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Activities Updates

Trustee The deadline for receiving proposed candidate nominations was September 29,

Elections 2016. Lots will be drawn October 21 to determine where names will be placed
on the ballot. Ballots will be mailed to qualified voters on October 31.

Budget and As noted last month, budget materials have been provided to all DCRB

Audit Updates departments regarding the FY 2018 budget development process. The process is
moving along, and Finance has conducted budget planning meetings with
department managers. The first draft of the FY 2018 budget will be presented to
the Operations Committee in November.
As also noted last month, CliftonLarsonAllen conducted an interim audit during
the week of August 15, 2016. They presented their Audit Plan for the audit of FY
2016 to the Audit Committee earlier today. The audit will begin on November
14.

Actuarial Cavanaugh Macdonald has provided DCRB with preliminary information

Experience regarding the actuarial experience study covering the period from October 1,

Study 2010 through September 30, 2015. It is expected that the results will be presented
to the Board during its December meeting.

Visit by On October 19, DCRB scheduled a meeting in its offices with members of the

Australian Australian State Super Fund to discuss mutually relevant issues surrounding

Pension Board

pension funds management. Australia’s pension system has total assets equating
to nearly twice the Australian GDP.

Staffing
Changes Since
the Last Board
Meeting

Hires

Sean Carver joined the Benefits Department’s Member Services Center on
October 12, 2016. He has worked for the Department as a contractor since
January 29, 2015. Sean earned a Certificate in Computer and Network
Technology from the University of Maryland Baltimore County, and he has
previous experience in document imaging and management.

Page 1 of 2



http://www.dcrb.dc.gov/

Board Meeting - Executive Director's Report

Recent “A Sour Surprise for Public Pensions: Two Sets of Books,” Dealbook, The New
Retirement- York Times, Mary Williams Walsh, September 17, 2016.

Related Articles

(attached) “An Examination of State Pension Performance: 2006 to 2015,” Cliffwater,

September 6, 2016.

“Pensionomics 2016,” National Institute on Retirement Security, Jennifer Erin
Brown, September 2016.

“U.S. State Pensions: Weak Market Returns Will Contribute To Rise In
Expense,” Ratings Direct, S&P Global Ratings, Susan S. Corson, September 12,
2016.
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924206 A Sour Surprise for Public Pensions: Two Sets of Books - The Mew York Times

value” of the pensions that people have earned. The second number is not publicly
disclosed. And it typically paints a much more troubling picture, according to people
who follow the money.

The crisis at Citrus Pest Control District No. 2 illuminates a profound debate
now sweeping the American public pension system. It is pitting specialist against
specialist — this year in the rarefied confines of the American Academy of Actuaries,
not far from the White House, the elite professionals who crunch pension numbers
for a living came close to blows over this very issue.

But more important, it raises serious concerns that governments nationwide do
not know the true condition of the pension funds they are responsible for. That
exposes millions of people, including retired public workers, local taxpayers and
municipal bond buyers — who are often retirees themselves — to risks they have no
way of knowing about.

“One of the first things I think you should do is publish that number for every
city,” said William F. Sharpe, professor emeritus of finance at Stanford University’s
Graduate School of Business who won the Nobel in economic science in 1990 for his
work on how the markets price financial instruments. He is also a California resident
who voluntarily helped his city, Carmel-by-the-Sea, crack the secret pension code —
figuring out the market value of its debt to its retirees in 2011 before Calpers
resolved to start divulging the information later that year.

“We just about nailed it, which made us feel very good for ourselves — but very
bad for the city,” Professor Sharpe said. On a market basis, the city turned out to be
$48 million short of what it owed retirees, or four times what the official numbers
showed.

The two competing ways of valuing a pension fund are often called the actuarial
approach (which is geared toward helping employers plan stable annual budgets, as
opposed to measuring assets and liabilities), and the market approach, which
reflects more hard-nosed math.

The market value of a pension reflects the full cost today of providing a steady,
guaranteed income for life — and it’s large. Alarmingly large, in fact. This is one

hittp/iwwwenytimes. com/ 2018081 Bbusiness/dealbook/a-sour- sur prise-for- public- pensions- two-sets-of- books. hirm| ¥sm prod=nylcore-iphonegsmid= nylcore-ip...
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A Sour Surprise for Public Pensions: Two Sels of Books - The New York Times

reason most states and cities don't let the market numbers see the light of day.

But in recent years, even the more modest actuarial numbers have been
growing, as populations age and many public workers retire. In California, some
struggling local governments now doubt they can really afford their pension plans,
and have told Calpers they want out.

In response, Calpers has calculated the heretofore unknown market value of
their pension promises — and told them that’s the price of leaving, payable
immediately. Few have that much cash, so it's welcome to the Hotel California: You
can check out anytime you like, but you can never leave.

Calpers says it must bill departing governments for every penny their pensions
could possibly cost because once they cash out, Calpers has no way of going back and
getting more money from them if something goes wrong. Calpers keeps that money
in a separate “termination pool.”

Things went differently for Citrus Pest Control District No. 2. It withdrew first,
before realizing the shortfall. Then, four months later, it got the unexpected bill from
Calpers.

“I was opening the mail and thinking, ‘Can this be right?’ I thought they put an
extra zero on it,” said Tim Hoesterey, one of the district’s two employees.

The bill came just as the district was building up a war chest to fight a virulent
new citrus blight, a disease that had already devastated groves in Florida. The
directors had armed themselves by raising a growers’ tax per acre fivefold. Suddenly,
paying Calpers would wipe out the whole citrus blight reserve.

Some wondered if they should just declare bankruptey.

“There are people selling their farms, trving to get out of the business, because
they can’t make a profit anymore,” Mr. Hoesterey said. He called Calpers to see if the
district could get a break, an extended due date, or even stay with Calpers after all.
Calpers said no. It was a done deal.
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A Sour Surprise for Public Pensions: Two Sets of Books - The Mew York Times

A Calpers spokeswoman, Amy Morgan, said such questions suggested “a
misunderstanding of the purpose of Calpers.”

“Calpers does not exist to make money,” she said. “Calpers exists to fully pay out
benefits that are promised to its members.” She said the law required Calpers to
perform a complete valuation after the termination date had passed, and to recover
all the money needed to ensure that the retirees would be paid in full.

Today in California, both the market values and the actuarial pension values for
many places are available on a website run by the Stanford Institute for Economic
Policy Research. But for the 49 other states, the market numbers remain unknown.

The market-based numbers are “close to the truth of the liability,” Professor
Sharpe said. But most elected officials want the smaller numbers, and actuaries
provide what their clients want. “Somebody just should have stopped this whole
charade,” he said.

For years, people have been trying to do just that. In 2003, the Society of
Actuaries, a respected professional body, devoted most of its annual meeting to what
was called “the Great Controversy” — the notion that the actuarial standards for
pensions were fundamentally flawed, causing systemic underfunding and setting up
a slow-moving train wreck when baby boomers retired. It drew a standing-room-
only crowd.

The problem reaches far beyond pensions, and into the $3.7 trillion municipal
bond market. The reason is that municipal bond ratings take into account the
strength (or weakness) of government pension plans. If those numbers have been
consistently wrong, as dissidents argued, then actuaries were helping mislead the
investors buying municipal bonds.

Arguably, the flawed standards worsened the problem with each passing year:
Actuarial values determine the annual contributions that states and local
governments make to their pension plans, so if the target numbers are too low, the
contributions will always be too small. Shortfalls will be compounding, invisibly.
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A Sour Surprise for Public Pensions: Two Sels of Books - The Mew York Times

Much of the debate surrounded the routine practice of translating future
pension payments into today’s dollars, which is called discounting. The tiny pension
plan at Citrus Pest Control District No. 2 shows clearly what the problem is.

With everybody either retired, or about to be (Mr. Houser will retire later this
year), there is no guesswork in determining everybody’s pensions. The actuaries at
Calpers project each of the future monthly payments due to Mr. Houser and the
other five retirees, assuming they will live to age 9o. (Mr. Hoesterey is not included
because his retirement benefit is the new 401(k) plan.) Then, they translate all those
future payments into today’s dollars with a rate — often called a discount rate. This
is exactly how a lender would calculate a home mortgage.

The problem is, which rate should be used? An economist would say the right
rate for Calpers is the one for a risk-free bond, like a Treasury bond, because public
pensions in California are guaranteed by the state and therefore risk-free. And that’s
what Calpers does when it calculates market values. It used 2.56 percent when it
calculated the bill for the pest control district, producing a $447,000 shortfall.

But the rest of the time, Calpers and virtually all other public pension funds use
their assumed annual rate of return on assets, now generally around 7.5 percent.
Presto: This makes a pension appear to have a much smaller liability — or even a

surplus.

That was the case with the pest control district for years. And since there
seemed to be a surplus, Calpers said the district owed no annual contributions.
Calpers’s numbers hid it, but the six members’ pensions were going unfunded.

“Every economist who has looked at this has said, ‘It's crazy to use what you
expect to earn on assets to discount a guaranteed promise you have made. That’s

"

nuts!™ Professor Sharpe said.

But what he calls crazy is enshrined in the actuarial standards. And since
adhering to the standards makes public pensions look affordable, there is a powerful
incentive to preserve those standards.

7
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A Sour Surprise for Public Pensions: Two Sets of Books - The New York Times

“Actuaries shamelessly, although often in good faith, understate pension
obligations by as much as 50 percent,” said Jeremy Gold, an actuary and economist,
in a speech last year at the M.LT. Center for Finance and Policy. “Their clients want
them to.”

Mr. Gold was also a ringleader of that stormy professional meeting in 2003.
Since then, there have been more conferences, monographs, speeches, blue-ribbon
panels and recommendations — to say nothing of an unusual spate of municipal
bankruptcies and insolvencies in which ailing pension plans have played starring
roles. And vet little has changed.

Even as Citrus Pest Control District No. 2 was scrambling to find the cash to pay
its unexpected bill this year, another fight broke out within the American Academy
of Actuaries, which represents the profession in Washington, over the same issues.

An academy task force had commissioned a paper on how financial economists
would measure public pensions. But during the peer review process, the opus was
spiked, the task force disbanded and the four authors — Mr. Gold among them —
barred from publishing the work elsewhere.

Accusations of censorship flew. The four authors said the academy’s copyright
claims were false. The academy’s president, Thomas F. Wildsmith IV, said in a
statement to members on the academy’s website that the paper “could not meet the
academy’s publication standards.”

In a separate email message to The New York Times he said the academy was
committed to helping the public understand the different measurements, and
provided a position paper concluding that both measures are useful, but for different
purposes.

Then the Society of Actuaries, which handles the education and testing of
actuaries, joined the fray. It posted the suppressed paper on its own website, albeit
with the authors’ names removed. It claimed to hold the copyright jointly with the
academy. It also added a statement that the paper did not reflect the position “of any
group that speaks for the profession” but called the authors “knowledgeable.”

hitpziferane. mytimes .com/ /2016091 8businessideal book/a-sour-surprise-for-public-pensions-two- sets-of-pooks. htm| Psmprod= nytcore-iphone&smid=nytcore-ip...
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A Sour Surprise for Public Pensions: Two Sels of Books - The New York Times

The society’s president, Craig W. Reynolds, sent an email message citing other
efforts “to develop strong funding programs that are responsive to a rapidly
changing environment.”

