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STATE oy -
® State Employees’ Retirement Systern of Iflinois
RETIREMENT ® General Assembly Retirement System
SYSTEMS ¢ judges' Retirement System of Hffinois

2101 South Veterans Parkway, P.O. Box 19255, Springfield, IL 62794-9255

November 30, 1993
The Board of Trustees and Members
Judges' Retirement System of Hlinois
Springfield, IL 62794

Dear Board of Trustees and Members:

The component unit annual financial report of the Judges' Retirement System of Illinois (System) for the fiscal
year ended June 30, 1993 is hereby submitted. Responsibility for both the accuracy of the data and the
completeness and fairness of the presentation, including all disclosures, rests with the System. To the best of
our knowledge and belicf, the enclosed data are accurate in all material respects and are reported in a manner
designed to present fairly the financial position and results of operations of the System. Al disclosures
necessary to enable the reader to gain an understanding of the System's financial activities have been included.

The report consists of six sections:

1. An Introductory Section which contains this letter of transmittal and the identification of the
administrative organization;

[

. The Financial Section which contains the report of the independent public accountants, the financial
statements of the System, and the supplementary and additional financial information;

3. The Actuarial Section which contains the report of the Actuary as well as the summary of major
actuarial assumptions and certitin tables:

4. The Investment Section which contains a summury of the System's investment management approach
and selected summary tables, including investment performance;

5. The Statistical Section which contains significant statistical data; and
6. A summary of the System's plan provisions and current legislative changes.

Although the Judges' Retirement System, State Employces' Retirement System and General Assembly Retire-
ment System share a common administration, they are separate entities for legal and financial reporting
purposes. Therefore, the financial statements of the Judges' Retirement System do not include balance sheet
information nor the results of operations of the State Employees' Retirement System or General Assembly
Retirement System.,

PLAN HISTORY AND SERVICES PROVIDED

The Judges' Retirement System of lllinois (System) was established as a public employee retirement system (PERS)
by state statute on July 1, 1941. The mission of the System as prescribed by state statute is to "establish an efficient
method of permitting retirement, without hardship or prejudice, of judges who are aged or otherwise incapaci-
tated, by enabling them to accumulate reserves for themselves and their dependents for old age, disability, death,
and termination of employment.”

Judges' Retirenient System of lllinois




, LETTER OF TRANSMITTAL

Responsibility for operation of the System and the direction of its policies is vested in a Board of Trustees consisting
of five members. The administration of the detailed affairs of the System is the responsibility of the Executive
Secretary whoisappointed by the Board of Trustecs. Administrative policies and procedures are designed toensure
an accurate accounting of funds of the System and prompt payment of cliims for benefits within the applicable
state stacute.

REVENUES

Collections of employerand participant retirement contributions, as well as income from investments, provide
the reserves necessary to finance retirement benefits. These income sources totaled $38.005 million during
the fiscal year ending June 30, 1993, whicli is an increase from revenue reported for fiscal year 1992, shown
as follows:

1993 1992 Increase/(Decrease)! :

(Millions) (Millions) ‘(Millions) (Percentage) ;

Gontributions: ;

Participants SHONRO 3 77 S S 15 7 $ 2,005 27.2%

Employer 11.099 10.052 1.047 10.4% ;

Investments 17.529 19.722 _ {2193) (11.1%) '
Total Revenue $ 38005 § 37.146 $ __.859 2.3%

The increase in participant contributions resulted from a large number of participants electing to establish
optional service credit for prior military service time during fiscal year 1993. Employer contributions increased
$1.047 million as a result of an increased contribution from the State Pension Fund. The decrease in total
investment income of $2.193 million was primarily due to a decrease in the net realized gains on sale of
investments.

EXPENSES

The primary expense of a retirement system relates to the purpose for which it is created; namely the payment
of benefits. The payments, together with the expense to administer the plan, constitute the total expenses of
the System. Expenses of the System for fiscal year 1993 and 1992 are shown below for comparison purposes.

1993 1992 Increase/(Decrease)
(Millions) (Millions) Millions) (Percentage),
Benefits:

Retirement annuities $ 19.613 $ 17.869 $ 1.744 0.8%
Survivors' annuities e 5628 I 53 27, e 5015 . 9.8%
Total Benefits Expenses $ 25.241 $ 22996 $ 2.245 0.8%
Refunds 408 280 128 45.7%
Administrative expenses CER S 072 N Py
Total Expenses _§25952  _§ 23507 _$ 2445 10.4%

The increase in benefit payments resulted primarily from (1) a growth in the number of benefits paid, (2) an
increase in the average benefit payment amount, and (3) post retirement annuity increases granted each
January 1. The $128.0 thousand increase in refunds was primarily due to several death before retirement
refunds paid during fiscal year 1993,

INVESTMENTS

The System's investments are managed by the lllinois State Board of Investment (ISBI) pursuant to Chapter 40,
Article 5/22A of the Illinois Compiled Statutes, For the fiscal year ended June 30, 1993, the total investment
return on the market value of assets managed by the ISBI was 12.1% compared to 11.6% during the fiscal year

ended June 30, 1992,
Judges' Retirement System of Illinois




LETTER OF TRANSMITTAL

Total .ﬁscal year 1993 investment income of $17.528 million represents a decrease of $2.193 million (11.1%)
over fhe fiscal year 1992 level of $19.721 million. The System's total investments revenue for fiscal year 1993
and 1992 is shown below for comparison purposes.

:_._.I. o Hla '12995' 1992' R e Increase/(Decrease)
i (Millions) (Millions) Millions) (Percentage)
Netinvestmentsincome $ 10.008: $ 10.853 $ (.845) (7.8%)
Net realizedigain on sale
~ ofiinvestments 7.392 8,680 (1.288) (14.8%)
Interest eatned on cash
| balances SN0 25 BRI 85 €060 (31.9%)
Total Investments revenue $§ 17.528  § 19721 _§ (2193) (11%

Income from investments has, over the years, become a greater share of the total revenue of the System. For
the fiscal year ended June 30, 1993, income from investments represents 46. 1% of total fund revenue.

A detailed discussion of investment performance and strategies are provided in the Investment Section of this
report.

FUNDING AND RESERVES

Funding is the process of specifically allocating 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.

Theactuarial determined liability of the System at June 30, 1993, amounted to $458.8 million. The fund bakinces
for participant contributions tnd future operations amounted to $199.7 million as of the same date. The amount
by which the actuarial determined liability exceeds the fund balances is called the "unfunded present value of
credited projected benefits.” The unfunded present value of credited projected benefits amounts to $259.1
million and reflects the continuing state policy of appropriating funds at amounts less than the actuarially
determined contribution requirement. A detailed discussion of funding is provided in the Actuarial Section of
this report.

ECONOMIC CONDITION AND QUTLOOK

Financing the retirement benefits that are being carned is one of the most important issues facing the Judges'
Retirement System. Over the years, a number of organizations have stressed the need for sound funding of the
System. In August, 1989, then Governor Thompson signed Senate Bill 95 into law. This Bill provided for the
increased funding of the unfunded actuarial liability which has been steadily increasing for the past several
years. The amortization period of the unfunded liability was established at 40 years and is scheduled to begin
in 1996. In order to defer the cost of a substantial increase in the required employer contributions, 4 seven yeiar
phase-in period was included in the legislation. The seven year phase-in period was to be used to increase the
amount of contributions from the current contribution level to that level required for the amortization of the
unfunded liability over the 40 year period.

After completion of another spring legislative session involving the state budget, appropriation bills were
passed by the General Assembly which essentially maintain the System's funding level as provided for during
fiscal year 1993. The legislation provides for the appropriation of $10.8 million of funds to the System for fiscal
year 1994. While this amount is still approximately $4.1 million insufficient to meet the funding mandate
passed by the General Assembly in 1989, in view of the reductions made to many state funded programs over
the past several years, we must view this result somewhat favorably.

The System monitors any legislative proposals which may have an impact on the status of the Trust Fund.
During the spring 1992 session of the General Assembly, there were several legislative bills which were
introduced, passed, and subsequently signed into law by Governor Edgar on August 26, 1992. While these

Judges' Retirement System of Illinois




legislative proposals generally reflect a positive movement to address the underfunding of the five state
finunced retirement systems, one proposal unquestionably had a negative impact on the financial condition
of the System.

As part of the fiscal year 1992 state budget negotiations, authorization was given to the Governor to transfer
a total of $50 million from more than 200 special purpose funds into the General Revenue Fund in an attempt
to address the current budget crisis. Under this authority, the Governor requested the cransfer of $21 million
from unclaimed property receipts which normally are appropriated to the five state financed retirement
systems. Although this action was opposed in the courts, the transfer ultimately was made on June 1, 1992,

While this action had a negative impact on the System, as mentioned carlier, other legislation was introduced
and passed that generally reflects a positive movement to address the underfunding of the five state financed
retirement systems. Specifically, Senate Bill 1949 (P.A. 87-0925) changed the state's Unclaimed Property Act
to provide fora holding period of five instead of seven years. This resulted in the availability of additional funds
for the five state financed retirement systems during fiscal year 1993, As a result, the System received an
additional $923.0 thousand. In addition, the General Assembly also approved House Bill 3230 (P.A. 87-0923)
which provides for a continuing appropriation of funds due the five state financed retirement systems from
unclaimed property receipts. This legislation has the effect of making the annual appropriation of these funds
automatic, not requiring specific action of the General Assembly. While the normal level of financing from
unchiimed property receipts is small, enactment of this legislation establishes a very positive precedent.

The Governor has indicated publicly that he considers the underfunding of the System an important issue
which he intends to address during his administration. Leaders in the General Assembly have also indicated
a similar interest. We are, therefore, optimistic that once the state budget crisis is brought under control,
legislation which will establish a solid actuarial funding program will be forthcoming.

Assessing the financial status of any retirement system is a difficult task. The valuation of pension liabilities is
a complex procedure requiring the application of actuarial techniques. It is not possible to provide a simple
measure of the financial status of a retirement system because no universally accepted measure of the financial
status presently exists. By any reasonable actuarial standard, however, the System's present financial condition
must be described as precarious due to the continually increasing dollar level of the unfunded liability. The
events in the financial markers during the past several years serve as a constant reminder of the face that no
source of revenue can be guaranteed and that the ultimate responsibility for 2 sound funding policy and the
related liability for contributions rests ultimately with the State of Hlinois.

MAJOR INITIATIVES

During the past fiscal year, the System completed work on several major projects. Most significant was the
installation of a new computer system designed to meet the System's future data processing needs. In addition,
the Field Services program was further expanded to meet the increased demands of the membership and the
participant handbook titled "Benefits - Your Rights and Responsibilities® was updated and mailed to the
membership.

Projects for fiscal year 1994 include the continuation of the development and im plementition of an automated
bencfit calculation system; development of a new annual statement designed to provide annuitant members
and survivors with current benefit amounts and beneficiary designations; and the completion of a study o
determine the bencfits to be derived from the maintenance of an in-house data base of reciprocal retirement
system information for use in annual statements, benefit calculations, and field service programs.

Additionally, during fiscal year 1994, the System will begin to offer two pre-retirement programs to assist
participants who are planning to retire within the next twelve years to realistically assess their future needs
and lifestyles and take steps to achieve their selected future goals. These programs will focus on planning
principles, financial planning, total entitlement packages from the System and the Social Security Administra-
tion, as wellas estate planning. One program will focus on participants planning to retire within the next five
years while the other program is designed for long range retirement planning.

