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SDRS MISSION STATEMENT

To plan, implement and administer income
replacement programs, and o encourage
additional savings for retirement, ail of which
offer SDRS members and their families the
resources and the opportunity to achieve
[financial security at retivement, death or
disability by providing an outstanding,
appropriate and equitable level of benefits.

The Board of Trustees believes this mission
is achievable with the resowrces available in
a progressive working environment, by
sound and gfficient management, through
superior investment performance and by
exercising the fiduciary responsibility
associated with the proper stewardship af
member assefs.

FISCAL YEAR 2014 HIGHLIGHTS

Total membership 79,505
Active contributing members 38,051
Inactive non-contributing members 15,002
Benefit recipients 24,562
Net position restricted for pension benefits ~ $10,607,554,492

Actuarial value of assets
Actuarial accrued liability (AAT)
Net pension liability/(asset)

$ 9,887,005,388
$ 9,887,005,388
§ (720.459.104)

Investment return—Gross of fees 19.32%
Investment return—MNet of fees  18.00%
Benefits and refunds paid
Benefits paid  § 425,823,028
Refunds paid 24,666,785
Total § 450,490,713
Contnbutions
Member S 106,175,381
Employer 104,052,084
Cement Plant 7.508.408
Total § 218,726,863

Funding period  N/A

Actuarial value funded ratioc 100.0%
{(actuarial value of assets/AAL)
Fair value funded ratioc  107.3%

(fair value of assets/AAT)
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PUBLIC PENSION STANDARDS AWARD

||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||

Public Pension Coordinating Council

Public Pension Standards Award
For Funding and Administration
2014

Prezented to

South Dakota Retirement System

In recognition of meeting professional standards for
plan funding and administration as
set forth in the Public Pension Standards.

Fresented by the Public Pension Coordinating Council, o confederation of

National Azzocistion of 3tzte Eetirement Administrators (MASEA)
MNational Conference on Public Emplovee Retirement Systems (NCPERS)
Wational Council on Teacher Eetirement (NCTE)

Alan H. Winkla
Program Administrator
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MEMBER'S LETTER

To Our Members: Decemtber 24, 2014

On July 1, 2014, the South Dakota Retirement System (3DES) celebrated the 40 ammiversary of
becoming a conselidated retirement svstem for the public emplovees of South Dakotz. The system hes
grown since its simple beginnings in 1974, The SDES Trust Fund, under the manzagement of the South
Dakota [nvestment Council, haz grown substantially from 330 nullion in 1974 to over $10 billion in
2014, Annual benefitz paid in 1974 totaled 33 million; by 2014, that amoeunt zeared to over 5423
million. Membership haz also experienced considerable growth from 23 300 members, inchuding 2. 900
benefit recipients, in 1974 to over 79,000 total members in 2014, of which over 24,000 are receiving
benefits. For further informeation on current membership and benefit details, please see the Statistical
Summary of this report.

Even while SDES has matursd into 2 robust system, its roots are still embedded in conservative fiscal
operations, prudent benefit designs, and long-term sustzinability. SDES remaims ameng the best funded
puklic pension plans nztionwide, which is impressive considening that the SDRS investment retum
assumption 15 among the most conservative nzed by statewide plans. In addition, the SDRS Board of
Trustees adopted new mortality assumptions effective for the June 30, 2014 actuarial valuation that are
also among the most conservative in use by statewide plans.

SDES continues to be fully fanded on both a fair valus basis and an actuarial valus baziz at 107.3
percent and 100.0 percent, respectively. This exceptional achievement was realized as 2 rezult of the
conservative oversight of the Board of Trustess, the outstanding long-term suceess of the South Dakota
Investment Council, and through the on-peing zupport of the Executive and Legislative branches of state
government and the SDRS memberzhip. The SDES Trust Fund mvestment returns for fiscal year 2014
topped 18.9 percent net of nvestment fees, exceeding the mvestment benchmark and generating over $1
billion 1n eamings above expectationz. SDRS continues to be 2 finzneially sound public employee
retirement system and is well-positioned to confront challenges in the future.

During fiscal vear 2014, the South Dakota Cement Plant Retirement Fund was merged into SDES.
Because of appropriations to fully fund the Cement Plant Retirement Fund, the merger had no adverse
impact on the funded status of SDES.

SDES continues to focus on services provided to members, particularly in the areas of education and
communication. In 2014, SDRS implemented an early and mid-career workshop that focuzes on
financizal and retirement planning; the SDES pre-retirement workshop was expanded to provide
members with a more helistic approach to retirement planning. A retires forum was introduced this year
to extend additional suppert to members after retirement. In the upcoming year, SDES will continue to
emphasize the importance of zdditional personal retirement savings through a communication initiative
to SDRS members.

Az 3DES moves forward, the financial integrity of the system and the services provided to our members
will continue to be the main priorities of the SDRS Board of Trustees and staff. Thank vou for vour
continued support in our efferts to maintain a sound system for our members and their families.

Sincerely,
Elmer Ermkman Fobert A, Wrlie
Chair, SDES Board of Trustess Executive Director/ Administrator

Comprehensive Annual Financial Report 2014 9



LETTER OF TRANSMITTAL

South Dakota Fatirament Svstem
222 East Capito] Suite § a
PO Box 1058 ﬁ
Pierre, South Dakota 57301-1093 SD
Toll-Free (383} 603-5DES RS
Tzlephone (605 773-3731

Fax (605) 773-3949 South Dakota Retirement System

12'11'11'.50!5..5!:[.2!’."\-'

Decamber 24, 2014

Board of Trustzes
South Dakota Betirement Svstem
Pierre, 3D 37301

To the hemberz of the 3DES Board of Trustees:

We are pleazed to submit the Comprehensive Annual Financial Repert of the South Dakotz
Beetirement Svetem (SDES) for the fiscal vear ended June 30, 2014, Fespeonsibility for both the
accuracy of the dats and the completeness and fzimess of the prezentation, including all
dizclosuras, rests with SDRE. Te the best of cur knowladze and belief, the enclozed data iz
accurate i all matenial respects and 13 reported in a manner designed to present fagly the
financial position and resultz of SDES operations.

Plan History

SDES was establizshed July 1, 1974, as a multiple employer public emplovee retirement syvatem.
The plan provides retirement, dizsability, and survivor benefitz to ever 79,000 members. The
system’s benefit provisions have been improved numerons times thronghout this period to meet
the nesds of cur members as shown on pages 13-13.

Investments

The SDES trust fund is managed by the South Dakota Investment Council. The most important
overzll objective of the Investment Council is to prudently manage the SDES aszets to achieve
and exceed the retums that the broad capital markets provide over the long term.

The total time-weighted mvestment refurn net of mvestment expenses for the SDES trust fund
waz 12.9 percent for fizcal year (FY) 2014, The Investment Council’s benchmark return was
17.3 percent for the same period. The money-weighted investment retumn for the SDES truat
fund net of investment expenszes was 18.9 percent.

Funding and Actuarial Measures

In the 2014 actuanal valustion, three impertant actuzrial measures were calculated to evaluate
the actuariz] soundness and finding progress of SDES. They are the funded ratie, the funding
peried when the unfimded actuarial accrued liability is greater than 30, and the nisk management
contributicn when the unfunded zctuarial acerued liakility is equal to $0.

The actuzriz] accrued lizbility (AAL) iz the presant value of all benefits currently being paid and
expected to be paid in the future to 21l members, lezz the present value of future normal cost
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contributicns. Each vear, an actuanial value fimded ratio and 2 fair value funded ratic are
calculated. A ratio in excess of 100 percent indicates that accrued benefits are fullv funded.

The funding period measures the length of time the fixed contributions will amertize any
unfunded liabilitiez and meet the on-going benefit costs, interest charges, and expenses of the
gystem. A shorter funding peried results in a more favorable actuarial measure.

SDES iz fully funded with an astuarial value funded ratio of 100.0 percent and 2 fair value
funded ratio of 107.3 percent.

Since itz imception, SDRS has been funded by statutonily fixed member znd emplover
contribution rates that histonieally met the actuanallv determined requirements of the system.
With the unfunded AAL eliminated, the portien of contributions previously assigned to pay
down the unfunded AAL can now be uzsed to build the cushion to protect the system against
future unfzvorable experience and enhance the svstem’s sustamability.

The risk manzgement contribution iz the ameunt that statutery contributions excesd the normal
cost and amortization payment on the unfunded actuarial acerued lizbility. When it exists, the
rizk management contribution will increzse the cuzhion and reserve, thereby better protecting
SDEE zgamat future unfaverable experience.

Major Initiatives

SDES staff continues to focus its efforts on educating our members about the important benefit

base provided by SDES, the many challenges retiress face, and ways to extend and enhance

financial security throughout retirement. Our putreach efforts continue to expand. SDES

retirement planners met with nearly 3 600 members in one-on-cne counzeling zegzion:, group
vents, and requested vizits throughout the state during fizcal vear 2014,

SDESE zlzo mamtains a Facebook page to engage members through social media, Whils our
newsletter and website continue to be the main sourcez for the most current SDE.S information,
thess avenuss provide additional metheds of commumcation to our membership.

Accounting System and Internal Control

This report has been prepared to conform to the reporting standards of the Governmental
Accounting $tandards Board and the American Institute of Certified Public Accountants. The
accral basis of accounting iz uzed to record assets, liabilities, revenuess, and expenzes. Revenues
are recognized in the accounting period in which they are eamed, without regard to the date of
collection, and expenses are recorded when the comresponding lizbilities are incurred, regardless
of when pavment 12 made. Admimstrative expenditure autherity 12 granted annually by the South
Dakota Legislaturs.

The zvstem’s internal accounting contrels, which ars reviewed by extemnal anditors on an annual
bazis, are designed to provide reascnable assurance regarding the safekeeping of assets and the
reliability of financial records. The concept of reasonzble assurance 1s bazed on the zzsumption
that the cost of intemnal accounting controls sheuld not excesd the benefits expectad to be
derived from the implementaticn.

This letter of transmittal is dezigned to complement the Manapement’s Dizcuszion and Analvels
(MD&A) and should be read in conjunction with it. The SDES MD&A can be found
immediately follewing the Auditor’s Opinton.

Comprehensive Annual Financial Report 2014
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LETTER OF TRANSMITTAL (CONTINUED)

Professional Services

The Beard of Trustess retain: independent consultants to perform professional services that are
eszentiz] to the svatem’s effective and efficient operation. Actuarial services are provided by
Buck Consultants. The annual finaneial audit 13 conducted by the zccounting firm of Eide Bailly
with the participation of the Scuth Daketa Department of Legizlative Audit. SDES mmvestments
ars menaged by the Scuth Daketz Investment Counel.

Certificate of Achievement/Public Pension Standards Award

The Government Finance Officers Aszociation of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the Scuth Daketa
Retirement System for its comprehensive annual finanecial report for the fiscal vear ended June
30, 2013, The Certificate of Achievement iz a prestipious national award recognizing
conformance with the highest standards for preparation of state and local government financial
reports.

In order to be awarded a Certificate of Achievement, a govemmental unit must publish an eazily
readable and efficiently organized comprehensive annual financial report, whose contents
conform to program standards. Such financial report must satizfv both generally accepted
accounting principles and applicable legal requirements.

A Certificate of Achievement iz valid for a period of one vear only. This is the 19 vear that
SDES has received a Certificate of Achizvement. We believe our current report continues to
conform to the Certificate of Achievement program requirements, and we are submitting it to the
GFOA to determine its eligibility for ancther certificate.

The Public Penzion Coordinating Council awarded the Recognition Award for Funding and
Adpuniztration to the South Dakota Eetirement System in recogmition of meeting the
profeszionz] standard: for plan funding and admmistration. This 15 the 117 vear that SDRS
received an award from the Public Pension Coordmmating Council.

Acknowledgments and Comments

The preparation of thiz report reflects the combined effort: of the SDRS staff under the direction
of the Board of Trustees. It iz intended to provide complete and reliable information to members
of SDES, the Governor, the South Daketa State Legizslature, and the citizens of Scuth Daketa.

Bezpectfully submitted,

(FLF 70 s Hma T phedt
Robert A ‘-.".-'j.;"ﬁre Jane Roberts
Executive Director’ Adminiztrator Chief Financial Officer
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History of Benefit Improvements

Benefit Category Status in 1974 Benefit Improvements
Benefit Formulz
“Class &

Standard 1.0% 198% -1.1%

thereafter
hereafter
1.30% thenzafter
¢EI|:Ir_ 1E4::| qpnalb:z..- 1.55% thereafter
5% Iheraa‘ler

i therzatter

0% theresfter

25% theresfter

2 28% theresfter, less other

Alrzrnats 20% 1002 -2
2000-2.325
2002 -2.325

* Clz=s B Public Ssfety 2.0% 1984 - e
1007-2. 1'II Y2 prier bz 1
1885 - 2.175% prior to 1
1980 -225 i IJ' 1her==ﬂer
2000 - 2.325% prior to 2002 herzafter
2008 - 2.4% prior to 2002/2.0% thereatter

* Clzss 8 Judizia 3.335% 0 20% 23%/3.433% (for applicable years)
0562.10% (far appll.,abl= years)
1887 3 423% prlor to 1907/73.323% thereakar
0% ["EI'E ft-r
'2.233% thereafer
priar 2 23083 333% hereatier
2% plial to 20032 D3k thereafter
Slan zrd - Aternzte
Class A Retirze anable 1882 - 1.0% - 2.0%
Benefit Formulza 1087 - 1.
1885-1.1
1088 -
1801 - 1.20% -
1904 - 1.20%1.40%
1007 -1 4EI“ priar bo 12
1008 - 1.475%
1008-1
2000 - 1 25 "
2002 -1 e::s*:i, prior to 20
2.325% prior to 200202 25%
2008 - 2.4% prior to 2008/2.25% thereafter, less other
publc bensfits
Improvement Factor 2% Simple 2.0% compound (indexed)

Y2 compound {(indexed)

0% compound

1883 - 3.1% compound

1885 - 3.1% compound and prorated for partisl years
2010 - 2.1% to 3.1% compound, dependent on funded
us of Systern 2nd CFI

Comprehensive Annual Financial Report 2014 13



LETTER OF TRANSMITTAL (CONTINUED)

History of Benefit Improvements (continued)

14

Benefit Category

Status in 1974

Benefit Improvements

Early Rstirement
"Clasz A

* Clzss B Public Safety

* Clzs= 8 Judicial

Early Rstiremant: Ags 525
with 53 per year reduction

=arty Ratiremeant: Ags 425
with 53% per year reductan

Earty retirement: Age 55
with 6% per year reduchon

1975 - Reduction decressed to 3% perysar
1985 - Rule of 35 (age 60)
1988 - Remowed “at work” fmitation
1981 - Rule of 85 (age 58)
19093 - Ruke of 85 (age 55)
1975 - Reduction decressed o 3% peryesr
1082 - Early retiremaent age for new
members: g2 50
1988 - Early retiremant: age 43 for all
Cla=s B Pubfiz 2afety membsrs
1981 - Age 50725 years of senice
1995 - Rule of T3 (age £5)
1975 - Reduction decressed to 3% peryesr
1990 - Fule of 30 (age 59)

Optional Spouse
Coverage

(me v wersiimen wee Juy 1 30900

1.0% of compensation

1872 - 0.2% of compensation
2004 - 1.2% of compsnsation
2010 - 1.5% of compensation

Final Awerage
Compensation Caps

Last quarer cap 125% of any
previcus quarter; four quarter
averags cap 115% of a0y
previous quarter

2004 - Last quarer cap = 115%

four quarer aversgs cap = 110%
20085 - Last quarer cap = 105%

faur quarter averzgs cap = 105%

Specizl Pay Plan

Temmination gy made
directly to member with 55,
SORE. and income faxes
deducted

2004 - Termination pay of 3800 or mors
SORS, erincome 1ax deductions
terminating employse of & carticipatin
i= &5 or older poes to SFP

Purchasing Uncredited
Service

" Class A

* Class B Public Safety

* Clzsz B Judicial

Buy =t 10% of compensation

Huy =t 12% of compensation

S

Buy =t 12% of compensation

1958 - Buy a1 7.5% of compensation
2002 - Buy = comoensation
2004 - Buy =t rate dependent on age and
warying from 12% to 30% of compensation
197E - Buy 5t 18% of compensation
1982 - Cument members maximum of 20% of
compensaticn; new memioers 1563% of
compensation
1988 - Buy 3t 12% of compensation
2004 - Buy =t rate d=pendent en age and
wargng from 18% to 40% of compensation
1975 - Buy 51 16% of compensation
1952 - Buy =t maximum 20% of compensation
1988 - Buy a1 13.5% of compensation
2004 - Buy =t rate d=pendent en age and
warying from 13% to 45% of compensation

Senefits

* Diisabifty Benefits

senvice that ncludes
ourchazed senvice

- Fins years of credited
sanvice unless disabled in
an sccident at werk, then
na specific amount of
cradied senics is requirsd

Confribution Rate
"Clasz A 3% 2002 - 8%
* Zlzs= 8 Public Safety g% 1975 - 3%
19582 - For current memosr incraasing 1/8 of 1%
1o maximum of 10%; far news membsers 8%
19588 - 3% for 2l members
* Clzsz B Judicial A% 1975 - 3%
1982 - 1/8 of 1% to maxmum of 10%
1988 - capped at 9%
Eligibility Requirements
*Wesied Retrement - Five years of credited 1005 - Three yasrs of credited service including

purchased senvice

2004 - Three years of contributory service, doss
not incleds purchased service

1985 - Three years of credited senvice including
purchaszed senvize

2004 - Three years of contributony service since
reentry into SDRS unless disabled in an
aczident at work, then no specific amount
of contributory service is requirsd

South Dakota Retirement System




History of Benefit Improvements (continued)

Benefit Category

Status in 1974

Benefit Improvements

MNormazl Retirement Age
for Class B Public Safaty

Ege a6

1952 - Mew memoers ag= 60
1988 - Age 55 for all memaers

Refund of Accumulated
Contributions

Membsr contributions only

1985 - Guaranizsd refung of the balanes of 3l
emglaysnmember contributions § membsr
dies after retirement

19495 - Partable Retiremant Option (PRO) -
For PRO memizers withdrawing prior t2
retrernant, 3 refund of sl or 3 percentags
of employer/memosr contributions bazed
on years of zendce

19495 - Portable Retiremant Option (PRO) -
For 2l memiers withdrawing prior to
retrernant, 3 refund of sl or 3 percentags
of erployer/memosr contributions bazed
on years of sendos

2010 - For memters withdrawing prior to retrement, & refund
of 21 member contributons and = percentags of
employer contriutions based on years of service and
final contribution date

Interest on Accumulated
Contributions

3% on mamber contributicns

anhy

1985 - Mo grester than 90% of the 91-23y T-2ill
rat=: 5% rminirnurn, 10% rmaxmem

2004 - Mo grester than 90% of the 91-a=y T-ill
rats: maxemuem, the actusrally 2ssurmed
ratz of mwsstment return, cursntly 7.75%;
minimem, rang

2012 - Mo grester than 90% of the 91-c=sy T-ill
rat= maxmum, the actusralty sssumed
ratz of musstrrent return, curmently 7.253%;
MInIMLET, Rone

Retire/return to work

* Narmal ar Special
Ea=rly Retiremant

* Ezry Retirement

- Bersfits, including the
COLA, paid during
reemplayment without
adjusiment

- Rehired memier treated 35
continuing member

- Adz-on benefit peiz &t re-
retiremznt consders 2l
penods of employment

- Bensfits, Incluzing the
COLA suspended
during resmployment

- Rehired mermzer treated 25
continuing membsar

- Add-zn benefit paid at r=-
refirement considers all
penods of employment

2004 - Benefits paid during reemoloymant but
CiOLA eliminated (except for Class B
Putlic Safety member whe is rehired az
Clazs A membser)
- Riehirzd member treated 35 new membsr
- Azd-en bensfit psd 51 re-refirement
considers resmployment period only
- RetredRehires pror to July 1, 2004
grandfathered under current law
2010 - 2 confinuous months reinirmurm terminsticon pericd
- 15% beneft reduction during reemployment
- Continued COLA elimination during resmployment
- M Znd BDRS bensft zccrual
- Memnber contributions to SRP/Employer contributions
o Z0RE
2004 - Benefits, incluging the COLA suspended
during resmpicymsan:
- Rehirzd member treated a5 new membsr
- Azd-en bensfit psd 21 re-retirement
considers reemploymant peried only
2010 - Benefits, including the COLA, suspended
during resmpioymsen:
- Mo 2nd 3023 bensf scorus
- Member contributions to 3RF/Employer contibutions
to SORS

Compensation Basis for
Benefit Calculations

- Retirement benefit based
on finzl averags
compensation (three-yesr
SWErEgE)

- Cis=zhility and sureeor
penefits (for members who
e bafors rtiremznt)
based on highest one-yesar
pay

2004 - &l SDRE bensfits (retirement, disabilzy,
and survvor) besed on final swsrage
compsnsation

Comprehensive Annual Financial Report 2014
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Elmer
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Chair
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James O.
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Feprazents county commiszioners
Board service began in June 1591
Commizsioner

Codington County

Watertown

Feprazents municipal emplovess
EBoard zarvics began in July 2011
Finance Officar

City of Abardeen

Abardzen

Feprazents teachars

Beard servica began in Tuly 2009
Public School Teacher
Abardzen Central

Abardzen

Reprazents South Daketa Investment Couneil

Beard servics began in January 2003
State Investment Officer

Mon-voting ex-officio board member
Sioux Falls

Governor's appomntes

Board zarvics began in Movember 2004
Commizsioner

Bursau of Finance and Manazement
Plerrs

Faprazents classifisd smployesas

Beoard sarvice began in Saptember 2012
Human Fescurces Generalist

South Daketz State University
Erookmsz:

Feprazents alected municipal officials
Boeard service began in July 2012
Mayer

City of Piarra

Filerre

Feprazents state employass
Board zervics began mn July 2005
Laber Law Compliance Officer
Depariment of Transportation
Fierra

Feprazents ratiraaz

Board service began in July 1592
Retired Admumistrator

Flerra

Fepresents judicial membars
EBoard zervice began in June 1993
Justice

South Dakota Suprame Court
Prerra

Fepresentz public zafetv membarz
Board service bagan in July 2006
Captam

City of Rapid City

Elack Hawk

Feprazents Beard of Ragents smplovess
Board service began in Tuly 1950
Aszzistant Director of Human Fesources
South Dzkota State University

Velga

Faprazents teachars

Board zervice began in July 2010
Pubhc School Teacher

Sioux Falls Schools

31oux Falls

Feprasenuts schoel boards

Board service began in Septamber 2010
Mambar

Plankinten Scheol Board

Plankinton

Governor's appointea

Board service began in Tuly 2013
Lieutenant Govemer

State of South Dakota

Prerra

F.epresents county employees
Board zervice began in July 1557
Chiaf Deputy Auditer
Pennington County

Famd City

Feprezants state smployess
Board service bagan in July 2004
Enginsering Zuparisor
Depariment of Transportation
Glanham
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ACTUARY
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AUDITOR'S OPINION
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Independent Auditor’s Report

To the Board of Trustees
South Dakota Retirement System
Pierre, South Dakota

EReport on the Financial Statements

We have audited the accompanying financial statement of the South Dakota Retirement System
(SDES), which comprise the statement of plan net position as of June 30, 2014, and the related
statement of changes in plan net position, for the vear then ended, and the related notes to the financial
statements.

Management®s Responsibility for the Financial Statements

Management iz respensible for the preparation and fair presentation of these financial statements in
accerdance 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.

Auditor’s Responsibility

Our responsibility 1s to express 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, 1ssued by the Comptroller General of the United States. Those standards require that we
plan and perform the avdit to obtain reasonable assurance about whether the financial statements are
free of material misstatement.

