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Public School Teachers' Pension and Retirement Fund of Chicago

93RD ANNUAL REPORT OF THE BOARD OF TRUSTEES
For the Fiscal Year Ended August 31, 1988

A SUMMARY OF THE YEAR'S OPERATION

It is my pleasure to present on behalf of the Board of Trustees, the 93rd Annual Report of
the Board of Trustees for the fiscal year ended August 31,1988. The Board of Trustees is
responsible for administration of the Fund pursuant to the provisions of the Illinois
Revised Statutes, and one of its important responsibilities is the preparation of an annual
report regarding the results of the Fund's operations. This annual report is presentbd as a
timely summary of the Fund's operations and financial condition for the year ended
August 31,1988. The report consists of the following sections: (1) An introductory section
containing a summary of the year's operations; (2) The Actuary's Report, containing the
report of the Fund's actuary, Sandor Goldstein, F.S.A., based on an actuarial valuation of
the Fund as of August 31, 1988; (3) The Accountant's Report which contains financial
statements reflecting the results of an independent audit conducted by the firm of Ernst &
Whinney, certified public accountants; (4) An appendix containing a summaryof the prin-
cipal provisions of the Fund.

This annual report is supplemented by the following two publications: Actuarial Statistics
and Investment Report. These publications provide detailed information regarding the
operations of the Fund.

OVERVIEW
The past year was one of continued growth for the Fund both in terms of assets and bene-

, fits paid. During the past year, benefits in excess of $127 million were paid to more than
10,000 pensioners and survivors. As of the end of the year, the invested assets of the
Fund amounted to approximately $2,8 billion at book value, and $2.9 billion at market
value.

REVENUES
The revenues needed to finance the benefits provided under the Fund are accumulated
through collection of employer and employee contributions as well as through earnings
on invested assets. For the year ended August 31, 1988 these revenues totaled $485.7
million, representing a decrease of $2.0 million over the total revenues for 1987.

1988 1987 Increase
Sources of Revenue (Millions) (Millions) (Decrease)
Employee contributions $ 68.9 $ 67.4 $ 1.5
Employer contributions 129.7 136.0 (6.3)
Investment earnings 287.1 284.3 2.8
Total revenues $485.7 $487.7 $(2.0)
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The increase in employee contributions was due to an increase in average annual
earnings of active members. The decrease in employer contributions resulted from a
decrease in the State appropriations.

The increase in investment earnings resulted primarily from greater interest earnings On
the bond portfolio.

EXPENSES
The expenses paid by the Fund include pensions, refund payments, death benefits, and
administrative expenses. Expenses for 1988 totaled $139.6 million, representing anincrease of $12.6 million over 1987.

1988 1987 Increase
Expenses (Millions) (Millions) (Decrease2
Pensions $130.0 $117.7 $12.3
Refunds 6.7 6.5 .2Death benefits 1.7 1.8 (.1)Administrative expenses 1.2 1.0 .2
Total $139.6 $127.0 $12.6
The increase in pensions resulted primarily from growth in the number of pensioners anda higher average pension payment.
FUNDING
The actuarial liability of the Fund as of August 31, 1988 amounted to $4,191.5 million.The actuarial value of assets as of the same date amounted to $3,157.3 million, resultingin an unfunded actuarial liability of $1,034.2 million. The funded ratio, or ratio of assets tothe actuarial liability is 75.3%. In comparison, as of August 31,1987, the unfunded liabil-ity was $1,091.6 million, and the funded ratio was 72,3%. This decrease in unfundedliability and increase in funded ratio is attributable to investment earnings in excess ofthe actuarially assumed rate of 7% per year as well as changes made in the actuarialassumptions for the 1988 actuarial valuation.
A high funding level gives members a greater degree of assurance that their pensionbenefits are secure. The advantage of a well funded retirement system is that memberscan look to assets that are irrevocably committed to the payment of their retirementbenefits. Although the current level of funding is very good in comparison with pastyears, constant effort should be directed to improving this level, thereby assuringmembers of a financially sound pension fund.
INVESTMENTS
A recent analysis done by an independent actuarial firm (Garbriel, Roeder, Smith & Co.)shows the stock portfolio with an annualized rate of return of 14% over a period of141/4 years.

As of August 31, 1988, the invested assets of the Fund totaled $2,819 million at bookvalue and $2,900 million at market value. So even in a fiscal year when the stock marketfell by over 25%. the Fund's market value continues greater than the book value.
LEGISLATIVE DEVELOPMENTS
House Bil12715 was passed in the 1987 fall session of the General Assembly and signedinto law by the Governor on December 9, 1987 as Public Act 85-964. The legislationmade two important changes in the provisions of the Fund.
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(1) It increased the maximum amount that may be used by the Fund in any one year to
reimburse pensioners for their health insurance expenses from $3,000,000 to
$8,000,000. On the basis of this increase in the maximum reimbursable amount, the
Trustees approved a reimbursement of 65% of pensioners' health insurance premiums
for fiscal year 1988.

(2) The legislation also prohibits any member convicted of a felony arising out of or in
connection with his or her service as a teacher from receiving pension benefits from
the Fund.

CONCLUDING COMMENT
This report is presented, as is appropriate, to all those who wish to follow the progress of
the Fund through the years. The investment and operational policies of the Board of
Trustees provide Chicago teachers with a sense of security for tomorrow and an equaled
and ongoing record of service.

The Fund's management is currently installing an in-house computer system to process
information presently being done by an outside firm. This should result in lower operating
costs and still better service to teachers.

My heart-felt thanks to each and every Trustee for their persistent and diligent attention
' to the affairs of the Fund and to the Fund's entire staff for their continuing outstanding

performance.

Rul.  WILL
ROBERT I WILKIE
President
Board of Trustees
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ACTUARY'S REPORT
on the

Public School Teachers' Pension and Retirement Fund of Chicago

S. Goldstein and Associates One North LaSalle Street
Suite 4220
Chicago, Illinois 60602
(312) 726-5877

February 6, 1989

Board of Trustees
Public School Teachers' Pension

and Retirement Fund of Chicago
205 W. Wacker Drive
Chicago, Illinois 60606

Re: Actuarial Valuation As Of August 31, 1988

Ladies and Gentlemen:

I am pleased to submit my actuarial report on the financial position and

funding requirements of the Public School Teachers' Pension and Retirement
Fund of Chicago based on the actuarial valuation as of August 31, 1988.

The report consists of 10 Sections and 3 Appendices as follows:

Section A - Purpose And Summary
Section B - Data Used For Valuation
Section C - Fund Provisions
Section D - Actuarial Assumptions and Cost Method
Section E - Actuarial Liability
Section F - Employer's Normal Cost
Section G - Employer's Funding Requirement
Section H - Reconciliation of Change in Unfunded Liability
Section I - Present Value of Credited Projected Benefits
Section J - Certification
Appendix 1 - Summary of Actuarial Assumptions
Appendix 2 - Summary of Principal Provisions
Appendix 3 - Glossary of Terms

I would be pleased to discuss any aspects of this report with you at your

convenience.

