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Elected by Delegates
First Elected 1990

Harrison

Frederick D. Volp
Administrator
Appointed by

Commissioner of
Education

First Appointed 1994
Cold Spring Harbor

Iris Wolfson
Public Accountant

Elected by
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See pages 61-63 of this report for a list of investment professionals who provide services to NYSTRS.
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Executive Staff and Organizational Structure

Trustees

George M. Philip
Executive Director

and
Chief Investment Officer

Wayne Schneider
General Counsel

James D. Campbell
Real Estate Investment Officer

Robert L. DeLuca
Director of Member Relations

Lawrence A. Johansen
Actuary

William S. O’Brien
Director of Administration

Joseph N. Vet
Securities Investment Officer

George M. Philip
Executive Director

and Chief Investment Officer

Executive Staff
Seated (left to right):  William S. O’Brien, Wayne Schneider,  Joseph N. Vet,

Lawrence A. Johansen. Standing (left to right):  James D. Campbell, Robert L. DeLuca.
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TRUSTEES

August 30, 2004

Trustees of the Retirement System Board:

It is with pleasure and pride that I present to you the Comprehensive Annual Financial Report of the New York
State Teachers’ Retirement System (NYSTRS) for the fiscal year ending June 30, 2004. This report complies with all
legal requirements governing the preparation and contents of annual reports.

As always, the report is divided into five sections:

■ Introduction. The Board of Trustees and Executive Staff are identified here. Also included in this section
are the President’s message, a summary of benefits and this Letter of Transmittal.

■ Financial. This contains the report of independent auditors Deloitte & Touche LLP, as well as 
general-purpose financial statements and accompanying footnotes.

■ Investments. In addition to the chief investment officer’s overview, this segment contains information
about investment policies, holdings and performance. Investment and real estate managers, consultants and
advisory committee members are also listed.

■ Actuarial. An actuarial certification letter begins this section, which includes a summary of actuarial methods 
and assumptions; the actuary’s valuation balance sheet; and, information on funding progress and the
employer contribution rate.

■ Statistical. Membership, service, salary and benefit data are found in this portion, which concludes with a
list of all participating NYSTRS employers. 

History and Overview
NYSTRS was created in 1921 by an act of the state Legislature. The System administers the fund from which most
New York State public school teachers and administrators receive retirement and ancillary benefits. (Educators
employed by New York City schools are, by law, covered by the New York City Teachers’ Retirement System.) A
summary of NYSTRS benefits is provided on pages 17-21 of this report.

Letter of Transmittal
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Letter of Transmittal
(continued)

The System is one of the 10 largest public retirement funds in the nation, based on portfolio size and
total membership; it is also consistently among the top performers. The fund’s steady performance is
primarily attributable to a sound asset allocation strategy applied to a diversified portfolio. This
approach allows NYSTRS to generate substantial gains in bull markets, while shielding assets and avoid-
ing large losses in bear markets. 

The Retirement System is governed by a 10-member Board of Trustees, which sets policy and oversees
operations consistent with applicable laws. More than 350 full-time employees are responsible for day-
to-day administration and operation of NYSTRS, which serves more than 800 employers—including
public school districts, charter schools, BOCES and institutions of higher education.

Awards
Our commitment to fiscal excellence is evident in many ways, not the least of which is the recognition
we receive from our peers. Among the honors bestowed on NYSTRS in the fiscal year ending June 30,
2004, were: 

A Certificate of Achievement for Excellence in Financial Reporting, awarded by the Government
Finance Officers Association of the United States and Canada (GFOA). Given in recognition of the
System’s 2003 Comprehensive Annual Financial Report, the award certifies that the report was
prepared in conformance with the highest standards for preparation of state and local government
financial reports. 

The Distinguished Budget Presentation Award for the fiscal year July 1, 2003 through June 30, 2004,
also awarded by GFOA. To be eligible for this recognition, the budget document must meet established
criteria as a policy document, operations guide, financial plan and communications device.

The Public Pension Standards Award, presented by the Public Pension Coordinating Council. The
selection criteria is based on compliance with specific principles that form the foundation of
retirement system achievements in the areas of benefits, actuarial valuation, financial reporting,
investment and disclosure. 

Legislation 
Chapter 140 of the Laws of 2003 authorized NYSTRS to use the interest rate on 10-year U.S. Treasury
obligations when calculating certain benefits, such as the amount to pay a member who elects to receive
a lump-sum payment in lieu of a service retirement benefit that would not exceed the maximum

Fiscal 2004 Membership

Total Membership: 375,761
Active Members: 254,515
Retired Members/
Beneficiaries: 121,246

Members Added: 18,471
Members Retired: 7,287
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amount permitted by law.  NYSTRS was previously required to use the interest rate on 30-year U.S. Treasury obli-
gations, but the Treasury has ceased issuing 30-year bonds.

Chapter 4 of the Laws of 2004, signed into law February 2, 2004, increased the earnings limit for New York State
public employment under Section 212 of the Retirement and Social Security Law to $27,500 for calendar year
2004. The previous limit was $25,000.

Among the items in the Retirement System’s 2005 Legislative Program will be a proposal to increase from 5 percent
to 10 percent the portion of the System’s portfolio that may be invested in real estate. 

Major Initiatives and Accomplishments
The recent launch of a new, centralized record management system was a major milestone in several respects. In
addition to introducing a high-tech business solution that will benefit members and System staff in numerous ways
for years to come, the technology enhancement is the first large-scale implementation of a Web-based pension
administration system in the U.S.  

Constructing this system was an enormous undertaking that required more than two years of design, development
and testing.  Staff worked diligently throughout all phases—including the short-term transitional period when data
was converted from the legacy system—to minimize the impact on members. At no time during the transition were
benefit payments affected, and Information and Communications Center staff fielded inquiries from members
throughout. 

The modernization of Retirement System processes will be evident in many ways. Salary information from employ-
ers, for example, can now be transmitted electronically on a monthly basis—allowing us to provide members with
more up-to-date benefit projections on an on-demand basis. The technology should also significantly shorten the
timeframe needed to process most retirement applications, permitting members to receive their full monthly bene-
fits sooner than previously possible. In addition, personal information available on-line through the System’s
Secure Area will be more current. 

Trustee Re-elected
NYSTRS delegates, representing employers that participate in the Retirement System, re-elected Michael R. Corn of
Barneveld to the Retirement System’s Board of Trustees at the System’s 2003 annual meeting. The approximately
650 delegates in attendance unanimously approved Corn’s reappointment. It marked the fifth consecutive three-
year term for Corn, who is one of three teacher-member trustees.  

Corn chairs the Board’s Disability Review Committee, and is a member of the Proxy, Retired Members, and Audit
and Accounting committees. He has taught in the New Hartford Central School District for more than 30 years and
is past president of the teachers’ association there. 

Reclassifications Processed 
As a result of the federal “No Child Left Behind” mandate, many teacher aides were reclassified as teacher assis-
tants. By law, teacher assistants must join NYSTRS. Aides are, and will remain, members of the New York State and
Local Employees’ Retirement System (ERS).

Letter of Transmittal
(continued)
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NYSTRS’ Member Relations staff took an active role in educating members facing reclassification. A fact
sheet was prepared and posted on our Web site, articles appeared in our newsletters, and Information and
Communications Center staff utilized the phones and various presentations to bring pertinent information
to members.

COLAs Paid
Eligible retired members received their third annual cost-of-living adjustment (COLA) in September
2003. Approximately 79,000 retirees received a 1.6% increase on the first $18,000 of their benefit, as
calculated under the provisions of Chapter 125 of the Laws of 2000. This translated into a maximum
monthly increase of $24 per month. Under the law, NYSTRS retirees receive a 1% to 3% increase annu-
ally based on 50% of the March-to-March Consumer Price Index. 

Members Surveyed  
The Information and Communications Center mailed a survey to each of the 1,800 members who
attended NYSTRS consultations in the fall of 2003.  The feedback was overwhelmingly favorable.  

◆ 97% of respondents rated their consultations as either excellent or good.
◆ 98% of video consultation respondents felt comfortable interacting with the video equipment.
◆ 99% of respondents strongly agreed or agreed that their representative was courteous,

knowledgeable, and helpful.
◆ 100% of respondents rated NYSTRS’ overall member services as excellent or good.

Financial Information
Retirement System trustees, management and staff safeguard the fund used to pay guaranteed retire-
ment and ancillary benefits to the state’s public school teachers and administrators. This task is accom-
plished with professionalism and integrity at all times, with the help and guidance of independent con-
sultants and auditors. Please see the Management’s Discussion and Analysis on page 25 for an overview
of financial activities.

System management is responsible for the accuracy of information provided in NYSTRS financial state-
ments, as well as for designing, implementing and administering appropriate internal controls that
ensure assets are secure. Financial information and internal controls are subject to audit by the New
York State Insurance Department, the Office of the State Comptroller and the Retirement System’s
Internal Audit Department. In addition, financial statements are audited by Deloitte & Touche LLP, an
independent certified public accountant, whose unqualified opinion appears on page 24 of this report. 

Major expenses result from payment of retirement benefits, death benefits and refunds of contributions
to certain active and former members. The increase in retirement benefit payments from 2003 to 2004
is attributable to a net increase of about 3,000 retirees and beneficiaries. See the schedule of “Expenses
by Type” on page 84 for more information. 

Funding
The NYSTRS fund used to pay benefits has three income sources: investment income, employer
contributions and member contributions. Typically, the largest influence on investment income is the
appreciation or depreciation in the market value of investments. This is especially true of our holdings
in the U.S. stock market, where approximately 50% of our assets are invested. Due to strong market
performance in this fiscal year, we closed with total net assets of $80.3 billion, an increase of
$7.9 billion compared to the end of the previous fiscal year.  

Letter of Transmittal
(continued)



The employer contribution rate, expressed as a uniform percentage of member payroll, is set annually at the level
necessary to fund the retirement and ancillary benefits of members and their beneficiaries as they accrue. System
actuaries work with NYSTRS trustees and executive staff to establish a rate that ensures sufficient assets are always
on-hand to pay benefits as they come due. The contribution rate, set shortly after the end of the fiscal year, and to
be paid by employers during the 2005-2006 school year, was set at 5.63% of member payroll. This rate will be
applied to the 2004-2005 NYSTRS member payroll. Rates are set well in advance so school districts can budget for
this cost. 

