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INDEPENDENT AUDITORS REPORT

TheBoard of Trustees
Public School Retirement System of Missouri
Non-Teacher School Employee Retirement System of Missouri

We have audited the accompanying statement of plan net assets of the Public School Retirement System of
Missouri and the Non-Teacher School Employee Retirement System of Missouri (the System) as of June 30,
2002 and therelated statement of changesin plan net assetsfor theyear then ended. Thesefinancial
statementsare theresponsibility of the System’smanagement. Our responsi bility isto expressan opinionon
thesefinancid statementsbased on our audit.

We conducted our audit in accordancewith U.S. generally accepted auditing standards. These standards
requirethat we plan and perform the audit to obtai n reasonabl e assurance about whether thefinancial
satementsarefree of material misstatement. An audit includesexamining, on atest basis, evidence
supporting theamountsand disclosuresin thefinancial statements. Anaudit alsoincludesassessingthe
accounting principlesused and significant estimates made by management, aswell asevauating theoverall
financid statement presentation. We believethat our audit providesareasonablebasisfor our opinion.

Inour opinion, thefinancia statementsreferred to above present fairly, in al material respects, theplan net
assetsof the Public School Retirement System of Missouri and the Non-Teacher School Employee
Retirement System of Missouri at June 30, 2002 and the changesin plan net assetsfor the year then ended,
inconformity with U.S. generally accepted accounting principles.

Our audit was madefor the purpose of forming an opinion on thefinancia statementstakenasawhole. The
supplementary management discussion and analysison pages 17 through 21 and the supplementary
schedulesof funding progressand employer contributions on pages 32 and 33 are not arequired part of the
basicfinancia statementsof the System, but arerequired by the Governmenta A ccounting StandardsBoard
(GASB). Thesupplementary informationincluded on pages 34 through 36 ispresented for purposes of
additiona analysisandisnot arequired part of thebasic financia statementsof the System. Such
information, included on pages 17 through 21 and 32 through 36, has been subjected to the auditing
procedures appliedintheaudit of thefinancia statementsand, inour opinion, isfairly statedinall material
respectsinrelationto thefinancial statementstaken asawhole.

Wil - Mg (L

August 30, 2002
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Management’s Discussion and Analysis
June 30, 2002

This discussion and analysis of the financial position of the
Public School Retirement System and the Non-Teacher School
Employees Retirement System (collectively referred to asthe
Systems) provides an overview of the Systems’ financial
activitiesfor thefiscal year ended June 30, 2002. Weencourage
you to consider theinformation presented herein conjunction
with additional information presented in thefinancial statements
and required supplementary information.

Financial Highlights

Thefollowing highlightsare explained in more detail for each
system later in this discussion.

The combined net assets of the Systems at June 30, 2002 were
$21.0billion. Thenet assetswere down $0.8 billion from June
30, 2001. This decrease was primarily due to the decreasein
thefair value of investmentsof $1.1 billion caused primarily by
the slowdown in the general market conditions.

The overal investment return for the Systems was (2.8%).
Although negative, the Systems’ high bond all ocation provided
excellent diversification under the poor market environment.
The Systems' return ranked in the top 25% of returnsfor large
institutional pension systems.

The Systems' funding objective is to meet long-term benefit
obligations through the accumulation of contributions and
investment income. Thisfunding shall be carried outinsucha
way to ensure that the burden of paying retirement costs shall
be shared equitably by present and succeeding generations of
membersand taxpayers. Asof June 30, 2002, thefunded ratios
were95.3% for PSRSand 97.6% for NTRS. Asof June 30, 2001,
thefunded ratioswere 99.4% for PSRSand 103.1% for NTRS.
The funded ratios have decreased due to increases in benefits
paid and declining investment market conditions. If thefunded
ratios continue to decline, the Systems may need to consider
contribution rate increases in the foreseeable future.

Revenues for the year were $161.8 million. This figure is
comprised of contribution revenue of $788.7 million and
investment losses of $629.7 million. Other miscellaneous
revenues contributed $2.8 million.

Expensesincreased 13.8% over theprior year from $849.4 million
to $967.0 million. Most of thisincrease represented increased
retirement benefits paid to members.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an
introduction to the financial report of the Systems. The
financial report consists of:

Thebasicfinancial statements, comprised of the Statement of
Plan Net Assets and the Statement of Changes in Plan Net
Assets; the notes to the basic financial statements; and the
reguired and other supplementary information.

The Statement of Plan Net Assets (page 22) presents
information on the assets and liabilities of the Systems, with
the difference between the two reported as net assets. The net
assets of the Systems reflect the resources available to pay
benefits to members when due. Over time, increases and
decreasesin net assets measure whether the Systems' financial
position isimproving or deteriorating.

The Statement of Changes in Plan Net Assets (page 23)
presents information detailing the changes in net assets that
occurred during the current fiscal year. All changes in net
assets are reported on an accrual basis. This means that the
revenue or expense is recognized as soon as the underlying
event giving riseto the change occurs, regardless of when the
actual cashisreceived or paid. Thus, revenues and expenses
arereported in this statement for someitemsthat will not result
in cash flows until future fiscal periods. For example,
contributions due from adistrict, even though not yet paid by
year end, will bereflected asrevenue. Earned vacation accruals
will be reflected as an expense, even though they have not
been paid to employees.

The notes to the financial statements provide additional
information that isessential to afull understanding of the data
provided in thefinancia statements. The notes can be found
on pages 24 through 31. The report also contains required
supplementary information in addition to the basic financial
statements themselves. The Schedules of Funding Progress
(page 32) include historical trend information about the
actuarially funded status of each plan fromalong-term, ongoing
perspective and the progress made in accumulating assets to
pay benefits when due.

The Schedules of Employer Contributions (page 33) present
historical trend information about the annual required
contributions of employers and the actual contributions made
by employers.

Other supplementary schedules are also included. The
Schedule of Administrative Expenses (page 34) presents the
overall cost of administering the system. The Schedule of
Professional Services (page 36) further detailsthis category of
administrative expense.

The Schedule of Investment Expenses (page 35) shows the
costs associated with investing the assets of the Systems.
These expenses are shown as a reduction of revenue on the
Statement of Plan Net Assets.
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Financial Analysis of The Public School
Retirement System

The Public School Retirement System (PSRS) isamandatory
cost-sharing multiple employer retirement system for full-time
certificated employees and certain part-time employees of
participating employers. PSRS members were required to
contribute 10.5% of their annual covered salary during 2002.
The employer was required to match that amount. PSRS
members do not contribute to Social Security, except for
employees hired after 1986 who contribute to Medicare only.

Assets

Total assetsof PSRS asof June 30, 2002 were $23.1 hillion and
weremostly comprised of cash, investments, and contributions
duefrom employers. Total assetsincreased by $0.4 billion or
1.8% from the prior year primarily due to increased invested
security lending collateral .

FINANCIAL SECTION

Liabilities

Total liabilitiesas of June 30, 2002 were $3.7 billion and were
mostly comprised of obligations under security lending
arrangements and payabl es from the purchase of investments.
Total liabilities increased by $1.1 billion. This increase was
also primarily dueto anincreased liability for securitieslending
collateral.

