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TO THE GOVERNOR, LEGISLATURE
AND PEOPLE OF SOUTH DAKOTA:

The South Dakota Investment Council annual report provides
information about the investment of South Dakota Retirement
System assets, state trust funds’ assets, and other financial assets
of the State of South Dakota. This letter summarizes fiscal year
2014 performance and discusses the Council’s long-term
approach; future return expectations; importance of low costs;
and productive working relationships with the Legislature, the
Executive Branch, and others.

FISCAL YEAR 2014 PERFORMANCE

The fiscal year 2014 investment return for the South Dakota
Retirement System (SDRS) was 18.9% net of investment
management cost. This exceeded the Council’'s market index-
based Capital Markets Benchmark (CMB) return of 17.5%. The
real estate category contributed most significantly to the
outperformance followed by global equity. The other
categories and allocation across categories did not significantly
impact performance relative to the benchmark.

The net returns for the trust funds, which include School and
Public Lands, Dakota Cement Trust, Health Care Trust, and
Education Enhancement Trust, ranged from 16.1% to 16.3%.
Trust fund management is gradually transitioning to being
similar to SDRS. The South Dakota Cash Flow Fund (SDCFF)
earned a return of 1.0%. The SDCFF return has declined
significantly in the past several years as higher-yielding securities
matured. The yield may continue to drop until market rates
increase from current near zero levels.

INVESTING FOR THE LONG TERM

The Council has managed SDRS assets for the past 41 years.
The return over the full period has meaningfully exceeded other
state retirement systems across the nation as shown on the
following exhibit.

STATE FUND UNIVERSE
ANNUALIZED RATES OF RETURN
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10 Years 20 Years 41 Years
2005-2014 1995-2014 1974-2014
10th %tile 8.2 9.0 10.1
25th %tile 7.7 8.8 9.5
Median 7.4 8.5 9.1
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90th %tile 6.7 7.6 8.3
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TRANSMITTAL LETTER

The Council’s goal is to add value over the long term compared
to market indexes. Accomplishment of this goal for SDRS
provides additional resources to pay retirement benefits for the
more than 79,000 members. Added value for the trust funds
and the cash flow fund provides additional revenues to the
state.

Results can vary significantly from year to year with many
interim periods of underperformance in the Council's history.
Whether an individual year is good, bad or average, it is
important to be mindful that the Council invests for the long
term. Actions taken in one year may impact performance
several years down the road. The long-term success has resulted
primarily from adhering to the long-term strategies during the
underperforming periods.

The Council invests in assets believed to be undervalued from a
long-term perspective. The valuation process is based on the
view that the worth of an asset is the present value of future
cash flows. Internal research efforts focus on estimating the
future cash flows and assessing risk which impacts the rate used
to discount cash flows to present value.

It can be difficult to stick to a long-term investment approach,
especially during underperforming periods when most others
chase immediate gratification and comfort of the crowd. The
Council has developed several advantages to help maintain
discipline. Measures of long-term value provide a solid focal
point, like a lighthouse in rough seas. Internal research
increases conviction, as it is easier to understand your own work.
Decades of successful experience in difficult markets provides
confidence to stay the course due to a more robust
understanding of what is required to successfully come out the
other side. Contingency planning provides a roadmap for when
tough times come to avoid trying to figure out what to do under
duress and in a hurry.

Risk is managed by diversifying across multiple asset categories
and by reducing exposure to expensive assets. Conventional
statistical risk measures are calculated, such as standard
deviation as a measure of volatility and correlation as a measure
of diversification. Conventional measures are good for
understanding risk in normal times but understate real world
frequency and magnitude of severe market declines. Since
before the financial crisis, the Council has adjustment risk
measures to better reflect risk when it matters most, during
market crashes. Standard deviations are increased to reflect
higher frequency of severe declines. Correlations are adjusted to
reflect that most asset categories are less diversifying during
severe declines. Correlations are measured separately for
inflation and deflation related severe declines as behavior of
some asset categories depends on the kind of crisis.

SDRS total fund and capital markets benchmark returns can be
found on page 9 of the annual report for every fiscal year since
inception and various rolling time periods. The returns for the
trust funds can be found in their respective sections.