The 3.11% increase in the employer contribution rate was primarily required because rates of return in the capital
markets had been unfavorable over the previous few years. The effects of the downturns will likely require a con-
tinued increase in the employer contribution rate in the coming years. 

As of June 30, 2003, the date of the most recent annual actuarial valuation prepared by our actuary, the plan’s
funded ratio was 99.4%. Details of our funding progress may be obtained by turning to page 69.

Investments
The Retirement System’s top priority is to pay benefits to all qualified members and their beneficiaries without fail.
As previously described, funds for these guaranteed payments are generated through investment income, as well as
employer and member contributions. In an effort to ensure the employer contribution rate is fair and cost-effective
for participating employers and the taxpayers that support them, the assets that make up the Retirement System’s
portfolio are invested in the most prudent manner possible to achieve optimum long-term total returns. The allo-
cation of assets within the portfolio, as well as the fund’s overall structure, are continuously reviewed and adjusted
to achieve these goals. 

For the fiscal year ending June 30, 2004, the Retirement System’s total portfolio returned 16.1% and the average
annualized total rate of return was 10.5% over the last 10 years.  These returns compare favorably with our actuar-
ially assumed target return rate of 8.0% per annum. The strong performance was welcome news, in light of the fact
that during the four-year period prior to the year ended June 30, 2004, capital market performances were disap-
pointing and the System’s portfolio did not achieve the 8.0% milestone in any of those years. The solid returns
achieved in the recently completed fiscal year reaffirms the importance of a sound asset allocation policy, one that
we are confident will deliver robust results over the long term. 

NYSTRS trustees reviewed our portfolio construction at the System’s July 2003 Board Meeting but did not recom-
mend any changes. However, market forces did “rebalance” the portfolio closer to targets with a shift from fixed
income into equities. This modification was fueled by powerful refinancing activity that led to the redemption of
bond positions and the prepayment of many mortgages held in our portfolio. Each of these factors served to
reduce the overweight allocation in fixed income. The flow from this activity was invested in the stock market.
The switch of these monies into equities was fortunate, allowing early exposure to a rising stock market. 

Owing to the greater maturity of our plan participants, the need for cash flow continues to rise. We are encouraged
by the increase in corporate dividend payout ratios, which are now being made on higher levels of earnings. Non-
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dividend paying companies, led by Microsoft, are beginning to make initial dividend payments. Clearly,
our private equity program has reached the size and stage where distributions are becoming meaning-
ful. With current government policy serving to increase interest rates, we will experience greater
income streams from our bond, real estate and mortgage portfolios as well. These positive develop-
ments should enhance our total cash flow in the coming year.

Refer to pages 44-63 for further information on NYSTRS investments.  A listing of our Equity and
Fixed Income holdings can be viewed on our Web site at www.nystrs.org.

Acknowledgements
This report, prepared by NYSTRS’ staff, is distributed annually to libraries, government officials, and
those members of the investment community and public who request copies.  A summary of this
report is printed each year in the newsletters NYSTRS sends to both its active and retired members.
The full report is also available on the System’s Web site at www.nystrs.org.

This document is intended to provide complete and reliable information for making management deci-
sions, determining compliance with legal provisions and determining responsible stewardship of
System assets.

NYSTRS management and staff are to be commended for their expertise and the extremely high level of
service they provide to members. Likewise, the Board of Trustees deserve recognition for successfully
leading the organization through the challenging markets that marked the beginning of the millennium. 

Our thanks also to members of the Medical Board, and the Investment Advisory and Real Estate
Advisory committees. These dedicated industry professionals serve our members and the organization
as a whole with distinction. 

At NYSTRS, we strive to continuously exceed member expectations. Our formula for success includes
imagination, innovation and collaboration to achieve a common goal, with an emphasis on honesty,
integrity and accuracy. The result: a top-ten public retirement system with assets sufficient to fund the
retirement benefits of our current and future retirees and their beneficiaries. I personally thank all
those who contribute to this blue-ribbon effort.  

Respectfully submitted,

George M. Philip
NYSTRS Executive Director
and Chief Investment Officer
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Introduction

The New York State Teachers’ Retirement System is committed to balancing the
day-to-day needs of its members with their long-term financial interests. Both are
accomplished through the efforts of a dedicated staff that use innovative business
solutions to offer superior member service. This effort, coupled with NYSTRS’
management of a diverse and profitable investment portfolio, returned double-digit
percentage gains for the fiscal year ended June 30, 2004.

Our membership profits in many ways from the expertise of our investment staff. Net assets in NYSTRS’ portfolio,
for example, increased $7.9 billion. Our combined equities portfolio had a 22.2% return (as compared to the
benchmark return of 20.4%) and overall the fund’s total return for the fiscal year was 16.1%, increasing the
portfolio’s 10-year return to 10.5%. 

What does it all mean? Simply stated, that NYSTRS staff continues to succeed in providing a sound financial future
for members and retirees, as well as their beneficiaries. With benefit payments to retired members and beneficiaries
totaling $3.9 billion annually—a number increasing by about $300 million a year due primarily to the increasing
number of retirements—a strong and balanced portfolio is essential. Everyone involved in System investments
should be commended for their sage handling of NYSTRS’ holdings. 

Also deserving of gratitude are those who ensure eligible members receive all the payments they deserve. Their
efforts ensured all qualified retirees and beneficiaries—about 79,000 in all—received the 1.6% cost-of-living
adjustment (COLA) that began with their September 2003 benefit payment. Since 2000, when COLA legislation
was first enacted, NYSTRS staff has processed cumulative COLA increases of up to $60 per month.

System employees are also extremely proactive when it comes to serving our members. For example, recognizing
the immediate financial needs of certain retirees, NYSTRS actively pushed for legislation that would enable
members to receive a one-time, lump-sum benefit payment in lieu of a maximum service retirement pension
totaling $2,400 or less annually. The staff’s efforts paid off with the passing of this legislation in 2003.
Approximately 1,500 retired members took advantage of this new opportunity. 

Through it all, providing timely and exceptional member service is a steadfast System goal. To that end, staff
continued with its implementation of NYSTRS’ new pension administration system. The new technology will
improve transaction processing and record maintenance for NYSTRS members and staff. It also holds the promise
of providing faster, more comprehensive service (including up-to-date benefit information) to assist our members
in making informed retirement decisions. Management and staff worked tirelessly on this major project, and the
Board thanks them for their exemplary efforts.  

We thank them, too, for their earnest support of NYSTRS’ goal of remaining a top-tier public retirement system,
both in terms of fund size and member satisfaction. My fellow board members and I look forward to continued
success in the coming year.

Lucy P. Martin
President16

President’s Message
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Summary of Benefits

Types of Benefits
NYSTRS provides service, vested and disability retirement benefits, in addition to death benefits.

Membership Tier
There are four tiers of System members, determined by date of membership, as shown below. Benefits
differ for each membership tier.

Tier 1:      Membership prior to 7/1/73 Tier 3:      Membership 7/27/76 - 8/31/83
Tier 2:      Membership 7/1/73 - 7/26/76 Tier 4:      Membership on or after 9/1/83

Eligibility for Service Retirement
Under all tiers, members may retire and receive a service retirement benefit at age 55 if credited with
five years of New York State service. Retirement for Tier 1 members is also possible with fewer years of
service under certain circumstances.

Tier 1 members may retire at any age with 35 years of service. The creditable service under Benefit
Enhancement (see below) greatly increases the number of members eligible under this provision.

Tier 3 members are also entitled to the benefits under Tier 4. Because of the improvements in Tier 4,
most Tier 3 members retire under the provisions of Tier 4. When the benefits under one tier are
obviously better, an eligible member will automatically receive the better benefits.

Service Retirement Benefit
A Tier 1 member is eligible to retire at age 55 under the Career Plan without a reduction in benefits if
credited with 20 years of State service. The pension for 20 years of New York State service credited
after July 1, 1959, is 40% of final average salary. The maximum pension under the Career Plan is 79%
of final average salary. This includes the two years of service added under the Benefit Enhancement
legislation.

A Tier 2 member may retire at age 55 without a reduction in benefits if credited with 30 years of serv-
ice. The pension for 30 years of service is 60% of final average salary. The maximum pension payable
under Tier 2 is also 79% of final average salary.

A Tier 4 member, and a Tier 3 member electing to retire under Tier 4, may retire at age 55 without a
reduction in benefits if credited with 30 years of service. The pension for 30 years of service is 60% of
final average salary. Each year beyond 30 years increases the pension 11/2% of final average salary.

Benefit Enhancement (Article 19)
New York State law enacted in 2000 provides up to two additional years of service credit at retirement
for Tier 1 and 2 members who meet the eligibility requirements. It also allows Tier 3 and 4 members to
cease making 3% required contributions when they have been a member for 10 years or have 10 years
of total service credit, whichever occurs first.
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Pension Formulas
A retirement benefit is determined by
the formula:  pension factor x final aver-
age salary = pension. The pension factor
under each tier for a service retirement
is calculated using the percentages as
shown in the chart to the right.

Final Average Salary
Final average salary is defined as the
average of the member’s three highest
consecutive years of regular salary,
excluding termination pay, retirement
bonuses, pay for unused sick leave or
accumulated vacation, and increases in
salary which exceed certain limitations.

Members who joined the System prior to
June 17, 1971 are entitled to a five-year
final average salary without the limita-
tions of the three-year final average
salary if the five-year final average salary
is greater.

Vested Retirement
NYSTRS members who cease employ-
ment with five or more years of credited
service are eligible for a vested retire-
ment. The vested benefit is payable at
age 55 and is calculated using the same
factors as a service retirement benefit.
However, if vested members choose to
withdraw their member contributions or
transfer membership to another NYS
public retirement system, they will not
be eligible for an NYSTRS benefit. Tier 3
and Tier 4 members with at least 10
years of service cannot withdraw.

Summary of Benefits
(continued)

Pension Formulas for Service Retirement

Tier 1*
2% x years of NYS service since July 1, 1959, plus

1.8% x years of NYS service before July 1, 1959, plus
1% x years of out-of-state service to 10 years,** but there’s a 5%
reduction of pension for each year of NYS service under 20 years

Tier 2*
Computed under the Tier 1 formula including the 5%

reduction of pension for each year of NYS service
under 20 years. Further reduction of between 6% and 27%
when retirement occurs before age 62 with credit for less

than 30 years of NYS service. Out-of-state service is excluded.

