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Board of Trustees and Executive Director

State Universities Retirement System

1901 Fox Drive

Champaign, IL 61820

I am pleased to present the 58th Comprehensive Annual Financial Report for the State Universities Retirement System o
f

Illinois (SURS o
r

the System, a pension trust fund o
f

the State o
f

Illinois). This retirement system was created in 1941 b
y

the State o
f

Illinois for the benefit o
f

the staff members and employees o
f

the state universities, community colleges, and

certain affiliated organizations, certain other state educational and scientific agencies, and the survivors, dependents, and

other beneficiaries o
f

those employees.

SURS management is charged with the responsibility o
f making available to participants and benefit recipients its financial

statements, including the opinion o
f

the independent certified public accountants regarding those statements. This report

represents that responsibility.

The annual report is divided into five sections:

• The Introductory Section contains this transmittal letter, identification o
f

the trustees, staff, consultants, and adminis

trative organization;

• The Financial Section contains the report o
f

the independent public accountants, the financial statements, and notes;

• The Investment Section contains the custodian bank's certification o
f

the assets held in safekeeping, a list o
f

the ten

largest holdings in each asset category, and reports and tables concerning asset allocation and investment performance;

• The Actuarial Section contains the report o
f

the actuary and the results o
f

the most recent actuarial valuation; and

• The Statistical section contains significant data pertaining to participants and benefit recipients.

ECONOMIC CONDITIONS AND OUTL00K

Fiscal year 1999 began with a significant drop in the U.S. stock market, with most o
f

the loss regained b
y

January. The

remainder o
f

the year brought much volatility and moderate overall growth in the market value o
f System assets. Interna

tional economies appear to b
e recovering, and the U.S. economy remains strong but with less potential for the large stock

market gains o
f

the past few years. No pension-related legislation was passed b
y

the Illinois General Assembly during the

fiscal year.
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The State of Illinois, the largest employer covered by SURS, provides funding from two sources: the General Revenue

Fund, and the State Pensions Fund which is funded with proceeds from unclaimed property. Fiscal year 1999 marked

SURS’ fourth year of funding under Public Act 88-0593 which took effect on July 1, 1995. This law addresses pension

funding in two fundamental ways. First, the law calls for a 15-year phase-in (graded in equal steps) to an ultimate level of

funding which will adequately provide for the annual employer's normal cost while amortizing 90% of the accrued actuarial

unfunded liability over a period of 35 years. Second, funding the appropriations to the System was removed from the
annual budgeting process by providing for a continuing appropriation mechanism.

While the state contributions have been increasing, projections indicate that SURS will continue to experience negative cash

flow during fiscal year 2000, resulting in the Board of Trustees redirecting investment income to cover benefit payments. A
return to positive cash flow is expected to occur in approximately seven years, as the level of annual funding approaches the

normal cost requirement.

MAJOR INITIATIVES
The mission statement of SURS provides the foundation for the System's initiatives and ongoing programs. The mission of
SURS is “To provide for SURS annuitants, participants, and their employers, in accordance with state law, the best and most

cost effective benefit administration services in the United States, to manage and invest the fund's assets prudently, and to

endeavor to achieve and maintain a financially sound retirement system.”

A major initiative of fiscal year 1999 was the final phase of the implementation of the new retirement options available to
our members as a result of the collaboration of the Illinois General Assembly and SURS. These new options include the
addition of a portable benefit option to the traditional benefits available under the defined benefit plan, and the introduction

of a new defined contribution plan known as the Self-Managed Plan. Throughout the year, employers announced the offer
ing of the options to SURS members, and the educational process took place. By the end of fiscal year 1999, the majority

ofSURS 77,000 active members had made their election.

Another major operational focus during fiscal year 1999 was the information systems development of new software respon

sible for the payment of benefits. This project, spanning almost two years, is expected to be implemented during the fall of

1999. Along with the redesigned membership and claims computer systems completed in fiscal year 1996, it provides SURS

with systems which are Year 2000 compliant and operate with the newest technology and business practices available.

Finally, ensuring preparedness for Year 2000 was another primary focus for SURS staff, particularly in the information sys

tems areas. Activities included extensive internal system testing, assessment of vendors and business partners' readiness,

and development of contingency plans. Periodic reports have been made to the Board of Directors, and SURS is confident
of its ability to maintain high standards o

f

service to members o
n

into the next century.

FINANCIAL INFORMATION

Accounting System and Internal Control

SURS uses the accrual basis o
f accounting to record assets, liabilities, revenues, and expenses. Revenues for SURS are

taken into account when earned, without regard to date o
f

collection. Expenses are recorded when the corresponding liabili
ties are incurred, regardless o

f

when payment is made. Market value has been used to present the assets o
f

the System in

accordance with Governmental Accounting Standards Board Statements #25 and #27, implemented effective July 1
,

1996.

In developing and evaluating the accounting system, consideration has been given to the adequacy o
f

internal accounting

controls. These controls are designed to provide reasonable assurance regarding safekeeping o
f

assets and reliability o
f

financial records. SURS maintains a
n

internal audit program that employs the services o
f

two internal auditors to determine

that a
ll

controls are properly designed and operating effectively.
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Revenues and Expenses

The reserves needed to finance the benefits provided by SURS are accumulated through the collection of member and

employer contributions and through income on investments. These income sources for fiscal year 1999 totaled $1.57 bil
lion, a decrease of 18% from 1998. As summarized below, this is chiefly due to lower investment income.

The expenses of the retirement system relate to the provision of retirement annuities and other benefits, refunds to termi

nated employees, and the cost of administering the System. These expenses for fiscal year 1999 were $569.2 million, an

increase of 12.3% over expenses for 1998. As summarized below, this increase is primarily due to the growth in benefits
paid.

REVENUES ($ MILLIONS)
Source 1999 1998 % Change

Member Contributions $ 219.7 $ 221.8 .9)

Employer Contributions 244.3 227.8 7.2

Investment Income 1,104.5 1,474.6 (33.5)

$ 1,568.5 $ 1,924.2 (18.5)

EXPENSES ($ MILLIONS)
Purpose 1999 1998 % Change

Benefits $ 526.0 $ 466.5 12.8

Refunds 31.9 29.7 7.4

Administrative 11.3 10.6 6.6

$ 569.2 $ 506.8 12.3

WHERETHE MONEY CAME FROM WHERETHEMONEY WENT

Investments Benefits
70.4%
TN 92.4% \,

Members
w

14.0% \ - *\ /\ . -

15.6% * Administrative
Employers

5.6% Expenses

2.0%
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FUNDING

The actuarial accrued liability for the defined benefit plan at June 30, 1999 was $12.6 billion as calculated by the projected

unit credit method. The net assets available at June 30, 1999, equaled $10.8 billion. The amount by which the liability

exceeds the assets is called the unfunded accrued actuarial liability. This liability amounts to $1.8 billion and reflects the

continuing State of Illinois policy of not appropriating sufficient funds to meet the normal costs of benefits being earned by

current employees each year. The current funding plan reaches that point at the end of a 15-year phase-in period that ends in
2010.

INVESTMENTS

Investments are made under the authority of the prudent person rule, which states that fiduciaries must discharge their duties
solely in the interest of fund participants and beneficiaries. The rule has enabled the System to invest in different types of
asset classes seeking to increase return while lowering risk through diversification.

Investment policy provides for a goal of 69% of the fund to be invested in equities, 20% of which may be invested in non
U.S. common stock and 2% in private equities; 30% in fixed income; and 1% in real estate. The System retains professional

investment firms who serve as fiduciaries and are afforded full discretion to manage the assets entrusted to them in accor

dance with written policies and guidelines established by the Board of Trustees.

All SURS investments are insured or collateralized with securities held by its agent except for mutual funds, which are not
evidenced b

y

securities that exist in physical o
r

book entry form.

Yield information is detailed in the Investment Section o
f

this report. Taken a
s
a whole, the SURS portfolio o
f

investments

produced a return o
f 11.5%, net o
f

fees.

INDEPENDENT AUDIT

The Illinois Pension Code requires an annual audit o
f

the financial statements o
f

the System b
y

independent public accoun

tants, selected b
y

the State Auditor General. This requirement has been complied with, and the independent accountant's

unqualified report o
n

the System's 1999 financial statements has been included in this report.

CERTIFICATE O
F

ACHIEVEMENT FOR EXCELLENCE IN FINANCIAL REPORTING

The Government Finance Officers Association o
f

the United States and Canada (GFOA) awarded a Certificate o
f

Achieve

ment for Excellence in Financial Reporting to SURS for its component unit financial report for the fiscal year ended June

30, 1998. This is the fifteenth consecutive year the System has earned this award.

T
o
b
e

awarded the Certificate o
f Achievement, a governmental unit must publish a
n easily readable and efficiently organized

comprehensive annual financial report whose contents conform to program standards. The report must satisfy both gener

ally accepted accounting principles and applicable legal requirements. A Certificate of Achievement is valid for a period of

one year only.

We believe our current report continues to conform to Certificate o
f

Achievement Program requirements, and we are submit

ting it toGFOA to determine it
s eligibility for another certificate.
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APPOINTMENT OF TRUSTEES

No changes were made in the composition of the SURS nine-member Board of Trustees who were appointed by Governor

Jim Edgar on July 21, 1995. As of June 30, 1999, Dr. Arthur L. Aikman, Ms. Jane H. Henneman, and Ms. Emma Taylor

had completed the second year of their six-year reappointed terms. Ms. Nancy C. DeSombre, Dr. J. Fred Giertz, and Dr.
Stanley G. Rives were concluding the final year of their four-year terms. Ms. Pat McKenzie, Mr.Talat Othman, and Mr.

John M. Schultz were beginning the fifth year of their six-year terms. Mr. Schultz, Ms. McKenzie, and Dr. Rives continue to

serve as President, Vice-President, and Treasurer, respectively.

ACKNOWLEDGEMENTS

The preparation of the annual report by the Finance Division reflects the combined efforts of the SURS staff under the lead
ership of the Board of Trustees. It is intended for use by the Trustees and staff in making management decisions, in judging

compliance with legal provisions, and in determining responsible stewardship for the assets contributed by System members

and the State of Illinois. The report is being mailed to a
ll employers covered b
y

the State Universities Retirement System

and is available to members and other interested persons upon request.

On behalf o
f

the Board o
f Trustees, I would like to express my gratitude to the staff, the consultants, and the many other

people who work so effectively to assure the successful operation o
f

this System.

Respectfully submitted,

Shelley M. Porter, CPA

Deputy Director, Finance
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Honorable William G. Holland
Auditor General ~
State of Illinois

Board of Trustees
| -*.

State Universities Retirement System of Illinois:
t

As Special Assistant Auditors of the Auditor General, we have audited the accompanying Combining Statement of a

Plan Net Assets of the State Universities Retirement System of Illinois (System), a pension trust fund of the State of l
Illinois, as of June 30, 1999, and the related Combining Statement of Changes in Plan Net Assets for the year then *
ended. These financial statements are the responsibility of the System's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and the standards applicable to
financial audits contained in Government Auditing Standards (1994 Revision) issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free ofmaterial 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 audit provides a reasonable basis for our opinion.

In our opinion, based on our audit, the financial statements referred to above present fairly, in all material respects,

the financial position of the State Universities Retirement System of Illinois as of June 30, 1999, and the results of

it
s operations for the year then ended, in conformity with generally accepted accounting principles.

The Year 2000 supplementary information on page 3
1 is not a required part o
f

the financial statements but is

supplementary information required by the Governmental Accounting Standards Board (GASB), and we did not
audit and do not express an opinion on such information. Further, we were unable to apply to the information
certain procedures prescribed by professional standards because disclosure criteria specified by GASB Technical
Bulletin 98-1 as amended are not sufficiently specific to permit meaningful results from the prescribed procedures.

In addition, we did not provide assurance that the System is or will become Year 2000 compliant, that the System's
remediation efforts will be successful in whole or in part, or the parties with which the System does business are or

will be Year 2000 compliant.

In accordance with Government Auditing Standards, we have also issued our report dated October 8
,

1999 on our

consideration o
f

the System’s internal control over financial reporting and on our tests o
f
it
s compliance with certain

provisions o
f

laws, regulations and contracts.

Our audit was made for the purpose o
f forming an opinion on the financial statements o
f

the System, taken a
s
a

whole. The required supplementary information, on page 30, and supporting schedules, on pages 32-35, are
presented for the purpose o

f

additional analysis and are not a required part o
f

the financial statements o
f

the System.

Such information has been subjected to the auditing procedures applied in the audit o
f

the financial statements and,

in our opinion, is fairly presented in all material respects in relation to the financial statements taken as a whole.
The information for the years 1996 and 1997 has been derived from financial statements audited by other auditors
whose reports thereon expressed a

n unqualified opinion.

ARTHUR ANDERSEN LLP
Chicago, Illinois
October 8

,

1999
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COMBINING STATEMENT OF PLAN NET ASSETS AS OF JUNE 30, 1999
WITH COMPARATIVE REPORTING ENTITY TOTALS AS OF JUNE 30, 1998

1999 1998

Defined Benefit Self-Managed

Plan Plan Total Total

ASSETS

Cash and short-term investments $ 319,260,567 $ – $ 319,260,567 $ 460,282,838

Receivables

Participants 8,507,010 514,852 9,021,862 16,170,335

Federal, trust funds, and other 1,126,081 1,349,804 2,475,885 1,337,723

Notes receivable long-term 1,913,758 - 1,913,758 1,794,167

Pending investment sales 121,072,974 - 121,072,974 126,243,506

Interest and dividends 20,968,780 - 20,968,780 27,736,948

Total receivables 153,588,603 1,864,656 155.453,259 173,282,679

Prepaid expenses 111,553 - 111,553 29,396

Investments, at fair value

Equity investments 7,680,779,360 - 7,680,799,360 6,852,903,345

Fixed income investments 2,964,729,349 - 2,964,729,349 2,660,031,036

Real estate investments 59,883,071 - 59,883,071 134,492,069

Mutual funds and variable - 29,438,232 29,438,232 1,581,208

annuities

Total investments 10,705,411,780 29,438,232 10,734,850,012 9,649.007,658

Securities lending collateral 651,738,947 - 651,738,947 506,548,024

Properties, net of accumulated
depreciation of $9,153,490 and
$7,780,386, respectively 15,904,793 - 15,904,793 14,341,417

Total assets 11,846,016,243 31,302.888 11,877,319,131 10,803,528,012

LIABILITIES

Benefits payable 5,005,000 - 5,005,000 4,202,000

Refunds payable 2,425,000 - 2,425,000 2,525,000

Securities lending collateral 651,738,947 - 651,738,947 506,584,024

Payable to brokers for
unsettled trades 399,280,115 - 399,280,115 473,418,203

Bonds and interest payable 18,654,367 - 18,654,367 17,354,091

Administrative expenses payable 7,186,584 - 7,186,584 5,766,812

Total liabilities 1,084,290,013 - 1,084,290,013 1,009,850,130

Net assets held in trust

for pension benefits $10,761,726,230 $31,302.888 $10,793,029,118 $ 9,793,677,882

(A Schedule of Funding

Status is presented on page 30.)

The accompanying notes are an integral part of the financial statements.
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COMBINING STATEMENT OF CHANGES IN PLAN NET ASSETS FOR THE YEAR ENDED JUNE 30, 1999

WITH COMPARATIVE REPORTING ENTITY TOTALS FORTHE YEAR ENDED JUNE 30, 1998

1999 1998

Defined Benefit Self-Managed

Plan Plan Total Total

ADDITIONS

Contributions

Employer $ 237,874,032 $ 6,433,472 $ 244,307,504 $ 227,798,626

Participant 212,965,758 6,709,314 219,675,072 221,769,326

Total contributions 450,839,790 13,142,786 463,982,576 449,567,952

Investment income

Net appreciation in fair
value of investments 921,817,775 2,518,213 924,335.988 1,318,526,073

Interest 135,613,846 - 135,613,846 113,753,599

Dividends 57,071,338 - 57,071,338 54,520,698

Securities lending 2,553,919 - 2,553,919 1,680,414

1,117,056,878 2,518,213 1,119,575,091 1,488,480,784

Less investment expense

Asset management expense 14,249,419 - 14,249,419 13,265,935

Securities lending expense 775,746 - 775,746 625,221

Net investment income 1,102,031,713 2,518,213 1,104,549,926 1,474,589,628

Total additions 1,552,871,503 15,660,999 1,568,532,502 1,924,157,580

DEDUCTIONS

Benefits 525,966,160 - 525,966,160 466,508,747

Refunds of contributions 31,329,858 593,750 31,923,608 29,680,325

Bond interest expense 1,300,276 - 1,300,276 1,209,635

Administrative expense 9,991,222 - 9,991,222 9,428,294

Total deductions 568,587,516 593,750 569,181,266 506,827,001

Net increase 984,283,987 15,067,249 999,351,236 1,417,330,579

Net assets held in trust

for pension benefits
Beginning of year 9,791,999,902 1,677,980 9,793,677,882 8,376,347,303

Equity transfer (14,557,659) 14,557.659 - -

End of year $10,761,726,230 $31,302.888 $10,793,029,118 $9,793,677,882

The accompanying notes are an integral part of the financial statements.

*
*
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I. DESCRIPTION OF PLANS

Legislation effective January 1, 1998 required State Universities Retirement System (SURS or the System) to introduce a
portable benefit option to the existing defined benefit plan, and to offer a defined contribution plan. As of June 30, 1999,

the defined benefit plan has two options available. These options are known as the traditional benefit option and the
portable benefit option. The defined contribution plan is known as the self-managed plan. The membership, contributions,

and benefit provisions related to these plans are presented in the following summary of the provisions of SURS in effect as

of June 30, 1999, as defined in the Illinois Compiled Statutes. Interested parties should refer to the SURS Member Guide

or the Statutes for more complete information.

A. Defined Benefit Plan

SURS is the administrator of a cost-sharing, multiple-employer public employee retirement system established July 21,
1941, to provide retirement annuities and other benefits for staff members and employees of the state universities, cer
tain affiliated organizations, and certain other state educational and scientific agencies and for survivors, dependents,

and other beneficiaries of such employees. SURS is included in the State of Illinois' financial reports as a pension trust
fund. SURS is governed by Chapter 40, Act 5, Article 15, of the Illinois Compiled Statutes. These statutes assign the
authority to establish and amend the benefit provisions of the plan to the State Legislature. Operation of the System

and the direction of its policies are the responsibility o
f

the Board o
f

Trustees o
f

the System. It is also these statutes

that define the scope o
f

SURS' reporting entity. There are no statutory provisions for termination o
f

the System. The

Illinois Constitution provides that the pension obligation o
f

the state shall be an enforceable contractual relationship,

the benefits o
f

which shall not be diminished o
r impaired.

