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Dear Colleagues and Friends:

Last year Chicago Public Schools (CPS) saw the largest one year increase in test scores in its history.
When Mayor Daley announced that students made double-digit increases in all grades over all subjects,
he called it “a historic day for the teachers, parents, taxpayers and especially the elementary students
of Chicago”. In 2000, only 36 percent of our students met or exceeded state standards; this year a
remarkable 62.5% of all students met or exceeded state standards. This is truly an extraordinary
achievement and one that should make our entire community proud.

As we began reflecting on what changed at CPS to account for this success, we knew it certainly wasn’t
one person, one program, or one department — it was a collective effort by our teachers, our schools,
our administrators, our students, our parents and our community supporters. It wasn’t a one year effort;
it was a culmination of many years of planning, implementing, evaluating, re-aligning, and re-prioritizing
every aspect of our organization.

It began by putting the education of our children first, focusing on learning the basics in the classroom
and staying the course year by year. It began with a commitment to ensure that every child in every
school is on track at every stage in his or her CPS career to graduate prepared for success in life. It
began with the belief that all children can learn up to their ability with the right support and the right
resources.

Several years ago, we started focusing on three core strategies: advancing literacy, improving human
capital, and creating more learning opportunities. Over the years we have built on these strategies and
added two new supporting strategies — managing performance and aligning resources. These core
strategies have served us well and are the cornerstones for all our new programs and initiatives.

Pursuing instructional excellence means focusing on our Reading Initiative, which encourages schools
to adopt one of the reading curricula identified in a pilot program. We are working on an intervention
strategy to reduce the number of students referred to special education because they cannot read. Our
Math and Science Initiative provides supported curricula that have been shown to improve student
performance. This initiative also has a significant professional development component to enhance
teacher skills and encourage teacher endorsements in math.

Working to transform our high schools, CPS has begun the most ambitious program in the country. We
are committed to changing curriculum, providing teacher development and support, addressing student
enrolliment and developing leadership support in our high schools. We have created new tools including
school scorecards, benchmark assessments, and school, area and district dashboards as part of our
effort to manage performance. At the same time, we are transforming our three existing student
information systems into the Instructional Management Program and Academic Communication Tool
(IMPACT), a comprehensive technology solution that will make student information more accessible,
reduce paperwork, and allow teachers more instructional time with students.

Another major effort has been directed toward getting the best available teachers into our schools,
targeting talented teachers to work creatively with our lowest performing schools. Increasing the number
of nationally certified teachers is another district priority, along with retaining the best teachers for the
long term. Over the next several years, we are anticipating the retirement of over 100 principals per



year. Creating a pool of qualified principals, by both developing teachers up through the ranks and
recruiting outside of Chicago, is a top priority designed to keep our momentum going forward.

Renaissance 2010, a program to open 100 new schools over a ten year period, is about half way there.
Each year this program has gotten better and more effective at selecting providers who have proven
track records of success. CPS’ goal is to offer a full range of choices in each area of the city. We
continue to expand our early childhood and after-school programs. Going forward, maintaining the
quality of the education programs at both CPS facilities and those managed by community-based
organizations is a continuing priority.

Our administrative areas keep improving as well. Enhancements to our financial, purchasing, and
budgeting systems make information more accessible to our schools and reduce the paperwork burden.
With the implementation of the new CPS@Work human resources and payroll system expected this
spring, CPS will be able to provide decision makers more accurate and timely staffing information on
demand.

Our Capital Improvement Program got a major boost when Mayor Daley announced the Modern
Schools Across Chicago program, a partnership between the City of Chicago and CPS to generate over
$1 billion for new construction and major renovations, focusing on high schools and reducing some of
the worst overcrowding in our elementary schools. A lack of school construction funding from the State
has forced CPS to issue bonds using operating funds to retire the debt, a trend we hope will change
soon.

CPS ended last fiscal year in good financial condition, with revenues moderately higher and expendi-
tures slightly reduced. The FY06 comprehensive annual financial report indicates that continued strong
fiscal controls, improved efficiencies, and modest revenue increases contributed to our positive balance.

