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Independent Auditors' Report

The Honorable Nikki Haley, Governor,
Board of Directors of the South Carolina

Public Employee Benefit Authority, and
Richard H. Gilbert, Jr., Deputy State Auditor
South Carolina Retirement Systems
Columbia, South Carolina

Report on the Financial Statements

We have audited the accompanying financial statements of the South Carolina Retirement Systems (the Systems) as
administered by the South Carolina Public Employee Benefit Authority, which comprise the statement of fiduciary net
position as of June 30, 2014, and the related statement of changes in fiduciary net position for the year then ended, and the
related notes to the financial statements, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes 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 fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditors’ judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of the
Systems as of June 30, 2014, and the respective changes in its financial position for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Report on Summarized Comparative Information

We have previously audited the Systems’ 2013 financial statements, and we expressed an unmodified audit opinion on
those audited financial statements in our report dated October 15, 2013. In our opinion, the summarized comparative
information presented herein as of and for the year ended June 30, 2013 is consistent, in all material respects, with the
audited financial statements from which it has been derived.

Anindependent menrber of Nexia International
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Emphasis of Matter

The financial statements include alternative investments valued at $9.3 billion (31% percent of total net position). As
explained in Note 1, their fair values have been estimated by management in the absence of readily determinable fair
values. Management’s estimates are based on information provided by the fund managers or the general partners. Our
opinion is not modified with respect to this matter.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion and
analysis and the schedules of changes in the employers’ net pension liability, employers’ net pension liability, employers’
contributions and investment returns, as listed in the table of contents, be presented to supplement the financial
statements. Such information, although not a part of the financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the financial statements, and other knowledge
we obtained during our audit of the financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the Systems’ financial statements. The other
supplementary information, as listed in the table of contents, is presented for purposes of additional analysis and is not a
required part of the financial statements.

The other supplementary information 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. Such information has been subjected to
the auditing procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to prepare the
financial statements or to the financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the other supplementary information is fairly
stated, in all material respects, in relation to the financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 21, 2014 on our
consideration of the Systems’ internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards in considering the Systems’ internal control over
financial reporting and compliance.

WM@% L7

Baltimore, Maryland
November 21, 2014



Management’s Discussion and Analysis

This section presents management’s discussion and analysis of the financial position and performance for
the year ended June 30, 2014, for the South Carolina Retirement System pension trust funds (Systems),
and is offered as an introduction and analytical overview. This narrative is intended as a supplement
and should be read in conjunction with the financial statements and other information presented in the
Comprehensive Annual Financial Report.

The Systems’ financial statements provide information about the activities of the five defined benefit
pension plans administered, which are listed below, in addition to comparative summary information
about the activities of the Retirement Systems as a whole:

o South Carolina Retirement System (SCRS) - A member contributory multiple-employer plan covering
teachers, as well as state and municipal employees;

*  Police Officers Retirement System (PORS) - A member contributory multiple-employer plan covering
state and local law enforcement personnel and firefighters;

o The Retirement System for Members of the General Assembly (GARS) - A member contributory plan
providing benefits to the members of the South Carolina General Assembly;

»  The Retirement System for Judges and Solicitors (JSRS) - A member contributory plan covering Judges,
Solicitors and Public Defenders; and

o South Carolina National Guard Supplemental Retirement Plan (SCNG) - A non-contributory supple-
mental benefit plan for members of the South Carolina National Guard.

Overview of the Financial Statements

The Systems represents the collective retirement funds that are held in a group trust for the plans and are
protected by the state’s constitution. PEBA, which was created July 1, 2012, administers the various re-
tirement systems and retirement programs managed by its Retirement Division. PEBA has an 11-mem-
ber Board of Directors, appointed by the Governor and General Assembly leadership, which serves as
co-trustee and co-fiduciary of the systems and the trust funds. By law, the Budget and Control Board,
which consists of five elected officials, also reviews certain PEBA Board decisions regarding the funding
of the Systems and serves as a co-trustee of the Systems in conducting that review. PEBA is considered a
division of the primary government of the state of South Carolina and therefore, retirement trust fund
financial information is also included in the comprehensive annual financial report of the state. Financial
statements prepared on behalf of the Systems, include the following information, for the fiscal year end-
ed June 30, 2014, with combined total comparative information for the fiscal year ended June 30, 2013:

. Statement of Fiduciary Net Position

. Statement of Changes in Fiduciary Net Position
. Notes to the Financial Statements

. Required Supplementary Information

. Other Supplementary Information

The Statement of Fiduciary Net Position presents the Systems’ assets and liabilities and the resulting net
position restricted for pensions. This statement reflects a year-end snapshot of the Systems’ investments,
at fair value, along with cash and short-term investments, receivables and other assets and liabilities.