A
t

June 30, 1999 and 1998, the number o
f participating

employers was:

DEFINEDBENEFIT PLAN 1999 1998

Active Universities 12 12

Members , Community Colleges 39 39
51.2%

Allied Agencies 14 17

State of Illinois 1 1

66 69

A
t

June 30, 1999 and 1998, defined benefit plan member
ship consisted o

f:

Inactive
Benefit": #" - -

1999 1998

Benefit Recipients 29,342 28,032

Active Members 74,666 77,156

Inactive Members 41,814 38,054

145,822 143,242

1
. Membership

Participation is required a
s
a condition o
f employment. Employees are ineligible to participate if (a
)

employed less

than full-time and attending classes with a
n employer; (b) receiving a retirement annuity from SURS; o
r

(c) excluded

b
y

subdivision (a)(7)(f) o
r

(a)(19) o
f

Section 210 o
f

the Federal Social Security Act from the definition o
f employment

given in that Section.
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2. Benefit Provisions

Public Act 90-448 was enacted effective January 1, 1998 which established an alternative defined benefit program

known as the portable benefit option. This option is offered in addition to the existing traditional benefit option. All
members who are eligible for the traditional benefit option are eligible to choose the portable benefit option. Existing

members are allowed one year from the date that their employer chooses to offer this alternative plan in which to make

this irrevocable election. New employees are allowed 60 days from their date of hire to make an irrevocable election.

The benefit provisions for these two defined benefit plan options are as follows:

SURS provides retirement, disability, death and survivor benefits as authorized in Chapter 40, Act 5, Article 15, of the

Illinois Compiled Statutes.

Retirement benefits are payable to participants meeting minimum vesting requirements of 5 years of service credit at age

62, 8 years of service credit at age 55, or 35 years of service credit regardless of age. The annuity is the larger of (a) a

percentage of the average of the highest 4 consecutive years earnings, with the percentage based upon total service

credit, or (b) an actuarially determined benefit based upon the total employee and employer contributions and the indi
vidual's age at time of retirement. Retirement benefits are payable for life and are subject to a 3 percent compounded

increase each January 1.

Disability benefits are payable to a
ll participants with at least 2 years o
f

service credit if they are unable to reasonably
perform the duties o

f

their assigned position due to a physical o
r

mental impairment a
s

certified b
y
a physician. The

benefit becomes payable when sick leave payments are exhausted o
r

after 6
0 days o
f

the disability, whichever is later.

The benefit is payable at a rate o
f
5
0 percent o
f

the monthly rate o
f compensation o
n

the date the disability began.

Disability benefits are reduced b
y

any payments received under Workers' Compensation o
r

the Occupational Diseases

Act. If a participant remains disabled after receiving the maximum benefits due, they may be eligible for a disability
retirement annuity equal to 3

5 percent o
f

the monthly rate o
f compensation o
n

the date the disability began.

Upon termination o
f service, a lump sum refund is available to a
ll

members. Under the traditional benefit option, this

refund consists o
f
a
ll

member contributions and interest a
t

4-1/2%. Under the portable benefit option, this refund con
sists o

f
a
ll

member contributions and total interest credited, plus for those members with greater than o
r equal to 5

years o
f

service credit, a
n equal amount o
f employer contributions. Under both defined benefit plan options, a member

with 5 o
r

more years o
f

service credit who does not apply for a refund may apply for a normal retirement benefit

payable a
t age 62.

Death benefits are payable to named beneficiaries upon the death o
f

any participant o
f

this System. Under the tradition

a
l

benefit option, monthly survivor benefits may b
e paid to eligible survivors if the participant established a minimum

o
f

1.5 years o
f

service credit prior to the date o
f

death. If no qualified survivor exists at the date of retirement, the
member is paid a refund o

f
a
ll

survivor contributions plus interest. Under the portable benefit option, survivor benefits

are available through a reduction o
f

the retirement annuity calculated a
s

described above. No refund o
f

survivor contri

butions is available if there is no qualified survivor at the time of retirement. These provisions are designed to allow

the impact o
f

the portable benefit option's enhanced refund opportunity to b
e

cost neutral.

Upon the death o
f
a
n annuitant, SURS will pay either a death benefit to a non-survivor beneficiary, o
r
a monthly sur

vivors benefit to a
n eligible survivor. The amount o
f

the monthly survivor benefit will differ depending upon whether

the annuitant had selected the traditional benefit option o
r

the portable benefit option.

B
. Self-Managed Plan

SURS is the plan sponsor and administrator o
f
a defined contribution plan established a
s o
f January 1, 1998 b
y

the

Illinois General Assembly a
s

a
n

amendment to the Illinois Pension Code through Illinois Public Act 90-448. This plan

is referred to a
s

the self-managed plan (SMP) and is offered to employees o
f
a
ll SURS employers who elect to partici

pate. This plan is a qualified money purchase pension plan under Section 401(a) o
f

the Internal Revenue Code. The

assets o
f

the SMP are maintained under a trust administered b
y

the SURS Board o
f

Trustees in accordance with the
Illinois Pension Code.
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At June 30, 1999 and 1998 the number of SMP At June 30, 1999 and 1998 the SMP membership
participating employers was: consisted of:

1999 1998 1999 1998

Universities 12 6 Benefit Recipients 0 ()

Community Colleges 39 10 Active Members 3,740 845

Allied Agencies 12 1 Inactive Members 0 0

State of Illinois 1 () 3,740 845

64 17

1. Membership

A member may elect participation in the SMP if (a) al
l

participation criteria for the defined benefit plan are met; (b) the

employer has elected through Board action to offer the self-managed plan; (c) the employee is o
n

active status a
t

the

plan offering date; and (d) the employee is not eligible to retire a
s o
f

the employer plan offering date. The member

election is irrevocable. Existing SURS members are allowed one year from the employer offering date in which to

make their election. New employees are allowed 6
0 days from the date o
f

hire in which to make their election. If no

election is received, members are considered to b
e part o
f

the defined benefit plan, under the traditional benefit option.

2
. Benefit Provisions

The SMP provides retirement, disability, death and survivor benefits as authorized in Chapter 40, Act 5
,

Article 15, o
f

the Illinois Compiled Statutes, and amended b
y

Public Act 90-448.

Retirement benefits are payable to participants meeting minimum vesting requirements o
f
5 years o
f

service credit a
t

age 62, 8 years o
f

service credit a
t age 55, o
r

3
5 years o
f

service credit regardless o
f age. The distribution options avail

able upon reaching retirement eligibility are the following: a lump sum distribution consisting o
f
a
ll employee and

employer contributions and related investment earnings; a single life annuity; a 50% o
r

100% joint and survivor annu

ity; a single life annuity with a guaranteed period o
f 10, 15, or 20 years as elected b
y

the participant; and a 50% o
r

100% joint and survivor annuity with a guaranteed period o
f

10, 15, o
r

2
0 years a
s

elected b
y

the participant.

Disability benefits are payable to a
ll participants with at least 2 years o
f

service credit if they are unable to reasonably
perform the duties o

f

their assigned position due to physical impairment a
s

certified b
y
a physician. The benefit

becomes payable when sick leave payments are exhausted o
r

after 6
0 days o
f

the disability, whichever is later. The ben

efit is payable at a rate o
f
5
0 percent o
f

the monthly rate o
f compensation o
n

the date the disability began. Disability

benefits are reduced b
y

any payments under Workers' Compensation o
r

the Occupational Diseases Act.

Upon termination o
f

service with less than 5 years o
f

service credit, a lump sum distribution is available which consists

o
f employee contributions and related investment earnings. The employer contributions and related investment earnings

are forfeited. Upon termination o
f

service with greater than 5 years o
f

service credit but where the participant is not yet

eligible for retirement, a lump sum distribution is available which consists o
f employee and employer contributions and

related investment earnings.

Death benefits are payable to named beneficiaries upon the death o
f

any participant o
f

this plan. If the participant has
less than 1-1/2 years o

f

service credit, the death benefit payable is the employee contributions and related investment

earnings. If the participant has 1-1/2 or more years of service credit, the death benefit payable is the employee and
employer contributions and related investment earnings.
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ll. SUMMARY O
F

SIGNIFICANT ACCOUNTING POLICIES

A
.

Reporting Entity

The System is a pension trust fund o
f

the State o
f

Illinois. As defined b
y

generally accepted accounting principles

established b
y

the Governmental Accounting Standards Board, the financial reporting entity consists o
f
a primary

government, a
s well as its component units, which are legally separate organizations for which the elected officials

o
f

the primary government are financially accountable. Financial accountability is defined a
s:

1
. Appointment o
f
a voting majority o
f

the component unit's board and either (a) the ability to impose will b
y

the

primary government, o
r

(b) the possibility that the component unit will provide a financial benefit to or impose a

financial burden o
n

the primary government; o
r

2
.

Fiscal dependency o
n

the primary government.

Based upon the required criteria, the System has n
o component units.

B
.

Basis o
f Accounting

For both the defined benefit plan and the SMP, the financial transactions are recorded o
n

the accrual basis. Member

and employer contributions are recognized a
s

revenue in the period in which employee services are performed.

Benefits and refunds are recognized a
s expenses when due and payable in accordance with the terms o
f

the plans.

C. Investments

Investments are governed b
y

Sections 5/1 and 5/15, Chapter 40, Act 5
,

Article 15, o
f

the Illinois Compiled Statutes.

The most important aspect o
f

the Statutes is the prudent person rule, which establishes a standard o
f

care for al
l

fiduciaries. (A fiduciary is any person who has authority or control with respect to the management or administration

o
f plan assets.) The prudent person rule states that fiduciaries must discharge their duties with the care, skill, prudence,

and diligence that a prudent person acting in a like capacity and familiar with such matters would use under conditions

prevailing a
t

the time.

For the defined benefit plan, investments are reported at fair value. Marketable securities (stocks, bonds, warrants, and

options) are traded o
n public exchanges. The Northern Trust Company, SURS’ custodial bank, establishes these

prices using third-party pricing services. Generally, these prices are reported a
t

the last reported sales price. Certain

investments that d
o

not have a
n

established market value are reported a
t

estimated fair value obtained from a custodial

bank o
r

investment management firm. These investments include commingled investment pools, where the underlying

assets are individually marked to market (i.e., estimated fair value) o
n
a daily basis, and individually traded o
n pub

licly recognized exchanges. The investment manager, using methods approved b
y

the Association for Investment

Management Research (AIMR), values non-marketable securities (real estate and venture capital). These methods
generally include detailed property level appraisals and discounted cash flow analysis. Short-term investments are

generally reported a
t cost, which approximates fair value.

For the SMP investments are reported at fair value b
y

the Service Providers. These investments include both mutual

and variable annuity funds where the underlying assets are marked to market (i.e., estimated fair value) o
n
a daily

basis, and individually traded o
n publicly recognized exchanges. Generally, the prices on the underlying investments

are reported a
t

the last reported sales price.

D
. Property and Equipment

Property and equipment are carried a
t

cost. Depreciation and amortization are computed b
y

the straight-line method

based upon estimated useful lives o
f
5
0 years for building and improvements, three to 10 years for furniture and

equipment, and 1
0 years for capitalized software development costs.
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E. Administrative Expenses

System administrative expenses (which include amounts for both the defined benefit and self-managed plans) are bud

geted and approved by the System's Board of Trustees. Funding for these expenses is included in the employer contri

bution as determined by the annual actuarial valuation and appropriated by the State of Illinois. This funding is includ

ed in the allocation of the state employer contribution recognized in the defined benefit plan. Therefore, expenses to
administer the self-managed plan are recognized as administrative expenses in the defined benefit plan in these finan
cial statements.

F. Use of Estimates in Preparation of Financial Statements

The preparation of the System's financial statements in conformity with generally accepted accounting principles

requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, and
changes therein, and when applicable, disclosures of contingent assets and liabilities. Actual results could differ from
those estimates.

III. CONTRIBUTIONS AND RESERVES

A. Defined Benefit Plan

1. Membership Contributions

In accordance with Chapter 40, Act 5, Article 15, of the Illinois
MEMBER CONTRIBUTIONS

Compiled Statutes, members of the traditional benefit option con- Retirement

tribute 8% of their gross earnings, 6-1/2% of those are designated *:~
for retirement annuities, 1/2% for post-retirement increases, and 1%

.J)70

for survivor benefits. Police officers and fire fighters contribute 9
1/2% of earnings; the additional 1-1/2% is a normal retirement con
tribution. Members of the portable benefit option contribute 8% of

their gross earnings, 6-1/2% of those are designated for retirement

annuities, 1/2% for post-retirement increases, and 1% for enhanced

refund benefits. Police officers and fire fighters contribute 9-1/2%

of earnings; the additional 1-1/2% is a normal retirement contribu- Cost of Living

tion. These statutes assign the authority to establish and amend the Increases

contribution provisions of the plan to the State Legislature.
6.2%

Survivor
Benefits
12.5%

The member contributions are picked up by the employer and treat

ed as employer contributions for income tax purposes. Retirement

contributions are based on the gross earnings before the employer

pick-up and are included in earnings.

All contributions on pre-1981 earnings and service credit payments, plus future other public employment, prior service,

refund repayments, leave payments, military service payments, and the employee portion of Early Retirement Option

payments are considered as previously taxed, unless qualifying 401(a) funds a
re

rolled over to SURS to make these

purchases. Previously taxed contributions will be recovered tax-free when distributed to th
e

employee in the form o
f

benefits o
r payments o
r
to his o
r

her beneficiary a
s
a death and/or survivor benefit.
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2. Interest Credited on Member Contributions

For the traditional and portable benefit options, the interest rate credited is fixed by the Board of Trustees and is cur
rently 9-1/2%. As of September 1, 1999, the rate will be 10%. For purposes of lump sum refunds to former members,

the traditional benefit option offers an interest rate of 4-1/2%, compounded annually, and the portable benefit option

offers an interest rate equal to the credited rate, compounded annually.

3. Employer Contributions

On an annual basis, an actuarial valuation is performed in order to determine the amount of statutorily required contri

butions from the State of Illinois. An actuarial experience study is performed every 5 years to determine the assump

tions to be used in the annual valuation. The last actuarial experience study was performed during FY1997. To deter

mine the funding methodology, Public Act 88-0593 was passed by the Illinois General Assembly in 1994. This act,

which took effect on July 1, 1995, provides a 15-year phase-in to a 35-year plan that requires the state to make contin

uing appropriations to meet the normal actuarial-determined cost of the System, plus amortize the unfunded accrued

liability. Under this plan, the System is expected to be 90% funded by the year 2045.

4. Net Asset Accounts

The System maintains two reserve accounts that reflect the assignment of net assets to employee and benefit accounts:

a. The Employee Contribution Reserve records the pension assets contributed by each employee and the

interest income earned by those contributions.

b. The Benefits from Employee and Employer Contributions Reserve records the assets available for

annuities in force and available for future retirement, death and disability benefits, the undistributed

investment income, the unexpended administrative expense allocation, and the variations in actuarial

assumptions.

Balances in these reserves as of June 30, 1999 are as follows:

Employee contribution reserve $ 3,459,728,106

Benefits from employee and employer contributions reserve 7,301,998,124

Total Net Assets $10,761,726,230

5. Ownership of Greater than 5 Percent of Net Assets Available for Benefits

Other than U.S. Government and agency bond issues and treasury notes, there are no significant investments in any

one organization that represent 5% or more of net assets available for benefits.

6. Equity Transfer

For members of the defined benefit plan who chose to participate in the SMP, the transfer of the employee contribu

tions and interest is reported as an equity transfer from the defined benefit plan to the SMP

|

*

*

*

23
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B. Self-Managed Plan

1. Membership Contributions

In accordance with Chapter 40, Act 5, Article 15, of the Illinois Compiled Statutes, members contribute 8% of their
gross earnings. These statutes assign the authority to establish and amend the contribution provisions of the plan to the

State Legislature.

The member contributions are picked up by the employer and treated as employer contributions for income tax purpos

e
s.

Retirement contributions are based o
n

the gross earnings before the employer pick-up and are included in earnings.

All contributions o
n pre-1981 earnings and service credit payments, plus future eligible service credit purchase pay

ments are considered a
s previously taxed, unless qualifying 401(a) funds are rolled over to SURS to make these pur

chases. Previously taxed contributions will be recovered tax-free when distributed to the employee in the form o
f

bene

fits o
r

refunds o
r
to his o
r

her beneficiary a
s
a death and/or survivor benefit.

2
. Employer Contributions

In accordance with Chapter 40, Act 5
,

Article 15, o
f

the Illinois Compiled Statutes, employer contributions credited to

the SMP participant are at a rate o
f

7.6% o
f

the participant's gross earnings, less the amount retained b
y

SURS (current

ly 1%) to provide disability benefits to the participant. The amounts credited are paid into the participant's account.

The State o
f

Illinois shall make the employer contribution to SURS o
n

behalf o
f

the SMP participants.

3
. Net Asset Accounts

The SMP maintains two reserve accounts that reflect the assignment of assets to employee and disability benefit
aCCOuntS.

a
. The Employee Contribution Reserve records the pension assets contributed b
y

each employee and the

corresponding employer contribution, and the investment income earned b
y

those contributions.

b
. The Disability Benefits Reserve reflects the pension assets contributed b
y

the employer and held to fund member

disability benefits.