Net Assets

System assets exceeded liabilities at June 30, 2002 by $19.4
billion. Thiswasdown from 2001 net assets of $20.2 billion by
$0.8 hillion. Thisreductionwasprimarily duetoareductionin
investment earnings due to adverse market conditions. In
addition, benefit payments and other expenses exceeded
contribution revenue by $200.0 million. Thistrendisanatura
progression in amature defined benefit plan.

Public School Retirement System
Plan Net Assets (000's)

2002 2001 Change
Cash & Investments $ 22,474,060 $ 22,166,681 $ 307,379
Receivables 636,018 570,409 65,609
Other 9,925 8,201 1,724
Total Assets $ 23,120,003 $ 22,745291 $ 374,712
Total Liabilities $ 3716526 $ 2,561,602 $1,154,924
Plan Net Assets $ 19.403477 $20,183,689 ($_780,212)
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Public School Retirement System
Changesin Plan Net Assets (000's)

2002 2001 Change
Additions
Members' Contributions $ 356,684 $ 335,275 $ 21,409
Employer Contributions 340,000 324,526 15, 474
Investment Loss (582,958) (407,172) (175,786)
Other 2,762 810 1,952
Total Additions $ 116.488 $ 253439 ($_136.951)
Deductions
Monthly Benefits $ 860,435 $ 749,891 $ 110,544
Refunds of Contributions 31,779 35,047 (3,268)
Administrative Expenses 4,439 3,995 444
Other 47 14 33
Total Deductions $ 896.700 $ 788,947 $ 107.753
Change in Plan Net Assets ($_780,212) ($_535,508) ($_244.704)

Revenues — Additions to Plan Net Assets

The reserves needed to finance retirement benefits are
accumulated through the collection of employer and employee
contributions and through investment earnings. Total
contributionsfor theyear increased by $36.9 million to $696.7
million. This was a 5.6% increase over the prior year.
Retirement contributionsare cal culated at 10.5% of retirement
salary for each member. The employer matches this amount.
Members may also pay contributions to reinstate previously
withdrawn service credit or to purchase varioustypesof elective
credit.

Net investment losswas $583.0 million. Thiswasanincrease
of 43.2% over the2001 loss. Thiswasadirect result of market
declinesthat have affected all pension systems. While negative
in absolute numbers, PSRS compared favorably to other
systems. The PSRS one-year return of (2.8%) was better than
75% of large institutional pension funds, which on average,
lost 5.2% for the year. All investment related expenses, such
asfeespaidtoinvestment managers, arereflected asareduction
in revenue and are accounted for in this net figure.

Other income was up substantially due to the sale of the
previous administration building. A gain on this sale was
recorded for $1.4 million.

Expenses — Deductions from Plan Net Assets

The primary expenses of PSRSinclude the payment of pension
benefitsto membersand beneficiaries, refunds of contributions
to former members, and the cost of administering the system.
Total expenses for fiscal year 2002 were $896.7 million, an
increase of 13.7% over fiscal year 2001.

Benefit expensesincreased by $110.5 million. Thiswasaresult
of cost-of-living increases applied to the benefits of current
retirees and the addition of 2,292 new service and disability
retirees. Refundsof contributionsdecreased by $3.2 millionto
$31.8million. Thisisprobably areflection of the current market
conditions. Members might feel that the stated return of 6%
earned on their account balances with PSRS is an attractive
choice compared to other retirement vehicles.

Administrative expenses increased by $0.4 million to $4.4
million. Thiswasan 11.1%increase. Thisincreasewasprimarily
due to the addition of 5 staff members during the year, which
has enabled usto better serve our members. The cost of these
positions was charged 61% to PSRS and 39% to NTRS. In
addition, our new admini strative building was completed during
fiscal year 2002. Depreciation chargeswere higher duetothis
factor.
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Financial Analysis of the Non-Teacher School
Employee Retirement System

TheNon-Teacher School Employee Retirement System (NTRS)
is a mandatory cost-sharing multiple employer retirement
system for non-certificated employees and certain part-time
certificated employees of participating employers. NTRS
memberswere required to contribute 5% of their annua covered
salary during 2002. The employer wasrequired to match that
amount. NTRS membersal so contributeto Social Security.

Assets

Total assets of NTRS as of June 30, 2002 were $1.9 billionand
weremostly comprised of cash, investments, and contributions
due from employers. Total assets increased by $0.1 billion
fromthe prior year primarily duetoincreased invested security
lending collateral.

FINANCIAL SECTION

Liabilities

Totdl liahilitiesasof June 30, 2002 were $293.6 million and were
mostly comprised of obligations under security lending
arrangements and payabl es from the purchase of investments.
Total liabilitiesincreased by $89.8 million. Thisincreasewas
also primarily dueto anincreased liability for securitieslending
collateral.

Net Assets

NTRS assetsexceeded liahilities at the close of fiscal year 2002
by $1.6 billion. Thiswas down from 2001 net assets by only
$25.0 million. Because NTRS is a much younger plan than
PSRS, contribution revenues exceeded benefit payments and
other expenses by $21.7 million. Investment losses of $46.7
million werearesult of adverse market conditions.

Non Teacher School Employee Retirement System

Plan Net Assets (000's)

2002 2001 Change
Cash & Investments $ 1,827,470 $ 1,759,804 $ 67,666
Receivables 51,174 53,986 (2,812)
Other 1 8 (7)
Total Assets $ 1,878,645 $ 1,813,798 $ 64,847
Total Liabilities $ 293,628 $ 203,753 $ 89,875
Plan Net Assets $ 1,585,017 $ 1,610,045 ($  25.028)
Non-Teacher School Employee Retirement System
Changesin Plan Net Assets (000's)
2002 2001 Change
Additions
Members Contributions $ 46,217 $ 37,934 $ 8,283
Employer Contributions 45,773 37,500 8,273
Investment Loss (46,732) (29,647) (17,085)
Other 26 72 (46)
Total Additions $ 45284 $ 45,859 % 575)
Deductions
Monthly Benefits $ 59,871 $ 49,038 $ 10,833
Refunds of Contributions 7,866 9,201 (2,335)
Administrative Expenses 2,574 2,242 332
Other 1 4 3)
Total Deductions $ 70,312 $ 60,485 $ 9,827
Changein Plan Net Assets ($__25,028) 14,626) ($_10,402)
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Revenues — Additions to Plan Net Assets

The reserves needed to finance retirement benefits are
accumulated through the collection of employer and employee
contributions and through investment earnings. Total
contributionsfor the year increased by $16.6 million to $92.0
million. This was a 21.9% increase over the prior year.
Retirement contributions are calculated at 5% of retirement
salary for each member. The employer matches this amount.
Thisratewasup 11.1% from the 2001 contribution rate of 4.5%.
Members may also pay contributions to reinstate previously
withdrawn service credit or to purchase varioustypesof eective
credit.

Net investment loss was $46.7 million. This loss was an
increase of 57.6% over the 2001 loss and wasadirect result of
market declinesthat have affected all pension systems. While
negative in absolute numbers, NTRS compared favorably to
other systems. TheNTRSone-year return of (2.8%) wasbetter
than 75% of largeingtitutional pension funds, which on average,
lost 5.2% for the year. All investment related expenses, such
asfeespaidtoinvestment managers, arereflected asareduction
in revenue and are accounted for in this net figure.

