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State Debt Structure Analysis

In response to a legislative inquiry, the Legislative Research Unit recently analyzed the structure of the state’s general obli-
gation (GO) bond issues in 2003 and 2004. The analysis looked at each issue’s maturity, repayment structure, and costs for
principal and interest over its lifetime. The LRU also compared the lifetime costs of those bonds to those of earlier bond is-

sues.

Illinois’ outstanding GO debt is up some $11 billion since the end of 2002 —due mostly to a $10 billion issue to fund state
retirement systems. The newly issued bonds will mature later than they would have under previous practices, increasing their

total cost of repayment by about $6.4 billion.

This analysis made no attempt to compare the values of amounts of money at different future times. See “Note on Interpreta-

tion of Total Payments Over Time” on page 3.

Debt Repayment Structures

Two of the most common bond repayment structures are
“level principal repayment” and “level debt service.” With
the first, bond maturities are spread evenly over the years
until the last bonds come due, so the same amount of princi-
pal is repaid each year. Debt service costs are highest in the
beginning and decline gradually, so this structure is some-
times described as “front-loaded debt service.”

Under the second structure (level debt service), annual debt
service is equal over the years until the last bond matures
(as is true of most home mortgages). Rates of principal re-
payment are initially low but gradually rise as interest costs
decline. These are only two of the most common bond re-
payment structures; other structures are possible.

Other significant aspects of bond repayment structure are
the times until maturity of (1) the average bond and of (2)
the last bond. The first of those, called “average life,” is
important because federal tax law limits the types of capital
projects that can be funded with tax-exempt bonds with
longer average lives. The LRU review found that most Ili-
nois GO bond issues for capital projects since the 1970s had
final maturities 20 to 25 years after their issuance. State law
requires only that GO bonds mature within 30 years after
issuance.
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Analysis of 2003 and 2004 Bond Issues

The state has issued four series of GO bonds since the end
of 2002:

Series Amount Issue
(millions) date
June 2003 $ 460 June 4
Pension Funding Series
of June 2003 10,000 June 12
Series A and B of October 2003 963 October 30
Series A and B of March 2004 829 April 1

Proceeds of the so-called “June $460” bonds were used for
state capital projects. The June pension bonds were used
to fund or reimburse a portion of the state’s pension obliga-
tions. The October and March bonds were used for state
capital projects and to refund part of the state’s outstanding
GO bonds. This analysis does not address the structure of
the refunding portion of those October and March bonds.

June $460 Million Bonds

The June $460 million bonds are to mature in fiscal years
2007 to 2028; their debt service is to be essentially level
starting in fiscal year 2007. For the first 3 years the state
pays only interest, so debt service in those years is slightly
lower. Total debt service cost for this issue will be $832.9
million.

If the bonds had a 25-year, level principal repayment struc-
ture, total debt service over their lives would be about $755

million—some $77.9 million less.
(continued to p. 2)
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State Debt Structure Analysis (conminedsomp. 1)

June Pension Bonds

The June pension bonds are to mature in fiscal years 2008 to 2033. Their structure is neither level debt service nor level
principal. Instead, the amount of principal to be paid will rise rapidly as final maturity approaches. Total debt service for this

issue is expected to be almost $21.934 billion.

If the bonds had a 25-year, level principal repayment structure with $400 million maturing each year, total debt service would
be $15.915 billion—about $6.0 billion less. Figure 1 shows actual and hypothetical debt service by fiscal year.

Figure 1: Debt Service Comparison for $10 Billion June Pension Bonds by Year
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The June pension bonds were used

to fund long-term investments by the
state’s five retirement systems, and

to reimburse the state’s general funds
for part of the state government’s re-
tirement contributions in fiscal year
2003 and all those in fiscal year 2004.
The law authorizing the bonds re-
quires that the state’s total retirement
contributions to its pension systems,
plus debt service on the bonds, cannot
exceed what it would have contributed
to the retirement systems if no such
bonds had been issued. If the bonds
had been sold in a 25-year issue with
level principal repayment, but subject
to the same limit on state contribu-
tions, then the total cost to the state for
debt service plus retirement contribu-
tions could have been no higher than it
actually will be—and thus the systems

would have received less in retirement contributions than they actually will. For example, for fiscal year 2005 the state’s
required contribution to the systems would have been cut almost $300 million because its debt service on 25-year, level-prin-
cipal bonds would have been almost $300 million higher. But it is impossible to know now whether that would have been

better for the state’s taxpayers in the long run.

