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investment section

Real Return Pool Review
As of June 30, 2006

Market Value

As of June 30, 2006, the combined PSRS/PEERS real return
pool assets managed by three external investment advisors
had a market value of approximately $1.9 billion, representing
6.9% of total assets.

Real Return Pool Structure
The focus of the real return pool is to earn stable, but mean-
ingful, real returns across future economic and market cycles.

Top 10 Largest Holdings*
June 30, 2006

Approved sub-asset classes for inclusion in the real return pool
are U.S. Treasury and Global Inflation-Indexed Securities, Real
Estate Investment Trusts, Non-dollar Bonds and sectors of the
Lehman Aggregate Bond Index.

The following table displays the 10 largest portfolio holdings in
the real return pool as of June 30, 2006.

% of Total
Real Return Pool

Combined
Market Value

USTN, INFLATION INDEXED, 0.875%, 4/15/10
USTN, INFLATION INDEXED, 2.0%, 1/15/16
USTN, INFLATION INDEXED, 1.625%, 1/15/15
USTN, INFLATION INDEXED, 2.0%, 1/15/14
USTN, INFLATION INDEXED, 3.0%, 7/15/12
USTN, INFLATION INDEXED, 3.625%, 1/15/08
USTN, INFLATION INDEXED, 4.25%, 1/15/10
USTN, INFLATION INDEXED, 2.375%, 4/15/11
USTN, INFLATION INDEXED, 3.375%, 1/15/12
USTN, INFLATION INDEXED, 1.875%, 7/15/13
Total

Key to Holdings
USTN = U.S. Treasury Note

Real Return Pool Investment Advisors

$ 152,269,470 8.0%

146,331,987 7.7
127,815,664 6.7
123,771,922 6.6
111,614,592 5.9
85,549,306 4.5
67,141,113 35
66,332,130 3.5
66,062,442 3.5
63,134,243 3.3

$ 1,010,022,869 53.2%

The following firms were under contract with PSRS/PEERS as of June 30, 2006 for management of real return pool securities.

Investment Advisor

Investment Style

Combined
Portfolio Market Value**
As of June 30, 2006

% of Total
Market Value

Bridgewater Associates Active Global TIPS $ 302,928,377 1.1%

NISA Investment Advisors Active TIPS 974,848,278 3.5

State Street Global Advisors Passive TIPS 627,205,138 23
Total $ 1,904,981,793 6.9%

*Includes only actively managed separate accounts.
**Includes manager cash.
A complete list of portfolio holdings is available upon request.
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Real Return Pool Review
As of June 30, 2006

Real Return Pool Investment Returns

Treasury Inflation Protected Securities (TIPS) returns trailed
the broad fixed income market (as measured by the Lehman
Aggregate Index) in fiscal year 2006 by 80 basis points.
However, the total returns on the PSRS and PEERS Real
Return portfolios for the fiscal year ended June 30, 2006
significantly outperformed.

The Systems outperformed the Real Return Pool benchmark
(Lehman U.S. TIPS Index) by 140 basis points in the fiscal
year due to a shorter duration position. The Systems have

maintained a shorter duration position for over two years
because of the belief that the direction of interest rates would
likely be higher rather than lower. The Real Return composite
underperformed its benchmark for the three-year and since
inception time periods due to the shorter duration position.

The PSRS/PEERS Real Return Pool was originally funded
with assets from the fixed income composite and has
outperformed the Lehman Aggregate Index since inception by
210 and 200 basis points, respectively.

Real Return Pool Investment Returns
June 30, 2006

PSRS

PEERS

Lehman U.S. TIPS Index
Lehman Aggregate Index

BO%

La=t 3 Years

Fiscal Year

*Performance inception date for the Real Return Pool was March 1, 2002.

