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Dear Colleagues and Friends,

Chicago Public Schools (CPS) is nationally recognized for being a catalyst of change in both our
communities and schools. Our accomplishments are made possible through focused improvements
within our core strategy areas of instructional excellence, talent attraction and development and expanded
learning opportunities. Since taking on the challenge of raising our scholastic performance, we have seen
progress across the city and have become a national model for urban school reform. At the heart of our
transformation are innovative programs and dedicated people like you.

Innovative Programs

As we progress along our journey towards academic excellence, we continue to set new standards with
ground-breaking programs including a school turnaround strategy paired with a teacher training residency
designed to dramatically improve academic achievement and teacher performance. This year, six Chicago
Public Schools teachers received the 2008 Golden Apple Award for Teaching Excellence in grades 4
through 8. Eight other Chicago teachers were named Teachers of Distinction. This is the most Golden
Apples awarded to CPS teachers since 1996. For students who would be the first in their family to attend
college, the influence of teachers makes a significant difference.

We have made strides in ensuring that every student has an individualized path and the support necessary
to graduate prepared for the future. To this end, Graduation Pathways was designed to provide specialized
prevention, intervention, re-enrollment and credit recovery programs. The Freshman Watchlist tool,
accessible through each school’s Dashboard, identifies eighth and ninth-graders who are at risk of falling
off-track on the path to graduation. By identifying these students early, Graduation Pathways allows
teachers and counselors to offer additional supports and targeted efforts to help keep these students on
track.

Our efforts are resulting in steady progress within elementary schools. Elementary test scores hit a new
high this year, with 65 percent of our students meeting or exceeding state standards — our seventh
consecutive year of gains. CPS high school students are gaining ground on their counterparts across
lllinois and the nation, both on ACT scores and on taking and passing Advanced Placement classes. These
accomplishments are a direct reflection of the on-going partnerships between CPS students, teachers,
parents and communities.



Fiscal Management

In general, CPS ended the fiscal year better than budgeted, primarily due to sustainable revenue increases
in addition to strategically reduced expenditures. As in past years, CPS instituted strong fiscal discipline
and budgeted prudently, to ensure that the limited resources available, both financial and human, were
used efficiently to advance the core strategies. At the end of fiscal year 2008, CPS again maintained a
strong cash position. In recognition of our strong fiscal management, CPS was awarded bond rating
upgrades from both Moody’s and Standard & Poor’s for the fiscal year 2007-2008.

CPS continues to make improvements to our financial, purchasing, and budgeting systems allowing
access to more information and reducing the paperwork burden. In 2008, we created and/or improved
special new financial system modules which link program management administered at the school or
department level directly to centralized financial systems. The goal is to maximize central oversight and
integration and minimize paper work flow tracking.

Challenges CPS faces

CPS faces financial challenges in the year ahead as revenue struggles to keep pace with increasing costs
and declining enroliments. In the next few years, pension funding will become a substantial expense for
CPS, with expenditures expected to increase significantly each year. And, while state funding has
increased in recent years, the state’s share of education funding remains among the lowest in the
country. This results in an over-reliance on property taxes, inequities in funding among districts, and a per-
pupil level of spending for CPS that is much lower than other large urban districts.

With more funding, we can continue to develop programs which support our core strategies in the area of
instructional excellence, talent attraction and development and expanded learning options. In partnership
with the Chicago Public Education Fund and the Chicago Teachers Union, we are encouraging our
teachers to pursue certification, providing support and mentoring for the rigorous certification process.
Our goalis to have 1,200 National Board Certified teachers by 2010. As of last year, we had 863 teachers.
We would also like to reduce primary grade school classes to less than 28 students, which will allow
students to focus on learning the basics and developing good study habits. Within the next four years, we
aim to transform many more schools into Community Schools that stay open evenings and weekends to
provide both academic and social enrichment activities for students as well as classes for parents and
neighborhood residents. High-quality early childhood education is essential to preparing our students for
their academic career at CPS. There is still strong demand for early childhood programs. Last year, over
35,000 children participated in early childhood programs, about two-thirds of the eligible population of
50,000. With additional funding, we could expand our capacity to provide all eligible children with quality
early childhood education.

While we are proud of our accomplishments to date, additional resources are needed to accelerate our
rate of progress and achieve our goal of becoming the premier urban school district in the country. Your on-
going support is needed to ensure we can continue working together toward this common goal of offering
our children the high-quality education needed to inspire and transform their lives.

Respectfully Submitted,

/ b9 f//«;’.-— m%‘y

Rufus Williams Arne Duncan
President Chief Executive Officer
Chicago Board of Education Chicago Public Schools
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Mayor of the City of Chicago
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Chicago Board of Education
Rufus Williams, President
Clare Mufana, Vice President

Members
Norman R. Bobins
Tarig H. Butt, M.D.

Alberto A. Carrero, Jr.
Roxanne Ward
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Statutory Officers
Arne Duncan, Chief Executive Officer
Barbara J. Eason-Watkins, Ed.D., Chief Education Officer
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The Chicago Public Schools is the third largest school district in the nation.
It serves approximately 409,000 students in 627 attendance centers with a staff of over 44,000.
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Certificate of
Achievement
for Excellence
1n Financial
Reporting

Presented to

Chicago Public Schools
Illinois

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2007
A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement

systems whose comprehensive annual financial

reports (CAFRs) achieve the highest

standards in government accounting
and financial reporting.
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This Certificate of Excellence in Financial Reporting is presented to

CHICAGO PUBLIC SCHOOLS

For its Comprehensive Annual Financial Report (CAFR)
For the Fiscal Year Ended June 30, 2007

Upon recommendation of the Association’s Panel of Review which has judged that the Report
substantially conforms to principles and standards of ASBO’s Certificate of Excellence Program

fhowe & Arimdel % BV fuaas

President Executive Director
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CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

Board Member Profiles

Rufus Williams, President

Rufus Williams is President of the Chicago Board of Education and also President and Chief Executive
Officer of Olympus, LLC, a business management and contract negotiation firm. Prior to founding
Olympus, LLC, Mr. Williams worked for 10 years in various positions including Chief Financial Officer
and Controller at Harpo Entertainment Group, best known for producing “The Oprah Winfrey Show.”
Mr. Williams began his career at Arthur Andersen & Co., where he rose to the level of Experienced Audit
Manager. He left after 10 years to take a position as Corporate Audit Manager at Baxter Healthcare
Corporation. Mr. Williams has always been personally involved in civic causes and philanthropic projects,
especially those with a focus on education. Mr. Williams previously served as Vice Chairman and
Treasurer of the Board of Trustees of Providence-St. Mel School. He is past President of the Better
Boys Foundation, a social service agency that provides assistance to children and their families, and past
Treasurer of the Board of Trustees of Francis W. Parker School, where he is now an Honorary Trustee.
Mr. Williams served as President of the Local School Council at Whitney M. Young Magnet High School. He
currently serves on the boards of the Chicago Public Education Fund, the Renaissance Schools Fund, the
Children First Fund, After School Matters, the Public Building Commission of Chicago and Chicago 2016.
Mr. Williams graduated Magna Cum Laude from Southern University in Baton Rouge, Louisiana with a
degree in Accounting. He is married with two children.

Clare Munana, Vice President

Clare Mufanaiis Vice President of the Board and a public sector, not-for-profit and management consultant
operating her own firm. Ms. Mufiana has performed numerous domestic and international engagements
for public sector and private sector clients. Ms. Mufiana holds a Bachelors degree from Boston College,
Masters degree in International Economics from the School of Advanced International Studies at The
Johns Hopkins University and a Masters in Business (MBA) from the Kellogg Graduate School of
Management at Northwestern University. Ms. Mufana also holds a certificate in French Civilization
and Language from the Sorbonne. Ms. Mufana serves with the Chicago Public Education Fund, National
Museum of Mexican Arts, Chicago Council on Global Affairs, Aspen Institute, Field Museum, Commercial
Club of Chicago, Paris/Chicago Sister Cities International Program, Nuestro Futuro Chicago Community
Trust, and other not-for-profit organizations.

Norman R. Bobins

Norman R. Bobins is retired chairman of LaSalle Bank Corporation. Mr. Bobins served as a Trustee of the
Public School Teachers’ Pension and Retirement Fund of Chicago and was a member of the Public
Building Commission of Chicago. Mr. Bobins received a Bachelor of Arts degree from the University of
Wisconsin and a Master of Business Administration from the University of Chicago. Mr. Bobins is active in
several civic organizations, including chairman of the board of trustees of WTTW Communications, Inc.,
member of the The Field Museum, The Newberry Library and the Children’s Brain Research Foundation.

Dr. Tariq Butt

Dr. Tariq Butt is a Board Certified Family Physician with teaching appointments at the University of lllinois’
Medical College, Rush University Medical School, and the Faculty with Mt. Sinai Family Residency
Program affiliated with the Chicago Medical School. Dr. Butt is Deputy Medical Officer of the Access
Community Health Network. As part of his medical practice, Dr. Butt provides a range of medical services
to patients on the west side of the city, regardless of their ability to pay. Dr. Butt has served as Chairman of
the Mayor’s Asian-American Advisory Council, as well as both the Cook County and State of lllinois’
Asian-American Advisory Councils. Dr. Butt is currently serving on the Board of Directors for the lllinois
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Association of School Boards (IASB), the National School Boards Association (NSBE) — Counsel of
Urban Boards of Education (CUBE) Steering Committee, the Otho S.A. Sprague Foundation, the Uni-
versity of Chicago Children’s Hospital Mobile Care Van, and the Consortium to Lower Obesity in Chicago
Children (CLOCC). In February 2007, Dr. Butt was appointed as the Chairperson of the Chicago/Lahore
International Sister Cities Committee.

Alberto A. Carrero, Jr.

Alberto A. Carrero, Jr. is President of CBSS USA, a firm which provides financial, operational, and
business consulting advice and services. Mr. Carrero retired from Banco Popular North America as Senior
Vice President at the end of 2008, after a 21-year rewarding career which allowed him to hold a variety of
executive positions in several different states in the U.S. Prior to joining Banco Popular, Mr. Carrero worked
for the Federal Deposit Insurance Company, (FDIC), in the New York Region. On November 19, 2008 he
was reappointed by the Chicago Board of Education as a Trustee of the Chicago Public School Teachers’
Pension Fund. Prior to his appointment to the Chicago Board of Education, he served three years as a
member of the City Colleges of Chicago Board of Trustees. He graduated from the University of Puerto
Rico with a Bachelor’'s Degree in Business Administration and Finance. His affiliations include member-
ship in the National Association of Latino Elected and Appointed Officials (NALEO); Financial Committee
Member, Institute of Puerto Rican Art and Culture. Mr. Carrero has been the recipient of numerous awards
from a variety of New York and lllinois State and local agencies for Excellence in Business.

Peggy A. Davis

Peggy A. Davis is the Vice President of Diversity and Recruiting at the Exelon Business Services
Corporation. Ms. Davis also serves as a Board Trustee to the Public School Teachers’ Pension and
Retirement Fund of Chicago. She was a former partner in the government relations and labor and
employment practices at Winston & Strawn LLP. She also has extensive experience in the public sector,
including her most recent service as chief of staff to the Chicago Public Schools CEOQ. She served nine
years as general counsel to the Metropolitan Pier and Exposition Authority and also worked for the City of
Chicago’s law department and the Chicago office of the Equal Employment Opportunity Commission.
Ms. Davis received a bachelor’s degree in social welfare from the University of Wisconsin — Milwaukee
and a law degree from the University of Wisconsin — Madison.

Roxanne M. Ward

Roxanne M. Ward is Vice President and Corporate Liaison of Ariel Investments, LLC (“Ariel”), a Chicago-
based investment management firm founded in 1983. Ms. Ward also is President of the Black Corporate
Directors Conference. Prior to joining Ariel, Ms. Ward spent four years working for the Chicago Park
District as the First Assistant General Counsel, Board Liaison and Legislative Liaison. Ms. Ward has spent
more than 15 years working as a private sector attorney in the Chicago offices of Skadden, Arps, Slate,
Meagher and Flom and Mayer, Brown & Platt. Ms. Ward has been actively involved with many civic and
community organizations. Ms. Ward served as Co-Chair of the City of Chicago Mayoral Policy Caucus on
Prisoner Re-entry and serves on the Board of Directors of WTTW and the Safer Foundation. Ms. Ward is
also a former member of the Desegregation Monitoring Commission and of the Boards of the lllinois
Facilities Fund and Congo Square Theater Company. Ms. Ward graduated Phi Beta Kappa from the
University of Chicago with a Bachelor of Arts degree in Social Service Administration (“SSA”), followed by
a Masters of Arts degree in SSA from the University of Chicago. She subsequently obtained her Juris
Doctor from Harvard Law School.
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The members of the Board have been appointed to serve terms ending as follows:

Member _Term Expires
Rufus Williams, President . . . . ... .. . . . . . June 30, 2011
Clare Muiana, Vice President. . . .. .. ... .. . . . June 30, 2010
Norman R. Bobins . ... ... .. . . . e June 30, 2010
Dr. Tarig Butt. . .. .. June 30, 2011
Alberto A. Carrero, Jr. . .. ... June 30, 2010
Peggy A. Davis . . . .. June 30, 2011
Roxanne M. Ward . . ... ... ... e June 30, 2011

At the expiration of the term of each member, the Mayor shall appoint a successor for a four-year term from
July 1 of the year in which the term commences. Any vacancy shall be filled by appointment of the Mayor for
the unexpired term.

The Board elects annually from its members a president and vice-president in such manner as the Board
determines.
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CHICAGO PUBLIC SCHOOLS
Chicago Board of Educations

Central Administration Profiles

Arne Duncan is the Chief Executive Officer of the Board. On June 26, 2001, Mayor Richard M. Daley
named Arne Duncan, Chief Executive Officer of the Chicago Public Schools. Arne Duncan currently
serves on the Boards of the Ariel Education Initiative, Chicago Cares, The Children’s Center, the Golden
Apple Foundation, the lllinois Council Against Handgun Violence, Jobs for America’s Graduates, Junior
Achievement, the Dean’s Advisory Board of the Kellogg School of Management, the National Association
of Basketball Coaches’ Foundation, Renaissance Schools Fund, Scholarship Chicago and the South Side
YMCA. He also serves on the Board of Overseers for Harvard College and the Visiting Committees for
Harvard University’s Graduate School of Education and the University of Chicago’s School of Social
Service Administration. He was a fellow in the Leadership Greater Chicago’s class of 1995, and a member
of the Aspen Institute’s Henry Crown Fellowship Program, Class of 2002. In 2004 he was the recipient of
the Outstanding Alumni Award, the Family Focus Honor and the lvy League Alumni Challenge. In 2006, the
City Club of Chicago named him Citizen of the Year. In 2007, he received the Niagara Foundation’s
Education Award, the National Foundation for Teaching Entrepreneurship (NFTE) Enterprising Educator
Award and the University High School Distinguished Alumni Award. He also received Honorary Degrees
from the lllinois Institute of Technology, Lake Forest College and National-Lewis University.

Arne Duncan graduated magna cum laude from Harvard University in 1987, majoring in sociology. He was
co-captain of Harvard’s basketball team and was named a first team Academic All-American. From
1987-1991, Mr. Duncan played professional basketball in Australia, where he also worked with children
who were wards of the state.

Arne Duncan returned to Chicago in 1992 to direct the Ariel Education Initiative, which seeks to create
outstanding educational opportunities for inner-city children on the City’s South Side. In 1998, he joined the
Chicago Public Schools.

