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INTRODUCTION

Dear Participants and Annuitants:

This inaugural Popular Annual Financial Report (PAFR) summarizes the financial condition, invest-
ments, and statistical information of the General Assembly Retirement System (GARS) for fiscal year
2014. This report is intended to summarize the most pertinent information contained in the 2014 Com-
prehensive Annual Financial Report.

Financial Condition at June 30, 2014

Based on the market value of assets, the GARS funded ratio at the end of fiscal year 2014 was 17.6
percent, with $266.6 million in net pension liability. The System’s $51.5 million in invested assets are
managed by the Illinois State Board of Investment. In fiscal year 2014, the rate of return on the System’s
assets totaled 17.9%, equating to $8.4 million. For this year, most of the System'’s asset classes exceeded
the applicable benchmark. For the three, five, and ten year period, the compounded annual rate of
return equaled 10.4%, 12.3%, and 6.7%, respectively.

Pension Reform

In December 2013, Public Act 98-599 was created to eliminate the GARS unfunded liability by 2045

in order to stabilize the finances of the System. The law was to take effect on June 1, 2014, but a court
injunction was issued a month before that date effectively delaying the implementation of that law. On
November 21, 2014, the Circuit Court ruled that this law was unconstitutional and void in its entirety.
The State swiftly filed an appeal directly to the Supreme Court.

GARS Operations

GARS delivers benefits and services to 535 active and inactive members and annuitants. The Board and
staff believe all members and retirees deserve timely, accurate, and cost effective service. To that end, in
Fiscal Year 2014 the System continued to modernize and strengthen the information technology system
in order to improve customer service, increase efficiency and improve data security. Examples of those
efforts include the redesign of retiree and active member statements, website improvements, and disas-
ter recovery planning and testing.

GARS remains a trusted, low-cost provider of service as our administrative operating expenses were
0.6% of the system’s total net position. The GARS staff appreciates the strong support of the GARS
Trustees and all external stakeholders. We remain committed to providing quality customer service in a
safe and efficient manner in the coming years.




FISCAL YEAR 2014 FINANCIAL HIGHLIGHTS

e The GARS fiduciary net position at June 30, 2014 was $56.8 million, representing an increase of $2.4
million over the previous fiscal year.

e Contributions from participants and the State totaled $15.5 million, a decrease of $141.9 thousand
from the previous fiscal year.

¢ The System’s return on investments, net of investment management fees, was 17.9% correlating to
$8.4 million. This represents an increase of $1.9 million over the previous fiscal year.

» Benefit and refund payments to beneficiaries totaled $21.0 million, an increase of $894.4 thousand
compared to the previous year. Of that amount, $17.2 million covered retirement annuity payments,
$3.6 million was paid for survivor annuities, and $245.1 thousand covered refunds.

Condensed Comparative Statements of Fiduciary Net Position as of June 30
(rounded to the nearest hundred)

2014 Change 2013 Change 2012

Cash $4,767,600 $528,900 $4,238,700 $1,757,400 $2,481,300
Receivables $589,900 $607,600 $1,197,500 ($144,000) $1,341,500
Investments at
Fair Value $51,549,400 $2,545,600 $49,003,800 ($21,300) $49,025,100
Securities
Lending
Collateral $2,269,000 ($839,000) $3,108,000 $1,723,000 $1,385,000
Equipment, net $3,200 $300 $2,900 ($700) $3,600
Total Assets $59,179,100 $1,628,200 $57,550,900 $3,314,400 $54,236,500
Liabilities $2,389,600 ($814,300) $3,203,900 $1,711,300 $1,492,600
Total Fiduciary
net position $56,789,500 $2,442,500 $54,347,000 $1,603,100 $52,743,900
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Condensed Comparative Statements of Changes in Fiduciary Net Position for the Years Ended
June 30 (rounded to the nearest hundred)

