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SCHOOL EMPLOYEES RETIREMENT SYSTEM
45 North Fourth Street Columbus.  Ohio 43215 Telephone (61 4) 221'5853

January 7, 1987

President and Members of the Retirement Board:
School Em ployees Retiremenf System

Dear President and Members:

The comprehensive annual financial report of fhe Schoo/
Employees Retirement System (SEFS) is submitted
herewith. This renoft contains sfafements of financial condi-
fion, resu/fs of operation of the benefit programs ad'
ministered by the SEFS, schedu/es of significant data
regarding the operation of the Retiremenf Sysfem, and the
opinion of our ceftified public accountant, Peat, Marwick,
Mitehell & Co. ln addition, there is an ActuarialSectbn
containing the opinion of our independent aetuary, Gabriel,
Roeder, Smith & Qompany, an Investmenf SecUbn contain'
ing the investment report and schedu/es of portfolio activi'
ty, and the PIan Summary.

Accounting Systern and Reports

This report was prepared in accordance with generally ac-
cepted accounting principles of governmental accounting
and reporting as pronounced by the American lnstitute of
Certified Public Accountants and the National Council of
Govern mental Accounting.

Transactions of fhe SEFS are reported on the accrual basis
of accounting. Our internal accounting controls are de-
signed to insure the safekeeping of member contributions
and to provide a reasonable degree of reliability regarding
all of our financial records. During the past year we
modified our administrative budget process to: 1) asdgn
departmental responsibility for expenses and aast contain'
ment: and 2) directly relate expenses fo our tactical and
strategic plans. This comprehensive budget approach per-
rnils us not only to review the aatual vs. planned expenses,
but aiso to compare administrative expenses fo stafed
organizational goals and obieetives.

Review of Qperations

Continued emphasis on productivity in 1986 enabled SFFS
fo process a record number of serviee retirement applica'
tions in an orderly and timely fashion. lncluding thirteen
regional canferences sponsored by SERS, the board and
staff paftieipated in seventy-three member meetings
throughout the state, Revisions to the Retirement Manual,
the Member Handbook, the Treasurer's Manual, and to all

of our leaflets keep all of our publicailons as aurrent as
posslble.

Ihls was also a record year for our investment Bortfolio, the
bulk of which is managed internally by an experienced and
prsfessional staff. Portfolio rates of return and other infor'
mation are in the Investment Secttbn of this Report.

The Government Finance Officers Assoc/atlon of the United
Sfates and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the
Schooi Employees Retirement System of Ohio for its com'
prehensive annual financial report for the fiscal year ended
June 3Q, 1985.

ln order to be awarded a Certifieate of Achievement, a
governmental unit must publish an easily readable and effi-
ciently organ ized com prehensive an nual fi nancial report,
whose contents conform ta Brogram sfandards. Such
repofts must satisfy both generally accepted accounting
princiBles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one
year only. We believe our cuffent repoft continues fo con-
form to the Qertificate of Achievement Program re-
quirements, and we are submitting it to GFOA to determine
its eligiblity for another certificate.

Finaneial Highlights

Revenues:

Revenues from employee and employer contributions were
$79 million and $130.5 million, respectively, while income
ftom investmenfs fofa/ed $171 .1 million. This represents an
increase over 1985 of 8o/o for employee contributions,
9.50/o for employer contributions, and 11 .20/o for investment
income, Qonttibution rates for both employees and
employers remained unehanged from the prior year.

Expenses;

Expenses are incurred pilmarily for the purpose for which
the Retiremenf System was created; namely, the payment
of benefits. Included in the total expenses for fiscal 1986
were benefit payments, refunds of contributions due fo
member termination or death, transfurs of eontributions to
other Ohio Systems to provide benefits for those members
who hold membership in more than one system, and ad-



Flnanelal Highlights (Continued)

ministrative expenses. Expenses for fiscal 1986 totaled
$183.4 million, an increase of 130/o over 1985 expenses.
/ncreases in the number of benefit reclpt'enfs, the average
benefit Baid, and health care expense combined to in'
crease benefit expense by $20 million, accounting for near-
Iy all af the increase in total Systern expenses for the fisaal
year.

Funding and Reservesr

Funds are derived from the excess of revenues over ex-
penses, and are accumulated by the Retirement System in
order to meet carrent and future benefit obligaflons to
refirees and benefician'es. Tlhe higher the level of funding,
the larger the accumulatrbn of assets and the greater the
investment income potential.

Net income for the fiscal year 1986 resulted In an increase
in fund balances of $200,5 million. This increase is $73.6
million greater than the total increase in fund balances for
the fiscal year 1985.

The actuarial valuation for funding purposes, dated June
30, 1986 reflects an unfunded accrued liability for basic
benefits of ,9889 million. This liability represenfs the dif-
ference between the computed actuarial accrued liability
for basic beneflls to be paid members and retirants
($2,669 million) and total of fund balances and expected
value of future paymenfs for state subsidies ($1 ,780
million.) The current basic benefit portion (8.5o/o) of the
employer contribution rate of 14o/o is sufficient to amortize
this unfunded accrued liability over 48 years.

Additional information regarding funding is provided within
the Actuarial Secfron (pages 22 to 25 of this report.)

lnyestments
The Sehaol Employees Retirement System lnvests fhe
previously mentioned funds in order to maximize both cur-
rent income yield and long-term appreciatian. For the fiscal
year ended June 30, 1986, investments provided 44.60k of
the Systern's total revenues while employee and employer
contributions provided 20.60/a and 340/0, respectively: and
other sources accounted for the remaining 0.80/0.

At June 30, 7 980 our investment portfolia was structured
as fol/ows: 46.9V0 in debt securltles; 29.8V0 in equity
securities; 12.2a/o in short-term investments; and 11.1o/o in
real estate.

Portfolio composition, rates of return, and analysis of signifi-

eant cconamic conditions, and additional information con-
cerning our investments are presented in the lnvestment
Sectron (pages 32 to 43.)

Future Prospects

Ihe relentiess rncrease in the cost of providing post-
retirement health care continues lo pose a major ehallenge
for SEFS. Through stringent aolt-containmenf and oost-
sharing measures SEFS has kept the annual per retiree
c/arms cosf at the /owesf level of the five statewide
sysfems. The relatively Iow average sa/ary of SERS
members, however, puts SERS at the top when it comes fo
fhe cost of post-re{irernent health care as a peraent of total
member pay. This year 5.5ak of the total employer con-
tribution rate of 140/o has been allacated to fund health
care benefits. As pornted out in the actuarid portion of this
report, this allocation is not sufficient to provide /evel cosf
financing af this benefit SEFS is supporting legislation
(H.8. 1060, 116th General Assembly) which will provide ad-
ditional funds for this benefit.

Ackowledgements

The preparation of this report B the result of the combined
effort of the Sysfem's staff under the direction of the Retire-
ment Board. lt is intended to provide complete and reliable
information as a basrs for making management decrsions,
fo disclose compliance with legal provisions, and as a
rneans of determining responsibie stewardship for the
assels confrbuted by the members and their employers.

This report is being mailed to all employer members of the
System and other interested parties.

Res pectf u I Iy su b m itte d,

f].r*,*( (*
Thomas R. Anderson
Executive Director

m"//" 22.
Controller
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AUDTTORS' OP'NION

PEAT
MARWICK

Peat. Marrrick, Mitchcll & Co.
eertifi cd Public Account;tnts
Two Notionwidc PIdzu
Columhus, Ohio 4..1215
6 14-22 1,3 l8 I

l lonorable Ttromas E. Ferguson
Aud i to r  o f  S ta te
S t a t e  o f  0 h i o

The ReEirernent Board
Schoo l .  Employees  Ret i re rnenc  Sys ten  o f  Oh io :

We have examined the balance sheets of the School Eroployees Retirement

Sys tern  o f  Oh io  as  o f  June 30r  1986 and 1985 and the  re la ted  s ta tenents  o f

revenue6,  expenses  and changes in  fund ba lance and changes in  f inanc ia l
pos i t ion  fo r  the  years  Lhen ended.  Our  examinat ions  \ te re  made in  accordance

wi th  genera l l y  accepted  aud i t ing  s tandards  and,  accord ing ly r  inc luded such

tes t r  o f  fhe  account ing  records  and such o ther  aud iC i .ng  procedures  a8  we

cons idered necessary  in  the  c i rcumstances .

In  our  op in ion ,  the  a fo rement ioned f inanc ia l  s ta tements  Presenf  fa i r l y  the

f inanc ia l  pos i t ion  o f  rhe  schoo l  Employees  Ret i rement  sys tem o f  oh io  a l

June 30 ,  lbaO ana 1985 and the  resu l ts  o f  i te  opera t ions  and the  changes in

i ts  f inanc ia l  pos i t ion  fo r  the  yeare  lhen ended,  in  conformi ty  w i th

g e n e r a l L y  
" " " " p t " d  

a c c o u n t i n g  p r i n c i p l e s  a p p l i - e d  o n  a  c o n s i s t e n t  b a s i s .

Qur examinations were nade for the purpose of forming an opinion on the

bas ic  f inanc ia l  s ta tenents  taken as  a  who le .  The supp lernentary  in fo rmat ion

inc ! .uded in  Sehedu les  I  th rough IV  is  p resented  fo r  PurPoses  o f  add i t iona l

a n a l y s i s  a n d  i s  n o r  a  r e q u i r e d  p a r t  o f  E h e  b a s i c  f i n a n c i a l  s t a t e n e n t s .  S u c h

in fo rmaEion has  been sub jec ted  to  the  aud i t ing  procedures  app l ied  in - the

exarn ina t ions  o f  the  bas ie  f inanc ia l  e ta tements  and,  in  our  op in ion t  i s

f a i r l y  s C a t e d  i n  a l l  m a t e r i a l  r e s p e c t s  i n  r e l a E i o n  t o  E h e  b a s i c  f i n a n c i a l

s ta tements  laken as  a  who le .

W,fl.r*,,iA,@dC

January  5 ,  1987

Schaot Employees Retirement Syslem Of Ohio



BALANCE SHEFT

June 30, 1986 and 1985

Assets:
Qash
Receivables:

Qontributions:
Employers
Employees
Slate of Ohio subsidles

Accrued investment inQome
I nvestment sale proceeds

Total receivables
/nvesfrnenfs, at cost (market $2,073,465,579 and

$1,697,945,355, respectively)(notes 5 and 6)

Property and equipmenl al cost (note7)
Less accu m u I ated d e P reciatio n

Net property and equiPment
Ofher assefs

Iotal assefs
Liabilities:

Accounts payable and accrued expenses
I nv estm e nt com m itme nts pay able
Accrued health care benefits payable
I \ ln le< navahla

Other liabilities
Total liabilities
Net as$ets available lor benetits

1986

66,889,712

1,450,433
16,522,986
1,399,288

1985

428,419

An 47F. R71

1,578,723
19,419,480
32,183,585

93,618,207 .$ 12Q,625,234

1,797,254,760 1,601,207,790
8,257,608
1 ,825 ,153

7,683,727
1,426,245

6,432,455 6,257,482

556,264 265,820
1,897,861,686 $ | ,728,784,745

473,130
6,840,962
9,588,973
4,070,146

687,710

451  ,179
39,453,298
8,492,834
4,244,681

409,592

21,620,861 $ 53,051,584
1,876,240,825 $ 1,675,733,161

Fund balance (note 8):
Actuarial present value of credited

projected benefits for:
Qurrent retirants and beneficiaries
Present inactive members
Active members:

Member contributions
Employer financed portion

Total actuarial present value of
cred ited projected benefits

Unfunded actuarial present value of credited
projected benefits payable

Total fund balance

See accompanying notes to financial statements,

1,688,209,450 $
136,308,948

475 ,218 ,163
1,041,036,677

1 ,511  ,799 ,217
I  I  I , I O t J , Y J 4

432,528,863
857,983,917

3,340,773,238 2,913,480,931

(1,464,532,413) . (1,237,747,770)

$ 1,675,733,1611,976,240,825

Sehoo/ Employees Retirement System Of Ohio
10



STATEMENTS OF REYENUES, EXPENSES
AND CHANGES IN FUND BALANCE

Years ended June 30, 1986 and 1985

Fleyenues;

Contributions:
Employers (note 4)
Employees
Sfafe of Ohio subsrdr'es
Transfer from other Ohio sysfems

lnvestment income (loss):
Interest and dividends
Real estate income, net of depreciation

expense of $2,446,676 in 1986 and
$2,336,846 in 1985

Net realized gain on sale of investments
Loss on options traded, net of option expense

of $15,577,895 in 1986 and $3,586,244 in 1985

Total revenues

Expenses:

Beneflfs:
Retirement
Disability
Survivor
Heatth care
Death

Refund of employee contributions
Ad m in istrative expenses
Transfer to other Ohlo systems

Total expenses
Net income

Fund balance, beginning of year

Fund balance, end of year

See accornpanying ngtes ta financial statements.