Judges’ Retirement System of Hlinois




ACCOUNTING SYSTEM AND INTERNAL CONTROL

This report has been prepared to conform with the principles of governmental accounting and reporting
pronounced by the Governmental Accounting Standards Board and the American Institute of Certified Publjc
Accountants, The accrual basis of accounting is used to record the assets, liabilities, revenues and expenses
ofthe Judges' Retirement System. Revenues are recognized in the accounting period in which they are earned,
without regard to the date of collection, and expenses are recorded when the corresponding liabilities are
incurred, regardiess of when payment is made. The Judges' Retirement System also uses the State of Illinois

ofassets 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 retained by the Board of Trustees to perform professional services that are
essential to the effective and efficient operation of the System. Actuarial services are provided by Goldstein
& Associates, Chicago, Mlinois. The annual financial audit of the System was conducted by the accounting firm
of McGladrey & Pullen under the direction of the Auditor General of the State of Illinois, The System's
investment function is managed by the Illinois State Board of Investment.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Centificate
of Achievement for Excellence in Financial Reporting to the Judges' Retirement System of Ilinois for its
component unit financial report for the fiscal year ended June 30, 1992, The Certificate of Achievement is the
highest form of recognition for excellence in state and local Bovernment financial reporting.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable and
cfficiently organized component unit financial report, whose contents conform to program standards. Such
component unit finincial report must satisfy both generally accepted accounting principles and applicable
legal requirements.

A Certificate of Achievement is valid for a period of one year only. The Judges' Retirement System of Hlinois
has received a Certificate of Achievement for the last four consecutive years (fiscal years ended June 30, 1989
through June 30, 1992). We believe our current report continues to conform to the Certificate of Achievement
program requirements, and we are submitting it to the GFOA to determine its cligibility for another certificate.

ACKNOWLEDGEMENTS

The preparation of this report reflects the combined efforts of the System's staffunder the direction of the Board
of Trustees. It is intended to provide complete and reliable information as a basis for making management
decisions, as a means of determining compliance with legal provisions, and as a means for determining
responsibie stewardship for the assets contributed by the participants in the State of linois. On behalf of the
Board of Trustees we would like to EXpress our appreciation to the staff and professional consultants who
worked so effectively to ensure the successful operation of the System,

Respectfully submitted,

NLAY & Dt . Fretis,

Michael L. Mory David M. Richter, CPA
Executive Secretary Accounting Division
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INDEPENDENT AUDITOR'S REPORT

@

MCGLADREY & PULLEN

Centified Publiic Accountants and Consultants

INDEPENDENT AUDITOR'S REPORT

To tha Honorabla Wiiam G. Holland Board of Trusteas
Auditor General, Stats of lilinals Judges’ Retirement System of Uinois
Springfield, Ninois Springfield, liinols

We have audited, as spaclal assistant auditors for tha iinols Auditor Ganeral, the accompanying componant
unit financlal statemants of the Judges’ Retirement System of finols as of and for the years endad June
30, 1983 and 1992. Thesa component unit flnanclal statements are the responsibliity of the Systam's
management. Our responsibility Is to Ipress an opinion on thesa component unit financlal stataments
based on our audits.

¥We conducted our audits In accordance with generally accepted auditing standards. Those standardg
requirs that we pian and perform tha audit to obtaln reasonable assurance about whether the financlal

Our audits wera made for the purpose of forming an opinion on the component unit financial statements ag
af and for the years anded June 30, 1993 and 1992, taken as a whole. The supplementary Infermation
Included on pages 24 through 28 Is prasentad for purposes of additional analysls and !s not a requirad part
of the componant unit financial statements. Such information as of and for tha years anded June 30, 1993
and 1992, has bean subjectad to the auditing procedures appiled in the audits of the component unit
financial statemants and, in our oplinion, is falrly presented in all material respects In relation to the
component unit financial statements takan 28 a whole,

Y & Bl

Springfieid, tinols
October 22, 1993

Judges' Retirement System of Illinois




FINANCIAL STATEMENTS

JUDGES' RETIREMENT SYSTEM OF ILLINOIS

Balance Sheets
June 30, 1993 and 1992
— . — = 5 :
Assets : I
Cash $ 3,449,104 5 4,122,969 f
Receivables: e ]
Employer contributions $ 2,453,825 5 -
Participants' contributions 174,850 189,568
Refundable annuities 13,205 18,156
Interest on.cash balances: 10,605 15,230
Due from General Assembly Retirement System 54,499 42 804 |
~ § 2706986 § 265758

Investments - held in the Tllinois State Board
of Investment Commingled Fund, at cost
(Market value: 1993, $222,508,651
1992, $205,231,721) (Note 3)
Equipment, net of accumulated depreciation (Note 8)
Total Assets

Liabilities and'Fund Balance

Liabilities

Benefits payable

Refunds payable

Administrative expenses payable (Note 9)

Participant deferred service credit accounts
Total Liabilities

Fund Balance
Actuarial present value of credited

projected benefits (Note 5)

Less unfunded present value of credited
projected benefits representing
an obligation of the State of Illinois

‘Total Fund Balance (Note 11)
Total Liabilities and Fund Balance

See accompanying notes to financial statements.

$ 193,615,328
26,065

$ 183,415,396
24,566

$199,797,571

$ 4,189
62,251
31,52%
19844
$ 117,807
$ 458,826,434
_ (259,146,670)
$ 199,679,764
$_1g2,727,571

$1187,528/689

$ _ 531
150,579
39,403
10,788

$ 201,301

$ 423,758,708

$ 187,627,388

Judges' Retirement System of Hiinois




FINANCIAL STATEMENTS

JUDGES' RETIREMENT SYSTEM OF ILLINOIS

Statements of Revenue, Expenses and Changes in Fund Balance

Years ended June 30, 1993 and 1992

i - ForAliGantributions revenue

TotalRevenue

Retirement annuities
Sutvivors' annuities
Total Benefits

| Refunds
. Administrative (Note 7)

Total Expenses

Excess of Revenue over Expenses
Fund Balance at beginning of year

Fund Balance at end of year

:gain onisale oflinvestments

See accompanying notes to financial statements.

1993

$ 19,377,428
_11/099,030
$ 20,476,458

-

10,008,112
128,461
7,391,820
$ 17,528,303
$ 38,004,851

3 19,613,167

5,627,891

$ 25,241,058

408,113
303,304
$ 25952475
$ 12,052,376

$187.627,388

$199,679,764

1992

$ 7,371,637
_ 10,052,100
$ 17,423,737

$ 10,853,251

188,236
8,680,423
$ 19,721,910
$ 37,145,647

$ 17,869,115
5,126,800

$ 22995915
280,106
231442
$ 23,507,463
$ 13,638,184
$ 173,989,204

$ 187_.62??383

Judges' Retiremeny System of Ilinois




FINANCIAL STATEMENTS

JUDGES' RETIREMENT SYSTEM OF ILLINOIS

Notes to Financial Statements
June 30, 1993 and 1992

(1) Reporting Entity
The Judges' Retitement System of lllinois (System) is a component unit of the State of lllinois. The System
Trust Fund is considered part of the State of Illinois financial reporting entity and is included in the state's
comprehensive annual financial report as a pension trust fund,

The System has developed criteria to determine whether other state agencies, boards or commissions
which benefit the members of the System should be included within its financial reporting entity. The
criteria include, but are not limited to, whether the System exercises oversight responsibility on financial
interdependency, selection of governing authority, designation of management, ability to significantly
influence operations and accountability for fiscal matters, scope of public service and special financing
relationships.

Based upon the above criteria, there were no other agencies, boards or commissions which were
required to be included within the financial reporting entity,

(2) Plan Description
The System is the administrator of a single-employer public employee retirement system (PERS)
established and administered by the State of [llinois to provide pension benefits for its participants.

At June 30, 1993 and 1992, the System membership consisted of: '5
|

1993 1992 |

Retirees and beneficiaries |
currently receiving benefits: : 2 !
Retirement annuities 394 371 |
Survivors' annuities 73 268 I
667 639 |

Inactive participants entitled !
to benefits but not yet 5
receiving them 42 41 ’
Total 709 _ 680 |

EYTE o T |

Current Participants: E
Vested 560 518 |
Nonvested 288 310 |
Total _ 848 _ 828 i

T |

Operation of the System and the direction of its policies are the responsibility of the Board of Trustees
of the System.

(a) Eligibility and Membership
The Judges' Retirement System covers Judges, Associate Judges and, under certain conditions, the
Administrative Dircector of the Illinois courts. Participation by Judges, cither appointed or elected,
is mandatory unless the Judge files an election not to participate within 30 days of receipt of notice
of this option.

Judges' Retivement System of Illinois




(b) Contributions
Participants contribute specified percentages of their salaries for retirement annuities, survivors'
annuities and automatic annual increases. Contributions are excluded from gross income for Federal
and State income tax purposes.

The total contribution rate is 11% if the participant elects to contribute for their spouse and
dependents as shown below:

7.5% Retirement annuity

2.5% Survivors' annuity

1.0% Automatic annual increases
11.0%

The statutes governing the Judges' Retirement System provide for optional contributions by
participants, with interest at prescribed rates, to retroactively establish service credits for periods of
prior creditable service. The Board of Trustees has adopted the policy that interest payments by a
participant, included in optional contributions to retroactively establish service credits, shall be
considered an integral part of the participant's investment in annuity expectancies and, as such, shall
be included as a part of any refund payable.

The payment of (1) the required State contributions, (2) all benefits granted under the System and
(3) all expenses in connection with the administration and opcration thereof are the obligations of
the Stute to the extent specified in Chapter 40, Article 5/18 of the Hinois Compiled Statutes,

(¢) Benefits

The Judges' Retirement System of Illinois was established in 1941 as a component unit of the State
of lllinois and is governed by Chapter 40, Article 5/18 of the [Hinois Compiled Statutes.

After 10 years of credited service, participants have vested rightsto full retirement benefits beginning
atage 60, or reduced retirement bencfits beginning at age 55. Participants also have vested rights to
full retirement benefits ar age 62 upon completing 6 years of credited service or at age 55 upon
completing 28 years of credited service. The Judges' Retirement System also provides annual
automatic annuity increases for retirees and survivors, survivors' annuity benefits, temporary and,
or total disability benefits and, under specified conditions, lump-sum death benefits.

The retirement annuity provided under the systemis 3-1,/2% for each of the first 10 years of service,
plus 5% for cach year of service in excess of 10, based u pon the applicable final salary. The maximum
retirement annuity is 85% of the applicable salary base. Annual automatic increases of 3% of the
current amount of retirement annuity are provided.

Participants who terminate service and are not eligible for an immediate annuity may receive, upon
application, a refund of their total contributions. Participants or annuitants who are no longer
married are entitled to refunds of their contributions for survivors. Participants who are age 60 or over
with at least 20 years of service or who are age 60 or over and entitled to receive the maximum rate
of annuity by using service credited in another reciprocal system may elect to discontinue
contributions and have their benefits "frozen® based upon the applicable salary in effect immediately
prior to the effective date of such election. The election, once made, is irrevocable.

(3) Summary of Significant Accounting Policies and Plan Asset Matters
(a) Basis of Accounting
The financial transactions of the System are recorded on the accrual basis of accounting and in
conformity with generally accepted accounting principles. Participant and employer contributions
are recognized as revenues in the period in which employee services are performed.

Judges' Retirement System of Hiinois
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(b) Method Used to Value Investments
The System retains all of its available cash ina commingled investment pool managed by the Treasurer
of the State of Ilinois (Treasurer). All deposits are fully collateralized by the Treasurer. "Available
cash® is determined to be that amount which is required for the current operating expenditures of
the System. The excess of available cash is transferred to the Illinois State Board of Investment (ISBD)
for purposes of long-term investment for the System.

The System transfers money to the 15BI for invesiment in the ISBI Commingled Fund. This money is
then allocated among various investment managers to pursuc a specific investment strategy. All
investment transactions are initiated by the investment managers (either internal or external). The
transaction settlement information is then forwarded to the agent bank's trust department under i
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 Board's master
custodian is The Northern Trust Company. The agent of the master custodian is the Depository Trust
Company.

