Township Trustees of Schools

TOWNSHIP 38 NORTH, RANGE 12 EAST
www.lyonstts.org

BOARD OF SCHOOL TRUSTEES 930 Barnsdale Road

Michael S. Thiessen, President La Grange Park, IL 60526-3346

Karen M. Civinelli, Trustee Phone 708-352-4480

Theron G. Tobolski, Trustee Fax 708-352-4417
To: All Member Districts of the Lyons Township School Treasurer’s Office

From: Michael Thiessen, President of the Board of Trustees
Dr. Clyde M. Bradley, Lyons Township School Treasurer

Re: Fourth Quarter Interest Distribution

Date: September 11, 2013

In an effort to close out fiscal year 2013, we offer the following update:

Based on preliminary estimates of the previous school year and from William Blair, interest was projected in September,
2012 for each School District. Districts received an estimate of quarterly interest to be with a true-up expected at the

end of the fourth quarter.

As indicated in the attached letter from William Blair, the second quarter of 2013 was one of the worst fixed income
markets in history; therefore, there are no additional funds for distribution from the current year’s interest income.

As part of our complete office and accounting review, there appears to be some undistributed funds accrued during the
previous treasurer’s oversight. We have been actively communicating with our new auditors regarding the possibility of
distributing these funds to the School Districts. We want a better understanding and their sign off on the issue before
distributing these funds.

Due to disputes with our former auditor Baker Tilly, our new audit firm, Miller Cooper & Co, Ltd. is revising their audit
plan and scope for the fiscal year ending June 30, 2013. This has caused a delay in commencing their fieldwork, but it
began on September 9, 2013. Miller Cooper has communicated this should be enough time to complete the auditin a
timely manner and provide the necessary information to the districts for their audit requests.

On a separate note, we are also working with William Blair to provide an estimate of fiscal 2014 interest income.

We apologize for the inconvenience.

Bt gun b,

Mike Thiessen yde Bradley
Board President Lyons Township School Treasurer

EDUCATION IS EVERYONE'S RESPONSIBILITY



William SBlair

Dr. Clyde M. Bradley

Treasurer

Lyons Township Trustees of Schools
930 Barnsdale Road

LaGrangce Park, IL 60526

Scptember 5, 2013
Dear Clyde,

The purpose of this correspondence is to provide an investment review of the Lyons Township Trustees of Schools
Low Duration Fixed Income portfolio. Below is a fixed income market update, review of the recommendations William
Blair made to the Board in October 2012, and second quarter 2013 review of the Lyons Township Trustees of Schools
Low Duration portfolio.

Fixed Income Market Update

Bond markets suffered during the second quarter as interest rates rose, risk spreads widened, and interest rate
volatility spiked. The market reacted to concerns that the FOMC would begin tapering its quantitative easing stimulus
programs, although the market was left to discern when and how the FOMC would do so. As interest rates rose during
the second quarter, bond prices declined, and the US fixed income market, as mcasured by the Barclays Aggregate
Index, lost 2.32%. This was the second worst quarterly return for the market over the past 10-years and third worst
return over the past 20-years.

Background

William Blair met with the Board in October 2012 to review and analyze the existing fixed income portfolio and
provide recommendations. At the time, the portfolio was invested in 10 scparate mutual funds and numerous
government, agency, and municipal bonds. William Blair reccommended liquidating those investments and investing
the proceeds into a separately-managed low duration portfolio. The new low duration portfolio would have
significantly lower investment management fees and less interest rate risk than the existing portfolio. The Board
accepted the recommendations and new low duration portfolio was incepted on October 11, 2012.

The 10 separate mutual fund investments that were liquidated in October 2012 totaled $67 million and would have
lost 1.72% between October 1, 2012 and June 30, 2013, which would have resulted in an approximate $2.5 million
loss. Additionally, annual mutual fund investment management fees would have been approximately $670,000 (or
1.03% of assets) on the $64.5 million mutual fund portfolio at June 30, 2013. Liquidating the mutual fund portfolio has
resulted in a significant fee savings for the Lyons Township Trustees and reduced the magnitude of potential losses
due to rising interest rates. For comparison, William Blair’s annual investment management fees are approximately
$290,000 (or 0.18% of assets) for the Low Duration portfolio of $158 million at June 30, 2013.

Portfolio Review

The Lyons Township Trustees of Schools Low Duration portfolio consists of high quality securities that are mostly US

Treasury and Agency bonds. The portfolio has a favorable average annual yield of 1.82% compared to its benchmark’s
average yield of 0.19%. Additionally, the portfolio has annual coupon rates greater than 4% for the majority of assets.

William Blair & Company, L.L.C.
222 West Adams Street
Chicago, [llinois 60606

+1 312 236 1600 tel



William SBlair

During the second quarter, the portfolio lost 0.98%, underperforming the 0.04% return of its benchmark, the Bank of
America Merrill Lynch 1-Year US Treasury Note Index. Negative performance in the second quarter was attributable
to rising interest rates during the period. Negative returns in May and June pushed the portfolio’s return since
inception down to -0.75%, resulting in a $1,132,036 loss on the Lyons Township cumulative $159,619,127 investment
since inception. The portfolio’s market value as of June 30, 2013 was $158,487,091. Going forward, the portfolio is
well positioned to capture high-quality above-benchmark income.

Please let me know if there are any questions to be discussed.
you,

PJ/] Sularz

Partner, Portfolio Mahager
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