The Statement of Changes in Fiduciary Net Position presents information showing how the Systems’
net position restricted for pensions changed during the year. This statement includes additions for con-
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tributions by members and employers and investment earnings and deductions for annuity payments,
refunded contributions, death benefit payments and administrative expenses.

Notes to the Financial Statements are an integral part of the basic financial statements and provide ad-
ditional information that is necessary in order to gain a comprehensive understanding of data reported
in the basic financial statements.

Required Supplementary Information presents schedules pertaining to employers’ net pension liabil-
ity, changes in employers’ net pension liability, employers’ contributions, and the money-weighted
rate of return on investments. These schedules are intended to provide additional information useful
in evaluating the condition of the systems.

Other Supplementary Information includes Schedules of Changes in Fiduciary Net Position by sys-
tem, as well as schedules of administrative expenses, professional and consultant fees and investment
expenses.

Financial Highlights

* PEBA is still a relatively new entity having been created July 1, 2012, as the governing body re-
sponsible for administration of the state’s retirement plans and employee insurance programs. The
PEBA Board assumed responsibility for the SC Deferred Compensation Program effective Janu-
ary 1, 2014. The Deferred Compensation Program offers 401k and 457 plans and is administered
by a third party record keeper. These assets are outside the group trust fund of the Systems. With
PEBA’s creation, transition and consolidation of offices, management continues to analyze hu-
man resources and priorities which resulted in a decrease of almost 14 percent in administrative
expenses from the prior year. PEBA’s Board of Directors and executive leadership are committed
to an organized, robust strategic planning process that will formalize the direction and goals of the
agency in meeting its mission.

*  For the fiscal year ended June 30, 2014, the net of fee investment performance return provided by
the custodial bank, BNY Mellon was 15.29 percent. This return reflects performance of the Sys-
tems, at the aggregate for the pooled investments of the consolidated pension trust funds, after the
deduction of manager fees and/or expenses. This fiscal year’s performance was again significantly
above the prior year’s return of 9.99 percent and will also be recognized as an actuarial gain as it
was well above the 7.5 percent actuarial investment rate of return assumed for the plans. For the
actuarial valuation prepared for funding purposes, gains and losses from investment performance
are recognized using smoothing methods which help mitigate sharply fluctuating market returns
over a long-term period. The smoothing methodology offsets both deferred investment gains and
losses against each other and is intended to produce an actuarial asset value that is fairly consistent
with market value during periods of ordinary investment returns. Smoothing avoids overreaction
to inherently volatile conditions that would otherwise overweight the effects of a single year of per-
formance that would most likely be reversed in subsequent years. Actuarial smoothing is intended
to result in more stable contribution rates and a more level funded status, and is also a valuable
methodology for governmental entities because it permits budgetary planning over more than one
fiscal year.

e The Retirement System Investment Commission (Commission as the governing body, RSIC as
the agency), created by the General Assembly in 2005 as co-fiduciary for the Systems, has exclusive

4



authority to invest and manage the retirement trust funds’ assets. The Commission operates pursu-
ant to statutory provisions and under governance policies that allow for a diverse asset allocation
and which afford the RSIC and its chief investment officer discretion and flexibility to quickly
react to changes in market conditions. The investment portfolio is structured to focus on ensuring
the long-term stability of the plans, seeking superior returns at acceptable levels of risk. Hewitt
EnnisKnupp (HEK), the investment consultant for the Commission, reported that as of the fiscal
year ended June 30, 2014, the plan’s investment portfolio outperformed the policy benchmark, on
a net-of-fee basis, for the trailing one- two- three- and five-year time periods.

The Commission is responsible for establishing and maintaining a target asset allocation that man-
ages risk, ensures liquidity, and affords flexibility to quickly react to changes in market conditions.
Variances from the target among asset classes are the result of over or underweights reflected in the
Commission’s asset allocation strategies as well as volatility experienced in the financial markets.
During the fiscal year, several new real estate and private equity managers were added in addition
to the funding of global equity, emerging market debt and private debt managers. As a result of
an asset liability modeling (ALM) study conducted by the Commission’s consultant, HEK, which
reviewed the liabilities of the plans and compared them against projected capital market expecta-
tions in order to produce a recommended asset allocation, in April 2013 a new asset allocation was
adopted by the Commission for fiscal year 2014. The adopted asset allocation policy for fiscal year
2014 reflected an increase in return-seeking assets and a change in the allocation of hedge funds.
Hedge fund strategies that persistently exhibit beta are now placed in the asset class in which that
beta resides and up to 7 percent of the total fund can be placed in these investments. The hedge
fund (low beta) asset class was created for hedge fund strategies with multiple betas or no market
beta and an 8 percent target allocation was set for this asset class. A total fund limit to hedge fund
strategies was set at 15 percent.

