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ECONOMY: Illinois Employment Situation Revisited
Edward H. Boss, Jr., Chief Economist

wo months ago the Commission’s MONTHLY

BREIFING took a look at the Illinois employment
situation, comparing the State’s performance in this area as
measured by each of the two surveys reported by the Bureau
of Labor Statistics. This month it would like to delve
deeper into the data derived from the household and the
nonfarm payroll, or establishment, surveys. One number
alone, such as the number of jobs gained in a month or the
unemployment rate itself, cannot capture the State’s total
employment situation. Without a look at several
components, no overall assessment can be made.

As shown in Chart 1, Illinois’ unemployment rate
(measured from the household survey) deteriorated sharply
in June, rising to 5.1%, the highest rate since January 2006.
This put Illinois’ unemployment rate above the national rate
of 4.5% by 0.6%. Moreover, this was the third consecutive
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month that Illinois’ rate held above the
national rate and in contrast to the period
of May 2006 through December 2006
when Illinois’ rate held below the
national rate. Indeed, as noted in the
Bureau of Labor Statistics release,
REGIONAL AND STATE
EMPLOYMENT: JUNE 2007, the
largest of the year-over-year state
increases in the unemployment rate
(0.7%) occurred in Illinois, Minnesota,
and Ohio. The rise in Illinois’
unemployment rate in June occurred as
people seeking employment rose by
0.7%, more than offsetting a 0.4%
increase in those employed. As a result,
the number of unemployed in the State
rose by 23,900 to 344,900 in June, the
highest level of unemployed since
December 2005. These data suggest a
deteriorating employment situation in
Illinois.

In the same Labor Department release,
however, it also stated that Illinois
showed the largest employment increase
among the states in terms of actual
numbers in June as measured by the
nonfarm employment survey. Moreover,
during the 12-months ended in June,
Illinois has added 59,900 jobs. This
certainly is a positive development.
Moreover, even at the higher unemploy-
ment rate in June, Illinois’ rate ranks in
the lower range of the states that
encompass the East North Central states
of the Midwest. The highest
unemployment rate again was in
Michigan with a rate of 7.2%, Ohio with
a 6.1% rate, then Illinois at 5.1%,
Wisconsin at 5.0%, and Indiana at 4.7%.

hile the employment trend in

Illinois has been positive, leading
to 6-million jobs in June 2007, the level
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of employment is still 59,800 below the
level seen in June 2000 prior to the last
recession. Put another way, it will take
another year of job growth equal to that
of the past year just to recoup the
number of jobs Illinois lost during the
last recession. Whether or not this occurs
will be dependent upon the strength of
the economy in the months ahead and the
number of jobs this creates. It should be
pointed out that the nation as a whole
surpassed its pre-recession employment
peak by this measure in early 2005, more
than 2 years ago. At the same time, the
rate of unemployment also will be
determined by the increase in the number
of those seeking employment in the
State.

oward month’s end, the Commerce

Department released the advance
report on GDP growth during the second
quarter of 2007 that showed overall
growth in the economy rebounded at a
3.4% annual rate following a near-flat
performance of a 0.6% rate during the
first quarter of this year. Despite last
quarter’s acceleration, consumer
spending rose at a significantly slower
rate, the housing sector weakened
further, oil prices jumped above $75 a
barrel again, and the stock market took
some significant drops and has been very
volatile. Thus, there is some question
over the sustainability of the recent rate
of economic performance. Most
forecasts at this time look for more
moderate growth in the second half of
the year. This pace, however, is
unlikely to be sufficient to absorb
expected gains in the labor market. Thus
further increases in the number of people
unemployed and a creeping up of the
unemployment rate from current levels is
anticipated. There is no reason to expect
any different pattern for Illinois.
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INDICATORS OF ILLINOIS ECONOMIC ACTIVITY

INDICATORS JUNE 2007 MAY 2007 JUNE 2006
Unemployment Rate (Average) 5.1% 4.8% 4.4%
Annual Rate of Inflation (Chicago) 2.4% 9.8% 3.6%
]
% CHANGE % CHANGE
LATEST OVER PRIOR OVER A
MONTH MONTH YEAR AGO
Civilian Labor Force (thousands) (June) 6,725 0.7% 1.8%
Employment (thousands) (June) 6,380 0.4% 1.1%
New Car & Truck Registration (June) 60,512 16.3% -2.6%
Single Family Housing Permits (June) 2,694 -11.1% -28.7%
Total Exports ($ mil) (May) 4,347 14.1% 15.4%
Chicago Purchasing Managers Index (July) 58.5 -2.8% 1.0%
|

REVENUE
Receipts Up Due to Federal Sources
Jim Muschinske, Revenue Manager

eneral funds revenues began FY 2008

with receipts rising $302 million.
However, virtually all of that gain was
attributed to federal reimbursement from
Medicaid spending.  Absent the $273
million gain in federal sources, all other
revenues gained an unremarkable $29
million, even as July had one more
receipting day than last year.