Balances in these reserves a
s o
f

June 30, 1999 are a
s

follows:

Employee contribution reserve $ 30,447,663

Disability benefits reserve 855,225

Total Net Assets $31,302.888

4
. Ownership o
f

Greater Than 5 Percent o
f

Net Assets Available for Benefits

There are n
o significant investments in any one organization that represent 5% o
r

more o
f

net assets available for benefits.
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|V. INVESTMENTS

Investments at June 30, 1999 are summarized below:

Category 1
Equity securities
Common stock

Preferred stock

Fixed income securities

Government securities

Corporate securities
Asset-backed securities

Mortgage-backed securities
Short-term investments

Commercial paper

Collective investment funds

Other

Category 3
Equity securities
Common stock

Fixed income securities

Government securities

Corporate securities
Asset-backed securities

Short-term investments

U.S. Treasury bills
Collective investment funds

Not Categorized
Fixed income

Financial futures and options

Short-term investments

U.S. Treasury bills and notes
Collective investment funds

Other

Real estate equity

Commingled funds

Self-managed plan mutual and variable annuity funds
Alternative investments

Limited partnerships

Securities lending

Investments held by Master Trustee under securities loans

Securities lending short-term collateral investment pool

Reconciliation to Combining Statement of Plan Net Assets
Cash and short-term investments

Total investments

Securities lending collateral

Carrying Value

1999

$ 3,358,847,716

60,313,551

776,821,486

687,467,494

221,558,874

120,708,804

11,945,576

1,609.995

25,002,596

$ 5,264,276,092

$ 1,520,519

330,190

14,121,940

1,314,784

5.991,376

5,533,822

$ 28,812,631

$ (355,110)

11,944,320

133,823,636

4,878,593

59,883,071

3,931,416,825

29,438,232

958,016,223

631,976,066

651,738,947

$ 11,705,849,526

$ 319,260,567

10,734.850,012

651,738,947

$ 11,705,849,526
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The investments have been categorized to give an indication of the level of custodial credit risk assumed by the System at

June 30, 1999. Investments held by the Master Trustee, as an agent, in the System's name are Category 1. Investments may

also be categorized as Category 2, which includes uninsured and unregistered investments for which the securities are held
by the counterparty's trust department or agent in the System's name; and Category 3, which is defined as uninsured and
unregistered investments for which the securities are held by the counterparty in the System's name or held by the counter
party's trust department or agent but not in the System's name. As of June 30, 1999, the System had $5.264,276,092 in
Category 1, no assets classified as Category 2, and $28,812,631 in securities that are classified as Category 3. The remain
ing assets are not subject to custodial credit risk categorization.

Derivative Securities

The System invests in derivative securities. A derivative security is an investment whose payoff depends upon the value of
other assets such as commodity prices, bond and stock prices, or a market index. The System's investments in derivatives

are not leveraged. In the case of an obligation to purchase (long a financial future or a call option), the full value of the
obligation is held in cash or cash equivalents. For obligations to sell (short a financial future or a put option), the reference

security is held in the portfolio. Derivative transactions involve, to varying degrees, credit risk and market risk. Credit risk

is the possibility that a loss may occur because a party to a transaction fails to perform according to terms. Market risk is

the possibility that a change in interest or currency rates will cause the value of a financial instrument to decrease or

become more costly to settle. The market risk associated with derivatives, the prices of which are constantly fluctuating, is

regulated by imposing strict limits as to the types, amounts, and degree of risk that investment managers may undertake.

These limits are approved by the Board of Trustees and senior management, and the risk positions of the investment

managers are reviewed on a periodic basis to monitor compliance with the limits. During the year, SURS' derivative
investments included foreign currency forward contracts, collateralized mortgage obligations (CMOs), options, and futures.

Foreign currency forward contracts are used to hedge against the currency risk in SURS’ foreign stock and fixed income

security portfolios. A foreign currency forward contract is an agreement to buy or sell a specific amount of a foreign cur
rency at a specified delivery or maturity date for an agreed-upon price. Fluctuations in the market value of foreign currency

forward contracts are marked to market on a daily basis. Foreign currency forward contracts represent an off-balance sheet

obligation as there are no balance sheet assets or liabilities associated with those contracts.

SURS fixed income managers invest in CMOs to improve the yield or adjust the duration of the fixed income portfolio.

As of June 30, 1999, the carrying value of the System's CMO holdings totaled $120,708,804.

SURS investment managers use financial futures to replicate an underlying security they wish to hold (sell) in the portfolio.

In certain instances, it may be beneficial to own a futures contract rather than the underlying security (arbitrage).

Additionally, SURS investment managers use futures contracts to improve the yield or adjust the duration of the fixed

income portfolio. A financial future contract is an agreement to buy or sell a specific amount at a specified delivery or
maturity date for an agreed-upon price. As the market value of the futures contract varies from the original contract price,

a gain or loss is recognized and paid to or received from the clearinghouse. Financial futures represent an off-balance sheet

obligation as there are no balance sheet assets or liabilities associated with those contracts. The cash or securities to fulfill

these obligations are held in the investment portfolio.

SURS investment managers use options in an attempt to add value to the portfolio (collect premiums) or protect (hedge) a

position in the portfolio. Financial options are an agreement that gives one party the right, but not the obligation, to buy or

sell a specific amount of an asset for a specified price, called the strike price, on or before a specified expiration date.

As a writer of financial options, the System receives a premium at the outset of the agreement and bears the risk of an

unfavorable change in the price of the financial instrument underlying the option. As a purchaser of financial options, the

System pays a premium at the outset of the agreement and the counterparty bears the risk of an unfavorable change in the

price of the financial instrument underlying the option.
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#
The following table presents the derivative positions held by SURS as of June 30, 1999:

Derivative Contracts Outstanding

1999

Number of Contractual Carrying

Contracts Principal” Value

Domestic Interest Rate Products

Fixed income futures purchased 2,892 $289,200,000 $ -
Fixed income futures sold 246 24,600,000 -
Fixed income purchased put options 467 46,700,000 (346,188)

Fixed income written call options 457 45,700,000 (8,922)

International Interest Rate Products

International fixed income futures purchased 758 758,000,000 -
International fixed income purchased put options 30 30,000,000 (1)

Foreign Currency Products

Forward foreign currency purchases
- – 228,682.276

Forward foreign currency sales
- – (223,803,683)

*The contractual principal amounts listed above represent the market value of the underlying assets the derivative contracts con
trol. Contractual principal amounts are often used to express the volume of the transactions but do not reflect the extent to which
positions may offset one another. These amounts do not represent the much smaller amounts potentially subject to risk.

Contractual principal values do not represent actual balance sheet values.

Securities Lending

SURS Board of Trustees policies permit the System to lend its securities to broker-dealers and other entities with a

simultaneous agreement to return the collateral for the same securities in the future. The Northern Trust Company, the
System's custodian, lends securities o

f

the type o
n

loan a
t year end for collateral in the form o
f cash, irrevocable letters o
f

credit o
r

other securities o
f

102 percent, and international securities for collateral o
f

105 percent. Securities lent a
t year end

for cash collateral are presented as unclassified in the preceding schedule o
f

custodial credit risk; securities lent for

securities collateral are also presented a
s uncategorized in the preceding schedule. A
t

year end, the System has

n
o

credit risk exposure to borrowers because the amount the System owes to the borrowers exceeds the amounts the borrowers

owe to the System. The contract with the System's custodian requires it to indemnify the System if the borrowers fail to return
the securities (and if the collateral is inadequate to replace the securities lent) or fail to pay the System for income distributions

b
y

the securities issuers while the securities are out o
n

loan.
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All securities loans can be terminated on demand by either the System or the borrower, although the average term of the
loans is 29 days. Cash collateral is invested in the lending agent's short-term investment pool, which at year end has a

weighted average maturity of 30 days. The relationship between the maturities of the investment pool and the System's

loans is affected by the maturities of the securities loans made by other entities that use the agent's pool, which the System

cannot determine. The System cannot pledge or sell collateral securities received unless the borrower defaults.

Loans outstanding as of June 30, 1999 ($ millions)

Market value of securities loaned $632.0

Market value of collateral received from borrowers $651.7

Self-Managed Plan

The SMP participants have the ability to invest their account balances in 40 mutual and variable annuity funds. These funds
are offered by three providers, Aetna Retirement Services, ICMA Retirement Corporation, and Teachers Insurance and
Annuity Association College Retirement Equities Fund (TIAA CREF). As of June 30, 1999, the SMP had assets of
$29,438,232. A detailed schedule (unaudited) of the funds and balances at June 30, 1999 is located in the Investment
Section.

V. PROPERTY AND EQUIPMENT

Property and equipment and the related accumulated depreciation and amortization at June 30, 1999 are summarized below:

Land $ 528,901

Office building 6,308,764

Information system equipment and software 16,294,553

Furniture and fixtures 1926.065

25,058,283

Less accumulated depreciation and amortization (9,153,490)

Net property and equipment $ 15,904,793

VI. BONDS AND INTEREST PAYABLE

Special Revenue Bonds, Series 1990, Capital Appreciation Bonds (the Bonds), in the principal amount of $10 million,

which will mature October 1, 2001, 2003, and 2005, with interest rates ranging from 7.25% to 7.45%, were issued
November 15, 1990.

The Bonds are special revenue obligations of the Board of Trustees of the State Universities Retirement System of Illinois
issued pursuant to Section 5/15-167.2 of Chapter 40, Act 5, of the Illinois Compiled Statutes, as amended, and a Resolution

of the Board. The Bonds are payable solely from and secured by a pledge of and first lien on the net revenues derived from

investments of the System. The Bonds are not payable from any employee or employer contributions to the System derived

from appropriations from the State of Illinois nor do they constitute obligations or indebtedness of the State of Illinois or of
any municipal corporation or other body politic and corporate of the State (other than the Board), and the owners thereof

shall never have the right to demand payment of the Bonds or interest thereon out of any funds other than the revenues and

income of the System pledged for payment thereof. The Bonds are not subject to redemption prior to maturity. Regularly

scheduled payments on the Bonds are insured under a financial guaranty insurance policy issued by Municipal Bond

Investors Assurance Corporation.

Bonds payable and related accrued interest at June 30, 1999 are summarized below:

Bonds Payable $9,999,751

Accrued Interest 8,654,616

$18,654,367
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The annual requirements to amortize the Bonds outstanding as of June 30, 1999, including interest payments of
$15,825,249, are as follows:

Maturity Yield to

October 1 Maturity Principal Interest Total

2001 7.25% $ 2.684,451 $ 3,140,549 $ 5,825,000

2003 7.35% 3,947,300 6,052,700 10,000,000

2005 7.45% 3,368,000 6,632,000 10,000,000

$ 9,999,751 $ 15,825,249 $ 25,825,000

VII. COMPENSATED ABSENCES AND POSTEMPLOYMENT BENEFITS

The System is obligated to pay employees at termination for unused vacation and sick time. The maximum time for which

any individual may be paid is 448 hours of vacation and one-half of unused sick time earned between January 1, 1984 and

December 31, 1997. No sick time earned after December 31, 1997 will be compensable at termination. At June 30, 1999,

the System had a liability of $666,554 for compensated absences. The annual increase or decrease in liability is reflected in

the financial statements as an increase or decrease in salary expense.

In addition to providing pension benefits, the State of Illinois provides certain health, dental, and life insurance benefits to
annuitants who are former State employees. This includes annuitants of the State Universities Retirement System. Most
State employees, including the System's employees, may become eligible for postemployment benefits if they eventually

become annuitants. Health and dental benefits include basic benefits for annuitants under the State's self-insurance plan

currently in force. Life insurance benefits for annuitants under age 60 are equal to their annual salary at the time of retire

ment; for annuitants age 60 or older, life insurance benefits are limited to $5,000 per annuitant.

Currently, the State does not segregate payments made to annuitants from those made to current employees for health, den

tal, and life insurance benefits. The cost of health, dental, and life insurance benefits is recognized on a pay-as-you-go basis.

WIll. INSURANCE COVERAGE

The System is exposed to various risk of loss related to torts; theft of damage to
,

and destruction o
f assets; errors and

omission; injuries to employees; and natural disasters. The System has minimized the risk o
f

loss through private insurance

carriers for commercial, business owners, and automobile policies. The deductible for this insurance coverage ranges from

$250 to $500 per occurrence. The System has not experienced a material fluctuation between insurance claims filed and paid

in the past two years.

IX. PENDING LITIGATION

The System is a defendant in a possible class-action suit involving the application o
f employer contributions relating to the

calculation o
f early retirement benefits. The trial court initially dismissed the case filed b
y
a member. The appellate court

reversed and reinstated the case and the Illinois Supreme Court has refused to hear the System's appeal. The case has been

remanded to the trial court for further proceedings, where the plaintiff is undertaking discovery. The System and its legal

counsel are unable to predict the outcome o
r

the ultimate impact o
f

this case. No provisions for liabilities, if any, that may

result from this case has been made in the accompanying financial statements. The System is also involved in other legal and

administrative proceedings with respect to benefit claims in the normal course o
f

business operations. Although unable to

predict the outcome o
f

these matters, the System believes that the final outcome o
f

these actions will not have a material

adverse effect o
n

the results o
f operation o
r

the financial position o
f

the System.
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DEFINED BENEFIT PLAN

SCHEDULE OF FUNDING STATUS ($ MILLIONS)

Accrued Unfunded

Fiscal Actuarial Accrued Actuarial Funding UAAL as %
Year Assets Liabilities Liabilities Ratio Payroll of Payroll

1996 6,959.8 10,155.0 3,195.2 68.5% 2,330.0 137.1%

1997 8,376.3 10,552.2 2,175.9 79.4% 2,298.0 94.7%

1998 9,792.0 11,416.1 1,624.1 85.8% 2,377.6 68.3%

1999 10,761.7 12,617.5 1,855.8 85.3% 2,411.1 77.0%

SCHEDULE OF EMPLOYER CONTRIBUTIONS ($ MILLIONs)

Fiscal Member Net ER/State Actual ER/State State Contributions Total Contributions

Year Total ARC* Contributions ARC Contribution as % of Net ARC as % of Total ARC
1996 787.1 1970 590.1 147.4 25.0% 43.8%

1997 634.8 202.2 432.6 182.0 42.1% 60.5%

1998 512.1 221.7 290.4 227.7 78.4% 87.8%

1999 509.2 213.0 296.2 237.9 80.3% 88.6%

* Annual Required Contribution as defined in GASB Statement No. 25, “Financial Reporting for Defined
Benefit Pension Plans and Note Disclosures for Defined Contribution Plans.”

NOTES TO TREND DATA

Valuation date June 30, 1999

Actuarial cost method Projected unit credit

Amortization method Level percent of payroll

Remaining amortization period 36 years, open

Asset valuation method Market value

Actuarial assumptions:

Investment rate of return 8.5%

Projected salary increases” 5.5%

Postretirement benefits 3.0%

* Includes inflation at cost-of-living adjustments
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YEAR 2000 READINESS DISCLOSURE (UNAUDITED)

The State Universities Retirement System has been actively working on the Year 2000 issue since 1993. A Y2K Steering

Committee was formed and has submitted quarterly status reports to the SURS Board of Trustees. Below is a condensed

version regarding the status of SURS efforts to prepare for the transition to the Year 2000:

Critical Computer Systems—Three computer systems were identified that are critical to the operation of SURS. The

Membership and Claims systems are Year 2000 compliant and have been in production since December 1995. They have

been through year rollovers in each of the last four years, and since they were developed with four digit years, the pro

grams should not be any more sensitive to the Year 2000 rollover than they were to the previous ones. Additionally, these

two systems have been fully and successfully tested for specific year 2000 compliance. The third critical system called

Pay Benefits will be implemented prior to January, 2000. This system was also developed with four digit years, and specif

ic Year 2000 date testing has taken place in the normal test cycles.

These three critical systems were developed to improve functionality, reduce maintenance costs, and enable SURS to

migrate to an updated hardware platform, as well as to ensure compliance with Year 2000 processing needs. The total cost

to design and program these systems over the past five years is approximately $10 million.

In addition to the host computer applications, a
ll

user desktops and most servers have been upgraded to Y2K compliant

hardware and software. The remaining server upgrades will be completed prior to January, 2000.

Computer System Interdependencies – Data is exchanged with several entities, including vendors, employers, and recip
rocal systems. A Business Partner Tracking Report and a separate listing of employing agencies has been developed to

track Year 2000 compliance. In some cases, SURS will use a windowing technique to derive a four digit year when pro

cessing incoming payroll tapes which use two digit years.

Embedded Systems - The building controls, including the HVAC and Security systems, will be upgraded b
y

the vendor

before January, 2000. The telephone equipment is year 2000 compliant at this time. No other identified embedded systems

have been deemed critical.

Contingency Plans - Contingency plans have been developed from a list o
f applications/functions and processes that were

identified in the original disaster recovery plan. These processes have been listed in a separate tracking worksheet that

identifies a priority, responsible person and a short contingency statement. Specific entities not covered in this list o
f appli

cations/functions are listed in the Business Partner Tracking report and in an Information Systems Specific Y2K Readiness
Document.

