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McGladrey LLP
20 North Martingale Road, Suite 500
Schaumburg, IL 60173

Ladies and Gentlemen:

We are responsible for the identification of, and compliance with, all aspects of laws, regulations, contracts, or
grant agreements that could have a material effect on the operations of the Teachers’ Retirement System of
the State of lllinois (System). We are responsible for and we have established and maintained an effective
system of, internal controls over compliance requirements. We have performed an evaluation of the
System’s compliance with the following assertions during the period ended June 30, 2014. Based on this
evaluation, we assert that during the year ended June 30, 2014, the System has materially complied with the
assertions below.

A. The System has obligated, expended, received and used public funds of the State in accordance
with the purpose for which such funds have been appropriated or otherwise authorized by law.

B. The System has obligated, expended, received and used public funds of the State in accordance
with any limitations, restrictions, conditions or mandatory directions imposed by law upon such
obligation, expenditure, receipt or use.

C. The System has complied, in all material respects, with applicable laws and regulations, including the
State uniform accounting system, in its financial and fiscal operations.

D. State revenues and receipts collected by the System are in accordance with applicable laws and
regulations and the accounting and recordkeeping of such revenues and receipts is fair, accurate
and in accordance with law.

E: Money or negotiable securities or similar assets handled by the agency on behalf of the State or

held in trust by the agency have been properly and Iegally administered, and the accounting and
recordkeeping relating thereto is proper, accurate and in accordance with law.

Yours very truly,

Teachers’ Retirement System of the State of lllinois

(S, crinn QWW“" / %\MA/

Richard W. Ingram, Direcﬁr Tom Gray, General Counsel

TRS is an EEO employer.



Teachers’ Retirement System of the State of lllinois
Compliance Examination

Year Ended June 30, 2014

Summary

The compliance testing performed during this examination was conducted in accordance with
Government Auditing Standards and in accordance with the Illinois State Auditing Act.

Accountant’s Report

The Independent Accountant’s Report on State Compliance, on Internal Control Over Compliance, and
on Supplementary Information for State Compliance Purposes does not contain scope limitations,
disclaimers or other significant non-standard language.

Summary of Findings

Current Prior
Number of Report Report
Findings 1 —
Repeated findings — —
Prior recommendations implemented or not repeated — —
Item No. Page Description Finding Type

FINDINGS (GOVERNMENT AUDITING STANDARDS and STATE COMPLIANCE)

2014-001 9 Controls over Census Data Significant Deficiency
and Noncompliance

Exit Conference

In correspondence received from the Teachers’ Retirement System of the State of Illinois on
November 25, 2014, the System elected to waive a formal exit conference. The response to the
recommendation was provided by Jana Bergschneider, Director of Administration, in correspondence
dated November 25, 2014.



Independent Accountant’s Report on State Compliance,
on Internal Control Over Compliance, and on
Supplementary Information for State Compliance Purposes

Honorable William G. Holland
Auditor General, State of lllinois
Springfield, lllinois

Board of Trustees
Teachers’ Retirement System of the State of lllinois
Springfield, lllinois

Compliance

As Special Assistant Auditors for the Auditor General, we have examined the Teachers’ Retirement
System of the State of Illinois’ (System) compliance with the requirements listed below, as more fully
described in the Audit Guide for Financial Audits and Compliance Attestation Engagements of lllinois
State Agencies (Audit Guide) as adopted by the Auditor General, during the year ended June 30, 2014.
The management of the System is responsible for compliance with these requirements. Our
responsibility is to express an opinion on the System’s compliance based on our examination.

A. The System has obligated, expended, received, and used public funds of the State in
accordance with the purpose for which such funds have been appropriated or otherwise
authorized by law.

B. The System has obligated, expended, received, and used public funds of the State in
accordance with any limitations, restrictions, conditions or mandatory directions imposed by
law upon such obligation, expenditure, receipt or use.

C. The System has complied, in all material respects, with applicable laws and regulations,
including the State uniform accounting system, in its financial and fiscal operations.

D. State revenues and receipts collected by the System are in accordance with applicable laws
and regulations and the accounting and recordkeeping of such revenues and receipts is fair,
accurate and in accordance with law.

E. Money or negotiable securities or similar assets handled by the System on behalf of the State
or held in trust by the System have been properly and legally administered and the
accounting and recordkeeping relating thereto is proper, accurate, and in accordance with
law.

Our examination was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants; the standards applicable to attestation engagements contained
in Government Auditing Standards issued by the Comptroller General of the United States; the Illinois
State Auditing Act (Act); and the Audit Guide as adopted by the Auditor General pursuant to the Act; and,
accordingly, included examining, on a test basis, evidence about the System’s compliance with those
requirements listed in the first paragraph of this report and performing such other procedures as we
considered necessary in the circumstances. We believe that our examination provides a reasonable
basis for our opinion. Our examination does not provide a legal determination on the System’s
compliance with specified requirements.



In our opinion, the System complied, in all material respects, with the requirements listed in the first
paragraph of this report during the year ended June 30, 2014. However, the results of our procedures
disclosed an instance of noncompliance with the requirements, which are required to be reported in
accordance with criteria established by the Audit Guide, issued by the lllinois Office of the Auditor
General and which is described in the accompanying schedule of findings as item 2014-001.

Internal Control

Management of the System is responsible for establishing and maintaining effective internal control over
compliance with the requirements listed in the first paragraph of this report. In planning and performing
our examination, we considered the System’s internal control over compliance with the requirements
listed in the first paragraph of this report as a basis for designing our examination procedures for the
purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with the Audit Guide, issued by the lllinois Office of the Auditor General, but
not for the purpose of expressing an opinion on the effectiveness of the System’s internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the System’s internal
control over compliance.

A deficiency in an entity’s internal control over compliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with the requirements listed in
the first paragraph of this report on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that
there is a reasonable possibility that material noncompliance with a requirement listed in the first
paragraph of this report will not be prevented, or detected and corrected, on a timely basis. A significant
deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in internal
control over compliance that is less severe than a material weakness in internal control over compliance,
yet important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
we identified a deficiency in internal control over compliance, as described in the accompanying schedule
of findings as item 2014-001, which we consider to be a significant deficiency.

There were no immaterial findings that have been excluded from this report.
The System’s response to the finding indentified in our examination is described in the accompanying
schedule of findings. We did not examine the System’s response and, accordingly, we express no

opinion on the response.

Supplementary Information for State Compliance Purposes

As Special Assistant Auditors for the Auditor General, we have audited and issued under separate cover the
Statement of Plan Net Position of the Teachers’ Retirement System of the State of lllinois (System) as of
June 30, 2014, and the related Statement of Changes in Plan Net Position for the year then ended, and have
issued our report thereon dated January 6, 2015, which contained an unmodified opinion on those financial
statements. Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the System’s basic financial statements. We have not performed any procedures with
respect to the audited financial statements subsequent to January 6, 2015. The accompanying
supplementary information for State Compliance Purposes, consisting of the Fiscal Schedules and Analysis
Section (Schedules 1 through 15) and the Investment Listing (Schedule 16), for the year ended June 30,
2014 are presented for purposes of additional analysis and are not a required part of the basic financial
statements of the Teachers’ Retirement System of the State of lllinois. Such information is the responsibility
of management and was derived from and relates directly to the underlying accounting and other records
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used to prepare the basic financial statements. The accompanying Fiscal Schedules and Analysis Section
(Schedules 1 through 15) and Investment Listing (Schedule 16) for the year ended June 30, 2014 have been
subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the accompanying Fiscal Schedules and Analysis
Section (Schedules 1 through 15) and Investment Listing (Schedule 16) for the year ended June 30, 2014 are
fairly stated in all material respects in relation to the basic financial statements as a whole.

We also previously audited, in accordance with auditing standards generally accepted in the United States of
America, the Statement of Plan Net Position of the Teachers’ Retirement System of the State of lllinois
(System) as of June 30, 2013, and the related Statement of Changes in Plan Net Position for the year then
ended (not presented herein), and have issued our report thereon dated December 16, 2013, which
contained an unmodified opinion on those financial statements. The accompanying supplementary
information for the year ended June 30, 2013, consisting of the Fiscal Schedules and Analysis Section
(Schedules 1 through16) and Investment Listing (Schedule 17) is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records used to prepare the financial
statements. The accompanying supplementary information (Schedules 1 through 16) and Investment Listing
(Schedule 17) for the year ended June 30, 2013 have been subjected to the auditing procedures applied in
the audit of the June 30, 2013 basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare those basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the accompanying supplementary information (Schedules 1 through 16) and Investment Listing
(Schedule 17) for the year ended June 30, 2013 are fairly stated in all material respects in relation to the
basic financial statements as a whole from which it has been derived.

The accompanying supplementary information in the Analysis of Operations Section is presented for the
purposes of additional analysis and is not a required part of the basic financial statements. Such
information has not been subjected to the auditing procedures applied in the audit of the basic financial
statements, and accordingly, we do not express an opinion or provide any assurance on it.

This report is intended solely for the information and use of the Auditor General, the General Assembly,
the Legislative Audit Commission, the Governor, the Board of Trustees of the System and System
management, and is not intended to be and should not be used by anyone other than these specified
parties.