October Bonds

The October bonds are to mature in fiscal years 2007 and 2009 to 2034. Of the total $963 million issue, $690.6 million went
for capital projects. (The remaining $272.4 million was used to refund some existing state bond issues and is not reflected
in this article.) The $690.6 million of “new money” has neither level principal payments nor level debt service. Total debt
service on this amount will be just over $1.303 billion over 30 years. If the bonds had a 25-year, level principal repayment

structure, total debt service would be about $1.067 billion —some $236 million less.

March 2004 Bonds

The March 2004 bonds are to mature in fiscal years 2005 to 2034. Of the total $829 million issue, $484.4 million was for
capital projects. (The remaining part of that issue was used to refund some existing state bond issues and is not reflected in

this article.) The $484.4 million in “new money” will have approximately level debt service. Total debt service on it will be
about $958.9 million over 30 years. If it had a 25-year, level principal repayment structure, total debt service would be about
$797.2 million—some $162 million less.
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GO Bonds Currently Outstanding

On April 2, 2004 the state had $19.618 billion of GO bonds
outstanding. This was up $11.054 billion from $8.564 bil-
lion at the end of 2002 —mostly due to the $10 billion June
pension bond issue.

The average life of the state’s outstanding GO bonds length-
ened from about 9.9 to 17.0 years. (Excluding the June
pension bonds, the overall average life increased only to

11 years.) The average life of a hypothetical 25-year, level
principal repayment issue would be about 13 years; but the
average lives of the four issues in 2003-2004 were consider-
ably longer:

Issue Average life (years)
June 2003 pension 23.7
June 2003 $460 million 16.3
October 2003 (new money) 20.8
March 2004 (new money) 19.5

At the end of 2002, about 55% of the state’s outstanding GO
bonds were scheduled to mature in the 10 fiscal years 2004
through 2013. By April 2004, only about 25% of outstand-
ing GO bonds were scheduled to mature in those years.

Figure 2 on page 4 compares the state’s debt service sched-
ules for fiscal years 2004 to 2034 as they looked at the end
of calendar year 2002 and after the issuance of the March
2004 bonds. (The figure includes total estimated fiscal year
2004 debt service, most of which had come due by April 2,
2004.) In the past year the state’s debt service schedule has
come closer to being level debt service.

Impact of Structure on Debt Service

The structure of recent issues has had a substantial impact
on long-term bond debt service. The structure of the last
four bond issues will make debt service lower in the next
few years, but higher in later years, than if the state had
issued 25-year, level principal repayment series. For ex-
ample, the structure of these issues will make debt service
in fiscal year 2005 some $359 million lower than if 25-year,
level-principal debt had been issued. But over the next 30
years, total debt service will be approximately $6.47 billion
higher than if such bonds had been issued. Of that $6.47
billion, about $6.02 billion is due to the June pension bonds;
$79 million to the June $460 bonds; $206 million to the Oc-
tober bonds; and $162 million to the March bonds. (As with
all other future numbers in this article, no attempt has been
made to discount these numbers to present value.)

Figure 3 on page 4 compares the current debt service sched-
ule to a hypothetical one in which the four bond issues of
2003 and 2004 had 25-year structures with equal principal

repayments each year. (As with Figure 2, the fiscal year
2004 debt service number is the estimated total for the entire
fiscal year, of which most had been paid by April.)

Projections for Future Bond Issues

If in fiscal 2005 the state issues $1.5 billion in GO bonds at
5% interest, with level debt service over 30 years, the state’s
debt service will be lower in the first 13 of those years than
it would be for a 25-year issue with level principal pay-
ments. For example, debt service will be about $37 million
lower in the first year. But total debt service over the life of
those issues will be about $450 million more than it would
have been for a 25-year issue with level principal payments.

Note on Interpretation of Total Payments Over Time

This article makes no attempt to “discount” the worth of
future amounts of money to their present values. Such dis-
counting is required to make an accurate comparison of the
effects of paying different numbers of dollars over different
time periods. However, it is impossible to know for certain
what discount rates to use for future periods. Thus the fact
that the state must pay more total dollars in years farther
into the future than it could have paid in the nearer future
under a different bond structure does not necessarily mean
that the state’s taxpayers or economy will be worse off.
Such a determination is inherently speculative—depending
principally on future inflation rates and future real rates of
return on available investments, which can be only guessed
at. 4

Alexis M. Sturm
Senior Research Associate

Sources and Methodology

The analysis in this article is based primarily on reviews

of the Official Statements that accompany the bond issues
discussed in the article. (Official Statements are the offer-
ing documents—similar to prospectuses —that accompany
public bond issues, and are published by the Governor’s Of-
fice of Management and Budget.) Those statements list new
issues’ maturity schedules and debt service, and show total
existing state debt. The Comptroller’s office also provided
information related to outstanding bonds and debt service.

