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INDEPENDENT AUDITORS' REPORT 

 
 
TO: THE OFFICIALS OF THE INDIANA STATE TEACHERS' 
 RETIREMENT FUND BOARD OF TRUSTEES 
 
 

We have audited the accompanying basic financial statements of the Indiana State Teachers' 
Retirement Fund as of and for the year ended June 30, 2004.  These basic financial statements are the 
responsibility of the Indiana State Teachers’ Retirement Fund Board of Trustees’ management.  Our 
responsibility is to express an opinion on these financial statements based on our audit. 
 

We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America.  Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the basic financial statements are free of material misstatement.  An audit in-
cludes examining, on a test basis, evidence supporting the amounts and disclosures in the financial state-
ments.  An audit 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. 
 
 The reserves and designations note disclosure for the pension plan administered by the Indiana 
State Teachers' Retirement Fund Board of Trustees does not disclose the balances of the legally required 
reserves or their funding status as of June 30, 2004.  In our opinion, disclosure of this information is 
required by accounting principles generally accepted in the United States of America. 
 

In our opinion, except for the omission of the information discussed in the preceding paragraph, 
the basic financial statements referred to above present fairly, in all material respects, the plan net assets 
of the fiduciary funds of the Indiana State Teachers' Retirement Fund Board of Trustees as of June 30, 
2004, and the changes in the plan net assets of the fiduciary funds for the year then ended, in conformity 
with accounting principles generally accepted in the United States of America. 
 

The Management’s Discussion and Analysis, Schedule of Funding Progress, Schedule of 
Employer Contributions, and the Notes to Required Supplemental Schedules are not a required part of 
the basic financial statements but are supplementary information required by the Governmental Account-
ing Standards Board.  We have applied certain limited procedures, which consisted principally of inquires 
of management regarding the methods of measurement and presentation of required supplementary 
information.  However, we did not audit the information and express no opinion on it. 
 
 STATE BOARD OF ACCOUNTS 
 
October 26, 2004 
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MANAGEMENT’S DISCUSSION & ANALYSIS 
 
This section presents management’s discussion and analysis of the Indiana State Teachers’ Retirement Fund  (TRF) 
financial statements for the year ended June 30, 2004. The MD&A is presented as a narrative overview and analysis 
in conjunction with the Letter of Transmittal included in the TRF Annual Financial Report.  The MD&A should also 
be read in conjunction with the financial statements, the notes to the financial statements, and the supplementary 
information. 
 
 
 
FINANCIAL HIGHLIGHTS 
 
•  The net assets of TRF were $6.8 billion as of June 30, 2004.  
•  
• The net assets of TRF increased by $603 million, or 9.9% from the prior year.  The increase was primarily due 

to positive total returns on Fund investments, resulting in higher investment values. 
•  
• The TRF rate of return on investments for the year was positive 11.8% on a market value basis, compared to 

last year’s positive 6.2%, due primarily to the strong performance in the world equity markets during the first 
six months of the fiscal year. 

•  
• As of June 30, 2003, the date of the most recent actuarial valuation, the Pre-96 plan(Closed Plan) is actuarially 

funded at 42.9%, which is more than the 41.2% funded level as of June 30, 2002. The 96 plan(New Plan) is 
actuarially funded at 59.3%, which is more than the 53.2% funded level as of June 30, 2002.  The closed plan 
includes all members who were hired before July 1, 1995 and have been continuously employed by the same 
board of education as they were on that date. The new plan includes all other members. 

 
•    
 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This discussion and analysis is intended to serve as an introduction to TRF’s financial statements. The financial 
section of the TRF  Annual Financial Report is comprised of three components: 1) TRF’s financial statements, 2) 
notes to the financial statements, 3) required supplementary information. The information available in each of these 
sections is briefly summarized as follows: 
 
1) Financial Statements 
 
The statement of plan assets presents information on TRF’s assets and liabilities and the resulting net assets held in 
trust for pension benefits. This statement reflects TRF’s investments, at fair value, along with cash and short-term 
investments, receivables and other assets and liabilities. This statement indicates the net assets available to pay 
future pension benefits and gives a snapshot at a particular point in time.  
 
The statement of changes in plan net assets presents information showing how TRF’s net assets held in trust for 
pension benefits changed during the years ended June 30, 2004 and 2003. It reflects contributions by members and 
employers along with deductions for retirement benefits, refunds, and administrative expenses. Investment income 
and losses during the period are also presented showing income from investing and securities lending activities. 
 
