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State Employees' Retirement System of lllinois A C e e

Letter of Transmittal

STATE:
, " SYSTEMS

. State Employees’ Retlrement System of "|an|5
. General Assembly Retirement System
Judges Retn'ement System of Ilhno:s

2101 South Veterans Parkway , PO Box I9255

: December 20 2002

‘The Board of TruSt’ees and Members-

Springfield, IL 62794

Dear Board< a’n_d‘ Merhbers:, ‘

The comprehensive annual financial report of

“the State Employees’ Retirement System of -
llinois (System) as of and for the fiscal year =
ended june 30,2002 is hereby submitted. Re-
" sponsibility for both the accuracy of the data -
and the completeness and fairness of the pre- .
sentation, including aII dlsclosures, rests with

the System

. To the best of our knowledge and behef the

enclosed data are accurate in all material re-
spects and are reported in a manner designed

" topresent falrly the financial position and re-
sults of operations of the various funds of the
‘System. All disclosures: necessary to enable
the reader to. gain an: understandlng of the "
- - System’s financial activities have been included.

~Generally accepted accounting principles re-
_quire that management provide a. narrative

introduction, overview,and analysns to accom-
pany the basic financial statements in the form
of Management s Discussion and Analysis

(MD&A).This letter of transmlttal is de5|gned
to complement MD&A and should be read i in

conjunction with it. The System’s MD&A can

_be found immediately following the report of

the mdependent audltors

The report consiSts'of six sections:

1. The Introductory Section contains
 this letter. of transmittal and the identifica-
~“tion of the administrative organization and the
* Certificate of Achievement for Excellence in

“Financial Reporting;

-2. The Financial Section contains the
. report of the Independent Auditors, the fi-
" nancial statements of the System, and certain

required and other supplementary ﬂnancnal in-
fo rmatlon,

Spr;ngﬁeld, IL 62794-9255

217-785-7444

, k 3. The Investment Section contains a
State Employees’ Retirement System of lllinois summary of the System’s investment manage-

ment approach and selected summary tables,
mcludlng |nvestment performance,

‘4, The Actuarlal Section contalns an

Actuary's Certification Letter and the results

“of the.annual actuarial valuation; . .

5. The Statistical Section contains signifi-

cant statistical data;

6. The P|an,Sum‘mary and Legislative

Section contains a summary of the System's
plan provisions and current legislative changes.

,"Generally accepted accounting principles re-

quire that the financial reporting entity include:

1. the primary government;

2 ‘organizations for which the primary gov-
ernment is financially accountable;

3. other organizations for which the nature
and significance of their relationship with the

- primary government are such that exclusion -
*would ‘cause 'the reporting entity's financial .
-, statements to be misleading or incomplete;’ ,

Based on the criteria of the Governmentalv
Accounting Standards Board Statement No. 14,

there are no other state agencies, boards or
‘commissions, or other organizations required
" to be combined with the System. The System

'is considered to be part of the State of lllinois
- financial reporting entity, and is to be com-
' bined and included in the State of lilinois’ com-

prehensive annual financial report.

AIthough the ‘State Employees' Retirement
System, Judges” Retirement System and Gen-:

-eral Assembly Retirement System sharea com-

mon administration, they are separate entities

for legal and financial reporting purposes.

Therefore,the financial statements of the State
Employees’ Retirement System do not include
plan net asset information nor the changes in

‘plan net assets of the General Assembly Re-
- tirement System ‘or judges’ Retirement Sys-

tem.




PLAN HISTORY &
'SERVICES PROVIDED

The System is the administrator of a single-
employer public employee retirement system
established to provide pension benefits for
- State of Hinois employees. The System also
. administers widows and survivors benefits as
well as the state’s occupational and non-oc-
" cupational disability programs. -

The System was established January |, 1944 ,

- and 17,237 state employees became members

“on that date. As of June 30, 1944, net assets of -

the System amounted to $1,255,778. The fair

- value of plan net assets at the end of the fiscal

year June 30,2002 are approximately $7.7 bil-
lion, and there are 81,680 active members.

INVESTMENTS

T‘he System's investments are managed by the
Ilinois: State Board of Investment (ISBI) pur-

suant to Chapter 40, Article 5/22A of the Illi-

nois Compiled Statues, usmg the "prudent
personrule”. :

This rule states that fiduciaries shall discharge

“their duties solely in the interest of the fund -

“participants and beneficiaries and with the
degree of diligence, care and skill which pru-
~ dent men and women would Ordmarlly exer-
cise under S|mllar cnrcumstances in a like posi-
t|on

The ISBl maintains a wide diversification of
- investments within'this fund which is intended
to reduce overall risk and increase returns. As

further detailed in the Investment Section, this

- was a most challenging year in virtually all seg-
ments. of the fi nanc1al markets.

FUNDING,

Funding is the process of specifically allocat-.

ing monies for current.and future use. Proper

*- ‘funding includes an actuarial review of the fund
balances to ensure that funds will be available.

for current and future benefit payments. The
greater the level of funding, the larger the ra-
tio of accumulated assets to the actuarial ac-

crued liability and the greater the level.of in-

~vestment potential..

A new funding “plan\for the SYstem, enacted

© 1994, requires that state contributions be paid

S State Employees"Retirement",System of Illinois.

to the System so that by the end of fiscal year
2045, the ratio of accumulated assets to the

actuarial accrued liability will be 90%. For fis-
cal years 2011 through 2045, the required
state contributions are to be computed as a
level percentage of participant payroll.

For those fiscal yearS up through 2010, the

required state contributions are to be in-
creased incrementally as a percentage of the

participant payroll so that by fiscal year 2011 -

the state is contributing at the requnred level

contribution rate to achieve the financing ob- -

jective by the end of fiscal year 2045.

In addition, the funding legislation also pro-

vided for the establishment of a continuing.

appropriation of the required state contribu-
tions to the System.. This will, in effect, re-
move the appropriation of these funds from

" the annual budgetary process

The actuarial determined liability of the Sys-

‘tem using the projected. unit credit actuarial

method at june 30,2002, amounted to $14.3

billion. The unfunded accrued actuarial liabil-
ity amounted to $6.6 billion as of the same

date. A detailed discussion of funding is:pro-
vided in the Actuarlal Sectlon of thls report

‘AC,COUNTING ‘SYSTEM o
& INTERNAL CONTROL

,ThIS report has been prepared to conform
with the principles of governmental account-
ing and reporting pronounced by. the Gov-
_ernmental ‘Accounting -Standards Board and
the American Instltute of Certlf ed Publlc Ac-)

countants

* The accrual basis of accounting is used to.
‘record the financial transactions and activi-

ties of the System. Revenues are recognized
in the accounting period in which they are

“earned, without regard to the date of collec-

tion, and expenses are recognized when the
corresponding liabilities are incurred, regard-
less of when payment is made

The System also uses the Stateof Iinois, State-

wide Accounting Management System (SAMS)

as a basis for the preparation of the financial
statements. - In developing the System’s ac-
counting system, consideration is given to the
adequacy of Internal accountmg controls.

Letter of Transmittal




State Employees"Ret~irement System of Mlinois- - - - - - - e -

 Letter of Transmittal -

These controls are designed to provide rea-

sonable assurance regarding the safekeeping

- of assets and the reliability of financial records.

Constant effort is directed by the System at
- improving this level to assure the participants .
* of a financially sound retirement system.

~ PROFESSIONAL SERVICES |

; Independent consultants are retalned by the
Board of Trustees to perform profess:onal ser-
vices that are essential to the effective and:

eff|C|ent operation of the System. Actuarial

* services are provided by Gabriel, Roeder, .

Smith & Co,, Chicago, lllinois. Tax consultlng :

" services are provided by. the. accounting firm -
. of KPMG, LLP, Chicago, lilinois.

~ The annual financial audit of the System was
- conducted by the' accounting firm of |
‘McGladrey & Pullen, LLP, under the direction -
of the Auditor General of the State of Illinois. '
-In"addition to the annual financial audit, a one
. year compliance audlt was also performed by
‘ the audltors :

The purpose of the compliance audit was to’

determine whether the System obligated, ex-

_pended, reeelved and used publlc funds of the
- state in accordance with the purpose for

which such funds have been authorized by law.
The System's investment function is managed
by the Hlmols State Board of lnvestment

CERTIFICATE OF

ACHIEVEMENT

The Government Finance Officers Associa-

 tion'of the United States and Canada (GFOA)

awarded a Certlﬁcate of Achievement for Ex-

~cellence in Financial - Reporting to the State

Employees' Retirement System of Ninois for

its comprehensive annual financial report for-

the fi scal year ended June 30,2001.

The Certlflcate of Achlevement is 2 presti-

gious national award recognizing excellence
in the preparation of stite and local govern-
ment financial reports

Tobe” awarded a Certificate of Achievement, a

governmental unit must publish an easily read- -
-able and effi iciently organized CAFR, whose

contents meet or exceed program standards..
This report must satisfy both generally ac-
cepted accounting prmcnples and appllcable‘

legal requtrements

A Certlﬁcate of Achievement is valld for a pe-
riod of one year only. The State Employees’ -
Retirement System of Illinois has received a
Certificate of Achievement for the past six-

teen consecutive years (fiscal years ended June -
30,1986 through June 30, 200I)

We believe our current report continues to
conform to the Certificate’ of Achievement

~ program requirements, and we are submitting

it to the GFOA to determlne its eI|g|b|I|ty for

. another certificate.

:ACKNowLEDG MSENTSL

AND COMMENTS

The preparation of this report reflects the
combined efforts of the System’s staff under -

the direction of the Board of Trustees. It is
“intended to provide complete and reliable in- -

formation as a basis for making management
decisions, as a means of determmmg compli-
ance with legal provisions, and for determin-

- ing responsible stewardship for the assets con- -
* tributed by the members in the State of Illi-

n0|s :

’On behalf of the Board of Trustees, we would
like to express our appreciation to the staff -

" and professional consultants who worked so

effectwely to ensure the successful operation
of the System

' ,Respectfully submitted,

AP E

Michael L. Mory
Executive Secretary

W("W

Nicholas C. Merrill, Jr,, CPA
Chief Fiscal Officer
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(I to r) seated: Doris Clark,(Elected Annuitant, Vice Chairman); Sharmin S, Doering (State Employee, Appointed -
by the Governor), Caryl Wadley-Foy (Elected Employee), standing: Loren lglarsh (Representing Daniel W.
Hynes, Cgmptroller) John Stevens, (Representing Stephen Schnorf, Director of the Bureau of the Budget), Mark W.'
Gallagher, (Chairman, appointed by the Governor), Joseph T. Pisano (Annuitant, Appointed by the Governor).

