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TO: The Honorable Rod Blagojevich, Governor, State of Illinois
The Honorable Emil Jones, Jr., President of the Senate
The Honorable Michael Madigan, Speaker of the House of Representatives
The Honorable Tom Cross, Minority Leader of the House of Representatives
The Honorable Frank Watson, Minority Leader of the Senate

FROM: Dan R. Long, Executive Director

RE: FY 2006 GAAP (Generally Accepted Accounting Principles) Report

| ntr oduction

Included in this memorandum are the Commission on Government Forecasting and
Accountability’ s revenue estimates formulated on a modified accrual basis in accordance with
generally accepted accounting principles (GAAP). Public Act 90-0479, a synopsis of which
isincluded in the Appendix, requires modified accrual basis estimates for the general funds,
the Agricultural Premium Fund, the Road Fund, and the Motor Fuel Tax Fund.

Recognition of revenue and liability in the fiscal year of collection or payment has been the
premise for formulating the Illinois budget and is known as cash basis budgeting. Estimates
formulated on a modified accrual basis instead recognize revenue and liability in the fiscal
year of accrual and provide an aternative perspective to the budget process.

M odified Accrual Basis Estimates

The Commission on Government Forecasting and Accountability estimates that fiscal year
2006 revenue to the general funds on a modified accrual basis will be $43.7 million higher
than on a cash basis. The differential between the two estimates is largely due to increases in
the personal income tax, sales tax, and federal sources forecasts. The Commission estimates
that there will be no difference between modified accrual basis revenue to the Agricultural
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Premium Fund, the Road Fund, and the Motor Fuel Tax Fund in fiscal year 2006. The
following table summarizes the Commission’s estimates, while tables at the back of this
document provide more detail of the analysis.

FY 2006 REVENUE ESTIMATES
Summary Table
($in Millions)
|EFC Cash Basisvs. Modified Accrual Basis
: CGFA CGFA
Estimated Revenue by Fund FY 2006 FY 2006 Modified Difference
Cash Basis Accrual Basis
Genera Funds $26,374.0 $26,417.7 $43.7
Agricultura Premium Fund $25.3 $25.3 $0.0
Road Fund $2,225.0 $2,225.0 $0.0
Motor Fuel Tax Fund $1,367.6 $1,367.6 $0.0

The Governor’s Office of Management and Budget included their modified accrual revenue
estimates in the FY 2006 Budget Book. The GOMB's fiscal year 2006 cash basis revenue
estimate is $26,942 million (adjusted to include $276 million in Budget Stabilization Fund
transfers). This estimate is $568 million higher than the Commission’s cash basis estimate of
$26,374 million. The main reason for this difference is due to the Governor’'s various
proposed revenue changes that total $588 million, which include:

e Deficit reduction sources - $255 million

¢ School Endowment Fund transfer - $140 million

¢ Riverboats remain at current tax rates — valued at $125 million
e Tobacco Settlement Fund sweep - $68 million

If the Commission assumed the Governor’s proposed revenue changes in their cash basis
estimate, the Commission’s estimate is actually $20 million higher than the GOMB estimate.

On a modified accrual basis, the GOMB revenue estimate is $26,376 million (excluding the
$588 million in proposed revenue changes, but including the Budget Stabilization Fund
Transfer amount of $276 million.  This is approximately $42 million lower than the
Commission’s comparable modified accrual basis estimate of $26,418 million. If the $588
million in proposed revenue changes are included in both the GOMB and the Commission’s
estimate, the difference, of course, would still be $42 million. Obviousdly, if these deficit
reduction sources are not made available in FY 2006, available spending would also be
impacted.
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M ethodology for M odified Accrual Basis Revenue Estimates

In general, the Commission on Government Forecasting and Accountability’s modified
accrua revenue estimates were formulated as follows:

1) obtained historical amounts of revenue accrued in a given fiscal but received
during July and August of the following fiscal year, or later during the following
fiscal year in the case of federa reimbursements associated with Section 25 of the
State Finance Act;

2) used historical datato calculate the percentage of afiscal year’s cash basis receipts
attributable to the previous fiscal year;

3) used data described above and additional insight from relevant agencies to
formul ate estimates of accrued revenue to be received after the close of fiscal years
2005 and 2006;

4) used these estimates of accrued revenue received after the close of fiscal years
2005 and 2006 to convert fiscal year 2006 cash basis revenue estimates to
modified accrual basis estimates by subtracting fiscal year 2006 cash receipts
attributable to fiscal year 2005 and adding fisca year 2007 cash receipts
attributable to fiscal year 2006.

