ND Teachers’ Fund for Retirement
REVISED Board Meeting

Thursday, March 23, 2017
1:00 pm

Workforce Safety & Insurance Board Room

1600 East Century Avenue
Bismarck, ND

Call to Order and Approval of Agenda - Pres. Gessner (Board Action) 5 min.

Approval of Minutes January 26, 2017 Meeting — Pres. Gessner (Board Action) 5 min.
Board Education: Audit Services Overview — Terra Miller Bowley (Information) 10 min.
Quarterly Audit Services Update — Terra Miller Bowley (Information) 10 min.

2017 Legislative Update — Fay Kopp (Information) 15 min.

Teacher Shortage Areas — Supt. Baesler (Information) 10 min.

Actuarial Consulting RFP — Fay Kopp (Board Action) 15 min.
*Possible executive session to discuss exempt material pursuant to NDCC 44-04-18.4(6), and
discuss negotiating strategy and provide negotiating instructions pursuant to NDCC 44-04-19.1(9).

Quarterly Investment Update — Dave Hunter (Information) 15 min.

Board Policy — 1* Reading - Fay Kopp (Board Action) 15 min.
¢ In-staff Subbing Contract Period Policy C-24

Pension Plan Comparisons Report — Fay Kopp (Board Action) 30 min.
2016-17 Board Calendar and Education Plan — Fay Kopp (Board Action) 10 min.

Other Business
Next Board Meeting: April 27, 2017 (WSI)

Adjournment

Any person who requires an auxiliary aid or service should contact the Retirement and Investment
Office at 701-328-9885 at least three (3) days before the scheduled meeting.




NORTH DAKOTA TEACHERS’ FUND FOR RETIREMENT
MINUTES OF THE
JANUARY 26, 2017, BOARD MEETING

BOARD MEMBERS PRESENT: Mike Gessner, President
Mike Burton, Trustee
Toni Gumeringer, Trustee
Rob Lech, Trustee
Mel Olson, Trustee
Kelly Schmidt, State Treasurer

ABSENT: Kirsten Baesler, State Superintendent

STAFF PRESENT: David Hunter, ED/CIO
Fay Kopp, Deputy ED/CRO
Terra Miller Bowley, Audit Services Supervisor
Darlene Roppel, Retirement Assistant
Shelly Schumacher, Retirement Program Manager

OTHERS PRESENT: Janilyn Murtha, Attorney General’s Office
Nancy Peterson, NDU-R
Rebecca Pitkin, ND ESPB

CALL TO ORDER:

Mr. Mike Gessner, President of the Teachers’ Fund for Retirement (TFFR)
Board of Trustees, called the board meeting to order at 1:00 p.m. on
Thursday, January 26, 2017, in the Board Room at Workforce Safety &
Insurance (WSI) in Bismarck, ND.

THE FOLLOWING MEMBERS WERE PRESENT REPRESENTING A QUORUM: MR. BURTON,

MR. GESSNER, MRS. GUMERINGER, MR. LECH, MR.OLSON, AND TREASURER
SCHMIDT.

Supt. Baesler was absent.

APPROVAL OF AGENDA:

The Board considered the meeting agenda.

MR. LECH MOVED AND MR. OLSON SECONDED TO APPROVE THE AGENDA AS
PRESENTED.

AYES: TREASURER SCHMIDT, MR. BURTON, MR. LECH, MRS. GUMERINGER, MR.
OLSON, AND PRESIDENT GESSNER

NAYS: NONE

MOTION CARRIED.

ABSENT: SUPT. BAESLER
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MINUTES:

The board considered the minutes of the regular TFFR board meeting held
October 27, 2016.

MR. OLSON MOVED AND MR. BURTON SECONDED TO APPROVE THE MINUTES OF THE
REGULAR TFFR BOARD MEETING HELD OCTOBER 27, 2016.

AYES: MR. LECH, MR. OLSON, TREASURER SCHMIDT, MR. BURTON, MRS.
GUMERINGER, AND PRESIDENT GESSNER

NAYS: NONE

MOTION CARRIED.

ABSENT: SUPT. BAESLER

BOARD EDUCATION: ND TEACHER SHORTAGES:

Mrs. Kopp introduced Ms. Rebecca Pitkin, Executive Director of the
Education Standards and Practices Board (ESPB). Ms. Pitkin explained
the process of determining critical shortage areas, alternative access
licenses, and the benefits of shortage designations. Since the 2014-15
school year, ESPB has designated all areas as critical shortage areas.
ESPB is working to alleviate shortages by changing some of the
requirements for special education teachers and substitute teachers,
recognition of other state educator licenses, and allowing Praxis test
for endorsement 1in areas other than the educator’s degree. She also
commented on proposed legislation and rules to change license
configuration and enable secondary majors to teach with a minor.

Ms. Pitkin explained that fewer individuals are choosing teaching as a
career so there are fewer teacher education candidates. She also noted
that it is challenging to increase flexibility while still maintaining
high quality teachers, and doing what is best for kids.

2017 LEGISLATIVE UPDATE:

Mrs. Kopp gave an update on bills that are being monitored during the
Legislative session that could potentially impact TFFR. The main
concern is Retirement and Investment Office (RIO) budget bills, HB 1022
and HB 1082. As with other state agencies, budget cuts are being
considered. Other bills being monitored include HB 1088, HB 1175, HB
1318, and SB 2030.

IRS DETERMINATION LETTER UPDATE:

Mrs. Kopp reported on the Internal Revenue Service (IRS) determination
letter application which was made in January 2016. A request for more
specific definitions of eligible retirement plan, eligible rollover,
and other terms relating to the definition of direct rollover was
received on January 13, 2017. While TFFR plan statutes may not
currently contain the exact terminology requested, TFFR is operating in
compliance with the Internal Revenue Code (IRC) rollover rules. These
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technical clarifications will require changes to state law through the
legislative process. The deadline for making the changes is 90 days
after the 2019 legislative session ends. Since TFFR did not submit a
bill in the current legislative session, the Board concurred to submit
a bill in the 2019 session to make the necessary changes. Ms. Murtha
will respond to the request from IRS.

QUARTERLY INVESTMENT UPDATE:

Mr. Hunter presented the quarterly investment update. Net investment
return for one year ended 9/30/16 is 9.43% which exceeds the policy
benchmark of 9.1%. TFFR generated a net return of 9.6% for the 5-years
ended 9/30/16 which exceeded the policy benchmark of 8.9%. During the
last 5 years, asset allocation and active management generated over
$780 million and $65 million of TFFR’s net 1nvestment income,
respectively. TFFR’s investment returns have consistently ranked in the
second quartile of the Callan Public Fund Database over the last 5
years. Public market asset <classes are all above their respective
medians except cash. TFFR actual allocations are within 1% to 3% of
target allocations. Mr. Hunter also reviewed managers that are
currently on the State Investment Board (SIB) Watch List.

2016 GASB 67 & 68 REPORT:

Mrs. Schumacher reviewed the 2016 GASB 67 & 68 report. It was prepared
by TFFR’s actuary, Segal Company, and audited by the plan’s auditor,
CliftonLarsonAllen. The report will be posted on the TFFR website to be
utilized by the school districts in their 2017 financial statements.
Mr. Lech and Mr. Olson thanked TFFR for providing this information to
school districts.

MR. LECH MOVED AND MRS. GUMERINGER SECONDED TO ACCEPT THE GASB 67 & 68
REPORT.

AYES: TREASURER SCHMIDT, MRS. GUMERINGER, MR. OLSON, MR. BURTON, MR.
LECH, AND PRESIDENT GESSNER.

NAYS: NONE

MOTION CARRIED.

ABSENT: SUPT. BAESLER

The meeting recessed at 2:27 p.m. and reconvened at 2:41 p.m.

ACTUARIAL CONTRACT:

Mrs. Kopp reviewed information on the current actuarial contract with
Segal Company and actuarial fees paid in the 1last ten vyears. Segal
Company has been the actuarial consultant since 2011. Their current
contract will expire June 30, 2017. The Board considered whether to
extend the contract or conduct a full search utilizing the Request for
Proposal (RFP) process since it has been six years since the last RFP.
After discussion,
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MR. OLSON MOVED AND MR. LECH SECONDED TO PREPARE A REQUEST FOR PROPOSAL
FOR TFFR’S ACTUARIAL CONSULTANT.

AYES: MRS. GUMERINGER, MR. LECH, TREASURER SCHMIDT, MR. BURTON, MR.
OLSON, AND PRESIDENT GESSNER.

NAYS: NONE

MOTION CARRIED.

ABSENT: SUPT. BAESLER

Mrs. Kopp outlined a proposed process similar to previous RFP’s issued.
Mrs. Kopp will prepare the RFP in conjunction with legal counsel and
state procurement; a Committee of three RIO staff members will evaluate
the proposals submitted; and summary information will be reviewed at
the March 23, 2017, board meeting. If desired by the Board, finalists
will be invited to the April 27, 2017, board meeting where a decision
on awarding of the contract will be made, with the new contract
beginning July 1, 2017. The Board concurred with this process.

ELIGIBLE SALARY DISCUSSION:

Mrs. Kopp introduced a question that has come up regarding whether
certain salary payments made to TFFR members who are local education
association (LEA) presidents and granted contract release time to
perform union related duties are eligible retirement salary for TFFR
purposes. This issue has been forwarded to TFFR’s legal counsel for
review. Depending on the outcome of the legal review, a board policy
may be drafted for Board consideration at the March 23, 2017, TFFR
board meeting.

TFFR BOARD POLICIES:

Mrs. Kopp presented the second reading of policy C-23 - Board Policy
Introduction/Amendment/Passage and C-24 - In-staff Subbing Contract
Period.

MR. OLSON MOVED AND TREASURER SCHMIDT SECONDED TO ADOPT POLICY C-23
BOARD POLICY INTRODUCTION/AMENDMENT/PASSAGE.

AYES: MR. BURTON, MRS. GUMERINGER, MR. OLSON, TREASURER SCHMIDT, MR.
LECH, AND PRESIDENT GESSNER.

NAYS: NONE

MOTION CARRIED.

ABSENT: SUPT. BAESLER

The Board considered Policy C-24, In-Staff Subbing Contract Period
which was developed after review by the Board, stakeholder groups,
legal counsel, and staff to clarify TFFR’s current practice. Concerns
about the current practice and draft policy were expressed by board
members because of the shortage of substitute teachers, particularly in
the rural areas. It was suggested that the Board reconsider the option
of using the teacher’s work schedule to determine the length of the
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contract period for in-staff subbing, but only in cases where it is
specifically detailed on the member’s contract. After discussion,

MR. BURTON MOVED AND MRS. GUMERINGER SECONDED TO ADOPT POLICY C-24 IN-
STAFF SUBBING CONTRACT PERIOD.

AYES: MR. BURTON AND PRESIDENT GESSNER.

NAYS: TREASURER SCHMIDT, MR. OLSON, MR. LECH, AND MRS. GUMERINGER.
MOTION FAILED.

ABSENT: SUPT. BAESLER

After further discussion, Board members asked staff to revise the draft
board policy and provide additional information at the next meeting.

ANNUAL TFFR ENDS AND STATISTICS REPORT:

Mrs. Schumacher presented the annual Retirement Ends and Statistics
Report for the year ended June 30, 2016. She provided information on

members and employers, collections and payments, employer summary
report and members’ statements, employer outreach programs and
communications, service purchases, tier membership, service

retirements, disability retirements, and re-employed retiree reports. A
new business manager workshop was held in June 2016 at the TFFR office;
more workshops are being planned. The first webcast, How to Apply for
Retirement Benefits, was added to the TFFR website; more will be added
in the future. After discussion,

TREASURER SCHMIDT MOVED AND MR. LECH SECONDED TO ACCEPT THE ANNUAL TFFR
ENDS AND STATISTICS REPORT.

AYES: MR. BURTON, MR. LECH, MRS. GUMERINGER, MR. OLSON, TREASURER
SCHMIDT, AND PRESIDENT GESSNER.

NAYS: NONE

MOTION CARRIED.

ABSENT: SUPT. BAESLER

ANNUAL RETIREMENT TRENDS REPORT:

Mrs. Schumacher presented the annual Retirement Trends Report. Of the
10,980 active members, 1,087 members are currently eligible to retire.
On average, 378 teachers actually retired each year for a total of
almost 3,800 for the 10 year period. After discussion,

MRS. GUMERINGER MOVED AND MR. BURTON SECONDED TO ACCEPT THE ANNUAL
RETIREMENT TRENDS REPORT.

AYES: MR. OLSON, MRS. GUMERINGER, MR. LECH, TREASURER SCHMIDT, MR.
BURTON, AND PRESIDENT GESSNER.

NAYS: NONE

MOTION CARRIED.

ABSENT: SUPT. BAESLER
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QUARTERLY AUDIT SERVICES REPORT:

Ms. Miller Bowley presented the quarterly audit activities report for
July 1, 2016 - September 30, 2016. Eleven TFFR employer audits have
been completed, five were in progress, five were pending but not vyet
started, and five employers were notified of an upcoming audit. Other
audits completed include: benefit payment audit, TFFR file maintenance
audit, and Executive Limitations audit. Audit Services provided support
to the external auditor, CliftonlLarsonAllen. Work continued on the
Audit Service’s Policy and Procedure Manual. The internship program
concluded on August 19, 2016.

2015 CAFR AND PPCC AWARDS:

Mrs. Kopp reported the Government Finance Officers Association (GFOA)
awarded a Certificate of Achievement for Excellence 1in Financial
Reporting to RIO for the past 18 years. In addition, TFFR has received
the 2016 Public Pension Standards Award for Administration from the
Public Pension Coordinating Council (PPCC). TFFR has received an award
for administration and/or funding from PPCC since 1992.

TFFR WEBCAST LIBRARY:

Mrs. Kopp encouraged board members to view the seven webcasts that have
been added to the TFFR website. Each one is 9-14 minutes in length and
provides information about the TFFR plan to members, employers and the
public. Plans are to expand this webcast library in the future.

CONSENT AGENDA:

MRS. GUMERINGER MOVED AND MR. LECH SECONDED TO APPROVE THE CONSENT
AGENDA WHICH CONSISTED OF DISABILITY APPLICATION # 2017-1D.

AYES: MR. LECH, TREASURER SCHMIDT, MR. BURTON, MRS. GUMERINGER, MR.
OLSON, AND PRESIDENT GESSNER.

NAYS: NONE

MOTION CARRIED.

ABSENT: SUPT. BAESLER

OTHER BUSINESS:

Mr. Hunter reviewed the agenda for the SIB meeting that will be held
Friday, January 27, 2017.

The next regular board meeting will be held March 23, 2017, in the
board room at WST.

All presentations and reports from this meeting are on file at RIO.
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ADJOURNMENT :

With no further business to come before
adjourned the meeting at 4:21 p.m.

Respectfully Submitted:

Mr. Mike Gessner, President
Teachers’ Fund for Retirement Board

Darlene Roppel
Reporting Secretary

the Board,

President Gessner

1/26/2017



MEMORANDUM

TO: TFFR Board

FROM: Fay Kopp

DATE: March 16, 2017

SUBJ: BOARD EDUCATION: AUDIT SERVICES OVERVIEW

Audit Services plays a critical role within the RIO organization, and provides valuable
services to the TFFR and SIB programs. Terra Miller Bowley, Supervisor of Audit
Services, will present information about the responsibilities and audits conducted by the
Audit Services staff, with emphasis on those relating to the TFFR program.

Board Information Only. No board action is requested.

Attachments



RIO’s Audit Services Division
TFFR Employer Auditing



RIO’s Audit Services Division

RIO’s Audit Services Division is
comprised of two full time staff
members who report
administratively to the Executive
Director/CIO and functionally to the
State Investment Board (SIB) Audit
Committee.

Dottie Thorsen is a staff auditor and
has been employed with RIO for over
18 years. 100% of her time is
allocated to TFFR related audits. She
is primarily responsible for TFFR
Employer Audits, TFFR File
Maintenance Audits, and the TFFR
Benefit Payment Audit.

Terra Miller Bowley is the Supervisor
of Audit Services and has been
employed with RIO for 2 and % years.
70% of her time is allocated to TFFR
with the remaining 30% allocated to
investment activities. She is primarily
responsible for TFFR Employer
Auditing, TFFR File Maintenance
Audits, Executive Limitations Audit,
and assisting RIO’s External Auditors.

Primary Audit Responsibilities

TFFR Employer Auditing 76%
TFFR File Maintenance Audit 13%
TFFR Benefit Payment Audit 5%
Executive Limitation Audit 5%
RIO External Audit 1%

* TFFR File Maintenance Audit — Reviews changes made to TFFR
member account data by staff within CPAS. Ensures changes made
by staff are expected and appropriate given an individual’s role
within the organization. Also verifies changes are properly
documented.

*  TFFR Benefit Payment Audit — Reviews the processing and handling
of deaths, long outstanding checks, and long term annuitants to
ensure policies and procedures are being followed by staff.

*  Executive Limitation Audit — Completed at the request of the SIB.
Ensures the Executive Director/ClO is in compliance with the SIB
Governance Manual Executive Limitation Policies A-1 — A-11.




TFFR Employer Auditing

e Multiple Audits, One Purpose...

* A majority of audit resources are dedicated to TFFR Employer Auditing. The employer auditing program is
actually comprised of several different audits which include:

*  Compliance Audits

* Not in Compliance (NIC) Reviews
*  Requested Special Audits

* Annual Salary Verification Project

* The primary purpose of all employer auditing is to determine if the retirement salaries and contributions
reported to TFFR by a participating employer are in compliance with the definition of salary as it appears in
the North Dakota Century Code (N.D.C.C. § 15-39.1-04 (9)).

* 70-75 participating employers are audited by RIO’s Audit Services Division in any given fiscal year.



TFFR Employer Auditing

e Who Can Be Audited...

* Atthe close of fiscal year 2016 TFFR had 214 participating employers which included school districts, special
education units, vocational centers, state agencies, county superintendents, and others.

*  Participating employers with 10 or fewer total members are not eligible for inclusion in the employer
auditing program.

*  County superintendents and Regional Education Associations (REA) are not included in the employer
auditing program at this time.

* 174 participating employers are currently eligible to be audited.



TFFR Employer Auditing

How Are Audits Prioritized...

* Audit Services considers several factors when determining the order in which participating employers are
audited. Those factors include:

* Has achange in key personnel (superintendent and/or business manager) recently occurred?

*  Yes= " Risk No = { Risk
* Has the employer recently changed payment models (Model 1, Model 2, etc.)?
*  Yes= " Risk No = { Risk

* How long has it been since the employer was audited by RIO’s Audit Services?
* 3 or More Years = I Risk 2 or Less Years = {, Risk

*  Was the employer found to be in compliance with reporting requirements at the conclusion of their
most recent audit?

* Yes={ Risk No = I Risk
* Do staff have any concerns related to the accuracy and timeliness of reporting from the employer?
*  Yes= 1 Risk No = { Risk

*  Employers with the highest “risk” are audited before employers with a lower “risk”.



TFFR Employer Auditing

* TFFR Compliance Audit...The Basics

*  Every participating employer receives a TFFR Compliance Audit every eight years on a rotating cycle.
* Since the inception of RIO’s Audit Services Division three complete audit cycles have been completed.
* The fourth audit cycle began in May 2016 and is projected to be completed in May 2024.

*  Audit Services completes between 20 and 25 TFFR Compliance Audits each fiscal year.

* ATFFR Compliance Audit has an audit period of two years and verifies:
*  Reported salaries and contributions.
*  Reported service hours.
*  Eligibility for TFFR membership.



TFFR Employer Auditing

* TFFR Compliance Audit...Samplin

* Rarely are 100% of the members reported by a participating employer included in a TFFR Compliance Audit,
except in cases of a systemic error.

* A systemic error is an error which has caused the salaries and contributions of every member of a
participating employer to be reported incorrectly.

* Asample of members reported by the participating employer is selected using a judgmental sampling
technique.

* Judgmental sampling is a non-probability sampling technique where a sample is selected by an
individual based on their knowledge and professional experience.

* The size of the sample is based on the size of the participating employer.

EmployerSize SampleSize

Up to 250 Teachers/Administrators 3
251 to 500 Teachers/Administrators
501 to 700 Teachers/Administrators
701 to 900 Teachers/Administrators

O N O U

901 to 975 Teachers/Administrators

976 or more Teachers/Administrators 10




TFFR Employer Auditing

TFER Compliance Audit...Notification

* The participating employer (business manager and superintendent) receives an audit notification via email.

* The employer is required to provide the following information within 30 days of notification:

* Copies of individual contracts and payroll ledgers for each sample member. Employers are required to
also provide a salary reconciliation which identifies each type of salary paid.

. Copies of any negotiated agreements, salary schedules, and extra-curricular payment schedules.

* Completed audit questionnaire which provides information regarding the employer’s reporting
practices.

*  Completed service hours worksheet. This is an Excel worksheet which assists in the calculation of
actual hours worked by full-time and part-time employees.

