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TO: Board of Trustees and Members of the Retirement Systems:

We are pleased to present the combined annual financial reports of The Public School Retirement System
(PSRS) and the Non-Teacher School Employee Retirement System of Missouri (NTRS) for the 1999-00
fiscal year. The Board of Trustees has fiduciary, administrative and fiscal responsibility for both systems.
Thus, the combined presentation of this report better conforms with accounting standards.

Report Contents

This Comprehensive Annual Financial Report (CAFR) is designed to provide you with information on the
financial operations of the systems, the stewardship of the funds and compliance with all legal require-
ments. Management is responsible for the accuracy of the contents and the completeness and fairness of
the presentation of this CAFR. The enclosed information is accurate in all material respects and is re-
ported in a manner to fairly present the financial position and the results of the operations of the system.
We hope this CAFR will enhance your understanding of the purpose, structure and operations of PSRS
and NTRS.

This report is presented in five sections:

* The Introductory Section contains general information about the retirement systems.

* The Financial Section contains financial information about the operations of the systems during the
fiscal year.

* The Investment Section shows how the funds of the system were invested and information regarding
the return on those investments.

* The Actuarial Section reports the funded condition of both systems.

* The Statistical Section contains general information concerning finances and participants of the
systems.

Overview of the Retirement Systems

The Public School Retirement System of Missouri, a cost-sharing multiple employer retirement system,
was established in 1946 by an act of the Missouri legislature to provide retirement, disability and death
benefits to full-time, certificated employees in the public schools and four-year regional universities. It has
been amended to include part-time employees of public schools and no longer accepts new employees of
the regional universities.

The Non-Teacher School Employee Retirement System of Missouri, also a cost-sharing multiple employer
retirement system, was established in 1965 by an act of the legislature to provide retirement, disability and
death benefits to non-certificated school employees in the public schools, community colleges and junior
colleges who have elected to join the system.

Office Location: 701 West Main « Post Office Box 268 « Jefferson City, Missouri 65102
Telephone Number: (573) 634-5290 « Toll Free: (800) 392-6848 « FAX: (573) 634-5375
PSRS Web site: http://www.psrsmo.org « NTRS Web site: http://www.ntrsmo.org
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Both systems are funded on an actuarial reserve basis, with money contributed by members and school
districts, combined with investment income, to provide income for benefits before those benefits are paid. The
additions and deductions to the funds of the systems during the 1999-00 fiscal year are shown in the tables
below:

Financial Information

(Dollars in millions)

1999-00 1998-99 INC
PSRS NTRS TOTAL TOTAL (DEC)
Additions

Contributions $ 625 $ 69 $ 694 $ 650 7%
Net Investment Income 1.455 _114 1.569 1.933 (19%)
Total $2,080 $183 $2,263 $2,583 (12%)

Deductions
Monthly Benefits $ 639 $ 42 $ 681 $ 569 20%
Lump-sum Refunds 36 10 46 38 21%
Administrative Expenses _ 4 2 _ 6 _ 5 20%
Total $ 679 $ 54 $ 733 $ 612 20%

The increase in contributions and refunds is attributable to the general increase in employee salaries. The
increase in monthly benefits can be attributed to the 2,152 new service retirees added to the PSRS monthly
rolls and the 960 NTRS retirees added to the monthly rolls. The increase in administrative expenses resulted
from increased postage and printing costs and higher personnel costs.

Management is responsible for designing and maintaining a system of adequate and effective internal account-
ing controls. These controls protect and safeguard the assets of the systems and provide for the reliability of
financial records.

All financial statements are prepared using the accrual basis of accounting. Both member and employer
contributions are required by state statute and are recognized in the period in which the employees’ services
are performed. Benefits and refunds are recognized when due and payable in accordance with the terms of the
plans. Expenses are recognized when the liability is incurred, regardless of when payment is made and cash
and cash equivalents (1%).

Investment Activities

Fiscal year 1999-00 was again a solid period for investors with the continuation of a volatile, yet favorable
global environment. The Systems’ investment portfolios remain a diversified mix of domestic stocks (38%),
international stocks (16%), fixed income (45%), and cash and cash equivalents (1%). This portfolio, when
combined with various investment approaches as used by the Systems, continues to provide comparable
returns at a lower risk than policy benchmarks.

The PSRS and NTRS investment portfolios generated a 7.7% return for the fiscal year, falling below the actu-
arially required rate of return of 8%. However, for the five-year period ending June 30, 2000, PSRS has an
annualized rate of return of 13.6%, while NTRS’s annualized rate of return for the same period was 13.5%.