Tier 3 - Article 14***
12/3% x years of NYS service if credited with less than

20 years, or 2% x years of NYS service if credited with
20 or more years to a maximum of 60% with 30 or

more years. Reduction of between 6.7% and 30% when
retirement occurs before age 62 with credit for less than 30 years

of NYS service. At age 62, benefit reduced by 50% of primary
Social Security benefit accrued while in NYS public employment.

Tier 4 - Article 15
12/3% x years of NYS service if credited with less than

20 years, or 2% x years of NYS service if credited with
20 to 30 years, plus 11/2% x years of NYS service beyond

30 years. Reduction of between 6% and 27% when
retirement occurs before age 62 with credit for less than

30 years of NYS service.

*Tiers 1 and 2 cannot use military service to exceed
the 79% maximum pension factor.

**Out-of-state service cannot be used to exceed 35 years of
service. However, service under Article 19 may allow

this limit to equal 37 years.
***Tier 3 members are entitled to receive either the benefits

of Article 14 or the benefits of Article 15.

18
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Summary of Benefits
(continued)

Disability Retirement
Generally, members credited with at least 10 years of New York State service (five years for Tier 3
members) who become disabled as defined by applicable statute are entitled to a disability retirement
benefit from the System. In most cases, the minimum disability benefit is 1/3 of final average salary.
For Tier 3 and Tier 4 members who become disabled as the result of an accident sustained in the per-
formance of their teaching duties, the five-year or 10-year eligibility requirement is waived.

Disability benefits are subject to the review and approval of the System’s Medical Board and Retirement
Board. The members of the Medical Board are:

HARVEY R. BERNARD, M.D.
Diplomate of the American Board of Surgeons

Professor of Surgery
Albany Medical College

RICHARD P. PROPP, M.D.
Diplomate of the American Board of Internal Medicine

Diplomate of the American Board of Hematology
Associate Clinical Professor of Medicine at the Albany Medical College

Medical Consultant, Office of Medicaid Management,
New York State Department of Health

MELVIN J. STEINHART, M.D.
Diplomate of the American Board of Psychiatry and Neurology

Chief of Psychiatric Consultation-Liaison Service
Professor of Clinical Psychiatry
Professor of Clinical Medicine

Albany Medical College

Member Contributions
Tier 3 and Tier 4 members are mandated to contribute 3% of their salary to the Retirement System
until they have been a member for 10 years or have 10 years of service credit, whichever occurs first.
Tier 3 and 4 pensions are funded by member and employer contributions. These contributions are not
included in the member’s gross income for federal income tax purposes until they are distributed or
made available to the member, generally at retirement as part of a retirement benefit or upon withdraw-
al from the System. The member’s salary prior to the reduction is used in all benefit calculations.

Tier 1 and 2 members are not required to contribute to the System. Tier 1 and Tier 2 members who
have made contributions to the annuity savings fund (ASF) can withdraw them with interest upon
retirement, or receive an annuity throughout retirement in addition to the employer-funded pension
described earlier. The annuity is based on total member contributions, life expectancy, date of member-
ship and choice of benefit.
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Transfer and Prior Service
Under certain circumstances, members are eligible to transfer membership to or from another New York State pub-
lic retirement system or claim credit for NYS public employment prior to joining NYSTRS.

Ordinary Death Benefits
An employer-funded death benefit is paid if a member dies in service and certain eligibility requirements are met.
In addition, if a member dies before retirement, any contributions made by the member to the System, plus inter-
est, are paid to the designated beneficiary.

Tier 1 Death Benefit
The amount of the employer-provided death benefit under Tier 1 is the greater of:

a. three times the last 12 months of earnings to a maximum of $20,000,

OR

b. 1/12 of the member’s last 12 months of earnings (exclusive of any form of termination pay) for 
each year of credited New York State service to a maximum of three times such earnings with 36 
or more years of New York State service,

OR

c. the Death Gamble provision. Under the Death Gamble, if a member dies in active service while 
eligible for retirement without a benefit reduction, the beneficiary is entitled to the pension 
reserve which would have been used to pay the retirement benefit computed under Section 510 
of the Education Law.

Tier 2, 3 and 4 Death Benefit
If a Tier 2, 3 or 4 member, who joined prior to January 1, 2001, dies before retirement and a death benefit is
payable, NYSTRS will pay to the beneficiary a death benefit calculated under Paragraph 2, unless the member
selected Paragraph 1 and that calculation is higher. Members joining on or after January 1, 2001, are covered only
by Paragraph 2.

Paragraph 1 — 1/12 of the member’s last 12 months of regular earnings for each year of credited
New York State service to a maximum of three times such earnings with 36 or
more years of New York State service, or the Death Gamble benefit.

Paragraph 2 — One year’s salary after a year of member service, increasing each year to a
maximum of three years’ salary after three or more years of member service. This
benefit declines after age 60 at the rate of 4% per year, but never falls below 60%
of the original death benefit otherwise payable.

Summary of Benefits
(continued)
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Summary of Benefits
(continued)

Tier 2, 3 and 4 members who teach until retirement will also have a survivor’s death benefit if death
occurs after retirement. This is separate from any choice of a maximum retirement benefit or option.

1st Year 50% of benefit at retirement
2nd Year 25% of benefit at retirement
3rd & Ensuing Years 10% of benefit at age 60, if any, or at retirement if earlier

Accidental Death Benefit
An accidental death benefit is payable in the form of a pension to the beneficiaries of Tier 3 and Tier 4
members who die as the result of an accident sustained in the performance of their teaching duties.

Vested Member Death Benefit
A vested member death benefit is payable to the designated beneficiary or the estate of any member
who has 10 or more years of credited service and does not meet the in-service eligibility requirement
for an ordinary death benefit.

The amount of the benefit is one-half of the amount of the ordinary death benefit which would have
been paid if the member’s death had occurred on the last day of creditable service.

Retirement Options
At the time of retirement, a member may elect the maximum retirement benefit with no protection for
a beneficiary, or one of many actuarially equivalent options—lump sum, survivor, guarantee or alterna-
tive—providing protection for a beneficiary or beneficiaries.

Cost-of-Living Adjustment (COLA)
All eligible current and future retired members will receive an automatic COLA based on 50% of the
Consumer Price Index increase from one March to the next. It will be a minimum of 1% and a maxi-
mum of 3% of the first $18,000 of the retiree’s maximum benefit and is effective each September. Most
service retirees must be age 62 and retired five years to be eligible.
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Financial
Independent Auditors’ Report

Deloitte & Touche LLP
Key Bank Tower
50 Fountain Plaza
Suite 250
Buffalo, NY  14202-2212

Tel: 716-843-7200
Fax: 716-856-7760
www.deloitte.com

Deloitte

Retirement Board
New York State Teachers’ Retirement System

We have audited the accompanying statements of plan net assets of the New York State Teachers’ Retirement System
(the “System”) as of June 30, 2004 and 2003, and the related statements of changes in plan net assets for the years
then ended. These financial statements are the responsibility of the management of the System. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all materials respects, the plan net assets of the System as of
June 30, 2004 and 2003, and the changes in plan net assets for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

The Management’s Discussion and Analysis and 2004 and 2003 Required Supplementary Information as listed in the
foregoing Table of Contents is not a required part of the basic financial statements but is supplementary information
required by the Governmental Accounting Standards Board. This supplementary information is the responsibility of the
System’s management. We have applied certain limited procedures, which consisted principally of inquiries of manage-
ment regarding the methods of measurement and presentation of the 2004 and 2003 supplementary information.
However, we did not audit the information and do not express an opinion on it. The Required Supplementary
Information for the years ended June 30, 1999 through 2002 was reported on by other auditors whose report stated
that they did not audit this information and did not express an opinion on it.

Our audits were performed for the purpose of forming an opinion on the basic financial statements of the System,
taken as a whole. The accompanying supplemental schedules of Administrative Expenses, Investment Activity and
Investment Expenses as listed in the foregoing Table of Contents are not a required part of the basic financial state-
ments. These schedules are the responsibility of the management of the System. Such schedules have been subjected
to the auditing procedures applied in our audits of the basic financial statements and, in our opinion, are fairly stated
in all material respects when considered in relation to the basic financial statements taken as a whole.

The introduction, investments, actuarial and statistical sections of this report have not been subjected to the auditing
procedures applied in our audit of the 2004 basic financial statements and, accordingly, we express no opinion on them.

August 13, 2004
Member of
Deloitte Touche Tohmatsu
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Management’s Discussion and Analysis

The following discussion and analysis of the financial performance of the New York State Teachers’
Retirement System (“NYSTRS” or the “System”) provides an overview of its activities for the fiscal year
ended June 30, 2004. Its purpose is to provide explanations and insights into the information presented in
the financial statements, notes to the financial statements and required supplementary information.

Financial Highlights
After experiencing a modest gain of $659 million in 2003, investments showed appreciation of
$9.5 billion in fiscal 2004.
The System’s net assets, which represent funds available to pay current and future benefits, were
$80.3 billion as of the end of the current fiscal year.
Net assets increased from the prior year by $7.9 billion, or 10.9%.
Contributions from employers increased from $220.1 million in fiscal year 2003 to $306.8 million in
fiscal year 2004.
Benefits paid to retirees and members increased from $3.6 billion in fiscal year 2003 to $3.9 billion in
fiscal year 2004.
The System’s funded ratio, a comparison of the actuarial value of assets to the accrued pension benefit
liability, changed from 99.6% as of June 30, 2002 actuarial valuation to 99.4% as of the June 30, 2003
valuation.

Overview of the Financial Statements
The following discussion and analysis is intended to assist the reader in better understanding the

purpose and meaning of each of the key components of NYSTRS’ financial statements, which are
comprised of the following:

1. The Statements of Plan Net Assets present NYSTRS’ assets and liabilities by major categories and may
serve over time as a useful indicator of the System’s financial position. The difference between assets
and liabilities represents the net assets held in trust for pension benefits. The statement also compares
assets and liabilities by class to the previous fiscal year, which offers the reader the opportunity to
note changes in each class of asset and liability from year to year.  The asset, securities lending
collateral, is offset entirely by securities lending collateral due to borrowers. The remaining liabilities
consist of investment purchases payable, mortgage escrows and deposits net of investments and other
liabilities.

