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2006-2007 State Teachers Retirement Board

Guiding the members of the Retirement Board is their collective belief that Ohio’s public educators
deserve comprehensive benefits and quality service from their retirement system during their careers
and in retirement. The Retirement Board provides the direction, fiduciary oversight and policies that
enable STRS Ohio to fulfill its mission of assuring financial security for Ohio’s educators.

During the 2006-2007 fiscal year, the Retirement Board was composed of 11 members as follows:
five elected contributing members; two elected retired members; an investment expert appointed
by the governor; an investment expert appointed jointly by the speaker of the Ohio House of
Representatives and the Ohio Senate president; an investment expert designated by the treasurer
of state; and the superintendent of public instruction or her designated investment expert. These
individuals devoted hundreds of volunteer hours in service to STRS Ohio.

Thomas W. Johnson was appointed to the board by Gov. Bob Taft in September 2006. Johnson will
serve on the board through Sept. 28, 2008, thus completing the four-year term begun by Judith
Fisher, who resigned her position in July 2006. Mark H. Meuser also joined the board in September to
begin the four-year term he was elected to during the spring 2006 election.

In November 2006 Taiyia L. Hayden was selected by the board to fill the contributing member seat
vacated by Michael Billirakis in September. She was the only contributing member to file enough
completed petitions for the spring 2007 election; therefore, according to Ohio statute, no election
was required to be held. Hayden will continue in this seat through Aug. 31, 2011.

In January 2007, Treasurer of State Jennette Bradley named Craig C. Brooks to the Retirement Board.
Brooks is completing the four-year term begun by Stephen Buser, who resigned in August 2006.
Brooks will serve through Dec. 1, 2008.

One seat on the board remains unfilled following the resignation of Geoffrey G. Meyers in November
2006. The individual chosen for this seat is the joint appointment of the speaker of the House and the
Senate president.
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We are pleased to present the Comprehensive Annual Financial Report of the State Teachers Retire- www.strsoh.org

ment System of Ohio for the fiscal year ended June 30, 2007. This report is intended to provide

financial, investment, actuarial and statistical information in a single publication. STRS Ohio man-

agement is responsible for the accuracy of the data, as well as the completeness and fairness of the

presentation. RETIREMENT BOARD CHAIR
JEFFREY CHAPMAN

Members of the State Teachers Retirement Board:

STRS Ohio was created by legislative act on May 8, 1919, as an alternative to separate, often unstable
local school district retirement plans. STRS Ohio is a cost-sharing, multiple-employer plan providing
service retirement, disability and survivor benefits to teachers and faculty members of public boards
of education, state-supported colleges and universities, and the state of Ohio and its political sub-
divisions. Optional health care coverage is available to eligible benefit recipients and their eligible
family members.

RETIREMENT BOARD VICE CHAIR
MARY ANN QUILTER CERVANTES

EXECUTIVE DIRECTOR
DAMON F. ASBURY

Major Initiatives

Securing adequate funding for the health care program that STRS Ohio provides to its retirees con-
tinued to be a focal point for the State Teachers Retirement Board. In December 2006 House Bill 707,
containing the health care funding proposal developed by the Retirement Board and endorsed by
the Health Care Advocates for STRS, was introduced. This member-driven initiative calls for increas-
ing public teachers’ contributions to STRS Ohio by up to 2.5% and their employers’ contributions

by up to 2.5% of teacher payroll to create an ongoing, dedicated revenue stream for the STRS Ohio
Health Care Program for current and future retired educators. These increases would be phased in
over a five-year period, in .5% increments. No action was taken on the bill before the General Assem-
bly adjourned, but the bill was reintroduced in September 2007 as House Bill 315.

Also in December 2006, Independent Fiduciary Services, Inc. (IFS) presented the results of its fidu-
ciary performance audit of STRS Ohio to the Ohio Retirement Study Council (ORSC). IFS was chosen
by the ORSC to review the system’s investment and management practices, as well as those of the
Ohio Police & Fire Pension Fund. In the executive summary that accompanied the detailed report
about STRS Ohio, IFS noted that”. .. the results of this review demonstrate that STRS is generally in
line with best practices with regard to much of its overall governance, administration and manage-
ment of its investment program.” Further, the report noted that”“... STRS governance policies and
rules are impressively comprehensive and they cover all of the significant aspects of governance a
sophisticated public pension fund requires.”

Many months of work in fiscal 2007 led to the Retirement Board approving a three-year contract
with Express Scripts as the pharmacy benefits manager (PBM) for enrollees in the Aetna, Medical
Mutual and Paramount health care plans. The contract extends from Jan. 1, 2008, through

Dec. 31, 2010. The selection of Express Scripts resulted from a collaborative effort between STRS
Ohio, the Ohio Public Employees Retirement System (OPERS), the School Employees Retirement
System (SERS) and The Ohio State University to choose a common PBM for their respective health
care programs. By joining together, the four groups have been able to leverage their collective pur-
chasing power to stretch their respective health care dollars as much as possible.

In March 2007, AOL/Time-Warner agreed to terms with the five Ohio retirement systems and the
Ohio Bureau of Workers’ Compensation (BWC) to settle a securities fraud case. BWC and the state
pension funds shared a gross settlement of $175 million and a net amount of $144 million after
reductions for attorney fees and expenses. STRS Ohio received about $66.6 million. This is approxi-
mately $62 million more than what STRS Ohio would have received if it had not opted out of the
federal class action suit and instead remained part of the class. The securities fraud case alleged
that AOL inflated its stock price before merging with Time-Warner in January 2001. The suit sought
recovery of funds lost by the pension systems and BWC when the price of AOL/Time-Warner stock
fell dramatically in July 2002.

On March 29, 2007, Substitute House Bill 71 went into effect. This bill permits members of STRS Ohio,
OPERS, SERS and the Highway Patrol Retirement System to purchase up to five years of credit for
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service with the Ohio National Guard or a reserve component of the United States armed forces. The cost is 100% of
the additional liability to the system resulting from the purchase. The total maximum service credit a member may
purchase for both active military service and Ohio National Guard or reserve duty is five years.

In May 2007, the Retirement Board approved rules which only allow STRS Ohio to provide secondary coverage

to any health care plan enrollees who are employed in a public or private position and are eligible for health care
coverage through their employer. These provisions apply if: (1) the employer provides coverage to other employees
in comparable positions at a cost no more than the cost of coverage offered to full-time employees; and (2) the plan
provides medical and prescription drug coverage. The rules apply only to individuals who are not eligible for Medi-
care and go into effect on Jan. 1, 2009.

For a number of years, STRS Ohio has participated in benchmarking studies developed by CEM, Inc., of Toronto,
Ontario. Today, more than 50 retirement systems from the United States, Canada, Australia and the Netherlands
participate in the annual studies that represent pension funds serving more than 18 million members. About 80%
of STRS Ohio’s total investment fund is internally managed by STRS Ohio associates. The value of this organizational
structure continued to be confirmed by a CEM study covering calendar year 2006. It indicated that STRS Ohio saved
more than $88.4 million through internal management of its investment assets. Another CEM comparative study
covering fiscal year 2006 showed that STRS Ohio earned the No. 2 ranking in overall quality of services to its mem-
bers for the second consecutive year.

Work continues on the replacement of STRS Ohio’s pension management computer system. The project, which
began in fiscal 2005, is scheduled to be completed during calendar year 2008.

Investments

Total investments (including short-term investments) increased to $79.6 billion as of June 30, 2007. The Investment
Review starting on Page 35 discusses the investment environment during fiscal 2007. The allocation of investment
assets is designed to provide high long-term yields while minimizing risk. A summary of the asset allocation can be
found on Page 50.

For the fiscal year ended June 30, 2007, investments provided a 20.73% return. STRS Ohio’s annualized rate of return
was 15.51% over the last three years and 13.17% for the last five years. Similar benchmark returns over the same
one-, three- and five-year periods were 19.49%, 14.34% and 12.16%, respectively.

2007 Additions to Plan Net Assets Additions to Plan Net Assets

I . (in thousands)
Member and employer contributions, as well as income from

investments, provide funds for pension benefits and health care 2007

coverage. Employer contributions include amounts paid by

employers of participants in alternative retirement plans (ARPs). Net Investment Income § 13,444,328

ARP participants are not members of STRS Ohio; however, their Contributions:

employers are required to contribute 3.5% of salaries to STRS Ohio Member 5 1,039,585

to help pay for unfunded liabilities. Total additions to plan net Employer , § 1,390,491

assets were $16.1 billion in fiscal 2007, an increase of $5.5 billion Health Care Premiums S

from the previous year due to greater investment returns. Effective Medicare Part D Reimbursement o363
P Y 9 Other § 20468

Jan. 1, 2006, STRS Ohio began receiving Medicare Part D reimburse-

ments for participant prescription costs. Fiscal 2007 represents the Total Contributions § 2,688,393

first full year of receiving Medicare Part D reimbursements. This

federal subsidy helps offset the overall cost of managing the post- Total Additions to Plan Net Assets $ 16,132,721

employment health care program.

