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Letter of Transmittal

July 28, 2009

Maryland Teachers and State Employees
Supplemental Retirement Plans Board

6 Saint Paul Street #200

Baltimore, MD 21202

Honorable Chairperson and Members of the Board of Trustees:

It is our pleasure to present the 2008 Comprehensive Annual Financial Report of
the Maryland Teachers and State Employees Supplemental Retirement Plans
(Plans) which consist of four defined contribution plans: 401(k), 457, 403(b) and
401(a) match plan. Together, these plans constitute a fiduciary fund of the State of
Maryland, administered by the Maryland Teachers and State Employees
Supplemental Retirement Plan Board of Trustees (Board).

Responsibility for both the accuracy of the data and the completeness and
fairness of the presentation, including all disclosures, rest with the management of
the Plans. To the best of our knowledge and belief, the enclosed data is accurate in
all material respects and is reported in a manner designed to present fairly the
financial position and results of operations of the fiduciary fund. The Plans are
administered by a third party administrator, Nationwide Retirement Solutions, Inc.

For financial reporting purposes, the Plans utilize Governmental Accounting
Standards Board (GASB) Statement No. 25 Financial Reporting for Defined Benefit
Pension Plans and Note Disclosures for Defined Contribution Plans, GASB Statement
No. 34, Basic Financial Statements — and Management’s Discussion and Analysis for
State and Local governments, and GASB Statement No. 40, Deposit and Investment
Risk Disclosures.

The Plans consisting of the 401(k), 457, 403(b) and 401(a) match plan were
established by legislation and authorized as indicated in the notes to the basic
financial statements. The summaries of plan provisions are presented as well. The
purpose of the Plans is to provide benefits for all eligible public education and state
of Maryland employees who have elected to participate. Services provided by the
staff are performed to meet that objective.

This Comprehensive Annual Financial Report contains five sections. The
Introductory Section provides information about the administrative structure of the
Plans. The Financial Section provides a comprehensive review of the Plans net
assets available for benefits, changes in net assets available for benefits. The
Financial Section also contains the report from the Plans independent public
accountants, the combining statements and notes to the financial statements. The



Investment Section includes a report highlighting the Plans investment performance
in addition to various summary level portfolio compositions and investment data.
The Statistical Section provides demographic composition of the Plan’s participants
for each fund and detailed descriptions of various Plans provisions. The fifth section
is additional information provided by management, titled Other Supplementary
Schedules. In addition to the Letter of Transmittal, additional narrative, overview
and analysis can be found in the Management Discussion and Analysis (MD&A) as
listed in the table of contents.

Management’s Discussion and Analysis

The MD&A provides an overview and analysis of the Plans basic financial
Statements. This letter of transmittal is intended to complement the MD&A and
should be read in conjunction with the MD&A.

Economic Condition and Outlook

Because of the current economic downturn and the effect that higher food and
energy costs has had on real economic activity, the Federal Reserve has aggressively
lowered policy interest rates to spark future economic growth. The combined
impacts of a housing slump, credit market crunch, and soaring costs on mandatory
purchases of food and energy have endangered current and future economic
growth.  We believe that the market returns will remain flat or negative in the
short term and that over the long term market returns will increase.

The Plans investments are evaluated by the Board designee, Mercer Consulting,
Inc. A comparative analysis of rates of return is presented in the investment section
of this report. In addition, the Plans utilize Deutsche Asset Management as a
discretionary manager for the Investment Control Pool.

Major Issues and Initiatives

Despite the temporary loss of State matching contributions for the coming
calendar year, the Board will continue to provide educational seminars for
participants during this period of difficult economic and market conditions. The
Board is confident that services to our participants will help mitigate decreases in
participation. The decline in asset value as shown in the financial data included in
this report has caused a decline in Board revenue collected for administrative
expenses because these fees are charged as a percentage of the participants’
accounts. In order to fully fund administrative expense, the Board imposed a
supplementary fee to participants (for the year ended December 31, 2009).
Adjustments in the typical fee structure are possible indications of the challenges we
face as result of the market conditions.

Financial Information
The Board is responsible for maintaining a system of adequate internal

accounting controls designed to provide reasonable assurance that transactions are
executed in accordance with management authorization, and are recorded as
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necessary to maintain accountability for assets and to permit preparation of
financial statements in accordance with accounting principles generally accepted in
the United States of America. We are confident that the financial statements,
supporting schedules and statistical tables included in this report presents fairly the
Plan’s financial condition and changes in net assets available for plan benefits.

Investments

The following charts depict allocation of plan assets among the differing general
categories of plan investments as of December 31, 2008 and 2007.

2008
29% 39%
H Stable Value
B US Large Cap Equity
8% Balanced
24% m Other
2007
37% 32%
H Stable Value
B US Large Cap Equity
20 " Balanced
H Other

Included as other in the above charts are the following types of investment vehicles:
money market (in 403(b) only), U.S. fixed, international equities, U.S. small cap, and
life-cycle funds. See the MD&A and the Investment Section for a more detailed
analysis and information.