Gross personal income taxes began the
year with a gain of $42 million, or $38
million net of refunds. Sales taxes
rebounded somewhat from a poor FY
2007 by growing $34 million. The timing
of the Cook County IGT netted a $9
million gain, while interest income was up
$7 million. Liquor taxes grew $3 million,
gross corporate income taxes $2 million,
public utility tax $1 million, and insurance
taxes $1 million. Only inheritance tax
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suffered a decline with receipts falling $6
million.

Overall transfers fell $59 million in July.
While Lottery transfers grew $10 million
and riverboat transfers rose by $5 million,
those gains were more than washed out by
a $74 million fall off in other transfers.
As mentioned earlier, federal sources
were up $273 million, fueled by reim-
bursable spending.

he Commission is still waiting for

final budget negotiations before
releasing its FY 2008 revenue forecast. A
number of key revenue items must be
decided upon before a meaningful pro-
jection can be provided. Obviously any
changes to the gambling landscape would
have to be incorporated, as would fund
transfers, and/or other legislated revenue
changes. In addition, since federal
sources are in large part the result of
reimbursable spending, until appropriation
figures are established, it’s difficult to
project associated revenues.
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GENERAL FUNDS RECEIPTS: JULY

FY 2008 vs. FY 2007

(8 million)
July July $ %
Revenue Sources FY 2008 FY 2007 CHANGE CHANGE
State Taxes
Personal Income Tax $660 $618 $42 6.8%
Corporate Income Tax (regular) 49 47 $2 4.3%
Sales Taxes 626 592 $34 5.7%
Public Utility Taxes (regular) 71 70 $1 1.4%
Cigarette Tax 29 29 $0 0.0%
Liquor Gallonage Taxes 15 12 $3 25.0%
Vehicle Use Tax 3 3 $0 0.0%
Inheritance Tax (Gross) 20 26 ($6) 23.1%
Insurance Taxes and Fees 7 6 $1 16.7%
Corporate Franchise Tax & Fees 14 14 $0 0.0%
Interest on State Funds & Investments 23 16 $7 43.8%
Cook County IGT 15 6 $9 N/A
Other Sources 37 37 $0 0.0%
Subtotal $1,569 $1,476 $93 6.3%
Transfers
Lottery 45 35 $10 28.6%
Riverboat transfers & receipts 40 35 $5 14.3%
Other 101 175 ($74) 42.3%
Total State Sources $1,755 $1,721 $34 2.0%
Federal Sources $574 $301 $273 90.7%
Total Federal & State Sources $2,329 $2,022 $307 15.2%
Nongeneral Funds Distribution:
Refund Fund
Personal Income Tax ($64) ($60) ($4) 6.7%
Corporate Income Tax (39) 8) ($1) 12.5%
Subtotal General Funds $2,256 $1,954 $302 15.5%
Short-Term Borrowing $0 $0 $0 N/A
Hopital Provider Fund (cash flow transfer) $0 $0 $0 N/A
Budget Stabilization Fund Transfer $0 $0 $0 N/A
Total General Funds $2,256 $1,954 $302 15.5%
CGFA SOURCE: Office of the Comptroller: Some totals may not equal, due to rounding 1-Aug-07
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PENSIONS
Pension Legislative Overview — Spring 2007 Session
Dan Hankiewicz, Pension Manager

HB 49

Passed House: 116-0-0
Passed Senate: 52-0-0

HB 0049 amends the General Provisions Article of the Illinois Pension Code to
stipulate that legally adopted children shall be entitled to the same benefits as other
children and that no child’s or survivor’s benefit shall be disallowed because the child is
an adopted child The current eligibility requirements for children’s and survivor’s
benefits for adopted children are summarized below for each respective pension fund.
HB 49 deletes all of the following provisions:

General Assembly Retirement System — Adopted children have the same status as
children of a participant or annuitant, but only if proceedings for adoption commence at
least one year prior to the date of the participant’s or annuitant’s death.

Downstate Police - Adopted children are eligible for benefits only if judicial
proceedings for adoption commence at least one year prior to the death or disability of
the police officer. Adoption proceedings must have begun prior to the police officer
attaining age 50.

Downstate Fire - Adopted children are eligible for survivor’s benefits if the child was
adopted before the firefighter attained age 50.

Chicago Police — The child must have been adopted before the policeman withdraws
from service. The policeman must be married and living with his wife at the time of
the adoption, and must have initiated adoption proceedings at least 6 months prior to the
policeman’s death, unless the policeman’s death occurs as a result of an act of duty.

Chicago Fire — The child must have been legally adopted by the firefighter at least one
year prior to the firefighter’s death or withdrawal, unless the firefighter’s death occurs
as a result of an act of duty.

lllinois Municipal Retirement Fund - The legal proceedings for adoption must have
commenced at least one year before the death of the participating employee, county
official, or annuitant.

Chicago Municipal — The child must have been legally adopted at least one year prior
to the date any benefit for the child or children accrues.
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Cook County Employees and Olfficers — The child must have been legally adopted by the
employee at least one year prior to the date any benefit for a child or children accrues.
Legal adoption must have occurred before the employee attains age 55. For county
officers, proceedings for legal adoption must have commenced at least one year prior to
the date of the elected county officer’s death.

Chicago Laborers - The child must have been legally adopted by the employee at least
one year prior to the death of the employee.

