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THE STATE TEACHERS RIETIREMENT BOARD

The State Teachers Retirement Board meets monthly to transact

and set policy. Seated, from left to right, are: Betty Ocasek Peters

Membership of the Retirement Board is set by
the General Assembly and includes five active
teachers, one retired teacher and three voting

ex officio members.

Teacher members are elected to four-year
terms by members of the Retirement System.
The retired teacher member is elected to a
four-year term by retirees receiving benefits
from STRS. Board members serve without
compensation other than actual, necessary
expenses.

The Retirement Board is proud to present
this Comprebensive Annual Financial Report
for the fiscal year ended June 30, 1997.

left to right, are: Herbert L. Dyer, executive director; Gloria Gaylord,
representing the auditor of state; Jack H. Chapman; Dr. James V2
Keuren, representing the superintendent of public instruction; Eugene E.
Norris; William A. Dorsey; and Nedra Hadley, representing the 4ttorney

general,

Hazel A. Sidaway,
Chair

Teacher member
since 1986.
Canton City
Schools,

Stark County.

Deborah Scott,
Vice Chair
Teacher member

since 1994.
Finneytown Local
Schools, Hamilton
County,

STATE TBACHERS RETIREMENT SYSTEM

Jack H. Chapman
Teacher member
since 1990.
Reynoldsburg City
Schools, Franklin
County.

\ |~ 1

Betty Ocasek Peters

William A. Dorsey Eugene E. Norris

Teacher member Teacher member Retired teacher
since 1990. since 1996. member since 1983.
Painesville City South-Western City Summit County.
Local Schools, Schools, Franklin

Lake County. County.

John M. Gof,

Betty D.

James M. Petro,
Superintendent of Montgomery, Auditor of State
Public Instruction Attorney General Ex officio member
Ex officio member Ex officio member of the board since )
of the board since of the board since elected to office '
appointed to office elected to office in 1995,

in 1995,

in 1995.



Introduction

SENIOR STAFF

PROFESSIONAL CONSULTANTS

Independent Public Accountants
Deloitte & Touche LLP, Columbus, Ohio

Investment Advisors

Frank Russell Company Real Estate
Consulting, Tacoma, Washington
Wellington Management Company,
Boston, Massachusetts

Actuarial Consultants
Buck Consultants, Chicago, Illinois

The STRS senior staff meets regularly to discuss day-to-day operations and
develop procedures for administering policies adopted by the Retirement
Board, Seated, from left to right are: G. Robert Bowers, deputy executive
director — Administration; Stephen A. Mitchell, deputy executive director
— Investments; Robert A. Slater, deputy executive director — Rinance and
chief financial officer; and J. Richard Zimmerman, deputy execfitive direc-
—Ttor— fts. - : ; -
{ Rebecca J. Stephenson, executive assistant; James W. Miller, dirgctor of
Governmental Relations; Cynthia E. Hvizdos, staff counsel; |
Herbert L. Dyer, executive director; Joan M. Williams, director [of Human
Resource Services; Adrian R. Mullins, director of Information Technology
Services; and Sandra L. Knoesel, director of Communication Sefvices.

ORGANIZATIONAL STRUCTURE

Stage Teachers
Retirgment Board

Herfjert L, Dyer
Excqhive Director

James W, Miller Rebecea ). Stephenson

Cynthia E. Hvizdos
Director, Governmental Relations Executive Assistant

Staff Counsel
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THE STATE T EACHERS
RETIREMENT SYSTEM

OF OHIO

275 EAST BROAD STREET, COLUMBUS OH 43215-3771
TELEPHONE (614) 227.4090

December 3, 1997

Members of the State Teachers Retirement Board:

RETIREMENT BOARD
DEBORAH SCOTT, CHAIR — Fi Local Schools, Hamilton County
WILLIAM A, DORSEY, VICE CHAIR — Palnesuille Clty Local Schools, Lake County
JACK H. CHAPMAN, Reynoldsburg City Schools, Franklin County
JOHN M. GOFF, Superi, dent of Publie |
BETTY D. MONTGOMERY, Attorney General of Ohlo
EUGENE E. NORRIS, South-Western City Schools, Franklin County
JAMES M. PETRO, Audilor of State
ROBERT P. SHREVE, Retired Teachar Member, Weslerviile
HAZEL A. SIDAWAY, Canion Clty Schools, Stark County

We are pleased to present the Comprebensive Annual Finandial Report of the State Teachers Re-
tirement System of Ohio (STRS) for the fiscal year ended Juie 30, 1997. This report is intended to

provide readers with financial, investment, actuarial and sta
tion. STRS management is responsible for the accuracy of t
fairness of the presentation,

istical information in a single publica-
e data and for the completeness and

The State Teachers Retirement System was created by legislakive act on May 8, 1919, as an alter-
native to separate, often-unstable local school district retirement plans. STRS is a cost-sharing,
multiple-employer plan providing service retirement, disability, survivor and health care benefits to

teachers and faculty members of public boards of education,
ties, and the state of Ohio and its political subdivisions.

state-supported colleges and universi-

The Comprehensive Annual Financial Report is divided intolfive sections: (1) the Introductory Sec-

tion includes this letter of transmittal and information about
STRS; (2) the Financial Section contains the general-purpose
along with the report of the independent public accountants
= i assets and the Retirement '
Actuarial Section includes results of the annual actuarial val
Buck Consultants; and (5) the Statistical Section includes hist
the system.

Major Initiatives

New ways to enhance communication between STRS and its

the administrative organization of
financial statements and footnotes
(3) the Investment Section includes a

Ftrte

ation and the certification letter of
orical data showing the progress of

active and retired members are being

developed. In June 1997, the Retirement Board approved the establishment of a toll-free phone
number and the creation of an Internet Web site. The toll-frge number, available in January 1998,
will enable members and retirees to get quick answers to thelr questions.

The STRS Internet Web site, which went online in Septembef 1997, provides members and retirees
with comprehensive information about STRS from the convénience of their homes. Future en-
hancements will enable members to obtain personal account|information through the site.

Recent legislation allows the payment of interest and matching funds — for members with five or
more years of service credit — when STRS accounts are withdrawn at termination of employment.
The bill also allows certain college and university faculty to 4elect a defined contribution retire-
ment plan administered by a private vendor instead of partigipating in STRS.

New legislation also removed statutory maximums on certain types of investments in favor of a
“prudent person” standard. STRS assets are now to be invested with the care, skill, prudence and
diligence of a person familiar with investment matters under|similar circumstances without arbi-

trary limits on asset allocation.

STRS implemented Government Accounting Standards Board (GASB) Statements 25 and 26 for
fiscal 1997. GASB Statement 25 provides formats for finandial statement presentation, requires

ure of a standard measure of the

pension benefit obligation. Plan assets and the changes during the year for postemployment health

investments to be reported at fair value and eliminates diSCIE

care benefits are reported separately from pension assets as

STATE TEACHERS RETIREMENT SYSTEM

quired by GASB Statement 26.



Investments

Total investments grew to $41.9 billion (excluding collateral on loaned securities) as of

June 30, 1997, representing a 16.76% increase from 199?. The allocation of investment assets
is designed to provide high long-term yields while minimizing risk. Expanded investment au-
thority permits greater diversification opportunities. A symmary of STRS’ asset allocation is on
Page 52.

In calendar-year 1996, investments provided a 10.21% rafte of return. STRS® annualized rate
of return was 10.82% for the last three years and 10.40‘% for the last five years. Similar bench-
mark returns over the same one-, three- and five-year perijods were 13.24%, 12.27% and
10.33%, respectively. [

Additions to Plan Net Assets
1997
: Net Investment Income $6,143,363.000 e e e S
f Contributions:

Member § 679,499,000
Employer
Other

Total Contributions ‘ $1,731,858,000

Total Additions to Plan Net Assets $7,875,221,000

Member and employer contributions, along with income from investments, provide the reserves
needed to finance retirement benefits. Total contributiond and net investment income totaled
$7.88 billion. Member and employer contributions increased by 6.9% and 3.8%, respectively,
from fiscal 1996.

Deductions from Plan Net Assets

1997
Benefits $1,880,129,000
Withdrawals $ 32,313,000
Administrative Expenses $ 42,884,000
Total Deductions from Plan Net Assets  $1,955,326,000

The principle purpose for which STRS was created is to provide retirement, survivor and dis-
ability benefits to qualified members and their beneficiaries. The cost of such programs
includes recurring benefit payments as designated by the plan, refund of contributions to termi-
nated members and the administrative costs of operating STRS. Total 1997 deductions from
plan net assets increased 12% from 1996.

1997 CoMPREHENSIVE ANNUAL FINANCIAL REPORT
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Funding

Contribution rates are actuarially defermined to provide a level basis of funding using the en-
try age normal cost method, and an dctuarial valuation is performed annually by Buck
Consultants of Chicago. The July 1 ;J 1997, valuation shows that the amortization period for

the unfunded accrued liability decregsed to 26.9 years from 28.4 years, and the ratio of assets
to total accrued liabilities improved §o 83% from 80%. A detailed discussion of funding is
provided in the Actuarial Section of this report beginning on Page §S5.

Certificate of Achievement and Other Awards

The Government Finance Officers Agsociation of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to STRS for its
Comprebensive Annual Financial Report for the fiscal year ended June 30, 1996. The Certifi-
cate of Achievement is a prestigious national award recognizing conformance with the highest
standards for preparation of state an{ local government financial reports.

To be awarded a Certificate of Achieyement, a government unit must publish an easily read-
able and efficiently organized compr¢hensive annual financial report that conforms with
program standards. This report must satisfy both generally accepted accounting principles
and applicable legal requirements,

A Certificate of Achievement is valid|for one year. STRS has received a Certificate of Achieve-
ment for the last seven years. We believe our current report continues to conform with the
Certificate of Achievement program tequirements and are submitting it to the GFOA.

STRS was honored with a Public Pension Principles Achievement Award for 1996 by the Pub-
lic Pension Coordinating Council. Tp receive the award, a retirement system must comply
with 11 required principles and five §xemplary principles related to actuarial valuation and
review, benefits, financial reporting and auditing, investments and disclosure.

In addition, STRS was one of just 12|companies or organizations nationwide to receive a Sil-
ver Award from Financial World magazine. The award was for achieving the highest
standards in annual report preparation and presentation.

Acknowledgments

The preparation of this report is posdible only through the combined efforts of the STRS staff.
It is intended to provide complete and reliable information as a basis for making management
decisions, complying with legal provisions and determining responsible stewardship of the as-
sets contributed by members and thejr employers.

Respectfully submitted,

Ak A

Herbert L. Dyer
Executive Director

okAA. S o=,

Robert A. Slater, CPA
Deputy Executive Director

Chief Financial Officer

HERBERT L. DYER, EXECUTIVE DIRECTOR DEPUTY EXECUTIVE DIRECTORS:
G. ROBERT BOWERS, Admintstration

CYNTHIA E. HVIZDOS, Siaff Counsel STEPHEN A. MITCHELL, Investicierits

JAMES W, MILLER, Govemnmental Relations ROBERT A. SLATER, Chisf Rinanclal Officer

REBECCA J. STEPHENSON, Adminlstrailve Assistant — Board Functions J. RICHARD ZIMMERMAN, Member Bensfita
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YEAR IN REVIEW

July 1, 1996 through June 30, 1997

BOARD MEMBER NAMED “QHIO
RETIRED EDUCATOR OF THE YEAR”

Betty Ocasek Peters, retired teacher member
of the Retirement Board, was named 1997
Ohio Retired Educator of the Year by the
National Retired Teachers Association. The
award recognizes excellence in promoting
educational values. Peters, a retired Summit
County educator, has served on the Retire-
ment Board since 1983. She retired from the
board in September 1997.

FORMER STRS EXECUTIVE
DIRECTOR DIES

C. James Grothaus, former executive direc-
tor of STRS, died Jan. 28, 1997, at age 65.
He served as executive director from 1983
through 1992, Under his leadership, pension
fund assets grew to $22 billion from $6.2
billion.

Also during Grothaus’ tenure at STRS, an
optional early retirement incentive plan was
established, the retirement benefit formula

—wasmereasefkan&thepurc{-ras&n{-mce—- -

credit was made more equitable compared
to the cost of earned credit. He was also the
driving force behind many innovative mem-
ber services, including the field counseling
program and preretirement seminars.

SUPPLEMENTAL BENEFIT, COST-OF-
LIVING PAYMENTS APPROVED

Qualified benefit recipients received two re-
tirement income enhancements. First, the
STRS Retirement Board approved a 3%
cost-of-living adjustment for benefit recipi-
ents who retired before July 1, 1995, and a
2.9% cost-of-living adjustment for benefit
recipients who retired between July 1, 1995,
and June 30, 1997. A law that became effec-
tive in 1996 allows STRS to pay a cost-of-
living adjustment (COLA) up to and
including 3% based on the increase in the
Consumer Price Index. The COLA is calcu-
lated on the base benefit and is paid on the
anniversary date of retirement.

The board also approved a supplemental
benefit payment to retirees who have been
receiving|a benefit for the last 12 consecutive
months. The payment was made in Decem-
ber 1996!to more than 81,000 benefit
recipients. An estimated $43 million of in-
vestmentiearnings were used to make the
payment.| The “unit value” (the amount
awarded for each year of service and each
year on retirement) of the check was $14.
The Retifement Board has the authority to
grant thi§ supplemental payment each year
when invkstment earnings exceed funding

requirements.

Several pieces of legislation were passed in
fiscal yeat 1996-97.

Senate Bill 82 authorized the expansion of
the system’s investment authority by repeal
of the “leal investment lists” and adoption
of the “pgudent person” standard. This legis-

lation petimits the full range of investments
that would normally be selected by a careful,
diligent pkrson familiar with investments and
given the jneeds of the plan. As a result of
this legislation, STRS was able to increase its
internatianal investments and commitment
to domestic equities. This bill was effective
March 6,|1997.

Amended|Substitute House Bill 586 pro-
vided, forthe first time, the payment of
interest a{d, for members with eligible ser-

vice, 50% matching funds when STRS
accounts are withdrawn at termination of
employm¢nt. The bill also allows certain col-
lege and yniversity faculty to select an
alternative retirement plan in lieu of contrib-
uting to STRS. The bill was effective March
31, 1997 |Full implementation of the legisla-
tion has been delayed pending action by the
Ohio Department of Insurance.

1997 CoMPREHENSIVE ANNUAL FINANCIAL REPORT
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YEAR IN REVIEW (CONT.)

House Bill 668 authorized the withholding of retirement b%nefits
(other than survivor benefits), including the withdrawal of fem-
ployee contributions, for members of the five state retiremdnt

systems who are required by court order to make restitution to vic-

tims of sex-related crimes. The pension plan has no resporsibility

for determining guilt or innocence of a crime. This bill wag effective

Dec. 6, 1996.

MEMBER BENEFITS DEPARTMENT
REMAINS RESPONSIVE TO MEMBERS

The STRS Member Benefits Department continued its trad
providing high-quality service to thousands of active and r

members. Among the department’s accomplishments:

tion of

stired

MEMBER BENEFITS

PROGRAM MEMBERS $ERVED
Individual counseling sessions at STRS 5,129
Individual counseling sessions throughout Ohio 6,693
TeleConferences 2,678
Retired educator meetings 1,578
Benefit information meetings 3,748
Information Fair 1,037
Counseling/Member Service Center calls 170,553
{xo) Member Benefits Department correspondence 1,397
Retirement Planning Seminar 603
Life Planning Workshop 559
Toll-free Information Line 80,031
Active teacher newsletter circulation 247,000
Retired teacher newsletter circulation 43,000

STATE TEACHERS RETIREMENT SYSTEM

STRS EXPANDS SERVICES FOR ACTIVE,
RETIRED MEMBERS

The Member Services Center for active and
retired members extended its hours in Janu-
ary 1997. The center’s hours were set for the
convenience of active and retired members,
operating early morning through early
evening and on Saturdays. The centes, staffed
by specially trained service representatives,
provides members fast, accurate answers to
their questions or quick responses to their
problems in one phone call.

Also in January, STRS expanded its Tele-
Conference program to make the service
accessible to more members. TeleConference
offers benefits counseling by phone at a time
and place convenient to members. The pro-
gram is now available to members statewide
throughout the year and appointments can
be made from 9 a.m. to 8 p.m. on weekdays
and from 9 a.m. to 3 p.m. on Saturdays.

SYSTEM REACHES OUT TO FLORIDA,
ARIZONA RETIREES

More than 1,500 benefit recipients who live
in Florida and Arizona received a first-hand

hosted a series of informational meetings in
these two states for the first time. Held in
January and February, STRS board members
and directors provided listeners the latest
information about state and federal legisla-
tion, health care and other benefits.

MEMBERS RATE STRS HEALTH
CARE ADMINISTRATORS

STRS conducted a comprehensive health
care satisfaction survey in 1997 to assess
benefit recipients’ opinions about their
health care plans. Eight plans, including in-
demnity, PPO and HMO plans, from four
different health care plan administrators
were rated. The written survey was con-
ducted among 4,400 randomly selected
benefit recipients. More than 70% of the
benefit recipients returned their surveys.
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Combined results from all the plans showed
that 95% of those surveyed rated their qual-
ity of care as excellent, very good or good;
83.5% rated overall plan administration as
excellent, very good or good; and 88% rated
their overall benefit coverage as excellent,
very good or good. Approximately 92% of
survey participants would recommend their
current health care plan to someone else.

This was the first time STRS benefit recipi-
ents were surveyed in this manner about
their health care coverage. Survey results
were shared with the health care plan ad-
ministrators and will serve as “benchmarks”
in measuring the improvement of providers
offering retiree health care services.

STRS also conducted a survey to determine
why benefit recipients changed health care
plans during the 1996 open enrollment pe-
riod. Results showed that only 2% of benefit
recipients changed plans and only 28% of
those who switched were dissatisfied with
their old plan. The most important reasons
for changing plans were to save money and

‘WORKSHOPS DRAW HUNDREDS OF EMPLOYERS

To keep the lines of communication between STRS and reporting
employerg strong, the STRS Finance Department sponsored six em-
ployer warkshops throughout the year. The workshops provided a
review ofland update on reporting procedures and requirements.
More than 300 people representing 199 school districts attended
the workghops.

