1

PUBLIC SCHOOL TEACHERS' PENSION AND RETIREMENT FUND OF CHICAGO

-4# 4

REPORT
87-rH ANNUAL
as of
August 31, 1982

'*\., "fi "wm//
////An

.Ks\ON AND

/3'.t·,0.0/ ·Re/A,%

1895 r .:11%

tit, SEAL /5/
53 V
32 4 ..

,

1%~1 L L/NO#~
''/and. 09'15
"i,1////il itil tull\\, '

11

«

1

i

L_

,

• Chicago, Illinois 60606
Telephone: 641-4464

205 West Wacker Drive

11

ANNUAL REPORT
as of August 31, 1982

BOARD OF TRUSTEES

Officers
p

ROBERT T. WILKIE
President

MARSHALL F. KNOX
Vice President

MARGARET A. OLSON
Recording Secretary

MAE M. HUNTER

5
t

Financial Secretary

Members
Elected by the contributors .

JUDY CHERIS
MAE M. HUNTER

MARSHALL F. KNOX
ALBERT KORACH
MARGARETA. OLSON
ROBERT T. WILKIE

1

(

Elected by the annuitants .

~

EDNA C. FANNING
Appointed by the Board of Education .

~

CLARK BURRUS
SOL BRANDZEL
MARTHA J. JANTHO

~,

JAMES F. WARD
Executive Director

,

PUBLIC SCHOOL TEACHERS' PENSION AND RETIREMENT FUND OF CHICAGO

~

l'1

MV '

~ AJA,}

CONTENTS
Page
1

A Summary of the Year's Operations
1

r

'

3

Financial Facts

1

Investment Operations

2

1982 Legislation

2

Concluding Comments

Report of the Actuary
3

r

General Summary

1

Purpose and Summary

3

Data Used For the Valuation

4

Fund Provisions

4

Actuarial Assumptions and Cost Method

4

Valuation Results

4

Value of Accumulated Plan Benefits

5

Certification

7

Statistical Data and Exhibits

10

Glossary

11

Certification by Actuary Emeritus

13 Accountants'Report

24

14

Balance Sheets, August 31, 1982 and 1981

16

Statements of Revenue, Expenditures, Reserve Provisions and
Deficit, August 31, 1982 and 1981

18

Notes to Financial Statements

21

Certification

22

Investments, August 31, 1982

23

Taxes Receivable, August 31, 1982

23

Administrative Expenses, Years ended August 31, 1982 and 1981

Appendix
25

h-

Summary of Principal Benefit and Contribution
Provisions of the Pension Law

Public School Teachers' Pension and Retirement Fund of Chicago

87TH ANNUAL REPORT OF THE BOARD OF TRUSTEES
For the Fiscal Year Ended August 31, 1982

A SUMMARY OF THE YEAR'S OPERATION
One of the responsibilities of the Board of Trustees in the proper management of the affairs
of the Public School Teachers' Pension and Retirement Fund of Chicago is the submission
of an Annual Report to the participants, discussing the results of operations for the year and
reviewing the financial condition of the Fund as of the close of the year.
As a matter of convenience, and to facilitate reference to the different schedules and

statistical and financial information, the first part of the report reviews the outstanding

developments in the operation of the Fund during the year, including a summary of pertinent
financial and statistical facts. The latter part of the report deals with a variety of statistical

information pertaining to the members and pensioners which may be of value in the

interpretation of the scope of operation of the Fund in terms of the basic membership and

operating characteristics.

FINANCIAL FACTS
To illustrate the growth of the Fund and its expanding operations as evidenced by the steady

upward trend in revenues and expenditures, the following statement is presented.
Fiscal Year
Ended
August 31
1978
1979
1980
1981
1982

Total
Revenues
$173,205,634
193,688,778
229,874,179
238,261,653
248,116,326

Total
Expenditures
$70,922,297

Excess of
Revenues Over
Expenditures
$102,283,337

74,547,830
80,244,242
85,735,898
90,881,005

119,140,948
149,629,937
152,525,755
157,235,321

In recent years, the excess of total revenues over expenditures by the Fund has steadily
risen, resulting in an excess which has been credited to the reserves of the Fund to meet
future pension payouts. However, these additions to the reserves have been more than offset
by considerably larger increases in the accruing pension liabilities. This has resulted in
substantial unfunded accrued liabilities for the Fund, thereby increasing the deferred

L
r
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obligation on existing tax bases.

