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DIVERSE ASSET MANAGERS:
CHALLENGES, SOLUTIONS, AND
OPPORTUNITIES FOR INCLUSION

Tuesday, June 25, 2019

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON DIVERSITY AND INCLUSION,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:06 a.m., in room
2128, Rayburn House Office Building, Hon. Joyce Beatty [chair-
woman of the subcommittee] presiding.

Members present: Representatives Beatty, Clay, Green of Texas,
Gottheimer, Lawson, Adams, Dean, Garcia of Texas, Phillips; Wag-
ner, Budd, Kustoff, Hollingsworth, Gonzalez of Ohio, Steil, and
Gooden.

Ex officio present: Representatives Waters and McHenry.

Chairwoman BEATTY. The Subcommittee on Diversity and Inclu-
sion will come to order. I note that a quorum is present. Without
objection, the Chair is authorized to declare a recess of the sub-
committee at any time. Also, without objection, members of the full
Financial Services Committee who are not members of this sub-
committee are authorized to participate in today’s hearing.

Today’s hearing is entitled, “Diverse Asset Managers: Chal-
lenges, Solutions, and Opportunities for Inclusion.”

I now recognize myself for 4 minutes to give an opening state-
ment.

Thank you, everyone, for joining us for this hearing entitled, “Di-
verse Asset Managers: Challenges, Solutions, and Opportunities for
Inclusion.” This hearing addresses an often overlooked problem in
the investment sector: the stark lack of diversity among money
managers in the vast $71 trillion asset management industry.
While affluence continues to accumulate for many, access oppor-
tunity remains unattainable for an entire group of financial profes-
sionals who are left out of the system.

In fact, according to a report by the Harvard Business School and
the Bella Research Group, entitled, “Diversifying Investment”,
major diverse-owned firms represent less than 1 percent of assets
under management across four asset classes: mutual funds; hedge
funds; private equity; and real estate. Yet, empirical research
shows that there is no statistical difference in performance between
diverse-owned firms and their peers, even when adjusted for risk
and compared to public market returns.

o))



2

Today’s hearing seeks to highlight solutions and opportunities for
greater inclusion to increase the participation of minority- and
women-owned firms in the asset management industry. This hear-
ing also seeks to address the fallacy that diverse-owned firms are
low-return social investments. We need to look closer into this
mischaracterization, which oftentimes leaves diverse firms under-
utilized by institutional investors.

According to an analysis by Morningstar, Inc., only 2 percent of
the assets in the ever-growing $12 trillion U.S. open-end mutual
fund universe were managed exclusively by women, and just 2.5
percent of the funds had a woman as the sole manager.

Women are also less likely to manage active funds and more like-
ly to run funds of funds, which own other funds, rather than indi-
vidual securities. In this case, diversity is present, but inclusion is
still a far reality. Unfortunately, wealth is still concentrated in the
hands of a few financial entities with very little opportunity for di-
verse-owned firms.

If the criteria established to enter the market and succeed in this
industry is devised arbitrarily, only a handful of firms will be able
to participate. It is also important to remember that so much of the
asset management is relation-driven. This country is serious about
closing the ever-widening wealth gap, and I am proud to have to-
day’s hearing to help establish new solutions for addressing the
challenges of asset managers.

I reserve the balance of my time for the Chair of the full Finan-
cial Services Committee, Chairwoman Waters.

The Chair now recognizes the ranking member of the sub-
committee, Mrs. Wagner, for 4 minutes for an opening statement.

Mrs. WAGNER. Thank you, Madam Chairwoman, for holding this
hearing today to address the underrepresentation of women- and
minority-owned firms in the asset management industry.

Asset management is one of the country’s most profitable indus-
tries, with over $100 billion in annual profits. Despite massive
growth in this sector, women and minorities are underrepresented.
The underrepresentation of minority- and women-owned asset
management firms is a trend across all major asset categories in-
cluding mutual fund management, hedge fund ownership, and pri-
vate equity management.

In 2016, only 1.1 percent of the $74 trillion in U.S. assets was
managed by minority- and women-owned firms. By 2018, that num-
ber had slightly increased to 1.3 percent. We can and should do
better. We know that, on average, firms with diverse managers or
owners have equal or better returns compared to their less diverse
competitors.

A 2017 GAO study found that minority- and women-owned asset
managers face various challenges when competing for investment
management opportunities with institutional investors, including
retirement plans and foundations. Specifically, GAO found that
such firms must overcome investor and consultant brand bias, per-
ception of weaker performance, and a lack of infrastructure.

The GAO report identified four ways to increase access to funds
for minority- and women-owned firms: leadership commitment; re-
moval of potential barriers; outreach to women- and minority-
owned firms; and clear communication about priorities and expec-
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tations to increase diversity. We have seen large firms in the in-
dustry demonstrating their commitment to initiatives that focus on
finding women and minority managers such as the Emerging Man-
agers Program, which has proven to be very successful.

Additionally, large firms have assigned assets to smaller women-
and minority-led funds. But this issue goes beyond lack of access
to funds. Diversifying the talent pool is also key to diversifying the
asset management industry. The lack of female and minority stu-
dents enrolled in STEM programs at the high school and university
levels has led to a pipeline problem that creates major barriers to
increasing diversity among asset managers. Programs to increase
participation in STEM disciplines are critical to fostering meaning-
ful diversification of the industry.

Meredith Jones, who is testifying today, is an alternative invest-
ment consultant, and author of, “Women of The Street: Why Fe-
male Money Managers Generate Higher Returns.” Ms. Jones has
written numerous articles on diverse asset managers, including a
Rothstein Kass Institute study entitled, “Women in Alternative In-
vestments: A Marathon, Not a Sprint.”

They include things like educating investors on the benefits of di-
verse asset managers, educating firms on how the diversity divi-
dend can better directly impact their bottom line, and providing fi-
nancial investment literacy education to girls and people of color at
a young, young age.

Like all firms, minority- and women-owned firms should have an
equal opportunity to manage funds for institutional investors. To-
day’s hearing should focus on discussing strategies that have prov-
?_nlcsluccessful for removing those barriers and leveling the playing
ield.

I thank the witnesses for being here, and I look forward to dis-
cussing the key practices. I reserve the balance of my time.

Chairwoman BEATTY. The Chair now recognizes the ranking
member of the full Financial Services Committee, the Honorable
Patrick McHenry, for one minute.

Mr. McHENRY. Thank you, Chairwoman Beatty, and I thank you
and Ranking Member Wagner for your commitment to this very
important discussion on diversity and inclusion.

Like all industries, when it comes to the asset management in-
dustry, everyone who participates deserves an equal playing field.
But the statistics suggest that for minority- and women-owned
firms, that is not the case.

In 2016, only 1.1 percent of the $74 trillion in U.S. assets was
managed by minority- and women-owned firms. By 2018, that num-
ber had risen slightly, to 1.3 percent—significant dollar figures but
not significant in percentage. We need to identify the obstacles that
are causing women and minorities to be underrepresented in this
key industry and figure out strategies to address that.

I think this hearing is an important one, and I look forward to
hearing the testimony from our witnesses, and the broader discus-
sion outside of the jurisdiction of this committee on how we can ac-
tually further diversity and inclusion in a comprehensive way.

And I yield back.

Chairwoman BEATTY. I am very pleased to announce that we
have a couple of special guests in the audience today. I am pleased
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to acknowledge Skip Springs III, President and CEO of the Execu-
tive Leadership Council, and with him, Libby Rice. I am also very
pleased to acknowledge Ronald Reeves, the Chief Diversity and In-
clusion Officer from AIG, who is in attendance in this hearing
today. They are both experts in this field. Ron leads the extraor-
dinary efforts of fostering the culture of inclusion at AIG, which
has been successful in attracting and retaining talent.

I would like to thank the witnesses for being here, and we wel-
come the testimony of a very diverse and distinguished panel of
witnesses.

First, I would like to welcome the testimony of Juan Martinez,
vice president and chief financial officer of the John S. and James
L. Knight Foundation. Mr. Martinez is responsible for the Founda-
tion’s financial management, reporting, and regulatory compliance,
overseeing the management of its $2.4 billion investment portfolio,
and partnering with the program staff in development of grants
and program-related investment. He is an alumni of Florida Inter-
national University, Miami Dade College, and the Wharton School
of Business.

Second, we welcome the testimony of John Rogers, Jr., chairman,
CEO, and chief investment officer of Arial Investments. He is a
member of the board of directors of McDonald’s, Nike, and the New
York Times company, and he serves as Vice Chair of the Board of
Trustees of the University of Chicago. He served as the Co-Chair
for the Presidential Inaugural Committee in 2009, and more re-
cently, he joined the Barack Obama Foundation’s board of direc-
tors.

He is also the founder of Ariel Community Academy, which
works throughout the Chicago community to provide world-class
educational opportunities with a focus on financial literacy, and I
thank him for that. In 2008, John was awarded the Princeton Uni-
versity’s highest honor, the Woodrow Wilson Award, presented
each year to an alumni whose career embodies the commitment to
national services.

Third, we welcome the testimony of Brenda Chia, Founding
Board Member and Co-Chair, Association of Asian American In-
vestment Managers (AAAIM). From 2007 until 2012, Brenda was
the first president of the Association of Asian American Investment
Managers, an organization that brings together institutional cap-
ital and qualified Asian American investors across major asset
classes to conduct business and build alliances. She holds a bach-
elors of science degree in computer science and an MBA from Har-
vard Business School.

Brenda, it is nice to see you again, and thank you for attending
our Members’ Roundtable on June 4th and providing insight into
the challenges within the industry.

Fourth, we welcome the testimony of Angela Miller-May, chief in-
vestment officer of the Chicago Teachers’ Pension Fund. Angela
Miller-May directs a $10 billion pension fund that services a mem-
bership of over 63,000 retired Chicago public school teachers. She
earned a BA in economics from Northwestern University and holds
an MBA in accounting from DePaul University.

And finally. we welcome the testimony of Meredith Jones, an al-
ternative investment consultant and author whose research focuses
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on emerging managers. Until the acquisition of Rothstein Kass by
KPMG, Meredith served as director of the Rothstein Kass Institute,
an alternative investment think tank. At the Institute, she created
the first Women in Alternative Investment Hedge Fund Index to
measure performances of female hedge funds and provide equity
managers.

The witnesses are reminded their oral testimony will be limited
to 5 minutes. And without objection, your written testimony will be
made a part of the record.

Thank you for indulging me. I have had swollen vocal cords for
5 days, and it is getting better.

Mr. Martinez, you are now recognized for 5 minutes to give an
oral presentation of your testimony.

STATEMENT OF JUAN MARTINEZ, VICE PRSIDENT/CHIEF FI-
NANCIAL OFFICER, AND TREASURER, THE KNIGHT FOUNDA-
TION

Mr. MARTINEZ. Chairwoman Beatty, Ranking Member Wagner,
and members of the subcommittee, thank you for the opportunity
to testify about the Knight Foundation’s experience and the re-
search Knight has sponsored on the state of ownership diversity in
the investment management industry.

First, let me provide a little background on the Knight Founda-
tion for context. The John S. and James L. Knight Foundation sup-
ports informed and engaged communities through its funding of
charitable programs in 26 U.S. communities, the arts, and jour-
nalism. Since its inception in 1950, Knight has spent $2.5 billion
on its important mission, an average of 6.1 percent of assets annu-
ally. That spending is funded from our endowment.

Because of our investing, Knight has also been able to grow our
endowment from the original $660 million contributed by the
Knights and their mother, Clara, to $2.3 billion, meaning that our
impact will be able to continue into the future.

So, how Knight invests is vital to us. We believed that the re-
sults demonstrated that we have done a good job, except when it
came to diversity. We assumed that because diversity adds value,
and we had done well, our investment program must contain it. We
were wrong.

When we were asked, in 2010, how much of our portfolio was in-
vested by minority- and women-owned firms, we found that only
$7.5 million was being managed by an African American-owned
firm. That was, to say the least, a surprise. With the support of our
board of trustees, we became intentional in searching out opportu-
nities to invest with women- and diverse-owned firms.

Today, about 34 percent, or $749 million, of our endowment is
being managed by 14 women- or diverse-owned firms, and that
portfolio is meeting our return expectations.

As our investments with diverse firms grew, we heard that
Knight was unique. As a foundation built on the values of fact-
based journalism and its positive impacts on communities, we saw
the need for solid research and objective facts to inform the discus-
sion. We engaged Bella Private Markets, led by recognized industry
experts Dr. Josh Lernes from Harvard Business School and Ann
Leamon, to conduct a rigorous study on the state of diversity in the
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investment industry. To ensure that their work was based on the
highest-quality data available, Bella used several leading commer-
cial data providers that were already used in academic research.

Among the study’s major findings was that women- and diverse-
owned firms managed a very small percentage, about 1.3 percent,
of assets managed by U.S.-based firms, with their median fund size
typically smaller than non-diverse peers.

Bella found no statistical differences in investment performance
either, and certain investors, like public funds, represented a dis-
proportionately larger percentage of the investments in diverse-
owned funds.

Because the question of potential differences in investment per-
formance is so important, Bella examined it in two ways: by per-
forming a variety of statistical analyses; and by examining the dis-
tribution of investment performance. They found no statistical evi-
dence that women or minority ownership negatively impacts per-
formance and that women- and diverse-owned firms were over-
represented in the top quartile investment performance for all
funds. This contradicts the long-held belief that investing with
women- and diverse-owned firms results in lower returns.

Bella’s research also found that the penalty for underperform-
ance is larger for diverse-owned managers.

Certainly, these studies provide new insights and raise new
questions for future research. But the reports highlight the dif-
ficulty in obtaining data on ownership and investing diversity in
the industry as an impediment for future research.

Knight, and a growing number of other investors, see an invest-
ment opportunity here. We hope that the continuing research spurs
others to join us and to pursue this conversation further.

Thank you, Madam Chairwoman.

[The prepared statement of Mr. Martinez can be found on page
38 of the appendix.]

Chairwoman BEATTY. Thank you.

Mr. John Rogers, you are now recognized for 5 minutes to give
an oral presentation of your testimony.

STATEMENT OF JOHN W. ROGERS, JR., CHAIRMAN, CEO, AND
CHIEF INVESTMENT OFFICER, ARIEL INVESTMENTS

Mr. ROGERS. Chairwoman Beatty, Ranking Member Wagner,
Chairwoman Waters, and members of the subcommittee, thank you
for inviting me to speak with you. I would also like to thank the
excellent staff for their thoughtful work.

My name is John Rogers. I am the Chairman and CEO of Chi-
cago-based Ariel Investments, founded in 1983, the first African-
American-owned asset management firm in the country. I am the
product of two pioneering parents. My father was an original
Tuskegee Airman and my mom was the first African-American
woman to graduate from the University of Chicago Law School in
1946.

Fast forward to today. The economic prospects of the black com-
munity have stalled or even gone backwards. For example, Ray
Boshara of the St. Louis Fed reports that between 1992 and 2016,
college-educated whites saw their wealth soar 96 percent while col-
lege-educated blacks saw theirs fall 10 percent.
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We are here to discuss asset management, one of the largest
sources of wealth, power, and jobs in today’s economy. Of the
wealthiest Americans on the Forbes 400 list, over 30 percent gen-
erated their wealth in financial services or real estate. The top 3
private equity firms control over 2 million jobs.

Asset management offers a stark reminder of the obstacles pre-
venting people of color from fully participating in our capitalist de-
mocracy. Your committee oversees the country’s largest banks. The
4 largest banks hire hundreds of asset management firms to invest
nearly $1 trillion across 3 distinct pools of assets: their own cor-
porate pension plans; their own 401k plans; and externally man-
aged wealth management platforms. You can essentially “round
down to 0” the assets managed by diverse firms across those 3
buckets.

But there is no shortage of high-performing diverse-owned firms.
For example, Vista Equity Partners is one of the best performing
private equity funds in recent years, Brown Capital was named
Morningstar Manager of the Year in 2015, and our Ariel Fund is
the top performing fund in its category since the financial crisis
ended. Yet, when compared to the largest asset management firms,
we are all essentially rounding errors. Vista, the largest black-
owned private equity firm, according to Black Enterprise, is less
than 1 percent the size of BlackRock, which manages over $6.5 tril-
lion.

As Reverend Jackson often says, “Baseball became a better sport
when Jackie Robinson was allowed to play.” The financial services
industry is well-served by dynamic leaders such as Eddie Brown,
Mellody Hobson, Gilbert Garcia, and Robert Smith. These folks are
job creators, philanthropists, and vitally important role models in
our community. Recently, of course, we all saw Robert commit to
erase the student loan debt of the entire 2019 graduating class of
Morehouse College.

I offer three thoughts on why barriers persist in the asset man-
agement industry. First, there is a tendency to work with people
you know, grew up with, and with whom you are comfortable. Sec-
ond, due to implicit or unconscious bias, many do not think of black
and brown leaders as top-performing money managers.

Third, many banks, corporations, and nonprofits have embraced
well-intentioned supplier diversity programs emphasizing construc-
tion, catering, janitorial services, and other commodity-related
fields. However, this approach too often excludes us from the parts
of the economy where the actual wealth, power, and jobs are cre-
ated today. I would go as far as calling it a “modern-day Jim
Crow.”

I would recommend directing institutions under the purview of
this committee to implement three solutions. First, I support the
proposed legislation creating a “Rooney Rule” for banks and other
entities. Second, measure all spending by specific category, includ-
ing asset management and professional services, and replace the
term “supplier diversity” with “business diversity.” Third, CEOs
and their management teams can be held accountable by this com-
mittee for providing meaningful transparency and making measur-
able progress year by year.
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In closing, tackling economic inequality through business oppor-
tunity is more important than ever. As Dr. King predicted, African
Americans could only be liberated from the “crushing weight of
poor education, squalid housing, and economic strangulation” by
being “integrated with power into every level of American life.”

Thank you.

[The prepared statement of Mr. Rogers can be found on page 75
of the appendix.]

Chairwoman BEATTY. Thank you.

Ms. Chia, you will now be recognized for 5 minutes for an oral
presentation of your testimony.

STATEMENT OF BRENDA CHIA, FOUNDING BOARD MEMBER
AND CO-CHAIR, ASSOCIATION OF ASIAN AMERICAN INVEST-
MENT MANAGERS (AAAIM)

Ms. CHIA. Chairwoman Beatty, Ranking Member Wagner, Chair-
woman Waters, and members of the subcommittee, thank you for
the opportunity to discuss the experience of Asian Americans and
Pacific Islanders in the investment industry.

I am Brenda Chia, a founding board member and current Board
Co-Chair of the Association of Asian American Investment Man-
agers. That is a mouthful, so we acronym it to AAAIM. The organi-
zation was founded in 2006 as a national nonprofit dedicated to the
advancement of Asian Americans and Pacific Islanders, also known
as AAPIs, in the field of investment management. AAAIM provides
a platform for professionals in the industry to meet, network, and
create business opportunities. We deliver our work through edu-
cational events, face-to-face and online networking, and advocating
for the AAPI communlty through opportunities such as this hear-
ing. The current network comprises over 3,000 institutional inves-
tors and fund managers.

I would like to highlight a specific challenge faced by AAPIs,
which is the model minority stereotype. It is broadly defined as the
perception that AAPIs are successful and do not need help in any
field. AAPIs are 5.6 percent of this country’s population. As you
have heard, minority- and women-owned firms manage around 1
percent of assets in the aggregate.

Clearly, the model minority stereotype does not hold here. It is
not about enriching specific investment managers; it is about the
impact on our community. Studies have shown that minority- and
women-led firms invest in more diverse entrepreneurs and busi-
nesses. We look “outside the box” for opportunities. This in turn
benefits our communities and creates more jobs, without sacrificing
the returns that institutional investors need to meet their funding
obligations.

The investment business is one that thrives on scale. The start-
up costs and fixed costs associated with smaller firms are such that
they do not generate impact until they reach threshold sizes, which
varies by asset class. For example, a public equity fund that man-
ages $1 billion may generate around $5 million in annual fees. This
may sound significant but the costs of running a small fund are
high due to compliance, salaries for qualified staff, and client serv-
ice. Therefore, to impact one’s community, total fund size needs to
be an order of magnitude larger. Without broader access to capital,
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minority- and women-led funds continue to be marginalized be-
cause their assets are restricted.

Several large State pension funds have come to the conclusion
that they need to create a farm system by which they can invest
with smaller firms, many of which also happen to be ethnically and
gender diverse. This creates an environment where the small firms
today could become the next generation of successful firms with
trillions of dollars under management.

Taking this one step further, in order to achieve a level playing
field, we propose that minority and women managers not be lim-
ited to “set aside” allocations where we compete against each other
for a small slice of the pie. We would like to compete for the whole
pie.

AAAIM stands ready for AAPIs to have open and fair access.
Congress can play a critical role in this. While you cannot legislate
quotas or mandate criteria selection, Congress can create oppor-
tunity. The Federal Government has trillions of dollars of pension
funds and other capital under management. Congress could man-
date that funds under Federal management be subject to regular
and periodic open competition.

Congress could also recommend that Federal agencies ensure
that qualified minority- and women-led funds are considered as
part of the RFP evaluation process. We urge Congress to consider
adopting a Rooney Rule for the investment industry. By creating
opportunities, Congress can take some small steps towards ensur-
ing a more diverse pool of fund managers. It would be a meaningful
step toward opening doors and creating greater transparency.

Thank you for your leadership on this issue of diversity and in-
clusion, Chairwoman Beatty, and thank you to all the committee
members.

[The prepared statement of Ms. Chia can be found on page 30 of
the appendix.]

Chairwoman BEATTY. Thank you.

Ms. Miller-May, you are now recognized for 5 minutes to give an
oral presentation of your testimony.

STATEMENT OF ANGELA MILLER-MAY, CHIEF INVESTMENT
OFFICER, CHICAGO TEACHERS’ PENSION FUND (CTPF)

Ms. MILLER-MAY. Chairwoman Beatty, Ranking Member Wag-
ner, Chairwoman Waters, and members of the subcommittee, I am
honored to be here today, and I thank you for the opportunity to
testify.

My name is Angela Miller-May and I am the chief investment of-
ficer for the Chicago Teachers’ Pension Fund (CTPF). I would like
to recognize our board of trustee president, Mr. Jeffery Blackwell,
remaining trustees, and our executive director, Mr. Charles A.
Burbridge, who support and drive the diversity and inclusion goals
and the culture of the Chicago Teachers’ Pension Fund.

CTPF serves a membership base of over 66,000 members. It is
important to our members that we demonstrate diversity by hiring
asset managers, brokers, and vendors who reflect the diversity of
the membership. In my testimony, I will demonstrate how the Chi-
cago Teachers’ Pension Fund embraces diversity and inclusion.
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CTPF is a $10.8 billion fund and remains at the forefront of pen-
sion and retirement systems throughout the U.S., ensuring that in-
vestment firms owned by minorities, women, and persons with dis-
abilities have access to the many opportunities to conduct business
with CTPF.

Per Illinois Pension Code, an aspirational goal of not less than
20 percent of investment advisors shall be minorities, women, and
persons with disabilities. We have far exceeded that goal by invest-
ing 44 percent, or $4.6 billion of total assets, with minority-,
women- and persons with disabilities-owned firms as of March 31,
2019.

Of the 44 percent, 58.2 percent is invested with women-owned
firms, 25.3 percent is invested with African-American-owned firms,
12 percent is invested with Latino-owned firms, 3.3 percent is in-
vested with Asian-American-owned firms, 0.6 percent is invested
with persons with disabilities-owned firms, and 0.3 percent is in-
vested with multiple minority-owned firms.

From an asset class standpoint, CTPF has exceeded its diversity
policy goals in the equities, fixed income, and alternative spaces.
Our policies are simply guidelines that establish minimum targets.

It is a part of our fiduciary duty to invest the Fund’s assets in
a prudent manner, and investing with diverse asset managers that
demonstrate outperformance and deliver strong returns is more
than prudent. It is wise.

Having diverse managers in your portfolio brings diverse
thoughts, improved decision-making, and solutions in a current
market environment that is challenged. The risk managers perform
the same, if not better, than non-diverse managers. They are a key
source of diversification as they complement large managers that
seek larger assets and deals. There is room for all.

As a prudent investor, it does not make sense to not take advan-
tage of the unique opportunity that investing with diverse man-
agers presents. As an underfunded pension fund, we simply cannot
afford to forego investing with diverse managers. Diverse managers
exhibit strong returns but they are dramatically underrepresented
in every asset class. They face many challenges such as investor
and consultant brand bias, perception of weaker performance, size
and infrastructure, and industry trends.

Key practices that CTPF has used to increase opportunities for
diverse managers include the following:

We have secured the commitment of our legislators, trustees, and
senior management. We have removed barriers. We have imple-
mented policies. We have tracked our performance in reference to
our policy goals. By establishing a process of outreach and engag-
ing with organizations that promote diversity, like NASP, NAIC,
ILPA, New American Alliance, and Accelerate Investors, just to
name a few.

Investors have the greatest power to effect change in the asset
management industry. In the Illinois Pension Code, it is declared
to be a public policy of the State of Illinois to encourage diversity
and inclusion.

While we take baby steps, Congress can move the needle and cre-
ate opportunities for diverse managers on a much larger scale. If
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only to listen to my testimony, I hope that I have played a small
part in expressing the importance of diversity and inclusion.

Thank you, Madam Chairwoman.

[The prepared statement of Ms. Miller-May can be found on page
43 of the appendix.]

Chairwoman BEATTY. Thank you.

Ms. Jones, you are now recognized for 5 minutes to give an oral
presentation of your testimony.

STATEMENT OF MEREDITH A. JONES, INVESTMENT
RESEARCHER AND AUTHOR

Ms. JONES. Thank you very much, Chairwoman Beatty, Ranking
Member Wagner, and Chairwoman Waters. I appreciate the invita-
tion to be here. I recognize that I submitted an enormously dense
written testimony with a lot of facts and figures, so I am not even
going to attempt to read that. I just would like to give you a few
highlights.

I have been in this industry for about 20 years. I have been re-
searching diverse asset managers for almost a decade. During that
period of time I have come to one very positive conclusion, and that
conclusions is, without reservation, that every single person, from
Wall Street to Main Street, is poorer because we don’t have more
diverse asset managers in the investment management and asset
management business. And I know that is a bold statement but I
want to say that because of three primary things.

Number one, we have discussed some about the performance of
diverse asset managers. Most studies that are available show that
their performance is either comparable to or higher than a non-di-
verse cohort. It doesn’t matter where you look. If you look at di-
verse asset manager outperformance, if you look at the addition of
diverse asset management members to non-diverse firms, you see
a boost in performance. And if you look at the representation of di-
verse firms in the top quartile, again you see an overrepresenta-
tion. Even if you look at firms that are managed by people who
grew up poor, they outperform.

So what does this tell me? This tells me that every investor out
there, from the wealthiest individual to the firemen, policemen,
and teachers who depend on well-funded pensions to be able to en-
sure their retirement, are not achieving the returns that they
should be achieving.

Number two, we know that minorities and women have a tend-
ency to have different cognitive and behavioral preferences. These
preferences lead to differentiated investment behavior, and dif-
ferentiated deal flow, and that can actually have pretty big im-
pacts, again, for all investors. It can provide liquidity when mar-
kets are melting down, because it has been shown, for example,
that women sell into downwardly trending markets less than men.
It can provide differentiated returns when it comes to private eq-
uity, which is sitting on a mountain of dry powder it needs to in-
vest, and yet diverse private equity managers actually tend to find
different deals with lower valuations, with better returns.

So, we could actually mitigate market bubbles and bursts and we
could actually provide additional diversification within portfolios if
we had more diverse members in the industry.
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And then, finally, because we have so few diverse individuals
within the asset management spectrum, we see investment not
coming into certain parts of the world. If you look at venture cap-
ital, for example, two-thirds of venture capital is concentrated on
the East Coast and the West Coast, and the vast majority of it is
focused with white male founders. In fact, if you look at the
amount of venture capital that goes to female founders, that is 2.2
percent over the course of the last 2 years. If you look at the per-
cent of venture capital that went to minority founders, including
blacks and Latinos, over history, that has been about 1 percent.

That is not acceptable. Why is that not acceptable? It is not ac-
ceptable because we are ignoring an enormously powerful con-
sumer group. Women, right now, control 51.3 percent of the
investable wealth. That is going up to 66 percent. Blacks actually
saw an increase in income over the $200,000 mark of 138 percent.
Latinos are the fastest-growing economic demographic out there. So
by not funding and meeting their needs, we are in dire trouble of
not having a robust economy, and we are also not creating jobs in
these underserved areas.

And so if you take all of that as truth, and believe that you are
poor, then obviously we need to fix it, because I think no one here
wants to know that firemen, policemen, and teachers, and you,
yourselves, may be less well off. There are a couple of different
ways, I think, to address that. The primary way is education, mak-
ing sure that investors know that they are missing out if they do
not encourage diversity within their asset management firms. My
experience is that if investors demand it, Wall Street will respond.

The second thing is to educate asset managers about the benefits
of having diverse members on their teams, and then also the risks
that they face if they don’t, not being able to capture the assets
under management, having investors choose other firms.

And then finally, we have to choose to educate women and people
of color at a very early age. They are not getting access to edu-
cation that shows this 1s a robust career opportunity for them, and
they are also not getting the experience and the knowledge to be
able to do that, and I think that we could make huge strides in
that area.

Thank you very much.

[The prepared statement of Ms. Jones can be found on page 33
of the appendix.]

Chairwoman BEATTY. Thank you. I now recognize myself for 5
minutes for questions.

Let me again just say thank you to all of you for your testimony.
You gave us a lot to digest this morning. We have heard a lot about
the shortage, that there is no shortage of high-performing, diverse
firms. From Wall Street to Main Street, we are getting poorer if we
don’t make a change. That, in part, is why we are here.

I will start out with you, Mr. Rogers. We have heard a lot of
terms used today, for example, the “Rooney Rule”, but we have also
heard, “emerging managers.” We have heard “business diversity”,
and I want to thank you for sharing that with us earlier and I as-
sure you that we are now saying, to all of the financial institutions,
tech companies, and everyone who comes before us or meets with
us, that our top priority is business diversity.
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Tell me, when you hear the term “emerging managers”, which
was once characterized as a term used for women- and minority-
owned firms who were traditionally underrepresented in asset
management, what are your thoughts? Do you think there are any
unintended consequences as a result of that term?

Mr. ROGERS. Thank you so much for following up on these impor-
tant issues. I really, really appreciate it.

I think there are a couple of unintended consequences. I think,
number one, if Melanie Hobson was here, she would tell you that
when you go to conferences on emerging managers and you talk to
leaders in the industry, because it was always focused on the size
of your firm, now 80 percent of emerging managers are typically
white male firms, people who have left majority firms, started their
own firms, and now, all of a sudden, they qualify under emerging.
And a lot of well-meaning, progressive decision-makers think they
have hired minority firms when, in reality, they haven’t. So, I
think that is the number one concern.

The second concern is that when I started in 1983, people always
said, “You need to get to size, and develop a performance track
record so they will hire you.” Now what has happened is once you
got over the magical $2 billion or $3 billion in a lot of States, peo-
ple said, “Now you are too big. We are looking for the next John
Rogers. We don’t want to hire you.” And I think that has been a

roblem in our industry, is whenever we get to that $2 billion or
§3 billion, people stop being interested, and I think it is the reason
so many small minority firms, as they got toward that level, actu-
ally never get above it and then fall apart and actually close be-
cause of that issue.

So I think that is very critical, and we have to make sure that
we understand that to be successful, as we said, these big firms
have trillions of dollars under management. We can’t compete un-
less we get to $20 billion, $30 billion, $40 billion, where we can
hire the best people, have the best compliance officers, the best
technology officers, to really be able to be on the even playing field.
So, that is another big unintended consequence of emerging.

Chairwoman BEATTY. Thank you. The next question is for you,
Mr. Martinez, and you, Ms. Chia.

Empirical research found that funds managed by diverse-owned
firms were actually overrepresented in the top-performing quartile
of mutual funds, hedge funds, and private equity, and yet consult-
ants are sometimes seen as the gatekeepers for assets, are often bi-
ased against diverse-owned firms because they have all these pre-
conceived notions.

Tell me your thoughts. Are consultants providing equitable ac-
cess in this field, or not?

Mr. MARTINEZ. Thank you, Madam Chairwoman. I think that
there is an incredible power to incumbency. Consultants favor the
firms they know extremely well and that they have extremely long
relationships with, and as a result, it is incumbent on us, as cus-
tomers, to be able to say to a consultant, “We care about diversity.”

Chairwoman BEATTY. I am going to rush you only because I have
39 seconds, and I want her to also answer. And you can also an-
swer in short answers, like yes or no.
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Ms. CHIA. I agree with Mr. Martinez on the importance of incum-
bency. Most consultants, when they do a new fund, 70 percent go
to current investment managers.

I would also like to add the personal risk of making a decision
with an unknown manager. There is bias against voting against
yourself or with someone you know.

Chairwoman BEATTY. Okay. Thank you. I only have 8 seconds.

Would you all support a version of a Rooney Rule? Yes or no?

Mr. Martinez?

Mr. MARTINEZ. Yes.

Chairwoman BEATTY. Ms. Jones?

Ms. JONES. Yes.

Chairwoman BEATTY. Ms. Miller-May?

Ms. MILLER-MAY. Yes.

Chairwoman BEATTY. Ms. Chia?

Ms. CHIA. Yes.

Chairwoman BEATTY. Mr. Rogers?

Mr. ROGERS. Yes.

Chairwoman BEATTY. Thank you.

It is now my honor to yield 12 minutes to the honorable chair-
woman of the full Financial Services Committee, Chairwoman
Maxine Waters.

Chairwoman WATERS. Thank you, Congresswoman Beatty, for all
of the work that you are doing dealing with this issue, and I thank
all of our witnesses who are here today.

I want you to know that I established this subcommittee of the
Financial Services Committee because it is time for Members of
Congress to get serious about diversity and inclusion. I have been
working on this for 30 years now. I started in California with the
pension funds there, and we were able to get started in that time
with the emerging managers, as you have described, and I under-
stand the limitations with that.

But it is extremely important that we open up these avenues for
involvement, because I saw what it was able to do with individuals
like Victor MacFarlane, who was one of the beneficiaries of the
emerging fund, and also Mr. Marx Cazenave, and all of those who
came forward back in 1990-whatever, 1991, when we got involved.
And also, I have seen when we have comptrollers around the coun-
try like you had in New York at one point, who was able to open
up these opportunities.

So, establishing this subcommittee gives focus to this issue. And
now all that we need is a commitment from the Congress of the
United States, the Members of Congress, to do the right thing. We
are going to move forward, very aggressively, and we are not going
to act in some of the ways that we have acted since I have been
here in Congress, where we get turned down when we have had
some meetings, by those who should be opening up opportunities,
and we let it go. It won’t be that way anymore.

I thank you for being here today. We are honored. We are going
to be aggressive, we are going to be persistent, and I thank all of
those who have been struggling and who have been helping out
with this issue for so many years.

I yield back. Thank you.
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Chairwoman BEATTY. Thank you very much to our Chair. Now,
I have the distinct honor of going to the ranking member of the
subcommittee, and my good friend, the distinguished ranking mem-
ber, Ann Wagner, for 5 minutes for questions.

Mrs. WAGNER. Thank you, Madam Chairwoman, and thank you
all for your testimony and presence here today.

Like all asset managers, minority- and women-owned asset man-
agers deserve an equal opportunity to manage funds for institu-
tional investors. Firms should not be disadvantaged due to the
composition of their ownership.

Ms. Jones, from your work in this area, what are some of the
most effective ways to remove obstacles for diverse asset managers
and increase their access to funds? You may want to also finish
your answer to the chairwoman’s previous question.

Ms. JONES. I think I can incorporate that into my answer.

I look at this as being a three-pronged process. I don’t think
that—because this is a complicated issue, I don’t see that there is
a simple solution, unfortunately. So the way that I look at it, we
really have to consider three different avenues of solution here, the
first being education, as I mentioned. We have to educate investors
about what they are missing out on. We have to educate asset
managers on how do a better job with diversity and inclusion and
what they may be missing out on. And then we really have to edu-
cate girls and people of color at an early age so that we have an
effective pipeline.

I am a member of the board of directors for a nonprofit called
Rock the Street, Wall Street. We provide year-long financial and in-
vestment literacy education to high school girls. Ninety-seven per-
cent of them have a higher understanding, a better understanding
of asset management and investment by the time they are done.
Sixty-seven percent say that they would actually opt into an asset
management major or minor going forward. So, that is pretty huge.
And 69 percent of our girls are people of color. So we are trying
to build the pipeline. That is number one.

Number two, we have to engage, and part of that engagement is
encouraging firms to disclose things like their diversity statistics.
That way, consumers can make an informed decision about which
firms offer the best chance at getting cognitive and behavioral
alpha. So it also allows us to be able to track progress.

The third thing would be, I think, mandates, and that is where
the Rooney Rule comes in. Without those first two, we risk not hav-
ing a great pipeline, and we also risk a fair amount of gamesman-
ship when i1t comes to people trying to take advantage of these
types of mandates.

I have seen this happen already, where people who are—where
firms are giving ownership to diverse individuals in order to dis-
qualify for these mandates, but it doesn’t create long-term change.
It doesn’t help build the next generation. So I think we need the
full enchilada in order to be successful.

Mrs. WAGNER. And in fact, I will say, Ms. Jones, we have had
panelists and witnesses who have talked about how important it is,
not just for the candidates who are being interviewed but for the
interviewers and those who are making those decisions to also be
people of color and women and a more diverse panel.
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Asset management is a $74 trillion industry and it continues to
grow every year, but the diversity of asset managers in the indus-
try has obviously remained low, both in terms of the number of di-
verse-owned firms and funds as well as the number of assets under
management.

Ms. Jones, what are some of the ways to increase the number of
women and minorities in this industry, if you want to elaborate
some more?

Ms. JONES. Yes. I think that one of the important things we have
to remember is it is not just the ownership that is the problem; it
is the actual participants in the industry. If you look, for example,
at private equity, only 11.7 percent of private equity executives are
women. If you look at venture capital, only about 8 percent of in-
vestment professionals in venture capital are women. Eighty-two
percent of venture capital firms don’t have a single black invest-
ment partner with them.

These are where the next generation of fund managers come
from. This is where the next generation of people of color and
women who are going to own a business come from. So, we actually
have to address that problem.

Mrs. WAGNER. And I know that you have done a great deal of
work, and in my limited time here, related to increasing the par-
ticipation among women and minorities in the STEM program, and
it is something that I also talk about a great deal, how can we in-
crease the number of women and minorities who are enrolling in
STEM courses and other programs that could lead to a career in
asset management? It is not just through financial services.

Ms. JONES. Right.

Mrs. WAGNER. It is across-the-board. Business courses have re-
mained low in terms of their enrollment. I know you may not have
time to answer, but—

Ms. JoNES. We have to start much earlier than we think. Unfor-
tunately, right now, most of the intervention is focused around the
college and MBA level.

Mrs. WAGNER. Right.

Ms. JONES. We have to start earlier. People start opting out at
age 11, so unless we can get public-private partnerships to inter-
vene and provide education and inspiration for women and people
of color at that stage, then a lot of people have already opted out.

Mrs. WAGNER. Thank you so much. I yield back.

Chairwoman BEATTY. Thank you. The gentlewoman from North
Carolina, Ms. Adams, is recognized for 5 minutes.

Ms. Apams. Thank you, Chairwoman Beatty, and thank you for
convening this timely hearing, and to all of the witnesses, thank
you very much for being here today to discuss the importance of
diversifying our asset managers.

We have said time and time again here in this committee and
in the larger committee that making an investment in diversity
and inclusion is not only the right thing or the moral thing to do,
the data shows us it makes good business sense. Organizations
make smarter decisions, they function more effectively, and they
experience increased productivity and greater profitability. But yet,
minorities and women continue to be underrepresented.
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Let me begin my questioning by indicating that investors do rely
on the advice from investment consultant firms about which man-
agement firms are best qualified to manage their investments, but
if the investment consultant firms are biased against diverse-
owned firms because of preconceived notions that they are too
small or risky, they may not be getting the same opportunities as
other firms.

Mr. Rogers and Ms. Chia, what challenges have you faced as a
diverse asset manager being contacted by, or getting meetings with
investment consultants about managing funds?

Mr. ROGERS. Over the 36 years, we have had varying results
with different consultants. There are some extraordinarily open
consultants who want to work with diverse firms, who believe in
it. Early in our career, we would not have been able to make it to
the next level without those types of consultants. And I know with
the Knight Foundation, a lot of their work, they have worked very
carefully with their consultant, Cambridge Associates, to be able to
get the job done.

At the same time, there are a lot of consultants who, as I came
along, had never had an African-American professional or a woman
in a leadership role in their organizations. They weren’t used to
interacting with people of color and diverse communities. So, of
course, when they were being pushed by their clients to do it, they
got resistance, because as we all know in this country, there is a
lot of anti-Affirmative Action sentiment, and it shows up in lots of
different ways, whether it is through college admissions to, again,
the business world. And so I think that is a real challenge.

Ms. Apams. Okay.

Mr. ROGERS. The way to overcome that is you have to have—the
customer has to demand that the consultant live up to the values
of the institution that has hired them.

Ms. Apams. Okay. Great.

Ms. Chia?

Ms. CHiA. I will second that, and we have seen some State pen-
sion funds be the real leaders in this area, and AAAIM would like
to see more pension funds and more endowments and foundations
step up. And as Mr. Rogers said, “deliver on the values of not just
institutional investors but the pensioners they serve.” We want to
reflect that in the investment mandates.

Ms. Apams. Okay. Thanks very much.

Ms. Miller-May, what more could diverse asset managers do to
make themselves more competitive as well as to build relationships
and confidence with fund investment officers?

Ms. MILLER-MAY. I tell diverse managers the RFP should not be
the first time that I am meeting you. They need to build relation-
ships way before we get to the point where we are searching for
a manager. It is paramount that we know who we are investing
with, we understand their track record, we understand how they
invest, how they source deals, how they execute deals.

We have what we call a First Friday where we see managers
every first Friday of the month and we have them present to us
so that when we do a search we know the managers who are out
there in the universe of managers.

Ms. Apams. Okay.
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Ms. MILLER-MAY. We are a trustee-led firm and a staff-led firm,
not a consultant-led firm.

Ms. Apams. Thanks very much.

Mr. Martinez, your research indicates that funds are managed by
diverse-owned firms who are overrepresented in the top-performing
quartile of mutual funds, hedge funds, and private equity, despite
being underrepresented in asset under management for each asset
class, so what do you conclude about the notion that diverse asset
managers perform poorly?

Mr. MARTINEZ. That 1s certainly false. There are managers who
perform well and there are managers who perform poorly. That is
across all gender and racial sectors.

Ms. Apams. Okay. Let me ask a yes-or-no question to everyone.
Should companies be required to share their diversity data, includ-
ing their use of diverse asset managers? Chairwoman Waters and
Chairwoman Beatty sent requests and we didn’t get what we
thought we would get. Could you just tell me yes or no, should they
be required to share their diversity data?

Mr. MARTINEZ. Yes.

Mr. ROGERS. Yes.

Ms. CHIA. Yes.

Ms. MILLER-MAY. Yes.

Ms. JONES. Yes.

Ms. Apams. All right. Thank you very much, Madam Chair-
woman. I yield back.

Chairwoman BEATTY. The gentlelady yields back.

The gentleman from Wisconsin, Mr. Steil, is recognized for 5
minutes.

Mr. STEIL. Thank you very much, and thank you for holding to-
day’s hearing as to how we can further diversity and inclusion on
what is a very important topic. In particular, we know that women-
and minority-owned firms should not be disadvantaged.

But where I want to look is to the discussion about what kind
of burdens we are placing out there a little bit, and Ms. Miller-
May, I want to ask you a question. As you know, my district sits
on the Illinois-Wisconsin border, and as I look south we see some
real struggling with pensions kind of across-the-board, and so we
naturally watch what happens, very likely out of these 66,000
members, some of them would live north in my district, which is
part of the Census-designated Chicago metro area, in some areas.

Could you note what the actuarial accrued liability of your pen-
sion fund would be off of the 2018 annual report?

Ms. MILLER-MAY. It is 7 percent.

Mr. STEIL. I would ask unanimous consent to submit the Chicago
Teac}cllers’ Pension Fund 2018 Comprehensive Annual Report to the
record.

Chairwoman BEATTY. Without objection, it is so ordered.

Mr. STEIL. Because in there you will note that the actuarial ac-
crued liability of the pension fund is $22.9 billion, as of June 30,
2018, which was in increase of $1.1 billion from the previous year.

So of that amount, do you know how much of the accrued liabil-
ity is underfunded?

Ms. MILLER-MAY. We are 49 percent funded, so we are just at 51
percent.
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Mr. STEIL. About $12 billion underfunded, with total assets in
the fund in the neighborhood of $10.7 billion as of the last annual
report.

And if we look at what those rates of return are for 2018, the
5-year rate of return, do you know what that was?

Ms. MILLER-MAY. For 2018—

Mr. STEIL. Nine percent. And so, 9 percent for 2018, 8.8 percent
over the last 5 years, which is roughly in line with the S&P 500,
depending on exactly how you calculate that out, and you guys are
balancing things out, not purely in equities.

But if you look at the unfunded liability that is going to increase,
as noted in the report, it will continually increase through 2039,
and it will never be fully amortized. It will never be fully amortized
under the current structure, which means that eventually these li-
abilities are going to be held by taxpayers in Chicago and in the
State of Illinois.

Do you know what percentage of your assets are held in U.S. eq-
uities?

Ms. MILLER-MAY. Right now, 30 percent.

Mr. StEIL. Right. So, 29 percent, and if you looked at total equi-
ties across-the-board, including in the foreign, it is about 59, 60
percent.

And so as I look at some of the proposals that we have in front
of us, from a legislative perspective, to continue to put burdens on
publicly traded U.S. equities, and we have seen this kind of across-
the-board, not only from this committee but kind of this growing
trend across the board to continually put burdens and reporting re-
strictions specifically on U.S. publicly traded equities, which is ex-
actly what your pension beneficiary is relying on, which is cur-
rently underfunded by about 50 percent.

And so out of your 66,000 members, they need to see that
growth, and we have seen this trend in Congress to continue to put
burdens on publicly traded companies for reporting requirements
and other requirements, and I get concerned about the overall
fund’s investment performance and how we are going to have U.S.
publicly traded companies performing in the United States against
the burden that we are placing them on the SEC. Pension bene-
ficiaries and retirees are reliant upon these returns, and their fu-
tures depend on it.

I couldn’t speak more to the importance of making sure that we
are not allowing women- and minority-owned firms, in any way,
shape, or form, to be disadvantaged, but as we look at the policy
solutions to address that, I think we have to be cognizant of the
burdens that we continually put, from a reporting perspective, on
publicly traded companies for the SEC to manage, and look for my
colleagues across the aisle, and on this side, to continually be cog-
nizant of the fact that we continually place burdens or propose bur-
dens, in this case, on the SEC for reporting requirements, which
continually build, and the impact that is having on pension funds
in the United States, on retirees’ assets in the United States. I
think that is just terribly, terribly important.

I appreciate the time, and I yield back the remainder of my time.
Thank you.

Chairwoman BEATTY. The gentleman yields back.
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The gentlewoman from Pennsylvania, Ms. Dean, is recognized for
5 minutes.

Ms. DEAN. Thank you, Madam Chairwoman, and I am delighted
that you are holding this subcommittee hearing today.

Just recently, about a week ago, in my office, we had a hearing
on diversity and inclusion among business leaders, government
leaders, and people in law, and it was a very stunningly, striking
similar conversation. From Mr. Martinez, where you actually de-
cided that you thought you were doing well in terms of diversity,
but when you looked around, you weren’t. That was one of the rec-
ognitions among the people, the leaders who were in my office, who
said, “We actually looked at our organization, thought we were
doing well with diversity, and we are just not.”

The other thing that I noticed each of you said was to be inten-
tional, to be deliberate, that if you recognize you have a problem,
you have to deliberately do something about it.

I will start with you, Mr. Rogers. I was particularly struck by
your testimony. You very quickly ticked through three of the areas
that are a part of the problem, that notion of sort of birds of a
feather flock together. We seem to just gather with the same type
of folks, and one of my questions is, how do we break through that?
And I think one of the answers is going to be education, as Ms.
Jones will say.

The second one I thought was very interesting. There is an im-
plicit and unconscious bias. Again, how do we break through that
African American-owned, minority-owned, or women-owned money
managers?

But one that I really want you to take a look at is the third no-
tion. You say that many banks, corporations, and nonprofits have
embraced well-intentioned supplier diversity programs, and that
maybe gives us a skewed picture of diversity. Could you just speak
to that third aspect first, Mr. Rogers?

Mr. ROGERS. I will try to put both of them together. A quick
story, when I was president of the Chicago Park District 25 years
ago, there were 9 museums on park land, so I was ex-officio on all
of those boards. And I said to those folks that we wanted to be liv-
ing the values of the City of Chicago and that the museums on
park land should be using minority-owned firms, the same way the
City of Chicago was doing it, under the leadership of Richard
Daley. and before that, Harold Washington.

And what they did is they came up with an idea of a symposium,
and the symposium was a one-day. We brought minority vendors
together with the decision-makers from the museums. And they
ended up with an invitation that was a man in a hard hat with
a shovel, and the tagline was, “Digging Up Business.” So when
they thought of minority business leaders, they thought of us as
people with a shovel, with a hard hat. Those are very honorable
fields, those are very, very important, but they didn’t think about
us being their lawyer, their accountant, their money manager, their
asset manager, or their investment banker, where again, the profit
margins are so high today, and it is such an important part of to-
day’s economy.

So, it ties together this implicit bias, unconscious bias, this idea
that we have looked at supplier diversity, which needs to be
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changed because it really is 40 years out of date. The economy has
moved to a financial services, professional services, and technology-
based economy so we have to move with it if we want all of us to
be included in our economy.

Ms. DEAN. Okay. Mr. Martinez, if you would go back on what you
were talking about in terms of recognizing there was a problem
and then you began this study, what are some of the other things
that you learned as a result of your study?

Mr. MARTINEZ. One of the things to this idea of data and cap-
turing data is how difficult it is to actually be able to do these stud-
ies and what that implies for governance. So, to be intentional is
partly to hold people accountable, to get data on a regular basis
and look at the portfolio and how that occurs.

To the point of performance, when you combine the issue of sort
of smaller sizes of funds, but overrepresentation of performance,
our belief is that there is overperformance, there is alpha, as we
would say in the investment field, being left on the table, because
you have managers who could be outperforming with greater assets
and generating greater returns, who are not getting access to that.

Ms. DEAN. Okay. And finally on the issue of education, and
maybe I will go to you, Ms. Jones, I represent suburban Philadel-
phia, Montgomery and Berks Counties. It is a robust, diverse area,
but the thing I try to connect my schools districts to are people like
you. So, I love the idea that you are talking to young people, par-
ticularly young girls, and opening their eyes to other opportunities.
I invite you to come to my district. What are some of the ways that
you a})ctually—can you sort of describe to us that educational pro-
gram?

Ms. JONES. The educational program that I work with is both for-
mal and informal. So, we have a year-long educational program
that goes into high schools for one year. The first part of the semes-
ter is based on classroom learning and the second part is on men-
toring and having interactions.

We start out with very basic financial concepts like budgeting
and things like that, making sure that people understand money,
which, because a lot of our students are disadvantaged and in dis-
advantaged areas, they may not, and then we move on to more ad-
vanced concepts. So, if a school stays in the program for a long
time—let’s say a girl goes through the program for 4 years—she
could learn about things like how to trade options by the fourth
year, which means that they can go into any kind of economics or
finance program they want to, in college or in graduate school.

But it is also important—

Chairwoman BEATTY. The gentlelady’s time has expired.

Ms. DEAN. I'm sorry. My time has expired. Again, I invite you
to come help me and my young people. Thank you.

Chairwoman BEATTY. Thank you. The gentlewoman from Texas,
Ms. Garecia, is recognized for 5 minutes.

Ms. GARcIA OF Texas. Thank you, Madam Chairwoman, and
thank you again, as others have said, for bringing attention to this
very critical issue. I think we won’t be where we need to be unless
we have true economic power, and it certainly comes from not only
the dollars that we earn but the dollars that are invested. So,
thank you for putting this together.
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And thank you to all the panelists. This has been a concern of
mine for many years. As some of you may know, I was the elected
city comptroller in Houston back in the 1990s, in a couple of prior
lives before this one, and I always made it a point to make sure
that our office included, not only in the bond issues that we did,
but also in the investment portfolio, to ensure that minority- and
Wom(eizn-owned businesses got included, fully included and partici-
pated.

I think that we can’t wait for more States to act like Illinois and
others. We must do something here. And, Mr. Rogers, I was really
struck with the example you just gave about your museum work
and by your characterization of calling some of this a “modern-day
Jim Crow.”

If you could think of the one single thing that we could really act
on to change that, to ensure that there was no Jim Crow and that
there were not even remnants of Jim Crow, what would it be? And
if you would, please, because of time, could you just keep it simple?

And then I want everybody else to answer the same question,
like the one thing we need to do.

Mr. ROGERS. I know Bill Von Hoene from Exelon has testified
here recently, and what Exelon does better than anyone is they
keep track of all of the spending by categories. So, if you have
transparency and you can see how much of the advertising dollars
are going to minority firms, how much to the investment firms, or
how much to the construction contracts, everything is exposed and
everything is transparent, right-meaning people will start to give
opportunities to people in all aspects of the spend. So, that is what
is key, is that transparency, keeping track of every category, not
the total amount, which sometimes obscures what is really hap-
pening underneath.

Ms. GARCIA OF TEXAS. Okay. Ms. Chia?

Ms. CHIA. I would like Congress to lead by example, to mandate
funds under Federal management to be subject to regularly pro-
vided open competition.

Ms. GARcIA OF TEXAS. Like you said earlier, for the Rooney Rule.
Okay.

Ms. Miller-May? And again, thank you for the good work in Illi-
nois.

Ms. MILLER-MAY. Thank you. I think the first thing is to set poli-
cies, to systematically remove barriers, and to track and measure
your goals and how you are performing against those, and to im-
prove on that.

Ms. GARCIA OF TEXAS. So you mean that that needs to be trans-
parent?

Ms. MILLER-MAY. Yes.

Ms. GARCIA OF TEXAS. Ms. Jones?

Ms. JONES. In addition to education, I think the number one
thing we can do is if we do accept my premise that this is valuable
information for investors to have in order to be able to maximize
returns and diversification, that we have to make it where firms
are transparent and they provide this non-financial data as an-
other decision-making point for anyone who is looking to make an
investment.

Ms. Garcia oF TExAs. Okay. Mr. Martinez?
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Mr. MARTINEZ. In addition to all of these great points, I think
that from a customer’s perspective, we have to encourage each
other as customers and hold ourselves accountable to making sure
that we are asking this question and asking the question specifi-
cally. So, for example, on the question of diversity, it is not enough
to ask, if you are talking to an asset manager, “What is the diver-
sity percentage of your firm?” It is, “What is the diversity within
your investment operations?”, to better understand how they are
building their pipeline.

Ms. Garcia OF TExAs. Right, and what can we be doing in the
private sector? You are in a private foundation. And again, I ap-
plaud you and I know that my colleague has already mentioned
you basically decided you weren’t doing enough and you needed to
take action. What can we do to get other private foundations and
private industry to see the light as you have seen?