SYSTEM|RECEIVES PRINCIPLES, REPORTING,
COMMUNICATION AWARDS

STRS waq honored with a Public Pension Principles Achievement
Award for 1996 by the Public Pension Coordinating Council. To
receive the award, a retirement system must comply with 11 re-
quired principles and five exemplary principles related to actunarial
valuation jand review, benefits, financial reporting and auditing, in-
vestments|and disclosure.

The system also received a Certificate of Achievement for Excel-
lence in Financial Reporting from the Government Finance Officers
Associatign. The award, which STRS has received for seven con-
secutive years, recognizes conformance with the highest standards
for prepaJ:;.tion of state and local government financial reports.

In additiop, STRS was one of just 12 companies or organizations

_nationwide to receive a Silver Award from Financial World maga-

* increase access to providers. About 90% of
benefit recipients surveyed indicated that

- STRS offers enough health care plan options
and 4% said there were too many options,

STRS HOSTS BRIEFINGS FOR COLLEGE
AND UNIVERSITY REPRESENTATIVES

In February and March, STRS held a series
of informational meetings for representatives
of Ohio’s public universities and colleges to
discuss implementation of Amended Substi-
tute House Bill 586, This legislation,
effective March 31, 1997, allows certain
higher education faculty to select a retire-
ment plan other than the STRS plan. More
than 100 employer representatives attended
the meetings. Full implementation of the leg-
islation has been delayed pending action by
the Ohio Department of Insurance.

zine. The pward was for achieving the highest standards in annual
report preparation and presentation. STRS also won three awards
from the Central Ohio chapter of the Public Relations Society of
America fpr excellence in public relations. The awards were for
communidation programs relating to STRS’ 75th anniversary.

STRS AYSOCIATES GIVE GENEROUSLY TO COMMUNITY

Fund-raising campaigns, food drives and other events added up to a
year of generous giving by STRS associates.

Way of Franklin County named STRS a “Trendsetter”
ipn because of its exceptional fundraising campaigns. The
aign was the most successful ever with associates con-
ore than $62,000.

» STRS, with only 400 associates, ranked 16th among 70
ies in the total number of meals donated to Operation
associates gave a record-setting $3,938 and 340 pounds
of food to|the campaign. Associates also donated generously to
holiday chiarity activities. Their contributions of $5,750 enabled
STRS to provide 10 needy working families gift certificates of $575
each for the holidays.

1997 ComrPREHENSIVE ANNUAL FINANCIAL REPORT
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Guiding Growth

and Change

STRS entered this decade with a commit-
ment to enhancing benefits and services,
achieving exemplary financial growth and
improving technology to better serve our
members. More than midway through the
decade, we have reached those initial goals.

In the last seven years, STRS has:

e established new records for investment
earnings, number of members served
and benefits paid;

P

* implemented programs for member
benefit education;

® increased communications and member
outreach efforts;

® improved the convenience and accessi-
bility of member services;

* upgraded technology to provide more
complete information faster;

» expanded and refined our investment
strategies to increase earnings; and

* requested legislation to enhance the
quality of life for members and their
beneficiaries.

In short, we have honored our commitment.
We will continue to honor this commitment
throughout the next decade as we face un-
precedented growth.

Hazel A. Sidaway, chair of the Retirement
RBoard, guides a new reader in ber first-grade
<lass at Worley Elementary School in Canton,
Stark County. Sidaway has been a member of
the Retirement Board since 1986,

Jack H. Chapman belps a student with
mathematics at Reynoldsburg Junior High
School in Reynoldsburg, Franklin County.
Chapman has served on the Retirement
Board since 1990.

1997 CoMPREHENSIVE ANNUAL FINANCIAL REPORT
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William A. Dorsey, a teacher from
Painesville City Schools in Lake County,
fulfills bis current responsibilities as
secretary-treasurer of the Ohio Education
Association. Dorsey has been a
Retirement Board member since 1990.

e S e o e S— 4—9_“‘—,,—@_4—4;.#1 b / 4 ' -
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By the year 2007, STRS expects a §0% in-
crease in the number of annual retifements.
By the year 2017, STRS will serve wice as
many retirees as it does today.

The Retirement Board is preparing|now for
the challenges this unparalleled grawth will
create. We expect the surge of retirgments to
begin as early as 1999, and we intend to be
ready.

INCREASING OUR RESOURCES

STRS’ retired population is expectgd to
grow over the next 20 years to 178,000
from today’s level of about 89,000 Because
of this growth:

e Retirement processing demangs will
be much greater and cost statements,
benefit estimates and service getirement
applications will be requeste(ﬂ at ever-
increasing rates.

e Requests for health care services and
information will increase significantly
because of the growing number of new
retirees and the increasing complexity,
variety and number of health care op-
tions.

e The number of phone calls received by
STRS is expected to rise even more
rapidly than the rate of new retire-
ments.

¢ Individual benefits counseling appoint-
ments will increase dramatically.

e Additional retirement planning semi-
nars and other member education
services will be necessary as more and
more members recognize the wisdom
in being fully prepared for retirement.

To maintain an exemplary level of service to
members over the next decade, STRS will
increase the number of associates to approx-
imately 600 from the present 440. New as-
sociates will include benefits, health care,
communications and investment specialists.



W\ &

Betty Ocasek Peters retired from the
Retirement Board in September
1997. She had represented retired
educators on the board since

May 1983.

Peters received numerous honors and
—1—awards during her distinguished
career in education. One of her most
significant tributes was being named
the 1997 Ohio Retired Educator of
the Year by the National Retired
Teachers Association.

The long-time educator taught
elementary grades in Mogadore and
Nordonia Hills City Schools in
Summit County for 32 years. She
also served the University of Akron
for 16 years as a part-time faculty
lecturer and supervisor of student
teachers,

Peters was chair of the Retirement
Board in 1994. She also served as
chair of several committees during
her board membership.

Eugene E. Norris, a Retirement Board
member since 1996, instructs coworkers at
South-Western City Schools. Norris is staff
development coordinator for this school
system in Franklin County.
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Robert P. Shreve, retired teacher mamber of
the Retirement Board since September 1997,
talks with other retired Ohio educatord. Shreve

TAKING CARE OF BUSINESS
The present STRS building is already

was a long-time educator and administrator in
the Youngstown/Mahoning County areas.

STATE TEACHERS RETIREMENT SYSTEM

stretched-beyond-its-eapacity of 400; The——

Retirement Board studied numerous alterna-
tives to accommodate the need for more
physical space, including purchasing a larger
building, relocating to a suburban location,
leasing space, outsourcing certain functions
or establishing regional offices. All were
found to be less effective and efficient than
expanding existing facilities. In June 1997,
the board authorized construction of three
floors of office space and a new parking
garage. The combined structure will be built,
beginning in 1998, on STRS-owned prop-
erty adjacent to the current building in
Columbus.

To accommodate the unprecedented number
of members and associates, system opera-
tions must also grow and change. STRS will
need to redefine internal processes and pro-
cedures and enhance its technological
capabilities to efficiently manage, store and
retrieve twice as much data as it does today.
The board is prepared to support the devel-
opment of technology that will increase the
quality of service provided to members.

o
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“.x-' EXPANDI_NE OUR SERVICES right, begame a v;ting member of i:be
; . Retirement Board in 1995 when she was
~ To effectively communicate with and remain ’
accessible to our active and retired members, elected 29 office. Nedra Hadley, lefs {x7]

. S : represents Montgomery on the board.
convenient and effective lines of communi- 4 J’ somery

cation must be available, In June 1997, the
STRS board approved the establishment of a
toll-free phone number and the creation of
an STRS Internet Web site. The toll-free
number will enable active members and re-
tirees to get quick answers to their
questions. The phone number, which will be
available to all members in January 1998,
will be staffed by more than 30 highly
trained benefit specialists.

The STRS Internet Web site, which went on-
line in September 1997, provides members
and retirees comprehensive information
about STRS from the convenience of their
homes. Future plans include enabling mem-
bers to obtain personal account information
through the site.

STRS also plans to increase the number of
seminars and other benefit education pro- é
grams to help members better prepare for
retirement, In addition, the system will seek
ways to make its benefits counseling sessions
‘. and retirement application processes even
more convenient for members.
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State Auditor James Petro, left, and Gloria
Gaylord, right, who represents Petro qn the
Retirement Board, discuss STRS busiriess.
Petro has been a voting member of the board
since elected to office in 1995.

Deborab Scott, vice chair of the Retirement
Board, leads a reading session for ber first-grade
students at Cottormwood Elementary School in
Finneytown, Hamilton County. Scott bas served
on the Retirement Board since 1994.

|
1
ENHANCING OUR BENEFITS

STRS’ mission emphasizes enhancipg the
quality of life for members and thefir benefi-
ciaries through retirement benefits| This goal
has and will continue to guide STRS” future
support of legislation that improves member
benefits. Potential legislation requiring
Social Security contributions by public em-
ployees will continue to be actively opposed.

STRS is also committed to containing the
cost of health care so that health cdre cover-
age for retirees can continue to be 4 valuable
benefit. In addition, the board has jpledged
its support for continued payment of the
supplemental benefit to retirees when funds
are available.

StaTE TEACHERS RETIREMENT SYSTEM

INVESTING FOR THE FUTURE

An emerging global economy will present
more opportunities, challenges and risks
which, in turn, will require more intense
analysis and sophisticated investing by
STRS. The sheer size of the portfolio — a
possible $100 billion by 2007 — will de-
mand that STRS invest in many different
instruments to achieve the needed diversifi-
cation. To analyze and research oppor-
tunities and make the most prudent invest-
ments, STRS expects to increase its current
100-person investment staff throughout the
next decade.

RENEWING OUR COMMITMENT

The Retirement Board and STRS associates
are ensuring the future right now. With addi-
tional staff, new facilities, active govern-
mental relations, leading-edge technology
and strong, responsible investments, mem-
bers can rely on the security they have come
to expect from STRS.
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Telephone: (614) 221-1000
Facsimile: (614) 229-4647

165 East Broad Street
Columbus, Ohio 43215-3611

To the Retirement Board of the State Teachers Retirement System of Ohio:

We have audited the accompanying combining statement of plan net assets of the State Teach-

ers Retirement System of Ohio (th
statement of changes in plan net a
the responsibility of the System’s n
these financial statements based o

e System) as of June 30, 1997, and the related combining

ssets for the year then ended. These financial statements are

lanagement. Our responsibility is to express an opinion on
our audit.

We conducted our audit in accordance with generally accepted auditing standards and Gov-
ernment 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 ate free of material misstatement. An audit includes examin-
ing, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includeg assessing the accounting principles used and significant es-

timates made by management, as
presentation. We believe that our

In our opinion, such financial statg
assets of the System as of June 30,
then ended in conformity with gen

As discussed in Note 1 to the finag
accounting to conform with Govej
“Financial Reporting for Defined }
Contribution Plans” and Governm

ell as evaluating the overall financial statement
udit provides a reasonable basis for our opinion.

rments present fairly, in all material respects, the plan net
1997, and the changes in its plan net assets for the year
erally accepted accounting principles.

icial statements, in 1997, the system changed its method of
inment Accounting Standards Board Statement No. 2.5,
Benefit Pension Plans and Note Disclosures for Defined

ent Accounting Standards Board No. 26, “Financial

Pension Plans.”

Our audit was conducted for the

ments taken as a whole. The addi
purpose of additional analysis an
This additional information is the
information has been subjected to
sic financial statements for the ye
in all material respects when consi
taken as a whole.

In accordance with Government A
November 23, 1997, on our consi
compliance with laws and regulati

November 23, 1997

Deloitte Touche
Tohmatsu
International

StaTE TEACHERS RETIREMENT SYSTEM

urpose of forming an opinion on the basic financial state-
ional information on Pages 31-32 is presented for the

is not a required part of the basic financial statements.
esponsibility of the System’s management. Such additional
the auditing procedures applied in our audits of the the ba-
ended June 30, 1997, and, in our opinion, is fairly stated
ered in relation to the basic 1997 financial statements

uditing Standards, we have also issued a report dated
deration of the System’s internal control structure and on its
bns.

”P

_

althcare Plans Administered hy Defined Benefit
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COMBINING STATEMENT OF PLAN NET ASSETS

As of June 30, 1997

See accompanying Notes to Financial Statements.

(In Thousands)
Pensions
ASSETS:
Cash and short-term investments | $ 2,104,435
RECEIVABLES: !
Accrued interest and dividends | 136,898
Employer contributions 161,795
Retirement incentive 48,590
Member contributions 130,651
Securities sold 103,900
State of Ohio appropriations 2,377
Total receivables § 584,211
INVESTMENTS, AT FAIR VALUE:
Fixed income 10,112,077
Common and preferred stock 17,232,610
International 7,264,448
— Realestate L 3,290,008
Collateral on loaned securities 904,459
Total investments 38,803,622
Fixed assets, at cost, net of accumulated
depreciation of $22,955 49,196
Total assets 41,541,464
LIABILITIES:
Securities purchased 134,899
Accrued expenses and other liabilities 8,138
Medical benefits payable
Obligations under securities lending program 904,459
Total liabilities 1,047,496
INET ASSETS HELD IN TRUST FOR
PENSION AND POSTEMPLOYMENT
HEALTH CARE BENEFITS:
(A schedule of funding progress is
presented on Page 30) $40,493,968

Postemployment
Health Care

$ 99,081
6,445
7,618
4,892

18,955
476,096

811,345
342,024

154901 3,444,929

42,584
1,826,950

1,944,986

6,351

383
36,135
42,584

85,453

$1,859,533

Totals

$ 2,203,516

143,343
169,413
48,590
130,651
108,792
2,377
603,166

10,588,173
18,043,955
7,606,472

947,043
40,630,572

49,196
43,486,450

141,250
8,521
36,135
947,043
1,132,949

$42,353,501
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COMBINING STATEMENT OF CHANGES

IN PLAN NET ASSETS

For the year ended June 30, 1997
(In Thousands) [

ADDITIONS:
Contributions: 1
Member
Employer
Retirement incentive
State of Ohio appropriations
Benefit recipient health care premiums
Other retirement systems
Additional death benefits (net)
Total contributions
Investment Income:
Net appreciation in fair value of investments
Interest
Dividends
Rent |

Securities lending income

Less investment expenses

Pensions

§ 679,499
817,331
51,907
2,377

6,011
270
1,557,395

4,553,950
795,702
393,596
131,984

67,671

5,942,903

(12,147)

Less securities lending expenses
Net investment income
Total additions

DEDUCTIONS:

Benefits:
Service retirement
Disability retirement
Survivor benefits
Supplemental benefit
Health care
Other retirement systems
Total benefit payments
Refunds to members who have withdrawn
Administrative expenses
Total deductions
NET INCREASE

NET ASSETS HELD IN TRUST FOR PENSION

AND POSTEMPLOYMENT HEALTH CARE BENEFITS

BEGINNING OF YEAR (AS RESTATED)
END OF YEAR

5,865,833
7,423,228

1,440,163
118,893
43,539
43,78

3,832
1,649,705
32,313
41,998
1,724,016
5,699,212

34,794,756
$40,493,968

See accompanying Notes to Financial Statements.

STATE TBACHERS RETIREMENT SYSTEM

Postemployment
Health Care Totals

$ 679,499

$ 136,116 953,447

51,907

2,377

38,347 38,347

6,011

270

174,463 1,731,858

215,461 4,769,411

37,647 833,349

18,622 412,218

6,245 138,229

3,202 70,873
281,177 6,224,080
(575) (12,722) )
I 2 DO (YA} ) I

277,530 6,143,363

451,993 7,875,221

1,440,163

118,893

43,539

43,278

230,424 230,424

3,832

230,424 1,880,129

32,313

886 42,884

231,310 1,955,326

220,683 5,919,895
1,638,850 36,433,60¢ )

$1,859,533 $42,353,501
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NOTES TO FINANCIAL STATEMENTS

Year ended June 30, 1997

1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

The financial statements of the State Teach-
ers Retirement System of Ohio (STRS)
presented herein have been prepared on the
accrual basis of accounting following the
accounting policies set forth below.

a. Organization — STRS (the plan) is a
cost-sharing, multiple-employer plan that
was created by Chapter 3307 of the Ohio
Revised Code (Revised Code) and is
administered by a board comprised of
five active members, one retired teacher
and three voting ex officio members.

STRS is a separate financial reporting
entity in accordance with criteria estab-
lished by Governmental Accounting
Standards Board Statement No. 14. Spe-
cifically, the plan is governed by a
separately elected body, is legally sepa-
rate and fiscally independent of other
state and local governments.

and

. Method Used to Value Investments —

Investments are reported at fair value.
Short-tdrm investments are reported at
cost, which approximates fair value.
Securitips traded on a national or interna-
tional exchange are valued at the last
reported sales price at current exchange
rates. Mortgages are valued on the basis
of future principal and interest payments,
and are|discounted at prevailing interest
rates fof similar instruments. The fair
value of real estate investments is based
on inde Eendent appraisals and internal
valuatigns. Where an established market
does not exist for an investment, the fair
value is|estimated.

. Federal|Income Tax Status — STRS

qualifies under section 401(a) of the
Internal Revenue Code and was exempt
from Federal income taxes.

. New Agcounting Pronouncements —

STRS has implemented Governmental
Accounting Standards Board Statements
No. 25 hnd 26 for the year ended June

sales of investments are recorded as of
their trade date. Dividend income is
recognized on the ex-date. Interest and
rental income is recognized as the income
is earned.

STRS has no individual investment that
exceeds 5% of net assets available for
benefits.

¢. Contributions and Benefits — Employer
and member contributions are recorded
in the period the related member salaries
are earned. Benefits and refunds are
recognized when due and payable in
accordance with the terms of the plan.

d. Fixed Assets — Fixed assets are recorded
at historical cost. Depreciation is pro-
vided on a straight-line basis over
estimated useful lives of 5 to 10 years for
equipment and 40 years for buildings
and building improvements.