%4%47 ce,

Schaumburg, lllinois

April 14, 2015, except for the supplementary information
for State Compliance Purposes, as to which the date

is January 6, 2015



Independent Auditor’s Report on Internal Control Over Financial
Reporting and on Compliance and Other Matters Based on an
Audit of Financial Statements Performed in Accordance with

Government Auditing Standards

Honorable William G. Holland
Auditor General
Springfield, lllinois

Board of Trustees
Teachers’ Retirement System of the State of lllinois
Springfield, lllinois

As Special Assistant Auditors for the Auditor General, we have audited, in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards issued by the Comptroller General of the United States, the
Statement of Plan Net Position and Statement of Changes in Plan Net Position of the Teachers’ Retirement
System of the State of Illinois (System), as of and for the year ended June 30, 2014, and the related notes to
the financial statements, and have issued our report thereon dated January 6, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the System’s internal control
over financial reporting (internal control) to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinion on the financial statements, but not for the purpose
of expressing an opinion on the effectiveness of the System’s internal control. Accordingly, we do not
express an opinion on the effectiveness of the System'’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control such that there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness,
yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material weaknesses
or significant deficiencies, and therefore, material weaknesses or significant deficiencies may exist that were
not identified. Given these limitations, during our audit we did not identify any deficiencies in internal control
of the System that we consider to be material weaknesses. However, material weaknesses may exist that
have not been identified. We did identify a deficiency in internal control, described in the accompanying
schedule of findings as item 2014-001 that we consider to be a significant deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the System’s financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The results
of our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.



Response to Findings

The System'’s response to the finding identified in our audit is described in the accompanying schedule of
findings. The System’s response was not subjected to the auditing procedures applied in the audit of the
financial statements and, accordingly, we express no opinion on the response.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and
the results of that testing, and not to provide an opinion on the effectiveness of the System’s internal control
or on compliance. This report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the System'’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.

/%’c% ce,

Schaumburg, lllinois
January 6, 2015



Teachers’ Retirement System of the State of lllinois
Schedule of Findings

Year Ended June 30, 2014

Government Auditing Standards and State Compliance
Finding No. 2014-001 Controls over Census Data

The Teachers’ Retirement System of the State of Illinois (System) has weaknesses in controls over
creditable earnings and member census data reported by its participating employers.

During testing of the System’s internal controls over creditable earnings and member census data, it was
noted that creditable earnings and member census data for the System is accumulated from multiple
participating employers which increases the likelihood of errors within the data. The System'’s current
processes and controls for verifying the data rely heavily on the reporting of the information by the
participating employers and there are limited controls in place by the System to verify the creditable
earnings and member census information.

System management is responsible for the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to error or fraud. System controls should encompass effective management
processes and controls to sufficiently address the appropriate risks and verify the underlying payroll
records of participating employer census data which would include completeness and accuracy of census
data. This includes processes and controls over significant elements of census data which originates in
multiple locations across the System'’s participating employers.

The Fiscal Control and Internal Auditing Act (30 ILCS 10/3001) requires all State agencies, including the
System, to establish and maintain a system or systems, of internal fiscal administrative controls, such that
information is properly recorded and accounted for to permit the preparation of reliable financial and
statistical reports.

System management indicated the System did not have procedures in place to conduct employer audits
or other controls to verify census data.

Certain financial statement assertions relating to cost-sharing plans (that is, the Total Pension Liability
(TPL) and revenues and receivables relating to Contributions) are dependent on the completeness and
accuracy of census data. Weaknesses in controls over the significant elements of census data could lead
to a misstatement in the valuation of the TPL, a required disclosure to the System’s financial statements.
In addition, a misstatement could lead to a misstatement in contributions which directly impacts valuation
of Plan Net Position and the financial statements of the System directly. A misstatement within the
financial statements will impact the calculation of the Net Pension Liability (NPL) as required under GASB
statement No. 67, Financial Reporting for Pension Plans - An Amendment to GASB Statement No. 25. A
misstatement of the NPL will also impact the allocation of the NPL and related pension activity to
participating employers under GASB Statement No. 68, Accounting and Financial Reporting for Pensions
— An Amendment of GASB Statement No. 27. The auditors consider the weaknesses to be significant
deficiencies in the System’s internal control over financial and fiscal operations. (Finding Code No. 2014-
001)

Recommendation:

We recommend the System update current processes and controls to include the verification of significant
elements of census data.



Teachers’ Retirement System of the State of lllinois
Schedule of Findings

Year Ended June 30, 2014

Government Auditing Standards
Finding No. 2014-001 Controls over Census Data (Continued)
System Response:

The System concurs with this finding and will implement processes and controls to include verification of
census data from our members.
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Teachers’ Retirement System of the State of Illinois
Compliance Examination

Year Ended June 30, 2014

Supplementary Information for State Compliance Purposes

Summary

Supplementary Information for State Compliance Purposes presented in this section of the report
includes the following:

« Fiscal Schedules and Analysis:

Schedule of Appropriations, Expenditures and Lapsed Balances
Comparative Schedule of Revenues and Expenses

Analysis of Revenues and Expenses

Schedule of Administrative Expenses

Analysis of Administrative Expenses

Schedule of Changes in Property and Equipment

Schedule of Investment Portfolio

Schedule of Investment Manager Fees

Schedule of Accounts Receivable

Schedule of Reconciliation of Cash Receipts to Deposits Remitted to the State Comptroller
Benefit Payments

Member Contributions

Selected Account Balances

Schedule of Changes in Statutory Reserve Accounts

Schedule of Contributions/Deductions and Effect on Investments

o Analysis of Operations (Unaudited):

System’s Functions and Planning Program (Unaudited)

Progress in Funding the System (Unaudited)

Locally Held Fund (Unaudited)

Rates of Return (Unaudited)

Average Number of Employees (Unaudited)

Schedule of Investment Commissions (Unaudited)

Analysis of Changes in Statutory Reserve Accounts (Unaudited)

Selected Activity Measures and Service Efforts and Accomplishments as Reported by System
Officials (Unaudited)

« Investment Listing

The Independent Accountant’s Report on State Compliance, on Internal Control Over Compliance, and
on Supplementary Information for State Compliance Purposes covers the Supplementary Information for

State Compliance Purposes presented in the Compliance Report Section and states that it has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in the

auditor’s opinion, it is fairly stated in all material respects, in relation to the basic financial statements as a
whole from which it has been derived. The accountants’ report also states the Analysis of Operations

Section has not been subjected to the auditing procedures applied in the audit of the basic financial
statements, and accordingly, they do not express an opinion or provide any assurance on it.
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Teachers' Retirement System of the State of lllinois
Compliance Examination

Schedule of Appropriations, Expenditures and Lapsed Balances
For the Years Ended June 30, 2014 and 2013

2014

2013

Schedule 1

Final Expenditures Balances
Appropriations June 30 Lapsed

Final
Appropriations

Expenditures
June 30

Balances
Lapsed

Common School Fund (412):
Appropriations made to the System for the
State's contributions as provided by law:
Public Act 98-0017 $ 3,437,478,000 $ 3,437,478,000 $ -
Public Act 97-0685 - - -
Public Act 98-0017 120,000 120,000 -
Public Act 97-0685 - - -

Education Assistance Fund (007):
Appropriation allocation to the System for
transfer into the Teachers' Health Insurance
Security Fund as the State's contribution for
teachers' health insurance:
Public Act 98-0064 62,622,000 62,622,000 -
Public Act 97-0727 - -

Appropriation allocation to the System for
the establishment of minimum retirement
allowances:
Public Act 98-0017 1,100,000 904,892 195,108
Public Act 97-0685 - - -

General Revenue Fund (001):
Appropriation allocation to the System for
transfer into the Teachers' Health Insurance
Security Fund as the State's contribution for
teachers' health insurance:
40 ILCS 15/1.3 - continuing appropriation 27,808,000 27,808,000 -

$ -
2,702,278,000

120,000

62,622,000

1,200,000

24,061,000

$ -
2,702,278,000

120,000

62,622,000

1,034,213

24,061,000

165,787

Total appropriated funds $ 3,529,128,000  $ 3,528,932,892 $ 195,108

$ 2,790,281,000

$ 2,790,115,213

$ 165,787

Note:

The above data was taken directly from State Comptroller Report SBO1 (Monthly Appropriation Status) which has been reconciled to the System's records.
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Teachers' Retirement System of the State of lllinois

Compliance Examination

Comparative Schedule of Revenues and Expenses

For the Years Ended June 30, 2014 and 2013

Schedule 2

Increase (Decrease)

2014 2013 Dollars Percent
Revenues
Contributions
Members $ 928,745,853 $ 921,422,657 $ 7,323,196 0.8 %
State of lllinois:
Common School Fund * 3,437,478,000 2,702,278,000 735,200,000 27.2
Education Assistance Fund 904,892 1,034,213 (129,321) (12.5)
School districts:
Early retirement option 23,392,170 26,233,220 (2,841,050) (10.8)
2.2 benefit formula 55,181,100 55,182,660 (1,560) -
Federal funds 74,484,109 68,867,939 5,616,170 8.2
Excess salary/sick leave 5,277,219 6,895,424 (1,618,205) (23.5)
Total contributions 4,525,463,343 3,781,914,113 743,549,230 19.7
Investment income
Net appreciation in fair value 5,804,678,228 3,801,020,789 2,003,657,439 52.7
Interest 236,947,917 237,105,503 (157,586) (0.2)
Dividends 515,858,875 466,665,278 49,193,597 10.5
Real estate operating income, net 311,383,726 224,838,678 86,545,048 38.5
Private equity income 117,978,674 85,549,726 32,428,948 37.9
Other investment income 81,912,282 13,064,572 68,847,710 527.0
Securities lending income 7,541,948 7,506,839 35,109 0.5
Less investment expense:
Direct investment expense (300,257,270) (280,372,727) (19,884,543) 7.1
Securities lending management fees (863,807) (1,254,991) 391,184 (31.2)
Securities lending borrower rebates 6,851,147 7,644,716 (793,569) (10.4)
Net investment income 6,782,031,720 4,561,768,383 2,220,263,337 48.7
Total revenues 11,307,495,063 8,343,682,496 2,963,812,567 35.5
Expenses
Retirement benefits 4,986,155,845 4,670,384,710 315,771,135 6.8
Survivor benefits 208,424,078 192,390,237 16,033,841 8.3
Disability benefits 30,626,905 30,309,287 317,618 1.0
Refunds 95,456,151 88,397,549 7,058,602 8.0
Administrative 21,218,069 20,257,553 960,516 4.7
Total expenses 5,341,881,048 5,001,739,336 340,141,712 6.8
Excess of revenues over expenses $5,965,614,015 $ 3,341,943,160 $ 2,623,670,855 785 %

Y The 120,000 shown on page 12 is included as part of the school district 2.2 benefit formula amount on this schedule.
The amount represents employer contributions required by the state as an employer of teachers described under 40 ILCS

5/16-158(e).