Respectfully submitted,

4' 4- 9=2
Sandor Goldstein
Fellow of the Society of Actuaries
Enrolled Actuary No. 3402
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A. PURPOSE AND SUMMARY
We have carried out an actuarial valuation of the Public School Teachers' Pension and
Retirement Fund of Chicago as of August 31,1988. The purpose of the valuation was to
determine the financial position and funding requirements of the pension fund. This
report is intended to present the results of the valuation. The results of the valuation are
summarized below:

1. Total actuarial liability $4,191,547,619
2. Actuarial value of assets 3,157,340,452
3. Unfunded actuarial liability 1,034,207,167
4. Funded Ratio 75.3%
5. Employer's normal cost (percent of payroll) 7.70%
6. Employer's annual contribution requirement

of normal cost plus interest on unfunded actuarial liability $ 142,792,010
7. Employer's annual contribution requirement

as a percent of payroll 16.17%
8. Actuarial present value of credited projected benefits $3,868,940,717

B. DATA USED FOR THE VALUATION
Participant Data. The data required to carry out the valuation was supplied by the
Fund. The membership of the Fund as of August 31,1988 on which the valuation was
based is summarized in Exhibit 1. It can be seen that there were 28,141 contributors
and 10,708 pensioners and other beneficiaries included in the valuation. The total
active payroll as of August 31, 1988 was $882,872,244.

EXHIBIT 1
Summary of Membership Data

1. Number of Members.
(a) Contributors 28,141
(b) Members Receiving

(i) Retirement Pensions 9,060
(ii) Disability Pensions 298
(iii) Survivor Pensions 1,300
(iv) Reversionary Pensions 50

(c) Total 38,849
2. Annual Salaries

(a) Total Salary $882,872,244(b) Average Salary $31,373
3. Total accumulated contributionsof contributors $663,813,480
4. Annual Benefit Payments Currently Being Made(a) Retirement Pensions $116,219,860

(b) Disability Pensions 2,755,714(c) Survivor Pensions 4,869,787(d) Reversionary Pensions 202,101

Assets. The asset values used for the valuation were based on the asset information
contained in the audited financial statements of the Fund as of August 31, 1988. For
purposes of the valuation, the book value of the assets of the Fund less the amount ofcurrent liabilities was adjusted by 50% of the average excess of market value
of assets over book value of assets as of the last 3 fiscal year ends. The resulting

6



actuarial value of assets was $3,157,340,452. The development of this value is outlined
in Exhibit 2.

EXHIBIT 2
Actuarial Value of Assets

1. Total Book Value of Assets $2,953,560,574
2. Current Liabilities 25,259,851
3. Net Assets at Book Value (1 -2) $2,928,300,723
4. 50% of Average Excess of Market Value of Assets

Over Book Value of Assets
Over Last Three Years 229,039,729

5. Actuarial Value of Assets (3 + 4) $3,157,340,452

C. FUND PROVISIONS
The actuarial valuation was based on the provisions of the Fund in effect as of August
31, 1988 as provided in Article 17 of the Illinois Pension Code. A summary of the princi-
Pal provisions of the Fund is provided in Appendix 2.

D. ACTUARIAL ASSUMPTIONS AND COST METHOD
On the basis of an experience analysis of the Fund over the three year period 1985
through 1987, certain changes in actuarial assumptions were made for the August 31,
1988 actuarial valuation. The changes in assumptions were as follows: (1) The interest
rate assumption was increased from 7.0% to 7.5%; (2) The salary increase assumption
was increased from 5.5% to 6.00/0; and (3) The mortality assumption for active
members was changed from the UP-1984 Mortality Table, rated down three years, to
the 1982 GBB Teachers' Table. We have estimated that the changes made in the
actuarial assumptions for the August 31, 1988 actuarial valuation had the effect of
decreasing the Fund's actuarial liability by $108,945,570.
The actuarial assumptions used for the current valuation are outlined in Appendix 1.
In our opinion, the actuarial assumptions used for the valuation are reasonable in the
aggregate, taking into account fund experience and future expectations, and represent
our best estimate of anticipated experience.
The entry age actuarial cost method was used for the valuation. This is the same cost
method that was used in previous valuations.

E. ACTUARIAL LIABILITY
The actuarial liability as determined under the valuation for the various classes of
members is summarized in Exhibit 3. The total actuarial liability is then compared with
the actuarial value of assets in order to arrive at the unfunded actuarial liability. (The
actuarial terms used in this report are defined in Appendix 3.)

As of August 31, 1988, the total actuarial liability is $4,191,547,619, the actuarial value
of assets is $3,157,340,452, and the unfunded actuarial liability is $1,034,207,167. The
ratio of the actuarial value of assets to the actuarial liability, or funded ratio, is 75.3%.

7



EXHIBIT 3
Actuarial Liability as of August 31, 1988

1. Actuarial Liability For Active Members
(a) Basic Retirement Pension $2,204,962,823
(b) Post Retirement Increase 446,321,474
(c) Lump Sum Death Benefit 7,354,627
(d) Survivor's Pension 235,288,458
(e) Disability Pension 18,978,596
(D Withdrawal Benefit 33,297,938
(g) Total $2,946,203,916

2. Actuarial Liability For Members Receiving Benefits
(a) Retirement Pensions $1,105,013,141
(b) Survivor Pensions 41,478,628
(d) Disability Pensions 35,152,356
(e) Total $1,181,644,125

3. Actuarial Liability For Inactive Members $ 63,699,578

4. Total Actuarial Liability $4,191,547,619

5. Actuarial Value of Assets $3,157,340,452

6. Unfunded Actuarial Liability $1,034,207,167

7. Funded Ratio 75.3%

F. EMPLOYER'S NORMAL COST
The employer's share of the normal cost for the year beginning September 1, 1988 is
developed in Exhibit 4. Forthe year beginning September 1,1988, the total normal cost
is estimated to be $138,591,886, employee contributions are estimated to be
$70,629,780, resulting in the employer's share of the normal cost of $67,962,106.
Based on a payroll of $882,872,244 as of August 31,1988, the employer's share of the
normal cost can be expressed as 7.70% of payroll.

EXHIBIT 4
Employer's Normal Cost For Year Beginning September 1,1988

Per Cent
Dollar Amount Of Payroll

1. Basic Retirement Pension $ 87,551,033 9.92%
2. Post Retirement Increases 17,734,138 2.01
3. Lump Sum Death Benefits 607,510 .07
4. Survivor's Pension 11,403,553 1.29
5. Disability Benefits 1,934,603 .22
6. Withdrawal Benefits 11,321,206 1.28
7. Health Insurance Reimbursement 6,900,000 .78
8. Administrative Expenses 1,139,843 .13
9. Total Normal Cost $138,591,886 15.70%

10. Employee Contributions 70,629,780 8.00
11. Employer's Share of Normal Cost $ 67,962,106 7.70%

Note. The above figures are based on a total active payroll of $882,872,244 as of
August 31, 1988.

8
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G. EMPLOYER FUNDING REQUIREMENT FOR
YEAR BEGINNING SEPTEMBER 1, 1988
The employer's funding requirement of normal cost plus interest on the unfunded
liability for the year beginning September 1, 1988 is developed in Exhibit 5.
A number of organizations that have advocated actuarial funding for public retirement
systems have recommended that as a minimum, public employers contribute annually
an amount equal to "normal cost plus interest on the unfunded liability". By paying the
normal cost each year, the accruing cost of pensions is met as service is rendered by
employees. By paying interest on the unfunded liability, the unfunded liability is stabil-
ized. Although no attempt is made to pay off the unfunded liability, this approach is
nevertheless generally considered to be acceptable for public retirement systems
where permanence can be taken for granted and full funding is not regarded as
essential.
As can be seen from Exhibit 5, for the year beginning September 1,1988, the employer
funding requirement of normal cost plus interest on the unfunded liability amounts to
$142,792,010, or 16.17% of payroll.

