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Public School Teachers' Pension and Retirement Fund of Chicago

88TH ANNUAL REPORT OF THE BOARD OF TRUSTEES
For the Fiscal Year Ended August 31, 1983

A SUMMARY OF THE YEAR'S OPERATION
On behalf of the Board of Trustees, it is my duty and privilege to present the Annual
Report of the Public School Teachers' Pension and Retirement Fund of Chicago for
the fiscal year ending August 31, 1983. The Board of Trustees is responsible for the
administration of the Chicago Teachers' Pension Fund under provisions of the

Illinois Revised Statutes, and one of the important responsibilities vested in the
trustees is the submission of a detailed annual report on the results of Fund operations to the Fund's membership and to the general public. The results of operations

as presented in this report are most encouraging, particularly given the current

climate of governmental finance and limited availability of revenues. Despite the
continued trend toward underfunding, contributors and annuitants of the Fund can

,

be assured that their pension assets are being carefully safeguarded and invested

by an experienced and dedicated Board of Trustees to insure stability and prosperity

for years to come.
Special attention should be given to the Auditor's Report and Statements of Financial Position prepared by Ernst & Whinney, Certified Public Accountants and the
Actuarial Report prepared by Sandor Goldstein, F.S.A., Consulting Actuary. The
Auditor's Report is a detailed statement of the results of financial operations of the
Fund and any special developments affecting the Fund during the year. The
Actuarial Report is prepared separately and is devoted to a thorough actuarial
evaluation of the Fund, including statistical data concerning active members and
pensioners. The combined information in these two reports is a valuable tool in the
administration of the Fund or in any analysis thereof.

GENERAL SUMMARY OF OPERATIONS
The yearending August 31,1983 was characterized by continued growth of the Fund,
in terms of both assets and benefits paid. Membership has decreased slightly, to
27,496 contributors, while the number of annuitants has increased to 9,635. Net

revenues for the year (the excess of total revenues from all sources over total expen-

ditures) increased significantly during the year. Unfunded accrued liabilities,

representing excess of the total accrued liabilities over assets remains over $1.2
billion. This is attributable, in part, to recent state appropriations at below benefit
payment levels. State appropriations for the 1983 fiscal year were originally approv-

ed at $50,496,800, which was significantly below the anticipated payout level that is

used as astandard for sound State funding.In April, 1983,this appropriation was further cut to $37,872,600. In late August, The General Assembly resolved to repay the

remainder of the cut within a f ive-year period and in late August $2,676,300 of the cut

was restored and paid. Funding problems were f urther exacerbated bythe deferment
of payment of contributions by the Board of Education made on behalf of contributors. Thisdeferment was implemented bythe Board of Education and the City of

Chicago with authority granted in December, 1982 by the General Assembly via
Senate Bill 1180, which provided for the creation of a Pension Contribution Liability
Tax. At the end of the fiscal year on August 31, 1983, $25,917,347 remained to be
collected on the deferred employee contributions. On September 7th, 1983,
$16,034,372.51 of the deferred sum was remitted to the Fund, leaving a remainder of

$9,882,974.49 yet to be paid.
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INVESTMENT REVIEW
Revenues from investments maintained a steady upward trend and increased
materially during the fiscal year. The success of investment operations is due to the

1

wise selection of the highest quality investment vehicles for the increased investable assets, in compliance with the investment authority outlined in the Illinois
Pension Code. The Board of Trustees has long maintained stringent investment

criteria, with all investments evaluated both for potential investment performance
and for appropriate domestic and international business practices. Total return to
the Fund, recognizing market-to-market changes in the value of the Fund assets,
was 20.9% for the year ending August 31, 1983. Average yield of the entire invest-

ment account at amortized book value of $1.346 billion was 10.7% with the largest

Portion in fixed income securities with a return on book value of 12.2%. This is a

highly satisfactory return for the investment account of a public pension fund maintaining a balanced investment policy. With the advice of the Fund's investment
counsel, Capital Supervisors, Inc., the Board has succeeded in maintaining a progressive and viable policy in the management of Fund assets with highly profitable

results.

