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Investment Commission
Strategy and Goals of the Commission
The South Carolina Retirement System Invest-
ment Commission (The Commission, or RSIC) 
is committed to making the South Carolina 
Retirement Systems’ investment performance 
rank among the best state pension plans in the 
nation. A critical phase will be continuing the 
prudent and orderly diversification process of 
implementing recent legislative reforms, which 
allow the Commission to structure a portfolio 
with far more competitive risk and return char-
acteristics. The Commission is hiring a highly 
qualified and professional staff and developing 
the infrastructure necessary to achieve these 
goals. The Commission is dedicated to provid-
ing transparency of its plans, goals, and results 
to the public. 

History
The vast majority of state pension funds were 
formed shortly after World War II; the South 
Carolina Retirement Systems was organized on 
July 1, 1945. Into the 1960s, public pension as-
sets were generally invested in the same fash-
ion as state operating funds – cash and govern-
ment bonds. The late 1950s and early 1960s 
witnessed the birth of Modern Portfolio Theory 
(MPT), a revolutionary approach to evaluat-
ing risk and return and their implications on 
constructing investment portfolios, for which 
Harry Markowitz was awarded the Nobel Prize 
in Economics. His theories, which emphasized 
the importance of a portfolio’s risk, the corre-
lations between securities, and diversification, 
changed the way people invested. Many states 
then began to realize that the long-term na-
ture of pension fund liabilities would dictate a 
far more diversified approach to portfolio con-
struction and began segregating pension port-
folio strategies from those of their operating 
funds. By the late 1980s, most states had signifi-
cant and growing allocations to equity invest-
ments, including international equity and other 

alternative investment strategies. The historic 
bull markets of the 1990s led to several years 
of double-digit investment returns for those 
states that had diversified their funds. In the 
aftermath of the terrorist attacks of September 
11, 2001 and the burst of the tech bubble, many 
states experienced a similar period of excess re-
turns while plans that failed to diversify lagged 
significantly behind. Until a state constitutional 
amendment allowing for investment in domes-
tic equities was ratified in 1997, the assets of 
the Retirement Systems portfolio were invested 
exclusively in fixed income investments, which 
were managed by the State Treasurer’s Office by 
state law. In 1999, upon the advice of the newly 
created State Retirement Systems Investment 
Panel (Panel), the Retirement Systems began to 
diversify the portfolio by investing in domestic 
equities. 

The Commission
The Panel served only in an advisory capacity 
to the trustees of the Retirement Systems, and 
the State Budget and Control Board (Board). In 
2005, South Carolina took a crucial step when 
it created the Retirement System Investment 
Commission and transferred the investment 
functions and authority of the Board to the 
newly created Commission. The Commission, 
as a fiduciary for the Retirement Systems, is 
now exclusively responsible for investing and 
managing all assets of the Retirement Systems 
and is fully empowered to make all investment 
decisions. The Commission is comprised of six 
financial experts, including the State Treasurer 
and a nonvoting retiree-member. 
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Reynolds Williams, Chairman Emeri-
tus
Reynolds Williams was born in Mullins, SC. He 
graduated cum laude from the Baylor School for 
Boys in Chattanooga, Tennessee and received 
his bachelor’s degree from the University of 
Virginia, where he was an Echols Scholar. After 
serving in Vietnam, where he was awarded the 
Bronze Star and the Combat Infantry Badge, 
Mr. Williams received his Juris Doctor from the 
University of South Carolina School of Law in 
1973. While in law school, Mr. Williams received 
the American Jurisprudence Award in Contract 
law. 

Members of the Investment Commission are (pictured above from bottom up, left to right): Blaine Ewing, III; Reynolds Wil-
liams, Chairman Emeritus; Converse A. Chellis, III, CPA, State Treasurer; S. Travis Pritchett, PhD; Allen R. Gillespie, CFA, Vice 
Chairman; and James R. Powers, Chairman.  The Commission assumed its responsibilities on October 1, 2005.

Mr. Williams is admitted to all state and fed-
eral courts in South Carolina, the United States 
Court of Appeals for the Fourth Circuit, and the 
U.S. Supreme Court. He has been chairman of 
many Arbitration Panels of the National Asso-
ciation of Securities Dealers, the American Ar-
bitration Association, and the Duke Private Ad-
judication Center. 

Mr. Williams is a former chairman of the Greater 
Florence Chamber of Commerce and president 
of the Florence Rotary Club. He has served on 
the School Board at All Saints and St. Anthony's, 
as Chairman of the Florence County Election 
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Commission, and on the Board of Directors of 
Florence County Progress.  Mr. Williams was a 
Faculty Seminar Participant at the 1991 U.S. 
Army War College. 

Mr. Williams serves on the Board of Directors of 
Community Bankshares and IRIX Pharmaceuti-
cals. He’s chairman of the Board of Florence Na-
tional Bank. Williams was the president of the 
SC chapter of the Federalist Society and a mem-
ber of the American Defense Trial Attorneys' As-
sociation, Defense Research Institute, American 
Board of Trial Advocates, and South Carolina De-
fense Trial Attorneys Association. He has served 
as vice-chairman of the State Board for Techni-
cal and Comprehensive Education. Mr. Williams 
is recognized as one of the Leading Lawyers in 
America, a Super Lawyer, and The Best Lawyers 
in America in the books bearing those titles. 

In 1999, Governor Beasley awarded Mr. Williams 
the Order of the Palmetto, the state's highest 
honor, for his public service, civic responsibil-
ity, and friendship to SC. In 2001, Williams was 
named Business Person of the Year by the Great-
er Florence Chamber of Commerce. A Certified 
Financial Planner (CFP®), Mr. Williams is capable 
and qualified to offer objective, integrated, and 
comprehensive financial advice to help individ-
uals achieve their financial objectives.

James R. Powers, Chairman 
James R. Powers, of Chapin and Isle of Palms, 
SC, retired in 1998 from a distinguished career 
as an investment banker. Most recently, Mr. 
Powers acted as Co-President and Chief Execu-
tive Officer of Sanwa Securities in New York. 
Prior to Sanwa Securities, Mr. Powers enjoyed a 
15-year career with CS First Boston Group Inc., 
where he held several international positions 
including Chief Operating Officer of First Bos-
ton Australia and Chief Operating Officer of CS 
First Boston Pacific in Tokyo. Mr. Powers began 
his banking career in 1972 with South Carolina 
National Bank. He is an eagle scout and actively 
involved in scouting as a member of the local 

council executive board. Mr. Powers is respon-
sible for council administration for the council 
executive committees. 
 
Mr. Powers received his bachelor’s degree in fi-
nance from the University of Georgia where he 
was a member of Phi Gamma Delta, Beta Gam-
ma Sigma, and Phi Eta Sigma fraternities.

Converse A. Chellis, III, CPA, State 
Treasurer
Converse A. Chellis, III was elected State Trea-
surer on August 3, 2007, by the South Carolina 
General Assembly.

Mr. Chellis was first elected to the General As-
sembly in 1996 and served as Representa-
tive from District 94 for ten years.  District 94 
is comprised of portions of Charleston and 
Dorchester Counties.  During his tenure in the 
legislature, Mr. Chellis was a member of the 
Labor, Commerce and Industry Committee, 
where he served as chairman of the Banking 
and Consumer Affairs Sub-Committee and as 
chairman of the Business and Commerce Sub-
Committee.  Mr. Chellis also served as chairman 
of the House Rules Committee.

Mr. Chellis is a CPA and served as an officer with 
the firm Dixon Hughes PLC.  He served as chair-
man of the State Board of Accountancy from 
1990-93, and as president of the South Carolina 
Association of CPAs in 1985.  Mr. Chellis was 
also a recipient of the “Outstanding Service to 
the Profession” award given to a CPA by the As-
sociation for professional service.

Mr. Chellis received a bachelor’s degree from 
the Citadel in 1965.  He served as a Captain in 
the U.S. Air Force and now lives in Summerville 
with his wife Sharon and two children.  

Blaine Ewing, III 
Blaine Ewing, III, C.I.M.A., of Sullivan’s Island, SC, 
is Senior Vice President of Investments at the 
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Charleston offices of Smith Barney. His posi-
tion entails strategy formulation, setting objec-
tives and asset allocation guidelines, manager 
searches, and performance reviews for retire-
ment plans, endowments, foundations, hospi-
tals, corporations, and individuals.

Prior to joining Smith Barney, Mr. Ewing served 
as the Corporate Development and Marketing 
Service Manager for J.P. Stevens, Vice President 
for Strategic Planning Institute, and Investment 
Manager for BMI Capital.

Mr. Ewing received his bachelor’s degree in eco-
nomics from Washington & Lee University and 
his master’s degree in marketing and finance 
from New York University.

Allen R. Gillespie, CFA, Vice Chairman
Mr. Gillespie is a Principal of GNI Capital, re-
sponsible for portfolio management and in-
vesetment research for all of the company’s 
managed assets. Mr. Gillespie also contributes 
commentary to StreetInsight.com, a member 
of TheStreet.com’s family of financial websites 
that is dedicated to the institutional investor.  

Previously, Mr. Gillespie was a Registered Rep-
resentative at Robinson-Humphrey and Smith 
Barney from 1995–1997. In 1997, he began 
managing private client portfolios and found-
ed the Blue Ridge Total Return Fund, which was 
sold to the Colonial Trust Company in 1999.  
In addition to his advisory work, Mr. Gillespie 
provided independent research to a New York-
based hedge fund.  

Mr. Gillespie graduated cum laude from Wash-
ington & Lee University with a bachelor’s de-
gree in Economics, and has been granted the 
Chartered Financial Analyst (CFA) designation.  
He is a member of the CFA Institute and the 
New York Society of Security Analysts.