1986

130,507,996
78,979,863
1,450,433
/ ,  ooJ,Joo

r985

119,145,737
73,117,682
1,578,723
1,425,653

212,821 ,678 ,9 195,267,795

132,840,993 .$

12,672,310
34,461,091

(8,858,718)

| 26,576,303

12,5Q0,660
14,960,421

(103,355)

171 ,115,676 .s 153,934,029

383,937,s54 '$ 349,201,824

108,321,454
11 ,785,441
8,360,152

37,499,209
644,fi7

96,910,985
10,527,898
8,004,136

30,778,698
563,433

166,606,773 $ 146,785,150

9,058,221
5,863,596
1 ,901 ,100

a 27e 70q

5,673,205
1,486,990

183,429,690 $ 162,319,140

200,587,664 $
1,675,733,161

186,882,684
1,488,850,477

1,976,240,825 $ 1,675,733,161

11

School Employees Retirernent System Of Ohio



STAIFMENT AF CHANGES
'TV FIIVANC'AI POS'T'ON

Years ended June 30, 1986 and 1985

Resources provided bY:

From operations:
Net income
Items which do not use working capital:

Depreciation and amortization
Total resources provided frcm operations

Other
Total resources Provided

flesources used bY;

Additions to propefty and equipment
lncrease ln other assels
Repayment of notes payable
Net increase in working caPital

Total resources used

Changes in components of working capital:

/ncrease (decrease) in current assefsj
udo,  I

Receivables
/nvesfments

Increase (decrease) in current liabilities:

Accounts' payabte and aecrued expenses
I nv estme nt co m mitm e nts pay able
Accrued health care benefits payable
Other liabilities

Net increase in working caPital

See accompanylng notes to linaneial stalements.

1946

$ 200,507,664

364,061

1985

186,882,684

381,002
200,871,725

51,679
187,263,686

22,190

$ 200,923,404 187,285,876

590,713
290,444
174,535

199,867,712

100,990
108,207
174,535

186,902,144

200,923,404 $ 187,245,876

(428,41e)
(27,007,027)
196,046,970

(254,74s)
23,037,640

187,870,056
168,611 ,524 $ 214,652,953

21,951
(32,652,336)

1,096,079
278,1 18

92,489
24,713,736
(1,386,2s5)

330,819
(sl  ,256,188) $ 23,750,809

199,867,712 $ 186,902,144

Schoo/ Employees Retirement System Of Ohio
12



NOTES TQ FINANCIAL STATEMENTS
June 34, 1986 and 1985
(1) Deserlptton of the System

(A) Organization - The Sehoo/ Employees Betirement
Sysfem of Qhio (SEBS) was eslabiished by the Ohio General
Assembly in 1937 to provide retirement benelits io
employees of Ohio public schools who are not required to
possess a certifieate in order to peform their duties.
Responsibility for the organization and administratian of
SFFS /s vested in the Betirement Board.

Employer and employee membership data follow:
June 30,

1986 1985

769
Employee Members

Current retirants
and beneficiaries........................ *_!J,Ag _33J|.f.

lnactive vested members............... __JH _J-gg
Active plan members:

Vesfed.. . . . . . . . . .  53,062 54,159
Nonyesred.... 35,2!8 32,979

Total active
ptan participanfs.............. ___?P-9Jp __gq!99

(B) Beneflts - Members are eligible for normal retirement
benefits upon reaching age 65 and earning 30 years of ser-
vice crediL The benefit is equal b 2a/o of the member's final
average sa/ary, as defined, multiplied by the number of
years of credited servrbe. Early retkement with reduced
benelrfs is available upon reaehing (a) age 55 and 25 years
of service credit or (b) age 60 and 5 years of service credit.

ln addition to retirement benelits, SFRS a/so provides fbr
disability benefits, suwivor benefits, death benefits and
health care benefits, Members are eligible for disability
benefits after completion of 5 years of eligible seNice.
Qualified dependents of a deceased member are eligible for
monthly suNivor benefits. Death benefits of $500 are
payable upon the death of a retirant to a designated
beneficiary. All members reeeiving a benefit from SERS are
eligible to receive health care benefits. Members who
retire effective July 1, 1986 or later must have at least 10 or
more years of service credit to qualify for the health care
benefits.

Members with credited serviee in the State Teaehers Retire-
rnenf Syslem (SfFSl or Pubtie Employees Retirement Syslem
(PERSI are eligible fo receive transferred eredit from either or
both of those syslems. Any serviee which is not concurrent
with serviee wrthin SE,9S will be ineluded in the determina-

tian of retirement benefits. Similarly, a member with credited
service in SERS may transfer such service to SL?S or PERS
upon retiremenL

Upon termination of a member's schoo/ employment, the
member's aceumulated contributian, without interest, is
refundable,

G) Qontributions - The Qhio Fevrsed Code requires con-
tilbutions by active members and their employers. Contribu-
tion rates are established by the Retirement Board within the
allowable rafes estab/ished by the Ohio Revised Qode. Ac-
tive members and their employers are required to contribute
8.750/o and 140/0, respectively, of aetive member payroll. An
Employees' Saving Fund (Account) is established for
member contributions. Contributions may be refunded to a
member who withdraws from SEES or ta the member's
benefieiary following the member's death.

(2) Summary of Significant Accounting Polr'cies

The aecompanying financial statements include all the
oryanizations, activities and functions in which SEFS exer-
clses overslgj ht respo nsibility. Determ inatio n of oversig ht
responsibility included consideration of such factors as finan-
cial interdependency, selection of governing authority,
designation of management, ability to significantly influence
operations and accountability for fiscal matters.

The following are the significant accounting policies followed
by SEFS.

(A) lnvestments - lncome on all investments is recognized
on the accrual basrb.

Corporate and government bonds and obligations with fixed
maturities are reported af cosf (as of the trade date) ad-
justed for amortization of premiums and accretion of
d/scounfs.

lnvestments in residential mortgage-backed securities are
carried at the amount of unpaid principal balanee of the
secuntles, adiusted for acaretion of drscounts.

lnvestments in first mortgage loans are carried at the amount
of unpaid principal balance of the loan.

lnvestments in common stocks are canied al cost. Garns
and /osses on stock sa/es are recognized on the basis of the
average cost of lhe sfocks so/d.

Gain or /oss on options traded a earned an Bremiums
reeeived from selling covered call stoek options, Premiums
received are earned ratably over the term of the option or
until the opf,bn is exerclsed, c/osed, or expired. Qption ex-
pense is reeognized when the option b c/osed.

I nvestments i n short-te rm obligatio ns, princi pal ly certificates
of deposif, eommercialpaper, U.S. Treasury bills and bank
repurehase agreements are aarried at cosl which approx-
imates market value,

Schoo/ Employees Retirement Sysfem Qf Ohio
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wOIES fO FINAMIAL STATEMENIS (Qontinued)
June 30, 1986 and 1985

(A) lnvestments (continued)
Investments in real estate ara carried af cost. Depreeiation
on buildings is provided using the straightline method over
the estimated useful lives of the proper\ &0 b 45 years).
(B) Depreciatian (Non-lnvestmenf Assets) - Depreciation
is provided using the straight-line method over the
estimated useful lives of the related assefs.
(C) Fedenl lneame Tax Sfafus - During the years ended
June 30, 1986 and 7985 SECS qualified under the provi'
sion of the Internal Revenue Cade and was exempt from
Federal incorne taxes.
(D) Acerued Health Care Benetits Payable - AmountE
accrued for health care benefits payable are based upon
estimafes furnished by the claims administrator. Such
estimafes have been developed from prior claims
experience.
(E) Reclassification - Certain reclassifications of informa'
tion for 1985 have been made to conform to the 1986
presentation.

Actuarial AssumPtion

Rate of return on investment

Projected salary increases

Medicare

(4) Fundtng Requlrement Determinatlons
and Aatual Qantributions
lncluded in employer contibutisns were $121,676,000 and
$112,592,000 for 1986 and 1985, respeetively, equivalent
to 14 percent of active member payrall for 1986 and 1985
of $869, 111 ,000 and $804,23Q,A0A resBeetively. Amounts
cantributed by employers for basie retirement benefits were
in accordance with actuarially eomputed funding require'

(3) Actuarial Cost Method and Assumptions

Employer contributions are allocated between basia retire'
ment benefits and health eare benefits. The current
employer contribution rate (14E0 of payroll) is allocatad
8.50/o to basie retirement benefits and 5.50/o to health aare
benefits. Employer contribution rates, far basic retirement
benefits, are determined using the entry age normal ac'
tuarial eost method. This method produces an employer
contribution rate consistng of (1) an amount for normal
cost (fhe estrrnated amount necessary to finance beneftts
earned by employees during the current service yea\, and
(2) an amount for amortization of the unfunded actuarial
accrued liability as of June 30, 1986 over 48 years.
Employer contribution rates for health eare beneflts are suf'
ficient to fund current health aare benefits on a cash basrs
(4.30/o of payroll) but are not sufficient to provide /eve/ cosf
financing of the health care benefit.

The following significant assurnpflons were used in the ac'
tuarial valuations as of June 30:

1986 1985

7.50/o compounded annually, with an 2o/o 7.50/o compounded annually
additional rate of return annually July 1,
1986 through June 3Q, 1991

4.50/o compounded annually, attributable 4.50/o compounded annually, attributable
to inflation, additional rncreases ranging to inflation, additional tncreases ranging
from .50/o to 3o/o per year attributable to from .50/o to 3o/o per year attributable to
seniority and merit seniority an merit

1 971 Group Annuity Table projected to 1955 American Annuity Table; set ahead
1984 for men and women, set back 1 l yearformen and setback Syearsfor
vear for women women

ment determinations.
The components of employer contributions are ag
follows: (1) $54,754,00A and $50,666,000 (6.30/o of aetive
member payroll) for normaleosfs rn 1986 and 1985,
respectively, and (2) $66,922,000 and $61,926,000 (7.7oh
of active member payroll) far amortization of the un-
funded aetuarial aeuued liabilitv in 1986 and 1985,
respectively.

Schoo/ Ernployees Retirement System Of Ahio

P o st- reti re me nt m o rtal ity

Rates ol withdrawat from active service Developed on basis of aetual plan Developed on basis of actual plan
/or reasons other than death, rates of experience experience
disability and expected retirement ages

Health care premiums 4.50/o annual increase with 250/o of eligi 4.50/o annual in:rcase with 25o/o of eligi
ble female retirants and 600/o of eligible ble retirants electing joint survivor form of
male retirants eleating the joint survivar payment and 250/o of eligible retirants
form of payment and 250/o of eligible eleeting to cover spouses for health care
female retirants and 500/o of eligible male
retirants electing to cover spouses /or
health care

All reeipients are eligible for Medicare on All recipients are eligible for Medicare on
attainment of age 65 or immediately if attainment of age 65 ar immediately if
retired for disability retired for disability

14



NOIES TO FINAN9IAL STATEMENIS (Continued)
(5) ,nrestments

A summary af investments as of each June 30 follows: 1985

Market Value Canylng Value Market Value
1986

Corporate and government
bonds and obligations:

Qorporate bands
Utilitv bonds
Untted Shfes Gsvernment

and Agency obligations
Qanadian Qovernment obligations

First moftgage |oans:
QNMA modified pass4hrough

mo rtg ag e-b acked secutfles
FHLMC moftgage-backed

oartici pation oertificate$
F HANA guaranteed single-family moftgages
HUD guaranteed mortgages
FHA guaranteed praject mongage
Commercial and industrial mortgages

Common and preferr.ed (7986) stocks

Sh ott-term nveslmenlsi
Commorcial paper
Bankers acceplances

8ea/ esfate, land and buildings
Commingled rea/ estate funds
Capital development fund - linited paftnership

Iota, investment$

Qarrying Value

$ 129,140,975
122,300,6M

182,867,906

138,459,333
1 26,451 ,1Q4

193,788,207

74,661,252
169,737,1Q7

181t862,785
8,985,292

/ 2 , / + t , z r  I
1 67,01 1 ,577

19s,Q20,218
8,786,797

434,269,485$ 458,698,644 $ 435,246,436$ 441,059,863

198,377,910

1s0,831,237
444,243

1 ,604,413
3,441 ,641

73,483,903

208,409,853

134,889,415
407,874

1,590,604
2,533,134

78,917,0Q3

197,325,440

98,913,405
539,863

1,887,513
3,509,325

89,240,709
$- 391416259

195,737,8Q8

101,176,498
443,805

1,768,748
2,228,423

97,502,76s
$ 402,858,045408,183,347 $ 426,747,883

5s5,014,725 $ 732.997,117 $ 389,537,785

219,29Q,092 219,759,540 194,792,556
9,195,301

$ - ". 
438,176,4q2

195,262,788
9,210,006

219,290,092 $ 219,759,54Q $ 203,987,857 $ 204,472,794
99,239,296
86,257,815
15,000,000

122,362,196
98,204,826
14,695,373

101,039,956
71,079,497
8,900,000

121,071 ,000
81 ,453,847
8,853,324

Market values of securities are based primarily on quotations from national security exchanges, Markot value of real eslafe is based
upon appraisals. Market values of the investnient in the aommingled real estate funds are based on information provided by the fand
managers.