Investments are managed by the ISBI pursuant to Chapter 40, Article 5/22A of the Illinois Compiled
Statutes and are maintained in the 1SBI Commingled Fund. Such investments are valued at the cost
of the System's units of participation in the ISBI Commingled Fund. 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
calculated as of that date. Net investment income of the 1SBI Commingled Fund is allocated to each
of the member systems on the last day of the month on the basis of percentage of accumulated units
owned by the respective systems. Management expensesarc deducted monthly from income before
distribution. Investment income is recognized when carned.

The investment authority of the ISBLis provided in Chapter 40, Article 5/22A of the Illinois Compiled
Statutes. The ISBI investment authority includes investments in obligations of the U.S. Treasury 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 circumstances
that a prudent person acting in like capacity and experience would undertake.

The System owns 5.2% of the 15BI Commingled Fund as of June 30, 1993.

Governmental Accounting Standards Board (GASB) Statement No. 3 entitied "Deposits with Financial
Institutions, Investments (including Repurchase Agreements), and Reverse Repurchase Agree-
ments" requires certain financial statement disclosure of deposits and investments, such as the
disclosure of carrying amounts by type of investment and classification into one of three categories
based upon credit risk. Investments in pools managed by other governmental agencics, in general,
are to be disclosed but not categorized because they are not evidenced by securities that exist in
physical or book entry form.

Listed on the next page are the ISBl investments, as categorized in the 1SBI annual financial report.
They are categorized to indicate the level of risk assumed by the ISBI Board at year end. Category |
includes investments that are insured or registered or for which the securitics are held by the master
custodian in the 1SBI Board's name. Category Il includes investments that are uninsured and
unregistered and for which the securities are held by the counterparty's agent in the ISBI Board's
name. Category Il includes investments thatare uninsured and unregistered for which the securities
are held by the counterparty but not in the 1SBI Board's name.
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At June 30, 1993, the ISBI Board's investments were categorized as follows:

Category Category Category

: Gl fe o e T 115 Total

Investnents, atMacket Value
.5, Government and

Agency Obligations $ 264,679,865 $ A - $ 264,679,865
:Foreign Obligations 54,811,977 - 5 54,811,977
Foreign Equity'Sccurities 212,849,265 c c 212,849,265
'Gorporite Gbligations 886,704,885 - - 886,704,885
‘Gonvenible Bonds 25,747,138 - - 25,747,138
Gommon Srock: 1,272,669,933 - - 1,272,666,933
\Gonvertible Preferred:Stock. 16,812,250 : - 16,812,250
Preferred Stock 9,228,611 . . 9,228,611
Money Markerlnstruments 72585125 I a2 5051125
SUBTOTAL $2,816089,049 § - § - §2816,089,049
Non-categorized Investments 1,400,900,569

TOTAL INVESTMENTS $4,216,989,618

The ISBI Board participates in a securities lending program whereby securities are loaned to brokers and,
inreturn, the ISBI Board receives collateral of amounts slightly in excess of the market value of securities
loaned. Collateral consists solely of cash, letters of credit, commercial piper and government securities,
As of June 30, 1993 and 1992, the ISBI Board had outstanding loaned investment securities having a
market value of approximately $513,658,273 and $344,993,007, respectively, against which it had
received collateral of approximately $529,068,021 and $352,913,054, respectively.

(c) Fixed Assets
Expenditures for fixed assets are capitalized and depreciated over their estimated useful lives.

(d) Actuarial Experience Review
In accordance with lllinois Compiled Statutes, an actuarial experience review is to be performed at
least once every five years to determine the adequacy of actuarial assumptions regarding the
mortality, retirement, employment, turnover, interest and earnable compensation of the partici-
pants and beneficiaries of the System. An experience review was performed as of June 30, 1992,

(e) Administrative Expenses

Administrative expenses common to the Judges' Retirement Systern and the General Assembly
Retirement Systemare borne 60% by the Judges' Retirement System and 40% by the General Assembly
Retirement System. Invoices/vouchers covering common €xpenses incurred are paid by the Judges'
Retirement System and 40% thereof is allocated to and reimbursed by the General Assembly
Retirement System. Administrative expenses allocated to and reimbursed by the General Assembly
Retirement System were $176,826 and $133,673 for the years ended June 30, 1993 and 1992,
respectively.

(4) Funding Status and Progress

The amount shown below as "pension benefit obligation® is a standardized disclosure measure of the
present value of pension benefits, adjusted for the effects of projected salary increases, estimated to be
payable in the future as a result of participant service to date. The measure is the actuarial present value
of credited projected benefits and is intended to help users assess the Judges' Retirement System funding
status on a going-concern basis, assess progress made in accumulating sufficient assets to pay benefits
when due, and make comparisons among PERS. The measure is the same as the actuarial funding method
used to determine contributions to the System Trust Fund discussed in Note 5.
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The pension benefit obligation was determined as past of an actuarial valuation as of June 30, 1993.
Significant actuarial assumptions used include (a) rates of return on the investment of present and future
assets of 8.0% per year (consisting of an inflation component of 4.5% per year and a real rate of return
compoenent of 3.5% per year), compounded annually, (b) projected salary increase of 6% per year
(consisting of a general increase component of 5% peryear, 4.5% of which is attributable to inflation, and
a seniority/merit component of 1% per year), compounded annually, (¢) mortality rates based upon the
UP 1984 Monality Table, (d) assumed age at retirement ranging from 55 to 75, based upon recent history
with the System, (€) 75% of participants are assumed to be married, (f) the age of the spouse is assumed
to be 4 years younger than the age of the participant, and (g) the rate of turnover without vested benefits
assumes a high scale at younger age levels, becoming progressively lower as age advances.

AtJune 30, 1993 and 1992, the unfunded pension benefit obligation was §259, 146,670and $236,131,320
as follows:

—r— - o ~ S—

003 e e 1992
Pension benefit obligation: i |

Retirees & beneficiaries currently receiving benefits $ 247,358,088 § 224698818 !

Inactive participants not.yet receiving benefits 14,734,500 12,856,251
‘Current Participants: ,
Accumulated participant contributions 59,711,845 55,386,220 |
Fmployer-financed vested 79,940,727 77.:009,396 |
Employer-financed nonvested 57,081,274 53,808,023 '

" Total Pension benefir obligation $.458.826,434: $ 423,758,708

Net assets available for benefits, at cost |
(market value at June 30, 1993 $228,573,087; |

June 30, 1992 $209,443,713) 199,679,764 187,627,388 l

Vnfunded pension benefit'obligation $.259.146,670 $ 236,131,320,

Senate Bill 1650, which was signed into law on January 25, 1993 as Public Act 87-1265, made several changes
to the benefit provisions of the System the most significant of which allowed participants to establish
creditable service for up to two years of military service by making the required payment to the System
excluding the payment for the employer’s normal cost of the benefits provided such payment was made
before May 1, 1993,

The benefit changes enacted under Public Act 87-1265 had the effect of increasing the actuarial present value
of credited projected benefits and the related unfunded liability by $7,014,000 during fiscal year 1993. There
were no benefit changes enacted during fiscal year 1992 having a significant impact on the actuarial present
value of credited projected benefits and the related unfunded actuarial liabilicy.

The Sytem's actuarial consuitant performed an experience review for the five year period ended June 30,
1992. Based upon the results of the review, several changes were made to the actuarial assumptions. These
changes had the effect of increasing the pension benefit obligationand the refated unfunded pension benefit
obligation by $6,039,968, and were primarily the result of adjustments to expected termination and
retirement rates.

(5) Contributions Required and Contributions Made

Judges' Retirement System of Hlinois

Public Act 860273, which was signed into law on August 23, 1989, enacted a funding policy under which,
starting with fiscal year 1990, the employer contributions made by the State of Illinois were to be increased
incrementally over a seven year period so that by fiscal year 1996, the minimum state employer contribution
would be an amount that, when added to other sources of employer contributions, is sufficient to meet the
normal cost and amortize the unfunded actuarial iability over forty years as a level percent of payroll as
determined under the projected unit credit actuarial cost method.

For each fiscal year, the System's actuary performs an actuarial valuation and computes actuarially
determined contribution requirements for the System, using the projected unit credit actuarial cost method.
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The same actuarial assumptions were used to determine the contribution requirements as are used to
compute the pension benefit obligation discussed in Note 4. For fiscal years prior to 1990, the required
employer contributions were computed in accordance with the Board of Trustee’s approved funding policy
of normal cost plus interest on the unfunded actuarial liability. For fiscal years after 1989, required employer
contributions have been actuarially determined in accordance with the funding policy legislated by Public
Act 86-0273. The state, however, has never funded the System in accordance with the funding policy
established by law.

It has been interpreted that the laws of the State of Hlinois regarding state finance provide for the
Governor and the state legislature to have specific authority to reduce or increase monies appropriated
for the employer share of retirement contributions regardless of the amount certified by the Board of
Trustees.

The total amount of actuarially determined contributions required for the fiscal year ended June 30, 1993
amounted to $20,465,000 and consisted of (a) $17,388,000 normal cost and (b) $3,077,000 amortization
of the unfunded actuarial accrued liability. Contributions totaling $20,476,458 ($11,099,030 employer
and $9,377,428 employee including approximately $1.7 million for the purchase of optional service
credits) were made during fiscal year 1993 and consisted of (a) $19,108,428 normal cost and (1)
$1,368,030 amortization of the unfunded actuarial liability.

A comparison of the actuarially determined funding requirement for the fiscal year ended June 30, 1993,
versus the actual funding shows that the state's employer contributions were not made in accordance
with the actuarially determined employer contribution requirements for the fiscal year.

Pension Contributions

i Required Received
Amortization
Normal of Unfunded
Cost Liability Total
Participants $ 7,657,000 § - § 7,657,000 § 9,377,428
Percent of Pay 11.00 11.00 13.48
Employer 9,731,000 3,077,000 12,808,000 11,099,030
Percent of Pay 13.98 4.42 18.40 15.94
Total $ 17,388,000 $ 3,077,000 $ 20,465,000 $ 20,476,458
Percent of Pay 24.98 4.42 29.40 29.42
Participant Payroll $ 69,610,000

(6)

Historical Trend Information
Historical trend information designed to provide information about the System's progress made in

accumulating sufficient asscts to pay benefits when due is presented on pages 24 - 25,
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(7) Administrative Expenses

A summary of the administrative expenses for the Judges' Retirement System for fiscal years 1993 and
1992 is as follows:

=51 993 15 _ 1992

Personal services $ 149,108 $ 131,509
Employee retirement contributions paid by employer 5,969 2,633
‘Employer retirement contributions 7,268 6,237
Sodcial Security contributions 10,339 9,628
Group insurance 17,280 13,791
Contractual services 47,438 44 889
Travel 6,417 5,208
Printing 3,865 3,192
Commodities 581 557
Telecommunications 1,291 1,271
Electronic Data Processing 36,248 6,564
Depreciation 5,250 5,430
Other 12,250 533
Total _$ 303,304 =$231.442

(8) Equipment
Fixed assets are capitalized at their cost at the time of acquisition. Depreciation is computed using the
straight-line method over the estimated useful life of the asset. The estimated useful lives are as follows:
(1) office furniture - 10 years, (2) equipment - 6 years, and (3) certain electronic data processing
equipment - 3 years. .

A summary of the changes in fixed assets for fiscal years 1993 and 1992 is as follows;

1993
Beginning = Ending
Balince Additions Deletions _Balance
Equipment $ 42,584 $ 15,557 $(16,883) $ 41,258
Accumulated Depreciation (18,018) (5,250) _ 8,075 (15,193)
Equipment, net _$ 24,566 $10,307 $ (8,808) $26,065
1992
Beginning e Ending
Balance _Additions _Deletions ‘Balance
Equipment $ 41,211 $§ 1373 § - $ 42,584
Accumulated Depreciation (12,588) (5,430) - (18,018
Equipment, net $ 28,623 $§ 4,057 i ,._I: § 24,566

(9) Accrued Compensated Absences
Employees of the judges' Retirement System are entitled to receive compensation for all accrued but
unused vacation time and one-half of all unused sick leave carned after January 1, 1984 upon termination
ofemployment. The value of accrued compensated absences as of June 30, 1993 and 1992 were $20,408

and $16,939, respectively. These amounts are included as administrative expenses payable in the
financial statements.

