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State of lllinois
Department of Transportation

Financial Statement Report Summary
June 30, 2008

Summary

The audit of the accompanying financial statements of the State of Illinois, Department of
Transportation was performed by BKD, LLP.

Based on their audit, the accountants expressed an unqualified opinion on the Department’s basic
financial statements.

Summary of Findings

The auditors identified matters involving the Department’s internal control over financial reporting
that they considered to be significant deficiencies. The significant deficiencies are described in the
accompanying Schedule of Findings and Responses on pages 48 through 53 of this report as
Finding 08-01, Revenue Recognition/Deferred Revenue, Finding 08-02, Inaccurate Commodities
Inventory Records, and Finding 08-03, Restatement of Shared Revenues. The auditors also
considered Findings 08-01 and 08-03 to be material weaknesses.

EXxit Conference

The Department reviewed the findings and recommendations appearing in this report and waived a
formal exit conference. The Department’s responses were provided by Ron McKechan, Chief of
Audits, on March 19, 2009.



225 N. Water Street, Suite 400
P.O. Box 1580
LLP Decatur, IL 62525-1580

CPAs & Advisors 217.429.2411 Fax 217.429.6109 www.bkd.com

Independent Auditors’ Report

Honorable William G. Holland
Auditor General
State of Illinois

As Special Assistant Auditors for the Auditor General, we have audited the accompanying financial
statements of the governmental activities, each major fund and the aggregate remaining fund information
of the State of Illinois, Department of Transportation (Department) as of and for the year ended June 30,
2008, which collectively comprise the Department’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the Department’s management. Our
responsibility is to express opinions on these financial statements based on our audit.

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

As discussed in Note 1, the financial statements of the State of Illinois, Department of Transportation, are
intended to present the financial position, the changes in financial position and cash flows, where
applicable, of only that portion of the governmental activities, each major fund and the aggregate
remaining fund information of the State that is attributable to the transactions of the Department. They do
not purport to, and do not, present fairly the financial position of the State of Illinois as of June 30, 2008,
and its changes in financial position and its cash flows, where applicable, thereof for the year then ended
in conformity with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund and the aggregate remaining
fund information of the State of Illinois, Department of Transportation, as of June 30, 2008, and the
respective changes in financial position and cash flows, where applicable, thereof for the year then ended
in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 12, the Department restated Road Fund, State Construction Fund, and Grade
Crossing Fund balances at July 1, 2007.
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In accordance with Government Auditing Standards, we have also issued our report dated March 17,
2009, on our consideration of the State of lllinois, Department of Transportation’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that testing, and
not to provide an opinion on the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

The Department has not presented a management’s discussion and analysis and budgetary comparison
schedules for the General, Road, and State Construction funds that accounting principles generally
accepted in the United States of America determined are necessary to supplement, although not required
to be part of, the basic financial statements.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the State of Illinois, Department of Transportation’s basic financial statements. The combining
general revenue fund and nonmajor fund financial statements are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The combining general revenue
fund and nonmajor fund financial statements have been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, are fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

This report is intended solely for the information and use of the Auditor General, the General Assembly,

the Legislative Audit Commission, the Governor, the Comptroller and agency management and is not
intended to be and should not be used by anyone other than these specified parties.

8 KD/ [N g
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State of lllinois
Department of Transportation

Statement of Net Assets
June 30, 2008 (Expressed in Thousands)

Governmental
Activities
ASSETS :
Unexpended appropriations $ 626,748
Cash equity with State Treasurer 101,608
Cash and cash equivalents 8,335
Receivables, net:
Intergovernmental 219,264
Other 14,696
Due from other State funds 54,066
Due from State of lllinois component unit 527
Inventories 35,811
Loans receivable, net 41,092
Capital assets not being depreciated 2,155,148
Capital assets being depreciated, net 12,908,277
Total assets 16,166,572
LIABILITIES '
Accounts payable and accrued liabilities 291,785
Intergovernmental payables 373,691
Due to other State funds 22,437
Due to State of lllinois component units 5,356
Defered revenue 3,394
Long term obligations:
Due within one year 9,777
Due subsequent to one year 67.796
Total liabllities 774,236
NET ASSETS
Invested in capital assets, net of related debt 15,039,661
Restricted for:
Transportation programs 6,863
Debt service 2,212
Unrestricted net assets 343,500
Total net assets $ 15,382,336

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

Balance Sheet-Governmental Funds
June 30, 2008 {Expressed In Thousands)

State
Conetruction Total
General Fund Road Fund Account Nonmajor Governmental
0001 0011 0902 Funds Funds
ASSETS
Unexpended appropriations $ 7898 § 325205 $ 79680 S - 209965 & 626,748
Cash equity with State Treasurer 45 4,833 - 98,653 101,331
Cash and cash equivalents - 1,880 2,113 4,342 8,335
Intergovermmental receivables, net 1,438 174,700 - 43,128 219,264
Other receivables, net - 14,603 47 48 14,696
Due from other Department funds - 54,314 35,406 5,328 95,048
Oue from other Stats funds - 3,626 37 50,204 53,8687
Due from Stata of {ilinois componsnt units - 527 - - 527
Inventories - 35,811 - - 35,811
Loans receivable, net 978 - - 40,114 41,092
Total assats 3 03 §____enim 3 1728 3 a4B778. 1196719
LIABILITIES
Accounts payable and accrued liabilities $ 7214 § 177586 § 79087 § 27,811 $ 251,698
_ Intergovemmental payables 662 121,988 2,708 248,337 373,691
Due to other Department funds 14 10 - 94,938 85,082
Due to cther State funds 3 21,545 - 889 22,437
Due to State of lllinois component units - 4,610 - 746 5,358
Unavailable revenue 1,438 79,543 - 29,760 110,741
Deferred revenue - - - 3,394 3394
Tota) ilabilities 9,331 405,380 81,793 405,875 . 902,379
FUND BALANCES
Reserved far:
Encumbrances 5 5,244 - - 5,248
Inventories - 35,811 - - 35,811
Long-term portion of:
Loans and notes receivable 815 - - 37,615 38,430
Designated for reappropriated accounts
in special revenus funds - - - 5,388 5,386
Unreserved, undesignated:
General fund 208 - - - 208
Special revenue funds - 172,884 35,480 (2.482) 205,872
Capital project funds - - - 119 119
Debt service fund - - - 3,285 3265
Total fund balances 1,028 213,919 35,490 43,903 'Q—M;
Total liabliities and fund balances 3 10359° 3 619255 § 117,283 3 443,778 1,196,719

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



State of lllinols
Department of Transportation
Reconcllilation of Governmental Funds Balance Sheet
to Statement of Net Assets
June 30, 2008
(Expressed in Thousands)

Total fund balances-governmental funds $ 294,340

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

Capital assets used in govemmental activities are not financlal
resources and therefore are not reported in the funds. 15,064,425

Internal service funds are used to charge costs of air
transportation activities to individual funds. The assets and liabilities

of the Air Transportation Fund are reporied as govemmenial aclivities
in the Statement of Net Assets. 403

Revenues In the Statement of Activities that do not provide
curent financlal resources are deferred in the funds. 110,741

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

Compensated absences B 1 (40,903)
Intergovernmental financing (1,949)
Capital lease obligations (14)
Auto liability claims (9,957)
Certificates of participation (24.750)
(77,573)
Net assets of governmental activities $ 15392336

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



State of lilinois
Department of Transportation

Statement of Revenues, Expenditures, and

Changes in Fund Balances-Governmental Funds
For the Year Ended June 30, 2008 {Expressed In Thousands)

REVENUES
Qperating grants - Fedsral
Capital grants - Feders)
QOtheor operating grants
Other capital grants
Licenses and fees
Qther charges for servicas
Other

Interest and other investment income
Total rovenuos

EXPENDITURES
Transportation
Debt service - principal
Debt service - interast
Capital outlays
Total expondituros

Defictency of rovonuss under
expendifuras

OTHER SOURCES (USES) OF
FINANCIAL RESOURCES
Appropriations from State resources
Reappropriation to future year(s)
Lapsed appropriations
Receipts collected and transmitted to State Treasury
Net changs in Eabifitias
for reappropriated accounts
Copital lease and instaliment purchase acquisitions
Amount of SAMS Transfers-in
Amount of SAMS Transfers-out
Transfors-in
Transfers-aut
Net other sources (uees) of
financlal resourcos

Net chango in fund balances

Fund belances, July 1, 2007, as restated
Decrease for changes in inventories

FUND BALANCES, JUNE 30, 2008

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

— State
Construction Total
Gonaral Fund Road Fund Account Nonmsjor Governmantal
0001 00114 0802 Funds Funds
- $ 23,346 s - s 108,309 s 132,655
- 1,254,575 - - 1,254,575
310 §3,509 - 5344 59,183
- 8.539 - - 8,538
- 21,254 - 259 21513
12 51,488 - M6 51,844
- - - 288 2e8
= - : 1,888 __1.868
322 1410,709 = 117414 1,528 445
123,489 1,387,643 88,684 1,201,175 2,898,991
- 12 - 1,450 1462
- [ - 1419 1420
- 3 515,670 13,073 1.111,268
123,489 1,980,189 602,354 1,307,117 4013,188
{123,187} {589,450 (602,354) {1,189.703) {2.484,714)
134,876 4,482,838 1,408,232 1,087,281 7.161,204
(3,088) (2.509.392) (848,084) (313,002) (3.774,364)
(8,329) (39,108) - (36,109) {64,540)
(515) {1,378,234) (89) {2,761) {1,381,599)
121 55,173 54,209 (17.516) 92,087
- H - - L
- {335,088) (243,865) - (578,953)
- - - 840,993 640,993
1,320 328,595 240,052 454 438 1,024,403
- (4243 - (632:837) (637,180)
123,387 800,543 _588,558 1,159,871 2,482,056
220 31.053 _(3.799) £30,132) {2.858)
808 186,847 39,289 74,035 300,779
- (3.781) - - {3,701)
$ 3028 $ 213919 3 35450 S 43903 294,340




State of lilinols
Department of Transportation
Raconciliation of Statement of Govermental Funds Revenues, Expenditures,
and Changes In Fund Balances to Statement of Activities
For the Year Ended June 30, 2008
(Expreased in Thousands)

Net change in fund balances
Change in inventories

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

Governmental funds report capital outlays as expenditures while governmental activities report
depraciation expense to allocate those expenditures over the life of the assets. Thisis the
amount by which capital outlays exceeded depreciation in the current period.