30, 19977. Statement 25, "Financial
Reportipg for Defined Benefit Pension
Plans afid Note Disclosures for Defined
Contribution Plans," and Statement 26,
ial Reporting for Postemployment
re Plans Administered by
Defined Benefit Plans," require, among
other things, that investments be carried
at fair vialue and a statement of plan net
assets and changes therein be included;
additional financial statement disclosures
regarding health care benefits be in-
cluded; fand the elimination of disclosures
regarding the pension benefit obligation.
Plan asgets not readily identifiable as
pension| or other postemployment health
care arg proportionately allocated.

STRS adopted Statements No. 25 and 26
in 1997 and has applied the provisions of
these statements retroactively to July 1,
1996. Thhe impact of the adoption of
these statements was an increase in net
assets of $3,252,968,000 at July 1, 1996,
from amounts previously recorded.
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NOTES TO FINANCIAL STATEMENTS (CONT.)

2. DESCRIPTION OF THE STRS PLAN

Plan Membership — STRS is a statewide retirement plan for certi-
fied teachers and other faculty members employed in the public
schools of Ohio (the state) or any school, college, university, insti-
tution or other agency controlled, managed and supported, in
whole or in part, by the state or any political subdivision|thereof.

Effective August 1997, enacted legislation
provided an adjustment for retirees whose
benefits have not kept pace with the rate of
inflation. This legislation also changed the
formula for calculating the formula benefit
for Ohio service greater than 30 years, Ret-
roactively to July 1, 1997, each year over 30
years is incremented by .1%, starting at
2.5% for the 31st year of Ohio service.

Under the "money-purchase benefit" calcula-
tion, a member's lifetime contributions plus
interest at specified rates are matched by an
equal amount from contributed employer
funds. This total is then divided by an actu-
arially determined annuity factor to compute
the maximum annual retirement allowance.

Since the plan is tax-qualified, benefits are
subject to limits established by Section 415
of the Internal Revenue Code.

After retirement, benefits are increased annu-
ally by the greater of the amount of the
change in the Consumer Price Index (CPI) or
the cumulative CPI increase since retirement,
less previous cost-of-living increases, up to a
maximum of 3% of the original base
amount,

p—

At June 30, 1997, the number of participating employers was:
City SChOO] dISEEICES «...cevvearreaenrerereenesesesesusnssessessnssssssssnssnnns 192
Local sChool diSLIICES c.uvueearemcrecaseesesencssssiesensesessssrssenssees 371
County boards of education.......ccovverenne.e 73
Exempted village school districts 49
Joint vocational SCHOOIS .........cvverieerivreresicneecemsrrnresenessesenns 48
Universities and COUEEes.....ommiermerreanriresnesmnsressnsasssessassensns 38
County boards of mental retardation

and developmental disabilities ........ecvvuemserensisrinssecnarerennns 82
Stateof D0l i e g
Total .. _82‘1

" At July 1, 1997, the member and tetirant data was:

Current active Members .....couviesienriessresniieseeres 8,943
Inactive members eligible for refunds only 7,946
Terminated members entitled to receive

a benefit in the UtUIe ...c..coeeineriieeierniinerensssesenesesesssens 17,597
Retirants and beneficiaries currently receiving a benefit ...... 48,718
Reemployed retIees .....ocveeccrcaiesiasrensrerensssasesesersasesssesinss _ 9418
Total plan membership v..vuieesvrseeerssessasessasiasusssessmsessessense éj}iz}_

of the Revised Code. Any member may retire who has (i) five years

Plan Benefits — Plan benefits are established under ChapEr 3307

of service credit and attained age 60, (ii) 25 years of servi

credit

and attained age 55, or (iii) 30 years of service credit regairdless of

age. l

The maximum annual retirement allowance, payable for life, is the
greater of the "formula benefit" or the "money-purchase [benefit"
calculation, Under the "formula benefit," the retirement 4llowance
is based on years of credited service and final average saldry, which
is the average of the member's three highest salary years. [The an-

nual allowance is determined by multiplying final average

salary by

2.5% for each year of Ohio contributing service in excess of 30
years and by 2.1% for all other years of credited service yp to a
maximum allowance of 100% of final average salary. Members re-
tiring before age 65 with less than 30 years of service credit receive

a percentage reduction in benefit amounts.

StaTE TEACHERS RETIREMENT SYSTEM

A retiree of STRS or other Ohio public re-
tirement systems is eligible for reemployment
as a teacher following the elapse of two
months from the date of retirement. Contri-
butions are made by the reemployed member
and employer during the reemployment.
Upon termination of reemployment or age
65, whichever comes later, the retiree is eli-
gible for a money-purchase benefit or a
lump-sum payment in addition to the origi-
nal retirement allowance.

Death, Survivor and Disability Benefits —

A member with five or more years of cred-
ited service who becomes disabled (illness or
injury preventing individual's ability to
teach) is entitled to a disability benefit, Addi-
tionally, monthly benefits are paid to eligible
survivors of members who die prior to retire-
ment. A death benefit of $1,000 is payable to
the beneficiary of each deceased retired
member. Additional death benefit coverage
up to $2,000 can be purchased. Various
other benefits are available to members'
beneficiaries.

Health Care Benefits After Retirement —
The plan provides comprehensive health care
benefits to retirees and their dependents.



—cancels the individual's rights and benefits in STRS. Effectve

Coverage includes hospitalization, physicians' fees, prescri ption

drugs and reimbursement of monthly Medicare premiums

Pursu-

Retirement Board) has discretionary authority over how much, if
any, of the associated health care costs will be absorbed by the

ant to the Revised Code, the State Teachers Retirement Bqud (the

plan. Most benefit recipients pay a portion of the health care cost

in the form of a monthly premium.

Under Ohio law, medical costs paid from the funds of the plan are

included in the employer contribution rate, currently 14%|o

f com-

pensation. The Retirement Board allocates employer contributions
equal to 2% of covered payroll to the Health Care Reserve Fund

within the Employers' Trust Fund from which payments fdr

health

care benefits are paid. For the fiscal year ended June 30, 1998,
3.5% of covered payroll will be allocated to the Health Calre Re-

serve Fund.

Supplemental Benefits — In December of each year, if the Retire-
ment Board determines that sufficient funds are available,
lump-sum supplemental benefit payment is made to eligiblé retirees,

The payment is based on the retiree's years of service and da
reticement. The amount of the payment may vary and is ndt
anteed from year to year,

te of
guar-

Refunds — Upon termination of employment, a member nfay

withdraw accumulated contributions made to STRS. Withdr

April 1997, refunds of member contributions may include nterest

and matching payments.

3. CONTRIBUTION REQUIREMENTS AND RESERVES
Employer and member contribution rates are established by

the Re-

tirement Board and limited by Chapter 3307 of the Revised Code

to 14% and 10%, respectively, of covered payroll. The emp

loyer

and member contribution rates for the year ended June 30, 1997,
were 14% and 9.3% respectively. Two percent of the 14% km-

ployer rate is allocated for postemployment health care. Fo

the

fiscal year ended June 30, 1998, 3.5% of covered payroll will be

allocated to the Health Care Reserve Fund.

Various funds are established under the Revised Code to a
for contributions, reserves, income and administrative expe

ount
S€S.

® The Teachers' Savings Fund (TSF) is used to accumulate mem-

ber contributions in trust. The TSF was fully funded
according to the latest actuarial study dated July 1, 19

7.

® The Employers' Trust Fund (ETF) is used to accumulate em-
ployer contributions in trust. ETF includes assets allochted to
the Health Care Reserve Fund from which payments for com-
|

prehensive health care benefits are made.

|
® The Annuity and Pension Reserve Fund (APRF) is the fu

nd

from which all annuities and pension payments to retifed

members are made. Reserves are transferred to this furd

d from

the TSF and ETF funds at the time of retirement. The APRF

was fully funded according to the latest actuarial study
July 1, 1997,

dated

e The Survivors' Benefit Fund is the fund
from which all survivor benefit pay-
ments are made for which reserves have
been transferred from the Teachers'
Savings Fund and the Employers' Trust
Fund. The Survivors' Benefit Fund was
fully funded according to the latest ac-
tuarial study dated July 1, 1997.

® The Guarantee Fund is used to accumu-
late income derived from gifts, bequests
and investments for the year.

* The Expense Fund is the fund from
which all expenses for the administra-
tion and management of STRS are
paid.

After interest is allocated to the various
funds, the Guarantee Fund and the Expense
Fund are closed into the Employers' Trust
Fund at year-end.

At June 30, 1997, net assets available for
benefits were included in the various funds
as follows (in thousands):

rTeachers' Savings Fund ............ $6,222,725
Employers' Trust Fund. ............. 15,881,148
Annuity and Pension
Reserve Fund .......c.cccovinnnnn. 19,786,577
Survivors' Benefit Fund ............ 463,051
Total! sy D Ahasdeyeriand $42,353,501

4, COMMITMENTS AND
CONTINGENCIES

STRS has made commitments to fund
various real estate investments totaling
approximately $399,596,000 as of
June 30, 1997,

In October 1997, the board passed a resolu-
tion that provides a lump-sum supplemental
benefit payment to be paid to eligible retirees
in December 1997. Estimated payments to
be made are $45 million.

STRS is a party in various lawsnits, While
the final outcome cannot be determined at
this time, management is of the opinion that
the liability, if any, for these legal actions will
not have a material adverse effect on the net
assets available for benefits,
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(In Thousands)
Category
Short-term:
Commercial paper $ 2,101,424
Government notes 10,000
Corporate notes 4§,OOO
Short-term investment funds 23,033
Total short-term 2,174,457
Guaranteed mortgages 2,780,487
U.S. government/agencies:
Not on securities loan 4,861,436
On securities loan 840,198
Corporate bonds:
Not on securities loan 1,998,513
On securities loan 3,265
Canadian bonds 104,186
Municipal bonds 1,088
Total fixed income 10,588,173
Common and Preferred Stock:
Not on securities loan 17,940,375
On securities loan 103,580
Total Common and Preferred Stock 18,043,955
Real Estate (See Note 6):
Multitenant properties 1,601,053
Joint ventures 649,929
Separate accounts 495,887
Real estate investment trusts 297,594
Sale leasebacks 214,330
Participating mortgages 151,425
Other Lo 33711
Total Real Estate 3,444,929
International {See Note 7) 7,608,472
Collateral on loaned securities 947,043
Total Investments 5 42,80%,029

NOTES TO FINANCIAL STATEMENTS (CONT.)

5. CASH AND INVESTMENTS

The investment authority of the Retirement Board is goversed by
Section 3307.15 of the Revised Code that also requires theTRetire-
ment Board to publish its investment policies annually and make
copies available to interested parties. This section requires that in-
vestments be made with care, skill, prudence and diligence pnder the
circumstances then prevailing that a prudent person acting in a like
capacity and familiar with such matters would use in the cgnduct of
an enterprise of a like character and with like aims. It further pro-
vides that the Retirement Board may invest in bonds, notes
certificates of indebtedness, mortgage notes, real estate, stocks and
debentures with certain restrictions as to the nature and quality of
the investment and composition of the investment portfolig.

Investments held at fair marcket value by STRS at June 30, 1997, are
summarized as follows:

StaTE TEACHERS RETIREMENT SYSTEM

Fair snarket valuation — Stocks traded on a na-
tional securities exchange are valued at the
closing price on the last business day of the fiscal
year; stocks traded over the counter are valued at
the closing bid price, as reflected by NASDAQ,
on the last business day of the fiscal year; inter-
national investments are valued by the
subcustodian using relevant closing market
prices and exchange rates; U.S. government and
governmental agency securities, bonds, certain
guaranteed mortgages, and short-term corporate
and government notes are valued based on infor-
mation from an independent service organization
for institutional investors; guaranteed mortgages
are valued based on their coupon rate relative to
the coupon rate for similar mortgages on the last
business day of the fiscal year; short-term cash
equivalent investments are stated at amortized
cost which approximates market value; real es-
tate is valued based on appraisals performed by
independent appraisers or, for properties not ap-
praised, at the present value of the projected
future net income stream; and venture capital is
based on values established by valuation commit-
tees.

Statement No. 3 of the Governmental Ac-
counting Standards Board requires

ments as an indication of the level of risk at
fiscal year-end. Category 1 includes invest-
ments that are insured or registered or for
which the securities are held by STRS or its
agent in the name of STRS. Category 2 in-
cludes uninsured and unregistered invest-
ments for which the securities are held by the
counterparty's trust department or agent in
the name of STRS. Category 3 includes unin-
sured and unregistered investments for which
the securities are held by the counterparty in
STRS' name or held by the counterparty's
trust department or agent but not in STRS'
name.

All investments subject to categorization at
June 30, 1997, meet the criteria of Cate-
gory 1. Investments are held in the name of
STRS or its nominee by the treasurer of the
state of Qhio as custodian. Real estate invest-
ments and securities on loan are investments
that, by their nature, are not required to be
categorized,

At June 30, 1997, the carrying amount of
STRS’ cash deposits was $29,059,000 and the
bank cash balance was $19,763,000. Of the
bank balance, $100,000 was insured by the

: ) o
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Federal Deposit Insurance Corporation. The
remaining bank balance was covered by col-
lateral held in the name of STRS' pledging
financial institution, as required by state
statute (Category 3).

STRS participates in a domestic security
lending program whereby securities are
loaned to investment brokers/dealers (bor-
rower). Securities loaned are cash
collateralized by the borrower at 102% of
the loaned securities' market value. The pro-
gram is administered by a custodial agent
bank. STRS receives a fee from the borrower
for the use of loaned securities. STRS has
minimized its exposure to credit risk because
of borrower default by having the custodial
agent bank determine daily that the required
collateral meets at least 102% of the market
value of securities on loan. The fair value of
the loaned securities and associated collat-
eral at June 30, 1997, were $927,560,000
and $947,043,000, respectively.

6. REAL ESTATE INVESTMENTS

Separate Accounts, Joint Ventures and Other
— Separate accounts consist of group annu-
ity contracts, opportunity funds, private
REITs andjgroup trusts. Joint ventures are
arrangements with other investors. Other
real estate |ncludes syndicated mortgages
consisting of land acquisition costs and
mortgage receivables relating to the financ-
ing of buildings.

7. INTERNATIONAL INVESTMENTS

Externally Managed — STRS has invest-
ments in international equity securities
through the use of external money manag-
ers. It is the intent of STRS and the money
managers to be fully invested, however, cash
and short-term fixed-income investments are
held tempdrarily. The portfolios are man-
aged in acdordance with various mandates
based on lalorgan Stanley Capital Inter-
national's (MSCI) indexes. Investments are
held in both international developed and
emerging markets,

Internally Managed:

— Taphi-
cally distributed. Real estate investments
include retail single-tenant stores and malls,
single and multitenant office properties,
single and multitenant warehouses, apart-
ments and other.

Participating Mortgages — Participating
mortgages consist principally of mortgages
on apartments, retail, industrial and office
properties. Fixed interest rates are generally
one to two percentage points below the pre-
vailing market rate at the inception of the
mortgage in exchange for participation in
the net cash flow generated by a project.

Multitenant and Sale-Leaseback —
Multitenant properties and sale-leaseback
arrangements consist of real estate leased
subject to operating leases, which consist
principally of commercial office space, retail
store space and warehouse space.

REITs — Real estate investment trusts
(REITs) are real estate company stocks with
a high dividend-income component. REITs
divide the ownership of the real estate com-
pany and its properties among all the
sharcholders. REITs are required to distrib-
ute 95% of the company's taxable income to
* their shareholders. Distributions are taxable
to shareholders rather than the real estate
company. STRS is exempt from federal and
state income taxes.

Country Flinds — STRS actively invests in
emerging markets through traded country
funds. Eant'country fund consists of indi-
vidual equity securities pooled together in an
attempt to match or exceed the local
country's Benchmark.

Europe, Aystralia and Far East (EAFE) Index
Fund — Tq increase diversification in inter-
national dgveloped markets, STRS invests in
an EAFE Index Fund. The EAFE Index
Fund purchases foreign equities, futures and
other traded investments to replicate the
makeup of|the EAFE benchmark.

Emerging Markets Free (EMF) Index

Fund — STRS invests in an EMF Index Fund
to increase|diversification in emerging-mar-
ket countrigs. The fund invests in foreign
equities, swaps and other traded investments
to imitate the EMF Index.

EAFE Equity Swaps — Three international
equity swap agreements were contracted dur-
ing fiscal 1997 with maturity dates in fiscal
1998. In exchange for a negotiated LIBOR
{London Interbank Offered Rate), STRS will
receive dividends and the difference in the
change in the EAFE Index at maturity.
Fixed-income securities equal to the initial
notional amount of the equity swaps have
been set aside as security.
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NOTES TO FINANCIAL STATEMENTS (CONT.)

The market values of international investments held 4t June 30, 1997 are (in thousands):
1997
Market Value
Externally Managed
International stocks $4,059,827
International fixed income 16,465
International currency and liquidity reserves 341,823
Total externally managed 4,418,1'15
Internally Managed
Country Funds 172,568
EAFE Index Funds 1,167,187
EMF Index Fund 947,952
EAFE equity swaps 900,650
Total internally managed 3,188,357
Total international $7,606,472

8. DERIVATIVES |

{28}  —FEquity-Swap-Agreem

tered into three international equity swap agreements N¢ funds are
required as collateral by either party; however, STRS has burchased
fixed-income securities equivalent to the initial exposure which are
located in a subcustodial account at the Bank of New York. The
market risk of the swap is the same as if STRS owned th ' under-
lying stocks that comprise the indexes. The net interest r:[IL'enues
and expenses resulting from these agreements have been necorded
in the financial statements. See Note 7 for the related equijity swap
market values as of June 30, 1997. Equity swaps were algo used in
the EMF Index Fund during 1997. Of the total EMF holdings at
June 30, 1997, $19.1 million was invested in swap agreetments,

Forward Contracts — Currency forward contracts were used to
specifically hedge yen exposure as a result of equity swap)agree-
ments, Additionally, forward contracts in various currendies were
used to transact and hedge direct foreign equity investments that
STRS maintains through the use of outside managers. STRS is obli-
gated to deliver the foreign currency at a certain dollar prj
sometime in the future. To fulfill this obligation at matur

million of currcncy cxposure in various currencies with v
turities as of June 30, 1997.