All investment manager fees, whether directly invoiced or deducted from the fund on a net basis, are
classified and reported as investment expense. While some investment managers submit invoices for
their investment management fees, a significant number of investment managers provide account
valuations on a net of fee basis. Those management fees are often netted against investment income
and are not readily separable. For greater transparency, the RSIC makes a good faith attempt to
disaggregate netted fee amounts that are not necessarily readily separable. The RSIC collects and
aggregates the netted investment fees and checks for reasonableness in order to disclose fees that
would not otherwise be disclosed. The RSIC provides the netted fee information to the Retirement
Division of PEBA on an annual basis so that amounts can be reclassified and reported in the financial
statements on the investment expense line of the Statement of Changes in Fiduciary Net Position.
The collection process is not standard practice for many plan sponsors. The netted investment ex-
penses include amounts for investment management fees, performance fees (including carried interest
allocations), and other expenses such as organizational expenses in limited partnership structures.
The total netted fee amounts reported also reflect the impact of any offsets which have the effect of
reducing this total. Therefore, in order to compare investment expense as reported by the Systems
with investment management costs reported by other public pension plans, an understanding of the
actual fees and expenses included in any comparative reports is necessary. Additionally, investment
plan composition directly influences the fee structure of a plan and adjustments for differences in
plan asset allocation is necessary before conclusions can be reached from such comparisons.



The Systems’ investment portfolio continues to participate in a securities lending program, man-
aged by BNY Mellon (Securities Lending Program), whereby securities are loaned for the purpose
of generating additional income. BNY Mellon is responsible for making loans of securities on a
collateralized basis from the Systems’ investment portfolio to various third party broker-dealers
and financial institutions. The gross securities lending revenue for the fiscal year was $1.7 million,
a decrease from $2.5 million in the prior year. As reported by BNY Mellon, at June 30, 2014, the
fair value of securities on loan was $118.70 million, the fair value of the invested cash collateral was
$72.64 million, and the securities lending obligations were $121.31 million. The reported difference
in the value of the invested cash collateral and the securities lending obligations in the securities
lending program is reflected within “Other Liabilities” on the Retirement Systems” Statement of
Fiduciary Net Position, consistent with information reported on accounting statements provided

by BNY Mellon as the custodial bank.

Total fiduciary net position for all five defined benefit plans of the Systems combined, increased by
$3.0 billion or just over 11 percent during fiscal year 2014. The net position of the plans is impacted
by contributions to the plans, investment returns, and benefit payments out of the system. It is
important to note that growth in fiduciary net position depends on both investment performance
and contributions from employers and employees. The plans are in a net cash outflow position with
benefit payments exceeding contributions, therefore, investment performance must first make up
this gap before fiduciary net position can grow. The increase in net position from $26.9 billion to
$29.9 billion was attributable to both superior investment performance and increased contribution
levels.

An increase in the amount of employer contributions collected from the prior fiscal year is attribut-
able to higher contribution rates imposed by retirement reform legislation which was enacted in
2012. Although the employee contribution rate increased proportionately, the dollar amount of
employee contributions collected during fiscal year 2014 decreased because the prior year’s employee
contributions were inflated due to an influx of members purchasing service credit that year as a
result of legislative reform.

The Teacher and Employee Retention Incentive (TERI) program is a deferred retirement option
program under SCRS that initially allowed retired members to accumulate annuity benefits on a
deferred basis for up to 60 months while continuing employment. Retirement reform legislation
will close the TERI program to all participants effective June 30, 2018, so SCRS members who
enter the TERI program after July 1, 2013, will not be eligible to participate in TERI for the full
60 months. Current TERI participants are required to pay the same pre-tax member contribution
rate on compensation earned, in the same manner as active members. TERI participants do not
earn additional service credit or interest on their TERI account but are eligible to receive benefit
increases in the same manner as other annuitant payees. At the end of the member’s TERI participa-
tion and upon termination from employment, funds are distributed from the accumulated TERI
account. The number of members actively participating in TERI decreased slightly from 9,792 at
fiscal year-end 2013 to 9,644 at fiscal year-end 2014.