Repayment of long-term debt is reported as an expenditure in govarnmental funds, but the
repayment reduces long-term liabilities in the Statement of Net Assets.

Some capital additions were financed through capital leases. In govemmental funds, a

capital lease amangement is considered a source of financing, but in the Statement of Net
Assets the obligation is reported as a liability.

Some capital assets were iransferred out to other State agencies and, therefore, no proceeds
were received for the capital asset's value,

intemal service funds are used to charge (o costs of certain aclivities to individual funds.

The net revenus of the intemal service funds is reported as governmental activities in the
Statement of Activities.

Revenues in the Statement of Activities that do not provide current financlal resources are not

reported as revenues in the funds. This amount represents the increase in unavailable
revenue over the prior year.

Proceeds from sales of capital assels are reported in the governmental funds. However,
in the Statement of Activities, losses from the sale of capital assets are also reported.
This is the amount of the book value of the capital assats sold.

Some expenses repoarted in the Statement of Activities do not require the use of current

financial resources and therefore are nol reported as expenditures in governmental funds.
Below are such activities.

Increase in compensated absence
Decrease in intergovemmental financing
Increase in auto liability claims

Change in net assets of governmentat activities

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

$ (2.658)
3.781
(6.439)

113,477

1,462

(%)

(2.519)

221

10,988

(5.017)

(1.392)
203

(3.142)

$ 107.837
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State of lllinois

Department of Transportation

Statement of Net Assets - Proprietary Fund
Air Transportation Revolving Fund (0309)

June 30, 2008 (Expressed in Thousands)

Governmental
Actlvitles -
Internal Service
Fund
ASSETS
Cash equity with State Treasurer $ 277
Due from other Department funds 14
Due from other State funds 199
Total current assets 490
LIABILITIES
Accounts payable and accrued liabilities 87
NET ASSETS
Unrestricted 403
Total net assets $ 403

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



State of lllinois
Department of Transportation

Statement of Revenues, Expenses, and Changes in

Fund Net Assets - Proprietary Fund
Air Transportation Revolving Fund (0309)

For the Year Ended June 30, 2008 (Expressed in Thousands)

Governmental
Activities -
internal Service
Fund
OPERATING REVENUES
Charges for sales and services $ 929
OPERATING EXPENSES
Cost of sales and services 706
General and administrative 2
Total operating expenses 708
Operating income and chahge in net assets 221
Net assets, July 1, 2007 182
NET ASSETS, JUNE 30, 2008 $ 403

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

12



State of lllinois
Department of Transportation

Statement of Cash Flows - Proprietary Fund
Air Transportation Revolving Fund (0309)

For the Year Ended June 30, 2008 (Expressed In Thousands)

Governmental
Activities -
Internal Service
Fund
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from sales and services $ 10
Cash received from transactions with other funds 850
Cash payments to suppliers for goods and services 57
Net cash provided by operating activities 103
Net increase in cash and cash equivalents 103
Cash and cash equivalents, July 1, 2007 174
CASH AND CASH EQUIVALENTS, JUNE 30, 2008 $ 277
Reconciliation of operating Income to net
cash provided by operating activities:
OPERATING INCOME $ 221
Adjustments to reconcile operating income
to net cash provided by operating activities:
Changes In assets and liabilitles:

Decrease in other receivables 4
(Increase) in due from other funds - (73)
{Decrease) in accounts payable and accrued liabilities (49)

NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES § 103

The accomparnying notes to the financial statements are an integral part of this statement.
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STATE OF ILLINOIS
DEPARTMENT OF TRANSPORTATION

Notes to Financial Statements

June 30, 2008

Organization

The Department of Transportation (the Department) is a part of the executive branch of government of
the State of [linois (State) and operates under the authority of and review of the lllinois General
Assembly. The Department operates under a budget approved by the General Assembly in which
resources primarily from the Road Fund and the State Construction Fund are appropriated for the use
of the Department. Activities of the Department are subject to the authority of. the Ofﬁce'of ghe
Govemor, the State’s chief executive officer, and other departments of the executive and leglslatnie
branches of government (such as the Department of Central Management Services, the’Governor s
Office of Management and Budget, the State Treasurer’s Office, and the State Comptroller’s Office) as
defined by the ﬁlinois General Assembly. All funds appropriated to the Department and all other cash
received are under the custody and control of the State Treasurer, with the exception of locally-held
retainage accounts authorized by State law.

The Department is organized to provide safe, cost-effective transportation for lllinois in ways that
enhance quality of life, promote economic prosperity, and demonstrate respect for our environment.

Summary of Significant Accounting Policies

The financial statements of the Department have been prepared in accordance with accounting
principles generally accepted in the United States of America (GAAP), as prescribed by the
Govemnmental Accounting Standards Board (GASB). To facilitate the understanding of data included
in the financial statements, summarized below are the more significant accounting policies.

(a) Financial Reporting Entity

As defined by GAAP, the financial reporting entity consists of a primary govermnment, as well as
its component units, which are legally separate organizations for which the elected officials of the
primary government are financially accountable. Financial accountability is defined as:

1) Appointment of a voting majority of the component unit's board and either (a) the
primary government’s ability to impose its will, or (b) the pogsnblllty that the component
unit will provide a financial benefit to or impose a financial burden on the primary
government; or

2) Fiscal dependency on the primary government.

Based upon the required criteria, the Department has no component units and is not a component
unit of any other entity. However, because the Department is not qually separate from the State
of lllinois, the financial statements of the Department are included in the financial statements of
the State of lllinois. The State of lllinois’ Comprehensive Annual Flpanclal Report may be
obtained by writing to the State Comptroller’s Office, Division of Financial Reporting, 325 West
Adams Street, Springfield, 1llinois, 62704-1871.

14
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STATE OF ILLINOIS
DEPARTMENT OF TRANSPORTATION

Notes to Financial Statements
June 30, 2008

Summary of Significant Accounting Policies (continued)

()

Basis of Presentation

The financial statements of the State of Illinois, Department of Transportation, are intended to
present the financial position, the changes in financial position, and the cash flows, when
applicable, of only that portion of the governmental activities, each major fund of the State of
Illinois, and the aggregate remaining fund information of the State of Illinois that is attributable to
the transactions of the Department. They do not purport to, and do not, present fairly the
financial position of the State of Illinois as of June 30, 2008 and the changes in financial position
ts‘or the );_exr then ended in conformity with accounting principles generally accepted in the United
tates of America.

The financial activities of the Department, which consist only of governmental activities, are
reported under the transportation function in the State of Illinois’ Comprehensive Annual
Financial Report. A brief description of the Department’s government-wide and fund financial
statements is as follows:

Government-wide Statements. The government-wide statement of net assets and statement of
activities report the overall financial activity of the Department. Eliminations have been made to
minimize the double-counting of internal activities of the Department. The financial activities of
the Department consist only of governmental activities, which are primarily supported by taxes,
charges for services, and intergovernmental revenues.

The statement of net assets presents the assets and liabilities of the Department’s governmental
activities with the difference being reported as net assets, The assets and liabilities are presented
in order of their relative liquidity by class of asset or liability with liabilities whose average
maturities are greater than one year reported in two components - the amount due within one year
and the amount due in more than one year.

The statement of activities presents a comparison between direct expenses and program revenues
for the transportation function of the Department’s governmental activities. Direct expenses are
those that are clearly identifiable with a specific function. Program revenues include (a) charges
paid by the recipients of goods or services offered by the programs and (b) grants and
contributions that are restricted to meeting the operational or capital requirements of a particular
program. Revenues that are not classified as program revenues, including all taxes, are presented
as general revenues. :

Fund Financial Statements. The fund financial statements provide information about the
Department’s funds. Separate statements for each fund category — governmental and proprietary
~ are presented. The emphasis on fund financial statements is on major governmental funds, each
displayed in a separate column. All remaining governmental funds are aggregated and reported
as nonmajor funds,

The Department administers the following major governmental funds (or portions thereof in the
case of shared funds — see note 2(d)) of the State:

15
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: STATE OF ILLINOIS
DEPARTMENT OF TRANSPORTATION

Notes to Financial Statements

June 30, 2008

Summary of Significant Accounting Policies (continued)

General — This is the State’s primary operating fund. It accounts for all financial resources
of the general government, except those required to be accounted for in another fund. The
services which are administered by the Department and accounted for in the General Fund
include, among others, public transportation and air transportation for the Governor and State
Legislature on official business. Certain resources obtained from federal grants and used to
support general governmental activities are accounted for in the General Fund consistent with
applicable legal requirements.

Road ~ This fund accounts for the activities of the State highway programs including
highway maintenance and construction, traffic control and safety, and administering motor

vehicle laws and regulations. Funding sources include federal aid, State motor fuel taxes and
various license and fee charges.

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

Additionally, the Department reports the following funds types:

Governmental Fund Types:

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

Debt Service — These funds account for governmental resources obtained and accumulated to
pay interest and principal on general long-term debt issues.

