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ILLINOIS STATE BOARD OF INVESTMENT 
An Internal Investment Pool of the State of Illinois 

Financial Statement Report Summary 

The audit of the accompanying financials statements of the Illinois State Board of Investment (ISBI) as of and for the 
year ended June 30, 2017 was performed by KPMG LLP.  Based on their audit, the auditors expressed an 
unmodified opinion on ISBI’s basic financial statements. 

Summary of Findings 

Number of: 
Current  
Report 

Prior Year 
Report 

Findings 1 None 
Repeated findings None None 
Prior recommendations implemented or not repeated None 1 



Independent Auditors’ Report 

The Honorable Frank J. Mautino 
Auditor General of the State of Illinois 
and 
The Board of Trustees 
Illinois State Board of Investment 

Report on the Financial Statements 

As Special Assistant Auditors for the Auditor General of the State of Illinois, we have audited the accompanying 
Statement of Net Position of the Illinois State Board of Investment (ISBI), an internal investment pool of the 
State of Illinois, as of June 30, 2017, and the related Statement of Changes in Net Position for the year then 
ended and the related notes to the financial statements. We have also audited ISBI’s investment trust funds, 
the Illinois State Board of Investment Member Systems and the Illinois Power Agency Trust Fund (the Trust 
Funds) as of and for the year ending June 30, 2017. ISBI and the Trust Funds collectively comprise the basic 
financial statements as listed in the table of contents.  

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with U.S. generally accepted accounting principles; this includes the design, implementation, and 
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are 
free from material misstatement, whether due to fraud or error. 

Auditors’ Responsibility 

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

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

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

KPMG LLP is a Delaware limited liability partnership and the U.S. member 
firm of the KPMG network of independent member firms affiliated with  
KPMG International Cooperative (“KPMG International”), a Swiss entity. 

KPMG LLP
Aon Center
Suite 5500
200 E. Randolph Street
Chicago, IL 60601-6436
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Opinions 

In our opinion, the financial statements referred to above present fairly, in all material respects, the net position 
of ISBI and the Trust Funds as of June 30, 2017, and the changes in net position for the year then ended, in 
accordance with U.S. generally accepted accounting principles.  

Other Matters 

Required Supplementary Information 

U.S. generally accepted accounting principles require that the management’s discussion and analysis on pages 
4-6 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 reporting 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 auditing standards generally accepted in the United States of America, which 
consisted of inquiries of management about the methods of preparing the information and comparing the 
information for consistency with management’s responses to our inquiries, the 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 because the limited procedures do not provide us with sufficient 
evidence to express an opinion or provide any assurance. 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated January 16, 2018 on 
our consideration of ISBI and the Trust Funds’ internal control over financial reporting and on our tests of its 
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. 
The purpose of that report is solely 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 the effectiveness of 
ISBI and the Trust Funds’ internal control over financial reporting or on compliance. That report is an integral 
part of an audit performed in accordance with Government Auditing Standards in considering the ISBI and the 
Trust Funds’ internal control over financial reporting and compliance.  

/s/KPMG LLP 

Chicago, Illinois 
January 16, 2018 
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Illinois State Board of Investment 

Management’s Discussion and Analysis 

In October 1969, the Illinois State Board of Investment (ISBI) was created by enactment of Article 22A of the 
Illinois Pension Code by the 76th General Assembly of Illinois.  By statute, ISBI was given the responsibility for 
management of the assets of the General Assembly Retirement System, the Judges’ Retirement System of 
Illinois and the State Employees’ Retirement System of Illinois (Member Systems).  Also, in August 2007, by 
enactment of 30 ILCS 105/6z-75 of the Illinois Compiled Statutes, ISBI was given responsibility for the 
management of the Illinois Power Agency Trust Fund. Board membership consists of five members appointed by 
the Governor and four ex officio members consisting of the State Treasurer and the Chairman of the Board of 
Trustees of each of the retirement systems.  ISBI maintains its office in Chicago, Illinois. 

The following Management’s Discussion and Analysis (MD&A) provides an introduction and overview of the 
Illinois State Board of Investment (ISBI) financial activities for the fiscal years ended June 30, 2017 and 2016. 

Financial Highlights 
The net position of ISBI totaled approximately $17.3 billion at fiscal year end June 30, 2017, compared to 
approximately $15.6 billion at June 30, 2016. The increase from the previous year is primarily the result of 
investment income. 

General Market Risk 
ISBI is exposed to general market risk.  This general market risk is reflected in asset valuations fluctuating with 
market volatility.  Any impact from market volatility on ISBI’s investment portfolio depends in large measure on 
how deep the market downturn is, how long it lasts, and how it fits within fiscal year reporting periods.  The 
resulting market risk and associated realized and unrealized gains and losses could significantly impact ISBI’s 
financial condition.  The readers of these financial statements are advised that financial markets continue to be 
volatile and are experiencing significant changes on almost a daily basis. 

Overview of the Financial Statements 
ISBI’s financial statements are prepared on an accrual basis in accordance with U.S. generally accepted 
accounting principles promulgated by the Governmental Accounting Standards Board and are comprised of the 
Statement of Net Position, the Statement of Changes in Net Position and Notes to Financial Statements. 

The Statement of Net Position presents information on ISBI’s assets and liabilities and the resulting net position.  
This statement also reflects ISBI’s investments along with the cash and short-term investments, receivables, and 
other assets and liabilities. 

The increase in investments at June 30, 2017 is a result of an investment gain of 12.3% for the fiscal year, net of 
expenses which are shown in the Statement of Changes in Net Position. The decrease in liabilities and 
receivables for fiscal 2017 compared with 2016 is consistent with a large amount of investment purchases and 
sales at year-end 2016 to rebalance the portfolio which was not repeated at year- end 2017. This year-end 2016 
increase in investment payables and receivables was a result of the rebalancing of the portfolio and updates to 
the asset allocation related to the approval of Meketa Investment Group as a General Investment Consultant 
during 2016.  Consistent with the Investment Policy of ISBI, the approval of a new General Investment 
Consultant automatically triggers a new asset allocation study.  Meketa Investment Group put forth Asset 
Allocation recommendations that were approved at the ISBI January 2016 Board meeting.   
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Illinois State Board of Investment 

Management’s Discussion and Analysis (Continued) 

The Statement of Changes in Net Position presents information regarding changes during the fiscal year ended 
June 30, 2017. These statements reflect additions and deductions, which include the investment income and 
losses derived from realized and unrealized gains/losses, member system contributions, and income received 
from securities lending activities. Also reflected in the statements are deductions, which include withdrawals from 
the Member Systems and operating expenses of ISBI. 