Chicago Park District — Proceedings for legal adoption must have commenced at least
one year prior to the death of the employee and the attainment of age 55 by the
employee.

Metropolitan Water Reclamation District - The proceedings for adoption must have
been instituted at least one year prior to the employee’s or commissioner’s death.

SERS - The proceedings for adoption must have commenced at least one year prior to
the member’s death.

SURS - Proceedings for adoption must have been initiated at least one year before the
death or retirement of the participant or annuitant.

Judges’ Retirement System - Proceedings for adoption must commence at least six
months prior to the death of the annuitant or participant.

HB 804

Passed House: 116-0-0
Passed Senate: 51-2-3
House Concurrence: 99-1-0

IMRF Military Service Credit

Currently, Illinois Municipal Retirement Fund members can receive service credit for
up to 24 months of military service under the following conditions: the member must
apply to IMRF in writing and provide evidence of the military service that is
satisfactory to the IMRF Board. He or she must also obtain the written approval of the
current employer and make the employee and employer contributions (normal cost),
plus regular interest from the date of first membership to the date of payment.
HB 0804 allows active members of IMRF to purchase up to 48 months of service credit
for military service if the foregoing conditions are met.

SERS Military Service Credit
Currently, if an SERS member enters military service while working in an SERS-
covered position, and returns to State service in the same or related position, he or she
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may receive service credit for up to 5 years of military service without making
contributions. In addition to any such creditable service established, an employee may
establish service credit for a period of up to 2 years spent in active military service that
does not interrupt employment provided that 1) no dishonorable discharge took place
from military service; and 2) the amount of service credit established by a member
when added to the amount of other military service credit granted does not exceed 5
years.

HB 0804 allows a member employed in positions covered under the alternative formula
to establish creditable service for an additional 2 years spent in active military service
that does not interrupt state employment. The bill provides that employee contributions
must be based upon the employee's compensation and contribution rate on the date he
or she last became a member of the System or November 19, 1991 (whichever is later),
plus an amount determined by the Board to be equal to the employer's normal cost of
the benefit plus interest. HB 804 also provides that this new benefit increase will be
funded through the employee contributions required to establish this optional service
credit.

Downstate Police Service Credit (Shiloh, IL)

Currently, the Pension Code stipulates that membership in a Downstate Police (Article
3) pension fund is contingent upon becoming a sworn police officer in a municipality
that has established such a fund. The police officer must, within 3 months of his or her
first appointment or reappointment, make a written application to the board of trustees
of the pension fund in order to establish membership in the police pension fund.

HB 804 allows a police officer who was excluded from participation in the Shiloh
police pension fund by reason of his or her failure to make written application to the
board within 3 months of his or her first appointment or reappointment to elect to
participate in the fund. The police officer must make a written application to the board
no later than July 1, 2008, and shall begin participation on the first day of the month
following the month in which the application is received by the board.

HB 857

Passed House: 109-0-2
Passed Senate: 58-0-0

Elimination of SURS Self-Managed Plan Reporting Requirement

The Board of Trustees of the State Universities’ Retirement System is currently
required to have the System’s actuary prepare an annual report showing the actual rate
of participation in the Self-Managed Plan and the extent to which employee optional
retirement plan participation has reduced the State’s required contribution to the
system. HB 0857 modifies this report by deleting the requirement for analysis of the
extent the State’s required contribution has been reduced by participation in the self-
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managed plan. It also provides that, in addition to warrants and checks, the State
Comptroller and payroll officers may use electronic funds transfers to pay employees.
In provisions concerning service for employment in public schools and other public
employment, HB 0857 replaces references to service in the military forces with
references to service in a capacity essentially similar or equivalent to teaching.

HB 1960

Passed House: 115-1-0
Passed Senate: 56-0-0
House Concurrence: 101-1-0

The State Employees’ Article of the Illinois Pension Code lists specific conditions and
periods of service for which an employee may purchase optional service credit. HB
1960 amends the State Employees’ Article of the Pension Code to add participation in
the University of Illinois Government Public Service Internship (GPSI) Program to this
list. Participants may purchase up to 2 years of service credit and must pay the
employee contribution plus interest from the date of service to the date of payment.

HB 3578

Passed House: 116-0-0
Passed Senate: 54-1-0

Currently, elected Cook County officers may elect to establish alternative credits by
contributing an additional 3% of salary towards their pensions (in addition to the
standard 9% contribution rate for members enrolled in the regular formula). In
exchange for the additional employee contributions, elected county officers are entitled
to have their retirement annuities calculated at the following rate: 3% of final salary for
each of the first 8 years of service credit, plus 4% of final salary for each of the next 4
years of service credit, plus 5% of final salary for each year in excess of 12 years,
subject to a limitation of 80% of final salary. “Final salary” means the member’s
salary on his or her last day of service. Under the alternative formula, elected county
officers may retire at age 60 with at least 10 years of service credit, or at age 65 with at
least 8 years of service credit.