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

Proprietary Fund Types:

Internal Service — This fund accounts for air travel provided to other departments or
agencies of the government, or to other governments, on a cost reimbursement basis.

16
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STATE OF ILLINOIS
DEPARTMENT OF TRANSPORTATION

Notes to Financial Statements

June 30, 2008

Summary of Significant Accounting Policies (continued)

(©

@

Measurement Focus and Basis of Accounting

The government-wide and proprietary fund financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded at the time liabilities are incurred, regardless of when the
related cash flow takes place. Nonexchange transactions, in which the Department gives (or
receives) value without directly receiving (or giving) equal value in exchange, include
intergovernmental grants. Revenue from grants, entitlements, and similar items are recognized in
the fiscal year in which all eligibility requirements imposed by the provider have been met.

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

Significant revenue sources which are susceptible to accrual include federal aid and motor fuel
tax revenue. All other revenue sources including fines, penalties, licenses and other
miscellaneous revenue are considered to be measurable and available only when cash is received.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with or contradict guidance of the Governmenta)
Accounting Standards Board.

Shared Fund Presentation

The financial statement presentation for the General Fund, Road Fund, State Construction Fund,
and the Motor Fuel Tax Fund, a nonmajor governmental fund, represents only the portion of
shared funds that can be directly attributed to the operations of the Department. Financial
statements for total fund operations of the shared State funds are presented in the State of Illinois’
Comprehensive Annual Financial Report.

In presenting these financial statements, certain unique accounts are used for the presentation of
shared funds. The following accounts are used in these financial statements to present the
Department’s portion of shared funds:
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Summary of Significant Accounting Policies (continued)

Unexpended Appropriations

This “asset” account represents lapse period warrants issued between July and August
annually in accordance with the Statewide Accounting Management System (SAMS) records
plus any liabilities relating to obligations re-appropriated to the subsequent fiscal year.

Appropriations from State Resources

This “other financing source™ account represents the final fegally adopted appropriation
according to SAMS records.

Reappropriation to Future Year(s)
This contra revenue account reduces current year's appropriations by the amount of the

reappropriation to reflect the State’s realignment of the budgetary needs to the subsequent
year and avoid doubie counting of a portion of the appropriation in more than one fiscal year.

Lapsed Appropriations

Lapsed appropriations are the legally adopted appropriations less net warrants issued for the
14 month period from July to August of the foilowing year and re-appropriations to

" subsequent years according to SAMS records.

Net Change in Liabilities for Reappropriated Accounts

This account reflects the amount which should be added to or subtracted from the current
year appropriation for shared funds to reflect the increase or decrease from prior year to
current year for amounts included in obligations for reappropriated accounts which are
liabilities at June 30 of the prior year and June 30 of the current year.

Receipts Collected and Transmitted to State Treasury

This “other financing use™ accounts represent all cash receipts received during the fiscal year
from SAMS records.

Amount of SAMS Transfers-In

This “other financing use” account represents cash transfers made by the Office of the
Comptroller in accordance with statutory provisions to the corresponding fund during the

_fl'!scal year per SAMS records in which the Depariment did not make a deposit into the State
reasury.
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(2) Summary of Significant Accounting Policies (continued)

(e)

®

")

Amount of SAMS Transfers-Out

This “other financing source” account represents cash transfers made by the Office of the
Comptroller in accordance with statutory provision from the co_rn‘:spondmg fund during the
fiscal year per SAMS records in which a legally adopted appropriation was not charged.

Eliminations

Eliminations have been made in the government-wide statement of net assets to minimize the
“grossing-up” effect on assets and liabilities within the governmental activities column of the
Department.  As a result, amounts reported in the governmental funds balance sheet and
proprietary funds statement of net assets as interdepartmental interfund receivables and payables
have been eliminated in the govemment-wide statement of net assets. Amounts reported in the
governmental funds balance sheet and proprietary funds statement of net assets as receivable from
or payable to fiduciary funds have been included in the government-wide statement of net assets
as receivable from and payable to external parties, rather than as internal balances. Also,
eliminations have been made in the statement of activities to remove the “doubling-up” effect of
interdepartmental internal service fund activity.

Cash and Cash Equivalents

Cash equivalents are defined as short-term, highly liquid investments readily convertible to cash
with maturities of less than 90 days at time of purchase. Cash and cash equivalents include cash

on hand, petty cash funds, and cash held in local bank accounts such as retainage due to
contractors.

Inventories

For governmental funds, the Department recognizes the costs of inventories as exppqditure_s whpn
purchased. At year-end, physical counts are taken of significant inventories, consisting primarily
of road salt and sand, traffic signs, and traffic sign materials, inlgovemmemal funds and are
reported at cost on the average cost method. Inventories reported in governmental funds do not

reflect current appropriable resources, and therefore, the Department reserves an equivalent
portion of fund balance.

Interfund Transactions

The Department has the following types of interfund transactions between Department funds and
funds of other State agencies:
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Summary of Significant Accounting Policies (continued)

U}

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

Reimbursements—repayments from the funds responsible for particular expenditures or
expenses to the funds that initially paid for them. Reimbursements are reported as

%)l(pgnditures in the reimbursing fund and as a reduction of expenditures in the reimbursed
nd.

Transfers—flows of assets (such as cash or goods) without equivalent flows of assets in
return and without a requirement for repayment. In governmental funds, transfers are reported
as other financing uses in the funds making transfers and as other financing sources in the

funds receiving transfers. In proprietary funds, transfers are reported afier nonoperating
revenues and expenses.

The Department also has activity with the State of lllinois component units primarily related to
research grants and purchases of services.

Capital Assels

Capital assets, which include property, plant, equipment and infrastructure, are reported at cost or
estimated historical cost. Contributed assets are reported at estimated fair value at the time
received. Capital assets are depreciated using the straight-line method.

Capitalization thresholds and the estimated useful lives are as follows:

Estimated

' Capitalization Useful Life

Capital Asset Category Threshold (in Years)
Infrastructure $250,000 20-40
Land 100,000 N/A
Land Improvements 25,000 N/A
Site Improvements 25,000 3-50
Buildings 100,000 10-60
Building Improvements 25,000 10-45
Equipment _ 5,000 3-25
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Summary of Significant Accounting Policles (continued)

o

*)

U

Compensated Absences

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

Legislation that became effective January 1, 1998 capped the paid sick leave for all State
Employees” Retirement System members at December 31, 1997. Employees continue to accrue
twelve sick days per year, but will not receive monetary compensation for any additional time
earned after December 31, 1997. Sick days earned between 1984 and December 31, 1997 (with a
50% cash value) would only be used after all days with no cash value are depleted. Any sick
days earned and unused afier December 31, 1997 will be converted to service time for purposes
of calculating employee pension benefits.

Fund Balances

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties as to

use for specific purposes. Designations of fund balances represent tentative State plans that are
subject to change. -

Net Assets

In the government-wide and proprietary fund statements of net assets, equity is displayed in three
components as follows;

Invested in Capital Assets, Net of Related Debt — Thi$ consists of capital assets, net of
accumulated depreciation, less the outstanding balances of any bonds, mortgages, notes, or

other borrowings that are attributable to the acquisition, construction, or improvement of
those assets. '

Restricted ~ This consists of net assets that are legally restricted by outside parties or by law
through constitutional provisions or enabling legislation. When both restricted and
unrestricted resources are available for use, generally it is the State’s policy to use restricted
resources first, then unrestricted resources when they are needed.

Unrestricted ~ This consists of net assets that do not meet the definition of “restricted” or
“invested in capital assets, net of related debt.”
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Notes to Financial Statements

June 30, 2008

Summary of Significant Accounting Policies (continued)
(m) Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the financial statements and the reported amounts

of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

(n) Future Adoption of GASB Statements

Effective for the year ending June 30, 2009 the Department will adopt GASB Statement No. 49,
Accounting and Financial Reporting for Pollution Remediation Obligations, which establishes
standards for accounting and financial reporting for pollution remediation obligations which are
obligations to address the current or potential detrimental effects of existing pollution by
participating in pollution remediation activities such as site assessments and cleanups. The
Department has not yet determined the impact of the Department’s financial statements as a result
of adopting this statement.

Deposits

The State Treasurer is the custodian of the State’s cash and cash equivalents for funds maintained in
the State Treasury. Deposits in the custody of the State Treasurer are pooled and invested with other
State funds in accordance with the Deposit of State Moneys Act of the lllinois Compiled Statutes (15
ILCS 520/11). Funds held by the State Treasurer have not been categorized as to credit risk because
the Department does not own individual securities. Detail on the nature of these deposits and
investments is available within the State of lllinois’ Comprehensive Annual Financial Report.

Cash on deposit for locally held funds had a carrying amount and bank balance of $8.331 million at
June 30, 2008. Of the total bank balance, $622 thousand was exposed to custodial credit risk as
uninsured with collateral held by pledging financial institutions in the State’s name and $3.670 million
was exposed to custodial credit risk as uninsured and uncollateralized. The Department does not have
a deposit policy for custodial credit risk.

Cash on hand totaled $4 thousand at June 30, 2008.
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(a} Balances Due to/from Other Funds

STATE OF ILLINOIS
DEPARTMENT OF TRANSPORTATION

Notes to Financial Statements

Interfund Balances and Activity

June 30, 2008

The following balances (amounts expressed in thousands) at June 30, 2008 represent amounts due
from other Department and State of Illinois funds.