Consultants -

- Internal and Exterhal | S
- Investment Managers
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~' elndelpendent Auditor’s Report |

McGladrey&Pullen

Certified Public Accountants
" INDEPENDENT AUDITORS' RERORT
" Honorable Wiliam G. Holland o Board of Trustees
~ Auditor General, State of tlhnors Y . State Employees' Retirement System of llhnors
4Spnngfeld llincis ‘ Sprmgf’eld Hinois - '

As Spec;at Assistant Auditors for the Audrtor General we have audlted the accompanyung statement of plan net assets of

the State Employees’ Retirement System of llinois, (the System),-as of June 30, 2002 and the related statement of

changes in plan net assets for the year then ended. These financial statements are the responsibility of the System’s

- management. Our responsibility is to express an opinion on these financial statements based on our audit.  The financial
~ statements of the State Employees’ Retirement System of lllinois for the year ended June 30, 2001 were audited by other
' audrtors whose report, dated October 25 2001 expressed an unqualrﬁed oprmon on those statements '

- -We conducted our audlt in accordance W|th audltlng standards generally accepted in the United States of Amenca and

the standards applicable to the financial audits contained in Govemment Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audlt fo obtain reasonable

- assurance about whether the f nancrat statements are free of material misstatement. An audit includes examining, on a

test basis, evidence supportrng the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluatrng the :
overall financial statement presentatlon We believe that our audit provrdesa reasonabJe basrs for our opinion. o

In our opinion, the 2002 financial statements referred to above present fairly, in all material respects, the plan net assets |
of the State Employees' Refirement System of llinois as of June 30, 2002, and the changes in plan net assets for the -
year then ended in conformity with acoounttng pnnmples generatly accepted in the Umted States of America. -

- The management’s discussion and analysus on pages 13 and 14 and the schedules of fundlng progress and employer
- contributions on page 25 are not a required part of the basic financial statements but are supplementary information -

required by the Govemmental Accounting Standards Board. -‘We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and presentation of the required

- supplementary |nformat|on However we dtd not audit the mformatron and express no oprnlon on |t

As discussed in Note 11 to the ﬂnancxal statements, the System adopted GASB Statements No 34 37 and 38, effectlve\ '
July 1, 2001. . :

In acCOrdance w1th Government Auditing Standards we will also issue, under separate cover, our report’dated November

120, 2002 on our consideration of the System's intemal control over financial reporting and our tests of its compliance with - |

certain provisions of laws, regulations and contracts. That report is an integral part of an audit performed in accordance
with Goverment Audmng Standards and should be read in conjunctron wuth thrs report in.considering the results of our

r audlt

McGladrey & Pulien, LLP is an independent membertirm of
RSM Intemational, an-affiliation of independent acoountmg )

" and consulting firms.
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Ihdepenydent Auditor’s Report |

Our audit was conducted for the purpose of forming an opinion on the basnc financial statements of the System for the
year ended June 30, 2002. The introductory section, supplementary financial information on page 26, investment

~'section, actuarial section, statistical section and plan summary and legislative section are presented for the purpose of |
-~ additional analysis and are not a required part of the basic financial statements. The supplementary financial information -
- on page 26 has been subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, is fairly presented in all material respects in relation to the basic financial statements taken as a whole. The
-~ supplementary financial information on page 26 for the year ended June 30, 2001 was audited by other auditors whose

report, dated October 25, 2001, expressed an unqualified opinion on such information in relation to the basic financial

~ statements taken as' a whole. The mtroductory, investment, -actuarial, statistical and plan summary and legislative
sections listed in the table of contents were not subjected to the auditing procedures applied in the audit of the basic

financial statements for the year ended June 30, 2002 and, accordlngly, we express no opmton on them.

/)’Lcé&,éub 9‘/@%» LLP

Chicago, llincis
* November 20, 2002
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* This section presents management’s discussion
and analysis' of the financial position and

performance of the State Employees’
Retirement Systems of lllinois (System) for the

‘year ended June 30, 2002. It is presented as a

narrative overview and analysis. Readers are
‘encouraged to consnder the information
presented herein conjunctlon ‘with the Letter
of Transmittal included in the Introductory
Section, of the ComprehensweAnnual Financial
_Report. :

. The System is a defined beneflt single-
employer publlc employee retirement system.
It provides services to over 80,000 active state
employees and nearly 45,000 benefit recipients.
Throughout this discussion and analysis units
of measure (i.e. billions, millions, thousands) are
approximate, being rounded up or down to

the nearest tenth of the respective unitvalue. ’

OVERVIEW OF THE |
FINANCIAL STATEMENTS

Th|s dlscu55|on and analysis is intended to serve
as an introduction to the System's_financial
reporting which is comprised of the following
~ components:

(1) Basic Fmancml Statements For the
fiscal year ended June 30, 2002, basic financial
statements. are presented for the System. This
information presents the net-assets held in
trust for pension benefits for the System as of

June 30,2002. This. financial information also -

" summarizes the changes in net assets held in
trust for pension beneflts for the year then
ended.

@) Notes to the Fmanaal Statements.
‘The notes to the Financial Statements provide
additional information that is essen\tlal to
achieve a full understanding of the data
. provided in the basic financial statements.

3) Required | ,Skupplem,enta,ry
Information. The required supplementary
information consists of two schedules and

related notes concerning actuarial information, -

funded status and reqUIred contributions for
the System. :

(4) Other Supplementary Schedules :

Other schedules include more detailed

information pertaining to the ,Sy5tem including.

schedules of revenues by source, cash receipts

~and disbursements, and. payments to,

‘consultants.

! Management’s Disyc'ussion & Analysis

FINANCIAL HIGHLIGHTS

+ The Systems’ net assets decreased by
'$602 .8 million, or7. 3% during fiscal year 2002.

The decrease was primarily duetoa downturn
in equity markets and lncreasmg beneﬁt

. payments. -

~»  The System was actuarially funded at
53.7% as of June 30, 2002 a decrease from
* 65.8% as of June 30,2001, '
e The System’s rate of return from

investments was a negative 6.9% compared to

prior year investment return of negative 7.1%. -

ADDITIONS TO PLAN
NET ASSETS

Additions to Plan Net Assets include employer

and participant contributions and net.income
from' investment activities. Participant

contributions -were approximately $196.9

This financial report is
designed to provide a

_general overview of the

State Employees’ Retire-

all those with an interest

million'and $173.8 million for the years ended -

June 30, 2002 and 2001, respectively.

“Participant contribution rates are set by statute

as a percentage of gross salary. Employer =

contributions increased to approximately

State Employees Ret:rement System of Hiinois

‘ment System’s finances for

in the System’s finances.
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Man“ageme'n:t’s -DiscussiOn & Analysisr' 3

~ Questions concerning
any of the information -
provided in this report or
requests for additional

~ financial information
~should be addressed to .
‘the State Employees’
Retirement System

of lllinois, '
Accounting Division,

2101 S. Veterans Pa‘rkvvoy,‘ |

P.O.Box 19255,
Sprmgf jeld, Mlmoas 62794

$386. I million in 2002 from approximately
~ $366.0 million in 2001. The.increase was based

on a scheduled rate increase, along with higher -
h employee wages - :

’ DEDUCTIONS FROM
'PLAN NET ASSETS
’ Deductions‘from ’Plan NetAs'ﬂsets are prlmarlly

 benefit payments. During 2002 and 2001, the
\System paid out approximately $632.1 million

and $554.6 million, respectively, in benefits and

refunds, an increase of approximately 14.0%
 from 2001.Those higher payments were mainly

due to an increase in the number of retirees |
" and higher employee salaries on which the

payments are based. The administrative costs

of the System represented approximately I%,

of total deduct:ons in both 2002 and 2001

‘,FUNDED RATIO

k The funded ratio of the plan measures the ratio
 of net assets against actuarially determined
~ liabilities and is one indicator of the fiscal,

* strength of a_pension fund’s ability to meet

obligations to its members. An.annual actuarial

valuation is required by statute. The most -
*recent available valuation showed the funded

status of the System on June 30, 2002
decreased to 53.7% from 65.8% at June 30,
2001. The amount by which actuarially

. determined liabilities exceeded net assets was
" '$6.6 billion at June 30,2002 compared to $4.3

billion at june 30, 2001." Several reasons for -

" .the decrease were weak f_inancial markets in -
- 2001 and 2002, and an increase in actuarial

liabilities due to passage of several legislative -
initiatives by the General Assembly

A summary of the Ieglslatlon passed in' FY 2002 o

is as fo"ows

. House Bill 0267 (PubhcAct 92- 0257) adds

_state highway maintenance workers employed ‘
~-by the Hlinois Department of Transportation,
- and the'lllinois State Toll Highway Authority to

the alternative formula. There were
approximately 2, 800 employees affected by the
new law.

. -House Bill 267I (Pubhc Act 92- 0566)7 .
allows for the purchase of five years of service
credit and age eligibility as part of an Early, .

Retirement Incentive (ERI) program. It is .
estimated that ‘approximately 7,000 state =
employees will take advantage of this ERI . ¢
program : : :

|NVESTMENTS

Investments of the System are comblned ina
commingled investment pool with the Judges’
Retirement System and the General Assembly

Retirement System. Each system owns an. /

equity position in the pool and receives
propertionate investment income from the
pool in accordarice with respectlve ownership
percentage ‘ ’

Investment gams or losses are reported in the
Statement of Changes in Net Assets of each

retlrement system.- The rate of return on-

investments. is,’ therefore the same for each of
the systems.