HB 3578 specifies that the foregoing plan of optional alternative benefits for elected

Cook County officers applies only to those county officers who were elected by vote of
the people on or before the effective date of this amendatory Act.
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SB 65

Passed Senate: 58-0-0
Passed House: 117-0-0
Senate Concurrence: 59-0-0

Transfer of Tax Levy Proceeds to Downstate Police Funds

P.A. 94-0859, which became effective on June 15, 2006, amended the Downstate
Firefighters’ Article of the Illinois Pension Code to provide for the transfer of property
tax proceeds to the treasurer of Downstate Fire pension funds within 30 days of receipt
by the county in which the pension fund is located. SB 0065 mirrors the requirement in
P.A. 94-0859 that proceeds from the pension tax levy be forwarded to the treasurer of
the Downstate Police pension fund within 30 days after receipt by the county.

Transfer of Service Credits from Downstate Police Funds to SERS

Currently, any member of the State Employees’ Retirement System who is an
investigator for the Office of the State’s Attorneys Appellate Prosecutor or a controlled
substance inspector may transfer all of his or her creditable service in a Downstate
Police pension fund to SERS upon payment by the Downstate Police fund to SERS in
an amount equal to (1) employee contributions, (2) employer contributions, and (3) any
interest paid by the applicant in order to reinstate service credit.

SB 0065 expands eligibility for such transfers to State policemen, investigators for the
Secretary of State, and Conservation police officers. The bill stipulates that any person
applying for a transfer of service credit may reinstate service that was terminated in a
Downstate Police fund by receipt of a refund by paying to the Downstate Police fund
the amount of the refund, with interest at 6% compounded annually, from the date of
the refund to the date of payment.

Transfer of Service Credit from Downstate Police Funds to IMRF

P.A. 94-0356, which became effective on July 29, 2005, allowed active participants in
IMRF with less than 8 years of creditable service in a Downstate Police Pension Fund
to transfer that service credit to IMRF. The member must have applied in writing by
January 1, 2006. Along with the service credit, employee and employer contributions
were to be transferred from the Downstate Police pension fund to IMRF, including any
interest on those contributions.

SB 0065 allows for a similar window for the transfer of service credit from a
Downstate Police fund to IMRF until January 1, 2008. The bill also stipulates that,
until January 1, 2008, an IMRF member who wishes to transfer service credit from a
Downstate Police Fund may reinstate service credit that was terminated by receipt of a
refund by paying to the Downstate Fund the amount of the refund with interest at 6%,
compounded annually, from the date of the refund to the date of payment.
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The bill also amends the IMRF article to stipulate that the person transferring service
credit must pay to IMRF an amount equal to the difference between the amount of
employee and employer contributions transferred to IMRF from the Downstate Police
fund and the amounts that would have been contributed had the service credit been
earned as a member of IMRF, plus interest at the effective rate (6%) each year,
compounded annually, from the date of service to the date of payment.

Transfer of Service Credit from Chicago Police Fund to SERS

P.A. 87-1265, which became effective on January 25, 1993, implemented a one-year
window for any active member of SERS who was a State policeman or investigator for
the Secretary of State to transfer his or her creditable service from the Chicago Police
Pension Fund to SERS.

SB 0065 allows State policemen, conservation police officers, and investigators for the
Secretary of State to transfer an unlimited amount of service credit from the Chicago
Police Pension Fund to SERS. The bill stipulates that the Chicago Police Pension Fund
shall pay to SERS an amount equal to (1) the amounts accumulated to the credit of the
applicant for the service to be transferred to SERS; (2) the corresponding Chicago
Police credits, including interest, on the books of the Chicago Police fund on the date
of the transfer, and (3) any interest paid by the applicant in order to reinstate service to
be transferred.

Transfer of SLEP Service Credit from IMRF to SERS

Currently, any active member of SERS who is an investigator for the Office of the
State’s Attorneys Appellate Prosecutor or a controlled substance inspector may transfer
all of his or her Sheriff’s Law Enforcement Personnel (SLEP) service credit to SERS.
SB 0065 adds State Policemen, investigators for the Secretary of State, and
conservation police officers to the list of those eligible to transfer SLEP service credit
from IMRF to SERS. The bill stipulates that creditable service shall be transferred
only upon payment by IMRF to SERS in an amount equal to (1) the amounts
accumulated to the credit of the applicant; (2) municipality credits based on SLEP
service, including interest, and (3) any interest paid by the applicant to reinstate SLEP
service that was terminated by acceptance of a refund.

Transfer of Service Credit from IMRF to Downstate Police Pension Funds

P.A. 94-0356, which became effective on July 29, 2005, allowed active participants in
a Downstate Police pension fund with less than 8 years of creditable service in IMRF to
transfer all of their IMRF service credit to a Downstate Police pension fund by January
1, 2006. At the time of the transfer, IMRF must have paid to the Downstate Fund an
amount equal to (1) the amounts accumulated to the credit of the applicant under IMRF;
(2) the municipality credits based on that service, including interest, and (3) any interest
paid by the applicant in order to reinstate IMRF service that was terminated due to
payment of a refund. SB 0065 re-opens this window for Downstate Police members to
transfer all of their IMRF service credit to a Downstate Police fund until January 1,
2008.
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Transfer of Service Credit from Cook County Pension fund to SERS

P.A. 87-1265, which became effective on January 25, 1993, implemented a one-year
window for any active member of SERS who was a State policeman to transfer all or
some of his or her creditable service from the Cook County Pension Fund to SERS.
SB 0065 allows State policemen, conservation police officers, and investigators for the
Secretary of State to transfer some or all of their service credit from the Cook County
Pension Fund to SERS. The bill stipulates that the Cook County Fund shall pay to
SERS an amount equal to (1) the amounts accumulated to the credit of the applicant for
the service to be transferred to SERS; (2) the corresponding Cook County credits,
including interest, on the books of the Cook County fund on the date of the transfer,
and (3) any interest paid by the applicant in order to reinstate service to be transferred.