Barbara Eason-Watkins is the Chief Education Officer of the Board. Dr. Eason-Watkins is a nationally
recognized school principal from Chicago’s Woodlawn community who has spent her entire 29-year
professional career in the schools, working with students, teachers and parents. Since 1988, Dr. Eason-
Watkins has been principal of McCosh Elementary School in Chicago. A native of Detroit, Michigan, she
received a Bachelor’s degree in elementary education from the University of Michigan, a Masters degree in
educational administration and supervision from Chicago State University, and a Doctorate in education,
with a specialty in curriculum and instruction, from Loyola University, Chicago.

M. Hill Hammock is the Chief Administrative Officer and Chief Operating Officer of the Board. Prior to
joining the Board, Mr. Hammock served as Vice President, Chief Operating Officer and Board Member of
the LaSalle Bank Corporation. Mr. Hammock is the Chair of the Chicago Shakespeare Theater and has
served as Chairman of the Chicago Historical Society, the Metropolitan Planning Council, and Leadership
Greater Chicago. Mr. Hammock received an M.B.A. in Finance from the University of Chicago’s Graduate
School of Business and bachelor’s degree in applied mathematics from Georgia Tech University.

Pedro Martinez is the Chief Financial Officer of the Chicago Public Schools (CPS). Prior to joining the
Chicago Public Schools he was the Director of Finance and Technology at Catholic Charities, a division of
the Archdiocese of Chicago. He is a Certified Public Accountant, and was also an Audit Manger at Deloitte
& Touche and Price Waterhouse Coopers. He is an LGC Fellow from the class of 2005. He has earned an
MBA with honors from DePaul University and holds a B.S. in Accounting from the University of lllinois at
Champaign-Urbana. In addition Mr. Martinez serves on the executive boards of several nonprofit orga-
nizations including: the YMCA of Metropolitan Chicago, Cristo Rey Jesuit High School, and The Resur-
rection Project. He also serves as the Finance Project Manager with the Council of Great City Schools,
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leading the development of financial performance measures and benchmarks for 66 of the nation’s largest
urban public school systems.

Opal L. Walls is the Chief Purchasing Officer of the Board. Ms. Walls previously served as the Board’s
Deputy Purchasing Officer and Director of Finance and Administration for the Department of Procurement
and Contracts. Ms. Walls also served in the capacity of Project Manager for the Controller’s Office. Prior to
joining the Board, Ms. Walls worked for Allstate Insurance Company in Northbrook, IL and served in the
capacity of Benefits Consultant, Pension Analyst, and Senior Portfolio Manager. Ms. Walls holds a BS in
Business Administration from Elmhurst College of lllinois.

Patrick J. Rocks is the General Counsel of the Board. He has served in that office since March 1, 2005.
Prior to his current appointment, Mr. Rocks served in various offices in the Office of the Corporation
Counsel of the City of Chicago from 1987 to 2005. From November 2002 to February 2005, he served as
First Assistant Corporation Counsel. From May 1998 to November 2002, he served as Deputy Corporation
Counsel for the Employment Litigation Division. From December 1993 to May 1998, he served as Chief
Assistant Corporation Counsel in the Labor Division. From July 1987 to December 1993, he served as an
Assistant Corporation Counsel in the General Litigation and Labor Divisions. Prior to his service with the
City of Chicago, Mr. Rocks served as a judicial clerk and was engaged in private practice. Mr. Rocks
received his law degree from the John Marshall Law School in 1985 and his Bachelor’s degree from Loyola
University of Chicago in 1980.
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Pedro Martinez
Chief Financial Officer

December 10, 2008

Mr. Rufus Williams, President,
Members of the Chicago Board of Education,
And Residents of the City of Chicago:

The Comprehensive Annual Financial Report (CAFR) of the Chicago Public Schools (CPS) for the fiscal
year ended June 30, 2008, is hereby submitted. It has been prepared in accordance with Generally
Accepted Accounting Principles (GAAP) as applicable to governmental entities. To the best of our
knowledge and belief, the enclosed data are accurate in all material respects and are reported in a
manner designed to fairly present the financial position as well as the financial condition of CPS.

The lllinois School Code (105 ILCS 5/34-9) requires the Chicago Public Schools to submit an annual report
of the financial records and transactions audited by independent certified public accountants. This
document is submitted in fulfillment of this requirement. An audit was also conducted to meet the
requirements of the Federal Single Audit Act Amendment of 1996 and related Office of Management
and Budget Circular A-133, Audits of State and Local Governments.

The role of the auditors is to audit the basic financial statements to determine if they are free of material
misstatements and to assess the accounting principles used. Based on their findings, they express an
opinion on the fairness of the statements and disclose any material weaknesses. Responsibility for the
accuracy of the data presented as well as completeness and fairness of presentation of this report rests
with the CPS management.

The Comprehensive Annual Financial Report is presented in four sections: introductory, financial, sta-
tistical, and statutory reporting, which contains State and Federal compliance reporting information. The
introductory section includes this transmittal letter, a list of principal officials, and an organizational chart.
The financial section includes the basic financial statements as well as the unqualified opinion of
independent public accountants on the basic financial statements. The statistical section contains
selected financial and demographic information, generally presented over a multi-year basis. Finally,
the statutory reporting section includes the results of the Federal Single audit.

GAAP requires that management provide a narrative introduction, overview and analysis to accompany
the basic financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter of
transmittal is designed to complement the MD&A and should be read in conjunction with it. The MD&A can
be found immediately following the report of the independent auditors.

PROFILE OF THE CHICAGO PUBLIC SCHOOLS

The Chicago Public Schools is a body politic and corporate, and a school district of the State of lllinois
having boundaries coterminous with the City of Chicago. The Chicago Board of Education is established
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Introductory Section

under and governed by the lllinois School Code. The Chicago Board of Education is not a home rule unit of
government and operates a system of schools primarily for grades kindergarten through twelve. CPS has
no component units, which are legally separate organizations for which the Chicago Public Schools is
financially accountable.

The Chicago Public Schools is governed by a seven-member Board of Education that is appointed by the
Mayor of the City of Chicago. The Board members elect one member to serve as President of the Board. In
addition, pursuant to amendments to the School Code initially enacted in 1988, elected local school
councils, composed of parents, teachers, principals, and community representatives, exercise certain
powers relating to the operation of individual schools in the Chicago public school system, most notably the
selection of principals.

As a large urban school district, our schools and students reflect the broad diversity of our city. Chicago Public
Schools operates 627 schools. At the elementary level CPS has gifted centers, magnet schools, middle
schools, special schools, and neighborhood schools. Enhanced educational opportunities are provided at the
high school level including small schools, vocational schools, general/technical/academic preparatory high
schools, magnet programs, and alternative programs for disruptive students and dropouts. As of September
2007, CPS operates 28 charter schools on 56 campuses with more planned to open next year.

Student enrollment in September 2007 was 409,000, declining from 414,000 in 2006. About 84% of our
students come from low-income families and over 14% speak English as a second language. CPS
employs about 44,000 workers, including about 23,700 teaching positions with an annual operating budget
of over $4.6 billion in FY08.

LOCAL ECONOMIC OUTLOOK

Chicago has beenimpacted in late 2008 by the slowing economy. The decline of the real estate market has
been cited as the driving force behind the national economic downturn. The subprime lending mortgage
crisis, record foreclosures and tightening of credit have brought financial distress to a number of sectors
including the banking industry, construction and government. The City’s property tax collections have
remained stable. The City’s real estate market, however, slowed as a result of lower sales coupled with
decreasing prices caused by the sub-prime lending fall-out.

Chicago remains a center of tourism and conventions with hotel occupancy remaining steady at a rate of
75.5%, with rates increasing by an average of 16% over 2006. Hotel projects completed in 2007 included
the Hotel Cass Mag Mile Chicago with 175 rooms and the Trump Tower Chicago Hotel with 286 condo/
hotel rooms. Chicago ranked eighth on the list of most popular destinations for overseas visitors in 2007.
There was a record 1.17 million foreign visitors in 2007, up from 1.08 million in 2006. Chicago is a world-
class destination for business and leisure travel with record numbers of international tourists making the
city a premium travel destination in recent years. As an official Candidate City, Chicago was selected as
one of four finalists eligible to host the 2016 Olympic and Paralympic Games.

The City’s unemployment was 6.4% in October 2008, up from 4.6% in October 2007. The national rate of
unemployment in October 2008 was 6.5%. A metro-wide net change of zero payroll jobs is projected in
2008. Since the start of the recession in December 2007, as recently announced by the National Bureau of
Economic Research, the number of unemployed persons increased by 2.7 million, and the unemployment
rate rose by 1.7 percentage points. Metro Chicago economic expansion will likely stall in the near term,
with job losses running 20,000 in 2009 but bouncing back in 2010.

EDUCATION PROGRAMS

Chicago Public Schools’ goal is to make every Chicago public school a school of choice. To achieve our
goal of transforming neighborhood schools into schools of choice, the Chicago public school system has
committed to three core educational strategies. These strategies encompass planning and program
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development in specific areas — teacher excellence and professional development, reading, and creating
more learning opportunities.

In addition to the three core strategies, CPS has identified two supporting strategies: performance
management and resource alignment. The district has developed five-year goals, school score cards,
benchmark assessments, and has implemented new information systems in human resources and payroll
and comprehensive student information to make tracking and reporting easier. CPS has made a long-term
commitment to improving operational efficiency and cutting costs wherever possible. As long as student
instruction is not adversely affected, all operational aspects will be re-examined and alternatives compared
and investigated.

. Advancing Literacy — CPS’ vision is that all its students will function as readers, writers and critical
thinkers in a technologically advancing global society. The mission is to provide a framework for high
quality literacy instruction at all grade levels. CPS is training an elite corps of reading specialists to
ensure that teachers are trained to use books and materials appropriately.

. Improving Human Capital — CPS continues ongoing efforts to improve teacher quality by actively
recruiting from a diverse group of top universities and streamlining the hiring process. We are seeing
more applications than ever for every teacher vacancy, and we are getting increasingly better
applicants. We believe that our emphasis on high standards has led us to be more attractive to high-
quality candidates, and an earlier hiring timeline has enabled us to make offers to the best as soon as
possible. As a result, we reduced teacher vacancies on the first day of school to just 2.5%, a dramatic
improvement from last year's 5.1% vacancy rate on the first day of school.

Merit pay for teachers is an initiative that is being evaluated at CPS. The program focuses on
additional and ongoing professional development, multiple career paths for teachers, and instruc-
tional focus evaluations as well as performance pay. The goal of implementing a Teacher Advance-
ment Program (TAP) in 40 schools by 2010 has been set. In a Fall 2007 report, the National Institute
for Excellence in Teaching stated that TAP positively impacts recruiting for open positions. Forty-
seven percent of principals say the program makes it easier to hire good teachers. On average, TAP
teachers produce higher student achievement growth than non-TAP teachers. TAP schools generally
outperform similar non-TAP schools in producing an average year’s growth or more in both reading
and math achievement.

. Creating More Learning Opportunities — In every area of the city, CPS is working to provide a
range of educational options at the high school level to raise overall performance and to close
minority and gender achievement gaps. Transformation focuses on improving classroom instruction;
making school performance across a range of indicators more transparent; bringing greater
accountability across the system; and keeping more students in school. To measure success,
school report cards are being created to track student achievement, post-secondary outcomes,
teacher qualification, and operational efficiency.

CPS continues its major initiative of converting low-enroliment and low-performing elementary and high
schools into new schools. Renaissance 2010 schools are a combination of CPS-run, contract and charter
schools. The program has three main objectives: to provide 100 high quality schools by 2010, to expand
and diversify educational options and to address priority communities. In the fall of 2007, CPS had
40,200 seats available in 79 Renaissance 2010 schools, up from 30,600 in 2006. The final goal is
76,800 seats by 2010.

We are encouraged by the education vision communicated thus far by President Elect Barack Obama. His
priorities align with those of CPS: more money for early years education, a target of universal availability of
pre-school education, more after-school opportunities, more summer schools for disadvantaged pupils,
the recruitment of more math and science graduates into teaching, and better pay for teachers.
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Introductory Section

CAPITAL IMPROVEMENT PROGRAM

Since the start of the recent capital program in 1996, nearly every elementary and high school has received
some kind of capital improvement. More than $5.1 billion has already been committed over eleven years to
improving CPS schools. Local sources for new revenue are limited, motivating CPS to continue to lobby for
additional resources at the State and Federal levels.

Significant accomplishments have been made in each of the three primary goals: reducing overcrowding,
achieving a minimum standard of physical condition, and improving educational achievement through
educational enhancements.

To date, 31 new schools, 15 replacement schools, 43 additions, 28 annexes, and 2 links have been
constructed. In addition, 464 schools have new roofs, 25 schools have new doors, 418 schools have new
windows, 382 schools have masonry repairs, 67 state of the art science labs have been installed, 243
Americans with Disabilities Act projects are underway, 216 school renovations, 27 gymnasiums have been
renovated, and 342 play lots have been constructed. CPS, in conjunction with the City of Chicago, the
Chicago Park District, and the Public Building Commission of Chicago has created 94 campus parks. The
accomplishments thus far have significantly improved the quality of our students’ learning environment.

FINANCIAL INFORMATION

CPS ended the fiscal year better than budgeted, primarily due to sustainable revenue in addition to
carefully controlled expenditures in the General Operating Fund. The year began with uncertain economic
conditions, so CPS budgeted prudently and instituted fiscal controls. Using the full accrual basis of
accounting, CPS has total net assets of ($101) million, a decrease of approximately $215 million from fiscal
year 2007. The FY08 comprehensive annual financial report reflects continued strong management
practices and strong tax base. As a result, Moody’s Investor Service and Standard and Poor’s upgraded
the debt ratings for CPS in the fiscal year 2007-2008.

Cash Management: Cash and investments are controlled by the CPS’ Treasury Department. However,
the Treasurer of the City of Chicago, who is the ex-officio Treasurer of the CPS under the lllinois School
Code, maintains custody. Except for cash and investments in escrow or in the Capital Projects Funds and
cash held at the school level for student activities, all cash is deposited in bank accounts designated by the
City Treasurer for the exclusive use of the CPS.

Chicago Public Schools has an Investment Policy that defines the parameters within which funds can be
invested. Investments must comply with the Investment Policy and other applicable laws and regulations.
Investment income for the fiscal year 2008 totaled $86 million compared to $117 million in fiscal year 2007.
(See Note 4 of the Notes to the Basic Financial Statements.)

CPS continues to make improvements to our financial, purchasing, and budgeting systems allowing
access to more information and reducing the paperwork burden. In 2008, we created and/or improved
special new financial system modules which link program management administered at the school or
department level directly to centralized financial systems. The goal is to maximize central oversight and
integration and minimize paper work flow tracking. The Fixed Assets module brings the custom tracking
and accounting of CPS’ assets into the standard, supported Oracle Financials arena. In addition to
replacing a custom solution, Assets provides integration with the Procurement cycle and a reduction in
work effort for asset maintenance and year-end reporting.

Risk Management: The Bureau of Risk Management & Emergency Planning (RMEP) objectives
include preserving the assets of the Chicago Public Schools from the consequences of accidental or
other losses that are financially catastrophic and could impair the Board’s ability to provide educational and
community services. RMEP ensures that risks that are likely to have a significant impact on the achieve-
ment of key Board objectives are identified and effectively mitigated. The Board goal of providing safe
learning, working and community environments within Chicago Public Schools facilities and programs is
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further realized through the efforts of RMEP. Additional objectives include ensuring business continuity
plans and school emergency plans are prioritized and maintained in CPS and that guidelines for insured
and self-insured programs are established.