EXHIBIT 5
Funding Requirement For Year Beginning September 1,1988

Per Cent
Annual Amount Of Payroll

1. Employer's Share of Normal Cost $ 67,981,163 7.70%
2. Interest on Unfunded Actuarial Liability 74,810,847 8.47
3. Normal Cost Plus Interest on Unfunded

Actuarial Liability $142,792,010 16.17%

Note. The above figures are based on a total active payroll of $882,872,244 as of
August 31, 1988.

H. RECONCILIATION OF CHANGE IN UNFUNDED ACTUARIAL
LIABILITY
The net actuarial experience during the period September 1, 1987 to August 31, 1988
resulted in a decrease of $57,392,878 in the Fund's unfunded actuarial liability. This
decrease in unfunded actuarial liability is a result of several kinds of gains and losses.
The financial effect of the most significant gains and losses is illustrated in Exhibit 6.

The employer funding requirement for the year of normal cost plus interest on the
unfunded actuarial liability amounted to $136,794,102, whereas the actual employer
contribution for the year amounted to $129,411,379. Thus, the employer contribution
for the year fell $7,382,723 short of the funding requirement of normal cost plus interest
on the unfunded liability. Had all other aspects of the Fund's experience been in line
with the actuarial assumptions, the unfunded liability would have increased by this
amount.
The net rate of investment return earned bythe Fund during the year was approximately
10.9%, in comparison to the assumed rate of 7%. This resulted in a decrease in the
unfunded liability of $104,246,593. Salaries increased at an average rate of 6.8%, in
comparison with an assumed rate of 5.5%. This resulted in a increase in the unfunded
liability of $35,693,749.
Changes in actuarial assumptions resulted in a decrease in the unfunded liability of
$108,945,570. The various other aspects of the Fund's experience resulted in a net
increase in the unfunded liability of $112,722,813.
The aggregate financial experience of the Fund resulted in a decrease in the unfunded
liability of $57,392,878.

9



EXHIBIT 6
Reconciliation of Change in Unfunded Actuarial Liability
Over the Period September 1, 1987 to August 31, 1988

1. Unfunded actuarial liability as of 9/1/87 $1,091,600,045

2. Employer contribution requirement of normal cost plus interest
on unfunded liability for period 9/1/87 to 8/31/88 136,794,102

3. Actual employer contribution for the year 129,411,379

4. Increase in unfunded liability due to employer
contribution being less than normal cost plus interest
on unfunded liability 7,382,723

5. Decrease in unfunded liability due to
investment return greater than assumed 104,246,593

6. Increase in unfunded liability due to
salary increases greater than assumed 35,693,749

7. Decrease in unfunded liability due to changes in
actuarial assumptions 108,945,570

8. Increase in unfunded liability due to other sources 112,722,813

9. Net decrease in unfunded liability for the year (5 +7-4-6- 8)$ 57,392,878

10. Unfunded Actuarial Liability as of August 31, 1988 (1 - 9) $1,034,207,167

L ACTUARIAL PRESENT VALUE OF CREDITED
PROJECTED BENEFITS.
In November 1986, the Governmental Accounting Standards Board (GASB) issued
Statement No. 5 entitled Disclosure of Pension Information by Public Employee Retire-
ment Systems and State and Local Governmental Employers. The statement estab-
lishes standards of disclosure of pension information by public employee retirement
systems.

GASB Statement No. 5 requires the disclosure of the actuarial present value of credited
projected benefits as the standardized measure of the accrued pension obligation. This
measure represents the discounted value of the amount of benefits estimated payable
in the future as a result of employee service to date, computed by attributing an equal
benefit amount to each year of service of the employee.

We have therefore calculated the actuarial present value of credited projected benefits
as part of the actuarial valuation. The results of our calculations are shown in Exhibit 7.
It can be seen from Exhibit 7 that the actuarial present value of projected benefits as of
August 31,1988 amounts to $3,868,940,717, and the unfunded actuarial present value
of credited projected benefits amounts to $940,639,994.
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EXHIBIT 7
Actuarial Present Value of Credited Projected Benefits
1. For members receiving benefits and for inactive members $1,245,343,703

2. For current employees
Accumulated employee contributions 663,813,480
Employer-financed vested 805,830,348
Employer-financed nonvested 1,153,953,186

3 Total actuarial present value of
credited projected benefits $3,868,940,717

4. Net assets available for benefits, at cost
(Market value is $3,009,366,003) $2,928,300,723

5. Unfunded actuarial present value of credited
projected benefits $ 940,639,994

J. CERTIFICATION
This actuarial report has been prepared in accordance with generally accepted actuar-
ial principles and practices and to the best of my knowledge, fairly represents the
financial condition of the Public School Teachers' Pension and Retirement Fund of
Chicago as of August 31, 1988.

Respectfully submitted

S~4361/
Sandor Goldstein
Fellow of the Society of Actuaries
Enrolled Actuary No. 3402
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ACTUARIAL APPENDIX
APPENDIX 1

SUMMARY OF ACTUARIAL ASSUMPTIONS AND
ACTUARIAL COST METHOD

Mortality Rates. (1) For active members: The 1982 GBB Teachers' Table. (2) For pen-
sioners: The UP-1984 Mortality Table, rated down three years.

Termination Rates. Termination rates based on the recent experience of the Fund. The
following is a sample of the termination rates that were used:

Terminations Per
AgE 1 , 000 Members
20 148
25 104
30 63
35 34
40 19
45 12
50 8
55 and over 0

Disability Rates. Disability rates based on the recent experience of the Fund, The
following is a sample of the disability rates that were used:

Disabilities Per
Ag~ 1 ,000 Members
20 .6
30 .7
40 1.0
50 2.0
55 and over 0

Retirement Rates. Rates of retirement for each age from 55 to 70 based on the recent
experience of the Fund were used. The following are samples of the rates of retirement
that were used:

Retirements Per
Age 1 ,000 Members
55 39
60 124
65 315
70 1,000

Salary Progression. 6.0% per year, compounded annually.
Interest Rate. 7.5% per year, compounded annually.
Marital Status. 75% of participants were assumed to be married.
Spouse's Age. The age of the spouse was assumed to be 1 year older than the age of
the employee.
Actuarial Value of Assets. The book value of the assets of the Fund was increased by
50% of the average excess of the market value of assets over the book value of assets
as of the last three year ends.
Actuarial Cost Method. The entry age actuarial cost method was used, with costs
allocated on the basis of earnings.

12



APPENDIX 2
SUMMARY OF PRINCIPAL PROVISIONS

1. Eligibility for Pension. The right to a retirement pension vests (1) after 20 years of
validated service, with the pension payable at age 55 or over; or (2) after 5 years of
validated service, with the pension payable at age 62 or over.