S. Travis Pritchett, D.B.A. 
S. Travis Pritchett, Distinguished Professor Emer-

itus at the University of South Carolina, was a 
full-time member of the Moore School of Busi-
ness faculty for 27 years.  He held the W. Frank 
Hipp Chair of Insurance from 1982 until his re-
tirement in 2000.  He was Chair of the Banking, 
Finance, Insurance, and Real Estate Department 
for seven years.  Dr. Pritchett served as the Aca-
demic Director of the USC MBA and PMBA pro-
grams in the mid-1990s. In the 1980s, he was 
Director of a master’s degree program in health 
care finance.  At South Carolina, he received the 
Alfred G. Smith Teaching Excellence Award, a 
Mortar Board Teaching Excellence Award, and 
the Moore School Faculty Service Award.  He 
worked with the Pension Trust and Employee 
Benefits Seminar for over 30 years.

Dr. Pritchett is a former editor of The Journal 
of Risk and Insurance (the world’s leading aca-
demic journal in its field) and was an associate 
editor of Benefits Quarterly, Journal of Finan-
cial Service Professionals, Financial Services 
Review, Journal of Financial Planning, Journal 
of Business Research, and the America Journal 
of Small Business.  He is author or co-author of 
a dozen books and monographs and over 50 
journal articles.  In 1988, the Professional Insur-
ance Agents’ Insurance Foundation chose him 
as the first recipient of their national Insurance 
Educator of the Year Award based on excellence 
in teaching, scholarship, and service.

Dr. Pritchett’s service work included being a 
Governor’s Appointee to the Joint Insurance 
Study Committee of the SC Legislature.  He has 
been President of the American Risk and Insur-
ance Association, the Risk Theory Society, the 
Academy of Financial Services, and the South-
ern Risk and Insurance Association.

Dr. Pritchett resides in Charleston.  He is a con-
sultant and expert witness on pensions and 
life-health insurance topics and has been the 
retiree representative with the Commission 
since 2005.   
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Robert L. Borden, 
CFA, CAIA, Chief Ex-
ecutive Officer and 
Chief Investment Of-
ficer

The Commission hired 
Robert L. Borden, former 
Executive Director and 
Chief Investment Officer 

(CIO) of the Louisiana State Employees’ Retire-
ment System (LASERS), as its CIO in March 2006. 
As CIO, Mr. Borden has oversight for the com-
plete restructuring of the investment program 
for the South Carolina Retirement Systems’ 
$27.0 billion pension trust fund.

Mr. Borden graduated from the University of 
Texas at Austin with a Bachelor of Business Ad-
ministration with a major in Finance and earned 
a Master of Science degree in Finance from 
Louisiana State University. Mr. Borden holds 
both the Chartered Financial Analyst (CFA) and 
the Chartered Alternative Investment Analyst 
(CAIA) professional designations.

In Mr. Borden’s former position of Executive Di-
rector and CIO, he managed LASERS’ $7 billion 
pension fund. During his tenure, the LASERS 
trust fund more than doubled in size and as of 
March 31, 2006 LASERS realized 1-year, 3-year, 
and 5-year returns of 14.6 percent, 17.6 percent, 
and 8.4 percent respectively. This performance 
ranked LASERS’ portfolio among the top pen-
sion fund performers in the country.

Mr. Borden also served as Vice Chairman and 
Chairman of the Fund Evaluation Committee 
for the Louisiana Deferred Compensation Com-
mission. Prior to joining LASERS, Mr. Borden 
held distinguished positions at the Texas Work-
ers’ Compensation Insurance Fund, Franklin 
Federal Bancorp, the Texas State Treasury and 
Randy Morine Properties.  

Disclosure of Material 
Interest
None were noted.
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The Investment Commission Staff

Front row, left to right: 	
Brian Wheeler
Administrative Coordinator

Dori Ditty, JD
Law Clerk

Robert L. Borden, CFA, CAIA
Chief Investment Officer

Brenda Gadson
Senior Investment Operations 
Officer

Heather Muller
Assistant to Chief Investment 
Officer

Nancy Shealy
Administrative Director & 
General Counsel

Kathy Rast
Administrative Manager

Nicole Waites
Fixed Income Officer

Hilary Wiek, CFA, CAIA
Director of Public & Private 
Equities

Douglas W. Lybrand, CFA, CTP, 
FRM
Director of Investment 
Research

Back row, left to right: 
Donald Brock, Jr.
Investment Research Analyst

Jonathan Boyd, Intern

Hershel Harper, CFA
Director of Alternatives

Dunkin Allison
Investment Operations Officer

Geoffrey Berg, CFA
Public & Private Equity Officer

Jared O’Connor, Intern

Greg Putnam, CFA
Director of Investment Opera-
tions

Rick Patsy, CFA
Senior Fixed Income Officer

Erin Marrone, Intern (Not pic-
tured)



South Carolina Retirement System Investment Commission 2008 Annual Investment Report

7

Chairman and CIO’s Message

October 31, 2008

The Honorable Mark Sanford, Governor
Budget and Control Board
State of South Carolina
Members of the General Assembly of South Carolina

Dear Ladies and Gentlemen:

It is our pleasure to provide the report on the investments of the portfolio of the South Carolina Retire-
ment Systems (Retirement Systems or Fund) by the Retirement System Investment Commission (Com-
mission).  We are happy to report that with the February 2007 ratification of an amendment to S.C. 
Const. art. X, §16, which effectively broadened the opportunity set for diversifying the investments in 
the portfolio, the redeployment of the Retirement Systems’ assets has been largely implemented. 

Fiscal Year 2008 saw remarkable progress toward diversifying the assets of the Retirement Systems.  
From a portfolio that was almost entirely US stocks and US high quality bonds at the beginning of the 
fiscal year, the portfolio as of June 30, 2008, was well on its way toward being diversified among ten 
broad asset classes.

 June 30, 2007

Private Equity, 0.1%

US Core Bonds, 39.6%

Int'l Developed Equity, 
6.3%

US Small/Mid Equity, 
10.1%

US Large Equity, 33.0%

Global Opp. FI, 4.2%

Abs Rtn/Cash Net, 6.7%

 June 30, 2008
Global Opp. FI, 17.4%

Abs Rtn/Cash Net, 0.8%

Opp Credit, 0.5%

Private Equity, 1.0%

Global Asset Allocation, 
8.2%

US Large Equity, 18.5%

US Small/Mid Equity, 
9.8%

Int'l Developed Equity, 
14.9%

Int'l Emerging Equity, 
4.7%

US Core Bonds, 24.2%
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The Statement of Investment Objectives (SIO) and Policies (SIP) cover the general guidelines and the 
goals for the investment of the Retirement Systems’ assets.  The investment program is implement-
ed through an Annual Investment Plan (AIP), which details the target asset allocation and the rules 
by which the managers of the assets must comply.  Additionally, the AIP sets forth rebalancing pro-
cedures, permissible investments, and benchmarks for performance evaluation. Each fiscal year, the 
goals, objectives, and policies of the investment program are reviewed and updated to ensure that the 
portfolio is managed to achieve the goals of the South Carolina Retirement System with appropriate 
fiduciary oversight. 

As of June 30, 2008, the Retirement Systems’ investment portfolio value totaled $27.04 billion, down 
from $28.56 billion a year earlier.  Beyond US equities and core US fixed income, which were the only 
options in which the plan was constitutionally allowed to invest prior to February 2007, the plan real-
located to international equities, international fixed income, US high yield debt, private equity, and 
global asset allocation products.  Shifts from the prior year’s allocation to this one occurred throughout 
the fiscal year as external managers were identified, examined, and funded.   

Unfortunately, due to the previous lack of diversification in the portfolio, the investment returns for 
the Retirement Systems have historically lagged its peers.  This fiscal year saw significant improvement 
in the plan’s rankings against its peers due entirely to the ability to broaden the opportunity set for 
the plan’s assets.  Prior to the diversification adjustment, South Carolina was frequently in the bottom 
decile of pension plan returns.  In the four quarters of Fiscal Year 2008, the Fund made it into the top 
quartile of returns twice and was never in the bottom quartile.  

For the one-year period ending June 30, 2008, the total portfolio returned, gross of fees, -2.56 percent, 
beating the ICC Large Fund Universe (a commonly used industry database of plan sponsors with assets 
exceeding $1 billion) median return by 163 basis points.  For the three- and five-year periods ended 
June 30, 2008, the total portfolio returned 5.17 percent and 6.25 percent, respectively.  These were well 
behind peer median returns of 7.25 percent and 9.56 percent, primarily due to the previous inability to 
include asset classes beyond US stocks and US core fixed income.  

The Commission is committed to using industry best practices to transform South Carolina Retirement 
Systems’ investment program into a top quartile ranked public pension fund, on a risk-adjusted basis 
of return over the long term.  We believe that we now have the necessary structure in place to achieve 
this critical goal.  The diversification process and resulting increase in investment performance is a 
long-term goal, but Fiscal Year 2008 saw a dramatic step toward achieving this goal.  Particularly due 
to the nature of investing less liquid asset classes such as private equity and real estate, the transition 
was not completed in Fiscal Year 2008, but the majority of the assets have been reallocated to reflect 
the approved asset allocation.  

The Commission also made further progress in hiring a highly qualified professional staff and devel-
oping the infrastructure necessary to implement its goals during Fiscal Year 2008.  During the year, 
consulting and investment services were provided by Jamison, Eaton & Wood, New England Pension 
Consultants, Russell Implementation Services, Morgan Stanley Investment Management, and a variety 
of other investment managers.
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Diversification brings defensive characteristics to an investment portfolio.  Although the plan has not 
been immune to the freefall in the financial markets since the end of the fiscal year, the re-pricing of 
the world’s financial assets should, provide significant opportunities in a number of different asset 
classes not confined to public market equities and debt.  Through September 2009, the portfolio’s 
returns were at the median of pension fund returns for that quarter.  Most importantly, the liquidity 
position of the portfolio is strong, with funds readily available for benefits well into the future, regard-
less of future market conditions.

We are pleased to be serving the citizens of the State of South Carolina and seizing the opportunity 
that is before us. 

The Commission is dedicated to providing transparency of its plans, goals, and results to the public.