LEGISLATION
This year, members take particular pleasure in the impressive results outlined herein

because of recent legislative developments which will insure that teachers retain
control of their pension reserves. Earlier this year, the General Assembly approved
and the Governor signed a bill that requires a referendum of the Fund's membership
before Fund assets could be divested to anyoutsideorganization. Teacherscan take
credit fortheirrole in the enactment of this legislation. Over 25,000 Chicagoteachers

and pensioners signed petitions or wrote letters in favor of this legislative measure.

It has been a consistent policy of the Board to propose changes in pension law to

upgrade benefits in keeping with economic and social trends and to assure efficient,

proper administration of the Fund. During 1983, the General Assembly enacted a

number of these changes, which will provide benefit improvements in the future.

These measures include revisions in the early retirement provisions to provide for

retirement between ages 55 and 60 without discount for teachers with 20 or more
years of service, continuation of survivor's pension for a spouse who remarries after
his or her 55th birthday, and modification of the reversionary pension provisions to
make possible restoration of full pension to the pensioner if the reversionarY
beneficiary should predecease the pensioner. The minimum annuitant death benefit

has been increased to $3,000 on the death of a retired teacher whose pension
became effective on or after January 1, 1983.
GENERAL SUMMARY

The results of operations for the fiscal year ended August 31, 1983 give evidence of
definite and constructive progress in the development of the Fund and in the fulfillment of its stated objectives. The Board is always mindful of the importance of
preservingthe financial integrityof the Fund in order to assure the ultimate payment
of benefits to contributors. This is of first and foremost concern to the Board of

Trustees.

ACKNOWLEDGMENT
This report would be incomplete without recording an acknowledgment of thehighlY

dedicated and conscientious service rendered by the administrative staff and more

particularly by James F. Ward, Executive Director, who is largely responsible forthe

high standard of service and efficiency maintained in the operation and administra-

tion of the Fund.

£968«t-4 7**Uu-ROBERT T. WILKIE

President
Board of Trustees
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ACTUARY'S REPORT
on the
Public School Teachers' Pension and Retirement Fund of Chicago

Board of Trustees
Public School Teachers' Pension
and Retirement Fund of Chicago
205 W. Wacker Drive

Chicago, Illinois 60606
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 an actuarial valuation as of August 31, 1983.

The report consists of seven Sections and six Exhibits, as follows.

PURPOSE AND SUMMARY
We have carried out an actuarial valuation of the Public School Teachers' Pension
and Retirement Fund of Chicago as of August 31,1983. 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 asets.
Unfunded actuarial liability......
Funded ratio .
..........,,
..
Employer's normal cost (percent of payroll) .
Employer's annual contribution requirement

of normal cost plus interest on
unfunded actuarial liability.

27,496
9,635
$ 676,339,849
24,598
2,621,361,141
1,444,025,714
1,177,335,427
55.1 %
6.5%
126,375,570

Employer's annual contribution requirement

as a percent of payroll..

..

18.7%

Actuarial present value of

accumulated plan benefits .....

1,685,394,998

Actuarial present value of vested

accumulated plan benefits,....

3

$1,629,410,605

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, 1982. To obtain valuation results as of August 31, 1983, we
adjusted the August 31, 1982 active participant data for the increase in payroll that
occurred between August 31,1982 and August 31,1983. In the case of participants in

receipt of benefits, the data was adjusted forthe increases in pension paymentsthat

occurred between August 31, 1982 and August 31, 1983.

The participant data used on the valuation is summarized in Exhibit 5. It can beseen

that 27,496 contributors and 9,635 pensioners and other beneficiaries were included

in the valuation. The total active payroll as of August 31,1983 was $676,339,849. The

total annual benefits paid were $88,059,821.