2, Amount of Retirement Pension. The rate of retirement pension is 1.67% of "final
average salary" for each of the first 10 years of validated service, 1.90% for each of the
next 10 years, 2.10% for each of the next 10 years, and 2.30% for each year above 30.
The maximum pension is 75% of final average salary or $1,500 per month, whichever
is greater.
3. Final Average Salary Defined. "Final average salary" for pension computation is
the average of the highest rates of salary for any 4 consecutive years of validated ser-
vice within the last 10 years of service.
4. Reduction in Pension For Early Retirement. Except for retirement after 35 years of
service, the retirement pension in the case of retirement prior to age 60 is reduced 1/2 of
1% for each month that the teacher is under age 60.
5, Early Retirement Without Discount. A member who is over age 55 and has 20 to
35 years of creditable service may elect to retire without the discount for retirement
under age 60. A one-time contribution, based on the member's age at retirement, must
be made by the member and the Board of Education in order to exercise this option.

6. Non-Duty Disability Retirement. A disability retirement pension is payable in the
event of total and permanent disability for teaching service after 10 or more years of
service, irrespective of age. The rate of pension is 1 %% of average salary for each year
of service. Upon disability retirement after 20 years or more of contributing service, but
under age 55, the accrued retirement pension is payable, discounted 1/2 of 1 % for each
month the disabled teacher is under age 55, down to a minmum age of 50 years.

If total service is 20 years or more and the member has attained age 55, the accrued
retirement pension is payable without reduction. After 25 years of service, regardless of
age, the accrued retirement pension is payable without reduction.

7. Duty Disability Benefit. A duty-connected disability benefit is provided equal to
75% of final average salary upon total incapacity for teaching service as a result of an
injury sustained while in the performance of teaching service. The benefit is reduced by
"Workmen's Compensation" payments.

8. Post-Retirement Increases. Automatic annual increases in pension equal to 3% of
the base pension are provided. The increases accrue from the anniversary date of
retirement or the 61 st birthday, whichever is later.

9. Survivors' Pensions. Pensions are payable to survivors of teachers and pensioners
under the following conditions:

Upon the death of a teacher or pensioner occurring on or after July 1, 1981, the
maximum benefit is $400 per month to a spouse alone and $600 per month if there are ··
other dependents. Payment of a survivor's pension is conditioned upon marriage
having been in effect at least 11/2 years prior to death or retirement. On death after
retirement, the total survivor's pension may not exceed the retirement or disability
pension paid to the deceased pensioner.

Upon the death of a teacher or pensioner occurring after December 31, 1986, the
minimum total survivor's pension payable shall be 50% of the earned retirement
pension of such teacher or pensioner.

13



if the surviving spouse is under age 50, and no unmarried minor children under age 18
survive, payments of the survivor's pension is deferred until age 50. Remarriage of a
surviving spouse under the age of 55 results in a termination of pension.
10. Reversionary Pension. By accepting a reduced retirement pension, a member
can provide a reversionary pension for a surviving beneficiary. If the reversionary
Pension was elected on or after January 1, 1984, and the beneficiary survives the date
of the teacher's retirement, but does not survive the retired teacher, the teacher's
Pension shall be restored to the full pension amount.
11. Refund of Contributions. Upon separation of service, a teacher is entitled to
receive a refund of his total contributions and those contributions made on his behalf,
without interest.
12. Death Benefits. Upon death while in service, a refund equal to the total contribu-tions less contributions for survivors' pensions is payable without interest to a desig-
nated beneficiary or the estate of the teacher. Upon death after retirement, the deathbenefit consists of the excess, if any, of the total contributions over the total pension
Payments paid to the member or his beneficiary. In addition the following death benefitis payable:
Death in service. The amount of the benefit is equal to the last month's salary for each
Year of validated service up to 6 month's salary but not exceeding $7,500.
Death while on pension. The death benefit is equal to 6 month's salary not to exceed$7,500 less 1/6 of the death benefit for each year or part of a year that the member hasbeen on pension down to a minimum of $1,500, or $3,000 in the case of teacher'swhose pension commenced on or after January 1, 1983.
13. Health Insurance Reimbursement. The board may pay each recipient of a retire-ment, disability, or survivor's pension an amount to be determined by the board, whichshall represent partial reimbursement for the cost of the recipient's health insurancecoverage, with the total amount of payment not to exceed $8,000,000 in any year.
14. Financing. Teachers are required to contribute a total of 8% of salary consisting of61/2% towards the retirement pensions, 1% towards the survivor pension, and 1/20/0towards the post retirement increment. As of September, 1981, the Board of Educationhas been paying 7 out of the 8% required teacher's contribution.
The remainder of the cost of benefits is financed by (1) a separate tax levy for the Fundin Chicago; (2) allocations by the State of Illinois from the State Distributive Fund; (3)grants by the federal government on account of teachers being paid from special trustsor federal funds; and investment income.
15. Retirement Systems Reciprocal Act. The Fund complies with the RetirementSystems Reciprocal Act (Chapter 1081/2, Article 20 of the Illinois Revised Statutes) toProvide reciprocal benefits if a member has service credit for other public employmentin Illinois.

APPENDIX 3
GLOSSARY OF TERMS USED IN REPORT

1. Actuarial Present Value. The value of an amount or series of amounts payable atvarious times, determined as of a given date by the application of a particular set ofactuarial assumptions.
2. Actuarial Cost Method or Funding Method. A procedure for determining theactuarial present value of pension plan benefits and for determining an actuariallyequivalent allocation of such value to time periods, usually in the form of a normal costand an actuarial accrued liability.
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3. Normal Cost. That portion of the actuarial present value of pension plan benefits
which is allocated to a valuation year by the actuarial cost method.

4. Actuarial Accrued Liability or Accrued Liability. That portion, as determined by a
particular actuarial cost method, of the actuarial present value of pension benefits
which is not provided for by future normal costs.

5. Actuarial Value of Assets. The value assigned by the actuary to the assets of the
pension plan for purposes of an actuarial valuation.

6. Unfunded Actuarial Liability. The excess of the actuarial liability over the actuarial
value of assets.
7. Entry Age Actuarial Cost Method. A method under which the actuarial present
value of the projected benefits of each individual included in an actuarial valuation is
allocated on a level basis over the earnings or service of the individual between entry
age and assumed exit age. The portion of this actuarial present value allocated to a
valuation year is called the normal cost. The portion of this actuarial present value not
provided at a valuation date by the actuarial present value of future normal costs is
called the actuarial liability.
8. Actuarial Assumptions. Assumptions as to future events affecting pension costs.

9. Actuarial Valuation. The determination, as of a valuation date, of the normal cost,
actuarial liability, actuarial value of assets, and related actuarial present values for a
pension plan.
10. Accrued Benefit or Accumulated Plan Benefits. The amount of an individual's
benefit as of a specific date determined in accordance with the terms of a pension plan
and based on compensation and service to that date.

11. Vested Benefits. Benefits that are not contingent on an employee's future service.
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ACCOUNTANTS' REPORT
on the

Public School Teachers' Pension and Retirement Fund of Chicago

Ernst & Whinney 150 South Wacker Drive
Chicago, Illinois 60606
312/368-1800

REPORT OF INDEPENDENT AUDITORS

The Board of Trustees
Public School Teachers' Pension and

Retirement Fund of Chicago
Chicago, Illinois

We have audited the accompanying balance sheets of Public School
Teachers' Pension and Retirement Fund of Chicago as of August 31, 1988
and 1987, and the related statements of revenue, expenditures, reserve
provisions and fund deficit for the years then ended. These financial
statements are the responsibility of the Fund's management. Our respon-
sibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with generally accepted auditing
standards. 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 audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of Public
School Teachers' Pension Fund of Chicago at August 31, 1988 and 1987,
and the results of its operations for the years then ended in con-
formity with generally accepted accounting principles.