STATE TEACHERS RETIREMENT SYSTEM

500 index futures during the year. Index fu-
tures are designed to offer lower-cost and
more efficient alternatives to buying indi-
vidual stocks. The market and credit risk of
the futures were the same as if STRS had
owned the underlying stocks that comprise

the index. From January 1997 to April 1997,

there were S&P futures ranging from

$77 million to $200 million. Additionally,
futures were used in the EAFE Index Fund.
Of the total EAFE Index Fund holdings at
June 30, 1997, $18 million was invested in
futures. Futures were also used by external
money managers. Approximately $176 mil-
lion of external money managers' holdings
were invested in futures at June 30, 1997.

Options — STRS writes option contracts to
enhance the return on the stock portfolio. In
exchange for a premium, STRS gives the op-
tion buyer the right to buy or sell the under-
lying stock. Options are also purchased to
“cover” existing written open option posi-
tions. The option contract specifies the stock
price and the expiration date of the option,

y



9. STATE APPROPRIATIONS

From time to time, the legislature of the
state has increased benefit payments to retir-
ees. In certain instances, concurrent with the
passage of such legislation, a provision for
payment of these benefits through future
state appropriations has been made.

STRS received approximately $2,377,000
from the state for increased benefits paid for
the year ended June 30, 1997. Funding for
these increased benefits is on a pay-as-you-
go basis by the state.

10. PENSION PLAN

Substantially all STRS employees are re-
quired to participate in a contributory
retirement plan administered by the Public
Employees Retirement System of Ohio
(PERS). PERS is a cost-sharing, multiple-
employer public employee retirement
system.

—Ehgtbleempleyeefrﬂfeeﬁm}ed—w—a—feﬁfc-—--———
yment benefit, payable monthly for life, equal
'to 2.1% of their final average salary for

~ each year of credited service up to 30 years
and 2.5% for each year of service over 30
years. Final average salary is the employee's
average salary over the highest three years of
earnings. Benefits fully vest on reaching five
years of service. Vested employees may retire
at any age with 30 years of credited service,
at age 55 with a minimum of 25 years of
accredited service, and at age 60 with a
minimum of 5 years of service. Employees
retiring with less than 30 years of service
and under age 65 receive reduced retirement
benefits. Benefits are established by state
statute.

Employees covered by PERS are required by
Ohio statute to contribute 8.5% of their sal-
ary to the plan. STRS is required by the
same statute to contribute 13.55% of cov-
ered payroll; 8.44% is the portion used to
fund pension obligations, with the remain-
der used to fund the health care program for

retirees. The required employer contribu-
tions for the current year and the two
preceding years are as follows:

Year Annual
Ended Required Percentage
June 30| Contributions Contributed
1997 $2,727.,000 100%
1996 $2,303,000 100%
1995 $2,022,000 100%

Historical trend information showing the
progress of PERS in accumulating sufficient
assets to pay benefits when due is presented
in the PERS Comprebensive Annual Finan-
cial Report. PERS issues a publicly available
financial rport for the plans. The report
may be obtained by writing to PERS, 277 E.
Town St., glolumbus, Ohio 43215-4642.

|
In addition to pension benefits, PERS pro-
vides posteh‘nployment health care benefits,
in accordance with state statutes, to all em-
ployees who retire with 10 or more years of
qualzfymg hio service credit and to disabil-

ts—At Pee:315;1996; the plan-had—
approxim el}r 491,000 participants.

A portion f each employer's contribution to
PERS is sef aside for the advanced funding of
postemployment health care. Of the 13.55%
of employee payroll contributed by STRS to
PERS, 5.11%, or approximately $1,029,000,
was the portion used to fund health care.
Statutory rates equal the actuarially deter-
mined confribution requirements.

11. REQUIRED SUPPLEMENTAL
SCHEDULES AND ADDITIONAL
TION

The schedule of funding progress, the sched-
ule of employer contributions and the notes
to the trend data are required supplemental
schedules. These schedules are presented on
Page 30 and are designed to provide infor-
mation abgut STRS' progress in accumu-
lating suffi¢ient assets to pay benefits

when due. |

The sched|.11c of administrative expenses and
the schedule of investment expenses are in-
cluded as additional information, These
schedules dre presented on Pages 31-32.
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SCHEDULE OF FUNDING PROGRESS

For the years ended June 30, 19921997
(Dollar Amounts in Thousands)

Unfunded
Actuarial Actuarial Ratio of Active UAAL as
Acerued Valuation Accrued Assets Member % of Active
Valuation Year Liabilities (AAL)* Assets® Liability (UAAL)?* to AAL Payroll Member Payroll

1997 $44,704,237 $36,883,739 $7,820,498 82.5% $6,805,797 115%
1996 41,128,062 32,930,801 8,197,261 80.1% 6,553,642 125%
1995 38,483,947 29,913,449 8,570,498 77.7% 6,327,049 135%
1994 36,042,209 27,713,810 8,328,399 76.9% 6,060,828 137%
1993 33,738,228 25,508,699 8,229,529 75.6% 5,816,209 141%
1992 30,403,865 22,139,970 8,263,895 72.8% 5,598,238 148%

*The amounts reported in this schedule do not include assets or liabilies for postemployment health care benefits.

SCHEDULE OF EMPLOYER CONTRIBUTIONS

For the years ended June 30, 1992-1997
(Dollar Amounts in Thousands)

Year Ended Annual Required Percentage
June 30 Contributions* Contributed

1997 $816,696
1996 786,437
1995 759,246 -
1994 727,299
1993 697,945
1992 671,789 100 fz

*The amounts reported in this schedule do not include contributions for postemployment health care benefits.

NOTES TO THE TREND DATA

The information presented in the required supplemental schedules was determined as part of the actuarial
valuations at the dates indicated. Additional information as of\the latest actuarial valuation follows:

Valuation date July 1, 1997
Actuarial cost method Entry Age
Amortization method Level percent clos
Remaining amortization period 26.9 years

Asset valuation method 4-year smoothed market

with 91%/109% corridor

Actuarial assumptions:

Investments rate of return 7.50%

Projected salary increases 9.25% atage 20 to 3.25% atage 65
Inflation assumption 3.75%
Cost-of-living adjustments 3% simple

\
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SCHEDULE OF ADMINISTRATIVE EXPENSES

For the year ended June 30, 1997

PERSONNEL

Salaries and wages
Retirement contributions
Benefits

Total personnel

PROFESSIONAL AND
TECHNICAL SERVICES

Computer support services
Health care services
Actuary
Auditing
Legal
Total professional and technical services

COMMUNICATIONS

Postage and courier services
Printing and supplies
Telephone

OTHER EXPENSES

Equipment repairs and maintenance
Building utilities and maintenance
Transportation and travel
Equipment rental
Depreciation
Insurance
Memberships and subscriptions
Retirement study commission
Miscellaneous
Loss on sale of assets

Total other expenses

TOTAL ADMINISTRATIVE EXPENSES

NOTE: Above amounts do not include Investment Department administrative expensg

472,727

$13,118,509
1,778,448

2,169,800
17,066,757

6,277,475
619,207
324,660

65,403
103,482

7,390,227

1,449,268
2,330,544

A can e e e

HLIL007

884,469
770,483
467,541
2,759,428
4,301,176
306,769
89,963
240,076
855,100
3,499,736

14,174,741

$42,884,264

s which are deducted from income.
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SCHEDULE OF INVESTM|

Benefits

Legal

Travel

NT EXPENSES

STATE TEACHERS RETIREMENT SYSTEM

For the year ended June 30, 1997
PERSONNEL
Salaries and wages $ 6,975,661
Retirement contributions 949,017
573,680
Total personnel 8,498,358
PROFESSIONAL AND TECHNICAL SERVICES
15,378
Investment research 143,411
Real estate advisor 322,459
Investment advisors 490,585
Banking fees 2,021,134
Total professional and technical services 2,992,967
OTHER EXPENSES
Printing and supplies 19,978
Equipment repairs and maintenance 6,866
Building utilities and maintenance 468,119
481,294
Equipment rental 116,168
Memberships and subscriptions 82,594
Miscellaneous 55,688
 Total other expenses | 1,230,707
TOTAL INVESTMENT EXPENSES $12,722,032



INVESTMENT REVIEW

For the fiscal year July 1, 1996 through June 30, 1997

ECONOMIC ACTIVITY STRENGTHENS
DURING FISCAL YEAR; INFLATION
REMAINS DORMANT

Significant economic growth during the
middle quarters of fiscal year 1997 helped
push real gross domestic product (GDP) up
3.4% for the entire year — an improvement
on the fiscal 1996 growth rate of 3.2% and
the second-highest rate of growth in the past
eight fiscal years. The growth was led by a
buildup of business inventories but was par-
tially offset by slower residential investment
and a strong increase in import growth that
deteriorated foreign trade. Personal con-
sumption and nonresidential investment
continued to add significantly to real GDP
during the fiscal year.

Real personal spending grew 2.5% during
fiscal 1997, down modestly from the 2.8%
pace recorded during fiscal 1996. Both
growth rates exceeded the consensus belief
for long-term sustainable economic activity.
Meanwhile, nonresidential investment grew

— by102% 9

ithe prior fiscal year. This heady growth rate

/was led by a 12.5% advance in capital
equipment investment, particulacly from
spending on computers, computer-related
products and transportation equipment..

Business inventories grew significantly in the
second half of fiscal 1997 in response to ro-
bust consumer spending in the middle two
quarters. However, residential investment
turned negative in the first half of the year
because of higher interest rates, but contrib-
uted to economic activity in the second half
as a result of generally lower rates and im-
proving incomes. Real net exports took a
bite out of economic growth because of
strong import growth that exceeded improv-
ing export activity. Imports grew 14.5%, up
from 7.8% in fiscal 1996, while exports ex-
panded to 13.6% growth from 9% the year
before. Finally, federal, state and local gov-
ernment expenditures grew only marginally
as the federal budget balance improved sub-
stantially.

Interest rafes fluctuated within a relatively
narrow band during the year. The Federal
Reserve had kept monetary policy steady for
nearly six months when fiscal 1997 began. It
then remajned on hold for nearly eight more
months until robust signs of economic
growth led to a marginal quarter-of-a-pes-
centage pgint increase in the federal funds
rate in March. The federal funds rate re-
mained at(5.5% through the end of the fiscal
year. Other short-term rates, too, moved
within the{narrow band established by the
federal funds rate.

Long-term interest rates began the year
above 7%| fell to 6.5% near the end of the
first half, then rebounded again to higher
than 7% Hefore declining toward 6.75% in
the final faw months of the fiscal year.
Changes 11 mOrtgage rates closely followed
movements in long-term Treasury rates. The
30-year fixed-rate mortgage began the year
at 8.25% gnd finished just above 7.5%.

Consumer|prices decelerated modestly in the

_ first half of the fiscal year, but slowed signifi-

cantly in the second half. In fiscal 1996,
consumer prices grew 2.8%. This growth fell
to 2.3% for fiscal 1997, Broader price mea-
sures, such as the gross domestic product

EXCEEDINGLY WELL

Interest rates track closely with market ex-
pectations|for economic growth and
inflation. Rates generally rise when expecta-
tions for gtowth and inflation increase and
fall when these expectations decrease, Eco-
nomic growth was strong entering fiscal year
1997. As a result, inflation fears were high
and long-t¢rm interest rates were above 7%.
At the beginning of the fiscal year, economic
growth slowed significantly and inflation
fears subsided. Interest rates gradually de-
clined — falling below 6.5% near the end of
the fiscal ypar’s first half.
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INVESTMENT REVIEW (CONT.)

The lower long-term rates stimulat:ed the
economy, leading to more signs of robust
growth. Interest rates, in turn, rose
throughout much of the second half of the
fiscal year, heading above 7% for 4 short
time. The Federal Reserve increasdd short-
term rates in March to slow the economic
growth they feared would spark inflation.
Instead, at the end of the fiscal year inflation
was growing at a slower pace, allowing
long-term rates to fall toward 6.75(%.

The STRS fixed-income portfolio’s|duration
at the fiscal year start was significantly
longer than the market’s duration. | Duration
is a measure of risk, with the markiet’s dura-
tion represented as 100%. The fi
income portfolio began the year at|a relative
duration of 115%, expecting to bepefit from
a decline in interest rates. During the first
half of the fiscal year, interest rates fell and
bond prices rose. This provided STRS an
opportunity to increase returns relative to
the benchmark. In the process, pottfolio
duration was reduced to 102%. |

At the beginning of the fiscal year’§ second
half, rates rose and bond prices de¢lined.
STRS extended its portfolio duratipn to

aggregate bond index closely resembles the
universe of investment alternatives for the
STRS fixed-income portfolio and is used as
the benchmark for relative performance. For
calendar year 1996, this benchmark returned
3.63% versus the STRS fixed-income
portfolio’s return of 4.12%. The shifting of
the portfolio’s duration added performance
relative to the index. Since interest rates rose
for much of the calendar year and prices de-
clined over the period, the total return was
less than the coupon return. A more com-
plete report of STRS performance appears
on Page 50.

DOMESTIC STOCK MARKET
CONTINUES TO ROAR

In fiscal 1997, the Standard & Poor's com-
posite index of 500 stocks (S&8P 500) had a
total return of 34.7%. It was the third
straight fiscal year in which the stock market
provided returns well in excess of more typi-
cal long-term returns of 8% to 10%. The
equity market continued the long and strong
advance that began in 1995 because the U.S.
economy generated robust growth amid few
signs of inflationary pressures. This favor-
able environment during fiscal 1997 enabled

113%. Falling rates in the final qyarter of
fiscal 1997 created another oppo
add relative performance, and the portfolio
ended the year with a duration of 106%.

The net results of trading during tﬂe fiscal
year decreased the duration of the portfolio
while maintaining a quality level of AA+.
The share of the total fund allocat¢d to this
area was reduced to 25% at markit from
34% at the end of the previous fisdal year.
The single-family whole loan and g;rojcct—
loan mortgage portfolios were sold with the
proceeds going into international dquity se-
curities. Using book value of salesland
maturities as a measure, portfolio turnover
declined to 54% from 56% the pn:m: year.

dustry convention of reporting on

Performance measurement foIlowsEthe in-
calendar-year basis. The Lehman Brothers

STATE TEACHERS RETIREMENT SYSTEM

the financial, health care and technology sec-
tors to be among the best performing
sectors. In addition, the common stocks of
many large multinational companies had es-
pecially strong performances. These
companies achieved strong earnings growth
that were coupled with expansions of their
price-to-earnings multiples and resulted in
superior financial returns.

A few of the largest component companies
of the S&P 500 had exceptional price appre-
ciation during both calendar 1996 and fiscal
1997. During these periods, the S&P 500
handily outperformed most actively man-
aged portfolios and equity indexes that
included wider groups of stocks. STRS per-
formance reports follow the industry
convention of reporting on a calendar-year
basis. During the 1996 calendar year, STRS
equities returned 17.80% while the S&P



_ marketexposure.

( "

linvestmernts

500 grew 22.96%. The STRS domestic eq-
uity portfolio returns over calendar 1996
appear on Page 50.

To lessen the risk inherent in relying on a
single approach of stock portfolio manage-
ment, STRS has divided its equity holdings
into groups that use complementary ap-
proaches to stock selection.

The valuation portfolio makes use of com-
puter-driven models and fundamental
analysis to select stocks that appear inexpen-
sive. The industry index portfolio
concentrates on individual stock selection by
the analysts within the confines of the S&P
500 industey weights. The growth portfolio
selects stocks based principally on a
company's ability to grow earnings in excess
of economic growth. The small/mid-size
company portfolio pursues companies that
are smaller than most found in the major
indexes. The S&P 500 passive portfolio
mimics the S&P 500 index by matching the
names and weightings to get large-company

During the second half of the fiscal year, two
new passive portfolios were added. The
S&P 400 and S&P 600 passive portfolios
enable STRS to gain equity exposure to the
mid-size and smallest public companies that
are included in their respective indexes.

Domestic equities accounted for more than
$18 billion, or 43%, of total STRS assets at
the end of fiscal 1997. The top 20 STRS
common stock holdings are shown in the
schedule of largest investment holdings
starting on Page 53. Equity investment
results are on Page 50.

INTERNATIONAL INVESTMENTS
PERFORM BETTER THAN BENCHMARK

The internjational equity markets experienced
good performance in fiscal 1997, although
they lagged the U.S. equity markets for the
third consgcutive year. The STRS hybrid
benchmark index, consisting of 60% of the
MSCI Eurppe Australia Far East (EAFE) in-
dex for developed markets and 40% of the
MSCI Emerging Markets Free (EMF) index,
rose 14.03% for the fiscal year because of
outstandirlg pecformance in the major Euro-
pean markets and in Latin America. The
performane of the STRS international equi-
ties portfolio surpassed the benchmark
performarice in calendar year 1996, rising by
6.96% while the benchmark rose 6.13%.
Performance results of the international equi-
ties portfolio on a calendar-year basis are on
Page 50.

The international portfolio grew consider-
ably during fiscal 1997 after legislative
changes in| early 1997 allowed for greater

—_exposure to international markets, It waill

continue t grow into fiscal 1998 until it
reaches a target of 20% of total assets. Of
that 20%,|12% will be represented by devel-
oped-market investments (up from
approximdtely 5% in fiscal 1996) and 8%
will be invgsted in emerging markets (also up
from 5% in 1996). No major changes are
planned td the international allocations in
fiscal 1998, As in fiscal 1997, approximately
half of the|international assets will remain
with outsi¢le managers and half will be man-
aged internally.
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INVESTMENT REVIEW (CONT.)

