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From the Vice President/Chief Financial Officer, Comptroller

UNIVERSITY OF ILLINOIS
Urbana-Champaign . Chicago _ Springfi eld

Office ofVice PresidentlChiefFinancial Officer, Comptroller
349 Henry AdminisrrationBuilding
506 South Wright Street

Urbana, IL 61801

[)ecennber 30,2008

Holders of University ofllJinois
Health Services Facilities System Revenue Bonds

.nd
The Board of Trustees

University of Illinois

I ampJeased to transmit the Annual Financial Report ofthe University of Illinois Health Services Facilities System fo r the

fiscal year ended June 30, 2008. This report supplements the fmancial statements of me University of Illinois pre
sented in the Annual Financial Report.
The 2008 financial statements and accompanying notes appearing on pages 4 through 21 have been audited by Clifton
Gunderson LLP, Independent Certified Public Accountants, as special assistants to the Auditor General of the State of
Illinois, whose report on the financial statements appears on page 3.
Clifton Gunderson LLP will also prepare a report fo r the year ended June 30, 2008, containing special data requested
by the Auditor General and another report covering their audit of the compliance of the University with applicable state
and federal laws and regulations for the year ended June 30, 2008. These reports, whlch inc lude some data related to
the Health Services Facilities System, are not contained herein and are primarily for the use of the Auditor General and
state and federal agencies.

Respectfully submitted,

Walter K. Knorr,
Vice PresidentiChiefFinancial Officer,
Comptroller

2

Independent Auditor's Report

~Clifto

~ Gund~rson LLP

Ce rtifi ed Public Ac counl;lntl " Co nsultantJ

The Honorable William G Holland
AuditorGenernl
State ofIllinois

.,d
The Board of Trustees
University ofIllinois
As Special Assistant Auditors for the Auditor General, we have audited the accompanying Statement orNet Assets oftne University of ll1ino15
Health Services Facilities System (System) as of June 30, 2008, and the related Statements of Revenues, Expenses and Changes in Net Assets
and Cash Flows for the year then ended. These financial statements are the responsibility of the System's management. Our responsibility IS
[0 express an opinion on these financial statements based on our audit. The prior year partial comparative information has been derived from
thc System's 2007 financial statements and, in our report dated February 8, 2008 we expressed an unqualified opinion on Ihese financial
stalemenlS.
We conducted our audit in accordance with auditing standards generally accepted in the United States ofAmerica and the standards applicable
to financial audits contained in Goverflment Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit 10 obtain reasonable assurance about whether the financial statements arc free of material misstate
ment. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statemenlS. 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 our audit provides a reasonable basis for our opinion.
The accompanying financial statcmenlS were prepared for the purpose of complying with the requirements of the indenture for the System's
Series 19978,2007, and 2008 Revenue Bonds, as described in Note I, and are not intended to be a complete presentation ofthe University of
lIlinois' assets, liabilities, revenues and expenses.
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial position of the System as
of June 30, 200g, and the respective changes in ilS net assets and cash flows for the year then ended in confonnity with accounting principles
generally accepted 10 the United States ofAmerica.
In connection with our audit, nothing came to our attention that caused us to believe that the System failed to comply with the terms, covenants,
provisions or conditions ofthe Resolution ofthe Board ofTrustees of the University ofIllinois which provided for the issuance of the University of
Illinois Health Services Facilities System Revenue Bonds, Series 19978,2007, and 200g insofar as they relate to accounting maners. However,
our audit was not directed primarily toward obtaining knowledge ofsuch noncompliance.
In accordance with Government Auditing Standards, we have also issued a report dated December 30. 2008 on our consideration of the
System's internal control over financial reporting and on our tests of ilS compliance with cenain provisions of laws, regulations, contracts. and
grant agreemenlS and other matters. The purpose ofthat repon is to describe the scope ofour testing ofintemal control over financial reporting
and compliance and the results ofthat testing, and not to provide an opinion on the internal control over financial reporting or on compliancc.
That report is an integral part ofan audit perfonned in accordance with Government Auditing Standards and should be considered in asseSSing
the results of our audit.
This rcpon is intended solely for the infonnation and use of the Auditor General ofthe State of Illinois, the General Assembly, the Legislative
Audit Commission, the Governor, the Comptroller, the Board ofTrustees and the management ofthe University of Illinois, and the bondhold·
ers and is not intended to be and should not be used by anyone other than these specified panies.

~~L Lj)
Peoria, Illinois
Decembcr 30, 2008
)

Statement of Net Assets as of J une 30, 2008 w ith Comparative Totals for 2007
2008
As sets :
Current asset s
Cash and cash equivalents
Restricted cash and investments, required for curren lliabililies
Patient receivables, less allowance for uncollectible
accounts of $230,454,904
Other receivables
Inventories
Prepaid expenses and other deposits

$

155,679,7 14

2.285 ,542
161 ,506 1660
398 1324

2.349 ,630
170.684 ,960
598,671

164,190,526

173,633,26 1

$ 381.947 .759

$ 329,312,975

$

Noncurrent liabilities
Long term de bt, net of current maturities
Accrued compensated absences, net of current portion
Tota l noncUrrent liabilities
Totat liabilities
Net Assets:
Invested in capital assets, net of related debt
Restricted Expendable for capital projects
Expendable for debt service
Unrestricted
Total net assets
Total liabilities and net assets
See .ctompanying nOles 10 Bnancial Iialemen's.
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6,714,989

217,757,233

Total noncurrent assets

Tota l current liab ilities

58,727,039
655,192

73 ,038,604
11.494,823
5 ,049 .067

10 ,093,471
4 .769.64 3
7,424 ,016

Noncurrent ass ets
Restricted cash and investments, less amount
required for cu rrent liabilities of $41 ,586,219
Capital assets, net
Prepaid expenses

Lia b ilit ies:
Current liabilities
Accounts payable
Accrued payroll
Accrued interest payable
Estimated third party settlements
Current ma turities of long term liabilities
Current portion of compensated absences

S

65.553.154

Total curren t assets

Total assets

88 1330 ,730
41. 586:219

2007

16.34 0.391
13.941 ,835
95 .111
46.140.904
46 .839 ,6 72
1 , 332 ,648

$

17 ,581 ,803
10,664,331
655 ,19 2
35 .255.464
7,085 ,235
1,184,723

124 ,690,561

72,426, 748

71,528,626
21,948.602

73,679,209
20,472 .163

93,477,228

94,151,372

218 , 167,789

166,578 , 120

90 ,4 33 ,055

95.661.032.

