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he mission and priorities of my administration include providing taxpayers with useful and understandable

information about the fiscal condition of the State of Illinois.  This presentation of the Executive Summary,

also known by the financial community as Illinois’ popular annual financial report, is written to enhance

public understanding of the state’s financial statements.

The report combines information based on the state’s Comprehensive Annual Financial Report prepared in ac-

cordance with Generally Accepted Accounting Principles (GAAP) for government and cash basis budgetary in-

formation contained in the Traditional Budgetary Financial Report.  Both of these other reports can be accessed

at our Web site, www.ioc.state.il.us, or by calling at (217)782-6000 or (312) 814-2451.

Under the GAAP reporting system, revenues accrue to the period in which they are earned and expenditures are

counted against the period in which the liability was obligated.  Under the cash basis reporting system, revenues

and expenditures are compared for the budgetary period regardless of when they were incurred.  The State of

Illinois budgets on a cash basis.

In this Executive Summary, as in past reports, we examine the economic and fiscal climate in which future budg-

ets will be considered.  It is valuable for policy-makers to understand these issues in order to make informed de-

cisions.  It also is a useful resource for taxpayers to measure the effectiveness of governmental programs.

This year’s report highlights that after one year of improvement, the General Fund GAAP balance has decreased

again.  The state ended fiscal year 2007 with a negative General Fund balance of $3.828 billion indicating that

the state’s GAAP deficit grew by $858 million compared to the prior year.  However, the cash position improved

as the budgetary balance increased by $156 million, from a deficit of $291 million to a deficit of $135 million.

Section 25 liabilities increased in fiscal year 2007, standing at $3.368 billion as of June 30, 2007, and con-

tributing to the decrease in the GAAP balance.

We hope you find this report to be both informative and useful.  Please share with us any suggestions or com-

ments you may have about this report and its contents.

Sincerely,

Daniel W. Hynes

State Comptroller

June, 2008

A Message to Illinois Taxpayers
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Geographically located in the central portion of the United

States, Illinois is a diverse state that covers almost 56,000

square miles of land.  Many of Illinois’ approximately 12.9

million inhabitants live in urban areas, although there is a

strong rural presence in the state as well.  Nearly one-

fourth or approximately 2.8 million of the state’s residents

live in Chicago, the third largest city in the country.  Seven

other municipalities including Aurora, Elgin, Rockford,

Naperville, Joliet, Peoria, and the state’s capital of Spring-

field have populations in excess of 100,000 with another

twenty municipalities’ populations estimated to be in ex-

cess of 50,000.

The framework of government for Illinois and its 12.9 mil-

lion residents is set forth by the Constitution.  Since join-

ing the Union in 1818, Illinois government has evolved

through four Constitutions.  The current Constitution,

adopted and ratified in 1970, recognized three main

branches of state government.  The executive branch has

six elected officers: a Governor, Lieutenant Governor, At-

torney General, Secretary of State, Comptroller, and Treas-

urer.  The legislative branch includes two chambers, a

Senate with one senator from each of the 59 Senate dis-

tricts, and a House of Representatives with one represen-

tative from each of the 118 House districts. The judicial

branch consists of a seven-member Supreme Court, Ap-

pellate Courts in five judicial districts and Circuit Courts

in twenty-two judicial circuits.

Responsibility for most of the day-to-day operations of

state government and its programs resides in the executive

branch, with the Governor overseeing the largest portion.

Under the purview of the Governor are twenty major de-

partments including Human Services, Transportation,

Healthcare and Family Services, and Revenue. There are

also numerous other smaller agencies, and over one hun-

dred miscellaneous boards and commissions under the ju-

risdiction of the Governor.  In addition, the other five

elected officers in the executive branch oversee their re-

spective agencies.  State government agencies combined

directly employed a total of 72,312 persons at the end of

fiscal year 2007, just 591 less than one year earlier.  The

Departments of Human Services (14,485), Corrections

(11,974) and Transportation (6,612) account for nearly half

of all direct government employees.

Oversight of the elementary and secondary education sys-

tem in Illinois is the responsibility of the State Board of

Education whose nine members are appointed by the Gov-

ernor, with the consent of the Senate.  The Board sets state

educational policies and guidelines for schools, with local

school boards administering educational services through-

out 871 school districts and 3,888 schools.  In fiscal year

2007, about 2.1 million public school children were in-

structed by just over 162,000 full-time, certified teachers

throughout Illinois.

