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CO[,\ERS COMMITTEE MEETING

Agenda Item Information Sheet

AGENDA ITEM 1:
Call roll of Committee members

AGENDA ITEM OBJECTIVE

The objective of the agenda item is to determine for the record which Trustees are
present at the start of the meeting.

Each Trustee should respond to the roll call, and it will be noted which Trustees are
present in person and which Trustees have joined via video conference.



2. Review order of business and meeting

objectives
Presented by Brad Sinclair



Page 4 of 126

COAERS Agenda liem Information Sheet

AGENDA ITEM 2:
Review order of business and establish meeting objectives

AGENDA ITEM OBJECTIVE

This agenda item provides Trustees the opportunity to review the order of business and
to express a desire to take an agenda item out of order, and to discuss the key
objectives of the meeting.

RELEVANCE TO STRATEGIC PLAN

This agenda item meets COAERS Strategic Plan Goal 4: Identify and implement
leading practices in board governance, pension administration, and investment
management. It is an industry best practice to establish meeting objectives and review
them at the outset of each meeting.

MEETING OBJECTIVES

1. The Committee will consider acceptance of the financial statement audit
report as of December 31, 2022

2. The Committee will review the Enterprise Risk Management Report and
dashboard and discuss the following four risk categories: operations,
counterparty, mission, and personnel.

3. The Committee will receive Staff reports on first quarter 2023 unaudited
financial statements and a cybersecurity update.




3. Consider approval of the March 9, 2023

Audit and Risk Committee minutes
Presented by Brad Sinclair
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AGENDA ITEM 3:
Consider approval of the March 9, 2023 Audit and Risk Committee minutes

AGENDA ITEM OBJECTIVE

This standing agenda item seeks approval of the minutes from the prior Audit and Risk
Committee meeting.

RELEVANCE TO STRATEGIC PLAN

This agenda item meets the core competency established in the COAERS Strategic
Plan “Transparency: Complying with open meeting and public information laws to
ensure the decision-making process is clear to members and the public.”

RECOMMENDATION FOR COMMITTEE ACTION
Staff recommends approval of the minutes of the March 9, 2023 Audit and Risk
Committee meeting.

ATTACHMENT
1. Draft minutes of March 9, 2023 Audit and Risk Committee meeting
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COAERS

CITY OF AUSTIN
EMPLOYEES' RETIREMENT SYSTEM

MINUTES
AUDIT AND RISK COMMITTEE

Public Meeting held in-person and telephonically on March 9, 2023 at 10:45 a.m. CT
Pursuant to Texas Govt. Code 551.127 — COVID-19 circumstances

Committee Members Other Board Trustees Others Present
Present/(Absent) Present/(Absent)
Michael Benson, Kelly Crook Staff:
Committee Chair (Yuejiao Liu) Christopher Hanson
Michael Granof Chris Noakt Sarah McCleary
Amy Huntert (Leslie Pool) Russell Nash
Dick Lavinet Brad Sinclair Teresa Cantu*
Anthony Ross Diana Thomas Jenni Bonds
Yun Quintanilla
Guests: Mehrin Rahman
Paige Saenz, General Cathy Edwards*
Counsel Michelle Mahaini*
Bhakti Patel, CLA David Kushner*

Roy Cobb, CLA*

*present telephonically
T present videoconference

Call roll of Committee members

Committee Chair Michael Benson called the meeting to order at 10:53 a.m. The
following Committee members were present in person: Benson, Granof, and Ross.
The following Committee member was present via teleconference: Lavine.

Review order of business and establish meeting objectives

Committee Chair Benson reviewed the order of business and meeting objectives with
the Committee.

Committee Chair Benson asked if there were any members of the public who wished
to speak, either now or during an agenda item. There were no comments.