Transfer of Service Credit from SURS to SERS

SB 0065 allows members of SERS who are employed as State Policemen, investigators
for the Secretary of State, or conservation police officers to transfer some or all of their
creditable service accumulated in the State Universities’ Retirement System as a police
officer to SERS. The bill stipulates that SURS shall pay to SERS an amount equal to
(1) the amounts accumulated to the credit of the applicant for the service to be
transferred to SERS, including interest, as of the date of transfer; (2) employer
contributions equal in amount to the accumulated employee contributions, and (3) any
interest paid by the applicant in order to reinstate service.

SB 377

Passed Senate: 56-0-0
Passed House: 86-30-0
Senate Concurrence: 57-0-0

Elimination of Cook County Reserve Accounts

Currently, the Cook County pension funds have a number of obsolete “reserve”
accounts on their books that were created by statute for the purpose of tracking
liabilities in excess of the money purchase annuities. Due to changes in the benefit
structure of the pension plans over the years, the reserve accounts no longer serve their
original purpose since all benefits are currently paid from one account (and have been
for many years). Hence, the need for tracking payments through reserve accounts has
long since been eliminated. However, because the reserve accounts are enshrined in
the Pension Code, the Cook County pension funds are required to make numerous time-
consuming and essentially meaningless accounting entries into and out of the reserve
accounts. SB 0377 would delete all statutory references to the reserve accounts and
eliminate this burden from the pension funds.

Cook County Alternative Retirement Cancellation Payment
SB 0377 provides an alternative retirement cancellation payment for specified
employees applying for such payment within 45 days of the effective date. All job titles
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in the Cook County Employees’ Pension Fund and the Cook County Forest Preserve
Employees’ Pension Fund will have access to the enhanced refund offering. Employees
in eligible job titles are required to be in active payroll status on the effective date and
in an eligible position continuously since December 31, 2006.

Participating employees must terminate service within 60 days of the effective date.
There is no maximum limit on the number of employees who would be allowed to
participate. The ARCP payment shall be equal to all of the employee’s contributions to
the pension fund, with regular interest, multiplied by 1.5. The regular refund provision
only allows for a refund of employee contributions, without interest. SB 0377 specifies
that the ARCP could be given to the member in a lump sum, rolled into another
qualified plan, or both. Upon accepting the ARCP, the member would waive all rights
to any type of retirement benefit, including survivor’s benefits and death benefits.

Employees who accept the ARCP and return to employment with Cook County will be
required to repay to the pension fund the amount of that payment, less the amount of
employee contributions (or regular refund amount), within 60 days of the return to
service, unless returning as a temporary employee. The normal refund amount
(employee contributions only) could then be repaid, with interest, in order to re-
establish the service credit that was forfeited by the acceptance of the refund.

SB 0377 specifies that no individual who receives an alternative retirement cancellation
payment may return to active payroll status within 365 days after separation of service.

Mllinois Century Network

The Illinois Century Network is now part of the Department of Central Management
Services Bureau of Communication and Computer Services. SB 0377 expands the State
Universities’ Article of the Pension Code to add the Bureau of Communication and
Computer Services to the list of employing departments under Central Management
Services. In addition, SB 0377 expands the definition of an employee under this Article
to include those now employed by the Bureau of Communication and Computer
Services. There is no increase in total employment as these individuals were previously
listed under the Illinois Century Network.

SB 0647

Passed Senate: 57-0-0
Passed House: 115-0-0

Currently, IMRF members who served in the United States Armed forces are entitled to
purchase creditable service for up to 2 years of military service that does not interrupt
IMRF employment. SB 0647 allows members of IMRF to purchase up to 4 years of
military service credit that does not interrupt employment. The member is required to:
apply to IMRF in writing and provide evidence of the military service that is
satisfactory to the Board; obtain the written approval of the current employer; and make
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the employer and employer contributions (normal cost), plus interest from the date of
first membership to the date of payment. The required interest shall be calculated at the
regular interest rate. SB 0647 specifies that the expanded eligibility for the purchase of
military service credit applies only to participating employees on or after the effective
date.

SB 1169

Passed Senate: 54-2-0
Passed House: 98-15-1
Senate Concurrence: 58-0-0

Definition of “Retirement Systems”

SB 1169 defines “retirement systems” to mean only the State Employees’ Retirement
System, the Judges Retirement Systems, the General Assembly Retirement System, the
State Universities Retirement System, and the Teachers’ Retirement System.