2)    Notes to the Financial Statements 
 
The notes to the financial statements provide additional information that is essential to a full understanding of the 
data provided in TRF’s financial statements. 
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3)   Required Supplementary Information 
   
The required supplementary information consists of a Schedule of Funding Progress and a Schedule of Employer 
Contributions and related notes concerning the funding status of TRF. 
 
 
 
  
 
 
FINANCIAL ANALYSIS 
 
Total assets of TRF were $9.0 billion as of June 30, 2004 compared with $7.2 billion as of June 30, 2003. The 
increase in total assets was primarily due to an increase in the market value of investments an increase in receivables 
from investments sold, and an increase in Securities Lending Collateral held on June 30, 2004.   
 
Total liabilities of were $2.2 billion as of June 30, 2004 compared with $1.0 billion as of June 30, 2003. The 
increase in total liabilities was due to a increase in investments purchased at year end that did not settle until the next 
fiscal year and an increase in Securities Lending Collateral held on June 30, 2004. 
 
A summary of TRF’s Net Assets is presented below: 
 
NET ASSETS 
($ in thousands) 
          
                                                                   June 30, 2004             June 30, 2003            % Change 
 
Assets 
Cash and Cash Equivalents                         $511,385                         $813,084                (37.11%) 
Securities Lending Collateral                     1,186,186                         780, 207                    52.0% 
Receivables                                                   793,345                           155,276                410.93% 
Investments                                                6,450,614                        5,431,837                    18.8% 
Other Assets           79                     88              (10.2%) 
Total Assets                                               8,941,609                         7,180,492                      24.5% 
 
Liabilities 
Securities Lending Collateral                    1,186,186                            780,207                      52.0%      
Other Current Liabilities                            1,001,007                            252,106                    297.1% 
Long-Term Liabilities                                         125                                   152                     (17.8%)  
Total Liabilities                                         2,187,318                         1,032,465                    111.9%                             
       
Total Net Assets                                      $6,754,291                        $6,148,027                      9.9% 
 
 
As the above table shows, plan net assets were $6.8 billion as of June 30, 2004 a increase of $606 million, or 9.9%, 
compared to the prior year, driven by the increase in market value of investments during the year. 
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The following table presents TRF’s investment allocation compared to TRF’s target investment allocation and the 
prior year allocation. 
 
 June 30,2004 June 30, 2004 June 30,2003 
 Actual Target Actual 
Fixed Income 19.3% 25.0% 42.7% 
Large Cap Equity 49.2% 32.0% 30.8% 
Mid Cap Equity 4.6% 5.0% 4.0% 
Small Cap Equity  7.5% 5.0% 8.1% 
International Equity 18.6% 18.0% 13.9% 
Hedge Funds 0.0% 5.0% 0.0% 
Private Equity 0.8% 5.0% 0.5% 
Real Estate 0.0% 5.0% 0.0% 
       Total                                                        100%                                100%                             100% 
 
The change in weightings between asset classes was driven by a change in TRF’s target investment allocation.   
Funds will be invested, from Large Cap Equity into Real Estate and Hedge Funds as suitable investments are 
selected. Also remaining Private Equity target allocation of 4.2% will be drawn from the Large Cap Equity 
investments as suitable investment in this asset class are selected.  
 
A summary of the changes in net assets during the years ended June 30, 2004 and 2003 is presented below: 
 
CHANGES IN NET ASSETS 
($ in thousands) 
  
                                                                      FY Ended                    FY Ended   
                                                                    June 30, 2004             June 30, 2003            % Change 
 
Additions 
Member Contributions                                    $115,833                   $109,500                     5.8% 
Employer Contributions                                    408,180                     575,066                  (29.0%) 
Contributions to Pension Stabilization Fund: 
   From  State Lottery                                           30,000                      30,000                      0.0 
            
Net Investment (Loss) Income                           723,094                     344,777                 109.7% 
Transfers from Public Employees’ Fund               2,781                         3,847                  (27.7%) 
Other                                                                      1,424                         1,354                     5.2% 
 
Total Additions                                               1,281,312                  1,064,544                   20.4                                          
 
Deductions 
Benefits                                                             655,330                     615,973                     6.4% 
Refunds                                                                 9,704                         7,397                   31.2% 
Transfers to Public Employees’ Fund                  2,364                        1,774                     33.3% 
Capital Projects                                                     2,600                        3,298                   (21.2% ) 
Administrative Expenses                                      5,028                        3,379                     48.8% 
Claims on Outdated Benefit Checks            22                             (51)         (143.1%) 
 
Total Deductions                                              675,048                    631,770                     6.9% 
 
Increase (Decrease) in Net Assets                 $606,264                 $432,774                    40.1%          
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ADDITIONS 
 
Additions needed to fund benefits are accumulated through contributions from members and employers and returns 
on invested funds. Member  contributions for the year ended June 30, 2004 totaled $115.8 million. This represents 
an increase of $6.3 million or 5.8% compared to the prior year. Employer contributions were $408.2 million, a 
decrease of $166.8 million or 29.0%.  The decrease was due to smaller appropriations made by the State of Indiana. 
 