We are committed to the interests of the members of the Retirement Systems, and we will continue to 
manage the assets of the Fund in a prudent manner, seeking superior returns at acceptable levels of 
risk.  It is a tremendous responsibility and opportunity for us to serve as the Commission’s Chairman 
and CIO.

Sincerely,

			 
 									       

James R. Powers, Chairman				    Robert L. Borden, CFA, CAIA
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Consultant’s Message

December 1, 2008

Dear Members,

As investment consultant for the South Carolina Retirement Systems (SCRS), NEPC, LLC (NEPC) is 
pleased to submit this report outlining the structure and performance of the SCRS investment portfo-
lio for Fiscal Year ended June 30, 2008.

This letter marks two years that NEPC has been working with SCRS. It also marks a period of significant 
change in the SCRS investment portfolio. Until the November 2006 legislative change, the SCRS port-
folio was restricted to  domestic equity and fixed income investments, which led to returns that ranked 
in the bottom quartile of Large Public Funds over all time periods, as compared to other large public 
funds in the Independent Consultants Cooperative (ICC) universe. 

During the last year, NEPC has worked with the Commission, the Chief Investment Officer (CIO), and 
staff to implement the 2008 target asset allocation. This strategy is on the cutting edge of asset allo-
cation approaches and includes international and emerging market equity; high yield bonds, global 
bonds, emerging markets debt, and opportunistic credit; and alternative investments such as global 
asset allocation/absolute return, private equity, and real estate. 

In addition, SCRS became among the first pension plans to commit a portion of its assets to a series of 
strategic investment partnerships with a choice group of money managers. Strategic partnerships al-
low SCRS to take advantage of the broad resources, depth of expertise, and breadth of strategies that 
these world-class investors can offer. 

For Fiscal Year ending June 30, 2008, the SCRS portfolio returned -2.5% and ranked in the 27th percen-
tile of large public funds in the ICC universe. During this time period, the median large public fund in 
the ICC Universe returned -4.2%. This ranking is a significant improvement from that of a year ago, and 
is indicative of the enhancements that have been made to the portfolio. 

As of June 30, 2008, the SCRS investment portfolio totaled $27.0 billion and had 1.1% of its assets in-
vested in Cash, 40.4% invested in Fixed Income, 23.3% in Domestic Equity, 1.8 in International Equity, 
8.1% in Global Asset Allocation, 22% to Portable Alpha, and 1.2% invested in Private Equity. 2.1% was 
also invested in the Beta Overlay mandate, a strategy that allows the Commission to quickly implement 
portions of the target asset allocation and includes exposure to domestic equities, domestic fixed in-
come, international equities and emerging markets equities. This allocation was consistent with the 

“In November 2006, voters across the state approved a referendum to pass Amendment 3a of the 
state constitution.  Since then we’ve moved to implement a new asset allocation that will better 
position the System’s risk and return profile.  The passing of this referendum effectively allows for 
more diverse investing of the System’s assets.”

10
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targets and ranges set forth in the Annual Investment Plan and was within the statutory limitations 
previously placed upon the assets. NEPC will continue to work with the Commission, the CIO, and staff 
to monitor the structure the SCRS portfolio in an effort to optimize the portfolio’s risk/return profile. 

It is NEPC’s honor and pleasure to serve as investment consultant for the Commission during this piv-
otal time of change and growth. We are excited to continue to work with SCRS to position the portfolio 
in this challenging environment and to further take advantage of opportunities that the market has 
presented. 

Sincerely, 
 

Rhett Humphries, CFA
Partner and Senior Consultant
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Asset Allocation
The policy asset allocation was determined after a thorough study conducted by the Commission’s 
external investment consultant, New England Pension Consultants (NEPC), the Commission and in-
vestment staff.  Key inputs to this process include historical measures of risk, returns, and return cor-
relations.  These and additional variables were used to forecast expected risks, returns, and return cor-
relations for various asset classes.  The data were processed by an optimization routine and tempered 
with subjective judgment regarding limits and relative valuations to establish an appropriate asset 
allocation.  The primary objective of asset allocation is to establish and maintain a broadly diversified 
portfolio that is projected to achieve the highest risk-adjusted returns.  

Risk / Return Assumptions
One of the first steps taken before approving the asset allocation involves quantifying the expected 
risks and returns associated with numerous asset classes.  The following long-term assumptions were 
provided by NEPC and used as the basis of the asset allocation study.  

Another key input variable used to establish an asset allocation is the correlation of returns between 
various asset classes.  The following table displays the correlation assumptions developed by NEPC, 
which were used to optimize and develop the recommended asset allocation.

2008 Risk / Return Assumptions

12
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Asset Class Return Correlation Assumptions

2008 Correlation Forecast for Various Asset Classes

Target versus Actual Asset Allocation
The long-term target allocation appears below with the actual allocation following.  The attainment 
of the target allocation will extend into the calendar year 2009.

 Asset Class Core Global EMD RE HY Large Smid Intl Intl Sm Emg PE HF-C
Core Bonds 1.00
Global Bonds 0.70 1.00
Emerg Mkt Bonds 0.10 -0.10 1.00
Real Estate -0.10 0.00 0.00 1.00
High-Yield Bonds 0.50 0.30 0.60 -0.10 1.00
Large Cap Equities 0.20 -0.10 0.50 0.00 0.50 1.00
Small/Mid Cap Equities 0.00 -0.20 0.50 -0.05 0.60 0.90 1.00
Int'l Equities 0.00 0.30 0.50 0.10 0.40 0.70 0.60 1.00
Int'l Small Cap Eq 0.00 0.10 0.50 0.00 0.35 0.60 0.50 0.90 1.00
Emerg Int'l Equities -0.20 0.00 0.60 -0.10 0.45 0.50 0.50 0.60 0.55 1.00
Private Equity 0.15 0.00 0.25 0.00 0.60 0.75 0.85 0.50 0.60 0.25 1.00
Hedge Funds - Con 0.35 0.00 0.00 -0.10 0.30 0.20 0.20 0.05 0.00 0.00 0.10 1.00

Low  Negative Correlation (-0.51 to 0.00)
Low  Positive Correlation (+0.01 to +0.50)
High Positive Correlation (+0.51 to 1.00)

 Target Allocation 
Absolute Return, 20.0% 

Global Opportunistic FI,  
20.0% 

Core Bonds, 15.0% 

Emerging Markets Equity,  
5% 

International Equity, 15.0% 
Small/Mid Cap Equity,  

10.0% 

Large Cap Equity, 10.0% 

Opportunistic Credit, 3.0% 

Real Estate, 6.0% 

Private Equity, 6.0% 
GAA , 10.0% 

LIBOR, -20.0% 
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The actual allocation of the portfolio as of fiscal year-end, June 30, 2008, was as follows:

 Actual Allocation 

Cash & Equivalents, 1.1% 
Opportunistic Credit, 0.1% 

Libor, -21.2%  

Private Equity, 1.3% 

GAA, 8.1% 

Absolute Return, 22.3% 

Global Opportunistic FI,  
21.0% 

Core Bonds, 22.5% 

Emerging Markets Equity,  
4.8% 

International Equity, 14.9% 

Small/Mid Cap Equity,  
10.1% 

Large Cap Equity, 15.0% 

 

Difference between Target and Actual Asset Allocation
As of June 30, 2008

 

Large Cap Equity, 5.00% 

Small/Mid Cap Equity,  
0.10% 

International Equity, -0.10% 

Emerging Markets Equity,  
-0.20% 

Core Bonds, 7.50% 

Global Opportunistic FI,  
1.00% 

Absolute Return, 2.30% 

GAA , -1.90% 

Private Equity, -4.70% 

Real Estate, -6.00% 

Opportunistic Credit, 
-2.90% 

LIBOR, -0.1% 
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15

Beta Overlay 
The SCRSIC employs a Beta Overlay manager, Russell Investment Group (Russell), to assist with re-
structing its assets to the targeted asset allocation.  Russell utilizes derivative instruments such as fu-
tures contracts and swap agreements to achieve the desired asset allocation.  Derivatives are efficient 
investment vehicles that allow the Fund to quickly and cost-effectively gain or reduce exposures to 
certain asset classes.  As managers are hired in the target asset classes, derivative positions will be 
reduced to maintain the desired market exposures.  The table below details the implementation plan 
from inception through calendar year-end.  Execution of the plan will vary depending on market con-
ditions.  

Target Allocation Implementation Plan
As of June 30, 2008

Asset Class 7/1 8/1 9/1 10/1 11/1 12/1 1/1
Cash -21.0% -21.0% -21.0% -21.0% -21.0% -21.0% -20.0%
Portable Alpha (LIBOR) 21.0% 21.0% 21.0% 21.0% 21.0% 21.0% 20.0%
Total Cash 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

U.S. Large Cap 18.2% 18.1% 18.0% 17.9% 17.8% 17.7% 10.0%
U.S. Small/Mid Cap 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%
Non-U.S. 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
Emerging 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%
Total Public Equity 48.2% 48.1% 48.0% 47.9% 47.8% 47.7% 40.0%

LB Agg 23.8% 22.5% 21.0% 20.5% 19.8% 19.3% 15.0%
Tactical Cash 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.0%
Global Agg Ex-U.S. 11.0% 12.0% 12.0% 12.0% 12.0% 12.0% 10.0%
High Yield 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 5.0%
EM Debt 4.0% 4.0% 5.0% 5.0% 5.0% 5.0% 5.0%
Total Debt 42.1% 41.8% 41.3% 40.8% 40.1% 39.6% 35.0%

Private Equity 0.9% 1.0% 1.1% 1.2% 1.3% 1.4% 6.0%
Opportunistic Credit 0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.0%
Real Estate 0.3% 0.3% 0.3% 0.3% 0.5% 0.5% 6.0%
GTAA 8.1% 7.9% 7.9% 7.9% 7.9% 7.9% 10.0%
Total Alternatives 9.8% 10.2% 10.8% 11.4% 12.2% 12.8% 25.0%

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Asset Class Allocation by Manager
The table on the following page details the actual market exposures achieved at fiscal year-end.  These 
exposures include physical securities held by the SCRSIC’s custodian, the Bank of New York Mellon, 
synthetic positions established by Russell, and assets allocated to alternative investment managers.     
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Asset Class Allocation by Manager
As of June 30, 2008

* Balances include asset exposures which may differ from accounting statements.