* RIO’s Audit Services notifies approximately 10 — 15 participating employers of an upcoming TFFR Compliance
Audit each fiscal year.



TFFR Employer Auditing

FR Compliance Audit...The Details

The salaries and contributions which should have been reported for the individual members are calculated
utilizing the information provided by the employer. The results are then compared to the amounts actually
reported by the employer.
* If the employer has failed to report eligible salary to TFFR, the member account is updated to reflect
the corrected salary and the employer is billed for the contributions owed with interest.
* If the employer reported ineligible salary to TFFR, the member account is updated to reflect the
corrected salary and the contributions paid are refunded to the employer.

Service hours reported by the employer are reviewed for accuracy. For part-time members the actual
number of hours worked must be reported. For members who work in excess of 700 hours, a total of 700
hours should be reported.
* Ifthe service hours reported by the employer are incorrect, the member account is updated to reflect
the corrected number of service hours.

Eligibility for TFFR membership is verified. Tobe eligible for TFFR membership an individual must be currently
licensed to teach in North Dakota by the ESPB and contractually employed in teaching, supervisory,
administrative, or extracurricular services. Licenses are verified directly with ESPB.
* If an employer has reported an individual ineligible for TFFR membership , the member account is
closed and contributions paid are refunded.
* If an employer has failed to report an individual eligible for TFFR membership, a member account is
created and the employer is billed for the contributions owed with interest.



TFFR Employer Auditing

 TFER Compliance Audit...The Report

* At the conclusion of a TFFR Compliance Audit a determination is made regarding an employer’s compliance
with reporting requirements. An employer can be found in compliance, generally in compliance, and not in
compliance.

* The employer receives a copy of the audit report along with supporting documentation. Any reporting errors
identified during the course of the audit are detailed in the audit report. Individual members are notified if a
correction was made to their account as a result of the audit.

*  Employers are required to provide a written response within 30 days of receiving the audit report. The
written response must detail the actions the employer has taken or intends to take to correct the reporting
errors noted in the audit report.

*  Employers must also remit payment for any contributions and interest owed within 30 days of receiving the
audit report.

*  Employers who are determined to be in compliance or generally in compliance will be eligible for another
TFFR Compliance Audit in eight years.

*  Employers who are determined to be not in compliance will receive a Not in Compliance (NIC) Review.



TFFR Employer Auditing

* Not in Compliance (NIC) Review...

* The purpose of the NIC Review is to follow-up with the employer and review a sample of salaries and
contributions that have been reported to TFFR after the conclusion of the TFFR Compliance Audit to ensure
reporting errors identified during the prior audit have been corrected.

* A NIC Review follows a process similar to the one previously detailed for the TFFR Compliance Audit.
However the audit period is one fiscal year.

 Regquested Special Audit...

* On occasion Retirement Services requests that an audit be conducted on a particular employer for a specific
timeframe.
* Each audit is driven by the particular circumstance which necessitated the request.
* The audit may involve a sample of members reported by a participating employer or all members
reported by a particular employers.
* The audit may focus on a particular month, fiscal year, or multiple fiscal years.



TFFR Employer Auditing

« Annual Salary Verification Project...The Basics

* The Salary Verification Project is intended to:
*  Supplement other auditing activities, in particular TFFR Compliance Audits.
* Increase the number of participating employers included in overall audit activities each fiscal year.
* Reinforce to our participating employers the importance of timely and accurate reporting.

* Audit Services completes this particular audit each fiscal year during the third or fourth quarter. The audit
includes 50 members from 50 participating employers.

* The Salary Verification Project has an audit period of one year and verifies:
*  Reported salaries and contributions.
*  Reported service hours.
*  Eligibility for TFFR membership.



TFFR Employer Auditing

Annual Salary Verification Project...Samplin

* Theinitial sample population includes all member accounts which have a $5,000 increase or decrease in
retirement salary reported to TFFR.

*  Member accounts are then eliminated if the member is employed by a participating employer who:
* Is currently being audited.
* Has been notified of an upcoming audit.
* Has been audited in the last 12 months.
* Has been selected for and participated in a GASB 68 Census Data Audit.
*  Were included in the prior year Salary Verification Project.

* One member account is selected from each of the remaining participating employers until 50 member
accounts have been selected.

* This sampling approach ensures that the member accounts selected for inclusion in the audit come from
participating employers who have not been in contact with RIO’s Audit Services Division or our external
auditors for at least one fiscal year.



TFFR Employer Auditing

* Annual Salary Verification Project...Notification

* The participating employer (business manager and superintendent) receives an audit notification via email.

* The employer is required to provide the following information within 10 days of notification:
* Copies of individual contracts and payroll ledgers for the sample member.
* Salary reconciliation which identifies each type of salary paid to the sample member.



TFFR Employer Auditing

nnual Salary Verification Project...The Details

The salaries and contributions which should have been reported for the individual members are calculated
utilizing the information provided by the employer. The results are then compared to the amounts actually
reported by the employer.
* If the employer has failed to report eligible salary to TFFR, the member account is updated to reflect
the corrected salary and the employer is billed for the contributions owed with interest.
* If the employer reported ineligible salary to TFFR, the member account is updated to reflect the
corrected salary and the contributions paid are refunded to the employer.

Service hours reported by the employer are reviewed for accuracy. For part-time members the actual
number of hours worked must be reported. For members who work in excess of 700 hours, a total of 700
hours should be reported.
* Ifthe service hours reported by the employer are incorrect, the member account is updated to reflect
the corrected number of service hours.

Eligibility for TFFR membership is verified. Tobe eligible for TFFR membership an individual must be currently
licensed to teach in North Dakota by the ESPB and contractually employed in teaching, supervisory,
administrative, or extracurricular services. Licenses are verified directly with ESPB.
* If an employer has reported an individual ineligible for TFFR membership , the member account is
closed and contributions paid are refunded.
* If an employer has failed to report an individual eligible for TFFR membership, a member account is
created and the employer is billed for the contributions owed with interest.



TFFR Employer Auditing

 Annual Salary Verification Project...The Report

* Atthe conclusion of the Salary Verification Project the employer receives a letter which details any errors
identified during the course of the audit. This letter serves at the formal audit report.

* Individual members are notified if a correction was made to their account as a result of the audit.

*  Employers must remit payment for any contributions and interest owed within 30 days of receiving the
letter.

* Retirement Services is notified if during the course of the audit any concerns regarding the accuracy of
employer reporting are identified. Information gathered during the course of the audit is also used when
prioritizing TFFR Compliance Audits in the next fiscal year.
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RETIREMENT AND INVESTMENT OFFICE
AUDIT SERVICES
2016 - 2017 2" Quarter Audit Activities Report
October 1, 2016 — December 31, 2016

The audit objective of Audit Services is twofold: first, to provide comprehensive, practical audit coverage of the
Retirement and Investment Office (RIO) programs; second, to assist RIO management and the State Investment
Board (SIB) by conducting special reviews or audits.

Audit coverage is based on the July 1, 2016 through June 30, 2017 work plan approved by the SIB Audit Committee.
The audit activities undertaken are consistent with the Audit Services charter and goals, and the goals of RIO. To the
extent possible, our audits are being carried out in accordance with the International Standards for the Professional
Practice of Internal Auditing. Audit effort is being directed to the needs of RIO and the concerns of management and
the SIB Audit Committee.

Retirement Program Audit Activities

e TFFR Compliance Audits and Not In Compliance (NIC) Reviews

We examine employer reporting to the Teachers’ Fund for Retirement (TFFR) to determine whether retirement
salaries and contributions reported for members of TFFR are in compliance with the definition of salary as it appears
in NDCC 15-39.1-04(9). Other reporting procedures reviewed during the audit process are calculation of service
hours and eligibility for TFFR membership. A written report is issued after each audit examination is completed.

From October 1, 2016 to December 31, 2016:
e Five TFFR Compliance Audits were completed.
e Eight TFFR Compliance Audits were in progress.
e Three TFFR Compliance Audits were pending but not yet started.

A total of sixteen TFFR Compliance Audits had been completed year to date as of December 31, 2016. Since
September Audit Services has suspended all other audit activity, when possible, to focus all available resources on
the completion of TFFR Compliance Audits. At this time Audit Services does believe that a total of 20 — 25 TFFR
Compliance Audits will be completed by the end of the fiscal year which would be consistent with the approved audit
plan.

This is an area that requires special emphasis due to the level of risk identified through previous audit results. Our
long-range plans include auditing each employer over a five year period.

e TFFR File Maintenance Audits

Audit Services tests changes made to TFFR member account data by RIO employees on a quarterly basis. Audit
tables are generated and stored indicating any file maintenance changes made to member accounts. The TFFR File
Maintenance Audit for the first quarter of fiscal year 2017 was completed and no exceptions were noted.

Administrative and Investment Audit Activities

e Executive Limitation Audit

On an annual basis Audit Services reviews the Executive Director/CIO’s level of compliance with SIB Governance
Manual Executive Limitation policies A-1 through A-11. Executive Limitation A-2 references staff relations. In an
effort to gain insight into the relationship which exists between the Executive Director/CIO and staff an
organization wide employee survey is conducted to provide employees the opportunity to evaluate the
effectiveness of the Executive Director/CIO in the area of leadership, communication, and valuing employees. This
survey was administered in December 2016.

Professional Development Activities

Audit Services continues to pursue networking and professional development opportunities via the 11A’s local
chapter, Central Nodak. Staff attended monthly IIA meetings throughout the quarter. In November 2016 the
Supervisor of Audit Services patrticipated in the 11A’s annual student night as a round table discussion leader. The

2016-2017 2" Quarter Audit Activities Report



Supervisor of Audit Services attended the 1l1A’s fall seminar in October 2016 which focused on forensic accounting
and financial statement fraud analysis. Staff anticipates attending the IIA’s spring seminar in May 2017. Funds for
professional development will likely be eliminated in the next biennium and the spring seminar represents one of
the last opportunities prior to the end of the current biennium for any type of professional development.

Summary
Audit effort is directed to activities that are of greatest concern to the SIB Audit Committee, RIO Management, and

our external audit partners. Audit Services will continue to work closely with the SIB Audit Committee, RIO
Management, and our external audit partners to continue to improve overall efficiency, effectiveness, and
economy of total audit activity.

2016-2017 2" Quarter Audit Activities Report



TFFR Legisiative Undate
March 17, 2017

BILL NO. DESCRIPTION INTRODUCED BY:
HB 1022 R10O Budget Appropriations Committee

HB 1022 contains the 2017-19 budget authority and continuing appropriations for the Retirement and
Investment Office (RIO) administrative expenses for operating the retirement program for the TFFR
Board and the investment program for the SIB.

The House amended RIO’s budget and reduced it from $5.41 million to $5.27 million. Operating
Expenses were cut by 20% or $200,000 and Contingencies were cut by 37% or $30,000. Salaries and
Wages increased by 2% or $89,000 due to higher health care costs ($54,000) and cost to continue salary
increases implemented in our current biennium. The House approved the amended bill by vote of 81-10.

The Senate Appropriations Committee held a hearing on Engrossed HB 1022 on 3/7/17. Dave, Connie,
and Fay attended. Dave presented testimony (attached) which was well received by the Committee. R1O
requested that the Senate add back $87,750 in temporary salaries and critical staff and board travel and
professional development. Please note that this is a 1.0% decrease to RIO’s current 2015-17 budget, and
a 1.7% increase to the House approved 2017-19 budget.

HB 1022 RIO Budget Request to Senate — e
Current Approved Amend- RIO Budget %
201517 Budget for ment ] o
BaseLevel | | 2017.19  Requestto . orament| to
Biennium HE 1022 Senate to Senate (c)| House
Budget
Salaries and wages 4 340 551 4,429,510 8541 a 4,438,051 0.2%
Operating expenses 990874 790,027 79,209 b 869,236 | 10.0%
Capital assets - - - - -
Contingencies 82,000 52,000 - 52,000 -
Total special funds 5,413,425 5,271,537 87,750 5,359,287 | 1.7%
FTE positions 19 19 - 19

Summary of Changes to House Approved Budget:

(a) Salary and wages increased by $8,541 for Temporary Salaries.

(b) Operating Expenses increased by $79,209 to maintain "critical" staff and board travel and professional development.
(c) RIO's request of $5,359,287 is a 1% decrease to our 2015-17 budget and a 1.7% increase to the House approved bill.

No action has been taken by the Committee.


http://www.legis.nd.gov/assembly/65-2017/bill-actions/ba1022.html

OTHER BILLS OF INTEREST:

HB 1023 PERS Budget Appropriations Com.

HB 1023 is the PERS appropriations bill. In addition to PERS budget items, the House approved
amendments to the bill which would change the governance of PERS. These amendments make the
PERS Retirement Board advisory and change its membership; create a state agency called the PERS
Office; provide that the Governor appoint an Executive Director of the PERS Office; modify the
membership on the SIB to include two members of the PERS advisory board and the PERS Office
executive director or designee; and add three nonvoting members of the PERS advisory board to the
interim Legislative Employee Benefits Programs Committee. The actuarial and technical analysis
determined that there would be no actuarial impact on the PERS plan, however the amendments would
have an impact on the governance of PERS, as well as potentially affect the governance of the SIB and
RIO. The House approved the amended bill by a vote of 76-15.

The Senate GVA Committee held a hearing on Engrossed HB 1023 on 3/2/17. House Majority Leader
Al Carlson presented the House amendments to the PERS budget bill, and indicated the possibility of
additional amendments to separate the insurance and retirement aspects of the bill due to fiduciary
concerns brought forward. Rep. Kasper also testified in favor of the bill. Testifying in opposition (or no
position) on various sections of the bill were NDPERS Exec. Director Sparb Collins, ND United
President Nick Archuleta, Senator Dever, and a retired public employee. Concerns brought up by those
testifying in opposition to the bill was the process by which the amendments were added, lack of time to
study the implications of the amendments, lack of member and employer input (including political
subdivisions), and the need to study such significant changes relating to governance and fiduciary
oversight of the PERS program from a multi-trustee to a sole trustee structure.

Senate Appropriations Committee has scheduled a hearing for 3/20 at 9 am.

HB 1088 Risk Management - Data Breach Response Costs OoMB

HB 1088 would allow the State’s Risk Management fund to cover state agencies for certain 1% party
costs associated with a data breach including notification of affected parties, credit counseling, etc. A
related OMB bill also includes special fund appropriation authority for self-insurance remediation costs,
i.e. fixing the issues related to hardware and software. Please be reminded that R1O had originally
included funds in an optional budget package for cyber insurance.

The House approved the bill by a vote of 91 — 1. The Senate approved the bill by a vote of 46-0. The
Governor signed the bill on 3/02.


https://intranetapps.nd.gov/lcn/council/billtracking/pub/viewBillInformation.htm?sessionYear=2017&viewBillNumber=f72e76341d7411948e49a4751d22eea9
https://intranetapps.nd.gov/lcn/council/billtracking/pub/viewBillInformation.htm?sessionYear=2017&viewBillNumber=193b07716aaa3c1e535e05dc62e8bbab

HB 1175 SIB Membership Reps. Kreidt, Delzer, Devlin, Kempenich & Sen. Klein

HB 1175 adds two members to the SIB, one selected by the House Majority Leader and one selected by
the Senate Majority Leader, thereby increasing the number of SIB members to 13.

The House approved the bill by a vote of 71-22.

The Senate Political Subdivisions Committee held a public hearing on HB 1175 on 3/3/17. Rep. Devlin
introduced the bill and indicated the main reason for the bill was to involve legislators on the investment
board due to the amount of state funds invested by the SIB, particularly the Legacy Fund. No others
testified in favor of the bill. Testifying in opposition to the bill was RaeAnn Kelsch (on behalf of ND
Council of Educational Leaders). Dave Hunter (SIB) testified in a neutral position and provided
information about the SIB members, responsibilities, and process. Testimony is attached. Besides Dave
and Fay, others in attendance included Insurance Commissioner Godfread, and representatives from
NDCEL, ND United, and NDRTA.

On 3/10, the Senate Political Subdivisions Committee gave the bill a “do not pass” recommendation,
6-0. On 3/13, the bill failed in the Senate by a vote of 14-31.

HB 1318 Regional Education Associations
Reps. Schatz, Kasper, Rohr, D. Ruby, Toman; Sens. O. Larsen, Unruh

HB 1318 repeals state statutes relating to regional education associations (REAS). Sections 2 and 3
remove specific references to REA’s in TFFR statutes regarding participation in the plan, and penalty
for failure to make required reports and payments.

The House amended the bill to provide for a legislative management study of all entities receiving
appropriations for the delivery of education. The House approved the amended bill by a vote of 58-31.

The Senate Education Committee held a hearing on 3/15/17. No action has been taken on the bill.
SB 2030 NDEA/ND United statutory reference updates Leg Mgmt/Education Com.

SB 2030 relates to updating statutory references of the former ND Education Association. While most
sections of the bill delete NDEA and replace with ND United, Section 4 removed the requirement that
the Governor receive a list of nominees from NDEA/ND United from which to appoint active teachers
to the TFFR Board.

The Senate amended the bill to reinstate the provision that ND United submit a list of nominees (active
elementary or secondary teachers) to the Governor for the TFFR Board. The Senate approved the
amended bill by a vote of 46 — 0.

The House Education Committee held a public hearing on the Engrossed SB 2030. On 2/23, the
Committee gave the bill a “do pass” recommendation, 12-0-2. On 3/3, the House passed the bill by a
vote of 76-14. The Governor signed the bill on 3/13.

*hAhkAkAAkAkAAhkAAhkhhhkhhhkhhhkhhhkhhhkhhhkhhhkhkhhkhkhhkhhhkhkhhhhhhhhhkhhhkkhhhkhkhhkhhhhkhhkhkihkiiikkx

ND Legislative website



https://intranetapps.nd.gov/lcn/council/billtracking/pub/viewBillInformation.htm?sessionYear=2017&viewBillNumber=aa4a40c1e410f7f27d64e4f59df011bd
http://www.legis.nd.gov/assembly/65-2017/bill-actions/ba1318.html
http://www.legis.nd.gov/assembly/65-2017/bill-actions/ba2030.html
http://www.legis.nd.gov/assembly/65-2017/regular

MEMORANDUM

TO: TFFR Board

FROM: Fay Kopp

DATE: March 16, 2017

SUBJ: TEACHER SHORTAGE AREAS

State Supt. Baesler will review the different methods used by NDDPI and ESPB for
determining teacher shortage areas.

Although state law requires TFFR to use the ESPB designation for critical shortage
areas (when allowing a retired teacher to return to work up to full time after a one-year

waiting period), it is important to recognize the differences in how the State determines
teacher shortage areas for different purposes.

Board Information Only. No board action is requested..

Attachment



2016-2017 North Dakota Teacher Shortage Report FTE's

Course Area Regular | Irregular | Openings| Total | Shortage | Percentage
Economics and Free Enterprise System 0 3 0 3 3 100.00%
Computer Education 7 1.5 8.5 1.5 17.65%
Driver and Traffic Safety Education 14.5 1 15.5 1 6.45%
Agriculture Education 96.9 6 102.9 6 5.83%
Special Education 396.16 (6 18.3] 420.46 24.3 5.78%
Family and Consumer Sciences 144.64 |3 3.5 151.14 6.5 4.30%
Science 408.99 |16 1| 425.99 17 3.99%
PK-12 Counselor 395.38 |11 1| 407.38 12 2.95%
Mathematics 485.81 |4 5.5] 495.31 9.5 1.92%
English Language Arts 488.72 |7 2| 497.72 9 1.81%
Music 235.08 |1 2.9] 238.98 3.9 1.63%
Physical Education 298.77 |2 2| 302.77 4 1.32%
Social Studies 419.14 |4 1| 424.14 5 1.18%
Elementary Teacher (K-8) 6875.16 (6.5 17.42| 6899.08 23.92 0.35%
Languages/Native American Languages 48.42 2 0 50.42 2 3.97%
Art 99.18 1.5 100.68 1.5 1.49%
Early Childhood Teacher (PK) 218.57 2.5 221.07 2.5 1.13%
Trade and Industrial Education 87.91 1 88.91 1 1.12%
Business and Office Technology/Business Education 206.75 2| 208.75 2 0.96%
Career Education 195.87 0] 195.87 0 0.00%
Diversified Occupations 1.71 0 1.71 0 0.00%
Health 106.59 0| 106.59 0 0.00%
Health Careers 38.21 0 38.21 0 0.00%
Marketing Education 25.7 0 25.7 0 0.00%
Technology Education/Industrial Arts 72.5 0 72.5 0 0.00%
Vocational Information Technology 26.6 0 26.6 0 0.00%

** See Col "Pct". Must be 5% or greater.

** See Col "Shortage" - Have more than three (3) vacancies.




TFFR Investment Update

For the Periods Ended December 31, 2016

March 15, 2017

Note: This document contains unaudited data as of December 31, 2016,
which is deemed to be materially accurate, but is subject to change.

