes
financial reporting standards for postemployment benefit plans other than pension plans. The
implementation of the statement caused the Teacher Health Insurance Security Fund and the
Community College Health Insurance Security Fund to be reclassified from enterprise funds to
pension (and other employee benefit) trust funds (see Note 2).

S. Future Adoption of GASB Statements

Effective for the year ending June 30, 2008, the State will adopt GASB Statement No. 45,
Accounting and Financial Reporting by Employers for Postemployment Benefit Other Than
Pensions, which establishes standards of accounting and financial reporting for postemployment
benefit plan (other than pension plans) expenditures, related liabilities or assets, note disclosures
and required supplementary information in the financial reports of states and local governmental
employers. The State has not yet determined the impact on the State’s financial statements as a
result of adopting this statement.

Also effective for the year ending June 30, 2008, the State will adopt GASB Statement No. 48,
Sales and Pledges of Receivables and Future Revenues and Intra-Entity Transfers of Assets and
Future Revenues which establishes accounting and financial reporting standards for transactions
in which a government receives, or is entitled to, resources in exchange for future cash flows
generated by collecting specific receivables or specific future revenues. It also contains
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provisions that apply to certain situations in which a government does not receive resources but,
nevertheless, pledges or commits future cash flows generated by collecting specific future
revenues. In addition, the statement establishes accounting and financial reporting standards that
apply to all intra-entity transfers of assets and future revenues. The State has not yet determined
the impact on the State’s financial statements as a result of adopting this statement.

In addition, effective for the year ending June 30, 2008, the State will adopt GASB Statement No.
50, Pension Disclosures (an amendment of GASB Statements No. 25 and No. 27) which
establishes and modifies requirements related to financial reporting by pension plans and by
employers that provide benefit and defined contribution pensions. The State has not yet
determined the impact on the State’s financial statements as a result of adopting this statement.

2 NETASSETS

A. Restatements

The financial statements have been restated as of July 1, 2006 for the following prior reporting
eITOrS:

e Overstatement of accumulated depreciation of several buildings which are a part of the
Capitol complex used for governmental activities.

e Overstatement of sales and public utility tax revenues in the General Fund and
understatement of assets and amounts due to local governments in the Home Rule
Municipal ROT Fund and the Municipal Telecommunications Fund, agency funds.

o Understatement of accrued education expenditures in the General Fund.
Also, the classifications of the Teacher Health Insurance Security Fund and the Community
College Health Insurance Security Fund were changed from nonmajor enterprise funds to
pension (and other employee benefit) funds due to the implementation of GASB Statement No.
43, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans.

In addition, the classifications of the following funds have been changed and the financial
statements have been restated as of July 1, 2006:

e The College Savings Pool Fund has been reclassified from an investment trust fund to a
private-purpose trust fund.

e The Workers® Compensation Revolving Fund has been reclassified from a subaccount of
the General Fund to an internal service fund.
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Table 2-1 (amounts expressed in thousands)

Governmental Activities Business-type Activities Fiduciary Funds
Govemmental Proprietary
Funds Funds
Pension (and
Nonmajor Other Employee
Governmental  Enterprise  Business-Type Benefit) Trust Investment Private-Purpose
General Activities Funds Activities Funds Trust Funds Trust Funds
Fund Balance/Net Assets, June 30, 2006,
as previously reported § (2327897) % (18329738) 5 167522 § 3770404 3 654186862 0§ 6595330 8 1525
Overstatement of accumulated depreciation 116,432 - = = o
Correcion of allocation of taxes (149.726) {149,726) - - - =
Correclion of education expendiluresfexpenses (313,122) (313,122) - = = -
Implementation of GASB Statement No. 43 - == (74,469) (74,469) 74,469 - +
Change in classification of Coflege Savings
Pool Fund - - - - - (1,842,263) 1,842,263
Change in classification of the Workers'
Compensation Revolving Fund (179,479) - - E - -
Fund Balance/Net Assets, June 30, 2008,
as restated § (2970224) % (18676155) § 93053 § 3695935 § 65403131  § 4753067 ¢ 1,843,788

B. Net Assets Restricted by Enabling Legislation

The government-wide statement of net assets reports $5.409 billion of restricted net assets, of
which $4.817 billion is restricted by enabling legislation.

3 DEPOSITS AND INVESTMENTS

The State Treasurer is the custodian of the State’s deposits and investments for most funds and
maintains these deposits and investments in the State Treasury. The investment authority and
guidelines for the Treasurer’s published investment policy for the State Treasury is found in
Section 22.8 of the Deposit of State Moneys Act (15 ILCS 520). The pooling of cash allows the
Treasurer to invest monies not needed to pay immediate obligations so that investment earnings
on available cash are maximized. Investments of the State Treasury are not segregated by fund;
rather, each contributing fund’s balance is treated as equity in the State Treasury. Accordingly,
the State Treasury is not reported as a separate fund in this report. Instead, each State fund’s and
each component unit’s balance in the State Treasury is presented as “Cash equity with State
Treasurer”. Investments held by the State Treasurer in the State Treasury at June 30, 2007,
consisted of the following:
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Table 3-1 (amounts expressed in thousands)

Fair
Investment Type Value
Repurchase agreements $ 1,874,466
U.S. Agency obligations 1,256,781
Commercial paper 2,741,759
Corporate debt securities 29,714
Money market mutual funds 317,476
Private equity 6,244
Equity in Public Treasurers' Investment Pool 1,325,575
Equity in other investment pools 843
Total fair value $ 7,552,858

Funds maintained outside the State Treasury have independent statutory authority to manage their
own deposits and investments. The investment authority of the Illinois State Board of Investment
(ISBI). Teachers’ Retirement System (TRS) and State Universities Retirement System (SURS) is
governed by the Illinois Pension Code (40 ILCS 5). Authorized investments consist of bonds,
equities, real estate, venture capital and other activities to be made with the care, skill, prudence
and diligence which a prudent person acting in a like capacity and familiar with such matters
would use in the conduct of investing similar retirement trusts, ISBI, TRS and SURS each has
published investment policies incorporating these guidelines. Primary government investments
held outside of the State Treasury at June 30, 2007, except for investments held by ISBI, TRS and
SURS, consisted of the following:

Table 3-2 (amounts expressed in thousands)
Fair

Investment Type Value

Repurchase agreements $ 16,544
U.S. Treasury obligations 1,484,245
U.S. Agency obligations 228,525
Municipal debt 62,855
Negotiable certificates of deposit 55,836
Annuities 2,775
Corporate debt securities 138,990
Mutual funds 798,199
Equity in Public Treasurers' Investment Pool 5,391,549
Equity in other investment pools 3,802
Money market mutual funds 377,488
Equity securities 4,348,281
Blended mutual funds 390,442
Guaranteed investment contracts 586,992
U.S. Treasury Unemployment allocation 1,765,139
Other 10,236
Total fair value $ 15,661,898

The ISBI is considered to be an internal investment pool of the State of Illinois, operating solely
from investment income. The ISBI manages and invests the pension assets of three separate
public employee retirement systems: General Assembly Retirement System, the Judges’
Retirement System of Tllinois, and State Employees’ Retirement System of Illinois. The ISBI’s
member systems retain all of the cash necessary for current operating expenditures in the State
Treasury. The amount of cash received by the ISBI's member systems in excess of their current
operating expenditures is transferred to the ISBI for purposes of long-term investment. The ISBI

53



State of Hlinois Notes to the Financial Statements

is not reported as a separate fund in this report. Instead, each member system’s balance in the
ISBI is presented as “Equity in the Illinois State Board of Investments”. The ISBI has
approximately $296.490 million in deposits and investments greater than the member systems
equity due to net investment liabilities of the ISBI.

Investments held by ISBI at June 30, 2007, consisted of the following:

[Table 3-3 (amounts expressed in thousands)
Fair

Investment Type Value
U.S. Treasury obligations $§ 317,359
U.S. Agency obligations 866,917
Corporate obligations 1,228,970
Common stock and equity funds 6,059,409
Preferred stock 1,865
Foreign debt obligations 72,190
Foreign equity securities 1,365,648
Hedge funds 496,405
Real estate 1,189,615
Private equity 563,366
Money market instruments 535,700
Infrastructure funds 108,435
Forward foreign currency contracts (109)

Total Investments $ 12,805,770

CUSTODIAL CREDIT RISK

Custodial credit risk is the risk that, in the event of the failure of a depository financial institution,
a government will not be able to recover deposits or will not be able to recover collateral
securities that are in the possession of an outside party. The custodial credit risk for investments
is the risk that, in the event of the failure of the counterparty to a transaction, a government will
not be able to recover the value of investment or collateral securities that are in the possession of
an outside party.

Deposits
Primary Government:

In accordance with Section 6 of the Public Funds Investment Act (30 ILCS 235), uncollateralized
and uninsured deposits may not exceed 75% of the capital stock and surplus of a bank, 75% of
the net worth of a savings and loan association or 50% of the unimpaired capital and surplus of a
credit union.

The carrying amount and bank balance of cash deposits held by the State Treasury was $1.481
billion and $1.483 billion at June 30, 2007, respectively. Of the total bank balance of these cash
deposits at June 30, 2007, $38.486 million was uninsured and uncollateralized.

The carrying amount and bank balance of cash deposits held outside of the State Treasury, except
for investments held by ISBI, TRS and SURS, was $236.622 million and $296.643 million at
June 30, 2007, respectively. Of the total bank balance of these cash deposits at June 30, 2007,
$4.990 million was uninsured with collateral held by the pledging financial institution in the
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State’s name, $3.749 million was uninsured with collateral held by the pledging financial
institution but not in the State’s name and $14.382 million was uninsured and uncollateralized.

ISBI has no policy for custodial credit risk for deposits held for investment purposes. These
deposits are under the custody of State Street Bank and Trust. State Street Bank and Trust has a
AA Long-term Deposit/Debt rating by Standard and Poor’s and an Aal rating by Moody’s. The
carrying amount and bank balance of ISBI’s cash deposits at June 30, 2007, was $42.916 million
and $43.068 million, respectively. Of the total bank balance at June 30, 2007, $42.921 million
was uninsured and uncollateralized.

TRS’s foreign currency held by investment managers at June 30, 2007 totaled $40.519 million,
all of which was uninsured and uncollateralized.

SURS’s cash held in its investment related bank account in excess of $100,000 is uninsured and
uncollateralized. SURS has no deposit policy for custodial credit risk. Deposits are under the
custody of the Northern Trust Company which has a AA- Long Term Deposit/Debt rating by
Standard and Poor’s and an Aa3 rating by Moody’s. At June 30, 2007, the carrying amount was
$513.152 million and the bank balance was $516.373 million, of which $36.566 million was
uninsured and uncollateralized.

Investments

Primary Government:

The State does not have a formal policy for custodial credit risk of investments held outside of the
State Treasury. The following table summarizes the Primary government investments held

outside of the State Treasury, except for investments held by ISBI, TRS and SURS, that were
subject to custodial credit risk at June 30, 2007:

Table 3-4 (amounts expressed in thousands)
Fair
Investment Type Value
Uninsured and unregistered with securities
held by counterparties' agents but not in the
State's name
U.S. Agency obligations $ 38,226
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As of June 30, 2007, the following investments were uninsured and unregistered, with securities
held by the counterparty or by its trust department or agent but not in ISBI’s name:

Table 3-5 (amounts expressed in thousands)
Fair

Investment Type Value
ISBI:

Common stock $ 3424

U.S. government and agency obligations 28,351

Corporate obligations 2,152
Total $ 33927

CREDIT RISK

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations.

Primary Government:

Section 2 of the Public Funds Investment Act limits the State’s investments, both inside and
outside the State Treasury, to securities of the U.S. government or its agencies, short-term
obligations of domestic corporations exceeding $500 million in assets that are rated in the three
highest categories by at least two nationally recognized statistical ratings organizations not to
exceed ten percent of the domestic corporations outstanding obligations, money market mutual
funds invested in the U.S. government and/or its agencies, and repurchase agreements sccurifics
of the U.S. government or its agencies or money market mutual funds invested in the U.S.
government or its agencies. Additional investments may be authorized in certain funds as
exceptions to Section 2 of the Public Funds Investment Act pursuant to State statute prescribing
the activities of a fund. The following table summarizes the Moody’s credit quality ratings for
debt securities held by the State Treasurer in the State Treasury at June 30, 2007:

Table 3-6 (amounts expressed in thousands)

Not

Investment Type Aaa A P-1 Rated Total
Repurchase agreements 3 - $ - $1,874,466 $ - $ 1,874,466
U.S. Agency obligations 723,202 - 533,579 - 1,256,781
Commercial paper - -- 2,741,759 - 2,741,759
Corporate debt securities 9,714 10,000 - 10,000 29,714
Money market mutual funds 308,467 - - 9,009 317,476
Equity in Public Treasurers'

Investment Pool - - - 1,325,575 * 1,325,575
Equity in other investment

pools - - -- 843 843

Total fixed income securities $1,041,383 $ 10,000 $ 5,149,804 $ 1,345,427 $ 7,546,614

* Equity in Public Treasurers' Investment Pool was rated AAA by Standard and Poor's.
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The following table summarizes the Moody’s credit quality ratings for debt securities held by the
primary government, except for debt securities held by ISBI, TRS, and SURS, outside of the
State Treasury at June 30, 2007:

Table 3-7 (amounts expressed in thousands)

Not

Investment Type Aaa Aa A Baa Rated Total

Repurchase agreements $§ 4,698 $ = $ 7 $ ¥ $ 11,846 $ 16544
U.S. Agency obligations 227,962 493 - - - 228,455
Municipal debt 50,824 10,672 960 - 399 62,855
Negotiable certificates of deposit - - - - 55,836 55,836
Corporate debt securities 70,569 28,587 20,354 14,363 5117 138,990
Mutual funds - - - - 798,199 * 798,199

Equity in Public Treasurers'
Investment Pool - - -
Equity in other investment

5391548 " 5391549

pools - - - - 3,802 3,802
Money market mutual funds - -- - - 377,488 *** 377,488
Total subject to credit risk $ 354,053 $ 39752 § 21,314 $14,363 $ 6,644,236 7,073,718
U.S. Treasury obligations 1,484,245
U.S. Agency obligations o
Total fixed income securities $ 8,558,033

* $164.347 million, $278.278 million and §177.260 million of mutual funds were rated AAA, AA and A, respectively, by Standard and Poor's.
**The Equity in Public Treasurers' Investment Pool was rated AAA by Standard and Poor's.
***$211.439 million of money market mutual funds was rated AAA by Standard and Poor’s.

The portfolios of ISBI, TRS and SURS are managed by professional investment management
firms. Each investment manager must comply with risk management guidelines individually
assigned to them as part of their Investment Management Agreement. With the exception of
certain commingled funds, bonds below B- are not permissible in any of the fixed income
investment manager guidelines. However, in circumstances where position downgrades occur,
investment managers have been given permission to hold securities due to circumstances such as
a higher peer group rating from another nationally recognized statistical rating organization, firm
internal ratings, or other mitigating factors.
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The following table summarizes the Moody’s credit quality ratings for debt securities held by

ISBI at June 30, 2007:

[Table 3-8 (amounts expressed in thousands)
Corporate Debt Foreign Debt U.S. Agency
Quality Rating Obligations Obligations Obligations Total
Aaa 254,534 $ 16,064 $ 866,917 $1,137,515
Aa 122,242 4,407 - 126,649
A 132,485 5,363 - 137,848
Baa 111,328 17,202 - 128,530
Ba 183,959 15,154 - 199,113
B 262,208 3,348 - 265,556
Caa 50,780 - - 50,780
Ca 907 - - 907
5 684 - - 684
Not rated 109,843 10,652 - 120,495
Total subject to credit risk 1,228,970 3 72,190 § 866917 2,168,077
U.S. Treasury obligations 317,359
Total fixed income securities $2,485,436

The following table summarizes the Moody’s credit quality ratings for debt securities held by

TRS at June 30, 2007:

[Table 39 {amounts expressed in thousands)

Corporate Debt  Foreign Debt U.S. Agency Short-term Commingled
Quality Rating Obligations Obligations Obligations Investments Funds Total
Aaa $ 1915605 § 390901 $ 3642121 § 11408 $ = § 5,960,033
Aa 660,343 67,588 301 89475 817,707
A 460,350 38,340 - - - 438,690
Baa 601,203 3729 - - - 604,932
Ba 272138 1,889 - - 21,010 295,037
B 125,560 5,273 - - 18,000 148,833
Caa 22,464 - - - - 22,464
P-1 4510 - 1"7,.272 121,782
P-2 - - 247 247
Not rated 152,165 6,736 - 8,402 167,303
Total subject to credit risk § 4214338 § 514456 $ 3,642422 $ 226,802 § 39010 8,637,028
U.S. Agency obligations (o T 1,217,042
U.S. Treasury obligations 513,731
Less cash equivalents (293,268)
Total fixed income securities $10,074,533
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The following table summarizes the Standard and Poor’s credit quality ratings for debt securities
held by SURS at June 30, 2007:

Table 3-10 (amounts expressed in thousands)
Corporate Debt Foreign Debt U.S. Agency
Quality Rating Securities Securities Obligations Total
AAA 3 1,047,027 b 17,997 $ 1,838,279 $2,903,303
AA 939,505 36,547 3,000 979,142
A 225,986 64,547 - 290,533
BBB 184,332 65,461 530 250,323
BB 105,028 5,199 - 110,227
B 41,047 1,243 - 42,290
CcC 4,358 - - 4,358
D 113 - - 113
Not rated 58,921 7,730 17 66,668
Total subject to credit risk 3 2,606,317 $ 198,724 $ 1,841,916 4,646,957
U.S. Agency obligations 111,859
U.S. Treasury obligations 617,604
Less cash equivalents (275,750)
Total fixed income securities $5,100.670

INTEREST RATE RISK

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment.

Primary Government:

As a means of limiting its exposure to fair value losses arising from rising interest rates, the State
Treasurer’s investment policy for the State Treasury limits investments to maturities not to
exceed five years with the majority required to be in authorized investments with less than one-
year maturity In addition, no more than 10% of the investment portfolio shall be allocated to
investments with a 2 to 4 year maturity band and no more that 5% of the investment portfolio
shall be allocated to investments with a 4 to 5 year maturity band. For funds held outside of the
State Treasury, excluding pension (and other employee benefit) trust funds, there is no formal
policy limiting investment maturities as a means of managing exposure to fair value losses arising
from increasing interest rates.

59



State of Hlinois Notes to the Financial Statements

The following table summarizes the segmented time distribution of the debt securities held by the
State Treasurer in the State Treasury at June 30, 2007:

[Table 3-11 (amounts expressed in thousands}

Less More

Fair Than 1to 5 Than
Investment Type Value 1 Year Years 10 Years
Repurchase agreements $ 1,874,466 $ 1,874,466 $ - $ -
U.S. Agency obligations 1,256,781 519,645 737,136 -
Commercial paper 2,741,759 2,741,759 - -
Corporate debt securities 29,714 10,000 19,714 --
Money market mutual funds 317,476 317,476 - -
Equity in Public Treasurers' Investment Pool 1,325,575 1,325,575 - -
Equity in other investment pools 843 - - 843
Total fixed income investments $7,546,614 $6,788,921 $ 756,850 $ 843

The following table summarizes the Weighted Average Maturity (WAM) for debt securities held
by the primary government, except for debt securities held by ISBL, TRS, and SURS, outside of
the State Treasury at June 30, 2007. The WAM expresses investment time horizons — the time
when investments become due and payable — in years to reflect the dollar size of individual
investments within an investment type. The portfolio’s WAM is derived by dollar-weighting the
WAM for each investment type.

[Table 3-12 (amounts expressed in thousands)
Weighted
Average
Fair Maturity
Investment Type Value (Years)

Repurchase agreements $ 16,544 0.003
U.S. Treasury obligations 1,484,245 4.746
U.S. Agency obligations 228,525 3.893
Municipal debt 62,855 4.614
Negotiable certificates of deposit 55,836 0.189
Corporate debt securities 138,990 5.573
Mutual funds 798,199 7.306
Equity in Public Treasurers' Investment Pool 5,391,549 0.020
Equity in other investment pools 3,802 0.052
Money market mutual funds 377,488 0.125

Total fixed income investments $ 8,558,033

Pensions:
ISBI manages its exposure to fair value losses arising from interest rate risk by diversifying the
debt securities portfolio and maintaining the debt securities portfolio to an effective weighted

average rate between 80 and 120 percent of the benchmark index.

Duration is a measure of a debt investment’s exposure to fair value changes arising from
changing interest rates. It uses the present value of cash flows, weighted for those cash flows as a
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percentage of the investment’s portfolio. The effective duration measures the sensitivity of
market price to parallel shifts in the yield curve. ISBI benchmarks its debt security portfolio to
Lehman Brothers Aggregate. At June 30, 2007 the effective duration of the Lehman Brothers
Aggregate was 3.7 years. At the same point in time, the effective duration of the ISBI debt
security portfolio was 3.3 years. The following table summarizes the effective duration of the
debt securities held by ISBI at June 30, 2007:

Table 3-13 (amounts expressed in thousands)

Effective
Weighted
Duration
Investment Type Fair Value (Years)
Government and agency obligations:
U.S. Treasury obligations $317,359 4.8
U.S. Agency obligations 866,917 1.6
$1,184,276
Corporate obligations:
Finance 256,093 3.7
Mortgage backed securities 170,384 2.4
Industrials 531,052 5.1
Commingled 23,679 N/A
Other 247,762 3.6
1,228,970
Foreign debt obligations 72,180 4.5
Total $ 2,485,436

TRS manages its exposure to fair value loss arising from increasing interest rates by diversifying
the debt securities portfolio. The following table summarizes the time segmented distribution of
the debt securities held by TRS at June 30, 2007:

Table 3-14 (amounts expressed in thousands)

Less More
Fair Than 1to5 6to 10 10 to 20 Than
Investment Type Value 1 Year Years Years Years 20 Years
U.S. Treasury obligations $ 513,731 $ 127,408 $ 160,028 $ 81,79% $§ 56,688 § 8781
U.S. Agency obligations 4,859,464 500,908 427,622 422,642 1,290,362 2,217,930
Corporate debt securities 4,214,338 226,397 1,292,186 511,883 169,559 2,014,313
Foreign debt securities 514,456 13,648 77,241 175,433 62,203 185,931
Short-term investments 226,802 152,024 74,778 - - -
Commingled funds 39,010 — - 39,010 - -
Total subject to interest rate risk 10,367.801 $1,020,385 $ 2,031,855 $1,230,764 $1,578,812 $ 4,505,985
Less cash equivalents (293.268)
Total fixed income securities $10,074,533
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SURS manages its exposure to fair value loss arising from increasing interest rates by
diversifying the debt securitics portfolio. SURS has not adopted a formal policy specific to
interest rate risk. The following table summarizes the time segmented distribution of the debt
securities held by SURS at June 30, 2007:

Table 3-15 (amounts expressed in thousands)

Less More
Fair Than 1to5 6to 10 10to 20 Than
Investment Type Value 1 Year Years Years Years 20 Years

U.S. Treasury and agency obligations $2,571,379 $280,670 $333,501 $166,919 $318,011 $1,472,278
Corporate debt securities 2,606,317 214,266 576,117 368.494 97,057 1,350,383
Foreign debt securities 198,724 64,567 50,089 26,111 18,308 39,649
Total subject to interest rate risk 5,376,420 $ 559,503 $959,707 $561,5624 $433,376 $2,862,310
Less cash equivalents (275,750)
Total fixed income securities $5,100,670

FOREIGN CURRENCY RISK

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value
of a deposit or an investment.

Primary Government:

Only assets held by the State Treasurer and assets held outside the State Treasurer by the Prepaid
Tuition Fund and foreign offices are allowed to be used to purchase investments in foreign
securities. The State Treasurer is limited by the Deposit of State Moneys Act to investments in
debt instruments issued by foreign governments, except the Republic of Sudan, that are
guaranteed by the full faith and credit of the foreign government in which the foreign government
has not defaulted or been late in payment on similar debt instruments at the time the Treasurer
purchases the debt instrument. The Prepaid Tuition Fund has an investment policy limiting
international equities to 10% of its total investment portfolio.

The following table summarizes the foreign currency risk, by currency denomination, of the
primary government, except for debt securities held by ISBI, TRS, and SURS, outside of the
State Treasury at June 30, 2007:

Table 3-16 (amounts expressed in thousands)

Foreign
Short-term

Currency Denomination Deposits
Canadian Dollar $ 14
Euro 34
Hong Kong Dollar 98
Japanese Yen 64
Mexican Peso 5
Other currencies 10

Total deposits and investments

subject to foreign currency risk $ 225
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Pensions:

The ISBI, TRS and SURS do not have formal foreign risk policies. ISBI’s international portfolio
is constructed on the principles of diversification, quality growth and value. Risk of loss arises
from changes in currency exchange rates. International managers may also engage in transactions
to hedge currency at their discretion.

TRS’s foreign currency risk exposure is primarily derived from its holdings in foreign currency-
denominated equity, fixed income investments and foreign currency. TRS’s international equity
and global fixed income managers, at their discretion, may or may not hedge the portfolio’s
foreign currency exposures with currency forward contracts depending upon their views on a
specific country or foreign currency relative to the U.S. dollar.

International investment management firms must maintain diversified portfolios for SURS. The
System’s exposure to foreign currency risk derives from its positions in foreign currency and
foreign currency-denominated equity investments.

The following table summarizes the foreign currency risk by currency denomination for deposits
and investments held by ISBI as of June 30, 2007:

Table 3-17 (amounts expressed in thousands)
Foreign Foreign
Equity Debt
Currency Denomination Securities Obligations Total
Australian Dollar $ 72,095 $ -- $ 72,095
British Pound Sterling 245,374 - 245,374
Canadian Dollar 25,402 672 26,074
Danish Krone 14,132 - 14,132
Euro 434,345 -- 434,345
Hong Kong Dollar 49,856 -~ 49,856
Japanese Yen 276,514 4,526 281,040
Norwegian Krone 13,320 - 13,320
Singapore Dollar 24,082 5,774 29,856
South Korean Won 29,407 - 29,407
Swedish Krona 33,723 -- 33,723
Swiss Franc 69,190 - 69,190
Other currencies -- 17,009 17,009
Total investments subject to
foreign currency risk $1,287,440 $ 27,981 $1,315,421
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The following table summarizes the foreign currency risk by currency denomination for deposits
and investments held by TRS as of June 30, 2007:

Table 3-18 (amounts expressed in thousands)
Foreign Foreign Other
Equity Debt Foreign
Currency Denomination Securities Obligations  Obligations Total

Australian Dollar $ 307,946 $ 13,313 $ 77 $ 321,336
Brazilian Real 171,362 669 366 172,397
British Pound Sterling 1,648,371 223,296 6,047 1,877,714
Canadian Dollar 109,163 24,906 982 135,051
Danish Krone 20,947 - 42 20,989
Euro 2,811,418 145,296 7,644 2,964,358
Hong Kong Dollar 274,325 - 435 274,760
Japanese Yen 1,437,279 64,517 21,998 1,523,794
Mexican Peso 44,277 3,730 1,162 49,169
New Taiwan Dollar 297,233 - 1,874 299,107
New Zealand Dollar 26,392 5,166 280 31,838
Singapore Dollar 61,597 -- 217 61,814
South African Rand 38,789 - -- 38,789
South Korean Won 378,120 - 1,556 379,676
Swedish Krona 96,834 21,357 3,955 122,146
Swiss Franc 402,852 - 647 403,499
Other currencies 314,291 12,206 2,389 328,886
Total deposits and investments

subject to foreign currency risk $8,441,196 $ 514,456 $ 49,671 $9,005,323

In addition to the above, TRS has foreign currency investments in real estate (payable in Euros)
with fair values totaling $75.585 million.

The following table summarizes the foreign currency risk by currency denomination for deposits
and investments held by SURS as of June 30, 2007:

Table 3-19 (amounts expressed in thousands)

Foreign Foreign Other
Equity Debt Foreign Foreign
Currency Denomination Securities Obligations Obligations Cash Total
Australian Dollar $ 68,067 3 - $ 9 $ 2385 $ 70461
British Pound Sterling 241,680 8,911 3,419 (18,416) 235,594
Canadian Dollar 58,832 122 - 361 59,315
Euro 576,474 945 12,392 (8,685) 581,126
Hong Kong Dollar 53,421 - - 555 53,976
Japanese Yen 295,149 11,289 630 (10,474) 296,594
South Korean Won 4,394 - - 2,608 7,002
Swedish Krona 26,504 - - 4,575 31,079
Swiss Franc 126,344 - - 85 126,429
Other currencies 73,904 4,338 147 48,581 126,970
Total investments subject to
foreign currency risk $1,524,769 $ 25605 $ 16,597 $21,575 $ 1,688,546

— | —— —
—

—
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COMPONENT UNITS

The risk disclosures associated with the State’s major component unit’s deposits and investments
are as follows:

ILLINOIS HOUSING DEVELOPMENT AUTHORITY (IHDA)

Investments
Table 3-20 (amounts expressed in thousands)
Rating Less More
Standard & Fair Than 1to 5 6to 10 Than
Investment Type Poor's/Moody's Value 1 Year Years Years 10 Years
Repurchase agreements AAA/Aaa $180,800 § 98,559 $ - § 195 $ 80,376
U.S. Government obligations AAA/Aaa 61,468 43,680 5,924 2,839 9,025
U.S. Agency cbligations AAAlAaa 530,256 494,333 31,090 2,314 2,519
Municipal and other obligations AAA/Aaa 2,272 288 626 660 698
Total investments $774,886 $636,860 337,640 § 7,768 $ 92,618

Interest Rate Risk: THDA’s investment policy does not limit the maturity of investments as a
means of managing its exposure to fair value losses arising from an increasing rate environment.

Credit Risk: IHDA is limited to investments as described in the State Statutes.

Concentration of Credit Risk: IHDA places no limit on the amount that may be invested in any
one issuer. More than 5 percent of IHDA’s investments are in Federal Home Loan Bank
($153.102 million), Federal National Mortgage Corporation ($174.015 million), Federal Home
Loan Mortgage Corporation ($140.852 million), and Federal Farm Credit Bank ($66.318
million).