Review 2023 Audit and Risk Committee Work Plan

Mr. Christopher Hanson presented the Audit and Risk Committee Work Plan for 2023.
Trustees discussed it and gave general approval.
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Consider approval of the November 10, 2022 Audit and Risk Committee minutes

Committee Chair Benson asked the Committee to review the Audit and Risk
Committee minutes. Mr. Anthony Ross moved approval of the November 10, 2022
minutes as presented. Mr. Michael Granof seconded, and the motion passed 4-0.

Discuss and consider the December 31, 2021 financial statements including the
following:
A. Review of the unaudited 2022 year-end financial statements

Ms. Amy Hunter arrived via videoconference at 11:08 a.m.

Ms. Yun Quintanilla presented the 2022 year-end unaudited financial statements that
showed the net position compared to year-end 2021.

B. Presentation of required auditor communications in conjunction with the
financial statement audit

Ms. Bhakti Patel of CliftonLarsonAllen (CLA) outlined the required communications
and summary of services to be performed for the December 31, 2022 financial
statement audit. Ms. Patel reported that the team will conduct walkthroughs and
individual meetings with Trustees and Staff in March and April, and that substantive
testing of all audit areas are scheduled to conclude in May. Ms. Patel received input
and answered questions from Trustees about the timeline and the audit approach.

Discuss and consider the Enterprise Risk Management Policy and Report
including the following:

A. Receive report on the following risk categories: funding, market, and
legislative

Mr. Christopher Hanson presented a report on three of the key Enterprise Risk
Management categories focusing on current risk trends and mitigation activities. Mr.
Hanson covered trends and activities related to funding, market, and legislative risks.
Trustees discussed the risk and provided feedback on the report.

B. Receive report on the cybersecurity risk

1. Convene into Executive Session pursuant to Section 551.071, Texas
Government Code, Section 1.05, Texas Disciplinary Rules of Professional
Conduct, and Section 551.089, Texas Government Code, to consult with legal
counsel and deliberate security assessments or deployments relating to
information resources technology, network security information described in
Section 2059.055, Texas Government Code, and deployment and
implementation of security personnel, critical infrastructure, and security
devices

2. Reconvene into open session to take action as determined appropriate
regarding security assessments or deployments relating to information
resources technology, network security information described in Section
2059.055, Texas Government Code, and deployment and implementation of
security personnel, critical infrastructure, and security devices
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Trustees convened into Executive Session at 11:42 a.m. and reconvened into Public
Session at 11:58 a.m.

Review key meeting takeaways and call for future agenda items

Committee Chair Benson summarized the actions taken and information discussed at
the meeting and provided an opportunity to add future agenda items.

As there were no other items to address, the meeting adjourned at 11:59 a.m.



4. Discuss and consider acceptance of
financial statement audit report as of

December 31, 2022
Presented by Bhakti Patel, CLA
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AGENDA ITEM 4.
Discuss and consider acceptance of financial statement audit report
as of December 31, 2022

AGENDA ITEM OBJECTIVE

This agenda item is intended for the Committee to discuss and consider the report from
COAERS’ financial statement auditor regarding the December 31, 2022 financial
statement audit.

RELEVANCE TO STRATEGIC PLAN
This agenda item meets COAERS Strategic Plan Goal 2: Responsibly manage the
risks of the System.

RECOMMENDATION FOR COMMITTEE ACTION
Staff recommends the Committee refer to the Board the acceptance of the December
31, 2022 financial statements and auditor’s report from CliftonLarsonAllen (CLA).

BACKGROUND

The statutes that govern COAERS require an annual independent audit of the System’s
accounts performed by a certified public accounting firm. CLA has been engaged to
perform the financial audit for fiscal year ended December 31, 2022. Ms. Bhakti Patel
from CLA will provide required communications.