Fund
Road

State Construction
Acoount

Nonmajor govemmental’

funds

Internal service funds

Due from

Other
Department

Funds

$ 54314

35406

5328

Other State

Fonds

S )62

37

50,204

) 95,062

Descriplion/Purpose

Due feom Motos Fuel Tax Fund for motor fuel
tax allocation from June and for
reimbursements of expenditures incurred and
from other State funds for expenditures
incurred

Due from Motor Fuel Tax Fund for motor fuel
tax oflocation from June

Due from Motor Fuel Tax Fund for motor fieel
(ax ollocation from June, from other

Dep funds for remb of
expenditures incurred and for debt service
payments, and from other State fimds for June
sales tax all &nd for reimb: of
expenditures

Due from other Department funds and other
State funds fos air transportation setvices
provided
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(4) Interfund Balances and Activity (continued)

June 30, 2008

The following balances (amounts expressed in thousands) at June 30, 2008 represent amounts due

to other Department and State of 1llinois funds.

Fund

Descriptlon/Purpose

General

Road

Nonmajor
governmental
funds

Due to

Other Other

Department State

Funds Funds
$ 14 $ 3
{10 21,545
94,938 889

$ 95,062

$ 22,437

Due to Depastment internal service funds
for aif transportation services received, to
other State funds for services reccived, and
to State pension (and other employee
benefit) 1rust funds for postemployment
benefits.

Due to Department intemmal service funds
for air wransportation scrvices received and
to other Department funds for
reimbursement of expenditures incurred, to
other State funds for reimbursement of
cxpenditures incurrcd and for services
received, and 10 State pension (and other
employce benefit) trust funds for
postemployment benefits.

Due to other Depariment Funds for
reimbursement of expenditures incurred.
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Notes to Financial Statements

June 30, 2008

Interfund Balances and Activity (continued)
(b) Transfers to/from Other Funds

Interfund transfers in (amounts expressed in thousands) for the year ended June 30, 2008, were as

follows:
Transfers in from
Other
Department Other State
Fund Funds Funds Description/Purpose

General $ - $ 1,320  Transfers from other State funds per
statutory guidelines.

Road 328,595 - Transfers from Motor Fuel Tax Fund for
motor fuc) tax allocation pursuant to State
statute.

State Construction 240,052 - Transfers from Motor Fuel Tax Fund for

Account motor fuel tax allocation pursuant to State
statute.

Nonmajor 31,243 423,193 Transfers from Motor Fuel Tax Fund for

govemmental funds motor fuel tax allocation pursuant to State

statute, other Department nonmajor
govemnmenta! funds for debt service, and
from other State funds for salcs tax
allocation, debi service, and for other
purposes.

$ 599,890 $ 424,513
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DEPARTMENT OF TRANSPORTATION

Notes to Financial Statements

June 30, 2008

(4) Interfund Balances and Activity (continued)

Interfund transfers out (amounts expressed in thousands) for the year ended June 30, 2008, were

as follows:
Transfers out to
Other
Department Other State
Fund Funds Funds Description/Purpese
Road $ 4,243 $ - Transfers to Depariment nonmajor
governmental funds for debt service
payments.
Nonmajor 595,647 37290  Transfers to Department funds per
governmental funds statutory guidelines and 1o other State

funds for administration of Railroad
Safety program, budget shortfalls, and for
other purposes.

$ 599,890 $ 37,290

(c) Balances Due to/from State of Hlinois Component Units

The Hllinois Toll Highway Authority owes the Department’s Road Fund $527 thousand at June

30, 2008 for reimbursements of expenditures incurred.
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Notes to Financial Statements

June 30, 2008

(4) Interfund Balances and Activity (continued)

The following balances (amounts expressed in thousands) at June 30, 2008 represent amounts due
to State of Illinois Component Units for reimbursements for expenditures incurred for grant

programs.
Due to
Nonmajor
Governmental
Compaonent Unit Road Fund Fond
Ninois Toll Highway Authority 3 ss $ -
Eastemn lilinois University 519 -
Western llinois University - 139
Ilinois State University - 263
Northem Wlinois University 153 209
Southem Illinois University 217 124
University of Ilinois 3,666 1
$ 4610 $ 746
l———————— —————————— |
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STATE OF ILLINOIS
DEPARTMENT OF TRANSPORTATION

Notes to Financial Statements

June 30, 2008

Capital asset activity (amounts expressed in thousands) for the year ended June 30, 2008 was as

follows:

Governmental activities:
Capital assets not being
depreciated:
Land and land improvements
Construction in progress

Total capital assets not
being depreciated

Capital assets being depreciated:

Infrastructure

Site improvements

Buildings and building
improvements

Equipment

Capital leases - equipment

Total capital assets
being depreciated

Less accumulated depreciation:
Infrastructure
Site improvements
Buildings and building
improvements
Equipment
Capital leases - equipment

Total accumulated
depreciation

Total capital assets being
depreciated, net

Govemmental activity
capital assets, net

Balance Net Balance
July 1,2007 _Additions _Deletions _Transfers. _June 30, 2008
$2108819 § 49469 S 3903 § « $ 2,154,385

2,204 1,189 654 (1,976) 763

2,111,023 50,658 4,557 (1,976) 2,155,148

22,467,463 1,034,793 606,880 1)) 22,895,369

2,497 . . - 2,497
113,538 1,879 . - 115,417
344,171 23,951 6,365 (536) 361,221
37 5 6 - 36
22927706 1,060,628 613,251 (543) 23,374,540
9,731,213 976,489 606,880 - 10,100,822
2,129 120 . . 2,249
69,180 4178 - - 73,358
277,708 17,010 5,905 - 288,813
15 12 [ . 21

10.080.245 997,809 612,791 - 10,465,263

12.847.461 62,819 460 (543) 12,909.277
$14938484  §113477 § SO017 § (2519) S 15,064,425
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DEPARTMENT OF TRANSPORTATION

Notes to Financial Statements

June 30, 2008

Capital Assets (continued)

Depreciation expense for governmental activities (amounts expressed in thousands) for the year ended
June 30, 2008 was charged to the following functions as follows:

Transportation $ 997,809

Long-Term Obligations
(a) Changes in Long-Term Obligations

Changes in long-term obligations (amounts expressed in thousands) for the year ended June 30, 2008
were as follows: ' :

Balance Balance Amounts
July 1, June 30, Due Within
2007 Additions  Deletions 2008 One Year

Governmental activities:

Compensated Absences $ 39511 $ 25158 § 23,766 $40,903 § 4,097
Intergovernmental financing 2,152 - 203 1,949 1,949
Capital lease obligations 21 5 12 14 11
Auto liability claims 7,265 5,002 2,310 9,957 2,200
Certificates of participation 26,200 - 1,450 24,750 1,520

Total $ 75,149 § 30,165 $ 27,741 $77,573 $ 9,777

Compensated absences have been liquidated by the applicable governmental funds that account for
the salaries and wages of the related employees. Claims and judgments typically have been
liquidated from the Road Fund.
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(6) Long-Term Obligations (continued)

(b) Intergovernmental Financing - State of Hlinois/State of Missouri Joint Agreement

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

As of June 30, 2008, the balance of the [llinois/Missouri Joint Agreement was $1.949 million and is
included in the government-wide financial statements. In subsequent years, this liability will be
liquidated from future resources of the State Construction Fund, a major governmental fund. Future
Hiinois/Missouri Joint Agreement debt service requirements at June 30, 2008, are as follows:

Illinois/Missouri Joint Agreement
(Rounded to Nearest Thousand)

Year Ending
June30  _Principal  _lnterest _ Total
2009 $ 1,812 $ 103 $ 1975
2010 77 4 81

$§ 1949 $§ 107 $§ 2,056

On September 29, 2008, the Department chose to pay the remaining debt and accrued interest on the
agreement.
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(6) Long-Term Obligations (continued)
(¢) Capital lease obligations

The Department leases land, office facilities, office and computer equipment, and other assets with a
historical cost and accumulated deprecation of $36 thousand and $21 thousand, respectively, under
capital lease arrangements. Although lease terms vary, certain leases are renewable sub]egt_ to
appropriation by the General Assembly. If renewal is reasonably assured, leases requiring
appropriation by the General Assembly are considered noncancelable leases for financial reporting.

Interest varies from 4.499% - 4.939%. Future minimum lease payments (amounts expressed in
thousands) at June 30, 2008 are as follows:

Year Ending
June 30 Principal Ianterest Total
2009 $ 11 $ | $ 12
2010 3 - 3

$ 14 $ 1 $ 15

(d) Certificates of Participation

The Department financed the purchase of certain Department-owned real and personal property
(District 1 headquarters) through a third party (non-State issued) certificate. This non-state issued
certificate is sold by a private concern and is repaid by Department appropriations pursuant to an
instaliment purchase agreement. Interest varies from 3.9% - 5.5%. Future debt service requirements
under certificates of participation (amounts expressed in thousands) at June 30, 2008, are as follows:

June 30 Principal Interest Total
2009 $ 1,520 $ 1,344 $ 2,864
2010 1,600 1,264 2,864
2011 1,680 1,178 2,858
2012 1,770 1,087 2,857
2013 1,860 991 2,851

2014-2018 10,985 3,224 14,209
2019-2020 5,335 317 5,652

3 24,750 3 9405 $ 34,155
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Pension Plan

Substantially all of the Department's full-time employees who are not eligible for participation in
another state-sponsored retirement plan participate in the State Employees' Retirement System (SERS),
which is a pension trust fund in the State of Illinois reporting entity. The SERS is a single-employer
defined benefit public employee retirement system (PERS) in which State employees participate,
except those covered by the State Universities, Teachers’, General Assembly, and Judges' Retirement
Systems. The financial position and results of operations of the SERS for fiscal year 2008 are
included in the State of Illinois” Comprehensive Annual Financial Report (CAFR) for the year ended
June 30, 2008. The SERS issues a separate CAFR that may be obtained by writing to the SERS, 2101
South Veterans Parkway, Springfield, [llinois, 62794-9255.