Manager / Asset Class Weight $MM*
WCM 1.9% 521.7
Legg Mason 1.3% 354.9

Total Large Cap Growth 3.2% 876.6
Aronson, Johnson & Ortiz 2.0% 543.4
Pzena 1.1% 295.0

Total Large Cap Value 3.1% 838.4
BGI S&P Alpha Tilt 1.4% 391.7

Total Large Core 1.4% 391.7
SSGA S&P 500 Index 6.2% 1,667.5

Total Large Index Funds 6.2% 1,667.5
Total Large Cap Futures 0.4% 103.8
Total Large Cap Swaps 0.7% 178.7

Total Large Cap 15.0% 4,056.7

Times Square 1.4% 367.4
Total Small/Mid Cap Growth 1.4% 367.4

Batterymarch 0.7% 182.9
Turner 0.9% 246.9
Clarivest 1.0% 270.4

Total Small Cap Growth 2.6% 700.2
TSW 0.9% 230.3

Total Small/Mid Cap Value 0.9% 230.3
Benson 1.1% 306.8
Integrity 0.5% 129.5

Total Small Cap Value 1.6% 436.3
Pyramis 1.4% 391.9

Total Small Core 1.4% 391.9
SSGA Russell 2000 Index 1.4% 383.6

Total Small Index Funds 1.4% 383.6
Total Small/Middle Cap Futures 0.8% 209.3

Total Small/Mid Cap 10.1% 2,719.0
Total U.S. Equity 25.1% 6,775.7

BGI EAFE Index Funds 1.8% 485.7
Total Non-U.S. Index Funds 1.8% 485.7

Total International Equities Futures 8.2% 2,224.3
Total International Equities Swaps 4.9% 1,330.2
Emerging Market Equity Swaps 4.8% 1,285.5

Total Non-U.S. Equity 19.7% 5,325.7
Total Public Equity 44.7% 12,101.4

Domestic Fixed Income 26.9% 7,271.5
Total Investment Grade 26.9% 7,271.5

Domestic Fixed Income Futures -3.3% (902.6)
Domestic Fixed Income Swaps -0.9% (249.9)

Total U.S. Fixed Income 22.6% 6,119.0
0.0%

Loomis Sayles 3.0% 801.8
Mondrian 3.3% 886.2
Wamco 3.0% 813.8
Credit Agricole 3.1% 835.2

Total Global Bonds 12.3% 3,337.0
Loomis Sayles High Yield Trust 0.7% 194.5

Total High Yield 0.7% 194.5
International Fixed Income Futures 5.0% 1,361.0
Emerging Market Debt Swaps 2.5% 687.1
Domestic High Yield Swaps 0.4% 97.6

Total Global Opportunistic FI 21.0% 5,677.2
Total Fixed Income 43.6% 11,796.2

Manager / Asset Class Weight $MM*
Aquiline Partners 0.1% 25.9
Pantheon USA 0.1% 24.5
Pantheon Europe 0.1% 18.9
TCW SMSF 0.4% 107.9
Carousel Capital 0.0% 12.4
Goldman Sachs 0.1% 24.5
TrueBridge 0.0% 8.8
Warburg Pincus 0.1% 20.8
Northstar 0.0% 9.2
Apax Europe 0.1% 15.4
TCW - Crescent Mezz 0.1% 15.3
Paul Capital 0.1% 18.3
Square 1 Ventures 0.0% 3.0
Lehman Brothers 0.0% 1.1
TCW - Strat Partnership Energy 0.1% 40.0

Total Private Equity 1.3% 346.0

Mariner 1.2% 338.0
Bridgewater Pure Alpha 1.6% 428.6
D.E. Shaw 1.4% 375.5
Frontpoint 1.4% 376.1
Morgan Stanley Completion Fund 3.1% 837.6
GAM 2.8% 755.6
Entrust 1.5% 400.8
Gottex 2.8% 763.4
Grosvenor 2.8% 767.6
Morgan Stanley Partnership 3.7% 997.4

Absolute Return Strategies 22.3% 6,040.7

GMO Strategic Opportunities 0.9% 232.8
GMO Multi-Strategy 0.4% 120.2
Bridgewater All-Weather 2.8% 746.6
Putnam 2.7% 722.0
Mellon Capital 1.3% 358.2

Total Global Asset Alloc Strats 8.1% 2,179.8

Angelo Gordon 0.1% 15.0
Total Opportunistic Credit 0.1% 15.0

Total Alternative Assets 31.7% 8,581.6

Short Duration Investments 1.1% 310.8
Total Cash Equivalents 1.1% 310.8

Currency Forwards Gain(Loss) 0.2% 56.6
Russell Overlay Cash Account 2.4% 637.8
Futures & Swaps Cash Offset -23.8% (6,441.0)

Total Plan 100.0% 27,043.4
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Active versus Passive Management
The Commission engages in passive investing in two ways: buying Index Funds and utilizing finan-
cial derivatives.  Both of these approaches to passive management are designed to reduce costs and 
enhance risk-adjusted returns, which accounted for 11.5% of the Fund’s market value as of fiscal year-
end 2008.  

At the end Fiscal Year 2008, 9.4% of the Fund’s market value was in Index Funds.  Of that amount, 
6.2% was dedicated to Large Cap Domestic Equity Index Funds, which often achieve higher after-fee 
returns than active managers in the same asset class.  Of the remaining index funds, 1.4% of the Fund 
was invested in a Russell 2000 Index fund and 1.8% was invested in an EAFE Index Fund.  

Another 2.1% of the Fund’s market value was invested in financial futures, swaps, and their cash off-
sets.  (This relatively small balance represents cash performance bonds and should not be confused 
with market exposures.)  These were the preferred investment vehicles to help achieve the targeted 
asset allocations for several select asset classes.  A detailed accounting of the long and short synthet-
ic exposures can be seen in the table above (See Asset Class Allocation by Manager).  

Percentage of Fund Actively / Passively Managed
As of June 30, 2008

 

11.5% 

88.5% 

 Active Passive 
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Economic and Financial Markets Review
During the last 12 months, economic growth in developed economies slowed significantly to near 
0%, while emerging economies were more resilient. Overall, global growth ranged from 3% to 4%. The 
economic slowdown has followed a rising burden of household debt exacerbated by declining home 
values, the spreading effects from the subprime mortgage collapse, and the resulting tight credit con-
ditions.  Soaring commodity prices, especially oil which peaked near $140 per barrel, and rising unem-
ployment also squeezed consumers who continued to spend moderately by liquidating savings and 
investments.  The increasing likelihood of recession weighed heavily on the financial markets.  

Trailing one-year equity returns reflected this deteriorating economic outlook.  Domestic stock indices 
generally declined into the mid-teens with losses in some sectors exceeding 20%.  The S&P 500 index 
of large U.S. stocks fell 13.12% and the Russell 2000 Index of small U.S. stocks fell 16.19%.  The MSCI 
EAFE Index of developed foreign stocks  fell 10.18%.  The MSCI Emerging Markets Stock Index rose by 
4.89%.  Bond returns, on the other hand, performed well in this gloomy environment.  The Lehman 
Brothers Aggregate domestic bond index rose 7.12%.   Even more impressive was the Citigroup World 
Government Bond Index, which rose 17.00%.  Lower credit quality bonds suffered, evidenced by the 
decline in the Lehman High Yield Index of 2.26%.  

Asset Class Returns 
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The returns on some alternative asset classes were disappointing, but overall they helped to mitigate 
the deterioration of the equity markets.  The HFRX Global Hedge Fund Index of investable hedge funds 
fell 3.04% for the Fiscal Year 2008.  On the other hand, real estate returns as evidenced by the NCREIF 
Property Index rose 9.21%.  The benchmark returns (50% MSCI World / 50% CITI WGBI) for GTAA (Global 
Tactical Asset Allocation) investments rose 1.7% for the Fiscal Year 2008.  

Equities
World equity markets peaked during the second half of 2007 and declined sharply during the first half 
of 2008.  Twelve-month trailing returns for the MSCI World Stock Index declined 10.18% for the Fiscal 
Year 2008.  U.S. equities declined 13.12% over the same period as measured by the S&P 500 Index.  
These markets reflect weak growth across the developed world and widespread expectations of even 
weaker conditions in the future.  The financial sector is severely strained with a de-leveraging economy 
and reduced liquidity.  These conditions have led to a general shortage of capital, further constricting 
economic activity.  To complicate matters, rising inflationary expectations due to skyrocketing com-
modity prices, especially oil, have made it very difficult for central banks to react by cutting rates.  
Growth stocks trounced value stocks for all capitalization sizes, but especially in large caps.  For ex-
ample, the Russell 1000 Growth Index for large stocks declined 5.96% for one year, whereas the Russell 
1000 Value Index declined 18.78%, over three times the loss.  The Russell 2000 Growth Index for small 
stocks declined 10.83%, but Russell’s 2000 Value Index declined 21.63%, nearly twice the loss. 