Expenses — Deductions from Plan Net Assets

The primary expenses of NTRSincludethe payment of pension
benefitsto membersand beneficiaries, refunds of contributions
to former members, and the cost of administering the system.
Total expensesfor fiscd year 2002 were$70.3million, anincrease
of 16.2% over fiscal year 2001.

Benefit expensesincreased by $10.8 million. Thiswasaresult
of cost-of-living increases applied to the benefits of current
retirees and the addition of 996 new service and disability
retirees. Inaddition, the benefit formulaincreased from 1.51%
to 1.61% while the temporary formulaincreased from 0.4%to
0.8%. Refunds of contributions decreased by $1.3 million to
$7.9million. Thisisprobably areflection of the current market
conditions. Members might feel that the stated return of 6%
earned on their account balances with NTRS is an attractive
choice compared to other retirement vehicles.

PSRSINTRS

Administrative expenses increased by $0.3 million to $2.6
million. Thiswasal4.8%increase. Thisincreasewasprimarily
due to the addition of 5 staff members during the year, which
has enabled usto better serve our members. The cost of these
positions was charged 61% to PSRS and 39% to NTRS. Our
new administrative building was completed during fiscal year
2002. Depreciation chargeswere higher dueto thisfactor. In
addition, the portion of shared expenses alocated to NTRS
increased from 38% to 39% in 2002. Thisis based upon the
number of members served in each system.

Summary

Due to the long-term nature of defined benefit pension plans,
it is important to look at the financial performance of the
Systems over aperiod of yearsand not just at this single point
in time. Although the Systems’ have not met the 8% return
assumption with the current 5-year return of 6%, management
will continueto strive to improve thefinancial position of the
Systemsthrough a prudent investment program and long-term
strategic planning. As indicated earlier, the current year
decreasein net assetsisaresult of an overall investment market
dlowdown, which has affected all pension systems.

Requests for Information

This financial report is designed to provide the Board of
Trustees, our members, and other users of our financial report
with a general overview of the Systems’ finances and to
demonstrate the Systems’ accountability for the money it
receives. If you have any questions about this report or need
additional financial information, contact the Public School and
Non-Teachers School Employee Retirement System, PO. Box
268, Jefferson City, MO 65102.

yAl
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ASSETS
Cash

Receivables
Contributions
Accrued Interest and Dividends
Investment Sales
DuefronNTRS
Other
Total Receivables

Investments, at fair value
Fixed Income
Domestic Stocks
International Equities
Short Term Investments
Total Investments

Invested SecuritiesLending
Callateral

Prepaid Expenses

Fixed Assets, net of
accumulated depreciation
TOTALASSETS

LIABILITIES
Accounts Payable
Interest Payable
SecuritiesLending Collatera
Investment Purchases
Dueto PSRS
LeaseLiability
Compensated Absences
TOTALLIABILITIES

Net AssetsHeld in Trust

for Pension Benefits (Schedules
of funding progress for the plans
are presented on page 32.)

FINANCIAL SECTION

Satementsof Plan Net Assats

as of June 30, 2002 with the comparative totals for June 30, 2001

PSRS

TOTALS

NTRS June 30, 2002 June 30, 2001

$ 27,773,096

$ 16,772,268 $ 44545364 $ 61,463,675

111,666,847 9,542,047 121,208,894 109,384,102
89,720,380 7,298,706 97,019,086 83,593,847
434,393,341 34,323,687 468,717,028 431,278,225
79,234 - 79,234 74,122
158,181 9,267 167,448 64,561
636,017,983 51,173,707 687,191,690 624,394,857
9,834,577,972 801,877,819 10,636,455,791 10,286,316,788
6,599,661,911 536,137,696 7,135,799,607 8,317,622,997
2,774,231,184 221,114,503 2,995,345,687 2,995,764,330
597,913,307 45,313,635 643,226,942 382,207,816
19,806,384,374 1,604,443,653 21,410,828,027 21,981,911,931
2,639,902,565 206,253,796 2,846,156,361 1,883,109,573
177,131 - 177,131 183,974
9,747,433 1,930 9,749,363 8,025,296
23,120,002,582 1,878,645,354 24,998,647,936 24,559,089,306
6,516,231 497,309 7,013,540 6,840,424
311,133 39,876 351,009 270,988
2,639,902,565 206,253,796 2,846,156,361 1,883,109,573
1,069,508,913 86,757,917 1,156,266,830 874,824,567
- 79,234 79,234 74,122

19,619 - 19,619 2,175
267,223 - 267,223 233,659
3,716,525,684 293,628,132 4,010,153,816 2,765,355,508

$ 19,403,476,898

$ 1,585,017,222 $ 20,988,494,120 $ 21,793,733,798

See accompanying Notes to the Financial Statements.
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Satementsof Changesin Plan Net Assets

for the year ended June 30, 2002 with comparative totals for the year ended June 30, 2001

ADDITIONS

Contributions:
Employer
Member

Total Contributions

Investment Income
From Investing Activities:
Net Appreciation (Depreciation) in Fair
Value of Investments
Interest from Investments
Interest from Bank Deposits
Dividends
Total Investment Income (L 0ss)
Less Investment Expenses
Net Income (Loss) from Investing Activities
From Security Lending Activities:
Security Lending GrossIncome
L ess Security Lending Activity Expenses:
Agent Fees
Broker Rebates
Total Security Lending Expenses

Net Income from Security Lending Activity
Total Net Investment Income (L 0ss)

Other Income:
NTRS Capital Asset Charge
Miscellaneous Income
Total Other Income

Total Additions

DEDUCTIONS
Monthly Benefits
Refunds of Contributions
Administrative Expenses
Other Expenses
Total Deductions

NET INCREASE (DECREASE)

Net AssetsHeld in Trust for
Pension Benefits
Beginning of Year
End of Year

See accompanying Notes to the Financial Statements.

PSRS/INTRS

TOTAL

PSRS NTRS 2002 2001
$ 340,000556 $ 45773119 $ 385773675 $ 362,025,916
356,684,657 46,217,131 402,901,788 373,209,158
696,685,213 91,990,250 788,675,463 735,235,074
(1,034,796,138) (82,618,361)  (1,117,414,499)  (942,706,544)
357,735,014 28,571,047 386,306,061 424,827,763
103,894 12,400 116,294 299,208
99,211,051 7,875,917 107,086,968 91,553,643
(577,746,179) (46,158,997) —_ (623,905,176) _ (426,025,930)
23,267,281 1,975,791 25,243,072 23,956,486
(601,013,460) (48,134,788)  (649,148,248)  (449,982,416)
62,303,154 4,689,540 66,992,694 135,148,223
4,142,698 313,547 4,456,245 2,775,900
40,105,474 2,973,883 43,079,357 119,209,205
44,248,172 3,287,430 47,535,602 121,985,105
18,054,982 1,402,110 19,457,092 13,163,118
(582,958,478) (46,732,678)  (629,691,156)  (436,819,298)
223,160 - 223,160 226,639
2,538,421 26,070 2,564,491 655,731
2,761,581 26,070 2,787,651 882,370
116,488,316 45,283,642 161,771,958 299,298,146
860,434,779 59,871,346 920,306,125 798,929,357
31,779,306 7,865,945 39,645,251 44,247,812
4,439,493 2,574,150 7,013,643 6,236,682
46,473 144 46,617 18,548
896,700,051 70,311,585 967,011,636 849,432,399
(780,211,735) (25,027,943)  (805,239,678)  (550,134,253)