See analysis on page 14.
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Teachers’ Retirement System of the State of Illinois
Compliance Examination

Fiscal Schedules and Analysis
For the Year Ended June 30, 2014

Analysis of Revenues and Expenses Schedule 3

The System is financed by employee member contributions, employer contributions, State appropriations,
and investment earnings. A schedule of receipts of the System, which were deposited with the
Comptroller of the State of lllinois, is shown on page 26 of this report.

Approximately 99 percent of total expenses (excluding investment expenses) for fiscal years 2014 and
2013 are related to benefits and refunds to members. Benefits include retirement, disability and survivor
benefits. Details of benefit recipients, benefit expenses and summaries of new benefit payments and of
average benefit payments can be found in the System’s Comprehensive Annual Financial Report (CAFR)
for the year ended June 30, 2014.

The System’s revenues and expenses have been analyzed for fluctuations greater than $1 million and
20% from the previous year as follows:

State of lllinois Contributions

The increase in revenue from the State of Illinois is due to an increase in the actuarially determined
amount which has been measured in accordance with statutory requirements and certified by the System
to the State of lllinois.

Excess salary/sick leave contributions

The decrease in excess salary/sick leave contributions is due to fewer employers granting salary
increases over six percent that is used in a retiring member’s final average salary calculation.

Investment Income

The System’s investment strategy has been to maintain the investment allocation as stated by the Board
of Trustees. At June 30, 2014, the assets assigned to the respective asset classes consist of 20.8
percent domestic equity, 22.0 percent international equity, 17.1 percent fixed income, 9.0 percent real
return, 12.4 percent real estate, 11.1 percent private equity, 5.8 percent absolute return and 1.8 percent
other investments. A more detailed explanation of the System’s investment portfolio can be obtained
from the System’s CAFR.

Total investment income was $6,782,031,720 and $4,561,768,383 for fiscal years ending June 30, 2014
and 2013, respectively, an increase of $2,220,263,337. The primary factor contributing to the overall
increase was net appreciation in fair value, which increased $2,003,657,439. The net appreciation is
directly related to the financial markets posting very strong returns during the fiscal year. As with the prior
year, market volatility remained very low in fiscal year 2014 and accommodative monetary policy, solid
corporate fundamentals and a strong rebound in European shares drove investment performance, led by
double-digit gains in global equity markets. All of the System’s asset classes produced positive returns
during the year and the System’s investment portfolio posted a 17.4 percent rate of return (net of fees) for
fiscal year 2014.

14



Teachers' Retirement System of the State of lllinois

Compliance Examination

Schedule of Administrative Expenses

For the Years Ended June 30, 2014 and 2013

Schedule 4

Increase (Decrease)

2014 2013 Dollars Percent
Personal services
Salaries $ 10,015,342 $ 9,481,562 $ 533,780 56 %
Retirement contributions 2,223,899 2,097,086 126,813 6.0
Insurance and payroll taxes 3,648,898 3,904,026 (255,128) (6.5)
Professional services
Actuarial services 569,979 315,309 254,670 80.8
External auditors 128,282 166,629 (38,347) (23.0)
Legal services 446,242 532,242 (86,000) (16.2)
Internal audit consulting - 68,028 (68,028) (100.0)
Legislative consulting 84,000 84,000 - 0.0
Salary review consulting - 35,721 (35,721) (100.0)
Information systems consulting 46,150 17,250 28,900 167.5
Operations consulting 50,329 237,008 (186,679) (78.8)
Other 15,040 4,657 10,383 223.0
Communications
Postage 192,065 253,734 (61,669) (24.3)
Printing and copying 171,855 131,484 40,371 30.7
Telephone 260,206 225,360 34,846 155
Other expenses
Administrative services 193,276 208,255 (14,979) (7.2)
Building operations and maintenance 601,630 491,791 109,839 22.3
EDP supplies and equipment 164,654 262,683 (98,029) (37.3)
Equipment repairs, rental and maintenance 286,121 284,505 1,616 0.6
Insurance 385,017 11,762 373,255  3,173.4
Memberships and subscriptions 34,854 30,320 4,534 15.0
Office equipment and furniture 27,253 13,953 13,300 95.3
Office supplies 30,422 34,081 (3,659) (20.7)
Software licenses and maintenance 350,673 250,271 100,402 40.1
Travel, conferences, education 169,425 203,943 (34,518) (16.9)
Depreciation expense
Depreciation 1,122,457 911,893 210,564 23.1
Total administrative expenses $ 21,218,069 $ 20,257,553 $ 960,516 47 %
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Teachers’ Retirement System of the State of lllinois
Compliance Examination

Fiscal Schedules and Analysis
For the Year Ended June 30, 2014

Analysis of Administrative Expenses Schedule 5
Administrative expenses reflect all costs incurred to manage the day-to-day operations of the System.
Detall costs relating to benefits and refunds paid to recipients and administrative costs relating to
investment expenses have been separated from the Schedule of Administrative Expenses. The total
administrative expenses of $21.2 million are approximately 0.4 percent of the total expenses of $5.3
billion for fiscal year 2014. Fluctuations greater than $50,000 and 20 percent were analyzed as follows:

Actuarial services

Expenses for actuarial services increased $254,670 or 80.8 percent in fiscal year 2014. The increase
was due to increased service requests relating to pension reform inquiries and Senate Bill 1.

Internal audit consulting

Internal audit consulting expenses decreased from $68,028 in fiscal year 2013 to zero in fiscal year 2014.
The fiscal year 2013 expense was for investment-related consulting which was reclassified to investment
expense in fiscal year 2014.

Operations consulting

Expenses for operations consulting decreased $186,679 or 78.8 percent in fiscal year 2014. The
decrease is primarily due to a fiscal year 2013 expense of $178,200 for the System’s document imaging
project.

Postage

Postage expense decreased $61,669 or 24.3 percent in fiscal year 2014. The decrease is due to the
timing of payments and increased communication via email.

Building operations and maintenance

Expenses for building operations and maintenance increased $109,839 or 22.3 percent in fiscal year
2014. The increase was mainly due to a cost of $102,717 for the replacement of a boiler.

EDP supplies and equipment

Expenses for EDP supplies and equipment decreased $98,029 or 37.3 percent in fiscal year 2014. The
decrease is primarily attributed to fewer equipment purchases for the document imaging project.

Insurance

Insurance expenses increased $373,255 or 3,173.4 percent in fiscal year 2014. The increase was due to
the purchase of fiduciary and cyber insurance.
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Teachers’ Retirement System of the State of Illinois
Compliance Examination

Fiscal Schedules and Analysis
For the Year Ended June 30, 2014

Analysis of Administrative Expenses (Continued) Schedule 5
Software licenses and maintenance

Expenses for software licenses and maintenance increased $100,402 or 40.1 percent in fiscal year 2014.
The primary reason for the increase was $70,573 for Microsoft products and maintenance.

Depreciation
Depreciation expense increased $210,564 or 23.1 percent in fiscal year 2014. The increase was largely

due to a full year's depreciation of hardware and software for the document imaging project that was
added in 2013 and is now fully capitalized.
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Teachers' Retirement System of the State of lllinois Schedule 6
Compliance Examination
Schedule of Changes in Property and Equipment
For the Years Ended June 30, 2014 and 2013
Balance at Balance at Balance at
June 30, 2012 Additions Deletions June 30, 2013 Additions Deletions June 30, 2014
Capital Assets
Land $ 235534 $ - $ - $ 235534 $ - $ - $ 235534
Mineral rights 2,643 - - 2,643 - - 2,643
Building 7,211,452 6,343 - 7,217,795 233,269 - 7,451,064
Site improvements 1,088,635 - - 1,088,635 - - 1,088,635
Equipment 1,953,202 379,877 26,716 2,306,363 260,296 113,204 2,453,455
Intangibles 650,247 543,166 - 1,193,413 288,759 - 1,482,172
Total 11,141,713 929,386 26,716 12,044,383 782,324 113,204 12,713,503
Allowance for depreciation 6,810,702 901,810 26,716 7,685,796 1,016,881 103,212 8,599,465
Net capital assets $ 4,331,011 $ 27576  $ - $ 4,358,587 $ (234,557) $ 9,992 $ 4,114,038

Note: Property balances were obtained from System records and have been reconciled to property reports submitted to the Office of the
Comptroller. Property and equipment are capitalized and depreciated based on policy set forth by the Office of the Comptroller for
financial reporting in accordance with generally accepted accounting principles. Balances at June 30 agree to amounts reported in the
System's year end financial statements.