INVESTMENT OPERATIONS
'
l

hi

Investment income constitutes one of the three major sources of revenue for the Fund. This

factor has become increasingly important during recent years due to the steadily increasing

revenue requirements of the Fund. Improving the productivity of the investable assets is one
of the principal functions of the Board of Trustees. To assist it in this function, the Board
employs investment counsel. With the advice of counsel, a progressive and productive policy
has been maintained in investment management. It should be noted that recent changes

in investment authority as prescribed by pension law allow sufficient flexibility to meet the
requirements of the Fund for a reasonable rate of return on its investable assets while insuring

safety of principal.
Investments are comprised, for the most part, of fixed income securities. Equity investments

consisting of the highest quality common stocks exclusively of domestic corporations equal

1

approximately 20% of the total investment account. This is below the maximum amount
permitted by the law governing the Fund, which is 40% of total investments. A sizable

proportion of investable funds are in short-term investments yielding a satisfactory rate of
income.
1982 LEGISLATION
During the last session of the General Assembly, action was taken on a number of legislative
items of concern to members of the Fund. In addition to appropriation measures (totaling
$50,496,800 for the Chicago Teachers' Pension Fund and $650,000 for the Retired Teachers'
Supplementary Payment), the General Assembly enacted House Bills 795 and 1579,
measures which revised the Fund's investment authority in keeping with current opportunities
available in the financial markets. House Bill 1423, which provided for early retirement (at

age 55) without discount and allowed survivor-pensioners over age 55 to remarry without
loss of pension was vetoed by the Governor. It was returned to the General Assembly, where
an attempted override failed. Senate Bill 1180 was amendatorily vetoed by the Governor to
provide that the Chicago Board of Education and the Chicago City Council may levy a

"pension contribution liability tax" for the purpose of making certain pension contributions
on behalf of the Chicago Board of Education. Beginning on September 21, 1981, the Board
of Education began paying 3/sths of each contributor's pension contribution, leaving only the
1 % survivor's portion to be paid by the contributor. Senate Bill 1180, as amendatorily vetoed,
provided a means by which the Board of Education could budget this expense. In early
December, 1982, this proposal was passed by the General Assembly and enacted by the
Board of Education and the City Council.

CONCLUDING COMMENTS
This report deals primarily with the several important aspects of the Fund's operations during
the year. The' facts presented herein are for the information of the contributors and pensioners
of the Fund, the officials of the Chicago Board of Education and such other individuals who
have a special interest or concern with the operations of the Fund.

The results of operations as presented in this report disclose progress during the year in
the development of the Fund in fulfillment of its objectives. The benefit schedule has been

steadily upgraded in order to provide a greater measure of security for the teacher-members.
As in the past, the efforts of the Board will continue to be directed towards improved funding
of the obligations of the Fund with the view of establishing a greater measure of security

for the membership.

It Should be noted that in May, 1982, the Public School Teachers' Pension and Retirement
Fund of Chicago relocated, after 50 years at 228 North LaSalle Street. The Pension Office
is now located at 205 West Wacker Drive, Room 820, Chicago, Illinois (60606). Due to the
foresight and generosity of a retired Chicago public school teacher and her husband, the
relocation was accomplished with no expenditures of general pension revenues. A memorial
fund was established by Jack Lee in memory of his wife Josephine, a former music teacher
at Hyde Park High School, for the purpose of funding extraordinary or unusual pension
expenses. The efficient and well-planned Pension Office facilities now in use help to insure
continued high quality service for teachers and pensioners alike. Acknowledgement is hereby
made of the dedication of the administrative staff headed by James F. Ward, Executive
Director, whose efforts are responsible for the high standards maintained in the supervision
and administration of the Fund. The cooperation and service of the officials of the Board
of Education during the year are also acknowledged with thanks.

Special notice should be made of the contributions made by Mr. A. A. Weinberg. Since 1946,
Mr. Weinberg has served as consulting actuary to the Fund. His tenure has spanned the
period of the Fund's greatest growth in both membership and benefits, and the Fund has
been fortunate to have such an experienced, eminent, and faithful friend and adviser. In order
to continue this unique relationship, Mr. Weinberg has been retained for the forthcoming year
as Actuary Emeritus. On behalf of the Board of Trustees, the Pension Office staff, and the
membership of the Fund, we hereby express to Mr. Weinberg our sincere appreciation for

his valuable counsel over the years.

On behalf of the Board of Trustees
ROBERT T. WILKIE
President
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ACTUARY'S REPORT
on the
Public School Teachers' Pension and Retirement Fund of Chicago

f
SANDOR GOLDSTEIN, F.S.A.
Consulting Actuary
2 North La Salle Street

7

Chicago, Illinois 60602
'

The Board of Trustees
The Public School Teachers' Pension and
Retirement Fund of Chicago
PURPOSE AND SUMMARY

i
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We have carried out an actuarial valuation of the Public School Teachers' Pension and
Retirement Fund of Chicago as of August 31, 1982. 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:
Number of contributors ..............
Number of members in receipt of benefits...........
Total payroll
Average salary................
Total actuarial liability . ......
..
Actuarial value of assets
..