20,183,688,633

1,610,045,165

21,793,733,798

22,343,868,051

$ 19,403,476,898 $ 1,585,017,222 $ 20,988,494,120 $ 21,793,733,798
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FINANCIAL SECTION

Notesto the Financial Satements

June 30, 2002
(with comparative information for June 30, 2001)

Note 1 — Plan Descriptions

TheBoard of Trustees of the Public School Retirement System
administerstwo separate retirement systems, the Public School
Retirement System (PSRS) and the Non-Teacher School
Employee Retirement System (NTRS). TheBoard of Trustees
consists of seven members, three of whom are elected PSRS
active members, one an elected active member of NTRS and
three persons appointed by the Governor, one of whom must
be aretired member of either PSRSor NTRS.

Thefundsof thetwo systemsareinvested in conjunction with
each other but each system retainstitleto itsown investments.
Each system’s assets may be used only for the payment of
benefits to the members of the separate system in accordance
with the statutes governing that system.

The Public School Retirement System

The Public School Retirement System of Missouri (PSRS) isa
mandatory cost-sharing multiple employer retirement system
for al full-time certificated employees and certain part-time
certificated employeesof al public school districtsin Missouri
(except the school districts of St. Louisand Kansas City) and
all public community colleges. The system also includes
certificated employees of PSRS, Missouri State Teachers
Association, Missouri State High School Activities
Association, and certain employees of the State of Missouri
who elected to remain covered by PSRS under legislation
enacted in 1986, 1987 and 1989.

PSRS was established as an independent trust fund by an Act
of the Missouri General Assembly effective August 1, 1945.
Statutes governing theretirement system arefound in Sections
169.010-169.141 and Section 169.560-169.595 RSMo. Itisa
defined benefit plan providing service retirement, death and

disability benefits to its members. Members are vested for
serviceretirement benefits after accruing 5 yearsof creditable
service. Individuals who are (a) at least age 60 and have a
minimum of 5 yearsof service, (b) have 30 yearsof service, or
(c) qualify for benefits under the “Rule of 80" (service credit
and agetotal at least 80) are entitled to a monthly benefit for
life, whichisca culated using a2.5% formulafactor. Beginning
July 1, 2001, and ending June 30, 2008, a2.55% formulafactor is
used to calculate benefits for members who have 31 or more
yearsof service. Actuarially age-reduced benefitsareavailable
for memberswith 5to 24.9 yearsof serviceat age 55 or with 25
yearsof service (if not yet age 55). Memberswho arelessthan
age 55 and who do not qualify under the* Rule of 80" but have
between 25 and 29.9 years of credit may retire with a lesser
benefit formulafactor during awindow that will close duly 1,
2003. Annual cost-of-living adjustments (COL As) areprovided
for eligible service and disability retirees and for surviving
beneficiaries receiving payments under optional retirement
plans, up to alifetime maximum of 80% of the original benefit
amount.

Contributions— PSRS memberswere required to contribute
10.5% of their annual covered salary during both fiscal years.
The employing districts were required to match the
contributions made by employees. The contribution rateisset
each year by the Board of Trustees upon the recommendation
of the independent actuary within the maximum contribution
limit set in Section 169.030 RSMo. Administrative costs are
financed through investment earnings. Contributions for
employees of the State of Missouri were made by the statein
accordance with the actuarially determined contribution rate
needed to fund current costs and prior service costs of state
employeesasauthorized in Section 104.342.8 RSMo.

Members— The number of PSRS membership and benefit reci pients served by the system at June 30 was:

Retirees and beneficiaries receiving benefits
I nactive members entitled to but not yet receiving benefits
Activemembers: Vested

Non-vested

Total active members
Other inactive members
Total

2002 2001

30,865 20,234
4,588 4,203

50,489 49,471

23,184 23,217
73,673 72,688
4,788 4,727
113,914 110,852

Employers— PSRS had 546 contributing employers during 2002 and 548 during 2001.
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The Non-Teacher School Employee Retirement

System

The Non-Teacher School Employee Retirement System of
Missouri (NTRS) isamandatory cost-sharing multiple employer
retirement systemfor al public school district employees (except
the schoal districts of St. Louis and Kansas City), employees
of the Missouri Association of School Administrators, and
community college employees (except the Community College
of St. Louis). Employees of covered districts who work 20 or
more hours per week on a regular basis and who are not
contributing members of the Public School Retirement System
of Missouri (PSRS) must contribute to NTRS. Employees of
PSRS who do not hold Missouri teaching certificates also
contributeto NTRS.

NTRSwas established asatrust fund by an Act of the Missouri
General Assembly effective October 13, 1965. Statutes
governing theretirement system are found in Sections 169.600
- 169.715 and Sections 169.560-169.595 RSMo. The statutes
placeresponsibility for the operation of NTRS onthe Trustees
of the Public School Retirement System.

NTRS is a defined benefit plan providing service retirement
and disability benefitsto itsmembers. Membersare vested for
serviceretirement benefits after accruing 5 years of creditable
service. Individuals who are (a) at least age 60 and have a
minimum of 5 yearsof service, (b) have 30 yearsof service, or

PSRSINTRS

(c) qualify for benefits under the “ Rule of 80" (service credit
and age total at least 80) are entitled to a monthly benefit for
life, whichiscaculated using a1.61% formulafactor. Beginning
July 1, 2001, members qualifying for “Rule of 80" or “30and
out” are entitled to a temporary .8% benefit multiplier until
reaching minimum Socia Security age (currently age 62).
Actuarialy age-reduced retirement benefitsare availablewith
5yearsof serviceat age’55. Memberswho arelessthan age 55
and who do not qualify under the “Rule of 80" but have
between 25 and 29.9 years of credit may retire with alesser
benefit formulafactor during awindow that will close July 1,
2003. Annua cost-of-living adjustments (COLAS) up to a
lifetime maximum of 80% of the original benefit amount are
provided for eligible service and disability retirees and for
surviving beneficiaries receiving payments under optional
retirement plans.

Contributions— NTRS memberswere required to contribute
5.0% of their annual covered salary during 2002 and 4.5% during
2001. The employing districts were required to match the
contributions made by their employees. The contribution rate
is set each year by the Board of Trustees upon the
recommendation of the independent actuary within the
contribution restrictions in Section 169.620 RSMo.
Administrative costs proportional to its membership size are
reimbursed by NTRSto the Public School Retirement System
and are financed through investment earnings.