2007 Deductions From Plan Net Assets Deductions From Plan Net Assets

(in thousands)

The principal purpose for STRS Ohio is to provide retirement,

survivor and disability benefits to qualified members and their 2007

beneficiaries. Benefit payments, including refunds to terminated

members, totaled more than $4.6 billion. Administrative expenses Benefits § 451112

decreased by $3.7 million from 2006. Withdrawals § 13499
Administrative Expenses $ 63,387

Total Deductions From Net Assets $ 4,709,493
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Funding

Contribution rates are actuarially determined to provide a level basis of funding using the entry age normal cost
method, and an actuarial valuation is performed annually by Buck Consultants, Chicago, Ill. The July 1, 2007, valuation
shows that the amortization period for the unfunded accrued liability decreased to 26.1 years from 47.2 years, and
the ratio of assets to total accrued liabilities increased to 82.2% from 75.0%.

A detailed discussion of funding is provided in the Actuarial Section of this report beginning on Page 54.

Internal Controls

STRS Ohio management is responsible for and has implemented internal controls designed to provide reasonable
assurances for the safeguarding of assets and the reliability of financial records. We believe that the internal controls
currently in place adequately meet the purpose for which they were intended.

Certificate of Achievement and Other Awards

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to STRS Ohio for its Comprehensive Annual Financial Report for the
fiscal year ended June 30, 2006. The Certificate of Achievement is a prestigious national award recognizing confor-
mance with the highest standards for preparation of state and local government financial reports.

To be awarded a Certificate of Achievement, a government unit must publish an easily readable and efficiently
organized comprehensive annual financial report that conforms to program standards. This report must satisfy both
generally accepted accounting principles and applicable legal requirements. A Certificate of Achievement is valid
for one year. STRS Ohio has received a Certificate of Achievement for the last 17 years. We believe our current report
continues to meet the Certificate of Achievement program requirements and will be submitted to the GFOA.

Acknowledgments

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

Respectfully submitted,

-

Damon F. Asbury
Executive Director

S04 <04

Robert A. Slater, CPA
Deputy Executive Director
Chief Financial Officer
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Independent Auditors’ Report

The Retirement Board

State Teachers Retirement System of Ohio
and

The Honorable Mary Taylor

Auditor of State

We have audited the accompanying statements of plan net assets of the State Teachers Retirement System
of Ohio (STRS Ohio) as of June 30, 2007 and 2006, and the related statements of changes in plan net assets
for the years then ended. These financial statements are the responsibility of STRS Ohio’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of STRS Ohio’s internal control over financial reporting. Accordingly, we express no such
opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the plan net
assets of STRS Ohio as of June 30, 2007 and 2006, and the changes in plan net assets for the years then
ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated December 7, 2007,

on our consideration of STRS Ohio’s internal control over financial reporting and on our test of its compliance
with certain provision of laws, regulations, contracts and grant agreements and other matters. The purpose of
that report is to describe the scope of our testing on internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on the internal control over financial reporting or
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

Management’s discussion and analysis on pages 9 through 15 and the schedules of funding progress and
employer contributions and related notes on pages 31 and 32 are not a required part of the basic financial
statements, but are supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as whole.
The supplementary information included on pages 33 and 34 is presented for the purpose of additional
analysis and is not a required part of the basic financial statements, and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

The introduction section on pages 1 through 7, the Investments section on pages 35 through 53, the Actuarial

section on pages 54 through 62, and the Statistical section on pages 63 through 70 have not been subjected
to the auditing procedures applied in the audit of the basic financial statements, and accordingly, we express

no opinion on them.

Toledo, Ohio Momber of

December 7, 2007 .
Offices in 15 states and Washington, DC HL International
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Management’s Discussion and Analysis

Management is pleased to provide this overview
and analysis of the financial activities of the State
Teachers Retirement System of Ohio (STRS Ohio)
for the years ended June 30, 2007 and 2006.

This information is intended to supplement the
financial statements, which begin on Page 17 of
this report. We encourage readers to consider
additional information and data in STRS Ohio’s
2007 Comprehensive Annual Financial Report.

Financial Highlights
The chart below illustrates the percentage

changes in plan assets and expenses for fiscal
2007. Highlights of the fiscal year include:

- The investment rate of return was 20.73% in
fiscal 2007. The investment rate of return for
fiscal 2006 was 13.73% following a 12.25%
return in 2005. Five- and 10-year total fund
annualized returns are 13.17% and 8.58%,
respectively.

- Plan net assets increased 17.3% from the
prior fiscal year, ending at $77.3 billion as of
June 30, 2007. Plan assets increased 10.5%

Percentage Changes in Plan Assets and
Expenses for Fiscal 2007 .

18%
7% | | 17.34%
16%
15%
14%
13%
12%
1%
10% 10.72%
9%
8% 8.83%
7%
6%
5%
4%
3%
2% 2.71%

1%
0%

-5% -5.52%

Plan Net Service Health Care Administrative Investment
Assets Retirement,  Costs Paid Expenses Expenses
Disability
and Survivor
Benefits

from fiscal 2005 to fiscal 2006, ending at $65.9
billion as of June 30, 2006.

« The post-employment health care balance was

$4.1 billion as of June 30, 2007, an increase of
15.3% from the prior fiscal year. Net investment
income for the fund was $713 million in 2007.
The post-employment health care balance
increased 7.4% from fiscal 2005 to fiscal 2006,
ending at $3.5 billion as of June 30, 2006.

Defined contribution accounts finished the year
with $297 million in net assets, an increase of
32.5% from 2006. Investment management and
administrative fees paid by plan participants
reduced the accrued Defined Contribution and
Combined Plan costs by $3.6 million during
fiscal 2006. The defined contribution accounts
ended at June 30, 2006, with $224 million in
assets, an increase of 41.6% from fiscal 2005.

Total benefit payments were $4.5 billion during
fiscal 2007, an increase of 8.1% from fiscal 2006.
STRS Ohio paid members slightly more than
$4.0 billion in service retirement, disability and
survivor benefits plus $503 million for health
care coverage during fiscal 2007. Total benefit
payments were $4.2 billion during fiscal 2006,
an increase of 9.1% from fiscal 2005.

Total additions to plan net assets were $16.1
billion during fiscal 2007, an increase of $5.5 bil-
lion from 2006 additions to plan net assets. Net
investment income during fiscal 2007 totaled
$13.4 billion, most of it coming from market
appreciation in investment values. Total addi-
tions to plan net assets were $10.6 billion during
fiscal 2006, an increase of $1.6 billion over fiscal
2005.

Member and employer contributions totaled
more than $2.4 billion during fiscal 2007. Total
covered payroll, which is the combined salaries
for all plan participants, increased 2.3%. During
fiscal 2006, member and employer contribu-
tions totaled almost $2.4 billion.

Administrative expenses decreased 5.5%

to $63.4 million for fiscal 2007. Investment
expenses, which include salaries and benefits
for investment personnel, increased 10.7% to
$30.7 million in fiscal 2007. In fiscal 2006, admin-
istrative expenses increased 5.3% and invest-
ment expenses increased 11.3%.
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Plan Asset Additions by Source — Year Ended June 30, 2007

(dollar amounts in thousands)

Net Investment Income: $13,444,328 83.34%
Employer Contributions: ~ $1,390,491 8.62%
Member Contributions: $1,039,585 6.44%

Health Care Premiums
and Medicare Part D

Reimbursement: $237,849 1.47%
Other: $20,468 0.13%
Total Revenue: $16,132,721

Plan Asset Deductions by Type — Year Ended June 30, 2007

(dollar amounts in thousands)

Benefits (includes
optional health care): $4,511,112 95.79%

Refunds: $134,994 2.87%
Administration: $63,387 1.34%
Total Expenses: $4,709,493
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Annual Financial Review

The combined portfolio delivered a
20.73% rate of return in fiscal 2007.
Every asset class yielded a positive
return, led by the international equi-
ties return of 30.79%. Domestic stocks
achieved a 21.24% return, real estate
generated a 26.72% return and fixed
income had a 7.14% return. Diversifica-
tion of investments among the differ-
ent asset classes enables STRS Ohio to
reduce risk by offsetting short-term
fluctuations in individual asset classes.
STRS Ohio is a long-term investor. Look-
ing at annualized investment returns
for the period of July 1, 1998, to

June 30, 2007, STRS Ohio had a total
fund return of 8.58%, exceeding the
actuarial assumption of 8% by 58 basis
points.

The unfunded pension liability for
STRS Ohio, as of July 1, 2007, is

$14.5 billion, down $4.9 billion from
$19.4 billion as of July 1, 2006. The
expected amortization period to pay
off the unfunded liability is 26.1 years
at current contribution rates. The
funded ratio at July 1, 2007, is 82.2%, an
increase from 75.0% at July 1, 2006.
Actuarial gains resulted from invest-
ment returns being greater than
expected and individual salary
increases being less than expected.
Members’ retirement patterns, retirees
living longer and payroll growth being
less than expected generated actuarial
losses. STRS Ohio recorded a net actu-
arial gain of $5.2 billion.

Historical additions to and deductions
from plan assets indicate a pattern of
steadily increasing deductions com-
pared to fluctuating additions as shown
in the chart at the top of this page.
Although varying from year-to-year,
growth in assets exceeded deductions
over the longer term. Plan asset addi-
tions by source and deductions by type
for fiscal year ended June 30, 2007,

are shown in the pie charts to the left.
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Management’s Discussion and-Analysis

Pension benefit payments and health care costs
exceed member and employer contributions.
Investment income compensates for the differ-
ence between benefit payments and contribu-
tions.

