NORTH DAKOTA RETIREMENT
AND INVESTMENT OFFICE
Bismarck, ND

FINANCIAL STATEMENTS
June 30, 2019 and 2018



North Dakota Retirement and Investment Office
Table of Contents
June 30, 2019 and 2018

PAGE

INDEPENDENT AUDITORS’ REPORT ..ottt sttt ans 1
REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN

AUDIT OF FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS........ccooeiiiinirenese e 4
MANAGEMENT’S DISCUSSION AND ANALYSIS ..ottt 6
FINANCIAL STATEMENTS

Statement of Net PoSition — FIdUCIArY FUNGS ..o e 13

Statement of Changes in Net Position — FiduCiary FUNGS ..........ccocovviiiiiiiiee e 14

Notes to Combined FiNanCial StAtEMENTS..........cco i 15
REQUIRED SUPPLEMENTARY INFORMATION

Schedule of Changes in NPL and Related Ratios — ND Teachers’ Fund for Retirement.............c..c......... 56

Schedule of Employer Contributions — ND Teachers’ Fund for Retirement...............ccooeveviviicinniennne. 57

Schedule of Investment Returns — ND Teachers’ Fund for Retirement...........cccocveieiiiieniniicncceeee, 58

Schedule of Employer’s Share of NPL and NOL — ND Public Employees Retirement System............... 59

Schedule of Employer Contributions — ND Public Employees Retirement System ..........cccccoocevvvviennnee. 60
SUPPLEMENTARY INFORMATION

Combining Statement of Net Position — Investment Trust Funds — Fiduciary Funds ...........c.cccoceveveennnnne 61

Combining Statement of Changes in Net Position — Investment Trust Funds — Fiduciary Funds ............ 63

Pension and Investment Trust Funds — Schedule of Administrative EXPenses..........ccocvovvieneneicinnnnnn 65

Pension and Investment Trust Funds — Schedule of Consultant EXPenses..........coovvvvrerenenieneseeiennens 66

Pension and Investment Trust Funds — Schedule of Investment EXPENSES ........cccevvvveeeieerieeneesieesinenenenns 67

Schedule of Appropriations — Budget Basis — Fiduciary FUNGS............cccooviviieiieie i 68
SPECIAL COMMENTS REQUESTED BY THE LEGISLATIVE AUDIT

AND FISCAL REVIEW COMMITTEE YEAR ENDED JUNE 30, 2019.......ccccoovviiiinineieieieee 69

AUDIT COMMITTEE COMMUNICATIONS ..o 70



CliftonLarsonAllen LLP
CLAconnect.com

INDEPENDENT AUDITORS' REPORT

Governor Doug Burgum

The Legislative Assembly

David Hunter, Executive Director/CIO

State Investment Board

Teachers’ Fund for Retirement Board

North Dakota Retirement and Investment Office

Report on the Financial Statements

We have audited the accompanying financial statements of the North Dakota Retirement and Investment
Office (RIO), a department of the State of North Dakota, which comprise the statement of net position —
fiduciary funds as of June 30, 2019 and 2018, and the related statement of changes in net position —
fiduciary funds for the years then ended, and the related notes to the financial statements, which
collectively comprise RIO’s basic financial statements, and the combining and individual fund financial
statements as of and for the years ended June 30, 2019 and 2018, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

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

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of RIO as of June 30, 2019 and 2018, and the respective changes in financial position
for the years then ended in accordance with accounting principles generally accepted in the United States
of America. Also, in our opinion, the combining and individual fund financial statements referred to above
present fairly, in all material respects, the financial position of each of the individual funds of RIO as of
June 30, 2019 and 2018, and the results of the changes in financial position of such funds for the years
then ended, in conformity with accounting principles generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 1, the financial statements of RIO are intended to present the financial position and
the changes in financial position of only that portion of the State of North Dakota that is attributable to the
transactions of RIO. They do not purport to, and do not, present fairly the financial position of the State
of North Dakota as of June 30, 2019 and 2018, and the changes in its financial position for the years then
ended in conformity with accounting principles generally accepted in the United States of America. Our
opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management'’s
discussion and analysis and the schedules of changes in NPL and related ratios - ND Teachers’ Fund
for Retirement and employer contributions - ND Teachers’ Fund for Retirement, investment returns - ND
Teachers’ Fund for Retirement, employer’s share of NPL and NOL — ND Public Employees Retirement
System and employer contributions — ND Public Employees Retirement System and related notes, as
listed in the table of contents, be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.
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Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise RIO’s basic financial statements and the combining and individual fund financial statements.
The schedules of administrative expenses, consultant expenses, investment expenses, and
appropriations — budget basis — fiduciary funds, as listed in the table of contents, are presented for
purposes of additional analysis and are not a required part of the basic financial statements.