CPS is self-insured for Workers Compensation Claims, Unemployment Compensation, and certain
Employee Benefits programs. CPS is self-insured up to $10 million with excess coverage to $75 million
for general liability, automobile liability, school board legal liability for wrongful acts, and non-owned aircraft
liability.

A Schedule of Insurance and Insurance Services is provided in the Statistical Section of this report.

Pension Funding: Employees of CPS participate in either the Public School Teachers’ Pension and
Retirement Fund of Chicago (the “Pension Fund”) or the Municipal Employees Annuity and Benefit Fund of
Chicago (the “Annuity Fund”). As of June 30, 2007, the funded ratio of the Pension Fund was 80.1% and
CPS has recorded an estimated pension liability of $1.86 billion in the accompanying financial statements,
as determined under the Generally Accepted Accounting Principles (GAAP). Because the funded ratio
was below 90%, the CPS was required to make a $131.5 million contribution to the Pension Fund under the
statutory requirements during fiscal year 2008.

All career services employees of CPS, except CPS employees who are members of the Public School
Teachers’ Pension and Retirement Fund, participate in the Municipal Employees’ Annuity and Benefit
Fund of Chicago (the “Annuity Fund”). As of December 31, 2007, the date of the latest available report, the
Annuity Fund had net assets of approximately $7 billion and an unfunded accrued actuarial liability for all
covered employees, including CPS employees, of approximately $3.3 billion. The CPS employs approx-
imately 18,000 of the 35,000 active participants in the Annuity Fund. The CPS, in the opinion of its legal
counsel, has no duty to contribute any sum to the Annuity Fund.

Fund Accounting: The CPS reports its financial activities through the use of fund accounting. This is a
system wherein transactions are reported in self-balancing sets of accounts to reflect the results of
activities. (See Notes 1 and 2 of the Notes to the Basic Financial Statements for a summary of significant
accounting policies and a description of fund types and account groups).

Internal Control Structure: The CPS financial management officials are responsible for implementing
and enforcing a system of internal controls to protect the assets of the CPS from loss, theft, or misuse and
to ensure that reliable accounting data are available for the timely preparation of financial statements in
accordance with GAAP The internal control structure is designed to provide reasonable, but not absolute,
assurance that these objectives are met. The concept of reasonable assurance recognizes that the cost of
control should not exceed the benefits likely to be derived and that the valuation of costs and benefits
requires estimates and judgments by management. No material weaknesses were disclosed as a result of
the independent audit of CPS’ financial statements.

Budgetary Control: Annual budgets are prepared on a basis consistent with Generally Accepted
Accounting Principles for the General Operating, Capital Projects and Debt Service Funds. The fiscal year
begins on July 1 and ends June 30 with all annual appropriations lapsing at fiscal year-end. Individual
school units submit budget requests based on the school improvement plans and approved by the Local
School Councils. Administrative units submit budget requests to the Office of Management and Budget,
which compiles all requests into a comprehensive budget and submits it to the Board of Education for
appropriation.

The appropriated budget is prepared by fund, unit, and account. The legal level of budgetary control is the
account level except for school-based discretionary programs. School-based discretionary program
expenditures are governed by specific program policies and procedures. Board approval is required
for all funding transfers except those described above. In addition, an amended budget is required for
increases in total appropriation.
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Introductory Section

Budgetary control is maintained by the encumbrance of estimated purchase amounts prior to the release
of purchase orders to vendors. Outstanding encumbrances at the end of the fiscal year are reported as
reservations of fund balance.

The Capital Projects Funds are budgeted on a project-by-project basis and represent the entire project
budget for projects expected to begin in that fiscal year. Debt service funds are established in accordance
with requirements of the bondholders.

For the past several years, CPS has sought to insulate our financial position by making use of a general
reserve fund to cover unexpected expenses related to capital spending, funding short-falls and unforeseen
emergencies. This year, we adopted a new board policy formally requiring the Board to maintain an
unreserved, designated fund balance of a minimum of 5% and a maximum of 10% of the operating and
debt service budget for the new fiscal year as a stabilization fund in the General Fund at the annual
adoption of the budget. The 5% is estimated to be the historical minimum cash requirement to provide
sufficient cash flow for stable financial operations.

Awards: The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the Board of Education of
the City of Chicago for its comprehensive annual financial report for the fiscal year ended June 30, 2007.
The Certificate of Achievement is a prestigious national award, recognizing conformance with the highest
standards for preparation of state and local government financial reports. CPS has received this award
every year since 1996.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable
and efficiently organized comprehensive annual financial report whose contents conform to accounting
principles and applicable legal requirements. A Certificate of Achievement is valid for a period of one year
only. We believe our current report continues to conform to the Certificate of Achievement program
requirements and we are again submitting it to GFOA.

In 2007, Chicago Public Schools submitted a popular annual financial report (PAFR) to GFOA and was
awarded the Certificate of Achievement for the eighth year in a row. CPS anticipates preparing this year’s
popular version to conform with the program requirements and submitting it to the GFOA. This report is
shorter, providing summary financial information only and distributed to a broader audience.

Chicago Public Schools also received the Certificate of Excellence for Financial Reporting from the
Association of School Business Officials International for the ninth consecutive year. We have included this
award in recognition of the importance of fiscal policies on our ability to educate our students and
undertake the new initiatives outlined above.

Acknowledgments: This report could not have been prepared without the dedicated and effective help
of the entire financial staff of Corporate Accounting, Treasury, Strategic Planning and Office of Finance.
The Chief Executive Office, the Office of the Board, the Office of Management and Budget, Capital
Planning and the Department of Research, Assessment, and Analysis also made significant contributions.
We wish to express our gratitude and appreciation to them for their dedicated efforts, long hours and
professionalism.

Respectfully submitted,

Phitsy -yl ) i

Pedro Martinez Daryl J. Okrzesik
Chief Financial Officer Controller
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McGladrey & Pullen

Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Board of Education of the City of Chicago
Chicago Public Schools
Chicago, lllinois

We have audited the accompanying financial statements of the governmental activities and each major
fund of the Chicago Public Schools (the Board of Education of the City of Chicago, the “CPS”, a body politic
and corporate of the State of lllinois), as of and for the year ended June 30, 2008, which collectively
comprise the CPS’ basic financial statements as listed in the table of contents. These financial statements
are the responsibility of the CPS’ management. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund of the Chicago Public
Schools, as of June 30, 2008, and the respective changes in financial position and the respective
budgetary comparison for the General Operating Fund, for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

As described in Note 16 to the financial statements, CPS changed it method of accounting for revenue
during the year ended June 30, 2008.

In accordance with Government Auditing Standards, we have also issued our report dated December 10,
2008 on our consideration of the CPS’ internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements, and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our
audit.

McGladrey & Pullen, LLP is a member firm of RSM International —
an affiliation of separate and independent legal entities.
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Management'’s discussion and analysis on pages 21 through 36 is not a required part of the basic financial
statements but is supplementary information required by accounting principles generally accepted in the
United States of America. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the CPS’ basic financial statements. The individual fund financial statements and other sched-
ules, listed in the table of contents as individual schedules, are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by the
U.S. Office of Management and Budget Circular A-133, Audit of States, Local Governments, and Non-
Profit Organizations, and is not a required part of the basic financial statements. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken as a
whole.

The accompanying introductory and statistical sections, as listed in the table of contents, are presented for
purposes of additional analysis and are not a required part of the basic financial statements. This
information has not been subjected to the auditing procedures applied in the audit of the basic financial
statements and, accordingly, we express no opinion on them.

%@M'//&%&/ L L

Chicago, lllinois
December 10, 2008
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Management’s Discussion and Analysis

CHICAGO PUBLIC SCHOOLS

Management’s Discussion and Analysis
June 30, 2008

Our discussion and analysis of Chicago Public Schools’ (CPS) financial performance provides an
overview of the school district’s financial activities for the fiscal year ended June 30, 2008. As the intent
of this management discussion and analysis is to look at CPS’ financial performance as a whole, readers
should also review the transmittal letter, financial statements and notes to the basic financial statements to
further enhance their understanding of CPS’ financial performance.

FINANCIAL HIGHLIGHTS

At fiscal year end, total fund balance was $1.73 billion in fiscal year 2008, an increase of $148.3 million. In
the General Operating Fund, unreserved funds increased from $246 million in fiscal year 2007 as restated
to $432 million in 2008, an increase of $186 million.

Total General Operating Fund actual revenues less expenditures exceeded budgeted resources less final
appropriations by $300 million.

As aresult of the collapse of the variable Auction Rate market in February 2008, CPS issued $968.4 million
in debt offerings in the current fiscal year to restructure its auction rate debt. CPS also terminated six swap
agreements in the notional amount of $965 million, which resulted in a $20.5 million termination payment to
the counterparties.

During the fiscal year, CPS issued $238.7 million in debt offerings to further fund the Capital Improvement
Program.
USING THIS COMPREHENSIVE ANNUAL FINANCIAL REPORT

This Comprehensive Annual Financial Report is comprised of different sections. The following graphic is
provided to assist in the understanding of the format and its components:

Notes to !
Financial

OVERVIEW OF THE FINANCIAL STATEMENTS

Our Comprehensive Financial Annual Report consists of a series of financial statements and accompa-
nying notes, with the primary focus being on the school district as a whole. Government-wide financial
statements including the Statement of Net Assets and the Statement of Activities provide both short-term
and long-term information of CPS’ financial status. The fund financial statements provide a greater level of
detail of how services are financed in the short-term as well as the remaining available resources for future
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Financial Section

spending. The accompanying notes provide essential information that is not disclosed on the face of the
financial statements and as such are an integral part of the basic financial statements.

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements are designed to provide readers with a broad overview of the
school district’s finances in a manner similar to a private sector business. The Statement of Net Assets and
the Statement of Activities provide information about the activities of the school district as a whole,
presenting both an aggregate and long-term view of the finances. These statements include all assets and
liabilities using the accrual basis of accounting. This basis of accounting includes all of the current year’'s
revenues and expenses regardless of when cash is received or paid.

The Statement of Net Assets presents information on all of CPS’ assets and liabilities, with the difference
between the two reported as net assets. Increases or decreases in net assets may serve as a useful
indicator of whether the financial position is improving or deteriorating.

The Statement of Activities presents information showing how net assets changed during the fiscal year.
All changes in the net assets are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of the related cash flows. Thus, revenues and expenses are reported in the
statement for some items that will result in cash flows in future fiscal periods (e.g., uncollected taxes and
earned but not used vacation leave).

Both of the government-wide financial statements distinguish functions of the CPS that are principally
supported by taxes and intergovernmental revenues (governmental activities).

All of CPS’ services are reported in the government-wide financial statements, including instruction, pupil
support services, instructional support services, administrative support services, facility support services,
and food services. Property taxes, replacement taxes, state aid, and interest and investment earnings
finance most of these activities. Additionally, all capital and debt financing activities are reported here.

Condensed Statement of Net Assets
(Millions of dollars)

Governmental Activities

2008 2007 Difference % Change
Currentassets . ..................... $3,989 $3,848 $ 141 3.7%
Capital assets, net . . ................. 4,683 4,488 195 4.3%
Total Assets . ................ $8,672 $8,336  $ 336 4.0%
Current liabilities. . ... ................ $ 924 $ 934 $ (10) -1.1%
Long-term liabilities .. ................ 7,849 7,288 561 7.7%
Total Liabilities ... ............ $8,773 $8,222 $ 551 6.7%
Net Assets:
Invested in capital assets net of related
debt. ... ... ... .. $ 133 $ 267 $(134) -50.2%
Restricted for:
Debtservice...................... 446 414 32 7.7%
Specific purposes . . ... ... ... 105 131 (26) —-19.8%
Unrestricted . .. ..................... (785) (698) (87) 12.5%
Total Net Assets . . ............ $ (101) $ 114  $(215) —188.6%

. Total assets of $8.7 billion increased due to larger accounts receivable balances, new school
construction and other improvement projects as part of the CPS’ Capital Improvement Program.
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. Capital assets, net of depreciation, increased $195 million or 4.3% over the prior fiscal year due to
the continued progress of the Capital Improvement Program.

. Long-term debt increased $208 million, or 4.3%. The total long-term portion of debt outstanding and
capitalized leases was $4.82 billion in fiscal year 2007 and $5.04 billion in fiscal year 2008. In fiscal
year 2008, CPS issued $238.7 million in Unlimited Tax General Obligation Bonds to fund the Capital
Improvement Program.

. Accrued pension increased to $1.86 billion in fiscal year 2008 from $1.75 billion in fiscal year 2007,
an increase of $105.9 million, or 6.1%. The year-end balance reflects the increase in the net pension
obligation related to the Public School Teachers’ Pension and Retirement Fund of Chicago.

. Other postemployment benefits (OPEB) liability increased to $579.8 million in fiscal year 2008
from $425.1 millionin fiscal year 2007, anincrease of $154.7 million, or 36.4%. The year-end balance
reflects the increase in net OPEB related to healthcare costs associated with the Public School
Teachers’ Pension and Retirement Fund of Chicago.

. Other long-term liabilities including the current portion increased to $441.3 million in fiscal year
2008 from $343.9 million in fiscal year 2007, an increase of $97.3 million, or 28.3%. The year-end
balance reflects increases in accrued sick pay, vacation pay and workers’ compensation of $54.1 mil-
lion, $34.5 million and $11.4 million respectively, and a decrease in tort liabilities of $2.7 million.

. CPS’ net assets decreased $214.5 million to ($101) million. Of this amount, $133 million represents
CPS’ investment in capital assets net of depreciation and related debt. Restricted net assets of
$551 million are reported separately to present legal constraints from debt covenants and enabling
legislation. The ($785) million of unrestricted deficit represents the shortfall CPS would experience if
it had to liquidate all of its non-capital liabilities as of June 30, 2008.
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Financial Section

The following table presents the changes in net assets from fiscal year 2007 to 2008:

Changes in Net Assets
(Millions of dollars)

Revenues:
Program Revenues:
Charges for services . . . ...........
Operating grants and contributions . . .
Capital grants and contributions. . . . ..

Total Program Revenues . ........

General Revenues:
Propertytaxes...................
Replacementtaxes ...............
Stateaid ........... ... ... ... ...
Interest and investment earnings . . . . .
Gain on sale of fixed assets ........
Miscellaneous . .. ................

Total General Revenues. . ........
Total Revenues. . ... ..........

Expenses:

Instruction. . . .......... ... . .....

Support services:
Pupil support services. . ...........
Administrative support services . . . . ..
Facilities support services . .. .......
Instructional support services .......
Food services . ..................
Community services ..............

Interestexpense . .. ...... ... ... ...,

Other ...... ... ... .. ... ... ... .. ...

Total Expenses .. ................

Change in Net Assets ...........
Beginning Net Assets. . .. ........

Ending Net Assets . . . ...........

Governmental Activities

2008 2007 Difference % Change
$ 12 $ 13 $ (1) —~7.7%
946 863 83 9.6%
129 97 32 33.0%
$1,087 $ 973 $ 114 11.7%
$1,862 $1,813 $ 49 2.7%
215 201 14 7.0%
1,756 1,652 104 6.3%
86 154 (68)  —44.2%

4 23 (19) —82.6%

45 163 (118) —72.4%
$3,968 $4,006 $ (38) —0.9%
$5,055 $4,979 $ 76 1.5%
$3,138 $3,097 $ 41 1.3%
385 361 24 6.6%
206 179 27 15.1%
520 461 59 12.8%
497 481 16 3.3%
193 186 7 3.8%
47 45 2 4.4%
274 220 54 24.5%
10 8 2 25.0%
$5,270 $5,038 $ 232 4.6%

$ (215) $ (59)
114 173

$(156)  264.4%
(59)  —34.1%

$ (101) $ 114

$(215) —188.6%

Net Assets decreased to $(101) million in fiscal year 2008 from $114 million in fiscal year 2007, a
decrease of $215 million or 188.6%. Even though total revenues increased by $114 million from fiscal
year 2007, our expenditures exceeded our revenues in fiscal year 2008, primarily due to high pension
and postemployment costs, which were $105.9 million and $154.7 million, respectively.