The four authors then issued a revised version of their paper, with their names
on the front — and a claim that they held the copyright. The paper, which runs 19

pages, says in brief: Use market values for public pensions.

Professor Sharpe noted that Calpers’s market-based method was “virtually the

precise approach advocated in this paper.”
Almost, but not entirely.

At Citrus Pest Control District No. 2, Mr. Hoesterey said Calpers added a final
twist. It took so long to calculate the district’s final payment that the bill arrived four
months after the district’s withdrawal date — and then it charged four months’

interest, at 7.5 percent, on the late payment.

Ms. Morgan, the spokeswoman, said the four-month lag was “unfortunate but
unavoidable.”

Mr. Hoesterey said Calpers should have warned the district well in advance how
big the bill might be, to give it time to find the money. “I kept asking: ‘Does this seem
fair to you? What other organization conducts business like this?"” he said.

Seeing no way out, the district paid the whole thing.

A version of this article appears in print on September 18, 2016, on page BU1 of the New York edition with
the headline: A Sour Surprise for Public Pensions.

© 2016 The New York Times Company
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An Examination of State Pension Performance: 2006 to 2015
September 6, 2016

Most state pensions are under intense public scrutiny due fo budgetary
pressures from large and growing contributions necessary to correct
underfunding. The causes and cures for pension underfunding are
multidimensional and often confested. This report focuses on the management
of state pension assets, an important but not well understood aspect of pension
funding.

While capital markets largely drove returns for state pensions, we find a wide
range of 10-year return oufcomes among state pensions, most of which is
attributable to implementation (fund/manager selection) rather than differences in
asset allocation. We find that fund/manager selection by state pensions, in
aggregate, has been accretive to return over the study period.

We conclude that the role of investments in helping solve pension underfunding
will largely be determined by the future health of the capital markets, particularly
for equity securities. We show that, overall, state pensions continue to take
aavantage of what the capital markets offer in returns, and the importance of
Individual state policy and manager decisions that can significantly contribute fo
return outcomes.

Exhibit 1: 10-Year Cumulative State Pension Returns: FY2006 to FY2015
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The views and information herein reflect the views of Cliffwater and information only through the date hereof and are subject to change
without notice. All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. Cliffwater has not
conducted an independent verification of the information. No representation, warranty, or undertaking, express or implied, is given as to the
accuracy or completeness of the information or opinions contained in this report. This report is not an advertisement and is not intended for
distribution, commercial use or for the investing public. Rather, this report is being distributed for informational purposes only, should not
be considered investment advice, and should not be construed as an offer or solicitation of an offer for the purchase or sale of any security.
Any ratings do not create an investment adviser — client relationship. Cliffwater shall not be responsible for investment decisions, damages,
or other losses resulting from the use of the information. Past performance does not guarantee future performance.
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© 2016 Cliffwater LLC. All rights reserved.
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Study Data

We draw our findings from data and descriptive narrative provided in the Comprehensive Annual
Financial Reports (“CAFRs”) published by state pension systems. We select this data source
because, unlike commonly used commercial universes, it is a closed group with no selection
biases, and represents results for large institutional investors. At the same time, our data shares
two weaknesses found in other universe comparisons.

First, state pensions are not consistent in their reporting of fees. Most of the performance
measurement industry still reports returns before investment fees, and consequently some
fraction of returns presented in this report is before fees. This is certainly true for public stock and
bond asset classes, where approximately one-quarter of states report returns net-of-fees, one-
quarter report gross-of-fees, and one-half make no mention of whether returns are net or gross.
Our strong suspicion is that where the treatment of fees is not reported, returns are gross-of-fees.

An exception is alternative investments (private real assets, real estate, private equity, and hedge
funds) where returns are almost always reported net-of-fees. This is because either they are
based on cash flows where fees are already netted or, in the case of hedge funds, performance is
calculated on Net Asset Value (“NAV”) from the fund administrator where fees are always
deducted.

As a consequence of the industry’s inconsistency in the netting of fees, our results should be
viewed as a mix of net and gross returns where traditional asset classes generally, but not
always, will be reported gross-of-fees and alternative asset classes almost always reported net-
of-fees.

Key Findings:

1. State pensions collectively earned a 6.8% median annualized return' over the 10
years ended June 30, 2015, but underperformed their 8.0% median actuarial
interest rate assumption for the same period.

2. Two-thirds of state pension returns exceeded a 6.5% return for a passive
65/35 mix of stock and bond index funds.?

3. The 6.8% median state pension return fell within a wide 4.8% to 8.4% range of
individual state returns, with the top performing state plan outperforming the
bottom performing state plan by a cumulative 63.8% over 10 years,
demonstrating the potential for significant financial consequences underlying
investment policy and implementation decisions.

4. State pension returns were volatile year to year, with a median standard
deviation of return equal to 12.7%. Standard deviations for individual state
pensions ranged from a low of 9.9% to a high of 15.6%. By comparison, standard
deviations for global equities and U.S. bonds were 18.7% and 3.5%, respectively.

5. We find that differences in 10-year state pension returns had only a small
relationship to risk taking, as measured by standard deviation, with a 0.14
correlation and accounting for only 0.3% of the 3.6% range in 10 year state
pension returns.® This implies that 3.3% of the 3.6% 10 year return range was
attributable to implementation decisions of individual state pensions.

6. Aggregate asset allocation remained unchanged from the prior year, with state
pension assets averaging 50% to public equities, 26% to fixed income (including

" Average and asset-weighted 10-year state pension returns were both 6.7%.

2 A mix of 65% global stocks represented by the MSCI ACWI Index and 35% bonds represented by the
Barclays Aggregate Bond Index.

3 The same is true if risk is measured by equity beta.

An Examination of State Pension Performance, 2006 - 2015 Page 2 of 13
© 2016 Cliffwater LLC. All rights reserved.
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cash), and 24% to alternative investments. The last two fiscal years reflect stability
in asset allocation that had seen public equity allocations decline from 61% in
2006.

7. Private equity continues its history of providing the highest asset class
returns, with an 11.9% median return over the 10-year study period.

8. State pension real estate returns vary widely over the 10-year study period
with a 6.6% median return falling below the 6.8% median state pension total fund
return. Differences in how state pensions allocate within real estate explain the
wide 5.8% range in individual state pension real estate outcomes over the 10-year
study period and should be an area of greater attention by allocators.

9. Risk-adjusted returns for state pensions were largely neutral with respect to
hedge fund allocations. State pensions with hedge fund allocations experienced,
on average, lower return and lower risk over the 10 year period.

10. State pensions outperform professionally managed defined contribution plan
returns by 0.8% annually over the last 10 years.

10-Year State Pension Performance

Exhibit 2 shows the distribution of 10 year annualized returns for 64 state pension systems
reporting returns through June 30, 2015, which represents their fiscal year-end.*

Exhibit 2: Ten Year State Pension Performance

Returns range from 4.8% to 8.4% with a 6.8% median return. Also shown in Exhibit 2 is the
return that would have been earned from a passive 65/35 “buy and hold” mix of stocks and
bonds. Importantly, most state pensions were able to earn higher returns through diversification
into alternatives and other forms of active management.

Exhibit 3 displays the percentile distribution of state pension returns over the 10 year period.
While the differences might to some appear small, they represent a very large dollar value when
compounded over 10 years. For example, a $17 billion state pension — the current median asset

* Twenty-eight state-wide funds are excluded because their fiscal years do not end on June 30.

An Examination of State Pension Performance, 2006 - 2015 Page 3 of 13
© 2016 Cliffwater LLC. All rights reserved.

13



Board Meeting - Executive Director's Report

size — would grow to $29 billion by earning 8.4% annually for 10 years but only $21 billion by
earning 4.8%.5 This $8 billion difference represents the potential upside/downside from
investment decisions made by staff, advisors, and trustees, in addition to the broader stock/bond
allocation decision.

Exhibit 3: Quartile Ten Year State Pension Returns
(Ended June 30, 2015)

Growth of
Return $1.00

Highest 8.35% $2.23
First Quartile Return 7.13% $1.99
Median Return 6.84% $1.94
Third Quartile Return 6.18% $1.82
Lowest 4.75% $1.59
Asset Weighted 6.74% $1.92

Exhibit 4 compares state pension returns over the last 10 years with two other types of long term
capital: large endowments® and professionally managed defined contribution plans (e.g. target
date funds?).

Exhibit 4: Median Ten Year Returns by Fund Type
(Ended June 30, 2015)

7.2%
— 6.8%

6.0%

I
Large Endowments State Pensions  Defined Contribution
(Target Date)

Larger endowments continue to outperform state pensions, with a median return of 7.2% over the
past 10 years. Likely reasons for the 0.4% difference with state pensions are their higher
allocation to alternative investments and possibly superior access to favorable investments and
managers, though we have no data to support that possibility. We note that the difference in
returns has been shrinking in recent years.

On the other hand, state pensions outperformed defined contribution plans over our 10 year study
period, measured by the median performance of 57 target date funds. This positive difference
supports a public policy view that defined benefit plans provide a lower cost (higher return) path
to retirement security when compared to defined contribution plans. We do not have data on

5 We assume a net 2.7% payout rate, equal to the average state pension experience over the last 10 years.

6 Our sample consists of 78 endowments with assets greater than $1 billion and totaling $310 billion in
assets. (Source: NACUBO/Commonfund)

7 Our sample consists of 57 target date funds with 10 year track records totaling $331 billion in assets and
spanning 2020/25/30/35/40/45/50 target retirement dates. (Source: eVestment)

An Examination of State Pension Performance, 2006 - 2015 Page 4 of 13
© 2016 Cliffwater LLC. All rights reserved.
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self-directed defined contribution performance but other studies suggest that average investor
returns are very low due to the “buy high, sell low” behavior of retail investors. 8 ®

Return and Risk

General stock and bond movements drive state pension performance for any individual fiscal
year, as illustrated in Exhibit 5.

Exhibit 5: State Pension Return Distributions for Years 2006 to 2015,

And 10-Year Annualized Returns
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Exhibit 5 plots fiscal year-to-year returns for each of the 64 state pensions, ending with 10-year
annualized return. Each line represents one state pension. Also shown are fiscal year returns for
global stocks (MSCI ACWI Index) and U.S. bonds (Barclays Aggregate Bond Index).

Exhibit 5 illustrates the importance of stock price movements on individual fiscal year state
pension returns and also suggests that most of the volatility in state pension assets is equity
related. Also impressive is the high short term correlation among individual state pension returns.

Ten year returns are plotted at the far right in Exhibit 5. The ups and downs of individual years
are offset to achieve longer term returns more in line with expectations. Notice also that while
state pension returns for individual years appear well bounded and largely explained by general
stock and bond returns, over a longer 10 year period differences in state pension returns are less
impacted by differences in overall risk-taking.

