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STATE OF OHIO 35 North Fourth Street, 1%
Floor

OFFICE OF THE AUDITOR Columbus, Ohio 43215
JIM PETRO, AUDITOR OF STATE Telephone 614-466-4514
800-282-0370
Facsimile 614-728-
7398

www.auditor.state.oh.us

To the Board of Trustees

Public Employees Retirement System of Ohio
277 Town Street

Columbus, Ohio 43215-4642

We have reviewed the Independent Auditor's Report of the Public Employees Retirement System
of Ohio, Franklin County, prepared by Deloitte & Touche, for the audit period January 1, 2000
through December 31, 2000. Based upon this review, we have accepted these reports in lieu of
the audit required by Section 117.11, Revised Code. The Auditor of State did not audit the
accompanying financial statements and, accordingly, we are unable to express, and do not
express an opinion on them.

Our review was made in reference to the applicable sections of legislative criteria, as reflected by
the Ohio Constitution, and the Revised Code, policies, procedures and guidelines of the Auditor
of State, regulations and grant requirements. The Public Employees Retirement System of Ohio
is responsible for compliance with these laws and regulations.

JIM PETRO
Auditor of State

June 28, 2001
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Certificate of

Achievement

for Excellence
in Financial
Reporting

Presented to

Public Employees
Retirement System of Ohio

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
December 31, 1999

A Certificate of Achievermnenl fer Excellence in Fmancial
Heporting s prasented by the Governtment Finanee Officers
Aszoclation of the United States and Canada to
goverrmnent urits and public employes retirernant
sustems whose compreiensive annoaal finarcial
reports HCAFRS) achieve the highest
stancdards in governmant accounting
and fanciat reporting,

j@ W

ecutive Diractor




Public Pension Coordinating Council
Public Pension Principles

2000 Achievement Award

Presented to

Public Employees Retirement System of Ohio

In recognition of instituting professicnal standards for public
cmployee retirement systems as established by the Public Pension Principles.

Presented by the Public Pension Coordinating Council, a confederation of
Government Finance Officers Assoclation (GFOA)
National Association of State Retirement Administrators (NASRA)
National Conference on Public Employee Relirement Systems (NCPERS)
National Council on Teacher Retirement (NCTR)

/ﬂﬁl‘] L

Michael L. Mory
Chaimman
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The Retirement Board

Elected Members

CharlieAdkins
Representing Collegeand
University Employees

Ronald C. Alexander
Representing State Employees

LarryD. Black
Representing Miscellaneous Employees

Sharon M. Downs
Representing Retirees

BarbaraJ. Thomas
Representing County Employees

Ken Thomas
Representing Municipal Employees

Statutory Members
C. Scott Johnson
Director
Adminidrative Services

Betty D. Montgomery
Attorney Genera

Jim Petro
Auditor of State

The Retirement Board isthe governing body of PERS, with responsibility for administration and manage-
ment. Six of the ninemembersare elected by the groupsthey represent: retirees; employeesof the state;
employeesof counties; employeesof municipalities; non-teaching employeesof state collegesand universities;
and miscellaneousemployees. TheDirector of Administrative Services, Attorney Generd, and theAuditor of
State are statutory members.

The Retirement Board appointsthe Executive Director, an actuary, and other employees necessary for the
transaction of business. The Board meetsmonthly and receives no compensation, but isreimbursed for neces-
sary expenses. By law, the State Treasurer is custodian of thefunds of PERS.




Oorganizational Structure
ADVISORS: AURITORS: .

. . Columbus, Ohio

Gabriel, Roeder, Smith & Company .

Detroit, Michigan (Under contractwiththe
Auditor of State)

Performance Evaluation —

Capital Resources RETIREMENT

Wayne, Pennsylvania Bo ARD

Asset Allocation and

Investment Policy Advisors
to the Retirement Board —
Ennis Knupp & Associates
Chicago, IL

EXECUTIVE DIRECTOR
Laurie Fiori Hacking

Director

Benefits Administration

Information Technology
Danny L. Drake

Blake W. Sherry

.
Director Irector
Finance Investments
Mark Snodgrass Neil V. Toth
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Letter of Transmittal

277 East Town Street Columbus, Ohio 43215-4642

Public Employees Retitement System of Ohio
(614) 466-2085  1-800-222-PERS (7377)
WWW.0pers.org

. April 27, 2001
Dear Chair and Members of the Board:

It is our privilege to submit to you the Comprehensive Annual Financial Report (CAFR) for the Public Employees
Retirement System of Ohio for the fiscal year ended December 31,2000. Responsibility for both the accuracy of the
data, and the completeness and fairness of the presentation, rests with the management of the System. We believe this
report reflects a careful stewardship of the System's assets and dedicated service to our members and our retirees.

The State Employees Retirement System was established January 1, 1935 to make available a secure means to provide
retirement for employees of the State of Ohio. In 1938 the System expanded to include employees of counties,
municipalities, health departments and park and conservancy districts. At that time the name was changed to the
Public Employees Retirement System of Ohio (PERS). Membership was made optional for elected officials in 1941.
Survivor benefits were made part of the PERS benefit structure in 1951. From 1935 to the present the System has
experienced continuous growth and provided benefit enhancements.

Participating employers are divided, for actuarial purposes, into state, local government and law enforcement divi-
sions. A complete description of membership in PERS is contained in the Plan Statement on page 68. PERS provides
retirement, disability and survivor benefit protection for thousands of public employees throughout the state. Em-
ployees, along with their employers, pay into the System during their working years. PERS, in turn, pays benefits to
these members throughout their retirement, and to qualified beneficiaries upon a member's or retirees death. For
additional information on benefits available, see the Plan Statement on page 68.

This CAFR is divided into six sections: (1) an Introductory Section, which contains the administrative organization,
the Certificate of Achievement for Excellence in Financial Reporting, the Public Pension Coordinating Council Achieve-
ment Award and a letter of transmittal; (2) a Financial Section, which contains the report of the Independent Auditors,
the financial statements of the system and certain required supplementary information; (3) an Investment Section,
which contains a report on investment activity, investment policies, investment results, and various investment
schedules; (4) an Actuarial Section, which contains an Actuary's Certification Letter and the results of the annual
actuarial valuation; (5) a Statistical Section, which includes significant data pertaining to the system and (6) the
system's plan statement.

Major Initiatives and Legislative Changes

PERS exists for the purpose of providing retirement, disability, and survivor benefits to Ohio's public employees.
This basic purpose continues to be our central focus. During the year 2000 PERS benefits were significantly in-
creased by the enactment of several pieces of important pension legislation.

House Bill 628 (HB 628) became effective on September 20, 2000. Under this law:
+ The benefit formula was changed from 2.1 percent of final average salary (FAS) to 2.2 percent of FAS for state and
local government employees for each year of service credit up to 30 years. For members in the law enforcement
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division the benefit formula increased from 2.1 percent of FAS to 2.5 percent of FAS for each year of service between 20
and 25 years.

* Benefit amounts for survivors of members who die before retirement or while receiving a disability benefit were
improved. They will be based on either the number of beneficiaries (the prior law) or on years of service credit,
whichever provides the greater benefit.

* Benefit recipients were restored to 85 percent of the purchasing power of their original benefit.

HB 628 also authorized PERS to establish a defined contribution plan (DCP) for newly hired employees and those
employees with less than five years of service at the time the plan is established. Law enforcement members would not
be eligible for this plan. The DCP is scheduled to be in place sometime in 2002. PERS has made a considerable effort to
incorporate the input of members, employers and constituency groups into the DCP design.

Senate Bill 144 (SB 144) was enacted into law during 2000. This legislation increases the payout to members who, upon
termination of employment, withdraw their funds from PERS. Under prior law no interest was paid on a member's
contributions at the time of withdrawal. Under SB 144 interest is paid at a rate set by the PERS Board which currently is
4 percent. In addition to the interest amount, a member with at least 5 but less than 10 years of qualifying service credit
will receive matching funds equal to 33 percent of the member's own contributions plus credited interest. Members
with at least 10 years of qualifying service credit will receive a 67 percent match.

SB 144 also made a number of changes aimed at simplifying the re-employment provisions governing PERS retirees.
The penalty period for PERS retirees to become re-employed in a PERS-covered position was shortened from six to two
months. In addition, the bill mandates that all re-employed retirees contribute to a money purchase annuity. Prior to SB
144, retirees reentering service could choose to either suspend their regular benefit and build towards a second benefit
calculation or contribute to a money purchase annuity.

Effective January 1,2001, House Bill 416 permits members with at least 25 years of service as a sheriff, deputy sheriff, or
township police officer to retire with full benefits at age 48 (52 under prior law). In effect, this creates two law enforce-
ment divisions at PERS with separate contribution rates and benefit structures.

The General Assembly enacted House Bill 535 (HB 535) in December 2000. The primary change in HB 535 authorizes the
division of PERS benefit payments when marital property is divided due to divorce or dissolution of a marriage. These
changes do not become effective until January 1, 2002.

Effective April 1,2001, HB 535 also authorizes PERS and the Cincinnati Retirement System to enter into an agreement to
transfer service credit between the systems. The bill also makes corrective changes to the provisions governing re-
employment and the alternative retirement program for certain university employees.

Senate Bill 190 included provisions which would allow PERS to establish a qualified excess benefit arrangement (QEBA)
for PERS members whose monthly retirement benefit would be limited by Internal Revenue Code 415. The Board has
authorized a QEBA and the plan is currently under review for acceptance by the IRS.

During the year 2000 PERS made an unprecedented one-time rollback of employer contributions because PERS had
exceeded its full funding target. The one time rollback provided nearly $270 million to state and local governments by
way of reduced employer contributions. All members of the Retirement System can be proud to be part of an organiza-
tion with the legacy of quality fiscal management and foresight exhibited by PERS. The financial strength to provide
both significant benefit increases and reductions of employer contributions, within the same year, speaks well to the
prudence of PERS' Boards both past and present.
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The investment function has undergone an extensive review. The major outcomes of the review were to establish a more
equity oriented asset allocation and move approximately 70 percent of domestic equity portfolio into passive manage-
ment. The revised asset allocation raises PERS' expected annualized long-term return to 8.44 percent, as compared to
8.09 percent for the previous asset mix.

During the year 2000 PERS commenced work on a strategic plan. The focus of the plan is to improve customer service
while maximizing operational efficiencies. This process has provided a useful framework in which both the Board and
staff can move toward a common vision for the future of PERS. This in turn has allowed us to allocate System resources
in a strategically sound manner which will assure that PERS reaches overall System goals in as efficient and timely a
manner as possible. Service enhancements will be highlighted to our members and benefit recipients as we roll them out
over the next several years.

PERS provides health care that is of importance to our benefit recipients, though not a statutorily mandated benefit.
PERS is dedicated to providing quality health care to the extent our resources will permit. Managing costs will be a key
ingredient for continuing our high standard of health care coverage.

Over the years PERS has implemented a variety of cost containment measures in order to maximize our available health
care resources. These measures include: a preferred pharmacy network, two preferred provider networks, individual
case management, mail order prescriptions, a patient pre-certification program and utilization of Medicare Risk health
maintenance organizations. We utilize several voluntary health management programs to help our benefit recipients
deal with a variety of conditions, including asthma, diabetes, hypertension, high cholesterol, and chronic heart disease.

Several positive changes were made this past year in our health care services. Focusing on wellness, we began paying for
several new screening procedures, all on a first-dollar basis. These enhancements were designed to support the recom-
mendations put forth by the American Heart Association, the American Cancer Society, and the Center for Disease Control.
Coverage for cancer screenings was increased to the first-dollar coverage as well, further encouraging benefit recipients
to be proactive in managing their health. Further, we began covering the basic cost of a routine physical exam. Hospice
benefits were increased effective January 2001, and additional resources were allocated to support smoking cessation.

In an effort to slow down the rapid rise in Medicare costs resulting from Parts A & B benefits, the federal government
initiated the Medicare Plus Choice Program. PERS presently offers four of these Medicare HMOs as an alternative to the
traditional PERS Health Care Plan. We also offer three commercial HMOs. Nearly 10,000 PERS health care recipients are
covered by these HMOs.

In the coming years PERS will continue to aggressively pursue other innovative ways to control health care costs while
attempting to maintain quality health care service.

Future Legislative Initiatives

This might be the year that Congress finally acts to extend the portability of pension assets. A bipartisan package is
expected to be introduced early in the 107th Congress that will contain many of the features of the comprehensive
Retirement Security and Pension Act that passed the House last summer. The proposal is expected to include provisions
to allow the transfer of pension assets between IRC Section 401(a) qualified plans (such as PERS), IRC Section 403(b)
educational annuities, IRC Section 457 (deferred compensation) plans, and IRC Section 401(k) plans. If such proposals
become law, PERS members will realize far greater flexibility in their individual retirement options.

At the state level, PERS will continue to pursue legislation to improve its cost of living adjustment (COLA) provisions.
The PERS Board supported legislation last year to change the COLA to a simple 3 percent increase, regardless of the actual
percentage change in the Consumer Price Index. PERS anticipates a similar bill will be introduced in 2001 to make this
change for PERS and the other state retirement systems.
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Internal Controls

The management of PERS is responsible for and has implemented systems of internal accounting controls, which are
designed to provide reasonable assurances for the safeguarding of assets and the reliability of financial records. We
believe that the internal accounting controls currently in place are adequate to meet the purpose for which they were
intended. We also believe the financial statements, supporting schedules and statistical tables to be fairly presented in all
material respects.

Accounting System and Reports

The accrual basis of accounting is used in recording financial transactions. Expenses are recorded when the liability is
incurred, and revenues are recorded in the accounting period in which they are earned and become measurable. Interest
earned is accrued on a monthly basis. Accounts receivable at year end, in addition to accrued interest receivable, reflects
accrued employer charges and investment proceeds due on sales that have not yet settled. Investments are recorded at
fair value. Fixed assets are listed at cost less accumulated depreciation. Under our cash management program, receipts
are immediately deposited and are recorded as undistributed deposits until such time as they are allocated to member
contributions, employer receivables, employer contributions, and investment income.

Additions to Plan Net Assets
The collection of employer and employee contributions, as well as income from investments, provides the reserves

needed to finance retirement benefits. Contributions, investment, and other income for fiscal year 2000 totaled
$1,609,296,407.

Increase Increase

(Decrease) (Decrease)

2000 1999 Amount Percentage

Member Contributions $ 879,844,987 | $ 839,186,449 $ 40,658,538 5%

Employer Contributions 1,171,674,955 1,327,889,681 (156,214,726) (12%)
Net Investment Income (443,108,186) 6,495,797,615 | (6,938,905,801) (1.07%)
Other 884,651 1,785,346 (900,695) (50%)
Total $1,609,296,407 | $8,664,659,091 $7,055,362,684) ( 81%)

Member contributions increased by $40,658,538 (5 percent) and employer contributions decreased by $156,214,726 (12
percent) for the year ended December 31,2000, as compared with the previous year. The increase in member contribu-
tions was attributable to higher salaries and additional members during the period. The decrease in employer contribu-
tions is the net affect of an increase in the number of members and their salaries and the temporary employer rate rollback
granted by the Retirement Board. Net investment income decreased in 2000 due to an unfavorable market environment.
Other income for 1999 was unusually high due to the favorable settlement of several class action securities litigation
claims. Other income for 2000 reflects a more normalized cash flow.

Deductions to Plan Net Assets

The principal purpose for which the System was created was to provide retirement, disability and survivor benefits to
qualified members and their beneficiaries. The cost of such programs includes recurring benefit payments, refunds of
contributions to terminated employees, and the cost of administering the System.
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Increase Increase
(Decrease) (Decrease)
2000 1999 Amount Percentage
Benefit Payments $ 2,215,870,453 $2,029,539,511 $186,330,942 9%
Refunds 81,830,345 120,631,961 (38,801,616) (32%)
Administrative Expenses 29,642,466 24,142,273 5,500,193 23%
Total $ 2,327,343,264 $2,174,313,745 $153,029,519 7%

Expenses for fiscal year 2000 totaled $2,327,343,264, an increase of 7 percent over fiscal year 1999 expenses. The
majority of the increase is due to an increase in the number of benefit recipients and associated benefit payouts. We
attribute the decrease in refunds to members leaving their funds on deposit to await the outcome of SB 144. The increase
in administrative expenses is largely attributable to increased payroll costs. Administrative expenses are detailed in the
Financial Section on page 33 of the CAFR.

Funding and Reserves

Funds, derived from the excess of revenues over expenses, are accumulated by the system in order to meet current and
future benefit obligations to retirees and beneficiaries. The higher the level of funding, the larger the accumulation of
assets, hence, the greater the investment income potential. Continuous improvement in the funding of the System is
sought through suitable reserves, higher investment earnings and effective cost containment programs. As of December
31,2000, funds established by the System totaled $57,227.4 million. The latest actuarial valuation, dated December 31,
1999, reflects an unfunded actuarial accrued liability of $11 million. This is the difference between actuarial value of
pension assets and the actuarial calculated liability for the fund. The "unfunded actuarial accrued liability," is being
amortized over future years. The state government portion of the liability is fully funded. Thelocal government and law
enforcement portions of the liability are being funded over 2 years and 21 years, respectively. By pursuing a conscien-
tious management approach, PERS has been able to meet the goals of level funding, thereby holding member and
employer contribution rates relatively constant as a percentage of covered payroll.

Investments

The investments of the System are governed by Section 145.11 of the Ohio Revised Code (ORC). This section of the ORC
requires a prudent person standard be applied to all investment decisions. The prudent person standard establishes a
standard for all fiduciaries, which includes anyone that has authority with respect to the investments of the fund. Under
the prudent person standard, fiduciaries shall discharge their duties solely in the interest of the fund participants and
beneficiaries and with the degree of diligence, care and skill which prudent persons would ordinarily exercise under
similar circumstances in a like position. A summary of the asset allocation can be found on page 53 of this report.

For the year ended December 31, 2000, total return on investments was a negative .74 percent. The annualized rate of
return over the past three years was 8.38 percent and 9.25 percent over the past five years.

Certificate of Achievement

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of Achieve-
ment for Excellence in Financial Reporting to the Public Employees Retirement System of Ohio for its CAFR for the fiscal
year ended December 31,1999. In order to be awarded a Certificate of Achievement, a government unit must publish an
easily readable and efficiently organized CAFR, whose contents meet or exceed program standards. Such reports must
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satisfy both generally accepted accounting principles and applicable legal requirements. A Certificate of Achievement is
valid only for one year. We believe our current report continues to conform to the Certificate of Achievement Program
requirements and we are submitting it to the GFOA.

Public Pension Principles Achievement Award

The Public Employees Retirement System of Ohio was awarded the Public Pension Coordinating Council's Public Pension
Principles 2000 Achievement Award. This award recognizes the achievement of high professional standards in the areas
of benefits, actuarial valuations, financial reporting, investments and disclosures to members.

Professional Services

Professional services are provided to the Public Employees Retirement System of Ohio by consultants appointed by the
Board to aid in efficient and effective management of the System. Actuarial services are provided by Gabriel, Roeder, Smith
& Company, Detroit Michigan. The financial records of the System were audited by Deloitte & Touche LLP, Certified Public
Accountants, Columbus Ohio, under contract with the Auditor of the State of Ohio.

Acknowledgments

The preparation of this report reflects the combined efforts of the System's staff under the direction of the Board. Our
sincere appreciation is extended to all who assisted in and contributed towards the completion of this document.

The purpose of this report is to provide complete and reliable information as a basis for making management decisions,
as a means for determining compliance with the legal provisions, and as a means for determining responsible steward-
ship over the assets held in trust for the members of this system.

This report is being mailed to all employer units of the System, each state legislator, and other interested parties.

