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Actuarial Section

September 10, 2002

The Retirement Board
Public School Employees’
  Retirement System of Pennsylvania
P.O. Box 125
Harrisburg, Pennsylvania  17108

Ladies and Gentlemen:

This report presents the results of the revised annual actuarial valuation of the Public School
Employees’ Retirement System of Pennsylvania as of June 30, 2001.  The valuation was revised to
reflect Act 38 of 2002 which amended the  Code.  The Act 38 revisions effective with this valuation are:

· Established 1% floor on the pension rate commencing with 2002/2003 fiscal year contribution
· Established 1.15% cap on the total rate for 2002/2003 fiscal year only
· Changed the method of calculating the actuarial value of assets from a three-year smoothing

method to a five-year smoothing method

The valuation takes into account all of the promised benefits to which members are entitled, including
pension and survivor benefits and establishes the contribution rate for the 2002/2003 fiscal year in
conformance with the Retirement Code.

The valuation was based on the actuarial assumptions and methods as adopted by the Board of
Trustees, including a valuation interest rate of 8½% per annum compounded annually.  The actuarial
assumptions are unchanged from the prior valuation.  The actuarial cost method has been revised in
accordance with Act 9 and Act 38.  The outstanding balance of the unfunded accrued liability as of June
30, 2001 is amortized over a 10-year period, with level dollar funding beginning July 1, 2002.  The
increase in liability due to new benefits provided by Act 9, the decrease in unfunded actuarial liability
due to the new actuarial asset valuation method provided by Act 38, and future actuarial gains and
losses are amortized over a 10-year period with level dollar funding.

The actuarial assumptions and methods comply with the parameters set forth in Governmental
 Accounting Standards No. 25.
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Assets and Membership Data
The Retirement System reported the individual data for members of the System as of the valuation
date to the actuary.  While we did not verify the data at their source, we did perform tests for internal
consistency and reasonableness.  The amount of assets in the trust fund taken into account in the
valuation was based on statements prepared for us by the Retirement System.

Funding Adequacy
The valuation results determine that the employer contribution rate for fiscal year 2002/2003 is 1.15%.
The funded status of the plan determined as of June 30, 2001 based on the accrued liability and the
actuarial value of assets is 114.4%.

Financial Results and Membership Data

Detailed summaries of the financial results of the valuation and membership data used in preparing the
valuation are shown in the valuation report.  The actuary prepared supporting schedules included in the
Actuarial and Statistical Section of PSERS Comprehensive Annual Financial Report.  The actuary
prepared the trend data schedules included in the Financial Section of PSERS Comprehensive Annual
Financial Report.

Qualified actuaries completed the valuations in accordance with accepted actuarial procedures as
prescribed by the Actuarial Standards Board. The qualified actuaries are members of the American
Academy of Actuaries and are experienced in performing actuarial valuations of public employee
retirement systems.  To the best of our knowledge, this report is complete and accurate and has been
prepared in accordance with generally accepted actuarial principles and practice.

Respectfully submitted,

Kim M. Nicholl, F.S.A. S. Lynn Hill
Principal, Consulting Actuary Associate Principal, Retirement Consulting
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Executive Summary

This report presents the actuarial valuation as of June 30, 2001 for the Public School Employees’
Retirement System of Pennsylvania.

The principal valuation results include:
· The employer contribution rate for fiscal year 2002/2003 which is 1.15%.
· The funded status of the plan determined as of June 30, 2001 based on the accrued liability and

the actuarial value of assets as of that date which is 114.4%.
· The determination of the actuarial gain or loss as of June 30, 2001 which is a loss of $2.0 billion.
· Annual disclosure as of June 30, 2001 as required by Statement No. 25 of the Governmental

Accounting Standards Board.

The valuation was completed based upon membership and financial data submitted by the Retirement
System.  Detailed summaries of the financial results of the valuation and membership data used in
preparing the valuation are included in the valuation report.  The actuary prepared supporting
schedules included in the Actuarial and Statistical Section of PSERS Comprehensive Annual Financial
Report.  The actuary prepared the trend data schedules included in the Financial Section of PSERS
Comprehensive Annual Financial Report.