Exhibit 6 focuses only on 10 year state pension returns and their differences. Each dot in Exhibit
6 represents the annualized return and risk (standard deviation) of a state pension for the 10 year
study period.'® As in Exhibit 5, there are 64 state pensions represented.

8 Dalbar 2013 Quantitative Analysis of Investor Behavior (QAIB)

® See, for example, Stephen L. Nesbitt, “Buy High, Sell Low: Timing Errors in Mutual Fund Allocations,” in
Journal of Portfolio Management, Fall 1995.

10 Standard deviation is calculated based upon 10 fiscal year returns.

An Examination of State Pension Performance, 2006 - 2015 Page 5 of 13
© 2016 Cliffwater LLC. All rights reserved.
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Exhibit 6: State Pension Return and Risk, FY2006 to FY2015
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Individual state pension return and risk is fairly tightly clustered, particularly in relation to the stock
and bond indices, also plotted in Exhibit 6. This is consistent with the yearly return pattern in
Exhibit 5 and suggests that those responsible for state pensions share investment philosophies
that have more in common than not. For example, while differences exist on allocations to
international stocks, alternatives, and high yield bonds, etc., no state pension appears to have
broken convention and implemented truly differentiated high or low risk portfolios. However,
Exhibit 6 does reveal significant differences in 10 year outcomes that are not attributable to the
level of portfolio risk, at least not risk measured by standard deviation. In fact, the correlation
between state pension return and risk is only 0.14 for the 10 year study period.

Risk-taking has an important impact on the overall absolute level of state fund returns and
individual fiscal year returns, but has a much smaller role in explaining differences among state
pension returns over longer 10 year periods.

Asset Allocation

Most pension boards and staffs are fully aware of the investment challenges ahead and began
gradually shifting their asset allocation strategies. The increased use of alternative investments —
including private equity, private real estate, hedge funds, and real assets — has been the most
pronounced change over the last 10 years. But, as Exhibit 7 shows, state pension allocations to
alternatives began to level off in 2012 at 24% of total assets. !

1 Asset allocation data is based upon an expanded list of 93 state pension systems, including those whose
fiscal 2015 end is not June 30.

An Examination of State Pension Performance, 2006 - 2015 Page 6 of 13
© 2016 Cliffwater LLC. All rights reserved.
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Exhibit 7: Changes to Overall State Pension Asset Allocation (asset-weighted)

YoY
2006 2011 2012 2013 2014 | 2015 Change
Public Equities 61% 51% 49% 50% 51% 50% -1%
Fixed Income 26%  25% 25% 22% 23% 23% 0%
Alternatives 10% 21% 24% 25% 24% 24% 0%
Cash 2% 3% 2% 3% 2% 3% 1%

Total 100% 100% 100% 100% 100%| 100%

Individual state pension allocations to alternatives vary widely, as shown in Exhibit 8, which
orders alternatives allocations from highest to lowest across the 93 state pension plans.

Exhibit 8: Distribution of 2015 Alternative Allocations among State Pensions
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State Funds Ranked from Highest to Lowest Allocation to Alternatives

The median allocation to alternatives equaled 22% as of June 30, 2015. The dollar-weighted
average allocation equaled 24% of total assets.

Alternatives allocations ranged from 0% for two of the 93 state pension systems reporting, to a
high of 67%."> There is also considerable difference in allocations among systems ranking in the
middle 50%. The 75™ percentile allocation to alternatives equaled 16% of assets, up from 15%
last year. The 25" percentile allocation equaled 31% of assets, the same as last year.

In a few instances the difference in allocations is due to statutory restrictions. Some state
pensions only recently were given the latitude to invest in alternatives. This includes the Georgia
pension systems, which reported no allocation to alternatives. Those state pensions with higher
alternative allocations can also differ in how they invest. Some, like Michigan, Oregon, and
Washington, invest primarily in private equity and real estate. Others, like Missouri, Utah, and
South Carolina, tilt their alternatives allocations toward hedge funds. These differences in the
composition of alternatives could be caused by a number of factors, including the intended role of
alternatives within the overall asset allocation plan or staff/consultant expertise.

2 Georgia Teachers and Oklahoma PERS have no alternative investments while Missouri State Employees
(MOSERS) reports a 67% allocation to alternatives.
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Exhibit 9 shows the average composition of alternatives for state pensions across private equity,
real estate, hedge funds, real assets, and other alternatives. Private equity is the largest
alternative asset class, representing 37% of total alternatives. Real estate is second at 27% of
alternatives. Hedge funds and real assets follow, equaling 17% and 14%, respectively, of the
alternatives pie.

Exhibit 9: State Pension Allocations to Alternative Assets, Fiscal 2015

Other
4%

% of % of
Assets  Total Alternative
($ bil) Assets  Assets

Real Assets
14%

. ; Private Equity $273 9% 37%
P”"a;‘;/qu“"y Real Estate $194 6% 27%
Hedge Funds $124 4% 17%

Real Assets $103 3% 14%

Other Alts $29 1% 4%

$722 24% 100%

Real Estate
27%

Source: Cliffwater LLC, as of June 2015

Comparison to Endowments

State pensions have been shifting their asset allocation toward what is referred to as the
“endowment model.” Endowments have historically had higher allocations to alternatives. In
contrast to the 24% average state pension allocation to alternatives, endowments reported an
average alternatives allocation equal to 51% of assets on June 30, 2015.3

The composition of alternatives within state pensions also differs from endowments, as shown in
Exhibit 10. Hedge funds represent a much larger 36% fraction of the endowment alternative
asset pie compared to 17% for state pensions. Offsetting the lower allocation to hedge funds for
state pensions is a much higher allocation to real estate. Real estate represents 27% of
alternative allocations for state pensions versus 13% for large endowments.

Exhibit 10: Composition of Alternative Investments for Fiscal 2015

Endowment Alternatives Mix State Pension Alternatives Mix
Other Other
4% 4%

Real Assets
13%

Real Assets
14%

Private Equity
33%

Hedge Funds
36%
Real Estate
27%

Source: Cliffwater LLC, as of June 2015

8 Source: NACUBO/Commonfund
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The higher endowment allocation to alternatives likely explains their better performance over the
last decade compared to state pensions. Another factor could be access to superior performing
asset managers, though we have no data to support that possibility.

State Pension Performance within Asset Classes

Exhibit 11 reports the distribution of 10 year asset class returns for state pensions with fiscal
years ended June 30, 2015.

Six major asset classes are represented together with total fund returns, matching those shown in
Exhibit 2. Not all 64 state pensions that reported 10 year total fund returns ended June 30, 2015
also reported all asset class returns. We display the number of state funds represented in each
asset class distribution below the asset class labels along the horizontal axis. We believe that the
omission of states that either do not have June 30 fiscal year-ends or those who do not report
asset class returns — either because they did not invest for the entire 10 year period or chose not
to report — does not materially detract from our findings.

The arrows in Exhibit 11 display the range of individual state pension returns from low (the 95%
percentile return) to high (the 5" percentile return) along with their values. Median returns are
shown in gold on the right with a dash mark depicting where in the arrow the value falls.
Commonly used benchmark returns — see Exhibit 12 for a listing — are identified as dots, with
values shown in gray to the left.™

Exhibit 11: 5" to 95" Percentile Distribution of State Fund Returns
(10 Years ended June 30, 2015)
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0% - - - - . )
Total Fund US Stocks  Non-US Stocks US Bonds Hedge Funds Real Estate Private Equity
(64) (46) (38) (51) (5) (32) (32)

The return distribution for U.S. stocks is narrow, reflecting the wide use of indexing by state
pensions and the active risk diversification brought by using multiple managers which individually
are also diversified. The wider spread of returns for U.S. bonds and non-U.S. stocks is principally
due to differing sub-allocations to high yield bonds and emerging markets, respectively.

Ten year private equity and real estate returns are widely distributed. This suggests that
implementation is much more important for alternative investments, and results can vary
significantly from benchmark returns. The median return for real estate (6.6%) and especially

4 We use the 10 year return for a 65%/35% mix of global stocks (MSCI ACWI) and U.S. bonds (Barclays
Aggregate Bond Index)
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private equity (11.9%) reflect attractive 10 year outcomes. However, differences in
implementation (portfolio structure and manager selection) proved to be very important for
individual state pension returns in both of these asset classes.

We add the distribution of reported 10 year hedge fund returns for the first time, though the total
number of state pensions reporting is low. The return distribution is wide, like real estate and
private equity, showing the importance of implementation. The 4.6% median return for the asset
class fell below the 5.1% median return for U.S. bonds, but did outperform the 3.2% HFRI Fund-
of-Funds Index return and the 4.4% Barclays Aggregate Bond Index return.

These findings suggest that those responsible for investing state fund assets need to recognize
that investment strategy and selection within alternative asset classes is as important as the
amounts allocated to these asset classes. Unlike publicly traded stocks and bonds where
implementation/selection risk can be minimized by investing in a low cost and diversified index
fund, alternative asset classes offer no investible index and deliver higher or lower returns
depending upon the ability to select the best managers and strategies.

Performance versus Benchmarks

The capacity to earn excess returns in traditional asset classes has been a challenge for
investors for many years, including state pension funds. Exhibit 12 subtracts commonly used
benchmark returns from asset class total returns reported in Exhibit 11. These return differences
measure the success state pensions have had in adding value within asset classes over standard
industry-wide benchmark index returns.

Exhibit 12: Distribution of Excess Returns for 10 Years ended June 30, 2015

u.S. Non-U.S.  Fixed Hedge Real Private
Stocks _ Stocks Income Funds Estate Equity

Top Decile 0.4% 1.9% 1.9% 2.5% 0.5% 2.5%
1st Quartile 0.2% 1.3% 1.2% 1.7% -0.4% 0.9%
Median -0.1% 0.6% 0.7% 1.4% -1.7% 0.0%
3rd Quartile -0.4% 0.1% 0.3% 1.0% -3.1% -1.4%
Bottom Decile -0.9% -0.4% -0.1% 1.0% -5.3% -3.0%
Benchmarks: US Stocks: Russell 3000 Index

Non-US Stocks: MSCI ACWI ex US Index

Fixed Income: Barclays Aggregate Index

Hedge Funds: HFRI Fund-of-Funds Index

Real Estate: NCREIF Property Index

Private Equity: Cambridge Private Equity

State pensions showed mixed results in their ability to exceed U.S. stock benchmark returns over
the 10-year study period. Median excess returns centered near zero, with asymmetrical upside
and downside excess returns. These results suggest that traditional (i.e. long only) active
management within publicly traded U.S. stocks should be reconsidered by state pensions before
embracing the often time-consuming process typically associated with selecting active managers
in these more efficient asset classes.