The 15-member Board of Higher Education plans and co-

ordinates higher education policy for all sectors of Illinois

Higher Education.  Administration of Illinois’ public uni-

versities and community colleges is conducted by ten

boards including: the Boards of Trustees of the University

of Illinois, Southern Illinois University, Chicago State Uni-

versity, Eastern Illinois University, Governors State Uni-

versity, Illinois State University, Northeastern Illinois

University, Northern Illinois University, Western Illinois

University, and the Community College Board.  During

the 2007 fiscal year, approximately 553,000 students were

enrolled in Illinois’ public colleges and universities, and

about 252,000 were enrolled in independent institutions.

In addition to education, medical assistance and highway

maintenance and construction are the largest state pro-

grams.  The Department of Healthcare and Family Ser-

vice’s Division of Medical Programs administers the

state’s Medicaid and All Kids programs with more than

2.1 million people per month covered by Medicaid health

services.  The Department of Transportation administers

the state’s highway program through nine district offices

with responsibility for the state’s 17,000-mile state high-

way system.

Total state spending for these major programs and all other

operations of state government in fiscal year 2007 was

$94.3 billion or approximately $7,309 for every person in

Illinois.  Total state revenues for the year were $94.4 bil-

lion with income taxes ($14.0 billion), federal revenues

($13.1 billion), and sales taxes ($11.0 billion) as the largest

sources.  The largest functions of spending included Gen-

eral Government ($41.2 billion), Health and Social Serv-

ices ($22.9 billion), and Education ($15.3 billion).

INTRODUCTION
State Government Background
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Economic growth continued at a steady pace in Illinois

during fiscal year 2007.  The average Illinois unem-

ployment rate decreased from 5.1% in fiscal year 2006

to 4.5% for 2007, the lowest Illinois average unem-

ployment rate since fiscal year 1999.  Illinois’ non-agri-

cultural employment (derived from survey data from

Illinois companies) averaged 5.961 million workers in

fiscal year 2007 an increase of 60,000 jobs or 1.0%

above 2006 employment, but 84,000 jobs or 1.4%

below peak employment of 6.045 million jobs in fiscal

2001.

A second Illinois employment estimate, obtained

through a household survey, showed a somewhat greater

increase in Illinois employment.  According to this sur-

vey, an average of 6.372 million Illinoisans were em-

ployed in fiscal year 2007, up 178,000 or 2.9% from the

prior year’s employment level.

The shift in Illinois employment from the manufactur-

ing to the service sector continued in fiscal year 2007.

Average fiscal year 2007 manufacturing employment

of 681,000 jobs was down 4,000 jobs or 0.6% from fis-

cal 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 ad-

justed for inflation.  This value increased 3.2% in fiscal

year 2007 as a 5.9% increase in nominal personal in-

come 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.

Fiscal Year 2008 and Beyond

The economy was expected to slow during fiscal year

2008 as a weakening housing sector and higher energy

prices hindered economic growth. The economic stim-

ulus initiatives offered by the federal government may

have mitigated or postponed any expected downturn,

but the outlook for significant revenue growth in fiscal

year 2009 is at best cautious if not pessimistic.  Home

to 33 of the Fortune 500 companies, Illinois is tightly

integrated into the international economy.  With exports

of $42.1 billion in calendar 2006, Illinois ranked 5th

highest among the states including a number 4 ranking

for agricultural exports.  To thrive in such a competitive

climate, Illinois is maintaining superior transportation

and communication infrastructures, providing educa-

tional and training opportunities to support a skilled and

adaptable labor force, and fostering businesses that cre-

ate and transfer new technologies into the workplace.

Chicago is the transportation crossroads of the United

States.  It is home to O’Hare Airport which was again

ranked as one of the World’s Busiest Airports in 2006,

as well as being the hub for the national rail and high-

way networks.  Through expanding private networks

and the state initiatives such as the Illinois Century Net-

work which links educational institutions throughout the

state, Illinois is creating an environment where high

quality information links are universally available for

educational, job training, commercial, and industrial

purposes.

Illinois’ educational resources include private universi-

ties such as the University of Chicago and Northwest-

ern University, as well as the twelve-campus public

system.  In fiscal year 2007, Illinois private institutions

served 252,000 students with another 203,000 served

by the public universities.  A statewide system of com-

munity colleges (351,000 students) and other training

resources provide many additional educational oppor-

tunities.

Associated with these education institutions are impor-

tant scientific research centers, such as the Argonne Na-

tional Laboratory, the Fermi National Accelerator Lab,

and the National Center for Supercomputing Applica-

tions at the University of Illinois. In addition, Illinois-

based corporations operate major labs in electronics,

mechanical engineering and the biosciences and Illi-

nois-based venture capital firms specialize in identify-

ing and financing promising innovations from these

labs.