Respectfully submitted,

LAURIE FIORI HACKING MARK SNODGRASS, CPA
Executive Director Director - Finance
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Independent Auditor’'s Report

Deloitte & Touche LLP
155 East Broad Street
Columbus, Ohio 43215-3611

Tel: (614) 221-1 000
Fax: (614) 229-7647

www.us.del oitte.com Deloitte
INDEPENDENT AUDITORS REPORT &Touche

To the Board of Trustees of
Public Employees Retirement System of Ohio:

We have audited the accompanying combining statements of plan net assets of Public Employees Retirement
System of Ohio (the “System”) as of December 31, 2000 and 1999, and the related combining statements of
changes in plan net assets for the years then ended. These financial statements are the responsibility of the
System’s management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our auditsin accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Gover nment Auditing Sandardsissued by the Comp-
troller General of the United States. Those standards require that we plan and perform the audit to obtain reason-
able assurance about whether the financial statements are free of material misstatement. An audit includes exam-
ining, on atest basis, evidence supporting the amounts and disclosures in the combining financial statements. An
audit al so includes assessing the accounting principles used and significant estimates made by management, aswell
asevaluating the overall financial statement presentation. We believethat our audits provide areasonable basisfor
our opinion.

In our opinion, the combining financial statements referred to above present fairly, in all material respects, the
financial status of the System as of December 31, 2000 and 1999, and the changes in plan net assets for the year
then ended in conformity with accounting principles generally accepted in the United States of America.

Our audits were performed for the purposes of forming an opinion on the basic combining financial statements of
the System taken asawhole. The schedules of administrative expenses and summary of investment expenses for
the years ended December 31, 2000 and 1999 are presented for the purposes of additional analysis and are not a
required part of the basic financial statements. This additional information is the responsibility of the System’s
management. Such additional information has been subjected to the auditing procedures applied to our audit of the
basic financial statement for the years ended December 31, 2000 and 1999, and, in our opinion, isfairly stated in all
material respects when considered in relation to the basic combining financial statements taken asawhole.

The statistical dataon pages 60 - 66 is presented for the purpose of additional analysisand is not arequired part of
the basic combining financial statements of the System. Such additional information has not been subjected to the
auditing procedures applied in our audit of the basic combining financial statementsand, accordingly, we express no
opiniononit.

In accordance with Government Auditing Sandards, we have also issued our report dated April 27, 200 1, on our
consideration of the System’s internal control structure and on its compliance with laws and regulations. That
report is an integral part of an audit person in accordance with Government Auditing Sandards and should be
read in conjunction with thisreport in considering the results of our audit.

Detoste. § Fooueks Lep.
April 27,2001
Deloitte

Touche
Tohmatsu
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combining Statements of
Plan Net Assets
(as of December 31, 2000 and 1999)

Post-employment
Pensions Healthcare Total

Assets:

Cash and Short-Term Investments (Note 3) $ 1,258,987,132 $ 299,551,036 $ 1,558,538,168

1,258,987,132 299,551,036 1,558,538,168
Receivables:
Employers 87,904,726 20,915,187 108,819,913
Retirement Incentive Plan 15,641,433 3,721,569 19,363,002
Investment Sales Proceeds 111,242,238 26,467,886 137,710,124
Accrued Interest and Dividends 196,761,976 46,815,613 243,577,589
Total Receivables 411,550,373 97,920,255 509,470,628
Investments, at fair value (Note 3):
Bonds 8,971,083,780 2,134,491,585 11,105,575,365
Mortgage & Mortgage Backed 6,277,210,902 1,493,537,925 7,770,748,827
Stocks 16,184,222,502 3,850,714,985 20,034,937,487
Real Estate 4,399,152,974 1,046,691,262 5,445,844,236
Venture Capital 70,327,521 16,733,040 87,060,561
International Securities 8,598,383,329 2,045,814,900 10,644,198,229
Total Investments 44,500,381,008 10,587,983,697 55,088,364,705
Collateral on loaned Securities 3,358,750,897 799,148,208 4,157,899,105
Fixed Assets:
Land 3,016,982 717,831 3,734,813
Building and Building Improvements 25,287,098 6,016,564 31,303,662
Furniture and Equipment 22,516,302 5,357,308 27,873,610
50,820,382 12,091,703 62,912,085
Accumulated Depreciation (15,315,716) (3,644,071) (18,959,787)
Total Fixed Assets 35,504,666 8,447,632 43,952,298
Prepaid Expenses and Other 78,500,300 18,677,709 97,178,509
TOTAL ASSETS 49,643,674,876 11,811,728,537 61,455,403,413
Liabilities
Undistributed Deposits 2,007,549 477,657 2,485,206
Medical Benefits Payable 41,684,800 41,684,800
Investment Commitments Payable 17,903,169 4,259,704 22,162,873
Accrued Administrative Expense (Note 5) 3,063,079 728,799 3,791,878
Obligations Under Securities Lending 3,358,750,897 799,148,208 4,157,899,105
TOTAL LIABILITIES 3,381,724,694 846,299,168 4,228,023,862
Net assets held in trust for pension and
post-employment healthcare benefits $46,261,950,182 $10,965,429,369 $ 57,227,379,551

(A Schedule of Funding Progress is presented on page 30)

See Notes to Financial Statements
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Post-employment

Pensions Healthcare Total

$ 807,108,540
807,108,540

113,213,559
11,582,121
488,638
193,580,178
318,864,496

9,018,209,290
5,960,439,775
16,312,155,666
4,664,271,642
75,534,729
9,539,132,619
45,569,743,721

3,610,133,854

3,021,934
16,132,990
18,468,978
37,623,902

(14,114,066)
23,509,836
66,670,876

50,396,031,323

1,049,671

2,634,647
3,610,133,854
3,613,818,172

$46,782,213,151

§ 193,521,934
193,521,934

27,145,428
2,777,067
117,162
46,415,084
76,454,741

2,162,313,014
1,429,145,862
3,911,196,263
1,118,361,190
18,111,104
2,287,215,780
10,926,343,213

865,608,588

724,575
3,868,237
4,428,341
9,021,153
(3,384,156)
5,636,997

15,985,801

12,083,551,274
251,682
53,846,033
631,714
865,608,588
920,338,017

1,000,630,474

140,358,987
14,359,188
605,300
239,995,262
395,319,237

11,180,522,304
7,389,585,637
20,223,351,929
5,782,632,832
93,645,833
11,826,348,399
56,496,086,934

4,475,742,442

3,746,509
20,001,227
22,897,319
46,645,055
(17,498,222)
29,146,833
82,656,677
62,479,582,597

1,301,353
53,846,033
3,266,361
4,475,742,442
4,534,156,189
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Ccombining Statements of Changes in

Plan Net Assets
(For the Years Ended December 31, 2000 and 1999)

Post-employment

Pensions Healthcare Total
Additions:
Contributions:
Members’ $ 879,844,987 $ 879,844,987
Employers’ 718,807,713 $ 452,867,242 1,171,674,955
Total Contributions 1,598,652,700 452,867,242 2,051,519,942
Investment Income
From Investing Activities:
Net Appreciation (Depreciation) in
Fair Value of Investments (2,007,657,004) (546,918,282) (2,554,575,286)
Bond Interest 1,028,061,381 284,384,050 1,312,445,431
Dividends 327,377,776 90,565,240 417,943,016
Real Estate Operating Income, net 298,749,874 82,658,021 381,407,895
Total Investment Income (353,467,973) (89,310,971) (442,778,944)
Less: Investment Management Expenses (8,279,036) (1,969,832) (10,248,868)
Net Income from Investing Activities (361,747,009) (91,280,803) (453,027,812)
From Security Lending Activities:
Security Lending Gross Income 137,769,705 37,328,394 175,098,099
Less: Security Lending Activity Expenses:
Security Lending-Agent Fees (1,575,998) (427,013) (2,003,011)
Security Lending-Broker Rebates (128,388,802) (34,786,660) (163,175,462)
Total Security Lending Expenses (129,964,800) (35,213,673) (165,178,473)
Net Income from Security Lending Activity 7,804,905 2,114,721 9,919,626
Total Net Investment Income (353,942,104) (89,166,082) (443,108,186)
Other Income 884,651 884,651
TOTAL ADDITIONS 1,245,595,247 363,701,160 1,609,296,407
Deductions:
Benefits 1,656,264,159 559,606,294 2,215,870,453
Refunds of Contributions 81,830,345 81,830,345
Administrative Expenses 27,763,712 1,878,754 29,642,466
TOTAL DEDUCTIONS 1,765,858,216 561,485,048 2,327,343,264
Net Increase (Decrease) (520,262,969) (197,783,888) (718,046,857)
Net assets held in trust for pension and
post-employment healthcare benefits:
Balance, Beginning of Year 46,782,213,151 11,163,213,257 57,945,426,408
BALANCE, END OF YEAR $ 46,261,950,182 $10,965,429,369 $57,227,379,551

See Notes to Financial Statements
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Post-employment

Pensions Healthcare Total
$ 839,186,449 $ 839,186,449
935,429,954 $ 392,459,727 1,327,889,681
1,774,616,403 392,459,727 2,167,076,130
3,649,521,868 888,386,350 4,537,908,218
1,004,469,466 254,543,745 1,259,013,211
273,833,286 69,366,846 343,200,132
282,076,647 71,472,483 353,549,130
5,209,901,267 1,283,769,424 6,493,670,691
(5,865,606) (1,406,407) (7,272,013)
5,204,035,661 1,282,363,017 6,486,398,678
114,175,302 29,062,059 143,237,361
(1,717,198) (437,094) (2,154,292)
(104,966,159) (26,717,973) (131,684,132)
( 106,683,357) (27,155,067) (133,838,424)
7,491,945 1,906,992 9,398,937
5,211,527,606 1,284,270,009 6,495,797,615
1,785,346 1,785,346
6,987,929,355 1,676,729,736 8,664,659,091
1,505,940,162 523,599,349 2,029,539,511
120,631,961 120,631,961
22,384,915 1,757,358 24,142,273
1,648,957,038 525,356,707 2,174,313,745
5,338,972,317 1,151,373,029 6,490,345,346
41,443,240,834 10,011,840,228 51,455,081,062
$46,782,213,151 $11,163,213,257 $57,945,426,408
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Notes to Financial

Statements

1. DESCRIPTION OF PERS

a. Organization — ThePublic EmployeesRetire-
ment System of Ohio (PERS) isacost-sharing multiple-
employer public employeeretirement systemfor al public
employeesin Ohio except those covered by oneof the
other state or local retirement systemsin Ohio. PERSis
administered in accordance with Chapter 145 of the Ohio
Revised Code (ORC). Theaccompanyingfinancid
statementscomply with the provisions of the Governmen-
tal Accounting Standards Board (GA SB) Statement No.
14, TheFinancial Reporting Entity. Thisstatement
requiresthat financia statementsof thereporting entity
included of theorganizations, activities, functionsand
component unitsfor which thereporting entity isfinan-
cialy accountable. Financia accountability isdefined as
theappointment of avoting mgority of the component
unit’sboard and either (1) thereporting entity’sability to
imposeitswill over thecomponent unit, or (2) the possi-
bility that the component unit will provideafinancia
benefit to or imposeafinancial burden onthereporting
entity. PERSdoesnot havefinancia accountability over
any entities.

PERSIisnot part of the state of Ohio financia
reporting entity. Respongibility for theorganizationis
vested inthe System’s Retirement Board, thereisno
financial interdependency with the state of Ohio, nor does
thestate of Ohio havefinancia accountability for the
System. The Retirement Board isthe governing body of
PERS, withresponsibility for administration and manage-
ment. Six of the ninemembersare elected by thegroups
they represent: retirees, employees of the state; employ-
eesof counties, employeesof municipalities, non-teaching
employeesof Sate collegesand universties, and miscella
neousemployees. TheAuditor of State, Attorney Gen-
eral, and the Director of Administrative Servicesare
satutory members.

The Retirement Board appointsthe Executive
Director, an actuary and other consultants necessary for
thetransaction of business. The Retirement Board meets
monthly and receives no compensation, but isreimbursed
for necessary expenses.

Employer, employee and retiree dataas of Decem-
ber 31, 1999 and 1998 (our | atest available actuarial
data) follows:

1999 1998

Employer Units

State group 332 327

Local government group 3,232 3,225

Law enforcement group 233 233
Employee Members and Retirees

Retirees and beneficiaries

currently receiving benefits 129,656 127,139

Terminated employees

not yet receiving them 43,869 40,447
Active Employees

State group 112,761 112,323

Local government group 240,005 234,601

Law enforcement group 7,766 7,507

All public employees, except those covered by
another stateretirement systemin Ohio or the Cincinnati
Retirement System, are required to become contributing
membersof PERSwhen they begin public employment
unlessthey may be exempted or excluded. For actuaria
purposes, vested empl oyees represent those employees
who have earned sufficient service credit (5 yearsor 60
contributing months) to be entitled to afuture benefit from
PERS.

b. Benefits— All benefits of the System and any
benefit increases are established by thelegid ature pursu-
ant to Ohio Revised Code Chapter 145. Chapter 145
providesthe Retirement Board with the authority to
provide hedlthcare benefits.

» Ageand Service Benefits— Benefitsare cal cul ated
onthebasisof age, final averagesaary, and service
credit. Membersaredigiblefor retirement benefitsat
age 60 with 5 yearsor 60 contributing months of
service credit, at age 55 with 25 or more years of
servicecredit, or at any agewith 30 or moreyears of
servicecredit. Theannual benefitisbased on2.2
percent of final average salary multiplied by the actual
yearsof servicefor thefirst 30 yearsof servicecredit
and 2.5 percent for yearsof servicein excessof 30
years. Personsretiring before age 65 with lessthan 30
yearsof servicecredit receiveapercentagereductionin
benefit amounts. Upon reaching minimum retirement
age, benefitsarevested at thetimeof eligibility for
monthly benefits.
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» Law Enforcement Officers Benefits— Law enforce-
ment officers, asdefinedin ORC Chapter 145, are
eligiblefor specid retirement options. Theseoptions
areavailableto such membersat age 48 or older with
25 or moreyearsof credited service. Theannual
benefit isca culated by multiplying 2.5 percent of fina
averagesaary by theactual yearsof servicefor thefirst
25yearsof servicecredit and 2.1 percent of final
averagesalary for each year of serviceover 25 years.
These optionsa so permit early retirement under
quaifying circumstancesasearly asage48.

* Early Retirement Incentive Plan — Employersunder
PERS may establishan early retirement incentive plan
utilizing the purchase of servicecredit. Tobeeligible,
employeesmust beabletoretireunder existing plan
provisionsafter the purchase of the additional credit.
Electing employersmust contributeal | such additional
costsasareactuarially determined to fund the benefit.
Suchaplan, if adopted by an employer, must be
offeredtoaminimum of 5 percent of covered employ-
eesand providefor the purchase not to exceed five
yearscredit, limited to amaximum of 20 percent of total
servicecredit.

* Disability Benefits— PERS administerstwo disability
plans. Membersontherollsasof July 29, 1992 could
elect, by April 7, 1993, coverage under either the
origina planor therevised plan. All memberswho
entered the System after July 29, 1992 are automati-
cally covered under therevised plan.

A member who becomes disabled before age 60 and
has completed 60 contributing monthsisdigiblefor a
disability benefit under theoriginal plan. Therevised
plandiffersinthat amember who becomesdisabled at
any agewith 60 contributing monthswill bedigiblefor
disability benefitsuntil adetermined age. After the
disability benefit ends, the member hasan opportunity
to apply for aserviceretirement benefit, or arefund of
contributionswhich are not reduced by the amount of
disability benefitsreceived.

Law enforcement officersareimmediately eigiblefor
disability benefitsif disabled by an on-duty illnessor
injury.

» Survivor Benefits— Dependents of deceased mem-
bersmay qualify for survivor benefitsif the deceased
employeehad at |east 18 months of servicecredit with
at least threemonthsof credit within thetwo and one-
half yearsimmediately preceding death. ORC Chapter
145 specifiesthe dependents and the conditionsunder
whichthey qudify for survivor benefits.

* Healthcare Benefits— The ORC permits, but does

not require, PERSto offer healthcare benefits. The
System currently providescomprehensive hedthcare
benefitsto retireeswith 10 or moreyearsof qualifying
servicecredit and offerscoverageto their dependents
onapremium deductionbasis. Coverageincludes
hospitalization, medical expenses, prescription drugs,
and reimbursement of monthly Medicare premiums.
The System determinestheamount, if any, of the
associated healthcare coststhat will be absorbed by the
System. The System attemptsto control costsby
utilizing managed care, HM Os, case management,
disease management, and other programs.
Other Benefits— Once abenefit recipient hasre-
ceived benefitsfor 12 months, an annua cost-of-living
adjustment i s provided to benefit reci pientsin each year
the Consumer Price Index (CPl) showsanincrease.
Theadjustment isthelesser of 3 percent or the actua
CPl increase. A death benefit of $500-$2,500, deter-
mined by number of yearsof servicecredit of the
retirant, ispaid to the beneficiary of adeceased retirant
or disability benefit recipient.
Money Purchase Annuity — PERS age and service
retireeswho become re-employed inaPERS-covered
position must contributeto the System. SB 144, which
waseffectivein December 2000, smplified therulesfor
re-employed retirees. SB 144 requiresall re-employed
retireesto contribute toward amoney purchase annuity.
Prior to SB 144, all re-employed retirees, including
elected officias, could eect to either: 1) havetheir
retirement allowance suspended for the re-employment
period and contribute toward aformulabenefit, or 2)
continuetoreceivetheir retirement allowanceand
contributetoward amoney purchase annuity. The
money purchaseannuity isbased on the cal cul ation of
employee contributionsfor the period of re-employment
plusalowableinterest, multiplied by two.
Refunds— New legid ation was enacted in December
2000 dlowing PERSto pay refunding membersinterest
and anemployer match, if qualified, on contributions
madeto PERS. Upontheir termination of employment,
amember may withdraw their accumul ated contribu-
tions, interest earned, and any qualifying employer
match. Thelaw requiresathree-month waiting period
after servicetermination beforetherefund may bepaid.
The acceptance of arefund cancelstheindividua’s
rightsand benefitsin PERS. Employer contributionsto
PERSarenot refundable.

c. Contributions— PERS' funding policy pro-

videsfor periodicemployer contributionsat actuarialy
determined rates, expressed asapercentage of annual
covered payroll, which, a ong with employee contribu-
tionsand an actuarially determined rate of investment
return, are adequate to accumul ate sufficient assetsto pay
benefitswhen due. Leve percentage of
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payroll employer contribution rates are determined
using theentry agenormal actuaria funding method. This
formuladeterminestheamount of contributionsnecessary
tofund: (1) thecurrent service cost, which representsthe
estimated amount necessary to pay for benefitsearned by
the employeesduring the current serviceyear; and (2) the
prior service cost for service earned prior to planincep-
tion and subsequent benefit increases. These contributions
represent the amount necessary to fund accrued liabilities
for retirement allowancesand survivor benefitsover a
period of time.

Asof December 31, 1999, the date of thelast
actuaria study, thestatedivisonisfully funded. The
necessary funding periodfor loca and law divisonsare 2
yearsand 21 years, respectively.

Asof December 31, 1998, both the state and | ocal
government divisonswerefully funded. Thenecessary
funding period was 5 yearsfor thelaw enforcement
divison.

1999 & 2000 2000 1999
Employee Employer Employer
Rate Rate Rate

State group 13.31%
Local government group 8.5% 10.84% 13.55%
Law enforcement group 9.0% 15.70% 16.70%
Therates above fall within the ranges set by the Ohio Revised

Code.

A portion of each employer’scontribution to PERS
isset asdefor thefunding of post-retirement healthcare.
The Retirement Board made aone-time employer contri-
bution raterollback for calendar year 2000. Thetotal
contribution ratefor state employerswas 10.65 percent of
covered payroll; local employers 10.84 percent of cov-
ered payroll; andlaw enforcement employers, 15.70
percent of covered payroll. For 1999, thetotal employer
contribution ratefor state employerswas 13.31 percent of
covered payroll; local employers, 13.55 percent of
covered payroll; and law enforcement employers, 16.70
percent of covered payroll. The percentage of theem-
ployer contribution rate used to fund hedlthcare, for all
divisions, was4.3 percent for 2000 and 4.2 percent for
1999.

Hedlth care costshaverisenin excess of assumed
levelsover thepast few years. Continued unfavorable
experienceintheretiree health plan over an extended
period of time could produceaneed to modify plan design
and or increase health care contributionsto thefund.