Fiscal Last 3 Since
Year Years Inception*
(0.2)% 3.0% 6.3%
(0.2) 3.1 6.2
(1.6) 3.8 7.3
(0.8) 2.1 4.2

PERS
FEERS

Lehman Ui 5. TIPS indax

1008

Lalwman Aggregals Irdex

Snee Ircepbon®
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Real Estate Review
As of June 30, 2006

Real Estate Structure

The PSRS/PEERS Board of Trustees approved a 5% target allo-
cation to the real estate asset class in January 2004 with the first
real estate investment being funded in December 2004. Within
the overall real estate allocation, the Systems have established a
40% target allocation to non-core private real estate and a 60%
target to core real estate. The non-core allocation includes both
high return and enhanced property types while core real estate
includes both private and public securities. The objective of the

real estate allocation is to achieve superior risk-adjusted returns,
as well as to benefit from the diversification effect provided by real
estate investments. The Townsend Group serves as the Systems’
real estate consultant and assists with the structuring of the real
estate composite. The 5% allocation equates to a total commit-
ment for the Systems (based on current assets) of $1.4 billion
with implementation progressing as planned.

The following pie chart shows the allocation to real estate investment strategies utilizing the market value of the assets that have been

invested within the Systems’ real estate composite.

16%

- Come - Privals
- Care - Pubic (REITs}

The following pie chart shows the diversification within the real estate composite by property type for the PSRS/PEERS portfolios.
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Real Estate Review
As of June 30, 2006

Market Value

As of June 30, 2006, the combined PSRS/PEERS real estate
assets committed* for investment were $1.07 billion. The market
value of funds that had been drawn down and actually invested
as of June 30, 2006 was approximately $846.3 million. The

investment section

following pie chart shows the percentage of the Systems’ real

13%

24%

63%

Real Estate Investment Advisors
The following investment advisors were under contract with PSRS/PEERS as of June 30, 2006 for management of the Systems’ real

estate investments.

- Markel Walue ol Investmsnis
m lirfunded Commiéments

t Remaining Allocaton

estate allocation that had been invested (at market value), the
percentage that had been committed but not yet funded and the
percentage that remained to be committed to reach PSRS/
PEERS’ long-term 5% target allocation.

Combined Combined
Committed Capital* Market Value** % of Total
Investment Advisor Investment Style As of June 30,2006 As of June 30, 2006 Market Value
AMB Alliance 11l Non-Core - Enhanced $ 50,000,000 $ 55,111,878 0.2%
AMB Japan Fund | Non-Core - High Return 25,000,000 5,092,118 0.0
Blackstone R.E. Partners V Non-Core - High Return 35,000,000 7,798,043 0.0
CBRE Fund IV Non-Core - High Return 25,000,000 3,636,238 0.0
CIM Urban REIT Non-Core - Enhanced 35,000,000 8,208,115 0.0
CPI Capital Partners Europe Non-Core - High Return 35,000,000 6,697,516 0.0
Guggenheim Structured R.E. Il Non-Core - High Return 25,000,000 0 0.0
Heitman Value Partners Non-Core - Enhanced 25,000,000 9,404,152 0.0
JPMorgan Strategic Property Fund Core - Private 125,000,000 133,134,172 0.5
LaSalle Asia Opportunity Fund I Non-Core - High Return 25,000,000 3,932,456 0.0
LaSalle Income & Growth IV Non-Core - Enhanced 25,000,000 8,234,561 0.0
Lone Star V Non-Core - High Return 22,500,000 6,085,808 0.0
MSREF V International Non-Core - High Return 25,000,000 11,416,903 0.1
Morgan Stanley Prime Property Fund Core - Private 100,000,000 111,768,618 0.4
Prudential PRISA Fund Core - Private 110,000,000 124,694,954 0.5
RREEF America REIT Il Core - Private 125,000,000 136,882,735 0.5
RREEF America REIT Il Non-Core - Enhanced 50,000,000 53,828,903 0.2
Starwood Hospitality Fund Non-Core - High Return 25,000,000 6,395,175 0.0
Urdang Securities Management Core - Public (REITs) $185,000,000 154,004,866 0.6
Total $ 1,072,500,000 $ 846,327,211 3.0%

*Committed capital reflects the total amount of capital that the Systems are legally obligated to supply to the partnerships and funds as the capital is
needed to invest in underlying holdings. Market value reflects capital that has actually been drawn and invested by the partnerships and funds.

**Includes manager cash and reflects valuations reported by the Systems’ custodian, State Street Bank & Trust. Market values of private holdings reflect
March 31, 2006 valuations that are cash flow adjusted through June 30, 2006. Public holdings reflect market values as of June 30, 2006.