Economic Outlook
Fiscal Year 2007
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Taxes Receivable
(in millions) 6/30/06 6/30/07 Change
Gross Balance $2,565 $3,337 $772
Uncollectibles $757 $704 ($53)

Major Unfunded and
Long Term Liabilities

(in millions) FY 2006 FY 2007
Net Pension
  Obligation $ 14,499 $ 17,091
General Obligation
  Bonds $ 20,965 $ 20,581
Build Illinois and
  Civic Center Bonds $ 2,539 $ 2,399

G.O. Bond Rating
Moody's Aa3
S&P AA

(in millions) 6/30/06 6/30/07 Change
Liabilities $2,347 $3,368 $1,021

Section 25 Liabilities

General Funds
Fiscal Activity

(in millions) FY 2006 FY 2007 Change
Beginning
  Balance $ 497 $ 590 $ 93
Revenues $ 28,635 $ 30,272 $ 1,637
Expenditures $ 28,542 $ 30,220 $ 1,678
Ending
  Balance $ 590 $ 642 $ 52
Lapse Period
  Warrants $ 881 $ 777 $ (104)
Budgetary
  Balance $ (291) $ (135) $ 156
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The following information has been condensed from

the statements included in the State of Illinois Com-
prehensive Annual Financial Report (CAFR) utiliz-

ing the total column of the primary government.

ASSETS

Total assets of the State of Illinois at June

30, 2007, were approximately $40.4 bil-

lion, an increase of $1.9 billion from June

30, 2006. Capital assets, which include

items such as land, buildings, equipment

and infrastructure, comprised $18.4 billion

or 46% of the state’s total assets.

LIABILITIES

Total liabilities of the state were approximately $56.4

billion at June 30, 2007, an increase of $2.9 billion

from June 30, 2006.  The state’s largest liability bal-

ances are the net pension obligation of $17.1 billion

and the general and special obligation debt liability of

$23.0 billion.

Net Pension Obligation

The net pension obligation at June 30, 2007, for the

state’s five pension trust funds was $17.1 billion, an

increase of approximately $2.6 billion from June 30,

2006.  The net pension obligation is the difference be-

tween the annual actuarially required contributions

and the actual contributions made to the

state’s retirement systems.  The net pen-

sion obligation and the annual pension

cost compared to state contributions

can be seen in the bar charts on

page 7.

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 re-

quirements have been established

by statute (Public Act 88-593) effec-

tive July 1, 1995, and provide for a sys-

tematic 50-year funding plan with an

ultimate goal to achieve “90% funding” of the sys-

tems’ liabilities.  In addition, the funding plan pro-

GAAP BASIS
GAAP Basis Financial Information Summary

Total Liabilities (Primary Government)
June 30, 2007

Millions of Dollars

Special Obligation Bonds
$2,399
4.2%

Revenue Bonds
$3,713
6.6%

Other
$2,569
4.6%

Payables
$10,040
17.8%

Pension Liability
$17,091
 30.3%

General Obligation 
Bonds $20,581

 36.5%

Total Assets (Primary Government)
June 30, 2007

Millions of Dollars

Capital Assets
$18,392
45.5%

Receivables
$11,678
28.9%

Other Assets
$213
0.5%

Investments
$2,998
7.4%

Cash/Equivalents
$7,153
17.7%



vides 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% funding

level is achieved.  However, Public Act 94-0004 de-

creased the required funding levels for fiscal years

2006 and 2007 to $938.4 million and $1,374.7 mil-

lion, respectively, and requires equal annual incre-

ments from fiscal year 2008 to 2010 to ensure that the

fiscal year 2006 and 2007 decreases have no long-

term effect on contri-

butions.  

Actual contributions

varied slightly from

contributions re-

quired by statute

mainly because of

differences between

estimated and actual

federal contributions.

The current statutory

law includes a “con-

tinuing appropria-

tion” which means

that the state must au-

tomatically provide

funding to the pen-

sion systems based

on actuarial cost re-

quirements and amor-

tization of the

unfunded liability

without being subject

to the General Assem-

bly’s appropriation

process.  In addition,

contributions to the

Teachers’ Health In-

surance Security Fund

can reduce required

contributions to the

Teachers’ Retirement

System for school dis-

tricts.  This statutory

funding requirement

differs significantly

from the annual pen-

sion cost (APC) because the statutory plan does not

conform with the GASB Statement 27 accounting pa-

rameters.  The state’s APC for the current year and re-

lated information for each plan are included in the

chart.
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General and Special Obligation

Bonds

General obligation bonds, excluding

refunding bonds, aggregating $258

million, were issued during fiscal

year 2007 at average interest rates

ranging from 4.25% to 5.0%. There

were no special obligation bonds is-

sued during fiscal year 2007.  The in-

crease in outstanding general and

special obligation bonds since 1980

is shown to the right.  The large in-

crease between fiscal years 2000 and

2005 is due to the issuance of $10

billion in general obligation bonds in

2003 to reduce the state’s net pension

obligation.