2 , 274.499
11 , 043
71.061 ,373

2.333.290
16.340
64,724,193

163,779 ,970

162 ,73 4 ,855

S 381. 947,759

$ 329,312,975

Statement of Revenues, Expenses, and Changes in Net Assets
Year Ended June 30, 2008 with ComE!arative Totals for 2007
2008

2007

$ 418,522,755

$ 385,656.404

95,749,615
45,522,641
18,679,536

83,886,527
46,207,093
18,161,024

578,474,547

533,911,048

Salaries and wages
Fringe benefits
Supplies and general expenses
Administrative services
Depreciation and arrortization

260,712,706
88,278,114
191,194,614
10,825,000
21,257,827

241,830,669
75,567,845
180,110,425
9,600,000
20,065,748

Total operating expenses

572,268,261

527,174,687

6,206,286

6,736,361

(4,873,636)
(2,659,474)
2,298,747
(6,328)
79,520

510,1 43
(3,993,332)
1,841,483
p,248,505)
(721,333)

(5,161,171)

(3,611,544)

1,045,115

3,124,817

162,734,855

159,610,038

$ 163,779,970

$ 162,734,855

Operating revenue s:

Net patient service revenues
(net of provision for bad debts $26,006,320)
Payments on behalf of the System  hospital and
other medical activities
Fee for services - state appropriation
Other revenues
Total operating revenues

Operating expenses:

Operating income
Nonoperating revenue s (expenses):

Net increase (decrease) in fair value of investments
Interest on capital asset related debt
Investment Income
Loss on disposal of plant assets
Other nonoperating revenue (expense)
Net nonoperating expense
Increase in net assets
Net assets, beginning of the year
Net assets, end of the year
See accompanying nOles 10 inancial stalements .
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Statement of Cash Flows Year Ended June 30 , 2008 with Comparative Totals for 2007

2008

2007

$ 426,008,205
95,749,615
(192,156,602)
(10.825.000)
(255.844.141)
(88.244.812)
45,522,641
31,31 8,232
51 ,528,138

$ 382,081 ,800

Cash flows from operating activities:

Patient services
Payments on behalf of the system
Payments to suppliers
Payments for administrative services
Payments to employees
Payments for benefits
Fee for services · state appropriations
Other receipts
Net cash provided by operating activities

Cash flows from noncapital financing activities:
Proceeds on issuance of debt refunding bonds
Payments on issuance of debt refunding bonds
Payments on bond issuance costs
Other receipts (payments)
Net cash provided by noncapitaJ financing activities

26,022,808
33,189,120

41,415,000
(2,101 ,672)
(443.111)
(313,591)
38,556,626

238,082
238,082

Cash flows from capital and related financing activities:

Purchases of capital assets
Principal paid on capital debt and leases
Interest paid on capital debt and leases
Net cash used by capital and related financing activities
Cash flows from investing activities:
Interest on investments
Pooled cash allocated (to) from University to cover unrealized
(losses) gains
Net cash (used) provided by investing activities

(7.569.779)
(6,343.864)
(3,085.392)
(16,999,035)

(10,177.111)
(6.422,280)
(3.979.426)
(20,578,817)

2,256,537

1,569.850
510,143
2,079,993

Net increase in cash and cash equivalents

70,470.630

14.928,378

Cash and cash equivalents, beginning of year

61,731,861

46,803,483

$ 132,202,491

Cash and cash equivalents, end of year

6

$

61,731,861

Statement of Cash Flows Year Ended June 30, 2008 with
Comparative Totals for 2007 (continued)
2008

2007

6,206,286

6,736,36 1

21,257,827

26 ,006 ,320

20,065/48
20,393,229

118,520(870)

123 ,967,834)

1,441 ,561
279,424
311 ,695
2,036,092
10,885,440
1,624,363

175,965
330,079
51,755
734 , 952
7,634 ,064
1,034,801

Reconciliation of operating income to net cash provided by

operating activities :
Operating income
Adjustments to reconcile operating income to net cash provided by
operating activities :

Depreciation and amo rtiz ation expense
Provision for uncollectible accou nts
Changes in assets and liabilities:
Patient receivables
Other receivables
Inve ntories
Prepa id expenses
Accounts payable and accrued expenses
Estimated thi rd party setuemenls
Co mpensated absences

S

Net cash provided by operating activities

51,528, 138

S

33,189,120

707,483

$

99,299
176,099
(1 ,248,505)
2,843,969

Noncash Investing , capital, and flnancing activities:

Capital assets transferred from the University and other sources
Capital assets acquire d through capital leases
Capital assets transferred to other S iale and University so urces
Other oblig ations transferred from the University
Capital leases cancelled
Proceeds from HSFS Series 2007 bonds deposited to esc row
Refunding of HSFS Series 1997A bonds paid from escrow
See accompanying notes to financial slalemel'l1S
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$

3J70,548
(6, 328)
729 ,679

883
40,675,000
140,675,000 )

Not es t o Fin anc ial Statements

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organizational BaCkground and Basis of Presentation
The University of Illinois Health Services Facilities System (System) is compri sed of the University of Illinois Hospital
(Hospital) and associated clinical facilities providing patient care at, but not limited to, the University of Illinois at Chicago
Medical Center. The System is a tertiary care facility located primarily in Chicago, Illinois offering a full range of clinical
services. Management of the System is the responsibility of the University of Illinois (University).
The System was established by a Bond Resolution (Resolution) of the Board of Trustees (Board) of the University of Illinois
adopted on January 22, 1997. These financial statements have been prepared to satisfy the requirements of the 19978, 2007,
and 2008 bond indentures. The financial balances and activities of the System, included in these financial statements, are
included in the University's fmancial statements. The financial statements of the System are prepared in accordance with
accounting principles generally accepted in the United States of America as prescribed by the Governmental Accounting
Standards Board (GASB). The System is not a separate legal entity and therefore has not presented management's discussion
and analysis.
The System 's resources are classified into net asset categories and reponed in the S tatement of Net Assets. These categories
are defmed as (a) Invested in capital assets, net of related deb t - capital assets net ofaccwnulated depreciation and outstanding
debt balances (b) Restricted nonexpendable - assets restricted by externally imposed stipulations (c) Restricted expendable 
assets subject to externally imposed restrictions that can be fulfilled by actions of the System pursuant to those stipulations or
that expire by the passage of time and (d) Unrestricted - assets not subject to externally imposed stipulations but may be
designated for specific purposes by action of management or the Board of Trustees.
The basic financial statements include prior year comparative information, which has been derived from the System's 2007
fmancial statements. Such information does not include all of the information required to constitute a presentation in confor·
mity with accounting principles generally accepted in the United States of America. Accordingly, such information should be
read in conjunction with the System's financi.al statements for the year ended June 30, 2007.