Equity Index Returns (%)
As of June 30, 3008

Equity Index Returns 1 Year 3 Years 5 Years
Global Equity
MSCI World -10.18 9.44 12.54
US Equity
S&P 500 -13.12 4.41 7.58
Dow Jones Industrial Average -13.27 5.83 7.20
Russell 1000 -12.36 4.81 8.22
Russell 1000 Growth -5.96 5.91 7.32
Russell 1000 Value -18.78 3.53 8.92
Russell 2000 -16.19 3.79 10.29
Russell 2000 Growth -10.83 6.08 10.37
Russell 2000 Value -21.63 1.39 10.02
International Equity
MSCI EAFE -10.15 13.34 17.16
MSCI Emerging Markets 4.89 27.52 30.15
MSCI Europe -10.81 14.15 17.71
MSCI Far East -10.50 9.69 14.12
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Fixed Income
Trailing one-year fixed income returns were very strong compared to historical averages as global 
economic weakness drove investors towards safer investment vehicles.  Yield curves shifted down-
ward and steepened throughout most developed countries as short-term rates declined more rapidly 
than long-term interest rates.  In the U.S. the real yield curve was the steepest in the developed world 
by a wide margin.  During the previous twelve months, the Federal Open Market Committee (FOMC) 
pushed the administered U.S. Federal Funds target rate down by 325 basis points (bps) from a high of 
5.25% to 2.00%, citing as justification the downside risk to growth.  During the second quarter of 2008, 
both long and short market rates rose due to rising inflationary expectations.  The market, expecting 
growth to recover, ceased discounting Fed easing and began to price in rising rates.  Investment grade 
bonds performed very well during the year.  High yield returns were disappointingly low as evidenced 
by the Lehman Brothers High Yield Index, which returned -2.26% during the Fiscal Year 2008.  The sub-
prime mortgage crisis, Bear Stearns’ collapse, tightening sources of credit, economic worries, equity 
market weakness, and expected higher defaults, all weighed heavily on the asset class.  

Fixed Income Returns (%)
As of June 30, 2008

 

Among the sectors of the Lehman Brothers Aggregate Bond Index, Treasury, Agency and Mortgage-
Backed investments posted relatively high returns.  These were followed by Intermediate, Long and 
Investment Grade Corporate Bonds.   The Asset-Backed bond sector was negatively impacted due to 
the large representation of home equity loans secured by subprime and other troubled mortgages.  
The table on the following page provides details regarding these markets. 

Fixed Income Index Returns 1 Year 3 Year 5 Years
Global Fixed Income
Citigroup World Gov. Bond 17.00 6.24 6.39
Lehman Global Aggregate 12.90 5.80 5.90
Domestic Fixed Income
LB Aggregate 7.12 4.09 3.85
LB Government 9.68 4.60 3.78
LB U.S. Credit 3.81 2.75 3.27
LB Mortgage Backed 7.83 4.82 4.56
LB High Yield -2.26 4.54 6.92
ML 3-Month T-Bills 3.63 4.27 3.18
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Investment Grade Sector Performance
As of June 30, 2008

 

Alternative Investments
Trailing twelve-month Hedge Fund returns were flat to slightly negative.  These declines were driven 
by decelerating global growth, a weakening U.S. consumer, write-offs at major financial institutions, 
an up-tick in global inflation, and a continuing rise in commodities, particularly crude oil.  The financial 
and auto sectors were particularly hard hit.  

The one-year trailing returns for Global Asset Allocation strategies also declined from prior years.  The 
global equity declines were offset in part by the relatively attractive fixed income returns.  

The one-year trailing returns for Opportunistic Credit strategies, as represented by the Lehman Broth-
ers High Yield Index, also experienced deteriorating performance from three- and five-year horizons.   
As the year unfolded, the spreading effects from the subprime mortgage collapse, and the resulting 
tight credit conditions only accelerated, driving down returns.  The evolving environment is expected 
to lead to superior returns for credit plays in the future.  

Finally, the one-year returns for private equity, which are lagged as of March 31, 2008, are mixed.  The 
near tripling of returns on Mezzanine strategies compensated for the steady or declining returns in the 
other sectors of private equity.

10.3%

8.3%
7.8%

-2.1%

3.8%

4.6%

1.7%

-4.0%

-2.0%

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

Treasuries Agencies MBS ABS Inv.Gr.Corp Inter.Corp. Long Corp.
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Alternative Investment Returns (%)
As of June 30, 2008

Alternative Investments Index Returns 1 Year 3 Year 5 Year
HFRI Fund of Funds Composite Index -0.2% 8.2% 7.7%
HFRI Fund of Funds Conservative Index -0.1% 6.7% 6.1%
HFRI Fund of Funds Diversified Index -0.5% 8.0% 7.6%
HFRX Global Hedge Fund Index (Investable) -3.0% 5.6% 4.5%
50% MSCI Global Stock, 50% WGBI 1.7% 6.8% 8.4%
Lehman Brothers High Yield -2.3% 4.5% 6.9%
Venture Economics: All Buyouts 9.7% 12.6% 15.4%
Venture Economics: All Private Equity 12.2% 12.1% 13.4%
Venture Economics: Mezzanine 17.9% 5.5% 5.7%
Venture Economics: Balanced VC 8.3% 13.0% 12.6%
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Performance Analysis

Total Fund
The chart below illustrates how the portfolio appreciated to $27.0 billion by Fiscal Year 2008.

Growth of SCRS Portfolio

Asset Class Returns
The Commission continued implementing the target asset allocation transition plan during the Fiscal 
Year 2008.  The Fund expanded from only physical securities held in three asset classes to a combina-
tion of physical and synthetic exposures held in ten asset classes.  For example, total return swaps were 
used exclusively to establish synthetic exposures to two asset classes: Emerging Markets Equity and 
Emerging Markets Debt.  For most other asset classes, futures, swaps, and currency forwards were used 
throughout the year to establish and/or rebalance exposures.    

Asset class returns in the tables below represent only those from physical securities.  Asset class returns 
from synthetic securities are captured within the beta overlay program.  The Fund did not own physi-
cal securities for every asset class throughout the year.  External managers for Non-U.S. Developed 
Equity, Global Opportunistic Fixed Income, and Global Asset Allocation, for example, were not held for 
the entire year.  Physical investments in Opportunistic Credit were held for only one month.  Synthetic 
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exposures to the first five asset classes listed below may have combined with physical exposures to 
establish positions for the entire year.  For a more detailed, year-end snapshot of the asset classes that 
contained synthetic exposures, see the table on Page 19. 

Trailing Asset Class Composite Returns (%)
For Periods Ending June 30, 2008 

Asset Class Composite Returns 1 Month 3 Month 6 Month 12 Month
U.S. Large Cap Equity -8.9 -3.2 -12.8 -15.6
U.S. Small/Mid Cap Equity -6.5 1.7 -10.2 -15.4
Non-U.S. Developed Equity -8.1 -2.0 -10.6 -
U.S. Core Fixed Income 0.4 -0.6 0.5 5.6
Global Opportunistic Fixed Income -1.3 -1.5 1.4 -
Absolute Return 0.2 1.7 -0.3 3.1
Private Equity -7.0 -2.4 -2.3 -3.7
Global Asset Allocation -2.0 0.6 3.2 -
Opportunistic Credit 0.0 - - -
Cash Equivalents 0.2 0.5 1.3 3.9
Beta Overlay -1.7 -0.3 -1.8 -1.2
  Total Plan -4.0 -0.6 -4.7 -2.6

Considering only the return contributions of physical securities, the greatest contributor to the Fund’s 
-2.6% return came from U.S. Equities, which declined over 15% for the year.  The Fund’s Non-U.S. De-
veloped Equity exposure was composed of MSCI EAFE Index Funds, EAFE Swaps and a basket of fu-
tures to replicate EAFE.  This combination of passive investments tracked its benchmark closely and 
returned -10.6%.  The target allocation for Emerging Markets Equity was 5%, and those exposures were 
gained entirely with total return swaps (included within beta overlay figures above).  The MSCI EAFE 
EM (Emerging Markets) Index returned 4.9% for the Fiscal Year 2008.  Private Equity (PE) returns were 
-3.7%, but PE represents a small percentage of the total Fund.  The negative equity returns of devel-
oped countries had the greatest influence on the Fund’s -2.6% return.  

Physical U.S. Core Fixed Income securities returned 5.6% during the year, greatly offsetting the nega-
tive equity returns.  These positive returns were reduced somewhat, mostly during the last six months, 
by negative synthetic exposures to the Lehman Aggregate Index through futures and swaps.  The Leh-
man Aggregate Index returned only 1.1% during the last six months.  For a more detailed, year-end 
snapshot of the physical and synthetic asset class exposures, see the table on Page 19.  The physical 
Global Opportunistic Fixed Income (GFI) bonds returned 1.4% during the last six months.  During the 
first six months of the year; however, exposure to GFI was gained mostly synthetically with a basket of 
futures to replicate the Lehman Global Bond Index.  This benchmark returned 9.0% during the first half 
of the Fiscal Year 2008.  There was also a $600 million total return swap exposure to Emerging Markets 
Debt during the last half of the Fiscal Year.  The benchmark on this component of the GFI asset class 
was -0.3%.  The Fixed Income asset classes increased to offset the negative returns from the Equity as-
set classes. 
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Quarterly Asset Class Composite Returns (%)
For Fiscal Year Ended June 30, 2008

Asset Class Composite Returns 1 Year 3 Year 5 Year
U.S. Large Cap Equity -15.6 3.2 6.8
U.S. Small/Mid Cap Equity -15.4 4.9 11.3
Non-U.S. Developed Equity - - -
U.S. Core Fixed Income 5.6 4.4 4.3
Global Opportunistic Fixed Income - - -
Absolute Return 3.1 - -
Private Equity -3.7 - -
Global Asset Allocation - - -
Opportunistic Credit - - -
Cash Equivalents 3.9 4.6 -
Beta Overlay -1.2 - -
  Total Plan -2.6 5.2 6.3

The returns from the Alternative asset classes also helped mitigate the double digit equity losses.  Un-
like other asset classes, there were no synthetic exposures to alternative asset classes as passive invest-
ment vehicles are not generally available.  The Fund held over $6.0 billion or 22.3% of the portfolio in 
Absolute Return Strategies.  As the returns from this asset class are not normally closely correlated with 
equity or fixed income asset classes, their 3.1% return positively impacted the Fund’s return.  The $2.2 
billion, or 8.1%, allocation to Global Asset Allocation Strategies (GAA) also contributed positively.  GAA 
returned 3.2% for the six-month period ending June 30th, and had positive returns for three quarters 
(see table above).  The Private Equity asset class returned -3.7% for the Fiscal Year but only constituted 
1.3% of the Total Fund as of Fiscal Year 2008.  Overall, diversification into alternative assets helped miti-
gate the large losses incurred by equities.  The addition of alternative assets to the portfolio also raised 
the Fund’s performance ranking when compared with peers.