REAL ESTATE RETURNS MATCH
STRONG BENCHMARK RESULTIS

The real estate cycle continues to nhature
with the rental-space market in balance but
investor demand outstripping supply, result-
ing in rapidly escalating prices. THe most
tmportant trend underway is the ggowth and
consolidation of publicly traded real estate
companies — the same companies who arc
among the most aggressive bidders|for prop-
erties. STRS’ outlook continues to| be
cautiously optimistic. Even though it is in-
creasingly difficult to find reasonalbly priced
properties, space absorption is strang and
new construction is still moderate {n most
markets.

Returns for both the STRS portfolio and the
industry as a whole have begun to pscalate as
increasing rental rates are driving both in-
come and value appreciation. Thelfiscal year
return for the portfolio was equal fo the
NCREIF property index at 10.7%, During
calendar-year 1996, the STRS real pstate
portfolio grew 8.9%, while the berjchmark
NCREIF index rose 10.9%. Net apsets in-
creased more than $800 million dyring the

12 months. This activity was just énough to

keep pace with the growth of the ojverall
portfolio, leaving real estate at 8.2 of total
plan assets.

TOTAL-FUND RETURNS AG
EXCEED LONG-TERM GOALS

The annualized rate of return for the total
STRS fund was 16.79% during fis¢al 1997.
During calendar year 1996, the STRS fund
returned 10.21% (STRS performarce is
more appropriately calculated on & calendar-
year basis for adequate comparison with
other performance publications). The rate of

STATE TEACHERS RETIREMENT SYSTEM

return for the five-year period ending Dec.
31, 1996, was 10.4%, well above the 8%
absolute long-term return goal and above
the relative hybrid index of industry bench-
marks which rose by 10.33%. Over the
past three calendar years, the STRS fund re-
turned 10.82%, while the hybrid index of
industry benchmarks rose 12.27%.

The relative performance of STRS portfolios
compared to industry benchmarks also con-
tinued to fare well. For the five years ending
in 1996, the equities portfolio grew by an
annualized 14.04%, while the S&P 500
grew by 15.23%. The relatively new inter-
national portfolio outgained its hybrid
EAFE/EMF benchmark for a third straight
year. The STRS international portfolio re-
turned an annualized 6.66% over the past
three calendar years, while the benchmark
grew 5.77%. Fixed-income investments
continue to exceed the Lehman bond index
over the five-year and three-year periods.
During the past five years, fixed-income in-
vestments have returned 7.82% while the
benchmark rose 7.04%. Over the past three
years, fixed-income investments grew 7.13%
versus the benchmark’s 6.02%. Returns

benchmark over the past five years by nearly
two percentage points, growing at an annu-
alized 6.02% versus the benchmark increase
of 4.22%.

The total return on STRS investment assets
over the preceding five-year period exceeded
the rate of inflation by more than eight per-
centage points. Over the three-year period,
the return on STRS investment assets ex-
ceeded the inflation rate by eight-and-three-
quarters percentage points.
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—— Secttons 330704 and 330715 of the Revised™
( Code empower the board to authorize its ad- 3

lnvestments

INVESTMENT OBJECTIVE

(Effective Oct. 17, 1997}

AND POLICY

GENERAL POLICY STATEMENT

accordande with the code of ethics of the As-

sociation for Investment Management and

Introduction

The State Teachers Retirement System of
Ohio (STRS) is governed by a board of nine
members with broad statutory powers. The
investment function is vested in the board as
set forth in section 3307.15 of the Ohio Re-
vised Code (Revised Code). Section 3307.15
of the Revised Code requires the board to

“. . . adopt in regular meeting, policies, ob-
jectives or criteria for the operation of the
investment program . . .” These policies,
objectives and criteria are adopted under this
authority.

It is the intent of the board to give considera-
tion to investments that enhance the general
welfare of Ohio provided such investments
offer quality return and safety comparable to
other investments currently available to the
board. The board also will give consideration 1.
to investments that involve minority-owned
and minority-controlled firms and firms
owned or controlled by women.

ministrative officers and committees to act
for it in accord with its policies. In addition
to the investment function, Section 3307.15 4,
of the Revised Code also sets forth the fidu-
ciary responsibility of the board and other
fiduciaries in discharging their duties with
respect to the fund. Section 3307.01 (T) of
the Revised Code defines a fiduciary, and
Sections 3307.14, 3307.15 and 3307.18 of 6.
the Revised Code list specific items a fidu-
ciary shall and shall not do. This investment
objective and policy incorporates and is sub-
ject to all of the above-mentioned sections of
the Revised Code.

Research.| No staff member shall engage in
any activity in his official position or in a
personal ipvestment program that will in any
way creaté a conflict of interest.

ORGANIZATION

Investment Committee

An investinent committee is established and
consists of all nine members of the board.
The investment committee is empowered to
advise the|board in all investment matters.

Investment Advisors/Consultants

The board shall employ competent, well-
qualified organizations to assist in carrying
out its fiduciary responsibility. Duties of the
investmen} advisors/consultants shall include
but not bg limited to:

Recammend long-term investment ob-
jectij es and review of these objectives
at Itj;st annually,

Mo

itor performance of the investment

Progfam.

Courbsei with in-house staff, executive
direqtor or members of the board.

Partiripate in bimonthly meetings of
the investment committee.

Revigw and advise on detailed invest-
ment criteria for all investments.
Review of annual investment plan.

Perfgrm other duties as may be pro-
by contract.

Executive Director
Subject to|this investment objective and
policy, thel executive director is authorized

by the bodrd under Sections 3307.04 and

STAFF AND BOARD

Participation in the affairs of any public body
demands high personal integrity and con-
duct. This is especially true when funds of
others are involved. Members of the board
and staff must discharge their responsibilities
without prejudice or favor, avoiding at all
times any conduct that could create or ap-
pear to create a conflict of interest.

3307.15 to act for and on behalf of the
board and| the system in all purchases, sales
or other irivestment transactions. Investment
transactions since the last report will be re-
viewed by|the investment committee at each
meeting and upon such review shall be
deemed adcepted, ratified and adopted by
the board.] The investment committee may
act at the é

subsequent sale or disposal of any invest-

ime of such review to direct the

Staff members shall carry out the duties and ment.

responsibilities delegated by the board in the
best interest of members of the system and in
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T

Deputy Executive Director of Invesiments
The deputy executive director of Invest-
ments shall have the following |

responsibilities:
1.
staff,
2.
3.
investment plan.
4,
S,
costs for such services.
6.

Supervise activities of the in-hbuse

In cooperation with the investiment ad-

visor and the executive directdr,

formulate an annual investment plan.

Make recommendatians to the execu-
tive director and board concetning
periodic modification of the annual

Assure that the portfolios comply with

established parameters and ri

levels.

Supervise execution of orders fo buy
and sell securities (including options)
seeking always to maintain reasonable

Report in required detail to t

execu-~

tive director and the investment
committee and/or the board oh all ac-
tivities of the Investment staff]

OBJECTIVES, GUIDELINES
AND POLICIES: TOTAL FUND

Objectives

In many if not most instances, payments
from the pension fund are the major sources
of income to retirees and a principal protec-
tion against the contingencies of death and
disability for active workers. Therefore, the
basic policy of the board is preservation of
the capital investment and realization of suf-
ficient return to secure and facilitate payment
of the statutory benefit requirements of the
system to its participants and beneficiaries.

In this connection, it is recognized that the
fund will achieve some protection against
erosion of principal value through inflation if
the actuarially assumed interest rate is
achieved.

Maximization of return, from both current
income and capital appreciation consistent
with the overall risk parameters described
below, is an important objective. With the
insight gained from careful studies of the
benefits of diversification and asset return
potential, the board sets a total return

StTATE TEACHERS RETIREMENT SYSTEM

anges at at Market
Market
Cash Hquivalents 0% -6% 2%
Fixed Income 20%-35% 23%
Domestic Equities 40% - 50% 45%
Intemational 15% = 24% 20%
Real Estate 6% -12% 9%
Alternative Investments 0% -2% 1%
100%
set Class ngjlel}:;::n Benchmarks
Cash Equivalents 4% - 5% 90-day Treasury Bills
Fixed Income 6% -7% Lehman Aggregate
Domestic Equities 8% -10% S& P 500
Interngtional 8% -10% 60% EAFE/40% EMF
Real Estate 8% -9% NCREIF Adjusted
Alrernative Investments 14% -16% Absolute Return




objective of 8% per annum. This is a long-
term objective and this total return
expectation assumes an average inflation
rate of 3.75%. The objective should be pur-
sued consistent with prudent management.

The board anticipates that contributions to
the pension fund and income from existing
assets will exceed disbursements for the
foreseeable future. Therefore, there is no
special need for liquidity in the portfolio,
other than that deemed necessary to accom-
plish investment objectives and strategies.

Given the expected contribution income,
forecast of benefit obligations and accept-
able actuarial asset value smoothing
techniques, the risk level of the pension
fund, meaning the tolerance for fluctnations
in market value of the total investment fund,
can match that of the stock market as a
whole. This should protect the beneficiaries
from any undue risk while capturing the de-
sired return potential from the preferred
asset mix.

The asset mix policy ranges and the average

long-term weights for the major asset classes
are listed on the previous page. The invest-
ment staff has the authority to operate
within the policy ranges for each asset class.
The average long-term weights were derived
from asset allocation studies, discussions
with the board’s consultants and staff input
and are based on each asset’s long-term
(five- to 10-year) expected rate of return and
volatility.

It is expected that in each year’s annual in-
vestment plan, the board will adopt a
current strategy which may deviate from the
average long-term weights shown below
based upon short- and intermediate-term
expected returns of each asset.

OBJECTIVES, GUIDELINES AND
POLICIES: FIXED INCOME

BONDS

Objective

For the publicly-traded bond sector of the
portfolio, a total return of 6% to 7%, aver-
aged over five to 10 years, is desired.
Should conditions change in the bond mar-
ket so as to make this objective unattainable
without undue risk, it will be the responsi-
bility of the investment advisor to
recommend to the board a revised figure.

— dium-tetmnote purchasesshall:

The low expected return, relative to the
board gpal of 8% overall, is acceptable in
light of diversification benefits bonds bring
to the portfolio asset mix.

Restrictjons

1t is the[responsibility of the investment advi-
sor to review and recommend changes in
specific griteria for bond investments and to
review guch criteria at least annually with
the investment committee. The purpose of
the critgria is to provide assets of reasonable
quality and marketability. It is not a substi-
tute for [prudent portfolio management nor
will it ensure superior performance. Risks
for whigh the investor is not compensated
are to be avoided.

An averpge rating of A should be the mini-
mum maintained in the publicly-traded
sector of the bond portfolio, considering ob-
ligations of the U.S. Treasury and related
agencie§ as Aaa+. All bond, note, pass-
through! security, trust certificate, trust
preferred, debenture, foreign-related or me-

1. Bejissues or shelf registrations of at
legst $50 million par value.

2. Be|made with the intent of creating po-
sitjons of at least $1 million.

3. Not exceed 15% of any one issue ex-
cept for U.S. Treasury, related agencies
angd other U.S. government guaranteed
sequrities.

4. Not be more than 1% of the total plan
assets if they are not rated and below
BBB-rated securities.

The publicly traded bond sector of the port-
folio will have a volatility level between 80%
and 150% of the Lehman Aggregate Bond
Index.

In managing the fixed-income portfolio, up
to 5% qf total fund market value in deriva-
tives may be used as long as the underlying
security|is suitable for the portfolio. Trea-
sury note and Treasury bond futures, options
thereon; or over-the-counter (OTC) options
on Treaisury securities may be used to man-
age the yolatility of the fixed-income
portfoliv. Use of such assets must be of a
hedging or positioning nature rather than
speculafive. The use of leverage to enhance
a derivative’s effect is prohibited. Any
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1

security whose value is derived from hn in-
strument which is not permitted undér this
policy for the fixed-income portfoliois pro-
hibited. Mortgage pass-through secufities

that receive pro-rated principal and interest

for the purpose of this Policy and Objective
Statement.

Variations of fixed-income exchanged and

possible envitronments under which they can
be considered are limitless. General driteria
may be too restrictive to allow portfalio en-
richment and not specific enough to dvoid

poor judgment. However, the following are
required:

1. All bond exchanges are to be dacu-
mented by the investment staff 4t time
of execution as to specific detailk of
price and yield and objectives off the
individual exchange.

2. The investment advisor will review
these exchanges periodically with the
staff as to reasonableness and support
of the overall investment plan and re-
port to the board thereon.

3. The annual turnover ceiling sha‘l be
150% of marketable bond asset}.
Turnover is defined as the total book
value of sales and maturities as a per-
cent of beginning book value.

4. A portfolio measurement will bd made
showing incremental advantage pr dis-
advantage obtained through exchange
activity.

Negotiated private placements shall be lim-
ited to 15% of assets invested in bonds
and shall be putchased only when thelre is
significant additional return (defined hs ap-
proximately 50 basis points over the ¢urrent
yield rate of publicly traded bonds of lsimilar
quality) as an offset for the limited market-
ability of privately placed bonds.

STATE TEACHERS RETIREMENT SYSTEM

The following foreign-related credits may be
purchased under this section provided they
do not exceed 5% of total assets:

1. Sovereign credits, Yankee bonds or Eu-
robonds rated A- or better.

2. State of Israel bonds (not rated) not to
exceed $10 million.

3. Total mortgages shall be limited to 15%
of total assets. Mortgage securities is-
sued by the Government National
Mortgage Association (GNMA), the
Federal Home Loan Mortgage Corpo-
ration (FHLMC) and the Federal
National Mortgage Association
(ENMA) shall be the primary emphasis.

Any collateralized mortgage obligation

(CMO) or structured note whose price (un-

der analysis at time of consideration) would

change by more than 30% under a parallel

shift in the yield curve of plus or minus 200

basis points is prohibited. A CMO that has

an expected negative duration is also prohib-

ited. Any CMO that conforms with the

volatility levels described above is considered

an appropriate investment for the mortgage ‘i

__portfolio and is not defined as a derjvative. -~

OBJECTIVES, GUIDELINES AND
POLICIES: LIQUIDITY RESERVES

Objectives

It is the board’s policy to hold some liquidity
reserves to provide protection against ex-
pected downward market movements and to
assist in reaching the overall return objec-
tives.

Restrictions

Under normal circumstances, a reserve of
6% of the value of the total fund shall be
considered the maximum limit. It will be the
responsibility of the investment advisor, to-
gether with the deputy executive director of
Investments, to recommend any modification
of this position.



Investments
[}

Positions should not exceed $75 million in
one obligor of commercial paper, certificates
of deposit, or bankers’ acceptances.

Investments may be made in commercial pa-
per, Treasury obligations, certificates of
deposit, bankers’ acceptances, short-term
investment funds or repurchase agreements,
with the responsibility resting with the in-
vestment staff as to selection of the specific
instrument at any given point in time.

1. Any commercial paper purchased by
the system shall have a maturity of not
more than 270 days and shall be rated
P.-1 by Moody’s Investors Service, Inc.
or A-1 by Standard & Poor’s Corpora-
tion or an equivalent rating by a major
rating service.

2. Certificates of deposit, time deposits,
commercial paper and bankers’ accep-
tances shall be purchased on those
banks affiliated with the largest 100
U.S. bank holding companies in terms
of assets or foreign banks with short-

Restrictiops

It is the bpard’s policy to maintain an invest-
ment in dpmestic equities in the range of
40% to 50% of assets. The amount invested
at any time is determined by the long-term
objectives|established by the board in con-
junction with the investment advisor/
consultant and by the annual investment
plan and its periodic modifications.

No more than 6% of assets of the system
invested iqfl the equity sector may be invested
in equitieq of any one corporation. The
board shall not generally take a position
constituting more than 5% of the outstand-
ing equityl of a corporation (except
investments approved under the “Alternative
Investmerts” section).

All Amerikan depository receipts and foreign
stocks listed on a domestic stock exchange
are eligiblp for purchase under this section.

Derivativds may be used in management of
the equity] portfolio. The use of leverage to
enhance al derivative’s effect is prohibited.

—~ term debt ratings of P-1 or A-1 or an_
{ equivalent rating by a major rating ser-
T vice, or from the 20 largest bank
holding companies in Ohio.

Repurchase agreements shall be collateral-
ized by U.S. Treasury, related agency, or
AAA asset-backed securities with a market
value in excess of funds advanced.

OBJECTIVES, GUIDELINES AND
POLICIES: DOMESTIC EQUITIES

Objectives

For the domestic equity sector of the portfo-
lio, a total return objective of 8% to 10%,
averaged over a period of five years, is de-
sired. Should the investment advisor believe
attainment of this objective at anytime is not
possible without undue risk, it is the
advisor’s responsibility to recommend to the
board a revised figure. The equity portfolio
should reduce non-market risk by being di-
versified,

Derivativgs are typically but not exclusively,
options, fitures and options on futures for
market indices such as the S&P 500, S&P
400, S8PI100 and the S&P 600 index. Op-
tions on ipdividual stocks, stock baskets and
unleveraged equity linked notes are further
examples.| Strategies permitted must be of a
hedging of positioning nature rather than
speculative. Underlying exposure of equity
derivative can not exceed 10% of total
STRS assqts.

Quality Sfandards and Portfolio
Constructjon

Domestic pquity portfolios are normally in-
vested in decurities selected from a universe
an 6,000 publicly traded issues.
ent style of individual portfolios
follow STRS guidelines, as described in the
annual inyestment plan and are monitored
based on appropriate portfolio characteris-
tics and risk levels. Stocks are selected for
each portfolio based on a set of criteria ap-
propriate for each style. The board’s
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DOMESTIC EQUITY PORTFOLIO ALLOCATIONS

(AS A PERCENTAGE OF TOTAL ASSETS)

Portfolio Name Range % of Assets

Low High Average Long-Term

Actively Managed Weighting
Small/Medium Companies 1% 5% 3%
Growth 5% 15% 7%
Valuation 5% 15% 10%
Subtotal Active 20%
Core/Passively Managed

Industry Index 5% 15% 12%
S&P 500 Index 5% 15% 10%
S8cP 400 Index 0% 5% 1%
S&P 600 Index 0% 5% 2%

t24 i Subtotal Core/Passive || 25%

Total Equities 40% 50% 45%

investment advisor/consultant must review
each equity portfolio to measure thi degree
of compliance with STRS’ established pa-
rameters and risk levels. The invesfment
advisor/consultant must report the }esults to
the board at least annually.