Ill

Unfunded actuarial liability...,........
...
Funded Ratio .............,...
Employer's normal cost (percent of payroll)
Employer's annual contribution requirement

6.5%

of normal cost plus interest on unfunded
actuarial liability.......................

Employer's annual contribution requirement as a percent of

payroll.....

...

..

.. ..

......

27,711
8,716
$ 675,626,773
$
24,382
$2,501,563,139
$1,244,526,551
$1,257,036,588
49.7%

...

Actuarial present value of accumulated plan benefits
Actuarial present value of vested accumulated plan benefits

$ 131,908,301

19.5%
$1,608,591,783
$1,553,457,890

9
DATA USED FOR THE VALUATION
Participant Data. The data required to carry out the valuation was supplied by the Fund .
The basic participant data that was provided for carrying out the valuation was as of August
31, 1981. To obtain valuation results as of August 31, 1982, we adjusted the August 31, 1981
active participant data for the increase in payroll that occurred between August 31, 1981 and
August 31, 1982. In the case of participants in receipt of benefits, the data was adjusted for
the increases in pension payments that occurred between August 31, 1981 and August 31,

1982.
The participant data used on the valuation is summarized in Exhibit 4. It can be seen that

,

27,711 contributions and 8,716 pensioners and other beneficiaries were included in the
valuation. The total active payroll as of August 31, 1982 was $675,626,773. The total annual

benefits being paid was $78,308,331.
7

~

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 31,1982. For purposes
of the valuation, the book value of the assets of the Fund less the amount of current liabilities
was used. The resulting actuarial value of assets is $1,244,526,551. The development of this

value is outlined in Exhibit 2.
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FUND PROVISIONS
Our valuation was based on the provisions of the Fund in effect as of August 31, 1982 as
provided in Article 17 of the Illinois Pension Code. A summary of the principal provisions of
the Fund is provided in Exhibit 6.

ACTUARIAL ASSUMPTIONS AND COST METHOD
The actuarial assumptions used for the valuation were based on an experience analysis of
the Fund for the three year period fiscal 1978-1981. On the basis of this experience analysis,

a number of revisions in actuarial assumptions were made from those used for the previous

valuation. The most significant changes in assumptions were an increase in the interest rate

assumptions from 6% to 7% and an increase in the salary progression assumption from 5%

to 5.5%. We have estimated that the aggregate effect of the changes in these two
assumptions was to decrease the Fund's actuarial liability by $330,000,000. The actuarial
assumptions used for the current valuation are outlined in Exhibit 5.
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.
VALUATION RESULTS

The principal results of the actuarial valuation are summarized in Exhibit 1. The first section
of Exhibit 1 shows the actuarial liability, actuarial value of assets, and the unfunded actuarial
liability. (The actuarial terms used in this report are defined in the glossary on page
10.) As
of August 31, 1982, the actuarial liability is $2,501,563,139, the actuarial value
of assets is
$1,244,526,551, and the unfunded actuarial liability is $1,257,036,588. The ratio of the actuarial

value of assets to the actuarial liability, or funded ratio, is 49.7%.

The second section of Exhibit 1 develops the employer's share of the normal cost. For
the
year beginning September 1,1982, the employer's share of the normal cost is 6.5% of
payroll.
Based on a payroll of $675,626,773 as of August 31,1982, the dollar amount of the employer's

share of the normal cost is $43,915,740.

In the third section, we develop the employer's contribution requirement of
normal cost plus
interest on the unfunded actuarial liability for the year beginning September
1, 1982. A

contribution of normal cost plus interest on the unfunded actuarial liability is generally
normal cost each year, the accruing cost of pensions is met as service is rendered
by
employees. By paying interest on the unfunded actuarial liability, the
unfunded actuarial
liability is stabilized.

considered to be the minimum contribution level for public retirement
systems. By paying
the

Although

no attempt is made to pay off the unfunded actuarial liability,
considered acceptable for public retirement systems where permanence this approach is
can be taken for
granted and full funding is not regarded as essential. A contribut
ion
normal cost plus
interest on the unfunded actuarial liability is the minimum contribution of
level recommended
by the Illinois

Public Employees' Pension Laws Commission.

