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Retirem ent Seolrfty f or Illino is Educators
Teachers' Retirement System of the Sta te of Illinois

Jon Iburnan. gxecuttce Duector
2815 West Wublngton Street . P.O. Box 1925;1

Spnngfield . llIinois 62794--925;1
(800) sn-75Q6IDD (lI n 753-0329

membeu@us. illtnois.gov
t rs.ill inois.8O"

December 17, 2008

Dear TRS M embers:

We are pleased to present the Annual Financial Report Summar y for the Teachers' Retirement System of the

State of Illinois (TR S) for the fisca l yea r ended June 30, 2008. This year's report commemorates Abra ham

Uncoln and the upcoming bicentennial of his birthday in February 2009.

Lincoln said in his f irst politic al announcement on M arch 9, 1832 at Ne w Solem:

"Upon the subject of education... I can only say tha ~ I view i, as 'he most important subject which we as a people

con be engaged in. That everyone may receive at leas' a moderate education appears to be on ob;ective of

vital importance."

HIS ma y shore a " hometow n" with this great man, bUI our members shore Loccln's values in their professions.

His desi re fo r on education is widel y published. Uncoln, who hod less than one year of forma l educa tion, would

be cpprectott....e of the extensive public ed ucat ion system in Illino is. W e believe tha t he would also recog nize

how fortuna te tc doy's student s are 10 have dedicated tea chers as instructo rs and mentors.

A s the " G reat Emancipator," Linco ln's leadership has mode him o n iconic role model fo r g enerations of

Amer icans. As present role models, tea chers have the powerful abilit y to be mentors and leaders to students

who will contribute to our upcom ing society. Our membe rs' influence in the classroom will , in part, be measured

by their students' future successes.

Two TRS employees, Jul ie Dai ley and Jo el Bie tsch, created the lincoln artwor k that appears in the report .
Julie's pencil and g raphite drawing appears on Ihe cover; Joel's dl qitolly-c ltered phot ography appears wi thin

the rep ort. In d ispl aying the artistic talents of our sta ff, we a lso are consciously depicting lincoln th roughout

his li fe in Illi nois. W e hope you f ind this yea r's theme bo th educa tiona l and inspi ra tiona l.

This report is intended to summarize financial, investment, octuorlo l, an d sta t istica l information in a sing le

publication. Informa tion for this repo rt wa s gathered by and ref lects the combined effort s of TRS stoff und er

the leadership of the Boord of Trustees and the executive director. W e hope all recip ients of th is report f ind it

informative and useful. The Comprehensive Annual Financial Report, which contains more deta iled informatio n,

and this report are else available to the general public on oc r Web site, tr s.i llino is .gov.

W e would like to take this opportunity to express our gratitude to stoff, professional consultants, on d others

who have worked so di ligent ly to ensure TRS's successful operation.

Sincerely,

Jon Bouman
Executive Direc tor
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The f und e d rot io decreased fro m 63 .8 p e r­

ce n t at Ju ne 30, 2007 t o 56 .0 p e r c e nt 0 1

June 3D, 2008.

--r' - \ ,1
"

Contributions from members, e mploye rs, and the
Srcte of I llinoi s were $2,037 mill ion, an increase

of 5357 mill ion or 21.3 percent for the f iscal year.

Total investme nt loss was 52,015 million, compa re d
to investment income of 56,831 million in FY07, a

difference of 58,846 mill ion.

Benef it s end ref und s pai d to membe rs and

annuitants w e re $3,484 mil lion , a n increa se of

53 12 milli on or 9.9 percent co mpared fa FYO?

Toto! actua ria l a ccrued liability wcs $6 8.6 billion
0 1 June 30, 2008.

The unfunde d a ctuaria l a ccrue d liability increased
from $23.7 billion a t June 30, 2007 to S30.2 btl­

lio n at June 30, 2008. The unfunded liab ilit y is
the difference betwe e n the valu e of future pen-

sia n benefits a ccrued minus the net asse ts curre ntly d'L~~-"''-'''''--''''- --'__-''------'
av ai la b le to pay these future benefits .