PSRS/PEERS
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Real Estate Review
As of June 30, 2006

Real Estate Investment Returns

Fiscal year 2006 represented the first year that PSRS and REITs increased over 19% for the year while private real estate
PEERS had meaningful assets invested in the real estate asset produced substantial returns across varying segments of the
class. Although assets were invested throughout the year, the market.

Systems benefited from the strong real estate market. Public

As the table and chart indicate, the Systems’ combined real estate portfolio marginally outperformed the PSRS/PEERS Real Estate Cus-
tom Benchmark* for the fiscal year ended June 30, 2006.

Real Estate Investment Returns
June 30, 2006

Fiscal Last 3 Last 5

Year Years Years
PSRS 12.1% N/A N/A
PEERS 121 N/A N/A
Real Estate Custom Benchmark* 11.6 N/A N/A

18.0%

12.00% [

.00 = - Real Estate Custom

30—

0,0%
Fiscal Year La=t 3 Yeans Last 5 Years

*The Custom Benchmark utilized by the Retirement Systems consists of 80% NCREIF Property Index and 20% NAREIT Equity Index.
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Private Equity Review

As of June 30, 2006

Private Equity Structure

The objective for the Systems’ 5% target allocation to private
equity is to achieve returns that are higher than those
attainable in the public equity markets with the added benefit of
diversification. The long-term and illiquid nature of the private
equity asset class dictates that capital must be invested at

a measured pace. Pathway Capital Management has been
retained by the Systems to provide private equity investment

management services through two structures: a discretionary
fund-of-funds relationship and an advisory relationship, each
with an asset commitment level of $850 million. The pie charts
below show the diversification of the Systems’ private equity
holdings as of June 30, 2006 from both strategy and country
perspectives.

The following pie chart shows the allocation to private equity investment strategies utilizing the market value of the assets that have

been invested within the Systems’ private equity composite.

10% 26%
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The following pie chart shows the diversification within the PSRS/PEERS private equity composite by country.
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Private Equity Review

As of June 30, 2006

Market Value

As of June 30, 2006, the combined PSRS/PEERS private equity

assets committed* for investment was $657.7 million. The

market value** of funds that have been drawn down and actually
invested as of June 30, 2006 was approximately $140.5 million.

21%

The partnerships within the discretionary fund-of-funds were

selected and managed by the Systems’ private equity advisor,

Pathway Capital Management.

Private Equity Investment Advisors
The following investment advisors were under contract with PSRS/PEERS as of June 30, 2006 for management of the Systems’

private equity investments.

Combined Combined
Committed Capital* Market Value** % of Total

Investment Advisor Investment Style As of June 30, 2006 As of June 30,2006 Market Value
Blackstone Capital Prtnrs V, L.P. Acquisitions - Large $ 20,000,000 $ 2,228,118 0.0%
Carlyle Partners IV, L.P. Acquisitions - Large 25,000,000 10,460,991 0.1
CVC European Equity Prtnrs IV, L.P.  Acquisitions - Large 25,712,759 7,327,020 0.0
GTCR Fund IX, L.P. Acquisitions - Medium 35,000,000 0 0.0
Montagu lll, L.P. Acquisitions - Medium 19,981,030 3,027,145 0.0
Onex Partners I, L.P. Acquisitions - Medium 25,000,000 0 0.0
Pathway Capital Management Fund-of-Funds 401,959,032 105,149,666 0.4
TCV VI, L.P. Venture Capital 25,000,000 1,314,607 0.0
Thoma Cressey Fund VIII, L.P. Acquisitions - Medium 20,000,000 1,200,000 0.0
TPG Partners V, L.P. Acquisitions - Large 25,000,000 219,147 0.0
Wayzata Opportunities Fund, LLC Debt - Distressed 15,000,000 8,790,027 0.0
Wind Point Partners VI, L.P. Acquisitions - Medium 20,000,000 733,918 0.0

