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Illinois’ Long-Term Debt

The State of Illinois borrows in the finan-
cial market for various purposes. Long-
term bonds are typically issued to finance
the costs of projects with a longer useful
life like road and bridge construction and
repairs, new buildings, and school con-
struction. Short-term certificates may be
issued to help the state with cash flow
needs.

Direct debt of the state is repaid by the
state’s revenues. Under Section 9 of Arti-
cle 9 of the State Constitution, direct state
debt can be authorized by the vote of
three-fifths vote of each house of the Gen-
eral Assembly or by the majority of elec-
tors voting in a general election. Issuance
of the state’s bonds has been primarily the
responsibility of the Governor’s Office of
Management and Budget (GOMB). Addi-
tionally, conduit, indirect, and moral obli-
gation debt can be issued by Illinois’ agen-
cies and authorities, and some of these
bonds might have a claim on state rev-
enues while other bonds stand on their
own.

This article provides an overview of the
direct long-term debt of Illinois (i.e., gen-
eral obligation and special obligation
bonds). For additional information on this
type of debt, or other debt issued by state
agencies and authorities, the Office of the
Comptroller’s Bonded Indebtedness and
Long-Term Obligations 2007 Annual
Report was recently published and is
available on the office’s Web site.

Types of Long-Term State Debt
General Obligation Bonds

General obligation (GO) bonds are the
largest of the state’s direct borrowing pro-
grams. Backed by the full faith and credit
of the State of Illinois, the state essentially
pledges to repay these bonds before any
other financial commitments from all
available resources. In practice, the debt
service on the bonds is repaid primarily
from the General Revenue Fund (GRF),
the Road Fund and the School Infrastruc-
ture Fund (SIF).

GO bond proceeds fund a wide range of
projects such as road improvements; uni-
versity, state agency and correctional facil-
ities construction and maintenance; envi-
ronmental and conservation projects; mass
transit and aviation projects; and elemen-
tary and secondary school construction
grants.

At the end of fiscal year 2007, $19.9 bil-
lion in general obligation bonds was out-
standing, including $10 billion of general
obligation pension funding bonds. The
pension funding bonds were issued in June
2003 and greatly increased the amount of
state general obligation debt. (See article
on page 2.) The accompanying graphs on
page 3 include the amount of GO bonds
outstanding at the end of each fiscal year
and the yearly bond sales for the last 10
years.

Cover Story continued, page 3




Dear Readers:

This issue of Fiscal Focus examines the State of Illinois’ long-term debt. While it is not a glamorous topic, the
management of long-term debt is a vitally important issue for both current and future Illinois taxpayers. Selling
bonds can raise significant sums of money for capital projects, and spread the repayment of principal and interest
out over future years. The challenge is to find a balance so that future taxpayers are not left with an inordinate

amount of debt to repay.

At the end of fiscal year 2007, Illinois’ outstanding general obligation bonds totaled $19.9 billion, including $10 billion in pension fund-
ing bonds. According to Moody’s Investor Services, Illinois’ net tax-supported debt per capita was $1,985 which ranked 7th highest
nationwide. When measured using net tax-supported debt as a percentage of personal income, Illinois’ rank jumped from 20t in 2000

to 6th highest in 2007.

The amount of bonds authorized to be sold is established by laws enacted by the legislature. Typically, the kinds of capital projects sup-
ported by bond sales include roads and bridges, state agency, university and correctional facilities, elementary and secondary schools,
and environmental and conservation projects. Illinois has not had a major capital bond authorization since 2002, and consequently, the
number of construction projects has fallen off over the past few years. Lawmakers and the Governor are currently debating the scope

of a new capital plan and how to fund it.

Your comments about this or any of our other publications are welcome. Your input can be directed to (217) 782-6000 in Springfield,
(312) 814-2451 in Chicago, or via the web site at www.ioc.state.il.us.