The total number of retired members and beneficiaries receiving monthly annuity benefits from the
Systems’ increased from slightly over 149,000 to approximately 153,000 annuitants during the year.
Additionally, eligible annuitant payees received an annual benefit adjustment equal to the lesser
of 1 percent or $500 on July 1, 2013. The increase in the number of new annuitants added to the
payroll during the year coupled with the retiree benefit adjustment resulted in an overall increase
of 4.10 percent in the dollar amount of annuity benefits paid to annuitants compared to the prior
the year.

In addition to the deferred retirement options available in SCRS and JSRS, all of the plans (exclud-
ing SCNG) include certain provisions that allow retired members to continue covered employment
while also receiving a monthly retirement benefit. South Carolina’s public employee defined benefit
plans have historically provided extremely lenient return-to-work provisions for retired members of
SCRS and PORS who return to work for a covered employer after retirement, or after ending their
TERI participation (SCRS only). For members who return to work for a covered employer after
retirement, the employer must pay the corresponding employer contribution for that particular
plan, and under SCRS, PORS and JSRS, retired members are also required to pay the same em-
ployee contribution as an active member in the same position. TERI participants receive the full
monthly retirement benefit, with no limit on the amount of wages they may earn from employment.
Collectively among the plans, the most recent actuarial valuation study reported that over 30,000
retirees continue covered employment while receiving monthly retirement benefits either directly
or as a TERI participant, thereby making up approximately 11 percent of the total public work-
force covered by the Systems. Because historically lenient return-to-work provisions, coupled with
demographic changes of the membership, caused concern over the long-term stability of the plans,
retirement reform legislation also addressed retiree return-to-work provisions. Generally, SCRS and
PORS members who retired after January 1, 2013, and had not yet reached age 62 (SCRS) or age
57 (PORY) at retirement are subject to an annual earnings limit of $10,000 on wages earned from
covered employment.

Qualified Excess Benefit Arrangement (QEBA) trust funds are maintained for each of the plans
administered by the Retirement Division of PEBA. A QEBA is intended to be a qualified govern-
mental excess benefit arrangement within the meaning of Section 415(m)(3) of the Internal Revenue
Code and provides the part of a participant’s retirement benefit that would have been paid by the
Systems had there been no limitations under Code Section 415(b). The QEBA plans are separate
and apart from the funds comprising the retirement funds and are not commingled with assets of
those funds. The QEBA is not prefunded; therefore, no assets or income are accumulated to pay
future benefits. The amount of required contributions necessary to pay benefits under the plans is
determined and deposited to the trust funds on an as-needed basis. Employer contributions to fund
the excess benefits are not credited or commingled with contributions paid into and accumulated
in the retirement funds.

The firm of Gabriel Roeder Smith & Company (GRS) is on retainer as the Systems’ consulting
actuary for the defined benefit retirement plans. South Carolina state statute requires that the
actuary complete a valuation of the Systems annually and conduct an experience investigation at
least once in each five-year period. GRS completed an actuarial experience study on the Systems
as of July 1, 2010, and the most recent annual valuation reports were issued as of June 30, 2013.



While Act 278 amended the law to provide for a schedule of employer and employee contributions
going forward, the 2013 valuation results required additional increases to employee and employer
contribution rates for both SCRS and PORS effective July 1, 2015, in order to maintain a 30-year
funding period. Statutory provisions require any necessary increase in the scheduled contributions
rates to be shared equally between employers and employees. The PEBA Board adopted the recom-
mended rate changes, which were subsequently approved by the Budget and Control Board. State
statute now requires that the General Assembly establish the assumed annual rate of return on the
investments of the Retirement Systems, and the state’s legislative body set the rate at 7.5 percent
effective July 1, 2012.

* The GARS was closed to persons first elected to the South Carolina General Assembly at or after
the general election in November 2012. Members so elected to the Senate or House of Representa-
tives have the option to join SCRS, the State Optional Retirement Program (State ORP), which
is a defined contribution plan, or opt out all together.

* The Systems implemented the requirements of GASB 67 as approved by the Governmental Ac-
counting Standards Board in June 2012 in the financial statements for the fiscal year ended June
30, 2014. The financial statements, notes to the financial statements, and required supplementary
information reflect changes as required by this statement.

Condensed Financial Information

The Systems’ financial stability and long-term ability to sufficiently fund retirement benefits payable to
members in future years is viable because funds are accumulated and invested on a regular and system-
atic basis. The five defined benefit funds provide lifetime annuity benefits to vested eligible members
who serve as employees of state, public school, higher education institution, local and municipal gov-
ernment, state legislative, judicial, and South Carolina National Guard employers.