Investment market returns increased the net
assets for post-employment health care to

$4.1 billion at June 30, 2007, from $3.5 billion at
June 30, 2006. Small modifications were made to
the health care program for calendar year 2007.
Premiums charged to health care recipients

in fiscal 2007 increased to $201.5 million from
$189.4 million. Medicare Part D reimbursements
of $36.3 million were received for the first full
year. Eligibility to collect Medicare Part D reim-
bursements became effective Jan. 1, 2006, and
STRS Ohio received $17.9 million in the first half-
year of reimbursements. Health care payments
grew 2.7% from fiscal 2006. In fiscal 2006, health
care premiums rose slightly to $189.4 million
from $188.8 million. Health care payments grew
10.5% from fiscal 2005.

Governmental Accounting Standards Board
(GASB) issued Statement No. 43, Financial
Reporting for Postemployment Benefit Plans Other
Than Pension Plans. This statement is effective for
fiscal 2007 and requires STRS Ohio to calculate
and disclose the estimated health care liability
for all current and future retirees in a manner
similar to calculating the liability for pension
benefits. Even though post-employment health
care is not a guaranteed benefit, STRS Ohio is
required by accounting standards to provide
information based on parameters established by
GASB. This information appears in the footnotes
and the required supplementary information
beginning on Page 31. The funded ratio of the
post-employment health care fund is 28.1% as
of Jan. 1,2007.

Administrative expenses decreased by

$3.7 million in fiscal 2007 from fiscal 2006.
Associate benefits, computer support services
and depreciation expenses decreased from fiscal
2006 levels. A one-time litigation settlement of
$3.8 million paid in fiscal 2006 resulted in admin-
istrative expenses increasing from 2005 levels.

Overview of the Financial
Statements of STRS Ohio

The two basic financial statements are the State-
ments of Plan Net Assets and the Statements of
Changes in Plan Net Assets. Amounts are shown for
the most recent and previous fiscal years for com-
parison and analysis of changes in individual line
items. The statements are prepared in conformity
with generally accepted accounting principles.

The Statements of Plan Net Assets are a measure of
STRS Ohio's assets and liabilities at the close of the
fiscal year. Total assets less current liabilities equal
the net assets held in trust for future benefits.

The Statements of Changes in Plan Net Assets show
additions and deductions for the fiscal year. The
net increase (or decrease) is the change in net
assets available for benefits since the end of the
previous fiscal year.

For financial reporting purposes, STRS Ohio assets
are divided into three primary funds: the Defined
Benefit (DB) Plan, the Defined Contribution (DC)
Plan and post-employment health care.

« The Defined Benefit Plan is the largest fund
and includes member contributions, employer
contributions and investment earnings for DB
participants. The DB Plan pays service retire-
ment benefits using a fixed formula based on
age, years of service and salary. In addition to
service retirement, DB participants are eligible
for disability and survivor benefits.

« The Defined Contribution Plan began on
July 1,2001. It is an optional plan available to
new members. DC participants allocate both
member and employer contributions in invest-
ment choices provided by STRS Ohio. Benefits
are based on the member’s account value.

As an alternative to the Defined Benefit or
Defined Contribution Plan, new members may
elect the Combined Plan. Combined Plan par-
ticipants allocate their member contributions
among the same investment choices as DC
members, and employer contributions are used
to provide a reduced formula service retirement
benefit along with disability and survivor pro-
tection. Assets to provide benefits to Combined
Plan members are divided between the Defined
Benefit Plan and the Defined Contribution Plan.
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Investment Performance

(total returns, annualized on a fiscal-year basis, July 1-June 30)

1-Year Returns (2007)*
Asset Category STRS Ohio Return Index Name Index Return
Domestic Equities 21.24% Russell 3000** 20.07%
International 30.79% International Equity Composite*** 30.07%
Fixed Income 7.14% Lehman Universal 6.62%
Real Estate 26.72% Real Estate Composite**** 16.27%
Total Fund 20.73% Total Fund Composite Benchmark 19.49%

5-Year Returns (2003-2007)

Asset Category STRS Ohio Return Index Name Index Return
Domestic Equities 11.65% Russell 3000** 11.38%
International 20.49% International Equity Composite*** 19.06%
Fixed Income 5.73% Lehman Universal 5.17%
Real Estate 19.65% Real Estate Composite**** 14.70%
Total Fund 13.17% Total Fund Composite Benchmark 12.16%

STRS Ohio Long-Term Policy Objective (20 Years)
Total Fund: 8.40%

Investment performance is calculated using a time-weighted rate of return.

*The one-year returns for fiscal year ended June 30, 2007, have been examined by Vincent Performance Services LLC. A copy of the examination report is
available upon request.

**The domestic equities benchmark is calculated using the Russell 3000 Index for all periods beginning on or after Aug. 1, 2003; the Domestic Equity
Composite for April 1, 2003, through July 31, 2003; and the S&P 1500 Index for all periods before April 1,2003.

***The international equities benchmark is calculated using 80% of the MSCl World ex USA Index (50% hedged) and 20% of the MSCI EMF Index for all
periods beginning on or after Jan. 1, 2006; 75% MSCl World ex USA Index (50% hedged) and 25% MSCI EMF Index from July 1, 2003, through Dec. 31, 2005;
and 75% EAFE (50% hedged) and 25% EMF from Oct. 1, 2000, through June 30, 2003.

****The real estate benchmark is calculated using 80% NCREIF Property Index (NPI), 10% NCREIF Timberland Index and 10% Wilshire REIT Index beginning
July 1,2002.

Investment Distribution by Fair Value — as of June 30, 2007

(dollar amounts in thousands)

Domestic Equities: $30,107,173

\ International: $17,777,792

Fixed Income: $17,512,194

Real Estate: $8,520,789

/ Short-Term Investments: $2,951,211

,I \/ Alternative Investments: $2,730,080
Total Investments:  $79,599,239
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Management’s Discussion and-Analysis

+ Net assets for post-employment health care con-
sist of funds set aside to subsidize health care
coverage for members enrolled in the Defined
Benefit and Combined Plans.

The Notes to Financial Statements are a fundamen-
tal part of the financial statements and provide
important information to augment the figures

in the financial statements. The notes describe
accounting policies along with plan member-
ship and benefits. Supplementary disclosures of
selected financial data are included in the notes.

In addition to the basic financial statements and
footnotes, a Schedule of Pension Plan Funding Prog-
ress, a Schedule of Employer Contributions Related to
Pension Plan and Notes to Pension Plan Trend Data
are included as “required supplementary informa-
tion.These schedules emphasize the long-term
nature of pension plans and show the progress of
STRS Ohio in accumulating sufficient assets to pay
benefits when due.

The Schedule of Pension Plan Funding Progress
shows actuarial trend information for the past

six years. It includes the ratio of valuation assets
to actuarial accrued liability (funded ratio). The
funded ratio increases over time as the funding
status of a pension plan improves and vice versa.
The Schedule of Pension Plan Funding Progress also
shows the unfunded actuarial accrued liability as
a percentage of member payroll. This percentage
decreases as a pension plan grows financially
stronger.

The Schedule of Employer Contributions Related

to Pension Plan shows the amount of required
employer contributions determined in accordance
with parameters established by Governmental
Accounting Standards Board (GASB) Statement
No. 25 and the percentage actually contributed.
Employers have met their obligation by contribut-
ing at the legally required contribution rates for
each of the six years shown in the schedule.

The Notes to Pension Plan Trend Data provide

the actuarial method and assumptions used to
determine the data in the Schedule of Pension Plan
Funding Progress and the Schedule of Employer Con-
tributions Related to Pension Plan.

A separate Schedule of Health Care Funding Progress,
Schedule of Employer Contributions Related to

Health Care and Notes to Health Care Trend Data

are included as required by GASB Statement

No. 43, Financial Reporting for Postemployment
Benefit Plans Other Than Pension Plans. The health
care information is included for the first time and
shows the status of STRS Ohio in accumulating
sufficient assets to pay health care benefits.

Schedules of Administrative Expenses, Schedules

of Investment Expenses and Schedules of Fees to
External Asset Managers by Asset Class are included
to detail the administrative and investment costs
to operate STRS Ohio.

Investment Allocation and Fiscal Year
Performance

For fiscal 2007, total investments achieved a
20.73% rate of return. The relative benchmark for
STRS Ohio returned 19.49%. STRS Ohio generated
124 basis points of additional value compared to
the passively managed benchmark. The target
allocations during the fiscal year were 0% in
short-term investments, 20.5% fixed income, 42%
domestic stock, 25% international, 9.5% real estate
and 3% alternative investments. Amounts actually
invested in these categories at the end of

June 2007 represent an investment over/under-
weight if different from the target allocation.
Over/underweighting occurs as fair values change
and as investment managers determine allocation
entry and exit timing strategies. See Page 12 for
detailed investment performance.

External asset management fees are shown
separately in the Statements of Changes in Plan
Net Assets as a reduction of investment income.
Coupled with direct internal investment costs, the
cost to manage investments was $151 million in
fiscal 2007 and $151 million in fiscal 2006.

Financial Statement Analysis

The tables on Page 14 show condensed informa-
tion from the Statements of Plan Net Assets and the
Statements of Changes in Plan Net Assets.