RETURN EXPECTATIONS

The Council believes market return expectations should be
based on forward-looking, long-term cash flows rather than
extrapolation of past returns, which tend to relate inversely to
future results. The Council began developing long-term
expected returns in the early 1980's. The following exhibit
shows expected returns resulting from the Council’s process for
bonds and stocks as of 6/30/82, 6/30/92, 6/30/02, and 6/30/14.
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AN UPDATE ON RETURN EXPECTATIONS

S&P 500
Bonds*  S&P 500 Yield

Expected 10-Year Returns as of 6/30/82 14.4% 15.6% 6.2%
Actual Returns - 7/1/82 to 6/30/92 13.7% 18.3%
Expected 10-Year Returns as of 6/30/92 7.1% 9.5% 3.0%
Actual Returns - 7/1/92 to 6/30/02 7.4% 11.5%
Expected 10-Year Returns as of 6/30/02 4.8% 7.9% 1.6%
Actual Returns - 7/1/02 to 6/30/14 5.1% 8.0%
Expected 10-Year Returns as of 6/30/14 2.5% 7.5% 1.9%

*Expected returns are the 10-year Treasury yield. Actual returns are the Citigroup
Broad Investment-Grade (BIG) Index.

In 1982, bond yields were 14.4%, and the Council’s long-term
expected return for stocks, based on projected dividends and
growth, was 15.6%. Expected returns were high because
markets were very cheap, having performed poorly for many
years. Subsequent actual 10-year returns were 13.7% for bonds
and 18.3% for stocks. By June 30, 1992, bond yields were
7.1%, and the expected stock return was 9.5%. Subsequent
actual 10-year returns were 7.4% for bonds and 11.5% for
stocks. As of June 30, 2002, expected returns were 4.8% for
bonds and 7.9% for stocks. Subsequent actual returns for the
10 years through June 30, 2012 were 5.8% for bonds and 5.3%
for stocks, and for the 12 years through June 30, 2014, were
5.1% for bonds and 8.0% for stocks.

As of June 30, 2014, expected returns were 2.5% for bonds and
7.5% for stocks. Low interest rates foreshadow low future bond
returns. The expected return for stocks is also lower than
earned on average historically. The expected long-term return
for the overall SDRS fund, which is diversified across a number
of asset categories, is 6.8%. This excludes consideration of
potential value added or detracted relative to index returns and
any impact of withdrawals to pay benefits. As SDRS matures,
benefit payments are increasingly funded from investment
earnings. These withdrawals are larger as a percentage of the
fund when markets are depressed which reduces long-term
growth of the fund.

The expected return is the mid-point of a range of possible
outcomes. The one standard deviation range, which statistically
encompasses the central two-thirds of potential outcomes, is
2.0% to 11.6% per annum for a ten-year horizon and 3.4% to
10.2% for a 20-year horizon.

History has shown that following large out-performances, like
experienced in the past couple years, opportunities may be
sparse for a time. Chasing lesser opportunities has tended to
backfire when those assets became much cheaper later. The
lesson learned is to wait for worthwhile opportunities, and
when absent, to be satisfied with modest results until better
opportunities come along.

IMPORTANCE OF LOW COSTS

The Investment Council manages the majority of assets
internally to save money and to try to earn higher returns.
Internal management is cheaper than external managers,
especially for more expensive categories such as global equity,
high yield, and arbitrage. Index funds are another low cost
alternative but would preclude any opportunity to add value
above index returns. The Council believes historic success of
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internal management efforts relate to greater focus on long-
term value and increased conviction from performing research
in-house.

The Council began investing in real estate and private equity
partnerships in the mid 1990s. Management costs are generally
1% to 2% per year. Partnership managers are typically allocated
20% of profits. These investments are more expensive than
traditional external managers and much more expensive than
Council internal cost of about 0.10%. Unlike traditional
investment managers that buy and sell securities, partnership
managers have hands-on involvement with underlying
investments which complicates cost comparisons. Real estate
partnership managers buy and manage underlying properties.
Private equity partnership managers buy and operate whole
companies. The Council evaluates partnership returns
compared to traditional real estate and stock market indices.
Partnership returns are net of all fees and profit allocations.