Total $ 657,652,821 $ 140,450,639 0.5%

*Committed capital reflects the total amount of capital that the Systems are legally obligated to supply to the partnerships and funds as the capital is
needed to invest in underlying holdings. Market value reflects capital that has actually been drawn and invested by the partnerships and funds.
**Market values as reported by the Systems’ custodian, State Street Bank & Trust, that reflect March 31, 2006 valuations cash flow adjusted through

June 30, 2006.
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Broker Commissions Report (U.S. Equity)

For The Fiscal Year Ended June 30, 2006

PSRS

Shares Commissions Cost Per
Brokerage Firm Traded Dollars Traded Paid Share
BROADCORT CAPITAL 12,988,939 § 291,627,876.26 $ 591,31582 $ 0.05
MERRILL LYNCH, PIERCE, FENNER + SMITH 18,839,566 642,081,669.15 434,378.24 0.02
INVESTMENT TECHNOLOGY GROUP INC 43,069,002 1,388,741,845.36 394,585.59 0.01
STATE STREET BROKERAGE SERVICES 12,756,990 452,591,856.42 336,037.68 0.03
CITIGROUP GLOBAL MARKETS INC 18,637,285 679,825,705.23 325,405.23 0.02
GOLDMAN SACHS + CO 19,699,261 731,149,164.74 315,940.30 0.02
LIQUIDNET INC 12,372,812 395,551,326.24 280,900.68 0.02
LEHMAN BROTHERS INC 13,435,319 541,116,781.16 274,809.36 0.02
UBS SECURITIES LLC 6,923,878 265,458,556.37 254,981.80 0.04
CREDIT SUISSE FIRST BOSTON CORP 6,778,101 330,589,725.03 240,948.08 0.04
BANC/AMERICA SECURITIES LLC 8,135,152 314,785,215.68 221,376.36 0.03
PERSHING SECURITIES LIMITED 20,689,942 336,637,519.96 210,920.01 0.01
MORGAN STANLEY CO INC 12,621,510 377,068,730.79 184,728.09 0.01
BEAR STEARNS SECURITIES CORP 4,338,015 147,915,375.38 183,023.88 0.04
DEUTSCHE BANK SECURITIES INC 9,355,968 374,516,277.20 172,547.87 0.02
Other (<$170,000) 111,901,077 3,136,886,004.40 3,397,098.99 0.03

Total 332,542,816  $ 10,406,543,629.37 $ 7,818,997.98 $ 0.023

PEERS

Shares Commissions Cost Per
Brokerage Firm Traded Dollars Traded Paid Share
BROADCORT CAPITAL 994,538 $ 22,135,517.03 $ 44,466.18 $ 0.04
STATE STREET BROKERAGE SERVICES 1,329,607 45,944,008.98 34,985.36 0.03
INVESTMENT TECHNOLOGY GROUP INC 3,727,365 121,513,845.84 34,566.18 0.01
MERRILL LYNCH, PIERCE, FENNER + SMITH 1,519,897 52,111,834.71 33,946.24 0.02
GOLDMAN SACHS + CO 1,772,584 65,541,514.25 30,133.82 0.02
CITIGROUP GLOBAL MARKETS INC 1,659,367 60,449,264.48 29,508.82 0.02
LEHMAN BROTHERS INC 1,234,829 50,318,350.97 27,029.48 0.02
LIQUIDNET INC 1,030,047 32,931,899.64 23,853.53 0.02
UBS SECURITIES LLC 614,835 23,865,097.70 22,862.44 0.04
CREDIT SUISSE FIRST BOSTON CORP 587,879 29,555,811.68 20,769.74 0.04
BANC/AMERICA SECURITIES LLC 662,800 25,968,206.30 18,796.32 0.03
PERSHING SECURITIES LIMITED 1,861,781 29,059,497.87 18,288.78 0.01
MORGAN STANLEY CO INC 1,073,552 32,041,128.13 16,040.17 0.01
JEFFERIES+ COMPANY INC 352,110 8,507,131.43 13,883.57 0.04
BEAR STEARNS SECURITIES CORP 326,523 10,398,188.05 13,826.42 0.04
Other (<$13,800) 9,895,747 286,709,941.66 289,697.48 0.03
Total 28,643,460 $ 897,051,238.72 $ 672,654.53 $ 0.023