Sincerely,

Daniel W. Hynes
State Comptroller
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Pension Obligation Bonds:
A Four-Year Review

On June 12, 2003, Illinois issued $10 bil-
lion in pension funding general obligation
bonds with maturities of up to 30 years.
The bond proceeds provided funds to the
state pension systems, as well as monies
for budget relief during fiscal years 2003
and 2004. The pension systems’ share
was $7.3 billion allotted to the five sys-
tems in proportion to their unfunded pen-
sion liabilities. Most of the remaining
proceeds provided budget relief by cover-
ing the state’s share of pension contribu-
tions for the fourth quarter of fiscal year
2003 and for fiscal year 2004, as well as
interest for the first year of the bonds’
debt service. Bond proceeds also paid for
the bonds issuance costs. (A more detailed
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discussion of the pension bonds is con-
tained in the February 2005 edition of Fis-
cal Focus).

Currently, actuaries expect an annual return
on investments of 8.5% for the State
Employees’, Universities, and Teachers’
Retirement Systems. If these rates of return
are achieved on average, the systems will be
net gainers as the return on investments will
be well in excess of the average 5.05% rate
of interest on the borrowed funds. Another
possible advantage of issuing pension
bonds is that they have a payment schedule
that must be honored in contrast to direct
payments to the pension systems where
pension payments are determined by legis-
Pension Obligation Bonds continued, page 6
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COVER STORY-Long-term Debt continued from front page

At the end of fiscal year 1998, just under
$5.3 billion in GO bonds was outstand-
ing. The amount outstanding has
increased more or less steadily through-
out the last 10 years as the bonds to fund
the Illinois FIRST (Fund for Infrastruc-
ture, Roads, Schools & Transit) construc-
tion program were sold beginning in fis-
cal year 2000. Peak issuance for bonds
was in fiscal year 2003 when $1.7 billion
GO bonds were sold for capital projects.
Additionally, $10 billion in pension fund-
ing GO bonds were issued that year.

In recent years, there has been a marked
slowdown in bond issuance, with only
$258 million sold in fiscal year 2007.
This is primarily due to a near exhaustion
of available authority to issue bonds. As
noted earlier, legislation authorizing the
issuance of state debt requires the
approval of three-fifths of both houses of
the General Assembly. There has not
been any significant increase in bond
authorization for capital projects since

Outstanding Direct State Debt
End of Fiscal Year
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debt service paid by transfers from SIF.
SIF receives revenues tied to telecommu-
nications, liquor and cigarette taxes to
support the repayment of bonds issued
for the School Construction Grant Pro-
gram, with the first bonds issued in 1998.
Debt service on the pension bonds has

Build Illinois Bonds
Build Illinois bonds are state issued rev-
enue bonds primarily backed by the
state’s share of sales tax receipts. Initiat-
ed in 1985 and expanded several times
since then, the Build Illinois program
focuses on economic development via
business devel-
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leveled out as the issuance of bonds has
slowed. As shown in the graph on page
4, debt service payments on GO bonds
increased steadily for the first half of the
time frame. Notable was the increase in
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been level up until fiscal year 2008 — this
fiscal year marks the beginning of repay-
ment of the principal of those bonds.
Total GO debt service is expected to total
$1.733 billion in fiscal year 2008.

gradually increased as a result of the Illi-
nois FIRST program, with a few other
increases in bond authorization in the
years following that program. The last
increase in Build Illinois bond authoriza-

Cover Story continued, page 4
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COVER STORY-Long-term Debt continued from page 3

tion was in 2002. The largest year in
recent history for Build Illinois capi-
tal bond sales was in fiscal year 2004
when $350 million was issued. In
fiscal year 2007, no Build Illinois
bonds were issued as the state was
nearing the end of available authori-
ty for issuance.

$ in millions

Debt service on Build Illinois bonds
has increased steadily since fiscal
year 1998. That year, the debt serv-
ice on Build Illinois bonds totaled
$157 million, but it is expected to
total $266 million in fiscal year 2008.

Civic Center Bonds

State Debt Service -
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The Metropolitan Exposition and
Auditorium Authorities bond program
(Civic Center program) is a special obli-
gation bond that is considered direct state
debt. Relatively small compared to the
other two bond programs, there was
$115.7 million in Civic Center bonds
outstanding at the end of fiscal year 2007.

This bond program was developed to
provide state support to local civic cen-
ters, but the last new bonds for this pro-
gram were issued in fiscal year 1992.
Originally supported in part by horse rac-
ing taxes, these bonds are now fully
repaid by transfers from the General
Revenue Fund and subject to appropria-
tion by the General Assembly. Debt
service on the bonds is approximately
$14 million per year.