 
TRF recognized  net investment income of $723.1 million for the year ended June 30, 2004 compared to net 
investment income of $344.7 million in the prior year. The higher investment income was primarily due to the 
strong  equity markets during the first six months of the fiscal year. TRF’s domestic large cap equity investments 
returned a gain 19.07% for the fiscal year. This compares to a gain of 19.11% for the S&P 500 index during the 
year.  Domestic Mid Cap equities had a gain of 27.65% as compared to a gain of 27.98% for the S & P 400 Mid Cap 
index during the  fiscal year. Domestic Small Cap equities had a gain of 30.32%, as compared to a gain of 31.55% 
for the Russell 2000 index during the fiscal year. International equities had a gain of 26.80%, as compared to a gain 
of 32.37% for the EAFE index during the fiscal year. Investment gains on equities were  supplemented by TRF’s 
fixed income portfolio, which achieved a total return of 1.80% for the year ended June 30, 2004. This compares to a 
gain of 0.32% for the Lehman’s Brothers Aggregate Index. The total rate of return on TRF’s investments was a 
positive 11.82% compared to a positive 6.17% in the prior year. 
 
DEDUCTIONS 
 
The deductions from TRF’s net assets held in trust for pension benefits include primarily retirement, disability, and 
survivor benefits, refunds of contributions to former members, and administrative expenses. For the year ended June 
30, 2004, benefits amounted to $655.3 million, an increase of $39.4 million or 6.4% from the prior year. The 
increase in benefits was due to an increase both in the number of retirees and the average benefit paid. Refunds to 
former members were $9.7 million, which represents a increase of 31.2% over the prior year.  
 
Administrative expenses were $5.0 million, an increase of $1.6 million compared to the prior year. The fiscal year 
ending June 30, 2003 amount includes a reduction of 1.5 million for data processing system development that was 
originally expensed as a capital project. 
 
 
HISTORICAL TRENDS 
 
A pension fund is well funded when it has enough money in reserve to meet all expected future obligations to 
participants. The funded ratios of the defined benefit pension plans administered by TRF as of the latest actual 
valuations were as follows: 
 
 July 1, 2003 July 1, 2002 
Pre –96 Plan ( Closed Plan) 
 

42.9% 41.2% 

96 Plan ( New Plan) 
 

59.3% 53.2% 
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An analysis of the funding progress, employer contributions, and a discussion of actuarial assumptions and methods 
is set forth in the required supplementary information section of the financial statements. 



INDIANA STATE TEACHERS' RETIREMENT FUND
STATEMENT OF FIDUCIARY NET ASSETS

June 30, 2004

Assets

Cash and Cash Equivalents $ 511,385,212

Securities Lending Collateral 1,186,186,105

Receivables
Employer Contributions 23,598,251
Due From PERF 10,260,559
Member Contributions 28,672,912
Securities Sold 701,985,537
Investments Interest 28,828,151

Total Receivables 793,345,409

Investments
U.S. Treasury and Agency Obligations 996,666,315
Corporate Bonds and Notes 899,076,609
Foreign Bonds 28,801,048
Equity Securities 2,727,287,833
Foreign Equity Securities 777,892,959
Mortgage Securities 766,269,815
Venture Capital & Partnerships 31,582,464
State & Municipal Securities 2,264,701
Debt Securities 220,012,007
Indiana Pension Systems, Inc 500,000
Real Estate 260,000

Total Investments 6,450,613,751

Furniture and Equipment (Original Cost of $487,343
Net of $408,309 Accumulated Depreciation) 79,034

Insurance Premium Paid in Advance 27

Total Assets 8,941,609,538

Liabilities

Accrued Benefits Payable -                     
Accrued Salaries Payable (See Note 1) 88,841
Accrued Liability for Compensated Absences - Current 172,046
Accounts Payable 2,877,956
Due To PERF 7,447,627
Securities Lending Collateral 1,186,186,105
Payables for Securities Purchased 990,420,824

Total Current Liabilities 2,187,193,399

Accrued Liability for Compensated Absences - Long-Term 124,585

Total Liabilities 2,187,317,985

Net Assets Held in Trust for Pension Benefits $ 6,754,291,554
(See Schedule of Funding Progress, Page 20)