Trailing Asset Class Composite Returns (%)
For Periods Ending June 30, 2008

Asset Class Composite Returns Q307 Q407 Q108 Q208
U.S. Large Cap Equity 1.9 -4.9 -9.9 -3.2
U.S. Small/Mid Cap Equity -2.8 -3.0 -11.7 1.7
Non-U.S. Developed Equity - -1.2 -8.9 -2.0
U.S. Core Fixed Income 2.2 2.8 1.1 -0.6
Global Opportunistic Fixed Income - 1.9 3.2 -1.5
Absolute Return 0.9 2.9 -1.8 1.7
Private Equity 2.0 -3.4 0.2 -2.4
Global Asset Allocation - 3.4 2.0 0.6
Opportunistic Credit - - - -
Cash Equivalents 1.3 1.2 0.8 0.5
Beta Overlay 0.9 -0.3 -1.5 -0.3
  Total Plan 2.1 0.4 -4.2 -0.6
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Risk / Return Peer Comparisons
Compared to the peer group, i.e. public funds with $1.0 billion or more of assets under management, 
the risk / return profile of the Total Fund has improved dramatically.  As the Fund diversified from three 
to ten asset classes, the performance ranking rose from the bottom quartile to the top quartile on a 
quarterly basis.  
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The Fund’s return ranking has risen from the 96th percentile over five years to the 33rd percentile over 
one year, a dramatic improvement.  Moreover, this improved relative performance has been achieved 
with only a modest increase in risk as measured by the standard deviation of returns.  The follow-
ing graph illustrates that the Fund’s risk profile placed lower than 96% of peer funds over five years 
and lower than 88% of large funds over one year.  (See Risk Ranking Peer Comparisons on the following 
page).   

The following graph compares the Fund’s trailing one, three and five-year returns to the distribution of 
returns of the Bank of New York Mellon (BNYM) Universe.    

Performance Ranking Peer Comparisons
For Periods Ending June 30, 2008
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Risk Ranking Peer Comparisons
For Periods Ending June 30, 2008

Returns to Active Management
The Allocation Index, also known as the Strategy Index, measures the success of the portfolio’s current 
allocation.  It is calculated  by multiplying the style index of each asset class by the actual amount al-
located to that asset class.  The diffference in returns between the Allocation Index and the Total Fund 
measures the contribution of active fund management.  

The Policy Index measures the success of the portfolio’s target allocation. It is calculated by multiply-
ing the asset class benchmark by the percent targeted to each asset class. The difference in returns 
between the Allocation Index and the Policy Index measures the contribution of deviating from the 
target allocation. If the Allocation Index exceeds the Policy Index, then active management has added 
value.  

Active management has, in aggregate, contributed excess returns during each of the one, three and 
five-year trailing periods ended June 30, 2008. Forty-one basis points (bps) of excess return (-2.56 + 
2.97 = 41 bps) was achieved over the trailing one-year period. Fifty-seven bps of excess return (5.17 
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– 4.60 = 57 bps) was achieved over the trailing three-year period. And, forty-five bps of excess return 
(6.25 – 5.80 = 45 bps) was achieved over the trailing five-year period. This contribution from active 
management is due mostly to returns from Absolute Return strategies exceeding those of their bench-
mark.    

Returns due to Active Management
As of June 30, 2008
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Total Fund Policy Index Allocation Index

Total Fund -2.56 5.17 6.25
Policy Index -2.89 4.54 5.71
Allocation Index -2.97 4.60 5.80

One Year Three Years Five Years

As shown above, the Allocation Index was eight bps short of the Policy Index over the one-year period, 
but exceeded the Policy Index by six bps over the three-year, and nine basis points over the five-year 
period.  
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Large-Cap U.S. Equity
The allocation to Large-Cap U.S. Equities progressively declined during the year from 32.9% to 15.0%.  
This transitional rebalancing was achieved through partial redemptions, the purchase and sale of fu-
tures, and total return swaps.  During times of market volatility, the Beta Overlay Manager maintained 
the desired target allocation within small bands to correct for target deviations.  The following pie 
graph displays the detailed allocations within the asset class. 

Large-Cap U.S. Equity Allocations
As of June 30, 2008

Large-Cap U.S. Equity Return Comparisons
For Periods Ending June 30, 2008

Composite versus Benchmark Returns (Gross of Fees)
1 Year 3 Year 5 Year

U.S. Large-Cap Growth -12.4 2.0 4.7
Russell 1000 Growth Index -6.0 5.9 7.3
U.S. Large-Cap Value -24.6 0.7 6.0
Russell 1000 Value Index -13.1 4.4 7.6
U.S. Large-Cap Core (Active) -13.7 4.0 7.4
S&P 500 Index -13.1 4.4 7.6
U.S. Large-Cap Index Funds -13.0 4.5 7.6
S&P 500 Index -13.1 4.4 7.6

 

Large Cap Growth 
21.6% 

Large Cap Value 
20.7% 

Large Cap Core 
9.7% 

Large Cap Index Fund 
41.1% 

Large Cap Futures 
2.6% 

Large Cap Swaps 
4.4% 
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The following graph illustrates how the large cap asset class deviated from the S&P 500 index.  

Sector Allocation
As of June 30, 2008

 

The top ten U.S. equity holdings are listed in the table below.  The values exclude shares held in pas-
sively managed index funds.

Top U.S. Stock Holdings
As of June 30, 2008

Top Largest Holdings
Name Market Value Weight (%)
Quanta SVCS Inc Com 60,671,937.21 0.80
Electronic Arts 42,819,679.08 0.56
Johnson & Johnson Com 41,388,828.22 0.54
Exxon Mobil Corp 36,406,503.00 0.48
Western UN Co Com 34,040,849.04 0.45
Expeditors Intl Wash Inc Com 33,775,683.00 0.44
Teva Pharmaceutical Inds Adr Ltd Com 29,462,040.80 0.39
Costco WHSL Corp New Com 29,259,812.82 0.38
Dell Inc Com 29,107,314.08 0.38
Monsanto Co New Com 28,868,780.80 0.38
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Small to Mid-Cap U.S. Equity 
A decision was made during the Fiscal Year to allow mid-cap equities to be included with the allocation 
to small-cap U.S. equities.  Accordingly, two existing managers were allowed to expand their mandate 
to include mid-cap stocks.  The allocation to this asset class remained essentially unchanged from Fis-
cal Year 2007 through Fiscal Year 2008; decreasing from 10.3% to 10.1%.  Following are the detailed 
allocations within this asset class.   

SMID-Cap U.S. Equity Allocations
As of June 30, 2008

 Small/Mid Cap Growth,  
13.5% 

Small/Mid Cap Futures,  
7.7% 

Small/Mid Cap Value,  
8.5% 

Small Cap Growth,  
25.8% 

Small Cap Core, 14.4% 

Small Cap Index Funds,  
14.1% 

Small Cap Value, 16.0% 

Composite versus Benchmark Returns (Gross of Fees)
1 Year 3 Year 5 Year

U.S. SMID-Cap Growth - - -
Russell 2500 Growth -9.2 7.4 11.6
U.S. SMID-Cap Value - - -
Russell 2500 Value -19.9 2.2 10.9
U.S. Small-Cap Growth -13.8 6.2 9.3
Russell 2000 Growth -10.8 6.1 10.4
U.S. Small-Cap Core (Active) -15.4 6.4 14.0
U.S. Small-Cap Index -16.3 2.2 8.8
Russell 2000 -16.2 3.8 10.3
U.S. Small-Cap Value -22.8 0.7 9.3
Russell 2000 Value -21.6 1.4 10.0
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The following graph illustrates how the majority of actively managed stocks within the SMID asset 
class, which are mostly small-cap, deviate from the Russell 2000 Index.  

Sector allocation vs. Russell 2000
As of June 30, 2008
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U.S. Core Fixed Income
The Fund’s allocation to the U.S. Core Fixed Income asset class decreased from 40.0% to 22.6% in the 
Fiscal Year 2008.  The steady and significant liquidations from this asset class raised the cash necessary 
to fund several new asset classes, especially Global Opportunistic Fixed Income.  The following table 
illustrates how these sales widened the divergence between U.S. Fixed Income and its benchmark, the 
Lehman Brothers Aggregate Bond Index.  The average maturity and duration of the current portfolio 
increased over last year’s spreads, due primarily to the selling of a large amount of short-term bonds.  
Aggregate quality ratings changed by two notches.

Fixed Income Characteristics versus Lehman Aggregate
As of June 30, 2008

 

The maturity distribution of the U.S. Fixed Income portfolio changed significantly from the previous 
year-end.  (See the Average Life Chart on the next page.)  The percentage of short-term bonds owned 
declined from 28.2% to 16.6% during the year as these bonds were sold to raise cash.  The percentage 
of 7 – 10 year bonds also decreased sharply, from 33.3% to 4.9%, as maturing bonds rolled into the 5 
– 7 year bucket.  Consequently, the 5 – 7 year bucket increased sharply from 3.5% to 36.6%.  Securities 
sold from the 7 – 10 year bucket were not replaced.  The percentage of bonds with maturities greater 
than ten years increased moderately from 31.2% to 37.2%.  The portfolio traditionally maintained a 
barbell structure with greater concentrations on both ends of the maturity spectrum than the Lehman 
Brother’s Aggregate Bond Index.  

The distribution of bonds by sector also changed significantly from the previous year-end.  These 
changes were also largely the result of efforts to raise cash through bond sales.  The percentage of the 
short duration sector, which is not recognized in the benchmark, declined from 19.8% to 10.2%.  This 
sharp decline led the corporate and mortgage sectors to increase their relative weightings.  (See the 
Sector Allocations Chart on the next page).  