(10) Pension Disclosure
All of the System's fulltime employees who are not eligible for another state-sponsored retirement plan
participate in the State Employees' Retirement System (SERS), which is a component unit of the State of
Illinois reporting entity. SERS isasingle-employer defined benefit public employee retirement system{PERS)
in which state agencies, including the System, participate on a cost-sharing basis. The financial position and
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results of operations of the SERS for FY1993 and FY1992 and the related GASB Statement 5 employer
disclosures are included in the State's Comprehensive Annual Financial Report for the years ended June 30,
1993 and 1992, respectively. The SERS also issues a separate component unit financial report (CUFR).

A summary of SERS benefit provisions, changes in benefit provisions, employee eligibility requirements
including eligibility for vesting, and the authority under which benefit provisions are established, is
included as an integral part of the SERS CUFR. Also included is a discussion of employer and employee
obligations to contribute, the authority under which those obligations are established, as well as an
explanation of the pension benefit obligation. The amount shown below as "pension benefit obligation"
is a standardized disclosure measure of the present value of pension benefits, adjusted for the effects of
projected salary increases, estimated to be payable in the future as a result of employee service to date.
The measure is the actuarial present value of credited projected benefits.

The pension benefit obligation at June 30, 1993 and June 30, 1992 for the SERS as a whole, determined
through an actuarial valuation at that date was $6.044 billion and $5.601 billion, respectively. The SERS
net assets available for benefits on these respective dates (valued at cost) were $3.496 billionand $3.278
billion, leaving unfunded pension benefit obligations of $2.548 billion and $2.323 billion. The System's
FY1993 and FY1992 centribution requirement represented .006% and .005%, respectively of total
contributions required of all state agency/department employers participating in the SERS.

Ten-year historical trend information designed to provide information about the SERS progress made in
accumulating sufficient assets to pay benefits when due is presented in its separately issued CUFRs for
the years ended June 30, 1993 and June 30, 1992, respectively.

Pertinent financial information relating to the System's participation in SERS is summarized as follows:

The System's covered payrolls for FY1993 and FY1992 were $175.1 thousand and $132.0 thousand and
the payrolls for all System employees were $175.1 thousand and $132.0 thousand, respectively.

The System's (i.e., the employers?) actuarially determined contribution requirements for FY1993 and
FY1992 were $8.5 thousand and $6.2 thousand, respectively, or 4.9% and 4.7% of the System's covered
payrolls. For FY 1993, the System's and employee contributions actually made were $8.5 thousand and
$7.0 thousand, respectively, which represents 4.9% and 4.0%, respectively, of the current year covered
payroll. ForFY 1992, the System's and employee contributions actually made were $6.2 thousand and $5.3
thousand, respectively, which represents 4.7% and 4.0%, respectively, of the covered payroll.

In addition to providing pension benefits, the State Employees Group Insurance Act requires that certain
health, dental and life insurance benefits shall be provided by the State to annuitants who are former
employees. Substantially all State employees including the System's employees may become eligible for
postemployment benefits if they eventually become annuitants. Health and dental benefits include basic
benefits for annuitants under the State's self-insurance plan and insurance contracts currently in force. Life
insurance benefits are limited to five thousand dollars per annuitant age 60 and older.

For fiscal year 1993, the State did not segregate payments made to annuitants from those made to current
employees for health and dental, and life insurance benefits. The total cost of all benefits including
postemployment health and dental, and life insurance benefits is recognized as an expenditure in the State's
financial statements as claims are reported and are financed on a pay-as-you-go basis. For fiscal year 1993,
the Siate's total cost of providing postemployment health and dental, and life insurance benefits for
approximately 59,000 annuitants was estimated to be $130.9 millionand $9.9 million, respectively. Forfiscal
year 1992, the State's total cost of providing postemployment health and dental, and life insurance benefits
forapproximately 60,000 annuitants was estimated to be $111.4 million and $8.4 million, respectively. Cost
information by individual State agency is notavailable. The System is not the administrator of any of the other
postemployment benefits described above.

(11) Analysis of Changes in Fund Balances

The funded statutory reserves of the Judges' Retirement System are composed of the following;

(2) Reserve for Participants' Contributions - This reserve consists of participants' accumulated contributions
for retirement annuities, survivors' annuities and automatic annual increases.

udpges’ Retirement System of Illinois



(b) Reserve for Future Operations - This reserve is the balance remaining in the Judges' Retirement System
from State of [llinois contributions and revenue from investments after consideration of charges for payouts

by the Judges' Reticement System.
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JUDGES' RETIREMENT SYSTEM OF ILLINOIS
Smtements of Changes in Fund Balances
Years ended June 30, 1993 and 1992

Balance at June 30, 1991
Add (deduct):
Excess of
,fEvenues over expenses
Reserve transfers:
Accumulated contributions of
participants who retired or died
with eligible survivor during the year

Balance at June 30, 1992
Add (deduct):
Excess of
[EVENIUES OVET eXpenses
Reserve transfers:
Accumuilated contributions of
participants who retired or died
with cligible survivor during the year

Balance at June 30, 1993

Total
Participants' Future Fund
Contributions Operations Balance

§ 59,623,957 ,363, 173,989,
7,091,532 6,546,652 13,638,184
_GMTATH 3117374 o
§ 63,598,115 $ 124,029,273 $ 187,627,388
8,979,022 3,073,354 12,052,376
(3,437,156) 3,437,156 .
$ 69,139,981 $ 130,539,783 $ 199,679,764
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Analysis of Funding Progress

) Unfg::)dcd
@3 @) 3) Unfunded (€] Pension Benefit
NevAssets ‘Pension Percenmge Pension Benefit Annual Obligation as a %
‘Fiscl Awailable Benefit Funded Obligation Covered of Cavercd Payroll
-~ Year,  forBenefits® _ Obligations> (1) +.(2) . @M Payrog BICEAC) N
: 1987 $f1'58,-9_27,' 534 $307,064,0ﬁ3 45.2% $168,1 36,534 $59,266, 115 283.7%
1988 E-’iﬁ;ﬁﬁ}ﬁﬁ, 335,307,458 43.7% 188,773,022 62,366,208 302.7%
1989 1-56,238_, ?6’_2 319,402,592 48.9% 163, 163,830 63 478,721 257.0%
1990 166,984,434 366116393 45.6% 199,131,959 64,670,416 307.9%
- 1991 173,989,204 385,528, 189 45.1% 211,538,985 66,294,808 319.1%
| 1992 187,627,388 423,758,708 44.3% 236,131,320 67,904,000 347.7%
- 1993 199679 764 458,826,434 43.5% 259,146,670 69,610,000 372.3%
* Arcost
** The pension benefit obligation information is nor available for fiscal years prior to 1987.

Analysis of the dollar amounts of netassets available for benefits, pension benefit obligation, and unfunded pension
benefit obligation in isolation can be misleading. Expressing the net assets available for benefits as a percentage of
the pension benefit obligation provides one indication of the System's funding status on a going-concern basis.
Analysis of this percentage over time indicates whether the System s becoming financially stronger or weaker.,
Generally, the greater this percentage, the stronger the public employees' retirement system (PERS). Trends in
unfunded pension benefit obligation and annual covered payroll are both affected by inflation. Expressing the
unfunded pension benefit obligationasa percentage ofannual covered payrolla pproximately adjusts forthe effects
of inflation and aids analysis of the System's progress made in accumulating sufficient ASSELs to pay benefits when
due. Generally, the smaller this percentage, the stronger the PERS.

Revenues by Source and Expenses by Type

Revenues by Source
Employer Contributions Income
Fiscal Participan:s’ State of Paid by from
Year Contributions lliinois Participant ‘T Investments _ Toal
1984 $ 5, 140,219 $ 5,645,600 $ $ 5,645,600 § 9,655,020 $ 20,440,839
1985 5,147,228 8,527,500 : 8,527,500 6,621,882 20,296,610
1986 5,983,871 9,345,100 g 9,345,100 15,225,759 30,554,730
1987 6,248,636 9,832,000 9,832,000 14,240,835 30,321,471
1988 6,885,514 9,137,000 9,137,000 9,666,884 25,689,398
1989 6,909,017 9,918,700 - 9,918,700 12,245 936 29,073,653
1990 7,142,961 10,657,400 28,620 10,686,020 13,206,382 31,035,363
1991 7,154,549 10,657,400 - 10,657,400 10,784,883 28,596,832
1992 7,371,637 10,052,100 10,052,100 19,721,910 37,145,647
1993 9,377,428 11,099,030 11,099,030 17,528,393 38,004,851
Expenses by Type
Fiscal Admin,
Year Benefits Refunds Expenses Totai
1984 $ 10,810,013 $ 194,517 $115,178 $ 11,119,708
1985 12,352,558 263,219 118,866 12,734,643
1986 13,616,195 600,279 128,558 14,345,032
1987 15,376,535 283,090 153,973 15,813,598
1988 17,382,718 551,268 148,510 18,082,496
1989 18,776,253 421,138 171,936 19,369,327
1990 19,827,453 275,233 187,005 20,289,691
1991 21,148,512 226,702 216,848 21,592,062
1992 22,995,915 280,106 231,442 23,507,463 !
1993 25,241,058 408,113 303,304 25,952,475 :
24 L ——
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Analysis of Employer Contributions - Fiscal Year 1988 through 1993

3 (€)]
State of Illinois State of Mlinois )
2 Employer Employer  Contributions
State of Contributions @ Contributions ~ Required
Tllinois Required  State of lllinois  Received in/Excess of
D, Employer asa % of Employer asa % of Contributions
. Fiscal \Govered  ‘Gontributions'Covered Payroll Contributions CoveredPayroll  Received |
 Year(®  Payroll  Required®) @) = @ Received ) = @ @ @
1988 $'62,366,208 $20,182.837 32.4% $9,137,000 14.7% $ 11,045,837
1989 63,478,721 21,990,938 34.6% 9,918,700 15:6% 12,072,238
1990, 64,670,416 14,329,107 22.2% 10,657,400 16.5% 3,671,707
1991 ‘66,294,808 12,357,369 18.6% 10,657,400 16:1% 1,699,969
1992 167,904,000 13,160,000 19.4% 10,052,100 14.8% 3,107,900
1993 169,610,000 12,808,000 18.4% 11,099,030 15.9% 1,708,970
(A)= Priorto fiscal year 1988, the Actuary did not determine an “Employer Contribution Required” amount.
(B) = For fiscal year 1988 and 1989, the State of Illinois required employer contributions were computed in

accordance with the Board of Trustee's approved funding policy of normal cost plus interest on the
unfunded actuarial liability. For fiscal years after 1989, required employer contributions have been
computed inaccordance with Public Act 86-0273 which was signed into law on August 23, 1989. Public
Act 86-0273 enacted a funding plan under which, starting with fiscal year 1990, the state's contribution
shall be increased incrementally over a seven year period so that by fiscal year 1996, the minimum state
contribution shall be an amount that is sufficient to meet the normal cost and amortize the unfunded
actuarial liability over forty years as a level percent of payroll as determined under the projected unit
credit actuarial cost method.