Mr. MARTINEZ. I do think that some of it is a little educational.
I think that there is a misconception that comes from this idea of
necessarily performance or underperformance, a belief that that ex-
ists, that it somehow would violate a trustee’s fiduciary responsi-
bility to continue to ask for diversity. I think to the extent that we
hold ourselves accountable to understand and educate ourselves
that there is overperformance to be had, and then be transparent
in our own data with each other, that would go a long way.

Ms. GARcIiA OF TExaS. Thank you, and, Madam Chairwoman, I
yield back.

Chairwoman BEATTY. Thank you.

The gentleman from Florida, Mr. Lawson, is recognized for 5
minutes.

Mr. LAWSON. Thank you, Madam Chairwoman, and I welcome
the witnesses to the committee.

Minority-owned firms are often unable to meet what some of you
all dictate as the minimum requirement to set up institutional in-
vestors, such as size, asset, and experience, length of track record.
How can we level the playing field to ensure that minority-owned
firms are able to meet the minimum requirement? I say that be-
cause it might have been Ms. Miller, it could have been Ms. Jones,
who stated that a lot of these asset managers who maybe start up
on Wall Street for a while and then they leave and start their own
firms, they are still at a little bit more advantage in the market-
place than minorities and women who are not able to do that.

From that standpoint, how do you level the playing field so that
you can bring more people of diversity into this area? And every
one of you can take a shot at it if you would like.

Mr. Martinez?

Mr. MARTINEZ. Thank you very much. I think it is kind of two-
fold. One is a long-term and the other one is a short-term answer.
I think in the long term, it is certainly asking asset managers to
establish large institutional asset managers to increase their diver-
sity within their investment operations, to build that pipeline.

But secondly, the question is from a customer perspective, as an
asset allocator, how do we set our size guidelines? So if I say, for
example, I can only write a $100 million check to a firm, then that
excludes everybody beneath a certain size. The question would be,
can I be on the ground floor or can I help a quality manager grow
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by writing a smaller check and then increasing that over time, as
I build the relationship? So, it is judging our own internal criteria.

Mr. ROGERS. I would follow up on the comments I think Ms.
Jones made, and others, that one of the key things that Maynard
Jackson did extraordinarily well when he was Mayor of Atlanta,
and other political leaders of that generation, they insisted that all
the financial services firms that did business in that City had to
look like that City. And those leaders who became managing direc-
tors and partners in those investment banks in that generation ul-
timately were the ones who started the next generation of big com-
panies—the Loop Capitals, the Williams Capitals, the firms like
that. It came from that kind of initiative.

I think we have to get our local political leaders to make sure
that the investment firms that do business in their cities look like
their cities, or otherwise not do business with them.

The second thing is we have to get financial services companies
in local communities to partner with urban public schools. That is
what we have done with our Ariel Community Academy, teaching
financial literacy to these young people. It is not only important
that they are learning about the stock market and investing but
they are starting to see role models who look like them, who are
in the financial services industry. And so we need to encourage
that to happen more and more in this country, and hopefully we
will be able to inspire people to make a difference.

Mr. LAWSON. Okay. Ms. Chia?

Ms. CHIA. Organizations like AAAIM, NAIC, and NAA make it
very easy for institutional investors and asset owners to come and
meet diverse managers. That is what we are built for. And for any
one of these asset owners seeking managers, they can come to us
or come to our events and meet extremely well-qualified, highly-
educated managers.

Ms. MILLER-MAY. In Illinois, we search for managers through a
request for proposals. Staff has taken the ownership—or writing
the language that is in those RFPs. So, we will write specifically
for minority, women, and disabled managers that we are searching
for a minority or diverse firm. We will lower the AUM that they
need. We will shorten that track record. We will size that mandate
specifically so that it is open for all diverse managers to present.
And then we will ensure that any qualified minority manager is a
finalist for that search.

Mr. LAWSON. Okay. Ms. Jones, I have about 27 seconds.

Ms. JONES. One of the things I think is very real and that Juan
mentioned is that there are some structural barriers for people in-
vesting in some of the smaller funds. An investment policy state-
ment, in many cases, states that you cannot be more than X per-
cent of a fund’s assets under management.

There have been a number of endeavors where people have tried
to go out and create an aggregation system. You aggregate the as-
sets of these smaller, diverse managers to make it easier for people
to invest. Those have not yet been successful. So, anyone who is
able to actually facilitate that will go a long way in helping these
smaller managers reach critical mass.

Mr. LAwsON. I yield back, Madam Chairwoman.

Chairwoman BEATTY. Thank you.
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The gentleman from Missouri, Mr. Clay, who is also the Chair
of our Subcommittee on Housing, Community Development, and
Insurance, is now recognized for 5 minutes.

Mr. CLAY. Thank you so much, Chairwoman Beatty, and let me
also thank the panel for your participation in this hearing today.
And along the same lines of questioning as my friend from Florida,
I want to ask about how investors rely on advice from investment
consulting firms about which asset management firms are best
qualified to manage their investments. But if investment consult-
ant firms are biased against diverse-owned firms because they
have preconceived notions that they are too small or riskier, they
may not be getting the same opportunity as other firms, despite
their documented high performance.

Mr. Rogers and Ms. Chia, what challenges have you faced, as a
diverse asset manager, in being contacted by or getting meetings
with investment consultants about managing funds?

Let’s start with Ms. Chia.

Ms. CHIA. Thank you for that question. Our observation at
AAAIM is that incumbency is a huge issue. When consultants do
searches, they tend to go with the people they know. But there is
also the factor of career risk. A consultant is probably safer by rec-
ommending a known manager versus someone who is newer and
less established. So, that has been our observation and we have en-
couraged consultants to come to our events at AAAIM and to meet
extremely diverse and well-qualified managers. We have over 3,000
institutional investors and managers in our network.

Mr. CrAy. And Mr. Rogers, how do you overcome that and per-
severe? Go right ahead and answer the question.

Mr. ROGERS. It is a challenge, but the way you—first and fore-
most is performance. We have lots of diverse firms that have ex-
traordinary performance, and the data is there. That is one of the
great things about being in this industry is people can see your
performance, and that overcomes the biases often that are there.
But it is a challenge.

As I said earlier, there is still such an anti-Affirmative Action
feeling in this country in a lot of different parts of our commu-
nities, and somebody whose kid didn’t get into the school they
thought they should have and they think a minority kid took their
kid’s place, or someone got a promotion that they thought they
should have gotten and it is because they were diverse, that filters
into the way they view us, and so it is a challenge.

And the final thing is that the senior people in these firms often
are going to be most interested in being supportive—the CEOs, the
chairmen of these firms—but the decision-makers are the 30-year-
olds, who are further and further away from the Civil Rights Move-
ment, who didn’t see the sacrifices of the Dr. Kings and the John
Lewises and the others. And so they are less interested and less
sympathetic to seeing diversity and inclusion in all aspects of our
economy, and that is a challenge.

Mr. CLAY. And along those same lines, how do you get more
young people of African descent interested in pursuing careers in
investment management and private equity venture capital in the
industry as a whole?
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Mr. ROGERS. There are two things. One is that what we have
tried to do, and we talked about his earlier, The Ariel Community
Academy teaching kids starting in kindergarten through eighth
grade about the stock market, and giving them real money to in-
vest, and they watch that money grow over 8 years. We take them
to annual meetings to meet the CEOs and other leaders. Like when
Don Thompson was the CEO of McDonald’s, so they see people of
color in leadership roles and start to think about being CEO and
being in these top levels of the financial services industry, and that
is important.

The other thing we have done is at the University of Chicago, we
have created a program for minority students to work in the invest-
ment offices of major endowments throughout the United States.
And we think that is a great place to start, because if you are in
an endowment office, you are going to be able to learn about ven-
ture capital, private equity, and hedge funds. We have had several
kids at the Knight Foundation and I know it has gone very, very
well.

Mr. CLAY. And you bring up Chicago. I represent St. Louis, Mis-
souri. Any positive experiences from anyone on the panel in the
area of diversity who would say the City of St. Louis, or the State
of Missouri? And anyone can go at that.

Mr. ROGERS. The only one challenge that I have faced there is
we think that the universities in this country can be doing work
with minority-owned asset managers. They all have multi-billion-
dollar endowments, and most of them have never spent a dollar
with a minority firm in the history of their institutions, even if
they have hired 100 or more money managers. It kind of looks like
baseball in 1940. I remember going to see Wash U and finding they
had no interest in working with diverse firms.

Mr. CLAY. That is a very good point you raise. I will certainly
bring it to their attention.

Thank you, and I yield back.

Chairwoman BEATTY. Thank you, Mr. Chairman.

The gentleman from Ohio, Mr. Gonzales, is recognized for 5 min-
utes.

Mr. GonNzALEZ OF OHIO. Thank you, Madam Chairwoman, for
hosting this hearing today, and thank you to our witnesses for your
participation.

Prior to this hearing, I reviewed the 2017 GAO report that has
been mentioned a few times throughout the hearing. I was struck
by the finding that there was a bias within institutional investors
and their consultants. There was a bias against minority- and
women-owned firms to be even included in the asset manager
searches due to bias that their portfolio’s performance could suffer.
This is, of course, not substantiated in any data or recent studies.

Ms. Jones, in your view, what can be done to educate the indus-
try about the incorrect biases towards the performance of women-
or minority-owned asset managers?

Ms. JONES. Number one, I think that we have to make sure that
all of the information is presented in a clear and cogent and quick
manner. Unfortunately, a lot of institutional investors and consult-
ants are bombarded with information all the time, and so making
sure that they have this information at their fingertips is critical.
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The other thing is that they really need to be exposed to these
managers, have conversations with these managers. I think when
I talk to a lot of diverse managers, they lament the fact that they
are unable to get a meeting with some institutional investors and
consultants, and frankly, if you can’t get the meeting, then it is
really hard to educate someone about what type of niche invest-
ment, what type of specialized skill, what type of cognitive or be-
havioral alpha that you may have.

I think that those two things go quite a long way in trying to
break down some of those barriers.

The other thing I think we have to do is make sure that people
understand this is kind of a corollary to no one gets fired for buy-
ing IBM. It seems much safer to invest with a firm that lots of
other people are invested with. But, obviously, there can be lack of
reward in that too, because if everyone invests with the same peo-
ple then everyone gets the same undifferentiated return.

And so I think trying to help people overcome those types of bi-
ases would also be helpful.

Mr. GONZALEZ OF OHIO. Great. Does anybody else on the panel
want to comment on that specific issue?

Ms. Miller, it seems like you—

Ms. MIiLLER-MAY. I think that there should be checks and bal-
ances. We are hiring the consultants and, therefore, they work for
us. We should have, and we do have, staff who validates or chal-
lenges the consultants on what they are bringing to us. We do our
homework in-house to let them know that these are the managers
that we are looking at, and we challenge their diversity. They re-
port to us, on an annual basis, their diversity: which managers are
contributing to them as a firm, and some of the fees that they are
getting. So, it is about holding them accountable as well.

Mr. GONZALEZ OF OHIO. Great. Anyone else? Mr. Martinez?

Mr. MARTINEZ. I will say, one thing that has worked, and I think
is important for the Knight Foundation, has been asking ourselves
what level of diversity is involved in the portfolio on the manage-
ment side, and then being transparent about it to the field. So, if
you were to go on our website, for example, we have, in aggregate,
the dollars that we have under management by diverse-owned
firms. Encouraging that level of transparency, even if it is not at
the individual manager, which we do as well, but at a minimum
on the aggregate, I think creates an atmosphere where it is more
acceptable.

Mr. GONZALEZ OF OHIO. Thank you. And I don’t mean to kind of
typify, but when I think of the hedge fund world and the average
hedge fund manager, it is sort of a specific pipeline, more or less.
It is Ivy League or equivalent, a couple of years in investment
banking, an MBA from a top-tier school, and then going into the
hedge fund world. I think that probably is, I don’t know, 60 per-
cent, 70 percent.

How do we, as a committee or as a country, encourage more folks
from diverse backgrounds to enter into the pipeline at the earliest
stages and then make sure that we are fostering an environment
that allows them to progress through that kind of system, if you
will, throughout their careers?
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Mr. MARTINEZ. A wise man named John Rogers once told me
that if a young person does not see someone that they can identify
with in those spaces, then to them, even though the statistics may
bear out that that is an achievable goal, it becomes an impen-
etrable barrier. And so the question is, as customers, do we ask
and demand our asset managers to show diversity within the in-
vestment operations, and I think that is vital.

Mr. GoNzALEZ OF OHIO. Great. Mr. Rogers, do you have any-
thing?

Mr. ROGERS. The only thing I would add quickly is at the end
of the day I think universities could start to do a better job of
tracking how their graduates are doing at these big financial serv-
ices firms, how many are becoming managing directors and part-
ners.

Mr. GONZALEZ OF OHIO. Thank you, and I yield back.

Chairwoman BEATTY. Thank you.

I would like to thank all of our witnesses for their testimony, and
I would especially like to thank Ms. Jones and Mr. Rogers for re-
peatedly talking about education. And it is my honor, speaking of
education, to recognize in the audience Mr. Steven Miller with the
United Negro College Fund, and he is the Area Director of Develop-
ment, I am proud to say, from my great district in the great State
of Ohio. Thank you, and hopefully you can feed into that pipeline.

The Chair notes that some Members may have additional ques-
tions for this panel, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to these wit-
nesses and to place their responses in the record. Also, without ob-
jection, Members will have 5 legislative days to submit extraneous
materials to the Chair for inclusion in the record.

This hearing is adjourned.

[Whereupon, at 11:36 a.m. the hearing was adjourned.]
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Chairwoman Beatty and Members of the Committee, thank you for the opportunity to discuss
the experience of Asian Americans and Pacific Islanders in the investment industry.

{ am Brenda Chia, a founding Board member and current Board Co-Chair of the Association of
Asian American investment Managers (AAAIM). The organization was founded in 2006 as a
national non-profit organization dedicated to the advancement of Asian Americans and Pacific
Islanders (AAPIs) in the field of investment management. AAAIM provides a platform for
professionals in the industry to meet, network and create business opportunities. We deliver
value through educational events, face-to-face and online networking, and advocating for the
AAP! community through opportunities such as this hearing. The current network comprises over
3,000 institutional investors and fund managers.

Chservations

| would like to highlight a specific challenge faced by AAPIs, which is the model minority
stereotype®. It is broadly defined as the perception that AAPIs are successful and do not need
help in any field. in the investment business, there are diversity programs and industry
gatekeepers that, through their own policies, exclude AAPI managers. However, looking at the
numbers, AAPIs are 5.6% of this country’s population. The 2017 Government Accountability
Office reports that minority and women-owned firms manage less than 1% of all investment

* Harvard Business Review, “Asian Americans Are the Least Likely Group in the 1.5, to Be Promoted to
Management”, May 31, 2018
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assets valued at $70 trillion®. This is across the asset classes of equities, fixed income, alternative
assets such as private equity and hedge funds, and cash equivalents. Each percentage point is
waorth S700B. Clearly the model minority stereotype does not hold here. It is not about enriching
specific investment managers; it is about the impact on our community, Studies have shown that
minority and women-led investment firms invest in more diverse entrepreneurs and businesses.
We look “outside the box” for opportunities, often overlooked in urban and rural communities.
This in turn enriches our communities and creates more jobs, without sacrificing the returns
pension funds.need to meet their funding obligations.

The investment business is one that thrives on scale. The start-up costs and fixed costs associated
with smaller firms are such that they do not generate impact until they reach a threshold asset
base which varies by asset class. For example, a $1B public equity fund may generate S5M in
annual fees. It may sound significant but the costs of running a small fund are high due to the
costs for compliance, salaries for qualified staff and client service. Therefore, to create impact on
one’s community, total fund size needs to be an order of magnitude larger. However, there is a
balance between fund size and performance, Without broader access to capital, minority and
women-led funds continue to be marginalized because their assets under management will
restrict the types of investments that can be made.

I wish to touch briefly on the performance of smaller and mid-sized funds. Multiple research
sources such as Cambridge Associates?, Barings® and Bella Private Markets® point to the fact that
small and mid-sized funds deliver at least parity performance compared to very large funds.
There are some smaller funds that consistently that outperform the very large funds. For
example, in private equity, the very large funds with over $S10B have, over 12 years, delivered
returns that are in line with market indices. There has been no premium return for illiquidity and
risk. The question for institutional investors then, is how to balance allocation size while giving
minority managers a chance to make a difference in their returns.

Diversifying the pool from which investment managers are able to compete and ultimately be
selected makes good business sense for institutional investors. Several larger state pension plans
have come to a conclusion that they need to create a farm system equivalent by which they can
invest with smaller firms, many of which also happen to be ethnically and gender diverse. This
creates an environment where the small firms today could, in the future, become the next

2 GAO Report, “Key Practices Could Provide More Options for Federal Entities and Opportunities for Minority- and
Women-Owned Asset Managers”, Septernber 2017

2 Wall Street Journal article, “Blackstone Sets Sights on Largest Private Fund”, June 19, 2018

* Barings Viewpoints, “Don’t Judge a Private Equity fund by its Number”, lanuary 2019

® Bella Private Markets, “2018 Diverse Asset Management Firm Assessment”, January 2019
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generation of successful firms with trillions of dollars under management. Taking this one step
further, in order to achieve a level playing field, we propose that minority and women managers
not be limited to ‘set aside’ allocations where we compete against each other for a small slice of
the pie. We would like to compete for the whole pie.

Conclusion
AAAIM stands ready for AAPIs to have open and fair access to institutional capital.

A critical role that Congress can play is to create the opportunities for access to capital. While
one cannot legislate quotas or mandate criteria selection, Congress can create opportunity. The
federal government has triflions of dollars of pension funds and other capital under management,
none of which minority and women-led funds have access to bid or be considered as fund
managers. Congress could mandate that funds under federal management be subject to regular
and periodic open competition. Congress could also recommend that federal agencies ensure
that qualified minority and women-led funds are considered as part of the RFP evaluation
process. We urge Congress to consider adopting something similar to the Rooney Rule — a rule
used in the NFL to ensure that diverse coaches and managers are recruited for consideration for
senior positions. By creating opportunities, Congress can take some small steps toward ensuring
a more diverse pool of fund managers for consideration. It would be a meaningful step toward
opening doors and creating greater transparency.
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Chairwoman Beatty, Ranking Member Wagner and distinguished Members of the
Subcommittee, it is an honor to appear before you today at this important hearing on how to
achieve greater diversity in the asset and investment management industry.

By way of background, I am a 21-year veteran of the investment management industry. I began
my investing career in 1998 at a small hedge fund firm in Nashville, TN when I was hired by a
male CEO and financial services gender contrarian who believed that women made better
financial analysts than men. While I worked my way up from my entry-level position as a hedge
fund analyst to become the head of research and a member of the firm’s investment committee, |
never doubted my boss’s hiring wisdom (although, always a fan of diverse opinions, [ did
eventually integrate the department to include men during my tenure).

Employed roughly 1,000 miles from Wall Street, 1 did not initially realize that other asset
management and investment firms had far less gender diversity than mine. In fact, it wasn’t until
I started regularly speaking at investment industry conferences (where I was often one of few, if
not the only, female speaker) that [ began to recognize how little gender and racial diversity
existed in my chosen profession. I began to research diversity in asset and investment
management in 2010 and, over the past nine years, have come to appreciate just how unique my
investment “upbringing” was, as well as how unlikely it would have been for me to be sitting
here today without my original boss's unorthodox hiring preferences. However, even with that
leg up, admittedly it has been a rather solitary career path, with few diverse role models,
mentors, and sponsors along the way.

As challenging as the lack of diversity may have made my personal journey, that pales in the
face of the systemic cost of homogeneity in asset management. In fact, nine years of research has
left me with the unshakable knowledge that the Jack of women and minorities in the asset
management and investment industries is making everyone, from Wall Street to Main
Street, poorer.

While this may be a bold statement, I believe a number of factors support the assertion that, as a
society, we are missing out on a “diversity dividend.”
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1) A wealth of investment research suggests that diverse asset managers may provide
similar or even higher returns. Studies from thé NAIC!, CityWire®, BarCap®. Babalos®,
Morningstar®, Rothstein Kass® and others show that diverse fund manager performance
(either within separate funds or in mixed gender teams) is at least equal to and, in many
instances, greater than that of the total investment fund universe. A 2016 study by Oleg
Chuprinin and Denis Sosyura found that hedge funds run by individuals that grew u
poor (bottom 20 percent of households in terms of wealth) smmcsformid those managed
by managers from the top 20 percent by aver 1 percent per vear’, A 2019 study from
Harvard University’s Bella Research Group further found that women and minority
owned hedge funds, mutual funds and private equity firms had disproportionate
representation in top quartile performance figures®. Another Harvard study f
the chance of a venture capital-backed company filing for an Initial Public Offering
increased by 20 percent if the backing investors were from different ethnic backgrounds,
while venture capital firms that “increased their proportion of female partner hires by
10% saw, on average, a 1.5% spike in overall fund returns each year and had 9.7% more
profitable exits,” again per a Harvard Business Review study'®

These studies and others like them strongly suggest that investors, from the
wealthiest of individuals to the police, firemen and teachers that depend on well-
invested pension portfolios, may in fact have inadequate financial resources due to
lack of access to diverse investment talent.

2) Access to diverse asset management talent may provide another diversification tool
within portfolios, and may also help mitigate volatile market behavior, which is
currently dominated by a single cognitive and behavioral pattern. At least one study
has found that havmc More women on \3\ all ‘stieu could mducc masxxt \oimiri\ due to

platform Stash mnm% men §7% more i §\»i\ o sd 1= durmg perlods of market volatlhty
which means diversity potentially provides both stability and liguidity in the markets.

* http://naicpe.com/wp-content/uploads/2017/10/2017-performance-report.pdf

2 hitps://citywireselector.com/news/alpha-female-2018-mixed-gender-teams-produce-better-returns/a1145784
3 ht’cps:i/wwwAmanagedfunds.org/industry-rescurces/industry~research/afﬁrmativednvesting-women-and»
minority-owned-hedge-funds-a-barclays-capital-report/

4 https:/fwww.sciencedirect.com/science/article/pii/S0275531915000264

$ https://www.fa-mag.com/news/morningstar--the-gender-lens-doesn-t-magnify-your-bottom-line-37579.htmi
§ https://www.managedfunds.org/industry-resources/industry-research/women-alternative-investments-
marathon-sprint-rothstein-kass/

7 http://webuser.bus.umich.edu/dsosyura/Research%20Papers/FamilyDescentDec2016.pdf

® hitps://fkf-site-
production.s3.amazonaws.com/media_elements/files/000/000/281/original/2019_KF_DIVERSITY_REPORT-
FINAL pdf

® https://hbswk. hbs.edu/item/in-venture-capital-birds-of-a-feather-lose-money-together

10 https://hbr.org/2018/07 /the-other-diversity-dividend

1 https://www.aeaweb.org/articles?id=10.1257/aer.20130683

*2 https://qz.com/work/ 1386775/study-of-investors-shows-differences-between-men-and-women/
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Furthermore, Hedge Fund Research’s Diversity Index (HFRI Diversity Index'®) has
posted a flat return (0.00%) over the last 12 months, which compares favorably to the
HFRI Fund Weighted Index -1.24% loss in value over the same period, further evidence
of return diversification.

In addition, according to the National Association of Investment Companies (“NAIC™),
one reason for outperformance of diverse private equity managers may be differentiated
deal flow. The report concludes'™ that “[mlany diverse fund managers have educational
and work experience similar to investors in non-diverse funds. However, some also report
having expanded, differentiated networks that allow for deal flow off the beaten path. To
the extent that a fund manager has access to such deal flow and can strike deals with less
competition, their returns, and investors, may benefit. For example, firms and funds
focused on the EDM may have access to companies on the cusp of growth due to
changing demographics and shifts in the global economy.”

Despite clear advantages to cognitive and behavioral diversification, some estimates
indicate that as many as 95% of those taking risk with capital on Wall Street and in the
asset management industry are white males, and we certainly know from a variety of
sources that asset and investment management generally lacks diverse participants in any
meaningful way. For example, per the Bella Research Group study? referenced above,
“the number of substantially or majority diverse-owned funds represented just 8.6 percent
of the total in 2017 and women-owned firms managed a mere 0.8% of all assets under
management while minority-owned firms controlled 1.2% of fund assets. Leaving fund
ownership aside, a 2017 review of the alternative investment industry by Pregin'® found
that women comprised less than 21% of all employees in private equity, venture capital,
hedge funds, real estate, infrastructure, natural resources and private debt funds, and that,
of these employees, only 11% (or less depending on the asset management segment
measured) occupied senior roles. And TechCrunch reported that 81%6'7 of venture capital
firms don’t have a single black investor.

3} Concentration of venture capital investments into similar companies perpetuates
unmet consumer needs and lack of investment and jobs into diverse and
underserved communities. It has been repeatedly shown that the East and West Coasts
dominate the venture capital landscape, with the Bay Area and the New York-
Washington-Boston corridor landing an astonishing two-thirds of all venture capital
investment'®. This creates a vast, unexplored economic desert throughout much of the
continental United States. In addition, female founders received just 2.2%'? of all venture

3 https://www. hedgefundresearch.com/family-indices/hfri

4 http://naicpe.com/wp-content/uploads/2017/10/2017-performance-report.pdf

' hitps://www.institutionalinvestor.com/article/b1cwvq3me3 7xwk/Asset-Managers-Owned-by-Women-and-
Minorities-Have-to-Work-10X-as-Hard-for-Assets

16 https://docs.pregin.com/reports/Preqin-Special-Report-Women-in-Alternative-Assets-October-2017.pdf

7 hitps://techcrunch.com/2018/11/08/81-of -ve-firms-dont-have-a-single-black-investor-blck-ve-plans-on-
changing-that/

# https://www.citylab.com/life/2017/10/venture-capital-concentration/539775/

8 pyttp://fortune.com/2019/01/28/funding-female-founders-2018/
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capital in 2017 and 2018, while from 2007 to 2012 black and Hispanic founders each
it 196" each in venture capital investments. These statistics are both stark

and critical for understanding lost economic opportunities.

Women influence 83% of consumer spending and $7 trillion of spending”! in the U.S.
annually, and consumer spending drives an ever-increasing percentage of the GDP, and

whites at every annual household income level above $60,000 and the largest increase for
African American houscholds occurred in the number of households earning over
$200,000, with an increase of 138%.” Yet, their consumer needs may not be represented
by current venture-capital funded companies. And “between 2016 and 2017, Hispanics
increased their real median income by 3.7 percent™, the highest of any demographic.”

The lack of funding outside of traditional money centers as well as the near exclusion of
diverse founders represents a tremendous lost opportunity for investment, economic
expansion and job creation in diverse and underserved communities. Additionally, this
compounds the lost opportunities for higher investment return generation, where less
competition for portfolio companies creates more reasonable valuations for investors.

In my opinion, these three factors lead to one powerful conclusion: Diversity pays a dividend in
asset management, one that, at least with the status quo, we have no hope of collecting.

To address the continuing lack of diversity in asset and investment management, [ believe we
need to focus on educating three primary groups:

1) Investors — With pension labilities funded at only 73.7%°* and with an astonishing 78%
of Americans extremely or somewhat concerned about being able to comfortably retire®,
it is critical that the return enhancement and diversification benefits available through
investment with diverse asset managers be highlighted and pursued. After all, demand
from investors almost always drives innovation and change on Wall Street.

2) Asset and Investment Management Firms — While investors stand to reap the benefits
of higher returns, asset managers and investment firms will profit as well through higher
income from fee generation. In addition, firms that maximize diversity for returns and
diversification may be able to capture a higher percentage of investable assets as
investors seek higher return products. Companies that understand how the “diversity
dividend™ can directly impact their bottom line are more apt to support educational

 https://money.cnn.com/2016/04/12/smallbusiness/latino-venture-capital/index.html

# hitp:/ fwww.genderleadershipgroup.com/the-inclusionary-leadership-blog/210

2 https://www.nielsen.com/us/en/insights/reports/2015/increasingly-affluent-educated-and-diverse--african-
american-consumers.htmi

# hitp://hispanicwealthproject.org/resources/blog/new-hispanic-wealth-project-report-confirms-critical-role-of-
hispanics-in-u-s-economic-growth/

% https://www.bloomberg.com/graphics/2018-state-pension-funding-ratios/

% https://news.northwesternmutual.com/2018-05-08-1-In-3-Americans-Have-Less-Than-5-000-In-Retirement-
Savings
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efforts in pre-hire cohotts, recruit diverse talent, uncover and mitigate unconscious bias in
hiring and promotion decisions, and provide mentoring, sponsorship and affinity groups
as part of a robust inclusion effort. Finally, given the generational wealth transfer taking
place to diverse individuals (and the gains in diverse economic status cited above), failure
to serve these demographic groups as a client base will almost certainly take a toll on
asset and investment manager profitability in the future, further prioritizing this issue.

3) Diverse individuals — Providing financial and investment literacy education to girls and
people of color at a young age (high school or earlier) is critical to building a pipeline of
qualified diverse asset management candidates. For example, studies have shown that
girls opt out of math-related subjects as early as age 11 or 2% meaning that it is not
sufficient to intervene at the college or gr aduate school level, when qualified candidates
have already self-selected into other academic areas. As a board member for a non-profit
that provides financial education to girls (with 69% minority representation), I can say
that Rock the Street Wall Street sees a 97% increase in understanding of financial

concepts and. perhaps most importantly, 67% of the girls indicate they are now extremely
ikelv™ to explore a major or minor in finance and economics. This type of early
intervention is therefore beneficial in building a pipeline of talent for companies and
investors, and of course benefits diverse asset management talent as well.

In conclusion, I certainly recognize that diversity in asset management is a complex and costly
issue. It is one that has no single, simple solution as it ultimately springs from historical and
ongoing conscious and unconscious bias, as well as access to opportunity, education and capital.
1 do believe, however, that through robust public-private educational partnerships, common-
sense transparency requirements (to both measure progress and so investors can adequately
assess the level of alpha-generating diversity at asset management firms) and suitable anti-
discrimination and harassment statutes, we can change the face of asset management for the
future, and enhance the economic well-being of both Wall Street and Main Street in the process.

28 hitps://techcrunch.com/2016/01/05/why-stems-future-rests-in-the-hands-of-12-year-old-girls/
?7 https:/frockthestreetwallstreet.com
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Juan Martinez written testimony to the Subcommittee on Diversity
and Inclusion — June 25, 2019

Madame Chairwoman, Ranking Member and Members,

Thank you for the opportunity to testify about Knight Foundation’s history
and experience investing with diverse and women owned firms, as well as
the research Knight has sponsored on the state of ownership diversity in
the investment management industry and different treatment received by
diverse managers.

Analyzing and exploring diversity in the asset management industry is vital
given its sheer enormity and the wealth it generates. The industry manages
$69.1 trillion globally and some $100 billion in profits.

Before we jump into the research, | think it will be helpful to provide a little
background on Knight Foundation itself, for context.

The John S. and James L. Knight Foundation is a private foundation based
in Miami, Florida. Knight supports informed and engaged communities
through our grants and charitable programs in Journalism, 26 US
Communities and the Arts.

Since its inception in 1950, Knight has spent $2.5 billion, or 6.1% of assets
annually, on this important mission. Over the last ten years, charitable
spending has averaged $116 million a year.

Those funds come primarily from the investment of the $660 million
contributed by the Knight brothers and their mother, Clara. The future
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grants from that investment portfolio, which has grown to $2.3 billion
because of our investments, will allow us to continue Knight's impact.

8o, how Knight invests is a vital concern, critical to allowing us to pursue
our mission. We believe that the results demonstrate, we've done a good
job. Except, we assumed that because we'd had good returns and we know
that diversity adds value, that there must have been diversity in our
investment program; we were wrong.

In June 2010, we were asked, “How much of our portfolio was invested by
minority or women owned firms?” When we looked, it was only $7.5 million
managed by one African American owned firm. That was, fo say the least,
a surprise.

With the support of our Board of Trustees, we became intentional in
searching out opportunities to invest with women and diverse owned
managers.

As of the end of the last quarter (March 2019), 34% of our portfolio, or $749
million, is being managed by 14 women or diverse owned firms. And that
portfolio is meeting our return expectations.

As we exceeded $100 million under diverse management, we heard from
other investors that Knight’s experience was unique. As a foundation buiit
on the values of fact-based journalism, we knew we needed to study this
further. There was an opportunity to add solid research and objective facts
to inform the discussion.

As a first step, we engaged Bella Private Markets to conduct a rigorous
study on the state of diversity in the investment industry. Both Bella and its
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co-founders, Dr. Josh Lerner from Harvard Business School and Ann
Leamon, are recognized industry experts.

That study was published in May 2017 and was recently updated in
January of this year. The three major findings have stayed consistent;

s A very small percentage, about 1.3%, of the assets managed by US-
based asset managers were managed by women- or diverse-owned
firms. The median fund size of diverse owned firms was typically
significantly smaller than their non-diverse peers.

e Importantly, Bella found no evidence of differences in investment
performance between women and diverse owned firms and their
non-diverse owned peers. And,

« Public funds and high net worth individuals and family offices,
represent a disproportionately larger percentage of the investments
in diverse owned funds.

While the study notes that the low level of assets under management may
be impacted by several factors including the existence of several large,
publicly-traded firms and privately-owned managers, as well as large
investments in passive index funds that require economies of scale to set
up and manage effectively. The difference in the average size of funds
between women and diverse owned firms and their non-diverse peers is
significant given the findings on investment performance.

Bella rigorously examined the question of investment performance in two
ways;

First, they performed a statistical analysis to measure differences in
performance between diverse-owned and non-diverse-owned funds while
controlling for fund characteristics and risk profiles. For each asset class
tested, Marketable Securities, Hedge Funds, Private Equity and Real
Estate, Bella found no statistically significant evidence that women or
minority ownership negatively impacts investment performance.
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Next, they looked at the distribution of investment performance for women
and diverse owned firms compared to all funds. And found that women and
diverse owned firms were over-represented in the top quartile of all fund
investment performance. That is, it is assumed that 25% of funds owned by
women and minorities should be in the top quartile of performance,
because that's what a quartile represents. However, here Bella found that
more than 25% of women- and minority owned funds were represented in
the top quartile of their asset classes.

This contradicts the long-held belief, that investing with women and diverse
owned firms results in lower returns. Rather, we would argue that it
supports that there are a number of top performing managers seeking
investors. In effect, outperformance is being left on the table.

In a separate Knight funded study, Bella’s research found that the penalty
for underperformance is larger for diverse-owned managers. Looking at
non-diverse-owned managers, the data suggest that an underperforming
manager is 9.6% less likely to raise a new fund compared to an
overperforming peer. The corresponding penalties for underperformance
for women- and diverse-owned managers were almost twice as large or
higher - at 27.9% and 17.3%, respectively.

While there are a number of factors that can impact whether a manager is
able to raise another fund, and the study doesn’t establish a causal
relationship between diverse ownership and an intolerance of failure, Bella
has attempted to account for many of these in their analysis.

These studies provide new insights into the state of diversity in the asset
management industry, and they also raise new questions for future
research such as;
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Do investors see diverse owned firms as inherently riskier even though
performance data don’t support that?

In addition, one may ask why public pension funds and high net worth
individuals make up a larger percentage of investors in women and
diverse-owned firms rather than other types of institutional investors?

The data for the Bella studies came from several leading commercial data
providers used in academic research, supplemented by publicly available
lists of diverse-owned private equity and real estate firms. This ensured
that they would have the highest quality data available on which to base
their work.

Still, an important finding of the report is the difficulty in obtaining data on
ownership diversity in the industry as an impediment to future research.

Knight Foundation and a growing number of other investors see an
investment opportunity here. We hope that the research we and others
continue to fund, and important venues such as this will spur others to join
us and to pursue this conversation further.

Thank you.

Attachments;

1. 2018 Diverse Asset Management Firm Assessment, Bella Private
Markets, January 2019

2. 2018 Diverse Asset Management Enhanced Performance
Analysis, Bella Private Markets, January 2019

3. Intolerance of Failure? Evidence from U.S. Private Equity, Bella
Private Markets, January 2019
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Pension Fund

Testimony of Angela Miller-May, Chief Investment Officer of the

Chicago Teachers’ Pension Fund

“Diverse Asset Managers: Challenges, Solutions and Opportunities for Inclusion”

Subcommittee on Diversity and Inclusion
Committee on Financial Services
U.S. House of Representatives

June 25, 2019

Chairwoman Beatty, Chairwoman Waters, Ranking Member McHenry and
Members of the Subcommittee:

| am honored to be here today and | thank you for the opportunity to testify
about the importance of diversity and inclusion within the asset management
industry.

My name is Angela Miller-May and | am the Chief Investment Officer for the
Chicago Teachers’ Pension Fund. 1 joined the CTPF in 2010 and | have acted in
several progressively responsible positions at Chicago Teachers’ before being
promoted to ClO. Before | began my testimony, | would like to recognize the
Board of Trustee President, Mr. Jeffery Blackwell, the remaining Trustees and the
Executive Director, Mr. Charles A. Burbridge who support and drive the Diversity
and Inclusion goals and the culture of Chicago Teachers’ Pension Fund.

Chicago Teachers’ Pension Fund was established by the lllinois State Legislature
on July 1, 1895 for the purpose of establishing a fund to be used to pension school
teachers. It gave the teachers of Chicago permission to establish a self-funded
pension system that provides retirement, survivor, and disability benefits for
Chicago Public School teachers and employee. CTPF services a membership base

23 North LaSalle Steeet | Sulle 2800 | Chicege, Hinods 606031231 | Mambers: 312.582.4864 BIZEA1.TLEE fax wwwr, ripforg
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of over 66,000 members. Our culture is built around putting our members first. it
is important to our members that we demonstrate diversity by hiring asset
managers, brokers and vendors that reflect the diversity of the membership.

In my testimony, | will demonstrate how Chicago Teachers’ Pension Fund
embraces Diversity and Inclusion and 1 will focus on just a few considerations
related to the benefits of diversity and inclusion. | will also touch on some of the
challenges that | believe to be roadblocks on this journey to a more inclusive asset
management industry and the solutions that | feel will propel us forward.

Chicago Teachers’ Pension Fund

Chicago Teachers’ Pension Fund is a $10.8 billion Fund and since the early 1990s,
CTPF remains at the forefront of pension and retirement systems throughout the
United States, ensuring the investment firms owned by Minorities, Women, and
Persons with Disabilities have access to the many opportunities to conduct
business with CTPF. In addition, the Fund encourages diversity and equality
among its employees, vendors and investment professionals.

Our approach to investing with Diverse Asset Managers has evolved over the last
20 years. Per lllinois Pension Code, an aspirational goal of not less than 20% of
investment advisors shall be minorities, women and persons with disabilities. We
have far exceeded that goal by investing 44% or $4.6 billion of total assets with
minority, women and persons with disabilities owned firms as of 3/31/19.

Of the 44% | or {$4.68):

e 58.2% or $2.698 is invested with Women-Owned firms

25.3% or $1.178 is invested with African-American Owned firms
12.0% or $555.6M is invested with Latino Owned firms

e 3.3% or $151.0M is invested with Asian-American Owned firms

e 6% or $25.9M is invested with Persons with Disability Owned firms
.3% or $9.7M is invested with Multiple Minority Owned firms

Of the CTPF’s Total Assets ($10.8B}:

o  25.4% or $2.69B is invested with Women-Owned firms
e 11.0% or $1.178 is invested with African-American Owned firms
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*

5.2% or $555.6M is invested with Latino Owned firms

® 1.4% or $151.0M is invested with Asian-American Owned firms

e 2% or $25.9M is invested with Persons with Disability Owned firms
e 1% or $9.7M is invested with Multiple Minority Owned firms

From an asset class standpoint, CTPF has exceeded its Diversity Policy goals in the
Equities, Fixed Income and Alternative spaces.

+ With a Goal of 30% of all Equity Assets being invested with MWDBE firms, CTPF invest
58% with MWDBE firms.
o CTPF Exceeded the 5% goal in Women owned firms with 38%
o But Fail short of the 25% goal in Minority owned firms with 20%

* With a Goal of 15% of all Fixed Income assets being invested with MWDBE firms, CTPF
invest 25% with MWDBE firms.
o Fxceeding the 3% goal in Women owned firms with 8%
o Exceeding the 12% goal in Minority owned firms with 17%

* With a Goal of 10% of all Alternative assets being invested with MWDBE firms, CTPF
invest 11% with MWDBE firms.
o By investing 2% in Disabled owned firms | No goal
o By investing 1% in Women owned firms | No goal
o By investing 8% in Minority owned firms with a goal of 10%

On the Brokerage Utilization front, CTPF expects all of its public equities and fixed
income managers to comply with its MWDBE Brokerage Utilization Policy, subject
1o best execution.

Our policies are simply guidelines that establish minimum targets and identify
areas of opportunity to extend our reach. It points to the importance of tracking
the utilization of diverse asset investment firms.

Benefits of Diversity and Inclusion

Chicago Teacher’s Pension Fund’s philosophy on diversity and inclusion centers on
a few beliefs that we think are important for success.
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s Diversity and Inclusion yield positive outcomes and those who support it
will benefit.

e Every stakeholder has a role to play in advancing diversity and inclusion.
We are all responsible for our behavior, practices and policies. 1f you want
to be inclusive, you can be inclusive.

e It is a part of your fiduciary duty to invest the Fund’s assets in a prudent
manner and investing with diverse asset managers that demonstrate
outperformance and deliver strong returns is more than prudent; it is wise.

Diverse managers perform the same if not better than non- diverse managers.
They are a key source of diversification as they complement large managers that
seek larger assets and deals. There is room for all,

Having diverse managers in your portfolio brings diverse thoughts, improved
decision making and solutions in a current market environment that is challenged
by macroeconomic events, increased valuations, volatility and competition
surrounding assets and deals.

With an actuarial rate of return of 7.00%, Chicago Teachers’ maintains long term
outperformance of policy benchmarks with an 8.66% gross return for the 35 year
period and 8.16% gross return for the 25 year period. CTPF's existing diverse
managers have been a positive contributor to this long term performance.

We hire diverse managers that demonstrate the ability to generate upper quartile
performance, that have differentiated teams with competitive advantages and
that can act nimbly and diversify our total portfolio.

There are unique opportunities for strong performance and structural alpha.
Many diverse managers have strong pedigrees and attractive track records from
established firms. They are open to unique structures and preferred terms. For
investors, it is an opportunity to build early relationships with strong managers. It
is a large untapped universe.

As a prudent investor, it does not make sense to not take advantage of the unique
opportunity that investing with diverse managers present. As an underfunded
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pension fund, we simply cannot afford to forego investing with diverse managers
that represent a pool of keenly talented and innovative asset managers.

Challenges Faced by Allocators and Diverse Managers

We have all seen the research. From the 2017 Government Accountability Office
Report, less than 1% (or $700 billion) of the $70 trillion assets managed by asset
management firms were managed by Minority or Women owned asset managers.

Just looking at alternative asset managers inclusive of hedge funds, infrastructure,
private equity and real estate, diverse managers continue to represent a material
subset with approximately 852 funds and $160 billion of assets managed.

Diverse managers’ exhibit strong returns, but they are dramatically
underrepresented in every asset class. They face many challenges such as:

Investor and consultant brand bias — many institutional investors prefer to
contract with larger asset managers with brand recognition or with whom they
are familiar.

Perception of weaker performance — there is a perception that diverse firms do
not perform as well as non-Diverse firms. However, there are many studies that
find no difference in the performance of funds managed by diverse firms and the
performance of those managed by non-Diverse firms.

Across Mutual Funds, Hedge Funds and Private Equity, the evidence suggests that
the performance of funds managed by diverse-owned firms is statistically no
different than the performance of those managed by non-diverse firms.

Size and iInfrastructure ~ the size and limited infrastructure of smaller, newer
diverse firms also may pose challenges.

Industry Trends — the market place trends can pose challenges.

it is my belief that beyond the challenges mentioned above that exposure is a key
problem and it needs to be addressed before there will be true equality and
inclusion.
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The pipeline of minority and women candidates are tomorrow’s pipeline of
diverse investment asset managers. Many diverse firms are spin outs of larger
majority owned firms where they receive their training and track records of
investing.

We also need to increase the percentage of Minorities and Women candidates;
the percentage of Minorities and Women in leadership positions; and the
percentage of Minorities and Women on Boards.

I believe that this is how we can begin to impact change today for improved
diversity tomorrow. This is where the opportunity and challenges exist.

Solutions to increase Diversity

Key practices that Chicago Teachers’ Pension Fund has used to increase
opportunities for diverse managers include the following:

s We have secured the commitment of our legislators, trustees, senior
management and have made diversity and inclusion a part of our culture.

e We have removed barriers by drafting our request for proposals with open
and inclusive language, by ensuring that qualified diverse managers will be
included as finalist in our manager searches, by being a trustee and staff-
led fund and by driving our consultants and not turning over the wheel to
our external parties.

» By implementing policies and systematically making it the responsibility of
every CTPF investment professional and every CTPF employee to be
inclusive and encourage diversity.

s By tracking our performance in reference to our policy goals to identify
areas where improvement is needed and by tracking the performance of
diverse managers.

* By establishing a process of outreach by having an open door policy, by
engaging with organizations that promote diversity and inclusion such as
the National Association of Security Professionals (NASP), New America
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Alliance (NAA), National Association of Investment Companies (NAIC),
Accelerate Investors, Institutional Limited Partner Association (ILPA) to
name a few and by doing the work and making the effort to identify
qualified diverse managers and build relationships.

Opportunities for Increased Diversity and Inclusion

investors have the greatest power to effect change in the asset management
industry. When those that allocate capital start to pose questions about diversity
and inclusion, changes will start to happen. When legislators and boards start to
challenge the industry, increasing diversity and inclusion will gain momentum.

The notion that diversity improves performance in the C-Suite or in the corporate
boardroom has permeated our industry and many public pension plans like CTPF
are pressuring corporations to increase the diversity of their leadership because
they believe it generates greater alpha.

The same rings true for investing. When diverse professionals come together and
bring the fullness of their individual experiences, their expertise, their unique
perspectives and ways of evaluating opportunity, it leads to enhanced outcomes.

There’s a study by Stanford professor Margaret Neale that showed that when
people of similar demographics were added to a team, the satisfaction of the
team was at its highest, but those teams were the worst performing on group
problem solving tasks.

People, who come from same backgrounds and have shared stories, don't
challenge norms, they don’t challenge “the way things are done”, and they tend
to agree on how things should be done. Bringing together diversity in
background, experience, gender, perspective, by their very definition, breeds
creativity and innovation. That creativity, that innovation is what fuels the
outperformance that diverse managers deliver.
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Slowly but surely Investors are becoming increasingly friendlier to the notion of
including diverse management in their strategies. Twenty-six states now either
have legislated commitments to emerging and/or diverse investment managers,
or have key entities with independent commitments.

The number of diverse funds that have had outstanding performance has
increased dramatically in the last 10 years. Further since 2014, over 17 diverse
owned private equity firms have raised over 24 oversubscribed funds, so there is
tremendous momentum to capitalize on diversity and inclusion.

Fortunately, in the state of Hlinois, we have legislators who not only support
Diversity and Inclusion, but hold allocators accountable and encourage investors
to improve our utilization of diverse firms.

in the llinois Pension Code {40 ILCS 5/1-109.1)}, “it is declared to be the public
policy of the State of lilinois to encourage the trustees of public employee
retirement systems, pension funds and investment boards to use emerging
investment managers in managing their system’s assets, encompassing all asset
classes and increase the racial, ethnic and gender diversity of its fiduciaries, to the
greatest extent feasible within the bounds of financial and fiduciary prudence,
and to take affirmative steps to remove any barriers to the full participation in
investment opportunities afforded by those retirement systems, pension funds
and investment boards”.

1 would love to see this Subcommittee on Diversity and Inclusion adopt similar
language that could have a meaningful impact on furthering the work to have a
more diverse and inclusive investment asset industry.

While we can take baby steps, Congress can move the needle and create
opportunity for diverse managers on a much larger scale.

If only, to have you listen to my testimony, | hope that | have played some small
part in expressing the importance of Diversity and Inclusion and encouraging this
Subcommittee on Diversity and Inclusion to continue to gather knowledge and
best practices in order to solve for the lack of diversity in the asset management
industry.
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Services Committee
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Charles A. Burbridge, Fxecutive Diréctor - - : ’ . . Chicago Teachers’
i ) Pension Fund

Mary Cavailaro, Deputy Executive Director . .

Angela Miller-May, Chief Investment Officer
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Commitment to Diversity

The Chicago Teachers’ Pension Fund (CTPF) provides retirement benefits for a
diverse population of approximately 28,958 active, 28,549 retired and 9,398
vested inactive Public School Teachers.

Since the early 1990s, CTPF has been at the forefront of pension and
retirement systems throughout the United States ensuring that minorities,
women, and persons with disabilities have access to the many opportunities
to conduct business with CTPF. CTPF continues to encourage diversity and
equality among our employees, vendors, and investment professionals.

On behalf of the CTPF Fund and our Board of Trustees, | present this Diversity
Report to the Subcommittee on Diversity and Inclusion for the U.S. House
Financial Services Committee.

CT PF Board Of Trustees

Robert F. Bures tames Cavallero Gervaise Clay

Jeffery Blackwell Mary Sharon Reilly
U President Vice Presitent

/]

Mark £, Furlong Tina Padilla Maria Rodriguer

Greg Redfeaim Jacquelyn Price-Ward
Financig! Secretory Recording Secretary

Serry Yravios T ... GaltD. Ward

As of 12/31£2038




53

CTPF DIVERSITY REPORT 2018

Impact of Public Act 96-0006

Since Public Act 096-0006, CTPF has enhanced its MWDBE diversity goals:

= 20% of total Fund assets will be invested with MWDBE firms

= 25% of actively managed assets will be invested with MWDBE firms

Additionally

= 30% of all equity assets will be invested with MWDBE firms
® 25% invested with Minority-owned firms
= 5% invested with Women-owned firms
= Best efforts invested with Persons with Disabilities-owned firms

= 15% of all fixed income assets will be invested with MWDBE firms
= 12% invested with Minority-owned firms
» 3% invested with Women-owned firms
® Best efforts invested with Persons with Disabifities-owned firms

= 10% of ail alternative assets will be invested with MWDBE firms
= 10% invested with Minority-owned firms
% Best efforts invested with Women and Persons with Disabilities-owned firms




54

CTPF DIVERSITY REPORT 2019

Impact of Public Act 96-0006

consifsied

Trades are executed with CTPF approved MWDBE brokers.
Non-direct trading is not allowed to meet the Fund’s goals.

CTPF Brokerage goals:

= 50% of Domestic Equity trades: Active Large, All Cap, and MoMs
w 35% of Domestic Equity trades: Active Small Cap and Passive

= 25% of international Equity trades: Active Large, All Cap, MolMs,
: and Passive

& 5% of International Equity trades: Active Small Cap
= 25% of Fixed Income par Volume Traded: Active and Passive
= 10% Active REIT Managers

Investment managers of pooled investment portfolios are directed to use “best
-efforts” to execute trades with MWDBE Brokers.
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Total MWDBE % Growth Since 1993

CTPF began investing with MWDBE firms in the early 1990s

= Some of CTPF’s earliest MWDBE dollars were invested with firms such as
Ariel Investment (African-American), Zevenbergen {(Women), Taplin, Canida
& Habacht {Latino{a)), Attucks (African-American), and Progress (African-
American).

= As of June 30, 2018, the Fund invested $4.5B or 42% of total
Fund assets with MWDBE firms.

L] As of March 31, 2019, the Fund invested $4.6B or 44% of total Fund assets
with MWDBE firms.

% As of March 31, 2019, the Fund invested $2.58 of 35% of all active Fund
assets with MWDBE firms.
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MWDBE Target vs. Actual Allocation

58%

Total Fund = Total Fund MWDBE MWDBE MWDBE
Assets Active Equity Fixed Alternative
Assats Assets income Assets
Assets

#Actual ¥ Goal

45 0f 3/33/2019
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“Total MWDBE % Growth Since 1993

3/31/2019

4 27.5%

4 23.6%
3 23.2%
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~ CTPF MWDBE Investments 2018-2019
. CTPkacokrﬁmittedSEso million to Basis Investment Group,
- African-American owned real estate firm

# " CTPE committed $20 million to Longpoint Realty Group,
“Asian-American owned real estate firm

oW CTPF committed $10 miltion to Turning Rock Partners,
Women-owned private equity firm

= CTPF committed $12.5 million to Farol Asset Management,
African-American owned private equity firm

" kiCTPF committed $12.5 million to Astra Capital Partners,
o African-American owned private equity firm

5 CT?F reallocated $20 million to ICV Partners,
) African-American owned private equity firm

i CTPF rea:nocatkekd $20 million to Palladium Equity Partners,
{atino(a) owned private equity firm
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CTPE MWDBE Investments 2018-2019  coutier

= . CTPF committed $10 million to AUA Private Equity,
Latino(a) owned private equity firm

mCTPF committed $10 million to Estancia Capital Partners,
“- Latino(a) owned private equity firm

= CTPF committed $10 million to P4G Capital Partners,
Women-owned private equity firm

. CTPF committed $10 million to PiPV Capital,
African-American owned private equity firm

= CTPF committed $35 million to Long Wharf Real Estate,
tatino{a) owned real estate firm

# - CTPF committed $20 million to Oak Street Seeding Real Estate,
- Latino{a) owned real estate firm
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Total Fund Breakdown by MWDBE Status

Asian-
= $2.69B was managed American,
by Women-owned firms 1.4%

Latino(a),

s $1.17B was managed
by African-American
owned firms

® $555.6M was managed
by Latino{a) owned firms

= $151.0M was managed
by Asian-American

owned firms .
Persons with
= $25.9M was managed 0.1% Disabilities,
by Personswith . 0.2%
Disabilities-owned firms = Women ® Persons with Disabilities
= $9.7M was managed = Multiple = African-American
by Multiple Minority- # Latino{a) i Asian-American
owned firms

As of 3/31/2019

Rercaniages may not odd up due to rounding

10
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MWDBE Breakdown by Classification

$2.69B was managed
by Women-owned firms

$1.17B was managed
by African-American
owned firms

$555.6M was managed
by Latino{a) owned firms

$151.0M was managed
by Asian-American
owned firms

$25.9M was managed
by Persons with
Disabilities-owned firms
$9.7M was managed

by Multiple Minority-
owned firms

NOTE: Breakdown of 44% MWEUBE included in above chart

Multiple._. . Women,
Minority, ' 58.2%

0.3% Persons with

Disabilities,
0.6%

& Women ® Persons with Disabilities

= Multiple Minority = African-American

# Latino{a} # Asian-American

Asian-
R American,
tatino(a), 3.3%
12.0% .