ILLINOIS TOLL HIGHWAY AUTHORITY (THA)

Investments
Table 3-21 (amounts expressed in thousands)
Rating Less
Standard & Fair Than 1to 5
Investment Type Poor's Value 1 Year Years
U.S. Agency obligations:
AAA $ 688,114 $663,083 $ 25,031
Not rated 15,073 - 15,073
Money market mutual funds AAA 202,414 202,414 -
Short-term investment fund Not rated 440 440 --
Total subject to credit risk 906,041 865,937 40,104
U.S. Treasury notes 95,334 -- 95,334
Total subject to interest rate risk 1,001,375 $ 865,937 $135,438
Less cash equivalents (859,228)
Total investments $ 142147
e ————— 1
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Interest Rate Risk: As a means of limiting its exposure to fair value losses from rising interest
rates, and as a means of managing liquidity, THA’s investment policy requires the majority of
THA funds to be invested in investments of less than one year maturity. No investment is to
exceed a ten-year maturity.

ILLINOIS STATE UNIVERSITY (ISU)

Investments
University
Table 3-22 (amounts expressed in thousands)
Rating Less
Standard & Fair Than 1to5
Investment Type Poor's/Moody's Value 1 Year Years
U.S. Agency obligations AAA/Aaa $ 83,354 $ 22,107 $61,247
lllincis Public Treasurers' Investment Pool ~ AAA/Not rated 2,230 2,230 -
Money market mutual funds Not rated 39,254 39,254 -
Total subject to credit risk 124,838 63,591 61,247
U.S. Treasuries 21,173 211473 -
Total subject to interest rate risk 146,011 $ 84,764 $61.247
Less cash equivalents (41,484)
Total investments $104,527

Interest Rate Risk: 1SU’s investment policy does not limit the maturity of investments as a
means of managing its exposure to fair value losses arising from an increasing rate environment.

Credit Risk: ISU is limited to investments as described in the State Statutes.

Concentration of Credit Risk: 1SU places no limit on the amount that may be invested in any
one issuer. More than 5 percent of ISU’s investments are in Federal Farm Credit Bank ($16.256
million), Federal Home Loan Bank ($45.303 million), Federal National Mortgage Association
($10.935 million), and Federal Home Loan Mortgage Corporation ($10.859 million).

ISU Foundation
Table 3-23 (amounts expressed in thousands)
Rating
Standard Fair Duration
Investment Type and Poor's Value (Years)
Bond mutual funds AA 11,633 4.40
Bank Common Trusts AAA 5,041 .28
Total subject to credit risk 16,674
U.S. Treasuries 997 8/2007 maturity
Total subject to interest rate risk 17,671
Common stock 373
Equity mutual funds 59,858
Other 2,842
Total investments $ 80,744
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Interest Rate Risk: 1SU Foundation’s investment policy requires the average duration of the
fixed income portfolio to be within 20% of the duration of the index to which the portfolio is
benchmarked.

Duration is a measure of a fixed income’s cash flows using present values, weighted for cash
flows as a percentage of the investment’s full price. Effective duration makes assumptions
regarding the most likely timing and amounts of variable cash flows arising from such
investments as callable bonds, prepayments, and variable-rate debt. The interest rate risk
information for U.S. Treasuries and certificates of deposit is disclosed by specific identification
since these investments have a distinct investment objective and are maintained separately.

Credit Risk: 1SU Foundation’s investment policy states that no more than 25% of the fixed
income portfolio may be rated below investment grade.

NORTHERN ILLINOIS UNIVERSITY (NIU)

Investments
University
Table 3-24 (amounts expressed in thousands)
Less
Fair Than 1to5 6to 10
Investment Type Rating” Value 1 Year Years Years
U.S. Agency obligations AAA $61,290 $ 8476 $ 44,897 $ 7,917
Commercial paper A1 6,638 6,638 - =
Money market mutual funds AAA 51 51 -- -
lllinois Public Treasurers' Investment Pool AAA 13,218 13,218 - -
Total subject to credit risk 81,197 28,383 44,897 7,917
U.S. Government obligations 4,948 3,496 -- 1,452
Total subject to interest rate risk $86,145 $ 31,875 $ 44,897 $ 9,369
* Ratings are from Standard and Poor's except commercial paper which is from Moody's.

Interest Rate Risk: NIU’s investment policy does not limit the maturity of investments as a
means of managing its exposure to fair value losses arising from an increasing rate environment.

Credit Risk: NIU is limited to investments as described in the State Statutes.
Concentration of Credit Risk: NIU has no formal policy limiting the amount that may be

invested in any one issuer. The NIU has one commercial paper investment of $6.638 million in
Quatro PMX Litd. that represents 8% of the total investments of the NIU.
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NIU Foundation

Table 3-25 (amounts expressed in thousands)

Weighted
Rating Average
Standard Fair Duration
Investment Type and Poor's Value (Years)
Bond mutual funds AA $ 4526 3.0
AA 5177 3.9
AA 3,116 5.1
AA 867 7.2
Total subject to credit risk and
interest rate risk 13,686
Equity mutual funds 35,697
Common stock 2,219
Limited partnerships 5,754
Other 4,988
Total investments $62,344

Interest Rate Risk: NIU Foundation’s policy indicates that each manager shall maintain a
duration of +/- 20 percent of the effective duration of its benchmark index.

Credit Risk: NIU Foundation’s policy calls for managers to maintain an overall credit rating of
Aa or better by Moody’s or AA or better by Standard & Poor’s and to hold no more than 15
percent of the portfolio in below investment grade issues (below Baa/BBB).

Foreign Currency Risk: NIU Foundation’s policy calls for individual international managers to
maintain an appropriate diversification with respect to currency and country. The following table
summarizes the foreign currency risk by currency denomination for investments held by the
Foundation as of June 30, 2007:

Table 3-26 (amounts expressed in thousands)
Equity Bond
Mutual Mutual
Currency denomination Funds Funds Total
British Pound Sterling $ 59 $ 831 $ 890
Euro 86 2,551 2,637
Japanese Yen -- 734 734
Swiss Franc - 443 443
All other currency 723 1,992 2,715
Total subject to foreign currency risk $ 868 3 6,551 $ 7,419
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SOUTHERN ILLINOIS UNIVERSITY (SIU)

Investments
University
Table 3-27 (amounts expressed in thousands)
Rating Less More
Standard Fair Than 1to 5 6to10 Than
Investment Type and Poor's Value 1 Year Years Years 10 Years
U.S. Agency obligations AAA $ 91000 § 14,684 $57,751 $11968 § 6,597
Equity in Public Treasurers' Investment Pool AAA 104,064 104,064 -- - -
Total subject to credit risk 195,064 118,748 57,751 11,068 6,597
U.S. Treasuries 22,573 8,863 8,339 5,371 -
Total subject to inferest rate risk $217,637 5127611 $66,090 $17,339 $ 6,597
Common stock 44
Investments of component units
except for SIU-Carbondale Foundation 28,190
Less cash equivalents (104,064)
Total investments $ 141,807

Interest Rate Risk: Interest rate risk is mitigated by structuring SIU’s portfolio so that securities
mature to meet the SIU’s cash requirements for ongoing operations. The internally managed
portfolio is managed in accordance with covenants provided from the University’s debt issuance
activities. The externally managed portfolio is typically allocated with 20 to 35 percent of assets
held in the Illinois Funds; 10 to 40 percent of assets held in the short-term portfolio; and 35 to 60
percent of assets held in the intermediate-term portfolio.

Credit Risk: Credit risk is mitigated by limiting investments to those specified in the Illinois
Public Funds Investment Act; pre-qualifying the financial institutions which are utilized; and
diversifying the investment portfolio so that the failure of any one issue or backer will not place
an undue financial burden on SIU. U.S. Treasuries are federal government securities that do not
require the disclosure of credit risk.

SIU-Carbondale Foundation

Table 3-28 (amounts expressed in thousands)

Less More
Fair Than 1to 5 6to 10 Than
Investment Type Value 1 Year Years Years 10 Years
U.S. Agency obligations $ 30 $ - $ - $ - $ 30
U.S. fixed income mutual funds 36,211 36,211 - - 5+
Commercial paper 12,198 12,198 - - ==
Money market mutual funds 1,108 1,108 - . =i
Total subject to interest rate risk 49,547 $49517 $ - $ - $ 30
Foreign equity mutual funds 20,297
Equity mutual funds 55,145
Total investments $ 124,989
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Custodial Credit Risk: As of June 30, 2007, the Foundation had $12.198 million of commercial
paper and $29.975 thousand of U.S. Agency bonds that are held by financial institutions and not
in the Foundation’s name.

UNIVERSITY OF ILLINOIS (U of I)
Deposits
Foundation

The carrying amount and bank balance of cash deposits of U of I's Foundation was $4.913
million and $3.938 million at June 30, 2007, respectively. Of the total bank balance of these cash
deposits at June 30, 2007, $1.318 million was uninsured and uncollateralized.

Investments

Interest Rate Risk: U of I and the U of I Foundation, a component unit of the U of I, employ
multiple investment managers, of which each has a specific maturity assignment related to
operating funds. The funds are structured with different layers of liquidity. Funds expected to be
used within one year are invested in money market instruments. Core operating funds are
invested in longer maturity investments. Core operating funds investment manager’s
performance benchmarks are Lehman Brothers 1-3 year Government Credit Bond Index and the
Lehman Brothers Intermediate Aggregate Bond Index. The manager guidelines provide that the
average weighted duration of the portfolio, including option position, not vary from that of their
respective performance benchmarks by more than +/-20 percent. The Entity’s investments and
maturities at June 30, 2007 are illustrated below:

University
Table 3-29 (amounts expressed in thousands)
Less More
Fair Than 1to5 Gto 10 Than
Investment Type Value 1 Year Years Years 10 Years

Certificates of deposit 5 400 5 400 § - $ - § -
U.S. Treasury put 4,345 - - - 4,345
U.S. Treasury bonds and bills 100,391 50,774 27,339 20,701 1,577
U.S. Agency obligations 66,103 - 11,618 5,409 49,076
Commercial paper 36,910 36,910 & = =
Corporate bonds 115,086 7636 65,272 15,741 26,437
Bond mutual funds 67,036 1,130 11,440 44,395 10,071
Money market mutual funds 320,589 320,589 - - -
llinois Public Treasurers' Investment Pool 3,947 3,047 - - -
Naon government morlgage-backed securities 73,842 - 633 892 72317
Government bonds - non U.S. 3.355 186 2,847 322 -
Repurchase agreements 291,943 291,943 - - -

Total subject to interest rate risk 1,083,947 $ 713,515 $119,149 $87,460 $163,823
U.S. equities 27,249
Foreign equity securities 45 066
U.S. equity mutual funds 128,454
Limited partnerships 7,056
Real estate 14,061

Total investments of the University 1,306,733
Investments of component units
except for U of | Foundation 17411
Less cash equivalents (664,939)

Tolal investments § 659,205

B

70



State of Illinois Notes to the Financial Statements

At June 30, 2007, U of I's operating funds pool portfolio had an effective duration of 1.8 years.

Foundation
Table 3-30 (amounts expressed in thousands)
Less More
Fair Than 1to 5 6to 10 Than
Investment Type Value 1 Year Years Years 10 Years
U.S. Treasury bonds $ 19,650 $ 1,498 3 - 5 217 $ 17,935
U.S. Agency obligations 45,369 - - - 45,369
Municipal bonds 271 - - 27 -
Government bonds - non U.S. 3az - -= 8 374
Corporate bonds and notes 61,949 - 2,533 1,985 57.431
Mutual funds - bonds 120,973 3,051 84,950 32,725 247
Mutual funds - municipal bonds 2,268 186 742 1,043 297
Mutual funds - blended bonds 899 - - 899 -
Mutual funds - money market 32,245 32,223 22 -- --
Total subject to interest rate risk 284,006 $ 36,958 $88,247 § 37,148 $121,653
U.S. equities 306,777
Foreign equity securities 194,275
Preferred stock ]
Equity mutual funds 204,782
Real estate and partnerships 262,837
Other 3,865
Total investments $ 1,256,545

Credit Risk: U of I's policy requires that operating funds be invested in fixed income securities
and money market instruments. Fixed income securities shall be rated investment grade or better
by one or more nationally recognized statistical rating organizations. Securities not covered by
the investment grade standard are allowed if, in the manager’s judgment, those instruments are of
comparable credit quality. Securities which fall below the stated minimum credit requirements
subsequent to initial purchase may be held at the manager’s discretion. Tt is expected that the
average credit quality of the operating funds will not fall below Standard & Poor’s AA- or
equivalent. At June 30, 2007, U of I and the U of I Foundation had debt securities and quality
ratings as shown in the charts below:
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Universit
Table 3-31 {amounts expressed in thousands)
Standard and Poor's/Moody's
Less Than
Fair AAN BB or
Investment Type Value AAA/Aaa  Not Rated AA/Aa A/BA BBB/Baa BB/Ba Not Rated
Certificates of deposit $ 400 § -  § - $ - § - 3 - 5§ - & 400
U.S. Agency obligations 66,103 66,103 - - - - - -
Commercial paper 36,910 36,910 - - - - - -
Corporate bonds 115,086 27,906 - 9,640 27,382 33,269 8,308 8,581
Bond mutual funds 67,036 49,687 - 1,041 1,092 7,304 7.565 347
Money market mutual funds 320,589 316,638 - - e - - 3,951
lllinois Public Treasurers' Investment Pool 3,947 - 3,947 - - - - -
Non government morigage-backed securities 73,842 71,438 - 855 154 - - 1,395
Government bands - non U.S. 3,355 1,275 - 356 677 1,047 - -
Repurchase agreements 291,943 - - - - -~ - 291,943
Total subject to credit risk 979,211 § 560,957 $ 3947 $11,892 $29,305 § 41,620 $15,873 § 306,617
U.S. Treasury put 4,345
U.S. Treasury bonds and bills 100,391
Total fixed income securities $1,083,947
Foundation
Tahle 3-32 (amounts expressed in thousands)
Standard and Poor's/Moody’'s
Less Than
Fair BB or
Investment Type Value AAA/Aaa AA/Aa A/BA BBB/Baa BB/Ba Not Rated
U.S. Agency obligations % 45369 $ 45,264 % - $ 105 $ - £ - 3 -
Municipal bonds 271 148 21 - - - 102
Government bonds - non U.S. 382 - -- - 382 - -
Corporate bonds and notes 61,949 23,820 4,090 2,945 8,000 5528 17,566
Mutual funds - bonds 120,973 88,203 12,351 14,193 319 842 2,193
Mutual funds - municipal bonds 2,268 1,622 441 97 105 - 3
Mutual funds - blended bonds B899 250 281 263 83 - 22
Mutual funds - money market 32,245 32,245 — - - - -~
Total subject to credit risk 264,356 $191,552 $17,184 317,603 $ 11,761 $ 6,370 $ 19,886
U.S. Treasury bonds 19,650
Total fixed income securities $ 284,006

Foreign Currency Risk: The U of I does not have a formal foreign risk policy. The U.S. dollar
balances of U of I's and Foundation’s cash equivalents and investments exposed to foreign
currency risk as of June 30, 2007 are categorized by currency below:
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University
Table 3-33 (amounts expressed in thousands)
Cash Equity
Currency denomination Total Equivalents Investments
British Pound Sterling $ 11,636 $ 249 $ 11,387
Euro 18,519 529 17,990
Hong Kong Dollar 1,597 - 1,597
Japanese Yen 1,634 - 1,634
Swedish Krona 1,114 -- 1,114
Swiss Franc 2,640 3 2,637
All other currency 9,651 44 9,607
Total subject to foreign currency risk $ 46,791 $ 825 $ 45,966
Foundation
Table 3-34 (amounts expressed in thousands)
Foreign
Cash Equity Debt
Currency denomination Total Equivalents Investments _Obligations
British Pound Sterling $ 57,334 $ 331 $ 56,993 § 10
Euro 54,696 576 53,956 164
Hong Kong Dollar 5,273 25 5,248 -
Japanese Yen 36,138 343 35,769 286
Swedish Krona 7,592 (227) 7,819 --
Swiss Franc 16,633 9 16,624 -
All other currency 35,171 690 34,345 136
Total subject to foreign currency risk $212,837 $ 1,747 $ 210,754 $ 336

DERIVATIVES

Certain State agencies, principally ISBI, TRS and SURS, invest in derivative securities. These
derivative securities have been authorized by the policies of the applicable State agencies and the
Illinois Compiled Statutes. A derivative security is an investment whose return on investment
depends upon the underlying value of other assets such as commodity prices, bond and stock
prices or a market index. In general, a derivative is used to modify exposure to undesirable risks,
to increase portfolio liquidity and flexibility or to enhance investment yields within the level of
risk defined in the agency’s investment guidelines.

Derivative transactions involve, to varying degrees, credit risk and market risk. Credit risk is the
possibility that a loss may occur because a party to a transaction fails to perform according to the
established terms. In order to eliminate credit risk, all derivative securities of ISBI, TRS and
SURS are done through a clearinghouse which guarantees delivery and accepts the risk of default
by either party. Market risk is the possibility that a change in interest or currency rates will cause
the value of a financial instrument to decrease or become more costly to settle. The market risk
associated with derivatives, the prices of which are constantly fluctuating, is regulated by ISBI,
TRS and SURS by imposing strict limits as to the types, amounts and degree of risk that
investment managers may undertake. These limits are approved by governing bodies and senior

73



State of 1llinois Notes to the Financial Statements

management, and the risk positions of the investment managers are reviewed periodically to
monitor compliance with limits.

ISBI, TRS and SURS invest in the following types of derivatives: foreign currency forward
contracts, collateralized mortgage obligations, financial futures and financial options.

Foreign currency forward contracts are used to hedge against the currency risk in agencies’
foreign stock and fixed income security portfolios. Foreign currency forward contracts are an
agreement to purchasc or scll a specific amount of a foreign currency at a specified delivery or
maturity date for an agreed upon price. Fluctuations in the market value of foreign currency
forward contracts are recognized as incurred rather than at the maturity or settlement date of the
contract. Foreign currency forward contracts represent an off-balance sheet obligation because
there are no balance sheet assets or liabilities associated with those contracts. As of June 30,
2007, the net unrealized gain(loss) of foreign currency forward contracts outstanding for ISBI,
TRS and SURS was ($109) thousand, $451 thousand and $1.198 million, respectively.

Collateralized mortgage obligations are securities which are based on cash flows from principal
and interest payments on underlying mortgages. Therefore, they are sensitive to prepayment by
mortgagees, which may result from a decline in interest rates. As of June 30, 2007, the fair value
of collateralized mortgage obligations for ISBI and SURS was $170.384 million and $439.295
million, respectively.

Financial futures are agreements to purchase or sell a specific amount of an asset at a specified
delivery or maturity date for an agreed-upon price. As the market value of the futures contract
varies from the original contract price, a gain or loss is recognized and paid to the clearinghouse.
Financial futures represent an off-balance sheet obligation because there are no balance sheet
asscts or liabilities associated with those contracts.

Financial options are agreements that give one party the right, but not the obligation, to purchase
or sell a specific amount of an asset for a specified price, called the strike price, on or before a
specified expiration date. As writers of financial options, ISBI, TRS and SURS receive a
premium at the outset of the agreement and bear the risk of an unfavorable change in the price of
the financial instrument underlying the option. Premiums received are recorded as a liability
when the financial option is written. Fluctuations in the fair value of financial options are
recognized in the financial statements as incurred rather than at the time the options are exercised
or when they expire. As a purchaser of financial options, ISBI and SURS pay a premium at the
outset of the agreement and the counterparty bears the risk of an unfavorable change in the price
of the financial instrument underlying the option. Premiums paid are recorded as an asset when
the financial option is purchased and gains/losses are recognized when the options are exercised
by the agency or they expire.

As of June 30, 2007, the fair value of option contracts written for TRS and SURS was $703
thousand and ($5.496) million, respectively.

The following table represents the derivative positions held by ISBI, TRS and SURS at June 30,
2007 in financial futures and financial options.
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[Table 3-35 (amounts expressed in thousands)
Contractual Principal Outstanding*

lllinois State = Teachers' Universities
Board of Retirement Retirement

Type of Derivative Contract Investment System System
Domestic interest rate products

Fixed income futures purchased $ 77,269 $ 521,229 5 381,800

Fixed income futures sold 248,776 (662,467) 455,900

Fixed income put options (written, purchased) 33,000 - 908,500

Fixed income call options (written, purchased) 315,900 - 605,400

Fixed income put options (written, purchased) on futures - 1,972 -

Fixed income call options (written, purchased) on futures - (130) --
International interest rate products

Fixed income futures purchased -- 24,530 11,130,149

Fixed income futures sold -- (17,592) 787,976

Fixed income put options (written, purchased) - - 114,793

Fixed income call options (written, purchased) -- - 1,415,100
Domestic Equity Products

S & P 500 Index and other equity futures purchased 168,891 2,166,946 188,048

Equity put options (written, purchased) - -- 6,700

Equity call options (written, purchased) - - 6,900
Domestic Currency Products

Currency call options written - 3,450 -

Currency put options written - (3,450) -

Currency call options on futures -- 100,508 -

Currency put options on futures - 196,245 -
Foreign Currency Products

Forward foreign currency futures (net) - 2,064,869 =
Foreign currency yield curve purchased - 160,582 -

* The contractual principal amounts listed above represent the fair value of the underlying assets the
derivative contracts control. Contractual principal values do not represent actual balance sheet values.

Contractual principal amounts are often used to express the volume of these transactions but do
not reflect the extent to which positions may offset one another. These amounts do not represent
the much smaller amounts potentially subject to risk.

SECURITIES LENDING TRANSACTIONS

The investment policies of certain State agencies and component units, principally the ISBI, TRS,
SURS and the University of Illinois, permit them to enter into securities lending transactions. In
these transactions, the agency loans their securities to broker-dealers and other entities for
collateral with a simultaneous agreement to return the collateral for the same securities in the
future. The agencies’ securities custodians are agents in lending the securities for collateral of at
least 102% of the fair value of the securities. Collateral can consist of cash, cash equivalents,
government securities, commercial paper or irrevocable letters of credit. Depending on their
nature, securities on loan at year-end are presented as classified or unclassified in the preceding
schedule of custodial credit risk. Generally, at year-end, agencies had no credit risk exposure to
borrowers because the amounts they owed to borrowers exceeded the amounts borrowers owed
the agencies and maturities on non-cash collateral received are longer than the lesser of the
maturities of the securities lent or the term of the lending transactions. Policies regarding
indemnification vary among agencies. Some agencies’ contracts with custodians require them to
indemnify the agency if the borrowers fail to return the securities (and if the collateral is
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inadequate to replace the securities lent) or the borrowers fail to pay the agency for income
distributions by the securities’ issuers while the securities are out on loan. Other agencies have
no provisions for indemnification.

Generally, securities loans can be terminated on demand by either the agency or the borrower,
although the average term of the loans is 10 to 29 days. Cash collateral is invested in the lending
agent’s short-term investment pool, which at year-end has a weighted average maturity of 30 to
51 days. The relationship between the maturities of the investment pool and the agency’s loans
are affected by the maturities of the securities loans made by other entities that use the agent’s
pool, which the agency cannot determine. The agencies cannot pledge or sell collateral securities
received unless the borrower defaults.

The following table summarizes the fair value and related collateral value of outstanding loaned
investment securities as of June 30, 2007.

[Table 3-36 (amounts expressed in thousands)
Fair Collateral
State Agency/Component Unit Value Value
lllinois State Board of Investments $2,129,513 $2,084,820
Teachers' Retirement System 5,641,467 5,797,728
State Universities Retirement System 2,109,700 2,163,000
University of lllinois 136,983 140,889

4 TAXES RECEIVABLE

Taxes receivable for the primary government at June 30, 2007 are as follows:

Table 4-1 {amounts expressed in thousands)
Less
allowance
for
Motor Public  Unemployment uncollectible
Income Sales fuel utility compensation Other taxes Total

Primary Government
Governmental Activities:

General Fund $775840 § 575239 § - §16582 § - 5838000 § 482240 $1.72351

Motor Fuel Tax Fund - - 143,424 - - - 17,576 125,848

Nonmajor Funds 131,441 210,888 11,914 14,039 - 27,429 88,805 306,906

Total governmental activities 907,281 786,127 155,338 30,621 - 865519 588,621 2,156,265
Business-type Activities:

Unemployment Compensation

Trust Fund - - - - 591,729 - 114,970 476,759

Total business-type activities - — - - 591,729 - 114,970 476,759
Total Primary Govemnment $007,281 § 786,127 $155338 $30621 § 591,729 $865519 § 703,581 §2,633,024
Fiduciary Funds: $ - $ 122733 § - § 8493 § - § 1963 § - § 133,189
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5 INTERFUND BALANCES AND ACTIVITY

Interfund due to and due from balances at June 30, 2007 consisted of the following:

Tebe 51 (amounts epresssdinthausands)

DeTo
Desigreted
Notor Aooourt
Fuel Normrgjor Unenployent it Prgeid  Pudese MNowrgior  Infemdl
Gonerd Reed Ta« Cowemmeid Conpensdfion Rewhing Tiition Pogram Entapise Sendce Fdugary
DueFrom Fund Furd Fund Fuds Tt Fund Fud Fud Furd Funds Ruds Funds Tod
Goerd Ard - 288 5 4% B0 § -5 ns - & - 5 &2 56867 9% - & B
Reed Furd 3 - H23B 375 - - - - - = = 205
Se Corsinudion
Acoaurt - 8198 1685 - - - - - - - = BEH
Nomgor
Goametd s 38257 14,106 2610 032 4180 - - 2 460 135 12 4562
Urerrpoyert
Gorperestion
Tnet Furd 3072 a0 - B - - = = = 5 = 3910
Desigreted Aot
Fuchese Pogam
Furd 18 & 2 Vi) = = = = = = = i)
Narreior Ertepise
Ards 715 - - 1151 - - - Z7o - - = ;s
Inerd SenviceFuds . 30086 4995 637 330 - 3B 3B o 48 G720 950 416442
RdgayFuds 5531 122 - 5582 - - - = = = 45 230
Total $7R661 $ T80 54554 §  14B § 418 § 49 § B §FE § BT §ME2 5 1030 § 12084

Interfund due to and due from balances resulted from the time lag between the dates that (1)
interfund goods and services are provided or reimbursable expenditures occur, (2) transactions
are recorded in the accounting system, and (3) payments between funds are made.
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Interfund transfers activity at June 30, 2007 consisted of the following:

ablg o-£ (amounts expressed In ousands

Transfers-Out
Designated
Motor Account
Fuel Nonmajor Unemployment Prepaid Purchase  Nonmajor  Internal
General Road Tax Governmental Compensation Tuition Program  Enterprise  Service
Transfers-n Fund Fund Fund Funds Trust Fund Fund Fund Funds Funds Total
General Fund - 3 - 8 - § 2118670 % - § - § - § 62917 §32227 § 2,780,014
Road Fund - — 344,836 = - - - - - 344,836
Slate Construction
Account - - 230,960 - - - - - - 230,960
Nonmajor
Govemmental Funds 4,004,272 272,102 62,040 1,361,210 23,688 25 768 9,567 - 5,733,672
Unemployment
Compensation Trust Fund - - - 1,483 - = =~ - - 1483
Water Revolving Fund - - - 8,237 = - = - - 8,237
Nonmajor Enterprise Funds - - - - - - 55,530 - - 55,530
Total § 4004272 §$272102 $637,836 § 3480600 § 23688 § 25 § 56208 § 638684 " §32227 § 9154732

* Transfers out of nonmajor entérprise funds alse include $74 in capital assets to nonmajor governmental funds.

Transfers are used to (1) move revenues from the fund that statute or budget requires to collect
them to the fund that statute or budget requires to expend them, (2) move receipts to debt service
funds as debt service payments become due, and (3) use unrestricted revenues collected in the
general fund to finance various programs accounted for in other funds in accordance with
budgetary authorizations.

In order to address shortfalls in expected revenues during the fiscal year, the General Revenue
Account, a sub-account of the General Fund, received transfers of $209.3 million from nonmajor

governmental funds, $700 thousand from nonmajor enterprise funds, and $32.2 million from
internal service funds.

INTERENTITY

The due from amounts for the State of Illinois from its component units, as of June 30, 2007,
consisted of the following:
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Table 5-3 (amounts expressed in thousands)
Due From
inois
Housing Tolt inois Northern  Southern
Devel. nt Higt N j State Ilinois Minois University Nenmajor
Due To Authority Authority Authorities  University  University  University  of lllinois Universities Total

General Fund 5 ~ $ - 8 8 % - 8 -~ '8 67 § 24903 § 1,187 § 26,165
Reed Fund - 3,157 - - - - 560 - 3,717
MNonmajor

Govemmental Funds 316,383 35 15 175 7 27 25 2 316,669
Unemployment

Compensation

Trust Fund - - - T g 38 75 26 155
Nenmajor Enterprisa

Funds - - = = = i = 21 2
Internal Service Funds - 2818 182 7 - - 5,388 842 9,247
Fiduciary Funds — 19 - 5 § 171 1,296 661 2,157
Total $ 316383 5 6029 ' § 215 § 1894 & 21 5 303 § 32247 % 2,739 § 358131
* The amounts due to the Toll Highway Authority at December 31, 2008, its fiscal year-end, were §0.

The due to amounts for the State of Illinois to its component units, as of June 30, 2007, consisted
of the following:

Table 54 (amounts expressed in thousands)
Due To
Toll lllinols Northern  Southern
Highway Nonmajor State lllinois lllinois University Nonmajor
Due From Authority Authorities  University  University  University  of lllinois Universities Total

General Fund § 2 % 22 8 943§ 314 § 3914 § 54097 § 3334 § 62626
Road Fund 7 - 236 75 237 2,883 360 3818
State Construction

Account - - - - - 104 - 104
Monmajor

Govemmental Funds 12 32 896 148 5,068 18,684 501 25,341
Water Revolving

Fund - - - - - 1 - ;|
Noenmajor Enterprise

Funds 1 - 36 107 3,738 2,772 - 6,654
Internal Service Funds - - - - 9 2,781 - 2,790
Fiduciary Funds 12 49 - - - - - &1
Total 5 54 * § 103 5 2111 § 644 § 12966 § 81322 § 4,185 § 101,395
* The amounts due from the Toll Highway Authority at December 31, 2006, its fiscal year-end, were $0.