Assets. The asset values used for the valuation were based on the asset information
contained in the audited financial statements of the Fund asof August 31, 1983. 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 was
$1,444,025,714. The development of this value is outlined in Exhibit 2.

FUND PROVISIONS
Our valuation was based on the provisions of the Fund in effect as of August 31,
1983 as provided in Article 17 of the Illinois Pension Code. A summary of the principal provisions of the Fund is provided in the appendix of this Annual Report.

ACTUARIAL ASSUMPTIONS AND COST METHOD
Theactuarial assumptions used forthecurrent valuationarethesame asthoseused
for the valuation as of August 31, 1982. These assumptions are based on an
experience anaylsis of the Fund for the three year period 1978-1981. The actuarial
assumptions·used for the current valuation are outlined in Exhibit 6.
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. Section
A 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 at the end
of this report.) As of August 31, 1983, the actuarial liability is $2,621,361,141, the

actuarial value of assets is $1,444,025,714, and the unfunded actuarial liability is

$1,177,335,427. The ratio of the actuarial value of assets to the actuarial liability, or

funded ratio, is 55.1%.

Section B develops the employer's share of the normal cost. Forthe year beginning
September 1, 1983, the employer's shareof the normal cost is 6.5% of payroll. Based
on a payroll of $676,339,849 as of August 31, 1983, the dollar amount of the

employer's share of the normal cost is $43,962,090.
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1 In Section C, we develop the employer's contribution requirement of normal cost
plus interest on the unfunded actuarial liability for the year beginning September 1,
1983. A contribution of normal cost plus interest on the unfunded actuarial liability is

generally considered to be the minimum contribution level for public retirement
systems. 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 actuarial

liability, the unfunded actuarial liability is stabilized.
Although no attempt is made to pay off the unfunded actuarial liability, this

approach is considered acceptable for public retirement systems where permanence can be taken for granted and full funding is not regarded as essential. A

contribution of normal cost plus interest on the unfunded actuarial liability is the
minimum contribution level recommended by the Illinois Public Employees' Pension

Laws Commission.
Section C indicates that for the year beginning September 1, 1983, the employer

contribution requirement of normal cost plus interest on the unfunded actuarial
liability amounts to $126,375,570 or 18.7% of payroll.

RECONCILIATION OF CHANGE IN
UNFUNDED ACTUARIAL LIABILITY
The net actuarial experience during the period September 1, 1982 to August 31,1983
resulted in a decrease in the Fund's unfunded actuarial liability of $79,701,161. 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 3.
The employer funding requirement for the year of normal cost plus interest on the

unfunded actuarial liability amounted to $131,908,301, whereas the actual employer

contribution for the year amounted to $101,012,120. Thus, the emloyer contribution

for the year fell $30,896,181 short of meeting normal cost plus interest on the
unfunded actuarial liability. Had all other aspects of the Fund's experience been in

line with the actuarial assumptions, the unfunded actuarial liability would have
increased by this amount.

The actuarial value of assets increased at a rate of approximately 10.8% during the
Year in comparison to the assumed rate of 7%. This resulted in a decrease in the

unfunded actuarial liability of $48,529,000.
The average rate of salary increase for the year was 2.2%, in comparison with the
assumed rate of increase of 5.5%. This resulted in a decrease in the unfunded

actuarial liability of $55,806,000.

The various other aspects of the Fund's experience resulted in a net decrease in the
unfunded actuarial liability of $6,262,342. This decrease in unfunded actuarial liabili

ty was primarily due to greater terminations than expected and fewer retirements
than expected.
The aggregate financial experience of the Fund was favorable, resulting in a

decrease in the unfunded actuarial liability of $79,701,161.