Members— The number of NTRS membership and benefit recipients served by the system at June 30 was:

Retirees and beneficiaries receiving benefits
I nactive members entitled to but not yet receiving benefits
Activemembers: Vested

Non-Vested

Total activemembers
Other inactive members
Total

2002 2001

14,270 13,673
2,768 2,498

20,181 19,022

26,547 26,495
46,728 45,517
13,145 11,493
76,911 73,181

Employers— NTRShad 536 contributing employers during 2002 and 535 during 2001.
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Note 2 — Summary of Significant Accounting
Policies

Basis of Accounting — The financia statements of both
systemswere prepared using the accrual basis of accounting.
For both systems, member and employer contributions are
required by state statute and are recognized in the period in
which the employee services are performed. Benefits and
refunds are recognized when due and payable in accordance
with the statutes governing the systems. Expenses are
recognized when the liability isincurred, regardless of when
payment ismade.

Cash — Cash includes cash on hand, demand deposits, and
short-terminvestmentswith original maturitiesof threemonths
or less from the date of acquisition.

Receivables— Receivables consist primarily of contributions
owed and yet to be remitted by the employing districts, pending
investment trades and interest and dividends payable to the
systems as of the end of each fiscal year.

Method Used to Value Investments — Investments are
reported at fair value on atrade date basis. Securities traded
oninternational exchangesarevalued at thelast 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 for similar instruments.
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Investments that do not have an established market are
reported at estimated fair value.

Fixed Assets — The building and most other fixed assets are
owned by PSRS and are stated at cost less depreciation
accumulated since acquisition. The stated value does not
purport to represent replacement or realized value. Costs of
major additionsand improvementsare capitalized. Expenditures
for maintenance and repairs are charged to operations as
incurred. Depreciation is calculated using the straight-line
method, with estimated livesranging from threeto forty years
inthe following major classes: computers and software, three
years; vehicles, five years; equipment, five years; building
and land improvements, fifteen years; building, forty years.

NTRS owns office equipment purchased before 1997 and
followsthe sameguidelinesfor depreciation. NTRSreimburses
PSRS for the use of fixed assets used by the two systemson a
proportional basis. The amount of this reimbursement was
$223,160in 2002 and $226,639in 2001.

Capital Lease—PSRSentered into athree-year |ease agreement
during 2001-2002 for acolor copier. Thisagreement qualifies
as acapital lease for accounting purposes, and therefore, has
been recorded at the lower of fair market value or the present
value of the future minimum lease agreement. The future
minimum lease obligation and the net present value of these
payments as of June 30, 2002 was $19,619.

Note 3 — Designations of Net Assets Held in Trust for Pension Benefits

The systems designate the net assets held in trust for pension benefits for specific purposes:

PSRS

2002 2001

Designated for Members' Contributions (Member Reserves) —

Accumulation of active and terminated member contributions plusinterest.

Designated for the Payment of Benefitsto Present Retirees —

$ 4,366,500,583 $ 4,141,256,015

10,588,268,955 9,503,551,714

Transfersfrom Member Reserves at retirement and an actuarialy
determined transfer from Operating Reservesto fund the system’s
obligation for benefit payments and cost-of-living adjustments to current

retirees and beneficiary recipients.

Designated for Additional Deposit Annuities — Accumulation of the

1,276,650 1,369,729

additional deposits over and above the contributions required by law.
Defined contribution annuity payments are made to current retirees

fromthisreserve.

Designated for Operating Expenses/Benefits to Future Retirees

4,447,430,710 6,537,511,175

(Operating Reserves) — Accumulation of employer contributions and
investment income used to fund future benefit payments, interest on member
accounts and administration and maintenance expenses of the system.

Net Assets Held In Trust For Pension Benefits

$19,403,476,898 $20,183,688,633
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NTRS

Designated for Members' Contributions (Member Reserves) —

PSRS/INTRS

2002 2001

$ 341,393,112 $ 303,324,367

Accumulation of active and terminated member contributions plus interest.

Designated for the Payment of Benefitsto Present Retirees—

Transfers from Member Reserves at retirement and an actuarialy
determined transfer from Operating Reserves to fund the system’s
obligation for benefit payments and cost-of-living adjustments to current
retirees and beneficiary recipients.

Designated for Operating Expenses/Benefitsto Future Retirees
(Operating Reserves) — Accumulation of employer contributions and

651,294,735 565,125,714

592,329,375 741,595,084

investment income used to fund future benefit payments, interest on member

accounts and administration and maintenance expenses of the system.

Net Assets Held In Trust For Pension Benefits

Note 4 — Deposits and Investments

Deposits — Cash balances include short-term securities held
by the custodial bank to meet future system obligations and
operating balances held by the depository banks.

At June 30, 2002, the NTRS carrying amount of depositsat the
depository bank was ($483,854) and the bank balance was $0.
Since the bank balance was $0, no amount wasrequired to be
collateralized. To maximizeinvestment income, thefloat caused
by outstanding checks was invested in overnight repurchase
agreements, thus causing the negative book balance. These
overnight repurchase agreements arereflected on the Schedule

The following are the balances of these accounts at June 30:

$1,585,017,222 $1,610,045,165

of Investmentsin Note 4.

At June 30, 2002, the PSRS carrying amount of depositsat the
depository bank was $7,691,766 and the bank balance was
$8,631,549. Of the bank balance, $100,000 was covered by
federal depository insurance. The remaining $8,531,549 was
collateralized with securities held by the pledging financial
institution’s trust department or agent in the system’s name.

The deposits held by the custodial bank arein a pooled short-
term investment fund which are not required to be categorized.

2002 2002 2001 2001
Book Bank Book Bank
PSRS
Depository Bank $ 7,691,766 $ 8,631,549 $18,443,621 $ 19,943,690
Custodial Bank 17,050,171 17,050,171 23,929,749 23,929,749
NTRS
Depository Bank $ (483,854) $ - $ (561,288) $ -
Custodial Bank 15,484,060 15,484,060 15,009,127 15,009,127

Authorization of Investments — Funds for both systems that are in excess of a safe operating balance are invested by the
investment agents under policies and procedures established by the Board of Trustees. Chapter 160.040 RSMo, as amended
effective August 13, 1984, authorizes any investment which a prudent person acting in alike capacity and familiar with similar
matterswould usein the conduct of an enterprise of alike character and with likeaims. Any personwith fiduciary responsibility
with respect to the retirement systems is covered by this“prudent person” rule.
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Categories of Custodial Credit Risk — The Governmental
Accounting Standards Board Statement No. 3 requires
disclosure of custodial credit risk. Investmentsare categorized
into three categories of credit risk. Category 1 includes
investments that are insured or registered or for which the
securitiesare held by the systems’ custodial agent inthe name
of each system. Category 2 includes uninsured and
unregistered investments for which the securities are held by

investments, which are held by the custodial agent, but not in
the systems' names.