To estimate hypothetical debt service for the alternative bond
issues, the LRU assumed repayment of an equal amount of
the total principal issued over 25 years, using the interest
rates actually offered on the state bond issues. For years
with no bonds maturing, the LRU used the interest rates for
the nearest year.
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State Debt Structure Analysis  (comincdjsonp.3)

Figure 2: General Obligation Bond Debt Service Comparison
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Figure 3: Total Debt Service Schedule Comparison
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How States Compare in Debt
Per Capita

The Legislative Research Unit was asked to compare tax-supported debt per cap-
ita in Illinois and other states. (Such debt excludes revenue bonds, which are not
a claim on tax revenues.) The comparison showed Illinois with the fifth-highest
debt per capita among 18 surveyed states. Figure 1 below and Table 1 on the next
page show the amount of tax-supported debt per resident that was outstanding, at
the beginning of each fiscal year from 2000 to 2003, in Illinois and the 18 states in
the Legislative Research Unit’s multistate survey list (the 10 most populous states
other than Illinois, neighboring states, and regional representatives).

Figure 1: Net Tax-Supported Debt Per Capita in Surveyed States,
FYs 2000-2003
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Notes: Debt per capita for fiscal year 2000 is based on state populations in the 2000 Census; for fiscal
years 2001 and 2002 it is based on Census Bureau estimates of state populations in those years. For
2003 it is based on the Census Bureau’s estimated state populations in 2002; no estimates are avail-
able for 2003.

Sources: Moody’s Investors Service, “2000 State Debt Medians” (February 2000), p. 10, “2001 State
Debt Medians” (April 2001), p. 8, “2002 State Debt Medians” (May 2002), p. 6, and “2003 State
Debt Medians” (July 2003), p. 5 (all provided by Tim Blake, researcher, Moody’s Investors Service,
New York City, August 28, 2003); and “Annual Population Estimates by State” (table, downloaded
Septeber 9, 2003 from Census Bureau Internet site).
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Abstracts

of Reports
Required to
be Filed with
the General

Assembly

The Legislative Research Unit staff
is required to prepare abstracts of
reports required to be filed with the
General Assembly. Legislators may
receive copies of entire reports by
sending the enclosed form to the State
Government Report Distribution
Center at the Illinois State Library.
Abstracts are published quarterly.
Legislators who wish to receive them
more often may contact the executive
director.

Auditor General

Report of Management Audit of CMS’s
State’s Space Utilization Program

The audit showed that CMS does

not maintain a complete inventory of
property owned by the State. Agen-
cies reported 201 additional properties
that were not included in the CMS
master record and 100 properties that
needed corrections made to them in
the master record. CMS has no formal
procedure to ensure that surplus State
property is considered before State
agencies lease property from non-State
entities. In 69% (33 of 48) of lease
files sampled, CMS did not check for
availability in State-owned facilities
until after the lease was signed. The
audit also revealed excess space in
State-owned and leased properties. In
the 17 State agencies surveyed, there
was a total of 413,000 square feet of
excess space in 270 separate leases.
At DHS, 90 of the 574 buildings were
unoccupied. Since 1998, CMS has

(continued to p. 6)
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How States Compare in Debt Per Capita

(continued from p. 5)

Table 1:
FY 2000 FY 2001

Massachusetts ~ $2,540 $2,933
New Jersey 1,746 1,913
Illinois 736 808
‘Wisconsin 672 853
Washington 1,243 1,294
Arizona 327 369
California 640 718
Florida 819 862
New York 1,946 2,009
Michigan 396 446
Georgia 663 661
Missouri 239 285
Pennsylvania 587 602
North Carolina 326 334
Ohio 662 695
Indiana 220 281
Towa 104 89
Virginia 551 528
Texas 284 245

Sources: Same as for Figure 1 on page 5.

Nicole Babcook
Research Associate

Net Tax-Supported Debt Per Capita in Surveyed States, FYs 2000-2003

Change
FY 2002 FY 2003 2000-2003

$3,227 $3,298 $758
2,024 2,110 364

895 1,040 304
822 958 286
1,339 1,502 259
472 539 212
767 810 170
917 985 166
2,026 2,095 149
433 542 146
769 802 139
343 368 129
668 693 106
363 429 103
745 750 88
292 300 80
166 156 52
549 546 -5
224 246 -38

Abstracts of Reports Required to be Filed
with the General Assembly conineisonp.s)

sold or conveyed 7 State properties
that were designated as surplus. CMS
listed 6 properties as surplus as of
August 2003. The audit makes 9 rec-
ommendations to CMS to improve its
Space Utilization Program. (Legisla-
tive Audit Commission Resolution 126
(2002); Feb. 2004, 132 pp.)