The Systems’ principal sources of revenue are employee contributions, employer contributions and in-
vestment earnings. Required annual contributions for the SCNG are funded through an annual state
appropriation. Expenses of the Systems consist primarily of payments of monthly annuities to retired
members or their beneficiaries, and refunds of member contributions and interest that are paid subse-
quent to termination of employment. The defined benefit plans include an incidental death benefit for
both active and retired members and an accidental death plan for members of the PORS.

PEBA sponsors the State ORP, which is a defined contribution alternative plan that is administered
by four different vendors. The State ORP is available to newly hired employees of state agencies, in-
stitutions of higher education and public school districts. Membership in either SCRS or State ORP
is also available to individuals first elected to the General Assembly at or after the general election in
November 2012. In addition, PEBA is responsible for an optional Deferred Compensation Program
(401k and 457 plans) administered by a third party record keeper. Both State ORP and Deferred
Compensation assets are outside the group trust fund of the Systems and are not invested or managed

by the RSIC.



The following summary comparative financial statements of the pension trust funds are presented.

Assets
Cash and cash equivalents, receivables

and prepaid expenses
Investments, at fair value
Securities lending cash collateral invested
Capital Assets, net of accumulated depreciation
Total Assets

Liabilities

Deferred retirement benefits
Obligations under securities lending
Other accounts payable

Total Liabilities

Total Fiduciary Net Position Restricted for Pensions

Additions

Employee contributions
Employer contributions
State-appropriated contributions
Net Investment income

Other income

Total Additions

Deductions

Annuity benefits

Refunds

Death benefits

Administrative & other expenses
Total Deductions

Increase in Fiduciary Net Position

Beginning Fiduciary Net Position, Restated?

June 30

Fiduciary Net Position

(Amounts expressed in thousands)

2013 Increase/ % Increase/

2014 Restated? (Decrease) (Decrease)
$ 4063173 $ 4,023274 $ 39,899 0.99%
26,754,819 24,587,950 2,166,869 8.81%
72,645 106,633 (33,988) (31.87%)
2,912 3,083 (171) (5.55%)
30,893,549 28,720,940 2,172,609 7.56%
56,901 68,344 (11,443) (16.74%)
72,645 106,633 (33,988) (31.87%)
836,292 1,645,150 (808,858) (49.17%)
965,838 1,820,127 (854,289) (46.94%)
$ 29,927,711 $ 26,900,813 $ 3,026,898 11.25%

Changes in Fiduciary Net Position
Year Ended June 30
(Amounts expressed in thousands)

2013 Increase/ % Increase/

2014 Restated* (Decrease) (Decrease)
$ 751,467 $ 775,634 $ (24,167) (3.12%)
1,132,128 1,103,044 29,084 2.64%
4,586 4,539 a7 1.04%
4,083,023 2,542,502 1,540,521 60.59%
3,083 4,083 (1,000) (24.49%)
5,974,287 4,429,802 1,544,485 34.87%
2,803,084 2,692,799 110,285 4.10%
106,475 102,255 4,220 4.13%
21,680 21,268 412 1.94%
16,150 18,741 (2,591) (13.83%)
2,947,389 2,835,063 112,326 3.96%
3,026,898 1,594,739 1,432,159 89.81%
26,900,813 25,306,074 1,594,739 6.30%
$ 26,900,813 $ 3,026,898 11.25%

Ending Fiduciary Net Position Restricted for Pensions $ 29,927,711

1See accompanying notes to the financial statements.



Analysis of the Plan’s Financial Position and Results of Operations

On a combined basis, the defined benefit plans” fiduciary net position was valued at $29.9 billion at
June 30, 2014, representing just over an 11 percent increase in net position from the previous fiscal
year-end. Positive investment earnings and increased contributions were the primary drivers of the
change in fiduciary net position for the fiscal year.

During fiscal year 2014, the total dollar amount of contributions added to the plans remained relatively
flat although contribution rates increased slightly. Monthly retirement benefits paid to annuitants
increased 4.10 percent compared with the previous fiscal year. As previously referenced, the increase
was attributable to a benefit adjustment granted to eligible SCRS and PORS annuity recipients effective
July 1, 2013, along with a significant increase in the number of new annuitants added to the payroll
during the year.

Investment income had a positive impact on the trust fund. The plan’s net-of-fee return for the fiscal
year 2014 was 15.29 percent, exceeding the actuarial assumed rate of return of 7.50 percent by 779
basis points. The fund experienced positive returns for the fifth consecutive year led by several strategies
that substantially exceeded their benchmarks. Private Debt returned 15.07 percent for the fiscal year
significantly outpacing the benchmark of 5.85 percent. Real Estate also outperformed its benchmark
with a 20.10 percent return versus a Real Estate Index return of 14.52 percent. Other strategies that
significantly outperformed their benchmarks included: Hedge Funds (Low Beta) with a 13.27 percent
return versus a 9.06 percent benchmark return, Mixed Credit with a 9.99 percent return versus a 7.30
percent benchmark return, and Global Fixed Income with a 8.61 percent return versus a 5.17 percent
benchmark return.