N

African-

As of 0343172019

Percentages moy not add up due to rounding

11
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Total Fund MWDBE Assets

CTPF had $4.6B of the Fund’s
total assets invested with
MWDBE firms
® 44% of total Fund assets
are managed by
MWDBE firms

CTPF had $2.5B

of the Fund’s active
assets invested with
MWDBE firms

= 35% of active Fund assets

are managed by
MWDBE firms

a0%
35% 7
30% 7
5%
0% 7

-~ B4%

1s%

0% -
5% <

0%

Total Fund Assets

w Actual

Total Fund Active
Assets

& Goal

As of D3/31/2019
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MWDBE Equity Managers

For Domestic and
International Equity assets,
CTPF had $3.8B assets
invested with

MWDBE firms

n 58% of ali equity
assets were managed
by MWDBE firms

= 20% of these assets
were managed by
Minority-owned firms

& 38% of these assets
were managed by
Women-owned firms

6o% -
s0%

%

58%

30% -

20% 7

10%

0%

25%

MWDBE
Equity
Assets

Minority-
Qwned
Equity
Firms

® Actual

i Goat

Women-
Owned
Equity
Firms

As of 3/31/2019

13
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MWDBE Fixed Income Managers

For Fixed Income assets, CTPF
had $709.7 invested with
MWDBE firms w% <

17%

= 25% of all fixed income

assets were managed )

by MWDBE firms 15%

® 17% of these assets
were managed by

Minority-owned firms g, 7

5 8% of these assets

were managed by

20%

0%

0%

Wi d firms MWDBE Minority- Women-
omen-ownea Tirm Fixed Owned Owned
income Fixed Fixed
Assets income income
Firms Firms
® Actual B Goal
As of 3/31/2019

4
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MWDBE Alternative Managers

For Alternative assets, CTPF
had $150.3M invested
with MWDBE firms

w 11% of all Alternative 10%

assets were managed
by MWDBE firms

® 8% of these assets
were managed by
Minority-owned firms

# 1% of these assets

£/
were managed by 1% 0%
4
Women-owned firms ) A I
& 29 of these assets MWOBE Minority-Cwned Women-Owned Persans with
ive Agsets ive Firms ive Firms Hsabiliti
were managed by Owned Firms

Persons with a

. . . 8 Actual 3 Goal
Disability-owned firms °

As of 3/31/2018

15
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‘:B‘roker‘agé Commissions for 2018

“ncalendar year 2018;
-“the Fund paid over : .
'$2.8Min Domestic Equity so%
and International Equity

commissions. $1.1M was 50%
“directed to MWDBE
a0% -
- brokers.
X "

‘I 2018, the Fund had
'$4.98B in Fixed Income par O $FOB e
- volume traded and $2.08
- was directed to MWDBE

brokerage firms. o

0% -7

D%

Domestic - International Fixed income
Equity Equity

& Total Paid A Goal

Calendar yeor 2018

16
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Table #2: Asset Managers = Lo o
The special committee recognizes that not all funds/systems invest in the same assest classes and/or have completed FY 18.
Therefore, please change the assest classes and years below as you see fit while maintaing the overall format of the table. NOTE: Data
is as of December 315t of all years.

PLANGOALS i g 2011 20127 2013, 2014 L2005 0002008 2017 l 2018
Equities ive of ic & i [ 300% | 300% | 300% 1 300% | 300% | 300% ] 300% ] 300%
Fixed Income | 150% | 15.0% | 150% | 150% | 150% ] 350% | 150% § 150%
Private Markets {Inclusive of Real Estate, Private Equity l l l
& infrastructure} 100% § 100% | 100% | 100% l 10.0% I 10.0% [ 100% l 10.0%
<11  goal was not set for specific private market asset classes, please input the goal for private markets in general
1% OF ASSET MANAGED L 21T . RO DA 200 ~ 2014 2015 2016 2017 2018
African-American 21.7% 26.3% 12.0% 13.0% 12.7% 12.6% 10.7% 104%
Latino{a) 6.7% 27.3% 6.7% 8.3% 6.1% 4.8% 5.2% 55%
Asian-American 0.5% 0.7% 0.5% 0.4% 0.6% 0.1% 0.6% 0.4%
Female 4.5% 10.7% 12.7% 13.8% 15.5% 19.8% 24.6% 25.4%
Other 0.2% 0.1% 0.1% 0.1% 0.0% 0.2% 0.2% 0.3%
% OF FEES PAID TOMWBE " ‘ S - 20030 002000002018 2034002018700 200600 2017 2018
African-American 16.8% 21.2% 17.2% 17.8% 187% 18.7% 18.9% 18.2%
Latinofa) S5.6% 23.1% 6.8% 7.9% £.0% 4.1% 3.9% 53%
Aslan-American 1.4% 1.3% 1.5% 1.7% 2.1% 05% 3.2% 3.9%
Female 3.4% 3.5% 3.8% 5.0% 5.3% 5.8% 8.3% 8.3%
Other 0.2% 0.5% 0.0% D.1% 0.4% 0.7% 06% 05%
% OF ASSET MANAGED BY LUNOIS MMWDBE FIRMS o 200Y 2012 2013 7000 2034 0 2018, 2016 20171 2018
African-American 4.5% 4.2% S.1% 5.1% 3.2% 4.8% 2.1% 2.8%
Latino{a) 0.5% 0.5% 0.6% 0.6% 0.4% 0.4% 0.5% 0.9%
Astan-American 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Female 0.3% 0.3% 0.5% 0.6% 0.6% 0.2% 0.0% 0.8%
Other 0.0% 0.1% 0.1% 0.1% 0.0% 0.2% 0.2% 0.3%
% OF FEES PAID TO ILLINDIS MWDBE FIRMS L 203 20127 2513 20187070 20857000 20060 2017 2018
African-American 4.58% 4.3% 4.6% 5.6% 55% 5.2% 5.3% 5.2%
Latinola) 0.9% 1.2% 1.0% 0.9% 0.6% 0.6% 0.8% 11%
Asian-American 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Female 0.4% 1.0% 1.1% 1.4% 5.5% 0.6% 0.0% 0.9%
Other 0.0% 0.5% 0.0% 0.1% 1.8% 0.7% 0.6% 0.5%
% OF ASSETS MANAGED BY MWDBE FIRMS ol 2003000020820 02003 2014 - 2015 2016 2017 20180
All Cap Equity 1.6% 4.3% 2.4% 2.3% 2.4% 2.5% 2.6% 2.7%
Large Cap Equity 17.8% 13.7% 13.8% 14.1% 14.2% 17.1% 18.3% 18.2%
Mid Cap Equity 0.5% 0.0% 0.2% 0.0% 0.0% 0.0% 0.0% 0.0%
Small Cap Equity 2.7% 2.1% 2.1% 2.2% 1.8% 1.9% 1.6% 13%
Global Equity 0.0% 0.0% 0.0% 00% 0.3% 1.6% 0.3% 0.3%
international Equity All Cap 0.0% 0.0% 0.4% DA% 0.3% 1.3% 0.0% 0.0%
international Equity Large Cap 5.3% 6.0% B.7% 6.6% 6.2% 5.0% 8.4% 7.8%
international Small Cap Equity 0.0% 0.0% 0.1% D.1% 0.2% D.2% 0.3% 0.3%
Emerging Markets Equity 0.0% 0.0% 0.4% 0.0% 1.7% 1.8% 2.4% 2.2%
Fixed Income. 3% 3.1% 3.6% 5.3% 5.4% 5.2% 6.4% 6.9%
Emarging Markets Fixed income 0.0% 0.0% 0.2% 0.2% 0.1% 0.1% 0.1% 0.1%
Real Estate 1.2% 0.6% 0.5% 0.7% 0.5% 0.5% 0.4% 0.6%
Private £quity Q5% 0.5% 0.5% 0.6% Q.5% 0.5% 0.4% 0.6%
REITS 0.0% 0.7% 0.7% 1.0% 1.1% 0.0% 0.0% 0.0%
Hedge Funds 03% 0.3% 0.3% 03% 0.3% 0.2% 0.0% 0.0%
infrastructure 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

17
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Table #3: Brokerage

The special committes recognizes that not all

funds/systems invest in the same assest classes and/or have completed FY 18,

Therefore, please change the assest classes and years below as you see fit while maintaing the overall format of the table.
NOTE: Data is as of December 31st of all years.

UTILIZATION GOALS T = T T L
o N 201 2012 12013 2014 20150 2015 2017 2018
Domaestic Equity {(MoM, ACLT) S0.0% 50.0%. 50.0% 50.0%; 50.0% 50.0%, 50.0%: 50.0%,
Domestic Eguity {SC, Passive} 35.0% 35.0% 35.0% 35.0%] 35.0% 35.0% 35.0% 35.0%:
international Equity (MoM,AC,LC, Passive} 25.0% 25.0% 35.0% 35.0%] 35.0%i 35.0% 35.0% 35.0%
international Equity {SC) 25.0% 25.0% 5.0%) 5.0%,) 5.0%; 5.0% 5.0% 5.0%
Fixed Income 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%,;
REITS 0.0% 0.0% 10.0%) 10.0% 10.0%; 10.0%) 10,0% 10.0%
DOMESTICEQUITY. T : T T
% of igsions Paid to MWBE 2011 2012 2013 2014 201502036 2047 208
African-American 33.9% 37.0% 37.7%, 32.4% 41.8% 34.7% 34.5% 24.5%]
Latino{a} 12.4% 8.0% 5.9% 10.6% 3.1% 4.8%:! 12.5% 15.8%
Asian-American 0.0% 0.0%; 0.0% 0.0%: 0.0% 0.0% 0.2% 3.9%
Female 10.6% 8.2% 14.6% 20.1% 23.3% 18.1% 13.7% 13.6%
Other 0.4% 0.3% 0.3% 2.5% 2.2% 2.3%; 3.0%; 1.8%]
il Based 28.6%:! 31.5%! 67.2%¢  1D0.0% 100.0% 97.8% 95.9% 89.9%,
IONALEQUITY. S S e
% of Commissions Paid to MWBE H20LY (3012 2013 2014 2015 2016 LT 2018
African-American 18.9% 15.8% 14.6% 13.2% 14.6% 22.5% 16.7% 14.7%
Latino{a} 8.0% 11.1% 8.4% 5.7% 5.3% 0.2%) 5.3%! 8.6%
Asian-American 0.0% 0.0% 0.0% 0.0%; 0.0% 0.0% 0.0%] 0.0%)
Female 0.6% 1.7% 4.1% 5.5% 5.1% 8.2% 4.1% 2.4%
Other 0.0% 0.0% 2.3% 3.9%: 0.0% 3.2%) 8.1%] 6.5%
11, Based 38.0% 27.0% 86.7%]  100.0%. 99.9% 98.2%!  100.0%] 94.4%;
FIXECINCOME 8 5 A B : ;
% of is5i Paid to MWBE 2031 2012 20535 2016 o 2018
African-American 28.8% 23.4% 31.2% 27.7% 33.5% 33.2% 33.6% 31.4%]
Latinola} 1A% 0.1%: 1.0% 3.1% 2.7% 1.5%; 5.6%; 7.4%
Asian-American 0.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%) 0.0%
Female 0.0%. 0.0% 0.0%; 0.8% 1.3% 1.1% 0.9%! 0.8%;
Cther 0.1% 0.1% 0.4% Q4% 1.2% 1.7% 0.7%: 1.3%
1L Based 18.0% 16.0% 64.5%1  100.0% 98.0% 97.4% 95.1.9%] 97.9%
HEDGE FUNDS: L A e I £
% of issions Paid to MWBE 2011 20120 20X 034 R0EE 2016 2087 20318
African-American 0.0%! 0.0% 0.0% 0.0%; 0.0% 0.0%, 0.0% 0.0%
Latino(a} 0.0%) 0.0%! 0.0% 0.0%; 0.0%; 0.0%! 0.0% 0.0%;
Asian-American 0.0%; $.0%) G.0%! 0.0%] 0.0%, 0.0% 0.0% 0.0%)
Female 0.0%; 0.0% 8.0% £.0%; 0.0%; 0.0%, Q.0%! 0.0%
Qther 0.0% 0.0%! 0.0%; 0.0% 0.0% 0.0% 0.0% 0.0%
i, Based 0.0% 0.0%; 0.0%! 0.0% 0.0%! 0.0%, 0.0% 0.0%
REMS. o : - . . g -
% of ons Paid to MWBE S20EL 2012 L2013 2014 2015 2018 i 2018
African-American 0.0% 8.0%, 2.4% 2.3% 6.0% 8.7% 0.0%] 0.0%
Latino(a} 0.0% 0.0% 1.4% 2.4%! 3.1% 4.0% 0.0%; 0.0%
Asian-American 0.0%; 0.0% 1.7% 0.3% 0.0% 7.0%| 0.0%; 0.0%:
Female 0.0% 0.0% 0.0% 0.0% 0.0%) 4.3%) 0.0%; 0.0%
Gther 0.0% 0.0%: D.0% 0.0%; 0.0%; 0.0% D.0%, 0.0%;
I Based 0.0% 0.0%; 69.7% 94.4% 99.5% 95.8% 0.0% 0.0%]
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How we Invest in Emerging Managers

CTPF invests in MWDBE firms in four ways:

= Direct Mandates

= Currently the Fund has direct relationships with 34 MWDBE
firms, with 60 funds.

= Fund of Funds (FoF)

= The Fund has one Real Estate (Majority-owned) and one Private
Equity {African American-owned) manager in the Fund of Fund
program.

= Through the FoF programs, the Fund has relationships with 8
MWDBE firms via 8 investment funds.

As of 3/31/2019

19
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How we Invest in Emerging Managers

CTPF invests in MWDBE firms continued...

® Manager of Managers {MoM)
= The Fund has one Domestic Equity (African American-owned) and
one international Equity {Asian American-owned) manager in the
Manager of Manager program.

® Through the MoM programs, the Fund has relationships
with 15 MWDBE firms via 18 investment strategies.

® Graduation Program
= Since the inception of the Fund’s MoM programs, 8 firms have
graduated to direct mandates with the Fund.

As 0f 3/31/2019

20
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CTPF Outreach

CTPF’s First Friday Meeting
= QOccurs the first Friday of each month. Provides opportunities for Emerging
and MWDBE manager firms to meet with CTPF's Investment Consultant,
CTPF Trustees, CTPF Investment Staff, and CTPF's Executive Director to
highlight their firm’s products and accomplishments.

Manager of Managers {MoM) Programs

* Emerging managers have opportunities to manage CTPF assets.
Due to their small size, these opportunities would not be available
to them without the Manager of Managers programs.

Fund of Funds {FoF) Programs

= Emerging managers have opportunities to manage CTPF assets.
Due to their small size, these opportunities would not be available
to them without the Fund of Funds programs.

~)
Yot
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continued

'CTPF Outreach
‘ k()rgankizaftionsk and Involvement
= National Association of Security Professionals (NASP)
= New America Alliance (NAA)
" kNational Association of Investment Companies (NAIC)
‘= Women Investment Professionals (WiP)

¥ ‘Women in Real Estate (WIRE)

R P‘eknsikon Real Estate Association (PREA)

- institutional Limited Partnérs Association [{/LPA}

22
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: CTPF GutreaCh continued

Conferences
= Emerging Manager Conferences {Opal, IMN)

= National Association of investment Companies (NAIC)
e National Association of Securities Professionals {NASP)

= New American Alliance (NAA)

® Real Fstate Emerging Manager Summit (REEM)

Publications
= Emerging Manager Monthly
= Fund Fire
* Periskionsk & Investments

= Financial Times
% Mandate Wire

m
o



TPF

Chicago Teachers” Pension Fund

C

Office/Mailing Information:

Chicago Teachers’ Pension Fund
ATTN: Investment Department

203 North LaSalle Street | Suite 2600
Chicago, lllinois 60601-1231

Office Hours: 8:00 a.m. ~ 5:00 p.m.
312.641.4464 main | 312.641.7185 fax
www.ctpforg

Chicago Teachers’ Pension Fund

74

MISSION STATEMENT

To provide, protect, and enhance the
present and future economic well being of
members, pensioners, and beneficiaries
through efficient and effective
management of benefit programs,
investment practices, and customer
service, and to commit to earning and
keeping the respect and trust of the
participants through quality service and by
protecting retirement benefits, in
compliance with applicable laws

and standards.
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Testimony of
John W. Rogers, Jr.
Chairman, CEQ, & Chief Investment Officer
Ariel Investments

Before the
Committee on Financial Services
Subcommittee on Diversity and Inclusion
U.S. House of Representatives

June 25,2019

Chairwoman Beatty, Ranking Member Wagner, Chairwoman Waters, and members of the
subcommittee, thank you for inviting me to speak with you. I'would also like to thank the staff

for their thoughtful work.

My name is John Rogers. | am the Chairman and CEO of Chicago-based Ariel Investments,
founded in 1983, the first African American owned asset management firm in the country. Lam
the product of two pioncering parents — my father was an original Tuskegee Airman, and my
mother was the first African American woman to graduate from the University of Chicago Law

School in 1946.

Fast forward to today: the economic prospects of the black community have stalled or even gone
backwards. For example, Ray Boshara of the St. Louis Fed reports that between 1992 and 2016,
college-educated whites saw their wealth soar 96 percent while college-educated blacks saw

theirs fall 10 percent.

We are here to discuss asset management, one of the largest sources of wealth, power, and jobs
in today’s economy. Of the wealthiest Americans on the 2018 Forbes 400 list, over 30 percent
generated their wealth in financial services or real estate. The top three private equity firms

control over two million jobs.

Asset management offers a stark reminder of the obstacles preventing people of color from fully
participating in our capitalist democracy - even in 2019. Your committee oversees the country’s
largest banks. The four largest hire hundreds of asset management firms to invest nearly $1
trillion across three pools of assets: their own corporate pension plans, their own 401k plans, and
externally managed wealth management platforms. You can essentially “round down to 0” the

assets managed by diverse firms across those three buckets.
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There is no shortage of high-performing diverse-owned firms. Vista Equity Partners is one of the
best performing private equity funds in recent years. Brown Capital was named Morningstar
Manager of the Year in 2015. And our Ariel Fund is the top performing fund in its category since
the financial crisis. Yet, when compared to the largest asset management firms, we are
essentially rounding errors. Vista, the largest black-owned private equity firm according to Black

Enterprise, is less than 1% the size of BlackRock, which manages over $6.5 trillion.

As Reverend Jackson says, “baseball became a better sport when Jackie Robinson was allowed to
play.” The financial services industry is well-served by dynamic leaders such as Eddie Brown,
Mellody Hobson, and Robert Smith who are job creators, philanthropists, and important role
models in our community. Of course, we all saw Robert Smith commit to erase the student loan

debt of the entire 2019 graduating class of Morehouse College.

1 offer three thoughts on why barriers persist in the asset management industry. First, there is a
tendency to work with people you know and with whom you are comfortable. Second, due to
implicit or unconscious bias, many do not think of black leaders as successful money managers.
Third, many banks, corporations and non-profits have embraced well-intentioned supplier
diversity programs emphasizing construction, catering, janitorial services, and other commodity-
related fields. However, this approach excludes us from the parts of the economy where wealth,
power, and jobs are created today, such as asset management and other professional services. |

would go as far as calling it a “modern-day Jim Crow.”

T would recommend asking institutions under the purview of this committee to implement three
solutions. First, T support the proposed legislation adopting the “Rooney Rule,” requiring banks
and otﬁcr entities to consider diverse-owned firms when aiming to fill new investment mandates.
Second, measure all spending by specific category including asset management and other
professional services, and replace the term *supplier diversity’ with ‘business diversity.” Third,
CEOs and their management teams can be held accountable by this committee for providing

meaningful transparency and making measurable progress.

In closing, tackling economic inequality through business opportunity is more important than
ever. As Dr. King predicted, African-Americans could only be liberated from the “crushing
weight of poor education, squalid housing and economic strangulation” by being “integrated

with power into every level of American life.” Thank you.



IN THIS ISSUE:

Investing in Mission: Leveraging A Our Assets {Pa. 3}

& Foundation Who Prioritizes Diversity in Hiring Asset Managers (Pg. 4)
Investment Managers on Missed Opportunities (Pyg. 6}

The *Garcla Rule' {Pg. &)

The [nvestment Manager Diversity Pledge (Pg. 10)

Phitanthropy's Next Hurdle [Pg, 1112

77

\ December 2015 Edition-
A Gollection of Quarterly Editorials for ABFE Members

MART Investing



GARCA RULE

| Gilbert Andrew Garcia, (FA
Managing Partner

Garcia Hamilton& Associates

Mr. Garcie received a B.A. in Economics from Yole
University. After graduating in 1985, he joined Salo-
mon Brothers in New York (ity where he become ¢
Vice-President speciafizing in mortgage-backed se-
curities. In 1990, he joined former Mayor Henry Cis-
neros to build Cisneros Asset Management Compa-
ny, ultimately becoming its President. in 2002, he
joined Garcia Hamifton & Associates, and is the
firm’s Managing Partoer. Under his leadership, the
firm  has reached approximately $6.2  biflion
{November 2015) in fixed income assets under
management. In 2014, the firm was named Fixed
income Investment Grade Manager of the Year by
Institutional investor. in 2015, it wos nomed Inter-
mediate-Term Fixed Income Manager of the Year,
which waos the firm's second year in o row to be
awarded by the magozine, Mr. Garcie has served
on muny boards and currently serves as Chairman
of the Metropolitan Transit Authority of Harris
County and as a member of the Board of Directors
of Sanchez Energy [NYSE:SN]. He also serves on the
Board of Directors of Sponsors for Educational Op-
pertunity (SEQ), a non-profit providing summer in-
ternships on Wall Street for minority undergradu-
ates. At this year’s Annual Awards Dinner, Mr. Gars
cio was owarded the SEO Alumni Leadership Award
alongside other honorees, including former Mayor
of New York City, Michael R. Bloomberg, and Co-
Founder & Co-CEO of The Carlyle Group, David M.
Rubenstein.
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“Garcia Rule” does not reguire emerging managers
to be hired. It only requires that some emerging
firms, inevitably the best firms, get exposure, We
believe that excellent emerging managers exist and
will begin to win more mandates if given the oppor-
tunity,

ABFE WMagazine: What are your recommendations
for your peers who are interested, but haven’t yet
moved on diversifying their asset managers?

Gilbert Andrew Garcla:  They should adopt the
“Garcia Rule” right away. Again, in today's low re-
turn environment, they can't afford not to adopt it
We all need the alpha! We also believe that in to-
day's poor liquidity environment, smaller emerging
firms have a competitive advantage. Compared to
the industry behemoths, smaller emerging firms are
more nimble, allowing them to make market move-
ments more efficiently and to exploit smaller mar-
kets more thoroughly. Furthermore, the key players
typically own their own firm. Thus, they are hungri-
er which brings greater intensity to how they ap-
proach the markets, how they approach client ser-
vice and how they approach the running of thelr
own businesses. ¢

*The term Emerging Manuger may refer to cerigin characteriy-
tics of a firm i assets under (AU and
track record in addition to majority firm ownership by women
or rgcialfethnic minorities. ABFE does not use the term and
encourages foundanons to be explicit about engaging minority-
and firms.
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PO, Box 12687
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NC 28864
9% Phone
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June 22, 2019

The Honorable Maxine Waters
Chairwoman

House Committee on Financial Services
Washington, D.C. 20515

The Honorable Patrick McHenry
Ranking Member

House Committee on Financial Services
‘Washington, D.C. 20515

Dear Chairwoman Waters and Ranking Member McHenry:

T'would like to express my strong support for the Diverse Asset Managers Act. As a former Marine
aviator and Naval Academy graduate, 1 like many who chose to serve their country selected a different
path than the traditional route for those who work in finance. Service men and women who make such
sacrifices to serve their nation are often not afforded the connections made through more traditional
routes and face significant obstacles when competing for asset management opportunities after
departing their military service.

1 founded my firm over twenty-two years ago and we currently manage over $300 million for private
clients with each of our strategies maintaining a 4-star or 5-star Morningstar performance track record
over the past decade plus. However, like many diverse managers, | have found it difficult to even be
considered for a meeting or interview — and our firm has never been selected to manage the assets of
a pension fund or foundation and has never been retained by a focal, state or federal government entity
for institutional asset management.

Research has shown that diverse managers consistently outperform industry benchmarks and have had
overall stronger performance in market downtums. Though those from non-traditional finance
backgrounds often face substantial barriers to entry, diverse, veteran owned businesses are strongly
aligned with investors as our own net worth is correlated with our investor’s success. In addition, our
smaller size and diversity in background enables us to be nimble with our investment opportunities
while offering & variety of insights and thinking outside of mainstream finance channels gleaned
through traditional business schools and banks.

Support for the Diverse Asset Managers Act would enable the participation of more diverse asset
firms institutional assets thereby benefiting our nation and their investors. |
urge the Coramittee to pass this important measure.

With warmest regards,

-

James M. Russo
President
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Friday, June 28, 2019
Statement for the Record From Martin Cabrera, CEO of Cabrera Capitai Markets, LLC

House Fi ial Services C

ubcr ittee on Di ity and Inci

Since 2003, | have been working on issues of inclusion of minority and women owned firms with our City,
County, State, and Federal pension fund systems. There has been some progress since that time with
Emerging Manager programs starting in various states, and now the initiative has grown fo include Taft-
Hartley pension funds and Endowments and Foundations. Although there has been some success in
regions, some more than others, the number of minority and women owned firms managing assets and
executing brokerage commissions for the pension fund systems has remained below 1% of the market
share. Kudos go out to Congresswoman Maxine Waters for spearheading the efforts and putting forward
a bilt and conducting hearings to start addressing the issue at the federal level. This issue is about
Minority and Women Cwned firms getting a real opportunity to compete for business based on their
merits not just their minority status. Diversity is good for business. Research proves that diverse-owned
companies are often well situated to ascertain capital inefficiencies in the market, and as such, are
primed to outperform their peers.

Several factors contribute to the low number of MWOB firms managing assets such as:

s Pension fund systems that do not see the value in smaller firms outperforming their peers and the
market

s Consultants that only do business with larger firms and do not include smaller firms into their
searches

= Anunconscious bias towards MWOB firms.

Some of the pension funds will try to hide behind the “Fiduciary Responsibility” mantra, but staff and
board members are breaching their “Fiduciary Responsibility” by not looking at all of the top performing
managers when making a decision on who to manage their assets. If they fooked at alt of the top
performing managers, they would easily find a plethora of MWOB firms. The hearings started to address
somne of the roots of the problern on access to capital for minority owned firms.

10 Sguth LaSaile Strset, Suite 1050, Chicago, iL 60603 phone {312) 236-8888 1oll free (B00) 291-2388 fax {312} 236-8938
www.cabreracapital.com
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There have been several successful programs throughout the country that have allowed pension fund
systems to allow minority firms to manage assets in a significant way, all based on their performance.

The State of lilinois Treasurer, Michael Frerichs has implemented several programs that have increased
the opportunities and assets with MWOB that are outperforming their benchmarks. To quote Mr. Frerichs
“Using diverse investment firms is not only about creating growth and opportunity in our communities, but
it's integral to increasing our investment returns.” Hlinois State Board of Investments have implemented
Emerging Manager and Emerging Brokerage programs that have increased their performance in the fund
and have exceeded expectations,

This House bill is the first step to increasing MWOB participation in the pension fund systems. Smaller
MWOB firms have outperformed the benchmarks more so than their counterparts year after year. Simply
put, diversity is good for business, diversity is good for our clients and most importantly, diversity is good
for our country. Qur focus must always be geared towards outperforming benchmarks and providing the
best outcome for our clients. Competition is goed for our clients and the pension funds are the biggest
beneficiaries. Imagine what MWOB firms will achieve when the playing field is leveled.

Thank you to Congresswoman Maxine Waters, congressional members and the House Financial
Services Committee staff for your hard work and dedication to this House bill and pension fund initiative.

Raspectiully submitted,

Martin Cabrera, Jr.
CEOQ
Cabrera Capital Markets, LLC
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Texas County MTA Plans To Include Emerging Mgrs. In All Searches

A Texas-based transit authority will now require at least one
emerging asset management be included in every manager search
conducted by its two pension funds going forward as part of 2
move that its chairman hopes will spur other institutions to rec-
ognize that quality firms are being ignored by the investment
consulting comemupity.

The $2371 million Metropolitan Transit Authority of Harris
County (Texas) Union Pension Plan and 5148 million
Metropolitan Transit Authority of Harris County Non-Union
Pension Plan & Trust will now require women-, minority- and
disabled-owned firms or managers with less than $1 billien in
assets under management io be included in every asset class
search.

The new process was led by MTA Chaimman Gilbert Gareia,
managing partner of Houston-based investment manager Garcia
Hamilton & Associates, a minority-owned firm with more than

Teacher Retirement System of Texas Loses

Emerging Manager Program Director

& (EMM, 7/10).
The plan alse
Analyst Andy Cronin
leave earlier this year
and Analyst Krista Kerr
feft the plan to join Oak
Street
Capital last month as a
senior associate. A call
to Oak Street was not
immediately returned.

The $132.3 billion §
Teacher Retirement
System of Texas has
fost its second emerg-
ifng manager program
head in the past 18
months.

Cheryl Hines, who
joined the plan last
December to oversee |
iz approximately $2 |

$6 billion in assets across domestic fixed-income and growth
equity.

Garcia says he decided something needed fo be done when he
saw statistics that showed that the 20 largest consultants advised
on nearly 90% of total institutional assets and in the fixed-income
space, the top 20 firms manage more than 70% of total assets.

"If consultants will go the extra mile, 1 think everybody wins
and, in today's environment, these pension funds have to go the
extra mile because they need to find the alpha to meet their return
assumptions in a low return environment,” Garcia said.

Pension Trustee Jason Simpson said in a statement that, "Not
only will we be reaching a greater depth of managers, but the
opportunity given to women and minority managers is immeas-
urable. We know this is a positive move and hope this will lead

See GARCIA, Page 4

Hillswick Posts Top
Returns In Q3 As
Equity Mgrs. Struggle

Fized-income manager Hillswick Asset
Management brought horae the top ranking
in a third quarter that was pot kind to the
cquity markets.

The firm returned 4.92% for the quarter
ending Sept. 30 in its long duration strategy
1o lead the way in a quarter in which just 115
out of 987 products saw positive perform-
ance.

saw

Real Estate

bitlion emerging man- |
ager program, has §
departed to “pursue
other opporfunities,” the plan said, in a
statement.

T enjoyed my time at TRS, TRS is a
wonderful organization but I feel it is
best for me and my family to consider
some outstanding opportunities oo the
East and West Coast,"” Hines said, in an
interview.

Hines was hired by the plan to replace
Stuart Bernstein, who left in July 2014 to
join real estate firm CapRidge Partners

The plan has named
Sylvia Bell, managing
direetor of investment
operations, as interim director of the
emerging manager program.

The remaining emerging manager
investment staff includes Analysts Edgar
Mayorga, Shruti Suresh and Joseph Kim,
Suresh and Kim joined the plan in July.

Plan Spokeswoman Juliana
Fernandez Helton did not respond to an
e-mail seeking information on whether
the plan will conduct a search for a new
emerging manager program director.

Opus Capital Management's domestic
niicro-cap value strategy posted the highest
Ieyear retun al 17.95% and Mazama
Capital Managements mid- to large-cap
strategy had the strongest 3-year retum at
26.07%.

Overall 383 managers were included,
with core fixed-income remaining the most
populated stategy with 76.

Please see the disclaimer in the full report
for details on how the data is collected from
eVestment.

See Report, Page 1a
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GARCIA: Hope Is For Other Institutions To Adopt Rule

Continued From Page 1

to change within the
industry on a national
fevel”

The plans are calling
the rule the "Garcia Rule”
after Garcia, borrowing
from the National Football
League's Rooney Rule,
which requires minority
candidates to be consid-
ered for head coaching and
other frout office posi-
tions,

Ruby Dang, partner and
director of marketing and
client services at Garcia
Hamilton and a trustee on
the Hamris County MTA
pension board, said in the
past that emerging managers have been afraid to speak up
because of fear of repercussion from the investment consuitant
universe but that Garcia Hamilton's size has provided it with the
ability to "do the right thing for the industry and have the

Gilbert Garcia

courage to move forward."

"This is not about us at all, it is about the industry and if we
have to be the first ones to step out and if that has negative
repercussions, we think it is the right thing to do,” Garcia said.
"We are now getting found. It is really about the others that
aren't critical mass yet whose performance isn't getting found.™

Dang said the trustess see the importance in their role, which
is to get the best return for the participants. "I think in showing
how smailer firms can probably exploit markets differently and
can generate alpha, the trustees were thrilled,” she said.

Garceia said that it will take some time for the Garcia Rule to
have an impact on the MTA plans as they move through an asset
allocation review with new consultant Marquette Associates but
that with time, he fully expects positive results.

Ultimately, it is the hope that other plans, particularly larger
institutions, will follow the MTA's lead. "For a plan that is of
substance in size, to step out and do something like this, that
will really move the needle,” Gareia said.

“The managers win because they get exposure to the plans,
they get exposure to the consultant, the plans win because they
probably see some players they would not have seen other-
wise...and the consultants win too because if they also through
this process find undiscovered fivms that may not have hit their
radar before that are firms they can bring to all their clents,"
Garcia added.

fin|news

We are proud 1o announce our
recent partnership with InHub!

Providing subscribers exclusive
institutional searches conducted
through InHub's eRFP solution.

*Mention us to receive a discount
towards an inHub subscription.

November 2015

Emerging Manager Monthly

Page 4
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sy 11,2019 GARCIA HAMILTON X AssociaTEs Lp

B HOUSTON CENTER
1401 MCKINNEY, SUITE 1600

The Honorable Chairwoman Maxine Waters HousTon, TX 77010
US House Committee on Financial Services Tet: (713) 853-2322
2221 Rayburn House Office Building Fax: (713) 853-2308
Washington, D.C. 20515 WWW.GARCIAHAMILTONASSOCIATES.COM

Dear Congresswoman Waters:

We are writing on behalf of Garcia Hamilton & Associates {GHA} an MWBE certified investment
management firm located in Houston, Texas. GHA is proud to be 100% employee-owned with 91% held
by minority and women partners and 61% held by minority partners. Presently, we manage over $14
billion in fixed income assets, making us one of the largest MWBE firms in the country. We strongly
support the Draft H.R. Bill, the “Diverse Asset Managers Act”, which would “require the Board of
Governors of the Federal Reserve System, companies registered with the Securities and Exchange
Commission, and companies registering securities with the Commission, to consider diverse individual-
owned and controlled asset management firms when seeking asset management services, and for other
purposes.”

The industry is predisposed that diverse firms are “sub-par” compared to their white-male counterparts.
Our performance proves this to be false as we have received numerous performance awards over the past
decade. Itis further demonstrated to be false by recent studies such as the "Diversifying Investments: A
Study of Ownership Diversity and Performance in the Asset Management industry” released by Knight
Foundation in 2019, which concluded that there is no difference in the quality of returns generated by
diverse owned firms and non-diverse owned firms. In fact, the study noted that in some asset classes,
diverse firms outperformed non-diverse firms.

Even worse, diverse managers face many barriers of entry that have been implemented in recent years to
prevent new competitors including minimum asset size, track records and insurance coverage, The
majority of these barriers were put in place by the consultant industry that influences trillions of dolfars
of assets. The consultant industry performs the asset allocation for pension funds and usually sources
money managers as well. Regrettably, most large consultants have little employee diversity which
negatively impacts their decision process. Furthermore, the largest 20 consultants dominate the industry
and influence the vast majority of pension fund assets. In some cases, many of these large consultants
receive revenue from the very same large money managers they recommend to clients without adequate
disclosure. This legislation will go a long way to leveling the playing field, improving transparency and
insuring that pension funds get exposure to potential alpha generating managers.

Despite our award winning performance and asset size, even we face numerous obstacles and outright
racism. As an example, we previously met with one of the ten largest consulting firms on the West Coast.
At that meeting, senior members of their firm rudely proclaimed they would never hire us because we
had a problem with white males. They reached this conclusion because we “did not have enough white
male partners in the firm.”
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This event had a profound impact on us, specifically our Managing Partner Gilbert Garcia. At the time, he
was Chairman of the Board of the Metropolitan Transit Authority of Harris County (Metro). Ultimately,
Metro’s pension board adopted the “Garcia Rule” in 2014 requiring Metro’s consultant to include in every
manager search at least one firm that is either 51% owned by women/minority/disabled veteran partners
or a small firm, defined as less than $1 billion in assets. The Rule does not mandate any hiring quota but
simply requires exposure. Everybody wins! The consultants are forced to track diverse firms, trustees get
exposure to diverse firms that might become the next successful mega-firm, and diverse firms get much
needed exposure that can only benefit them over time.

This new legislation is virtually identical to the “Garcia Rule.” Because of its national impact, it will lead
to an increased pool of investment managers that can only be additive to the pension community’s quest
for alpha. Asset management firms registered in the United States are managing $70 Trillion in assets, of
which less than 1% are managed by women and diverse firms. In 2019, with the incredible diversity among
participants, this is simply not acceptable. Today’s proposed legislation would do more to open this
industry to healthy new competition than all efforts combined over the past 35 years.

Thank you for being an amazing change agent and champion for women and diverse focused legisiation.
We are available anytime to answer any of your questions or to expand on any of our comments.

Ruby Muftioz Dar\g{;w/(_’7

Partner
Director of Marketing

Stptarie f Bud. L Lty foeu H T

Sincerely,

Gilbert A. Garcia, CFA
Managing Partner

Stephanie J. Rollerts Kevin Lunday, CPA Karen H. Tass, CFA
Partner ) Partner Partner
Chief Operating Officer Portfolic Manager
\
Nancy Rodrigu Beth L. McWillam ffitey D. Detwiler \EFA, AAMS
Partner Partner Partner
Portfolio Manager Chief Compliance Officer Portfolio Manager

) - // Al
Benjamin D. Monkiewicz Gary Montgomeéry

Partner Partner
Portfolio Manager Systems Manager



_pressre

Media Hot Line
713.738.4040

Release
Date: Qctober
19, 2015

Bial

The Metropolitan Transit
Authority of Harris

County (METRO) is the region’s
largest public transit provider,
offering safe, reliable and
affordable transportation services
about 370,000 times per day.
Besides operating more than
1,200 buses on a New Bus
Network, METRORail's expanded
system includes the Red Line
{Main Street and Northline),
Green Line (East End) and
Purple Line {Southeast).
METRO's services also

include: STAR

Vanpool, METROLIft, HOV
Buses/Trains program, Park &
Ride, and road improvement
projects. Learn more about
METRO services at ridemetro org
where you will also find
information about our T.R.LP.
app, Next Bus Arrival texting

and the new digital,_interactive
rider tool METRO 360 ftake a
seatl
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METRO Pension Plans
Adopt "Garcia Rule”

for Investment
Managers

- The Union and Non-Union Pension Plans of the

Metropolitan Transit Authority of Harris County (Houston

- METRO) took significant action that will surely serve as a

catalyst for national change. As background, the top

- money managers in size dominate most asset classes.

Furthermore, the path of least resistance for the consultant

- community has been to hire these large firms which

inadvertently exasperates this irend. Regrettably, as we
have seen in the news, bigger firms do not always mean

| better and do not escape interpersonal challenges that

- develop during times of stress. In fact, smaller emerging
. firms are often more nimbile, less bureaucratic and more
- entrepreneurial than larger firms, often leading to greater
' alpha. Because of historical biases and other barriers of

entry, women and minority-owned firms are often

- overiooked and often struggle to reach critical mass and to

grow beyond the emerging bucket.

- Thus, borrowing from the National Football League’s very
. successful "Rooney Rule” to insure exposure for minority

candidates in head coaching and other front-office football

| positions, METRO’s union and non-union pensions have
- adopted the “Garcia Rule” named after METRO’s Chairman
. of the Board of Directors, Gilbert Garcia. The

. rule requires consultants to bring forward at least one

- emerging firm in every asset class search going forward.

“Not only will we be reaching a greater depth of managers,

. but the opportunity given to women and minority managers

is immeasurable,” said pension trustee Jason Simpson.
“We know this is a positive move and hope this will lead to

' change within the industry on a national level.”

METRO’s union and non-union pansion trustees have

. defined “emerging” as woman-owned, minority-owned,
- veteran-owned, disabled American-owned, or firms less

than one billion in asset size at the time of hiring.

. “Now more than ever, we need a Garcia Rule to insure that

firms are fairly vetted and adequately followed by the

. consultant community,” said Chairman Garcia. “Everybody

wins. The firms get increased exposure while the plan just
might find an extraordinary hidden jewel. It may be

- additional work, but in today’s challenging environment to

deliver alpha, it is more than worth the extra effort.”
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The Largest Network of Diverse-Owned
Private Equity Firms and Hedge Funds

National Association of 1300 Pennsylvarsia A
investment Companies W
June 14, 2019

Chairwoman Maxine Waters (D-CA)

U.S. House Committee on Financial Services Committee
2221 Rayburn House Office Building

Washington, DC 20515

Dear Chairwoman Maxine Waters,

I am writing to you on behalf of the members of the National Association of Investment
Companies (NAIC), the industry association which represents diverse-owned private equity
and hedge funds with over US$110 billion under management in the aggregate. We would like
to provide the statement below for the hearing to be convened on June 26, 2019 by the
Subcommittee on Diversity and Inclusion entitled, “Diverse Asset Managers: Challenges,
Solutions and Opportunities for Inclusion.”

The National Association of Investment Companies (NAIC) continues to be concerned about the
disproportionately lower level of federal, public, and private assets allocated to diverse managers
versus their peers despite their documented outperformance. We believe diverse-owned firms
lack access to manage funds for the U.S. federal government, state and local pension plans, and
other institutional investors (endowments, foundations, corporate pension plans, insurance
companies, banks, etc.), at a time when these managers collectively represent the best performing
segments of the asset management industry.

The lack of investment with diverse firms is not because of a dearth of established diverse
managers or because diverse managers have not demonstrated superior performance. Successful
investing tends to come from manager selection, and today there are many diverse-managed
firms that are generating top quartile and decile returns. The enclosed 2017 performance study
by KPMG and Aon Hewitt, Examining the Returns, reported that Diverse Private Equity funds
outperformed the median Cambridge U.S. Private Equity funds benchmark during a majority of
vintage years by over five percent. The total assets for all federal pension plans exceeds one
trillion dollars. Despite the high performance of diverse-owned managers, the federal
government invests less than one quarter of one percent of its assets with diverse- and women-
owned firms.

Over the last several decades, there has been significant growth in the number of diverse
investment managers. There are nearly 900 diverse-owned private equity, real estate, hedge, and
infrastructure funds, and there has been an emergence of large, established diverse managers.
Seven NAIC members - Advent Capital Management, Brightwood Capital, Clearlake Capital
Group, Palladium Equity Partners, Siris Capital Group, Sycamore Partners, and Vista Equity
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Partners - each have billions of dollars of assets under management and over $90 billion of private
equity and hedge fund assets in the aggregate.

In 2014, the #1 ranked private equity firm in the global HEC-Dow Jones Private Equity
Performance Ranking was Vista Equity Partners. Additionally, since 2014, 17 diverse-owned
firms set out to raise capital for funds and managed to reach oversubscribed levels for 26 funds,
which we believe signals changes in the way institutions invest their money while demonstrating
the strong returns many of these managers are providing their investors,

For the last five years, we have enjoyed working with Congresswoman Maxine Waters and
Congressman Gregory W. Meeks, to address the disparity diverse-owned funds have in
managing federal and public assets. In July 2014, NAIC, along with the National Association of
Securities Professionals (NASP) and the New America Alliance (NAA), hosted the first-ever
Federal Chief Investment Officer (CIO) Briefing, where we provided an introduction to the
emerging and diverse manager marketplace and explored the topic of the underutilization of
emerging and diverse managers. Although we invited each of the 11 major Federal agency Chief
Investment Officers (ClOs) to participate, only two attended: William G. Clark, SVP and CIO of
the Federal Reserve System’s Office of Employee Benefits; and John F. Greenberg, CIO of the
Pension Benefit Guaranty Corporation (PBGC).

Following that briefing, in September 2014, ] attended a meeting held at The White House, along
with Secretaries Jack Lew and Thomas Perez, Senators Elizabeth Warren and Cory Booker,
Representatives Maxine Waters and Gregory W. Meeks, Jeffrey Zients, the National Economic
Council Director; and others where the topic of how the federal government could increase the
returms of its pension plans by addressing the underutilization of diverse and emerging managers
was discussed.

In July 2015, Senator Cory Booker, Congressman Gregory W. Meeks, Senator Elizabeth Warren,
and Congresswoman Maxine Waters hosted a Federal CIO briefing to discuss the utilization of
diverse-owned asset managers by the various federal pension plans and pools of investment
capital, which NAIC supported. Broderick Johnson, Assistant to President Obama and Cabinet
Secretary, spoke during the briefing, and expressed President Obama’s and his cabinet’s
continuing support on the issue. Johnson also reflected on actions taken by President Obama’s
administration, including the prior year's summit, the creation of a pilot program for smaller
managers at PBGC, outreach to the various plans regarding their exposure and efforts, and finally
the consideration of the inclusion of diverse firms in the Thrift Savings Plan open window
enrollment.

Several representatives from federal agency plans attended the July 2015 meeting, and spoke on
the Federal CIO panel, including William Clarke, Federal Reserve Employee Benefits System;
Ravindra Deo, Federal Thrift Investment Board; Renee Wilder, Federal Thrift Investment Board;
and Joseph Jordan, Army Navy Exchange. Michael Kennedy, Chairman of the Federal Thrift,
provided additional comments, and John Greenberg, CIO of the PBGC, had committed to
participate but was unable to due to an active RFP for the PBGC pilot program. We were
disappointed that many of the Federal agency CIOs declined the Congressional members’
invitation to participate, A key finding from the Federal CIO panel was that continued education,
advocacy, and outreach are needed to eradicate the lack of investment with diverse asset
managers.

Following the briefing, NAIC received notice that the Government Accountability Office (GAQO)

would be conducting a study on “The Barriers to Utilization for Diverse Managers,” with an
objective to establish a definitive set of facts, outlining the lack of use of diverse managers, the



90

mapplicability of the Federal Acquisition Regulation (FAR), the barriers to entry, and data on
utilization, etc. NAIC had several discussions with the GAO to facilitate the study. The
September 2017 GAO study, Investment Management: Key Practices Could Provide More Options for
Federal Entities and Opportunities for Minority- and Women-Owned Asset Managers, highlighted that
diverse- and women-owned asset managers face challenges when competing for investment
management opportunities with institutional investors and raised questions about how often
federal entities use diverse asset managers and the transparency of their selection processes.

The White House summit in 2014, the Federal CIO briefings in 2014 and 2015, and the 2017 GAO
study have helped to foster a dialogue regarding the lack of diversity across the federal agency
pension plans and other public pools of capital, but we believe more actions can and should be
taken to provide diverse investment managers with fair and equal consideration for access to
manage capital. We propose the following actions for the federal and public pension investment
plans:

e Legislative Action: Legislation should be enacted that requires all pools of capital to
become more inclusive; from the composition of their board of trustees, investment staff,
as well as the capital allocated to diverse-owned firms.

s Targeted Allocation: On a best efforts basis, there should be requirements that at least
10% of all capital must be invested with diverse managers.

s Appointments: When there is an opportunity to appoint trustees and board members,
consideration should be given to those with a more inclusive approach.

s Congressional hearings: On an annual basis, all of the CIOs should be required to brief
the respective Senate and House Finance Committees on their investment with diverse-
owned managers.

s The Rooney Rule: The Rooney Rule should be required establishing that all investment
mandates must consider at least one diverse-owned manager before placing capital.

+ What Gets Measured Gets Done: Each plan should publish a list of diverse managers
that they met with on a quarterly basis and the resulting outcome of the meeting
(hire/non-hire and why).

s Data Requests: Investment consultants and advisors to the federal and public plans
should be required to report on the diversity of their management and investment staff
and the diversity of the managers they have approved for their clients’ investments.

Sincerely,

2
T

[

Robert L. Greene
President & CEO
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July 11, 2019

Nutianal Assoatation of
Secwities Frofessisnaly

The National Association of Securities Professionals (NASP) is a professional services organization
formed in 1985 that serves as a resource for the diverse community at large. NASP is also a
trade organization for diverse professionats within the securities and investments industry. NASP
serves its constituents by providing opportunities to share information about the securities
markets, and by functioning as a repository for data regarding current trends, facilitating
industry-focused educational seminars, and hosting networking events. With over 500 members
and eleven chapters across the United States, NASP’s mission and objectives are:

» To pursue the highest standards of professionatism and excellence among NASP members
+ To achieve equal opportunity for diverse populations in the securities industry

« To foster the growth and development of diverse professionals of diverse owned and
controlled institutions in the securities industry

» To enhance communication among members

« To increase public awareness, especially among diverse populations, of public and
private career opportunities in finance.

To pursue progressive and balanced policies affecting public and private finance

Our members include diverse asset managers in traditional and alternative asset classes. These
include (i) firms with assets over $2 billion; (ii) firms with assets under $2 billion; and (iii) firms
that are managers of managers that allocate pension dollars to provide funding opportunities to
smaller firms while also providing investors with ongoing due diligence, monitoring and risk
controls. Among our members, and of importance to the traditional and alternative asset
management ecosystem, are minority-and women-owned (diverse owned) investment banks and
broker dealers, that provide advisory and securities sales and trading services to asset
managers. In addition, our members include other professionals who serve the financial
services industry such as lawyers and accountants.

NASP supported the Dodd Frank Wall Street Reform and Consumer Protection Act of 2008 (Dodd
Frank), inctuding its strong advocacy for Section 342 of Dodd Frank that resulted in the creation
of the Offices of Minority and Women Inclusion for the GSEs and the federal agencies that
regulate the financial services industry.

In keeping with our mission, and the spirit of Section 342 of Dodd Frank, NASP strongly supports
the proposed Diverse Asset Managers Act, especially its requirement that “the Board of
Governors of the Federal Reserve System, companies registered with the Securities and
Exchange Commission, and companies registering securities with the Commission...consider
diverse individual owned and controlled asset management firms when seeking asset
management services, and for other purposes™’.

*Discussion Draft HR___to the 116 Congress, 1% Session.
1
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NASP supports this legislation because:

» Research demonstrates that diverse asset managers generate the same level {or better)
of positive excess investment returns across all major asset classes as non-diverse owned
firms.

» Diversity and inclusion will allow the Federal Reserve System, companies registered with
the Securities and Exchange Commission, and companies registering securities with the
Commission to meet their fiduciary duties.

« Diversity and inclusion in the hiring of diverse asset managers for the Federal Reserve
Systern will allow the System to reflect the diversity of its beneficiaries and the pation
as a whole. .

The global asset management industry is vast: $69.1 trillion in assets under management and
$99 bittion in profits in 2016. Diverse owned asset management firms manage less than 1% of
these assets. Yet, research has consistently shown that diverse firms offer competitive returns,
A recent study authored by Harvard Business School Professor Josh Lerner, and released by the
Knight Foundation, which examined four major asset classes (mutual funds, hedge funds,
private equity and real estate), concluded that there is no difference in the quality of returns
generated by diverse owned firms and non-diverse owned firms. The study noted that in some
asset classes, diverse firms outperformed non-diverse firms.?

Fiduciaries, including the Board of Governors of the Federal Reserve System and other entities
targeted by the proposed legislation, have a duty to source and consider qualified investment
managers from the larger pool of asset managers available, which include underrepresented
diverse firms. How else can they ensure that their beneficiaries have the epportunity to receive
attractive risk adjusted returns? NASP believes that the duty of fiduciaries is to seek outpaced
returns wherever they exist. The exclusion of diverse owned firms represents a failure to source
from an emerging pool of talented professionals who have earned their seats at the table and
who perform at the same level or better than their peers.

Given the research that substantiates the performance of diverse firms, their continued
exclusion is an indication that the legacy of discrimination persists and that these firms still
face barriers to entry that are not related to performance. These barriers are anti-competitive
forces that present a challenge to a plan sponsor's fiduciary duty. The proposed legislation
represents an intentional effort to address these impediments to free market competition,
especially for small businesses. The removal of these blocks would aid the Federal Reserve
System in sourcing investment managers from a truly comprehensive universe of available
talent. The legislation would also provide a new channel of significant opportunities for diverse
owned firms, which are more likely to hire, retain and promote minorities and women, and to
do business with other minority owned firms.

*Spurce: Diversifying Investments: A Study of Ownership Diversity and Performance in The
Asset Management Industry, January 2019; Professor Josh Lerner, Harvard Business Schoot, Bella Research
Group, Knight Foundation.
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The inclusion of diverse owned investment management firms would have the additional benefit
of creating investment options that reflect the diverse demographics of the annuitants and
participants in the Federal Reserve Pension System. For example, according to the Office of
Personnel Management (OPM), in 2017 36.7% of all Executive branch employees were
minorities.?

Traditional and alternative asset managers utilize trading and advisory services offered by
broker dealers and investment banks, respectively. Likewise, ensuring that all investment
managers hired by the Federal Reserve Pension System, companies registered with the SEC, and
companies registering securities with the SEC utilize diverse owned investment banks and
broker dealers would be an important additional element to this legislation.

As a professional and trade organization, NASP emphatically supports this legislation on behalf
of our members! NASP would be honored to provide additional data to Congress upon request.

Sincerely,
<//i/»/~‘ f';’f:x'f;—-—-m. _—
/

Orim Graves, NASP Executive Director

9] /(7 Ry
,{/«’%zim /gfé//yw Mﬂ,

NASP Board Chair

901 K Street, NW, Suite 310~ Washirigton, 0C 20001 = 202-371-5535 - www.nasphg.org

3 Source: OPM Executive Branch Employment by Gender and Race/National Origin; https://
www.opm.gov/ policy-data-oversight /data-analysis-documentation/federal-employment-reports/
reports-publications/ executive-branch-employment-by-gender-and-racenational-origin/

3
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Tae Crry oF Ngw YORK
OrricE oF THE COMPTROLLER
Scort M. STRINGER

Submitted to the U.S. House Financial Services Committee
“Diverse Asset Managers: Challenges, Solutions and Opportunities for Inclusion”
July 11, 2019

Office of the New York City Comptroller Scott M. Stringer
Emerging Manager Programs

Background

It is well-known that the finance industry is dominated by white men. As of 2018, women- and
minority-owned investment firms managed just over one percent of the total $70 trillion in
industry-wide assets under management.? While this statistic has improved over time, women
and other underrepresented communities are still dramatically far behind in number and share
of wallet. Since becoming New York City Comptroller in 2014, Scott M. Stringer has been a
staunch advocate for addressing this inequity by putting diversity front and center in the office’s
mission. To uphold its responsibility as advisor and custodian of the nation’s fourth largest
pension system, the Office of the New York City Comptroller Scott M. Stringer (“the Comptroller’s
Office”) has implemented policies and initiatives to expand opportunities for diverse managers
to do business with New York City and has built a pipeline to deliver lasting, industry-wide change.

The Comptroller's Office’s commitment to expanding investment with diverse managers dates
back to the early 1990s, when the office launched its first initiatives focused on increasing the
number of emerging managers working in our public equity, public fixed income, and private
equity asset classes. At that time, the Bureau of Asset Management {(“BAM”) of the Comptroller’s
Office used a mix of direct investment and partnerships with fund-of-fund managers to assist in
sourcing top-notch managers globally, including newer funds and those with diverse leadership.
These efforts have delivered solid and tangible results over time, as Comptroller Stringer
recognized an opportunity to do more to achieve better risk-adjusted returns and safeguard the
retirement security of the over 700,000 New York City pensioners he serves.