The accompanying notes are an integral part of the financial statements.
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INDIANA STATE TEACHERS' RETIREMENT FUND 
NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 
(Continued) 

 
 
 G. Deposits and Investments - The Treasurer of State acts as the official custodian of the cash 

and securities, except for securities held by banks or trust companies under custodial agree-
ments with the Board of Trustees.  The Board of Trustees may contract with investment 
counsel, trust companies, or banks to assist the Board in its investment program.  The 
Board is required to diversify investments in accordance with prudent investment standards.  
The Board has issued investment guidelines for its investment program which authorized 
investments of U.S. Treasury and Agency obligations, U.S. Government securities, common 
stock, international equity, corporate bonds, notes and debentures, repurchase agreements 
secured by U.S. Treasury obligations, mortgage securities, commercial paper, and banker's 
acceptances.  See Note 4 for more details.  

 
 H. Method Used to Value Investments - GASB 25 requires that investments of defined benefit 

plans be reported at fair value.  Short-term investments are reported at cost, which 
approximates fair value.  Securities traded on a national or international exchange are 
valued at the last reported sales price at current exchange rates.  Mortgages are valued on 
the basis of future principal and interest payments, and are discounted at prevailing interest 
rates for similar instruments.  Investments that do not have an established market are 
reported at estimated fair value. 

 
I. Equipment - Equipment with a cost of $5,000 or more is capitalized at the historical cost.  

Depreciation is computed on the straight-line method over the estimated five-year life of all 
assets. 

 
J. Contributions Receivable - The contributions receivable was determined by using actual 

contributions received in July for days paid in the quarter ended June 30, 2004. 
 

K. Inventories - Inventories of consumable supplies are not recognized on the balance sheet as 
they are considered immaterial.  Purchases of consumable supplies are recognized as 
expenditures at the time of purchase. 

 
 L. Payables and Liabilities - Payables and liabilities are not maintained throughout the year on 

the accounting records.  They are calculated or estimated for financial statement reporting 
purposes and are posted to the general ledger at year end. 

 
 M. Compensated Absences – TRF’s full-time employees are permitted to accumulate earned 

but unused vacation and sick pay benefits.  Vacation leave accumulates at the rate of one 
day per month and sick leave at the rate of one day every two months plus an extra day 
every four months.  Bonus vacation days are awarded upon completion of five, ten and 
twenty years of employment with the State of Indiana.  Personal leave days are earned at 
the rate of one day every four months; any personal leave accumulated in excess of three 
days automatically becomes part of the sick leave balance.  Upon separation from service, 
employees in good standing will be paid for a maximum of thirty unused vacation leave 
days. 

 
  No liability is reported for unpaid accumulated sick leave.  Vacation and personal leave and 

the salary-related payments that are expected to be liquidated are reported as 
Compensated Absences Liability. 
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INDIANA STATE TEACHERS' RETIREMENT FUND 
REQUIRED SUPPLEMENTAL SCHEDULES 

June 30, 2004 
 

SCHEDULE OF FUNDING PROGRESS 
 
 (Dollar Amounts in Millions) 

 

 
 

 SCHEDULE OF CONTRIBUTIONS FROM THE EMPLOYERS 
 AND OTHER CONTRIBUTING ENTITIES 
 

 

Actuarial UAAL as a

Actuarial Accrued Unfunded Percentage

Actuarial Value of Liability (AAL) AAL Funded Covered of Covered

Valuation Assets Entry Age (UAAL) Ration Payroll Payroll
Date (a) (b) (b-a) (a/b) (c) ((b-a)/c)

06-30-98 4,266$        11,779$        7,513$        36.22% 3,095$        242.75%

06-30-99 4,971          12,671          7,700 39.23% 3,294          233.76%

06-30-00 5,578          13,115          7,537 42.53% 3,193          236.05%

06-30-01 5,811          13,524          7,713 42.97% 3,319          232.39%

06-30-02 6,176          14,665          8,489 42.11% 3,609          235.22%

06-30-03 6,554          14,747          8,193 44.44% 3,585          228.54%

Valuation Annual

Fiscal Date Required Percentage
Year June 30 Contribution Contributed

1998-1999 06-30-97 508,259,679$      122%

1999-2000 06-30-98 524,815,537        123%

2000-2001 06-30-99 547,532,673        126%

2001-2002 06-30-00 537,789,669        106%

2002-2003 06-30-01 572,226,197        106%

2003-2004 06-30-02 638,541,074        69%