Transactions between the State of Illinois and its component units consist mostly of
appropriations for general administrative expenses and capital projects. In addition, most of the
State’s universities receive pass-through and other grants from the State.
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6 LOANS AND NOTES RECEIVABLE

Loans and notes receivable at June 30, 2007, consisted of the following:

Table 6-1 {amounts expressed in thousands)
Primary Government
Governmental Activities Business-type Activities
Designated
Account
Nonmajor Water Purchase
General Governmental Revolving Program  Fiduciary
Fund Funds Fund Fund Funds
Student loan program 5 45771 % 1402 § —- §3509927 $ 109
Local government
infrastructure - - 1,578,706 -- -
Business loan program 28,299 -- - - -
Port district construction 14,968 - - - ==
Other 1,886 75,651 - -- --
90,924 77,053 1,578,706 3,509,927 109
Less: Allowance for
uncollectible accounts 78,444 1,961 - 11,962 37
Total 12,480 75,082 1,578,706 3,497,965 72
Less: Amounts representing
restricted assets - -- 402,867 3,497,965 -
Loans and notes
receivable, net $ 12480 $ 75092 §$1,175838 § - % 72

Table 6-2 (amounts expressed in thousands)

Major Component Units

llinois
Housing Illinois Northern Southern
Development State Illinois lllinois University

Authority University University University of lllinois

Mortgage loan program $1,814439 % - 8 - % - 8 -
Student loan program - 10,985 10,067 21,388 64,352
Other - -~ -- 176 --
1,814,439 10,985 10,067 21,564 64,352
Less: Allowance for
uncollectible accounts 29,165 895 374 1,940 3,005
Loans and notes ;
receivable, net $1,785274 % 10,090 § 9693 § 19,624 §61,347
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7 CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2007, was as follows:

Table 7-1 (amounts expressed in thousands)
Beginning Transfers
Balance, and Ending
as Restated Additions Deletions  Reclassifications Balance
Primary Government
Governmental Activities
Capital assets not being depreciated:
Land and land improvements % 2,536,503 § 74487 § 2,189 § 3,747 § 2,612,548
Historical treasures and works of art 37 420 252 - 97 37,769
Construction in progress 50,696 121,043 -~ (105,940} 65,799
Total capital assets not being depreciated 2,624,619 185,782 2,189 (102,096) 2,716,116
Capital assets being depreciated:
Infrastructure 21,848,810 1,342,777 675,476 (4,036) 22,512,075
Site improvements 656.218 1.660 840 59,982 717.020
Buildings and building improvements 4,120,634 5,832 11,071 39,091 4,154,486
Equipment 1,070,912 82,377 78,068 1,041 1,076,262
Historical treasures and works of art 1,100 - == — 1,100
Totai capital assets being depreciated 27,697,674 1,432,646 765,455 96,078 28,460,943
|Less accumulated depreciation for:
Infrastructure 9,474,129 956,215 675,476 - 9,754,868
Site improvements 298,928 20,271 775 21.335 339,759
Buildings and building improvements 1,766,556 98,815 2,872 (22,193) 1,840,306
Equipment 874,088 55,871 69,792 (7,729) 852,438
Historical treasures and works of arl 1,100 - - - 1,100
Total accumulated depreciation 12,414,801 1,131,172 748,915 (8,587) 12,788,471
Total capital assets being depreciated, net 15,282 873 301,474 16,540 104,665 15,672,472
Governmental activities
capital assets, net $ 17907492 § 497256 $ 18729 &% 2,569 $ 18,388,588
|Depreciation expense for governmental
activities was charged to functions as
follows:
Health and social services $ 31,430
Education 3,008
General government 41,381
Employment and economic development 9,374
Transportation a72 684
Public protection and Justice 46,821
Environmental and business regulation 26,474
Total $ 1,131.172
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Table 7-2 (amounts expressed in thousands)
Transfers
Beginning and Ending
Balance Additions Deletions Reclassifications Balance
Primary Government
Business-type Activities
Water Revolving Fund:
Capital assets being depreciated:
Equipment $ 376§ 181 § 2 % (95) & 460
Total capital assets being depreciated 376 181 2 (95) 460
Less accumulated depreciation for:
Equipment 362 8 - (95} 275
Total accumulated depreciation 362 8 - (95) 275
Total capital assets being depreciated, net 14 173 2 — 185
Capital assets, net 5 14 § 173§ 2. % - 3 185
Designated Account Purchase Program:
Capital assets being depreciated:
Equipment 5 500 § 14 8 i - $ 514
Total capital assets being depreciated 500 14 - . 514
Less accumulated depreciation for:
Equipment 435 35 — = 470
Total accumulaied depreciation 435 35 = = 470
Total capital assets being depreciated, net 65 {21) -- -= 44
Capital assets, net 3 65 $ 21) § - 8 - % 44
Nonmajor Enterprise Funds:
Capital assets not being depreciated:
Land and land improvements $ 190 § -  § - 3 e 190
Total capital assets not being depreciated 190 — = -- 190
Capital assets being depreciated:
Buildings and building improvements 1,561 28 - - 1,589
Equipment 6,956 363 121 (994) 6,204
Total capital assets being depreciated 8.517 391 121 (994) 7,793
Less accumulated depreciation for:
Buildings and building improvements 221 78 - - 299
Equipment 5,451 537 121 (920) 4,947
Total accumulated depreciation 5,672 615 121 (920) 5,246
Total capital assets being depreciated, net 2.845 (224) - (74) 2,547
Capital assets, net $ 3,035 $ (224) § - 3 74) % 2,737
Fiduciary Funds
Capital assets not being depreciated:
Land and land improvements 3 1,675 % - § - 3 - % 1,675
Total capital assets not being depreciated 1,675 - - - 1,675
Capital assets being depreciated:
Site improvements 418 - - — 418
Buildings and building improvements 14,422 170 - - 14,592
Equipment 21,813 563 2,371 - 20,005
Total capital assets being depreciated 36,653 733 2,371 - 35,015
Less accumulated depreciation for:
Site improvements 297 19 - = 316
Buildings and building improvements 6,518 375 - - 6,893
Equipment 18,143 1,195 2,369 - 16,969
Total accurnulated depreciation 24,958 1,589 2,369 - 24,178
Total capital assets being depreciated, net 11,695 (856) 2 - 10,837
Fiduciary funds capital assets, net $ 13370 % 856) $ 2 8 - § 12,512
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Table 7-3 (amounts expressed in thousands)

Major Component Units

Illinois Housing Development Authority:
Capital assets being depreciated:
Buildings and building improvements
Equipment
Total capital assets being depreciated

Less accumulated depreciation for:
Buildings and building improvements
Equipment

Total accumulated depreciation

Total capital assets being depreciated, net

Capital assets, net

Toll Highway Authority:
Capital assets not being depreciated:
Land and land improvements
Construction in progress
Total capital assets not being depreciated

Capital assets being depreciated:
Infrastructure
Buildings and building improvements
Equipment
Total capital assets being depreciated

Less accumulated depreciation for:
Infrastructure
Buildings and building improvements
Equipment
Total accumulated depreciation

Total capital assets being depreciated, net
Capital assets, net

lllinois State University:
Capital assets not being depreciated:
Land and land improvements
Construction in progress
Total capital assets not being depreciated

Capital assets being depreciated:
Infrastructure
Site improvements
Buildings and building improvements
Equipment
Total capital assets being depreciated
Less accumulated depreciation for:
Infrastructure
Site improvements
Buildings and building improvements
Equipment
Total accumulated depreciation

Total capital assets being depreciated, net

Capital assets, net

Transfers

Beginning and Ending

Balance Additions Deletions Reclassifications Balance
$ 1805 § - 8 - % - 8 1,805
2,547 55 863 - 1,938
4,352 55 663 . 3,744
1,805 - - - 1,805
2,185 159 608 — 1,736
3,990 169 608 - 3,541
362 (104) 55 — 203
$ 362 $ (104) § 5 § - § 203
3 197,433 % 8784 3 - 8 66,251 § 272,468
540,621 369,712 1,764 (359,222) 549,347
738,054 378,496 1,764 (292,971) 821,815
3,749,497 651,950 - 266,971 4,668,418
35,911 - - 2,909 38,820
192,227 - 29,200 23,091 186,118
3,977,635 651,950 29,200 292,971 4,893,356
2,287,133 166,512 - - 2,453,645
24,240 1,876 - - 26,1186
142,067 17,896 21,407 - 138,556
2,453,440 186,284 21,407 - 2,618,317
1,624,195 465,666 7,793 292,971 2,275,039
$ 2262249 § 844162 § 9557 § - § 3,096,854
3 14,158 § - B - 8 - 3 14,158
8,871 20,084 783 - 28,172
23,029 20,084 783 - 42,330
12,683 - - - 12,683
17,359 2125 - - 19,484
353,446 864 - -- 354,310
122,125 7,299 1,703 — 127,721
505,613 10,288 1,703 - 514,198
4,824 312 - - 5,136
7.206 412 - - 7.618
160,152 7,069 - - 167,221
92,161 7,140 1,697 - 97,704
264,343 14,933 1,597 - 277,679
241,270 (4,645) 106 - 236,519
$ 264,299 § 15439 § 889 § - § 278,849
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Table 7-3 (continued)
(amounts expressed in thousands)

Major Component Units, continued

Morthern lllinois University:
Capital assets not being depreciated:
Land and land improvements
Historic treasures and works of art
Construction in progress
Total capital assets nol being depreciated

Capital assets being depreciated:
Site improvements
Buildings and building improvements
Equipment
Total capital assets being depreciated
Less accumulated depreciation for:
Site improvements
Buildings and building improvements
Equipment
Total accumulated depreciation

Total capital assets being depreciated, net

Capital assets, net

Southern lllinois University:
Capital assets not being depreciated:
Land and land improvermnents
Historic treasures and works of art
Construction in progress
Total capital assets not being depreciated

Capital assets being depreciated:
Infrastructure
Site improvements
Buildings and building improvements
Equipment
Total capital assets being depreciated

Less accumulated depreciation for:
Infrastructure
Site improvements
Buildings and building improvements
Equipment
Total accumulated depreciation

Total capital assets being depreciated, net

Capital assets, net

Beginning Transfers
Balance, and Ending
as Restated Additions Deletions Reclassifications Balance
$ 22757 % 353 % - § - 3 23,110
342 108 - - 450
14,000 30,734 - (10,929) 33,805
37,099 31,195 — (10,929) 57,365
53,609 - - 1,591 55,200
408,355 - - 9,338 417,693
152,641 8,117 2,037 — 158,721
614,605 8,117 2,037 10,929 631,614
26,309 2,004 - - 28,313
198,107 9,826 - - 207,933
124,879 11,406 1,938 - 134,347
349,295 23,236 1,938 — 370,593
265,310 (15,119) 99 10,929 261,021
5 302,409 § 16,076 % 99 5 - 5 318,386
5 21520 % 357 % - % 3 8 21,880
6,209 12 - - 6,221
54,310 85,487 614 (38,986) 100,197
82,039 85,856 814 (38,983) 128,298
8,608 - - - 8,608
43,373 462 3 544 44,376
709,164 2477 - 37,931 749,672
282,890 16.978 6,284 508 294,082
1,044,035 19,917 6,287 38,983 1,096,648
8,440 154 - 2 8,594
31,155 1,157 - - 32,312
354,707 16,455 - - 371,162
222,784 17,521 4,876 - 235,429
617,086 35,287 4,876 - 647,497
426,949 (15,370) 1,411 38,983 449,151
$ 508,988 % 70486 $ 2025 § - % 577,449




State of Illinois

Notes to the Financial Statements

Table 7-3 {continued)
{amounts expressed in thousands)

Major Component Units, continued

University of lllinois:
Capital assets not being depreciated:
Land and land improvements
Historic treasures and works of art
Construction in progress
Total capital assets not being depreciated

Capital assets being depreciated:
Site improvements
Buildings and building improvements
Equipment
Total capital assets being depreciated
Less accumulated depreciation for:
Site improvements
Buildings and building improvements
Equipment
Total accumulated depreciation

Total capital assets being depreciated, net

Capital assets, net

Beginning Transfers

Balance, and Ending

as Restated Additions Deletions Reclassifications Balance
$ 123432 % 6416 § 1055 § 644 § 129,437
14,018 794 - - 14,813
262,974 240,890 - (214,347) 289,517
400,425 248,100 1,055 (213,703) 433,767
552,060 50 - 68,555 620,665
2,644,872 - 1,888 145,148 2,788,132
1,492,104 90,412 47,375 - 1,535,141
4,689,036 90,462 49 263 213,703 4,943 938
215,446 20,299 - - 235,745
860,118 64,546 165 75 024,574
1,034,744 107,343 43,223 (75) 1,098,789
2,110,308 192,188 43,388 - 2,259,108
2,578,728 {101,726) 5,875 213,703 2,684,830
$ 2979153 $ 146374 $§ 6930 $§ - % 3,118,597
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8 CHANGES IN LONG-TERM OBLIGATIONS

Changes in long-term obligations for the year ended June 30, 2007 are summarized below:

Table 8-1 (amounts expressed in thousands)

Primary Government
Governmental Activities

Bonds payable:
General obligation bonds (note 9)
Special obligation bonds (note 10)
Deferred amount on refundings:
General obligation bonds (note 8)
Special obligation bonds (note 10)
Unamortized premiums:
General obligation bonds (note 9)
Special obligation bands (note 10)
Unamortized (discounts).
General obligation bonds (note 9)
Total bonds payable

Other long-term obligations:

Capital lease obligations (note 13A)
Installment purchases (note 13D)
Certificates of participation (note 13B)
lllincis Emergency Management Agency (note 13C)
Cape Girardeau bridge (note 13E)
Workers compensation (note 19)
Auto liability (note 19)
Compensated absences (note 1M)
Net pension obligation (note 16)
Other obligations (note 13H)

Total other long-term obligations

Total Governmental Activities
Business-type Activities

Water Revolving:
Bonds and notes payable:
Revenue bonds (note 11)
Unamortized premiums:
Revenue bonds (note 11)
Total bonds and notes payable
Other long-term obligations:
Compensated absences (note 1M)
Total Water Revolving

Balance Balance Amounts
July 1, June 30, Due Within
2006 Additions Deletions 2007 One Year
$20,964660 $ 658,922 * § (1,042623) $20,580,959 $ 774,954
2,539,045 5504 ** (145,690) 2,398,859 150,258
(67,230) (6,794) 11,596 (62,428) (11,392)
(1,699) -- 425 (1,274) (425)
362,680 26,009 (39,187) 349,592 38,425
77,378 -- (7.,230) 70,148 6,983
(2,446) -- 121 (2,325) 121
23,872,388 683,731 (1,222,588) 23,333,531 958,024
11,392 549 {1,206) 10,735 1,183
10,5674 12,054 (6,387) 16,241 5,632
107,580 -- (10,245) 97,335 5,595
17,500 8,391 - 25,891 -
3,732 - (1,580) 2,152 886
181,184 129,415 {109,851) 200,748 114,978
9,227 4177 {4,096) 9,308 4,523
423,909 311,661 (303,859) 431,711 28,708
14,499,336 2,591,361 - 17,080,697 -
12,685 -~ (3,797) 8,888 2,981
15,277,119 3,057,608 (441,021) 17,893,706 164,488
$39,148507 § 3,741,339 $ (1,663.609) $41,227237 § 1,123,410
$ 238035 § - § (17,155} % 220,880 § 17,950
10,400 - (1,531) 8,869 1,408
248,435 - (18,686) 229,749 19,358
1,187 591 (554) 1,224 497
$ 249622 § 591 $§ (19.240) § 230,973 § 19,855

* Includes $71,922 of interest accreted on capital appreciation debt.

** Includes $5,504 of interest accreted on capital appreciation debt.

* Includes $1,192 of unaccreted appreciation on capital appreciation debt.
M Includes $357 of unaccreted appreciation on capital appreciation debt.

h
L
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Table 8-1 (continued)
(amounts expressed in thousands)

Balance
July 1, Balance Amounts
2006 June 30, Due Within
as Reclassified  Additions Deletions 2007 One Year
Primary Government, continued
Business-type Activities, continued
Prepaid Tuition Fund:
Tuition and related accretion payable (note 13G) $ 816,249 § 174479 § (34527) § 956,201 $ 31,002
Compensated absences (note 1M) 86 39 (33) 92 30
Total Prepaid Tuition Fund $ 816,335 $ 174518 % (34560) $ 956293 § 31,032
Designated Account Purchase Program:
Bonds and notes payable:
Revenue bonds (note 11) $ 4222515 § -~ § (730,315) $3.492200 § 41,100
Unamortized (discounts):
Revenue bonds (note 11) (16,508) -- 3,880 (12,626) (619)
Total bonds and notes payable 4,206,009 - (726,435) 3,479,574 40,481
Other long-term obligations:
Compensated absences (note 1M) 819 489 {587) 721 117
Total Designated Account Purchase Program $ 4206828 § 489 § (727,022) $3480,295 § 40598
Nonmajor Enterprise Funds:
Lottery prize awards (note 13F) $ 1,104 & - & (60) % 1,044 § 107
Compensated absences (note 1M) 6,723 * 3,585 (3,700) 6,608 485
Other obligations (note 13H) 11,635 884 (2,209) 10,310 10,310
Total Nonmajor Enterprise Funds $ 19,462  § 4468 $ (5969) $ 17962 § 10,902
Total Business-type Activities $ 5292247 § 180,067 $ (786,791) $4685523 § 102,387
Fiduciary Funds
Capital lease obligations (note 13A) $ 2 % - % (1) § 1 % 1
Compensated absences (note 1M) 3,373 * 185 (183) 3,375 35
Total Fiduciary Funds $ 3,385 $ 185 & (194) 3 3376 § 36

* as reclassified

The liabilities for governmental activities of the primary government have
prior years as follows:

been liquidated in

Compensated absences, certificates of participation and capital lease obligations (including
installment purchases) — by the applicable governmental and internal service funds that
accounted for the salaries and wages of the related employees or incurred the obligation.

Workers compensation — by charges from the Workers’ Compensation Revolving Fund, an
internal service fund, to the applicable fund that would have paid the salaries and wages of the
related employees.

Net pension obligation — by the applicable funds that accounted for the salaries and wages of the
related employees who are members of the General Assembly Retirement System, the Judges’
Retirement System or the State Employees’ Retirement System. In addition, appropriations from
the General Fund have been used to liquidate amounts for employees who are members of the
Teachers’ Retirement System or the State Universities Retirement System.

Other — by the applicable governmental funds that incurred the obligation as discussed in Note
13.
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Table 8-2 (amounts expressed in thousands)

Balance Balance Amounts
July 1, June 30, Due Within
2006 Additions Deletions 2007 One Year
Major Component Units
Illinois Housing Development Authority:
Bonds and notes payable:
Revenue bonds (note 11) $ 1435522 $§ 515496 § (355485) $1,595533 § 102,205
Notes payable (note 12) - 1,668 - 1,666 -
Deferred amount on refundings (note 11) {837) (12,351) 1,697 (11,591) -
Unamortized premiums (note 11) 2,011 - (99) 1,912 94
Unameortized (discounts) (note 11) (14,023) -- 14,023 == --
Total bonds and notes payable 1,422 673 504,811 (339,964) 1,587,520 102,299
Other long-term obligations:
Compensated absences (note 1M) 535 — (51) 484 484
Total other long-term obligations 535 — (51) 484 484

Total lllinois Housing Development Authority $ 1423208 $§ 504811 $ (340,015) $1588,004 § 102783

Illinois State Toll Highway Authority:
Bonds and notes payable:

Revenue bonds (note 11) $ 1427445 $1,000000 § (45035) $2,382410 § 47350
Deferred amount on refundings (note 11) (23,264) R 2,865 (20,399) (2,445)
Unamortized premiums (note 11) 68,933 40,019 (5,427) 103,525 6,105

Total bonds and notes payable 1,473,114 1,040,019 (47,697) 2,465,536 51,010
Other long-term obligations:

Capital lease obligations (note 13A) 6,290 - (2,274) 4,016 2,567

Accrued self-insurance (note 19) 6,328 6,474 (4,184) 8,618 8,618

Compensated absences (note 1M) 5,047 7,461 (6,808) 5,700 3,300

Other obligations (note 13H) 114 — (38) 76 76

Total other long-term obligations 17,779 13,935 (13,304) 18,410 14,561
Total lllinois State Toll Highway Authority $ 1,490,893 $1,053954 § (60,901) 52483946 §$ 65571

lilinois State University:
Bonds and notes payable:

Revenue bonds (note 11) $ 89,060 1,601 % (5185) & 85476 § 4391 A
Notes payable (note 12) 240 - (140) 100 100
Unamortized premiums (note 11) 452 - (56) 396 56
Unamortized (discounts) (note 11) (1,034) — 54 (980) (55)
Total bonds and noles payable 88,718 1,601 (5,327) 84,992 4,492
Other long-term obligations:
Capital lease obligations (note 13A) 550 - (219) 331 202
Compensated absences (note 1M) 18,125 1,964 (1,757) 18,332 1,691
Other obligations (note 13H) 312 - (6) 306 35
Total other long-term obligations 18,987 1,964 (1,982) 18,969 1,928
Total lllinois State University $ 107705 § 3565 § (7.309) $ 103,961 $ 6.420

Northern lllinois University:
Bonds and notes payable:

Revenue bonds (note 11) $ 113725 $ 10817 § (6,266) $ 118387 § 7,202 M

Notes payable (note 12) 1,574 - (514) 1,060 85
Total bonds and notes payable 115,299 10,917 (6,769) 119,447 7.287

Other long-term obligations:

Capital lease obligations {note 13A) 17,878 19,380 (609) 36,649 867

Certificates of paricipation (note 13B) 5,590 - (325) 5,265 345

Compensated absences (note 1M) 23,645 537 (712) 23,470 2,660

Other obligations (note 13H) 10,534 3,898 (1,142) 13,290 1,418
Total other long-term obligations 57,647 23,815 (2,788) 78,674 5,280
Total Northern lllinois University $ 172,946 § 34732 § (9,557) $ 198121 § 12,577

A Includes $874 of unaccreted appreciation on capital appreciation debt.
M Includes $115 of unaccreted appreciation on capital appreciation debt.
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Table 8-2 (continued)
(amounts expressed in thousands)

Major Component Units, continued

Southern lllinois University:
Bonds and notes payable:
Revenue bonds (note 11)
Notes payable (note 12)
Deferred amount on refundings (note 11)
Unamortized premiums (note 11}
Total bonds and notes payable

Other long-term obligations:

Capital lease obligations (note 13A)
Certificates of participation (note 13B)
Unamortized (discounts) (note 13B)
Accrued self-insurance (note 19)
Compensated absences (note 1M)
Other obligations (note 13H)

Total other long-term obligations

Total Southern Illinois University

University of lllinois:
Bonds and notes payable:
Revenue bonds (note 11)
Deferred amount on refundings (note 11)
Unamortized premiums (note 11)
Unamartized (discounts) (note 11)
Total bonds and notes payable

Other long-term obligations:
Capital lease obligations (note 134)
Certificates of participation (note 13B)

Deferred amount on refundings (note 13B)

Unamortized premiums (note 13B)
Accrued self-insurance (note 19)
Compensated absences (note 1M)
Other obligations (note 13H)

Total other long-term obligations

Total University of lllinois

Balance Balance Amounts
July 1, June 30, Due Within
2006 Additions Deletions 2007 One Year
242095 § 4229 § (10,920) $ 235404 § 13,343
759 - (504) 255 167
(2.529) - 248 (2,281) (248)
5,446 - (250) 5,196 250
245,771 4,229 {11,426) 238,574 13,512
4,280 396 {1,561} 3115 1,074
33,295 - (2,345) 30.950 2,590
(78) - 5 (73) (4)
14,521 4,912 (6,734) 12,699 5,280
45,304 4,986 (3,470) 46,820 3,765
25,220 2,868 {2,152) 25,936 718
122,542 13,162 (16,257} 119,447 13,423
368,313 $ 17391 $ (27,683) § 358.021 § 26,935
830,011 $ 328918 § (83,350) 51075578 $ 31,006
(16,565) (2,0286) 974 (17.617) (994)
21,806 14,042 (1,251} 34,597 1,258
(540) - __28 (512) (27)
834,712 340,934 (83.509) 1,092,047 31,243
55,385 5,579 (5,883) 55,081 6,675
467,300 - (26,530) 440,770 26,970
(15,588) 1,222 (14,364) {1,222)
13,200 . (1,487) 11,713 1,487
142,214 63,188 (49,224) 156,178 39,761
208,229 17.889 (15,852) 210,166 17,745
63,074 * 1,000 (766) 63,308 7.075
933,816 87 656 (98,620) 922 852 98,491
$ 1,768,528 § 428590 § (182,219) $2,014899 § 129,734

A Includes $122 of unaccreted appreciation on capital appreciation debt.
A Includes $458 of unaccreted appreciation on capital appreciation debt.

*

as reclassified

A

Al
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9 GENERAL OBLIGATION BONDS

General obligation bonds have been authorized and issued primarily to provide funds for
acquisition and construction of capital facilities for higher education, public and mental health,
correction and conservation purposes and for maintenance and construction of highway and
waterway facilitiecs. Bonds have been issued to provide assistance to municipalities for
construction of sewage treatment facilities, port districts, aquarium facilities, local schools, mass
transportation and aviation purposes, and to fund research and development of coal as an energy
source. Bonds were also issued for the purpose of making contributions to the following
designated retirement systems: State Employees’ Retirement System of Illinois; Teachers’
Retirement System of the State of Illinois; State Universities Retirement System; Judges’
Retirement System of Illinois; and General Assembly Retirement System. In addition, bonds
have been authorized to refund any general obligation bonds outstanding.

The State Constitution provides that the State may issue general obligation bonds for specific
purposes in such amounts as provided either by the General Assembly with a three-fifths vote of
each house or by a majority of voters in a general election. The enabling acts pursuant to which
the bonds are issued provide that all bonds issued thereunder shall be direct obligations of the
State of Illinois and pledge the full faith and credit of the State. Effective July 30, 2004, general
obligation bonds are to be redeemed over a period not to exceed 25 years from available
resources in the debt service funds. Previously, bonds have been issued which mature in varying
amounts over periods not exceeding 30 years. With the exception of anti-pollution bonds, Illinois
offerings generally have a call option of the State. Calls can begin 10 years following the date of
issuance, in whole or in part, in such order as the State shall determine and at a redemption price
not to exceed par value.

General obligation bonds outstanding and bonds authorized but unissued at June 30, 2007 are as
follows:

Table 9-1 (amounts expressed in thousands)
Governmental Activities
Outstanding Authorized Annual
Purpose Interest Rates Amounts but Unissued Maturity To
Capital Development 3.00%t06.10% § 3,389,000 $ 923,664 2034
Transportation 3.00 % 10 6.10% 2,544 441 382,866 2034
Anti-Pollution 3.00 % to 11.00% 159,361 23,554 2034
School Construction 3.00 % to 6.10% 2,251,415 178,686 2034
Coal Development 3.00 % to 6.00% 48,908 551,994 2031
Pension Funding Contribution 2.50 % f0 5.10% 10,000,000 -- 2033
Refunding 4.00 % to 5.50% 2,187,834 671,702 2022
20,580,959 § 2,732,466

Deferred amount on refundings (62,428)
Unamortized premiums 349,592
Unamortized (discounts) (2.325)

$ 20,865,798
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Changes in general obligation bonds during the year ended June 30, 2007, are summarized in
Note 8. Future general obligation debt service requirements at June 30, 2007 are as follows:

Table 9-2 (amounts expressed in thousands)
Year Ending Governmental Activities
June 30 Principal Interest Total
2008 $ 776,146 $ 956,429 § 1732575
2009 755,098 939,697 1,694,795
2010 739,985 914,297 1,654,282
201 728,796 886,746 1,615,542
2012 711,443 861,340 1,572,783
2013-2017 3,372,274 3,874,290 7,246,564
2018-2022 3,341,065 3,102,085 6,443,150
2023-2027 4,104,803 2,215,018 6,319,919
2028-2032 5,100,785 1,094,979 6,195,764
2033-2037 1,223,420 63,831 1,287,251
20,853,915 $ 14,908,710 $ 35,762,625
Less: Unaccreted appreciation (272,9586)
20,580,959
Deferred amount on refundings (62,428)
Unamortized premiums 349,592
LUr‘llamcirt':zecl (discounts) (2,325)
Total $ 20,865,798

The State has issued $600 million in variable rate general obligation bonds. Information
regarding the June 30, 2007 valuations and risks associated with these bonds are included in Note
14—Derivatives.

10 spPeciAL OBLIGATION BONDS

Special obligation bonds have been authorized and issued to provide funds for the Build Illinois
Program and the State’s Metropolitan Civic Center Support Program, and to refund any bonds
previously issued under these programs.

The Build Illinois Program was implemented to expand the State’s efforts in economic
development by providing financing in certain areas. These areas include construction,
reconstruction, modernization and extension of the State’s infrastructure; development and
improvement of educational, scientific, technical and vocational programs and facilities;
expansion of health and human services in the State; protection, preservation, restoration and
conservation of the State’s environmental and natural resources; and provision of incentives for
the location and expansion of businesses in Illinois resulting in increased employment.

The State’s Metropolitan Civic Center Support Program was implemented to provide funding for
single or multi-purpose projects. The primary function of which is to provide public
entertainment, exhibitions or conventions, or to provide parking facilities related thereto. Also, a
portion (not to exceed $10 million) is authorized for the purpose of making construction and
improvement grants by the Secretary of State, as State Librarian, to public libraries and library
systems.

Special obligation bonds are payable primarily from dedicated portions of the State’s sales tax
and the horse racing privilege tax. Effective July 30, 2004, special obligation bonds are to be
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redeemed over a period not to exceed 25 years. Previously, bonds have been issued which mature
in varying amounts over periods not exceeding 30 years. Additionally, these bonds have call
provisions providing for early redemption at the option of the State, beginning 10 years following
the date of issuance, in whole or in part, in such order as the State shall determine and within any

maturity by lot at varying premiums which decrease periodically.