Dave Hunter, Executive Director/CIO

Darren Schulz, Deputy Chief Investment Officer
ND Retirement & Investment Office (RIO)

State Investment Board (SIB)




TFFR Investment Ends — December 31, 2016

SIB clients should receive investment returns consistent with their written investment policies and market
variables. This “End” is evaluated based on comparison of each client’s (a) actual net investment return, (b)
standard deviation and (c) risk adjusted excess return, to the client’s policy benchmark over 5 years.

Risk Adj
Excess
Current Risk Return
FYTD 1¥rEnded 3YrsEnded 5YrsEnded 5YrsEnded 5YrsEnded
121312016 1273172016 1213172016 1213172016 1213112016 1213112016

Net Investment Return a 414% 6.99% 4.48% 8.61% 5.6% 0.32%
Policy Benchmark Return b 4.17% 6.95% 4.04% 7.90% 9.3%
Estimated Excess Return in § (Actual > Expected) $750,000 $25 million  §70 million

a*

Key Point: TFFR investments have approximated $2 billion during the last 5-years
and Excess Return has averaged over 0.70% per annum. Based on these values,
TFFR’s use of active management has enhanced Net Investment Returns
by $70 million for the 5-years ended Dec. 31,2016 (or $2 billion x 0.70% = $14
million x 5 years = $70 million). This Excess Return has been achieved while adhering
to prescribed Risk limits (e.g. 105% versus a policy limit of |15%).

y) Current Policy Benchmark: 58% Equity (31% U.S., 21% Non-U.S., 6% Private); 23% Fixed Income (13% U.S,,
6% Non-U.S. 4% High Yield); 18% Real Assets (10% Real Estate; 5% Infrastructure; 3% Timber); and 1% Cash.



U.S. Economy — Annual GDP Growth Rates

s GDP ANHUAL GROWTH RATE
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US GDP Growth Rates:

The US economy expanded 1.9% in the 4th quarter of 2016 increasing from 1.7% for the 3™ quarter
and consistent with the 4" quarter of 2015. The United States is the world’s largest economy. Yet, in
the last two decades, like in the case of many other developed nations, U.S. growth rates have been
decreasing. If in the 50’s and 60’s the average growth rate was above 4 percent, in the 70’s and 80’s
dropped to around 3 percent. In the last ten years, the average rate has been below 2 percent and since
the second quarter of 2000 has never reached the 5 percent level. Last updated in February of 2017.
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Global GDP Growth Rate - History & Forecast

Global GDP Growth Rates Actual

Forecast Forecast Projected Trend

(% change) 2015 2016 2017  2017-2021 2022-2026
United States 2.8 1.8 25 2.2 2.0
Europe 1.9 1.8 1.6 1.7 1.3
of which: Euro Area 1.6 1.7 1.6 1.7 1.2
of which: United Kingdom 2.2 2.0 12 15 14
Japan 1.6 14 15 1.2 0.8
Other mature 2.8 3.1 2.9 3.4 2.8
Mature Economies 2.3 2.0 2.1 2.1 1.8
China 4.2 4.0 3.8 3.3 2.9
India 7.3 6.6 6.2 5.8 55
Other developing Asia 5.2 55 51 5.0 4.5
Latin America -0.6 -1.5 1.2 2.6 2.7
of which: Brazil -3.8 -35 0.5 1.9 2.3
of which: Mexico 2.6 2.2 1.8 4.0 3.8
Middle East & North Africa 35 3.1 25 3.3 3.3
Sub-Saharan Africa 3.1 0.9 2.3 4.8 5.1
Russia, Ctr.Asia, S.E. Europe 0.0 0.8 1.7 1.6 1.0

Emeriini & Develoiini 34 3.1 35 3.7 35

» Global GDP Growth Rates have
declined from:

3% in 2010-to-2015 to
2.6% in 2016 but expected to reach
3% in 2017 through 2021.

» Global GDP Growth in the
Emerging Market and Developing
Economies is expected to trend
downward over the next decade
largely due to China’s growth rate
slowing from:

8% in 2010-to-2014 down to

4% in 2016 and sub-4% thereafter.

Key Take-Away: World GDP growth

rates continue to show meaningfully
positive trends albeit at slower rates.

4 Source: The Conference Board is a global, independent business membership and research association based in NYC.



Growth of Gross Domestic Product, 2017-2026
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} 5 Source: The Conference Board is a global, independent business membership and research association based in NYC.



U.S. Unemployment Rates

US UNEMPLOYMENT RATE
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U.S. Fed Funds Rate (1971 to 2017)

Background: The federal funds rate is the interest rate at which banks lend reserve balances to other banks overnight (on an
uncollateralized basis). Banks with surplus balances lend to those in need of larger balances. Reserve balances are held at the Federal
Reserve to maintain the banks’ reserve requirements. Changes in the federal funds rate trigger a chain of events that
affect other short-term interest rates, foreign exchange rates, long-term interest rates, the amount of money and credit, and,
ultimately, a range of economic variables, including employment, output, and prices of goods and services. The Federal Reserve uses
"monetary policy" to influence the availability and cost of money and credit to help promote national economic goals.

U5 FED FUNDS RATE

US FED FUNDS RATE

1.2 25
The Fed Funds target rate was increased
0.25% in December of 2015 and 2016 and 1
March of 2017 (to 1.0% on Mar. 15,2017). — 20
15
0.6
0.4 10
5
—
1930 1939 1998 2007 2016

The Federal Reserve kept the target range for its federal funds steady at 0.5 percent to 0.75 percent during its Feb. 2017
meeting, in line with market expectations and following a 25bps hike in December. Policymakers noted improvements in
business and consumer confidence and the rise in consumer prices and said near-term risks to the economic outlook appear
roughly balanced. On March 15, 2017, the Fed Funds increased the target range by 0.25% to 0.75% and 1.00% citing progress
in labor market growth, business fixed investment and inflation (with a target of 1.4% in 2017, 2.1% in 2018 and 3% in 2019).
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Fed Fund Rate Expectations

Federal funds rate expectations
FOMC and market expectations for the fed funds rate
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Source: FactSet, Federal Resenve, J P. Morgan Asset Management.

Market expectations are the federal funds rates priced into the fed futures market as of the date of the December 2016 FOMC mesting. *Forecasts of 17
Federal Open Market Committee (FOMC) participants are median estimates. "*Last futures market expectation is for Movember 2018 due to data availability:
Guide for the Markets — UL 5. Data are as of December 31, 2016.



Total Rates of Return by Bond Sector

Periods Ending December 31, 2016

Total Returns

Bloomberg Barclays Aggregate
Bloomberg Barclays Treasury
Bloomberg Barclays Agency
Bloomberg Barclays CMBS
Bloomberg Barclays ABS
Bloomberg Barclays MBS
Bloomberg Barclays Credit
Bloomberg Barclays Corp High Yield

Bloomberg Barclays TIPS

Source: Bloomberg Barclays

-2.98%

-3.84%

-1.96%

-3.03%

-1.97%

-2.97%

-2.41%

-0.70%

s

Effective Yield Over Treasuries

20%

5% A

N

= SNr——T

0% N

-5%
4Q06 4Q07 4Q08 4Q09 4QI0 4QI1 4Ql2 4QI3 4Ql4 4QI5 4Qlé6

e {J.S. Credit MBS
ABS CMBS (ERISA only)
e High Yield = Bellwether 10-Year Swap

» Rising rates produced negative returns for all sectors except high yield.

»  Worst performing sector of the Aggregate was Treasuries.

» Treasury Inflation Protected Securities (TIPS) outperformed Treasuries on rising
inflation expectations (-2.4%).



The Capital Markets at January 2017
U.S. and Global Capital Markets Rallied After Mid-Year Investor Uncertainty

e Stock and bond markets Average Annual Returns
endured a wild ride around the R
world with Brexit and the US 2012 2013 5Years 10 Years 15 Years

elections roiling investors’ Broad U.S. Stock Market
. . . Russell 3000 103 1642 3355 1256 048 1274| 1467 7.07 711
emotions. Underlying economic

Large Cap U.S. Stocks

data remain positive, and tell a S&P 500 211 1600 3239 1369 138 1196 1466 695 660
story of persistent modest Small Cap U.S. Stocks
growth in the U.S. and weak Russell 2000 418 1635 3882 489 -441 2131| 1446 707 849
recﬂuew In Eurﬂpe_ MNon-1.5. Stock Markets
MSCI EAFE US$ 1214 1732 2278 -490 -081 100| 653 075 528
MSCI Emerging Markets ~ -13.17 1863 -227 -1.82 -1460 1160 164 217 985

» Five-year US equity returns

Fixed Income
through 2016 are very strong. Barclays Aggregate 784 421 202 597 055 265 223 434 458
Ten-year returns no longer Barclays Glbl Agg ex USD 436 409 -308 -309 -602 149| -139 244 496
include the robust 2003-05 Barclays Long Gov/Credit 2249 878 883 1931 -330 667 407 6.85 7.03
results. Fifteen-year equity Real Estate
returns are still below long-run NCREIF 1426 1054 1098 11.82 1333 801| 1082 6.94 9.01

Hedge Funds
C5 Hedge Fund Index -252 TBT 973 413 -0 1256 434 375 hid
Private Equity

averages, but are above those
of fixed income, as 2000-2002

downturn as rolled off the Cambridge Private Equity*  11.00 1333 2213 1275 7.0 406*| 10.89* 1054* 1022°
calculation. Commodities
Bloomberg Commodity 1337 -114 958 -1704 -2470 1140| -906 £.23 0.1
Cash Market
' E;:gi ﬂ?adi?hﬁﬂi?&ﬂﬁﬂﬁn 'T;;fgf; ;‘:[3 et 90-Day T-Bill 010 011 007 003 005 033 012 0.80 1.34
columns due to a reporting lag. Inflation
" CPI-U data are measured as year-over-year change CPI-U* 296 174 150 076 073 169, 130 1.82 207

through 11.30_2018.
Source: Callan Associates

10 Ca“aﬂ | Knowledge. Experience. Integrity. 2017 Capital Market Projections



Asset Class Performance

Periodic Table of Investment Returns
for Periods Ended December 31, 2016

Best Last Quarter Last Year Last 3 Years Last 5 Years Last 10 Years
] Russell:2000 Index | Russell:2000 Index S&P:500 S&P:500 Russell:2000 Index
8.8% 21.3% 8.9% 14.7% 71%
S&P:500 S&P:500 Russell:2000 Index | Russell:2000 Index S&P:500
3.8% 12 0% 6.7% 6.9%
Bimbg:Commodity MSCI:EM Gross MSCI:EAFE
Pnce Idx
2.5% 11.6%
3 Month T-Bill Bimbg:Commodity 3 Month T-Bill MSCI:EM Gross
Price Idx
0.1% 11.4% 0.1% 2.2%
MSCI:EAFE MSCIEAFE MSCI:EM Gross 3 Month T-Bill
(0.7%) (1.6%) 1.6% 0.8%
MSCILEAFE MSCI:EM Gross 3 Month T-Bill MSCI.EAFE
1.0% (2.2%) 0.1% 0.7%
MSCIEM Gross 3 Month T-Bill Bimbg:Commodity | Bimbg:Commodity | Blmbg:Commodity
Price Idx Price Idx Price Idx
(4.1%) 0.3% {11.4%) (9.1%) (6.2%)
Worst
2016: U.S.Small Cap Equities (Russell 2000) returned 21.3% in 2016, while U.S. Large Cap (S&P
500) and Emerging Market (MSCI EM) Equities rose 12% and 11.6%, respectively. U.S. Fixed
11 Income (Elmbg. Aggregate) returned 2.6% and International Equity (MSCI EAFE) was up 1%.



Investment Returns for 1- and 5-years ended Dec. 31, 2016

In 2016, TFFR posted a net investment return of 6.99% versus a policy benchmark of 6.95%. Overall,
TFFR’s equity managers underperformed benchmarks by 0.37%, while fixed income and real asset
managers outperformed their benchmarks by 0.73% and 0.42%, respectively, in 2016. U.S. Equity
returns were strong overall with Large Cap up 11% and Small Cap up 17.5%, but failed to keep pace
with benchmark returns of 12% and 21.3%, respectively. International Equity posted a net return of
over 3.8% surpassing its benchmark of less than 3.2%. World Equity managers generated a 6.7% return
in 2016, but again failed to exceed its benchmark of 7.5%. Fixed income earned over 6.4% in 2016
versus a 4.9% global index with all sectors outperforming their benchmarks except for High Yield
(which earned 13.8% versus a 17.1% index). Real Assets generated solid absolute and relative returns
(+5.6% actual vs +5.2% index) largely due to Real Estate (up 9.8%) while Infrastructure returns of 3.3%
were muted and Timber results were very disappointing (down 4% versus the +2.6% index).

Asset allocation is the #1 driver of investment returns. For the 5-years ended 12/31/16, TFFR earned
a net return of 8.6% per annum, which exceeded the policy benchmark of 7.9% by 0.70%. Strong
returns in U.S. equities played a key role, as they rose by 15% per annum the last 5-years. Real estate
was the second best performing sector generating 12% returns since 2012. International equities
underperformed long-term projections, but still earned over 6% per annum the last 5-years.
Infrastructure also earned over 6% since 2012 in line with long term expectations. International fixed
income, timber and private equity were disappointing on both an absolute and relative perspective
earning less than 2% per annum since 2012. Asset allocation and active management were responsible
for $790 million (92%) and $70 million: (8%) of TFFR’s net income, respectively, since 2012.

TFFR’s investment returns have consistently ranked in the second quartile of the Callan Public Fund
Sponsor Database over the last five years. On an unadjusted basis, TFFR’s returns ranked in the 30t
percentile for the 5-year periods ended December 31, 2016.

12 Footnote |: The market value of TFFR’s assets exceeded $2 billion for the five-years ended Dec 31, 2016 ($2 billion x 0.70% = $14 million x 5 years = $70 million).



TFFR Net Investment Return — Tables and Bar Charts

Return Table / Bar Chart:

At Dec. 31, 2016:
Fiscal YTD

1 Year

5 Years

15 Years

30 Years

Asset Class Returns )

4.1%
7.0%
8.6%
6.0%
7.7%

5-Years Ended Dec. 31, 2016

U.S. Equity
Int'l. Equity
U.S. Debt
Int'l. Debt
Real Estate
Timber
Infrastructure
Private Equity
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TFFR Actual Allocations are within 1% to 3% of Target Allocations

The Private Equity Underweight of 2.7% is offset by Overweight allocations to
Domestic Equity of 1.8%, International Equity of 0.6% and World Equity of 0.8%.

Actual Asset Allocation Target Asset Allocation

23%

Cash & Equivalents Cash & E"qéjivalenls
1% 1
Infrastructure Infrastructure
5% 5%
Timber Timber -
3% Domestic Fixed Income 3% Domestic rj{’;‘_‘:d Income
private Equty . I k

3%
World Equity )
17% World Equity International Equity
International Equity 16% 15%

Domestic Equity Domestic Equity
21%

Real Estate i Intl Fixed Income
o Intl leeﬁ?}; ncome Rea‘ll [qutate 2o
$000s Weight Percent $000s

Asset Class Actual Actual Target Difference Difference
Domestic Equi 497 561 23.2% 21.4% 1.8% 37,981
Domestic Fixed Income 364,947 17.0% 17.0% 0.0% (141)
International Equity 326,003 15.2% 14.6% 0.6% 12,457
Intl Fixed Income 112,731 5.2% 6.0% (0.8%) (16,123)
Real Estate 228,480 10.6% 10.0% 0.6% 13,722
World Equity 361,507 16.8% 16.0% 0.8% 17,896
Private Equity 70,138 3.3% 6.0% (2.7%) (58,717)
Timber 65,467 3.0% 3.0% 0.0% 1,040
Infrastructure 98 578 4.6% 5.0% (0.4%) (8,801)
Cash & Equivalenis 22.163 1.0% 1.0% 0.0% 687
Total 2,147,574 100.0% 100.0%
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Actual versus Benchmark Return Comparisons — Equity

Global Equity
outperformed
overall policy
benchmarks for
the 3- and 5-year
periods ended
Dec.31,2016, by
0.17% and 0.39%,
respectively.
U.S. Small Cap
Equity (off
0.38%),World
Equity (off
1.15%) and
Private Equity
underperformed
the last 5 years.
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Returns for Pericds Ended December 31, 2016

Last Last
Last Last 3 5
Quarter Year Years Years
Global Equity
Gross 1.67% 8.05% 3.00% 10,809
Met 1.61% 7. 7o9% 3.67T% 10.45%
Wid Avg Global Equity Benchmark 2 3T% 8 16% 3.50%“ 10.06%
Domastic Equity
Gross 4 14% 12.79% B.41% 15.41%
Met 4 10% 12.56% B.20% 15.18%
Wid Awg Domestic Equity Benchmark 4 88% 14 14% B.25% 14 . T0%%
Large Cap Equity
Gross 2. 00% 11.18% 0.27% 15.64%
Meat 2.97% 11.02% 0.09% 15.43%
EBanchmark(1) 3.83% 12.05% 5.59% 14609
Small Cap Equity
Gross B9 18.00% 5.25% 14 .37%
Met T.95% 17.54% 4 Q8% 14.08%
Russeall 2000 Inde:x B.B3% 21.31% 6.74% “ 14 . 48%
International Equity
Gross (3.00% 4 05% (0.09%:) T.1T%
Met 3.0 %% 3.86% (0.30%) 6.88%
Wid Avg Intl Equity Benchmark 1.09% 31T % (1.84%) 5.63%
Davelopead Intl Equity
Gross {2.05%) 2.61% (0. 145%) B.14%
Mt {2.10%%5) 2 37% (0.38%) T.B5%
Banchmark(2) (0. 36%) 1.22% (1.53%) 6.58%
Emearging Markots
Gross {6.32%%) 0_05% (0.51%) 2 50%
Meat (6.32%) 9.05% (0.56%) 2.34%
EBanchmark(3) (4.16%) 11.19% (2.55%) 1.28%
World Equity
Gross 2.55% ¥.06% 3.24% 10,029
Met 2.45% G&.66% 2.57T% 0. 26%
MSC] World Index 1.86% 7.51% 3.8-:]".-1:.“ 10419
Private Equity
Meat 2.65% 0_30% -j1.?8‘r‘:-j-“ 1.83%



Actual vs
Benchmark
Returns —
Global Fixed
Income and
Real Assets

Net returns for
Fixed Income
and Real Assets

generally —
exceeded
stated policy
benchmarks for
the 3- and 5-
years ended
Dec.31,2016,
excluding
Timber.
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Returns for Pericds Ended December 31, 2016

Last Last
Last Last 3 5
Quarter Year Years Yeoars
Global Flxed Incoms
GIOss [2.53%) 581% 3.63% 4.75%
Met [2.58%) 5 64% 3.36% 4651%
Wid Avp Global Fieed Inc. Benchmark [2.11%) 4.81% 1.84% 245%
Domestic Flaed Income
GrOss [0.79%) 6.67T% 4.80% 5.95%
Met 10.84%) E.43% 46T% 5.87%
Wid Awg Domestic Fl Benchmark {1.88%) E.21% 3.37T% 3.54%
In¥. Grade Flxed Income
Cross 3.62% 4.54% 4.87%
Met 3.65% 4.40% 4.74%
Bimibg Aggregats Index 2 E5% 3.03% 2.23%
Below Inv. Grade Flxed Income
Cross 1.86% 14.24% 5.80% 9.32%
Met 1.56% 13.79% 5.45% 8.85%
Bimibg HY Corp 2% Issue 1.75% 17.13% 4.67% 7.36%
Intemational Flxed Income
GIOss [7.77%) A 05% {0.71%) 0.72%
Met [7.86%) 3 6% 1'1.06%) 0.36%
Wi Avg Intl Flxed Incomse Benchmark (10.26%) 1.49% |2 58%) 3E%)
Global Real Assets
GrOss 0.62% 6.03% 8.73% 8.16%
Met 0.52% 5 .58% 8.28% 7.73%
Wid Avg Global Real Assets Benchmark 1.14% 5.16% TAT% 7.46%
Real Estate
Cross 2.14% 10.38% 13.48% 12.80%
Met 2.02% 0. E4% 12.83% 12.35%
MCREIF Total ingex 1.73% T.57% 11.02% 10.91%
Timiber
Met {5.073%) {3.85%) 2.01% 0.21%
MCREIF Timberand Index 1.18% 2. 59% 5.86% 7.06%
Infrastructurs
Gross 1.85% 3.00% 3.86% a.14%
Met 1.73% 3.30% 3.28% 54T%
CPIW {0.043%) 1.59% 0.80% 1.18%
Cash & Equivalents - Het 0.16% 0.51% 0.22% 0.16%
3-+month Treasury B 0.08% 0.33% 0.14% 0.12%
Tatal Fund
Gross 0.45% T Z8% 4.80% B.04%
Met 0.43% 6 0o 4 4E% BE1%
Tanget* 0.63% GRS 4.03% 7.00%



TFFR Long Term Results are Near Long-Term Assumptions

The TFFR Pension Plan is a Long Term Investor

Net returns for the TFFR Pension Plan approximate 7.72% for the 30-years ended Dec. 31, 2016,
which is materially consistent with the plan’s long term actuarial assumption of 7.75%.