The net investment income for the year ended June 30, 2017 was the result of upward movement in the 
securities markets. There was also an increase in withdrawals by the member systems. Fiscal year 2017 
withdrawals were $232.6 million compared with $117.2 million in fiscal year 2016. Withdrawals are determined by 
the member retirement systems based on the State of Illinois’ funding and the Member Systems’ benefit payment 
needs. The decrease in administrative expenses for fiscal year 2017 compared to 2016 is primarily due to a 
revision in the asset allocation moving the portfolio towards indexed passively managed funds which results in a 
reduction of investment management fees. 
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Illinois State Board of Investment 

Management’s Discussion and Analysis (Continued) 

Future Outlook 

The Notes to Financial Statements provide additional information, which is necessary to fully understand the data 
provided in the financial statements. 

At the September 15, 2016 Board meeting of the ISBI, Northern Trust Company was hired to become the 
Custodian for the pension systems and Illinois Power Agency Trust Fund assets.  This change became effective 
on January 3, 2017. 

In the future, ISBI plans to continue to improve the overall portfolio performance by increasing reliance on 
passive investment strategies and reducing investment advisor and management fees.
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Note 1. Summary of Significant Accounting Policies 
Reporting Entity 
The Illinois State Board of Investment (ISBI) is considered to be an internal investment pool of the State of 
Illinois, operating from investment income and contributions from the State of Illinois. ISBI manages and invests 
the pension assets of three separate public employee retirement systems (Member Systems): General Assembly 
Retirement System, the Judges’ Retirement System of Illinois, and State Employees’ Retirement System of 
Illinois.  ISBI also manages the assets of the Illinois Power Agency Trust Fund (Trust Fund). The Member 
Systems and Trust Fund are reported as investment trust funds of ISBI.  

The assets of the Member Systems and the Trust Fund are accounted for in a single commingled fund. Separate 
information on each System’s participation is presented in Note 3. The assets of the Trust Fund came under 
management of ISBI in fiscal year 2012. The assets and liabilities of the Member Systems and Trust Fund are 
reported on the Statement of Net Position. The revenues and expenses for the Member Systems and Trust Fund 
for fiscal year 2017 are reported on the Statement of Changes in Net Position. 

Basis of Accounting 
Accounting records are maintained on an accrual basis. Units are allocated monthly to each Member System and 
the Trust Fund based upon percentage of ownership. Administrative expenses are deducted monthly from 
income before allocation. 

Valuation of Investments 
Investments owned are reported at fair value as follows: (1) U.S. Government and Agency, Foreign and 
Corporate Obligations, Convertible Bonds, and Municipal Bonds – prices quoted by a major dealer in such 
securities; (2) Common Stock and Equity Funds, Foreign Preferred Stock, Foreign Equity Securities, Foreign 
Currency Forward Contracts and Options: (a) Listed – closing prices as reported on the composite summary of 
national securities exchanges; (b) Over-the-counter – bid prices; (3) Money Market Instruments – amortized cost; 
(4) Real Estate Funds – fair values based on audited financial statements of the funds and then adjusted by ISBI 
and its investment managers for activity from audit date to fiscal year end; (5) Alternative Investments (Private 
Equity, Hedge funds, Bank Loans and Real Assets) – fair values based on audited financial statements of the 
funds and then adjusted by ISBI and its investment managers for activity from audit date to fiscal year end; (6) 
Commingled funds – fair values based on audited financial statements of the funds and then adjusted by ISBI 
and its investment managers for activity from audit date to fiscal year end. 

Investment Transactions and Investment Income 
Investment transactions are accounted for on a trade date (date order to buy or sell is initiated) and dividend 
income is recognized on the ex-dividend date. Interest income is recognized on an accrual basis. 

Custody and Investment Management Fees 
ISBI has contracted with investment managers approved by the Board of Trustees to make investment decisions 
based on investment guidelines provided to them by ISBI staff and consultants.  The investment managers serve 
as investment advisors to ISBI.  ISBI pays an investment management fee to each investment manager for these 
services on a quarterly basis. The investment management fee is based upon contractual agreement provisions 
and is computed as a percentage of each manager’s portfolio market value. 

Management fees paid to Real Estate funds and Private Equity funds are calculated based upon the terms of 
each individual fund agreement and are reported in Investment Income on the Statement of Changes in Net 
Position.  Management fees paid to Hedge funds, certain Real Assets, Commingled funds and Bank Loan funds 
are calculated based on each manager’s portfolio market value or ISBI’s capital commitment and are reported as 
Investment Advisor/Managers Expense on the Statement of Changes in Net Position. Certain other infrastructure 
fund fees are reported net of investment income on the Statement of Changes in Net Position. 
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Note 1. Summary of Significant Accounting Policies (Continued) 

On January 3, 2017, ISBI entered into a new contract with the Northern Trust Company (Northern Trust) to 
provide custody services for the assets managed by ISBI, replacing the previous custodian State Street Bank 
and Trust Company (State Street).  These services include safekeeping and transaction processing services for 
all pension assets of the Member Systems and the Trust Fund.  Northern Trust also provides cash management 
services and all necessary reporting for pension assets including performance reporting and accounting reports. 
There are no base charges for custody fees.  Custody fees paid to Northern Trust are paid based on set 
quarterly amounts per the Custodian Contract for performance and analytics services and various accounting 
data interface feeds. 

Risk Management 
ISBI, as part of the State, provides for risks of loss associated with workers’ compensation and general liability 
through the State’s self-insurance program, which handles processing of all claims. ISBI obtains commercial 
insurance for fidelity and surety and property. There have been no commercial insurance claims in the past five 
years. 