Teachers' Retirement System of the State of lllinois Schedule 7
Compliance Examination
Schedule of Investment Portfolio
June 30, 2014 and 2013
2014 2013
% of % of
Market Value Total Market Value Total
U.S. treasuries & agencies $ 1,006,399,129 22% $ 1,266,248,184 3.2 %
U.S. government-backed mortgages 321,377,157 0.7 545,611,651 1.4
U.S. government special situations - 0.0 2,122,118 0.0
Municipals 39,018,468 0.1 58,776,219 0.1
Asset-backed securities 317,429,427 0.7 163,658,569 0.4
Commercial & collateralized mortgages 336,457,416 0.7 349,793,376 0.9
Commingled funds (U.S. & international) 1,530,792,546 3.4 1,357,813,108 3.4
Domestic corporate obligations 2,228,946,669 4.9 1,497,383,563 3.8
Foreign debt/corporate obligations 2,633,164,126 5.8 1,631,025,723 4.1
Total Fixed Income 8,413,584,938 18.5 6,872,432,511 17.3
U.S. equities 9,069,286,089 19.9 8,754,689,111 22.0
International equities 10,081,847,807 22.2 8,361,383,273 21.1
Total Equities 19,151,133,896 42.1 17,116,072,384 43.1
Absolute return 2,618,256,628 5.8 2,110,246,003 5.3
Private equity 5,038,446,122 111 4,687,146,815 11.8
Real estate 5,638,680,343 12.4 4,680,490,237 11.8
Real return strategies 3,055,818,516 6.7 2,661,472,243 6.7
Derivatives - options, futures and swaps 2,805,648 0.0 (9,415,670) 0.0
Cash and cash equivalents 1,432,002,394 3.2 1,448,944,819 3.7
Foreign currency 84,850,132 0.2 114,363,611 0.3
Total Investment Portfolio $45,435,578,617 100.0 % $ 39,681,752,953 100.0 %
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Teachers' Retirement System of the State of lllinois Schedule 8
Compliance Examination

Schedule of Investment Manager Fees
For the Years Ended June 30, 2014 and 2013

Investment Manager/Account 2014 2013
Aberdeen Asset Management, Inc. $ 7,259,678 $ 7,664,054
Advent International GPE VI, L.P. 688,506 670,652
Advent International GPE VII-C, L.P. 1,350,000 1,352,232
Alphadyne Global Rates Fund II, Ltd. 250,000 -
American Century Global Investment Management, Inc. 1,981,033 1,803,774
Apex Capital Management, Inc. 126,337 -
Apollo Investment Fund VII, L.P. - 2,249,774
Apollo Investment Fund VIII, L.P. 2,301,630 -
Apollo Lincoln Fixed Income Fund, L.P. 75,000 -
AQR Capital Management, L.L.C. 7,247,286 3,572,014
AQR Real Return Offshore Fund, L.P. 2,363,109 2,254,465
AQR Risk Balanced Reinsurance Fund LTD. 410,553 181,383
Ativo Capital Management 137,284 40,390
Banc Fund VI, L.P. 250,000 375,000
Banc Fund VII, L.P. 901,200 901,200
Baring Asia Private Equity Fund V 1,600,000 1,600,000
Beacon Capital Strategic Partners V, L.P. 265,268 357,863
Black River Agriculture Fund 2, L.P. 1,237,500 159,349
Black River Asset Management L.L.C. 1,325,900 1,123,450
BlackRock Asia Property Fund IlI, L.P. 587,347 641,732
Blackstone Capital Partners VI, L.P. 1,521,231 1,444,149
Blackstone Real Estate Partners Asia, L.P. 1,583,333 -
Blackstone Real Estate Partners VI, L.P. 604,535 611,324
Blackstone Real Estate Partners VII, L.P. 2,982,054 2,977,772
Blackstone/GSO Capital Solutions Fund, L.P. 1,365,053 1,858,849
BlueMountain Capital Management , LLC 7,214,004 7,670,880
Boston Company Asset Management, L.L.C. 1,074,711 2,238,982
Brandes Investment Partners, L.P. - 683,913
Bridgewater All Weather Portfolio Offshore Limited 2,203,806 2,275,516
Bridgewater Pure Alpha Fund | 9,283,302 8,842,252
Capri Capital Advisors Apartment Fund IIl, L.P. 1,046,344 1,486,453
Capri Select Income II, L.L.C. 31,864 14,360
Capri/Capital Advisors, L.L.C. 2,807,334 2,616,952
Carlson Capital, L.P. 6,560,097 4,942,488
Carlyle Europe Real Estate Partners Ill, L.P. 884,016 818,394
Carlyle Partners IV, L.P. 221,128 300,376
Carlyle Partners V, L.P. 165,489 2,129,213
Carlyle Partners VI, L.P. 2,893,921 254,795
Carlyle Realty Partners IV, L.P. 890,346 890,346
Carlyle Realty Partners VII, L.P. 82,192 -
Carlyle U.S. Growth Fund IlI, L.P. 471,216 533,698
Carlyle Ventures Capital Il, L.P. - 158,958
Carlyle/Riverstone Global Energy Fund II, L.P. 531,450 543,011
Carlyle/Riverstone Global Energy Fund III, L.P. 451,137 491,480
CB Richard Ellis Strategic Partners Europe Fund Ill, L.P. 220,490 384,709
CB Richard Ellis Strategic Partners UK Fund IIl, L.P. 169,248 233,939
Channing Capital Management, L.L.C. 304,418 252,044
(Continued)
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Teachers' Retirement System of the State of lllinois

Compliance Examination

Schedule of Investment Manager Fees (Continued)

For the Years Ended June 30, 2014 and 2013

Schedule 8

Investment Manager/Account 2014 2013
Claren Road Credit Partners, LP 7,095,044 $ 5,036,727
Clearlake Capital Partners Il, L.P. 86,521 276,065
Clearlake Capital Partners Ill, L.P. 547,517 448,294
Cornerstone Hotel Income & Equity Fund I, L.P. 358,170 435,035
Cornerstone Real Estate Advisors, L.L.C. 1,992,701 1,828,405
Cortina Asset Management, L.L.C. 649,423 522,504
Cramer Rosenthal McGlynn, L.L.C. 1,696,685 1,287,375
Credo Capital Management, L.L.C. - 30,263
Denali Advisors, L.L.C. - 54,354
Dimensional Fund Advisors, L.P. 3,651,052 2,751,256
DLJ Merchant Banking Partners I, L.P. 91,311 87,975
Dolan McEniry Capital Management, L.L.C. 654,563 737,944
Edgewater Growth Capital Partners Il, L.P. 198,367 209,177
Edgewater Growth Capital Partners Ill, L.P. 519,855 232,990
Edgewater Growth Capital Partners, L.P. 114,298 -
EIF United States Power Fund IV, L.P. 1,123,308 3,670,995
Elevation Partners, L.P. 32,896 87,400
Emerald Advisers, Inc. 1,564,117 1,514,434
Energy Capital Partners Fund II-A, L.P. 549,578 491,969
Energy Capital Partners I, L.P. 392,062 430,822
Energy Capital Partners I, L.P. 37,914 32,298
Enervest Energy Institutional Fund XII-A, L.P. 676,764 848,935
EQT VI 1,343,564 1,284,021
Evercore Capital Partners Il, L.P. - 26,563
Evergreen Partners IV, L.P. - 124,254
Evergreen Partners V, L.P. - 560,754
Fiduciary Management Associates, L.L.C. 1,019,806 1,055,856
Flintlock Commaodity Opportunities Master Fund, L.P. - 79,084
Franklin Advisers, Inc. 2,235,341 2,284,426
Franklin Templeton Investment Management Limited 1,782,980 1,797,702
Frontier Capital Management, L.L.C. - 1,363,351
Garcia Hamilton & Associates, L.P. 99,399 67,879
Gateway Real Estate Fund IV, LP 882,192 -
Gl Partners Fund lll, L.P. 370,939 556,204
Gl Partners Fund IV, L.P. 942,694 -
Glencoe Capital Partners IlI, L.P. 83,147 68,436
Granite Ventures Il, L.P. 261,996 258,926
Grantham, Mayo, Van Otterloo & Co., L.L.C. - 5,063,946
Great Point Partners Il, L.P. 1,247,826 -
Green Equity Investors V, L.P. - 603,271
Green Equity Investors VI, L.P. 2,311,382 759,854
Grosvenor Monarch Fund, L.L.C. 3,248,007 3,121,806
GTCR Fund VIII, L.P. - 174,642
Hartford Investment Management Company 316,341 281,524
HealthPoint Partners, L.P. 194,252 350,000
Heitman Capital Management, L.L.C. 4,986,262 4,643,818
Herndon Capital Management, L.L.C. 544,321 335,181
(Continued)
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Teachers' Retirement System of the State of lllinois Schedule 8
Compliance Examination
Schedule of Investment Manager Fees (Continued)
For the Years Ended June 30, 2014 and 2013
Investment Manager/Account 2014 2013
Hines U.S. Core Office Fund, L.P. $ 776,828 $ 850,000
Hopewell Ventures, L.P. 147,881 306,723
ICV Partners lll, L.P. 601,194 -
lllinois Emerging Technologies Fund, L.P. 6,855 12,910
Invesco Institutional (N.A.), Inc. 2,220,729 1,810,286
J.C. Flowers Il, L.P. 304,061 283,487
Jarislowsky, Fraser Limited 1,019,900 866,835
JER Real Estate Qualified Partners I, L.P. 23,199 134,341
JMI Equity Fund VII, L.P. 413,228 393,866
JP Morgan Investment Management, Inc. 157,431 138,855
JP Morgan Management Associates, L.L.C. 7,440,524 3,338,325
K2 Bluegill Fund, L.L.C. 2,265,049 4,317,724
Koll Bren Schreiber Realty Advisors - 366,842
Lasair Capital L.L.C. - 90,708
LaSalle Asia Opportunity Fund IlI, L.P. 404,074 512,088
LaSalle Asia Opportunity Fund IV, L.P. 109,765 -
Levin Capital Strategies, L.P. 934,396 922,468
Lightspeed Venture Partners IX, L.P. 546,696 640,338
Lion Industrial Trust 1,994,026 1,876,089
Littlejohn Fund 1V, L.P. 963,020 922,053
LiveOak Venture Partners |, L.P. 506,250 168,750
LM Capital Group, L.L.C. 19,858 120,656
Lombardia Capital Partners, L.L.C. 1,388,436 1,468,703
Lone Star Real Estate Partners Ill, L.P. 387,937 -
Longitude Ventures Partners, L.P. 520,925 714,088
Longitude Ventures Partners Il, L.P. 426,844 -
Loomis, Sayles & Company, L.P. 2,892,674 3,657,116
LPC Realty Advisors |, Ltd. 7,836,390 3,296,806
LSV Asset Management 4,985,576 2,120,802
MacKay Shields, L.L.C. 1,866,875 2,283,554
Madison Dearborn V, L.P. 371,101 462,773
Magnetar Constellation Fund IV LLC 397,303 -
Manulife Asset Management, L.L.C. 1,427,512 935,050
Maranon Credit Fund II-B, L.P. 165,248 671
Maranon Mezzanine Fund, L.P. 289,316 260,233
MatlinPatterson Global Opportunities Fund Ill, L.P. - 764,472
MBK Partners Fund II, L.P. 93,196 253,473
MBK Partners Fund lll, L.P. 2,140,244 590,355
McKinley Capital Management, Inc. 3,152,787 2,002,555
Merit Mezzanine Fund IV, L.P. 69,484 368,984
MFS Institutional Advisors, Inc. 1,075,569 948,742
Mondrian Investment Partners Limited 5,129,631 3,763,992
Morgan Creek Partners Asia, L.P. 976,435 863,555
Morgan Creek Partners Venture Access Fund, L.P. 1,000,000 1,000,000
New Century Advisors, L.L.C. 479,544 451,026
New Mountain Investments Ill, L.P. 348,623 661,034
NGP Natural Resources X, L.P. 1,387,425 1,427,118
(Continued)
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Teachers' Retirement System of the State of lllinois
Compliance Examination