However, there are financial challenges ahead as CPS begins to address pension liabilities, union
contract negotiations, and state funding issues. To balance our budget in recent years, CPS has had to
draw down our fund balance. In FY06 CPS had to make a $26 million payment to the pension fund for
the first time in several years and we anticipate increasing payments going forward. Once again we will
be focusing on educational funding reform and holding the State accountable for inadequate State
funding levels.

While all the indicators are up, showing that we are making regular, steady progress, there is still more
work to be done. The help we have received from the Mayor and the City of Chicago, the philanthropic
community, local businesses, and all our supporters make CPS confident that next year will be another
year of progress and dynamic change on our path to being the premier urban school district in the
country. Our students and their families deserve the highest quality instruction, outstanding academic
programs and comprehensive student development supports to prepare them for the challenges of the
world of tomorrow. We will continue to do our best to serve them.

Respectfully submitted,

@y B

Arne Duncan
Chief Executive Officer
Chicago Public Schools

Rufus Williams
President
Chicago Board of Education
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The Chicago Public Schools is the third largest school district in the nation.
It serves approximately 421,000 students in 625 attendance centers with a staff of over 46,000.
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Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

Chicago Public Schools
Illinois

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2005

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, 2005

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
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President Interim Executive Director
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CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

Board Member Profiles

Rufus Williams, President

Rufus Williams was appointed by Mayor Richard M. Daley as Member of the Chicago Board of
Education in April of 2005. Mayor Daley then appointed Mr. Williams, and his fellow Board Members
elected him, as President of the Chicago Board of Education in July 2006. President Williams currently
serves on the Boards of the Chicago Public Education Fund, the Renaissance Schools Fund, the
Children First Fund and the Public Building Commission. He also served on the Board of Trustees of the
Public School Teachers’ Pension and Retirement Fund of Chicago from June 2005 to October 2006.
Mr. Williams heads Olympus, LLC as its President and Chief Executive Officer. Mr. Williams has spent
over 25 years in financial services and management with nearly 15 of those years in wealth and
business management. Prior to founding Olympus, LLC, Mr. Williams worked for 10 years in various
positions including Chief Financial Officer and Controller of Harpo Entertainment Group, a company
best-known for the production of the top-rated talk show, “The Oprah Winfrey Show.” He began his
career at Arthur Anderson & Co., where he rose to the level of Experienced Audit Manager. Mr. Williams
left after 10 years to take a position as Corporate Audit Manager at Baxter Healthcare Corporation.
Mr. Williams graduated Magna Cum Laude from Southern University in Baton Rouge, Louisiana with a
degree in Accounting.

Clare Munana, Vice President

Clare Munana was appointed by Mayor Richard M. Daley as a Member of the Chicago Board of
Education in July 1999. Her fellow Board Members elected her Vice President of the Board of Education
of the City of Chicago in July 2004. She has been a driving force in the enhancement of CPS educa-
tional programs by participating as a Member of the CPS Steering Committee for Museums & Public
Schools (MAPS), an Advisor for the CPS Steering Committee on Technology Services and the Chicago
Public Education Fund. Outside of her involvement with the Board, Clare Mufana is a public sector
management and international consultant, with over 20 years of domestic and international business
experience, having performed numerous engagements for public and private sector clients in the U.S.,
Europe, Africa and Latin America.

She is also a Member of the American Association of Museums and International Council of Museums,
in addition to the Mexican Fine Arts Center Museum where she serves as Vice Chairman. She spent
several years as the Executive Director of a public sector financial management consulting group in
Chicago, whose aim is to assist Chicago governments in designing and implementing plans for signifi-
cant financial and management improvements.

Clare Muhana is a Phi Beta Kappa graduate of Boston College, where she received her Bachelor of
Arts degree in Political Science and Spanish Literature. She earned a Masters in International Econom-
ics and Politics, with honors, from the School of Advanced International Studies of John Hopkins
University, and a Masters of Management from the Kellogg Graduate School of Management at
Northwestern University. She also completed a certification program at the Sorbonne-University of
Paris in French Civilization and Language.