Debt Administration

The state’s general obligation bond ratings are as fol-

lows:  Moody’s Investors Service-“Aa3”, Standard &

Poor’s Corporation (S & P)-“AA”, and Fitch Ratings-

“AA”.  Special obligation bond ratings for Build Illi-

nois Bonds were the same as general obligation bond

ratings for Moody’s Investors Service and Fitch Ratings

while S & P rated special obligation Build Illinois bonds

as “AAA” and Moody’s Investors Service rated special

obligation Civic Center bonds as “A1”.

Debt Service

Debt service principal and interest costs of $853.3 mil-

lion and $1.1 billion, respectively, were paid in fiscal

year 2007 for general and special obligation bonds.  The

dramatic increase in debt service since fiscal year 1980,

which parallels the increase in general and special obli-

gation bonds outstanding, is displayed in the chart

below.

NET ASSETS

Net assets are reported as the difference in the state’s

non-fiduciary assets and liabilities.  When examined

over time, increases or de-

creases in net assets meas-

ure whether the state’s

financial position is improv-

ing or deteriorating.  Illinois’

net assets were ($16.0) bil-

lion at June 30, 2007.  This

represents a $979 million

decrease compared to the

($15.0) billion in the previ-

ous fiscal year.  The state

has $13.4 billion of net as-

sets invested in capital as-

sets (net of related debt),

$5.4 billion of restricted net

assets, and ($34.8) billion of

unrestricted net assets.
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GOVERNMENTAL FUND REVENUES

The governmental activities of the state are presented

on the modified accrual basis of accounting for the

following governmental fund types:  the General

(which includes the general revenue account, educa-

tion assistance account, common school account, and

three medical services accounts); special revenue;

capital projects; debt service; and permanent.*

Revenues on the modified accrual basis are recog-

nized when they are both measurable and available to

finance current operations.  Revenues from various

sources for fiscal year 2007 for governmental funds

are as follows.

Fiscal year 2007 governmental funds revenues in-

creased by $3.0 billion (7%) over fiscal year 2006 rev-

enues.  State-imposed taxes including income, sales,

motor fuel, public utility, riverboat, hospital assess-

ment and miscellaneous other taxes remained the

largest overall revenue source for fiscal year 2007, in-

creasing $2.4 billion (9%), and comprised nearly 60%

of total state revenues.

Income Taxes

Income tax revenues for fiscal year 2007 were $12.6

billion which is a $1.3 billion (12%) increase from fis-

cal year 2006 income tax revenues of $11.3 billion.

The increase is generally the result of an increase in

the economy.

Sales Taxes

Sales taxes remained the second largest tax revenue

source for fiscal year 2007 increasing $275 million

from fiscal year 2006.    

Federal Government Revenues

Federal government revenues increased $801 million

from $13.7 billion in fiscal year 2006 to $14.5 billion

in fiscal year 2007, and continued as the second

largest overall revenue source behind taxes for the

state’s governmental funds.

Governmental Activity Revenues

Fiscal Year 2007 Governmental Fund Revenues
Millions of Dollars

Other,  $2,404 , 5%

Interest/Investments,  $359 , 1%

Income Taxes,  $12,588 , 26%

Sales Taxes,  $9,865 , 20%

Other Taxes,  $1,974 , 4%

Licenses/Fees,  $2,160 , 4%

Public Utility Taxes,  $1,615 , 3%

Motor Fuel Taxes,  $1,437 , 3%

Riverboat Taxes,  $817 , 2%

Hospital Assessment Taxes, $805 , 2%

Federal ,  $14,513 , 30%

* Note: The Comptroller’s Office publishes a number of reports, including sections of this Executive Sum-
mary, that summarize the General Fund revenues and expenditures on a cash basis.  These reports are avail-

able on the web site at www.ioc.state.il.us or by request.
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GOVERNMENTAL ACTIVITY EXPENDI-

TURES

Expenditures for governmental activities are pre-

sented on the modified accrual basis of accounting

and are generally recognized when the fund liability

is incurred regardless of when payment is made ex-

cept for long-term liabilities.  Expenditures for long-

term liabilities are recognized in the period in which

the liability has matured.  Governmental fund expen-

ditures of $51.0 billion in fiscal year 2007 increased

$5.5 billion (12%) from 2006 and were $2.5 billion

more than revenues on a GAAP basis.