Fiscal Year 2008 Financial Highlights
TRS net a ssets at June 30, 2008 were 538.4 bill ion.

During FYOB, TRS net a sset s decreased 53.5 b illion.

Net assets ore determined by subtracting liabilities
f rom 1010 1assets . M ost TRS lia bilit ies involv e secur i­

t ies trc nso ctlons.

Condensed Comparat ive Statement cf Plan Net Assets as ofJune 30

Co sh
Receivab les an d pre paid e xpense s
Inve stments
Invested securities len d ing collateral
Capita l assets
Tot a l a sse ts
Total liabilitie s
Net as sets

2008
$3,668,043

404,110,007
39,209,046,996

4,445,553,2 8 3
2,548,8 14

44,064,92 7,143
5,634,203,856

$38,430 ,723,2 87

2007
$3,548,548

38 5,352.096
4 1,953,080,943

5,020, 184,465
2,39 1,619

47 ,364,557,671
5,455,239 ,920

$41 ,909,317,751

Percentage
Cha nge
3.4 %
4,9

(6,5)
(11.4)

6,6
(7, 0)
3.3

(8,3%)

21 .3%
(129 ,5)

(99.7 )

9 ,9
9 ,0

9 ,9

14 ,6

(8 ,3%)

2007
s1,679,8 34,675

6,831,324,436--- . .

8,51 1,159,111

3,17 1,4 84,584
15,24 6,203

3,186,730,787

5,324,428,3 24
36,584,889,427

$41 ,909,317,751

2008

3,484,267,356
16,613,364

3,500,880,7 20
(3,478,594,464)
41 ,909,317,751

$38 ,430,723,287

$2,037 ,188,622
j~,0 1 4,90 2, 3 6 6)

22,286,256

Net increase (deaeas.e) in net asset s
Net a ssets begi nning of ye a r

Net as set s e nd of yea r

Contributio ns
Tota l inve stmen t income (loss)

Tota l add itions

Benefits a nd re funds
Administra tive expenses

Total deductions

Condensed Comparative Statement cf Changes in ?Ian Net Assets for the Year Ended June 30
Perce ntage

Cha nge
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contribution requireme nts in previous years, investment

losses in fi scal year 2008 have the op posite effect.

Second, fi scal year 2010 is the final year of the 15-year
phase-in (or " romp") to actua rial fundlnq. W hen the

funding low f irst went into effect in f isca l year 1996,
the difference between where sta te ap propriationshod
been and a stand ard actua ria l funding method wa s

so la rg e that 0 long romp was proposed to increase

appropria tions very gra dually. However, the leng th
of the romp increased the ult ima te " ta rget" ra te, and

the fund ing reductions in fiscal yea rs 20 06 and 2007
increased the target even more.

The ultimate funding p lan goal is to ach ieve a 9 0

pe rcent funding level by the year 20 4 5.

State Appropriations(S in millions)
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State Funding
The Sto re of Ill ino is is the major source of employe r
contributions. Beg inning in 1996 , the store adhered to
a 50·year funding pion for nine successive fiscal years.

In f iscal yea r 2005, the appropriation was reduced
to re cogn ize pension obligation bond proceeds. As
shown on the accom panying chart, the funding pi on
chang es resulted in a reduction in the cont ribu tions for
fiscol year 20 05.

Sta te cont ribu tions for ftscc l years 2006 ond 20 07
w e re set by law, not bosed on a ctua r ial f und ing

requ irements. In both years, state a ppropriat ions were

about hal f the amounts thot would hove been req uired

under the 50-year funding pion, result ing in sharply
higher funding req uirements in future years. In f iscal

year 2008, state contributions returned 10 the sta tutory
funding schedule.

In fiscal yea r 20 0 9, S1, 4 5 2 mi llion is the o mount
re qu ire d under the lo w. Howe ver, the actual 2009

sta te a pprop ria tion is 5255 million lo we r than the
funding requirement, so i RS will use a special provision

und er the funding la w that mandates tha t the required
contribution be paid au tomatically.