Norman R. Bobins, Member

Norman R. Bobins is President and Chief Executive Officer of LaSalle Bank Corporation. He 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. He 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 Chicago United, the Field Museum and the
Art Institute of Chicago.
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Dr. Tariq Butt, Member

Dr. Tariq Butt was appointed by Mayor Richard M. Daley as a Member of the Chicago School Reform
Board of Trustees in July 1995 and reappointed him to the renamed, Chicago Board of Education in
June 1999. Dr. Butt participates in the Chicago Public Schools’ immunization programs, is on the Blue
Ribbon Commission on Magnet School Admission, CPS Health Industry Cluster Council and was
formerly a Member of the Head Start Parent Policy Program. He presently serves as a Member of the
Board of Directors for the lllinois Association of School Boards (IASB), the National School Boards
Association (NSBA) — Council of Urban Boards of Education (CUBE) Steering Committee, the CUBE
Racial Isolation Task Force, and the CUBE Nominating Committee. He is also 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 Practice Residency Program affiliated with the
Chicago Medical School. He is the Regional Medical Director of Access Community Health Network and
as part of his medical practice, he provides a range of medical services to people from the West Side of
Chicago, regardless of their ability to pay.

He serves on the Asian-American Advisory Committee for Cook County, Cook County Workforce
Investment Board and served on the Governor and Secretary of the State of Illinois’ Asian-American
Advisory Councils. In addition, he is a member of the Governmental Affairs Committee of the lllinois
State Medical Society (ISMS); a Senior Advisory Board Member of School Based Pediatric Asthma
Research (SPARC) in Chicago with the Evanston Northwestern Healthcare; and, also serves on the
Public Health Committee of the Chicago Medical Society. Dr. Butt is also a member of the Otho S.A.
Sprague Foundation; is an Ad Hoc Advisory Committee member of the University of Chicago Children’s
Hospital Mobile Care Van; and an Advisory Board member of the Consortium to Lower Obesity in
Chicago Children (CLOCC).

Alberto A. Carrero, Jr., Member

Alberto A. Carrero, Jr. was appointed by Mayor Richard M. Daley as a Member of the Chicago Board of
Education in September 2002. Mr. Carrero has served on the Board of Trustees of the Public School
Teachers’ Pension and Retirement Fund of Chicago since September 2002. His more recent initiatives
include facilitating a partnership between Chicago Public Schools and the City Colleges of Chicago,
piloting a program called Project Align for 36 Chicago Public High Schools in an effort to better prepare
students in English and Mathematics when transitioning to College at the entry level. He is also leading
the Chicago Public Schools’ Blue Ribbon Committee for Bilingual Education. Prior to his appointment to
the Chicago Board of Education, he served three years as a Member of the Board of Trustees of the
City Colleges of Chicago. Beyond his civic work with the Chicago Public Schools, he currently serves as
Senior Vice President of the Public Banking Division for Banco Popular North America, the country’s
largest Hispanic-owned bank operating across six states with branches in New York, lllinois, California,
New Jersey, Florida and Texas. Mr. Carrero was appointed in 2002 to establish the Public Banking
Division to provide financial services to agencies at the City, State, and Federal levels in the lllinois
Region. He relocated to Chicago to lead a full-scale expansion of Banco Popular in the U.S.A., currently
with 137 branches. Under his leadership, in the lllinois region, he built an organization that now employs
over 750 people, up from 85 when he first arrived in Chicago and its operation has not only grown in
number of branches but deposits have also grown from $300 million to $1.8 billion.
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Peggy A. Davis, Member

Peggy A. Davis was appointed by Mayor Richard M. Daley as a Member of the Chicago Board of
Education in September 2006. Ms. Davis also serves as a Board Trustee to the Public School Teachers’
Pension and Retirement Fund of Chicago. Ms. Davis is currently the Vice President of Diversity and
Compliance at the Exelon Business Services Corporation. She was a former partner in the government
relations and labor and employment practices in the Chicago office of 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 is a graduate of the University of
Wisconsin Milwaukee, where she received a bachelor’'s degree in social welfare and a Juris Doctor
degree from their Law School. She is licensed to practice in state and federal courts in lllinois and
Wisconsin.