Chicago Public Schools



Management’s Discussion and Analysis

Capital Assets

At June 30, 2008, the CPS had $4.7 billion invested in a broad range of capital assets, including land,
buildings and improvements, and equipment. This amount represents a net increase (including additions,
deductions and depreciation) of $195.6 million or 4.4% over the prior fiscal year ($000’s).

2008 2007 Difference % Change
Land ... ... $ 261,337 $ 248,713 $ 12,624 5.1%
Buildings . ........... ... ... . ... 6,251,840 6,051,231 200,609 3.3%
Construction in progress . ................ 467,100 354,531 112,569 31.8%
Equipment .. ... ... ... .. .. L. 164,057 149,045 15,012 10.1%
Total Capital Assets . .................. $7144334 $6,803,520 $ 340,814 5.0%
Less: Accumulated depreciation. . . ... ... ... (2,460,786)  (2,315,633)  (145,153) 6.3%
Total Capital Assets, net................ $ 4,683,548 §$4,487,887 $ 195,661 4.4%

Capital assets increased due to the continued progress of the Capital Improvement Program. For more
detailed information please refer to Note 6 to the basic financial statements.

Debt and Capitalized Lease Obligations

In August 2005, CPS sold an option to Bank of America N.A. under which CPS would enter into an interest
rate swap associated with $100,000,000 of bonds refunding the Series 1997A bonds upon exercise of
option in July 2007 (effective December 2007). In November 2006, CPS also sold an option to Royal Bank
of Canada under which CPS would have to enter into an interest rate swap associated with $162,785,000
of bonds refunding the Series 1997A bonds upon exercise of the option in July 2007 (effective December
2007). The intention of entering into the swaps were to effectively economically refund $262,785,000 of the
Series 1997A bonds, avoiding negative arbitrage in advance refunding escrows, while realizing upfront
payments of $18,345,000 and $24,925,000 to be used for costs of issuance and debt service requirements
in fiscal year 2006 and 2007.

In July 2007, the counterparties exercised their swaption options and in September 2007, CPS issued
$262,785,000 in Unlimited Tax General Obligation Refunding Bonds (Series 2007A) and in December
2007, CPS entered into two interest rate swaps associated with the issuance of the Series 2007A auction
rate bonds. The proceeds from these bonds were used to refund a portion of Series 1997A bonds. As a
result of the issuance, net proceeds along with debt service funds on hand and proceeds related to CPS’
swaption agreement totaling $272,428,076 were used to purchase U.S. Government Securities, which
were deposited in a trust with an escrow agent to purchase $262,785,000 of the 1997A bonds in full on
December 1, 2007, and the bonds are considered fully refunded.

In September 2007, CPS issued $204,635,000 in Unlimited Tax General Obligation Refunding Bonds
(Series 2007BC) at a premium of $10,308,755. The proceeds from these bonds were used to refund a
portion of Series 1997 and Series 1997A bonds and to pay costs of issuance of the bonds. As aresult of the
issuance, net proceeds of $212,793,437 were used to purchase U.S. Government Securities, which were
deposited in a trust with an escrow agent to purchase $199,225,000 of the Series 1997A bonds and
$6,700,000 of the Series 1997 on December 1, 2007, and the bonds are considered fully refunded

In December 2007, CPS issued $238,720,000 in Unlimited Tax General Obligation Bonds (Series 2007D)
at a premium of $13,835,224. The proceeds from these bonds are being used as part of CPS’ Capital
Improvement Program and to pay costs of issuance of the bonds. As a result of the issuance, CPS
recorded net proceeds of $250,000,000 in the Capital Improvement Fund.
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Financial Section

As aresult of the collapse of the variable Auction Rate market in February 2008, CPS issued the following
refunding bonds to restructure its auction rate debt:

In May 2008, CPS issued $262,785,000 in Unlimited Tax General Obligation Refunding Bonds Private
Placement (Series 2008A). The proceeds from these bonds were used to refund the Series 2007A bonds.
CPS contributed $9.5 million to pay for costs of issuance and fund debt service. As a result of the issuance,
$262,976,142 was deposited in a trust with an escrow agent to purchase the Series 2007A bonds upon the
next remarketing. On May 16, 2008, the bonds were repurchased in full and are considered fully refunded.

In May 2008, CPS issued $240,975,000 in Unlimited Tax General Obligation Refunding Bonds Private
Placement (Series 2008B). The proceeds from these bonds were used to refund the Series 2003D bonds.
CPS contributed $0.9 million to pay for costs of issuance and fund debt service. As a result of the issuance,
$241,761,730 was deposited in a trust with an escrow agent to purchase the Series 2003D bonds upon the
next remarketing. On May 30, 2008, the bonds were repurchased in full and are considered fully refunded.

In May 2008, CPS issued $464,655,000 in Unlimited Tax General Obligation Refunding Bonds
(Series 2008C) at a premium of $17,082,455. The proceeds from these bonds were used to refund
the Series 2003B and Series 2004B bonds. CPS contributed $4.3 million to the refunded escrow agent and
$2.5 million to pay for cost of issuance and fund debt service. As a result of the issuance, $484,122,177
was deposited in a trust with an escrow agent to purchase the Series 2003B bonds and the Series 2004B
bonds upon the next remarketing. On May 29, 2008, the bonds were repurchased in full and are considered
fully refunded.

As of June 30, 2008, the CPS had $5.12 billion in total debt, including accreted interest, and capitalized
lease obligations outstanding versus $4.89 billion last year, an increase of 4.5%. For more detailed
information please refer to Notes 8 through 10 to the basic financial statements.

The Chicago School Finance Authority (SFA) was created in January 1980 to exercise oversight and
control over the financial affairs of the CPS. The SFA issued debt to fund construction and provide working
capital. The principal amount of the SFA bonds outstanding as of June 30, 2008, net of bonds advance
refunded or defeased is $66.6 million. The SFA bonds are not a direct or contingent obligation of the CPS
and the 1995 Amendatory Act suspended the oversight powers of the SFA through the end of 2010. For
more detailed information please refer to Note 13 to the basic financial statements.

Pension Funding

Employees of the CPS participate in either the Public School Teachers’ Pension and Retirement Fund of
Chicago (the “Pension Fund”) or the Municipal Employees Annuity and Benefit Fund of Chicago (the
“Annuity Fund”).

State statutes determine the CPS’ employer-required contribution to the Pension Fund, with the exception
of federal funds. As of June 30, 2007, the funded ratio of the Pension Fund was 80.1% and the CPS has
recorded an estimated pension liability of $1.86 billion in the accompanying financial statements, as
determined under generally accepted accounting principles. Because the funded ratio was below 90%, the
CPS was required to make a $131.5 million contribution to the Pension Fund under the statutory
requirements during fiscal year 2008.

All career service employees of the CPS, except CPS employees who are members of the Public School
Teachers’ Pension and Retirement Fund, participate in the Municipal Employees’ Annuity and Benefit
Fund of Chicago (the “Annuity Fund”). Covered employees are required by State statute to contribute 8.5%
of their salary. In fiscal year 2008, as in previous fiscal years, the CPS paid a portion, 7%, or $35.7 million of
the required employees’ contribution for most employees. For more detailed information please refer to the
Note 12 to the basic financial statements.
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Management’s Discussion and Analysis

OVERVIEW OF FUND FINANCIAL STATEMENTS

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. CPS, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. All CPS funds
are reported in the governmental funds.

Governmental Funds

Governmental funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide financial
statements, governmental fund financial statements focus on near-term inflows and outflows of spendable
resources, as well as on balances of spendable resources available at the end of the fiscal year for
spending in future years. Such information may be useful in evaluating a government’s near-term financing
requirements.

These funds are reported using the modified accrual method of accounting, which measures cash and all
other financial assets that can be readily converted to cash. These statements provide a detailed short-
term view of the school district’'s operations and the services it provides.

Because the focus of governmental funds is narrower than that of the government-wide financial state-
ments, it is useful to compare the information presented for governmental funds with similar information
presented for governmental activities in the government-wide financial statements. By doing so, readers
may better understand the long-term impact of the government’s near-term financing decisions. Both the
governmental fund balance sheet and the governmental fund statement of revenues, expenditures, and
changes in fund balance provide a reconciliation to facilitate this comparison between governmental funds
and governmental activities.

The CPS’ fund financial statements provide detailed information about the most significant funds — not
the CPS as a whole. The CPS’ governmental funds use the following accounting approach. All of the CPS’
services are reported in governmental funds. Governmental fund reporting focuses on showing how
money flows into and out of funds and the balances left at year-end that are available for spending. They
are reported using modified accrual accounting, which measures cash and all other financial assets that
can readily be converted to cash. The governmental fund statements provide a detailed short-term view of
the CPS’ operations and the services it provides.

CPS maintains three significant governmental funds: General Operating, Capital Projects, and Debt
Service. The following schedules present a summary of the general operating fund, capital projects fund
and debt service fund revenues and other financing sources by type and expenditures by program for the
period ended June 30, 2008 as compared to June 30, 2007. They also depict the amount and percentage
increases and decreases in relation to prior year revenues and other financing resources.

During fiscal year 2008, CPS changed its revenue recognition policy for non-exchange transactions such
as State aid, Federal aid, and replacement taxes to consider these revenues susceptible to accrual from
90 days to 30 days. The change resulted in a fund balance restatement decreasing the beginning fund
balance by $159.5 million. This change is consistent with CPS’ current revenue recognition policy for
property taxes. For more detailed information please refer to the Note 16 to the basic financial statements.
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Financial Section

Total Revenues, Other Financing Sources and Expenditures

(Millions of Dollars)

Percent
2007 2008 Increase Increase
2008 Amount Percent (Decrease) (Decrease)
Amount (as restated) Of Total From 2007 from 2007
Revenues:
Property taxes. .................... $1,814 $1,768 344% $ 46 2.6%
Replacementtaxes ................. 215 201 4.1% 14 7.0%
Stateaid...................... ... 1,846 1,680 35.1% 166 9.9%
Federalaid ....................... 876 720 16.6% 156 21.7%
Investmentincome. . ................ 86 117 1.6% (31) —26.5%
Other........ ... .. .. .. 181 286 3.4% (105) —36.7%
Subtotal . .. ...... ... ... ... $5,018 $4,772 95.3% $ 246 5.2%
Other financing sources . .............. 248 396 4.7% (148) —37.4%
Total........... ... ... ..... ... $5,266 $5,168 100.0% $ 98 1.9%
Expenditures:
Instruction . ....................... $2,575 $2,492 50.3% $ 83 3.3%
Pupil support services . . . ............ 362 349 7.1% 13 3.7%
General support services. . .. ......... 987 914 19.3% 73 8.0%
Food services ..................... 182 180 3.6% 2 1.1%
Community services . ............... 45 45 0.9% — 0.0%
Teachers’ pension . . . ............... 207 156 4.0% 51 32.7%
Capitaloutlay ..................... 467 346 9.1% 121 35.0%
Debtservice ...................... 282 342 5.5% (60) —-17.5%
Other. ... ... .. . 11 8 0.2% 3 37.5%
Total .. ....... .. ... . .. $5,118 $4,832 100.0% $ 286 5.9%
Change in Fund Balance. ... ........... $ 148 $ 336

Chicago Public Schools



Management’s Discussion and Analysis

General Operating Fund

The general operating fund reflects all daily operational transactions. Following is a discussion and
analysis of significant revenue and expenditure trends:

Revenues:

Revenues and Other Financing Sources
(Millions of Dollars)

Percent

2007 2008 Increase Increase
2008 Amount Percent (Decrease) (Decrease)

Amount (as restated) of Total From 2007 from 2007

Property taxes. . ..................... $1,763 $1,716 384% $ 47 2.7%
Replacementtaxes ... ................ 159 147 3.5% 12 8.2%
Stateaid........... ... .. ... ..., 1,692 1,528 36.9% 164 10.7%
Federalaid ......................... 833 686 18.1% 147 21.4%
Investmentincome ................... 41 62 0.9% (21) —-33.9%
Other. ... ... .. 97 96 21% 1 1.0%
Subtotal . . ...... ... $4,585 $4,235 99.9%  $350 8.3%
Other financing sources. . . ............. 4 2 0.1% 2 100.0%
Total. . ... ... $4,589 $4,237 100.0%  $352 8.3%

Property taxes increased by $47 million from fiscal year 2007 due to increases in tax levies of 3.4% and
new construction.

Personal property replacement taxes increased $12 million from fiscal year 2007, as a result of higher
corporate profits.

State aid increased by $164 million due to a $400 per pupil increase in foundation level, up to $5,734 per
student.

Federal aid increased $147 million due to increased spending on E-rate maintenance projects and the
change in the revenue recognition policy for non-exchange transactions.

Investment income decreased $21 million from fiscal year 2007, due to lower interest rates.

General Operating Fund Revenues
Last Five Years (in millions)

W 2004
2005
W 2006
2007
H 2008

Property Tax State Aid Federal Aid Rep Tax 1t and Other
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Financial Section

Expenditures:
(Millions of Dollars)

Percent
2007 2008 Increase Increase

2008 Amount Percent (Decrease) (Decrease)

Amount (as restated) Of Total From 2007 from 2007
Salaries ........... ... $2,445 $2,459 55.6% $(14) —0.6%
Benefits . ...... ... ... ... .. L. 767 675 17.5% 92 13.6%
Services . . ... 748 650 17.0% 98 15.1%
Commodities. . ...................... 307 274 7.0% 33 12.0%
Other . ... ... .. ... . . .. . . .. . ... 128 88 2.9% 40 45.5%
Total . ....... ... ... $4,395 $4,146 100.0% $249 6.0%

Total expenditures increased by $249 million, primarily due to the increase in:

. Salaries decreased by $14 million primarily due to the high number of teachers that retired in June
2007 and were replaced by teachers at lower salaries, an increase of charter schools and declining
student enrollment.

. Benefit charges increased by $92 million mainly due to an increase in teacher’s and career service
pension costs of $74.4 million, hospitalization costs of $9.6 million and an increase in workers’
compensation costs of $5.1 million.

. Services increased by $98 million primarily due to an increase in payments to Charter schools of
$48 million and an increase in professional services of $38 million.

. Commaodities increased by $33 million primarily due to an increase in textbooks of $24 million and an
increase in energy costs of $9 million due to rising fuel costs.

. Other expenditures increased by $40 million, because during fiscal year 2008 CPS terminated six
swap agreements which resulted in a termination payment made to the counterparties of $20.5 mil-
lion and also an increase in repairs and equipment of $20 million.

General Operating Fund Expenditures
Last Five Years (in millions)

$2,500 -
W 2004
$2,000 - 2005
$1,500 - W 2006
2007

$1,000 -
W 2008

$500 -

$0 A

Salaries Benefits Commodities Services
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Capital Projects Fund

The capital projects fund reflects the revenues and expenditures for CPS’ capital projects.