Health and Social Services Expenditures

Health and social services expenditures of $21.2 bil-

lion were the largest expenditure function for fiscal

year 2007, increasing by $2.8 billion (15%) over fis-

cal year 2006. This expenditure function is 42% of

total governmental spending.  The Department of

Healthcare and Family Services accounted for the ma-

jority of the increase in governmental fund spending

for the state’s Medicaid Program.

Education Expenditures

Education expenditures, including spending for both

elementary and secondary education and higher edu-

cation, were the second largest expenditure function

in the governmental funds for fiscal year 2007.  Edu-

cation expenditures increased $798 million from fis-

cal year 2006 on a GAAP basis and comprise 25% of

total governmental expenditures.  

Governmental Activity Expenditures

Fiscal Year 2007 Governmental Fund Expenditures 
Millions of Dollars

Employment and Economic 
Development, $960 , 2%

Environment and Business 
Regulation, $771 , 1%

Capital Outlays, $1,607 , 3%

Debt Service, $1,981 , 4%

General Government, $1,316 , 3%

Public Protection and 
Justice, $2,489 , 5%

Transportation, $2,802 , 5%

Intergovernmental, $5,036 , 10%

Health and Social Services, 
$21,232 , 42%

Education, $12,538 , 25%
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BUSINESS-TYPE ACTIVITY REVENUES AND

EXPENSES

Revenues and expenses for the state’s business-type

activities are accounted for in proprietary fund types.

Proprietary fund types (enterprise funds and internal

service funds) are accounted for on the accrual basis.

Enterprise funds are used to report activities for which

a fee is charged to external users for goods or serv-

ices.  Internal Service funds are used to report activi-

ties that provide goods or services to other funds of

the state on a cost-reimbursement basis.  Revenues

and expenses of internal service funds are eliminated

in the Statement of Activities.

The state’s main business-type activities are providing

unemployment insurance benefit claims, lending to

local governments for drinking water and wastewater

infrastructure facilities (Water Revolving Fund), lend-

ing to full-time college students (Illinois Designated

Account Purchase Program), and operating the State

Lottery. The revenues and expenses of each of these

activities are presented in the chart below.

The large excess of revenues over expenses for un-

employment business-type activities results from the

increase in the employer wage base and in rates for

unemployment contributions for fiscal year 2007.

The excess profits of the State Lottery Fund are trans-

ferred out to make school aid payments.

Business-Type Activities
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$1,795.2
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BUDGETARY BASIS
Fiscal Summary
For fiscal year 2007, General Funds base revenues in-

creased $1.281 billion.  Revenues were impacted by the

economy as the state’s largest sources of revenue, in-

come taxes, once again showed significant growth.

However, sales tax growth slowed.  Base expenditures

grew $1.311 billion for the year.  Spending growth was

due to increases in Medicaid expenditures, education

funding and retirement expenditures.

Fiscal year 2007 resulted in a modest improvement in

the General Funds budgetary balances (measured on a

cash basis).  The balance increased from a $291 million

deficit in fiscal year 2006 to a $135 million deficit this

year.

The state’s General Funds GAAP balance decreased

from a $2.970 billion deficit in fiscal year 2006, to a

$3.828 billion deficit in fiscal year 2007.
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General Funds revenue grew $1.637 billion or 5.7% in

fiscal year 2007, increasing to $30.272 billion from

$28.635 billion in fiscal year 2006.  Excluding the trans-

fer of $276 million from the Budget Stabilization Fund,

short-term borrowing of $900 million and $456 million

in cash flow transfers, base revenues increased $1.281

billion or 4.7%.  The continued strength of the econ-

omy, which resulted in a $1.1 billion increase in income

tax receipts, was primarily responsible for the growth

in base revenues this year.

State sources increased $1.303 million or 5.8% as cash

receipts grew $1.158 billion and transfers in from other

funds increased by $145 million.  Federal sources de-

creased $22 million or 0.5%.

Led by a continued strong economic performance, per-

sonal income taxes including deposits into the Refund

Fund increased $857 million or 9.0%.  With no change

in the percent of taxes allocated to the Refund Fund,

personal income taxes net of refunds grew $773 million

or 9.0% for fiscal year 2007.  Over the year, employ-

ment in Illinois increased by 60,000 jobs as personal in-

come grew 5.9%.  In addition, the stock market

continued to grow. Obviously, these economic factors

had a major impact on income tax receipts.  Corporate

income tax receipts deposited into the General Funds

increased $322 million or 22.5%.  Corporate income tax

receipts were impacted by a decrease in the percentage

allocated to the Income Tax Refund Fund.  Total corpo-

rate income taxes grew $336 million or 18.9% as be-

fore tax corporate profits growth slowed over the year

increasing 7.6% in fiscal year 2007.