Schedule of Employer Contributions as a Percentage of Covered Payroll

State of Tllinois
Employer
State of lllinois Contributions
Employer Received
Fiscal Covered Contributions asa % of
Year Payroll Received Covered Payroll
1984 $ 47,972,000 $ 5,645,600 11.8%
1985 49,607,000 8,527,500 17.2%
1986 54,461,000 9,345,100 17.2%
1987 59,266,115 9,832,000 16.6%
1988 62,366,208 9,137,000 14.7%
1989 63,478,721 9,918,700 15.6%
1990 64,670,416 10,657,400 16.5%
1991 66,294,808 10,657,400 16.1%
1992 67,904,000 10,052,100 14.8%
1993 69,610,000 11,099,030 15.9%

Judges® Retirement System of Ilinois




SUPPLEMENTARY FINANCIAL IN FORMATION

SUMMARY OF REVENUES BY SQURCE
Years Ended June 30, 1993 and 1992

Contributions:
Participants
Employer:
General Revenue Fund
State Pension 'und
Total employer concributions
Toral contributions revenue
Investments:
Net investments income:
Interest earned on cash balances

Net realizedd gain on sule of invesan 1]
Totul Invesiments revenue
Toral Rey ¢
e R S Py T ey e =

SUMMARY SCHEDI T OF CASE RECEW TS
Years Ended June 30, 1993 and 1002

1993

$ 9.377,428

$ 9,815,300
1,283,730
$ 11,099,030
$.20.476.458

$ 10,008,112

128,461
__7.391.820
$ 17,528,393
$ 38,004,851

= e VP e TV P e

1

[i*]

$ 7,371,637

$ 9,815,300
— 236,800
$10.052,100
$17.423.737

$ 10,853,251
188,236
8.680,423

$19.721,910
$.37.145,647

AND DISBURSEMENTS

Cash balance. beginning ot yeur
Receipts:
Participant contributions
Employer contributions
General Revenue Fund
State Pension Fund
Interest income on cash balances
Reimbursements from General Assembly
Retirement System
Participunts' deferred service oredin pavoients
Cancellation of refunds
Cancellation of annuities
Transfers from Winais St
Miscellaneous
Total cash receip:

Us=trnent

Disbursemenits:

Benefit payny
Retiremen
Survivors'

Refund

Admini=rane

T 0] b
i ashie

nre

-

1993

§ 4,122,969

1992

$ 3,996,379

$ 9,392,146

7,361,475
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$ 25,558,949

$ 19,619,594
5,627,155
496,441
489,534

§26.232,724
$ 3,449,194

$ 7,310,592

9,815,300
236,800
177,839

128,725
6,788
33,029
30,164
8,950,000

$ 26,689,237

$ 17,883,305
5,139,834
225,011
364,497
2,950,000
20,562,647
4,122 969
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ADDITIONAL FINANCIAL INFORMATION

REVENUES

Total revenue of $38.005 million for FY 1993 was a $859.0 thousand increase from the FY 1992 level of $37.146
million. Net income from investments and net realized gains on sales of investments were $2.193 million less
than the prior fiscal year primarily due to a decrease in the net realized gains on sale of investments. Employer
contributions show anincrease of 10.4% ($1.047 million) as a result of an increased contribution from the state
pension fund. Participant contributions were $2.005 million (27.2%) higher than for FY 1992 due to
approximately 120 participants establishing creditable service for military service time during fiscal year 1993.

FY 93 FY 92 *Increasc/(Decrease)|
Revenue Source (Millions) (Millions) . Amount Percentage
Participant Contributions ..... $ 9377 $ 7372 $ 2.005 27.2%
Employer Consributions ....... 11.099 10.052 1.047 10.4%
Investment Income ............... __ 17.529 19.722 (2.193) A1.1%)
Total =i mer B asiay $ 38.005 $37.146 $ 859  23%

Gross investment income for FY 1993 of $10,0679,267 less the Investment Board's administrative expenses of
$671,155 resulted in net investment income of $10,008,112. This amount, when combined with the net
realized gain on sale of investments of $7,391,820 provided net revenue from investments of $17,399,932. Net
cash teansfers from the illinois State Board of Investment were $7,200,000 during FY 1993. The balance of
investments at cost increased by $10,199,932 from June 30, 1992 thru June 30, 1993. The following table
shows a comparison of investment operations for FY 1993 and FY 1992

Increase/(Decreasc)
1993 1992 Amount Percentage

Balance at beginning i

of year, At COSE .....corvrreererenrcsenes $183,415,396 $ 169,881,722 $§13,533,674 8.0%
Cash transferred from ISBI (net) .. (7,200,000) (6,000,000_) 1,200,000 20.0%
Investment income:

Commingled Fund income........ $ 10,679,267 $ 11,518,843 §$ (839,576) #.3%)..

Less EXPenses .......o.voveiereriniensn. (671,155) (665,592) 5,563 ST
Net investment income ................ $ 10,008,112 $ 10,853,251 $ «845,139) 8%
Distributed Net Realized Gain _ |

on Sale of Investments .............. $ 7,391,820 % 8,680,423 $(1,288.603) (14:8%)
Balance at end |

Of Year, at COSt ..c.vwrerereeecurernnn $193.615,328 $.183.415,396 $10,199,932 5.6%
Market Value ....oovcceivneciioenne. . $222,508,651 § 205,231,721  $17,276.930 _ 84%

In addition, interest on the average balance in the System Trust Fund's account for FY 1993 was $128,401
compared to $188,236 during FY 1992 primarily due to lower average interest yields during FY 1993,

EXPENSES

The number of participants receiving retirement annuities on June 30, 1993 was 6.2% higher than the fune 30,
1992 level while the dollar cost of these annuities increased by 9.8% over the FY 1992 level. Higher salaries
for current retirees and post retirement annuity increases granted each January 1 resulted in costs rising at a
more rapid pace than the number of annuitants. Survivor annuities increased by 1.9% in number with a 9.8%
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Fr 95 FY92 & .Incfnacf{n'c'crca_.m)
(Millions) .(Millions)| Amount Percentage
Retirementannuities:...................... $ 19:613 % 17.869 $ 1.744 9.8%
Sucvivors' anmuitiesi...................... '5.628 5.127 501 9:8%
Refundsfe-Rommaiogiro e T 408! -280 128 45.7%
Administrative expense ... N SIS R 072  312%
TOTAUEXBENSES .................... $_25952 § 23507 $245 = 104%
NUMBER OF RECURRING BENEFIT PAYMENTS
New Claims Benefits
FY Ended Processed Ceased FY.Ended Increase/(Decreasc)
June 30, 1992 Duiting FY 93 During FY'93 June 30,1993  Amount Percentage
Retirement .................... 371 39 16 394 23 62%
Survivors..................... 268 12 i 273 EEES 1.9%
TOTALS e i _639 51 _23 _667 _ 28  44%
RESERVES

As of June 30, 1993, the funds availabie for payment of current and future be

shown in the following schedule:

nefits were $199.680 million as

FY 93

Assets (Millions)
sk S $ 3.449
Receivables (less payables) .......................... 2.590
Iy et et e e 193.615
Fixed Assets (net of accumulated

depreciation) .........o....ovvoooeoeooo e 02618

NETZASSETS A e e S i § 199.680

FY oz
(Millions)
$ 4.123
.064
183.415

(Decrease)
$ 679
2.526
10.200

Total System revenues for FY 1993 of $38.005 million less expenditures of $25.952

increase to reserves of $12.053 million,

million resulted in 2 net

FY 93
Reserves (Millions)
Participants' Contributions.............. .. $ 69.140
Future Operations ... 130.540
TOTAL RESERVES................ . $ 199.680

FY 92
(Millons)
$ 63598

124.029
$187.62

Participant contributions transferred to the Reserve
participants during the year amounted to $3.437 million,

28
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GOLDSTEIN & ASSOCIATES 150 NORTH WACKER DRIVE  SUITE 2230
CHICAGO. ILLINGHS 6000

Consuiting Actuaries PHONE (342) 726-5877 FAX [312) 7264323

October 7, 1993

Board of Trustees and Exeaitive
Judges' Retirement System of I1linois
2101 South Veterans Farkway

P.0. Box 19255

Springfield, Illinois 62794

I have completed the anmual actuarial valuation of the Judges' Retirement
System of Illinois as of June 30, 1993. The purpose of the valuation was to
deteminethefhwnialcmditimalﬂﬁnﬂhgreqaimnentsoftreretixemnt
system.

approximately $7.0 million.
Pursuant to the law i thesystm,theactuaxyshallinvestigatetm

1987-1992, Based on this experience amalysis, I actuarijal
assumptions which were adopted effective June 30, 1992 ard which were used for
the current valuation, I believe that, in the te, the current




(GOLDSTEIN & ASSOCIATES
Consulting Acluaries

The financing cbjective of the system is to acommilate assets equal to the
value of the system's total actuarial liability determined under the projected
unit credit actuarial cost methad. Contribution rates have been determined
providing for the normal cost plus an amortization of the unfunded actuarial
liabjlity as required under Public Act 86-0273. Normal cost rates are
expected to remain constant as a percent of payroll, while the amortization
contribution rate will increase in equal anmmal increments wuntil the 1996
fiscal year is reached, The total contrilution rate can thus be expected to
rise gradually until fiscal year 1996, remain level until fiscal year 2035,
and then drop to a constant normal cost rate.

Employer contributions in recent years have been less than that required under
this financing plan. For fiscal year 1994, employer contributions are

expected to fall $4,158,000 short of the amount required under Public Act
86-0273.

The asset values used for the valuation were based on the auwdited asset
information reported by the system. For purposes of the valuation, the book
value of the assets of the system (assets valued at cost), less the amount of
liabilities, was used. The actuarial liabilities have been valued on the
basis of membership data which is supplied by the administrative staff of the
system and verified by the system's auditors. I have made additicnal tests
to ensure its accuracy.

In my opinion, the following schedule of valuation results fairly presents the
financial comdition of the Judges' Retirement System of Illinois as of
June 30, 1993. The contribution rates determined are in campliance with the
provisions of the funding plan enacted under Public Act 86-0273.

T

Sandor Galdstein
Fellow of the Scciety of Actuaries
Enrclled Actuary No. 93-3402
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INTRODUCTION

Annually, the System's actuarial consultants perform a valuation of the lizhilities and rescrves of the System in
order to make a determination of the amount of contributions required from the state. These results are then
certified to the Board.

System by the state during the succeeding fiscal year. The employers' contribution amount, together with
participants' contributions, income from investments and any other income rececived by the System, shall be
sufficient to meet the cost of maintaining and administering the System on a funded basis in accordance with
dctuarial requirements, pursuant to Chapter 40, Section 5/18-131 of the Minois Compiled Statutes.

The state's policy on pension funding has been based on variations of the pay as yougo approach. As a result,
the System has not reccived the minimum Actuarially determined tmployer contribution amount in recent

In an attempt to address the pension funding dilemma, the State Legislature passed Public Act 86-0273 in
August, 1989, which provided for a standardized funding method (projected unit credit) and a specified term
for the amortization of prior unfunded pension costs (40 years, level percentage of payroll). There is a seven-
year phase in period of the required employer contributions to attain the 40 year amortization level. The phase-
in period beganin fiscal year 1990, however, the state has notadequately funded the System with the actuarially
required contributions during the first four years of the phase-in period.

ACTUARIAL COST METHOD AND SUMMARY OF MAJOR ACTUARIAL ASSUMPTIONS

The System utilizes the projected unit credit actuarial cost method. Under this method, the actuariai liability
is the actuarial present valye or that portion of a participant's projected benefit that is attributable 1o service
to date on the basis of futyre compensation projected to retirement. The normal cost represents the actuarial
present value ofthe participant's projected benefit that is attributable to service in the currentyear, again based
on future compensation projected to retirement, Actuarial gains and losses are recognized immediately in the
unfunded actuarial liability of the System. However, for purposes of determining future employer contribuy-
tions, the actuarial gains ang losses are amortized over a 40 year period as a levei percentage of payroll,

A description of the actuarial assumptions utilized for fiscal year 1993 and fiscal year 1992 follows:

Dates of Adoption: The Projected Unit Credit Normal Cost Method was adopted June 30, 1987; all other
assumptions were adopted June 30, 1992,

Mortality Races: The UP-1984 Mortality Table was used for the valuation.
Termination Rates: Termination rates based on the recent experience of the System were used, The
following is a sample of the termination rates that were used:
Rate of
Age Termination
30 066
35 .033
40 013
45 005
: 50 003
55 .000




. ACTUARIAL SECTION

Disability Rates:

Disability rates based on the recent experience of the System as well as on published
disability rate tables were used. The following is a sample of the disability rates that
were used for the valuation:

Rate of
Age Disability
30 .00057
35 .00064
40 .00083
45 00115
50 .00170

55 .00000

Retirement Rates:

Rates of retirement for each age from 55 to 75 based on the recent experience of the
System were used. The following are samples of the rates of retirement that were used:

Rate of
Age Retirement
55 .051
60 127
65 .058
70 .104
75 1.000

Salary Increase:

interest Rate:

Marital Status:

Spouse's Age:

Judges' Retirement System of Hlinois

The above retirement rates are equivalent to an average retirement age of approxi-
mately 66.