Management cannot assure that SURS is or will be year 2000 ready, that SURS' remediation efforts will be successful in
whole o

r
in part, or that the parties with whom SURS does business will be year 2000 ready.
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DEFINED BENEFIT PLAN

SUMMARY SCHEDULE OF ADMINISTRATIVE EXPENSES

FOR THE YEARS ENDED JUNE 30, 1999 AND 1998

1999 1998

Personnel services

Salary and wages $ 4,026,521 $ 3,137,123

Retirement contributions 377,009 285,085

Insurance 457,787 355,347

4,861,317 3,777.555

Professional services

Computer services 902,758 1,066.438

Medical consultation 820 1,606

Technical and actuarial 226,175 357,201

Legal services 434,059 229.656

1,563,812 1,654,901

Communications

Postage 458,952 468,936

Printing and copying 332,474 405,970

Telephone 136,304 116,792

927,730 991,698

Other services

Equipment repairs, rental, and maintenance 129,415 231,418

Building operations and maintenance 175,111 176,174

Surety bonds and insurance 26,747 27,094

Memberships and subscriptions 33,766 20,352

Transportation and travel 160,644 123,702

Education 1,580 20,747

Supplies 97.269 55,768

624,532 655,255

Self-managed plan administration
Technical and actuarial 424,012 503,246

Legal services 21,603 40,372

Postage 98,074 142,253

Printing 97.039 372,727

640,728 1,058,598

Depreciation and amortization 1,373,103 1,290,287

Total administrative expenses $9,991.222 $ 9,428,294



SU P P 0 R T | N G S C H E D U L E S

DEFINED BENEFIT PLAN

SUMMARY SCHEDULE OF CONSULTANT PAYMENTS

FOR THE YEARS ENDED JUNE 30, 1999 AND 1998

1999 1998

Defined Benefit Plan
Technical and actuarial services

Bank One, Illinois, NA $ 16,730 $ 13,816

Coe Truman Technologies, Inc. 13,645 9,591

Deloitte & Touche, LLP 11,750 135,108

James Dulebohn 36,609 10,435

Gabriel, Roeder, Smith & Co. 75,325 100,500

KPMG Peat Marwick, LLP 1,400 4,800

Sorling, Northrup, Hanna, Cullen & Cochran, Ltd. 30,212 33,208

The Northern Trust 19,187 34,436

University of Illinois Printing Services 11,295 8,240

Bonnie Woolard 10,022 7,067

226,175 357,201

Legal services

Internal Revenue Service-Private Letter Ruling Fee 9,100 -
Mayer, Brown & Platt 404,238 189,262

Skadden, Arps, Slate, Meagher & Flom 6,182 5,185

Thomas, Mamer & Haughey 14,539 35,209

434,059 229,656

Self-Managed Plan
Technical and actuarial services

Aetna 41,244 -
Benefit Planning Consultants, Inc. 16,549 29,000

Deloitte & Touche, LLP 130,078 474,246

Ennis & Knupp, Investment Consulting 75,000 -
ICMA Retirement Corporation 161,141 -

424,012 503,246

Legal services
Mayer, Brown & Platt 21,603 40,372

Total consultant payments $1,105,849 $1,130,475
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DEFINED BENEFIT PLAN

SUMMARY SCHEDULE OF INVESTMENT FEES, COMMISSIONS, AND ADMINISTRATIVE EXPENSES

FOR THE YEARS ENDED JUNE 30, 1999 AND 1998

1999 1998

Master Trustee & Custodian

The Northern Trust Company $ 125,000 $ 125,000

Investment Manager Firm
American Express Asset Management 1,284,535 1,234,770

Barclays Global Investors 1,399,050 1,848,457

Blackrock Financial Management 532,163 534,731

Brinson Partners, Inc. 1,734,797 1,468,765

Fayez Sarofim and Company 1,425,703 1,238,506

Global Asset Management 698,503 -
Lend Lease 222,516 442,603

Martin Currie, Inc. 1,451,751 686,975

Northern Trust Global Advisors 495,334 452,458

Pacific Investment Management Company 2,168,909 1,865,192

Progress Investment Management Company 641,149 595,497

Rosenberg Real Estate Equity Fund 635,306 951,374

Scudder Kemper - 28,608

Smith Barney Capital Management 504,432 503,215

Standish, Ayer & Wood, Inc. 68,817 554,609

The Chicago Trust Company 192,516 115,083

13,455,481 12,520,843

Investment Consultant, Measurement, & Counsel
Ennis, Knupp and Associates, Inc. 236,285 246,495

Mayer, Brown & Platt 11,551 -
Thomas, Mamer & Haughey - 410

13,828,317 12,892,748

Investment Administrative Expenses
Personnel and Research Assistants 335,503 312,420

Resources, Board, and Travel 40,626 39,692

Performance Measurement and Database 44,973 21,075

421,102 373,187

Total investment expenses $14,249,419 $13,265,935
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BENEFIT PLAN

SUMMARY SCHEDULE OF CASH RECEIPTS AND DISBURSEMENTS

FOR THE YEAR ENDED JUNE 30, 1999 ($ MILLIONS)

==
g* -
*
*

Beginning Cash and $ 460.3 ~
Short-Term Investments Balance 2
Receipts |

Member contributions $ 220.6 " *

|

Employer contributions 237.9 *
Investment income 201.2

Investments redeemed 12,232.5

Total Receipts $ 12,892.2 .• i

Disbursements

Benefit payments $ 525.3

Administrative expenses 8.8

Investment expenses 12.8 […[.

Refunds 14.6 #

Equity transfer 31.3 #
Fixed assets purchased 2.9 =

Investments purchased 12,437.6 #

-

Total Disbursements $ 13,033.3
Ú/OC.

Ending Cash and $ 319.2

Short-Term Investments Balance
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To the Board of Trustees and the Executive Director: –
| |

The Northern Trust Company as Master Trustee has provided annual Statements of Account for := |

the State Universities Retirement System of Illinois Trust (“Trust”) which provide a complete and - 1

accurate reflection of The Northern Trust Company’s record of the investments, receipts,
disbursements, purchases and sales of securities and other transactions pertinent to the Trust for s

the period July 1, 1998 through June 30, 1999.

In addition to the custody of assets, pursuant to and in accordance with the terms of the
agreement establishing the Trust, The Northern Trust Company provided and continues to
provide the following services as Master Trustee:

1. Receive and hold all amounts paid to the Trust Fund by the Board of Trustees.
2. Accept and deliver securities in connection with investment transactions in accordance

with the instructions of appointed Investment Managers. 30
3. Collect dividends and registered interest payments.
4. Collect matured or called securities and coupons to the extent provided in the operating

I
-

guidelines of The Northern Trust Company in effect from time to time.
#:

5. Lend Securities pursuant to a Securities Lending Agreement entered into by and between

the Board of Trustees and The Northern Trust Company.
6. Begin, maintain or defend any litigation necessary in connection with the investment,

reinvestment of the Trust Fund and the administration of the Trust.
7. Invest cash balances held from time to time in the individual investment management as

accounts in short term-cash equivalent securities.
8. Exercise rights of ownership with respect to securities held in the trust fund, including

but not limited to, proxy voting in accordance with the instructions of appointed

Investment Managers; respond to stock subscriptions, conversion rights, and other capital

changes pursuant to procedures set forth in the operating guidelines of The Northern
Trust Company in effect from time to time.

9. Hold securities in the name of the Trust or nominee form or other means as provided in
the agreement establishing the Trust.

|0. Use the Federal Book Entry Account System for deposit of Treasury securities, and
clearing corporations as defined in Article 8 of the Illinois Uniform Commercial Code for
the deposit of other securities.

| 1. Employ agents with the consent of the Board of Trustees to the extent provided in the |

agreement establishing the Trust.
12. Provide disbursement services.

|

13. Provide security fail float income to the extent provided in the operating guidelines of
The Northern Trust Company in effect from time to time.

THE NORTHERN TRUST COMPANY

Northern Trust



L ET T E R O F T R A N S M | T TAL

|

R.E.M.<\ ** 4,

< *.J”

S:U R :S State Universities Retirement System of Illinois
S Serving Illinois Community Colleges and Universities 1901Fox Drive • Champaign, IL61820

*. £ 1-800-ASKSURS • (217)378-8800 (C-U)

..
.

s.sv' (217)378-9800(FAX)

InvestmentDepartment

September 1
,

1999

Board of Trustees and Executive Director

State Universities Retirement System

1901 Fox Drive

Champaign, Illinois 61820

It is a privilege for us to present this year's investment section o
f

the State Universities Retirement System o
f

Illinois

(SURS) Comprehensive Annual Financial Report. A few o
f

the highlights from the recently completed fiscal year are

noted below.

• SURS' assets as o
f

June 30, 1999 exceed $10 billion, making the System one o
f

the 100 largest defined benefit pen

sion plans in the United States. The System's assets grew nearly $1 billion during the past 12 months, with the fund

earning a return o
f

11.5% net o
f expenses.

• During the past three years, the total market value o
f

SURS' assets has grown from $6.9 billion to $10.8 billion, an

increase o
f

more than $3.8 billion, o
r
a compounded average annual rate o
f

return exceeding 16.8%.

• Investment management expenses, a
s
a percent o
f assets, paid b
y

the System declined nearly 7% during the past

twelve months. This continues the trend o
f

decreasing investment management fees that began in fiscal year 1993.

Over the past six fiscal years, investment management fees have declined 35%.

It is always easy to point out the areas in which the investment program has done well. It is harder to discuss the areas in

which the program has fallen short. During the recently completed fiscal year, SURS' total return trailed it
s

market goal

o
r policy portfolio as well as the median public pension fund return. The underperformance o
f

the total fund can b
e attrib

uted to the equity portfolios, both the domestic and international portfolios. In each o
f

the portfolios, a majority o
f

the

underperformance was caused b
y

one o
f

the individual investment portfolios.

The longer-term results o
f

this investment program are quite a different story. For both the five- and ten-year periods

ending June 30, 1999, the total fund return exceeds both the market goal as well as the median public pension fund return.

Measures have been taken to address the recent underperformance, which should result in above-benchmark returns during

the coming fiscal year.
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The end of fiscal year 1999 also marks the first full year of the new Self-Managed Plan (SMP). As of June 30, 1999, the

SMP had nearly $30 million in assets, a significant increase from the $1.6 million as of the end of fiscal year 1998. SMP
participants, as a group, have allocated assets to each of the available investment options. There were no changes to the

vendors or the investment options within this plan during the year. A new investment option, the CREF Inflation Linked
Bond Account will be available for investment by SMP participants beginning July 1, 2000. This will bring the total num
ber of investment options to 41. A complete listing of the investment options and plan-wide balances can be found in the
supporting schedules located in the Investment Section.

A challenge that will face us during the upcoming fiscal year is the Year 2000 or Y2K Issue. SURS has taken appropriate

measures to ensure that the System's investment managers, custody bank, and other vendors are fully compliant. The

measures we have taken include surveying vendor compliance, reviewing regulatory filings, and discussing the issue dur
ing the annual vendor review. Additional information on SURSY2K endeavors can be found in the Required
Supplementary Information located in the Financial Section of this report.

Other challenges, issues, or changes will undoubtedly occur during fiscal year 2000. We will strive to meet these head on

and deal with them keeping in mind the interests of plan participants, annuitants, and beneficiaries.

Until next year,

2
- - - - - -

'A - /£ or-- - - - - Q
Kenneth E. Codlin John R. Krimmel, CPA

Chief Investment Officer Associate Investment Officer

--

=
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The SURS Board of Trustees is charged with the responsibility of investing the assets entrusted to them solely for the ben
efit of the System's participants and beneficiaries. The Trustees, in carrying out their responsibilities, adhere to applicable

Illinois Statutes, and the Prudent Person Rule which states that the Trustees must “act as a prudent man or woman would

be expected to act, with discretion and intelligence, to seek reasonable income, preserve capital, and, in general, avoid

speculative investments.” In carrying out their fiduciary duties, the Trustees have set forth clearly defined investment poli

cy, objectives, and strategies.

INVESTMENT POLICY

During fiscal year 1999, SURS made several changes to its

investment policy. The net result was an increase in non

U.S. equities (+2.5%) and a reduction in U.S. equities (

1.5%) and real estate (-1.0%). Additionally, private equities

(which account for 2% o
f

the total fund) were split out o
f

the U.S. equity allocation total. A
s
o
f

June 30, 1999,

SURS' investment policy is to invest 47% o
f

the total fund

in U.S. equities, 20% in non-U.S. equities, 2% in private

equities, 30% in fixed income, and 1% in real estate. The

graph titled Asset Allocation History details the various

investment policy changes during the past 1
0 years.

INVESTMENT OBJECTIVES

The investment objective o
f

the total portfolio is to produce

annualized investment returns, net o
f
a
ll management fees,

which exceed the return o
f
a composite market benchmark

o
r policy portfolio. The policy portfolio is comprised o
f

market indices, which are consistent with the overall invest

ment policy. The policy portfolio has been continually

updated to reflect a passive implementation o
f

the invest

ment policy. The current policy portfolio is comprised o
f

47% o
f

the Wilshire 5000 Stock Index, 20% o
f

the Morgan

Stanley All Country World Ex-US Index, 2% of the
Wilshire 5000 Stock Index plus 5%, 30% o

f

the Lehman

Brothers Aggregate Bond Index, and 1% o
f

the Ennis,

Knupp & Associates Real Estate (EK&A) Index.

Comparisons o
f

total fund performance are also made with

a universe o
f public pension funds implementing generally

comparable investment policies. The public pension fund

index used for comparative purposes is the EK&A Public
Funds Index.

ASSET ALLOCATIONHISTORY

% o
f

Total Fund
100

80 - Real Estate
Private Equities

U.S. Fixed Income

60 __ –

POLICYPORTFOLIO a
s
o
f JUNE30, 1999

Wilshire 5000

~~ Stock Index
47.0%

-EK&A Real
Estate IndexMsAWCounty-

World Ex-U.S. 1.0%

Stock Index 20.0%

Wilshire 5000
LB Aggregate

Stock Index +5% Bond Index
2.0% 30.0%
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INVESTMENT STRATEGIES *POLICYws." ACTUAL

ASSET ALLOCATION 60 -

The investment policy of SURS provides an efficient alloca
tion of assets to achieve overall risk and return objectives.

Periodically, asset allocation studies are conducted and the

results of these studies guide the setting of investment policy.

An asset allocation study was completed during fiscal year

1999 and implemented accordingly.

Percentage

DIVERSIFICATION A
SURS invests in different types of assets and uses multiple U.S. Non-U.S. Fixed Real Private

Equities Equities Income Estate Equities
investment managers as a method to ensure overall fund

diversification. As of June 30, 1999, the System had retained

the services of 13 investment management firms, several of

which manage multiple portfolios. Each investment manage

ment firm is afforded full discretion to diversify it
s

portfolio(s) in a manner it deems appropriate. The Trustees

have created guidelines to direct the investment managers in

their execution o
f

the overall investment policy. The guide

lines are specific to the type o
f

portfolio managed.

REBALANCING

Proper implementation o
f

the investment policy requires that

a periodic adjustment, o
r rebalancing, o
f

assets b
e

made to

ensure conformance with policy target levels. Such rebalanc

ing is necessary to reflect sizable cash flows and performance

imbalances among asset classes and investment managers.

The fund required rebalancing once during fiscal year 1999,

a
s U.S. equities rose above their target allocation. A
t

year end,

the 71% o
f

the fund invested in equity securities was slightly

above the 69% target. Bonds, at 28%, were slightly below the

30% target. Real estate was right on target at 1% o
f

the total

fund assets.

|

-

#
s
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LONG-TERM INVESTMENT RESULTS TOTAL FUNDGROWTHOF$1,000

The 10 years ended June 30, 1999 provided returns that, $3,500

by historical measures, were exceptional. SURS' total

portfolio earned an annualized total return, net of a
ll

investment management expenses, o
f

12.4%. A
s

shown in

the investment results table, SURS' total fund return

remains ahead o
f
it
s

market goal (policy portfolio) for the
$2,500

5
-,

and 10-year periods. SURS' total fund return exceeds

the median return for public pension funds (public funds $2,000

index) for the 3
-, 5-, and 10-year periods.

- - SURS Total Fund $3,139
$3,105
S2,888

$3,000 - – Policy Portfolio
--- Public Funds Index

- - $1,500

This consistent long-term above-benchmark performance

is best illustrated b
y

the growth o
f $1,000 invested in

SURS total fund, the policy portfolio, and median public

funds index during the past 1
0 years. The ending points

indicate that $1,000 invested in SURS' total fund would
89 : s : : : : : : : :

have grown to $3,139, while the same $1,000 invested in
the policy portfolio and median public funds index would

have grown to $2,888 and $3,105, respectively.

$1,000

FISCAL YEAR 1999 RESULTS

For the fiscal year ended June 30, 1999, SURS' total fund

returned 11.5% (net o
f
a
ll

investment management fees),

falling short o
f

the market goal, o
r policy portfolio by 1.5%.

SURS' one-year return also underperformed the median pub

lic pension fund return, as measured b
y

the Ennis, Knupp &

Associates Public Pension Funds Index, b
y

0.6%. The below

policy portfolio return was due primarily to the underperfor

mance o
f

SURS U.S. and non-U.S. stock portfolio returns.

This underperformance was partially offset b
y
a slight over

weighting to the U.S. stock market, the best performing asset

class, a
s well as better than market performance from the pri

vate equity and real estate portfolios.
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INVESTMENT RETURNS -
Fiscal Year Ended June 30 Annualized –a

1995 1996 1997 1998 1999 3yrs 5 yrs 10 yrs –
Total Fund

SURS 16.5% 18.3% 21.4% 17.8% 11.5% 16.8% 17.1% 12.4% :
Policy Portfolio 15.3 17.0 20.2 18.2 13.0 17.1 16.7 11.4

Public Retirement Funds Index 15.7 14.0 18.2 17.7 12.1 15.6 15.5 11.9

CPI 3.0 2.7 2.3 1.7 2.0 2.0 2.3 3.0

U.S. Common Stock Returns

SURS 25.6 26.9 30.1 26.9 17.0 24.5 25.1 17.1

Wilshire 5000 24.7 26.2 29.3 28.9 19.6 25.8 25.7 18.2

Foreign Stock Returns

SURS (1.9) 23.0 17.3 3.3 77 9.2 9.4 4.2

Performance Benchmark (2.9) 21.8 17.3 2.3 9.2 9.0 8.9 4.1

Private Equity

SURS 13.8 55.2 23.9 30.7 43.0 32.6 33.6 28.8

Wilshire 5000 + 5% 18.2 37.2 20.5 52.7 18.1 29.5 28.6 25.6

Bond Returns

SURS 12.6 6.6 9.4 10.6 3.4 7.8 8.4 8.7

Lehman Brothers

Aggregate Bond Index 12.6 5.0 8.2 10.5 3.1 7.2 7.8 8.2

Real Estate Returns

SURS 8.6 6.4 11.2 16.6 12.3 13.4 11.0 2.5

Ennis, Knupp & Associates
|

Real Estate Index 3.7 6.1 11.5 17.0 11.4 13.3 9.9 1.8

Return calculations were prepared using a time-weighted rate of return methodology in accordance with the performance

presentation standards of the Association for Investment Management and Research (AIMR). ".
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U.S. EQUITIES

For the fiscal year 1999, SURS U.S. equity portfolio returned 17.0%, underperforming it
s benchmark, the Wilshire 5000

Index, b
y

2.6%. This marks the second consecutive year in which SURSU.S. equity portfolio has underperformed it
s

market goal. The below-market performance o
f

the portfolio was due primarily to the actively managed components.

The broad U.S. equity market, however, continued to post significant gains during fiscal year 1999. A
s

the following table

indicates, these robust returns for the broad market were not realized b
y

a
ll

sectors o
f

the U.S. equity market. Small caps

continued to lag their large capitalization counterparts. Within the same size (market capitalization) segment o
f

the

market, the returns from growth stocks continued to dominate the value counterparts. This is the fifth continuous year

(July 1–June 30) where the returns from large cap stocks have dominated those o
f

small cap stocks. The growth versus

value trend has also been present in larger companies; however, this does not hold true in smaller companies.