Forbidden Entities

Currently, the General Provisions Article of the Pension Code contains a list of
prohibited transactions for the Boards of Trustees of each public pension fund and
retirement system. Most of these prohibited transactions are aimed at preventing Board
members from misusing the assets of the fund or system.

SB 1169 adds a section to the General Provisions Article to add certain prohibited
transactions.  Effectively, the bill provides that Illinois public pension funds or
retirement systems may not invest funds with a company or investment firm unless that
company or firm certifies that it has not invested in a “forbidden entity,” defined as:

(1) A political unit, agency and subdivision of the Republic of Sudan;

(2) Any company that is wholly or partially managed or controlled by
the government of the Republic of the Sudan and any of its political
units and subdivisions;

(3) Any company that is established or organized under the laws of the
Sudan or whose principal place of business is in the Republic of
Sudan;

(4) Any company identified by the Office of Foreign Assets Control in
the United States Department of the Treasury as sponsoring terrorist
activities, or sanctioned for any violation of any United States rules
and restrictions relating to the Republic of the Sudan;

(5) Any publicly traded company identified by an independent
researching firm that specializes in global security risk that owns or
controls property or assets located in, provides goods or services in
the Republic of Sudan or any company domiciled in the Republic of
the Sudan.

(6) Any private market fund that fails to satisfy certain requirements (See
“Private Market Funds as Forbidden Entities” below).
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Definition of “Certifying Company”
SB 1169 defines “certifying company” as:

(1) A company that directly provides asset management services or
advice to a retirement system or;

(2) As directly authorized or requested by a retirement system (a)
identifies particular investment options for consideration or approval;
(b) chooses particular investment options; or (c) allocates particular
amounts to be invested.

If no company meets the listed criteria, then a “certifying company” shall mean the
retirement system officer who, as designated by the board, executes the investment
decisions made by the board, or, in the alternative, the company that the board
authorizes to complete the certification as the agent of that officer.

Forbidden Entity Divestiture Timeframe

SB 1169 provides that retirement funds shall not transfer or disburse funds to, acquire
any bonds, loan, or invest in any entity unless a certifying company certifies to the
retirement system that, (1) the certifying company has relied on information provided
by an independent researching firm that specializes in global security and (2) 100% of
the retirement system’s assets for which the certifying company provides services or
advice have not been invested or reinvested in any forbidden entity at any time 4
months after the effective date. The certifying company shall also make the
certification required to a retirement system 6 months after the effective date of this Act
and annually thereafter.

Private Market Funds as Forbidden Entities

SB 1169 adds “private market funds” to the list of forbidden entities. Private market
funds are defined as private equity funds, venture capital funds, real estate or other
investment vehicles not publicly traded. SB 1169 requires that private market funds
must provide a retirement system with an affidavit sworn under oath in which an
expressly authorized officer of the company avers that the fund does not own or control
any property or asset located in the Republic of Sudan and not transact commercial
business in the Republic of Sudan; or a certificate by an authorized officer of the
private market fund must certify that the private market fund has no direct or indirect
investment with any company, except with regard to Non-Government Organizations
sanctioned by the United Nations.

Divestment from Private Market Funds

SB 1169 stipulates that if a private market fund fails to provide the affidavit or
certification as stipulated above, the retirement system shall divest or attempt in good
faith to divest its interest in the fund within 90 days, provided that the Board of the
retirement system confirms, through resolution, that the divestment does not have a
material and adverse impact on the retirement system. The retirement system shall
immediately notify the Public Pension Division of the Department of Financial and
Professional Regulation, which shall immediately notify all retirement systems
established under the Pension Code, whereupon those pension funds shall not enter into
any agreement under which the pension funds directly or indirectly invest in that private
market fund unless that private market fund provides the required affidavit or
certification.
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Compliance With High Risk Home Loan Act

SB 1169 provides that in order for an Illinois finance entity (essentially, an entity
chartered under the Illinois Banking Act) to be eligible for investment or deposit of
retirement system or pension fund assets, the Illinois finance entity must, within 6
months of the effective date and annually thereafter, certify that it complies with the
requirements of the High Risk Home Loan Act. The Act generally protects borrowers
who enter into high risk home loans from abuse that occurs when creditors and brokers
are not sufficiently regulated. SB 1169 stipulates that if an Illinois finance entity fails
to provide the required certification, the retirement system shall divest or attempt in
good faith to divest the pension fund’s assets with the finance entity within 90 days of
the finance entity’s failure to comply with the requirements of the High Risk Home
Loan Act.

SB 1380

Passed Senate: 55-0-1
Passed House: 95-21-1
Senate Concurrence: 33-16-3

Transfer of Service Credit from Downstate Police Fund to Cook County Pension Fund
SB 1380 allows any active member of a Downstate Police pension fund to apply for a
transfer of up to 6 years of creditable service in a Downstate fund to the Article 9
(Cook County) Pension Fund. This creditable service shall be transferred only upon
payment of an amount equal to: (1) the amounts accumulated to the credit of the
applicant on the books of the fund on the date of transfer; (2) employer contributions;
and (3) any interest paid by the applicant to reinstate service. This bill also provides
that participation in the police pension fund shall terminate on the date of transfer.