An andit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the avuditor’s judgment, including the
assessment of the risks of material mizstatement 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 circomstances, but not for the purpose of expressing an opinicn 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 reascnableness of
significant accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We believe that the andit evidence we have abtained is sufficient and appropriate to provide a basis
for our audit opinions. 1

www. eidebailly.com
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AUDITOR'S OPINION (CONTINUED)

Opinion

In our opinten, the financial statements referred to above present fairly, in all material respects, the
respective statement of the plan net position of the South Dakota Retirement Svstem, as of Tune 30,
2014 and 2013, and the respective statement of changes in plan net position thereof for the vear then
ended in accordance with accounting principles generally accepted in the United States of America.

FEmphasis of Matter

Az described in Note 2 to the financial statements, the financial statements include investments valued
at 83,047 584,045 (28.74% of net position) respective statement of the plan net position of the South
Dakota Retirement Svstemn, as of Tune 30, 2014, and the respective statement of changes in plan net
position thereof for the vear then ended in accordance whose carrying 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.

Cement Plant Merger and Adoption of New Accounting Standard

As described in Note 15 and Note 16 to the financial statements, the South Dakota Retirement System
merged in the Cement Plant Retirement Fund which had a net position of $54.228,036 as of June 30,
2013. The South Dakota Retirement System elected to early unplement the provisions of GASB
Statement No. 69, Government Combinations and Disposals of Government Operations and thus
updated the previously reported net position to account for the merger in accordance with this
statement. Our opinten 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 required supplementary information on pages 22-23
and 37-42 be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reperting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with avditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the
metheds of preparing the nformation and comparing the information for consistency with
management’s responses to our inguiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information becanse the limited procedures do not provide us with sufficient
evidence to express an opinion of provide any assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
cellectively comprize the SDRS's basic financial statements as a whole. The introductory, investment,
actuarial and statistical sections are presented for purposes of additional analvsis and are not a
required part of the financial statements.

(3]
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SDRS

The additional supplementary information listed in the table of contents are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records
used to prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and recenciling such infermation directly to the underlyving accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves,
and other additicnal procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinien, the accompanying financial information listed as
supplemental schedules are fairly stated, in all material respects, in relatien to the basic financial
statements as a whole.

The intreductory, investment, actuarial and statistical sections have not been subjected to the auditing
procedures applied in the avdit of the basic financial statements and, accordingly, we do not express
an opinion of provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Anditing Standards, we have also issued our report dated November
25,2014, on our consideration of the SDRS’s 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 repert iz 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 reperting or on compliance. That report is an integral part of an audit
performed 1 accordance with Government Auditing Standards in considering SDES’s internal contrel
over financial reporting and compliance.

é‘b,&ﬁ% Le7P

November 25, 2014
Boise, Idaho
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Thiz section prezents management’s discussion and analysiz of the South Dakota
Beetirament Svstem’s (SDRE or the Svstem) financial position and performance as of and
for the year anded June 30, 2014. This section is intended to supplement the SDEE
financial statements and should be read in conjunction with the remainder of the SDES
finaneial statemeants.

Undar SDCL 3-12-218, the Cemeant Plant Retirement Fund was approved to be merged
in writh SDES. All members of the Cement Plant Retirement Fund (the Cament Plant]),
including any retirse and any vestad member, bacame clazs C mambers of the South
Daketa Retirement Svstem on Apnl 1, 2014, The system will continue fo provide the
same benefits for the class C members a3 what they previously receaived.

Financial Highlights The fiduciary net position of SDRS increased by $1.3 billion during fscal vear
2014, Thus incraase was primarily dus to the investment performance of 19.32

percent, which was sipmficantly zbove the assumed rate of 7.23 percant.

*  5DES paid 3421.9 mullion to SDES benafit recipiants in fizcal year 2014 comparad
to 53976 million in 2013 and 34 million to Cement Plant Retirement Fund benafit
reciptents m fiscal vear 2014, 3DES recerved 5211.1 million in 8EDE.S membar and
amplover contributions in fisczl vear 2014 comparad te $202.1 mullicn m 2013, On
April 1, 2014, the 5DES recerved funds of 366.4 million to fully fund the benesfits to
be paid for the Cement Plant Retirement Fund.

QOverview of the The basic financial statements consist of:

Financial Statements Financial Statements

and ﬂccumpan‘ying The Svetem presents the statement of the fiduciary net position as of Juns 30, 2014, and
Information the statement of changes in fiduciary net position for the year then endzd. Thess
staternents reflact resources available for the payment of banefits as of the year-and and
sources and usss of thoss funds during the year.

Notes to Financial Statements

The notes to financial statements are an ntegral part of the financial statements and
provide additional detailed information and schedulas. Information in the netes provides
disclosuras concerning SDE2's erganization, contmbutions and rezerves, investments, the
use of derivatives and sacunties lending, and other mnformation.

Supplemental Information

In addition to this discussion and analysis, the supplemental imformation also consists of
fwo schedules of trend datz and related netes conceming the funded status of SDES and
amplover contributions.

(Other supplementary schedules include datailed information on administrative axpenzas
incurred by SDES and 2 breakout of mvestment manager faes.

Financial Analvsis SDES iz a cost-sharing, multiple-emplover public emploves retirsment system. SDES
y provides refirement, disabulity, and surviver benefits for employvees of the state of South
Dakota and 1ts pelitical subdivisions. The banefits are funded throusgh meamber and
amplover contributions and investmant ncome.

SDE.S benefitz are based on the members’ final average compensation, their years of
credited sarvice, and a benefit multipliar and ara pavable for hifs wath 2 60 percent
surviver benafit

22 South Dakota Retirement System



A summary of the fiduciary net pesition 13 showm balow:

Assets
Cash znd cash equivalents
Recevablez
Investments, at fair value
(Other aszets
Diue from brokerz=—~futures tranzactions
Total assets

Liabilities
Accounts payable and acerued expenses
Secunties sold, but net vet purchaszed
Unszettled investment purchases
Due to brokerz—~futures franzactions
Total liabilities

Net position restricted
for pension benefits

As Restated

2014 2013

g 25973852 % 92859044

33,945 006 31,350,980

10,602,044 751 9173940376

353484 26,442

— 1.870.102

$10.638941.003 53234513 844

5 2354618 § 2,232 483
— 3587732

25,008,600 38,369,296

23,383 —

§ 31385600 & 95579100

$10,607,554,492

$9,130,934,744

Additions to the fiduciary net pesition inclode member and employer contributions and
net mvestment incoms. The fixed member and emplover contribution ratss are
establizhed by law. On an anmual baszis, an independent actoanal valuation of 3DEE 12
made to detarmins the adequacy of the fowed contribution rates to pay the nomal cost of
benefits, expenses, and amortize the uwnfinded actuanal accrued liaklity. In addition to
the fixed contmbuhons, meambers and smplovers may mzke additonzl contribuotions to
purchaze uncradited prier sarvice. These purchase or acqusifion payments are also
included az contributions. As the SDES membarchip agas, the nomber and amount of

purchaszes have grovwn.

Comprehensive Annual Financial Report 2014
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MANAGEMENTS DISCUSSION AND ANALYSIS (CONTINUED)

Investments

24

Income from investmants iz the other primary source of ravenus for EDES. The actuanal
assumed imvesiment rate 1z 7.25 percent at lune 30, 2014. The gross mvestment retums
ware 19.32 percent for 2014 and 19.53 percant for 2013.

Daductions from fiduciary net position are primarily benefit paymentz. During 2014,
SDES paid 3425 .8 million to benefit recipients or 7.1 percent more than 2013, The
increase 15 due to added recipients due to the Cament Plant Fetirsment Fund merger and
the annnal 3.1 percent cost-of-living adjustment. Fafunds of accumulated conmbutions
during 2014 decreased 2.0 percent. Administrative costs of 2DES increased 7.3 percent
during 2014,

A summary of the changes i fduciary net posihon 15 shown below:

2014 1013 % Change
Additions:
Employes conmibutions 5 104175381 § 101578721 243
Emplover conmibutdons 112,551 482 100,376 481 12.1
Invertment incomme 1,703,240, 822 14467407001 181
Total additions 1,921 947 437 1,660,552 203 151
Deductions:
Eanefits 415,823,928 307,620,115 71
Fafund: of contributions 24,666,785 25,160,904 2.0
Adminisirative expanses 31,857225 3580707 15
Total deducton: 454347232 426,362,826 4.6
Met change in fiduciary net position 1,467,610,748 1,243,182 467 181
Fiduciary net position restrictad for pansion
benadfts:
Eeginning of year 0,139,934 722 7,342,524 241 145
Camant Plant Fetirement Fund Blsrzer — 54,328 036 —
End of vear 310,607,554 200 E00130054 744 16.1%

SDE.E investment portfolic management iz the statutory responzibility of the South
Daketa Investment Council. The South Dakota Ivestment Office is the promary
investment manager, but the Investment Council may utilize the servicas of axtemal
meoney manzgers.

Gross investment performancs during 2014 and 2013 was 1% 32 percent and 1953
percant, respectively.

The Investment Council iz governad by tha prudent-man standard, az defined in South
Daketa Codified Law 4-3-27-

$4-5-27. Prudent-man standard requured 1n mrvestments. Anv investments under thae
provisions of §4-3-12 to §4-3-39, meluzive, shall be made with the exarcize of that
dagraa of judgment and care, undar circumstances then pravaling, which perzons of
prudence, diseretion, and intalligance exercize in the management of their con
affairs, not for speculation but for imvestment, considening the probable safety of
their capital as well as the probabla ncome to be dertved.

South Dakota Retirement System



Theugh monthly benefit payments excesd monthly contnbutions, the SDES 1= not
subject to sudden, substantial, and unexpactad writhdrawals. As a result, it 1z not
necessary to maintan a high percentage of aszets m short-tarm investments unless that i=
deemed o ba the best investment stratezv. This allows the SDES trust fund to be fully
mvested m a diversified pertfolie of securinies,

2014 2013 Investment
80 Summary
50

20

While the markets have not always mads it possible to achieve the long-term Plan Status
assumphons, the Svstem’s funding remams sohd. The reserve for long-f2rm banefit zoals

has providad a process for both improving benefits and protecting the System in dowm

markats.

Fequests for mformation about SDES may be direcied to the South Dakotz Retirement Requests for
Svztem at P.O. Box 1098, Pieme, 3D 37301, Tou mav alse contact SDEE online at Information
waw sdre ad zov.
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BASIC FINANCIAL STATEMENTS

Statement of  Assets
Fiduciary Net Cash and cash equivalents

Position ]
June 30. 2014 Receivables:
' Emplover
Emplovee
Benefits

Unszettled investment sales
Accmed interest and dividends

Total receivables
Investments, at fair value:
Fixed income
Equities
Real estate
Private equity
Total investments, at fair value
Property, at cost (zet of acounmlared depreciation of §13,728)
Computer software development m progress
Other assets
Total assets
Liabilities
Accounts pavable and accred expenses
Unsettled investment purchases
Due to brokers—futures transactions

Total liahilities

33.045 006

EEEEALE LA

2.081.961.273
6,041.408.001
1.518.520.718

060.154.669

10.602.044.751

14.37

)

314.93

L

24177

10.638.941.093

31.386.601

$10,607.554,492

Net position restricted for pension benefits

See accompanying notes to financial statements.
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Additions
Contributions:
Employee
Emplover

Total contributions
Investment income:
From investing activities:
Net appreciation in fair value of investments
Interest
Dividends
Eeal estate
Investment activity income
Less investment activity expenses
Net investment activity income
Fram security lending aciivities:
Security lending income
Security lending expenzes
Total additions
Deductions
Benefits
FRefunds of contributions
Administrative expenses

Total deductions

Net change in net position

Net position restricted for pension benefits

Beginning of year, restated
End of year

Zee accompanying notes to financial statements.

$106.175,381
112,551,482

$218.726.863
1.491,542.5344

59,073,636
141,733,122

43.817.922

1.736.167.224
{33.653.689)

1.702 513.535

oo oo e

1.045.730

(318450}

727288

1.921 957.687

425823028

24.666.785
3.857.22

454 347 030

1.467.610,748

0.130.034 744
$10,607 554,492

2
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BASIC FINANCIAL STATEMENTS (CONTINUED)

Motes to Financial Statements
1. General Description of the System

The Scuth Dakota Retirement System (SDES or the System) 15
a cost-zharing, multiple-smployver public smployee ratirement
svstem (PERE) establizhed to provids retirement bensfits for
employess of the state of South Dakota (the State) and itz
pelitical subdivisions. Meambers of SDES melude full-tims
employees of public schools, the State, the Board of Fegants,
city and county governments, and other public entities. Public
schools, citiez, and counties may choosa not to meclude cartain
full-time employess in the Syztam

SDES is considerad 2 part of the State financial reporting entrty
and 1z mcluded in the 3tate’s financial report az 2 pension trust
fund Autherity for establizshing, administering, and amending
plan provisions is found m Scuth Daketa Codified Law (8DCL)

313

The South Dakota Retitement Systam Board of Trustees (the
Board) is the goveming authority of SDES. The Board consists
of 14 elected reprezsntatives from participatnz sroups, two
appointees of the governer, and an ex-officio nonveting
representatrve of the South Dakotz Investment Couneil. The
elected reprazantatives of the Board are fwo teacher mambers;
two State employee members; a participating municipality
mambar; a paricipating county member; a participating
clazzified employes member; a current contributing Clazz B
mamber other than 2 justice, judgs, or magistrate judge; a
county commissioner of a participating county; a school distnict
board member; a justice, judze, or magzistrate judze; an elected
municipal efficial of a parheipating municipality; 2 refiree; and
a faculty or administrative member smployed by the Board of
Regents. The two Govemor’s appointess consist of one head of
a principzl department establizhed pursuant te SDCL 1-32-2, or
one head of 2 bureauw undar the office of executive manzgamant
and one mdryiduzal fom the private or public sector.

SDES 15 2 hybrid definad benefit plan designed with saveral
defined contmbution plan fype provizions. The system meludes
three classes of mambars: Clazs A-general members, Clazz B-
public zafaty zand udicial members, and Clazs C Cament Flant
Retirement Fund members. hMambers and therr employers make
matchmg contmbutions, which are defined 1 State statute.
SDES may expend up to 3 percent of the annual contributons
for admmistratrve expanses subject to approval by the executrve
and legislatrve branches of the State.

SDES provides retirement, disability, and survrvor benefits. The
right to recerva retirement banefits vests after three vears of
contributory servics. Clazs A mambers and Clazs B judicial
mambars whe retire after age 63 with three years of service are
entitled to an unreduced anneal retirament bensfit. An
unraduced zmmual ratirement banafit is alse availzble after ags
33 for Clazz A members whers the sum of age and credited
service 1z equal to or greater than 85 or after age 55 for Cla:= B
Judicial members whare the sum of z2ge and credited sarvice

15 equal to or greater than 80. Class B public safety members
can retire with an wireduced annnal retivement benefit after age

55 with three vears of conmbutory service. An unreduced
annual retiremant banefit 15 zlse available after zga 45 for
Clzzz B public szfety members where the sum of ags and
cradited zervice is aqual to or greater than 75, All retirement
benefits that do not meet the above criteria may be payable at
areduced level. Clazs C Cament Plant Fetirsment Fund
membarz have a normal retirement age of 65 and sarly
retirement iz age 55 with the raguired credited servics. Class
C provides for disabality payments for thoss disabled on or
before March 16, 2001. All parhicipants of the Plan on March
13, 2001, were 100 percant vasted.

The annual increase m the ameunt of the SDES benafits
pavable cn each July lst is ndexad to consumer price mdex
{CFI) and based on the SDES funded status:
#  Ifthe 3DES market value fimded ratic 1z 100 percent or
more—3.1 percent COLA
#  Ifthe 3DES market value fimded ratic 1z 80.0 percent to
99.5 percant, mdex with the CPI
#  50.0te 99.9 percent funded—2.1 percent
minmnum and 2.3 percent maximum COLA
#  B0.0 te 90.0 percent funded—2 1 percant
minmnum and 2.4 percent maximum COLA
®  If'the 3DFES markat value funded ratic iz less than 30
parcent—2.1 percent COLA

All banefits except thoza depending on the Member's
Apccumulated Contributions are anmmally incraazed by the
Cost-of-Living Admstment.

SDES 1z a quahified defined benafit retirament plan under
Section 401(a) of the Internz] Revenus Coda and iz axempt
from federzl income taxes. SDES last recerved a favorable
determination latter dated July 3, 2012, in which the Internal
Fevanue Service stated that the Svatem, 2= then desiznatad,
was in compliance with the applicable requirements of the
Internal Fevenue Code. 3DES believas that the system
currantly 15 designad and being eperated in compliance with
the zpplicable requirements of the Intemal Fevenus Cods,
and therefore, SDES contimues to be tax-exempt as of June
30, 2014. Therefors, no provision for income taxes has bean
incledad n SDES s financial stataments.

SDES 1z exposzad to various nsks of loss related to forts; theft
of, damage to, and destruction of azzsts; errors and
omiszions; injuriss to employess; and natvral dizasters. SDES
participates i the various programs admimstered by the
State. These nsk manazement programs are fundad through
assazzmeants charged to parhoipating entities. The n:zk
management programs incloda (1) coverage for risks
associated with automehbila liability and general tort lizbility
{inchiding public officials” errors and omizsions hability,
medical malpractice hababty, law enforcemeant habhity, and
products lizbility) through the State’s Public Entity Pool for
Liability Fund, (2) coverags of emploves madical claims
through the State’s health insurance program, (1) coverage
for unamplovment benafits through the State’s
Unemployvmeant Insurancs Fund, and, (4) coverage for

s T

workars’ compenszation benefits through the Stata’s Workers
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Compensation Fund. Financial information relative to the salf-
msuranee funds adminiztared by the Stata 12 presented m the
State of South Dakotz Comprehenzive Anmual Frnancizl
Feport.

As of June 30, 2014, the number of participating governmenta]
employers iz az follows:

School districts 166
Stata of South Daketa 1
Board of Regants 1
Municipalities 135
Countiss 54
Boards and commissions 85
Total employers 476

At Tune 30, 2014, 5DES membarship consists of the
followme:

Retirees and beneficiaries corrventh receiving benafits:

Class A (general epiplovess) 212 867
Clazz B (public safety and judicial ermplovess) 1430
Clazz C {cement plant emplovess) 143
Total retirees and beneficiaries 214,562
Termingted members entitled to benafits
but not vet receiving them:
Clazz A (genarzl emplovess) 15,211
Clazz B (public zafety and judicial ermployees) 712
Clazz C (cement plant armnlovess) )
Total ferminated members 15,002

Current active members:
Westad:
Clazz A (genaral emplovees)
Clazz B {public zafery and judicial smployess)
Clazz © {cement plant emplovess

Mon-vested:
Clazz A {genaral emplovees) 7.368
Clazz B {public safery and judicial smplovess) 599
Total current active membars 38.951
Gramd total

2. Summary of Significant Accounting Policies

(@) DBauis of Accountine and Presentation

The zccompanyimg Anancizl statements are prapared using the
accreal basis of zccomnting m accordance with T % generally
accepted accounting principles applicable to governmental
accounting for a pension trust fund. Emploves and employer
contributions are recogmzed when due pursuant to formal
commitment, 2z well 2z statutory requiremants . Panzion
benefit pavments are due the first day of tha month followmg
tha retirement of 2 member, and the first of each menth
tharezfter. Benafitz and refunds are recognized when due and
payzbls in zccordance with the terms of tha plan.

(o) hiathod Used to Value Investments

Invastments are reperted at fair value. The fair valus of

AN\

SDIRS

mvestments in securities 15 detarminad bazed on last
raperted prices for those securities traded on national and
mternational stock exchange:s In general, fixed income
securities not tradad on a national or infernational exchange
ara vzlusd based on comparablas sacurities of 1zsners with
similar yield and nizk. The value of foreizn secunties in
foreign currency amounts 1z exprassed in U5, dollars at the
clozing daily rate of exchange. Purchazes and salas are
recordad as of the trade date.

Alternative investmants consist of nveshments 1n a vanety
of markets and industries through partnerships, corporate
entities, co-investments, and other investment vehicles. For
alternative mvestments where ne readily ascertainabls
market value ewmists, managsment, in consultation with thewr
mvestment advizors, values these mvestments m zood faith
bazed upon the mvestment’s currant financial statements or
other information providad by the mderlying investment
advizor. For all of these alternative mvestments, SDES has
datermuined that net assst value reporfed by the underlying
fund approximates the fair valus of the investment. Theze
fair valus estimatas ars, by their nature, subjective and
bazed cn judgment. Theszs altemative investments ware
valued at $3,047,584,045 (28.74 parcent of investments) at
Juna 30, 2014. The estunatad fair value of these mvestments
may differ significantly from values that would hava been
used had a ready market axistad.

Foraign axchange rate zams and loszes are included with the
nat appraciztion in fair valus in mvestments. Futures
confracts are marked to markst bazed on quoted firturas
prices with changes mn fair value reflacted in the curent
pariod.

Imtarest iz accrued in the period in which it iz aarmad and
dividend meome 15 recorded on the ex-dividend date.

(2] Uzz of Estomates

Tha praparation of financial statements in conformity with
zccounting principlss generally acceptad 1n the United
Etates of America requirss the plan admimiztrator to make
esfimates and assumptions that affact the reported amounts
of azzets and lizbilities and disclosurss of contingent assats
and liabilities at the date of the financial statements, and
changes therein. Actoal results could differ from those
esfimates.

(d) New Accountins Pronouncements

GASE Statement MNe. £7, which was adoptad during the
vaar ended June 30, 2014, addrezzes zccounting and
finaneizl reporting requirements for penzion plans. The
requirements for GARE Mo, 67 require changes in the notes
to the fimancizl statements and required supplementary
mformation. Sigmificant change: mclude an acthuarial
calenlation of total and net penzion aszet. It also includes
comprahensive footnote disclosures regarding the pension
liabilrty, the sensttivity of the net pension asset to the
dizeount rate, and increazed investment actvity diselosuras,
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The maplamentation of GASE Mo, 67 did not significantly
impact the aceounting for accounts racervable and imvestment
balances. The total pensicn aszet, determined in zccordance with
GAZE Mo, 67, 1z presented in Mete 4 and m the Fequired
Supplementary Information.

3. Confributions and Reserves
{a) Coatributions

Covered smployees zre required by statute to contributa 2

percentage of their zalary to 3DES as follows:

Clazz & members—~& percent of zalary
Clazz B Tudiciz] members—5 parcent of zalary
Clazs B Public Safety members—32 percent of salary

All participating emplovers are reguirad te contmbute an amount
squal to the mambers’ contributions. Mambers may make an
additional contribution of 1.5 percent of compensation for
opticnal spouse coverage (closed to naw enrollaes after Julv 1,

2010).

5DES iz fundad by fixed member and smployer contributions at
a rate establizshed by South Dakota law. On an annual basls, an
mdependent actuanal valuation of EDES 1= performed 4o
determine the adequacy of the fixad contributions to pay the
normal costz and expanzss if the Syztem iz fully fuinded or pay
tha nommal costs, expenses, and amertize the frozen unfimded
actuanial accrued ]1ab111h (11 L—'*_“' Jfﬂ1= Swystemn 1= not fully

14, valuation of the plan
detarmined that the Svstem iz fully finded and that the
statutorily raguired emplovaer contributions maat the
requirements for the annual required contributions of the
employers undsr Govemmentz] Accountms Standards Beard
(GZASE) Matement Mo. 15, Fimancial Reporting for Defined
Benefir Pewcion Plan: and Note Dizclocures for Dafined
Conributien Plans; and the statutenily required emplover
contributions are sufficiant to pay the emplover normal cost and
expenses. Annual required contributions of the emplovers equal
to the statutorily raguired contributions have been histed below
p_.mu.'u:.t to GASE Statement No. 27

. ,iccounﬂ'r.gfor Pensions
by State and Local Govermmsnial Ewmplovers.