ORC Chapter 145 assignsauthority to the Retire-
ment Board to amend thefunding policy. Asof December
31, 1999 the Retirement Board adopted al contribution
rates asrecommended by theActuary.

d. Litigation— PERSisaparty invariouslitigation

8.5% 10.65%

relating to plan benefits. Whilethefina outcome cannot
be determined at thistime, management isof theopinion
that theliability, if any, for theselega actionswill not have
amateria adverseeffect on PERS financial position.

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Thefollowing arethesgnificant accounting policies
followed by PERS.

a. Basisof Accounting— Thefinancia state-
mentsare prepared using the accrual basisof accounting
under which expensesarerecorded whentheliability is
incurred, revenuesarerecorded in the accounting period
inwhich they are earned and become measurable, and
investment purchasesand salesarerecorded as of their
tradedate. Administrative expensesarefinanced exclu-
svdy withinvestmentincome.

Pursuant to the GASB Statement No. 20: Account-
ing and Financial Reporting for Proprietary Funds
and Other Governmental Entities that use Proprietary
Fund Accounting, the System follows GA SB guidance
asapplicableto proprietary fundsand Financial Account-
ing Standards Board Statementsand Interpretations,
Accounting PrinciplesBoard Opinionsand Accounting
Research Bulletinsissued on or before November 30,
1989 that do not conflict with or contradict GASB
pronouncements.

Theaccounting and reporting policiesof PERS
conformto generally accepted accounting principles
(GAAP). Thepreparation of financia statementsin
conformity with GAAP requires management to make
estimatesand assumptionsthat affect thereported
amountsof assetsand liabilitiesand disclosure of contin-
gent assetsand liabilitiesat the date of thefinancid
statements and the reported amounts of revenue and
expensesduring thereporting period. Actual resultscould
differ from those estimates.

GASB Statement No. 25, Financial Reporting for
Defined Benefit Pension Plans and Note Disclosures
for Defined Contribution Plans and Statement No. 26,
Financial Reporting for Post-employment Healthcare
Plans Administered by Defined Benefit Pension Plans
requirethat plan assets be split between pension and
healthcare. To meet thisregquirement, plan assetsand
ligbilitiesnot specificdly identifiabletoaplanwere
proportionately allocated to the pension and post-
employment healthcareplans.

b. Investments— PERSisauthorized by ORC
Section 145.11 toinvest under aninvestment policy
established by the Retirement Board under aprudent
person standard. The prudent person standard requires
the Retirement Board “to
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dischargetheir dutieswith respect to thefunds solely
intheinterest of the participantsand beneficiariesand
defraying reasonabl e expenses of administering the
System; with care, skill, prudence, and diligence under the
circumstancesthen prevailing that aprudent person acting
inalikecapacity and familiar with these matterswould
useinthe conduct of an enterprise of alike character and
withlikeaims, and by diversfying theinvestmentsof the
system so asto minimizetherisk of largelosses, unless
under the circumstancesit isclearly prudent not todo so.”

Planinvestmentsarereported at fair value. Fair
valueistheamount that aplan can reasonably expect to
receivefor aninvestment inacurrent salebetweena
willing buyer and awilling seller, that is, other thanina
forced or liquidationsae. All investments, withthe
exception of real estate, arevalued based on closing
market pricesor broker quotes. Thefair valueof real
estateinvestmentsisbased on estimated current values
and independent appraisals.

Net appreci ation (depreciation) isdetermined by
cdculating thechangeinthefair vaueof investments
between the end of the year and the beginning of theyear,
less purchases of investmentsat cost plussalesof invest-
mentsat fair value. Investment expense consists of those
administrativeexpensesdirectly related to PERS' invest-
ment operationsand aproportional amount of all other
administrative expensesalocated based on aratio of
PERS' investment staff to atotal PERS staff.

c. SecuritiesLending— PERSmaintainsa
securitieslending program. The Retirement Board uses
itsown discretion to determinethe type and amount of
securitieslent under the program. Under thisprogram
securitiesareloaned to brokers. Inreturn, PERSre-
ceivescash collateral and agreestoreturnthecollateral
for the same securitiesin thefuture. Cash collateral from
securitiesloanedis, smultaneousto theloan, reinvestedin
repurchase agreements (repos) and short-term securities
withafina maturity of oneyear or less. Securitiesloaned
and reposare collateralized at aminimum of 102 percent
of themarket value of |oaned securities. Collatera is
marked-to-market daily. If themarket valueof the
collatera heldfallsbel ow 102 percent of the market value
of securitiesloaned, additiona collatera isprovided. The
maturity of therepoisawaysidentical to the maturity of
thesecuritiesloaned. Further, thereisalwaysapositive
spread between the cost of fundsraised from asecurities
loan and theincome earned from the associated repo. At
year end PERS had no credit risk exposureto borrowers
becausethefair valueof collateral PERSheld exceeded
thefair valueof securitiesloaned.

Asof December 31, 2000, thefair values of loaned
securitiesand associated collateral (repo agreementsand

short-terminvestments) were $3,999,067,835 and

$4,157,899,105, respectively.

Asof December 31, 1999, thefair value of loaned
securitiesand associated collateral (repo agreementsand
short-terminvestments) were $4,310,729,291 and
$4,475,742,442, respectively.

Net security lending incomeis composed of three
components: grossincome, broker rebates, and agent
fees. Grossincomeisequal to earningson cash collatera
received inasecurity lending transaction. A broker
rebateisthe cost of using that cash collateral. Agent fees
represent thefeespaid to the agent for administering the
lending program. Net security lending incomeisequal to
grossincomelessbroker rebates and agent fees.

Net incomefrom securitieslending was $9,919,626
and $9,398,937 in 2000 and 1999, respectively.

d. Derivatives— Derivativesaregeneraly defined
ascontractswhose value depends on, or derivesfrom,
thevalue of an underlying asset, referencerate or index.
PERShasclassified thefollowing asderivatives:

» Mortgage and Asset-Backed Securities— As of
December 31, 2000 and 1999, the System held the
following mortgage and asset-backed securitieswhich
may be categorized asderivative securities.

- GNMA, FNMA,, and FHLM C pass-throughswith
amortization termsof 15 years, 30 years, and 30-year
amortization/7-year balloons.

- Collateralized mortgage obligation securities(CMOs)
backed by FNMA and FHLMC 15 and 30-year
passthroughs.

- Commercia mortgage backed securities(CMBYS)
backed by commercial mortgagesand leasesona
variety of property typessuch asoffice, retail, hotel,
self-storage, warehouse, and industrial..

- Asset-backed securities (ABS) backed by auto
loans, credit card receivables, home equity loans,
homeimprovement loans, and e ectric-utility receiv-
ables.

Theoverdl return or yield on mortgage-backed
securitiesdependson theamount of interest collected
over thelifeof thesecurity and the changeinthe market
vaue. Althoughthe Systemwill receivethefull amount
of principal, if prepaid, theinterest incomethat would
have been collected during the remaining period to
maturity, net of any market adjustments, islost. Ac-
cordingly, theyieldsand maturitiesof mortgage-backed
securitiesgeneraly depend onwhentheunderlying
mortgageloan principal and interest arerepaid. If
market ratesfall below amortgageloan’s contractual
rate, itisgenerally to the borrower’sadvantageto
repay theexisting
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loan and obtain new lower financing. Thefair valueof
mortgage and asset-backed securitieswas
$7,770,748,827 and $7,389,585,637 as of December
31, 2000 and December 31, 1999, respectively.

 Forward Currency Contracts— The System enters
into variousforward currency contractsto manage
exposureto changesinforeign currency exchange
ratesonitsforeign portfolio holdings. The System may
also enter into forward currency exchange contractsto
provideaquantity of foreign currency needed at a
futuretimeat the current exchangerates, if ratesare
expected to changedramatically. A forward exchange
contract isacommitment to purchaseor sell aforeign
currency at afuture date at anegotiated forward rate.
Risk associated with such contractsincludes move-
ment inthevalueof foreign currency relaivetothe
U.S. dollar and the ability of the counterparty to
perform. Thecontractsarevalued at forward ex-
changerates, and the changesin value of open con-
tractsare recognized as net appreciation/depreciation
inthe statement of changesin plan net assets. The
realized gain or losson forward currency contracts
representsthe difference between thevaueof the
origina contractsand the closing val ue of such con-
tractsand isincluded as net appreci ation/depreciation
inthe statement of changesin plan net assets. Asof
December 31, 2000 and December 31, 1999, thefair
valuesof forward currency contractsheld by the
System were $581,540,268 and $604,984,570,
respectively.

* Foreign Sock Index Futures Contracts— The
System entersinto variousforeign stock index futures
contractsto manage exposureto changesinforeign
equity marketsand to take advantage of foreign equity
index movementson an opportunisticbasis. Aforeign
stock index futureisafuturescontract that usesa
stock index asitsbase, and whichissettled by cash or
ddivery of theunderlying stocksintheindex. Futures
contractsdiffer fromforward contractsby their stan-
dardization, exchangetrading, margin requirements,
and daily settlement (marking to market). Risk associ-
ated with foreign stock index futures contractsincludes
adversemovementsintheunderlying stock index. As
of December 31, 2000 and December 31, 1999, the
fair valueof foreign stock index futures contractswas
$3,820 and ($5,130), respectively.

e. International I nvestments—The Retirement
Board hasauthorized investment in variousinstruments
including internationa securities. InNovember 1994,
PERS executed an investment management agreement to
take advantage of expected favorablelong-term trends
intheglobd forest productsindustry by making special-
ized investment in offshoreforest products companies.

Infiscal 1996, PERSbeganinvestingininternational
equity investmentsthrough the use of outside money
managers. Itistheintent of PERS and the money manag-
ersto befully invested in non-cash equivalent international
securities, however, cash and short-term fixed income
investmentsare often held temporarily. PERSa soinvests
inforward currency contracts (see Note 2d).
Theallocationandfair valueof internationd invest-
mentsheld at December 31, 2000 and 1999 are:

2000 1999
Cash $ 76,360,361 $ 37,050,320
REIT 21,375,806
ADR 299,396,054 413,140,127
GDR 26,526,985 37,143,598
Cash Equivalents 214,862,968 133,120,209
Netted Receivable/

(Payable) Interest (607,687,999) (590,441,072)
Netted Receivable/

(Payable) Currency Contracts 581,540,268 604,984,570
International Stock 5,423,048,985 6,464,882,580
Convertible Bonds 4,109,946 7,760,343
Stock Index Futures Contracts 3,820 (5,130)
Stock Index Funds 4,431,007,467 4,455,811,237
Private Equity 195,029,374 241,525,811

Total International

$10,644,198,229
Investments

$11,826,348,399

f. Fixed Assets— Fixed assets are recorded at
cost. Depreciationiscomputed using the straight-line

method  over theestimated useful livesof therelated
assets. Therangeof estimated useful livesisasfollows:
Years
Buildings and building improvements 50
Furniture and equipment 3-10

g. Undistributed Deposits— Cashreceiptsare
recorded asundistributed depositsuntil suchtimeasthey
aredlocated to employers receivables, members
contributions, or investment income.

h. Federal IncomeTax Satus— PERSisa
qualified plan under Section 401(a) of the Internal Rev-
enue Codeand isexempt from federal incometaxes
under Section 501(a).

i. Funds— In accordance with state statute,
variousfunds have been established to account for the
reservesheldfor futureand current benefit payments.
Statutory fundsareasfollows:

» TheEmployees Savings Fund representsmembers
contributionsheld intrust pending their refund or
transfer to abenefit disbursement fund. Uponan
employee srefund or retirement, such employee’'s
account iscredited with an amount of interest (statutory
interest) on theemployee’s contributionsbased ona
rate of 3to4 percent. Employeeseligiblefor arefund
alsoreceivean employer match, if qualified. TheORC
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Chapter 145 requires statutory interest to be com-
pounded annudly.

» The Employers' Accumulation Fundisused to
accumulateemployers  contributionsto beusedin
providing thereservesrequired for transfer to the
Annuity and Pension Reserve Fund asmembersretire
or becomedigiblefor disability and healthcare benefits
andtothe Survivors Benefit Fund for benefitsdue
dependents of deceased members.

» The Annuity and Pension Reserve Fund isthefund
from which annuity, disability, and hedthcarebenefits
arepaid. Thisreservewasfully funded according tothe
latest actuarial study dated December 31, 1999, and
accordingly, thereare sufficient assetsavailableinthis
fundto pay the vested benefitsof al retirantsand
beneficiariesasof thevaluation date.

» TheSurvivors Benefit Fund isthefund fromwhich
benefits due dependents of deceased membersof the
Systemarepaid. Thisfund alsowasfully funded asof
December 31, 1999.

» Thelncome Fundisthefundwhichiscredited with all
investment earningsand miscellaneousincome. The
balanceinthisfundistransferred to other fundstoaidin
thefunding of future benefit paymentsand adminigtrative
expenses.

* The Expense Fund providesfor the payment of
adminigtrative expenseswith the necessary monies
alocated toit from thelncome Fund.

Fund balances at December 31, 2000 and 1999 are
asfollows:

2000 1999

Employees’ Savings Fund $ 7,447,696,499 $ 6,955,342,095
Employers’ Accumulation

Fund 31,702,819,858 35,523,440,762
Annuity & Pension

Reserve Fund 17,102,441,704 14,638,972,514
Survivors’ Benefit Fund 918,982,217 786,627,354
Income Fund 54,086,167 38,128,387
Expense Fund 1,353,106 2,915,296

Total Fund Balance $57,227,379,551  $ 57,945,426,408

J. Risk Management — PERS is exposed to
variousrisksof lossrelated to theft of, damageto, and
destruction of assets; injuriesto employees; and court
challengesto fiduciary decisons. To cover theserisks
PERSmaintainscommercid insuranceand holdsfidelity
bonds on employees. Therewereno reductionsin
coverage nor werethere any settlementsexceeding
insurance coveragefor the past threeyears. Asrequired
by state law, PERSisregistered and insured through the

state of Ohio Bureau of Workers' Compensation for
injuriestoemployees. PERSissdf-insuredwith relation
to employeehedlthcare coverage. Theonly outstanding
liabilitiesat the end of 2000 and 1999 wererelated to the

employee healthcare coverage (see Note 8).
3. CASH AND INVESTMENTS

At December 31, 2000, the carrying amount of
PERS' cash depositswas $1,331,743 and the bank
balancewas $31,076,680. Of the bank balance,
$100,000 wasinsured by the Federal Deposit Insurance
Corporation (Category 1 asdefined by the Government
Accounting StandardsBoard). Theremaining bank
bal ance cash depositswere uninsured and uncol lateralized
andwereheldinthenameof PERS' pledging financial
ingtitution, asrequired by the ORC (Category 3).

At December 31, 1999, the carrying amount of
PERS' cash depositswas $9,614,664 and the bank
balancewas $16,282,831. Of the bank balance,
$100,000 wasinsured by the Federal Deposit Insurance
Corporation (Category 1). Theremaining bank balance
cash depositswere uninsured and uncollateraized and
werehddinthenameof PERS' pledgingfinanciad ingtitu-

tion, asrequired by the ORC (Category 3).

A summary of short-term securitiesand investments
held at December 31, 2000 and 1999isasfollows:

2000
Fair Value

1999
Fair Value

Short-Term Securities
Commercial Paper
U.S.Treasury Obligations

Total Short-term
Securities

Other Investments
Corporate Bonds:
Not on securities loan
On securities loan
U.S.Government and Agencies:
Not on securities loan
On securities loan
Mortgage and Mortgage backed
Stocks:
Not on securities loan
On securities loan
Real Estate:
Not on securities loan
On securities loan
Venture Capital
International Securities
Collateral on loaned securities
Total Other Investments

$ 723,881,905
833,324,520

$§ 614,042,993
376,972,817

$ 1,557,206,425

$ 991,015,810

$ 6,579,183,346
146,835,601

1,260,504,101
3,119,052,317
7,770,748,827

19,330,073,029
704,864,458

5,417,528,777
28,315,459
87,060,561
10,644,198,229
4,157,899,105

$ 6,987,440,866
21,743,122

1,035,164,092
3,136,174,224
7,389,585,637

19,070,539,984
1,152,811,945

5,782,632,832
93,645,833

11,826,348,399
4,475,742,442

$ 59,246,263,810

$60,971,829,376
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a. Fair Value— If available, quoted market prices
have been used to val ueinvestments as of December 31,
2000 and 1999. Securitiesnot having aquoted market
price have been valued based onyieldscurrently available
on comparable securitiesof issuerswith smilar credit
ratings. Thefair valueof real estateisbased upon
estimated current values and independent appraisals.

GASB Statement No. 3, Depositswith Financial
Institutions, Investments, and Rever se Repurchase
Agreements, requiresgovernmental entitiesto categorize
investmentsto giveanindication of theleve of risk
assumed by theentity at year-end. Category 1 includes
investmentsthat areinsured or registered for whichthe
securitiesare held by PERS or by itsagent in the name of
PERS. Category 2includesuninsured and unregistered
investmentsfor which the securitiesareheld by the
counterparty’strust department or agent in the name of
PERS. Category 3includesuninsured and unregistered
investmentsfor which the securitiesareheld by the
counterparty or by itstrust department or agent but not in
PERS name.

All investmentsof PERS meet the criteriaof Cat-
egory 1 except real estate, venture capital and securities
onloan, which by their nature are not required to be so
categorized. Investmentsareheldinthenameof PERS
or itsnominee by the Treasurer of the state of Ohio as
custodian.

q. LEASES

PERS | eases equipment with |easeterms of oneyear
or less. Total lease expensewas $415,104 and
$326,715 for theyears ended December 31, 2000 and

1999, respectively.

5. VACATION AND SICK LEAVE
Asof December 31, 2000 and 1999, $2,745,083
and $2,154,446, respectively, were accrued for unused
vacationand sick leavefor PERS employees. Employ-
eeswhoresign or retireareentitled to full compensation
for al earned unused vacation. Unused sick leavepay is
lost upon termination. However, employeeswhoretire
areentitled to receive payment for apercentage of unused
sckleave.
6. DEFERRED COMPENSATION PLAN
PERS does not sponsor adeferred compensation
program. PERSemployeesaredligibleto participatein

the deferred compensation plan sponsored by the state of
Ohio. The state sponsored plan was created in accor-
dancewith Internal Revenue Code (IRC) Section 457.
Theplan, availableto al PERS employees, permitsthem
to defer aportion of their salary until futureyears. De-
ferred compensation assetsare not avail ableto empl oy-
eesuntil termination, retirement, death or unforeseesble
emergency.

IRC Section 457 requiresthat the amount of com-
pensation assetsdeferred under aplan, al property and
rights, and dl incomeattributable to those amounts,
property, or rightsbe heldintrust for the benefit of the
participants. Thisinsulates457 benefitsfromtheclaims
of anemployer’sgeneral creditors. Accordingly, the
employer doesnot include the deferred compensation
assetsor ligbilitiesinitsfinancia statements.

7. PERS' SCHEDULE OF REQUIRED
CONTRIBUTIONS

All employeesof the System aredigiblefor mem-
bershipin PERS. The System’sannual required contribu-
tionsfor theyear ended December 31, 2000 and for each
of thetwo preceding yearsisasfollows:

Year Ended Annual Percentage

December 31 Required Contribution Contributed

1998 $ 1,700,572 100 %
1999 1,783,233 100
2000 1,766,772 100
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8. SELF-INSURED EMPLOYEE HEALTHCARE
PERSissdf-insured under aprofessionaly adminis-
tered plan for genera hedth and hospitalization employee
benefits. PERS maintained specific stop loss coverage per
employeefor medical benefitsin the amount of $250,000
for both 2000 and 1999. PERS also maintained alifetime
maximum stop loss coverage per employeefor medical
benefitsin the amount of $1,000,000 for both 2000 and

1999.