Investment Risk

The Plans are long-term retirement savings vehicles and are intended as sources
of income for eligible participants. The investment policy is included in this report
beginning on page 48.

Independent Audit

An independent audit of the plans was conducted by the independent accounting
firm of SB & Company, LLC. The auditor’s report on the basic financial statements is
included in the Financial Section of this report.

Acknowledgement

Preparation of this report would not have been possible without the dedicated,
efficient service of the entire staff and legal counsel. We would like to express or
appreciation to all staff who assisted and contributed to the preparation of this
report. Credit is given to the Board of Trustees for their unfailing support for
maintaining the standards of professionalism in the management of the Plans.

Certificate of Achievement for Excellence in Financial Reporting

The Government Finance Officers Association of the United States and Canada
(GFOA) awards organizations for publishing an easily readable and efficiently
organized comprehensive annual financial report (CAFR). In 2008, the Board of
Trustees recommended that the Staff prepare a comprehensive annual financial
report because they believe that this prestigious award of achievement provides to
the participants tangible assurance of our deep commitment to integrity in
performance of our fiduciary responsibilities.

This report is our first step in preparing a comprehensive report. We intend to
submit future CAFR’s to GFOA for consideration.

bicodip i
Michael T. Halpin CRA® CRC® Debra L. Roberts CPA CR(C®
Executive Director Director of Finance
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A letter from the Chairperson of the Board
July 28, 2009

Over the last year, participants of the Maryland Teachers and State
Employees Supplemental Retirements Plans (collectively “the Plans”) have
seen the impact of the national recession on their investments. Challenging
market conditions continue to adversely impact performance and trading in
most sectors of the financial markets. Uncertainty over the housing market
decline, weakness in banks, tighter lending conditions, and the crisis in the
financial industry, have all affected the markets and participant accounts.
Despite these adverse conditions, the Board of Trustees (“the Board”) has
sought to ensure that the Plans’ investment options are suitable for
individual retirement investing, in accordance with our investment policy
and objectives. A copy of the investment policy is in the Investment Section
of this report.

Beginning in calendar year 2008 and years thereafter, the Board
agreed to submit its annual report to participants in the form of a
Comprehensive Annual Financial Report (CAFR). The CAFR provides a
comprehensive reporting of financial activities for a governmental
organization that clearly reflects the financial results of the Plans in a
structured format.

The defined contribution Plans for the State of Maryland are
presented within the context of management’s discussion and analysis
followed by audited financial statements, investment results, statistical
information, 10-year net asset history and demographic information about
the Plans’ participants. It is our goal to provide a complete, accurate and
organized document in an easy to read format for the benefit of our
participants.

Over the past year, the net assets of the Plans have decreased from
$2.53 billion at the beginning of 2007, to $1.93 billion as of December 31,
2008. Despite adverse economic projections, the net number of participant
accounts increased slightly from 68,703 to 69,070. The Plans’ participation
level—the percentage of employees participating as of December 31, 2008—
rose to 74.93%. As of December 31, 2008, 51% of participants in the Plans
are actively deferring. We believe this represents a high level of confidence
in the Plans despite the challenging economic conditions.

Clearly, investment performance reflects the poor conditions of the
financial markets, which have resulted in a 19% reduction in assets in all four
Plans combined over the past year. Nonetheless, the number of actively
deferring participants remains stable and the level of average participant
deferral amounts has remained consistent or increased. Total dollars



deferred show an even more dramatic result for the year ended December 31, 2008 with the
contributions to all four Plans reaching an all-time high of $188 million. Although past
experience shows as much as a 5% drop in deferring participants when the State match is
suspended, most participant contributions have continued throughout this difficult period.

The Board and its advisors continue the course of regular investment reviews ensuring
that investment options offered to Plan participants are suitable for retirement investment.
Recently, the Board installed the T. Rowe Price Mid-Cap Value Fund and closed the Lord Abbett
Mid-Cap Value Fund and the Legg Mason Value Trust Fund to new investments. As
traditionally occurs with replacement funds, the Board announced the closures with a direct
mailing to affected participants notifying them of their continuing right to transfer these funds
to a new investment option and that, without such a transfer, the funds in the closed option
would be automatically moved to the most similar fund—the T. Rowe Price Mid-Cap Value
Fund (Lord Abbett) and the Vanguard Institutional Index Fund (Legg Mason Value Trust). This
move successfully occurred on May 22, 2009.

In early 2007, the Board chose to add to the list of MSRP investment options the twelve
funds in the T. Rowe Price Target Date Retirement Fund series. Each of the Target Date Funds
are managed to a typical investor’s retirement year, separated in five year increments, These
“lifecycle funds” became part of a communication and education campaign undertaken to
reach all participants that was offered in nearly every State agency location. The Plans’
enhancement campaign asked participants to review their account and investment selections,
and familiarize themselves with the traditional menu of various mutual funds compared to the
target date approach of lifecycle funds. The response of participants was very favorable; as a
result, approximately 5% of contributing participants are now using the target date retirement
funds exclusively and more than 12% of all deferrals are now directed to these funds.