2. The Statements of Changes in Plan Net Assets provide information on the change in the System’s net
assets during the current fiscal year. The majority of income, or loss, is derived from investment
income, primarily in the form of changes in the market value of assets from last year. Deductions
include retirement benefit payments, beneficiary payments, return of contributions and administrative
expenses. For the purpose of comparison, information pertaining to the previous year’s Statement of
Changes in Plan Net Assets is also provided.

3. The Notes to the Financial Statements are an essential part of the financial statements. They provide
important background and detail information about NYSTRS, the plan and the statements themselves.

4. The Required Supplementary Information consists of information pertaining to NYSTRS’ actuarial
methods and assumptions, and provides data on the funded status of the plan. Also included are
schedules of employer contributions, administrative expenses, investment activity and investment
expenses.
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Financial Analysis
Tables 1 and 2 summarize and compare the System’s financial results for the current and prior fiscal years. It is

important to note that the change from year to year in a particular investment category is attributable not only to
the change in market value but also to purchases and sales or maturities of that investment. For a better picture of
exactly what factors caused the change in a particular investment category, please see the Schedule of Investment
Activity on page 41.

Table 1 Summary of Net Assets (dollars in thousands)

Investments at fair value:
Short-term
Domestic fixed income
Domestic equities
International equities
Mortgages
Real estate
Alternative investments

Total investments
Receivables:

Employer and member
Investment income and sales

Total receivables
Other assets*
Total assets
Total liabilities*

Net assets

*Securities lending collateral is eliminated since the asset and liability offset each other.

The increase in the short-term investment balance at year end is largely the result of maturities, prepayments, and
calls of $1.6 billion of domestic fixed income securities. The majority of the funds generated were used to pay retire-
ment benefits. The balance remains invested in short-term until long-term investment opportunities become avail-
able and/or to pay benefits.

Long-term bond market values were virtually unchanged over the year. The decline was due to significant maturities,
calls and prepayments. Mortgage backed holdings were significantly decreased by prepayments, a function of low interest
rates. No significant reinvestments were made because of low interest rates and funds were held in another component of
fixed income—our short-term portfolio.

The domestic equity market performed well this past year returning approximately 20%. During the year, we had
net sales of approximately $0.8 billion in equities as the market drove the portfolio away from the asset allocation
target of 55%.

The increase in international equities is equal to the annual return of 31.02% generated by that portfolio.
NYSTRS funded approximately $714 million in new mortgages versus payments and payoffs of approximately

$937 million.
Investments in equity real estate and contributions to commingled funds totaled approximately $898 million, while

property sales and distributions from commingled funds were approximately $1,008 million.

Management’s Discussion and Analysis
(continued)

2004

$  1,772,206
12,101,661
48,422,431

7,556,573
3,621,378
3,654,042
2,289,910

79,418,201

548,481
200,912
749,393
230,992

80,398,586
122,340

$80,276,246

2003

$       965,799
14,224,897
41,368,456

5,752,951
4,102,444
3,586,041
1,658,924

71,659,512

411,554
252,683
664,237
218,038 

72,541,787
150,267

$72,391,520

Change

$     806,407
(2,123,236)
7,053,975
1,803,622
(481,066)

68,001
630,986

7,758,689

136,927
(51,771)
85,156
12,954

7,856,799
(27,927)    

$ 7,884,726

Percent Change

83.50%
(14.93)%

17.05%
31.35%

(11.73)%
1.90%

38.04%
10.83%

33.27%
(20.49)%

12.82%
5.94%

10.83%
(18.58)%

10.89%
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The increase in the private equity market value during the past fiscal year is due to a combination of
cash being drawn down and invested (net inflows of $250 million) and the increase in market values
(the portfolio was up approximately 19% as of year end). In addition, $190 million was contributed to
real estate alternative investments.

The change in the employer and member contributions was a function of an increase in the employer
contribution rate from 0.36% to 2.52% and the fact that a retirement incentive was billed in 2003 but no
incentive was billable in 2004.

The decline in investment income and sales receivable is a combination of a drop in interest income
associated with the reduction in the size of the long-term bond portfolio and fewer investment sales at
year end, which is simply a matter of the timing of sale activity.

The System’s 2004 net assets increased $7.9 billion from 2003 due almost entirely to an increase in
domestic and international equities.

Table 2 Summary of Changes in Net Assets (dollars in thousands)

Additions:
Investment income:

Net appreciation (depreciation)
in fair value of investments

Interest income
Dividend income
Real estate, net operating income
Securities lending (net)
Other (net)
Less:  Investment expenses

Net Investment income
Contributions:

Employer
Member
Transfers in/out (net)

Total additions
Deductions:
Retirement benefits
Administrative expenses

Total deductions
Increase (decrease) in net assets
Prior Year Net Assets
Current Year Net Assets

For the fiscal year ended June 30, 2004, NYSTRS reported net investment income of $11.4 billion com-
pared to $2.6 billion in 2003. The most significant change was in appreciation on investments as follows:

Table 3 Appreciation on Investments (dollars in thousands)

Short-term
Domestic fixed income
Domestic equities
International equities
Mortgages
Real estate investments
Alternative investments

Totals

Management’s Discussion and Analysis
(continued)

2004

$  9,512,010
760,032
838,678
285,009

10,697
50,633

(96,982)
11,360,077

306,782
155,916

38,277
11,861,052

3,937,389
38,937

3,976,326
7,884,726

72,391,520
$80,276,246

2003

$    658,544
987,574
700,242
315,995

11,070
30,100

(62,961)
2,640,564

220,081
147,047

12,716
3,020,408

3,635,133
34,943

3,670,076
(649,668)

73,041,188
$72,391,520

Change

$  8,853,466
(227,542)
138,436
(30,986)

(373)
20,533

(34,021)
8,719,513

86,701
8,869

25,561
8,840,644

302,256
3,994    

306,250
8,534,394
(649,668)

$  7,884,726

Percent Change

1344.40%
(23.04)%
19.77%
(9.81)%
(3.37)%

68,22%
54.04%

330.21%

39.40%
6.03%

201.01%
292.70%

8.31%
11.43%
8.34%

1313.65%
(0.89)%
10.89%

2004
—

$  (450,198)
7,869,415
1,812,663
(259,288)
177,908
361,510

$ 9,512,010

2003
—

$  1,085,589
(459,979)
(297,586)
216,495

85,984
28,041

$    658,544

Change
—

$ (1,535,787)
8,329,394
2,110,249
(475,783)

91,924
333,469

$  8,853,466

Percent Change
0.00%

(141.47)%
1810.82%
709.12%

(219.77)%
106.91%

1189.22%
1344.40%
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Management’s Discussion and Analysis
(continued)

Other noteworthy changes include:
Interest income declined consistent with the decline in the size of the long-term bond portfolio.
Dividend income grew as corporate earnings strengthened throughout the year.
The decline in real estate income was the result of leveraging properties via mortgages, which resulted in interest
expenses in fiscal 2004.
The increase in investment expenses was due almost entirely to a change in accounting practices in 2003 that
attempted to better match the recording of management expenses with the reporting and recording of related
income.
Employer contributions changed as a result of an increase in the employer contribution rate from 0.36% of
member salaries for 2002-03 to 2.52% of member salaries for 2003-04 and the fact that a retirement incentive
was billed in 2003 but no incentive was billable in 2004.
Retirement benefit payments increased as the retiree population grew from 118,308 as of June 30, 2003, to
121,246 as of June 30, 2004.  Based on the demographics of membership, this rate of growth will continue over
the next several years.

Economic Factors
The economic factor that has primary significance for NYSTRS is the investment return earned in the capital

markets.  Investment performance has a direct impact on the amount participating employers must contribute to
fund current and future member benefits.  NYSTRS’ domestic and international equity portfolios experienced appre-
ciation in 2004 of $9.7 billion compared to a decline of $758 million in 2003.  The equity returns are smoothed
(averaged) by NYSTRS over a five-year period for purposes of computing the actuarial value of assets. In spite of
recent gains, substantial losses in prior years have resulted in a progressive rise in the employer contribution rate
from a low of 0.36% on 2002-2003 member salaries to 2.52% for 2003-2004 and 5.63% on 2004-2005 salaries. The
result has been a funded ratio (comparison of actuarial assets to actuarial liabilities) of 99.4% as of the most-recent
actuarial valuation of June 30, 2003, down slightly from 99.6% in 2002. 

Requests for Information
This financial report is designed to provide members, retirees, employers and anyone else who is interested with a

general overview of the financial activities of NYSTRS. Questions about this report or requests for additional finan-
cial information should be addressed to the Public Information Office, New York State Teachers’ Retirement System,
10 Corporate Woods Drive, Albany, NY  12211 or by e-mail at communit@nystrs.state.ny.us.
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Statements of Plan Net Assets—June 30, 2004 and 2003
(dollars in thousands)

Assets

Investments—At fair value (Note 4):
Short-term
Domestic fixed income securities
Domestic equities
International equities
Mortgages
Real estate
Alternative investments

Total investments

Receivables:
Employer
Employer—long-term
Member
Investment income
Investment sales

Total receivables

Other Assets:
Securities lending cash collateral—invested (Note 4)
Member loans
Building and equipment—net of depreciation
Miscellaneous assets

Total other assets

Total assets

Liabilities and Net Assets

Securities lending collateral—Due to borrowers (Note 4)
Investment purchases payable
Mortgage escrows and deposits—Net of investments
Other liabilities (Note 7)

Total liabilities

Net assets held in trust for pension benefits 

2004

$ 1,772,206
12,101,661
48,422,431
7,556,573
3,621,378
3,654,042
2,289,910

79,418,201

269,589
141,260
137,632
183,919
16,993

749,393

5,767,385
150,780
36,719
43,493

5,998,377

86,165,971

5,767,385
20,857
30,722
70,761

5,889,725

$80,276,246

2003

$  965,799
14,224,897
41,368,456

5,752,951
4,102,444
3,586,041
1,658,924

71,659,512

15,073
269,293
127,188
210,180

42,503

664,237

4,255,534
153,461

26,879
37,698

4,473,572

76,797,321

4,255,534
39,907
39,165
71,195

4,405,801

$72,391,520

See notes to financial statements.
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Statements of Changes in Plan Net Assets—June 30, 2004 and 2003
(dollars in thousands)