Revenues and Other Financing Sources
(Millions of Dollars)

Percent

2007 2008 Increase Increase
2008 Amount Percent (Decrease) (Decrease)

Amount (as restated) Of Total From 2007 from 2007

State @id . . .. ..o $ — $ 18 0.0% $ (18) 100.0%
Federalaid ......................... 43 34 11.0% 9 26.5%
Investmentincome ................... 26 35 6.7% (9) —25.7%
Other ... ... .. . . 61 37 15.7% 24 64.9%
Subtotal. . ........ ... ... $130 $124 334% $ 6 4.8%
Other financing sources . .............. 259 396 66.6% (137) —34.6%
Total « oo $389 $520 100.0%  $(131)  —25.2%

State aid was not allocated to the Capital Projects Fund during fiscal year 2008.

Federal aid increased $9 million due to an increase in E-rate capital projects.
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Investment income decreased $9 million from fiscal year 2007, due to lower interest rates.

Other income increased $24 million from fiscal year 2007, due to the fact that the City of Chicago
continues to provide financial resources to CPS as part of the Modern Schools across Chicago Program,
these funds are used to finance the construction and improvement of elementary and high schools that are
part of CPS’ school system.

Other financing sources decreased $137 million from fiscal year 2007, because CPS issued only
$238.7 million in debt offerings to fund the Capital Improvement Program in the current year which is
significantly lower than the $355.8 million issued during fiscal year 2007.

Capital Projects Fund Revenues
Last Five Years (in millions)

$90 -
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$70
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$10 -

$0

Federal Aid State Aid InvestmentIncome Other
)
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Expenditures:
(Millions of Dollars)

Percent
2007 Increase Increase
2008 Amount (Decrease) (Decrease)
Amount (as restated) From 2007 from 2007
Capital Outlay. . . .......... ... .. $463 $345 $118 34.2%

Capital Outlay increased by $118 million due to the continuation of the Capital Improvement Program.

Capital Projects Fund Expenditures
Last Five Years (in millions)
$500 -
W 2004
$400 - 2005
$300 - M 2006
$200 - 2007
6100 | W 2008
$0 -
Capital outlay
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Debt Service Fund

The debt service fund reflects the property tax revenues and other revenues that are used for the payment
of principal and interest and redemption for general obligation bonds and for lease payment to the Public
Building Commission.

Revenues and Other Financing Sources
(Millions of Dollars)

Percent

2008 Increase Increase
2008 2007 Percent (Decrease) (Decrease)

Amount Amount Of Total From 2007 from 2007

Propertytaxes ......................... $ 50 $ 51 174% $ (1) —2.0%
Replacementtaxes .. .................... 56 54 19.4% 2 3.7%
Stateaid........ ... ... .. ... L 154 134 53.5% 20 14.9%
Investmentincome . ..................... 19 19 6.6% — 0.0%
Other . ... ... ... . . . . 24 154 8.3% (130) —84.4%
Subtotal. . ........ ... ... .. $303 $412 105.2%  $(109) —26.5%
Other financing sources (uses) . ............ (15) (2) —-5.2% (13) 650.0%
Total ...... ... . ... $288 $410 100.0%  $(122) —29.8%

State aid increased by $20 million to provide debt service for new general obligation bonds.

Other income decreased $130 million from fiscal year 2007, because the prior year balance included
proceeds from the City of Chicago’s general obligation bonds Series A-K (Modern School Across
Chicago); these proceeds were used to defease CPS’ general obligation bonds, Series 2004F,
Series 2004H and Series 2005C.

Debt Service Fund Revenues
Last Five Years (in millions)

$160 -
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Financial Section

Expenditures:
(Millions of Dollars)

Percent
2007 Increase Increase
2008 Amount (Decrease) (Decrease)
Amount (as restated) From 2007 from 2007
Debtservice......... .. ... $260 $341 $(81) -23.8%

Debt Service decreased by $81 million because the 2007 balance included the defeasance of CPS’ bond
series 2004F, 2004H and 2005C with funds provided by the City of Chicago.

Debt Service Fund Expenditures
Last Five Years (in millions)

$350 1
$300 1 W 2004
$250 1 - 2005
$200 - W 2006
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Debt Service

Notes to Basic Financial Statements

The Notes to Basic Financial Statements follow the statements in the report and complement the financial
statements by describing qualifying factors and changes throughout the fiscal year.

-/
34 ' Chicago Public Schools



Management’s Discussion and Analysis

BUDGETARY HIGHLIGHTS

Annual budgets are prepared on a basis consistent with accounting principles generally accepted in the
United States for the General Operating, Capital Projects Fund and Debt Service funds. All annual
unencumbered appropriations lapse at fiscal year-end.

The budget is prepared by fund, account, and unit. Certain funding allocations (primarily Federal and State
programs, including Supplementary General State Aid) are made to schools but are not budgeted by
account by the schools at the time the budget is adopted. These allocations are included in Other Fixed
Charges for budget purposes. During the fiscal year, upon receiving the appropriate approvals from
regional offices and the Office of Management and Budget, transfers are made to the appropriate
accounts. These transfers are reflected in the schedule shown below. During fiscal year 2008 there were
no amendments to the original budget.

The following schedule also presents a summary of the general operating fund revenues and other
financing sources by type and expenditures for the period ended June 30, 2008 compared to the final
budget as of June 30, 2008.

Revenues, Other Financing Sources and Expenditures
General Operating Fund

Budget to Actual Comparison

(Millions of Dollars)

FY 2008
Approved Transfers Final FY 2008
Budget In/(Out) Appropriations Actual Variance

Revenues:
Propertytaxes. ... .................. $1,771 $ — $1,771 $1,763 $ (8)
Replacementtaxes . ................. 146 — 146 160 14
Stateaid.......................... 1,653 — 1,653 1,692 39
Federalaid ........................ 862 — 862 833 (29)
Investmentincome . ................. 37 — 37 41 4
Other. ... ... .. . . . . 70 — 70 97 27

Subtotal . . ......... ... ... ... $4,539 $ — $4,539 $4,586 $ 47
Other financing sources. . . ............ — — — 4 4

Total ...... ... ... . ... $4,539 $ — $4,539 $4,590 $ 51
Expenditures:
Salaries. .. ... .. $2,574 $ 38 $2,612 $2,445 $(167)
Benefits. . . ........ ... .. L 832 (50) 782 767 (15)
Services . ... 655 114 769 748 (21)
Commodities . . ..................... 317 5 322 307 (15)
Other fixed charges. . . ............... 270 (107) 163 128 (35)

Total ...... ... . . ... $4,648 $ — $4,648 $4,395 $(253)
Change in Fund Balance . . ... ......... $ (109) $ 195
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Financial Section

Actual General Operating Fund revenues were $47 million higher than the budgeted amount. The variance
is primarily due to:

. Replacement tax revenue is $14 million over budget due to higher corporate profits.
. State aid is $39 million higher than budget due to timing of state aid payments.

. Federal aid is $29 million lower than budget due to aggressive budgeting of federal revenues based
on potential grant awards.

. Otherincome is $27 million higher than budget due to Education Support Personnel (ESP) On-behalf
pension payments and higher private grants.

Actual General Operating Fund expenditures were $253 million under budget. The variance is primarily
due to:

. Salaries expenditure was under budget by $167 million due to teacher’s salaries, which were under
budget by $150 million and career service salaries which were also under budget by $17 million.

. Benefit charges expenditure was under budget by $15 million due to unemployment compensation
costs and workers’ compensation costs which were under budget by $10 million and $4.8 million
respectively.

. Services expenditure was under budget by $21 million due to lower spending for professional
services.

. Commodities expenditure was under budget by $15 million due to reduced spending on food and
supplies of $4.8 million and $9.7 million, respectively.

. Other Fixed charges expenditure was under budget by $35 million due to less spending in contin-
gency projects and general liability insurance.

In August 2007, the Board adopted a balanced budget for fiscal year 2008 that reflected total resources,
including $109 million of available fund balances, and appropriations of $4.65 billion for the General
Operating Fund.

In August 2008, the Board adopted a balanced budget for fiscal year 2009 that reflected total resources,
including $145.2 million of available fund balances, and appropriations of $4.85 billion for the General
Operating Fund.

REQUESTS FOR INFORMATION

This financial report is designed to provide citizens, taxpayers, parents, students, investors and creditors
with a general overview of the CPS’ finances and to show the CPS’ accountability for the money it receives.
Additional details can be requested by mail at the following address:

The Chicago Public Schools
Office of the Controller
125 South Clark Street, 14th Floor
Chicago, lllinois, 60603

Or visit our website at: http://lwww.cps.edu for a complete copy of this report and other financial
information.

(Please note that some amounts may not tie to the financial statements due to rounding.)
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Financial Section

CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

STATEMENT OF NET ASSETS
June 30, 2008
(Thousands of Dollars)

Governmental
Activities
Z ASSETS:
o Current Assets:
- Cash and investments . . . ... ... $1,117,433
(&) Cash and investments in escrow . . . ... . ... 969,166
w Cash and investments held in school internal accounts .. .................... 30,167
2 Property taxes receivable, netof allowance . . . ................ ... ... ... ... 1,009,746
=l Other receivables:
< Replacementtaxes. . . ... .. . . 32,511
6 State aid, netof allowance . . . .. ...... ... .. . ... 515,087
=z Federal aid. . . ... ... . e 223,988
< O her . . . 57,983
E Other assets . ... e 32,516
L Total Current AsSets: . ... .. $3,988,597
Non-current Assets:
Land and construction in progress . . . . .. .. ... 728,437
Buildings, building improvements and equipment, net of accumulated depreciation. . . 3,955,111
Total ASSetS . .. ..o $8,672,145
LIABILITIES:
Current Liabilities:
Accounts payable . . ... ... ... $ 284,650
Accrued payroll and benefits . . . . ... 495,167
Amount held for student activities . . .. ... ... . .. 30,167
Other accrued liabilities . . . . ... ... .. . 10,932
Deferred revenuUE. . . . ... .. e 898
Interest payable. . . .. .. . 23,481
Current portion of long-term debt and capitalized lease obligations .. ........... 79,035
Total Current Liabilities:. . . . ... . . . $ 924,330
Long-term liabilities:
Debt, net of premiums and discounts. . .. ........ ... .. ... .. ... . . ... 4,647,901
Capitalized lease obligations . .. ... ... . . . 388,835
Pension . . ... 1,857,347
Other postemploymentbenefits . . . ........ .. ... . . . . . . . 579,803
Other benefits and claims . .. ... ... . . .. . . . 374,888
Total Liabilities . .. ... ... $8,773,104
NET ASSETS:
Invested in capital assets, netof relateddebt . ... ... ... ... ... ... . ... .. .. ... $ 133,440
Restricted:
Debt service . ... .. . . 445,782
Donations . . .. .. 1,826
Enabling legislation . . . ... ... 102,695
Unrestricted . . ... (784,702)
Total Net Assets . . . ... $ (100,959)

The accompanying notes to the basic financial statements are an integral part of this statement.
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Basic Financial Statements

CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

STATEMENT OF ACTIVITIES
For the Fiscal Year Ended June 30, 2008
(Thousands of Dollars)

Program Revenues

Net (Expense)

Operating Capital Revenue and
Charges for  Grants and Grants and Changes in
Expenses Services Contributions Contributions Net Assets -
FUNCTIONS/PROGRAMS Z
Governmental activities: >
Instruction. . ............. $3,138,036 $ 3,940 $505,529 $ 82,158  $(2,546,409) %
Support services: =
Pupil support services . . . . 384,765 — 28,365 11,560 (344,840) ,J:
Administrative support 17
services . ............ 205,693 — 70,778 6,180 (128,735) m
Facilities support (@)
Services . ............ 519,982 — 13,753 12,302 (493,927) =
Instructional support o
services . ............ 496,708 — 138,902 13,004 (344,802) <
Food services . ......... 193,614 8,537 156,956 2,690 (25,431)
Community services . .. .. 46,779 — 31,440 676 (14,663)
Interest expense . . . ....... 274,356 — — — (274,356)
Other .................. 10,652 — — — (10,652)
Total Governmental
Activities ............ $5,270,585 $12,477 $945,723 $128,570  $(4,183,815)
General Revenues:
Taxes:
Property taxes ... ......... ... . . $1,861,781
Replacementtaxes. .. ....... ... ... . . . . . . . 215,489
Non-program State aid. .. . ....... ... .. ... . ... . .. ... 1,756,386
Interest and investmentearnings . . ......... ... .. .. ... ... ... 85,896
Gainonsaleoffixedassets. . ............. .. ... . ... ...... 4,369
Miscellaneous . . ... . . . .. 45,386
Total General Revenues . . ............ .. ... . ... $3,969,307
Changeinnetassets............. ... ... . . ... . .. $ (214,508)
Net assets —beginning . . .. ... ... ... .. ... .. . 113,549
Netassets—ending ......... ... ... . . . .. . . . .. $ (100,959)

The accompanying notes to the basic financial statements are an integral part of this statement.
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Financial Section

CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

BALANCE SHEET — GOVERNMENTAL FUNDS
June 30, 2008
(Thousands of Dollars)

General Capital Debt
Operating Projects Service
= Fund Fund Fund w
o ASSETS:
- Cashandinvestments................... $1,020,304 $ — $ 97,129 $1,117,433
o Cash and investments inescrow . . ......... 6,180 622,887 340,099 969,166
I;)J Cash and investments held in school internal
o accounts . ... .. 30,167 — — 30,167
< Receivables:
O Property taxes, net of allowance ......... 982,212 — 27,534 1,009,746
=z Replacementtaxes ................... 30,934 — 1,577 32,511
< State aid, net of allowance. . ............ 515,087 — — 515,087
=z Federalaid.......................... 222,067 1,921 — 223,988
L. Other...... ... .. ... . . . . .. 8,405 46,135 3,443 57,983
Due fromotherfunds ................... 66,376 39,827 22,014 128,217
Otherassets . ......................... 5,098 — — 5,098
Total Assets. . ....................... $2,886,830 $710,770 $491,796  $4,089,396
LIABILITIES AND FUND BALANCES:
LIABILITIES:
Accounts payable .. .................... $ 248,703 $ 22,654 $ 13,293 $ 284,650
Accrued payroll and benefits . . .. .......... 428,753 — — 428,753
Amount held for student activities .. ........ 30,167 — — 30,167
Duetootherfunds ..................... 61,841 66,376 — 128,217
Deferred property tax revenue. . . ... ....... 981,991 — 27,543 1,009,534
Other deferredrevenue . . . ............... 465,779 15,637 — 481,416
Total Liabilities . . . .................... $2,217,234 $104,667 $ 40,836 $2,362,737
FUND BALANCES:
Reserved:
Reserved for encumbrances ............ $ 132,684 $268,597 $ — $ 401,281
Reserved for restricted donations. . ... .. .. 1,826 — — 1,826
Reserved for specific purposes . ......... 102,695 — — 102,695
Reserved for debt service .............. — — 272,471 272,471
Unreserved:
Designated to provide operating capital . . . . 258,000 — — 258,000
Undesignated ....................... 174,391 337,506 178,489 690,386
Total Fund Balances. . . .............. $ 669,596 $606,103 $450,960 $1,726,659
Total Liabilities and Fund Balances . ... $2,886,830 $710,770 $491,796 $4,089,396

The accompanying notes to the basic financial statements are an integral part of this statement.
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Basic Financial Statements

CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO THE STATEMENT OF NET ASSETS
June 30, 2008

(Thousands of Dollars)

Total fund balances —governmental funds . . . .. ........ ... .. .. ... ... . .. ... ... $ 1,726,659
Prepaid assets and deferred charges are recorded as expenditures in governmental L
funds. The Statement of Net Assets includes these amounts as other assets. JZ>
Deferred charges —bond issuance costs . .. .......... ... .. ... .. ...... 27,418 =
The cost of capital assets (land, buildings and improvements and equipment) purchased o
or constructed is reported as an expenditure in the governmental funds. The >
Statement of Net Assets includes those capital assets among the assets of the CPS r
as a whole. The cost of those capital assets are allocated over their estimated useful n
lives (as depreciation expense) to the various programs reported as governmental g
activities in the Statement of Activities. Because depreciation expense does not affect -
financial resources, it is not reported in the governmental funds. 6
Costof capital @assets . . ... i e 7,144,334 Z

Accumulated depreciation. . . .. ... ... (2,460,786)

Liabilities applicable to the CPS’ governmental activities are not due and
payable in the current period and accordingly are not reported as fund
liabilities. Interest payable on debt and other long-term obligations is
not recorded in the governmental funds but they are reported in the
Statement of Net Assets. All liabilities, both current and long-term, are
reported in the Statement of Net Assets.