A summary of SERS benefit provisions, changes in benefit provisions, employee eligibility
requirements including eligibility for vesting, and the authority under which benefit provisions are
established are included as an integral part of the SERS’ CAFR. Also included is a discussion of

employer and employee obligations to contribute and the authority under which those obligations are
established.

The Department pays employer retirtement contributions based upon an actuarially determined
percentage of their payrolls. For fiscal year 2008, the employer contribution rate was 16.561%.
Effective for pay periods beginning after December 31, 1991, the State opted to pay the employee
portion of retirement for most State agencies (including the Department) with employees covered by
the State Employees’ and Teachers® Retirement Systems. However, effective with the fiscal year 2004
budget, the State opted to stop paying the portion or a part of the portion of retirement for many Statg
agencies (including the Department) for certain classes of employees covered by the State Employees
and Teachers’ Retirement Systems. The pickup, when applicable, is subject to sufficient annual
appropriations and those employees covered may vary across employee groups and State agencies.

Past-employment Benefits

The State provides health, dental, vision, and life insurance benefits for retirees and their dependents in
a program administered by the Department of Healthcare and Family Services along with the
Department of Central Management Services. Substantially all State employees become eligible for
post-employment benefits if they eventually become annuitants of one of .the State sponsored pension
plans. Health, dental, and vision benefits include basic benefits for annuitants and dependents under
the State's self-insurance plan and insurance contracts currently in force. Annuitants may be required
to contribute towards heaf:h, dental, and vision benefits with the amount based on factors such as date
of retirement, years of credited service with the State, whether the annuitant is covered by Medicare,
and whether tl{e annuitant has chosen a managed health care plan. Annuitants who retired prior to
January 1, 1998, and who are vested in the State Employee’s Retirement System do not contribute
towards health, dental, and vision benefits. For annuitants who retired on or pﬁer January |, 1998, the
annuitant’s contribution amount is reduced five percent for each year of credited service with the State
allowing those annuitants with twenty or more years of credited service to not have to contribute
towards health, dental, and vision benefits. Annuitants also receive life insurance coverage equal to
;she annual salary of the last day of employment until age 60, at which time the benefit becomes
5,000,
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DEPARTMENT OF TRANSPORTATION

Notes to Financial Statements
June 30, 2008

Post-employment Benefits (continued)

The total cost of the State’s portion of health, dental, vision, and life insurance benefits of all members,
including post-employment health, dental, vision, and life insurance benefits, is recognized as an
expenditure by the State in the Illinois Comprehensive Annual Financial Report. The State finances
the costs on a pay-as-you-go basis. The total costs incurred for health, dental, vision, and life
insurance benefits are not separated by department or component unit for annuitants and their
dependents nor active employees and their dependents.

A summary of post-employment benefit provisions, changes in benefit provisions, employee _eljgibility
requirements including eligibility for vesting, and the authority under which benefit provisions are
established are included as an integral part ofg' the financial statements of the Department of Healthcare
and Family Services. A copy of the financial statements of the Department of Healthcgre and Family
Services may be obtained by writing to the Department of Healthcare and Family Services, 201 South
Grand Ave., Springfield, illinois, 62763-3838.

Fund Deficits

The Grade Crossing Protection Fund, Federal Local Airport Fund and Federal Mass Transit Fund had
deficit fund balances (amounts expressed in thousands) of $6,040, $29,684 and $76, respectively, at
June 30, 2008. The deficit for the Grade Crossing Protection Fund will be eliminated by use of future
resources transferred-from the Motor Fuel Tax Fund. The deficits for the Federal Local Airport and

the Federal Mass Transit Fund will be eliminated by future recognition of earned but unavailable
revenues and future grant resources.

Risk Management

The Department is exposed to various risks of loss related to torts; theft of, dama_ge to, and destruction
of assets; aviation liability; auto liability; workers compensation; and natural disasters. Except for a
portion of the auto liability, the State retains the risk of loss (i.e. self insured) for these risks.

Auto liabilities are reported when it is probable that a loss has occurred and the amount of that loss can
be reasonably estimated. Liabilities include an amount for claims that have been incurred but not
reported (IBNR). Claims liabilities are based upon the estimated ultimate cost of settling the claims
including specific, incremental claim adjustment expenses, salvage, and subrogation and considering
the effects of inflation and recent claim settlement trends including frequency and amount of payouts
and other economic and social factors. The Department’s risk financing for auto liabilities has been
determined using an estimate of claims outstanding,
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June 30, 2008

Risk Management (continued)

The following is a reconciliation of the Department’s claims liabilities for the years June 30, 2007 and
June 30, 2008.

Year Ended Beginning Claims Ending

June 30 Balance Incurred Decreases Balance
2007 3 7,300 $ 2,200 § 2235 § 7,265
2008 $ 7265 $ 5002 $ 2310 § 9,957

Commitments and Contingencies
(a) Commitments

The Department has outstanding construction projects for highway program improvements and
administrative expenses in which it has entered into future commitments. The amount of the
Department’s commitments was $1.644 billion at June 30, 2008.

(b) Operating leases

The Department leases various real property and equipment under the terms of a noncancelable
operating lease agreement that requires the Department to make minimum lease payments plus
pay a pro rata share of certain operating costs, Rent expense under operating leases was $9.723
million for the year ended June 30, 2008.

The following is a schedule of future minimum lease payments under the operating lease
{amounts expressed in thousands):

Year ending June 30, Amount
2009 $ 2,134
2010 209
2011 141
2012 - B

$ 2!562
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June 30, 2008

Commitments and Contingencies (continued)
(c) Federal Funding

The Department receives federal grants which are subject to review and audit by federal grantor
agencies. Certain costs could be questioned as not being an eligible expenditure under the terms
of the grants. At June 30, 2008, there were no material questioned costs that have not been
resolved with the federal awarding agencies. However, questioned costs could still be identified
during audits to be conducted in the future. Management of the Department believes there will be
no material adjustments to the federal grants and, accordingly, has not recorded a provision for
possible repayment.

(d) Litigation

The Department is routinely involved in a number of legal proceedings and claims that cover a
wide range of matters. In the opinion of management, the outcome of these matters is not

expected to have any material adverse effect on the financial position or results of operations of
the Department.

Restatement

The Department restated the beginning fund balance in the Road Fund, the State Construction
Account, and the Grade Crossing Fund, a Nonmajor governmental funds for the correction of an
error totaling $59.234 million for motor fuel tax revenues which should have been accrued as
revenue in the funds.

Governmentat Activities
Goversmental Funds
Noamajor
Fand
State
Construction Grade Goveramental
Road Account Crossing Activities

Fund Balance/Net Assets, June 30, 2007,

s previously reported 3 152,007 s 16,945 $ 4,952 $ 15225265

Allocation of motor fuel tax 34,640 22,344 2250 59,234
Fund Balauce/Net Assets, June 30, 2007,

as restated $ 186647 $ 39,289 $ 7202 3 15284!499
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State of lllinois
Department of Transportation

Significant General Fund Account Descriptions
June 30, 2008

General Fund
The General Fund is maintained to account for resources obtained and used for those

services traditionally provided by State government which are not required to be accounted
for in another fund.

Significant General Fund Account Descriptions

General Revenue Account — to account for resources obtained and used which are not
required to be accounted for in another fund or account.

I-Fly Account — to provide funding for air carrier recruitment and retention programs and
planning grants for airports outside of Cook County.



State of lllinois

Department of Transportation

Combining Schedule of Accounts -

General Revenue Fund
June 30, 2008 (Expressed in Thousands)

General
Revenue I-Fly
0001 0306 Total
ASSETS
Unexpended appropriations $ 7,898 - $ 7,808
Cash equity with State Treasurer - 45 45
Intergovernmental receivables, net 1,438 - 1438
Loans receivable, net 978 - 978
Total assots $ 10,314 45 $ 10,359
LIABILITIES
Accounts payable and accrued liabilities $ 7.214 -8 7.214
intergovemmental payables 662 - 662
Due to other Department funds 14 - 14
Due fo other State funds 3 - 3
Unavailable revenue 1,438 - 1,438
Total labilities 9,331 - 9,331
FUND BALANCES
Reserved for encumbrances 5 - 5
Reserved for long-term portion of loans and
notes receivable 815 - 815
Unreserved, undesignated 183 45 208
Total fund balances 983 45 1,028
Total labilities and fund balances 5 10,314 $ %5 10,359
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State of lllinois
Department of Transportation

Combining Statement of Revenues,

Expenditures, and Changes in Fund Balances -

General Revenue Fund

For the Year Ended June 30, 2008 (Expressed in Thousands)

REVENUES
Other operating granis
Other charges for services
Total revenues

EXPENDITURES

Transportation _
Total expenditures

Deficiency of revenues under
expenditures

OTHER SOURCES (USES) OF
FINANCIAL RESOURCES
Appropriations from State resources
Reappropriation to future year(s)
Lapsed appropriations
Receipts collected and transmitted to State Treasury
Net change in liabilities
for reappropriated accounts
Transfers-in
Net other sources {uses) of
financial resources

Net change in fund balances

Fund balances {deficits), July 1, 2007
FUND BALANGCES, JUNE 30, 2008

General
Revenue {-Fly
0001 0308 Total
$ 310 $ - 310
12 - 12
322 - 322
122,544 945 123,489
122,544 945 123,488
(122,222) (845) (123,167)
134,876 - 134,876
(3,088) - (3,086)
(9,329) - (9,329)
(618) - (515)
121 - 121
- 1,320 1,320
122,087 1,320 123,387
(155) 375 220
1,138 (330) 808
$ 983 $ 45 1,028

m@
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State of lllinois
Department of Transportation

Significant Non-Major Governmental Fund Descriptions
June 30, 2008

Special Revenue Funds

The Special Revenue Funds are maintained to account for the proceeds of specific revenue
sources that are legally restricted to expenditures for specific purposes.