Expanding opportunity for diverse managers and incorporating a framework of increasing
diversity goes hand-in-hand with maximizing pension returns, in accordance with the fiduciary

! John S. and James L. Knight Foundation {led by Josh Lerner, Chair of the Entrepreneurial Management Unit and the Jacob H,
Schiff Professor at Harvard Business School and the Bella Research Group). {2019). Diversifying investments: A Study of
Ownership Diversity and Performance in the Asset Management Industry. Retrieved from https://kf-site-
production.sB,amazonawsAcom/media‘eiements/ﬁiesiQOO/ODOﬁBZ/origina§/2019"KF_D!VERSITY“REPORT»FINAL~3.pdf
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duty of the Comptroller’'s Office, by promoting competition and ensuring BAM has access to the
best investment talent available. In fact, research demonstrates that diverse teams and
investment managers produce greater results — and diversity is correlated with stronger
economic performance, better risk management, and long-term success. As such, through a
number of new initiatives, the Comptroller’s Office continues to seek the best and brightest next
generation of investment managers of all genders and ethnicities to manage the over $200 billion
in assets under management across the five pension funds in the New York City Retirement
Systems (“the Systems”).

Increasing Access through Focus, Momentum and Results

Focus. Soon after Comptroller Stringer first took office in 2014, the Comptroller's Office
sharpened its focus on the issue of asset manager diversity by identifying opportunities for
increased risk, adjusted returns, and allocating an additional $1 billion with Emerging Managers
- generally defined as all managers (including minority- and women-owned enterprises or
“MWBESs”) with less than $2 billion in assets under management and raising Funds | through il -
interested in doing business with the Systems. That expansion brought the Systems’ total amount
of assets invested with MWBEs to nearly $10 billion and — for the first time — expanded overall
Emerging Manager investments to each of the Systems’ major asset classes.

In 2015, Comptroller Stringer launched an initiative to incorporate diversity into the process of
hiring investment managers, putting New York City on the map as the first major pension system
in the nation to formally consider diversity as a criterion in manager evaluation and selection.
Through the initiative, BAM started systematically asking current and prospective money
managers about the diversity of their investment professionals. Further, BAM asked managers to
show a commitment to diversity and inclusion ~ not just through their hiring and retention
practices, but more importantly, their compensation structures ~ recognizing that the “pipeline
problem” in the asset management industry is more accurately a problem of restricted
opportunity and lack of promotion. The goal of this new selection criteria was to incentivize
managers to build teams that reflected the diversity of New York City, up and down their
employment structure, to enhance the pipeline for diverse investment professionals, and to
advance minorities and women to lead firms or possibly open firms of their own.

in 2017, Comptroller Stringer proposed an internal goal to reach a 10 percent allocation to MWBE
managers across each asset class: public equities, public fixed income, private equity, real estate,
alternative credit, hedge funds, and infrastructure. By 2019, BAM has reached that goal in two of
its seven major assets classes.

Momentum. Through BAM, the Comptroller’s Office is building momentum by continuing to
explore creative ways to increase opportunity for minority- and women-owned asset managers.

The Comptroller’s Office recognizes sustained success can only be realized through intense and
continuous focus on manager diversity. In June 2018, Comptroller Stringer appointed an
investment professional as its first Director of Diversity & Inclusion, a newly created position
focused exclusively on improving asset manager diversity. Reporting directly to the BAM Chief
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Investment Officer and working closely with BAM's investment staff, she is setting the strategy
and building an infrastructure that employs a portfolio approach to utilizing more MWBEs.

in October 2018, Comptroller Stringer announced a series of new nation-leading initiatives to
encourage greater diversity among investment managers hired by the Systems, including the
launch of an initiative to source partners across alternative asset classes — private equity, real
estate, infrastructure, hedge funds, and alternative credit — to invest in best-in-class, first-time
funds and early-stage investment firms managed by emerging managers, including MWBEs.
Subject to the System trustees’ approval, the Comptroller’s Office will have the most robust
multi-asset class programs dedicated to early-stage investment managers in the nation.

Most recently, the Systems approved a $600 million expansion of BAM’s successful in-house
Private Equity Emerging Managers program, bringing the total assets committed through the
program to over $1.5 billion, of which more than 57 percent is allocated to MWBE managers.
Through each of these most recent steps, the Comptroller’s Office is expanding and executing its
utilization goals, while fostering greater cross-asset class collaboration in engaging with,
sourcing, and hiring minority- and women owned managers for the Systems.

Results. Since 2014, investment with minority- and women-owned firms has increased 40
percent to over $12.0 billion in assets. As of the second quarter of 2019, two of the seven asset
classes in which the Systems invest have met or exceeded the goal of having 10 percent of
actively managed assets managed by MWBEs. Private equity, one of the longest running
emerging manager programs, boasts nearly 17 percent invested with MWBEs and active public
equities is 12 percent allocated to MWBEs.

While tremendous strides in the area of asset manager diversity have been made, there is much
more to do to institutionalize this change. To that end, the office is building sustained access for
minority- and women-owned asset management firms by:

= Expanding emerging manager programs across asset classes, leveraging the blueprint of
the legacy emerging manager programs;

e Refining criteria in RFPs to be more inclusive, eliminating inadvertent hurdles in
manager searches and asking consultants to do more to source and track diverse
managers;

e Strengthening and expanding our relationships with existing fund-of-fund managers to
ensure greater transparency and frequency of managers transitioning from emerging
manager programs to direct mandates with the Systems; and

» Enhancing our outreach to better educate managers about our emerging manager
program requirements and processes
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The Comptroller’s Office aims to be a leader in changing the face of asset management —and by
demonstrating that a commitment to expanding diversity is a strategy for economic success —
because the opportunities of tomorrow will not be captured using the business practices of
yesterday. Diversity is not a box to be checked — it is a living, breathing commitment to fairness.
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Metropolitan Transit Authority Transport Workers Union Pension Plan, Local 260, AFL-CIO

Metropolitan Transit Authority Nen-Union Pension Plan

Procurement Guideline for Investment Management Services

“Garcia Rule” — Emerging Managers

in order to promote full and equal business opportunities for all businesses and to include as
broad a range as possible of businesses to ensure the best qualifications and skills in the marketplace and
to exploit market inefficiencies to maximize returns in contracting for investment management services
with the Metropolitan Transit Authority Transport Workers Union Pension Plan, Local 260, AFL-CIO
(the “Union Plan™) and the Metropolitan Transit Authority Non-Union Pension Plan (the “Non-Union
Plan™), the Board of Trustees of the Union Plan and the Committee of the Non-Union Plan shall solicit
bids, proposals, offers or other applicable expressions of interest regarding any prospective investment
management contract with the plans or provision of services to the plans, from at least one (1) Emerging

Manager.

An Emerging Manager must be certified as a MBE/MWBE or Texas HUB and must have
ownership of a minimum of 51% of the following groups:

L

184

w3
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509033361

African Americans, which includes persons having origins in any of the Black racial
groups of Africa;

Hispanic Americans, which includes persons of Mexican, Puerto Rican, Cuban, Central
or South American, or other Spanish or Portuguese culture or origin, regardless of race;

Asian Pacific Americans, which includes persons whose origins are from Japan, China,
Taiwan, Korea, Vietnam, Laos, Cambodia, the Philippines, Samoa, Guam, the U.S. Trust
Territories of the Pacific, the Northern Marianas, and Subcontinent Asian Americans
which includes persons whose origins are from India, Pakistan, Bangladesh, Sri Lanka,
Bhutan or Nepal;

Native Americans, which includes persons who are American Indians, Eskimos, Aleuts,
or Native Hawaiians;

American Women, which includes all women of any ethnicity except those specified
above; and

Veterans of the United States Armed Forces, which includes persons who (i) served in
the active United States Army, Navy, Marine Corps, Air Force or Coast Guard (including
their Reserve components), (i) have been discharged or released therefrom under
conditions other than dishonorable and (iii) are not otherwise described above; and

Disabled Americans, which includes persons (i) with a disability as defined in the
Americans with Disabilities Act of 1990 (ADA) and (ii) who are not otherwise described
above.

Or, if said ownership of the groups above (1-7) is below 51% then firm assets must total
no more than $1 billion at the inception of the contract.
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MISSION STATEMENT

To provide, protect, and enhance the present and future economic well being of members, pensioners and

beneficiaries through efficient and effective mar of benefit programs, investment practices and
customer service, and to commit to earning and keeping the respect and trust of the participants through
quality service and by protecting retirement benefits, in compliance with applicable laws and standards.
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BOARD OF TRUSTEES

AS OF JUNE 30, 2018

OFFICERS

Jay C. Rehak, President

Lois W. Ashford, Vice President
Gregory Redfeairn, Financial Secretary
Bernice Eshoo, Recording Secretary

MEMBERS

REPRESENTING THE CONTRIBUTORS
Lois W. Ashford

Jeffery Blackwell

Bernice Eshoo

Tina Padilla

Gregory Redfeaim

Jay C. Rehak

Jay C. Rehak Lois W. Ashford Gragory Redfeairn Bernice Eshoo

Jeffery Blackwell Mark F. Furlong Lois Nelson Tina Padilia REPRESENTING THE ANNUITANTS
Lois Nelson™

Mary Sharon Reilly

Maria J. Rodriguez

REPRESENTING THE ADMINISTRATORS/
PRINCIPALS
Jerry Travios

&

Mary Sharon Reifly ~ Maria 1. Rodriguez Serry Travios Gail D. Ward REPRESENTING THE BOARD OF
EDUCATION

Mark F. Furlong

Gait D. Ward

EXECUTIVE DIRECTOR

Charles A, Burbridge

* Dr. Walter £, Pilditch passed on December 24, 2017,
The Board apgointed Lais Nelson ta Hlf the vacanty
until the next alection in November 2018,
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Lockport, IHinois 50441
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ORGANIZATIONAL CHART
AS OF JUNE 30, 2018*
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Adriane D. McCoy
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Director Charles A. Burbridge
Executive Director

Mary Cavallaro
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LETTER OF TRANSMITTAL

Chicago Teachers™ Pension Fund

January 17, 2019

The Pension Board of Trustees and Fund Members

Public School Teachers’ Pension and Retirement Fund of Chicago
203 North LaSalle Street, Suite 2600

Chicago, llinois 60601

Dear Pension Board of Trustees, Contributors, Pensioners, and Members of the Public:

This is the 123rd Comprehensive Annual Financial Report {CAFR)} of the Public School
Teachers’ Pension and Retirement Fund of Chicago (CTPF or Fund) that covers the
fiscal year ended June 30, 2018, HHlinois statutes provide for a Board of Trustees to be
responsible for the administration of the Fund. An important aspect of the
administration is the presentation of a detailed annual report of system finances and
operations. This publication is intended for all parties-of-interest as well as for the
public-at-large.

The financial statements and their content are the responsibility of the Fund’s
management. This report provides a review of the financial, investment, actuarial,
and operational conditions of the Fund. it contains financial statements with
comparative data, which were subject to an independent audit conducted by illinois
licensed certified public accountants, an actuarial valuation prepared by the Fund’s
consulting actuary, a description of benefits as specified in HHlinois faw, and other
relevant information.

The Fund is a public employee retirement system established by the State of lllinois
to provide annuity, disability, survivor, death, and health benefits for certain certified
teachers and other employees of the Chicago Public Schools and approved City of
Chicago charter schools. It is administered in accordance with Chapter 40, Act 5,
Articles 1, 17, and 20 of the tinois Compiled Statutes.

OVERVIEW

The Fund’s membership increased to 66,505 total members including 28,958 active
members, 28,549 beneficiaries, and 9,398 vested terminated members as of June 30,
2018, reflecting a 5.6% increase over the prior year’s total membership of 63,356,
The 123" year of continuous operations ended with the Fund’s operational condition
improving compared to the previous fiscal year. The June 30, 2018, value of net assets
held in trust for pension and health benefits amounted to $11.1 billion, a 2.9%
increase from the $10.8 billion of the previous year.
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FISCAL YEAR 2018 HIGHLIGHTS AND ACCOMPLISHMENTS

ACCOUNTING AND INTERNAL CONTROLS

This repoft was prepared to conform to the principles 6f governmental accounting and
reporting as pronounced by the Governmental Accounting Standards Board (GASB) and
the American Institute of Certified Public Accountants:

Plante Moran, PLLC, conducted the fiscal year 2018 audit and Gabriel, Roeder, Smith &
Company Holdings, tnc:, produced the fiscal year 2018 actuarial valuation. -

The accrual basis of accounting is used to record the assets, liabilities, revenues and
expenses of the Fund. Revenues are recognized in the accounting period in which they
are earned, without regard to the date of collection, and expénses are recorded when
the corresponding liabilities are incurred; regardless of when payment is made: The
specific accounting treatment of transactions is described in the Summary of
Accounting Policies in the Notes to the Financial Statements. :

The Government Finance Officers Association of the United States and Canada
awarded a Certificate of Achievement for Excellénce in Financial Reporting to the
Public School Teachers’ Pension and Retirement Fund of Chicago for its CAFR for the
period ended June 30, 2017, This was the 27" year that the Fund received this
prestigious award. The award récognizes CTPF's readable and efficiently organized
CAFR, which satisfies generally accepted accounting principles and applicable legal
requirements. .

Throughout the year, the Finance Department worked to update systems and
processes and to streamlineé and improve expense reporting and budgeting. Finance

- ‘partnered with Benefits department staff 1o define requirements for enhancements to
the Employer Reporting System; designed to improve the contribution and late-fee’.
billing process. The department also issued a request for proposal for banking services
and evaluated responses to ensure services and fees align with the Fund’s goals and
initiatives. e

: INVESTMENT AUTHORITY AND PERFORMANCE

The CTPF Board of Trustees {Board) set the Fund’s irnvestment policy, operating under

“ the prudent person rule and with investment authority granted by the lllinois Compiled
Statutes, Chapter 40, Act 5, Articles 1 and 17. Trustees seek guidance from CTPF staff
and investment consultants who help select investment managerment firms. and
monitor and continuously evaluate performance: The Board approves an asset
allocation program designed to obtain the highest expected return on investments
with an acceptable level of risk. The Board’s current policy targets are:

s - Global equity at 66.0% (comprised of domestic equity at 30.5%,
international equity at 30.5%, and private equity at 5.0%),
= - Fixed income at 23.0%, and

« " Real assets at 11.0% (comprised of private real estate at 9.0%
and infrastructure at 2.0%).

As of June 30,:2018, investments at fair value plus cash totaled $10.9 billion, reflecting
a 3.1% increase from the 510.5 billion value of Jurig 30, 2017. The Fund's rate of return
for the year ended June 30, 2018, was 8.96% as performance of the portfolio was
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. reflective of the equity market’s steédy growth. CTPF maintained a diversified

portfolio consisting of equities (domestic and international), fixed income, real assets
and alternative investments. The Fund continued to maximize investiment
performance while maintaining acceptable levels of risk. CTPF is a long-term investor
and performance over time offers a broader picture of overall performance. The Fund
returned £.70% over the past 10 years and 8.16% far the 25-year period ending June
30, 2018,

During the year ended June 30, 2018, the Board and staff performed due difigence
over its investment managers in order 1o monitor performance and compliance in all
asset classes. During the fiscal year the Fund: :

= increased its commitment to oneé majority-owned fixed
income manager. )

+ Initiated investments with two U.S, domestic equity small-
cap growth managers.. - :

= . -Initiated investments with two existing private equity fund-of-funds
managers-and two existing privaté-equity managers: one African- .
American owned firm and one Latino-owned firm.

¢ Initiated investments with two new private equity managers: one
Latino-owned firm and one majority-owned firm:

- injtiated investments with one non-core real estate Asian-American
owned firm and one non-core real estate debt majority-owned firm:

CTPF continues to be committed to diversity and, as of June 30, 2018, approximately.
41.9% ($4.5 billion) of the Fund’s investment portfolic was managed by qualified
minority, women, and disabled-person owned investment managers. Additionally,
the Fund directed approximately $1.25 million in commissions to.qualified minority,
women, and disabled-person owned brokers/dealers in-calendar year 2017,

CTPF also has a strong commitment to the economy of the State of lilinois. As

of June 30; 2018, CTPF employed 17 llinois-based Investment managers who
managed assets with a market value of $3.3 billion, These assets represented

30.8% of CTPF's investment portfolio.

Overall, investment returns continue to outperform bénchmarks similar to the
previous fiscal year. The investment rate of return for fiscal year 2018 was 8.96%
(vs. benchmark of 8.36%) following fiscal year2017's return of 13.59% and fiscal
year 2016°s return of 0.54%. Five and ten-year annualized returns were 8.80%

(vs. benchmark of 8.22%) and 6.70% {vs. benchmark of 6.42%), respectively.
Domestic, international and private equity as well as real estate and infrastructure

generated positive returns. Fixed Income posted negative returns but still

outperformed the fixed income benchmark. The Fund’s portfolio of domestic equity
reported a 15.75% return, international equity reported an 8.45% return, fixed income
reported a {0.30)% return, private equity reported a 14.57% return, real estate
reported an 8.35% return, and infrastructure reported a 17.79% return,

BENEFITS DEPARTMENT

The Benefits Departmént is responsible for the day-to-day operations of al benefits
administration to ensure member satisfaction, compliance with statutory law and the
financial accuracy of payroll records and benefit payments: Key areas of responsibility
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include compliance, health insurance, member fecords, member services, pensions
and refunds, process and improvement analysis...

The department continues to focus on strengtheéning operations, improving internal
controls, and enhancing castomer service for our members, Highlights from 2018
include: : :

« Launchof a full payroll audit of all charter schools within the next three
years, The audit followed a pilot program which identified contribution and
participant reporting deficiencies.

s "Developrment of a web-based Employer Reporting System with enhanced
functionality that improves data transparency, offers workflow efficiencies
to both employers and administrative staff, and supports improved
accountability to avoid and reduce the number of incoming
data discrepancies. .

"= Continuation of work on a data quality initiative which continues to identify
and remediate existing account data discrepancies. Completion of the
initiative will decrease benefit procéssing turnaround times as well as

- 'support enhanced member self-service capabilities.

. improvements to the death-matching process to mitigate the overpayment -

of pension benefits after the death of a member.

ADMINISTRATIVE SERVICES DEPARTMENT

Administrative Services supports the work of the Board of Trustees and CTPF :
Leadership to ensure they are efficiently able to carry out the Fund's mission. During
fiscal year 2018, Administrative staff worked with the Fund’s real estate consultant;
CBRE, to assess the commercial real estate market and identify potential opportunities

in anticipation of the Fund’s lease expiration in' 2021, Administrative Services staff also .

began implementation of BoardDocs software, a system designed to streamline
production and content of Board meeting materials, -

COMMUNICATIONS DEPARTMENT.

The Communications team manages and prodices public-facing communications
focusing on three major areas of responsibility:printed and online publications,
media/community relations, and social media/website outreach. The Director of
Communications also serves as the Fund’s official Election Coordinator and serves as
the primary contact for members of the media seeking information about CTPF.

The department coordinated the enterprise-wide launch of a new website at
www.ctpforg in 2018, The Fund’s original site was launched in 2006 and had not
undergone a major update since that time. The relaunch modernized CTPF
communications, expanding services and information available to members with a
clean; easy to navigate design, a newsfeed for sharing urgent news, updates, and
information, and easily accessible forms, visible alerts and a search bar.

CTPF offers a robust soclal media presence on Facebook, Linkedin, and Twitter, posting
regularly and providing an opportunity to engage thousands of members. All platforms
saw a 10% increase in 2018 with growth in users and impressions progressing steadily
across all platforms. : -
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HUMAN RESOURCES DEPARTMENT

Thie Human Resources Department serves as-a resource to all staff, bringing new,
hires on board, providing staff with developmental opportunities, maintaining'a
confidential environment, working through conflict resolution, and seeking employee
engagement opportunities.

During fiscal year 2018 Human Resources worked to hire for several strategic
positions and implemented new performance management tools and seif-service
modules for employee open enrollment; promoting a paperless environment:

LEGAL DEPARTMENT

The Legal Department advises the Board and Fund staff on legal issues impacting the
Fund, both on a day-to-day basis and at Board and Committee meetings. The Legal
Department works closely with Board counsel and oversees the work of the Fund's
other outside counsel, including litigation, investment, tax; and securities and class
action htigation counsel.

Highlights for fiscal year 2018 include:

o Entering into an agreement with the Chicago Board of Education,
addressing the timing of the new tax levy payments and statutory
requirements.

» - Reaching ar agreement with the'ilinois Network of Charter Schools t6
: further ensure employer compliance with payroll record and pension
contribution’ submission reguirements. :

+  Continuing to build out a centralized procurement function. }
« . Drafting and updating the Fund’s record ‘Tetention policy.

« " Testifying before the Hinois Genéral Assembly regarding the proposed
Tier 3.

« . Presenting information about Pension Obligation Bonds at the National
Association of Public Pension Attorneys conference:

INFORMATION TECHNOLOGY DEPARTMENT
The Information Technology (IT) Department is responsible for ensuring the quality,

- security, and availability of data and information, software, and hardware: The iT

Department is responsible for following irdustry best practices for software
development standards, project management, and infrastructure improvements.

During fiscal year 2018 the department worked to:

* = Reduce data security risks by replacing members’ social security nimbers
‘with a new member 1D number in all reporting, internal and external
communications, :

'+ Support the data quality initiative with increased controls and functionality
improvements for the Fund’s main database.

» " "Enhance accuracy and visibility of information in Member Statements and
improve functionality and work flow for member estimates to provide CTPF
staff with additional options and members more accurate and robust
pension estimates.
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. Sdpport the development of the Employer Repﬁrtiﬁg System.

= “Complete hardware and software upgrades to several-critical systems
and databases.

s Improve database backup strategy and improve festore capabi!ities
. from 90 minutes to 5 minutes:

LEGISLATION IMPACTING CTPF

Legislation enacted and implemented during fiscal year 2018 had major irhpact on
CTPF and future funding,

Public Act 100-0465 (SB 1947) enacted August 31, 2017, amongst other actions

(e.g., an evidence-based funding formula for HHlinois schools) provides for the State to
cover CTPF's normal pension costs and to defray retiree healthcare costs {$221.3
million for fiscal year 2018); as a contiriuing appropriation going forward. This is the
first time in the history of the Fund that the State has assumed responsibility for
normal cost payments, alleviating the burden on the Chicago Public Schools.

Public Act 100-0023 (SB 42); enacted July 6, 2017, containg language that allows the
Chicago Board of Education to adopt a new. Tier 3 retirement plan by resolution or
ordinance. The new Tier 3 plan is a hybrid plan with elements from a traditional
defined benefit plan and a defined-contribution plan. N¢ action has been taken by
the Chicago Board of Education to-adopt this plan.

Public Act 100-0334 (HB 350}, enacted August 25, 2017, amends several articles of
the IHinois Pension Code. The bill eliminates benefits for survivors of members
convicted-of a felony relating to or arising out of or in'connection with the member’s
service as a teacher.

FUNDING GOALS

The funding policy of the Fund provides for employer contributions whith, when
added to contributions received from emiployee members and earnings 'on
investments, will be sufficient to meet the actuarially determmed obligations of
the Fund.

Ori‘an annual basis, an actuarial valuation is performed in order to determine the
amount of required contributions in accordance with the Hlinois Compiled Statutes
{Public Act 89-15).

The Chicago Board of Education (Employer) is required by law to make contributions

to the Fund in order to ensure the actuarial value of assets is 90% of the actuarial
value of liabilities by the end of a predetermined funding period. In years where the
funding ratio exceeds 90%, no employer contribution is required.

The iliinois Compiled Statutes {Public Act 90-0582) provide that the Employer and the
State of Hlinois (State) are required to make additional contributions as 4 percentage
of payroll to offset a portion of the cost of benefit increases enacted under Public
Act'90-0582.

Amendments to the Hllinois Pensiont Code duriﬁg fiscal year 2010 changed the funding
requirements for future years. lllinois Compiled Statutes (Public Act 96-0889} limited
the contributions required to be made to the Fund by the Chicago Board of Education

to $187 million for fiscal year 2011, $192 million for fiscal year 2012, and $196 milltion
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for fiscal year 2013. Under the amended statute, the Chicago Board of Education
was provided a 14-year extension, or until the end of 2059, to make contributions
which ensure that the Fund’s projected actuarial value of assets is 90% of the
Fund’s projected actuarial liabilities.

Legislation passed in fiscal year 2016 attempted to ease the funding burden on
CPS. Public Act 99-0521, passed and enacted in fiscal year 2017, allowed CPS to
levy a property tax dedicated to the Fund at a tax rate of 0.383%.

Public Act 100-0465, enacted in fiscal year 2018, provided additional funding
stability. The legislation raised the property tax levy to 0.567% and required the
State of Hlinois to pay the normal cost portion of the CPS required contribution,
including the $65 million health insurance subsidy, on an ongoing basis.

For fiscal years 2014, 2015, 2016, 2017, and 2018, the required contributions from
the Board of Education and the State of Hllinois were $625 million, $709 million,
$700 million, $745 million, and $784 million, respectively. For fiscal years 2019
and 2020, the required contributions are $809 million and 5855 million.

CONCLUDING COMMENTS

Gregory Redfeairn was appointed to the Board on July 20, 2017, to fill a vacancy
through the next election in November 2017.

Two candidates submitted petitions for two positions in the November 2017
Teacher Trustee election. Tina Padilla and Gregory Redfeairn were declared
elected for three-year terms since the number of candidates did not exceed the
number of open positions.

Dr. Walter E. Pilditch, Mary Sharon Reilly, and Maria 1. Rodriguez were
elected Pensioner Trustees for two-year terms int November 2017, Dr. Pilditch
subsequently passed on December 24, 2017, The Board declared a vacancy
and appointed Lois Nelson to fill the position until the next election in
November 2018,

There was no Administrator Trustee Election in 2017, One candidate submitted
petitions to fill the remaining term ending November 2019. Jerry Travios was
declared elected since the number of candidates did not exceed the number of
open positions.

in the election of officers, Jay C. Rehak was elected President; Lois W. Ashford,
Vice President; Gregory Redfeairn, Financial Secretary; and Bernice Eshoo,
Recording Secretary. Chairs of standing committees included Tina Padilla,
investments; Gregory Redfeairn, Finance and Audit; Lois W. Ashford, Pension Laws
and Administrative Rules, and Jeffery Blackwell, Claims and Service Credits.

This annual report of the Public School Teachers” Pension and Retirement Fund of
Chicago was prepared through the combined efforts of the Pension Board of
Trustees, the Fund's actuary, certified public accountants, and administrative staff.
We want to express our gratitude and appreciation for the diligence of all
contributors in the preparation of this publication.

AT

Lo
Charles A, Burbridge ™ Alise White, CPA
Executive Director " Chief Financial Officer
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~This section contains the report of the independent public accountants, the

-financial statéments of the Fund, along with fooinotes to the financial statements,
and supplemental financial information. -
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independent Auditor's Report

To the Board of Trustees
Public School Teachers' Pension and
Retirement Fund of Chicago

Report on the Financial Statements

We have audited the accompanying basic financial statements of Public School Teachers'
Pension and Retirement Fund of Chicago (CTPF) as of and for the years ended June 30, 2018
and 2017 and the relaled notes to the financial statements, which collectively comprise CTPF's
basic financial statements, as listed in the table of contents.

s Ry ibility for the Fir ial

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

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we pian and perform the audits to
obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures o oblain audit evidence about the amounis and
disciosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the
financial stalements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity's internal control. Accordingly, we express no such opinion. An audit also includes

luating the appropri of accounting policies used and the reasonableness of
significant accounting estimates made by . as well as luating the overall
presentation of the financial statements.

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

Opinion
fn our opinion, the basic financial statements referred to above present fairly, in all material
respects, the plan net position of Public Schoot Teachers' Pension and Refirement Fund of
Chicago as of June 30, 2018 and 2017 and the changes in plan net position for the years then

ended in accordance with accounting principles generally accepted in the United States of
America.
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To the Board of Trustees
Public School Teachers’ Pension and
Retirement Fund of Chicago

Emphasis of Matter

As explained in Note 2C, the financial statements include investments valued at $1,396,303,882
(12.8 percent of net position) at June 30, 2018 and at $1,352,510,860 (12.5 percent of net
position} at June 30, 2017 whose fair values have been estimated by management in the
absence of readily determinable market values. Management's estimates are based on
information provided by the fund managers of the general partners,

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and other required supplementary information, as
identified in the table of contents, be presented to supplement the basic financial statements.
Such information, although not @ part of the basic financial statements, is required by the
Governmental Accounting Standards Board, which considers it to be an essential part of
financial reporling for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management's
responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the fimited procedures do not provide us with sufficient
evidence 1o express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Public School Teachers' Pension and Retirement Fund of Chicago's basic
financial statements. The other supplementary information and the introduciory, investments,
actuarial, and statistical sections, as identified in the table of contents, are presented for the
purpose of additional analysis and are not a required part of the basic financial statements.

The other supplementary information, as identified in the table of contents, is the responsibility
of management and was derived from and relates directly to the underlying accounting and
other records used fo prepare the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to
the underlying accounting and other records used to prepare the basic financial statements or
to the basic financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the
other supplementary information, as identified in the table of contents, is fairly stated in all
material respects in relation to the basic financial statements as a whole.

The introductory, investments, actuarial, and statistical sections, as identified in the table of
contents, have not been subjected to the auditing procedures applied in the audit of the basic
financial statements and, accordingly, we do not express an opinion or provide any assurance

on them.
74“&» f wa, PLet

January 17, 2018
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MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
JUNE 30, 2018 AND 2017

Management is pleased to provide this overview and analysis of the financial activities of the Public School
Teachers’ Pension and Retirement Fund of Chicago (the Fund) for the fiscal years ended June 30, 2018 and
2017. This information is intended to supplement the financial statements, which begin on page 27 of this
report. We encourage readers to consider additional information and data in the Fund’s 2018 Comprehensive
Annual Financial Report,

ANNUAL FINANCIAL REVIEW

The Fund maintains a highly diversified portfolio of investments for the purpose of accumulating sufficient
assets to provide benefits to members and survivors. Diversification of investments among U.S. stocks, real
estate, fixed income, private equity, and international investments provides risk-adjusted returns while allowing
the Fund to “ride out” short-term fluctuations in individual asset classes. Due to a stable financial market, the
Fund returned 9.0% (time-weighted return) in fiscal year 2018, Although the Fund is a long-term investor and
results are more significant over longer periods, the sharp decline in value across investment classes in
previous years brought the Fund’s compounded rate of return over the past 10 years to 6.7%, lower than the
actuarial assumption of 7.00%.

The Fund's consulting actuary has certified the total actuarial accrued liability of the Pension Fund to be $22.9
billion as of June 30, 2018. This represents an increase in the total actuarial accrued liability of $1.1 billion
when compared to the actuarial accrued liability of $21.8 billion as of June 30, 2017. The unfunded actuarial
accrued liability increased from $10.9 billion to $12.0 billion. The total pension liability, under GASB 67, for
fiscal year 2018 and 2017, was $24.5 billion and $23.2 billion, respectively.

FINANCIAL HIGHLIGHTS

+  Investment returns continue to outperform benchmarks, similar to the previous fiscal year. The
investment rate of return for fiscal year 2018 was 9.0% (benchmark of 8.4%) foliowing fiscal year
2017s return of 13.6% and fiscal year 2018’s return of 0.6%. Five and ten-year annualized returns
were 8.8% (benchmark of 8.2%) and 8.7% (benchmark of 6.4%), respectively.

»  Total plan fiduciary net position increased during the fiscal year to $11.1 bilfion at June 30, 2018, from
$10.8 billion at June 30, 2017.

> The Fund paid members $1.5 billion in service retirement, disability, refunds, and survivor benefits, an
additional $66.3 million for health care benefits, and administrative expenses of $22.1 million, a 4.5%
increase over fiscal year 2017.

»  Total additions to ptan fiduciary net position were $1.9 billion for fiscal year 2018, including total
contributions of $868.1 million and net investment income of $896.7 million.

+  The funded ratic for pension benefits, based on the actuarial value of assets, decreased to 47.9% as
of June 30, 2018, from 50.1% at the end of the previous fiscal year.

18 | Fimanciat |
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OVERVIEW OF THE FINANCIAL STATEMENTS OF THE FUND

The two basic financial statements of the Fund are the Statement of Fiduciary Net Position and the Statement
of Changes in Fiduciary Net Position. Statements are shown for the most recent and previous fiscal years for
comparison and analysis of changes in individual line items. The statements are prepared in conformity with
U.8. generally accepted accounting principles.

The Statement of Fiduciary Net Position is a measure of the Fund's assets and liabilities at the close of the
fiscal year. Total assets less fiabilities equal net position restricted for benefits.

The Statement of Changes in Fiduciary Net Position shows revenues (additions) and expenses {deductions)
for the fiscal year. The net increase (or decrease) is the change in net position restricted for benefits since the
end of the previous fiscal year.

For financial reporting purposes, the Fund's assets are divided into two primary funds: the Pension Fund (a
defined benefit plan) and the Health insurance Fund (a post-employment health care plan). The Pension Fund
includes member contributions and investment earnings used to pay service retirement benefits for
participants. The Fund pays service retirement benefits using a fixed formuia based on years of service and
salary, subject to certain age requirements. In addition to service retirement, participants are eligible for
disability and survivor benefits. The Health insurance Fund consists of benefits to subsidize health care
premiums for members recelving pension benefits.

The Nofes to the Financial Statemenis are a fundamental part of the financial statements and provide
important information o complement the understanding of the figures in the financial statements. The notes
describe accounting policies along with plan membership and benefits. Supplementary disclosures of selected
financial data are included in the notes.

tn addition to the basic financial statements, a Schedule of Changes in Employer's Net Pension Liabilify, a
Schedule of the Employer's Net Pension Liability, a Schedtile of the Employer’s Contribution, and a Schedule
of Money-Weighted Rate of Return are included as required supplementary information for the pension plan.
The Schedule of the Employer's Net Pension Liabifity and the Schedule of Changes in the Employer's Net
Pension Liability show the tiability of employer and non-employer contributing entities to plan members for
benefits provided through the pension plan and the changes thereof during the year. The Schedule of Money-
Weighted Rate of Relurn shows the period-by-period returns on pension plan investments that adjust for the
changing amounts actually invested. It represents an internal rate of return on pension plan investments, net of
pension plan investment expenses.

| Financiat |
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INVESTMENT PERFORMANCE

For fiscal year 2018, the Fund's total investment performance resulted in a 8.0% gain, based on time-weighted
returns. Domestic, international and private equity, as well as real estate and infrastructure generated positive
returns. Fixed income, while posting negative returns, still outperformed the fixed income benchmark. The
Fund's portfolio of domestic equity reported a 15.8% retumn, international equity reported 8.5%, fixed income
reported {0.3)%, private equity reported a 14.6% return, real estate reported an 8.4% return and infrastructure
reported a 17.8% return.

The Fund's net money-weighted rate of return for the fiscal year ended June 30, 2018, was 8.9%.

1-YEAR RETURNS (2018)

otal Funy o . i Fund Benchmark Index
Domestic Egquity . N . 15.8 % Domestic Equity Benchmark
Intesniational Equity. -1 U 8.5%: 1 international Equity Benchmark

Fixed Income < RIS {0.3)%: Bloomberg Aggregate index
Private Equity - L 146% 0 NIA .
Real Estate - 2 L84 % NFI-ODCE Value Weight Net Cnly
Infrastructiire - - B T8 % Absolute Benchrhark®
* New Infrastructure benchmark (FTSE Core Developed tnfrastruciure 50/507Index) adopted September 21, 2017

§-YEAR RETURNS (2018)

Totat Fund S SB8% Fund Benchmark Index
Domestic Equity- ST 3% Domestic Equity Benchmark
International Equity i S F5% - international Equity Benchimark
Fixed income D 27% : : Bioomberg Aggregate ndex
Private Equity ; C43A%.0 NA

Real Estate 11.3% 177 NFI-ODCE Value Weight Net Only
Infrastructure B Absolute Benchmark
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ASSET ALLOCATION SUMMARY AS OF JUNE 30, 2018

DOLLARS IN MiLLIONS
Privaty Bquibe $3052
2.8% {Terget 5.0%)
Lash Equivatont: S447.4 : . Infrasteucture 38374

.29 {Target 8.0%) L 21% {Targnt 2.0%)

Feal Extate: 57465
TO% {Target 0%} -

. Ficed tnvome: 14182

Publin RETs: $1448 2.8% (Torget 23.0%)

1.3% {Torget §.0%)

Dramestic Equity: $3,108.% .
28.8% {Target 30.5%

S Internudions! Bquity: 33,3383
FE1% {Target 30.8%3

* Kotar Percentage indicates aciual sategory weight as » percentage of the entie portfolio,

FINANCIAL STATEMENT ANALYSIS

PLAN FIDUCIARY NET POSITION

The plan fiduciary net position increased by $311.6 milfion, 2.8%, during fiscal year 2018 after increasing by
$670.% mitlion, 8.7%, in fscal year 2017, The increase reflects revenues exceeding expenditures and is driven
by nst investment income during fiscal year 2018,

Cash and cash equivalents decreased by $330.7 million during fiscal year 2018 and increased by $444.5
miflion in fiscal year 2017. The large fluctuation in cash and cash equivalents as of June 30 fiscal year-over-
year is largely due to timing of the statutonly required contribution from the Board of Education (the Employer}.
in some years, such as fiscal year 2018, the statutorily required contribution from the Board of Education is
receivad prior to the iast day of the fiscal year and is subsequently transferred 1o the investment portfotio by
fiscat year-end. In other years, such as fiscal year 2017, the statutorily required contribution is received on the
tast day of the fiscal year and funds are deposited into a cash account which increases the cash balance at
fiscat year-end.
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Total receivables, excluding amounts due from brokers, increased by $18.0 million in 2018 after increasing by
$292.0 miflion in 2017. These increases are primarily due to legislation which allowed the Employer to levy a
special pension property tax to pay a portion of the required contribution, beginning in 2017. As of June 30,
2018 and 2017, approximately $253.0 million and $250.0 million, respectively, was expected o be received
from the property tax levy and applied toward the Employer’s required contribution amount. Additionally,
beginning with fiscal year 2018, pursuant to Public Act (PA.) 100-0485, the State shall contribute for each
fiscal year an amount to be determined by the Fund, equal to the employer normal cost for that fiscal year, pius
the retiree heaith insurance subsidy which totaled $221.3 miflion for fiscal year 2018. As of June 30, 2018,
there was an outstanding receivable of $18.4 million for normal cost contributions.

Receivables due from brokers (proceeds from investment sales) decreased by $50.5 million in fiscal year
2018, and increased by $38.1 million in fiscal year 2017, due to the timing of investment sales at fiscal year-

end.

The Fund continued its Security Lending Fund Advance Agreement with Deutsche Bank during fiscal years
2018 and 2017, Within the securities lending program, collateral and collateral payable increased by $6.4
miltion and $6.1 million, respectively, during fiscal year 2018 and increased by $161.8 million and $165.6
million, respectively, during fiscal year 2017. The Fund continues to pay the collateral deficiency owed to
Deutsche Bank by applying realized monthly income against the outstanding fiability for the security lending
program untif such collateral deficiency is paid in full.

Accounts and administrative expenses payable remained relatively unchanged during fiscal year 2018 after
decreasing by $11.2 million during fiscal year 2017. The decrease in fiscal year 2017 was primarily the result of
resolution of the judgment resulting from the Fund’s transition of the securities lending program from the

Northern Trust Company.

During fiscal year 2017, the Fund recognized a liability for an overpayment of the statutorily required

contribution by the Board of Education pertaining to fiscal year 2015. This resulted in an additional payable of

$10.4 mittion.

Liabilities due to brokers {the cash due for investment purchases) decreased by $12.8 million in fiscat year
2018 and increased by $68.7 million in fiscal year 2017 due to the timing of invesiment purchases at year-end.

The following is a summary of the fiduciary net position at June 30, 2018, 2017, and 2016:

: 2018 L2017 2016

Cash and cash equivalents. $ 1335 3 4642 $ 197
Prepaid expenses 01 0.1 a1
Receivables 381.1 363.1 7
Due from brokers 866 137.2 9.0
investments, at fair value 10,729.7 10,0703 10,082.3
Securities lending collateral 947 4 Q410 779.2
Capital assets, net 1.2 1.2 1.1

Total asssts . 12,2796 11,9774 11,0625
Benefits and refunds payable 20.2 230 230
Accounts and administrative éxpenses payable 117 1.2 223
Employer required contribution payable 104 10.4 —
Securities lending collaterat payabla 946.4 840.3 7747
Due to brokers 186.1 199.0 120.2

Total liabilities - GUATAB 1839 9492

Fiduciary net position restricted for pensions $ 11,1048 § 10,7832 $ 10,1133

Financial §



123

ADDITIONS TO PLAN FIDUCIARY NET POSITION

Additions to plan fiduciary net position, which are needed to finance statutory benefit obligations, come from
public sources such as state appropriations, employer and employee contributions, net earnings on
investments, and miscellaneous sources.

For the year ended June 30, 2018, additions totaled $1.9 billion compared to $2.2 billion for the year ended
June 30, 2017, .

The minimum funding requirement represents employer contributions required by state law when the funding
level drops below 80%, as well as any contribution by the State to the Fund, as those represent credits against
the contribution from the Employer. In fiscal years 2018 and 2017, the Employer and State were required to
pay $784.4 million and $745.4 million, respectively. In fiscal year 2018, PA. 100-0465 changed the contribution
requirements outlined in state faw to include a required contribution from the State in the amount of $221.3
mitfion to cover the employer normal cost and health insurance costs, which reduced the required contribution
from the Employer by the same amount. In fiscal year 2017, the Fund recorded an additional contribution
receivable in the amount of $11.9 million related to fiscal year 2014 and an additional payable in the amount of
$10.4 mitlion related to fiscal year 2011, which resulted in net revenue of $1.5 million from the Employer. As of
June 30, 2018 and 2017, the Employer and State paid $501.2 million and $484.2 million, of the respective
year's required minimum contribution.

investment returns in fiscal year 2018 were maodest in comparison to fiscal year 2017 but stilt above
benchmarks. Net investrment income increased primarily due to the equity market's rally in fiscal year 20117
after a volatile and underperforming year in fiscal year 2016. The money-weighted rates of return, net of
investment expenses were 8.9% and 13.1% for fiscal years 2018 and 2017, respectively.

The Fund recorded interest receivable totaling $1.1 million for fiscal year 2018 as the result of an
intergovernmental agreement with the Board of Education. The agreement stipulates that the Board of
Education agrees fo pay interest, at the then current actuarial rate of return, on required contribution payments
that are received after June 30 of each fiscal year, beginning 2018.

The following is a summary of additions to plan fiduciary net position for the years ended June 30, 2018, 2017,
and 2016:

: S 2018 L2017 2015
Employee contributions $ 1837 § 1875 & 191.9
Minimum funding requirement (Employer) 551.4 7347 B888.0
Minimum funding requirement (State) 233.0 12.2 121
Net investment income (loss) 898.7 1,233.0 {28.1}
interest on late required contribution payments 1.1 —— —
Miscellaneous 04 02 18

Total'additions . $ 2 4,866.3: 8 2,167.8 865:4

| Fingncial |
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DEDUCTIONS FROM PLAN ASSETS

Pension benefits increased during fiscal years 2018 and 2017, as new pensioners were added to the pension
benefit. Additionally, the automatic annual increase (AAD) of 3% was granted to existing retirees during these
fiscal years.

Health insurance premium subsidies increased by $17.9 million during fiscal year 2018 after decreasing by
$17.7 million in fiscal year 2017. This reflects a return to expected health insurance premium subsidy
expenses for fiscal year 2018 after reimbursements from health insurance vendors increased greatly during
fiscal year 2017, largely due to the implementation of @ new health insurance plan.

Administrative expenses increased by $7.8 million during fiscal year 2018 as the Fund recognized adjustments
related to previous fiscal years.

The following is a summary of deductions from plan fiduciary net position for the years ended June 30, 2018,
2017, and 2016:

8 : ¢ g 018 g
Pension benefiis ; . S 14373 S 13894 5 13485
Refunds . i 251 322 33.6
Death berefits ) 39 33 a4y
Health insurance premium subsidies . L 66.3 48.5 86.1
Administrative and miscellaneous expenses - 221 14.3 : 129"
“Total deductions B $0 48547 % 14877 51,4638

24 | Financiat {
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FUNDING ANALYSIS

Under the funding pian established by the State of illinois, the Employer is not required to make a minimum
contribution to the Fund unless the Fund's funding leve! falls below 90% for a fiscal year. The Employer is then
required to make a minimum contribution to the Fund in order to bring the total assets of the Fund up to 90% of
the total actuarial liabilities of the Fund, by the end of a predetermined funding period.

Amendments to the statute during fiscal year 2010 changed the funding requirements for future years,
Minimum contributions for fiscal years 2011, 2012, and 2013 were fimited to $187 million, $192 million, and
$196 million, respectively. These amounts are substantially lower than the $600 miliion contribution in each
fiscal year prior to the amendment. Additionally, under the amended statute, the funding period was extended
from 2045 to 2058, The primary employer of the Fund, the Chicago Board of Education, was required to remit
minimurn required contributions of $812 million in fiscal year 2014, $696 miliion in fiscal year 2015, $688
million in fiscal year 2018, $733 miltion in fiscal year 2017, and $551 milion in fiscal year 2018. The minimum
required contribution amounts include the Board of Education's additional required contribution to offset a
portion of the cost of benefit increases resulting from Public Act 90-0582. For fiscal year 2018, the additionai
required coniribution was $12 million, Beginning in fiscal year 2018, PA. 100-0485 amended state law and
required the State of Hiinois to contribute the employer normal cost and heaith insurance portions of the
required contribution, which totaled $221 million for fiscal year 2018. During fiscal year 2018, the Employer
paid $125 million and the State of Hiinois contributed $203 million, pursuant to P.A. 100-0465. The Fund
received a total of $423 million in contributions during fiscal year 2018 as a result of the special pension
property tax levy. Accordingly, $250 million was applied toward the outstanding fiscal year 2017 Employer
required contribution and the remaining $173 million was applied toward the Empioyer's fiscal year 2018
required contribution. Additionally, contributions of $36 million, related to previous years, remain due from the
Employer as of June 30, 2018 and 2017.

State faw also requires state contributions and other employer contributions to provide for benefit increases
when the funding level drops below 90%. Accordingly, the State of lllinois was required to remit $11.7 million
and $12.2 miflion for fiscal years 2018 and 2017, respectively. During fiscal year 2017, the State paid $1.0
million while the remaining $11.2 million was paid during fiscat year 2018. As of June 30, 2018, the fiscal year
2018 State of litinois required contribution of $11.7 million was outstanding but was received during the first
week of July, 2018,

The fiscal year 2019 Board of Education and State of itlinois required contributions are $569.7 million and
$238.8 miliion, respectively, for a total of $808.6 milfion. In accordance with Public Acts 099-0521 and
100-0468, portions of the Board of Education's required contribution are expected to be paid from the property
tax and by the State of lllinois.

Based upon an actuarial valuation, the total pension fiability and plan fiduciary net position are $24.5 billion
and $11.1 billion, respectively. This resulted in net pension fiability of $13.4 billion as of June 30, 2018.

Amendments to the statute which were effective during fiscal year 2011 will have a longer-term impact on
funding. Public Act 96-0889, effective January 1, 2011, created a second tier of benefils for those who first
participate in the system after that date. The amendment caps the salary amount that can be used in the
calculation of pensions in the future, increases the minimum retirement age, and limits post-retirerment
increases to pensions.

The funded ratio based on actuarial value of assets decreased to 47.9% in fiscal year 2018 from 50.1% in
fiscal year 2017, for funding purposes. The decrease is primarily due to the results of a recent experience
study which resulted in updated actuarial assumptions used in calculating the actuarial accrued liability as of
June 30, 2018.
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As previously mentioned, the Schedule of the Employer's Contribution shows the amount of required
contributions in accordance with Governmental Accounting Standards Board (GASB) Statement No. 67,
Financial Reporting for Pension Plans. To partially overcome funding shortfalls, Public Act 99-0521 provides
that a separate tax be levied by the Chicago Board of Education for making Employer contributions to the
Fund at a rate not to exceed 0.383% beginning in fiscal year 2017. These proceeds are to be paid directly to
the Fund. In addition, Public Act 100-0465 provides that the State shall contribute directly to the Fund the
employer normal cost portion of the Board of Education’s required contribution and health insurance subsidy,
and increases the tax levy amount to 0.587% beginning fiscal year 2018.

REQUESTS FOR INFORMATION:

Questions about any information provided in this report should be addressed to:
Public School Teachers’ Pension and Retirement Fund of Chicago

ATTN: Executive Director

203 North LaSalle Street, Suite 2600
Chicago, IL. 60601-1231
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STATEMENT OF FIDUCIARY NET POSITION
AS OF JUNE 30, 2018 AND 2017

Assef

Cash and cash equivalents

$ 133497617

$ 464,196,412

s —

$  464,196412

$ - § 133,497,817
Prepaid expense 80787 — 90,787 118,703 — 118,703
Receivables:
Minimum funding
requirement (Employer) 289,191,260 — 289,191,260 286,143,422 — 286,143,422
Minimum funding
requirement {State) 30,133,667 — 30,133,667 11,170,500 — 11.170,500
Emplayee 8,304,638 — 8,304,638 15,659,856 — 15.659.656
Accrued investment
income 37.521,126 — 37,521,126 31,013,831 — 31,013,531
Due from brokers 88,639,726 — 86,639,726 137,150,828 — 137,159,828,
Participating teachers’
accounts for contributions 4,836,522 - 4,636,622 4345 850 — 4,345 850
Other receivables 5,627 642 4,688,184 10,315,826 10,046,836 4,688,003 14,734,639
TYotal receivables: $.1483,054,581 % 4,688,184 § 467,742,765 § . 4955838,423°% 4,888,003° - 500,227,426
investments, at faif value:. b “ ; :
118, government and
agency fixed income 1,209,056 547 o 1.299,056,547 1,161,296,835 — 1,161,286,835
11.8. corporate fixed
income 1.060,378,104 — 1,060.378,104 804,984,477 — 804,984,477
Foreign fixed income
sectrities 58,787,954 o 58,787,954 42,077,396 - 42,077,306
U.S. equities 3,108,323,201 — 3,108,323,201 3,289,443 380 - 3,299,443,380
Foreign equities 3,336,876.903 o 3,336,876,903 3.018,577,197 — 3,018,577,197
Public REITS 144,771,014 — 144,771,014 128631513 e 128,631,513
Pooled short-term
investment funds 447,398,457 — 447,309,457 353,942,208 - 353,842,208
Reat estate 746,521,607 — 746,521,607 738.933.811 e 738,933,811
Infrastructure 227,364,041 — 227,364,041 241,328,735 — 241.328,738
Private equity 300,228,413 — 300,228,413 281,130,643 — 281,130,643
Total investments $10,729,705,241 . = $°40,728,705,241-'$ 10,070,346,193 § i $ 10,070,346,183
Securities lending collateral 947,417,427 —_ 947 417,427 941,037,933 - 941,037,933
Capital assefs, net of
accumuiated depreciation 1,190,580 — 1,180,580 1176457 — 1,176,457
Total assets : $12,274956.233° § - 4,688,184 '§ 12279644417 $11,072,415,421.5 . 4,688,003 $11,977,105,124
Liabilities: : : N X
Benefits payable 4,681,391 4,624,300 9,308,691 4,536,085 4,631,741 9,167,806
Refunds payabie 10,860,495 - 10,860,495 13,856,182 — 13,856,182
Accounts and
administrative expenses 11,604,800 63,884 11,758,774 11,120,845 56,262 11A77,107
payable
Employer required
contiibution payable 10,449,000 — 10,448,000 10,448,000 — 10,449,000
Securities lending collateral
payable 946,404,347 — 946,404,347 940,348,072 - 940,349,072
Due to brokers 186,100,596 - 186,100,596 198,930,030 — 198,930,030
Total liabilities . $.1,170,190,719 § 4,688,184 §-.1,174,878,903 $ 1,179,241,194_ % 4,688,003 % 1,183,920,187
Net position restricted for
pension benefits $11,104,765,514 § -~ § 11,104,765514 §10,793,173927 § ~— $ 10,793,173.927

The accompanying notes are an integral part of these financial statements.
| Financial |
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STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
FOR FISCAL YEAR ENDED JUNE 30, 2018 AND 2017

‘Addition:

Contributions:

Employee = UiUUS 183,679,205 §-0 w8 83679.208°S  187.538,787 g BT 5a878T

CEMiniman funding. L e . e P
requitement (Eneioyer 551,410,000 0 S SEIA0000 734654000 1 734,654,000
Minimum finding : o SR S
fecement (Stotey 22092000 232,992,000 12,186,000 & 12,186,000
‘Allocation 1o health ; i L 3 ; S

insurance fund. . {66,867,696) : 6@867,696 : S (49,000,701).0 49,000,701 e

Total contributions . $ 901,213,500 $ - 165,867,695 $ 968,081,205 § 885378,086 S | 49,000,701 5 934,378,787
investment income:

_Delsppreciafioninfalr. . geo 78461 SoUUUEE057846T.  1027,032.210 A 027082210
st 86,397,678 1111 T 86,397,678 70,805,204 - T0806,204
Dividends. 0 182,949,696 L0 {B29408960 166,279,885 LB 2T0. 885
Misceliangous 1,081,966 ST 081,066 503,577 B
' Securies fering income, 4500498 b e s0n 198 4501068 U 4601068
Less investiient : : o
expenses: - T L !

Investrent advisory and TR g 5 $
custodial foes (38,803 455) S (3880345 (36,118,005) (38,118.005)
o Netinvestmont = 5 996704544 5 - BYG704,544 'S 1,233,003,839 § $ 1.233,003,939

intergst o late required 1 S 5 = S : e
contribution payments -, 2 1123915 : " : 1123815 — : fetianss o
Misceltaneots o : 351,361 0, S 6,361 214,119 N A T )

Total additions $ 1,799,393,329 66,867,696 $ 1,866,261,025 $ 2,118,596,144 § . 49,000,701 $  2,167,596,845
Deductions: i SRR SR BT S = R S
"Penision benefits 1,437,264,031 S 1a37 264031 1389448172 S1.380,448,172
Refunds b 24,323,083 [0 24,323 083 31,428,981 - SRR gtangont
- 2.2 Legislative refunds 742,315 : o V742,315 780,389 [ 780,389
Refunds of Insiurance : RES 2 e i s 5
P - 66.333,685.. 166,333,655 - 48451055 48457,055
Death benefits : 3,951,010 L 385010 3,280,642 . LTS 280,642

Total benefit payments ' $ 1,466,280,43% '$ . 66,333,655 § 1,532,614,004° % 1,424,938,184 $. - 48,451,085 ¢ 1,473,389,239

Administrative and: - ; 1 : ER S g
Tanalanaos SXpenses 21,521,303 534,041 22055344 13,781,343 °1 549646, 14,330,989
Total deductions S 1AB7,B0L,742°8 65,367,696 5. 1,554,660,438 § 1438719527 § 45,000,701 5 1487,720,228

Netinerease: g 311,501,587 S 34,691,587 679,876,617 5 SL679,876,817

v Net bositioxi restricted
for pension benefits

Beginning of year . 10703,473,027 U 0793179.827. 10,003.067,588 - 202207227 10113297310

Transfer of residial . N i R 8 N R
assels to Pension Plan T T ST 20,229,722 (20'229~722)‘ R N
End of year $11,104,765,514 ' $ - $ 11,104,765,514 $10,793,173,927 $ - $ 10,793,173,827

The accompanying notes are an integral part of these financial statements.
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

(1) DESCRIPTION OF PENSION AND HEALTH INSURANCE PLANS

{A) PENSION PLAN

The Public School Teachers’ Pension and Retirement Fund of Chicago {the Fund) is the administrator of a multiple
employer cost-sharing defined benefit public employee retirement system. The state legisiature established the
Fund in 1895 to provide retirement, survivor, and disability benefits for certain certified teachers and employees of
the Chicago Public and Charter Schools, as well as Fund employees. The Fund is administered in accordance with
tilinois Compiled Statutes (ILCS) Chapter 40, Act 5, Articles 1, 17, and 20. The Fund is governed by a twelve
member Board of Trustees (six elected by the teacher contributors, three elected by the annuitants, one elected by
the principal and administrator contributors, and two appointed by the primary employer, the Chicago Board of
Education). The Board of Trustees is authorized by state law to make investments, pay benefits, hire staff and

consultants, and carry out all necessary functions in compliance with the Hiinois Pension Code. As of June 30, 2018,

the Fund had 45 participating employers consisting of the primary employer, Chicago Public Schools, 41 charter
employers comprising 130 campuses, the Hlinois Federation of Teachers, the Chicago Teachers Union, and the
Fund itself. The State of Hlinois is a non-employer contributing entity.