It should also be noted that:

1) for federal revenues to the general funds, the Governor’'s Office of Management
and Budget estimates were used given GOMB'’s role in coordinating federal
receipts and the estimates’ similarity to such receiptsin previous fiscal years,

2) in accordance with Public Act 90-0479, the Commission also formulated fund
balance estimates — however, GOMB’ s estimated fiscal year 2006 beginning cash
basis fund balances were utilized for the Agricultural Premium Fund, the Road
Fund, and the Motor Fuel Tax Fund;

3) the Governor’'s Office of Management and Budget's estimates of expenditures
were utilized for fund balance calculations given the Commission does not
routinely estimate expenditures.

Background

The Comptroller’s office produces the Comprehensive Annual Financial Report (CAFR) at
the end of each fiscal year. The CAFR is the official annual report of the State’s financial
position as of June 30 each year. This report is prepared on a modified accrual basis in
accordance with GAAP. However, the Governor and the General Assembly construct each
fiscal year’ s budget on a cash basis.

Cash basis budgets are based on estimates of the cash balance available at the beginning of
the fiscal year, the amount of revenue actually received during July through June of the fiscal
year, the amount of expenditures actually made during July through June of the fiscal year,
and the ending cash balance. Budgeting on a modified accrual basis instead recognizes
revenues and expenditures as they accrue.
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Funds

Below isabrief description of the funds for which modified accrual estimation is required.

General Funds - The general funds support operations and programs of numerous State
agencies with revenues from various sources, the largest of which include income taxes,
sales taxes, and federal sources.

Agricultural Premium Fund — The Agricultural Premium Fund has been used to meet
numerous expenses including those of the Racing Board, the State Fairs, and the
Department of Agriculture. Revenues to this fund include a portion of the horse racing
privilege tax, transfers from the General Revenue Fund (GRF), and other miscellaneous
sources such as proceeds from the sale of advertising at the DuQuoin State Fair and fees
paid to the State Police for racetrack investigative services.

Road Fund — Uses of the Road Fund have included retiring principal and interest on
highway construction bonds issued by the State, administering certain chapters of the
vehicle code, meeting administrative expenses of the Illinois Department of
Transportation, construction of highways and bridges, and patrolling and policing
highways. Examples of Road Fund revenue sources are motor vehicle and operator
license fees and transfers from the Motor Fuel Tax Fund.

Motor Fuel Tax Fund — The Motor Fuel Tax Fund is a holding fund for all revenue to the
State from the motor fuel tax. Revenue is used for such purposes as deposits to the State
Boating Act Fund, deposits to the Grade Crossing Protection Program, and for State and
local road programs, including a deposit to the Road Fund.
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FY 2006 GAAP REPORT

Supplementary Notes
Mar ch, 2005

Cash Basis Revenue Estimate vs. M odified Accrual Basis Revenue Estimate

e |t is estimated that there will be a relatively small difference between fiscal year 2006
revenue measured on a cash basis and fiscal year 2006 revenue measured on a modified
accrua basis. The modified accrual basis general funds estimate is $43.7 million higher
than the cash basis estimate. The small differential between the two estimates is largely
due to increases in the personal income tax, the salestax, and in federal sources.

¢ Fund balance estimates were made utilizing both cash basis and modified accrual basis
revenue and expenditure estimates.

> The cash basis fund balance calculation starts with an estimated fiscal year 2006
beginning cash balance of $214 million, calculated by adding the Commission’s fiscal
year 2005 estimated cash basis revenues to the fiscal year 2005 beginning cash
balance and by subtracting GOMB’ s fiscal year 2005 cash basis spending estimate.