Significant Non-Major Governmental Special Revenue Funds

Motor Fuel Tax Fund — to receive and distribute monthly, motor fuel taxes to other state
funds and local governments and municipalities. The distribution to other state agencies and
the local governments and municipalities is done according to state statute.

Federal/Local Airport Fund — to receive and management federal funds for airport
construction.

State Rail Freight Loan Repayment Fund — to receive and record repayments of loans of
State funds, made by the Illinois Department of Transportation to railroads, units of local
government, rail users, owners, and lessees of railroad right of way to rehabilitate, improve
or construct rail facilities.

Public Transportation Fund — to receive monthly transfers from the General Revenue
Account in the General Fund representing statutory shares under various sales tax acts and
distribute to the Regional Transportation Authority pursuant to statutory formula.

Capital Project Funds

The Capital Project Funds are maintained to account for the acquisition and/or construction
of major capital facilities.

Significant Non-Major Capital Project Funds

Transportation Bond Series A Fund — to account for the proceeds from the bond issues to
finance State highway acquisition, construction, reconstruction, extension and
improvements.

Transportation Bond Series B Fund — to account for the proceeds from the bond issues to
finance mass transportation and aviation infrastructure including, but not limited to, the
acquisition of mass transportation equipment, including rail and bus, and other equipment
for counties under the Regional Transportation Authority.

Debt Service Funds

The Debt Service Funds are maintained to account for resources obtained and accumulated
to pay interest and principal on general long-term obligations.

Significant Non-Major Debt Service Funds

There are no significant funds to describe.
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State of lllinois
Department of Transportation
Combining Balance Sheet -

Nonmajor Governmental Funds
June 30, 2008 (Expressed in Thousands)

Special Revenue
Grade Intercity Stats Rail
Crossing Federal Local Passenger Freightloan Tax
Motor  Protection Aeronautics Airport Rail Repayment Recovery
Fuel Tax Fund Fund Fund Fund Fund Fund
0012 a019 0046 0095 0233 0265 0310
ASSETS
Unexpended appropriations $195804 $ -8 - 8 - 8 - 8 -8 -
Cash equity with State Treasurer - 2 171 3,928 791 11,540 914
Cash and cash equivalents - - - - - - -
intergovernmental receivables, net - - - 40,620 - - -
Other receivables, net - 6 - - 2 21 -
Due from other Department funds - 4,500 - 718 - - -
Due from othar State funds - - - - . - -
Loans recegivable, net - - - — ) 20,412 -
Total assets $ 195804 $ 4508 S 171 $ 452668 8 793 § 31973 § 914
LIABILITIES
Accounts payable and accrued liabilities $ 305 $ 4904 $ 28 8 15642 $ 73 § - 8 -
Intergovernmental payables 101.277 5644 1 26,230 - - 1
Due to other Dapartment funds 93,381 - - - . . -
Due to other State funds 841 - - - - -
Due to State of llinois component units - - - - - - -
Unavailable revenue - - - 29,684 - - -
Deferred revenue - - - 3,394 - -
Total liabilities 195,804 10,548 __28 74,950 735 1
FUND BALANCES (DEFICITS)
Reserved for foans and notes receivable - - - - - 19,531 -
Dasignated for other - - - - - 4,686 -
Unreserved, undesignated - (6,040) 142 {29,684) 58 7.756 913
Total fund balances (deficits) - 6.040) 142 29,684 58 31,973 913
Total liabilitiss and fund balances (deficits) W—s_‘i,‘sﬁ—s 171_3 45266 _§ 793 N973 $__ 914
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State of lllinois
Department of Transportation

Combining Balance Sheet -

Nonmajor Governmental Funds
June 30, 2008 (Expressed in Thousands)

Special Revenue
Federal Civil Down.State  Airport Land
Comprehensive Preparedness  Transportation Public Public Loan
Regional Admininstrative Safety Highway Transportation Transportation Revolving
Planning Fund Fund Hire-Back Fund Fund Fund Fund
0408 0487 0589 0627 0648 0669
ASSETS
Unexpended appropriations $ - 8 15 8 - 8 - 8 - 8 -
Cash equity with State Treasurer - - 42 47.711 25,467 88
Cash and cash equivalents - - - - - -
Intergovemmental receivables, net - - - - - -
Other receivables, net - - - - . -
Due from other Department funds - - - - - -
Due from other State funds - 15 - 49,798 - -
Loans receivable, net - - - - - -
Tota) assets $ - 8 30 8 42 3 97509 $ 25467 3% 88
LIABILITIES
Accounts payable and accrued liabilities $ - $ 15 $ - 8 - 8 -3 -
Intergovernmental payables - - . 97,508 5,591 .
Due to other Department funds - - - - - -
Due to other State funds - - - - - -
Due to State of lllinois component units - - - - - -
Unavailable revenue - - - - - -
Deferred revenue - - - - - -
Total liabilities - 15 - 97.509 5,591 -
FUND BALANCES (DEFICITS)
Reserved for loans and noles receivable - - - - - -
Designated for other - - - - - -
Unreserved, undesignated - 15 42 - :gg% g:
Total fund balances {(deficits - 15 42 - X
Total liabifities and fund hala(nces (de)ﬁcits) T -3 — 30 % 42 § 07509 § 25467 § 88




£68’ $ 209 § IvEe $ LSEL $ (suoyop) sedueieq puny pue SBR|GE] JEIOL
€689 - (82 005 (su1ouep) s9ouEEq PUN) B3O
86'e - (82 00s pateulisspun *peiesasun
004 - - - Joy10 Joj payeubisag
522 - - - 9|qeAIR0R) STIOU PUB SUEO) JO} PaAIasay
{s1101430) S3ONVIVE GNNd
- 09 LLP'E 168 senjliqej| (5304
= P - - anuaaas pausjeq
- - 9z - anueAes ajgejieABU[
- 209 6¢1 - SHun Jueuodwod siouljj) Jo slels 0 sng
- - - 8t SPUN} B)|ls Jaylo 0) eng
. - 668 - $pun; Jueunieds(g seujo o) ang
- - 155 €08 sajqefed [ejuswwonotiau)
. $ - $ 909'L g - $ senijiqe)) penooe pue ajqeded S)uNoY
SAUMNgYN
£68'9 $ 209 $ LIbEE $ i56¢'l $ 519588 |Eo]
192 - - - 15U ‘8|qBAI9OS) SUBDT
- - . 16 Spunj 9181 Jeio woy ang
. - - - spuny juauniedeq Joyio woy anq
8 - - - 13U ‘sajqeAIso JARD
- . $05'Z - 10U 's8|qeAIaOR) [BlUBWIWAADBIsI|
- - - - sjualeainbe yseo pue ysen
vyoT'y - fe1x ] 096 Jeinseai] 81eis yum Ainba ysen
- $ 09 $ - $ - $ suoyeudosdde pepuadxsun
S13SSVY

9£60 £980 £580 610

pung puny puny pundg
ywewAedey Bujuieag ysuest uonepodsuel)

ueo Kojes  ssey jesepod algnd
WBjeag ey Joppy ejoho 1se3-050H

anueAey |B)2eds

(spuesnay) ut pessesdx3) gooz ‘o¢ eunp

SpuUnJ [EJUSWIUIBAOEL) JolewuoN

- Joayg aouejeg Buiuiquion

uojjepodsuel] Jo Juswupedag
sioulj jo aye)s

40



—_—

8/6vb & ZLZZ $ 1901 $ Ll $ Sol'El $ €152z $ {s19)30p) seauejeq pun pue sepiqey (KoL
€06ty zize z16'9t oLl - 6 {s119yep) seauejeq pun) |gjoy
206" Zte'e €S0°t oLl - 6 pajeuSisapun ‘peAlgsa)
98t's - - - - - 18410 Jo} pajeubiseq)
Slg'se . 858'S1 . - - 8|qBAIB0al SH)0U PUR SUBDJ JOJ POAIBSEYN
(sL101430) S3ONVIVE ONN4
59600 - 6vL - SoL'El ¥05¢C sepIqel |e0L
y6e't - - . - . anuanes pauajeg
09.'62 - - - - - snuaAa) ajqejieaeun
ovs - - - - - SUN Jusuodwod sjouly jo ele)s o) eng
688 - - - - - Spun} e181s Jalo o) ang
BEG'Y6 - 6¥1 - 695 - Spuny juawypedag Jeyje o} engg
5Lz - - - vzeol - sejqeAed [ejuswwanotissqu)
Lig'e $ - $ - $ - $ z8') $ P0§'T $ seoniiiqey pansoe pue sjqeAed sjuNcIoY
saUMNavn
_BL26YY § 2lzc $ 1802l S _OIL $ soLcl $ cise s sjesse (B0
viL'oy - 190°L1 - - - j8u ‘sjqeAtaoas SUBO
v0Z'05 - - - - - Spun} ale}s JOYIo Woy eng
eze's - - oL - - spunj jusuniedeQ Jeuio woy ang
op - - - 6 19U 'sajqenadel JaIo
ozL'sy . . . - - 19U ‘sajqeasos [ejusuwanctuayug
e’y rAY 44 - - - 0EL'e sjuajeninbs ysea pue ysed
€69'95 - - - - - Jeunsess] S1ng I Ainbe yseo
698’602 $ - $ - s - $ sa'ct $ vit $ suoyeudosdde pepuadxaup)
S138SsY
oL ¥6ie 1010 14147 550 £550
puni punj puny pungy puny
eoles jseinujpue  efoid @ sepes puog v sees puog
1qeQ usweaIgoy jeides uopgeuodsuesi uopepodsuel)
4092 1001 puog 1001
uopebiiqo
jesouso
aMes 1qeQ 8j2ejoud 1ey)deD