Net investment losses totaled approximately
$546.1. million during 2002, versus net
investment losses of $612.3 million in 2001,
resultmg in -negative. returns of (6.9)% and
(7.1)%, respectively. For.the five year period .
ended June 30, 2002, the System earned a °
compounded rate of return of 5.2%. The '
decrease- in investment income in 2002 and
2001 was the result of the overall downturn

-of global financial markets.
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STATE EMPLOYEES' RETIREMENT
SYSTEM OF ILLINOIS

Notes to Fmancnal Statements June 30, 2002 and 200|

I.Reporting Entity

_Generally accepted accounting principles re-
quire that the financial reporting entity include:

(1) the primary government; (2) organizations
for which the primary government is finan-

" cially accountable;and (3) other organizations
for which the nature and significance of their -

relationship with the primary government are
such that exclusion would cause the report-

ing or incomplete.:

- The State Employees’ Retirement System of

Illinois (System) is administered by a Board of
- Trustees consisting of seven persons, which
|nc|udes. a) the Director of the Bureau of the

Budget; b) the Comptroller; c) one trustee,
not a state employee, who-shall be chalrman,
to be appointed by the Governor for a 5 year

“term; d) two members of the system, one of
_whom shall be an annuitant age 60 or over,. -
having at least 8 years of creditable service,

to be appointed by the Governor for terms

“of 5 years; e) one member of the SyStem hav-"
- ing at least 8 years of creditable service, to be
elected from the contributing membership of

the System by the contributing members; and
f) one annuitant of the System who has been

an annuitant for at least one full year, to be
elected from and by the annuitants of the System.

Based on the criteria of the Governmental

- Accounting Standards Board Statement No.

14, there are no other state agencies, boards

_or commissions, or other organizations re--
quired to be combined with the System. How-

ever, the System is considered to be part of
the State of lllinois financial reporting entity,

“and is to be combined and included in the

State of lllinois’ comprehensnve annual ﬁnan-
cial report

Pursuant to'federal tax laws and regulations -

governing the administration of public em-
ployee .pension plans, the System has estab-

“lished a separate fund for the sole phrpose of

disbursing benefits in accordance with Section

415 of the Internal Revenue Code. Receipts

and disbursements of the fund for fiscal years
2002 and 200I were each Iess than $I00

Due to the |mmater|al nature of the separate
fund, these receipts and disbursements have
been included in the fi nanaal statements of

’ the System
ing entity's financial statement to be mlslead- E

2. Plan Desc‘ription"

The System is the administrator of a single-
- employer, defined benefit public employee re- .
tirement system (PERS) established and ad-
ministered by the State of Hllinois to provide
pension beneflts for its employees.

State Employees Retirement System of tho:s

Financialr Statemen{ts s
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- b. Cdntri‘butionsml ,

Participating members contribute specified

- percentages of their salaries for retirement -
annuities and survivors’ annuities in accor-

“dance with Chapter 40, Section 5/14-133 of

“the lIl|n0|s Complled Statutes (ILCS)

_ Contributions are excluded from gross in-
come for Federal and State income tax pur- -
* -poses. The total contribution rate is 4% if the

member i is covered by Social Security and 8%
if the member is.not covered. Certain em-

- ployment categories which are eligible for

benefits under alternative formulas contnb-

“uteat the rate of 6 1/2% or 10 1/2 % depend- ;
iing upon whether or not the employee is cov-
ered by Social Security. Participants’ contri--

-butions are fully refundable, without interest,

' ,upon withdrawal from state employment.

: Effectuve January l I992 the State of IIImons\
* initiated an employer pickup of employee re-
~ tirement contributions for most state employ-

ees, The amount of the pickup is dependent‘

> "upon the contribution rates specified above.
However, the contributions made on behalf'

-of the member are ‘included in the individual-

member s account .

The State qf‘lllinois is obligated to make pay--
ment for the required departmental emplayer

contributions, all allowances, annuities, any
benefits granted under Chapter 40, Article 5/

14 of the ILCS and all administrative expenses
“of the System to the extent specified in the
ILCS. State law provides that the employer
_contribution rate be determined based upon

the results of each annual actuarial valuation.

c. Beneﬁts SO

The System is governed by Chapter 40, Ar-

- ticle 5/14 of the ILCS. Vesting and benefit pro-

visions of the System are defined in the ILCS.

“Employees who retire at or after age 60 with

8 years of credited service, at age 55 with at
least 25 years of credited service with reduced

* benefits, or when an employee’s age and-ser- ~

vice equal 85 years, are entitled to an annual
retirement benefit, payable monthly for life, in

~ an amount based upon final average compen-'
sation and credited service:

Final average compensatlon for retirement and’- ~

‘survivors' annuities, is the employee’s average

salary, during a 48 consecutive month period

\, within the last 120 months of service in which

the total compensation was the highest, to a
maximum of 75%. Alternative formula posi-

tions use the:r final rate of pay for the final = -

average compensatlon to a maximum of 80%.

‘vThe,r"etirement beneﬁt formula available to

general state employees is | .67% for each year

of covered service and 2.2% for each year of
noncovered service. Alternative formula em-.

ployees have a formula of 2.5% for covered:
service and 3.0% for noncovered service. -

Occupational and nonoccupational (including

temporary) disability benefits are available

“through the System. To be eligible for nonoc-

cupational (including temporary) disability

‘benefits, an employee must have at least eigh-.
- teen months of credited service with the Sys- .

tem,

The nonoccupational (including temporary)
disability benefit is equal to 50% of the monthly
rate of compensation of.the employee on the -
date of removal from the‘payroll Occupa-

" tional disability benefits are provided when the

member becomes disabled as a direct result
ofi injuries or. diseases arising out of and in the

course of state employment. The: monthly }

benefit is equal to 75% of the monthly rate of -
compensation on the date of removal from
the payroll. This benefit amount is reduced by
Workers’™ Compensatlon or payments under .
the Occupatlonal Dlseases Act.

Occupational and nonotcupational death ben-
efits are also available through the System.
Certain nonoccupational death benefits vest
after eighteen months of credited service.
Occupational death beneﬁts are prowded from

‘the date of employment
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3. Summary of Significant
Accounting Policies and
Plan Asset Matters ’

a. Basis of Accounting

- The financial transactions of the System are
maintained and these financial statements have

been prepared using the accrual basis of ac- -

counting ‘in conformity with generally ac-
cepted accounting principles. ' Employee and
employer contributions are recognized as rev-
enues in the period in which employee ser-
vices are performed.

Benefits and refunds are recognized ‘as ex-
' penses when <due and payable in- accordance
“with the terms of the. plan. The System has
elected to apply only applicable FASB State-
ments.and Interpretations issued on or be-

fore November 30, 1989, that do not contra-

dict GASB Pronouncements

‘b. Cash and : Investments' :

The System retains all of its available cashina
commingled investment pool managed by the -
Treasurer of the State of lilinois (Treasurer)..
All deposits are fully collateralized by the Trea-

surer

"Available cash” is determined to be that
‘amount: which - is requtred for the current
operating expenditures of the System. The
excess of available cash is transferred to the

llinois State Board of Investment. (ISBY) for

- purposes of Iong -term mvestment for the Sys-
tem. :

The System trans:fers, money to the ISBI for
~ investmentin the ISBI Commingled Fund. This

money is then allocated among various invest-

ment managers to pursue a specific invest-
ment strategy. All investment transactions are

initiated by the investment managers (ercher ,

" internal or external)

The transaction settlement information is then

fgrwerded to the. agent“baynk?s trust depart- .

ment under a master custodial agreement.
*. Custody of a majority of the actual physical
securities is maintained at an agent of the
agent bank’s trust department using a book-
entry system. The ISBI's master custodian is

- The Northern Trust Company. The agent of
the master custodian is the Depository Trust’

Company

L R PR State Employees' Retirement System of IIIjhoi,s

Investments. are managed by the ISBI pursu- -
“ant to Chapter 40,Article 5/22A of the lilinois
Compiled Statutes (ILCS) and are maintained
~inthe ISBI Commingled Fund. The ISBI re-
. ports securities at fair value. Where appro- . .

priate, the fair value |ncludes estlmated dispo-
sition costs.

Fair‘(value for stocks is determined by using -
the closing price listed on the national securi- .

ties exchanges as of June 30. Market value for
fixed income securities are determined prin-

~cipally by using quoted market prices prowded
‘ by |ndependent pricing serwces x '

For commingled equity funds, the net‘asse‘t

‘value'is dete‘rmine‘d' and certified by the com-
‘mingled equity fund manager . as of June’30.
* Fair value for directly owned real estate in-

vestments is determmed by appralsals

“Units of the ISBI Commingled Fund are issued

to the member systems on the last day of the
month based on the unit net asset value cal-
culated as of that date. Net investment in-

come of the 1SBI Commingled. Fund s allo-
cated to each of the member systems on the

last day of the month on the basis of percent-
age of accumulated unlts owned by the re-

‘spective systems. Management expenses are -

deducted monthly from i income before dlstrl-

. bution.

The investment authocity of the ISB is pro-

-vided in Chapter 40, \‘Section 5/22A-112 of the
ILCS. The ISBI investment authority includes

investments in obligations of the U.S. Trea-
sury and other agencies, notes secured by

~ mortgages which are insured by the Federal

Housing Commission, real estate, common and
preferred stocks, convertible debt securities,
deposits or certificates of deposit of federally
insured institutions and options. -

Such investment authority requires that all

opportunities be undertaken with care, skill,
prudence and diligence given prevailing circum-
stances that a-prudent person acting inlike

' capacity and experience would undertake. The

ISBI does not have any one investment which

‘represents 5 percent or more of the ISBI's

net assets.

The ISBI participates in a securities lending
program at its custodian bank, whereby secu-
rities are loaned to brokers and, in return, the

ISBI has rights to a portion of a collateral poal.

\Financ'ial S‘tatementS‘
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Al of the ISBI's secu‘rities; are eligible for the.

securities lending program. ' Collateral con-

sists solely of cash, letters of credit, commer-.
cial paper and government securities having a
~ market value equal to or greater than the se- °

curities loaned. There are no provisions for

ASBI mdemmﬂcatlon on the securltles Iendlng
‘transactions. :

As of June 30, 2002 and 2001, che ISBI had

outstanding loaned investment securities hav-

$692,016, 339 and $I, 047 527,926, respec-‘

‘tlvely

The ISBI's international managers invest in

derivative securities. During the year, the ISBI's
derivative investments included forward for-
eign currency contracts, futures, and options.

Forward foreign currency contracts are used
_to hedge against the currency risk in the ISBI's

foreign stock andfixed income portfolios. The

. remammg derlvatlve securities ‘are used to

- improve the ylelds, or to hedge changes in -
- interest rates. -

The ISBI also invests in mortgage-backed se-
curities to maximize yields and to hedge
against a rise in interest rates. These securi-
ties are based on cash flows from principal

-and, interest payments on underlying mort-
gages. Therefore, they are sensitive to pre-

payments by mortgagees, which may result
from a dechne in interest rates.