Special obligation bonds outstanding and bonds authorized but unissued for governmental

activities at June 30, 2007, are as follows:

Table 10-1 (amounts expressed in thousands)

Governmental Activities

QOutstanding Authorized Annual
Purpose Interest Rates Amounts but Unissued Maturity To
Build INinois
Public infrastructure 3.00% to 6.50% $ 998,187 § 144,829 2031
Business development 3.00% to 6.25% 118,332 2,699 2029
Education 3.00% to 6.50% 341,390 304,170 2031
Environment 3.00% to 6.50% 63,926 20,064 2029
Refunding 4.50% to 7.00% 749,868 Unlimited 2020
2,271,703 471,762
Civic Center:
Civic centers 6.25% to 7.40% 59,031 142,404 2020
Libraries 6.25% to 6.25% 6,625 3,375 2020
Refunding 4.65% to 6.50% 61,500 Unlimited 2015
127,158 145,779
2,398,859 § 617,541
Deferred amount on refundings (1,274)
Unamortized premiums 70,148
§ 2.467,733

Changes in special obligation bonds during the year ended June 30, 2007, are summarized in

Note 8. Future special obligation debt service requirements at June 30, 2007, are as follows:

Table 10-2 {amounts expressed in thousands)
Year Ending Governmental Activities
June 30 Principal Interest Total
2008 $ 150615 5 124,396 3 275,011
2009 157,665 116,636 274,301
2010 163,275 109,047 272,322
2011 165,070 101,038 266,108
2012 165,565 92,899 258,464
2013-2017 812,195 334,512 1,146,707
2018-2022 509,725 149,709 659,434
2023-2027 244,510 53,049 297,559
2028-2032 66,285 5,991 72,276
2,434 905 $ 1,087,277 $ 3,522,182
Less: Unaccreted appreciation (36,046)
2,398,859
Deferred amount on refundings (1.274)
Unamortized premiums 70,148
Total $ 2,487,733
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11

REVENUE BONDS

The State Constitution empowers certain State agencies and authorities to issue bonds that are not
supported by the full faith and credit of the State. The bond indentures include a pledge from
these agencies and authorities that income derived from acquired or constructed assets be used to
retire the debt and service related interest. Bonds outstanding at June 30, 2007 (except for the
Illinois State Toll Highway Authority which is as of December 31, 2006), net of unamortized
discounts, unamortized deferred amount on bond refundings and unamortized bond premiums are

as follows:

Table 11-1 (amounts expressed in thousands)

Amount Outstanding Annual
Fund Type/Agency Outstanding Interest Rates Maturity To

Primary Government

Business-type Activities

Major Funds:
Water Revolving Fund 5 229,749  5.000% to 5.500% 2023
Designated Account Purchase Program 3,479,574 3.940% to 17.000% 2045

Total Business-type Activities $ 3,709,323

Major Component Units
lllinois Housing Development Authority $ 1,585,854 1.750% to 15.000% 2048
lllinois State Toll Highway Authority 2,465,536  4.000% to 6.300% 2031
llinois State University 84,892 2.750% to 7.350% 2031
Northern lllinois University 118,387 4.000% to 6.550% 2029
Southern lllinois University 238,319  2.600% to 6.200% 2036
University of lllincis 1,092,047 3.000% to 12.000% 2036

Changes in revenue bonds during the year ended June 30, 2007 are summarized in Note 8.
Revenue bond debt service requirements, principal and interest as of June 30, 2007, are as

follows:
Table 11-2 (amounts expressed in thousands)
Primary Government
Business-type Activities
Designated Account
Year Ending Water Revolving Fund Purchase Program Total
June 30 Principal Interest Principal Interest Principal Interest
2008 $ 17,950 § 11,203 § 41,100 $ 184,875 $ 59,050 $ 196,078
2008 18,160 10,303 1,700 183,639 19,860 193,942
2010 18,940 9,385 - 183.628 18,940 193,013
2011 18.520 8,431 82,650 182,304 102,170 180,735
2012 19,985 7,425 - 179,654 19,885 187,079
2013-2017 B1,205 23177 75,100 883,230 156,305 906,407
2018-2022 43,410 5,018 - 878,119 43,410 883,137
2023-2027 1,710 63 50,000 BE7.865 51,710 BE7,928
2028-2032 - - 105,000 851,588 105,000 851,588
2033-2037 - - 1,087,100 700,918 1,087,100 700,918
2038-2042 - - 900,000 422,587 800,000 422,587
2043-2047 — = 1,149,550 119,019 1,149,550 119,019
220,880 5  75.005 3,492,200 _§ 5637426 3,713,080 §5712431
1 e
Unamortized premiums 8,869 - 8,869
Unamortized (discounts) - (12.826) (12,626)
Total $ 229,749 $ 3,479,574 $3,709,323
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Table 11-3 (amounts expressed in thousands)
Major Component Units
lllinois Housing lllinois Toll linois
Year Ending Development Authority Highway Authority State University
June 30 Principal Interest Principal Interest Principal Interest
2008 $ 1022056 $ 76447 3 47350 $ 122048 & 5265 § 2,647
2009 45,255 72,420 50,030 116,173 5,330 2,585
2010 46,540 70,424 52,750 113,489 5,380 2,533
2011 49,400 68,352 45,465 110,996 5,435 2,479
2012 53,960 66,049 49,910 108,315 5315 2,420
2013-2017 279,910 291,951 402,965 485,357 25,665 9,856
2018-2022 235,340 226,747 580,470 360,624 13,290 7,559
2023-2027 271,970 165,262 653,470 201,438 14,045 4,666
2028-2032 255,130 96,823 500,000 62,500 13,075 1,464
2033-2037 195,830 37,851 -- -- - -
2038-2042 39,135 9,636 - - - -
2043-2047 19,870 2,668 - - - -
2048-2052 1,000 43 - -~ == ==
1505545 §1,184,673 2,382,410  § 1,680,940 92,800 § 36,209
Less: Unaccreted appreciation (12) ST =T, (7,324) s
1,595,633 2,382,410 85,476
Deferred amount on refundings (11,591) (20,399) -
Unamortized premiums 1,912 103,525 396
Unamortized (discounts) - - (980)
Total $ 1,585,854 $ 2,465,636 $ 84,892
Table 11-3 (continued)
(amounts expressed in thousands)
Major Component Units, continued
Northern Southern
Year Ending lllinois University Illinois University University of lllinois
June 30 Principal Interest Principal Interest Principal Interest
2008 5 3T § 4597 § 13465 § 7602 $§ 31464 § 45507
2009 7,277 4,423 12,310 7171 33,475 44,934
2010 7.325 4,252 12,680 6.821 34,105 43,949
2011 7,237 4,078 13,255 6,461 36,005 42,975
2012 6,625 3,917 13,490 6,176 37,805 41,918
2013-2017 33,820 17,403 69,510 26,338 214,840 190,930
2018-2022 36,655 10,840 63,620 18,370 261,230 154,840
2023-2027 9,855 4,218 51,595 11,499 204,215 106,318
2028-2032 10,770 963 31,350 6,450 209,345 56,733
2033-2037 -- - 14,710 1,739 122,961 12,958
2038-2042 - - - - - -
2043-2047 - - - - -- --
2048-2052 - -- -~ - -- -
126,781 $§ 54,691 295985 § 98,627 1,185545 § 741,062
Less: Unaccreted appreciation (8,394) (60,581) (109,966)
118,387 235,404 1,075,579
Deferred amount on refundings - (2,281) (17,617}
Unamortized premiums - 5,196 34,597
Unamortized (discounts) -- - 512
Total $ 118,387 $ 238,319 $ 1,092,047
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Included within the $1,585.9 million of outstanding Illinois Housing Development Authority
(IHDA) revenue bonds are $1,585.5 million which do not require the Governor to include in the
State budget the amount necessary for payment of principal and interest. Payment of principal
and interest on a portion of the IHDA bonds are debt of various authorities and is guaranteed
from pledged revenues of the properties. Payment of principal and interest of the remainder of the
IHDA bonds and the nonmajor component unit bonds are guaranteed by a municipal bond
insurance policy.

A, Demand and Variable Rate Bonds
Primary Government
Designated Account Purchase Program (IDAPP)

Included in the $3,479.6 million of outstanding revenue bonds issued by IDAPP are $248.6
million of variable rate demand bonds, (Series 1993D, Series 1996B, Series 1997A, Series
1997B, Series 1998A, Series 1998B, Series 1999A and Series 1999B), the proceeds of which
were used to purchase and originate student loans. The bonds mature at various dates, bearing
interest rates as determined by the remarketing agent that would enable the bonds to be sold at a
price equal to their principal amount, but not to exceed 15% per annum for the Series 1993D,
Series 1996B, Series 1997B and Series 1998B bonds and 12% per annum for the Series 1997A,
Series 1998A, Series 1999A and Series 1999B bonds. Of the $248.6 million of demand bonds,
$207.5 million are recorded as noncurrent for 2007.

The bonds, if in a weekly or monthly mode, are subject to purchase on demand of the holder at a
price equal to principal plus accrued interest on seven days’ notice and delivery to the
remarketing agent. The remarketing agent is authorized to sell the repurchased bonds at a price
equal to their principal amount by adjusting the interest rate.

Irrevocable letters of credit have been issued by various credit facilities in order to permit the
Trustee to draw amounts to pay the tender price of the variable rate demand bonds tendered for
payment under early redemption and demand provisions of the bond issues. Under these letters
of credit, the various credit facilities, acting as tender agent, paying agent and bond registrar for
the respective bond issues, are entitled to draw the amount needed (a) to pay interest on the bonds
on each interest payment date; (b) to pay principal and interest on the bonds called for
redemption; (c) to pay principal and interest on the bonds resulting from an acceleration of
maturity due to an event of default; and (d) to pay the tender price of bonds tendered or required
to be tendered for purchase which is not to be paid from remarketing proceeds or from certain
funds held under the indenture. The letters of credit expire at various dates through April 1, 2010.
If the remarketing agent is unable to resell any bonds that are “put” within 180 days of the “put”
date, IDAPP is required to repay the amounts drawn on the letters of credit for the redemption of
these bonds. Repayment of amounts drawn on the letters of credit will be made by IDAPP from
the trustee accounts. As of June 30, 2007, the letters of credit have not been drawn upon.

IDAPP has take out agreements with various credit facilities to convert the bonds to an
installment loan payable over the terms of the agreements bearing adjustable interest rates
between 6.07% and 9.25% as of June 30, 2007. The take out agreements expire at various dates
through April 1, 2010. If the take out agreements were to be exercised because all of the $248.6
million of demand bonds were to be “put” and not resold, IDAPP would be required to pay
interest amounts varying from $19.5 million in fiscal year 2008 to $7.4 million in the fiscal year
period of 2013-2016 assuming the interest rates above.
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IDAPP is required to pay to the credit facilities an origination fee based on the line of credit
amounts and a quarterly commitment fee thereafter, based on the available amount of the letters
of credit. Quarterly commitment fees currently in effect range from .165% to .550% of the
available amount of the letters of credit. In addition, the respective remarketing agents receive a
quarterly fee ranging from .075% to .100% of the outstanding principal amount of the bonds. As
of June 30, 2007, IDAPP has not drawn any funds under the existing agreements.

The entire $3,479.6 million of outstanding revenue bonds at June 30, 2007 are variable rate bonds
that have their interest rates reset periodically. These bonds carry a maximum interest rate
ranging from 12% to 17%. The interest rate in effect at June 30, 2007 was used in calculating
future interest payments.

Major Component Units
Hllinois Housing Development Authority (IHDA)

Included within the IHDA’s outstanding revenue bonds are $2.8 million of Taxable Multi-Family
Variable Rate Demand Bonds Series 1996A, $53.1 million of Multi-Family Housing Revenue
Bonds Series 1997 and Series 2000A and $10.7 million of Homeowner Mortgage Revenue Bonds
Series 2004A3 which are variable rate demand bonds. Interest rates on these bonds are
determined weekly at a rate established by the remarketing agents on each rate determination
date. In addition, $20.6 million of Taxable Homeowner Mortgage Revenue Bonds Series 2001D,
2001F and 2002B are also variable rate demand bonds. Interest rates on these bonds are based on
a floating rate determined on an annual basis and paid monthly. The IHDA has agreements with
liquidity providers to purchase any bonds tendered for purchase in accordance with the indentures
with respect to which the Trustee does not, on the date any such tendered bonds are required to be
purchased, have sufficient funds to make such purchase. Payment of the principal and interest on
the bonds when due are insured by a financial guarantee insurance policy. The IHDA has a
commitment to reimburse the insurer for any such payments made.

Hlinois State Toll Highway Authority (THA)

As of December 31, 2006, the THA had outstanding variable rate demand bonds in the amount of
$147.3 million for the Series 1993B bonds and $123.1 million for the Series 1998B bonds. These
bonds have final maturities in 2010 and 2017, respectively, and bear interest rates as determined
by the remarketing agents on each rate determination date not to exceed 22% and 25%,
respectively. These bonds are subject to redemption if tendered by the holder at a price equal to
the principal plus accrued interest upon notice and delivery to the remarketing agent. The THA
has agreements with liquidity providers to purchase any bonds so tendered for purchase in
accordance with the indentures with respect to which the Trustee does not, on the date any such
tendered bonds are required to be purchased, have sufficient funds to make such purchase. The
THA has obtained a financial guarantee insurance policy to guarantee the payment of principal
and interest on the scheduled maturity dates. The THA has an obligation to reimburse the insurer
for any such payments made.

Derivatives

IDAPP, IHDA and THA all have entered into various interest rate swap agreements. Details of
these agreements are discussed in Note 14—Derivatives.
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B. Conduit Debt (not included in financial statements)

The State of Illinois, by action of the General Assembly, created various authorities for the
express purpose of providing private entities with an available low cost source of capital
financing for construction of facilities deemed to be in the public interest. Fees are assessed to
recover related processing and application costs incurred. Bonds issued by the authorities
represent limited obligations payable solely from payments made by the borrowing entities. The
majority of the bonds are secured by the property financed. Upon repayment of a bond,
ownership of acquired property transfers to the entity served by the bond issuance. The State has
no obligation for this debt. Accordingly, these bonds are not reflected in the accompanying
financial statements.

At June 30, 2007, recorded amounts of revenue bonds, net of defeased bonds, and notes
outstanding as reported by authority officials are as follows:

Table 11-4 (amounts expressed in thousands)
Amount Annual
Authority Outstanding Maturity To

lliinois Finance Authority $ 21,534,963 2046
lllinois Housing Development Authority 390,608 2048
Southwestern lllinois Development Authority 316,930 2038
Upper lllinais River Valley Development Authority 55,480 2040
Will-Kankakee Regional Development Authority 31,341 2033
lllinois Medical District Commission 28,600 2032
Quad Cities Regional Economic

Development Authority 40,649 2041

Total $ 22,398,571

12 NOTES/GENERAL OBLIGATION CERTIFICATES PAYABLE

A Notes Payable

The State’s major component units have obtained notes payable, normally secured by specific
revenue sources, to provide financing. Outstanding notes payable at June 30, 2007 were as
follows:

Table 12-1 (amounts expressed in thousands)
Amount Interest Annual
Fund Type/Agency Outstanding Rates Maturity To
Major Component Units
llinois Housing Development Authority $ 1,666 5.45% 2012
llinois State University 100 6.95% 2008
Northern lllinois University 1,060 7.50% 2012
Southern lllinois University 255 3.00% 2009
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Changes in notes payable during the year ended June 30, 2007 are summarized in Note 8. Future
notes payable debt service requirements as of June 30, 2007, arc as follows:

Table 12-2 (amounts expressed in thousands)
Major Component Units
lllinois Housing Illinois State Northern lllinois Southern lllinois
Development Authority University University University
Year Ending
June 30 Principal Interest  Principal Interest Principal Interest Principal Interest
2008 $ - 8 79 % 100 $ 7 $ a $ 48 % 1672 . % 5
2009 - a1 - - 718 74 88 1)
2010 -- 91 - - 115 19 - -
2011 - 91 - = 66 11 - -
2012 1,666 102 - - 76 6 -
$ 1666 § 454 5 100 § 7 §.1060 $ 198 & :255° % 6

B. General Obligation Certificates Payable

The State is authorized to borrow up to 5% of the State’s appropriations in a fiscal year to meet
deficits in anticipated revenues. All such debt shall be retired from the revenues received in that

fiscal year.

On February 7, 2007, the State issued $900 million of general obligation certificates, which
matured on June 7, 2007, with an interest rate of 4.25%. The certificates were issued to address
timing variations of the State which occur between disbursement and receipt of budgeted funds
within a fiscal year. Proceeds from the certificates were deposited as follows: $900 million into
the General Revenue Account (a sub-account of the General Fund) and $1.6 million of bond
issuance premium into the General Obligation Bond Retirement and Interest Fund (a nonmajor

governmental fund).

Changes in general obligation certificates payable during the year ended June 30, 2007 are as
follows:

Table 12-3 (amounts expressed in thousands)

Balance Balance
July 1, June 30,
2006 Additions Deletions 2007

Primary Government
Governmental Activities

General obligation certificates payable 3 - 8 900,000 $ (900,000) $ -
Unamortized premiums - 1,602 (1,602) -
Total Governmental Activities $ - % 901,602 $ (901,602) % -

e Demand Notes Payable

Primary Government — Business-type Activities

The Designated Account Purchase Program has a $500 million short-term revolving credit line
agrecement. The revolving credit line was used to purchase eligible student loans (guaranteed or

insured or is an eligible loan under the Higher Education Act). The credit line was due to expire
on June 21, 2007 and was extended to October 21, 2007.
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The terms of the credit line are as follows: loans on the credit line are drawn at the applicable
rate per annum equal to either (a) with respect to Base rate loans, 0%; (b) with respect to LIBOR
loans, .30%. The commitment fee is .05% of the unused portion of the credit line. As of June 30,
2007, $195.2 million outstanding under this line is shown as current for fiscal year 2007.

Major Component Units

University of Illinois (U of I)

The U of I has a $6.4 million line of credit to a bank, due on January 31, 2008, with a negotiated
interest rate in irregular intervals (5.82% at June 30, 2007). The line of credit is unsecured. The
line of credit is to be used to purchase property that is to be held by the U of I. The entire amount

outstanding of $6.4 million at June 30, 2007, is shown as current for fiscal year 2007.

Changes in demand notes payable during the year ended June 30, 2007 are as follows:

Table 12-4 (amounts expressed in thousands)
Balance Balance
July 1, June 30,
2006 Additions Deletions 2007
Primary Government
Business-type Activities
Major Funds:
Designated Account Purchase Program $ - % 195170 §$ - & 195,170
Major Component Units
University of Illinois $ 6,657 $ - % (255) § 6,402

13 OTHER LONG-TERM OBLIGATIONS

Other long-term obligations reported in the government-wide statements and disclosed below are
as follows:

Table 13-1 (amounts expressed in millions)
Primary Government Business-type Activities
Non-major

Governmental Prepaid Enterprise Fiduciary
Description Reference Activities Tuition Fund Funds Funds
Capital lease obligations (A) 5 107 $ - 8§ - 8 =
Certificates of participation (B) 97.3 - - -
lllinois Emergency Management Agency (C) 26.0 - - --
Installment purchase obligations (D) 16.2 = = &
Cape Girardeau Bridge - State of lllincis/

State of Missouri Joint Agreement (E) 2.2 i = =
Obligations to Lottery Prize Winners (F) - - 1.0 =
Prepaid Tuition Fund obligations (G) - 956.2 - -
Other obligations (H) 8.9 - 10.3 -

Total Other Long-Term Obligations $ 1613 § 956.2 § 113 & =
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Table 13-2 (amounts expressed in millions)
Major Component Units
lllinois State  lllinois Northern  Southern  University
Toll Highway State lllinois lllinois of
Description Reference  Authority  University University University lllinois
Capital lease chligations (A} $ 40 § 03 8§ 366 § 3t §° 551
Certificates of participation (B) - - 53 309 438.1
Other obligations {H) 0.1 0.3 133 25.9 63.3
Total Other Long-Term Obligations $ 41 § 06 § 552 § 589 § !5565
A Lease Commitments

The State has entered into various capital leases for land, office facilities, office and computer
equipment and other assets. Although lease terms vary, certain leases are renewable subject to
appropriation by the General Assembly. If renewal is reasonably assured, leases requiring
appropriation by the General Assembly are considered noncancelable leases for financial
reporting purposes. Information regarding operating leases is included in Note 20.

At June 30, 2007, assets capitalized under capitalized leases are as follows:

Table 13-3 (amounts expressed in thousands)
Primary Government
Governmental Fiduciary
Activities Funds
Buildings and building improvements  $ 14386 § =k
Equipment 1,796 42
16,182 42
Less: Accumulated depreciation 6,594 25
$ 9588 § 17
Table 13-4 (amounts expressed in thousands)
Major Component Units
lllinois State lllinois Northern Southern University
Toll Highway State Illinois lllinois of
Authority University University University lllinois
Land and land improvements $ - % - % 599% § - § 6,471
Buildings and building improvements - - 34,371 3,240 30,625
Equipment 26,471 691 - 1,736 24,366
26,471 691 40,367 4,976 61,462
Less: Accumulated depreciation 23,539 213 2,660 1,346 10,711
$ 2932 § 478 § 37,707 § 3630 § 50,751
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Future minimum commitments for non-cancelable capital leases as of June 30, 2007 are as

follows:
Table 13-5 (amounts expressed in thousands)
Primary Government
Capitalized Leases
Year Ending Governmental Activities Fiduciary Funds
June 30 Principal Interest Principal Interest Total
2008 $§ 1,183 & %8 § 1 $ - § 2152
2009 953 855 -- - 1,808
2010 817 759 -- -~ 1,576
2011 823 684 - -- 1,507
2012 889 606 - -- 1,495
2013-2017 5,135 1.636 - - 6,771
2018-2022 935 46 -- -- 981
Total minimum lease
payments $ 10,735 § 5554 § 1 8 - § 16,290

Table 13-6 {amounts expressed in thousands)

Major Component Units
Capitalized Leases

Toll Highway lllinois State Northern lllinois Southern lllinois University of
Year Ending Authority University University University lllinois
June 30 Principal  Interest  Principal  Interest  Principal  Interest  Principal Interest  Principal  Interest
2008 £ 257 % 51 % 202 § 9 & 867 $ 1929 § 1074 § 106 §$ 6675 $ 2008
2009 1,449 93 129 4 912 1,886 1,071 66 5,484 1,984
2010 - - - - 953 1,841 848 30 4,948 1,775
2011 - - - - 1,001 1,794 118 5 4,555 1,571
2012 - - - - 1,049 1,745 4 - 1,910 1,413
2013-2017 - - - - 6,086 7,874 - - 7,088 6,135
2018-2022 - - - - 7829 6,097 - - 6,418 4,897
2023-2027 - - - - 7,030 3,920 - - 18,003 4,839
2028-2032 - - - - 4,123 2,592 - - - -
2033-2037 - - - - 5497 1,218 - - - -
2038-2042 - - - - 1,302 41 - - - -
Total minimum lease
payments $ 4016 8§ 610 § 31 8 13 § 36649 $ 30937 § 3115 § 207 § 55081 § 24,622

B. Certificates of Participation

State-issued Certificates of Participation - The State is authorized to issue certificates of
participation (“Certificates”) representing the right to receive a proportionate share in lease-
purchase or installment purchase payments to be made for the benefit of State agencies for the
acquisition or improvement of real or personal property, refinancing of such property, payment of
expenses of such property or payment of expenses related to the issuance. The outstanding
balance of the State-issued Certificates included in the governmental activities financial
statements as of June 30, 2007 was $25.9 million.

Certain major component units have also issued Certificates representing the right to receive a

proportionate share of lease-purchase or installment payments. All of these Certificates issued by
major component units are considered State-issued. The outstanding balance of these Certificates
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as of June 30, 2007 was $474.3 million, which includes unamortized premiums of $11.7 million,
unamortized discounts of $.1 million and deferred amounts on refunding of $14.4 million and is
included in the component unit financial statements.

Non-State-issued Certificates of Participation - The State also finances the purchase of certain
State-owned real and personal property through third party (non-State-issued) Certificates. These
non-State-issued Certificates are sold by private concerns and are repaid by State agency
appropriations pursuant to installment purchase agreements. The outstanding balance of non-
State-issued Certificates included in the governmental activities financial statements as of June
30, 2007 was $71.4 million.

Future commitments by the State to make installment payments to pay for the assets acquired and
related financing costs for State-issued and non-State-issued Certificates at June 30, 2007 are as
follows:

Table 13-7 (amounts expressed in thousands)

Primary Government
Governmental Activities
Certificates of Participation

Year Ending State-Issued Non-State-lssued Total
June 30 Principal Interest Principal Interest Principal Interest
2008 $ 1750 $ 1487 % 3845 § 3686 § 5595 § 5173
2009 1,850 1,387 5,485 3,690 7,335 5,077
2010 1,945 1,278 5,780 3,390 7,725 4,668
2011 2,055 1,162 6,085 3,068 8,140 4,230
2012 2170 1,038 6,425 2,724 8,585 3,762
2013-2017 13,000 3,013 31,795 8,081 44 795 11,094
2018-2022 3,140 95 12,010 827 15,150 922

$250810 $ 9,460 $71425 §$25466 § 97,335 $34926

Table 13-8 (amounts expressed in thousands)

Major Component Units

Certificates of Participation
Northern lllinois Southern lllinois University of
Year Ending University University Illinois
June 30 Principal Interest Principal Interest Principal Interest
2008 $ 345 § 274 §$ 2590 $ 1304 § 269870 § 19519
2009 365 256 2,670 1,217 28,330 18,155
2010 390 235 2,770 1,121 29,770 16,704
2011 410 214 2,875 1,015 31,035 15,244
2012 435 191 2,105 899 32,550 13,756
2013-2017 3,320 543 7,340 3,382 138,580 47,805
2018-2022 - - 6,410 2,000 124,310 21,060
2023-2027 - -- 4,190 345 29,215 3,366

5265 § 1,713 30,950 § 11,283 440,770 _$ 155,609
Deferred amount on T 5 ~ T
refundings - - (14,364)
Unamortized premiums - - 11,713
Unamortized (discounts) - 73 =
$ 5,265 $ 30,877 $ 438,119
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C Hllinois Emergency Management Agency

Tracts of land near Ottawa, Illinois were donated to the State more than 50 years ago for public
purposes. Several years later, the State discovered that other parties had dumped radioactive
waste on the land, before it was donated to the State. The State advised the United States
Environmental Protection Agency (USEPA) of the situation and the land was transferred to the
Illinois Emergency Management Agency, formerly the Department of Nuclear Safety, for clean-

up.

Although the State was not culpable for the creation of the hazard, federal law makes it, as the
owner, a potentially responsible party along with the corporations that did the dumping. These
corporations are defunct and in recognition of the State’s lack of culpability, the USEPA has
currently estimated the clean-up to the site and adjacent property to cost $80 million. The State
has estimated its portion of the liability for the clean-up to be $26 million which is recorded in the
governmental activities statement of net assets at June 30, 2007.

D. Installment Purchase Obligations

The State has acquired certain land, office facilities, office and computer equipment and other
assets through installment purchase arrangements. Future commitments under installment
purchase contracts as of June 30, 2007 are as follows:

Table 13-9 (amounts expressed in thousands)

Primary Government

Year Ending Governmental Activities
June 30 Principal Interest Total
2008 $ 5,632 $ 561 % 6,193
2009 5,160 358 5518
2010 3,882 353 4,235
2011 1,502 64 1,566
2012 65 2 67

$ 16,241 $ 1,338 $ 17,579

E. Cape Girardeau Bridge - State of Hllinois/State of Missouri Joint Agreement

The State of Illinois entered into an agreement with the State of Missouri for the construction of
the Cape Girardeau Bridge. The agreement required that the State of Illinois reimburse the State
of Missouri for 40% of the costs incurred for bridge construction. In accordance with a pre-
established payment plan, the State of Illinois repays one-quarter of its annual obligation each
year for four years following the year costs were incurred. Each year, the State of Missouri
incurs costs and each year, the State of Illinois makes payments on costs incurred in prior years
(unless such costs have been totally reimbursed) subject to the same one-quarter reimbursement
arrangement. The State of Missouri assesses 5.3% interest on the unpaid balance.

As of June 30, 2007, the balance of the Illinois/Missouri Joint Agreement was $2.2 million and is
included in the governmental activities financial statements. In subsequent years, this liability
will be liquidated from future resources of the Road Fund, a major governmental fund. Future
Illinois/Missouri Joint Agreement debt service requirements at June 30, 2007, are as follows:
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Table 13-10 (amounts expressed in thousands)

Year Ending

June 30 Principal Interest Total
2008 $ 886 $ 114 $ 1,000
2009 1,189 67 1,256
2010 ¥ 4 81

$ 2152 §$ 185 § 2,337

F. Obligations to Lottery Prize Winners

The State has obligations to certain lottery prize winners for awards payable in annual
installments ranging from nineteen years to the life of the prize winner, with the first payment
being made after the claim is presented for payment.

For certain prize winners, annuities were purchased in the name of the State for which the State
has retained the rights of ownership. Effective July 30, 1985, State law provides that the State
Treasurer, with the consent of the Director of the Department of Revenue, may contract to invest
in securities, which provide payments corresponding to its obligation to these winners. The
present value of these annuities and the related liabilities owed to prize winners, approximating
$1 million, have been reported in the financial statements of the State Lottery Fund, a nonmajor
enterprise fund.

In addition to the prize obligations discussed above, the State has provided for other payments
corresponding to its obligation to prize winners through the purchase of direct obligations of the
federal government, primarily in the form of United States Treasury zero coupon bonds. As
established by State law, such securities shall be maintained in the Deferred Lottery Prize
Winners Trust Fund, a special trust fund separate and apart from all public money or funds of the
State. These investments are purchased in amounts to provide for annual annuity payments to the
prize winner(s) of each qualifying individual drawing. Since these monies are invested by the
State on behalf of external legally separate entities (the prize winners), with specific investments
being acquired for these individual entities for which the income from and changes in the value of
the investments affect only the prize winners for whom they were acquired, in accordance with
the provisions of GASB Statement No. 31, Accounting and Financial Reporting for Certain
Investments and for External Investment Pools, the Deferred Lottery Prize Winners Trust Fund is
reported as an investment trust fund. The investments of the fund are reported at fair value, which
approximated $624.5 million at year-end, and the net assets are reported as reserved for external
investment pool participants.

G. Prepaid Tuition Fund Obligations

Tuition payable in the Illinois Prepaid Tuition Fund, a major enterprise fund, as of June 30, 2007,
represents net principal payments received for contracts held by the fund in the amount of $745.1
million, of which $28.8 million is considered current. In addition, an accretion payable recorded
in the same fund in the amount of $211.1 million of which $2.2 million is considered current, is
the present value of payments to be made in excess of the principal payments received from
investments of the tuition contracts. The accretion expense is estimated as a percentage of net
tuition costs paid to date.
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The rate for fiscal year 2007 is 8.12% based on the actuarial reporting. The accretion expense is
calculated on a monthly basis on the balance in the tuition payable account.