The plan net assets increased 17.3% from fiscal
2006. The plan net assets increased 10.5% from
fiscal 2005 to fiscal 2006. The increase in plan net
assets since fiscal 2005 is a result of improvements
in the fair value of investments.
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Plan Net Assets
(dollar amounts in thousands)

Amount Increase

(Decrease) Percentage Change
2007 2006 2005 From2006t02007  From 2006 to 2007
(ash and investments $79,607,931 $ 67,394,431 $ 61,625,103 $ 12,213,500 18.12%
Receivables 839,474 2,308,407 867,138 (1,468,933) (63.63%)
Securities lending collateral 3,970,484 3,214,660 2,810,118 755,824 23.51%
(apital assets 128,804 127,943 128,124 861 0.67%
Total net assets 84,546,693 73,045,441 65,430,483 11,501,252 15.75%
Liabilities 7,247,801 7,169,777 5,806,848 78,024 1.09%
Plan net assets $77,298,892 $ 65,875,664 $ 59,623,635 $ 11,423,228 17.34%
Additions to Plan Net Assets
(dollar amounts in thousands)
Amount Increase
(Decrease) Percentage Change
2007 2006 2005 From 2006t0 2007  From 2006 to 2007
Contributions:
Member contributions $ 1,039,585 $ 1,020,970 $ 997,867 $ 18,615 1.82%
Employer contributions 1,390,491 1,368,943 1,341,653 21,548 1.57%
Health care premiums 201,537 189,432 188,835 12,105 6.39%
Other 56,780 36,921 20,488 19,859 53.79%
Total contributions 2,688,393 2,616,266 2,548,843 12,127 2.76%
Total investment income 13,444,328 8,004,571 6,476,822 5,439,757 67.96%
Total additions to plan net assets $ 16,132,721 $ 10,620,837 $ 9,025,665 $ 5,511,884 51.90%

Deductions From Plan Net Assets

(dollar amounts in thousands)

Amount Increase

(Decrease) Percentage Change
2007 2006 2005 From 2006 to 2007 From 2006 to 2007
Deductions:

Benefit payments $ 4,007,705 $ 3,684,385 $ 3,383,605 $ 323,320 8.78%
Health care coverage 503,407 490,122 443,615 13,285 2.71%
Refunds to members 134,994 127,208 114,551 7,786 6.12%
Administrative expenses 63,387 67,093 63,705 (3,706) (5.52%)
Total deductions $ 4,709,493 $ 4,368,808 $ 4,005,476 $ 340,685 7.80%

Change in Net Assets From Plan Additions and Deductions

(dollar amounts in thousands)

Amount Increase

(Decrease) Percentage Change
2007 2006 2005 From2006t02007  From 2006 to 2007
Change in plan net assets $ 11,423,228 $ 6,252,029 $ 5,020,189 $ 5,171,199 82.711%
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Management’s Discussion and-Analysis

The value of capital assets increased from 2006

because costs for information technology systems
and other asset purchases exceeded depreciation

costs during the year. Depreciation expense on
capital items exceeded new capital purchases in
fiscal 2005 and 2006.

Total investment income increased $5.4 bil-
lion from fiscal 2006. Total investment income
increased $1.5 billion from fiscal 2005.

Member contributions increased 1.8% as participa-
tion in programs to purchase service credit slowed.

Member contributions increased 2.3% in fiscal

2006. The member and employer rate remained at
10% and14%, respectively, of earned compensa-

tion for fiscal 2006 and 2007.

Health care premiums helped to offset some of
the increases in health care costs. Of the $503.4

million paid to health care providers in fiscal 2007,

health care enrollees paid $201.5 million of the

total costs through premium deductions. Health

care enrollees were also responsible for addi-

tional health care costs paid through deductibles,
coinsurance, copayments and other out-of-pocket
expenditures. Employer contributions of $96.3 mil-
lion were allocated to help pay health care costs.
The remaining health care costs of $205.6 million
were paid by investment income allocated to post-

employment health care. For fiscal 2006, benefit

recipients and employers contributed $189.4 mil-

lion and $94.6 million, respectively.

STRS Ohio was created to provide retirement, dis-
ability and survivor benefits to members and eli-

gible beneficiaries. Expenditures include monthly
payments to eligible recipients, refunds of contri-
butions to members who terminate employment,

and the administrative costs of operating STRS
Ohio.

Total deductions from plan net assets were $4.7
billion in fiscal 2007, a 7.8% increase over fiscal

2006. Total deductions from plan net assets were

$4.4 billion for fiscal 2006, a 9.1% increase over

2005. The largest component was monthly benefit

payments for service retirement, disability and

survivor benefits. Total pension benefit payments

increased 8.8% in fiscal 2007 and 8.9% in fiscal

2006 as a result of new retirees and cost-of-living

adjustments.

Health care costs increased a modest 2.7% in fiscal
2007 primarily as a result of litigation settlements
and Medicare Part D reimbursements. Health care

costs increased 10.5% in fiscal 2006.

Funding Analysis

In fiscal 2007, the funding period decreased by
21.1 years to 26.1 years from 47.2 years in fiscal
2006.The funding period was 55.5 years at the
end of fiscal 2005. In fiscal 2007, actuarial gains
resulted from investment returns being greater
than expected and individual salary increases
being less than expected. Members’ retirement
patterns, retirees living longer and payroll growth
being less than expected generated actuarial
losses.

The unfunded accrued liability for STRS Ohio
pension benefits is $14.5 billion at July 1, 2007,
down from $19.4 billion at July 1, 2006. Market
changes in investment assets are smoothed over a
four-year period for valuation proposes. Valuation
assets ended fiscal 2007 at $66.7 billion, up from
$58.0 billion the prior year. The present value of
promised benefits to current and future benefit
recipients (the actuarial accrued liability) at fiscal
2007 and 2006 was $81.1 billion and $77.4 bil-
lion, respectively. The funded ratio, which is the
valuation assets divided by the actuarial accrued
liability, was 82.2% at July 1, 2007, up from 75.0%
at July 1, 2006.

Requests for Information

Questions about any information provided in this
report should be addressed to:

State Teachers Retirement System of Ohio
ATTN: Chief Financial Officer

275 E. Broad St.

Columbus, OH 43215-3771
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Financial

Statements of Plan Net Assets

(in thousands)

June 30, 2007 June 30, 2006
Post- Post-
Defined Defined employment Defined Defined employment
Benefit Contribution Health Care Totals Benefit Contribution Health Care Totals
Assets:
Cash and short-term investments $2763735 § 40467 5 155701  $ 2,959,903 $ 1,173,394 $ 25182 § 67,673 § 1,266,249
Receivables:
Accrued interest and dividends 193,962 10,927 204,889 186,712 10,768 197,480
Employer contributions 205,052 49 11,552 216,653 205,708 n 11,864 217,583
Retirement incentive 1,018 1,018 1,481 1,481
Member contributions 139,714 91 139,805 132,587 25 132,612
Due from defined contribution plans 49 49 3,642 3,642
Securities sold 260,462 14,674 275,136 1,657,982 95,620 1,753,602
Miscellaneous receivables 1,924 1,924 2,007 2,007
Total receivables 802,181 140 37,153 839,474 2,190,119 36 118,252 2,308,407
Investments, at fair value:
Fixed income 16,529,598 51,367 931,229 17,512,194 14,414,438 51,747 831,320 15,297,505
Domestic common and preferred stock 28,368,647 140,319 1,598,207 30,107,173 24,940,837 104,198 1,438,407 26,483,442
International 16,795,439 36,147 946,206 17,777,792 14,471,305 23,476 834,600 15,329,381
Real estate 8,039,487 28,381 452,921 8,520,789 6,676,650 23,008 385,061 7,084,719
Alternative investments 2,584,478 145,602 2,730,080 1,827,725 105,410 1,933,135
Total investments 72,317,649 256,214 4,074,165 76,648,028 62,330,955 202,429 3,594,798 66,128,182
Invested securities lending collateral 3,758,728 211,756 3,970,484 3,039,371 175,289 3,214,660
(apital assets, at cost, net of accumulated
depreciation of $93,747 and $86,521, respectively 128,804 128,804 127,943 127,943
Total assets 79,771,097 296,821 4,478,775 84,546,693 68,861,782 227,647 3,956,012 73,045,441
Liabilities:
Securities purchased and other investment liabilities 790,783 44,551 835,334 1,606,737 92,665 1,699,402
Debt on real estate investments 2,268,654 127,809 2,396,463 2,070,608 119,418 2,190,026
Accrued expenses and other liabilities 17,499 986 18,485 18,992 1,095 20,087
Due to defined henefit plans 49 49 3,642 3,642
Medical benefits payable 26,986 26,986 41,960 41,960
Obligations under securities lending program 3,758,728 211,756 3,970,484 3,039,371 175,289 3,214,660
Total liabilities 6,835,664 49 412,088 7,247,801 6,735,708 3,642 430,427 1,169,771
Net assets held in trust for defined
benefit, defined contribution and
post-employment health care coverage:
(An unaudited schedule of funding progress
is presented on Page 31.) $72,935433  $§ 296,772 § 4,066,687  $77,298,892 $62,126,074  $ 224,005  $ 3,525,585  $ 65,875,664