5
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VALUE OF ACCUMULATED PLAN BENEFITS
Financial Accounting Standards Board Statement Number 35 (FASB No. 35) sets

forth certain standards of financial accounting and reporting for the financial
statements of defined benefit pension plans for plan years beginning after
December 15, 1980. Although the statement is applicable to state and local govern-

ments, the implementation date for state and local government pension plans has
been extended indefinitely.
In Exhibit 4, we have presented the actuarial values required under FASB No. 35 as of
August 31, 1983. As shown in Exhibit 4, the actuarial present value of accumulated

vested plan benefits is $1,629,410, 605 and the actuarial present value of
accumulated plan benefits is $1,685,394,998.
The same actuarial assumptions were used in the calculation of these actuarial

present values as were used in the regular actuarial valuation except that no
salary increase assumption was used.
FASB No. 35 calls for a comparison of the actuarial present value of accumulated

plan benefits with the net assets available for benefits, with investments valued at
market value. On this basis, the net assets available for benefits amounts to

$1,531,982,980 and the ratio of the net assets available for benefits to the actuarial
present value of accumulated plan benefits is 90.9%.
CERTIFICATION
This actuarial report has been prepared in accordance with generally accepted
actuarial principles and practices and, to the best of our knowledge, fairlY
represents the financial condition of the Public School Teachers' Pension and
Retirement Fund of Chicago as of August 31, 1983.
Respectfully submitted,

%*Zr- >BviLL
SANDOR GOLDSTEIN

Fellow of the Society of Actuaries
Enrolled Actuary No. 3402

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, 1983 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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STATISTICAL DATA
~

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

$

782,551,869
15,476,301
1,823,332,971

Total
Actuarial Liability For Inactive Members
Actuarial Liability For Active Members
4
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736,137,502
25,862,198
20,552,169

Total Actuarial Liability

$2,621,361,141

Actuarial Value of Assets

$1,444,025,714

Unfunded Actuarial Liability

$1,177,335,427
55.1 %

Funded Ratio

f*Ployer's Normal Cost For Year Beginning September 1, 1983
Annual

Percent
of Payroll
9.8%
2.2
0.1
0.5
0.2

Basic Retirement Benefit
Post Retirement Increases
Lump Sum Death Benefits

Survivor's Annuities

Disability Benefits
Refunds
Administrative Expenses
Total Normal Cost
Employee Contributions
Employer's Share of Normal Cost

Amount

1.6
0.1

14.5%
8.0%

6.5%

$

43,962,090

Note: The above figures are based on a total active payroll of $676,339,849 as of
August 31, 1983.

Normal Cost Plus Interest on the Unfunded Actuarial Liability
Percent
of Payroll

Normal Cost
Interest on the Unfunded

6.5%

Actuarial Liability
Normal Cost Plus Interest
on the Unfunded Actuarial Liability

$

12.

18.7%

Annual
Amount
43,962,090

82,413,48

$ 126,375,570

EXHIBIT 2
Actuarial Value of Assets

Cash and Short Term Investments at Cost
Receivables

$

104,212,486
119,428,567

Investment in Bonds at Amortized Cost

(approximate market value-$801, 000, 000)
Investments in common and preferred stocks
at cost (approximate market value-$529, 000, 000)
Total Assets
Current Liabilities
Actuarial Value of Assets
7

817 , 602 ,892

424 ,439,842
$1,465,683,787
21,658,073
$1,444,025,714

EXHIBIT 3

Reconciliation of Change in Unfunded Actuarial Liability
Over the Period September 1, 1982 to August 31, 1983
$1,257,036,588

Unfunded actuarial liability as of 9/1/82
Employer contribution requirement of

normal cost plus interest on unfunded
liability for period 9/1/82 to 8/31/83

131,908,301
101,012,120

Actual employer contribution for the year
Increase in unfunded liability due to

employer contribution being less than normal
cost plus interest on unfunded liability

30,896,181

Decrease in unfunded liability due to investment

48,529,000

return greater than assumed rate of 7%

Decrease in unfunded liability due to salary

55,806,000

increases being less than assumed rate of 5.5%

Decrease in unfunded liability due to other

sources, primarily greater termination than
expected and fewer retirements than expected