H. Other Obligations

Primary Government - Governmental Activities

The Tax Reform Act of 1986 requires issuers of state and local government bonds to rebate to the
federal government arbitrage profits earned on those bonds under certain circumstances. In
accordance with that, it was determined that there was an arbitrage rebate liability of $28
thousand as of June 30, 2007. The Build Illinois Bond Retirement and Interest Fund, a nonmajor
governmental fund, is expected to be used to repay the liability of $28 thousand from future
resources of this fund.

A lawsuit against the City of Chicago and the Illinois State Board of Education (ISBE) has
resulted in a settlement requiring the ISBE to pay $19.25 million over seven years to Chicago
Public School District #299 (District) to assist the District in providing special education services
to identified eligible children within the least restrictive environment. The settlement, reached in
July 1999, required the ISBE to pay $2.75 million per year through January 2006. Due to the
District’s failure to disburse an adequate amount of ISBE’s portion of the settlement for the
intended purpose, ISBE has only paid $10.39 million of the settlement amount through June 30,
2007. In fiscal year 2005, a federal judge extended the ruling through the end of the 2009-2010
school year. This ruling allowed ISBE to restructure the remaining payments due the District
through fiscal year 2010. The ISBE Federal Department of Education Fund, a nonmajor
governmental fund, is expected to be used to repay the liability of $8.86 million from future
resources of this fund.

Primary Government - Business-type Activities

The Self Insurers’ Security Fund, a nonmajor enterprise fund, has recorded a liability of $10.3
million for unpaid claims. This amount is the estimated future benefit payments for bankrupt
companies. This liability is expected to be paid with current resources of the fund.

Major Component Units

Major component units presented other miscellaneous obligations in the amount of $102.9
million. These obligations will be liquidated by the reporting major component unit.

14 DERIVATIVES

The State and its component units have entered into various debt-related derivatives as of June
30, 2007. The objectives of the derivatives are as follows:

Primary Government - Governmental Activities

On October 30, 2003, the State of Illinois issued a total of $963 million of tax exempt general
obligation new and refunding bonds in two series: $363 million fixed rate bonds maturing
through 2020 (2003A bonds) and $600 million variable rate demand bonds maturing in years
2020 through 2033 (2003B bonds). To assure the continuing ability to place the variable rate
demand bonds with investors, the State secured a liquidity facility from Depfa Bank, PLC
(Liquidity Provider) for the principal amount and 35 days interest on the 2003B bonds.
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Pursuant to Public Act 93-9, the State simultaneously entered into Interest Rate Exchange
Agreements (Agreements) with five counterparties under substantially identical terms, to create a
net fixed rate debt service obligation on the 2003B bonds. The Agreements together with the
issuance of the 2003B bonds as variable rate debt were entered into to produce a lower total cost
of debt service than if the financing plan had been sold as all fixed rate debt.

The Agreements were entered into pursuant to the Interest Rate Risk Management Policy
(Policy), as required by the General Obligation Bond Act, 30 TLCS 330/9, et seq., (Bond Act).
Pursuant to the Policy, the Agreements and the 2003B bonds in combination are not counted
against the variable rate debt limit of the State, since amounts paid on the 2003B bonds and
receipts under the Agreements are substantially similar and canceling, resulting in a net synthetic
fixed rate obligation.

Subject to continuing basis performance monitoring between the Agreements and the 2003B
bonds (certain basis risks described herein), the savings to the State afforded by the net synthetic
fixed rate bond structure versus a traditional fixed rate bond structure was approximately 0.71%
per year, or a net present value of approximately $56 million as of June 30, 2007.

The Agreements provide for the State to pay a monthly fixed rate of interest (3.890%) and receive
a monthly floating rate of interest based on 67% of the one month London Interbank Offered Rate
(LIBOR) or the Securities Industry and Financial Market Association (SIFMA, previously known
as Bond Market Association) index, depending on whether one month LIBOR is above or below
2.5%. The payments are computed on a combined Agreement amount which is equal to the
2003B bonds’ principal outstanding and reduces as the 2003B bonds’ principal is repaid.

Major Component Units
Hlinois Housing Development Authority (IHDA)

To protect against the potential of rising interest rates, IHDA has entered into four pay-fixed,
receive variable interest rate swap agreements, the objectives of which are to achieve a synthetic
fixed interest rate on the underlying bonds at a cost anticipated to be less than the amounts paid
had IHDA issued fixed-rate debt. In addition, IHDA has entered into four interest rate cap
agreements, the objectives of which are to establish a maximum debt service which may be paid
over the life of the underlying bonds.

Since interest rates have declined since the implementation of the swap and cap agreements, all
currently active swaps and cap agreements, except for Multi-Family Variable Rate Demand
Bonds Series 1996A, Multi-Family Housing Revenue Bond Series 1997 and 2000A and Housing
Bonds Series 2004B had a negative fair value as of June 30, 2007. The negative fair values may
be countered by reductions in total interest payments required under the variable rate bonds,
creating lower synthetic interest rates. Since the coupons on IHDA'’s variable rate bonds adjust to
changing interest rates, the bonds do not have corresponding fair value changes.

Hilinois State Toll Highway Authority (THA)
To achieve lower fixed rate borrowing costs, the THA issued variable rate debt and entered into
variable-to-fixed rate swap agreements. The objective was to obtain a synthetic fixed interest rate

on the underlying bonds at a cost anticipated to be less than the amounts paid had the THA issued
fixed rate debt.
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The THA has entered into variable-to-fixed rate swap agreements (agreements) on the entire
amount of the Series 1993B ($178 million) and Series 1998B ($123 million) bond issues. Under
the terms of these agreements, the THA each June 30 and December 31, beginning June 1993 and
ending with maturity in December 2009 on the Series 1993B bonds will pay a fixed synthetic rate
of 4.920% on the outstanding bonds. The THA receives a floating rate payment from the
counterparty equal to the amount paid on the Series 1993B variable rate bonds. In addition, the
THA each July 1 and January 1, beginning July 1999 and ending with maturity in January 2017
on the Series 1998B bonds will pay a fixed synthetic rate of 4.325% on the outstanding bonds.
The THA receives a floating rate payment from the counterparty equal to the amount paid on the
Series 1998B variable rate bonds.

In September 2005, the THA entered into four forward-starting interest rate exchange agreements
(forward agreements) on an aggregate notional amount of $700 million to hedge interest rates for
planned future bond issuances to finance a portion of the THA’s Congestion-Relief Program.
Two of the agreements are associated with an authorized issuance of $350 million junior lien debt
effective November 1, 2006 (November 2006 Agreements), while the other two agreements are
associated with an authorized issuance of $350 million of junior lien debt effective November 1,
2007 (November 2007 Agreements). The forward agreements in effect locked in the synthetic
fixed rates for the 2006 and 2007 issuances of 3.626% and 3.674%, respectively.

In March 2006, the THA amended all four forward agreements by converting the variable leg of
the agreements from a rate calculated by 75% of LIBOR to a rate determined by the SIFMA
Municipal Swap Index. This conversion was executed in order to purchase tax protection,
associated with the tax-exempt SIFMA based hedging agreements, at a historically inexpensive
time. This conversion was accomplished by nominally increasing the fixed leg of the November
2006 and November 2007 Agreements to 3.921% and 3.9925%, respectively. In September
2006, the November 2006 Agreements’ effective dates were extended from November 1, 2006 to
August 1, 2007 (now known as the August 2007 Agreements). These extensions were deemed
appropriate after review of the capital program draws and fund balances. The effective date
extensions were accomplished by a nominal increase to the fixed rate of the August 2007
Agreements of 3.952%. (Subsequent to December 31, 2006, the August 2007 Agreements were
amended to extend the starting date to February 1, 2008 and increase the fixed rate to 3.972%.)

University of Hlinois (U of I)

To facilitate the advance refunding of the UIC South Campus Development Project Series 1999
Bonds and, as a means to lower its borrowing costs, when compared against fixed rate bonds at
the time of issuance in February 2006, the U of T entered into two interest rate swap agreements
in connection with its $54 million variable rate bonds (UIC South Campus Development Project)
Series 2006A. The intention of the swaps was to effectively change the U of I's variable interest
rate on the Bonds to a synthetic fixed rate of 1.03% through August 2007 and 4.292% thereafter,
which includes the Bonds’ current liquidity facility fee of 0.2%. In addition, there is a 0.08%
current remarketing fee.

The Bonds and related swap agreements mature in January 2022, and the swaps’ initial notional
amount matches the variable rate Bonds ($54 million). The swaps were entered into at the same
time as the Bonds were issued (February 2006). Starting in fiscal year 2011, the notional value of
the swaps and the principal amount of the associated Bonds begin to mature, Under the swaps,
the U of 1 pays counterparties a fixed payment of 0.83% through August 2007 and 4.092%
thereafter, and receives a variable payment equal to its cost-of-funds through February 2010 and
thereafter receives a variable payment equal to 68% of LIBOR.

107



State of Illinois Notes to the Financial Statements

In April 2007, the U of I entered into a variable-to-fixed interest rate swap agreement with
Lehman Brothers Commercial Bank. The purpose of this interest rate swap was to hedge variable
rate demand Health Services Facility System revenue refunding bonds planned to be issued in
July 2007. The notional amount of the interest rate swap was $41 million and equal to the
planned par amount of the bonds. The U of I will make monthly payments to the counterparty
equal to 3.534% times the notional amount and will receive monthly payments from the
counterparty equal to 68% of one-month LIBOR, commencing in October 2007.

Additionally, to facilitate the advance refunding of the Certificates of Participation (Utility
Infrastructure Projects) Series 2001 A and B and, as a means to lower its borrowing costs, when
compared against fixed rate bonds at the time of issuance in March 2004, the U of I entered into
an interest rate swap in connection with its $144 million variable rate Certificates of Participation
(Utility Infrastructure Projects) Series 2004. The intention of the swap was to effectively change
the U of I's variable interest rate on the Certificates to a synthetic fixed rate of 3.855%, which
includes the Certificates’ current liquidity facility fee of 0.09%. In addition, there is a 0.05%
current remarketing fee.

The Certificates and related swap agreement mature in August 2021 and the swap’s initial
notional amount matches the variable rate Certificates ($144 million). The swap was entered into
at the same time as the Certificates were issued (March 2004). During fiscal year 2006, the
notional value of the swap and the principal amount of the associated Certificates began to
mature. Under the swap, the U of I pays the counterparty a fixed payment of 3.765% and
receives a variable payment computed as 100% of the SIFMA Municipal Swap Index.
Conversely, the Certificates’ variable interest rates are expected to approximate SIFMA. For
fiscal year 2007, the Certificates’ variable interest rate has been equal to SIFMA.

Risks
Credit risk

The State is subject to credit risk should the credit ratings of either the State or the Liquidity
Provider deteriorate. The amount of the floating rate of interest on the 2003B general obligation
bonds may increase relative to the amount of the floating index received under the Agreements,
thus requiring the State to pay any difference or shortfall. Conversely, if ratings of the State and
Liquidity Provider improve relative to the market, the amount of the floating index received
under the Agreements may exceed the amount of interest required for the 2003B bonds, resulting
in additional receipts to the State.

As of June 30, 2007, IHDA was not exposed to credit risk because of the negative fair values of
the swaps. Should interest rates change and the fair values become positive, IHDA would be
exposed to credit risk in the amount of the swaps’ fair value. Fair value is a factor only upon
termination.

The THA has adopted an interest rate risk management policy to select counterparties with an
initial rating of at least A-/A3 and not fall below BBB+/Baal (Standard and Poor’s and Moody’s
Investors Services, respectively). As of December 31, 2006 (the THA’s fiscal year-end), the
seven counterparties have credit ratings that exceed the minimum credit rating requirement. If
the counterparties, for the Series 1993B, 2006 Agreements and 2007 Agreements, are
downgraded below acceptable levels, the agreements require that the counterparties post suitable
and adequate collateral. The notional amount of the agreements equals the principal amount of
the bonds for both the Series 1993B and 1998B bond obligations.
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As of June 30, 2007, the U of I was exposed to credit risk on the 2004 Certificates of
Participation swap because it had a positive fair value. For the Series 2006A bond, the swap
counterparty was rated AA-/Aa2 by Standard and Poor’s and Moody’s Investors Services,
respectively, on the first counterparty and A+/Aa3 for the second counterparty. For the 2004
Certificates of Participation, the swap counterparty was rated A+/Aa3. To mitigate the potential
for credit risk, if both credit ratings of the counterparties fall below BBB+ and Baal, respectively,
the fair value of the swap will be collateralized by the counterparty with US Treasury Securities,
Agency Notes and Municipal Securities. Collateral would be posted with a third party custodian.

Basis risk

Since the floating index under the Agreement is based on LIBOR, the State bears exposure to
changing interest rate relationships between tax exempt and taxable debt markets. Should the
value of tax exempt interest decrease in relation to taxable interest (as a result of a further
lowering of income tax rates among other causes), tax exempt interest rates may rise (which the
State pays on its 2003B general obligation bonds in the form of SIFMA) in relation to the floating
interest rate index (which the State receives under the Agreements in the form of 67% of one
month LIBOR when the Agreement is in LIBOR mode). If this were to occur, the State would
pay any difference or shortfall. Conversely, if the value of tax exempt interest relative to taxable
interest were to increase such that tax exempt interest rates decrease when compared to 67% of
one month LIBOR (when the Agreements are in LIBOR mode), the floating index received under
the Agreements could exceed the amount of interest required for the 2003B bonds, resulting in
additional receipts for the State.

IHDA would be exposed to basis risk on its swap agreements should the variable payment
received be based on an index other than the index on the underlying bonds. Should the
relationship between the indexes converge, the expected cost savings may not be realized. ITHDA
believes its swap agreements have been structured to minimize or eliminate this risk.

The THA has implemented a strategy on the agreements associated with the Series 1993B and
1998B bonds which was designed to provide a synthetic fixed rate and it is not anticipated that, as
a result of the strategy, the THA has assumed any additional interest rate risk. The agreements
expose the THA to basis risk should the variable interest rate on the bond coupons and the
synthetic interest rate change. If a change occurs, the expected cost savings may not be realized.
As of December 31, 2006 (THAs fiscal year-end), the SIFMA rate was 3.91%.

To minimize the potential for basis risk for the 2006A and 2007 bonds and 2004 Certificates of
Participation, the U of 1 engaged a third party consultant to calculate the “mark-to-market™ or
“market value” of the swap transactions. As of June 30, 2007, the combined mark-to-market
value of the two swaps associated with the 2006 A bonds were $(.8) million, the mark-to-market
value of the 2007 bond was $.9 million and the mark-to-market value of the swap associated with
the 2004 Certificates of Participation was $2.3 million. Since the 2006A bond is a negative
number, it represents an approximation of the amount of money the U of I may have to pay a
swap provider to terminate the swap. Since the 2007 bond and 2004 Certificates of Participation
are positive numbers, it represents an approximation of the amount of money that a swap provider
would be willing to pay the U of 1 to terminate the swap. In accordance with governmental
accounting standards, these amounts are not required to be included in the accompanying
financial statements.
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Termination risk

Should the State or a counterparty fail to perform under the terms of the Agreement, there may be
a termination of the Agreement. In such an event the State may incur an unhedged variable rate
position with its 2003B general obligation bonds and potentially owe a net termination payment if
the market value of the contract is against the State. Posting collateral by the counterparty (in the
form of cash, unconditional Treasury obligations or Treasury guaranteed agency securities), if
required by the credit rating of the counterparty, protects the State’s interest against the
counterparty’s failure when the market value is in favor of the State. The State is never required
to post collateral when the value is in favor of the counterparty (as is the case as of June 30,
2007).

IHDA or the counterparty may terminate any of the swap agreements if the other party fails to
perform under the terms of the swap agreements. If a swap is insured, a termination event occurs
if the insurer fails to meet its obligations under the agreement.

The THA or the counterparty may terminate any of the swap agreements if the other party fails to
perform under the terms of the swap agreements. On a current mark-to-market basis, using
December 31, 2006 (THAs fiscal year-end) as a termination date, the net present value of each of
the swaps would require the THA to make an estimated combined termination payment, in the
event that the outstanding swaps were terminated, of approximately $4.2 million and $6.2 million
for Series 1993B and Series 1998B bonds, respectively. Using the same mark-to-market basis,
termination of the THA’s forward-starting agreements would require the counterparties to make
an estimated termination payment to the THA of approximately $1.4 million and $.2 million for
the August 2007 Agreements and November 2007 Agreements, respectively. The termination
payment is based upon the market conditions prevailing at the time of termination, and calculated
using methodology set forth by the International Swaps and Derivative Association (ISDA).

The U of I is exposed to potential termination risk as the U of [ has the option to terminate all of
their swaps early. The U of I or the counterparties may terminate the swaps if the other party fails
to perform under the terms of the agreement. The U of I may also terminate the individual swaps
if both credit ratings of the counterparties fall below BBB+ as issued by Standard and Poor’s and
Baal as issued by Moody’s Investors Service for each respective swap. If a swap is terminated,
the variable rate Bonds or Certificates, would no longer carry a synthetic fixed interest rate. Also,
if at the time of termination the swap has a negative fair value, the U of I would be liable to the
counterparty for a payment equal to the swap’s fair value.

Rollover risk

All of the swap agreements discussed above have been structured to protect the issuing agency
from exposure to rollover risk.

Details of the various debt related derivative agrecments in effect as of June 30, 2007 (except for
the THA which is as of December 31, 2006) are as follows:
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Table 14-1 (amounis expressed in thousands)

= Asof 12/31/06 (THA's fiscal year-end)

* Multi-Family Variable Rate Demand Bonds
**  Homeowner Mortgage Revenue Bonds
Multi-Family Housing Revenue Bonds
Housing Bonds

{1) All bond issues are taxable debt instruments.
{2} Includes accrued interest,

* Securities Industry and Financial Market Association,
previously known as Bond Market Association

A% Londan Interbank Offered Rate

A basis points

(3} Credit rating companies: Standard and Poor's (S&P)Moody's Investors Services/Fitch Rating Services

Fixed Variable Rate in Swap Counterparty
Assoclated Motional Effective Rate Rate Effect at Fair Termination Credit
Bond Issue (1) Amounts Date Paid Received 6/30/07  Values (2) Date Rating (3)
Primary Government
Governmental Activities
Inter ap Contracts
Series 20038 $ 384,000 10/03 3.890% 67% of 1 mo. LIBORM, 3.56% § (4.072) 10V33 AA-IATAA-
General Obligation Bonds 54,000 10/03 3.890% when 1 mo. LIBOR 3.56% (695) 10/33 AMSAaZI A
54,000 10/03 3.850% is = 2.5%, or 3.56% (594) 10/33 AAIAZ2IAA
54,000 10/03 3.890% SIFMA® when 1 mo. 3.56% (455) 10/33 AAHARTIAA
54,000 10/03 3.890% LIBOR is < 2.5% 3.56% (785) 10/33 AL Aa3IAA-
% 600,000 $ (6,601)
|Major Compaonent Units
IHDA
Interest Rate Swap Contracts
MVRDB"
Series 1996A 5 2,782 12103 5.467 % 1 mo. LIBOR™M™ 5.32% b 41 826 AAA PRS-~
HMRB*
Series 20010 2,930 701 6.130% 1 mo. LIBORM+30bphah 5.62% (75) 210 AbLASAaal--
Series 2001F 10,000 102 6.615% 1 mo. LIBOR"+40bp™n 5.72% (661) 820 A+(Aad/--
Series 20028 7,700 5/02 6.145% 1 mo. LIBORM+41 Sbphst 5.74% (68) 2/23 ALAIAaal-
Interest Rate Cap
MHRB™*
Series 1997 14,170 11/97 5.750% NIA 3.80% - 12107 AA-IAE3I--
{Camelol Development)
Series 2000A 38,885 7108 5.500% NIA 377% 11 611 AA-Aa3--
{Lakeshore Plaza)
HB*™*
Series 20048 8,375 3/04 5.000% N/A 3.74% 8 412 ABA Aaal--
Series 2006C 5,635 /06 4.750% N/A 3.80% 80 621 AlAET -
$ 90477 § (822)
= _
THA~
Interest Rate Swap Contracts
Series 19538 $ 147,300 3193 4.920% Cost of Funds 3.89% $ (4.200) 12108 AA-[Aadi—
Series 19988 67,705 12/98 4.325% Cost of Funds 3.93% (3.410) 117 AA-(AB3--
Series 19988 55,395 12/98 4.325% Cost of Funds 3.93% (2,790) T A+A -~
Forward-Starting Interest Rate
Exchange Agreements
November 2006 Agreement 175,000 807 3.952%  SIFMA® Municipal Swap Index N/A 700 7130 Al Aad--
November 2006 Agreement 175,000 8i07 3.952%  SIFMA* Municipal Swap Index N/A 700 7130 Al AT -
November 2007 Agreement 262,500 1107 3.993%  SIFMAM Municipal Swap Index N/A 143 7130 Ab-IAE2)-
November 2007 Agreement 87,500 14507 3.993%  SIFMA® Municipal Swap Index NiA 48 7130 AA-IAa3/—
$ 970,400 § (8.808)
Uofl
Interest Rate Swap Contracts
Revenue Bonds
Series 2006A $ 26,850 2i06 1.030% Cost of Funds 377% 3 (393) 14122 AL AaZ -
Series 2006A 26,850 2/06 1.030% Cost of Funds 3.77% (393) 122 A+lAadi—
Certificates of Participation
Series 2004 141,785 3/04 3.855%  SIFMA* Municipal Swap Index 3.74% 2.348 821 A+iAad/-
$ 195495 $ 1,562

1
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As of June 30, 2007 (except for THA which is as of December 31, 2006), debt service
requirements of outstanding variable rate debt and net swap payments, assuming current interest

rates remain the same, for their terms are as follows:

Table 14-2 {amounts expressed in thousands)
Swap Payments and Associated Debt

Variable Rate Debt
Primary Government
Governmental Activities
Year Ending Interest Rate
June 30 Principal Interest Swaps, Net Total
2008 $ - % 23250 % 2250 § 25500
2009 - 23,250 2,250 25,500
2010 - 23,250 2,250 25500
2011 - 23,250 2,250 25,500
2012 - 23,250 2,250 25,500
2013-2017 - 116,250 11,250 127,500
2018-2022 98,800 112,438 10,881 222119
2023-2027 211,800 69,653 6,741 288,194
2028-2032 230,200 26,301 2,545 259,046
2033-2037 59,200 2,621 254 62,075
Total $ 600,000 §$ 443513 3% 42,921 $ 1,086434

Major Component Units
lllinais Housing Development Authority

Illinois State Toll Highway Authority

Year Ending Interest Rate Interest Rate
June 30 Principal Interest Swaps, Net Total Principal Interest Swaps, Net Total
2008 $ 2500 § 3822 % 130 § 6452 § 47350 § 118187 & 3861 § 169,398
2009 2,565 3,712 115 6,392 50,030 112,660 3513 166,203
2010 2,740 3,598 109 6,447 52,750 110,348 3,141 166,239
2011 2,925 3476 106 6,507 45,465 110,195 801 156,461
2012 3,100 3,348 105 6,553 49,910 107,515 801 158,226
2013-2017 14,395 15,076 487 20,958 402,965 481,705 3,651 888,321
2018-2022 21,470 10,421 157 32,048 580,470 360,624 - 941,094
2023-2027 30,855 6,390 16 37.281 1,153,470 263,937 - 1,417,407
2028-2032 6,415 1,146 - 7,561 - - - -
2033-2037 2,155 439 - 2,594 - - - -
2038-2042 1,360 136 - 1,496 - - ~ -
Total $ 90480 § 51564 § 1225 § 143,269 §2382410 § 1665171 § 15,768 § 4,063,349
University of lllinois--Revenue Bonds University of lllinois-Certificates of Participation
Year Ending Interest Rate Interest Rate
June 30 Principal Interest Swaps, Net Total Principal Interest Swaps, Net Total
2008 L] - § 2030 5 (125) % 1,805 § 995 § 5285 § 35 % 6,315
2009 - 2,024 173 2,197 1,035 5261 20 6,316
2010 - 2,024 173 2,197 1,075 5,207 35 6,317
2011 215 2,021 173 2,409 6,570 5,065 33 11,668
2012 540 2014 166 2,720 6,840 4,814 3 11,685
2013-2017 21,290 8,329 705 30,324 38,600 19,960 106 58,666
2018-2022 31,655 3,280 275 35,210 86,680 8,377 La 95,098
Total § 53700 § 21722 § 1540 % 76962 § 141795 § 53969 § 3§ 196,065

As rates vary, variable rate bond interest payments and net swap payments will vary.
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15 REFUNDINGS OF LONG-TERM OBLIGATIONS

A. Advance Refundings

During the year ended June 30, 2007, the State issued advanced refunding debt to lower interest
rates. These revenue bonds were issued to refund portions of earlier issues. The principal of the
refunded debt will be redeemed on various dates through 2011 at redemption prices ranging from
100% to 102%. Proceeds from the sales, together with other funds, were placed in irrevocable
trusts that are used to service the future debt requirements of the old debt. As a result, the
refunded bonds are considered to be defeased and the liability for this debt has been removed
from the financial statements of the State. At June 30, 2007, the outstanding balance of the
defeased debt was $386.7 million. Advance refunding debt issued during fiscal year 2007 was as
follows:

Table 15-1 (amounts exprassed in millions)
Debt
Par Value Refunding Par Interest Service
of Issue Value Rates Reduced  Refunding
Refunding Interest of Bonds of Bonds by Economic  Accounting
Issue Rates Refunded Refunded Refunding Gain (Loss)
Primary Government
Governmental Activities
General Obligation - Series June 20078 $  329.0 4.25%to525% § 3351 500%1t08.75%  § 248 § 169 § {6.8)
Major Companent Units
University of lilinois - Senes 2006 § 52.9 4.0% to 5.0% ] 536 5125% ln560% % 38 % 22§ (2.0

B. Current Refundings

During the year ended June 30, 2007, the State issued current refunding bonds to defease bonds
which were currently outstanding with respect to certain developments. These revenue bonds
were issued to currently refund earlier issues maturing on dates ranging from January 1, 2007
through July 1, 2026 at redemption prices ranging from 100% to 101%. Current refunding bonds
issued during fiscal year 2007 were as follows:

Table 15-2 (amounts expressed in millions)

Debt
Par Value Refunding Par Interest Service
of Issue Value Rates Reduced  Refunding
Refunding Interest of Bonds of Bonds by Economic  Accounting
Issue Rates Refunded Refunded Refunding Gain (Loss}
Major Component Units
Ilinois Housing Development Authority
Series 2006 G and K 5 886 365%t0485% § 88.8 5.00% to 8.25% $ 18 § 146 § {12.4)
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C. Prior Year Refundings

In prior years, the State defeased certain callable maturities of general obligation, special
obligation and revenue bonds and certificates of participation by placing the proceeds of new debt
in an irrevocable trust to provide for all future debt service payments on the old debt.
Accordingly, the trust account assets and the liability for the defeased debt is not included in the
State’s financial statements. At June 30, 2007, the outstanding balances of prior year defeased
debt were as follows:

Table 15-3 (amounts expressed in thousands)
Primary
Government Major Component Units
lllinois Housing
Governmental Development lllinois State Northern lllinois  Southern lllinois University
Activities Authority University University University of lilinois
General obligation bonds $ 697,420 $ - 8 - $ - ] - & -
Special obligation bonds 26,217 - - - = =
|Revenue bands - 25,985 10,152 24,835 12,950 184,105
Certificales of participation - -- - - - 186,885
5 723,637 § 25,985 3 10,152 5 24,835 5 12,850 § 370,990

1 6 RETIREMENT SYSTEMS

Plan Descriptions. The State of Illinois sponsors five public employee retirement systems
(“PERS”) that are included in the State’s financial statements as pension trust funds. The General
Assembly Retirement System (“GARS”), Judges’ Retirement System (“JRS™) and State
Employees’ Retirement System (“SERS”), are the administrators of single-employer defined
benefit pension plans. The GARS, JRS and SERS are governed by articles 2, 18 and 14,
respectively, of the Illinois Pension Code (40 ILCS 5/1, et. al.).

The Teachers’ Retirement System (“TRS™) is the administrator of a cost-sharing multiple-
employer public employee defined benefit pension plan with “special funding situations.” It
provides coverage to teachers employed by public school districts in Illinois (excluding Chicago)
even though most covered employees are not State employees. There are 870 local school
districts, 137 special districts and 24 other State agencies that contribute to the TRS plan. At June
30, 2007, the TRS had outstanding receivables of $45 million for payroll deduction agreements
with members for optional services, refund repayments and upgrade balances owed to the TRS.

The State Universities Retirement System (“SURS™) is the administrator of a cost-sharing
multiple-employer public employee defined benefit pension plan and a defined contribution plan.
They also have “special funding situations.” The SURS provides coverage to faculty and staff of
State universities, community colleges and related agencies, of which, some covered employees
are not State employees. There are 12 universities, 39 community colleges and 15 other State
agencies that contribute to the SURS plan.

The State of Illinois is legally mandated to make contributions to the TRS and SURS. Because
the State contributes most of the TRS and SURS employer contributions, the single employer
provisions of GASB Statement 27 have been followed for reporting those systems in the
statewide CAFR. The TRS and SURS are governed by articles 16 and 15, respectively, of the
Illinois Pension Code.
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Effective January 1, 1998, legislation established an alternative defined benefit program known as
the Portable Benefit Option Plan within the SURS. This option is offered in addition to the
existing traditional benefit option. All members who are eligible for the traditional benefit option
are eligible for the portable option. New and existing members are provided a window period in
which to make an irrevocable election. The portable option provides an enhanced refund at
termination for those who leave SURS with at least five years of service. Offsetting this
additional cost is the elimination of the survivor benefit package. This program is designed to be
cost-neutral in relation to the traditional option. Approximately 17.4 thousand of the
approximately 81.7 thousand members have chosen this option.

Legislation, effective January 1, 1998, also required the SURS to offer a Self-Managed Plan. This
is a defined contribution plan and is offered to employees of all SURS employers who elect to
participate. All but two SURS employers participate in the Self-Managed Plan. The contribution
rate 1s 8% of their gross earnings. It is a qualified money purchase plan under Section 401(a) of
the Internal Revenue Code. The assets are maintained under a trust administered by the SURS
Board of Trustees in accordance with the Illinois Pension Code. 9.6 thousand of the
approximately 81.7 thousand active members have chosen this option. $584 million of the $16.6
billion total assets relate to the Self-Managed Plan. Plan member contributions were $41.6
million and employer contributions were $33.3 million for the year ended June 30, 2007.