Cost to Issue Long-Term Debt

When borrowing in the financial market,
the state agrees to make interest pay-
ments on the bonds that it issues until the
bonds are repaid by the state. Illinois
structures its bond issues to repay a por-
tion of the outstanding principal in every
fiscal year and generally makes interest
payments every six months.

Under current statute (30 ILCS 330/9),
repayment on general obligation bonds
cannot be extended past 25 years and

Fiscal Focus

principal outstanding must be repaid in
equal amounts in each fiscal year (“level
principal payments”). Build Illinois
bonds (see 30 ILCS 425/6) have the same
limitations. The provisions requiring
level principal payments within 25 years
were included in debt issuance reform
legislation passed in 2004 (Public Act 93-
839); prior to that, debt could not be
extended past 30 years, but there was no
required repayment structure.

The first graph illustrates what the debt
service payment will look like for a
hypothetical example where $1 billion in
bonds is issued at 5.5% interest rate and
repaid over 25 years. The first year after

the issuance, debt service costs are at
their highest with $55 million in interest
payments and $40 million in principal
payments for a total of $95 million.
Interest costs gradually decline as princi-
pal payments remain steady at $40 mil-
lion per year. Debt service in the final
year is at $42.2 million.

An alternative structure for repayment is
known as “level debt service”. Although
not currently allowed under Illinois law
for GO or Build Illinois issues, prior to
2004, many Build Illinois bonds were
issued under this structure. The Civic
Center program was also issued primari-
ly with level debt service repayments. In

Level Principal Bond Issue
25-Year Repayment Schedule

$ in millions

* $1 billion issued at 5.5% interest rate repaid over 25 years.

Olnterest

B Principal

Cover Story continued, page 5
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COVER STORY-Long-term Debt continued from page 4

this structure, the total payment — princi-
pal + interest — is roughly equal in each
year. This is similar in structure to a tra-

General Obligation Bonds Debt Service
vs.
Allowable Debt Service Under 7% Limit

ditional home mortgage.

The second graph illustrates what the
payments would look like under this
method if $1 billion in bonds is issued at
a 5.5% interest rate and repaid over 25
years. In each year, the payments total
approximately $74.5 million, with the
principal paid gradually increasing over
the term of the repayment. The annual
payment is lower than in the early years
of the level principal structure, but as the
principal repayment is slower, the total
interest paid over the life of the borrow-
ing is higher than in the level principal
example. However, shortening the
repayment period would lower the inter-
est costs over the life of the bond issue
(and many Build Illinois issues were only
for 20 years).

Debt Service Limitations

Included in the 2004 reform legislation
was a provision capping the amount of
debt service on GO bonds. Under 30
ILCS 330/2.5, GO bonds cannot be
issued if in the fiscal year following the
issuance of the bonds, the debt service on
all GO bonds would exceed 7% of the
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prior fiscal year’s appropriations from
the General Funds and the Road Fund.
The only exception to this cap is if the
Comptroller and Treasurer consent to the
cap being set aside.

The chart above looks at the current room
under the debt service cap. In the current
fiscal year, the state cannot issue GO
bonds if the debt service in fiscal year
2009 would exceed 7% of the fiscal year
2007 appropriations from the General
Funds and Road Fund. As fiscal year
2007 appropriations totaled $31.195 bil-
lion, this limits GO debt service to
$1.959 billion. Currently, GO debt serv-
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ice is scheduled to total $1.695 billion in
fiscal year 2009, so debt service could
increase by $489 million in fiscal year
2009 to stay within the cap. Using the
level principal model discussed earlier, at
a 5.5% interest rate, this effectively lim-
its GO bond issuance in fiscal year 2008
to $5.4 billion.

Looking ahead to allowable bond sales in
fiscal year 2009 under the debt service
cap, if the same methodology is fol-
lowed, debt service in fiscal year 2010
could be $609 million higher than it is
under the current schedule to stay within
the cap. This amount will be affected
when GO bonds are issued this year (esti-
mated by GOMB to total $150 million)
or if the fiscal year 2008 appropriations
from the General Funds or Road Fund
increase. However, at least $6.4 billion
in bonds could be issued prior to the end
of fiscal year 2009 with interest rates
around 5.5% before the cap would be
reached.