See accompanying Notes to Financial Statements.
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Statements of Changes in Plan Net Assets

(in thousands)

Year Ending June 30, 2007

Year Ending June 30, 2006

Post- Post-
Defined Defined employment Defined Defined employment
Benefit Contribution Health Care Totals Benefit Contribution Health Care Totals
Additions
Contributions:
Member $ 1,002,876  $ 36,709 $ 1,039,585 $ 987,900  $ 33,070 $ 1,020,970
Employer 1,272,559 21,645 $ 96,287 1,390,491 1,255,053 19,280 $ 94,610 1,368,943
Transfers between retirement plans 15,845 (15,845)
Retirement incentive 8,435 8,435 5,959 5,959
Medicare Part D reimbursement 36,312 36,312 17,947 17,947
Benefit recipient health care premiums 201,537 201,537 189,432 189,432
Other retirement systems 12,033 12,033 13,015 13,015
Total contributions 2,311,748 42,509 334,136 2,688,393 2,261,927 52,350 301,989 2,616,266
Investment income from investing activities:
Net appreciation in fair value of investments 10,984,675 35,601 617,541 11,637,817 6,034,535 19,100 347,038 6,400,673
Interest 765,556 1,540 42,985 810,081 659,997 826 37,883 698,706
Dividends 853,271 47,815 901,086 724,397 41,528 765,925
Real estate income 216,339 12,123 228,462 260,456 14,931 275,387
12,819,841 37,141 720,464 13,577,446 7,679,385 19,926 441,380 8,140,691
Less investment expenses (28,936) (118) (1,628) (30,682) (26,113) (96) (1,503) (27,7112)
Less external asset management fees (113,603) (6,366) (119,969) (116,541) (6,681) (123,222)
Net income from investing activities 12,677,302 37,023 712,470 13,426,795 7,536,731 19,830 433,196 7,989,757
From securities lending activities:
Securities lending income 207,547 11,630 219,177 133,327 7,643 140,970
Securities lending expenses (190,944) (10,700) (201,644) (119,316) (6,840) (126,156)
Net income from securities lending activities 16,603 930 17,533 14,011 803 14,814
Net investment income 12,693,905 37,023 713,400 13,444,328 7,550,742 19,830 433,999 8,004,571
Total additions 15,005,653 79,532 1,047,536 16,132,721 9,812,669 72,180 735,988 10,620,837
Deductions
Benefits:
Service retirement 3,708,919 3,708,919 3,393,968 3,393,968
Disability benefits 198,581 198,581 193,329 193,329
Survivor benefits 90,092 90,092 86,023 86,023
Health care 503,407 503,407 490,122 490,122
Other retirement systems 10,019 10,019 10,906 10,906
Additional death benefits (net) 9% 94 159 159
Total benefit payments 4,007,705 503,407 4,511,112 3,684,385 490,122 4,174,507
Refunds to members who have withdrawn 128,587 6,407 134,994 121,290 5918 127,208
Administrative expenses 60,002 358 3,027 63,387 63,398 491 3,204 67,093
Total deductions 4,196,294 6,765 506,434 4,709,493 3,869,073 6,409 493,326 4,368,808
Netincrease 10,809,359 72,767 541,102 11,423,228 5,943,596 65,771 242,662 6,252,029
Net assets held in trust for defined
benefit, defined contribution and
post-employment health care coverage:
Beginning of year 62,126,074 224,005 3,525,585 65,875,664 56,182,478 158,234 3,282,923 59,623,635
End of year $72,935,433  $ 296,772 $ 4,066,687  $77,298,892 $62,126,074  $ 224,005 $ 3,525,585  $ 65,875,664

See accompanying Notes to Financial Statements.
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Notes to Financial Statements

Years ended June 30, 2007 and 2006

1. Summary of Significant Accounting
Policies

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

Organization — STRS Ohio is a cost-sharing,
multiple-employer plan that operates under
Chapter 3307 of the Ohio Revised Code (Revised
Code) and is administered by a board comprised of
11 members as follows: five elected contributing
members; two elected retired teacher members; an
investment expert appointed by the governor; an
investment expert appointed jointly by the speaker
of the House and the Senate president; an invest-
ment expert designated by the treasurer of state;
and the superintendent of public instruction or

her designated investment expert.

The accompanying financial statements comply
with the provisions of the Governmental Account-
ing Standards Board (GASB) Statement No. 39, an
amendment of GASB Statement No. 14, The Finan-
cial Reporting Entity. This statement requires that
financial statements of the reporting entity include
all of the organizations, activities, functions and
component units for which the reporting entity is
financially accountable. Financial accountability is
defined as the appointment of a voting majority

of the component unit’s board and either (1) the
reporting entity’s ability to impose its will over the
component unit, or (2) the possibility that the com-
ponent unit will provide a financial benefit to or
impose a financial burden on the reporting entity.
STRS Ohio does not have financial accountability
over any entities.

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

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

Contributions and Benefits — Employer and
member contributions are recognized when due
based on statutory or contractual requirements.
Benefits and refunds are recognized when due and
payable in accordance with the terms of the plan.

Capital Assets — Capital assets are recorded
at historical cost. Depreciation is provided on a

straight-line basis over estimated useful lives of five
to 10 years for equipment and 40 years for building
and building improvements. Capital assets include
purchases of $500 or more with a useful life of at least
five years.

Method Used to Value Investments — Investments
are reported at fair value. Short-term investments,
with maturities less than one year, are reported at
amortized cost, which approximates fair value. Secu-
rities traded on a national or international exchange
are valued at the last reported sales price at the then
current exchange rates. Fixed-income investments
are valued based on their coupon rate relative to

the coupon rate for similar securities. The fair value
of real estate investments is based on independent
appraisals and internal valuations. The fair value of
alternative investments is determined by the alterna-
tive investment partnership based on the valuation
methodology outlined in the partnership agreement.

Federal Income Tax Status — Under Section 401(a)
of the Internal Revenue Code, STRS Ohio is exempt
from federal income taxes.

Use of Estimates — In preparing financial state-
ments in conformity with accounting principles
generally accepted in the United States of America,
the board makes estimates and assumptions that
affect the reported amounts of assets and liabilities
and disclosures of contingent assets and liabilities
at the date of the financial statements, as well as the
reported amounts of revenue and expenses during
the reporting period. Actual results could differ from
those estimates and assumptions.

Recently Issued Accounting Pronouncement —

In April 2004, the GASB issued Statement No. 43,
Financial Reporting for Postemployment Benefit Plans
Other Than Pension Plans. This statement establishes
uniform financial reporting standards for post-
employment benefits other than pension plans

and supersedes the interim guidance included in
Statement No. 26, Financial Reporting for Postemploy-
ment Healthcare Plans Administered by Defined Benefit
Pension Plans.

STRS Ohio implemented Statement No. 43 for the
year ended June 30, 2007. Additional disclosures
related to the estimated liability of health care bene-
fits for current and future retirees is included in this
year's report.



2. Description of the STRS Ohio Plan

Plan Membership — STRS Ohio is a statewide
retirement plan for licensed teachers and other
faculty members employed in the public schools
of Ohio (the state) or any school, college, univer-
sity, institution or other agency controlled, man-
aged and supported, in whole or part, by the state
or any political subdivision thereof.

See charts to the right for member and retiree
data and participating employers.

Plan Options — New members have a choice

of three retirement plan options. In addition to
the Defined Benefit (DB) Plan, new members

are offered a Defined Contribution (DC) Plan or

a Combined Plan. The DC Plan allows members

to allocate all their member contributions and
employer contributions equal to 10.5% of earned
compensation among various investment choices.
The Combined Plan offers features of the DC Plan
and the DB Plan. In the Combined Plan, member
contributions are allocated among investment
choices by the member. Employer contributions

in the Combined Plan are used to fund a defined
benefit payment at a reduced level from the regu-
lar DB Plan. Contributions into the DC Plan and the
Combined Plan are credited to member accounts
as employers submit their payroll information to
STRS Ohio, generally on a biweekly basis.

DB Plan Benefits — Plan benefits are estab-
lished under Chapter 3307 of the Revised Code.
Any member may retire who has (1) five years of
service credit and attained age 60; (2) 25 years of
service credit and attained age 55; or (3) 30 years
of service credit regardless of age.

The maximum annual retirement allowance,
payable for life, is the greater of the “formula
benefit” or the “money-purchase benefit” calcula-
tion. Under the “formula benefit,” the retirement
allowance is based on years of credited service
and final average salary, which is the average

of the member’s three highest salary years. The
annual allowance is determined by multiplying
final average salary by 2.2% for the first 30 years of
credited service. Each year over 30 years is incre-
mentally increased by .1%, starting at 2.5% for the
31st year of contributing service up to a maximum
allowance of 100% of final average salary. Upon
reaching 35 years of Ohio service, the first 31 years
of Ohio contributing service are multiplied by
2.5%, and each year over 31 years is incrementally
increased by .1% starting at 2.6% for the 32nd

STRS Ohio Comprehensive Annual Financial Reporﬁ

Member and Retiree Data at
July 1, 2007 and 2006

2007 2006
Current active members 174,110 175,065
Inactive members eligible for
refunds only 127,351 123,698
Terminated members entitled to
receive a benefit in the future 18,346 18,333
Retirees and beneficiaries
currently receiving a benefit 122,934 119,184
Defined Contribution Plan members 6,103 5,595
Reemployed retirees 20,631 19,749
Total Plan Membership 469,475 461,624
Participating Employers at
June 30, 2007 and 2006
2007 2006
City school districts 194 194
Local school districts 369 369
County educational service centers 60 60
Exempted village school districts 49 49
Joint vocational schools 49 49
Colleges and universities 36 37
County boards of mental retardation
and developmental disabilities 3 3
Community schools 255 246
State of Ohio 1 1
Other 8 8
Total 1,094 1,086

year. Members retiring before age 65 with less
than 30 years of service credit receive a percentage
reduction in benefit amounts.