Additions:
Investment income:

Net appreciation
in fair value of investments

Interest income
Dividend income
Real estate—net operating income
Securities lending—gross earnings
Other—net

Less investment expenses
Securities lending, rebates and fees

Net investment income 

Contributions:
Employer
Employer—long-term
Member
Transfers in/out—net

Total contributions

Net additions

Deductions:
Retirement allowance payments—periodic
Beneficiary payments
Return of contributions
Administrative expenses

Total deductions

Net increase (decrease)

Net assets held in trust for pension benefits—beginning of year

Net assets held in trust for pension benefits—end of year

2004

$    9,512,010
760,032
838,678
285,009
70,514
50,633

11,516,876

96,982
59,817

11,360,077

295,817
10,965

155,916
38,277

500,975

11,861,052

3,866,108
54,537
16,744
38,937

3,976,326

7,884,726

72,391,520

$80,276,246

2003

$    658,544
987,574
700,242
315,995

71,949
30,100

2,764,404

62,961
60,879

2,640,564

41,580
178,501
147,047

12,716

379,844

3,020,408

3,539,456
72,136
23,541
34,943

3,670,076

(649,668)

73,041,188

$72,391,520

See notes to financial statements.
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Notes to Financial Statements—June 30, 2004 and 2003
(dollars in thousands)

1. Plan Description
New York State Teachers’ Retirement System (the

“System”) was created and exists, pursuant to Article 11
of the New York State Education Law. The System is the
administrator of a cost-sharing, multiple-employer pub-
lic employee retirement system (“PERS”), administered
by a 10-member Board to provide pension benefits for
teachers employed by participating employers in the
State of New York, excluding New York City.

As of June 30, the number of participating employers
was:

2004 2003
Public School Districts 700 700
B.O.C.E.S. 38 38
S.U.N.Y. 31 31
Community Colleges 31 31
Charter Schools 19 15
Other    9    9

828 824

As of June 30, the System membership consisted of:

2004 2003
Retired members and

beneficiaries currently 
receiving benefits 121,246       118,308

Active members 254,515 247,247
Total 375,761  365,555

Benefits
The benefits provided to members of the System are

established by New York State law and may be amended
only by the Legislature with the Governor’s approval.
Benefit provisions vary depending on date of member-
ship and are subdivided into the following four classes:

Tier 1 — Members who last joined prior to July 1,
1973 are covered by the provisions of Article
11 of the Education Law.

Tier 2 — Members who last joined on or after July 1,
1973 and prior to July 27, 1976 are covered 
by the provisions of Article 11 of the 
Education Law and Article 11 of the 
Retirement and Social Security Law.

Tier 3 — Members who last joined on or after July 27,
1976 and prior to September 1, 1983 are 
covered by the provisions of Article 14 and 
Article 15 of the Retirement and Social 
Security Law.

Tier 4 — Members who joined on or after September 
1, 1983 are covered by the provisions of 
Article 15 of the Retirement and Social 
Security Law.

Service Retirements
Tier 1 members are eligible for a service retirement

allowance of approximately 2% per year of credited
service times the final average salary at age 55. Tiers 2, 3,
and 4 are eligible for the same but with the following

limitations: 1) Tier 2 members receive a reduced benefit
for retirement before age 62 with less than 30 years of
service; and 2) Tier 3 and Tier 4 members receive an
unreduced benefit for retirement at age 62 or retire-
ment at ages 55 through 61 with 30 years of service or a
reduced benefit for retirement at ages 55 through 61
with less than 30 years of service.

Vested Benefits
Retirement benefits vest after 5 years of credited

service and are payable at age 55 or greater with the
limitations noted for service retirements above.

Disability Retirement
Members are eligible for disability retirement benefits

after 10 years of credited New York State service except for
Tier 3 where disability retirement is permissible after 5
years of credited New York State service pursuant to the
provisions of Article 14 of the Retirement and Social
Security Law.The Tier 3 benefit is integrated with Social
Security.

Death Benefits
Death benefits are paid to the beneficiary of active

members who die in service. The benefit is based on
final salary and the number of years of credited service.

Prior Service
After 2 years of membership, members of all tiers

may claim and receive credit for prior New York State
public or teaching service. Only Tier 1 and 2 members
may, under certain conditions, claim out-of-state service.

Tier Reinstatement
In accordance with Chapter 640 of the Laws of 1998, any

active member who had a prior membership may elect to
be reinstated to their original date and Tier of membership.

Member Contributions
Tier 3 and Tier 4 members who have less than 10

years of service or membership are required by law to
contribute 3% of salary to the System. Pursuant to
Article 14 and Article 15 of the Retirement and Social
Security Law, those member contributions are used to
help fund the benefits provided by the System.

However, if a member leaves covered employment
with less than 5 years of credited service or dies, the
member contributions with interest calculated at 5%
per annum are refunded to the employee or designated
beneficiary. Eligible Tier 1 and Tier 2 members may make
member contributions under certain conditions pur-
suant to the provisions of Article 11 of the Education
Law and Article 11 of the Retirement and Social Security
Law. Upon termination of membership, such accumulat-
ed member contributions are refunded. At retirement,
such accumulated member contributions can be with-
drawn or are paid as a life annuity.

Article 19 Benefit Enhancement
Article 19 of the Retirement and Social Security Law
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allows eligible Tier 1 and 2 members to receive additional serv-
ice credit of one-twelfth of a year for each year of retirement
credit as of the date of retirement or death up to a maximum
of two additional years. Effective October 2000, Tier 3 and 4
members are no longer required to make 3% contributions
after obtaining the earlier of 10 or more years of service credit
or 10 or more years of membership.

Permanent Cost-of-Living Adjustment (COLA)
Section 532-a of the Education Law provides a permanent

cost-of-living benefit to both current and future retired mem-
bers. This benefit will be paid commencing September of each
year to retired members who have attained age 62 and have
been retired for five years or attained age 55 and have been
retired for 10 years. Disability retirees must have been retired
for 5 years, regardless of age, to be eligible. The annual COLA
percentage is equal to 50% of the increase in the consumer price
index, not to exceed 3% nor be lower than 1%. It is applied to the
first eighteen thousand dollars of annual benefit.The applicable
percentage payable beginning September 2004 is 1.0% com-
pared to 1.6% paid beginning September 2003.

Members who retired prior to July 1, 1970 are eligible for a
minimum benefit of seventeen thousand five hundred dollars
for 35 years of credited full-time New York State service.
Certain members who retire pursuant to the provisions of
Article 14 of the Retirement and Social Security Law are eligi-
ble for automatic cost-of-living supplementation based on the
increase in the consumer price index with a maximum per
annum increase of 3%.

2. Summary of Significant 
Accounting Policies

Basis of Accounting
The System’s financial statements are prepared using the

accrual basis of accounting. Plan member contributions are
recognized in the period in which the contributions are due.
Employer contributions are recognized when due and the
employer has made a formal commitment to provide the con-
tributions. Benefits and refunds are recognized when due and
payable in accordance with the terms of the plan. Investment
purchases and sales are recorded on a trade-date basis.

Adoption of New Accounting Standards
During the year ended June 30, 2004, the System adopted

Governmental Accounting Standards Board Statement No. 40,
Deposit and Investment Risk Disclosures (an amendment of GASB
Statement No. 3) (“GASB 40”). The adoption of GASB 40 required
the System to include a presentation of Deposit and
Investment Risk Disclosures. The adoption of GASB 40 did not
have an impact on the System’s financial statements.

Method Used to Value Investments
Plan investments are reported at fair value. Quoted market

prices, when available, have been used to value investments.
The market values for securities that have no quoted market
price represent estimated fair value. Many factors are consid-
ered in arriving at that value. International equities are valued
based upon quoted foreign market prices and translated into
U.S. dollars at the exchange rate in effect at June 30. In general,
corporate debt securities have been valued at quoted market
prices or, if not available, values are based on yields currently
available on comparable securities of issuers with similar credit
ratings. Mortgages have been valued on the basis of their
future principal and interest payments discounted at prevail-
ing interest rates for similar instruments. The fair value of real
estate investment securities is based on appraisals plus fiscal
year-to-date capital expenditures. Publicly traded alternative
investments are valued based on quoted market prices.When
not readily available, alternative investment securities are valued
based on a good faith determination of the General Partner.

Employer/Member Contributions Receivable
Current

Employer contributions receivable are determined by apply-
ing the actuarially calculated contribution rate of 2.52% and
0.36% to the estimated covered payroll for the fiscal years
ended June 30, 2004 and 2003, respectively.

Member contributions receivable are computed by multi-
plying the statutorily required member contribution rate of 3%
against the estimated salaries of those Tier 3 and 4 members
with less than 10 years of service or membership. Estimated
voluntary Tier 1 contributions are also included in the member
contributions receivable.
Long-Term

As a result of the enactment of Chapter 175 of the Laws of
1990, employer contributions due for the 1989 fiscal year
which were payable in the 1990 fiscal year are to be paid in 15
annual payments, including interest at 8%, and commenced in
October 1990. Certain employers have prepaid some or all of
the deferred amount.

Various retirement incentive programs have been enacted
under which members are granted additional service credit as
an inducement to retire. Numerous employers have elected to
participate in one or more of these incentives. Employers have
the option of payment in one year or over five years including
interest at 8%. Retirement incentives have been offered for
most years since 1991. The most recent incentive, Chapter 69,
resulted in costs being recorded in 2003. There was no retire-
ment incentive legislation that would have resulted in costs
being recorded in 2004.

Notes to Financial Statements
(dollars in thousands)
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Notes to Financial Statements
(dollars in thousands)

Chapter 437 of the Laws of 1993 provides for
improved benefits for certain qualifying members
through transfer, prior service and retroactive member-
ship. Employers have the option of payment over one,
five or 10 years including interest at 8%.

Building and Equipment
Fixed assets are recorded at historical cost.

Depreciation has been provided over the estimated use-
ful lives using the straight-line method. The estimated
useful lives are as follows:

Years
Building 50
Building Improvements Various
Roads and Shrubbery 15
Office Furniture and Equipment 7
Office Machinery/Computer Equipment

& Software 5
Automobiles 4

Federal Tax Status
The System is exempt from Federal income taxes

under the Internal Revenue Code.