FY 2005 Beginning Cash Balance: $182.0 million
FY 2005 CGFA Est. Cash Revenue: $25,910.0 million
*FY 2005 Est. Cash Spending: ($25,878.0 million)
FY 2005 Ending/FY 2006

Beginning Cash Balance: $214 million

*Fiscal year 2005 estimated cash spending utilizes GOMB spending estimate of
$25,602 million and adds $276 million for the Budget Stabilization re-transfer.

» The“modified accrual basis’ fund balance calculation starts by adjusting the estimated

fiscal year 2006 beginning balance for outstanding revenues and liabilities not
accounted for in the cash basis beginning balance.

FY 2005 Ending/FY 2006

Beginning Cash Balance: $214 million

FY 2006 Cash Receipts

Attributable to FY 2005: $1,200.7 million
FY 2005 Lapse Period/

Section 25 Spending: (%$1,904.0 million)
FY 2005 Ending/FY 2006

Begin. Modified Accrual Balance: ($489.3 million)

The estimated fiscal year 2006 modified accrual basis ending balance is calculated by
adding estimates of fiscal year 2006 modified accrual basis revenue and subtracting
GOMB estimated fiscal year 2006 expenditures, adjusted to a modified accrual basis by
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subtracting GOMB’s estimates of prior year lapse period and Section 25 spending and
adding GOMB'’ s estimates of current year lapse period and Section 25 spending.

FY 2006 Estimated Beginning

M odified Accrual Balance: ($489.3 million)
FY 2006 Estimated Modified
Accrual Revenue: $26,417.7 million
FY 2006 Estimated Modified
Accrua Expenditures: ($26,942.0 million)
FY 2006 Estimated Ending
Modified Accrual Balance: $1,013.5 million)

The estimated fiscal year 2006 modified accrual basis ending balance resultsin a deficit of
$1,013.5 million. Thisfigureis $659.5 million lower than the estimated cash basis ending
balance. This is mostly because FY 2005 lapse period / Section 25 spending is much
higher than FY 2006 cash receipts attributable to FY 2005.
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CGFA FY 2006 REVENUE ESTIMATE - ANALYSIS OF CASH BASIS VS. MODIFIED ACCRUAL BASIS

(General Funds - $'s in Millions
March '035

FY 2005 Est. FY 2005 Lapse Period FY 2006 Est. FY 2006 Est. FY 2006 Est.
Estimated General Funds Revenue Lapse Period Collections % of FY 2006 Cash Basis Cash Basis Collections Lapse Period Collections Modified Acerual Basis
State Taxes
Individual Income Tax B228.6 2.6% B8,501.0 B2as 7 A==
Corporate Income Tax Bas.1 3.8% B1,465.0 P49 B1,4653 .8
Sales Taxes il S5 1% Be,805.0 B3e0.7 Be,818.8
Public Utility Taxes Bl0S 1.0% B1,000.0 b LaR=] B1,050.0
Cigarette Tax oo 0.0% B00.0 oo B00.0
Liquor Callonage Taxes B11.8 79% B148.0 1.8 B148.1
“ehicle Use Tax 21 a.1% Faso oo Pz o
Inheritance Tax Bad.5 12.1% 2850 4= 2850
Insurance Taxes & Fees F1aa 3.4% Fo1.0 F1aa B0
Corporate Franchise Tax & Fees a2 77% b18s.0 F4.6 b18s.4
Interest on State Funds & Investments baz 82% 5750 57.7 578.5
Cook County Intergovernmental Transfer oo 0.0% Fad0.0 oo $3a40.0
Other Sources B8 0.5% F90.0 Ble o8 8
Subtotal $726.4 3.5% $20,519.0 $746.8 $20,539.4
Transfers
Lattery oo 0.0% B3 .0 oo Baoa.0
Gaming Fund Transfer oo 0.0% ba88.0 oo bam8.0
Other oo 0.0% Ers0 oo Ers0
Total State Sources $726.4 3.2% 2.425.0 $746.8 24454
Total Federal Sources BS10.6 10.6% 34,8340 53317 B4,835.1
Total Federal & State Sources $1,237.1 4.5% $27.259.0 $1,273.5 $27,300.5
Refund Fund
Personal Income Tax (822,95 2.6% ($858.0) ($23.1) (B858.2)
Corporate Income Tax 513.5) 4.6% $253.0) 1.0y $250.5)
Subtotal General Funds Revenue $1.200.7 4.6% $26.,098.0 $1,244.5 $26,141.7
Proposed Deficit Reduction Sources (FY 2006) oo 0.0% .o oo .o
Budget Stabilization Fund Transfer oo 0.0% 278.0 oo F276.0
Pension Contribution Fund Transfer oo 0.0% .o oo .o
Total General Funds Revenue $1.200.7 4.6% 26,374.0 $1.244.5 26.417.7
Fegular and Section 25 Expenditures ($1,904.00 7.1% ($26,942.00 ($1,904.00 ($26,942.0)
FY 2006 Estimated General Funds Balance Beginning Balance Revenue Expenditures Ending Balance
Cash Basis $214.0 + $26,374.0 - $26.942.0 = ($354.00
FY 2006 Cash Receipts Attributable to FY 20035 $1,200.7
FY 2005 Lapse Period / Section 23 Spending ($1,904.01
Modified Accrmal Basis ($489.3) + $26.417.7 = $26.942.0 = ($1,013.5)