Changes Since Last Year

Legislative and Administrative Changes

Act 9 of 2001 amended Section 8509(B) of the PSERS Code.  Act 9 created a new Class T-D service
as of July 1, 2001 and allows members to have prior school service and intervening military service
converted to Class T-D service.  Members who are active or inactive as of July 1, 2001 must
affirmatively elect Class T-D service by December 31, 2001.  The multiplier for members with
Class T-D service will increase from 2% to 2.5%.  The multiplier for non-school service will remain
at 2%.

Effective January 1, 2002, the member contribution rate will increase by 1.25% for members who elect
to convert to Class T-D service and for all members enrolled on or after July 1, 2001.  Members who
were enrolled after July 22, 1983 who elect Class T-D service will pay an employee contribution rate of
7.5%.  Members who were enrolled prior to July 22, 1983 who elect Class T-D service will pay an
employee contribution rate of 6.5%.  In addition, Act 9 reduced the vesting period from 10 years to five
years of eligibility points.

Act 38 provides for a split COLA to be paid commencing July 1, 2002 for members retired before
July 2, 1990 and commencing July 1, 2003 for members retired from July 2, 1990 through July 1, 2002.
Funding for the cost of the COLA will commence July 1 following each effective date.

The benefit provisions and contribution provisions are summarized in Table 13.

Actuarial Assumptions and Methods

The actuarial assumptions are unchanged from the prior valuation with the exception of the actuarial
cost method which has been revised in accordance with Act 9 of 2001 and the actuarial asset method
which has been revised in accordance with Act 38 of 2002.
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Act 38 of 2002 amended the actuarial asset valuation method.  The new actuarial value of assets is
determined by immediately recognizing the 8.5% actuarial expected investment return and
recognizing the difference between the actual and expected investment return over a five-year period.
Under the transition rule, the remaining unrecognized gains from the 1999/2000 and 2000/2001 fiscal
years under the former three-year smoothing method are immediately recognized.

Under Act 9 the outstanding balance of the unfunded accrued liability as of June 30, 2001 is amortized
over a 10-year period, with level dollar funding beginning July 1, 2002.  The increase in liability due to
new benefits provided by Act 9, the decrease in the unfunded accrued liability due to the new actuarial
asset method provided by Act 38, and future actuarial gains and losses are amortized over a 10-year
period with level dollar funding.

Act 38 of 2002 amended Section 8328(a) of the PSERS Code.  Act 38 established a floor on the total
contribution rate equal to 1% plus the premium assistance rate.  In addition, Act 38 established a cap
on the total contribution rate for the 2002/2003 fiscal year only of 1.15%.

The actuarial assumptions and methods are outlined in Table 12.

Contribution Rates

The results of the valuation as of June 30, 2001 determine the employer contribution rate for fiscal year
2002/2003.  The total contribution rate payable by the employer is 1.15% of payroll as provided by
Act 38 of 2002.  This includes .18% of payroll for pension benefits plus 0.97% of payroll for the health
insurance premium assistance program.

The average contribution rate payable by the members is 7.10%.  Effective January 1, 2002 the
employee contribution rate for members who elect to have prior school service and intervening military
service converted to Class T-D service will increase by 1.25%. The average member contribution rate
of 7.10% represents an average of the members who were most recently hired prior to July 22, 1983
contributing 6.50%, and the remaining members who are contributing 7.50%.