ND RETIREMENT AND INVESTMENT OFFICE
ND STATE INVESTMENT BOARD
INVESTMENT PERFORMANCE SUMMARY
AS OF DECEMBER 31, 2016

Investment Performance (net of fees)

Fiscal Years ended June 30 Periods ended 6/30/16 (annualized)
Market Values FYTD
Fund Name as of12/31/16 2017 2016 2015 2014 2013 2012 3 Years 5Years 10 Years 20 Years 30 Years
THR 2,147,574,445 414% 0.28% 3.52% 16.53% 13.57% -1.12% 6.55% 6.32% 445% 6.48% | 7.73%

%

For 30-years ended June 30, 2016.
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TFFR’s “gross” returns were ranked in the 30t percentile for the 5-years
ended Dec. 31, 2016, based on Callan’s “Public’kund Sponsor Database”.

CAIl Public Fund Sponsor Database

18

1%
10%
— ®|(29)
9% —®|(30)
(59)|a
8% (62)| A
0 ®|(60)
= 7% (72)|a '
-
g B% —
%]  ®|(39)
4% — (T1)|h— |
3%
{n]
2% Last Last Last Last
Year 3 Years 5 Years 6-1/2 Years
10th Percentile 8.80 551 0.69 10.02
25th Percentile 8.24 5.05 9.13 9.53
Median 7.49 462 8.32 8.73
75th Percentile 6.82 3.03 7.45 7.80
90th Percentile 6.09 314 6.47 7.10
Total Fund @ 7.28 4.80 8.94 9.39
Policy Target & 6.94 4.03 7.90 8.37

* Current Quarter Target = 16.8% Russell 1000 Index, 16.0% MS3CI World, 13.0% Barclays Aggregate Index, 11.8% MSCI EAFE. 10.0% NCREIF Total Index,
6.0% NDSIB TFFR - Private Equity, 6.0% Barclays Global Agg ex-US, 5.0% CPI-W, 4 8% Russell 2000 Index, 4.0% Barclays US HY Corp 2% Cp, 3.0%
MCREIF Timberland Index, 2.8% MSCI EM and 1.0% 3-month Treasury Bill.

Callan MDSIB - Teachers Fund For Retirement



SIB managers performed well in the public markets for the last 5
years, but have been challenged in private equity and timber.

Total Asset Class Performance

Five Years Ended December 31, 2016 Weighted
Ranking
o
20% 15
15% 4 (30) =2 (*)
@5
) -
= 10%
3 ' (92) &
= — 9)(32) \2)
UJ 2 y 3
o 59 - ® (2 (74) A——
(25) ——
0% ——8(72) (01} b {84)
(87) A
i |:| i1
(5%) Pub Pin- Pub PIn- Pub PIn- Intl Public Fund - Pub PIn- Real Public Fund
Dom Equity Dom Fixed Equity Intl Fixed Estate - Cash
10th Percentile 15.16 433 8.23 4.84 12.44 4.55
2ath Percentile 14.83 365 7.27 395 11.87 1.64
Median 14.34 287 6.46 2.34 10.83 0.42
75th Percentile 13.78 2.10 5.32 0.50 10.50 0.20
90th Percentile 13.00 1.75 3.14 (2.05) 7.98 0.14
Asset Class Composite @ 15.48 6.09 7.09 071 12.86 0.18
Composite Benchmark & 14.71 3.64 5.50 (1.39) 7.44 0.12

19 NOTE: SIB utilizes the private markets to invest in real estate, infrastructure and timber (in addition to private equity and private debt).



NDSIB Watch List

As of 12/31/2016

PIMCO MBS (Pen) S180, 755,002
Fmirmem Index' =1t
1 vear 3.59 167 221 _
3 Year 376 3,07 062
Inc eption* 253 205 0.48
“Funded 3312012
JP Morgan MBS (Pen_) 129,248 064
Rebrre= Index’ Expess
1 Year 2.48 1,57 0.50 _
Inc eption* 252 221 0.31
“Funded 09502014
PIMCO Unconstrained (Pan_) S84, 666,857
Reiurns Index’ Ewcmms
1 vear E36 0TE 562 _
3 year 276 o4z 233
nception® 279 0.39 2.20
*Funded 3N 2012
UBS International Fized (Pan_) 09 77T, 972
Fisurns Index’ Excem
1 vear 1564 1.49 016 _
3 Year (2.73) (2.59) (o014
InCepBon® 580 551 029

*Fundsed 0T 01NS9&9

1
? Libor 3-Month
H]

Barclays Mortgage Indeax

Barclays Global Aggregate ex-1ES

Nofe- Refurn data is gross of fee due o data avaiabiiiry

TO: State Investment Board (*SIB”) Clients

FROM: Retirement and Investment Office — Dave Hunter, Darren Schulz and Eric Chin
DATE: January 20, 2017
SUBJECT: SIB Client Watch List Update — NO CHANGES

RIO routinely reviews manager performance, organizational structure, investing philosophwistyle and
fund flows of specific strategies and the fiims overall operations. These reviews serve as the basis for
Staff recommendations to add, maintain or remove managers from our Watch List.

There are four firms currently on our Watch List including PIMCO (2 strategies), JPMorgan, UBS
and Adams Street Partners, all within the Pension Trust.

PIMCO MBS
PIMCO Unconstrained

5181 millicn JPMorgan MBS
&4 million uBs International

%121 million
101 million

PIMCO has been on Watch since October of 2014 largely due to significant organizational changes
including the departure of PIMCO's founder, Bill Gross, in late-September of 2014, and the prior
departure of Mohamed El-Aran, PIMCO's former CEQ. Since then, there have been additional turnower
including the latest announcement that Douglas Hodge, who served as PIMCO's CEOQ since Mohamed
El-Arian left in earhy-2014, will now step aside 2o as to allow Emmanusl Roman to become its next
CEO on November 1, 2016. Mr. Roman was previously CEQ of Man Group Flc, the world's largest
publichy traded hedge fund manager, since February 2013.

Despite of the above senior management tumowver, PIMCO has generally performed in a satisfactory
manner with strong results in less liquid strategies {(e.g. DISC0 and Bravo) and moderate results in the
public sector mandates. As a result, RIO has advized the SIB to keep PIMCO's public mandates on
Watch the last two years. During this time, the MBS strategy (3181 million) has generally provided
above benchmark retumns (after fees), while the Unconstrained Bond mandate has underperformed
expectations (net retums of 2.8% per annum) although recent perffiormance has been encouraging with
a 6.3% net retumn for the 1-year ended 12/31/2016. Given this mixed performance, S5taff recommends
that both PIMCO strategies remain omn Watch until R completes its fixed income manager
review in the Pension Trust in the next few months.

The JPMorgan Mortgage Backed Securities (MBS) mandate was placed on Watch at the Aprl 22,
2016, board meeting following the departure Henry Song as Co-Portfolio Manager. This event followed
the earlier departure of Doug Swanson as Portfolio Manager in September 2015, Although JPMorgan
generally maintains strong bench strength across the board, the departure of tawo highly tenured porifolio
managers within eight months is highly unusual. Since April, RIO has met with the new JPMorgan MBS
porifolic management team in addition to Henry Song at his succes=or firm. Staff continues to believe
there is no immediate risk to the overall management of this strategy given JPM’s bench strength and
relatively conservative risk profile of this specific mandate. As such, RIO recommends that JPMorgan
MES strategy remain on Watch until Staff completes its fixed income manager review in the next
few months., As of 12/31/2016, the JPMorgan MBS strategy has provided above benchmark
performance since inception (+0.20%) and improved results (MBS Index +0.50%) over the last year.

UBS International Debt strategy was placed on Watch in early-2015 when trailing 1-, 3-, and 5-
year returns were over 30 bps below benchmark. During the last year, UBS performance improved
such that inception to date results and 1-year returmns now approximate the benchmark (after fees).
RIO continues to recommend that UBS remain on Watch until Staff completes it fixed income
manager review in the next few months.



Adams Street Private Equity valued at approximately $37 million

Last Last Last
Last Last 3 5 10
Quarter Year Years Years Years
Private Equity*

Net 2.65% 0.30% (1.78%) 1.96% 0.01%
Adams Street Direct Co-Invest Fd 7.53% 8.31% 17.84% 14.43% 6.60%
Adams Street Direct Fund 2010 6.82% 2.26% 14.16% 12.67% -
Adams Street 1998 Partnership (0.16%) 1.18% 1.39% 4.23% 1.04%
Adams Street 1999 Partnership 2.13% 3.06% (1.15%) 3.75% 2.48%
Adams Street 2000 Partnership 0.94% 1.00% (0.53%) 0.36% 3.30%
Adams Street 2001 Partnership 8.47% 7.68% 2.51% 6.53% 4.75%
Adams Street 2002 Partnership 15.92% 29.86% 5.64% 8.23% 5.49%
Adams Street 2003 Partnership 6.39% 7.01% 10.35% 10.72% 7.02%
Adams Street 2010 Partnership 9.20% 9.17% 15.54% 13.48% -
Adams Street 2008 Fund 6.75% 9.74% 13.07% 10.66% -
Adams Street 1999 Non-US 0.08% (1.19%) (0.32%) 5.45% 6.33%
Adams Street 2000 Non-US 0.17% 1.51% 0.16% (2.80%) 2.73%
Adams Street 2001 Non-US (11.28%) (19.82%) 13.27% 12.64% 4.61%
Adams Street 2002 Non-US (3.54%) 9.96% 6.39% 5.03% 3.91%
Adams Street 2003 Non-US 5.28% 24.39% 12.49% 14.94% 12.31%
Adams Street 2004 Non-US 3.48% 4.09% 8.19% 5.13% 5.39%
Adams Street 2010 Non-US 0.22% 12.25% 8.48% 8.95% -
Adams Street 2010 Non-US Emg 5.16% 8.61% 14.33% 3.49% -
Adams Street 2015 Global Fd 28.68% 52.01% - - -
Adams Street BVCF IV Fund 3.23% 3.14% 18.80% 24.97% 27.48%
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TO: TFFR Board Members
FROM: Dave Hunter (on behalf of the State Investment Board)
RE: Invitation to attend Callan College Onsite on July 28,2017

TFFR board members are invited to attend a Callan College Onsite at the
Bismarck State College Energy Center on July 28, 2017. Senior Callan
professionals will be offering investment education on asset allocation,
capital markets theory, investment policy statements and fiduciary
responsibilities. This important Board Education should be interesting for
most board trustees. The meeting will be divided into three 1.5 hour
segments to allow attendees to select the educational topics they deem to
be most worthwhile. The Callan College Onsite is scheduled to commence
at 8:30 am and conclude by 2:00 pm with two 15 minutes breaks and | hour
for lunch. The SIB intends to offer this educational opportunity to each of
our |4 client boards in addition to the Legacy and Budget Stabilization
Fund Advisory Board.
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Appendix of Supporting Materials
For TFFR Investment Update as of Dec. 31, 2016

Callan’s Quarterly Reports of investment performance are available on the following web address:

Board members can review monthly manager level performance using the following web address:

Interim Investment Update: Based on interim and unaudited
investment results as of Jan. 31, 2017, plus estimated benchmark

data for February, TFFR’s Net Return is estimated at approximately
1.5% for the eight (8) months ended February 28,2017.


http://www.nd.gov/rio/SIB/Publications/Callan Quarterly reports/Pension Trust/2016-12 Pension.pdf
http://www.nd.gov/rio/SIB/Publications/Callan Quarterly reports/Pension Trust/2016-12 Pension.pdf
http://www.nd.gov/rio/SIB/Publications/Callan Quarterly reports/Pension Trust/2016-12 Pension.pdf
http://www.nd.gov/rio/SIB/Publications/Callan Quarterly reports/Pension Trust/2016-12 Pension.pdf
http://www.nd.gov/rio/RIO_ref/report_type.asp?reportType=performance
http://www.nd.gov/rio/RIO_ref/report_type.asp?reportType=performance
http://www.nd.gov/rio/RIO_ref/report_type.asp?reportType=performance

Global Equity, Fixed Income and Real Asset Valuations

Asset Class Allocation

December 31, 2016 September 30, 2016

Market Value Weight Net New Inv. Inv. Return Market Value Weight

GLOBAL EQUITY $1,255,209,365 58.45% $(19,717,931) $20,471,607 $1,254,455,689 58.50%
Domestic Equity $497,561,440 23.17% $(10,651,430) $19,767,257 $488,445,613 22.78%
Large Cap 380,127,361 17.70% (10,436,080) 11,017,655 379,545,786 17.70%
Small Cap 117,434,079 547% (215,350) 8,740,602 108,800,827 5.08%
International Equity $326,002,762 15.18% $(5,098,801) $(10,090,477) $341,192,040 15.91%
Developed Intl Equity 255,748,378 11.91% (98,801) (5,345,738) 261,100,017 12.18%
Emerging Markets 70,256,384 327% (5,000,000) (4,744,739) 80,001,123 373%
World Equity $361,507,417 16.83% 5(445,113) £8,980,555 $352,971,975 16.46%
Private Equity $70,137,746 3.27% $(3,522,587) $1,814,272 $71,846,061 3.35%
GLOBAL FIXED INCOME $477,677,688 22.24% $(2,053,709) $(12,470,715) $492,202,113 22.95%,
Fixed Income Comp $364,946,580 16.99% $(1,344,982) $(2,917,230) $369,208,792 17.22%
Investment Grade Fixed 266,217,605 12.40% (1,162,353) (4,527,629) 271,907,587 12 68%
Below Inv. Grade Fixed Income 08,728,975 4.60% (182,629) 1,610,300 97,301,205 4.54%
International Fixed Income $112,731,109 5.25% $(708,727) $(9,553,485) $122,993,321 5.74%
GLOBAL REAL ASSETS $392,524,518 18.28% $1,255,865 $2,427,954 $388,840,698 18.13%
Real Estate 228,479,546 10.64% 1,598,075 4,852,536 222 028,935 10.35%
Timber 65,467,202 3.05% (208,921) (4,234,170) 60,010,293 3.26%
Infrastructure 98,577,769 4.59% (133,289) 1,809,587 96,901,471 4.52%
Cash & Equivalents $22,162,877 1.03% $13,107,862 $29,982 $9,025,033 0.42%
Securities Lending Income $0 0.00% $(36,401) $36,401 - -
Total Fund $2,147,574,448 100.0% $(7.444,315) $10,495,229 $2,144,523,533 100.0%
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ND TEACHERS FUND FOR RETIREMENT
INWESTMENT PERFORMANCE REPORT AS OF DECEMBER 31, 2016

Current Prier Year
December-18 September-18 Fiseal ¥YTD FY16 3 Years Ended 5 Years Ended
Allocation Cuarter Allocation Quarter 6/30/2018 6/302018
Market Value  Actual Policy Gross ™| Market Value  Actual Policy Gross™  MNet | Gross™ Net | Gross™ Het Gross Met | Gross ™ Met
TOTAL FUND 2147574445 100.0% 100.0%  0.49%| 2444533865 100.0% 100.0% 377T% 2.69% 428% 4.14% 0.61% 0.2T% 6.89% E35%| 6.66% 6.32%
POLICY TARGET BEENCHMARK 0.63% 3.52% 3.32% 4.147% 4.173% 0.61% 0.64% 5.96% J96%| STIN  ST3%
ATTRIBUTION AMALY SIS
Asset Allocation 0.00% 0.03% -0.03%| -0.03% -0.03%| -0006% -0.06% 0.05% 003%| 0.14% 0.14%
Manager Selection 0.14% 0.28% 0.20% 0.14% -0.01% 006% -02T% 0.88% 0.54%) 0.79% 0.45%
TOTAL RELATIVE RETURN -0.14% 0.25% 0.17% 011% -0.04% D.00%  -0.34% 0.23% 0.59%) 0.83% 0.59%
GLOBAL EQUITIES 1255209367 58.4% 58.0% 1.67% | 1254455883 S58.5% 580 5.39%  530% T.15% T.00% | -362% -3.93% 6.88% 6.53%| T.81M T.53N
Benchmark 5208 23T% S2.s 513 543 763 T.63%| -3.T6% -2TER 6053 6054 | T.08% T.08%
Epoch (1) 150,417,380 TO0% TO0% -128% 152,651,114 T 1% T.0%  315%  28B% 1.85% 1.52%( -583% -853% 6.48% 578%| T.57% 08.80%
LSV 211,090,037 2.8% 0D 545% 200,320,861 8.3% 9.0% 8.84% 6.74%| 1268% 12.53%| -T.05% -7.BSR 6.58% 5.84% A MiA
Total Global Equities 361507417  168% 16.0% 2.355% 332,971,973 165% 16.0% 3.21% 5.08% T.89% T.6TH| -633% -T2Th 6.44% ST70%| T44% 6.55%
MECI Worid 1.86% 4.87H%  4.8T% G681 6.81%| -2T8% -2T8R 6.95% 6958 | T.T2M T.TIN
Doemestic - broad 497,561,442 2324 2M.5%  4404% 488 445807 22.8% M.5% 430K 4ATH 8634 8.45% 2.02% 1.90% | 11.55%  11.33%| 11.48% 11.29%
Benchmark 4.98% 5158  545%| 10.39%  10.39% 0.72% 07254 | 10.54%  10.54% | 10.49% 10.49%
Large Cap Domestic
LA Capital 143,547,523 B.7% 6.6% 1.04% 144,308,272 6.7% g.8% 278k 3T1% 4.84% 4.73% 5AT% £05% | 1427%  14.03%| 13.62% 13.40%
Russell 1000 Growth 1.04% 4.58%  4.58% 5.64% 5.64% 2.02% 2025 | 13.07% 1307 | 12.35% 12.35%
LA Capital a87.034.873 41% 3.3%  4.54% 80134 357 42% 3.3%  2323%  3I0% Te2% T.88% 6.04% 582%| 1282% 1Z248%| 13.07% 12080%
Russell 1000 2.83% 4.03%  4.03% 8.01% 8015 2943 2.94% | 11.48%  11.48% | 11.88% 11.88%
Morthem Trust 089,380,257 3% 33% 422% 67,625,212 3% 333 432%  432% aT2% BTV2% 1.76% 1.78%) 11.10%  10.70%( 12.556% 12.18%
Clifton 20,184,710 TR 3.3% 3B8% 7B.3B0.532 3TR 3.3% 2.86% 2.685% Te0% T.8T% 4.60% 4.60%| 11.80%  11.88%| 12.45% 12.30%
S5&P 500 2.82% 2.85% 3.85% T8k T7.82% 2.99% 2995 | 11.66%  11.66% | 12.10% 12.10%
Total Large Cap Domestic 380127363 1T.7% 166% 299% 379545980 117T.7% 166% 3.76% 32.69% 6.86% B.T6% 4.63% 452%| 1277% 1260%| 12.86% 1264%
Russell 1000 (2] 2.83% 4.03%  4.03% 8.01% B01% 2.94% 2.94% | 11.48%  11.48%| 12.09% 12.09%
Small Cap Domestic
Atlanta Capital 52,068,423 25% 24% T24% 40,543,728 2.3% 24% 248% 228% 9.88% 2.4T% MNIA MA MUA NIA MiA MiA
Clifton 34,454,658 2.0% 24% BTI% 50,353,022 2.8% 2.4%  9.35%  B.EBE%| 18.BO9%  18.38%| -540% -5.B5R B.21% TA4%) BE1% 813%
Total Small Cap Domestic 117.434.079 35% 4.8% B04% 108,899,827 5.1% 48% 619% 35.83%|) 1472% 14.27T%| -686% -T.04% T.22% E8T%| 9.40% 8.95%
Russell 2000 8.83% .05%  9.05% | 18.683% 1B68%| -E73N -6TIH 7.09% 7093 | B8.35% 835%
International - broad J26.002.T62 1523 145K  -2.00% 341,192,040  15.9% 14.5% 804K B00% 4.80%  4T2%| -T.T2%  -T.91% 3.60% 3.34%| 5534 Sk
Benchmark -1.09% 6.81%  E81% 565 5655 | -10.38% -10.38% 1.46% 1.46% | 3.82% 382k
Developed International
NTGI 122,582,002 5.8% 50% -0.32% 123,068,351 5.8% 5.8% 8.35% 6.24% 8.01% 5.08%| -0.50% -054% MiA NIA MiA MiA
MECI Worid Ex US -0.36% 6.29%  6.29% 5.91% 591%| -9.84%  -9.84%
William Blair 57,580,203 27% 36% -6.B9% 61,248,555 20% 2.5% Q8% DEE% 342% 2.29% MIA MA MiA NI A MA
MECTACWI ex-US (Nez) -1.25% 6915 E91% 5.5TH 55TH
DFA (4) 35,850,203 1.7% 12%  1.71% 36,320,154 1.7% 123 10.54% 10.54%| 1244% 12.44%| -D2B%  -028% 6.24% G01%) 442% 309%
Wellington 37824271 1.8% 12% 4.04% 30,657,857 B% 2% 6.71% 6.47T% 1.43% 1.00% 1.80% 1.08% 0.e20% 290%| 0.08% 8.18%
S&P/Citigroup BMI EPAC = §2BN -2 A15% T.90% T.80% 4.49% 4.49%| -33T%  -33TH 7.29% T.29% | 4.3TH  43TH
Total Developed International 235746378 119% 118% -205% 261190917 122% 118% 7T.79% T7.74% 5.58% 5.48%| -TEB% -792% 4.15% 386%| 311% 2T1%
MECI Worid Ex US (3) -0.36% 6.29%  6.29% 5.91% 5.91% | -10.16%  -10.16% 2.06% 2.06% | 1.68% 1.68%
Emerging Markets
Axiom 51,863,288 24% 21%  -647% 50463257 28% 21% B13% BI3% 208% 2.08%( -10.32% -10.32% MUA NIA MiA MiA
CFA (4) 18,583,008 0.9% 0.7% -5.02% 20.537.865 1.0% 0.7% EB18% B.1B% 1.78% 1.78%( -584%  -D64% 2.85% 243%) -D.21% -0.68%
Total Emerging Markets 70,236,284 3.3% 28% -622% B0.001,123 3.TH% 28% B.89% B.89% 2.00% 200%( -9.25% -9.25% 0.46% 0.29%| -0.77% -1.1T%
MECI Emerging Markers -4 16% 2.03%  5.03% 4.49% 4495 | -12.06% -12.06% | -1.56% -1.56% | -3.T8%  -2TER
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Private Equity