Board of Education

Charter schools annual report, 2002-
2003

Illinois had 22 charter schools in
2002-2003 serving approximately
8,500 students. Charters were not

6 # Legislative Research Unit

renewed for two schools after 2002-
2003, four others applied for and re-
ceived charter reauthorization. Eleven
charter schools had higher rates of
students meeting or exceeding state
standards than the average of other
schools within their districts as mea-
sured by the PSAE or ISAT. Report
contains suggestions submitted by
charter schools for changes in char-
ter school law including: increasing
funding, extension of charter to 10
years, allowing ISBE to grant charters
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without first presenting to local dis-
tricts, and increasing the cap to allow
more charter schools to open. (105
ILCS 5/27 A-12; Jan. 2004, 19 pp.)

Board of Higher Education

Budget recommendations, FY 2005
Total general fund recommendations
for operations and grants was $2.3
billion, a decrease of $79.8 million
from FY 2004. Major allocations

to colleges and universities: U of |
(three campuses), $696.9 million; STU
(two campuses) $217.2 million; NIU,
101.8 million; ISU, $80.5 million;
WIU, 56.1 million; EIU $47.6 million;
Northeastern Illinois, $39.1 million;
Chicago State, $38.3 million; Gover-
nors State, $24.2 million; community
colleges, $283.4 million. Other major
allocations: Illinois Students Assis-
tance Commission, $389.0 million;
State University Retirement System,
$257.8 million; adult education pro-
grams, $45.3 million; Illinois Math-
ematics and Science Academy, $15.8
million; Health Insurance Reserve
Fund, $14.8 million; workforce and
development programs, $14.3 million;
access and diversity programs, $10.1
million. Total recommended for capi-
tal improvements was $341.6 million.
(110 ILCS 205/8; Feb. 2004, 143 pp.)

Central Management Services
Bilingual needs and pay survey, 2003
Of 47 responding agencies, 31 re-
ported bilingual needs and had a total
of 1,392 employees in bilingual posi-
tions. Several agencies reported the
number of bilingual positions needed:
Children and Family Services (250);
Corrections (145); Employment Se-
curity (152); Human Services (811);
and Public Aid (111). Agencies also
reported the number of employees

in bilingual positions: Children and
Family Services (178); Corrections
(52); Employment Security (123); Hu-
man Services (874); and Public Aid
(63). (20 ILCS 415/9(6); Jan. 2004,

7 pp-)



Community College Board

Adult Education and Family Literacy
annual report, 2003

Provided adult education programs
that served 149,713 students: Eng-
lish-as-a-Second Language (86,197);
Adult Basic Education (37,105); Adult
Secondary Education/GED (19,195);
Vocational Training (4,436); and High
School Credit (2,780). Provided 1.4
million adult education units of in-
struction. Total funding was $55.3
million. (105 ILCS 405/2-4, Feb.
2004, 3 pp.)

Deaf and Hard of Hearing
Commission

Annual report, 2003

Commission received $688,400 in
appropriations in FY 2003 and spent
$597,500 to provide the following
services: (1) training and support, (2)
public awareness, (3) information and
referral, (4) resources, and (5) commu-
nication. Commission is developing
administrative rules for formal evalu-
ation and monitoring of state funded
programs and services, and to further
regulate the sign language interpreting
profession. (20 ILCS 3932/25; Jan.
2004, 8 pp.)

Department of Corrections

Adult and juvenile facilities quarterly
report, Oct.-Dec. 2003

Department had 43,518 residents in
adult facilities on November 30, 2003,
versus capacity of 31,434. Average
ratio of security staff to inmate is
0.202. Adult population is projected
at 44,935 by December 2004. Depart-
ment had 1,501 residents in juvenile
facilities on November 30, 2003.
Average ratio of security staff to juve-
nile is 0.611. Juvenile population is
projected at 1,494 by December 2004.
(730 ILCS 5/3-5.31; Jan. 2004, 24 pp.)

Legislative Reference Bureau
Review of court cases through 2003
Major Illinois Supreme Court hold-
ings: (1) Liquor Control Act prohi-
bition on letting a person under 21

leave a gathering while intoxicated

is unconstitutional because it would
subject the host to prosecution for un-
lawful restraint; (2) Criminal Code’s
child pornography definition, including
computer-generated images that do

not depict real children, violates First
Amendment; (3) act on parentage of
children born due to artificial insemina-
tion does not address all situations that
may arise, or prevent establishment of
paternity and child support under com-
mon-law principles.