4-© f WL--7-
Chicago, Illinois
December 23, 1988
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BALANCE SHEET
August 31, 1988 and August 31, 1987

ASSETS
August 31

1988 1987
Short-term investments, at cost

which approximates market $ 703,131,536 $ 73,386,946

Receivables:
Taxes, less reserve for loss and

costs (1988-$4,530,788;
1987-$4,075,000) 90,972,605 83,298,880

Participating teachers' accounts
for contributions 11,316 12,108

Board of Education, City of Chicago:
Portion of State Distributive

Fund allocation 8,016,089 8,509,515
Retired Teachers' Supplementary

Payments Fund 250,000 307,200
Employer contributions for federally

subsidized teaching programs 342,097 447,877
Contributions for early retirement 116,005 75,279

8,724,191 9,339,871

Securities sold 1,843,821 1,245,250
Accrued interest and dividends

on investments 32,039,001 24,201,422
Prepaid expenses and other 823,571 837,778

134,414,505 118,935,309

Investments:
Bonds, at amortized cost (market

value: 1988-$1,255,000,000;
1987-$1,118,000,000) 1,258,954,708 1,100,689,690

Common stocks, at cost (market
value: 1988-$942,000,000;
1987-$1,980,000,000) 857,059,825 1,313,251,429

2,116,014,533 2,413,941,116
$2,953,560,574 $2,606,263,371
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LIABILITIES, RESERVES AND FUND DEFICIT
August 31

1988 1987
Bank overdraft $ 858,538 $ 468,562
Accrued benefits and refunds payable:

Pension payable 1,038,317 840,146
Refunds payable due to:

Resignations 464,535 493,422
Deaths 285,037 406,672

749,572 900,094

Death benefits payable 457,619 799,290
Unclaimed pension and refund checks 45,095 43,762

2,290,603 2,583,292

Accounts payable 5,535 11,358

Deferred revenue:
Tax levy 21,896,842 20,706,150
Retired teachers' supplementary

payments 208,333 256,000
22,105,175 20,962,150

Actuarial reserves:
Pensions in force and deferred 1,245,343,703 1,189,389,637
Pensions for active members 2,946,203,917 2,745,673,038

4,191,547,620 3,935,062,675

Fund deficit (1,263,246,897) (1,352,824,666)
$2,953,560,574 $2,606,263,371

See notes to financial statements.
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STATEMENTS OF REVENUE, EXPENDITURES,
RESERVE PROVISIONS AND FUND DEFICIT

August 31, 1988 and August 31, 1987

Year Ended August 31
1988 1987

REVENUE
Tax levies:

Tax levy, less provision for loss and
costs (1988-$1,048,484; 1987-
$1,000,555) $ 62,147,494 $ 57,686,011

Collection of tax levies
previously written off 372,422 --

Adjustment of prior years' tax levies 394,511 1,553,343
Interest earned on collections 262,917 --

63,177,344 59,239,354

Employee pension contributions:
Regular and survivor pensions 62,517,288 61,430,348
Automatic annual increases in

pensions 4,162,352 4,091,552
Collections from teachers validat-

ing their credit service 2,179,693 1,830,622
68,859,333 67,352,522

Employer's contribution for early
retirement 1,983,128 1,466,572

Appropriation from State of Illinois for
Retired Teachers' Supplementary
Payment Fund 297,667 334,200

State Distributive Fund allocation 57,012,517 67,074,335
Payments on reciprocal retirements

received from participating systems 25,264 14,423
Contributions for federally subsidized

teaching programs 7,238,390 7,951,306
Earnings on investments:

Interest, including amortization of
bond premium and discount 147,232,885 125,687,179

Dividends 35,857,357 39,724,776
Net gain on sale and exchange of

securities 104,534,134 119,356,951
287,624,376 284,768,906

Less investment counsel expense 556,309 496,306
287,068,067 284,272,600

Miscellaneous 1,739 219
TOTAL REVENUE 485,663,449 487,705,531
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Year Ended August 31
1988 1987

EXPENDITURES
Pensions (excluding payments for

automatic annual increases,
post-retirement increases and
retired teachers' supplementary
payments) $ 107,628,064 $ 99,304,772

Automatic annual increases 18,901,380 17,446,055
Post-retirement increases 566,634 622,036
Retired teachers' supplementary

payments 274,648 306,584
127,370,726 117,679,447

Refund of contributions due to:
Resignations 3,930,071 4,055,588

~ Deaths 2,019,636 1,565,085
Excess contributions 33,811 37,862
Retirement-no eligible survivor 684,985 804,058
Other 57,598 39,326

6,726,101 6,501,919

Death benefits:
Heirs of participating teachers 536,531 442,724
Heirs of annuitants 1,201,030 1,320,000

1,737,561 1,762,724

Refund of insurance premiums 2,619,578 -
Legacy fund disbursements 61,204 12,474
Administrative and miscellaneous

expenses 1,085,565 1,029,416
b TOTAL EXPENDITURES 139,600,735 126,985,980

EXCESS REVENUE OVER EXPENDITURES
4 BEFORE ACTUARIAL RESERVE PROVISIONS 346,062,714 360,719,551

Actuarial reserve provisions:
Pensions in force and deferred 55,954,066 131,106,909
Pensions for active members 200,530,879 535,736,502

256,484,945 666,843,411
EXCESS (DEFICIENCY) OF REVENUE

OVER EXPENDITURES AND ACTUARIAL
RESERVE PROVISIONS 89,577,769 (306,123,860)

Fund deficit at beginning of year (1,352,824,666) (1,046,700,806)
FUND DEFICIT AT END OF YEAR $(1,263,246,897) $(1,352,824,666)

See notes to financial statements.
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NOTES TO FINANCIAL STATEMENTS

Note A-Plan Description
The Public School Teachers' Pension and Retirement Fund of Chicago (the "Fund.~
is the administrator of a single-employer public employee retirement system estatk
lished to provide retirement, survivor, and disability benefits for certain certifieq
teachers and administrators of the Chicago public schools. The Fund is administereq
in accordance with Chapter 1081/2, Article 17 of the Illinois Revised Statutes
("Statutes").

As of August 31, 1988, the Fund membership consisted of approximately 11,300
retirees and beneficiaries receiving benefits, 1,300 terminated members entitled to
benefits but not yet receiving them, and 28,100 active employees.
Active employees are required to contribute a specific percentage of their salary to
the Fund. A member with at least 20 years of service and who has attained 55 years Of
age is entitled to a pension. A member with at least 5 but less than 20 years of service
is entitled to a pension on attainment of age 62. In the case of retirement prior to age
60 with less than 35 years of service, the retirement pension is reduced 1/2 of 1 % for
each month thatthe member is under age 60. A member who is between age 55 and
60 and has 20 to 35 years of service may elect to retire without the discount for retire.
ment under age 60, provided the member and the employer make a one-time con-
tribution to the system. Employer and other contributions are discussed in Note C.