Year endine June 30 Ewmployer %% Contributed
2014 $104,952 985 100%
20132 100,376,481 100
2012 93,366 649 100
2011 33 -"\"4 737 100
2010 96,914,192 100

Centributions during fiseal vear 2014 totaling 3213726, 383
(3106,173,38] amployee, 5112,351,482 emplover, of this,
57,5%8,498 was tranzfarred from the generzl fund te actuanally
fund the Cemeant Plant Retirement Fund) wers mads n
accordance with statutory rates. These contributions reprezent
100 percant of current vear covered payroll for zll participating
unttz. The emploves contributions excead the employer
contributions baczuse of optional spouse coverage contributions
and empleyee service purchaze payments.
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S5DES allows participating sntities to pay ther defarred
contributions for fimding of acenied benefits over periads of
up to 20 vears and members to pay for the purchase of certain
prior sarvice over periods of up to 10 yvears. Interast 15
chargad at rates of 3 percent to § percent

Future pavments will be received as follows:

Year ending June 30 Emplovees
2015 36,540
2016 19,394
2017 20,634
2018 11,703
2019 3,644
Later 11.643

Daferrad contributions receivabls

at June 20, 2014 5133580

(k) Reservas

The rezerve for funding of lonz-term benefit zoals 1= desiznad
to fund benafit improvements and provide the plan with
protection against adverss experienca. The resarva for
fimdmg of lonz-term benefit goals iz agual to the cumulative
amounts credited or debited anmually based cn the immediate
recognition of actuanal investment losses, the five-vear
recognition of actuzrial investment gaing, and the five-vear
recognition of SDES liakilty gains or ]r_\==es lazs raductions
described below. If benafit improvements are anacted into law
and funded from the rezerve for fmding of long-tarm benefit
zoals, the reserve for fundms of long-term benefit zeals 1z
reducad by the prazent valua of 2ll benefitz for thoze
improvements. Tha reserve for funding of long-tamm benafit
zeals may also be reduced to offset unfavorable experience or
to meet the funding objectives of SDES as established by the
Eoard of Trostess. Az of June 30, 2014, the balance m the
rezarve for fimdms of long-term banefit poals is

(%945 415 599 The reserve will increaze by net gzams of
11,582 mullion that will be recoznized mn the reserve for
fundmgz of lens-term benefit sozls over the next four years.

4, Met Pension Asset of the System

The componente of the net pensien asset of the Syztem at
Jume 30, 2014, was zs follows:
Total pension hiability ¥ 9,3E7,095,38%8
Plan fiduciary net position (10,607,554 482
IMat pansion aszet 5 (7204351040

net position as a percentage
of nat penzion zsset

Fidueiary

107.2%%

Acruarial Assumprons—he totzl pension hability was
determined by an actuarial valuation as of Tune 30, 2014,
uzing the fallowing zctuarial aszumptions, applisd to all
pericds included in the measuremeant:
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Inflation 3.15%

Salary increazes  5.83% at entry to 3.87% after 30 vears of
zarvice

7.25% through 2017 and 7.5% thereafter,
net of penzsion plan mvestment expanze

Dizcount rate

Mortality rates wera based on the EP-2000 Emploves
Mlaortality Tabla for males and famales, az zpproprizte.

The actuarial assumptions used in the June 30, 2014, valuation
wera based on the results of zn actuanal axperience stady for
tha peried of Tuly 1, 2005, to June 30, 2010, The martality
assumptions wears revized bazad on an extension of the
sxperience study mcluding martality sxperisnce through Tune

30, 2013.

Discounr Rare—The dizcomt rate used to measurs the total
pensien liability was 7.235 percent though 2017 and 7.50
percent thereafter. The projection of cazh flows uzed to
daetermune the discount rate assuwmed that plan mamber
contributions will be made at the current confribution rate and
that matehing emplovar contmbutions will be mads at rates
equal to the member rate. Bazed on these assumptions, the
pensicn plan’s fiduciary net position was projected fo ba
available te mzke all future benefit payments of currant plan
mambarz. Therafora, the long-term expactad rate of retum on
pensien plan Imvestments was applied fo all periads of
projected benefit payments to determine the total pension
lezbality.

Sensitviey of faseer)Aabilitey to changes in the divcount
rate—The following presents the net pension (azset) lizbility of
the Svstem, calculated uamg the discount rate of 7.27 parcent
throuzh 2017 and 7.50 percent thersafter, as well 25 what the
Svstem’s net pencion asset would be if it wers caleulated wsing
a dizcount rate that is | parcent lower (6. 25/6 50 percent) o1 1
percent higher (2.25/8.50 percent) than the current rate:

Current
1%p Decrease  Discount Rate 1% Increase
Syztem’s
net pension 3711949105 3710432 104)  S(1LEEETIT S04
(azset)Habilify
5. Cash and Investments

Cash and Depaszits

Cach and cash aquivalents are held by the State Treasurer and
were Invested in the State’s pooled mvestment fund.
Invastments i the State’s pooled mvestment fund conzist
primarily of short-tarm 1.5, Treasury and Agancy cbligations,
shart-termn U3 Corporate securitiss, bank certificates of
deposit, and meney market funds.

The custodial eradit nzk for deposits = the nsk that, m the
gvant of the failura of a depository nstitution, 2 government

SDIRS

will not be able to recover depostts or will not be able to
racover collateral securities that are held in the possassion of
an cutsida party. SDES has a formal deposit policy specific
to custedial credit nsk and foreizn currencies. Policy states
that the 3D equivalent of any non-TJED currency cannot
excead 2.0 percent of any portfolio on a trade date =7 davs
baziz. All portfolios az of Tune 30, 2014, meet policy
gudelinas. These depesits are not collateralized or covered
by depesitery msurance. Az a result, $19,650,852 was
expeosed to custodizl credit risk, which are recordsd m
mvestraents i the statement of fiduciary net position.

Investmencs

Imvestment perifolic management iz the statutory
razponsibility of the South Dakota Investment Council
(SDIC), which may utilize the services of extarnal meney
manzgers for management of a portion of the portfolic.
SDIC 1z zovernad by tha Prudent Man Fule (1.2, the couneil
should uss the same degrae of cars as a prudent man).
Current 2DIC investmeant policies dictate limits on the
percentaze of aszets mvested in various types of vehicles
(agurties, fixed come securttias, real estata, cash, private
equity, ate.). The long-term expected rate of retum on
penzion plan investments was determinad uzing 2 method in
which bast-sstimate ranges of expected future real rates of
ratum {expected refurns, net of pension plan inveshment
expenze and mflation) are devaloped for each major assat
clasz. Thasze ranges are combined to produce the long-tarm
expected rate of retum by weighng the expectad future real
rates of retum by the target asset allocation percentaze and
by zdding expectad inflation. Best estimates of real rates of
raturn for sach major asset class included m the pensicn
plan’s targat azzet allocation az of June 30, 2014 (zee tha
dizcussicn of the pension plan’s imvestment policy) are
summarized in the following table:

Long-Term Expected
Asxet Clasy Real Rate of Return
Domeznc equity 4.7%
[nternaronal sguity 4.7%
Fixed mcome 1.8%
Flagl aztats 55%
Cazh 0.8%

(On the following page i= a datail of the investment balances
and amounts managed by the respective fund managars:
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{a) Interest Fate Fizk

Interest rate rizk iz the risk that changes n interest rates will
adversely affect the fair value of an ivestment. The
mvestment srade fixed income portfolios of SDRE zre
banchmarkead to the duration of the Cihigroup Bread
Invastment Grade (BIG) Index and must fall between 70
percent and 130 parcent of the BIGs duration.

The duraticns of the varicus investment fypes ara listed in the
followmng tzble:

Duration

(in years)

Fair value

Investment type

1.5, Treasuriss 5150,738,600 7.03
1.5, Treasury Bills TH,996.443 021
U.5. Treazary strips 43596,218 .01
U.5. Treasory Inflation

Protected Securifies 1,303,936 0.7%
1.5, agencies 37,894912 373
1.5, agencias discount notes 18,714,370 019
Imvastment grade corporates 414,336,126 427
High-viald corporates 114,396,130 354
Arpancy Mortzaze-backad

securities 304,450,082 470
Monagancy meortgage-backad

securities 486 271.074 031
Total 1633399901 333

The EDES fixed incoms portfolios invest in morigage-hackad
securities. These sacurihies are sensthrve to prepayments by
mortzagess, which iz likely i dzeliing intersst rate
suvirommeants, theraby reducing the value of these securities.

STATENMENTS (CONTINUED)

b)) Cradit Bask

Cradit risk is the rzk that an 1szver or other couwnterparty to an
imvastmeant will not fulfill its eblizations to SDES. SDIT zets
the mvestment policy annually for the SDES. This policy
sztahlizhas the zvarage parcentaze mvested i sach azzat
category and the fund allocation range that each azset
category can vary during the fizecal vear. As of June 30, 2014,
the portfiolios hald the following mvestments, excluding thoza
izsuad by or explicitly zuarantsed by tha U & govarmmeant,
which are not considered to have credit risk. Tha investments
are srouped as rated by Meodv's Investors Sarvice.

MMoody's rating

Fair value

Aaz $589,808,339
Aa 75,116,811
A 148,760,957
Baz 203,790,812
Ea 79 187,852
B 01438403
Caz 5

Ca 728,87
P-1 18,714,370
Tnrated 61760065
Total 51,605,720,532

(e} Concenfration of Cradit Risk

Concentration of credit rizk 1s the nsk of loss that may be
attributad to the maznitude of EDE.E"s mvestment in a single
1zsuer. EDES does not have gmidelines to limut ifs investments
in any particular investment. SDES does not have investments
in any one izsuer that represant 3 percent or more of the fotal
fair value of mvestment as of June 30, 2014 (excluding

those 1zzued by or explicithy zuaranteed by the T8,
government).

{d) Foreign Currency Fisk

Foreign currency nisk is the risk that chanzes mn exchange
rates will advarsaly impact the fair valus of an investment.
SDE.2"s exposure to foreign currency nisk derives from its
pozttions in forelzn currency and forelzn-currency-
denominated equity and fixed income mvestments. EDES
doses not hedge foreign currency back to U5, dollar: (to
match the unhadzad benchmark)), but doez allow hedzmsz
under certain circumstances, when deemed appropriate. The
portfolic’s exposure to foreign cwrrency nsk at June 30, 2014,
iz az follows (m U5 dollar fair valua):

|

ol
210,806,350

11248575
iz

3028501
e

05,178 136724
127,638 313415676

— 1084673

o= EleS0EE HLALE0TTEE
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Imvastments with limited partnerships and certam global equity
mvestments with axtarnal managers, which ara net inclodad 1n
tha table on the pravious page, mayv expoza 3DEE"s portfalic
to additional foreign currency rizk. The tetal fair value of
mvestments i real estate and private equity limited
partnerzhips as of June 30, 2014, waz 32,478,675,287. The
total fair value of glabal squity and high-vield fized meoms
mvesiments managed by external managers was 5157,323. 778
and 574,575,936, respectivaly.

{e) Fetum on Investmants

Dhring fiscal vear 2014, SDEE"s investments (includmg
mvestments bought and sold, a5 well 2s held during the year)
appraciated in value by 31,484, 679,056,

The caleulation of realized gams and losses 1z independent of 2
calculation of the net change i the fair value of Inveskments.
Fealized zams and losses on mvestments that had been held in
more than one fizcal vear and zold m the current year ware
meludad 2z 2 change in the fair valus of mvestments reportad
i the pricr vears and current vear.

Change in Fair Value of Investments
Appracigtion in fair value of investment=-

Equitie: 5 703533314
Fixed mooms 31.681.B1C
F.eal astata 185,724,570
Private equity 115,619,330
Changs in accrued ncome 510,621

Total increase in fair value LO37.079.715

Feealized gain (loss) on investments:

Equitie: 360,506,558
Fixed mcoms 51,452.428
F.zal astats
Privats sguity

Total net realired gains

Futarss—changs in unreglized zam (loss)
Fumaras—reslizad gain (lazx)

{16.389,517)
(108,032,500

et loss on futures 124432 10/
Net appreciation in investments 81 484 670056

{f) Securitiaz Landing

State statutes and the SDES policies permut the wse of
mvestments for securitiss lending transactions. Thass
tranzactions mvelve the lending of corporate debt, foreizn
squity securitiez, and domestic squity sacurities to broker-
dealers for collateral in the form of sacunities, with the
simultanecus azreemeant to return the collateral for the same
securities m the fitura, The S3DES s sacunities custedian 1=z an
agant n landing securifiaz and shall aceapt only TLE.
govarmment sacurities or its agenciss as collateral for any loan
or loaned securities. The collateral required must aqual 102
percent of fair value pluz acerued mtsrast for corporata debt
zecurities, 102 percent of fair valus for U8 egurty securitiss,
and 103 percant of fair valus for foreizn securities axcept in
tha caze of loans of foreign secunties, which are denomimatad
and pavzble in 1.5, dellars, in which event the collataral
requirad 1z 102 percent of fair value, The sammz: zenarated
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from the cellateral mvestments rezult in the zross zammzz
from lending activities, which iz then split on a percentage
basiz with the landmg agent.

The fair value of securities on lean as of Tune 20, 2014, was
36E,160,0932 znd the collateral held on the same date was
165,847 734 The SDE-S has no credit risk axposure to
berrowers because the amounts the SDEE cwes tha
berrowers axceed the amounts the bommowers owe the SDES.
The contract with the landms agent raguiras the agent to
indemnify the SDES if the borrowers fail to return the loaned
securities and the collateral iz inadequate to replaca the
securities lant.

All securities loans can be tarmmated on demand by sither
the 3DES or the borrowar. The 3DES does not have the
ahulity to pledze ar zall cellateral securities unless the
borrower defaclts; therefore, no azset and comresponding
habality for the cellateral valus of securifizs received has
been astablizhed on the statemeant of fiduciary net position.
Fegarding rastrictions on loans, the securities lending
agresment does limut the total value of sacunties that can be
cut on loan on any srven day.

(g) Custodizl Credit Fisk

The custodizl cradit risk for mvastments 15 the rizk that, = the
avent of the failure of the countarparty to a transaction, 2
governmeant will not ba able to recover the value of
imvastment or collateral secuntias that are in the pessassion of
an putside party. SDES sacurities lending pelicies are
detailed m the precading Sscurities Lending sachon. Az of
June 30, 2014, the 3DES does not have custodizl cradit sk
with regard to the security landmg cellateral.

6. Derivatives

Darivatrras are generally defined az contracts whose values
depend an, or derve from, the value of an underlving asset,
referance rate, or index. SDES iz axposed to vanous
derivative products through the investmant manazemant of
the 2DIC and itz axternal managers. All of the 3DES":

derrvatives are classified as mvestment dervatives.
Futurssr Contraciz

A futures confract 1z 2 contract to buy or zell units of zn indax
or financial instrument at 2 specified future date at a price
azraad upcn when the contract 1= criginated. The SDIC
purchaszes and salls futurss contracts 25 2 means of adjusting
the 3DES portfiolio mix at a lower tranzaction cost than the
franzzctions, which would otherwize oceur in the underlying
pertfolics. Durng fiscal vear ended June 30, 2014, S&P 500
futurez and 10-vear 1.8, Treasury note fitures wers utilized.
Upon entering inte such 2 contract, the SDES pledzes to the
broker cach or U 8. govemment sacurities equal to the
minimum mitial margin requirement of the fitures exchanga.
Additionzlly, SDES recerves or pays a daily variation
margin, which 15 zn ameount of cash equal to the daly
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fluctuation in value of the contract. The pending variation
margin at June 30, 2014 of (323,333 12 prezented m the
statement of fiduciary net posihion as “Due to brokers—firtures
transactions.” The changs in fair value of the futures contracts
1z prezenuted m the stztement of changes in fiduciary net
position az “Mat appraciation m fair valoe of mvestments ™
The net chanze i fair value from futurss contracts for fscal
vear ended June 30, 2014, was (3124422 107).

Futures contract positions at Juma 30, 2014, were as follows:

Expirarion  Open  Nomher of Megional Fair
&@ Dar= praion  [ODOTRCE COOCTRCL SiTe value
o5 Trexary 1060, 000 por vnzm
note Zam 2014 Lomg 1735 &4, 1en TS EIALILE0TE
Tranry zche
B2 500
T dhos Sqml014  Saom 1200 31 AL5450,000)

Farsign Cwrensy Ferward Contracts

The EDIC enters mnto fareign exchange forovard contracts for
SDES to manage foreign cwrency exposure, as permitted by
portfolic policies. Tha fair values of the contracts ara
prezanted in the Statement of et Pesition az Investments, at
fair valua—Equities. The change in fair value of the forward
contracts 15 presented in the Statement of Changes m Nat
Poattion as “Met appreciation in fair value of investments ™
The net change m farr value from foreizn currency forward
comtracts for fiscal vear anded June 30, 2014, was 3(402.767).
At Tune 30, 2014, the fereign curmency forward contracts
outstanding were a2z follows:

Foryard zala
Feryard zala
Forsard sele
Frarward pochase
Fonyard parchass
Fonsard pachass
Frryard porchass (]
Foryard porchass

123,050,000
0,250

113072014

{a) Credit Bisk
SDES iz exposzed to cradit rizk on derivative mstnuments that
ara in asset positions. The SDIC attempts to minimize crad:t
nizk b enterimz into derivatrves contracts with majer financial
metrtutions. At Juna 30, 2014, the net fair value of foraizn
cwrency forward comtracts was 32,834,102, This reprezents
tha maximom loss that would ba recozaized zt the reparting
date if all counterparties failed to perfornm as contracted. The
cradit ratings of the counterparties are az follows:

Number of

Moody's credit rating  counterparties
Al 1

Fair value
£2,834,102

(o) Forsizn Currency Risk

SDES 15 exposed to foreign currency risk on 1t forsign
cwrency forward comtracts becavss they are denominated in
foreign currencisz. The net fair valus of the forsign currency

forward conmtracts in U5, dollars 15 51,811 220
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7. Compensated Absences

Armual leave 15 2gamed o 2ll SDEE emplovass, Upen
termunation, SOES emplovess arz aligible to recerve
compansation for their accrued annual leave balances. At
June 30, 2014, a liability existad for accumulated annual
leave calculatad at the emplovess” June 30, 2012, pay rate in
the amount of 3123306, Employess who have been
continucusly emploved by SDES and the State for at least
seven years prior to the date of their retiremeant, voluntary
resignation, or death will recerve payment for cne-fourth of
therr accumulated sick lzave balance with such payment not
2o exceed the swm of 12 weeks of the emplovesa’s annuz!
compensation. For amplovees who have not besn emplovad
for saven continucus vears, an accrued hability 1= calculated
azsuming the kkelthood that thew will meet the seven-vear
threzhold m the ftura. At June 30, 2014, 2 hzbility axiztad
for accumulated and acerued zick leave, caleulated zt the
amplovess’ Tune 30, 2014, pay rate in the zmount of
$143,858.

1014 1013 U change
Total compenzated absences §267.164 3285313 -5.60%
The roral leave labiline for the currens year i on the sfavement gf et
pazition avatlable for benefits in accows pavable and accrued
EXDENIES.

&. Operating Leases

The SDES has entared mto zn agreement to leaza ofics
space effactive Septemaber 2012 and has a term of ten vaars,
A schedule of mimimum offica rental payments az of June 30,
2014, 1= as follows for the fiscal vear ending Tune 30:

2013 3 104471
2016 104,471
2017 104,471
2018 104,471
201% 104,471
Thereafter 313413
Tetal remaiming mininum payments % £33 7RE

9,  Supplemental Retiremeant Plan

SDE.S offers a deferrad compensation plan kmovwn zs the
Supplemental Fetizement Plan (SEF), created m accordance
with Intemal Fevenve Code Section 437, SEF 13 available to
all public emplovees and pemmits them to dafer a portion of
their salary untl foturs vears. The defarred compensation iz
not available to emplovess unti] terminztion, retirement,
death, or unferesesn emergency.

All amounts of compeanszation defarred under the SEF, all
property and nights purchaszad with thoss ameunts, and all
income ztintbuiable to those amounts, property, or nghts ars
at all times held in trust for the sxclusive banefit of the
participants unhl made available to 2 participant or the
participant’s beneficiary.
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Of the 8252, 327,075 net posthion restricted for plan benefits at
Junme 30, 2014, 5133,335,362 waz held 1n trust for emplovees
of tha State, whila the remaming $57_ 791,713 represants the
assafs hald m tust for employees of other junsdictions. In
order to averd duplication in reperting, the SDES total of
51,033,487 1z included 1n the State totzl and the State’s
comprahensive annua] Anancial raport for the vear andsd Juna
30, 2014

10. Special Pay Plan

The Zpecizl Pay Plan (3FP) was established in July 2004 2z 2
gualified plan pursuant to Intemnal Revenue Ceode Saction
401(2) undear the admimstrative responsibility of the SDES
Board of Trustees, South Dakotz state sovemment and tha
Scuth Daketa Board of Razents ars participating units and
svery state political subdivision may become a participating
untt m the plan. The SPP mandates that qualifving employees
{over age 33 and 3600 or mors 1n special pay) of participating
untz defar 100 percent of their spacial lump-zom termination
pay to the plan. The participating untt transfars the deferrad
pay to the find This defsrred pay is available to a participant
mumediately after termination, upon later retirament, or fo
beneficiarias or an estate upon the participant’s death.

Of the 536 528,383 net position restricted for plan benefits at
June 30, 2014, 520,656,278 was held in trust for employees of
the State, while the remaming 515,372,084 reprezants the
aszafz held m trust for employess of other junisdictions.

11. Plan Termination

SDES iz admmistered in accordance with South Dakota
stztutes. The statuas provida for full vesting in z2ccrued
benefits upen temmination of the plan (3DCL 3-12-72 2.

12. Commitments

At Tune 30, 2014, 2DES had wnecalled capital commitmeants o
private eguity limited partnerships totaling appreximately
5304,214.950 and to rezl estate lmited parnerships totaling
approxumataly 3443 725 257, The commitments may be called
at the discretion of the generzl parimer or may never be called.

13. Litigation

Deutecha Bank and Wilmungton Trust Company have filed 2
number of actions around the country aganst selling
shareholders, and those actions are all now cenzalidated in a2
Wult Dhstrict Pansl proceeding m the Southern District of
Mew York {In re: Tribune Company Fraudulent Comveyance
Litigation, Case Mo, 11-MMD-229487. A separate adversary
proceading which was pending in Delaware has been
conschidated mto this action as well (The Official Committes
of Unsecured Craditors of Tribuna Company, on behalf of
Tribune Company ve. Denniz J. Fitzemmmons, ot al., Caze Mo,
1:12-ev-02652). SDES 15 2 defendant as a result of salling
Trbune Stock in connection with a leverazed buvout of the
Trnbune Company m 2007, Through this lawswt the creditors
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of Tribune Company are attempting to claw-back funds
recerved in connection with the sale of the stock, which, in
the caze of 8DESE, iz approximmately four million dellars.
SDES contends that 1t has persuasive arsuments favoring
dizmzzzal and its counsel is vigorously working on this. The
pendine lezal achion does not reprezent an 1mmediate
negative contingency.

14. Assets Used in Plan Operations

Theze aszats reprazent computer software development costs
uzad by the 3vstem and are recorded at cost. Depreciation
and amertization are caleulated on the straight-line method
over the astimated useful lives of the assats. The astimated
useful Life of computer software development costs 1= 10-12
Tears.
2014

Ceomputer software development n progress
Lazs aceumulated amortization

Tetal computer seftware development

53145933

In March 2014, development bezan on the South Dakota
Fetirement Svstem (RETAPF) system. Costs of the RETAPP
syztem will begin to be capitalized and amortized once the
application develepment phass iz completed. Tha balance en
confracts pertaining to the completion of the RETAFP project
at June 20, 2014, was $1.2 million.