Fixed income excess returns were attractive over the 10 year period, especially when juxtaposed
to U.S. stock excess returns. Credit risk and duration risk relative to the Barclays Aggregate
Bond Index were both rewarded over the 10 years, explaining much of the positive fixed income
excess return achieved by state funds. This outcome can prove to be short lived if credit spreads
widen and/or interest rates rise. Our findings suggest that producing excess return within fixed
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income will be heavily influenced by the manager’'s assessment of the timing and direction of
changes in credit spreads and interest rates, both of which have been unpredictable.

Private Real Estate

Real estate experienced little growth — measured as a percentage of total pension assets — over
the past 20 years, largely due to two developments: a severe drawdown in commercial real estate
property values in the early and mid-1990s, and distress in the commercial and residential real
estate sectors in 2008-2010. These experiences changed the general perception of real estate
from a low risk, buy & hold, and inflation sensitive asset class, often viewed as a fixed income
alternative, to a risky investment requiring greater management expertise, similar to private
equity.

Those pension plans that have remained committed to private real estate experienced returns
between public stocks and bonds, as reported in Exhibit 11. Yet there is a considerable range in
reported 10 year real estate returns for state pensions, with eight state pensions reporting returns
below the 5.1% median return for fixed income. The median real estate return for the 32
reporting state funds was 6.6%, which fell just below the 6.8% state pension median return for the
10 year time period.

The NCREIF Property Index is the most common performance benchmark for private real estate,
comprised of over 7,000 institutional commercial properties representing over $300 billion in
assets. The Index returned 8.2% over the 10 year period, outperforming the 6.6% median state
pension real estate return. It is worth noting that the NCREIF Property Index does not
incorporate management fees, which explains some, but hardly the entire 1.6% deficit.

Exhibit 13 shows state pensions that reported the best 10 year annualized real estate returns.
Each have significant real estate allocations and reported returns near or above the NCREIF
Property Index, reflecting strong strategy execution.

Exhibit 13: Top Performing Real Estate Allocations for 10 Years ended June 30, 2015

10 Year

Return
Ohio STRS 10.9%
Hawaii ERS 9.9%

NY State Teachers RS (NY! 9.0%
Washington State Inv Boarc 8.8%

Mass PRIT/PRIM 8.6%
Maryland State RPS 8.5%
Wisconsin RS (SWIB) Core 8.2%
Florida Retirement System | 8.1%
New Mexico ERB 7.7%
Kansas PERS 7.6%

Private Equity

Public pension systems have a long history of investing in private equity, dating back to the early
1980s. Investors view private equity as a substitute for public equity, with the promise of higher
return from superior GP skill in financing and direct operating management of companies. In
exchange for GP alpha, investors give up the liquidity of public stocks.

The 32 reporting state pensions reporting private equity returns in our most recent study earned a
median annual return equal to 11.9% over the 10 years ended June 30, 2015, well in excess of
the 8.1% annual return for publicly traded stocks (Russell 3000 Index). These 10-year returns
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are particularly instructive because questions surrounding year-to-year valuations go away for the
most part over this extended period. Our past studies have shown that private equity has
delivered returns over the last three decades averaging 3% annually in excess of public equity
benchmarks.

State pensions have used a variety of benchmarks to evaluate private equity performance. Most
use a public stock index as a benchmark, like the S&P 500 or Russell 3000, and add another 3%
to 5% on top. The 11.9% median 10 year private equity return was 3.7% above the 8.2%
annualized return for the Russell 3000 index over the same period.

Exhibit 14 provides private equity performance for the 10 state pensions reporting the highest 10
year returns for the period ended June 30, 2015.

Exhibit 14: Top Performing Private Equity Allocations for 10 Years ended June 30, 2015

10 Year

_Retum
Mass PRIT/PRIM 16.9%
Texas TRS 15.4%
lowa PERS 15.0%
Ohio School Employees 14.5%
NY State Teachers (NYSTRS) 13.2%
Alaska TRS 13.2%
Alaska PERS 13.2%
Kansas PERS 13.0%
Maryland State RPS 12.8%
Wisconsin RS (SWIB) 12.8%

Hedge Funds

Hedge funds gained popularity among state pensions after 2008 in an effort to lower asset risk
and still earn equity-like returns. Hedge fund allocations grew from less than 1% of total state
pension assets in 2006 to 4% in 2015. But more recently that growth has slowed down. Total
hedge fund assets equaled $124 billion for fiscal 2015, up a modest $5 billion over the prior year.

Our 10 year data on state pension hedge fund returns is limited to only five state plans. Based on
that limited data, we find that hedge funds produced returns similar to bonds — 4.6% median
versus 4.4% for the Barclays Aggregate Bond Index — over the 10 year study period at about the
same level of risk. And on a risk-adjusted basis'®, hedge funds performed the same as total state
pension assets.

Five year hedge fund return data is available on 19 state pension plans with fiscal years ending in
June. The median hedge fund return for those 19 state pensions was 6.6%, exceeding the 3.4%
return on the Barclays Aggregate Bond Index and the 4.1% return on the HFRI Fund-of-Funds
Index. Though a shorter time period, we would observe that the shift among state pensions to
direct investments in hedge funds from the prior reliance on fund-of-funds has improved actual
hedge fund performance.

Total Fund
Finally, in Exhibit 14 we report the state pensions with 10 year returns in the top half of those with

fiscal year ends at June 20, 2015, and the state pensions whose risk-adjusted returns fall in the
top half.

5 Return divided by risk (standard deviation)
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Exhibit 14: Top 50% State Pension Returns for 10 Years ended June 30, 2015

10 Year 10 Year
__Retumn Retum/Risk
1 Oklahoma Teachers 8.3% Delaware 0.68
2 South Dakota 8.1% lowa PERS 0.67
3 Delaware 7.9% New Jersey 0.66
4 Minnesota 7.8% Georgia ERS 0.66
5 West Virginia 7.8% Georgia TRS 0.66
6 Missouri Local 7.7% Tennessee 0.65
7  Washington 7.6% Nevada 0.64
8 Kansas 7.4% Oklahoma Teachers 0.63
9 LASERS 7.4% North Carolina 0.62
10 Louisiana TRS 7.4% Missouri Local 0.62
11 Ohio STRS 7.3% Kentucky TRS 0.62
12 lowa PERS 7.2% Oklahoma PERS 0.62
13 MPERS 7.2% Idaho 0.60
14 NYSTRS 7.2% Minnesota 0.60
15 Arkansas PERS 7.2% West Virginia 0.60
16 New Jersey 71% Arkansas TRS 0.59
17 CalStrs 7.0% Hawaii 0.58
18 Idaho 7.0% New Mexico ERB 0.58
19 Kentucky TRS 7.0% Connecticut Muni 0.57
20 Mass PRIT/PRIM 7.0% Kansas 0.57
21 MOSERS 7.0% MOSERS 0.56
22 Oklahoma PERS 7.0% Louisiana School 0.56
23 Oregon 7.0% New Hampshire 0.56
24 Hawaii 6.9% Washington 0.56
25 Arizona 6.9% LASERS 0.56
26 lowa Fire & Police 6.9% Alaska Perm 0.55
27 Mississippi 6.9% Wisconsin 0.55
28 Nebraska 6.9% Florida 0.55
29 Nevada 6.9% South Dakota 0.55
30 New Hampshire 6.9% Missouri PSRS 0.54
31 New Mexico ERB 6.9% Ohio STRS 0.54
32 Wisconsin 6.9% Oregon 0.54
33 Louisiana School 6.9% NYSTRS 0.54
34 Florida 6.9% Kentucky ERS 0.54

Conclusion

States overall have been successful stewards of pension assets over our 10 year study period,
achieving returns that captured the opportunities presented by global markets, and then some.

However, we find significant differences among individual state pension 10-year returns, mostly
unexplained by simple differences in asset allocation or risk-taking. Some state pensions just
appear more effective in implementing asset allocation compared to others.

We recommend that fiduciaries overseeing state pensions continue to allocate resources towards
maximizing the return potential from its asset classes, paying particular attention to differences in
how state pensions implement within asset classes. Unfortunately, the anonymity underlying
universe comparisons has made it challenging for fiduciaries to understand why some plans are
more successful than others.

Stephen L. Nesbitt'®
snesbitt @ cliffwater.com

6 Thanks also to the research assistance provided by Grant Feitshans (Denison University) in preparation of
this report.
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Waiting For Recovery

After losses in 2008 and 2009, most U.S. state pension plans have not been able to recover to funded levels seen in the
early 2000s. Investment returns in 2015 and 2016 are not going to make that path any easier. Most plans report on a
June 30 year-end, and while the year ended June 2014 posted strong market returns, short-term stock market volatility
at the end of June 2015 -- related to stalled negotiations between Greece and its creditors -- contributed to lower
reported pension funded ratios for most plans in 2015, according to a survey by S&P Global Ratings. Then, Brexit in
June 2016 created another ill-timed blow to market performance. Although a month-end rally recovered Brexit-related
losses, investment returns announced to date by many of the largest state plans still averaged less than 1% for the year

ended June 30, 2016, which we expect will depress future reported pension funded ratios.

Given the long-term nature of the obligations and their payout, most state pension funding policies stress a long-term
view of funding estimated liabilities and smoothing market performance over several years. As a result, the full impact
of market losses will not be reflected immediately in states' required pension contributions but will gradually increase
as annual market fluctuations are phased in to avoid year-to-year budget shocks. Nevertheless, a trend of lackluster
investment returns, together with forecasts of lower expected market returns over the next 10 years, has brought on
renewed calls from some financial economists for lower rate of return and discount rate assumptions. When public
pension plans assume a lower rate of return, all else being equal, governments must dedicate a greater proportion of
their revenue to pension contributions to meet the higher estimated pension liability. Continued trends of slow revenue
growth, growing liabilities, and higher future pension contribution costs could amplify an already constrained budget

environment for many states.

Weak market returns in 2015 dampened pension funded ratios reflected in new GASB accounting with market
valuation of assets.

A second year of soft market results in 2016 could pressure plans to continue to adopt lower discount rate
assumptions, pursue higher yields, or reprise attempts for pension reform.

How pension plans and state governments manage current assets and future contributions is key to the future
health of pension systems and state budgets.

A state's prudent management of its long-term liabilities is important for long-term credit stability. The majority of the
largest state plans still assume an annual return between 7.5% and 8%, although there continues to be significant
debate in the market about whether the discount rate assumptions used for public pension plans remain too high. In

light of lower than expected market returns and expectations for this trend to continue, plan managers have been
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under pressure to better align plan assumptions with the market reality of the past couple years by either lowering the
actuarial assumed returns assumptions used in their funding policies or pursuing higher yields through riskier
investment strategies. We have noticed that more plans are moving to gradually lower assumed rates of return,
although many remain within the 7.5% to 8% band. For example, Oregon's Public Employees Retirement system
elected to change its assumed rate of return to 7.5% from 7.75% for calendar 2016 which, along with a recent court
decision reversing previous pension reform, will impact employer contribution rates in future biennia. Washington will
change the assumed rate of return for most of its plans to 7.7% from 7.8% and the Hawaii Employee Retirement
System's assumed rate will change to 7.5% from 7.55% beginning in July 2017. New York State has also moved from
7.5% to a 7% return assumption for its 2015 retirement system valuation which will be reflected in future plan

comprehensive annual financial reports (CAFRs).