Thesummary of changesinincurred but unreported
clamsfor theyearsended December 31, 2000 and 1999

follows

General Health
Insurance

Claims Liability as of December 31, 1998

Claims Incurred
Claims Paid

Claims Liability as of December 31, 1999

Claims Incurred
Claims Paid

Claims Liability as of December 31, 2000

$ 173,154

1,665,513
(1,818,999)

19,668

1,960,617
(1,971,387)

$ 8,898
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Required Supplementary Information

Schedule of Funding Progress* *
(§ Amounts in Millions)

Unfunded
Actuarial Actuarial Ratio of Active UAAL as of

Valuation Accrued Valuation Accrued Assets to Member % of Active

Year Liabilities (AAL) Assets Liabilities (UAAL) AAL Payroll Member Payroll

1990 $ 20,125 $ 16,245 $ 3,880 81 % $ 6,036 64 %

1991 22,027 18,108 3,919 82 6,651 59

1992 23,961 20,364 3,597 85 6,889 52

1993 26,056 23,063 2,993 89 7,236 41

1994 28,260 25,066 3,194 89 7,625 42

1995 30,556 27,651 2,905 90 7,973 36

1996 32,631 30,534 2,097 94 8,340 25

1997 34,971 33,846 1,125 97 8,640 13

1998 37,714 38,360 (646)* 102 9,017 (7)*

1999 43,070 43,060 10 100 9,477 0

**The amounts reported in this schedule do not include assets or liabilities for post-employment healthcare benefits.
*At December 31, 1998 valuation assets were in excess of AAL.

Schedule of Employer Contributions*

Year Ended Annual Required Percentage
December 31 Contributions Contributed

1990 $ 558,119,779 100 %

1991 607,811,880 100

1992 646,170,989 100

1993 663,680,518 100

1994 693,802,578 100

1995 725,893,573 100

1996 777,781,045 100

1997 811,485,028 100

1998 886,684,170 100

1999 935,429,954 100

2000 718,807,713 100

The Board adopts all contribution rates as recommended by the Actuary.
*The amounts reported in this schedule do not include contributions for post-employment healthcare benefits.

See Notes to Supplementary Schedules
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Notes to Required Supplementary

Information

1. DESCRIPTION OF SCHEDULE OF
FUNDING PROGRESS

Eachtimeanew benefit isadded which appliesto
servicedready rendered, an* unfunded actuarial accrued
ligbility” iscreated. Lawsgoverning PERSrequirethat
theseadditiond ligbilitiesbefinanced systematicaly over a
period of futureyears. Also, if actud financial experiences
arelessfavorablethan assumed financia experiences, the
differenceisadded to unfunded actuaria accruedliability.

Inaninflationary economy, thevaueof thedallar is
decreasing. Thisenvironment resultsin employee pay
increasing indollar amountsresulting in unfunded actuarid
accrued liabilitiesincreasingindollar amounts, al a atime
whentheactua value of theseitems, inreal terms, may be
decreasing. Looking at just thedollar amountsof un-
funded actuaria accrued ligbilitiescan bemideading.
Unfunded actuarid accruedliabilitiesdivided by active
employee payroll providesanindex which adjustsfor the
effectsof inflation. Thesmaller theratio of unfunded
actuarial accrued ligbilitiesto active member payroll, the
stronger the system. Observation of thisrelativeindex
over aperiod of yearswill giveanindication of whether
thesystem isbecomingfinancialy stronger or weaker.

2. ACTUARIAL ASSUMPTIONS AND
METHODS

Funding M ethod — An entry age normal actuaria
cost method of va uation isused in determining benefit
liabilitiesand norma cost. Differencesbetween assumed
and actud experience (actuaria gainsand |osses) become
part of unfunded actuaria accrued liabilities. Unfunded
actuaria accrued liabilitiesfor pension benefitsareamor-
tized over aperiod of timeto produce paymentswhich are
level percentsof payroll contributionsbased onan open
amortization period.

Asof December 31, 1999, the date of thelast
actuaria study, statedivisionisfully funded. Theneces-
sary funding periodfor local andlaw divisonsare2 years
and 21 years, respcetively.

Asof December 31, 1998, both the state and | ocal
government divisonswerefully funded. Thefunding
period for thelaw enforcement divisonwas5 years.

Asset Valuation M ethod — For actuarial pur-
poses, assetsare val ued utilizing amethod which recog-
nizesbook vaue plusor minusrealized and unredlized
investment gainsand lossesamortized at a25 percent per
annum over afour-year period.

Significant actuaria assumptionsemployed by the
actuary for funding purposesas of December 31, 1999,
thedate of thelatest actuarial study, and 1998 include:

Investment Retur n — 7.75 percent, compounded
annualy, for dl members, retirants, and beneficiaries.

Salary Scale— Asof December 31, 1999 and
1998 the active member payroll isassumed to increase
4.75 percent annually, whichisthe portion of theindividual
pay increase assumption attributableto inflation. Also
assumed are additional projected salary increasesranging
from .54 percent to 5.1 percent per year at December 31,
1999 and 1998, depending on age, attributableto senior-
ity and merit.

Benefit Payments— Benefit paymentsare as-
sumed to increase 3 percent per year after retirement.

Multiple Decrement Tables:

Death— For determination of activeand inactive
members mortality, the 1960 Basic Group Mortality Table
wasused. For retirants mortality, the 1971 Group
Annuity Mortality Maleand FemaeTables, projected to
1984 were used.

Disability — Based on PERS' experience.

Withdrawa — Based on PERS' experience.

Healthcar e Benefits— Healthcare benefitsare
financed through empl oyer contributionsand investment
earningsthereon. Employer contributions, equal to afixed
percent of member covered payroll, are used to fund
hedlthcare expenses. The contributionsallocated to retirant
hedlthcare, d ong withinvestment incomeon dlocated
assetsand periodic adjustmentsin hedlthcare provisions
areexpected to be sufficient to sustain the program
indefinitely.

The portion of employer contributionsused to fund
healthcare expenseswas 4.3 percent and 4.2 percent of
member covered payroll in 2000 and 1999, respectively.

PERS actuarid vauationiscaculated separately for
retirantsand beneficiariesand for activeand inactive
members,

Theactuarial present value of benefitsto bepaid
retirantsand beneficiariescurrently recelving benefitsand
deferred survivor beneficiaries, whose benefitshave been
determined, iscal culated using the assumptions noted
above. ThereservesintheAnnuity and Pension Reserve
Fund and the Survivors Benefit Fund together with
interest credited thereon from the Income Fund are
compared to the actuaria accruedliability for theremain-
ing lifetimesof theretireesand beneficiaries, and any
deficiency isthen funded by atransfer from the Employers
Accumulation Fund. Consequently, all such determined
benefitsarefully funded.
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Theactuaria accrued ligbility for activeandinactive
membersiscal culated using theentry age normal actuarial
cost method. Theassetsof the Employees Saving Fund,
Employers Accumulation Fund, and themarket value
adjustment are subtracted fromthis present valueto arrive
at theunfunded actuaria accruedliability.

Theunfunded actuaria accrued liability based upon
thetwo most recent annual actuaria valuationsisas
follows

Unfunded Actuarial Accrued Liability

December 31
D mber 31, 1999 !
ecember 51, 1998
Local Law
State Government Enforcement
Group Group Group Total Total
Present value of actuarial
accrued liability for active
and inactive accounts $10,298,140,226 $14,642,847,775  $1,079,835,858 $26,020,823,859  $23,049,183,791
Less:
Employers’ Accumulation Fund* 6,399,384,344 8,708,985,252 686,499,441 15,794,869,037 14,182,937,155
Employees’ Savings Fund 2,738,920,054 3,967,099,054 238,770,053 6,944,789,161 6,508,357,667
Market Value Adjustment 1,336,333,377 1,821,443,048 112,771,012 3,270,547,437 3,003,913,001
Unfunded/ (Assets in excess of )
actuarial accrued liability** ($ 176,497,549) $ 145320421 $ 41,795,352 $ 10,618,224 ($  646,024,032)

* Amounts shown reflect transfers out of the Employers’ Accumulation Fund to fully fund the Annuity and Pension Reserve Fund and
Survivors’ Benefit Fund.
**At December 31,1998, valuation assets were in excess of unfunded actuarial accrued liabilities.




Administrative Expenses*
For the Years Ended December 31, 2000 and 1999

2000 1999

Personal Services:

Salaries and Wages $16,921,920 $13,429,129
Retirement Contributions 1,765,789 1,816,925
Insurance 2,897,124 2,346,834
Bureau of Employment Services 1,694 128
21,586,527 17,593,016
Supplies:

Office Supplies 669,478 368,381
Printing and Publications 391,520 331,924
Dues and Subscriptions 93,939 139,105
1,154,937 839,410

Other Services and Charges:
Professional Services:

Auditing 53,757 73,662
Actuarial and Technical 1,563,399 1,187,754
Investment 2,157,855 1,341,164
Treasurer of State Charges 3,393,629 1,060,465
Medical 1,456,094 1,333,539
Pension Review 22,057 14,027
Employee Training 250,243 177,908
Data Processing Contract 81,288 173,557
Retirement Awareness Seminar 347,025 281,206
Communications:
Telephone 308,183 286,891
Postage & Contract Mailings & Shipping 1,655,678 1,711,977
Transportation and Travel 602,826 413,865
Utilities 365,428 300,610
Rental and Maintenance:
Equipment & Facilities 1,647,739 1,326,848
Building 474,988 458,784
Microfilm 13,375 34,538
Retirement Study Council 314,009 251,273
Miscellaneous 280,779 239,458
14,988,352 10,667,526

Depreciation On:

Building 434,810 432,117
Equipment and Fixtures 1,726,708 1,882,217
2,161,518 2,314,334

TOTAL ADMINISTRATIVE EXPENSES $39,891,334 $31,414,286

*Includes investment-related administrative expenses
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Schedule of Investment Expenses
(For the Years Ended December 31, 2000 and 1999)

2000 1999

Investment Services $ 2,268,562 $ 1,341,164
Investment Staff Expense 4,291,539 3,150,612
Legal Services for International Investments 469 5,756
Legal Services for Venture Capital Investments 2,174 4,146
Legal Services for Securities Lending 14,973 5,891
Allocation of Administrative Expense (See Note 2b) 3,671,151 2,764,444
TOTAL INVESTMENT EXPENSES $10,248,868 $7,272,013

Schedule of Payments to
consultants

PERS paid thefollowing investment consultantsin

2000:
Capital ResourceAdvisors $ 53,000
EnnisKnupp & Associates 110,707
Globa TrendAlert 10,000
I ndependent Fiduciary Services 170,000
Strategic Investments Solutions, Inc. 14,250
TOTAL $357,957

A schedule of Fees and Commission Payments to Brokers is presented on page 52.
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Investment Report

Introduction

The investment authority of the Retirement System and its trust-
ees, the Retirement Board, is specified in section 145.11 of the
Ohio Revised Code (ORC). Importantly, the ORC requires that
board and other fiduciaries discharge their duties with respect to
the System’s funds solely in the interest of the participants and
beneficiaries, for the exclusive purpose of providing benefits to
participants and their beneficiaries and defraying reasonable ex-
penses of administering the Public Employees Retirement System.
Within the guidelines of the ORC, the Board has developed an
internal Investment Policy that provides for appropriate diversifi-
cation of assets, and an acceptable expected return on investments
after consideration of investment risks. Performance returns are
prepared by Capital Resource Advisors in accordance with the
Association for Investment Management and Research (AIMR)
standards.

Accomplishments in 2000

The Investment Department made good progress toward the ini-
tiatives outlined in last year’s annual report. The projects and
actions undertaken in 2000 provide a strong foundation for im-
proved investment performance over the long-term, and begin the
process of positioning PERS to consistently achieve investment
returns that are fully competitive with large state pension plans.
Provided below is a summary of our major accomplishments last
year:

* Independent Investment Review - PERS
commenced a comprehensive review of the Investment De-
partment in 2000. We retained the services of two premier
consulting organizations to assist us in the study: Ennis Knupp
+ Associates (EK+A) and Independent Fiduciary Services
(IFS). EK+A was charged with assessing our overall asset
allocation, our investment strategies, and historical perfor-
mance within each major asset class. IFS was asked to assess
our internal operations and accounting, staffing, and com-
pensation. At the time of this writing, the review is about 90
percent complete, and is expected to conclude by June 2001.
Thus far we have received reports from EK+A on asset alloca-
tion and on each of our major asset classes, and from IFS
regarding compensation, investment operations and account-
ing. These reports contain numerous recommendations aimed
at improving investment returns and operations. The more
important recommendations are discussed in the following
“Initiatives” section of this report.

e Asset/Liability Study - As mentioned in last years
report, we undertook and completed an asset/liability study
for the pension system in 2000. This study, conducted by Ennis
Knupp in conjunction with our actuary, was the third such
formal study completed since 1995. The purpose of an asset/
liability study is to assess the interaction of various invest-

ment return and liability growth projections for the next ten
to thirty years to obtain probability estimates of the funded
status of the system over the long term. As a result of the study,
EK+A determined that a more aggressive asset allocation
would, over the long-term, provide PERS with greater assur-
ance of remaining fully funded, place the system in a better
position to potentially raise member and retiree benefits over
time, and help PERS maintain competitive employer and em-
ployee contribution rates.

The revised asset allocation, shown in an accompanying table
in this report, will be implemented in 2001. The significant
changes in the asset allocation include an increase in PERS’
domestic stock exposure of nine percentage points, a corre-
sponding reduction in PERS’ domestic bond exposure of 12
percentage points, and an initial target allocation to private
equity investments of four percentage points. The revised
asset allocation raises PERS expected annualized long-term
return to 8.44 percent, as compared to 8.09 percent for the
previous asset mix.

Along with the revised target asset allocation, PERS has adopted
revised allowable ranges for exposure to each asset class. Ad-
ditionally, once the transition to the new asset allocation is
substantially complete, PERS will employ an “administrative
rule” to effect the periodic re-balancing of the asset composi-
tion. Under such a rule, when an asset class rises above or falls
below its specified allowable range, that asset class commit-
ment will be brought back into its allowable range through
sales or purchases. The administrative rule is designed to
allow the System to benefit from trending markets, yet ensure
that actions are taken to both capture gains and add exposure
to weak sectors while avoiding excessive transaction costs.

Selection of an Investment Advisor - In
last year’s annual report, we listed as an initiative the retention
of an investment advisor for our Board and staff. As the com-
prehensive investment review unfolded in the second half of
2000, it became evident that the timing of such a selection
should appropriately be delayed until closer to the conclusion
of that review. With the comprehensive review now nearing
completion, we have commenced the task of identifying, re-
viewing and selecting a full-retainer investment advisor for
board and staff. Such an organization plays an essential role in
providing the Board an ongoing independent assessment of
the strategies and performance of the investment department.
Additionally, such an organization can be a valuable resource
to the investment staff in investment education, investment
counsel, and special projects. We hope to have such an organi-
zation selected and hired by June 2001.
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PERS Year-End Market Values
1994-2000

Actual Asset Allocation

At Year-end December 31, 1999

Billions of dollars
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The following chart displays the return of our portfolio and the

return of the index' over one, three, and five years.

Total Fund Investment Returns
Annual Rates of Return
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Asset Allocation

At the end of 2000 and 1999, the System’s assets were diversified

across asset classes as follows:

Actual Asset Allocation
At Year-end December 31, 2000

Domestic Bonds

33 3% Non U.S. Equity
18.8%
Domestic Eq'_\ Real Estate

35.4
% 9.6%

Venture Capltal
0.1%

Domestic Bonds
32.3% Non U.S. Equity

Domestic Equity
35.2% Cash -Real Estate
o X
Venture Capital L7%
0.2%
Policy Allocation

The policy allocation, as prescribed by our investment policy at
December 31, 2000, is displayed in the following chart.

Policy Allocation
2000

Fixed Income
35.00%

International
18.00%

Domestic Equities

35.00% Short Term
1.00% Real Estate

11.00%

Ssummary of Asset Class Allocation

¢ The domestic equity allocation of 35.4 percent ($20.035 bil-
lion) was essentially identical to the target allocation of 35
percent as specified in our Investment Policy. The policy al-
lows for tactical allocation of * 2 percentage points around
the target.

®  Qur fixed income exposure ended the year at 33.3 percent, or
$18.876 billion. Our Investment Policy calls for a 35 percent
allocation to domestic bonds, * 4 percentage points.

® Qur international equity exposure ended the year at 18.8
percent of total assets or $10.644 billion. The Investment Policy
specifies a target allocation of 18 percent to international eq-
uity, £ 2 percentage points.
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® Real estate holdings were 9.6 percent of the total fund at the
end of the year ($5.446 billion). Our Investment Policy speci-
fies a target allocation to real estate of 11 percent, & 2 percent-
age points.

®  We ended the year with 2.8 percent of total assets, or $1.557
billion, in short-term investments. Our Investment Policy
specifies a target allocation to short-term investments of one
percentage point. Cash holdings in excess of the one percent
target are slated for investment in U.S. Equities early in the
new year.

®  Qur venture capital investments totaled $87 million at year-
end, representing about 15/100" of 1 percent of total assets.

As a result of the asset/liability study conducted in 2000, EK+A
recommended a more aggressive policy asset allocation. The de-
tails of the EK+A recommendation are exhibited in the table be-
low. The year 2000 as well as year 2001 revised target asset alloca-
tions and allowable variances from the target allocation are speci-
fied in the following table.

Policy Allocation Targets
Previous and Revised

Asset Class Benchmark Previous | Revised

Target Target | Allowable
Allocation |Allocation|  Range

Domestic Equity | Russell 3000 35% 44% +/-3%
Domestic Bonds | Lehman Universal 35% 23% +/-3%
Non U.S. Equity MSCI ACWIFxUS 18% 20% +/-3%
Real Estate Custom Composite 11% 9% +/-4%
Venture Capital S&P 500 0% 4% +/-4%
Cash 91-Day U.S. T-bill 1% 0% NA

TOTAL 100% 100%

Asset Class Performance

Domestic Equities

PERS’ domestic equity holdings provided a total return of -6.46
percent in 2000. The reference benchmark for PERS in this asset
class is the S&P Supercomposite index (SPR) of 1500 securities.
The SPR provided a total return of —6.98 percent for the year of
2000. PERS’ out-performance of 52 basis points in domestic equity
was on target with our goal of relative out-performance of 50 basis
points. Our domestic equity relative performance in 2000 marked
a sharp turnaround from 1999, a year in which we trailed the SPR
by 567 basis points (5.67 percent). The dramatic turnaround in
our relative performance is directly attributable to our equity
staff’s late 1999 adoption of what we call our “core” management

approach, discussed in last year’s annual report. This approach
seeks to blend pure active management with elements of passive
management so as to produce consistent out-performance within
a framework of controlled risk. The domestic equity group is
refining internal management strategies in 2001 and will add some
external management to complement our internal approach.

Domestic Bonds

PERS’ domestic bond holdings produced a total return of 10.95
percent in 2000. The reference benchmark, the Salomon Smith
Barney Broad Investment Grade Index (BIG) provided a total re-
turn of 11.60 percent for the year. PERS’ relative under-perfor-
mance of 65 basis points (0.65 percent) fell far short of our out-
performance goal of 50 basis points. Our domestic bond strategy
is to over-weight securities that offer greater yield, such as corpo-
rate bonds and government-agency issued mortgages, and under-
weight lower yielding treasury securities. In 2000, our strategy
worked against us as corporate bonds and mortgages suffered on
two fronts: first, on a rally in government securities prompted by
U.S. Treasury debt buybacks; and second, on late year fears of an
impending economic recession that hurt corporate debt and sent
government bonds rallying. The domestic bond group is re-exam-
ining its internal strategies in 2001, and will add external manage-
ment to complement our internal approach.

International Equity

PERS’ international equity holdings produced a total return of
-16.77 percent in 2000. The reference benchmark for this asset
class, the “Morgan Stanley Capital International All Country World
Index Free ex U.S” (ACWIFxUS) provided a total return of -15.09
percent. PERS’ relative under-performance of 168 basis points
(1.68 percent) was due primarily to poor security and sector selec-
tion by our active international managers. The stocks and sectors
that gave rise to our strong international performance in 1999 -
namely the technology, media, and telecommunications areas —
were responsible for the shortfall in 2000. While our managers
moved to reduce exposure to these growth sectors in early 2000,
the swift and steep decline in these sectors occurred too quickly
for our managers to avoid under-performance. In 2001, our inter-
national equity group will be researching and implementing ac-
tions to better gauge portfolio characteristics and risk, and will be
reducing overall portfolio risk to be consistent with our relative
performance expectations for this asset class. PERS’ international
equity holdings are exclusively externally managed.