The following exhibit shows Council management costs
compared to other funds.

1.70%

Management Costs

1.04%

0.68%
0.55%
0.40%
0.10%

SDIC SDIC $1 Billion Benchmark Median Median

Internal Internal &  Median (Similar Mutual Alternative

Cost External Pension Size and Funds Asset
Managers  Fund Asset Mix) Managers

Internal management cost is projected to average 0.10% of
assets. Including external management, total cost is expected to
average 0.40%. This compares to the median industry cost of
0.55% and benchmark cost of 0.68%, which is the median
industry cost adjusted for fund size and asset mix. The
difference of 0.28% versus the benchmark results in
approximately $36 million of savings per year. Compounding
these savings over many years can result in hundreds of millions
of dollars.

A TEAM EFFORT

The historic success of the Investment Council has been a team
effort. Consistent support by the Legislature and Executive
Branch and others over multiple decades has allowed the
Council to pursue a long-term investment approach and
implement a long-term business plan to build a stable,
experienced, home-grown investment team. The Council
recognizes the unique challenges and patience required to
support an internal investment organization and long-term
investment approach. The Council is very appreciative of the
significant efforts of Legislators, the Governor and his team, and
their predecessors, to provide the Council with the opportunity
to succeed.



The Council benefits from cooperative relationships with other
state entities related to the funds managed, including the South
Dakota Retirement System, the State Treasurer's Office, the
School and Public Lands’ Office, and the Bureau of Finance and
Management. The Council also appreciates important
contributions by the Legislative Research Council, the Attorney
General's Office, the Department of Legislative Audit, the
Bureau of Information and Telecommunications, and other
agencies.

Transmittal Letter/Assets Managed

The Council believes its strengths of an exceptionally supportive
environment, a stable internal investment team, and disciplined
focus on long-term investment value will serve us well in the
decades to come.

Respectfully submitted by:

Hugh M. Bartels, Chair
South Dakota Investment Council

Matthew L. Clark, CFA
State Investment Officer

South Dakota Investment Council
Assets Managed
Fiscal Years 1973 to 2014

Assets as of June 30, 2014

$ in Millions

[ South Dakota Retirement System $ 10,602.4 81.2%
[ Health Care Trust Fund 136.0 1.0%
[0 Education Enhancement Trust Fund 503.3 3.9%
Il Cement Plant Retirement Fund 0.0 0.0%
[ school & Public Lands Fund 256.7 2.0%
[ Dakota Cement Trust Fund 302.4 2.3%
[l South Dakota Cash Flow Fund 1,248.7 9.6%

$ 13,0495  100.0%
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Hugh M. Bartels, Chair** Jon M. Hunter, CFA, Vice-Chair**
President President
Reliabank Dakota Hunter Publishing, Inc.
Watertown Madison
Jim E. Means* ** David T. Hillard*
Senior Vice President & Trust Officer Senior Vice President & Branch Director
First Dakota National Bank RBC Wealth Management
Yankton Rapid City
Steve T. Kirby Vern Larson
President/Founding Partner Commiissioner of School & Public Lands
Bluestem Capital Company State of South Dakota
Sioux Falls Pierre
Richard L. Sattgast* Robert A. Wylie
State Treasurer Executive Director/Administrator
State of South Dakota South Dakota Retirement System
Pierre Pierre

*Denotes member of Audit Committee
**Denotes member of Compensation Committee

History
e Established by the South Dakota Legislature in 197 1. Operations began onJuly 1, 1972.

Membership

e Conisists of eight voting members.

e South Dakota law stipulates that, “7The members of the state investment council shall be
qualified by training and experience in the field of investment or finarnce.”

e Five members are chosen by the Executive Board of the Legislative Research Council, a
bipartisan board composed of members from both houses of the Legislature, to serve
rolling five-year terms.

e Three members serve ex officio: the State Treasurer, the Commissioner of School & Public
Lands and a designee of the South Dakota Retirement System Board of Trustees.

Responsibilities

Select State Investment Officer.

Develop investment policy and establish asset allocation guidelines for the long term.
Monitor implementation of investment process.

Oversee audit process through Audit Committee.