These schedules are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to 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 information is fairly stated, in all
material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Audit Standards, we have also issued our report dated October 30, 2019,
on our consideration of RIO’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements and other matters. The
purpose of that report is solely to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the effectiveness
of RIO’s internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards in considering RIO’s internal control
over financial reporting.

%Zwm% L7

CliftonLarsonAllen LLP

Baltimore, Maryland
October 30, 2019
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Governor Doug Burgum

The Legislative Assembly

David Hunter, Executive Director/CIO

State Investment Board

Teachers’' Fund for Retirement Board

North Dakota Retirement and Investment Office

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the basic financial statements of the North Dakota
Retirement and Investment Office (RIO), a department of the State of North Dakota, which collectively
comprise RIO’s basic financial statements, and the combining and individual fund financial statements,
as of and for the year ended June 30, 2019, and the related notes to the financial statements, and have
issued our report thereon dated October 30, 2019.

Internal Control over Financial Reporting

Management of RIO is responsible for establishing and maintaining effective internal control over
financial reporting. In planning and performing our audit, we considered RIO's internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on the effectiveness
of RIO’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of RIO’s internal control over financial reporting.

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

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.
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Compliance and Other Matters

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

Purpose of this Report

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

/%KZ/MM/% L7

CliftonLarsonAllen LLP

Baltimore, Maryland
October 30, 2019



North Dakota Retirement and Investment Office

Management’s Discussion and Analysis

June 30, 2019 and 2018

Our discussion and analysis of the ND Retirement and Investment Office’s (RIO) financial performance provides

an overview of RIO’s financial activities for the fiscal years ended June 30, 2019 and 2018. Please read it in
conjunction with the basic financial statements, which follow this discussion.

RIO administers two fiduciary funds, a pension trust fund for the ND Teachers’ Fund for Retirement (TFFR) and
an investment trust fund for the ND State Investment Board (SIB) consisting of 24 investment clients in two
investment pools and four individual investment accounts.

Financial Highlights

Total net position increased from the previous fiscal year in the fiduciary funds by $885.4 million (6.4%) and $1.5
billion (11.8%) in FY2019 and FY2018, respectively. Approximately 62% of the FY2019 increase and 61% of
the FY2018 increase is due to the growth of the Legacy Fund. The Legacy Fund was created by a constitutional
amendment in 2010. The amendment provides that 30% of oil and gas gross production and oil extraction taxes
on oil produced after June 30, 2011, be transferred to the Legacy Fund. Transfers into the Legacy Fund totaled
$692.6 million and $529.9 million, and net investment income exceeded $309 million and $361 million in FY2019
and FY2018, respectively.

Total additions in the fiduciary funds for FY2019 and FY2018 decreased by $60.1 million (3.0%) and $78.1
million (3.7%), respectively. Net investment income decreased in both years (by $181.6 million and $302 million
respectively), due to weaker financial markets during those two years. There was an increase in new purchases of
units in the investment program in both fiscal years due to strong oil and gas tax collections affecting the Legacy
Fund. Total fiduciary fund purchases of units increased $116.6 million (13.4%) and $223.2 million (34.4%) in
FY2019 and FY2018, respectively.

Deductions in the fiduciary funds increased by $511.2 million (93.3%) in FY2019 after decreasing the prior year
by $562.8 million (50.7%). The majority of the increase from FY2018 to FY2019 was in redemptions of units,
which increased by $497.8 million (148.1%) due to the constitutionally mandated earnings transfer from the
Legacy Fund to the General Fund. The State Constitution requires that all earnings accrued after June 30, 2017,
be transferred to the General Fund at the end of each biennium. A transfer of $455.3 million was made in July,
2019, and accrued as of the end of FY2019. The majority of the decrease in deductions from FY 2017 to FY2018
came from the $574.5 million decrease in redemptions of units caused by the large drawdown of $572.5 million
in the Budget Stabilization Fund in FY2017 to cover the State’s income shortfall during the 2015-17 biennium.