Real Estate

PERS’ real estate holdings produced an estimated total return of
16.78 percent in 2000. The reference benchmark index for this
asset class is a custom composite benchmark with a composition
of 60 percent NCREIF NPI, 20 percent S&P REIT index, and 20
percent Giliberto Levy commercial mortgage index. This com-
posite benchmark produced a return of 15.07 percent for the year.

38 « PERS Comprehensive Annual Financial Report for 2000



PERS’ relative out-performance of 171 basis points exceeded our
relative return expectation of 100 basis points over the bench-
mark. Our out-performance in 2000 was driven by strong perfor-
mance of our direct-held real estate assets (what we term as our
“direct equity real estate”). The return from our direct equity real
estate was 13.86 percent as compared to the reference NPI return
of 11.16 percent net of fees.

Our publicly traded Real Estate Investment Trust (REIT) holdings
produced a total return of 28.18 percent, whereas the reference
benchmark S&P REIT index produced a total return of 28.85 per-
cent. Our under-performance of 67 basis points (0.67 percent)
was due to a combination of defensive posturing in our active
REIT holdings, and some minor under-performance in a tactical
passive REIT portfolio. We formed the passive REIT portfolio to
take advantage of the discount to underlying net asset value that
were being accorded REITs in 1999 and early 2000. Due to the
sharp rally that ensued following the first quarter of 2000, much of
that discount is now gone. Correspondingly, we have sold our
passive REIT holdings.

Finally, our real estate mortgage holdings produced a return of
10.07 percent, whereas the reference benchmark Giliberto Levy
Index produced a return of 13.51 percent net of fees. Our mort-
gage holdings are dissimilar to the composition of the underlying
index, giving rise to variation in returns relative to the index from
year to year.

Venture capital

PERS has a relatively small investment in venture capital through
exposure to funds based in Ohio and doing business predomi-
nantly in the state. PERS venture capital investments provided a
total return of —3.43 percent in 2000, following a return of 74.80
percent in 1999. The downturn in the U.S. equity market, and
particularly the decline in the technology-heavy NASDAQ market,
negatively impacted our venture capital funds’ year-end market
value estimates of portfolio company holdings. Venture capital
returns are by nature volatile from year to year, and are impacted
by valuations in the public equity markets.

Investment Department
2001 Initiatives

The focus of the Investment Department in 2001 will be to earn
index-like returns in each asset class and at the fund level, while
implementing the major recommendations arising from the com-
prehensive investment review. A summary of Investment Depart-
ment and asset class objectives in 2001 follows:

e Investment Department
«  Achieve investment performance that meets or exceeds
the policy benchmark

Transition the asset composition to the revised asset al-
location while minimizing market impact and transac-
tion costs

Retain an investment advisor for board and staff

Adopt and implement risk budgeting practices to control
investment risk within each asset class and at the fund
level

Domestic Equity

Transition the portfolio to be managed against the broader
Russell 3000 index (Domestic Equity was formerly
benchmarked to the S&P Supercomposite index of 1500
securities)

Hire two or more external investment managers to
complement internal management

Transition the overall equity portfolio to a 70 percent
passive, 30 percent active composition

Domestic Bonds

Transition the portfolio to be managed against the Lehman
Universal index (Domestic Bonds was formerly
benchmarked to the Salomon Smith Barney Broad In-
vestment Grade index)

Hire three or more external managers to complement
internal management

International Equity

Adopt formal risk budgeting practices to assess and con-
trol benchmark risk

Hire one international small cap manager

Research the use of a currency hedging program of inter-
national investments

Real Estate

Gradually reduce our overall investments in real estate to
9 percent of the total fund

Transition the REIT portfolio to be benchmarked to a
broader index (PERS” REIT investments are currently
benchmarked to the S&P REIT index)

Venture Capital

Form a dedicated, internal venture capital group and de-
velop a long-term plan to raise PERS’ investments in this
area to 4 percent over a period of five to seven years
Hire one or more external investment managers to assist
in the execution of the long-term plan

— RO

Neil V. Toth
Director-Investments
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DOMESTIC EQUITY

Domestic Equity Market Value

As of December 31, 2000, the Domestic Equity portfolio had a market value of $20.035 billion. This represented 35.4 percent of the total
PERS fund. During the year, the purchases equaled $6,640,070,905 while sales totaled $6,348,585,899. Portfolio turnover was 30.4 percent
versus 122.6 percent in 1999. The 1999 restructuring of the Domestic Equity portfolio to a “core” management style was the primary cause
of the high turnover ratio.

Domestic Equity Structure

The Investment Policy objective for the PERS’ Domestic Equity portfolio is to out-perform the S&P Super Composite 1500 stock index
(S&P 1500) by 50 basis points (annualized) over a market cycle. In order to achieve this objective, given the “core” investment approach
for Domestic Equities, we adopted a 30 percent passive and 70 percent active allocation within the asset class. As of December 31, 2000,
approximately 31 percent of the Domestic Equity portfolio was passively managed while 69 percent was managed actively. The large, mid
and small representations of 90.6 percent, 6.7 percent and 2.7 percent, respectively, stayed in line with the market capitalizations of the
three indexes that make up the S&P 1500.

At December 31, 2000, the PERS’ Domestic Equity portfolio was divided into eight separately managed portfolios, all internally managed.
The following table provides year-end market values, the managers’ investment styles, and individual portfolio weightings.

Domestic Equity Portfolio Portfolio Market Value as Investment % of Equity
of December 31, 2000 Style Portfolio
Active
Large Cap Alpha $ 4,756,020,805 Large Cap Value 23.74 %
Large Cap Omega 4,739,720,034 Large Cap Core 23.66
Large Cap Gamma 2,955,470,964 Large Cap Enhanced 14.75
Mid Cap Active 953,447,628 Mid Cap Core 4.76
Small Cap Active 379,668,391 Small Cap Core 1.90
Total Active $13,784,327,822 68.81 %
Passive
S&P 500 Portfolio $ 5,700,856,936 Indexed 28.45 %
S&P Midcap 400 Portfolio 397,779,985 Indexed 1.99
S&P Smallcap 600 Portfolio 151,963,744 Indexed 0.75
Total Passive $ 6,250,609,664 31.19%
Total Domestic Equity $20,034,937,487 100.00 %
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Domestic Equity Portfolio Statistics
The following table details the fundamental characteristics of the PERS’ Domestic Equity portfolio as of December 31, 2000 with compari-
sons to the portfolio’s benchmark, the S&P Super Composite 1500 stock index, and the PERS’ portfolio as of the previous year-end.

Domestic Equity Portfolio and Index Characteristics

Characteristic December 31, 2000 | December 31, 2000 | December 31, 1999
PERS’' U.S. Stocks | S&P 1500 Composite | PERS' U.S. Stocks
Number of Securities 1510 1500 1529
Wtd. Avg. Market Value $101.4 billion $101.2 billion $129.9 billion
Yield 1.2% 1.2% 1.3%
P/E 27.1x 29.6x 33.2x
Return on Equity 22.5% 22.5% 23.9%
Price/Book Ratio 7.5x 7.4x 7.9x
Five Year Earnings Growth 17.2% 17.1% 15.0%

The table below provides a listing of the top 10 largest holdings in the Domestic Equity portfolio as of December 31, 2000 and for the
previous year-end.

Domestic Equity Top 10 Portfolio Holdings

10 Largest Market % of 10 Largest Market % of
Holdings Value Total U.S. Holdings Value Total U.S.
December 31, 2000 stocks December 31, 1999 stocks
General Electric $ 735,875,380 3.67 % Micorsoft Corp. $ 876,877,535 4.34 %
Exxon Mobil Corp. 468,795,498 2.34 General Electric 749,317,606 3.71
Pfizer Incorporated 449,096,712 224 Cisco Systems Inc. 514,101,659 2.54
Cisco Systems Inc. 425,263,959 212 Wal-Mart Stores 454,089,591 225
Citigroup Inc. 398,427,718 1.9 Exxon Mobil Corp. 414,795,205 2.05
Wal-Mart Stores 368,018,497 1.84 Intel Corporation 401,935,477 1.99
Microsoft 357,289,049 1.78 Lucent Technologies 339,206,325 1.68
AIG 354,748,910 1.77 Intl. Business Mach 287,939,303 1.42
Merck & Company 334,165,133 1.67 Citigroup 270,359,026 1.34
Intel Corporation 312,137,013 1.56 SBC Comm. 265,097,625 1.31
Total $4,203,826,869 20.98 % Total $4,573,729,352 22.63 %

Domestic Equity Investment Returns

The total return for the PERS’ Domestic Equity portfolio in 2000 was —6.46 percent versus a total return of -6.98 percent for the Standard
& Poor’s Super Composite 1500 stock index. The adoption of the “core” investment approach paid dividends in calendar year 2000 as the
Domestic Equity portfolio outperformed its benchmark by 52 basis points. All five active portfolios within the asset class outperformed
their respective benchmarks during the year. Superior stock selections and disciplined risk budgeting proved to be a winning combina-
tion for PERS” Domestic Equity portfolio in 2000.
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The following chart displays the return of our portfolio and the return of the index’ over one, three, and five years.

Domestic Equity
Annual Rates of Return
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B PERS' Domestic Equity -6.46% 10.63% 15.27%
[ Reference Index -6.98% 12.88% 18.70%

DOMESTIC BONDS

Domestic Bonds Portfolio Market Value
As of December 31, 2000, the PERS’ fixed income portfolio had a market value of $18.876 billion, representing 33.3 percent of the total fund.

Domestic Bonds Portfolio Structure

The goal of the domestic bonds portfolio over the past several years has been to outperform the Salomon Broad Investment Grade Index
by 50 basis points per year over the course of a market cycle. With that goal in mind, our strategy has been to overweight the higher
yielding sectors of the market, namely corporate and mortgage debt, which have proven to outperform over longer periods of time. The
domestic bonds market is broken into three main sectors: 1) Governments, comprised of treasury and agency securities, is the highest
quality and most liquid of the sectors and represents 40.4 percent of Salomon Index (PERS holds 23.2 percent); 2) Corporates represent
25.7 percent of the Index (PERS holds 35.6 percent); and 3) Mortgages represent 33.9 percent of the Index (PERS holds 41.2 percent).

We have intentionally kept the duration of the domestic bond portfolio relatively close to that of the Index over the past year for two main
reasons. First, we believe the additional yield offered by the spread sectors is a less risky way to achieve our performance objective.
Second, we believe we have greater expertise in corporate and mortgage security selection than in anticipating interest rate changes.

Domestic Bonds Portfolio Statistics
The following table displays the statistical characteristics of the domestic bond portfolio as of December 31, 2000 and the prior year-end
with comparisons shown to the portfolio’s policy benchmark (Salomon Broad Investment Grade Index).

Domestic Bonds Portfolio and Index Characteristics

December 31, 2000 December 31, 1999

PERS Index PERS Index
Total Number of Securities 285 6,999 256 7,193
Yeild to Maturity 6.88% 6.47% 7.46% 7.19%
Effective Duration 441 4,57 5.01 5.00
Average Credit Quality AAA AAA AAA Agency
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The table below provides a listing of the top 10 largest holdings in the domestic bond portfolio as of December 31, 2000 and for the
previous year-end.

Domestic Bonds Top 10 Portfolio Holdings
10 Largest Holdings | Market Value % of 10 Largest Holdings | Market Value % of
(December 31, 2000) Total (December 31, 1999) Total
U.S. Bonds U.S. Bonds
GNMA 6.5 (30 years) $ 1,290,904,679 6.84% | GNMA 6.5 (30 years) $ 1,669,089,275 8.99 %
FNMA 7.5 (30 years) 913,222,093 4.84 FNMA 7.5 (30 years) 955,759,404 5.15
GNMA 7.0 (30 years) 762,789,108 4.04 FNMA 8.0 (30 years 821,186,878 442
FNMA 8.0 (30 years) 612,658,864 3.25 GNMA 7.0 (30 years) 813,774,628 438
Tsy 6.3754/02 611,806,126 3.21 FNMA 7.0 (30 years) 562,436,366 3.03
GNMA 8.5 (30 years) 588,479,631 3.12 GNMA 7.5 (30 years) 547,437,160 2.95
FNMA 7.0 (30 years) 528,763,453 2.80 GNMA 6.0 (30 years) 519,299,253 2.80
GNMA 6.0 (30 years) 526,211,910 2.79 Tsy 6.0 8/15/09 409,009,894 2.20
GNMA 715. (30 years) 487,678,942 2.58 TIPS 3.625 7/15/02 405,470,637 2.18
Tsy 5.87511/30/01 358,602,112 1.90 Tsy5.87511/30/01 375,558,285 2.02
Total $6,681,116,918 | 35.36 % Total $7,079,022,280 38.12 %

Domestic Bonds Investment Returns

PERS of Ohio’s bond holdings had a total return of 10.95 percent for the year. The reference index, the BIG', had a total return of 11.60
percent. Our underperformance of 65 basis points relative to the index resulted primarily from our decision to remain overweighted in
corporate debt while underweighting US Treasury debt. Duration management (attempting to anticipate changes in interest rates) had
little impact on relative performance, as we focused on maintaining a portfolio duration very similar to the reference index.

The following chart displays the return of the PERS” domestic bond portfolio and the return of the index’ over one, three, and five years

Domestic Bonds
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INTERNATIONAL

International Equity Market Value

Non-U.S. stocks, with a target allocation of 18.0 percent, are employed by the fund primarily because their historical return premiums
versus inflation, if realized in the future, will help preserve and enhance the fund’s ability to achieve the long-term rate of return objectives
as set by the board. Non-U.S. stocks also are employed for the diversification benefits they provide to the portfolio. By incorporating
non-U.S. stocks into the asset mix, Ohio PERS expects to achieve overall equity returns which are comparable to that of a U.S. stock
portfolio while reducing overall portfolio risk. As of December 31, 2000, the Ohio PERS’ international equity stock portfolio had a market
value of $10.644 billion, representing approximately 18.8 percent of the total fund.

International Equity Portfolio Structure

As of December 31, 2000, 61 percent of the portfolio was managed on an active basis, 30 percent on an active/passive basis, and 9 percent
on a passive basis. Moreover, approximately 90 percent of the portfolio was allocated among the developed non-U.S. markets (i.e. the
EAFE countries), 8 percent to the emerging markets, and 2 percent to cash.

Non U.S. Equity Non U.S. Equity
Active, Enhanced Passive, and Passive Allocations Developed and Emerging Allocations
December 31, 2000 December 31, 2000
Developed
90%
Active
Enhanced
‘ Passive
K Cash Emerging

International Equity Portfolio Statistics
The following tables display country allocations and the top10 holdings of the Ohio PERS’ international portfolio as of December 31, 2000:

PERS/MSCI ACWIF x US Country % Allocations
Country PERS ACWIFXUS | Difference PERS | ACWIFxUS | Difference
December 31, 2000 | December 31, 2000 December 31,1999| December 31, 1999
EUROPE 63.6 61.5 2.1 55.1 57.7 -2.6
ASIA 23.6 24.6 -1.0 32.5 29.0 35
OTHER 9.7 14.0 -4.3 124 13.3 -0.9
CASH 3.1 0.0 3.1 2.0 0.0 2.0
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International Equity Portfolio Top 10 Holdings

10 Largest Holdings| Market % of |10 Largest Holdings | Market % of
(December 31, 2000) Value |Portfolio (December 31, 1999) Value |Portfolio
Vodafone Group $ 143,531,800 1.35 % Mannesmann AG $ 215,022,704 1.86 %
ING Groep NV 129,670,925 1.22 Murata Manufacturing Co. 182,658,343 1.58
Aventis SA 104,393,685 0.98 Nokia Corp. 159,692,009 1.38
ENI 94,792,958 0.89 NTT Mobile Communication 158,574,524 1.37
Total Fina ELF 85,630,367 0.80 Sony Corp. 102,520,473 0.88
Nokia Corp. 72,694,573 0.68 ST Microelectronics 97,230,386 0.84
Novartis AG 72,237,691 0.68 Softbank Corp. 79,975,162 0.69
Nestle SA 64,503,837 0.61 Koninklijke 76,558,115 0.66
AXA 59,719,924 0.56 Ericsson 67,722,383 0.58
Glaxo Smithkline 58,284,876 0.55 Rohm Co. 49,732,778 0.43
Total $885,460,642 8.32 % Total $1,189,686,877 10.27 %

International Equity Portfolio Investment Advisors
The following firms were under contract with Ohio PERS at the end of 2000 for management of non-U.S. stocks. Also, displayed are the

managers’ investment styles, 2000 year-end market values, and the management fees paid during the year:

2000 International Equity Advisor Data

Investment Advisor Investment Style | Market Value FYOO
(December 31,2000) Management Fee

AIG GEM Fund Private Equity $ 18,311,374 N/A
Bank of Ireland Asset Management Active-ACWI 629,203,217 $ 1,868,440
Barclays Global Investors Active/Passive ACWI 1,562,357,113 2,602,747
Barclays Global Investors Passive-ACWI 906,124,618 41,633
Baring Asset Management Active/Passive-EAFE 1,625,990,618 2,379,987
Brandes Investment Partners Active-ACWI 798,492,354 3,814,808
Capital Guardian Trust Company Active-EAFE 1,213,174,100 4,828,628
Driehaus Capital Management Active-ACWI 474,305,497 1,728,611
Lazard Asset Management Active-Emerging Markets 221,293,723 1,164,768
Marvin & Palmer Associates Active-ACWI 760,406,298 4,302,631
J.P. Morgan Investment Management Active-EAFE 402,315,173 1,860,378
Nicholas-Applegate Capital Management | Active-ACWI 576,845,188 2,954,398
Oechsle International Advisors Active-ACWI 528,182,169 2,793,889
Scudder Kemper Investments Active-Emerging Markets 169,299,798 2,047,311
TT International Active-ACWI 581,178,989 2,880,403
Xylem Fund Private Equity 176,718,000 1,197,695

Total $10,644,198,229 $36,466,327
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International Equity Investment Returns

The following chart displays the return of our portfolio and the return of the index* over one, three, and five years.

Non U.S. Equity
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REAL ESTATE

Real Estate Market Value
The market value for the portfolio at year-end was $5.45 billion, bringing the fund’s exposure in real estate to 9.6 percent of the fund. This
compared to year-end 1999, when the market value was $5.783 billion, at 10.1 percent of the fund.

Real Estate Portfolio Structure

In 2000, the real estate staff focused on out-performing its benchmark while maintaining the fund’s exposure to real estate. We focused
on making strategic investments and taking profits through sales where appropriate. Last year, PERS decreased advisor allocations by
$242 million and invested a gross amount of $570.2 million in real estate.

The following charts display PERS’ investments in real estate by asset type at the end of 2000 and 1999.

Real Estate Real Estate
Composition and Investments Composition and Investments
as of 12/31/00 as of 12/31/99

Equity
69.85%

Equity REITs

Debt

pr

10.58%

Debt
14.93%

46  PERS Comprehensive Annual Financial Report for 2000




2000 PERS Real Estate Advisor Data

Investment Advisor Investment Market Value Market Value

sty|e December 31, 2000 December 31, 1999
Rothschild Realty, Inc. Equity $ 873,295,966 $ 893,989,304
Lowe Enterprises, Inc. Equity, Debt 791,068,914 734,200,360
Bristol Group, Inc. Equity, Debt 655,116,992 628,127,278
Sentinel Corporation Equity 604,374,362 536,700,054
TGM Associates, L.P. Equity 464,539,793 517,196,733
Liberty Lending Services, Inc. Debt 377,726,549 442 314,991
Faison & Associates, Inc. Equity 379,335,215 285,108,051
AFL-CIO Housing Investment Trust Debt 72,902,841 207,115,635
Great Point Investors, L.L.C. Equity, Debt 55,240,133 69,564,852
Legg Mason Real Estate Services Equity, Debt 55,547,961 26,367,088
Huntoon Hastings, Inc. Debt 50,938,753 9,934,582
Total $4,380,087,979 $4,350,618,928

Real Estate Investment Returns

The PERS’ real estate portfolio performed well in 2000. This was due to very strong performance by the REIT market, our overweighting
in REITs, and projected outperformance by the direct equity portfolio. Our return for 2000 is 16.78 percent, with a Direct Equity return of

13.86 percent, a debt return of 10.07 percent, and a REIT return of 28.18 percent.