OBJECTIVES, GUIDELINES ANI)
POLICIES: INTERNATIONAL ,
INVESTMENTS l

Objectives \
It is the board’s policy to invest in ihterna-
tional investments in order to diversify the
investment portfolio. A total return objec-
tive of 8% to 10% per year over a {ive year
period is expected on these assets. [The pri-
mary emphasis will be on internati¢nal
equity securities but some internatidnal debt
instruments may also be included.

STATE TEACHERS RETIREMENT SYSTEM

Restrictions

It is the board’s policy to maintain an expo-
sure in international investments in the
range of 15% to 24%. The staff will select
and the board will monitor performance of
all outside money management firms used
for international investments. Internal man-
agement of international assets will also be
utilized. International assets will be a diver-
sified portfolio including both developed
and emerging countries. The targeted nor-
mal weighting of international investments
will be comprised of 12% developed coun-
tries and 8% emerging countries. The staff
may deviate from this weighting by plus or
minus 2%. The neutral position for curren-
cies will be 50% hedged for the developed
markets. Currencies will be hedged at the
discretion of the manager. The internally-
managed portfolio will generally hedge




currencies in excess of the 50% neutral posi-
tion only in cases of extreme under- or
overvaluation.

Derivatives may be used in management of
both the internal and external international
portfolios as long as the underlying security
is suitable for the portfolios. The use of le-
verage to enhance a derivative’s effect is
prohibited. Derivatives may be used to ad-
just the exposure to countries or markets, to
individual securities, or to currencies in the
portfolios. All strategies must be of a hedg-
ing or positioning nature rather than
speculative. Underlying exposure of deriva-
tives for international investments will not
exceed 10% of total STRS assets.

OBJECTIVES, GUIDELINES AND
POLICIES: ALTERNATIVE
INVESTMENTS

Objectives

The chief objective of the alternative invest-

ment program is to provide an attractive
risk adjusted rate of return to benefit the

general partners, solid track record and ap-
propriate|partnership terms. The annual
investment plan will set forth strategies, de-
sirable types and specific current goals for
alternativp assets.

The executive director shall report any in-
vestment under consideration pursuant to
this sectign to the investment committee
prior to making any legally binding commit-
ment to stich investment.

The deputy executive director of Investments
will inform the board of an individual to
serve on 4 company board and to face elec-
tion by sharcholders of that company. If the
named individual is an STRS employee, that
individua] must sign a letter of agreement
with the Ytate Teachers Retirement Board
indicating that, should the staff member ter-
minate ethployment at STRS, resignation
from any|and all company board seats
would octur if the State Teachers Retirement
Board so directs. The STRS employee can be
reimbursgd for actual expenses incurred in
serving ofj a board of directors, but no

STRS membership. Most alternative invest-
ment options inherently possess a long-term
investment horizon, illiquidity and a high
standard deviation (volatility in the timing
of returns). For these reasons, expected fi-
nancial returns exceed those of other asset
classes. Alternative asset returns are ex-
pected to be approximately 15% annualized
over the life of the asset pool.

Restrictions

Total value of alternative investments will
not normally exceed 2% of total assets.
Timber and farmland, often classified as al-
ternative assets, are considered by the board
as real estate for this policy statement and
are managed under the real estate section of
this statement.

Potential alternative investments will be ana-
lyzed for possible STRS investment. In
addition to meeting the legal requirements,
underwriting criteria include: experienced

director’s|fees will be accepted.

OBJECTIVES, GUIDELINES AND
POLICIE$S: REAL ESTATE
Objectiv

It is the bpard’s policy to invest in real estate
in order tp diversify the investment portfolio
and to provide one means of insulating as-
sets of the system against the effects of
inflation. | Consequently, real estate invest-
be acquired to provide a real
ensurate with investment risk,
coupled #ith an annual increase in cash
flow. Cash-on-cash yield at purchase shall
be a key objective of the portfolio with the
opportunjty for increasing cash flows during
ownership. Long-term appreciation shall
also be a factor in determining real estate
selection,|but shall be secondary to cash-on-
cash yield and arrangements for securing
increased|cash flows for the dominant
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portion of the portfolio. A total renbLn ob- These sectors will have a 35% value
jective of 8% to 9% per year over a five limit. When properties located within
period is expected on these assets. Ohio offer quality, return and safety

comparable to properties outside Qhio,
the Ohio investment will be given pref-
erence. The investment staff shall
pursue an active plan to achieve this
objective.

Restrictions
Real estate investments shall be not more
than 12% of total assets. It is the board’s
policy to maintain an investment in rEaI es-
tate in the range of 6% to 12% of aspets.

3. Pinancing structure: Real estate invest-

Diversification: ) o ments will include equity-type

1. Investment type: High-quality invest- structures such as direct ownership,
ments that_are rel:fltwely ge_ner:{j- participating mortgages, joint ventures,
PULpose will va_‘de both invesiment co-ownership, externally managed ac-
Sceutty a“d_ma’ﬂmum equity gkowth counts, real estate securities and
potential. Six such types are: derivatives. Real estate securities will
a. Office buildings be limited to 25% of the real estate

) ) portfolio. Derivatives may be used in

b. Retail properties the management of the real estate port-

folio. All strategies must be of a

hedging or positioning nature rather

than speculative. Underlying exposure

d. Multi-family housing of real estate derivatives must not ex-

ceed 1% of total STRS assets. The staff

will search for innovative ways to ap-

imited ————proach structuring new real estate—

¢. Distribution centers, warehopises
and industrial parks

e. Real estate securities

to, timberland, farmland, segior Liv- investments to enhance STRS’ total in-
ing, hotels and international feal vestment strength.
44) estuig, 4. Size guidelines: The minimum size for
2. Geographical concentration: The maxi- real estate investments will be generally:
mum value for any one of the elght $10 million for properties within Ohio
divisions as defined by the Natipnal and $15 million for properties outside
Council Of Real Estate Investmgnt Fi- Ohio. Exceptions to this guideline are
duciaries will generally be 25%|of the appropriate in regions where STRS has
real estate portfolio. Two exceptions an existing concentration of assets or is
will be the East North Central Division actively building a concentration. The
which includes Ohio and the Pacific maximum investment amount for an
Division which contains a significant individual property will be limited to
portion of the NCREIF property index approximately 1% of total STRS assets.
as well as Pacific Northwest Tiljrlbcr.

StAaTE TEACHERS RETIREMENT SYSTEM




lnvestments
|

PROCEDURES

Due Diligence

The real estate investment management pro-
cess will be subject to a number of
procedures to safeguard assets of the system.
New investments will have the following
documentation:

1. A building and systems’ evaluation by
a qualified engineering firm if an exist-
ing building.

2. A review of plans and specifications by
an architectural firm in the case of de-
velopmental properties.

3. An appraisal by an independent third-
party appraisal firm.

4. An environmental review by a quali-
fied consultant in accordance with the
Environmental Policy described below.

5. A financial analysis including, but not
limited to, holding period, internal rate
of return, initial yield and sensitivity to

6. Legal review and approval of appro-
priate documents.

Real estate investments will be subject to the
requirements of an environmental policy as
reviewed by the board’s real estate consul-
tant. The policy will ensure that STRS will
be prudent and diligent in its investments so
as not to invest in property on which haz-
ardous materials are present on or so near
the property in such form and quantities as
to cause STRS concern about its potentially
significant legal or economic liability. The
policy will also address potential invest-
ments in terms of wetlands, endangered
species, or any other environmental issue
that would potentially have a material im-
pact on the value of the property or STRS
liability.

Valuations

Portfolio performance will be calculated on
a quarterly basis, while individual properties
will be valued annually. A combination of

I

internal valuations and external appraisals
will be used on a rotating basis. The sale-
leaseback portion of the portfolio will be
valued on an internal basis with a random
sample of external appraisals each year to
validate the internal methodology. Each eg-
uity property will be valued each year, with
an indepqndent external appraisal no less
than every third year. The methodology
used in the internal valuations shall be re-
viewed by the board’s real estate consultant.

Performapce

Real estate investment performance will be
reported to the board on a quarterly basis.
The real estate portfolio shall have as its
bcnchmm{k, a composite index consisting of
75% of the NCREIF Property Index, 10%

of the NQREIF Timberland Index, 5% of the
NCREIF Farmland Index and 10% of the
NAREIT [Equity Index.

Board Cgnsultant
The role ¢f the real estate consultant is spe-
cifically outlined in the contract scope of

is not lim{ted to, the following: ’

1. Repprt to the board on a semiannual
basis regarding the investment perfor-
man}ce of the system’s real estate
portfolio.

2. On a semiannual basis, review and
comment on the annual real estate
stratiegy prepared by the investment
staffl

3. Review, on an annual basis, the five-
yearjreal estate strategy prepared by the
staffl

4. Review biennially, the general internal
manpgement of real estate and its effi-
ciengy, with the objective of completing
an overall operational audit.

5. Review certain predefined property-
specific transactions.
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Real Estate Investment Committee '{REIC}
A committee composed of a combination of
internal staff and external industry profes-
sionals will review proposed transaétions
before recommendation to the deputy execu-
tive director of Investments and the'
executive director. Transactions to be re-
viewed by the REIC include new
acquisitions, dispositions from the gxisting
portfolio and significant modifications in
existing deal structures. The followiing

1. Ancillary purchases, sales, capital ex-
penditures or exchanges valued at less
than 20% of the total property value;

2. Public real estate securities pravided
the allocation limit in the “restrictions
section is met;

»

3. Actions allowed under existing invest-
ment documents (e.g., conversion
options, loan prepayments, bujy-sell
agreements, etc.);

4. Sales of individual saIe—leaseba{!ck prop-
erties;

B )
which limit the restructuring tb no
more than four years and rcvert back
to original terms;

6. Settlement of actual or potential real
estate litigation.

Board Review

The board adopts policy and monitprs per-
formance with the assistance of the (real
estate consultant. These responsibilities in-
clude review of the:

1. Investment objective and policy;
Long-term real estate strategy;%

2
3. Annual investment plan;
4

Individual transactions outsidé¢ policy

and/or strategy;

Monthly investment activity re%ports;

&

6. Semiannual performance repotts from
the consultant.

STATE TRACHERS RETIREMENT SYSTEM

OBJECTIVES, GUIDELINES AND
POLICIES: PROCEDURES

Long-term Objectives

The investment advisor shall recommend
long-term objectives for the total plan and
for each segment of the portfolio. These
long-term objectives, many of which are in-
corporated into this policy, shall be reviewed
by the investment committee and/or the
board at least annually. The objectives for
staff-managed domestic portfolios of finan-
cial assets shall incorporate statements of
investment criteria for both publicly-traded
bonds and stocks, as recommended by the
investment advisor/consultant and approved
by the board.

Aunnual Investment Plan

By January of each calendar year, or at such

other time as the board may designate, an

annual investment plan shall be proposed to

the investment committee. This proposed

plan shall be based upon recommendations

of the Investment Depattment and the invest-

ment consultants, with approval of the

executive director. The annual investment

plan shall be based on:

~ 1. The long-term objectives and normal
asset weights set by the board;
2. General economic outlook for the short

and long term;

3. Expected relative outlook for asset
types;
4. Short- and long-term interest rates;

5. Other factors as indicated.

The annual investment plan will serve as a
guide for the investment staff in its day-to-
day operation. Any changes proposed to the
plan are to be presented to and accepted by
the board before adoption.

The plan as modified will become the opera-
tional plan for the investment staff until
subsequent modification.



Innvestments

Reporting
The investment committee shall be furnished
with the following:

Monthly Reporting:

1. Monthly activity report that includes:
a. Domestic equities
(1) Summary of the equity markets
(2) Domestic equity performance com-
parisons
(3) Top 20 holdings
(4) Purchases and sales during the
month
(5) Portfolio diversification — past,
present and planned
(6) Status of special projects
b. International
c. Fixed income
(1) Summary of fixed-income markets
(2) Summary of trading markets
(3) Exchange summary
d. Real estate
e. Cash flow
f. Performance

2 Portfolio summary, classified by asset
type, at market and as percentages of the
total

3. Investment purchases and sales since the
last report

Bimonthly Reporting:

1. Appropriate commentary and reports
on the progress with the annual invest-
ment plan.

Semiannual Reporting:

1. All exposure in derivatives for all asset
classes.

Proxy Voting

The State Teachers Retirement Board be-
lieves that common stock proxies are
valuable and should be voted in the best in-
terest of the members and retirees. To this
end, the Retirement Board shall maintain
stock proxy voting policies and the staff and
all outside managers will use them as guides

in meeting the fiduciary responsibility of the
State Teachers Retirement Board in voting
common stock proxies. Common stock
proxies mhay be executed by the deputy ex-
ecutive director of Administration, the
deputy executive director of Investments or
outside mpney managers.

Ohio Investments

It is the policy of the board to give consider-
ation to investments that enhance the general
welfare off the state and its citizens provided
the funds are invested solely in the interest of
participan;ts and beneficiaries. This goal will
be pursued to the greatest extent possible
within thef limits of fiduciary responsibility.
Preference will be given to Ohio investments
offering competitive returns at risk levels
comparable to similar investments currently
available fo the board.

To meet this objective, an Ohio investment
plan, incoj:porating all provisions of the
STRS Investment Objective and Policy State-
ment, shall be maintained and implemented
investment staff. This plan shall set
farth prodedures to assure that a special ef-
fort will be made by the investment staff to
examine and evaluate all legal investment
opportun%‘ﬁes in the state and, where policy
objectives|are met, to acquire such invest-
ments.

Broker-Dealers

Purchasesiand sales of publicly-traded securi-
ties shall be executed with broker-dealers
from a list reviewed by the investment com-
mittee, Tim list shall be limited, as
practicable, to 65 firms plus those in the
Ohio andjemerging firms sublist. Selection
shall be bjsed on an evaluation by the in-
vestment $taff as to financial soundness,
underwriting capabilities, research services,
executionjcapabilities and other factors re-
quired by [the staff to fulfill its assigned
investmenlt responsibilities. Specific transac-
tions will pe directed to the broker on that
list most capable of providing brokerage ser-
vices necebsary to obtain both the best
available price and the most favorable
execution;

]

|

|
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INVESTMENT OBJECTIVE AND POLICY (CONT})

The board shall give equal consideJation to
minority-owned and controlled firts and to
firms owned and controlled by women. The
board shall also be proactive in its intent to
include firms that have an operating office
located in Ohio.

Each firm listed shall file with the State
Teachers Retirement Board on an annual
basis such evidence of financial responsibil-
ity as required by the board. This
information shall include, but not be limited
to, an audited financial statement.

When stocks are purchased during gn under-
writing, allocations may be made t¢ dealers
not on the approved list provided the man-
aging underwriter is so listed. Bon
purchases may be made either at underwrit-
ing or in the secondary market from any
firm holding membership in the National
Association of Securities Dealers.

When entering into real estate trangactions,
the board shall give equal consideration to
Ohio firms providing associated professional
services, minority-owned and contrblled
firms and firms owned and controlled by
women.

Security Lending

The board may operate a security lénding
program to enhance the income of the fund.
The program must be operated by 3 bank
trustee under the custodial supervision of
the Treasurer of State and each security lent
must be fully collateralized. Result} of the
program must be reported to the board an-
nually.

Measurement

The primary goal of the fund shall be to
achieve the absolute return targets described
in the “Total Fund” section of this policy.
However, a secondary measurement objec-
tive of the board is to relate the fund’s

STATE TEACHERS RETIREMENT SYSTEM

performance to various indices. The relative
measurement of the total fund shall be made
against a hybrid index consisting of
weightings from cash equivalents, equity,
fixed income, real estate and international
indices.

Relative measurement of performance shall
be made on a quarterly and annual basis.
The primary time period for such compari-
sons shall be three years, although one-, five-
and 10-year comparisons shall also be exam-
ined.

The benchmark against which investment re-
turn of the publicly-traded bond sector will
be measured is the Lehman Aggregate Bond
Index and the GDP Deflator. The primary
time period for such comparisons shall be
three years, although one-, five- and 10-year
compatrisons shall also be examined.

The domestic equity portfolio shall be com-
pared against the Standard 8 Poor’s 500
Average and the SEI State Plan Median Fund.
The board’s objective is to match or exceed
performance of the yardsticks, subject to the
volatility level expressed in the “Total Fund”
section of this policy. The primary time pe-
rind forsuch i

years, although one-, five- and 10-year com-
parisons shall also be examined.

The real estate portfolio shall have as its
benchmark a composite index consisting of
75% of the NCREIF Property Index, 10% of
the NCREIF Timberland Index, 5% of the
NCREIF Farmland Index and 10% of the
NAREIT Equity Index. The primary time pe-
riod for such compatisons shall be three
years, although one-, five- and 10-year com-
parisons shall also be examined.



linvestnients
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The international equity portfolio shall have 3. The gurrent value as determined by a
as its benchmark a composite index, consist- qualified independent service for all
ing of 60% of the Morgan Stanley’s Capital bondls, notes and certificates of indebt-
Markets Europe Australia Far East Index edness.

(EAFE) 50% hedged and 40% of the Mor-
gan Stanley Emerging Markets Free Index.
The board’s objective is to match or exceed
performance of this composite index. The
primary time period for such comparisons

4. Amartized cost for commercial paper,
certificates of deposit, repurchase agree-
ments and other short-term investments
with|a maturity of 270 or fewer days.

shall be three years, although one-, five- and 5. Reallestate valued through a combina-
10-year comparisons shall also be examined. tion [of independent appraisals and

- . in-house valuations. Methodology un-
n a.ddltlon, the board ?md e derlying internal valuations will be
advisors/consultants will maintain a perfor-

revigwed by the real estate consultant.