This section indicates that for the year beginning September
1, 1982, the employer
contribution

requirement of normal cost plus interest on the unfunded actuarial
liability
amounts to $131,908,301, or 19.5% of payroll.
VALUE OF ACCUMULATED PLAN BENEFITS
Financial Accounting Standards Board Statement Number
35

standards of financial accounting and reporting for the financia(FASB No. 35) sets forth certain
l statements of defined benefit
pension plans for plan years beginning after December
15, 1980. Although the statement is
applicable to state and

local governments, implementation
pension plans has been delayed until plan years beginning for state and local government
after June 15, 1982.

In Exhibit 3, we have presented the actuarial values
required under FASB No. 35 as of August
31, 1982. As shown in Exhibit 3, the actuarial present
value of accumulated vested plan
benefits is $1,553,457,890 and the actuarial present value
of accumulated plan benefits is
$1,608,591,783.
The same actuarial assumptions were used in the
calculation of these actuarial present
values as were used

assumption was used.

in the regular actuarial valuation except that no salary increase

4

CERTIFICATION
This actuarial report has been prepared in accordance with generally accepted actuarial

principles and practices and to the best of our knowledge, fairly presents the financial

condition of the Public School Teachers' Pension and Retirement Fund of Chicago as of
August 31, 1982.

Respectfully submitted,

SANDOR GOLDSTEIN
Fellow of the Society of Actuaries
Enrolled Actuary No. 3402
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STATISTICAL DATA

EXHIBIT 1
Actuarial Liability, Assets, Unfunded Actuarial Liability
Actuarial Liability for Members Receiving Pensions
Retirement Pensions
Survivor Pensions
Disability Pensions

$ 708,778,463
24,331,934
18,187,887

Total

$

751,298,284
$ 15,590,232
$1,734,674,623

Actuarial Liability For Inactive Members
Actuarial Liability For Active Members

Total Actuarial Liability

$2,501,563,139

Actuarial Value of Assets

$1,244,526,551

Unfunded Actuarial Liability

$1,257,036,588

Funded Ratio (5/4)

49.7%

Employer's Normal Cost For Year Beginning September 1, 1982
Percent

Annual

Amount

of payro/
Basic Retirement Benefit
Post Retirement Increases
Lump Sum Death Benefits
Survivor's Annuities
Disability Benefits
Refunds
Administrative Expenses
Total Normal Cost

9.8%
2.2

0.1
0.5
0.2
1.6
0.1

14.5%

Employee Contributions
Employer's Share of Normal Cost

8.0%
6.5%

$43,915,740

Normal Cost Plus Interest on the Unfunded Actuarial Liability
Percent
of Payro"

Annual
Amount
$ 43,915,740
87,992,561

Normal Cost
6.5%
Interest on the Unfunded Actuarial Liability
13.0
Normal Cost Plus Interest on the Unfunded Actuarial
19.5%
$131,908,301
Liability
Note: The above figures are based on a total active payroll of $675,626,773 as of August
31, 1982.

EXHIBIT 2
Actuarial Value of Assets

Cash and Short Term Investments at Cost

$ 274,694,393

Receivables
Investment in Bonds at Amortized Cost (Approx. market value:
$646, 000,000)
Investments in Common and Preferred Stocks at Cost (Approx.

market value: $239, 000,000)

83,159,058
683 ,473 ,654
221 ,707, 759

Total Assets

$1,263,034,864

Current Liabilities

18,508,313

Actuarial Value of Assets

$1,244,526,551

1

EXHIBIT 3
Actuarial Present Value of Accumulated Plan Benefits
Vested Benefits:

Participants Currently Receiving Benefits
Other Vested Participants
Total
Nonvested Benefits
Total Actuarial Present Value of Accumulated Plan Benefits

$ 751,298,284
802,159,606
$1,553,457,890
55,133,893
$1,608,591,783

EXHIBIT 4
Summary of Membership Data
Number of Members:
Contributors
Members Receiving:
Full Service Retirement Pension
Reduced Service Pensions Under Reversionary Option
Disability Pensions
Survivor Pensions

27,711

7,343
122
246
962

Reversionary Pension

43

Total

36,427

Annual Salaries:
Total Salary

$675,626,773

Average Salary
Total Accumulated Contributions of Contributors

$

24,382

$445,016,052

Annual Benefit Payments Currently Being Made:

Full Service Retirement Pensions

$

Reduced Service Pensions Under Reversionary Option

Disability Pensions

Survivor Pensions
Reversionary Pensions

72,135,806
1,969,663
1,471,073

2,584,857
146,932

Total

$ 78,308,331

EXHIBIT 5

Summary of Actuarial Assumptions and Cost Method
Mortality Rates: The 1971 Group Annuity Mortality Table, projected to 1982.
Termination Rates: Termination rates based on the recent experience of the Fund. The

following is a sample of the termination rates that were used:

