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Dear Colleagues and Friends,

Chicago Public Schools (CPS) is committed to preparing our youth for the future: for work, higher
education, and family and civic responsibilities. CPS’ strategic direction includes investing in enrichment,
intervention and support programs in order to deliver viable solutions. Our analysis has shown that
successful CPS schools have strong principal support, teacher leadership and specialized teachers
focused on reading, math and science instruction. We continue to make progress in these core study
areas, despite the difficult financial situation the district is facing.

Innovative Programs

Our strategies seek to accelerate the pace of student achievement, close racial and economic achieve-
ment gaps, recruit and retain effective teachers, and expand educational opportunities. This year, we have
started a Performance Management initiative to ensure the integrity of data used to measure the
performance of schools, students, and administration. Our positive performance can be linked back to
the Renaissance 2010 program, which has revamped schools and curriculums to provide extended
learning options in neighborhood schools with a particular focus on math and science academies. Our
portfolio of schools now includes a dynamic mixture of gifted centers, magnet schools, charter schools,
vocational schools, selective enroliment schools and traditional attendance area schools.

Quality teachers are key to the success of CPS programs and the district is focused on recruiting, retaining,
and rewarding high-quality teachers. Our Human Capital initiative includes a process for streamlining the
hiring of qualified resources by pre-screening candidates to ensure that they meet standard requirements.
New teachers and administrators will also be included in a six-month mentoring program to ensure that
they receive adequate training in school-administrative procedures and district policy. The continued
development of high-quality resources has lead to an increased number of CPS teachers receiving Golden
Apple Awards each year. CPS also recognizes exceptional educators via the Teacher Advancement
Program, which ties bonuses for all school staff members, principals down to janitors, at selected schools
to the individual performance of students in those schools.

The district is better preparing our graduates for college work than ever before and our college enroliment
rate increased for the fourth year in a row. It now stands at 52.5 percent, up from 50 percent the year
before, an increase that continues to outpace the nation as a whole. Most recently, CPS has begun to
implement a robust College Match program, which matches juniors and seniors to the colleges for which
they are most academically qualified to ensure they are considering programs that match their abilities and



ambitions. The most recent statistics show that 77 percent of CPS graduates attending college are doing
so on a full-time basis, representing an increase of 6.1 percent from 2007.

Though college and career preparation are tremendously important, everything begins with early
childhood education. Funding for this program has been maintained to accommodate the steadily growing
population of children requiring services. Initiatives within the program include Preschool for All, Head
Start, Child-Parent Centers,Tuition-based Preschool, and Kindergarten. Four CPS teachers were
awarded with the Excellence in Early Childhood Education Award. Early childhood programs can be a
pivotal kick-start to a student’s future academic success.

Fiscal Management

FY2009 was a fiscally challenging year. As a result of the turmaoil in the financial market, the nation was still
in recession and local and state governments saw their revenues falling significantly while the demand for
their service has increased. The State of lllinois could not pay their bills to their vendors and local
governments, owing $173 million to CPS alone by the end of FY2009. Congress passed a $787 billion
economic stimulus package in February 2009, which includes aid to state and local governments.
However, it came too late to have any impact on the FY2009 operation.

To mitigate these challenges, CPS implemented hiring freezes and tight spending controls. As a result,
CPS ended the fiscal year much better than was initially projected in spite of the $173 million reduction in
state revenues. The unreserved fund balance, which is a measure of fiscal health, declined by 6%. Ending
cash balance was very healthy at $1.2 billion at June 30, 2009. Consequently, CPS was able to maintain its
high bond ratings with stable outlook from all three rating agencies.

Challenges CPS faces

CPS faces considerable challenges in addressing its structural deficit over the long term. Preliminary
FY10 projections have shown that CPS could face a multi-million dollar shortfall for the coming year. To
bridge the gap, CPS is leveraging one-time funding sources which will not occur again next year. We
continue to make budget cuts in order to close the deficit gap even further. Although, we are implementing
substantial cost-cutting measures to cope with the anticipated revenue shortfall, continued budget cuts
pose a great challenge to our ability to roll-out innovative programs while providing the oversight necessary
to ensure quality, safety and policy compliance.

Salaries alone rise by more than $100 million each year, with pension and health care costs rising by tens of
millions more. Over sixty percent of our operating budget pays for salary and benefits and about 90% of
that spending is governed by the District’s various labor contracts. We continue to work with legislators to
restore the cuts that CPS experienced this year and to reform state pension and education funding to bring
long-term solvency to our financial outlook. Continuing with the status quo puts CPS’ ability to meet our
obligations at risk.