In our view, these decisions represent a difficult tradeoff between reducing the long-term risk associated with uncertain
and volatile market returns in exchange for increased budgetary pressure. For example, in August, the Illinois

Teachers' Retirement System board voted to lower the assumed annual rate of return further to 7% from 7.5%. We
expect that decision to add upwards of $400 million to Illinois' fiscal 2018 budget and increase the state's already
sizable $4 billion to $5 billion structural budget gap. We believe that, while complicating budget negotiations even
further, this true reckoning of the challenges ahead is positive from a credit standpoint. However, even as some plans
bring their return assumption closer to 7%, others suggest these return assumptions might still be too high. A recent
publication by Alicia Munnell at the Boston College Center for Retirement Research assumes a 6% expected nominal
return in its analysis of government pension liability and contributions (Munnell, Alicia H. and Jean-Pierre Aubrey, "An

Overview of the Pension/OPEB Landscape").

In order to maintain higher assumed return targets, some plans have adopted riskier investment allocations, which
poses a different set of challenges. This strategy could be attractive in order to maintain higher assumed rates of return
and avoid immediate recognition of higher estimated liabilities and contributions. However, riskier investment
strategies expose plans to higher volatility and a series of return shortfalls could compound underfunding with steeper
growth in contribution rates over time. Chart 1 shows that actual five-year average returns through 2015 still generally
exceed the assumed rates of return for the largest state pension plans, but investment allocations have also grown
riskier in the previous five years. Using reported plan investment allocations between 2010 and 2015 found on the
Public Plans Data website maintained by the Center for Retirement Research at Boston College or in plan reports, we
note the proportion of the portfolio allocation among equity and alternative investments for the states' largest pension
plan (measured by share of the state's net pension liability (NPL)) averaged 68% and grew by more than 8% compared

to the allocation five years earlier.

Finally, as the challenge of meeting investment returns and contribution hikes intensifies, states might also resume the
quest for pension reform to manage rising pension liabilities, despite a road fraught with legal hurdles and setbacks.
How states and plans manage these pressures and craft funding policies to meet a realistic estimate of the long-term

pension liability is important to future state credit quality.
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Chart 1

Plans Increase Riskier Investment Allocation To Meet Return Targets
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IM reflects the investment allocation of the consolidated defined benefit assets across INPRS funds. W1 reflects the investment
allocation for the Wisconsin Retirement Fund reported as of Dec. 31, 2014 compared to Dec. 31, 2009
B 2016 Standard & Poor's Financial Services LLC. All rights reserved.
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Healthy Systems And Budgets

The future long-term health of pension systems and state and local government budgets is influenced by whether:

Plans are making some annual progress on funding the unfunded liability;

Funding policies are well-crafted and plan managers proactively target realistic assumptions;
Governments are committed to adequate annual funding; and

Governments are successful in pension reform initiatives to control growth in liabilities.

Survey Results

Our 2015 survey results incorporate reported pension liabilities under the Governmental Accounting Standards Board
(GASB) statements 67 and 68, which took effect for employers and governmental non-employer contributing entities

for fiscal years starting on or after June 15, 2013, and June 15, 2014, respectively. The statements change how pension
liabilities are accounted for and reported in state and local governments' financial statements. The new standards also

value pension plan assets to market and incorporate this volatility in year-to-year reported pension funded ratios.

Pension funded ratios

Based on plan information reported through the end of fiscal 2015, the median funded ratio across state plans was
74.6%. We have seen two years of pension plan financial statements for most pension plans since the rollout of GASB
67 reporting standards with a majority of plans reporting a decline in funded ratios between fiscal 2014 and fiscal 2015.
Chart 2 reflects this general negative trend in funded ratios between fiscal 2014 and fiscal 2015 due to relatively weak
market performance and higher reported liabilities. One exception to this trend was a 12% improvement in Alaska's
funded ratios after the state made an extraordinary $3 billion contribution from its constitutional budget reserve fund

to boost assets in its public employees retirement plan and its teachers plan.
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Chart 2
Change In GASB 67 Funded Ratio: Fiscal 2015 vs. Fiscal 2014
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South Dakota, Wisconsin and North Carolina continue to lead among the states with the highest funded pension ratio.

Compared to our last pension survey (see "U.S. State Pension Roundup: Recent Court Rulings And Reform Slowdowns
Make Active Management Essential," published June 18, 2015), Florida and New York rose to the top five, benefiting

from the market valuation of assets under the new reporting standards. Although Oregon had previously ranked

among the top five states with the highest funded ratios, it fell out of the ranking after the Oregon Supreme Court

overturned a significant feature of the state's 2013 pension reform legislation which consequently increased estimated
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plan liabilities. In particular, the court ruled that Oregon could not reduce cost-of-living adjustments on benefits
Oregon Public Employees Retirement System employees had earned before the enactment of the reform legislation.
The higher liability estimates contributed to an 11% decline in Oregon's fiscal 2015 reported funded ratio compared to
fiscal 2014. Oregon estimates pension contribution costs will grow by $316 million for the 2017-2019 biennium, or
1.6% of the tentative $20 billion two-year budget because of the higher OPERS liability estimates.

Likewise, Connecticut, Kentucky, and Illinois continue to rank among the states with the worst funded ratios.
Compared to last year's report, New Jersey reported a lower pension funded ratio which incorporates higher estimated
liabilities under the new reporting standards due to projected future depletion of pension asset and a blended assumed

discount rate for most of its state plans.

Chart 3
Pension Funded Ratio

Share of funded pension obligations: B upto40% O 41%-60% O 61%-80% [ 81% and above
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Fiscal 2015 Best-Funded Pension Ratios Fiscal 2015 Worst-Funded Pension Ratios

South Dakota 104.1 Kentucky 37.4

Wisconsin 102.7 New Jersey 37.8

New York State 98.1 Illinois 40.2

North Carolina 94.6 Connecticut 49.4

Florida 92.0 Rhode Island 55.5
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State reported share of net pension liability
Our 2015 survey incorporates the state's estimated share of the aggregate plan net pension liability under new GASB

reporting standards.

For cost-sharing multiple employer plans, GASB 68 bases the reported share of the plan liability on the state's share of
required pension contributions to the plan. Under previous GASB reporting standards, many states had reported the
total plan liability for such plans, with no disclosure on the state's respective share of the liability. We believe the new

GASB reporting standards provide for improved transparency and comparability of state-specific pension liabilities.

Incorporating the state's proportionate share of the net pension liability in this year's survey, we found that the
unfunded pension liability per capita declined significantly for most states when compared to the reported total UAAL
per capita under previous GASB accounting using 2013 valuations. However, New Jersey, Illinois, Connecticut,
Kentucky, and Massachusetts are examples of states with a high net pension liability per capita exceeding $3,500

which grew compared to the UAAL per capita reported in last year's survey.

Chart 4

State Net Pension Liability Per Capita 2015 vs. UAAL Per Capita 2013
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* California reflects plan liability reported as of June 30, 2014 (see "Survey Methodology™).
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GASB 67 And 68 Reporting

m What survey data shows What to expect

Under new reporting standards,
pension plans use a market
valuation of assets at the
measurement date rather than
actuarially derived pension asset

valuation.

Only a handful of pension plans
projected a future depletion of
assets and used a lower assumed
discount rate (or blended rate) to
estimate their liabilities for GASB

reporting.

New reporting standards also
provide disclosure on the state's
proportionate share of the pension
liability for cost-sharing pension

plans.

States' pension funded ratios
generally improved in fiscal 2014
due to strong market returns and
compared to reported actuarially
smoothed ratios in the previous
year, although fiscal 2015 funded

ratios were generally lower.

Certain New Jersey, Texas, and
Kentucky pension plans adopted a
blended assumed discount rate
which caused net pension liabilities
to increase under new GASB

reporting.

Most states' reported share of net
pension liability reflected lower
liabilities overall than previously

reported.

Measuring Funding Progress

Future plan ratios and NPLs will be
more volatile due to market

valuation.

Reported pension liability estimates
could grow if more plans project
future asset depletion dates and

adopt blended rates.

The state's share of liability will
move with fluctuations in the plan's
reported NPL, although the
percentage share of the plan's
liability for most states should not
fluctuate significantly from year to

year, absent significant reform.

Reported pension liabilities are estimates of a long-term liability that needs to be managed over time to avoid

significant future costs and credit pressure. Under the previous GASB 25 and 27 standards, GASB required the

calculation of the annual required contribution (ARC), which had been used as a barometer of a state's progress and

commitment to funding its long-term liability. The ARC represented the employer's cost of retirement benefits earned

by employees in the current year and the amount needed to amortize any existing unfunded accrued liability over a

period not to exceed more than 30 years. And, in general, we found that state plans that had a history of calculating

pension contributions on an actuarial basis and regularly making pension contributions that met the ARC performed
better than those that had not. Although GASB 67 and 68 accounting standards no longer require the calculation of an
ARC, we understand most plans have not materially changed their funding policies since the implementation of GASB
67 and 68. Plans that had previously used an ARC-based funding policy now disclose an actuarially determined

contribution (ADC) which is essentially the same as the ARC calculation.

However, actuarial assumptions used for funding policies won't align with assumptions used to derive liability

estimates for GASB reporting purposes. Funding policies for most plans generally use an actuarial valuation of assets,
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smoothing market returns over a longer period, to help provide a more stable and predictable unfunded liability
estimate and annual contribution target than otherwise achievable with year-to-year market valuation of assets.
Furthermore, the ARC's effectiveness at reducing the overall liability is only as good as the assumptions used to
calculate it. That is, required contribution amounts necessary to demonstrate progress in plan funding could be greatly
underestimated depending on actuarial assumptions behind the respective funding policies, including assumed

amortization methods.

In our view, states that are consistent in funding required contributions based on funding policies that use conservative
actuarial assumptions demonstrate an overall commitment and a path forward toward funding the estimated long-term
liability. Furthermore, we believe new reported accounting measures can also provide clues on whether total annual
plan contributions are making progress in funding the long-term estimated liability. Chart 5 compares total annual plan
contributions to certain costs driving the annual change in the net pension liability. We believe there is likely some
amount of funding progress if the annual plan contributions cover (1) service cost (the present value of benefits earned
by participants in the year) (2) a portion of the annual total interest cost related to pension liabilities unmatched by
plan assets, and (3) some amortization of the beginning net pension liability. The chart reveals that, on the whole, plan

contributions for only about 25% of the states are covering these annual costs for the most recently reported year.

Aside from Alaska, which made a large non-recurring contribution to its pension plans in fiscal 2015, South Dakota,
Tennessee, New York, Wisconsin, and North Carolina show strong progress in annual pension funding and are also

notably states that have ranked among those the highest pension-funded ratios in our recent pension surveys.