AT MNP eTing systel? ffor individual REIT shares are valued at closing prices
asset categories and total fund. on the appropriate stock exchange.
Secum.:y Valu‘atlon 6. The Lnost recent valuation for venture
Valuation of investments shall be the total capilal a4 leeenative trvasiiisats
of:
) ) o 7. Guatanteed mortgages assigned an esti-
1. The closing price on the principal reg- mated value based upon the most recent
istered stock exchange for all common posted rate for new Veteran’s Adminis-
and preferred stocks so listed. tratipn or Federal Housing Adminis-

2. The last sale or, if not available, final tratibn guaranteed mortgages.

”—M“MM}LNAMQ‘W == %:*mmmml—by—-————— Sy

mon ?ﬂd preferred stocks not listed on the subcustodian using relevant closing
a registered stock exchange. mattet prices and exchange rates.
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INVESTMENT PERFORMANCE

(Total returns, annualized)

1-YEAR RETURNS (1996)

ASSET CATEGORY STRS RETURN INDEX NAME INDEX RETURN
EQUITIES 17.80% Standard & Poor 500 Cap Weighted 22.96%
Standard & Poor 500 Equal Weighted 19.01%
SEI Public Median* 21.50%
INTERNATIONAL 6.96% EAFE/Emerging 6.13%
FIXED INCOME 4.12% Lehman Aggregate 3.63%
REAL ESTATE 8.92% Real Estate Composite** 10.92%
TOTAL FUND 10.21% S&P/Lehman/BE/International 13.24%
Inflation (GDP Deflator) 1.75%
SEI Public Median® 12.20%
3-YEAR RETURNS (1994-1996)
ASSET CATEGORY STRS RETURN INDEX NAME INDEX RETURN
EQUITIES 15.43% Standard & Poor 500 Cap Weighted 19.67%
Standard & Poor 500 Equal Weighted 16.36%
SEI Public Median* 17.20%
INTERINATIONAL 6.66% EAFE/Emerging 5.77%
FIXED INCOME 7.13% Lehman Aggregate 6.02%
REAL ESTATE 8.31% Real Estate Composite® * 8.26%
TOTAL FUND 10.82% S&P/Lehman/RE/International 12.27%
Inflation (GDP Deflator) 2.06%
SEI Public Median* 11.50%
5-YEAR RETURNS (1992-1996)
ASSET CATEGORY STRS RETURN INDEX NAME INDEX RETURN
EQUITIES 14.04% Standard & Poor 500 Cap Weighted 15.23%
Standard & Poor 500 Equal Weighted 15.62%
SEI Public Median* 14.80%
FIXED INCOME 7.82% Lehman Aggregate 7.04%
REAL ESTATE 6.02% Real Estate Composite® * 422%
TOTAL FUND 10.40% S&P/Lehman/RE/International 10.33%
Inflation (GDP Deflator) 2.23%
SEI Public Median* 10.60%

STRS LONG-TERM PoLICY OBJECTIVE (5 YEARS)

EQUITIES: 8%-10%

FIXED INCOME: 6%-7“/.1

REAL ESTATE: 8%-5%

TOTAL FUND: 8%

Investment performance is in conformance with the presentation standards of th¢ Association for Investment Management and Research (AIMR).
*  SEI Public Funds consist of 14 funds with a median size of $4.9 billion. §

of 51%.

is a $42 billion fund. The median fund has an average commitment to stocks

** The Real Estate Composite benchmarks are calculated using the STRS Composite Index for all periods beginning on or after Jan. 1, 1996, and using only the
NCREIF Property Index for all periods before Jan. 1, 1996.

STATE TEACHERS RETIREMENT SYSTEM
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SUMMARY OF INVESTMENT ASSETS
As of June 30, 1997 and 1996
(Dollar Amounts in Thousands) |
June 30, 1997 June 30, x996
Fair Market Fair Market
Value % Value %
SHORT-TERM
Commercial paper 5 2,101,424 5.0% $ 2,149,244 6.0%
Government notes I 10,000 0.0% 10,000 0.0%
Corporate notes 40,000 0.1% 0.0%
Short-term investment funds 23,033 0.1% 0.0%
Total short-term 2,174,457 52% 2,159,244 6.0%
FIXED INCOME
Guaranteed mortgages 2,780,487 6.6% 4,205,753 11.7%
U.S. government and governmental agencies 5,701,634 13.6% 5,252,176 14.7%
Corporate bonds 1,998,778 4.8% 2,286,050 6.4%
Canadian bonds 106,186 0.3% 430,240 1.2%
Municipal bonds ! 1,088 0.0% 1,290  0.0%
Total fixed income | 10,588,173 25.3% 12,175,509 34.0%
COMMON AND PREFERRED STOCK 18,043,955 43.1% 15,470,291 43.1%
REAL ESTATE
Participating mortgages 151,425 0.4% 170,616 0.5%
Multitenant properties 1,601,053 3.8% 1,070,639 3.0%
Joint ventures 649,929 1.6% 468,325 1.3%
Sale-leasebacks - 216,330 0.5% 229,385 0.6%
Separate accounts 495,887 1.2% 431,148 1.2%
Real estate investment trusts 297,594 0.7% 213,911 0.6%
Other 32,711 0.1% 51,043 0.1%
Total real estate 3,444,929 8.2% 2,635,067 7.4%
INTERNATIONAL 7,606,472 18.2% 3,410,895 9.5%
TOTAL INVESTMENTS 541,857,986 100.0% $35,851,006 100.0%
|
Investment asset schedule excludes collateral on loaned securities.

\
i
|
]
\
|
|
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INVESTMENT DISTRIBUTION

By Market Value as of June 30, 1997 |

[

International (18.2%
Real Estate (8.2%)

Treasury & Agency (13.6%)

Canadian (0.3%)
Corporate Bonds
and Notes (4.8%)
ggu;t;;fj ; Liquidity Reserves {5.2%)
. (1]
Guaranteed Mortgages (6.6%)

. Equities I:I Real Estate
= g
Internationa

Fixed Income
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SCHEDULE OF LARGEST

As of June 30, 1997

INVESTMENT HOLDINGS

COMMON STOCKS — Tor 20 HOLDINGS

Market
Shares Value
General Electric COMPANY wovevirisensirmemaimsisesmsesismnssssiismssiasan ; 5,485,514 $356,558,410
Exxon Corporation ... 4,958,558 $303,711,677
Coca Cola Company .......cervensenes 3,624,047 $246,435,196
Merck & Company Inc. ..covveeneen. 2,260,163 $231,244,057
Microsoft Corporation ... 1,737,472 $219,573,024
Intel Corporation ... mssmsesersssinsns 1,467,996 $208,180,917
Philip Morris COMPANIES .v.vvvvrreescersessssvesssnsresssessssssraes 4,311,092 $190,765,821
Marsh & McLennan Companies g 2,633,070 $187,935,358
K Mart COrporation c.usmmisissnmsssavisnisssinssnssivessivhinsisniarsasniniiasns . 15,141,469 $184,544,224
FMC COrpOration ....c.eeersesesssseeressssssesssssssenseisssssssssssssssessssersssssssens . 2,296,254 $182,409,825
USX-Marathon Qil Group vone]e 6,236,620 $180,082,402
Proctor 8 Gamble Company (The) ................................................. j. 1,269,700 $179,345,125
Johnson & Johnson ... - 2,579,253 $166,039,412
Digital Equipment Corporanen 4' 4,468,006 $158,337,197
Browning-Ferris Industries Inc. . L. 4,719,085 $156,909,576
PRZECINC: ucvmvsismmisiomisssis s s i oo v : 1,217,931 $145,542,755
Bristol-Myers Squibb Company .......cuusuerscesisenens {- 1,724,940 $139,720,140
S COMDIIIY rsvunisvssvvssmassssvsivesssns aosssmtses sivsa b sy vt o fr 4,213,898 $130,630,838
Emerson Electric Company .......cocveeisesereinencennnnesssseressssemesssesssnnds 2,309,200 $127,151,480
) T T T |- 2,996,283 $125,094,815
INTERNATIONAL INVESTMENTS ~ TOP 20 HOLDINGS
Market
Shares Value
Telecomunicacoes Brasileiras (Telebras) 318,375 $48,353,203
Royal Dutch Petroleuim i isisessssiiosinsssssssominisiing 681,600 $35,921,829
PEtYODIas ivivsreisionensrisvanis 128,624,500 $35,845,192
NOVAIHS SA v rssssssssesasrasssesens 18,483 $29,529,727
Sohrat EFTRGIA o s S T T A etk 2,284,841 $27,322,128
Fiji Photo Pii s msmnissmsaiimisb 660,000 $26,338,296
Smithkline BeeCham ..cc.vvvesesmeirssrmsessssrmisssissssssssrssseansssssesssrsnsseshs 1,399,304 $25,752,132
Hitachi Electronics Ltd. ....ccovverenssesennrsssnsnsssnsenns 2,251,000 $24,941,828
Soc Natl EIf AQUITANE .uevieeusssrcmesesssmssesisisassssssssssssssessssssssssssssssssshe 223,352 $24,105,469
Telefonos De Mexico ADS .....cvrervunemecssermmsneesines 493,900 $23,645,462
Cheung Kong (Holdings) Ltd. .....cccooceecrenmnnnisiarinn 2,343,000 $23,135,140
Mexico Fund INC. .ooccvvoicnesnssesincssscssseessesssesssssrssssssensns 1,182,700 $22,914,812
Matsushita Electric Industrial Company Ltd. ......coveeirernens 1,118,000 $22,356,128
Nacional Telefonos De Venezuela ........ccuvvneeienniinasresmssorenns ; 513,919 $22,162,756
Sony Corporation ... SR ——— 252,700 $21,853,125
Centrais Electricas Brasﬂexras .............. 37,514,000 $20,943,719
Telefonaktiebolaget Lm Ericsson 519,300 $20,447,437
Schweizerische Bankverein .......... 76,086 $20,364,347
Sap Ag Non/VIEg ..ovcvenievninnns 97,400 $20,239,251
Toyota Motor Corporation .., 671,000 $19,632,790
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SCHEDULE OF LARGEST INVESTMENT HOLDINGS (CONT.)

BoNDS — Top 20 HOLDINGS

U.S. Treasury Bonds, 7.25%, due 8-15-2022, rating AAA ......cce.n...
U.S. Treasury Bonds, 8.75%, due 8-15-2020, rating AAA .....cccouu....
U.S. Treasury Bonds, 8.75%, due 5-15-2027, rating AAA .....cceveei.
U.S, Treasury Bonds, 8.875%, due 2-15-2019, rating AAA ............
U.S. Treasury Bonds, 6.25%, due 2-15-2003, rating AAA .....covvenes
U.S. Treasury Bonds, 4.75%, due 9-30-1998, rating AAA ..............
U.5. Treasury Bonds, 5.875%, due 11-15-2005, rating AAA ...........
U.S. Treasury Bonds, 5.875%, due 1-31-1999, rating AAA ......ouee..

U.S. Treasury Bonds, 4.75%, due 8-31-1998, rating AAA ......

U.S. Treasury Bonds, 5.625%, due 2-28-2001, rating AAA .............
U.S. Treasury Bonds, 7.5%, due 11-15-2 506, rating AAA ..o,
U.S. Treasury Bonds, 6.25%, due 4-30-2001, rating AAA ...............

ENMA Sr Cap Debs, 0%, due 7-15-2014, rating AAA ..........

U.S. Treasury Bonds, 10.375%, due 11-1/5-2009, rating AAA .........
U.S. Treasury Bonds, 7.875%, due 8-15-2001, rating AAA .............

U.S. Treasury Bonds, 6.375%, due 7-15-1999, rating AAA ...
U.S. Treasury Bonds, 8%, due 5-15-2001), rating AAA

.................

U.S. Treasury Bonds, 7.25%, due 5-15-2016, rating AAA .....ccvenen,
U.5. Treasury Tints Bonds, 0%, due 8-15/2009, rating AAA ...........
U.S. Treasury Bonds, 5.75%, due 8—15-21)03, rating AAA ....cvevnene

STATE TEACHERS RETIREMENT SYSTEM

Par
Value

$281,000,000
$228,375,000
$204,690,000
$197,650,000
$209,030,000
$191,075,000
$194,700,000
$176,400,000
$166,175,000
$160,300,000
$141,909,000
$150,000,000
$470,000,000
$111,230,000
$125,375,000
$129,525,000
$109,605,000
$109,380,000
$250,000,000
$112,720,000

Market
Value

$293,380,860
$277,528,151
$246,354,649
$241,913,717
$207,470,636
$188,455,361
$186,296,748
$176,063,076
$164,097,812
$156,749,355
$151,665,243
$149,613,000
$142,109,200
$135,174,482
$132,172,832
$130,263,292
$115,783,433
$114,075,683
$110,852,500
$108,841,304




Actuarial

BUCK
CONSULTANTS

One North Franklin, Suite 3500
Chicago, lllincis 60606

November 10, 1997

The Retirement Board

State Teachers Retirement System of Ohio
275 East Broad Street

Columbus, Qhio 43215

Ladies and Gentlemen:

This report presents the results of the annual actuarial valyation of the assets and liabilities of the State Teachers Re-

tirement System of Ohio (STRS) as of July 1, 1997, prepargd in accordance with Section 3307.20 of Chapter 3307 of
the Ohio Revised Code. The valuation takes into account all of the promised benefits to which members are entitled,
including pension and survivor benefits.

The valuation was based on the actuarial assumptions andimethods as adopted by the Board of Trustees, including a
valuation interest rate of 7-1/2% per annum compounded annually. The assumptions and methods are unchanged
from the prior valuation with the exception of the asset valuation method which was modified to a four-year
smoothing method from a three-year smoothing method.

Assets and Membership Data

The individual data for members of the system as of the valuation date were reported to the actuary by STRS. While we
did not verify the data at its source, we did perform tests for|internal consistency and reasonability. The amount of assets
in the trust fund taken into account in the valuation was basgd on statements prepared for us by STRS.

Funding Adequacy !

Currently, of the total contribution rate of 23.3% from employers and members, 2% is dedicated to the health care
fund with 21.3% remaining for pension and survivor benefits. However, for fiscal 1998, an additional 1-1/2% of the
total employer contribution rate will be deposited in the h¢alth care fund. The valuation indicates that the contribu-
tion rate of 21.3% is sufficient to provide for the payment|of the promised pension and survivor benefits, while
reducing the funding period of the unfunded accrued liability by 1.5 years from last year’s funding period (i.e., re-
duced from 28.4 years to 26.9 years).

The valuation indicates that for the fiscal year ending June 30, 1997, the actuarial experience of STRS was favorable
and generated net actuarial gains of $1,111 million. The bpard elected to use $45.3 million of the actuarial gain to
fund supplemental benefit payments to retirees to be made{in December 1997. The board elected to spread out the
unusual investment gains recently earned by using the rempinder of the gain to modify the asset valuation method to
a four-year smoothing method.

Financial Results and Membership Data

Detailed summaries of the financial results of the valuation and membership data used in preparing the valuation are
shown in the valuation report.

To the best of our knowledge, this report is complete and accurate and has been prepared in accordance with gener-
ally accepted actuarial principles and practice.

Respectfully submitted,

Yo W Inddaly i

Kim M. Nicholl, ES.A.
Consulting Actuary

Buck Consultants, Inc.
312 | 3322285 Fax 312 | 332-5245
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STATEMENT OF ACTUA
AND METHODS

IAL ASSUMPTIONS

4

The assumptions below have been adopted by the State Teachers
Retirement Board after consulting with the actuary.

Financing Objective: To establish contributions as a level percent-
age of active member payroll which, when invested, will b suffi-
cient to provide specified benefits to STRS members and rétirees.

Interest Rate: 7.5% per annum, compounded annually.
(Adopted 1993)

Death After Retirement: According to the 1983 Group Anpuity
Mortality Table (Projection 1992-Scale H), with no setbadk in age
for males and one year set forward in age for females. Spegial mor-
tality tables are used for the period after disability retiremqnt.
(Adopted 1993)

Future Expenses: The assumed interest rate is net of the anFicipated
future administrative expenses of the fund.

Actuarial Cost Method: Projected benefit method with level per-
centage entry age normal cost and open-end unfunded accfued
liability. Gains and losses are reflected in the accrued liabiljty.

Asset Valuation Method: A four-year moving market averdge value
of assets that spreads the difference between the actual investment
income and the expected income (based on the valuation imterest
rate) over a period of four years. The actuarial value shall hot be
less than 91% or more than 109% of market value.

Payroll Growth: 4.5% per annum com-
pounded annually. Included in the total
payroll growth assumption is a 3.75% in-
crease as a result of inflation. (Adopted
1996)

Separations From Active Service: Representa-
tive values of the assumed rates of separation

and annual rates of salary increase are
shown in the table below (Adopted 1993).

Replacement of Retiring Members: The ma-
jority of members who retire do so effective
July 1. These members are replaced by new
members who are hired after July 1. As a
result, new members are not reported on the
census data. To compensate for this, assumed
payroll for these new members is equal to
the difference between actual total system
payroll for the fiscal year just ended and re-
ported payroll for members reported on the
valuation date.