6,262,342

Net decrease in unfunded liability

79,701,161

for the year
Unfunded Actuarial Liability as of
August 31, 1983

$1,177,335,427

EXHIBIT 4
Value of Accumulated Plan Benefits
Actuarial Present Value of Accumulated Plan Benefits

Vested Benefits
Participants Currently Receiving Benefits
Other Vested Participants

$ 782,551,869
846,858,736

Total

$1,629,410,605

55,984,393

Nonvested Benefits
Total Actuarial Present Value of
Accumulated Plan Benefits

$1,685,394,998

1,531,982,980

Net Assets Available For Benefits

Ratio of Net Assets Available For Benefits
To Actuarial Present Value of Accumulated Plan Benefits

90.9%

EXHIBIT 5
Summary of Membership Data
N umber of Members
Contributors
Members Receiving:
Service Retirement Pensions
Reciprocal Pensions
Disability Pensions
Survivor Pensions
Reversionary Pensions
Total

82/*Ya# 1*'

27,496

7,450
878
260
1,000
47
37,131
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Annual Salaries
Total Salary
Average Salary

$ 676,339,849
$
24,598

Total accumulated contributions

of contributors

$ 478,509,717

Annual Benefit Payments Currently Being Made:
Service Retirement Pensions
Reciprocal Pensions
Disability Pensions
Survivor Pensions
Reversionary Pensions
Total

$

$

77,171,032
6,237,928
1,688,484
2,791,620
170,757
88,059,821

EXHIBIT 6
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

Age.

Male

Female

20

148

148

25
30
35
40
45
50
55 andover

118
74
37
19
12
8
0

98
58
32
19
12
8
0

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

Male
.35
.42
.58
1.20
0

Age
20
30
40
50
55 and over

Female
.70
.84
1.16
2.40
0

Retirement Rates: Rates o f 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 retire.

ment that were used:

Rate Per 1,000 Members

Male

Age

Female
--

55
60

31
71

19
112

65
70

380
1,000

418
1,000

Salary Progression: 5.5% per year, compounded annually.
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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 assump-

tion was used and withdrawal rates were not used in determining the actuarial value
of vested benefits.
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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 actuaria!

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 par-

ticular 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 the purposes of an actuarial 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 basisovertheearningsorservice 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 bythe 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 of 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.

11
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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

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, 1983 and 1982, and the

related statements of revenue, expenditures, reserve provisions and
deficit for the years then ended.

Our examinations were made in accor-

dance 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 Public School Teachers' Pension and Retirement
Fund of Chicago at August 31, 1983 and 1982, and the results of its

financial transactions for the years then ended, in conformity with generally accepted accounting principles applied on a consistent basis.
4

Chicago, Illinois
November 4, 1983
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BALANCE SHEET

Public School Teachers' Pension and
Retirement Fund of Chicago

ASSETS
August 31
1983

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

$

2,909,646
101,302,840
104,212,486

Receivables:
Taxes less reserve for loss and

costs - Note B
for contributions

teachers' pension

55,644,970

14,710

14,919

5,916,940

4,359,099

25,917,347

Employer contributions for federally

subsidized teaching programs

33,586,671

23,312,922
3,170
119,428,567

21,814,700
1,224,707
3,170
83,159,058

817,602,892

683,473,654

424,439,842
1,242,042,734

221,707,759
905,181,413

$1,465,683,787

$1,263,034,864

39,870

Accrued interest and dividends

on investments
Securities sold
Other

-

41,826
55,667
4,456,592

1,712,514

Contributions for early retirement

894,486
273,799,907
274,694,393

62,511,094

Participating teachers' accounts
Board of Education, City of Chicago:
Portion of State Distributive
Fund allocation
Employer contributions for

$

1982

Investments:
Bonds, at amortized cost (approximate

market value: 1983-$801,000,000;
1982-$646,000,000)