Schedule of Investment Manager Fees (Continued)
For the Years Ended June 30, 2014 and 2013

Schedule 8

Investment Manager/Account 2014 2013
Niam Nordic V, L.P. 401,860 $ 391,872
Northern Trust Investments, N.A. 766,795 548,089
NXT Capital Senior Loan Fund II, L.P. 203,333 -
OakBrook Investments, L.L.C. 505,453 401,513
Oaktree Enhanced Income Fund, L.P. 2,001,810 752,572
Oaktree Opportunities Fund VIlib, L.P. 726,272 728,584
Oaktree PPIP Private Fund, L.P. - 203,878
Oaktree Real Estate Debt Fund, L.P. 59,415 -
Oaktree Real Estate Opportunities Fund VI, L.P. 1,117,135 877,378
OCM European Principal Fund IlI, L.P. 1,011,131 679,431
OCM European Principal Opportunities Fund II, L.P. 778,808 801,528
OCM Opportunities Fund V, L.P. 55,371 73,711
OCM Opportunities Fund VIib, L.P. 330,331 725,769
OCM Opportunities Fund VIII, L.P. 830,441 1,314,106
OCM Opportunities Fund IX 942,841 31,835
Onex Partners ll, L.P. 528,045 827,995
Pacific Investment Management Company, L.L.C. 8,198,448 8,045,956
PAI Europe V, L.P. 228,257 470,533
Palladium Equity Partners IV, L.P. 589,592 -
Parthenon Investors 1V, L.P. 498,243 674,026
PIMCO BRAVO Fund, L.P. 1,269,137 960,140
PIMCO BRAVO Fund Il, L.P. 137,119 36,490
PIMCO Distressed Senior Credit Opportunities Fund II, L.P. 3,104,877 9,290,231
Pine Brook Capital Partners, L.P. 608,237 924,631
Pine River Capital Management, L.P. 5,455,327 6,574,323
Principal Real Estate Investors, LLC 49,648 -
Prism Mezzanine Fund, L.P. 202,824 350,256
Providence Equity Partners VI, L.P. 617,223 698,071
Providence Equity Partners VII, L.P. 2,164,823 1,030,231
Prudential Investment Management, Inc. 756,838 796,962
Putnam Advisory Company, L.L.C. - 381,959
Rhone Partners 1V, L.P. 286,194 998,743
RhumbLine Advisers, L.P. 199,760 175,886
Riverstone/Carlyle Global Energy and Power Fund IV, L.P. 361,712 (55,948)
Riverstone/Carlyle Global Energy and Power Fund V, L.P. 2,198,340 2,589,667
Robeco Boston Partners Asset Management, L.P. 1,330,680 1,191,546
SCP Private Equity Partners II, L.P. 418,920 418,920
Shasta Ventures, L.P. 406,250 468,750
Silver Lake Partners Ill, L.P. 178,793 964,639
Silver Lake Partners VI, L.P. 2,303,240 -
Siris Partners I, L.P. - (139,770)
Sky Investment Council 141,594 63,707
Sofinnova Ventures Partners VIII, L.P. 783,859 902,041
Southwest Multifamily Partners, L.P. 312,500 312,500
Standard Life Investment Global Absolute Return Strategies Master Fund Ltd. 4,517,900 3,747,270
StarVest Partners, L.P. 272,847 275,000
Starwood Distressed Opportunity Fund IX Global, L.P. 1,961,958 1,991,602
(Continued)
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Teachers' Retirement System of the State of Illinois
Compliance Examination

Schedule of Investment Manager Fees (Continued)
For the Years Ended June 30, 2014 and 2013

Schedule 8

Investment Manager/Account 2014 2013
Starwood Annex A 174,017 $ -
State Street Bank and Trust Company (Custody) 1,900,000 908,333
Stone Point Capital Trident V, L.P. 1,114,555 1,125,000
Strategic Global Advisors 559,311 254,254
SW Pelham Fund I, L.P. 240 3,939
T. Rowe Price Associates, Inc. 3,782,820 3,910,190
Taplin, Canida & Habacht 344,162 192,380
TCW Asset Management Company 1,155,317 -
Technology Crossover Ventures VII, L.P. 187,704 779,671
Thayer Equity Investors V, L.P. - 122,478
Thayer Hotel Investors IV, L.P. 97,457 194,961
TPG Partners VI, L.P. 620,144 1,197,912
Trilantic Capital Partners 1lI, L.P. 15,585 89,924
Trilantic Capital Partners 1V, L.P. 179,320 242,002
Trilogy Global Advisors, L.L.C. - 1,141,056
Trustbridge Partners 1V, L.P. 600,000 600,000
Turner Investment, L.P. - 340,223
Union Grove Partners Venture Access Fund, L.P. 182,575 -
Union Grove Partners Direct Venture Fund, L.P. 32,219 -
VantagePoint Venture Partners 2006, L.P. - 1,036,561
Varadero International, Ltd. 62,500 -
Veritas Capital Fund IV, L.P. 559,734 429,574
Vicente Capital Partners Growth Equity Fund, L.P. 249,398 229,393
Vista Equity Partners Fund IV, L.P. 801,836 1,173,081
Vista Equity Partners Fund V, L.P. 803,867 -
Vista Equity Partners I, L.P. 378,300 339,658
VSS Communications Partners IV, L.P. 340,280 327,059
Walton Street Real Estate Fund IV, L.P. 417,644 626,937
Walton Street Real Estate Fund VI, L.P. 1,261,124 1,218,780
Walton Street Real Estate Fund VII, L.P. 370,996 -
Warburg Pincus International Partners, L.P. - 250,592
Warburg Pincus Private Equity IX, L.P. 62,679 540,501
Warburg Pincus Private Equity X, L.P. 2,200,133 3,706,612
Welsh, Carson, Anderson & Stowe Capital Partners IV, L.P. - 379,975
Welsh, Carson, Anderson & Stowe Capital Partners X, L.P. - 170,286
Westwood Management Corp 452,117 500,141
WPG Corporate Development Associates V, L.P. 5,046 6,119
WPG Enterprise Fund Il, L.P. - 9,542
WPG Enterprise Fund Ill, L.P. 37,505

Total Fees paid by TRS

$ 248,212,245 $ 236,428,608

Investment manager fees relate to fees paid to various investment managers. Fees are paid primarily on market
values and the manager's portfolio performance. A graduated scale is used for most managers based upon various

increments per million dollars of market value.

Note: This schedule captures investment manager fees applicable to the fiscal year(s) reported and differs from

investment fees reported in the separately issued financial statements.



Teachers' Retirement System of the State of Illinois Schedule 9
Compliance Examination

Schedule of Accounts Receivable
For the Years Ended June 30, 2014 and 2013

2014 2013
Member receivables (1) $ 1035719 $ 923,669
Salary deductions (2) 56,493,571 60,707,379
Employer federal funds and .58% contributions (3) 9,445,553 6,968,891
Employer ERO, excess salary, and excess sick leave contributions (4) 4,921,913 6,627,067
State of lllinois (5) 372,984,303 331,413,880
Total $ 444,881,059 $ 406,640,886

(1) Member receivables consist of benefit overpayments.

(2) Salary deductions consist of member contributions due from employers
at the end of the fiscal year. The decrease is due to the timing of
employer payments at the end of the fiscal year.

(3) The increase in federal funds and .58% contributions in 2014 is due to
a contribution rate increase from 28.05% for FY13 to 35.41% in FY14
for federal funds.

(4) The decrease in employer ERO and excess contributions in 2014 is
the result of a reduction in the number of members utilizing the ERO

option and fewer employer excess salary increase costs.

(5) The increase in State of llinois is the unpaid balance of state contributions
based on the appropriations for fiscal year 2014 as of fiscal year-end.
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Teachers' Retirement System of the State of Illinois Schedule 10
Compliance Examination

Schedule of Reconciliation of Cash Receipts to Deposits
Remitted to the State Comptroller
For the Years Ended June 30, 2014 and 2013

2014 2013
Cash transfers from State Street $ 5,303,553,000 $ 4,972,166,000
Interest received from the State Treasurer 572,074 463,090
Total $ 5,304,125,074 $ 4,972,629,090

The majority of receipts are deposited directly with State Street, the System's master trustee.
On a weekly basis, the System anticipates its cash needs and directs the master trustee to transfer
sufficient funds to the State Treasurer.