The SURS U.S. equity portfolio is b
y

design both size and style neutral relative to the Wilshire 5000 Index. This should

lead to market-like performance over longer periods o
f

time. However, the disappointing results over the past two fiscal

years has widened the gap in returns between SURS U.S. stock portfolio and the market. Steps have been taken, both

within the active and passive components o
f

the U.S. stock portfolio, which over time should yield positive results relative

to the portfolio's market goal.

FY 99 3 y
r.

5 y
r.

1
0 y
r.

SURS 17.0% 24.5% 25.1% 17.1%

Wilshire 5000 19.6 25.8 25.7 18.2

Wilshire Large 750 22.4 28.7 27.6 19.0

Wilshire Large Growth 29.7 33.4 32.2 21.0

Wilshire Large Value 9.0 21.2 22.1 16.4

Wilshire Small 1750 2.7 13.0 17.0 14.5

Wilshire Small Growth (2.0) 6.3 15.4 12.9

Wilshire Small Value (8.1) 11.4 13.7 15.0

U.S.EQUITYPORTFOLIOGROWTHOF$1,000

$6,000 T

The accompanying
chart
indicates

the growth o
f $1,000
invested "f— sunsus Equin Pontolo :

in the U.S. equity market during the past 10 years. The ending - Wilshire5000Stock Index
points indicate that $1,000 invested in SURS U.S. equity portfo- $4,000

lio would have grown to $4,814 (net investment management

expenses), while the same $1,000 invested in the Wilshire 5000 $3,000

Index would have grown to $5,067.

$2,000

$1,000

I l l l I I I l I l

89 90 9
1

92 93 94 95 96 97 98 99

TEN LARGEST U.S. EQUITY HOLDINGS (excludes commingled funds) Shares Carrying Value

GENERAL ELECTRIC CO 1,068,948 $ 120,791,124

MICROSOFT CORP 846,900 76,379,794

COCA COLACO 1,085,200 67,282,400

MERCK & COINC 880,400 64.819,450

INTEL CORP 955,000 56,822,500

PFIZER INC 498,200 54,303,800

CITIGROUP INC 1,047,600 49,761,000

WAL-MART STORES INC 1,016,600 49,050,950

CISCO SYS INC 685,862 44,195,233

PHILIP MORRIS COS INC 1,062.800 42,711,275
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NON-U.S. EQUITIES NON-U.S. EQUITYPORTFOLIO GROWTHOF$1,000

For fiscal year 1999, SURS non-U.S. equity portfolio $1,600 F
returned 7.7%, underperforming it

s

benchmark b
y – SURS Non-U.S. Equity Portfolio $1,509

1.5%. The non-U.S. performance benchmark, the $1,400 –

S1,468

Morgan Stanley All Country World Ex-US Index, repre
- Custom International Index

sents a mixture o
f

both developed and emerging mar-
$1,200

e

kets. The mixture, which varies over time depending o
n

$1,000

market performance, best represents the manner in

which SURS non-U.S. equity investments are allocated. S800

As the following table indicates, over longer periods,

SURS non-U.S. equity investment returns have been S600 H
.

slightly better than the performance benchmark.
$400 H

.

The accompanying table also indicates that the returns $200 H
.

between developed and emerging markets varied signifi

cantly during the fiscal year. Emerging markets reversed S0
89 . s # : : : : : : * 47

the prior year's trend and provided investors with supe

rior returns. This segment o
f

the market increased

nearly 27% during the most recent fiscal year. FY 99 3 YR 5YR 10 YR
Developed markets, o

n

the other hand, provided

investors with returns in line with the historical average.
SURS

Benchmark : : : :
This segment o

f

the market returned 7.6%.
Peformance Benchmar 9

.

9
.

- -

Developed Markets 7.6 8.7 8.2 7.0

The accompanying chart indicates the growth o
f $1,000

Emerging Markets (26.7) (3.9) (12) 6.3

invested in the non-U.S. equity markets during the past

1
0 years. The ending points indicate that $1,000 invest

e
d in SURS non-U.S. equity portfolio would have

grown to $1,509 (net o
f

investment management

expenses), while the same $1,000 invested in the perfor

mance benchmark would have grown to $1,468.

TEN LARGEST NON-U.S. EQUITY HOLDINGS (excludes commingled funds) Shares Carrying Value

ROYAL DUTCH PETROLEUM (NETHERLANDS) 345,600 $ 20,822,400

MANNESMANN AG (GERMANY) 116,437 17,374,893

GENERAL ELECTRICCO (UNITED KINGDOM) 1,673,186 17,063,638 |

(TOTAL) FINA (FRANCE) 121,738 15,705,294 |

TELEFONICASA (SPAIN) 323.525 15,584,049 |
NOKIA (FINLAND) 165,362 14,494.968

|

ELFAQUITAINE (FRANCE) 89,044 13,066,888

BQE NATL PARIS (FRANCE) 155,146 12,927,500

PHILIPSELECTRIC(NETHERLANDS) 120,284 11,864,664

FUJITSU (JAPAN) 588,000 11,828,982
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PRIVATE EQUITIES

This marks the first year that SURS has segregated its

private markets investments from the U.S. equity

portfolio. This segregation is due to both the size and

emphasis now being placed o
n

this portfolio. The pri

vate equity portfolio, as o
f

June 30, 1999, now totals
$213.1 million o

r
2.0% of assets. The SURS Board

o
f

Trustees has adopted a
n

investmen policy.
which FY 99 3 YR

over the next several years will further increase the

5YR 10YR

size o
f

this portfolio to 4.0% o
f

total assets. SURS SURS 43.0% 32.6% 33.6%. 28.8%
began investing in this asset class in July 1990. A

s
o
f

the end o
f

the fiscal year, SURS had invested in more
Performance Benchmark 18.1 29.5 25.6

than 100 limited partnerships and has retained the

services o
f

two investment managers.

During fiscal year 1999, this portfolio had an internal

rate o
f

return o
f

43.0%. Unfortunately, a direct com
parison against a market-related benchmark cannot b

e

made due to the return calculation methodology

(Internal Rate o
f

Return versus Time-Weighted Rate

o
f

Return) and the lack o
f
a suitable benchmark.

However, the stated benchmark for this portfolio is

the Wilshire 5000 Index plus 5%. The accompanying

table shows the return o
f

this portfolio since its incep

tion (July 1990) and the return from the stated bench
mark.

TEN LARGEST PRIVATE EQUITY PARTNERSHIPS

(based upon committed capital) Committed Capital Carrying Value

HERITAGE FUND II $ 10,000,000 6,071203

BROCKWAY MORAN & PARTNERS FUND, L.P. 8,501,617 1,580,247

J.W. CHILDS EQUITY PARTNERS II
,

L.P. 8,500,000 2,181,713

OCM OPPORTUNITIES FUND II
,

L.P. 8,250,000 7,772,500

RSTW PARTNERS III, L.P. 8,000,000 2,287,772

KIRTLAND CAPITAL PARTNERS III, L.P. 8,000,000 666,461

JOSEPH, LITTLEJOHN & LEVY FUND III 8,000,000 2,320,785

CODE, HENNESSY & SIMMONS III 8,000,000 4,392,678

WCAS CAPITAL PARTNERS FUND III 8,000,000 4,542,250

CONTRARIAN CAPITAL FUND II 8,000,000 5,878,575
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BONDS

The SURS bond portfolio returned 3.4% for the year,

exceeding the 3.1% benchmark return of the Lehman

Brothers Aggregate Index. The annual excess return

from the fixed income portfolio continued it
s long-term

trend o
f

above-benchmark performance. In each o
f

the

past 1
1 years, SURS fixed income portfolio has outper

formed its benchmark.

As the following table indicates, the returns from fixed

income securities were not uniform. Longer maturity

bonds were impacted more negatively with the antici

pated, and then realized, federal funds rate increase dur
ing the second half o

f

the fiscal year. Due to the uncer

tainties surrounding the economy last fall, corporate

bonds tended to underperform their higher rated gov

ernment counterparties. Mortgages outperformed the

broad market, a
s

the rise in interest rates slowed the

pace o
f

homeowner refinancings. SURS fixed income

portfolio is structured to capture the return o
f

the broad

market. Consequently, the returns from this portfolio

will tend to track that o
f

the broad fixed income market

(Lehman Brothers Aggregate Index) over longer peri
ods of time.

The accompanying chart indicates the growth o
f

$1,000

invested in the U.S. fixed income market during the

past 1
0 years. The ending points show that $1,000

invested in SURS U.S. fixed income portfolio would

have grown to $2,304 (net o
f

investment management

expenses), while the same $1,000 invested in the

Lehman Brothers Aggregate Index would have grown

to $2,189.

TEN LARGEST FIXED INCOME HOLDINGS

FIXEDINCOME PORTFOLIOGROWTHOF$1,000

$2,500 -

$2,304

$2,189

$2,000 H
.

$1,500 H
.

$1,000 – SURS Fixed Income Portfolio
— Lehman Brothers Aggregate Bond Index

$500 H
.

I l I l l I I I I

89 90 91 92 93 94 95 96 97 98 99

FY 99 3 YR 5YR 10 YR

SURS 3.4% 7.8% 8.4% 8.7%

Aggregate 3.1 7.2 7.8 8.2

Long Term Govt. (0.3) 9.1 9.9 9.9

Intermediate Govt. 4.4 6.6 6.9 7.5

Long Term Corp. (1.1) 7.9 9.4 9.5

Intermediate Corp. 3.6 6.9 7.8 8.3

Mortgage-Backed 4.0 7.3 8.0 8.1

(excludescommingledfunds) S&P Rating InterestRate Maturity Date Par Value Carrying Value

FEDERAL HOME LOAN MORTGAGE CORP AAA 6.00 1-Jul-28 127,402,453 S 120,005,692

U.S. TREASURY INFLATION INDEX NOTE AAA 3.54 15-Jan-07 73,635,000 74,039,187

FEDERAL HOME LOAN MORTGAGE CORP AAA 5.50 16-Aug-29 50,000,000 45,796,500

NACIONAL FINANCIER BA 17.40 1-Dec-00 41,750,000 42,167,500

FEDERAL HOME LOAN MORTGAGE CORP AAA 6.50 1-Jun-29 37.833,157 36,532,206

RESDNTL FDG MTG SECS AAA 5.90 25-Jun-29 34,824,000 34,834,795

PETROLEOS MEXICANOS BB 7.49 15–Jul–05 32,000,000 30,880,000

TCICOMMUNICATIONS INC BBB- 6.03 11-Sep-00 30,000,000 30,281,100

HELLER FINL INC A- 5.48 25-Jun-01 30,000,000 30,030,900

U.S. TREASURY INFLATION INDEX NOTE AAA 3.73 15-Jan-08 30,000,000 29,977.853

#
s
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3.

REAL ESTATE

SURS real estate portfolio returned 12.3% during the past year, outperforming it
s benchmark, the EK&A Real Estate

Index, b
y

0.9%. On a relative basis, the real estate portfolio was the second best performing asset class during the year.

SURS continued to reduce its exposure to real estate as an asset class during fiscal year 1999. A
s
o
f

June 30, 1999, the real

estate holding a
t

the total fund level accounted for less than 1% o
f

the total assets o
f

the System. SURS received more

than $85 million in principal repayments from the liquidation o
f
it
s

real estate holdings during the year. It is anticipated

that the liquidation o
f

the real estate portfolio will be completed during fiscal year 2000. In the meantime, SURS real

estate managers continue to hold high quality properties. A
s

the two charts below indicate, SURS remaining real estate

properties are diversified b
y

both property types and locations.

GEOGRAPHICDIVERSIFICATION

*~
East 25%

0

Midwest 21%
West 15%

PROPERTYTYPEDIVERSIFICATION

2

Retail 59%

Hotel 1

Office 29%
otel 1%

Industrial 11%

TEN LARGEST REAL ESTATE INVESTMENTS Carrying Value

USA III $ 25,599.434

LEND LEASE PRIME PROPERTY FUND 14,281,229

MIDAMERICAEASTV 9,510,732

MIDAMERICA EAST IV 7,406,105

USA II 1,543,182

MIDAMERICAEAST III 707,450

MIDAMERICAEAST II 486,083

WEST VI 182,447

USA I 120,907

MIDAMERICA EAST I 36,390

SELF-MANAGED PLAN

Fiscal year 1999 marked the first complete year o
f

the Self-Managed Plan. As o
f

June 30, 1999, the plan had more than

5,000 participants with total plan assets exceeding $29 million. A detailed schedule of the funds available in this plan,
along with the investment totals for each fund can be found in the accompanying table o
f Self-Managed Plan Asset
Allocation as o
f

June 30, 1999.
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DEFINED BENEFIT PLAN ASSET ALLOCATION

JUNE 30, 1999 ($ THOUSANDs)
Fixed Real Market % of

Equity Income Estate Value Fund

U.S. Stock Managers - Passive
Barclays Global Investors
U.S. Equity Market $ 707,842 $ – $ – $ 707,842 7

Extended Market 624,182 - - 624, 182 6

Northern Trust Quant. Advisors 1,956,940 6,822 - 1,963,762 18

Subtotal 3,288,964 6,822 - 3,295,786 31

Non-U.S. Stock Managers - Passive
Barclays Global Investors
Custom International Fund 1,091,074 - - 1,091,074 10

Emerging Markets Fund 4 - - 4 -
Subtotal 1,091,078 - - 1,091,078 10

U.S. Stock Managers - Active
Fayez Sarofim 716,575 936 - 717,511 7

Northern Trust Global Advisors 81,934 - - 81,934 1

Pacific Investment - StocksPlus 750,241 - - 750,241 7

Progress Emerging Managers 74,784 6,323 - 81,107 1

Smith Barney 296,615 3,744 - 300,359 2

Subtotal 1,920,149 11,003 - 1931,152 18

Non-U.S. Managers - Active
American Express Asset Management 336,414 19,456 - 355,870 3

Brinson Partners 254,303 4,894 - 259,197 2

Global Asset Management 137,884 4,121 - 142,005 2

Martin Currie 254,412 8,815 - 263,227 2

Martin Currie Emerging Markets 149,557 - - 149,557 2

Martin Currie - Malaysia 1,611 - - 1,611 -
Subtotal 1,134,181 37,286 - 1,171,467 11

Private Equity Managers

Brinson Acquisition Fund 2,665 - - 2,665 ()

Brinson Partnerships 201,725 2,267 - 203,992 2

Brinson Non-U.S. Partnerships 2,048 - - 2,048 0

Progress Investment 3,757 601 - 4,358 ()

Subtotal 210,195 2,868 - 213,063 2

Bond Managers - Passive
Barclays Global Investors
Corporate/Government - 775,162 - 775,162 7

Subtotal - 775,162 - 775,162 7

Bond Managers - Active
BlackRock - 354,440 - 354,440 4

BlackRock Enhanced 633 118,799 - 119,432 1

Chicago Trust 3,766 103,603 - 107,369 1

Pacific Investment 49,045 1,454,873 - 1,503.918 14

Pacific Investment - U.S. TIPS - 100,745 - 100,745 1

Cash - 30,675 - 30,675 ()

Subtotal 53,444 2,163,135 - 2,216,579 21

Real Estate Managers
Lend Lease - 1,822 14,281 16,103 ()

RREEF - 15,779 41,265 57,044 1

Subtotal - 17,601 55,546 73,147 |

Total Fund $7,698,011 $3,013,877 $55,546 $10,767,434 (A) 100

% of Total Fund 71% 28% 1% 100%

(A) Amount includes accrued investment income receivable of $20,969 at June 30, 1999 and includes net pending
transactions of $278,207.