Each of the five State-sponsored retirement systems provide retirement, death and disability
benefits to members and beneficiaries. Each plan also issues a publicly available financial report
that includes financial statements and required supplementary information for that plan. Those
reports may be obtained by writing or calling the plan as follows:

e General Assembly Retirement System and Judges® Retirement System, 2101 South
Veterans Parkway, PO Box 19255, Springfield, Illinois, 62794-9255, (217) 782-8500.

e State Employees’ Retirement System, 2101 South Veterans Parkway, PO Box 19255,
Springfield, Illinois, 62794-9255, (217) 785-2340.

e Teachers’ Retirement System, 2815 West Washington Street, PO Box 19253, Springfield,
Ilinois, 62794-9253, (217) 753-0311.

e State Universities Retirement System, 1901 Fox Drive, Champaign, Illinois, 61820-7333,
(217) 378-8800.

Termination Benefits. Public Act 94-0839 provided for an alternative retirement cancellation
payment which allowed SERS members in certain employment positions to receive a lump-sum
payment of twice their retirement contributions plus regular interest on those contributions if the
SERS member terminated employment by September 30, 2006. There were 257 SERS members
who participated resulting in payments of $10.497 million and an actuarial accrued liability
savings of $12.355 million.

Funding Policy and Annual Pension Cost. Member contributions are based on fixed
percentages set by statute ranging from 4.0% to 12.5%. The State’s funding requirements have
been established by statute (Public Act 88-593) effective July 1, 1995 and provide for a
systematic 50-year funding plan with an ultimate goal to achieve “90% funding” of the systems’
liabilities. In addition, the funding plan provides for a 15-year phase-in period to allow the State
to adapt to the increased financial commitment. Once the 15-year phase-in period is complete,
the State’s contribution will then remain at a level percentage of payroll for the next 35 years
until the 90% funded level is achieved. However, Public Act 94-0004 decreased the required
funding levels for fiscal years 2006 and 2007 to $938.4 million and $1.375 billion, respectively,
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and requires equal annual increments from fiscal years 2008 to 2010 to ensure that the fiscal year
2006 and 2007 decreases have no long-term effect on contributions. In addition, pursuant to
Public Act 93-0002, the State made a contribution from general obligation bond proceeds of $7.3
billion to the retirement systems to fund a portion of the State’s unfunded liability. The State met
its funding requirement established by statutory law for the fiscal year ended June 30, 2007.
Actual contributions varied slightly from contributions required by statute mainly because of
differences between estimated and actual federal contributions.

The current statutory law includes a “continuing appropriation,” which means that the State must
automatically provide funding to the pension systems based on actuarial cost requirements and
amortization of the unfunded liability without being subject to the General Assembly’s
appropriation process.

This statutory funding requirement differs significantly from the annual pension cost (“APC”)
because the statutory plan does not conform with the GASB Statement 27 accounting parameters.
The State’s APC for the current year and related information for each plan are included in Table
16-1.

Table 16-1 (amounts expressed in thousands)

GARS JRS SERS TRS SURS
Actuarially required contribution ("ARC") $ 10,125 § 73372 § B23803 § 2,052,396 5 705,984
Plus: Interest on net pension obligation ("NPO") 3,521 24,278 56,004 723,227 423,665
Adjustment to the ARC (2,360) (16,225) (44,355) (496,435) (268,343)
Annual pension cost ("APC") 11,296 81,425 B35,452 2,279,188 861,306
Employer contributions 5,470 35,237 358,786 816,670 261,143
|Increase in NPO 5.826 46,188 476,666 1,462,518 600,163
NPO at June 30, 2006 44,133 303,481 658,877 8,508,555 4,984,290
NPO at June 30, 2007 5 49959 § 349669 © 1,135543 § 0,071,073 $ 5584453
Required contribution amounts/rates:
Statutory required contribution * $ 5220 & 35237 % 361114 § 822,890 8 261,143
Members 11.5% 1% 4%-12.5% 9.4% 8%-9.5%
Actuarial valuation date of the ARC 6/30/2005 6/30/2005 6/30/2005 6/30/2005 6/30/2005

Actuarial cost method

Amortization method

Remaining amortization period

Asset valuation method

Actuarial assumptions:
Investment rate of return **
Projected salary increases **
Postretirement benefit increases
Inflation rate

** Includes inflation rate listed
*** Composite, approximately 6.5%

information were the same except for the following:
Projected salary increases

Proj. Unit Credit Proj. Unit Credit Proj. Unit Credit Proj. Unit Credit
Level % of pay Level % of pay Level % of pay Level % of pay
30 years. Open 30 years. Open 30 years. Open 30 years. Open

Fair value Fair value Fair value Fair value
8% 8% B.5% 8.5%
B6.5% 55% 4% -9.1% 5.9%-10.2% ***
3% 3% 3% 3%
4% 4% 3% 3.5%

*  Public Act 88-583 provides for 50-year funding including 15-year phase-in of employer contributions as a
percentage of active member payroll increasing until fiscal year 2010, and remaining at that level until fiscal
year 2045 when the Systems' funded ratios will be 80%. Public Act 94-004 amended Public Act 88-593 by
reducing the required contributions for fiscal years 2006 and 2007 and requiring incremental increases for
fiscal years 2008 through 2010 in order that the funded ratio in fiscal year 2011 will not be impacted.

5% 5% 4% - 8,35% 6% - 11.2% ***

Proj. Unit Credit
Level % of pay
30 years. Open
Fair value

8.5%

5.5% - 9.5%
3%

3%

Note: The above actuarial assumptions are the actuarial assumptions used to calculate the ARC for the year ended June 30, 2007,
The actuarial assumptions used at June 30, 2007 to calculate the actuarial accrued liability as reported in the required supplementary

5% - 10%
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Trend Information. The annual pension cost, the percentage of annual pension cost contributed for
the year and the net pension obligation at the end of the year are presented in the following Table
16-2:

Table 16-2 (amounts expressed in thousands)
GARS JRS SERS TRS SURS
Annual Pension
Cost ("APC")
6/30/2005 $ 9452 §$ 65522 §$ 723914 §$1.898305 § 737,299
6/30/2006 $ 9905 $ 71845 $ 678476 $1.926,143 $ 802,404
6/30/2007 $11,296 & 81425 $ 835,452 $2279,188 $ 861,306
% of APC
Contributed
6/30/2005 49.46% 48.90% 59.04% 52.01% 38.71%
6/30/2006 42.15% 40.84% 31.03% 31.23% 22.43%
6/30/2007 48.42% 43.28% 42.95% 35.83% 30.32%
Net Pension
Obligation (Asset)
6/30/2005 538403 $260974 § 190901 §7,183,884 $4,361,904
6/30/2006 $44,133 $303481 § 658877 $8508555 $4,984,290
6/30/2007 $49959 §$349,669 $1,135543 59,971,073 § 5,584,453

17 POSTEMPLOYMENT BENEFITS

The State provides health, dental, vision and life insurance benefits for certain retirees and their
dependents. Substantially all State employees become eligible for postemployment benefits if
they eventually become annuitants of one of the State sponsored pension plans. Health, dental
and vision benefits include basic benefits for annuitants under the State's self-insurance plan and
insurance contracts currently in force. Life insurance benefits are limited to $5,000 per annuitant
age 60 and older. The total cost of all members, including postemployment health, dental, vision
and life insurance benefits, is recognized as an expenditure in the accompanying financial
statements as claims are reported and are financed on a pay-as-you-go basis. For fiscal year
2007, the cost of providing postemployment health, dental, vision and life insurance benefits for
the approximately 104,000 retirees and their dependents was estimated to be $599.3 million.

The State also administers postemployment benefit plans for teachers at school districts in Illinois
(excluding Chicago) and for teachers at community colleges in Illinois. Financial statements for
these plans may be obtained from the Department of Healthcare and Family Services
(Department), 201 South Grand Avenue East, Springfield, Illinois. For both plans, plan member
contributions are recognized in the period in which the contributions are due. Employer
contributions to each plan are recognized when due and the employer has made a formal
commitment to provide the contributions. Benefits and refunds are recognized when due and
payable in accordance with the terms of each plan.

The Teacher Health Insurance Security Fund was established to provide health insurance for
retirees of school districts in Illinois (excluding Chicago) who are annuitants or dependent
beneficiaries of the Illinois Teachers’” Retirement System. As of June 30, 2007, there were 1,007
school districts participating with 61,260 retirces and beneficiaries receiving benefits. The
Department of Healthcare and Family Services works in conjunction with the Department of
Central Management Services and the Teachers’ Retirement System to administer this cost-
sharing multiple-employer defined benefit other postemployment benefit plan.
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The Community College Health Insurance Security Fund was established to provide health,
vision, and dental insurance for Illinois community college retirees and dependent beneficiaries.
As of June 30, 2007, there were 38 community colleges participating with 4,853 retirees and
beneficiaries receiving benefits. The Department of Healthcare and Family Services works in
conjunction with the Departiment of Central Management Services and the State Universities
Retirement System to administer this cost-sharing multiple-employer defined benefit other
postemployment benefit plan.

18 Funp DEFICITS

Primary Government - Governmental Activities
Major Governmental Funds

The State’s General Fund, from which a significant portion of day to day operating expenditures
are paid, has a GAAP deficit aggregating $3.8 billion at June 30, 2007. This deficit results from
spending in excess of revenues recognized.

Nonmajor Governmental Funds

The Prevention and Treatment of Alcoholism and Substance Abuse Block Grant Fund of the
Department of Human Services has a deficit at June 30, 2007, aggregating $25 thousand,
resulting from spending in excess of revenues recognized.

The Drivers Education Fund of the State Board of Education has a deficit at June 30, 2007,
aggregating $15.5 million, resulting from reimbursement to school districts for drivers education
program costs incurred in the current year but not paid until the subsequent year.

The School Infrastructure Fund of the Capital Development Board has a deficit at June 30, 2007,
aggregating $2.0 million, resulting from recognition of construction liabilities in excess of
revenues recognized.

The Job Training Partnership Fund of the Department of Commerce and Economic Opportunity;
the Low Income Home Energy Assistance Block Grant Fund of the Department of Healthcare and
Family Services; the State and Local Sales Tax Reform Fund, the Local Government Tax Fund,
and the Personal Property Tax Replacement Fund of the Department of Revenue; the
Federal/Local Airport Fund of the Department of Transportation; and the Childrens’ Services
Fund of the Department of Children and Family Services have deficits at June 30, 2007,
aggregating $8.1 million, $330 thousand, $1.2 million, $3.5 million, $64.0 million, $14.0 million,
and $6.2 million, respectively, resulting from the recognition of fund liabilities in excess of
accrued revenues on the modified accrual basis.

19 RISK MANAGEMENT

Primary Government
The State is exposed to various risks of loss related to torts; theft of, damage to, and destruction

of assets; errors and omissions; workers compensation and natural disasters. The State retains the
risk of loss (i.e. self insured) for these risks except minimal commercial insurance. There were
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no significant reductions in insurance coverage from the prior fiscal year. The amount of
settlements has not exceeded insurance coverage in the past three fiscal years. In addition, the
State is exposed to various risks of loss related to employee and retiree health and dental
insurance programs as described below.

Liabilities are reported when it is probable that a loss has occurred and the amount of that loss can
be reasonably estimated. Liabilities include an amount for claims that have been incurred but not
reported (IBNR). Claims liabilities are based upon the estimated ultimate cost of settling the
claims including specific, incremental claim adjustment expenses, salvage, and subrogation and
considering the effects of inflation and recent claim settlement trends including frequency and
amount of payouts and other economic and social factors. Nonincremental claims adjustment
expenses have not been included as part of the liability.

The State’s risk financing of auto liability has been determined using an estimate of claims
outstanding. Matured claims have been recorded as a liability in the General Fund and the Road
Fund in the amounts of 8394 thousand and $450 thousand, respectively. The remaining portion
of the liability is included in the government-wide financial statements and is expected to be paid
from future resources of the General Fund and Road Fund in the amount of $1.6 million and $6.8
million, respectively.

The workers compensation liability has been determined using claims outstanding and a
projection of claims to be submitted, based upon prior years experience of the State. Matured
claims have been recorded as a liability in the Workers’ Compensation Revolving Fund and the
Health Insurance Reserve Fund, internal service funds, in the amount of $200.3 million and $429
thousand, respectively. Payments to the Workers’ Compensation Revolving Fund and the Health
Insurance Reserve Fund are based on estimates of amounts needed to pay current year claims and
are made from the applicable fund that would have paid the salaries and wages of the related
employees.

The State uses the Health Insurance Reserve Fund to also account for employee and retiree health
and dental insurance benefit programs, which are partially self-funded. Employees may obtain
health care services through participation in the State’s group health insurance plan or through
membership in one of eight health maintenance organization plans under contract with the State.
The State maintains the risk of insurance for employees who participate in the State’s group
health insurance plan. Expenses and liabilities for claims, which include incurred but not
reported or not processed benefit claims, have been recorded as liabilities in the amount of $214.5
million. Payments to the Health Insurance Reserve Fund are based on estimates of amounts
needed to pay prior year unprocessed and current year claims and are made from the applicable
fund that paid the salaries and wages of the related employee.

The following is a reconciliation of the State’s claims liabilities for the year ended June 30, 2007:
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Table 19-1 (amounts expressed in thousands)

Changes in Claims Liability Balances

Current Year
Claims and
Year Ended Beginning Changes in Claim Ending
June 30 Balance Estimates Payments Balance

Primary Government-Governmental Activities:

2006
Auto Liability $ 5082 § 7861 % (3,686) § 9227
Workers' Compensation 169,330 104,745 (92,891) 181,184
Health Insurance 229,903 948,966 (979,450} 199,419
Total $404,286 § 1,061,572 $(1,076,027) & 389,830

2007
Auto Liability $ 9227 § 4177 % (4,096) § 9,308
Workers' Compensation 181,184 129,415 (109,851) 200,748
Health Insurance 199,419 961,052 (945,988} 214,483
Total $389,830 $ 1,094,644 $(1,059,935) § 424,539

Compenent Units, (Information for the Toll Highway Authority
is as of December 31):

2006
Toll Highway Authority $ 4640 5 11188 (9,450) § 6,328
Southern lllinois University 16,960 5,638 (8,077) 14,521
University of lllinois 130,976 45,563 (34,332)_ 142,214
$ 152,576 & 62,339 §  (51.,852) § 163,063

2007
Toll Highway Authority $ 6328 § 6474 § (4,184) § 8618
Southern lllinais University 14,521 4,912 (6,734) 12,699
University of lllinois 142,214 63,188 (49,224) 156,178
$163,063 § 74574 § (60,142) §$ 177,495

The State administers a public entity risk pools offering health insurance to local governments in
the Local Government Health Insurance Reserve Fund, a nonmajor enterprise fund. The financial
statements of the fund can be obtained from the Department of Healthcare and Family Services,
201 South Grand Avenue, Springfield, Illinois, 62763.

Component Units

The Toll Highway Authority, a major component unit, records an accrued self-insurance liability
which covers workers’ compensation liability and auto liability. The Authority accrued self-
insurance liability was $8.6 million at December 31, 2006.

Southern Illinois University, a major component unit, records an accrued self-insurance liability
which covers general and professional liability and limited student health care liability in excess
of costs not covered by other primary provider plans. The University’s accrued self-insurance
liability was $12.7 million at June 30, 2007.

The University of Illinois, a major component unit, records an accrued self-insurance liability
which covers hospital patient liability, hospital and medical professional liability, estimated
general and contract liability, and workers’ compensation liability related to employees paid by
the University. The University’s accrued self-insurance liability was $156.2 million at June 30,
2007.
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Illinois State University, Northern Illinois University, Southern Illinois University, and the
University of Illinois have contracted with commercial carriers to provide excess insurance
coverage. These coverages have been considered in determining the accrued self-insurance
liability where applicable. There were no settlements which exceeded insurance coverage during
the last three years.

The nonmajor component unit universities carry excess general liability coverage. The
deductible portion of this coverage is covered by the State University Risk Management
Association, a self-insurance pool.

2 0 COMMITMENTS AND CONTINGENCIES

A. Construction Commitments

The Department of Transportation has outstanding construction commitments for highway
improvement programs of $1.958 billion as of June 30, 2007 which will be financed through
State reappropriations. Also, the Capital Development Board has outstanding construction
commitments for building and building additions and improvements of $242.1 million as of June
30, 2007, which will be financed through State reappropriations. The Illinois State Toll Highway
Authority, reported on a December 31st year-end, has entered into commitments for road
construction of $964 million as of December 31, 2006. The University of Illinois has outstanding
construction commitments for various building and building improvement projects of $158.4
million as of June 30, 2007.

B. Operating Leases

The State has entered into various operating leases for land, office facilities, office and computer
equipment and other assets. Although lease terms vary, certain leases are renewable subject to
appropriation by the General Assembly. If renewal is reasonably assured, leases requiring
appropriation by the General Assembly are considered noncancelable leases for financial
reporting purposes. Any operating leases with scheduled rent increases are considered immaterial
to the future minimum lease payments and current rental expenditures.

Future minimum commitments for non-cancelable operating leases as of June 30, 2007 are as
follows:

Table 20-1 (amounts expressed in thousands)
Operating Leases
Major Component Units
Housing ingls Northern University
Year Ending Primary Development State Illinois of
June 30 Government Authority University University Illinois
2008 § 87053 $ 1,621 5 645 $ 1.121 5 9,866
2009 74,102 1,621 293 1.024 6,720
2010 61,937 1,621 286 1,025 4,439
2011 54,820 1.621 237 866 2,506
2012 43,162 1,621 187 710 1,553
2013-2017 69,271 6,619 196 3,494 4,266
2018-2022 - - - - 620
2023-2027 - - - - 372
Total minimum lease
payments $ 390,345 $ 14,724 $ 1,844 5 8,240 $ 30432
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Rental payments (amounts expressed in millions) for operating leases charged to operations
during the year ended June 30, 2007 aggregated $307.1 for the primary government and $27.2 for
major component units.

C. Protested Taxes

The State of Illinois has $324.5 million in protested tax cases which have not been adjudicated at
June 30, 2007. The ultimate disposition of these cases is not determinable at this time.

D. Federal Funding

The State receives federal grants which are subject to review and audit by federal grantor
agencies. Certain costs could be questioned as not being an eligible expenditure under the terms
of the grants. At June 30, 2007, there were no material questioned costs that have not been
resolved with the federal awarding agencies. However, questioned costs could still be identified
during audits to be conducted in the future. Management of the State believes there will be no
material adjustments to the federal grants and, accordingly, has not recorded a provision for
possible repayment.

E. Tobacco Settlement

A Master Settlement Agreement (MSA) was executed in November of 1998 between five tobacco
companies and 46 states, including the State of Illinois. The MSA called for, among other things,
the payment of more than $200 billion allocated to the states in installments payable until the year
2025 with additional payments continuing thereafter in perpetuity. The Illinois share is expected
to be $9.1 billion through 2025. The payments are subject to various adjustments such as those
for volume shipped, inflation, and the success of litigation by other governmental units and could
amount to less than the expected amounts. Various aspects of the MSA have been challenged in
court both locally and nationally.

Because of the novelty of the MSA and of the many related claims and because of the uncertainty
inherent in calculation under the MSA, it is not possible to accurately predict the amount of
money that will actually be received by the State with reasonable certainty. The State received
$268, $312, $319, $270, $274, $273 and $285 million in fiscal years 2001, 2002, 2003, 2004,
2005, 2006 and 2007, respectively. Subsequent to June 30, 2007, the State received $310 million
in April, 2008.

F. Excess Fee Charges

There have been several cases filed that challenge the constitutionality of legislation allowing the
broader use of fee proceeds that are deposited into special funds the use of which is, by law,
otherwise limited to specified purposes. The lead case is Illinois State Chamber of Commerce v.
Filan. In the fiscal year 2004 Budget Implementation Act, the legislature authorized the Director
of the Governor’s Office of Management and Budget to transfer funds from specialized or
dedicated funds to the General Fund. Some of these specialized funds are funded by fees. The
Chamber of Commerce, as an employer, pays a surcharge (fee) to the Department of Financial
and Professional Regulation. The fee is then used by the Workers Compensation Commission
(Commission) for the Commission’s operations. The stated purpose of the fee is to reduce the
amount of the Commission’s operating expenses being paid from general tax revenues. However,
the surcharge and fee generated more than twice the sum needed for the Commission’s operating
budget allowing the excess fees to be transferred to the General Fund. The Chamber of
Commerce has alleged that this practicc violates the tax uniformity clause of the Illinois
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Constitution, the due process clause of the Illinois Constitution and the United States
Constitution, and the due takings clause, claiming the fee is, in effect a disproportional and unfair
tax. On November 29, 2004, the Cook County Circuit Court ruled that the fee violated the
Uniformity Clause and the Due Process Clause of the Illinois Constitution and ordered all monies
currently held or to be collected to be placed in an escrow fund. On October 25, 2005, the circuit
court allowed the Commission to withdraw operating funds from the escrow fund on a monthly
basis to continue operating while the surcharge’s constitutionality continues to be litigated.
Appeals filed by the State in the First District Appellate Court are awaiting argument or decision.
The State collected surcharges and fees related to the case of $30.7, $23.0, $13.6 and $14.0
million in fiscal years 2004, 2005, 2006 and 2007, respectively. Subsequent to June 30, 2007 the
State received $14.3 million for fiscal year 2008.

The other cases are on hold pending the outcome of the lead case. In the aggregate, these cases
involve an amount in excess of $10 million.

G. Other Legal Proceedings

The State, its units and employees are party to numerous legal proceedings, many of which
normally recur, in governmental operations. In addition, the State and its units are involved in
certain other legal proceedings, which, if decided adversely to the State, may require the State to
make material future expenditures for expanded services or capital facilities or may impair future
revenue sources. It is neither possible to determine the outcome of these proceedings nor to
estimate the possible effects adverse decisions may have on future expenditures or revenue
sources.

Included in the State’s outstanding litigation is a class action suit claiming the State’s former lack
of insurance coverage for prescription contraceptives for family planning purposes in the State’s
self-insured employee group insurance program constituted a violation of Title VII of the Civil
Rights Act of 1964, as amended, was brought against the State in October 2002. The U.S.
District Court certified the case as a class action with the class composed of all female State
employees from August 31, 2000 to date of final judgment who were enrolled in a health care
plan that did not provide insurance coverage for prescription contraceptives for family planning
purposes. The District Court found in favor of the State on September 16, 2005 determining that
there was no violation of Title VII. Plaintiff has appealed this ruling,.

Also included in the State’s outstanding litigation are a number of cases challenging the legality
or the adequacy of a variety of significant social welfare programs primarily involving the State’s
Medicaid program.

e A suit (Sidell v. Maram) has been filed alleging the differences between waiver eligibility
for medically fragile, technology dependent children versus adults. The case states the
reduced benefit levels and services for adults constitute illegal discrimination under Title
IT of the ADA and Section 504 of the Rehabilitation Act and violates the integration
mandate of the regulations implementing both Acts recognized by the Supreme Court in
Olmstead v. L.C. ex rel. Zimring, 527 U.S. 581 (1999). The State filed a motion for
summary judgment which was denied.

e A suit (Ligas v. Maram) has been filed by nine name plaintiffs and on behalf of a class of
Medicaid-eligible developmentally disabled persons seeking more public resources
devoted to community services for the developmentally disabled. Plaintiffs allege that
they are presently residing in Medicaid-funded institutions, or that they are at risk of
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institutionalization, because the State failed to provide adequate support services to
enable them to live in the community. Plaintiffs claim, among other things, that the State
does not have an “Olmstead Plan” in place to enable developmentally disabled persons to
leave institutions for community placements. Plaintiffs claim that the State’s acts and
omissions violate Title II of the ADA, Section 504 of the Rehabilitation Act, the
Medicaid Act and 42 U.S.C. § 1983. Class certification has been granted by the District
Court. This matter is currently in discovery.

e A similar action to Ligas (Williams v. Blagojevich) involves resources devoted to the
mentally ill rather than the developmentally disabled. However, a motion for class
certification is pending. This matter is currently in discovery.

e  Another action similar to Ligas (Colbert v. Blagojevich) involves claims that more than
ten thousand persons with disabilities are being wrongfully kept in nursing facilities
rather than being placed in the community. A motion for class certification is pending.
This matter is currently in discovery.

Adverse judgments in these matters generally could rcsult in injunctive relief coupled with
prospective changes in patient care that could require substantial increased financing of the
litigated programs in the future. Because of the prospective nature of these matters and
undeterminable exposure of loss, no provision for this potential exposure has been made in the
accompanying basic financial statements.

H. Illinois Housing Development Authority Bonds (IHDA)

The THDA, a component unit of the State, has a portion of its revenue bonds that are moral
obligations of the State. In the event that the [HDA determines that funds will not be sufficient
for the payment of principal and interest on these bonds, the Chairman of the IHDA shall certify
to the Governor as soon as practicable the amount required by the IHDA to enable it to pay such
principal and interest. The Governor shall include the amount so certified in the State budget;
however, the General Assembly has no obligation to appropriate funds to the IHDA. As of June
30, 2007, the outstanding balance of bonds, which the State is morally obligated to repay is $.3
million.

L Metropolitan Pier and Exposition Authority (McCormick Place)

The Authority is authorized by the Metropolitan Pier and Exposition Authority Act to issue bonds
in the principal amount of $312.5 million, excluding refunding bonds issued after January 1,
1986. These bonds were issued (1) to pay construction costs of completing the McCormick Place
expansion, (2) to pay the construction costs of projects authorized by the Illinois General
Assembly in the future, (3) to refund any outstanding bonds of the McCormick Place that were
issued prior to July 1, 1984 and (4) to provide for the acquisition and improvement of Navy Pier
in Chicago. In order to provide funding for the debt service requirements on these bonds, the
Illinois General Assembly amended tax laws to provide for 1.75% of total State sales tax
revenues, 3% of 94% of total hotel room rental receipts, and $1.7 million per year out of 7% of
State racing tax revenues to be deposited into the Build Illinois Fund (a nonmajor governmental
fund). Within the Build Illinois Fund are credits to separate accounts, of which one is the
“McCormick Place Account” and has first priority credit of the amounts collected.

The bonds are special obligations of the Authority and are payable from and secured by a pledge
of revenues derived from dedicated state taxes, discussed above, imposed and collected by the
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State of Illinois. For State fiscal years in which these bonds are outstanding, the State shall
transfer from the McCormick Place Account in the Build Illinois Fund to the Metropolitan Fair
and Exposition Authority Improvement Bond Fund (a nonmajor governmental fund) an amount
equal to 150% of the Authority’s certified amount for that fiscal year divided by the number of
months during that fiscal year in which bonds of the Authority are outstanding. The maximum
amount in any fiscal year shall not exceed $33.5 million or a lesser sum as is actually necessary
and required to pay the debt service requirements for that fiscal year after giving effect to net
operating revenues of the Authority available for that purpose as certified by Authority. During
fiscal year 2007, debt service requirements were $31.6 million. However, the amount paid to the
Authority based on their annual certification was $30.8 million, which is below the authorized
amount of $33.5 million.

The Authority is also authorized to issue an additional $2.107 billion of bonds (excluding
refunding bonds) to finance the McCormick Place expansion and certain other improvements to
its facilities and Navy Pier. These bonds are special, limited obligations of the Authority and are
payable from and secured by a pledge of revenues derived from Authority taxes and State sales
tax deposits. For State fiscal years when these bonds are outstanding, monthly deposits of
Authority taxes to the McCormick Place Expansion Project Fund (an agency fund) are required to
be made in an amount equal to 1/8 of the annual debt service as specified in the Authority’s
Annual Certification plus any prior months’ deficiencies in transfers. To the extent that Authority
taxes are not sufficient to satisfy the requirements of the Authority’s Annual Certification, State
sales taxes are deposited into the McCormick Place Expansion Project Fund. The maximum
amount that can be deposited into the McCormick Place Expansion Project Fund from the State
sales taxes shall not exceed $119 million in fiscal year 2007, $126 million in fiscal year 2008,
$132 million in fiscal year 2009, $139 million in fiscal year 2010, $146 million in fiscal year
2011, and graduating to $275 million in fiscal year 2023 until fiscal year 2042. During fiscal year
2007, debt service requirements for these bonds were $108.0 million. The amount paid to the
Authority based on their annual certification was $107.6 million. During fiscal year 2007, only
deposits from the Authority’s taxes were used to pay to the Authority for the debt service
requirements; the State sales tax was not required and was transferred for deposit into the State’s
General Fund.

J Regional Transportation Authority (RTA)

The RTA was authorized by the Regional Transportation Authority Act to issue bonds in the
principal amount of $100 million on or after January 1, 1990 with an additional $100 million per
year authorized to be issued on or after January 1% of each year until January 1, 1994, for a total
authorization of $500 million used for Strategic Capital Improvement Projects (SCIP). Effective
July 1, 1999, Public Act 91-37 authorized the RTA to issue additional bonds in the principal
amount of $260 million on or after January 1, 2000 with an additional $260 million per year
authorized to be issued on or after January 1% of cach year until January 1, 2004 for an additional
authorization of $1,300 million to be used for SCIP. Public Act 91-37 also authorized the
issuance of refunding SCIP bonds. The proceeds of SCIP bonds were used to acquire, repair or
replace public transportation facilities in the metropolitan region as approved by the Governor.

The bonds are general obligations of the RTA to which the full faith and credit of the RTA is
pledged. However, for State fiscal years in which the SCIP bonds are outstanding, the State’s
assistance shall be transferred monthly from the General Fund to the Public Transportation Fund
(a nonmajor governmental fund) for payment in amount equal to the lesser of monthly debt
service on the SCIP bonds or one-twelfth of the amount of the State’s assistance as provided in
the authorization. The authorization currently provides for $155 million each fiscal year. During
fiscal year 2007, the State provided $112.7 million to the RTA, which is below the authorized
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amount of $155 million. Although the amount of the State’s assistance is measured by the debt
service on the SCIP bonds, the assistance is not pledged for payment of, or security for, the SCIP
bonds. The State’s assistance is paid directly to the Authority and may be spent by the Authority
at its discretion.

K. Illinois Sports Facilities Authority (Authority)

The Authority was authorized by the Illinois Sports Facilities Act to issue bonds and notes in the
principal amount not to exceed 1) $150 million in connection with facilities owned by the
Authority, 2) $399 million in connection with facilities owned by a governmental owner other
than the Authority and 3) to refund, advance refund or refinance any of its bonds then
outstanding.