A security for purposesof credit risk disclosureisatransferable
financial instrument that evidences ownership or creditorship.
“Securities’ do not include investments made in open-end
pooled funds or securities on loan to broker-dealers under the
security lending program. Such investments are shown as

the counterparty’s trust department or agent in the name of | “not categorized.”
each system. Category 3 includesuninsured and unregistered
PSRS
June 30, 2002 June 30, 2001
Category 1 Investments
Municipals $ 25,823,585 $ 23,801,498
FHA/VA Mortgages 4 4
US Government & Agencies Securities 2,971,050,622 2,565,148,571
Domestic Fixed Income 1,855,212,610 2,102,248,871
Domestic Equities 3,842,849,118 4,113,335,861
International Equities 1,846,095,450 1,718,310,916
REITS 7,151,282 5,732,258
Treasury bonds, notes & bills 13,715,004
Commercia Paper 171,937,755
Category 2 Investments
Repurchase Agreements 3,031,159 2,245,263

Investments Not Categorized
L oaned Under The Securities Lending Program
U.S. Governmental and Agencies Securities

1,891,637,043

1,147,387,313

Domestic Corporate Fixed Income Securities 108,977,020 39,350,030
Domestic Equities 140,314,016 137,216,706
International Equities 498,974,486 429,229,273
Pooled Funds
Domestic Corporate Fixed Income Securities 2,981,877,088 3,737,736,549
Domestic Equities 2,609,347,495 3,454,545,423
International Equities 429,161,248 626,252,982
Money Market Fund 597,913,307 82,929,921
Total Investments 19,809,415,533 20,371,124,198

Security Lending Collateral (not categorized)
Totd

Reconciliation to Satement of Plan Net Assets
Number from Above
Less:
Security Lending Collateral
Repurchase Agreements reported as cash
Investments per Statement of Plan Net Assets

2.639,902,565

$22,449,318,098

1,753,183,322

$22,124,307,520

$22,449,318,098

(2,639,902,565)

(3.031.159)

$22,124,307,520

(1,753,183,322)

(2.245.263)

$19,806,384,374

$20,368,878,935




NTRS

Category 1 Investments
Municipals
US Government & Agencies Securities
Domestic Fixed Income
Domestic Equities
International Equities
REITS
Treasury bonds, notes & bills
Commercia Paper

Category 2 Investments
Repurchase Agreements

Investments Not Categorized
Loaned Under The Securities Lending Program
U.S. Governmental and Agencies Securities
Domestic Fixed Income
Domestic Equities
International Equities
Pooled Funds
Domestic Corporate Fixed Income Securities
Domestic Equities
International Equities
Money Market Fund
Total Investments
Security Lending Collateral (not categorized)
Total

Reconciliation to Statement of Plan Net Assets
Number from Above
Less:
Security Lending Collateral
Repurchase Agreements reported as cash
Investments per Statement of Plan Net Assets

FINANCIAL SECTION

June 30, 2002

$ 1,900,090
244,178,254
152,669,981
305,201,010
151,151,005

543,938

1,772,062

144,486,109
6,106,250
19,109,857
36,551,581

252,537,135
211,282,891
33,411,917
45,313,635

1,606,215,715
206,253,796

$ 1,812,469,511

$ 1,812,469,511

(206,253,796)
(1,772,062)

$ 1,604,443,653
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June 30, 2001

$ 1,764,086
219,928,142
172,591,204
306,786,299
138,822,195

412,716
1,768,223
17,757,235

2,397,203

71,513,114

3,329,160
20,404,261
34,679,716

295,617,924
279,189,473
48,469,248

1,615,430,199
129,926,251

$ 1,745,356,450

$ 1,745,356,450

(129,926,251)
(2,397,203)

$ 1,613,032,996

Derivatives— Theretirement systems are partiesto certain financial investmentswith off-bal ance sheet risk used in the normal
course of businessto generate earnings and reduce exposure to fluctuationsin market conditions. International security manag-
ers are authorized to engage in forward contracts to exchange different currencies at a specified date and rate. These forward
contractsinvolve elements of custodial and market risk in excess of the amount recognized in the Statement of Plan Net Assets.
The forward exchange contracts purchased/sold in effect at June 30 are shown below.

2002 Purchase Value Fair Value
PSRS $ 48,081,909 $ 46,619,698
NTRS 3,273,569 3,159,186
2001 Purchase Value Fair Value
PSRS $ 54,761,282 $ 53,935,159
NTRS 4,528,267 4,459,761
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The retirement systems al so participate in three pooled index
funds that use off-balance-sheet financing instruments. The
derivativesin the S& P 500 Index Fund are S& P 500 futures
and thosein the Russell 1000 Value Fund are S& PBarraValue
futures, both of which are used to accommodate cash flows
and to equitize receivableswhile maintaining tight tracking to
theindex. The derivativesin the developed country portion
of theACWI World ex-US Fund are alsoindex futures used for
the same purposes as in the domestic equity fund. In some
emerging market countries, equity swaps are used to achieve
part of the exposure. As of June 30, 2002, these off-balance-
sheet financial instruments comprised 1.02% of the $64.4 billion
S& P 500 Index Fund, 0.94% of the $15.1 billion Russell 1000
Value Fund, and 0% of the $3.6 billion Bond Market |ndex.
PSRS' participation in these funds was 3.61%, 13.28%, and
5.88%, respectively. The NTRS exposure was 0.25%, 1.34%,
and 1.67%.

On June 30, 2001, off balance sheet financia instruments
comprised 1.02% of the $64.4 billion S& P500 I ndex Fund, 0.84%
of the $5.1 billion Russell 1000 Value Fund, and 1.42% of the
$10.6 billion ACWI World ex-USFund. PSRS participationin
thesefundswas 3.61%, 13.28%, and 5.88%, respectively. The
NTRS exposurewas 0.29%, 1.05%, and 0.46%.

Neither the percentages of participation in the funds nor the
funds' exposureto derivatives differed substantially from the
June 30 figures throughout either year.

Security Lending Activity — Under the “prudent person”
authority of the governing statutes and in accordance with
the policies set by the Board of Trustees, the systems lend
securities to broker-dealers and banks pursuant to a form of
loan agreement. Thesystems' custodial bank isauthorized to
lend available securitiesto approved broker-deal ers and banks
subject to the receipt of acceptable collateral.

Duringthefiscal year, the systems|lent securitiesand received
cash (both U.S. and foreign currency), securities issued or
guaranteed by the U.S. government or its agencies, sovereign
debt of foreign countries, and irrevocable bank letters of credit
ascollateral. Thesystemsdid not havetheability to pledge or
sell noncash collateral absent borrower default. Borrowers
wererequired to deliver collateral for eachloan equa to: (1) in
the case of loaned securities denominated in U.S. dollars or
whose primary trading market was|ocated in the United States,
or sovereign debt issued by foreign governments, 102% of
the fair value of the loaned securities; and (2) in the case of
loaned securities not denominated in U.S. dollars or whose
primary trading market was not located in the United States,
105% of thefair value of theloaned securities.

The systems did not impose any restrictions during the fiscal
year on the amount of the loans that the custodial bank made
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on their behalf. There were no failures by any borrowers to
return loaned securities or pay distributions thereon during
theyear. Therewere no losses during the year resulting from
adefault of the borrowers or the custodial bank.

The systems and borrowers each maintained the right to
terminate all securities lending transactions on demand. The
cash collateral received on each loan was invested; together
with the cash collateral of other qualified tax-exempt plan lenders
in acollectiveinvestment pool. The average duration of such
investment pool asof June 30, 2002 was 64 daysand an average
weighted maturity of 405 days. Because the loans were
terminable at will, their duration did not match the duration of
the investments made with cash collateral. On June 30, 2002
the systems had no credit risk exposure to borrowers because
the amounts the systems owed the borrowers exceeded the
amounts the borrowers owed the systems.