Reasons for Change in the Rate

The employer contribution rate increased from 1.09% for fiscal year 2001/2002 to 1.15% for fiscal year
2002/2003.  The increase of .06% is due to the following reasons:

· Decrease due to reamortization of the unfunded accrued liability over 10 years (8.72)%
· Increase due to Act 9 benefit increases* 10.59
· Decrease due to change in asset method under Act 38* (7.50)
· Increase due to actuarial loss on assets* 2.97
· Increase due to actuarial loss on liabilities* .25
· Decrease due to change in health insurance contribution rate    (.12)
· Decrease due to zero minimum pension contribution rate for fiscal 2001/2002 (.42)
· Increase due to floor and cap on contribution rate under Act 38 3.01
· Total .06%

* Changes in Unfunded Accrued Liability amortized over 10 years



Public School Employees’ Retirement SystemPage 84

Actuarial Section

Summary of Principal Results

Summarized below are the principal financial results for the Public School Employees’ Retirement
System based upon the actuarial valuation as of June 30, 2001.  Comparable results from the
June 30, 2000 valuation are also shown.
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Five-Year History of Contribution Rates
(As a % of Payroll)

The following chart shows a five-year history of employer contribution rates:

Five-Year History of Principal Financial Results
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Funded Ratio

The financing objective of the System is to:

— Fully fund all current costs based on the normal contribution rate determined under the funding
method; and

— Liquidate the unfunded accrued liability based on the amortization schedules as required by
the retirement code, i.e., a schedule of 10 years for each change in the unfunded accrued
liability.

The total contribution rate of 1.15% of payroll payable by employers, when taken together with the
contributions payable by the members and asset returns, is sufficient to achieve the financing
objective.

The System’s funded status on the funding basis is measured by comparing the actuarial value of
assets (based on a 5-year moving average market value) with the accrued liability.  The accrued
liability is the present value of benefits accumulated to date under the System’s funding method and
reflects future pay increases for active employees.

On this basis, the System’s funded ratio is 114.4% as of June 30, 2001.  The funded ratio is based on
an actuarial value of assets of $54.8 billion and an accrued liability of $47.9 billion.

Reasons for Change in the Funded Ratio

The funded ratio decreased from 123.8% as of June 30, 2000 to 114.4% as of June 30, 2001.  The
decrease is due to the net effect of the Act 9 benefit changes, Act 38 actuarial asset method change,
and asset and experience losses.
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Five-Year History of Funded Ratio
(Dollar Amounts in Millions)

The following chart shows a five-year history of the accrued liability and the actuarial value of assets:

Five-Year History of Accrued Liability and Actuarial Value of Assets
(Dollar Amounts in Billions)
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The following chart shows a ten-year history of the funded ratio:

Ten-Year History of Funded Ratio
(1992  - 2001)
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GASB No. 25 Disclosure

Statement No. 25 of the Governmental Accounting Standards Board established reporting standards
for the annual financial reports of defined benefit pension plans.  The System complied with Statement
No. 25 beginning with the June 30, 1996 valuation.  The statement requires disclosure of the “schedule
of funding progress” and the “schedule of employer contributions” in the System’s financial
statements.

The “schedule of funding progress” shows historical trend information about the System’s actuarial
value of assets, the actuarial accrued liability and the unfunded actuarial accrued liability.  The actuarial
funded status is measured by comparing the actuarial value of assets (based on a 5-year moving
average market value) with the accrued liability.  The accrued liability is the present value of benefits
accumulated to date under the System’s funding method and reflects future pay increases for active
employees.  On this basis, the System’s funded ratio is 114.4% as of June 30, 2001.  The funded ratio
is based on an actuarial value of assets of $54.8 billion and an accrued liability of $47.9 billion.

The “schedule of employer contributions” shows historical trend information about the annual required
contributions (ARC) of the employer and the percentage of the ARC contributed to the System.  The
ARC is equal to the normal cost plus amortization of the unfunded actuarial accrued liability.  The
maximum period of amortizing the unfunded actuarial accrued liability permitted by GASB No. 25 is 40
years.  The maximum amortization period decreases to 30 years in 2006.  The employer contributions
to the System are equal to the normal cost plus a 10-year amortization of each change in the unfunded
accrued liability.  The employer contributions to the System are equal to 100% of the ARC.

Rate of Return

The investment return of the trust fund (i.e. total return including both realized and unrealized gains and
losses) for fiscal years 1996/1997 through 2000/2001 is shown in the table below.  The return based on
the actuarial value of assets used for determining annual contribution rates is also shown.