SCRS LAGG
Average Maturity (yrs) 11.13 7.48
Average Coupon (%) 5.97 5.36
Average Duration 6.27 4.68
Average Moody's Rating Aa3 Aa1
Average S&P Rating AA- AA+
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Average Life: Fixed Income versus Lehman Aggregate
As of 6/30/08

 

Sector Allocations: SCRS versus Lehman Aggregate
As of 6/30/08
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35



South Carolina Retirement System Investment Commission 2008 Annual Investment Report

A comparison of U.S. Core Fixed Income returns to their benchmark indicates the portfolio has nor-
mally exceeded the benchmark returns over longer periods of time.  However, for the one-year period 
ended June 30, 2008 the benchmark outperformed the portfolio by 150 bps.  The drivers of this short-
fall will be explained on the following page.

U.S. Core Fixed Income Return Comparisons
For Periods Ending June 30, 2008

 

The positive contributors to the portfolio’s overall performance were duration and other spread.  As 
yield curves experienced a downward shift in rates, longer duration bonds rose in price more than 
shorter duration bonds.  Also, holding a larger percentage of higher yielding corporate securities than 
the index led to sixty-seven bps of excess return.  

The positive contributors were more than offset by a pivot of the yield curve at the longer end (term 
structure), as short rates declined more than long rates.  The normal advantage of lower-rated securi-
ties erased 304 bps of return as yield spreads widened.  Finally, returns were reduced by 358 bps by 
different sector exposures between the portfolio and the benchmark.

Performance Attribution Analysis*
For the Year Ending June 30, 2008

 

U.S. Core Fixed Income versus Benchmark Returns
1 Year 3 Year 5 Year 10 Year

SCRS Fixed 5.6 4.4 4.3 5.9
Lehman Agg 7.1 4.1 3.9 5.7
SCRS Short Dur. 3.9 4.6 N/A N/A
ML 91-Day T-Bill 3.6 4.4 4.3 3.2

Return Sources SCRS LAGG Active Mgt
Yield 5.90 5.24 0.67
Currency 0.00 0.00 0.00
Duration 18.68 14.74 3.95
Term Structure -13.62 -9.05 -4.56
Sector -8.44 -4.86 -3.58
Quality -4.26 -1.22 -3.04
Other Spread 5.58 2.24 3.34
   Total Model Return 3.84 7.08 -3.24
Selection 1.57 0.04 1.53
   Total Return 5.41 7.12 -1.71

* Analysis performed using Wilshire Axiom
** The differences in return between BNY Mellon’s custodial system, 
5.6, and the Wilshire system,   5.41, are due to different calculation 
methodologies.
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 Global Opportunistic Fixed Income
This asset class was originally called simply Global Fixed Income and held a basket of futures designed 
to replicate the Lehman Global Aggregate Bond Index.  The allocation was later expanded to 20% 
and now includes two other previously defined asset classes: High Yield Bonds and Emerging Markets 
Debt.  During the year, five external managers were funded and the futures exposures were conse-
quently reduced.  Approximately 38% of the exposures to the asset class were gained synthetically 
with futures and total return swaps.  

Global Opportunistic FI Return Comparisons
For Periods Ending June 30, 2008

 

Absolute Return
The Fund employs absolute return strategies in a Portable Alpha context with the goal of producing 
more consistent excess returns than traditional long-only investments.  The absolute return strategy 
is implemented by using hedge fund of funds, direct, and multi-strategy hedge funds.  The underly-
ing managers have broader investment guidelines, which allow them to pursue better risk-adjusted 
returns.  The absolute return program is diversified across geographic regions, strategies, and manag-
ers.  

The following graphs illustrate how the Fund’s absolute return program is distributed geographically 
and by strategy. 

Geographic Distribution
As of June 30, 2008

Composite versus Benchmark Returns 1 Month 3 Month 6 Month 1 Year
Global Bonds -1.2 -1.6 1.4 -
Lehman Global Aggregate Index 0.1 -2.9 3.5 12.9
High Yield -2.6 - - -
Lehman High Yield Index -2.8 1.8 -1.3 -2.3
Total Global Opportunistic Fixed Income -1.3 -1.5 1.4 -

Developed  
Asia, 8.2% 

Developed  
Europe, 22.6% 

Emerging  
Markets, 13.4% 

North America,  
55.4% 

Unspecified,  
0.5%  
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Strategy Distribution
As of June 30, 2008

Absolute Return Strategies Return Comparisons
For Periods Ended June 30, 2008

 

Global Asset Allocation and Opportunistic Credit
Global Asset Allocation (GAA) strategies are often associated with tactical asset allocation or traditional 
market-timing strategies.  While investors have been trying for decades to time the markets, with lim-
ited success, strong academic interest has developed in market predictability.  The growth in foreign 
futures markets, liquidity, and the relatively uncorrelated returns with traditional markets has fueled 
renewed interest in the asset class.  

The Commission has allocated 10% toward this asset class and hired four managers over the last year.  
The asset class was approximately 80% funded by Fiscal Year 2008.  

The Commission’s 3% target allocation to the Opportunistic Credit asset class springs from the desire 
to capitalize on the credit dislocations resulting from the housing debacle.  Only one manager had 
been funded by June of 2008.

GAA and Opportunistic Credit Return Comparisons
For Periods Ending June 30, 2008

 

Relative Value,  
37.8% 

Event Driven,  
27.2% 

Directional,  
35.0% 

 

Composite versus Benchmark Returns 3 Month 6 Month 1 Year
Absolute Return Strategies 1.7 -0.3 3.1
HFRX Global Hedge Fund Index 1.8 -1.0 -3.0

Composite versus Benchmark Returns 1 Month 3 Month 6 Month 1 Year
Total GAA Strategies -2.0 0.6 3.2 -
50% MSCI World, 50% CITI WGBI -3.8 -3.2 -3.3 1.7
Total Opportunistic Credit 0.0 - - -
Lehman High Yield Index -2.8 1.8 -1.3 -2.3
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Private Equity
Investments in non-public companies are considered private equity (PE).  The Commission has allocat-
ed 6% of the Fund’s capital to this asset class.  Typically, PE is considered illiquid and requires requiring 
a commitment of up to 10 years.  As portfolio companies develop and go public, they generate earn-
ings in the form of distributions. Consequently, the returns from PE are usually negative in the early 
years when management fees and startup expenses outweigh income.  This is often referred to as the 
J-curve effect as returns first dip negative, followed by an upward return.  Due to the relatively small 
size and long life of individual commitments, ramping up funded investments to a target allocation 
can take several years.  Although the Fund had committed $1.3 billion to PE by Fiscal Year 2008, the 
amount funded was considerably less.  The ending value of the asset class was only $346 million.  

Private Equity Strategy Distribution

 

Private Equity Returns
For Periods Ended June 30, 2008

 

 

Buyout 
38.0% 

Diversified Fund of  
Funds 
15.6% 

Mezzanine 
18.7% 

Secondary 
15.0% 

Venture/Growth 
12.7% 

Composite versus Benchmark Returns 3 Month 6 Month 1 Year
Total Private Equity -2.4 -2.3 -3.7
Venture Economics: All Buyouts 1.5 0.2 9.7
Venture Economics: All Priv Equity -1.9 -0.1 12.2
Venture Economics: Mezzanine 3.8 5.0 17.9
Venture Economics: Balanced VC -5.3 -3.2 8.3
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Fund Performance by Manager Net-of-Fees
Pursuant to S.C. Code, Ann. §9-16-90, the following table presents the Fund’s performance net of fees.

 

 
Last 3 

Months
Year to 

Date Last Year
Three 
Years

Five 
Years

Ending Market 
Value

Weight in 
Fund

Pension Composite Gross (0.5)% (4.7)% (2.5)% 5.2% 6.3% 26,983,285,476 100%
Pension Composite Net (0.6)% (4.7)% (2.7)% 5.1% 6.2%
Financial Composite (0.9)% (4.5)% (2.6)% 5.2% 6.2%

Allocation Index (1.0)% (2.4)% (3.0)% 4.7% 5.9%
Policy Index (1.4)% (5.1)% (3.5)% 4.1% 5.5%

Total Domestic Equity (1.4)% (11.8)% (15.2)% n/a n/a 6,283,906,174 23.3%
Russell 3000 (1.7)% (11.0)% (12.7)% 4.7% 8.4%

Total Large Cap Composite (3.2)% (12.8)% (15.5)% 2.9% 6.6% 3,774,199,868 14.0%
Total Large Cap Active Composite (3.6)% (13.5)% (18.0)% 1.3% 5.4% 2,106,708,703 7.8%
Large Core Active Composite (0.8)% (10.0)% (13.9)% 3.8% 7.3% 391,665,902 1.5%

Barclays (0.8)% (10.0)% (13.9)% 4.1% n/a 391,665,902 1.5%
S&P 500 Indexed Equity (2.7)% (11.9)% (13.0)% 4.4% 7.7% 1,667,491,165 6.2%

S&P 500 (2.7)% (11.9)% (13.1)% 4.4% 7.6%
Large Value Composite (5.1)% (14.7)% (24.6)% 0.6% 5.8% 838,436,672 3.1%

AJO (1.1)% (11.2)% (17.7)% n/a n/a 543,422,588 2.0%
Pzena (11.6)% (20.4)% (34.7)% n/a n/a 295,014,114 1.1%

Russell 1000 (1.9)% (11.2)% (12.4)% 4.8% 8.2%
Large Growth Composite (3.4)% (13.8)% (12.6)% 1.4% 4.3% 876,606,129 3.2%

WCM (0.9)% (10.0)% (9.1)% n/a n/a 521,691,099 1.9%
Legg Mason (7.0)% (19.2)% (17.6)% n/a n/a 354,915,030 1.3%

Russell 1000 (1.9)% (11.2)% (12.4)% 4.8% 8.2%
Total Small & Smid Composite 1.6% (10.5)% (15.8)% 4.5% 10.7% 2,509,706,306 9.3%
Total Small Cap Active Composite 1.8% (10.7)% (15.7)% 4.4% 10.3% 2,126,128,386 7.9%
Small Core Composite 3.2% (9.9)% (15.9)% 5.5% 12.9% 391,932,299 1.5%