As of June 30, 2018 and 2017, Fund membership consisted of the following:

Retireed and teneficiaries ;wi’enﬂy‘recaiving benefits N S 2854 28,438
" Terminated mémbers entitied o benefits but ot yetrecei&ing them: S 9,398 . 8,062
Current members; : X e iy
Vested 0 i U 7,065 17,800
Nonvestsd: © R e 11,085
e - : oo, - e e o @ e

The State of Hlinois Public Act (PA.) 98-0889 created a second tier of benefits for teachers who first become
participants in the Fund, or other public pension funds in the State of {llinois, after January 1, 2011. Plan provisions
for the two tiers are described below:

Tierl

Eligibility

A member with at least 20 years of service and who has attained 80 years of age is entitied to an unreduced
pension. A member with at least 20 vears of service and who has attained 55 years of age is entitled to a reduced
pension. A member with at least 5 but less than 20 years of service is entitled to a pension upon attainment of age
62, In the case of retirement prior to age 60 with less than 33.95 years of service, the retirement pension is reduced
one-half of 1% for each month that the member is under age 60.

Benefit

A retirement pension is determined by either (1) applying specified percentages which vary with years of service to
the average of the four highest consecutive years of salary earned or (2) applying a flat 2.2% to the average of the
four highest consecutive years of salary earned in the 10 years preceding refirement. PA. 90-852 increased the
retirement annuity formula to 2.2% of final average salary for each year of service earned after June 30, 1998.
Employees who retired with CTPF as their final retirement system and have 30 years of cumulative service credit
will be upgraded to the 2.2% formula without any additional cost. Employees who retired with fess than 30 years of
cumulative service credit may upgrade to the 2.2% formula for years prior to July 1, 1998, by making certain
additional contributions o the Fund. To qualify for the 2.2% upgrade, employees must have been employed at the

time the law became effective or earned at least one year of service after the effective date. Beginning July 1, 1998;

employee contributions increase from 8% to 9% of salary to account for the increased benefit.

| Finangal |
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Survivor & Death Benefits

A survivor pension may be payable upon the death of a contributor or retired member of the Fund, For a retired
member, the survivor's pension is 50% of the member’s last pension payment. If the member was not retired at the
time of death, the benefit is the greater of 50% of earned pension or an amount based on a percentage of the
average of the four highest years of salary in the last 10 years of service. A single-sum death benefit is also payable
upon the death of a contributor or retired member of the Fund, if certain qualifications are met.

Disahility Pension

A disabifity pension is payable in the event of permanent disability with certain qualifications and service
requirements. A disability pension (non-duty related) is payable to a member with 10 or more years of service. A
non-duty disability benefit is determined by either (1) applying specified percentages which vary with years of
service to the final average salary earned (4 highest consecutive years) or (2) applying a flat 2.2% to the average
salary eamed for each year of service. A duty disability benefit is provided upon the total incapacity for further
teaching as a result of an injury sustained while in teaching service. The duty disability benefit is equal to 75% of
final salary or the salary at time of injury/accident, and is payable until the attainment of age 65.

Annual Increase

+  Annuitants who retired after 1959 receive an annual 3% increase in the retirement pension beginning
January 1 following the member’s 81™ birthday or the first anniversary of retirement, whichever is later.

»" Survivor annuitants receive an annual 3% increase to the survivor pension beginning January 1
immediately following the effective date of the benefit. If the member was not retired upon death, the
increase is granted on January 1 following the first anniversary of the member’s death.

< A3% increase is paid on non-duty disability pensions only after the first anniversary of the pension or the
pensioner's B1” birthday, whichever is later. A member receiving duty disability banefits is not efigible for an
automatic annual increase.

TIER H

Eligibility

The Tier Il benefit structure is applicable to persons who first became a member or a participant under any
reciprocal retirement system or pension fund established under the iflinois Pension Code on or after January 1,
2011, Amember with at least 10 years of service and who has attained 67 years of age is entitled o an unreduced
pension. A member with at least 10 years of service and who has aftained 62 years of age is entitled to a reduced
pension. In the case of retirement prior to age 67, the retirement pension is reduced one-half of 1% for each month
that the member is under age 67.

Benefit

A retirement pension is determined by applying a flat 2.2% to the average of the eight highest consecutive years of
salary earned in the 10 years preceding retirement. In accordance with Public Acts 96-0888, 96-1480, 96-1495,
98-0622, and 98-641, the Department of insurance (Department) is to annually determine certain annuity limitations
for use in benefit determination by pension funds operating under the llinois Pension Code. For calendar year
2018, the Department determined that the maximum earnings, salary, or wages that can be used in calculating
pension is approximately $113,645.

Survivor & Death Benefils

A survivor pension is payable upon the death of a contributor or retired member of the Fund. The survivor's pension
for an eligihle survivor of a retired Tier l member is 66 %% of the retirement annuity at the date of death. In the
case of a Tier Il member who was not retired at the time of death, the survivor's pension is 66 %/,% of the earned
annuity without a reduction for age. A single-sum death benefit is also payable upon the death of a contributor or
retired member of the Fund, with certain qualifications.
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Disability Pension

A disability pensicn is payable in the event of permanent disability with certain qualifications and service
requirements. A non-duty disability pension is payable after 10 or more years of service, and is determined by
applying a flat 2.2% to the average of the eight highest consecutive years of salary earned within the iast ten years.
A duty disability benefit, equal to 75% of final salary or the salary at time of injury/accident, may be payable when
the teacher becomes wholly and presumably incapacitated for duty as a result of an injury sustained while on duty.

Annual Increase

* Members who retire receive an automatic annual increase, equal to the lesser of 3% of the annual pension
or '/ the increase in the Consumer Price Index for all Urban Consumers {CPI-U), for the preceding year.
The automatic annual increase is paid beginning January 1 following the member's 67" birthday or the first
anniversary of retirement, whichever occurs later.

- Anautomatic annual increase, equal to the lesser of 3% of the annual pension or '/, the annual increase in
the Consumer Price Index for all Urban Consumers of the original survivor's pension amount is paid: 1) on
each January 1 occurring on or after the commencement of the survivor's pension, if the deceased member
died while receiving a retirement pension, or 2) on each January 1 after the first anniversary of the
commencement of the survivor's pension, if the deceased member dies before retirement.

»  Anautomatic annual increase, equal to the lesser of 3% of the annual pension or '/, the increase in the
Consumer Price Index for all Urban Consumers of the original pension amount, is paid on disability
pensions after the first anniversary of the pension or the pensioner’s 67" birthday, whichever is later. A
member receiving duty disability benefits is not eligible for an automatic annual increase.

{B) HEALTH INSURANCE PLAN

The Fund administers a heatth insurance program that includes three external health insurance providers. A
recipient of a retirement pension, survivor pension, or disability pension may be eligible to participate in a health
insurance prograrm and premium rebate sponsored by the Fund, provided the Fund is the member’s final pension
system prior to retirement. The purpose of the program is fo help defray the retired member’s premium cost for
heaith insurance. The member is responsible for paying the cost of the insurance and may purchase insurance from
the Fund's providers or other outside providers,

Each year, the Board of Trustees establishes a rebate percentage that is used to defray a portion of the cost of the
insurance. The rebate percentage for fiscal years 2018 and 2017 was 50%. In accordance with Chapter 40, Act 5,
Article 17, Section 17-142.1 of the ILCS, the total heaith insurance bensfits provided in any one year may not
exceed $65,000,000 plus any previous years’ amounts authorized but not expended. Previous years’ amounts
authorized but not expended at June 30, 2018 and 2017 are $34,361,325 and $36,229,021, respectivaly. The Fund
has total discretion over the program.

In fiscal year 2018, Public Act 100-0465 amends state law and requires the State of Hllinois to contribute the normal
cost and health insurance subsidy portions of the required contribution for each fiscal year. Starting in fiscal year
2019, Public Act 100-0465 requires the State to contribute the normal cost plus the health insurance subsidy for
each fiscal year.

{2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(A} REPORTING ENTITY

As defined by generally accepted accounting principles established by the Governmental Accounting Standards Board
{GASB), a financial reporting entity consists of a primary govemnment, as well as its component units, which are legally
separate organizations for which the elected officials of the primary government are financially accountable, Financial
accountability is defined as:

1. Appointment of a voting majority of the component unit's board and either (a) the ability to impose will by
the primary government, or (b} the possibility that the component unit will provide a financiat benefit to or
impose a financial burden on the primary government; or

2. Fiscal dependency on the primary government and financial benefit/burden relationship.

Based upon the required criteria, the Fund has ne component units and is not a component unit of any other entity.
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(B) BASIS OF ACCOUNTING

The Fund's financial statements are prepared using the accrual basis of accounting, following standards
promulgated by the GASB. Revenues are recognized in the accounting period in which they are earned and
expenses are recognized in the period incurred. Employer contributions are recognized when due and the employer
has a formal legal obligation o provide the contribution. Employee contributions are recognized upon receipt of
contribution data for the Plan members. Benefits and refunds are recognized as deductions when due and payable,
in accordance with the terms of the plan.

{C) CASH AND CASH EQUIVALENTS AND INVESTMENTS

Cash and cash equivalents include amounts in demand deposits and uninvested funds held by the Fund's
investment managers.

investments are governed by Chapter 40, Act 5, Article 17 of the ILCS. These statutes authorize the Fund to invest
in accordance with the prudent person rule, which states that fiduciaries will exercise the care, skill, prudence, and
diligence under the circumstances then prevailing that a prudent man acting in a like capacity with such matters
would use in the conduct of an enterprise of a like character with like aims.

Investments are reported at fair value. Where appropriate, the fair value includes estimated disposition costs. Fair
value for equity securities is determined by using the closing price listed on the national securities exchanges as of
June 30. Fair value for fixed income securities are determined principally by using quoted market prices provided by
independent pricing services. The financial statements include investments valued at $1,396,303,882 (12.6% of
fund net position) at June 3C, 2018 and at $1,352,510,860 (12.5% of fund net position) at June 30, 2017, whose fair
values have been estimated by management in the absence of readily determinable market values. For
commingled funds, the net asset value is determined and certified by the commingled fund manager as of June 30.
Alternative investments, which include private equity, real estate and infrastructure are valued based on amounts
established by the fund managers or general partners which are subject to annual audit. The fair value of the
derivative instruments that are not exchange traded is determined by external pricing services using various pricing
methods which are based upon the type of the derivative instrument. Purchases and sales of securities are
reflected on the trade data. Dividend income is recorded on the ex-dividend rate. Interest income is recorded as
earned on an accrual basis.

{D) CAPITAL ASSETS

Capital assets are reported at cost. Depreciation is computed using the straight-fine method based upon estimated
useful lives of 50 years for building and improvements, 10 years for the benefit payment system, and 3 to 5 years
for furniture and equipment.

{E) ADMINISTRATIVE EXPENSES

Administrative expenses are budgeted and approved by the Fund's Board of Trustees. Funding for these expenses
is included in the employer contributions as determined by the annual actuarial valuation.

{F) RECLASSIFICATIONS
Certain 2017 amounts have been reclassified to conform with 2018 presentation.
{G) RISKS AND UNCERTAINTIES

The Fund invests in various investment securities. Investment securities are exposed to various risks including
interest rate, market, and credit risks. Due to the level of risk associated with certain investment securities, it is at
least reasonably possible that changes in the values of investment securities will occur in the near term and that
such changes could materially affect the amounts reported in the statement of fiduciary net position.

{H) USE OF ESTIMATES

in preparing financial statements in conformity with U.S. generally accepted accounting principles, the Fund makes
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent
assets and liabilities at the date of the financial statements, as well as the reported amounts of additions and
deductions during the reporting period. Actual results could differ from those estimates and assumptions.
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{1} NEW ACCOUNTING PRONOUNCEMENTS ADOPTED
There were no new accounting pronouncements adopted during fiscal year 2018.

During fiscal year 2017, the Fund considered the adoption of GASB Statement No. 74, Accounting and Financial
Reporting for Postemployment Benefits Other Than Pension - an amendment of GASB Statement No 43. GASB 74
addresses reporting by postemployment benefit plans other than pensions (OPEB) that administer defined benefit
OPEB benefits on behalf of governments. Because a qualifying heaith insurance trust does not exist, the impact of
(GASB 74 on the Fund’s financial reporting was minimal.

{J) CPS FINANCIAL STATUS

The Chicago Public School District (CPS) is poised for long-term financial stability and has had a balanced budget for
the previous two fiscal years due, in large part, to more equitable state funding for low-income school districts and the
State of Mincis passing its budget. For fiscal year 2018, PA. 100-0465, which was passed in August, 2017, aliows for
a rate increase in the Special Pension Property Tax Levy, which was established under PA. 99-0521, from 0.383% to
0.567%. Beginning with fiscal year 2018, PA. 100-0465 also requires the State of lilinois to pay the normal cost and
health insurance portions of CPS’ required contribution.

These are positive factors which alleviate some of the uncertainty regarding CPS’ ability to meet future obligations,
including pension contributions to the Fund, which remains heavily dependent on these contributions each year in
order to reach 90% funding by 2059,

{K) HEALTH INSURANCE FUND

Beginning with fiscal year 2018, P.A. 100-0465 required the State of llinois to contribute the pension normal cost
portion of the annual required contribution, plus the heaith insurance subsidy. Each year, in accordance with lilinois
State law, the Fund makes transfers from the pension fund info the health insurance fund equal to the amount of
OPEB expenses for that year. Per Section 17-147.1, the OPEB payments in any year may not exceed $65 million
plus any amount that was authorized to be paid in the preceding year but was not spent (carryover).

Areview of the substance of the underlying transactions of the Fund and related Pension Code resulted in a
cenclusion by the Fund that the assets in the health insurance fund are neither in an OPEB qualifying trust as
defined by GASB 74, nor are those amounts restricted legally or otherwise required to be used solely to pay OPER
benefits. While the health insurance fund assets could be used to pay OPEB, there is no limitation on their use
solely for OPEB purposes. Therefore, since the health insurance fund assets are not restricted for OPEB, they are
not considered assets available to offset the OPEB liability. However, because those amounts do result from
restricted contributions to the Fund for pension, those residual assets are restricted for pension benefits. In fiscal
year 2017, residual assets of $20.2 million in the health insurance fund were transferred to the pension fund to
better reflect the character of these funds; these amounts are properly shown as available to offset the total pension
liability under GASB 67. See Note 1B on page 31 for health insurance amounts authorized but not expended as of
June 30, 2018 and 2017,

| Firavial {

33



134

{3) RECEIVABLES AND PAYABLES

Required contributions from the Board of Education and State of linois are included in the receivables as of June
30, 2018 and 2017.

As of June 30, 2018, the outstanding Employer receivable included $253.0 million of the Board of Education's
required contribution for fiscal year 2018, which was received by the end of August, 2018. The remaining $36.2
million due to the Fund from the Employer consists of contributions related to fiscal years 2016, 2015, and 2014,
The State of Hllinois owed the Fund $11.7 million as of June 30, 2018, which was received early in July, 2018, prior
to the end of the lapse period. All recelvables outstanding as of June 30, 2018, related to the fiscal year 2018
Employer and State of Hinois required contributions, were received prior to the end of August, 2018.

As a result of litigation settled on March 8, 2015, the Board of Education overpaid the Fund in fiscal year 2011 by
$10.4 miltion. This amount was recognized as an offsetting payable to the Employer receivable in fiscal year 2017.

Since July 1, 2018, total receivables outstanding have included required contributions due from the Chicago Board
of Education in the amount of $36.2 million. These receivables, along with the payable of $10.4 million noted above,
were resolved in a settlement agreement between the CTPF's Board of Trustees and the Chicago Board of
Education in September, 2018. As part of this settlement, CTPF received $14.3 million in satisfaction of the net
amount due of $25.8 miltion.

Employee receivables included retirement contributions deducted from employees’ compensation by the Employer
during the year to be remitted to the Fund and contributions to be made by empioyess to upgrade to the 2.2
pension formula. The Employer owed $7,103,397 and $13,398,381 on behalf of the employees at June 30, 2018
and 2017, respectively. Employees owed the Fund $2,179,917 and $2,243,101 for the 2.2 pension formuia upgrade
at June 30, 2018 and 2017, respectively. As of June 30, 2018 and 2017, there were other miscellaneous
contributions of $21,324 and $18,174, respectively.

(4) INVESTMENT POLICIES, ASSET ALLOCATION, AND MONEY-WEIGHTED RATE OF RETURN

INVESTMENT POLICY

The Board is responsible for prudent investment and expenditure of the Fund's assets. The Board of Trustees has
the authority to establish and amend investment policy decisions.

ASSET ALLOCATION

The pension plan’s policy with respect to the allocation of invested assets is established and may be amended by
the Fund's Board of Trustees. The following table represents the Board's adopted asset allocation policy as of June
30, 2018 and 2017:

Equity
Fixed Income

- Infrastiucture

" Private Equity

Real Estate .

Grand Total b S e

MONEY-WEIGHTED RATE OF RETURN

For the years ended June 30, 2018 and 2017, the annual money-weighted rate of return on plan investments, nat of
investment expenses, were 8.93% and 13.12%, respectively. The money-weighted rate of return expresses investment
performance, net of investment expenses, adjusted for the changing amounts actually invested.
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{5) DEPOSITS AND INVESTMENTS

CUSTODIAL CREDIT RISK - DEPOSITS

Custodial credit risk for deposits is the risk that, in the event of a financial institution failure, the Fund's deposits may
not be returned. All noninvestment-related bank balances at year-end are insured or collateralized by securities
recorded in the Fund’s name and held by the Fund’s agent, its master custodian (BNY Mellon). Cash held in the
investment-related bank account is neither insured nor collateralized for amounts in excess of $250,000. There is no
deposit policy for custodial credit risk,

Bank balancg " $ : 693,850 § 1 1 464,256,493
Amatintexposed to custodial credit risk: : : B32,277:0 4B, 785,493

INVESTMENTS

The following iable presents a summary of the Fund's investments at fair values at June 30, 2018 and 2017:

U.8; Goverhment and Agency. Fixed Income ~ : : : 1,209,056,547 ' §
U, Comporate Fixed! Income i ; CULTODTROTEIG. T S0 9B AT
Foreigh Fixed Income i : : DU ng ey g5 S aporrate
‘Commingled Cormon Stock™ - Sl L g0 506,365 1 214901 528
“Commingled Emerging Marksts: R Dy N N 155.214,3‘89 CERITN 140634248
Commingled Comporate Bords 1w : SR 56,574,288 37,617,385
Commingled Infiastructure: . Sl 98,520.256 92,430,297
“ Commingled Real Estate Sl I e ERG 0041802, 66,278,725
US:Bquities i i : S 108303001 084,541,851
Foreign Equities™ -+ ; Lo o ae6t56 148  2858,942,950
* Public REITs : X : S : 133,137,562 . 123,084,684
Foreign Public REITs? e B S A1BaBA62 s a4e.829
Pooled Shost:Term investrent Funds S g agg 47 363,042,906
U US Real Estate o S S T e g A7 556
Foreign Real Estate : S e ; CAOA32 7040 95498,721
U.S: Infrastructire R R, : T 00,172,218 =
Foreign Infrastructure 71000 S i o N 2B 862 570 66542521
Private Equity ; SR Can L 300,228,413 TEU 281,130,643
Total Investments ety i = Sl 0T 29,705,241 8101 140,070,346,193

{A)} CUSTODIAL CREDIT RISK - INVESTMENTS

The custodial credit risk for investments is the risk that, In the event of the failure of the counterparty to a
transaction, the Fund will not be able {0 recover the value of investments or collateral securities that are in the
possession of an outside party. The Fund does not have a formal investment policy which limits its exposure to
custodial credif risk. As of June 30, 2018 and 2017, the following investments were uninsured and unregistered,
with securities held by the counterparty or by its trust department or agent but not in the Fund’s name.

Margin' Cash RERIR e g BFORSTE s 108,981
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{B) CREDIT RISK

Credit risk is the risk that the Fund will not recover its investments due 1o the inabifity of the counterparty to fulfill its
obligation. The Fund does not have a formal investment policy which limits its exposure to credit risk. The following
table presents the quality ratings of debt securities held by the Fund as of June 30, 2018:

AAA $ 12,404,925 § — § 43,188,009 § 482,600 8 245862°§ — § 2,372,825
AA 16,083,978 — 69,013,494 5,401,407 857,283,897 282,003,387 9,802,713
A 552,283 — 310.836,004 20,276,577 — — 2,965,877,
BBEB 1,891,447 — 412,000,111 19,340,023 — — 1,815,061
BB 1,002,500 o 35.464,132 11,818,569 - - —
B8 o — 3893325 4,161,937 - — -
[elee 1,120,450 o — - o - —
CcC 1,003 e — — - - —
c — —_ i - - — 486,118
o 27,288 — - - - — -
Not Raled 61,334,777 58,574,288 81,677,041 4,716,275 9,398,691 96,002,480 182,161
Total $.- 94,418,651 § 58,574,288 § 936,172,206 § - 66,696,388 § . BE6,028,450 § 378,005,867 % 17,424,755

As of June 30, 2018, there are no investments in U.8. government agencies that are only implicitly guaranteed by
the U.S. government.

For comparative purposes, the following table presants the quality ratings of debt securities held by the Fund as of
June 30, 2017

AAA $ . 5075715 % — § 52474216 $ 1236001 $ 290,805 & — 8 2,472,488
AA 4,144,771 — 67,076,779 5114083 770,695,269 226,026,329 11,220,532
A 1,818,832 — 227,570,441 13,542,353 o —— 2,698,629
8Ba 2,808,117 — 372,923,708 15,131,488 1,055,466 — 1,397,649
BB 17,565 — 34,835,594 8,298,697 — o s
B — . 6,786,656 2,238,869 - - -
coe 1,620,304 - 6797 - - - —
cC 613,064 o . — e o — —
c — - - — - —
o : 32132 — i 340,817 — o e —
Not Rated 30,634,636 37,617,389 18,365,162 2,798,488 17,005,723 60,687,817 888700

Total $ 46,762,216 % 37,617,388 %781 ,379,857 $ 48,359,998 §.° 7§9,M7,283 $ ‘286,71 3,946 18,477,998

As of June 30, 2017, there were no investments in U.S. government agencies that are only implicitly guaranteed by
the U.S. government,

{C} CONCENTRATION OF CREDIT RISK

There are no investments in any issuer that represent 5% or more of fiduciary net position as of June 30, 2018 or
2017,
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{D} INTEREST RATE RISK

interest rate risk is the risk that the fair value of the Fund's investments will decrease as a result of an increase in
interest rates. The following table presents the weighted average maturity of debt securities held by the Fund as of
June 30, 2018 and 2017

Commiercial Morigage Backed o000 94,418,651 s : 48,762,218
Commiinigled Fixed Income Funds' 58,674,288 1 i 37,617,389
Corporate Bonds . i e 936,172,206 G 781,379,867 -

- Government Agencies g 66,686,388 1 i i 48,359,999

| Government Bonds Sl 866,928,450 780,047,293 |
Government Mortgage Backed: - 378,005,867 L & 286,713,946
Municipal Bonds: - S aza7ss L aos 18,477,998
CTotalion ot e oaqB2006050 0 0 s an0a3snT0s

The Fund does not have a formal investment policy that limits investment maturities as a means of managing its
exposure to potential fair value losses arising from future changes in interest rates.

(E) FOREIGN CURRENCY RISK

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair vaiue of an investment
or a deposit. The Fund does not have a formal investment policy which limits its exposure to foreign currency risk.
The following table presents the foreign currency risk by type of investment as of June 30, 2018 and 2017:

Juine 30,2017

S June 30,2018 :
g 27025012 | 0.94%

Austrafian Dollag 2o g 27,315,680 . 0:92% $

“Braziian Real b 23,393,397 S079 25071940 i 0BT
British Pound - 500,513,957 890 518,186,020 4808
Canadian Dollar. oottt 94377681 38 84,517,664 . 2950
. Chilean Pesa | R 451375 002 267,275 0.01
Colombian Peso ; ‘ 3,584,970 0420 2243625 00870
Czéch Korunia S 8,476,023 029 9,905,800

“Danish Krong: S 45,878,149 0 4850 26,252,045

Eiiro” e e © 820,187,083 112770 715,604,734

Hong Kong Doltar i ; 163,527,603 1652 01 144773775

Hungarian Forint R 3348006 0T 6,626,890

“Indian Rupee. : SR 41602782 A4 49,042,500

“indonesian: Rupiah = 16,613,871 056 20,992,483

Israel Shekel L 5,367,616 018 3,684,966

Japanese Yen G TENL o 379,449014 S128100 380,003,080

* Malaysian Ringgit: = s 1,439,723 1008 1,899,522

 Mixican Peso i 11,712,763 040 23,559,096

New Taiwan Dollar 7 85,246,668 1288 69,083,385 &

New Zealand. Doltag: . : 1763720 006 .

Nigerian Naira™ e 196,146 0001 157,022 001
‘Norwegiar Krone : i 45278070 183 33985962 1180

Pakistani Rupee -1 0 : 200,080 00t 221,107 00T

Philippinie Peso 1 St 734473 002 290,064 0020
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~Foreign Equities
Polish Zoty =5

. Qatari Riyal
Russian Ruble

~Jurne 30,2018 : Sidune 30,2017 0
542,300 0 0102% % 504,037 S0.02%
107,757 0000 114,135 000
85488 000 5841 000

25534214 086 18,096,643 066
20,229,408 068 17,175,574 080"
71,025,874 2407 68573944 230
52,717,801 178 63,173,756 220
103,762,416 350 142,558,606 1497
15,095,732 051 14,319,071 25030
6520898 023 11,744,628 041
384,619,315 12000 381,023,601 13,61
237,145 0.01 158,948 001
$ 2,961,156,149 . 100.00% % 2,868,942,950 . 100.00%

- Singapore Dollar
S South A(réc‘a‘nRand >
South Korean Won

Swedish Krona.
Swiss Franc
ThalBant .
Turkish Lira -

CUS. Dol
UAE Dirham
CiTotal

‘Foreign Fixed Income:

Argenting Peso
Australian Dollar
Brazilian Real

- British Pound
Canadian Dollar -

June 30,2018
1175306 0 2.01%
151,876 026
8,317,647 1422
2269207 . 388
245,862 042

;$;

o June 30,2017
.
156,309 0,37
4,763,194 1132
2311796 549"
252,286 060

Danish Krone - : & — i
Eiro L 2,080,641 U
Japanese Yen s - e 331,230 079
Mexican Peso 14,540,048 2486 7334918 17.43"
New Zealand Dollat 5,565,017 09507 — e
Norwegian Krofie: 1,968,643 337 — R

CUSIDallar : 21,265,381 . 36:37. 23,000776 5460

Totals o 58478628 100.00% 'S - 42,077,396 100.00%.

Foreign Public RE{Ts: June 30,2018 .‘.lune~‘30,f20‘17\ RS
British Potind L 9,670,776 8313% 5 4,374,336 81.81%
Euro L 1447694 4248 736,961 1378

237,340 0204 235,532 441

South AfricanRand - : 277,722 2390 — e
Total i 11,833,452 100.00% $ 5,346,829 100.00%
CForeign Infrastructure: S June:30, 2018 : Cdune 30,2017
LB R 28662570 ©100.00% S 66542521 1 100.00%
“Total : 28,662,570 100.00% $. 66,542,521 7 100.00%
Foreign Real Estate:" Tne 30,2018 © June 30,2017
CEure Vi o 2,926,617 7 2888% 9,142,467 . 35.85%
Japanese Yen : 3,955,779 39.04 7,978,955 31.29
US Dollar LR 3,250,308 3208 8378209 3286
Total SR 10,132,704 U 100,00% § 0 25,499,721 100.00%:

38,519 0.09
3,879,280 922

Singa‘pore‘ Dollar
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(F) SECURITIES LENDING

As permitted by state statutes and under the provisions of a securities lending authorization agreement, the Fund lends
securities to broker-dealers and banks for collateral that will be returned for the same securities in the future. Deutsche
Bank AG manages the Fund’s securities lending program and receives cash or government securities as coliateral,
Deutsche Bank AG does not have the abifity to pledge or sell collateral securities unless the borrower defaults. Borrowers
are required to deliver collateral for each loan equal to not Jess than 102% of the market value of the loaned securities.

As of June 30, 2018 and 2017, the collateral provided was 102.33% and 102.27% of the market value of the loaned
securities, respectively.

The Fund did not impose any restrictions during the fiscal year on the amount of loans made on its behalf by
Deutsche Bank AG. There were no failures by any borrowers to return loaned securities or pay distributions thereon
during the fiscal year. Moreover, there were no losses during the fiscal year resulting from a default of the borrowers
ar Deutsche Bank AG.

The Fund and the borrowers maintain the right to terminate all securities lending transactions on demand. The cash
collateral received on each loan was invested in indemnified repurchase agreements or maintained in segregated
accounts in the name of the Chicago Teachers’ Pension Fund. The average duration of this investment pool as of
June 30, 2018 and 2017 was 43.7 days and 49.3 days, respectively. Because the joans are terminable on demand,
their duration did not generally match the duration of the investments made with cash collateral,

As of June 30, 2018 and 2017, the Fund had no credit risk exposure to borrowers. The collateral held (at cost) and
the fair market values of underlying securities on loan for the Fund as of June 30, 2018, were $946,404,347 and
$924,851,487, respectively. For comparative purposes, the collateral held (at cost) and the fair market values of
underlying securities on loan for the Fund as of June 30, 2017, were $940,349,072 and $919,452 261, respectively.

The following table represents the fair market value balances relating to the securities lending transactions as of
June 30, 2018 and 2017:

U.s. Agenc‘y‘ ; : S X s s
ULS: Bquity : S S 12472 L BATB90.288

U8, Govermment. - : : CAOATTOTE 276204854
*Cotporate Bond. : S D C7B305609 T 8e 761,305
Interiational Equity - S ; : 27 : TN T34,827

Total i i SR g o0 8BTABT 1§ 919,452,261

The fair market value of collateral of the securities lending program at June 30, 2018 was $947,417 427, compared
to $941,037,933 at June 30, 2017. The investments were in repurchase agreements. All of these securities had a
duration of less than one year. There is no custodial credit risk or interest rate risk associated with the collateral

pool.

The credit ratings of the securities lending collateral pool held at June 30, 2018 and 2017 as rated by S&P are as
follows:

S o ~ 120,000,000
Not Rated D SR 243,417,427 214037.9330

Fotall o S SO SATAITART U$ D SAT 037,533

{ Finaniat |




40

140

{8) DERIVATIVES

The Fund accounts for its derivative instruments in accordance with GASB Statement No. 53, Accounting and
Financial Reporting for Derivative Instruments. A derivative instrument is an instrument or contract whose value is
derived from that of other financial instruments such as stocks, bonds and commodities, interest rates or a market
index. The Fund's derivatives are considered investment derivative instruments. The following table summarizes the
derivatives held within the Fund’s investment portfolic as of June 30, 2018 and 2017;

Foreign 3 > Pl : — §(115,001,852) © § (118,566,711)

Foreign currency contracts soid 00 S - 1‘1‘4,316‘681 s 119,248,264
Futures: . S e s e -

: cdongrequity o UT 4003065 10,856,340 CTAR3TY (38,332)

Lorig fixed income . 588,403,583 211299,250 1475606 (326,043)

: Short fixed income. . (206,956,999} (213,040,375) {278,150y 556,028
Dptionsm ‘ i s i o { e

*Purchiased Dt o sraned 218,284

Written 0 s (394.280) (79,609)

“Rights and Warrants’ " . : o D 1,370,874 15,683
Swaps: i S . : g i e

Sl Credit defaultswaps e — (1,738,600) (229,160)

interest rate waps T : — Eagmn 1,042,124

Total o ¢ 365739849 5 9108215 § (1115872 § 1841528

T

| Finangial



141

(A) FORWARD CURRENCY FORWARD CONTRACTS

Forward currency contracts are two-sided contracts in the form of either forward purchases or forward sales. The
Fund’s use of these securities is limited to small positions in the Fund's portfolio to hedge fluctuations in foreign
currency. The fair values of forward currency coniracts outstanding as of June 30, 2018 and 2017 were as follows:

< Fareigh currency exchange sales 2018 CER0YY

*Alistralian Dollar $  (3017758) $ (203,333)
Brazilian Real (103.071) (200,233

“British Pound - - (945,536) (3,080,084) -
Canadian Doltar - (1,325,326} {1,201,740}
Chinese Yugrn Renminbi (8,195,311) (10,312,8025
Euro : (15,286,466) (7:435,137)
Horig Kong Dollar {791,751) (524531) .
Japanese Yen (8,510,708) (41,026,820}
Mexican Peso (5,814,906) {3.557,824)
New Taiwan Doliar (1,394,120) {4317:526)

- Phillipine Peso”. - (5.886,055) Sy
Souti African Rand - (9,342) (336,046}
Swadish Krona (92,597} 1(208,546)
U.S. Dollar (62,629,007) (46,544,089)
Total

$ (118,568,711}

Foreign currency exchange purchases

§000{115,001,952)

Argentine Peso $ 638,712 $o i
Austratian Dollar 5,939,422 U 5480,408
Brazilian Real 4,529,122 13,570,404
British Pound 7,516,254 6,712,814
 ‘Canadian Doliar. 6,720,967 4274801
Chinese Yuan Reniminbi 2,805,044 2,721,467
Danish Krore : 107,100 1,114,494
Euro : 9,350,084 749,122
Hong Kang Doflar 123,781 Chetes
indian Rupee 1,407,372 S
!ndonésian Rupiah 4,282,397 3,138,353
laraeli Shekel 176,793 e
Japanese Yen 14,434,818 7,336,917
Mexican Peso 1,089,643 73,845,607
- New Zegland Dollar 44,010 248,875
Nozwegian Krone 479807 477,378 :
Singépore Dollar 751,753 837,474
- South African Rand 1,341,198 R
South Korean Won - — 76,883 :
Swedish Krona: 2,052,489 1,884,896
Swiss Frang 18,352 1,303,106
Turkish Lira 193,264 : e
U.5. Dollar 50,304,489 70,343,735
Total . §0 11,316,681 0 8 119,248,264
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(B} OPTIONS

Qptions represent a financiat derivative that represents a contract sold by one party to another party. The contract
offers the buyer the right, but not the obligation, to buy or sell a security or other financial assets at an agreed-upon
price during a certain period of time or a specific date. The Fund's use of options investment vehicle is limited to
small positions in the Fund's portfolio due to the sophistication and risky nature of options.

{C)} FUTURES CONTRACTS

Financial futures are agreements to purchase or sell a specific amount of an asset at a specified delivery or maturity
date for an agreed-upon price. The Fund’s managers use financial futures to improve yield, to adjust the duration of
the fixed income portfolio, and to replicate an index.

(D) STOCK RIGHTS AND WARRANTS

A stock right is the right to the hoider as a current shareholder in a company to buy additional shares at a discount
over the current market price. Warrants are instruments which when purchased are priced above the current
market, and allow the holder to purchase shares in a company at a specified future point in time, As a holder of
warrants, the Fund bears the risk that the share price will drop below the cost of the warrant.

(E) SWAPS

Swaps are agreements to exchange currency or assets. The Fund invests in swaps to manage exposure to credit,
currency, inflation, and interest rate risks. Credit default swap and synthetic default swap agreements involve cne
party making a stream of payments (the buyer of protection) to another party {the seller of protection) in exchange
for the right to receive a specified return in the event of a default or other credit event for the referenced entity,
obligation, or index.

{F) CHANGES IN FAIR VALUE

The following table summarizes the changes in fair value, which were recognized as investment income in the
Fund’s statement of changes in fiduciary net position at June 30, 2018 and 2017:

Foreign Currency Contracts $ {1,259.650) $ 574,379
Options 192,175 {5,776}
Rights and Warrants 171,696 189,178
Swaps (5,501,562) 3,797,273
Totaf L0 : : : e {6,387,341) . " 4,865,054
{G) CREDIT RISK

Credit risk is the risk that the Fund will not recover its investments due to the inability of the counterparty to fuifill its
obligation. it is the Fund's policy to enter into netting arrangements whenever #t has more than one derivative
instrument transaction with a counterparty. Under the terms of these arrangements, shouid one party become
insolvent or otherwise default on its obligations, close-out netting provisions permit the nondefaulting party to
accelerate and terminate all outstanding transactions and net the transactions’ fair values so that a single sum will
be owed by, or owed to, the nondefaulting party.
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(H) INTEREST RATE RISK

The Fund manages its exposure to fair value losses from interest rate risk for the derivatives portfolio using the
effective duration contribution method on the portfolic as a whole. Duration is a weighted average of the maturity of
all the income streams from the portfolio of the fixed income instruments.

The following is the effective duration of the Fund's fixed income derivatives at June 30, 2018 and 2017:

Futures fixed incomie (long and'shor, net) =5 1,197,456 .~ 130§ 230,985 |
Options A (20,008) i (007) 138,675 0.0y

CoTotal e S8 7T AR 369,860

(7) CONTRIBUTIONS AND RESERVES

The funding polficy of the Fund provides for employer contributions, which, when added to contributions received
from employee members and earnings on investments, will be sufficient to meet the actuarially determined
obligations of the Fund. On an annual basis, an actuarial valuation is performed in order to determine the amount of
required contributions on behalf of the Fund. The ILCS (Public Act 89-15) provides for an actuarially determined
funding plan intended to maintain the assets of the Fund at a level equal to 90% of the liabilities of the Fund. The
Chicago Board of Education (Employer) is required by faw to make contributions to the Fund only to the extent that
the Fund's actuarially determined funding level drops below 30% by the end of the fiscal year. The Employer is then
required to make contributions to the Fund in order to ensure the actuarial value of assets is 90% of the actuarial
value of fiabilities by 2059. In years where the funding rate exceeds 90%, no Employer contribution is required.

In fiscal years 2018 and 2017, the Employer and the State were required to make contributions of $784.4 million
and $745 4 million, respectively. These figures represent the annual required contributions per Article 17 and are not
representative of the actuarially determined contributions. Accordingly, the Employer and State paid $501.2 million
and $484.2 million in fiscal years 2018 and 2017, respectively, with remaining amounts being recorded as
receivables as of those dates. Public Act 99-0521, enacted June, 2016, provided that a separate tax be levied by
the Chicago Board of Education for the purposes of making an Employer contribution to the Fund at a rate not to
axceed 0.383%. Subsequently, Public Act 100-0465, enacted August, 2017, aliowed that rate to be increased to
0.567%. As a result, Employer contribution receivables of $253.0 miltion and $250.0 million were outstanding as of
June 30, 2018 and 2017, respectively. These amounts were received via property fax levy proceeds by August of
the following fiscal years, satisfying the outstanding Employer required contributions for fiscal years 2018 and 2017,

As of June 30, 2017, the Employer owed $286.1 million, including a total of $36.2 million in required contributions
related to fiscal years 2014 through 2016 and the State of Hlinois owed $11.2 million. The Fund's Board of Trustees
and the Chicago Board of Education executed an intergovernmental agreement early in fiscal vear 2019 which
resolved the total outstanding $36.2 million receivable and $10.4 million payable related to prior fiscal years. As part
of this setilement, CTPF received $14.3 million in satisfaction of the net amount due of $25.8 million.

in the fiscal year ended June 30, 2018, PA. 100-0465 required the State of Hilinois to contribute the normal cost
portion of the annual required contribution, including the heailth insurance subsidy, As a result, the Fund allocated
the $65.0 miflion health insurance subsidy from the normal cost plus an additional $1.3 million from prior year health
insurance amounts authorized but not expended to pay health insurance benefits for retirees. This resulted in a total
subsidy amount of $66.3 million to fund health insurance benefits in fiscal year 2018. During the fiscal year ended
June 30, 2017, the Fund did not receive state funding for the health insurance plan. As a result, the Fund allocated
approximately $48.5 million of the Employer contribution to pay health benefits to Fund refirees.

Starting in fiscal year 2019, PA. 100-0465 requires the State to contribute the normal cost for the fiscal year pius
the health insurance subsidy.

Although the statutory contribution requirements were met in fiscal years 2018 and 2017, the statutory funding
method generates a contribution requirement that is less than a reasonable actuarially determined contribution. The
ability of the Fund to reach 90% funding by 2059 is heavily dependent on the State and the Board of Education
contributing the statutorily required contributions each year untit 2058,

{ Finaneiad |

43



44

144

{A) MEMBER CONTRIBUTIONS

Member contributions, established by the ILCS, are 9% of the total regular salary rate, of which 1% applies to
survivor and child pension benefits. For employees hired prior to January 1, 2017, CPS contributes 7% of the 9%
required member contributions. For employees hired after January 1, 2017, there is no employer pick-up. The non-
CPS employers also pick up a portion of the required employee contribution. Fund employees also participate as
members in the Fund and are included in the number of total current members. Contributions made by the Fund for
Fund employees totaled $476,146 and $446,888 for the years ended June 30, 2018 and 2017, respactively, which
is 100% of the employee contributions required to be made by the Fund.

(B} NONEMPLOYER CONTRIBUTIONS

As noted earlier in Note 7, the State of Hlinois makes an annual contribution to the Fund to supplement any
Employer contribution. Federal funds, which are included in the Employer minimum funding requirement, are
actuarially-based amounts contributed to the Fund for the accruing pension cost of teachers whose salaries are
paid from special trusts or federal funds.

(8) NET PENSION LIABILITY OF PARTICIPATING EMPLOYER

The components of the net pension liability at June 30, 2018 and 2017 were as follows:

Total pension liability $ 24,547 482873 § 23,175,590,989%

Plan fiduciary net position ) 11,104,765,514 10,793,173.927

Employer's net pension Hability "0 g8 B $13,442,747,359 - $ 12,382,417,072

Plan fiduciary net position as a percentage of the total pehsion tiability 45.24% 46.57%
ACTUARIAL ASSUMPTIONS

The total pension liability was determined by actuarial valuations as of June 30, 2018 and 2017, using the following
actuarial assumptions, applied to all periods included in the measurement:

Actuarial Cost Method Entry Age Nomnal Entry Age Normal

Cost-ofLiving Adjustment S o T oT AL S o T Pavicpants. 394 or 15 o1 Gy stmple, or T | Paripants
Inflation General inflation rate, 2.50% General inflation rate, 2.50%
Wage inflation rate, 3.00% Wage inflation rate, 3.25%
investment Rate of Return 7.00%, net of investment expénses " 7:25%, net of investment expenses
Satary Increases 3.00% to 12.85%, varying by age 4.00% to 15.50%, varying by age

For healthy participants, mortality rates were based on the RP-2014 White Collar Healthy Annuitant mortality table,
sex distinct. For disabled participants, mortality rates were based on the RP-2014 Disabled Annuitant mortality
table, sex distinct.

The actuarial assumptions to be used for the June 30, 2018, funding actuarial valuation were adopted by the Board
of Trustees during the September 20, 2018, Board meeting, and were based on the recommendations from an
experience review for the five-year period from July 1, 2012 through June 30, 2017. Most of the actuarial
assumptions used in the June 30, 2017 valuation were based on the results of an experience study for the period
July 1, 2007 through June 30, 2012. For healthy participants, mortality rates were based on the RP-2000 Healthy
Mortality Table for Males or Females, as appropriate, set back 2 years and adjusted for mortality improvements
generationally from 2004 based on Scale AA. For disabled participants, mortality rates were based on the RP-2000
Disabled Mortality Table, set back 3 years.

in the June 30, 2017 actuarial valuation, the investment return assumption and general inflation assumption were
reduced 25 basis points, from 7.75% to 7.50%, and from 2.75% to 2.50%, respectively. The general inflation

assumption also serves as the basis for determination of annual increases in pension and pensionable salary cap
for Tier 2 members. As a result of the change in the general inflation assumption, the assumption regarding future
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increases in pension and pensionable salary cap was reduced from 1.357% to 1.25% per year for current and future
Tier 2 members,

The long-term expected rate of return on pension plan investments was determined under a building-block method
by using the current risk free rate and historical risk premium for each major asset class to develop the best-
estimate ranges of expected future real rates of return (net of pension plan investment expense and inflation) for
each major asset class. Best estimates of geometrically determined real rates of return for each major asset class
included in the pension plan’s target asset allocation as of June 30, 2018 and 2017, are summarized in the following
table

Equitiss R REs : . ok i : 5.60%
Fixedintome. - 2 ) o 5 2:26%
!nfrastr\k)cmre‘:“ sl . s . : 4.50%
Private Eauity S . o kk L ; o 757%

Real Estate -0, S S ) 4.19%
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SINGLE DISCOUNT RATE

The discount rate used to measure the total pension liability was 6.81% and 7.07%, for fiscal years 2018 and 2017,
respectively.

For fiscal year 2018, a Single Discount Rate of 6.81% was used to measure the total pension liability. This Single
Discount Rate was based on an expected rate of return on pension plan investments of 7.00%, cash flows
(employee contributions, employer contributions, benefits and administrative expenses) based on the results of the
funding actuarial valuation using an expected rate of return on pension plan investments of 7.00%, and a municipal
bend rate of 3.62%.

The projection of cash flows used to determine this Single Discount Rate assumed that plan member contributions
will be made at the current contribution rate and that employer contributions will be made at rates equal to statutory
contribution rates under the Fund's funding policy. Based on these assumptions, the pension plan's fiduciary net
position and future contributions were sufficient to finance the benefit payments through the year 2077, As a result,
the long-term expected rate of refurn on pension plan investments was applied to projected benefit payments
through the year 2077, and the municipal bond rate was applied to all benefit payments after that date.

For fiscal year 2017, a Single Discount Rate of 7.07% was used to measure the total pension liability. This Single
Discount Rate was based on an expected rate of return on pension plan investments of 7.25%, cash flows
{employee contributions, employer coniributions, benefits and administrative expenses) based on the resuits of the
funding actuarial valuation using an expected rate of return on pension plan investments of 7.25%, and a municipal
bond rate of 3.56%.

The projection of cash flows used to determine this Single Discount Rate assumed that plan member contributions
will be made at the current contribution rate and that employer contributions will be made at rates equal to statutory
contribution rates under the Fund's funding policy. Based on these assumptions, the pension plan's fiduciary net
position and future contributions were sufficient to finance the benefit payments through the year 2076. As a resutt,
the long-term expected rate of return on pension plan investments was applied to projected benefit payments
through the year 2076, and the municipal bond rate was applied to all benefit payments after that date.

The impact of the change in the Single Discount Rate from 7.07% to 6.81% was an increase in the total pension
liability of approximately $1.1 billion. The change in the discount rate was driven by the changes in actuarial
assumptions outlined on page 89.

SENSITIVITY OF THE NET PENSION LIABILITY TO CHANGES IN THE DISCOUNT RATE

The following presents the net pension liability as of June 30, 2018 and 2017, calculated using a Single Discount
Rate of 6.81% for fiscal year 2018 and 7.07% for fiscal year 2017. The table below also presents what the net
pension liability would be if it were calculated using a Single Discount Rate for fiscal years 2018 and 2017 that is
one percentage point lower {5.81% for 2018 and 6.07% for 2017) or one percentage point higher (7.81% for 2018
and 8.07% for 2017) than the current rate:

June 30, 2018 515.585,702,417 $13,442,717,359 $10,848,573,702

June 30, 2017 . $15,199,983,250 $12,382,417,072 $10,033,130,141

As of June 30, 2018 and 2017, the Fund was not required to maintain any legally required reserves.
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(9} FAIR VALUE MEASUREMENT

The Fund categorizes its fair value measurements within the fair value hierarchy established by generally accepted
accounting principles. The hierarchy is based on the valuation inputs used to measure the fair value of the assets.
Level 1 inputs are quoted prices in active markets for identical assets; Level 2 inputs are significant other
observable inputs; Level 3 inputs are significant unobservable inputs.

The Fund has the following recurring fair value measurements as of June 30, 2018:

Commercial Paper i CUB0743,847 5 16,962,767 § 33,781,080 §

- Currency L 4383780 e ks
oty e - i T e
Commingled Funds~ -0 15 312,108,432 312,106,432 - e
Coitron Stock U 6,048 764433 5.048,763,223 s B
- Preferred Stock S (20,344,044 15.726,145 4,617,393
- Total Equity GDBLU638,214,909- 8 1 6,376,595,800 % 4,617,809
Fixed income - - = s
Corporate Bonds - - - U3T895.912; 937895912
;GuVemmentAge‘ncy‘ Bonds. - 68,606,387 678,240 - 66,018,147
Governient Bonds: 0L 1840,817,859 783,867,108 1 57,250,851
~index Linked Govt Bonds:; 26,110.491° 20,453,905 v 105,656,588
Mortgage Backed Securities: = 472495107 — T arasior.
“Muricipat Bohds ST 424,754 — 17,428754

Total Fixed Income 0§ 2,361,370,690 804,699,253 ' 1,566,671,357

Investment Derivative
Uiastruments

Options 3 - T20,008) {20,008y : o)
Swaps T 704 28g) - {1,704,280)
Rights and Warrants - 370,873 370,848 s
Total'Derivatives:: CLUUOLISIARY S 3E0843 8 (1 708,264y 8
‘gg?%_State|nv¢s1mentTrusi« G “144.771'014‘ 144771014

Total investments by Fair: . yosn 080,689 §  7,943379677 § 4593400413 8 0 12105 13200380
Valuge Level : i i g ‘ B DR : : g

NotApplicable®

“Collateral from Securities
tending : ;
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Investments Measiire
the Net'Asset-Vaive
NAVY: :

g sl
Fixed Income Ba874.980 |
Infrastructure L : 529,75
Real Estate

nfrastruc Gre
Private Equity
Real Estate

Total Investments. 800,788

* Consists of cash, interest income, and tri-party repos, which are not subject to leveling.

INVESTMENTS AT FAIR VALUE

Commercial paper, equity, and fixed income securities classified in Level 1 of the fair value hierarchy are valued
using prices quoted in active markets issued by pricing vendors. Commercial paper, currency, equity, and fixed
income securities classified in Level 2 of the fair value hierarchy are valued using matrix pricing techniques
maintained by the various pricing vendors. Matrix pricing is used to value securities based on the securities’
relationship fo benchmark quoted prices. Equity and fixed income securities classified in Level 3 are securities
whose stated market price is unobservable by the market place. Many of these securities are priced by the issuers
of industry groups. Fair value is defined as the quoted market value on the last trading day of the period. These
prices are obtained from various pricing sources by the Funds custodian bank.

Real Estate Investment Trusts (REITs) and rights and warrants securities classified in Level 1 of the fair value
hierarchy are valued using prices quoted in active markets issued by pricing vendors.

Shert-term investments, consisting of commingled fund cash equivalents in the Bank of New York Mellon's EB
Temporaty investment Fund, are not subject to fair value leveling and have been exciuded from this table. As of
June 30, 2018 and 2017, short-term investment holdings were $383,321,880 and $315,908,558, respactively.
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INVESTMENTS AT NET ASSET VALUE | AS OF JUNE 30, 2018

The Fund holds shares of interests in investment companies where the fair value of the investments are measured
on a recurring basis using net asset value per share. At the year ended June 30, 2018, the fair value, unfunded
commitments, and redemption values of those investments is as follows:

Fixed Income: -

infrastructure

Infrast{ucture‘ : g ; 3 jed STt days
Private Equity . ¢ 3 . . :
Real Estate i : 151,930,521

i Total Inves!
AssetValie

Commingled funds (equity, fixed income, infrastructure, and real estate), infrastructure, private equity, and real
estate funds, as well as short-term bill and notes, are valued at net asset value and, unlike more traditional
investments, generally do not have readily attainable market values and take the form of limited partnerships. The
Fund values these investments at fair value, on a recurring basis, based on the partnership’s audited financial
statements. If the June 30 statements are available, those values are used preferentially. However, some
partnerships have fiscal years ending at other than June 30. If June 30 valuations are not available, the valug is
adjusted from the most recently available valuation, taking into account subsequent calls and distributions,
adjustments for unrealized appreciation/deprecation, and other income and fees. Short-term bills and notes are
invested in BNY Mellon's EB Temporary Investment Fund which consists primarily of instruments issued by the U.S.
Government, Federal agencies, sponsored agencies or corporations, andfor various credit instruments. The
maximum average maturity for the £B Temporary Investment Fund will be 60 days and the maximum weighted
average life will be 120 days,

The Fund’s investment strategy is to meet or exceed its performance objectives within CTPF’s tolerance for risk. it
invests in diversified strategies through various vehicles so that no single strategy dictates performance, thereby
lowering the volatility of the portfolio.

Fixed income investments are diverse and add value across interest rate duration, sector allocation, country and
currency strategies. Adequate diversification among fixed income classes is maintained. All infrastructure
investments are currently within a fund structure and adhere to the partnership agreement. The overall financial
objective of the Fund's infrastructure porifolios is to meet the performance standard on a net of fee basis over
longer time periods. Private equity investments are made primarily through closed-end private equity funds.
Adequate diversification by private equity subclass (venture capital, buyout. mezzanine, distressed debt, special
situation, and non-U.S.) is maintained. Private real estate investments are made through both closed-end and open-
ended real estate funds. Adequate diversification by real estate subtypes (core, non-core/enhanced return, non-
core/high return) is maintained.

| Finanetal |
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FAIR VALUE MEASUREMENT | AS OF JUNE 30, 2017

For comparative purposes, the following table presents the recurring fair value measurements as of June 30, 2017:

Commercial Papér: b 28964237 1504927 $.00 27,480,310
- Gurreney ; UG 030410 -
i - o :
Cormmingled Funds ™"« 311,037,391 311,037,391
Corimon Stock : 5,935,770,733 5,935,768,836
" Preferred Stock 1 17,508,385 13,172,477 4,525,908
Totat Equity’ 1$6,264,506,500 1§ 18,250,978,704° §. 4,525,008
' Fixed Income Sacusel Tk A : : 8 -
“Corporate Bonids". - 780,428,227 - 780,428,221
Govemment Agency Bonds 48,359,899 713,268 L 47646,731
Governmient Bonds - N : 745,962 337 676,427,613 i “69,534,724 3
Indéx Linked Gov't Bonds -1 43,727,778 36,982,241 076,745,537
jo Backed Securities | 332,833,340 — e
‘Municipal Bonds AR ATT 998 - 18,477,608
* Total Fixed income~ "1 $71,968,788,679 TA4NZ3122 % 1,255,666,557

- investment Derivative
Instruments:

Opticrs : : 138,675 138,675 : o
Swaps il 812,985 — TR12,068

Rights and Warants .- 5683 15,683 fE R
Total Derivatives. SUBET823 8 : 154,358 812985

Reay State Invesiment Trust. . 128,831,513 128631513 i

Totat Investments by Fair ¢ g : Y s Vg
Value Lovet 08 BADHOZRET. §. 1 7,104302624. 8. 1,288,494,740 . 9,029,410

Not Applicable™

Colléteral from Securities :
Lending AR $.7°, 841,037,933

Investments Measured at the .-
- Net Asset Value (NAV) :

Comminigled: -
Equity

53,498,385

Fixed Incofe L3TB7,389

" nfrastiucture o 92,139,267

Real Estite 566,278,726
Total Commingled 0\ 0§70 749,533.797 -
infrastructurg B 149,189,438

: Private Equity: e - 281130643
Real Estate L 172,885,085
RIS e
TJotal Investmem# $.10,695,475,567.