Governor’s Fiscal Year 2009 Cap-
ital Budget

Included as part of the fiscal year 2009
budget address in February, the Governor
presented a fiscal year 2009 capital budg-

Cover Story continued, page 6
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COVER STORY-Long-term Debt concluded from page 5

et to the General Assembly. Part of the
capital plan was a $25 billion Illinois
Works infrastructure plan, with $11 bil-
lion in state funding. The Governor pro-
posed increasing bond authorization by
$3.8 billion to cover part of the cost of
the state’s share with a portion likely to
be issued as GO bonds and some as
Build Illinois bonds. Additionally, the
Governor’s budget proposal called for
issuing between $12-20 billion in pen-
sion funding GO bonds to shore up the
state’s pension system.

The bonds for the capital projects, if
authorized, are unlikely to be issued all at
once. More likely is a slower issuance
over 5-7 years or more to mirror the
spending on the projects which can take
multiple years. Combined with the
bonds issued for earlier approved proj-
ects, a potential sale schedule could eas-
ily reach $600-$800 million or more
over the next 5-7 years.

The chart above shows how GO bond
debt service could tentatively increase if
$700 million in GO bonds were issued
per year between fiscal years 2009 and

Tentative GO Bond Debt Service
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2014 at an interest rate of approximately
5.5%. By 2015, under this scenario,
approximately $376 million would be
added to the state’s debt service costs
from the new bonds. However, during
this time, previously issued GO bonds
would also be paid off, so total GO bond
debt service would increase less than
$100 million above the estimated GO
debt service for fiscal year 2008, to a pro-
jected $1.827 billion in fiscal year 2015.

Additionally, with a bond issuance
schedule like this hypothetical example,
the debt service on the bonds would like-
ly remain below the statutory debt serv-
ice limit of 7% of appropriations. Total
appropriations would have to fall below
current levels for the debt service cap to
be a concern. However, a pension fund-
ing bond issue in excess of $10 billion as
proposed by the Governor likely would
cause GO debt service to reach above the
7% cap, if structured as a level principal
issuance. W

Pension Obligation Bonds continued from page 2

lation and actuarial valuations and can be
adjusted by amending the existing law.

The key risk from using pension funding
bond debt to meet pension liabilities is

not distributed to the pension systems to
replace existing pension liabilities.) An
example of a state losing the pension
obligation bond bet is New Jersey which

Teachers' Retirement System
State Universities Retirement System
State Board of Investment*

Post Pension Bond Investment Returns

* Invests assets of the State Employees, General Assembly, and Judges Retirement Systems.

Fiscal Year
2004 2005 2006 2007
16.5% 10.8% 11.8% 19.2%
17.0% 104% 11.7% 18.3%
16.4% 10.1% 11.0% 17.1%

the possibility that the return on the
investments will not meet expectations
over the life of the bonds. (Note that
investment returns need to be in excess
of 5.05% because the full $10 billion was

Fiscal Focus

issued $2.7 billion in pension obligation
bonds in 1997. Unfortunately, the equity
markets into which these monies were
invested flopped between 2000 and

2002. The result was New Jersey had to
continue making the scheduled debt
service payment on the bonds, while
making higher retirement contributions
not forecasted in the original optimistic
funding plan.

Fortunately for Illinois, the investment
performance of the monies contributed to
the systems has been excellent through
the end of fiscal year 2007. For each of
the four years since the pension bond
money was distributed, the rate of return
on investments from the Teachers’ and
State Universities Retirement Systems
and the State Board of Investment (which
invests for the State Employees’, Judges’,
and General Assembly Retirement Sys-

Pension Obligation Bonds continued, page 9
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No Major Bond Authorizations -
Infrastructure Needs Grow

Bonds, which provide a substantial por-
tion of the funding of a capital plan, are
issued to support all types of infrastruc-
ture projects from building and maintain-
ing roads to water and sewer facilities, as
well as school construction. The last
major bond authorization increase was
the Illinois FIRST capital plan in fiscal
year 2000. The last significant increase
in bond authorization was in the spring of
2002. With these expansions, there was
a surge in construction and improve-
ments to the state’s infrastructure.
Recently there has been a noticeable
decline in capital projects and an increase

Correspondingly, the backlog of miles
deemed in need of improvement fol-
lowed a reverse pattern. The backlog
decreased from 2,021 miles in fiscal year
1998 to 1,425 miles in fiscal year 2003
and increased steadily after that to 2,145
miles needing improvement in fiscal year
2007. Improvements to bridges and
structures followed a similar pattern and
have also been on a downward trend
recently. A major portion of highway
infrastructure improvements is reim-
bursed by the federal government. The
current five-year federal transportation
plan includes over $6 billion for Illinois.