Use of Estimates
Management of the System has made a number of

estimates and assumptions relating to the reporting of
assets and liabilities and the disclosure of contingent
assets and liabilities to prepare these financial statements
in conformity with accounting principles generally accept-
ed in the United States of America. Actual results could dif-
fer from those estimates.

3. Funds
The following funds were established pursuant to the

laws of the State of New York. All of the funds, with the
exception of the Administrative Fund, are available for
the payment of benefits to members or beneficiaries.

Annuity Savings Fund
The fund in which contributions of Tier 1 and 2 mem-

bers covered by the provisions of Article 11 of the
Education Law and Article 11 of the Retirement and
Social Security Law are accumulated.

Annuity Reserve Fund
The fund from which the accumulated contributions

of members covered by the provisions of Article 11 of
the Education Law and Article 11 of the Retirement and
Social Security Law are paid as a life annuity.

Pension Accumulation Fund
The fund in which all reserves for the payment of all

benefits are accumulated with the exception of the
annuity provided by the accumulated contributions of
Tier 1 and 2 members, supplemental retirement
allowances, and group term life insurance.

Pension Reserve Fund
The fund from which pensions are paid from reserves

transferred from the Pension Accumulation Fund.

Group Life Insurance Fund
Pursuant to Article 4-B of the Retirement and Social

Security Law, the Retirement Board established a Group
Life Insurance Fund. The Group Life Insurance Fund pro-
vides a group term death benefit not to exceed fifty
thousand dollars, payable upon the death of eligible
members. Group term death benefits paid for the fiscal
years ended June 30, 2004 and 2003 were $8,624 and
$8,502, respectively. For reporting purposes below, this
fund is combined with the Pension Accumulation Fund.

CO-ESC Member Contribution Fund
Members covered by the provisions of Article 14 and

Article 15 of the Retirement and Social Security Law
contributed 3% of salary to the System’s CO-ESC
Member Contribution Fund. Effective October 2000, con-
tributions were eliminated for members with 10 or more
years of service or membership. Contributions to this
fund were $142,393 and $135,001 in fiscal years ended
June 30, 2004 and 2003, respectively. For reporting pur-
poses below, this fund is combined with the Pension
Accumulation Fund.

Administrative Fund
All operating expenses of the System are paid through

this fund.The fund receives an allocation from employer
contributions which are designated by law to cover all
noninvestment related operating expenses. Investment
expenses are offset directly by investment income.

Summary of Fund Balances
Net assets held in trust for pension benefits at June

30 consists of the following:
2004 2003

Administrative Fund $        12,805 $        10,787
Annuity Savings Fund          51,660             60,681
Annuity Reserve Fund                  232,456 241,455
Pension Accumulation Fund  43,208,419      39,050,419
Pension Reserve Fund             36,770,906      33,028,178

Total $ 80,276,246 $ 72,391,520

4. Deposit and Investment Risk 
Disclosure

The System has been authorized by the New York State
Legislature pursuant to Section 177 of the Retirement and
Social Security Law, as well as certain other provisions of
the Banking Law, Education Law and Retirement and Social
Security Law, to invest in stocks, bonds, mortgages, real
estate and other investments. A specific investment within
these broad asset classes may be subject to particular
restrictions or limitations contained in the applicable statu-
tory provision. Pursuant to regulations promulgated by the
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New York State Department of Insurance, investments must be
made in a manner consistent with those of a reasonably prudent
person exercising care, skill and caution. In addition to applicable
legal constraints, the Retirement Board has adopted policies gov-
erning the investments made by the System.

Credit Risk
The quality ratings of investments in fixed income securities

as described by nationally recognized statistical rating organi-
zations at June 30, 2004 are as follows:

Percentage of
Quality Rating Fair Value Portfolio
AAA $  1,629,049 13.46%
AA 987,780 8.16%
A 2,620,838 21.66%
BAA 1,298,941                         10.73%
Other 143,636 1.19%

Total Credit Risk 
Debt Securities   6,680,244 55.20%

U.S. Government Fixed
Income Securities* 5,421,417 44.80%

Total Fixed
Income Securities $12,101,661 100.00%

*Obligations of the U.S. government or obligations explicitly
guaranteed by the U.S. government are not considered to have
credit risk and do not have purchase limitations.

Custodial Credit Risk
Deposits are exposed to custodial credit risk if they are

uninsured and uncollateralized. Custodial credit risk is the risk
that, in the event of a failure of the counterparty, the System
will not be able to recover the value of its investment or collat-
eral securities that are in the possession of an outside party.
Investment securities are exposed to custodial credit risk if the
securities are uninsured, are not registered in the name of the
System and are held by either the counterparty or the counter-
party’s trust department or agent but not in the System’s name.

The head of the Division of the Treasury in the Department
of Taxation and Finance is the statutory custodian of the funds
of the System, and, in this capacity, has arranged to have bank
accounts collateralized. Collateral is held in the name of the
Treasurer as custodian for the System, by a bank that does not
act as an agent for the System. Although the System’s bank
accounts were fully collateralized during the year, at June 30,
2004 and 2003, the System's bank balance was ($2,814) and
($5,252) respectively, representing a managed overdraft.

Consistent with the System’s investment policy, the invest-
ments are held by the System’s custodian and registered in the
System’s name.

All of the System’s deposits are insured and or collateralized
by securities held by a financial institution separate from the
System’s depository financial institution.

All of the System’s securities are held by the System’s custo-
dial bank in the System’s name.

Concentration of Credit Risk
The System is guided by statute and policy in the selection

of security investments. No investments in any one organiza-
tion represent 5% or more of plan net assets.

Significant guidelines by type of investment are as follows:

Short Term Fixed Income
The following investment vehicles are statutorily permissi-

ble and may be considered for the System’s funds:
Obligations of the U.S. or those for which the faith of the
United States is pledged to provide for the payment of the
interest and principal.
Obligations of any federal home loan bank or banks, or of 
the Tennessee Valley Authority, and obligations of, or instru-
ments issued by or fully guaranteed as to principal and inter-
est by, the Federal National Mortgage Association (Fannie
Mae), or Federal Home Loan Mortgage Corporation (Freddie
Mac), and notes, bonds, debentures, mortgages and other
evidences of indebtedness of the United States Postal Service.
New York State obligations, issued pursuant to the authority
of any law of the state, or those for which the faith of this
state is pledged to provide for the payment of the interest
and principal.
Obligations of or those for which the faith of any city, county,
town, village, school district, water district, sewer district or fire
district in this state is pledged to provide for the payment of
principal and interest, provided that they were issued pur-
suant to law and the faith and credit of the issuing municipal
corporation or district is pledged for their payment.
Bonds and debentures or other obligations of any public
authority or commission or similar body created or
approved by the State of New York having assets of not less
than $50 million.
Certificates of deposit issued by a bank, trust company or
national bank whose principal office is located in this state
or a banking corporation organized under the laws of the
U.S. or of any state thereof whose deposits are insured by
an agency of the U.S., or an agency or branch located within
the U.S. of a foreign banking corporation with total world-
wide bank assets in excess of one billion dollars, subject to
such regulations as the banking board may impose.
Additionally, certificates must be payable in U.S. dollars at
an office of a banking institution located in the U.S.
Bankers’ acceptances which are eligible for purchase in the

Notes to Financial Statements
(dollars in thousands)
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open market by federal reserve banks and which
have been accepted by a bank, a trust company, a pri-
vate banker or an investment company, or by a bank-
ing corporation which is organized under the laws of
the U.S. or of any state thereof and which is a member
of the federal reserve system.The aggregate invest-
ment for acceptances shall not exceed 5% of the
System’s assets.
Commercial paper, including short-term obligations of
industrial companies, finance companies, insurance
companies, utilities and banks which meet the legal
investment standards for these individual instruments.
Agreements for the repurchase of securities and
commitments to invest System funds provided the
underlying securities are eligible investments and the
custodian requirements of the statutes are satisfied.
Obligations payable in U.S. funds which at the time of
investment are rated investment grade by two nation-
ally recognized rating services or by one nationally rec-
ognized rating service in the event that only one such
service rates such obligations, provided that the aggre-
gate amount invested in the obligations of any single
issuer may not exceed 2% of the assets of the System
or 5% of the direct liabilities of the issuer unless the
obligations are issued by the U.S. or are those for which
the faith of the U.S. is pledged to provide payment of
the interest and principal.

Domestic Fixed Income
The following investment vehicles are statutorily per-

missible and may be considered for the System's funds:

Obligations of the Dominion of Canada, of any province
of the Dominion of Canada, and of any city of the
Dominion of Canada, payable in U.S. funds, provided
that the aggregate unpaid principal amount of all such
obligations at any time held by the System shall not
exceed 5% of the System’s assets.
Obligations of the United States and New York State
without limitation. Zero coupon bonds, which are the
direct and sole obligations of the United States of
America and enforceable by the holder thereof
against the United States.
Bonds of the Savings and Loan Bank of the State of
New York, Federal Land Bank, Federal Intermediate
Credit Banks, and Banks for Cooperatives.
Bonds of the Federal Home Loan Mortgage
Corporation (Freddie Mac), Federal Home Loan Banks,
Tennessee Valley Authority, Federal National
Mortgage Association (Fannie Mae), and the United
States Postal Service.
Obligations issued or guaranteed by the International
Bank for Reconstruction and Development, provided
the aggregate unpaid principal amount of such obli-
gations at any time held by the System shall not
exceed 5% of the System’s assets.
Obligations issued or guaranteed by the Inter-
American Development Bank, the Asian