Common and preferred stocks, at cost

(approximate market value: 1983 $529,000,000; 1982 - $239,000,000)
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BALANCE SHEET

Public School Teachers' Pension and
Retirement Fund of Chicago

LIABILITIES, RESERVES AND FUND DEFICIT
1983
Accrued benefits and refunds payable:
Pension payable
Refunds payable due to:
Resignations
Deaths

Death benefits payable
Unclaimed pension and refund checks

Accounts payable:
Securities purchased
Blue Cross/Blue Shield

Other

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

$

August 31

519,818

1982
$

477,859

356,755
214,704
571,459

941,407
290,345
1,231,752

148,426
34,807
1,274,510

178,214
32,215
1,920,040

3,289,657
14,513
25,306
3,329,476

7,492
22,051
29,543

16,637,420

16,017,063

416,667
17,054,087

541,667
16,558,730

798,028,170
1,823,332,971
2,621,361,141

766,888,516
1,734,674,623
2,501,563,139

(1,177,335,427)
$1,465,683,787

(1,257,036,588)
$1,263,034,864

Actuarial reserves- Note C:
Pensions in force and deferred
Pensions for active members

Fund deficit-Note C

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

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

1983

Revenue
Tax levies:
Tax levy, less provision for loss and

costs (1983-$1,519,027;
$

1982--$9,172,696)
Refunds of taxes from tax levies

49,475,073

-

previously written off
Adjustment of prior years' tax
levies - Note B

Employer and employee contributions:
Regular and survivor pensions
Automatic and annual increases in pensions
Collections from teachers validating
their credit 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
Payments on reciprocal retirements

received from participating systems

bond premium and discount

of securities
Less investment counsel expense

Miscellaneous

48,920,744
3,258,217

48,405,417
3,224,835

'

893,975
53,072,936

548,072
52,178,324

359,469

257,796

625,000
39,982,723

691,666
42,641,229

15,152

15,330

6,792,274

7,010,257

107,101,376
18,501,262

107,346,870
13,327,101

12,874,926
138,477,564

(17,627,314)
103,046,657

173,000
138,304,564

161,009
102,885,657

-

16

(85,214)
~

294,519,596

Total Revenue

~

(158,666)
42,423,861

Earnings on investments:
Interest, including amortization of

Dividends
Gain (loss) on sale and exchange

42,667,741

5,892,405
55,367,478

Contributions for federally subsidized

teaching programs

$

12,206
248,116,326

1

.
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STATEMENTS OF REVENUE, EXPENDITURES,
RESERVE PROVISIONS AND DEFICIT

Public School Teachers' Pension and
Retirement Fund of Chicago
Year Ended August 31
1983
1982
,

Expenditures
Pensions (excluding payments for automatic

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

Automatic annual increases
Post retirement increases

Retired teachers' supplementary payments
Refund of contributions due to:
Resignations
Deaths
1

Excess contributions
Retirement-no eligible survivor
Other

Death benefits:
Heirs of participating teachers
Heirs of annuitants

Legacy fund disbursements
Administrative and miscellaneous expenses
Total expenditures
Excess of revenue over

expenditures before actuarial
reserve provisions

$

74,273,942
11,625,880
913,669
492,255
87,305,746

$

68,358,524
10,761,377
971,284
544,017
80,635,202

4,028,300
1,294,101
25,930
472,565
20,179
5,841,075

7,209,760
1,018,022
35,466
256,193
7,905
8,527,346

461,175
477,750

938,925

363,340
492,837
856,177

14,870
924,719
95,025,335

808,967
90,881,005

199,494,261

157,235,321

31,139,654
88,653,446
119,793,100

9,488,814
365,499,400
374,988,214

79,701,161

(217,752,893)

53,313

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

Excess (deficiency) of

revenue over expenditures
and actuarial reserve provisions

Deficit at beginning of year
Deficit at end of year

See notes to financial statements.