NOTES:

FY 2006 estimated beginning modified accrual balance weas derived by subtracting the Governor's Office of Management and Budget's (GOME) FY 2005 lapse period and other Section 235 spending estimate from the estimated beginning FY 2006 cash balance and adding the
estirnated FY 2006 cash receipts attributed to FY 20035,

Fund balances are caloulated using the Governor's Office of Management and Budget spending estimates as the Commission on Government Forecasting and JAccountability does not forrulate estimates of expenditures.

The GOMEB"s spending estimates were converted 1o modified accral basis by subtracting prior year lapse period and other estimated Section 25 spending and adding current year lapse period and other Section 25 spending.
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FY 2006 REVENUE ESTIMATES - ANALYSIS OF CASH BASIS VS. MODIFIED ACCRUAL BASIS

$'s in Millions

Agriculfural Premium Fund

Agricultural Premium Fund, Road Fund, & Motor Fuel Tax Fund

FY 206 FY 2006 Cash Receipts Attributable to FY 2005 FY 2007 Cash Receipts FY 206
Cash Basis $'s % of FY 2005 Cash Receipts Attributable to FY 2006 - $'s Modified Accrual Basis
Estimated Revenne $25.3 $0.1 0.5% $0.1 $25.3
Estimated Fund Balance FY 2006 Beginning Balance Revenne Expenditures FY 2006 Ending Balance
Cash Basis $7.3 $25.3 $21.9 $10.7
Modified Acerual Basis $7.3 $25.3 $21.9 $10.7
Road Fund
FY 2006 FY 2006 Cash Receipts Attributable to FY 2005 FY 2007 Cash Receipts FY 2006
Cash Basis $'s % of FY 2005 Cash Receipts Attributable to FY 2006 - §'s Modified Acerual Basis
Estimated Revenne $2,225.0 $169.1 7.6% $169.1 $2,225.0
Estimated Fund Balance FY 2006 Beginning Balance Revenne Expenditures FY 2006 Ending Balance
Cash Basis $236.8 $2,225.0 $2,105.5 #406.3
Modified Acerual Basis $236.8 $2,225.0 $2,105.5 4063
Motor Fuel Tax Fund
FY 206 FY 2006 Cash Receipts Attributable to FY 2005 FY 2007 Cash Receipts FY 2006
Cash Basis $'s % of FY 2005 Cash Receipts Attributable to FY 2006 - $'s Modified Accrual Basis
Estimated Revenne $1,367.6 $232.5 17.0% $232.5 $1,367.6
Estimated Fund Balance FY 2006 Beginning Balance Revenne Expenditures FY 2006 Ending Balanece
Cash Basis $115.2 $1.367.6 $1.367.2 $115.6
Modified Acerual Basis $115.2 $1.367.6 $1.367.2 $115.6

NOTES:

* The Governor's Office of Ivlanagement and Budget (GOMB) estimated F'Y 2005 beginning cash balances are utilized for the Agricultural Premium Fund, the Road Fund,

*FY 20065 estinated beginning modified acerual balances were assumedto equal FY 2005 estimated beginming cash balances.
*Fund balance calculations utilize the GOMB s spending estimates as the COF A does not formulate estimates of expenditures.