ATTACHMENTS
1. Independent Auditor’'s Report
2. Governance Letter
3. Committee Presentation Slide Deck
4. Financial Section of COAERS December 31, 2022 Annual Comprehensive
Financial Report

SUPPLEMENTAL MATERIAL AVAILABLE VIA CONVENE APP
1. December 31, 2022 COAERS Annual Comprehensive Financial Report
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INDEPENDENT AUDITORS’ REPORT

Audit and Risk Committee of the Board of Directors
City of Austin Employees' Retirement System
Austin, Texas

Report on the Audit of the Financial Statements

Opinion

We have audited the accompanying financial statements of the City of Austin Employees' Retirement
System as of and for the years ended December 31, 2022 and 2021, and the related notes to the

financial statements, which collectively comprise the City of Austin Employees' Retirement System’s
basic financial statements as listed in the table of contents.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the City of Austin Employees' Retirement System as of December 31, 2022 and
2021, and the changes in financial position for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America (GAAS). Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of the City of Austin Employees' Retirement System and to meet our other ethical
responsibilities, in accordance with the relevant ethical requirements relating to our audits. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Responsibilities of Management for the Financial Statements

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

In preparing the financial statements, management is required to evaluate whether there are conditions
or events, considered in the aggregate, that raise substantial doubt about the City of Austin Employees'
Retirement System's ability to continue as a going concern for twelve months beyond the financial
statement date, including any currently known information that may raise substantial doubt shortly
thereafter.

al. See CLAglobal.com/disclaimer
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Audit and Risk Committee of the Board of Directors
City of Austin Employees’ Retirement System

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance
and therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a
material misstatement when it exists. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control. Misstatements are considered
material if there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS, we:
e Exercise professional judgment and maintain professional skepticism throughout the audit.

¢ |dentify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of City of Austin Employees' Retirement System’s internal control.
Accordingly, no such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about City of Austin Employees' Retirement System’s ability to
continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit, significant audit findings, and certain internal control related
matters that we identified during the audit.
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Audit and Risk Committee of the Board of Directors
City of Austin Employees’ Retirement System

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis, the Schedule of Changes in Net Pension Liability and Related
Ratios, the Schedule of Contributions, and the Schedule of Investment Returns be presented to
supplement the basic financial statements. Such information is the responsibility of management and,
although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with GAAS, which
consisted of inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’'s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audits of the basic financial statements. We
do not express an opinion or provide any assurance on the information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.

Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the City of Austin Employees' Retirement System’s basic financial statements.
The Other Supplementary Information — Investment, General & Administrative, and Professional
Services and Consultant Expenses (as referenced in the table of contents) is presented for purposes of
additional analysis and are not a required part of the basic financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting
and other records used to prepare the basic financial statements. The information has been subjected
to the auditing procedures applied in the audits of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with GAAS. In our opinion, the Other

Supplementary Information is fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

Other Information

Management is responsible for the other information included in the annual report. The other
information (as referenced in the table of contents) comprises the Introductory Section, the Investment
Section, the Actuarial Section, and the Statistical Section but does not include the basic financial
statements and our auditors’ report thereon. Our opinion on the basic financial statements does not
cover the other information, and we do not express an opinion or any form of assurance thereon.

In connection with our audits of the basic financial statements, our responsibility is to read the other
information and consider whether a material inconsistency exists between the other information and the
basic financial statements, or the other information otherwise appears to be materially misstated. If,
based on the work performed, we conclude that an uncorrected material misstatement of the other
information exists, we are required to describe it in our report.

Wm% LL7

CliftonLarsonAllen LLP

Austin, Texas
May 31, 2023
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Audit and Risk Committee of the Board of Directors
City of Austin Employees' Retirement System
Austin, Texas

We have audited the financial statements of the of City of Austin Employees' Retirement System as of
and for the year ended December 31, 2022, and have issued our report thereon dated May 31, 2023. We
have previously communicated to you information about our responsibilities under auditing standards
generally accepted in the United States of America, as well as certain information related to the planned
scope and timing of our audit in our statement of work dated October 7, 2022. Professional standards
also require that we communicate to you the following information related to our audit.