The collateral held (including both cash collateral recognized
inthe" Statement of Plan Net Assets” and non-cash collateral)
and the fair values of securities on loan for PSRS were
$2,794,103,529 and $2,730,606,557 for June 30, 2002 and
$1,703,681,787 and $1,655,307,037 for June 30, 2001. Net security
lending incomewas $18,054,982 for the 2001-2002 fiscal year
and $12,156,898 for the 2000-2001 fiscal year.

The collateral held (including both cash collateral recognized
inthe" Statement of Plan Net Assets’ and non-cash collateral)
and the fair values of securities on loan for NTRS were
$218,847,435 and $214,114,461 for June 30, 2002 and
$167,706,214 and $141,284,215for June 30, 2001. Net security
lending income was $1,402,110 for the 2001-2002 fiscal year
and $1,066,220 for the 2000-2001 fiscal yesr.

Thecollectiveinvestment pool inwhich the collateral received
from security lending loans is invested has the following
characteristics. Thefair value of the investments held by the
pooled fund isbased upon valuations provided by arecognized
pricing service. Because the pooled fund does not meet the
reguirements of Rule 2a-7 of the Investment Company Act of
1940, thefund’sinvestmentsarevalued at fair market valuefor
reporting purposes. The pooled fund is not registered with
the Securities and Exchange Commission.

Thecustodial bank and, consequently, theinvestment vehicles
it sponsors (including the pooled fund) are subject to the
oversight of the Federal Reserve Board and the M assachusetts
Commissioner of Banks. Thefair valueof the systems' position
in the pooled fund is not the same as the value of the fund
shares. The systems had no involuntary participation in an
external investment pool through this fund and no income
from one fund was assigned to another fund by the custodial
bank during either fiscal year.
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Note 5 — Additional Deposits Program

Section 169.035 RSMo provides for an additional deposits
program for PSRS members. Members may make payments
above the required defined benefit contribution amount to the
retirement system in order to provide a monthly annuity at
retirement based on the total of the deposits and interest.

This annuity is in addition to the defined benefit alowance
provided by the system. Contributionsto the program aretax-
sheltered. Asof September 1, 1996 new depositstotheprogram
werelimited to memberscurrently with depositsin the program.
No additional deposits were made during 2001-2002. The
deposits and interest of the two members who have not yet
retired totaled $5,276 as of June 30, 2002.

The deposits to the program are included in the investment
program of the PSRS defined benefit plan. The additional
deposits program’s basi s of accounting and the asset valuation
areidentical to the defined benefit plan.

Note 6 — Retirement Plans
Section 401 (a) Defined Benefit Plan

All full-time retirement system employees holding a valid
Missouri teaching certificate are covered by PSRS. All other
eligibleemployeesaremembersof NTRS. Both systemsprovide
retirement and disability benefits, annual cost of living
adjustments and death benefits to plan members and
beneficiaries. Chapter 169 RSMo contains the statutory
provisions of both systems.

PSRS memberswererequired to contribute 10.5% of their annual
covered salary during both years. PSRS, asthe employer, was
required to match that amount. The contribution rate is
established and may be amended by the Board of Trustees.
Employer contributionsto PSRStotaled $30,121 for the 2001-
2002 fiscal year and $46,644 for 2000-2001. Theamountsfor
these years are equal to the required contributions.

NTRS memberswere required to contribute 5% of their annual
covered salary during 2001-2002 and 4.5% during 2000-2001.
PSRS, as the employer, was required to match that amount.
The contribution rate is established and may be amended by
the Board of Trustees. Employer contributions to NTRS
totaled $174,859 for the 2001-2002 fiscal year and $132,876 for
2000-2001. The amounts for these years are equal to the
required contributions.

Section 457 Deferred Compensation Plan

A Section 457 deferred compensation planisa so administered
to provide additional retirement benefits for employees.
Participationinthisplanisvoluntary. Thelevel of contributions
iselected by the employee, subject to limitationsof IRC Section
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457. The system matches the employee contributionsup to a
set maximum. For membersof PSRS, the system will match up
to $50 per month. For membersof NTRS, the systemwill match
$50 plus 0.52% of salary per month. Members immediately
vest in the matching contributions. Employer matching
contributionstotaled $60,132 for the 2001-2002 fiscal year and
$62,189 for the 2000-2001 fiscal year.

Maintenance of individual member accounts and custody of
assets have been contracted to a third party administrator and
investment custodian. Member contributions are sent directly
to the third party administrator by the system. Members can
self-direct investments of their contributions and their
respective share of matching contributions in a number of
investment options. Because the system does not hold the
plan’s assets and does not have significant administrative
responsihilities, the plan’s assets and changes in net assets
are not reported in the systems' financial statements.

Note 7 — Risk Management

The retirement systems are exposed to various risks of loss
related to natural disasters, errorsand omissions, loss of assets,
torts, etc. The systems have chosen to cover such losses
through the purchase of commercial insurance. There have
been no material insurance claimsfiled or paid during the past
three years.

The systems have a disaster recovery plan that provides for
continued computer operations at a remote location should
the retirement office be unavailablefor normal operations.

Note 8 — Commitments and Contingencies

PSRS was committed to the future purchase of investments at
a cost of $1,069,508,913 on June 30, 2002 and to the future
purchase of $801,538,387 in investments on June 30, 2001.
NTRS had investment commitments of $86,757,917 on June 30,
2002 and $73,286,180 on June 30, 2001.

Certainlegal proceedingsare pending against PSRSand NTRS
arising from normal activities. Although unableto predict the
outcome of these matters, the Systemsbelievethefina outcome
of these actions will not have amaterial adverse effect on the
Systems' financia statements.

Note 9 — Subsequent Events

The Systems suffered a decline in the market value of
investments subsequent to June 30, 2002. As of August 30,
2002, the market value of the assets of PSRS has declined
approximately $580.0 million, or 2.9%. Themarket value of the
assetsof NTRS hasdeclined $46.6 million, or 2.9%. Thisdecline
in market value of investments is primarily the result of
continued worldwide economic slowdown.
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Schedules of Funding Progress

Required Supplementary Information

Public School Retirement System
(Dollar amount in thousands)

Actuarial Actuarial Actuarial Accrued Unfunded Funded Covered UAAL asa

Valuation Value of Liability (AAL)— AAL (UAAL) Ratio Payroll % of Covered
Date Assets (a) Entry Age (b) (b-a) (a/b) (©) Payrall ((b-a)/c)

6/30/1997 $ 13,099,219 $ 12,449,178* $ (650,041) 105.2% $ 2,427,429 (26.8%)
6/30/1998 14,979,358 14,471,0492 (508,309) 103.5% 2,577,594 (19.7%)
6/30/1999 17,209,870 16,373,1443 (836,726) 105.1% 2,690,007 (31.1%)
6/30/2000 19,437,223 18,279,113* (1,158,110) 106.3% 2,836,062 (40.8%)
6/30/2001 21,146,294 21,282,203% 135,909 99.4% 2,982,051 4.6%
6/30/2002 $22,236,105 $23,333,937°¢ $ 1,097,832 95.3% $ 3,213,461 34.2%

1 Assumptions used to calculate salary growth and COLA increases for retirees were revised.

2 |_egislative improvements to the benefit formulaand to retirees’ benefits added $1.1 billion to the AAL.