Risks and Uncertainties 
ISBI invests in various investment securities. Investment securities are exposed to various risks such as interest 
rate, market, credit, and foreign currency risks. Due to the level of risk associated with certain investment 
securities, it is at least reasonably possible that changes in the values of investment securities will occur in the 
near term and that such changes could materially affect the amounts reported in the Statement of Net Position. 

Use of Estimates 
In preparing financial statements in conformity with U.S. generally accepted accounting principles, ISBI makes 
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of 
contingent assets and liabilities at the date of the financial statements, as well as the reported amounts of 
additions and deductions during the reporting period.  Actual results could differ from those estimates and 
assumptions and the differences may be material. 

The determination of fair value for illiquid/alternative investments, such as investments in Real Estate and 
Private Equity funds, takes into account consideration of a range of factors, including but not limited to the price 
at which the underlying investments were acquired, the nature of the underlying investments, local market 
conditions, trading values on public exchanges for comparable underlying investments, current and projected 
operating performance of the underlying investments, and financing transactions subsequent to the acquisition 
of the investment.  Determining fair value of such investments involves a significant degree of judgment by ISBI 
and its investment managers.   

Because of the inherent uncertainty of the above referenced fair values, the estimated values may differ 
significantly from the values that would have been used had a ready market for the securities existed, and the 
differences could be material. 

Compensated Absences 
The liability for compensated absences consists of unpaid, accumulated vacation and sick leave balances for 
ISBI employees.  The liability has been calculated using the vesting method, in which leave amounts for both 
employees who are currently eligible to receive termination payments, and other employees who are expected to 
become eligible in the future to receive such payments upon termination are included.  The liability has been 
calculated based on the employees’ current salary and includes salary related costs (e.g., social security and 
Medicare tax). The liability is included in Administrative Expenses on the Statement of Net Position and the 
annual increase or decrease in the liability is reflected in the Salaries Expense on the Statement of Changes in 
Net Position. 
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Note 1. Summary of Significant Accounting Policies (Continued) 
Legislation that became effective January 1, 1998 capped the paid sick leave for all State Employees’ Retirement 
System members, which includes ISBI employees, at December 31, 1997.  Employees continue to accrue twelve 
sick days per year, but will not receive monetary compensation for any additional time earned after December 
31, 1997.  Sick days earned between 1984 and December 31, 1997 (with a 50% cash value) would only be used 
after all days with no cash value are depleted.  Any sick days earned and unused after December 31, 1997 will 
be converted to service time for purposes of calculating employee pension benefits. 

Capital Lease Obligation 
ISBI has entered into a capital lease for office equipment. The capital lease is for a 60 month term with a 
purchase option for fair value at the end of the lease period. Future minimum commitments for the capital lease 
as of June 30, 2017 are as follows: 

Note 2. Deposits, Investments, Investment Risk, and Fair Value 
Deposits 
Custodial credit risk for deposits is the risk that, in the event of a financial institution failure, ISBI’s deposits may 
not be returned.  All non-investment related bank balances at year-end are insured or collateralized with 
securities held by the Illinois State Treasurer or agents in the name of the State Treasurer. As of June 30, 2017, 
ISBI had non-investment related bank balances of $568,781. During fiscal year 2007, a Credit Risk Policy was 
implemented by ISBI staff and formally adopted by ISBI in July of 2007.  The Policy outlines the control 
procedures used to monitor custodial credit risk.  These assets are under the custody of Northern Trust and 
Deutsche Bank AG, NY Branch. Northern Trust has an A+ Long-term Deposit/Debt rating by Standard & Poor’s 
and an A2 rating by Moody’s. Certain investments of ISBI with maturities of 90 days or less would be considered 
cash equivalents; these consist of short-term investment funds and U.S. Treasury bills with maturities of 90 days 
or less, which are not subject to the custodial credit risk.  For financial statement presentation and investment 
purposes, ISBI reports these types of cash equivalents as Money Market Instruments in the Statement of Net 
Position.  As of June 30, 2017, ISBI had investment related bank balances of $7,967,508. These balances 
include USD and foreign cash balances.  Cash held in the investment related bank account is neither insured nor 
collateralized for amounts in excess of $250,000.  At any given point and time the foreign cash balances may be 
exposed to custodial credit risk. 
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Note 2. Deposits, Investments, Investment Risk, and Fair Value (Continued) 
Investment Policy 
ISBI’s investment authority and responsibilities are specified in the Illinois Compiled Statutes, 40ILCS 5/22A. 
These statutes provide ISBI with the authority to manage and invest the assets of any Illinois pension or 
education fund. 

As described in Note 1, ISBI currently manages and invests the assets of the General Assembly Retirement 
System, Judges’ Retirement System, and State Employees’ Retirement System and the Illinois Power Agency 
Trust Fund.  All investments undertaken by ISBI are governed by 40ILCS 5 adopted by the General Assembly in 
1982, and other standards codified in the above reference to the statutes. 

40ILCS 5/1-109 requires all members of the ISBI and other fiduciaries to “… discharge his or her duties with 
respect to the retirement system or pension fund solely in the interest of the participants and beneficiaries and:  
With the care, skill, prudence and diligence…By diversifying the investments of the retirement system or pension 
fund so as to minimize the risk of large losses…” 

Investment Commitments 
ISBI had total investment commitments of $686 million at the end of fiscal year 2017.  The Real Estate, Private 
Equity and Opportunistic Debt investment portfolios consist of passive interests in limited partnerships. ISBI had 
outstanding commitments to these limited partnerships of approximately $658 million as of June 30, 2017.  At the 
end of fiscal year 2017, ISBI had no outstanding commitments to separate real estate accounts within the Real 
Estate and Private Equity investment portfolios. Also at the end of fiscal year 2017, ISBI had outstanding 
commitments of $28 million for real assets. ISBI will fund outstanding commitments by utilizing available cash 
and then selling liquid securities in the portfolio as necessary.  

Investment Liquidity 
ISBI holds investments in hedge funds, real estate funds, private equity funds and real assets that are 
considered illiquid by the very nature of the investment.  Market risk exists with respect to these investments as 
ISBI may not be able to exit from the investments during periods of significant market value declines. 