Brinson 1898 Partnership Fund

Brinson 1899 Partnership Fumnd

Brinson 2000 Partnership Fund

Brinson 2001 Partnership Fumnd

Brinson 2002 Partnership Fund

Brinson 2003 Fartnership Fund

Total Brinsen Partnership Fumnds

Brinson 1899 Mon-US Partnership Fund
Brinson 2000 Non-US Partnership Fund
Brinson 2001 Non-US Partnership Fund
Brinson 2002 NMon-US Partnership Fund
Brinson 2003 Mon-US Partnership Fund
Brinson 2004 Mon-US Partnership Fund
Total Brinsen Non-US Fartnership Fund
Adams Street 2008 Mon-US Parinership Fd
Brinson BVCF IV

Adams Street Direct Ceo-investment Fund
Adams Street 2010 Dirsct Fund

Adams Street 2010 Non-US Emerging Mkts
Adams Street 2010 Non-US Developed Mkts
Adams Street 2010 Partnership Fund
Total Adams Street 2010 Funds

Adams Street 2015 Global Fund

Adams Street 2016 Global Fund

Matlin Patterson Glokal Opportunities 11
Matlin Patterson Global Opportunities 111
Investdmerica (Lewis and Clark Fund)
L&C N

Corsair 11l

Corsair Ill - ND Investors LLC

Corsair IV

Capital Intemational (CIPEF W)

Capital Intemational (CIPEF WI)

EIG (formerdy TCW)

Quantum Resources

Quantum Enengy Partners

Total Private Equity (4}

GLOBAL FIXED INCOME
Benchmark

Domestic Fixed Income
Benchmark

Investment Grade Fized Income
PIMCO (DiSCO 1) (4)
BC Aggregare

State Strest
BC Long Treasuries

PIMCO Unconstrained
3m LIBOR

Declaration (Total Return) {4)
3m LIBOR

JP Morgan
PIMCO
BC Mormtgage Backed Securities Index

Total Investment Grade Fixed Income
BC Aggregare
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Current Prior Year
December-15 September-18 Fiscal ¥TD Fy16 3 Years Ended 5 Years Ended
Allocation ‘Quarter Albocation ‘Quarter 6/30/2018 6/30/2018
Market Value  Actual  Policy Gross'™| Market Value  Actual  Policy Sross™  Net | Gress™ Net Gross 4 Net Gross 14 Mt Gross™  Met
57848 0.0% -D.18% 57.738 0.0% -0.33% -D33%| -049% -049% 4.14% 414% 1.77% 177%| D85% 085%
153,21 0.0% 213% 150,032 0.0% -3.80% -380%| -185% -1.55%| 1203% 1203% 261% 281%| 221% 2%
434719 0.0% D.B4% 430,656 0.0% -0.30% -D.3D% 0.64% DB4%| -175% -1.75% -1.74% -1.74% 1.43% 143%
808,100 0.0% B47% 6BV, 938 0.0% -1.42%  -1.48% B.8E8% &88%| -10.11%  -10.11% 231% 231%| 478% 4T78%
152,265 0.0% 15.82% 341,875 D.0% 0.54% D0.54%| 18.54% 1654% B43% 9.43% 1.65% 1.85% 4.60% 4.60%
148,200 0.0% 6.20% 130,401 D.0% 0.12%  0.12% 8.51% B651%| -286% -255%| 13.2B% 12.28%| T7I97% 7.I77%
1,554,260 0.1% B.45% 1,807,837 D.1% -0.35% -D.ED% 5.54% 554%| -18B% -1.08% 1.87% 1.87% 360% 3.60%
31,644 0.0% 0.Da% 20,000 D.0% -B.08% -B.DB% 027% D27T%| 1344% 13.44% 1.20% 1.20%| 6577% &677%
338417 0.0% 0D17% 337.822 0.0% 3.37T%  33T% 3.55% 355%| -7EB% -76I% -2.84% -2684%| -251% -251%
68,518 0.0% -11.28% 77233 0.0% -1.30%  -1.30%| -1244% -12.44%| 2336%  23.36%| 2400% 24090%| 1241% 1241%
330,173 0.0% -3.54% 472,741 0.0% -0.18%  -D16%| -3.69%  -369%| 2000% 2909% B.10% B10%| 692% 502%
127,434 0.0% 5.28% 267 555 0.0% 282% 282% 8.25% B25%| 1B0B% 1808%| 11.00% 11.08%( 920% 000%
145,022 0.0% 3.48% 183,082 0.0% 4.08% 4.06% 7.B8% THAEM| -B26% -328% 5.80% 580%| 335% 3.35%
1,041,203 0.0% D.61% 1,377,442 D.1% 0.81% D.61% 0.00% 0.00%| 1085% 10.65% G6.07% 607%| 6.26% 528%
3,474,882 02% 6.75% 3,323,875 0.2% 0.00% D.0D% B.75% BY5%| 11.84% 11B4%| 1271% 12.71%| B8.22% 922%
1,780,584 0.1% 3.23% 1,733,500 D.1% 0.00%  D.0D% 323% 323%| -1.85% -1.65%| 1B.2D0% 18.20% | 20.22% 2022%
1,911,337 01% 7.53% 2,138,980 0.1% 0.00% D.0D% 7.53% T53% B.30% aD4%| 1624% 15.92%| 13.24% 13.00%
534,752 0.0% 6.82% 564 062 0.0% 0.00% D.0D% 8.82% 6.82% T4B% TA48%| 1527% 15.27%| 13.8B% 13.88%
832,383 0.0% 5.18% 504 312 0.0% 0.00% D.0D% 518% 5.18%| 10.50% 1050%| 11.83% 11.83%| 077% O77%
1.350, 5585 01% B22% 1.102 622 0.1% 0.00% D.0D% 922% 822% B.63% 9.63% 6.70% BY0%| T21% T21%
2,736,135 013 B.20% 2,538,773 0.1% 0.00% D.0D% 9.20% 2.20% 6.18% B.18%| 13.70% 13.70%| 12.03% 1203%
5,253,825 0.2% B43% 4,869,845 D.2% 0.00%  0.0D% 3.43% B43% 7.80% T.BO0%| 12.22% 12.22%| 10.71% 10.71%
1,535,429 013 2B.68% 1,183,203 0.1% 0.00% D.0D0%| 2868% 28688% MEA Y MNIA M MIA MA
345,267 0.0% MiA - D.0% MIA A MIA M, A MIA MiA M. MiA MNIA
T45,041 0.0% -D.40% 748,720 D.0% 0.00% D0.0D%| -049% -D49% T.AT% T27T% 310% 3.19%| -2T7.34% -27.34%
12,585,750 0.6% 141% 12.420.383 0.6% 0.00% D.0D% 141% 141%| -586% -566% -1.20% -1.30%| 2201% 2201%
812,400 0.0% D.00% 612,400 D.0% 0.00%  D.0D% 0.00% 0.00%| -51.10% -51.19%| -35.85% -35.55%|-10.67% -10.67%
4,114,805 0.2% 0.00% 4428748 0.2% 0.00% D.0D% 0.00% 0.00% 1.88% 1.88% -6.77% MiA| -5.56% A
8,553,457 0.3% 681% 6,168,124 0.3% -0.42% -D42% G.48% G48%| 3422% 3432% 7.06% 7.08% 1.57% 1.35%
a 0.0% MiA o 0.0% 24 54% 24.54% MA MIA G.41% B41% -D.10% -0.10%| 2.58% 253%
9,643,263 043 TAT% 10,569,871 0.5% -1.08% -1.06% B.03% &03%| -2.38% -238%| 13.58% 13.58%| 6.12% 8.00%
2,802,445 013 -14.38% 3,408 742 0.2% -0.80% -D.80%| -1400% -1490%| -25.52% -2552%| -1081% -10.81%| -B35% -035%
8,032,104 0.4% 1.05% B.261,340 D.4% 0.37% -DET% 0.18% 0.16% 1.06% 1.08% -0.32% -0.32% A MN/A
2088561 0% -15.80% 2,375 780 0.1% 041% -D41%| -1624% -1624%| 67.50% -67.50%| -3B.20% -3820%|-24.04% -24.04%
18,244 0.0% MIA 23777 D.0% MiA [LAEY MIA M, A MIA MiA MY A MNAA
3.250.850 0.2% D.62% 3.535.831 0.2% T.24% T24% THE1% TO1%| -2283% -2263% -6.45% -645%| 485% 485%
TO13T.746 33% 0% 263% T1.846.061 3.4% 60% 171% 1.71% 4.41% 4.41%| -T19% -T20% -2.95% -297%| 0.50% 0.48%
ATT.ETT B8 22230 230% -253% 492,210,993 23.0% 23.0% 212%  206%| -0.46% -058% 4.75% 4493 4. 40% 4 15% | 3.B81% 361%
-4.11% 14820  1.48%| -2.69% -2.69% E.3E% 6.36%% J.68% 3.68% | 2.38% 238%
J64.946 580 A7.0N AT.0N  -0.79% JEQHMT.6T2 AT.2% AT.0% 234 2.29% 1.54% 1.43% 3.82% 3.59% S01% AT | 4.49% 432K
-1.88% 1.64%  1.64%%| -0.26% -0.26% 4.83% 4.83% 4.15% A15% | 2.92% 2924
42 580431 20% 20% 303% 41,473,200 1.8% 1.9% 415% 415% 7.368% T.38% 4.30% 4.39% 6.84% 6.84% A A
-2.98% 046%  0.46%| -2.53% -2.53% 6.00% 6.00% 4.06% 4.06%
27,037,703 1.3% 1.3% -11.67% 30,737 952 1.4% 1.3%  -0.38% -037%| -11.89% -1201%| 1828% 19.23%| 10.44% 10.40% MIA MA
-11.67% -0.36% -0.36% | -11.98% -11.98%| 19.30% 13.30% 10.46% 10.46%
27.964 862 13% 1.7% 1.75% 27,625,245 1.3% 1.7% 3227%  316% 5.08% 485%| -D84% -085% MNIA MiA A A
0.23% o193 0.19% 0.42% 0.42% 0.49% 0.49%
38,034,303 1.8% 1.6% -D560% 3B.3B0,268 1.8% 1.8% 218% 2.16% 1.64% 1.64% 2.50% 259% 4.30% 4.30% A A
0.23% o19% 0.19% 0.42% 0.42% 0.49% 0.49% 0.33% 0.33%
52,433,128 Z4a% 2.6% -1.78% 53,610,702 2.5% 28% 055% 050%| -121%  -1.31% 4.80% 432% MNIA NiA MIA MA
78,166,000 36% 3.0%  -1.08% ED.DEO, 108 3% 3.0% 0.72% DEB%| -125% -1.33% 4.42% 4.24% 3.60% 242% A MN/A
-1.97% 060%  0.60%| -1.39%  -1.39% 4.34% 4.34% 3TEN 376N
266 21T 605 124% 13.0% -1.66% 271,907,587 127% 13.0% 1.56% 1.52%| -013% -0.30% S.15% S01% 4.81% 469%| S516% S5.02%
-2.98% 0465 0.46%| -2.53% -2.53% E.00% 6.00% 406% 4.06%| 3.76% 3T6H
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Current Prior Year
December-18 September-18 Fiseal ¥TD F¥16 3 ¥ears Ended 5 ¥ears Ended
Allocation Quarter Allocation Quarter 630/2018 63012018
Market Value  Actual  Policy Gross ™| Market Value  Actual  Policy Gross™ Met | Gress™ Net Gross 'Y Met Gross 4 Net Gross ™ Met
Below Investment Grade Fixed Income
Loomis Sayles 77,564 6683 38% 0%  107% 76,784,235 3.6% 30% 582% 578% TO08% 6.78%( -DI25% -075% 4.81% 410%| 677% §2Th
PIMCO (BRAWVD 1) {4) 12,958,704 0.9% 0DB8% 3.80% 18.215.557 0.8% 0.9% 0.00% D.00% 380% 3.80% 702% T.02% A NiA MiA P&
Goldman Sachs 2006 Fund (4) 117,626 0.0% 0D0% 16.12% 244878 0.0% 0.0% -0.72% -D.73%| 1528% 1528% 3.00% 300%| 17.57% 17.57%| B.85% 885%
Goldman Sachs Fund W (4} 1,087,871 1% 01% 301% 1,055,416 0.0% 0.0% 0.00% 0.00% 301 301%| -512% -512% 6.11% 6.11%| B41% 841%
Total Below Investment Grade Fixed Income 98.728.975 46% 40% 1.66% 97,310,085 4.5% 40% 461% 4.51% 6.34% 6.13% 0.T0% 0.29% 5.43% 498%| 6T71% 62TH
BC High Yield 2% Issuer Constrained Index 1.75% 5.55% 5.55% 405 7.40% 1.65% 1.685% 4.20% 4.20% | 5.84% S84%
International Fixed Income 112,731,109 S2% 60% -T.77% 122.993.31 5% 6.0% 1.4T% 1.38%| -642% -658% T.88% 7505 201% 1.65%| 13T% 1.09%
Benchmark -10.26% 1.03%  1.03%| -5.34% -8.34% | 11.24% 11.24% 1.85% 1.85% | 0.41% 0.41%
Developed Investment Grade Int’l FI
UBS Global (Brinson) 48,722 365 22% 30% -10.50% 52 627,054 4% 0% 1.18%  1.10%) -945%  -250%| 1143% 1107% 1.52% 1.20%| 0.03% -028%
BC Global Aggregare ex-US (4) -10.26% 1.03%  1.03%| -5.34% -5.34% | 11.24% 11.24% 1.85% 1.85% | 0.28% 0.28%
Brandywine 68,008,744 3% 30% -5.74% T0.468,287 3.3% 0% 1.8B% 1.58%| -415% -433% 512% 473% 2.66% 228%| 450% 400%
BC Global Aggregare {ex-US]) -T.07% 0.82% 0.82%| -B31H  -E3% 88T 8ATH 2.79% 278%| 1.TTH  1TTH
Total Developed Investment Grade Int'l FI 112,731,109 52% EO0% -T.7T7% 122,993,321 5% 6.0% 1.47T% 1.38%| -642% -6.58% 788% 7.50% 2.01% 1.65%| 2.29% 193%
BC Global Aggregare ex-US -10.26% 1.03%  1.03%| -5.343% -5.34% | 11.24% 11.24% 1.85% 1.85% | 0.28% 0.28%
GLOBAL REAL ASSETS 392524513 183K 18.0%  0.82% 388.841.956 18.41% 18.0% O078% 071K 1.40% 1.24% B.3T% T.8X% 8.76% 2.30% | T.4dK  TAMK
Benchmark 1.14% 1.12%  1.42%| 2274 23T% B.2T3% 62T T.86% T 86% | 6.28% 6.28%
Global Real Estate
INVESCO - Core 105,018,474 2.17% 103,648,526 1.68% 1.50% 380% A71%| 1086% 10.59% ) 1272%  12.32%| 12.00% 11.65%
INVESCO - Fund Il {4) 62 504 -2.78% 2213818 0.00% 000%| -274% -278% 6.65% G.65% B.06% 9.08%| 1556% 15.58%
INVESCO - Fund IIl (4} 12,521,154 G647% 11,759,385 0.00% 0.00% G4T7% 6.47%| 1425% 1425%| 17.06% 17.08% A [T
INVESCO - Fund IV (4} 12,436,629 2.59% 0444 307 0.00% 0.00% 2.50% 2.50% 4 66% 4.68% A NiA MiA NiA
INVESCO - Asia Real Estate Fund (4) 24,407 -31.45% 430,881 -3.02% -3.02%) -33.52% -33.52%[ 121.40% 12140%| 4386% 43.06%| 23.12% 23.12%
INVESCO - Asia Real Estate Fund Il {4) 8,144,112 348% 5 668,272 -084%  -0.84% 279% 278% A A A N A [T
J.P. Morgan Strategic & Special Funds 41,410,501 2.18% 70,675,281 187% 1.73% 420% ATI%| 12Z25% 1085% ) 14.01%  12.87%| 14.00% 1283%
J.P. Morgan Altermative Property Fund 116,150 1.07% 130,842 0.00% 0.00% 1.07% 1.07% 2.80% 280%| -10.80% -10.80%) 1.01% O004%
J.P. Morgan Greater Europe Fund (4) 3,776,547 -11.05% 4,243,801 118% 116%) -10002% -1002% | 24.44% 24443 34.32% 34.32% MiA P&
J.P. Morgan Greater China Property Fund (4) 4 950,068 3.30% 4 802 328 0.00% 0.00% 3.30% 330%| 1624% 1624%| 3237% 3227T%| 16.18% 16.18%
Total Global Real Estate 228479548 106% 100% 2.14% 222020192 104% 10.0% 1.48% 1.36% J66% 341%| 11.96% 11.34%) 14.82%  14.26%| 13.68% 13.13%
NCREIF TOTAL INDEX 1.73% 1.77% 1L.7F%| 3.53% 3.53% | 10.64% T0B43 | 11.680%  11.60% | 11.51% 11.51%
Timber
TIR - Tereda 15,568,845 0.7% 047% 15405338 0.7% 0.00% 0.00% 047% 04T% 020% 020%| 1042% 1042%) 670% 670%
TIR - Springbank 40,388,353 23% -TBa% 54 414 855 25% 0.00%  0.0D%| -784% -T.94% 2987% 2087% 0.38% 0.38%| -1.28% -1.38%
Total Timber (4) 63,467,202 3.0% I0% -6.07% 69,910,293 22% 30% 0.00% 0.00%| -607T% -60TH 434% 434% 2.62% 3.63%| 228% 228%
NCREIF Timberiand Index 1.18% 0ETR  0.6T% 1.86% 1.86% 239% 139 7.7d% T.Td%| ETO0R 670
Infrastructure
JP Morgan (Asian) (4) 13,050,058 0.8% 3.69% 12,700,185 0.6% -04T%  -047% 3.19% 318%| -9.66%  -D6E%|  -3.00% -2.00%| 1.681% 161%
JP Maorgan {lIF) 67,816,707 32% 1.62% 64 407,181 30% 0.00% 0.00% 162% 1.45% 511% 3.03% 52T% 4.26%| 617% 5.00%
Grosvenor (formery Credit Suisse) (4) 15,176,580 0.7% 1.64% 18,110,482 0.8% -0.37%  -0.37% 128% 1.26% B42% 242% B.BE% 8.85% MiA P&
Grosvenor CIS I {4) 2,526,332 01% 027% 1,683,823 0.1% -0.88% -D.BP%| -062% -08Z% 6.10% 8.10% A NiA MiA P&
Total Infrastructure 98,577,763 4.6% J0% 1.85% 96.901.4T1 4.5% 0% -0.15% -0.15% 1.70% 1.58% 366% 2.89% 4.T4% 4.09%| 524% 4T1%
cPl -0.04% 008%  0.09%|  0.04% 0045 0643 [T 0.76% 0.7FE%:| 0.81%  0.81%
Cash Equivalents
Morthem Trust STIF 16,983,847 017% G202, 184 0.13%  0.13% 0.30% 0.30% 0:20% 029% 0.13% 0.13%] 0.12%  012%
Bank of ND 5,170,029 0.12% 2,822,932 N1 MA A Ml MiA A A N1 MiA P&
Total Cash Equivalents 22,162,877 1.0% 1.0% 0.16% 9,023,033 0.4% 1.0% 0.12% 0.12% 028% 0.28% 029% 0.29% 0.13% 0.13%| 012% 012%
50 Day T-Bill 0.09% CA0%  0.40%| 0.18% D185% 0.19% [N 0.09% 0.09% | 0.09%  0.03%

NOTE: Monthily retums and markst valuss are preliminary and subject fo chanpgs.