15. Cement Plant Retirement Fund Merger

Under SDCL 3-12-218, the Cement Plant Retirement Fund
was approvad to be marged in with SDEE. All mambers of
the Cament Plant Ratirement Fund (the Cement Plant),
including awy retiree and any vestad member, became clazs ©
members of the South Daketa Eetirement Svatem on Aprl 1,
21014, The system will continue to provide the same benefits
for the clazz C membars az what they previcusly received.

Far thiz merger to be accomplished, the South Daketa
Legizslature made an appropnation of 3.6 mullion to
actuanially fully fund the Cament Plant Eetirement Fund.
Omnce the Cement Plant Fatiremeant Fund was fully findad,
the margzer was accomplizhed with a transfer of cash and
mvastments of 566,431,940 from the Cement Plant
Fetirement Fund to the South Daketa Betiremant Fund. The
South Dakota Fatiramant Svatem iz now responsible for the
administration of the Camant Plant Betirement Fund and s
338 active, inactive, and retiree members. As a result of the
ransfer, 3DE.E recognizad the following assets, liabilites,

and net position as of Tunae 30, 2013: Carrying
Transferred Assets (Net) Is!EIEi
Czsh and cazh squvalents 11538368
Faceivables B 3|_Si£_§
Twestments {fair valua) $1216,333
Total assets 4518912
Transferred Liabilities 260,874
Net Poxtion of Transferred Cement Plant Operation A
Mzt pesition. rastriciad for pansion benedi i34,222038
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BASIC FINANCIAL STATEMENTS (CONTINUED)

16. Early Implementation

Dhuring the vear ended June 30, 2014, 3DES early
mplementad GASE 69, Governmenr Combinations and
Dizporals of Goverrment Operations to account for the
transaction dezeribed in Mot 15, Az 3 result of thiz accounting
principal, the net pozition s of Tune 30, 2013, has hasn
updated as required by GASE 6% to account for the merger.
The financial statements melude all achvity for the Cament
Plant for the cwrrent vear within the SDEE financial reports.

HMat Position, Bagimming of Year—
Az Previously Stated $9,085,706,708

Pluz adjustment to mcorporate the
Cement Plant Betrrement Fund
assetz 3z of June 30, 2013 34 208 036
Nat Position, Begimming of Year—
A5 Rastated $9,135,934 744

Y TR
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REQUIRED SUPPLEMENTARY INFORMATION

Total pension Hability

Zarvice cost

Imtaract

Changes in benefit terms

Differences betwean expected and actuz] expertencs
Changes of assumptions

Cament Plant conzolidztion

Benefit payments, including refunds

Net change in total pension lability

Total pension liability—beginning
Total pension liability—ending

Plan fiduciary net position
Contributions—employer
Contributions—meambar

Met mvestmeant income

Benefit payments, including refunds
Administrative expenze

Cameant Plant conzolidztion

Net change in plan fiduciary net position

Plan fiduciary net positicn—beginning
Plan fiduciary net positiocn—ending

System’s net penzion Eability (aszef) - ending

Thiz schedule 15 presentad to (llustrate the requirement to show mformation for 10 years.
Hewevar, until 2 fall 10-vear trend 15 comapiled, penzion plans should prezsnt mformation

for those vears m which information 1= available.

Total pension lakality
Plan fiduciary net position

Zwstam's net pension lizbility (zszet)

2014

% 161,657,696
633,951,211
(5,082,771)
7E,228.269
604.281,184
60,649,183
(450.490.712)
1,083,334,062

5,803,761,326
5,887,055 338

il

104,952,985
106,175_381
1.695.543.796
(430,490,712
(3,833,073)
69,512,407
1,521,847.784

9.0853.706,708
$10.607.554.492

§ (720,459,104)

2014
§ 9.387,093338
10.607.554.492

70 459 1045

Schedule of
Changes in the
System’s Met

Pension Asset
Last Fiscal Year

Schedule of
System’s Met

Pension Asset
Last Fiscal Year

Plan fiduciary net posttion zs a percentage of the total
panszion hizbility 107.25%

Actuanial projected covered-employes payrell $1,685.627.785
Bwstem s net penston lizbility (asz2t) az a percentage
of covered-amploves pavrall 42.741%

Thiz schedule 15 prazentad to (llustrate the requirement to show information for 10 years.
Hewevar, until 2 fall 10-vear trend 15 comapiled, penzion plans should prezsnt mformation
for those vears m which information 1= available.

See Notes to Reguired Supplementary Information.
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Schedule of
System’s
Contributions
Last Fiscal Year

Schedule of

Investment Returns
Last Fiscal Year

2014
Amnunal moneyv-weaightad
rate or return, net of
Investment expenses 18.51%
Amnunal time-weighted
rate or return, net of
Ivestment expenses 18.50%

38

014
Actuanally determmad contribution 5 172,001,459
Centributions in relation to the actuanally detenmined
contribution

Contribution deficiency (axcess)

205.678.082

37 GT6.623)

$1,683,627.785

Reparted covered-amployee payroll

Contributions a3 2 percentage of covered-emploves
payrall

12.43%%

for those vears m which information 1= availzbla.

2013 2012 2011 2010 2009 2008 2007 2006
1901%  1.37% 2527% 18.20% -2L.03% -B%3% 21107% 1285%
19.02%  143% 25.18% 17.9%%% -208%% -9.00% Il04% 1283%

Zae Wotes to Required Supplementary Information.

South Dakota Retirement System

Thiz schedule 15 prazentad to illustrate the requirement to show information for 10 years.
Hewever, until 2 full 10-vear trend 15 compiled, penszion plans should prezent mformation

2008

13.12%

13.12%



Method: and azsumptions wsed in calculations of actuarially detsrmined contributions.
The actuarizlly determuned contribution rates i the schedule of Svstem’s contributions
are caleulatad as of Tuly 1, two years prior to the and of the fiscal vear mn which
contributions are repertad. The following actuanial methods and assumphions were nzad
to determine contribution rates reported n that schedule:

Notes to
Trend Data

Valuation date

Actuarial cost method
Amortization method
Rewmaining amortization period

Asset valuation method

Actuarial assumptions:
Investment rate of return

Prajected salary increases

Post-retirement mortality table:
Active members

Healthy inactive members, retired
members and beneficiaries

Disabled inactive and retired
members

Dnchudes inflasicn o 3 27 parcant.
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Juna 30, 2014

Entry age normal

Level percentaze of pav
0 yvearz

Fair value

7.25% through 2017 and 7.20% thersafter

5.83% at antry to 3 .87% after 30 yaars of
sarvice

EF-2000 Emplovee Mortality Table projected
genarationally with Scals BB, with males
adjusted by 83% and females by 43%.

EP-2000 Combmad Hezlthy Mortality Table
projected genarationally with Scale BB, with
males adjustad by 91% and femalas by 90%%.

EF-2000 Dizsabled Fetiras Mertality Table
projected gensrationally with Scale BE.
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Schedule of Personal services .’Ll:i:;'uai Basis
[ . Zalary and per diem 1,630,534
Administrative Employas benefits 508,108
Expenses Total persenal sarvices 2,138,660
Year Ended
June 30, 2014  Operating expenses
Travel 60,881
Contractozl servicas:
Audit 93,250
Finance 16,771
Valuations 37,000
Conzulting 228318
Studies 24,292
Spectal stedies 40822
Legal 17,686
Communications 40,000
Medical 125
Oparations __177.540
Total contractual sarvices 1.335.303
Zuppliez and materialz 151,541
Capital zszats 30,442
Total operating expenszes 1.718.568
Total administrative expenses 57,22
Schedule of Management
. . Investment managers EXpENSES
Investment Activity Stata of South Dakota Investrmant Council §7460,132
Expenses . _— L.-ﬁ-qol_la 3332;0
lackstone t Liqudity g
J u‘:;ia:;ulé I';?}t:g Blzckstone Privata Equity 118,040
! Elackstons Real Estate Partners 1,692 785
Brandss Glabal Mid-Cap 241 640
Capital Intemational 1,184,733
Cargill Maorth American Feal Estate Parimers 312,630
Carlyle 1,664,706
CIWTN 2,564,000
Crosarcads Investment Advizors LP 33,015
CWVC 451,264
CVI 1,104,598
Cvpress WMarchant Bankmg Partnarz LP 44
Dimensional Fund Advisors, Inc. 211,463
Doughty Hanson & Co. Eurcpean Real Estate 1,138 484
Doughty Hanson PE IV 511,240
Elevation Partnars 134 2492
GE Azzat Manzgament China 1,426,595
GE Asset hManazement Commodities 1427
KEFR Aszociates (110,747)
Leone Star Fazl Estate 3,101,093
PIMCO Distrassed Mg Fund II 1,368
Riverstene 1,382,022
Rockpomt RE TV 1,664,098
Sanders All Aszet Value 316,723
Sanderz Capital 245204
Zilver Lake Partnars LP 52233875
Starwood BE I 679,164
TCW Opp MBE Strategy 2301418
Total investment activity expenses 533,653,380
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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 Audifing Standards

To the Board of Trustess
South Dekota Fetirement System
Pierre, Souwth Dakota

We have zudited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to fineancial audits contzined in Government Auditing Standards
izgued by the Comptroller General of the United States, the financial statements of the South Dakota
Fetirement System (SDES), az of and for the vear ended June 30, 2014, and the related notes to the
financial statements, and have izzued our report therzon dated November 25, 2014,

Internal Control Over Financial Reporting

In planming and performing cur audit of the finansial statements, we conzidered SDES s intemal contrel
over financial reporting (internal contrel) to determine the audit procedurss that zre appropriate m the
circumstances for the puwrpose of expressing our cpinion on the financial stztements, but not for the
purpese of expressing an opinion on the effectivensss of SDES s intemal contrel. Accordingly, we do not
#Xpress an opinion on the effectivensss of the SDES™s intemazl control.

A deficiency in infernal control exists when the design or operatien of 2 control dees not allow
management or emplovess, in the normal course of performing their assigned finctions, to prevent, or
detect and correct, misstatements on a timelv basiz. A marerial weakners iz 2 deficiency, or 2 combination
of deficiencies, in intemal contrel, such that there iz a reazonable possibility that a materizl misstatement of
the entity's financial statements will net be prevented, or detected and correctad on a timely basiz. A
significant deficiency 13 a deficiency, or a combination of deficiencizss, in internal control that is less severe
than a matenzl weakness, vet important enough to ment sttention by thess charged with governanee.

Our censideratien of intemazl control was for the hmited purpose described in the first paragraph of tus
zechion and was net designed to identify all deficienciss in mternal control that might be matenal
weaknesses or, significant deficiencies. Given these limitations, during our and:t we did net identify any
deficiencies in internal control that we consider to be material weakneszes. However, material weskneszes
may exist that have not been identified.

Compliance and Other Matters

Az part of cbtaming reazonable assurance about whether 3DES s financizl statements are free from
material mizstatement, we performed tests of its compliznce with certzin provisions of laws, regulations,
contracts, and grant agreements, noncomplianes with which could have a direct and materiz] effect on the
determination of finansial statement amounts. Hewever, providing an cpinton cn compliance with thozs
provizion: was not an sbjective of our audit, and secordingly, we do net express such an opinton. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

www.zidebailly.com

BY?W. Main 5t., 3ve. 800 | Boise, ID§3702-5858 | T208.344.7150 | F208.344 7435 | EOE
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OTHER SUPPLEMENTARY INFORMATION (CONTINUED)
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Purpose of this Report

The purpose of this report is solely to describe the scope of cur testing of intemal control and
compliancs and the results of that testing, znd not to provide an opinicn on the effectivensss of the
entity’s intemnal control or on compliance. This report 15 an integral part of an andit performed in
accordance with Government Auditing Siandards in considering the entitv’s intenal comirel and
complianee. Accordingly, this communication is not suitable for zny other purpose.

CZM LerP

Boize, Idsho
Movember 23, 2014

R R TN
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Actuary’s Opinion

Actuarial Overview

Actuarial Valuation

Solvency Test

Schedule of Active Member Valuation Data
Schedule of Retirees and Beneficiaries Added to
and Removed from Benefit Payroll

Comparison of Actuarial Valuation Results

Plan Summary

.............................................................

Comprehensive Annual Financial Report 2014 43



ACTUARY'S OPINION

Xerox @)

Drawid H. Blkshinmay,
A

Movamber 5, 2014

Board of Tnestaes

Bouth Dakctz Retirernant Syatem
Prst Office Box 1038

Pierre, 80 57501 -1098

This raport remmarizos the results of Buck Consullants, LLG's annual Achuarial Valuabon of the
South Dakots Refirement Systern (SORS) 25 of June 30, 2044, Actuarial veluations of SDRS are
prrformed snnually.

Thiz Actuarial Valuation i based on finencal and Member data provided by SDRS and
summarized in this report. The actuary did nol verify the data submitted, but did parform tests for
consislency and reasonahlensss.

Ml Mzmbers of Participating Units of SORS and alf berefits in efect on July 1, 2014 have been
consdered in this Acluana Valuastion, SDRE banefit provizions considersd, Member dala, and
Trust Fund infarmation are summarized in the Az pandices in this report.

The: assumplions and methods used 1o determine the Actuadally Détsrmined Contribuiion of the
Ermpilayers o S0RS as outlined in this report and al supoorling schadulas meet the perameters
and radueiremants Tor disdosute of Governmental Acoounting Standards Boarg (GASE)
Statement Mo. 67, Financlal Reparing for Pensicn Plans. Buck Consultants, LLE is soleby
rasapongibie for the acluars dats presented i this repoer.

SDRS Is lunded by Employar end Membor Confribution Rates a3 extabiished by Scuth Dakots
lawe. The funding ehjective for SDRS is that these statutory rates continue to be sufficient o fund
the System benefits as 2 level parcent of Member Compensalion The SDRS Bosrd of Trustoos
has alse established funding policy abjectives that the System be Tully funded, resulling in no
Urnifunded Actuanal Accrusd Liality and Ul the statutariy reguired comributions moet or
ascand he amount required 1 pay the Normal Cosls of SDRS, Systern Expenses, and amortize
the Uinfunded Actuarial Accrued Liability as & level percent of Member Compensaton over s
penod nok o excesd X years i the System is not fully funded,

As noted below, the fully funged oectives are currently beng met end are projected to continue
o e met.

Dur calculstions and analysis indicate that the System © meeting is furding objectives and s in
actuarial balance, The xmbined staldory EmployerMember Sontribufions exceed the amount
requiced to pay the current Hormal Costs and Expenses of the System A= of June 30 2014, the
Urfunded Actuarial Accrued Liabliity is $0  The conlractual Employer Conlribution Rates 1o
SORS mest the requiremnanis of the Actuarially Datermined Contribution of the Employers of
GASE Stalement Mo 67,

R RN
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The: SDRE Board of Trustess measures and compares the funding progress of SORS on several
bases The Actusrial Value Funded Ralio k100 0% and tha Fale Vaise Funded Rabe s 107.3%.
{In tha pmst, this measure was entified as the Market Value Funded Ratio )

Bassd on Member data and ssset infermation provided bysljﬁs__ wr e prapsred the
Schadule of changes in the Nel Pension LRbility and Schedule of Employer Conributions in
accordance wilh GASE No. 87 parometers that ara induded In the Financial section of the CAFR.

The undaisigned is an Enrolled Acluary, Associake of the Socisty of Actuasies and a Member of
e Amefcan Acadermy of Actuares and mests the Qualficatien Standards of the Amarcan
Acadeny of Achuares (o rendar the actuanal opinlons conlained in this report. This report has
peen pregaced in accordance with all Applicables Standards of Practice. We are available 1o
answer any questions on the melerial conlained in the report, or to provide explanations or further
details 25 may he ap propate.

Muture actuarial measuremonts may differ signficantty from corrent nreasursents pressenied in
this report due lo pisn experi=nce differing from that anlicipated by the economic and
dEh‘IﬂQIB.‘-hI'-' assumplions, noraases o dedcrestes axpacted a5 part of the netursl oparation of
1he methodolegy vsed for these measursmante, and changes in plan provisions or applicable b
Due to the imited ecope of this report, an amlysis of the potential range of such future
meAsurements has riot besn performed

It is our opinion SORE s mesatng i3 actuarkal funding policy.

Respecfully submitted.

{&kyﬁ;w
David H. Slishinzky, ASA, EA, MAAR, FCA
Principal and Consulling Acluary

Dinciamare, Lise of this reped for any other purpeses or by aryvene ol than e Boad mambers and stafl
of BORAE may not be apprepsale @nd may resull inmistaken conziusions becauge of Bilues 10 undanstaned
Applicatle assumplions mathods, of Inapelicabilily of thie mpon for that purposa. Mo one may maks any
reprosontatiors or warranties based on any stnisments.or conclusions contaknad in thia rapor without Buck
Cornzuliants’ written consont

L T T
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ACTUARIAL OVERVIEW
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An actuanal valuation of SDES 1z performed as of June 30 each yvear. Prior to 1996, in
cdd-numbered vear:, an update was mads which considerad expected chanzes in the
actuarial meazures due to the azzumed experienca of the system az well zs the offact of
any changes in valus of assets, actuarial valuation matheds, or benafit provisions.

In the 2014 zctuanal valuation, three mmporiant zctuanial measures have been caleulated
in svaluating the actuznial soundness and fundms progress of 3DES. They ara:

¢  fundad ratios

¢# funding period when an unfimded actuanal accrued liablity (TTAAL) exists

# risk management coniribution amount when ne UAAT exists

Actuarial Accrued The actuzrial accrued liabality (AAL) is the present value of all benefits currently bemz
Llablllt}" paid and expected to be paid 1 the future, to all members, less the presant value of futura

nommal cost contributions. Two mezsurameants of the fimdead ratio ars caleulated sach
vear. Tha zetuarial value finded ratio is equal to the actuarial value of aszets divided by
the AAT . The far value finded ratic 15 equal to the fair valus of assets drvided by the
AAL. A ratiomn axcess of 100 parcent mdicates that acerued benefits are fully funded.
Prior reports identifiad fair value of aszets and fair value funded ratio as markst value of
azzats and market value funded ratio, razpectively.

Fundi ng Period The funding paried measuras the length of time required to amortize unfundad zctuanal
zccruad lizbilittes 25 well 2z pav the on-gong normal coste, interest charzes and
expenszes with the current contributions. The shorter the funding period, the more
favorabla the actuarial measure. In zccordance with the Board of Trustees” funding
policy ebjectives, a transfer of $634 million was made as of June 20, 2013 fom the
cushion to the actuarial value of aszets to aliminzte the unfimded actuzrial acerced
liabality. A similar tranefar of 3399 million was made az of June 30, 2014 in ordar to fund
the net increaze in actuarial accruad liahality due to changes in the mertality assumption
and dizability and survreer benefits. As a result, the unfunded actuzrial aceroed liabality
remaine at 30 2z of Tune 30, 2014 and ne fimding period iz applicabls.

Risk Management The rizk managsmeant contribution is sgual to statutory contributions in excess of
Contribution contributions regumed to fund normal costs, expense: and ameriize anyv unfimded
actuarial accruad lizkalitiez. When the nsk manzgament contribution exists, it will
increase the cushion and resarve for fimding long-term benefit goals. During the vear
ending June 30, 2014, the cushion and rezerve for funding long-term benefit zoals wers
incraazed by a risk manazement contnbution of 528 million,

Measures 2014 2013
of Actuarial actuarial actoarial
Soundness valuation  valuation
Actuarial value funded ratio
{actuarial value of assets/AAL) 100.0%% 100.0%%
Fair value funded ratio
(fair value of assets/AAL) 107.3% 103.2%
Funding period NiA N/A
Risk management contribution $38M N/A
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The time-waishted annualized investment performance bazad on tha farr value of aszets
of tha system for the meost recent year was 13 50 percent after considaration of
mvestment axpensas. The money-weighted armualized mvestment performance based cn
tha market value of assets for the period was 12.9] percent after deducting mvestment
expenses, significantly zreater than the assumad rate of 7.25 percent for fizcal vear 2014,
Thiz resulted in an actuzrial mvestment gain of 51,067 mullion. The actuzrial value of
aszets was cradited with the aszumead rate of retum of 7.25 parcent for the one-year
peried ending June 30, 2014 and mereased by the total hability loss of 370 million. The
reserve for fundine of lonz-tern benefits zoals mcrezsed from a balance of nazative
2014 az 2 razult of investment returns above axpectations for fizeal vear 2014 et gains
to be allocated to the reserve in the next four fiscal vears total 31,586 million as of June

30, 2014

Amount of Percentage of

liability present valus

gain (loss)  of all benefits
(Loss) due to compensation increazes $(8ND (0.07)%
(Lozz) due to decrements (410D (0387
(Losz) due to rehired and new members (13MDD) 0.12%%
(Loss) due to COLA for contimuing mmactives (2011) 018
0.13%

Mizcellaneous Gain 150
Total system (Loss) 3

Liabilitizs and contribotions for fundms purpeses are computed using the frozen antrv
age zctuarial cost method. Effactive June 30, 2013, the frozen unfunded actuanizl zecrned
lizhility was eliminated through an adjustment to the actuarial valus of assets, cushion
and rezerve for fimding of lonz-term benefit oals and will remam at $0 unlezs and until
it 15 mecreasad to recognize a chanze n plan provisions or actuarial assumptions or to
recognize 2 decrease mn actuanial valee of aszats raquired to remain n the 20 parcent
carridor arcund fair value of assets. Under mathod, experianca gams or loszes relatad
to past sarvice adjust the actuanal value of asssts and zzins and losses related to futurs
service adjust the nommal cost. This cost methed was selected bacause it produces a
consistent normal cost, as a percantage of payroll fom year to year.

When an unfundad actuarizl accrued liability exists, the contribution regquiremant will
meluds an amerhzation payment over a peried not to exceed 20 yvears. Mo unfunded
actuarizl zccrued liability currently exists,

The actuarial cost methed wsed for financial reparting purpozss 15 the antry age actuanal
cost method. As of June 30, 2014, the habilihes and normal cost are identical under the
two methods.

Significant actnarial azzomptions used includa- 2) a rate of retum on the presant and
fizture assets of 7.25 percent a vear for 5 vears begmming July 1, 2012, increasing to 7.50
parcent thersafter, compounded annually plus prafunding of improvement factor
(COLAJ; b} projected Soctal Security cost-of-living increazes of 3.25 parcent and wage
mflation of 3.73 parcent per year compounded annually; o) pre-ratirament and post-
retirement COLA mereases of 2.7 percent per vear compounded annually; d) active
member salary merezses that average 4.9 parcent per vear compounded annuzlly; &) 80
percent of active members and 75 percent of retired and termmated members ara
assumed to be married; f) the male spouse is assumead to be fhree years oldar than the
female spouse; g} meortality rates for active members are basad upon the RP-2000
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Actuarial
Investment Return
Gains/Losses

For the year ended
June 30, 2014

Actuarial Liability
Gains/Losses

For the year ended
June 30, 2014

Actuarial Cost
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ACTUARIAL OVERVIEW (CONTINUED)

Summary

of Actuarial
Assumption and
Method Changes

Cushion
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Employee Mertality Table, projected generationally with Scale BE with male rates
muktiplied by B3% and famazle rates multiplied by 43%0; h) mortality rates for non-
dizzbled pensioners are bazed upon the EP-2000 Combined Mortality Tabla, projected
ganerationally with Scals BB with mals rates multiplied by 91% and female rates
multipliad by 90%; and 1} at termunation of employment, members will alact the mors
valuzable of the acoumulated contributions or the deferred vestad benefit payzble at
ratirament.

A detailad experience analyzis was conducted m 2011 and 2012, and appropnate
modifications i the demegraphic assumptions regardmz zszumed rates of member
terminztion, retirament, and dizability wers mads effactive with the June 30, 2012
actuarial valuation. Also az a result of the experience analysiz in 2012 and further study
and dahate of the 3DF.E Board of Trustess, changs: ware mads to the economic achiarial
assumptions effective for the Tuna 30, 2012 actuanal valuation.