Significant Acconnting Policies
The System prepared its fmancial statements as a Business Type Activity, as defmed by GASB Statement No. 35, using the
economic resources measurement focus and the accrual basis of accounting. Business Type Activities are those financed in
whole or in pan by fees charged to external panies for goods and services.
The Statement of Revenues, Expenses, and Changes in Net Assets classifies the System's fiscal year activity as operating and
nonoperating. Operating revenues generally result from exchange transactions such as payments received for providing goods
and services. The majority of the System's expenses are exchange transactions which GASB defines as operating expenses for
financial statement presentation.
Certain revenue sources that the System relies on for operations including investment income are defmed by GASB Statement No.
35 as nonoperating. In addition, transactions related to capital and fmancing activities are components of net nonoperating
revenues.
Appropriations made from the State of Illinois General Revenue Fund for the benefit ofthe System are recognized as operating
revenues to the extent expended, limited to available appropriations.
Net patient service revenue is reported at the estimated net realizable amounts due from patients, third-party payors, and others
for services rendered, including estimated retroactive adjustments under reimbursement agreements with third-parry payors.
Retroactive adjustments are accrued on an estimated basis in the period the re lated services are rendered and adjusted in future
periods as final settlements are determined. The Hospital has agreements with third-partypayors that provide for payments to the
Hospital at amounts different from its established rates. Payment arrangements include prospectively determined rates per
discharge, reimbursed costs, discounted charges. and per diem payments. Approximately 96% of the Hospital's net patient
service revenues were derived from Medicare, Medicaid, Blue Cross and managed care programs for the year ended June 30,

2008.
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Laws and regulations governing the Medicare and Medicaid programs are extremely complex and subject to intepretation. As
a result, there is at least a reasonable possibility that recorded estimates will change by a material amount,in the near tenn, The
2008 net patient revenue increased $5,753,397 due to removal of allowances previously estimated that are no longer neces
sary as a result of final senlements and years that are no longer subject to audits, reviews, and investigations,

The System provides care without charge or at amounts at less than its established rates to patients who meet the criteria of its
charity care policy. Because the System does not pursue collection of amounts detennined to qualify as charity care, they arc
not reported as revenue. The System's Charity Care Policy was revised in 2007 making it more available to individuals
req uiring assistance. Consideration for eligibility of charity care is based on the application of the policy and includes patient
qualifi cation criteria, fUUlIlcial resource criteria and service criteria. The System does not include the unreimbursed cost of
providing care to Medicaid and Medicare patients as charity care.
The net cost of charity care provided in 2008 was approximately $10,598,000, an increase of 92% over the prior year. The
net cost of charity care is determined by the total charity care cost less any patient related revenue due to the sliding scale
payments or other patient specifi c resources. Most of the patient specific resources came from the Center for Medicare &
Medicaid Services 1011 program reimbursement.
The System has agreements with various Health Maintenance Organizations (HMO's) 10 provide medical services to subscrib
ing participants. Under these agreements, the System receives monthly capitation payments based on the number of each
HMO's participants, regardless of services actually perfonned by the System In addition, the HMO's make fee-for-service
payments to the System for certain covered services based upon discounted fee sche~ules.
The System grants credit without collateral to its patients, most of whom are local residents and are insured under third-party
payor agreements. The mix of receivables from patients and third-party payors at June 30, 2008 was as follows :

Medicaid

,.

Other payors

68

18 %

Medicare

.~---.~-~

100 %

The System proVIdes allowances for uncollectible accounts receivable based upon management 's best estimate of uncollect
ible accounts, considering type, age, collection history, and any other factors as considered appropriate.

In accordance with GASB No. 24, Accounting and Financial Reporting for Certain Grants and Other Financial Assis
tance, the System reponed payments made by the State on behalf of the System for contributions to State group insurance
and retirement programs for System employees, and payments made by the Uruversity on behalf of the Syslem for opera
tions, and maintenance, utility, and insurance costs, These expenditures represent the cost of providing medical services,
regardless of where the funding originates, The expenditures are factored into the Slate's cost-based inpatient reimburse
ment methodologies and considered to be a part of an exchange transaction. Therefore, these costs are refl ected in operating
revenues as payments on behalf of the System and as operating expenses in the appropriate expense category as follows:
Salaries and wages

6,087,000
--5------ ----, _..

Fringe benefits

Supplies and general expenses
Total

83,843.559
-------------_.
5,819,056
S 95,749,615

The System first applies restricted net assets when an expense o r outlay is incurred fo r purposes for which both restricted
and unrestricted net assets are available.
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Accrued compensated absences fo r System personnel arc charged to operations based on earned but unused vacation and sick
leave days including the System's share of Social Security and Medicare taxes. The estimated outstanding liability at June 30,
2008 was 123,281,250. Of that liability, it is estimated that at June 30, 2008, 1173,591 of the accrued compensated absences
liability will be paid out of State of Illinois General Revenue Fund appropriations to the System in years subsequent to June
30, 2008, rather than from current resources available at June 30, 2008.
The Statement of Cash Flows details the change in the cash and cash equivalents balance for the fiscal year. Cash and all
liquid investments with original maturities of ninety days or less are defined as cash and cash equivalents.
Inventories of pharmaceutical and other supplies are stated at the lower of cost or market, determined using the first-in, first
out method.
The preparation of fmandal statements in conformity with accounting principles generally accepted in the United States of
America 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 estimues. A material estimate that is particularly
susceptible to significant change in the near term relates to the detennination of the allowance for doubtful accounts, contrac
tual adjusttnents, and the estimated third party payor senlements.
In accordance with GASB Statement 20, Accounting and Financial Reporting jor Proprietary Funds and Other Govern
mental Entities That Use Proprietary Fund Accounting, the System follows all applicable GASB pronouncements. In addi
tion, the System follows all applicable Financial Accounting Standards Board (FASB) Statements and Interpretations, Ac
counting Principles Board (APB) Opinions and Accounting Research Bulletins of the Committee on Accounting Procedures
issued on or before November 30, 1989 unless those pronouncements conflict with or contradict GASB pronouncements.
The System has elected not to apply PASB pronouncements issued after November 30, 1989.