Rate of Return 
For the year ended June 30, 2017, the annual money-weighted rate of return on pension plan investments, net of 
pension plan investment expense, was 12.3 percent. The money-weighted rate of return expresses investment 
performance, net of investment expense, adjusted for the changing amounts actually invested.  

Alternative Investments 
Investments in hedge funds are structured to achieve a diversified hedged equity fund-of-funds portfolio. Capital is 
allocated to a select group of Hedge Fund managers that invest predominately in equity securities, both long and short.  
The investments shall be managed with the intent of preserving capital in a declining market and in a rising market they 
will generate a smaller return than the overall equity market. These investments are redeemable once the underlying 
assets are liquidated. 

ISBI’s investments in Private Equity and Real Estate funds represent investment vehicles used for making 
investments in various equity and debt securities according to the investment strategies as determined by the 
fund managers at the commencement of the fund. 

Investment strategies of Private Equity funds include, but are not limited to, leveraged buyouts, venture capital, 
growth capital and mezzanine capital. 
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Note 2. Deposits, Investments, Investment Risk, and Fair Value (Continued) 
Investment strategies of Real Estate investments include, but are not limited to, the purchase, development, 
ownership, management, rental and/or sale of real estate for profit. 

Fair Value Measurements 
For the year ended June 30, 2017, ISBI had the following recurring fair value measurements: 

Fair value is the amount that would be received to sell the investment in an orderly transaction between market 
participants at the measurement date (i.e. the exit price). Fair value measurements are determined within a 
framework that utilizes a three‐tier hierarchy, which maximizes the use of observable inputs and minimizes the 
use of unobservable inputs.  Investments measured and reported at fair value are classified and disclosed in one 
of the following categories: 

Level 1 – Unadjusted quoted prices in active markets for identical assets. 
Level 2 – Inputs other than quoted prices that are observable for the asset, either directly or indirectly. 
These inputs include: 
(a) quoted prices for similar assets in active markets; 
(b) quoted prices for identical or similar assets in markets that are not active; 
(c) inputs other than quoted prices that are observable for the asset; or 
(d) inputs that are derived principally from or corroborated by observable market data by 
correlation or other means. 
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Note 2. Deposits, Investments, Investment Risk, and Fair Value (Continued) 
Level 3 – Inputs that are unobservable for the asset. The valuation of these investments requires 
Significant judgment due to the absence of quoted market values, inherent lack of liquidity, and changes in 
market conditions. 

Valuation methodologies are as follows: 

• U.S. Treasuries and U.S. Agencies: quoted prices for identical securities in markets that are not active;
• Foreign Government Obligations and Foreign Corporate Obligations: Brokers quote in an active market;
• Corporate Bonds:  quoted prices for similar securities in active markets;
• Bank Loans: discounted cash flow, internal assumptions, weighting of the best available pricing inputs

and third party pricing services;
• Common Stock and Equity Funds, Foreign Preferred Stocks, Foreign Equity Securities and Commingled

Funds-Domestic and Foreign: quoted prices for identical securities in an active market.  Brokers quote in
an active market;

• Money Market Funds: Average cost which approximates fair value;
• Derivative instruments: valued using a market approach that considers foreign exchange rates

Investments valued using the net asset value (NAV) per share (or its equivalent) are considered “alternative 
investments” and, unlike more traditional investments, generally do not have readily obtainable market values 
and take the form of limited partnerships.  ISBI values these investments based on the partnerships’ audited 
financial statements.  If June 30 statements are available, those values are used preferentially.  However, some 
partnerships have fiscal years ending at other than June 30.  If June 30 valuations are not available, the value is 
adjusted from the most recently available valuation taking into account subsequent calls and distributions, 
adjusted for unrealized appreciation/depreciation, other income and fees. Certain alternative investments are 
categorized as Level 3 in instances where ISBI owns substantially 100% of the applicable separate account. 

The following table presents the unfunded commitments, redemption frequency (if currently eligible), and the 
redemption notice period for alternative investments measured at NAV: 

1) Commingled Funds – ISBI’s investments in this category consist of assets that are blended together with
other investments in order to provide economies of scale which allows for lower trading costs per dollar
of investment and diversification. Investment strategies consist of investments in nine diversified funds
focusing on emerging markets.  The fair value of these investments is based on audited financial
statements of the funds adjusted for activity from the audit date to year end. ISBI has no plans to
liquidate these investments as of June 30, 2017. It is probable that any investments sold will be sold at
an amount different from the current NAV of the plan’s ownership interest.
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2) Private Equity – ISBI’s assets in this category consist of investments in funds that identify opportunities
not yet identified by traditional public equity or fixed income capital markets. Investment strategies
consist of investments in fifty-five funds with the goals of generating returns significantly greater than
typically available in the public market and diversifying ISBI’s overall portfolio which is comprised
predominantly of fixed income and equity assets.  Returns are commensurate with the risks presented by
this asset class which include illiquidity and lack of standard historical evaluation data.  The fair value of
these investments is based on audited financial statements of the funds adjusted for activity from the
audit date to year end. ISBI has no plans to liquidate these investments as of June 30, 2017. It is
probable that any investments sold will be sold at an amount different from the current NAV of the plan’s
ownership interest.

3) Hedge Funds – ISBI’s assets in this category consist of investments in funds that seek to generate high
active return for investors. Investment strategies consist of investments in seven funds with the goals of
generating returns significantly greater than typically available in the public market and diversifying ISBI’s
overall portfolio which is comprised predominantly of fixed income and equity assets.  Returns are
commensurate with the risks presented by this asset class which include illiquidity and lack of standard
historical evaluation data.  The fair value of these investments is based on audited financial statements
of the funds adjusted for activity from the audit date to year end. ISBI has no plans to liquidate these
investments as of June 30, 2017.  It is probable that any investments sold will be sold at an amount
different from the current NAV of the plan’s ownership interest.

4) Real Assets – ISBI’s assets in this category consist of investments in funds that identify infrastructure
assets which provide essential services or facilities to a community (ports, bridges toll roads etc.).
Investment strategies consist of investments in seven funds with the goals of diversifying ISBI’s overall
portfolio which is comprised predominantly of fixed income and equity assets and providing a hedge
against unanticipated inflation. The fair value of these investments is based on audited financial
statements of the funds adjusted for activity from the audit date to year end. ISBI has no plans to
liquidate these investments as of June 30, 2017.  It is probable that any investments sold will be sold at
an amount different from the current NAV of the plan’s ownership interest.