As z result of an extension of the experience anzlysis spacific to mortality, changes wers
made to the mortzlity assumptions affective for the Tune 30, 2014 z2ctnarial valuation.
The mortality assumption changes increased the actuanal accrued hability by 3604 and
mereazad the ongems nommal cost rate.

Tha zctuarial assumptions were racommended by the actuary and zdopted by the SDES
Board of Trustaas. Please ses pages 50 and 51 for tables of actuarial assumption rates.

The zctuarial azsumptions for funding purposes are 1dentical to the 2szumptions used for
financial reporting purpozes

The zctuanal value of assets is credited each year with the assumed rate of mvestment
raturn plus non-imvestment cash flow and reduced by liability gains and nereazed by
hizbality lozses for tha vear. It 15 restnicted to 2 comider of B0 percent to 120 percant of
fair valus of azzets.

As 2 result of an extanzion of the experience anzlysis spacific to mortality, changes wers
made to the mortality assumptions effective for the June 30, 2014 actarial valuation.
The mortality assumphon chanzes inereased the actuanal accrued hability by 3604 and
merezsad the ongoing normal cost rate.

Effective for the June 30, 2014 valuation, the SDE.S Beard of Trustees autheorized a
tranzfar from the cushion to the actuarial value of assets to fund the net increaze m the
actuarial aceruad hability due to the mortality zssumption change and the dizability and
surviver benefit changes, thereby maintaining a froren unfunded actuarial accruad
lizbility of £0.

The cushion is the excess of the fair value of assets over the actuanal valee of assets. The
cuzhion reprezents finds not currently required to maintain the actuanal soundness of
EDES and available to protect the svstemn azainst future unfavorable experience.
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The razerve for funding of long-term benefit goals waz first implemantad az of the vear
anded Juna 30, 1993, to fimd benefit improvements and provide the system with
protection against adverse experience. When implemented, actuzrial investment zains
(returns zbove the z2szumed invastment retum assumphion) and zctuarial investment
lozzes (raturmez below the zssumed investment returm azswmption) were recognized at the
rate of 20 percant par vear over a five-yezar period. Effectrva Tune 30, 1993, liabliny
gams znd losses were reflected in the same manner as investment gains and lozses. The
resarve was modified again as of hune 30, 2001, to mumediately recognize actuarial
imvestment loszes while still spreading the recognition of actuarial mvestment gains over
five-vear pariods.

The rezerve for finding of lonz-term benefit goals {if positive), was mcleded mn the
actuarial value of zszets, the actwarial aceruad liability and the prezant value of all
benefits from June 30, 1995, through June 30, 2003, Effective June 30, 2004, tha rezerve
was no longer addad to the actuzrial aszats or lizbilittes. This changze was mads to more
accurately reflact the fundad status of the svstem.

SDEE gams and lozzes zre allocatad to the rezarve for fundmg of long-term banefit goals.

The ameunts currantly in the resarve and remaining to be allocated in the next four vears
are zn important indicator of the svstem’s recent cumulative expenience. The reserve for
fundmng of lonz-term benefit goals 1= also a source of funds to provnde fnture benefit
mprovemants or to protect the system agamet foture unfarorable experience.

Balance 2z of June 30, 2013 $(1,106,063,511)
Fizcal vear 2014 experience 200,007,103
Amortization of prior gains and (loszes) 316860471

Less transfer from cushion and reserve to actuarial
value of asssts to fund net impact of mortality

assumption and benefit changes (385,123 413
Bisk management contribution 37.676.623
Balance zs of June 30, 2014 $(930,717.727)
Net gams to be allocated to rezerve in next four years $1,386,283,240
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ACTUARIAL OVERVIEW (CONTINUED)

Actuarial
Assumption Tables

Sample Separation Rates

Annual Rate per 100 Members

Disablement
— "= —
Active Mortality ~ Inective Mortality  Disabled Mortality Class A-Teachers  Class A-Non-Teachers (Class B-Public Safety
Ape  Male Female Male Female MhMale Female Male Female MAale Female Male Female

25 0.03 0.01 0.03 0.02 216 0.71 002 0.02 04 004 .08 010
30 0.04 0.01 0.04 0.02 1.1& 0.71 .02 0.02 a0z .04 .08 011
35 0.08 0.02 0.07 0.04 118 0.7 002 0.02 005 004 .10 0.12
40 0.0% 0.03 0.0% 0.06 218 0.711 0.03 0.03 .08 0.05 0.1z .13
43 0.12 0.05 0.13 0.10 116 071 004 0.04 o 0.03 0.16 022
50 017 008 0.1% 0.14 2.78 1.11 (.06 0.05 2.13 .03 024 023
55 025 011 032 0.13 3.40 1.534 0.10 0.08 022 0.13 .40 .38
60 038 0.16 0.36 0.40 31381 1.90 021 0.18 0.4 0.28 .84 0.E0
65 0.54 0.24 0.93 0.74 424 2437 043 031 054 034 1.71 1.55

Annual Turnover Eate per 100 Members
Select Fates During First 5 YVears of Employment

Class A- Class A- Class B-
Teachers Noo-Teachers  Public Safety
Saryvice Male Female Afale Female

1 2250 25.00 1750 21.00 18.00

2 17.50 17.50 14.00 18.00 12.50

3 15.00 15.00 11.00 15.00 11.00

4 12.50 2.50 5.00 12.50 10.00

3 10.04 10.00 7.00 8.50 10.00

Annual Turnover Rate per 100 Members
Ultimate Fates After First 5 Years of Employment

Claszs A- Class A- Class B-
Teachers Non-Teachers Public Safety

Age Male Female Male Female

25 16.80 15.30 9.50 10.30 11.00

30 11.20 11.20 20 9.10 2.50

35 850 8.50 7.10 7.60 730

40 £.47 660 350 6.70 5.30

45 475 4.55 5.20 3.90 450

30 415 4.25 4.70 3.20 4.50

55 4125 425 4.50 3.00 450
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Retirement Age Actuarial
Class A Assumption Tables
Annual rate per 100 members eligible to retire [cnntinued]
Class A-Teschers Class A-Nop-Teschers
Feduced Unredoced Reduced Unreduced
Retirement Fetirement Fetirement Fetirement

Aze  Male Female Male Female Male Female JMsle Female
55 1.0 6.3 173 133

i
E=1
-
=
-

e
L
=
L

36 1.0 6.3 125 125 30 4.4 20 80
57 1.0 6.5 125 125 5.0 4.0 20 a0
2 1.a 6.5 125 125 5.0 4.4 20 ]

% 10 15 125 175 50 6l 120 11.0

&l 20 23 125 175 6.0 &40 120 110

4l 125 120 B0 225 100 935 175 110

h2 125 13 134 1340 153 120 300 s

63 15 1S 175 115 5 120 50 175

34 175 200 209 115 173 200 530 175

45 300 350 400 s

46 130 15310 250 200

a7 B0 250 350 200

4t 134 340 30 2

aa i) 540 350 b 1]

i 309 304 30.0 300

71 300 309 300 30

T 300 300 300 300

73 300 3040 300 300

74 3000 300 300 30

75 300 300 300 30

16 304 3040 30.0 3

7 300 309 300 300

i 5000 3040 300 0

i 500 5000 300 300

B0 L0 Lk} L0 100

Retirement Age Compensation Progression

Class B Sample Rates

Annusl rate per 100 members elizible to rebire Percentage increase in
Class B-Public Safety Class B-Judical vear following indicated
Reduced Unreducsd Rednced Tnreduced Service year of service
Age Fetrement Retirement ERetiremant Fletirement 0 3.83%

£ 60 5.0 5 5.32
48 1] 50
a7 €0 50 }E :'Eg
45 &0 100 = =
i &0 100 20 419
50 0] 100 25 4.03
51 ] 100
51 =] 100 _.30 S.E.?
5 o0 100 31+ 373
34 114 150
55 150 20 150
36 13 80 34
57 1.5 20 340
38 110 20 34
59 135 20 50
60 113 20 100
6§l 250 0 104
] 250 20 130
63 50 0 127
64 250 20 M
[\ 100 00
a6 340
&7 1540
i 134
L] 300
0 100
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ACTUARIAL VALUATION

Benefit Changes

Dharing the 2014 fizczl vear, dizability and certam survivor benefite were revized
effactive for disabilities or deaths after Tuly 1, 2013 In addition, the Scuth Dakota
Cement Plant Fetirement Flan was merged into EDES effective April 1, 2014, The June
30, 2014 actuanzl valuztion complately raflacts all the provizsions of the systam in effect
on June 30, 2014, a5 outlined in the plan sumumary section of the raport.

Summary of Key Actuarial Measures

Normal cost rate with
eXpense provision
Funding period

Frozen unfunded actuarial
accrusd liability

Actuarial value

funded ratie
Fair value funded ratio

2013

actuarial
valuation

results

10.204%

A

50

100 0%

103.2%

System Membership
investment and changes and
liability experience matarity of
for year* system’
— (0.108)%
11.0% —

Changes in benefit
provisions, actuarial
methods or actuarial
assumptions effective

July 1, 20147

0.715%

(6.9)%

014
actuarial
valuation

results

10.811%
NrA

S0

100.0%

107.3%

' EDRS achurial imestmant g zmd lishility srvs o loses impact the cushion and the Sir vahes fimdsd rtin and zre smoothed and allncated directly to the resnss for fimdeng of loag-
v banaft guals over 5 years. AT SDRE actomial it Iotses 2w alloczed ivecdizmaly 1o the rasarva. Tha achormial vaina of awsats is suceased by the EDRS kil loss o

dpameased T the EDRE Labdliny gaee cach vear

* Changes 90 the mambarship e yea 1o v will cawss minor changes = the normal cost s,

* Dusalbeny med cartes suriver bemefit provisioes were chemaed by 1014 Lagslamion. T additice, the board of trestess adopted revisions 1o S morality ssseerction effectve for the Jose 30,
2014 wzluztion. The nat increass in tha achmria’ acored Skl s o 2 banedit provisies aud acmerial svmmpsoe crenges was Seeded by a 2599 million s S Srom Shg coskeon 1o the

ashurral vahe of 2ses.
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This section analyzes the ahility of the statutorily raguired, fixed membar and emplovar A ctuarial Soundness
contributions to fund the obligations of the system. Thesa cbligations mclude both past
and futurs habolities.

An impertant measure of actuarial soundness is the adequacy of combinad statutorily
raguired member and employer contribution rates' te pay the normal cost of the systam,
system expenses, and amortize the unfunded actuarial accruad lzbilite (1 one exists)
over a lmitad time, incloding interest on the habahity.

Thiz measzure of actuanal soundness 15 currently met. The funding requirements for
SDES for 2014, expressed as a percentaze of pavroll and total contributions, are bazad

on the 2014 actuanal valuation and are sumumarized in the chart below.

SDES 2014 Funding Requirements

As a percentage As a percentage
of payroll of contributions
Total statutorily required
emplover and member contribution rate 12 482 100.0
Normal cost rate at mid-period 10.561 846
Expense allowance 0.230 2.0
Total funding requirement before
amortization of frozen unfunded actuarial
accrued liability 10.811 86.6
Contribution rate available to amortize
frozen unfunded actuarial accrued liability
(if one exists)
(12.482%-10.811%) 1671 13.4
The 2014 actuarial valuation mdicates that the frozen unfunded actuarizl zecrued liability

ramains =t ¥0 and the total statuterily required emplover and member contribution rate of
12 482 percent iz sufficient to pay the normal cost and axpenszas of the system and
provides an additional amount that will contribute to the cushion and reserve in future
wears and be avalable to amortize the frozen unfimded actuanal aceruad habilite when
one exists.

! Class A weeployars zed mabers sach starmorihy coetribete € pancam :\f.cmnm”l&sﬁ:npmr mnd mgeibers gach snsorly comrinos § parcam or ? parcat of conmancrtioe
Prtcuﬂ:'gnxnh:ucmm:ockmu'po’_wwr_z m.'l“1: A meplovers comreribes 6.2 parcaat of mambar's compeessation in awcess of the Sodal Sequmsy maxinmme
teaitls comrmemsaicn. The ot siremeery comtrmtions 5o E0RS as of Fay 1, 2014, ms 12487 percast of conzidared compensaticn

* Tha Fromee umfimded actuerisl accragd ikl i 30 = of Fuby I, 2004
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\CTUARIAL VALUATION (CONTINUED)

The 2014 actuanal valuation confirms that:

a. Funding of current benefit levels for active members and sxpenzas requires 87
percent of the total contnbutions under the current actuanal assumpticns and
methods.

b. MNe unfunded actuzrizl zeerued liability exists and the portion of the statuterily
fized contributions available to amortizs the unfundad actuarial acerued lability
iz availzble to increaze the cushion and resarve for funding of long-tarm benefit
zoals.

c.  Emeess mvestment meome has been the mest significant element of favorable
axperisnce in the past, even considering tha actuarial investment loszes n fizeal
vearzs 2001 through 2003 and 2008 through 2009,

d. B2DESE currently has 2 cushion of 3720 million.

e.  BDEE currently has z balance of negative $951 million in the resarve for funding
of lonz-tern benefit gozls and net zains of $1,586 million to be allocated to the
reserve in the next four years.

The actuarial valuation methodology results in the reduechion of volatihity in the achoanial
mezsures bacansa:

2. The expactad mvestment retum of 7.25 percent of the actuarial value of azsets
and liabelity gzins and loszas are zllocated to the zctuarial valus of zzzets.

b.  Twenty percent of actuanial investment gams and liability gains and losses sach
vear are allocated to the reserve for funding of long-term benefit goals for five
vears. All actuarial mvestment losses are allocatzd mmmediztely to the resarve. In
periods of sustained gaine, tha reserve will acewnulate sufficient zszats for pre-
funding benefit improvemsnts. In the event of sustained lossas, the raserve will
be available to offset negative experience and dampen the velahility of short-term
neEafive eXperience.

¢.  During periods when the frozan unfimded actuarizl accrued lizbility is 30,
confributions over the normal cost and expanses of the systam contributs to the
cushion and reserve, providmg additional resources to offset potential futurs

zvorzble experience.

The 2014 zctuarial valuation indicates that the statutorily required employver-member
contribution rates ars sufficient to pay the current costs of tha systam (normal cost plus
axpenses). As of Tune 30, 2014, the frozen wnfunded actuarial accrued liability 1s 30,

The most important indicators of the long-term actuarial soundnaszs of the system are
detarmined by the annual actuarial valuation of the system. The soundness is mazsured
by the relationship of the normal cost to the total contmbutions available, the amount (1f
any) of the unfindad actuanal zccrued lability, by the length of the Simding period when
an unfunded actuarial accrued lizbility exists, by the amount of the cushion, the currant
balance in the resarve for fandme of long-term banefit gozls, and the net amount
remamning to be allocated to the reserve in the future.

The current SDES benefits combined with tha prazent financing and the 50 fozen
unfimded actuzrial aceroed liability result n a well-fundad system that iz providing
benefits szzantially equal to the resources availabla.

SDES 1= a consolhidated, multiple-amplover, cost-shanng refirement =vstem that does not
atterapt to determine separats or unigue funding requiremants for entittes within SDES.
However, the 2014 actuarial valuation confirmed that the tore major smployes groups
within 2DRES with different funding and benefit provisions (Class A and Class B) are
generally self-supporting (1e., the mamber and emplover contributions are funding tha
normal cost of the benefits provided under these classifications]).
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SDES iz 2 well-funded ratirement systemn. The valatility resulting from asset and liabily
gains and losszes has been minimized by the methods adopted for development of the
actuarial value of assets. Current mamber and emplover contributions are sufficient to
pay tha normal costs and expenszes and confributa to the cushion and reserve for fundmng

of lonz-term banefit goals or fund the frozen unfimded actunanal acerued Hablity whan
one exists.
Actuarial value of assets
as of June 30, 2013 $8.803.761,326
Contributions and disbursements
Actuarially determined contribution 172,001,459
Purchase of service contributions 1,450,284
Benefit payments and refunds (450,490.713)
Administrative expenses (3.853.073)
Total $(280,852.043)
Expected investment return $£628,268.513
SDRS liability gain/(loss) §(67.239,772)
Cement Plant Retirement Plan conselidation 869,519 407

Preliminary actuarial value of assets
as of June 30, 2014 $9.287.896,975

Transfer from cushion to actuaral value of
assets to fund mortality assumption and benefit
changes $359.198. 413

Preliminary actuarial value of assets
as of June 30, 2014, with transfer from cushion  $9.887.095,388

Fair value of assets as of JTune 30, 2014 310,607 554 452
Constraining values
80% of fair value of assets $8.486,043 594
120% of fair value of assets $12.729.065,390

Actuarial value of assets as of June 30, 2014 $9.887.005.388
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ACTUARIAL VALUATION (CONTINUED

Funding Policy

Benefit and

Funding Objectives

Valuation
date
1288
1290
1222
1004
1224
1047
1228
1002
2000
2001

2002

2003

2004
2005
2006
2008
2010
2011
2012
2013

2014

and Historical
Summary

Actuarial
accrued liabilice
31, U“E,..:j 60

3,539 D0E, 1193
2,056,497,152
3,471,898.003
3 927,795
4611913087
4 688 408,562
4,576,948 810
4. B18,043 6035
5,051,728,157
5,571,842.334
5,850,004 103
6,718,761,091
6,076,811,027

T.3ET.406.340
7,303,250,043
7,712, 556,672
8.452,840,063
3,803,761 324
0.BB7.005 333

The 3DEE Board of Trustees iz responsible for maintaining the system’s fumdms policy. The
current Smding policy mnclides the fandme objectives, the sstablishment of the cushion and
reserve for funding long-term benefit goals, the policy regarding consideration of benafit
mprovements and the conditions requinng recemmendation for comrective achions.

The benafit oljactives: of 3DES are to mest the needz of short- and long-term members by
providing:
#  Lifatime income raplacement from SDES resources of at laast 53 percent of final
averzgs compensztion for Class A members with 30 years of craditad servica
#  Lifatime income raplacement of zt least 85 percent of final average compensation,
meluding meome from SDEE, Social Sacurity, and personal savings of at lazst one
timas annual compensation at retirament
*  Provide limited mflation protection bazed on the SDEE funded status and anmnal
cost-of-lrving adjustments
Early retirement opportnitiaz
Westing after three years of contributory zervice
Disabality and survivor meome profection
A portabls retirsment option that allows mambarz to elect a refund of both member
and smpleyer contributions, plus mterest
®  Figk-frae market interast rats credited on mamber and emplover contributions

The funded ratic and fimding penicd are the primary measures of SDES’ soumdness.
Heowever, when no frozen unfunded actuarial acerued liabelity exists, as 1= the case at June
30, 2014, the fundme peried iz net applicable.

The SDEE funding objective was to mantain a fimded ratic m excess of 93 percent and 2
funding pe"'r.\d of 30 vears or lesz. Effective with the 2013 valuation, the SDRS fimding
eh_]er."r e 1= to maintzin an zctuarial value funded ratic of 100 percent and a fair value funded
ratio of at laast 100 parcant.

The zcheduls below presents the actuznal accrued lizbality funded ratio, the fair value funded
ratio, and the fimding period, where applicable, as of sach actuanal valuation since 1938,

Actuarial Fair Actuarial value Fair value Funding
value of assets valoe of assefs funded rafio funded ratic period

31,050,836, 11: §1.162.516,624 97.5% 110.6% fvears

. on.8 1002 46 vears

! 034 104.0 16 years

1,043, E‘ﬁ 251 0.3 1014 35 vears

1,390,1—-6 436 41 114.6 30 years

052 113.2 13 vears

246.1 1202 12 years

04.2 118.0 21 vears

24.0 1118 20 years

030, 04.4 1054 20 vears

4.624,366.872 04.7 101.0 20 vears

4 784,187 048 97.2 ooz 20 vears

5.518,225.055 07.7 002 20 vears

. g §,130.234 872 04.4 110.8 20 vears

5 665,5:5D&D 6§, 54-45291534 04.7 1168 20 vears

£,524,534 041 B,158 148 674 97.1 1114 20 vears

"84,291 625 7,312,107 461 07.2 48 20 years

§,778.520,575 5,648,747.144 918 765 A

‘T 118, E’H 593 6.496,534,9 04.3 g7o 30 vears

7,036,280 424 94.4 nze 30 vears

7,842,524 241 D26 023 10 vears

2.0 4, TOR 100.0 103.2 LIAf

10,607 554 492 100.0 1073 wa®

‘Mamber and eneplover contritutions were not aufficient to amortize tha frazen unfordad acbaarial accrued labdity
*Frozen unfimdad achzarial accrued Habddty i: 50 2s of June 33, 2013 and e 30, 20014,
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SDRS
The schadule balow comparas total actuarial acemed lzbilities to smoothed zsssts at Summaw of
actuarial value and unfundad zctuanal accried hizbilities te payrell over ima. Actuarial Accrued
The smoothed assats teo total labilities ratios show the growth of assefs compared to tha Lia blllt‘}" and
growth of liabilitias. The unfunded hizbilites to coverad payroll ratios are a measura of Unfunded Actuarial
tha ability of SDES to meet its long-term oblizations. Accrued Llahlllt}'

Lavel or incraazing values for the first ratic and lavel or decliming values for the second
ratio are an mdication of stzblz or improving funding.

Actuarial Actuarial Actuarial Unfunded Total covered Unfunded
Fiscal accrusd value of asa % of acerued  actuarial accrued payroll liability as a
year liability assets actuarial liability Liability (000,000} % of payroll
1587-88 $1,078,235,56% S$1.050.836,113 915 $27.353 456 $33000 52
1583-80 1404616511 1,275,081,534 0.8 129,524 977 582.7 222
1591-92 1.714,482.245 1,605,481.514 93.8 109,000,731 5343 15.7
1593.94 2,108,309,129 1,945 836,251 92.1 162,452,878 TEEA 206
1595.96 1,539,008,893 2390236436 941 148,772 457 3201 18.1
1597 2956497152 2813304611 952 143,192 541 8351 171
1598 3471898003 3337293439 6.1 134 504 564 3759 154
1593 3.997,827.795 3875171447 96.9 121,756,328 202.5 138
2000 4611913087 4427102390 96.0 184,810,697 5446 19.6
2001 4 638 408,362 4321403578 6.4 167,004 934 1,028.7 162
2002 4.576,548.810 4425352539 96.7 151,556,414 10801 4.0
2003 4818543695 4683 850,770 372 133,052,925 1,117.2 11.%
2004 5051, 728157 4,937,493 861 917 114234 194 1,164.0 9%
2003 5,371,842 384 5,380,990.557 6.8 190,843,027 1,206.1 158
2008 5,859.554.198 5668535060 96.7 191 459,138 1,229 156
2007 6, 718,761,091  £.326,534.941 7.1 192,226,150 1,2972 14.8
2008 6076811927 6,784 291 685 912 192,520,242 1,3639 14.1
2003 7,387,406,340  6.778,520,373 91.8 608,885,763 1,450.7 420
2010 7.393,250,948  7.119.874 593 96.3 273376,355 14911 183
2011 T7.712,556.672 7433776511 6.4 278,780,161 14805 18.7
2012 8452 840,068 7827601564 2.8 525238,504 1,5027 416
2013 2,803,761,336 E.803,761,326 100.0 0 1,519.7 0.0
2014 9.887,095,388  9,387,095,588 100.0 0 1,587.1 0.0
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SO'\FEI‘IC}F Test The sclvency test iz a companson of the adaquacy of EDES smoothed aszets to the AAL
for: 1) active mamber contributions; 2} benafits for prasent benafit recipiants; and 3)
emplover-financed active member benafits.