Under the “money-purchase benefit” calculation,

a member’s lifetime contributions plus interest at
specified rates are matched by an equal amount
from contributed employer funds. This total is

then divided by an actuarially determined annuity
factor to compute the maximum annual retirement
allowance.

Since the plan is tax-qualified, benefits are subject
to limits established by Section 415 of the Internal
Revenue Code. Benefits are increased annually by
3% of the original base amount.

A retiree of STRS Ohio or another Ohio public
retirement system is eligible for reemployment as
a teacher following the elapse of two months from
the date of retirement. Contributions are made by
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Years ended June 30, 2007 and 2006

the reemployed member and employer during the
reemployment. Upon termination of reemploy-
ment or age 65, whichever comes later, the retiree
is eligible for an annuity benefit or equivalent
lump-sum payment in addition to the original
retirement allowance. A reemployed retiree may
alternatively receive a refund of member contribu-
tions with interest before age 65, once employ-
ment is terminated.

DC Plan Benefits — Benefits are established
under Chapter 3307.80 to 3307.89 of the Revised
Code.

For members who select the DC Plan, all member
contributions and employer contributions at a rate
of 10.5% are placed in an investment account. The
member determines how to allocate the member
and employer money among various investment
choices. The member receives a quarterly state-
ment of his or her account activity and balance.
The remaining 3.5% of the 14.0% employer rate is
allocated to the defined benefit unfunded liability.

A member is eligible to receive a retirement bene-
fit at age 50 and termination of employment. The
member may elect to receive a lifetime monthly
annuity or a lump-sum withdrawal. Employer con-
tributions into member accounts are vested after
the first anniversary of the first day of paid service.

Members in the DC Plan who become disabled are
entitled only to their account balance. If a member
dies before retirement benefits begin, the mem-
ber's designated beneficiary is entitled to receive
the member’s account balance.

Combined Plan — In the Combined Plan,
member contributions are allocated among
investment choices by the member, and employer
contributions are used to fund a defined benefit
payment.

A member’s defined benefit is determined by
multiplying 1% of the member’s final average
salary by the member’s years of service credit. The
defined benefit portion of the Combined Plan
payment is payable to a member on or after age
60. The DC portion of the account may be taken
as a lump sum or converted to a lifetime monthly
annuity.

Both DC and Combined Plan members transfer to
the Defined Benefit Plan during their fifth year of
membership unless they permanently select the

DC or Combined Plan. During fiscal 2007, the first
year transfers were possible, $15,845,000 was trans-
ferred from the DC and Combined Plan accounts to
the Defined Benefit Plan.

Death, Survivor and Disability Benefits —

A Defined Benefit Plan or Combined Plan member
with five or more years of credited service who
becomes disabled (illness or injury preventing
individual’s ability to perform regular job duties for
at least 12 months) is entitled to a disability benefit.
Additionally, eligible survivors of members who die
before service retirement may qualify for monthly
benefits.

A death benefit of $1,000 is payable to the bene-
ficiary of each deceased retired member who
participated in the Defined Benefit Plan. Death
benefit coverage up to $2,000 can be purchased
by participants in the DB, DC or Combined Plans.
Various other benefits are available to members'’
beneficiaries.

Health Care Coverage After Retirement —

Ohio law authorizes the State Teachers Retirement
Board to offer a cost-sharing, multiple-employer
health care plan. STRS Ohio provides access to
health care coverage to eligible retirees who par-
ticipated in the Defined Benefit or Combined Plans
and their eligible family members.

Coverage under the current program includes hos-
pitalization, physicians’ fees, prescription drugs and
reimbursement of monthly Medicare Part B premi-
ums. Pursuant to the Revised Code, the Retirement
Board has discretionary authority over how much,
if any, of the associated health care costs will be
absorbed by the plan. All benefit recipients, for

the year ended June 30, 2007, pay a portion of the
heath care costs in the form of a monthly premium.
Benefit recipients contributed $201.5 million

or 40% of the total health care costs (excluding
deductibles, coinsurance and copayments). For the
year ended June 30, 2006, benefit recipients con-
tributed 38% of the total health care costs.

Under Ohio law, funds to pay health care costs may
be deducted from employer contributions, cur-
rently 14% of compensation. Of the 14% employer
contribution rate, 1% of covered payroll was
allocated to post-employment health care. For the
years ended June 30, 2007 and 2006, employer
contributions allocated to health care totaled $96.3
million and $94.6 million, respectively.



Medicare Part D is a federal program to help cover
the costs of prescription drugs for Medicare bene-
ficiaries. Effective Jan. 1, 2006, this program allows
STRS Ohio to recover part of the cost for providing
prescription benefits since all eligible STRS Ohio
health care plans include creditable prescription
drug coverage. For the years ended June 30, 2007
and 2006, STRS Ohio received $36.3 million and
$17.9 million in Medicare Part D reimbursements,
respectively.

Pension and post-employment health care assets
are commingled for investment purposes. Con-
sequently, amounts reported for individual asset
classes are allocated between pension and post-
employment health care based upon ending net
assets.

The funded status and funding progress of the
health care plan require an actuarial valuation. The
funded status and funding progress of the health
care plan as of Jan. 1, 2007, is as follows:

Schedule of Health Care Funding Progress

(dollar amounts in thousands)

Unfunded
Actuarial UAAL as
Actuarial  Actuarial ~ Actuarial  Accrued % of
Valuation  Value Accrued  Liability Funded Covered Covered
Date of Assets Liability (UAAL)  Ratio  Payroll  Payroll

Jan.1,2007 $3,821,687 $13,599,374 $9,777,687 28.1% $9,665,780 101.2%

The actuarial assumptions and methods used

in the Jan. 1, 2007, health care valuation were
selected in compliance with the parameters
established under GASB Statement No. 43. The
interest rate assumption used for the Jan. 1, 2007,
valuation is 5.5%. As noted above, health care plan
net assets are commingled with pension plan net
assets for investment purposes.

Actuarial valuations of an ongoing plan involve
estimates of the value of reported amounts and
assumptions about the probability of occurrence
of events far into the future. Examples include
assumptions about future employment, mortality
and the health care cost trend. Actuarially deter-
mined amounts are subject to continual revision
as actual results are compared with past expec-
tations and new estimates are made about the
future.

STRS Ohio Comprehensive Annual Financial Reporﬁ

The schedule of health care employer contribu-
tions, presented as required supplementary
information following the notes to the finan-

cial statements, present information about the
amounts contributed to the plan by employers in
comparison to the actuarially required contribu-
tion (ARC), an amount that is actuarially deter-
mined in accordance with parameters of GASB
Statement No. 43. The ARC represents a level

of funding that, if paid on an ongoing basis, is
projected to cover normal cost for each year and
amortize any unfunded actuarial liabilities over a
period not to exceed 30 years.

Projections of benefits for financial reporting
purposes are based on the substantive plan (the
plan understood by the employer and plan partici-
pants), and include the types of benefits provided
at the time of the valuation. The actuarial methods
and assumptions used include techniques that are
designed to reduce the effects of short-term vola-
tility in actuarial accrued liabilities and the actu-
arial value of assets, consistent with the long-term
perspective of the calculations.

Refunds — Withdrawal cancels a member’s rights
and benefits in STRS Ohio.

Upon termination of employment, a Defined
Benefit Plan member may withdraw accumulated
contributions made to STRS Ohio. Refunds of
member contributions may include interest and
50% matching payments.

A Combined Plan member is eligible for the pres-
ent value of future benefits from the defined bene-
fit portion of the account if he or she terminates
employment after at least five years of service. For
the defined contribution portion of the account,
the refund consists of member contributions plus
any investment gains or losses on those contribu-
tions.

Defined Contribution Plan members receive their
contributions plus any investment gains or losses
until they have completed one year of member-
ship. After one year of membership, members
receive the balance in their accounts, including
employer contributions and related gains or losses.

Alternative Retirement Plan — Eligible faculty of
Ohio’s public colleges and universities may choose
to enroll in either STRS Ohio or an alternative
retirement plan (ARP) offered by their employer.
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Employees have 120 days from their date of hire to
select a retirement plan.

For employees who elect an ARP, employers are
required to remit employer contributions to STRS
Ohio at a rate of 3.5% of payroll. For the year
ended June 30, 2007, the ARP participant pay-

roll totaled $365,837,000, and there were 9,047
participants. For the year ended June 30, 2006, the
ARP participant payroll totaled $332,334,000, and
there were 8,274 participants.

Administrative Expenses — The costs of admini-
stering the Defined Benefit and post-employment
health care plans are financed by investment
income. The administrative costs of the Defined
Contribution Plan are financed by participant fees.