(6) Real Estate and Leases

SErgS' invesfrnent in real estate as of June 30 consisls of;
1986 '985

$ 1,797,254,760 $ 2,073,465,579 $ 1,6A1 ,207,790 $ 1,697,945,355

(7) Property and Equipment (Non-lnvestrnent AssetsJ

A summary of propefty and equipment at June 30 follows:
1986 1985

Land $  7 ,178,055$ 1 ,178,055
Building and improvements 3,731,436 3,705,818
Furniture and equipment 3,348,117 2,799,854

Land
Buildings

Less accumulated
depreeiation

$ 18,413,656 $ 18,413,656
91,740,478 91,094,482

110,154,154 109,508,482

10,914,858 8,468,182

$ 12,056,234
1A,747,445
s,879,254
9,098,810
8,894,811

109,862,905

Less accumulated
depreciation

8,257,608

1 ,825,153

7,683,727

1,426,245$ 99,239,296 $ 101,039,956

The following is a summary of minimum future lease
payments on noncancellable operating /eases related to
SERS' investment in real estafe as of June 30, 1986:

Year ending June 30
1987
1 op.Q.

1989
1990
1991
Future lease payments

Total minimum future
@ase payments

$ 6,432,455 $ 6,257,482

(8) Actuarial Present Value
Of Credlted Projected Benefits
For financial reporting purposes, pursuant fo NCGA Stafe'
ment 6, the actuarial present value of credited projected
benefits has been eomputed and included in these finan'
cial statemenfs. Ihe actuarial presenf value of proiected
beneflts oonsists of:
(A)the aetuarial present value of projected benefits payable

to current retirants and beneficiaries
(B)the actuarial present value of projected benefits payable

to terminated vested partieipantf and

15

$ 160,539,459
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fvOIES TO FINANCIAL STATEMENTS (Continued)

(Q)the actuarial present value of eredited projected benefits
for active participants

The actuarial present value of eredited projected benefits
for active participants represenfs a portion of the actuarial
presenf value of projected total benefits, giving effect to
estimated salary increases to date of retirement. The por-
tion assumed to be credited is the portion represented bV
the ratio of:
(A)the number of years of eovered serviee rendered as of

the date of the valuation to
(B)the total covered seryice which will have been rendered

Actuarial presenf value of credited projected benefits for:
Current retirants and beneficiaries $ 1,699,209,450
Present inactive members 136,30g,94g

Total

Actuarial present value of eredited
proiected benefits far active participants

Member contributions
Employer financed portion

Tota!

Total actuarial present value
ot aredited proiected benefits

$ 1 ,824,518,398

as of the expected date af retirement.

The aetuarial present value of'credited projeated benefits
and the unfunded portion thereof reported in these finan-
cial statemenfs dfffers from the actuarial accrued liability
and the unfunded portion thereof developed for funding re-
qui rement d eterminatio ns because diffe rent actuarial east
methods are used for the two purposes.

The total aetuarial present values of eredited projected
benefits were $3,340,773,238 and $2,913,4A0,951 at June
30, 1986 and 1985, respectively, conslsting ofi

1986 tg8s
o/o of o/o of
Active Adive

Member Member
Amount Payroll Amount payrolt

1940/o $ 1,511,799,217 tBSo/o
16  111 ,168 ,934  14

?!0010 $ 1,622,968,151 2020/o

$  475 ,218 ,163
1,041,036,677

54Vo $
120

432,528,86s
857,983,917

540/o

$ 1,516,254,840 174o/o $ 1,290,512,780

3840/og 3,340,773,239 $ 2,913,490,931

1?.00/:

3620/o

The total actuarial present value of credited projected benelits increased by $427,292,307 from June 30, lgBS to June 30, lgg6.
The componenls of this increase are not availabte. There were no changes in retirement provisions during the year. Changes h ac-
tuarial assumptions are highlighted in note 3.

School Employees Retirement Sysfem Qf Ohio
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ADMINISTRAT IVE EXPENSE
Schedule I

Years ended June 30, 1986 and 1985

Personal services.'

Salerles
Retirement co ntri butio ns
lnsaranae

Total personal serYtces

Professionaf services;

lnvestment counsel
Medical
Actuarial and technical
Com p uter su p po rt services
Auditing
Employee training

Total professional services

Communications:

Postage
Telephone
Retirement counselling servlces
Printing and publications

Total communications

Other services and charges:

Equipment repairs and maintenance
Building ocaupancy and maintenance
lnterest on notes payable
Supp/tes
Transportation and travel
Equipment rental
Surety bonds and insurance
Memberships and subscriptions
Retirement study commission
Miscellaneous

Total other servrbes and charges

Depreciation:

Furniture and equipment
Building

Total depreciation
T otal ad m i nl stratlv e expense

See accompanying audltors' reqort,

r986

2,719,708
372,517
2s3,483

1985

2,383,299
321,274
168,148

3,325,7A8 .$ ?,872,721

164,225
174,992
161 ,448
120,975

7 1  q A C

39,711

490,489
146,313
393,097

55 ,114
zz, l  r  Y

732,936 $ 1,107,232

236,911
45,180
1 1 , 7 1 9
29,417

220,350
aq 7np.

34,656
37,562

6

JZJ,ZZ/  O 328,276

271,641
211,053
146,672
163,804
101,279
78,333
22,300
26,526
19,804
16,592

259,907
196,922
176,702
130,473
78,539
77,295
20,560
20,590
17,454

1,058,AQ4 $ 983,974
5,439,875 $ 5,292,203

330,329
93,392

288,s30
92,672

423,721 $ 381,002

$ 5,863,596 5,673,205
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TNYESTMENT SUMMARY
Schedule ll

1985

Year Ended June 30, 1986

Purchases

g 362,673,874

127,415,263

245,035,961

3,439,573,237

646,016

15,178,318

6J00,400

1986

Sales and Aarrying
Fedemptions Value

$ 363,65q825 .s 434,269,485

110,648,175 408,183,347

99,559,Q21 535,014,725

3,424,271,002 219,290,092

2,446,676 99,239,296

86,257,815

15,000,000

o/o of
Total

Market Market
Yalue Value

458,698,644 22.1s/o

426,747,883 20.6

732,997,117 35.4

219,759,540 10.6

122,362,196 5.9

98,204,826 4.7

14,695,373 .7

Corporate and govern-
ment bonds and
obligations .s

Fkst moftgage |oans

Qommon stocks

Shortlerm investmenls

Real estate, land
and buildings

Qommingled real
eslafe lunds

Capital development
fund * limited
paftnership

Qarrying
Valae

4s5,246,436

391,416,259

eQo 4e7 'zAR

203,987,857

101,039,956

71,079,497

8,900,000

Market
Value

$ 441,Q59,863

402,858,p45

438,176,482

204,472,794

121 ,071 ,Q1Q

81,453,847

8,853,s24

fotal ,nveslments $1,601,207,790 $1,697,945,355 $4,196,622,669 $4,A0Q,575,699 $ 1,797,254,760 $2,079,465,579 1O0.00/o

See accompanylng auditot$' rcport.

Coryorate and govern-
ment bonds and
obligations $

First mortgage loans

Common stoaks

Shoft-term investments

Real estate, land
and buildings

Commingled real
estate funds

Capital development
fund - limited
partnetEhip

1984

Qarrying Market
Value Value

455,203,963 $ 370,094,415

337,404,7M 298,364,034

353,050,885 364,788,446

131 ,049,491 131 ,631 ,1 B4

101,125,666 118,094,000

32,002,965 39,773,209

3,500,000 3,496,875

Year Ended June 30, 1985

Purchases

$ 1 50,180,859

100,Q14,439

289,997,306

2,623,939,211

2,251,136

39,076,532

5,400,000

1985

Sales and Carrying
Redemptions Value

170,138,386 435,246,436

46,002,944 s91,416,259

253,510,406 389,537,785

2,5il,040,845 203,987,857

2,3s6,846 101 ,Q39,956

71,079,497

8,900,000

o/o of
Total

Market Market
Value Value

441 ,059,863 26.00/o

402,858,045 2s.7

438,176,482 25,8

204,472,794 12.0

1 21 ,071 ,000 7,1

81,453,847 4.8

8,853,324 ,6a,aw,vvv

Total investments $1,413,337,734 $1,326,242,163 $3,210,859,489 $3,022,989,427 $1,601,207,790 $1,697,945,355 100.00/o

See aceornpanying auditors' report,

Schoo/ Employees Retirement Sysfem Of Ohio
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CASH RECETPTS AND D'SBURSEMENTS
Schedule lll
Years ended June 30, 1986 and 1985

Cash balance at beginning of year

Aecetpts;
Contributions:

Emplayer
Employees
Sfafe 0f Ohio subsr'dies
Transfers from other Ohio sysfems

lnvestments:
lnvestments matured and sold
lnvestment income

Other, net
Total Beceipts

Disbursements:
Benefits:

Retirement
Disability
Survivor
Health Care
Death

Total benefits
Refund of employee contributions
Adm inistrativ e expenses
Investments purchased
Transfers to other Ohio sysfems
Other, net

Total disbursements
Cash balance at end of year

See accompanying audltors' report.

1986
428,419 $

1985

683,162

124,194,955
78,490,850
1,578,723
1 AAa eAA
|  ,  v v v ,  v v v

110,1 55,400
73,345,602
1 ,720,156
1,425,653

2A6,147,914 $ 186,646,811

$ 4,028,913,320
176,458,846

$ 3,006,045,054
156,501 ,746

g_lgynlg $ 3'162'W8g

$ -"4,411,524,080

108,321,454
11,785,441
8,360,7 52

36,4Q3,130
640,517

$ 3,34e,503,890

165,510,694 .$ 1 48,171 ,385

96,970,985
10,527,898
8,004,136

32,164,933
563,433

9,058,221
5,841,645

4,229,275,005
1,901,100

361,834
4,411 ,948,499 $ 3,349,758,633

- $ qza,qtg

$ 8,373,795
5,580,716

3,186,145,747
1,486,990

CHANGES IN FUND BALANCE ACCOUf\TS
Sehedule lV
Descilption of Funds (Accounts)
The Qhio Revised Code requires fhe establlshment and
maintenance of specific funds. These funds are classified
as accounfs far financial reporting purposes and are noted
as follows:
(A) Employees' Savings Fund

The Employees' Savings Fund accumulates the con-
tributions deducted from the compensation of members.
Contributions may be refunded to a member who
withdraws from SEFS or to the member's beneficiary,
following the member's death. Upon retirement, a
member's accumulated eontributions are transferred to
the Annuity and Pension Reserve Fund.

(B) Employers' Trust Fund
The Employers' Irust Fund is the depository for
employer contributions. Based on actuarial valuations,
amounts are transferred out of this fund into the Annuity
and Pensian Reserve Fund and the Survivors' Benefit
Fund.