-=–
#
>.–

51
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SELF-MANAGED PLAN ASSET ALLOCATION

JUNE 30, 1999

U.S. Stocks Non-U.S. Stocks Fixed Income Balanced Total

Aetna Funds
Aetna Fixed Account $ - $ - $105,103 $ – $ 105,103

Aetna Bond Fund - - 180,616 - 180,616

MFS Total Return (Class A) - - – 118,079 118,079

Evergreen Foundation Fund
- - – 62,717 62,717

Aetna Growth and Income Fund 132,333 - - - 132,333

MFS Mass. Investors (Class A) 376,374 - - - 376,374

Aetna Index Plus Fund 305,253 - - - 305,253

Aetna Growth Fund 435,848 - - - 435,848

MFS Research Fund 278,429 - - - 278,429

Aetna Small Company Fund 259,583 - - - 259,583

Janus Worldwide - 1,225,514 - - 1,225,514

Aetna International Growth Fund - 87,335 - - 87,335

Ariel Growth 251,273 - - - 251,273

Neuberger & Berman Genesis Trust 261,463 - - - 261,463

Aetna Total 2,300,556 1,312,849 285,719 180,796 4,079,920

% of Total Fund 13.9%

ICMA Funds
ICMA-RC Plus Fund - - 133,661 - 133,661

ICMA-RC U.S. Government Securities Fund - - 22,142 - 22,142

ICMA-RC Core Bond Index - - 38,977 - 38,977

PIMCO Total Return (Inst'l) - - 58,607 - 58,607

ICMA-RC Conservative Growth Portfolio - - – 22,002 22,002

ICMA-RC Traditional Growth Portfolio - - – 8,888,696 8,888,696

ICMA-RC Long Term Growth Portfolio - - – 221,410 221,410

ICMA-RC International Fund - 91,723 - - 91,723

Vanguard Wellington Fund
- - – 273,104 273,104

Fidelity Growth and Income Fund 653,720 - - - 653,720

Vanguard Index 500 2,329.076 - - – 2,329.076

ICMA-RC Growth Stock Fund 251,396 - - - 251,396

Fidelity Contra Fund 441,117 - - - 441,117

Investment Company of America 220,016 - - - 220,016

BGI Mid & Small Cap Index 175,960 - - - 175,960

American Century Ultra Investors 571,188 - - - 571,188

Templeton Global Smaller Company
- 67,851 - - 67,851

Neuberger & Berman Socially Resp. Fund 61,043 - - - 61,043

ICMA Total 4,703,516 159,574 253,387 9,405,212 14,521,689

% of Total Fund 49.3%

TIAA-CREF Funds -

CREF Money Market Account - - 665,950 - 665,950

TIAA Traditional Annuity - - 764,219 - 764,219

CREF Bond Market Account - - 551,207 - 551,207

CREF Stock Account 2,435,064 - - – 2,435,064

CREF Equity Index Account 1,415,151 - - – 1415,151

CREF Growth Account 3,242,824 - - – 3.242,824

CREF Global Equities Account - 913,486 - - 913,486

CREF Social Choice Account - - – 848,722 848,722

TIAA-CREF Total 7,093,039 913,486 1981,376 848,722 10,836,623

% of Total Fund 36.8%

GRAND TOTALS $14,097,111 $2,385,909 $2,520,482$10,434,730 $29,438,232

% of Total Fund 47.9% 8.1% 8.6% 35.4% 100.0%

ICMARC Traditional Growth Portfolio is th
e

default fund fo
r

members who have selected th
e

self-managed plan but have not

yet selected individual mutual/variable annuity funds.
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SUMMARY SCHEDULE OF DOMESTIC INVESTMENT COMMISSIONS

FOR THE YEARS ENDED JUNE 30, 1999 AND 1998

1999 1998

Shares Commission Shares Commission

Investment Brokerage Firm Commission Traded per Share Commission Traded per Share

ALEX, BROWN & SONS, INC $ – $ – $ - $ 600 $ 10,000 $ 0.06

AUTRANET 120 2,000 0.06 1,200 20,000 0.06

BEAR STEARNS 2,700 45,000 0.06 3,750 75,000 0.05

BEREAN CAPITAL INC II 6,000 100,000 0.06 660 11,000 0.06

BERNSTEIN, SANFORD C. & CO 600 10,000 0.06 2,700 45,000 0.06

BROWN BROTHERS 1,440 24,000 0.06 - - -
CHAPMAN CO. 2,802 46,700 0.06 5,340 89.000 0.06

COWEN AND COMPANY 2,220 37,000 0.06 7,500 125,000 0.06

CREDITSUISSE FIRST BOSTON 6,930 115,500 0.06 2,750 45,000 0.06

CROMWELL, MILLER AND GREER - - - 500 10,000 0.05

DB CLEARING SERVICES 600 10,000 0.06 - - -
DEUTSCHE MORGAN 2,916 48,600 0.06 - - -
DONALDSON & CO. - - 0 1,800 30,000 0.06

DONALDSON LUFKIN & JENRETTE 4,572 76,200 0.06 2,400 40,000 0.06

ERNSTAND COMPANY 620 15,500 0.04 - - -
FIDELITY 600 12,000 0.05 - - -
FIRST BOSTON CORPORATION - - - 1,200 20,000 0.06

FURMAN SELZMAGER DIETZ & BIRNEY 1,140 19,000 0.06 - - -
GARDNER RICH & CO. 17,940 299,000 0.06 16,280 280,000 0.06

GOLDIS PITTSBURG 24,150 402,500 0.06 13,970 252,000 0.06

GOLDMAN SACHS & COMPANY 6,398 108,846 0.06 4,098 71,956 0.06

INSTINET 35,322 2,432,813 0.01 188 5,061 0.04

INSTITUTIONAL SERVICES UNLIMITED 25,320 422,000 0.06 29,301 525,185 0.06

INVESTMENTTECHNOLOGY GROUP INC 176,830 8,841,500 0.02 - - -
ISI GROUP 1,800 30,000 0.06 - - -
J.P. MORGAN SECURITIES INC 7,860 131,000 0.06 2,890 48,500 0.06

JAMES CAPEL SECURITIES, INC. 1,320 22,000 0.06 - - -
JEFFERIES & COMPANY 235 7,817 0.03 2,967 51,907 0.06

LEHMAN BROTHERS 1,800 30,000 0.06 14,960 290,000 0.05

LEWCO SECURITIES 1,200 20,000 0.06 - - -
MELVIN SECURITIES 30,120 502,000 0.06 22,999 409,324 0.06

MERRILL LYNCH 6,006 100,100 0.06 4,638 77.300 0.06

MONTGOMERY SECURITIES 300 5,000 0.06 8,460 141,000 0.06

MORGAN STANLEY & CO INC. 6,810 113,500 0.06 17,580 305,000 0.06

OPPENHEIMER 1,800 30,000 0.06 300 5,000 0.06

PAINE WEBBER - - - 4,110 75,500 0.05

PIERCE B. & CO. - - - 750 15,000 0.05

PRUDENTIAL SECURITIES INC. 3,768 62,800 0.06 510 8,500 0.06

RAMSEY KING 37,500 630,000 0.06 6,460 111,000 0.06

SANFORD BERNSTEIN 4,440 74,000 0.06 - - -
SCHRODER & CO. 2,040 34,000 0.06 - - -
SMITH BARNEY INC. 461 7,680 0.06 5,760 96,000 0.06

UNITED CAPITAL GROUP 1,800 30,000 0.06 4,380 73,000 0.06

WARBURG S.G. 2,700 45,000 0.06 - - -
WEEDEN & CO 756 23,110 0.03 - - -
WILLIAM ONEIL 420 7,000 0.06 - - -
YSC GLOBAL - - - 4,211 70,345 0.06

TOTAL $ 432,354 $14,973,166 $ 0.03 $ 195.222 $3,431,578 $ 0.06

..
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SUMMARY SCHEDULE OF INTERNATIONAL INVESTMENT COMMISSIONS

FOR THE YEARS ENDED JUNE 30, 1999 AND 1998

1999 1998

Shares Commission Shares Commission

Investment Brokerage Firm Commission Traded per Share Commission Traded per Share

ABASESORES BURSATILLES $ 6,588 $ 40,182 $ 0.16 $ 28 $ 104 $ 0.27

ABN AMRO 47,084 2,054,389 0.02 - - -
ABN AMRO HOARE GOVETT 82,689 2,832,606 0.03 43,918 2,868,770 0.02

ALFRED BERG 4,809 12,106 0.40 3,915 10,500 0.37

AMSTGELD NV 18,692 284,302 0.07 7.976 53,500 0.15

ASIA EQUITY LTD 1,509 126,000 0.01 2,855 345,000 0.01

BANCO J.P MORGAN 2,084 220,980 0.01 - - -
BANCO SANTANDER 14,208 75,398 0.19 - - -
BANKAMBELLEVUE 821 355 2.31 1,181 365 3.24

BANK JULIUS BAER - - - 3,874 901 4.30

BANKERS TRUST 37.077 949,301 0.04 2,761 134,000 0.02

BANQUE PARIBAS 5,505 15,911 0.35 90 2,500 0.04

BARING SECURITIES 6,128 346,000 0.02 18.895 767,700 0.02

BCO SANTANDER DE NEGOCIOS 21,506 99.000 0.22 - - -
BEAR STEARNS 2,922 48,700 0.06 - - -
BERENBERG BANK 1,768 10,275 0.17 2,730 960 2.84

BNP 8,760 16,403 0.53 - - -
BSN SASOCIADAD DEVALO 7,797 48,800 0.16 - - -
BTALEX BROWN 57.245 2,021,761 0.03 48,244 1,274,043 0.04

BUNTING WARBURG 11,870 261,000 0.05 10,400 213,906 0.05

BZW SECURITIES LIMITED 965 36,000 0.03 11,666 453,512 0.03

CARNEGIE 2,670 64,270 0.04 - - -
CAZENOVE & CO 4,164 368,042 0.01 4.679 386,800 0.01

CDC INTL 4,656 11,108 0.42 - - -
CHARTERHOUSETILNEY 13,828 1,090,300 0.01 1,133 81,000 0.01

CHEUVREUX DE VIRIEU 41,078 440,552 0.09 35,855 204,103 0.18

CITIBANK 876 17,510 0.05 - - -
CLALEX LAING & CRUICHSHANK - - - 945 30,000 0.03

COLLINS STEWART 16,508 2,184,000 0.01 2,939 500,000 0.01

COMMERZBANK - - - 10,727 66,000 0.16

COUNTY NATWEST SECS - - - 4,126 191,300 0.02

CREDIT AGRICOLE INDOSUEZ 2,190 3,889 0.56 - - -
CREDIT LYONNAIS 3,513 745,600 - 9,725 1,839.401 0.01

CREDITSUISSE ASSET MGMT LTD 26,075 75,758 0.34 19,475 140,716 0.14

CREDITSUISSE FIRST BOSTON N.Z 3,408 353,000 0.01 - - -
CROSBY SECURITIES 7,410 363,300 0.02 26,259 1,654,600 0.02

CSFB 144,077 4,461.220 0.03 32,130 2.692,408 0.01

DAIWA LTD 13,766 445,500 0.03 3,642 516,000 0.01

DAVY STOCKBROKERS 6,450 90,000 0.07 - - -
DEUTSCHE BANK 26,725 728,800 0.04 - - -
DEUTSCHE MORGAN GRENFELL 70,650 1,671,215 0.04 52,444 2,022,518 0.03

DEUTSCHE SECURITIES 3,608 203,800 0.02 - - -
DMG C.J. LAWRENCE INC. 2,303 29,000 0.08 - - -
DONALDSON LUFKIN 1819 42,500 0.04 - - -
DOYLE PATERSON BROWNWELLINGTON 2.283 397,700 0.01 757 85,400 0.01

DRESDNER KLEINWORT BENSON SECS 678 98,000 0.01 - - -
DURLACHER AND CO - - - 3,980 73,100 0.05

ENSKILDA SECURITIES 2,268 26,350 0.09 6,544 44,600 0.15

ESPONOSIA PARTNERS - - - 13,670 77.305 0.18

EUROMOBILIARESPA 620 38,000 0.02 - - -
EUROPEAN STOCK BROKERS 610 6,512 0.09 - - -
EXANE 15,225 22.918 0.66 - - -
FIBA NORDIC SECS - - - 10,655 34,950 0.30
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SUMMARY SCHEDULE OF INTERNATIONAL INVESTMENT COMMISSIONS

FOR THE YEARS ENDED JUNE 30, 1999 AND 1998

1999 1998

Shares Commission Shares Commission

Investment Brokerage Firm Commission Traded per Share Commission Traded per Share

FLEDGELING NOMINEES LTD – $ - $ - $ 2,591 $ 130,000 $ 0.02

GK GOHSECS 6,178 168,000 0.04 8,093 458,250 0.02

GOLDMAN SACHS & CO 205,619 14,604,416 0.01 182,083 6,319,234 0.03

HARTLEY POYNTON - - - 3,258 477,400 0.01

HOARE GOVETT 13,126 1,772,100 0.01 - - -
HOENIG & COINC 5,270 186,000 0.03 - - -
HONG KONG & SHANGHAI BKG CORP - - - 67 12,000 0.01

HSBC INVESTMENT BANK PLC 133,312 3,049,943 0.04 63.270 2,665,750 0.02

IMISIGECO 22,781 3,026,388 0.01 13,743 1,600,000 0.01

ING BARINGS 4,095 756,000 0.01 3,683 141,000 0.03

INSTINET SERVICES 46,812 1,892,789 0.02 13,440 1,106,751 0.01

INTERMOBILIARE 23,818 921,285 0.03 - - -
JAMES CAPEL HSBC SECS 11,587 305,416 0.04 35,850 1,220,834 0.03

JARDINE FLEMING SECURITIES 2,862 168,000 0.02 - - -
JB WERE & SON 11,084 1,213,656 0.01 19,145 2,000,960 0.01

JP MORGAN 76,631 2,738,400 0.03 12,469 110,972 0.11

KEMPEN & CO 4,835 56,285 0.09 - - -
KIMENG SECURITIES 5,922 476,000 0.01 12,622 840,200 0.02

KLEINWORT BENSON SECS 167,295 4,650,818 0.04 168,844 3,991,458 0.04

LATINVEST SECURITIES - - - 3.014 1,702,500 -
LEHMAN BROTHERS 74,379 1,994.282 0.04 20,420 385,463 0.05

MACQUARIE EQUITIES LTD - - - 3,797 160,000 0.02

MAXWELL ESPINOSA 26,381 248,013 0.11 - - -
MCINTOSH & CO - - - 2,722 413,200 0.01

MERRILL LYNCH 467,965 22,258,322 0.02 252,969 9,160,496 0.03

MIDLAND BANK PLC 2,129 48,000 0.04 - - -
MMWARBURG & CO 3,528 7,102 0.50 437 3,100 0.14

MORGAN GRENFELL & CO LTD 13,735 40,333 0.34 76,528 2,703,273 0.03

MORGAN STANLEY 154,545 3,497,497 0.04 125,360 3,929,209 0.03

NATWEST INTERNATIONAL SECS - - - 11,610 2,225 5.22

NEW JAPAN SECS CO LTD - - - 436 35,000 0.01

NIKKO SECURITIES 3,699 380,000 0.01 3.885 138,152 0.03

NOMURA SECS 31,630 1,055,134 0.03 4,564 74,000 0.06

ODDO 19,779 106,200 0.19 - - -
ORD MINNETT 5,166 211,000 0.02 31,256 1956,265 0.02

ORD MINNETT TJ THOMPSON & PARTNERS 3,995 447,950 0.01 - - -
PANMURE GORDON & CO 431 55,000 0.01 - - -
PARIBAS CAPITAL MKTS 45,348 992,175 0.05 15,278 60,800 0.25

PERSHING SECURITIES LTD 8,663 445,000 0.02 84.815 5,353,000 0.02

PHILEO ALLIED SECURITIES - - - 2,135 80,000 0.03

PICTET & CO 15,794 3.030 5.2.1 17,362 10,084 1.72

RBC DOMINION SECS 20,330 414.404 0.05 8,992 170,061 0.05

ROBERT FLEMING & CO LTD 12,691 390,233 0.03 40,189 2,485,721 0.02

ROBERTSON STEPHENS - - - 1,398 23,300 0.06

RODERICKSUTHERLAND - - - 4,265 228,000 0.02

ROTHSCHILD BANK 4,449 3,154 1.41 - - -
ROYAL BANK OF CANADA - - - 1,070 21,800 0.05

SAL OPPENHEIM 3,104 17,217 0.18 1935 1,200 1.61

SALOMON BROTHERS 60,230 5,356,095 0.01 30,956 3,187,252 0.01

SALOMON SMITH BARNEY 12,178 309,160 0.04 - - -
SBC WARBURG & CO LTD 157.565 6,324,230 0.02 194,761 5,699,680 0.03

SCHRODER SECS LTD 25,869 1,170,649 0.02 19,688 211,914 0.09

SCHRODER WERTHEIM LEWCO 7,380 157.361 0.05 - - -
SCOTIA MCLEOD 9,821 117,525 0.08 12,653 237,200 0.05

:
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SUMMARY SCHEDULE OF INTERNATIONAL INVESTMENT COMMISSIONS

FOR THE YEARS ENDED JUNE 30, 1999 AND 1998

1999 1998

Shares Commission Shares Commission

Investment Brokerage Firm Commission Traded per Share Commission Traded per Share

SKANDINAVISKA ENSKILDA SECS $ 27,334 $ 807,060 $ 0.03 $ – $ - $ -
SMITH BARNEY SHEARSON - - - 1,507 106,000 0.01

SOCIETE GENSTRAUSS TURNBULL 17,235 47.947 0.36 - - -
SOCIETE GENERALE 20,036 146,246 0.14 19,068 708,543 0.03

STANDARD CHARTERED BANK - - - 2,569 5,489 0.47

UBS AG 45,601 462,909 0.10 - - -
UBS PHILLIPS & DREW - - - 20,272 838,100 0.02

VONTOBELL SECURITIES LTD 10.096 4,764 2.12 17,673 6.933 2.55

WARBURG DILLON READ 5,669 321,228 0.02 - - -
WICARR & SONS CO - - - 8,505 518,900 0.02

WILLIAM DE BROE 479 100,850 - - - -

TOTAL $ 2,815,947 $107,403.879 $ 0.03 $ 1,979,464 $78,457,631 $ 0.03
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GABRIEL, ROEDER, SMITH & COMPANY
Consultants & Actuaries #

1600GolfRoad • Suite1200• RollingMeadows,IL 60008- 847-981-4092* FAX847-981-40

#".
November 10, 1999

/** *Board of Trustees
State Universities Retirement System of Illinois
1901 Fox Drive

Champaign, IL 61820

Re: Certification ofActuarial Results | 1

Dear Members of the Board: . |

Ee- -- -
At your request, we have performed an actuarial valuation of the State Universities Retirement
System of Illinois (“SURS”) as of June 30, 1999. An actuarial valuation of the defined benefit
plans of SURS is performed annually.

The actuarial valuation is based upon:

a. Data relative to the Members of SURS – Data for al
l

Members, including those
participating in the Self Managed Plan, was provided b

y

SURS staff. Such data is tested
for reasonableness, but is used unaudited.

b
.

Assets o
f

the Fund – The values of SURS assets are provided b
y

SURS staff. The market
value o

f

assets o
f

the defined benefit plans is used to develop actuarial results.

c. Actuarial Method – The actuarial method utilized by SURS is the Projected Unit Credit
Cost Method. The objective o

f

this method is to finance the benefits of SURS a
s

such

benefits accrue to each Member. Any Unfunded Actuarial Accrued Liability (UAAL)
under this method is separately financed. All actuarial gains and losses under this
method are reflected in the UAAL.

|

d
. Actuarial Assumptions – The actuarial assumptions used in this valuation are summarized

in the next few pages. This set o
f

assumptions was adopted by the Board effective July 1
,

1996.

The actuarial assumptions and methods used are in accordance with paragraph 3
6 o
f

GASB
Statement Number 25.

The trend data in the Financial Section and the schedules and other data in this Section are

prepared b
y

SURS staff with our guidance.

The funding objective is to provide employer and employee contributions sufficient to provide

the benefits o
f

SURS when due and to achieve a
n

asset value equal to 90% o
f

the Actuarial
Accrued Liability b

y

the end o
f

fiscal year 2045. The financing objective o
f

SURS and the
funding process to reach that objective are set out in Section 5/15-155, Chapter 40. Illinois
Compiled Statutes.

The results o
f

this valuation are based o
n

the data and actuarial techniques described above and

o
n

the provisions o
f

SURS a
t the valuation date. Based o
n

these items, we certify these results to

•
be true and correct.