PSRS/PEERS
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Broker Commissions Report (Global Equity)

For The Fiscal Year Ended June 30, 2006

PSRS Cost
Shares Dollars Commissions (basis
Brokerage Firm Traded Traded Paid points)
MERRILL LYNCH, PIERCE, FENNER + SMITH 68,844,088 $ 597,558,760.92 $ 704,493.31 11.8
CREDIT SUISSE FIRST BOSTON CORP 65,531,394 472,351,752.03 603,537.59 12.8
PERSHING SECURITIES LIMITED 50,432,507 873,917,990.97 598,542.69 6.8
MORGAN STANLEY CO INC 68,280,840 493,371,167.76 554,217.84 11.2
GOLDMAN SACHS + CO 49,218,061 401,944,908.10 499,195.28 124
DEUTSCHE BANK SECURITIES INC 68,964,368 430,834,395.07 490,081.64 1.4
CITIGROUP GLOBAL MARKETS INC 26,883,806 302,193,165.66 436,830.08 14.5
LEHMAN BROTHERS INC 29,660,061 413,172,224.81 325,064.02 7.9
UBS SECURITIES LLC 22,340,996 192,307,970.26 323,391.06 16.8
JP MORGAN SECURITIES LIMITED 43,058,182 176,683,783.87 305,003.23 17.3
CREDIT LYONNAIS SECURITIES 31,444,283 101,525,862.27 215,542.58 21.2
ABN AMRO SECURITIES INC 69,943,976 183,492,228.76 199,733.22 10.9
BEAR STEARNS SECURITIES CORP 101,872,574 162,091,702.00 184,581.45 1.4
SOCIETE GENERALE SECURITIES 11,609,271 181,913,145.68 161,960.73 8.9
CREDIT AGRICOLE INDOSUEZ SECURITIES 10,795,658 152,998,251.87 140,589.17 9.2
Other (<$140,000) 226,112,364 2,095,344,892.78 2,063,220.92 9.8
Total 944,992,429 $ 7,231,702,202.81 $ 7,805,984.81 10.8
PEERS Cost
Shares Dollars Commissions (basis
Brokerage Firm Traded Traded Paid points)
MERRILL LYNCH, PIERCE, FENNER + SMITH 5,426,470 $ 66,357,381.83 $ 71,285.68 10.7
PERSHING SECURITIES LIMITED 5,376,750 93,173,253.63 61,901.02 6.6
CREDIT SUISSE FIRST BOSTON CORP 7,529,568 39,903,277.23 53,535.48 13.4
MORGAN STANLEY CO INC 6,141,877 45,085,627.63 50,158.81 11.1
DEUTSCHE BANK SECURITIES INC 6,324,510 39,235,781.37 45,198.78 11.5
GOLDMAN SACHS + CO 4,390,217 35,054,696.79 43,301.95 12.4
CITIGROUP GLOBAL MARKETS INC 2,425,097 25,626,054.24 37,749.44 14.7
LEHMAN BROTHERS INC 2,602,185 34,938,518.35 29,390.93 8.4
UBS SECURITIES LLC 1,951,363 16,782,708.69 29,218.94 17.4
JP MORGAN SECURITIES INC 3,958,617 17,469,354.72 29,060.31 16.6
ABN AMRO SECURITIES INC 7,900,068 18,592,815.32 19,095.52 10.3
CREDIT LYONNAIS SECURITIES 2,868,086 8,903,530.07 19,033.45 214
BEAR STEARNS SECURITIES CORP 9,489,952 14,701,900.47 16,715.62 1.4
WARBURG DILLION READ LTD 920,268 8,166,988.66 13,226.32 16.2
SOCIETE GENERALE SECURITIES 732,905 13,081,572.40 12,700.40 9.7
Other (<$12,000) 18,982,241 174,058,653.60 173,198.77 10.0
Total 87,020,174 $ 651,132,115.00 $ 704,771.42 10.8
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Investment Summary
As of June 30, 2006