5) Real Estate Funds – ISBI’s assets in this category consist of investments in the Core and Non-Core Real
Estate Fund categories. Investment strategies consist of investments in thirty-three funds with the goals
of diversifying ISBI’s overall portfolio and supplementing the total return of the portfolio which is
comprised predominantly of fixed income and equity assets.  The fair value of these investments is
based on audited financial statements of the funds adjusted for activity from the audit date to year end.
ISBI has no plans to liquidate these investments as of June 30, 2017.   It is probable that any
investments sold will be sold at an amount different from the current NAV of the plan’s ownership
interest.

Certain real estate investments are leveraged whereby partnerships have been established to purchase 
properties through a combination of contributions from ISBI and through acquisition of debt.  At June 30, 2017, 
real estate equities of approximately $1,601 million are reported at estimated fair value.  Of this amount, $1,810 
million are net assets offset by $209 million in long-term debt.   
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Note 2. Deposits, Investments, Investment Risk, and Fair Value (Continued) 

Required repayment of real estate debt, which is non-recourse debt, is as follows as of June 30, 2017: 
 

 
 
ISBI’s investments in Real Assets represent pooled investment vehicles used to seek capital appreciation 
and current income by acquiring, holding, financing, refinancing and disposing of infrastructure 
investments and farmland assets.  Real Assets include various public works (e.g. bridges, tunnels, toll 
roads, airports, public transportation and other public works) that are made typically as a part of a 
privatization initiative on the part of a government entity. 
 
A Commingled fund is a kind of mutual fund or common trust fund which consists of multiple kinds of 
assets from several accounts combined together.  ‘Commingling’ these separate assets mitigates risk for 
the trader through investment diversification and reduces the cost of managing each account separately.  
Commingled funds are also called “pooled funds” and “master trusts.” 
 
Concentration of Credit Risk and Credit Risk for Investments 
ISBI’s portfolio of investments is managed by professional investment management firms.  These 
investment management firms are required to maintain diversified portfolios.  Each investment manager 
must comply with risk management guidelines individually assigned to them as part of their investment 
management agreement.  ISBI did have one issuer investment that exceeded 5% of the total investments 
of ISBI as of June 30, 2017. This security was U.S. Treasury Notes/Bills with a Moody’s rating of Aaa.  
This investment represented 9.3% of the investments of ISBI. At June 30, 2017 ISBI did not have a single 
issuer investment that exceeded 5% of the total investments of ISBI.  
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Note 2. Deposits, Investments, Investment Risk, and Fair Value (Continued) 
 
The following table presents the quality ratings of debt securities held by ISBI as of June 30, 2017:  
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Note 2. Deposits, Investments, Investment Risk, and Fair Value (Continued) 
 
Custodial Credit Risk for Investments 
The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a 
transaction, ISBI will not be able to recover the value of investments or collateral securities that are in the 
possession of counterparty.  As of June 30, 2017, there were no investments that were uninsured and 
unregistered, securities held by the counterparty or by its trust department or agent but not in ISBI’s 
name. 
 
Interest Rate Risk 
ISBI manages its exposure to fair value losses arising from interest rate risk by diversifying the debt 
securities portfolio and maintaining the debt securities portfolio to an effective weighted duration between 
80% and 120% of the benchmark index. 
 
Duration is the measure of a debt investment’s exposure to fair value changes arising from changing 
interest rates.  It uses the present value of cash flows, weighted for those cash flows as a percentage of 
the investment’s fair value.  The effective duration measures the sensitivity of market price to parallel 
shifts in the yield curve.  As of June 30, 2017, ISBI benchmarked its debt security portfolio to Barclay’s 
U.S. Universal Index.  At June 30, 2017, the effective duration of the Barclay’s U.S. Universal Index was 
5.8 years.  Below is the detail of the duration by investment type as of June 30, 2017: 
 

 
 
For ISBI bank loans portfolio the appropriate measure of interest rate risk is weighted average maturity.  
Weighted average maturity is the average time it takes for securities in a portfolio to measure weighted in 
proportion to the dollar amount that is invested in the portfolio.  Weighted average maturity measures the 
sensitivity of fixed-income portfolios to interest rate changes.  At June 30, 2017, the weighted average 
maturity of ISBI’s bank loan portfolio was 5.2 years. 
 
Foreign Currency Risk 
The international portfolio is constructed on the principles of diversification, quality growth, and value. 
Risk of loss arises from changes in currency exchange rates. International managers may also engage in 
transactions to hedge currency at their discretion. Certain investments held in infrastructure funds trade in 
a reported currency of Euro-based dollars valued at $55,800,598 as of June 30, 2017. The following table 
presents the foreign currency risk by type of investment as of June 30, 2017:  
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Note 2. Deposits, Investments, Investment Risk, and Fair Value (Continued) 
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Note 2. Deposits, Investments, Investment Risk, and Fair Value (Continued) 
 
Securities Lending 
ISBI participates in a securities lending program with Deutsche Bank AG, New York Branch who acts as 
securities lending agent. Securities are loaned to brokers and, in return, ISBI receives cash and non-cash 
collateral. All of the securities are eligible for the securities lending program. Collateral consists solely of 
cash and government securities having a fair value equal to or exceeding 102% of the value of the loaned 
securities (105% for non-U.S. securities).  In the event of borrower default, Deutsche Bank AG, New York 
Branch provides ISBI with counterparty default indemnification. Investments in the cash collateral account 
represent securities that were distributed to ISBI in connection with the in-kind redemption of ISBI’s 
ownership in the State Street Bank and Trust Company Quality Funds for Short-Term Investment (Quality 
D). Deutsche Bank is not responsible for any losses with regards to these legacy investments.  This 
arrangement subjects ISBI to credit risk as the credit quality of these investments may decline over time. 
The credit risk on the legacy investments is the risk of a possible loss arising from the inability of 
counterparty to meet its obligations. This loss could include the loss of principal, interest and/or 
decreased expected cash flows in any of the investments held in ISBI's cash collateral account. In the 
event counterparty defaults on its obligations, ISBI would need to credit the cash collateral account with 
the amount of the default to make the account whole so that once loaned securities are returned, the 
cash pledged by borrowers can be returned to them. As of June 30, 2017, there were outstanding loaned 
securities having fair values of $120,598,587; against which collateral was received with a fair value of 
$125,266,597.  Collateral received at June 30, 2017 consisted of $8,649,676 in cash and $116,616,921 in 
government securities for which ISBI does not have the ability to pledge or sell. 
 