3. Contribution Requirements and
Reserves

Employer and member contribution rates are
established by the Retirement Board and limited
by Chapter 3307 of the Revised Code. The
employer rate is limited to 14% and the member
rate is limited to 10% of covered payroll.

Various funds are established under the Revised
Code to account for contributions, reserves,
income and administrative expenses.

The Teachers’ Savings Fund (TSF) is used to accu-
mulate member contributions in trust.

The Employers’ Trust Fund (ETF) is used to accu-
mulate employer contributions in trust. The ETF
includes assets allocated to post-employment
health care from which payments for health care
coverage are made.

The Annuity and Pension Reserve Fund (APRF)

is the fund from which all annuities and pension
payments to retired members are made. Reserves
are transferred to this fund from the TSF and ETF
funds at the time of retirement.

The Survivors’Benefit Fund is the fund from which
all survivor benefit payments are made for which
reserves have been transferred from the TSF and
the ETF.

The Defined Contribution Fund accumulates DC
member and employer contributions, Combined
Plan member contributions, investment earnings
and DC plan expenses.

The Guarantee Fund is used to accumulate income
derived from gifts, bequests and investments for
the year.

The Expense Fund is the fund from which all
expenses for the administration and management
of STRS Ohio are paid each year.

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

At June 30, 2007 and 2006, plan net assets were
included in the various funds as shown in the
chart below.

Fund Balances (in thousands)

June 30, 2007 June 30,2006
Teachers’ Savings Fund $ 9,563,125 $ 9,284,076
Employers'Trust Fund 20,599,555 12,771,284
Annuity and Pension Reserve Fund 45,923,897 42,715,163
Survivors' Benefit Fund 915,543 881,136
Defined Contribution Fund 296,772 224,005
Total $77,298,892 $ 65,875,664

4. Commitments and Contingencies

STRS Ohio has made commitments to fund various
real estate investments totaling approximately
$682,096,199 as of June 30, 2007. The commit-
ments as of June 30, 2007, have expected funding
dates from July 2007 to February 2011.

STRS Ohio has made commitments to fund

various alternative investments totaling approxi-
mately $2,156,526,819 as of June 30, 2007.The
expected funding dates for the commitments as of
June 30, 2007, range from July 2007 to June 2013.

STRS Ohio is a party in various lawsuits. While the
final outcome cannot be determined at this time,
management is of the opinion that the liability, if
any, for these legal actions will not have a mate-
rial adverse effect on the net assets available for
benefits.
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5. Deposit and Investment Risk GASB Statement No. 40 — GASB

Disclosure Statement No. 40, Deposit and Invest-
ment Risk Disclosures, addresses
common deposit and investment risks
related to credit risk, concentration of
credit risk, interest rate risk and foreign
currency risk.

Investment Authority — The investment authority of the
Retirement Board is governed by Section 3307.15 of the
Revised Code that also requires the Retirement Board to
publish its investment policies annually and make copies
available to interested parties. This section requires that

investments be made with care, skill, prudence and diligence Credit Risk — The quality ratings of
under the circumstances then prevailing that a prudent investments in fixed-income securities
person acting in a like capacity and familiar with such matters as described by Standard & Poor’s or
would use in the conduct of an enterprise of a like character Moody’s, which are nationally recog-
and with like aims. nized statistical rating organizations, at

June 30, 2007, are shown in the chart
on Page 25. U.S. government fixed-
income securities or obligations explic-

itly guaranteed by the U.S. government
Investments Held at Fail' value by STRS Ohio are not considered to have Credit risk.

Investments held at fair value by STRS Ohio at June 30, 2007
and 2006, are summarized in the chart below.

at June 30, 2007 and 2006 (summarized and in thousands)

Custodial Credit Risk — Deposits are

Category June 30,2007 June 30, 2006 exposed to custodial credit risk if they
are uninsured and uncollateralized. Cus-
Short-term: todial credit risk is the risk that, in the
Commercial paper § 2,856,211 § 1,258,851 event of a failure of the counterparty,
Short-term investment funds 95,000 1,000 STRS Ohio will not be able to recover
Total short:term 239001 1239451 the value of its investment or collateral
Fixed income: securities that are in the possession of
Guaranteed mortgages 7,804,648 6,528,715 an outside party. Investment securities
U.S. government obligations 2,524,918 2,387,279 are exposed to custodial credit risk if
U.S. government agency bonds 671,995 1,026,560 the securities are uninsured, are not
Corporate bonds 5,230,977 4,174,899 registered in the name of STRS Ohio,
Canadian bonds 38,702 38,610 and are held by either the counterparty
High yield and gmergmg market 1,240,954 1,141,442 or the counterparty’s trust department
Total fixed income 17,512,194 15,297,505

or agent but not in the name of STRS

Domestic common and preferred stock 30,107,173 26,483,442 Ohio.

All investments are held in the name of
STRS Ohio or its nominee by the Trea-
surer of the State of Ohio as custodian.

International: (See Note 6) 17,777,192 15,329,381

Real estate: (See Note 7)

East region 2,420,671 1,995,772 At June 30, 2007 and 2006, the bank
Midwest region 1,123,493 1,085,950 cash balances were approximately
South region 775,950 709,109 $17,294,000 and $16,213,000, respec-
West region 2,081,172 1,767,834 tively. The bank balances are insured
REITs 632,036 547,827 up to $100,000 by the Federal Deposit
Other 1,487,467 978,227

Insurance Corporation. The remaining

Totalreal estate 8,520,789 7,084,719 bank deposits are covered by collateral
Alternative investments: (See Note 8) 2,730,080 1,933,135 held in th? name of ?TRS Ohlos‘pledg—
ing financial institution, as required by

Invested securities lending collateral 3,970,484 3,214,660 state statute.

. . Interest Rate Risk — Interest rate risk
Total investments and invested is the risk th h .
securities lending collateral $83,569,723 $70,602,693 'S_t e risk that changes in |.nterest rates
will adversely affect the fair value of the
investment. Duration is a measure of a
debt investment’s exposure to fair value
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changes arising from changing interest
rates. It uses the present value of cash
flows, weighted for those cash flows as

Quality Ratings of Fixed-Income Investments

Held at June 30, 2007 and 2006 (in thousands)

fthei ‘s full
June30,2007  June 30, 2006 a percentage of the mvestment s fu
Investment Type Quality Ratin Fair Value Fair Value price. The longer the maturity, the more
L y g the value of the fixed-income invest-
U.S. Government Agency AAA $ 641,855 $ 989,109 ment will fluctuate with interest rate
Obligations AA 30,140 37,451 changes. The table below shows the
Total U.S. Government maturities by weighted-average dura-
Obligations 671,995 1,026,560 tion at June 30, 2007 and 2006.
Canadian Bonds AA 23,579 23,517 Concentration of Credit Risk — STRS
A 15123 15,093 Ohio is guided by statute and policy in
Total Canadian Bonds 38,702 38,610 the selection of security investments. No
investment in any one organization rep-
Corporate Bonds AAA 2,178,187 270,270 resents 5% or more of plan net assets.
A 1,221,840 1315841 Significant investment guidelines that
A 1,342,293 1,726,593 . .
relate to investment concentration,
BBB 482,111 549,901 . . .
interest rate risk and foreign currency
BB 22,221 . .
risk by major asset class are as follows:
(CCand below 40,022
NR 6,546 250,051 Overall Investment Portfolio
Total Corporate Bonds 5,230,977 4,174,899 — The Retirement Board has
approved a target risk budget range
High Yield and Emerging AAA 7,613 of 0.60% to 1.40% annualized for
Market Fixed Income A 7,229 active investment management for
BBB 145,630 122,187 the total fund. A risk budget is the
BB 290,645 314,772 amount the Retirement Board has
B 561,406 482,223 approved for returns to vary from
(CCand below 158,013 111,319 an unmanaged passive investment
NR 70,418 110,941 profile. The total actively managed
Total High Yield and Emerging fund is expected to add 0.40% of
Market Fixed Income 1,240,954 1,141,442 annualized excess return over a
o . moving five-year period.
Total Credit Risk Debt Securities 7,182,628 6,381,511
Fixed Income — The portfolio
U.S. Government will seek diversification by market
Fixed-Income Securities 10,329,566 8,915,9% sector, quality and issuer. The risk
Total Fixed-Income Investments $17,512,194 $ 15,297,505 budget range for fixed income is
0.10% to 1.30% using the Lehman

Duration of Fixed-Income Investments Held at June 30, 2007 and 2006 (in thousands)

June 30,2007 June 30, 2006
Fair Weighted-Average Fair Weighted-Average

Investment Type Value Duration Value Duration
U.S. Government Obligations $ 2,524,918 8.203 $ 2,387,279 8.182
U.S. Government Agency Obligations 671,995 3.306 1,026,560 3.790
Corporate Bonds 5,230,977 2.719 4,174,899 3.110
Canadian Bonds 38,702 1315 38,610 2173
Guaranteed Mortgages 7,804,648 4.349 6,528,715 4.739
High Yield and Emerging Market

Fixed Income 1,240,954 6.121 1,141,442 5.948

Total Fixed Income $17,512,194 $ 15,297,505




Universal Index as the bench-
mark. Derivatives may be used

to adjust the exposure to inter-
est rates, individual securities or
to various market sectors in the
portfolio. Underlying exposure of
derivatives for internally managed
fixed-income investments will not
exceed 5% of total fund assets.