(Q)Annuity and Pension Reserve Fund
The AnnuiY and Pension Reserve Fund is the fund from

which all retirement, health care and death benefits are
paid. Funds are transferred into the Annuity and Pen'
sion Seserve Fund from the Employees' Savlngs Fund
and Employers' Trust Fund. ln addition, oontributions by
fhe State of Ohio for supplemental benefits are recorded
in this fund.

(D)Survivors' Benefit Fund
The Survivors' Benefit Fund represents amounts trans'
ferred from the Employees' Savtngs Fund and the
Employers' Trust Fund for the payment of survivors'
benefits.

(E) Guarantee Fund
The Guarantee Fund records all investment earnings of
SEFS. Annually, investment earnings are transferred ts
the Annuity and Pension Reserve Fund, the Survivors'
Benefit Fund, and the ExPense Fund.

(F) Expense Fund
The Expense Fund is used to record all expenses for
the administration and management of SFFS. Annually,
funds are transferred from the Guarantee Fund to cover
expenses incurred.

School Emptoyees Retirement Sysfem Of Ohio
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CHANGES lN FUND BALANQE ACCOUNIS (Qontinued)
Sehedule lV (Continued)
A summary of the fund balanee aeaounts follows: 

year Ended June 30, 1gg6
Annuity and Survivors'

Employeee' Employers' Pension Benefit Guarantee
Sarings Fund Trust Fund Reserve Fund Fund Fund
$ 432,528,86s $ (268,594,919) $ 1,413,312,s55 $ 98,486,662 -

Expense
Fund Total

$ 1 ,675,733,161
Fund balanee at
beginning of year

Changes fer the year:

Contributions:
Employers
Employees
State of Qhio subsidies

Investment income
Transfer from
other Qhio sysfems
Benefits:

Retircment
Disability
Survivor
Health Care
Death

Refunds of
employee contributions
Ad mi n istrativ e expenses
Transfers to
other Qhio sysfems
Other transfers

Net changes

Fund balanae at
end of year

/  6,V /  V,IJ(JJ

(9,058,221)

130,507,996

1,450,433

:

25,986

/a aAn 1 Rcl

171  ,115 ,676

1,857,400

(108,321 ,454)
(1 1 ,785,441)

(37,499,209)
(640,517)

(1,875,147)
333,682,345

130,507,996
78,979,863
1,450,433

171 ,1 1 5,676

1 eaQ aQA

(108,321 ,454)
(1 1 ,785,441)
(8,360,152)

(37,49e,205)
(M0,577)

(9,058,221)
/4 .aAe 40Al
t v ' v v e ' v v v /

(1 ,901 ,100)(25,e5s)
9,s52,375 (171 ,1 1 5,676)(27,232,342) (150,s50,298)

$ 42,689,300 $ (18,5e1 ,869) $ 175,417,977 $ 992,256 $ 200,507,664

See accompanying auditors' report.

Year Ended June 30, 1985
Annulty and Survivors'

Employees' Employers' Pension Benefit
Savrngs Fund
$ 396,230,502 $

Trust Fund Reserve Fund Fund
(278,542,353) $ 1,279,974,A78 $ 91,188,350

Guarantee Expense
':u 

":o s ',o'J'J,tit'0,0"Fund balance at
beginning of year

Qhanges for the year:

Qontributions:
Employers
Employees
Slale of Ohlo subsrdres

lnvestment income
Transfer from
other Qhio sysfems
Benefits:

Retiement
Disability
Survivor
Health Qare
Death

Refunds of
e mployee eontribution$
Ad mi n istrative expenses
Iransfers to
nthar  f ] ,h ia  e r /a lama

Qther transfers

Net ehanges

Fund balance at
end of year

73,117,682

(8,373,795)

119,145,737

1,578,72s

_

153,934,029

119,145,737
73,117,682
1,578,723

153,9s4,029

1,425,653

(96,910,985)
(10,527,898)
(8,044J36)

(30,778,698)
(563,433)

(8,373,795)
(5,673,205)

(1,486,990)

loA o1n oR4l

(10,527,898)

I?N 77R AQRI

t ! e a , - e e /

0,461,900)
272,184,815

29,017

ra,oulsal

/t4 nanl

15,298,521

$ 7,298,s12
fi sssac,oees s,azs,zos(28,445,526) (110,776,986)

36,298,361 $ 9,947,474$ 133,338,537

$ 432,528,863 $ (268,594,919) $1,413,312,555 $g8lqqr!q?

$ 186,882,684

s 1 ,675,73e,161

See accompanylng auditors' repeft,

Schoo/ Employees Retirement Sysfem Qf Ohio
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AUDITOR OF STATE S IETTER

DEBJTY /.UOITOFS:

JAMES A, BOLDEN
Admlnislrqtlon

(614) 466-3786

AUDITOR OF STATE
CoLUMBUS, OH|O 43216-1 140

(614) 466-4514

School Enployees Retirenent System
ColulbuE, ohic

lle have reviewed the reFort of examination of the Sqhool Enployees Retirement
Systen for  the per i .od ended June 30,  1985, prepared by peat ,  Marwick,  Mi tchel l
& co. '  cer t i f ied Fubr ic Accountants.  Eased upon th is review, l le  have accepted
this report  in L ieu of  the exaninat ion required by Sect ion 117.10 of  the
Revised code. The Auditor of state has not exanined the acconpanyinE financial
stateuents and, accordingly, is unable to express an opinion oR then.

our revieu was oade in reference to the applicah'le sectiens of J.egislative
cr i ter ia as ref lected by the Ohio Const i rut ion;  the Reviced Code; pol ic ieg,
procedures and guidel,ine8 of the Auditor of state: and local resorutions/
ordinances.

RICHAFD G. NUSS

CPA

Dapt. qf Audlt

{61,1) 466-4971

RUS$ELL L, ROUCH

Manggsngnt Advisry

SqruicE
(6r41 466'2520

January 7, f987

BRUCE OERN
Rcalaorl Administratot

Cooral Rogion
22a4 8. HNnillon Sord
Columbuq Ohlo 43227

(614)  8 i l -3917

lnltrdrtlon Llna loil 116
1{0Glataa70

ez ,^C\
THOMAS E. FERCdr€dN
Auditor of Stat
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Actuarial
Section

Actuaries' Letter

Statem ent of Aetuaries
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AETUARIES' LETTER

CABRIEL, ROEDER, SMITH &COMPANY
ACTUARIFS & CONSULTANTS

40? e. Fon slreet. Suite 200
fretroil, Michlgan 48?26

Area 3l3r 9OF3346

Decernber 16, 1986

The Reti nenent Board
School Employees Retirement System of Ohio
C o l u m b u s , 0 h i o

bas i c  f i nanc ia l ive of  SERS is  to bl ish and receive contr ibut ions
t vh ic
eve o

bas i s  o f luat ion and the sic  benef i ts I Iocated contri

Respectful ly submittedn

((i $4i'*
Richard G. Roeden

R0R: jmg

In order to determ'lne SERS present f inancial position and 1evel c,ontribution nates
for the future, annual actuarial valuations are nade.

The latesi corylet,ed actuarial valuation is based uPon data.and assunptions as
of  June 30,1986.  Condi t ions and resul ts  are shor{n in  orr  rePorts '

Assumptions concerning futune financial-experiences are needed for an actuaria'l
valuaiion. These assrinptions are established by the Board after consulting with the
acluary.: - - " -n 'p.og"am 

of  annual  actuar ia l  gain l loss anaiys is  is  in  operat ion;  these analyses
aetermine ihe relationship between issumed financial experience and actual exPerience'
fqr each rnajor risk area.-' - itresi 

ictuarial gain/loss findings led to the adoption of revised assunptions
tor ttri-June fO, fggO'aetuarial valuaiisn. The revised assumptions produce higher
contpui ia  I iab i l i t ies and conputed contr ibut ions.  The pr inc ipal  assunpt ion changes
reibgnize younger retirement ages and reduced mortality during retirement years'

The employer contribution rate is 14X of pay, An SERS Policy decision is now allo-
cat ing A. ! f  to  basic  benef i ts  and 5.51 to heal th care benef i ts .

The 5.5t r  contr ibut ion a l located to heal th benef i ts  is  suf f ic ient  to  coven current
heal th cash benef i ts ,4.3 l  o f  pay;  i t  is  not  lu f f ic ient  to  prov ide level  qost  f inan-
c ing of  the hea' l th  benef i ts .- " ' '  

io  prov ide leve ' l  cost  f inancing of  the heal th benef i ts  requi res some combinat ion
of increised contnibutions and/or decreased health benefits'

'eLiit6d'.-'i6ii6nIcrr-e1]
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STATEMENT OF ACTUAR'ES
(Valuation as of June 30, 1986)
Actuarial Cost Method and Assurnptions

Employer contributisn rates are for basic benefits deter'
mined using the entry age normal aatuarial cosl rnethod.
l'his method produces an employer contributlon rafe con-
sisfing of (1) an amount for normal cost (the estimated
amount necessary to finance benefls sarned by employees
during the aurrent service yea), and (2) the amount for

amorlization of the unfunded actuarial aeerued liability as of
June 30, 1986 over 48 years.

The present employer contribution rate of 14o/o of pay is
allocated between basic benefifs, 8.50/o of pay, and health
benefits, 5.5o/o of pay. The 5.5o/o eontribution alloeated to
health benefits is sufficlent to cover current health cash
benefits, 4.30/o of pay; it is not suffieient to provide level
cost financing of the health bene/tts.

The assumptions used for the actuailal valuation were
adopted by the Retirement Eoard after consulting with the
actuary. Differences between assumed and aetual ex-
perience (actuarial gains and /osses) become part of un-
funded actuarial accrued liabilities. When these differences
between assumed and actual experience have been
observed to be sizeable and persistent a change is made
to the actuarial assumption.

The valuation assels as of June 30, 1986 were determined
on a market related basis. Ihe method used recognizes
200/o of the previously unrecognized gains and /osses (both

realized and unrealized). fo thls was added the presenl
value of expected future payments for House Bills 284 and
204, or $7,538,713.

The following significant assumptlons were used in the ac'
tuarial valuations as of June 30, 1986

(1) a rate of return on fhe investrnenfs of 7.50/o com'
pounded annually (net after administrative expenses).
The real rate of return is the portion of total investment
return which is more than the inflation rate. Qonsidering
inflation recognition of 4.5 percent, the 7.5 percent in'
vestment return rate translates to an assumed real rate
of return of 3 percent. (For the period July 1, 1986 ta
June 30, 1991 the assumed rate of return on in'
vestments is 9.50/o, reflecting an increase of 2o/o over
the basic rate of return of 7.50/a)

(2) projected salary inereases of 4.50/0, compaunded an-
nually, attributable to inflation ;

(3) additional projected salary increases ranging frcim .50/o
ta 3Vo per year attributable to seniority and merit. Pay
increase assumpfions for individual active members are
shown for sample ages in the table belaw.

(4) post+etirement mortality life expectancies of participants
based on the 1971 Group Annuity Mortality Table pro'
jected ta 1984 for men and women, with women's ages
set back 1 year;

(5) rates of withdrawal from activs servtbe before rdtirement
for reasons other than death, rates of disability and ex'
pected retirement ages developed on the basrs of ac-
tual plan experience;

(6) health care premium increases or 4.50/o annually with
250/o of eligible female retirants and 600/o of eligible
male retirants electing a joint survivor form of payment
and 250/o of eligible female retirants and 50o/o of qligible
male retirants electing to cover spouses for health care;
and

(7) eligibility of all health care benefit recipients for
Medicare on attainment of age 65, or immediately if
retired for disability.

Health Care Premium Rates:

Slalus

Benefit Recipient below age 65

Spouse below age 65-

Benefit recipient above age 65
and eligible for Medicare

Spouse above age 65 and
eligible for Medicare-

Mail order prescriptlon serv/ce
. System porfian.

Medicare Part B Premium: $17.90 per month assumed to
be effective January 1, 1987, from $1 5.50. (This premium
is paid by lhe System.)

The non-economic assumptions are from the June 30,
1986 aetuarial valuation and the economic assumptlons
(except for the additionat 2o/o investment return to 1991)
were establlshed far the June 3A, 1981 actuartal valuation.