Retail sales for the year reflected the slowing of eco-

nomic growth including auto sales which declined ap-

proximately 4%.   Also, a misallocation of receipts in

the prior year and the subsequent adjustment in fiscal

year 2007 impacted the total.  As a result, revenues from

the state sales tax totaled $7.136 billion, an increase of

only $44 million or 0.6%.

Gaming revenues declined $51 million or 3.7% to

$1.316 billion for the year.  Lottery transfers accounted

for most of the decrease (down $48 million) while river-

boat gaming revenues decreased by $4 million.  River-

boat gambling tax rates reverted to prior lower levels

euneveRsdnuFlareneG
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with a hold harmless provision also in effect for fiscal

year 2007.

For fiscal year 2007, public utility taxes increased 5.3%

with telecommunications tax revenues $46 million

higher, while revenues from the natural gas tax in-

creased $6 million and electric tax receipts up $5 mil-

lion. Gas and electric are consumption-based taxes and

grow with increased usage. Telecommunications tax

receipts increased due to a reduced use of credits to pay

liabilities.

Receipts from other tax sources were down $34 million

or 1.5% for the year.  The Cook County intergovern-

mental transfer agreement was reduced this year with

receipts down $43 million.  A reallocation of cigarette

taxes resulted in a $50 million decrease to the General

Funds.  Insurance tax revenues declined again, falling

by $7 million. Investment income increased $51 million

due primarily to higher interest rates and larger balances.

The $192 million increase for other transfers in was due

primarily to the $141 million increase in transfers from

the Income Tax Refund Fund.  The other major increase

in transfers was the $81 million from the Hospital

Provider Fund from the hospital assessment program.

Federal sources decreased $22 million or 0.5% in fiscal

year 2007.  This decrease was due to a decline in med-

ical assistance reimbursements.

For fiscal year 2007, income and sales taxes brought in

60.5% of total General Funds base revenues, while fed-

eral sources and other sources accounted for 15.5% and

24.0%, respectively.  This reaffirms the importance of

the economy as the major factor in determining Gen-

eral Funds revenue growth next year.
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General Funds base expenditures for fiscal year 2007,

which excludes a $1.643 billion short-term borrowing

repayment, totaled $28.473 billion, an increase of

$1.311 billion or 4.8% from fiscal year 2006 spending.

Spending from the General Funds has increased by an

average of $1.160 billion over the last nine fiscal years.

Among the various categories of spending, operations

increased by $297 million, awards and grants increased

$1.098 billion, short term borrowing repayment in-

creased $353 million and regular transfers out decreased

$86 million.  All other spending increased $2 million

from the prior year.

For fiscal year 2007, General Funds awards and grants

spending totaled $18.785 billion, $1.098 billion or 6.2%

above fiscal year 2006.  The Departments of Healthcare

and Family Services (formerly the Department of Pub-

lic Aid), Human Services and the State Board of Edu-

cation accounted for 84.4% or $15.863 billion of all

General Funds awards and grants in fiscal year 2007.

Total grants accounted for 66.0% of total base spend-

ing from the General Funds for the fiscal year, up from

65.1% last fiscal year and 61.8% in fiscal year 2005.

The largest spending grant agency in fiscal year 2007

and for four of the last ten fiscal years was the Depart-

ment of Healthcare and Family Services.  Healthcare

and Family Services grant spending of $6.545 billion

from the General Funds in fiscal year 2007 is $340 mil-

lion or 5.5% higher than the previous year and ac-

counted for 34.8% of total grant expenditures.  All of

the Department’s grant spending from the General

Funds is for medical assistance.

The State Board of Education had the second highest

level of grant spending in fiscal year 2007 and the high-

est level in six of the last ten fiscal years.  State Board
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grant spending of $6.425 billion in fiscal year 2007 is

$410 million or 6.8% higher than fiscal year 2006 and

accounts for 34.2% of total General Funds grant spend-

ing.  General state aid to school districts accounts for

the largest portion (64.2%) of State Board grant spend-

ing with $4.127 billion expended in 2007.  Slightly

more than 56.3% ($231 million) of the $410 million in-

crease in State Board grants spending was dedicated to

general state aid with the remainder of the increase

($179 million) for categorical and other programs.