Strong equity, long-term bond, and real estate markets provided the basis for all asset classes having
positive returns on an absolute basis. Relative to the benchmark, the greatest underperforming asset class
was Private Equity returning 21.69 percent while its benchmark generated a return of 24.64 percent.

Actuarial Valuations and Funding Progress

An actuarial valuation of each defined benefit plan is performed annually. An overall objective in the
funding of a defined benefit retirement plan is to accumulate suflicient funds to meet long-term ben-
efit obligations. The primary sources of revenue to fund benefits include investment income, member
contributions and employer contributions. The investment performance for purposes of developing
the actuarially determined contribution rate is recognized using a five-year smoothing period. Under
this method, each year the plan recognizes 20 percent of the difference between the market value of
assets and the expected actuarial value of assets, based upon the assumed valuation rate of return. This
asset valuation method mitigates the short term impact of market volatility and allows changes in
market conditions to be recognized (smoothed) over a longer period of time. In contrast, for purposes
of providing accounting information under GASB Statement No. 67, the fiduciary net position is
determined on a market value basis.

For the actuarial valuations prepared for funding purposes, the ratio of actuarial assets to actuarial
liabilities provides an indication as to whether sufficient assets are accumulated to pay benefits when
due; the greater the level of funding, the larger the ratio of assets to liabilities. Since the percentage of
plan fiduciary net position to the total pension liability for accounting purposes uses the market value
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of assets rather than the actuarial value of assets, there can be significant short-term volatility in the
proportion. The funding progress of a retirement system should be reviewed over a several year period,
such as five to ten years, to identify the trend in the plan’s funding status. The most recent actuarial
valuations prepared as of July 1, 2013 showed a general decline in funded status; however, the fund-
ing status of all plans is expected to increase over time once the deferred investment losses from prior
years are fully recognized. The expected increases in funded status are primarily the result of retirement
reform legislation. As of July 1, 2013, valuations, funding levels of all the plans are such that annual
expected contributions are sufficient for the valuations to find that the plans are actuarially sound. The
changes in the levels of funding do not affect the availability of funds or resources for future use and
actuarial projections indicate that unfunded liabilities should be amortized and funded within accept-
able funding guidelines. The actuarial funded ratios of the five plans are presented in the following
graph. Percentages for GASB 67 reporting purposes can be found in the schedule of employers’ net
pension liability on page 45.

Actuarial Funded Ratios
(Actuarial assets as a percentage of actuarial accrued liabilities)
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Requests for Information

This financial report is designed to provide a general overview of the Systems’ finances for all interested
parties. Questions concerning any of the information provided in this report or requests for additional
financial information should be directed as follows:

Retirement Systems Finance
South Carolina Public Employee Benefit Authority
PO Box 11960
Columbia, SC 29211-1960
(803) 737-6800

Wwww.retirement.sc.gov
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South Carolina Retirement Systems

Statement of Fiduciary Net Position

ASSETS
Cash and cash equivalents
Receivables:
Due from other systems
Employee and employer contributions
Accrued investment income
Unsettled investment sales
Other investment receivables
Total receivables

Investments, at fair value:
Short-term securities
Debt

Domestic Fixed Income
Global Fixed Income
Public Equity
Domestic Equity
Global Equity
Global Tactical Asset Allocation
Alternatives
Total investments

Securities lending cash collateral invested

Prepaid expenses

Capital Assets, net of accumulated depreciation

Total assets

LIABILITIES
Due to other systems

June 30, 2014

With comparative totals for June 30, 2013

(Amounts expressed in thousands)

Accounts payable-unsettled investment purchases 612,416

Investment fees payable
Obligations under securities lending
Deferred retirement benefits
Due to Employee Insurance Program
Benefits payable
Other liabilities