Note: The above information was taken from the System's records which have been reconciled
to State Comptroller Reports SB05 and SB04 (Cash Report and Monthly Revenue Status).
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Teachers’ Retirement System of the State of lllinois
Compliance Examination

Fiscal Schedules and Analysis
For the Years Ended June 30, 2014 and 2013

Benefit Payments Schedule 11

The System'’s costs for benefits paid to recipients include retirement, disability, survivor and death
benefits. The following is the weighted average benefit cost per recipient for the years ended June 30,
2013 and 2014:

Weighted Average Monthly Benefit Cost per Recipient

Average Annual
Monthly Amount Paid
Number Benefit (in Millions)
Retirement
2013 97,899 $ 4150 % 4,670
2014 101,184 4,274 4,986
Survivors
2013 9,756 1,665 192
2014 10,088 1,752 208
Disabilities
2013 1,128 2,214 30
2014 1,061 2,241 31
Member Contributions Schedule 12

Employee contributions are established by the lllinois Pension Code at 9.4 percent of earnings.
Employee contributions are either collected through payroll deduction or paid by the employer as part of
an employment agreement. The employee contributions are submitted by the participating employers
directly to the System for credit to each participant’s accumulated contributions account. The number of
members having contributions credited to their accounts at June 30, 2014 and 2013 are as follows:

2014 2013
Current Members- Defined Benefit Plan
Active (members currently contributing) 159,838 160,692
Inactive (members not currently contributing) 122,964 120,325
282,802 281,017

Member payrolls totaled $9,512,810,000 and $9,394,741,000 for the fiscal years ended June 30, 2014
and 2013, respectively.
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Selected Account Balances Schedule 13

Selected Statement of Fiduciary Net Position accounts as of June 30, 2014 and 2013, is as follows:

2014 2013

Assets
Cash $ 60,859,067 $ 14,659,145
Receivables 444,881,059 406,640,886
Accrued investment income receivable 106,358,243 98,149,767
Investments 45,435,578,617 39,681,752,953
Pending investment sales 4,876,016,116 3,981,499,996
Collateral from securities lending 2,798,549,336 1,932,554,323
Prepaid expenses 2,958,078 2,111,112
Property and equipment 4,114,038 4,358,587
Total assets 53,729,314,554 46,121,726,769
Liabilities 7,904,932,040 6,262,958,270
Net position restricted for pension benefits $ 45,824,382,514 $ 39,858,768,499

28



Teachers' Retirement System of the State of lllinois
Compliance Examination

Schedule of Changes in Statutory Reserve Accounts
For the Years Ended June 30, 2014 and 2013

Schedule 14

Fully Funded Statutory Reserve Accounts
Reserve Balance Total Net Position Minimum
(Actuarial Restricted for Retirement
Accrued Liability) Pension Benefits Annuity Benefit Trust
Balance at July 1, 2012 $ 90,024,945,000 $ 36,516,825,339 $ 6,451,279 $ 36,510,374,060
Allocation of revenues in excess
of expenses - 3,341,943,160 207 3,341,942,953
Statutory transfers in (out) - - 387,083 (387,083)
Net increase - 3,341,943,160 387,290 3,341,555,870
Balance at June 30, 2013 93,886,988,785 39,858,768,499 6,838,569 39,851,929,930
Allocation of revenues in excess
of expenses - 5,965,614,015 305 5,965,613,710
Statutory transfers in (out) - - 410,323 (410,323)
Net increase - 5,965,614,015 410,628 5,965,203,387
Balance at June 30, 2014 $ 103,740,377,267 $ 45,824,382,514 $ 7,249,197 $ 45,817,133,317
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2014 2013
Contributions
Members/participants $ 928,745853 $ 921,422,657
Employers 158,334,598 157,179,243
State of lllinois 3,438,382,892 2,703,312,213
Total contributions 4,525,463,343 3,781,914,113
Deductions
Retirement benefits 4,986,155,845 4,670,384,710
Survivor benefits 208,424,078 192,390,237
Disability benefits 30,626,905 30,309,287
Refunds 95,456,151 88,397,549
Administrative expenses 21,218,069 20,257,553
Total deductions 5,341,881,048 5,001,739,336
Investments used to pay benefits and expenses $ (816,417,705) $ (1,219,825,223)
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System’s Functions and Planning Program

Functions

The Teachers’ Retirement System of the State of Illinois was established on July 1, 1939, for the purpose
of providing retirement allowances and other benefits for teachers, annuitants and beneficiaries. The
System is governed by 40 ILCS 5/16-101 et.seq. As of June 30, 2014, the System had 282,802 current
active members and inactive members entitled to but not yet receiving benefits and 112,333 retirees and
beneficiaries currently receiving benefits.

The System is funded through contributions from members, State of lllinois appropriations from the
Common School and Education Assistance Funds, investment income and, to a limited extent, through
contributions from school districts.

Members’ contributions are refundable, without interest, after a four-month waiting period from the date
members officially resign from qualified employment. The refund consists of all retirement contributions
made by the member, except for the 1 percent survivor benefit contributions, which are refundable only
upon retirement of a member with no dependent beneficiaries.

Management Organization

Management of the System is vested in a Board of Trustees consisting of 13 persons, as follows: The
State Superintendent of Education, ex-officio, who is the president of the Board; 6 persons, not members,
appointed by the Governor; 4 members from the contributing membership of the System elected by the
contributing members and 2 annuitants elected by the annuitant members. Program planning activities of
the System are under the direct supervision of the Executive Director and involve coordination between
the governing board and other administrative staff of the System.

The System has adopted the following mission statement:
“Safeguard benefit security through committed staff, engaged members, and responsible funding.”

The following are goals and objectives outlined in the System’s Strategic Plan that covers fiscal years
2014 through 2015. This strategic plan was approved by the Board of Trustees in May 2013.

Goal 1

Update the System’s technological systems and communicate with members and employers as
new legislation affecting the System’s pension code is implemented.

» Dedicate staff resources to derive and implement required computer system modifications.
« Identify and develop detailed messaging and communication tools.

« Develop and approve a plan for counseling System members about changes and required
elections.

o Conduct Four Corners Tours and telephone Town Hall meetings to disseminate information.

« Provide information to and assist employers with implementing any cost shift approved by the
legislature.

« Coordinate the System'’s response to any litigation arising from pension code changes.
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Goal 2
Conduct organizational review and make succession planning a priority.

« Review departmental span of control.

« Clarify Call Center functions and expectations, design new Call Center space and develop
Call Center metrics and management tools.

« Capture institutional memory on SharePoint and identify key positions with corresponding
succession candidates.

Goal 3
Conduct a review of the staff performance evaluation process and strive for other administrative
improvements.

o Complete a salary equity study and propose a plan for implementation.

« Revise the employee evaluation process, pay policy and personnel policy.

« Re-establish the commitment of the System to provide and encourage staff training.
« Evaluate the administrative review process.

« Evaluate the management of FOIA responses and implement indicated changes.

» Establish a timeline to complete member record back file conversion.

Goal 4
Adopt new financial standards and excel in the investment arena.

« Provide actuarially based analysis to legislators for proposed pension code changes.

« Evaluate the impact of the new GASB standards, implement those standards for System
reporting, and supply information to employers for reporting purposes.

« Accomplish top quartile investment returns over the long-term.
« Improve the risk management process and procedures.
« Continuously improve diversity initiatives.

Goal 5
Continue enhancement of member and employer processes.

« Evaluate the costs and benefits of monthly employer reporting and implement for FY15 if
indicated.

« Continue the evaluation and development of platforms such as WebX and member web
access.

« Establish a greater presence on social media such as Facebook and Twitter.

« Continuously improve in-house STAR functionality such as finalizing the employer
supplemental report project and establishing standards of utilizing SCRUM to work on and
eliminate the backlog of critical issues.
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« Implement document imaging and continue the design of additional work flows.

Major Initiatives

During review of the overall planning functions, the auditors noted the System is monitoring progress in
achieving the stated goals and is implementing programs pursuant to the plan. The Executive Director
provides the Board of Trustees a periodic status report on progress being made toward accomplishing
established goals and objectives.

The lllinois Pension Code, 40 ILCS 5/16-158 (Code), as amended by Public Act 88-0593 and subsequent
acts, provides a 15-year phase-in to a 35-year plan that amortizes most of the unfunded liability faced by
the System. In general, Public Act 88-0593 provides that:

« For fiscal years 1996 through 2010, the contribution to the System, as a percentage of payroll
shall be increased in equal annual increments so that by fiscal year 2011, the State is
contributing at the rate required in this Section of the law.

o For fiscal years 2011 through 2045, the minimum contribution to the System for each fiscal year
shall be an amount determined to be sufficient to bring the total assets of the System up to 90
percent of the total actuarial liabilities of the System by the end of fiscal year 2045. In making
these determinations, the required contribution shall be calculated each year as a level
percentage of payroll over the years remaining to and including fiscal year 2045 and shall be
determined under the projected unit credit actuarial cost method.

« The funding legislation also provided for the establishment of a continuing appropriation of the
required State contributions to the System. The purpose of the continuing appropriation was to
remove these funds from the annual budgetary process.

Public Act 90-0582 was enacted in 1998. One aspect of this act was to change the formula used to
compute a member’s retirement. The act established minimum State contribution rates so that the State’s
cost of the formula change would be paid as a level percent of pay instead of being phased in. The
minimum State contribution rates were in effect from fiscal year 1999 through fiscal year 2004.

Public Act 93-0002 became law on April 7, 2003, and authorized the State to issue $10 billion in general
obligation bonds for the purpose of making contributions to the retirement systems. On June 12, 2003,
the State issued $10 billion in General Obligation Bonds, Pension Funding Series of June 2003.

Commencing with fiscal year 2005, the maximum State contribution under Public Act 93-0002 equals the
State contribution that would have been required if the general obligation bond contribution had not been
made, reduced — but not below zero — by the State’s debt service on each system’s respective portion of
the full $10 billion of General Obligation Bond, Pension Funding Series of June 2003.

In June 2005, Public Act 94-0004 became law. This legislation further modified the funding plan by
reducing the amount of required State contributions for fiscal years 2006 and 2007 that would have
otherwise been required under Public Act 88-0593, as modified by Public Act 93-0002. This act specified
the appropriation amounts for fiscal years 2006 and 2007. The required State contributions for fiscal
years 2008 through 2010 were increased incrementally as a percentage of the participant payroll so that
by fiscal year 2011 the State is contributing at the required level contribution rate to achieve the financing
objective of a 90% funded status by the end of fiscal year 2045.

