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HEN AND NOW — Twenty years ago, the State was facing a financial crisis with respect to financing its $5 billion accumulat-
ed unfunded actuarial pension liability. In 1979, the General Assembly recognized this problem and enacted legislation to
mandate a systematic funding program to amortize the System’s liability over a 40-year period ending June 30, 2020. Through its

consistent stewardship and execution of sound investment strategy, the Board of Trustees has liquidated the entire unfunded
liability 20 years ahead of schedule. As a result, the Actuary has certified that the combined systems are fully funded at June 30,
2000, providing increased benefit security for all participants of the System.
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Letter of Transmittal

Honorable Chairman & Members of the Board of Trustees:

We are pleased to submit the Comprehensive Annual Finan-
cial Report for the State Retirement and Pension System of
Maryland (the “System”) for the fiscal year ended June 30,

2000. We believe this report fairly reflects the excellent results
achieved during fiscal year 2000 through the collective efforts
of the Board of Trustees and Agency staff to protect and
enhance the System’s assets.

The System is charged with the fiduciary responsibility for
properly administering the retirement and pension allowances
and other benefits, while striving to keep employer contribu-
tion rates as affordable as possible through excellence in exe-
cuting the System’s investment program. Members covered by
the plans include State employees, teachers, law enforcement
officers, legislators, judges, as well as local government employ-
ees and fire fighters whose employers have elected to partici-
pate in the System.

Seventy-three years ago, the first statewide retirement plan in
Maryland (the Teachers’ Retirement System) was established.
Fourteen years later, in 1941, the Employees’ Retirement Sys-
tem was established. Together these two plans comprise the
majority of the System’s membership. The System now pro-
vides monthly allowances to 80,773 retirees and beneficiaries,
and is an essential element of the future financial security for
222,100 active participating members. Descriptions of the
membership requirements of, and benefits provided by, each
plan administered by the System are included in the Plan Sum-
mary Section starting on page 81.

This Comprehensive Annual Financial Report contains six sec-
tions. The Introductory Section includes this letter of transmit-
tal, along with information about the administrative structure
of the System. The Financial, Actuarial and Investment Sec-
tions provide a comprehensive review of the System’s financial
position, the results of its operations and its funded status.
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Viewed separately, each of these three sections provides informa-
tion about a different aspect of the System’s long-standing record
of stewardship and financial stability. In this regard, the Finan-
cial Section contains the report from the System’s independent
auditor, the financial statements and supplementary financial
data. The Actuarial Section contains the independent actuary’s
certification, as well as the results of the System’s annual actu-
arial valuation. The Investment Section includes a report from
the System’s Chief Investment Officer highlighting the past
year’s performance in addition to various summary level portfo-
lio composition and performance data. The Plan Summary and
Statistical Sections provide detailed descriptions of the various
plans’ provisions and the demographic composition of the
membership segments affected by each plan.

Economic Environment

Despite a rather slow start early in fiscal year 2000, the financial
markets recovered nicely to continue their record-setting
growth throughout most of fiscal year 2000. The above average
market growth during the past year is the primary reason for
the success enjoyed by the System again this year in further
reducing its unfunded actuarial liabilities. Consequently, as of
June 30, 2000, the System as a whole is fully funded.

Investment Strategies

Under the experienced direction of its Board of Trustees, the
System plans to continue following its steady course toward
maximizing investment returns while minimizing its exposure
to risk. In the months ahead, the System will continue to deploy
assets at home as well as throughout the expanding global mar-
kets in an effort to maintain an appropriate portfolio balance.

State Retirement and Pension System of Maryland
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Major Issues and Initiatives

For the first time in its 73 year history, the System reached full
actuarial funding of its liabilities. Due to the Board’s steward-
ship, the combined commitment of the Governor and the Mary-
land General Assembly to fund the required contributions, and
the extraordinary gains in the equity markets, the System stood
at 101.2% funded as of June 30, 2000. This is twenty years
ahead of the legislative mandate of 2020 set by the General
Assembly in 1980.

Anticipating that the System would become fully funded, the
Board of Trustees directed the System’s actuary to perform a
funding study to review the current methodology and compare
both traditional and non-traditional alternative strategies with
the Board. The Board established three goals for the new fund-
ing methodology - maintain the funded status; achieve some
level of surplus; and minimize contribution fluctuation. Based
upon the Board’s goals and the extensive testing of alternatives
by the Actuary, the Board adopted a revised funding methodol-
ogy for the System which will be presented in a legislative pro-
posal in the 2001 session of the Maryland General Assembly.