New z=aet class structurs began Octaber 1, 20 1. Composlts returma for new composttes not avallable prior to that date.
Porifollce moved betwaen assst classee will show historical retumns In new position.
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How Equities Respond to Interest Rate Movements

Correlations between weekly stock returns and interest rate movements
Weekly S&P S00 retumz, 10-year Treasury yield, rolling 2-year comelation, May 1963 — December 2016
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Bonds Continue to be Expensive

Fixed income spread analysis (bps)
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MEMORANDUM

TO: TFFR Board

FROM: Fay Kopp

DATE.: March 16, 2017

SUBJ: Board Policy — 1°' Reading

In-Staff Subbing Contract Period, Policy C-24

BACKGROUND INFORMATION - TFFR BOARD REVIEW

At the July 2016 TFFR Board meeting, the Board discussed retiree substitute teaching.
(July 14, 2016 board memo attached.) At that time, the concerns that were being
expressed by some employers related to TFFR’s interpretation of contracted in-staff
subbing, particularly as it pertains to re-employed retirees. To summarize TFFR’s current
practice:

If an active teacher or retiree has a contract (or written agreement) with the school
district for full or part time work, TFFR uses the calendar dates indicated on the
contract to determine the teacher’s contract period. If subbing occurs during that
time frame, it is considered to be in-staff subbing so retirement contributions are
required to be paid on the substitute teaching pay and the hours are counted toward
the annual hour limit for re-employed retirees (700 — 1000 hours depending upon
length of contract). If the active teacher or retiree does not have a contract (or
written agreement) with the school district, then no retirement contributions are
required to be paid on substitute teaching pay, and the hours are not counted
toward the annual hour limit for re-employed retirees.

Some employers requested that the TFFR Board revise the current interpretation by
considering the retiree’s work schedule (for example number of days and/or working hours
instead of calendar dates) when determining the contract period for in-staff subbing. This
would allow contracted retirees to do additional subbing since the hours would not count
against the annual hour limit. More of the subbing would then be considered non-
contracted, and the employer and retiree would not have to pay retirement contributions on
that portion of the subbing salary.

As part of its review of the issue, the TFFR Board requested feedback from stakeholder
groups regarding the impact of TFFR’s current practice on in-staff subbing by contracted
retirees. TFFR staff met with stakeholder group representatives from NDASBM, NDCEL,
NDRTA, ND United and ND United-Retired, NDDPI, and NDESPB on September 7, 2016.
NDSBA was contacted separately since they were not able to attend the meeting.



In general, stakeholder groups did not believe any changes should be made that might
negatively impact the plan, particularly since 2011 funding improvement changes were
made to collectively improve plan funding levels. Although the estimated cost impact of
retiree in-staff subbing is relatively minor for most school districts and retirees, they
indicated the TFFR plan should continue requiring contributions on retiree earnings (both
regular contracted hours and in-staff subbing) as agreed to in 2011. However, if there is a
way to make a minor change to allow retirees to do more subbing, but continue paying
retirement contributions, stakeholder groups were not opposed to doing so, but are not in
favor of making changes that would require legislation at this time. There didn’t appear to
be a strong desire to change current practice since it is not causing a big problem in most
districts or for most retirees. The Board may want to wait to address it legislatively if and
when it does become a bigger concern.

At the September 2016 TFFR Board meeting, trustees considered the feedback from
stakeholder representatives, legal counsel, and RIO audit and retirement services staff.
(September 15, 2016 board memo attached.) The Board discussed the pros and cons of
the following options, as well as variations of these options.

1) Continue current practice — Develop board policy to clarify current practice. For both
active members and re-employed retirees, TFFR uses the calendar dates indicated
on the teacher’s contract to determine the length of the teachers’ contract period for
in-staff subbing.

2) Modify current practice — Develop new board policy to describe future practice. For
re-employed retirees only OR for both active members and re-employed retirees,
TFFR would use the teacher’s work schedule (for example specific days and/or
working hours instead of calendar dates) to determine the length of the teacher’s
contract period for in-staff subbing. This would allow re-employed retirees to do
additional subbing beyond the annual hour limit. Re-employed retirees and school
districts would not be required to pay retirement contributions on the subbing salary
earned during those “non-contract hours.”

3) Modify current practice — Draft legislative bill to change retiree re-employment
provisions in state law. Allow contracted in-staff subbing to not count toward retiree
annual hour limit, although payment of retirement contributions would be required
(like extracurricular duties and professional development hours in current law.)

Jan pointed out that any policy could still be challenged and appealed to the Board by an
individual member or employer, so no rights would be impaired by a policy.

After discussion, the Board directed staff to continue the current practice (option 1) and to
draft a board policy to clarify the current practice.



At the October 27, 2016 board meeting, a draft board policy reflecting the current practice
was brought to the Board for its first reading. Following that meeting, in November, 2016,
the draft policy was sent to member and employer stakeholder groups as well as
employers who requested potential changes to the current practice. No further comments
were received at that time.

At the January 26, 2017 TFFR board meeting, the draft board policy was brought for
second reading and final approval. The policy was not approved, and after further
discussion, Board members decided to reconsider the option of using the teacher’s work
schedule to determine the length of the teacher’s contract period for in-staff subbing, but
only in cases where it is specifically detailed on the member’s contract. The Board asked
staff to revise the board policy and provide additional information.

REVISED DRAFT POLICY: CONTRACT PERIOD FOR IN-STAFF SUBBING

RIO staff met to discuss potential changes to the current practice and policy
considerations.

Attached is a revised draft policy which reflects TFFR’s current practice for determining the
contract period for in-staff subbing for both active members and re-employed retirees. This
is the default practice that would be used in evaluating employee contracts which are very

broad and might only include general employment information like position, start date, etc.

Currently, the majority of contracts written are pretty generic, and the contract period for in-
staff subbing would be based on the beginning and ending calendar dates indicated on the
contract. (See attached sample contracts.)

The revised policy also provides an option (or exception) for TFFR to use a different
contract period, but only if specifically detailed on the member’s contract (for example, the
employee’s work schedule showing specific days and/or working hours) to determine the
length of the contract period for in-staff subbing. This would allow re-employed retirees to
do additional subbing beyond the annual hour limit (700-1000 hours). However, those re-
employed retirees and school districts would not be required to pay retirement
contributions on the subbing salary earned during those “non-contract days or hours” as
long as specifically detailed on the contract. Currently, most contracts written do not
provide the employee’s work schedule details, but if included in future contracts, the
alternate contract period would be recognized for in-staff subbing purposes.

The revised policy also makes it clear that the board is not prohibited from making
individual eligible salary determinations upon appeal.

Jan Murtha, TFFR legal counsel, has reviewed the revised draft policy and this memo, and
provided her suggestions which have been incorporated.



Please be reminded that a statutory change would be required to allow contracted in-staff
subbing to be excluded from the retiree annual hour limit, but still require payment of
retirement contributions (like extracurricular duties and professional development hours in
current law) since only those exclusions are currently set forth in statute. If the subbing is
reasonably being interpreted as being done under contract, the Board does not have the
discretion to exclude.

Here are some factors to consider relating to the revised draft policy on “In-staff Subbing
Contract Period.”

Pros:

Revised draft policy allows re-employed retirees to be contracted for 700-1000
hours for regular teaching duties and also substitute teach during the remainder of
the day/week/school year IF the school district includes specific details of the
employee’s work schedule on the retiree’s contract. This could help alleviate the
shortage of substitute teachers in some school districts.

Allows school districts/retirees a choice regarding how TFFR will determine contract
period for in-staff subbing.

o For those school districts who choose to include specific details of the
employee’s work schedule in the contracts, their contract period for in staff
subbing would be more narrowly defined, so additional subbing beyond the
annual hour limit could be performed and retirement contributions would not
be required.

o Forthose school districts who choose to not include specific details of the
employee’s work schedule in the contracts, their contract period for in staff
subbing would be more broadly defined, so additional subbing beyond the
annual hour limit could not be performed and retirement contributions would
be required.

Reduces the amount of retirement contributions that must be paid on sub pay by re-
employed retirees and school districts in those school districts where the work
schedule is detailed on the retiree’s contract. Consequently, it would have a small
financial benefit to those retirees and school districts compared to the current
practice.

Doesn’t require legislation.



Revised policy doesn’t treat all school districts/retirees consistently since the
contract period is based on whether the school district includes details of the work
schedule on the retiree’s contract.

o For those school districts who choose to include specific details, they do not
have to pay retirement contributions on the sub pay and they do not have to
count the subbing hours toward the annual hour limit for retirees.

o For those school districts who choose not to include specific details, they do
have to pay retirement contributions on the sub pay and they do have to
count the subbing hours toward the annual hour limit for retirees.

Slightly reduces the amount of contributions which will be paid into the TFFR plan
on substitute teaching performed by re-employed retirees for those school
districts/retirees who detail the work schedule on retiree contracts. If those salaries
comprise:

1% of $8 million annual salaries (8 mil X 24.5% X 1%) = est. $20,000 less
3% of $8 million annual salaries (8 mil X 24.5% X 3%) = est. $60,000 less
5% of $8 million annual salaries (8 mil X 24.5% X 5%) = est. $100,000 less

Increases administrative complexity and communications for school districts and
TFFR. Employers will be required to maintain documentation related to the date
substitute teaching occurred and if applicable, the time of day or period of day in
which it occurred. The burden of proof will be on the employer to prove that the
substitute teaching should be excluded from TFFR pensionable earnings and hours.
If an employer cannot prove the substitute teaching occurred outside of the
contracted period, TFFR would require the employer to pay contributions and report
the subbing hours.

Potential for increased negative public perception of “double dipping” since re-
employed retirees would be able to work nearly full time (contracted teaching plus
non contracted subbing) and collect full pension benefits, but only for those
employers who detail the work schedule on retiree contracts.

If the Board decides to move forward in the future with legislation to specifically
exclude substitute teaching from the retiree annual hour limit, but require payment
of retirement contributions (like extracurricular duties and professional development
hours in current law), a decision will need to be made regarding whether detailing
the work schedules on contracts (which results in no retirement contributions having
to be paid) should be eliminated or continued.



o If eliminated, some school districts would have to begin paying retirement
contributions on retiree subbing when they didn’t have to previously (if they
detailed the work schedules on contracts).

o If continued, the inconsistent treatment between those that detail work
schedules on contracts and those that don’t, will continue with some sub pay
being subject to retirement contributions, and some not.

NEXT STEPS

The Board can continue reviewing this issue at the March board meeting. Depending on
the outcome of the board discussion, the Board can: 1) approve the first reading of the
revised draft policy; 2) make additional changes to the revised draft policy; or 3) provide
other direction to staff as it relates to this issue.

Board Action Requested.

Attachments: July 2016 Board Memo
September 2016 Board Memo
Sample Contracts
Revised Draft Policy, C-24



NEW POLICY - Revised — 1* Reading

Policy Type: TFFR Program
Polity Title: In-staff Subbing Contract Period

It is the policy of the TFFR Board of Trustees that the following guidelines apply for the purpose
of determining the contract period for in-staff subbing for active members and re-employed
retirees as provided for in NDCC 15-39.1-04 (4) and (12), 15-39.1-19.1, 15-39.1-19.2, and NDAC
82-05-06-01.

1) In-staff subbing is defined as substitute teaching duties performed by a contracted
teacher for the contracting TFFR participating employer.

2) If the active member or re-employed retiree has a contract or written agreement with
the participating employer for full or part time work, TFFR will view the beginning and
ending calendar dates indicated on the contract as the contract term to determine the
contract period, unless the contract period is otherwise specifically detailed in the active
member or re-employed retiree’s contract.

e If substitute teaching duties are performed during the contract term, those
duties are considered in-staff subbing, and retirement contributions are required
to be paid on the substitute teaching pay. The in-staff subbing hours are
reported as compensated hours for active members and are counted toward the
annual hour limit for re-employed retirees (700 — 1000 hours depending upon
length of contract).

e If substitute teaching duties are performed before the beginning calendar date
or after the ending calendar date of the contract term, those duties are not
considered in-staff subbing, and no retirement contributions are required to be
paid on the substitute teaching pay. The subbing hours are not reported as
compensated hours for active members and are not counted toward the annual
hour limit for re-employed retirees.

3) If the active member or re-employed retiree does not have a contract or written
agreement with the participating employer, then no retirement contributions are
required to be paid on the substitute teaching pay. The subbing hours are not reported
as compensated hours for active members and are not counted toward the annual hour
limit for re-employed retirees.

This policy does not prohibit the Board from making an eligible salary determination for an
individual member pursuant to N.D.A.C. 82-04-02-01.

TFFR Board Adopted: ,2017

C-24
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) THIS AGREEMENT is made and entered into on the 9th day of January, 2015 betweer-
), a duly qualified teacher (hereinafter called TEACHER) holding a valid North Dakota Teacher's

License Number and the School Board of County o , North

Dakota (hereinafter called the SCHOOL DISTRICT). |

1. DURATION: Said TEACHER is licensed to teach in the public schools in said State of North Dakota
and hereby contracts to teach in said SCHOOL DISTRICT during the 2014-2015 schoo! year for a
term of 93 days, beginning on January 9, 2015.

Provided further that if school is dismissed for some unforeseen reason| such as, but not limited
to weather, failure of the heating plant, etc., the school year may be extended by the number of
days school was not in session for the above stated reasons.

2. SALARY: The School Board of said SCHOOL DISTRICT agrees to pay said TEACHER an annual
salary of - for the 2014-2015 school year, for a total salary of
payable in 8 equal installments. Rounding adjustments will be made in the final installment.
|
|
3. LIQUIDATED DAMAGES: It is hereby agreed that should said TEACHER resign the position
without being released by the School Board or otherwise breach this co'ntract, during the life of

,Ls\ this contract, the said School Board is authorized to retain ten percen‘t of the said TEACHER’S

annual salary in liquidated damages caused by such resignation or breaclh.

4. ASSIGNMENT(S): The above-named TEACHER agrees to faithfully perform such services as may
I
be reasonably assigned by the School Board or its designated representative(s) during the life of

this contract, including teaching assignments for which said TEACHER is highly qualified.

5. COMPLIANCE WITH POLICIES: Said TEACHER agrees to comply with all policies of the SCHOOL

DISTRICT, which policies shall be made readily available for review upon request by the said
TEACHER,

6. QUALIFICATIONS: The above named TEACHER hereby certifies that jsaid TEACHER is highly

qualified as defined and required by No Child Left behind Act of 2001 and the North Dakota

Education Standards and Practices Board. i

7. DEADLINE FOR ACCEPTANCE: This contract must be signed and postmarked to the business
manager by 5:00 p.m. on the 30th day of January, 2015 or it will be deemed rejected.

LICENSURE: This contract does not become valid until TEACHER receives a va‘ld license issued by the
Education Standards and Practices Board, or a valid temporary or provisional Ilcense

-~

President of th ard of Education

Business Manager

/- /35

Date
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Lane: 4
Step: 6
FTE: 1

-pusuc SCHOOL DISTRICT #

THIS AGREEMENT is made and entered into on the 4th day of November, 2014 between

-a duly qualified teacher (hereinafter called TEACHER] holding a valid North Dakota Teacher's
License Number and the Schoo! Board of ﬂ County o-Nonh
Dakota (hereinafter cafled the SCHOOL DISTRICT).

1. DURATION: Said TEACHER is licensed to teach in the public schools In said State of North Dakota
and hereby contracts to teach in said SCKOOL DISTRICT during the 2014-2015 school year for a
term of 183 days, beginning on August 18, 2014.

Provided further that if school is dismissed for some unforeseen reason, such as, but not limited
to weather, failure of the heating plant, etc., the school year may be extended by the number of
days school was not in session for the above stated reasons.

2. SALARY: The School Board of said SCHOOL DISTRICT agrees to pay said TEACHER an annual salary
of plus for the 183rd day, for a tota! salary of- payable in 12 equal
installments. Rounding adjustments will be made in the final installment.

3. LIQUIDATED DAMAGES: Itis hereby agreed that should said TEACHER resign the position without
being released by the School Board or otherwise breach this contract, during the life of this
contract, the said School Board is authorized to retain ten percent of the said TEACHER'S annual
salary in liquidated damages caused by such resignation or breach.

4. ASSIGNMENT(S): The above-named TEACHER agrees to faithfully perform such services as may
be reasonably assigned by the Schoo) Board or its designated representative(s) during the life of
this contract, including teaching assignments for which said TEACHER is highly quatified.

5. COMPLIANCE WITH POLICIES: Said TEACHER agrees to comply with all policies of the SCHOOL
DISTRICT, which policies shall be made readily available for review upon request by the said
TEACHER.

6. QUALIFICATIONS: The above named TEACHER hereby certifies that said TEACHER is highly
qualified as defined and required by No Child Left behind Act of 2001 and the North Dakota
Education Standards and Practices Board.

7. DEADLINE FOR ACCEPTANCE: This contract must be signed and postmarked to the business
manager by 5:00 p.m. on the 4th day of December, 2014 or it will be deemed rejected.

UICENSURE: This contract does not become valid until TEACHER receives a valid license issued by the
Education Standards and Practices Board, or a valid temporary or provisional license.

@ Board of Education

Business Manager
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MENMORANDUM

TO: TFFR Board

FROM: Fay Kopp

DATE: July 14, 2016

SUBIJ: TFFR Retiree Substitute Teaching

The challenges school districts are experiencing in hiring both regular teachers and substitute teachers in
recent years has put added pressure on retired teachers and administrators to return to covered employment
in both full and part time capacities. Recently, some employers are questioning TFFR’s current interpretation
of “contracted” in-staff subbing, particularly when it pertains to re-employed retirees, and would like TFFR to
consider changing its practice.

Attached is background material on TFFR retiree re-employment provisions and information about retiree
substitute teaching concerns raised by some school districts. | have also included comments from Jan Murtha,
TFFR legal counsel, related to her review of the issue, whether or not changes could be made to the current
practice, and if so, what would need to be done. Finally, | have provided staff’s review of the issue, options for
Board consideration, and factors to consider. Please review this information for discussion at the meeting.

BOARD ACTION REQUESTED: BOARD MOTION OR DIRECTIVE FOR STAFF TO (1) DRAFT BOARD POLICY TO
REFLECT CURRENT PRACTICE; (2) DRAFT BOARD POLICY TO REFLECT CHANGED PRACTICE; (3) DRAFT
LEGISLATIVE BILL TO CHANGE PROVISIONS; OR (4) OTHER BOARD DIRECTIVE.



TFFR RETIREE SUBSTITUTE TEACHING

Here is background material on TFFR retiree re-employment provisions followed by additional
information about retiree substitute teaching concerns raised by some school districts.

Retiree Re-employment Provisions Background Information

Current law (NDCC 15-39.1-19.1) allows public school teachers and administrators, after a minimum
30-day break in service, to return to TFFR covered employment after retirement and continue
receiving their TFFR benefits under certain employment limitations.

The maximum annual hour limit under the General Rule is based on the length of the re-employed
retiree’s contract: 9 month or less contract = 700 hours; 10 month contract = 800 hours; 11 month
contract = 900 hours; 12 month contract = 1,000 hours. If the re-employed retiree stays under the
annual hour limit, they continue receiving their monthly TFFR pension benefit. If the re-employed
retiree exceeds the annual hour limit, their monthly TFFR benefit is suspended and they are then
treated like an active employee with their benefit possibly recalculated upon subsequent retirement
if they meet certain other conditions outlined in state law. For some re-employed retirees, having
their benefit suspended may also have IRS tax reporting implications.

Employment as a non-contracted substitute teacher does not apply to the annual hour limit.
Professional development and extracurricular duties do not apply to the annual hour limit.

Under the Critical Shortage Area exemption, retirees can return to TFFR covered employment in an
approved critical shortage area and exceed the annual hour limitation (work full time) and continue
receiving their monthly TFFR pension benefit. A one-year waiting period is required. Critical shortage
areas are determined each year by the Education Standards and Practices Board (ESPB). For the
current school year, ESPB has designated all areas as critical shortage areas.

Initially, employer contributions were paid by the employer on the eligible salary earned by retirees
who returned to covered employment under the General Rule annual hour limit and the Critical
Shortage Area exemption. The payment of member contributions was not required. The 2011
Legislative Assembly subsequently passed HB1134 which required the payment of member
contributions on the eligible salary earned by re-employed retirees effective 07/01/2012. The re-
employed retiree’s pension benefit does not increase as a result of the additional contributions being
paid (unless their benefit was suspended because they exceeded the annual hour limit and did not
qualify for the Critical Shortage Area exemption). The member contributions are included in the
retiree’s guaranteed account value.