Fidelity 3.2% (9.9)% (15.9)% 5.5% 12.8% 391,932,299 1.5%
SSgA Russell 2000 0.6% (9.4)% (16.3)% n/a n/a 383,577,920 1.4%

Russell 2000 0.6% (9.4)% (16.2)% 3.8% 10.3%
Small Value Composite (5.0)% (14.7)% (25.6)% (0.4)% 8.8% 436,230,574 1.6%

Benson (5.0)% (14.9)% (27.0)% (1.6)% 8.7% 306,758,350 1.1%
Integrity (4.8)% (14.0)% (25.0)% 1.2% n/a 129,472,224 0.5%

Russell 2000 0.6% (9.4)% (16.2)% 3.8% 10.3%
Small Growth Composite 4.4% (11.7)% (14.3)% 5.6% 8.3% 700,283,539 2.6%

Battery March 4.7% (11.0)% (20.5)% 0.3% n/a 182,945,086 0.7%
Turner 4.0% (10.3)% (5.8)% 10.6% n/a 246,924,856 0.9%
Clarivest 4.6% (13.3)% (18.0)% n/a n/a 270,413,597 1.0%

Russell 2000 0.6% (9.4)% (16.2)% 3.8% 10.3%
Smid Growth Composite 3.3% (6.7)% n/a n/a n/a 367,416,920 1.4%

Times Square 3.3% (6.7)% n/a n/a n/a 367,416,920 1.4%
Russell 2500 Growth 3.6% (7.9)% (9.2)% 7.4% 11.6%

Smid Value Composite 2.8% (6.5)% n/a n/a n/a 230,265,054 0.9%
TSW 2.8% (6.5)% n/a n/a n/a 230,265,054 0.9%

Russell 2500 Value (1.2)% (8.4)% (19.9)% 2.2% 10.9%
Int'l Equity Composite (2.0)% (10.7)% n/a n/a n/a 485,689,267 1.8%

Barclays (2.0)% (10.7)% n/a n/a n/a 485,689,267 1.8%
MSCI EAFE (2.3)% (11.0)% (10.6)% 12.8% 16.7%

Total Fixed Income Composite (1.0)% 0.6% 6.0% 4.5% 4.4% 10,803,037,159 40.0%
Core Fixed Income (0.7)% 0.4% 5.4% 4.3% 4.3% 7,271,538,726 26.9%

LB Aggregate (1.0)% 1.1% 7.1% 4.1% 3.9%
Total Global Bond Composite (1.7)% 1.2% n/a n/a n/a 3,531,498,433 13.1%

33.3% WGBI / 33.3% LB HY / 33.3% JPM EM (1.2)% 1.1% 6.5% 6.2% n/a
Loomis Sayles (0.3)% (2.3)% n/a n/a n/a 801,840,000 3.0%
Western Asset Management (1.1)% (1.3)% n/a n/a n/a 813,774,000 3.0%

LB Global Aggregate (2.9)% 3.5% 12.9% 5.8% 5.9%
Mondrian (3.9)% 4.0% n/a n/a n/a 886,217,839 3.3%

80% WGBI / 20% JPM EM (3.4)% 4.6% n/a n/a n/a
Credit Agricole (0.9)% 4.6% n/a n/a n/a 835,179,157 3.1%

Citi WGBI (4.2)% 5.0% 17.0% 6.2% 6.4%
Loomis Sayles HY n/a n/a n/a n/a n/a 194,487,437 0.7%

LB HY 1.8% (1.3)% (2.3)% 4.6% 6.9%
Cash 0.4% 1.4% 3.8% n/a n/a 309,844,217 1.1%

90 Day LIBOR 0.7% 1.4% 4.1% 4.7% 3.6%

Domestic Equity

Fixed Income

Annualized Returns

South Carolina Retirement System
Manager Performance Net-of-Fees

Periods Ended June 30, 2008
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Source: NEPC

Last 3 
Months

Year to 
Date Last Year

Three 
Years

Five 
Years

Ending Market 
Value

Weight in 
Fund

Total Global Asset Allocation 0.4% 2.7% n/a n/a n/a 2,179,848,186 8.1%
GMO (0.8)% (2.6)% n/a n/a n/a 353,004,961 1.3%
Bridgewater All Weather (0.7)% 3.3% n/a n/a n/a 746,631,391 2.8%
Mellon (1.9)% n/a n/a n/a n/a 358,181,926 1.3%
Putnam 2.3% 5.3% n/a n/a n/a 722,029,908 2.7%

50% MSCI World / 50% Citi WGBI (2.8)% (2.7)% n/a n/a n/a
Portable Alpha Pool 1.8% (0.2)% 3.2% n/a n/a 5,961,416,921 22.1%

Mariner (0.2)% (5.7)% (4.7)% n/a n/a 338,127,148 1.3%
Morgan Stanley 2.0% (2.5)% n/a n/a n/a 757,296,547 2.8%
Morgan Stanley Strategy Partners 2.2% n/a n/a n/a n/a 997,396,994 3.7%
Bridgewater Pure Alpha 1.2% 17.3% 28.1% n/a n/a 428,638,560 1.6%
D.E. Shaw 5.6% 7.7% 8.1% n/a n/a 375,543,984 1.4%
FrontPoint 4.6% (0.6)% 11.7% n/a n/a 377,000,358 1.4%
GAM 0.5% (2.7)% n/a n/a n/a 755,594,354 2.8%
Entrust 0.7% (2.6)% n/a n/a n/a 400,754,400 1.5%
Gottex 1.8% 0.2% n/a n/a n/a 763,425,000 2.8%
Grosvenor 1.2% (1.6)% n/a n/a n/a 767,639,576 2.8%

HRFX Global Hedge Fund 1.8% (1.0)% (3.0)% n/a n/a
Private Equity Composite (0.7)% (2.2)% (6.0)% n/a n/a 336,332,141 1.2%

Aquiline PE n/a n/a n/a n/a n/a 28,408,767 0.1%
Pantheon USA n/a n/a n/a n/a n/a 23,023,190 0.1%
Pantheon Euro n/a n/a n/a n/a n/a 18,405,598 0.1%
Carousel Capital n/a n/a n/a n/a n/a 11,288,177 0.0%
TCW MTG Credit (0.6)% (11.1)% n/a n/a n/a 107,934,469 0.4%
Warburg Pincus n/a n/a n/a n/a n/a 18,325,308 0.1%
Goldman Sachs n/a n/a n/a n/a n/a 14,000,000 0.1%
TrueBridge n/a n/a n/a n/a n/a 9,063,123 0.0%
Northstar n/a n/a n/a n/a n/a 9,161,338 0.0%
Apax Europe n/a n/a n/a n/a n/a 14,898,228 0.1%
TCW Cres Mezz n/a n/a n/a n/a n/a 21,505,786 0.1%
Lehman Brothers n/a n/a n/a n/a n/a 1,251,041 0.0%
Square 1 n/a n/a n/a n/a n/a 2,999,000 0.0%
Paul Capital n/a n/a n/a n/a n/a 1,017,744 0.0%
Angelo Gordon n/a n/a n/a n/a n/a 15,040,372 0.1%
TCW Strategy Partners n/a n/a n/a n/a n/a 40,000,000 0.1%

Venture Economics n/a n/a n/a n/a n/a

Total Russell Overlay 578,221,411 2.1%
Russell Overlay n/a n/a n/a n/a n/a 637,812,828 2.4%
Russell Swaps n/a n/a n/a n/a n/a -59,591,417 -0.2%

Russell Overlay Policy Index (1.2)% (4.8)% (2.9)% 4.5% 5.8%
Russell Overlay Strategy Index (1.0)% (4.6)% (3.0)% 4.7% 5.9%

MS Bridge Loan n/a n/a n/a n/a n/a 45,000,000 0.2%

Annualized Returns

South Carolina Retirement System
Manager Performance Net-of-Fees

Periods Ended June 30, 2008

Overlay

Miscellaneous

Other
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Investment and Administrative Expenses

South Carolina Retirement Systems
Schedule of Investment Expenses

Fiscal Year Ended June 30, 2008
(Amounts Expressed in 000’s)

 

From Fiscal Year 2006 to Fiscal Year 2008, gross expenses increased approximately $39.7 million, or 
128.6%.  The rise in expenses can be associated with the increase in active external managers.  As the 
portfolio continues to diversify into additional asset classes, such as international equities, private eq-
uity and real estate, investment manager fees are expected to increase.  The fees stated above exclude 
those charged by alternative investment managers who net management fees against investment 
income.  

While management fees are expected to increase with diversification, the after-fee returns associated 
with investing in targeted asset classes are expected to exceed those available from more traditional 
investment vehicles.  According to the most recent study available from CEM Benchmarking presented 
to the Commission in March 2007, applying peer group benchmarked costs to the target asset alloca-
tions will lead to increased costs of approximately $204 million per annum.  However, the returns from 
the new asset allocation are expected to be approximately 110 bps higher than the prior policy mix, 
after all fees have been paid.  This is expected to translate into an additional $286 million added to the 
Fund.  Although this study was conducted in the previous fiscal year, its predictions are expected to be 
realized as diversification into the target asset classes is achieved.  

2006 2007 2008
Total Plan Assets 25,381,948  28,048,780   26,633,045   

Investment Management Expenses
Investment Managers' Fees 28,293         32,065          60,159          
Investment Service Fees 1,544           1,582            4,949            
Limited Partnership Expenses N/A 2,500            1,909            
Administrative ExpensesA 1,036           2,407            3,570            
  Gross Expenses 30,873         38,554          70,587          
     Total Expenses as a Percentage of Total Assets 0.12% 0.14% 0.27%

Securities Lending Activities
Securities Lending Income 194,823       293,125        209,364        
Securities Lending Expenses 183,825       281,435        178,150        
  Net Securities Lending Income 10,998         11,690          31,214          

Brokerage Fees 8,236           7,942            7,271            
     Brokerage Fees as a Percentage of Total Assets 0.03% 0.03% 0.03%

A Includes Investment Consultant Fees
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