The rate of return on market value reflects the investment earnings on the market value of assets from
the beginning of the fiscal year to the end of the fiscal year.  The actuarial assets are the assets
recognized for valuation purposes.  Actuarial assets are based on a smoothed market value that
recognizes investment gains and losses over a period of three years.  The rate of return on the
actuarial value of assets is a measure of the increase in the actuarial value of assets from the
beginning of the fiscal year to the end of the fiscal year.
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Table 1
Summary of Results of Actuarial Valuation

As of June 30, 2001
(Dollar Amounts in Thousands)
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Table 2
Summary of Sources of Employer Contribution Rate

As of June 30, 2001
(Dollar Amounts in Thousands)
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Table 3
Determination of Health Insurance Contribution Rate

For Fiscal Year 2002/2003
(Dollar Amounts in Thousands)
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Table 4
Summary of Market Value of Plan Assets

As of June 30, 2001
(Dollar Amounts in Thousands)
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Table 5
Derivation of Actuarial Value of Assets

As of June 30, 2001
(Dollar  Amounts in Thousands)

* The actuarial rate of return is the investment return on the increase in the actuarial value of the
   assets from the June 30, 2000 valuation to the June 30, 2001 valuation.
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Table 6
Analysis of Change in Unfunded Accrued Liability

As of June 30, 2001
(Dollar  Amounts in Thousands)
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Table 7
Schedule of Funding Progress

GASB Statement No. 25 Disclosure
(Dollar  Amounts in Thousands)
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Table 8
Schedule of Employer Contributions
GASB Statement No. 25 Disclosure

(Dollar  Amounts in Thousands)

The information presented above was determined as part of the actuarial valuation as of two years
prior to the dates indicated (i.e. the contribution determined by the valuation completed as of
June 30, 1999 was contributed in the fiscal year ending June 30, 2001).

Additional information as of the latest actuarial valuation follows:

Valuation Date: 6/30/2001
Actuarial Cost Method: Entry Age
Amortization Method: Level percent closed
Remaining Amortization Period: 10 years
Asset Valuation Method: 5-year smoothed market

Actuarial Assumptions:
      - Investment Rate of Return * 8.50%
      - Projected Salaried Increases * 6.25%

* Includes Inflation at: 3.50%
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Table 9
Solvency Test

Comparative Summary of Accrued Liability
and Actuarial Value of Assets

(Dollar Amounts in Thousands)
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Table 10
History of Contribution Rates

(4.5%) FY 2001-2002 Assumed Rate of Return

The return on the market value of assets is assumed to be -4.5% for FY 2001-2002 and 8.5% for
subsequent fiscal years.  Otherwise, the projection of contribution rates is based on the assumption
that there are no actuarial gains or losses, no changes in demographics or economic assumptions
and no changes in benefit provisions.
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Table 11
History and Projection of Annuitants, Beneficiaries,

 Survivor Annuitants and Active Members
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Table 12
Description of Actuarial Assumptions and Methods

ASSUMPTIONS

Interest Rate:  8½% per annum, compounded annually (adopted as of June 30, 1990).  The components
are 3½% for inflation and 5% for the real rate of return.  Actuarial equivalent benefits are determined
based on 4% (since 1960).

Separation From Service:  Illustrative rates of assumed separation from service are as follows
(adopted in 2000):

*     Vested Withdrawal - At least 5 years service but not eligible for Early or Superannuation retirement.
**   Early Retirement - Age 55 with 25 years service, but not eligible for Superannuation retirement.
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Death After Retirement:  The 1995 George B. Buck Mortality Tables, rated forward one year for
males and unadjusted for females, adopted in 2000, are used to project mortality for healthy annuitants
and for dependent beneficiaries.  Special mortality tables based on PSERS’ experience are used for
disability retirements.  (The 1995 George B. Buck Mortality Tables, rated forward one year for males
and unadjusted for females, adopted in 2000, are used to determine actuarial equivalent benefits.)