Here is an example to help clarify the General Rule, which is the method under which most retirees
return to covered employment:

Example: John Jones is age 58, has 30 years of TFFR service, and receives an average annual
salary of 550,000 as an active teacher. John is eligible for retirement, so he resigns from his full
time teaching position and retires from the school district. (Note: There must be complete
cessation of employment in order to begin collecting TFFR benefits.) John’s TFFR benefit would
be calculated as follows: 550,000 final average salary X 30 years X 2.0% multiplier = 530,000
annual TFFR benefit. After John resigns from his position, retires and begins receiving benefits,
a 30 day break in service is required before he may return to covered employment on a limited
basis while still receiving his annual benefit from TFFR. John decides to return to covered
employment as a re-employed retiree under the General Rule annual hour limit. As a 9-month
teacher, John is allowed to work up to 700 hours (part time), earn salary and benefits from the
school district, and receive his annual benefit from TFFR. Working part time, John will earn
525,000 for teaching duties from the school district plus 530,000 in annual benefit payments
from TFFR for a total of $55,000. Under current law, employer and retiree contributions are
required to be paid. Retiree contributions would total 52,938. (25,000 X 11.75% = 52,938) and
would be added to John’s guaranteed account value. Employer contributions would total
53,187 (25,000 X 12.75% = 53,187). John’s retirement benefit does not increase as a result of
returning to teach, however it is important to note that John can continue receiving his annual
benefit from TFFR while earning a salary for part time teaching duties.

See Working After Retirement Brochure
See NDCC 15-39.1-19.1 and 15-39.1-19.2
See NDAC 82-05-06-01

Retiree Re-employment Statistics

During the 2014-2015 school year (FY 2015) there were 314 re-employed retirees working for 135
employers with an average age of 63 and an average salary of $25,600.

e Of the 314 re-employed retirees, 290 (92%) worked part time under the General Rule annual
hour limit, 22 (7%) worked full time under the Critical Shortage Area exemption, and 2 (1%)
worked full time under the Benefit Suspension and Recalculation option.

e Of the 314 re-employed retirees, 268 (85%) were teachers, 22 (7%) were principals or other
administrators, and 24 (8%) were superintendents.

Re-employed retirees earned approximately $8,000,000 in eligible salary in 2014-2015. Total retiree
(S8 m x 11.75% = $940,000) and employer (S8 m x 12.75% = $1,020,000) contributions received by
the plan were approximately $1,960,000.

Preliminary figures for the 2015-16 show about 325 re-employed retirees returned to covered
employment during the past school year.

See Attachment 1 — TFFR Reemployed Retiree Statistics


http://www.nd.gov/rio/TFFR/Publications/Working.pdf
http://www.legis.nd.gov/cencode/t15c39-1.pdf
http://www.legis.nd.gov/information/acdata/pdf/82-05-06.pdf

Substitute Teaching Reporting Requirements

In general, substitute teachers are not reportable to TFFR since they are not contracted teachers. The
only time a substitute teacher, including a re-employed retiree who substitute teaches, is reportable

is if:

The teacher is contracted to perform substitute teaching duties only.

Example: A teacher is contracted as a long term substitute teacher to fill in for a regularly
contracted teacher who is on maternity leave.

The teacher is contracted to perform regular teaching duties, and also performs in-staff
substitute teaching duties during the contract term. For TFFR purposes, in-staff subbing, while
not defined in the century or administrative code is defined in the TFFR employer guide as a
licensed contracted teacher, including a re-employed retiree, who performs substitute
teaching duties for the contracting district. Employers are instructed to report the substitute
teaching pay earned during the contract period only.

Example 1: A full time contracted teacher performs in-staff subbing duties during the
teacher’s prep period.

Example 2: A part time contracted teacher performs coaching duties under a seven week time
certain contract, and also performs in-staff subbing duties during the contracted seven weeks.
Subbing done outside of the seven weeks is not reportable.

Example 3: A part time contracted teacher performs regular teaching duties in the morning
under a time certain contract, and also performs in-staff subbing duties in the afternoon.

Employer and retiree contributions are required to be paid on salary earned by re-employed retirees
who perform in-staff subbing duties while under contract with a TFFR participating employer.
Retirees who perform substitute teaching duties and are not under contract with the TFFR
participating employer are not subject to the annual hour limit and employer and retiree
contributions are not required to be paid.

See TFFR Employer Guide, pg. 34



http://www.nd.gov/rio/TFFR/Employers/EmployerGuide.pdf

Retiree Substitute Teaching Concerns Raised by Employers

The difficulties school districts are experiencing in hiring both regular teachers and substitute
teachers in recent years has put added pressure on retired teachers and administrators to return to
covered employment in both full and part time capacity. School districts indicate that it is difficult to
hire retirees for three reasons:

1) General Rule annual hour limit restricts the number of hours a retiree may return to covered
employment to a maximum of 700 — 1000 hours. The number of allowable hours is based on
the length of the retiree’s contract. Therefore, most retirees are restricted to 700 hours or
about half time employment since most teaching contracts are for the 9-month school year.

2) Critical Shortage Area exemption for full time retiree employment requires a one-year waiting
period between retirement and re-employment.

3) Member and employer contributions are required to be paid on re-employed retiree’s salary
which creates added budget pressure, particularly with regards to retiree in-staff subbing.

Some employers are questioning TFFR’s current interpretation of “contracted” in-staff subbing,
particularly when it pertains to re-employed retirees. For both active members and re-employed
retirees TFFR uses the calendar dates indicated on the teacher’s contract to determine the
teacher’s contract period for in-staff subbing. Some employers are requesting that TFFR consider
revising its current interpretation by considering the retiree’s work schedule (for example number
of days and/or working hours instead of calendar dates) when determining the contract period for
in-staff subbing. This would allow retirees to do additional subbing. Due to the fact that the
subbing would be considered non-contracted, the employer and retiree would not pay retirement
contributions on the subbing salary. Here are a few examples to help describe the issue:

e Example 1: Teacher has a part-time contract to work 8 hours a day for 76 days from August 27
— May (end of school year).

Current practice: TFFR would define the contract period to be August 27 — May (end of school
year). Any subbing done during this time frame for this employer would be considered in-staff
subbing and reported to TFFR. If the teacher is a re-employed retiree, the in-staff subbing
hours would be counted toward the retiree return to work annual hour limit (700 hours) and
contributions would be paid.

Requested practice: Some employers only want to consider the actual 76 days worked to be
“contracted” and do not want to report and count hours for subbing done on the other days.
For example, the contract could say the teacher will only work Mondays and Wednesdays, or
could list the actual 76 days to be worked, so those are the days that would be considered as
contracted days. The other days would be considered to be non-contracted so unlimited
subbing could be done on those days.



Example 2: Teacher has a part-time contract for nine months to work mornings from August
27 — May (end of school year).

Current practice: TFFR would define the contract period to be August 27 - May (end of school
year). Any subbing done during this time frame for this employer would be considered in-staff
subbing and reported to TFFR. If the teacher is a re-employed retiree, the in-staff subbing
hours would be counted toward the retiree return to work annual hour limit (700 hours) and
contributions would be paid.

Requested practice: Some employers only want to consider the actual mornings worked to be
“contracted” and do not want to report and count hours for subbing done in the afternoons.
For example, the contract could say the teacher will only work mornings from 8 - 11:30 am, so
those are the hours that would be considered as contracted hours. The afternoons would be
non-contracted hours, so unlimited subbing could be done in the afternoons.

Example 3: Teacher has a part-time contract to coach from August 27 — November 10 and
March 2 — May 30.

Current practice: TFFR would define the contract periods to be August 27 — November 10 and
March 2 — May 30. Any subbing done during these time frames for this employer would be
considered in-staff subbing and reported to TFFR. If the teacher is a re-employed retiree, the
in-staff subbing hours would be counted toward the retiree return to work annual hour limit
(700 hours) and contributions would be paid. Any subbing done November 11 — March 1 would
not be considered in-staff subbing and would not be reported and subject to retiree return to
work hour limits.

Requested practice: While employers generally follow the current guidelines in this example
without question, some employers may only want to consider the actual hours spent coaching
to be “contracted” and may not want to report and count hours for subbing done during the
regular school day. In this case, the regular school day would be considered non-contracted
hours, so unlimited subbing could be done.



Legal Review of Retiree Substitute Teaching Issue

Staff asked TFFR’s legal counsel, Jan Murtha, to review TFFR’s current practice and consider whether
changes could be made to the current practice, and if so, what would need to be done.

1) Is TFFR’s current practice of determining when “contracted in-staff subbing” occurs
reasonable and supported by state statutes and administrative rules?

Jan indicated that TFFR’s current practice appears to be reasonable. ND Century Code discusses
retiree reemployment in terms of a contract period comprised of months and hours (15-39.1-
19.1); however the example teacher contracts which have been provided for the purpose of this
discussion set up the contract term based on months or days, without any reference to hours. It
is reasonable, therefore, for TFFR to take the position that any “worked hours” accumulated
during the total number of days or months within the identified contract term must be applied
toward the annual hour limit. It was also noted, however, that the more specific the “contract
term” (ie, designating the specific days and hours of the week worked), the more reasonable an
employer argument that subbing by re-employed retirees outside of the contract term should not
be considered in-staff subbing.

2) Does TFFR have any latitude in determining when “contracted in-staff subbing” occurs?

e The Board could develop a policy or employer guidance regarding how TFFR intends to
interpret the “length of the reemployed retiree’s contract” as defined under 15-39.1-19.1.
Any policy could still be challenged and reviewed by the Board on appeal by an individual
member so no member rights would be impaired by the policy.

Example: A board policy could be developed stating that if a part-time contract details the
exact hours/times/days worked for the purposes of defining the contract term, then
“contracted in-staff subbing” would only occur for re-employed retirees (or policy could apply
to both actives and re-employed retirees), when done within the contracted term. Employers
could be instructed to be very specific in their contracts with regard to work schedule and add
a phrase to the contracts which states that any subbing done by the individual outside of the
specific contracted hours or days will not be covered by the terms of the contract, and need
not be reported to TFFR.

e A statutory change would be required to allow in-staff subbing to be excluded from the
retiree return to work annual hour limit like professional development and extra-curricular
hours (but the earnings still reported to TFFR and contributions paid), since the exclusions for
professional development and extra-curricular hours are currently set forth in statute (15-
39.1-19.1(1)(b).



A statutory change would also be required to allow all subbing (including in-staff subbing) to
be excluded from the retiree return to work annual hour limit, since the statute makes a point
of excluding employment as a “non-contracted” substitute teacher. If the subbing is
reasonably being interpreted as being done under contract (ie within the contract term), the
Board does not have the discretion to exclude.

Staff Review of Retiree Substitute Teaching Issue

After review of the re-employed retiree substitute teaching issue, including input from employers,
legal counsel, audit, and retirement services staff, we have identified the following options for Board
consideration.

1) Continue current practice — Develop board policy to clarify current practice.

For both active members and re-employed retirees TFFR uses the calendar dates indicated on
the teacher’s contract to determine the length of the teacher’s contract period for in-staff
subbing.

Factors to consider:

Current practice treats in-staff subbing consistently for both active and retired members
which is simpler to communicate to employers and members and simpler for the plan to
administer.
Relatively broad interpretation of “contracted” vs “non- contracted” based on start and
end calendar dates or term of contract.
Restricts the amount of subbing that can be done by re-employed retirees if they are
already under contract with the school district.
Seeks to offset the potential negative public perception of “double dipping” by balancing
the opportunity for retired teachers to work part time and collect full pension benefits
with school districts need to hire both regular and substitute teachers due to the teacher
shortage.
Ensures contributions will be paid into the TFFR plan on all eligible salary for duties
performed by re-employed retirees, including in-staff substitute teaching. If contracted
retiree in-staff subbing is:

1% of S8 million annual salaries (8 mil X 24.5% X 1%) = est. $20,000

3% of $8 million annual salaries (8 mil X 24.5% X 3%) = est. $60,000

5% of $8 million annual salaries (8 mil X 24.5% X 5%) =est. $100,000
Re-employed retirees and school districts must pay contributions on in-staff subbing which
causes additional strain on limited funds available to retirees and school districts (budget
impact).



2) Modify current practice — Develop new board policy to clarify future practice.
For re-employed retirees only OR for both active members and re-employed retirees, TFFR
will use the teacher’s work schedule (for example specific days and/or working hours instead
of calendar dates) to determine the length of the teacher’s contract period for in-staff
subbing. This would allow re-employed retirees to do additional subbing beyond the annual
hour limit. Re-employed retirees and school district will not be required to pay retirement
contributions on the subbing salary earned during those “noncontract” hours.

Factors to consider:

3)

Decide whether to interpret re-employed retiree in-staff subbing different from active in-
staff subbing. If in-staff subbing is not treated consistently for active and retired members,
it will be more difficult to communicate to employers and members. It will also be more
difficult for the plan to administer.
More narrow interpretation of contracted in-staff substitute teaching which is strictly tied
to the work schedule defined in the contract.
Re-employed retiree substitute teaching would be almost unlimited which would help
school districts deal with teacher shortages. Re-employed retirees could be contracted for
700-1000 hours for regular teaching duties and also substitute teach during the remainder
of the day/week/school year.
Potential for increased negative public perception of “double dipping” since re-employed
retirees would be able to work full time (contracted teaching plus non contracted subbing)
and collect full pension benefits.
Reduces the amount of contributions which will be paid into the TFFR plan on substitute
teaching performed by re-employed retirees. If contracted retiree in-staff subbing is:

1% of S8 million annual salaries (8 mil X 24.5% X 1%) = est. $20,000 less

3% of $8 million annual salaries (8 mil X 24.5% X 3%) = est. $60,000 less

5% of $8 million annual salaries (8 mil X 24.5% X 5%) = est. $100,000 less
Reduces the amount that must be paid by re-employed retirees and school districts
(budget impact).

Draft legislative bill - Change retiree-re-employment provisions in state law. Various
retiree re-employment provisions could be changed relating to retiree in-staff subbing,
general eligibility requirements, annual hour limits, waiting periods, contribution
requirements, etc.

As it relates to re-employed retiree in-staff subbing, a statutory change would be required
to allow in-staff subbing to be excluded from the re-employed retiree return to work
annual hour limit like professional development and extra-curricular hours (but the
earnings still reported to TFFR and contributions paid), since the exclusions for
professional development and extra-curricular hours are currently set forth in statute.



A statutory change would also be required to allow all subbing (including in-staff subbing)
to be excluded from the re-employed retiree return to work annual hour limit, since the
statute makes a point of excluding employment as a “non-contracted” substitute teacher.
If the subbing is reasonably being interpreted as being done under contract, the Board
does not have the discretion to exclude.

Factors to consider:

e Depending upon the type and magnitude of the change(s), there could be either a positive
or negative financial or administrative impact on the TFFR fund and/or school districts.
Modifications should be considered carefully and seek to balance the needs of the TFFR
fund with the needs of the school districts. Care should be taken to ensure that changes
do not incentivize active teachers to retire earlier than they would have in order to take
advantage of retiree re-employment provisions.

e April 1, 2016 deadline for filing bill drafts with Legislative Employee Benefits Programs
Committee has passed. A request for late submission for interim study would be required.

Next Steps

The TFFR Board will review the issue of retiree substitute teaching at the July 2016 meeting. Unless
more information is needed, the Board will be asked to select one of the three options to move
forward: 1) continue current practice; 2) change current practice; 3) draft legislative bill.

Based on the Board’s directive, staff will draft a board policy or legislative bill draft for consideration
at the September TFFR board meeting.
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MEMORANDUM

TO: TFFR Board

FROM: Fay Kopp

DATE: September 15, 2016

SUBJ: Retiree Substitute Teaching

TFFR BOARD REVIEW

At the July 23, 2016 TFFR Board meeting, the Board discussed retiree substitute
teaching concerns brought to our attention by a few employers this summer. (See July
14,2016 Memo to Board.) The concerns that are being expressed relate to TFFR’s
interpretation of contracted in-staff subbing, particularly as it pertains to re-employed
retirees. To summarize TFFR’s current practice:

If an active teacher or retiree has a contract (or written agreement) with the
school district for full or part time work, TFFR uses the calendar dates
indicated on the contract to determine the teacher’s contract period. If
subbing occurs during that time frame, it is considered to be in-staff
subbing so retirement contributions are required to be paid on the
substitute teaching pay and the hours are counted toward the annual hour
limit for re-employed retirees (700 — 1000 hours depending upon length of
contract). If the active teacher or retiree does not have a contract (or
written agreement) with the school district, then no retirement
contributions are required to be paid on substitute teaching pay, and the
hours are not counted toward the annual hour limit for re-employed
retirees.

Some employers are requesting that TFFR consider revising its current interpretation by
considering the retiree’s work schedule (for example number of days and/or working
hours instead of calendar dates) when determining the contract period for in-staff
subbing. This would allow contracted retirees to do additional subbing. More of the
subbing would then be considered non-contracted, and the employer and retiree would
not have to pay retirement contributions on that portion of the subbing salary.



STAKEHOLDER GROUP MEETING

As part of its review of the issue, the TFFR Board requested feedback from stakeholder
groups regarding the impact of TFFR’s current practice on in-staff subbing by
contracted retirees. TFFR staff met with stakeholder group representatives from
NDASBM, NDCEL, NDRTA, ND United and ND United-Retired, NDDPI, and NDESPB
on Wednesday, September 7, 2016. NDSBA was not able to attend the meeting, so |
am attempting to contact them separately to discuss.

At the September 7 meeting with the stakeholder groups, TFFR staff reviewed
information included in the following attachments:

1) July 14, 2016 Memo to TFFR Board

2) 2015-16 Re-employed Retiree Report (agenda # 6)
3) Summary of Audit Services Data

4) Potential Cost Impact

We generally discussed the following questions:

1) Is retiree in-staff substitute teaching a big issue? Have you heard concerns from
retirees and employers about TFFR rules relating to retiree subbing?

2) If so, is this primarily a small, rural school issue or is it a concern for schools of all
sizes?

3) Is TFFR’s current practice relating to in-staff subbing restricting school districts’
ability to hire retirees as contracted teachers? (i.e. Do retirees prefer the flexibility
of subbing with no TFFR restrictions or contribution payments, so do not want
contracted employment?)

4) Is TFFR’s current practice relating to in-staff subbing restricting school districts’
ability to hire contracted retirees as substitute teachers? (i.e. Are contracted
retirees at their maximum hours limit so unable to do additional in-staff substitute
teaching?)

5) Does TFFR’s current practice relating to retiree in-staff subbing have a material
financial impact on school districts? (i.e. Retirement contributions must be paid
on in-staff subbing done by contracted retirees.)

Stakeholder group representatives generally agreed that TFFR’s interpretation of the
contract period for retiree in-staff subbing does not appear to be a big issue at this
time. Until TFFR brought this topic up for discussion, most had not heard from their
members of specific concerns. Stakeholder groups noted that most concerns they
have heard relate to the difficulty of finding both contracted and substitute teachers.
They also mentioned concerns with the annual hour limit which restricts the total
number of hours a retiree may return to covered employment to a maximum of 700-



1000 hours, as well as the requirement to pay member and employer contributions
on re-employed retiree’s salary which does not increase the retiree’s monthly
benefit.

Although it hasn’t been brought to them as a problem, most generally agreed that
TFFR’s interpretation of the contract period for retiree in-staff subbing would
probably impact small, rural schools more than larger schools, particularly small
schools which employ many retirees in contracted positions and also need those
same retirees to substitute teach. However, finding substitute teachers is an issue
for both small and large schools.

It didn’t appear as though TFFR’s current interpretation is probably restricting school
districts’ ability to hire retirees as contracted teachers, although there might be a
minor impact on a school district’s ability to use the contracted retirees as substitute
teachers because they are limited on the number of hours the retiree can work. For
those retirees who only want the flexibility of subbing, they wouldn’t accept a
contracted position anyway. For retirees who are open to accepting a contracted
position, they are likely to do so without considering the impact that in-staff subbing
would have on their contracted position. The substitute teaching is secondary in that
case. For coaching, extracurricular duties, and professional development performed
by retirees, the hours are not counted toward the annual hour limit, although
retirement contributions are paid on the salary earned. Having these hours excluded
from the hours limit may allow contracted retirees more hours to substitute teach.

From an employer’s perspective, if the retiree is already contracted and working for
the school district, the retiree is more likely to agree to do some subbing since they
are already at the school. In these cases the requirement to count the in-staff
subbing hours might impact whether retirees are able to perform the subbing duties
or not since they may already be at or near their maximum annual hours limit. It was
also pointed out that it is very difficult for business managers to track all retiree sub
hours until after it has happened, so retirees also need to track their hours to ensure
they do not exceed the annual hour limit. From a retiree’s perspective, it is difficult
for a contracted retiree to say no to the school when they are asked to sub, unless
they know it will affect their annual hour limit. If the retiree is not tracking their hours
or is not aware that the contracted subbing will affect their annual hour limit, they
may inadvertently exceed the limit and jeopardize their pension benefit.

As far as whether the contract period for retiree in-staff subbing has a material
financial impact on schools, most generally agreed that it is not a material amount
UNLESS it is a small school and the school employs many retirees in contracted
positions and those retirees are willing to substitute teach a lot. While it might not
impact any individual retiree or school much, there is a collective financial impact on
TFFR, although it is probably quite small. However, because the stakeholder groups
all supported the contribution and benefit changes in the 2011 legislative package,
most agreed that it would be best to allow those changes to remain in place, and not
to change them again since it could be to the detriment of TFFR.