Acmarial accroed liability for

(1) 2y (3 Portion of actuarial accrued
Current refirees Current Lability covered by
and beneficiaries employvees: Acmarial acmarial valoe of assets for
Fiscal Alember and terminated employer valoe
vear contributicns emplovess financed of assets (1} {2) {"!-]j
1987-85 131,163,580 5387, 780,471 5440201 508 $1,050,836,113 100.0 100.0 830
L9EQ-20 283,584,425 524,168,024 306,363,282 1,275,001,534 Lo0.0 100.0 783
1901-82 350,130,362 685,081,054 678,260,848 1,605 481,514 1000 1000 84.0
1003-04 421,403,792 234,306,321 851,008,230 1.045,856,251 100.0 1000 B0.O
1905-06 484238278 1,017,938 827 1,036,841,788 2,300,236 436 1000 1000 85.7
1907 517,164,580 1,158,342,002 1,280,820,570 2,813,304,611 100, 100.0 285
1005 553,386,758 1,375,461 393 1,543 048 851 3337203 438 100.0 1000 013
Looo 580,276,444 1585041 302 1.841,710,047 3,875,171.467 o0 1000 233
2000 G1B.623 484 1 EB@ 571,734 2,]0]- "."15 gt 4.427,102.320 1000 1000 212
2001 £14,310,532 2045 346 360 2,018,7 4521,403,578 100.0 100.0 81.7
002 621,320,242 2,236,330,011 1,648.796,850 4425302394 100.0 1000 0.8
2003 741,720.353 2435211371 1,641,802,065 4 685 300,770 100.0 100.0 cle
004 BOT,055387 2,637,073,020 1 ﬁD?,SS}D EBI} 4,037,403, 861 100.0 1000 e
002 831,968,303 2087.636,584 3T.AE 5.380.900.357 o0 100.0 BE.l
006 B54,928.122 3,174,042,526 5,668,535,060 100.0 100.0 B2
007 884,141,271 405,374,537 2410245283 6,526,534,841 100.0 100.0 8.1
008 046,604,328 3.511.065.438 2,2] 5230, 111 6,784,201 635 100.0 100.0 213
1000 1,008,333,732 4041 735745 2.336,336,863 6,778,520,575 100.0 100.0 T30
I0L0 1,042,639 270 4,125 804,303 2,114}9?,31’5 7,118,874,523 100.0 100.0 877
0L 1,041,478.674 4 4.1 6,838,324 2,134,438,672 7.433,776.511 Long 100.2 T3
2002 1,046,708 327 £,000,010,285 2,49|s 122,456 7,827,601,564 100.0 100.0 75.0
013 1,053,144 683 5,180,038.332 31,557,308 3,803,761,32 1000 100.0 100.0
2014 1,057,001 044 5,002 266,864 2,9115 336,580 9,887,085 388 100.0 100.0 100.0
Schedule of Active o . Covered %0 increase
. Valuation # of active payvroll Average in average

Member Valuation date members {000,000) annual pay pay

1287 27,906 5002 17,024 19

Data 1288 28411 3300 18,655 4.1

1089 28,740 3540 19,302 35

1220 28378 582.7 19,835 2.8

1921 30,524 616.8 20,207 18

1222 31,717 6243 21,880 83

1223 32,512 7311 22487 27

1224 33,301 788.6 23,681 53

1895 33,380 2111 24207 26

1224 31,624 20.1 13,138 3.5

1997 32,387 2351 25,776 25

1228 532,003 8750 26,620 33

1222 33,664 o025 24,810 0.7

200 34180 944.6 27637 EN

2001 34,387 1,020.7 20,515 68

20102 35,130 1,050.1 30,745 21

2003 35,114 111732 3L,B1E 35

20104 35408 1,164.0 32875 33

2005 35,774 1,204.1 33,715 26

200 36,074 1,219.0 32084 11

2007 37,311 1,20732 34,760 20

20038 37,707 134328 36,170 &0

2009 38,506 L4507 37,586 R

2010 Se.014 14911 38,220 1.7

2011 3B.400 1,400.5 38,725 13

2012 38107 1.502.7 39,318 14

2013 38,504 1,519.7 39377 ol

2014 38,031 1,587.1 40,743 3.3

! edliveras the parcanzgs of Liakiites o this caegory caredly fmded after fudby ﬁm'_w.ﬂmx (L) (2

sEE B T EEEBAEEE R EEAEE R ES R R R E R EEAEEE A YL
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The schadule below identifies retirses” and benaficiaries’ benefits considared in tha Schedule of Retirees
currant and previous actuanal valuations. . .
and Beneficiaries

Added to and

Removed from

Benefit Payroll

Nuomber Annuoal Annual Annual
Beginning Numhber removed End pension pension pension Average %% increase
Valuation of year added to from of year added to removed benefit annual in average

date halance payroll  payrell balance payroll from payroll amount benefit benefit
2002 15,350 1,051 348 15893  514.781382 %4 286,693 §175,339,813 311,033 54
2003 15,853 1,112 364 16441 16,504,111 4612777 191,738 495 11,662 5.7
2004 16441 1,207 615 17,029 15,647,803 4,991,607 211424721 12416 63
20053 17.029 1,121 602 17458 16,855 458 4570672 2128465 621 13,020 4.5
2006 17458 1,130 602 18,076 17273 416 5,866,751 245707324 13,593 44
2007 18076 1,308 G683 18719 20,128,796 5,689 854 2165522 928 14206 4.3
2008 18,719 1,279 677 19321 20,931,066 6,937,387 297,672,788 15407 83
2009 15,32 1,293 667 15,949 21,285,086 7,428,345 318,358 151 13,963 36
2010 15549 1,318 T08 20,561 20,287,303 8415997 335,034,177 16295 20
2011 20,561 1,575 675 21457 27,164,131 3,006,512 359,385,525 16,745 13
2012 21457 1,663 712 22408 26,727,462 8,827,261 386,478,319 17247 30
2013 22408 1,583 T84 23327 27,239.69% 9535172 410,675,002 176035 11
2014 23327 1,975 740 24 562 33,048 342 10,296,588 444 473 633 18,096 23
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ACTUARIAL VALUATION (CONTINUED)

Comparison
of Actuarial
Valuation Results

Active members
Mumber
Average age
Average credited service
Amrnual prior vear's compensation
of merbers
Average annual compensation

Benefit recipients
EETIRED MELBEERS
HMumber'
Average age
Total annualized benefits
Average annualized benefits
EENEFICIARIES
Number'
Total arnuzlized benefits
Average annualized benefits
DISABILITIES
Mumber
Total annuzlized benefits
Average annualizad banefits

Total benefit recipients
Mumber
Tatal annual benefits
Average annual benefits

Terminated members
Mumber—rvastad
Mumbsr—nen-vested
fareiled v aeaummbnted oo onih
Total termmatad members

Tatal system members

Results of actuarial valuation

MNommal cost  (without axpensas)
(with expenses)

Frozen unfundad actuarial acerued
lizbilitv
Fair value of assets
Artuarial valua of assets
Actoarial aceruad lizbility (AALY

Actuarial value fonded ratio
Fair value funded ratio

Fundmng period

2013 actunarial
valuation
38,594

43,6

114

81,519,731.367
538,377

20,004
716
§374.412 454
518,717

3,016
$32,136.307
10,672

307
34,079,701
513,285

23,317
$410,675,002
517,605

8,363
6,319

15,182
77103

9552%
10.204%

50
£9.085,706,T08
18,803,761.326
£8.803,761,326

100.0%
103.2%

/A

* In adidiviom, thers ars 163 and 179 mageebars or heanaficiaries 25 of Joly 1, 2013, and Faly 1, 2614, respectively, o
et are wmamly smpanded, im who oe exdled w0 S et
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21014 actuarial
valuation
38951

433

113

$1,587,075,036
$40,745

21,139
716
5405,641,717
215,139

3,116
$34.736.072
211,148

307
34,094 866
413,338

14,362
5444 472 633
218,096

8702
7111

15,813
79,326

10.561%
10.811%

0
§10,507,554,482
55,887,095,388
$9,887,095,388

100.0%
107.3%

NiA

change

0.7
0.5

33

q
i

28

41

42
19

6.1
3.9

16.7
12.3
123

0.0
4.0



South Dakota Retirement System (SDRS)

SDES was astzblished effactive July 1, 1574, The Jupremsa and Cirewt Court Judicial
Retirement System, Distnict County Court and Municipal Court Tudzes’ Retirement
Program, Scuth Daketz Teachers’ Fetiremant Svstem, South Daketa Municipal
Fetiremeant System, South Dakota Law Enforcement Retirement System, South Dakota
Public Eraployaess’ Fetirament System and South Dakota Board of Fegant: Fetirament
System (effactive Tuly 1, 1975) ware consolidated inte SDES.

SDES 15 2 povernmentzl retirement svetem created by Act of the State of Bouth Dakota.
The Fetirement Systam i3 administerad by the Board of Trustees consisting of two state
government mambers; two teacher members; a parficipating municipality member; 2
participating county member; a currently contributing Class B member other than a
Justice, Judge or magistrate judze; a justice, judgs, or magistrate judse; a pariicipating
clazzified employes member; one head of a princtpal department or one head of a bureau
under the office of executive managemant; an individual appomtad by the govamor; 2
county commissioner of a parhicipating county; 2 schoel district board mamber; an
elected municipal official of 2 participating municipality; a faculty or administrative
meamber emploved by the Board of Fegants; a retiree; and an investment council
representatrve, ex-officio non-voting.

The board of trustees appomnts an administrator as the system’s chief executive officer.

Employers melude the Stata of South Dakota and itz departments, bureaus, boards, or
commizsions, and amy of s governmental or political subdiizions or any public
carparation of the State of South Dakota that alects to become 2 participating umt.

All of the follewinz parmanent full-time emplovees are includad as Members in the
System:
®  All state employees;
#  Allteachers;
o All justices, judses, and magistrate judges;
o Alllaw eaforcemant employass of counties and mumieipalities that are
participating with thewr Class B employees;
s All zenerz] emplovass of counhes and momeipalines that are participating with
thetr Class A amplovess;
o All elassified amplovees of school districts that are parheipating with thewr
clazsified emploveas;
e All emplovess of the Board of Fegants;
o All state law anforcement officers.

Employees of the Department of Labor hirad before July 1, 1980 who alected to remam
coverad undar 2 former retirament plan, and members of the goveming body of any
participatng county, mumicipality, or other public subdraision zre excluded from EDES
membarship.
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PLAN SUMMARY (CONTINUED)

Service Considered

62

Compensation

Final Average
Compensation

Employer
Contributions

Memberzhip 15 immmedizte upon hirs and 1z subdivided into thrae classes as follow:

#®  Clazs A members: all members cther than Class B members.

#  Clazs B members: members whe are justices, judges and magistrate judges (Class
B Judizial Members) and state law enforcement officers, mumicipal police,
municipal firefizhters, penitenhary correctionzl staff, county sheniffs, deputy
county shenffz, conservation efficers, parels agents, air rescus firefighters,
campus security officers, court services officers, certain park rangsr: and cartain
jatlers (Class B Public Safery Members).

#®  Clazz C members: formmer membars of the Cemant Plant Ratirement Flan which
was merzed inte SDES effactrve Apnl 1, 2014

Clazz A members constihata 53 percant of SDEE membership.

Cradited Service is the period of emplovment for an 3DE.S member which 1= considerad
in determunming the amount of benefits. It includes the followms:

®  Vears and fractienal vears for which member contmbutions were made
{contributory service).

#*  The peniod of nen-contributery service credited prior to July 1, 1974 under the
prier refiremant svstams consolidated under this svstem,

#  For emplovees of the Board of Fegents, the period of service between Apnl 1,
1964 and June 30, 1975 for which purchase was made to Bankers Lifa and the
peried of sarvice prior to April 1, 1964, up to 2 mamum of 20 years, for which
purchaze was: made.

#*  Penods of non-contributory servics credited due to spacific lezislation sinea

1574

Cradited service mavy be purchased for public emplovment for which members are not
antitlad to retirement benefits, 2t a cost reflecting an actuanally determined shding scale
bzzed on age, subject to 2 minimum of 100% of combined mamber and employar
contributions. Credited sarvice purchazad aftar Tuly 1, 2004, shall not be considered
contributory service for ehipibility purposes. Credited service 15 purchazed with an after-
tax payment unlezs the member’s amployer elects to perit purchase on 2 pre-tax basiz
under Section 414(k) of the Internal Feverme Code.

Compensation 1z W-2 wages, plus any amount used o purchase a member’s individual
retirement plan, pluz a member’s contmbution to SDES made on a before-tax bazis, plos
any ameount contributed to 2 Section 123 cafeteriz plan, paid during the peried of eredited
sarvice. Compenzation does not includs lump sum tarmimation pay. Compenszation for
membars hirad after Tune 30, 1996 iz limited a3 prescribed in Section 401(a){17) of tha
Internzl Ravenue Coda

Fmzl average compensation 15 tha highest average annual compensation samad by a
membar durmg 12 conzacutiva calendar quarters of tha last 40 such quarters durins
periods of credited service. The final average compensation 13 limitad by statutery
provisicns that prevent extraordinary increazes in compensation mmmediately before
retiremeant.

Emplover contributions equal thoze amounts contributed by members axcept for the
additional contributions noted on the naxt paze.
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Clazz A mambers: 6 percant of compenzation
Clasz B Public Safety members: 8 percent of compensation
Claz:z B Judicizl mambars: 9 percent of compensation

hlember contributions are mads on 2 pre-tax basis as permittad undar Saction 414(h) of
the Intemazl Revenue Code.

Accumuolated contritutions are aqual to member contributions and 83 pereant of
emplover contributions (or 50 percent of amplover conimbutions for members with less
than thraa vears of contributery service) cradited with mtersst on 2 monthly bazis at a
rate anmually established by the board of frustees, that 1= no greater than 90 percant of the
average 91-day 1.8, Treazury Bill rate for the immediately preceding calandar vear. Such
rate shall have no mmimem hmitation and shall not be graatar than the assumed rate of
mvestment retum, which is currently 7.25 parcent.

For members who termmated prior to July 1, 2010, the percentage of emplover
contributions is 100 percent with three or more years of contributory servics or 73
percent with less than three vears of contmbutory servica.

Effactive July 1, 2002, amplovers contribute 6.2 percent of Class A member’s calendar
wear compensation n excess of the maximum taxable amount for Secial Securnty for the
calendar vear. These additional contributions are not meluded in accumulated
contnbutions.

Eighty percent of the benefits provided as “primary msurance amount or primary Sccial
Becurity” under the Federal Secial Security Act.

The annual increase in the amount of the SDE.S benefits payable cn each Tuly lstis
mdexed to CPI and bazed on SDES funded status:
#  [fthe 3DRS market value fimded ratic 1= 100 percent or more—3.1 percent COLA
e [fthe 3DES market value funded ratio iz 30 percent to 999 percant, index with the
CFI
* 90 parcent to 99.9 percant funded—2.1 percent minmmum and 2.3 percent
maximum COLA

* Bl percent to 90 percent finded—2 .1 percent minimum and 2.4 percant
maximum COLA

®  Jfihe EDES market value funded rafic 15 less than 80 percent—31.1 percant COLA

All benefits except those depending on the member’s accumulated contnbutions ara
anmually increased by the cost-of-living adjustment.
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PLAN SUMMARY (CONTINUED)

Mormal Retirement — The nommal retirement date 15 age 65 with three vears of confmbutory sarvice for Class &
Dat and Clazz B Judicial membars of the svstem. Mormal retirement date iz aga 35 with thras
ate vaars of contributory sarvice for Clazs B Public Safety membarz.

MNormal Retirement  nMembers srs entitled to retirs with 2 bazefit commancing the first of the month in which
Benefit thay raach normal retirement date and are payzbla for lifs, with an automatic 50 percent
surviving spouse’s benefit paid for the spouse’s hifetima.

Class A Benefit
Tha Clazs A banefit 1s the larger of that provided by the following standard formula or
altemata formula:

Standard Formula

Enhanced Benefit
1.7 percent time final average compenzation timas years of cradited service az a Clazzs A
mamber before July 1, 2008, plus

Base Benefit

1.55 percent time final averags compensation times vears of cradited service az 2 Class A
mamber after Tuly 1, 2008,

OR

Alternats Formulz

Enhanced Benefit

2.4 percent times fimal averaze compensation tumes vears of eredited service as a Clazz A
mamber bafore July 1, 2008, pluz

Base Benefit
2.23 percent times final averaze compensation times vears of credited service as a Class
A member after July 1, 2008, lezz

80 percent of primary Secial Security benefit.

Class B Public Safety Benefit
Tha Clazzs B benefit for Clazz B Public Safaty mambars 120

Enhanced Benefit
2.4 percent times final averaze compensation times vears of credited sarvice asa Claze B
FPublic Safety member bafore July 1, 2008, plus

Basze Benefit

2.0 percent times final averaze compensation times vears of credited sarvice as a Clazz B
Public Safety member aftar July 1, 2008,
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Class B Judicial Benefit

Tha Claszs B benefit for Class B Judicial members 15 determmed by adding the enhanced
znd baze benefit for both the first 13 vears of credited service and vears of creditad
sarvice n excess of 13 wears, as follows:

First 13 Years of Cradited Service

Enhanced Benefit

3.733 percent imesz finzl avarags compensztion times the first 13 vears of cradited
sarvice as 2 Clazs B Mdicial member before July 1, 2008, plas

Base Benefit
3.333 percent timesz finzl avarage compensztion times all other such vears of cradited
sarvice ac 2 Clazs B Mdicial member after Tuly 1, 2008,

PLUS

Years of Credited Sarvice in Excass of 15 Vears
Enhanced Benafit
2.4 percent imes final average compensation times vears of credited service as 2 Clasz B

Judieial member before Tuly 1, 2008, i axcess of 13 vears, plus

Base Benefit
2.0 percent times final average compensation fimes all other such vears of cradited
service as a Class B Tudicial member after Tuly 1, 2008,

All ef'the above benefits are paid monthly.
SDRS benefits are hmited to the maximum banefit undar Section 415 of the Internal

Ravenue Coda, excapt for tha pertion of benefits attnbutabls o any after-tax
contributions made prior to July 1, 1984,

Tha monthly benefit payzble upon retirement after normal retirement date iz based on DE'B._VEC] Retirement
creditad service and final average compensation to date of actal retirement. Benefit

Tha spectal ezrly retiremeant date for Clazz A members iz the date at which 2 member’s Special Earl'_llf

age plus credited zervice total B3, but not lass than age 55. The spacial sarly retirement Retirement Date

date for Class B Judicial members 1= the date at which age plus credited servica total 30,

but not lezs than age 35 The specizl early retirament date for Class 5 Public Safety [RUIE of 35! Rule of
manbers is tha date at which age plus cradited service total 75, but net less than agze 45. Bﬂ, and Rule of TS:I

hlembers are entitled to retire at special early retirement date with a benefit equal to the
normal retirement benafit based on credited service and finzl averaga compensation to
date of retiremant, with no reduction for early payment.
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PLAN SUMMARY (CONTINUED)

Early Retirement
Benefit

Vested Benefit
and Portable
Retirement Option

Disability Benefit

Any member with at least three vears of contributery service can retire 1n the ten vears
preceding their normal retirement date. The membar will be entitlad to recerve the
nonmal retiremant benafit bazed on credited zervics and final averaze compenzation te
date of retiremant, reduced by 1/4 of 1 percent for each full menth by which
commencement of pavments precedes the earlier of the nommal retirement date or the
special sarly ratirement date. Benefits commence on the first of the menth following
retirement (or the data choszan for payment to commence] and 20 dzvs after the
application for retirament banefits has baan recaived by 3DEE.

A terminated member with at laast three years of contributory service will be entitled to
receive the normal or early retirsmant banefit payabls at etther nommal or early retirament
bazad on the member’s cradited service at the time of tarmination of emplevment and
wcrezsed by the cost-oftliving adjustment from the date of termunation to the date
banefits corumence.

In lien of amy menthly Lifstims retirement benefits under the svstem, a terminating
member mav recerve a lump-sum of hiz acowmulated contnibutions under the portable
refirament option. Members whe are rehired may redeposit their accumulatad
contributions plus mterast within two vears of rehire to reinstate thew credited sarvice.

A comtributing member, who becomes dizabled with at least thres vears of contnibutery
service, of was dizabled by accidental mezns whils performing the usual duhies of his
johb, iz entitled to an immediate monthly disakality benefit.

Feor disabality applications recerved on or bafore June 30, 2015, the disability benafit i=
equal to:
#  For the first 36 months, 50 percent of the member's final average compenszation,
inereazed 10 percent for each elizible child to 2 maximum of four chuldran.

¢  Starting with the 27th menth,

1f the mamber iz recarving dizzbility benafits from Zeocial Secunty, the

greater of:

# 3 parcent of final average compensation plus 10 parcent for sach aligible
child to a mammum of 90 percent lezs the amount of priumary Social
Security.

# 20 parcent of final average compensation increased by the COLA

» tha unreduced acerued retiremant banefit at date of dizabality

— 1f the mamber iz net recerving disability benafits feom Becial Secunty, tha
greater of

s 20 parcent of final average compensation nereased by the COLA

# the unreduced accrued retirement benefit at date of disabality

The maxinmuwm benefit iz 100 parcent of finzl averags compensation (ncreazad by the
cost-of-lrving adjustment) reduced by samad meome and primary Social Seeurtty.

The zbova bensfits are payable menthly,

At zga 65 (or when there ars no eligible children, 1f later), but not bafers five vears of
dizahility, the benafit pavahls 1z converted to the normal retiremsnt benefits hazed on
compensation mereasad by the cost-of-living adjustment for the period between the date
of diszbility and normal retirament date (projected compensation), and credited zarvice
2z 1f smployment had continued unintermupted to nommal retiremant data (projected
cradited servica).
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For dizzbility applications recervad zfter Tume 30, 2013, the dizability henafit iz agual to the
greater of:

® 15 percent of the membar's final average compenszation at the date of dizablity
& the unrsdoced zccrued retirement benafit at the date of dizability

The zbove benefits are payzable monthly.

For purposzas of determuning the eligibility of 2 surviving spouse, the banefit 1z considerad 2
retirament benafit when the mambar attains ags 5.

Pre-Normal Retirement Age and Post-Disability Deaths Survivor Benefits
For deaths on or before June 30, 2015:

If an active mamber with at least one vear of contributary service, or 2 member raceiving 2

dizability benefit commencing after Tulv 1, 1574, dies, the surviving spouse having the care

of eligible dependant children wall receive an mmmediate banefit equal to 40 percent of the

mambar's final average compensation, merezsed 10 percent for sach child to 2 maximum of

six children Ifthe survrving eligible dependent children ars tnder the care of 2 guardian,

tha benefit payzable will be 20 percent of the member’s final average compensation for sach

cluld (to 2 maximum of five childran).

The zbova surviver benafite are zll payzble meonthly without maprovements and reduced by
73 percent of primary Secial Security benefit.

If no banefit 1z payable as defined above or pavment has ceased, and the membear’s
accumulated contributions have not been withdrawn, the spouse iz entritled to receive at the
spouse’s aga £35 a benefit equal to 60 percent of the normal retiremaent banefit that would
have bean pavable to the daceazed member at nermal retirament date bazed on projectad
cradited service and projected compensation, and further increazed by the cost-of-living
adjustment for any fime between nommal retirement date and payment commencament date.

For deaths after June 30, 2015:

If an active mamber with zt least thres vears of contributory service, or a member recerving
a dizabulity banefit approved after June 30, 2013, dies, the aligible dapendent childran will
recaive an immedizts benefit equal to the greater of:

& 15 percent of the membar's final average compenszation at the date of dizabelity
®  the unreduced accrued retirement benafit at the date of disability

The banefit will ba eplit aqually zmong any &lizible childran of the membar. The banefit
ceazes if thare are ne elizible children If no banefit 1= payable as dafined zhove, the spouss
15 entitled to recerve at the spouse’s aze 6% 2 benefit equal to 60 percent of the benefit
payzblz above mereazad by the cost-of-living adjustment for any fime between the date of
tha member’s death and payment commencament dzte. If the benefit caazas dus to no
zligibla childran the benefit is merezzed by the cost-of-living adjustment for any fime
betwasn tha date benefit ceazed and payment commencemeant data.