3 Legidative improvement to age of eligibility (“rule of 80") and an ad hoc benefit increase to retirees added $982.5 million to the AAL.
4 Legidlative improvements to benefits added $643 million to the AAL.

5 Legidlative improvements to benefits added $630.3 million to the AAL . Assumptions were also revised.

6 There were no legidative changesin fiscal year 2002.

Non-Teacher School Employee Retirement System
(Dollar amounts in thousands)

Actuarial Actuarial Actuarial Accrued Unfunded Funded Covered UAAL asa
Valuation Value of Liability (AAL)— AAL (UAAL) Ratio Payroll % of Covered
Date Assets (a) Entry Age (b) (b-a) (a/b) (©) Payrall ((b-a)/c)

6/30/1997 $ 1,001,035 $ 964,212! $  (36,823) 103.8% $ 556,534 (6.6%)
6/30/1998 1,150,311 1,036,347 2 (113,964) 111.0% 616,303 (18.5%)
6/30/1999 1,335,308 1,168,511 3 (166,797) 114.3% 685,272 (24.3%)
6/30/2000 1,522,660 1,395,300¢ (127,360) 109.1% 735,400 (17.3%)
6/30/2001 1,686,242 1,636,076 ° (50,166) 103.1% 814,158 (6.2%)
6/30/2002 $ 1,810,619 $ 1,855,982° $ 45,363 97.6% $ 895,420 5.1%

1 Assumptions used to calculate salary growth and COLA increases for retirees were revised.

2 | egidativeimprovementsto thelifetime COLA limit, 25 and out benefit eligibility window, and an ad hoc benefit increase
for retirees added $13.7 million to the AAL.

8 Legidative improvements to the benefit formulaand to retirees’ benefits added $80.3 million to the AAL.

4 Legidative improvements to benefits added $80.3 million to the AAL.

5 Legidative improvements to benefits added $126.4 million to the AAL. Assumptions were also revised.

5 Therewereno legislative changesin fiscal year 2002.

See accompanying Independent Auditors' Report.
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Schedules of Employer Contributions

Required Supplementary Information

Public School Retirement System

Year Ended Annual Required Per centage

June 30 Contribution (ARC) Contributed
1997 $ 251,957,622 100%
1998 273,125,719 100%
1999 287,698,736 100%
2000 304,944,352 100%
2001 324,525,673 100%
2002 $ 340,000,556 100%

Non-Teacher School Employee Retirement System

Year Ended Annual Required Per centage

June 30 Contribution (ARC) Contributed
1997 $ 24,393,542 100%
1998 27,315,729 100%
1999 30,012,859 100%
2000 34,185,605 100%
2001 37,500,243 100%
2002 $ 45,773,119 100%

Notes to the Schedules of Trend Information
The information presented in the required supplementary schedules was determined as
part of the actuarial valuation at the dates indicated. Additional information as of the
latest actuarial valuation follows:

Valuation date June 30, 2002
Actuarial cost method Entry AgeNormal
Amortization method/Approach Level Percent, Open
Remaining amortization period

PSRS 30 years (1)

NTRS 30 years (2)
Asset valuation method 5-year smoothed market

Actuarial Assumptions:

Investment rate of return 8.0%
Projected salary increases*
PSRS 5.0 - 10.0%
NTRS 5.0 - 10.0%
*|ncludesinflation at 3.5%
Cost-of-living adjustments 3.5%

(1) 30 year amortization assumes an ARC rate of 22.22% for fiscal year 2003.
The maximum statutory contribution rate at June 30, 2002 was 23%.

(2) 30 year amortization assumes an ARC rate of 10.80% for fiscal year 2003.
The maximum statutory contribution rate at June 30, 2002 was 10%.

See accompanying Independent Auditors' Report.
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Schedule of Administrative Expenses

for the year ended June 30, 2002

PSRS NTRS TOTAL

Personal Services $ 2,499,694 $ 1,532,910 $ 4,032,604
Professional Services
Actuarial 52,518 30,198 82,716
Audit 18,980 12,870 31,850
Computer Consultants 29,460 18,835 48,295
Insurance Consultant 3,660 2,340 6,000
L egislative Consultant 18,961 12,123 31,084
Legal Expenses 36,580 10,654 47,234

Total Professional Services 160,159 87,020 247,179
Communications
Information and Publicity 372,053 254,379 626,432
Postage 62,722 48,128 110,850
Printing 45,447 59,931 105,378
Staff Field 24,128 14,645 38,773
Telephone 65,148 41,652 106,800

Total Communications 569,498 418,735 988,233
Miscellaneous
Building and Utilities 89,289 57,088 146,377
Board of Trustees 33,960 21,711 55,671
Insurance 64,391 41,168 105,559
Office 183,362 118,536 301,898
Staff Development 67,695 42,342 110,037
Miscellaneous 90,607 29,460 120,067

Total Miscellaneous 529,304 310,305 839,609
Charge For Use of Fixed Assets - 223,160 223,160
Depreciation Expense 680,838 2,020 682,858
Total Administrative Expenses

$ 4,439,493

See accompanying Independent Auditors' Report.

$ 2,574,150

$ 7013643




FINANCIAL SECTION PSRS/INTRS
Schedule of Investment Expenses
for the year ended June 30, 2002
PSRS NTRS TOTAL
Investment Management Expenses
U S Equity $ 10,884,270 $ 822,156 $ 11,706,426
International Equity 6,786,613 510,820 7,297,433
U SFixed Income 3,705,475 279,976 3,985,451
Total Investment Management Expenses 21,376,358 1,612,952 22,989,310
Investment Consultant Fees 310,000 23,333 333,333
Custodial Bank Fees 1,239,750 123,767 1,363,517
Investment Staff Expenses 341,173 215,739 556,912
Total Investment Income Expenses $ 23,267,281 $ 1,975,791 $ 25,243,072
Security Lending Expenses
Agent Fees $ 4,142,698 $ 313,547 $ 4,456,245
Broker Rebates 40,105,474 2,973,883 43,079,357
Total Security Lending Expenses $ 44,248,172 $ 3,287,430 $ 47,535,602

See accompanying Independent Auditors' Report.

35




36 PSRSINTRS FINANCIAL SECTION

Schedule of Professional/Consultant Fees
for the year ended June 30, 2002

PSRS NTRS TOTAL
Actuaria services $ 52,518 $ 30,198 $ 82,716
Legal counsel 36,580 10,654 47,234
Financial audit 18,980 12,870 31,850
Legidative consulting 18,961 12,123 31,084
Technology consulting 29,460 18,835 48,295
Insurance consulting 3,660 2,340 6,000
Total $ 160,159 $ 87,020 $ 247,179

See accompanying Independent Auditors' Report.