The System owns a’pproximately 95% of the

- netinvestment assets of the ISBI Commingled
“ing market values of $671,816,775 and -
$1,011,910,854, respectively; against which it
had received collateral’ with values of

Fund as of June 30, 2002. A Schedule of In-
vestment Expenses is included in the ISBI An- ,

'nual Report

ISBI investments, as c:—itegorizéd by.1SBI, are
categorized to indicate the level of risk as-
sumed by the ISBlat year end.

«Category | includes mvestments that are in-
sured or registered or the securities are held
by the master custodian in the ISBI's name.

-Categoryrll includes‘ uninsured and unregis-

- tered investments with the securities held by -

the counterparty's agent in the ISBI’s name. .

“+Category H includes uninsured and unregis-

* tered investments with the se-
curities ~ held by . 'the
‘counterparty but not in the
ISBI's name. ‘

not categorized because they
-are not evidenced by securities.
that exist in physical or book en- . -
_try form. ‘ ‘

For additiqnal .information re- . .
garding the ISBI’s investments,
please refer to the Annual Re-
port of the ISBI as of June 30,
2002. A copy of the report can
" be obtained from the ISBl at 180
North LaSalle Street, Suite 2015, -
Chicago, Hlinois 6060 1.

, Inv'estments‘in pooled fundsare -~



c. Actuarial Experience Review

In accordance with Illinois Compiled Statutes,
" an actuarial experience review is to be per-
formed at least once every five years to de-
termine the adequacy of actuarial assumptions

regarding the mortality, retirement, disability,

employment, turnover, interest and earnable

: compensation of the members and beneficia- -
ries of the System. An experience review was

performed as of June 30,2002.These changes

had the effect. of increasing the actuarial li- -

ability by approximately $168.1 million..
d. Administrative Expenses

~ Expenses related to the administration of the

System are financed through investment earn- -

ings and employer retirement contributions.
These expenses are budgeted and approved
by the System’s Board of Trustees.

e. Rlsk Management ‘ :

The System, as part of the primary. govern-
ment of the State, provides for risks of loss
. associated with workers' compensation and
general liability through the State's self-insur-

ance program. The System obtains .commer-

cial insurance for fidelity, surety and property.
There have been no commertcial insurance
claims in the past three fiscal years.

‘4. Funding - Statutory N
Contributions Required
and Contrlbutlons Made

"On an annual ba5|s, a valuation of the hab|I|-

ties and reserves of the System is performed L

by the System s actuarial consultants in order
to determine the amount of contributions

statutorily required from the State of Hlinois..
For fiscal years 2002 and 2001 the actuary.
used the projected unit credlt actuarial -
" method for determining the proper employer f

- contribution rate and amount

- The lllinois General Assembly 'apprepriates the

“employer's payroll contribution based upon
. the actuarial review, as well as a specific dol-

- lar amount for the non- payroll contrlbutlons

Public Act 88-0593, which was effective July I

1995, provided for a systematic 50-year fund-
ing plan with an ultimate goal to fund the cost
of maintaining and .administering the System

T TR State Employees Ret:rement System oflllmo:s

riod to allow the state to adapt to the in-
creased financial commitment.

Once the |5 year phese-in period is compiete, «

the state's contribution will then remain ata
level percentage of payroll for the next 35

~ years until the 90% funded level is achieved:

In order to finance a general benefit increase

which took effect on January |, 1998, the lili-

,Financial Sytatemehts

nois General Assembly passed Public Act 90-

0065, effective July 15, 1997. This. legislation, -
“in addition to increasing pension benefits for‘, ‘

nearly 60,000 state employees, also included

' a provision to raise the employers required

payroll contribution, effective July 1, 1997.

The legislation also stipulated a minimum re-

quired employer contribution. rate for fiscal
years 1999-2009. The employer contribution
rates for ﬁscal years 2002 and: 2001 were

10.4% and 10.2%, respectively (including the
employer contribution from the State Pension ,

Fund)

5. Admlnustratlve Expenses

& Other Post-Emponment
Beneﬁts |

Effective january L, I992 the System began

making payment-of the required employee

retirement contributions on behalf of its em- -
- ployees. This “pickup” of employee retirement

contributions-was included in the fiscal year

atan actuarially funded ratio of 90%. The fund- - W

ing plan provides for a 15 year phase-in pe-
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|992 operatlng budget approved by the
System s Board of Trustees, and was, in part,
pald in lieu of a salary increase.

In addition to providing pension benefits, the "

State Employees Group Insurance Act of 1971,
as amended, reqUIres that certain health, den-

tal and life insurance benefits shall be provided
* by ‘the state to annuntahts who are former
state employees. This includes annuitants of
‘the System. Substantlally all state employees*

including the System's employees may become
eligible for post—employment beneﬁts if they
eventually become annUItants ,

Health fand 'dental benefits i’nclUde basic ben-
~ efits for annuitants under the state's self-in-
surance plan and insurance contracts currently -
in force, Lifeiinsurance benefits are limited to
five thousand dollars per annuitant age 60and

older L

Costs incurred for health; dental and life in-

~ surance for annuitants and their dependents

“were not separated from benefits provided

- to active employees and their dependents for
* ' the year ended June 30,2002. However, post--

employment costs for the-State as a whole

for all State agencnes/departments for health,
-~ dental and life insurance for annuitants and

their dependents are disclosed in the State of
lllinois Comprehenslve Annual Financial Re- -
port. : :

)

Cost information for retirees by individual -

State agency is not available. Payments are
' made on a “pay-as-you-go” basis. The System

is ot the administrator of any of the other ‘
post-employment benefits descrlbed above.

- ,6 Property and Equlpment

Fixed assets are capltallzed at their cost at the
time of acquisition. Depreciation is computed
using\ the strﬁight-,line method over the esti-
mated useful life of the asset. The estimated

_useful lives are as follows: (1) office furniture -
10 years, (2) equipment - 6 years, (3) auto-
: - mobiles and certain electronic data process- .

ing equipment - 3 years, and (4) building - 30 -
years.. Land is carried at its original cost, in-

- cluding apphcable legal fees, surveymg costs, o

etc.

A retroactive reclassification was
made to the previously reported

mernts and Equipment in the
. amount of $714 to more-accu-
. rately reflect the purpose of the
f expendlture ‘

7. Accrued
 Compensated
 Absences

Employees of the System are en-

- titled ‘to receive compensation -
for all.accrued but unused vaca-
~ tion time and one-half of all un-
used sick leave earned on and

anuary |, 1998 upon termination -

of employment. These accrued -

~ compensated absences as of June -
30, 2002 and 2001 totaled:

- $l, 063,280 and $961,929, re--

- spectively,and are included inAd-

__ministrative Expenses Payable.

~ balances between Land Improve- - -

after January |, 1984 and before = . \



8. AnaIyS|s of Changes in
‘'Reserve Balances . -

The System maintains three reserve accounts.

The reserves are defined as follows:

a. . Parttcnpants contributions: Accounts for
assets contrlbuted by each part|c1pant, ‘

b. Interest accumulations: Accounts for in-
. terest credited to each participant’s account,

c.. Other future benefits: Accounts for ail
assets not otherwise ‘speCIflcally provided for
‘in items (a) and (b) above.

‘ Stdt‘e"Emponees"Ret'iremen't,S’ystem of lllinois
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9. New Leglslatlon

In June: 2002, Governor George Ryan sngned
House Bill 2671 into law (PA. 92-0566). This

bill provides for an Early Retirement Incen-

tive (ERI) program for members of the Sys-
tem. Under certain circumstances,a member

- would be allowed to establish up to five years.
- of creditable service by making payment of
- the amounts ‘prescribed in the statute,

- Approximately 21,000 state employees'wrll
- be eligible for the- ERI program. While it is -
‘anticipated that 30% of those ‘eligible to par-
ticipate will take advantage of the ERI pro-
- gram, the. actual cost to the System cannot
; be determlned until the optlon penod closes

10. Soaal Securlty DIVISlon -
Admmlstratlve Expenses

" TheSocial Secunty Dwnsnon of the State Em-
ployees’ Retirement System was created by -
40 ILCS 5/21, to administer the state's re-
sponsibilities under Title 1| Section 218 of the -
Federal Social-Security Act and the master

federal-state agreement.

The state's responsibilities include extending
‘Social Security 'Coverage by agreement to any
of the state's retirement systems or-units of
local ‘government requesting social security
or. medicare only coverage for their mem-
bers or employees. - ‘

. Inaddition, the Social Security: Division was
responsible for collecting wage information - -
and contribution payments from covered re-

“tirement systems and units of local govern-

ment on wages paid prior to January. |, 1987.
Administrative expenses for the Social Secu-
rity Division are appropriated annually by the K
State Leglslature

11. New Accounting

. Pronouncements

In june, 1999 the GASB issued Statement No.

" 34, 'Basic Financial Statements - and

Management’s Discussion and Andlysis - for State
and Local Governments (GASB 34). In June 2001,

the GASB issued Statement No. 37, Basic
Financial Statements - and Management’s =

Discussion and A'nalysis - for State and Local
Governments: Omnibus, which amended certain
provisions of GASB 34. In June, 2001 the GASB

‘also issued GASB Statement No. 38, Certain

Financial Statement Note Disclosures, which
modified, established, and rescinded certain
fi nanCIaI statement disclosure reqwrements '

- Effective July I, 200| the System adopted

GASB Statements 34, 37, and 38 which had
no impact on the System’s basic financial-

statements or its net assets. The adoption of
'GASB’ 34 requnred the System to present

Managements Discussion and Analysis
(MD&A). The MD&A is considered to be

_required supplementary information and

precedes the financial statements.