In fiscal year 2007, the Department of Human Services

had grant spending of $2.893 billion, $9 million or 0.3%

above 2006.  The agency was formed as a consolida-

tion of all or parts of six state social services agencies

with the goal of achieving a more efficient and effec-

tive delivery of social services in Illinois and as a result

delivers a large variety of services.  Merged in whole

into Human Services were the Departments of Mental

Health, Alcoholism and Substance Abuse, and Rehabil-

itation Services, while components of the Departments

of Children and Family Services, Public Health, and

Public Aid were also consolidated.

Two other sectors of government education spending

garner a significant amount of General Funds grant dol-

lars.    Grant spending for teachers’ retirement of $813

million in fiscal year 2007 represented an increase of

$204 million or 33.5% from the prior year, but $125

million or 13.3% lower than in fiscal year 2005.  Leg-

islation reduced statutory pension requirements for fis-

cal years 2006 and 2007.  Higher education had awards

and grants spending of $868 million in fiscal year 2007,

$81 million or 10.3% higher than fiscal year 2006.  Al-

together, education grant spending from the General

Funds in fiscal year 2007 totaled $8.106 billion, up $695

million or 9.4% from the previous year.

Spending for operations from the General Funds in fis-

cal year 2007 totaled $6.696 billion, $297 million or

4.6% higher than fiscal year 2006.  Operations ac-

counted for 23.5% of total General Funds base expen-

ditures in 2007.

Higher education institutions accounted for the largest

amount of spending for operations.  In fiscal year 2007,

higher education operations expenditures of $1.407 bil-

lion were $6 million or 0.4% higher than fiscal year

2006 and accounted for 21.0% of total operations.  Illi-

nois’ flagship university, the University of Illinois, ac-

counted for $695 million or 49.4% of higher education

operations in fiscal year 2007.

Prior to fiscal year 2006, group insurance contributions

to pay for the health benefits of state employees had

been paid out of the Department of Central Manage-

ment Services’ budget.  However, in fiscal year 2006,

this responsibility was shifted to the Department of

Healthcare and Family Services (HFS).  As a result,

HFS had operations spending of $1.137 billion in fiscal

year 2006 and $1.181 billion in fiscal year 2007 result-

ing in that agency being the largest in terms of opera-

tions expenditures.  Of the $1.181 billion in operations

spending in fiscal year 2007, $1.044 billion of that total

was for group insurance.  The $1.044 billion expended

for group insurance was $40 million or 4.0% higher

than the $1.004 billion spent in the previous fiscal year.

The second largest state agency in terms of operations

expenditures from the General Funds and the second

largest in terms of employee headcount is the Depart-

ment of Corrections (DOC).  Fiscal year 2007 expendi-

tures by DOC for operations totaled $1.104 billion, $52

million or 4.5% lower than the previous year.  The num-

ber of employees at DOC totaled 13,212 at the end of

fiscal year 2007, down 483 or 3.5% from 13,695 at the

end of fiscal year 2006.

With the largest headcount of any single state agency,

the Department of Human Services recorded operations

expenditures of $990 million in fiscal year 2007, up $59

million or 6.3%.  At the end of the fiscal year the de-

partment’s employee headcount was 14,485, a decrease

of 372 or 2.5% from the previous year.

Regular transfers out of $2.973 billion in fiscal year

2007 decreased by $86 million or 2.8% from the previ-

ous year.

General Funds Base Spending   concluded
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General Funds began the fiscal year with minor cash

flow difficulties.  A backlog of unpaid bills totaling $234

million, reduced lapse period spending and continued

economic revenue growth started the year on a positive

note relative to fiscal year 2006. However, even with a

$1 billion reduction in pension funding from the previ-

ous year, General Funds appropriations were over $1.2

billion higher. This included a modest increase in Med-

icaid appropriations even though there were significant

Section 25 Medicaid obligations pending.

Economy-driven revenue growth began to slow during

fiscal year 2007, as projected, with sales tax receipts ex-

periencing the most sluggish growth. Consequently, the

structural imbalance between revenues and expendi-

tures once again had a serious impact on cash flow.  The

backlog of unpaid bills, as seen in the chart in purple,

followed the pattern from previous years and increased

to approximately $1.3 billion by December 2006.  Pay-

ment delays also increased from less than a week to

around 22 days.

By the end of December, base revenues had shown a

small decline.  The increase in state sources of revenue

was completely offset by the decrease in federal

sources. A major drop in Medicaid spending was ulti-

mately responsible for the decline in federal revenues.

Since appropriations for Medicaid were $222 million

higher, the decline in spending and federal revenues was

expected to be reversed in the last half of the year.

In the final six months of fiscal year 2007, base rev-

enues grew dramatically as economy-driven income

taxes surged and federal revenues increased along with

increased Medicaid expenditures.   Offsetting some of

growth was a decline in sales tax revenues over the last

five months of the year.  While a portion of this decline

was due to an adjustment by the Department of Rev-

enue, overall sales were slowing.  By the end of the year,

base revenues had increased by $1.281 billion.