Annuities for Widows of Chicago Police Officers who Die in the Line of Duty

Currently, wives and widows of Chicago police officers who die in the line of duty are
not entitled to annuities if the marriage occurred less than one year before the police
officer’s death. SB 1380 allows a wife or a widow of a policeman, who dies in service,
if the marriage was less than one year, to be considered for an annuity if the policeman
dies in the performance of an act of duty. This consideration will be determined by an
evidentiary hearing. If the Board determines special circumstances exist regarding a
widow’s annuity, the Board may grant the award.

Resumption of Chicago Police Annuities for Remarried Widows

Currently, any annuity granted to a widow of a Chicago police officer shall be
suspended when she remarries unless her husband’s death was from an injury in the
performance of an act of duty or she remarries after reaching age 60. SB 1380 allows
any widow’s annuity that was previously terminated or suspended as a result of
remarriage to be resumed as of the date of application. The resumption shall not be
retroactive and applies regardless of whether or not the deceased policeman was in the
service on or after the effective date of this Act. SB 1380 also stipulates that the
foregoing provision does not apply on or after the effective date.
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Age Limitations Eliminated for Chicago Police Disabled Dependants

Currently, a child’s annuity paid from the Chicago Police Pension Fund shall not be
reduced or terminated by reason of reaching 18 years of age if he or she is then
dependant due to a physical or mental disability. Under current law, “disability”
means inability to engage in any substantial gainful activity by reason of any medically
determinable physical or mental impairment which can be expected to result in death or
which has lasted or can be expected to last for a continuous period of not less than 12
months. For purposes of determining eligibility for children’s annuities, SB 1380
eliminates age limitations placed on children who are so physically or mentally
handicapped that they are unable to support themselves.

Transfer of Service Credit from Chicago Municipal to IMRF

SB 1380 allows any eligible member who is a sheriff’s law enforcement employee
under IMRF (Article 7) to transfer an unlimited amount of service credit from the
Chicago Municipal Fund to the Illinois Municipal Retirement Fund. Upon application,
the credits and creditable service shall be transferred to IMRF and include payments by
the Chicago Municipal Fund to IMRF, consisting of: (1) the amounts accumulated to
the credit of the applicant of the fund, including interest, on the books of the fund on
the date of transfer; (2) corresponding employer credits computed and credit for that
service.

SB 1481

Passed Senate: 52-4-2
Passed House: 114-2-0
Senate Concurrence: 33-16-3

Service Credit for Public Aid Contractual Nurses

The Illinois Pension Code lists specific conditions and periods of service for which an
employee may purchase service credit. SB 1481 amends the State Employees’ Article of
the Pension Code to add: (1) members who worked as a nurse under a contractual
agreement for the Department of Public Aid or its successor agency, the Department of
Human Services, in the Client Assessment Unit and were subsequently determined to be
State employees by the United States Internal Revenue Service and Illinois Labor
Relations Board, and (2) members taking a leave of absence to work for a statewide
labor organization that represents members of this system. Members are required to
apply by July 1, 2008 and pay all required contributions as of the date specified.

Service Credit for Leaves of Absence While Working for a Statewide Labor
Organization

SB 1481 provides that a member of SERS who represented or was employed as an
officer or employee of a statewide labor organization that represents members of SERS
may purchase up to 2 years spent on an authorized leave of absence from state service
while employed by the labor organization as an officer representing members of SERS.
The member must pay to the system the employee contributions that would have been
required had the member remained in SERS, plus an amount determined by the SERS
board to be equal to the employer’s normal cost of the benefit plus interest.
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SB 1553

Passed Senate: 39-14-2
Passed House: 84-32-0

The Downstate Firefighter Article of the Pension Code currently stipulates that a
disability pension shall not be paid to a firefighter until the firefighter has been
examined by 3 physicians selected by the board. SB 1553 amends the Code to specify
that the 3 physicians need not agree as to the existence of any disability or the nature
and extent of a disability. The bill, as amended, also prohibits a municipality from
using a physical or mental disability as a means of discharging a firefighter. In
addition, SB 1553 stipulates that if the firefighter must file a civil action against the
municipality to enforce his or her mandated return to payroll, the firefighter shall then
be entitled to recover reasonable court costs and attorney’s fees.

SB 1621

Passed Senate: 57-0-0
Passed House: 90-20-4
Senate Concurrence: 51-0-0

Definition of “Retirement Systems”

SB 1621 amends the definition of “retirement systems” so that the provisions of this bill
apply only to the State Employees’ Retirement System of Illinois, the Judges
Retirement System of Illinois, the General Assembly Retirement System, the State
Universities Retirement System, and the Teachers’ Retirement System of the State of
Ilinois.

Prohibited Transactions with Scrutinized Companies

Currently, the General Provisions Article of the Pension Code contains a list of
prohibited transactions for the Boards of Trustees of each public pension fund and
retirement system. Most of these prohibited transactions are aimed at preventing Board
members from misusing the assets of the fund or system.