12. Subsequent Event
~The I1SBI Commingled Fund had a decline in

its investment portfolio subsequent to year

‘end due to turbulent market conditions. At

September 30, 2002, the ISBI Commingled

. Fund had incurred an approximate $880 mil-
~lion (l 1.1%) decrease in its investment port- -
folio. due to declines in the domestic and in-
‘ternational eqmty markets‘
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8 | dRequired, Supplementary Informatiqn s‘

Notes to 'Required Supplementary'|nf6‘rjrnatio‘hi o Q) Thls amountlncludesboth payroll and non-
: ‘ : ' - payroll employer reqmred contributions. -

Valuation date: June 30, 2002

Actuarial cost method: Projected Unit Credlt E B 2). Erpployer required’ contribut'ron determined
Amorﬂzagon method: ‘ : : : . in accordancé with HB110 (PA 90-0065) ’
a.  For GASB Statement No. 25 reporting purposes ~ Level percent of ~ ~ andSB533 (P.A.88-0593). Theseamounts

payroll : - reflect only payroll required contributions.

b. Per state statute - |5-year phase intoa |eve| percent of payroll until
a'90% funding level is achieved ‘
Remaining amortization period: = ,
a. For GASB Statement No. 25 reportlng purposes - 40 years, open
b. - Per state statute — 43 years, closed -
Asset valuation method - Fair Value -
Actuarial-assumptions:
Investment rate of return — 8.5 percent
Projected salary increases — 1.0 to 7.0 percent, based uponr member s age "
Assumed inflation rate — 3.0 percent :
Group size growth rate — 0.0 percent
Post-retirement increase — 3.0 percent, compounded ‘ :
Mortality table — 1983 Group Annuity Mortallty Table for males (with a
one-year setback) and females (with no setback) Five percent ‘of deaths \
amongst active employees are assumed to be in the performance of their

duty
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SUMMARY OF REVENUES BY SOURCE

1852856:‘, =
434870
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INVESTMENT REPORT |

By state law the System's investment function
is-managed by the lllinois State Board of In-

~ vestment (ISBI). The ISBI was created in 1969

_ to provide a means of centralizing the invest-

~ ployee pension: funds and retirement systems ,
,operatlng in the state. , /

N

As of June 30, 2002 total net assets under
- ‘management: valued at market, amounted to

‘ment management function for public em-

In addition to the assets of the State Employ-
ees' Retirement System, the ISBI also man-

ages the investment function for the General
“ Assembly and Judges" Retirement Systems.All

ISB} investments are accounted for-in a com-
mingled fund (ISB| Fund).

$7.928 billion. Of the total market value of
assets under management, $7.544 billion or
95% represented assets of the State Employ-
ees' Retlrement System. - -

A summary ef the portfolio's largest holdings,

as well as the complete listing of the ISBI port-

‘follo are included in the ISBI Annual Report. -
A schedule of fees and commissions paid by

~ brokerage firm and a “listing: of transactions

executed, |nc|ud|ng transaction value, are also

‘contained in the ISBI Annual Report. The fol- -

lowing investment information and analysis has

been prepared by the ISBI

Investment Pohcy

- The ISBf operates under a strategic investment

policy that is reviewed and approved at least

. ‘every two years. The investment objective of

© . the to,talyﬁportfolio is to maximize the rate of

_ return on investments within a prudent level
" of rlsk To achieve this objective, the ISBI

invests in different types of assets and uses

multiple managers to ensure dlver5|ﬁcat|on

Over an mvestment cyde, the ISBI seeks to
achieve a rate of return that is at least equal
to the assumed actuarial interest rate,

_currently 8.5% per year, and at least equal to
the return of the policy-weighted benchmark, -

a theoret:cal “indexed” |mplementat|on of -
ISBP s asset allocatlon policy.

Asset Allocatlon
The investment policy of the ISBI Board
establishes asset allocation targets and ranges

, for each asset class, selected to achieve overall

risk and return objectives. The policy is

‘implemented by allocations to investment

managers with assignments to investin specific
asset classes, with defined security selection
styles and methodologies. During fiscal 2002,
the ISBI Board reviewed the strategic asset

_allocation policy, and -effective April 1, 2002,

made certain changes to the policy. The 1SBI

~ Board reduced its allocation to international
- equities, with increases to U.S. equities, fixed ;
‘income, and real estate. The policy asset

allocation at June 30, 2002 was 46% U.S.
equities, 15% international equities, 23% fixed
income, 8% real estate, and 8% alternative .

k lnvestments

The actual asset allocatlon of the portfoho at k
June 30,2002, as relative to the policy target,

_is set forth in the table below. Fixed income

was modestly overweighted relative to the

“policy . target, to compensate for an
_underweight to private market categories
“(alternative investments and real estate). As

the Board fills the alternatives and real estate

_categories, the overweight categories W||| be
reduced accordmgly :

Investment Results

World equity markets continued their

 turbulent corrections during fiscal 2002. The -

ISBI total fund was down 6.9% for fiscal 2002;
net of expenses. This loss follows on a negative o
result for fiscal 2001, and reflects the ongoing
negative stock market environment, both in

the U.S. and abroad. While the fund clearly -

did not meet its long-term objective of
exceeding the 8.5% assumed actuarial interest
rate, the return was modestly ahead of the
pollcy-welghted benchmark return, which lost
7.3%. For the ten-year period ended June 30,
2002, the fund has beat the actuarial hurdle,
with an average annual return of 9.1%. ’

‘us. Equltles

During fiscal 2002, the events of September7
i, coupled with growing doubts about the
integrity of corporate financial statements,

produced a volatile and ultimately declining .~

stock market Initially hard hit following the

- September terrorist.attack, the stock market

staged a strong recovery through March 2002, '

[




However, renewed fears about accounting

fraud, coupled with escalating issues in the °

Middle East, caused the bear market to

" resume. For the twelve months ended June

30, 2002, the Russell 3000 Index, a broad
representation of the U.S. market, lost 17.2%.
Continuing the trend of the prior year, value

,,stocks' exceeded growth stocks, with the
Russell 3000 Value \Index losing 7.8%,

compared to the Russell 3000 Growth Index

loss of 26.4%. Small capitalization stocks
continued a.  three-year ‘streak of

outperforming large capitalization stocks, with

the Russell 2000 Index losing 8.6%, vs. an

18.0% loss.for the S&P 500

The return on ISBI's U.S. equity poyrtfoho was
down 14.6% for the fiscal year, over 250 basis

“points ahead of the Russell 3000. While a
" negative return is never the desired result, the
‘portfolio did perform as it was constructed

to do; namely, to limit tracking error relative
to the benchmark and to add value with active

management. The ISBI Board, through

structure analysis, rebalancing, and risk

" management, has achieved: the objective of

tracking the market with predlctable

consustency

The ten-year average annual return of | 1.4%
shows that even considering the losses in fiscal

2002 and fiscal 2001; the U.S. stock market

has rewarded the long-term investor.

International Equities
_While foreign markets succumbed to some -
‘of the anxieties besetting U.S. equities, on the

whole they performed somewhat better. The
Morgan Stanley All-Country Free ex US ("MS-

AC Free ex US”) Index, gave up 8.2% for the

fiscal year,about nine percentage points ahead
of the U.S. return. As in the U.S,, value stocks
held up better than growth stocks. -

The return on ISBI's internzttional/equity portfolio,

down 6.3%, outperformed the benchmark by

almost 200 basis points for the fiscal year. As .
- with the U.S. equity portfolio, the ISBI Board-

has the twin objectives of limiting tracking
error relative to the benchmark and adding

value with active management. The returns for -

longer time- perlods demonstrate that the ISBI

‘has met these goals for most time penods :

' Fixed Income
During fiscal 2002; earnings fears that hurt

the stock market caused the opposité reaction

“income’ portfolio

" benchmark for the
~ fiscal ‘year, earning

““income returns.

‘substantial 11.5%.

in the bond market, with U.S.Treasufiesrleading

the rally. Continuing disclosures of substantial

earnings revisions dampened corporate bond
returns, with high yield bonds suffering the -

most. The Lehman U.S. Unlversal Bond lndex

returned 7.7% for the year ‘

The ISBI fixed
lagged - the
5.5%. The cause of

this  under ;
performance is chiefly because of an-above

- benchmark weighting to corporate issues
_relative to governments. While this strategy
~ has achieved good long-term results, it has not -

worked well in the current environment where R

any credlt rlsk is punlshed

The ISBI has tradmonally managed substanually :

all fixed income assets internally. The ISBI is in

" the process of transitioning 2/3 of the fixed

income assets to three diversified external
managers .The remaining internal portfolio will

be a risk-constrained investment grade

portfolio. The ISBI Board believes that the new

- structure will minimize the negative surprises

such as " those
experienced during
fiscal 2002, and
result in more
predictable fixed

Real Estate

Real estate prowded a safe haven from the =
stock market during fiscal 2002, with ‘the .

NCREIF Real Estate Index,a measure of core,
operating; non-leveraged real estate, earning

'5.9%. The ISBI’s real estate portfolio, powered

by realizations and
mark-to-markets
in . several
opportunity funds,
earned a more

Prior to fiscal 2001, the ISBI Board’s real estate

policy was to seek highef return real estate
opportunities. while controlling for risk.

- Therefore, investments: focused on value-
-added or opportumstlc strategies. However,

over the last two years the ISBI-Board has
increased the real estate strategic allocation

from 5% to 8% of the total fund. At the new" :

allocation level, the, ISBl Board felt it was

State Employees Retrrement System of Mllinois

| In'vestment Section
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appropriate to target 50% of its real estate to
core, income producing real estate, with the -
balance in hlgher return strategies.

. \[‘nvestment‘ Section

The ISBI Board completed searches in ﬁscal

2002, for funding in early fiscal 2003, which

~ should move the portfolio substantially closer

. to this goal. All of the ISB’s current investments

* - in'real estate are passive and are represented

- by interests in limited partnerships, trusts,and
. other forms of pooled investments.

 Alternative Investments
As in the stock market, alternative investments
continued to experience fallout from i investors®
. dlsdlusmnment w:th technology Overall the

30
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fiscal 2001.

ISBI's alternative investments portfolio lost

18.4% for the fiscal year, in line with results in
the public stock market. The alternative
investments -portfolio- consists of passive
interests ‘in fimited partnerships and other

.commingled vehicles. that invest in-venture’ -

capital, management buyouts, and other private ,
placement activities.

In spite of the setbacks of the last three years,

long-term results show that alternative

investments remain the best performing asset -
class for the five and ten-year periods ended

;june 30.

Management Expenses

Total ISBI expenses for the fiscal year were

$18.6 million, compared to $20.6 million for -
‘The resulting expense ratio
(expenses divided by total net assets) was

0.23%in ﬁscal 2002, compared to 0.24% infiscal -
: 200 ..
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InVeStmént Section

ADDITIONAL INVESTMENT INFORMATION

~ The foIIowmg table shows a comparison of ISBI mvestment operatlons for fi scaI years 2002 and 200!'

n addltlon, interest on the average balance in the System's cash account in the State Treasury for FY 2002
~was $3,120, 449 compared to $6 370 500 durmg FY 200I
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State Employees' Retirement System of lllinois . . - T I AL I L o

Actuary’s Certification Letter LS S

GABRIEL ROEDER SMITH & COMPANY
Consultants & Actuaries )

. 20 Notth Clark Street e Suite 1100 ¢ Chicago, Hlinois 60602 ¢ 312-456-9800. ¢ fax 312-456-9801
. October 16, 2002 . ‘ , RSO ; ,

Board of Trustees and Executive Secretary
State Employees’ Retirement System of Ilhnms
, ; - P.O.Box 19255 '

: ~ 2101 S. Veterans Parkway

- ‘  Springfield, Illinois. 62794-9255

, Aetuerial Ceﬁiﬂcaﬁbn

" B At your request, we have performed an actuarial valuation of the assets and liabilities of the :
' . State Employees’ Retirernent System of Illinois (“SERS”) as of June 30, 2002: ‘This valuation \ o
has been performed to measure the funding status of the Fund and determine the employer , ‘
contribution rate for the year beginning July 1, 2003 and ending June 20, 2004. In addition, it ' ‘
mcludes d1sclosure mformatlon requlred under GASB Statement No. 25 and Statement No. 27.