Az of July 1, 2012, a member’s spouse mav elect to comumeance survivor benefits at age 53.
The zarly viving spouse benafit if reduced by five percent for each vear befora the
spouse’s aga B3

Post-Normal Retirement Age and Post-Eetirement Deaths

Upen the death of 2 ratites or any member at or bevond nermal ratitement age, the
survIving spouse 1= entitled to receive &0 parcent of the menthly retirement benefit the
member was recerving or was eliztbls to racaive.
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PLAN SUMMARY (CONTINUED)

Terminated Member
If a member diss prior to benefit commeancement, the accumulated contributions are
refunded to the designated benaficiary, chuldren, or estate in a lumnp sum_

Optional Spouse Coverage

Pror to June 30, 2010, a member could have elected to provide an additional benefit
pavable to the surviving spouse withm 365 days after becoming a member, within 90
days followme attainment of age 33, or withm 90 days after the first anmiversary of
marriage. Thiz optionzl coverage may continue mtil the member’'s spouse attamns age 63,
the death or disability of the member, the death of the member’s spouse, tarmination of
the member's marriage to his spouse, or the member's termmation of employment.

The slactad additional monthly benafit iz aqual to 40 percant of the member’s final
average compenszation multiplied by the cost-of-liing adjustment for aach fall vear
between the date of death or disability of the member to payvment commencement. Such
benefit 12 paid upon the member’s death from the time thers are no eligible children until
the spouse diss or attamns age 63,

The cost of this protection 1= paid by the member through an additional coeninbution of
1.5 parcent of compensation, which will not be matchad by the emplover and 1= not
refundable.

Accumulated Contributions as Minimum Benefits

If the ageregats benefit pavments racaived b a member and the member’s beneficiary
{emcluding banefits recerved undear the optionzl spouse covarage benafit provisions) do
not equal the sum of the accumulated contributions, then the diffsrenca will be paid to
the member’'s designated beneficiary, children, or estate in a lump sum.

DPtiDﬂﬂ' Forms of The monthly retirement benafits may be modified to an opticnal form of payment which
Retirement iz the actuarial aquivalant of the benafit due under the system. A Sccial Security leval
PB._V ments income payment ophion 1s available for mambers who retire bafore age 62.

Administrative Admimstratree expenses are paid from the svstem’s assets in zn amount not to excesd 3
EKPE‘ nses percent of the annual member and smployer contributions recefved by the system.

Retired Members Feetirad members” and tanminated vested members’ banefits have bean merezsed to
reflect the benefit formmula currently in effect for actrve membars.

This plan summary is effective July 1, 2014,
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STATE INVESTMENT OFFICER'S LETTER

TO THE 50UTH DAKOTA RETIREMENT SYSTEM BOARD OF TRUSTEES:

Thiz letter summarnizas fscal vear 2014 mveshment performance for Scuth Dakotz Eetirement Svstem (SDEE) assetz and
discusses imvestment ohjectives, imvesting for the long term, and future refum expectations. Additional information about
the imvestments may be found in the Scuth Dakota Investment Council annual report available at v sdic od gov.

FISCAL YEAR 2014 PERFORMANCE

The fizeal vear 2014 investment retum was 18.9% net of mvestment managament cost. Thiz excesded the Investment
Couneil’'s market index-bazad benchmark return of 17.5% and the median stata fund net retum of 16.9%. The rezl estata
category contriboted most significantly to the owtperformance followed by global aqguity. The other categories and
zllocation zcross categeries did not siznificantly impact performance relative to the benchmark.

INVESTMENT OBJECTIVES

The Comneil’s ovarall chjsctive 15 to prudently manags SDES assats to achisva and excsad the retums availabla over the
leng term from the mvestment markets. The Council has two specific objectrves. The first 1s to achieve and esceed the
zctuarial astimated refurmn over the lons term to help assurs the financial health of SDES. The cother 1= to add value over the
long term varsus the Council’s market mdex-based benchmark.

INVESTING FOR THE LONG TERM
The Council has manazed SDES azzets since consolidation m 1974, Since mception, investment returms have meaningfully
excazded the Counctl’s market mdex-bzzed banchmark and ether state retrremant systems’ returms across the nation.

The Council mvests in azzats balieved to be undervalued from a long-term perspectrve. The investment valuation process iz
based on the view that the worth of an aszet 1= the prezent value of itz fufure cazh flows. Internal rezesarch efforts focus on
esfimating future cash flows and zszeszing risk which mpacts tha rate uzed to dizcount cash flows to presant value.

Fazults can vary significantly from year to year wi lﬂ'l many interim pertods of underperformance m the Couneil’s history.

Whether an individual vear iz goed, bad, or average, it 1= impertant to be mindfiul that the Council mvests for the long term.
Acticns taken i one vear mav mmpact pa’fcr:lm:a several vears down the read The long-term success has resulted
primarily from adhermz to the long-term strategies durmg undarperforming penods.

RETURN EXPECTATIONS
The Council balieves market retum expectations should be based on forward-lockmnz lonz-term cash flows rather than
extrapolation of past returns which tend to relate mversaly to future results.

Az of Tune 30, 2014, long-term expected returns were 2.53% for bonds and 7.5% for stocks. Low interest rates forachadow
low future bond retums. The expected retum for stocks iz also lower than e:i.'uad on average historically. The sxpected
long-term return for the overall SDES portfelio, which 1= diversified across a number of asset categones, 13 £.8% to 7.2%
depending on inflation sxpectations. Thiz excludes any impact of withdrawzls from the find and any value added or
datractad relatrve to mdex retumes. The axpactad retum iz the mid-pomt of a range of poszible outcomes. The one standard
deviation range, which statistically Eﬂ.l:D'm]JEIS-:.E:. the ceniral two-thirds of potential outcomes, 15 2.0% to 11.6% per anmum

for a ten-vear horizon and 3.4% to 10.2% for a 20-vear herizon.

History has showm that following largs out-performancss, like experiencad in the past coupls vears, opportunitiss may be
sparse for a time. Chaszing lesser oppertunities has tended to backfire when those azsefs became much cheaper later. Tha
leszon leamed 15 to wait for worthwhils opportomities, and when absent, to be satisfied with modest results until better
opportunities come aleng.

The Couneil values the axcellent cooperative ralationship with the SDES Board of Trustaes and staff. The Couneil baliaves
this teamwork and a diseiplined focus on long-term mvestment value will serve us well in the dacades to come.

Submitted by:

Mw/—ff:fﬁﬁ

Matthew L. Clark, TFA
State Investment Cfficer
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INVESTMENT ANALYSIS

The SDES trost fiund 15 mvestad under the direction of the South Dakota Investrment Council. The Investment
The Council 1s composed of five members at large with financial backgrounds and three ex- c il

officio members, the State Treasurer, the Commissioner of School and Public Lands, and the ounci

SDES Executive Director/ Administrator. The Council i= 2 policy-makmg board and attends

to matters such 2z azset allocation, portfolio stratesy, and the selaction or dismizzal of

outside mvestment managers.

The data in the invastmeant saction of this report was prapared by the South Dakota
Invastment Commeil The South Dakota Fetirement System in conjunction with the South
Dakota Investment Council and external auditors, Eide Bailly, prepared the investment
section of this report.

The South Dakotz Investment Couneil has two specific ohjactives for managzing the assetz of Investment
the Scuth Dakota Fatirement System. The goal 1= to assure the continued financial health of Obje ctives and

SDES. .
Policy
hisating tha first ohjective as follows will azsurs that thiz gozl is mat:

¢ Achieve and excead the actuznal rate of retum over the long term

The actuanal rate of retum 1= an estimate made by 2 retirement svstem’s actuary of the
mvestment refurn achievable over the long tarm threugh investing m the capital markets, The
refurn estimate, along with other actuarial estimates relating to 1zzues such as mamber
longevity, salary changes, and tumever, are used by the actuary to assess the funding status
and overall health of a retirement system. Achievement of the actuarial retum estinate is
mnpertant to contimued fmancizl strensth of SDEE. Additional retum above the actuarzl
astimate can strengthen the financial condition and'or provide zadditional resourcas to address
SDES benafit zoals.

If investroent markets do not zllew the Couneil, or the Council simply fails, to achieve the
astimated return over the long term, South Daketa law may require benefit raductions,
contribution changes, or both. It 15 important that the actuarial estimated returm ba 2
reasonable expactation of what the capital markets can deliver, ar it mayv not be reahistic to
expect to achieve this objective.

¢ Achieve favorable total fund performance over the long term relative to the
Couneil’s market indax-bazed benchmark

This iz the most important specific investment objective in judging the Council’s delivery of
a competifive rate of retum. The objective 13 to achieve and exceed the mdexed returns that
would be eamed if EDES was imvestad i the Counctl’s selectad capital markets benchmark.
The kay mvestment policy decision made by the Council i= asset allocation.

The mvestment council strives to outparform the passive opportunity that axists n each of
the asset categonies m which SDES assets are involved.
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INVESTMENT ANALYSIS (CONTINUED)

South Dzkota Codified Law 4-3-27 requires that the South Dakota Refirement Systam
rudent Man
Standard trust fiund ke invested according to the Prudent hian Standard. South Daketa Codified
naar Law dafines the Prudent Man Standard as follows:

Anv investment under the provisiens of 5D Codified Law Sachons 4-3-12 to 4-3-
38, inclusrve, shall be mads with the exercizs of the degres of judgment and care,
undar circumstances then prevailing, which persons of predence, discretion, and
infelligence axercized in the manazement of their own affairs, not for speculation
but for imvestment, considermng the probable safaty of their captal as well a5 tha
probzble income to ba darived.

Though meonthly benafit pavmeants excesd monthly conmbutions, the Scuth Dakata
Ratirement System 1= not subject to sudden, substantial, and unexpected withdrawalz. As
a rasult, 1t 1= not neceszary to hava a lugh percentaze of assats m short-termm mvestments
unless this 1= dzamed to be the best mvestment strategy. This allows the trost fund to be
2z fully invested in stocks, bonds, and other altematives az imvestment stratesy dictates.
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INVESTMENT ANALYSIS (CONTINUED)

Schedule of Management
Investment Investment managers EXpenses
Management R— :‘: “’fl’l . ?ﬁgér‘:
polla 338677
Expenses Elackstona Cradit Liquidity 7640
Year Ended Blackstons Private Equity 118,040
June 30, 2014 Elackstone Feal Estate Partners 1,692,785
) Brandes 241,660
Capital Internztional 1,184,733
Carzill Nerth American Real Estate Partnars 312650
Carlyls 1,664,706
Cinven 2,384,000
Meubargar Barman E3,019
CviC 431264
CVI 1,104,958
Cyprezs Merchant Banking Partners LP 44
Dimenzionzl Fund Advisors, Inc. 211463
Doughty Hanzon & Co. European Faal Estate 1,138 434
Doughty Hanson 511,240
Elevation Partnars 134352
GE Aszset Manazement China 1426,3%3
GE Aszzet Management Commoditiaz 1427
EEFR Azsociztes (110.74T)
Leone Star Real Estata 3,101,053
PINICO 1,866
Fiverstons 1,383,022
Rockpoint 1,664 058
Sandars 781,927
Silver Laks Partners LP 3223879
Starwoed 675,164
TCW 2301418
Total investment activity expenses 6233
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Global Equity
Internal CGlobal Equity
Intemal High Qualice Equiny
Internal SmallhJid Equit
Brandaz
Dimenzional Fund Advizors
Sanders Capital

Equity Index Fumnures

Private Equity Limited Partmerships
Blacks=tone Capital Parmers
Capital Intemmational
Carlyvle

Crnvan

Credit Suizze

CWiC

Crypres=

Droughty Hanson

Elevation

EEF.

Mzubarzer Benman
PinsBridza

Eliverstone

Silver Laks

Asgzressive Absolote Return {AAR)
Bridgewatar
Sanders Capital

Real Estate Limited Partmerships
AREA Property Parmers
Blackstone Feal Extate Parmers
Cargill M A Feal Estats Parmers
Dioughiy Hanson

Lone 3tar

Rockpomt

Starwood

Fired Income—Investment Grade TIPS
Interns] Investrnent Grade
Trezsury Financiz]l Famres

Fixed Income—Hizh Yield Thstressed Debt
Internzl High Yield

Blackstone

CarVal

TCW

Commodities
Cash and Cash Equivalents

Intemzl Shift Account
Cazh fom Funres

Fair
Value

oy
¥

5,182,803 241
244 012,146
461,305,215
52540276
52,706,460
41 246 640

334,846
73,850,901
6,134,105
71043656
2,178,637
25.454,357
3,033,345
5,018,618
34,105,242
142,252,246

82,115,450

21,005,112

14 688,636
1,231.422,340
31,337,741
28,204,274
26,812,104
25.080,513
40,575,107

051,811,080

Futures
Exposure

$1,421.166,750}

1,002,655,370

SDRS

Summary of
Investment Portfolios
As of June 30, 2014

Capital

Percent of Alarkets
Fair Value Fund Benchmark

with Futures with Futures Percent
§4.620,636,037 43.6 56.0
240,154 669 2.0 0
104,120,362 1.0 L]
1,518,520.715 143 20
1,350,322 460 127 180
604,622,373 £.4 T
0 2.0 1.0
1,352,011,766 1238 a0
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INVESTMENT ANALYSIS (CONTINUED)

Asset Allocation Ths allocation of assets to vanous categories such as stocks, bonds, real estate, and
others haz the largest impact on investmant sutcomes. The Investment Couneil
establizhes a benchmark asset allecation which conziders expected retums and rizk as
well 2z the likeliheod of achisving the mvestment objectrvas for SDEE cver the long

term.

Azzet category risk 1z measured by standard deviation, which iz a2 mezzure of velatilify.
The degree that catezcnias diversify each other iz measured by comelation. Orverall fund
rzk 13 2 fanction of the standard daviation of the mdividual assat catezonas and the
correlation among them. Fund liquidity 1z zlso monitorad. Conventional statiztical
meazuras of standard deviation and corralation ara helpful for understanding risk in
normal times but undarstats real-world frequency and magnituda of severs markat
declmes.

The expactad long-term raturn as of June 30, 2014, was 6.8 percent. Thizs excludas any
potantizl value added or detracted relative to indax raturns resulting from managmg the
fund. The rate of inflation embedded m the expectad return was 2.3 percent. Standard
deviation was sstimated to be 13.4 percent after adjustments to capture real-werld
fraguency of adverse events. Theza statistics indicate a 86 percent chance the return for
any vaar would ba between (3.8] percent and 22.1 percent and a 95 parcent change the
retum would be hetwaan (23.9) percent and 37 5 percent.

An additional nsk measure 15 the amount of squity-like rizsk m the overall fund. It can be
difficult to understand ovarall fund risk given multiple assat categories that can each
behave uniquely. The current equity-lika risk measure focuses on the sensitivity of eaach
azzet catezory to a severs stock market decline. The analysis 15 done separately for
mflation and daflation-relzted stock market declines. The senzitivitias are agsragated
based on the percentage 1avested in each category to determine the overall fund aguty-
like rizk. The aquity-like rick level iz adjusted n response to valuztion atiractivensss.

SDRE zzzet allocation and underlving zsset performance have continued to
generzte an atiractive nisk versus return profile. Ongoing analysiz dealing with
both the risk and retum potential inherent in the Investment Council’s azset
allocation iz zn important element of continuing successful azset management

for SDES.
Asset Allocation 630714
6/30/12 §/30/13 6/30/14 ack Wit 10 -

Clobal equities  50.1% 50.7% 43.6% PrIvtL g .

Fived income  21.6% 19.7% 19.3% Clobal Eqully 15K

Cash 0.1% 3.7% 12.8% Ti- Bintresaed Brkd &9
Arbitrage/AAR 2.5% 2.3% 1.0%
Real eatate  14.4% 141% 143%
Private equity 11.0% 9.5% .08 Rl LI

Commaodities 0.3% — —

Globnl Dqudy 43 1%
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»DRS

SDRS Rates of

Return
Annual Returns Annualized Returns

Fiscal Time Weighted Time Weighted Capital Markets Money Weighted Time Weighted Capital Markests
Year Cross of Fees Net of Fees Benchmark Net of Faes Net of Fees Benchmark
2014 15.3% 18.9% 17.5% 18.9% Fyl4 18.9% 17.5%
2013 18.5% 19.0% 12.7% 19.0% FY13-14 19.0% 15.1%
2012 1.9% 1.5% 2.0% 1.4% FY12-14 12.8% 10.6%
2011 15.8% 251% 22.1% 25.3% FY11-14 15.8% 133%
2010 18.7% 18.0% 11.1%% 181% FY1l0-14 16.2% 125%
2009 204)% [20.571% (18.0)% (21 11% FYos-14 9.0% 7.0%
2008 (8.7)% (9.00% (4.2)% (B892 FY0s-14 6.2% 33%
2007 11.4% 21.1% 17.6% 21.1% FYnT-14 B.0% 6.3%
2006 13.1% 12.9% 10.7% 129% FYi6-14 B.3% 1.2%
2003 13.3% 13.1% 9.6% 13.1% FYips-14 9.0% 7.5%

Time-Weizhted Fatz of Fetum iz tha rate of investment erowth eamed on a unit of assstz held comtimuanshy for the entire perted measured and is wsad to
COMIpAra refurns against other movestment mansgers and indexes,

Nloney-Taizhted Fate of Betum considers the chamging armounts actually mvasted during a period and waights the amownt of pansion plan investment by
tha proportion of tms they are available to 2am & return during that psried. The rate of return iz then calonlated by solvme, through an iteramve process,
for the rate that equates (1) the sum of the waightad extamsal cash Sow: into and out of pension plan investmeants to (2) the ending fair value of the pension
plan invesment.

Capiral hlarkst: Bapchmark is the azzet allocetion pelicy approved bv the Investment Council applisd to the sppropriate mdsx renums.

The SDIC has invested in real estate (RE) and private equity (PE) limited partnerships since the Real Estate and
mid-1530"z, Although thess investmants are illiquid and have higher fesz, the Council believes that Private Equ“}r
they offer diversification and the opperhwuty for addad value net-of-fees over public markat Limited

mvestments. The fimding of these investments 12 made over saveral vears as the parmerships call .
money Fom investors to buy assets and later returns it when azsets are sold. Accordmg to industry PGI‘EHEFSE'IIP
standardz, the raturn analysiz for these investments raquiras the uze of 2 sice inception intarnal Investments

rate of retum (SI-[EE).

BI-IRF. 15 the calculation that equate the prasent value of 2ll cash flows (capital calls and
diztnbutions) with the pariod-end valua. The public markst aquivalent (FME) 1= 2 method where a
public market index 1z exprazzad m terms of 2 5I-IRE,, using the same cazh flows and timing az
those of the parmership invastment over the same time peried. . The parmership 5I-IRE =
caleulated net-of-faes {manazement fees, parformance based fees and general parmer carrizd
interest). Alse, a compesite SI-IRE that combines the partnarships n sach catesory 15 calculated.

From Movember 1593 threugh June 2014, the net-of-fees SI-IFER for the compesite PE limited
partnership imvestments was 9.0 percent. This can be compared to the 8&P 300 Indax PAME of 2.7
percant for tha zame period. EE limited partnerzhips nat-of-feez SI-IRF composiia from Decamber
1594 through June 2014 was 21.5 percent. A PME using the MSCI U2 EEIT Indax could not be
caloulated uzing the same cazh flows becanse the retum of the BE luted parmerships was
significantly higher than the index. The annualized tima-weizhtad rate of retum for the MECT TS
BEIT Index was 11.1 percent for the same period of time.

The compesite retum of the BE lhmited parmerzhips has significantly excesded and the FE limited
partnarships has shightly exceaded Council axpactations. The SDIC will contines its cngoing
evaluation of EE and PE limited parmerships.

Sea the South Daketz Investment Couneil Annual Fepeort on the SDIC webstte, wanw.sdic.zd.gov,
for more datails on this topic.
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MEMBERSHIP PROFILE

All teachers, higher education persennel, and lesizlatrre, exscutive, and judicizl

amployees are requirad to participata in 3DES. Counties, municipalitiss, and other public

autifies, however, have the option of participating, and schoel districts may chooze

whether or net to include their classified employeas.