A salary increase assumption of 6.0% per year (consisting of a general increase
component of 5% per year, 4.5% of which is attributable to inflation, and a seniority/
merit component of 1% per year), compounded annually, was used.

An interest rate assumption of 8.0% per year (consisting of an inflation component of
4.5% per year and a real rate of return component of 3.5% per year), compounded
annually, was used.

It was assumed that 75% of active participants will be married at the time of retirement.

The age of the spouse was assumed to be 4 years younger than the age of the par-
ticipant.




VALUATION RESULTS

Actuarial Liability (reserves):
For Active Participants:
Basic retirement annuity

Pre-retirement survivors' annuity
Post-retirement survivors' annuity
Withdrawal benefits
Disability benefits

Total

For Participants Receiving Benefits:
Retirement annuities
Survivor annuities

Total

Annual increase in retirement annuity

June 30, 1993

$ 119,609,364
31,780,625
26,371,584
16,491,394

1,142,437
1,338,442
$ 196,733,846

$ 198,220,604
49,137,484

June 30, 1992

$ 113,238,709
30,009,252
24,646,390
15,977,650

1,099,767

_____ 1,231,871

$ 186,203,639

$ 177,915,715
46,783,103

$ 247,358,088

$ 224,698,818

For Inactive Participants $ 14,734,500 §$ 12,856,251

Total Actuarial Liabitity $ 458,826,434 $§ 423,758,708

Net Assets, Book Value (Cost) 199.679.764  187.627.388

Unfunded Actuarial Liability $ 259,146,670 $ 236,131,320
SHORT-TERM SOLVENCY TEST

A short-term solvency test is one means of checkin
term solvency test, the plan's present assets (prima
inactive participant contributions on deposit;
3) the liabilities for service already rendered
following level percent of payroll financing,
participants (liability 3) should be partially covered by the remainder of
using level cost financing, the funded portion of liabili

4 system to have its liability 3 fully funded,

Computed Actuarial Values

8 a system's progress under its funding program. In a short-
rily cash and investments) are compared with: 1) active and
2} the liabilities for future benefits to present retired lives; and
by active and inactive participants. In a system that has been
the liabilitics for service already rendered by active and inactive
presentassets, If the system continues
ty 3 will increase over time, although it is very rare for

Aggregate Accrued _u::bilitic_s_ For ]
(N @) &)
Active and Active and
Inactive Retirement  Inactive Panticipants

Fiscal Participant and Survivor (Employer
Year Contributions Annuitants Financed Portion)
1984 $ 35,201,444 $131 ,006,634 $ 213,229,417
1985 37,395,886 157,415,057 277,686,503
1986 40,584,225 212,608,346 361,909,545
1987 44,020,513 154,453,849 108,589,706
1988 47,271,278 171,513,047 116,523,133
1989 50,923,236 168,946,414 99,532,942
1990 56,354,255 185,952,152 123,809,986
1991 59,623,957 203,184,276 122,719,956
1992 63,598,115 224,698,818 135,461,775
1993 69,139,981 247,358,088 142,328,365

Percentage

of Accrued

Liabilities

Covered By

Net Net Real Assets
Real Assets (¢5) @ &
$ 100,647,996 100.0% 49.7% 0.0%

108,209,963 100.0 4506 0.0
124,419,661 100.0 394 0.0
138,927,534 1000 614 0.0
146,534,436 100.0 579 0.0
156,238,762 100.0 623 0.0
166,984,434 1000 595 0.0
173,989,204 100.0 563 0.0
187,627,388 100.0 55.2 0.0
199,679,764 160.0 528 0.0




ANALYSIS OF FUNDING

Inan inflationary economy, the value of the dollar decreases. This environment results in employees' pay and
retirement benefits increasing in dollar amounts resulting in unfunded 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
toactive employee payroll provides an index which clarifies understanding. The smaller the ratio of unfunded
liabilities to active participant payroll, the stronger the system. Observation of this relative index over a period
of years will give an indication of whether the system is becoming financially stronger or weaker.

Unfunded Actuarial
Total Net Asscts as Total Unfunded Annual Liability as a % of
Fiscal Actuarial Net 2 % of Actuarial Actuarial Covered  Annual Covered
_Year  Lmbility  Assets  Lmbiliy  Liability _Payroll_ Payroll
1984 $380,037,495 § 100,647,996 26.5% $ 279,389,499 $ 47,972,000 582.4%
1985 472,497,446 108,209,963 22.9% 364,287,483 49,607,000 734.3%
1986 615,102,116 124,419,661 20.2% 490,682,455 54,461,000 901.0%
1987 307,064,068 138,927,534 45.2% 168,136,534 59,266,115 283.7%
1988 335,307,458 146,534,436 43.7% 188,773,022 62,366,208 302.7%
1989 319,402,592 156,238,762 48.9% 163,163,830 63,478,721 257.0%
1990 366,116,393 166,984,434 45.6% 199,131,959 64,670,416 307.9%
1991 385,528,189 173,989,204 45.1% 211,538,985 66,294,898 319.1%
1992 423,758,708 187,627,388 44.3% 236,131,320 67,904,000 347.7%
1993 458,826,434 199,679,764 43.5% 259,146,670 69,610,000 372.3%
BENEFICIARIES ADDED TO AND REMOVED FROM ROLLS
Fiscal ot ____Annuitants b o ) g LA R SUTVIVODS 1S T TR
Year Beginning  Additions DcletioEls _l_‘.nding Beginning Additio_ns Deletions Ending 'I_‘(Enl
1984 278 23 14 287 186 19 5 200 487
1985 287 41 13 315 200 15 8 207 522
1986 315 34 24 325 207 22 18 211 536
1987 325 31 19 337 211 23 11 223 560
1988 337 39 28 348 223 33 14 242 590
1989 348 36 17 367 242 17 17 242 609
1920 367 18 32 353 242 17 14 245 598
1991 353 38 32 359 245 25 12 258 617
1992 359 34 22 371 258 28 18 268 639
1993 371 39 16 394 268 12 /. 273 667
SCHEDULE OF ACTIVE MEMBER VALUATION DATA
Active Members
Valuation
Date Annual Annual % Increase
June 30 Number _ Payroll Average Pay  In Average Pay
1984 756 $ 47,972,000 $ 63,455 13.2%
1985 782 49,607,000 63,436 0.0%
1986 768 54,461,000 70,913 11.8%
1987 794 59,266,115 74,642 5.3%
1988 796 62,366,208 78,350 5.0%
1989 821 63,478,721 77,319 {1.3%)
1990 827 64,670,416 78,199 1.1%
1991 848 066,294,898 78,178 0.0%
1992 828 67,904,000 82,010 4.9%
1993 848 69,610,000 82,087 1%

Judges' Retirement Systent of Itlinois




RECONCILIATION OF UNFUNDED ACTUARIAL LIABILITY

FY 93 EROEYFO2 8
Unfunded actuarial liability at Beginning of FY $236,131,320 $ 211,538,985
Employer contribution requirement of normal cost
plusiinterest on the unfunded liability $ 28,226,187 $ 25,553,332
Actual employer contribution for the year ~ 11,099,030 10,052,100
' Increase in unfunded liability due 1o employer contributions
being less\than normal cost plus interest —————— ————
on unfunded lisbilty - sinesy s Gaoigm
(Decrease) in unfunded liability due to investment :
return greater than assumed ; (2,737,243) (6,046,123)
i
{Decrease) in unfunded liability due to salary _ :
increases less than assumed s (4,665,518) (2,570,158)
Increase in unfunded liability due to
changes in assumptions + - 6,039,968
Increase in unfunded liability due to ; :
changes in benefit provisions (P.A. 87-1265) i 7,014,000 -
Increase in unfunded liability due to i £
other sources _ 6,276,954 _ 11,667,416
: e = el
Total Actuarial (Gains) Losses ' § 5,888,193 $ '9#3'91,.1?3‘--, |
| E
Net Increase in unfunded liability for | — : —— =
the year = $ 23,015,350 $ 24,502,335 |
Unfunded actuarial fiability at End of FY $ 259,146,670 $236,131,320

Judges' Retirement Sys
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INVESTMENT REPORT

By state law the System's investment function is managed by the Illinois State Board of Investment (ISBI Board).
The ISBI Board was created in 1 969 to provide 2 means of centralizing the investment management function for
public employee pension funds and retirement systems operating in the state. In addition to the assets of the
Judges' Retirement System, the ISBI Board also manages the investment function for the State Employees' and
General Assembly Retirement Systems. AsofJune 30,1 993, total net assets under management valued at market,
amounted to $4.232 billion. Of the total market value of assets under management, $222.5 million or 5.2%
represented assets of the Judges' Retirement System.

Management Approach

The ISBI Board manages the Fund in accordance with the "prudent person rule® as adopted by the Ilinois General
Assembly in 1982. The ISBI Board has established a long-range investment policy which, in line with the prudent
person rule, affirms that the Fund's objective is to provide the greatest possible long-term benefits through
maximizition of the total return of the Fund, within prudent risk parameters.  Further, it is the ISBI Board's
philosophy that the assets owned by the participating systems and managed by the ISBI Board are held for the
cxclusive purpose of providing benefits to the participants and annuitants of the respective retirement systems
and theirbeneficiaries. Inline with this philosophy, the ISBI Boarg fromtime to time evaluates its assetallocation
which is considered by many to be the single most important factor in pension investment manmiagement. The
three major asset classes are: bonds, equities and cash; with smaller positions being alocated to real estate,
venture capital and other alternative investments.

Total Fund Results

The Illinois State Board of Investment Commingled Fund (1SBI Fund) had a market value of $4.232 billion as of
the end of its fiscal year, June 30, 1993. The ISBI Fund had an increase in market value of $366 million for the
fiscal year, all of which was the result of earnings, as the member systems withdrew $99.2 million on 1 net basis
during the fiscal year.

The ISBI Fund's total rate of return for fiscal 1993, net of expenses, was 12.1%, Both domestic equity and fixed
income portfolios produced strong returns and the ISBI Fund's performance in these sectors Was superior
relative to market indices.  For the first time in several years, foreign equity markets on an aggregate basis
outperformed the U.S, market, with the Japanese market exhibiting particular strength. As a result, the ISB]
Fund's giobal and international managers earned a rate of return in excess of domestic cquity return. The two
asset classes with disappointing results for the fiscal year were real estate and nonmarketable securities.
Downward adjustments in real estate vilues more than offset cash-on-cash yields, leading to a negative toral req]
estate return. The nonmarketable securities portfolio also experienced a negative rate of recurn, dominated by
the results in one mijor holding. During fiscal 1993, the ISBI Bouard implemented the following actions to adjust
the asset mix: 1) transferred $80 million from domestic equities to global equities; 2) added incrementally to
nonmarketable securities through $17 million commitments to new limited partnerships of existing minagers,
and 3) utilized the fixed income portfolio to meet required cash needs for benefit payments,

Frequently, an investment firm's best results are in the early years of its existence before increasing asset size
Starts (o constrain investment flexibility. Prior to fiscal 1993, the ISBI Board had appointed a total of foyr
investment managers for whom the ISBI Fund was their first major institutional client, During fiscal 1993 ¢he
ISBI Board conducted a search for three domestic equity "emerging managers.” After an extensive and detailed
national search, the ISBI Board appointed three managers to be funded with $10 million each on July 1, 1993
Sloate, Weisman, Murray & Company: Valenzuela Capital Management; and Woodford Capital Management.
The ISBI Board is confident thar these firms will add value to the overall return of the ISB] Fund.