Significant audit findings or issues
Qualitative aspects of accounting practices
Accounting policies

Management is responsible for the selection and use of appropriate accounting policies. The significant

accounting policies used by City of Austin Employees' Retirement System are described in Note 2 to the
financial statements.

No new accounting policies were adopted and the application of existing policies was not changed during
2022.

We noted no transactions entered into by the entity during the year for which there is a lack of authoritative

guidance or consensus. All significant transactions have been recognized in the financial statements in
the proper period.

Accounting estimates

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’'s knowledge and experience about past and current events and assumptions
about future events. Certain accounting estimates are particularly sensitive because of their significance
to the financial statements and because of the possibility that future events affecting them may differ
significantly from those expected. The most sensitive estimates affecting the financial statements were:

e Management’s estimate of the valuation of alternative investments is based on net asset values
reported by the investment managers.

e Management’s estimate of the total pension liability is based on a third-party actuarial valuation
in accordance with GASB 67.

We evaluated the key factors and assumptions used to develop management's estimates in
determining they are reasonable in relation to the financial statements taken as a whole.

Financial statement disclosures

Certain financial statement disclosures are particularly sensitive because of their significance to financial
statement users. There were no particularly sensitive financial statement disclosures.

The financial statement disclosures are neutral, consistent, and clear.

ee CLAglobal.com/disclaimer
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Significant unusual transactions
We identified no significant unusual transactions.

Difficulties encountered in performing the audit

We encountered no significant difficulties in dealing with management in performing and completing our
audit.

Uncorrected misstatements

Professional standards require us to accumulate all misstatements identified during the audit, other than
those that are clearly trivial, and communicate them to the appropriate level of management.

Management did not identify and we did not notify them of any uncorrected financial statement
misstatements.

Disagreements with management

For purposes of this communication, a disagreement with management is a disagreement on a financial
accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that could be
significant to the financial statements or the auditors’ report. No such disagreements arose during our
audit.

Management representations

We have requested certain representations from management that are included in the attached
management representation letter dated May 31, 2023.

Management consultations with other independent accountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application
of an accounting principle to the entity’s financial statements or a determination of the type of auditors’
opinion that may be expressed on those statements, our professional standards require the consulting
accountant to check with us to determine that the consultant has all the relevant facts. To our knowledge,
there were no such consultations with other accountants.

Significant issues discussed with management prior to engagement

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to engagement as the entity’s auditors. However, these
discussions occurred in the normal course of our professional relationship and our responses were not a
condition to our engagement.

Required supplementary information

With respect to the required supplementary information (RSI) accompanying the financial statements, we
made certain inquiries of management about the methods of preparing the RSI, including whether the
RSI has been measured and presented in accordance with prescribed guidelines, whether the methods
of measurement and preparation have been changed from the prior period and the reasons for any such
changes, and whether there were any significant assumptions or interpretations underlying the
measurement or presentation of the RSI. We compared the RSI for consistency with management'’s
responses to the foregoing inquiries, the basic financial statements, and other knowledge obtained during
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the audit of the basic financial statements. Because these limited procedures do not provide sufficient
evidence, we did not express an opinion or provide any assurance on the RSI.

Supplementary information in relation to the financial statements as a whole

With respect to the Investment, General and Administrative, and Professional Services and Consuitant
Expenses (collectively, the supplementary information) accompanying the financial statements, on which
we were engaged to report in relation to the financial statements as a whole, we made certain inquiries
of management and evaluated the form, content, and methods of preparing the information to determine
that the information complies with accounting principles generally accepted in the United States of
America, the method of preparing it has not changed from the prior period or the reasons for such
changes, and the information is appropriate and complete in relation to our audit of the financial
statements. We compared and reconciled the supplementary information to the underlying accounting
records used to prepare the financial statements or to the financial statements themselves. We have
issued our report thereon dated May 31, 2023.