Interestingly, Oklahoma plans showed strong progress in funding certain annual costs as of the most recent plan
reports even though Oklahoma's pension funding is based on the dedication of certain revenues to fund pensions and
does not directly correlate to an actuarially determined contribution. We note that prior to fiscal 2012, Oklahoma had
funded its pensions at levels that were less than 70% of the ARC. However, pension reform efforts eliminated the cost
of living adjustment (COLA) and reduced the state's liability, bringing the ARC closer in line with the revenue stream
dedicated to fund it. Over the past four years, Oklahoma's contributions exceeded the ARC on an aggregate basis with
overfunding of some plans and underfunding of others. This, however, could turn out to be temporary as the funding
formula is driven by economically sensitive revenues, does not have an actuarial basis and does not adjust to increases

in estimated liability.

The chart also reflects that New Jersey plans funded only 33% of the annual cost measures. This is likely to continue
after the New Jersey Supreme Court ruled in June 2015 that the state's pension contributions are not constitutionally
protected. Additionally, in August, state legislators failed to put a voter referendum on the November ballot for a

constitutional amendment that would have required the state to increase its pension contributions.
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Chart 5
Total Plan Contributions Compared To Accounting Measures For Plan Funding Progress
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Assumptions matter

There are a multitude of assumptions behind the liability estimates and funding policies. These assumptions —
including those relating to the rate of return, amortization methods, mortality rates, benefit growth, plan
characteristics, and more -- drive a plan's estimated long-term pension liability. Incorporation of updated demographic
and economic assumptions from regular experience studies are a sign of proactive plan management. A plan that
significantly lags in its response to emerging long-term economic and demographic trends could fall behind in its

funding, causing more significant cost increases in the future.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 12, 2016 11

THIS WAS PREPARED EXCLUSIVELY FOR USER RICH LOPATIN.

1708812 | 301138141
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.



Board Meeting - Executive Director's Report

U.S. State Pensions: Weak Market Returns Will Contribute To Rise In Expense

Plan characteristics and demographic makeup are also important in analysis of future pension pressures. Chart 6
reflects the active-to-beneficiary ratio for the largest state plans as it relates to the 1.5 median ratio reported by the
U.S. Census Bureau for all state and local plans. Plans with relatively low active members compared to beneficiaries
and without a strong funded ratio of pension assets to cover future benefits could face significantly greater challenges

to cover future contributions as the base of contributing members shrinks.

Chart &
Largest State Plans: Active To Beneficiary Ratios And Funded Status

Pension funded ratio {largest plan)

-50% 0% 50%
Active-to-beneficiary ratio compared to state and local median (% variance)

Largest plan funded ratio as of maost recent plan report. Indiana's pre-1996 Teachers Ratirament Fund 15 a closed plan that the
state funds on a pay-as-you-go basis.
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Pension Reform: A Mixed Bag

Some states have implemented pension reform successfully, while other state pension reform initiatives have met with
legal roadblocks. The legal and political environment for each state differs and not all states have tested pension
reform in court. Whereas the Illinois Supreme Court decision to overturn the state's 2013 pension reform has
contributed to mounting budgetary stress and credit deterioration for Illinois, many states have demonstrated
successful pension reform upheld in court or through settlements. Reform in Maine and Maryland in 2011 reduced
COLA for current employees. In 2015, Texas passed legislation to increase active employee contributions to the
Employees Retirement System. While such examples reflect successful reform for existing employee benefits, other
states have focused on reducing benefits for new hires. In 2015, West Virginia established a new benefit tier for several
plans which reduced benefits and required higher employee contributions for new hires. Nevada's 2015 legislature also
established a new benefit tier for the Public Employees' Retirement System and reduced benefits for new hires. In late

2015, South Dakota's retirement system approved reform that adopts characteristics of a hybrid plan for new hires.

Although New Jersey's pension liabilities still remain severely unfunded, in June 2016, the New Jersey Supreme Court
ruled in favor of New Jersey's 2011 law that froze COLAs, which otherwise could have led to an even higher pension
liability. In August 2016, a California court of appeal ruling allowed adjustments to existing benefits for CALPERS
municipal employees which seems to contradict a longstanding State Supreme Court decision (the "California Rule")
and could imply more flexibility for future pension reform in the state. However, it is still too early to tell whether the

case will be upheld upon appeal to the State Supreme Court.

According to the National Conference of State Legislatures, 44 states introduced 1,132 bills that related to pensions in
2016 compared to a total 1,101 bills introduced (by 50 states) in 2015. While more bills were introduced, only 177
pension related bills were enacted in 2016 compared to 252 in 2015 and 302 in 2014. Despite an apparent slowdown in
enacted reform in the previous couple of years, we expect GASB reporting, increased attention to weaker market
returns over the past two years, and increased calls from market participants for reducing assumed rates of return, will
make it more likely that most states will resume efforts for pension reform as a means of managing rising liabilities and

contributions.

Absent material pension reform, liability estimates will generally grow with experience trends. We believe lower
market returns and rate of return assumptions could increase budgetary costs or strain a state's commitment to
meeting its required long-term pension contributions. To the extent plans cannot demonstrate a history of meeting
assumed projected contributions, we could see reports of asset depletion and calculation of higher liability using a
blended assumed discount rate under new GASB reporting standards. Thus, we expect pension liabilities will continue
to grow as a component of a state's overall liability profile and could pose significant public policy and funding
challenges for many states. How states manage these liabilities both on an annual basis and in the long term will

remain important credit factors in our review of state governments' total debt and liabilities.
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Debt, pension, and

Funded Vs. last year NPL ($ NPL per OPEB per capita State's largest
State ratio (%) (GASB 67) mils.) capita (§) (S$) plan GO rating/outlook
Alabama 67.0 Lower 3,457 711 4,088 AL ERS AA/Stable
Alaska 67.5 Higher 5,468 7,405 17,887 AK PERS AA+/Negative
Arizona 63.2 Lower 4,892 716 1,420 AZ SRS AA/Stable
Arkansas 82.4 Lower 1,533 515 1,758 AR PERS AA/Stable
California* 75.0 NA 64,631 1,651 5,798 CA PERF AA-/Stable
Colorado 60.0 NA 9,146 1,676 2,344 CO State Division AA/Stable
Connecticut 49.4 Lower 27,511 7,660 19,484 CT SERS AA-/Stable
Delaware 89.1 Lower 1,031 1,090 9,789 DE State AAA/Stable

Employees

Florida 92.0 Lower 2,299 113 2,017 FLRS AAA/Stable
Georgia 80.7 Lower 6,462 632 2,927 GAERS AAA/Stable
Hawaii 62.4 Lower 6,197 4,328 14,806 HI ERS AA/Positive
Idaho 91.3 Lower 356 215 402 ID PERS AA+/Stable
Illinois 40.2 Lower 116,760 9,078 14,320 IL TRS BBB+/Negative
Indiana 60.3 Lower 13,133 1,984 2,261 IN TRF pre-1996 AAA/Stable
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Debt, pension, and

Funded Vs. last year NPL (S NPL per OPEB per capita State's largest

State ratio (%) (GASB 67) mils.) capita ($) ($) plan GO rating/outlook
Iowa 85.1 Lower 1,003 321 677 1A PERS AAA/Stable
Kansas 65.2 Lower 6,940 2,383 3,616 KS PERS AA-/Stable
Kentucky 37.4 Lower 31,184 7,046 9,845 KY Teachers A+/Stable
Louisiana 63.8 Lower 6,082 1,302 3,994 LA LASERS AA/Negative
Maine 81.3 Lower 1,970 1,481 3,574 ME PERS AA/Stable
Maryland 68.8 Lower 20,316 3,382 6,876 MD TRPS AAA/Stable
Massachusetts 61.5 Lower 30,248 4,451 11,912 MA MTRS AA+/Negative
Michigan 66.5 Lower 6,128 618 2,408 MI SERS AA-/Stable
Minnesota 78.8 Lower 2,998 546 2,252 MN SERF AA+/Positive
Mississippi 61.8 Lower 3,045 1,018 3,013 MS PERS AA/Stable
Missouri 66.9 Lower 4,706 773 1,805 MO MSEP AAA/Stable
Montana 74.5 Lower 1,720 1,665 2,292 MT PERS+DBRP AA/Stable
Nebraska 88.8 Lower 230 121 129.55 NE Schools AAA/Stable
Nevada 75.2 Lower 1,919 664 1,793 NV PERS AA/Stable
New Hampshire 65.4 Lower 813 611 3,436 NHRS AA/Stable
New Jersey 37.8 Lower 95,396 10,648 24,065 NJ TPAF A/Negative
New Mexico 70.6 Lower 4,324 2,073 4916 NM PERA AA+/Negative
New York State 98.1 NA 1,471 74 6,544 NY ERS AA+/Stable
North Carolina 94.6 Lower 1,701 169 3,480 NC PERS AAA/Stable
North Dakota 70.4 Lower 364 481 679 ND PERS AA+/Stable
Ohio 78.8 NA 2,917 251 2,536 OH PERS AA+/Stable
Oklahoma 80.3 Lower 1,888 483 1,025 OK Teachers AA+/Negative
Oregon 91.9 Lower 1,092 271 2,296 OR PERS AA+/Stable
Pennsylvania 57.6 NA 12,565 981 4,072 PA SERS AA-/Negative
Rhode Island 55.5 Lower 3,223 3,051 5,389 RIERS - State AA/Stable
South Carolina 57.9 Lower 11,920 2,434 4,765 SCRS AA+/Stable
South Dakota 104.1 Lower (94) (109) 411.39 SDRS AAA/Stable
Tennessee 91.3 Lower 1,287 195 717 TN CSHEPP AAA/Stable
Texas 75.6 Lower 41,610 1,515 4,812 TXTRS AAA/Stable
Utah 88.5 NA 1,204 402 1,655 UT URS AAA/Stable
Vermont 65.4 Lower 1,722 2,750 7,084 VT Teachers AA+/Stable
Virginia 74.6 Lower 6,757 806 2,216 VA VRS AAA/Stable
Washington 86.8 Lower 2,668 372 3,019 WAPERS1 AA+/Stable
West Virginia 76.9 Lower 3,711 2,012 3,114 WV TRS AA-/Stable
Wisconsin 102.7 Lower (687) (119) 2,104 WIWRS AA/Stable
Wyoming 80.1 NA 347 592 642 WY PERS AAA/Negative

Total 577,564

Median 74.6 3,134 790 3,016

Average 73.2 11,551 1,870 4,849

Ratings as of Sept. 9, 2016. *California reflects pension information reported as of June 30, 2014.
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Survey Methodology

Our calculation of pension liabilities was derived from pension plan and state CAFRs reporting under GASB
67/68 standards, GASB 67 consultant reports, and GASB 68 allocation reports currently available to us. We have
combined information across multiple pension plans for each state to calculate the state's aggregated plan net
position to the total pension liability (pension funded ratio) and funding progress measures. We use cost-sharing
multiple employer pension plan CAFRs or GASB 67 reports released within the state's fiscal year and use the
state's proportionate share of plan liabilities to calculate the state's net pension liability.