Health Qare Beneflts

lnitially, beginning in 1974, 0.750/o was the contribution rate
established for health care benefits, and included in a total

Sample Merit &
.Ase _jgtg.lty

20 3.00/o
30 2.3
48 1.8
50 1.0
60 0.0

,A'CREASE NEXT VEAR
Base

(Econamy) Total

4.50/o 7.50k
4^5 6 .8
4 ,5  6 .3
4 .5  5 .5
4 . 5  4 . 5

Monthly Rates Beported
1986 1985

$  769 .86  $  148 .10

83.38 81.09

35.33 35.63

79.35  11 .03
14.55 8.83

Schoo/ EmployeesRetirement System Of Ohis
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STATEMENT OF ACTUARIES (Continued)
(Valuation as of June 30, 1986)

Health Care Benefits (Canttnued)
employer rate then 12,500k. Health eare contribution rates
have been increased at various fimes srnce 1974. The cun
rent employer rate of 140/o is not sufficient ta provide level
cost financing af the health care benefits, especially in light
of the low salary base of thc contributing members. A com-
bination of increased contributions and/or decreased health
benefits is necessary to provide leve/ cosf financing.
Actuarial Accrued Liabilities
Acerued liabilities are the present value of plan promr'ses

Actuarial Accrued Liabilities June 30, 1986

Present Value Qf

to pay benefits in the future, based upon service al-
ready rendered. A liability has been esfab/rshed
("acerued") because the service has been rendered,
but the resulting monthly eash benefit may not be payable
until years in the future. Accrued liabilities are the
result of complex mathematical ealulations, which are
made annually by the plan's actuaries-specialists who
makes such calculations. Ihe resuils of the computed ac-
tuarial accrued liabilities are listed in the following
schedule.

Aetuarial
Accrued Liabilities

Health Cara Basic Benefits

Future monthly benefits and death benefits to present retirants and survivars

Monthly benefits and refunds to present inactive members

Service allowances and health care benefits to present active members ................,,.......

Disability allowances to present active members ...............,.

Survivor benefits on behalf of present active members who die before retiing

Befunds of member contributions of present aetive members ...............

Benefits for present active members ................

Benefits For Present Covered Persons

Death-after^retirement benefit ($500) on behalf of present active members ................,..... 1,683,235

460,592,623 $ 1,227,616,827

53,808,473 82,500,475

331,530,971 1,264,349,296

6,085,131 34,703,383

13,348,243 Qq 7q7 oEO

22,862,461

350,964,315 |,359,356,334

865,365,441 $ 2,669,473,636

Membership Data
lnformation regarding active, inactive, and retired members
is obtained from computer tapes provided by the retire-

Actlve Member Valuation Data, 1982 Io 1986

ment system. Membership data contained on the computer
fapes is examined and tested for reasanableness.

Retfrants and Beneliclaries Added Io
and Removed From Rolls. 1976 to 1986

Fiscal Year
Ended Addlttons Deletions Number at

June 30 During Year Durlng Year End of Year

1976 2,179 587 21,591
1977 2,291 542 23,s40
1978 2,380 627 25,093
1979 2,70Q 798 26,995
1980 2,605 608 28,992
1981 2,617 775 30,834
1982 2,953 924 32,863
1983 3,215 1 ,108 34,970
1984 3,145 1 ,31 5 36,800
1985 3,233 1 ,325 38,708
7986 3,807 1,478 41,437

Actuarial Number of
Valuatlon Actlva

as of June 30 Members

1982 85,883
1983 85,786
1984 84,761
1985 86,838
1986 88,310

Annual
Payroll

(mtllions)

ocl^z
682.9
737.3
844.2
869.1

Average
Annual
Salary

7,594
8,017
8,699
9,261
9,842
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Statistical
Secfion

Assefs/A ctuari al Li atbilities

Unfunded Actuarial
Liabilities

Asset Qoverage of
Liabilities

Revenue$ by Sou rce

Expenses by Type

Benefit Expenses by Type

Benefit Recrpients by Type

Parti ci pati n g Em pl oyers

Retirement Averages

26
. . . :



QQNIPARATIVE SUMMARY QF NET ASSETS AUAILABLE
FQR BENEFITS AND TOTAL COMPUTED ACTUARIAL LIABILITIES
Table I

Fiscal Year

1981
1982
1 o94

1 984
7985
1986

See nole following Table ll.

Net Assets
Available

For Benefits

$ 1,073,577,619
1 ,189,392,619
1,314,052,816
1,488,850,477
1 ,675,733,161
1,876,240,825

Total Computed
Aetuarial
Aecrued
Liabilities

$ 2,Q24,746,093
2,256,513,146
2,526,6s3,147
2,792,981,981
3,085,752,814
3,534,ffiq,477

Percentage

53.00/o
52.7
52.0
53.3
54.3

SUMMARY OF UNFUNDED ACTUARIAL AEQRUED LIABILITIES
Table ll

Fiscal
Year

1981
1982
/ voJ

1984
1 985
7986

Unfunded
Aetuarial
Accrued
Liabilities
(UAAL)

$ 957, 168,474
1 ,067,120,527
1 ,212,580,331
1,304,131,504
1 ,410,01 9,653
1,658,598,252

Active
Member
Payroll

$ 655,483,198
652,224,795
682,882,779
737,347,635
804,230,073
869,111,274

UAAL As A
o/o Of Active

Member
Payroll

145.10/o
163.6
t / / . o
176.9
I  / C . J

190.8

Unfunded Aetuarial Accrued Liabilities

Each time a new employer ioins the System or an
employer adopts a higher level of benefit, unfunded
liabilities are created. The law governing lhe System re-
quires that these additional liabilities be financed
systematically over a period of future*years,

ln an inflationary economy, the value of dollars is decreas-
ing. This environment resu/fs in employee pays increasing
in dollar amounts, retirement benefits increasing in dollar
amounts, and then, unfunded actuarial accrued liabilities in-

creasing in dollar amounts - all at a time when the actual
substance of these items may be decreasing. Looking at
just the dollar amounts of unfunded actuarial accrued
liabilities can be misleading. Unfunded actuarial accrued
tiabilities dollars divided by active employee payroll dollars
provides an index which helps understanding. The smaller
the ratio of unfunded liabilities to active member payroll,
the stronger the system. Qbservation of this relative index
over a period of years will give an indication of whether the
sysfem is becoming financially stronger or weaker.
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COMPARATIVE SUMMARY OF ACORUED LIABILITIES
PERCENTAGE COVERED BY NET ASSETS AVAILABLE FOR BENEF'TS
Table lll

Computed Actuarial Accrued Liabilities

Fiscal
Year

1 981
1982
1983
1984
-t oA6

1986

Memher
Canfributions

298,254,671
324,180,388
351,781,439

- 396,230,502
432,528,863
475,218,163

Current Active Members,
Retirants Employer

And Financed
Benefieiaries Portton

e58,960066 $ 767,525,356
1,071,728,280 860,604,478
1,213,688,792 961,162,916
1,371,162,368 1,025,589,111
1,511,799,277 1 ,141,424,734
1,688,209,450 1,371,411,464

lvet Assets
Available

For
Eenefils

1,073,577,619
1,189,392,619
1 ,314,052,816
1,488,850,477
1,675,733,161
1,876,240,825

Percentage Qf
Accrued Liabiltties

Covered By Net
Assets Available

For Benetits
(1) (2) (3)

1Q0 81 0
100 81 0
140 79 0
100 80 0
100 82 A
100 83 0

TVOTE; The ultimate test of financral soundness r,s lhe
Sysfems' ability to pay all promised blenefits when due. The
Sysferns'progress in accumulating assefs to pay all prom-
ised benefits can be measured by comparing the present
assets of the Systern with (1) member contributions, (2) the
liability for future benefits payable to aurrent retirants and
beneficiaries, (3) the employer-finaneed portion of the liabili-
ty for benefits payable to active plan participants.

ln a Sysfem lhal has been following the drscrpfine of level

percent of payroll financing, the liabilities for active member
contributions on deposit (1) and the liabilities for future
benefits to present retired lives (2) will be fully covered by
present assefs (except in rare circumstances). ln addition,
the liabilities for service already rendered by active
members (3)will be partially covered by the remainder of
present assefs. Ihe larger the funded pottion of liability (3)
the stronger the condition of the S|s,tem. Liability 3 being
fully funded is rare.

NQTE: NCGA Stalement 6, the authoritative guide to the
preparation of this report, requires that we present 10
years of comparative actuailal starbilca/ data, disclosing
the progress we have made in accumalating assefs to pay
beneflts whan due. Iables / fo /// presenf only 6 years
of data, since 10 years rs not available,

NCGA Statemenf 6 a/so states thaf "..,Until 10 vears of ac-

tuarial present value of credited projected benefits data
become available, the data which are available should be
dr.sc/osed. " In Tables I to lll the entry age normal ac-
tuaial cost method was used to determine the actuarial
liability. The entry age normal actuarial cost method is the
same method used to determine employer and employee
contribution rates,

Schoo/ Employees Retirement Sysfem Af Qhio
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REYENUES BY SOURCE
Last Ten Years
Table lV

Year
Ending
June 30

I  Y I  I

1978
1979
1980
1981
1982
1983
1984
1 o,9q

I vdo

Member
Contrlbutions

$ 36,378,039
38,912,883
41,971,918
50,486,674
52,469,568
54,543,053
57,261,897
67,503,890
73,117,682
78,979,863

Employer
Qontributions

$ 55,681,997
59,693,632
64,183,954
72,574,779
R1 EE2 QQ1

87,988,507
88,732,787

108,606,711
1 19,145,737
130,507,996

lnvestment
Income

$ 29,735,s98
43,129,863
47,220,797

69,572,728
83,719,002

107,416,567
145,215,463
153,934,029
1 7 1 , 1 1 5 , 6 7 6

Other

1  , 0 1 1  , 8 5 0  $
912,0s5

1JA,656
2,659,240
1,030,754
6,151,973
1,659,544
1 ,224,116
3,004,376
3,s33,819

Total

122,807,484
142,648,413
154,561,325
192,686,649
204,427,041
232,402,535
255,070,755
322,550,180
349,241,824
383,937,354

EXPENSES BY TYPE
Last Ten Years
Table V

Year
Endtng
June 30

1977
1 Q7R

1 979
1980
1981
1982
1983
1984

M 0

Aggregate
Benefit

Payments

53,821,330
62,995,337

86,590,668
93,005,719

112,044,340
128,451 ,107
139,676,067
155,158,945
175,664,994

Administrative
Expenses

1,843,181
1,934,825
2,232,180
2,367,777
3,092,593
3,425,836
4,051,778
4,658,760
5,673,205
A eA?  406

Transfers to
Qhio

Retirement
Systems

617,525
743,655
912,031
764,675
844,547

1,006,803
1 ,215,546
1  , 1 8 1  , 0 1 2
1,486,990
1,901 ,100

Qther

8,822
15,947
13 ,154
15,970
22,950

879,498

Total

56,290,858
65,689,764
79,538,302
89,739,090
96,965,809

116,476,979
133,718,431
1 nA QOtr ,  ea7

1 62,31 9,1 40
183,429,690
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BENEFIT EXPENSES BY TYPE
Last Ien Years
Table Vl

Year Ending
June 3Q

1 g77
1 978
1 979
1 980
1981
1982
1983
1 984
1 oeq

1 986

Servlce

$ 35,223,220
39,821,999
44,834,588
49,938,156
55,597,625
64,708,104
75,497,557
85,444,144
96,910,985

108,321 ,454

. Disabl'll'ly

$ 3,306,082
3,958,026
4,743,472
5,619,031
6,328,456

, 7,294,601
8,076,576
s,270,155

10,527,898
11,785,441

BENEF'IS

Survivor

$  4 ,129,714
4,500,93s
4,855,0A8
5,221 ,125
5,567,213
6,240,292
6,756,619
7,389,851
8,004,136
8,360,152

Health
Care

$ 5,277,046
6,772,412

11 ,290,894
15,809,33s
17,084,324
23,460,414
28,959,s81
29,153,910

37,499,209

Fefunds

$ 5,885,268
7,941,967

10,003,023
8,428,101

10,340,929
9,160,974
8,418,007
8,937,228

NUMBER QF BENEFIT RECIPIENTS BY TYPE
Last len Years
Table Vll

Year Ending
June 3Q

1 977
1 978
1979
1980
1 981
1982
7983
1 984
1985
1 986

Service

19,774
27,233
22,869
24,535
26,120
27,955
29,839
31,467
33,145
35,266

Disability

1  , 5 1 0
1  , 7 1 6
1,867
2,083
2,237
2,343
2,473
2,602
2,754
2,898

Survivor

2,056
2 144

t 2qa

2,370
2  4 7 7

2,658
z , / J t

2,809
2  R7?