Comply with and monitor Code of Ethics and Personal Investing Guidelines.
Approve annual budget and long-term plan.

Investment Policy
e Abide by Prudent-Man Standard as defined by South Dakota Codified Law 4-5-27 below.

Any investments under the provisions of SDCL 4-5-12 to 4-5-39, inclusive, shall be made with
the exercise of that degree of judgment and care, under circumstances then prevaifing, which
persons of prudence, discretion, and intelligence exercise in the management of their own
aftairs, not for speculation but for investment, considering the probable safety of their capital
as well as the probable income to be derived.



Page 6

SOUTH DAKOTA INVESTMENT OFFICE

State Investment Officer
Matthew L. Clark, CFA

Assistant Investment Officers

Brett D. Fligge, CFA Christopher L. Nelson, CFA Tammy V. Otten, CFA/CPA
Global Equity & Fixed Income & Fixed Income &
Alternative Investments Alternative Investments Derivatives
Global Equity
Steven W. Schultz, CFA Jan E. Zeeck, CFA Melissa M. Hansen-Woidyla, CFA
Senior Portfolio Manager Senior Portfolio Manager Senior Portfolio Manager
Candice S. Currier, CFA Arianna P. Rehfeldt, CFA
Portfolio Manager Portfolio Manager
Jeffry J. Ellefson, CFA Renae A. Randall, CFA
Associate Portfolio Manager Associate Portfolio Manager
Randall J. Spinar, CFA Lee W. Mielke, CFA
Associate Portfolio Manager Associate Portfolio Manager

Small/Mid-Cap Equity
Scott A. Hess, CFA Darci L. Haug, CFA Jarrod A. Edelen, CFA
Senior Portfolio Manager Portfolio Manager Associate Portfolio Manager

Fixed Income

Sherry Z. Nelson, CFA/CPA Ross D. Sandine, CFA
Senior Portfolio Manager Associate Portfolio Manager
HESP Specialist High Yield
Danielle J. Mourer, CFA Anne M. Cipperley, CFA
Associate Portfolio Manager Assistant Portfolio Manager
High Yield High Yield

Investment Accounting

Cynthia J. Pickering, CPA Samantha M. Rains, CPA
Senior Investment Accountant Investment Accountant
Krystal R. Seeley, CPA Brandy A. Eisma
Investment Accountant Investment Accountant
Business Manager Secretary/Receptionist
Laurie A. Riss JoAnn Callahan

The function of the staff is to advise and recommend investment policies and strategies to the Investment
Council and to implement the Investment Council’s adopted investment policies. The Investment Office

has historically made extensive use of the student intern program. This has proven to be an excellent
source of permanent investment team staffing over time.



THE FUND

The South Dakota Retirement System (SDRS) is a cost-sharing,
multiple-employer, public employee retirement system providing
retirement, disability, and survivor benefits to over 79,000 public
employees in South Dakota. The benefits are funded through
member and employer contributions and investment income.
Per state statute, responsibility for SDRS investment portfolio
management belongs to the South Dakota Investment Council
(Council). This section discusses the investment objectives with
intermediate and long-term results for SDRS. Financial
statements for SDRS are published in SDRS’s annual report.

INVESTMENT OBJECTIVES

The Council’'s overall objective is to prudently manage SDRS
assets to achieve and exceed the returns available over the long
term from the broad capital markets (stocks, bonds, real estate,
etc.). The Council has three specific objectives. The first relates
to achieving and exceeding the actuarial estimated rate of return
over the long term to help assure the financial health of SDRS.
The other two objectives relate to adding value over the long
term versus the index returns of the Council’s capital markets
benchmark and versus peer funds.

+ Achieve and exceed the actuarial rate of return
over the long term.

The actuarial rate of return is an estimate of the investment
return achievable over the long term through investing in the
capital markets. The return estimate, along with other actuarial
estimates relating to issues such as member longevity, salary
changes, and turnover, are used by the actuary to assess the
funding status and overall health of a retirement system.
Achievement of the actuarial return estimate is important to
continued financial strength of SDRS. Additional return above
the actuarial estimate can strengthen the financial condition
and/or provide additional resources to address SDRS benefit
goals.