All states except for Alabama and New York have released a CAFR using GASB 68 reporting standards, which
incorporates disclosure on the state's proportionate share of cost-sharing pension plans. To estimate Alabama's
and New York's respective shares of the pertinent cost-sharing plans' net pension liability, we use the most recent
plan GASB 68 allocation reports. Although most states report their proportionate share of respective plan net
pension liabilities as of fiscal 2014, we assume the same percentage share applied to fiscal 2015 plan NPLs. In
deriving the estimated state portion of the liability for some cost-sharing multiple employer plans, we include a
portion of plan liabilities in addition to those reported in the state's CAFR if we expect the state will likely
continue to make pension contributions on behalf of other plan employers, even if such contributions are not
legally required or do not flow directly to the plan.

Most cost-sharing multiple employer pension plans in which states participate have reported two years of pension
plan data under GASB 67 through each respective state's fiscal 2015 year-end. However, given varying reporting
dates, some plans do not have a conforming two-year history under GASB 67 reporting standards; therefore the
following states are not included in Chart 2: California, Colorado, New York, Ohio, Pennsylvania, Utah, and
Wyoming.

Most states' single plan or agent employer plans are relatively small and updated GASB reported information is
available only as of fiscal 2014 in the states' fiscal 2015 CAFRs. Given the relative size of these plans, if updated
information is not available for fiscal 2015, we carry forward fiscal 2014 net pension liabilities to fiscal 2015 to
maintain relative comparability between years. California is an exception in that its share of NPL in its largest
plan, CALPERS PERF A, represents more than half of the state's estimated NPL. CALPERS PERF A is an agent
multiple-employer plan which only reports under updated GASB standards as of fiscal 2014 in the state's fiscal
2015 CAFR. We therefore report on California's ratios as of fiscal 2014.

Chart 5 uses the following calculation across all state plans to estimate annual plan funding progress: Total
employer and employee plan contributions + the sum of service cost + total interest cost x (1 — average plan
funded ratio) + (beginning plan net pension liability + 30). If the aggregate beginning unfunded pension liability
across plans is negative, beginning plan net pension liability +~ 30 would be treated as zero. Likewise, for funded
ratios at or above 100%, the interest cost factor would be zero.

Charts 1 and 6 reflect information specific to the largest pension plan in which the state participates (see table 1),
measured by its share of the state's total estimated net pension liability.

Only a rating committee may determine a rating action and this report does not constitute a rating action.
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Board Meeting - Benefits Committee Report

Benefits Department

900 7" Street, NW, 2" Floor Telephone (202) 343-3272
Washington, DC 20001 Facsimile (202) 566-5001
www.dcrb.dc.gov E-mail: dcrb.benefits@dc.gov

To: BOARD OF TRUSTEES

FROM: EDWARD SMITH, CHAIR

DATE: OCTOBER 20, 2016

SUBJECT: BENEFITS COMMITTEE REPORT

The Benefits Committee did not meet during the month of September. The following
report reflects Benefits Department activities and projects that occurred since the last
report.

Retirement Modernization Project - Electronic Transmission of HR Data to STAR

With the early November implementation date on the horizon, the DCRB Benefits
Retirement Services Unit is wrapping up final User Acceptance Testing of the Data
Management System. Test results, thus far, are positive. Minor hiccups encountered
have been readily addressed. Where necessary, workarounds have been developed. Per
the Project Plan, Treasury will conduct end-to-end testing during the last half of October.
The targeted “Go Live” date is Monday, November 7, 2016.

Retirement Benefit Statement Project

The Benefits Department continues to move forward with the first issuance of benefit
statements to members. The test group of 170 FEMS members has been selected and
will receive an email next week requesting their participation in our pilot program.
Ninety percent of the test group is eligible for retirement within five years.

2016 Health Benefits Open Enrollment

Federal and District Health Benefits Open Season will begin on Monday, November
14" and end on Monday, December 12, 2016. Notification will be provided to members
on the November earnings statements. DCRB will again host four open season fairs this
year with tentative dates December 1 & 2 and December 8 & 9 on the ML level of this
building. Similar to last year’s Open Enrollment, DCRB is minimizing the manual
process by use of technology by electronically feeding the health benefit updates from
the STAR system to Office of Personnel Management for the participants in the federal
program.

Term Vested Project

As you know DCRB has a large number of members (vested and nonvested) who have
left District employment with contributions remaining in the Police/Fire and Teacher


http://www.dcrb.dc.gov/
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Retirement Funds The Benefits Department has developed a policy and procedures to
reduce the number of lost members by communicating with these members as they leave.
Our records reflect that over 500 Plan members left the District during 2015-2016.

On October 6, 2016, the Benefits Department mailed letters to113 non-vested Teachers
and informed them about their refund options. The first mailing included a customized
letter, refund brochure, refund application, beneficiary form, and information on tax
treatment of distributions. Additional mailings will be occurring within the next quarter.
Benefits will also post the communication to terminated employees on the DCRB

website.

Equalization Increases

In accordance with D.C. Code 8 5-745, Tier 1 Police/Fire Plan members who retired prior
to February 15, 1980 are eligible for equalization pay in the same increase percentage
active-duty police officers and firefighters. Since active union and nonunion police
officers and nonunion firefighters received an FY 2017 pay increase of 3% on October 2,
2016, equalization increases will be paid to eligible retired union and nonunion police
officers and retired nonunion firefighters, effective November 1, 2016 and payable

December 1, 2016.

Because active-duty union firefighters are still in the process of negotiating a bargaining
agreement, retired union firefighters will not receive an equalization increase (if any)
until the provisions of the bargaining agreement are known.

Benefits Department Monthly Statistics

Activity September August July
Retirement Claims 119
Received 154 192
167
Processed Retirements 117 100
Average Processing 52
Days 54 68
Telephone Calls
2695 2898 2434
Walk-in Customers 124
131 102
Scanned Documents 10,643 12,378 11,502
QDROs Approved 2 final 3 final none
Purchase of Service 16 ($279,864.32) 12 ($153,888.40) | 2 ($1,063.28)

You will find more details of the Benefits Department statistics in the attached reports.
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MEMBER SERVICES CUSTOMER SATISFACTION SURVEY
September 2016

Background

The reported survey outcomes are the results of the September 2016 Member Services
Customer Satisfaction Survey. The data collected are from active and retired members of the
District of Columbia Police Officers and Firefighters’ and Teachers’ Retirement Plans, their
survivors and beneficiaries. The purpose of the survey is to gather and measure the customer
experience, gaging their satisfaction in an effort to improve our service to them, as necessary.

Survey Objective
The resulting feedback will be used to:
e Increase member satisfaction and confidence
e Deliver actionable data to decision-makers
e Reduce caller and in-person wait times for service
e Set reasonable service expectations

Methodology
e This month, survey participants were Plan members who made onsite visits to the DCRB
member Service Center and members who contacted the center by email to the
dcrb.benefits@dc.gov address. Some members arrived after having scheduled an
appointment; others came in for assistance with updating their member
information. The survey participants were randomly selected.

Participants
e 333 surveys were sent.
e 56 responses were received from members.

Overall DCRB Member Satisfaction

M Very Satisfied

B Somewhat Satisfied
Neutral

B Somewhat Dissatisfied

M Very Dissatisfied

N/A

N J

MSC Satisfaction Survey_September.2016
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MEMBER SERVICES CUSTOMER SATISFACTION SURVEY

September 2016
Overall. how satisfied are you with the member service provided by
DCRB?
a Response  Response
An r Options Percent Count
Very Satisfied 94.4% 51
Somewhat Satisfied 19% 1
Meutral 0.0% 0
Somewhat Dissatisfied 37% 2
Wery Dissatisfied 0.0% 0
MNfA 0.0% 0
answered question 54
skipped question 2
Membership Type
/ 7\
M Retired Police Officer
M Retired Firefighter
m Retired Teacher
M Active Police Officer
M Active Firefighter
m Active Teacher
m Survivor
- J
Knowledge and Skills
How satisfied were you with how the representative addressed your problem/inquiry?
Neither
- Strongly - . Strongly Hesponse
Answer Options Agree LD Agmfefglsag R Disagree Count
Had the right information. 52 0 0 2 0 54
Understood your questions. 51 1 0 1 0 53
Provided clear answers. 5 1 0 1 0 53
Answered your questions. 51 0 0 2 0 53
Appeared well organized. 51 1 0 1 0 53
answered question L%
skipped question 2

MSC Satisfaction Survey_September.2016
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MEMBER SERVICES CUSTOMER SATISFACTION SURVEY
September 2016

Reason for Contact

What was the main reason you contacted the DCRB Benefits

Department?
- Response Response

Answer Oplions Percent Count

Mame/Address Change 13.5% 5

Direct Deposit 2.7% 1

Health/Life Insurance 24 3% 9

Redeposit/Purchase of Service 0.0°% o

Student Certification 0.0% o

Beneficiary Change 21.6% B8

Retirement 24 3% 9

TaxWithholding Election 10.85% 4

Refund 5.4% 2

Death of Annuitant 81% 3

Disability 0.0% 0

| did not contact DCRE. 0.0%% o

Other (please specify) 16
answered question 37

skipped quesition 19

Contact Wait Time

Less than 1 minute

1 to less than 3 minutes
M 3 to less than 5 minutes

Over 5 minutes

| left a message.

M | hung up.

HN/A

MSC Satisfaction Survey_September.2016
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F %ﬁ;-, DCRB Member Services Center Statistics for

% £ September 2016

/}&HENT ‘ﬂ
Call Center Statistics
Total Call 2,695
Lk - 1817 mTotal Calls
Inbound Calls 1,617
Outbound Calls {Voicemails & Follow-up colls) 1.078
N : W FileMet Batches
Average Talk Time 3:46 minutes Scanned
Average Caller Wait Time 2:19 minutes
Total Walk-InfAppointments 124 [ Total Walk-
In/Appointments
FileNet Batches Scanned 921
Documents Poges Scanned 10,643 o dence
Co d Written & P d 1,917 [Written &
rrespondence (Written rocessed) » e :
Email & Fax 333 \
Processed Documents (EFTs, oddress & name
1,272 / —
changes, tax forms, 1099, & 28095, etc.)} -
921

Total 5,657

Top 3 Contact Trends

1. Notification of a death of @ member/annuitant
Death Benefits/Notification 2. Change in Beneficiaries for Life Insurance
3. 5tatus of Benefit payment
1. Questions regarding Open Enrollment dates and 2017 premiums
2. Report enrollment in Medicare Parts A & B
Health Insurance 3. Transition from Active to Retirement (Transfer-in's)
4. Reduction in coverage (Self + One to Self Only)
1. 1099-R requests
Tax 2. Tax withholding changes
3. Requests for state and federal tax forms
Member Services August Statistical Comparison by Year
2015 2016 Comments
Walk-Ins/Appointments 117 124
Total Calls (includes voice mails) 1,936 2,695
Emails 318 202
Total 2,371 3,021

Member Services Center 9_2016
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RETIREMENT CASE PROCESSING - MONTHLY REPORT