Total

23,340
25,093
26,995
28,992
30,834
32,863
34,970
36,800
38,708
41,037

NUMBER QF PARTICIPATING EMPLQYERS
Last Ten Years
Table Vlll
Year

1 976
7 977
1 978
1 979
1 980
1 981
1 982
1 983
1 984
7985
1 986

fotal

770
769
769
768
768
769
769
769
769
768
769

Qounties

87
87
87
86
86
86
B7
87
87
86
86

Locals

386
384
381
381
378
378
J / O

376
376
376

Cities

183
184
1 8 7
187
189
189
191
192
192
192
192

Villages

49
49
49
49
49
49
49
49
49
49
49

Colleges

2
4

2
t

a

z

2
z

4

2

Qther

1
1
1
1
1
1
1
1
1
1
a

Technieal

I J

/ J

Vocational

49
49
49
49
50
5 1
4n
6n
49
49
49

School Employees Retrrement Sysfem Of Ohio
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RETIREMENT AVERAGES
Last fen Years
Table lX

Year Ending
June 30

1977
1978
1979
1980
1981
1982
t vaJ

1984

7986

Service Retirement

Monthly
Amount

$174.21
1U.01
200.63
2Q9.82
218.08
4 d 6  d t
1ZV.Z1

2s0.60
292.43
315,79
QAA 7EuvT. a q

Salary

$ 5,974.37
6,265.35
6,821.83
7  2 2 1  A 1

7,495.31
1,469.35
8,603.00
9,939.34

10,525.29
10,292.51

Service
Qredlt

15.672
15.969
16.495
16.326
16.626
I  O . C / A

I Q , Q  I  /

17.427
17.821
16.846

Age

63.64
63.64
63^28
oa,Jt

63.22
63.25
63.14
63.85
63.82
oJ.04

Year Ending
June 30

1977
1978
1979
1980
1981
1582
1 AR2

1984
7985
1 ARA

Service
Credit

12.026
12.239
72.963
13.381
12.610
13.854
l e n Q q

14 .128
12.362

Age

52.99
52.63
52.79
52.83
52.52
53.00
cz.zv
53.20

co.zu

Salary

$ 5,559,93
6,373.75
7,185.03
7,566,03
7,162.84
8,473,21
8,166.18

10,803.67
10,917.61
10,872.24

Disability Retirement

Monthly
Amount

$210.87
243.79
282.13
297.37
275.07
324.63
323.05
426^96
402.31
431.18
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lnvestment Section; Investment Portfolio
Distribution

Investment Report

Portfolio Summary

Schedules

Exhibits

Investment Policy
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I NVESTMENT PORTFOTTO DISTR IBUTION

June 30,1986

23.90/o Bonds

1 8.8V0 Residentral Mortgage
Securities

29.50/o Stocks

14,90/o Real Estate &
Commereial Mortgages

12.1Vo Short-Ierm

0.80/o Venture Capital

June 30, 1985

27.101o Bonds

1 9.20/o Residenfia I Mortgage
Securities

24,00/o $toclrs

16.40/s Real Estate &
Commercial Mortgages

12.6a/o $hort-Term

0.70/o Venture Qapital

ffi
ffi
n
n
ffi
n

F#
HTE,J

H
n
ffi
ffi
n
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IfVYESIMENT REPQRT

The U.S, eaonamy showed only modest growth
during this past year as exemplified by the U,S.
Gross Natlonal Product, which increased by only
?Vo during the fiscal year. Much of the strength in
the consumer and housing sectors of the eeonomy
was oi7sef by the weakness rn fhe oil and gas, far-
ming and basic manufacturing sectors. Many
eeonomrsts had loaked for the decline in the dollar
lo hoosf the economic activity domestically, since
imported products would become more expensive
relative to our own, lt now appears, however, that
much of fhe consumer demand continued ta be
safisiied with imports resulting in continued
Iackluster growth in the U.S. economy. The
dramatic decline in oil prices from $30 per barrel to
$10 per barrel during the fiscal year was the
primary reason for redueing the U.3. inflation rate to
below 2o/o for the period. This deeline in oil prices
will be beneficial for the U.S. economy longer term,
but haa caused some severe problems for many in-
dusfnes and banks in the southwestern United
Sfates, Even though the unemployment rate in the
Southwest is sornewhat higher, the unemployment
rate for the U.S. as a whole declined during the
year to 7,1o/o at year end.

The year ended June 30, 1986 was another ex-
cellent year for the common stock market which
rose 35.90/o as measured by fhe S & P 500, after
having gained 30,90/o in the prior fiscal year, The
fixed income markets also performed extremely
well, returning approximately 200/o for fhe fiscai
year. Lower inter$t rates allowed existing earnings
to be aapitalized at a higher price/earnings ratio
which resulted in the dramatic lncreases in eommon
sfock prlces even though corporate profits were flat
for the peilod. For the eoming year, it is hoped that
a mora stable pricing environment for oil and gas,
and continued low interest rates will allow some real
growth in the U.S, economy. lnflation is expected to
remain low for the next fisea! year, although not as
low as experienced in the fiseal year just ended,
The proposed tax bill and budget resolution give
some hope that the Admin5tration and eongress
are coming to grips with the government's huge

spending deficit. Once the uncertainty regarding the
effects of the tax bill and budget resolution are
settled, mueh of the volatility in the markets will
subside; but untilthen, the markets, both equity
and fixed-income, will probably remain very volatile.

Over the past year a signifieant amount, approx,
imately $146 million, was added to the equw port-
/o/ros. Ihese portfalios returned 36.70/o for the year
as compared to the 35,90/o raturn of the S & P 500.
The actively rnanaged equity fund, which had a
return of 48.30/o for the period, contributed
significantly to the results of the total equity port-
folio. ln light of our economic outlook for the eom-
ing year, a signiflcant portion of next year's cash
flow will again be nvested in common sfocks. /f rs
anticipated that by June 30, 1987 approximately
350/o of the Fund will be invested in common
sfocks.

Growth in the size of the real estate portfolio s/owed
during the year just ended. Slow growth in the
economy and overbuilding in certain geographical
areas caused real estate values to increase at a
very slow pace during the past year; this made it
difficult to find properties that represented good
values, This reduced availability of fairly valued pro-
perties caused the percent of the Fund invested in
real estate to decline from 16.40/o to 14.90/0. lt is
anticipated that the coming year will be a better en^
vironment in which fo lnvesf in real estate. By June
30, 1987 it is anticipated that the Fund wiil have
approximately 170/o of lfs assefs invested in real
esfate rnyesments.

During fhe past year, the fixed-incoma portfolios
have stabilized at approximately 44cb of the total
Fund, with bonds representing approximately 24010
of the Fund and mortgages representing apprax-
imately 2Qoh of the Fund. lt is antieipated that the
fixed-income portfolios, which generate a significant
amoant of ineome to the Fund eaeh year, will re.
main near these peraentage levels in the coming
year.

School Employees Retirement Sysfem af Ohio
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PORTFOLIO SUMMARY
Schedule I

lnvestment Qalegory

U.3. Qovernment &
Agency Bonds

Corporate Bonds

Canadian Bonds

Q.N.M.A, Mortgage-
Baeked Pass - l"hru

F.H.L.M.C. Mortgage-
Backed Pass - Ihru

F,H.A., V,A. & H,U.D.
Mortgages

Qommon, Preferred
Sfocks and Con'
vertible Bonds

lnvestment Real Estate
(lncluding Equity Part'
icipating Mortgages)

Qommercial & /ndus'
trial Mortgages

Venture Capital

Short-Term
/nvesfmenfs

June 30, 1986
Book Value

$ 182,867,906

250,393,888

198,377,910

130,831 ,237

Market Value

$ 193,788,207

263,939,187

208,409,853

134,889,415

June 30, 1985
Market Value

$ 193,020,218

239,252,848

8,786,797

199,737,808

101,176,498

4,440,976

438,176,482

June 30, 1984

Market Value

$ 1 1 8,347,977

242,875,780

1,870,658

143,160,754

97,529,578

4,582,720

364,788,446

Par Value

177,626,600

255,100,000

201,833,860

133,720,276

5,490,297

535,764,725

21 ,670,211

15,000,000

220,200,000

5,490,297

536,022,416

21,670,211

15,000,0Q0

219,290,092

4,531 ,612

733,968,367

24,256,001

14,695,373

219,759,540

22,990,162

1  1  , 9 7 1  , 1 6 7

204,472,794

15,560,654

4  R q 1  A 1 A

131  ,631  ,184

248,225,661 237,310,803 275,228,024 273,919,605 193,042,796

$ 1,814,631,630$ 1,797,254,760 $ 2,073,465,579 $ 1,697,945,355 $ 1,326,242,163
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PARTFOLIO FATES OF RETURN (Average annual tstal
rytyr4s fo1the periods ended June }QI
Schedule ll
Asset Category

Equity Portfolios
Bond Portfolio
Residential Mortgage Portfotio
Short-Term lnvestment Portfolio

Total Fund
:---=----=---"' --_:.:.*-"--:-

NQTE: Real Estate Portfolio retarns are included in the total retarn of the Fund for each period; and for the last five years lhese assefs
have returned 11 .8o/o annuallv.

One Year Three Year Five Year
36.7o/o
19.4
76,5

16.40/a

1 a  n

18.40k
19.7
20.4
10.4
17.60/021 ,30/o 15.00/o

QUALITY OF STOCKS
Schedule lll euarity

Rating

A +

B +
B
R *

n

Not Rafed

Percent
of Stoek

33.20/o
23.8
78.9
13.2
7.7
1 . 3
0 .1

1 . 8

O/ fhe sfocks awned by the System, the maiority fall within
the top four quality grades as rated by Standard and
Poor's Qorporation with respecf to the relative stability and
growth of earnings and dividends. The 1.8 percent in the
non-rated category are banks and insurance companies
which are not rated by Standard and Poor's as a matter of
policy.

A + Highest
A High
A- Above Average
R+ Avprene

B Belaw Average
B-  Low
C Lowest
D ln Reorganization

DLDEND GRQWTH FRONI COMMON AND PREFERRED STOCKE (Excluding Convertible Bonds)
Schedule lV Fiscal year Ended Dividends Beceived* par yalue

June 1986
June 1985
June 1984
June 7983
June 1982

$ 20,867,916
17,328,134
14,845,987
13,187,649
11  ,019 ,698

$ 535,014,725
389,537,785
3ffi,450,884
272,728,121
246,455,095* Cash Easis

TWENTY IARGEST COMMON STOCK HOID|NGS (By
Schedule V

Shares

214,100
274,800
158,100
190,800
385J00
1 14,700
166,400
109,800
104,600
82,500

105,500
59,600
49,700
83,000

126,640
83,700

113,700
95,708
45,500
51,900

Stock
lnternational Eusrhess Machines Qorp.
Exxon Corp.
General Electric Qo.
Eastman Kodak Co.
Ameriean Telephone & Telegraph Co.
DuPont (E.l) De Nemours & Co.
Wal Mart Sfores, lnc.
General Motors Corp.
Pfizer Inc.
American Home Producls Corp.
BellSouth Corp.
Southwesfern Bell Qorp.
Arneriean lnternational Group, I nc.
Phillip Morris Co.
Sears, Foebuck & Co.
McDonalds Qorp,
Wesflnghouse Electrie Ca.
Amoco Corp.
Coca Cala Co,
SmithKline Beckman Corp.