Major Illinois Appellate Court hold-
ings: (1) Election Code section con-
ferring “established party” status in a
district did not apply to new districts
after redistricting; (2) Municipal Code
provision allowing municipalities to
request court demolition orders for un-
safe buildings without giving owners
opportunity to repair is unconstitution-
al; (3) Consumer Fraud and Deceptive
Business Practices Act section limiting
punitive damages, and requiring prior
notice, to file suit against only auto-
mobile dealers was an unconstitutional
special law. (25 ILCS 135/5.05; Dec.
2003, 142 pp.)

Human Services Dept.

Inspector General’s report on domestic
abuse of adults with disabilities, FY
2003

The Inspector General received 395
complaints of domestic abuse, neglect,
or exploitation. Among the 361 cases
eligible under the law, 164 claims were
of abuse, 153 were of neglect, and

44 were of exploitation. Abuse was
substantiated in 37 cases, neglect in

20 cases, and exploitation in 1. Lists
offices to which reports were referred;
discusses outcomes of 6 cases. (20
ILCS 2435/60; Dec. 2003, 9 pp.)

Illinois Courts Administrative Office
Court-annexed mandatory arbitration
annual report, FY 2003

This program, created by the Supreme
Court and General Assembly to cut
civil case backlogs and resolve com-
plaints faster, was created in 1986 and
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operates in 15 counties. Cases with
“modest” claims (up to $20,000 in St.
Clair county; $30,000 in Cook and
Will counties; and, $50,000 in Boone,
DuPage, Ford, Henry, Kane, Lake,
McHenry, McLean, Mercer, Rock
Island, Whiteside, and Winnebago
counties) are automatically assigned
to arbitration. If it fails, they may go
to trial.

There were 32,638 cases referred to
arbitration in FY 2003. Among cases
on the pre-hearing calendar, nearly
61% were settled or dismissed before
hearing. In 46% of post-hearing cases,
one or both parties rejected the arbi-
tration decision. Only about 3% of
referred cases went to trial. (735 ILCS
5/2-1008A; Jan. 2004, 32 pp.)

Office of the State’s Attorney Appel-
late Prosecutor; Cook County Office
of the State’s Attorney

Report on the Capital Litigation Trust
Fund, 2003

Report of the Cook County State’s
Attorney’s Office regarding monies re-
ceived under the Capital Crime Litiga-
tion Trust Fund Act, 2003

The Office of the State’s Attorney Ap-
pellate Prosecutor used $218,496 in
2003 for capital litigation expenses.
The office recommends statewide
judicial standards by the Illinois Su-
preme Court for trial judges reviewing
defense counsel expense requests.
Also recommended is a standing sub-
committee of the Capital Punishment
Reform Study Committee to review
the efficiency and effectiveness of the
Trust Fund.

The Cook County Office of the State’s
Attorney has used $6.6 million since
1999 for expenses such as personnel,
training, equipment, and investigation.
(725 ILCS 124/19; December 2003;
13 pp. and 6 pp.)

(continued to p. 8)
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Abstracts of Reports Required to be Filed
with the General Assembly (conincdsionp.7)

Property Tax Appeal Board

Annual report, FY 2003

Board hears property tax assessment
appeals for residential, commercial,
industrial, and farm property and
determines the accurate assessment.
Lists total reduction requests over
$100,000, total cases decided, and
total change in assessed value in each
county for the past six years (com-
mercial and industrial appeals only).
Board decided 29,962 commercial and

FIRST READING

A publication of the Legislative Research Unit

Patrick D. O'Grady
Executive Director

David R. Miller
Editor

Dianna Jones
Composition & Layout

LRUL I ]

LEGISLATIVE RESEARCH UNIT
222 South College, Suite 301
Springfield, Illinois 62704

8 # Legislative Research Unit

r
1

industrial cases from 1997-2002 and
closed out 21,971 residential proper-
ties. (35 ILCS 200/16-190; Jan. 2004,

16 pp.)

Sports Facilities Authority

Annual report, 2003

Authority is to receive $10 million
each year in state appropriations
through 2032, with $5 million from a
portion of the State Hotel Operator’s
Occupation Tax and $5 million from

the Local Government Distributive
Fund (allocated to the City of Chica-
g0). Authority undertook renovations
to U.S. Cellular Field’s upper deck.
Provided over $400 million in financ-
ing to complete the Chicago Lakefront
Development Project, which included
the renovations of Soldier Field.
Authority’s Conference and Learning
Center has hosted conferences for over
50 civic and not-for-profit groups. (70
ILCS 3205/18; undated, rec’d Mar.
2004, 25 pp.)
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