Capital Development Board
Number of Active Projects

Fiscal Year Projects
2002 1,003
2003 794
2004 599
2005 495
2006 443
2007 426

Source: Comptoller's Public Accountability Report.

Active projects by the Capital Develop-
ment Board fell from 1,003 in fiscal year
2002 to 426 in fiscal year 2007. These
projects include all types of building
improvements from universities to cor-

rectional facilities

in the backlog of needed
infrastructure ~ improve-
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2002 2003

Fiscal Year

1998 1999 2000 2001

Backlog Improved

2004

fiscal year 2000 at
115 grants and have
since declined with

2005 2006 2007

falling from 1,996 miles to
908 miles in fiscal year 2007.

Department of Transportation

Highway Program
Bridges/Structures
Fiscal Year Improved

1997 431
1998 381
1999 443
2000 350
2001 403
2002 333
2003 319
2004 249
2005 206
2006 255
2007 274

Source: Department of Transportation.
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Bonds Used to Fund Environmental Protection Programs

The Illinois Environmental Protection
Agency (IEPA) is responsible for protect-
ing the health, welfare, property and qual-
ity of life for the residents of Illinois, and
has used bonds to help accomplish this
mission. The Anti-Pollution Bond Act
was enacted in 1971 to provide funds for
the state to use to protect the environment
by controlling water pollution. This Act
was later succeeded by the General Obli-
gation Bond Act, with all bonds issued
after December 1, 1984 under the latter.
These acts authorize the State of Illinois
to issue, sell and retire bonds to provide
funding for water pollution control.
Under the original act, $599 million in
bonds were sold, and provided $16 mil-
lion in grants in the first year. As of June
30, 2007, under the GO Bond Act, IEPA
had $319.8 million authorized for grants
or loans to local governmental units to be
used in accordance with the Federal
Environmental Protection Act, of which
$7.8 million was unissued. Additionally,
$160.5 million was allocated for use in
the Leaking Underground Storage Tank
(LUST) Program, a separate part of the
Environmental Protection Act, of which
$15.8 million was unissued.

Illinois issued the first Anti-Pollution
bonds in 1971. The last Anti-Pollution
bonds were issued in 1984 and mature in
2009. Additional “multiple purpose”
bonds were issued for anti-pollution pur-
poses under Section 6 of the GO Bond
Act, with the last issue date being 2004
with a maturity date of 2029. The IEPA
is responsible for administering these
bond monies to support various environ-
mental programs.

Water Programs

The IEPA’s Bureau of Water works to
insure the air, water and land provide for
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a safe and healthy environment. Two loan
programs are operated by the bureau to
assist units of local government in meet-
ing the requirements of the Federal Clean
Water Act (CWA). Some of the bond pro-
ceeds from the sale of general obligation
bonds were used to provide the state’s
matching funds in these loan programs.

As a result of changes made to the CWA
in 1987, federal funds were made avail-
able to help provide public wastewater
projects. In Illinois, the Water Pollution
Control Loan Program (WPCLP) was
implemented, with the federal govern-
ment providing 80% of the funds and
states being required to provide 20%
matching funds. This program capitalizes
between $65 and $75 million dollars
annually in combined federal and state
funds. The USEPA awarded Illinois a
$39,604,554 capitalization grant in Sep-
tember 2006. This grant will require
IEPA to provide $7,920,911 in matching
funds. An additional $90,000,000 in loan
payment funds is also available for new
projects. Twenty-five loans were sup-
ported for the fiscal year.