STAKEHOLDER GROUP FEEDBACK

1)

2)

3)

4)

5)

Stakeholder group representatives seem to recognize the complexity and
technical nature of the contracted retiree in-staff subbing issue.

Most believe the goal should be to get an adequate number of active teachers in
the classrooms so retirees aren’t filling contracted positions, but are filling
primarily substitute teaching positions. If that were the case, then there would be
no retiree annual hours limit concerns or required contributions since retirees
would not hold contracted positions. It was also pointed out that this is a long
term goal, and finding subs today is a more immediate need.

Stakeholder groups do not believe any changes should be made that might
negatively impact the plan, particularly since 2011 funding improvement changes
were made to collectively improve plan funding levels.

Estimated cost impact of retiree in-staff subbing is relatively minor for most
school districts and retirees. TFFR plan should continue requiring retiree and
employer contributions on retiree earnings (both regular contracted hours and in-
staff subbing) as agreed to in 2011.

IF there is a way to make a minor change to allow retirees to do more subbing
but continue paying retirement contributions, stakeholder groups are not opposed
to doing so, but are not in favor of making changes that would require legislation
at this time.

e Generally open to allowing retirees to perform unlimited substitute
teaching while under contract as long as retirement contributions continue
to be paid (similar to current law with extracurricular duties and
professional development hours). This option would require legislation.

e Generally open to allowing flexibility for employers to specifically state the
retiree’s work schedule on the teaching contract, then anything outside of
the contracted work schedule is non-contracted employment and not
reportable to TFFR. For those employers who do not specifically state the
retiree’s exact work schedule on the teaching contract, then the contract
period for determining in-staff subbing would be the calendar dates
indicated on the contract as TFFR currently requires. It was noted that this
option still does not treat all retiree subbing the same way since how
specific the contract is written determines whether or not the subbing is
reportable. This option is administratively complex, may require legal
interpretation, and will reduce contributions paid into the plan. This option
would require a board policy.

e Generally OK with not making any changes to retiree in-staff subbing
requirements at this time.



6) There didn’t appear to be a strong desire to change current practice since it is not
causing a big problem in most districts or for most retirees. The Board may want
to wait to address it legislatively if and when it does become a bigger concern.

7) Stakeholder groups appreciated the opportunity to discuss the issue with TFFR
staff.

TFFR BOARD OPTIONS

As outlined in the July 14, 2016 memo to the Board, staff identified the following
options for Board consideration.

1)

2)

3)

4)

5)

Continue current practice — Develop board policy to clarify current
practice. For both active members and re-employed retirees, TFFR uses the
calendar dates indicated on the teacher’s contract to determine the length of
the teachers’ contract period for in-staff subbing.

Modify current practice — Develop new board policy to describe future
practice. For re-employed retirees only OR for both active members and re-
employed retirees, TFFR will use the teacher’s work schedule (for example
specific days and/or working hours instead of calendar dates) to determine
the length of the teacher’s contract period for in-staff subbing. This would
allow re-employed retirees to do additional subbing beyond the annual hour
limit. Re-employed retirees and school district will not be required to pay
retirement contributions on the subbing salary earned during those “non-
contract hours.”

Modify current practice — Draft legislative bill to change retiree re-
employment provisions in state law. Allow contracted in-staff subbing to
not count toward retiree annual hour limit, although payment of retirement
contributions would be required (like extracurricular duties and professional
development hours in current law.)

Request additional information.

Other

Please plan to discuss this topic in more detail at the September meeting.

Attachments



MEMORANDUM

TO: TFFR Board

FROM: Fay Kopp

DATE: March 16, 2017

SUBJ: Annual Public Pension Plan Comparisons Report

2015 Public Fund Survey

Attached is the Public Fund Survey for FY 2015 (published December 2016) conducted
by NASRA. This survey provides information on key characteristics of most of the
nation’s largest public retirement systems.

Keep in mind that the survey does not include 2016 actuarial and investment
information which will be reflected in next year’s survey.

As | do each year, | will make a brief presentation at the meeting comparing NDTFFR to
the 2015 Public Fund Survey.

Board Action Requested: Accept annual public pension plan comparison’s
report.

Attachment


http://www.nasra.org/publicfundsurvey

Public Pension Plan
Comparisons

ND Teachers’ Fund for Retirement Board
March 2017




2015 Public Fund Survey

0 Published December 2016 for FY 2015
m Survey results do not include FY 2016 data.

0 Includes key characteristics of 124 large public
retirement plans which represents about 85% of
entire state and local government (SLG)
retirement system community.

0 Survey sponsored by NASRA since 2001.
Survey data compiled by Center for Retirement
Research at Boston College since 2013.

0 Accessible online at
www.nasra.org/publicfundsurvey



http://www.nasra.org/publicfundsurvey

Public Pension Plans Overview

0 Retirement benefits play an important role in attracting and
retaining qualified employees needed to perform essential public
services, promote orderly turnover of workers, and enhance the
retirement security of a large segment of the nation’s workforce.

0 Pension plans provide stable and adequate income replacement in
retirement for long-term SLG public employees and teachers, and
ancillary benefits related to disability and death before retirement.

0 SLG systems generally are funded in advance by investing
employee and employer contributions during employees’ working
years. Benefits are distributed in the form of a lifetime payout in
retirement.



Response to Market Decline

o 2008-09 market decline, combined with other factors, increased
plan’s unfunded liabilities — and the cost of amortizing them - for
most public pension plans.

0 Inthe past few years, many public plan sponsors have responded
to higher pension costs by:

m Raising contributions from employees
= Raising contributions from employers

= Reducing benefits (primarily for new hires) — higher retirement
ages, lower retirement multipliers, increased vesting
reguirements, etc.

= Capping benefits or salaries; addressing salary spiking, etc.
= Offering DC or hybrid plan designs for new employees.
= Postponing or reducing future retiree COLAS




Actuarial Funding Levels

0 Funding ratio is most recognized measure of plan’s
financial health.

0 Determined by dividing actuarial value of assets by
liabilities.

0 Both fully funded and underfunded plans rely on future
contributions and investment returns.

0o Plan’s funded status is a snapshot in a long-term,
continuous financial and actuarial process.

0 Most public pension benefits are prefunded.
= Significant portion of assets needed to fund liabilities is
accumulated during working life of participant.

0 Pay-as-you-go is opposite of prefunded
= Current pension obligations are paid with current revenues.
= Much more expensive




Actuarial Funding Levels

O Investment returns have a substantial effect on a
pension plan’s funding level.

= Investment market performance was relatively
strong during the 1990s, followed by two periods,
from 2000-02 and 2008-09, of sharp market
declines.

0 Other factors that affect a plan’s funding level include
actual contributions received relative to those that are
required; changes in benefit levels; changes in actuarial
assumptions; and rates of employee salary growth.




Actuarial Funding Levels

0 According to the 2015 Public Fund Survey, public

pension funding levels remained relatively unchanged
from FY14 to FY15 at 73.7%.

0 NDTFFR funding slightly declined from 61.8% in FY14
to 61.6% in FY15 primarily due to changes in actuarial
assumptions (investment return and mortality tables).
NDTFFR funding increased slightly to 62.1% in 2016.

= NDTFFR ranking remained unchanged at 92 of 121 plans in 2015
Survey.
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Actuarial Assets and Liabilities

o For a pension plan’s funding to improve, its AVA must grow faster than its AVL.

0o For most plans in the PFS, liability growth remains lower, at a median rate at or
below 4.5% for 6 consecutive years.

n Lower rate of growth in liabilities is due to low salary growth, declining or stagnant employment
levels in most SLGs, and the many reductions in pension benefits enacted in recent years.

n Rates of liability growth would be lower were it not for many plans reducing their investment
return assumptions in recent years, which increases a plan’s liabilities.

o NDTFER liability growth has generally declined over the past decade, but
changes in actuarial assumptions following experience studies increased
liabilities in 2005, 2010, and 2015 as expected.

o Tepid asset growth from FYOQ09 to FY13 reflects the actuarial smoothing of
assets of the sharp market declines experienced in 2008-09. These losses now
have been fully recognized. The strong growth in FY14 and FY15 reflect
improvement in AVA levels as more recent market gains are recognized.

o NDTFFR asset growth followed similar trends as the PFS, although asset
returns were more volatile.
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e
Membership Changes

o PFS shows the rate of increase in annuitants continued a pattern of
annual growth of around 4%.

O  After 6 consecutive years of decline, the number of active members grew
in FY15 which is consistent with U.S. Census Bureau reports showing a
reversal of the trend of reduction in the number of persons employed by
SLGs.

o The difference between the continued increase in annuitants and a
declining number of active members is driving a sustained reduction in the
overall ratio of actives to annuitants. This ratio dropped to 1.44 in FY15.

0 For NDTFFR the ratio was 1.31 in FY15 (and 1.31 in FY16).

0o  Although a declining active-annuitant ratio does not, by itself, pose an
actuarial or financial problem, when combined with a poorly-funded plan
with a high UAAL, a low or declining ratio of actives to annuitants can
result in relatively high required pension costs for plans like NDTFFR.
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Revenues, Expenditures, and
Investment Earnings

0o Contributions and investment earnings accrue to
pension trust funds, established for the sole purpose of
paying benefits and funding administrative costs.

0 Benefits paid by public retirement systems are paid
from trust funds; pension payments are not made from
SLG operating budgets or general funds.

0 Growth in levels of contributions and benefits is mostly
stable and predictable over time.

0 Investment earnings, which comprise over 60% of
public pension revenues over the past 30 years,
vacillate, often appreciably, depending on market
performance.
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Annual Change in Payroll

0 Median change in active member payroll from FYQ9 to
FY12 was either negative or in decline. This reflects:
m Stagnant or declining employment levels
m  Modest salary growth

o Wage growth for public workers has remained around
1% since mid 2009, although higher wage growth was
reflected in 2014 and 2015.

0 NDTFFR active payroll increased an average of 5%
from $417.7 million in 2008 to $589.8 in 2015.
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External Cash Flow

0  External cash flow is the difference between a system’s contributions in
and payments out for benefits and administrative expenses, divided into
the value of the system’s assets. It excludes investment gains and losses.

m A growing number of annuitants, combined with low or negative rate of growth in active
members will result in a reduction in external cash flow.

m Conversely, a growing asset base will offset a rate of negative cash flow.

0o Nearly all systems have external cash flow that is negative, meaning they
pay out more each year than they collect in contributions.
m By itself, negative cash flow is not an indication of financial or actuarial distress.

] A lower or more negative cash flow may require the system’s assets to be managed more
conservatively, with a larger allocation to more liquid assets to meet payroll requirements.

0o  PFS results show external cash flow was relatively unchanged from FY14
to FY15 at -2.3%.

0o NDTFFR external cash flow changed from -2.0% in FY14 to -1.0% in
FY15 (and -1.2% in FY16).
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Contribution Rates

o Variety of arrangements for payment of employee and employer
contribution rates.

= Employee rates are typically fixed % of pay.
= Employer rates may be fixed or floating.
= Rates may be set by statute, actuarial requirements, board, etc.

o Contribution rates differ on basis of Social Security participation.
= About 30% of employees of SLGs do not participate in Social Security.
= About 40% of all public school teachers do not participate in Social Security.

o Other considerations include benefit design (benefit multiplier, early
retirement eligibility, vesting, automatic retiree increase provisions);
statutory limits; funded status; actuarial assumptions; demographics
(number of females, retirement rates, termination rates, etc.)



Contribution Rates

0 Nearly every state has made changes to its pension plan; since
2009, the most common change has been an increase in required
employee contribution rates.

o Median employee contribution rate remained at 6.0% in 2015 for
Social Security eligible workers.

= NDTFFR employee rate is 11.75% (effective 7/1/14). This rate
will be in effect until the plan is 100% funded, then reduced to
7.75%.

0 Median employer contribution rate rose to 12.9% in 2015 for

Social Security eligible workers.

= NDTFFR employer rate is 12.75% (effective 7/1/14). This rate
will be in effect until the plan is 100% funded, then reduced to
7.75%.



Employee Contribution Rates

14.0%
11.75%
0,
12.0% = -
0 ./
10.0% - <
D) /
&
g 7.75% )
5 0% T n n n n n n n n n N
)
o
6.0%

6.0% -4
5.0% /—"2‘
k % % % % % % * *

4.0%

2.0%

O-O% T T T T T T T T T T T T T T 1
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Fiscal Year
== Public Fund Survey =m=TFFR



Employer Contribution Rates
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Actuarially Determined Contribution

o An actuarially determined contribution (ADC )is a target or
recommended contribution to a DB pension plan as defined by GASB.

o Efforts to fund public pensions are improving after a period of declining
ARC/ADC effort during and after the Great Recession.

0o According to the PFS, the average ARC/ADC received in FY 15 was
about 95%.

m Over 75% of plans received more than 90% of their ARC/ADC
representing a continued restoration of funding discipline.

0 NDTFFR received 110.2% of ADC in FY15 (and 97.8% in FY16).
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Investment Returns

0 Median investment return for plans with FY end date of
6/30/15 (about % of PFS participants), was 3.2%.

0 NDTFFR return was 3.5% for FY15 (and 0.3% for FY16).

0 Returns for many of the time periods have dropped below
the assumed investment returns used by most public plans,
a result largely of sub-par returns over the 10-year period
ended 6/30/15, and the dropping off of relatively strong
returns at the beginning of the measurement periods.
Returns for the 25-year periods ended in FY15 remain
close to or above most plans’ long-term return assumption.
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Actuarial Assumptions

Actuarial valuations contains many assumptions.

0o Demographic
= Retirement rate
= Mortality rate
m Turnover rate
= Disabllity rate

0 Economic
= |nvestment return rate
= Inflation rate
m Salary increase rate

0 NDTFFR Experience Study was conducted in 2015;
revised assumptions approved by the Board became
effective 7/1/15.



Investment Return Assumption

o Of all assumptions, a public pension plan’s investment
return assumption has the greatest effect on the long-
term cost of the plan. Because a majority of revenues of
a typical fund come from investment earnings, even a
minor change in a plan’s investment return assumption
can impose a disproportionate impact on a plan’s
funding level and cost.

0 Investment assumption is made up of 2 components
= Inflation assumption

= Real return assumption which is investment return
net of inflation.




Investment Return Assumption

0 The most common investment return assumption used
by public pension plans was 8.0% for most of the PFS
measurement period.

o Since 2009, many plans have reduced their investment
return assumption.

0o Median investment return assumption was 7.5% in
2015.

0 NDTFFR investment return assumption was reduced
from 8.0% to 7.75% effective 7/1/15.
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Asset Allocation

There were minor changes to PFS plan’s asset allocations.
m  PFS average allocation to Equities dropped slightly to 49%.

m Fixed income remains just below 23%, its lowest allocation
ever.

m Real Estate remains at about 6%.

= Alternatives (composed of primarily private equity and hedge
funds) increased to nearly 18%.

0o Compared to the 2015 PFS, NDTFFR has less in Cash
and Alternatives, about the same in Fixed Income, and
more in Real Estate and Equities.

= NDTFFR recently had asset liability study conducted, and
made minor allocation changes effective in 2016.
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Conclusion

0 Public pension plan funding levels are beginning to slowly
Improve.

0o A very difficult operating environment currently exists featuring
volatile investment markets; criticism of public employees, their
benefits, and their governing boards; and challenging fiscal
conditions facing many SLG.

0 Like NDTFFR, most public retirement systems strive to
maintain sound investment, funding, and governance
practices, and seek opportunities to continuously improve in
those areas.



Until next year’s survey....Questions?




TO:

FROM:
DATE:

SUBJ:

MEMORANDUM

TFFR Board

Fay Kopp

March 16, 2017

Other Public Pension Databases, Reports, and Studies

In addition to the Public Fund Survey conducted by NASRA, there are other databases,
reports, and surveys conducted on public pension plans which are intended to serve as
a reliable source of accurate information for those involved with pension and retirement
security policy. For example:

1)

2)

3)

Board

Public Plans Database (PPD) is a publicly accessible database of financial,
actuarial, and other plan data for 160 of the nation’s largest state and local
government (SLG) public pension plans. The PPD is a partnership between the
Center for State and Local Government Excellence (CSLGE), the Center for
Retirement Research at Boston College (CRR), and the National Association of
State Retirement Administrators (NASRA). Consequently, the NASRA Public
Fund Survey data is now compiled by CRR, and so the data is consistent. Data
comes from the annual financial reports, actuarial reports, benefit summaries,
and other information on system’s websites.

NEA Characteristics of Large Public Pension Plans is a detailed study conducted
by the National Education Association (NEA) every 5 years and includes data
from 114 large plans which contain pre-k-12 and higher education employees.
Survey topics include plan administration, investment, retirement eligibility,
COLA, contribution rates, benefit formulas, actuarial methods and funding, and
retirement board membership. (Most recent report was in 2016.)

NCPERS Public Retirement Systems Study is an annual survey conducted by
the National Council of Public Employee Retirement Systems (NCPERS) which
analyzes the most current data available on 159 SLG funds’ fiscal condition and
steps being taken to ensure fiscal and operational integrity. The most recent
study finds that public funds continue to become more cost effective with
administrative and investment expenses decreasing. Funds are continuing to
tighten benefits and assumptions by lowering actuarial assumed rate of returns,
increasing employee contributions, and raising benefit age or service
requirements. Funds are currently experiencing healthy 3, 5, and 20 year
investment returns (close to or exceeding 8%). Also, funds are experiencing an
increase in average funded level.

Information Only. No board action is requested.


http://publicplansdata.org/quick-facts/
https://www.nea.org/assets/docs/HE/CharacteristicsLargePubEdPensionPlans2016.pdf
http://www.ncpers.org/files/NCPERS%20Public%20Retirement%20Systems%20Study.pdf

MEMORANDUN

TO: TFFR Board

FROM: Fay Kopp

DATE: March 16, 2017

SUBJ: 2017-18 Board Calendar and Education Plan

TFFR Board policy C-2 requires the Board to conduct a minimum of six board meetings
each year. Board meetings are generally scheduled for the day preceding the SIB
meetings beginning in July of each year, unless a different day is determined. Special
meetings may also be called, or this schedule can be adjusted if needed. Attached are
suggested meeting dates for 2017-18. TFFR meetings are typically scheduled for
Thursday’s at 1 pm; TFFR meetings are not scheduled in August and May due to
potential conflicts with school start and end dates.

| am also working on the 2017-18 Board Education plan, and am very interested in any
suggestions from board members on agenda items, topics or information that would
assist you in carrying out your board responsibilities. As examples, here are some
board education topics from the past few years:

2014-15

e Actuarial valuation process (Segal)
Actuarial experience study process (Segal)
Defined benefit, defined contribution, and hybrid plan designs (Segal)
GASB actuarial, audit, and administrative implications (Segal, et al)
ND education demographics (DPI)
ND teacher shortages (ESPB)

2015-16

Pension fund governance (K. Ambachtsheer)
Actuarial valuation process (Segal)

Asset liability study process (Callan)

Actuarial audit process (Cavanaugh Macdonald)
Fiduciary duties/Ethics (AGO)

2016-17

Pension plan governance (Aon Hewitt)
State cyber security (ITD)

Actuarial valuation process (Segal)
National pension issues (Segal)

ND education demographics (DPI)

ND teacher shortages (ESPB)

Audit services overview (RIO)

Open records/Open meetings (April 2017)

BOARD ACTION: Approve or adjust 2017-18 board meeting schedule. Provide
directives for board agenda or board education topics.



DRAFT
2017-18

D SIB MEETING SCHEDULE

TFFR AN

July 2017 January 2018
27 TFFR - 1:00 pm 25 TFFR - 1:00 pm
28 Special TFFR - 8:30 am 26 SIB -8:30 am

28 SIB - 8:30 am
(SIB Governance Retreat)

August 2017 February 2018

-- TFFR - No meeting -- TFFR - No meeting

25 SIB -8:30 am 23 SIB -8:30am
September 2017 March 2018

21 TFFR - 1:00 pm 22 TFFR - 1:00 pm

22 SIB -8:30am 23 SIB -8:30am
October 2017 April 2018

26 TFFR - 1:00 pm 26 TFFR - 1:00 pm

27 SIB -8:30am 27 SIB -8:30am
November 2017* May 2018

-- TFFR - No meeting -- TFFR - No meeting

17 SIB -8:30am 25 SIB  -8:30am
December 2017 June 2018

-- No meetings -- No meetings
Notes:

1) SIB meetings scheduled for 4" Friday of each month, except for November*
which is 3" Friday due to Thanksgiving.
2) TFFR meetings scheduled for day preceding SIB meetings.

03/16/17



MARCH 2017 BOARD READING

NASRA - Public Pension Plan Investment Return Assumptions

NIRS - Retirement Security 2017



http://www.nasra.org/files/Issue%20Briefs/NASRAInvReturnAssumptBrief.pdf
http://www.nirsonline.org/storage/nirs/documents/2017%20Conference/2017_opinion_nirs_final_web.pdf
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