In fi scal year 2010, the sta te contribution req uirement

increa ses to 52,0 89 million. First, investment losses and
asset sales in fiscal yea r 2008 are driving up state

fund ing requirements in f iscal year 2010 and beyond.
Just as unusua lly high investment returns lowered sta te

Investments
The TRS investment po rtfolio decl ined 4. 5 pe rcent,
g rossof fees, for the f isca l year ending June 30, 2008
as the United States and glo ba l ma rkets entered on

unpr ecedented period of economic uncertointy. The
loss fo llows strong FY07 performance of 19.6 percent,

grossof fees, with total fund assets falling from a peak
of 542.0 billion to 539.2 billion.

Slowing global growth , inflat ionary pressures, and
credit market turmoil were especially challenging to

the global eq uity markets with U.S. and international
stocks fal ling 15.1 pe rcent and 7.7 percent, respec­
tivel y. Help ing to offset these losses somewhat was the

strong performance of i RS's new real return csset doss
which wo s added to the reti rement system's asset all o­
cation at the beginning of the fi scal year as a means to

protect the port fo lia in on inf lationary environment. As
the inflation ra te increased through the year, the i RS

real return asset doss produced a 20.5 percent return.

The iRS investment por tfoli o continued to rank hig hly

against it s peers. O ver the past 10 yea rs, TRS ranks
in the top 15 percent of the large public funds in the

W il shire Trust Universe Comparison Service (iUCS).

The iRS portfolio remains fully diversified across dlf­
ferent asset classes. A number of investment ma nagers
are utilized within ea ch asset class to ensure the appro­

p ria te mixt ure across the ....arious investment styles,
allowing the portfolio to ac hieve broad exposure to

the ma rket wh ile minimizing ove roll risk. This broa d
dlverslflcotlon serves as the best defense against tlie

uncertaint y of volatile global markets.

A nnua l Financia l Rep ort Summo ry
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TRS Returns Com pared to Other Large
Pub lic Funds

Fiscal Year 2008 Asset Allocat ion
33.2% U.S. Equity

Rote of return (5.0% ) 8.2% 10.3 % 6.9%

TRS Inve st ment Perfo rman ce (ne t of fe e s)
1 veer 3 veers 5 years 10 years

Invest ment Port folio
Total TRS investments, inclu di ng accrued income,
decreased b y approx imately $2 .7 billion du r­
ing the year ended June 3D, 2008. This rep resents
the first loss following five years of posit ive re turns.
The TRS inve stme nt p o r t fo lio is we l l- dive rsi f ied

as show n a s of June 3 0, 200 8, on the Fisca l Yeo r
200 8 A sset Alloca tion che rt below. By invest ing in
a b road range of a sset classes, TRS minimizes risk

and achi eves mo re consistent inve stment returns.

Marke t Value
$192,968,479

125,530,111
124,225,850
117 ,597, 58 3
105,733, 169
104,156,391
101,2 12,141

94,1 22,544
90,348,244
79,285,2 12

$1,135,179,7 24

r
\

Exxo n Mobil Corp.
Microsoft Corp.
Chevron Corp.
Hewlett-Packard Co.
Apple, Inc.
Genera l Ele ct ric Co.
Goog le, Inc.
Cisco Systems, Inc.
Wel·Mart Stores, Inc.
G ilea d Sciences, Inc.

Tota l

Top 10 U.S. Equity Holdings
at June 30,2008

SOl,ffce The Nor/he-Tn Trvd Company

Firm

e

d'- _
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Growth of 510,000
O ver the yea rs, iRS's asset a llo­
ca tion has provided cons istent
ove ra ll returns, a s re p resente d by
the foll owing che rt showing the
growth of $10,000 over the lost
26 years. Despite ma rke t f luc­
tua tions, the overa ll t ren d line is

solidly fa vora ble.

$1 60,000,- - ------- --- - - ---- - - - ----,

$ 1.40,0 00 f--- ----------------------l'lA
$1 20,0001---------- - - ------ --- --11.