If investment markets do not allow the Council, or the Council
simply fails, to achieve the estimated return over the long term,
South Dakota law may require benefit reductions, contribution
changes, or both. It is important that the actuarial estimated
return be a reasonable expectation of what the capital markets
can deliver, or it may not be realistic to expect to achieve this
objective.

These objectives have been achieved for the majority of rolling
time periods. The following table summarizes SDRS total fund
performance versus the actuarial rate of return of 7.5%* and the
actuarial rate of return plus 1%.

SOUTH DAKOTA RETIREMENT SYSTEM

The transmittal letter discussed the Council’s long-term expected
rate of return as of June 30, 2014, which was 6.8%. This is less
than the actuarial assumed return of 7.5%*. The Council’s
expectation does not assume any added value versus market
indexes and is the midpoint of a possible range. It should be
noted that the long-term inflation assumption embedded in the
Council's expected return is less than the actuarial inflation
assumption which can explain some of the difference in return
expectations. The SDRS Board of Trustees periodically reviews
each of the actuarial assumptions.

¢ Achieve favorable total fund performance over the
long term relative to a capital markets benchmark
reflective of the Council’'s normal asset allocation

policy.

This is the most important specific investment objective in
judging the Council’s delivery of a competitive rate of return. The
objective is to achieve and exceed the indexed returns that
would be earned if SDRS was invested in the Council’s selected
capital markets benchmark. The key investment policy decision
made by the Council is asset allocation as discussed in the SDRS
Asset Allocation Focus on page 8.

This is difficult to accomplish as most investment managers do
not outperform the capital markets over time. The zero sum
nature of markets, with each investment transaction having a
winner and a loser, means investors collectively will merely
match the overall market return before expenses. After taking
into account investment manager fees and transactions costs,
including commissions and market impact cost, most managers
underperform.

This objective has been achieved for the majority of rolling 5 and
10-year periods and all 20-year and longer periods. The
following table summarizes SDRS total fund performance versus
the Council’s capital markets benchmark. A complete listing of
rolling 5, 10, 20 and 30-year return comparisons is located on
page 9.

SDRS Total Fund vs. Capital Markets Benchmark

5 years 10 years 20years 30 years
# of Successes 31 29 22 12
# of Periods 37 32 22 12
% of Success 84% 921% 100% 100%

¢ Achieve favorable total fund performance over the
long term relative to peer pension funds.

The following table shows that SDRS returns have exceeded the
median state fund results for the majority of rolling 5-year
periods and all 10, 20 and 30-year timeframes.

SDRS Total Fund vs. Actuarial Rate of 7.5%*

5 years 10 years 20 years 30 years
# of Successes 27 28 22 12
# of Periods 37 32 22 12
% of Success 73% 88% 100% 100%

SDRS Total Fund vs. Actuarial Rate + 1%

5 years 10 years 20 years 30 years
# of Successes 24 27 21 12
# of Periods 37 32 22 12
% of Success 65% 84% 95% 100%

*The actuarial rate of return is currently 7.25% through fiscal
year 2017, and 7.50% thereafter.

SDRS Total Fund vs. State Fund Universe
5 years 10 years 20 years 30 years

# of Successes 36 32 22 12
# of Periods 37 32 22 12
% of Success 97% 100% 100% 100%

CEMENT PLANT RETIREMENT FUND - THE
CONSOLIDATION

The South Dakota Cement Plant Retirement Fund (CPRF) was a
public employee retirement plan providing retirement benefits to
former employees of the previously state-owned cement plant
located in Rapid City.

Page 7
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On April 1, 2014, CPRF was consolidated into SDRS per SDCL 3-
12-217. The CPRF investments, with a fair value of $66,451,840
as of March 31, 2014, were transferred to SDRS. The annualized
return for the 40.75 years of Council management was 10.7%
compared to the Capital Markets Benchmark of 9.6%.
Additional information can be found in the fiscal year 2014
SDRS Annual Report.

The chart to the right shows that compounding superior returns
over the long term can really add up. A dollar invested at SDRS
returns starting in 1973 would have increased to $65.83 by June
30, 2014. A dollar invested in the Council’s Capital Markets
Benchmark would have grown to $45.29. A dollar invested in
the typical private sector pension plan and state fund universe
would have grown to $38.25 and $35.80 respectively.