Domestic Equities — The risk
budget range for domestic equities
is 0.20% to 1.50% using the Russell
3000 as the benchmark. Derivatives
may be used in management of the
equity portfolio. The use of lever-
age is prohibited. Underlying expo-
sure of equity derivatives cannot
exceed 10% of total fund assets.

International — International
assets will be a diversified port-
folio including both developed

and emerging countries. The risk
budget range for international
equity is between 1.00% to 2.50%
using a blended benchmark of 80%
MSCI World ex USA Index (50%
hedged) and 20% MSCI Emerging
Market Free Index. Derivatives may
be used in management of the
portfolio and underlying exposure
of derivatives for international
investments will not exceed 10% of
total fund assets.

Real Estate — The real estate port-
folio shall be diversified between
property type, geographic loca-
tion and investment structure. The
risk budget range for real estate
investments is 2.00% to 7.00%
using a benchmark of 80% NCREIF
Property Index, 10% NCREIF Tim-
berland Index and 10% Wilshire
Real Estate Investment Trust Index.
Investments in non-core real estate,
which includes domestic and inter-
national opportunity funds and

real estate development projects,
shall not exceed 20% of total real
estate assets. Derivatives may be
used and cannot exceed 1% of total
fund assets. STRS Ohio may borrow
funds on a secured or unsecured

STRS Ohio Comprehensive Annual Financial Repor

Foreign Currency

Held at June 30, 2007 and 2006 (in thousands)

June 30,2007 June 30, 2006
High Yield & High Yield &

Foreign Currency International Emerging Market International Emerging Market
Denomination Equity Fixed Income Equity Fixed Income
Argentina Peso $ 91§ 713 $ 1315 % a1
Australian Dollar 327,970 137,703
Brazilian Real 279,295 10,283 279,151 1,174
British Pound Sterling 1,017,095 575,443
Canadian Dollar 322,980 346,333
Cayman Island Dollar 2,286
Chilean Peso 19,346 26,797
China Renminbi Yuan 59,447 53,773
Colombian Peso 3,857 2,978 4,561
(zech Koruna 30,017 18,020
Danish Krone 97,680 16,496
Egyptian Pound 37,054 739 34,976 1,764
Euro Currency 1,481,479 345 1,270,655 7,485
Hong Kong Dollar 375,929 310,065
Hungarian Forint 33,881 36,616
Indian Rupee 118,039 75,890
Indonesian Rupiah 80,407 377 88,600 453
Israeli Shekel 62,117 94,201
Japanese Yen 615,549 25 820,984 1
Jordan Dollar 1 1
Malaysian Ringgit 141,523 7,525 104,922
Mexican Nuevo Peso 110,174 5,919 115,656 1,127
New Zealand Dollar 72,932 (6,486)
Norwegian Krone 139,097 71,486
Philippines Peso 43,781 27,341
Polish Zloty 32,717 18,048
Russian New Ruble 46,303 529 14,793 655
Singapore Dollar 163,295 68,687
South African Rand 296,506 347,089
South Korean Won 577,020 588,468
Sri Lanka Rupee 8,674 14,994
Swedish Krona 85,094 49,112
Swiss Franc 73,713 173,758
Taiwan Dollar 376,390 383,128
Thai Baht 118,118 97,305
Turkish Lira 107,901 8,556 92,446 2,957
Uruguayo Peso 1,712
Zimbabwian Dollar 1,283 3,926
Held In Foreign Currency 7,357,605 36,723 6,354,670 22,884
Held In U.S. Dollars 10,420,187 1,204,231 8,974,711 1,118,558

Total $17,777,792  $1,240,954 $15,329,381  $1,141,442

basis and leverage is limited to 50% of internally managed real
estate assets excluding publicly traded real estate investment trusts

(REITs).

Foreign Currency Risk — Foreign currency risk is the risk that changes
in exchange rates will adversely affect the fair value of an investment or
deposit. Through internal or external international equity management,
the investment portfolio is exposed to foreign currency risk. STRS Ohio
has exposure to foreign currency as shown in the chart above.
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Securities Lending — STRS Ohio participates in a
domestic and international securities lending pro-
gram whereby securities are loaned to investment
brokers/dealers (borrower). Securities loaned are
collateralized by the borrower at 102% of the do-
mestic equity and U.S. dollar-denominated inter-
national fixed-income loaned securities’ fair value
and 105% of the international loaned securities’ fair
value.

STRS Ohio lends domestic equities, international
equities, U.S. Treasuries, agencies and corporate
bonds. The collateral received is cash, U.S. Treasuries
or related agency securities. STRS Ohio cannot sell
or pledge collateral received. If a borrower defaults,
then the collateral can be liquidated.

A custodial agent bank administers the program and
STRS Ohio receives a fee from the borrower for the
use of loaned securities. Cash collateral from securi-
ties lending is invested in repurchase agreements,
commercial paper and U.S. corporate obligations.

The credit quality of the invested cash collateral is
the same as the credit quality on STRS Ohio direct
holdings. There are slight mismatches between the
duration of the cash invested and the length of time
the securities are on loan. As of June 30, 2007, the
average maturity of the invested cash collateral is 91
days. Because much of the cash collateral is invested
in floating rate securities, interest rates are reset
every seven days on average as of June 30, 2007.
STRS Ohio has minimized its exposure to credit risk
due to borrower default by having the custodial
agent bank determine daily that the required col-
lateral meets the specified collateral requirements.
There are no restrictions on the amount of securi-
ties that can be loaned. The fair value of the loaned
securities was approximately $3,867,809,000 and
$3,151,784,000 as of June 30, 2007 and 2006, respec-
tively. The fair value of the associated invested cash
collateral as of June 30, 2007 and 2006, was approxi-
mately $3,970,484,000 and $3,214,660,000, respec-
tively.

6. International Investments

Externally Managed — STRS Ohio has investments
in international equity securities through the use of
external money managers. It is the intent of STRS
Ohio and the money managers to be fully invested;
however, cash and short-term fixed-income invest-
ments may be held temporarily. The portfolios are
managed in accordance with various mandates
based on Morgan Stanley Capital International’s

(MSCI) indexes. Investments are held in both developed
and emerging international markets.

Internally Managed:

Developed Markets, Emerging Stock and
Country Funds — STRS Ohio actively invests in
developed and emerging markets through individ-
ual stock selection and traded country funds. Each
country fund consists of individual equity securities
pooled together in an attempt to match or exceed
the local country’s index.

Europe, Australia and Far East (EAFE) Index
Fund — To increase diversification in international
developed markets, STRS Ohio invests in an EAFE
Index Fund. The EAFE Index Fund purchases foreign
equities, futures and other traded investments to
replicate the makeup of the EAFE benchmark.

Equity Swaps — Seven EAFE and seven Emerg-

ing Market Free (EMF) international equity swap
agreements were contracted during fiscal 2007 with
maturity dates in fiscal 2008. In exchange for LIBOR
(London Interbank Offered Rate) minus a negotiated
spread, STRS Ohio will receive or pay the differ-
ence of the change in the total return of the various
market indices included in the swap agreements.
Fixed-income securities with a notional amount of
$2.01 billion have been set aside at the Bank of New
York as security.

The fair values of international investments held
at June 30, 2007 and 2006, are shown in the chart
below.

Fair Values of International Investments

Held at June 30, 2007 and 2006 (in thousands)

June 30,2007 June 30, 2006

Externally managed

International stocks $10,184,186 $ 8,730,112
International fixed income 104,057 113,611
International currency and
liquidity reserves 325,885 194,942
Forward contracts 4,581 17,146
Total externally managed 10,618,709 9,055,811
Internally managed
Developed markets 4,008,184 3,175,824
Emerging stock and country funds 1,112,609 769,183
EAFE Index Fund 1,806,549 2,156,932
EAFE equity swaps 225,597 148,860
EMF equity swaps 6,144 22,171
Total internally managed 7,159,083 6,273,570
Total international $17,771,192 $ 15,329,381




7. Real Estate Investments

General — STRS Ohio properties are geographi-
cally distributed throughout the United States.

Real estate investments include retail single-tenant
stores and malls; single and multitenant office
properties and warehouses; apartments; real estate
investment trusts (REITs); and other investments
such as timberland.

REITs — REITs are real estate company stocks with
a high dividend-income component. REITs divide
the ownership of the real estate company and its
properties among all the shareholders. REITs are
required to distribute 95% of the company’s tax-
able income to their shareholders. Distributions are
taxable to shareholders rather than the real estate
company. STRS Ohio is exempt from federal and
state income taxes.

Other — Other real estate investments include
farmland, timberland and opportunity funds, that
are externally managed. Farmland investments
generate income primarily as a result of harvest
proceeds. Income is generated from the sale of
timber on timberland investments. Opportunity
funds generate income as a result of operations
and property sales, which are distributed to the
investors.

Debt on Real Estate Investments and Interest
Rate Swaps — STRS Ohio uses debt to lower the
cash outlay in acquiring real estate assets and

to positively impact the performance of the real
estate portfolio. Of the debt on real estate invest-
ments at June 30, 2007 and 2006, $400 million w