Ms. Davis is a member of the American Bar Association and the Chicago Bar Association. She is the
outgoing president of the Lawyers Trust Fund of lllinois; treasurer-elect for the National Association of
Women Lawyers; and active in other civic organizations.

Roxanne Ward, Member

Roxanne Ward was appointed by Mayor Richard M. Daley as a Member of the Chicago Board of
Education in April 2005. She has served as a Member of the Chicago Public Schools’ Head Start Parent
Policy Committee since September 2005. Ms. Ward is Vice President and Corporate Secretary/Corpo-
rate Liaison of Ariel Capital Management, LLC (“Ariel”’), a Chicago-based investment management firm
founded in 1983. Prior to joining Ariel, she spent four years working for the Chicago Park District as the
First Assistant General Counsel, Board Liaison and Legislative Liaison. She 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. She is a Co-Chair of the Mayoral Policy Caucus on Prisoner Reentry and serves on the
Board of Directors of the Safer Foundation. She is also a former member of the Desegregation
Monitoring Commission and on 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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CHICAGO PUBLIC SCHOOLS
Chicago Board of Education

Central Administration Profiles

Arne Duncan is the Chief Executive Officer of the Board. Mr. Duncan was formerly Deputy Chief of
Staff for the previous Chief Executive Officer of the Board and, prior to that, directed the Ariel Education
Initiative. He received a Bachelor of Arts degree in Sociology from Harvard University. Mr. Duncan
serves on the boards of directors for the Ariel Education Initiative, The Children’s Center, City Year, the
lllinois Council Against Handgun Violence and the South Side YMCA, and serves on the Visiting
Committee for the University of Chicago’s School of Social Service Administration.

Barbara Eason-Watkins, Ed.D. 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.

David Vitale is the Chief Administrative Officer and Chief Operating Officer of the Board, overseeing all
of the educational support departments, including Finance, Budget, Operations, Human Resources,
Technology, Security, Procurement and Business Diversity. In February of 2003, Mr. Vitale joined the
Chicago Public Schools as Senior Advisor to the Chief Executive Officer, on a full-time, pro-bono basis
to improve efficiencies of the school system. Prior to joining the Board, Mr. Vitale served as President
and Chief Executive Officer of the Chicago Board of Trade. In addition to serving as a member of the
CBOT'’s Board of Directors and Executive committee, Mr. Vitale also served as President and CEO of
the MidAmerica Commodity Exchange, an affiliate of CBOT. Mr. Vitale is a graduate of Harvard
University and earned an MBA from the University of Chicago.

John Maiorca is the Chief Financial Officer for the Chicago Board of Education. Prior to his current
appointment, he served as the Budget Director for the Chicago Public Schools’ Office of Management
and Budget. Previous to his service with the CPS, Mr. Maiorca served in the capacity of First Deputy
Director for the City of Chicago’s Departments of Revenue and Office of Budget and Management.
Mr. Maiorca received a Masters of Urban Planning degree from the City University of New York and a
Bachelor of Arts degree from the City University of New York.

Heather A. Obora is the Chief Purchasing Officer of the Board. Ms. Obora previously served as the
Board’s Deputy Chief Financial Officer and Deputy Controller-Disbursements. Prior to joining the Board,
Ms. Obora was the Comptroller for the Clerk of the Circuit Court of Cook County, a Senior Tax
Accountant for Crowe Chizek in Oak Brook, lllinois and a Senior Accountant for Barbich, Longcrier,
Hooper & King, a public accounting firm in Bakersfield, California. Ms. Obora holds a BS in Business
Administration with a Concentration in Accounting from California State University — Bakersfield.

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 Decem-
ber 1993, he served as Assistant Corporation Counsel in the General Litigation and Labor Divisions.
Prior to his service with the City of Chicago, Rocks served as 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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December 15, 2006

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, 2006, 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 results of the Federal Single
Audit are presented part of the CAFR for the first time.