Fixed Income
Substantially all fixed income assets are

managed internally, excepting approxi- Comparative average annual rates of return for the rotal fixed income portfolio
mately $210 million allocated to external | versus the market index benchmark,

high yield bond managers. During fiscal o 11;2"92 3]‘;"“;: —S.%EL'.S_
1993, the continued decline in both long-{ g} cirson Lehman Aggregate 11.8 12.2 “_'g%

term and short-term interest rtes resulted
in strong performance for all fixe income markets, with particularly good results in high yield securities. The
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internal account outperformed market benchmarks in both the core and the high yield portfolios, and produced
a 14.9% return for the fiscal year, over 300 basis points higher than the market benchmark. Good performance
from the external managers further improved the total fixed income return to 15.6%, making fixed income the
highest performing asset class for the second year in a row.

Domestic Equities
Overall, U.S. equity markets earned strong double digit returns during fiscal 1993. However, results varied widely
across industry sectors and stocks with different market capitalizitions. Small company stocks significantly
outperformed the stocks of larger companies, and certain industries such as health care and consumer product
companies did not benefit from the general
market strength. The ISBI Fund's domestic | The composite average annual rates of return for the domestic equity portfolio:
equity portfolio, which is all managed by 1 Year 3 Years 5 Years

. . ISBI 13.7% 13.0% 13.2%
external investment firms, achieved a rate S&P 500 136 115 142
of return of 13.7% for fiscal 1993, modestly
ahead of the S&P 500 return of 13.6%.

Global/International Equities

Overseas equity markets experienced very strong returns during fiscal 1993, especially when converted into U S,
dollar terms. The results in Japan were particularly spectacular, aided by a strong yen relative to the dolilar, The
Morgan Stanley World Index ("MSCI World") earned 17.4% for fiscal 1993, and the Morgan Stanley Europe
Australia Far East Index ("MSCI EAFE") was up 20.7%.

All foreign security accounts are managed by external investment firms. "Global" managers have the discretion
to invest in both domestic as well as foreign equities, while "international® managers are limited to non-U S,
securities; thereby assuring a certain amount of diversification. For the fiscal year, the global equity managers'
return of 17.3% was in line with the MSCI World Index recurn of 17.4%, in spite of an underweight exposure to
Japan relative to the Index. The 10.2% investment return of the international managers was disiappointing,
compared to the 20.7% return of the MSCI EAFE Index. The under performance was adversely affected by the
results of a manager terminated during Fiscal 1993, and by the low weighting of Japan in the other international
manager's account.

The new effect of having foreign securities as part of the ISBI Fund's equity portfolio was positive for the fiscal
year. The total return for global/international equity accounts for fiscal 1993 was 1 5.2%, higher than the 13.7%
return for U.S. equities. This is consistent with the ISBI Board's belief that including foreign securities in the
portfolio is a prudent diversification that over time will stabilize and enhance the total investment return.

Real Estate

Otherthanareclassification ofa farmland investment, the ISBI Fund has made no new commitments to real estate
investments since fiscal 1989. All of the ISBI Fund's investments in real estate are passive and are represented
by interests in limited partnerships, trusts and other forms of pooled investments.

During fiscal 1993 although the ISBI Fund received a
6.1% cash-on-cash yield on its real estate investments, | Average ?tf}ﬂllfﬂl rates Ofdr':lu:'lrll for tll‘u: lr;‘oml:linedkr;:al

5 R . Oy estate portfolio compared to the market benchmark for
the asset category was written down 1_1 7%, resulfmg | ynleveraged institutional grade property retums.
anaggregate negative rate of return of 5.6%. Despite the

disappointing results in this assct category, the 1SBI 1 Year 3 Years 5 Years
Board believes that real estate has diversification ben. | 15BI G.6)% (6.5)% 0%
efits in a pension plan portfolio, and plans to maintain |  NCRIEF (.6) (3.2) 0.6

some level of commitment to it.

Nonmarketable Equity Interests

The (1.1)% total rate of rerurn for this asset category during fiscal 1993 was disappointing. Recognizing that this is
the riskiest asset class, the 1SBI Board has allocated only asmall percentage of total assets to it, 4% as of June 1993, The

1 Year 3¥eas: SYears
1SBI (.1% 9.2% 9.9%
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Additional Information

For additional information regarding the System'’s investment function, please refer to the Annual Report of the
lilinois State Board of Investment, June 30, 1993. A copy of the feport can be obtained from the ISB] Board at 180
North LaSaile Street, Suite 2015, Chicago, Illinois 60601.

INVESTMENT PORTFOLIO SUMMARY

v o E e R e 501199 _
_Market Value Fercentage Market value Percentage
Fixed Income! $1,675,111,606 39.6% $1,458, 154,013 37.7%
Equities 1,514,340,786 35.8% 1,429,178,675 37.0%
Foreign Equities 284,093 447 6.7% 221,817,510 5.8%
Real Estate 301,829,401 7.1% 325,963,498 8.4%
Non-Marketable? 170,350,328 4.0% 178,844,300 4.6%
Cash equivalents? 286,270,733 . 68% —a51L.975370 6.5%
54,232,036,&01 100.0% 86 G6 100.0%
‘Maturities of one year or longer, including convertible bonds.
“Interests in limited partnerships and other entities which have limited liquidity.
*Cash Equivalents includes other assets, jess liabilities,

ANALYSIS OF INVESTMENT PERFORMANCE

1993 1992 1991 1990 1989
Total Return® - Past 3 years f 10.2% ' A
Total Retrn* - Past 5 years : 10.6% o e
Total Return* - year by year 121%  11.6% _70% _ 80% 14.3%
Actuarial Assumed Rage of Return [ 8.0% o by
Average Net Income Yield* 4.7% 5.4% 5.2% 5.2% 5.5%
Comparative rates of return on fixed income securities

Total fixed income - ISB] 15.6% 17.1% 9.0% 5.9% 12.0%
Comparison index:

Shearson Lehman Aggregate 11.8% 14.2% 10.2% 7.1% 12.3%

Comparative rates of return on equities

Total equities - ISBI 13.7% 14.4% 7.3% 10.5% 17.0%
Comparison index:

S&P 500 13.6% 13.5% 7.4% 16.4% 20.6%

*Total return is the combined effect of income earned and market appreciation (depreciation), Average net income yield is the
income earned for the year divided by the average market value of assets employed.
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STATISTICAL SECTION
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Balance Sheet Assets

Balance Sheet Liabilities and Fund Balance

Revenues by Source

Expenses by Type

Benefit Expenses by Type

Number of Recurring Benefit Payments

Termination Refunds

Number on Active Payrolils

Active Retirees by State

Retirement Annuitants Statistics and Average Monthly Benefits
Amnnuitants by Benefit Range (Monthly)

Survivors by Benefit Range (Monthly)

Number of Participants
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BALANCE SHEET ASSETS
Fixed
Fiscal Year Assets
Ended Investments Net of Accumulated
_Junc30 Cash i oS a0 GO e = Dcpreciution EEEISE LT ot ISR
1984 $ 1,406,567 $ 58749 $ 99,193,192  § 2245  $ 100,660,753
1985 1,144,841 42,044 107,132,974 1,828 108,321,687
1986 2,351,774 45,673 122,130,095 1,302 124,528,844
1987 2,960,362 50,340 136,121,915 933 139,133,550
1988 935,712 102,135 145,612,106 20,604 146,670,557
1989 656,579 115,778 155,708,987 20,298 156,501,642
1990 3,828,060 173,967 163,122,923 26,585 167,151,535
1991 3,996,379 194,845 169,881,722 28,623 174,101,569
1992 4,122,969 265,758 183,415,396 24,566 187,828,689
1993 3,449,194 2,706,984 193,615,328 26,065 199,797,571
BALANCE SHEET LIABILITIES AND FUND BALANCE
Fiscal Year Reserve for Reserve for
Ended Total Participant Automatic Annuiry Reserve for
June 30 Liabilities Contributions Increase Future Opentions Total
1984 $ 12,757 $ 32,382,585 $ 6,426,655 $ 61,838,756 $ 100,660,753
1985 111,724 34,388,865 6,592,138 67,228,960 108,321,687
1986 109,183 37,223,582 6,718,637 80,477,442 124,528,844
1987 206,016 40,334,357 6,828,951 91,764,226 139,133,550
1988 136,121 47,271,278 a 99,263,158 146,670,557
1989 262,880 50,923,236 105,315,526 156,501,642
1990 167,101 56,354,255 110,630,179 167,151,535
1991 112,365 59,623,957 114,365,247 174,101,569
1992 201,301 63,598,115 124,029,273 187,828,689
1993 117,807 69,139,981 130,539,783 199,797,571
REVENUES BY SOURCE
Iﬁscal Year Employer Contributions
Ended Participant State of Paid by Income
June 30 Contributions llinois Participant Total From Investments Total
1984 $ 5,140,219 $ 5,645,600 = $ 5,645,600 $ 9,655,020 $ 20,440,839
1985 5,147,228 8,527,500 8,527,500 6,621,882 20,296,610
1986 5,983,871 9,345,100 9,345,100 15,225,759 30,554,730
1987 6,248,636 9,832,000 9,832,000 14,240,835 30,321,471
1988 6,885,514 9,137,000 - 9,137,000 9,666,884 25,689,398
1989 6,909,017 9,918,700 - 9,918,700 12,245,936 29,073,653
1990 7,142,961 10,657,400 28,620 10,686,020 13,206,382 31,035,363
1991 7,154,549 10,657,400 - 10,657,400 10,784,883 28,590,832
1992 7,371,637 10,052,100 10,052,100 19,721,910 37,145,647
1993 9,377,428 11,099,030 11,099,030 17,528,393 38,004,851
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STATISTICAL SECTION

EXPENSES BY TYPE
Fiscal Year
‘Ended Administrative
June '3‘_0__ _Bencﬂts S Rt;_fu_r_l_ds I_E)Epense_s_ 3 _Total

1984 $10,810,013 $ 194,517 $ 115,178 $11,119,708

1985 12,352,558 263,219 118,866 12,734,643

1986 13,616,195 600,279 128,558 14,345,032

1987 15,376,535 283,090 153,973 15,813,598

1988 17,382,718 551,268 148,510 18,082,496

1989 18,776,253 421,138 171,936 19,369,327

1990 19,827,453 275,233 187,005 20,289,691

1991 21,148,512 226,702 216,848 21,592,062

1992 22,995,915 280,106 231,442 23,507,463

1993 25,241,058 408,113 303,304 25,952,475

BENEFIT EXPENSES BY TYPE
Fiscal Year
Ended Retirement Survivors'
June 30 Annuities Annuitics Total

1984 $ 8,803,447 $ 2,006,566 $ 10,810,013
1985 10,164,086 2,188,472 12,352,558
1986 11,214,816 2,401,379 13,616,195
1987 12,557,636 2,818,899 15,376,535
1988 14,193,135 3,189,583 17,382,718
1989 15,194,821 3,581,432 18,776,253
1990 16,043,479 3,783,974 19,827,453
1991 16,541,569 4,606,943 21,148,512
1992 17,869,115 5,126,800 22,995,915
1993 19,613,167 5,627,891 25,241,058

ndges’ Retivement System of [Hinois
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Retirement Annuities
Annuitants
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STATISTICAL SECTION