Effective July 1, 2009, the match program was suspended through legislative enactment
during the 2009 legislative session. However, this suspension has not affected the December
31, 2008 financial statements. MSRP staff, in coordination with Plan Administrator Nationwide
Retirement Solutions, will continue to vigorously promote participation in the Plans. The
Board is encouraged that previous efforts have succeeded in limiting contribution decreases
when match contributions have been suspended.

The Board is pleased that this report reflects the continuing success of the Plan as well
as our ability to ensure its stability during challenging economic times.

J. Elpres Foalir

Honorable T. Eloise Foster
Chairperson
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MISSION

To enable State employees and teachers to participate in voluntary tax sheltered income deferral,
tax deferred annuity, and profit sharing and salary reduction savings plans that offer members tax
advantages as provided in the Internal Revenue Code.

VISION

A State that sponsors productive voluntary retirement savings programs for all its employees to
secure economic stability for themselves and their families in later years.



ABOUT THE PLANS

The Maryland Deferred Compensation Program was established for Maryland state employees in
1974 by Executive Order 01.01.1974.19 and under Chapter 433 of the Acts of 1974.
Subsequently, the U.S. Congress established the 457 Deferred Compensation Plan for public
employees as part of the Internal Revenue Code in 1978. In 1975, enrollment began and a seven-

member Board of Trustees administered the plan.

Chapter 741 of the Acts of 1985 brought the 457 Deferred Compensation Plan under the
direction of a nine-member Board of Trustees. The acts also gave the board authority to
administer a 403(b) Tax-Deferred Annuity Plan and a 401(k) Savings and Investment Plan. The
Maryland 403(b) plan became operational in 1985, and the Maryland 401(k) plan began in 1990.
These three plans came to be known as the Maryland Teachers and State Employees

Supplemental Retirement Plans.

In 1998, one of the most significant changes in the history of the plans took place. Chapter 530
of the Acts of 1998 was enacted, that in part provides for a match to eligible employee
contributions to State employer sponsored 457, 403(b) and 401(Kk) supplemental retirement plans.
Effective July 1, 1999, a dollar for dollar employer paid match became operational at the
statutory maximum of up to $600 each fiscal year. Contributing participants grew by about 50%
over a two-year start up period. Three years later, however, the budget bill for fiscal 2003
reduced the State’s maximum contribution to $500. Funding for the employer match program
was eliminated in the fiscal 2004 and 2005 budget bills, but was restored to a $400 maximum in

fiscal 2006 and then a $600 maximum for fiscal 2007 through 2009. As defined in statute, State



employees who are members of the State Employees Alternate Contributory Pension Selection

Plan are eligible for the match. The State's contributions are immediately vested.

In addition to implementing, maintaining and administering the plans, the Board is responsible
for submitting progress and status reports to participants; submitting an annual report to the
Governor and General Assembly; appointing employees; hiring consultants and administrators,
and other professional assistance. Each board member serves on at least one committee. The

committees include the Investment Committee and the Audit Committee.
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ABOUT THE BOARD

The Maryland Supplemental Retirement Plans are administered by a nine-member Board of
Trustees whose members are appointed by the Governor of Maryland to a staggered four-year
term. The Governor selects three members from any of the following departments, agencies or
boards: the Department of Budget and Management, the Department of Education, the
Comptroller of the Treasury, the State Treasurer’s Office, the Maryland State Retirement and
Pension Systems or the Maryland Higher Education commission. Three other members are
eligible to participate in one or more of the plans, and at least one is eligible for the 403(b) plan.
Three additional members represent the general public and are not eligible to participate in the
plans. At least one of these members has experience with defined contribution and salary

reduction plans.
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BOARD OF TRUSTEES

BOARD CHAIRPERSON

The Honorable T. Eloise Foster, Secretary
Department of Budget and Management
State of Maryland Agency Representative

BOARD MEMBERS

Ms. Sabrina Bass
403(b) Eligible Member

r Mr. Robert W. Black, CPA
\ Public Member
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The Honorable Nancy K. Kopp
Treasurer - State of Maryland
State of Maryland Agency Representative

® Ms. Linda Tanton, Esg.
= Deputy Comptroller - Office of the Comptroller
State of Maryland Agency Representative

Mr. William W. Whitescarver
Public Member

Ms. Marcia Zercoe
Public Member
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BOARD COMMITTEES
Investment Committee

William Whitescarver - Chairperson
Sabrina Bass

Nancy Kopp

Marcia Zercoe

Audit Committee

T. Eloise Foster - Chairperson
Robert Black

Linda Tanton
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BOARD ADVISORS

General Counsel

John K. Barry, Esquire
Assistant Attorney General

Independent Auditors

SB & Company, LLC
Certified Public Accountants & Consultants

Investment Contract Pool Manager

Deutsche Asset Management

Third Party Administrator

Nationwide Retirement Solutions, Inc.

General Pension Consultant & Investment Advisor

Mercer Investment Consulting
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