Development Bank, the African Development Bank,
and obligations guaranteed by the Youth Facilities
Project Guarantee Fund and participations therein.
Bonds and notes of any bank, trust company, savings
bank or savings and loan association organized
under the laws of New York State having a net worth
of at least $10 million, which are validly secured at all
times to the extent of 110% of the unpaid principal
amount of such bonds and notes by mortgages upon
real estate insured by the federal housing administra-
tor or any of his successors in office and guaranteed
by the United States under the provisions of the
National Housing Act, as amended or supplemented,
and to the extent of 133 1/3 % of the unpaid principal
amount of such bonds and notes by conventional
mortgages, the valuation of which must be based
upon the unpaid principal amount thereof upon the
date of the pledge, assignment or transfer thereof to
the System or its trustee or trustees as security for
such bonds and notes, such bonds and notes to be
amortized in substantially equal annual or semiannu-
al payments of principal and interest over a period
not in excess of 25 years, provided the aggregate
unpaid principal amount of bonds and notes secured
by conventional mortgages shall not exceed 5% of
the assets of the System.
Mortgage pass-through certificates, provided the cer-
tificates evidence ownership of undivided interests in
pools or mortgage loans secured by first mortgages
on real property located in New York State improved
by one-to-four family residential dwellings, and, pro-
vided further, that (i) such mortgage loans are origi-
nated on or after January 1, 1980, by any bank, trust
company, national banking association, savings bank,
federal mutual savings bank, savings and loan associ-
ation, federal savings and loan association, credit
union, or federal credit union authorized to do busi-
ness in NYS or by any lender approved by the
Secretary of Housing and Urban Development for
participation in any mortgage insurance program
under the National Housing Act, (ii) such mortgage
loans are assigned to a bank, trust company, federal
mutual savings bank or federal savings and loan
association as trustee for the benefit of the holders of
such certificates, and (iii) such certificates are rated
within the three highest grades by an independent rat-
ing service designated by the banking board.The
aggregate unpaid principal on conventional mortgages
securing mortgage pass-through certificates cannot
exceed 10% of the assets of the System nor can the
total unpaid principal on any single pool of convention-
al mortgages securing mortgage pass-through certifi-
cates exceed 1% of the assets of the System.
Collateralized Mortgage Obligations, which meet the
requirements of applicable statutes.
Private placements, where the purchase of unrated
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obligations is authorized by the Banking Law or the
Retirement and Social Security Law, governing fixed income
obligations; if not so provided, private placements as well as
other domestic fixed income securities not otherwise provid-
ed for may be purchased under the Leeway Clause.
The System may invest in obligations payable in U.S. funds
which at the time of investment are rated investment grade
by two nationally recognized rating services or by one nation-
ally recognized rating service in the event that only one such
service rates such obligations, provided that the aggregate
amount invested in the obligations of any single issuer may
not exceed 2% of the assets of the System or 5% of the direct
liabilities of the issuer unless the obligations are issued by the
U.S. or are those for which the faith of the U.S. is pledged to
provide payment of the interest and principal.
Notwithstanding the 2% limitation stated above, the System
may invest not more than 2.5% of its assets in the obligations
of any one railroad or industrial corporation, or any one corpo-
ration engaged directly and primarily in the production, trans-
portation, distribution or sale of electricity or gas or the opera-
tions of telephone and telegraph systems or waterworks or in
some combination thereof.
In no event, may more than 30% of the System’s assets be
invested in bonds of electric and gas corporations. Equipment
trust certificates, subject to the provisions of the law, are not to
exceed 5% of the assets of the System.

Domestic Equity
The following investment vehicles are statutorily permissi-

ble and may be considered for the System’s funds:
The System may invest in domestic equity securities and inter-
est-bearing obligations payable in U.S. funds which are con-
vertible into equity securities of any corporation created or
existing under the laws of the U.S., any state of the U.S.,
District of Columbia, and Commonwealth of Puerto Rico or
any investment company, as defined by, and which is regis-
tered under, an act of Congress of the United States, entitled
the “Investment Company Act of 1940”, as amended, subject to
the following limitations.
The maximum invested by the System in such equity securi-
ties shall not exceed: (a) in any one year 15% of the assets of
the System; or (b) 70% in the aggregate (domestic equities
must share the 15% and 70% limitations with foreign equi-
ties); (c) provided, further, however, that more than 15% of
such domestic equities, but not more than 20% thereof, may
be so invested in any one year but only to the extent that the
per centum of such investments over all prior years from July
1991, when added to the per centum of such investments
during that year, does not exceed an average of 15% of the
assets of the System over all prior years and the year in which

the investment is being made.
Not more than 2% of the assets of the System shall be
invested in the equity securities of any one corporation and
subsidiaries thereof. Not more than 5% of the total issued
and outstanding equity securities of any one corporation
shall be owned by the System.
The Statutory Custodian (New York State Treasurer) has
authorized domestic equities to be maintained in the cus-
tody of the System’s custodian bank.
Notwithstanding the foregoing percentage limitations, the
Leeway Clause may be utilized to legally exceed the forego-
ing percentages, so long as such assets are prudent invest-
ments, and fall within the percentage limitation currently
applicable to the leeway clause.
In addition, the System is authorized to write covered call
options traded on a national exchange.The New York State
Banking Department has issued a determination that a pru-
dently maintained covered call option program is permissable
so long as the options are traded on a national exchange.

International Equities
Investment in international equity securities is permitted by

statute subject to certain limitations.
No more than 10% of the System’s assets may be invested
in international equity securities, including emerging mar-
ket equity securities.
Investments in international equities must be included with
the System’s domestic equities for the purpose of the 70%
overall limitation and the 15% per year limitation.

Real Estate and Mortgages
The System’s real estate investments will be diversified

across geographic regions to allow for competitive portfolio
performance in the event of a temporary weakness in any one
region and to allow for differing urban and suburban market
trends within any region.

The System may invest in conventional mortgages consti-
tuting a first lien upon real property located in the U.S. pur-
suant to statute subject to certain provisions. Not more than
5% of the System’s assets can be invested in any one conven-
tional mortgage.

The loan amount must be no more than 75% of the appraised
value of property improved by a building or buildings, the
major portion of which is used or, in the case of a building
under construction, to be used for residential, business, manu-
facturing or agricultural purposes.
The aggregate unpaid principal amount for all conventional
mortgages shall not exceed 30% of the System’s assets.
Not more than 5% of the System’s assets can be invested in
any one conventional mortgage.

Notes to Financial Statements
(dollars in thousands)
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The minimum dollar amount for conventional mort-
gages is two hundred fifty thousand dollars.
The System may invest in conventional mortgages
guaranteed by a state bank or trust company having
a net worth in excess of $500 million, provided, how-
ever, that no more than 10% of the System’s assets
shall be invested in any mortgage so guaranteed.
The System may participate or co-invest in any con-
ventional mortgage or insured mortgage or in any
whole or part interest in any such mortgage which
mortgage is held for the benefit of the holder or
holders of a whole interest or part interests therein,
subject to the limitations set forth above.
The System may make or acquire a mortgage loan on
a leasehold estate, provided that such leasehold
estate has an unexpired term of not less than 21
years. Additionally, no mortgage loan upon a lease-
hold estate may be made or acquired unless the
terms thereof shall provide for payments to be made
by the borrower on the principal thereof at least one
in each year in an amount which would be sufficient
to completely amortize a loan whose period extend-
ed for four-fifths of the unexpired term of the lease.
For these purposes, the unexpired term shall include
any period covered under an option to renew the
ground lease which can be exercised at the unilateral
discretion of the System.
The System may invest in any mortgage insured by
federal housing commissioner, or for which a com-
mitment to insure has been made by the federal
housing commissioner.
Obligations payable in U.S. funds which at the time of
investment are rated investment grade by two
nationally recognized rating services or by one nation-
ally recognized rating service in the event that only one
such service rates such obligations, provided that the
aggregate amount invested in the obligations of any
single issuer may not exceed 2% of the assets of the
System or 5% of the direct liabilities of the issuer unless
the obligations are issued by the U.S. or are those for
which the faith of the U.S. is pledged to provide pay-
ment of the interest and principal.
The mortgage investment may be acquired under
the Leeway Clause if prudent.

Alternative Investments
Alternative investments are made pursuant to the

Leeway Clause of the Retirement and Social Security
Law. The System’s investment in a limited partnership is
valued based on the underlying value of the companies
in which the partnership has invested.

Interest Rate Risk
Interest rate risk is the risk that changes in interest rates

will adversely affect the fair value of the investment.

Investment Type Fair Value Duration

Short-term $  1,772,206 0.0875
Domestic fixed income 12,101,661 3.8000

Total fair value $13,873,867

Portfolio modified duration 3.3250

Duration is a measure of interest rate risk. The greater
the duration of a bond, or a portfolio of bonds, the
greater its price volatility will be in response to a change
in interest rates and vice-versa. Duration is the measure
of a bond price’s sensitivity to a 100-basis point change
in interest rates. A duration of eight would mean that,
given a 100-basis point change up/down in rates, a
bond’s price would move up/down by 8%.

Foreign Currency Risk
Foreign currency risk is the risk that changes in

exchange rates will adversely affect the fair value of an
investment or a deposit. Each investment manager,
through the purchase of units in a commingled invest-
ment trust fund or international equity mutual fund,
establishes investments in international equities. The
System has an indirect exposure to foreign currency
fluctuation as follows:

Percentage
Currency of Holdings
Euro 32.7%
Pound Sterling 22.0
Japanese Yen 21.4
Swiss Franc 8.6
Australian Dollar 3.2
Other   12.1   
Total international equity 100.0%

Securities Lending Transactions
The Retirement and Social Security Law authorizes

the System to enter into securities lending transactions,
which consist of loans of securities to broker-dealers or
other entities for collateral with a simultaneous agree-
ment to return the collateral for the same securities in
the future. The market value of securities loaned may
not exceed 20% of the market value of the System’s
invested assets. U.S. government and agency bonds,
domestic bonds, and domestic equities are loaned. The
System’s custodial bank acts as its agent in lending secu-
rities for initial collateral of at least 102% of the market
value of loaned securities. Collateral is marked to market
daily and is required not to fall below 100%. Collateral is
reported on the Statement of Net Assets and consists of
cash or U.S. government and agency bonds. Collateral
securities cannot be pledged or sold by the System. At
year-end, the System has no credit risk exposure to
borrowers because the amounts the System owes the
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borrowers (the collateral) exceeds the amounts the borrowers
owe the System (the loaned securities). Under the terms of the
contract with the lending agent, the System is fully indemni-
fied against failure of the borrowers to return the loan securi-
ties (to the extent the collateral is inadequate to replace the
loaned securities) or failure to pay the System for income dis-
tributions by the securities’ issuers while the securities are on
loan. There were no significant violations of legal or contractu-
al provisions, no borrower or lending agent defaults, and no
recoveries of prior-period losses during the year. The majority
of securities on loan can be recalled by the System on demand
or returned by the borrower at any time. There is no direct
match of the maturities of the collateral investments with the
maturities of the securities loans. Cash collateral is invested by
the System’s custodial bank/lending agent, State Street Bank
and Trust Co., in a commingled short-term investment fund
managed by State Street Bank and Trust Co. Investments are
restricted to issuers with a short-term credit rating not lower
than A1/P1, or long-term ratings not lower than A-/A3, or the
equivalent thereof. At June 30, 2004 the average effective dura-
tion of the fund was 52 days.