South Dakota Retirement System

Growth of a Dollar

$70

$65 - O South Dakota Retirement System = $65.83 o
O Capital Markets Benchmark = $45.29
@® Private Sector Median = $38.25

$55 1 State Fund Universe = $35.80

$60

(X0

FY FY FY FY FY FY FY FY FY FY FY
73 78 82 86 20 94 98 02 06 10 14

Asset Allocation Focus

The allocation of assets to various categories such as stocks,
bonds, real estate, and others, has the largest impact on
investment outcomes. The Council establishes a benchmark
asset allocation which considers expected returns and risk
as well as the likelihood of achieving the investment
objectives for SDRS over the long term. This capital markets
benchmark represents the anticipated asset allocation
when asset category expected returns are normal. The
Council also establishes minimum and maximum ranges
around the benchmark allocation for each category. Actual
allocations are adjusted within the ranges on an ongoing
basis in response to changing valuations. Allocations are
increased as categories become more attractively valued
relative to the others and decreased as they become more
expensive. Asset categories are valued based on the
present value of future cash flows. Estimates for risk and
inflation impact the rate used to discount to present value.
Research efforts focus on estimating cash flows and risk.

Asset category risk is measured by standard deviation,
which is a measure of volatility. The degree that categories
diversify each other is measured by correlation. Overall
fund risk is a function of the standard deviation of the
individual asset categories and the correlation among them.
Fund liquidity is also monitored. Conventional statistical
measures of standard deviation and correlation are helpful
for understanding risk in normal times but understate real-
world frequency and magnitude of severe market declines.
The Council uses adjusted versions of these measures to
better reflect risk behavior when it matters most, which is
during a stock market crash. Standard deviations are
increased to reflect higher frequency of severe market
declines, and correlations are adjusted to reflect that most
asset categories are less diversifying during such declines.
Correlations are measured separately for inflation and
deflation related market crises as behavior of some asset
categories depends on the kind of crisis. For example,
bonds perform better in deflationary stock market crashes
than in inflation-linked stock market crashes.

The expected long-term return as of June 30, 2014 was
6.8%. This excludes any potential value added or detracted
relative to index returns resulting from managing the fund.
The rate of inflation embedded in the expected return was
2.5%. Standard deviation was estimated to be 15.4% after
adjustments to capture real-world frequency of adverse
events. These statistics indicate a 66% chance the return
for any year would be between —-8.6% and 22.1% and a
95% chance the return would be between -23.9% and
37.5%.

An additional risk measure is the amount of equity-like risk
in the overall fund. It can be difficult to understand overall
fund risk given multiple asset categories that can each
behave uniquely. When the Council first began managing
assets, most institutional funds consisted of stocks,
investment grade bonds, and cash. Investors back then
could quickly understand their risk by looking at the
percentage of their fund invested in stocks. The current
equity-like risk measure focuses on the sensitivity of each
asset category to a severe stock market decline. The
analysis is done separately for inflation and deflation-related
stock market declines. The sensitivities are aggregated
based on the percentage invested in each category to
determine the overall fund equity-like risk. The equity-like
risk level is adjusted in response to valuation attractiveness.
On June 30, 2014, the equity-like risk of the SDRS fund was
70% compared to 70% for the fiscal year 2015 capital
markets benchmark. In recent years, it has ranged from
66% in November 2007 to 80% in October 2013.

Perhaps the greatest risk to markets is the unsustainable
buildup of debt around the world. The consequence may
be muted growth and heightened risk of either increased
inflation to inflate away the debt or deflationary debt
liquidation. The Council will be mindful of these risks as it
continues to invest for the long term.



South Dakota Retirement System

SDRS Total Fund Performance'®"?