Other information included in annual reports

Other information (financial or nonfinancial information other than the financial statements and our
auditors’ report thereon) is being included in your annual report and is comprised of the introductory,
investment, actuarial, and statistical sections. Our responsibility for other information included in your
annual report does not extend beyond the financial information identified in our opinion on the financial
statements. We have no responsibility for determining whether such other information is properly stated
and do not have an obligation to perform any procedures to corroborate other information contained in
your annual report. We are required by professional standards to read the other information included in
your annual report and consider whether a material inconsistency exists between the other information
and the financial statements because the credibility of the financial statements and our auditors’ report
thereon may be undermined by material inconsistencies between the audited financial statements and
other information. If, based on the work performed, we conclude that an uncorrected material
misstatement of the other information exists, we are required to describe it in our report. Our auditors’
report on the financial statements includes a separate section, “Other Information,” which states we do
not express an opinion or any form of assurance on the other information included in the annual report.
We did not identify any material inconsistencies between the other information and the audited financial

statements.
This communication is intended solely for the information and use of the Audit and Risk Committee of

the Board of Directors and management of City of Austin Employees' Retirement System and is not
intended to be, and should not be, used by anyone other than these specified parties.

WM LL7

CliftonLarsonAllen LLP

Austin, Texas
May 31, 2023
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COAERS

CITY OF AUSTIN
EMPLOYEES’ RETIREMENT SYSTEM

May 31, 2023

CliftonLarsonAllen LLP
11501 Burnet Road, Bldg 906, Suite 125
Austin, TX 78758

This representation letter is provided in connection with your audit of the financial statements of City of Austin
Employees' Retirement System, which comprise the fiduciary net position as of December 31, 2022, and the
related changes in fiduciary net position for the year then ended, and the related notes to the financial
statements, for the purpose of expressing an opinion on whether the financial statements are presented fairly,

in all material respects, in accordance with accounting principles generally accepted in the United States of
America (U.S. GAAP).

Certain representations in this letter are described as being limited to misstatements that are material.
Misstatements, including omissions, are considered material if there is a substantial likelihood that, individually

or in the aggregate, they would influence the judgment made by a reasonable user based on the financial
statements.

We confirm, to the best of our knowledge and belief, as of May 31, 2023, the following representations made to
you during your audit of the financial statements as of and for the year ended December 31, 2022.

Financial Statements

1. We have fulfilled our responsibilities, as set out in the terms of the audit engagement agreement dated

October 7, 2022, for the preparation and fair presentation of the financial statements in accordance
with U.S. GAAP.

2. We acknowledge and have fulfilled our responsibility for the design, implementation, and maintenance

of internal control relevant to the preparation and fair presentation of financial statements that are free
from material misstatement, whether due to fraud or error.

3. We acknowledge our responsibility for the design, implementation, and maintenance of internal control
to prevent and detect fraud.

4. Significant assumptions used by us in making accounting estimates, including those measured at fair
value, are reasonable.

5. Significant estimates have been appropriately accounted for and disclosed in accordance with the
requirements of U.S. GAAP. Significant estimates are estimates at the financial statement date that
could change materially within the next year.

6. Related party relationships and transactions have been appropriately accounted for and disclosed in
accordance with the requirements of U.S. GAAP.
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7. Allsignificant plan amendments, adopted during the period or subsequent to the date of the financial

statements, and their effects on benefits and fiduciary net position have been disclosed in the financial
statements.

8. All events occurring subsequent to the date of the financial statements and for which U.S. GAAP
requires adjustment or disclosure have been adjusted or disclosed.

9. We have not identified or been notified of any uncorrected financial statement misstatements.

10. We are not aware of any pending or threatened litigation, claims, or assessments or unasserted claims
or assessments that are required to be accrued or disclosed in the financial statements in accordance
with U.S. GAAP, and we have not consulted a lawyer concerning litigation, claims, or assessments.

11. We have analyzed all lease contracts and have considered and recorded material embedded leases
contained within other contracts in accordance with U.S. GAAP.