The cash collateral received is invested in a short-term instrument having a fair value of $8,649,676 as of 
June 30, 2017. This investment pool had an average duration of 20.29 days as of June 30, 2017.  Any 
decrease in the fair value of invested cash collateral is recorded as unrealized losses and reported as a 
component of the investment income/loss on the Statement of Changes in Net Position. 
 
 
 
Derivative Securities  
In fiscal year 2010, ISBI implemented GASB Statement No. 53 Accounting and Financial Reporting for 
Derivative Instruments with respect to investments held in derivative securities.  A derivative security is an 
investment whose payoff depends upon the value of other assets such as commodity prices, bond and 
stock prices, or a market index. ISBI invests in derivative instruments including forward foreign currency 
contracts, futures, rights and warrants. ISBI’s derivatives are considered investment derivatives.  
 
Foreign currency forward contracts (FX forwards) are used to protect against the currency risk in ISBI’s 
foreign equity portfolio. A foreign currency forward contract is an agreement to buy or sell a specific 
amount of a foreign currency at a specified delivery or maturity date for an agreed-upon price. 
Fluctuations in the market value of foreign currency forward contracts are marked to market on a daily 
basis. These investments are reported at fair value in the investment section of the Statement of Net 
Position. The gain or loss arising from the difference between the original contracts and the closing of 
such contracts is recognized in the net increase/decrease in the fair value of investments in the 
Statement of Changes in Net Position.  In May 2011, ISBI removed language from the investment 
management agreements allowing managers to hedge foreign currencies and/or to hedge equity 
positions. 
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Note 2. Deposits, Investments, Investment Risk, and Fair Value (Continued) 
 
ISBI investment managers use financial futures to replicate an underlying security they wish to hold (sell) 
in the portfolio. In certain instances, it may be beneficial to own a futures contract rather than the 
underlying security (arbitrage). Additionally, financial futures are used in the ISBI fixed income portfolio to 
adjust portfolio strategy and overall portfolio duration. A financial futures contract is an agreement to buy 
or sell a specific amount at a specified delivery or maturity date for an agreed-upon price. If the fair values 
of the futures contract vary from the original contract price, a gain or loss is recognized and paid to or 
received from the clearinghouse. The gain or loss is recognized in the net increase/decrease in the fair 
value of investments in the Statement of Change in Net Position. Financial futures represent an off-
balance sheet obligation, as there are no balance sheet assets or liabilities associated with those 
contracts.  The cash or securities to meet these obligations are held in the investment portfolio. 
 
ISBI investment managers use options in an attempt to add value to the portfolio (collect premiums) or 
protect (hedge) a position in the portfolio. Financial options are an agreement that gives one party the 
right, but not the obligation, to buy or sell a specific amount of an asset for a specified price, called the 
strike price, on or before a specified expiration date. As a writer of financial options, ISBI receives a 
premium at the outset of the agreement and bears the risk of an unfavorable change in the price of the 
financial instrument underlying the option. All written financial options are recognized as a liability on 
ISBI’s financial statements. As a purchaser of financial options, ISBI pays a premium at the outset of the 
agreement and the counterparty bears the risk of an unfavorable change in the price of the financial 
instrument underlying the option. The gain or loss associated with options is recognized in the net 
increase/decrease in the fair value of investments in the Statement of Changes in Net Position. 
 
Rights and warrants allow ISBI investment managers to replicate an underlying security they wish to hold 
(sell) in the portfolio.  Rights and warrants provide the holder with the right, but not the obligation, to buy 
or sell a company’s stock at a predetermined price. Rights usually expire after a few weeks and warrants 
can expire from one to several years. Under certain circumstances, a type of warrant called Participatory 
Notes (P-Notes) are used in the portfolio by ISBI investment managers that are not registered to trade in 
domestic Indian Capital Markets. P-Notes are issued by Indian based brokerage firms against an 
underlying Indian security permitting holders to get a share in the income from the security. These 
investments are reported at fair value in the investment section of the Statement of Net Position within the 
common stock and foreign equity classifications. The gain or loss associated with rights and warrants is 
recognized in the net increase/decrease in the fair value of investments in the Statement of Changes in 
Net Position. 
 
The fair values of the forward contracts are estimated based on the present value of their estimated future 
cash flows. Futures contracts are exchange traded instruments where the fair value is determined by the 
equilibrium between the forces of supply and demand.  The fair value of a right or warrant closely tracks 
the intrinsic value of the underlying stock and can be determined either by formulaic methodology (most 
commonly Black-Scholes) or intrinsic value methodology. 
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Note 2. Deposits, Investments, Investment Risk, and Fair Value (Continued) 

The following table presents the investment derivative instruments aggregated by type that were held by 
ISBI as of June 30, 2017: 

The table below shows the futures positions held by ISBI as of June 30, 2017: 

Derivative transactions involve, to varying degrees, credit risk and market risk. Credit risk is the possibility 
that a loss may occur because a party to a transaction fails to perform according to terms. Derivatives 
which are exchange traded are not subject to credit risk.  No derivatives held are subject to custodial 
credit risk.  Market risk is the possibility that a change in interest (interest rate risk) or currency rates 
(foreign currency risk) will cause the value of a financial instrument to decrease or become more costly to 
settle. The market risk associated with derivatives, the prices of which are constantly fluctuating, is 
regulated by imposing strict limits as to the types, amounts and degree of risk that investment managers 
may undertake.  These limits are approved by the Board of Trustees and management of ISBI and the 
risk positions of the investment managers are reviewed on a periodic basis to monitor compliance with 
the limits.  As of June 30, 2017, ISBI held futures contracts whose underlying instruments were exposed 
to interest risk but there were no GASB 53 reportable elements. The ISBI has not adopted a formal policy 
specific to master netting arrangements. 
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Note 2. Deposits, Investments, Investment Risk, and Fair Value (Continued) 
ISBI’s derivative investments in foreign currency forward contracts are held with counterparties. ISBI’s 
counterparties were not rated and fair value and net exposure as of June 30, 2017 for these contracts 
were $94,698. 