Note B-Significant Accounting Policies
Method of Reporting:
The financial statements of the Fund have been prepared on the accrual basis Of
accounting whereas the Fund follows the cash basis for its interim financial reporting,

Investments:
The Fund is authorized to invest (with certain limitations) in United States Govern.
ment securities, corporate debentures and obligations, common stocks, and other
investments as permitted by the Statutes, Gains and losses on sales and exchanges
of investments are recognized on the transaction date of such sale or exchange.
Dividend income is recognized based on the date dividends are declared. Bond
premiums and discounts are amortized using the compound interest method which
reflects bond earnings at a level earnings rate.
Receivables:
The Fund provides an estimated allowance for amounts uncollectible.

Note C-Contributions Required and Contributions Made
The funding policy of the Fund provides for employer contributions which, when
added tothe contributions received from employees and earningson investments will
be sufficient for the requirements of the Fund.

Employer contributions are principally derived from the following:

® Taxes levied on property within the City of Chicago (see Note D)

® State Distributive Fund allocated by the State of Illinois (see Note H).

• Federal funds-Actuarially determined based on the full accruing cost on ac-
count of teachers being paid special trusts or federal funds.

Except for federal funds, employer contributions are not actuarially determined.
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A consulting actuary annually performs an actuarial valuation and computes the
actuarially determined contribution requirements of the Fund using the entry age
actuarial cost method. The actuarial assumptions used are the same as those used to
determine the pension benefit obligation (see Note E). The Fund compares normal
cost and interest on the unfunded liability to the employer contribution in order to
assess the adequacy of employer contributions. This valuation is also used to deter-
mine the actuarial reserves in the Fund's balance sheets.

For the year ended August 31, 1988, employee contributions amounted to
$68,859,332, which is 7.8% of payroll. Employer contributions for the year amounted
to $129,809,520, which is 14.7% of current year payroll. The actuarially determined
employer contribution requirement of normal cost plus interest on the unfunded
liability amounted to $136,794,102.

Note D-Tax Levies, Receivables and Revenue
Chapter 1081/2, Article 17, Section 128 of the Illinois Revised Statutes provides that
the City of Chicago levy a tax for the benefit of the Fund which will provide an amount
equal to member contributions during the second preceding year.

The calendar year levy is deferred to the extent that it applies to the Fund's succeed-
ing fiscal year. Tax revenue of the Fund for the years ended August 31, 1988 and
1987 is as follows:

1988 1987
Estimated calendar year levy, net

of provision for loss and costs $63,338,187 $59,160,132

Portion recorded as revenue
in current year $41,441,345 $38,453,982

Portion deferred to following year 21,896,842 20,706,150
$63,338,187 $59,160,132

Tax levy receivables are carried for three years. After the third year, the receivable is
written off. This write-off (credit) represents the receivable balance uncollected in
excess of (less than) the original allowance provided for loss and costs. Such receiv-
ables net of the allowance for loss and costs written off in 1988 and 1987 were
($394,511) and ($1,553,343), respectively.

Note E-Funding Status and Progress
The amount shown below as ' 4 total pension benefit obligation" is a standardized
disclosure measure of the present value of pension benefits, adjusted for the effects
of projected salary increases, estimated to be payable in the future as a result of
employee service to date. The measure is intended to help users assess the funding
status of the Fund on a going-concern basis, assess progress made in accumulating
sufficient assets to pay benefits when due, and make comparisons among public
employee retirement systems. The measure is independent of the actuarial funding
method used to determine contributions to the system, as discussed in Note C and is
also independent of the actuarial method (entry age normal) used in computing the
actuarial reserves in the balance sheets.
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Significant assumptions underlying the actuarial computation are as follows:

Assumed rate of return on investments 7.5% in 1988; 7% in 1987
Salary progression 6% in 1988; 5.5% in 1987
Mortality for pensioners UP-1984 Mortality Table,

rated down 3 years
Mortality for active employees 1982 GBB Teachers' Table in 1988;

UP-1984 Mortality Table rated down
3 years in 1987

At August 31, 1988, the unfunded pension benefit obligation was computed as follows
(000's omitted):

Retirees and beneficiaries currently receiving
benefits and terminated employees not yet
receiving benefits $1,245,344

Active employees:
Accumulated employee contributions 663,814
Employer-financed vested 805,830
Employer-financed nonvested 1,153,953

TOTAL PENSION BENEFIT OBLIGATION 3,868,941

Net assets available for benefits at cost
(market value of $3,009,286,190) 2,928,301

UNFUNDED PENSION BENEFIT OBLIGATION $ 940,640

The changes made in the actuarial assumptions used forthe 1988 actuarial valuation
had the effect of decreasing the total pension benefit obligation and the actuarial
reserve provision by $114,564,000.
These actuarial assumptions are based on the presumption that the Fund will con-
tinue. Were the Fund to terminate, different actuarial assumptions and other factors
might be applicable in determining the total pension benefit obligation.

Note F-Validation of Creditable Service
Chapter 1081/2, Article 17, Sections 133 through 135 of the Illinois Revised Statutes
provides that qualifying teachers shall be granted creditable service with the option to
validate the service by payment of contributions for the period of creditable service
plus interest at 5% per annum. Of the total amounts collected, $767,977 in fiscal
1988 and $658,444 in fiscal 1987 represent the interest portion of collections from
teachers validating their creditable service. The contingent receivable of $301,352 at
August 31,1988 and $217,950 at August 31,1987 is not reflected in the accompany-
ing financial statements because the portion which will eventually be collected is not
Presently determinable. For similar reasons, the reserves for actuarial liabilities in the
accompanying financial statements do not reflect a provision for the future validation
of creditable service. The contingent liability resulting from the future validation of
creditable service should be in excess of the contingent receivable arising from that
source.
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Note G-Retired Teachers' Supplementary Payments
The State of Illinois annually appropriates funds for the purpose of making supple-
mentary payments for service and disability pensions to certain retired teachers who
met conditions prescribed when the Retired Teachers' Supplementary Payment
Fund was established. In July 1975, Chapter 1081/2, Article 17, Sections 154 and 155
of the Illinois Revised Statutes were revised to increase both the number of persons
eligible for the payments and the amount of the payments. The amount of the appro-
priation is taken into income monthly during the fiscal year of the Fund.

Note H-State Distributive Fund Allocation
Chapter 122, Article 34, Section 87 of the Illinois Revised Statutes provides the Board
of Eduction is required to payto the Public School Teachers' Pension and Retirement
Fund of Chicago the excess of the sum received from the State Distributive Fund over
the amount required to meet emeritus pay obligations.

l
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Ernst & Whinney 150 South Wacker Drive
Chicago, Illinois 60606
312/368-1800

The Board of Trustees
Public School Teachers' Pension and

Retirement Fund of Chicago
Chicago, Illinois

The audited financial statements of Public School Teachers' Pension and
Retirement Fund of Chicago (the "Fund") and our report thereon are
presented in the preceding section of this report. The information
presented hereinafter is for purposes of additional analysis and is not
required for a fair presentation of the financial position or results
of financial transactions of the Fund. Such information has been sub-
jected to the auditing procedures applied in our audits of the finan-
cial statements and, in our opinion, is fairly stated in all material
respects in relation to the financial statements taken as a whole.