12. The methods and significant assumptions used to determine fair values of financial instruments are
disclosed in note 5¢.. The methods and significant assumptions used result in a measure of fair value
appropriate for financial statement measurement and disclosure purposes.

13. We have no plans or intentions that may materially affect the carrying value or classification of assets,
liabilities, or equity.

14. Capital assets have been evaluated for impairment as a result of significant and unexpected decline in
service utility. Impairment loss and insurance recoveries have been properly recorded.

15. We believe that all material expenditures that have been deferred to future periods will be recoverable.

16. We believe that the actuarial assumptions and methods used to measure pension liabilities and costs for
financial accounting purposes are appropriate in the circumstances.

17. We believe the plan and trust established under the plan are qualified under the appropriate section of
the Internal Revenue Code, and we intend to continue them as a qualified plan and trust.

18. We are not aware of any present legislative intentions to terminate the plans.

19. All material concentrations have been properly disclosed in accordance with U.S. GAAP. We understand
that concentrations include the nature and type of investments held by the entity, or markets for which
events could occur which would significantly disrupt normal finances within the next year.

Information Provided
1. We have provided you with:

a. Access to all information, of which we are aware, that is relevant to the preparation and fair
presentation of the financial statements such as records, documentation, and other matters.

b. Additional information that you have requested from us for the purpose of the audit.
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10.

11.

c. Unrestricted access to persons within the entity from whom you determined it necessary to
obtain audit evidence.

d. Complete minutes of the meetings of the governing board and related committees, or
summaries of actions of recent meetings for which minutes have not yet been prepared.

e. All actuarial valuation reports prepared for the plan during the year.

All transactions have been recorded in the accounting records and are reflected in the financial
statements.

We have disclosed to you the results of our assessment of the risk that the financial statements may be
materially misstated as a result of fraud.

We have no knowledge of any fraud or suspected fraud that affects the entity and involves:

a. Management;
b. Employees who have significant roles in internal control; or
c. Others when the fraud could have a material effect on the financial statements.

We have no knowledge of any allegations of fraud, or suspected fraud, affecting the entity's financial
statements communicated by employees, former employees, regulators, or others.

We have no knowledge of any instances of noncompliance or suspected noncompliance with laws and

regulations and provisions of contracts, or abuse whose effects should be considered when preparing
financial statements.

We are not aware of any pending or threatened litigation, claims, or assessments, or unasserted claims
or assessments, that are required to be accrued or disclosed in the financial statements in accordance
with U.S. GAAP, and we have not consulted a lawyer concerning litigation, claims, or assessments.

There are no other material liabilities or gain or loss contingencies that are required to be accrued or
disclosed in accardance with U.S. GAAP.

We have disclosed to you the identity of all the entity's related parties and all the related party
relationships and transactions of which we are aware, including any side agreements.

We are responsible for compliance with the laws, regulations, and provisions of contracts applicable to
the entity; and we have identified and disclosed to you all laws, regulations, and provisions of contracts
that we believe have a direct and material effect on the determination of financial statement amounts
or other financial data significant to the audit objectives, including legal and contractual provisions for
reporting specific activities in separate funds.

There are no violations or possible violations of budget ordinances, laws and regulations (including those
pertaining to adopting, approving, and amending budgets), provisions of contracts, or any debt
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covenants whose effects should be considered for disclosure in the financial statements, or as a basis for
recording a loss contingency, or for reporting on noncompliance.

12. The entity has complied with all aspects of contractual agreements that would have a material effect on
the financial statements in the event of noncompliance.

13. We have followed all applicable laws and regulations in adopting, approving, and amending budgets.

14. Investments, derivative instruments, and land and other real estate held by endowments are properly
valued.

15. The values of non-readily marketable investments represent good faith estimates of fair value. The

methods and significant assumptions used result in a measure of fair value appropriate for financial
measurement and disclosure purposes.