2014 Change 2013 Change 2012
Participant
Contributions $1,502,600 $51,400 $1,451,200 ($171,500) $1,622,700
Employer
Contributions $13,956,700 ($193,300) $14,150,000 $3,648,000 $10,502,000
Investment Income (Loss) ~ $8,363,400 $1,870,800 $6,492,600 $6,574,000 ($81,400)
Total Additions $23,822,700 $1,728,900 $22,093,800 $10,050,500 $12,043,300
Benefits $20,800,500 $690,400 $20,110,100 $863,200 $19,246,900
Refunds $245,100 $204,000 $41,100 ($108,200) $149,300
Administrative
Expenses $334,600 ($4,900) $339,500 $41,400 $298,100
Total Deductions $21,380,200 $889,500 $20,490,700 $796,400 $19,694,300
Net Increase (Decrease)
in fiduciary net
position $2,442,500 $839,400 $1,603,100 $9,254,100 ($7,651,000)




INVESTMENTS

In fiscal year 2014, investors benefited from positive returns in multiple equity markets, fixed income,
real estate, and alternative investments. All GARS asset classes produced positive returns within this
environment as the Illinois State Board of Investment’s (ISBI) total fund was up 17.9% for fiscal year
2014, net of expenses. The FY 2014 rate of return exceeded its policy benchmark of 16.3%, as well as
the assumed actuarial rate of return of 7.00%.

ISBI Investment Performance (net of fees)

1 year 3 years 5 years 10 years
Rate of Return 17.9% 10.4% 12.3% 6.7%

The ISBI manages the System’s assets as prescribed by law and operates under a strategic investment
policy as the objective of the total portfolio is to maximize the rate of return on investments within a
prudent level of risk. To achieve this objective, the ISBI invests in different types of assets and uses mul-
tiple managers to ensure diversification. The investment policy of the ISBI establishes asset allocation
targets and ranges for each asset class, selected to achieve overall risk and return objectives. The plan is
implemented by allocating capital to multiple managers across the various asset classes, which allows
the portfolio to achieve broad exposure to the market while minimizing overall risk.

Fiscal Year 2014 Asset Allocation

Asset Class Actual Allocation Policy Target
U.S. Equity 30% 30%
U.S. Equity Hedge Funds 10% 10%
International Equity 16% 20%
Commingled Funds 5% -
Fixed Income 16% 16%
Bank Loans 5% 4%
Real Estate 10% 10%
Private Equity 4% 5%
Real Assets 3% 5%
Cash 1% -
Total 100% 100%




FUNDING

On an annual basis, the System’s actuary prepares a valuation of the liabilities and assets of the System
in order to calculate the required employers’ contribution payable by the state, which is then certified
by the Board. The employers’ contribution amount, together with participants’ contributions, invest-
ment income, and any other income received by the System, shall be sufficient to meet the cost of main-
taining and administering the System on a funded basis in accordance with the requirements prescribed
by 40 ILCS 5/2-124. These requirements were contained in Public Act 88-0593, which passed the Illi-
nois General Assembly in 1994. This Act, which took effect on July 1, 1995, provides a 50-year schedule
of State contributions to the System designed to achieve a 90% funded ratio by fiscal year 2045. This
statutory funding plan consisted of two parts: (i) a ramp-up period of required contributions from
1996 to 2010 and (ii) starting in 2011, annual contributions equal to a level percentage of the payroll of
active members that will allow the total actuarial value of assets to reach 90% of the total Actuarial Ac-
crued Liability by the end of fiscal year 2045.