RETIREMENT ANNUITANTS STATISTICS AND AVERAGE MONTHLY BENEFITS

At Retirement
; Average
Fiscal Year Average Average Current
Ended Average Length of Current Monthly
June 30 Age Service * Age Benefit
1984 65.2 17.9 71.9 $ 2,562
1985 65.3 18.1 72.1 2,788
1986 65.0 17.9 71.8 2,987
1987 64.9 18.2 71.9 3,228
1988 64.9 18.0 72.0 3,416
1989 65.0 17.8 /251! 3,617
1990 064.7 17.5 72.4 3,751
1991 64.7 17.5 72.4 3,909
1992 64.7 16.6 72.7 4,076
1993 64.9 169 73.0 4,298
® in years
Annuitants Survivors
by Benefit Range by Benefit Range
(Monthly) (Monthly)
at June 30, 1993 at June 30, 1993
Benefit Cumulative % of Cumulative Benefit Cumulative % of Cumulative
Range Total Total Total % of Total Range  Total Total  Total % of Total
$ 1500 11 11 2.8 28 $ 1500 59 59 21.6 21.6
501-100¢ 13 24 33 6.1 501-1000 30 89 11.0 32.6
1001-1500 11 35 2.8 8.9 1001-1500 42 131 15.4 48.0
1501-2000 15 50 3.8 12.7 1501-2000 30 161 11.0 59.0
2001-2500 24 74 G.1 18.8 2001-25300 30 191 11.¢ 70.0
2501-3000 22 96 5.6 24 .4 2501-3000 32 223 11.7 81.7
3001-3500 27 123 6.9 313 3001-3500 24 247 88 90.5
35014000 25 148 6.3 37.6 35014000 11 258 4.0 94.5
40014500 32 180 8.1 45.7 40014500 12 270 44 98.9
4501-5000 49 229 124 58.1 45015000 2 272 0.7 99.6
5001-5500 53 282 13.5 716 50015500 1 273 04 100.0
5501-6000 39 321 99 815
60016500 47 368 11.9 93.4
6501-7000 18 386 4.6 98.0
7001-7500 7 393 1.8 99.8
7501-8000 1 394 0.2 1000
NUMBER OF PARTICIPANTS
At
June 30 Active [nactive Total
1984 756 19 775
1985 782 18 800
1986 768 11 779
1987 794 15 809
1988 796 15 811
1989 821 22 843
1990 827 22 849
1991 848 29 877
1992 828 41 869
1993 848 42 890
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Plan Summary

Legislative Section
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PLAN SUMMARY

SUMMARY OF RETIREMENT SYSTEM PLAN
(As of June 30, 1993)

1. PURPOSE

The purpose of the System is to establish an efficient method of permitting retirement, without hardship
or prejudice, of judges who are aged or otherwise incapacitated, by enabling them to accumulate
reserves for themselves and their dependents for old age, disability, death and termination of employ-
ment.

2. ADMINISTRATION

Responsibility for the operation of the System and the direction of its policies is vested in a Board of
Trustees consisting of five members, The administration of the detailed affairs of the System is the
responsibility of the Executive Secretary who is appointed by the Board of Trustees. Administrative
policies and procedures are designed 1o ensure an accuriate accounting of funds of the System and
prompt payment of claims for benefits within the applicable statute.

3. EMPLOYEE MEMBERSHIP

All persons elected or appointed as a judge or associate judge of a Court become members of the System
unless they file an election not to participate within 30 days of the date they are notified of this option.

4. PARTICIPANT CONTRIBUTIONS

Participants are required to contribute a percentage of salary as their share of meeting the various benefits
at the rates shown below:

Retirement Annuity 7.5%
Automatic Annual Increase  1.0%
Survivors' Annuity 2.5%

11.0%

A judge who elects not to participate in the survivors' annuity benefit is not reqguired to make
contributions for the survivors' annuity benefit in which case the total participant contribution rate is
8 1/2% of salary. Contributions for survivors' annuity are not required to qualify an eligible child for a
child's annuity.

A participant who is gualified to receive the maximum rate of annuity may elect to discontinue
contributions and have benefits "frozen” based upon the applicable salary in effect immediately prior to
the effective date of such election. The election, once made, is irrevocable,

5. RETIREMENT ANNUITY

A. Qualification of Participant
Upon termination of service, a judge is eligible for a retirement at:
(1) age 60 with at least 10 years of credit
(2) age 62 with at least 6 years of credit
(3) age 55 with at least 28 years of credit

(4) age 55 with at least 10 years of credit with the annuity reduced 1/2 of 1% for each
month under age GO

B. Amount of Annuity

The retirement annuity is determined according to the following formula based upon the applicable
salary:

Judges' Retirement System of Hlinois




PLAN SUMMARY

3.5% for each of the first 10 years of credit
5.0% for each year of credit above 10 years

The maximum annuity is 85% of final salary on the last day of employment as a judge after 20 years
of service,

C. Annual Increases in Retirement Annuity
Post retirement increases of 3% of the current amount of annuity are granted to participants effective
in January of the year next following the first anniversary of retirement and in January of each year
thereafter.

D. Suspension of Retirement Annuity
The retirement annuity to any judge shall be suspended

1. When the annuitant is employed for compensation by the State of llincis or by any county in
Illinois as a judge, or

2. After 75 working days in any calendar year in which the annuitant is employed for compensation
by the State of llinois in any position other than a judge.

If the provisions of the Retirement Systems' Reciprocal Act are elected at retirement, any employ-
ment which would result in the suspension of benefits under any of the retirement systems being
considered would also cause the annuity payment by the Judges' Retirement System to be suspended.

6. SURVIVORS' ANNUITY

A. Qualification of Survivor
If death occurs while in service as a judge, the judge must have established 1 1/2 years of credit. If
death occurs after termination of service and prior to receipt of retirement annuity, the participant
must have established at least 10 years of credit.

An cligible spouse, who has been married to the participant or annuitant for a continuous period of at
least one year immediately preceding the date of death, qualifies at age 50 or at any age if there is in the
care of the spouse any unmarried children of the member (1) under age 18 or (2) overage 18 if mentally
or physically disabled or (3) under age 22 and a full-time student. Eligible surviving children would be
entitled to benefits even though the participant did not contribute for the survivors' annuity benefit.

B. Amount of Payment
If the participant's death occurs while in service, and assuming all payments have been made for full
survivors' annuity credit, the surviving spouse would be eligible to 7 1/2% of salary or 66 2/3% of
carned retirement annuity, whichever is greater. Eligible children of the participant would receive
5% of salary for each child with a maximum for all children of 20% of salary or 66 2/3% of earned
retirement annuity, whichever is greater, regardless of whether full credit had been established for
the survivors' annuity benefit.

Ifthe participant's death occurs after termination of service or retirement, and assuming all payments
have been made for full survivors' annuity credit, the surviving spouse would be eligible to 66 2/3%
of earned retirement annuity. Eligible children would receive a survivors' annuity equal to the benefit
of surviving children of a participant in service.

The benefit payment amount to a surviving spouse would be a prorated share of the full benefit
amount noted above if the participant married or remarried after becoming a participant and elected
to contribute for the survivors' annuity benefit prospectively from the date of marriage or remarriage.

C. Annual Increases in Survivors' Annuity
Increases of 3% of the current amount of annuity are granted to survivors in each January occurring
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on or after the commencement of the annuity if the deceased participant died while receiving a
retirement annuity. In the event of an active participant's death, increases of 3% of the current
amount of annuity are granted to survivors effective in January of the year next following the first
anniversary of the commencement of the annuity and in January of each year thereafter,

D. Duration of Payment
When alt children, except for disabled children, are incligible because of death, marriage or
attainment of age 18 or age 22 in the case of 2 full-time student, the spouse's benefit is suspended if
the spouse is under age 50 until attainment of such age. Asurviving spouse who remarries prior to
age 50 would be disqualified for any future benefit payments.

7. DEATH BENEFITS

The following lump sum death benefits are considered only if there are no eligible survivors' annuity
beneficiaries surviving the deceased participant.

A. Before Retirement

Ifthe participant's death occurs before retirement, a refund of total contributions in the participant's
account,

B. After Retirement

Ifthe participant's death occurs after retirement, a refund of the excess of contributions over annuity
payments, if any.

C. Death of Survivor Annuitant
Upon death of the survivor annuitant with no further survivors’ annuity payable, a refund of excess
contributions over total retirement and survivors' annuity payments, if any.

8. DISABILITY BENEFIT

A. Total and Permanent Disability
A participant who becomes totally and permanently disabled while serving as a judge with at least
10 years of credit is cligible for an unreduced retirement annuity regardless of age. If disability is
service-connected, the annuity is subject to reduction by amounts received by a participant under
the Workers' Compensation Act and the Workers' Occupational Discases Act.

B. Temporary Total Disability
A participant with at least 2 years of service as a judge who becomes totally disabled and unable to
perform the duties asa judge is entitled to a tem porary disability benefit equal to 50% of salary payable
during disability but not beyond the end of the term of office.

9. REFUND OF CONTRIBUTIONS

A participant who terminates service as a judge may obtain a refund of total contributions made to the
System, without interest, provided the participant is not immediately eligible to receive a retirement
annuity. By accepting a refund, a participant forfeits all accrued rights and benefits in the System for his
or herself and beneficiaries.

A participant who becomes unmarried, cither before or after retirement, is entitled to a refund of
contributions made for the survivors' annuity benefit.

Judges' Retirement System of IHinois



LEGISLATIVE AMENDMENTS
Amendments with an effective date during fiscal year 1993 having an impact on the System were:
SENATE BILL 1650 (P.A. 87-1265)

1. Changes the general provisions of the Illinois Pension Code so that, beginning January 1, 1993, any
retirement system operating under the Code may, at the request of a participant entitled to receive a
refund, lump-sum benefit, or other non-periodic distribution, pay the taxable portion of such distribution
directly to an entity that is qualified under federal law to accept an eligible rollover distribution.

)

Allows participants to establish creditable service for periods served as 4 commissioner of the Court of
Claims upon making the required contribution and interest payment to the System.

3. Allows participants to cstablish creditable service for up to two years of military service upon making
the required payment to the System excluding the payment forthe employer's normal cost of the benefits
provided that such payment is made before May 1, 1993. Also stipulates that interest on the required
contributions shall be payable from the date of first membership in the System rather than from the date
of conclusion of the military service.

4. Provides that an unmarried judge who becomes a participant afier December 31, 1992 shall be subject
to the provisions relating to survivor's annuities unless he or she files with the Board written notice of
his or her election not to participate in the survivor's annuity within 30 days of the date of being notified
of the option by the System. Once the election period has expired, a judge may not withdraw from
participation in the survivor's annuity provisions.

5. Provides that a person who became a participant before January 1, 1993, and who is not contributing
for the survivor's annuity, may elect to make contributions for such annuity by filing written notice of
the election with the Board no later than April 1, 1993. Once made, the election may not be rescinded.

6. Provides that any participant who is in service on or after July 1, 1992, and who is not contributing for
the automatic annual increase in retirement annuity, may elect to participate in the automatic increase
provisions by (1) filing a written notice of election with the Board prior to April 1, 1993 and (2) making
the required contributions.

7. Provides that a participant receiving a retirement annuity shall not have his or her retirement annuity
suspended upon resumption of employment for a county.

8. Provides that a-participant who marries or remarrics may receive partial credit for the survivor's annuity
benefit thereby providing a prorated benefit for his or her spouse by contributing for the survivor's
annuity benefit prospectively from the date of marriage or remarriage.

SENATE BILL 1949 (P.A. 87-0925)

Changed the state's Unclaimed Property Act to provide for a holding period of five instead of seven years. This
resulted in the availability of an additional $50 million which was divided among the five state financed
retirement sytems during FY93. As a result of this legislation, the System received an additional $923,000.

HOUSE BILL 3230 (P.A. 87-0923)

Provides fora continuing appropriation of funds due the five state financed retirement systems from unclaimed
property reccipts. This legislation has the effect of making the annual appropriation of these funds automatic,
not requiring specific action of the General Assembly, While the normal level of financing from unclaimed
property is small, enactment of this legislation establishes a very positive precedent.
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NEW LEGISLATION

There was no new legislation with effective dates
System.

subsequent to June 30, 1993, affecting the operation of the