In May 1998, the System signed a contract for the development
and implementation of a fully integrated, state-of-the-art data
processing and document management system. During fiscal
year 2000, the system development project progressed into the
code development and unit testing phases. With implementa-
tion and system integration expected to be completed by the
end of calendar year 2001, the System should be well positioned
to enter the 21st century as an industry leader.

The Retirement Agency recently completed a program to enable
employers who participated in the System to report payroll data
via diskette or internet. Previously, a substantial number of
participating employers were reporting payroll on paper, requir-
ing multiple entries and resulting in a substantial error rate in
reporting. The Agency designed a user friendly uniform layout
reporting disk for employers to utilize to report payroll data.
Site visits, training and support were provided with an amazing
success rate. The program saves time and effort for both the
Agency and the employers.

The Agency successfully relocated its operations to 120 East
Baltimore Street in January 2000. The building was purchased
by the System in August 1999 as an investment as well as to
accommodate the relocation. The move consolidated opera-
tions of the Agency into one building in an effort to increase
efficiency and increase customer service.

House Bill 604 was signed into law by the Governor to enhance
the pension benefits of eligible members of the Law Enforce-
ment Officers’ Pension System. The legislation improved the
benefit formula to 2% of average final compensation, required a
4% member contribution, provided a compound rather than a
simple COLA, revised the eligibility requirements for accidental
disability benefits and created a deferred retirement option pro-
gram (DROP) for eligible members. The modifications were
effective July 1, 2000 except the DROP, which will take affect
the first day of the month after the Agency receives a favorable
determination letter from the IRS.

Comprehensive Annual Financial Report 2000
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Financial Information

Because System management is responsible for the information
contained in this report, we have committed the resources nec-
essary to maintain an internal control structure which provides
reasonable assurance that assets are adequately safeguarded and
that the financial records are consistently and accurately main-
tained. Accordingly, we are confident that the financial state-
ments, supporting schedules and statistical tables included in
this report fairly present the System’s financial condition and
the results of its operations in all material respects.

Accounting System and Reports

The System reports its transactions on the accrual basis of
accounting, under which revenues are reported in the account-
ing period in which they are earned and become measurable
and expenses are reported when the related liability is incurred.
Investments are reported at fair value at fiscal year end. Invest-
ment purchases and sales are reported in the accounting period
in which the related trade dates occur.

Revenues

The reserves necessary to finance retirement allowances and
other benefits are accumulated through investment earnings
and the collection of employer and member contributions.
During fiscal year 2000, investment earnings totaled $3,549
million, while revenues from employer and member contribu-
tions were $682 million and $183 million, respectively. For
2000, member contribution rates remained unchanged, while
employer rates decreased significantly.

Expenses

The System’s expenses consist of monthly retirement
allowances, refunds of contributions to terminated and trans-
ferring members and withdrawing employers, and the adminis-
trative cost of System operations. As expected, payments to
retirees, beneficiaries and transferring or withdrawing mem-
bers and employers continued to be the System’s primary dis-
bursements during 2000, totaling $1,208 million. Of this
amount, the System disbursed $1,191 million as retirement
allowances to members and beneficiaries. The remaining $17
million was paid to members and withdrawing employers as a
result of employment terminations, system transfers or with-
drawal. Administrative and investment expenses are entirely
funded through investment income. Of the $194.3 million dis-
bursed during fiscal year 2000 to manage the investment port-
folio and to administer the System, $174.5 million was paid for
investment management, portfolio custody and securities lend-
ing services while only $19.8 million was used to fund the Sys-
tem’s administrative operations.
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Funding and Reserves

Funds, derived from the excess of revenues over expenses, are
accumulated by the System in order to meet benefit obligations
to both current and future retirees and beneficiaries. The
Annotated Code of Maryland requires participating employers
to make periodic contributions which, as a level percentage of
payroll, will fund the employers’ “normal costs” over the mem-
bers’ average active service period, and the System’s accrued
unfunded liability by the year 2020. Each year the Board of
Trustees certifies the required employer contribution rates
based on the actuary’s annual valuation and recommendations.

At June 30, 2000, the System’s actuarial accrued liability was
$30.3 billion. With the actuarial value of assets accumulated to
pay the liability at $30.6 billion, the System now stands at 101.2
percent funded. Fiscal year 2000 marked the ninth consecutive
year in which the System increased its percentage funded,
demonstrating its continuing commitment to meeting the
established funding objectives.

Investments

Of the $3,549 million in investment earnings for fiscal year
2000, nearly 78 percent ($2,791 million) was attributable to
growth in the investment portfolio. The remaining $758 mil-
lion represented interest, dividends, securities lending net
income and real estate operating net income.