Rate per 1,000
Male
Female

Age
20

148

148

25

118

98

30

74

58

35

37

32

40

19

19

45

12

12

8
0

8
0

50
55 and over

8
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Summary of Actuarial Assumptions and Cost Method (continued)
Disability Rates: Disability rates based on the experience of other similar groups were used.
The following is a sample of the disability rates used:
Rate per 1,000 members
Female
Mate
Ag€
.70
.35
20
.84
.42
30
1.16
.58
40
2.40
1.20
50

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:

Rate per 1,000 members
Female
Male

Ag€
55
60

31
71

19
112

65
70

380
1000

418
1000

Salary Progression: 5.5% per year, compounded annually.
Interest Rate: 7% per year, compounded annually.

Marital Status: 75% of participants were assumed to be married.
Spouse's Age: The female spouse was assumed to be 4 years younger than the male

spouse.

Actuarial Value of Assets: The book value of the assets of the Fund was used.
Actuarial Cost Method: The entry age actuarial cost method was used, with costs allocated

on the basis of earnings.
Actuarial Assumptions Used in the Calculation of Actuarial Present Value of
Accumulated Plan Benefits: The actuarial assumptions that were used in the regular

actuarial valuation were used in the calculation of the actuarial present value of accumulated

plan benefits shown in Exhibit 3, except that no salary increase assumption was used and

withdrawal rates were not used in determining the actuarial value of vested benefits.

9

GLOSSARY OF TERMS USED IN REPORT
Actuarial Present Value: The value of an amount or series of amounts payable at various

times, determined as of a given date by the application of a particular set of actuarial
assumptions.
Actuarial Cost Method or Funding Method: A procedure for determining the actuarial

Present value of pension plan benefits and for determining an actuarially equivalent allocation
of such value to time periods, usually in the form of a normal cost and an actuarial accrued
liability.
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.

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.
Actuarial Value of Assets: The value assigned by the actuary to the assets of the pension

plan for purposes of an actuariai valuation.

Unfunded Actuarial Liability: The excess of the actuarial liability over the actuarial value

of assets.

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.

Actuarial Assumptions: Assumptions as to future events affecting pension costs.
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.

Accrued Benefit or Accumulated Plan Benefit: The amount of an individual's benefit as

of a specified date determined in accordance with the terms of a pension plan and based
on compensation and service to that date.
Vested Benefits: Benefits that are not contingent on an employee's future service.

10
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CERTIFICATION BY ACTUARY EMERITUS

A. A. WEINBERG
29 East Madison Street

Suite 1315
Chicago, Illinois 60602
March 1, 1983

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, 1982 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

11
6-1,4
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ACCOUNTANTS' REPORT
on the

Public School Teachers' Pension and Retirement Fund of Chicago

ERNST & WHINNEY
Certified Public Accountants

150 South Wacker Drive
Chicago, Illinois 60606

The Board of Trustees
Public School Teachers' Pension and
Retirement Fund of Chicago

We have examined the balance sheets of Public School Teachers' Pension and Retirement
Fund of Chicago as of August 31, 1982 and 1981, and the related statements of revenue,
expenditures, reserve provisions and deficit for the years then ended. Our examinations were

made in accordance with generally accepted auditing standards and, accordingly, included
such tests of the accounting records and such other auditing procedures as we considered
necessary in the circumstances.
In our opinion, the financial statements referred to above present fairly the financial position
of the Public School Teachers' Pension and Retirement Fund of Chicago at August 31, 1982

and 1981, and the results of its financial transactions for the years then ended, in conformity
with generally accepted accounting principles applied ona consistent basis.

Chicago, Illinois
November 3, 1982

13

BALANCE SHEETS

ASSETS
August 31
1982

1981

Cash and short-term investments:
Cash
Short-term investments, at cost

$

Receivables:
Taxes, less reserve for loss and costs-Note B
Participating teachers' accounts for

contributions

273,799,907

894,486

$

54,066
196,560,469

274,694,393

196,614,535

55,644,970

71,031,420

14,919

11,634

4,359,099

4,125,762

41,826

1,935,541

55,667

5,651

21,814,700

21,404,503

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

and salary deductions

Employer contributions for federally

subsidized teaching programs
Contributions for early retirement

Accrued interest on investments
Security purchases
Other

1,224,707

Investments:
Bonds, at amortized cost (approximate market
value: 1982-$646,000,000; 1981-$489,000,000)
Common and preferred stocks, at cost (approxi-

mate market value: 1982-$239,000,000;
1981-$221,000,000)