Funding Status

PSRS and NTRS are defined benefit retirement systems. This means that a formula made up of credit (years

of service) times final average salary, times a multiplier (2.5% for PSRS and 1.45% for NTRS for every year of
credit) creates each member’s retirement benefit. The systems are also known as actuarial reserve retirement
systems, which means a level contribution payment in conjunction with a moveable amortization period deter-

mines the relative health of the systems. As of June 30, 2000, PSRS is 106% funded, while NTRS is 109%
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funded. The actuarial value of the assets of PSRS is $19,437,223,000 while the accrued liability is
$18,279,113,000. The actuarial value of the assets of NTRS is $1,522,660,000 while the accrued liability is
$1,395,300,000.

Major Initiatives During 1999-00

Legislation enacted during the 2000 General Assembly was contained in CCS/SS/SCS/HB 1808 and pro-
vided for the following in PSRS: a) the extension of the 25-and-out option through July 1, 2003; b) an in-
crease to the lifetime COLA limit from 75% to 80% of the original benefit; c) the reduction of the waiting period
before a member is eligible for COLA increases from the 4™ January following retirement to the 3 January
following retirement (for those members who retire on or after July 1%, 2000); and d) a 3.5% increase in the
benefits of those retired prior to July 1, 2000.

Improvements to NTRS were also contained in CCS/SS/SCS/HB 1808 and included the following; a) the
benefit multiplier was increased from 1.45% to 1.51%; b) the final average salary period was lowered from
five years to three years, allowing for a higher average salary to be used when calculating benefits; c) the 25-
and-out option was continued through July 1, 2003 with appropriate increases to the multipliers based upon a
full multiplier of 1.51%; d) the “Rule of 80" was added which allows the use of the 1.51% formula when a
retiree’s age and service equal 80; €) a new benefit of .4% for each year of credit was added for those
individuals under the age of 62 at retirement who retire under the auspices of the “Rule of 80” or “30-and-out.
This temporary multiplier increase is only paid while the retiree is less than age 62; f) the maximum allowable
contribution required to NTRS was increased from 4.5% to 5.0%, but will not become effective until July 1,
2001; and g) a 3.4% increase was added to the benefit of all those retired prior to July 1, 2000.

”

The retirement systems, along with all business partners, successfully planned for, and implemented Y2K
readiness. Successful testing of all systems was completed well before January 1, 2000, and allowed for
uninterrupted continuation of all services.

During 1997-98, the Employers’ Monthly Electronic Reporting System (EMERS) was designed to accept data
from employers’ payroll systems, edit the information and transmit the data to the retirement system after
each payroll period. The system was tested at beta sites during 1998-99. During 1999-2000, the system
successfully went live with approximately 200 employers reporting electronically by year end.

The construction of a new facility for NTRS and PSRS began in June of 2000. The new facility will be located
at 3210 West Truman Boulevard in Jefferson City and is expected to be completed in August or September of
2001. When completed, the new facility will provide an attractive, spacious waiting area for our members
who come to the retirement offices to conduct business; individual counseling offices to provide the needed
privacy for important, personal conversations; easy access from any direction; increased employee work
stations and needed parking spaces; updated board room facilities; space for transitioning from the current
paper environment to a more modern image environment; much needed and improved conference space;
space for an information center designed specifically to address questions from members; space for technol-
ogy training and formatting; and meeting space for use by the educational community.

Awards

The Government Finance Officers Association of the United States and Canada awarded a Certificate of
Achievement for Excellence in Financial Reporting to both the Public School Retirement System and to the
Non-Teacher School Employee Retirement System for their comprehensive annual financial reports for the
fiscal year ended June 30, 1999. In order to be awarded a Certificate of Achievement, a governmental unit
must publish an easily readable and efficiently organized comprehensive annual financial report, the contents
of which conform to program standards. Such reports must satisfy both generally accepted accounting
principles and applicable legal requirements. We believe this report continues to conform to the Certificate of
Achievement program requirements and we are submitting it to the Government Finance Association to
determine its eligibility for another certificate.
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Professional Services

Certain professional services are provided to the retirement systems by retained consultants. The required
opinion letters from two of those consultants, Gabriel, Roeder, Smith and Company, actuaries, and KPMG,
independent certified public accountants, are contained elsewhere in this report.

Investment consulting services, as well as investment manager search assistance and investment perfor-
mance analysis has been provided by Strategic Investment Solutions, of San Francisco, CA.

Acknowledgements
We express our thanks and gratitude to the staff, Board of Trustees and consultants who have worked

diligently to produce this report and to ensure the successful operation of this retirement system.

Respectfully submitted,

. oel Walters Lori Woratzeck
Executive Director Chief Financial Officer
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