NOTE 2-CASHAND CASH EQUIVALENTS
The System has cash and certain investments which arc pooled with other Univcrsiry funds for the purpose of securing a
greater return on investment and providing an equitable distribution of investtnent return. Pooled investments, which consist
principally of allowable invesnnents as presented in Note 3 below, are stated at fair market value, as determined by quoted
market prices. Income is distributed based upon average quarterly balances invested in the pooL

NOTE 3 - INVESTMENTS
lIIinois
•
•
•
•
•
•

Statutes govern the investment policies of the University. Allowable investments under these policies include:
Obligations oflhe U.S. Treasury, other federal agencies, and instrumentalities
Interest-bearing savings accounts and time deposits of any bank as defined by the Illinois Banking Act
Corporate bonds and stocks
Commercial paper
Repurchase agreements
Mutual funds

Additionally, the University has investments in real estate and farm properties that are carried at cost, or when donated, at the
fair value at the date of donation. All other investments are carried at their fair value, as determined by quoted market prices
when available, and otherwise by generally accepted valuation principles. Investment income and the change in fair value of
investments are recognized in the fund which owned such investments.
The Board develops University policy on investments and delegates the execution of those policies to its administrative agents.
The University fo llows the State of Illinois Uniform Management of Institutional Funds Act when investing its endowment and
operating funds. The State of Illinois Public Funds Investment Act provides the context and framework for plant fund invest·
ments.
Illinois Statutes require a third party custodian to perfect the University's security interest under repurchase agreements.
The University follows industry standards and requires that securities underlying repurchase agreements must have a fair
va lue of at least 102% of the cost of the repurchase agreement. At June 30, 2008, the System had no repurchase agreements.
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Nearly all of the University's investments are managed by external professional invescment managers, who bave full discretion
to manage their ponfolios subj ect to inve stment policy and manager guidelines esta blished by the University, and in the case
of mUNal funds and other corruningled vehicles, in accordance with the applicable prospectus . The following details the
carrying value of the System's restricted cash and investments as ofJun e 30, 2008:

U.S. Treasury Security
M.rtual Funds - Woney Market
Consolidated Investment Pool

$

40,875,000
690.001
2,306,760

Total Restricted Cash and Investments

$

43,871.761

Inlerest Rale Risk: Interest rale risk is the risk that changes in interest rates will adversely affect the fa ir value of an invest
ment. The University employs multiple investment managers, of which each has specific maNrity assignments related to the
operating funds. The funds are strucNred with different layers of liquidity. Funds expected to be used within onc year are
invested in money market instruments. C ore operating funds are invested in longer maturity invesDnents. Core operating
funds investment manager 's performance benchmarks are Lehman Brothers 1-3 year Govenunent Credit Bond Index and the
Lehman Brothers Intermediate Aggregate Bond Index. The University's manager guidelines provide that the average weighted
duration of the ponfolio, including option positions, not vary from that of their respective performance benchmarks by more
than +/-20 percent. At June 30, 2008, the University's operating funds pool ponfolio had an effective duration of 1.6 years.
At June 30, 2008. all of the System's res tricted cash and investments had maturities less than one year.
Credit Risk: Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. The
University's policy requires that operating funds be invested in fixed income securities and money market instnune nts.
Fixed income securities shall be rated investment grade or bener by one or more nationally recognized statistical rating
organizations. Securities not covered by the investment grade standard are allowed if, in the manager 's judgment, those
instruments are of comparable credit quality. Securities which fall below the stated minimum credit requirements subse
quent to initial purchase may be held at the manager 's discretion. It is expected that the average credit quality of the operat
ing funds will not fail below Standard & Poor 's AA- or equivalent. At June 30, 2008, all of the System's restricted cash and
investments carried a AAA quality rating.
Custodial Credit Risk: Custodial credit risk is the risk that in the event of the failure of the cOUDterparty. the University will not
be able 10 recover the value of its investments or collateral securities that are in the possession of an outside party. Exposure
to custodial credit risk relates to investment securities that are held by someone other than the University and are not registered
in the University'S name . The University investment policy does not limit the value of investments that may be held by an
outs ide party. At June 30, 2008, the University'S investments and deposits had no custodial credit risk exposure.
Co ncentration of Credit Risk: Concentration of credit risk is the risk of loss attributed to the magruNde of the University's
investment ina single issuer. The University's policy provides that the total operating funds ponfolio will be broadly diversified
across securities m a manner that is consistent with fiduciary standards of diversification. This di versification is achieved by
employing multiple investment managers and imposing maximum position limits for each manager. The University's manager
guidelines for operating investments provide that non-U.S. government obligations (other national governments) may not
exceed 10% per issuer and private mortgage-backed and asset-backed securities may not exceed 10% per issuer (unless
collateral is credit independent of the issuer and the security 's credit enhancement is generated internally, in which case the limit
is 25% per issuer). Obligations with other issuers, other than the U.S. government, U.S. agencies, or U.S. government sponsored
corporations and agencies, may not ex.ceed 5%. As ofJune 30, 2008, not more than 5% of the University 's total investments were
invested in securities of any one issuer, excluding securities issued or guaranteed by the U.S. government, mutual funds, and
external investment pools or other pooled investments.
Foreign Cu rrency Risk: Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value
of an investment or deposit. The University'S operating fund investments generally are not exposed to foreign currency
risk.
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Securities Lending: To enhance the return on investment, the Board of Trustees of the University has authorized par
ticipation in a securities lending program. Through its custodian bank, the University loans secutities to independent
third parties . Suc h loans are secured by collateral consis ting of cash, cash equivalents or U.S. Government sec urities
and irrevocable bank letters of credit in an amount not less than 102% of the fair value of the secunties loaned . Any
co llateral securities cannot be pledged or so ld by the Universi ty unless the borrower defaults . The University receives
interest and dividends during the loan period as well as a fee from the custodian. At June 30, 2008, the University has
no credit risk exposure to borrowers because tbe amounts the University owes the borrowers exceed the amounts the
borrowers owe the University. As of lune 30, 2008, approximately $129 ,5 27,000 of the investments reported on the
Unive rsity's Sta tement of Net Assets were on loan , secu red by colla teral with a fair value of approximatel y
$1 32,774,000. The System does not participate in security lending transactions.