14

-

3,170

5,231

83,159,058

98,519,742

683,473,654

620,000,948

221,707,759

196,408,551

905,181,413

816,409,499

$1,263,034,864

$1,111,543,776

LIABILITIES, RESERVES AND FUND DEFICIT
August 31
1982

Accrued benefits and refunds payable:
Pension payable
Refunds payable due to:
Resignations
Deaths

$

Death benefits payable
Unclaimed pension and refund checks

;

'

Accounts payable:
Security purchases

Blue Cross/Blue Shield

Other

Deferred income:
Tax levy-Note B
Retired teachers' supplementary payment
Note E

Reserves:
Actuarial liabilities-Note C:
Pensions in force and deferred
>

Pensions for active members

Fund deficit-Note C

i
t

See notes to financial statements.
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477,859

1981
$

259,230

941,407
290,345

497,384
133,450

1,231,752
178,214
32,215

630,834
137,938
89,718

1,920,040

1,117,720

7,492
22,051

5,669,917
434,568
21,643

29,543

6,126,128

16,017,063

16,425,364

541,667

583,333

16,558,730

17,008,697

766,888,516
1,734,674,623

757,399,702
1,369,175,224

2,501,563,139
(1,257,036,588)

2,126,574,926
(1,039,283,695)

$1,263,034,864

$1,111,543,776

STATEMENTS OF REVENUE, EXPENDITURES,
RESERVE PROVISIONS AND DEFICIT
Public School Teachers' Pension and
Retirement Fund of Chicago
Year Ended August 31
1982
1981

Revenue:
Tax levies:
Tax levy, less provision for loss and costs
(1982-$9,172,696; 1981-$1,639,333)

$42,667,741

$45,748,138

Collections (refunds) of taxes from tax levies

previously written off

Adjustment of prior years' tax levies-Note B

(85,214)
(158,666)

16,846
(1,633,033)

42,423,861

44,131,951

48,405,417

48,681,291

3,224,835

3,242,862

Contributions from participating employees:
Salary deductions for regular and survivor

pensions

Salary deductions for automatic annual

increases in pensions

Collections from teachers validating their creditable service-Note D
Employer's contribution for early retirement
Appropriation from State of Illinois for Retired
Teachers' Supplementary Payment Fund-Note E

State Distributive Fund allocation-Note F

548,072

541,403

52,178,324
257,796

52,465,556
220,467

691,666
42,641,229

741,667
58,519,219

15,330

15,343

7,010,257

5,860,511

107,346,870

89,910,418
9,768,701
(23,317,415)

Payments on reciprocal retirements received from

participating systems

Contributions for federally subsidized teaching

programs

Earnings on investments:

Interest, including amonization of bond premium
and discount
Dividends

13,327,101

Loss on sale and exchange of securities

(17,627,314)

103,046,657

Less investment counsel expense

161,000

Miscellaneous
Total revenue
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76,361,704
149,000

102,885,657
12,206

76,212,704

248,116,326

238,261,653

94,235

r.~,

Year Ended August 31
1981
1982
Expenditures:
Pensions (excluding payments for automatic an-

nual increases, post retirement increases and
retired teachers' supplementary payments)

$

Automatic annual increases
Post retirement increases

Retired teachers' supplementary payments
Refunds of member contributions due to:
Resignations
Deaths
Excess contributions
Retirement-no eligible survivor
Other

68,358,524

$

63,097,086

10,761,377
971,284
544,017

9,534,278
1,027,304
595,425

80,635,202

74,254,093

7,209,760

1,018,022
35,466

8,517,179
1,057,093
35,761

256,193

255,858

7,905

13,306

8,527,346

9,879,197

Heirs of participating teachers

363,340

391,022

Heirs of annuitants

492,837

488,677

856,177
53,313
808,967

879,699
-

90,881,005

85,735,898

157,235,321

152,525,755

Death benefits:

Relocation expenses
Administrative and miscellaneous expenses
Total Expenditures

722,909

Excess of revenue over expendi-

tures-before actuarial reserve
provisions

Actuarial reserve provisions-Note C:
Pensions in force and deferred

'

Pensions for active members

9,488,814

35,483,395

365,499,400

177,947,803

374,988,214

213,431,198

Excess expenditures and actuarial

reserve provisions over revenue

Deficit at beginning of year
Deficit at end of year

See notes to financial statements.
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(217,752,893)

(60,905,443)

(1,039,283,695)

(978,378,252)

$(1,257,036,588)

$(1,039,283,695)

NOTES TO FINANCIAL STATEMENTS
Note A-Significant Accounting Policies
Administration of Fund:
The Public School Teachers' Pension and Retirement Fund of Chicago is administered
in accordance with Chapter 1081/2, Article 17 of the Illinois Revised Statutes. References
to this Article are included in notes describing Fund activities that are accountable or

otherwise restricted by statute.