The following table presents the fair value of derivative investments exposed to foreign currency risk as of 
June 30, 2017: 
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Note 3. Member Systems and Trust Fund Participation 
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Note 4. Pensions 
Plan Description 
All ISBI employees participate in the State Employees’ Retirement System (SERS), which is a pension 
trust fund in the State of Illinois reporting entity. The SERS is a single-employer, defined-benefit, public 
employee retirement system (PERS) in which State employees participate, except those covered by the 
State Universities, Teachers’, General Assembly, and Judges’ Retirement Systems.  The financial 
position and results of operations of the SERS for fiscal year 2016 are included in the State of Illinois’ 
Comprehensive Annual Financial Report (CAFR).  The SERS also issues a separate CAFR that may be 
obtained by writing to the SERS, 2101 South Veterans Parkway, P.O. Box 19255, Springfield, IL 62794-
9255 or by calling 217/785-7444.  The State of Illinois CAFR may be obtained by writing to the State 
Comptroller’s Office, Financial Reporting Department, 325 West Adams Street, Springfield, IL 62704-
1858 or by calling 217/782-6000. 

A summary of SERS’ benefit provisions, changes in benefit provisions, employee eligibility requirements 
including eligibility for vesting, and the authority under which benefit provisions are established, are 
included as an integral part of the SERS’ CAFR.  Also included is a discussion of employer and employee 
obligations to contribute, and the authority under which those obligations are established. 

Funding Policy 
ISBI pays employer retirement contributions based upon an actuarially determined percentage of payroll. 
For fiscal year 2017, the employer contribution rate was 45.598%.  ISBI contributions to SERS for fiscal 
year 2017 were $536,162 and were equal to the required contribution.   

Effective for pay periods beginning after December 31, 1991, the Board opted to pay the employee 
portion of retirement for ISBI employees covered by the State Employees’ Retirement Systems.  
Generally, this pickup of employee retirement was part of the budget process and was, in part, a 
substitute for salary increases.  In November 2010, the Board amended the policy to pay the employee 
portion of retirement to only apply to current employees as of the date of the policy change.  New 
employees from that date forward must pay their own employee portion of retirement contributions. ISBI 
contributions to SERS for the employee portion for fiscal year 2017 were $28,460. 

Member System Contributions and Withdrawals 
Member systems’ contributions are comprised mostly of proceeds from bonds issued by the State of 
Illinois. As required by Public Act 96-1497, the State of Illinois issued $3.7 billion of General Obligation 
Bonds, Taxable Bond Series February 2011 on March 10, 2011 at an interest rate of 5.56%. The net 
bond proceeds were allocated among the five state-funded retirement systems to reduce their actuarial 
reserve deficiencies as provided in the Act. The State Employees’ Retirement System, General Assembly 
Retirement System, and Judges’ Retirement System received an allocation of bond proceeds equal to 
$745,546,496 on March 14, 2011. The monies were deposited into the Master Trust Account with the 
Illinois State Board of Investment the same day. The monies were combined with ISBI’s other 
investments and invested in accordance with the asset allocation policy of ISBI during the year ended 
June 30, 2011. The Judges’ Retirement System made contributions of $17,000,000 and the General 
Assembly Retirement System made contributions of $2,000,000 in fiscal year 2017. Member systems’ 
withdrawals are determined by the member retirement systems based on the State’s funding, the 
systems’ benefit payment needs and the ability for ISBI to liquidate available assets. The total 
withdrawals for fiscal year 2017 were $232,550,000. 
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Note 4. Pensions (Continued) 
Post-retirement Benefits 
The State provides health, dental, and life insurance benefits for retirees and their dependents in a 
program administered by the Department of Central Management Services.  Substantially all State 
employees become eligible for post-employment benefits if they eventually become annuitants of one of 
the State sponsored pension plans.  Health, dental and vision benefits include basic benefits for 
annuitants under the State’s self-insurance plan and insurance contracts currently in force.  Annuitants 
may be required to contribute towards health, dental and vision benefits with the amount based on factors 
such as date of retirement, years of credited service with the State, whether the annuitant is covered by 
Medicare, and whether the annuitant has chosen a managed health care plan.  Annuitants who retired 
prior to January 1, 1998, and who are vested in the State Employees’ Retirement System, do not 
contribute toward health, dental and vision benefits.  For annuitants who retired on or after January 1, 
1998, the annuitant’s contribution amount is reduced five percent for each year of credited service with 
the State allowing those annuitants with twenty or more years of credited service to not have to contribute 
towards health, dental and vision benefits.  Annuitants also receive life insurance coverage equal to the 
annual salary of the last day of employment until age 60, at which time the benefits become $5,000. 

The total cost of the State’s portion of health, dental, vision and life insurance benefits of all members 
including post-employment health, dental, vision and life insurance benefits, is recognized as an 
expenditure by the State in the Illinois Comprehensive Annual Financial Report. The State finances the 
cost on a pay-as-you-go basis.  The total costs incurred for health, dental, vision and life insurance 
benefits are not separated by department or component unit for annuitants and their dependents nor 
active employees and their dependents.  

A summary of post-employment benefit provisions, changes in benefit provisions, employee eligibility 
requirements including eligibility for vesting, and the authority under which benefit provisions are 
established are included as an integral part of the financial statements of the Department of Central 
Management Services.  A copy of the financial statements of the Department of Central Management 
Services may be obtained by writing to the Department of Central Management Services, 715 Stratton 
Building, 401 South Spring Street, Springfield, Illinois 62706-4100. 

Note 5. New Governmental Accounting Standards 

At this time, Management is not aware of any new accounting standards that will impact the financial 
statement presentation for its year ended June 30, 2018.