PSRS/PEERS Percent of Total Market Value

Total Market Value Combined Funds - FY2006 FY2006 FY2005 FY2004
U.S. Fixed Income $ 7,735,590,039 27.9% 30.6% 33.5%
U.S. Equity 10,669,573,690 38.5 39.7 39.7
Global Equity 5,655,391,305 204 17.6 17.6
Real Return Pool 1,899,229,013 6.8 7.5 7.5
Real Estate 842,058,096 3.0 0.7 0.0
Private Equity 140,450,639 0.5 0.1 0.0
Cash and short-term investments 790,572,996 2.9 3.8 1.7

Total $ 27,732,865,778 100.0% 100.0% 100.0%

Reconciliation with Statement of Plan Net Assets

Accrued payable for investments purchased $ 3,607,338,225
Accrued income payable 5,943,275
Accrued receivable for investments sold (3,070,772,994)
Accrued income receivable (94,726,081)
Short-term investments designated for benefits (34,637,643)

Statement of Plan Net Assets $ 28,146,010,560

PSRS/PEERS
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Investment Income Expenses
For The Year Ended June 30, 2006

Investment Managers
Investment Management Fees

NISA Investment Advisors
BlackRock Financial Management
Wellington Management Co.
Payden & Rygel Investment Advi
PIMCO Fixed Income
Seix Investment Advisors
Bridgewater Associates, Inc.
Fixed Income Fees

Jacobs Levy

Goldman Sachs

Delaware Investment Advisors
State Street Global Advisors
Alliance Capital Management
UBS Global Asset Management

TCW Asset Management Company

Aronson Partners Large Cap
Domestic Equity Fees

Arrowstreet, Capital LP

State Street Global Advisors

MFS Institutional Advisors

Oechsle International

McKinley Capital Management

Invesco Global Asset Mmgt

BPI Global Asset Management

Alliance Bernstein

Citigroup

AQR Capital Mgt , LLC

Julius Baer Investment Mgmt
Global Equity Fees

S-CAP Fees
E-MAP Fees

Real Estate Fees
Private Equity Fees

Commission Recapture

Investment Management Expense

Custodial Services
State Street Bank & Trust Co.

Investment Consultants
Townsend
Albourne America, LLC
Pathway Consulting
Russell Investment Group
Mellon Analytical Serv
Consultant Fees

Staff Investment Expenses

Total Investment Expenses

PSRS

$ 1,292,326
1,243,344
800,400
594,092
1,192,679
1,154,902
834,848
7,112,591

1,869,484
656,179
1,383,417
1,252,328
1,499,600
1,255,500
485,956
1,647,293
10,049,757

628,517
(4,418)
1,700,689
65,049
906,155
1,544,336
496,128
2,819,526
801,559
3,521,927
2,758,695
15,238,163

5,327,694
3,545,828
1,173,386
2,150,124

(1,333,500)
43,264,043

4,414,433

211,600
117,523
405,087
277,551
68,625
1,080,386

465,535
$ 49,224,397

PEERS

$ 104,834
108,120
69,600
51,660
102,175
98,083
72,540
607,012

162,188
58,133
119,459
124,225
130,400
94,500
42,137
145,700
876,742

54,654

(375)
149,602
4,896
76,963
134,624
43,142
255,138
69,701
306,254
249,077
1,343,676

450,975
295,063
105,967
161,837

(108,314)
3,732,958

358,889

18,400
10,219
30,490
52,867
13,063
125,039

310,341
$ 4,527,227

Total

$ 1,397,160
1,351,464
870,000
645,752
1,294,854
1,252,985
907,388
7,719,603

2,031,672
714,312
1,502,876
1,376,553
1,630,000
1,350,000
528,093
1,792,993
10,926,499

683,171

(4,793)
1,850,291
69,945
983,118
1,678,960
539,270
3,074,664
871,260
3,828,181
3,007,772
16,561,839

5,778,669
3,840,891
1,279,353
2,311,961

(1,441,814)
46,997,001

4,773,322

230,000
127,742
435,577
330,418
81,688
1,205,425

775,876
$ 53,751,624

Note: An additional $3.6 million in private equity fees and $7.9 million in real estate fees were recorded as adjustments to the net value of the
investments. These totals include $2.9 million in private equity incentive fee accruals and $1.6 million in real estate incentive fee accruals. The
returns presented for private equity and real estate are net of these fees.
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