Public Act 96-0043 became law on July 15, 2009. As required under PA 96-0043, the method for
determining the actuarial value of assets used to determine the employer contribution rate was changed
beginning with the June 30, 2009 valuation. The method was changed from the market/fair value to a
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smoothed value. The smoothed value recognizes actuarial investment gains or losses for each fiscal
year, beginning with FYQ9, in equal amounts over the ensuing five-year period.

Public Act 96-0889 added a lower tier of benefits for members who first contribute to TRS on or after
January 1, 2011. When Public Act 96-1511 was enacted in January 2011, it required the System to
assume that the provisions of Public Act 96-0889 were in effect on June 30, 2009 and to recalculate and
recertify the fiscal year 2011 state funding requirement. Under this recertification, the fiscal year 2011
state contribution requirement was reduced by $189,243,000, from $2,358,441,000, to $2,169,198,000.

Public Act 97-0694 directed the Auditor General to contract with or hire an actuary to serve as the State
Actuary. In addition, the Act requires the System’s Board of Trustees (Board) to submit to the State
Actuary, the Governor and the General Assembly a proposed certification of the amount of the required
State contribution to the System by November 1 of each year. On or before January 1 of each year the
State Actuary shall issue a preliminary report concerning the proposed certification identifying, if
necessary, recommended changes in actuarial assumptions that the System’s Board must consider
before finalizing its certification of the required State contributions. On or before January 15 of each year
the System’s Board shall certify to the Governor and the General Assembly the amount of the required
State contribution for the next fiscal year. The Board’s certification must note any deviation from the
State Actuary’s recommended changes, the reason or reasons for not following the State Actuary’s
recommended changes, and the fiscal impact of not following the State Actuary’s recommended changes
on the required State contribution.

In June 2012, the Governmental Accounting Standards Board (GASB) approved a pair of related
Statements that substantially changes the accounting and financial reporting of pensions by state and
local governments and pension plans. GASB Statement No. 67, effective July 1, 2013, Financial
Reporting for Pension Plans, addresses financial reporting for state and local government pension plans.
The System implemented GASB Statement No. 67 for their fiscal year ended June 30, 2014 and all
required disclosures are included within the June 30, 2014 financial statements. GASB Statement No. 68,
effective July 1, 2014, Accounting and Financial Reporting for Pensions, establishes new accounting and
financial reporting requirements for governments that provide their employees with pensions. The
guidance contained in these GASB Statements changes how governments calculate and report costs and
obligations associated with pensions. The new GASB Statements relate to accounting and financial
reporting issues only; the Statements do not address how governments approach pension plan funding.

In addition, the State appropriates funds to reimburse the System for the payment of minimum benefits to
be provided to certain qualified members. The appropriation is based on projected payments. The
receipts are based on actual disbursements. In FY 14, $0.9 million of the $1.1 million appropriation was
used. In FY13 $1.0 million of the $1.2 million appropriation was used.

On December 5, 2013, Governor Pat Quinn signed Public Act 98-0599 into law, with an effective date of
no earlier than June 1, 2014. The law’s intent is to eliminate the TRS unfunded liability by 2044 and the
long-term stabilization of the System’s finances. This is accomplished by, among other things, reducing
the annual cost of living adjustment, capping pensionable earning of Tier | members, delaying the
retirement date of members under age 46, reducing Tier | member contributions, guaranteeing adequate
annual state contributions, earmarking extra funds to help pay off the unfunded liability and calculating the
System'’s liabilities under standard actuarial practices. However, the implementation of the new law was
suspended due to a lawsuit which alleged the act violated a provision in the lllinois Constitution that
prohibits pension benefits from being “diminished or impaired.” In November 2014, a Sangamon County
judge ruled that the act was a violation of the “pension protection clause” and in December 2014 the
lllinois attorney general appealed the decision directly to the lllinois Supreme Court. The case is not
expected to be resolved until sometime in 2015.
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Progress in Funding the System

The actuarial accrued liability of the System at June 30, 2014, amounted to approximately $103.7 billion.
The actuarial value of plan assets (at smoothed value) at June 30, 2014 amounted to approximately
$42.1 billion. The difference between the actuarial accrued liability and the actuarial value of plan assets
reflects the $61.6 billion unfunded actuarial accrued liability of the System at June 30, 2014. The System
had a funded ratio (at smoothed value) of 40.6 percent at June 30, 2014.

On June 30, 2014, the market/fair value of plan assets was $45.8 billion. The difference between the
System’s 2014 actuarial accrued liability and the market/fair value of plan assets was $57.9 billion and the
funded ratio using market/fair value of plan assets was 44.2 percent. On June 30, 2013, the market/fair
value of plan assets used by the actuaries in the 2013 valuation was $39.9 billion. The difference
between the System’s 2013 actuarial accrued liability of $93.9 billion, and the market/fair value of plan
assets was $54.0 billion and the funded ratio using market/fair value of plan assets was 42.5 percent.

The market/fair value of the plan assets of the fund that was available for benefits increased from $39.9
billion as of June 30, 2013 to $45.8 billion as of June 30, 2014. The actuarial value of the plan assets of
$42.1 billion at June 30, 2014, is $3.7 billion less than the market/fair value of the plan assets.

Prior to the valuation as of June 30, 2009, it was agreed that market/fair value, without adjustment, would
be used for all actuarial purposes. Under Public Act 96-0043, effective in the June 30, 2009 valuation,
the contribution projections would be set based on the actuarial value of assets. Funding status
determinations and the certified state contribution under Illinois Pension Code were calculated based on
the actuarial value of assets.

The estimated State required contributions to the System (including reimbursements for minimum
benefits) for the next five fiscal years are noted in the table below.

Required State
Contribution

Year Ended June 30, (in millions)

2015 $ 3,412.9
2016 3,742.7
2017 3,799.3
2018 3,912.8
2019 3,999.9

35



Teachers’ Retirement System of the State of lllinois
Compliance Examination

Analysis of Operations (Unaudited) (Continued)
For the Years Ended June 30, 2014 and 2013

Progress in Funding the System (Continued)

The Schedule of Funding Progress (in millions) for fiscal years ending June 30, 2013 and 2014 are noted
in the table below.

Accrued Unfunded
Liability Unfunded Actuarial
(AAL- Actuarial Accrued Liability
Actuarial Actuarial Projected Accrued as a percentage
Valuation Value of Unit Funded Liability Covered of Covered
Date Assets Credit) Ratio (UAAL) Payroll Payroll
6/30/13 $ 38155 $ 93,887 406 % $ 55732 $ 9,395 593.2 %
6/30/14 42,151 103,740 40.6 61,589 9,513 647.4

The Contributions from Employers and Other Contributing Entities (in millions) for the fiscal years ending
June 30, 2013 and 2014 are noted in the table below.

Annual
Federal Actuarial Required
Year and Determined Contribution
Ended State Employer Contribution  Percentage per State  Percentage
June 30 Contributions® Contributions®  Total (ADC) Contributed Statute  Contributed
2013 % 2,702 $ 156 $2858 % 3,582 798 % $ 2,843 100.5 %
2014 3,437 158 3,595 4,092 87.8 3,593 100.1

Actual contributions varied slightly from contributions that are required by statute mainly because of
differences between estimated and actual federal contributions. Lump-sum payments for ERO are
included as employer contributions, further increasing the difference.

1 Excludes minimum retirement contributions. Employer ERO contributions are included because the
costs of the ERO are now included in the actuarial accrued liability.

ADC is a target or recommended contribution determined in conformity with Actuarial Standards of
Practice, based on the System’s actuarial assumptions for the period reported. Amounts shown as the
ADCs for each year are different from the contributions required by State statute.

Locally Held Fund

The System uses a locally held fund “TRS Master Trustee Account” (pension trust fund No. 1307) held at
State Street Bank and Trust Company in Boston, Massachusetts to invest contributions received by the
System and to transfer funds to the State Treasurer as needed to cover System expenditures. The
lllinois State Treasurer is the ex-officio custodian of the funds of the System.
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Rates of Return

The System operates under a long-range investment plan to maintain a diversified portfolio to manage
risk. The objectives of the System'’s investment portfolio are as follows:

« Atleast equal to the assumed actuarial interest rate (8.0 percent during the year ended June
30, 2014 and 7.5 percent beginning July 1, 2014).

« Atleast equal to the return of the weighted policy index which represents a weighted average
of each asset class benchmark, based on the total fund’s target asset allocation. The
weighted policy index at June 30, 2014 was 16.4 percent.

« Achieve a real return of at least the actuarially assumed real rate of return (4.75 percent for
the year ended June 30, 2014 and 4.50 percent beginning July 1, 2014);

The investment return for FY13 and FY14, net of fees, was 12.8 percent and 17.4 percent, respectively,
and exceeded the investment objectives. The investment return surpassed the 8.0 percent actuarial
return assumption that was in effect during the year ended June 30, 2014 and surpassed the policy index
by 1.0 percent for the year ended June 30, 2014. Total fund performance also exceeded the assumed
real rate of return (4.75 percent) plus actual inflation as measured by the Consumer Price Index (2.1
percent). All System returns are net of fees.
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The following summarizes the performance (market basis) of the total investment portfolio for fiscal years
2014 and 2013:

2014 2013

Total time weighted return (net of fees):

TRS Total Fund 174 % 12.8 %

TRS Weighted Policy Index 16.4 % 125%

CPI (Inflation) 21% 1.8%
U.S. Equity:

TRS 255 % 23.3%

Russell 3000 Index 252 % 21.5%
International Equity:

TRS 21.6 % 13.2%

Non-U.S. Equity Index 22.3% 13.9%
Fixed Income - Total U.S. and International

TRS 8.2 % 6.5 %

Barclays Capital U.S. Aggregate Index 4.4 % (0.7%)
Real Estate:

TRS 13.7% 12.6 %

NCREIF Property Index 11.2% 10.7 %
Private Equity:

TRS 23.7% 15.2 %

Russell 3000 Index + 3.0%* 28.9 % 251 %
Real Return:

TRS 109 % 0.1%

CPI (inflation) + 5.0%* 7.2% 6.8 %
Absolute Return:

TRS 9.1 % 10.5%

90 Day Treasury Bill + 4.0%* 4.1 % 4.1 %

*Index compounded monthly

Note: Time-weighted rates of return based on the market rate of return are provided by State Street Bank
and Trust.