Payments to TFFR members in the form of benefits and refunds increased by $13.2 million (6.4%) and $11.5
million (5.8%) in FY2019 and FY2018, respectively. These increases represented a rise in the total number of
retirees drawing retirement benefits from the pension fund as well as an increase in the retirement salaries on
which the benefits of new retirees are based.

As of June 30, 2019 and 2018, the TFFR pension plan had a Net Pension Liability (NPL) of $1.38 billion and
$1.33 billion, and Plan Fiduciary Net Position as a percent of Total Pension Liability (TPL) of 65.5% and 65.5%,
respectively.

Overview of the Financial Statements

This report consists of four parts — management’s discussion and analysis (this section), the basic financial
statements, required supplementary information, and additional supplementary information that presents
combining statements for the investment trust funds. The basic financial statements include fund financial
statements that focus on individual parts of RIO’s activities (fiduciary funds).



North Dakota Retirement and Investment Office
Management’s Discussion and Analysis
June 30, 2019 and 2018

The financial statements also include notes that explain some of the information in the financial statements and
provide more detailed data. The statements are followed by a section of required supplementary information that
further explains and supports the information in the financial statements. In addition to these required elements,
we have included additional supplementary information, including combining statements that provide details
about our investment trust funds, each of which are added together and presented in single columns in the basic
financial statements.

Fund Financial Statements

The fund financial statements provide detailed information about RIO’s activities. Funds are accounting devices
that RIO uses to keep track of specific sources of funding and spending for particular purposes.

RIO uses fiduciary funds as RIO is the trustee, or fiduciary, for TFFR (a pension plan) and SIB (investment trust
funds). RIO is responsible for ensuring that the assets reported in these funds are used for their intended purposes.
All of RIO’s fiduciary activities are reported in a statement of net position and a statement of changes in net
position.

Financial Analysis

RIO’s fiduciary fund total assets as of June 30, 2019 and 2018, were $15.2 billion and $13.8 billion, respectively,
and were comprised mainly of investments. Total assets increased by $1.3 billion (9.7%) and $1.4 billion (11.5%)
from each prior year primarily due to strong financial markets.

Total liabilities as of June 30, 2019 and 2018, were $511.3 and $54.7 million. Over 90% of the liabilities ($455.3
million) as of June 30, 2019, were the Legacy Fund’s earnings due to the General Fund at the end of the biennium.
Previous year-end liabilities were comprised mainly of the securities lending collateral payable.

RI10O’s fiduciary fund total net position was $14.7 billion and $13.8 billion at the close of fiscal years 2019 and
2018, respectively.



North Dakota Retirement and Investment Office

Management’s Discussion and Analysis
June 30, 2019 and 2018

North Dakota Retirement and Investment Office
Net Position — Fiduciary Funds

(In Millions)
Total
%
2019 2018 Change
Assets
Investments $ 15,0287 $ 13,696.7 9.7%
Securities Lending Collateral 46.3 48.1 -3.9%
Receivables 87.7 75.2 16.6%
Cash & Other 20.5 20.9 -1.6%
Total Assets 15,183.2 13,840.9 9.7%
Deferred Outflows of Resources
Deferred outflows related to pensions 1.2 14 -12.9%
Liabilities
Obligations under Securities Lending 46.3 48.1 -3.9%
Accounts Payable & Accrued Expenses 465.0 6.6 6990.3%
Total Liabilities 511.3 54.7 834.8%
Deferred Inflows of Resources
Deferred inflows related to pensions 0.2 0.1 124.4%
Total Net Position $ 14,6729 $ 13,7875 6.4%
Total %
2018 2017 Change
Assets
Investments $ 13,696.7 $ 12,2515 11.8%
Securities Lending Collateral 48.1 7.7 -38.0%
Receivables 75.2 69.0 9.1%
Cash & Other 20.9 19.3 8.1%
Total Assets 13,840.9 12,417.5 11.5%
Deferred Outflows of Resources
Deferred outflows related to pensions 14 0.6 113.3%
Liabilities
Obligations under Securities Lending 48.1 7.7 -38.0%
Accounts Payable & Accrued BExpenses 6.6 9.5 -30.9%
Total Liahilities 54.7 87.2 -37.3%
Deferred Inflows of Resources
Deferred inflows related to pensions 0.1 0.1 -13.0%
Total Net Position $ 13,7875 $ 12,330.8 11.8%