Census and Assets: The valuation was based
on members of the system as of July 1, 1997,
and does not take into account future mem-
bers. All census and asset data was supplied

(Adopted 1997) by the system.
SUPERANNUATION
30 25-29 Under

Years Years 25 Years

Service Service Service Salary
Age  Withdrawal Death Disability ~ Retirement | Retirement Retirement Increase*
MEN
20 0684 .0004 = = = = 0925
30 .0524 .0006 .0003 — — —— .0725
40 0236 .0010 0009 —_ —-_ — .0525
50 .0120 .0033 0054 2588 — o .0405
55 .0122 .0053 0077 .2381 0495 - 0375
60 .0130 .0080 — .2846 0675 0765 .0350
65 0130 0136 — 4399 3600 2565 .0325
70 — .0244 —_ 4140 .3600 3150 0325
WOMEN
20 .0453 .0002 — — —_ —_ .0925
30 .0479 .0003 .0005 — — — 0725
40 0198 .0005 0012 — = —_— 0525
50 0119 .0013 .0048 2588 — — .0405
55 0101 .0020 .0070 .2588 .0900 - 0375
60 .0093 .0033 — .3002 1305 1440 0350
65 .0098 .0055 — 4658 .3600 2970 0325
70 — .0093 — 4140 3150 2700 0325

*Includes an inflation adjustment of 3.75%.
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SCHEDULE OF MEMBER

1988-1997

ACTIVE MEMBERS

VALUATION DATA

Valuation Annualized Salaries Annual % Increase
Date Number (in thousands) Average Pay in Average Pay
1988 152,200 $4,336,723 $28,494 5%
1989 153,830 4,624,119 30,060 5%
1990 157,650 4,941,916 31,347 4%
1991 160,012 5,237,832 32,734 4%
1992 162,898 5,509,947 33,825 3%
1993 165,711 5,742,577 34,654 2%
1994 167,770 5,986,084 35,680 3%
1995 166,623 6,110,218 36,671 3%
19%6 166,927 6,307,142 37,784 3%
1997 168,943 6,564,294 38,855 3%

SCHEDULE OF RETIREES/BENEFICIARIES

1988-1997

RETIREES AND BENEFICIARIES
Annual % Increase in Average
Valuation Allowances Annual Annual

Date Number (in thousands) Allowances Allowances

1988 64,957 § 713,028 11% $10,977
1989 66,453 773,339 8% 11,637
1990 68,739 854,536 10% 12,432
1991 70,583 938,137 10% 13,291
1992 72,599 1,029,952 10% 14,187
1993 74,230 1,120,770 9% 15,099
1994 77,405 1,230,671 10% 15,899
1995 83,136 1,434,032 17% 17,249
1996 86,132 1,579,771 10% 18,341
1997 88,718 - 1,722,037 9% 19,410

BENEFIT RECIPIENTS AD

DED TO AND

REMOVED FROM THE ROLLS
1996-1997
Fiscal Year
Ended Beginning Additions Deletions Ending
1996* 83,136 6,188 3,192 86,132
1997 86,132 5,777 3,191 88,718

*Data not available for fiscal years before 1996.
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ANALYSIS OF FINANCIAL EXPERIENCE

Gains and Losses in Accrued Liabilities Resulting Frdm Differences
Between Assumed Experience and Actual Experience
(Dollar Amounts in Thousands)

Gain (or loss) for year ended June 30:

TYPE OF ACTIVITY: 1997 1996 1995 1994

Investment income. If there is greater investment incomg than assumed,

there is a gain. If less, there is a loss. $2,486,916 $758,473 $694,274  $241,010
Payroll growth. If more contributions from payroll growth are received

than expected, there is a gain, If less, there is a loss. (108,545) (160,110) 113,910 {60,800)
Salary increases. If there are smaller salary increases assumed,

there is a gain. If greater increases, there is a loss. (275,172) (126,389) (97,077) (137,346)

Retirement and other separation experience. If member§ retire from
service at an older age or with a lower final average saldry than assumed,

there is a gain. If separation claims are less than expectéd, there is a gain.  (272,366) (51,317) 72,567 31,123
Death after retirement. If retirants live shorter than expgcted,

there is a gain. If retirants live longer than assumed, thete is a loss. (48,397) 95,252 (44,797) 25,239
Gain (or loss) during year from financial experience 1,782,436 515,909 738,877 99,226
Nonrecurring items-adjustment for plan amendments (671,174) 0 0 (65,099)
Composite gain (or loss) during the year $1,111,262 $515,909 $738,877 $ 34,127

SOLVENCY TEST
1988-1997
(Dollar Amounts in Thousands)

Accrued liability for:
(1) (2) (3) Portion of Accrued
Active Retirees Active Members Liabilities Covered by
Valuation Member and (Employer Financed Valuation Valuation Assets
Date Contributions Beneficiaries Portion) Assets 1) 2) {3
1988 $3,153,950 $ 7,932,553 $10,286,465 $14,613,182 100% 100% 34%
1989 3,446,312 8,618,907 11,553,469 16,407,002 100% 100% 38%
1990 3,729,945 9,576,506 12,576,887 18,242,453 100% 100% 39%
1991 4,076,990 10,440,584 13,591,787 20,094,849 100% 100% 41%
1992 4,434,876 11,506,994 14,858,368 22,536,343 100% 100% 44%
1993 4,798,350 12,869,723 16,820,903 26,259,447 100% 100% 51%
1994 5,158,561 14,025,124 17,688,124 28,543,410 100% 100% 53%
1995 5,533,684 16,745,090 17,708,401 31,416,677 100% 100% 52%
1996 5,862,250 18,420,596 18,484,067 34,569,651 100% 100% 56%
1997 6,222,725 20,249,628 20,091,418 38,743,272 100% 100% 61%
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Actuarial
i

SUMMARY OF BENEFIT AND
CONTRIBUTION PROVISIONS

ELIGIBILITY FOR MEMBERSHIP Annual salary is subject to a limit of $200,000 as adjusted under Sec-
< tion 401(A)(17).

Immediate upon commencement

of employment. Maximurn benefit — The lesser of: (a) 100% of average annual sal-
ary for thrree highest paid years; or (b) the limit as established by

SERVICE RETIREMENT Section 41L5 of the Internal Revenue Code.

Eligibility

Age 60 with 5 years of service, or age 55 Minimun benefit — The sum of the annuity provided by: (a) the

with 25 years of service, or 30 years of ser- member'q contribution with interest, (b) a pension equal to the an-

vice regardless of age. nuity, and (c) an additional pension of $40 multiplied by the
number of years of prior service and military service.

Amounts

Annual amount equal to the greater of DISABILITY RETIREMENT

(a) 2.1% of final average salary for the three Eligibility

gfﬂh ol a.id yeardsi, multip Iie}i{ byf years of t?tal MembersLip before July 30, 1992, and election of this benefit,
OECIMEE LIS BRERPE AL IO ey o completion of five or more years of service, under age 60 and per-

glﬁl:‘:i?;t;ﬁ;iuﬂg :szgt;:ﬁﬁsag;iq ths manently|incapacitated for the performance of duty.
Amount !

Year Percentage (1) Annuity with a reserve equal to the member's accumulated con-
31 2.5% tributions, plus
32 2.6% (2) The dlfference between (1) above and the greater of 2% of the
33 2.7% average salary during the three highest paid years or $86 times total
34 2.8% service a.l—ES years and months from date of disability to age 60.
ie g Maximurp allowance is 75% of final average salary. Minimum al-
5 lowancejfs 30% of final average salary.
36 3.0%
37 3.1% DisAB ALLOWANCE
38 3.2% Eligibili
39 3.3% Membership after July 29, 1992, or membership before
40 3.4% July 30, 1992, and election of this benefit, completion of five or
41 3.5% more years of service and permanently incapacitated for the perfor-
42 3.6% mance of|duty.
43 : 3.7% Amount
The greater of 2.1% of the average salary during the three highest
or b) $86 multiplied by years of service paid year} or $86 times total service. Maximum allowance is 60%
credit, each adjusted by the following of final ayerage salary. Minimum allowance is 45% of final average
percentage: salary. THe disability allowance payment terminates at age 65 (or
i later if palyment begins after age 60). After termination pf the dis-
i % of ability allbwance, the member may apply for service retirement.
Attained Service Base
Age % Credit Amount DEATH R RETIREMENT
Lump-sutn payment of $1,000 upon death after service or disability
58 25 75% retireme
59 26 80% ,
60 27 859% SURVIVOR'S BENEFIT
61 88% Eligibility
28 90% Upon dealth after at least 11/, years of credit for Ohio service with
62 91% at least Y/j year of such service in the 2Y/; years preceding death or
€3 949, upon death of a disability retiree.
29 95% Amount
64 97% If member is eligible for retirement, spouse or other sole dependent
65 30ormore  100% beneficigry may elect to receive Option 1 benefits in lieu of return
of contrihutions.
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SUMMARY OF BENEFIT AND CONTRIBUTION PROVISIONS (CONT.)

|

If member is not eligible for retirement, cer-
tain designated beneficiaries may elect to
receive the following benefits in lieu of re-
turn of contributions:

% of Average
Number of Annual Salary Minimum
Qualified for Three Highest Annual
Dependents Paid Years Benefit
1 25% $1,152
2 40% 2,232
3 50% 2,832
4 55% 2,832
S or more 60% 2,832

A benefit of a percentage of final average
salary based on years of credited service
ranging from a minimum of 25% to a maxi-
mum of 60%.

Qualified beneficiaries are spouse, dependent
children and/or dependent parents over
age 635.

Option 2 — A joint and survivorship annuity payable during the
lifetime of the member, with the member’s sole beneficiary (named
at retirement) to receive some other portion of the member’s annu-
ity after Fhe member’s death.

Option 3r ~— The member’s reduced retirement allowance provided
under Option 1 or Option 2 paid for life to the member’s sole bene-
ficiary (famed at retirement) after the member’s death. In the event,
of the death of the sole beneficiary or termination of marriage be-
tween thg retiree and sole beneficiary, the retiree may elect to return
to a single lifetime benefit equivalent, available for an actuarially
computed charge as determined by the Retirement Board. In the
case of tgrmination of marriage, the election may be made with the
written donsent of the beneficiary or by court order.

Option 4 — A life annuity payable during the lifetime of the mem-
ber with ja guarantee that, upon the member’s death before the
expiratidn of a certain period, the benefit will continue for the re-
mainder jof such period to the beneficiary. Joint beneficiaries may
receive LITE present value of any remaining payments in a lump-sum
settlement. If all beneficiaries die before the expiration of the cer-
tain peripd, the present value of all payments that remain are to be
paid to the estate of the beneficiary last receiving benefits.

Option § — A plan of payment established by the Retirement
Board combining any of the features of Option 1, 2 and 4.

REFUND OF CONTRIBUTIONS

A member’s contributions with interest are refunded upon termina-

LumP-SUM WITHDRAWAL OPTION

In lieu of any other pension or survivor
benefits, a member who leaves the system
can receive his or her member contributions
with interest in a lump sum according to the
following schedule:

Credited Service Lump-Sum Amount

Less than 3 years Member contributions
with 4% interest

3 or more years but Member contributions
less than § years with 6% interest

5 or more years 150% of member
contributions with
6% interest

The board has the authority to modify the

interest credited to member contributions.

OPTIONAL FORMS OF BENEFIT

Option 1 — 100% joint and survivorship.
Reduced retirement allowance payable to the
member and continuing for life to the
member’s sole beneficiary (named at retire-
ment) after the member’s death.

STATE TEACHERS RETIREMENT SYSTEM

tion of employment where no other benefit is payable. Upon death
after retitement or upon death of a survivor in receipt of

benefits, the member’s accumulated contributions, less payments
made, arp returned to the designated beneficiary.

COST—({F—LIV]NG BENEFITS

The basic benefit is increased by the increase in the Consumer Price
Index each year, but not to exceed 3% of the original base benefit.
HEALTH CARE

Retirees, [their spouses and dependents are eligible for a comprehen-
sive medical expense health care plan as may be offered by the
Retirement Board and which is subject to changes in terms and con-

ditions fiom time to time.
CONT J[BUTION

By members:
9.30% of salary effective July 1, 1994.

By employers:
14% of salaries of their employees who are members.




Statistical

REVENUES BY SOURCE AND EXPENSES BY TYPE
For the years ended June 30, 1988-1997
(In Thousands)
REVENUES BY SOURCE
Net
Member Employer Investment  Health Care State
Fiscal Year ~ Contributions  Contributions Income Premium  Appropriations Other Total
1988 $396,655 $ 676,536 $1,494,435 e $5,704 $3,392 $2,576,722
1989 423,639 703,773 1,617,196 pam 5,287 3,468 2,753,363
1990 455,264 754,726 1,663,600 il e 4,876 3,934 2,882,400
1991 511,269 793,132 1,719,115 335 4,490 3,841 3,031,847
1952+ 548,841 862,655 2,294,646 ant 4,099 4,540 3,714,781
1993 564,005 869,862 2,394,523 sy 3,755 5,180 3,837,325
1994 589,186 902,299 2,231,241 B2 3,396 4,805 3,730,927
1995 624,812 956,284 2,340,907 e 3,035 6,008 3,931,046
1996 635,716 1,002,441 3,664,683 Bps 2,698 6,782 5,312,320
199722 679,499 1,005,354 6,143,363 38,347 2,377 6,281 7,875,221
EXPENSES BY TYPE
Fiscal Year Benefits Re*unds Administration Total
1988 $ 845,476 $18,526 $13,610 § 874,612
1989 925,557 17,695 16,291 959,543
1990 1,009,464 17,070 20,415 1,046,949
1991 ST Sho o s Nome i [ [ s 18,088 29,486 1,179,451
FQOLH1 it asisaibissensiose 1,226,843 17,488 28,956 1,273,287
19937 idescsnmeaitnissssnsiidisn 1,323,643 16,386 35,870 1,375,899
1994 . aiiinusinsessssiiaaaciiide 1,403,843 18,235 38,770 1,460,848
L T LR ORI S 1,526,915 211,233 38,926 1,587,074
19967 1 sttt it e neriditans 1,681,637 24,118 37,747 1,743,502
1997 e e el st 1,880,129 32,313 42,884 1,955,326

¢ Effective July 1, 1991, investment administrative expenses are deducted fro|

*+  Effective July 1, 1996, net investment income includes the net appreciation

create significant fluctuations berween years.

*** Health care premiums received are not available for fiscal years prior to,1997.

m gross investment income,

n fair value of investments which can
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CIPIENTS BY TYPE

1988-1997
|
Service Disability =~ Beneficiaries Receiving  Survivor
As of July 1 Retirement Retirement ~ Optional Allgwances Benefits Total
1988 54,174 4,113 3,430 3,240 64,957
1989 55,234 4,296 3,569 3,354 66,453
1990 57,016 4,503 3,822 3,398 68,739
1991 58,436 4,643 4,001 3,503 70,583
1992 59,994 4,830 4,274 3,501 72,599
1993 61,515 5,020 4,478 3,217 74,230
1994 63,182 5,217 4,739 4,267 77,405
1995 67,989 5,711 4,941 4,495 83,136
1996 70,448 5,923 5,206 4,555 86,132
1997 72,601 6,000 5,486 4,631 88,718

AVERAGE MONTHLY AL

LOWANCES BY TYPE

1988-1997
Service Disability  Beneficiaries Receiving  Survivor

Asof July 1 Retirement Retirement  Optional Allgwances  Benefits Average
1988 $ 941 $1,081 $643 $556 § 915
1989 1,000 1,144 661 581 970
1990 1,070 1,215 699 606 1,036
1991 1,147 1,288 740 637 1,108
1992 1,227 1,359 770 682 1,182
1993 1,304 1,433 803 748 1,258
1994 1,388 1,504 843 707 1,325
1995 1,510 1,603 886 732 1,437
1996 1,608 1,688 931 779 1,528
1997 1,705 1,764 974 822 1,618
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Statistical

BENEFIT EXPENSES BY TYPE

1988-1997

(In Thousands)
Fiscal
Year Service Disability Survivor Supplemental Health
Ended Retirement Retirement Benefits Benefit Care* Other Total
1988 $ 621,379 $§ 51,855 $23,058 $41,298 $105,950 $1,936 $§ 845476
1989 678,448 57,132 25,171 35,780 126,319 2,707 925,557
1990 774,625 63,174 26,735 36,885 136,563 1,482 1,039,464
1991 822,842 70,150 28,851 38,110 170,583 1,342 1,131,878
1992 897,259 76,378 30,726 28,815 189,784 3,881 1,226,843
1993 985,024 83,888 32,804 32,489 187,318 2,120 1,323,643
1994 1,083,335 92,091 35,198 33,586 157,276 2,357 1,403,843
1995 1,185,066 100,805 37,756 34,567 165,767 2,954 1,526,915
1996 1,307,482 109,250 40,283 41,750 176,773 6,099 1,681,637
1997 1,440,163 118,893 43,539 43,278 230,424 3,832 1,880,129

* Health care premiums prior to fiscal 1997 were netted against health care ex*mses. Starting in fiscal 1997,
health care premiums are reflected as a revenue item.

- NUMBER OF REPO RTING EMPLOYERS BY T'YPE
1988-1997 1

Fiscal City Local County Exempted| Vocational & Colleges County State
Year School School Education Village Technical & MR/DD of
Ended Districts Districts Service Centers  Districts Schools  Universities Boards Ohio Total
1988 191 375 86 49 50 36 ¥ 1 788
1989 192 372 85 49 49 37 * 1 785
1990 192 372 85 49 49 37 88 1 873
1991 193 371 85 49 49 37 88 1 873
1992 193 370 85 49 51 35 88 1 872
1993 192 372 81 49 51 35 82 1 863
1994 192 371 81 49 48 38 82 1 862
1995 192 371 80 49 48 38 82 1 861
1996 192 in 80 49 48 38 82 1 861
1997 192 371 73 49 48 38 82 1 854
*County Boards of Mental Retardation and Developmental Disabilities were added as reporting employers in fiscal year 1990,
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SELECTED FUNDING INI?*‘ORMATION

1988-1997
(Dollar Amounts in Thousands)
As Payroll Unfunded
of Contribution Rate Interest Growth Accrued Funding
July 1 Member Employer Assumptio Assumption Liability* Period
1988 8.77% 14.00% 7.75% 5.500% $6,759,786 35.0 Yrs.
1989 8.77% 14.00% 7.75% 5.875% 7,211,686 34.5 Yis.
1990 9.25% 14.00% 7.75% 5.875% 7,640,885 34.0 Yrs.
1991 9.25% 14.00% 7.75% 5.875% 8,014,512 33.5 Yrs.
1992 9.25% 14.00% 7.75% 5.875% 8,263,895 32.5 Yrs.
1993 9.25% 14.00% 7.50% 5.000% 8,229,529 31.5 Ys.
1994 9.30% 14.00% 7.50% 5.000% 8,328,399 30.5 Yis.
1995 9.30% 14.00% 7.50% 5.000% 8,570,498 29.3 Yrs.
1996 9.30% 14.00% 7.50% 4.500% 8,197,261 28.4 Yrs.
1997 9.30% 14.00% 7.50% 4.500% 7,820,498 26.9 Yrs.
*Excluding health care
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