(1,257,036,588)

(1,039,283,695)

$(1,177,335,427)

$(1,257,036,588)
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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.

Note B - Tax Levies, Receivables and Revenue

I

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
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 31,1983

and 1982 is as follows:
1983

1982

Estimated calendar year levy, net

of provision for loss and costs

$50,095,430

$47,017,769

$33,458,010
16,637,420

$31,000,706
16,017,063

$50,095,430

$47,017,769

Portion recorded as revenue

in current year

Portion deferred to following year

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 (lessthan)theoriginal allowance provided for loss and
costs. Such receivables net of the allowance for loss and costs, written off in

1983 and 1982 was ($3,685,222) and $158,666, respectively.
In 1983, the allowance for loss and cost related to the 1982 tax levy was reduced

($2,207,183) to reflect the change in the amount estimated to be uncollectible.
Note C - Reserves for Actuarial Liabilities
The reserves for actuarial liabilitiesare basedon 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.

18

T

94*Wl,<#RM'r

Significant assumptions underlying the actuarial computation are as follows:
Assumed rate of return on investments

7% compounded annually

Salary progression

5.5% compounded annually

Mortality

1971 Group Annuity Mortality
Table projected to 1982.

Retirement age

Retirement rates are based on

recent experience of the Fund

which approximated an average
retirement age of 62.
These actuarial assumptions are based on the presumption that the Fund will
continue. Were the Fund to terminate, different actuarial assumptions and

other factors might be applicable in determining the actuarial reserve
requirements.
The significant decrease in the 1983 actuarial reserve provision is the result of

various changes made in the 1982 actuarial valuation that related to prior years.

4

Note D - Validation of Creditable Service
Chapter 1081/2, Article 17, Sections 133 through 135 of the Illinois Revised
Statutes provide that qualifying teachers shall be granted creditable service

I
I

with the option to validate the service by payment of contributions for the
period of creditable service plus interest at 5% per annum. Of thetotal amounts
collected, $315,155 in fiscal 1983 and $188,879 in fiscal 1982 represent the
interest portion of collections from teachers validating their creditable service.

The contingent receivable of $250,062 at August 31, 1983 and $234,580 at
August 31, 1982 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. Thecontingent liability resulting fromthe 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 annuallyappropriates funds forthe purposeof making sup-

plementary 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 in-

crease 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.
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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
The audited financial statements of 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.

Chicago, Illinois
November 4, 1983

20

~

7.-1
SCHEDULE 1 -INVESTMENTS
Public School Teachers' Pension and
Retirement Fund of Chicago
August 31, 1983
Aver-

Description
Bonds:
United States Federal
Government agency

securities
Canadian provincial

and municipal bonds

Original
Cost

Amortized

Cost

Public utility bonds

Industrial and
finance corporations

9,414,256

9,001,274

12,660,000

Total Bonds

age

Yield
(Vo)

20,673,588
110,429,705

20,641,285
108,583,854

124,679,930

123,058,219

162,935,981

.7

10.7

20,850,064

1.5

145,140,000

8.2

18.2
12.2

9.3

11.2

407,724,875 405,613,383 419,375,000 30.4
817,602,892 $810,975,568 $920,597,656 60.9

12.0
12.2

United States Treasury

obligations

Cost

$ 144,680,538 $144,077,553 $159,636,611 10.8% 14.1%

Railroad equipment

trust certificates

Par
Value

Amortized

Common and preferred

stocks
Long-term
Investments

Short-term investments
Total
Investments

424,439,842

31.6

5.2

1,242,042,734

92.5

10.8

101,302,840

7.5

9.2

$1,343,345,574

100.0% 10.7%

The securities owned by the Fund and held in safekeeping by the Treasurer of the
City of Chicago at August 31, 1983 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. Theauditors also obtained confirmationsof securities in transit at
August 31, 1983 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.