Other accrued liabilities . . . ......... ... . .. $ (10,932)
Debt, net of premiums and discounts . .................... (4,701,456)
Capitalized lease obligations . . . ......... ... ............. (414,315)
Pension. . ... .. . (1,857,347)
Other postemployment benefits. . . ........... ... .. ...... (579,803)
Other benefitsand claims . ........... ... ... ............ (441,302)
(8,005,155)
Interest payable . ...... ... . . ... (23,481)
Revenues that have been deferred or unearned in the governmental funds because
they are not available but are recognized as revenue in the government-wide financial
statements.
Deferred property tax revenue . ............ . . ... 1,009,534
Other deferred revenue. . . ... . e e 480,518
Net ASSEES . . .o $ (100,959)

The accompanying notes to the basic financial statements are an integral part of this statement.
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Financial Section

CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

STATEMENT OF REVENUES, EXPENDITURES AND NET CHANGES IN
FUND BALANCES — GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2008

With Comparative Amounts for the Fiscal Year Ended June 30, 2007
(Thousands of Dollars)

=
(@] Total Fiscal
|: General Capital Debt Total Fiscal Year Ended
O Operating Projects Service Year Ended June 30, 2007
w Fund Fund Fund June 30, 2008 (as restated)
" REVENUES:
| Property taxes. . . ............. $1,763,282 $ — $ 50,635 $ 1,813,917 $1,767,760
< Replacementtaxes. .. .......... 159,805 — 55,684 215,489 201,509
— Stateaid.................... 1,692,351 58 153,625 1,846,034 1,680,506
o Federalaid . ................. 832,526 43,515 — 876,041 719,818
Z Interest and investment income . . . . 40,905 25,970 19,020 85,895 116,907
< Other . ...... ... ... .. ....... 96,816 60,457 23,755 181,028 286,139
E Total Revenues. . . ........... $4,585,685 $ 130,000 $ 302,719 $ 5,018,404 $4,772,639
L. EXPENDITURES:
Instruction. . . ................ $2,575,124 $ — $ — $ 2,575,124 $2,491,653
Pupil support services . ......... 362,325 — — 362,325 349,324
Administration support services . . . . 193,696 — — 193,696 173,283
Facilities support services . . . .. ... 385,601 — — 385,601 353,410
Instructional support services . . . .. 407,608 — — 407,608 387,424
Food services . . .............. 181,778 — — 181,778 179,902
Community services. .. ......... 45,708 — — 45,708 45,467
Teacher’s pension and retirement
benefits . .. ................ 206,651 — — 206,651 155,563
Capitaloutlay ................ 3,838 463,057 — 466,895 345,963
Debtservice .. ............... 21,704 — 260,438 282,142 342,179
Other . ........ ... ... ....... 10,652 — — 10,652 8,126
Total Expenditures . .......... $4,394,685 $ 463,057 $ 260,438 $ 5,118,180 $4,832,294
REVENUES IN EXCESS OF/(LESS
THAN) EXPENDITURES ........ $ 191,000 $(333,057) $ 42,281 $ (99,776) $ (59,655)
OTHER FINANCING SOURCES
(USES):
Gross amounts from debt
ISSUANCES . . ... $ — $ 238,720 $ 1,435,835 $ 1,674,555 $ 355,805
Premiums .. ................. — 13,835 27,391 41,226 14,444
Sales of general capital assets . . . . — 6,404 — 6,404 25,673
Payment to refunded bond escrow
agent . ........... . ... — — (1,474,081) (1,474,081) —
Transfersin/(out) . . ............ 3,813 — (3,813) — —
Total other financing sources
(uses) . ......... ... $ 3,813 $ 258,959 $ (14,668) $ 248,104 $ 395,922
NET CHANGE IN FUND
BALANCES. ................. $ 194,813 $ (74,098) $ 27,613 $ 148,328 $ 336,267
Fund Balances, beginning of period as
restated (Note 16) . ... ... ... ... 474,783 680,201 423,347 1,578,331 1,242,064
Fund Balances, end of period . . . . . .. $ 669,596 $ 606,103 $ 450,960 $ 1,726,659 $1,578,331

The accompanying notes to the basic financial statements are an integral part of this statement.
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Basic Financial Statements

CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF REVENUES,

EXPENDITURES, AND CHANGE IN FUND BALANCES TO THE STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2008
(Thousands of Dollars)

Total net change in fund balances — governmental funds ... ........... ... .. ............

Capital outlays to purchase or build capital assets are reported in governmental funds as
expenditures. However, for governmental activities those costs are shown in the Statement of
Net Assets and allocated over their estimated useful lives as annual depreciation expenses in
the Statement of Activities. This is the amount by which capital outlays exceed the depreciation
in the period.

Capital outlay/equipment. . . ... ... ... . $ 368,866
Depreciation eXpense . . . . .. ... ... (171,127)

Proceeds from sales of bonds are reported in the governmental funds as a source of financing,
whereas they are recorded as long-term liabilities in the Statement of Net Assets ... ........

Repayment of bond principal is an expenditure in the governmental funds, but it reduces long-term
liabilities in the Statement of Net Assets and does not affect the Statement of Activities . . . . . ..

Interest on long-term debt in the Statement of Activities differs from the amount reported in the
governmental fund because interest is recorded as an expenditure in the governmental funds
when it is due, and thus requires the use of current financial resources. In the Statement of
Activities, however, interest cost is recognized as the interest accrues, regardless of when it is
AUE . o e

Government funds report the effect of issuance costs, premiums, discounts, and similar items
when debt is first issued, whereas these amounts are deferred and amortized in the statement
of AaCtiVities . . . . . .

Since some property taxes and grants will not be collected for several months after the CPS’ fiscal
year ends, they are not considered as “available” revenues in the governmental funds, and are
instead recorded as deferred revenues. They are, however, recorded as revenues in the
Statement of Activities

Property taxes . ... ... ..
GraNtS . .

In the Statement of Activities, legal settlements, sick pay, vacation pay, workers’ compensation,
general and automobile insurance, net pension obligation and other postemployment benefits
are measured by the amount accrued during the year. In the governmental funds, expenditures
for these items are measured by the amount actually paid.

Legal settlements . . .. .. .. L

SICK PaY . . .
Vacation pay . . . .. ..o
Workers’ compensation . . . ... ... e

General and automobile liability . ... ... ... ... .

Net pension obligation . . . . .. ... . . .. . .

Other postemployment benefits . .. ....... ... . .. .. . ... ..

In the Statement of Activities, only gains on the disposal of capital assets are reported, whereas in
the government funds, the entire proceeds arerecorded . ... ........ ... ... ... ........

Changein Net Assets. . . .. ...

The accompanying notes to the financial statements are an integral part of this statement.
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Financial Section

CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

STATEMENT OF REVENUES, EXPENDITURES BY OBJECT,

OTHER FINANCING SOURCES AND NET CHANGES IN FUND BALANCE
FINAL APPROPRIATIONS VS. ACTUAL — GENERAL OPERATING FUND
For the Fiscal Year Ended June 30, 2008

(Thousands of Dollars)

Fiscal
= Approved Transfers Final Year
(@) Budget In/(Out) Appropriations Actual Variance
| REVENUES:
(&) Propertytaxes . . . ........ ... ... ... ... $1,770,689 $ — $1,770,689 $1,763,282 $ (7,407)
L Replacementtaxes. . ... ................ 145,900 — 145,900 159,805 13,905
(7)) Stateaid. .. ...... ... .. .. 1,653,332 — 1,653,332 1,692,351 39,019
Federalaid . ......................... 862,162 — 862,162 832,526 (29,636)
-~ Interest and investmentincome. . . .. ... ... .. 36,650 — 36,650 40,905 4,255
s Other . . ... ... .. . . 70,523 — 70,523 96,816 26,293
(&) Total Revenues . ... ................ $4,539,256 $ —_ $4,539,256 $4,585,685 $ 46,429
= EXPENDITURES:
< Salaries —
zZ Teachers . . ...... ... .. ... .. ... .. ... $2,011,812 $ 23,185 $2,034,997 $1,885,400 $149,597
—_— Careerservices .. ................... 561,881 15,415 577,296 559,741 17,555
L. Commodities —
Energy . ... ... ... ... 90,951 (5,875) 85,076 86,759 (1,683)
Food....... ... ... . . .. . .. .. 89,477 (1,312) 88,165 83,326 4,839
Textbooks . . ....... ... ... .. 82,784 8,016 90,800 89,514 1,286
Supplies .. ... 52,592 3,155 55,747 46,030 9,717
Other .. ... .. . . 1,679 299 1,978 910 1,068
Services —
Professionalfees. . . .................. 319,700 65,355 385,055 360,277 24,778
Charterschools .. ................... 15 191,386 191,401 189,006 2,395
Transportation . ..................... 84,260 21,066 105,326 102,828 2,498
Tuition. . .. ... 235,379 (170,898) 64,481 65,105 (624)
Telephone and telecommunications . .. ... .. 4,952 355 5,307 17,671 (12,364)
Other .. ... .. . . . 10,457 6,946 17,403 13,253 4,150
Equipment — Educational ... ............. 20,233 28,185 48,418 39,003 9,415
Building and sites —
Repairs and replacements . .. ........... 39,184 3,250 42,434 36,999 5,435
Capitaloutlay . . .. ........ ... .. ... .. — — — 10 (10)
Fixed charges —
Teachers’pension . . .. ................ 349,301 (3,974) 345,327 350,483 (5,156)
Career service pension . . .............. 89,676 (1,627) 88,049 89,776 (1,727)
Hospitalization and dental insurance. . . . . ... 307,282 (41,105) 266,177 260,386 5,791
Medicare . . . ....... .. .. .. 34,382 (2,868) 31,514 31,075 439
Unemployment compensation . . .. ........ 10,831 (236) 10,595 5,764 4,831
Workers compensation. . .. ............. 40,534 (581) 39,953 29,757 10,196
Rent..... ... .. ... . . .. . .. 10,681 1,486 12,167 11,020 1,147
Debtservice. ... ......... ... ... .... 1,420 — 1,420 21,704 (20,284)
Other .. ... ... . 198,793 (139,623) 59,170 18,888 40,282
Total Expenditures . . . ............... $4,648,256 $ — $4,648,256 $4,394,685  $253,571
REVENUES IN EXCESS OF/(LESS THAN)
EXPENDITURES . ................... $ (109,000) $ — $ (109,000) $ 191,000 $300,000
OTHER FINANCING SOURCES
Transfersin. .. ... ... ... . .. .. .. . ... — — — 3,813 3,813
Total other financing sources . . ......... $ — $ — $ — $ 3,813 $ 3,813
NET CHANGE IN FUND BALANCE. . . . ... ... $ (109,000) $ — $ (109,000) $ 194,813 $303,813
Fund Balance, beginning of period as restated
(Note 16) . . . . . oo 474,783 — 474,783 474,783 —
Fund Balance, end of period . ............. $ 365,783 $ — $ 365,783 $ 669,596 $303,813

The accompanying notes to the basic financial statements are an integral part of this statement.
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Basic Financial Statements

CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2008

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The Board of Education of the City of Chicago, or the Chicago Public Schools (CPS), is a body politic and
corporate, and a school district of the State of lllinois having boundaries coterminous with the boundaries
of the City of Chicago. The Board of Education of the City of Chicago (the Board) is established under and
governed by the lllinois School Code and maintains a system of schools primarily for kindergarten through
twelfth grade.

As a result of legislation passed by the lllinois General Assembly, which became effective on June 30,
1995, the Mayor of the City of Chicago appoints the members of the Board of Education of the City of
Chicago. The CPS is excluded from the City’s reporting entity because it does not meet the financial
accountability criteria for inclusion established by the Governmental Accounting Standards Board (GASB).

The City of Chicago, the Chicago School Finance Authority, the Public Building Commission of Chicago
and the Public School Teachers’ Pension and Retirement Fund of Chicago are deemed to be related
organizations but separate entities and are not included as part of the CPS reporting entity. No fiscal
dependency exists between these organizations. These units are excluded from the CPS reporting entity
because they do not meet the criteria for inclusion as established by GASB.

New Accounting Standards

GASBS 53, Accounting and Financial reporting for Derivative Instruments is effective for CPS with its year
ended June 30, 2010. This statement addresses the recognition, measurement, and disclosure of
information regarding derivative instruments entered into by state and local governments.

Description of Government-Wide Financial Statements

The Statement of Net Assets and the Statement of Activities display information about the government-
wide entity as a whole. The Statement of Net Assets and the Statement of Activities were prepared using
the economic resources measurement focus and the accrual basis of accounting. Revenues, expenses,
gains, losses, assets, and liabilities resulting from exchange and exchange-like transactions are recog-
nized when the exchange takes place. Revenues, expenses, gains, losses, assets, and liabilities resulting
from nonexchange transactions are recognized in accordance with the GASB requirements of accounting
and financial reporting for nonexchange transactions.

Program revenues included in the Statement of Activities derive directly from the program itself or from
parties outside the CPS’ taxpayers or citizenry, as a whole; program revenues reduce the cost of the
function to be financed from general revenues.

The CPS reports all direct expenses by function in the Statement of Activities. Direct expenses are those
that are clearly identifiable with a function. Indirect expenses of other functions are not allocated to those
functions but are reported separately in the Statement of Activities. Depreciation expense is specifically
identified by function and is included in the direct expense to each function. Interest on general long-term
debt is considered an indirect expense and is reported separately on the Statement of Activities.
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Financial Section

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Government-Wide and Fund Financial Statements

The government-wide financial statements report information on all of the activities of the CPS. Interfund
balances have been removed from these statements but the services provided and used are not
eliminated in the process of consolidation.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not identified as program
revenues are reported as general revenues.

Separate financial statements are provided for governmental funds. Major individual governmental funds
are reported as separate columns in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenues in the year for which they are levied. State and Federal grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have been met.

Fund financial statements are reported using the current financial resources measurement focus and the
modified accrual basis of accounting. Revenues are recognized as soon as they are both measurable and
available. Revenues are considered to be available when they are collectible within the current period or soon
enough thereafter to pay liabilities of the current period. Property taxes are considered to be available if
collected within 30 days of fiscal year end. For this purpose, the CPS also considers State aid, Federal aid and
replacement tax revenues that are susceptible to accrual to be available if they are collected within 30 days of
fiscal year end. This represents a change from previous fiscal years which resulted in a fund balance
restatement for prior years described in Note 16. Expenditures generally are recorded when a liability is
incurred, as under accrual accounting. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when payment is due.