{spuesnoy] uj pessasdx3) 800z ‘0t oune
Spun. [ejuUsIUIBAOL) JofewuoN

- J99Ys aouejeg bBujuiquion

uopeuodsuel] jo yusupedsqg
Sjoulyjf jo 9jers

41



State of Illinois
Department of Transportation

Combining Statement of Revenues,
Expenditures, and Changes In Fund Balances -

Nonmajor Governmental Funds
For tho Year Endod June 10, 2008 (Expressed In Thousands)

Spacial Revenue
Grade Intercity State Rall
Crossing Fedoral Local Passengor Frelght Loan Tax
Motor Fuol  Protactl A utics Alrport Rail Rapsyment  Recovery
Tax Fund Fund Fung Fund Fund Fund
0012 0018 0048 aoss 0233 0285 0310
REVENUES
Operating grants - Fedoral $ -3 -3 - 3 90,534 3 - 8 - -
Other operating grants - - - 5,344 - - -
Licenses and fees - - 258 . . .
Other charges for sorvices - - - - . - 248
Qther - 8 . - - - -
and other | - - - - ) 1,017 -
Total rovanues - 8 258 95 878 38 1,037 348
EXPENDITURES
Transportation 631,218 37,950 118 111,837 735 e87 49
Dabt service - principal - . - . - . .
Oebt senvice - Interost - - - - - - -
Capital outlays . 50 . . - - -
Total expenditures 831,218 38.000 118 111,537 735 €87 49
Excess (deficlancy) of revonuoes
ovar (undar) expanditures (631.218) _(37.892) 141 {15,859) 899 330 297
OTHER SQURCES (USES) OF
FINANCIAL RESOURCES
Appropriations fram Stato rescurces 875,055 - - - - - -
Reappropriation to future year(s) R . - . - . -
Lapsed appropriations (34,370) - . - - - -
Receipts collected and transmitied to State Treasury - - - . - - -
Net change in liabifities
for seappropriated accounts {19.778) - - . - - -
Amount of SAMS Transfoers-out 640,993 - - - - - -
Transfers-in - 27,000 - - 676 - -
Transfers-out (830,687) (2,250) - - - - =
Nst othor sources [uses) of
finaneisl rosources 831,215 24.750 - - 878 - -
Net chango In fund balances {3) {13.242) 141 __{15,658) {23) 330 297
Fund balances (deficits), July 1, 2007, as restated 3 7,202 1 ~{14,025) 81 31,843 616
% FUND BALANCES (DEFICITS), JUNE 30, 2008 $ - 3 (6,040) $ 142 $ LZQ,GM) $ 58§ 31,973 913




State of illinois
Department of Transportation

Combining Statement of Revenues,
Expenditures, and Changes in Fund Balances -

Nonmajor Governmental Funds
For tho Yoar Endod June 30, 2008 (Exprossed In Thousands)

Specis) Revenuo

Comprohonsive
Raglonat
Planning Fund
0408

Fodoeral Civi}
Proparodness
Admininstrative
Fund

Transpostatio

Public

Safety Highway Transportation

Hiro-Back Fund
0889

Fund
0827

Down-State
Pyblie
Teansportation
Fund
o848

Alrport Land
tosn
Rovolving
Fund
0589

REVENUES
Opearating grants - Federat
Qther aperating grants
Liconses and fees
Other charges for senices
Other

Interast and cther investment income

[N R R T S T

L L IR

Total rovenues

sfe o 2 2 o e

EXPENDITURES
Transporiation
Debt senvice - principa)
Debt sarvica - interest
Capitat cutioys

5000

323,678

Total exponditures

5,000

323.676

85,337

Excess {deficlancy) of revenues
ovor {undor) expanditures

{5,000)

18

79

(323,876)

__(85337)

OTHER SOURCES (USES) OF
FINANCIAL RESOURCES
Appropriations from Siate rascurcos
Reappropriation {o fulure year(s)
Lapsed appropriztions
Rocaipts collectod and transmitted to State Treasury
Net change in liabilitles
for reappropriated accounts
Amaunt of SAMS Transfers-out
Tranafars-in
Transfors-out

$,000

2,571

{1.891)
(881)

323676

Nat othor sourcos {usas) of
financlat resources

5.000

32).876

Net chango in fund balances

Fund balaneas (deficits), July 1, 2007, as restated

15.015

34

FUND BALANCES (DEFICITS}), JUNE 30, 2009

19,876 $

$ ;
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State of lilinois
Department of Transportation

Combining Statement of Revenues,
Expenditures, and Changes in Fund Balances
Nonmajor Governmental Funds

For the Year Ended June 30, 2008 (Expressed in Thousanrds)

Capltal Projocts

Dot Service

00T

Transportation Teanaporiation Capital
Bond Series A Bond Series B8 Projects

Genorat

Obligation

Bond

Retirement  1DOT COP
and Interest Deht Service

Fund Fund Fund Fund Fund
0553 0554 1494 0101 2494 Total
REVENUES
Operating grants - Federal $ - 8 - 3 - 8 - 8 - § 109,309
Other operating grants - - - - - 5344
Licanses and feas - - - . - 259
Qther charges for services - - - - - 346
Other 9 - - . - 288
Interest and ather investment income - - - 547 - 1,888
Total rovenuos [ - - 547 - 117414
EXPENDITURES
Transportation 285 61,977 1,335 - - 1,291,175
Debt sanice - principal - - - - 1,450 1,450
Debt service - interest - - . - 1.419 1,418
Capital cutlays 11,577 1.446 - - - 13,073
Total expendttures ’ 11,862 63423 1,335 ~ 2,869 1,307,117
Excess (daficlancy) of revonues
aver (under) expenditures (11.853) (83.423) (1.335) 547 _(2889) (1,188,703}
OTHER SOURCES {USES) OF
FINANCIAL RESOURCES
Appropriations from State resources 126,496 256,035 - - - 1,087,281
Reapprepriation to future year(s) {111,838) (198,370) - - - {313,802)
Lapsed approgpriations - - - - - {36,103)
Receipts collected and transmitted to State Treasury ) {6y - {1.873) - (2.761)
Net change in liabifities
for reappropriated accounts (2,795) 5,764 - - - {17,518)
Amount of SAMS Transfers-out - - - - - 640,993
Teansfers-in - - 1,340 - 2803 454,436
Transfers-out - - - - - {632,937)
Not other sources (uses) of
financial rosources 11.862 83,423 1,340 ~ {1,873) 2303 1,159,571
Net change in fund balances 9 -~ 5 1,326) 34 {30,132}
Fund balances (deficils), July 1, 2007, as restated - - 1065 18238 2,178 74,035
a FUND BALANCES (DEFICITS), JUNE 30, 2008 3 g 3 - 3 110 § 18912 § 2212 8 43,903




225 N. Water Street, Suite 400
P.O. Box 1580
LLP Decatur, IL 62525-1580

CPAs & Advisors 217.429.2411 Fax 217.429.6109  www.bkd.com

Independent Accountants’ Report on Internal Control Over

Financial Reporting and on Compliance and Other Matters

Based on an Audit of the Financial Statements Performed
in Accordance with Government Auditing Standards

Honorable William G. Holland
Auditor General
State of [llinois

As Special Assistant Auditors for the Auditor General, we have audited the financial statements of the
governmental activities, each major fund, and the aggregate remaining fund information of the State of
Illinois, Department of Transportation (Department) as of and for the year ended June 30, 2008, and have
issued our report thereon dated March 17, 2009. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Department’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Department’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Department’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or a combination of
control deficiencies, that adversely affects the Department’s ability to initiate, authorize, record, process
or report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the Department’s financial statements that is
more than inconsequential will not be prevented or detected by the Department’s internal control. We
consider the deficiencies described as findings 08-01, 08-02, and 08-03 in the accompanying Schedule of
Findings and Responses to be significant deficiencies in internal control over financial reporting.
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A material weakness is a significant deficiency, or a combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the Department’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies and, accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses. However, of the significant deficiencies
described above, we consider Findings 08-01 and 08-03 to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Department’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed an instance of noncompliance or other matters that is required to be reported
under Government Auditing Standards and is described in the accompanying Schedule of Findings and
Responses as item 08-02.

The Department’s responses to the findings identified in our audit are described in the accompanying
Schedule of Findings and Responses. We did not audit the Department's responses and, accordingly, we
express no opinion on them.

This report is intended solely for the information and use of the Auditor General, the General Assembly,

the Legislative Audit Commission, the Governor and Department management and is not intended to be
and should not be used by anyone other than these specified parties.

8 KD/ e

March 17, 2009
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08-01.

State of lllinois
Department of Transportation

Schedule of Findings and Responses
June 30, 2008

Current Findings — Government Auditing Standards

Finding — Revenue Recognition/Deferred Revenue

The Department failed to pro-rate certain Federal receipts between FY2008 and FY2009 for
projects that had cost incurred during both fiscal periods. Also, a material amount of revenue,
which was earned prior to year end but received after the Department’s cut-off date of its
review of lapse period receipts, was not recorded until the following year.

Revenue Recognition

Our review of accounts receivable and receipts during the lapse period disclosed thirty
instances of improper recognition of revenue and sixteen instances of the improper
exclusion of revenue. In the first thirty instances, the Department recognized federal
reimbursement as revenue despite the contract service dates having activity spanning both
Fiscal Year 2008 and Fiscal Year 2009 for which a pro-rate portion should have been
applied. These instances resulted in the Department overstating revenue by $1,855,138.

In the 16 other instances noted, the Department excluded the recognition of revenue from

federal receipts, received during lapse period, for contracts which possessed service dates

in Fiscal Year 2008. These instances resulted in the Department understating revenue and
overstating deferred revenue by $5,260,157.