NOTE 4 - CAPITAL ASSETS
Capital assets are carried at the System's cost or fair value at the date of a gift. University policy requires the System to
eapitallie all land and collection purchases, equipment at $5.000, buildings and improvements at $ 100,000, and infrastructure
at $1,000,000. Depreciation of buildings and equipment and so ftware is calculated on a straight line basis over the estimated
useful lives (three to fifty years) of the respective assets. The buildings are located on land primari ly owned by the University
and for which there is no charge to the System other than for maintenance.
Capital asset activity for the year ended lune 30, 2008 is summarized as follows:
Cap lcal AU tis
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NOTE 5 - LONG TERM OBLIGATIONS
During fiscal year 1997, Health Services Facilities System Bonds Series 1997A and 1997B (Series 1997A and 1997B Bonds) were
issued for $47,210,000 and $25 ,000,000, respectively. Series 1997A Bonds were current interest fixed rate bonds with
semiannual payments. Series 1997 B Bonds are variable rate bonds which bear interest at a rate detennined weekly and paid
monthly.
On July 19, 2007 the University issued $40,875,000 Variable Rate Demand Health Services Facilities System Revenue
Bonds, Series 2007. Proceeds from the bonds funded the redemption of the Variable Rate Demand Health Services Facili
ties System Revenue Bonds, Series 1997A and paid costs incidental to the issuance of the bonds. This resulted in savings of
$6,858,800 over the life of the issue at present value of approximately S6,062,800.The difference between the reacquisition
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price and net carrying amount of the old debt, loss on refunding was $2,664,300. This loss is deferred and amortized as a
component of interest expense over the remaining life of the old debt or the life of the new debt, whichever is shorter.
On June 26, 2008 the University issued $41 ,215,000 Variable Rate Demand Health Services Facilities System Revenue
Bonds, Series 2008. Proceeds from the bonds will fund the redemption of the Variable Rate Demand Health Services
Facilities System Revenue Bonds, Series 2007 on July 28, 2008 and pay costs incidental to the issuance of the bonds. The
difference between the reacquisition price and net carrying amount of the old debt, loss on refunding will be $3,1 34,000.
This loss is deferred and amortized as a component of interest expense over the remaining life of the old debt or the life of
the new debt, whichever is shorter.
Costs associated with the issuance of the bonds have been recorded as prepaid expense and are being amortized over the life of
the bonds. Amortization was $38,045 for the year ended June 30, 2008.
Long term obligations activity for the year ended June 30, 2008 was as follows:
Long
Series

Yjek! on
Outstanding Debt

IIoIaturay
Dates

Term Obligations

Beginning
Balance

Ending
Balance

Deductions

Current
R::Jroon

Bonds Payable
1997A 5.3% - 5.875%

2008-2027
$ 40,675,000
$ 40,575,000
----------------------------------------------------------------------

700,000
- ----------
40.875,000
_._ ---
. .

..

2008

Variable

41,215,000

2008-2027
61,475,000

Unarrortized Deferred Loss on Refunding
Unarrortized Debt Discount

Other

41,375,000

------{5a3.869)----·-S63,869-------------------82.786,795

44.039.304

4,500,227
4,228,116
-_ ....16.907.816
_.... _.. _------ ---------_._._--------------

Ob~gat.ions

2,945,497

nternal Financing Payable
Total long term debt
Compensated Absences
Tota! Long Term Obligations

102.190,000

------------ - - - - -- - - --- 1 32,9·is ------ i".i:i64,3Ci4" -----i2~5Tf,378i

60,911,131

Total Bonds Payable

82,090.000

41,2 15,000

. -~-- -

41.575,000

-==:: If~~765-) -

99,658,622

41,436,295

_--_

4.157.382
".--...... _.

•.__17,179,927
.....
.. -.

1,415,748

1.529,749

1,245,995

80.764,444

87,287,022

49,683,168

118.368,298

46.839,672

21,656,886

3,206,059

1,581,695

23,281,250

1,332,648

$102,421 ,330

$ 90,493,081

$ 51,264,863

$ 141,649,548

$ 48.172.320

The bonds do not constitute obligations of the State of IlIinois. Bond principal and interest payments are funded from rev·
enues pledged from (a) Net system revenues, principally consisting of all charges, income and revenues received from the
continued use and operation of the System,. excluding depreciation charges and transfers, (b) Medical Service Plan (MSP)
revenues net of bad debt expense, and (c) College of Medicine tuition revenue. These revenues for the year ended June 30,
2008 are as follows:
System net revenues
Adjusted MSP revenues
College of Medicine student tuition
Total

$ 25,921,325
--
" - -_...
153.201,908
---------_._--
35,931,568

$215,054.801
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The resolution authorizing the University of Illinois Health Services Facilities System Revenue Bonds provldes for the establish
ment ofseparate funds as follows: Revenue Fund, Project Fund, Repair and Replacement Reserve, Equipment Reserve, Bond and
Interest Sinking Fund, and Development Reserve. All income and revenues received from the continued use and operation oflht:
System, as provided for by the Bond Resolution, are to be deposited in the Revenue Fund and used to pay necessary operation
and maintenance expenses of the System The Bond Resolution also requires transfers to funds as follows:
Project Fund - at the discretion of the University Comptroller, amounts not needed to complete construction and renovation
projects specified in the Bond Resolution are required to be transferred either to the Repair and Replacement Reserve or to the
Bond and Interest Sinking Fund.
Repair and Replacement Reserve - an amount calculated as specified in the Bond Resolution to provide for the cost ofunusual
maintenance and repairs.
Equipment Reserve - an amount approved by the Board for the acquisition ofmovable equipment to be installed in the facil ities
constituting the System The reserve may not exceed 20010 of the book value of the movable equipment of the System.
Bond and Interest Sinking Fund - amounts transferred into the Bond and Interest Sinking Fund sufficient to pay principal and
interest as it becomes due on the outstanding bonds.
Development Reserve - an amount approved by the Board for System development. No transfers were authorized by the Board
during the year ended June 30, 2008, and there were no balances in the reserve at June 30, 2008.
The System made all required transfers for the year ended June 30, 2008.
After fulfillment ofthe provisions described above, the surplus, if any, remaining in the Revenue Fund may be used at the Board's
option (a) to redeem bonds ofthe System which are subject to earlyrcdemption, (b) to improve or add facilities to the System, or
(c) for any other lawful purpose.
Assets restricted by bond resolution were held for the fo llowing purposes at June 30, 2008:

Restricted Assets:
Gash and cash eqi'.eJents

$

43,825,607

$

43,871,761

-------46,154-

"""'''''''''
Total

Purpose:
Bond refLn:Ii ng
Repair and replacement 185er.e
Bond and inteest sinking In:j

_ L_~!,.1.9_1.: 1~_.

---- ----2,274,499
------_.
106,154
_,. __ ,-:~,~?_1,!?J..