Average Number of Employees
The average number of employees for the last two fiscal years is as follows:

2013 174
2014 186
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Schedule of Investment Commissions
For the Years Ended June 30, 2014 and 2013

Top 50 Investment Brokerage Firms Based on Commissions Paid: 2014 2013
Merrill Lynch & Co., Inc. and all Subsidiaries (Worldwide) 1,715,381 $ 1,667,540
Citigroup, Inc. and all Subsidiaries (Worldwide) 791,659 1,503,975
J.P. Morgan Securities, Inc. (Worldwide) 679,457 1,132,338
Credit Suisse (Worldwide) 443,543 901,362
Instinet, L.L.C. (Worldwide) 428,998 184,332
Goldman Sachs & Co. (Worldwide) 413,081 651,135
Morgan Stanley & Co., Inc. and Subsidiaries (Worldwide) 354,128 609,961
Loop Capital Markets, L.L.C. 353,887 242,361
Barclays (Worldwide) 292,159 327,618
G-Trade Services, L.L.C. 282,817 303,345
UBS Warburg Securities and all Subsidiaries (Worldwide) 281,586 558,236
State Street Brokerage Services (Worldwide) 280,439 1,003,250
Cabrera Capital Markets, Inc. 227,514 323,754
Macquarie Bank & Securities, Ltd. (Worldwide) 220,293 437,567
Deutsche Bank & Securities (Worldwide) 191,126 524,919
Jefferies & Company 155,361 152,709
Sanford Bernstein (Worldwide) 136,399 205,938
Williams Capital Group, L.P. 132,819 151,302
Castle Oak 116,107 2,358
Telsey Advisory Group 113,637 -
CLSA Securities 112,024 94,095
Bloomberg Tradebook, L.L.C. 109,289 106,299
Investment Technology Group, Inc. (Worldwide) 105,145 160,406
Raymond James (Worldwide) 103,253 123,006
Citation Group 101,023 72,696
Stifel Nicolaus & Company (Worldwide) 95,755 151,313
Guzman & Company 94,743 113,953
Abel Noser Corporation (Worldwide) 88,707 83,050
Baird, Robert W., & Company, Incorporated 87,845 107,594
Piper Jaffray, Inc. 85,364 78,331
RBC Dain Rauscher (Worldwide) 83,733 121,418
Liquidnet, Inc. 79,808 169,479
CL King & Associates, Inc. 78,359 125,766
SG Cowen & Company (Worldwide) 76,257 80,980
M. Ramsey King Securities 74,923 96,293
Cantor Fitzgerald 72,744 140,757
Cheevers & Co., Inc. 65,315 60,532
(Continued)
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Top 50 Investment Brokerage Firms Based on Commissions Paid: 2014 2013

Bank of New York Mellon (Worldwide) $ 61,455 $ 162,915
Jones Trading Institutional Services, L.L.C. 59,477 61,554
Exane, Inc. 55,749 62,045
Nomura International (Worldwide) 51,127 89,141
Wedbush Morgan Securities, Inc. 50,133 33,544
ISI Group Inc. 49,967 74,165
Concordia SA CVYMCC 48,812 -
Keefe Bruyette and Wood Limited 48,158 46,052
Daiwa Securities Capital Markets 46,683 46,075
Mischler Financial Group 44,842 122,008
Capital Institutional Services 44,416 57,181
Drexel Hamilton, L.L.C. 44,181 27,273
Carnegie AS 44,151 28,456
(All Others - 227 Brokers in FY14, 251 Brokers in FY13) 2,329,606 2,927,516
TOTAL $ 12,103,435 $ 16,507,893

Commissions relate to amounts paid to investment brokerage firms for the purchase and sale of
investments.

Due to name changes and/or mergers of brokerage houses, some firms listed in the FY13 report are not
applicable to the FY14 top 50 brokers/dealers.
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Analysis of Changes in Statutory Reserve Accounts

Statutory reserve accounts are maintained in accordance with the provisions of 40 ILCS 5/16-101 et.seq.
A brief discussion of the statutory reserve accounts follows:

Benefit Trust

This reserve serves as a clearing account for System income and expenses. The reserve is credited with
contributions from the State of Illinois that are not specifically allocated to the Minimum Retirement
Annuity Reserve, member and employer contributions, income from System invested assets, and
contributions from annuitants who qualify for automatic annual increases in annuity. The reserve
accumulates, with 6 percent interest, the contributions by members prior to retirement. Contributions
have been 7.5 percent of salary since July 1, 1998. Contributions are fully refundable upon withdrawal
from the System, excluding interest credited thereon. The interest accrued is refundable only in the event
of death. Interest is credited as of the date of retirement or death of those retiring or dying during the year
and as of the end of the fiscal year for all other members. Interest is computed annually based upon the
individual member’s balance in the reserve at the beginning of the fiscal year. This reserve is charged for
transfers to the Minimum Retirement Annuity Reserve and all refunds to withdrawing members, retirement
annuity payments (except as provided by the Minimum Retirement Annuity Reserve), benefits that are
paid to temporarily or accidentally disabled members, death benefits paid, and refunds to annuitants for
survivor benefit contributions. The expected benefit payments do not equal the present value of the
reserve. The additional amount needed as calculated by the actuary is $61,589,612,000 in 2014 and
$55,731,797,000 in 2013.

Minimum Retirement Annuity

The minimum annuity is set by law at $25 per month for each year of creditable service to a maximum of
$750 per month after 30 or more years of creditable service. To qualify, annuitants are required to make
a one-time contribution that is credited to the reserve. Interest at 6 percent is credited to the reserve
annually, based upon the average reserve balance. The State of lllinois also appropriates funds
necessary to pay the minimum benefits provided in the legislation. All benefits paid under this program
are charged to the reserve. This reserve is fully funded.

41



Teachers’ Retirement System of the State of lllinois

Compliance Examination

Analysis of Operations (Unaudited) (Continued)
For the Years Ended June 30, 2014 and 2013

Selected Activity Measures and Service Efforts and Accomplishments as Reported by System

Officials

Fiscal Year Fiscal Year
2014 2013
Office visits 7,028 5,566
Field meetings 12 31
Field meeting attendance 197 455
Large meetings 98 104
Large meeting attendance 5,595 5,437
Correspondence 321,131 284,319
Telephone calls 169,050 127,023
Optional service affidavits reviewed 710 3,147
Retirement estimates completed 37,965 37,034

Claims Processed
100% refunds 3,011 4,013
Single sum retirements 580 732
1% survivor benefit refunds 948 968
Contribution refunds due to retirement 7,744 8,047
Lump sum survivor benefits 2,583 2,841
New age retirements 5,119 5,567
New disability retirement annuitants 59 53
New temporary disability 281 310
New survivor annuitants 870 833
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Moody's
U.S. Treasuries Quality Rating Rate Maturity Date Par Value Market Value
U.S. Treasury Bill Aaa 0.01 07/10/2014 200,000 200,000
U.S. Treasury Bill Aaa 0.01 08/14/2014 1,674,000 1,673,944
U.S. Treasury Bill Aaa 0.01 08/21/2014 44,000 43,998
U.S. Treasury Bill Aaa 0.01 09/25/2014 371,000 370,971
U.S. Treasury Bill Aaa 0.01 10/09/2014 117,000 116,989
U.S. Treasury Bill Aaa 0.01 10/16/2014 4,141,000 4,140,416
U.S. Treasury Bill Aaa 0.01 10/23/2014 195,000 194,974
U.S. Treasury Bill Aaa 0.01 10/23/2014 408,000 407,956
U.S. Treasury Bill Aaa 0.01 11/13/2014 261,000 260,946
U.S. Treasury Bond Aaa 8.13 08/15/2021 540,000 756,842
U.S. Treasury Bond Aaa 5.38 02/15/2031 3,500,000 4,595,395
U.S. Treasury Bond Aaa 3.13 11/15/2041 825,000 799,475
U.S. Treasury Bond Aaa 2.75 08/15/2042 3,585,000 3,206,352
U.S. Treasury Bond Aaa 2.88 05/15/2043 26,975,000 24,648,406
U.S. Treasury Bond Aaa 3.63 02/15/2044 1,270,000 1,340,244
U.S. Treasury Bond Aaa 3.38 05/15/2044 110,000 110,739
U.S. Treasury Note Aaa 0.25 09/15/2014 1,870,000 1,870,655
U.S. Treasury Note Aaa 0.50 10/15/2014 1,865,000 1,867,331
U.S. Treasury Note Aaa 4.25 11/15/2014 1,800,000 1,827,846
U.S. Treasury Note Aaa 0.38 03/15/2015 1,010,000 1,012,050
U.S. Treasury Note Aaa 0.25 07/31/2015 16,000 16,017
U.S. Treasury Note Aaa 0.25 09/30/2015 18,000,000 18,018,900
U.S. Treasury Note Aaa 0.38 11/15/2015 3,000,000 3,006,810
U.S. Treasury Note Aaa 0.25 02/29/2016 29,840,000 29,810,757
U.S. Treasury Note Aaa 0.38 05/31/2016 9,300,000 9,291,630
U.S. Treasury Note Aaa 1.00 03/31/2017 1,615,000 1,624,593
U.S. Treasury Note Aaa 0.50 07/31/2017 5,905,000 5,827,054
U.S. Treasury Note Aaa 4.7