Schedule of Employer Contributions ($ millions)

Fiscal Year Total ARC* Participant Net ER/State  Actual State Total
Contributions ARC ER/State Contributions Contributions
Contributions as % of Net as % of Total
ARC ARC
2004 $10.5 $1.6 $8.9 $33.0 370.8% 329.5%
2005 $9.8 $1.5 $8.3 $4.7 56.6% 63.3%
2006 $10.1 $1.5 $8.6 $4.2 48.8% 56.4%
2007 $11.8 $1.7 $10.1 $5.5 54.5% 61.0%
2008 $12.5 $1.8 $10.7 $6.8 63.6% 68.8%
2009 $12.8 $1.7 $11.1 $8.9 80.2% 82.8%
2010 $13.8 $1.7 $12.1 $10.4 86.0% 87.7%
2011 $15.1 $2.0 $13.1 $11.4 87.0% 88.7%
2012 $15.0 $1.6 $13.4 $10.5 78.4% 80.7%
2013 $18.6 $1.5 $17.1 $14.2 83.0% 84.4%
2014 $18.6%* $1.5 $17.1%* $14.0 81.9% 83.3%

*Annual Required Contribution as defined in GASB Statement No. 25, Financial Reporting for Defined Benefit Pension
Plans and Note Disclosures for Defined Contribution Plans.

** Actuarially Determined Contribution as defined in GASB Statement No. 67, Financial Reporting for Defined Benefit
Pension Plans and Note Disclosures for Defined Contribution Plans.
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Historical Funding Ratios (Market Value)
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Financial Markets History of Funded Ratios

In addition to state contributions, the funded status for the System is greatly impacted
by the global financial markets. The System’s portfolio is exposed to the various mar-
kets and the funded status fluctuates along with the performance of the markets. As the
chart above illustrates, the funding ratio experienced a downturn in fiscal years 2001-
2003. This is a reflection of the global financial markets at the time as there was a mild,
short-lived recession.

In response to this decline, the legislature approved the issuance of $10 billion in Pen-
sion Obligation bonds intended to bolster the assets of the state retirement systems in
order to improve the funded ratios and to stabilize the financial condition of the sys-
tems. GARS received approximately $27 million from the bond proceeds, which is why
the funded ratio improved significantly in Fiscal Year 2004.

In 2008, the global economy experienced the worst downturn in over 75 years, which
negatively impacted virtually all investors, including GARS. During this unprecedented
period, the System experienced back-to-back fiscal years of negative returns on invest-
ments. As the graph indicates, the funded ratio experienced significant declines. How-
ever, strong performance in recent years is gradually improving the funded ratio of the
System.

It should also be mentioned that prior to Fiscal Year 2010, the formula used to deter-
mine the state’s contribution was still in the ramp-up period. Credit rating agencies
have consistently opined that ramp-up funding plans are inadequate in eliminating un-
funded liabilities. This component also significantly contributed to the declining funded
ratio through Fiscal Year 2010.




STATISTICAL

Retirees Average Annual Pension Average Age Actives
303 $56,520 72 years 158
Disability 0%

Survivor
18%

~ Inact-i\l/e“
11%

Total Recurring Termination
Fiscal Year Retirement Survivors Benefit Payments Refunds
2005 263 132 397 1
2006 267 126 395 2
2007 272 125 S8 4
2008 269 125 395 1
2009 275 125 401 2
2010 278 119 398 2
2011 291 118 410 1
2012 294 119 414 2
2013 310 118 429 0
2014 303 117 421 8

GARS 2014 Comprehensive Annual Financial Report (CAFR)

The information presented here is a reader-friendly summary of the more detailed 2014 Comprehen-
sive Annual Financial Report (CAFR), which is prepared and presented in conformity with Generally
Accepted Accounting Principles. The PAFR is not intended to supplement the CAFR; rather, it is a con-
cise summary of the financial health, investment performance and key accomplishments of the General
Assembly Retirement System throughout fiscal year 2014. Please visit our website at https://www.srs.
illinois.gov/GARS/annreports_gars.htm to access the complete CAFR.

General Assembly Retirement System of Illinois
2101 South Veterans Parkway, P 0. Box 19255
Springfield Illinois 62794-9255
217-782-8500.« www.srs.illinois.gov