Market Value)
Market
Value

$ 31,365,650
16,850,200
12,806,100
11,185,650
9 , 7 7 1  , 9 1 3
9,548,775
8,632,000
8,523,225
7,478,900
7,425,000
6,620,125
6,526,200
6,4Q5,088
6,193,875
6,140,100
6,124,563
6,097,163
5,765,925
5,710,250
5,202,975

o/o of Stock
Psrtlolio

4.280/o
2.34
t . t 0
1 4 2

1.30
1 . 1 8
t .  t o
1.02
1 . 0 1
0.90
0.89
0.87
0.85
0.84
0.84
0.83
0.79
0,78
0.71

Sehool Employees Retirement Sysfem Of Ohio
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Exhibit 1
D'VERS'FICAIION OF STOCKS

n
ffi
H
ffi
ffi
n

21,6a/o Conssrner Qyclical

20.4Vq Capttal Goods

19.3Vs Qonsumer Staple

1 9.00/o I nterest Sensitive

16.6a/o Intermedtate Goods and Services

3.10/o Miscellaneous

Aansumar
Cycllcal

Exhibit 2 Exhibit 3

FIXED INCOME PORTFOLIQ BY MATURITY

Mlllions
of Dollars

June 30, 1986

300

250

200

150

100

50

0
6-10 11.20

Years

31"4021-30

FIXED INCOME PQRTFOLIQ BY INTERESI FAIES

June 3Q, 1986
Percent

8,99 or
,ess

s.00.
9.99

10.00-
10.99

11.00-
11.99

12.40.
12.99

13,00 al
higher

0
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Exhtbit 4

BOND PQRTFOLIO BY SECTOR
June 30, 1986

29.6Vs lndustrial Bonds

27.2o/o Agency Eonds

25,10/o Telephone Bonds

13,9olo Treasury Bonds

4.24/o Electric Utility Bonds

Exhibit 5

BOND PORTFOT'O QUAI.ITY RAT'NGS BY MOOOY'S

June 30. 1986

42.40/o

All of the bonds in the portfolio fall
within the top three grades of the nine
bond quality ratings established by
Moody's /nvestors Services, /nc.

33.40/o

24.2ry0
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Exhibit 6

D'STR'BU TION OF GOVERNMENT IIVSURED
OR GUARANTEED MARTQAGE PARTFOLIO
June 30. 1986

1 . 1 V 0

Q.5o/o

GNMA Mortgage-

Backed Secunlies

FHLMQ Mortgage-
Backed Securifies

FHA lnsured and VA

Guaranteed Loans

HUD Guaranfeed Loans

Exhibit 7

REAL ESTATE PORTFOLIQ BY QEOGRAPHICAL LOCATION

(Excluding rnvesfments ln Commingled Funds)

I I ndustrial/lVarehouse (2)

39

L Office Buildings (8) o Retarl (31)
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Exhtbit I

REAL ESTATE PSRTFOLIA BY PROPERTY TYPE
Percent Qf Holdlngs As Qf June 30, 1986 (Based Qn Market Value)

45.7o/o Qftice Buildings

38.30/o Retail

1 1, 5o/o lndustrial/Warehouse

1.9olo Hotel/Motel

1.90/o Qther

0.70/o Residential

Exhibit 9

REAL ESTATE PORTFOLIO BY TYPE OF OWNERSHIP
Percent Of Holdings As Qf June 30, 1986 (Based Qn Market Value)

32.5o/o Commingled Fands

27. 1 o/o Partlcipattng Mortgagas

24, 3o/o Sale/Leaseback

16.10/o Fee $imple

Schoo/ Employees Betirement Sysfem Of Ohio
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TNYESI,I'E,VT PQLICY

this Jnve$ment Palicy was adopted by the School
Employees Retlrement Bsard Of Qhlo at its August 2,
1985 meeting,

A, Purpose

The purpose of this Statement of lnvestment Policy is to
define the Retirement Board's investment philosophy and
objectives for the Schooi Employees Retirement Syslem of
Ohrb, Ihts slafernenf sets forfh polrcies and describes fhe
organization and division af responsibilities to prudently im-
plement the Board's philosophy and objectives in accord-
ance with Secfion 33Q9,15 of the Ohio Revised Code. lt
a/so esfabllshes the framework and specdb objeatives to
monitor investment performance and promote effective
oommunieation between the Board and the lnvestment
Staff and lnvestment Managers.

The contents of this Statement of lnvestment Policy and the
assocrafed Guidelines and Qbjeetives are subject to
change at any time by the Board. The Statement will be
reviewed and revised periodieally fo assure that it con-
tinues to reflect the attitudes, expectations and objectives
of the Board.

B. Background

The School Employees Hetirement Sysfem of ahia was
estab/rshed by the state legislature to provide retirement
and disability beneffts for all non-certifieated persons
employed by the stafe's schoo/ distncfs. Ihis purpose is
sustained by the member and employer contributions and
returns realized from investment of those contributions.

Ihe Sysfern b governed by a seven member board, in-
cluding the Ohio Attorney General and Auditor of Stafe,
with responsibility for the investment function as set forth in
the Ohio Aevised Code. ln addition ta the investment func-
tion, the Qhio Revised Code also sets /orfh the fidueiary
responsibility of the Board and of other fiduciaries in
discharging their duties with respect to the fund. This
Statement of lnvestment Policy incorporates and rb subiect
to all restrictions, guidelines and obligations set fotth by the
Qhio Revised Code.

Q, Invastment Philosophy

Rrlsk Posfure
The Board realizes that its primary objective /s fo assure
that the Plan meet its responsibrlrties for providing retire-
ment and other benefits. Therefore, it shall always aat to
assure fhat the /evei of invesfrnent rlsk in the portfolio
shall be prudent and shall not jeopardize that primary
objective.

"'l# Board believes, however, that over the tong-term
fhere exlsts a relationship between the level of invest-
ment risk taken and rate of invesfment return realized.
The Board feels that assumptian of a moderate level af
nsk assocnfed with investmenls is reasonable and

justified in order to enhance potential long-term invest-
ment results,

Diversitication
The Baard seeks diversdbation by asset ciass and by
investment approach and individual investments within
assef c/asses to reduce overall psttfo/io nbk.

Liquid ity Requi rements
Ihe System anticipates positive cash flow over the near-
term and intermediate-term. Liquidity, for the purpose of
immediate and intermediate-term benefit payments, is
therefore not a major consideration in the investment of
funds far fhe foreseeable future.

D. lnvestment Obiectives

ln defining investment objectives the Board seeks fo
enhanee the investment returns of the fund in order to per-
mit higher benefifs and to achieve /ower cosfs, Therefore, it
adopts the following general investment oblecllves;

Perfarmance Qbjectives

A. Maximize Total Return on Assets: Recognizing the
Sysfem's obligations will inerease as a resu/f of inflation,
to maximize the total return on assets avalable for the'
provision of benefits while operating in accordance with
applicable regulatory restrietions and within prudent
parameters of risk.

B. Preservation of PrincipaL To protect lhe System from
severe depreeiation in assef value during adverse
market conditions. This objective shall be attained by
broad diversification of assefs and bv careful review of
nsks.

C. Competitive Resu/fs; To achieve investment results com-
aetitive with those of the broad market and of similar
funds. Long4erm results shall be emphasized

R/Sk

A. Stability: While the Eoard seeks higher long-term invest-
ment results, t a/so seeks to avoid major fluctuations in
year-to-year resu/ts.

B. Risk Level: The Soard seeks to maintain a reasonable
degree of total portfolio risk, defined as that which
would be experieneed by similar retirement sysfems.

Other

Ohio lnvestments: Where investment characteristics, in-
cluding return, risk and liquidity, are equivalent, the
Board will give careful consideration to investments
which will have a positive impact on the economy of
Ohio.

E. Implementation Appraach

ln order to monitor and control the activities within the in-
vestrnenf function, the Board has reserved eettain respon-
slbr/rfies far itself, /l has a/so delegated certain respon-
slb/ffes to the lnvestment Staff, to organizations serv/ng as

Sehoo/ Employees Retirernent Sys/em Qf Ohio
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,NYESIME VT PQLICY (Contlnued)

E. lm plementatlon Approach (Continued)
lnv$tment Managers and, frsm time to time, to other eon-
su/fanfs or advrsors, These are enumerated in Section F, In-
vestrnenf Srganizatian and Besponsibilities.

ln fuffilling its fiduciary duties, the Retirement Board
employs a competent and qualified lnvestment Staff for the
management of the major portion of portfolio assefs. /n
fhose areas where specialized expertrse is required, the
Retirement Board employs fhe servlces of outside /nvest-
ment Managers.

The Board has a/so esfabiished a reporting proeess for
regular and timely review and evaluation of inve$tment
resu/fs. Ihis is described in Section G, Review and Evalua-
tion. Finaily, the Board has adopted Investment Guidelines
and Objeetives far each assef c/ass and eaeh investment
management accountability unit within those assef c/asses.
These guidelines a/so specify long-term target ratios for
asset c/asses. These guidelines also specify long-term
target ratios for assef allocations. These guidelines and ob-
jectives are regularly evaluated and updated based on
market conditions, investment results and the recommenda-
fions of the lnvestment Staff, Investment Managers and
other consultanfs or advrsors.

F. lnveslment Qrganization and Responstbilities

Responsibilities of fhe Retirement Board

The Retirement Board recognizes lts responsibility to en-
sure that the assets of the Plan are managed effectively
and prudently, in full compliance with all applicable laws,
and for the exclusive benefit of participants and
beneficiaries. The Board believes it can best manage those
responsibrTifies by delegating certain specific duties to
ofhers, as descrlbed below. ln addition, the Board may
designate certain of its members to acf as an lnvestment
Committee or a Subcommittee from time to time, and may
delegate certain decision-making or fact-finding respon-
slbl7rfies to that aommittee or subcommittee.

Specific responsibilities of fhe Retirement Board or its ln-
vestment Committee or Subeommittee are as fol/ows;

A. Ensure that all fiduciaries comply with the Qhio Revised
Code and any other applicable regulations and
legislation.

B. Establish investment polrcres, guidelines and objectives
for the assefs ol the Plan and communieate them to the
lnvestment Staff and lnvestment Managers.

C. Appoint and discharge those with responsibility for
managing the Plan's assets, including investment
managers, consu/fants and any others involved.

D. Request, receive and review reports from the lnvestment
Staff and lnvestment Managers.

Responsibilities of the lnvestment Staff

The lnvestment Staff, headed by the ExeaatNe Director
and the,Assistanf Directar for lnvestmenfs, sha/l aceept the

following responsibilities. The Executive Director shall:

A. Obtain neeessary reporfs on the investment resu/fs of
the Plan's assels on a timely basrs as speeified rn See-
tian Q, Review and Evaluation.

B. Retain any consultanfs or advtsors deemed necessary or
desirable for assnfance in the investment of Plan assefs,
and for meeting his responsibilties.

C. Oversee the investment functian.
Ihe Assislant Director fsr lnvestmenfs sha// accept the
fo ll ow i n g responsibr/rties.

A. Administer the policies, guidelines and objectives
adopted by the Retirement Board of the School
Employees Retirement System of Ohio in compliance
with the relevant secfions of the Ohio Revised Code.

B. lnform and communicate to other Plan fiduciaries, in-
cluding all lnvestment Managers, the requirements of
the Qhia Fevrbed Qode and the po/rcies, guidelines and
objectives adopted by the Retirement Board, and
monitor their compliance.

C. Prepare annually an Annual Plan for the investment of
the Plan's assets wth recognition of the target assef mix
ratios and the permissible ranges lor assel allocation
esfabl'shed by the Board.

D. lmplement the Annual PIan, exercising the judgments
allowed by the Board as to lhe asset a//ocation ranges
for that year.

E. Report to the Board or its lnvestment Committee any
intra-year changes in the Annual Plan or in the policy,
guidelines or objectives which the lnvestment Staff
deems desirable or whieh are reeommended by an In-
vestment Manager or other consu/fanfs ar advisors.

F. Oversee the activities of the lnvestmenf Sfa/f.

Responsibilities of lhe lnvestment Managers

Each lnvestment Manager, including Investment Staff with
respecf to internally managed assefs, shall accept the
following responsibilities for the specified investment
management accountability unit that it manages"

A. Manage the assefs within its control in compliance with
the relevant secf,bns of the Qhio Revaed Code and with
the policies, guidelines and objectives adopted by the
Retirement Board.

8. Fxercne investment discretion within the guidelines and
objectives speeified, including decrbrbns to buy, hold or
se/l securifles based on the manager's eurrent invest-
ment strategy and outlook, and eompatible with such
obJbctives.

C. lnform the Retirement Board or the lnvestment Commit-
tee of any substanfiai changes in investment strategy,
partfolio struature, value of assefs, and of any organiza-
tional ehanges including that of ownership, affiliation,
organizational stractu re, fi nancial conditisn, ar ehanges

School Employees Retirement System Of Ohio

42



INYESIME VT POLICY (Conttnued)

Responsiblllties of the lntvestment Manager
(Continued)

in professianal personnel staffing the investment
management organ ization,

D. Prepare reporfs for the Board or lnvestment Qommittee
prior to any seheduled meetings but at least on a
quarterly basis.