* Consists of cash, interest income, snd fri-party repos, which are not subject to leveling.
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INVESTMENTS AT NET ASSET VALUE | AS OF JUNE 30, 2017

The Fund holds shares of interests in investment companies where the fair values of investments are measured on
@ recurring basis using net asset value per share. At the year ended June 30, 2017, the fair value, unfunded
commitments, and redemption values of those investments is as follows:

Commingled : 2 :
Equity : ©. 53,498,385 & UNA NiA
Fixed Income 37,617,389 N NIA : NIA

Infrastructura 92,139,297, S — NIA- T NIA
Real Estate ; 566,278,726 - N/A NIA
Totat Commingled 743,533,797 : i e
infrastructure 149,988,438 54,558,462 As Needed 7.~ 10 days -
Private Equity W 281,130,643 .. 234,304,251 As Neaded . 7~ 10 days
Real Estate 172,655,085 86,555,508 - As Needed 7- 10 days
Sgﬁle!qvesnngnts by Net Asset $ 132,508,963 i ! TR !

Commingled funds {equity, fixed income, infrastructure, and real estate), infrastructure, private equity, and real
estate funds, as well as short-term bills and notes, are valued at net asset value and, uniike more traditionat
investments, generally do not have readily attainable market values and take the form of limited partnerships. The
Fund vaiues these investments at fair value, on a recurring basis, based on the partnership’s audited financial
statements. If the June 30 statements are available, those values are used preferentially. However, some
partnerships have fiscal years ending at other than June 30. if June 30 valuations are not available, the value is
adjusted from the most recently available valuation, taking into account subsequent calis and distributions, adjusted
for unrealized appreciation/deprecation, and other income and fees. Short-term bills and notes are invested in BNY
Melion's EB Temporary Investment Fund which consists primarily of instruments issued by the U.S. Government,
Federal agencies, sponsored agencies or corporations, and/or various credit instruments. The maximum average
maturity for the EB Temporary Investment Fund will be 60 days and the maximum weighted average life will be 120
days.

The Fund’s investment strategy is to meet or exceed its performance objectives within CTPF's tolerance for risk. #t
invests in diversified strategies through various vehicles so that no single strategy dictates performance, thereby
lowering the volatility of the portfolio.

Fixed income investments are diverse and add value across interest rate duration, sector allocation, country and
currency strategies. Adequate diversification among fixed income classes is maintained. Al infrastructure
investments are currently within a fund structure and adhere 1o the partnership agreement. The overall financial
objective of the Fund's infrastructure portfolios is to meet the performance standard on a net of fee basis over
longer time periods. Private equity investments are made primarily through closed-end private equity funds.
Adequate diversification by private equity subclass (venture capital, buyout, mezzanine, distressed debt, special
situation, and non-U.8.) is maintained. Private real estate investments are made through both closed-end and open-
ended real estate funds. Adequate diversification by real estate subtypes (core, non-core/enhanced return, hon-
carethigh return) is maintained.

DERIVATIVES

Options, futures, and rights and warrants derivatives securities classified in Level 1 of the fair value hierarchy are
valued using prices quoted in active market issued by pricing vendors. Swaps, rights, and warrants derivative
securities classified in Level 2 of the fair value hierarchy are valued using matrix pricing techniques maintained by
the various pricing vendors.
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{10) INSURANCE COVERAGE

The Fund is exposed to various risks of loss related to torts; theft of, damage fo, and destruction of assets; errors
and omissions; injuries to employees; and natural disasters. The Fund has minimized the risk of loss through private
insurance carriers with deductibles for coverage ranging up to $1,000 per occurrence. The amount of settlements
has not exceeded insurance coverage in any of the previous three fiscal years.

{11) LITIGATION

There are several pending lawsuits in which the Fund is involved. Management believes that the potential claims
against the Fund would not materially affect the financial position of the Fund.

{12) OPERATING LEASES

The Fund's office lease provides that the lessee pay its proportionate share of the operating costs, plus a base
rental amount. Included in this lease were provisions for 32 monthly perieds of “free rent.” In conformity with
accounting requirements, the Fund will recognize the office rent expense on a straight-line basis over the 18-year
lease term. As an incentive, the lessor provided the Fund an allowance of $1,871,610 which was used for leasehold
improvements, fixed asset purchases, or monthly rental payments. Beginning in fiscal year 2016, the Fund
expanded office space by 3,456 square feet.

The minimum future rental lease payments through June 30, 2021, are as follows:

2619 668,940
2020 T 683,335
2021 o 580235

" Total minimum future rental payments - $° 1,932819

The total rent expense was $653,562 and $640,177 in fiscal years 2018 and 2017, respectively.

{13) SUBSEQUENT EVENTS

The Fund's Board of Trustees and the Board of Education of the City of Chicago entered an intergovernmental
agreement via a memorandum of understanding early in fiscal year 2019. The agreement resolves prior year
contribution balances, both receivable and payable, outstanding as of June 30, 2018, and resulted in the Board of
Education making a $14.3 miliion payment to the Fund.

(14) FUTURE ACCOUNTING PRONOUNCEMENTS

in June 2017, the Governmental Accounting Standards Board issued GASB Statement No. 87, Leases. The
objective of GASB Statement 87 (Statement) is to better meet the information needs of financial statement users by
improving accounting and financial reporting for leases. This Statement increases the usefulness of financial
statements by requiring recognition of certain lease assets and fiabilities for leases that previously were classified
as operating leases and recognized as inflows of resources or outflows of resources based on the payment
provisions of the contract. It establishes a single model for lease accounting based on the foundational principle that
teases are financings of the right to use an underlying asset. The provisions of this Statement will be effective for
the Fund for the year ended June 30, 2021.

Management has not yet completed its assessment of this Statement; however, it is not expected to have a material
effect on the overall financial statement presentation,

¥ Financial |
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REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
SCHEDULE OF CHANGES IN EMPLOYER'S NET PENSION LIABILITY
PENSION PLAN

SCHEDULE 1

Total pension liability

Servicé cost o Wi § 303,910,267 § 268,100,663 . § 3250029437 % 318734274  § 332,188,481
lnteresti : S 1,609,062,853 1.603,833,232 - 1.576,876,771 1,547,663.416 1,509,307 860
Differences béetween. ‘ R e

expec\ed andactudl 54,943,524 48,391 475 (106,563,600} (138,512,840) (14,177,102)
experience : ;

Changes cf assumphons : 870,265,669 1,554,506,801 ! —~ e B
Bengfit payments, including E S

refurids of' emp‘oyee Py {1,466,280,439) {1,424,938,184) {1,384,826,398) {1,331,567,408} {1.308,341 856)
confributions . il

Netchangeintd{al : S T T o
pension lability - $01374 891,874 S 2,{}50,833,987 $ 411 679 76 5 396.}17,3‘44‘ 9 520,977,383

Tota{pensxon habxbty' i : : S Sl e
beginning : . 23 175 590099 21124697012 20 713 217298 20316809,952 19,795,922,569

Totalpens:on tiability- i S i i SR
ending (a) s 24547482373 5 23175530999 & 21‘124,692, 3 $~20,713,217,2ss $20.396,800,082

Plan fi ducxary nat posmon

Cohtribitions.- Emplover. 402 - * * 643,667, 00! 585,416,14
a0 non-contbutig ontty $ 784402000 *$ 746,840,000 * $. 1 700,070,000°% § 3667000 $ 585,416,141

Conmbubons emp!oyee = 183,679,205 187,538,787 o 19‘1‘88‘2,430 191,233,298 187 846,065
Net mvestment income N 896,704,544 1,233,003,939 - (27,987,163 381,688,430 1,685,079.840
Beriefit paymaents; incliding ! g :

refunds of siployes ;ﬁ ; {1,466,280,439) {1,424,938,184) {1,384,826,398) {1,331,567.408) (1,306,341,856)
contributions: 0 s : S

Net transfer for OPEB S {66,867,696) * (49,000,701} * {66,104,508) M o —
Administrative expense {21,521,303) (13,781,343) (12,867 490) {11,705,562) {10,494,138)
Other 5 1475276 214,118 1,463,050 943,946 e

Net change in plan :
fidugiary. niet position

CUB1BaNSET §0 B79.876617 S (S9B.370,189) S (125740.204) §.1.941,506,051:

Plan. ﬁducxary net posmon
= beginning

SOA0793173927 . AD11A297,310. - 10,689,954320  10,815,694,614 0674188563

Transferof remainmg
OPEB assets™

3159

P:;::j f%u?lf;lry newﬂsmc’n s 11,104755544 s 1079317392? $ 10413297.310 5 10.689,954,320  $10.815.694614

Employer's netpenslon : 302417072 S 11011399702 § 10.023,262,076 s 9,501,205.338
“ab“ny_endm(mby\;skuk,m,km,sss skiz, 417,072 5; U399700 § 10023262976 5 9501,208,308

The information above is required beginning fiscal year 2014, Information for the next 5 years will be presented in future fiscal years.

© Prior to 2016, $65 million allocation by CTPF from the total pension contribution amount by CPS to pay OPEB was being treated as a direct
OPEB contribution. Beginning in 2018, that $65 miliion allocation is being displayed within this schedule first as a pension contribution and
then as part of the subsequent transfer to OPERB.

** Prior to 2018, residuat assels within the Heasith Insurance Fund were treated as restricted sotely to pay OFEB. In 2016, a change was made
with respect to treatment of residual assets within the Health Insurance Fund.

i Finpndial |
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REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
SCHEDULE OF THE EMPLOYER'S NET PENSION LIABILITY
PENSION PLAN

SCHEDULE 2

697,012 . 20,713,217,298 §. 20,316,809,052
: 10,880,954320 10,815,694.614 -

i 591,?05,33;& :
-:Plan fidutiary net position as: ‘ !
& percéntage of the total -
pengionfiabiiity “ i
e :

48.57%: % ¢ 5161% 153 080

§2000,175,116- § 2261768890 § 2273551437 % 2233780,995
The information above is required beginning fiscal year 2014. information for the next 5 years will be presented in future fiscal years.

SCHEDULE OF THE EMPLOYER’S CONTRIBUTION
PENSION PLAN

SCHEDULE 3

2009 202,145,350 § : 194,076,032 9:92%
2010 356,846,125 - 55,086,175 2107934080, 1 379%
2011 430,001,545 133, 206,950,551 8 E3T%

201250 510101466 LTS 200 21 624%
20130 585,444,539 442,790,539 9 S BAT%
20140 719781746 5973 22462805 0 2233280995 26.75%
201570 728,488,520 B4B2EI0 1432 00028 01%
Caote 749,798,517 L A9708517 Z : - 3060%
2017 754,764,003, - 745386000 ¢ ‘9,378,008 2030175116 36.72%
5018 855,752,559 T TUTi3E0850 T D004 BA0AdE T 37.44%

* Prior to 2018, $65 million affocation by CTPF from the fotal pension contribution amount by CPS to pay OPEB was being treated as a direct
OPER coniribution. In 2016, that $65 million aliccation is being shown within this schedule first as a pension contribution and then as part of the
subsequent iransfer to- OFEB.

§ Binancial |
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REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
SCHEDULE OF EMPLOYER'S CONTRACTUALLY REQUIRED CONTRIBUTION
PENSION PLAN

SCHEDULE 4

2008 198,002,000 § - 10 (67.327) % 1996194224 9.92%
2010 323,237,000 L3RATT080 : 13.79%
20110 209,141,000 3 4 76,000:006 858 - 637%
201250 214,178,000 : 387 : 75,448,989 2 6.24%
2013 S 218585,000 / SHTEGR000 2 537%
oot 624,603,000 - 897.319941 U 127.083850 . 223308 . 26.75%

aes 708,867,000 . B43667,0000 65,000,000 432 28.31%
S204B e 700,070,000 0 S 700.070,000 : 30.89%
L0017 745,386,000 745,386,000 . 5 0,175,116 36.72%
2048 784,402,000 1 784,402,000 - ST 2 004830446 37.44%
* The fiscal year 2017 actual payment of $484,225,078 was received by June 30, 2017. The ining $261,160,922 i of A

of $249,.990.422 and $11,170,500 from the Board of Education and the State of fifinois, ively. The Board of i ini
coniributions of $243,990,422 were received in August, 2017 due to the timing of payments received as a result of the property tax fevy.
The State of Hiinois salisfied the outstanding fiscal year 2017 receivable of $11,170,500 during fiscal year 2018,

SCHEDULE OF MONEY-WEIGHTED RATE OF RETURN
PENSION PLAN

SCHEDULE 5

2015

o016

a0 a2
ofE o B

*' The information above is required beginning fiscal year 2014, Information for the next § years will be presented in future fiscal years.
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
(UNAUDITED)

ACTUARIAL METHODS AND ASSUMPTIONS
PENSION PLAN

Actuarially determined contribution rates are calculated as of June 30, two years prior to the end of the fiscal year in
which contributions are reported. Contributions for fiscal years ended June 30, 2018 and 2017 were determined
based on the actuarial valuations as of June 30, 2018 and 2015. The most recent valuation is as of June 30, 2018,
The foliowing table represents the actuarial methods and assumpticns per the most recent funding valuations for
the Pension Plan which are used to determine the actuarially determined contributions.

Valuation Date
Contribution determined for

June 30, 2018
Fiscal Year 2020

June 306, 2017
Fiscal Year 2019

June 30, 2018
Fiscal Year 2018

June 30, 2018
Fiscal Year 2017

Actuariat cost method Projected Unit Credit Projected Unit Crexdit Projected Unit Credit Projected Unit Credit
Amortization method Level percent of payrolt Level percent of payroll Level percent of payroft Level percant of payroli
Amortization approach Closed Closed Closed Ciosed

oyt . 30 years 30 years 30 years 30 years
Amortization period (25 years remaining} (26 years remaining} {27 years remaining) (28 years remaining}

Asset valuation method

Actuarial assumptions:

Investmert rate of retumn
Projected salary increases

inflation rate

2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026 & Later,

4-year smoothed market

7.00%, net of
investment expense

3.00% to 12.85%,
varying by age

General inflation, 2. 50%
Wage inflation, 3.00%

3% compound (Tier 1);
tesser of CPI-U or 3%
simple (Tier 1§}

4-year srmoothed market

7.25%, net of
investment expense

4.00% 1o 15.50%,
varying by age

General inflation, 2.50%
Wage inflation, 3.25%

Post. Benefit

4-year smoothed market
7.75%, net of
investment expense
4.25% 10 15.75%,
varying by age

General inflation, 2.75%
Wage infiation, 3.50%

L increase:

3% compound {Tier 1),
lesser of CPI-U or 3%
simple (Tier i)

Postiretirement beriefit
increase’

3% compound {Tier I}y
tesser of CPLU or 3%
simple {Tier )

4-year smoothed market

7.758%, nel of
Investment expense
4.25% 10 15.75%,
varying by age
General inflation, 2.75%
Wage inflation, 3.50%

Posturetiroment bonefit

3% compound (Tier B);
Tesser of CPI-U or 3%
simple (Tier #)

The foliowing assumption changes were implemented during the fiscal year ended June 30, 2018:

| Table, set back 3 years. These lables were upda

hanges in assumptions for fiscal year 2018 resulted from the following:

he discount rate used as of June 30, 2018 was decreased to 6.81% from 7.07%.

s of June 30, 2017, healthy participant mortality rates were based on the RP-2000 Healthy Mortality Table for
ales or Females, as appropriate, set back 2 years and adjusted for mortality improvements generationally from
2004 based on Scale AA, For disabled participants, mortality rates were based on the RP-2000 Disabled Mortality
and, as of June 30, 2018, mortality rates were based on the
RP-2014 White Collar Healthy Annuitant mortality table, sex distinet, for healthy participants and the RP-2014
isabled Annuitant mortality table, sex distinct, for disabled participants.

hanges in assumptions for fiscal year 2017 resulted from a change in the discount rate assumption. The discount
ate used 1o calculate the total pension liability as of June 30, 2017 was 7.07%. The rate decreased from 7.75% as
f June 30, 2016.

I Financiat |
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OTHER SUPPLEMENTARY INFORMATION (UNAUDITED)

SCHEDULE OF ADMINISTRATIVE AND MISCELLANEOQUS EXPENSES
FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

SCHEDULE 6

Depreciation: : 1184433008 162,959
Disaster Recovery i 64,540 57467
Education and Training- i o0eate. 153,406
Equipment o 247,307 132,558
Memberships and Subscriptions I35 817 : 36,314
Personnel G ©9.800,127 8,717,635
+Bad Debt. 6,987,600 -
Professional Services “3,‘2‘27,‘178; & 3,731,431
* Property 100,830 1,061,905
Supplemental 18,825 95,228
“Supplies - 83752 ¢ 67,932
-Utiities BT 198 69,388
- Miscelianeous i 31270 24,766
CTetal $ 0 onossaae s da3n0ees
SCHEDULE OF MANAGER FEES
FOR THE YEARS ENDED JUNE 30, 2018 AND 2017
SCHEDULE 7

Manager Fees
-Constitant Feles i

Banking and Foreign Exchange Feeg :

- Total.

1,461,897
145,673

$. 038803455

37.195,885

$

080,
1,863,474
193,811

36,118,005

See accompanying independent auditors’ report.

| Finangial §
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OTHER SUPPLEMENTARY INFORMATION (UNAUDITED)

SCHEDULE OF CONSULTANT PAYMENTS
FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

SCHEDULE 8

gile Progi : 16,
Alper Services, LG SHEETE Sl 14,100 -
Baker & McKenzie, LLP 7o i i : S : kAR 88,672
Bogfire, Inc,. 5 e o S 3,500
Bradiey Consulting Grolp, NG 7o : L3397es 392,209
< Caltan Associates, nc. s b Soiiemrey 613,538
ComGraphics, Ing, " o L : 178,075 169,756
Data Constiltants Corp, . . : B Sl 17,0007 28,876
Election Service Corporation: b S 44635 4,431
Foster Pepper PLEC 71 il D e s e 87 10 207,723
- Gabrisl, Roeder, Smith & Co. R SR T 5D, 654 . -
- Govefnmental Consutting Solutions; ine. S G 2 R 45.000 65,000
 Grant Thomton' S St e s 1,242,753
imaging Office Systems, the: o e M A 678 40,808
(" Impact Networking; LLC: TR N T S : 27,469 30,771
“Jacobs, Burns Orlove & Hemandez oy SRt 05 838 334,956
Laner Muchin LTD G e 30,002 —
CKPMG Limited Ci : . LT = 8,001
Michelle Hollemar - : e 21,105
Mitchel & Titus, LLP- "= “ S S e 29,000
North Shore Printers; fnc: o N K e 71164 45,181
Plante & Moran, PLLG 007 S S 184375 463,370
Rider Dickerson . ST < S i 166,465 126,290
““Segal Company e e S 12,008 148,611
Sikioh, LLP b G . H 08,067, 12,022
Steptoe & Johnison; LLP. : e : Sh eTss 66,267
Sword & Shield Enterprisé Security : S SN B 070 - 83,989
Vision Ma, LLC. - ; o i TS 74,262
Fotal o ey TR T Uaabidss T T Aonen2

See accompanying independent auditor's report,
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BNY MELLON

set Serviviag

Michael J. Beggy
Yige Fresident

September 26, 2018

To the Board of Trustees and the Exevutive Director,

BNY Melon as custodian of the assets of The Public School Teachers' Pension and Retivement Fund of Chicugo (the
“client”) has agreed fo perform certain obligations under the Master Custody Agreement dated November 25, 2014, In
order to perform its obligations, BNY Mellon has established an “Account” which holds client property in safekeeping of
the Custodian {or other custodian banks or clearing operations). BNY Mellon has provided recordkeeping of certain
property of the client and completed the annual for the year July 1, 2017 through Junc 30, 2018,

T addition, in accordance with the terms of the Master Custody Agreement, BNY Melton afso provides the following

services as Custodian (the terms of Master Custody Agreement dictate which services require a specifie direction from
Authorized Person of the clicat prior to the provision of such serviee):

«  Hold any Sccurities in registered form in the name of the Custodian or one of its nominees.

= Setde purchases and sales of Securities and provess other transactions, incleding free receipts and deliverics,

»  Take actions necessary to settle traosactions in connection with futures or aptions contracts, short selling
programs, foreign exchange or foreign exchange contracts, swaps and other derivative investments.

@ Deliver Securities in the Account if an Authorized Person advises the Castodian that the Board bas entered into &
separate securities lending agreement, provided that the Board excoutes the agreements as Castodian may require.

«  Invest availabe cash in any colleative investment fund selected by the Board or deposit available cash in interest

bearing accounts in the bauking department of the Castodian or au affiliated banking organization

Uibize and Depositories in fon with its of the

Receive and collect income and other payments dug to the Account,

Make distributions or iransfers out of an Account pursuant to Authorized Instractions.

Carry out any exchanges of Securities or other corporate actions not requiring discretionary decisions.

Credit the Account with the proceeds from the sale, redemption or other disposition of Securities or inferest,

dividends or other distritwtions payable on Secutities.

*  Faeilitate access by the Board or its designes t batlots or online
for eligible positions of Securities held in the Account,

*  Report the value of the Account as agreed upon by the client and eustodian.

R

Hems to assist in the voting of proxies received

Sincersty,

Service Director

Asser Servicing
Reony 410 ~ One Mellon Center ~ Pinshurgh, PA 132580061

The Bank of New York Mellon




161

Galtan Associates fnc.
120 Nordh LaSalle Steoet

Callan e A
Chicago, H. 60802 < Fax 3123461356

ww.calia.com

Board of Trustees

Chicago Teachers’ Pension Fund
203 North LaSalle, Suite 2600
Chicago, IL. 60601-1210

Dear Trustess:

Callan LLC is pleased to present the Chicago Teachers' Pension Fund (“Fund”) results for fiscal year
ended June 30, 2018. During fiscal year 2018, markets continued their positive performance with many
asset classes showing positive returns. Domestic equities continued to register positive performance, with
the broad market returning 14.78%. During this period, smaller capitalization companies outperformed
their large cap counterparts. Growth sectors fueled this performance with select names in the information
technology sector experiencing signi i ional markets performed d
markets with a return of 7.75% due to i and U.S. Dollar strength.
Emerging markets performed slightly better than developing markets, Domestic fixed income ended the
fiscal year slightly negative, down 0.40%, as vields increased over the pericd. Real estate and
i i to add iation and income to investors.

As of June 30, 2018, the Fund's market value totaled $10.8 bilfion, representing an increase from assets
as of June 30, 2017. During the past twelve month period:

» The Russell 3000 index, an index of domestic stocks covering all capitalizations, increased
14.78%.

« Developed international equity markets continued their gains from last year and increased 7.04%,
as measured by the MSC) World ex-USA index {(Net). Similarly, emerging markets posted a gain
of 8.20%, as measured by the MSCI Emerging Markets index.

» The domestic fixed income market produced a return of -0.40% during the year, as measured by
the Bloomberg Aggregate Bond index.

+ Private real estate, as measured by the NCREIF NFI-ODCE Index returned 7.64% over the
period.

in this environment, the Fund refurned 8.69% net-of-fees (8.96% gross-of-fees) during the 12 month
period ended June 30, 2018, outperforming its benchmark by 0.33%. Over the frailing three-year period,
the Fund outperformed its benchmark by 8 basis poinis {net-of-fees) with an annualized return of 7.28%.
For the trailing five-year pericd, the Fund outperformed its benchmark by 30 basis points with an
annualized net-of-fee return of 8.52%. Since inception, the Fund has returned 8.35% net-of-fees,
outperforming its benchmark by 30 basis points annually.
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Pubic Schodt Teachers' Pension and

Callan
September 25. 2018 2

The Fund’s domestic equity managers gained 15.57% (net-of-faes) during the fiscal year, outperforming
the benchmark return of 14.78%. The Fund’s i i aquity i a positive return of
8.06% (net-of-fees) over the same petiod and outperformed the benchmark return by 31 basis points. The
Fund's active management in public equities was additive to performance. The fixed income composite
returned -0.38% (net-of-fees) compared to the benchmark return of -0.40%. The Fund's core fixed income

contri positi to returns over the fiscal year while the core plus managers
underp the i grade index.

The Fund's private real estate managers posted a return of 7.60% on a net-of-fee basis compared to the
benchmark return of 7.64%. During the fiscal year, the infrastructure portfolio gained 17.28% on a net-of-
fee basis compared fo the infrastructure benchmark return of 2.99%. Private equity contributed 14.34% to
the Fund over the period.

Manager changes over the past year are summarized below:

New Managers Asset Class inception Date
Green Oak Real Estate July 2017

Oak Street Real Estate November 2017
NMS Capital Private Equity November 2017
KKR Americas Private Equity October 2017
EQT Fund Management Private Equity December 2017
BMO Asset Management Domestic Equity May 2018
Conestoga Capital Advisors Domestic Equity June 2018
Terminated Managers Asset Class Termination Date
Greystar Equity Private Equity September 2017
Holland Capital Management Domestic Equity September 2017
intercontinental Real Estate December 2017
vy Investments Domestic Equity May 2018

Multer and Monroe (ILPEFF) Private Equity February 2018

The Public School Teachers' Pension & Retirement Fund of Chicage maintaing an appropriately
diversified strategy, designed to enbance refurn potential with an acceptable level of risk. Calian supports
the Fund's ongoing efforts to enhance investment opportunities and its continued due diligence activities.
Calian is working on the continued enhancement of the Fund’s investment strategy.

Al performance retums for the Public School Teachiers' Pension & Retirement Fund of Chicage
presented in this report have been calcuiated by Callan LLC using a time weighled rate of retum
catculation for accounts with daily pricing and & modified BA! calculation for accounts without daily
pricing.

Sincerely,

{ge( Hadd’;d

Brianne Weymouth, CAIA




INVESTMENT MANAGERS
AS OF JUNE 30, 2018
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Adams Street Partpers, LLC

Ariet Capital Management, LLC
Attucks Asset Management, LLT
Blackstone Group

BMO Global Asset Managsment
Brookfield Asset Management

Capri Capital Partners, LLC
Channing Capital Management, LLC
CityView

Ctarion Partners, LLC

Conestoga Capital

Dimensional Fund Advisors, LTD
Earnest Partners, LLC

EQT Services (UK) Limited

Europa Capital Partners, LLP
Fortress Investment Group, LLC
Franklin Templeton Reat Estate Advisors, LLC
Fremont Realty Capital, LP

Garcia, Hamilton & Associates, LP
GreenQak Real Estate Advisors, LP
HarbourVest Partners, LLC

Hispania Capital Partners, LLC
Hudson Realty Capital, LLC

CV Capital Partners, LL.C

industry Capital Advisors, LLC

J.P. Morgan Fleming Asset Management, Inc,
Kohiberg Kravis Roberts & Co., L.P.
LaSalle Investment Management, inc.
Lazard Asset Management, LLC
Leading Edge Investment Advisors, LLC
LM Capital Group, LLC

Macguarie Group

Mesirow Financial, Inc.

Morgan Stanley Investment Management, Inc.
Muller and Monroe Asset Management, LLC
New Mainstream Capital, LP

Newport Capital Partners Holdings, LLC
Qak Street Real Estate Capital, LLC
Palladium Equity Partners, LLC
Pantheon Ventures, LLP

Pharos Capital Group, LLC

Phocas Financial

Prudential Investment Management, Inc.
Pugh Capital Management, Inc.
Rhumbline Advisers, LP

RLJ Equity Pariners

Strategic Giobal Advisors, LLC

Syncom Venture Partners, LLC

Taplin, Canida and Habacht, Inc.

The Northern Trust Company

UBS Realty Investors, LLC

Urban America Advisors, LP

Walton Street Capital, LLC

Western Asset Management Co.

William Blair & Company, LLC

Zevenbergen Capital Investments, LLC

63
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TOTAL ANNUAL FUND RATE OF RETURN*
FOR THE FISCAL YEARS ENDED JUNE 30, 2009 THROUGH 2018

30.0%

24.8%

18.4%

2W00%

13.6%

10.0%

0.8%

00%

<10.0%

-20.0%

(22.0%

~30.0%
2008 210 2011 2012 2013 2014 2015 2018 207 2018

* Time-weighted rate of return.
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SCHEDULE OF INVESTMENT RESULTS

4 15 2 e
TotalFund 0 18.4% 35% 05% | 136% 2.0% Corew 8 6%
‘Large Cap : 26,4% 76% 11% 18.9 % 158 % e 1k3,6%‘k : 1:0,2‘%“
Russell 1000 index | 25.4% 7.4% 28% | 181% | 145% | | L aman oz
sap 5‘0‘0‘ ‘ 1 6w 74% 40% 17.9 % 14.4 % ‘:11,9% taan | 1&2%
Small Gap Eqiiy 26.6% 68 % an% | 212% | 154% Ba% k 118% | 104%
‘Russel 2000 Tndex. | 23.6% 65% ®7% | 248% | 176% | po110% | 125% | 106%
Trternational Eqity | 22.6% (1.8)% (8.4% 19.8% 8.5% . 0% b Tl s
'B“;i’g‘hargg'r?' Equity:l 5539 [@9% | (102% | 205% 7.8% k S BA% é.a% :
Fixed Income 5.5% 15% 6.3% 0.9% ©.3)% 2% 27% 43%
j'\‘;g"rfgg:gm S 4.4% 19% 6.0% 3% | 4% ‘ : 2% S
REITs SO 1409 26% | 121% — - ‘

ﬁgﬁf{“ REITS. 0 yy0, 0.4% 126 % — —

(R};i]ifa‘fg;?‘e i 158% | 146% 140 % 67 % 84% : . 11.3%
m&?ﬁg‘gf“; 12.8% 14.4% 118 % 69 % 7.6 % : ; 0:4%-

Private Equity‘? 20.2% 113 % 51% 158 % 146 % v 133%
WA — — — — —

infiastricturets 9.4% (5.31% 96 % 68% 178%

Aot Sl aow 80 % 80% 80% 30%

Hedge Funds 5.1% 32% B.9% - -

THilses% 5.4% 50% 52% - -

. Custom REIT Index is calculated based on a weighted average of the NARETT domestic and NAREIT global indices to accurately reflect the
changes in CTPF strategy.

**  Returns for Private Equity are based on the custodial statements.

% New Infrastructure benchmark (FTSE Core D 50/50/ndex) adopted 21,2017,

Note: Retumns are based upon a ti ighted rate of return.
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INVESTMENT PORTFOLIO SUMMARY
DOLLARS IN MILLIONS

ixeci lnpbmé
Eq!‘Jﬁty: ‘
Put;iicé s
Real Eé{até‘
- Infras{rilmu;e

Private Equity-

(:ash & Cagh Equivatent :
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ASSET ALLOCATION SUMMARY
IN MILLIONS OF DOLLARS*

Private Equity: $300.2
2.8% {Target 5.0%)
. Infrastructure: $287.4

Cash Equivalent: $447.4 1% (Target 2.0%)

4.2% {Target 0.0%)

Real Estate: $746.5

7.0% (Target 8.0%) Fixed lncome: $2.418.2

22.5% {Target 23.0%}
Public REMs: $144.8
1.3% {Target 0.0%)

Domestic Equity: $3,108.3
28.0% {Target 30.8%)

. Intornational Equity: $333839
21.1% {Target 30.5%)

* Note: Percentage indicates actual category weight as a percentage of the entire portfolio.

67
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HISTORICAL ASSET ALLOCATION

BY PERCENTAGE OF TOTAL PORTFOLIO

% oy Actual
Equity: e
* Dorestic: : : 288 2901308
Clnterfational . 27.0 | 312 | 27,075 312 : 254 3110305
PUbICRETS 28 ;| 25 | 18 U 25 T 130
Privats Equity. 28 | 30 |27 1 30 {30 [ios 28 50
Total Equity. 1 856 [ 68.0 | 835 1 680 | 860 1 650 | 590 64.2 660
Fixedincome = 17.3 : 195 [1183 1195, 196 : 210 ; 202 25 230
Real Estate 79 1 85 |74 85 | 85 | 70 |80 700180
Infestructire . 34 1 20 022 52000 20 30 24 2120
HedgeFurds 03 | 20 |03 © 207 03 ! 20 103 Lot
Cash&Equv. 55 20 L8303 2000 36 § 20 | 1040 A
Total Porffolio.; -100.0.°100:0.,/100.0 - 100.0 1 100.0. 100,01 100.0 - 100.0. 100010001 106.0 ' 100:0

HISTORICAL ASSET ALLOCATION
BY MARKET VALUE IN MILLIONS OF DOLLARS

Market Value (Miliions of Dollors)
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DOMESTIC EQUITY SUMMARY
AS OF JUNE 30, 2018

Economic Sector Holdings

Consumer Discretionary | 8,684,845 480,277 536 15.8%

Consuivier Staples 2,760,781 o 165‘598‘717 5.3%
L Energy ; 42983813 C ) 106,360,011 6.3%
Financial Services 3 ; 11,371,716 599,807,947 1. 19.3%
" Health Care : i 6,191,670 417,057,936, 13.4%
Materials &‘Processing = 2,380,518 110,608,215 g 36%
Miisceilansous 75 4525479 5,849,644 : 0.2%
: Prodhicer Durables . : y 5,401,863 330,189,202 10.6%
Technology * e . 7,823,049 © 851,276,139 21.0%

Utilities 3,225,796 141,207,864 4.5%

12.9%
0%
CB.3%
18.7%

S 4%
C28%
ao%
5%
260%

49%

Grand Total =+ - 54,640,630, C1003108,323,201. L100.0%

1000%.

Top 10 Domestic Equity Holdings

DFA International Small Cap 8 8.335,557 SRy g 180,631,528
Apple; Inc. T 607,009 93,860,006
Amazon com, inc. o : LARETE 83,929,325
Micrasoft Corp. S See 827,959 e 81,645,037
Facebook, Inc: 282151 S 54,827,582
\Eamest Partnars China Fund SRR R v/ -REET E 39,674,837
Alphabet, Inc: Class A 32,728 - 36,956,130
The Bank of America Corp. .~ v 1,728,077 = 36,226,559
Alphabet; Inc. Class C ¥ . 31364 > 34,991,247

58%
30%
2%
286%
1.8%
1A%
12%
2%
11%

P Morgan Chase & Co. : 306,026 31,887,908 0%
Total Top 10 Domestic Equity 12,118,119 T $ 674,839,250 “21.7%
Grand Tofal .= i - 54,649,830 $3,108,323,201 1000%

A complate fist of the portfolic holdings is available at the pension fund office.
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INTERNATIONAL EQUITY SUMMARY

AS OF JUNE 30, 2018

: South Africa

2,784,187

- 20,821,943

0.6%

0%

Other 5,171,949 2,082,867 - 0.1% 0.9%
Total Africa 7,956,136 § 22,854,510 0.7% 4.8%
Brazil 9,132,839 42,244,823 1.3% 1.5%
Canada 3,099,992 116,032,101 35% 35%
Chile 1,100,887 586,686 - 0.0% 0.0%
Colombia 3,727,031 15,658,072 0.5% 0.5%
Mexico 2127919 11,088,214 0.3% 0.5%
Other 55,975 4331 490 0.1% 43%
Total Americas 19,244,643 § 190,842,386 5.7% 10.3%
Australia 4,347 630 33,786,624 1.0% 16%
China 46,073,261 150,457,786 48% 5.9%
Hong Kong 17,663,776 67,867,788 2.0% 25%
India 7,303,586 65,045,835 1.9% 2.3%
Japan 13,507,068 378,930,958 11.4% 12.6%
kSanapore '; 7,998,384 2633;02,2‘14 0.8% &8%
South Korea - 1,119,793 72,981.980 2.2% 27%
Taiwan 30,826,164 96,938,057 29% 31%
Other 88,700,872 426,207 510 12.8% 15%
Total AsialPacific Basin 218,440,534 $ 1,328,518,853 39.8% 33.2%
Beigium 244,718 19,595,011 0.6% 0.7%
France - 3,443,741 310,473,850 93% 9.3%
Germany 2,415,346 168,172.419 51% 5.3%:
“ireland 3,702,322 113,203,042 3.4% 23%
Netheriands 3,623,558 167,761,066 5.0% 47%
Norway 3,789,114 57,456,001 1.7% 18%-
Spain 2,372,642 50,297,263 15% “1.6%
Swadeh 2,857,889 52,377,080 1.8% 17%
Switzerlaid 3,323,006 163,442,679 4.9% 49%
United Kingdom 40,379,895 520,952,606 15.6% 16.0% -
Other 6,578,785 170,810,037 51% 6.3%.
Total Europe 72,731,016 % 1,794,661,154 53.8% 54.6%
Grand Total 318,372,329 % . 73,336,876,903 .- 100.0% 100.0% -

A compiete fist of the portfolio holdings is avallable at the pension fund office.
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TOP 10 INTERNATIONAL EQUITY HOLDINGS
AS OF JUNE 30, 2018

Lazard Emerging Markets Equity Portfolio 7,449,003

$ 131,474,805 3.9%.
Novartis International AG 831,589 47,835,383 1.4%
Safran S.A: 342,772 41,641,169 1.3%
SAP SE 315,213 36,417,749 1.1%
Royal Dutch Shelt i 997,858 34,690,001 1.0%
British American Tobacco 845755 32,652,973 1.0%
Reckitt Benckiser Group ‘ : 387,746 31,938,792 1.0%
GlaxoSmithKiine R 1,556,849 31,808,821 1.0%
Prudential ‘ 1,382,898 31,668,022 0.9%
Shiseido Company, Lid. 392,880 31,206,233 0.9%
Total Top 10 international Equity 14,102,664 $ 451,334,138 13.5%
Grand Total | - o 318,372,329 $°3336876,903 100.0%

A compilete list of the portfolio holdings is available at the pension fund office.
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FIXED INCOME SUMMARY
AS OF JUNE 30, 2018

Fixed Income Holdings

Treasury i o 817,478,299 5.

Mofigage Backed Secarities - 372,158,600
cbrpgraté‘ Borde . 905,972,642
Government A é‘n‘ ¥ Lo 454,575,964
: k . 51,028,210
96,174,095

15,010,000

804,021,013
378,005,867 -
oasobagan
kaé,zgéf‘sgs -
50,505,352

7424754

333 %
156 %
38.1%
54 %
21%
38 %
0.7 %

281%

1%

A complete listing of the portiolio holdings is available at the pension fund office.
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PUBLIC REITs SUMMARY
AS OF JUNE 30, 2018

Public REITs Summary

Retail REITs S RT0 B0 g 4 : Sea% : 4%
ndustrial & Office REFTs 805,057 : 8681 A o0

Residential (Apartment) REITs -~ 583,945 200082660 LT AEE% B %
Health Care Facilies = CdenEas T Ra0Ads T B A%
Hotel & Lodging REITs aeapA7 00082 5% S 68%
Residential (Devefopment) REITs 3900 5009y 0% BT
Girar Sl amanees e ag0 782 S g g%

GrandTotal . 7 5020901 8 1a477M014 - 1000% 0 100.0%

Top 10 Public REITs Holdings

: : 18,159 7,806,373 5.4%

" Essex Property Trust, Ine. i i 31,314 7,486,238 S5 2%

 Baston Properties, Ine. 54,083 5,780,581 e
American Tower Coip, R : 48,328 6,679,108 S ak%
K Simcn‘Proper!y Group; inc: e A 32,194 5,479,087 o 3.8%:

Crown Castie: international Corp: s 41688 . 4,494,800 s
Public Storage ; S 16,200 3,675,132 : 2.5%
Host Hotels & Resorts; nc, SR 166,414 3,506,343 2%
HfghWOst Propeties; Inc. - R 69,028 - 3,501,841 24%
SEGRO, pls S 305,642 3,496,585 Cozan
Total Top 10 Public REITs Holdings 871,031 3 52,906,099 1 36,5%
“Grand Total -5 s o S 5,020,904 CUUAATTI0N8 I 10000%

A cormplete fisting of the portialio holdings is avaiiable at the pension fund office.
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PRIVATE EQUITY SUMMARY
AS OF JUNE 30, 2018

Private Equity Holdings

Adams Strest Partners (Muttiple Funds) - e $ 153477800 $ 153,477,600 i 51.1% :

. Bri‘nson Paﬁnérs {Multipte Funids) o o - 182,370 y : 132“370 : fO‘A%‘ :
HarbourVest Parmers {Muttiple Fﬁnds) ‘ i : : 28,588,714 ¢ 28,588,714 : ‘ Q.S%k
H;‘séania C;pi&a} Partners, : : . N 2,739,387 2;739,387 - 0.9%
I‘CV Partners (Multiple Funds) S ‘ : R - 14,227,833 14,227,533 : 4,7%
KKR Americas Fund k ‘ : 3450974 3.459,9%4 S oy
Mesirow Capital Par‘me?s (Multiple Funds) ‘; 49,565,851 o sesEst 16.5%
M;Jl(e‘r &Monroe Private Equity Fund of Funds® 2422013 : 2,4‘22,0‘%3‘ kO,S%

k s Capital Fund k e 5 . 1,708,085 k1,7koa‘,oa5k : : 0%
Palladium Equity. Pav‘tne?s {Multiple Funds) e . 8,272,002 e 8,272,002 - 2;8%‘ - g

: Paﬁtheon Ventures (Mulﬁﬁ!e Funds) " - 16,108,000 . 16,706,526 e 56%
Pharos Capital Parfners (Muttipte Fund‘s)‘ : NUENN 15,746,614 15,746‘614 k . & 5.2%
RLJ Equity Partners Fund il : ) : 1,165,885 : kwss,esks . DA%
Syrdicated Communications Venture Partners V S 1,965,859 1,965,850 C06%
Grand Total | e 20920887 5. 300,228,413 100.0%

A complete listing of the portfolio holdings is available at the pension fund office.
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INFRASTRUCTURE SUMMARY
AS OF JUNE 30, 2018

Infrastructure Holdings

JP Margan Infrastiuciire investments Fund 48,529,268 Ciiesra0es

Total ngmmingled:Fuddsj L

Brookfeld infrastructure Fund 1P U 10780,498

Macquiarie Infrasiructire Partners 11 US - 7 : 80,382,718

 Macquarié European Infrasiricturs Fund 1. 128,662,569 CAeev%

“Total Closed-End Funds |-/ g i e aeesaEs e

Grar‘xdTofal;:‘ : - . ;‘ TR . :; L : T ‘510‘0_(?%:;

A complate list of the portfolio holdings is available at the pension fund office.
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REAL ESTATE SUMMARY
AS OF JUNE 30, 2018

176

Real Estate Holdings

JP Morgan Strategic. Property. Fund ;
LaSalle Propérty Fund G .
PRISA I Real Estate Fund

PRISAH Rea! Estate Fund:

UBS Trumbu(l Property Fund’

46,344
107,843,254
2,348

622
156,436,525

156,331,533

107,843,254
14B766,985

22,918,414

156436525

20:9%:

S14A%
L 1u5%
3%
T21.0%

Total Commingled Funds.

264,329,091

STBR%

Capri Select Incomé LG L

Clafion Lion industrial Trust

DV Urban Reatty Pamers i, LP

Emerging Manager Reai Estate i—und of Funds LP
Europa Fund HAAP

Fortress Japan Opportunity Domestlc Fund C 1 LP

Fortress Japan Oppommny Fund i Dol!ar ALLP‘ 8 L

Fremont Strategic Properfy Paﬁners i
GreenOak US i, LP S
Hudson Reatty Capital Fund V. LP~
inddsh’y Capital Berkeley Partners

MB Asia RE Fund (TE),LP. "
Newport Capital Partners i LP

Oak Strest Real Estaie Caprtal I\/ LP
Southwest Multifamily Partners, Lp:
Wialton Street Capital (Multiple Furids)

15,02 8
51,101
51,183,076
1,428,065
13,866,053
2,783,870
3,855,779
324,166,743
1,508,618
2,368,798
228,381
3,180,149
514,254
17,028,505
4,352,585
11,581,691
24,778,217

15.022,708
51101
51,183,076
1,428.085
13,666,063

1:3,250,308:

2,996,617
3,055,779

‘ 1,609,618

2,368,798
228,391

3,180,149 -

514,254
17,028,505

4352585
11,581,691

24,779,218

.Total Closéd-End Funds

157,226,916

21,1%

Grand Total

$° 478,000,503

746521607

100.0%

A compilete list of the portfalio holdings is available st the pension fund office.
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MANAGER ANALYSIS
AS OF JUNE 30, 2018

3,108,323,201 5,378,052

Domestic Equity -

3,336,876,903

International équ&ty e 311% 14,161,318

Public REITS 144,771,014 - 1.3%: -

Fixed Indome 2,418,.220,605 R 2,314,466
Real Estate 748521607 0 T0% 6,003,344

Infrastructurs S 227,364,041 24% 2,946,132

Private Equity o PREEENE 300,228,413 . -2.8%.: 5,041,654

Cash‘ anid Equivalent N 447,398,457 - 42%,

Total L8 10729705241 M000% S 36745866

A complete st of the portfolio holdings is available at the pension fund office.




178

BROKER COMMISSION REPORT
DOMESTIC AGENCY TRADES FOR THE YEAR ENDED JUNE 30, 2018

- Loop Capital Markets, LLC e o ;7681 & 113,982
- The Wiliams: Gapital. Group, (o i . 023 i 63,868
Cabrera Capital Markets LLC o0 084,51 G 54,228
Telssy Advisory Group, LLC i i 1542, B 46,274
North Sotith Capital, LLC: ; S 1050,3 : 42,372
Pensera Securities LLC/Cheevers&Co ing! s s 34,907
Andes Capital: Group: LLC s 220,408 30,694
Raymond James & Assotiates, Inc - 1 808,504 19,340
Barclays Capital, Inc. o CB1t238 19,101
“Chisevers & Coiing.: = S 382580 11,064
Morgan Stantsy & Coil LLC S i AT5 pAg o 11,048
Bank of AmericalMerrill Lynch e 830881 : 10,861
Deutsche Bank Sectinities, Inc/Alex Browry = 204,050 10,704
Goldman ‘Sachs Execution & Clearing, 1P AR 10,694
 Investmnt Technology Graup, Inc. /PTG, Inc. 2 BB .807 9,759
Cowsn&CoLLLC S 346,464 8816
¢ E L oBABOs T 8,715
Sl BT R3E 7712
CL Kirig & Asgociates: 1nc.: Clomian 240,597 :
Varidham Securities Corp. T 166,351 6.467
Robert W Baird & Co.; In & T8
" Citigroup Global Markets; nclSalomon Bros o 195953
“Yamner §Coine. : s 535,429
Cnstinet: LLC N S 2,608,902
N Morgan Securmes e el 131,201
Saridler, O'Neil & Pariners; P S g 506,447,
Stephens - : ; : 236,658
JIMP Securities; e g S 25440
Keybane Capital Markets, Inc 0 L oG ATy
Drexel Hamilton, TLC -0 - 155,401
- Seaport Global Securities; LLC o 341306
CIS Brokerage, Inc: R S 89759
Liquidnet fhe. e S 191452
Sanford C: Bemstem&(}o LLC i : L1200921
William Blair & Coi LEC - e g goe
Jefferies: LLC S 74,074
Credit Suisse First Boston R . 117,723
Craig-Hallum Capital Group, LLC G 80,2121
"CStone Pariners, LP/G. X. (:!arke&c e

Suntrust Robinsan Humphre‘y,;ln R S T3061
- Piper Jeffray &Co: ! s Lo 49,100
< Oppenheiner & Co., Inc: R : 77,926
Divinie: Capital Markets, LLC i 78,908
Wall Street Access GLP : = g 178,191
Cantor Fitzgerald & Co. - i SBEET
Other (24 Brokers): i N o 971883
-Grand Total oo : Tt i & ‘33.131,273
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BROKER COMMISSION REPORT
WMWDBE DOMESTIC AGENCY TRADES FOR THE YEAR ENDED JUNE 30, 2018

:Loop Capital Markets, LLC 2 SR 4,768,150 . <00143,082

s Capital Group 1P 6,023,605 oemees

Cabrera Capitai Markets LLC -1 2,084,513 54,208
Telsey AdvisoyGroup, LG 1542457 L
kNort‘h‘Séuth“{ié‘p o o 1,059,312 amsTy

Penserra Securttes, LLC/C kevefrs‘&‘ouk,‘ inc. 2,201,927 CUBA907
- Andes Capital Group, LLC fE 1,220,108 ; 30604
Chesvers&Coyln, =0 382540 S el

C‘éslleqékSe@ur‘iﬁes,kB" o 547,535 e
CLKing g Associates, e 166970 4262
Vandham Seeurties Comp, 0 52758 S0
DrexetHamilton LLG - 156,101 : 4085
Oivine Capital Markets LG - - 55,760 o : f1,1k~15k‘

" Mischler Financiat Group I : 32,861 e

Guzmana Co. “ = . e 74,384 :

Sh}rdivamk&‘Co‘, Ing e o 8,488

Total Directed Domestic Commission .1 20,376,478
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BROKER COMMISSION REPORT
INTERNATIONAL AGENCY TRADES FOR THE YEAR ENDED JUNE 30, 2018

Loop Capital Markets, LLC Ve 21,156,074 270,134
Penserra Sécurities; LLC/Cheevers & Coylne 11,235,100 174,209
WMischler Fmanc«al Group, Int. 5,008,709 143,816
uBs Securmes LLC/UBS Warburg, LLC : 17,698,194 129,510
Ligquidnat, Inc: i ; 12,797,895 101,868
Credit Suisse: ‘F)rst Boston 1 7,837,680 90,423
Bank ofAmerica/Menm Lyneh. i 10,037,491 88,149
JP Morgan Securities; LLC g 5,908,795 74,274
Citigroup-Global Markets tric./Saloman Bros. 7,633,591 73,167

- Investmant Téchnology Group; fne./ TG, tne: 14,663,755 71,368
Jefferies, LLE ; R 16,927,896 69,806

- Deutsche Bank Securities,; lnc IAlex Brown 14,642 569 89,220
: instmet LEC : R PREEY 10,838,768 56,401
Morgan Stanley & Co., L1 o 5,217,837 53,907

: Credif Lyonniaiis Securifies Ltd/CLSA 12,479,443 - 53,168
Goldman Sachs Execution & Cléaring, Lp : 11,159,189 43,683
Berenberg Bank : : 3,005,911 37,934
Datwa Secuirities Group, Inc. =12 : 2,401,211 34,968
Macquarie Capital (USA), Ing: 3,750,229 ) 30,380
Mizuho Financial Group .10 o - 2,080,654 27,608
The Fig Group; LLC B R e 4,033,013 . 25719
“BTIG, LLC: 3 : 1,690,615 22,788
Santord C; Bernstein & C‘c LLC s 4,578,921 22,306
Exafie, Inc.: - : 588,517 21,465

* BNP Paribus Brokerage Sewst lnc 1,465,798 18,412
Societe Generale Securitiés Corparation . 4,884,402 ; 17,996
Cowen And Company, LG NI 1,621,217 17,238
HSBC BankMidland (LDN}) N 2,414,295 16,548
Barclays Capital, inc." - T 1,488,805 15,967
Blodraberg, P00 RE - ‘ 868,057 14,360
Weeden & Co.; LP : 1,180,284 14,288
Cabrera Capital Markets; LEC: . 5,366,652 14,246
RBC Capital Markets; LLC e 351,864 10,928
North South Capital, LLC R R 1,691,453 10,442
_Helvea SA — 13,359 9,863
Kepler Cheuvreux e 112,756 9,587
SMBC Nikko Cap»ial Markets, Ltd N 382,100 9,482
‘Skandinaviska Enskilda Barken AB (SEB) 551,048 . 9,406
Capital Institutional: Services, Inc, (CAPISY 478,027 9,247
Mitsubishi Securiies (USA) " - B 282,400 8,652
nvestec Henderson Crosthwaite Securities. 974,995 8,559
Nomura Securities International; ing. ! 419,375 8,441
 Banc of America Seclrities, LLE - B 385,111 8,396
Carnegie Investment Bank AB/Camegie, I, - 308,480 6,993
The Williams Capital Group; 1.9 : 251,330 8,752
Jones Trading institutional Services, LLG : 331,809 58651
Qther (70 Brokers). 0 X ; 12,864,315 103,676
Grand Total R L 246,108,698 0§ 2,141,571
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BROKER COMMISSION REPORT
MWDBE INTERNATIONAL AGENCY TRADES FOR THE YEAR ENDED JUNE 30, 2018

21,156,074 270,134

“Loop Capital Markets, LLC

Peniseira Securities LLC/Chesvers & Co., Inc. 11,235,100
Mischler Financial Group, inc. 5,008,708 143,816

174,209

The Fig Group; LLG G g 2,200,609 13,190
Cabrera Capital Markets, LG S 5366652 14,246
Nerth South Capital LG - : 1661455 10,442
Gapital Institutional Services, Inc: (CAP‘IS)‘ 275234 7.038
The Wiliams Gapital Group; LP o 251,330 6,752
Castleoak Secuiities, LP. . = 566,988 . 3,086
Vandham Securities Corp. i : 6,110 183
Divine Capital Markets} LLe . : 1,430 36
“Andes Capital Group, LLG o S 880 22
 Total Directed Domestic Commission’ . 47848678 % ea34EE. s 001
Grand Total 0 Chnaiiaeaie 246,10‘8,5985 LolgergaarETr g 0.01
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SCHEDULE OF CASH RECEIPTS AND DISBURSEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

Cash and Cash Equivalents - Beginning of Period -

818,028,637 %

1,032,073,205

-Add Receipts:

Member Contributions

Public Revenues

189,743,551

180,305,126

783‘529,i 38 758,705,382
interest and Dividends | 268421,943 240,276,268
Miscellaneous : ~ —
Net Investment Sale$ : 112,‘702,276 137,208,494
Total Cash Receipts $- 1,35:4,396,909 $ . 01,317,495,270. ¢
Less Disbursements: . ‘ o
Pension Benefits . 1,441‘077,156 1,395,879,837
Refunds 27,318,770 28,156,250
2.2 Legistative Reﬁ;nds R 742,315 780,389
Refuinds of Insurance Premiums 81,807,220 58,313,352
fnvestment and Administrative Expenses 80,483,011 48,409,910
Total Cash Disbursements : $071,591,528,472 % 1,531,539,338 :
Net Increase (Decréase) in Cash and Cash Equivalenté - (237,131,563). {214,044,568)
Cash and Cash Equivalents - End of Period ‘ $- 580,897,074 % 81 8,028,637
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INVESTMENT AUTHORITY ILLINOIS PENSION CODE

SECTION 5/17-146. TO MAKE INVESTMENTS

To make investments. To invest the monies of the Fund, subject to the requirements
and restrictions set forth in this Article and in Sections 1-109, 1-108.1, 1-109.2,
1-110, 1-111, 1-114 and 1-115. No bank or savings and loan association shall receive
investment funds as permitted by this Section, unless it has complied with the
requirements established pursuant to Section 6 of the Public Funds Investment Act. Those
requirements shall be applicable only at the time of mvestment and shall not require the figuidation
of any investment at any time.