Salary Increase:  Effective average of 6 1/4% per annum, compounded annually.  The components
are 3 1/2% for inflation, 1% for real wage growth and 1 3/4% for merit or seniority increases (adopted
as of June 30, 1995).  Representative values are as follows:

Description of Actuarial Assumptions and Methods (Continued)

MISCELLANEOUS
Option 4 Elections:  100% of members are assumed to elect a refund of contributions and a reduced
annuity.

Withdrawal Annuity:  90% of members are assumed to commence payment immediately and 10%
are assumed to defer payment to superannuation age.

METHODS
Calculations:  The actuarial calculations were performed by qualified actuaries in accordance with
accepted actuarial procedures, based on the current provisions of the retirement system, and on
actuarial assumptions that are internally consistent and reasonably based on the actual experience of
the System.

Actuarial Cost Method:  Entry Age Normal Cost Method.  The outstanding balance of the
June 30, 2001 unfunded accrued liability is to be amortized over a 10 year period commencing
July 1, 2002, with level dollar funding.  Changes in the unfunded accrued liability,
including actuarial gains and losses, subsequent to June 30, 2001 are to be amortized over a period of
10 years from the first day of July next following the change, with level dollar funding.
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Description of Actuarial Assumptions and Methods (Continued)

Asset Valuation Method:  A five-year moving market average value of assets that recognizes the
8½% actuarial expected investment return immediately and spreads the difference between the actual
and expected return (beginning with the 2000/2001 fiscal year) over a period of five years (adopted as
of June 30, 2001).

Determination of Health Care Contribution Rate:  Rate necessary to establish reserves sufficient
to provide postemployment healthcare insurance premium assistance payments for all participating
eligible annuitants for the subsequent fiscal year.

DATA
Census and Assets:  The valuation was based on members of the System as of June 30, 2001 and
does not take into account future members.  All census data was supplied by the System and was
subject to reasonable consistency checks.  Asset data was supplied by the System.
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Table 13
Summary of Benefit and Contribution Provisions

MEMBERSHIP
For valuation purposes, all employees are considered to be full coverage and assumed to elect
coverage under Class T-D.  All employees who become members on and after January 1, 1966 are
members of the dual coverage group.  Dual coverage members contribute to both PSERS and to
Social Security.

BENEFITS
Superannuation Annuity

Eligibility Age 62, or age 60 with 30 years of service, or 35 years of service
regardless of age.

Amount 2.5% of final average salary times years of school service and
intervening military service.  2% of final average salary for non-school
service and for members who do not elect Class T-D coverage.
Minimum of $100 per year of service. “Final average salary” means
the highest average annual salary for any 3 years of service.

Annual salary is subject to a limit of $200,000, as adjusted under
Section 401(a)(17).

For members who elect coverage under Class T-D, the maximum
benefit is equal to the limit established by Section 415 of the Internal
Revenue Code.

Early Retirement Annuity

Eligibility Age 55 with 25 years of service.

Amount Accrued benefit as of date of retirement, reduced 1/4% for each month
by which commencement of payments precedes
Superannuation Age.

For members who elect coverage under Class T-D, the maximum
benefit is equal to the limit established by Section 415 of the Internal
Revenue Code.

Withdrawal Annuity

Eligibility 5 years of service.

Amount Accrued benefit deferred to superannuation retirement age or an
actuarially reduced benefit payable immediately.  Actuarially
equivalent benefits are based on 4% interest and the 1995 George
B. Buck mortality tables, rated forward one year for males and
unadjusted for females.
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Summary of Benefit and Contribution Provisions (Continued)

Disability Annuity

Eligibility 5 years of service.

Amount The standard single life annuity if the total number of credited service
is greater than 16.667, otherwise the standard single life annuity
multiplied by the lesser of the following ratios:  (Y*/Y) or (16.667/Y)
where Y is the number of years of credited service and Y* is the total
years of credited service if the member were to continue as a school
employee until superannuation retirement age (or at current age, if
later).  Minimum of $100 per year of service.