North Dakota Retirement and Investment Office
Management’s Discussion and Analysis

June 30, 2019 and 2018

North Dakota Retirement and Investment Office

Changes in Net Position — Fiduciary Funds

Additions:
Contributions
Net Investment Income
Net Securities Lending Income
Purchase of Units
Total Additions

Deductions:
Payments to TFFR members
Administrative Expenses
Redemption of Units

Total Deductions

Total Change in Net Position

Additions:
Contributions
Net Investment Income
Net Securities Lending Income
Purchase of Units
Total Additions

Deductions:
Payments to TFFR members
Administrative Expenses
Redemption of Units

Total Deductions

Total Change in Net Position

(In Millions)
Total %
2019 2018 Change
$ 173.9 $ 168.9 3.0%
781.6 963.2 -18.9%
1.2 13 -7.3%
987.8 871.3 13.4%
1,944.5 2,004.7 -3.0%
2212 208.0 6.4%
4.0 3.8 6.1%
833.9 336.2 148.1%
1,059.2 548.0 93.3%
$ 885.4 $  1456.7 -39.2%
Total %
2018 2017 Change
$ 168.9 $ 168.1 0.5%
963.2 1,265.3 -23.9%
13 1.2 5.5%
871.3 648.1 34.4%
2,004.7 2,082.7 -3.7%
208.0 196.5 5.8%
38 35 9.3%
336.2 910.7 -63.1%
548.0 1,110.7 -50.7%
$  1456.7 $ 972.0 49.9%
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Statement of Changes in Net Position — Additions

Contributions collected by the pension trust fund increased by $5.0 million (3.0%) and $0.8 million (0.5%) over
the previous fiscal years due to both an increase in the number of active members contributing to the fund and an
increase in the average salary of active members. Net investment income (including net securities lending income
and net of investment expenses) decreased by $181.7 million (18.8%) and $302 million (23.8%) in FY2019 and
FY2018, respectively. This was the result of weaker financial markets in both years compared to FY2017.
Deposits of funds into the investment trust fund (purchase of units) continue to increase year-over—year, from
$648.1 million in FY2017 to $987.8 million in FY2019, mainly due to increased deposits to the Legacy Fund.

Additions to Net Position
(in thousands)

1,400,000

1,200,000

1,000,000

800,000

E2019

600,000

W 2018
400,000

— 02017

200,000

i B

Retirement Change in fair value Investment Income Investment Expenses Purchase of Units
Contributions of investments

(200,000)

Statement of Changes in Net Position — Deductions

Benefits paid to TFFR plan participants, including partial lump-sum distributions, increased by $13.2 million
(6.4%) and $11.3 million (5.9%) in FY2019 and FY2018, respectively. The increases are due to an increase in
the total number of retirees in the plan as well as an increased retirement salary on which the benefits are based
upon. Refunds increased by nearly $339,000 (6.1%) and $150,000 (2.8%) in fiscal years 2019 and 2018,
respectively.

Administrative expenses increased by nearly $233,000 in fiscal year 2019 and $322,000 in fiscal year 2018. This
increase was mainly due to an increase in IT contractual services, including the addition of investment risk
analysis/monitoring software in the second half of the fiscal year 2017 (a full year in fiscal year 2018), the payment
of the biennial retirement administration software maintenance fee in FY2019; and an increase in pension expense
each year due to R1O’s participation in the NDPERS pension plan.

The redemption of units in the investment trust funds increased by $497.8 million in FY2019 due to the first
biennial earnings transfer from the Legacy Fund. The redemption of units decreased in FY2018 by $574.5 million

10
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due almost entirely to the FY2017 drawdown of $572.5 million in the Budget Stabilization Fund to cover the
State’s income shortfall during the 2015-17 biennium.