At the end of fiscal year 2007, the state’s cash position

had improved over the prior year as there was no back-

log of unpaid bills or delays in payments.  Lapse period

spending decreased from $881 million to $777 million

and the budgetary balance in the General Funds im-

proved from a negative $291 million to a negative $135

million.  All of the improvement was in the General Rev-

Fiscal Climate
Fiscal Year 2007

Comparison of General Revenue Fund Daily Cash Balances
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enue Fund as the GRF budgetary balance increased from

a negative $802 million to a negative $525 million.

Section 25 of the State Finance Act provides the time-

line for paying the state’s liabilities and allows for the

deferral of certain payments, primarily Medicaid, to the

next fiscal year.  A low rate of growth in Medicaid ap-

propriations resulted in GRF Section 25 liabilities basi-

cally showing no change.  The GRF Section 25

liabilities at the end of fiscal year 2007 for bills in the

hands of the agency totaled $1.911 billion compared to

$1.914 billion for fiscal year 2006.

A Look at Fiscal Year 2008

With no backlog of unpaid bills or payment delays at

the Comptroller’s Office, fiscal year 2008 began with

the best cash flow position that the state has had in many

years.  A major concern was slowing in sales tax rev-

enues since this usually portends a slowing of the econ-

omy and impacts income and sales tax revenue growth.

In addition, spending pressures increased as the appro-

priations from the General Funds were increased $1.5

billion or 5.7% over last year.

In July 2007, the Department of Healthcare and Family

Services sent almost $1.6 billion in Medicaid vouchers

to the Comptroller’s Office which had an immediate im-

pact on the backlog of unpaid bills. By the end of the

first quarter of the fiscal year, payables totaled $1.393

billion.  Payments delays increased to 16 days.

Forecasts for economic growth were reduced and econ-

omy-driven revenues, primarily corporate income tax

and sales tax receipts, continued to weaken. Through

the second quarter, the state’s cash flow position con-

tinued to deteriorate.  At the end of December the back-

log of unpaid bills stood at $1.720 billion and the delay

in paying bills was 34 business days.

In January, Public Act 95-707 was implemented which

reduced the percentage of income taxes allocated to the

Refund Fund and increased the amounts deposited into

the GRF.  The increase in these revenues and a slowing

in spending growth helped to reduce the backlog and

delays only slightly.  In addition, with Medicaid appro-

priations increased by only $345 million, it is unlikely

that there will any major improvement in Section 25 li-

abilities at the end of the year.

Fiscal Climate   continued

Fiscal GAAP Budgetary Budgetary
Year Balance Change Balance Change Balance Change

1990 * (557) (483) (191) (339) (242) (249)
1991 (1,368) (811) (666) (475) (702) (460)
1992 (1,656) (288) (887) (221) (828) (126)
1993 (1,916) (260) (630) 257 (607) 221
1994 (1,595) 321 (422) 208 (447) 160
1995 (1,204) 391 (341) 81 (354) 93
1996 (952) 252 (292) 49 (299) 55
1997 * (443) 509 45 337 106 405
1998 (213) 230 356 311 281 175
1999 (303) (90) 503 147 184 (97)
2000 (572) (269) 777 274 278 94
2001 (1,365) (793) 300 (477) (124) (402)
2002 (2,948) (1,583) (1,220) (1,520) (1,470) (1,346)
2003 * (4,181) (1,233) (1,094) 126 (1,409) 61
2004 * (2,546) 1,635 (410) 684 (569) 840
2005 * (3,299) (753) (474) (64) (773) (204)
2006 * (2,970) 329 (291) 183 (802) (29)
2007 (3,828) (858) (135) 156 (525) 277

* GAAP balance as restated.

General Funds General Revenue Fund

General Funds GAAP Balance and
Cash-Basis Budgetary Balance

(Millions of Dollars)
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It is apparent that the financial position of the state will

deteriorate this fiscal year.  The governor’s proposed fis-

cal year 2009 budget proposal and other sources esti-

mate there will be a revenue shortfall in fiscal year 2008

of approximately $750 million or more. To what extent

this imbalance, if accurate, is addressed, the effect of a

slowing economy, and the impact of the federal stimu-

lus package will determine the magnitude of the decline

in the fiscal position of the state.  A potentially slowing

economy will likely not provide sufficient revenue

growth for the continued increase in spending pressure

from pensions, Medicaid and education.  Therefore, un-

less some relevant action is taken, cash flow problems

will persist for the General Funds for some time to

come.
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