NSL.cml
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PENSION FINANCING

The State Universities Retirement System of Illinois (SURS) is financed by employee contributions, employer contributions

(state appropriations and contributions from trust and federal funds), and investment earnings. Employee contributions are

established by the Illinois Compiled Statutes at 8% of pay. Investment earnings and state funding are primary determinants

of the System's financial status.

Employer (state) contributions are determined through annual actuarial valuations. Actuaries use demographic data (such as

employee age, salary, and service credits), economic assumptions (such as estimated salary increases and interest rates),

and decrement assumptions (such as employee turnover, mortality, and disability rates) in performing these valuations.

The actuarial valuation process flows generally as follows:

1) Based on the demographic data and actuarial assumptions described above, the amount and timing of benefits payable in

the future is estimated by the actuary for a
ll participants at the valuation date. Important assumptions in this computation

are the turnover, retirement age, and earnings progression for active members, and mortality for a
ll participants.

2
) The actuary then calculates the Actuarial Present Value o
f

these benefits. This is the amount necessary to be invested at

the valuation interest rate, a
t

the valuation date, to provide benefit payments a
s they come due. Each year's estimated

benefit payments are discounted b
y
a
n

assumed interest rate to determine the present dollar value o
f

benefits.

3
) The final step is to apply a cost method assigning portions o
f

the total value o
f

benefits to past, present, and future

periods o
femployee service. This allocation is accomplished b
y

development o
f

normal cost and accrued benefit cost.

There are several accepted actuarial cost methods. The one used b
y

SURS is the projected unit credit cost method.

Under this method, the Actuarial Present Value o
f

the projected pension a
t

retirement age is determined at the individual

member's current o
r

attained age. The normal cost for the member for the current year is equal to the portion o
f

the value

so determined assigned to this year. The normal cost for the plan for the year is the sum o
f

the normal costs o
f
a
ll

active
members.

Accrued benefit cost is the portion o
f

the present value o
f

benefits assigned b
y

the cost method to years o
f

service u
p
to the

valuation dates a
t

the time the estimate is prepared. Although accrued during each member's employment, benefits are not paid

until the member retires; thus the value changes a
s

the member's salary and years o
f

service change. Furthermore, member
ship continually changes a

s

some members leave and are replaced b
y

new members.

The normal cost during FY99 was 17.01% o
f payroll, 8.0% o
f

which is paid b
y

the members' contributions. The
remaining 9.01% is the employer's portion o

f

the normal cost.

Actuarial funding o
f System benefits would require annual State appropriations which at least cover the employer's normal

cost (9.01% o
f payroll) plus an amortization o
f

the System's unfunded accrued benefit cost. The employer's normal cost plus

amortization is called employer cost (see Schedule o
f Payroll Percentages). The State has not funded the System o
n

this

basis. Historically, the State funded the System b
y

reimbursement (i
n

full o
r
in part) o
f

benefit payments. In August 1989,

then Governor James Thompson signed legislation that phased in
,

over seven years, a financing objective that would ulti
mately provide adequate funding o

f

SURS.

On August 22, 1994, Governor Jim Edgar signed legislation which requires a 15-year phase-in to a 35-year funding plan

which provides adequate annual funding o
f

the employer's normal cost while amortizing the unfunded accrued actuarial
liability. This law went into effect on July 1

,

1995. A significant difference between the 1989 and 1994 funding legislation is

that the latter takes the form o
f
a continuing appropriation. This removes the pension funding from the General Assembly's

annual budget negotiations and requires that the actuarially determined annual funding become a
n

automatic contribution

(see Financing Objective). Ultimately, this funding plan will increase the State's pension funding from it
s

current level o
f

85% to approximately 90%.
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VALUATION RESULTS ($ MILLIONS)

Actuarial liability (reserves)

For members receiving annuities
For inactive members

For active members

Total

Assets available for benefits

Unfunded accrued actuarial liability

CHANGES IN THE UNFUNDED ACCRUED ACTUARIAL LIABILITY ($ MILLIONS)

Unfunded accrued actuarial liability at June 30, 1998

Increase due to prior year's contribution being less than the amount necessary

to fund the normal cost and interest on the unfunded liability

Actuarial differences

Investments other than 8.5%

Salary increases other than 5.5%

Age and service retirement differences
Termination differences

Mortality and disability incidence differences

Benefit recipient differences

New entrants

Other actuarial differences

Net Actuarial (Gain)/Loss

Unfunded accrued actuarial liability at June 30, 1999

ACTUARIALLIABILITY

Active Members

54.0%

Inactive Members 43.3%

2.7%

Annuitants

$ 5,462.7

347.6

6,807.2

12,617.5

10,761.7

$1,855.8

$ 1,624.1

145.8

(273.3)

44.3

58.2

(18.3)

<18.1=

162.7

24.1

(106.3)

85.9

$ 1,855.8

|

l
|

t
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ACTUARIAL COST METHOD

The projected unit credit cost method is used for retirement benefits. Under this method, the projected pension at retirement

age is first calculated and the value thereof at the individual member's current attained age is determined. The normal cost

for the member for the current year is equal to the value so determined divided by the member's projected service at

retirement. The normal cost for the plan for the year is the sum of the individual normal costs.

The actuarial liability at any point in time is the value of the projected pensions at that time less the value of future normal
costs. For ancillary benefits for active members, in particular disability benefits, death and survivor benefits, termination

benefits, and the postretirement increases, the same procedure as outlined above is followed. Estimated annual admin

istrative expenses are added to the normal cost. For valuation purposes, assets are valued at market.

EMPLOYEE DATA

Employee data are provided by the administrative staff of the State Universities Retirement System. Various tests are

applied to check internal consistency as well as consistency from year to year. No calculations are made for employees

not yet hired as of the valuation date.

FINANCING OBJECTIVE

Beginning in fiscal year 1996 the required contribution rates were based upon Public Act 88-0593, which calls for a 15-year

phase-in to a 35-year funding plan which provides for adequate annual funding of the employer's normal cost while

amortizing the unfunded accrued actuarial liability. Annual funding under this plan will occur as a continuing appropriation.

Defined Benefit Plan

Employer Contributions Received in FY 1999
State appropriations (a) $ 200,030,317

State pension fund 12,363,289

Federal and trust funds 25,351,228

Reciprocity 129,198

Total $237,874,032

(a)Reconciliation to Total State Appropriations:

Defined Benefit Plan—State

Appropriations Received $ 200030,317

Defined Contribution Plan—State

Appropriations Received 5,238,583

Total State Appropriations Received $ 205.268,900



A C T U A R | A L R EP 0 RT

The projected required contribution rates and amounts are as follows:

Assumed

Fiscal Normal Payroll Required

Year Cost ($ Billions) Contribution

2001 9.46% 2.73 258,604,000

2002 9.54% 2.83 269,992,000

2003 9.61% 2.94 282,672,000

2004 9.70% 3.03 294,308,000

2005 9.76% 3.15 307,897,000

2006 9.86% 3.27 322,163,000

Contribution levels are shown on a gross basis. The net State appropriation requirements can be determined by adjusting for

such items as State Pension Fund appropriations and contributions from federal and trust funds.

The results are based on the projected unit credit actuarial cost method, and on the data provided, and assumptions used,

for the June 30, 1999 actuarial valuations. In order to determine projected contribution rates and amounts, the following

additional assumptions and estimates were used:

1) Covered payroll of $2.57 billion for fiscal year 2000.

2) 5.5% per annum rate of increase in covered payroll.

3) Total employer contributions of $237,874,032 for fiscal year 1999.

[//
<
Lø-|
E
C*al
F|
|->
E
[…]

As of June 30, 1999, the Unfunded Accrued Actuarial Liability (UAAL) to be amortized was $1,855,769,229.

REOUIREDCONTRIBUTION

Dollars(Millions)
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SUMMARY OF MAJOR ACTUARIAL ASSUMPTIONS

MORTALITY

Mortality rates are based upon the Uninsured Pensions Mortality Table for 1994, without adjustment.

INTEREST

8.5% per annum, compounded annually.

TERMINATION Age All Members

Rates of withdrawal are based upon ages and years of service as
20 .0650

developed from plan experience. Shown at right is a table of
30 .0546

termination rates based upon experience in the 1991-96 period.
40 .0312

The assumption consists of a table of ultimate turnover rates by
50 .0172

age subject to multipliers for adjustment of those ultimate
60 .0339

rates for those with less than 10 years of service.
70 .0696

SALARY INCREASES Service Year Multiplier

Each member's compensation is assumed to increase by 5.5% each
0 1.0400

year, except that rate is increased for members with less than
1 1.0300

6 years of service as shown at right:
2-4 1.0175

5 1.0100

The payroll of the entire system is assumed to increase

at 5.00% per year for purposes of calculating employer required

contribution.

RETIREMENT AGE Age Males Females

Upon eligibility, active members are assumed to retire as shown at right: 50-55 .06 .07

56 .05 .05

ASSETS 57 .06 .05

- 58 .07 .05
Assets available for benefits are used at market value.

59 .09 .07

60 .11 .10
EXPENSES

61 .14 .11

As estimated and advised by SURS staff, based on current
62 .15 .14

expenses with an allowance for expected increases.
63 .14 .12

64 .17 .16

SPOUSE'S AGE 65 .24 .24

66 .22 .18

The female spouse is assumed to be three years younger 67 .21 .22

than the male spouse. 68 .24 .20

69 .28 .23

In addition to the above, other assumptions used include 70 1.00 1.00

disability incidence, recovery from disability, mortality of
disabled lives, marriage, remarriage rates with ages, and

number of children.

These assumptions were adopted as of July 1, 1996 and have been
applied consistently since then. They were developed based upon an

experience study completed in December 1996.
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ANALYSIS OF FINANCIAL EXPERIENCE

GAINS & LOSSES IN ACCRUED ACTUARIAL LIABILITY

FOR FISCAL YEAR ENDING JUNE 30, 1999 ($ MILLIONS)

Actuarial (gains) and losses
Investments other than 8.5% (273.3) #.-
Salary increases other than 5.5% 44.3 ". . .
Age and service retirement differences 58.2 .

Termination differences (18.3)

Mortality and disability incidence differences (18.1) * -
Benefit recipient differences 162.7

New entrants 24.1 {
Other actuarial differences 106.3

*

Total actuarial loss 85.9
* -am

Contribution income less than amount needed to fund normal cost 145.8

Total financial loss $231.7
[…]
<
Ú/-|
E
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E
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SCHEDULE OF INCREASES AND DECREASES OF BENEFIT RECIPIENTS

10-YEAR SUMMARY

Fiscal Beginning Ending

Year Balance Additions Subtractions Balance

1990 17,278 1,732 868 18,142

1991 18,142 1,779 834 19,087

1992 19,087 1,895 949 20,033

1993 20,033 2,071 933 21,171

1994 21,171 2,426 1,025 22,572

1995 22,572 2,312 1,004 23,880

1996 23,880 2,299 1,175 25,004

1997 25,004 2,292 1,138 26,158

1998 26,158 2,673 799 28,032

1999 28,032 2,229 919 29,342

BENEFIT RECIPIENTS

Persons (Thousands)
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ACTIVE PARTICIPANT STATISTICS

10-YEAR SUMMARY
Average

Fiscal Total Percent Average Percent Average Service

Year Males Females Actives Change Salary Change Age Credit

1990 26,187 28,783 54,970 3.1% 30,878 7.1% 43.2 9.1

1991 26,401 29,674 56,075 2.0% 31,735 2.8% 44.0 9.1

1992 35,916 40,382 76,298 36.1% 25,912 (18.3%) 43.7 7.3

1993 36,789 41,816 78,605 3.0% 26,794 3.4% 43.9 7.1

1994 35,842 40,473 76,315 (2.9%) 26,635 (0.6%) 44.0 7.2

1995 34,188 39,339 73.527 (3.7%) 30,425 14.2% 44.7 8.0

1996 35,582 40,506 76,088 3.5% 30,623 0.7% 44.9 9.3

1997 34,803 40,978 75,781 (0.4%) 30,325 (1.0%) 45.2 8.7

1998 35,872 41,284 77,156 1.8% 31,107 2.6% 45.1 8.7

1999 34,588 40,080 74,668 (3.2%) 32,291 3.8% 44.2 9.1

ANALYSIS OF CHANGE IN MEMBERSHIP

10-YEAR SUMMARY

Fiscal Beginning Other Ending

Year Members Additions Retired Died Terminations Members

1990 53,296 7.923 673 114 5,462 54,970

1991 54,970 7,135 552 82 5,396 56,075

1992 56,075 25,799 807 110 4,659 76,298

1993 76,298 12,543 1,022 63 9,151 78,605

1994 78,605 12,446 1,182 91 13,463 76,315

1995 76,315 11,744 954 122 13,456 73,527

1996 73,527 9.884 1,369 96 5,858 76,088

1997 76,088 14,656 1,001 111 13,851 75,781

1998 75,781 10,249 1,824 123 6,927 77,156

1999 77,156 10,293 1,612 128 11,041 74.668
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In an inflationary economy, the value of dollars is decreasing. This environment results in employee pay increasing in

dollar amounts, retirement benefits increasing in dollar amounts, and then, unfunded accrued liabilities increasing in dollar

amounts, a
ll
a
t
a time when the actual substance o
f

these items may b
e decreasing. Looking at just the dollar amounts o
f

unfunded accrued liabilities can b
e misleading. Unfunded accrued liabilities dollars divided b
y

active employee payroll

dollars provides a helpful index which shows that the smaller the ratio o
f

unfunded liabilities to active member payroll, the

stronger the system. Observation o
f

this relative index over a period o
f

years will give an indication o
f

whether the

System is becoming financially stronger o
r

weaker.

SUMMARY O
F

ACCRUED AND UNFUNDED ACCRUED LIABILITIES ($ MILLIONS)

Assets as a Unfunded UAL as a

Accrued Net 9
% of Accrued Accrued Active % of Active

Fiscal Year Liabilities Assets Liabilities Liabilities (UAL) Member Payroll Member Payroll

1990 6,238.3 3,300.0 52.9% 2.938.3 1,676.0 175.3%

1991 6,647.5 3,529.8 53.1% 3,117.7 1,768.5 176.3%

1992 7,359.6 3,901.5 53.0% 3,458.1 1,947.9 177.5%

1993 7,838.2 4,188.5 53.4% 3,649.7 2,106.2 173.3%

1994 8,585.5 4,446.9 51.8% 4,138.6 2,140.1 193.4%

1995 9,379.4 4,674.2 49.8% 4,705.2 2,237.0 210.3%

1996 10,155.0 6.959.8 68.5% 3,195.2 2,330.0 137.1%

1997(A) 10,552.2 8,376.3 79.4% 2,175.9 2,298.0 94.7%

1998 11,416.1 9,792.0 85.8% 1,624.1 2,377.6 68.3%

1999 12,617.5 10,761.7 85.3% 1,855.8 2,411.1 77.0%

(A) As of June 30, 1997, assets are presented at market value according toGASB Statement No. 25.
For comparative purposes, results as o

f

June 30, 1996 have been restated accordingly.

UNFUNDEDACCRUEDLIABILITIES a
s
a % o
f

PAYROLL
Payroll(%)
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The following four exhibits illustrate different measures of the financial soundness of the System. The Schedule of Funding

compares State appropriations to the actuarial funding requirements, statutory funding requirement, and System expense. The
Funding Ratios exhibit shows the percentage of the System's accrued benefit cost covered by net assets. This funding ratio
is used to assess the System's ability to make future benefit payments. The exhibit illustrates the ratio of net assets to the

System's accrued benefit cost over 10 years, with net assets valued both at cost and at market. The Percentage of Benefits
Covered by Net Assets exhibit compares the plan's net assets with the members' accumulated contributions, the amount nec
essary to cover the present value of benefits currently being paid, and the employer's portion of future benefits for active

members. The final test, Payroll Percentages, compares member payroll to unfunded accrued benefit cost, normal cost, and

total required contributions. These percentages should decrease over the years if SURS is growing stronger.

SCHEDULE OF FUNDING: FISCAL YEAR 1990-1996 ($ MILLIONS)

Funding Requirements Covered Percentages

Normal Cost With 40-Year System Employer Normal Cost With 40-Year System

Fiscal & Interest Amortization Expense Contribution & Interest Amortization Expense

Year {1} {2}(A) {3}(B) {4}(C) {5}(D) {6}(E) {7}(F)

1990(G) 352.6 362.3 198.5 113.3 32.1% 31.3% 57.1%

1991 389.9 401.8 216.9 117.6 30.2% 29.3% 54.2%

1992 426.7 439.7 244.2 108.6 25.5% 24.7% 44.5%

1993 461.3 476.1 272.7 127.8 27.7% 26.8% 46.9%

1994 508.3 523.7 311.8 133.8 26.3% 25.5% 42.9%

1995 537.2 553.6 350.5 128.1 23.8% 23.1% 42.9%

1996 571.7 590.1 386.5 147.4 25.8% 25.0% 38.1%

(A) Appropriation amount required by Sections 5/15-115 and 5/15-156 of the Illinois Compiled Statutes.
(B) Benefit and administrative expense.

(C) Contributions from The State of Illinois General Revenue Fund and Pension Fund, and employer
contributions from trust and federal funds.

(D) State contributions divided by Statutory Requirement (Column 4 divided by Column 1)
.

(E) State contributions divided b
y

the 40-year amortization requirement (Column 4 divided b
y

Column 2)
.

(F) State contributions divided b
y

System expense (Column 4 divided b
y

Column 3)
.

(G) Funding method changed from entry age normal to projected unit credit.

SCHEDULE O
F

FUNDING: FISCAL YEAR 1997-1999 ($ MILLIONS)

Funding Requirements Covered Percentages

Gross Net System Employer Gross Net System

Fiscal ARC ARC Expense Contribution ARC ARC Expense

Year {1}(A) {2}(B) {3}(C) {4}(D) {5}(E) {6}(F) {7}(G)

1997 837.0 634.8 426.7 182.0 21.7% 28.7% 42.7%

1998 589.8 368.1 475.9 227.7 38.6% 61.9% 47.8%

1999 509.2 296.2 536.0 237.9 46.7% 80.3% 44.4%

(A) The annual required contribution a
s

defined in GASB Statement No. 25, “Financial Reporting for Defined Benefit
Pension Plans and Note Disclosures for Defined Contribution Plans.”

(B) The annual required contribution per Note A
,

less member contributions.

(C) Benefit and administrative expense.