* Bstimates of modfied accrual basis spending equal the GOMB 'z estinates of cash basis spending a= FY 2005 and FY 2006 lapse period spending are assumedto be equal.

and the Motor Fuel Tax Fund




APPENDI X

Svnopsis of Public Act 90-0479, Pertaining to Budget For mulation

Public Act 90-0479, effective August of 1997, requires that the State budget, both
underlying revenue and spending estimates, for the following funds be formulated on a
modified accrual basisin concert with generally accepted accounting principles (GAAP):

1) Genera Funds,

2) Agricultural Premium Fund;

3) Road Fund;

4) Motor Fuel Tax Fund.

Revenue estimates for afiscal year are to include:

1) the estimated beginning fund balance;

2) plus the revenues estimated to be received from July through June of
the fiscal year;

3) plus receipts due to the state as of June 30 but expected to be collected
during the lapse period;

4) minus the receipts collected during the first two months of the fiscal
year that are attributable to the previous fiscal year;

5) plus federal reimbursements associated with State expenditures made
in accordance with Section 25 of the State Finance Act.

Spending estimates for afiscal year are to include:
1) expenditures estimated to be made from July through June of the fiscal
year,
2) plus expenditures estimated to be incurred in the fiscal year but paid in
the following fiscal year;
3) minus costs paid in the fiscal year which were incurred in the previous
fiscal year.

Both revenue and expenditure estimates for a fiscal year are to include al transfers
between funds that are based on revenues received or costs incurred during the fiscal
year.

The Commission on Government Forecasting and Accountability is to prepare revenue
and fund transfer estimates in accordance with Public Act 90-0479 each year. These
estimates are to be reported to the General Assembly and the Governor.

For other funds not specified in Public Act 90-0479, proposed expenditures and
appropriations are not to exceed estimated available funds for the budgeted fiscal year.



BACKGROUND

The Commission on Government Forecasting and Accountability (CGFA), a bipartisan, joint
legislative commission, provides the General Assembly with information relevant to the Illinois
economy, taxes and other sources of revenue and debt obligations of the State. The Commission's
specific responsibilities include:

1) Preparation of annual revenue estimates with periodic updates,
2) Analysis of the fiscal impact of revenue bills;

3) Preparation of "State Debt Impact Notes' on legislation which would appropriate
bond funds or increase bond authorization;

4) Periodic assessment of capital facility plans;

5 Annua estimates of public pension funding requirements and preparation of
pension impact notes;

6) Annua estimates of the liabilities of the State's group health insurance program
and approval of contract renewals promulgated by the Department of Centra
Management Services,

7)  Administration of the State Facility Closure Act.

The Commission also has a mandate to report to the General Assembly ". . . on economic trends in
relation to long-range planning and budgeting; and to study and make such recommendations as it
deems appropriate on local and regional economic and fiscal policies and on federal fiscal policy asit
may affect Illinois. . . ." This results in severa reports on various economic issues throughout the
year.

The Commission publishes several reports each year. In addition to a Monthly Briefing, the
Commission publishes the "Revenue Estimate and Economic Outlook” which describes and projects
economic conditions and their impact on State revenues. The “Illinois Bond Watcher" report
examines the State's debt position as well as other issues directly related to conditions in the financial
markets. The “Financial Conditions of the Illinois Public Retirement Systems’ provides an overview
of the funding condition of the State' s retirement systems. Also published are an Annual Fiscal Y ear
Budget Summary; Report on the Liabilities of the State Employees Group Insurance Program; and
Report of the Cost and Savings of the State Employees Early Retirement Incentive Program. The
Commission also publishes each year special topic reports that have or could have an impact on the
economic well being of Illinois. All reports are available on the Commission’ s website.

These reports are available from:

Commission on Government Forecasting and Accountability
703 Stratton Office Building

Springfield, lllinois 62706

(217) 782-5320

(217) 782-3513 (FAX)

http://www.ilga.gov/commission/cgfa/cgfa home.html