Of our total return of 16.78 percent, the income component of the return is 8.25 percent, and appreciation is 7.96 percent. The apprecia-
tion includes both realized and unrealized gains. A fair number of properties were sold this year, in order to realize gains and position us
more defensively. As part of our defensive posturing, we sold several assets at year-end in markets where we expected growth to slow (a
listing of asset purchases and sales will be provided in the Real Estate Annual Report in April 2001). In addition, we began the year with
an overweighting in REITs, which performed quite well. This overweighting enhanced our overall performance. By year-end, however,

we had returned to a neutral weighting in REITS.

The following chart displays the return of our portfolio and the return of the index’ over one, three, and five years.
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VENTURE CAPITAL

Venture Capital Market Value
As of December 31, 2000, the venture capital portfolio had a market value of $87.06 million. This represented 15/100™ of one percent of
the total PERS Fund.

Venture Capital Structure

Prior to December 2000, the Retirement Board had set a 0 percent target allocation to venture capital and investments. The investment
staff did not actively pursue investments in this area in 2000, but reviewed numerous proposals from in-state venture firms. In 2000, the
board approved a $25 million investment each in Blue Chip Capital IV, Linsalata Capital IV, and Primus Capital V. In addition, PERS funded
commitments to venture firms that were approved in prior years. In all, PERS funded $29.73 million in commitments in venture capital
investments during 2000, and received $33.52 million in distributions.

Venture Capital Fund Investments
Fund Initial Investment |Internal Ratel 2000 Total
Funding Date Fair Value of Return* Return

Blue Chip Capital I 11/01/92 $4,846,681 23.46% -18.62%
Blue Chip Capital II 1/06/97 14,205,909 14.77% -55.53%
Blue Chip Capital III 6/01/99 16,807,396 12.29% 17.88%
Blue Chip Capital IV 12/14/00 2,456,839 -3.42% -3.42%
Linsalata Capital IIT 5/20/98 11,803,123 1.18% 2.48%
Linsalata Capital IV 12/12/98 1,433,139 -15.15% -15.15%
MC Capital Corporation 2/19/98 5,196,107 -12.31% -6.40%
Northwest Ohio Venture 1/01/92 2,437,112 -6.57% -6.75%
Primus Capital I** 2/01/84 0 11.21% 9.46%
Primus Capital 1T 4/01/87 324,103 14.40% 8.89%
Primus Capital III 12/01/93 7,714,996 28.32% 203.25%
Primus Capital IV 7/02/97 16,881,126 35.38% 53.65%
Primus Capital V 7/26/00 2,954,030 -8.44% -8.44%

Total N/A $87,060,561 N/A N/A

* Internal Rate of Return is the compound annual rate from inception.
**Primus Capital I Complete liquidation in June 2000.

Venture Capital Investment Returns

Our venture capital investments provided an estimated total return of -3.43 percent in 2000. Because our investments consist of a small
number of funds at various stages of the investment life cycle, the performance tends to vary greatly from year to year. Overall, staff
believes that the portfolio should produce healthy returns over the long run. The investments with Linsalata, MCM, Primus and Blue Chip
are expected to continue to be successful.
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The following chart displays the return of our portfolio and the return of the index® over one, three, and five years.

Venture Capital

Annual Rates of Return

30.00%
A
20.00%
10.00% A
-10.00% A
-20.00%
1-Year 3-Year 5-Year
M PERS' Venture Capital -3.43% 20.48% 26.01%
[] Reference Index -9.04% 12.71% 18.17%

Schedule of Investment Results

2000 Rolling 3-Year Rolling 5-Year
Total Portfolio -0.74 8.38 9.25
Customized Benchmark 0.31 10.24 10.92
Equity Portfolio -6.46 10.63 15.27
Standard & Poor Supercomposite -6.98 12.88 18.70
Fixed Income Portfolio 10.95 6.20 6.12
Salomon B.I.G. Index 11.60 6.36 6.45
Real Estate Portfolio 16.78 9.74 11.05
Custom Real Estate Index 15.07 11.08 11.14
Venture Capital Portfolio -3.43 20.48 26.01
Standard & Poor 500 -9.04 12.71 18.17
International Portfolio -16.77 10.92 N/A
MSCI ACWIF x US -15.09 10.00 N/A
Short-Term Portfolio 6.49 5.79 5.74
90 Day Treasury Bill 6.18 5.42 5.38
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Footnhotes for Schedule of Investment Results

1 Customized benchmar k — performance datais cal cul ated based upon the asset al ocation targets and implementa-
tion schedules as specified by the Investment Policy in effect for each year. Theasset allocation targetsand associ-
atedtimeintervalsthesetargetswerein effect are displayed inthefollowing table:

Asset Class Full Year 1997 Full Year 1998 Full Year 1999 Full Year 2000
Domestic Equity 27.00% 30.50% 35.00% 35.00%
Fixed Income 56.50% 51.00% 35.00% 35.00%
International 4.00% 6.00% 18.00% 18.00%
Real Estate 8.00% 8.00% 11.00% 11.00%
Short-term Investments 4.50% 4.50% 1.00% 1.00%
Total 100.00% 100.00% 100.00% 100.00%

To arrive at customized benchmark performance, the asset allocation targetsare multiplied by the performance of the
corresponding asset classreferenceindices. Theasset classreferenceindicesare specified by the Investment Policy,
and aredisplayed below:

Asset Class 1/1/96 through 9/30/98 10/1/98 through 12/31/00
Domestic Equity S&P 500 S&P Supercomposite

Fixed Income SSB BIG Index SSB BIG Index
International MSCI EAFE MSCI AWT Free x US

Real Estate NCREIF RE Custom Composite
Short-term Investments  90-day US Treasury Bill 90-day US Treasury Bill

Benchmark Index Descriptions

2 S& P Super Compositel ndex — A broad U.S. equity market index comprised of 1,500 stockswhichiscreated by
combining the S& P 500 (Large Cap), S& P 400 (Mid Cap), and S& P 600 (Small Cap) indexesto represent over 80
percent of thetotal capitalization of theU.S. equity market. Theindex ismarket-weighted and isrebalanced ona
periodic basisasdetermined by the provider, Sandard & Poor’s.

3 Salomon Smith Barney Broad I nvestment Gradelndex (BI G) — A broad U.S. fixed income market index
comprised of over 6,000 bondsfrom the Government, Corporate, and M ortgage-Backed sectors. Theindex is
market-wel ghted and isrebal anced on aperiodic basis as determined by the provider, Salomon Smith Barney.

4 MSCI All Country World Ex-USIndex (M SCI ACWIFx US) — A broad global equity index comprised of over
2,100 stocksfrom 47 devel oped and emerging market countries. Theindex ismarket-weighted and isrebalanced on
aperiodic basisas determined by the provider, Morgan Sanley Capital International.

5 PERSCustom Real Estatel ndex — 60 percent NCREIF (appraisal-based val uations of privately-owned com-
mercial rea estate) adjusted for representativefees, plus 20 percent S& PREIT Index (publicly traded real estate
investment trust securities), plus20% Giliberto-Levy Commercia Mortgage Performance Index (arepresentative
portfolio of ingtitutiona grade, fixed-rate/fixed-term, commercia mortgage wholeloans), adjusted for representative
fees.

6 Sandard & Poor 500 (S& P 500) — A broad U.S. equity market index comprised of 500 of thelargest capitalized
U.S. equities.

* Three-Month USTreasury Bill — The 90-day Treasury Bill return asmeasured by Merrill Lynch under their
internal security code, GOO1.

* | nflation — Anindex of the average monthly changein consumer pricesfor afixed basket of goodsand services
compiled by the Bureau of Labor Satistics.

* VC 100— Anindex of 100 recently public, originally venture capital -financed, companiesas ca culated by the
provider, The Venture Capital Journal.
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List of Largest Assets Held"

Largest Stock Holdings (By Fair value)
December 31, 2000

Shares Stock Fair Value
1) 15,350,725 General Electric Company $735,875,380
2) 5,392,549  Exxon Corporation 468,795,498
3) 9,762,972 Pfizer Incorporated 449,096,712
4) 11,118,012 Cisco Systems Incorporated 425,263,959
5) 7,802,746 Citigroup Incorporated 398,427,718
6) 6,927,407 Wal-Mart Stores Incorporated 368,018,497
7) 8,237,419 Microsoft Corporation 357,298,049
8) 3,599,228 American International Group 354,748,910
9) 3,569,187 Merck & Company 334,165,133
10) 10,382,936 Intel Coporation 312,137,013
Largest Bond Holdln%s (By Fair Value)**
December 31,2000
Par Bonds Fair Value
1) $598,229,000 U.S. Treasury Notes ~ 6.375% due 04/30/2002 Rating AAA $605,706,863
2) 300,390,374 FNMA Bond 8.500% due 04/01/2030 Rating AAA 309,612,358
3) 283,335,000 US. Treasury Bonds ~ 6.125% due 08/15/2029 Rating AAA 308,580,149
4) 287,451,878 FNMA Bond 8.000% due 11/01/2029 Rating AAA 295,040,607
5) 273,395,000 U.S. Treasury Notes 5.750% due 08/15/2010  Rating AAA 286,545,300
6) 277,851,379 FNMA Bond 8.000% due 12/01/2029 Rating AAA 285,186,656
7) 272,989,644 FNMA Bond 7.000% due 06/01/2029 Rating AAA 274,463,788
8) 171,040,000 US. Treasury Bonds ~ 9.125% due 05/15/2018 Rating AAA 238,532,384
9) 172,800,000 US. Treasury Bonds ~ 8.875% due 08/15/2017 Rating AAA 234,679,680
10) 200,000,000 FNMA Bond 7.125% due 02/15/2005 Rating AAA 210,560,000

**Due to the method used to aggregate, the bonds reflected in this schedule are not the same as those reflected in the Investment Report.

*A completelist of assets held at December 31, 2000 is available upon request
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Schedule of U.S. Stock
Brokerage Commissions Paid

Year Ended December 31, 2000

Shares commissions Average Cents
Brokerage Firms Traded Paid Per Share

Morgan Stanley & Company 26,229,243 $ 902,688 3.4
Bear, Stearns & Company 26,349,639 883,555 3.4
Goldman, Sachs & Company 23,947,935 777,342 3.2
Merrill Lynch, Inc. 17,392,711 626,163 3.6
Lehman Brothers, Inc. 15,582,522 601,230 3.9
Salomon Smith Barney 11,768,804 518,963 4.4
Prudential Securities 10,318,515 488,742 4.7
First Boston Corporation 9,193,895 441,258 4.8
Donaldons, Lufkin & Jenrette 7,701,066 319,929 4.2
Bernstein, Sanford C. 6,231,000 311,550 5.0
CIBC World Markets 5,957,473 292,209 4.9
J.P. Morgan Securities, Inc. 5,928,477 288,613 4.9
William Blair 5,780,908 287,925 5.0
Deutsche Banc Alex Brown 6,795,562 279,186 4.1
Paine Webber Mitchell Hutchins 5,037,648 245,598 4.9
Gerard, Klauer 4,817,680 232,842 4.8
NationsBanc Montgomery Securities 4,406,417 218,400 5.0
Jefteries & Company Inc. 3,644,058 171,285 4.7
Edwards, A.G. & Sons Inc. 3,306,875 165,117 5.0
Baird, Robert W. & Company 3,464,890 163,984 4.7
UBS Warburg L.L.C. 3,301,331 162,198 4.9
McDonald & Company 2,839,551 141,688 5.0
ISI Group 2,749,526 135,356 4.9
First Union Capital Markets 2,597,547 124,989 4.8
Cowen & Company 2,607,403 122,180 4.7
Others (includes 42 Brokerage Firms)* 45,256,793 2,136,780 4.7

TOTAL 263,207,469 $11,039,770 4.2

* A complete list of brokerage firms used in 2000 by PERS is available upon request.
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Investment Summary
2000 Q1999

Percentage Percentage
of Total of Total
Fair Value Fair Value Fair Value Fair Value
Fixed Income:
U.S. Government & Agencies $ 4,379,556,418 7.73% $ 4,171,338,316 726%
Corporate Bonds 6,726,018,947 11.87 7,009,183,988 12.19
Mortgage & Mortgage Backed 7,770,748,827 13.72 7,389,585,637 12.85
Total Fixed Income 18,876,324,192 33.32 18,570,107,941 32.30
Common Stock 20,034,937,487 35.38 20,223,351,929 35.18
Real Estate 5,445,844,236 9.61 5,782,632,832 10.06
Venture Capital 87,060,561 0.15 93,645,833 0.16
International 10,644,198,229 1879 11,826,348,399 2057
Short-term Investments
Commercial Paper 723,881,905 1.28 614,042,993 1.07
U.S. Treasury Obhgatlons 833,324,520 1.47 376,972,817 0.66
TOTAL $56,645,571,130 100% $57,487,102,744 100.0%
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Report of the Actuary

GABRIEL, RCEDER, SMITH & OMPANY
Consultanes & Actuaries

TO0C T Sty w e W Soinnbeld, Mizlhigion P0FS = B4 RS0 @ ATRS2T SN fae SME-TOS-S0E0
January 12, 2001

‘The Ietivemctr Board

[ublis Employees Relirement Svstem ol (Thia
237 Tl Tuwn Street

Calumbues, Obio 43215

[rear Loacd Members;
The busic hoaneinl objective of Tac Pohlic Fmplevees Betivemem Swvsiem (PERSY @ by cAtablish and
raceive comtributiems which:

e when expressed in lers ol peroents ol active member payeoll will remaio approxinae:ly
leval thaim pencration To gonecation, and

« when combined with present asses and taoe invesonent recorn will be sufticient o meet
the (inancial obligations of I'"ERS to prescint and future rorivces and bencfimarica.

The linancial objective is addeessed sittdan the annoal actuacdal valuarion, The valuarieon process develops
contribution racs that are sufficizen to fand the plan’s cumment eost {ie. che cost= assigned by the yaluation
methid Lo the veur ol seceice abwar to be rend2eed). as well as to fund untunded acmarial accrued liabilities
at a level percenr of active member payrodl over a finite perod,  Lhe most recenr valuations were
wompleled Based upon popuolaticn daty, ssset dute, gl plan provisions as ol December 31, 15959,

The plun wdminiscrative swadl provides the acimey with dula Jer the acwaria] valeation, The selossy relies
an ihe oata atier reviewing it for inccrnal and vear-to-vear consisteney,  LUhe actuary swomarizes and
tadalaies populalion Jaw in order to analyse bonger-lerm rends. The plan™s edarnal quditor #lso eviows
Lhe actuarial data arnualls.

The actuary prepaced the following supparting schedules o the Comprehensive Annoal Financial Repost.
Acluwcial Heclion

Swnrnery o Acluarial Assuenfiions

FPoreond Haliring Mexl Year

Mababilities ol Reticeinent fur Membee. Glicikle o Relie
Percenl Separalioe Woilliin exl vear

Individuat Emplovce pay ncecascs

Avnabysis ol Finanwial Raperieoce

T maneiul Seclion

Sehedulz of Funding Progress
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Relitement Brard Januaary 12, 2001
Pawe 2

RIS Staff prepared the sehedules shiwing the iend of shom=term salvency based upon maleral preparcd
b the actuary.

Astels are valued vnoa markel relags] basis that recopnizes each yeacs Jillerenes belwesn actual and
asauimed invesiment retarn over o slesed four-yvear period.

Aciugrial valualivng are besed upon assumptions regarding luture aclivity in specific risk areas inclnding
the rarcs of investment remuen ard payrodl grosah, cligibilite fac the varions clasees of benelifs, and
lengewity among retired lives. The Meard adepls thess assumptions aftee cansidering the alvise of the
actunty amd pther professionals, The assumptions comply with the ceguirements o 3igtement 25 of the
Civernmenial Aceounting Standerds Beard. Each actuarial valwalion wkes into account all prior
diflerences batwseen actual and assamsd cxperience in each risk arew and sljusts the contributaon rates as
oeeded,  The December 310 1999 waluations were hased upon assumplions that were recomeended in
conneetion with a study of experience covering the -85 poriol.

fansion cxpetiones was favorable during 19949 Ben=M. changes In comnection with Liowse [l 627, Senate
Bill 144, arl 1lause 131 418 acted W inereuse acerued Rabilitics sliphtly ahead ol assers, Byl well within
expectations. Retirge | Tealth expericnee, on the other band, cantinues we be caose or eontinued review of
the plun. 1] 4y unlikely that the present cotmibotion For Ketires Tleallh (4,3% of paveoll) can fund the
presenk level of bencfits indefinitely. Mrudent measuesd chanpes In the plan desian, and in the contribulion
rate structor in the near e coudd acl s reduce the ikelihaod of more significant chanses baer.

Basctd upom the resnlbs of the Theeember 31, 1999 valuations, we are pleasod W repore oo the Board chat
the Public R pleyees Retirement System of Ohio is meeting itz hagie Tnancial objective and continues in
saund enmditinm in weeardance with actuarial principles of leve] percent of pay roll inaneing.
LLeapectiel v subimillel,
GABRIEL., ROLTER, 5MITH & COXIPANY

R &7

“worman L. Joues, M, AN [Srizre B Murphy, FSA L LA A A

BEM:mswmd:br

GABRIEL, ROEDER, SMITH & COMPAMT
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summary of Assumptions

Thefollowing methodsand assumptionswere
adopted by the Retirement Board after consulting withthe
Actuary. All assumptionsare gpproved annually by the
Board.

Funding M ethod. Anentry agenormal actuarial
cost method of va uation isused in determining benefit
liabilitiesand norma cost. Differencesbetween assumed
and actud experience (actuaria gainsand |osses) become
part of unfunded actuarial accrued liabilities. Unfunded
actuaria accrued liabilitiesareamortized to produce
paymentswhich arelevel percentsof payroll contribu-
tions.

EconomicAssumptions. Thefollowing economic
assumptionsareused by theActuary:

Investment Return. 7.75 percent, compounded
annudly, for all membersand beneficiaries.

Active EmployeeTotal Payroll. Increasing4.75
percent annually, compounded annually, whichisthe
inflation portion of theindividua pay increaseassumption.
In effect, thisassumes no changein the number of active

AssetsValuation Method. For actuaria pur-
poses, assetsare val ued utilizing amethod which recog-
nizes expected return plus or minusapercentage of
realized and unredlized investment gainsand | ossesabove
or below expected return.

Valuation Data. The dataabout persons now
covered and about present assetswasfurnished by the
System’sadministrative staff. Dataisexamined for
genera reasonablenessand year-to-year cons stency, but
isnot audited by theActuary.

Decrement Assumptions. Thefollowing tablesof
probabilitiesfor theindicated risk areasare used by the
Actuary.

Mortality. Thetablesusedin evaluating allowances
to be paid were 90% of the 1971 Group Annuity
Mortaity Maleand Fema etables, projected to
1984.