Deductions from Net Position
(in thousands)

1,000,000
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600,000 —
500,000 —
400,000 —
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200,000 A —
100,000 - —

T T T 1

@2019

W 2018

02017

Benefits Refunds Admin Expenses Redemption of Units

Conclusion

For the fiscal year ended June 30, 2019, the pension investment pool (which includes the TFFR pension plan) and
the Legacy Fund generated net time weighted investment returns of 5.5% and 5%, respectively, trailing their
respective policy benchmarks. The insurance investment pool achieved a net time weighted return of 6.4% last
year. Investment returns for global equities did not meet long-term expectations in fiscal 2019 due to the continued
weakness in the international markets and significant return divergence between large and small companies, with
larger companies in the United States returning over 10% last year (as referenced by the S&P 500 Index and
Russell 1000 Index) while smaller U.S. companies fell over 3.3% in fiscal 2019 (as referenced by the Russell
2000 Index). Overall investment performance was negatively impacted by escalating concerns over the global
trade war between the United States and China which significantly heightened volatility. Federal Reserve Board
actions in the fourth quarter of 2018, which included a 0.25% rise in the target Federal Funds Rate, also dampened
investor sentiment. Equity returns varied widely with U.S. equities in the pension investment pool earning over
8.3% in fiscal 2019 whereas international equities fell by 0.50%. Fixed income results were strong, gaining 7.8%
in FY'19, while global equities only gained 4.2% last year. Real asset performance was mixed but largely in line
with overall benchmarks for the pension investment pool, with real estate up 6%, infrastructure up 5.1%, and
timber up 4.1% in the last year. Private equity returns improved within the pension investment pool and rose
8.6% for the 1-year ended June 30, 2019.

For the fiscal year ended June 30, 2018, the pension investment pool and the Legacy Fund generated net time
weighted investment returns of 9.1% and 7.5%, respectively, surpassing their respective policy benchmarks. The
TFFR pension plan generated a net time weighted return of 9.1%, also exceeding its policy benchmark. The
insurance investment pool also performed well and achieved a net time weighted return of 5.2% that year.
Investment returns exceeded long-term expectations in fiscal 2018 due to the continued strength of the equity
markets particularly in the United States. Investment performance benefited from favorable U.S. income tax policy
developments which bolstered revenues, margins and capital spending. Global equities earned over 12.3% within
the pension pool with the U.S. equity portfolio (up 16.4%) significantly outpacing international equity returns (up
10.1%). Fixed income results were also strong in the U.S. where investment grade debt earned 1.6% and non-

11
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investment grade debt earned over 5.1% in FY 18 within the pension pool, noting that international debt strategies
were largely eliminated during the past year. Real asset performance was mixed with generally strong, above
benchmark returns posted in real estate and infrastructure (both up over 7%), while our timber portfolio lost 2.5%
within the pension pool last year. Private equity returns were also disappointing within the pension pool earning
slightly over 5.25% for the 1-year ended June 30, 2018.

While cumulative returns in the post-credit crisis era remained fairly strong, albeit weakening in the past year,
investors today face numerous challenges that may limit the potential for future global growth rates to continue
and possibly further amplify investment risk. First, one could argue that many asset classes and strategies no
longer offer compelling valuations for investors. Second, the ever-growing debt burden from unprecedented
monetary policy and muted economic growth in a range of economies makes it less and less likely that authorities
will be in a position to provide a cushion in a downturn when it occurs. Finally, the escalating uncertainty of global
trade relations and policies between the U.S. and China and the United Kingdom and Europe poses a challenge to
certain asset classes and strategies to varying degrees. To meet this challenge, the State Investment Board will
continue to research strategies and investment options that mitigate and diversify the sources of risk accepted to
address funding issues in the challenging years ahead.

TFFR’s funding objective is to meet long-term pension benefit obligations through contributions and investment
income. To address TFFR’s funding shortfall, the ND State Legislature took action in 2011 and approved
legislation to increase contributions (4% member and 4% employer) and modify certain benefits for non-
grandfathered members. Increased contribution rates will be in effect until TFFR reaches 100% funding on an
actuarial basis. This comprehensive funding recovery plan, along with solid investment performance in the future,
is expected to improve TFFR’s funding level over the long term. However, the Board is continuing to closely
assess plan risks and monitor funding progress.

TFFR’s funding level increased from 65.4% to 66.0% on an actuarial basis (and remained the same on a market
basis at 65.5%) from July 1, 2018 to July 1, 2019. Once net investment losses over the past 5 years are recognized,
the plan’s funding level is expected to gradually improve over the long term, if all actuarial assumptions are met
in the future, including the 7.75% investment return assumption. An Actuarial Experience Study will be conducted
in the upcoming year to evaluate current actuarial assumptions, and changes will be considered if recommended
by the actuary.