' The contribution rate has bee‘n detennmed under the Proj ected Unit CredntCost Method, ‘ o ‘
providing for a 90% funding of total actuarial liabilities by fiscal year 2045 as required by 40 ‘ S
ILCS Sectlon 5/14-131(e). Future contribution rates through fiscal year 2009 are not less than
the specxﬁed percentages under House Bill 110. A lével contribution rate is determined for

 fiscal year 2010 through 2045. For fiscal year 2004 an additional $70,000,000 is required,
based on HB 2671, as initial funding for the Early Retirement Incentive (ERI). The requ1red
contnbutlon rates and amounts for ﬁscal year 2004 are shown below

Preliminary Net* - Total**

| Required Rate 11.836%  11.560%  13.439%
Required Contribution __ $440.962,000 _$430,672,000 _ $500.672,000

| * This value reﬂects the 810, 290 000 recezved from the unclmmed property fund for ﬁscal year
2002 t k

** This value reflects the addmomrl $ 70,000, 000 that is requtred per HBZ6 71 as initial fundmg
" of the ERI. )

The system’s current ﬁlﬁdiﬁg plan does ttot meet the requirements for amottizing the unfunded
liability provided under GASB Statement No. 25. In all other respects, the assumptions and
- methods used for funding purposes meet the requirements of GASB- Statement No. 25.

For purposes of determining contribution rates, the market value of assets as reported by the
“llinois State Board of Investment is used for the 2002 fiscal year. ‘Assets have been prOJected ‘
using expected market value for subsequent fiscal years. The liabilities have been valued

based on employee data whxch is supphed by the. adrmmstratwe staff of the System and
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\Actudry’s Certiﬁcat‘ion iLetter o

Board of Trdstees and ExecutiveSecretary E
October 16,2002 o
: Page 2 '

- venﬁed by the System s audrtor We d1d not audxt this data but have revrewed the statlstlcal
support and concluded that the data is reasonable and consrstent with the prror year s data.

| Inour oprmon the calculations also comply with the requlrements of I]lmors state law and :
where applicable, the Internal Revenue Code, ERISA, and the Statements of the Governmental
Accounting Standards Board. All of our work conforms with generally accepted actuarial

“principles and practices, and to the Actuanal Standards of Practlce 1ssued by the Actuarial
Standards Board :

We certify that the mformatron presented herem is accurate and fairly portrays the actuanal ;
position of SERS as of June 30, 2002. We prepared the accompanying Summary of Actuarral
Cost Method and Major Actuarial Assumptions, but the SERS staff prepared the other

~ supporting schedules in this section and the trend tables i in the ﬁnancral sectron based on
mformatlon supphed in our report. - : \

B ;‘Gabriel,"Roeder; ‘Smith & Company

Michael R. Krvr FSA EA MAAA ‘
Semor Consultant "
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Actuarial Section

In general, state law governing -

the System under SB533 and

" HBI 10 provides that:

' '-' For ﬁscdl years 1998
through 2010, the contribution

to the System, as a percentage
of the payroll shall be increased
in equal annual increments so -

- that by fiscal year 2010, the
_contribution rate is at the same
level as the contribution rate for -
fiscal years 201 | through 2045.
" In accordance with HBI 10,

State contribution rates for
fiscal years 2001 through 2009

* will not be less than the . sched-

ule beIow

. For fi scal years 20I I

through 2045, the minimum

contribution to the System for
each fiscal year shall be an
amount determined to be
sufficient to bring the total

assets of the System up to 90%

of the total actuarial liabilities
of the System by the end of -

- fiscal year 2045.

In making these determing-
tions, the required contribution:
shall be calculated each year as

~ a level percentage of payroll
~over the years remaining to and

including fiscal year 2045 and
shall be determined under the
projected unit credit actuarial -

- cost method.

36

: |NTRODUCTION |

The System receives contrnbuuons from sev-

eral sources which can be considered as em-

ployer contributions, with the largest source.

being the regular state ap‘p‘ropriation The
System also receives an annual approprlatron
from the State Pensuon Fund.

Annually, the Systems actuanal consultant
prepares a valuation of the liabilities and re-

. serves of the System in order to make a de-
termination of the amount of contributions :

required from the state.

The amortlzatlon period requwed by lllanIS
state statutes-is not in accordance with the
parameters defined in Governmental Account-

ing Standards Board Statement No. 25. In fis-_

cal years 2001 and 2000 the actuary has de-

termined the required employer contribution .

rate and amount using the prolected unit
credlt cost method.

‘ The employers’ contribution amount, together -

with members’ contributions, income fromin-
vestments and any other income received by
the System, shall be sufficient to meet the cost

of maintaining and administering the System -
‘on a funded basis_in accordance with actu-

arial reserve requirements, pursuant to Chap-

‘ter 40, Section 5/14-13 1 of the Ill|n0|s Com-

piled Statutes

The statutes deﬁne "actuarial reserves” as "An

accumulation of funds in advance of benefit
payments which will be sufficient with respect

“to each member and his benefi uanes, if any,

....................

- ment No. 25.

to pay the prescrlbed beneflts computed ac-
cording to the actuarial tables, without further

contributions by or on behalf of the member."

Recent comprehensive bills have dramatically- -

increased state employee pension benefits,and - -

also mandated an increase of employer retire-
ment contnbutlons

Begmmng in-fiscal year 2045, the/ ,mi‘nimum
contribution to the System for each fiscal year
shall be the amount needed to maintain the

total assets of the System at 90% of the total B

actuarnal liabilities of the System

Most.importantly, funding legislation also pro-:
vides for the establishment of a continuing ap-

propriation of the required employer contri-

butions to the System. This has removed the
appropriation of these funds from the annual

budgetary process. DR

Although long-term in nature, we believe that
this legislation has been an extremely posi-
tive step forward which will ensure the long- -
term financial integrity of the state’s retire-

‘ment systems including the State Employees

Retirement System

The Systems current fundmg plan does not

‘meet the requirements for amortizing the

unfunded liability provided under GASB State-
in all other respects, the as--

sumptions and methods used for funding pur-
poses meet the parameters set for the disclo-
sures presented in: the financial section by ‘
GASB Statement No. 25.
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ACTUARIAL COST METHOD AND o , FActuariaI Se‘ction i
SUMMARY OF MAjOR ACTUARIAL ASSUMPTIONS - |

‘For fiscal years 2002 and 2001, a projected”
.unit credit normal cost method is used. Un- .
_der this method, the projected pension at re-
tirement age is first calculated and the value

thereof at the individual member s current or

 attained age is determmed

The normal cost for the member for the cur-
rent year.is equal to the value so determined"

divided by the member’s projected service at
retirement.:- The normal cost for the plan for

the year is the sum of the |nd|VIduaI normal, ,
‘costs. - :

* Actuarial gains and losses are recoghized‘ im-
' mediately in the unfunded actuarial liability of
‘the System. For purposes of determining fu-

ture employer contributions, however, the -

actuarial gains and losses are amortized in
accordance with the funding plan established

in state law by Public Act 88-0593, as amended.

‘Public Act 90-0065 also ‘addressed the re-
" quired level of employer retlrement contri-
‘butions.

For ancdlary benef its for active members, in

~-particular disability benefits, death and survi-
~ . vor benefits, termination benefits, and the
post-retirement increments, the same proce-

dure as outlined above is followed..

~ A description of ‘the actuarial ass‘u‘mptions S
utilized for FY-02 and FY-01 follows: B

Dates of Adoption: The Projected Unit

- Credit Normal Cost Method ‘was adopted
. June 30, 1989; all other assumptions were -
" adopted June 30, 2002.

Mortahty: ~I983 Group Annuity Mortality -

Table for males (with a one-year setback) and
females (with no setback). Five percent of

deaths amongst active employees are assumed

to be in the performance of their duty.

 Interest: 8.5% per annum, compounded
annually - : '

Salary Increases: Illustratlve rates of increase per annum,
compounded annually ~ :

Termmatlon Illustratlve rates follow It is assumed that termlnated employees
will not be rehlred
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Actuarial Section

Retirement Rates: Listed below are rates of retirement that vary»by’ age: -

Fltis assumed that 4. 0% of General Formula employees between the ages of 55 to 59 w:ll retire.

% An additional 10% are assumed to retire in the year the employee completes 30 years of
service. The rates apply only to employees who have fulfilled the service requ:rement necessary
“for retirement at any given age.
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Assets: Assets available for beneﬁts are valued
‘at fair value (market)

- Expenses: As estimated and advised by SERS

staff, based on current expenses with an allow-
ance for expected increases.

Marital Status: 85% of employees are assumed

. to be marrled

Spouse s Age: Thefemale spouse is assumed to
be three years younger than the male spouse.

In addition to the above, other assumptions used
include disability incidence, recovery from dis-
ability, mortality of disabled lives, remarriage

_ rates, ages, and numbers of children and Social

Securlty benefit levels ~

~Postret|rement Benefit Increases

3% annually, compounded

Experlenee Review: Pursuantto state law, the o
‘System had the actuary's perform this review for:
.the five year period ended June 30 2002

NOTE: The actuarlal assumptions have been rec- |
ommended by, the actuary, and adopted by the
System's Board of Trustees at the dates indicated

: prewously




SUMMARY OF AND CHANGES

-TO THE PLAN PROVISION:S g

Refer to the Plan Summary and Legislative Sec-
tion for a summary of the plan provisions and
legislative amendments that were evaluated and
considered by the actuary durmg the valuation
- process. - :

SHORT TERM SOLVENCY TEST

‘A short-term solvency test is one means of -

~ checking a systefn’s progress under its fund-
ing program In a short- term solvency test;

the plan’s present assets (prlmarllytash and‘

investments).are compared WIth

COMPUTED ACTUARIAL VALUES (in thousands of dollars)

AT SR State E’m‘ployees' R'e"tireme'nt System of Winois

I, - Active member contr|but|ons on.