E. Recommend to the Board or Investment Committee any
changes in policy, guidelines or obieetives the lnvest'
ment Manager believes to be desirable.

Q. Review and Evaluatian

The Board shall review and evaluate periodic reports on
the investmenf resu/fs of the Plan's assefs, as deseribed
betow, obtained by the Executive'Director. h addition' the
Board shall review the periodic reports of each Investment
Manager. ln these reviews, it B intended that greater em-
phasis shatl be given to long-term results than ta short'term
resu/ts. Foltowing is the intended frequency for the review
and evaluation, although these may be altered by the
Board as deemed necessaryr

Quarterly
Summary lnvestment r9eports - ineluding hiqhlights
and eommentary of investment pertarmance. assef com'
position and holdings for eaeh assef c/ass and each in-
vestment management aceountability unit. These reports
shall identify any results which require the attention of
the Board.

lnvestment Manager Reports - prepared by the
manager of eaeh investment management acaountability
unit, reporting on the results of the most reeent period.

Annually
Detailed annual investment reports - fhese reports will
include the contents of the quarterly summary reports,
as well as additional detail regarding the investment
results for each investment management aecountability
unit.

Written and/or verbal reports presented by the manager
of each investment management aecountability unit'
These shall be scheduled on a staggercd basrs
throughout the year, as determined appropriate by the
Board.
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PLAN SUMMARY

Purpose

Ihe Schoo/ Emplayees Retkement Sysfem of Qhio was
estab/rbhed in 1937 by the state legislature to provide
retirement and disability benefits far all non-certificated per-
sons employed by the stafe s 769 achool districfs. This pur-
pose is susfarned by the member and employer contribu-
tions and the income realized from investments from thase
contributions.

Administratlon

The functioning of SFRS ls supervised by a seven member
Board which works in conjunction with the Syslem's Fx-
ecutive Director. Four of the seven Board members are
elected by the general membership (thase who contribute
fo SFRS) and one is e/ecfed by retirants, The Ohio Attorney
General and Sfate Auditor, by virtue of their elected office,
serve as the remaining two Board members in an ex officio
aapaoity.

The Executive Director rs appolnled by the Board. This per-
son oversees the administrative operation of the System,
and is aided by five direetors. Their areas of responsibility
are accounting & control, invesfmenfs, member services,
planning & development, and management information
services.

Em ployer Participation

The school employers served by SERS include public
schoois within the sfate's cltles, villages and counties, as
well as loeal districts, vocational and technical schools, and
The University of Akron.

Employers contribute fo SE/SS at the rate of 14.00/o of
payrolL Some employers pay the System directly on a
monthly, quarterly, or annual basis, while athers make
payments through pafticipation in the Qhio Department of
Education's Schoo/ Foundation Fund.

ln addition to forwarding appropriate aontribution amounts
fo SEqS, f is the responsibility of the employers to supply
SEFS with new membership records. members'contribu'
tion information, and any data needed at the time of a
member's application for benefits or refund of depostts on
termination of employment.

Employee Participation

Membership ln SFRS is divided into severalgroups based
on the activity of a member'€ SERS acoount. Member
groups are:

A, Active Members - Ihese are persons currently
employed by a school employer. Membership is re-
quired for anyane working in a position that does not re-
quire certifieation by the Qhio Department of Education.
These persons inelude clerieal workers, maintenance
personnel, bus driyers, food service

workers, playground supervrsors, data proeessing per-
sonnel, etc. There are two exeeptions to the member-
ship requirements: (1) Persons with student status within
a schoo/ distriat may or may not choose to become
members of SF,?S. (2) Persons retired from ane af the
other Ohio state retiremenf sysfems may not become
members of SEI9S. A retired member may not be
emplayed in the sehools for 60 calendar days following
the effective date of retirement. Thereafter, employment
in the school cannot exceer! 59 days of the fiscal year,
beginning July 1. Active members have an amount
equal to 8.750/o of their earnings deducted from their
gross sa/arles for each payroll period. Ihese arnounls
are then forwarded to SEFS by the payroll officer, and
applied to the member's aacoant af SE,9S.

B, lnactive /llembers - Ihese are persons who have
contributions on deposit wifh SER$ but are not current-
ly employed by a school district in the slale of Ohio.

Q, Retired/Disabled Members * These are persons who
have either (1) met the age and service requirements for
retirement from service; or (2) become eligible to receive
benefits as a result of an injury ar illness that prevents
the member from performing regularly asslgned dutles.

D, Members' Survivors - When a member dies before
retirement, the qualified beneficiaries become eligible for
monthly benelils from SERS.

Relund Of Contributions

A member is entitled to a full refund of contributions with
SEFS upon termination of school employment. Only the
money the member has contributed is refundable. ln accor-
dance with Ohio Revised Code, there is a g)-day waiting
period after the member's last day of service before the re-
fund can be paid. A refund cancels any claim fo benellfs
offered by SFr9S.

The refunded amount, plus interest, may be redeposited if,
al some later date, the member returns to school service or
to any other public service with the stafe ol Ohio. This pur-
chase may be made after the member has been credited
with 1.5 years of contributing service.

Service Retlrement

Members may retire from school employment if they have
attained one sf three combinattons ol age or service;

1. Five years of service and age 60, or

2. Twenty-five years of servrce and age 55-60, or

3, Thirty years of service at any age.

A member's age is defined to be the actual age a person
has reached on the day of retirement. Any ahange of the

Schoo/ Emplayees Retirement Sysfem Of ahio
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date of birth on our reeords must be substantiated bv sub-
mitting proof of date of birth to the Sysfem^

Service Qredit

Service eredit is the actual number of years or fraction
thereof a person worked within a sehoo/ district or drbfncts
in Qhio sehoois, plus any other free or purchased seryice
the System recognizes.

Free service ls servlce for which no contributions are re-
quired. This includes military service pelormed while on
leave from the school district; service with a school sysfem
belore esfab/lshment of SERS rn 1937; or servrce granted
for a period (three years or /ess/ spent off the district's
payroil while drawing state worker's compensation for a
school job-related aecident.

Purchased service is service for whieh payment plus in-
teresf ls required. The interest rate is 7.50/0. Service must
be purchased before the date of retirement rf rT n lo be
considered in calculating the member's benefits. Payment
may be made in a lump sum or in multiples of one month
er more so long as the complete amount due is tendered
befare retkement. Ihe types of service that can be pur-
chased are:

Milttary * For service with the armed forces of the U.5., a
member may purehase up to 5 years af credit for time
spent before working for a school employer or after leaving
that employment. There is no restriction placed on the time
e/apsed between schoo/ employment and the time spent in
the military. A member may purehase additional service
credit if the military servrce includes prisoner of war time.
Purchased credit may not be greater than the member's
actual Ohio school employment credit.

Federal, Other Sfate, Or Private Seryice - The member
may purchase credit for service rendered in a school or
government position outside the Slate of Ohio, The amount
of service cannot be greater than the member's SEBS ser-
vice nor can it exceed 5 years.

Refunded Service - Service /osf due to the payment of a
refund may be restored after the member has returned ta
work and acaraed 1.5 years of serviee covered by SE,9S,
SIRS, PF,SS, PFDPF, or SHP,9S. An interest charge is
payable in addition to the restored funds.

Qompulsory Service - This rs servrce for which the
member shauld have made contributions while working,
but did not, for whatever reason. The full amount, plus in-
feresf, musf be paid before retirement benefifs are granted.

Qptional Service - This rs servrbe during a period when
the mernber was given a choice of contributing or refrain-
ing from doing so. ln order for the member to purchase
this credit in this instance, the employer-school distriet

must likewise make its contribution, and the employer is
under no obligation fo do so,

Leave Qf Absence - A member returning to work after a
period of authorized leave may purchase seryice credit for
the period invalved. As with optional servlce, an employer
contribution is required for this seryice to be granted, but
the employer is under no obligation to make payment.

A member who has contribufions not only at SEfrS, buf
also at State leachers (SL9S) or Public Employees (PERS)
Retirement Sysferns is eligible to receive transferred credit
from either or both of those systems. Any service which is
not coneurrent with (served at the same time as) SFAS ser-
vice will be included in determination of retirement benefits.

Early Retirement Credit

Employers may purchase up to five years of service credit
for their eligible employees under an early retirement incen.
tive plan authorized by 1983 legislation. Adoption of a plan
is optional and anly employers may purchase such credit.

Benefit Calculation

The final average salary is the average of the member's
highest three years of earnings while in the school service.

The benefit amount is calculated in this way:

The final average salary amount is multiplied by 2o/o to
determine the value of a year of service credit. This value
cannot be /ess than $86.00. /l tf /s. $86.00 r.s used. Ihe
value is then multiplied by the number of years of service
credit. This calculation yields the annual retirement benefit
amount for a person who has reached age 65 or who has
30 years of service at retirement time.

For "early retirement" (the member is under age 65 or has
less fhan 30 years of servlceJ there is a corresponding
percentage of decrease in the required benefit amount to
allow for an extended period of retiremenL Reduction fac-
ters are required by Ohio state law and set by the Board
as recommended by the actuary.

Retirement Options

Should the retiring member wish to provide a benefit
amount for a beneficiary, this may be done by the selec-
tion of one of the optional retirement plans provided for this
purpose. Aptional plans may be altered by the retired
member should the beneficiary die before the retirant or in
the event of a divorce.

Disability Betirement

A member prevented from peforming regular duties an the
job after incurring an injury ar illness and before reaching
age 60 may apply for monthly disability benefits, To qualify,
the member must have at least 5 years serv/ce credit. ln
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D tsa hil tty Reti reme nt (Co nttn ue d)

addition to the age and service requirements, the member
must:
t Have developed the disabling illness or injury

after last becoming a member ol SFFS;
t Have been reaommended for approval by a

SFRS-sponsored medical review board;

; Have applied for benefits within 2 years of the
last day of service with the school district,

The benefit is ealculated in the same way as a regular ser-
viee retirement benefit, exoept that na reduction is made
for being under 65 years of age. SEBS grants free eredit
for each year between the member's date of disability
retirement and age 60. Benefits range from a minimum of
300/o of final average salary to a maximum of 750/o and are
granted as long as the member remains disabled (subject
to re-examination) or until death.

Death Beneflts

The designated beneficiary of any SERS retirant will receive
a $50Q lump sum payment upon the retirant's death. ff
there is no beneficiary, payment is made to tlle person
responsible for the burial expenses or to the rctirant's
act4la

Survivor Benefits

Qualified dependents of a deceased member may apply
for monthly survivor benefits. Such benelrfs are payable if
the member had at least 18 months of Ohio service credit,
three of which were served in the 2.5 years prior to the
member's death, or if the member was receiving a disabili-
ty benefit.

lf the member was eligible for service retirement but had
not yet applied for benefits, the surviving spouse or other
single dependent beneficiary of any age can draw a

monthly lifetime benefit known as the iaint survivar option.
Duration of survivor benefits depends primarily on the age
and maritalsfalus of the dependent(s).

Health Qare and Olher Benefits

Any person receiving a benefit lrom SEFS b entitled to
receive medical insurance. Coverage for a spouse and/or
dependent children aan be provided by means of a mon-
thly deduction from the benefit. Coverage is offered by the
selection of the Aetna insuranae eampany, for those per-
sons rn the Cleveland area, the Kaiser health Blan, or for
those ln the Marion area, HealthOhio, lnc.

lf the benefit recipient pafticipates in Medicare B, the
premium is paid by SERS and is added to the monthly
benefit.

An optional prescription drug program is available to all
benefit recipients of SFBS and their dependents who are
covered under the Aetna health care plan. Participants may
either chaose ta obtain prescription drugs from their local
pharmacy and receive reimbursement from the Aetna
health care plan or they may e/ect to receive the drugs by
mail from a licensed mail order pharmacv for a minimal fee
per medication.

Members retiring after June 1, 1986 must have 10 or more
years of servrbe credit to qualif for the health care
benefits.

Cosl Of Living lncreases

After 12 months on the benefir rofls, SERS retirants are en-
titled to an automatic cost of living of 3o/0. This automatic
rncrease will be paid each year by the Retirement S6tem
until the accumulated excess cost cl living points fall below
3o/0. ln addition, the legislature has granted several perma-
nent ad hoc increases lo SERS retirees, lhe /ast such in-
crease being in 1984.
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