The Board of Trustees shall have the authority to enter into any agreements and to execute any.
documents that it determines to be necessary to complete any investment transaction.

All investments shall be clearly held and accounted for to indicate ownership by the Fund. The
Board of Trustees may direct the registration of securities or the holding of interests in real property
in the name of the Fund or in the name of a nominee created for the express purpose of registering
securities or holding interests in real property by a national or state bank or trust company
authorized to conduct a trust business in the State of liinois. The Board of Trustees may hold title
o interests in real property in the name of the Fund or in the name of a title holding corporation
created for the express purpose of holding title to interests in real property.

- investments shall be carried at cost or at-a value determined in accordance with generally accepted
accounting principles and accounting procedures approved by the Board of Trustees.

The value of investments held by the Fund in one or more commingled investment accounts shall
be determined in accordance with generally accepted accounting principles.

The Board of Trusteeés of any Fund established under this Article may not transfer its investment
authority, nor transfer the assets of the Fund to any other person or entity for the purpose of
consolidating or merging its assets and management with any other pension fund or public
investment authority, unless the Board of Trustees resolution authorizing such transfer is submitted
for approval to the contributors and pensioners of the Fund at élections held not less than 30 days
after the adoption of such resolution by the Board of Trustees, and such resolution is approved by a
majority of the votes cast on the questmn in both the contributors election and the pensioners
election.

* The election procedures and qualifications governing the election of trustees shall govern the
-~ submission of resolutions for approval under this paragraph insofar as they may be made
applicable,

SECTION 5/17-146.2. TO LEND SECURIT:ES

To lend securities. The Board of Trustees may lend securities owned by the Fund to & borrower
upon such written terms and conditions as may be mutually agreed. The agreement shall provide
that during the period of the loan the Fund {or the custodian of the Fund, or agent thereof, as
applicable) shall retain the right to receive or collect from the borrower all dividends, interest and
distributions to which the Fund would have otherwise been entitied.

The borrower shall deposit with the Fuiid collateral for the loan equal to the market value of the f
securities at the time the loan is made, and shall increase the amount of collateral if the Board of
Trustees requests an additional amount because of subsequent increased market value of the: -
securities. The Board of Trustees may accept from the borrower cash collateral or collateral ..
consisting of assets described in Section 1-113 of this Act.

To the extent that the Fund participates in'a securities lending program established and maintained
by {1} a national or State bank which is authorized to do business in the State of iliinois, or {2} an
investment manager, the Board of Trustees may accept collateral consisting of an undivided interest
in a pool of commingled collateral that has been established by the bank or investment manager
for the purpose of pooling collateral received for the loans of securities owned by substantially all
of the participants in such bank’s or investment manager’s securities lending program. Nothing in
Sections 1-109, 1-110 or 1-113 of this Act shall be construed to prohibit the Fund’s iendmg of
securities in accordance with this Section.

83
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. INVESTMENT AUTHORITY [LLINOIS PENSION CODE

SECTION 5/17-147. CUSTODY OF FUND-BONDS-LEGAL PROCEEDINGS
Custody of Fund-Bonds-Legal proceedings. The city treasurer, ex-officio, shall be the custodian of

- the Fund, and shall secure and safely keep it, subject to the control and direction of the Board of

Trustees. He shall keep his books and accounts concerning the Fund in the manner prescribed by
the Board of Trustees.

The books and accounts shalt always be subject to the inspection of the Board of Trustees or any
member thereof. The city treasurer shall be liable on his official bond for the proper performance
of his duties and the conservation of the Fund. .~ .

Payments from the Fund shall be made upon warrants signed by the president and the secretaty

of the Board of Education, the president of the Board of Trustees, and countersigned by the
executive director or by such person as the Board of Trustees may designate from time to time by
appropriate resolution. ‘

Neither the treasurer nor any other officer having the custody of the Fund is entitled to retain any
interest accruing thereon, but such interest shall accrue and inure to the benefit of such fund,
become a part thereof, subject to the purposes of this Article.

Any legal proceedings necessary for the enforcement of the provisions of this Article shall be
brought by and in the name of the Board of Trustees of the Fund.
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November 21, 2018

Board of Trustees

Public School Teachers' Pension and Retirement Fund of Chicago
203 North LaSalle Street, Suite 2600

Chicago, Hiinois 60601

Re: Public School Teachers' Pension and Retirement Fund of Chicago Actuarial Valuation as of
June 30, 2018

Dear Members of the Board:

The results of the June 30, 2018, Annual Actuarial Valuation of the Public School Teachers' Pension and
Retirement Fund of Chicago {commonly known as the Chicago Teachers’ Pension Fund, “CTPF” or “Fund”)
are presented in this report.

This report was prepared at the request of the Board and is intended for use by the Fund and those
designated or approved by the Beard. This report may be provided to parties other than the Fund only in
its entirety and only with the permission of the Board. GRS is not responsible for unauthorized use of this
report.

The purposes of the actuarial valuation are to measure the Fund's funding progress, and to determine the
contribution requirements for the fiscal year beginning July 1, 2019, and ending June 30, 2020. The
employer’s contribution requirement has been determined in accordance with lfiinois State Statues, in
particutar under 40 ILCS Sections 5/17-127, 5/17-127.2, and 5/17-129. Information required by
Governmental Accounting Standards Board {"GASB”) Statement Nos. 67 and 68 is provided in a separate
report. This report should not be relied on for any purpose other than the purposes described herein,
Determinations of financial results, associated with the benefits described in this report, for purposes
other than those identified above may be significantly different.

The contribution requirement in this report is determined using the actuarial assumptions and methods
disclosed in Section G of this report. This report includes risk metrics beginning on page 18, but does not
include a more robust assessment of the risks if future experience deviates from the actuarial
assumptions. Additional assessment of risks was outside the scope of this assignmant.

This actuarial valuation assumed the continuing ability of the plan sponsor to make the contributions
necessary to fund this plan. A determination regarding whether or not the plan sponsor is actually able to
do so is outside our scope of expertise and was not performed.

The findings in this report are based on data and other information through lune 30, 2018. The actuarial
vatuation was based upon information furnished by CTPF staff, concerning Retirement Fund benefits,
financial transactions, plan provisions and active members, terminated members, retirees and
beneficiaries. We checked for internal reasonability and year-to-year consistency, but did not audit the
data. We are not responsible for the accuracy or completeness of the information provided by CTPF staff.
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Board of Trustees
Public Schoot Teachers' Pension and Retirement Fund of Chicage
Page 2

This report was prepared using actuarial assumptions adopted by the Board as authorized under the
lilinois Pension Code. The actuarial assumptions used for the June 30, 2018, actuarial valuation are based
on an experience study for the five-year period from July 1, 2012 through June 30, 2017, and the 2018
investment return assumption review, performed by GRS, All actuarial assumptions used in this report
are reasonable for the purposes of this actuarial valuation. Additional information about the actuarial
assumptions is included in the Section G of this report entitled Actuarial Methods and Assumptions.

The benefit provisions for members hired on or after January 1, 2011, were changed under Public Act 96-
0889. Public Act 100-0023 created a third tier of benefits for new members provided that an adoption by
a resolution or ordinance ocours. Given this uncertainty, GRS has not valued the benefits provided under
Public Act 100-0023. Members hired on or after this date and the assumed new hires in the projections
were valued under Public Act 96-0889 benefit provisions.

Although the statutory contribution reguirements were met, in our opinion the statutory funding method
generates a contribution requirement that is less than a reasonable actuarially determined contribution
{"ADC"}. Meeting the statutory requirement does not mean that the undersigned agree that adequate
actuarial funding has been achieved. We recommend the adherence to a funding policy, such as the
Board policy used to calculate the ADC under GASB Statement Nos. 67 and 68, which funds the normal
cost of the plan as well as an amortization payment that seeks to pay off 100 percent of the unfunded
accrued Hability over a closed period of 30 years, beginning July 1, 2013.

This report has been prepared by actuaries who have substantial experience valuing public employee
retirement systems. To the best of our knowledge the information contained in this report is accurate
and fairly presents the actuarial position of the CTPF as of the actuarial vaiuation date. All calculations
have been made in conformity with generally accepted actuarial principles and practices, with the
Actuarial Standards of Practice issued by the Actuarial Standards Board and with applicable statutes.

Lance J. Weiss and Amy Williams are Members of the American Academy of Actuaries and meet the
Academy’s Qualification Standards to render the attuarial opinions contained herein.

The signing actuaries are independent of the plan sponsor.

Gabriel, Roader, Smith & Company will be pleased to review this actuarial vatuation and Report with the
Board of Trustees and to answer any questions pertaining to the actuarial valuation.

Respectfully submitted,

GABRIEL, ROEDER, SMITH & COMPANY

ﬁ*‘hff} = A,;;q“,

Lance J. Weiss, EA, MAAA, FCA Amy Williams, ASA, MAAA, FCA
Senior Consuttant and Team Leader Consultant
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SECTION A: EXECUTIVE SUMMARY

Estimated Required Employer Contributions S . & i
quired Board of | ion Contributions: e LTS R K04000 0§ 556,814,000

Board of) fon Contribiitions (0:58% of pay) O ST 2,847,000 12,887 000
- Addiiorial State Contributions (0.544% of pay) ST i 1186200007 12,087,000
Stats Contributioris Purstiant ta PA; 160+ {)465 (Normal Ci)s;t)‘i 5 TR ; i : 245,487,000 ’ 228,782,000
Totai Req\ured Emp!oyer Contrlbunons G g 854,500,000 8 808,570,000
Percentage of Projected Capped Payroli - . - g X ci 38T % 36.392%

cActuarially Determined
Valuation Datel:

Adnual Amount i B SO G CET08TAT0031 T S 920,762,558

B Percentage of on;ected Capned Payrolt for Upcommg Year S : - s 51.80% 42.92%
Membership:: i : ‘ b ‘ 8
. Nuiinber. of X y 8 S e
Adtive Meimbers S S o . 28,058 28,885
Members Receiving Payments e L : L 28,640 28,439
Visted F‘omie‘r Wernbers Eligible for Deferred Beneﬁts S L i g 508 6,062
Nori-vested Former Members s Elgile fot Refunds Only =~ e o 22,570
Total . i i i o BT ART 85,925
Covered Payrolt a5 of the Actuaiial Valition Date Fe LRSI 2419082104003 2,030,475,116
Projected Capped Payroll for-Upcoming Year: ; $o 2B 0B 76 X $ 2,145,171,898%

. Projected Capped Payroll for Upcommg Yeat ' 1 o k2,180:.577.52“7 g 2.221.849,230
Apnualized Beneﬁl Paymen(s i§ 1.444,085,794. % 1.403.888,272
Assets: i S 0 i
Market Value of Assets (M\/A) : g $0 104768514700 8. 10,793,173,927
Actusrial Value of Assets Ay : S S 8 10,969,085523,00 § ¢ 10,033,031,685

Approximate. Retum an Market Value: ofAssets [N o ; L ‘i; v 8:54% 12.53%
Approximate Retuimn on Acluanal Valug of Assets i o L 584% 8.26%
‘Ratio - Actuarial Valie of Asets to Market Vaiue of Assets. -+ 15 . S g veu 101.30%
Actuarial Information as of the Actuarial Valuation Date" e R R i
= Total Normat CostAmqunt {incliiding Adriin: EXpenses) -8 366,163.498.10 8 348,420,055
" Employers Normal Cost Amount (nelding Adrmin. B e iy g a0 s 156,363,575
Employers Nomial Cost Amount (i i, Expenses and Health I e
Subsidy)™ X B ; . R oo +1:240,527,902 $ 221363575
Actuarial Accnied Liabilty (AAL) : : S g e GOY BER TS 21,822,010,207
- Unfundecﬁ Actuana Accrued Liabifity: (UAALY B RN : v : s H,SSS,GDY,OSS ©$ . 10.888,978,612
Funded Ratio based ont Actuarial Valie of Assets i ! : : S : : : g 47,85%‘ : 50.10%
“UAAL as % of Covared Payroii s . g = : . o Ny i L 566100% v 536.36%
Furided Ratio based on Market Valus of Asssts " . o ST 48.44% 49.46%

a

State Normat Cost contribution represents the projected employer Norrnal Cost for fiscal years 2019 and 2020, including $65

million for the health insurance subsidy.

¥ The policy adopted by the Board caleulates the Actuarially Determined Contribution {ADC) as the Normal Cost plus a 30-year
level percent of payroll closed-period (beginning June 30, 2013} amortization of the Unfunded Accrued Liability. As of June 30,
2018, the remaining amortization period is 25 years. The ADC is used for financial reporiing purposes only.

¥ Used for calculation of the ADC.
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SECTION B: SUMMARY OF THE ACTUARIAL VALUATION

Introduction

The law governing the Public School Teachers' Pension and Retirement Fund of Chicago (CTPF) requires the
Actuary, as the technical advisor to the Board of Trustees to determine the amount of Board of Education
contributions required for each fiscal year.

“The Board Shall determine the amount of Board of Education contributions required for each fiscal year on
the basis of the actuarial tables and other assumptions adopted by the Board and the recommendations of
the actuary, in order to meet the minimum contribution requirements of subsections (a) and (b). Annually, on
or before February 28, the Board shall certify to the Board of Education the amount of the required Board of
Education contribution for the coming fiscal year. The certification shall include a copy of the actuarial
recommendations upon which it is based. (40 ILCS Section 5/17 - 128(c)).”

Gabriel, Roeder, Smith & Company (GRS) has been retained by the CTPF Board of Trustees to perform an
actuarial valuation as of June 30, 2018. In this repori, we present the results of the actuarial valuation and the
appropriation requirements under Public Act 86-0889, Public Act 90-0655, Public Act 91-0357, and Public Act
100-0465 for the fiscal year ending June 30, 2020.

Accounting information required by GASB Statement Nos. 67 and 68 is provided in a separate report.

The actuarial valuation was completed based upon membership and financial data provided by the administrative
staff of the CTPF. The cost method used to determine the benefit liabilities for statutory funding is the Projected Unit
Credit Cost Method as required by statute. For actuarial valuation purposes, as well as projection purposes, as well
as for projection purposes, the actuarial value of assets is based on a four-year smoothing method.

Assumptions and Methods

The actuarial assumptions to be used for the June 30, 2018, actuarial valuation were adopted by the Board
{including the Chicago Public School's (CPS) requested modifications) during the September 30, 2018, Board
meeting, and were based on the recommendations from the experience study for the five-year period from July 1,
2012 through June 30, 2017, the 2018 investment return assumption review performed by GRS, and the requested
modifications of CPS. The changes in actuarial assumptions include:
= Decreased the investment return assumption from 7.25% to 7.00%;
< Decreased the wage inflation assumption from 3.25% to 3.00%,
«  Decreased all salary increase rates; .
« Changed the post-retirement montality table for healthy lives from the RP-2000 Healthy Annuitant mortality
table to the RP-2014 White Collar Healthy Annuitant moriality table;
«  Changed the post-retirement moriality table for disabled lives from the RP-2000 Disabled mortality table to
the RP-2014 Disabled mortality table;
»  Changed the pre-retirement mortality table from the RP-2000 Employee mortality table to the RP-2014
White Collar Employee mortality table;
« Increased life expectancy by updating mortality projection scales applied to the mortality tables;
= Moved from a select and ultimate termination rate table based on age and service 1o a service-based only
table for all years of service and increased termination rates for most years of service;
+  Decreased disability rates for members under age 50 and increased rates for members age 50 and older;
»  Decreased dependent assumptions from 80% married for males and females to 75% married for males and
85% married for females;
»  Changed decrement timing from beginning of year to middie of year to betler reflect the actual timing of
when members are decrementing from active status;
« included a provision to add additional Tier 2 active members (150 members for the June 30, 2018, actuarial
valuation) to the funding projections used to calculate the contribution requirements to account for June
21118 retirements and terminations expected to be replaced with active members during August/September
2018;
+ Annualized payroll for members with less than a year of service;

§ Bcksariat | 89
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«  Updated the assumption on the characteristics of new hires to an assumption that new entrants have a
similar demographic profile s new entrants who have been hired in the three years prior to the actuarial
valuation date; and

»  Changed the method used to project administrative expenses (from the prior year's administrative
expenses) from increases of 5.00% per year to increases of 5.75% per year for 15 years and then
increases in line with projected capped payroll.

In addition to the above changes, based on historical information, GRS recommended increasing refirement rates
for all age and service bands and for projection purposes, reducing active membership by 1.00% per year for ten
years and then remaining constant. However, CPS requested the retirement rates and active popuiation
assumptions remain unchanged from the June 30, 2017 actuarial valuation based on their belief that CPS has long-
term financial stability that has/will shift the demographic trends away from the trends experienced during the years
of CPS' financial crisis (2013 - 2017).

The Board agreed with CPS’ modifications to GRS’ recommendations. GRS recommends monitoring retirement and
active population experience on an annual basis to confirm the continued appropriateness of CPS' requested
modifications regarding retirement and active population growth.

The net change in the actuarial assumptions detailed above increased the actuarial accrued liability as of June 30,
2018 by $621.77 miltion.

The actuarial assumptions and methods can be found in Section G of the report.
Report Highlights

The Employer’s contribution requirement for fiscal year {FY) 2020 is $854.5 million. The 2017 actuarial vaiuation
had projected the statutory contribution would increase from $808.6 miflion for FY 2019 to $835.5 million for FY
2020. The key reasons for the $19.0 million increase in the Employer's contribution requirement of $854.5 million
over the projected amount from the prior actuarial valuation of $835.5 million are the change in the actuarial
assumptions and unfavorable demographic experience including more retirements than expected and unfavorable
mortality experience.

Qver the past 10 years, CTPF experienced investment gains on a market vaiue basis {(compared to the actuarial
assumption) in fiscal years 2010, 2011, 2013, 2014, 2017, and 2018, However, CTPF incurred investment losses (or
shortfalls in return compared to the actuarial assumption) in fiscal years 2008, 2012, 2015, and 2016. The market
return for the year ending June 30, 2018 was approximately 8.54% compared to a return of 12.53% in FY 2017. The
average market value investment return over the most recent 10 years has been approximately 8.31%. Table 8 on
page 110 provides historical investment returns (on an MVA and AVA basis).

The funded ratio decreased from 49.5% as of June 30, 2017, to 48.4% as of June 30, 2018, based on the market
value of assets, and decreased from 50.1% as of June 30, 2017, t0 47.8% as of June 30, 2018, based on the
actuarial value of assets. There are net deferred asset gains of $135.7 million which will be recognized in the
actuariat value of assets over the next three years.

The funded ratio and unfunded actuarial accrued liability are useful for assessing the need for and amount of future
contributions other than normal cost contributions. They are not appropriate, however, for assessing the sufficiency
of plan assets to cover the estimated cost of settling the plan's benefit obligations.

Experience During 2018

The Fund assets earned approximately 8.54% on a market value basis during FY 2018 which was greater than the
investment return assumption of 7.25% for FY 2018, The Fund assets earned approximately 5.84% on an actuarial
value of assels basis during FY 2018, due to recognition of net deferred investment losses under the asset
smoothing method. Since 5.84% is less than the assumed rate of investment retumn of 7.25% for FY 2018, there
was an asset loss of $133.22 milfion on the actuarial value of assets.

There was also a net loss of $76.58 million from actuarial liabilities, which is comprised of a loss of approximately
$69.65 million from demographic experience, and a loss of $6.93 million from higher than expected pay increases.

{ Actusrial }
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The total loss from liabilities for the Fund is calculated as follows {doflars in millions):

1. Actuariat Accrued Liability ("AAL") - Prior Year (Pensions Only) $ 21,822.01

2. Total Normal Cost - Prior Year® . ; : : 340,43
3. Benefits and Administrative Expenses Paid in FY 2018 B ‘ {1,488.34)
4. Interest on the above tems, 1,2, and 3 1,541.54
5. Expected AAL 06/30/2018 (142+3+4) . ) - 2232464
6. Impact of Change in Actuarial Assumptions and Methods X 621.77
7. Expected AAL 06/30/2018 After Assumption Chaniges (5+6) T T sae A
8. Actual AAL 06/30/2018 E - 22,.922.99

9. Actuarial (Gain)/L.oss on Liabilities (8-7) {(Pensions Only) . e 7658

¢ Total Normat Cost from the previous actuarial valuation includes both employee and employer portion. The employee portion is
based on actual contributions.

CTPF experienced an overall actuarial foss of $209.80 million. The total net actuarial loss is the total of the loss
from assets and the net loss from liabilities. The total actuarial loss for the year is as follows {(dollars in millions):

.A uarial (Gain)/Loss on As:
2. Actuarial {Gain)/Loss on Liabilities
3. Total Actuarial (Gain)fLoss (1+2)

The experience of the population determines the liability gain or loss for the year. There was a loss on salaries, due
to higher salary increases than assumed. From the last year to this year, there were losses on retirement and
retiree mortality. Active mortality and disabled experience was about as expected. There was a gain due to
termination experience, and there was a new entrant loss. New entrant losses will occur each year but are offset by
additional contributions to the assets. Deviations from other assumptions generated an actuarial gain.

See Table 4 (page 105) for detail of the gains and losses by source.
Asset Information

The market value of the assets of the Fund that are available for benefits increased from $10,783.2 million as of
June 30, 2017, to $11,104.8 million as of June 30, 2018. The actuarial value of assets as of June 30, 2018, is
$10,969.1 mitlion, which is $135.7 million lower than the market value of assets. This difference is due to the
continuing recognition of deferred investment gains and losses. Twenty-five percent of these gains and losses are
recognized each year. The $135.7 million, which is the value of net deferred gains, will be smoothed into the
actuarial value of assets over the next three years. The remaining unrecognized net asset loss from FY 2016 will be
smoothed in over the year, and the remaining asset gains from FY 2017 and FY 2018 will be smoothed in over the
next two and three years, respectively.

The detailed determinations of asset values utilized in this valuation and asset growth in the last year are set out in
Section E.

Funding Status

The funding status of CTPF is measured by the Funded Ratio. The Funded Ratio is the ratio of the assets available
for benefits compared to the actuarial accrued liability of the Fund. Thus, i reflects the portion of benefits earned to
date by CTPF members, which are covered by current Fund assets. A funded ratio of 100% means that all of the
benefits earned to date by CTPF members are covered by assets. By monitoring changes in the funded ratio each
year we can determine whether or not funding progress is being made.

SRR
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Below is a comparison of funded ratios determined on a market value basis and an actuarial value basis over the
tast 10 years:

Comparison of Historical Funded Ratios

0% i T
2009 201 2071 2012 013 2014 2015 2016 2017 2018

e et Hatio Busnd v Actuosiol Vishie of Assety omodieons Fumiint Ratio Based on Markel Vakee of Assats

Employer Contribution Requirement for Fiscal Year 2020

The funded ratio as of the June 30, 2018, actuariat valuation on an actuarial value basis is 47.9%. Therefore,
additional contributions by the Board of Education and State will be required for fiscal year 2020. The projected
payroli for fiscal year 2020 is $2,180,577,527. Based on the projected payrolf for fiscal year 2020, and the additional
State and Board of Education contribution rates of 0.544% and 0.58% of payroll, respectively, the additional State
and Board of Education contributions for fiscal year 2020 are as follows:

Projected Total Capped Payroft N $ 27180,677,527
Additional State Contributions Under Section 17-127 of the

lliinois Pension Code : . . $ 11,862,000

{% of ijécted Capped Payrolt ‘ ; Y X - 0.544%
Additional Board of Education Contributions Under
Section 17-127.2 of the Hllinois Pension Code $ 12,647,000

(% of Projected Capped Payroll) ‘ . S U 580% -

92 § Actuarial
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Pursuant to PA. 100-0485, the State shall contribute for each fiscal year an amount to be determined by the Fund,
equal to the Employer normal cost for that fiscal year, plus the retiree health insurance reimbursement subsidy. The
following table provides the development of the State contribution requirement under P.A. 100-0465:

Total Normal Gosti 00 i . S B52,074.000
Projectsd Administrative Expenses R b 24,885,000
Total Normal Cost includmgAdmmrsnatwe Expenses ST o : 376,739,000

Expected Employes Contnbutxons : e N ER . 196,252,000
Employer Normal Gost: : i
Health lnsurance Subs‘dy

State Contributions. Under Section 17-127(d)(1) of the: 5 . o
HHiriois Pension Code R : §o00 L 245 487,000

Pursuant to P.A. 96-0889, the Board of Education contribution requirement in each fiscal year shall be an amount
determined by the Fund to be sufficient to bring the total assets of the Fund up to 90% of the total actuarial fiabilities
of the Fund by the end of fiscal year 2059. In making these determinations, the required Board of Education
contribution shall be calculated each year as a level percentage of the applicable employee payrolis over the years
remaining to and including fiscal year 2058 and shall be determined under the Projected Unit Credit actuarial cost
method. Based on the funding projections provided in Section [3 of this report, the Board of Education’s required
contribution for fiscal year 2020 is equal to $584,504,000, (net of Additional State and Board of Education
Contributions),

The fiscal year ending June 30, 2019 and June 30, 2020, certified contribution requirements and projected future
year required contribution amounts are shown below:

56,814,000 887, 208700

584,504,000 12,647,000 © 41,862,000 245,487,000 & ‘
601,576,000 12,982,000 L 1276000 25037800071 877,412,000
818613000 13315000 12489000 265016000 599,633,000
$636,720,000: 13,653,000 12,805,007 7 250,251,000 - 922,438,000

655,189,000 13,992,000 - 743,124,000 75 263,070,000 945,375,000
§74:034,000 14,330,000 - 13,440,000 266,367,000 968,171,000
693,267,000 14,665,000 13755000, 11260,135.000 996,806,000
712,881,000 14,999,000 14.068,000 2714210000 1,013,369,000°
733,385,000 15335000 143840000 273,014,000 7 1,036,118,000
754,750,000 15,674,000 47010000 DT 273,856,000 L 4,058.861,000

{ Actugriat |
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The following graph details the projected employer contribution requirements by Source for fiscal years 2019
through 2059.

Required Employer Contribution Sources
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Method of Calculation for Appropriation Requirements

The actuarial valuation results are based on the Projected Unit Credit actuarial cost method, the data provided and
actuarial assumptions used for the June 30, 2018, actuarial valuation. In order to determine projected contribution
amounts, the following additional assumptions were used:

Total employer contributions of $808,570,000 for fiscal year 2018, as provided by the Fund.
Administrative expenses of $22,055,344 for fiscal year 2018, as provided by the Fund. Administrative
expenses are assumed to increase 5.75% annually for the first 15 years and then increase in line with
projected capped payroll after 15 years.

New entrants whose average age is 32.04 and average pay is $46,958 (2018 dollars).

The active member population is assumed to remain level at 28,108 {includes 150 expected new hires) for
all years of the 41-year projection. However, recent trends indicate an average decrease in active
population over the last nine years of approximately 1.2% per year. We will continue to review the
assumption regarding the projected active member popuiation annually.

Projected benefits for mémbers hired on or after January 1, 2011, are based on the new provisions
established in PA. 98-0889.

Additional State contributions of 0.544% of pay are assumed to occur mid-year.

State contributions of the Employer’s normal cost {includes administrative expenses and $65 million health
insurance subsidy) are assumed to occur mid-year.

Additional Board of Education contributions of 0.58% of pay are assumed to occur end of year.

55% of the Board of Education’s previous year's special tax levy is assumed to occur March 1% each year.
This amount is equal to $103,312,688 in fiscal year 2019 and is assumed to increase 3% per year.

The remaining Board of Education required contribution is assumed to occur end of year.

| Actuarial
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The average increase in total uncapped payrofl for the 41-year projection period is approximately 3.00% per year.
itis important to note that benefits for new hires are based on capped payroll which is ultimately projected to grow
at 1.25% per year. All results in this actuarial valuation assume that empioyer contributions will be made on
capped pay.

Recommendations and Future Considerations

Measuring the statutory contribution against a policy such as the Actuarially Determined Contribution (‘ADC") helps
evaluate the funding adequacy of the current statutory funding method. Therefore, the Board adopted a policy to
calculate the ADC. Under this policy, the ADC is calculated as the Normal Cost plus a 30-year level percent of
payrolt closed-period amortization of the Unfunded Accrued Liability as of June 30, 2013. The remaining
amortization period as of June 30, 2018, actuarial valuation is 25 years.

A key objective of the ADC is to accrue costs over the working fifetime of plan members to ensure that benefit
obligations are satisfied and intergenerational equity is promoted. Although the ADC is solely an accounting
provision, in certain circumstances it could represent a reasonable annual funding target and therefore is used by
some plan sponsors as their "de facto” funding requirement. Note that the statutory funding policy differs
significantly from the ADC approach, and results in "back-loading,” meaning that contributions are deferred into the
future. Back-loading could result in an underfunding of the fund.

The ADC for fiscal years 2018 and 2019, as well as the statutory employer contribution for fiscal years 2018 and
2019, are shown below as a percentage of projected capped payroll. The ADC for 2018 and statutory employer
contribution for 2019 are based on the results of the June 30, 2017, actuarial valuation.

. Actuarial Accrued Liability $ 22,822,992 558 § 21.822.010,207

1
2. Actuarial Value of Assets $ 10969085523 $ 10,933,031,685
3. Unfunded Actuarial Accrued Liabifity [1 - 2] $ 11,953,907,035 * $ 10,888,978612
4. Employer Normal Cost (Including Administrative Expenses and

Health tnsurance Subsidy) $ - 240,527,902 § 221,363,575
5. Employer Normat Cost Adjusted for Contribution Timing $ 245621046 $ 226,932,582
8. Amount to Amortize the Unfunded Liability over a 30-year Closed-period,

Beginning July 1, 2013, as a Level Percentage of Payroll $ 851548885 § 693819977
7. Actuarially Determined Contribution Requirement [5 + 6] $° 1.007,170031 .8 920,752,559
8. Projected Capped Payroll for Fiscal Year $ 21180621761 §  2,145171.999
8. Actuarially Determined Contribution as a Percentage of

Projected Capped Payroll . 51.80% 42.92%
10. Total Required Employer Cantribution Including Health Insurance Subsidy $ -7 808,570,000 § 784402000
11. Total Required Employer Contribution as a Percentage

of Projected Capped Payroli [10/ 8] 38.17% 36.57%
12. Total Required Employer Contribution as a Percentage of

Actuarially Determined Contribution [10/7] 73.70% 85.19%

The fiscal year 2019 Actuarially Determined Contribution is based on an amortization factor which reflects 25 years remaining in
the amortization period, an interest rate of 7.00%, and an annualized assumed rate of increase in total capped payrolf of 2.20%
{which is consistent with the projected increase in total payrolt from the projections used fo cajculate the statufory contribution
requirements). The Employer Normal Cost and Amortization Payment are adjusted for expected coniribution timing.

The statutory funding policy required for CTPF provides for level percent of pay funding that produces a funding
target of 90% by 2059, assuming an open group projection. The following graph shows the projected funded ratio. A
key observation is that the funded ratio does not grow markedly until after 2039. That is, a majority of the funding
occurs between 2040 and 2059. This illustrates how significantly the current funding policy defers or back-loads
contributions into the future.
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Funded Ratio
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The following graph compares the projected benefits and expenses against Employer contributions, employee
contributions and investment income. From 2019 to 2059, the percentage of investment income needed to pay
ongoing benefits decreases from 80.2% to 25.4%. This implies that a lower level of investment income is projected
to be available for potential asset growth in the beginning of the projection period.

Comparison of Cash Flows
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We are concerned about potential cash flow problems for CTPF. This is because the assets in the plan ($11,104.8
billion on a market value basis) are not sufficient to cover current retiree liabilities ($17,010.7 billion) and the ratio of
assets (Market Vatue) to retiree benefit payments and expenses is approximately 7.5. This means that
approximately seven to eight years of retiree benefit payments can be paid from current assets; the ability o make
such payments beyond that period is heavily dependent upon future Employer contributions and future investment
return,

The calculations in this report were prepared based on the methods required by the statutory funding policy. GRS
does not endorse this funding policy because the statutory funding policy defers funding for these benefits into the
future and places a higher burden on future generations of taxpayers.

We recommend the following changes:

1. Implementing a funding policy that contributes normal cost plus closed period amortization as a level
percentage of capped payroll amortization of the unfunded liability. (Policy which recognizes unfunded
liability at the valuation date and not projected liability in the year 2059)

2. Changing the actuarial cost method for calculating liabilities from the Projected Unit Credit to the Entry Age
Normal method

Change Funding Policy to a More Actuarially Sound Funding Method

We recommend a funding policy that contributes normal cost plus closed period amortization as a level percentage of
capped payroll for paying off the current unfunded accrued liability (i.e., the amortization period deciines by one year
with each actuarial valuation) such that the funded ratio is projected to be 100% funded in 30 years or sooner. A 30-
year closed amortization period (at the actuarial valuation as of June 30, 2013) methodology pays off the unfunded
accrued liability in full by the end of the 30-year period in 2043. The fiscal year 2019 contribution would be $1,087.17
million under this funding policy. The current statutory contribution does not comply with this recommendation.
Underfunding the Fund creates the risk that ultimately benefit obligations cannot be met from the trust, and will require
a greater amount of funding from other City and State resources. In addition, continually underfunding the Fund also
creates more of a funding need from contributions and less is available from investment return - thereby creating a
more expensive plan.

Change the Actuarial Cost Method to the Entry Age Normal Cost Method

The current actuarial cost method is the Projected Unit Credit method, which is required by statute. The Projected
Unit Credit method recognizes costs such that the normal cost for an individual member increasss as a percentage
of payrolt throughout histher career. The Entry Age Normal Cost method is the most commonly used method in the
public sector. it is also the method required to be used for financial reporting under GASB Statement Nos. 67 and
68. The Entry Age Normat Cost method recognizes costs as a level percentage of payroll over a member’s career,
We recommend a change to the Entry Age Normal Cost method.

We recognize that the State Statute governs the funding policy of the Fund. The purpose of these comments is to
highlight the difference between the statutory appropriation methodology and an actuarially sound funding policy
and to highlight the risks and additional costs of continuing to underfund the Fund.

Future Considerations

Recent changes (such as the addition of a new benefit tier and delaying the 90% funding target year from 2045 to
2059) have had the effect of reducing the statutory contribution amounts that would have otherwise been made.
However, the change in the investment return assumption and other demographic assumptions changes to more
closely align the actuarial assumptions with current market expectations have increased the contribution amounts
that would otherwise have been made. Assuming the statutory contributions are received (and the actuarial
assumptions are met, including a 7.00% investment rate of return, each year through 2058) CTPF is currently
projected to have contributions sufficient to increase the funded ratio from the current level of 47.8% to 80.0% by
2058,

This is a severely underfunded plan and the ability of the plan to reach 90% funding by 2059 is heavily dependent
on the State and the Board of Education contributing the statutory contributions each and every year until 2058.
Actuarial standards do not require the actuary to evaluate the abifity of the plan sponsor or other contributing entity
to make required contributions to the plan when due. Such an evaluation was not within the scope of this project
and is not within the actuary’s domain of expertise. Consequently, we are not able to assess the ability of the State
and/or the Board of Education to make confributions when due.
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Number of Projected Future Active Members

The total required Employer contribution is based on performing an open group projection through the year 2053
The projection is based on assuming that new active merbers are hired to replace the current members who feave
active membership (through termination, retirement, death or disability). As shown in Table 12 on page 112, the
number of active members has decreased by about 9.2% between 2009 and 2018, which is an average annualized
decrease of about 1.1%.

Currently, the actuarial valuation assumes that the total number of active members in the future will be egqual to the
number active in the current actuarial valuation. Given the decrease in the number of active members over the past
nine years, if CTPF expects to continue to see a similar decline of the active population in the near-term the Board
may want to consider an update to the population projection assumption to include a decreasing population in the
near-term before reaching an equitibrium number of active members long-term.

Actuarial Standards of Practice (ASOP) No. 4 Disclosures

General Implications of Contribution Allocation Procedure or Funding Policy on Future
Expected Plan Contributions and Funded Status

Given the plan's contribution allocation procedure, if all actuarial assumptions are met (including the assumption of
the pian earning 7.00% on the actuarial value of assets), it is expected that:

1. The combined State and BOE contribution rate will be level as a percentage of payroll through 2059 (after
all deferred asset gains and losses are fully recognized);

2. The unfunded liability will increase in dallar amount through 2038 before it begins to decrease;
3. The unfunded actuarial accrued liabifities will never be fully amortized; and
4. The funded status of the plan will increase gradually towards a 90% funded ratio in 2059.

Limitations of Funded Status Measurements

Unless otherwise indicated, a funded status measurement presented in this report is based upon the actuarial value
of assets. Unless otherwise indicated, with regard to any funded status measurements presented in this report:

1. The measurement is inappropriate for assessing the sufficiency of plan assets to cover the estimated cost
of settling the plan's benefit obligations, in other words of transferring the obligations to an unrelated third
party in an arm’s length market value type transaction.

2. The measurement is dependent upon the actuarial cost method which, in combination with the plan's
amortization policy, affects the timing and amounts of future contributions. The amounts of future
contributions will most certainly differ from those assumed in this report due to future actual experience
differing from assumed experience based upon the actuarial assumptions. A funded status measurement in
this report of 100% is not synonymous with no required future contributions. If the funded status were
100%, the plan would still require future normal cost contributions {i.e., contributions to cover the cost of the
active membership accruing an additional year of service credit),

3. The measurement would produce a different result if the market value of assets were used instead of the
actuarial value of assets.

Limitation of Project Scope

Actuarial standards do not require the actuary to evaluate the ability of the plan sponsor or other contributing entity
to make required contributions to the plan when due. Such an evaluation was not within the scope of this project
and is not within the actuary’s domain of expertise. Consequently, the actuary performed no such evaluation.
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Risks Associated with Measuring the Accrued Liability and Total Required Employer
Contribution

The determination of the accrued liability and the total required employer contribution requires the use of actuarial
assumptions regarding fuiure economic and demographic experience. Risk measures, as #lustrated in this report,
are intended to aid in the understanding of the effects of future experience differing from the actuarial assumptions
used in the course of the actuarial valuation. Risk measures may afso help with illustrating the potential volatility in
the accrued liability and the total required employer contribution that result from the differences between actuat
experience and the actuarial assumptions.

Future actuarial measurements may differ significantly from the current measurements presented in this report due
to such factors as the following: plan experience differing from that anticipated by the economic or demographic
assumptions; changes in economic or demographic assumptions due to changing conditions, increases or
decreases expected as part of the natural operation of the methodology used for these measurements (such as the
end of an amortization period, or additional cost or contribution requirements based on the Fund's funded status);
and changes in plan provisions or applicable law. The scope of an actuarial valuation does not include an analysis
of the potential range of such future measurements.

Examples of risk that may reasonably be anticipated to significantly affect the Fund's future financial condition
include:

1. lnvestment risk - actual investment returns may differ from the expected returns;

2. Assetfliability mismatch - changes in asset values may not match changes in liabilities, thereby altering the
gap between the accrued liability and assets and consequently altering the funded status and contribution
requirements;

3. Contribution risk - actual contributions may differ from expected future contributions. For example, actual
contributions may not be made in accordance with the Fund's funding policy or material changes may occur
in the anticipated number of covered employees, covered payroll, or other relevant contribution base;

4. Satary and Payroll risk - actual salaries and total payroll may differ from expected, resulting in actual future
accrued liability and contributions differing from expected;

5. Longevity risk - members may live fonger or shorter than expected and receive pensions for a period of time
other than assumed; and

6. Other demographic risks - members may terminate, retire or become disabled at times or with benefits
other than assumed resulting in actual future accrued liability and contributions differing from expected.

The effects of certain trends in experience can generally be anticipated. For example if the investment return since
the most recent actuarial valuation is less {or more) than the assumed rate, the cost of the plan can be expected to
increase (or decrease). Likewise if longevity is improving {or worsening), increases {or decreases) in cost can be
anticipated, :

The statutory contribution for fiscal year 2020 shown on pages 92 and 93 should be considered as the minimum
contribution that complies with the funding policy governed by State statute {Section 17-129(b){vi} of the lllincis
Pension Code). The timely receipt of the statutory contribution is critical to support the financial health of the Fund.
Users of this report should be aware that contributions made at the statutorily determined amount do not
necessarily guarantee benefit security.
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Plan Maturity Measures

Risks facing a pension plan evolve over time. A young plan with virtually no investments and paying few benefits
may experience little investment risk. An older plan with a large number of members in pay status and a significant
trust may be much more exposed to investment risk. Generally accepted plan maturity measures include the
following:

Ratio'of the Maet Value:of Assets to Payroll D526 532
Ratio of‘Ac‘tua‘x‘ﬁé“! Acé(ued‘Liabﬁity to Payrolt : o 088 1075
‘Ratio of Adwé;; toRetirees‘énd Béneﬁé}éneé o o 101 1.01
Ratio of Net Cash Fiow fo Markst Vaius of Assets - (5:27% (5.42%

Ratios exciude inactive members not receiving benefils.

Ratio of Market Value of Assets to Payroll

The relationship between assets and payroll is a useful indicator of the potential volatility of contributions. For
example, if the market value of assets is 5.0 times the payroll, a return on assets 5% different than assumed would
equal 25% of payroll. A higher (lower) or increasing (decreasing) level of this maturity measure generally indicates a
higher (lower} or increasing (decreasing) volatility in plan sponsor contributions as a percentage of payroll.

Ratio of Actuarial Accrued Liability to Payroll

The relationship between actuarial accrued liability and payroll is a useful indicator of the potential volatility of
contributions for a fully funded plan. A funding policy that targets a funded ratic of 100% is expected to result in the
ratio of assets to payroll and the ratio of liability to payroll converging over time.

The ratio of liability to payroll may also be used as a measure of sensitivity of the liability itself. For example, if the
actuarial accrued fiability is 11.0 times the payroll, a chance in liability 2% other than assumed would equal 22% of
payroll. A higher (lower) or increasing (decreasing) level of this maturity measure generally indicates a higher
(lower) or increasing (decreasing) volatility in liability (and also plan sponsor contributions) as a percentage of
payroll.

Ratio of Actives to Retirees and Beneficiaries

A young plan with many active members and few retirees will have a high ratio of active to retirees. A mature open
plan may have close to the same number of actives to retirees resuiting in a ratio near 1.0. A super-mature or
closed plan may have significantly more retirees than actives resulting in a ratio below 1.0.

Ratio of Net Cash Flow to Market Value of Assets

A positive net cash flow means contributions exceed benefits and expenses. A negative cash flow means existing
funds are being used to make paymenis. A cerlain amount of negative net cash flow is generally expected to occur
when benefits are prefunded through a qualified trust. Large negative net cash flows as a percentage of assets may
indicate a super-mature plan or a need for additional contributions.

Additional Risk Assessment

Additional risk assessment is outside the scope of the annual actuarial valuation. Additional assessment may
include scenario tests, sensitivity tests, stochastic modefing, stress tests and a comparison of the present value of
accrued benefits at low-risk discount rates with the actuarial accrued liability. At the Board’s request, we conducted
additional risk assessment of investment and contribution risk through stress testing the investment return
assumption and future active population growth.
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SECTION C: ACTUARIAL DETERMINATIONS

Table 1: Results of Actuarial Valuation
as of June 30, 2018

1. Nismber of Members

L Ackve e S : . ; : 28,058
b, inactive: ; 5 i : - i
Higible for deferred vested pension benefits . . . S 09,458

Hgible fcf return of contribitions only : - SR NURERER - T 20.282°°
& Current Benefit Recipierits: . - : g :
i, Refrement annuities § RRRT . . < LU PA897
i, Surivor annuities ) : : S ; Co3ee
i, Disabifity snnuities : :
4. Total : B : . : : 5 - : ST e
2 Coversd Payroft : X ‘ ; k

"8, As'of the Achiarial Valiation Date: . : . I i § 211,882,104

b. Projected Capped Payroli for Fiscal Year 2019 : : . N : B w 2:118,082,178

& Projecied Capped Payrall for Fiseal Yedr 2020 e . I ey kT Rt
3. Aniualized Benefit Payments Currently Baing Made S

a; Retirement annulties. . g . ¥ T . . : S 368,289,577

b, Survivor anaifiss SR 5 AR N

: Disability annuities " : s ) S LI 7,484,671
4. Total o ‘ L e S so o tasgesies

4. Actuarial Accrued Liability - Annuitants

a; Current Benélit Recipients: ™

* i, Retirement anpuities . . : R E : . e : $ 16.158,990.040 B
ii- Survivor annuities [ : : - o : S : - 666,002,260
jii: Disability. ahnuities : : e DR Lo B L ‘1‘354597.723“’

b Total L : % Dol g 17.010,680,023

8, Actuarial Accrued Liability - Inactive Members DR o : S . g

" -a. Efigible for Deferred Vested Pension Berefits: R L S o % 418,008,824
b, Eugime‘for Reétuiei of Contributions Onty * 2 10 NPT S S 81,089,445
cTotal - : - : s 490,098,060
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Table 1: Results of Actuarial Valuation (Continued)
as of June 30, 2018

& Refirement Benefits 0 s Ciann 7260820464 563,305,452
: bﬁwrﬁdrawa:‘ Soma i i 705188 e03ase s
¢ Death Benefils™ - i e L e 0 ,Mt?‘/s
Cabmaniy o e e ee0s L a9 0347
e.~AdministfaﬁveExpénses Shiien e S ssanas L -

£ Total : TR i 366,153,498 5412314466

7. Total Actuarial Accried L(abil;ty{4+5+ 8 S 22922002558

8 Mgrkei ‘vame‘oms‘séis (MVA) -

9. Unfunded Actuarlal Accrued Liability Based on MVA(7-8)

10. Funded Percentage Based on NVA (8 7).

V1 Actusrial Valug SEASSetS (AVAY 1o e ; . Joos0088523

12 Unfunded Actuarial Accrued Liability Based on AVA (7~ 1) contmm e : | 41.953,0907,085

1 Funded Psréentagé Based o AVA {

4 TotatNemmalCost L o S e

15.Expe‘cteqEmpioyeepommiuﬁdns . : & L e

18, AnnualEmpone(NormalCust e Coarssarenz
(% ofPro;ect&dCappedPayrollhrFis(:alYeatZMS) e : SRR 8.29% i

A7 Heaim Insurar‘{

8. AnnualEmployerNormalC :, e g & NS B
mciudmg Heatth lnsurance Reimbursement(ﬁ%w) B B L 240,527,902

% ot P ppad Payrolifor Fiscal Year 201910l L g

® The funded siatus measure is appropriate for assessing the need for future contributions, The funded status is not appropriate
for assessing the sufficiency of plan assets to cover the estimated cost of settling the plan’s benefit obligations.
® Used for calctation of the ADC.
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Tabie 2: Components of Actuarial Accrued Liability and Normal Gost by Tier

1. Count.

119,380

- 28,958

2: Coverad Payrofl .

a:As of the Valuation Date o
b. Projected Cabped Payrall for Fiscal

Yoar 2019
¢ Projected Capped Payroft fof Fiscal Year 2020

$ o p11200183
CAetwaE

1884700977

500,772,921
506,852,093

595,876,550

2.111:982,104

2,118,062,176

3 Actuarial Acorued Liabifity.

2, 180,577,527

3 Retirerment Bensfits
b: Withdrawal

c. Dealhi Benefits -
o Disability

‘e Total-

4515266485
- 622,080,578
63,423,746

£ B4,001.012

48128,063 -

717355,934

30240275

5033717

893,436,512
66,447,773
89,034:720.

4,563,385452

U§ i B84 771,825

127,542:641

§ 1 5i412,314.466

4. Normal Cost .

CAwoURE- Yot
‘Amount " payroll

- ot
“"“"?“‘ Payroli

' Amount

Skt
Pyl

(4 Retirement Bensfits
b Withelrawal

& Death Beriots'
<k Disabibty- -

&, Adminisirative Experises -
f.;To(atl‘ e

(§248.498,758
40,423,732
3962612
5478595
77427199

15.42%
BOT%:
025%:
034%

110%.

§ 12321708

21,005,080
796,478
12530110

5581327,

243 %
LB %
0%

AW

10:25:%:

1§ 260,820,464
70,518,812
789,000

6731608
23323526

1231%
3:33%
0:22%

LA0%

0.32% .

$'325,105,896 121 20.18%

§41047.602 . 810 %

$.366,153,498.

17.29%:

5.

$145,008,826° - 6.00%

.9.00.%

$.45618,770:

$1506255%6

To00%

§.Annual Employsr Normai Cost .

S A80.097.0697 1 118%

$:(4.569,167) (0.90)%

Si7s527002 | B20%

* The actuarial accrued liability, normal cost, projected capped payroll and expected employes contributions

include the resuits for 150 members expecied to be fired fo replace retirements and terminations that occurred

in June 2018,

Actuarial Accrued Liabilify and Normal Cost are determined under the Projected Unit Credit actuarial cost method.

Normat Cost rates as a percent of pay under the Projected Unit Credit actuarial cost method increase over a member's career.
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Table 3: Analysis of Change in Unfunded Actuarial Accrued Liability

in addition to the expected change in the unfunded accrued actuarial liability, changes in membership
demographics and Fund assets have affected the actuarial valuation results. The increase in the unfunded actuarial
accrued liability (UAAL) of $1,064,928,423 was due to the following:

2. Contributions : 3 L
a. Contributions due (Normal Cost plus interéston the. UAAL) i

§ 78§,450;949

i Interest o itern 1. T 8 o
ji. Member contributions = S L 183,679,205
Ermployer nofmal cost (mitdle of year) - L e SRt UL 230,749,850
i nterest oni i and i G by o 14,760,205
v Total due’ - : : : = 1,218,640,209
B Conlributions paid (Actiial) e
i Member contributions 183,679,205

i Employer ‘ S S S S R 784.402,006
it Intereston | and i ERi EER Nt . SRS : :
iv. Total paid

o Expected increase in Unfunded Actuarial Accried Liabiity e g 033,359,269
3. Expected Unfunded Actuarial Accriied Liability at 06/30/2018 TSRk 8e1

4. {GainsyLosses

$. 131839730,

a.Investmentincomi - SR : : : :
- b: Retiree health insurance 'cash flows: i s : : 8 LT 38,154
¢ Salary increases ; : s .927.266

o Demographic S . oS - : ot .
& Total e : S S g 209,804,660

5. Plan Provision Changes™ .. : ‘ S = L SRR $‘ ‘ =
6 Assuription Changeé : : i y S BN = : e : X 8 $ 8 :621.#2,494
7.Togalchsnge§n UAAL e o T Ty f~1.064,§28,423
4 URAL 5t oaeiate : TEn T e 11;953,90?,035

@ Interest on employer contributions is estimated based on & weighted timing of middle of year, 8/1 o8
of a-year, and end of year.
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Table 4: Analysis of Financial (Gains) and Losses in Unfunded Actuarial Accrued Liability
for Fiscal Year Ended June 30, 2018

AActuarial {Gain)lloss : : a : Cn R
2, Retirements i RO 27,778,569 0.13%
B Incidence of Disability U R e R 51 0548) 00w
<. In:Service Mortality s Caiirasseng S 001%
d.‘Reiireé Mortality : : : : 0809472 g g g
. Salary ncreases | S i : 2 6,827,266 S0 %
. Tefminations = B B (39,625,200 S 08%
 Investment Retury . SO 31 839,730 S060%
b Retires Health Insuranice Cash Flows: 0 i : : 1,381,154, e 00t%:
i New Entrant Liability. 7 20l D a7 78 g
Jj Other S ; ; : U (28.017,087) i (0.4%%
k. Total Actuariat (Gain)ltoss o : 209,804,660 098 %
Z.Plan P anges: o Lasin : SR Y

3. Assumption:Changes .. i R : CEUUBRTTT2,4084 SR RE %

4. Contribution (ExcessyiShorthall. . . % PIrRTrerein N

5. Total Financial (GainLoss - oo § 1054028423 o 488 %

# Represents the increase in the Unfunded Actuarial Accrued Liability due fo actual conlributions being less
than the Normal Cost plus interest on the beginning of year Unfunded Actuarial Accrued Liability.
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Table 5: Historical Financial (Gains) and Losses in Unfunded Actuarial Accrued Liability

Investment Returm
(AVA Basis}
Refire¢ Health
Insurance Cash
Flows,

Salary Increases
Refirements

Terminations

bisabﬂity incidence:

in-Service Mortality
Retirea Mortality
New Entrants
O}her‘

Total Actuarial
{Gain)Loss

{GainjiLossas a
% of BOY-AAL:

L0§S
(GainyLoss as &
% of BOY AAL

(Gain)y/Loss Dus to
Plan Provision
Changes

{Gain)yLoss as'a
Y% of BOY AAL

(GainyLoss Duie 1o -

Assumption 3
‘Changes

(GainyLoss as &
% of BOY.AAL.

{GainyLoss Dueto
Contributia

n
{Excess)/Shortfall
~(Gain)llLoss asa:

%.0f BOY AAL
Totat Financial
{GainyiLoss

(Gain)/Loss as a

% of BOY AAL:

BOY Actuarial

Accrued Liability. - $19,044 533,016 [§19,503,803,632 . $19,951,289,974
PALY e

(457.415.422) '$"

(150,327.609)
54,224,028
81,255
66,239,359

6,691,129

(28,722.380)

(45,212,951}

9,833,404

- (76,584,326)

: 66,018,157

(10,625,923}

$0.963,968

$  (81.120490) - (80,937.857)' $
1673226 UL (17478251

(264.801612) | (480,217,505)
47,205,684 . 32,845,858
(6.458.419) T (TATBE5D)

8826

— T BS7,8280
15811894 -7 14544208

- 32,061,135
57480517 ... (54.849.900)

131,839,730 § (532,85&990)
1,381,154 {4,200,467)

5027266 (668.003.786)
27,778,569 . 208,100,296
(39.625.202) - (64107,031)
(1010548 (1695574
1253670 194,499
70,800,472 136,682,542
38,467.726 71428861
(28,017,087) (8771 465)

Total Non- :
Investment (Gain)/

(480,507,260 §

{2.5%

(23,091,838} §

©.1)%

316,844,481 %

17 %

(163,662,768} ' §

{0.9)%

(78:333,060)

$ (230,188.200) '§ . (260,377,355) %

0:d)% (1.2)% T )%

(33:120,109)

L0.2% OT%: L 0.9%

241,161,130

8 (149.058710) $ (178,439408) - §

—  BI1,074523,844.7 8

o % 52%

$ 280,150,262 '$:.220,857,389 - §

2% 3% %

162,828,080

209804660 § {839,601,215)
1.0%

77,964,930 |$.{306,745.225)

0.4%

821,772,494 :$ 1.696296,338

28%:

233,351,260 §1272,364,851

A%

$ 20,962,052 '$ 108500388878 1064,928,423 $2,1é9;059,§74

08 % 02 %! UEA%

4.9%

$20‘48;€,951 277008 21,822 010,287

? Ingludes other experience such as deviations between actual and expected benefit payments and unexpected changes in

ssrvice.