Total assets limited as to use
Less M"IOI.Ilts rE!qJired for current liatilities
Total

(41 ,586,219)
$
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2,285.542

Health Services Facilities System Variable Rate Debt and Interest Rate Swap Agreement
On April 2, 2007 the University entered into a variable-to-fixed interest rate swap agreement with Lehman Brothers Commercial
Banle The purpose of this interest rate swap was to hedge variable rate demand Health Services Facility System revenue
refunding bonds issued in July 2007. The notional amount of the interest rate swap was $40,875,000 and equal to the par amount
of the bonds. The University makes monthly paymenls to the counterparty equal to 3.534% times the notional amou.nt and
receives monthly payments from the cOlmterparty equal to 68% of one-month USOR, commencing October 1, 2007. In the third
and fourth quarte~ of Fiscal Year 2008 there was an unfavorable increase in the basis between the interest paid on the Series
2007 bonds and the variable payment received from the swap counterparty. This was primarily due to reduced demand for the
bonds due to the financial troubles encountered by the bond insurer Ambac.
The University engaged a third-party consultant to calculate the "mark to market" or "market value" of the swap transaction.
On June 30, 2008, the mark to market value of the swap was $(1,471,467). Since this is a negative number, it represents an
approximation of the amoWlt of money that the University would be required to pay the swap provider to terminate the swap .
In accordance with governmental accounting standards, this amount is not required to be included in the accompanying
fmancial statements .
The University has the option to tenninate the swap early. The University or the counterparty may terminate the swap if the
other party fails to perform under the terms of the contract. The University may terminate the swap ifboth credit ratings of
tbe counterparty fall below BBB+ as issued by Standard & Poor's and Baal as issued by Moody's Investors Service. The
counterparty credit rating by Standard & Poor's was A and by Moody's Investors Service was A2, If at the time oftennina
tion the swap has a negative fair value, the University would be liable to the counterparty for a payment equal to the swap's
fair value.
The interest rate swap agreement with Lehman Brothers Commercial Bank will transfer to the Series 2008 bonds on July 28,
2008.

Debt Service Requirements
Future debt service requirements for the Series 1997B, 2007, and 2008 Bonds at June 30, 2008 are as follows:
Principal

Interesl

-~~q~------------- -------------~~~~~~~----..!--~~?.:~~.

2010
1,751,831
------------- -- --._----- ---800,000
--------------
2011
800,000
1,739,027
----------- --------- -- -.- - ------------- --------
2012
1.935,000
1.699.619
..---.-------
2013
1,624,466
.. -.-----_. ---.----_. -2.890,000
-.-----_._._--- .. __.--_.
----
2014·2018
16,215,000
6,739,763
---_. .-- ----- --------------------
2019-2023
19.520.000
4,098,691
.... _--_. _. ----------------- -_.- ---------_._----- ----- -- -- ---- ----
.-~--~------

. -~--- - -- --------~ -

---- - ------------~

,-

2024-2028

Total Debl SaNce
Unamortized Loss on Refunding
Total Bonds Payable

18.455,000

$

102,190,000
.. .. __ ..

,

(2.531.378)

-

,

1,020,358

20,710.456

99.658.622

The required debt service for the variable rate Series 1997B, 2007 and 2008, Bonds has been calculated using the current
interest rate of 3.77%,7.0%, and 1.6% respectively, over the remaining life of the bonds.
Using the actual rate in effect as of June 30, 2008 (7.0% for Series 2007 and 1.6% for Series 2008), debt service require
ments of the variable-rate debt and net-swap payments, assuming current interest rates remain the same for their term, were
as follows . As rates vary, variable-rate bond interest payments and net-swap payments will also vary.
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Health Services Facilities System Reve nue B o nds. Series 2007
V a rlable ·Rate Debt Service Requiremen ts
(in thousands)
Va riab le Rate Certific ate s
Interest
Principal
2009

TOTAL

40.875.000

448.499

$ 4 0.875.000

S 448 .499

In te res t Rate
S waps, Net

Total

41. 323.499

,

$41.323 ..499

H ealt h Ser vices Facilities Sys t em Revenu e BCHld s. Seri es 200e
Variable-Ra t . Deb t Service ReQuirements
(in thousands )
V ariable R. t e Cert ificates
? rlncipal
Interest

TOTAL

$41.215.000

Int.,.st Rate
S .... aps. Net

Total

S i.170.59 4

$58 . 100 .9 44

$ 7.715,350

NOTE 6 - LEASES AND OTHER OBLIGATIONS
As of June 30, 2008 the System had outstanding debt 10 the University of Illinois relating to cenain building renovation
projects completed during the past fiscal years. The agreement between the System and the University of Illinois requires
aIUluai payments including interest at a variable rate which was 4.50% al June 30, 2008. Aggregate annual maturities as of
June 30, 2008 are as follows:

R'incipal

._. __ .....
2009

~.w

2010
-.---------~--

Total

hteres t

S
68,839
.. _.· _____ _· _______ ._w __$w_. _·_·1.245,995
__....... · ............
__._
..__ .

... ---_ ..... __ ._ ..

283.754
1,529.749

$

12,769

$

81.608

Other obligations consist of third pany fmancing arrangements for equipment which have maruri(y dates from 2009 through
2015 and interest rates ranging from 2.87% to 4.25%. As of June 30, 2008, future minimum payments under other
obligations are as follows:
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Principal

Interest

2009

Total minimum payments

$

17,179.926

$1.869.749

The System leases various buildings and equ.ipment under operating lease agreements, including leases renewed on an annual
basis. Total renlal expense under these agreements was $693,615 for the year ended June 30, 2008. In future years, the System
expects to incur annual rental expense in amounts similar to 2008. The future minimum lease payments under operating
leases (excluding those leases renewed on an annual basis) are as follows:

$ ....
323.285
-2009
_....... __ .. -_. ___..... ,,_. ---" ._._._
... ._
".

,,

,

"

_-

2010 ,,_. --_."" -- . , , " " .. -,,--_ ..---- -. 148.086
._,,-_.
113,101
.-2011
__ .-.' ..
.. -. __ .-."---_ ...-.... _.,,- ...
-,,-_.-.