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,
statistical, 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 financial section also includes
the management’s discussion and analysis (MD&A) which should be read in conjunction with this
transmittal letter. The MD&A provides a narrative introduction, overview, and analysis of 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.

This annual report complies with the Governmental Accounting Standards Board (GASB) New Govern-
mental Financial Reporting Model, generally referred to as GASB 34. By providing a broader,
government-wide perspective while maintaining the traditional features, the annual reports are easier to
understand and more useful to stakeholders, such as investors and creditors. As a result of GASB 34,
CPS now provides information about the cost of delivering services on a full accrual basis including the
cost of depreciating fixed assets.
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Introductory Section

PROFILE OF THE CHICAGO PUBLIC SCHOOLS

The Chicago Public Schools is a body politic and corporate, and a school district of the State of Illinois
having boundaries coterminous with the City of Chicago. The Chicago Board of Education is estab-
lished 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 625 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/aca-
demic preparatory high schools, magnet programs, and alternative programs for disruptive students
and dropouts. As of September 2006 CPS operates 27 charter schools on 47 campuses, with more
likely to open next year.

Student enrollment in September 2006 was about 421,000, declining from 427,000 in 2005. About 85%
of our students come from low-income families and over 13% speak English as a second language.
CPS employs over 44,100 workers, including almost 27,900 teaching positions with an annual operating
budget of over $4.7 billion in FYO07.

LOCAL ECONOMIC OUTLOOK

Chicago continues to have a strong regional economy, noted for its business diversity and resilience.
Sales tax collections have remained strong and the real estate market has continued to grow due to low
overall interest rates and strong demand.

Chicago is a premier city attracting business and leisure travelers alike. Once again, the City of Chicago
was top choice for corporate executives contemplating relocating or expanding their facilities. Approxi-
mately 13.7 million people travel to Chicago on business every year, which is more than any one
U.S. destination. There are many local attractions, museums, festivals and professional sports teams,
including the World Champion Chicago White Sox, which help to strengthen the area economy and
provide jobs.

One of this year’s biggest events was the Chicago White Sox winning the World’s Series in Octo-
ber 2005, for the first time since 1917. The city threw a ticker tape parade to celebrate and the fans and
residents enjoyed the national attention. Another major event was the grand opening of Millennium Park
in July 2005, which helped increase hotel occupancy to its highest level since the year 2000. The
increase in tourist activity around the park is expected to add millions of dollars to the city’s economy.

In addition, the park helped spur interest in condominium sales in downtown Chicago. Several buildings
north and south of the park are being built and units sold to empty nesters that want a second home
within the City. To the west of the park, older office buildings are being converted into condominium
buildings. This activity, together with the theater district and the opening of new hotels and restaurants,
will continue the trend of making Chicago’s downtown a vibrant community on evenings and weekends.

Home values are strong and the economic impact from tourism and trade shows remains positive. The
Chicago Business District is expanding with a healthy mix of commercial, residential and cultural

-/
@

Chicago Public Schools




Introductory Section

activity. The housing market is an $8 billion industry in Chicago, and new construction contributes
positively to the economy by building wealth in communities through employment in construction,
material, and equipment purchases.

The Tax Increment Financing (TIF) program continues to be a valuable job creation and economic
development program in the city with a total of 140 districts. In addition, three more Planned Manufac-
turing Districts (PMDs) were created, bringing the total to 14. PMDs preserve suitable work environ-
ments for Chicago’s industry and Chicago serves as a national model for industrial retention.

The concession sale of the Chicago Skyway which closed in January 2005 was an innovative financing
transaction. The Chicago Skyway is a 7.8 miles toll way that was owned and operated by the City since
1958. The concession sale allows a private company to operate the Skyway for a period of 99 years.
Proceeds from the long-term lease concession have been used to defease and or repurchase the
outstanding Skyway Bonds, to provide for the repayment of other city debt, to provide for a long and
mid-term reserve funds, and to provide funds for important neighborhood and human infrastructure
programs. The long term reserve fund will provide reserve sufficient to assured the City’s continued
financial strength and stability.