Securities
Underlying     Collateral    Cash Collateral

Securities Lent Securities Value Investment Value
U.S. Government
and Agency Bond $3,007,621 $     0            $3,056,874
Corporate Bonds 114,410 0 116,577
Domestic Equities 2,543,940 859 2,593,934

Total $5,665,971 $859 $5,767,385

5. Stock Option Program
The Retirement System Board has authorized a Covered Call

Option program. Once the decision to sell a security has been
made, the System can write covered call options on those
stocks identified for sale. Although option contracts were writ-
ten in both years, no option contracts were open as of June 30,
2004 or as of June 30, 2003.

6. Off-Balance-Sheet Financing
The System, in the normal course of business, enters into

commitments with off-balance-sheet risk. The System adheres
to the same credit policies, financial and administrative con-
trols and risk limiting and monitoring procedures for commit-
ments as for on-balance-sheet investments.

The commitments for loans on real estate or purchases of real
estate are subject to satisfactory appraisals prior to closing. Once
investments are made, the System’s exposure to potential loss is
determined by the value of the underlying collateral.

The future financial commitments outstanding at June 30,
2004 are: real estate equity $1,429,919, mortgage investments
$813,486, and private equity investments $2,827,610.

7. Other Liabilities
Other liabilities include amounts due to bank for disburse-

ments issued on previous business days which are funded when
presented for payment at the issuing bank. Of the total other lia-
bilities of $70,761 and $71,195 at June 30, 2004 and 2003, respec-
tively, $2,814 and $5,252, respectively, were outstanding drafts.

8. System Employees’ Pension Plan
Plan Description

As an employer, the System participates in the New York State
and Local Retirement System (“NYSLRS”), a cost sharing, multi-
employer defined benefit pension plan administered by the
Comptroller of the State of New York. NYSLRS provides retire-
ment, disability, withdrawal, and death benefits to plan members
and beneficiaries as authorized by the Retirement and Social
Security Law of the State of New York. Benefits are guaranteed by
the State Constitution and cannot be diminished or impaired.
Benefits can be reduced for future members only by an act of the
State Legislature.The NYSLRS issues a publicly available financial
report that contains financial statements and required supple-
mentary information.The report may be obtained by writing to
the New York State and Local Retirement System, 110 State
Street, Albany, NY 12244.

Funding Policy
Funding of NYSLRS is accomplished through member and

employer contributions and investment earnings, according to
the New York State Retirement and Social Security Law.

Plan members who joined the System before July 27, 1976 are
not required to make contributions.Those joining on or after July
27, 1976 who have less than 10 years of service or membership
are required to contribute 3% of their annual salary. Employers
are required to contribute at an actuarially determined rate.
Pension legislation enacted in 1973, 1976 and 1983 established
distinct classes of membership referred to as Tiers 1, 2, 3, and 4.
An average employer contribution rate for these Tiers of 4.90%
was applicable to the annual covered payroll for the fiscal year
ended March 31, 2004. Average rates applicable to the fiscal years
ended March 31, 2003 and 2002 were, respectively, 1.275% and
0.75%.The required contributions paid to NYSLRS during the
System’s fiscal years ended June 30, 2004 and 2003 were, respec-
tively, $1,018 and $229, and were 100% of the contributions
required.

9. Other Post-Employment Benefits
Pursuant to contractual agreement and policy, the System

provides postemployment health care benefits to System
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Actuarial Methods and Assumptions
Year Ended June 30, 2004 (unaudited)

Pursuant to Article 11 of the Education Law, the System uses the Aggregate Cost Method to calculate the annual
required contribution, expressed as the employer contribution rate. Under this method, the difference between the actu-
arial present value of projected benefits for the group included in the valuation and the actuarial value of assets is allo-
cated on a level percentage basis over the salary of the group between the valuation date and assumed exit from the
System. Actuarial gains and losses are not separately amortized but are spread over the average future working lifetime
of active members and included in the annual normal rate calculation. A schedule of funding progress is not required to
be presented because this method does not identify or separately amortize an unfunded actuarial accrued liability.

Administrative expenses, the first $50,000 of a member’s death benefit and benefits in excess of the Internal Revenue
Code Section 415 limits are valued on a one-year term cost or pay-as-you-go basis.

Updated actuarial assumptions were adopted by the System on October 25, 2000, and were first used in the June 30,
2000, actuarial valuation.

The significant methods and assumptions used in the June 30, 2003 and 2002 actuarial valuation are as follows:
Economic Demographic
Valuation rate of interest* 8.0%
Salary scale* Varies by age and gender Mortality rates (Based upon

Withdrawal rates recent member
Retirement rates experience)

Asset valuation method Techniques are consistent with the class and the holding period of the assets,
including the use of a five-year market smoothing for equities, real estate, and
alternative investments.

*Includes an assumed annual inflation rate of 3.0%

Employer Contributions (unaudited)
(dollars in thousands)

Year Ended June 30 Annual Required Contribution Percentage Contributed

1999 $230,926 100%
2000 211,499 100
2001 152,718 100
2002 51,861 100
2003 220,081 100
2004 $306,782 100

employees who retire from the System. Substantially all of
the System’s employees may become eligible for these
benefits if they reach normal retirement age while work-
ing for the System.The System’s contribution to the health
care coverage depends upon the date the employee
retired. For the years ending June 30, 2004 and 2003, 202
and 178 retirees and covered dependents, respectively
were enrolled in the health plan. For the years ended June
30, 2004 and 2003 the amounts recognized for postem-
ployment health care costs were $1,685 and $1,090,
respectively.

In April 2004, the Governmental Accounting Standards
Board issued Statement No. 45, Accounting and Financial
Reporting by Employers for Postemployment Benefits Other
Than Pensions (GASB No. 45). GASB No. 45 addresses how
state and local governments should account for and
report their costs and obligations related to postemploy-

ment healthcare and other nonpension benefits.The
System has not completed the process of evaluating the
impact that will result from adopting GASB No. 45.The
System is required to implement GASB No. 45 during fiscal
year ending June 30, 2007.

10. Risk Management
The System is exposed to various risks of loss related to

torts; theft of, damage to, and destruction of assets; errors
and omissions; job-related illnesses or injuries to employ-
ees; and natural disasters for which the System carries
commercial insurance.There were no settlements in the
past three years that exceeded coverage. Further, manage-
ment of the System believes there will be no adverse
effect on the financial statements as a result of the out-
come of these matters.
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Supplemental Schedules

Schedule of Administrative Expenses
Years Ended June 30, 2004 and 2003

Salaries and benefits:
Salaries
Civil service
Employees’ retirement
Health and dental insurance
Overtime salaries
Social Security

Total salaries and benefits

Building occupancy expenses:
Building, grounds and equipment
Depreciation—building and improvement
Depreciation—equipment
Office supplies and services
Utilities and municipal assessments

Total building occupancy expense

Computer expenses:
Amortization/depreciation—computer mainframe
Amortization/depreciation—computer micro
Computer hardware and software
Computer maintenance and supplies

Total computer expenses

Investment expenses:
Advisory committee expenses
Investment information services
Service costs—real estate

Total investment expenses

Personnel and meeting expenses:
Board—meetings, travel and education
Delegates’ meeting
Preretirement seminars
Professional development
Travel and automobile expense
Other personnel expenses

Total personnel and meeting expenses

Professional and governmental:
Auditors—financial
Auditors—insurance department
Disability medical examinations
Postage and cartage
Printing
Professional fees and services
Publications
Statutory custodian charges

Total professional and governmental services
Total

2004
$20,399,766

87,400
1,355,981
5,053,613

199,896
1,466,111

28,562,767

801,705
585,798
225,315
194,003

1,078,323
2,885,144

370,380
972,808

2,492,414
326,357

4,161,959

65,424
692,185

63,557
821,166

71,961
47,664

121,183
630,443
119,843

94,280
1,085,374

68,000
26,000
69,966

696,677
13,306

122,450
343,113

81,033
1,420,545

$38,936,955

2003
$19,164,964

93,206
229,039

3,940,129
276,370

1,385,458
25,089,166

757,740
379,835
119,464
264,169

1,135,386
2,656,594

180,904
866,511

2,280,311
315,248

3,642,974

71,232
644,467

64,075
779,774

73,131
32,377

138,669
649,036

99,629
108,223

1,101,065

72,280
492

73,341
824,558

23,384
143,373
418,292
117,307

1,673,027
$34,942,600



Assets Serviced or
Investment Category Under Management Expenses

Domestic equities $ 1,867,685 $13,328
International equities 7,556,573 25,976
Commercial mortgage backed securities 479,488 1,056
Mortgages 2,003,630 767
Real estate 3,654,042 32,319
REITS 851,740 3,007
Alternative investments 2,093,312 18,925
General investments — 1,604

Totals $18,506,470 $96,982

F
inancial
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Schedule of Investment Activity
Year Ended June 30, 2004

(dollars in thousands)

Short-term
Domestic fixed income
Domestic equities
International equities
Mortgages
Real estate separate

accounts, commingled
Real estate
Alternative investments

Totals

Schedule of Investment Expenses
Year Ended June 30, 2004

(dollars in thousands)

Fair Value
2003

$     965,799
14,224,897
41,368,456

5,752,951
4,102,444

1,064,156  
2,521,885
1,658,924

$71,659,512

Acquisitions

$ 24,086,455
821,977

5,425,023
916,518
714,877

229,730
668,078
806,240

$ 33,668,898

Appreciation
(Depreciation)

$     -----
(450,198)

7,869,415
1,812,663
(259,288)

62,797
115,111
361,510

$9,512,010

Sales,
Redemptions,

Maturities
& Paydowns

$ 23,280,048
2,495,015
6,240,463

925,559
936,655

196,693
811,022
536,764

$35,422,219

Fair Value
2004

$  1,772,206
12,101,661
48,422,431

7,556,573
3,621,378

1,159,990
2,494,052
2,289,910

$79,418,201

Percent
of Fair
Value

2.23%
15.24
60.97

9.52
4.56

1.46
3.14
2.88

100.00%