Total liabilities

Net Position Restricted for Pensions

TOTAL
2013

SCRS PORS GARS JSRS SCNG TOTAL Restated
$ 2,652,961 $ 396,203 $ 4873 $ 16,219 $ 3,761$ 2,974,017 $ 3,013,555
269 949 1,218 492
174,015 20,548 172 751 16 195,502 225,494
32,286 4,983 40 182 26 37,517 67,184
732,115 112,991 918 4,132 595 850,751 712,485
1,567 242 2 9 1 1,821 2,798
940,252 139,713 1,132 5,074 638 1,086,809 1,008,453
719,307 111,015 901 4,060 584 835,867 476,652
4,926,250 760,296 6,174 27,804 4,002 5,724,526 6,749,245
2,133,683 329,303 2,675 12,043 1,733 2,479,437 1,951,503
2,176,128 335,854 2,727 12,283 1,768 2,528,760 1,735,940
3,279,266 506,108 4,110 18,508 2,664 3,810,656 1,717,633
1,823,709 281,463 2,286 10,293 1,482 2,119,233 1,759,777
7,965,558 1,229,369 9,983 44,958 6,472 9,256,340 10,197,200
23,023,901 3,553,408 28,856 129,949 18,705 26,754,819 24,587,950
62,515 9,648 78 353 51 72,645 106,633
2,018 313 3 11 2 2,347 1,266
2,617 274 7 13 1 2,912 3,083
26,584,264 4,099,559 34,949 151,619 23,158 30,893,549 28,720,940
949 269 1,218 492
94,518 768 3,457 497 711,656 1,361,171
8,003 1,235 10 45 7 9,300 9,333
62,515 9,648 78 353 51 72,645 106,633
56,901 56,901 68,344
53,220 1,011 54,231 54,135
3,519 330 6 3,855 3,679
48,220 7,446 59 268 39 56,032 216,340
845,743 114,457 915 4,123 600 965,838 1,820,127
$ 25,738,521 $3,985102 $ 34,034 $ 147,496 $ 22,558 $ 29,927,711 $26,900,813

The accompanying notes are an integral part of these financial statements.
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South Carolina Retirement Systems

Statement of Changes in Fiduciary Net Position
Year Ended June 30, 2014

With comparative totals for the year ended June 30, 2013

(Amounts expressed in thousands)

TOTAL
2013
SCRS PORS GARS JSRS SCNG TOTAL Restated
Additions
Contributions
Employee $ 652,631% 96,004 $ 384 $ 2,448 $ -$ 751,467 $ 775,634
Employer 962,798 155,608 4,063 9,659 1,132,128 1,103,044
State appropriated 4,586 4,586 4,539
Total contributions 1,615,429 251,612 4,447 12,107 4,586 1,888,181 1,883,217
Investment Income
Net appreciation in fair value of investments 3,618,445 554,222 4,654 20,491 2,893 4,200,705 2,667,000
Interest and dividend income 300,260 46,097 397 1,739 240 348,733 299,712
Investment expense (402,871) (62,162) (508) (2,276) (328) (468,145) (426,723)
Net income from investing activities 3,515,834 538,157 4,543 19,954 2,805 4,081,293 2,539,989
From securities lending activities:
Securities lending income 54 9 63 272
Securities lending borrower rebates 1,436 220 2 8 1 1,667 2,241
Net income from securities lending activities 1,490 229 2 8 1 1,730 2,513
Total net investment income 3,517,324 538,386 4,545 19,962 2,806 4,083,023 2,542,502
Supplemental retirement benefits funded by the State 587 26 613 687
Transfers of contributions from other Systems 2,260 15 195 2,470 3,396
Total additions 5,133,340 792,284 9,007 32,264 7,392 5,974,287 4,429,802
Deductions
Refunds of contributions to members 90,250 16,184 41 106,475 102,255
Transfers of contributions to other Systems 2,470 2,470 3,396
Regular retirement benefits 2,293,335 311,593 6,799 15,897 4,248 2,631,872 2,518,327
Deferred retirement benefits 168,221 778 168,999 172,249
Supplemental retirement benefits 590 26 616 666
Death benefits 19,240 2,410 20 10 21,680 21,268
Accidental death benefits 1,597 1,597 1,557
Depreciation 200 25 1 1 227 211
Administrative expenses 11,565 1,795 16 67 10 13,453 15,134
Total deductions 2,585,871 333,630 6,877 16,753 4,258 2,947,389 2,835,063
Net increase in Net Position 2,547,469 458,654 2,130 15,511 3,134 3,026,898 1,594,739
Net Position Restricted for Pensions
Beginning of year, Restated 23,191,052 3,526,448 31,904 131,985 19,424 26,900,813 25,306,074
End of year $25,738,521$% 3,985,102 $ 34,034 $ 147,496 $ 22,558 $ 29,927,711 $ 26,900,813

The accompanying notes are an integral part of these financial statements.
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South Carolina Retirement Systems
Notes to Financial Statements

|. Basis of Presentation and
Summary of Significant
Accounting Policies

Description of the Entity

The South Carolina Public Employee Benefit Au-
thority (PEBA) was created by the S.C. General
Assembly effective July 1, 2012. PEBA is a state
agency responsible for the administration and
management of the state’s employee insurance
programs and retirement systems.