. deposit. : =

2 The liabilities for future benef ts to
present retired lives.

3. The liabilities for service already

_rendered by active members.

"In a system that has been following level per- k
“cent of payrall financing, the liabilities for ser-
vice already rendered by active members (li-

ability 3) should be partially covered by the
remainder of present assets. If the system con-

tinues using level cost financing, the funded
portion of liability 3 will increase over time,

although it is very rare for a system to have
its llablllt)’ 3 fully funded

~ Actuarial Section
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- Actuarial Secti;on
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SUMMARY 'OF ACCRUED AND
. UNFUNDED ACCRUED LIABILI-

TIES (ANALYSIS OF FUNDING)

JAn'an mﬂatlonary economy, the value of the

dollar decreases. This environment resultsin.

‘employees’- pay and retirement benefits in- -
~_creasing in dollar amounts resulting in un-
funded accrued liabilities which increase in
dollar amounts, all at a time when the actual
substance of these items may be decreasing.

Looking at. just the dollar amounts of
unfunded accrued liabilities can be misleading.

" The ratio of the unfunded. accrued liabilities to
‘active employee ‘payroll provides an index
.which clarifies understanding. The smaller the

ratio of unfunded liabilities to active member
payroll, the stronger the system.

~ Observation of this relative index over-a
period of years will give an indication of whether
the system |s becommg flnanC|aIIy stronger or-_
weaker

Unfunded Actuarial
Liability as. a % of
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SCHEDULE OF RETIRANTS ADDED TO
& REMOVED FROM ROLLS

Actuarial Section

' SCHEDULE OF SURVIVORS' ANNUITANTS
- ADDED TO & REMOVED FROM ROLLS

. SCHEDULE OF DISABILITY RECIPIENTS
: ADDEDTO & REMOVED FROM ROLLS |
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‘RECONCII.TIATlON OF UNFUNDED ACTUARIAL LIABILITY
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 Statistical Section

 ASSET BALANCES

'LIABILITIES AND RESERVE BALANCES

REVENUES BY SOURCE
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- Statisticaf Section

EXPENSES BY TYPE - SYSTEM TRUST FUND
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TOTAL MEMBERSHIP - COORDINATED/NONCOORDINATED
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~ NUMBER OF RECURRING BENEFIT PAYMENTS
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StatISthGI Sectlon

"RETIREMENT ANNUITIES |
Average Monthly Benefit For,Current Year Retirees By Type

t33375'{,‘
3146967

RETIREMENT ANNUITIES

Current Age of Active Recipients

'RETIREMENT ANNUITIES

Average Service (in months) for Current Year Retlrees at Effectlve Date of Beneflt
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ACTIVE RETIREES BY STATE

: " North-Dakota N Maine
Montana 7 4 Minnesota -8
o)
5 S
NRhode Isiand

e South Dakota ‘
Wyoming 7 '

Nebraska, .12

Delaware
. 5
Colorada” 71 Missouri !

L Kansas: 32 . \ Washington D.C.

» 4

R X 1. .Oklahoma
Arizona .- New Mexico T 36
399“ 40
Texas
215 Louisiana
‘ 29
- Florida
885\ -
3
- L . | oz
Other-Countries ~ o
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State Employees Retirement System of Hlinois

Plan Summary |
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SUMMARY OF RETIREMENT SYSTEM PLAN
B (As of]une 30, 2002)

I. PURPOSE

The State Employees' Retirement System of

lllinois, a state agency, provides an orderly

means whereby aged or disabled employees
may be retired from active service without
prejudice or hardship and enables the employ-
ees to accumulate reserves for themselves and
their dependents for old age, disability, death
and termination of employment

2. ADMINISTRATION

- Respon5|b|I|ty for the operatlon of the Sys-

tem and the direction of its policies is vested
in a Board of Trustees consisting of seven

‘members. The administration of the System
iis the responsibility of the Executive Secre-
tary who is appointed by the Board of Trust--
~ ees. Administrative policies and procedures
are designed to ensure an accurate account-
_ing of funds of the System and prompt pay-

ment of claims for benefits within the appli-

" cable statute.

3. EMPLOYEE MEMBERSHIP

Generally, allf'persbns entering state service
become members of the System after serv- .
ing a six-month qualifying period unless their

position is subject to membership in another

state supported system..

Employees appointed by the Governor and

~ requiring confirmation by the State of lllinois

Senate may elect to become members of the
System. Other exceptions are identified in
state law. :

4. MEMBER CONTRIBUTIONS

Members are required to contribute a per-
centage of salary as their share of meeting

the cost of the various benefits. Contribu-
tion rates are: '

A. Members Coordinated with Social
Security: 4% of salary ;

B. Members Without Social Se‘curity:'
8% of salary.

C. State Policemen,'Smte Police Special Agents,

Firefighters, Secretary of State Investigators,

N

\ Conservation Police Officers, Department of

Revenue Investigators, Central Management
Services Security Police, Mental Health Police
Officers, Dangerous Drug Investigators for

Department of Alcoholism and Substance
Abuse, State Police Investigators, Attorney -
General Investigators, Controlled Substance
. Inspectors, State's Attorneys Appellate Pros-
ecutor Investigators, Commerce Comlssmn‘

Police Officers, and Arson Investigators: -

10 1/2% of salary

D. Security Employees of the Department of
- Corrections and Department of Human Ser-
vices, Air Pilots and State nghway Mainte-

nance Workers:

1. - Coordinated with Social Security' ’
.6 1/2% of salary

2. Without Social Security: 10 1/2%
of salary

‘Members coordlnated with Social Securlty also ,

pay the current social security tax rate.

Effective january‘ 1, 1992, most state egencies
- began participation in an employer pickup of.

employee retirement contributions program
in lieu of a pay increase. The employer (i.e.
the State of Hlinois) now pays all or a part of
the required employee contributions on-be-
half of its employees. ‘

5 RETIREMENT ANNUITY
A. Qualifi Cation of Member

Upon termination of state service,a member
is. eligible for a retirement annuity at age 60
with at least eight years of service credit; when
the member’s age and service equal 85 years;
between ages 55 and 60 with 25 to 30 years

of credit with the retirement annuity reduced

by one-half of 1% for each month the mem-
ber is under age 60.

" Security employees of the Department of Cor- '
* rections and the Department of Mental Health
_and Developmental Disabilities who are not

eligible for the Alternative’ Formula must have

at least 20 years of- membership service to

qualify for special retirement formulas which

will apply only to the service earned while in .
‘a security position.
Members in Alternatlve Formula posmons are




eligible at age 50 with at least 25 years of eli-
gible creditable service or at age 55 with ;at’
least 20 years of eligible creditable service in -

such a position.

B. Amount of Retirement Annuity

The retirement annuity is based on the

member's final average compensation and the

number of years of service credit that have -
‘been established. The retirement benefit for-
mula available to general state employees is.
1.67% for each year of covered service and .

. 2.2% for each year of noncovered service. Al-
_ ternative formula employees have a formula
of 2.5% for covered service and 3.0% for
noncovered service.

The maximum retirement annunty payable is

75% of final average compensation for regu-

lar employees and 80% for alternative formula.

employees. The minimum retirement annuity
payable is $15.00 for each year of covered

employment and $25.00 for each year of

noncovered employment
C. OptmnalForms of Payment ,

Reversionary Annuity: A member may. elect
to receive a smaller retirement annmty dur-

ing his lifetime in order to prowde a desig-

nated dependent with a lifetime income. That

payment would be in addition to any. other'

_benefit’ payable by the System.

Level Income: A member who contributes to
social security as a state employee may elect

to have his retirement annuity payments in-
creased before the age at which the member
can receive social security benefits and re-
duced after that age to provide a uniform re-

tirement annuity income throughout his re-
 tired life. ‘ :

To be eligible for thls election the member .
must have established ellglblllty for a social .

securlty retirement annutty.

D. Annual ‘Increase in Beneﬁt ,

Post retlrement increases of 3% are gener-
* ally granted to members effective each Janu-

ary |,after receipt of benefits for one full year. -

6. SURVIVORS' ANNUITY

A. Qualification of Survivor

If death occurs while in state employment, the -

member must have established at least 18

months of service credit. If death occurs af-

ter termination of state seryice and the mem-

ber was not receiving a retirement annuity, the.

member must have established at Ieast eight

years of service credit.

An eli‘gi;ble spouse qUalifies atage 50 oratany
~age if there is in the care of the spouse any. .
unmarried children of the member under age

18 (age 22 if a full time student) or over 18 if

mentally or physically disabled and unable to
‘work; unmarried children under age 18 (age
22 if a full time student) if no spouse survives;

or dependent parents at age 50 if neither an
eligible spouse nor ellglble children survive the
member. , :

‘ A spouse that is the sole nominated benefi-

ciaryand sole survivor may elect other death
benefits as described in Number 9.

B. Amount of Payment

If the member's death occurs before retire-

‘ment, the named beneficiary receives a lump

sum. refund of all the member's retirement
contributions plus the interest credited to the
member's account,. excludlng contributions for

widow and survivors" ‘benefits. A single lump-
“sum payment of $1,000 is also made to the

quallﬁed survivor of the member.

‘An eligible spouse receives a. monthly annmty
- equal to 30% of the member's final average

compensation subject to a maximum of $400.

"If children of the member are under the care

of the spouse, the annuity is increased for each
child, subject to a-maximum of $600 or 80%

- of final average compensatlon

If only' eligiyble fchildren survive, the monthly
annuity may not exceed the lessor of $600 or

- 80% of final average compensation. The maxi- .

mum-combined monthly. payment to parents
may not exceed $400

If the’member's death occurs after retirement
or after termination of state employment, but
before the member receives a retirement an-
nwty, the monthly benefit is the same as dur-

ing active: employment or 80% of the earned .

retlrement annuvty at date of death.