Si-t vk 2/4.-7-
Chicago, Illinois
December 23, 1988
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SCHEDULE 1 -INVESTMENTS

Public School Teachers' Pension and
Retirement Fund of Chicago

August 31,1988
Amortized Average

Amortized Original Par Cost Yield
Description Cost Cost Value Percent (Percent)

Bonds:
United States Federal

Government agency
securities $ 150,023,435 $ 147,568,763 $ 235,992,716 5.3% 9.1%

Railroad equipment
trust certificates 18,548,220 18,512,361 18,916,661 .7 10.3

Public utility bonds 128,949,023 126,915,239 142,246,000 4.6 9.6
Industrial and finance

corporations 429,476,596 427,196,183 451,241,046 15.2 9.7
United States Treasury

obligations 531,957,434 521,067,875 638,615,000 18.9 10.4

Total Bonds 1,258,954,708 $1,241,260,421 $1,487,011,423 44.7 10.0

Common stocks 857,059,825 30.4 3.3
Long-term investments 2,116,014,533 75.1 6.8

Short-term investments 703, 131 ,536 24. 9 7 .3

TOTAL INVESTMENTS $2,819,146,069 100.0% 6.9

The securities owned by the Fund and held in safekeeping by the Treasurer of the City of Chicago
at August 31,1988 were inspected on a test basis by the auditors. The inspection disclosed no
discrepancies. The auditors also obtained confirmations of securities in transit at August 31,1988
and tested purchases and sales of investments during the year by examining brokers' advices. In
addition to the examination by our auditors, the City Treasurer has a separate audit conducted
semiannually of all securities in his safekeeping,

!f
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SCHEDULE 2-TAXES RECEIVABLE

August 31, 1988
Uncollected

Percent of Reserve Balance
Levy Gross Uncollected Gross Levy for Loss Less
Year Levy Balance_ Uncollected and Costs Reserve
1986 $ 55,328,613 $ 2,225,906 4.0% $1,388,986 $ 836,920
1987 60,699,451 28,336,817 46.7 1,539,319 26,797,498

116,028,064 30,562,723 26.3 2,928,305 27,634,418
1988 64,940,669 64,940,670 100.0 1,602,483 63,338,187

$180,968,733 $95,503,393 $4,530,788 $90,972,605

SCHEDULE 3-ADMINISTRATIVE AND MISCELLANEOUS EXPENSES

Year Ended August 31
1988 1987

Salaries $ 597,514 $ 547,015
Actuary fees 22,050 22,350
Auditing 

71,864 72,789
20,850 18,500

Data processing expense
Election expense 1,551 5,923

Employees' hospitalization expense 62,409 60,082
Insurance premium 3,801 6,182
Legalfees 27,543 20,807
Legislative expense 1,153 2,258
Maintenance of equipment 9,808 10,040

Medical fees 6,175 12,924
Membership dues, convention attendance, etc. 12,191 18,068
Microfilm system expense 3,218 3,630
Miscellaneous office equipment purchases

and equipment rental 1,398 574
Miscellaneous office expenses 539

Office forms and supplies 18,337 17,105
Office rent and light 95,941 93,299
Postage 

41,532
51,510 51,755

Printing and binding 50,743
Telephone 6,845 7,300
Trustees' expenses 3,745 1,960
Miscellaneous 16,380 15,323

TOTAL $1,085,565 $1,029,416
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SCHEDULE 4-ANALYSIS OF FUNDING PROGRESS

August 31, 1988
Unfunded

Unfunded Pension Benefit
Net Assets Pension Pension Annual Obligation

Fiscal Available Benefit Percent Benefit Covered as a % of Annual
Year For Benefits Obligation Funded Obligation Payroll Covered Payroll

(000's omitted, except for percentages)

1985 $1,889,712 $2,648,097 71% $ 758,385 $756,420 100%
1986 2,221,518 2,952,289 75 730,771 815,895 90
1987 2,582,238 3,658,305 71 1,076,067 838,400 128
1988 2,928,301 3,868,941 76 940,640 882,872 107

The above analysis of the net assets available for benefits, pension benefit obligation, and
unfunded pension benefit obligation can be misleading. Expressing the net assets available for
benefits as a percentage of the pension benefit obligation provides one indication of the Fund's
funding status on a going-concern basis. Analysis of this percentage over time indicates whether
the Fund is becoming financially stronger or weaker. Generally the greater this percentage, the
stronger the Fund. Trends in unfunded pension benefit obligation and annual covered payroll are
both affected by inflation. Expressing the unfunded pension benefit obligation as a percentage of
annual covered payroll approximately adjusts for the effects of inflation and aids analysis of the
Fund's progress in accumulating sufficient asssets to pay benefits when due. Generally, the
smaller this percentage, the stronger the Fund.

The pension benefit obligation for 1988 reflects changes in actuarial assumptions and participant
benefits. The 1987 pension benefit obligation reflects changes in Illinois revised statutes.

The disclosure made in this schedule does not include other appropriate measures of funding pro-
gress which must also be examined to obtain a complete understanding of the funding status. In
addition, information was available for the years 1985 through 1988 only.
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SCHEDULE 5-HISTORICAL TREND INFORMATION

August 31, 1988

Historical trend information is designed to provide information about the Fund's progress made
in accumulating sufficient assets to pay benefits when due.

Revenues by Source
Employer

Fiscal Employee and Other investments
Year Contributions Contributions Income Tota /
1979 $ 47,270,277 $ 94,311,878 $ 52,106,623 $193,688,778
1980 50,915,425 106,089,480 72,869,274 229,874,179
1981 52,465,556 109,489,158 76,306,939 238,261,653
1982 52,178,324 93,040,139 102,897,863 248,116,326
1983 53,072,936 103,142,096 138,304,564 294,519,596
1984 53,402,017 109,923,556 138,736,736 302,062,309
1985 59,181,805 119,789,181 174,477,363 353,448,349
1986 63,734,742 125,169,433 258,578,466 447,482,641
1987 67,352,522 136,080,190 284,272,819 487,705,531
1988 68,859,333 129,734,310 287,069,806 485,663,449

Expenses by Type :
Fiscal Administrative
Year Benefits Expenses Refunds Total
1979 $ 67,295,712 $ 607,111 $ 6,645,007 $ 74,547,830
1980 70,305,757 686,577 9,251,908 80,244,242
1981 75,133,792 722,909 9,879,197 85,735,898
1982 81,491,379 862,280 8,527,346 90,881,005
1983 88,244,671 939,589 5,841,075 95,025,335
1984 94,013,519 925,457 6,031,426 100,970,402
1985 100,689,595 977,579 7,186,400 108,853,574
1986 108,147,133 1,016,037 6,513,409 115,676,579
1987 119,442,171 1,041,890 6,501,919 126,985,980
1988 131,727,865 1,146,769 6,726,101 139,600,735
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CERTIFICATION BY ACTUARY EMERITUS

The Board of Trustees of the
Public School Teachers' Pension and

Retirement Fund of Chicago
205 West Wacker Drive, Room 820
Chicago, Illinois 60606

Ladies and Gentlemen:
I have examined the August 31,1988 financial statements and actuarial report thereon for the
Public School Teachers' Pension and Retirement Fund of Chicago.
In my opinion they fairly represent the financial and actuarial condition of the Fund and were
prepared in accordance with generally accepted accounting and actuarial standards on bases
consistent with previous years.