We have done our best to protect CPS’ key educational priorities but the current budget crisis threatens
critical student programs. Major initiatives may be delayed or dramatically scaled back if CPS is forced to
undergo long-term budget cuts, putting us at risk of losing the progress made over the last six years.

Respectfully Submitted,

Clare Mufana Ron Huberman
Vice President Chief Executive Officer
Chicago Board of Education Chicago Public Schools
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PRINCIPAL OFFICIALS

Mayor of the City of Chicago
Richard M. Daley

Chicago Board of Education
Clare Munana, Vice President

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

Alberto A. Carrero, Jr.
Roxanne Ward
Peggy Davis

Statutory Officers
Ron Huberman, Chief Executive Officer
Barbara J. Eason-Watkins, Ed.D., Chief Education Officer
Robert Runcie, Chief Administrative and Chief Operating Officer
Christina Herzog, Acting Chief Financial Officer
Opal L. Walls, Chief Purchasing Officer
Patrick J. Rocks, General Counsel
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The Chicago Public Schools is the third largest school district in the nation.
It serves just under 408,000 students in 666 attendance centers with a staff of approximately 44,000.
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|
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Education -:- Inspector General
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[ I
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Chief Executive Officer |- —+ — - General Counsel
Chief of Staff Chief Education Officer Chief Financial Officer
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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, 2008

Upon recommendislion of the Association’s Panel of Review which has judged thal the Report
substant@lly conforms fo principles and standards of ASBO's Cerlificate of Excedlence Program

Qg Pumanr oA Vit

Fresident Execulive Director
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Introductory Section

CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

Board Member Profiles

The office of President of the Board is currently vacant. Under the rules of the Board, the Vice President of
the Board is empowered to carry out the duties of the President.

Clare Munana, Vice President

Clare Munanais Vice President of the Board and a public sector, not-for-profit and management consultant
operating her own firm. Ms. Mufana has performed numerous domestic and international engagements
for public sector and private sector clients in the U.S., Europe, Africa and Latin America. Ms. Muiana holds
a Bachelors degree from Boston College, Masters degree in International Relations 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 is a Board Member of The
Aspen Institute, The Chicago Council on Global Affairs, The Field Museum, and a Trustee of the National
Museum of Mexican Arts. She serves with several other civic groups, including the Chicago Public
Education Fund and Nuestro Futuro, an initiative of the Chicago Community Trust dedicated to enhancing
philanthropy within the Latino community.

Norman R. Bobins

Norman R. Bobins is chairman of Norman Bobins Consulting, LLC (NBC), which provides financial
consulting services to various clients. He also serves as the non-executive chairman of The PrivateBank
and Trust Company. Prior to that, Mr. Bobins was the chairman and chief executive officer 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, chairman of the board of trustees
of WTTW Communications, Inc., and a member of the Field Museum, the Newberry Library and the 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 Director 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 also served as
Chairman of the Mayor’s Asian-American Advisory Council. Dr. Butt is currently serving as a member of
the Board of Directors for the lllinois Association of School Boards and National School Board Associa-
tion — Counsel of Urban Boards of Education (NSBA-CUBE) Steering Committee Member.

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 (“Banco
Popular”) as Senior Vice President at the end of 2008, after a 21-year 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.
Mr. Carrero graduated from the University of Puerto Rico with a degree in Business Administration

-/
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Introductory Section

and Finance. On November 19, 2008, he was reappointed by the Board to serve as a Trustee of the Public
School Teachers’ Pension and Retirement Fund of Chicago. His affiliations include membership in the
National Association of Latino Elected and Appointed Officials and the Institute of Puerto Rican Art and
Culture, where he serves as a member of the Financial Committee. Mr. Carrero has been the recipient of
numerous awards from lllinois and New York City and State 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 CEO. 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 and a Juris Doctor degree from the University of
Wisconsin Milwaukee.

Roxanne M. Ward

Roxanne M. Ward is the former Vice President and Corporate Liaison of Ariel Capital Management, LLC
(“Ariel”) and 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 Reentry and serves on the Board of Directors of WTTW, the
Safer Foundation and the Federation for Community Schools. 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.