The governing board of the authority is a board of
directors consisting of 11 members. The mem-
bership composition is as follows:

* three non-representative members appointed
by the Governor;

* two members appointed by the President Pro
Tempore of the Senate, one a non-representa-
tive member and one a representative mem-
ber who is either an active or retired member
of the South Carolina Police Officers Retire-
ment System (PORS);

* two members appointed by the Chairman of
the Senate Finance Committee, one a non-
representative member and one a representa-
tive member who is a retired member of the
South Carolina Retirement System (SCRS);

* two members appointed by the Speaker of
the House of Representatives, one a non-rep-
resentative member and one a representative
member who must be a state employee who
is an active contributing member of SCRS;

* two members appointed by the Chairman of
the House Ways and Means Committee, one
a non-representative member and one a rep-
resentative member who is an active contrib-
uting member of SCRS employed by a public

school district.

Non-representative members of the PEBA board
may not belong to the classes of employees and
retirees from which representative members must
be appointed. Individuals appointed to the PEBA

board must possesses certain qualifications.

Members of the PEBA board serve for terms of
two years and until their successors are appointed
and qualify. Vacancies on the PEBA Board must
be filled within 60 days in the manner of the
original appointment for the unexpired portion
of the term. Terms commence on July first of
even numbered years.

The financial statements of the South Carolina
Retirement Systems (Systems) presented herein
contain the following funds:

Pension Trust Funds

*  South Carolina Retirement System (SCRS)

¢ South Carolina Police Officers Retirement
System (PORS)

*  Retirement System for Members of the Gen-
eral Assembly of the State of South Carolina
(GARS)

* Retirement System for Judges and Solicitors
of the State of South Carolina (JSRS)

*  South Carolina National Guard Supplemental
Retirement Plan (SCNG)

Each pension trust fund operates on an autono-
mous basis; funds may not be utilized for any
purpose other than for the benefit of each plan’s
participants.

The Systems are part of the state of South Caro-
lina’s primary government and are included in the
Comprehensive Annual Financial Report of the State
of South Carolina. In making this determination,
factors of financial accountability, governance
and fiduciary responsibility of the state were
considered.
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Plan Descriptions

The South Carolina Retirement System (SCRS),
a cost—sharing multiple-employer defined benefit
pension plan, was established effective July 1,
1945, pursuant to the provisions of Section 9-1-20
of the South Carolina Code of Laws for the pur-
pose of providing retirement allowances and other
benefits for public school districts and employees
of the state and political subdivisions thereof.

The South Carolina Police Officers Retirement
System (PORS), a cost—sharing multiple-employer
defined benefit pension plan, was established ef-
fective July 1, 1962, pursuant to the provisions of
Section 9-11-20 of the South Carolina Code of
Laws for the purpose of providing retirement al-
lowances and other benefits for police officers and
firemen of the state and its political subdivisions.

The Retirement System for Members of the
General Assembly of the State of South Carolina
(GARS), a single-employer defined benefit pen-
sion plan, was created effective January 1, 1966,
pursuant to the provisions of Section 9-9-20 of the

South Carolina Code of Laws to provide retire-
ment allowances and other benefits for members of
the General Assembly. Retirement reform legisla-
tion closed the plan to individuals newly elected
to the Senate or House of Representatives after the
general election of 2012.

The Retirement System for Judges and Solicitors
of the State of South Carolina (JSRS), a single-
employer defined benefit pension plan, was created
effective July 1, 1979, pursuant to the provisions
of Section 9-8-20 of the South Carolina Code of
Laws for the purpose of providing retirement al-
lowances and other benefits for judges, solicitors,
and circuit public defenders of the state.

The South Carolina National Guard Supplemen-
tal Retirement Plan (SCNG), a single-employer
defined benefit pension plan, was created effective
July 1, 1975, and is governed by the provisions of
Section 9-10-30 of the South Carolina Code of
Laws for the purpose of providing supplemental
retirement benefits to certain members who served
in the South Carolina National Guard.
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A summary of information related to participating employers and members for the fiscal year ended

June 30, 2014, follows (dollars amounts expressed in thousands):

State! School Other Total
SCRS
Number of Employers 35 116 577 728
Annual Covered Payroll for Active Members $2,178,457 $3,218,185 $2,029,949 $ 7,426,591
Average Number of:
Active Contributing Members 49,293 82,775 53,287 185,355
Retirees and beneficiaries currently receiving benefits 47,573 61,466 22,534 131,573
Terminated members entitled to but