The following schedules list SDES participating snfities by group, the number of active
mambers in ezch group, and each group’s percentaze of the 33,929 total active members

as of June 30, 2014

Aberdear Drakpm Valley Herrzid

Agar-Blumt-Crida ~ Diell Rapids H:zhmnore-Hamold

Alcester-Hudsan DeSmat HElL ity

Angzs Cantral Hitckeock-Tulars
Hot Springs
Hover
Howard

Baltic Huron

Balle Fourchs [pswich
[rens-Wakonda

Hacoky Arsz
jnall

Flandrazm
Flarencs
Frederick Area Lymen
Freamaan Nadisen Cantral
Cametson Marion
Gayvill=-Valin MioCoek Camral
Cetvebuarg hicImosh
Crant-Dranzl MicLaughlin
Crzzory hizada County
Croton Area Nl=ma
Mlid-Cemiral Coop
Milbank
illar
Mirchsll
Nlnbridze-Pellock
Montrese
Exscutive hanazzmeant Lottery
Agrioaltars Nlitary
Comaction: Puhlic Safety
Education Bazvamrs
Enviroomers: & MNarural Resource: Bocial Semdces
Came, Fish & Parks Tourism

Covemar's Offics of Ecompmic Dev - Transportzion
Haalth Tribal Relation:
Hueam Seniozs Wetzrans Afain
Laber & Regalation Barrerary of Stanz

Board of Fegents Cerral Offce

Untverzzty of Sowth Dekoz

Zouth Crakoota 3tzte University

South Crakata School of Mines and Techrolozy
Naorthem Stets Undy ]

N Veman St
Mewell Tea Area

New Underwoad Threa Rivers
Worth Cenmrz] Coop Timgber Laka
Mortheast Tech Todd Coanty
Wortheast Ed ey Tripp-Delmont
Momraest Area \

Padfiald White River
Rashalt Willow Lake
Fatland Wilnot
Eanbom Cantral Wirner
Bcotland Walsay-Waszington
Zelby Arsa Woonzodiet
Eharnan County Tamkzor
Biom Falls

S Valley

Bizzaton

Zmih Cermz] Coop

Zmth Ceniral

Smuth East Atz

Spearfizh

Etanlzy County

Stidmey

Puiblic Utdites Comenzzion
Legislave Audit

Legizlavs Bassarch Sl
Unifed Tudicial Systam

S Irvvastmert Coumcil

ED Retirzmen Systam

Elack Hills Zrate University

Cakaotz Stzts University

South Diakoda Bchool for the Visally Impaired
South Diakota Bchool for the Deaf
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Public Entities
Participating in
SDRS

School Districts
Membership: 17,517

Percentage of total active
members: 45.0%
Units: 166

Legislative, Executive,

and Judicial Agencies
Membership: 8,111

Percentage of total active
members: 20.8%
Units: 1

Institutions of Higher

Education
Membership: 4,509

Percentage of total active

members: 11.6%
Units: 1
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MEMBERSHIP PROFILE (CONT I'\UI D)

Municipalities
Membership: 4,191

Percentage of total active
members: 10.8%
Units: 155

Counties
Membership: 3,549

Percentage of total active
members: 9.9%
Units: 64

Other Public Entities
Membership: 774

Percentage of total active
members: 1.9%
Units: 89
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Esll= Fourche
Earzsford

iz Stema Cify
Bison

Eox Eldar

Crapres
Easla Buste
Edzempet
Erucs EIk Poies
Elkton
Estelline
Ethen
Euraka

t Piamrs

Charles Mix
Clark

Absrdasn Honaing Auth

Aszpc Echoa] Boards of 5D

E-Y Water Dist

Beadle Comety Cons Dist

Eellz Fourche Imizztion

Elack Hamde Watar Users Dist

Black Hills Council of Local Govt

Erookins: Courty Cons Dis

Eronz Ddarskall Cons Dis

Erule-Buffalo Cors Drst

Eurks Housing & Fzdar

Eurta-hizads Water Dist
Camphbell County Zons Dist

Canton Housing and Fedsv Com

Camer: Dlant

Cantral Plain: Watsr

Central 5D Exhancemant Dist

Charles Wiz Cons Dist

Clark Coursy Cons

Codirston County Cons

Cakot Cures Impronvernant Tist

Cakot Valley Firs

Cavizom Coms Drist

Cay County Cons

Dzl Coty Cons

East Dekatz Witer Dev

Ednumés Coumty Cans Tist

Fall Fiver Watar Users Dist

E t

Qzcomz

Sharmon Hirde
Tk Jackson
Crant Jarzald
Crezory Jonss
Haakon Kirsshury
Hamlin Laks
Hand Lamwtansce
Hanzon Lincaln
Hardinz Lymam
Hughes Mlarghall
Hutchirson MeCook

First Diismict Assoc of Local Gov
Crant Comnty Cons
Haakon Courty Cons Dist
Homlin Zourty Cons
Hanzom-McCoak Reg Library
Harding Cm_'lr- Zons Dist
ol

Hyde Comnty Conz Dis
James Biver Waner Dev Dist
JTeranld Sty Coms Dist
Firgsbary Cons Dis

Laks Madison Sanitary Diist
Lead-Deadwood Sanitary Dist
Lemmon Housing Authenty
Lennox -[o‘u.u:g & Bedsv
Lircolr County Cons
Z\Iﬂ.r!l’_LLUJ.I'_".'L.E{J_
Marskall Zounty Hozpital
MecCook Lake ‘wr.'_'\ Dist
McPherzon County Cons Dist
Maade Comnty Ho‘Js_ng 5 Redsw
Mlelleths Coursty Come Dz
Mlstro Coprmmicatens
MLElkark Houzing & Radev
Mller Housing & Redav
Mina Lake Zari & Water Dist

South Dakota Retirement System

Harth Sieax Sty

COnida Timher Lake
Paskar Tripp
Parkston Tyndall
Philip Walley Springs
Pickstonm Veklan
Plarrs Vel
Plamkintan Viberg
Flatt= Velm
Pallack Wammar
Prazho Wakonda
Prlowana Wall
Fapid City Warner
Fadfiald Watertoat
Rozces Wanhay
Ealam Webstar
Ecotland Wezsinston
Balby Sprinz:
Fall Whits
White Laks
White Rivar
Whitewood
Wilmot
Wirmer
Woonsockst
Tabor Worthing
Taa Tankion
WPhemon Spink
Mleads Zpringdala
Nellama Towmehip
Niner Stanlzy
Ninmzhang Sully
Mooy Tripp
Permmzton Tumar
Parking TUnion
Patar Walwarth
Faberts Yarkton
Eanbom Iizhach

Winer Comty Cons Cist
Nlirnziahg Covty Cons Dist
NEtckell Housins & Radsv
NE Coundl of Govt
Permmzton Comry Housins Dev
Perkiins Coumry Cons Diist
Fiars Homsing & Fedev
Plamring & D Dis: [T
Pateer Counzty Come Dist
Fandal] Commeanity Watar
Fapid Vallzy Banrary Dist
Radfisld Honsing

Schoel Admwin OF 2D

el

2D Nmricipal Leagns

oD Phamzecisns Asio:

Soisnce & Techmolozy Avth
Eoutheastzm um.n:.ofﬁm
Mlzzor Fecycle & Waste
Epink Commty Cons Dzt

Ziafe Sar ol 30

Tri-Comty Corsemvztion

Welwarth Sounty Cons

Watertown Howsing Auth

a

o

n

§



Connty

Aurora
Baadle
Bannen
Bon Homms
Brookines
Erowm
Bralz
Buffale
Butte
Camphell
Charles MLix
Clark
Clav
Codinzton
Corzon
Cuztar
Diavizan
Dy
Dieual
Dewey
Digugzlas
Edrmunds
Fall Rivar
Faulk
Grant
Gragory
Haakon
Hamlin
Hamd
Hanzom
Hardme
Hugzhes
Huschinzon

State
Arizona
Califoraia
Colorado
Flerida
lowz
AImmaszota
MMontana
Tlebrazks

FY 1014
membeary
receiving

benefits

+ bd

[N

£ lad MO G0 Ba b Lh R

ad b e Lad

SO LA

P I P

County

Hyde
Jackzon
Jerauld
Jones
Hingzbury
Laka
LamTence
Linceln
Lyman
Mlarshall
McCook
MIcFherzon
Mleads
Mlelleme
Mimar
Mimnzhaha
Moody
Pennington
Perking
Potter
Faoberts

Ziebach

Total benefits payable by county

Members
TECEIVIDE
benefits
328

o7

185

134

]

469
81

1281 333
4114023

Morth Drakota
Tamasz
Wizconsin
Woming

(Orther states
and foreizn
counriss

Total benefits payable cutside South Dakota

Total benefit recipients and benefit payable

FY 014
members
receiving

bensfits

51
47
57
4
155
380
87
32

(=
i

(=
[3

5]
181
208
238
210
768

15

20,985

Members
receiving
bensfits
153

177

103

110

242

1332

24,317 3440348 837

Annualized
benefits

5
334013
734,684
544 140
1,260,811
7,191,062
15,401,214
5,270,788
1,290,551
1342282
1,392,832
751,578
2,903,385«
514,238
1,140,713
64,155,208
351,851
35,458,025
1,166,342
1,477,852
3,347,782
034,585
244234
5,301,185
3,450,783
601,877
1,044,475
1414 BET
1,301,632
4,303,317
3432440

13,30

1,662

a1

5

g

339,701,733

Annualired
benefits

2,062,712
1,327,641
1,518,577

1,228,657
14,620,278

$50,647,152

Comprehensive Annual Financial Report 2014

SDRS Benefits Paid

SDRS Benefits Paid by
County of Residence

Class A, Class B Public
Safety and Judicial

SDRS Benefits Paid
Qutside of South
Dakota

Class A, Class B Public
Safety and Judicial
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MEMBERSHIP PROFILE (CONTINUED)

Membership by Age

Class A, Class B Public
Safety and Judicial

M Actree & mactive

O Sanefit raciplants

B T otal mambers

Agzzunder 30 Ags 30-32 Ags 40-42 Ape 50-32 Ape 60-62 Age 70 and over  Total Mamber:
B G IR B 12000 | 308 | IEEN-
[ 3 | 1 [ O 13287 24,317
B 7 B 12799 B 12975 | X 79,168
Membership by Counte mI;tﬂl . c
. “ounty membery ounty puncy
County of Residence ; - :
Aurora Nlallstte
- - Beadls Nliner
Active, Inactive, and Bemmer: P
Retired Members Eon Homme Moody
Brocking: Penminston
Class A, Class B Public Erown Patiins
Safety and Judicial iy S
atety Buffzla Fobars
Bume Sanbom
Camphell Shannon
Charles Mz Spmk
Clark 1 Stanlay
Clav 1 Sulhy
Codmzton 11 Todd
Corzan 56 Trpp
Custer 1,10 Tumer
Davizan 2481 Union
Diay 1,343 Wabworth
Diauel 104 Yankton
Deyey 432 Zizhach
Douglas 442 Cnat of state
Edmund: L7e Other D543
Fall Bivar 1,034
Total membership 79,165

82
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A\

SDRS

FY 2014 FY 2014 .
members members SDRS Benefits Paid
receiving Annunalized receiving Annualized
County benefits benefits County benefits benefits SDR S Benefits Paid b}"
Brown 2 7,442  Lamrence 5 30,851 County of Residence
Butte 1 26 863 Mleads 32
Custar 4 53,066 himnzhaha 5
Diavisgn 1 Pennington 154 Class C Cement Plant
Fall Rivar 1 Walworth 1
Flingzhnry 1
Total benefits payable by county m $1,805.954
Members Members - N
TECEIVIDE Annnalized receiving Annualized SDRS Benefits Paid
State benefits benefits  State bensfits benefits Outside of South
Arizona 3 48461  Oklzhomsa 1 11,588 Dakota
Colorado 5 57,608  Cwezon 2 12,151
Florida 1 12,635 3 Carolina 1 6,571 Class C Cement Plant
Idako 2 18,892  Temas 2 8,247
Eansas 1 8877 YWvoming 3 47 562
Iebrazks 2 11,578
Tlorth Diakota 4 35,187 (rther states 7 0,883
Total benefits payable outside South Dakota 34 $313,061
Total benefit recipients and benefit payable 145 84,124,005
Total Total Total i
Counmty members County membery Connty members MEI'I"Ih'EfShlp h}'
County of Residence
Eennstt 1 Dizwey 1 AJImnshaha 10
Erawn 2 Fazll Fiver 1 Penninzton 132 N .
Butte 3 Kingsbury 2 Wahvorth 1 Active, Inactive, and
Charles hix 1 I.w.'r&l:.Fe 8 Chat af Stata 71 Reatired Members
Custer 4 Lincoly 2
Dravizon 1 hlzade dd
Class C Cement Plant
Total membership 136
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MEMBLERSHIP PROFILE (CONTINUED)

Membership
by Group Active members Inactive members
Nom- Total Non- Total
Board of Regenty Vested wested active Vestad vested inactive
Famale 1,023 362 1,385 4886 248 T34
Llale 1,127 370 1487 505 257 T62
Total 2,150 732 1882 991 505 1,406
County General
Famale 1,241 365 1,606 324 268 562 1,158
Liale 1,082 3046 1,388 118 204 433 1,821
Total 2,323 a7 1004 553 472 1,025 4,012
County Public Safety
Famale 127 48 175 14 31 47 112
hIale ] 180 30 73 BS 158 kR
Toital 617 128 835 32 118 05 1,040
Judicial
Famale 12 3 13 1 2 17
hlale 18 7 43 1 0 1 44
Taotal 30 10 &0 2 1 3 &3
Municipal General
Famale 1,004 37 1,435 3048 401 707 1,142
Llale 1,465 431 1,806 158 152 511 2,407
Total 1,510 302 3,331 55 4§53 1,218 4,542
Muonicipal Public Safety
Famale iz 14 48 3 12 17 a3
hiale 636 176 Bl2 77 T8 155 257
Taoital 6638 182 BE0 32 90 172 1,032
Public School &
Board of Rezents Classified
Famale 4,622 1,435 6257 1,808 1,087 3,803
hiale 1,686 750 1436 240 774 1,214
Taoital 4,308 1383 8603 1248 1,861 5,108
State General
Famale 2,891 1,022 4,013 830 BBS 1,716
hlale 1,387 23 3,010 521 418 o3g .
Toital 5,37 1,645 7023 1351 1,304 1,655 Q678
State Public
Safety and Penitentiary
Famale 164 37 121 17 57 &4 305
hlale 308 g BT [ 158 226 1,033
Taoital 762 266 1,028 33 125 310 1,338
Teachers
Famale 1,220 8373 1,948 4§55 2,601
hlale 414 oY 721 129 (]
Total 1,436 11,203 1,667 BE4 3,551
Cement Plant
Famale 1 — 1 2 — 11 13
Llale 11 — 11 57 — 57 T8
Taotal 2 — el 62 — [ 21
Grand Total
Famale 18432

Mlgle

banadis

* [z addtfiow, thers e 175 mamshens or banedicimes s of Tuly 1, 2014, ndioss beefits ore comsetly smpanded, 't who ams aritled 1o fisome
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A\

SDRS

Benefit Recipients

by Group
Retirement Disability Surviver Total
benefits benefits benefits benefits
Board of Regents 1014 2013 014 2013 2014 1013 1z
Mzle 1,032 o2d [ 7 1 13 1,021
Femals 434 440 2 T 2 230 677
Tatal 1,514 1,438 14 14 162 243 1,628
Connty General
Mlzle 708 12 4 30 43 TED 740
Femals 26 13 14 271 276 1110 1,084
Total 1,534 33 3t 371 319 1,800 1,824
County Public Safety
Mal= 210 124 [ 7 1 2 217 205
Femzla 32 20 2 2 iz 20 &5 &0
Tatal 242 225 3 kel 33 3l 83 265
Judicial
hlal= 42 42 1] ] ] 0 41 4z
Femals 3 [} 1} O 0 13 25 24
Total 47 48 ] L] 0 13 a7 [i1:]
MAluonicipal General
Mzla 771 717 28 27 32 31 831 775
Femals 330 503 12 15 163 263 514 781
Total 1310 1,220 40 42 205 204 1,645 1,556
MMunicipal Poblic Safety
Mal= 440 444 11 o ] 1] 471 433
Femala 10 10 1} & 83 32 oz oz
Tuotal 470 454 11 o B5 82 366 545
Public School &
EBoard of Regents Classified
nlzls 1,030 223 27 i ik 159 222 1,181
Femals 1,934 2,758 3% 3T 331 313 3,326 3,118
Total 3,086 3,758 66 66 406 474 4,548 4200
State General
Mal= 1813 LB5e 32 il 131 123 2,078 2,013
Femals 1,381 1.B37 43 43 az0 632 1576 1534
Tatal 3,796 3,606 7 T6 78l 773 4,654 4,547
State Public
Safety and Penitentiary
nlzls 411 El L] & 2 2 419 00
Femals 43 1 2 4 37 33 Log 100
Total 450 432 10 10 0 57 528 400
Teachers
Mlal= 1424 11 g 257 1236 2,604 1,611
Femals 3,128 2B 35 473 442 3,630 3,417
Tatal T.575 3% 43 730 718 B34 8,028
Cement Plant
nlzls 136 — 7 — 1 — 1o4 —
Femals 7 — — — 34 — 51 —
Total 203 — 7 —_ 35 —_ 43 —
Grand Total
Nals 0,191 8,858 158 148 660 634 7 D240
Femals 11827 11.344

131 130 2457 1382 13,837
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MEMBERSHIP PROFILE (CONTINUED)

Average Benefits

Payments
Last 10 Fiscal Years

Retirement effective dates

Period 7/1/2004—6/30/2005
Average monthly benefit
Average final average salary
Number of retired membars

Period 7/1/2005—6/30/2006
Average monthly benefit
Average final average salary
Number of retired membars

Period 7/1/2006—6/30/2007
Average monthly benefit
Average final average salary
Number of retived membars

Period 7/1/2007—6/30/2008
Average monthly benefit
Average final average salary
Number of retired members

Period 7/1/2005—6/30/2002
Average monthly benefit
Average final average salary
Number of retired members

Period 7/1/2009—6/30/2010
Average monthly benefit

Average final average salary
Number of retived members

Period 7/1/2010—6/30/2011
Average monthly benefit
Average final average salary
Number of retived members

Period 7/1/2011—6/30/2012
Average monthly benefit
Average final average salary
Number of retived members

Period 7/1/2012—6/30/2013
Average monthly benefit
Average final average salary
Number of retired membars

Period 7/1/2013—6/30/2014
Average monthly benefit
Average final average salary
Number of retived members

4480

34708

63

331
34.604
101

a0
37,141

6138
34,927
75

£8

338
154534
107

550
31382
131

473
0,282

160

6410
31,758
137

§96
35083
130

358
31.647
17

761
35,038
155

Years of credited service

10-14

631
28,721
110

858
55,882
127

620
52,042
137

622
31,048
123

46
55457

136

682
33,854
141

726
37.032

138

663
35,632
211

791
40,340
195

723
38,736
195

15-19

838
31,397
101

922
31482
106

976
34,184
151

1,021
43,057
152

0-24

1,382
37,098
139

1,516
40,863
147

1,333

1.450
44,038
194

1.456
43,4686
213

1,510
44,113
204

1407
43,338
159

1519

1.940
41,4352
166

1,546
41,666

175

1,968
43,770
134

1,584
45,248
136

1,594
46,312
183

1.560
46,463
138

1,797
44076
207

1929
47,834

129

1948
46,517
174

South Dakota Retirement System

3o+

Average

1,643
38,203
342

1,584
38,936
862

1,382
39,401
1,144

1,388

1,106

1,447
41,082
1,232

1,634
44,667
1.268

1472
42723
1,306

1447
43,489

1,435

3

1,409
43495
1,247



Group

Board of Rezents

County general

County public safety

Judicial

Municipal general

MMunicipal public safety

Public school & Board of Regents classified
State general

State public safety & penitentiary
Teachers

Cement Plant

Total benefit recipients

Total benefits paid during period
Average benefits paid during period

Group

Board of Regents

County zeneral

County public safety

Judicial

Mumnicipal general

Mlunicipal public safety

Public school & Board of Regents classified
State general

State public safety & penitentiary
Teachers

Cement Plant

Total active and inactive members

2008

1432
1,609
158
58
1,116
473
3452
4077
393
901

15,949

5306,769,037
£1£,378

1008

3,586

57
1382
489
3638
4.162
411
7,082

10,561

$325,081,211
515,853

13.111
0,447
1,158

14,749

£1.671

2011

1,538
1,687
727
57
1434
516
3,813
4,293
442
7437

11457

§345,242,871
16,123

13,181
9413
1,157

14,622

£2,601

Historical Views

>DIRS

Benefit Recipients

and Benefits Paid

2

1,627
1.758
243
59
1485
328
4,084
4,192
463
7,748

12,408

013

13,327

S3TLA1T.148  $397,620,115

516,578

S17.045

2014

1,792
1,390
283
§7
1,645
566
4,343
4,654
28
8,344
243

14,562

$422,823.928
$17.337

Active and Inactive

Members

012

4,130
3,971
1.012
61
4426
532
13,200
9,468
1221
14458

£2,960

# In addrtion, Thare e 172 meeiners or namaficiries o of Falv 1, 2014, wiiess banafi ame ooty suspandeed, bt wiee are cettiad b fishma ety
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£3,776

1014

4,378
4,019
1060
63
4,549
1,032
13.802
9,678
1338
14,754
91

£4,764%
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MEMBERSHIP PROFILE (CONTINUED)

—

Fiscal year 2004 1770538338 4129553

Fiscal vear 2005 194,749,213 4,081.280
Fiscal vear 2006 210,773,603 4,269,887
Fiscal vear 2007 228,311,837 4070439
Fiscal vear 2008 246,422,306 4,133,378
Fiscal vear 2009 277238613 4,116,584
Fiscal vear 2010 294,380,495 4,182,082
Fiscal vear 2011 313,157,736 4,383,174
Fiscal vear 2012 337200,388  4,03451%

Benefit and
EKPEHSES b‘f Type
Benefits Refunds
e A
BN ™y
Supp. Cement Member  Surviver Total
Retirement Disability Surviver Pension Plant refund refund benefits &
benefits bensfits benefits  henefits benefits benefits benefits refunds
17,285,919 —_ —_ 21414 835 —_ 219 869 049
18,719,704 — — 20,840,323 — 238,390,530
15,782,373 — — 25,069 548 — 2159885423
21,162,743 — — 28,777,398 — 282,322,518
32.680,683 — —_ 28,303 653 — 301,440,421
25,393,440 — — 24215249 — 330,554 288
26,888,634 — — 19,148,083 — 355,099,298
38,401,961 — 25,824 829 — 371,767,700
30,041,642 — —_ 15,942,148 — 397,359,204
32,273,189 22407180 2753814 422 781,109

Fiscal vear 2013 360,595,817 4351009
Fiscal vear 2014 183,366,692 4,292,362

Changes in
Nat Position
Last 10 Fiscal Years

200
Additions
Member
contributions 80,158,628
Emplover
contributions TTAT4 88T
Investment income (loss)

(met of expenses) T16,237870

Total additions (dednctions)
to plan net position 532371573

Deductions
Benefit payments 217 550,207

Refunds 10,840,323
eXpenses 2,772,121

Total dedoction: from
plan net position 241,162 651

Change in net
position 641, 703824

2006

33,567 404 2

007 2003

B2464727 86832782  ©§1,978.502

50320338 8

i

361,762 BD 7,090

783,003 684 1,426,600,535

8,112 3568758 22035301 23

009

95,457,518

Q2244 013

2010 1011

93,347,135 100,170,938

06014192 03,614738

{723,013,005) (1,518,619,600) 1,001,107,887 1 616,173,385

047,287,748 1,398,885,079 (541.268.413) (1.328,217.174) 1.206,369,214 1,314,978,061

134325875 253345120 273,236,767

15060548 28,

TTTARE 28203455

2687571 3033519 3,352,380

162592804 183,

356,037 304,792,802

684,604,755 1,313 532,042 (B46,061,215)

306,768,037

24223 M40

3428353

334,423,130

(1,663 340315)

325851211 345042871

10,123,085 25,534,320

3,402,075 3,575,854

358,501,371 375,343,554

B47,867,843 1,430,634,507

South Dakota Retirement System

31434 430,450,713

2012 1013

100,484,113 101,678,721

05,366,640 100,376,481

107,541,250 1,466,616 435

306,392,012 1,669,352,203

371,417,148 397,620,115

I

15042146 25,160,804
3277973 3388717

400837267 426,360,826

(03,745,255) 1,243,182 467

Admin,

eXpenses
2,493,030
2,772,121
2,697,571
3,033,319
3,332,380

34218853

3,402,073
3,375,854
3,277,973
3,388,717
3,857.226

2014

106,175,381

112,551,482

1,703,240,824

1.921,267,687

425,323 828

24 666,785

3,857,226

434,347,839

1.467,619,748



T Y

2014 L Percentazeof  Pringipal
F;nmﬂm'_hf“ !::"Mﬂ Rank “l participating
Employers

Gtate of Bouth Dakota 8111 1 11%

Sioux Falls Schools® 1.58% 3 i

City of Bamd City 735 5 ]

City of Brockings and Hozpital B34 7 2%

Minnshaha County 50% 9 1%

AlL Other 17,787 46%

* Biceox Falls schocls serolled dhair classified seeplovess in EDRE in 1006

Percentage of

2004 Participating Covered total
government employess Rank ystem

Ztate of South Dakota 7,750 1 22%

Fapid City Schools 1,769 3 5%

City of Rzpid City 855 3 2%

City of Brookings and Hozpital 338 7 2%

Pennington County 405 9 1%

AlL Other 17,00% 48%

L T T TN
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MEMBERSHIP PROFILE (CONTINUED)

----------------------------------------------------------------------------------------------

Retired Members
By Type and
Amount of Benefit

As of June 30, 2014

Class A, Class B Public
Safety and Judicial

Amount of Early Early Active Sponse Retired Income Income
monthly benefit Normal Unreduced — Eedoced — Disability Alember Option MMember Unreduced FRedoced

32315500 €92 154 1,365 45 72 1 330 4 152

5731—51.000 433 225 375 25 47 & 307 3% 120

£1251—%1,500 284 308 412 27 33 22 134 180 &7

£1,751—%2.000 131 T48 183 16 13 & 107 212 &3

4,183 Ll 6,501 200 388 34 2,413 L33 888

R P R TR
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For more information on the South Dakota Retirement System, please contact:
South Dakota Retirement System
P.C. Box 1098
Pierre, South Dakota 57501-1098
Phone: (6058) 773-3731
Fax: (605) 773-304%
Toll-Free: (658) B05-SDRS (7377)

Website: www . sdrs.sd gov

A comprenensive brochure explaining the system’s provisions is available online or upon reguest.

I T T T Ty
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SOUTH DAKOTA RETIREMENT SYSTEM
222 East Capitol, Suite 8

P.O. Box 1098

Pierre, SD 57501-1098

Toll-Free (888) 605-SDRS

Local (605) 773-3731