The above discrepancies resulted in the Department inaccurately excluding $3,405,019 of
revenue which when extrapolated over the entire population of reimbursements caused
liabilities to be overstated by $8,887,086 (Road Fund). An adjusting journal entry was
recorded to correct these differences along with the related receivable and deferred revenue
amounts.

Deferred Revenue

Our review of accounts receivable and receipts during the lapse period disclosed five
instances of improper recognition of deferred revenue. In four of the instances, the
Department recognized reimbursement of receipts as deferred revenue despite contract
service dates having activity spanning both Fiscal Year 2008 and Fiscal Year 2009 or
service dates only pertaining to Fiscal Year 2009 for which a pro-rated portion should have
been applied. These instances resulted in the Department overstating deferred revenue by
$716,634. The final instance noted pertained to a project recognized as deferred revenue
even though reimbursement occurred during the lapse period (or cash received by the end
of the lapse period). This instance resulted in the Department overstating deferred revenue
by $145,424. The discrepancies resulted in the Department inaccurately recognizing
$862,058 of deferred revenue which caused liabilities to be overstated by $862,058
(Federal Local Airport Fund). An adjusting journal entry was recorded to correct these
differences.
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Finding — Revenue Recognition/Deferred Revenue (Continued)

Under the Statewide Accounting Management System 03.20.20 (page 1 of 1), the State
considers all revenues reported in the governmental funds to be available if collected
within the lapse period. Application of the “measurable and available” criteria requires
Jjudgment, consideration of the materiality of the item in question, and due regard for the
practicality of measurement, as well as consistency in application.

Department personnel stated the reports for year end were created to look at individual
payments to determine proper classification of revenue or deferred revenue based on when
the federal reimbursement occurred. Due to the nature of these funds it was thought such
that the Federal turn around of reimbursement would be quick enough that the Department

set a July 15 cut-off for recognition of current revenue in 2008 and deferred the remainder
to 2009.

Without formal policies in place for monitoring revenue accounts on a monthly basis,
Department records are inconsistent and incomplete and could result in lost or
misappropriated items and inaccurate financial statements. (Finding Code 08-01, 07-02)

Recommendation

We recommend review of the accounts receivable be performed monthly to ensure that
reimbursement projects are billed on a current basis and that receipts, where applicable,
prorated between periods for accurate recognition in the appropriate accounting period.

Department Response

The Department agrees with the finding.

The Project Control Section in the Bureau of Budget and Fiscal Management is working to
be able to capture data on federal revenues collected through July and August and the
expenditure data, including the service dates, which generated the revenue and then be able
to prorate the data into the correct fiscal year in which it was earned.
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Finding — Inaccurate Commodities Inventory Records

The Department did not follow their formal commodities inventory policies or procedures
in conducting the June 30, 2008 physical inventory. In addition the Department does not
maintain a perpetual inventory system.

The Department performed year-end commodities inventory counts at each location to
determine the value of commodities inventory to be reported in the financial statements.
These counts were performed around June 30, 2008.

Inventory Counts

During our physical inventory counts, we noted discrepancies between audit test counts
and Department inventory counts resulting in an overstatement of the year end inventory
balance of $25,401, which, when extrapolated over the entire inventory population,
resulted in an estimated overstatement of $600,360. The Department did not post a journal
entry for the overstatement of $600,360 due to materiality as this item was considered
immaterial by the Department. The Department was not able to reconcile between audit
test counts and Department physical inventory counts for these differences. It was noted
through inquiry, the Department did not count any commodities items with an estimated
extended cost below $500. The Department viewed these items as immaterial. In addition,
the Department did not record counts correctly for the FY 2008 inventory process. We
noted seven instances where the Department inaccurately recorded an inventory count
which caused their inventory valuation to be overstated by $3,492,828. The Department
corrected the inaccuracies prior to recording the final inventory amount in the financial
statements.

Inventory Pricing

During our price testing, we noted numerous items in the inventory listing contained
pricing errors. It was determined that certain commodities were given equal pricing across
the state although actual commodity costs varied by location. In some instances it was also
noted that inventoried commodities costs did not agree to the actual invoice at the time the
commodities were purchased. We noted discrepancies between final inventory prices and
invoice prices resulting in an overstatement of the year end inventory amount of $191,335.
When extrapolated over the entire inventory population, this discrepancy resulted in an
estimated overstatement of $935,870. The Department did not post a journal entry for the
overstatement of $935,870 due to materiality as this item was considered immaterial.

The Illinois Procurement Code (30 ILCS 500/50-55) requires that State agencies inventory
or stock no more than a twelve month supply of equipment, supplies, commodities, articles
and other items except as otherwise authorized by State agency regulations. Every State
agency is to periodically review its inventory to ensure compliance with this Section.
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Additionally, good internal control requires formal written policies so that inventory can be
monitored and accounted for consistently throughout the Department.

The Statewide Accounting Management System Section 02.50.20 (page 6 of 12) requires
detailed subsidiary records be maintained for inventories and periodically reconciled to
control accounts; in addition, it requires issues, transfers, retirements and losses be reported
and accounted for timely. Good business practices require that internal controls be in place
and operating to maintain effective accounting control over assets and to ensure they are
properly reported. Timely recording of commodity transactions is essential to maintaining
an accurate perpetual inventory record and to ensure accurate financial reporting.

Department personnel acknowledged that discrepancies were noted between the audit test
counts and department physical inventory counts. The Department did view items at an
estimated composite cost of less than $500 as immaterial, and did make the conscious
decision not to count those commodities. Due to the high volume of purchases for various
commodity items, an extensive overhaul would be required in order to provide multiple
unit price information for common items. Therefore, certain commodities were given
equal pricing.

Without consistent application of inventory policies and without reconciling inventory on
hand, inventory records are inconsistent and incomplete and could result in lost or
misappropriated items and inaccurate financial statements. Furthermore, without
monitoring to determine that formal inventory policies and procedure are followed, the
Department cannot determine if it is in compliance with the [llinois Procurement Code
requirements. (Finding Code 08-02, 07-03, 06-04, 05-12, 04-04, 03-05, 02-09, 00-04, 99-05,
98-04, 96-07, 94-06)

Recommendation

We recommend the Department continue training for formal inventory policies and
procedures for all Districts/Sites and maintain commodities quantity and costing records
throughout the year. The Department should furthermore perform periodic physical
inventory counts of commodities inventory and reconcile those counts to its commodities
records, e.g. Materials Management Information. Also, we strongly recommend that
Management implement a review at year-end to compare costs assigned per inventory
listings to the most recent invoice amounts to ensure accuracy of the unit costs. This
practice should help to ensure that inventories are accurately valued for financial statement
purposes.
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Department Response

The Department agrees with the finding.

Inventory Counts.

The Division of Highways staff is preparing a spreadsheet which goes out to all
districts on which they will record the inventory counts. We are going to expand the
spreadsheet to include last year’s counts. We will have the spreadsheet perform a
calculation for variances and ask the districts to investigate items with significant
variances and provide reasons as to why there is a variance.

Inventory Pricing.

When the district is pricing out some of the commodity items they will average the
cost among their yards to get an average district price. Also general pricing errors
occurred. We will have a conference call with all the districts approximately a month
before the inventory is taken. In this call we will emphasize the importance of correct
pricing and attention to detail. This call will be followed up with a detailed memo
reiterating the main points made in the call.
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Finding — Restatement of Shared Revenues

The Department restated the beginning fund balance for fuel tax revenues which were not
properly accrued as revenues for fiscal year 2007.

The Department’s review of the Motor Fuel Tax Revenue Fund indicated a restatement of
the fund balance of the Road Funds, Grade Crossing Fund, and State Construction Fund.
Motor fuel tax revenues are revenues which should have been accrued in the individual
funds mentioned above for fiscal year 2007. These fuel tax revenues are shared revenue
transactions deposited into the above Funds by the Department of Revenue. The
discrepancy resulted in the Department inaccurately excluding $59,234,000 of fuel tax
revenues that should have been recognized during fiscal year 2007. A prior period
adjustment was recorded to correct this difference within the Road Fund, Grade Crossing
Fund, and State Construction Fund.

GASB Statement No. 33, Accounting and Financial Reporting for Nonexchange
Transactions, describes the sharing of revenue from one level of government to a
government of another level as a government-mandated nonexchange transaction.
Accordingly, the State should recognize liabilities and expenditures or expenses, as
appropriate, when all eligibility requirements, including time requirements, are met.

Management did not properly match their recognition of expense within shared revenue
funds with the recognition of revenue to properly comply with the matching principle
established under GAAP in the period of accounting.

Without formal policies in place for monitoring revenue accounts on a monthly basis,
Department records are inconsistent and incomplete and could result in lost or
misappropriated items and inaccurate financial statements. (Finding Code 08-03)

Recommendation

We recommend reviews of all government-mandated nonexchange transactions be
performed monthly to ensure disbursements of shared revenues are accrued to the extent
the revenues are earned.

Department Response

The Department agrees with the finding.

IDOT’s accountants will meet with the Department of Revenue’s accountants to get the
revenues worked out. This meeting will establish when MFT revenues are collected and
due, liability month and collection month. Both agencies need to be in agreement on these
points.
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Prior Findings Not Repeated — Government Auditing Standards

Finding — Accounts Payable Cut-Off

During the prior examination, it was noted the Department was not adhering to proper
accounts payable cutoff policies and standards required by the State and generally accepted
accounting principles.

During the current year, the Department developed an accounts payable model to estimate
year-end accounts payable based on historical trends of lag-time between date services
were provided or goods received and payment of invoices. This new model was necessary
as the Department doe not possess a vendor order system to utilize in developing a timely
accrual and has historically had delays in receipt of vendor invoices. (Finding Code 07-01)
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