OCTOBER 1, 2016
PLAN
CASES AVAILABLE | CASES RECEIVED (but
FOR PROCESSING may not have been
ready for payment) CASES CASE TYPE
PROCESSED Fire Police Teacher
a7 20 27 Beneficiary (One-Time Payments) 2 7 18
6 0 6 Beneficiary of Survivor 0 6 0
11 9 2 Deferred Annuity 0 1 1
1 0 1 Disability 1 0 0
1 0 1 Garnishment/Levy 0 1 0
2 0 2 Health Benefit Adjustments 1 0 1
Optional/Voluntary & Involuntary
87 38 49 Annuity 1 16 32
2 0 2 QDRO/QMSCO 0 2 0
24 10 14 Survivor Annuity 2 10 2
1 0 1 Student Certifications 1 1] 0
9 0 9 Annuity Adjustments 0 7 2
Octo Review — Monetary & Non-
12 0 12 Monetary Adjustments 5 6 1
8 0 8 POST-56 Adjustments 6 0
Disability Income Project
4 0 4 Adjustments 2 2 1]
1 0 1 Income Verification Project 0 1 0
70 42 28 Refund of Contributions** 0 4 24
286 119 167 17 69 81
Gross Dollar Value of Refunds** S0 $117,842.51 | $576,968.08

RETIREMENT CASE PROCESSING REPORT - Prepared by S. Treadwell, Retirement Services Manager
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RETIREMENT CASE PROCESSING REPORT - Prepared by S. Treadwell, Retirement Services Manager
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900 7' Street, NW, 2" Floor Telephone (202) 343-3200
Washington, DC 20001 Facsimile (202) 566-5001
www.dcrb.dc.gov E-mail: dcrb@dc.gov
To: BOARD OF TRUSTEES

FrROM: LYLE BLANCHARD, CHAIRMAN

DATE: OCTOBER 20, 2016

SUBJECT: LEGISLATIVE COMMITTEE REPORT

The following report reflects activities of interest since the September Board Meeting:

COUNCIL OF THE DISTRICT OF COLUMBIA

B21-827, “Senior Law Enforcement Officer Amendment Act of 2016
This proposed bill would allow the Metropolitan Police Department’s Chief of Police to rehire
retired detectives and sergeants at higher pay grades than allowed under the District’s salary offset
law in order to retain veteran, experienced officers.

Status: The Committee of the Judiciary held a public hearing on this bill on October 17, 2016.

B21-847, “Law Enforcement Career Opportunity Amendment Act of 2016
This proposed bill would raise the upper age limit for the Metropolitan Police Department’s Cadet
Program from 21 to 25 to expand program eligibility.

Status: The Committee of the Judiciary held a public hearing on this bill on October 17, 2016.

L21-160, “Fiscal Year 2017 Budget Support Act of 2016”

Title I, Subtitle L - Equity in Survivor Benefits Clarification Amendment Act of 2016
Amends the D.C. Spouse Equity Act of 1988 to preclude orders issued after an employee’s or
retiree’s death.

Title 111, Subtitle E - Fire and Emergency Medical Services Department Chief Officers Service Longevity
Amendment Act of 2016
Provides longevity pay calculated based on annual rate of pay and total active service for non-union,
active Assistant Fire Chiefs, Deputy Fire Chiefs and Battalion Fire Chiefs.

Status: The law, applicable October 1, 2016, became final on October 8, 2016.


http://www.dcrb.dc.gov/
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October 20, 2016

Presentation to:

©2013 CliftonLarsonAllen LLP

District of Columbia Retirement Board — 2016 Audit

Kick-off

www.cliftonlarsonallen.com
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[
jur}
ur}

Engagement Scope

e Audit of the DCRB’s financial statements
as of September 30, 2016

e Report on Internal Controls and
Compliance (in accordance with
Government Auditing Standards)

e \Written Communications with the Board

——————————————



Board Meeting - Audit Committee Report

I
Work Plan C

e Audit to be conducted in accordance
with governmental auditing standards
generally accepted in the United States
of America

e Phased Approach — Planning, Internal
Control, Substantive and Reporting

——————————————
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e
Critical Audit Areas

len

©2013 CliftonLarsonAl

® |nvestments

e Contributions

e Benefit payments
e Actuarial data
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nAllen LLP

Critical Audit Areas — Actuarial Data

©2013 CliftonLarso

e AU section 500.08 - use of a management specialist
(independent actuary, Cavanaugh MacDonald)
— Evaluate the competence, capabilities and objectivity of the
specialist
0 Confirm actuaries independence and accreditation
0 Prior experience with the actuaries
— Obtain an understanding of the work of the specialist
0 Review the nature, scope and objectives of the work of the
specialist
— Evaluate the appropriateness of the work of the specialist
0 Census data testing

0 Review of the actuary report and compare key assumptions to
pension and actuarial industry standards

———————————————
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Critical Audit Areas — Actuarial Data
(enhanced procedures)

e The District’s implementation of GASB 68 increases
the risk and reporting relevance of the actuarial
numbers. In response we will perform the following
additional procedures:

0 Review the report issued by the independent actuary, Cavanaugh
Macdonald, to evaluate the sufficiency and appropriateness of the
their actuarial valuation.

nAllen LLP

©2013 CliftonLarso

0 Utilize data analytics in our review of the census data including
enhanced testing of the active and retiree populations for
completeness and accuracy.

———————————————
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Timing of Work

©2013 CliftonLarsonAllen LLP

KEY MILESTONES DATE

Planning Completed in August
Understanding and Testing of Internal Completed in August
Controls

Substantive Procedures November 2016
Final Audit Reports December 2016

———————————————
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e e N
New Accounting Standard

e GASB Statement No. 72, Fair Value Measurement and
Application

e Discussed in detail at the July 2016 audit committee
meeting

e |ssued February 2015

e Effective for periods beginning after June 15, 2015
(effective September 30, 2016)

e Addresses accounting and financial reporting issues
related to fair value measurements

e This approach has been used in for-profit sector since
FAS 157 (issued Sept 2006)

——————————————————

8
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Owen Ward, CPA

Engagement Principal
owen.ward@cliftonlarsonallen.com
410-453-0900

Jason Ostroski, CPA
Senior Audit Manager

jason.ostroski@cliftonlarsonallen.com
410-453-0900

twitter.com/ facebook.com/ linkedin.com/company/
CLA_CPAs cliftonlarsonallen cliftonlarsonallen

cliftonlarsonallen.com
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race. The Committee also seeks candidates who offer business and managerial experience and who
demonstrate an understanding of financial statements and financial matters.

evaluation-of-board-condidates. pd|

IDEXX Labs (Corporate Governance Guidelines Section)

“Selection of New Directors and Committee Members. Except where the Company is legally required by
contract, bylaw, or otherwise to provide third parties with the right to nominate directors, the
Governance Committee shall be responsible for (i) identifying individuals qualified to become Board
members, consistent with criteria approved by the Board, (i) recommending to the Board the persons
to be nominated for election as Directors at any meeting of stockholders and the persons to be elected
by the Board to fill any vacancies on the Board, and (jii) recommending to the Board the persons to
serve on the various committees of the Board, including the Audit Committee, Compensation
Committee, Governance Committee, and Finance Committee. Director nominees shall be considered for
recommendation by the Governance Committee in accordance with these Guidelines, the policies and
principles in its charter, and the criteria set forth in Attachment A to these Guidelines, The Company is
committed to a policy of inclusiveness and as such when searching for new Board members, the
Governance Committee should actively seek out highly qualified diverse candidates {including gender
and ethnicity) to include in the pool from which Board nominees are chosen.

Stryker (Nominating Committee Charter Section)

“The Committee shall conduct the search for and identify individuals qualified to become members of
the Board of Directors to fill new positions and vacancies on the Board of Directors. The Committee shall
recommend to the Board the slate of director nominees for shareholder approval at each annual
meeting. As part of this process, the Committee shall consult with Board membe rs, management and
others and shall give consideration to candidates recommended by shareholders. The Committee shall
consider the background and reputation of potential nominees in terms of character, personal and
professional integrity, business and finance experience and acumen, and their availability to devote
sufficient time to Board duties and any other criteria established by the Board. The Committee is
committed to creating a Board with a diversity of expertise, experience, gender, and ethnicity. The
Committee, acting on behalf of the Board, will commit to actively identify, recruit and advance diverse
candidates, including women and minority candidates, in the search process. In considering whether to
recommend a director for reelection, the Committee shall consider the individual's past attendance at
meetings and participation in and contributions to the activities of the Board and committees thereof.
The Committee shall specifically consider the effect of any change in a director’s principal occupation or
business association from that held when he or she became a member of the Board and the
appropriateness of continued membership under the circumstances.”

httpPeww. stryker.comifenu ate/Forlnvest grporateGoverna, Charters/GovernanceNominatingCommitteeChart

erfindex.htm
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given to gender, race, ethnicity, and country of origin of diversity. In order to ensure diverse
candidates are considered and/or interviewed in each search, the Nominating and Corporate
Governance Committee will avail itself of a variety of available resources to identify qualified
candidates, including candidates from non-executive positions and non-traditional
environments.

d) The Nominating and Corporate Governance Committee conducts appropriate interviews of the
most qualified candidate(s) as appropriate,

e) The Nominating and Corporate Governance Committee meets to consider and approve the most
qualified candidate(s).

f)l  The Nominating and Corporate Governance Committee selects and/or recommends the most
qualified candidate(s) for full Board and/or independent director approval, as appropriate.

entex-Selection-Process-for-New-Board-

http:/Yir.gentex.
Condidates

Required Experience and Qualifications:
*  Knowledge and first-hand experience working with an entrepreneurial com pany. *High level of
personal and professional integrity.
e Successful and distinguished business management career using core Gentex principles.
* Significant understanding and experience with the global auto industry and/or electronics
technology (or another industry in which the Company has interest in entering).
e Ability to work effectively with current Board members

Other Desirable Characteristics and Experience:
e Gender, race, ethnicity, and country of origin diversity.
* Growth company experience.
* Significant experience with manufacturing companies in the global OEM automotive supplier
industry at senior management levels,
¢ Public company experience. "

Agree Realty (Director Qualifications in Proxy Statement)

“Our Nominating and Governance Committee has established policies for the desired attributes of the
Board as a whole, including as set forth in our Corporate Governance Guidelines, The Board seeks to
ensure that a majority of its members are independent within the NYSE listing standards. Further, each
director generally may not serve as a member of more than six other public com pany boards. Each
director must possess the individual qualities of integrity and accountability, informed judgment, high
performance standards and must be committed to representing the long-term interests of our Com pany
and our stockholders. In addition, directors must be committed to devoting the time and effort
necessary to be responsible and productive members of the Board. The Board values diversity, in its
broadest sense, reflecting, but not limited to, profession, geography, gender, ethnicity, skills and
experience and endeavors to include women and minority candidates in the qualified pool from which
Board candidates are chosen. The Nominating and Governance Committee conducts reviews of current
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