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
development in specific areas — teacher excellence and professional development, reading, and creat-
ing 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 is implementing new information systems in human resources and
payroll and comprehensive student information to make tracking and reporting easier. CPS recently
realigned its resources by cutting central office staff, enhancing budget transparency, and improving
services to the schools.

. 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 frame-
work 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. In 2006,
schools with reading specialists showed higher gains in test scores than other schools.

o Improving Human Capital — CPS continues ongoing efforts to improve teacher quality by ac-
tively recruiting from a diverse group of top universities and streamlining the hiring process. This
year, CPS received over 20,000 resumes, or 10 resumes for every open teacher position. CPS
had the lowest teacher vacancy rate that we ever recorded for the opening of schools.

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. A goal of implementing a Teacher Advance-
ment Program (TAP) in 40 schools by 2010 has been set. TAPs have led to a decrease in teacher
turnover by as much as 55% in other school districts.

. 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 instruc-
tion; 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,
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Introductory Section

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 2006, CPS
had 30,600 seats available in 62 Renaissance 2010 schools, up from 22,400 in 2005. The final goal is
68,400 seats by 2010.

Last year, CPS recorded the largest one-year jump in test scores in recent years with 62.5% of all
elementary students meeting or exceeding state standards. Test results show the district’'s system wide
composite score for reading, math and science is up 15.2% from the previous all-time high of 47.3% of
all students meeting or exceeding state standards reached in 2005. Significantly, these gains were
reflected across the entire 600-plus school system with 96% of all schools showing improvement.

CAPITAL IMPROVEMENT PROGRAM

Since the start of the capital program in 1996, nearly every elementary and high school has received
some kind of capital improvement. More than $4.2 billion has already been committed 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 overcrowd-
ing, achieving a minimum standard of physical condition, and improving educational achievement
through educational enhancements.

To date, 30 new schools, 15 replacement schools, 39 additions, 27 annexes, and 2 links have been
constructed. In addition, 453 schools have new roofs, 418 schools have new windows, 382 schools
have masonry repairs, 58 state of the art science labs have been installed, 205 Americans with
Disabilities Act projects are underway, 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 last fiscal year in good financial condition, with revenues moderately higher than expendi-
tures in the General Operating Fund, using the modified accrual basis of accounting. The year began
with uncertain economic conditions, so CPS budgeted prudently and instituted fiscal controls. CPS
continues to maintain its credit rating. At the end of the year, CPS maintained a consistently strong
financial position. Using the full accrual basis of accounting, CPS has total net assets of over $173 mil-
lion, a decrease of approximately $359 million from fiscal year 2005.

Cash Management: Cash and investments are controlled by the CPS’ Treasury Department using
modern cash management techniques. 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 regula-
tions. Investment income for the fiscal year 2006 totaled $77 million compared to $43 million in fiscal
year 2005. (See Note 4 of the Notes to the Basic Financial Statements.)
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Introductory Section

Risk Management: The Bureau of Risk Management actively assesses and reviews the types of risk
and exposures Chicago Public Schools may encounter and strives to mitigate the potential impacts on
the organization. Risk Management recently automated and streamlined the student travel process and
approved vendor lists. Other programs include life safety at schools, blood-borne pathogens, hazardous
materials in science labs, and worker safety at construction sites.

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”). In the opinion of the CPS’ legal counsel, the unfunded actuarial
liability of the Pension Fund is not a liability to be funded by the CPS; however, the CPS is required to
provide funding in addition to amounts provided from Federal and State Sources if the funded ratio
drops below 90%. For the first time in recent years, a General Operating Fund appropriation of
$26 million was required for the fiscal year ended June 30, 2006. Another $80.3 million payment will be
made for fiscal year 2007 and $131.5 million is anticipated for fiscal year 2008.

The Annuity Fund had an unfunded accrued actuarial liability for all covered employees, including CPS
employees, who account for more 15,000 of the almost 34,000 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. (See
Note 12 of the Notes to the Basic Financial Statements.)

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 implement-
ing 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 weak-
nesses were disclosed as a result of the independent audit of CPS’ financial statements.

Budgetary Control: Annual budgets are prepared on a basis consist