AE.-I-~
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SCHEDULE 2-TAXES RECEIVABLE
Public School Teachers' Pension and
Retirement Fund of Chicago

August 31, 1983
Reserve

Uncollected
Balance Less
Reserve

Levy
Year

Gross
Levy

Uncollected
Balance

Percent of
Gross Levy
Uncollected

for Loss
and Costs

1981
1982

$ 48,485,326
51,432,136
99,917,462
52,369,812

$ 1,857,735
14,404,446
16,262,181
52,369,812

3.8%
28.0
16.3
100.0

$1,639,333
2,207,184
3,846,517
2,274,382

$

$152,287,274

$68,631,993

$6,120,899

$62,511,094

1983

218,402
12,197,262
12,415,664
50,095,430

SCHEDULE 3-ADMINISTRATIVE AND MISCELLANEOUS EXPENSES
Public School Teachers' Pension and
Retirement Fund of Chicago
Year Ended August 31
1982
1983
Salaries
Actuary fees
Auditing
Consulting
Data processing expense

Duplicating unit charge
Election expense
Employees' hospitalization expense
Insurance premium
Legalfees
Legislative expense
Maintenance of equipment
Medical fees
Membership dues, convention attendance, etc.
Microfilm system expense

$483,669
11,000
13,500
4,000
65,873

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

1,529
6,639
50,867
3,382
31,881

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

2,057
4,840
8,311
14,948
1,418

Miscellaneous office equipment purchases

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

and equipment rental
Office forms and supplies
Office rent and light
Postage

2,519
26,457
82,931
44,133

Printing and binding

36,941

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

Telephone
Trustees' expenses
Miscellaneous

5,878
925
21,021

5,239
1,973
14,238

$924,719

$808,95

TOTAL
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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 orover; 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 computa-

tion 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 retire-

ment under age 60. 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 126% 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 16 of 1% for each month the disabled teacher is under age 55, down
to a minimum age of 50 years.

4
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 61st 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.

REVERSIONARY PENSION: Acceptance of a reduced retirement pension can
Provide a reversionary annuity for any surviving beneficiary. The election of this
benefit must be filed before retirement. The beneficiary's pension, determined bythe

retiring teacher, may not be less than $40 per month or more than the member's

reduced pension. If the beneficiary does not survive the retired teacher, no rever-
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sionary pension shall be payable and no change shall be made in the rate of pension
previously granted to the retired teacher.
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 contribu-

tions 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 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

i

~

of 61/2 % towards the retirement pensions, 1% towards the survivor pension, and

th % 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; (3) grants by the federal government on account of 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 employ-

ment in Illinois.
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CHANGES IN BENEFIT PROVISIONS AFTER AUGUST 31, 1983
After the close of the fiscal year on August 31, 1983, the General Assembly made a
number of changes in Chapter 10816, Section 17 of the Illinois Revised Statutes.
These legislative measures made the following changes in benefits, as outlined

below:

P.A. 83-0840 (Senate Bill 719): This bill made three significant changes in benefit
provisions, effective September 26, 1983.
(1) Allows remarriage of a surviving spouse who is at least age 55 without loss

of pension;

(2) Eliminates employer consent requirement from early retirement without

discount provisions; stipulates that the number of employees who may
retire under this option may be limited by the Board of Education (not lower

than 30% of the eligible population) based on seniority in the service of the

Board of Education;
(3) Provides that, in the case of a member who receives salary in any school
year after September 1, 1983 which exceeds the annual full-time salary rate
for the preceding year by more than 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.

P.A. 83·0669 (House Bill 1504): This bill, enacted September 26, 1983, made signifi-

cant changes in two areas.

(1) For those teachers whose pension became effective on or after January 1,

1983, the minimum annuitant death benefit shall be $3,000.

(2) Amends the reversionary pension provisions to provide that if the rever-

sionary annuity 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 after such 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 teacher dies before the expiration
of 730 days from the date that a written designation was filed, even though
the teacher was receiving a reduced annuity.
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