Method of Reporting
The financial statements of the Public School Teachers' Pension and Retirement Fund
of Chicago have been prepared on the accrual basis of accounting whereas the Fund

follows the cash basis for its interim financial reporting.

Furniture, Fixtures and Office Equipment:
Furniture, fixtures and office equipment (not material) are not capitalized in accordance
with the established practice of the Fund.
Amortization of Bond Premium and Discount:
Bond premium and discount is amortized on the compound interest method which reflects

bond earnings at a level earnings rate.

Reclassifications:
Certain reclassifications have been made in the 1981 financial statements to conform to

the 1982 presentation.

Note B-Tax Levies, Receivables and Revenue
Chapter 108~, 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 a specific
percentage of prior years' member contributions. Taxes are levied on a calendar year
basis and adjusted to reflect tax revenues of the Fund's fiscal year.
The calendar year levy is deferred to the extent that it applies to the Fund's succeeding
fiscal year. Tax revenue of the Fund for the years ended August 31, 1982 and 1981 is as

follows:

1982

1981

Estimated calendar year levy, net of provision for

loss and costs

Portion recorded as revenue in current year
Portion deferred to following year

$47,017,769

$46,845,993

$31,000,706
16,017,063
$47,017,769

$30,420,629
16,425,364
$46,845,993

Tax levy receivables are carried for three years. After the third year, the receivable is
written off. This write-off represents the receivable balance uncollected in excess of the

original allowance provided for loss and costs. Such receivables net of the allowance
for loss and costs, written off in 1982 and 1981 were $158,666 and $1,633,033, respectively.

Note C-Reserves for Actuarial Liabilities
The reserves for actuarial liabilities are based on an annual valuation submitted by
the
Fund's consulting actuary. The annual actuarial valuation establishes the reserves

required for various statutory liabilities which arise from pension benefit schedules that

are part of the current Pension Code Legislation.
During 1981 the Illinois Legislature eliminated the statutory reserves for post retirement

and automatic annual increases. The statutory reserves previously offset
actuarial

estimates which otherwise would have been included in the determination of the actuarial
liabilities for those years the statutes were in force. Consequently, the increase in Fund

deficit for 1981 ($60,905,443) included an adjustment of approximately $40 million
representing the difference between the statutory reserves for automatic annual
increases and post retirement increases and reserves which otherwise would have been
determined by actuarial estimates.
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During 1982, the consulting actuary performed a study of the Fund's actual experience
and as a result revised several assumptions. The significant assumption revisions are

as follows:
• Investment rate of return assumption was increased from 6% to 7% to reflect the
expected long-term average future yield.
• Salary progression assumption increased from 5% to 51/2% to reflect expected

,

future salary increases.

j

The estimated aggregafe effect of these two changes was to decrease the Fund's

·

The significant increase in the 1982 actuarial reserve provision results from various

-

actuarial reserves by approximately $330,000,000.

changes in prior year actuarial valuations.

Note D-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, $188,879 in fiscal 1982 and
$184,700 in fiscal 1981 represent the interest portion of collections from teachers validating
their creditable service. The contingent receivable of $234,580 at August 31, 1982 and
$231,715 at August 31, 1981 is not reflected in the accompanying 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.
Note E-Retired Teachers' Supplementary Payments
The State of Illinois annually appropriates funds for the purpose of making supplementary

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 was revised to increase both the number of persons eligible for the
payments and the amount of the payments. The amount of the appropriation is taken
into income monthly during the fiscal year of the Fund.

Note F-State Distributive Fund Allocation
Chapter 122, Article 34, Section 87 of the Illinois Revised Statutes provides that the Board
of Education is required to pay to 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.

i
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ERNST & WHINNEY
Certified Public Accountants
150 South Wacker Drive
Chicago, Illinois 60606
The Board of Trustees
Public School Teachers' Pension and
Retirement Fund of Chicago

i
The audited financial statements of the Public School Teachers' Pension and Retirement
Fund of Chicago 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 subjected to the auditing procedures applied in our

examination of the financial statements and, in our opinion, is fairly stated in all material
respects in relation to the financial statements taken as a whole.