Protecting the long term solvency of the pension plan is the TFFR Board’s fiduciary responsibility. The Board
will continue to proactively address TFFR funding issues so the plan will be financially strong and sustainable for
past, present, and future ND educators.

Contacting R1O Financial Management
This financial report is designed to provide our Boards, our membership, our clients and the general public with
a general overview of RIO’s finances and to demonstrate RIO’s accountability for the money we receive. If you

have any questions about this report or need additional information, contact the North Dakota Retirement and
Investment Office, PO Box 7100, Bismarck, ND 58507-7100.

12
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Pension Trust

Investment T rust

Total

2019

2018

2019

2018 2019

2018

Assets:
Investments, at fair value

Global equities $ 1,495,354,621

Global fixed income 575,551,625
Global real assets 455,163,805
Cash equivalents 35,025,659

1,441,132,463
589,368,951
416,937,112
28,631,157

5,758,237,240
4,510,779,742
1,889,505,508

309,039,173

$ 5,205,817,256 $
4,099,552,552
1,788,156,119
127,104,537

7,253,591,861 $

5,086,331,367

2,344,669,313
344,064,832

6,646,949,719
4,688,921,503
2,205,093,231

155,735,694

Total investments 2,561,095,710

2,476,069,683

12,467,561,663

11,220,630,464 15,028,657,373

13,696,700,147

Invested securities lending

collateral 8,495,437 7,413,200 37,770,485 40,721,545 46,265,922 48,134,745
Receivables:
Investment income 12,526,857 9,765,629 50,051,024 38,863,279 62,577,881 48,628,908
Contributions 25,070,538 26,548,463 - - 25,070,538 26,548,463
Miscellaneous 6,394 8,127 26,379 28,001 32,773 36,128
Total receivables 37,603,789 36,322,219 50,077,403 38,891,280 87,681,192 75,213,499
Due from other state agency - 174 - - - 174
Cash and cash equivalents 20,305,041 20,486,449 257,511 410,261 20,562,552 20,896,710
Equipment & Software (net of depr) 4,949 6,749 - - 4,949 6,749

Total assets 2,627,504,926

2,540,298,474

12,555,667,062

11,300,653,550 15,183,171,988

13,840,952,024

Deferred outflows of resources

Related to pensions 709,618 813,903 472,668 544,101 1,182,286 1,358,004
Liabilities:

Accounts payable 178,293 126,480 253,814 136,431 432,107 262,911

Investment expenses payable 812,385 459,438 4,829,521 2,279,952 5,641,906 2,739,390

Securities lending collateral 8,495,437 7,413,200 37,770,485 40,721,545 46,265,922 48,134,745

Accrued expenses 2,445,348 2,395,362 1,193,588 1,111,661 3,638,936 3,507,023

Miscellaneous payable - - 32,115 34,655 32,115 34,655

Due to other state funds - - 455,263,216 - 455,263,216 -

Due to other state agencies 7,954 11,967 1,470 2,572 9,424 14,539

Total liabilities 11,939,417 10,406,447 499,344,209 44,286,816 511,283,626 54,693,263

Deferred inflows of resources

Related to pensions 104,071 48,519 67,473 27,917 171,544 76,436

Fiduciary net position:
Restricted for pensions
Held in trust for external investment
pool participants:
Pension pool -
Insurance pool -
Held in trust for individual investment
accounts -

2,616,171,056

2,530,657,411

3,373,539,596
2,318,620,683

6,364,567,769

- 2,616,171,056

3,233,154,948
2,171,169,377

3,373,539,596
2,318,620,683

5,852,558,593 6,364,567,769

2,530,657,411

3,233,154,948
2,171,169,377

5,852,558,593

Total fiduciary net position $ 2,616,171,056

$ 2,530,657,411

12,056,728,048

$ 11,256,882,918 $ 14,672,899,104 $

13,787,540,329

Each participant unit is valued at $1.00
Participant units outstanding
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North Dakota Retirement and Investment Office
Statement of Changes in Net Position — Fiduciary Funds