Resuits prior to fiscal year 2017 were obtained from the prior Actuary’s actuarial valuation reports.
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SECTION D: ACTUARIAL PROJECTIONS

Table 6: Baseline Projections - Employer Contributions Determined Under
Public Act 80-0855, Public Act 91-0357, Public Act 96-0889 and
Public Act 100-0465

investment Return of 7.00% Each Year
(Doilars in Millions)*

C20190 151233263 1§ 11,0583 5122680 47.41% 521181 : 1906 $ 7 240.6 1136%

20200 28TATAL 113764 423590 1 4793% - 21808 4417 1963, 2455 26%

202110 UATETZ 116048 255230 4804% 22383 201.4 25047 11A9%

202270 2458727 118107 127765 48.04% 22957 o ames o 2se0T TR
20237 25026400 120264 13,0000 4805% 235380 : 2118 2593 11:02%

CR02w U 2BATAT 122514 D UA328330 . 4B09% 24126 4802 271 I EE L

2025 2EG3T000 124876 4344350 4816% 24707 2204 266400 10.78%

2026702630840 12,7348 - 13,6503 48.25% 2528400 7 2278 < 269.1. 1 10.64%

L2027 268686 120935 138704 . 48.37% 2586050420 2327 U ITRA T 0.40%

2028  27.336.7 13,262.4 14,0743 48.51% 26440 70 51‘1,0; 238.0 . 273.0 . 10:33%:

Normal cost includes administrative expenses and health insurance subsidy. The health insurance subsidy is assumed fo be $65
miliion each year.
Total expenses shown include benefit p ents, refunds, administrati penses and health insurance subsidy.

Actuarial accrued liabifify and assefs are measured at the end of the fiscal year. Normal cost is measured at the middie of the
fiscal year.

State contributions, benefit payments, refunds, administrative expenses, and employee contributions are assumed {o oceur
during the middle of the ysar.

85% of the Board of Education's dedicated property tax levy of 0.567% is assumed to be paid March 1, each fiscal year.
The remaining Board of Education contributions are assumed {o occur at the end of the year.
Totat payrofl is capped for members hired after December 31, 2010, as defined in Public Act $6-0889.

* This table has been adjusted to display information for the next 10 fiscal years. For the full table, please see the fiscal year
2018 actuarial valuation, which can be found at www.ctpf.org.
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Table 6: Baseline Projections - Employer Contributions Determined Under
Public Act 20-0655, Public Act 91-0357, Public Act 96-0889 and
Public Act 100-0465 (Continued)

Investment Return of 7.00% Each Year
{Dollars in Millions)*

2018 . § 8088 121 2268 12.9 5568 - 38.17% $ 15925
2020 . 854.5 119 2455 126 584.5 39.19% 16229
2021 8771 122 2504 13.0 8016 38.19% 18523
2022 . . 8996 125 . R55.0 133 618:8 39.19% 1,880.7
2023 922.4. 128 2593 137 6;36.7 39.19% 17104
2024 9454 131 . (2631 14.0 656.2 39.19% 1,740.3
2025 988.2 134 2664 143 8674.0 38.19% 17715
2028 a80.8 138 2881 14.7 693.3 39.19% 1.803.8
2027 1.013.4 141 74 15.0 7129 39.19% - 1,836.5
2028 : 103681 44 273.0 153 7334 38.19% 18718

Normai cost includes adrministrative expenses and health insurance subsidy. The health insurance subsidy is assumed to be
$65 mittion each year.

Total expenses shown include benefit paymenis, refunds, administrative expenses and health insurance subsidy.

Actuarial accrued liability and assets are measured at the end of the fiscal year. Normal cost is measured at the middle of
the fiscal year.

State contributions, benefit payments, refunds, administrative expenses, and employee contributions are assumed fo oceur
during the middle of the year.

55% of the Board of Education’s dedicated properly tax levy of 0.567% is assumed fo be paid March 1, each fiscal year. The
remaining Board of Education contributions are assumed to ocour at the end of the year.

Total payroil is capped for members hired after December 31, 2010, as defined in Public Act 96-0889.

* This table has been adjusted to display information for the next 10 fiscal years. For the full table, please see the fiscal year
2018 actuarial vatuation, which can he found at www.clpf.org.

Table 7: Solvency Test

The solvency test is hypothetical and measures the CTPF's ability to cover different types of obligations if the plan
were terminated. Columns are displayed in the order that assets would be allocated to cover certain types of
obligations. Employee contributions would be refunded first, amounts due for retirees, vested terminated members
and beneficiaries would be covered next, and the Employers’ obligations for active members would be covered last.
Columns (1) and (2) should be fully covered by assets while the portion of column (3) that is covered by assets
should increase over time.

2017 $:21,822,010,297. % 1608474475 5 16244526663 $ 3,960.009,158 $ 10,933,031,885 100% 57%

2018 22,922.992.558 1,658.408,813 - 17.510,678,092 3,752,905,653 10,969.085,523  100% 53% ~%

Information for the next 10 fiscal years will be added as it becomes available.

| Actuadial |
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SECTION E: FUND ASSETS

Table 8: Development of the Actuarial Value of Assets

kBegnningof‘\‘ear: < - IR i
+: Market Valtie of Assels e CUs o 0TeR17a 027
2 Aciuarial Value sfAssels 0 8110,035,001.685
: Enﬁcheaf g : i G !
3 Madet Value otAssels s 41104765 514

A Comnbununs and Dtsbursements B

g Actoat Employer & Misc: S
Contibutions: : LT8R A76

<b: Einployee Ccmnbuhons e 183670205
¢ Benefit Payouts & Refunds: (1.532.614.004)
g -Administrative Expenses i S {22 055 344)
& Nt of Cortributions angr 000
Dishursemenits . - el g (585112 957)
5. Total Investmént income o R
=B re) S _395,7‘94.544
6 Projected Rate ofRe:um ; e T25%
-7 Projected: lnvestmem Jncume ¥ $ : 754 A81.801
‘8. investment fficome in Excess of: S
ijecled ncome: $i 142 222, 743
9. Excess investrment inoome : : R
Reuognlze s e
This Year {4 year recognrm)n) S e
& Yed Efided June 30, 2018 35,555,686 g
b Yer Endet June 30, 2017 146363060 8 35,555,686 S
¢ Year Ended June 30, 2016 LU igsbapgagy 114636308 % 35655688
& ‘Year Ended June: 30; 2015 X SHict {B7,974,760) (195,532,237} FEO14E36,3080 § 38,555,885
e Totat Recognized Investient Gain- 5 +1133,315,006) (45,340,245} S 50,191,90% 35,555,685
10, Change it Actuarial Value of Assets 3 i R Pt
= [ {THHBe) : § 06083838
U End onear S i
3 Market Valug ofAssets Sl §:11,104,765814
14, Attuatial Value of Assets LS 10,989 085, 5.623
12 Differenice Setween S
<o Market & Actugial Values: - B $‘ 135 679, 991
<13 Estinaled Actuanat Valus Rate of 0000
I Y e 584%
14 Estimated Market Value: Rate Bft
) et : 854%
15: Ralio of Actuarial Value to Sy :
MarkefValue ™ B T 9678%
* Projected investment income is estimated based on a weighted contribution timing of middle of year, 8/12‘"‘ of a year, and end

of year.
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Table 9: Historical Investment Returns*

(22.4%
136 %
248 %
{0.4)%
1347%
17.9%

36%
0.3%
125 %

85%

* This table has been adjusted to display information for the past 10 fiscal years. For the full fable, please see the fiscal year

2018 actuarial valuation, which can be found at www.clpf.org.

{ Actuariat |
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SECTION F: PARTICIPANT DATA

Table 10: Summary of Fund Membership

Active Members

Number L i 28658 28,855
Average Age RERRIE Colagn 418
Ave}aée Service: L ) i A0.7: 06 .
Total Salary Supplied by Fund 2:004,830,445 2,030,175,116 32%
 Average Annual Salary SR a0 70,358 28%
Total Active Vested Parﬁ;ipshts : : Y R 27,085 17,800 (41Y%
Male Members S hgea 6,961 ©1%
Female Members '« 22,004 21,894 05%
“Tier 1 Membats. S : 19:389 20,271 @N%
Tior 2 Merabsrs' 1 CUnGEee 8,584 115 %

04 %

inactive Vested Members g : o X i
Noumber: " FAT ; : 19,308 6,062 55.0 %
Average Age Y S S : L85 ’ 47.2

Averages Sewice (Excliding Reciprocal Semvice) 1 i g 101

ive Not Vasted M

Number:

20,282 22,570 (10.1)%

Retirees

Number v : T RIS CT4,887 0 24,837 02%
Avérage Age.: RN S : L 4 73.7
Avérage Anbual Benefit: 7 [ RN 54,355 % §3,052 25 %

Total Annual Berigfit. : i g 1,353.269,577 1,317,857,163 27 %
Disabled Retirees : SRt - g

Number5 : S : 464 467 (06)%
Average Age: f SR SO SIABTTD 87.0
Average Annual Benefit. " . : : LIEi3768200 8 36,427 34%

Total Annusl Benefit =1+ L L T.4B4 671 17,011,424 28%

{ncluding Chil

Nurnber: ! = R ! S 188 3,135 17 %
< Average Age : e e 76.3

Average Annual Banefit S s i ; 22,112 40%
Total Annual Berefit : O 73EaEe 69,320,685 58%
Total Members g S CLURTARY 85,926 15%

* Projected investment income is estimated based on a weighted contribution timing of middie of year, 8/12"™ of a year, and end

of year.

{ Actuarial |
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Table 11: Schedule of Active Member Data

2009 - 1996,194.224 . § ., 62,567 ‘

20107 s : 2,107,934,080° . 67.972 S B84%
2011 2080731858 eedea 205 %
20120 2202 by AT 563%

o013 30069 2,039347,081 72808 T (151%
S20140 : 2233280995 . raEe4 i o7s%
2015 TOBT 2,273,551 432 7653 505 %
2016 ; 52812688007 7728 089%
47 eEss 20307516 Foass: (8.88)%
2616 CUIBESE T 2008 830,446 T T TRAA0. L 2m %

* Participating employers are displayed at an aggregate level by charter holder.

Table 12: Member Population and Ratio of Non-Actives to Actives

2009 31,805 3,056 S 24218

2010 Caon2 : 3,554 o 24,669 o 091
201 3033 4,253 o 25,199 k 0.98
o012 : : : 30366 : 4,245 . 25026 0.99
201a ‘30,969 ! 4,502 s 274407 1.03

2014+ s 30,654 : 4818 : 27,722 : i 1.06
oot 29,706 5,464 L2814 1.13
30187 20843 ; 5715 Coisaen 115
17 e s 6,062 S e 1.20
20187 U 28,0580 9,398 - CaeEas Rk

® Exctudes non-vested terminated participants due a refund of member contributions.

§ Betuarial |
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Table 13: Total Lives and Annual Salaries* of Active Members Classified by Age and
Years of Service as of June 30, 2018

Under 20
s —3 — —3 —5 — 3 —s — —3 —3 -
188 B — o e — o - e
2024 oo 88
$ 2357 § 30825 § '3 — — 3 — 3 — 3 — 3 — 5 3182
450 2,598 5 — — — — — —
25.29 705 3,753
$ 5057 $ 141,203 § 44932 § — § - § — 8 —§ — 8 - % 191,182
256 1765 2191 4 — - - - - '
30-34 80 4,693
% 3112 § 979805 § 152,143 § 41,008 § — — % - $ - § — § 264,168
208 933 1 17 — — — |
35.38 L350 27 450 1 4,670
3 2204 & 50828 $ 05743 § 152116 § 43489 § 97 $ - § ] — § 344,577
179 538 657 1.077 1,335 48 — o~ o 4,035
4044 2 0
3 1840 § 28308 § 46837 & 95342 § 120805 § - 25770 $ — 3 —§ — §. 327,702
156 423 11 — —
4549 5 473 652 948 1,036 2 3.898
3 1437 § 22488 § 34207 $ 56872 § 91330 $ 105215 § 22804 § —_— 8 — § 334433
105 65 271 362 506 37 86 103 1 2,836
50-54 ? 5 8
3 961 § 11916 & 18350 $ 30894 § 47009 $ 62888 § 60184 5 11,104 § 95 §- 243,182
112 222 187 292 350 443 382 237 20 2285
5550
3 948 $ 9420 § 11376 § 23416 § 31823 § 42355 § 33024 § 24752 § 2,345 § 185458
88 158 128 172 236 216 191 89 48 1,324
60-64
$ 481 § 5901 § FO50 $ 12901 § 20445 $ 20705 § 18801 § 9,225 § 5276 $ 100,785
51 71 71 68 B84 5 59 36 24 509
6560 0
$ 198 § 1587 $ 2,716‘5 45810 % 6,859 § 45815 § 5921 § 2952 $ 2461 § . 3173¢
3 42 4 1 8 7 13 196
70 & Over 2 30 23 2 7 9

$ 150 8 578 § 683 § 915§ 1,690 & 1314 § 7% 776 $ 1598 § 8411

Total fives and annual salaries exclude 150 expected new hires.
* Annual salaries are displayed in thousands of doliars.
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Table 14: Reconciliation of Member Data

as of June 30, 2018

‘Totals as of the June 30, 0
2017 Actuarial Valuation - -

NeW Entrants

Non:Vested Terminations (1617

- Vested Terminations ™ (857)

" Servics Refiements (514)

Disabiities.
Deaths
“New. Bénéﬂciaries

Refuids and Beneft:
Terminationg o

Data Adjustroents

Net Change:

otale as of une 30000
2018, Actuarial Valuation

Table 15: History of Retirees and Beneficiaries Added to Rolls
during the Fiscal Year Ended June 30, 2018

57.060,461
- 57100258
67,630,266

78909433

79,434,980
79219962

16643468

L9587 718

B ‘26,37é,522~
34678799

23020
:24,218
‘24,600‘
136,160 1

taisosomer
1224869518

26,026
27,440

27,722

28114
28208
728430

128,549

942388371
988,162,843

1,260.456.130

| Sefuarial }




215

Table 16: Annuitants Classified by Benefit Type and Amount
as of June 30, 2018

500 383
501+ 4:000 381
1001 1,500 310
£ 1,5012,000 227
20012500 228
250 : 257
203
3,501 4,000 289
2001 -4,500 327
&5015,000" 388
646
5,501+ 6.000 - 818
6,001 8,506 621
65012 7,000 287
70017500 192
1750448000 150
‘8,001 8,500 98
000 87 : : g :
19,001-9.500 74 Ei . o S Sii14s
Over 38500 220 G S L Cigas
Total ' 6286 s i o200 20,972

Fiicuneiat | . . 115
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Table 17: Initial Year Retirement Analysis

*Fiscal Year 2014

Average Monthly Pension
Average Morthly FAS

. Number of Retired Memibers

Average Age

: Fiscal Year 2015 : :
Average Monthly Pension $ 275§ BTNS 1806 §02621 BB S 4254 5. BSE6T § 3308
CAverage Monthiy EAS'§ 6587 % ~5.377‘ § 5801 5. 6851 $ 75§ 7483 §onE2l S 70T
;NumberofRe{ired‘Members 47 104 117 - s 107 269 172 L0240 1,056
X ‘Average Age: I N s : o v 63.2
5 kFiscal Year 2016 R : ; X ;
Average Monthly. Pensiorj $ 326 % B40 05 1483 % 2,432 $.3440 % 4204 $. 570108 3288
“Average Monthly FAS: S 7,267 '$ 52865 5627 5 6518 C$Ta s T s 8,026 " 7,054
Numb‘ero\“R‘eﬁredMe‘mb‘ers 61 e 7o e 184 123 202 852
: Average Age’ L : : s 63.1
Fiscal Yaar 2017 X .
Average'Monthly Benefit $ 323 §°073U0S 1578 525160 % 343800§ 4301 § 5684 % 3466
Average Monthly FAS ' § 6,255 ] 433278 5818 8 670573 72688 7612 $7e75 s 681
Nurmiber of Retired Wembisrs 38 - 80" 83 89 eT 120 e 815
AveragéAge = o i N e 837
Fiscal Year 2018, . s 5
' Average Morihly Berefit 336§ 823§ 1503 §. 2578 §U3A7T1 s 4508 6867008 3362
Average Monthly FAS § 8,507 $005348°°8 5502 $U6,73800 S Ta07 s Tear BUUBAGE S 7080
Numb‘et‘of Retired Persang. 3 92 81 88 175 122 L7t 768
AverageAgé‘ : i S 632

116 1 Actuarial |
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SECTION G: ACTUARIAL METHODS AND ASSUMPTIONS
{Most Adopted Effective with the June 30, 2018, Actuarial Valuation)

Actuarial Cost Method as Mandated by 40 ILCS 5/17-129,
Adopted August 31, 1991

The Projected Unit Credit normal cost method is used, Under this method, the projected pension at retirement age
is first calculated and the present value at the individual member's current or attained age is determined. The
normal cost for the member for the current year is equal to the actuarial present vaiue divided by the member's
projected service at retirement. The normal cost for the plan for the year is the sum of the individual normal costs.

The actuarial liability at any point in time is the present value of the projected pensions at that time less the present
value of future normal costs.

For ancillary benefits for active members, in particular death and survivor benefits, termination benefits, and the
post-retirement increases, the same procedure as outiined above is followed.

Estimated annual administrative expenses are added to the normal cost.
For actuarial valuation purposes, as well as projection purposes, an actuarial value of assets is used.
Actuarial Assumptions

Actuarial assumptions are set by the Board of Trustees. All actuarial assumptions are expectations of future
experience and are not market measures.

Rate of Investment Return

7.00% per year, compounded annually, net of investment expenses.
Price Inflation (Increase in Consumer Price Index "CPI")
2.50% per annum, compounded annualily.

This assumption serves as the basis for the determination of annual increases in pension and the pensionable
salary cap for Tier 2 members.

Cost of Living Adjustment ("COLA"}

The assumed rate is 3.00% per year for members hired before January 1, 2011, based on the benefit provision of
3.00% annual compound increases. The assumed rate is 1.25% for members hired on and after January 1, 2011,

based on the benefit provision of increases equal to '/; of the increase in CPI-U with a maximum increase of 3.00%.

Wage Inflation
3.00% per annum, compounded annually.
Calculation of the Actuarially Determined Contribution

The amortization factor used to calculated the ADC is based on the Fund's assumed interest rate of 7.00% and an
annualized assumed rate of increase in total capped payroll of 2.20% (which is consistent with the projected
increase in total payroll from the projections used to calculate the statutory contribution requirements). The
Empiloyer Normal Cost and Amortization Payment are adjusted for expected contribution timing.

Total Payroll

Unless stated otherwise, total payroll includes employee contributions of 7.00% of salary picked up by the Board of
Education for employees hired prior to January 1, 2017. All contributions are calculated based on total payrofl.
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Mortality

re-retirerien -2014 Whi e

: ite: Col mp| : ;
S Mortality - sexdistinct 8% 113%

Postretirermiant ‘1 RP-2014  Disabled Anntitant
- Disabled Mortality. . o seX-distinct:

Post-retirement . RP-2014 White Collar Heatthy
“Healthy Mortality Annuitant; sex-distinct

103% LA06%.

108% kS 94%

Future mortality improvements are reflected by projecting the base mortality tables back from the year 2014 to the
year 2006 using the Society of Actuaries (SOA) MP-2014 (referred to as the RP-2006 base mortality tables) and
projecting from 2006 using the MP-2017 projection scale. The assumptions are generational mortality tables and
inciude a margin for improvement.

118 . Factuaiat 1
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Termination

Service-based termination rates were used. Sample rates are as follows:

0 30.00% 16 2.25%
1 16.00% 17 2.25%
2 13.00% 18 2.25%
3 12.00% 19 2.26%
4 9.00% 20 2.25%
5 9.00% 21 2.25%
6 8.00% 22 2.25%
7 6.00% 23 2.25%
8 5.00% 24 225%
9 5.00% : 25 2.25%
10 4.00% 26 : 2.25%
1 3.00% 7 225%
12 3.00% 28 2.25%
13 3.00% 29 - 2.25%
14 3.00% .30 1.75%
15 3.00% 3+ 1.75%

it is assumed that terminated employees will not be rehired. The rates apply only to employees who have not
fulfifled the service requirement necessary for retirement at any given age.

Salary Increases

llustrative rates of increase per individual employee per year, compounded annually:

20 12.85%
25 7.75%
30 6.25%
35 £.50%
40 4.50%
45 ; 3.75%
50 3.25%
55 3.00%
60 3.00%
85 ' 3.00%
70 3.00%

The underlying salary increase assumption is based on a wage inflation assumption of 3.00% per year.

{ Betuarial | ‘ 119
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Disability

Disabifity rates, based on recent experience of the Fund, were applied to members with at least 10 years of service.
Alf disabilities are assumed to be non-duty disabilities. Sample rates are as follows:

20 0.04%
25 0.04%
30 0.04%
35 0.05%
40 0.06%
45 0.08%
50 0.19%
55 0.24%
80 . 0.28%

Retirement

Employees are assumed to retire in accordance with the rates shown below. The rates apply only to employees who
have fulfilfed the service requirement necessary for retirement at any given age.

55 5.00% 20.00% 62 40.00%
56 5.00% 20.00% 63 25.00%
57 5.00% 2000% 64 25.00%
58 5.00% 20.00% 5 30.00%
56 7.00% 20.00% 86 25.00%
60 9.00% 22.50% 67 30.00%
61 11.00% 22.50% 68 20.00%
62 12.00% 22.50% 89 20.00%
63 13.00% 22.50% 70 20.00%
64 14.00% 2250% 71 20.00%
85 15.00% 25 00% 72 20.00%
66 16.00% : 25.00% 73 O 2000%
67 17.00% 25.00% 74 20.00%
68 18.00% 27.50% ) 75 100.00%
. 19.00% 27.50%

70 20.00% 30.00%

71 20.00% S 3000%

72 20.00% 30.00%

73 20.00% 30.00%

74 20.00% 30.00%

75 100.00% 100.00%

§ Astuariad §
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Active Member Population as of the Actuarial Valuation Date

The Tier 2 active population as of the actuarial valuation date of June 30, 2018, was increased by 150 members in
order to estimate the total expected number of active members that will be working and making contributions in the
upcoming fiscal year. Members who retire at the end of the school year have June retirement dates and are already
reflected as retirees in the data received as of June 30, but new active members to replace these members are not
hired until August or September and are not included in the census data until the following fiscal year. These
members are assumed {o have a similar demographic profile-as new entrants who have been hired in the last three
years.

Population Projection

For purposes of determining annual appropriation as a percent of total covered payroll, the size of the active group
is assumed to remain level at the number of actives as of the actuarial valuation date including expected new hires,
or 29,108. New entrants are assumed to enter with an average age and an average pay as disclosed below. New
entrants are-assumed to have a similar demographic profile as recent new entrants to the Fund. The average
increase in uncapped payroll for the projection period is 3.00% per year.

4700769
1,774,893
211,967

Assets

The asset values used for the actuarial valuation were based on asset information contained in the financial
statements for the year ended June 30, 2018, prepared by the Fund. The actuarial value of assets was determined
by smoothing unexpscted gains or losses over a period of four years. The investment gain or loss for a year is
caiculated as the total investment income on the market value of assets, minus expected investment return on the
prior actuarial value of assets. The final actuarial value is equal to the expected actuarial value plus {or minus) 25%
of the calculated gain (or loss) in the prior four years.

Expenses

Administrative expenses included in the normal cost are based on the previous years' administrative expenses
increased by 5.75%. Future administrative expenses are assumed to increase by 5.75% per year for 15 years and
then increase at a rate consistent with the increase in projected capped payroll thereafter.

Marriage Assumption

75.0% of active male participants and 65.0% of active female participants are assured to be married. Actual marital
status at benefit commencement is used for retirees.

{ Acruarial |
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Spouse's Age
The female spouse is assumed to be two years younger than the male spouse.
Total Service at Retirement

Ateacher’s total service credit at retirement is assumed to be 103.3% of the teacher’s regular period of service at
retirement.

Valuation of Inactive Members Eligible for Deferred Vested Pension Benefits

Benefits for inactive deferred vested members were determined by projecting the accumulated contribution balance
to retirement {age 62) with interest at the assumed investment rate of return, converted to an annuity, and then
loaded by 35%.

Contribution Timing
Projected employer contributions are assumed to occur based on the following timing:

Additional Board of Education Contribution (0.58% of pay) - June 30" (End of Year)
Additional State Coniribution {0.544% of pay) - Monthly (Middie of Year)
State Normat Cost Contribution - Monthly (Middle of Year)
Board of Education Early Payment of Special Tax Levy - March 1%, annually

a. 55% of prior year's tax levy is assumed to occur each March 1%

i, This amount is assumed to be $103,312,688 for fiscal year 2019 and increased each year
by 3%.

5. Remaining Board of Education Contribution - June 30" (End of Year)

W e

Decrement Timing
All decrements are assumed to occur during the middle of the year.
Decrement Relativity

Decrement rates are used directly from the experience study, without adjustment for multiple decrement table
effects,

Decrement Operation

Turnover decrements do not operate after a member reaches retirement efigibility. Disability decrements do not
operate after a8 member reaches normal retirement eligibility.

Eligibility Testing

Eligibility for benefits is determined based upon the age nearest birthday and service on the date the decrement is
assumed to ocour.

Assumptions as a Result of Public Act 96-0889

Members hired on or after January 1, 2011, are assumed to make contributions on salary up to the final average
compensation cap in a given year,

State contributions, expressed as a percentage of pay, are calculated based upon capped pay.

Capped (pensionable) pay was $113,645 for fiscal year 2018 and increases at % the annual increase in the
Consumer Price Index-U thereafter.

The annual increase in the Consumer Price Index-U is assumed to be 2.50% for all years.

{ Artuarial |
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Projection Methodology and Appropriation Requirement under P.A. 80-0655, P.A. 91-0357,
P.A. 96-0889, P.A. 99-0521 and P.A. 100-0465

Emptoyer Contributions under P.A, 96-0889
The following is an excerpt from the lllinois Compiled statutes 40 ILCS 5/17-128 (b)iv) - (b)(vil):

(iv) For fiscal years 2014 through 2059, the minimum contribution to the Fund to be made by the Board of
Education in each fiscal year shall be an amount determined by the Fund to be sufficient to bring the total
assets of the Fund up to 90% of the total actuarial liabilities of the Fund by the end of fiscal year 2058 in
making these determinations, the required Board of Education contribution shall be calculated each year as
a level percentage of the applicable employee payrolis over the years remaining to and including fiscal year
2059 and shall be determined under the Projected Unit Credit actuarial cost method,

(v

Beginning in fiscal year 2080, the minimum Board of Education contribution for each fiscal year shall be the
amount needed {6 maintain the total assets of the Fund at 90% of the fotal actuarial liabllities of the Fund.,

(vi) Notwithstanding any other provision of this subsection (b}, for any fiscal year, the contribution to the Fund
from the Board of Education shall not be required to be in excess of the amount calculated as needed to
maintain the assets (or cause the assets to be) at the 90% level by the end of the fiscal year.

(vil) Any contribution by the State to or for the benefit of the Fund, including, without limitation, as referred to
under Section 17-127, shall be a credit against any contribution required to be made by the Board of
Education under this subsection (b).

Additional State and Employer Contributions under P.A. 80-0655 and P.A, 91-0357
The foliowing is an excerpt from the Hlinois Compiled statutes 40 ILCS 5/17-127 (b):

(b) The General Assembly finds that for many years the State has contributed to the Fund an annual amount
that is between 20% and 30% of the amount of the annuat State contribution to the Article 18 retirement
system, and the General Assembly declares that it is its goal and intention to continue this level of
contribution to the Fund in the future, Beginning in State fiscal year 1999, the State shail include in its
annual contribution to the Fund an additional amount equal to 0.544% of the Fund's total teacher payroll
except that this additional contribution need not be made in a fiscal year if the Board has certified in the
previous fiscat year that the Fund is at least 90% funded, based on actuarial determinations. These
additional State contributions are intended fo offset a portion of the cost to the Fund of the increases in
retirement benefits resulting from this amendatory Act of 1988,

The foflowing is an excerpt from the iilinois Compiled statutes 40 ILCS 5/17-127.2 {(1)-(2):

Sec. 17-127 2. Additional contributions by employer of teachers. Beginning July 1, 1998, the employer of a
teacher shall pay to the Fund an employer contribution computed as follows:

(1) Beginning July 1, 1998 through June 30, 1999, the employer contribution shall be equal to 0.3% of sach
teacher's salary.

Beginning July 1, 1998 and thereafter, the employer contribution shall be equal to 0.58% of sach teacher's
salary. The employer may pay these employer contributions out of any source of funding available for that
purpese and shall forward the contributions to the Fund on the schedule established for the payment of
member contributions. These employer contributions nead not be made in a fiscal year if the Board has
certified in the previous fiscal year that the Fund is at least 90% funded, based on actuarial determinations.
These employer contributions are intended fo offset a portion of the cost to the Fund of the increases in
refirement benefits resuiting from Public Act 90-582.
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Board of Education Dedicated Property Tax Levy under P.A. 99-0521
as amended by P.A. 100-0465

The following is an excerpt from the Hlinois Compiled statutes 105 ILCS 5/34-53;

Beginning on the effective date of this amendatory Act of the 99" General Assembly, for the purpose of making
an employer contribution to the Public School Teachers’ Pension and Retirement Fund of Chicago, the Chicago
Board of Education (board) may levy annually for taxable years prior fo 2017, upon all taxable property located
within the district, a tax at a rate not to exceed 0.383%. Beginning with the 2017 taxable year, for the purpose of
making an employer contribution to the Public School Teachers’ Pension and Retirement Fund of Chicago, the
board may levy annually, upon all taxable property within the district, a tax at a rate of 0.567%. The proceeds
from this additional tax shall be paid, as soon as possible after collection, directly to the Public School Teachers’
Pension and Retirement Fund of Chicago and not to the Board of Education.

State Contributions under P.A. 100-0465
The following is an excerpt from the Hilincis Compiled statutes 40 ILCS 5/17-127 (d)(1)-{d){2):

(d} In addition to any other contribution required under this Article, including the contribution required under
subsection (¢}, the State shall contribute to the Fund the following amounts:

{1} For State fiscal year 2018, the State shall contribute $221,300,000 for the employer normal cost for
fiscal year 2018 and the amount allowed under paragraph (3) of Section 17-142.1 of this Code to
defray health insurance costs. Funds to this paragraph (1) shali come from funds appropriated for
Evidence-Based Funding pursuant fo Section 18-8.15 of the School Code.

{2) Beginning in State fiscal year 2019, the State shall contribute for each fiscal year an amount to be
determined by the Fund, equal to the employer normat cost for that fiscal vear, plus the amount
allowed pursuant to paragraph (3) of Section 17-142.1 to defray health insurance costs.

We calculated the required contribution based on the above legislation; the results are shown in the summary
section of this report.
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SECTION H: SUMMARY OF PLAN PROVISIONS
{as of June 30, 2018)

It should be noted that the purpose of this Section is to describe the benefit structures of CTPF for which actuarial
values have been generated. Many portions of the defined plans are described in a manner which may not be
legally complete or precise.

it is not our intent to provide an exhaustive description of all benefits provided under CTPF or the policies and
procedures utilized by CTPF staff. A more precise description of the provisions of CTPF can be found in Hllinois
Compiled Statutes (JLCS) Chapter 40, Articles 1, 17, and 20. In all situations, the plan provisions described in the
Statutes govern.

Purpose

The Public School Teachers’ Pension and Retirement Fund of Chicago, established in 1895 by the Jiiinois state
legislature, is a defined benefit public employee retirement fund that provides retirement, survivor, and disability
benefits to certain teachers and employees of the Chicago Public Schools.

Administration

Responsibility for the operation of the Fund and the direction of its policies is vested in a Board of Trustees of 12
members. The 12-member Board of Trustees is comprised of 8 members elected by the teacher contributors, 3
members elected by the annuitants, 1 member elected by the principal contributors and 2 members appointed by
the Board of Education. The administration of the detailed affairs of the Fund is the responsibility of the Executive
Director who is appointed by the Board of Trustees. Administrative policies and procedures are designed to ensure
an accurate accounting of funds of CTPF and prompt payment of claims for benefits within the applicable statute.

Membership

Any teacher and certain other employees of the Chicago Public Schools, approved charter schools and the Chicago
Teachers’ Pension Fund are participants of CTPF. Members hired prior to January 1, 2011, participate under the
Tier 1 benefit structure. Members hired on and after January 1. 2011, participate under the Tier 2 benefit structure.

Membership Service

Membership service inchudes all service rendered while a member of the Fund for which credit is allowable.
Contributors to the Fund cannot earn more than one year of service credit per fiscal year. Validated service within a
fiscal year is determined on a schedule of 170 days.

Member Contributions

Members are required to contribute a percentage of salary as their share of meeting the cost of the various benefits.
The total contribution rate of 9.0% of salary consists of 7.5% toward the retirement pension, 1.0% foward the survivor
pension, and 0.5% toward the post-retirement increase.

As of September 1981, the Board of Education has been paying 7.0% of the reguired teacher contributions for
Chicago public school teachers. Charter schoot contributions may be contributed at various rates by the employers
and teachers.

As a result of the collective bargaining agreement between the Board of Education of the City of Chicago and the
Chicago Teachers Union, Local No. 1, American Federation of Teachers, AFL-CIO, which became effective
December 7, 2016, teachers hired on and after January 1, 2017, will no longer receive the pension pick-up of 7.0%
from the Board of Education.

Retirement Pension
Qualification of Member

A member is eligible for a retirement pension after {1} completing 20 years of validated service, with the pension
payabie at age 55 or older, or (2) after completing & years of service with the pension payable at age 62 or older.
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Amount of Pension

The pension is based on the member's final average salary and the number of years of service credil that has been
established.

Final Average Salary is the average of the highest rates of salary for any 4 consecutive years of validated service
within the last 10 years.

For service eamed before July 1, 1888, the amount of the service retirement pension is 1.87% of final average
salary for the first 10 years, 1.90% for each of the next 10 years, 2.10% for each of the following 10 years, and
2.30% for each year above 30. For service earned after June 30, 1998, the amount of the service retirement
pension is 2.2% of final average salary for each year of service.

Service earned before July 1, 1998, can be upgraded to the 2.2% formula through the payment of additional
employee contributions of 1% of the teacher’s highest salary within the last 4 years for each year of prior service, up
to @ maximum of 20%,; which upgrades all service years. The number of years for which contributions are required
is reduced by one for each three full years of setvice after June 30, 1998. No contribution is required if the member
has at least 30 years of service.

The maximum pension payable is 75% of final average salary or $1,500 per month, whichever is greater.
Annual Increases in Pension

Postretirement increases of 3.0% of the current pension (i.e., increases are compounded) are granted to members
effective each January 1, occurring on or after the first anniversary of the pension or the 61 birthday, whichever is
later.

Reductions

Except for retirement after 34 years of service, the retirement pension is reduced by % of 1.0% for each month the
member is under age 60.

Survivors Annuity
Qualification of Survivor

A surviving spouse or unmarried minor children is entitled to a pension upon the death of a member while in service
or in retirement, Survivor's pensions are conditioned upon marriage having been in effect at least 1 year prior to
death.

Amount of Pension

The minimum survivor's pension upon death of an active or retired mamber is 50% of the deceased member's
pension at the date of death. If the surviving spouse is under age 50, and no unmarried minor children under age 18
survive, payment of the survivor's pension is deferred until age 50.

Annual Increases in Pension

Survivors’ pensions are subject to annual increases of 3.0% per year based on the current amount of pension
starting the later of when the member would have attained age 61 and receipt of 1 year’s pension payments.

Death Benefits
Amount and Duration of Payment

Upan the death of a member in service, a refund equatl fo the total contributions less contributions for survivor's
pensions is payable without interest to a designated beneficiary or the estate of the member, The death benefit
payable is the lesser of $10.000 and salary earned for the most recent & months.

Upon death of a member after retirement, the death benefit consists of the excess, if any, of the total contributions
over the total pension payments paid to the member or histher beneficiary. Furthermore, the death benefit is the
tesser of $10,000 and the most recent sakary earned for a 6-month period less 20% of the death benefit for each
vear that the member has been on pension, to a minimumn of $5,000.
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Non-Duty Disability Benefits
Qualification and Amount of Payment

A disability retirement pension is payable in the event of total or permanent disability with 10 or more years of
setvice, irrespective of age. The benefit is the unreduced service retirement pension. However, if the participant has
20 or more and less than 25 years of service and is under age 55, the benefit is reduced by % of 1.0% for each
month that the age of the member is below age 55 down to a minimum age of 50. if total service is 20 years or more
and the member has attained age 55, or after 25 years of service, regardless of age, the retirement pension is
payable without reduction.

Annual Increases in Annuity

Postretirement increases of 3.0% of the current pension (i.e., increases are compounded) are granted to members
effective each January 1, occurring on or after the first anniversary of the pension or the 61% birthday, whichever is
later.

Duty Disability Benefits
Qualification and Amount of Payment

A disability retirement pension is payable in the event of total or permanent disability from an injury that occurred
while working. The disability benefit provided is 75% of final average salary until attainment of age 85. At age 65,
the disabled retiree shall receive a service retirement pension, which includes service earned while disabled.

Annual Increases in Annuity

Postretirernent increases of 3.0% of the current pension (i.e., increases are compounded) are granted to members
effective each January 1, occurring on or after the first anniversary of the pension or the 61 birthday, whichever is
later.

Refunds

Upon termination of employment, a member may obtain a refund of his/her total contributions and those
contributions made on his/ther behalf, without interest,

A member who is unmarried at the date of retirement is entitled to a refund of the full amount contributed for the
survivor's pension, without interest,

Reversionary Pension

A member can provide a reversionary pensibn for a surviving beneficiary by having his/her current pension reduced.
if the beneficiary survives the date of the member's retirement, but does not survive the retired member, the member's
pension shall be restored to the full amount of pension in place prior to choosing the reversionary pension.

Health Insurance Subsidy

The Board may pay each recipient of a retirement, disability, or survivor's pension an amount to be determined by the
Board, which shall represent partial reimbursement for the cost of the recipient's health insurance coverage, with the
total amount of payment not to exceed $65,000,000, or 75% of the total cost of health insurance coverage in any year.
Retirement Systems Reciprocal Act

The Fund complies with the Retirement Systems Reciprocal Act (Chapter 40, Act 5, Article 20, of the lllinois
Compiled Statutes) to provide reciprocal benefits if a member has service credit for other public employment in
HHlinois.

Provisions Applicable to Members Hired On or After January 1, 2011, as a Result of P.A. 96-0889
Final Average Compensation

Based on last 8 years of service and may not exceed $106,800, as automatically increased by the lesser of 3.0% or
"%, of the annual increase in the Consumer Price Index-U during the preceding 12-month calendar year.
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Retirement Eligibility
Normal retirement - 67 years oid with 10 years of service.

Early Retirement - 62 years old with 10 years of service with a 6.0% per year reduction in benefit for each year age
is under 67.

Annual Increases in Annuity

Annual increases begin at the later of the first anniversary of retirement or age 67. The annual increases are equal
1o the lesser of 3.0% or '/, of the annual increase in the Consumer Price Index-U during the preceding 12-month
calendar year and are not compounded.

Survivor Benefits

Benefit equal to 66.67% of the earned retirement benefit at death, Survivor benefits are increased by the lesser of
3.0% or '/, of the annual increase in the Consumer Price Index-U during the preceding 12-month calendar year and
are not compounded.

Salary and COLA Development for Members Hired on or After January 1, 2011

2011 : . 3.00% $ 106.800.00
2012 3.90% 4 05% 1.95% 108,882.60
2013 2.00% . ~100% 1.00% ‘ 100,971.43
2014 1.20% 0.60% 0.60% ‘ 11063126
2015 170% B 0.85% 11157183
2016 0.00% 0.00% 0.00% 111,571.63
2017 1.50% E 0.75% 0.75% 112,408.42
2018 2.20% 1.10% 1.10% 113,644.91
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SECTION 1: ADDITIONAL PROJECTION DETAILS

Table 18: Additional Projection Details - Actuarial Accrued Liability
{Dollars in Millions)

2019
2020
2021
2022
2023
2024
2025
2026
2027
2028

$

17.010.68
16.690.63
16,339.15
15,956.88
15.544.63
15,103.35
14,634.16
14,138.42
13617.74

13,073.92

§

500.00
821.20
543.28
566.19
589.78
814.05
638.99
664.28
690.05

716.01

$ 528477
5,957.65
6,661.86
7,396.73
8,161.36
8.953.74
5,771.29

10.610.91
11,469.27

12,342.90

$ 127.54
156.87
185.87
216.87
252.09
291,87
337.26
389.07
447 36

512,52

$

0.00
0.00
723
2053
3937
6335
93.02
128.34
169.72

218.24

17,510.68
17,211.83
16.,882.43
16,523.07
16,134.41
16,717.40
15,273.15
14,802.71
14,307.7¢

13,783.93

§ 541231
6,114.52
8,854.96
7.634.13
8,452.82
9,308.98

10,201.57
11,128.32
12,086.35
13.073.66

$22922.99

23,328.35
23,737.38
241 57.20
24,587.23
25,026.38
25474.72
25931.03
26,304.14 ‘

26,863.59

This table has been adjusted to display information for the next 10 fiscal years. For the full table, please see the fiscal year
2018 actuarial vaiuation, which can be found af www.cipforg.

Table 19: Additional Projection Details - Present Value of Future Benefits
(Dollars in Miilions)

2019
2020
2021

2022
2023
2024
2028
2026
2027

2028

17,010.68
16,690.63
16,339.15
15,956.88
15,544.63
15,103.35
14,634.16
14,138.42
13,617.74

13,073.92

500.00
521.20
543.28
566.19
589.78
614.05
838.99
664.29
690.05

716.01

$ 8,960.88
9,554.79
10,171,868
10,810.54
11,470.38
12,149.22
12,844.72
13.554.23
14,274.94

15,003.94

3 73843
769.12
800.87
836.02
876.16
921 ,15
97161

1,028.00
1,080.05

1,157.96

$

0.00
9287
196.60
308.02
428.18
§68.17
698.01
843.27
1.001.32

1,171,589

3

17,510.68
17.211.83
16,882.43
16,523.07
16,134.41
15,717.40
18,273.15
14,802.71
14,307.79

13,789.83

$ 9,700.31
10.416.58
11,160.15
11,955.58
12,775.72
13,628.54
14512.34
1542550
16,366.31

17,333.48

$ 27,210.98

27.628.41
28,051.58
28,478.65
28,910.13
20,345.94
29,785.49
30,228.21
30,674.10

31,123.42

This table has been adjusted to display information for the next 10 fiscal years. For the full fable, please see the fiscal year
2018 actuarial vatuation, which can be found at www.clpf.org.
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Table 20: Additional Projection Details - Benefit Payments
Including Administrative Expenses and Health Insurance Subsidy
{Dollars in Millions)

2018 § 146054 § 1334 § 8169 § 3888 § 000 § 1,473.88 % 857§ 1 1,59245
2020 1,468.27 13.92 97.45 3549 8.76 1,483.19 139.70 182289
2021 1,475.25 14,61 118.05 3343 12.98 1,489.86 162.46 1,652.32
2022 1,478.36 15.51 137.20 30.27 18.32 1.493.87 J18879 1,680.66
2023 1478.54 16.45 16174 2777 2594 1,484,99 29545 1,710.44
2024 1,475.65 17.44 189.86 25.10 32.27 1493.09 24723 1,740.32
2025 1,469.57 18.78 221.66 22.48 39.01 1,488.35 28318 1.771.50
" 2098 1460.12 20.06 25715 . 2050 45.86 1,480.18 323.60 1,803.78
2027 1,447.28 21.59 298.21 18.94 52.48 1,468.85 367.60 1,836:45
2028 1,430.83 2320 339.62 18.79 59.11 145403 ° 417.52 1871585

* This table has been adjusted fo display information for the next 10 fiscal years. For the full table, piease see the fiscal year
2018 actuarial valuation, which can be found at www.clpforg.

Table 21: Additional Projection Details - Active Population, Covered Payroll,
Employee Contributions and Normal Costs
{Dollars in Millions)

$1.611.21 §  145.01 $374 55 8718 § 50685 §

19,389

4562 § 5660 o sl o6 e oee 1 g b0

5291 U 2518 121.54~ K 10.94. M3

2020 18,184 1.584.70 142.82 375.08 8,431 47433

4289

2021 17,131 1,561.03 140.49 375.86 7,578 454.83 40,93 5082 ) 4401 t 22242 25.34

2022 16,186 1,637.35 138,36 375.85 8917 441.53 39.74 49,647 6,008 L 31B.87 X 38,18

2025 16,303 1513.13 136.18 375.48 6,405 433,43 38.01 L AGT e T AR : 407.38 113666 46.46

2024 14450 1,486.98 13383 37430 5993 42893 38,60 0492807 TBBES. 49656 4469 56:66

2025, 13.687 1,457.88 13121 37212 5,658 427 44 3847 48,75 : 9‘7‘93 58533 .52.68 66.86
2028 12,884 142563 12831 368.90‘ 5,385 428.36 28585 50,6‘1 16,840 f 87443 : §0,70 . T8
2027 12,132 1.380.14 12811 384,63 5,151 43049 38.74 51.86 ‘1 1,825+ 765,36 ) 68.88 . . 8787
2028 11400 1,351.61 121.64 359.10 4,936 43283 38.96 52.80 12772 . -858.51 R 77.36 998.08

* This table has been adjusted o display information for the next 10 fiscal years. For the full table, please see the fiscal year
2018 actuarial valuation, which can be found at www.clpforg.
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STATEMENT OF CHANGES IN FIDUCIARY NET POSITION

PENSION FUND

232

For the Year Ended June 30, 2018, with Comparative Totals for 8 Years

Contributions:

Intergovernmental; net~(En\pibyer) $

Erﬁploye;e‘comribulibns

784402000'S 746840000 §
183679208 187538787

(68,867,696) (49,000,701}

635,070,000 §

191,882,430

643,667,000 '$: 1 565,416,141
191,233,208 [0 187,845,085

Allocation to Health Insufance Furid "

investment Income .

Nt invesxmekntkincome {loss):
Intereston tate required contribution
-payments. ST 2

Miscellansots

'901.213500'8 885378086 §
BOGTDA544  1,203,003.930
1123818 -

351,361 214,118

826,852430 $

(28,176,952)

1,483,060

834,900,208 §: 773,262,206

381,688,431 1685079840

943,948 S

Total Additions {Losses):

Pension Benefits
3 Rexireﬁwent :
‘Survivo‘rs :
“Disability
. Réfunés: :
‘Se;mra‘h‘ow
Death
v Other,
beéth Benefits:
o Heirs of Adiive '};eaéﬁers

“Heirs of Anniittants

393,429 § - 218,598,144 &

1367,547495  1,322,061,148

§5,729/685 53,004,333
13,986851 14,382,601

7.679.767 22,718,240
2,311,835, 4,095,450
5073775 5,305,680
U 4p5.729 755,675

3,485,282 2,524,967

800,238,528 §

1.282,078.958
50,082,015

14,372,308

23,077,014
4,581,068

917,518

1,188,629

3,568,888

12175326758 2458342048

1,242,868,308 U 1.211,523,030°

47,403,198 44428213
14,228,383 13882021
17,504,508 22332203
2009,485 3508,338
4,365,794 6,901,534
161,214 194,115

3,031,417 3,480,505

$.::1466280439° §  1,424,938,184 § 1384826398 3

and

Expenses.

21,524,303 13,781,343

12,208 862

1,331,567,407 -$ 1 1,306,347,856

11,705,562 10,494,139

Totat Deductions

S LABTE0NTIZ 8 1438,719527 § 13074

260§

'1,343.272,969 § 1,316,835 995

Netincrease (decrease)
‘Nt assets held In trust for benefits:
Beginning-of period

“Transfer of residual assets 10 Pensios

311,591,587 679,876,617

10,703173.927 10,003.067.568

e 20,229,722

(596,886,732)

10,689,954 320

(125,740,204) - 1,141,506,051

10,815.604,514 9.674,188,563

. Endofpered

U104,765,514  10,793,173,927 § 10,093,067,585 'S 10,689,054,320° $ 10,815,684,814

* The Health insurance Fund is not in an OPER Trust, nor are the OPEB assels restricted soiely for OPEB.
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Continued from previous page

Contiibutions:

*Intargovernmental; net (Ermployery T § 142,854,000 $ 138,720,011 .8 143:580,004°8 1 200,750,950 § 198,069,327

Esmployse contributions =1 188,356,204 187,141,384 11 185,882,636 194,621,581 176,176,976

Alocatiors to Health insursince Fund — — L -

331010294

325,870,385 329‘,‘472,630‘ Lo 488,381,501 § 374,246,302
Investment incoms | B

“Net investment income (ioss) 1,174,500,001 {38,124,125) 2,123,272,170 1,107(453,893‘ {2.464,420,944)

“interest on late required contribution
‘payments L S

Miscellaieous S - 431,790 EER0T B -

TémlAddkiur;s(Losses) L S soERI0295 6 288,478,060 2452,800,107 $ 1,592,835,399 8

Pension Benefils:

Retirement o ; 1973343019 1062373677 0909321 043 252,537 897,873,287

SUrvivors L 41,503,227 38,812,556 36,196,804 T 33738810 31,028,747

Disabifity 000w Lo 13,472,748 12,698,514 12,019,044 s 11,673 453

“Refunds:.

‘Separation. o 12,048,507 17,521,797 0131351132 9,334,950 10,615,031

4,139,266 13373836 4253510 3,785,163

CDedth o ; 3,284,366

Other.= 1 P 8554008 14,633,633 10,671.550" 7495834 5658.269

Death Bonsfits: -

Heirs.of Active Teachers : 441,036 387,047 0419860 496,832 514,743

i Heirs ofAnmJit‘ams p B 3,553,273 2,837,334 0 2,840,859 2448315 2,482,789

1.257,100.364 $

1,153,803,764 '$.1,077,980:337° § . 1,012.533,811 963,591,482

11,537,394 10,120,434 - ‘9.‘527,93‘8‘ 8,800,848 8,751,945

Expanses
Total Deductions 1 L 1odgRaT,7E S 1,163,624,198 5 1 1,087,508,275 51 1,021,334758 § | 972343427

Netinicréase (décrease) 236,872,537 (675.446,138) . 1.365.201,832 571500640 (3.062.518,069)

Netassets held in trust for benefits:

‘Beginningofpe‘(iod‘ : : G : 8,437,318,026  10.312,762,164 B8.947,470,332 : §375960.602.  11,438,487,761

Transter of tesidual assets 1o Pen

S Endofperiod s ToaTAfBE56T 5 5437316026 5 10,312762164 § B947,470,332 '§ B,375,969,667
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STATEMENT OF CHANGES IN FIDUCIARY NET POSITION

HEALTH INSURANCE FUND
For the Year Ended June 30, 2018, with Comparative Totals for 8 Years

Contributions:

Alocation of Employer Confibulion Blus. g 65333655 5 49000701 § 65,000,000 5 05000000 5 65,000,000
investment Income:

Net investment income : - - 189,789 51,868 55,134
Miscellaneous — — — — 8,000,000
Total‘Addmpns} s ; 080 65,333,655 % 49,000,701 § ‘ss‘,ié‘a,‘ns $ | 65051,868 S 73085134

Health Insurance Premiuim Subsidy 56,333,655 49,000,701 66,673,226 79,316,153 72,874,594

P

Total Deductions 1 S B8330,655°8 1 49,000,701 S| 66,673,226 % 70318153 $1 | 72874504

Net increase (decrease) . — {1,483437) {14,264,285) 180,540

Fiduciary Net Position Held in Trust for
Pension Benefits:

Beginning of period N - 20,229,722 21,713,159 35,977,444 35,796,904
Transter of residual assets o Pension Plan e (20.229,722) - e -
Endofperiod Tl o =g S 20209722° 01359 8 35,977 404
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Continued from previous page

Contributions:

o of Cobtii

- Adocations from Prior. Years,
Investment Income: ;
Net investment income:

Miscellangous

235

“65,000,(;)00 $ 5,000,000 §

82,82

8.352,647

41,058

65,000,000° $

20471

8,770,651 10,338,661

65,000,000 $

119,855

85,000,000

514,200

15,000,000

i Total Additions.

<-Health Insurance Premium Subsidy

LaTTes s

71,763,623 69,011,323

79,953,873

80,814,200

75,811,835

Total Deduictions

TATEA52 S 89,011,323 5

79953873 5

75,811,835

Netinciease (decrsase)

Fiduciary Net Position Held in Trust for
o Penslon Beneﬁ;s g : 5

+ Begirining of period... -

1671946

134,124,858

2,800,388

31,324,572

(3.533,760)

34,867,732

(14,834.018)

49,681,750

4,702,365

44,989.385

“Teansfor of vesidual assels to Pension Pan

ss7ees0a s

288 5 3132
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ANNUITANTS
Distribution of Current Annuitants by Benefit Type
As of June 30, 2018

236

12500

501+ 1,000

10011500

1,501 2,000

-2,001-2500

~ 2,501+ 3,000

30013500 -

3.501-4,000-."

4,001 4,500

450155000

5,001 5,500 :

5,501 6,000

8,001+ 6,500

6,501-7,000"
7,017,500
7,501 8,000

8,001 8,500
8501 - 9.000
8,001~ 9,500

$7:°9.500 & Over.

383
381
310
227
228
257
293
289
327
388
646
819
621
287
192
150

98

87

74

228

882
296
250
208
192
148

437

L8864
267
g8

e
192"

148:

438

i Total

+.8,286

-18,841

4080 358 14850 2p0s s aner2
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ANNUITANTS
Distribution of Pensioners with Health Insurance Reimbursements by Size of Annuity
As of June 30, 2018

0409
5007999
1,000 1,498

1,500-1,899"
(2.000%2,499"
2,502,099
3,000~ 3.409"
3,500 3,999
4,000 = 4,499

74,500 4,999
5000 ¥5,499
5,500 - 5,999
5,000 6,496
6,500+ 6,999
17,0004 7,499
7.500 - 7,999
8,000+ 8,498
8,500 8,999
19,000 8 Gver
Yotal::

only who have i from the Fund's providers.
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SCHEDULE OF AVERAGE BENEFIT PAYMENTS FOR PERSONS RETIRED

Within the Last 10 Years

238

‘Fiscal Year 2000° :
Average. Monthly Pension
Average Fmal Salry* :
“Number ¢ f Retired Member\:.

E‘sca! Year 2010

Average Mén}ﬁ(y Pension
Average Einal S:aary‘; s
Nutnber of Retired Members

“Fiscal Yoar 2011

: Average Monthly Pension
Average Final Salay

Number of Refired Members

‘Fiscal Year. 2012

Average Monthly Pension
Av‘emg&‘a‘F(n‘a!kS‘ala(y"f :
“Number of Reﬁreki Merribers

Fiscal Year 201 :5

Average Month Pension B
Average Final Sala -
Number:of Retir

Fiscal Year 2014
Average: Monthly Pension:.
Average Fmal Saiaxy
Number of Refited Members

Fiscal Year 2015

Average Mon{hty Pensmn
Average Firial $aiary
Numbér of Retired Mernbers

F-scal Year 2018

Average Momhw Pensxon
Average Final Sa)ary
Nurmber of Refired Members

Fiscal Year 2017

Average WMonthly Beriefit
Avérage: Final Salary N
Number éf Retired. Persons ‘

Fiscal Year 2018

Average Mon{hly

A\teragg Final S ryf ‘
‘Number of Retired Persons

38 v

3% 5 gs 503 3 57808 34T
: 0 8 7407
39 e e

122

* The higher final average safaries in the 0 - 4 years of credited service are the result of a higher concentration of members with larger salaries
who have service with other reciprocal pension plans. Table does not include disabled members or surviving Spouses.
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PARTICIPATING MEMBERS

Number of Active Membaers*

239

5054

* Active members consist of vested and non-vested employees.
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