Return of Contributions

Eligibility Death or separation from service and member does not qualify for
other benefits.

Amount Refund of accumulated deductions includes interest (less annuity
payments received prior to death in the case of a retired member).

Death Benefit

Eligibility Death of an active member or vestee who was eligible to receive an
annuity.

Amount The present value of the annuity which would have been effective if
the member retired on the day before death.  Option 1 (see next
page) assumed payable if no other option elected.

Normal and
Optional Forms
of Benefits

Normal Form: Life annuity with a guaranteed payment equal to member
contributions with interest.

Option 1: Reduced benefit with refund of balance of present value of annuity at
retirement over payments received.  If balance is less than $5,000,
benefit is paid in lump sum; otherwise, beneficiary may elect annuity
and/or lump sum.

Option 2: Joint and 100% survivorship annuity.

Option 3: Joint and 50% survivorship annuity.

Option 4: Benefit of equivalent actuarial value, including lump sum payment of
member contributions.
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Summary of Benefit and Contribution Provisions (Continued)

Postemployment Health Care Insurance Premium Assistance

  Eligibility Retired members who:
(a) have 24½ or more years of service, or
(b) are disability annuitants, or
(c) have 15 or more years of service and who both terminated school

service and retired after attaining superannuation age and
(d) participate in the PSERS Health Options Program or in an

employer-sponsored health insurance program.

  Amount Participating eligible annuitants receive health insurance premium
assistance payments from the Health Insurance Account equal to
the lesser of $55 per month ($100 per month effective
January 1, 2002) or the actual monthly premium.  All administrative
expenses necessary to operate the health insurance premium
assistance program are to be funded by the Health
Insurance Account.  The Health Insurance Account is credited with
contributions of the Commonwealth and the employers.

CONTRIBUTIONS

By Members Members who elect coverage under Class T-D and who were hired
prior to July 22, 1983 contribute at a rate of 6½% of compensation,
while members who elect coverage under Class T-D who were most
recently hired on or after July 22, 1983 contribute at a rate of 7½% of
compensation.  Members who do not elect coverage under
Class T-D and who were hired prior to July 22, 1983 contribute at a
rate of 5¼% of compensation, while members who do not elect
coverage under Class T-D who were most recently hired on or after
July 22, 1983 contributed at a rate of 6¼% of compensation.
Reduction for a joint coverage member of 40% of Social Security
tax, exclusive of disability and medical coverage portion.

By Commonwealth Balance of required contribution determined as normal contribution,
and employers accrued liability contribution, supplemental annuity contribution,

experience adjustment factor and premium assistance contribution,
is funded by the Commonwealth and the employers.
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Table 14
Summary of Membership Data

As of June 30, 2001
(Dollar Amounts in Thousands)

Active Members *

*    Excludes 53,979 inactive members and vestees.
**  These salaries shown in the table above represent a rate of pay as of the valuation date

 and are the approximate average of the salaries of $9,156,268 reported for the fiscal year
 ended June 30, 2001 and the expected salaries for the fiscal year ended June 30, 2002.
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Exhibit I
Active Membership Data as of June 30, 2001

Number and Average Annual Salary
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Exhibit II
The Number and Average Annual Annuity

As of June 30, 2001

Retired on Account of Superannuation, Early Retirement and
Those in Receipt of Withdrawal Annuities
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Exhibit III
The Number and Average Annual Annuity

As of June 30, 2001

Beneficiaries and Survivor Annuitants
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Actuarial Section

Exhibit IV
The Number and Average Annual Annuity

As of June 30, 2001

Retired on Account of Disability
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Actuarial Section

Exhibit V
The Number and Average Annual Annuity

As of June 30, 2001

Those in Receipt of a Refund Annuity
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Actuarial Section

Exhibit VI
Annuitant and Beneficiary Membership Data

As of June 30, 2001

Number and Average Annual Benefit
Excludes Partial Lump Sum Payments
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Actuarial Section

Exhibit VII

10 Year History of Membership Data
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