1

~~A.<.*er VL
Chicago, Illinois
November 3, 1982
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SCHEDULE 1-INVESTMENTS
Public School Teachers' Pension and
Retirement Fund of Chicago
August 31, 1982
Aver-

Original
Cost

Amortized
Cost

Description

Amor-

age

Cost

Yield
(%)

tized

Par
Value
-

Bonds:

United States Federal
Government agency

securities

$

79,911,517

$ 79,657,131

$ 84,960,702

Canadian provincial
and municipal bonds
Railroad equipment

12,412,555

11,969,119

16,160,000

1.1

10.8

trust certificates

12,276,949

12,252,580

12,675,974

72,593,748

71,136,375

109,987,000

1.0
6.2

11.1

Public utility bonds

135,009,795

133,696,270

174,531,100

11.4

11.1

371,269,090

369,231,742

386,475,000

31.5

12.6

683,473,654

$677,943,217

$784,789,776

58.0

12.1%

221,707,759

18.8

6.2%

905,181,413

76.8

10.7%

273,799,907

23.2

14.0%

Industrial and
finance corporations

6.8% 12.1%

11.7

United States Treasury

obligations

Total Bonds
Common and preferred
stocks
Long-Term
Investments

Short-term investments
Total

Investments

$1,178,981,320

100.0% 11.4%

The securities owned by the Fund and held in safekeeping by the Treasurer of the City of
Chicago at August 31,1982 were inspected on a test basis (random selection) by the auditors.

In addition, the auditors reviewed the filing control procedures filed at the Treasurer's office
for securities held in safekeeping. The inspection disclosed no discrepancies. The auditors
also obtained confirmations of securities in transit at August 31, 1982 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 annually of

all securities in his safekeeping.
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SCHEDULE 2-TAXES RECEIVABLE
Public School Teachers' Pension and
Retirement Fund of Chicago
August 31, 1982
Uncollected
Percent of

year

Gross
levy

Uncollected

1980
1981

$ 45,401,106
48,485,326

$ 6,717,865
9,594,748

1982

93,886,432
51,432,136

16,312,613
51,432,136

$145,318,568

$67,744,749

Levy

gross levy

uncollected

balance

14.8%

balance

Reserve

less
reserve

forloss

and costs
$ 6,046,079

$

19.8

1,639,333

671,786
7,955,415

17.4
100.0

7,685,412
4,414,367

8,627,201
47,017,769

$12,099,779

$55,644,970

SCHEDULE 3-ADMINISTRATIVE AND MISCELLANEOUS EXPENSES

Public School Teachers' Pension and
Retirement Fund of Chicago
Year Ended
August 31
1981
1982

b
1

Salaries
Actuary fees
Auditing
Consulting
Data processing expense

$453,716
13,500
12,500
1,820
58,650

$423,113
10,000
12,000
47,406

Duplicating unit charge
Election expense
Employees' hospitalization expense
Insurance premium
Legalfees

2,566
9,146
37,840
3,275
24,237

2,705
3,682
31,393
4,320
28,832

Legislative expense
Maintenance of equipment

136
4,280

Membership dues, convention attendance, etc.
Microfilm system expense

726
4,139
4,680
16,641
1,102

4,798
11,621
1,607

New office equipment and equipment rental
Office forms and supplies
Office rent and light
Postage
Printing and binding

2,606
20,321
52,697
43,061
24,294

3,486
19,603
39,790
31,198
19,475

Telephone
Trustees' expenses
Miscellaneous

5,239
1,973
14,238

5,023
1,000
17,441

$808,967

$722,909

Medical fees

TOTAL
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APPENDIX

• SUMMARY OF PRINCIPAL BENEFIT
AND CONTRIBUTION PROVISIONS
OF THE PENSION LAW
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Public School Teachers' Pension and
Retirement Fund of Chicago
SUMMARY OF PRINCIPAL BENEFIT AND CONTRIBUTION
PROVISIONS OF THE PENSION LAW
ELIGIBILITY 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 years of service.

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 may elect to retire without the discount for retirement under
age 60. Consent of the Board of Education is required in order to exercise this option. In

addition 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 the option.
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 12/3% 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 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 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.
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.
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.
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

results in a termination of pension.
REFUND OF CONTRIBUTIONS: Upon separation from service, a teacher is entitled to

receive a refund of his total contributions and those contributions made on his behalf, without
interest.
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:
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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 1/5 of the death benefit for each year or part of a year that the member has
been on pension down to a minimum of $1,500.
FINANCING: Teachers are required to contribute a total of 8% of salary consisting of 61/2%

towards the retirement pensions, 1 % towards the survivor pension, and 1 /2% towards the
post retirement increment. As of September, 1981, the Board of Education has been paying

7% of the 8% required teacher's contribution.

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; and (3) grants

by the federal government on account of teachers being paid from special trusts or federal
funds.
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Sandor Goldstein, F.S.A.
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