Retirement. Probabilitiesof normal ageand service

. licet berselicit Ve

% Retiring Next Year

employees. Retirement State Local Law
Individual Employee Pay Increases. An Age Men Women Men Women Enforcement
employee'spay isassumed toincreaseeach year, in 20-4 5% 20%  23%  20% 25%
accordancewith atableconsisting of apercent 25-8 20 23 20 20
59 18 21 20 20 20
tabl ed@éﬁﬂﬁs%nual i nfrﬁase (Percmtslncrease 0 202z T =
Age Seniority n Next Year 61 21 25 25 28 1>
62 22 30 27 30 15
State Local Law State Local Law 63 25 30 28 30 15
30 2.62% 240% 3.10% 4.75% 7.37% 7.15 % 7.85% 64 25 30 30 30 15
40 1.66 1.70 1.70 4.75 6.41 6.45 6.45 65 25 25 25 25 30
50 0.88 1.00 1.14 4.75 5.63 5.75 5.89 66 25 20 25 25 30
60 0.54 0.54 0.70 4.75 5.29 5.29 5.45 67 25 20 20 20 25
68 25 20 20 20 25
69-79 25 20 20 20 30
80 100 100 100 100 100

Turnover. Probabilities of separation from employment before age and serviceretirement because of death,

withdrawal or disability are:

% Separating Within Next Year

Withdrawal
Sample Years of Death State Law Local Disability

Ages Service Men Women Men  Women Enforcement Men  Women Men Women

0 39.00% 35.00 % 18.00 % 36.00% 34.50 %

1 17.00 17.00 10.00 17.00 18.00

2 13.00 14.00 8.00 13.00 14.00

3 9.00 10.00 7.00 10.00 11.00

4 6.50 8.00 6.00 8.00 9.00
30 5 &over .05 % .03% 5.16 6.66 3.52 5.40 7.28 1% .08 %
40 a1 .06 3.36 4.00 2.32 3.52 4.40 .36 .25
50 34 13 2.28 2.90 1.62 2.82 3.36 91 .65
60 .84 32 .60 .50 .60 .80 1.97 1.64
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Actuarial Valuation Data

Annual Annual
Valuation Payroll Average % Increase in Allowance Average
Year Number ($ Millions) Pay Average Pay Number* ($ Millions) Allowance
1990 277,963 $ 6,036 $21,715 5.02% 107,177 $762 $ 7,109
1991 324,948 6,651 20,468 5.74 108,971 820 7,525
1992 333,848 6,889 20,635 (0.82) 111,779 896 8,016
1993 339,190 7,236 21,333 3.38 113,950 965 8,469
1994 343,477 7,625 22,119 3.68 116,001 1,024 8,828
1995 344,632 7,973 23,135 4.59 118,280 1,106 9,351
1996 352,408 8,340 23,666 2.30 121,219 1,216 10,031
1997 352,960 8,640 24,479 3.44 124,258 1,311 10,551
1998 354,431 9,017 25,441 3.93 127,139 1,409 11,082
1999 360,532 9,477 26,286 3.32 129,656 1,625 12,533

*Retired lives number represents an individual count of retirees and beneficiaries.

Sschedule of Retirees and Beneficiaries
Added to and Removed from Rolls

Added to Rolls Removed from Rolls Rolls at End of Year Percentage

Increase in Average

Year Annual Annual Annual Annual Annual
Ended Number Allowances Number Allowances Number~ Allowances  Allowances  Allowances

1995 6,796 $ 95,567,616 4,433 $ 18,719,272 116,705 $ 1,095,879,181 7.54 % $ 9,390

1996 7,497 108,028,996 4,406 12,574,601 119,796 1,191,333,576 8.71 9,945

1997 7,457 118,084,211 4,465 11,278,145 122,788 1,298,139,642 8.97 10,572

1998 7,556 116,000,363 4,926 18,222,925 125,418 1,395,917,080 7.53 11,130

1999 7,513 125,218,771 4,933 21,503,909 127,998 1,499,631,942 7.43 11,716

2000 8,459 154,006,435 5,029 3,910,980 131,428 1,649,727,397 10.00 12,552

*This number represents actual number of warrants written at year end. One warrant may be issued to multiple benficiaries.

short-Term Solvency Test

The PERSfinancing objectiveisto pay for the
benefitsthrough contributionsthat remain approximately level percent of payroll financing, theliabilitiesfor active
level from year to year asapercent of member payroll. If ~ member contributionson deposit (1) and theliabilitiesfor
the contributionsto the System arelevel in concept and future benefitsto present retired lives (2) will befully

soundly executed, the Systemwill pay all promised covered by present assets (except inrare circumstances).
benefits when due — the ultimate test of financial Inaddition, theliabilitiesfor service aready rendered by
soundness. activemembers (3) will bepartialy covered by the

A short-term solvency testisonemeansof checking ~ remainder of present assets. Generally, if thesystemhas
asystem’sprogressunder itsfunding program. Ina been using level cost financing, thefunded portion of (3)

short-term solvency test, the plan’s present assets (cash will increaseover time. Column (3) being fully fundedis
and investments) arecompared with: 1) active member very rare.

contributionson depoasit; 2) theliabilitiesfor future Itiswiseto pay attention to both fundamental and
benefitsto present retired lives; 3) theliabilitiesfor service  short-termsolvency tests.
already rendered by active members.

Inasystemthat hasbeen following the discipline of
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Accrued Liabilities ¢ Amounts in millions)

(1) (2) (3) Portions of Accrued
Active Retirees Active Members ) Liabilities Covered by
Valuation Member and (Employer- Valuation Reported Assets

Year Contributions  Beneficiaries Financed Portion) Assets (1) (2) (3)
1990 $ 3,386 $ 7,981 $ 14,826 $ 20,655 100 % 100 % 63 %
1991 3,720 8,582 16,169 23,097 100 100 67
1992 4,062 9,403 17,536 25,969 100 100 71
1993 4,481 10,010 19,688 29,251 100 100 75
1994 4,895 10,605 20,710 31,771 100 100 79
1995 5,299 11,477 22,378 34,877 100 100 81
1996 * 5,681 12,531 14,419 30,534 100 100 85
1997 * 6,074 13,587 15,311 33,846 100 100 93
1998 * 6,508 14,665 16,541 38,360 100 100 104
1999 * 6,945 17,050 19,076 43,060 100 100 100

* Does not include assets set aside to pay healthcare benefits.

Actual vs. Recommended Contribution Rates

TheBoard adopted al contribution rates asrecommended by theActuary.

Analysis of Financial Experience

Gains & Losses in Accrued Liabilities Resulting From Differences Between Assumed Experience & Actual Experience

Gain (or Loss) for Year
Type of Activity $in Millions
1999 1998 1997 1996

Age & Service Retirements. $ 111 $  48.6 $ 272 $ 199
If members retire at older ages than assumed, there
isagain. Ifyounger ages, aloss.

Disability Benefits. 253 49.4 44.8 57.4
If disability claims are less than assumed, there is a gain.
If more claims, aloss.

Death-in-Service Annuities. 1.9 3.5 3.1 3.6
If survivor claims are less than assumed, there is a gain.
If more claims, aloss.

Other Separations. (258.7) (143.3) (89.6) (145.8)
If more liabilities are released by other separations than
assumed, there is a gain. If smaller releases, aloss.

PayIncreases. 151.7 288.1 267.6 274.0
Ifthere are smaller pay increases than assumed, there is
again. Ifgreater increases, aloss.

Investment Return. 1,590.7 1,733.3 801.4 573.5
Ifthere is greater investment return than assumed, there
isagain. Ifless return, aloss.

Health Insurance & Medicare Premiums. NA* NA* NAX 560.1
Ifthere are smaller increases than assumed, there is a gain.
If greater increases, aloss.

Gain (or Loss) During Year from Financial Experience $ 1,522.0 $ 1,979.6 $1,054.5 $1,342.7

*Gains (or losses) are no longer calculated on health insurance and Medicare premiums because PERS no longer calculates accrued liabilities for health care.
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Employer Contribution Rates

Survivor Past
Year Normal Health Benefits Service Health Total
State | 1991+ 5.48 % 3.34 % 1.01 % 2.40 % 1.08 % 13.31 %
1992 5.49 3.34 1.02 2.51 0.95 13.31
1993 5.49 3.24 1.08 2.45 1.05 13.31
1994 5.34 3.37 1.07 2.61 0.92 13.31
1995 5.31 3.39 1.09 2.62 0.90 13.31
1996 5.57 3.54 1.09 2.36 0.75 13.31
1997 5.62 3.31 0.59 2.81 0.98 13.31
1998 5.62 4.20 0.59 2.90 0.00 13.31
1999 5.62 4.20 0.59 2.90 0.00 13.31
2000** 4.90 4.30 0.51 0.94 0.00 10.65
Local | 1991~ 4.99 % 4.13 % 0.99 % 2.31 % 1.13 % 13.55 %
1992 5.02 4.17 1.00 2.42 0.94 13.55
1993 4.95 4.20 1.00 2.49 0.91 13.55
1994 4.81 4.29 0.99 2.64 0.82 13.55
1995 4.85 4.26 1.00 2.59 0.85 13.55
1996 5.16 4.44 1.00 2.28 0.67 13.55
1997 5.57 4.29 0.59 2.28 0.82 13.55
1998 5.57 4.20 0.59 3.19 0.00 13.55
1999 5.57 4.20 0.58 3.20 0.00 13.55
2000 ** 4.92 4.30 0.51 1.11 0.00 10.84
Law | 1991 8.23 % 4.37 % 1.45 % 1.13 % 0.82 % 16.00 %
Enforcement | 1992 8.08 4.46 1.44 1.29 0.73 16.00
1993 7.87 5.06 1.45 1.49 0.13 16.00
1994 8.21 4.93 1.44 1.16 0.96 16.70
1995 7.97 4.82 1.56 1.28 1.07 16.70
1996 8.15 4.95 1.56 1.10 0.94 16.70
1997 9.61 4.70 0.89 0.74 0.76 16.70
1998 9.61 4.20 0.89 2.00 0.00 16.70
1999 9.61 4.20 0.88 2.01 0.00 16.70
2000 9.76 4.30 0.81 0.83 0.00 15.70

* Rate effective July 1, 1991.
* One-time employer contribution rate rollback.
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Disbursements by Category

Post Retirement
Year Annuities Disabilities Other Systems Survivors CPI Legislative Increase
1991 $ 531,188,927 $ 70,423,067 $ 3,484,009 $39,601,327 $ 120,558,352 $47,510,253
1992 577,820,133 78,697,614 4,550,956 41,737,122 135,927,483 44,686,312
1993 620,080,348 91,337,107 4,636,808 43,855,109 151,763,785 41,860,355
1994 655,822,239 105,602,623 5,222,468 46,229,029 167,031,125 39,123,353
1995 701,867,702 119,699,694 6,762,310 48,103,168 182,925,717 36,520,590
1996 757,995,460 138,848,062 4,734,682 50,844,206 199,783,533 39,127,634
1997 822,581,843 155,239,567 6,037,460 53,220,591 219,887,499 41,172,682
1998 881,261,294 173,229,819 5,937,875 55,975,704 241,745,889 37,766,500
1999 947,588,558 189,724,304 6,688,026 59,181,847 261,973,594 34,475,613
2000 1,038,847,107 213,894,998 7,767,254 64,975,799 285,195,103 39,119,094

Revenues by Source
Employers’
Contributions
Members’ Employers’ as a Percentage Investment

Year Contributions  Contributions of Covered Payroll Income (Net) Other Total
1991 $562,818,132  $ 925,097,737 13.75% $ 2,418,425,646 § 84,878 $ 3,906,426,393
1992 589,700,557 971,602,348 13.51 2,648,454,471 (189,141) 4,209,568,235
1993 639,366,718 1,012,814,909 13.51 2,683,394,902 * 592,395 4,336,168,924
1994 679,907,661 1,065,570,715 13.51 (134,383,505) * 229,502 1,611,324,373
1995 698,987,279 1,107,696,800 13.53 6,134,722,598 * 263,915 7,941,670,592
1996 737,292,990 1,181,597,072 13.54 2,848,123,681 * 867,738 4,767,881,481
1997 773,100,594 1,233,637,457 13.54 5,421,861,077 * 754,023 7,429,353,151
1998 799,281,516 1,266,445,268 13.55 6,045,862,119 * 237,360 8,111,826,263
1999 839,186,449 1,327,889,681 13.56 6,495,797,615 * 1,785,346 8,664,659,091
2000 879,844,987 1,171,674,955 13.57 (1443,108,186) * 884,651 1,609,296,407

* GASB25was adopted in 1994 and applied retroactively to January 1, 1993. Asa result, net investment income includes net appreciation (depreciation) in
fair value of investments for 1993 through 2000 which can create significant fluctuations.
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Health Care Death Benefits Separation Beneficiaries Other All P]:;:(::ents
$281,799,972 $5,292,320 $ 74,682,948 $ 4,434,088 $ 17,840,419 $ 1,196,815,682
302,486,109 5,677,159 81,001,038 4,130,148 17,632,947 1,294,347,021
307,001,902 5,203,412 76,066,042 5,123,185 3,895,870 1,350,823,923
327,578,426 5,718,038 86,026,417 5,403,248 1,760,429 1,445,517,395
353,685,547 6,304,298 100,842,250 5,100,749 2,089,485 1,563,901,510
369,213,858 5,987,329 102,212,756 5,598,156 2,232,831 1,676,578,507
389,845,273 6,464,758 131,184,720 5,827,194 2,612,260 1,834,073,847
440,596,663 6,321,994 116,866,392 5,824,082 2,919,433 1,968,445,645
523,599,349 6,308,220 101,426,721 4,477,399 14,727,841 2,150,171,472
559,606,294 6,464,804 69,381,933 2,374,820 10,073,592 2,297,700,798
Expenses by Type
Administrative
Year Benefit Payments Refunds Expenses Total
1991 $ 1,099,858,227 $ 96,957,455 $ 15,421,235 $1,212,236,917
1992 1,191,582,888 102,764,133 16,178,012 1,310,525,033
1993 1,265,738,826 85,085,097 17,029,933 1,367,853,856
1994 1,352,327,301 93,190,094 17,212,600 1,462,729,995
1995 1,455,869,026 108,029,484 18,232,175 1,582,130,685
1996 1,566,534,763 110,043,743 18,650,473 1,695,228,979
1997 1,694,449,673 139,624,174 20,107,718 1,854,181,565
1998 1,842,835,738 125,609,907 21,530,875 1,989,976,520
1999 2,029,539,511 120,631,961 24,142,273 2,174,313,745
2000 2,215,870,453 81,830,345 29,642,466 2,327,343,264
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Schedule of Benefit Recipients by
Benefit Type

December 31, 2000
Amount of Number of
Monthly Benefit Recipients Annuities Disabilities Survivors

$1-249 14,001 13,305 367 329
250-499 20,828 16,623 819 3,386
500-999 36,331 27,073 3,816 5,442
1,000-1,499 23,999 17,578 4,558 1,863
1,500-1,999 16,352 12,191 3,588 573
2,000 & over 19,917 16,910 2,663 344
Totals 131,428 103,680 15,811 11,937

Schedule of Average Benefit Payments

Years Credited Service

5-9 10-14 15-19 20-24 25-30 30+

Period 1/1/95-12/31/95

Average Monthly Benefit* $402.96 $549.06 $835.55 $1,161.70 $1,541.93 $2,349.68

Average Final Average Salary $21,190.29 $23,979.14 $26,633.19 $28,898.48 $32,056.98 $37,038.08

Number of Active Recipients 476 1,157 905 884 946 1,714
Period 1/1/96-12/31/96

Average Monthly Benefit* $381.68 $505.29 $842.45 $1,179.52 $1,534.19 $2,322.46

Average Final Average Salary $19,952.26 $22,252.14 27,383.63 $29,786.06 $32,358.66 $37,570.32

Number of Active Recipients 540 1,152 979 1,002 1,033 1,963
Period 1/1/97-12/31/97

Average Monthly Benefit* $426.84 $553.95 $858.83 $1,197.98 $1,568.77 $2,425.65

Average Final Average Salary $22,001.15 $25,355.26 $28,601.21 $30,979.73 $33,952.42 $40,339.72

Number of Active Recipients 524 1,174 970 906 966 2,137
Period 1/1/98-12/31/98

Average Monthly Benefit* $408.89 $531.11 $838.19 $1,191.46 $1,544.32 $2,318.17

Average Final Average Salary $19,903.19 $24,514.49 $28,496.09 $31,481.33 $34,231.66 $39,839.65

Number of Active Recipients 551 1,291 1,005 975 1,018 2,155
Period 1/1/99-12/31/99

Average Monthly Benefit* $504.17 $578.46 $878.03 $1,225.10 $1,594.75 $2,425.64

Average Final Average Salary $22,707.53 $26,616.81 $29,945.11 $33,081.72 $35,665.91 $42,536.66

Number of Active Recipients 536 1,179 932 976 1,025 2,244
Period 1/1/00-12/31/00

Average Monthly Benefit* $529.13 $546.31 $860.39 $1,194.83 $1,673.59 $2,482.74

Average Final Average Salary $22,832.97 $25,994.67 $29,946.97 $32,447.86 $37,508.05 $44,154.54

Number of Active Recipients 443 1,114 880 896 974 2,313

*“Average Monthly Benefit”includes post retirement and yearly 3% cost-of-living increases.
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Number of New Benefit

Number of Benefit Recipients and Refund
Recipients by Category Payments
Year-end  Annuities  Disabilities  Survivors  Total Year Annuities  Disabilites ~ Survivors Refund
1991 87,364 8,670 11,068 107,102 1991 4,406 802 534 27,165
1992 89,736 9,079 11,158 109,973 1992 5,330 793 505 38,894
1993 91,048 9,879 11,256 112,183 1993 4,463 1,195 537 37,336
1994 92,224 10,758 11,360 114,342 1994 4,428 1,327 563 39,457
1995 93,718 11,561 11,426 116,705 1995 4,908 1,353 535 39,536
1996 95,739 12,547 11,510 119,796 1996 5,394 1,536 567 38,195
1997 97,833 13,335 11,620 122,788 1997 5,371 1,470 616 40,806
1998 99,619 14,146 11,653 125,418 1998 5,490 1,487 579 38,299
1999 101,345 14,868 11,785 127,998 1999 5,387 1,474 652 36,442
2000 103,680 15,811 11,937 131,428 2000 6,065 1,739 655 31,157
Member
Member Count Contribution Rates
Year-end Active Contributing Inactive Total Year Regular Law Enforcement
1991 328,981 71,216 400,197 1991 8.5% 9.5%
1992 349,674 73,660 423,334 1992 8.5 9.0
1993 347,937 96,268 444,205 1993 8.5 9.0
1994 358,149 110,745 468,894 1994 8.5 9.0
1995 365,383 127,491 492,874 1995 8.5 9.0
1996 369,467 148,274 517,741 1996 8.5 9.0
1997 365,384 175,020 540,404 1997 8.5 9.5
1998 371,563 192,273 563,836 1998 8.5 9.0
1999 383,286 207,345 590,631 1999 8.5 9.0
2000 399,919 220,189 620,108 2000 8.5 9.0

Number of Employer Units

Calendar Law
Year State County  Enforcement  Municipalities Villages Miscellaneous Libraries Township Totals
1991 263 237 212 339 611 327 256 1,311 3,556
1992 265 234 211 336 613 320 256 1,310 3,545
1993 280 238 214 338 620 324 257 1,312 3,583
1994 287 238 207 340 634 340 257 1,311 3,614
1995 288 238 208 340 651 354 256 1,310 3,645
1996 289 238 213 339 658 374 256 1,312 3,679
1997 292 236 226 338 666 379 256 1,312 3,705
1998 327 247 233 338 672 400 256 1,312 3,785
1999 332 247 233 337 673 406 257 1,312 3,797
2000 318 243 232 334 673 414 257 1,312 3,783
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Total Benefit Recipients
(in thousands)

Total Benefit Payments
(S in Millions)

131.4
130 — 127.9
125.4
125 —
122.7
120 — 119.7
116.7
115 — 114.3
112.1

110 — 109.9

107.1
105 —
100 —
95 —

91 92 93 94 95 96 97 98 99 (00

$2.200 22158

2,000 —
1,800 —

1,600 —

0=

00

Funding Progress
(Pension Only)

100% -

102%

90%
87%

Ratio of Assets to Actuarial Accrued Liabilities

85%
82%
81%
80% A
70% -
60% -
50% - ‘

97%
94%
90%
89%
‘ | T

1990 1991 1992 1993

1994 1995 1996 1997 1998

66 ¢« PERS Comprehensive Annual Financial Report for 2000




Plan
Statement




Plan Statement

The Public Employees Retirement System of Ohio
(PERS) wascreated by the Ohio General Assembly to
provideretirement, disability, and survivor benefit pro-
gramsfor the public employeesof Ohio. Thissummary
outlinesthe Ohiolaw whichregulates PERS; however, it
cannot and does not change any of the provisionsof the
OhioRevised Code.

Member Eligibility

All public employees, except those covered by
another state retirement systemin Ohio or by the Cincin-
nati Retirement System, arerequired to become contrib-
uting membersof PERSwhen they begin public employ-
ment unlessthey may be exempted or excluded.

Thelaw providesfor optional membershipfor
elected publicofficias. Students, not already members,
working for the public school, college, or university they
areattending may be exempt from contributing to PERS
by filing arequest for exemption within thefirst month of
employment.