Professional Services

The System contracts for the services of various independent
consulting, investment advisory and financial professionals to
assist the Board in carrying out its fiduciary responsibility to
efficiently and effectively manage the System. For example,
actuarial services were provided by Milliman & Robertson, Inc.
and independent financial statement audit services were pro-
vided by the State of Maryland’s Office of Legislative Audits.
The System’s asset custody and portfolio accounting services

are provided by the State Street Bank & Trust Company under a

multi-year, master custody arrangement. A complete listing of
the System’s professional consultants and external investment
advisors is presented on page 11.
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Certificate of Achievement for
Excellence in Financial Reporting

The Government Finance Officers Association of the United
States and Canada (GFOA) awarded a Certificate of Achieve-
ment for Excellence in Financial Reporting to the State Retire-
ment and Pension System of Maryland for its comprehensive
annual financial report for the fiscal year ended June 30, 1999.
This was the eleventh consecutive year (1989 through 1999) the
State Retirement and Pension System of Maryland has achieved
this prestigious award. In order to be awarded a Certificate of
Achievement, a governmental unit must publish an easily read-
able and efficiently organized comprehensive annual financial
report. This report must satisfy both generally accepted
accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year
only. We believe our current comprehensive annual financial
report continues to meet the Certificate of Achievement Pro-
gram’s requirements, and we are submitting it to the GFOA to
determine its eligibility for another certificate.
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Dear Members and Beneficiaries:

On behalf of the Board of Trustees, I am pleased to present the Com-
prehensive Annual Financial Report on the operations of the State
Retirement and Pension System of Maryland for the fiscal year ended
June 30, 2000. It was prepared and submitted by the management of
the Retirement Agency and accepted by the Board of Trustees on
December 19, 2000. The report is divided into several sections, provid-
ing an in-depth review of the financial, actuarial, investment and statis-
tical operations of the System we administer for your exclusive benefit.

An historic event occurred during this fiscal year. For the first time in our 73-year history, the System accumulated
sufficient assets to fully satisfy all actuarial liabilities of the System! As of June 30, 2000, the System became fully
funded. We have paid off the unfunded System’s liability 20 years ahead of the legislative mandate of 2020.

I would also like to share with you several other major accomplishments the System achieved during the year. Assets
again reached a record level in fiscal year 2000, topping $33.1 billion. This is $3 billion higher than last year and more
than double the assets the System had just seven years ago. The funding ratio of the combined Systems reached
101.2% at year-end, the highest funding level in the System’s history. Because of this, we have been able to reduce
employer contribution rates to historically low levels.

In September 1999, recognizing that we would become fully funded, the Board of Trustees authorized a comprehensive
study of the funding methodology by our actuary. After several months of deliberations and testing of options, the
Board approved a revised funding methodology proposal for submission to the Maryland General Assembly. If approved,
the proposal’s effect would be to minimize future contribution rate fluctuation, achieve some level of surplus assets
and maintain the fully funded status.

As Chairman, I am very pleased that we have achieved this historic status. I will continue to utilize my investment
expertise to recognize the long-term investment perspective we have and strive to allocate the System’s investments in
asset categories that produce added value in order to pay the promised benefits into this new millennium.

Sincerely,

Richard N. Dixon
State Treasurer \
Chairman of the Board
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Baltimore, Maryland

The Harbor Bank of Maryland
Baltimore, Maryland
Fixed Income Investment Managers

Pacific Investment Management Company
Newport Beach, California

Standish, Ayer & Wood, Inc.
Boston, Massachusetts

W. R. Huff Asset Management Co., LLC
Morristown, New Jersey

AEW Capital Management, L.P.
Boston, Massachusetts

J.P. Morgan Investment Management, Inc.
New York, New York

LaSalle Investment Management, Inc.
Baltimore, Maryland

LaSalle Investment Management
Securities, L.P.
Baltimore, Maryland

Sentinel Real Estate Corporation
New York, New York

TimesSquare Real Estate Investors
Hartford, Connecticut
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Certificate of

Achievement

for Excellence
in Financial
Reporting

Presented to

State Retirement and
Pension System of
Maryland

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 1999

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.
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President
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Executive Director
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Sources and Uses of Plan Resources
for the Year Ended June 30, 2000

Sources

Securities Lending
3%

Employer Contributions
15%

Investment Appreciation
61%

Interest, Dividends
& Real Estate
17%

Member Contributions
49%

Uses

Refunds
1%

Security Lending Fees
8%

Investment Expenses

4%
Administrative Expenses
1%

Benefit Payments
86%
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