_.--_

117,049
.2012
_....... _.... _...... --" ........ ... .. _. .. __ .... .....
2013
90.071
"

Total Mnirrum Lease Payrrents

$

791.592

NOTE 7 - PATIENT ACCOUNTS RECEIVABLE AND ACCOUNTS PAYABLE AND OTHER
CURRENT LIABILITIES
Patient accounts receivable and accounts payable and other current liabilities, repGrted as current assets and liabilities,
consisted of the following amounts:

Pa tient eccoun ts reeel .... t)le
Patien ts and their Insuranc e carriers
Medicere
Medicaid
Total
Less: allow3nce for unco il ectit)le accounts
Total patient accounts recelwble , net

$

AccounU payable and other current liabilities
Payat)le to emp loye es
Payable 10 suppliers and service providers
Payable to health plans and for worners' com pensallon claims
Estimated th ird parry settlements
TOlal accoun ts payable and other curren t lIat)llItles

65,553.154

13.941.835

-{3·.ii'!J·.440
.... ··;:l.t20·.!J.51
46.140.904
76,423.130

Estimated third party settlements increased $10,885,440 over FY 2007 primarily due to pending negotiations with Medicaid
regarding the increase in payments received during FY 2008 and the proper application of these payments against current and
past receivables.
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NOTE 8 - NET PATIENT SERVICE REVENUE
The Hospital has agreements with third-party payors that provide for payments to the Hospital at established program fa tes or
COSfS, as defined, for rendering services to program beneficiaries. The Hospital provides conlracrual allowances on a current
basis for the differences between charges for services rendered and the expected payments under these programs. The patient
revenues from third-party payor programs less the contractual allowances and provision for uncollectible accounts for fiscal

year 2008 are as fo llows:
$

Medicaid
Medicare

453.650,791
348,193,708

------ -----------447,072,573
--- -- - --- -

,*",'Fro

34,722,025
_."- ---."._----_.

Conmercial

49,603.637

Self-pay & other
Total gross revenue

1,333,242,734
. _- - - > • • - - • • • - - - . 

Less:
Contractual alow ances
Provision fOf uncolectlble accounts

Net Ratient Revenue

(888,713,659)
(26,006,320)
S

418,522,755

A summary ofilie payment arrangements with major third-party payor follows:
Medicare - Inpatient acute care services rendered to Medicare program beneficiaries are paid at prospectively determined rates
per discharge, These rates vary according to a patient classification system that is based on clinical, diagnostic and other factors .
Inpatient skilled nursing services are paid at prospectively determined rates that are based on the patients' acuity. Other inpatient
nonacute services, and defined medical education costs related to Medicare beneficiaries are paid based on a cost reimbursement
methodology. The Hospital is reimbw-sed for certain services at tentative rates with final settlement determined after submission
of annual cost reports by the Hospital and audits thereof by the Medicare fiscal intermediary. Substantially all outpatient
services are subject to a prospective payment system Under this system, payments to the Hospital are based on a predetermined
package rate based on services provided to patients. The System is reimbursed for cost reimbursable items al a tentative rate v.ith
fmal settlement detennined after submission of annual cost reports by the System and audits thereof by the Medicare fiscal
intermediary. At June 30, 2008 aU Medicare settlements for 2008, 2007, and 2006 are subject to audit and retroactive adjustment.
Medicaid - Inpatient services rendered to Medicaid program beneficiaries are reimbursed at prospettively determined rates-per
discharge. Outpatient services rendered to program beneficiaries are reimbursed at prospectively determined rales.
Blue Cross - Inpatient and outpatient services rendered to Blue Cross subscribers are reimbursed under a cost reimbursement
methodology. The System is reimbursed at a tentalive rate with final settlement determined after submission of annual cost
reports by the System and audits thereof by Blue Cross. At June 30, 2008, the Blue Cross settlements for 2008 and 2007 are
subject to audit and retroactive adjusnnent.
The System also has payment agreements with certain commercial insurance carriers, health maintenance organizations and
preferred provider organizations. The basis for payment under these agreements include prospectively detennined rates-per
disc harge, discounts from established charges, prospectively determined daily rates, and capilated per member per month rates.

NOTE9-RETIREMENTANDPOSTEMPLOYMENTBENEnTS
Substantially all employees of the System panicipale in the State Universities Retirement System of Illinois (SURS), a cost-sharing
multiple-employer defined-benefit pension plan. The University contributes 10 the plan with a spedal funding situation whereby
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the State of l11inois makes substantially all actuarially detennined required contributions on behalf of the participating em
ployers. The University contributions include payments for System employees covered under the plan ~
SURS was established July 21, 1941 to provide retirement annuities and other benefits for staff members and employees of the
State universities, certain affiliated organizations, and certain other State educational and scientific agencies and for survivors,
dependents, and other beneficiaries of such employees. SURS is considered a component unit of the State of Illinois' financial
reporting entity and is included in the State's financial reports as a pension trust fund. SURS is governed by Section 5/15, Chapter
40, of the Illinois Compiled Statutes . SURS issues a publicly available financial report that includes fmancial statements and
required supplementary information. That repaIt may be obtained by writing to SURS, 1901 Fox Drive, Champaign, IL 61820 or by
calling 1-800-275-7877.
Eligible employees must participate upon initial employment. Employees are ineligible to participate if (a) employed after
having attained age 68; (b) employed less than 50 percent of full-time; or (c) employed less than full-time and attending
classes with an employer. Of those University employees ineligible to participate, the majority are students at the University.
Plan members are required to contribute 8.0% of their annual covered salary and substantially all employer contributions are
made by the State of Illinois on behalfofthe individual employers at an actuariallydetennined rate. The current rate is 12.88% of
annual covered payroll. The contribution requirements ofplan members and employers are established and may be amended by
the Illinois General Assembly. The University's contributions to SURS for the years ended June 30, 2008, 2007 and 2006,
were $174,318,000, $138,499,000, and $101,570,000, respectively, equal to the required contributions for each year.
The State provides health, dental, vision, and life insurance benefits for retirees and their dependents in a program adminis
tered 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 health, 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 the 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 after January 1, 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 the annual salary of the last day of employment until age 60, at which time the benefit
becomes $5,000.
The State pays the System's portion of employer costs for the benefits provided. 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 Stale
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 deparnnenl or component unit for annuitants and their dependents nor active employees and their dependents.
A sununary of post-employment benefit provisions, changes in benefit provisions, employee eligibility requirements in·
eluding eligibility for vesting, and the authority under which benefit provisions are established are included as an integral part
of the financial statements of the Department of Healthcare and Family Services. A copy of the financial statements of the
Department of Healthcare and Family Services may be obtained by writing to the Department of Healthcare and Family
Services, 201 South Grand Ave., Springfield, Illinois, 62763-3838.
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NOTE 10 - RELATED PARTY TRANSACTIONS
The University charged the System for administrative and other services totaling $10,825,000 in 2008, based upon the gross
expenditures and debt service transfers of various operations of the System. These charges represent a portion of the esti
mated administrative and other service costs incurred by the University in support of the System An additional $11,906,056
was paid by the University on behalf of the System for salaries and utility costs for the year ended June 30, 2008, and ilrc
reported as Payments on behalf of the System
Most health care services rendered by physicians at the University ilrc charged, billed ilnd collected through the Medical
Service Plan (MSP). For ambulatory care services, there is a charge for both a professional and technical component. The
System bills ilnd collects on behalf of the MSP for the professional component of ambulalOry care services. Based on the
underlying agreements between the MSP and the University, the System remits funds collected to the MSP. Total MSP
remittances from the System for the year ended June 30, 2008 relating to the billing and collection of physician fees ilnd the
delivery of ambulatory care were $11,159,672.
During 2008, various departments within the College of Medicine agreed to reimburse the System fo r a portion of the ex
penses related to the residem and fellowsh ip training program This reimbursement, which totaled approximately $1,901,715
has been reflected in the financial statements as a reduction of the related expenses.