In August of 1996, the federal Safe
Drinking Water Act Reauthorization was
signed into law. This Act authorized the
federal government to provide grants
requiring states to provide 20% matching
funds as well. These loans are provided
through the Public Water Supply Loan
Program (PWSLP). For fiscal year 2007,
the USEPA awarded a federal capitaliza-
tion grant for $33,565,500. The IEPA was
able to enter into 14 commitments for this
program. Local governmental units and
certain classes of privately-owned com-
munity water supplies may receive a
drinking water loan to: 1) upgrade or
replace existing facilities to bring them
into compliance with the Safe Drinking

Water Act and the State Environmental
Protection Act; 2) provide for construc-
tion of a new distribution and/or treat-
ment system to replace individual wells;
and 3) renovate treatment and/or distribu-
tion facilities that have reached the end of
their useful life or no longer meet the
needs of the area served. The maximum
term for these loans is 20 years. There is
a 25% of available funds limit placed on
each loan in any given fiscal year. Funds
are awarded competitively with an appli-
cation deadline of March 31.

Land Program

The IEPA’s Bureau of Land’s responsibil-
ities include protecting and restoring the
land and groundwater resources for the
state. It works in conjunction with the
State Fire Marshall’s Office to oversee
the underground storage tanks in Illinois.
The federal Reserve Conservation and
Recovery Act (RCRA) was amended in
1986 to provide a regulatory framework
for underground storage tanks that con-
tained hazardous substances and petrole-
um. In 1989, Illinois created the Under-
ground Storage Tank (UST) fund and
established the Leaking Underground
Storage Tank (LUST) Program to provide
funding for the clean-up of leaking tanks
and groundwater contamination, which
can take years to complete. Through this
program, tank owners are able to submit
claims for reimbursement after having
met a deductible of $10,000 for remedia-
tion. General obligation bond proceeds
were initially used to cover the backlog of
claims for remediation, which total
approximately $50 million a year. Since
the program’s inception, over 18498
acres have been remediated. W
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Student Loan Debt Reduced

The Illinois Designated Account Pur-
chase Program (IDAPP) is a student loan
financing program administered by the
[linois Student Assistance Commission
(ISAC). IDAPP sells student loan rev-
enue bonds to raise dollars for education
loans. IDAPP also uses loan proceeds to

IDAPP’s first sale of $648 million in
loans in January 2007 led to a 17.3%
decrease in outstanding IDAPP debt to
$3.5 billion at the end of fiscal year 2007.
Additional debt sales of $1.38 billion in
July and $1.03 billion in August 2007
followed.

million was appropriated from the Stu-
dent Loan Operating Fund for MAP Plus
in fiscal year 2007, proceeds from the
IDAPP loan sale deposited into the fund
totaled only $26.5 million for the fiscal
year. Fiscal year 2007 expenditures for
MAP Plus out of the Student Loan Oper-

purchase loan portfolios from
lenders freeing up local
lenders’ capital for new loans.
Funds raised through IDAPP
are used for both Illinois and

non-Illinois residents. Jan-07
Jul-07

Through fiscal year 2006, !

IDAPP borrowing grew at a Aug-07

rapid rate with outstanding

lllinois Student Assistance Commission Portfolio Sales

Net Proceeds
Deposited in Student

Volume Sold

ating Fund were $26.9 mil-
lion. Following the further
debt sale in July 2007 (fis-
cal year 2008), an addition-

$ Loans Borrowers Loan Operating Fund
$648 million 75,370 42,446  $26.5 million/MAP Plus
$1.38 billon 368,924 191,914  $27 million/MAP
$1.03 billon 151,770 86,818 None to date

Source: lllinois Student Assistance Commission press releases and Comptroller's records.

al $27.0 million was
deposited into the Student
Loan Operating Fund. In
August 2007, ISAC made
$26.4 million in fiscal year
2007 lapse period expendi-

principal increasing from $1.1

billion at the end of fiscal year 1997 to
$4.2 billion at the close of fiscal year
2006. During calendar year 2007, ISAC
decided to reduce the scope of IDAPP,
increase the percentage of funds used for
loans to Illinois residents, and gain funds
for other student assistance programs.

Proceeds from the first bond sale were
expected to provide sufficient funds to
finance the Monetary Award Program
(MAP) Plus, a new one-year program
that expanded the existing MAP program
to provide aid to students with incomes
above the MAP threshold. While $34.4

tures for the regular MAP program out of
this fund. Although the sale of the loan
portfolio was expected to generate $300-
500 million when it was first proposed 3
years ago, at this point it appears that
actual revenue will fall far below this
optimistic assumption. H

Pension Obligation Bonds concluded from
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