The members of the Board have been appointed to serve terms ending as follows:

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

Comprehensive Annual Financial Report 7
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Introductory Section

CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

Central Administration Profiles

Ron Huberman is the Chief Executive Officer of the Board. Prior to joining the Board, Mr. Huberman
served as President of the Chicago Transit Authority (CTA), the second largest transit agency in the
country. At CTA, he instituted a company-wide turnaround plan based on performance management
principles. Prior to joining the CTA, Mr. Huberman also served as Chief of Staff for Mayor Richard M. Daley,
and Executive Director of the City of Chicago Office of Emergency Management and Communication.
Mr. Huberman holds a Bachelor’s degree in English and Psychology from the University of Wisconsin at
Madison and a Master’s degree in Business Administration and Social Service Administration from the
University of Chicago, where he was both a Paul and Daisy Soros Fellow and an Albert Schweitzer Fellow.

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 education, working with students, teachers and parents. 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.

Robert Runcie is the Chief Administrative Officer and Chief Operating Officer of the Board. Mr. Runcie
previously served as the Board’s Chief Information Officer. Prior to joining the Board, Mr. Runcie was the
president and founder of a Chicago-based management consulting and technology service company
specializing in project management and systems of implementation. Mr. Runcie graduated from Harvard
and has an MBA from Northwestern University’s Kellogg School of Management. He is also a member of
the current class of the Broad Superintendents Academy.

Christina Herzog was recently appointed Acting Chief Financial Officer of the Board effective August 30,
2009. Ms. Herzog has served as the Board’s Budget and Management Director. She has been with CPS in
the Office of Budget and Management since 2004, also serving as Senior Manager for Schools and
Instructional Programs, Manager for the School Support Unit, and Deputy Budget Director. Prior to joining
the Board, Ms. Herzog worked at both KPMG and Deloitte & Touche. Ms. Herzog graduated from the
University of Illinois at Champaign-Urbana with a degree in Business Management and Organizational
Administration and holds a master’s degree from the University of Chicago’s Irving B. Harris School for
Public Policy.

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, lllinois and served in
the capacity of Benefits Consultant, Pension Analyst and Senior Portfolio Manager. Ms. Walls holds a
Bachelor of Science degree in Business Administration from Elmhurst College of lllinois.

8 . Chicago Public Schools



Introductory Section

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.

Comprehensive Annual Financial Report 9
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Chicago Public Schools

Christina Herzog
Acting Chief Financial Officer

December 10, 2009

Clare Mufana, Vice 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, 2009, 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 fulfilment 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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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 666 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 drop-
outs. As of September 2008, CPS operates 67 charter schools and over 90 campuses with more planned
to open next year.

Student enrollment in September 2008 was 407,955, declining from 414,000 in 2006. About 84% of our
students come from low-income families and 13% speak English as a second language. CPS employs
about 44,000 workers, including about 23,110 teaching positions with an annual operating budget of over
$4.8 billion in FY09.

LOCAL ECONOMIC OUTLOOK

Following the worst financial crisis of the past 70 years, the U.S. experienced an extensive contraction
across the economy that may surpass those of the 1970s and 1980s in depth and severity. Nationwide
employment has fallen by more than 8 million, and unemployment has risen from less than 6 percent in
2007 to 9.8 percent in September 2009. However, the pace of contraction is slowing, and there is
increasing evidence that after lasting 18 or 19 months, the recession may have ended this summer. The
Blue Chip consensus believes that real GDP grew at an annualized rate of 3.2% in the third quarter of 2009
after posting -6.4% and -0.7% in the first and second quarters. Although generally positive, other leading
economic indicators are somewhat mixed but still point toward a sluggish and jobless recovery starting in
mid-2009.

The lllinois and Chicago economy mirrors the national economy but with a general lag in the trend. The
national economy may be headed into a recovery in the third quarter of 2009, but the local outlook
indicates that this recovery will be under way in mid-to late-2010. According to the Regional Economics
Applications Laboratory (REAL), the Chicago region’s gross regional product would decline by almost 3%
in 2009 and grow by 0.6% in 2010.

Employment levels play a significant role in the performance of real estate, business, recreation, tourism,
and consumer consumption. The seasonally adjusted unemployment rate in August 2009 was 9.8% in the
metro Chicago area and 10% in lllinois, both higher than the national average of 9.7%. The pace of job
losses is starting to slow, but is not anticipated to return to pre-recession levels for some time. REAL
forecasts that unemployment rates in the Chicago area would rise above 10% in 2009 and over 11.6% in
2010. lllinois had 37,270 foreclosure filings in the third quarter of 2009, 30% higher than the same period
last year and the tenth highest