The minimum total surv_iyor benefit payable .

to the survivor’s annuity beneficiaries of a de-

- ceased member or annuitant shall be 50% of

the amount of retirement annuity that'was or
would have been payable to the deceased
member on the date of death.
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; Plan Summary o Monthly benefits payable to surYivors of a.

member who was covered by Social Security
as a state employee are reduced by one-half
of the amount of benefits they are eligible to
receive from Social Security from the de-

ceased member's account. The Social Secu-"

rity offset may not reduce the benefit by more
~ than 50%. :

C. Duration of Payment

The monthly annuity payable toa spouse ter-
minates upon death; to. children upon
death, marriage; or attainment of age 18 (age

22 if a full time student), except for a child .

who at age 18 is physically or mentally dis-
abled and unable to accept gainful employ-
ment, which terminate at death or gainful em-
ployment.. Dependent parents’ benefits ter-
minate at death or remarriage.

D. Annual Increase in Benefit

The survivor benefit is increased by 3% each
January-1, after receipt of benefits for one full

year. Survivors of retired members receive -

an increase on january | foIIowmg the com-
mencement of the beneﬁt

The widow of a male member who was a par-
ticipant in the System prior to July 19, 1961,
may have the option of taking a Widow's An-
nuity rather than the Survivors' Annuity.

| o \ ,
R : 1. WIDOW'SANNUITY
|

~ A. Qualification of Widow

‘An eligible widow receives a Widow's Annu-
- ity if she is age 50 or over or'has in her care
any of the member's unmarried children un-
der age 18 (age 22 if a full time student).
If she is not age 50 and-has no such children
in her care, she becomes eligible at age 50.

B. Amount of Payment

The Widow's Annuity consists of a lump sum.

payment of $500, plus a monthly annuity equal

‘to 50% of the retirement annuity earned or

received by the member at the date of death.

If the widow has in her care eligible children

- of the member, the monthly. annuity is in-

" creased 5% because of each child, subject to

a maximum payment equal to 66 2/3% of the
-earned retirement annuity.
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Monthly benefits payable to a widow of a mem-
ber who was covered by Social Security as a
state employee are reduced by one-half of the
amount of benefits she is eligible to receive

" from Social Security as a widow. The Social
Security offset may not reduce the benefit by

more than 50%.

C. Duration of Payment

The monthly payment to the widow contin-
ues for her lifetime. If the amount of benefit
was increased because of eligible children, it is

‘adjusted downward as these children's ben-

efits are terminated due to death, marriage or
attainment of age 18, (age 22 ifa full time stu-
dent)

D. Annual Increase in Benef t

The W|dows beneflt is increased by 3/: each '

- January. I, after receipt of beneﬁt.s for one full

year. Widows of retired members receive the -
increase on January | following the com-
mencement of the benefit.

8. OCCUPATIONAL
- DEATH BENEFIT

A.’ anliﬁcetioh of Survivors

If a member's death results from a job related .
cause, the spouse may be eligible for-an Oc-

- cupational Death benefit. If only unmarried

children under age 18 (age 22 if a full time
student) survive, they may be eligible for the

- benefit. If neither spouse nor eligible children .

survive, a dependent father or mother may be
eligible.

B. Amount of Payment

The nominated beneficiary receives a lump
sum payment consisting ‘of all contributions
made by the member plus the interest cred-
ited to the members account. A surviving
spouse is entitled to a monthly- benefit equal
to 50% of the member's final average com-
pensation '

'If children under age 18 (age 22 |f a full time
student) also survive, the annuity is increased
by 15% of such average because of each child
subject to a maximum of 75%.




If no eligible spouse and children under age 18

(age 22 if a full time student) survive, each child

receives a monthly allowance of 15% of the fi nal
average compensation. The combined payment

to children may not exceed 50% of the member's -
- Available to any member who has estabhshed at

least 18 months of credttable service and who -

: ﬁnal average compensatlon

o If there is no ehglble spouse or eligible children, -

a benef it of 25% of final average compensation js

. payable to each surviving dependent parent for’

 life. The monthly benefit is reduced by any pay-
~ - ments awarded under the Workers' Compensa-
tionAct orWorkers Occupatlonal Dlseases Act

C. Duratlon of Payment o

The montth annutty payable to a spouse or de-
pendent parent terminates at death; to children
at death, or attainment of age 18 (age 22.ifa full
time student) or marrlage

" D. Annual Increase in BeneI' t

~The Occupatlonal Death Benefit is mcreased by
" 3% each January I after recelpt of benef ts for
one full year. :

9 OTHER DEATH BENEFITS

If the benefnaary(les) of the member do not

- qualify for any of the previously described death -
benefits, one of the foIIowmg beneflts is payable /

A Before Retlrement

if 2 member's death occurred thIe in state ser-
vice, the benefit consists-of:
I. A refund of all ccontributions plus the -

interest credited to the member s account,/,‘

2 A payment equal to one month's salary
. for each full year of serwce credit not
- to exceed six month's salary.

If the member-had terminated state service, but

not yet qualified for a retirement annuity, the
benefit consists of a refund of all of the member's

10. NONOCCUPATIONAL
DISABILITY,BENEFITS

A. Quallf' cation and Amount of Payment

has been granted a dlsablltty leave of absence: by

" the emponJng agency. The benefit is 50% of final
average compensation and credlt ‘to the

member S account of service and COhtI’IbutIOI’IS

It begins on the 3]st day of absence from service
" ‘onaccount of dlsablllty (mcIudlng any periodsfor

‘which snck pay was recelved)

- the member has Social Securlty coverage as a »

state employee, the benefit payable by the Sys-
tem is reduced by the amount of any disability or

. retirement payment to which he is entltled un-

der Social Securlty

‘B. Duratlon of Payment

The member is ehglble for the monthly beneflt

, untll the c occurrence of. any of the foIIowmg events:

L. Dlsablhty ceases;

2. Resumptlon of gainful employment

3 Payments are madeé for a period of time -

‘equaI to one-half of the service credit
established as of the date dlsablllty began;

4. Attainment of age 65, if benefit commenced o

prior to the attainment of age 60;

5. ,' The fifth anmversary of the effectlve date of -
~ the beneft if the benefit commenced on or '

after the attainment of age 60;
6 Death of the member

C Increase in Benef t

. The Nonoccupatlonal DIsablllty benef t shall be ‘

increased by 7% foIIowmg the fourth annlversary

“of the benefi t and 3% each year thereafter

contributions to the System pIus the |nterest' o

~ credited to the member's account

- B. After R'etirement

‘The benefit consists of a Iump sum payment equaI

to the excess of contributions pIus the interest

- credited to the member s account over the to- -
tal amount of retlrement annuity payments made

to the member. The mmlmum payment is $500

State Employees Retlrement System of IIIlno:s
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' 11.OCCUPATIONAL

DISABILlTY BENEFlT

A. Quahf'catlon and Amount of
Payment

‘ Prowded for any member who becomes dis-
- abled as the direct result of injury or disease

arising out of and in the course of state em-

: ployment

The benefit is 75% of final average compensa-
tion plus a credit to the member's account of

service and contributions. The cash benefit is-
- reduced by any payment received under the

Workers' Compensation Act or Workers' Oc- -
_cupational Diseases Act. :

B. Duration of Payment

Monthly benefits are pdyable until the occur-
rence of any of the following events:
i. . Disability ceases;

‘2. Resumption of gainful employment

3. Attainment of age 65, if benefit com- =

. -menced prior to the attalnment of
- age 60; :

~ 4. The fifth annlversary of the effectlve

date of the beneflt if the benefit com-
menced on or after the attainment
~of age 60; '

3. Death of the member:

~ C. Increase in Benefit

The OcCubationaI Disability benefit shall be 6
increased by 7% following the fourth anniver- -
sary of the benefit and 3% each year thereaf-

ter.

2. TEMPORARY DISABILITY

BENEFIT

A. Qualification and Amount

of Payment

Available to any member who becomes dis-

abled; has established at least 18 months of
creditable service, has been denied benefits
under theWorkers' Compensation Act or the

Workers' Occupatlonal Diseases Act, or had
‘benefits terminated, and has filed an appeal -

with the Industrial Commission of lllinois. The
benefit is 50% of final average compensation
plus credit to the member's account of ser-

~ vice and contributions.

The benefit shall begin to accrue on the 31st.

day of absence from service and shall be pay- -
able upon the expiration of 31 days from the

‘day the member last received compensation.

If the member has Social Security coverage as

“a state employee, the benefit payable by the
System is reduced by the amount of any dis-

ability or, if age 65,any retirement payment to

‘which he is eligible under Social Security.

B. Duration_of Payment. .

The member is eligible for the monthly ben-
efit until the occurrence of any of the follow-
ing events: '

L Dusabllltyceases;

2. Res’umption of gainful em:plloymentj
3. Payments are made for a period of
. time equal to one-half of the service
credit established as of the date dis-
ability began,

4. - Attainment of age 65, if the benefit
commenced prior.to the attalnment ‘
“of age 60;

| 5. The fifth anniversary of the'effecti\)e :

- date of the benefit if the benefit com- o
menced on or after the attamment
of age 60;

Death of the member;

7 Beneﬁts are -paid or awarded under the
Workers' Compensation Act or the
Workers' Occupational Diseases Act.

13. SEPARATION“'BENEFITS |

: Upon termlnatlon of state employment by
resignation, dlscharge, dlsmlssal or layoff,a .

member may obtaina refund of the contribu-
tions ‘made to the System, excluding interest.

- The member must be off the payroll for 14

days to be eligible for a refund. By acceptinga
refund, a member forfeits -all ‘accrued rights

~and benefits in the System for himself and his ‘

beneficiaries. -




LEGISLATIVE
AMENDMENTS

Amendments with an effectlve date dunng
Fiscal Year 2002: ‘

. House Bill 267 (PA. 92-0251)
- Effective August 6,2001.

This bl" adds the state hlghway maintenance
workers of the Department of Transportation

and the Toll nghwayAuthonty to the alterna- -

tive formula.

R House Blll 2671 (PA 92-0566)
-~ Effective June 25, 2002

The Early Retlrement Incentive (ERI) was
passed by the General Assembly and signed
by the Governor allowing SERS members to

..................

purchase up to five years of service and:age
enhancement. By participating in the ERI, mem-

‘bers have two optnons

I If a member meets the ERI retirement eli-

gibility requirements, they may retire by Janu-
ary 1,2003 using the age and servuce enhance-
ment. : :

‘2. If a member does not meet the ERI re-
“-tirement eligibility requirements at this time,
they may purchase ERI service, terminate em--

ployment by December 31,2002 and receive
retirement benefits when they become eligible.

'NEW LEGISLATION

There were no amendments with an effective

date subsequent to June 30,2002, affecting the

operatlon -of the System, as of the date thlS ’

r'eport Wehf. to prmt )
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