(D) Contributions from The State o
f

Illinois employer units and Pension Fund, and employer contributions from trust and
federal funds.

(E) Employer contributions divided b
y

the total required contribution (Column 4 divided b
y

Column 1)
.

(F) Employer contributions divided b
y

the employer required contribution (Column 4 divided b
y

Column 2)
.

(G) Employer contributions divided b
y

System expense (Column 4 divided b
y

Column 3)
.
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FUNDING RATIOS

10-YEAR SUMMARY ($ MILLIONS)

Net ASSets Net Assets Actuarial Funding
_Funding Ratio

Fiscal Year at Cost at Market Requirement Cost Market

1990(A) 3,300.0 3,961.5 6,238.3 52.9% 63.5%

1991 3,529.8 4,209.1 6,647.5 53.1% 63.3%

1992 3,901.5 4,639.7 7,359.6 53.0% 63.0%

1993 4,188.5 5,156.2 7,838.2 53.4% 65.8%

1994 4,446.9 5,175.3 8,585.5 51.8% 60.3%

1995 4,674.2 5,951.0 9,379.4 49.8% 63.4%

1996 5,082.9 6,959.8 10,155.0 50.1% 68.5%

1997 5,749.6 8,376.3 10,552.2 54.5% 79.4%

1998 6,378.7 9,792.0 11,416.1 55.9% 85.8%

1999 8,863.7 10,761.7 12,617.5 70.2% 85.3%

(A) Funding method changed from entry age normal to projected unit credit.

FUNDINGRATIOS BENEFITS COWEREDbyASSETS
Percentage Dollars(Millions)

Benefits Earned

Net Assets at Cost
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7
in

PERCENTAGE OF BENEFITS COVERED BY NET ASSETS

10-YEAR SUMMARY ($ MILLIONS)

Members

Member
Currently

Active/Inactive
% of Benefits Covered

Accumulated Receiving Members/ Net
by Net Assets for

Fiscal Contributions Benefits Employers' Portion Assets

Year {1}(A) {2}(A) {3}(A) (B) {1} {2} {3}

1990 1,644.7 2,035.5 2,558.1 3,300.0 100.0 81.3 ()

1991 1,822.1 2,042.1 2,783.3 3,529.8 100.0 83.6 0

1992 2011.5 2,296.9 3,051.2 3,901.5 100.0 82.3 0

1993 2,196.6 2,653.2 2,988.4 4,188.5 100.0 75.1 ()

1994 2,362.7 3,046.3 3,176.5 4,446.9 100.0 68.4 0

1995 2,533.4 3,421.9 3,424.1 4,674.2 100.0 62.6 0

1996 2,761.9 4,138.4 3,254.7 6.959.8 100.0 100.0 1.8

1997 2.978.6 4,259.1 3,314.5 8,376.3 100.0 100.0 34.4

1998 3.249.9 4,792.2 3,374.0 9,792.0 100.0 100.0 51.9

1999 3,459.7 5,462.7 3,695.1 10,761.7 100.0 100.0 49.8

(A) A test of financial soundness of a system is its ability to pay al
l

promised benefits when due. Column 1

(B)

represents the value o
f

members' accumulated contributions. Column 2 represents the amount necessary to

pay participants currently receiving benefits. Column 3 represents the employer's portion o
f

future benefits

for active members. Section 5/15-156 o
f

the Illinois Compiled Statutes provides a
n

order o
f priority: that

is
,

members’ contributions would be covered first, then current benefit recipients and the employer portion

o
f

active and inactive employees. For a system receiving actuarially determined contribution amounts, the

total o
f

actuarial values in Columns 1 and 2 should generally b
e fully covered b
y

assets, and the portion o
f

the actuarial value o
f

Column 3 covered b
y

assets should increase over time.

As o
f

June 30, 1997, assets are presented at market value according to GASB Statement No. 25.
For comparative purposes, results as o

f

June 30, 1996 have been restated accordingly.
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PAYROLL PERCENTAGES: FISCAL YEAR 1990-1996 ($ MILLIONS)

Unfunded Accrued Employer

Benefit Cost Employer Cost Contributions

Employer Amortization

Fiscal Member % of Normal % of of Unfunded Total % of Emp % of

Year Payroll Amount Payroll Cost Payroll Liability (A) Payroll Cont. Payroll

1990 (B) 1,676.0 2.938.4 175.3% 151.9 9.1% 210.4 362.3 21.0% 113.3 6.8%

1991 1,768.5 3,117.7 176.3% 163.1 9.2% 238.7 401.8 22.7% 117.6 6.6%

1992 1,947.9 3,458.1 177.5% 177.0 9.1% 262.7 439.7 22.6% 108.6 5.6%

1993 2,106.2 3,649.7 173.3% 201.3 9.6% 274.8 476.1 22.6% 127.8 6.1%

1994 2,140.1 4,138.6 193.4% 213.0 10.0% 310.7 523.7 24.5% 133.8 6.3%

1995 2,237.0 4,705.2 210.3% 224.9 10.1% 328.7 553.6 24.8% 128.1 5.7%

1996 2,330.0 3,195.2 217.7% 219.0 9.4% 371.1 590.1 25.3% 147.4 6.3%

(A) Normal cost plus amortization.

(B) Funding method changed from entry age normal to projected unit credit.

PAYROLL PERCENTAGES: FISCAL YEAR 1997-1999 ($ MILLIONS)

Unfunded Accrued Employer

Benefit Cost Employer Cost Contributions

Employer Amortization

Fiscal Member % of Normal % of of Unfunded Total % of Emp 9%of
Year Payroll Amount Payroll Cost (A) Payroll Liability (B) Payroll Cont. Payroll

1997 2,298.0 2,175.9 94.7% 199.8 8.7% 637.2 837.0 36.4% 182.0 7.9%

1998 2,377.6 1,624.1 68.3% 181.5 7.6% 408.3 589.8 24.8% 227.7 9.6%

1999 2,411.1 1,855.8 77.0% 245.8 10.2% 263.4 509.2 21.1% 237.9 9.9%

(A) Actuarially determined normal cost less member contributions.

(B) Total annual required contribution as defined by GASB Statement No. 25, “Financial Reporting for Defined Benefit
Pension Plans and Note Disclosures for Defined Contribution Plans.”
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SCHEDULE OF BENEFIT RECIPIENTS

10-YEAR SUMMARY

Disability

Fiscal Contribution Retirement

Year Survivors Disability Refunds Retirement Allowance

1990 3,183 715 4,834 13,958 160

1991 3,377 701 4,407 14,321 180

1992 3,816 880 5,279 15,269 208

1993 3,981 927 5,047 16,201 222

1994 4,161 935 5,068 17,401 226

1995 4,363 932 5,960 18,341 244

1996 4,641 1,013 5,402 19,255 283

1997 4,779 941 6,387 20,119 319

1998 5,152 924 6,331 21,623 333

1999 5,374 903 6,075 22,652 352

SURVIVORRECIPIENTS DISABILITYRECIPIENTS REFUNDRECIPIENTS
Persons(Thousands) Persons Persons(Thousands)

6 1200 - -
1000

800

600

400

200 1

RETIREMENTRECIPIENTS

Persons(Thousands)

© old old

DRARECIPIENTS
Persons
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SCHEDULE OF BENEFIT EXPENSES

10-YEAR SUMMARY ($ MILLIONS)

Disability Lump Sum
Fiscal Survivor Disability Retirement Retirement Death

Year Annuities Benefits Allowance Annuities Benefits Total

1990 14.1 8.4 0.7 163.5 7.8 194.5

1991 16.2 9.0 0.8 178.0 7.1 211.1

1992 18.1 10.1 1.0 198.8 9.4 237.4

1993 20.2 10.8 1.2 224.9 8.0 265.1

1994 22.8 11.6 1.3 259.9 8.5 304.1

1995 25.4 12.6 1.5 292.8 11.4 343.7

1996 27.9 13.2 1.7 326.9 9.8 379.5

1997 31.2 13.4 2.0 362.6 10.0 419.2

1998 34.8 13.6 2.3 404.5 11.3 466.5

1999 38.8 13.7 2.5 461.3 9.7 526.0

DEATHBENEFITS RETIREMENTANNUITIES

Dollars(Millions) Dollars(Millions) Dollars(Millions)

500 3.00

: 2.50 H.

350 2.00

300
1.50 H.

250

200 1.00– 150
0.50

100

50 0

o o o o o

DISABILITYBENEFITS
Dollars(Millions)

* * * * *

SURVIVORANNUITIES

Dollars(Millions)

o o o o
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SCHEDULE OF NEW BENEFIT PAYMENTS

JULY 1, 1998 THROUGH JUNE 30, 1999

Retirement Disability Survivors

Average Average Average

Monthly Monthly Monthly

Age Number Benefit Number Benefit Number Benefit

Under 10 4 $ 193

10-14 12 343

15-19 21 243

20-24 6 220

25-29 2 $ 673 1 206

30-34 3 968 - -

35-39 9 896 2 265

40-44 24 1,090 7 367

45-49 50 1,046 8 380

50-54 47 $ 2.992 47 1,024 21 556

55-59 549 2,265 37 1,304 38 927

60-64 568 2,321 31 1,386 38 1,016

65-69 313 2,328 14 1,369 54 678

70-74 110 2,420 2 923 54 916

Over 74 25 1,316 1 278 131 771

Totals 1,612 $ 2,314 220 $ 1,143 397 $ 731

Average Age 62.3 Years
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SCHEDULE OF AVERAGE BENEFIT PAYMENTS =
FOR RETIREES AS OF JUNE 30 J–

Years of Credited Service
x

0–10 11–15 16–20 21–25 26–30 30+ Total

Fiscal Year 1990

Number of Retirees 2,658 2,433 2,572 2,187 1,540 2,568 13,958

Avg Monthly Annuity $ 306 431 736 1,106 1,445 2,083 985

Final Average Salary $ 15,020 18,964 22,309 26,651 27,496 30,331 23,175

Avg Credited Service 19.7

Fiscal Year 1991

Number of Retirees 2,526 2,501 2,643 2,326 1,665 2,660 14,321

Avg Monthly Annuity $ 265 452 772 1,171 1,550 2,224 1,051

Final Average Salary $ 15,400 18,672 22,947 27,584 29,067 32,028 24,020

Avg Credited Service 20.1

Fiscal Year 1992

Number of Retirees 3,088 2,575 2,769 2,487 1,751 2,599 15,269

Avg Monthly Annuity $ 287 514 858 1,326 1,714 2,395 1,120

Final Average Salary $ 16,271 19,698 24,269 30,015 31,129 33,803 25,226

Avg Credited Service 20.1

Fiscal Year 1993

Number of Retirees 2,336 2,346 2,558 2,463 2,110 4,388 16,201

Avg Monthly Annuity $ 455 464 720 1,100 1,505 2,229 1,214

Final Average Salary $ 18,571 19,034 22,012 26,499 29,393 35,082 26,268

Avg Credited Service 22.5

Fiscal Year 1994

Number of Retirees 2,525 2,463 2,662 2,609 2,362 4,780 17,401

Avg Monthly Annuity $ 451 500 758 1,159 1,626 2,362 1,296

Final Average Salary $ 14,774 19,992 23,091 27,785 31,075 36,705 26,973

Avg Credited Service 22.6

Fiscal Year 1995

Number of Retirees 2,481 2,584 2,784 2,767 2,584 5,141 18,341

Avg Monthly Annuity $ 465 531 799 1,231 1,734 2,473 1,382

Final Average Salary $ 16,526 20,752 23,946 28,917 32,550 37905 28,367

Avg Credited Service 22.9

Fiscal Year 1996

Number of Retirees 3,041 2,601 2,768 2,798 2,721 5,326 19,255

Avg Monthly Annuity $ 622 566 845 1,303 1,834 2,607 1,465

Final Average Salary $13,867 21,050 23,860 30,627 34,328 41,193 29,190

Avg Credited Service 22.7

Fiscal Year 1997 -

Number of Retirees 2,890 2,755 2,943 2,963 2.919 5,649 20,119

Avg Monthly Annuity $ 583 614 896 1,370 1950 2,760 1,559

Final Average Salary $23,273 22,498 25,559 30,628 35,038 41,070 31,329

Avg Credited Service 23.1
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SCHEDULE OF AVERAGE BENEFIT PAYMENTS

FOR RETIREES AS OF JUNE 30

Years of Credited Service

0–10 11–15 16–20 21–25 26–30 30+ Total

Fiscal Year 1998

Number of Retirees 3,637 2,922 3.054 3,040 2,416 6,554 21,623

Avg Monthly Annuity $ 699 646 938 1,445 2,005 2,854 1,630

Final Average Salary $14,201 21,581 24,344 31,245 35,546 42,167 29,889

Avg Credited Service 22.4

FiScal Year 1999

Number of Retirees 2,900 3,095 3,107 3,244 3,226 7,080 22,652

Avg Monthly Annuity $ 747 627 920 1,405 2,084 3,044 1,757

Final Average Salary $ 12,215 16,818 17,886 22,762 29,847 35,995 25,076

Avg Credited Service 22.82

10-YEARGROWTH0fRETIREES

Persons(Thousands)

To o o o o o o o o o
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SCHEDULE OF BENEFIT RECIPIENTS BYTYPE OF BENEFIT

FOR THE YEAR ENDED JUNE 30, 1999

Monthly

Amount of Total General Money Police Other Long-Term Temporary

Benefit Recipients Formula Purchase or Fire (A) Disability Disability Survivors

$0-200 2,049 637 428 229 4 10 741

201-400 4,278 843 1,232 673 44 26 1,460

401-600 3,924 946 1,076 256 188 27 1,431

601-800 2,404 788 941 82 56 80 457

801-1000 2,029 717 755 2 4 25 198 328

1001-1200 1,790 630 634 1 16 212 297

1201-1400 1,442 634 502 5 8 93 200

1401-1600 1,232 535 477 7 8 47 158

1601–1800 1,057 500 383 5 51 118

1801-2000 941 463 337 13 1 42 85

2001–2200 832 450 291 14 1 39 37

2201-2400 794 443 262 22 2 22 43

2401-2600 738 429 245 20 17 27

2601-2800 694 410 239 16 11 18

2801-3000 651 373 242 15 8 13

3001-3200 573 351 191 20 2 9

3201-3400 507 308 176 10 6 7

3401-3600 493 303 172 11 3 4

3601-3800 386 246 134 4 2

3801–4000 396 232 154 7 3

Over 4000 2,132 1,409 701 15 4 3

Totals 29,342 11,647 9,572 187 1,246 351 903 5,436

(A) Minimum annuity and retirements of participants who terminated prior to 1969.
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SCHEDULE OF REVENUE BY SOURCE - DEFINED BENEFIT PLAN

10-YEAR SUMMARY ($ MILLIONS)

The historical trend information presented below is designed to provide information on the System's progress in accumulat

ing assets to pay benefits when due.

Fiscal Contributions Investment Contributions by Employers

Year (A) by Members Income Amount % of Payroll Total

1990 $ 143.2 $ 273.2 $ 113.3 6.8 $ 529.7

1991 152.4 197.7 117.6 6.6 467.7

1992 1704 362.4 108.6 5.6 641.4

1993 175.7 279.7 127.8 6.1 583.2

1994 183.1 276.9 133.8 6.3 593.8

1995 185.9 293.8 128.1 5.7 607.8

1996 1970 477.6 147.4 6.3 822.0

1997 (A) 202.2 1,490.0 182.0 7.9 1,874.2

1998 221.7 1,474.6 227.7 9.6 1,924.0

1999 213.0 1,102.0 237.9 9.3 1,552.9

(A) As of June 30, 1997, assets are presented at market value according to GASB Statement No. 25. For comparative
purposes, results as of June 30, 1996 have been restated accordingly.

CONTRIBUTIONSBYMEMBERS CONTRIBUTIONSBY EMPLOYERS INVESTMENTINCOME
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SCHEDULE OF TOTAL EXPENSES - DEFINED BENEFIT PLAN
10-YEAR SUMMARY ($ MILLIONS)

Fiscal Contribution Administrative Bond

Year Benefits Refunds Expenses Interest Total

1990 $ 194.5 $ 21.2 $ 4.0 $ – $ 219.7

1991 211.1 20.4 5.9 0.5 237.9

1992 237.4 24.7 6.8 0.8 269.7

1993 265.1 22.6 7.6 0.8 296.1

1994 304.0 22.7 7.8 0.9 335.4

1995 343.6 29.1 6.9 1.0 380.6

1996 379.5 25.8 7.0 1.0 41.3.3

1997 419.2 29.8 7.5 1.1 457.7

1998 466.5 29.7 9.4 1.2 506.8

1999 526.0 31.3 10.0 1.3 568.6

BENEFITSPAID CONTRIBUTIONREFUNDS ADMINISTRATIVEEXPENSES
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Belleville Area College

Black Hawk College

Carl Sandburg College

Chicago State University

City Colleges of Chicago

College of DuPage

College of Lake County

Danville Area Community College

Eastern Illinois University

Elgin Community College

Governors State University

Hazardous Waste Research and Information Center

Heartland Community College

Highland Community College

ILCS Section 15-107(I) Members
Illinois Board of Examiners

Illinois Board of Higher Education

Illinois Central College

Illinois Community College Board

Illinois Community College Trustees Association

Illinois Eastern Community Colleges

Illinois Mathematics and Science Academy

Illinois State University

Illinois Valley Community College

John A. Logan College

John Wood Community College

Joliet Junior College

Kankakee Community College

Kaskaskia College

Kishwaukee College

Lake Land College

Lewis & Clark Community College

Lincoln Land Community College

McHenry College

Moraine Valley Community College

Morton College

Northeastern Illinois University

Northern Illinois University

Oakton Community College

Parkland College

Prairie State College

Rend Lake College

Richland Community College

Rock Valley College

Sauk Valley College

Shawnee College

Southern Illinois University at Carbondale

Southern Illinois University at Edwardsville

Southern Illinois University Foundation

South Suburban College

Southeastern Illinois College

Spoon River College

State Geological Survey

State Natural History Survey

State Universities Civil Service System

State Universities Retirement System

State Water Survey

Triton College

University of Illinois—Alumni Association

University of Illinois–Chicago

University of Illinois–Foundation
University of Illinois–Springfield

University of Illinois–Urbana

Waubonsee Community College

Western Illinois University
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