Independent Auditors’ 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 

Auditing Standards 

The Honorable Frank J. Mautino 
Auditor General of the State of Illinois 
and 
The Board of Trustees 
Illinois State Board of Investment  

As Special Assistant Auditors for the Auditor General of the State of Illinois, we have audited, in accordance 
with the auditing standards generally accepted in the United States of America and the standards applicable to 
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United 
States, the financial statements of the Illinois State Board of Investment (ISBI) and its investment trust funds, 
the Illinois State Board of Investment Member Systems and the Illinois Power Agency Trust Fund (the Trust 
Funds) as of and for the year ended June 30, 2017, and the related notes to the financial statements, which 
collectively comprise ISBI and the Trust Funds’ basic financial statements, and have issued our report thereon 
dated January 16, 2018. 

Internal Control Over Financial Reporting 
In planning and performing our audit of the financial statements, we considered ISBI and the Trust Funds’ 
internal control over financial reporting (internal control) to determine the audit procedures that are appropriate 
in the circumstances for the purpose of expressing our opinions on the financial statements, but not for the 
purpose of expressing an opinion on the effectiveness of ISBI and the Trust Funds’ internal control. 
Accordingly, we do not express an opinion on the effectiveness of ISBI and the Trust Funds’ internal control. 

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was 
not designed to identify all deficiencies in internal control that might be material weaknesses or significant 
deficiencies and therefore, material weaknesses or significant deficiencies may exist that have not been 
identified. However, as described in the accompanying schedule of findings and responses, we identified a 
deficiency in internal control that we consider to be a material weakness. 

A deficiency in internal control exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, 
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in 
internal control, such that there is a reasonable possibility that a material misstatement of the entity’s financial 
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a 
deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness, yet 
important enough to merit attention by those charged with governance. We consider the deficiency described in 
the accompanying schedule of findings and responses as item 2017-001 to be a material weakness. 

Compliance and Other Matters 
As part of obtaining reasonable assurance about whether ISBI and the Trust Funds’ financial statements are 
free from material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material effect 
on the determination of financial statement amounts. However, providing an opinion on compliance with those 
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provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The results of 
our tests disclosed no instances of noncompliance or other matters that are required to be reported under 
Government Auditing Standards. 

Example Entity’s Response to Findings 

ISBI and the Trust Funds’ response to the findings identified in our audit is described in the accompanying 
schedule of findings and responses. ISBI and the Trust Funds’ response was not subjected to the auditing 
procedures applied in the audit of the financial statements and, accordingly, we express no opinion on the 
response.  

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and 
the results of that testing, and not to provide an opinion on the effectiveness of the ISBI and the Trust Funds’ 
internal control or on compliance. This report is an integral part of an audit performed in accordance with 
Government Auditing Standards in considering the ISBI and the Trust Funds’ internal control and compliance. 
Accordingly, this communication is not suitable for any other purpose. 

Chicago, Illinois 
January 16, 2018 
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ILLINOIS STATE BOARD OF INVESTMENT 
(An Internal Investment Pool of the State of Illinois) 

Schedule of Findings and Responses 

Year Ended June 30, 2017 

Current Findings - Government Auditing Standards 

Finding 2017-001 – Inaccurate Financial Reporting 
The Illinois State Board of Investment (ISBI) has not established adequate internal controls over the 
financial reporting process. 

During our audit of the financial statements as of and for the year ended June 30, 2017, we noted the 
value reported for one real estate investment sampled in our testing ($13,837,421) was understated 
by $5,894,255.  Upon further review, we noted ISBI reported the cost basis of the investment instead 
of its fair value ($19,731,676) at year end.  The error (representing 42.6% of the recorded balance of 
the investment) was not identified during ISBI’s preparation of investment reconciliations or related 
supervisory review procedures.   

ISBI’s real estate investments and total investments were $1,601,026,564 and $17,530,882,474, 
respectively, as of June 30, 2017. 

Generally accepted accounting principles require investments to be measured at fair value. An 
investment is a security or other asset that (a) a government holds primarily for the purpose of income 
or profit and (b) has a present service capacity based solely on its ability to generate cash or to be 
sold to generate cash. Additionally, the Fiscal Control and Internal Auditing Act (30 ILCS 10/3001) 
requires ISBI to establish and maintain a system or systems of internal fiscal and administrative 
controls to ensure: (1) resources are utilized efficiently, effectively and in compliance with applicable 
law; (2) obligations and costs are in compliance with applicable law; (3) funds, property and other 
assets and resources are safeguarded against waste, loss, unauthorized use, and misappropriation; 
(4) revenues, expenditures, and transfers of assets resources, or funds applicable to operations are 
properly recorded and accounted for to permit the preparation of accounts and reliable financial and 
statistical reports and to maintain accountability over the State's resources; and (5) funds held outside 
the State Treasury are managed, used, and obtained in strict accordance with the terms of their 
enabling authorities and that no unauthorized funds exist. Effective internal controls should include 
procedures to accurately record investment values in ISBI’s accounting records to allow for the 
preparation of accurate financial statements. 

In discussing these conditions with ISBI management, they stated the error was the result of the 
failure to perform a detailed review of the real estate investment’s audited financial statements and 
footnotes. 

Failure to accurately report investments may result in the misstatement of the financial statements. 
(Finding Code No. 2017-001) 

Recommendation: 

We recommend ISBI review its internal control procedures and implement the changes necessary to 
ensure investment accounts are accurately reported in its accounting records and in the financial 
statements. 
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ISBI’s Response: 

ISBI has reviewed its internal control procedures and has determined that this error is an isolated 
instance.  The error was related to a single alternative investment out of a total of 117 investments of 
this type and resulted in an overall misstatement of 0.03% of Net Assets. Additional audit procedures 
were applied subsequent to the identification of the initial misstatement, including a verification of 
100% of the alternative investment values included in ISBI’s financial statements as of June 30, 2017. 

Based on the additional audit procedures and isolated nature of the error, the existing internal control 
procedures related to reporting of alternative investments, which include a comparison to values 
independently determined and reported by our custodian, are generally adequate and result in 
accurate financial reporting. However, in the future the controls will be enhanced to include a more 
detailed review of the most recent audited financial statement for all alternative investments (including 
all footnote disclosures) to ensure that an error of this nature is not repeated. 
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