Years Ending June 30, 2019 and 2018

Pension Trust Investment T rust Total
2019 2018 2019 2018 2019 2018
Additions:
Contributions:
Employer contributions 89,444,881 $ 86,675,715 $ - - $ 89,444,881 $ 86,675,715
Member contributions 82,429,594 79,877,611 - - 82,429,594 79,877,611
Purchased service credit 1,916,787 2,181,106 - - 1,916,787 2,181,106
Interest, penalties and other 158,713 194,028 - - 158,713 194,028
Total contributions 173,949,975 168,928,460 - - 173,949,975 168,928,460
Investment income:
Net change in fair
value of investments 84,701,380 162,026,369 388,737,303 527,542,620 473,438,683 689,568,989
Interest, dividends and other income 56,434,954 54,486,768 284,507,483 246,166,774 340,942,437 300,653,542
141,136,334 216,513,137 673,244,786 773,709,394 814,381,120 990,222,531
Less investment expenses 6,272,801 5,352,945 26,513,804 21,653,138 32,786,605 27,006,083
Net investment income 134,863,533 211,160,192 646,730,982 752,056,256 781,594,515 963,216,448
Securities lending activity:
Securities lending income 224,713 231,448 1,226,258 1,334,400 1,450,971 1,565,848
Less securities lending expenses (44,927) (46,271) (245,058) (266,663) (289,985) (312,934)
Net securities lending income 179,786 185,177 981,200 1,067,737 1,160,986 1,252,914
Purchase of units ($1 per unit) - - 987,842,755 871,266,337 987,842,755 871,266,337
Total additions 308,993,294 380,273,829 1,635,554,937 1,624,390,330 1,944,548,231 2,004,664,159
Deductions:
Benefits paid to participants 214,091,045 201,648,202 - - 214,091,045 201,648,202
Partial lump-sum distributions 1,237,129 768,829 - - 1,237,129 768,829
Refunds 5,900,392 5,561,668 - - 5,900,392 5,561,668
Administrative expenses 2,251,083 2,128,794 1,779,837 1,669,600 4,030,920 3,798,394
Redemption of units ($1 per unit) - - 833,929,970 336,169,172 833,929,970 336,169,172
Total deductions 223,479,649 210,107,493 835,709,807 337,838,772 1,059,189,456 547,946,265
Change in fiduciary
net position 85,513,645 170,166,336 799,845,130 1,286,551,558 885,358,775 1,456,717,894

Fiduciary net position:

Beginning of year 2,530,657,411 $ 2,360,491,075 $ 11,256,882,918 $ 9,970,331,360 $ 13,787,540,329 $ 12,330,822,435

End of Year $ 2,616,171,056 $ 2,530,657,411 $ 12,056,728,048 $ 11,256,882,918 $ 14,672,899,104 $ 13,787,540,329
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North Dakota Retirement and Investment Office
Notes to Combined Financial Statements
June 30, 2019 and 2018

Note 1 - Summary of Significant Accounting Policies

RIO is an agency of the State of North Dakota operating through the legislative authority of North Dakota Century
Code (NDCC) Chapter 54-52.5 and is considered part of the State of North Dakota financial reporting entity and
included in the State of North Dakota’s Comprehensive Annual Financial Report.

For financial reporting purposes, RIO has included all funds, and has considered all potential component units for
which RIO is financially accountable, and other organizations for which the nature and significance of their
relationship with RIO are such that exclusion would cause RIO’s financial statements to be misleading or
incomplete. The Governmental Accounting Standards Board has set forth criteria to be considered in determining
financial accountability. These criteria include appointing a voting majority of an organization’s governing body
and (1) the ability of RIO to impose its will on that organization or (2) the potential for the organization to provide
specific financial benefits to, or impose specific financial burdens on RI0O.

Based upon these criteria, there are no component units to be included within RIO as a reporting entity and RIO
is part of the State of North Dakota as a reporting entity.

Fund Financial Statement

All activities of RIO are accounted for within the pension and investment trust funds and are shown, by fund, in
the fiduciary fund financial statements.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The financial statements of RIO are reported using the economic resources measurement focus and the accrual
basis of accounting.

This measurement focus includes all assets and liabilities associated with the operations of the fiduciary funds on
the statements of net position. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows.

New Accounting Standards

In fiscal year 2018, RIO implemented GASB Statement No. 75, Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions, (“GASB 75”). The primary objective of this statement is to
improve accounting and financial reporting by state and local governments for postemployment benefits other
than pensions (other postemployment benefits or OPEB).

F