NOTE 11- COMMITMENTS AND CONTINGENCIES
Contingencies
The University (including the System) is involved in regulatory audits arising in the nonnal course of business. On June 8,
2007, a notice was received from the Office of Inspector General on behalf of the Illinois Department of Healthcare and
Family Services (HFS) indicating that the University received an overpayment of$14.8 million on behalfof Medicaid patients,
of which SIO million and $4.8 million related to the University's College ofPhannacy and the System, respectively. University
managemem is in the process of contesting this overpayment and estimates the System's portion of the probable liabnityrelated
to this overpayment is appro1timalely $3.3 million, which has been reflected in the System's financial position and results from
operations as of June 30, 2008. During fiscal year 2008 the University submitted additional docwnentation and evidence of
its positions. HFS conducted a re-audit and on June IS, 200S issued a revised notice of audit findings reducing tbe overpay
ment from $14.S million to $S.6 million, primarily effecting the College of Pharmacy 's portion of the findings. The Univer
sity continues to contest the findings and is pursuing its administrative options. It is estimated that the System's liability of
$3.3 million remains sufficient to cover the probable outcome of the audit.

Accr ued Self-Insurance and Legal Actions
The University (including the System) is a defendant in a number of legal actions primarily related 10 medical malpractice.
These legal actions have been considered in estimating the University's accrued self-insurance liability which covers hospital
and clinical patient liability; hospital and medical professional liability; estimated general and contract liability; and workers'
compensation liability. At June 30, 200S the University's total accrued self·insurance liability, discounted at a rate of 5.5%. was

Sm,168,675.
The University'S accrued self-insurance includes $124,287,496 at June 30, 2008, fo r the most probable and reasonably estimable
ultimate cost ofurunsured medical malpractice liabilities. Ultimate cost consists of amounts estimated by the University's risk
management division and actuaries for asserted claims, unasserted claims arising from reported incidents, expected litigation
expenses and amounts detenruned by acruaries using relevant industry data and Hospital specific data to cover projected losses
for claims incurred but not yet reported. The System contributes to the Univers ity's self insurance reserve through annual
assessments for claim exposure. Therefore, no liability related to medical malpractice claims is included in these financial
statements but is reflected in the University 'S financial statements.
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The University has contracted \vith several corrunercial carriers to provide varying levels and upper limits of excess indemnity
coverage. These coverages have been considered in determining the required accrued self· insurance liability.
Amounts of accrued self·insurance liability related to the activities of the System are calculated based upon estimates made
by the University's actuaries and the University's risk management division. For the year ended June 30, 2008, the System's
calcu lated required contribution for its portion of the University's self·insuranee liability was $13,287,000. The University is
responsible for the payment of claim judgements and settlements acrually incurred, and therefore no accrued sclf·insurance
liabi.lity has been recorded by the System. These amounts are reported as supplies and general expenses in the Statement of
Revenues, Expenses, and Changes in Net Assets.
Because the amounts accrued by the University are estimates, the aggregate claims actually incurred could differ significantly
from the accrued self-insurance liability at June 30, 2008. Changes in these estimates for claims related to the activities of the
System \viii be charged by the University to the System and reflected by the System in the Statement of Revenues, Expenses, and
Changes in Net Assets in the periods when additional information is available.
The total of amounts claimed under legal actions, including potential settlements and amounts relating to losses incUITed but
not reported, couJd exceed the amount of the self-insurance liability. In the opinion ofthe University's administrative officers, the
University's self-insurance liability, including the System's portion, and limited excess indemnity insurance coverage from com·
mercial carriers are adequate to cover the ultimate liability of these legal actions, in all material respects.

NOTE 12-SUBSEQUENTEVENT
On July 28, 2008, the University refunded Variable Rate Demand Health Services Facilities System Revenue Refunding Bonds
Series 2007 in the amoUDt of$40,875,000. The proceeds from Series 2008 bonds were used to retire the Series 2007 dcbt.
Please refer to Note 5 for details regarding this debt refunding.
Lehman Brothers Commercial Bank is the counterparty for the variable-to-fixed interest rate swap agreement which was trans
ferred to the Health Services Facilities System (HSFS) Series 2008 on July 28,2008. Lehman Brothers Holdings, Inc . filed for
Chapter 11 bankruptcy protection on September 15th, 2008. Lehman Brothers COrnmer1cal Bank is a subsidiary of Lehman
Brothers Holdings, Inc. Lehman Brothers Commerical Bank did not file for bankruptcy. Lehman Brothers Commerical Bank was
downgraded to B3 by Moody's on September 15, 2008 and to D by Standard & Poor's on September 16, 2008. TItis downgrade
gave the University the option to terminate the HSFS Series 2008 interest swap agreement. The mark to market value of the swap
on September 17,2008 was ($2,915,000). TItis is approximately the amount that the University would have to pay 10 tenninate the
interest rate swap.
The System has outstanding bonds that have variable interest rates. These inte rest rates are tied to various indexes which
reset on a weekly basis. Subsequent to year-eod, the interest rates on these variable rate bonds flucruated upward due to
volatile market conditions. After September 2008, these flucruations in interest rates have trended downward to rates similar to
those disclosed at June 30, 2008. The interest that was paid, after year-end and prior to issuance of this report, due to these
fluctuations did not have a material impact on the overall financial position of the System.
On August 22, 2008, the University received a letter from the Office of Inspector General relating to the audit by the Illinois
Department of Healthcare and Family Services mentioned in Note 11. The letter stated the overpayment owed by the Univer
sity was reduced to approximately $5 million dollars.
The System has pooled cash and certain investtnents with other University funds in the University's investtnenl portfolio.
During fiscal year 2008, financial markets as a whole have incurred declines in values. Subsequent to fiscal year end, the
University's investment portfolio, has also incurred a decline in the values reported in the accompanying financial state·
ments. However, because the values of individual investments flucruate with market conditions, the amount of investment
losses that the System will recognize in its future fmancial statements, if any, cannot be determined.
This infonnaliOflls an in tegral part oflhe accompanymg financial St3tcmen{5.
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