Years

Fiscal Ye1ar

Year SDRS Bench SDRS
2014 189% 17.5% 16.7%
2013 195% 727% 7.7%
2012 1.9% 20% 2.1%
2011  258% 22171% 57%
2010 187% 11.1% 3.5%
2009 (20.4%) (18.0%) 2.5%
2008  (8.7%) [4.2%) 10.6%
2007 21.4% 17.6% 13.8%
2006 13.1% 707% 8.3%
2005 13.3% 96% 5.1%
2004 16.6% 155% 4.6%
2003 50% 54% 4.2%
2002  (4.9%) [(58%) 6.9%
2001 (2.9%) [(5.1%) 12.3%
2000 10.8% 97% 16.5%
1999 14.6% 133% 17.2%
1998 193% 784% 15.1%
1997 21.3% 7189% 14.3%
1996 16.7% 155% 12.8%
1995 14.1% 716.9% 11.3%
1994 4.8% 24%  9.0%
1993 152% 77.8% 10.9%
1992 13.4% 12.9% 9.5%
1991 9.3% 92%  9.9%
1990 3.0% /25% 13.2%
1989 142% 16.4% 18.9%
1988 8.0% 0.7% 15.9%
1987 153% 16.6% 22.8%
1986 267% 247% 19.8%
1985 31.8% 282% 16.2%
1984 0.7% (0.1%) 11.6%
1983 44.1% 396% 13.4%
1982 1.8% 28% 58%
1981 8.8% 6.6% 8.0%
1980 7.6% 104% 8.7%
1979 93% 702% 10.3%
1978 1.7% 1.4%  7.0%
1977  12.9% 8.6%

1976  122% 11.2%

1975 158% 742%

1974  (5.9%) [(4.8%)

20
Years

30

Years

Bench SDRS

8.7%
7.9%
7.9%
8.4%
7.8%
7.9%
92.8%
10.1%
10.0%
10.7%
11.6%
10.7%
12.3%
12.8%
13.5%
13.5%
13.3%
12.5%
12.0%
11.8%
11.6%
11.2%

11.3%
10.7%
11.4%
11.4%
10.8%
10.5%
11.6%
12.0%
11.8%
11.7%
11.8%
11.0%

41
Years

Bench SDRS Bench
102% 10.8% 9.7%

92.6%
10.4%
10.4%

92.9%

92.9%
11.0%
11.2%
10.9%
10.9%
11.0%
10.3%

The chart to the left shows the annualized
total rate of returns for 1, 5, 10, 20, 30 and
41 years through fiscal year 2014 for the
Total Fund. The Capital Markets Benchmark®
Is provided for comparison.

The one-year Total Fund return above the
solid demarcation line s net-of-fees, the
returns below are gross-of-fees.

Past performance is no guarantee of future
results.

Fiscal Year 2014
Asset Allocation Policy Summary

CMB Min - Max
Asset Category Allocation Range
Global Equity 56% 35% - 75%
Private Equity 7% 0% - 12%
Merger Arbitrage 0% 0% - 10%
Convertible Arbitrage 0% 0% - 5%
Aggressive Absolute Return 0% 0% - 5%
Real Estate 8% 2% - 15%
Fixed Income - IG 18% 13% - 50%
Fixed Income - TIPS 1% 0% - 5%
High Yield/Distressed 7% 0% - 15%
Commodities 1% 0% - 5%
Cash 2% 0% - 50%

SDRS Total Fund vs. Benchmark

[l sors Total Fund
l:l Capital Markets Benchmark*

5 10
Years
Bench SDRS Bench SDRS
12.9% = 9.4% 7.5% 10.0%
50%  9.2% 73%  9.3%
1.7% = 7.8% 6.6% 9.1%
4.6% 7.0% 57% 9.7%
26% 4.3% 371% 9.0%
23%  3.6% 29% 8.2%
9.6% 7.4% 6.3% 10.2%
11.7% 10.3% 86% 11.1%
6.8% 10.3% 87% 10.8%
3.6% 10.6% 922% 11.4%
3.6% 10.7% 9.9% 12.3%
32%  9.5% 86% 11.4%
56% 10.6% 92% 13.2%
106% 125% 11.2% 13.6%
151% 139% 128% 14.3%
16.6% 13.0% 1371% 14.1%
142% 13.0% 134% 13.8%
129% 11.9% 11.6% 12.9%
11.8% 11.3% 11.3% 12.5%
105% 122% 122% 12.3%
97% 13.9% 132% 12.4%