$100,000 1-- - - - - - - - - - - - - --- - - - - - " ,

580,ooo l-- --- - - - - - - - - - 1 1iVv= --I

560,000 1-- - - - - - - - - - - - . ('/

$040,000 1-- - -----------;'"

$ 20 ,000

°
.~__i \

N • 0 • 0 N • 0 • 0 N • 0• • • • c- c- c, o- ~ 0 0 0 0

~ ~ ~ ~ ~ ~ ~ ~ ~ 0 0 ~ 0
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i i
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i
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Actuarial

Actuarial Valuat ion with Market Value Assets
(5 in thousands)

Eve ry veo r, iRS's actuo ria l f irm estlmote s the va lue of
all of the be nefits earned by members a nd ret irees

thct hove not already been paid. This va lue is known
as the actuarial occrued liability. Based on the esti­

mated cost of benef its tho t will be earned during the

coming fiscol yea r a nd the portion of the accrued
liab ility no t covered by TRS assets, the annual state
funding requirement is determined.

In 2008, TRSexperienced on increase in unfunded He­
bili ty ma inly because turb ulent do mestic and foreign
markets resulted in investment losses in most o f the TRS
portfo lio. Also, investment holdings were liquidated to
cover benefit payments, adding to the decline in asset
levels by the end of the year.

Listed bel ow are the key resultsof the current actuarial
valuat ion compared to the prior year's va luation:

Years End ed Ju ne 30
2008 2007

41
12

$60,254
87

69
29

$4 1,532
107

Statistical
Member Statistics
Full and Part-time Act ive M emb ers
Average ag e
Average years of serv ice
Average annua l sa lary
Oldest full-time teacher

Ref ire d Mf;'mba rs
Average ag e
Average service
Averag e annua l be nefi t
O ld est retired teacher

Funded Ratio
70" , 67.0'1'> 682~.

"'. :(: 59 ,5·...

'"
40%

l O·/.

,,>%

1 0~

0% " ....
"" ' 000 '0'" >0,,,

41 ,909,31 8

$23,73 9,077

63.8%

$6 5,648,395$68 ,632,367

38,4 30,723

$30,20 1,644
56,0%

Total actu arial
accrued li abil it y

Net assets at
ma rket va lue

Unfunded li ability

Funded ra tio

Annua l Financia l Rep ort Sum mar y
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Fiscal Year Highlights

Act ive cont ributing members
Inactive noncontributing members
Benefit recipients

Ictcl membership

Actuarial accrued Iiobility (AAl)
Less net c ssets held in trust fo r pension benefits

Unfunded cctucrtol accrued liabili ty (UAAl)

Funded rcttc
{a ctua ri a l value of ossea/AALl

Tota l fund investment return (loss), net o f fe es

Expen ses
Benefits paid
Refunds paid
Administrative expenses

Total

Income
Member contributions
Employer contributions
Srcte of Ill ino is contributions
Ictc l investment income (loss)
Total

2008 2007
165,5 72 160,317

9 8,550 94,879
91,462 89,236

355,584 344,432

S68,632,367,000 S65,648,395,000
38,430,723,000 41 ,909,318,000

S30,20 1,644,000 S2 3,7 39,077,OO O

56.0% 6 3.8%

(5.0%) 19.2%

S3,423,9 8 1,732 S3, 111,752,675
60,285,624 5 9,731 ,90 9
16,61 3,364 15,246,20 3

S3,500,880,720 S3,1 86,730,787

S865,400, 16 8 S8 26,249,0 07
130,673,629 1 15,915,0 4 0

1,041,11 4,825 737,670,628
(2,0 14,90 2,36 6) 6,831,324,436

S22,286,25 6 S8,511, 159,1 11

This p4Jbficotion isa summary of the Comprehensive Annual Financia l Report for fhefi scal yeor ended June 3D, 2008 .

The comprehensive report, which has more de tailed information, is available on ovr Web site, trs.ilI inois .go v,
or by calling (800) 877-7896.
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