The bonds are secured by payments from the Illinois Sports Facilities Fund (a nonmajor
governmental fund) from collections of 1) the State’s Hotel Operator’s Occupation Tax in an
amount equal to the applicable advance amount plus $5 million and 2) the City of Chicago’s
share of the Local Government Distributive Fund (a nonmajor governmental fund) in the
amount of $5 million. This advance amount is required to be repaid by the Authority from
collections of the Authority’s Hotel Tax to the State’s General Fund by the end of the fiscal year.
In the event of a deficiency in the Hotel Tax, amounts otherwise payable to the City of Chicago
from the Local Government Distributive Fund should be used for the repayment.

Annually, the Authority is required to certify to the State Comptroller and the State Treasurer
their requirements for the next fiscal year. This certification shall be the lesser of 1) the advance
amount plus $10 million and 2) the amount to pay principal and interest and other payments
relating to its obligations issued or to be issued during the fiscal year plus the amount anticipated
to pay obligations under provisions of any management agreement with respect to facilities
owned by the Authority or any assistance agreement with respect to any facility for which
financial assistance is provided under the Act plus an amount to pay other capital or operating
expenses of the Authority.  Under this formula, the maximum advance amount for fiscal
year 2007 was $29.149 million plus $10 million for a total of $39.149 million.

The Authority’s annual certification for fiscal year 2007 was in the amount of $36.5 million,
which is below the maximum amount authorized. Payments related to the annual certification,
which are subject to appropriation by the General Assembly, were paid to the Authority. The
Authority repaid the advance amount by the end of the fiscal year.

In future years, the advance amount increases by 105.615% of the preceding advance amount
through fiscal year 2032. Including the additional $10 million, the maximum which could be
certified each year is $40.786 million in fiscal year 2008, $42.515 million in fiscal year 2009,
$44.341 million in fiscal year 2010, $46.270 million in fiscal year 2011 and graduating to
$124.252 million in fiscal year 2032. Of these amounts, only $5 million per year is the State’s
share.

L Southwestern Illlinois Development Authority (SWIDA) Revenue Bonds

The SWIDA, which is a component unit of the State, has issued revenue bonds. The proceeds of
these bonds were loaned to several companies for the acquisition of land and construction of
various types of facilities. These companies are primarily liable for repayment of the bonds,
which are secured by SWIDA loan agreements with the companies. These bonds bear interest at
rates ranging from 4.55% to 9.25% and mature annually through 2025. The State has accepted a
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moral obligation to repay the bonds in the event the SWIDA and the companies are unable to
meet the bonds’ repayment commitments. As of June 30, 2007 the outstanding balance of bonds,
which the State is morally obligated to repay, is $43.2 million.

M. Upper Illinois River Valley Development Authority (UIRVDA) Revenue Bonds

The UIRVDA, which is a component unit of the State, has issued revenue bonds. The proceeds
of which were loaned to various companies to provide permanent financing for the acquisition
and construction of various types of facilities. These companies are primarily liable for
repayment of the bonds, which are secured by an assignment and a pledge of revenues derived
from a separate loan agreement between the UIRVDA and these companies. These bonds mature
annually through 2030 and bear interest in varying rates between 5.90% and 8.85%. The State
has accepted a moral obligation to repay the bonds in the event the UIRVDA and the companies
are unable to meet the bonds’ repayment commitments., At June 30, 2007 the outstanding
balance, which the State is morally obligated to repay, is $22.6 million.

N. Illinois Housing Development Authority Loans

The Illinois Housing Development Authority has entered into commitments aggregating $71.7
million for the purchase of various home loans as of June 30, 2007.

0. Illinois Finance Authority

The Illinois Finance Authority (IFA), a nonmajor component unit of the State, has a portion of its
revenue bonds that are moral obligations of the State. A portion of these bonds were issued on
behalf of the Illinois Medical District Commission (Commission), a nonmajor component unit of
the State, of which the proceeds were used to finance the costs of the acquisition, construction,
renovation, reconstruction, installation and equipping of certain facilities in the City of Chicago.
These bonds bear interest rates ranging from 4.125% to 5.33% and mature on various dates
through 2031. The State has accepted a moral obligation to repay the bonds in the event the
Commission is unable to meet the bonds’ repayment commitments. As of June 30, 2007 the
outstanding balance of these bonds, which the State is morally obligated to repay, is $40 million.

In addition, the IFA has issued revenue bonds of behalf of municipalities as authorized by the
Illinois Financially Distressed City Law (65 ILCS 5/8-12-1 et seq.) to assist the City of East St.
Louis with its debt restructuring. These bonds bear interest at rates ranging from 2.75% to 5%
and mature annually through 2013. The State has accepted a moral obligation to repay the bonds
in the event the City of East St. Louis is unable to meet the bonds’ repayment commitments. As
of June 30, 2007 the outstanding balance of these bonds, which the State is morally obligated to
repay, is $11.6 million.
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21 SEGMENT INFORMATION

Major Component Units

Segments are identifiable activities reported as or within a component unit for which bonds or
other debt is outstanding and a revenue stream has been pledged in support of that debt. In
addition, to qualify as a segment, an activity must be subject to an external requirement to
separately account for the revenues, expenses, gains and losses, assets and liabilities of the
activity. All of the activities reported in the condensed financial information meet these
requirements. The following paragraphs describe the various component units’ segments.

Southern Hlinois University (SIU)

SIU has issued revenue bonds with the net revenues from two segments pledged to pay the bond
interest and principal. The Housing and Auxiliary Facilities System segment is comprised of
university owned housing units, student centers, recreation and athletic facilities and similar
auxiliary enterprise units. The Medical Facilities System segment is comprised of clinical
facilities used to provide patient care at the School of Medicine in Springfield.

University of Illinois (U of 1)

U of I has issued revenue bonds with the net revenues from three segments pledged to pay the
bond interest and principal. The Auxiliary Facilities System segment is comprised of university
owned housing units, student unions, recreation and athletic facilities and similar auxiliary service
units, including parking. The Health Services Facilities System segment is comprised of the U of
I Hospital and associated clinical facilities providing patient care. The Willard Airport Facility
segment is comprised of land, hangars, a terminal building, parking lots, runways and related
apron areas.

The following are the condensed financial statements at June 30, 2007 for the segments described
above:
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Table 21-1 (amounts expressed in thousands)

Major Component Units

Condensed Statement of Net Assets:
Assets
Current assets
Noncurrent assets:
Capital assets, net of accumulated depreciation
Other noncurrent assets
Total assets

Liabilities
Current liabilities
Noncurrent liabilities
Total liabilities

Net Assets (Deficit)
Invested in capital assets, net of related debt
Restricted-other expendable purposes
Unrestricted
Total net assets (deficit)

Condensed Statement of Revenues, Expenses
and Changes in Net Assets:
Operating revenues
Operating expenses
Depreciation expense

Operating income (loss)
Nonoperating revenues (expenses)
Other revenues
Capital and endowment additions
Increase (decrease) in net assets
Net assets (deficit), July 1, 2006
Net assets (deficit), June 30, 2007

Condensed Statement of Cash Flows:

Net cash flows provided by operating activities

Net cash flows provided (used) by noncapital
financing activies

Net cash flows provided (used) by capital and
related financing activities

Net cash flows provided (used) by investing activities
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, July 1, 2006

Cash and cash equivalents, June 30, 2007

Southern lllinois University of
University lllinois
Housingand  Medical Auxiliary  Health Services  Willard
Auxiliary Facilities Facilities Facilities Facilities Airport
System System System System Facility
$ 54920 § 14,671 § 384325 § 155680 § 2250
173,168 23,643 735,298 170,685 33,441
8,845 447 20,906 2,948 4
236,933 38,761 1,140,529 329,313 35,695
22,456 1,532 93,857 72427 1,387
207,759 21,491 943,406 94,151 260
230,215 23.023 1,037,263 166,578 1,647
{31,336) 10,732 8,084 96,293 32,650
28,570 1,951 16,295 2,350 507
9,484 3,055 78,887 64,002 891
$ 6718 § 15738 § 103266 § 162,735 § 34,048
$ 80,214 & 34,013 $ 246018 $ 533911 § 2,484
(71.932)  (39.862) (203,591)  (507,109) (2,747)
(6,308) (597) (16,583) (20,066) (1,807)
1,974 (6,4486) 25,844 6,736 (2,070)
2,739 7,623 (14,127) (3,611) 592
59 7,936 - - -
- - - - 3,979
4,772 9,113 11,717 3,125 2,501
1,946 6,625 91,549 159,610 31,547
$ 6718 § 15738 § 103266 § 162,735 § 34,048
$ 16,174 § 5148 $ 57417 § 33189 3§ (250)
1,104 - (1.822) 238 869
(72,985) (3,120) 58,705 (20,579) (427)
40,067 7,300 91,300 2,080 67
(15,640) 9,328 205,600 14,928 259
48,794 2,612 144,442 46,804 1,899
$ 33,154 % 11,940 $ 350,042 & 61732 § 2,158
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22 SUBSEQUENT EVENTS

Debt issues:

Subsequent to June 30, 2007, the State of Illinois’ primary government and its major component
units have issued the following debt instruments:

Table 22-1 (amounts expressed in millions)
Date Amount Interest Annual
Series of Issue of Issue Rates Maturity To
Primary Government:
Governmental Activities:
General obligation bonds:
April, Series 2008 5/M/2008 $ 125.0 4.00% to 5.00% 2033
Special obligation bonds:
July, Series 2007 (Build lllinois) 7l2/2007 $ 50.0 4.50% to 5.00% 2027
General obligation cerificates:
September, Series 2007 9/25/2007 $ 1,200.0 4.25% 2007
April, Series 2008 4/24/2008 $ 1,200.0 3.00% 2008
HMajor Component Units:
Revenue bonds:
lllinois Housing Development Authority:
Homeowner Mortgage Revenue Bonds
Series 2007 D 8/29/2007 5 65.0 3.70% to 5.35% 2038
Series 2007 H-1 10/31/2007 5 4.5 3.45% 2017
Series 2007 H-2 10/31/2007 3 56.5 3.48% 2039
Series 2007 H-1 (Remarketed) 1/30/2008 % 4.1 3.25% to 3.75% 2017
Series 2007 H-2 (Remarketed) 1/30/2008 $ 51.9 3.05% to 5.20% 2039
Series 2008 A-1 1/30/2008 3 8.5 2.90% to 3.75% 2017
Series 2008 A-2 1/30/2008 5 2.2 5.05%to 5.20% 2038
Housing Bonds
Series 2007 D (Multiple Developmenis) 10/11/2007 3 50.1 3.50% to 5.05% 2043
Series 2007 E (Multiple Developments) 10/11/2007 $ 9.3 5.662% to 6.537% 2033
Series 2007 F (Evergreen Place-Litchfield) 11/6/2007 $ 6.8 4.70% to 5.35% 2044
Series 2007 G (Evergreen Place-Streator) 11/6/2007 8 5.6 4.70%to 5.35% 2044
Series 2007 A (Riverwoods Apartments) 11/28/2007 % 6.2 3.60% to5.55% 2048
Series 2007 C (Pioneer Village Apartments) 12/18/2007 & 9.6 3.60% to 5.375% 2044
Series 2008 A (Larkin Village) 4/30/2008 $ 14.2 Variable 2027
Series 2008 B (Lakeshore Plaza) 4/30/2008 3 379 Variable 2027
Series 2008 C (Florida House) 4/30/2008 8 5.6 \ariable 2041
Multi-Family Housing Bonds
Series 2007 A (Refunding Issue-Prairie Green |l Apl.) 10/24/2007 % 1.4 \ariable 2042
Series 2007 B (Refunding Issue-Prairie Green |l Apt.) 10/24/2007 & 0.1 \ariable 2013
Series 2007 A (Refunding Issue-Danbury Court Apt.) 10/24/2007 5 6.2 Variable 2042
Series 2007 B (Refunding Issue-Danbury Court Apt.) 10/24/2007  § 0.2 Variable 2013
Series 2008 A (Fox Meadows SLF) 2/28/12008 5 2.8 6.00% 2029
Series 2008 B (Fox Meadows SLF) 2/28/2008 $ 0.5 65.00% 2010
Single Family Homeowner Mortgage Revenue Bonds
Series 2006A (Draw Down) 7/31/2007 $ 0.9 4.25% 2036
Series 20068 (Draw Down) 7131/2007 $ 6.4 4.35% 2038
Ilinois State Toll Highway Authority”
Series 2007 A-1 (Toll Highway Senior Priority) 11/1/2007 $ 3500 Variable 2030
Series 2007 A-Z (Toll Highway Senior Priority) 11/1/2007 $ 3500 Variable 2030
Series 2008 A-1 (Refunding Issue) 2/7/2008 $ 3831 Variable 2031
Series 2008 A-2 (Refunding Issue) 277/2008 $ 3834 Variable 2031
llinois State University
Series 2008 (Auxiliary Facilities System) 3/1/2008 $ 306 2.70%to5.00% 2033
Southern lllinois University
Series 2008 A (Housing & Auxiliary Facilities System) 5/8/2008 5 301 3.00% to 5.50% 2028
University of lllinois
Series 2007 (Refunding Issue) 7/189/2007 5 409 Variable 2026
Series 2008 (Auxillary Facilities System) B6/18/2008 5 20.8 Variable 2038
Certificates of Participation:
lllinois State University
Series 2008 (Capital Improvement Project) 6/4/2008 3 22,2 3.00% to 4.50% 2028
University of lllinois
Series 2007A (Refunding Issue) 1/4/2008 $ 727 4.00% t0 5.25% 2027
Series 20078 (Refunding Issue) 1/4/2008 % 4586 5.00% 2020
Series 2007C (College of Medicine Rockford National Center 1/4/2008 ] 31.3 Variable 2027
for Rural Health Professionals Facility)
Series 2007D (Petascale Computing Facility) 1/4/2008 5 81.5 Variable 2027
* llinois State Toll Highway Authority fiscal year-end is 12/31/06

130




State of lllinois Notes to the Financial Statements

A. Hlinois Student Assistance Commission

On July 31, 2007 the Illinois Student Assistance Commission (ISAC) sold student loans
receivable from the Illinois Designated Account Purchase Program Fund (IDAPP) with a carrying
amount of §1.41 billion for $1.46 billion. ISAC retired approximately $2.09 billion in revenue
bonds associated with the portfolio that was sold.

On August 31, 2007 ISAC sold student loans receivable from IDAPP with a carrying amount of
$1.09 billion for $1.12 billion. ISAC retired approximately $515 million in revenue bonds
associated with the portfolio that was sold.

After the bond retirements discussed above ($2.61 billion total), all remaining IDAPP outstanding
bonds are auction rate certificates issued under a General Resolution adopted on July 29, 2002
which was supplemented and amended for additional bond issues (such document as amended
and supplemented is hereinafter referred to as the “2002 Resolution.”) An auction held on
February 13, 2008 for $70 million of bonds issued under the 2002 Resolution failed to attract
enough bidders. While the chance that future auctions may not attract enough bidders exists,
ISAC believes that it is highly likely that subsequent auctions on the remaining $815 million of
outstanding bonds under the Resolution will also fail. A “failed auction™ results in the bonds
being priced at the “maximum rate” which, as defined in the 2002 Resolution, can be no more
than London Interbank Offered Rate plus 1.5%. Auctions of bonds continue during this period of
failed auctions with the difference between the maximum rate and that rate set by the market (if
higher than the maximum rate) classified as “Carryover Interest.” Carryover interest is payable
under certain conditions as defined in the 2002 Resolution and its supporting documents.

B. Acquisition of Hotels

In May 2007, a judgment of foreclosure and sale was issued against the Holiday Inn in
Collinsville in which the owners of the hotel owed more than $28.7 million to the State at June
30, 2007 in outstanding principal and interest pursuant to a loan agreement. In October 2007, the
State’s trustee purchased the hotel at sale through credit of the sale price against the unpaid
balance of the loan secured by mortgage on the hotel. The State intends to prepare the hotel for
sale.

In January 2008, a judgment of foreclosure and sale was issued against the President Lincoln
Hotel in Springfield in which the owners of the hotel owed more than $13.8 million to the State at
June 30, 2007 in outstanding principal and interest pursuant to a loan agreement. In March 2008,
the State purchased the hotel at sale through credit of the sale price against the unpaid balance of
the loan secured by mortgage on the hotel. The State intends to prepare the hotel for sale.
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State of lllinois

Budgetary Comparison Schedule

Major Governmental Funds
For the Year Ended June 30, 2007 (Expressed in Thousands)

General Funds Road Fund
Criginal Final Variance Qriginal Final Variance
Budget Budget Actual Qver (Under) Budget Budget Actual Over (Under)
REVENUES:
Income taxes § 10,500,000 $ 10,500,000 § 11,157.859 § 657 859 3 - % -5 -8 5
Sales taxes 7,318,000 7,318,000 7,136,053 {181,947) - - - -
Motor fuel taxes - - - - - - - -
Public utility taxes 1,100,000 1,100,000 1,130,687 30,697 - - - -
Federal govemment 4 777,000 4 777,000 4,637,760 {139,240) 1,065,120 1,065,120 1,021,221 (43,899)
Other 2,420,000 2,420,000 2,268,170 (151,830) 926,724 926,724 988,801 62,077
Less:
Refunds - 21,779 19,470 (2,309) - 2,369 2,298 (71)
Total revenues 26,115,000 26.093.221 26.311.069 217,848 1,991,844 1,989.475 2,007,724 18,249
EXPENDITURES:
Current:
Health and social services 13,178,712 13,183,255 12,997 400 (185,855) 130,520 130,520 130,520 -
Education 9,629,779 9,808,517 9.616,111 (192,4086) - - - -
General government 680,103 709,458 671,335 {38,123) 127,500 126,623 126,325 (208)
Transportalion 120,695 117 654 116,529 (1,125) 2,150,397 2,152,610 2,056,182 (86,428)
Public protection and justice 1,792,384 1,801,805 1,763,632 (38,173) 97,310 97,310 97,309 (1)
Employrnent and economic development 186,506 180,186 173,719 {16.467) 1,800 1,800 1,900 -
Environment and business regulation 117,186 116,993 110,863 (6,130} = 4 # i
Capital outlays 37.276 35,343 30,370 {4.973) 35,548 34,262 32,331 {1,931)
Total expenditures 25,743,141 25963211 25,478,859 (4B83,252) 2,543,175 2,543,225 2,444,567 (98,658)
Excess (deficiency) of revenues
over (under) expenditures 371,859 130.010 831,110 701,100 (551,331) (583,750) (436.,843) 116,907
OTHER SOURCES (USES) OF
FINANCIAL RESOURCES:
Proceads from shorl-term barrowings - Q00,000 900,000 - - - - -
Transfers-in 6,156,000 6,161,532 6,161,532 - 342.400 385,220 385,220 -
Transgfers-out (7,195,000) {7,736.603) (7,736,603) - {300,284) (323,802) (323,802) -
Total other sources (uses)
of financial resources (1,039,000) (675.071) (675,071) - 42,106 61.318 61,318 -
Excess {deficiency) of revenues over
{under) expenditures and other sources
{uses) of financial resources (667,141) (545,061) 156,039 701,100 (508,225) {492.432) {375,525) 116,907
Budgetary fund balances, July 1, 2006 (290.887) (290.887) (280.887) - 728,903 728,903 728,903 .
BUDGETARY FUND BALANCES
(DEFICITS), JUNE 30, 2007 $  (958.028) § (835.948) § (134.848) § 701,100 $ 219678 § 236471 § 353378 § 116,907
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Mator Fuel Tax Fund

State Cansltruclion Account

Original Final Variance Original Final Varance
Budget Budget Actual Over (Under} Budget Budget Actual Cver (Under)

$ -5 -5 -3 = -5 -3 - § -
1,372,003 1,372,000 1,375,536 3,535 - - - -

- - q 9 - - - -

- - 736 736 476,000 476,000 496,438 20438

14,700 16,016 13,963 {2,063} - * - -
1,357.303 1,355,984 1,362,317 6,333 476,000 476,000 496,438 20,438
65,877 65,877 63,426 (2.451) - - ] =
673,420 673,424 661 466 (11.958) 508,620 508,620 508 455 (185)

78 73 56 {7) - & : .
739,375 739,374 724,958 {14,4186) 508,620 508,620 508 455 {165)
617,928 616,610 637,358 20,749 {32,620) (32,620) (12,017) 20,603

] 2 * - 269,423 269,423 269 423 -

(641,271) (646,877) (646,877) - (35,063) (36,063) (35.063) -
(641,271) (646,877) 1646.877) - 234,380 234,360 234 360 -
(23,343) (30,267) (9,518} 20,749 201,740 201,740 222,343 20,603
65,520 65,520 65,520 - (20,948) (20,549) (20.9849) -

$ 42,177 § 35,253 § 56,002 5 20,749 180791 §  1BO791 § 201,384 § 20,803
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Notes to Budgetary Comparison Schedule — Budget and Actual
— Major Governmental Funds
For the Year Ended June 30, 2007

A. Budgetary Basis of Accounting

The State Constitution requires the Gavernor to prepare and submit to the General Assembly an
Executive Budget for the ensuing fiscal year. The budget covers most funds held by the State,
but excludes all locally held funds and various treasury held funds which are not subject to
appropriation pursuant to State law. The General Assembly enacts the budget through passage of
specific line-item appropriations (i.e., personal services, contractual services, equipment, etc.), the
sum of which must not exceed estimated revenues pursuant to the State Constitution. The
Governor has the power to approve, reduce, or veto each appropriation passed by the General
Assembly. Transfers-in and transfers-out contained in the Executive Budget are not a part of the
General Assembly’s appropriation process. The actual amounts are determined either by State
law or by discretionary action available to the Governor. The Statewide Accounting Management
System controls expenditures by line item as established in approved appropriation bills and
ensures that appropriated expenditure amounts are not exceeded.

The level of legal control is at the line-item appropriation level as reported in a publication titled
Hllinois Detailed Annual Report of Revenues and Expenditures. A separate document is necessary
due to the State’s large amount of appropriated line-items. Generally, administrative transfers
between transferable appropriation line items within the same treasury held fund cannot exceed
2% of the aggregate amount appropriated to those lines for an agency from that fund. Examples
of appropriation line items with a 2% transfer limit are Contractual Services, Travel,
Commodities, Printing and Equipment. As an additional restriction, Personal Services
appropriation line items generally cannot be reduced. Legislative action is required for more
substantial transfers. Unexpended appropriations at June 30 are available for subsequent
expenditure to the extent that encumbrances have been incurred at June 30. provided the
expenditure is presented for payment during the succeeding two month “lapse period.” An
exception to the lapse period requirements are expenditures described in Section 25 of the State
Finance Act (30 ILCS 105/25). These Section 25 expenditures, mostly related to the
reimbursement of hospitals, physicians, and pharmacists for Medicaid patients, are allowed to be
paid in the following fiscal year. Certain appropriations referred to as “reappropriations”
represent the continuation of a prior year’s program that requires additional time for completion.

The original budgeted revenues represent estimates while original budgeted expenditures
represent original and continuing appropriations enacted into law by appropriation bills.
Generally accepted accounting principles (GAAP) require the final legal budget be reflected in
the final budget column, therefore, updated revenue estimates have been reported. Final
expenditure budgets represent original and continuing appropriations modified by supplemental
and amendatory appropriations. The State’s basis of budgeting is essentially on the cash basis,
modified for expenditures during the lapse period (beginning and end of year) as described in the
preceding paragraph.

The State Budget Law (15 ILCS 20) requires the budget for certain funds, called budgeted funds
which include the General Revenue, Common School, and Educational Assistance subaccounts of
the General Fund, the Road Fund, and the Motor Fuel Tax Fund, to be prepared:

(1

.. on the basis of revenue and expenditure measurement concepts that are in
concert with generally accepted accounting principles for governments . . .
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... The revenue estimates used in the State budget for the budgeted funds shall
include the estimated beginning fund balance, plus revenues estimated to be
received during the budgeted year, plus the estimated receipts due the State as of
June 30 of the budgeted year that are expected to be collected during the lapse
period following the budgeted year, minus the receipts collected during the first 2
months of the budgeted year that became due to the State in the year before the
budgeted year. Revenues shall also include estimated federal reimbursements
associated with the recognition of Section 25 of the State Finance Act liabilities.
For any budgeted fund for which current year revenues are anticipated to exceed
expenditures, the surplus shall be considered to be a resource available for
expenditure in the budgeted fiscal year.

Expenditure estimates for the budgeted funds included in the State budget shall
include the costs to be incurred by the State for the budgeted year, to be paid in
the next fiscal year, excluding costs paid in the budgeted year which were carried
over from the prior year, where the payment is authorized by Section 25 of the
State Finance Act. For any budgeted fund for which expenditures are expected to
exceed revenues in the current fiscal year, the deficit shall be considered as a use
of funds in the budgeted fiscal year.

Revenues and expenditures shall also include transfers between funds that are
based on revenues received or costs incurred during the budget year.”

The State has not presented revenue and expenditure estimates in accordance with these
provisions.

The State’s General Fund has a perspective difference for financial reporting as the General Fund
reported for financial reporting purposes includes amounts which are reported as a part of the
State’s Special State Funds as classified for budgetary purposes.

The Budgetary Comparison Schedule — Major Governmental Funds presents the original legally
adopted budget, as well as comparisons of the final legally adopted budget with actual data on a
budgetary basis for the State’s major governmental funds: the General Fund, the Road Fund, the
Motor Fuel Tax Fund and the School Construction Account.

The supplementary portion of this report includes a Combining Schedule of Revenues,
Expenditures, and Changes in Fund Balance — Budget and Actual for all funds of the State with
annual budgets as classified for budgetary purposes. Those schedules only include the final
appropriated budget.

B. Budgetary-GAAP Reporting Reconciliation
Since accounting principles applied for purposes of developing data on a budgetary basis differ
significantly from those used to present financial statements in conformity with GAAP, a

reconciliation of differences between budgetary and GAAP presentations for the year ended June
30, 2007 is presented below for the major governmental funds (amounts expressed in thousands):
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Table 1-1 (amounts expressed in thousands)
MAJOR GOVERNMENTAL FUNDS
General
Fund
State
General Road Motor Fuel Construction
Fund Fund Tax Fund Account

Excess (deficiency) of revenues over (under)

expenditures and other sources (uses) of

financial resources (budgetary basis) % 156,039 § (375,525) §  (9.518) § 222,343
Reclassifications:

Budgetary Special State Funds

reported as part of the General Fund

for GAAP reporting (14,490) -- s .
Adjustments;

To adjust revenues, related receivables

and deferred revenue 219274 (32,351) (10,820) 5,693

To adjust expenditures and related

liabilities (1,222,275) (101,403) 17,962 35,968

To adjust for lapse period expenditures

which were not recorded as liabilities 3.192 5,294 1 --
Excess (deficiency) of revenues over (under)

expenditures/expenses and other sources

(uses) of financial resources into

financial resources (GAAP basis) -

budgetary classifications (858,260) (503,985) (2.375) 264,004

To record excess (deficiency) of revenues

over (under) expenditures/expenses and

other sources (uses) of financial resources

for nonbudgeted accounts 32 - = -
Excess (deficiency) of revenues over (under)

expenditures and other sources (uses) of

financial resources (GAAP basis) $ (858.228) § (503,985 % (2,375) § 264,004
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Required Supplementary Information
Pension Trust Funds — Schedule of Funding Progress
(Unaudited)

The following schedule of funding progress (dollar amounts in thousands) for the State of
Illinois’ retirement systems is provided for fiscal years ended June 30, 2005, 2006 and 2007.

(a) (b) © (d) (e) ()
Actuarial Accrued Unfunded UAAL as a
Actuarial Actuarial Liability ("AAL") AAL Funded Percentage of
Valuation Value of Projected Unit ("UAAL") Ratio Covered Covered Payroll
Date Assets Credit (b-a) {alb) Payroll (cle)
General Assembly
6/30/2005 § 83273 § 212806 § 129,633 391% § 12,851 1008.7%
6/30/2006 % 82255 § 221,713 & 139,458 371% § 12,738 1094.7%
6/30/2007 § 87,182 § 231914 & 144,732 376% § 12,701 1139.5%
Judges'
6/30/2005 § 564,999 § 1,236,512 § 671,513 457% $ 128,700 521.8%
6/30/2006 $ 509234 % 1,291,395 § 692,161 464% $ 135400 511.2%
6/30/2007 § 670,091 $ 1.385,340 § 715,248 484% § 142,900 500.5%
State Employees'
6/30/2005 $ 10,494,148 % 19,304,647 § 8,810,499 54.4% & 3475528 253.5%
6/30/2006 & 10,899853 § 20874542 § 9,974,689 522% § 3,572,541 279.2%
6/30/2007 $ 12078909 % 22,280,917 & 10,202,008 54.2% § 3,762,777 2111%
Teachers'
6/30/2005 $ 34085218 % 56,075,029 § 21,989,811 60.8% § 7,550,510 291.2%
6/30/2006 $ 36,584,889 § 58,996,913 § 22,412,024 62.0% § 7,765752 288.6%
6/30/2007 § 41909318 § 65,648,395 § 23,739,077 63.8% 5 8,149,849 291.3%
State Universities
6/30/2005 § 13,350,278 % 20,349,922 § 6,999,644 65.6% $ 2,939,185 238.1%
6/30/2006 $ 14175147 & 21688935 § 7,513,788 654% § 3,054,100 246.0%
6/30/2007 $ 15985730 % 23362079 § 7,376,349 68.4% § 3,180,985 231.9%
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GENERAL FUND
The General Fund is maintained to account for resources obtained and used for those services
traditionally provided by State government which are not required to be accounted for in another fund.

SIGNIFICANT GENERAL FUND ACCOUNT DESCRIPTIONS

General Revenue Account--to account for resources obtained and used which are not required to be
accounted for in another fund or account.

Education Assistance Account--to provide funding for elementary and secondary education programs and
for higher education programs.

Common School Account--to provide funding for elementary and secondary education agencies
including General State Aid, School District Consolidation Incentives and operational funding of
Educational Services Regions.

University of 1llinois Hospital Services Account--to provide medical services at the University of lllinois
Hospital.

County Hospital Services Account--to provide for medical services at Cook County hospitals.