Thefollowingindividua sareexcluded from mem-
bership:

1) inmatesof statecorrectional ingtitutions;

2) patientsin hospitalsoperated by the Departments of
Menta Health or Mental Retardation;

3) patientsinthe OhioVeterans Homeand residents of
county homes,

4) dectedofficiasof publicemployerswho haveno
employees subject to PERS coverage;

5) employeesof temporary hel p serviceswho perform
servicesfor publicemployers,;

6) individuasserving onatemporary basisin caseof
fire, storm, snow, earthquake, flood, or other smilar
emergency,

7) personsemployed under thefederal Job Training
PartnershipAct;

8) membersof theMotor Vehicle SalvageDealers
Board or theMotor Vehicle' sBoard,;

9) employeesof private contractorsexcept public
employeestransferred with previoudy publicly-
operated functionsand performing the samedutiesas
before;

10) individua s performing servicesunder acontract asan
independent contractor;

11) election workerswho earn lessthan $500 per calen-
dar year;

12) firefightersexcept thosewho were membersbefore
Aug. 3, 1992 and el ected to remain members;

13) board membersof city or generd hedth district
boardsof health whose compensationisestablishedin
Section 3709.02 or 3709.05;

14) full-timefaculty and adminigrative stateemployeesin
theunclassified civil serviceof state colleges/univers-
tieswho chooseto participatein an alternateretire-
ment plan (ARP); and

15) board membersof asanitary district established under
Chapter 6115.

PERS provides specia retirement coveragefor
certainlaw enforcement officers. Theseindividuals, who
must have aPeace Officer’sTraining School Certificate,
arecoveredif they werehired on or after the dates of the
enabling legidation. If they wereemployed beforethe
legidation was enacted, they had the option to be cov-
ered; if they did not elect to law enforcement coverage,
they remained under theregular PERS schedul e of
benefits.

Thoselisted bel ow, whose primary dutiesareto
preservethe peace, to protect life and property, and to
enforcethelawsof Ohio, are coveredthey are:

1) sheriffsand deputy sheriffs;

2) full-timetownship constablesor policeofficers,

3) crimind bailiffsor court constableswho were depu-
tized by acounty sheriff and employed under Section
2301.12,

4) full-timegateunivergty law enforcement officers
under Section 3345.04,

5) full-timebailiffsor deputy bailiffsappointed by the
Hamilton County Municipal Court Clerk of Courts
under Section 1901.32(A)(3), and

6) full-timecounty narcoticsagents.

Thefollowing groupsaso aredigiblefor law
enforcement coverage:

1) full-timeundercover drug agentsasdefinedin Section
109.79,

2) full-timeenforcement agentswith the Ohio Depart-
ment of Public Safety under Section 5502.14,

3) full-timepark officersunder Section 1541.10, forest
officersunder Section 1503.29, wildlife officersunder
Section 1531.13, or state watercraft officersunder
Section 1547.521 with the Ohio Department of
Natural Resources,

4) full-timepark district policeofficersunder Section
511.232 or 1545.13,

5) full-timeconservancy ditrict officersunder Section
6101.75,

6) full-timemunicipa corporation policeofficersnot
covered by the Ohio Police and Fire Pension Fund,

7) policeemployed by the Ohio Veterans Home under
Section 6907.02,

8) specid policeemployed by astate mental health
ingtitution under Section 5119.14, and

9) specid policeemployed by astateingtitutionfor the
mentally retarded and devel opmentally disabled under
Section 5123.13.

Contributions
Employersarerequired to make contributionsto the
System onthe basu sofa percentage of reportabl e payrol I




rateis13.31 percent. Local employerscontribute
13.55 percent and employersin thelaw enforcement
division contribute 16.70 percent.

The current contribution ratefor membersis8.5
percent of earnablesalary. Membersinthelaw enforce-
ment division pay 9.0 percent of earnablesalary. Indi-
vidual accountsfor each member of PERS are maintained
and funds contributed by themember arefully refundable
at servicetermination or death. Inthefirst quarter of the
year, membersare sent astatement of their individua
account as of the previousDec. 31. A report disclosing
thefinancid statusof the System and describing major
developmentsduring theyear at PERSissent dlongwith
the statement of account. _

Benefits for
Contributing Members

Age and Service Retirement
Membersaredigibletoretireat age 60 with at |east
fiveyearsof total servicecredit. They may retirewitha
reduced benefit asearly asage 55 with 25 years of
service. With 30 yearsof credit, thereisno agerequire-
ment nor benefit reduction because of age.
Servicecredit allowed under Chapter 145 of the

Ohio Revised Codeincludes:

1) servicefor the state of Ohio or an Ohio political
subdivision for which contributionshavebeenpaid;

2) certainmilitary servicewhichinterrupted contributing
publicservice;

3) any out-of-public service period of threeyearsor less
during which the member wasreceiving an award
under Workers Compensation;

4) previoudy unreported servicein Ohio;

5) servicepurchased by themember for:

a) other military servicethat isnot being used for
other retirement programs, except Socia Secu-
rity;

b) prisoner-of-war service;

c) anauthorizedleaveof absence, whichdid not
exceed oneyear;

d) comparablepublic servicethat isnot being used
for other retirement programs, except Social
Security, performed outside Ohio or withthe
federa government or for which contributions
were madeto an Ohio municipal retirement
System;,

€) servicerestored by redeposit which had been
cancelled by an earlier refund of PERS contribu-
tions,

f) serviceinan Ohiopoliceor fire department and
covered by the Policeand Firemen’sDisability
and Pension Fund or serviceinthe State Highway
Patrol and covered by the Highway Patrol
Retirement System that isnot being used for other

retirement benefits;

g servicewhichwasprevioudy covered by avaid
exemption under PERS;

h) 35 percent additional credit on completed terms
of full-time contributing elective serviceor board,
commission, or other public body serviceby
memberswho are appointed by the governor with
the advice and consent of the Senate;

6) servicepurchase by anemployer under aretirement
incentiveplan.

When amember filesan application for ageand
serviceretirement, achoiceof severa plansof paymentis
available. The choicesinclude benefits payablethrough-
out themember’slifetime (Plan B-singlelifeannuity) orin
alesser amount during theindividua’ slifebut continuing
after their death to aspouse (PlanA) or to another
designated beneficiary (PlansC, or D-joint and survivor
annuity). A benefit payableunder PlanA, C, or D isthe
actuaria equivaent of Plan B, but the payment tothe
member isreduced becauseit isbased on the combined
life expectancies of themember and thebeneficiary. A
fifth payment plan (Plan E-guaranteed period) isaso the
actuaria equivaent of Plan B, but the payment isreduced
to guarantee the period.

Benefit paymentsvary inamount depending on
length of public service, find averagesdary (FAS), age,
and plan of payment selection. FASisdetermined by
taking theaverage of thethree highest yearsof earnable
salary. Inno casecanthe ageand serviceformulabenefit
exceed 100 percent of FAS or thelimitsunder Internal
Revenue Code Section 415.

Disability Benefits

PERS membersare€dligiblefor oneof two disability
programs, theoriginal planor therevised plan. Em-
ployeeswho had contributions on deposit with PERSon
July 29, 1992 had aone-time opportunity to select
coverage under one of these programs. Thoseemployees
hired after July 29, 1992 are covered only under the
revised plan. Thereareanumber of featurescommonto
both plans.

A member who hasat |east fiveyearsof contributing
service credit and becomes disabled for the performance
of duty may apply tothe Retirement Board for monthly
disability benefits. Those membersinthelaw enforce-
ment division do not need fiveyearsof servicecredit to
apply for disability if thedisabling condition wastheresult
of anon-duty illnessor injury, or aninjury which occurred
during or resulted from the performance of duty.

A member must go off the payroll because of a
presumably permanent disabling condition, either mental
or physica, which
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prevents performance of their job. No morethan
two years must have passed since the member’s contrib-
uting servicewasterminated unlessat theend of thetwo-
year period, themember was disabled and unabletofile
an application. Themember must not bereceiving anage
and serviceretirement benefit. If the Retirement Board
approvesthedisability application, the benefit iseffective
thefirst day of the month following themember’sservice
termination, provided themember isotherwisedigible. A
disability benefit recipient may berequiredtohavea
medical examination at least onceayear.

A disability benefit terminatesunder either planif the
member isno longer disabled, returnsto public service,
choosesto begin receiving an ageand service benefit,
dies, or requeststermination of the benefit.

Theamount of disability allowanceunder theorigina
planisbased onthe FAS and yearsof servicewith
PERS, plusthelength of time between the effective date
of disability and age60. Thedisability benefit cannot
exceed 75 percent, nor belessthan 30 percent of the
member’sfind averagesalary. Thebenefitisfully taxable
until normal retirement age and then aspecified dollar
amount each month representing thereturn of taxed
contributionsistax-free. For alaw enforcement member
disabled dueto an on-duty injury or illness, 30 percent of
the benefit payment isexcludablefrom taxableincome.

Thebenefit under therevised planisbased onthe
FASand yearsof servicewith PERSwithno early
retirement reductions, but cannot belessthan 45 percent
or exceed 60 percent of FAS. Thebenefitisfully taxable
aslongasitisreceived. For alaw enforcement member
disabled dueto an on-duty injury or illness, 45 percent of
the benefit payment isexcludablefrom taxableincome.

When thedisability benefit under therevised plan
ends, the member may havethe opportunity to apply for a
serviceretirement benefit or apply for arefund of the
account, whichisnot reduced by theamount of disability
benefitspaid. The benefit amount would bethe greater
of: a) 2.2 percent of FASmultiplied by theyears of
service (contributing and disability) not to exceed 45
percent of FAS, or b) theregular or law enforcement
benefit cal culation using only themember’ syearsof
contributingservice.
survivor Benefits

A member’sbeneficiary isdetermined by statutory
automatic success on unlessaspecific designationismade
inwriting on aform provided by PERS. Listedbelowis
the order of automatic succession under Ohio law:

1) Spouse.

2) Children.

3) Dependent parents.

4) If noneof theabove, parentsshareequdly inarefund
of theaccount.

5) If noneof theforegoing, arefund of the account will
be paidto the estate.

Qudified beneficiarieswill bedigibletoreceivemonthly
survivor benefitsif, a thetime of themember’sdesth, at
least oneof thefollowing quaificationswas met:

1) 18full monthsof Ohio servicecredit with three of
those monthswithinthetwo and one half years
immediately beforedesath, or

2) recaivingadisability benefit from PERS, or

3) digiblefor retirement but did not retire and continued
towork

If, at the member’ sdeath, none of theserequire-
mentsweremet, arefund of contributionspaidinto
PERSfor the account may bemade. Themember’s
beneficiary may choosearefund of themember’sac-
count only if therearenot children digiblefor monthly
benefits. If themember dieswhilereceiving adisability
benefit under theorigind planand digiblesurvivorsare
allowed to select acash refund of the account, the
amount isreduced by theamount of disability benefits
that had aready been paid. Thereisnoreductionin
amount if themember dieswhilereceiving abenefit under
therevised disability plan or whiletill working.

Surviving Spouse—If themember had at least 10
full yearsof Ohio servicecredit, their surviving spouse
(with no childrendigiblefor monthly benefits) may
receive benefits of $250 amonth, an amount equal to 25
percent of final average salary, or apercent determined
by servicecredit (if over 20 years), whichever ishigher.
If the member had lessthan 10 full years, but at least 18
full months, of Ohio servicecredit, the surviving spouse
(at age 62 or older with no children digiblefor monthly
benefits) may receivethe greater of $250 per month or
25 percent of final averagesdary.

These benefitsare payabl e regardless of the age of
asurviving spouse adjudged physically or mentaly
incompetent. Also, aspousewith childrendigiblefor
monthly benefitswill receiveabenefitimmediately
regardless of the age of the spouse.

Aslong asthemember did not have any children
eligiblefor amonthly benefit, and themember was
eligibleto retire on amonthly benefit but choseto stay on
thejob, amonthly benefit for the spouse at the member’s
death may be cal culated asthough the member had
retired and taken Plan D. Thisoption providesfor the
monthly allowanceto continuethrough thespouse’'s
lifetime.
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Child—A childmay qualify for monthly benefitsif
they havenever been married or areanatura or legally
adopted child under age 18, (or 22, if aqualified student
attending an accredited school) or achild, at any age,
whoisphysicaly or mentaly incompetent at thetime of
themember’sdeath. Benefitsterminate uponthechild's
first marriage, adoption by someone other than asteppar-
ent, abandonment, death, or during active military service.

Also, survivor benefitswill be stopped after achild
reachesage 18 unlessproof issubmitted that thechildis
attending aningtitution of learning or training and pursuing
aprogram of study equivalent to at least two-thirdsof the
full-time curriculumrequirementsof theingtitution. Forms
areprovided by PERSfor submission of the necessary
proof by the surviving spouse or student, and by the
school.

Dependent Parent —A dependent parentisone
who received at least one-half support from the member
during the 12 months preceding themember’sdegath. A
dependent parent may receive survivor benefitsif age 65
or older, or at any ageif adjudged physicaly or mentally
incompetent at thetime of themember’sdeath. Payments
to dependent parents stop in the event of afirst marriage
or death._ .

Additional Benefits

Health Care Cover age— PERS-provided health
careisnot agtatutorily-required benefit. Currently, when
applying for age and serviceretirement, amember with
10yearsof Ohio servicecredit hasPERS health care
plan coverage available. These 10 yearsmay not include
out-of-stateand/or military service purchased after Jan.
29,1981, servicecredit granted under aretirement
incentive plan, or credit purchased after May 4, 1992 for
exempt service. Hedlth care coveragefor disability
recipientsand primary survivor recipientsisavailable.
Dependents of eligiblerecipientsmay be covered through
premium deductions. Qualified benefit recipientsa so
may be€ligiblefor dternative hedth care plans(HMOs)
which may requireapremium deduction.

Memberswith lessthan 10 yearsof servicecredit at
age and serviceretirement may obtain accessto indepen-
dent health care coverage offered by our health care
administrators. Thiscoverageisneither offered by PERS
nor isit theresponsibility of the Retirement System.
PERS doesnot pay premiums, claims, or withhold any
premiumsfor thiscoverage.

M edicar e Part B Reimbur sement — Recipients
who aredligiblefor hedth caremust enroll inMedicare B
(medica) whenthey becomeeligiblefor Medicare B even
if they are covered by hedlth carethroughtheir current
employer. Proof of enrollment must be submitted and
PERSwill then reimbursearecipient for thebasic pre-
mium cost of the Medicare B premium aslong asthe

recipientisenrolledin MedicareB. Theamount isadded
tothemonthly benefit.

Cost-of-LivingAdjustment —Once abenefit
recipient hasreceived benefitsfor 12 months, an annual
cost-of-living adjustment is provided to benefit recipients
ineach year the Consumer PriceIndex (CPI) showsan
increase. Theadjustment isthelesser of 3 percent or the
actual CPl increase.

Death Benefit —Upon the death of an ageand
serviceor disability benefit recipient, alump sum death
benefit ispaid tothequalified beneficiary. Thebenfit,
from $500 to $2,500, isbased on the recipient’syears of
servicecredit.

Refunds

Full recovery of al employee contributionsto PERS
isguaranteed. Uponleavingal publicemploymentin
Ohio, amember may apply for and recelvetheir accumu-
lated contributions, interest, and amatching amount (if the
member hasfive or moreyearsof servicecredit).

Beforearefund may beissued, thelaw requires
threemonths must elapse from the date certified by the
employer that the member terminated public employment.
If amember isalso amember of the State Teachers
Retirement System or the School Employees Retirement
System, an applicationfor refund from the other system(s)
must have beenfiledin order to receivethe money from
PERS.

If arefund istaken and theindividua later returnsto
covered employment for at least 18 months, theamount
refunded, plusinterest, may beredeposited and service
credit restored. .

Coverage and Benefits
for Re-Employed Retirees

After amember retires, re-employment in ajob that
iscovered by PERS, including serviceinan elected
position, may affect continuing recei pt of an ageand
serviceretirement benefit.

Retirees begin contributing fromthefirst day of re-
employment at arate of 8.5 percent of earnable sdary.
State employers contribute 13.31 percent for thesere-
employed retireesand local employers contribute 13.55
percent.

A retiree should not bere-employed for at least two
monthsafter retirement from aPERS-covered employer.
A retireewho returnsto work and has not been retired
for therequired two months must contribute, but the
current retirement allowancefor each monthinwhichre-
employment occursduring thosetwo monthswill be
forfeited.
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All re-employedretireeswill continueto receive
their retirement all owance and must make contributions
toward amoney purchaseannuity, whichisbased onthe
caculation of the sum of employee contributionsfor the
period of re-employment, plusalowableinterest, multi-
plied by two.

Theemployer must providethere-employed
retiree’ sprimary health carecoverageif itisavailableto
employeesin comparablepositions. Theemployer health
care coverage cannot bewaived by there-employed
retiree. Suspensionor forfeiture of theretirement allow-
anceinterruptstheretiree’ shealth care coverage.

A personwhoisretired from PERS and returnsto
PERS-covered employment asan elected officid is
treated asare-employedretiree. A personwhoisretired
from another Ohio state retirement system and becomesa
PERS member asan elected official dsoistreated asa
re-employed retiree. However, if aPERS member is
covered for non-elected official service, and, alsoisan
elected officia contributing to Socia Security for the
elected position, their elected service hasno effect on
their PERSretirement, and they are not PERSre-em-
ployed retireesfor subsegquent el ected services.

A PERS retiree cannot continueto receive benefits
and work as an independent contractor under acontract
for any period of timefor theemployer fromwhich they
retired.

A disability or age and service benefit recipient from
another Ohio system coming into PERS-covered employ-
ment should beretired for at |east two monthsand must
begin contributionsto PERSfrom thefirst day of employ-
ment. Theserecipientswill earnamoney purchase
annuity based onthe cal cul ation of the sum of employee
contributionsreceived for the period of re-employment,
plusalowableinterest, multiplied by two.
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Deloitte & Touche LLP
155 East Broad Street
Columbus, OH 43215-3611

Tel: (614) 221-1000
Fax: (614) 229-4647
www.dttus.com

Deloitte
& Touche

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED UPON THE AUDIT PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Members of the Board of Trustees of
Public Employees Retirement System of Ohio

We have audited the combining financia statements of Public Employees Retirement System of Ohio
(“PERS"), as of and for the year ended December 31, 2000, and have issued our report thereon dated
April 27, 2001. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financia audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

COMPLIANCE

As part of obtaining reasonabl e assurance about whether PERS' combining financial statements are free
of material misstatements, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, noncompliance with which could have a direct and materia effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit and, accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Sandards.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit, we considered PERS' internal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinion on the combining
financial statements and not to provide assurance on the internal control over financial reporting. Our
consideration of theinternal control over financia reporting would not necessarily disclose all mattersin
theinternal control over financial reporting that might be material weaknesses. A material weaknessisa
condition in which the design or operation of one or more of the interna control components does not
reduce to arelatively low level the risk that misstatements in amounts that would be material in relation to
the combining financial statements being audited may occur and not be detected within atimely period by
employees in the normal course of performing their assigned functions. We noted no matters involving

Deloitte
Touche
Tohmatsu
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the internal control over financial reporting and its operation that we consider to be material weaknesses.
However, we noted other matters involving the internal control over financial reporting that we have
reported to the management of PERS in a separate |etter dated April 27, 2001.

* * % * *

Thisreport isintended solely for the information and use of the Members of the Board of Trustees, the
Auditor of State of Ohio, management, and others within PERS and is not intended and should not be
used by anyone other than these specified parties.

DELOITTE & TOUCHE LLP

April 27, 2001



88 East Broad Street
STATE OF OHIO P.O. Box 1140

OFFICE OF THE AUDITOR Columbus, Ohio 43216-1140

Telephone  614-466-4514
JiM PETRO, AUDITOR OF STATE 800-282-0370

Facsimile  614-466-4490

PUBLIC EMPLOYEES RETIREMENT SYSTEM

FRANKLIN COUNTY

CLERK'S CERTIFICATION
This is a true and correct copy of the report which is required to be filed in the Office
of the Auditor of State pursuant to Section 117.26, Revised Code, and which is filed
in Columbus, Ohio.

desan Toubbitt

CLERK OF THE BUREAU

CERTIFIED
JULY 19, 2001
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