SB 1621 defines “scrutinized company” as a business operation that involves contracts
with or provision of supplies or services to the Government of Iran, companies in
which the Government of Iran has any direct or indirect equity share, consortiums or
projects commissioned by the Government of Iran and:

(1) more than 10% of the company’s revenues produced in or assets
located in Iran involve oil-related activities or mineral-extraction
activities;

(2) less than 75% of the company’s revenues produced in or assets
located in Iran involve contracts with or provision of oil-related or
mineral extraction products or services to the Government of Iran;
and the company has failed to take substantial action; or

(3) the company has, on or after August 5, 1996, made an investment of
$20 million or more, or investments of at least $10 million each in
the aggregate that equals or exceeds $20 million in any 12-month
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period that directly or significantly contributes to the enhancement of
Iran’s ability to develop the petroleum resources of Iran.

Substantial Action to Cease Scrutinized Business Operations

SB 1621 defines “substantial action” as adopting, publicizing, and implementing a
formal plan to cease scrutinized business operations within one year and to refrain from
any such new business operations. This bill provides that within 90 days of the
effective date of this Act, a retirement system shall make its best efforts to identify all
scrutinized companies in which the retirement system has direct or indirect holdings or
could possibly have such holdings in the future. These efforts shall include the
following, as appropriate in the retirement system’s judgment:

(1) reviewing and relying on publicly available information regarding
companies having business operations in Iran, including information
provided by nonprofit organizations, research firms, international
organizations, and government entities;

(2) contacting asset managers contracted by the retirement systems that
invest in companies having business operations in Iran;

(3) contacting other institutional investors that have divested from or
engaged with companies that have business operations in Iran.

By the first meeting of the retirement system’s board of trustees following the 90-day
period after the effective date of this Act, the retirement system shall assemble all
scrutinized companies identified into a scrutinized companies list.

Procedures for Companies on the Scrutinized Companies List

In the context of the foregoing section on scrutinized companies, retirement systems are
required to update and adhere to the following procedures for companies on the
scrutinized companies list:

(1) the retirement system shall determine the companies on the
scrutinized companies list in which the retirement system owns direct
or indirect holdings.

(2) for each company identified that has only inactive business
operations, the retirement system shall send a written notice
informing the company and encouraging it to continue to refrain
from initiating active business operations in Iran until it is able to
avoid scrutinized business operations. The retirement system shall
continue such correspondence semiannually.

(3) for each company newly identified that has active business
operations, the retirement system shall send a written notice
informing the company of its scrutinized company status and that it
may become subject to divestment by the retirement system.

(4) if, within 90 days after the retirement system’s first engagement with
a company, that company ceases scrutinized business operations, the
company shall be removed from the scrutinized companies list and
the provisions shall cease to apply to it unless it resumes scrutinized
business operations.
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If, after 90 days following the retirement system’s first engagement with a company
and the company continues to have scrutinized active business operations, the
retirement system shall sell, redeem, divest, or withdraw all publicly traded securities
of the company from the retirement system’s assets under management within 12
months after the company’s most recent appearance on the scrutinized companies list.
SB 1621 stipulates that the retirement system may not acquire securities of companies
on the scrutinized companies list, unless the United States Government declares the
company to be excluded form federal sanctions against Iran.

Divestiture Reporting Requirements

SB 1621 requires the retirement system to file a report with the Public Pension Division
of the Department of Financial and Professional Regulation Division within 30 days of
the creation of the scrutinized companies list, which shall include the following:

(1) a summary of correspondence with companies engaged by the
retirement system that have active and inactive business operations;

(2) all investments sold, redeemed, divested, or withdrawn in
compliance with this Act;

(3) all prohibited investments on the scrutinized companies list that have
active business operations; and

(4) a summary of correspondence with private market funds that have
scrutinized active business operations with scrutinized companies.

Requirements for Private Market Funds

SB 1621 defines “private market fund” as any private equity fund, private equity fund
of funds, venture capital fund, hedge fund, hedge fund of funds, real estate fund, or
other investment vehicles that are not publicly traded. SB 1621 exempts private market
funds in which the retirement systems have indirect holdings from the divestiture
requirements outlined above. However, the bill requires the retirement systems to
submit letters to the managers of those investment funds containing companies that have
scrutinized active business operations requesting that they consider removing the
companies from the fund or create a similar actively managed fund having indirect
holdings devoid of the companies. If the manager creates a similar fund, the retirement
system shall replace all applicable investments with investments in the similar fund in
an expedited timeframe consistent with prudent investing standards.

Conditions for Cessation of Divestiture

SB 1621 provides that the retirement system may cease divesting or reinvesting from
certain scrutinized companies if clear and convincing evidence shows that the value of
all assets under management by the retirement system becomes equal to or less than
99.50%, or 50 basis points, of the hypothetical value of all assets assuming no
divestment for any company had occurred. This bill provides that the retirement
system shall provide a written report to the Public Pension Division in advance of initial
reinvestment, updated semiannually, supported by clear and convincing evidence, for
its decisions to cease divestment, reinvest, or remain invested in companies having
scrutinized active business operations. This does not apply to reinvestment in
companies on the grounds that they have ceased to have scrutinized active business
operations.
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