Long-Term Care Provider Account--1o provide for medical services at long-term health care centers.
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State of Illlinois
Combining Schedule of Accounts

General Fund
June 30, 2007 (Expressed in Thousands)

Medicaid
General Education Common Provider
Revenue Assistance School Assessment
Account Account Account Program Eliminations Total
ASSETS
Cash equity with State Treasurer § 1243913 % 390,079 § TN 57,540 § 1,749,309
Cash and cash equivalents 2,400 2,400
Receivables, net
Taxes 1,583,037 30,424 105,017 5,033 1,723,511
Intergovernmental 1,682,733 237,832 1,920,565
Other 130,705 106 189 131,010
Due from other funds 62,444 2372 258 23 % (11,905) 53,192
Due from component units 1,058 214 24,893 26,165
Inventories 31,355 31,355
Loans and notes receivable, net 12,480 12,480
Other assets 15,000 15,000
Total assets $ 4765125 % 422,875 % 163,372 § 325520 § (11,905) § 5,664,987
LIABILITIES
Accounts payable and accrued liabilities $ 45762318 § 5420 § 55,245 § 105,680 % 4,742 673
Intergovernmental payables 1,786,248 17,654 3,451 165,486 1,972,839
Due to other funds 687,845 84 60,715 11,922 § {11,905) 748,661
Due to component units 21,730 430 62 40,404 62,626
Unavailable revenue 1,746,129 8,945 5,458 141,882 1,902,414
Unearned revenue 62,924 62,924
Matured portion of long-term liabilities 394 394
Total liabilities 8.881.588 32,533 124,931 465,384 (11,905) 9,492,531
FUND BALANCES
Reserved for:
Encumbrances 9,395 87 402 3 9,887
Long-term portion of loans and notes receivable 12,302 12,302
inventories 31,355 31,355
Unreserved {4,169,515) 390,255 38,039 (139,867) {3,881,088)
Total fund balances (deficits) (4,116,463) 390,342 38,441 (139,864) (3,827.,544)
Total liabilities and fund balances § 4765125 § 422875 § 163,372 § 325520 § (11,905} $ 5,664,987
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State of lllinois
Combining Schedule of Revenues, Expenditures
and Changes in Fund Balances

General Fund
For the Year Ended June 30, 2007 (Expressed in Thousands)

Medicaid
General Education Common Provider
Revenue Assistance School Assessment
Account Account Account Program Eliminations Total
REVENUES
Income taxes $ 10,556,972 § 820.843 5 11,377,815
Sales taxes 5,445,859 $ 1,782,138 7,227,997
Public utility taxes 1,037,189 108,125 1,145,314
Hospital assessment taxes 733,219 8 71,578 804,797
Other taxes 1,180,295 189,094 228,452 1,577.841
Federal government 5,906,659 1,183,847 7,080,506
Licenses and fees 265,572 654 451 266,677
Interest and other investment income 238,667 1,405 2,086 242,158
Other 383,408 778 871,535 1,256,718
Total revenues 25,747 837 821.621 2,061,416 2,357,949 30,988,823
EXPENDITURES
Current:
Health and social services 14,843,761 2,337,575 17,181,336
Education 4,509,747 1,602,696 4,043,586 10,156,029
General government 802,251 802,251
Employment and economic development 168,206 168,206
Transportation 125,092 1 125,093
Public protection and justice 2026412 2,026,412
Environment and business regulations 149,091 149,091
Debt service:
Principal 2,740 2,740
Interest 1,150 1,150
Capital outlays 14,421 14,421
Total expenditures 22,642,871 1,602,697 4,043,586 2,337,575 30,626,729
Excess (deficiency) of revenues
over (under) expenditures 3,104,966 (781.078) (1,982,170) 20,374 362,094
OTHER SOURCES (USES) OF
FINANCIAL RESOURCES
Transfers-in 1,510,547 686,425 1,958,745 74,700 $ (1,450,403) 2,780,014
Transfers-out (5,410,305) (44,370) 1,450,403 (4,004,272)
Capital lease financing 3,936 3,936
Net other sources (uses) of
financial resources {3,895.822) 686,425 1,958,745 30,330 - — (1,220,322)
Net change in fund balances (790,856) (94,651) (23,425) 50,704 - = (B58,228)
Fund balances (deficits), July 1, 2006, as restated {3,326,515) 484,993 61,866 {190,568) (2,970,224)
Increase (decrease) for changes in inventories a08 908
FUND BALANCES (DEFICITS), JUNE 30, 2007 § (4.116463) § 390,342 § 38441 % (1398B64) % —-- & (3,827 544)
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State of lllinois

Combining Schedule of Accounts - General Fund

Medicaid Provider Assessment Program

June 30, 2007 (Expressed in Thousands)

University of

Illinois County Other Medicaid
Hospital Hospital Long-Term Provider
Services Services Care Provider Assessment
Account Account Account Accounts Total
ASSETS
Cash equity with State Treasurer $ 8739 § 42895 § 5906 % 57,540
Receivables, net
Taxes 4,851 182 5,033
Intergovernmental g 27 406 131,218 74770 4,438 237,832
Other 4 127 31 199
Due from other funds 23 23
Due from component units 24,893 24,893
Total assets $ 52,290 § 139,998 § 122,666 % 10,557 % 325,520
LIABILITIES
Accounts payable and accrued liabilities $ 97,164 % 8526 3% 105,690
Intergovernmental payables $ 139,998 25,488 165,486
Due to other funds b 11,895 14 13 11,922
Due to component units 40,404 40,404
Unavailable revenue 23,798 74,789 40,448 2,849 141,882
Total liabilities 76,095 214,787 163,114 11,388 465,384
FUND BALANCES
Reserved for encumbrances 3 3
Unreserved {23,798) (74,789) (40,448) (834) (139.867)
Total fund balances (deficits) (23,796) (74,789) (40,448) (831) (139,864)
Total liabilities and fund balances 5 52,299 % 139.998 % 122666 § 10,557 % 325,520
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State of lllinois

Combining Schedule of Revenues, Expenditures
and Changes in Fund Balances - General Fund

Medicaid Provider Assessment Program
For the Year Ended June 30, 2007 (Expressed in Thousands)

University of Other
Minois County Medicaid
Hospital Hospital Long-Term Provider
Services Services Care Provider Assessment
Account Account Account Accounts Total
REVENUES
Hospital assessment taxes 3 50,881 § 20,697 71,578
Other taxes 228,452 228,452
Federal government $ 131,815 § 705,751 325,493 20,788 1,183,847
Licenses and fees 451 451
Interest and other investment income 571 1,291 224 2,086
Other 86,834 713.905 70,796 871,535
Total revenues 218.649 1,420,227 676,013 42 160 2,357,949
EXPENDITURES
Current:
Health and social services 225,890 1,322,540 746,767 42,378 2,337,575
Total expenditures 225,890 1,322,540 746,767 42,378 2,337,575
Excess (deficiency) of revenues
over (under) expenditures (7.241) 97,687 (69,854) (218) 20,374
OTHER SOURCES (USES) OF
FINANCIAL RESOURCES
Transfers-in 44,700 30,000 74,700
Transfers-out (44.051) (319) (44,370)
Net other sources (uses) of
financial resources 649 30,000 (319) 30,330
Net change in fund balances (6,582) 97,687 (39.,854) (537) 50,704
Fund balances (deficits), July 1, 2006 (17,204) (172,476) (594) {294) (190,568)
FUND BALANCES (DEFICITS), JUNE 30, 2007 5 (23,796) % (74,789) § (40,448) % (831) & (135,864)
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State of lllinois

Combining Balance Sheet -
Nonmajor Governmental Funds

June 30, 2007 (Expressed in Thousands)

Total
Special Debt Capital Monmajor
Revenue Service Projects Permanent Governmental
Funds Funds Funds Fund Funds
ASSETS
Cash equity with State Treasurer § 2523821 § 635493 § 223,066 $ 1.081 § 3,383,471
Cash and cash equivalents 24,408 136,460 14,774 179 175,821
Investments 19,515 49,215 1,179 69,909
Receivables, net;
Taxes 306,906 308,906
Intergovernmental 637,028 1,115 538,143
Other 294,682 2,578 57 8 297,325
Due from other funds 412,922 9,284 4,418 426,624
Due from component units 316,669 316,669
Inventories 27,189 27,189
Loans and notes receivable, net 56,864 18,228 75,092
Other assets 7,765 7.765
Total assets $ 4627769 § 851,258 § 243,430 5 2457 § 5,724,914
LIABILITIES
Accounts payable and accrued liabilities 3 430,316 $ 78,036 $ 508,352
Intergovernmental payables 1,567,361 6,549 1,573,910
Due to other funds 169,488 778 % 211 170,478
Due to component units 25,341 25,341
Unavailable revenue 341,345 341,345
Unearned revenue 148,919 13,918 162,837
Total liabilities 2,682,770 99,282 211 2,782,263
FUND BALANCES
Reserved for:
Encumbrances 12,562 809 13,171
Long-term portion of:
Loans and notes receivable 51011 § 17,061 68.072
Other assets 7,532 7,532
Inventories 27,189 27,189
Other purposes 3,150 1,115 4,265
Unreserved:
Designated for reappropriated accounts B7,970 132,352 220,322
Undesignated 1,755,585 834,197 11,187 1,131 2.602,100
Total fund balances 1,944 939 851,258 144,148 2,248 2,942 651
Total liabilities and fund balances $ 4627769 § 851,258 § 243,430 5 2457 § 5724914
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State of lllinois

Combining Statement of Revenues, Expenditures

and Changes in Fund Balances - Nonmajor Governmental Funds
For the Year Ended June 30, 2007 {(Expressed in Thousands)

Total
Special Debt Capital Nonmajor
Revenue Service Projects Permanent Governmental
Funds Funds Funds Fund Funds
REVENUES
Income taxes $ 1,209,891 3 1,209,891
Sales taxes 2,636,640 2,636,640
Motor fuel taxes 76,635 76,635
Public utility taxes 470,088 470,088
Riverboat taxes 817,590 817,580
Other taxes 395,911 395,911
Federal government 8,410,720 $ 21,086 6,431,786
Licenses and fees 534537 & 197 534,734
Interest and other investment income 40,768 44,301 127 85,196
Other 1,024,286 75 19,582 1,043,943
Total revenues 13.617.066 44,573 40,648 127 13,702,414
EXPENDITURES
Current:
Health and social services 4,050,006 34 4,050,040
Education 2,192,585 189,532 2,382,117
General government 249,706 1,734 43,065 284,495
Employment and eccnomic development 664,775 17 127,104 791,896
Transportation 569,072 56,471 625,543
Public protection and justice 320,833 13,331 334,164
Envirenment and business regulation 612,495 8,869 621,364
Debt service:
Principal 1,035 860,730 861,765
Interest 176 1.115,184 1,115,360
Capital autlays 51,186 187,129 238,315
Intergovernmental 5,036,015 5,036,015
Total expenditures 13,747,884 1,977,665 625,491 34 16,351,074
Excess (deficiency) of revenues
over (under) expenditures (130,818) (1.933,092) (584,843) 93 (2,648,660)
OTHER SOURCES (USES) OF
FINANCIAL RESOURCES
General obligation bonds issued 258,000 258,000
Premiums on general obligation bonds issued 12,085 12,085
General obligation refunding bonds issued 329,000 329,000
Premiums on general obligation refunding bonds issued 14,014 14,014
Payments to refunded bond escrow agent (341,849) (341,848)
Transfers-in 2775417 2,880,402 77,853 5,733,672
Transfers-out (2,465,310) (939,229) (84,989) (72) (3,489,600)
Capital lease financing 4,321 4,321
Net other sources (uses) of
financial resources 314,428 1,942,338 262,949 (72) 2,519,643
Net change in fund balances 183,610 9,246 (321,894) 21 (129,017)
Fund balances, July 1, 2006 1,755,341 842,012 466,042 2,225 3,085,620
Increase (decrease) for changes in inventories 5,048 6,048
FUND BALANCES, JUNE 30, 2007 $ 1,944,999 § 851,258 § 144,148 § 2246 § 2,942,651
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SPECIAL REVENUE FUNDS

The Special Revenue Funds are maintained to account for the proceeds of specific revenue sources that are
legally restricted to expenditures for specified purposes.

SIGNIFICANT NONMAJOR GOVERNMENTAL SPECIAL REVENUE FUNDS
DESCRIPTIONS

Treasurer
Unclaimed Property Trust Fund--to account for monies received as abandoned property or from the
sale of abandoned property pursuant to the Uniform Disposition of Unclaimed Property Act.

Tobacco Settlement Recovery Fund--to account for monies received annually as a part of the Master
Settlement Agreement in the State of lllinois vs. Philip Morris.

Department of Commerce and Economic Opportunity
Renewable Energy Resources Trust Fund--to receive and record monies obtained from charges
imposed on participating municipal electric utilities and cooperatives used for grants, loans or other
incentives for fostering investment in and the development and use of renewable energy resources.

Fund for Illinois” Future--to account for grants and expenditures for planning, engineering, acquisition,
construction, reconstruction, development, improvement and extension of public infrastructure in the
State of lllinois.

Tourism Promotion Fund--lo provide assistance for the promotion and marketing of local tourist
attractions and services throughout the State,

Job Training Partnership Fund--to aid the disadvantaged and dislocated workers in the development of
skills to fulfill the need of local firms at no cost or reduced cost to those firms.

Build Illinois Capital Revolving Loan Fund--to finance intermediary agreements, administration,
technical assistance agreements, loans, grants and investments through the Build Illinois Act.

Public Infrastructure Construction Loan Revolving Fund--to provide loans and grants to local
governments (o assist in financing the cost of acquisition, construction, reconstruction, replacement,
repair, or improvement of public infrastructure.

Department of Natural Resources
Wildlife and Fish Fund--to manage revenues from licenses, permits, fees, fines and other income from
hunting and fishing activities to be used to maintain, acquire and preserve land for wildlife and fishing
activities.

Natural Areas Acquisition Fund--to receive and record 20% of the monies obtained pursuant to the
Real Estate Transfer Tax Act to be used for the acquisition, preservation and stewardship of natural
areas.

Open Space Lands Acquisition and Development Fund--to receive deposits from monies collected
under the Real Estate Transfer Tax Act to be transferred, appropriated and used only for the purposes
authorized by the Open Space Lands Acquisition and Development Act.

Department of Employment Security
Title Il Social Security and Employment Services Fund--to account for monies received from the
federal government for the specific purpose of administering the Unemployment Compensation Act.

Unemployment Compensation Special Administration Fund--to account for collections of interest and
penalties from employers and judgment interest from claimants used as provided by law for the
administration of the Unemployment Compensation Act or for transfer to the Unemployment
Compensation Trust Fund.
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Department of Financial and Professional Regulation
State Pensions Fund--to account for receipts from the sale of abandoned property. Expenditures are
primarily to the various State retirement systems for the reduction of the accrued actuarial unfunded
liability.
Savings and Residential Finance Regulatory Fund--to account for fees collected and expenditures in
administering the Illinois Savings and Loan Act.

Real Estate License Administration Fund--to account for fees collected and expenditures in
administering the Real Estate License Act of 2000,

Insurance Financial Regulation Fund--to account for fees collected and expenditures in administering
financial regulation in accordance with the Illinois Insurance Code.

Department of Human Services
Prevention_and Treatment of Alcoholism and Substance Abuse Block Grant Fund--to account for
federal monies or grants from private or public sources for vocational rehabilitation.

Mental Health Fund--to help finance the advancement of mental health facilities and services in the
State of Illinois.

DHS Special Purposes Trust Fund--to receive and disburse federal grants. gifts and legacies not
elsewhere designated by statute to be deposited and disbursed.

Early Intervention Services Revolving Fund--to provide coordinated, comprehensive, inter-disciplinary
services to enforce the growth and development of children from birth through 36 months of age who
have disabilities and/or developmental delays.

USDA Women. Infants and Children Fund--to administer the federal Supplemental Food Program for
Women, Infants and Children.

Food Stamp and Commodity Fund--to account for food stamps and commodities received from the
federal government.

Department of Healthcare and Family Services
Supplemental Low Income Energy Assistance Fund--to provide assistance lo low-income households
in paying heating and cooling costs.
Child Support Administration Fund--to receive and record fees related to the administration of the
Child Support Enforcement Program.

Low Income Home Energy Assistance Block Grant Fund--to provide assistance to low-income
households in paying heating and cooling costs.

Department of Revenue
State Gaming Fund--to receive and record fees obtained from owners’ license applications for
riverboat gambling operations.

Rental Housing Support Program Fund--to record monies received from surcharge fees for the
recording of real estate-related documents to provide subsidies to landlords to enable the charging of
rent affordable to low-income tenants and to provide grants for affordable housing developments.

State and Local Sales Tax Reform Fund--to record proceeds from the 1% use tax on food and drugs
and 20% of the proceeds from the 6.25% sales tax.

County and Mass Transit District Fund--to record 4% of the proceeds from a 6.25% Retailers’ and
Service Occupation tax.

Local Government Tax Fund--to account for 15% share of various sales taxes that will be distributed to
cities and counties.

[llinois Affordable Housing Trust Fund--to account for a portion of the State real estate transfer tax
used for grants and low or no interest mortgages or other loans to acquire, construct, rehabilitate,

150



develop, operate, insure, and retain affordable single family and multi-family housing for low income
households.

Horse Racing Equity Trust Fund--to receive and record fees obtained from owners’ license
applications for riverboat gambling operations to be disbursed 60% for horse racing purses and 40%
for horse racing promotional activities.

Local Government Distributive Fund--to receive 1/12" of the State’s income tax collections to

distribute to various municipalities and counties within the State.

Personal Property Tax Replacement Fund--to allocate and disburse to each taxing district within the
State the net revenue received from the personal property replacement income tax.

Build Illinois Fund--to receive a percentage of sales, hotel and privilege taxes to be used for monthly
allocation to various State agencies for the purpose of promoting tourism related activities.

Department of Transportation
Federal/Local Airport Fund--to receive and manage federal funds for airport construction.

State Rail Freight Loan Repayment Fund--to receive and record repayments of loans of State funds
made by the [llinois Department of Transportation to railroads, units of local government, rail users,
owners, and lessees of railroad right of way to rehabilitate, improve or construct rail facilities.

Public Transportation Fund--to receive monthly transfers from the General Revenue Account in the
General Fund representing statutory shares under various sales tax acts and distribute to the Regional
Transportation Authority pursuant to a statutory formula.

Downstate Public Transportation Fund--to provide financial assistance for local governments with
public transportation systems.

Department of Children and Family Services
DCES Childrens’ Services Fund--to account for revenues and expenditures related to the federal Title
IV-E foster care and adoption service program.

Department of Public Health
Public Health Services Fund--to account for funds received from the federal government, primarily
under letters of credit, for various federal project awards.

Environmental Protection Agency
Clean Air Act (CAA) Permit Fund--to account for fees collected and expenditures associated with the
State’s Clean Act Permit Program.

lllinois Clean Water Fund--to account for fees received from water quality certifications required by
the Federal Clean Water Act and from National Pollutant Discharge Elimination System permits as
regulated by the Federal Water Pollution Control Act and for use in the regulation of the Acts,

Hazardous Waste Fund--to receive fees collected from the owners or operators of hazardous waste
disposal sites and from responsible parties for hazardous waste cleanups and for penalties assessed in
cases related to hazardous waste cleanups.

State Board of Education
Drivers Education Fund--to account for monies used to reimburse school districts for each pupil

completing a driver education course that meets the minimum requirements of the Driver Education
Act.

SBE Federal Department of Agriculture Fund--to account for the federal share of nutrition programs
which provide nutritious meals for children and aging adults.

SBE Federal Department of Education Fund--to receive and disburse federal monies to provide
financial assistance for educational programs funded by the U.S. Department of Education.

Office of the State Fire Marshal
Fire Prevention Fund--to account for assessments on insurance companies offering fire insurance and
fees from boiler and pressure vessel certifications to be used for fire safety and education programs.
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Underground Storage Tank Fund--to record underground storage tank registration fees collected by the
State Fire Marshal expended for the purposes of the Leaking Underground Storage Tank program.

Capital Development Board
School Infrastructure Fund--to receive and record one-half of monies obtained from a
telecommunication tax in accordance with the Telecommunications Excise Tax Act as amended.
Monies in the Fund may be expended for the purpose of discharging the principal and interest on bond
indebtedness for construction of school improvements, making payments to the School Technology
Revolving Loan Fund and grants for school construction projects.

Ilinois Commerce Commission
Wireless Carrier Reimbursement Fund--to receive one-third of the wireless carrier surcharge assessed
monthly to wireless telephone service subscribers to reimburse wireless telephone service carriers for
the installation of the equipment necessary to provide enhanced emergency calling services to
subscribers.

Criminal Justice Information Authority
Criminal Justice Trust Fund--to account for funds received for the implementation of the Omnibus
Crime Control and Safe Streets Act of 1968.

Workers” Compensation Commission
Ilinois Workers” Compensation Commission Operations Fund--to receive and record surcharges on
premiums assessed to employers workers’ compensation premiums to be spent for operations of the
Workers” Compensation Commission.

Metropolitan Fair and Exposition Authority
Metropolitan _and Exposition Auditorium _and Office Building Fund--to account for transfers of
portions of tax monies received pursuant to the lllinois Horse Racing Act from the General Revenue
Account of the General Fund which are to be disbursed or transferred to other State funds based on
acceptance of qualifying grant applications.

State Board of Elections
Help lllinois Vote Fund--to account for funds received for the implementation of the Federal Help
America Vote Act of 2002.

Student Assistance Commission
Federal Student Loan Fund--to account for the Federal Family Education Loan Program which funds
the repayment of guaranteed loans that have gone into default to lenders.
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State of lllinois

Combining Balance Sheet

Nonmajor Special Revenue Funds

June 30, 2007 (Expressed in Thousands)

Commerce and
Economic Natural Employment
Opportunity  Resources Security

Healthcare and
Family
Services

ASSETS
Cash equity with State Treasurer
Cash and cash equivalents
Investments
Receivables, net
Taxes
Intergovernmental
Other
Due from other funds
Due from component units
Inventories
Loans and notes receivable, net
Other assets
Total assets

LIABILITIES
Accounts payable and accrued liabilities
Intergovernmental payables
Due to other funds
Due to component units
Unavailable revenue
Unearned revenue
Total liabilities

FUND BALANCES
Reserved for
Encumbrances
Long-term portion of:
Loans and notes receivable
Other assets
Inventories
Other purposes
Unreserved:
Designated for reappropriated accounts
Undesignated
Total fund balances (deficits)

Total liabilities and fund balances

63,114 § 129695 % 31,814

37 5

2,704
30,995 3,048 11,043
914 1.847 137
10,618 4,194
2,124 1,355

18,597

7,532

63,092

7,023
14,732
10,113

621

134474 & 136751 % 48,548

95,581

14,116 & 3357 % 5,196

13,863
14,118
6,214

361

61,027

10,711 17,865 289
0,438 847 8,005
1416 200
B.474 2,815 19
5.263 26 223

49,418 25,110 13,732

987 540 6
17,507
7.532
2124 1,355
64,153
59,030 44,824 33,455
85,056 111,641 34,816

61,027

134474 § 136,751 % 48,548

95,581
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Student

Assistance
Commission
Other
Environmental Office of the Agencies, Federal
Other Protection State Board of  State Fire Boards and Student Loan
Revenue  Transportation Departments Agency Education Marshal Authorities Fund Other Total
§ 775518 § 46,848 § 8576 § 42621 § 3590 % 46,090 % 138,674 § 39,232 § 583110 § 2523821
32 21,231 24,408
16,811 19,515
275,356 9,118 2,026 13,250 306,906
25,362 96,092 270,687 5,344 26,791 93,659 637,028
1,125 37 366 32,726 49 457 40,215 187 40,679 294 682
269,162 48177 2,457 2,848 1,814 3 1,298 4,646 64,066 412,922
316,383 1 20 265 316,669
11,881 860 10,969 27,189
24,090 14177 56,864
50 7,765
$ 1637544 § 144,514 § 119,405 § 78195 § 277,020 5 55,668 § 187,557 § 70826 § 858267 § 4,627,769
5 54,216 § 12802 § B1,783 § 1,301 § 8945 § 1473 § 17,667 & 12131 % 113,144 § 430,316
1,064,629 78,109 10,118 25 266,119 602 14,333 8.812 77,647 1,567,361
74,174 28 1,645 497 2,707 294 4,651 1,921 57,308 169.488
123 8,330 61 1,748 54 61 11,264 25,341
70,186 14,025 16,489 16,023 10,627 462 16,539 39,412 341,345
2,817 3432 38,490 47,962 31,952 148,919
1,263,328 107.881 121,797 17.907 290,146 2,885 88,741 70,826 330,727 2,682,770
65 1 218 443 9 9,280 12,562
23,156 10,348 51,011
7,532
11,881 860 10,969 27,189
3,150 3,150
665 23,152 87,970
374,151 12,811 (14.273) 60,070 (13.986) 52,340 98,807 470,641 1,755,585
374,216 36,633 {2,392) 60,288 (13,126) 52,783 98,816 527,540 1,944 999
§ 1637544 § 144,514  § 119405 § 78,195 $ 277,020 § 55,668 § 187.557 § 70,826 $ 858,267 % 4,627,769
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State of lllinois

Combining Statement of Revenues, Expenditures

and Changes in Fund Balances
Nonmajor Special Revenue Funds

For the Year Ended June 30, 2007 (Expressed in Thousands)

Commerce and

Financial and

Healthcare and

Economic Natural Employment Professional Human Family
Treasurer Opportunity  Resources Security Regulation Services Services
REVENUES
Income taxes
Sales taxes
Motor fuel laxes
Public utility taxes $ 84,256
Riverboat taxes
Other taxes $ 49,374 - 1,358
Federal government 5 195,704 5 165,296 B408 % 164,582 2,046,330 255,827
Licenses and fees 5,270 35,747 25 % 42,544 3,331
Interest and other investment income 3,108 3,996 1,889 1,785 1,990 429
Other 550,641 105 4,410 2173 285 34,592 16,300
Total revenues 849,451 174,667 99,828 168,565 44,819 2,086,040 356.383
EXPENDITURES
Current:
Health and social services 403,986 2,131,422 381,623
Education 22 134,238
General government &70 7,769
Employment and economic development 29 249,017 184,439
Transportation
Public protaction and justice
Environment and business regulations 1,082 59,473 16,436
Debl service:
Principal 18
Interest
Capital outlays 454 17 22,870 693 18 38
Intergovernmental
Total expenditures 406.443 249,034 82,361 185,132 158,443 2,131,440 381,661
Excess (deficiency) of revenues
over {under) expenditures 443,008 (74,367 17,467 {16,567) (113,624) (45,400) (25,278)
OTHER SOURCES (USES) OF
FINANCIAL RESOURCES
Transfers-in 70,690 63,931 26,688 333,664 63,023 31,124
Transfers-out (411,299) (12,559) (21,869) (12,195) (12,808)
Capital lease financing
Net other sources (uses) of
financial resources (340,609) 51,372 {21.,869) 14,493 320,858 63,023 31,124
Net change in fund balances 102,399 (22,985) (4,402) (2,074) 207,234 17,623 5,846
Fund balances (deficits), July 1, 2006 76,364 108,051 117,512 37,090 108,860 5221 55,181
Increase (decrease) for changes in inventories (1,469) {200)
FUND BALANCES (DEFICITS), JUNE 30, 2007 5 178,763 & 85056 $ 111641 § 34,816 3§ 316,084 & 22844 5 61,027
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Student

Assistance
Commission
Other
Environmental Office of the Agencies, Federal
Other Protection  State Board of  State Fire Boards and Student Loan
Revenue Transportation Departments Agency Education Marshal Authorities Fund Other Total

$ 1,209,891 1,209,891
2,632,239 $ 4,40 2,636,640
§ 76,635 76,635
212,830 b 116,824 56,178 470,088
817,580 817,590
224 554 20,313 60,000 40,312 395,911
120,922 § 613,730 $ 1,788914 g5 78,128 & 168,944 803,840 6,410,720
B44 ] 37,749 11,861 3,806 24591 9,693 359,076 534,537
8,498 1,134 1,568 2,557 1,917 11,899 40,768
58,206 10,214 4,048 11,092 6,208 35 2111 223,778 1,024,286
5,164,742 132,270 617,778 50,409 1,806,983 100,884 284,211 180,554 1,499 482 13,617,066
13,336 665,020 454 619 4,050,006
1,810,568 2,076 72 180,554 65,055 2,192,585
104,161 962 2,816 133,128 249,706
30,786 200,504 664,775
516,770 52,302 569,072
21,496 41,716 257 621 320,833
318610 54,700 36,395 412,799 612,495
4 6 1.007 1,035
1 175 176
237 1,100 344 78 86 251 25,002 51,186
4,951,238 36,706 47,370 5,036,015
5,100,459 516,770 666,120 31,954 1,810,648 79,327 117,956 180,554 1,649,582 13,747,884
64,283 (384,500) (48,342) 18,455 (3,665) 21,557 166,255 — - (150,100) (130,818)
1,406,411 377,236 2,200 2,000 110,378 288,072 2775417
(1.458,859) (6,631) (10.239) (900) (14,211) (288,213) (215,529) (2.465,310)
13 4.308 4321
(52.448) 370,605 2,200 (8.239) (887) (14,211) (177,835) 76,851 314,428
11,835 (13,895) (46,142) 10,216 (4,552) 7,346 (11,580) - - (73,249} 183.610
362,381 50,528 39,488 50,072 (8,613) 45437 110,396 597,373 1,755,341
4,262 39 3416 6,048
3 374,216 36,633 § (2.392) § 60,288 § (13,126) % 52,783 § 98816 § =i $ 527540 § 1,944,999
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State of lllinois

Combining Balance Sheet - Nonmajor Special Revenue Funds

Treasurer
June 30, 2007 (Expressed in Thousands)

Unclaimed Tobacco
Property Trust  Settlement
Fund Recovery Fund Total
ASSETS
Cash equity with State Treasurer $ 145456 § 45773 $ 191,229
Receivables, net
Intergovernmental 19,550 19,550
Other 139,647 139,647
Total assets $ 145456 § 204970 % 350,426
LIABILITIES
Accounts payable and accrued liabilities 3 188 § 28971 § 29,159
Intergovernmental payables 3,053 3,063
Due to other funds 4 264 268
Due to component units 183 183
Unavailable revenue 139,000 139,000
Total liabilities 192 171,471 171,663
FUND BALANCES
Reserved for encumbrances 512 512
Unreserved 145,264 32,987 178,251
Total fund balances 145,264 33,499 178,763
Total liabilities and fund balances $ 145456 § 204870 § 350,426
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