Funds

CPS reports its financial activities through the use of “fund accounting.” This is a system of accounting
wherein transactions are reported in self-balancing sets of accounts to reflect results of activities. Fund
accounting segregates funds according to their intended purpose and is used to aid management in
demonstrating compliance with finance-related legal and contractual provisions. The minimum number of
funds is maintained, consistent with legal and managerial requirements. A description of the activities of
the various funds is provided below.
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Basic Financial Statements

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Governmental Funds

a. General Operating Fund

The General Operating Fund is established in compliance with the provisions of the lllinois Program
Accounting Manual for Local Education Agencies. This Fund is the primary operating fund of CPS and is
made up of the following programs:

Educational Program

Supplementary General State Aid Program

School Food Service Program

Elementary and Secondary Education Act (ESEA) Program
Individuals with Disabilities Education Act (IDEA) Program

Workers’ and Unemployment Compensation/Tort Immunity Program
Public Building Commission Operations and Maintenance Program
Other Government-Funded Programs

b. Capital Projects Fund
The Capital Projects Fund includes the following programs:

Capital Asset Program — This program is for the receipt and expenditure of the proceeds from the sale of
certain Board real estate, proceeds from the Chicago School Finance Authority, and other miscellaneous
capital projects revenues from various sources as designated by the Board.

Capital Improvement Program — This program is for the receipt and expenditure of proceeds from the sale
of Unlimited Tax General Obligation Bonds, Public Building Commission Building Revenue Bonds, State of
lllinois Construction Grants, Federal E-rate capital subsidies and other revenues for the purpose of
building and improving schools as designated by the Board. The bonds are being repaid in the Debt
Service Fund from Replacement Tax revenue, from an Intergovernmental Agreement with the City of
Chicago, State of lllinois Construction Grants, General State Aid, other revenues as designated by the
Board and from a separate tax levy associated with the bonds, if necessary.

c. Debt Service Fund
The Debt Service Fund includes the following programs:

Bond Redemption and Interest Program — This program is for the receipt and expenditure of Replace-
ment Taxes, City of Chicago Intergovernmental Agreement revenue, State of lllinois Construction Grants,
General State Aid and other revenues as designated by the Board for the payment of interest and principal
on specific bond issues.

Public Building Commission Leases Program — Receipts and expenditures of tax levies and State of
lllinois Construction Grants for the rental payments due to the Public Building Commission of school
buildings are recorded in this program. The title to these properties passes to the City of Chicago, in trust
for the use of the CPS, at the end of the lease terms.

Assets, Liabilities, and Net Assets or Equity
Deposits and Investments

CPS'’ cash and cash equivalents consist of cash on hand, demand deposits, and short-term investments
with original maturities of three months or less from the date of acquisition. In addition, State statutes
authorize CPS to invest in obligations of the U.S. Treasury, commercial paper, repurchase agreements,
and the State Treasurer’s Investment Pool. CPS’ investments are reported at fair value, based on quoted
market prices.

./
Comprehensive Annual Financial Report . 47

L
zZ
>
<
D
>
=
(7))
m
(@)
=
@)
<




Z
=
[
o
w
n
-
=
o
Z
<
Z
L.

Financial Section

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Restricted Assets

Certain proceeds of the CPS bond issuances, as well as certain assets set aside for their repayment, are
classified as restricted assets on the balance sheet because they are maintained in separate bank
accounts and their use is limited by applicable bond covenants. These amounts are consequently held in
€SCrow.

Receivables and Payables

CPS records as its property taxes receivable amounts equal to the current year tax levy plus the two years
prior levies net of an allowance for estimated uncollectible amounts. The allowance is recorded at 3.5% of
the gross levy.

A calendar year’s property tax levies are billed (extended) in two installments in the subsequent calendar
year. Calendar year 2007 property taxes were levied for fiscal year 2008 in December 2007, and were
billed in fiscal year 2008. In 2008, the installment due dates were March 1 and November 3. Property taxes
unpaid after these dates accrue interest at the rate of 1.5% per month. The treasurers of Cook and
DuPage counties, who distribute such receipts to the CPS, receive collections of property tax installments.
The CPS’ property tax becomes a lien on real property on January 1 of the year for which it is levied. The
levy becomes an enforceable lien against the property as of January 1 of the levy year. CPS does not
record a receivable nor related deferred revenue until the Board passes the levy for the current fiscal year.

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end
of the fiscal year are referred to as either “due to/from other funds” (i.e., the current portion of interfund
loans) or “advances to/from other funds” (i.e. the non-current portion of interfund loans). All other
outstanding balances between funds are reported as “due to/from other funds.”

Capital Assets

Capital assets, which include land, construction in progress, buildings, building improvements and
equipment are reported in the governmental activities columns in the government-wide financial state-
ments. Land, buildings and building improvements are recorded at historical cost or estimated historical
cost if purchased or constructed. The capitalization threshold for equipment is a unit cost of $25,000 or
more. Donated capital assets are recorded at estimated fair market value at date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.

Beginning in fiscal year 2005, CPS implemented procedures related to impaired assets. Generally, a
capital asset is considered impaired when its service utility has declined significantly and the events or
changes in the circumstances are unexpected or outside the normal life cycle. There were no capital asset
impairments during fiscal year 2008.

Depreciation of buildings and building improvements of the CPS is calculated using the straight-line
method beginning in the year after they are completed. Equipment is depreciated using the straight-line
method and the mid-year convention. The CPS’ capital assets have the following estimated useful lives:

Assets Years
Buildings and building improvements . . . ......... .. .. ... . . L. 25-50
Administrative software/systems .. ....... . ... 20
Equipment. . ... 5

Depreciation of buildings and building improvements placed in service prior to fiscal year 2002 was
calculated using a composite rate that CPS estimated to be 32 years. For items placed in service
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

subsequent to fiscal year 2001, CPS utilizes the estimated useful lives for specific components within the
range noted above.

For assets other than personal property placed in service prior to June 30, 2001, the amount to be
recorded as a reduction to capital assets and related accumulated depreciation upon asset retirement is
determined using a deflated replacement cost methodology.

Vacation and Sick Pay

The CPS provides vacation and sick pay benefits for substantially all of its employees. Accrued sick pay
benefits were computed using the termination payment method. The liability for accrued vacation pay
benefits was computed using the employee’s actual daily wage.

Long-term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations are reported
as liabilities in the Statement of Net Assets. Bond premiums and discounts, as well as issuance costs, are
deferred and amortized over the life of the bonds using the straight line method. Bonds payable are
reported net of applicable bond premium or discount. Bond issuance costs are reported as deferred
charges and amortized over the term of the related debt.

In the fund financial statements, governmental funds recognize bond premiums and discounts, as well as
bond issuance costs, during the current period. The face amount of debt issued is reported as other
financing sources. Premiums received on debt issuances are reported as other financing sources while
discounts on debtissuances are reported as other financing uses. Issuance costs, whether or not withheld
from the actual debt proceeds received, are reported as debt service expenditures.

Swaps

CPS enters into interest rate swap agreements to modify interest rates on outstanding debt. Other than the
net interest expenditures resulting from these agreements, no amounts are recorded in the financial
statements.

As a result of the collapse of the variable Auction Rate market in February 2008, CPS terminated six swap
agreements in the notional amount of $965,275,000. The termination amounts were determined by
negotiated and market quotation methods which resulted in a $20.5 million termination payment to the
counterparties.

Fund Balances and Net Assets

In the fund financial statements, governmental funds report reservations of fund balance for amounts that
are not available for appropriation or are legally restricted by outside parties for use for a specific purpose.

The Statement of Net Assets includes the following:

Invested in Capital Assets, net of Related Debt — the component of net assets that reports the difference
between capital assets less both the accumulated depreciation and the outstanding balance of debt,
excluding unexpended proceeds, that is directly attributable to the acquisition, construction or improve-
ment of those assets.

Restricted for Donations and by Enabling Legislation — the component of net assets that reports the
difference between assets and liabilities of the certain programs that consists of assets with constraints
placed on their use by either external parties and/or enabling legislation.

Restricted for Debt Service — the component of net assets that reports the difference between assets and
liabilities of the Debt Service Fund that consists of assets with constraints placed on their use by creditors.
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Financial Section

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Unrestricted — the difference between the assets and liabilities that is not reported as Net Assets Invested
in Capital Assets, net of Related Debt, Net Assets Restricted for Specific Purpose, or Net Assets
Restricted for Debt Service.

Comparative Data

Comparative total data for the prior year has been presented in the fund financial statements in order to
provide an understanding of the changes in the financial position and operations of these funds.

Management’s Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenditures during the reporting period. Actual
results could differ from those estimates.

NOTE 2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgets

Annual Budgets are prepared on a basis consistent with accounting principles generally accepted in the
United States for the General Operating, Capital Projects and Debt Service funds. All annual unencum-
bered appropriations lapse at fiscal year-end. Encumbrances are reported as a reservation of fund
balance for subsequent year expenditures.

Certain funding allocations (primarily Federal and State programs, including Supplementary General
State Aid) are made to schools but are not budgeted by account by the schools at the time the budget is
adopted. These allocations are included in Other Fixed Charges for budget purposes. During the fiscal
year, upon receiving the appropriate approvals from regional offices and the Office of Management and
Budget, transfers are made to the appropriate accounts. Actual expenditures are reflected in the appro-
priate accounts.

The appropriated budget is prepared by fund, account and unit. The legal level of budgetary control is at the
account level except for school-based discretionary programs. School-based discretionary program
expenditures are governed by specific program policies and procedures. Board approval is required
for all funding transfers except those described above. In addition, an amended budget is required for
increases in total appropriation.

In August 2007, the Board adopted a balanced budget for fiscal year 2008 that reflected total resources,
including $109 million of available reserved fund balances, and appropriations of $4.65 billion for the
General Operating Fund.

In August 2008, the Board adopted a balanced budget for fiscal year 2009 that reflected total resources,
including $145.2 million of available reserved fund balances, and appropriations of $4.85 billion for the
General Operating Fund.

The Capital Projects Fund is budgeted on a project-by-project basis. Budgeted amounts in the Capital
Projects Fund represent the entire project budget for projects that were expected to commence in fiscal
year 2008. Actual expenditures in the Capital Projects Fund include expenditures on projects that were
budgeted in the current and prior fiscal years.
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NOTE 3. PROPERTY TAXES AND STATE AID REVENUE

a. Property Taxes — The CPS levies property taxes using tax levy rates established by statute and an
equalized assessed valuation (“EAV”) estimated by the CPS. The maximum billing (extension) of property
taxes for the rate-limited Educational Levy in any calendar year is limited to the lesser of the tax rate
established by statute multiplied by the EAV known at the time the final calendar year tax bills are
calculated by the Cook and DuPage County Clerks or the tax rates established by statute multiplied by the
prior year EAV. Property taxes for the levies that are not rate-limited are levied based on the estimated
requirements for such funds.

As part of the annual budgetary process, CPS adopts a resolution each December in which it is
determined to levy real estate taxes. This tax levy resolution imposes property taxes in terms of a dollar
amount. The Truth in Taxation Law requires that notice in prescribed form must be published and a public
hearing must be held if the aggregate annual levy exceeds 105% of the levy of the preceding year.

Since the 1994 levy year, CPS has been subject to the Property Tax Extension Limitation Law (PTELL).
The PTELL, commonly known as the property-tax cap, is designed to limit the increases in property taxes
billed for non-home rule taxing districts. The growth in a taxing district's aggregate extension base is
limited to the lesser of 5% or the increase in the national Consumer Price Index (CPI) for the year
preceding the levy year. The CPI used is for all urban consumers for all items as published by the
U.S. Department of Labor, Bureau of Labor Statistics. This limitation can be increased for a taxing body
with voter approval. The PTELL allows a taxing district to receive a limited annual increase in tax
extensions on existing property, plus an additional amount for new construction. This limit slows the
growth of revenues to taxing districts when property values and assessments are increasing faster then
the rate of inflation.

Amounts collected in excess of the estimated net receivable for each levy year are reported as revenue in
the fiscal year that the tax collections are distributed to CPS. Tax amounts collected in excess of the
specified prior years levies are recorded in the year of receipt without impacting receivable and deferred
revenue balances. CPS maintains the accounts receivable, reserves for uncollectibles and deferred
revenue balance on the general ledger for three tax levy years. All refunds, no matter what tax year they
apply, are recorded against the property tax revenue and cash accounts in the period of occurrence or
notification from the respective county treasurer.

Legal limitations on tax rates and the rates extended in calendar years 2008 and 2007 are shown below.

Tax Rates
Maximum Extended Per
2008 $100 of EAV
Legal Limit 2008 2007
General Operating Fund:
Educational. .. ... ... ... .. . (A) $2.376  $2.078
Workers’ and Unemployment Compensation/Tort Immunity . . ... ... (B) .191 .021
Public Building Commission Operations and Maintenance. .. ... ... (B) .000 .521
Debt Service Fund:
Public Building Commission Leases Program ... ............... (C) .016 .077
$2.583 $2.697
A. The maximum legal limit for educational purposes cannot exceed $4.00 per $100 of

EAV (105 ILCS 5/34-53, and the total amount billed under General Operating Fund is subject to
the PTELL as described above.

B. These tax rates are not limited by law, but are subject to the tax cap as described above.
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Financial Section

NOTE 3. PROPERTY TAXES AND STATE AID REVENUE (continued)

C. The tax cap limitation contained in the PTELL does not apply to the taxes levied by CPS to make its
lease payments.

b. State Aid — The components of State Aid as shown on the financial statements are as follows ($000’s):

Government
Fund Wide-
Financial Financial
Statements Statements
Revenues:
General State Aid Unrestricted . . ........... .. ... . . ... . . ... ... $ 846,408 $ 846,408
Supplementary General State Aid .. .......... . ... .. ... ... ... 261,000 261,000
General Education Block Grant . .. .......... . ... .. . .. .. . .. .. ... 166,519 166,519
Educational Services Block Grant . . .. ......... ... ... ... ... ..... 447,442 469,617
Other Restricted State Revenue .. .. ......... ... ... ... ... .. ..... 124,665 122,838
Total State Aid . . . .. ... . $1,846,034 $1,866,382
Program Revenues:
Operating Grants and Contributions . . . ... ... . . . . . (109,996)
Non-Program General State Aid. . . . .. ... ... $1,756,386

NOTE 4. CASH DEPOSITS AND INVESTMENTS

Cash and investments held in the name of the CPS are controlled and managed by the CPS’ Treasury
Department; however, custody is maintained by the Treasurer of the City of Chicago, who is the designated
ex-officio Treasurer of the CPS under the lllinois School Code. Custody is not maintained by the Treasurer
of the City of Chicago for cash and investments in escrow, and the schools’ internal accounts. The cash
and investments in escrow in the Debt Service Fund represent the amount available for debt service
payments on the Unlimited Tax General Obligation Bonds and PBC Leases. The cash and investments in
escrow in the Capital Projects Fund represent the unspent proceeds from the Unlimited Tax General
Obligation Bonds, Public Building Commission Building Revenue Bonds, State Technology Revolving
Loan Fund and other revenues.

Cash

With the exception of school internal accounts as designated by the Board, the Municipal Code of Chicago
requires that cash be deposited only in chartered banks or savings and loan associations that are on the
City of Chicago’s approved depository listing. The ordinances allow only regularly organized State or
national banks insured by the Federal Deposit Insurance Corporation, and Federal and State savings and
loan associations insured by the Savings Association Insurance Fund of the Federal Deposit Insurance
Corporation located within the City of Chicago, to be designated depositories.