A. A. WEINBERG
Actuary Emeritus
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Public School Teachers' Pension and
Retirement Fund of Chicago

SUMMARY OF PRINCIPAL BENEFIT AND CONTRIBUTION
PROVISIONS OF THE PENSION LAW

ELIGIBIL[TY FOR PENSION: The right to a retirement pension vests (1) after 20 years of validated
service with the retirement pension, payable at age 55 or over; or (2) after 5 years of validated
service with the pension payable at age 62 or over.
AMOUNT OF RETIREMENT PENSION: The rate of retirement pension is 1.67% of "final average
salary" for each of the first 10 years of validated service, 1.90% for each of the next 10 years, 2.10%
for each of the next 10 years, and 2.30% for each year above 30. The maximum pension is 75% of
final average salary or $1,500 per month, whichever is greater.
FINAL AVERAGE SALARY DEFINED: "Final average salary" for pension computation is the
average of the highest rates of salary for any 4 consecutive years of validated service within the last
10 yearsof service. In the case of a member who receives salary in anyschool yearafter September
1,1983 which exceedsthe annual full-time salary rate forthe preceding yearby morethan 20%,the
Board of Education or employer shall pay to the Fund an amount equal to the present value of the
additional service retirement pension resulting from such excess salary.
REDUCTION IN PENSION FOR EARLY RETIREMENT: Except for retirement after 35 years of
service, the retirement pension in the case of retirement prior to age 60 is reduced 1/2 of 1 % for each
month that the teacher is under age 60.
EARLY RETIREMENT WITHOUT DISCOUNT: A member who is over age 55 and has 20 to 35 years
of creditable service mayelectto retire withoutthe discount for retirement underage 60. A one-time
contribution is required. The Board of Education contributes 20%, and the teacher contributes 7%,
of the retiring teachers last full-time annual salary rate, each multiplied by either the number of
yearstheteacher is underage 60 orthe numberof years the teachers validated service is lessthan
35, whichever is less. The number of employees who may retire underthis option may be limited by
the Board of Education, based on seniority in the service of the Board of Education, but not lower
than 30% of the eligible population.
NON-DUTY DISABILITY RETIREMENT: A disability retirement pension is payable in the event of
total and permanent disability for teaching service after 10 or more years of service, irrespective of
age. The rate of pension is 124% of average salary foreachyearof service. Upon disabilityretirement
after 20 years or more of contributing service, but under age 55, the accrued retirement pension is
payable, discounted 1/2 of 1 % for each month the disabled teacher is under age 55, to a minimum
age of 50 years.
If total service is 20 years or more and the member has attained age 55, the accrued retirement
pension is payable without reduction. After 25 years of service, regardless of age, the accrued
retirement pension is payable without reduction.
DUTY DISABILITY BENEFIT: A duty-connected disability benefit is provided equal to 75% of salary
in effect upon total incapacity for teaching service as a result of an injury sustained while in the
performance of teaching service. The benefit is reduced by "Workmen's Compensation" payments.

POST-RETIREMENT INCREASES: Automatic annual increases in pension equal to 3% of the
base pension are provided. The increases accrue from the anniversary date of retirement or the
61st birthday, whichever is later.
SURVIVORS' PENSIONS: Pensions are payable to survivors of teachers and pensioners under the
following conditions:
Upon thedeath of ateacheror pensioner, the maximum benefit is$400 per month to a spousealone
and $600 per month if there are other dependents, or 50% of earned pension, whichever is greater.
Payment of a survivor's pension is conditioned upon marriage having been in effect at least 11/2
years prior to death or retirement. On death after retirement, the total survivor's pension may not
exceed the retirement or disability pension paid to the deceased pensioner.
If the surviving spouse is under age 50, and no unmarried minor children under age 18 survive,
payment of the survivor's pension is deferred until age 50. Remarriage of a surviving spouse under
age 55 results in a termination of pension.
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REVERSIONARY PENSION: Acceptance of a reduced retirement pension can provide a reversion-
ary annuity for any surviving beneficiary The election of this benefit must be filed before retirement
The beneficiary's pension, determined by the retiring teacher, may not be less than $40 per month
or more than the member's reduced pension. If the reversionary election was filed prior to January
1,1984, and if the beneficiary does not survive the retired teacher, no reversionary pension shall be
payable and no change shall be made in the rate of pension previously granted to the retired
teacher.
If the reversionary option was elected on or after January 1,1984, and the beneficiary survives the
date of retirement of the teacher but does not survive the retired teacher, the teacher's service
pension shall be restored to the full service pension amount beginning on the first day of the month
next following the month in which the beneficiary dies. If the beneficiary dies aftersuch election but
before the retirement of the teacher, such election is void. In the case of a reversionary annuity
elected on or after January 1,1984, no reversionary annuity shall be paid if the member dies before
the expiration of 730 days from the date that a written designation was filed, even if the member was
receiving a reduced annuity at the time of death.
REFUND OF CONTRIBUTIONS: Two months after permanent separation from service (approval of
resignation by the Board of Education or cancellation of teaching certificate) and upon request, a
teacher may elect to receive a refund of his total contributions and those contributions made on his
behalf, without interest. Acceptance of a refund of contributions results in forfeiture of any vested
rights or benefits resulting from membership in the Fund.
DEATH BENEFITS: Upon death while in service, a refund equal to the total contributions less
contributions for survivors' pensions is payable without interest to a designated beneficiary or the
estate of the teacher. Upon death after retirement, the death benefit Consists of the excess, if any, of
the total contributions over the total pension payments paid to the member or his beneficiary. In
addition the following death benefit is payable:

Death in service. The amount of the benefit is equal to the last month's salary foreach
year of validated service up to 6 months' salary but not exceeding $7,500.
Death while on pension. The death benefit is equal to 6 months' salary not to exceed
$7,500 less 1/5 of the death benefit for each year or part of a yearthatthe member has
been on pension to a minimum of $3,000.

FINANCING: Teachers are required to contribute a total of 8% of salary consisting of 616% toward
retirement pension, 1% toward survivor pension, and 16% toward the post retirement increment.
Since September, 1981, the Board of Education has paid 7/Bths of the required teacher's contribu-
tion (except for provisional substitutes).
The remainder of the cost of benefits is financed by (1) a separate tax levy for the Fund in Chicago;

, (2) allocations by the State of Illinois from the State Distributive Fund; (3) grants by the federal
government for teachers being paid from special trusts or federal funds; and (4) investment income.
RETIREMENT SYSTEMS RECIPROCAL ACT: The Fund complies with the Retirement Systems
Reciprocal Act (Chapter 1081/2, Article 20 of the Illinois Revised Statutes) to provide reciprocal
benefits if a member has service credit for other public employment in illinois.
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CONSULTANTS

LegaICounsel..... . Kirkland & Ellis
200 E. Randolph Drive
Chicago, Illinois 60601

Investment Advisor Capital Supervisors, Inc.
20 N. Clark Street, Suite 700
Chicago, Illinois 60602

Consulting Actuary Sandor Goldstein, F.S.A.
1 N. LaSalle St., Suite 4220
Chicago, Illinois 60602

Certified Public Accountants Ernst & Whinney
150 South Wacker Drive
Chicago, Illinois 60606

Actuary Emeritus... Mr. A. A. Weinberg
250 174th St., Apt. 1404
Miami Beach, Florida 33160
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