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A history of SURS funding: 
Prior to 1989, §15-155 provided that the employer contribution should be “sufficient to meet the requirements of this 
Article in accordance with actuarial determinations.”  The statute further provided that in no event were employer 
contributions from State appropriations to be less than an amount which, when added to contributions from other sources, 
is less than the total accruing normal costs plus interest at the prescribed rate on the unfunded accrued liabilities. 
 
 
P.A. 86-273 
Effective August 23, 1989, P.A. 86-273 attempted to add some particularity.  It provided: 
 

“Starting with the fiscal year which ends in 1990, the State’s contribution shall be increased incrementally 
over a 7 year period so that by the fiscal year which ends in 1996, the minimum contribution to be made by 
the State shall be an amount that, when added to other sources of employer contributions, is sufficient to 
meet the normal cost and amortize the unfunded liability over 40 years as a level percentage of payroll, 
determined under the projected unit credit actuarial cost method.  The State contribution, as a percentage of 
the applicable employee payroll, shall be increased in equal annual increments over the 7 year period until 
the funding requirement specified above is met.” 
 

 
People ex rel. Sklodowski v. State 
The General Assembly and the Governor did not live up to the provisions of this amended §15-155.  A class action suit 
was brought against the State for failure to live up to the provisions of the funding program established in P.A. 86-273.  
That case went to the Illinois Supreme Court, where the court ruled, in 1994, that participants and retirement systems had 
neither a constitutional nor a vested contractual right to enforce statutory funding obligations. 
 
 
P.A. 88-593 
While Sklodowski was pending, the legislature passed, and Governor Edgar signed P.A. 88-593.  P.A. 88-593 created the 
50-year funding program under which the retirement systems have been funded since State fiscal year 1996.  Its 
provisions are: 
 

• 90% funding target 
• 15-year funding ramp (State fiscal years 1996-2010) to get up to the amount required in the remaining 35 years 



• FY 2011 through FY 2045 – minimum contribution to the System in an amount sufficient to bring the total assets 
of the System up to 90% of the total actuarial liabilities by the end of FY 2045 (using a level percentage of 
payroll and the projected unit credit actuarial cost method) 

• Continuing appropriation authority given to the retirement systems 
 
 
Conversion from book to market value 
In State fiscal year 1997, in order to comply with new GASB standards, SURS began to carry its assets on its books at 
market value rather than book value.  This change alone increased SURS’s funding level from 54.5% to 79.4% in that 
year. 
 
 
P.A. 93-2 
On July 2, 2003, SURS received $1.432 billion in bond proceeds, pursuant to P.A. 93-2. Through June 2006, SURS has 
had a return of 44.3% on the bond proceeds, for an annualized rate of return of 13.0%. 
 
The initial influx of the bond proceeds positively affected the funding status of SURS, moving it upward 8% to 62%.  
However, there are two ways in which the bond issue was less than optimal: 
 

1. Instead of providing the full proceeds to the systems to pay down the unfunded liability, the state used part of the 
proceeds to pay 5 fiscal quarters (4Q FY’03 & all FY’04) of the already required state contribution – only $7.4 
billion of the $10 billion in bond proceeds went to reduce the pension systems’ unfunded liabilities; and 

 
2. The legislation providing for the bonds mandated that future contributions to the retirement systems would be 

limited by the amount the required state contribution would have been without the issuance of bonds, less that 
year’s proportionate share of the debt service on the bonds.  In the first several years of the bond program, 
SURS’s share of the debt service is approximately $100 million per year and it increases gradually thereafter 
throughout the 30-year bonding period to approximately $225 million per year. SURS’s share of the debt service is 
shown on the chart on the following page.  P.A. 93-2 provides that the amount SURS would otherwise receive as 
a state contribution will be reduced by the proportionate debt service on the bonds while they are outstanding. 



SURS's Debt Service
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P.A. 94-4 
Last year, the General Assembly passed and the Governor signed P.A. 94-4.  This legislation took the state-funded 
retirement systems “off the ramp,” providing a much lower state contribution for State fiscal years 2006 and 2007. 
 
P.A. 94-4 set the contribution to SURS at $166,641,900 for State fiscal year 2006 and at $252,064,100 for State fiscal 
year 2007. P.A. 94-4 also eliminated the money purchase formula for persons hired after June 30, 2005. 
 
In addition, this Act gave the authority to set the effective rate of interest for the money purchase formula to the State 
Comptroller, created a requirement that the employers pay SURS the actuarial value of retirement benefits resulting from 
pay increases in excess of 6% year over year during the final rate of earnings period, and required all new benefits to 
sunset after 5 years and to have a dedicated funding 
source.  

 

 
The chart to the right shows the FY2007 state 
contribution mandated by P.A. 94-4, and the estimated 
contributions for the following 5 fiscal years, assuming 
that the funding pattern returns to the 50-year funding 
program established by P.A. 88-593.  
 
The estimated employer normal cost (both SURS and 
SMP) for fiscal year 2007 is $349.6 million.  As noted in 
the chart, SURS will only receive $252 million in FY 
2007.  Thus, another $97.6 million is added to the 
unfunded liability. 
 
An historical comparison (which excludes the 2003 bond proceeds) follows this paragraph.  “Employer normal cost” is the 
cost to provide the benefits that are earned by active participants in the System for that year’s service.  Any time that the 
state contribution is not paying the employer normal cost, the liabilities of the System are increased.  The state has 
essentially determined to pay later, with interest. 
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State Contribution
Employer Normal Cost



Payment of the normal cost only does not pay any portion of the unfunded accrued actuarial liability (UAAL).  Standard 
pension funding as established by the Governmental Accounting Standards Board Statements No. 25 and 27, called the 
“annual required contribution” or “ARC,” requires payment by the employer of the total normal cost for the fiscal year, plus 
an amount sufficient to amortize the UAAL over a prescribed period of time (currently 31 years).  The net State ARC for 
FY 2007 is approximately $660 million. 

The chart to the left 
provides an interesting 
comparison of the State 
contribution over the years 
as a percent of the net 
State ARC, or actuarially 
required contribution.  
Notice that the total ARC 
went down for FY1998 as a 
result of the change from 
book to market. 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 



There has been a lot of discussion about whether the public pension systems are “better off” now than they were before.  
The chart below shows the contributions into the System for fiscal years 2004 through 2007, with some “might have been” 
comparisons: 
 
 
 
 Fiscal Year Actual & legislated 

 State Contributions 
(plus actual or projected 

Federal/grant funds) 

 Projected State 
Contributions 

w/ bond program 
& w/o 94-4 

Projected  
State Contributions 
w/o bond program 

& w/o 94-4 
2004    $351.3 $351.3 $351.3
2005    $312.8 $312.8 $407.1
2006    $206.6 $364.9 $462.0
2007    $292.1 $431.9 $529.0
Total    $1,162.8 $1,460.9 $1,749.4

Bond proceeds $1,432 $1,432  
Total w/ bond proceeds $2,594.8 $2,892.9 $1,749.4 

 
 
 
 
 
 
 
 



 
 
The chart on this page shows the projected State contributions through State fiscal year 2045, based upon current 
actuarial assumptions, and the June 30, 2006, actuarial valuation.
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