The CPS Investment Policy requires collateral with an aggregate market value of not less than 110% of the
original acquisition price, including principal and accrued interest, on depository account balances and
certificates of deposit unless the bank meets certain rating requirements and/or asset size. Repurchase
agreement collateral shall not be less than 102%. Collateral for the CPS’ bank accounts are held by a third-
party custodian in the name of the City of Chicago Treasurer for the benefit of the CPS. Collateral shall be
only those securities authorized as allowable investments.

As of June 30, 2008, the book amount of the CPS’ deposit accounts was $1.4 million. The bank balances
totaled $34.6 million as of June 30, 2008. The difference between the book and bank balances primarily
represents checks that have been issued but have not yet cleared as of June 30, 2008. The bank balance
was covered by Federal depository insurance and by collateral held by third-party custodians.
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NOTE 4. CASH DEPOSITS AND INVESTMENTS (continued)

Cash and Investments Held in School Internal Accounts, and the corresponding liability, Amounts Held for
Student Activities, represent the book balance for checking and investments for individual schools.

Investments

The CPS’ investments are authorized under the lllinois Compiled Statutes Finance Investment Act. The
CPS’ Investment Policy is derived from this Act. The CPS Investment Policy authorizes the CPS to invest in
obligations guaranteed by the full faith and credit of the U.S. Government, certificates of deposit consti-
tuting direct obligations of banks, commercial paper, money market mutual funds, repurchase agreements
that mature within 330 days, certain U.S. Government agency securities, and certain State and municipal
securities that are rated at the time of purchase within the two highest classifications established by a
nationally recognized rating service. All mutual funds purchased invest in eligible securities outlined in the
parameters of the CPS Investment Policy and meet certain other regulatory requirements.

The CPS’ Investment Policy contains the following stated objectives:

. Safety of Principal. Investments shall be undertaken in a manner that provides for the preservation of
principal in the overall portfolio.

. Liquidity. The investment portfolio shall be sufficiently liquid to meet all reasonably anticipated
operating and cash flow requirements.

. Rate of Return. The investment portfolio shall be constructed with the objective of attaining a market
rate of return through budgetary and economic cycles, taking into account investment risk constraints
and liquidity needs.

. Diversification. The investment portfolio shall be diversified to avoid incurring unreasonable risks
associated with specific securities or financial institutions.

At June 30, 2008, the CPS had the following investments ($000’s) and maturities:

Maturities
Carrying Less Than Maturities
Investment Type Ratings Amount 1 Year 1-5 Years
Repurchase Agreements . . .. ............ AAA $ 91933 § 91933 § —
U.S. Government Agency Securities . ... ... AAA 782,247 158,118 624,129
Commercial Paper. . ................... A1 or A1+/P-1 268,687 268,687 —
Money Market Mutual Funds . . ........... AAA 972,497 972,497 —
Total Investments . . . ................. $2,115,364 $1,491,235 $624,129
Cash........ . ... ... . .. . .. 1,402
Total Cash and Investments . . ... ....... $2,116,766

Credit Risk — State law and the CPS’ Investment Policy limit investment in repurchase agreements,
unless registered or inscribed in the name of the Board, to those purchased through banks or trust
companies authorized to do business in the State of lllinois. State law and the CPS’ Investment Policy limit
investment in commercial paper to the top two ratings issued by at least two standard rating services. As of
June 30, 2008, CPS’ investments in commercial paper were rated A1+ or A1 by Moody’s Investment
Service and P-1 by Standard and Poor’s. As of June 30, 2008, Standard and Poor’s rated the CPS’
investments in money market mutual funds AAA as required by the CPS’ Investment Policy.

Concentration of Credit Risk — As of June 30, 2008 there were no investments in any one issuer that
represent 5% or more of the total investments. Investments issued by the U.S. government and investment
in mutual funds are excluded from the concentration of credit risk.
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Financial Section

NOTE 4. CASH DEPOSITS AND INVESTMENTS (continued)

Custodial Risk — During the fiscal year ended June 30, 2008, repurchase agreements were supported by
collateral with an aggregate market value equal to at least 102% of amounts invested. The collateral
consisted of securities that were permissible under the CPS Investment Policy. Third-party custodians held
all collateral in CPS’ name.

Interest Rate Risk— The CPS’ Investment Policy requires maintenance of a two-tiered portfolio which
limits the average maturity of the Liquidity Cash Management tier of the portfolio to six months and limits
the average maturity of the Enhanced Cash Management tier of the portfolio to five years and limits the
maturity of any single issue in the Enhanced Cash Management tier of the portfolio to 10 years.

The following table provides a summary of CPS’ total cash and investments as of June 30, 2008 ($000’s):

Fund: Amount
General Operating Fund . ... ... .. . $1,056,651
Capital Projects Fund. . . . .. ... 622,887
Debt Service Fund. . ... ... . . 437,228
Total Cash and Investments . .. ... ... . . . . $2,116,766

NOTE 5. RECEIVABLES

Receivables as of June 30, 2008 for the CPS, net of the applicable allowance for uncollectible accounts,
are as follows ($000’s):

Government-
Fund Wide
Financial Financial

Statements Statements

Property taxes . . . ... ... . $1,077,762 $1,077,762
Replacementtaxes ........ ... . . . . . 32,511 32,511
State aid . ... 518,929 518,929
Federal aid. . .. ... ... . . 223,988 223,988
Other. . .. 60,660 60,660
Total Receivables. . . . ... ... . . . $1,913,850 $1,913,850
Less: Allowance for uncollectibles — property tax . .................. (68,016) (68,016)
Less: Allowance for uncollectibles — state aid . .. ................... (3,842) (3,842)
Less: Allowance for uncollectibles—other. .. ...................... (2,677) (2,677)
Total Receivables, net. .. ....... .. ... ... .. . $1,839,315 $1,839,315

Governmental funds report deferred revenue in connection with receivables for revenues that are not
considered to be available to liquidate liabilities of the current period. At June 30, 2008, the components of
deferred revenue reported in the fund financial statements are as follows ($000’s):

Deferred property taxes . . . ... oo $1,009,534
Other deferred revenue . . ... ... . e 481,416
Total Deferred Revenue . . .. ... .. .. . . e $1,490,950
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NOTE 6. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2008 was as follows ($000’s):

Decreases and

Beginning Transfers to Ending
Government-wide activities: Balance Increases In-service Balance
Capital assets, not being depreciated:
Land ....... .. . $ 248,713 $ 12,744 § (120) $ 261,337
Construction in progress .. ............. 354,531 340,385 (227,816) 467,100
Total capital assets not being
depreciated. . . ................ ... $ 603,244 $ 353,129 $(227,936) $ 728,437
Capital assets being depreciated:
Buildings and improvements . ........... $6,051,231 $228,790 $ (28,181) $ 6,251,840
Equipment and administrative software . . . . 149,045 15,012 0 164,057
Total capital assets being depreciated ... $ 6,200,276 $ 243,802 $ (28,181) $ 6,415,897
Total Capital Assets . .............. $ 6,803,520 $596,931 $(256,117) $ 7,144,334
Less accumulated depreciation for:
Buildings and improvements ............ $(2,274,440) $(164,607) $ 25974 $(2,413,073)
Equipment and administrative software . . . . (41,193) (6,520) 0 (47,713)
Total accumulated depreciation. . . . ... .. $(2,315,633) $(171,127) $ 25,974 $(2,460,786)
Capital Assets, net of depreciation . ... $ 4,487,887 $ 425,804 $(230,143) $ 4,683,548
Depreciation expense was charged to functions/programs of the CPS as follows ($000’s):
Governmental activities:
InStruction . .. ... ... $107,322
Pupil support services ... ... ... ... 15,100
Administrative support services . ........ ... ... 8,072
Facilities support services. . . .. ... .. 16,070
Instructional support services . . . ... ... ... 16,987
FOOd Services. . . ... 7,576
Total Depreciation . . . ........... .. . . . . $171,127

Construction Commitments

The CPS had active construction projects as of June 30, 2008. These projects include new construction
and renovations of schools. At year-end, the CPS had approximately $268.6 million in outstanding

construction encumbrances.

NOTE 7. INTERFUND TRANSFERS AND BALANCES

Interfund Transfers

Interfund transfers are defined as the flow of assets, such as cash or goods, without equivalent flows of
assets in return. Interfund borrowings are reflected as “Due from/to Other Funds” on the accompanying
governmental fund financial statements. All other interfund transfers are reported as transfers in/out.
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Financial Section

NOTE 7. INTERFUND TRANSFERS AND BALANCES (continued)
General Operating Fund:

Due from Capital Improvement Program . ... ...................... $ 66,376

Due to Capital Asset Program. . .. ........ .. i (39,827)

Due to Bond Redemption and Interest Program .. .................. (22,014)
Total —Due fromother Funds . . ... ....... ... ... ... ........ $ 4,535

Capital Projects Fund:

Capital Assets Program — Due from General Operating Fund. . . ... .. .. $ 39,827

Capital Improvement Program — Due to General Operating Fund . . . .. .. (66,376)
Total —DuetootherFunds............. ... ................. $(26,549)

Debt Service Fund:
Bond Redemption and Interest Program — Due from General Operating
Fund . .. $ 22,014

The purpose of interfund balances is to present transactions that are to be repaid between major programs
at year end. The balances result from operating transactions between funds and are repaid during the
fiscal year within the normal course of business.

Transfers

Effective June 30, 2008, CPS made operating transfers of $1.5 million from the Public Building Com-
mission Leases Program to the General Operating Fund to transfer interest earnings and operating
transfers of $2.3 million from the Bond Redemption and Interest Program to the General Operating Fund to
pay for costs associated with the refunding of certain outstanding bonds.

NOTE 8. LONG-TERM DEBT

General Obligation Bonds

The CPS issued the following bonds in fiscal year 2008:

Unlimited Tax General Obligation Bonds (Series 2007A)

In August 2005, CPS sold an option to Bank of America N.A. under which CPS would enter into an interest
rate swap associated with $100,000,000 of bonds refunding the Series 1997A bonds upon exercise of
option in July 2007 (effective December 2007). In November 2006, CPS also sold an option to Royal Bank
of Canada under which CPS would have to enter into an interest rate swap associated with $162,785,000
of bonds refunding the Series 1997A bonds upon exercise of the option in July 2007 (effective December
2007). The intention of entering into the swaps were to effectively economically refund $262,785,000 of the
Series 1997A bonds, avoiding negative arbitrage in advance refunding escrows, while realizing upfront
payments of $18,345,000 and $24,925,000 to be used for costs of issuance and debt service requirements
in fiscal year 2006 and 2007.

In July 2007, the counterparties exercised their swaption options and in September 2007, CPS issued
$262,785,000 in Unlimited Tax General Obligation Refunding Bonds (Series 2007A) and in December
2007, CPS entered into two interest rate swaps associated with the issuance of the Series 2007A auction
rate bonds. The proceeds from these bonds were used to refund a portion of Series 1997A bonds. As a
result of the issuance, net proceeds along with debt service funds on hand and proceeds related to CPS’
swaption agreement totaling $272,428,076 were used to purchase U.S. Government Securities, which
were deposited in a trust with an escrow agent to purchase $262,785,000 of the Series 1997A bonds in full
on December 1, 2007, and the bonds are considered fully refunded. The debt service on this issuance will
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NOTE 8. LONG-TERM DEBT (continued)

be paid by revenues received from an intergovernmental agreement with the City of Chicago and Personal
Property Replacement Tax revenues.

The following table details the payments to the refunded bond escrow agent ($000’s):

Description Amount
Netproceeds . . ... ... ... . $262,785
CPS deposit. . . ... e 2,703
Amounts on hand related to refunded debt. . . .. .................... 6,940
Total . .. $272,428

The refunding resulted in a difference between the reacquisition price and the net carrying amount of the
old debt of $9.6 million. This difference reported in the accompanying financial statements as a deduction
from bonds payable, is being charged to operations through the year 2031.

Unlimited Tax General Obligation Bonds (Series 2007BC)

In September 2007, CPS issued $204,635,000 in Unlimited Tax General Obligation Refunding Bonds
(Series 2007BC) at a premium of $10,308,755. The proceeds from these bonds were used to refund a
portion of Series 1997 and Series 1997A bonds and to pay costs of issuance of the bonds. As aresult of the
issuance, net proceeds of $212,793,437 were used to purchase U.S. Government Securities, which were
deposited in a trust with an escrow agent to purchase $199,225,000 of the Series 1997A bonds and
$6,700,000 of the Series 1997 on December 1, 2007, and the bonds are considered fully refunded. The
debt service on this issuance will be paid by revenues received from an intergovernmental agreement with
the City of Chicago and Personal Property Replacement Tax revenues.

The following table details the payments to the refunded bond escrow agent ($000’s):

Description Amount
Net proceeds . . ... ..ot $212,793

The refunding resulted in a difference between the reacquisition price and the net carrying amount of the
old debt of $6.9 million. This difference, reported in the accompanying financial statements as a deduction
from bonds payable, is being charged to operations through the year 2025. CPS completed the refunding
to reduce its total debt service over the next 17 years and to obtain an economic gain (difference between
the present values of the old and new debt service payments) of $9.7 million.

Unlimited Tax General Obligation Bonds (Series 2007D)

In December 2007, CPS issued $238,720,000 in Unlimited Tax General Obligation Bonds (Series 2007D)
at a premium of $13,835,224. The proceeds from these bonds are being used as part of CPS’ Capital
Improvement Program and to pay costs of issuance of the bonds. As a result of the issuance, CPS
recorded net proceeds of approximately $250,000,000 in the Capital Improvement Fund. The debt service
on this issuance will be paid from General State Aid revenues.

Debt Restructuring

As aresult of the collapse of the variable Auction Rate market in February 2008, CPS issued the following
refunding bonds to restructure its auction rate debt.

Unlimited Tax General Obligation Refunding Bonds Private Placement (Series 2008A)

In May 2008, CPS issued $262,785,000 in Unlimited Tax General Obligation Refunding Bonds Private
Placement (Series 2008A). The proceeds from these bonds were used to refund the Series 2007A bonds.
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Financial Section

NOTE 8. LONG-TERM DEBT (continued)

CPS contributed $9.5 million to pay for costs of issuance and fund debt service. As a result of the issuance,
$262,976,142 was deposited in a trust with an escrow agent to purchase the Series 2007A bonds upon the
next remarketing. On May 16, 2008, the bonds were repurchased in full and are considered fully refunded.
The debt service on this issuance will be paid by revenues received from an intergovernmental agreement
with the City of Chicago and Personal Property Tax revenues.

The following table details the payments to the refunded bond escrow agent ($000’s):

Description Amount

Net proceeds . . . ... .. $262,785

Amount on hand related to refunded debt . ........................ 191
Total . . . $262,976

The refunding resulted in a difference between the reacquisition price and the net carrying amount of the
old debt of $2.3 million. This difference, reported in the accompanying financial statements as a deduction
from bonds payable, is being charged to operations through the year 2031. Because the refunded bonds
are variable rate, the calculation of an economic gain disclosure is not meaningful as there is an
uncertainty of future debt service requirements. Accordingly, no economic gain has been made for this
refunding.

Unlimited Tax General Obligation Refunding Bonds Private Placement (Series 2008B)

In May 2008, CPS issued $240,975,000 in Unlimited Tax General Obligation Refunding Bonds Private
Placement (Series 2008B). The proceeds from these bonds were used to refund the Series 2003D bonds.
CPS contributed $0.9 million to pay for costs of issuance and fund debt service. As a result of the issuance,
$241,761,730 was deposited in a trust with an escrow agent to purchase the Series 2003D bonds upon the
next remarketing. On May 30, 2008, the bonds were repurchased in full and are considered fully refunded.
The debt service on this issuance will be paid from General State Aid revenu