16. Provisions for uncollectible receivables have been properly identified and recorded.

17. Interfund, internal, and intra-entity activity and balances have been appropriately classified and
reported.

18. Deposits and investment securities and derivative instruments are properly classified as to risk and are
properly valued and disclosed.

19. Capital assets, including infrastructure and intangible assets, are properly capitalized, reported, and, if
applicable, depreciated.

20. We have obtained the service auditor’s report from our service organization Bank of New York Mellon.
We have reviewed such report, including the complementary user controls. We have implemented the
relevant user controls, and they were in operation for the year ended 2022.

21. We acknowledge our responsibility for the required supplementary information (RSI). The RSl is
measured and presented within prescribed guidelines and the methods of measurement and
presentation have not changed from those used in the prior period. We have disclosed to you any
significant assumptions and interpretations underlying the measurement and presentation of the RSi.

22. We acknowledge our responsibility for presenting the Investment, General & Administrative, and
Professional Services and Consultant Expenses (the supplementary information) in accordance with U.S.
GAAP, and we believe the supplementary information, including its form and content, is fairly presented
in accordance with U.S. GAAP. The methods of measurement and presentation of the supplementary
information have not changed from those used in the prior period, and we have disclosed to you any
significant assumptions or interpretations underlying the measurement and presentation of the
supplementary information. If the supplementary information is not presented with the audited
financial statements, we will make the audited financial statements readily available to the intended

users of the supplementary information no later than the date we issue the supplementary information
and the auditors’ report thereon.
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23. We acknowledge our responsibility for the preparation of the other information included in our annual
report, which is comprised of the Introductory, Investment, Actuarial, and Statistical sections (other
information). The other information is consistent with the financial statements and does not contain any
material misstatements. With regard to the other information that has not been provided to you, the
final version of the documents will be provided to you when available, and prior to issuance of the

annual report by the entity, so that you can complete your required procedures. We agree to correct
material inconsistencies that you may identify.

24. As part of your audit, you prepared the draft Schedule of Pension Amounts and related notes. We have
designated an individual who possesses suitable skill, knowledge, and/or experience to understand and
oversee your services; have made all management judgments and decisions; and have assumed all
management responsibilities. We have evaluated the adequacy and results of the service. We have
reviewed, approved, and accepted responsibility for those financial statements, related notes, and
supplementary information. We have also ensured that the entity’s data and records are complete and
received sufficient information to oversee the service.

25. In regards to the preparation of the Schedule of Pension Amounts and related notes performed by you,
we have:

a. Made all management judgments and decisions and assumed all management responsibilities.

b. Designated an individual who possesses suitable skill, knowledge, and/or experience to
understand and oversee the services.

¢. Evaluated the adequacy and results of the services performed.
d. Accepted responsibility for the results of the services.

e. Ensured that the entity’s data and records are complete and received sufficient information to
oversee the services.

. &b i Executive Director
Signature: Title:

Christopher Hanson

3[/6 Chief Financial Officer
Signature: Title:

Yun Quintanilla
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Required Communications

Topic

Significant Accounting Policies

Significant Accounting Estimates

Significant Financial Statement
Disclosures

Significant Unusual Transactions

Communication

Management is responsible for the accounting policies of the organization
Accounting policies are outlined in Note 2 to the financial statements

No significant changes to the accounting policies during the year
Accounting policies deemed appropriate

An area of focus under a risk-based audit approach

Significant estimates include fair value of investments and total pension liability
Estimates determined by management based on their knowledge and experience
No management bias indicated

Estimates were deemed reasonable

Estimate uncertainty is disclosed in the financial statements

Fair value measurements — Note 4

No significant unusual transactions

©2023 CliftonLarsonAllen LLP
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Required Communications

Topic

Supplementary Information

Management Representation
Letter

Other

Form and Content of the
Auditors’ Report

Communication

Investment, General & Administrative, and Professional Services and Consultant Expenses
Engaged to report in relation to the financial statements as a whole

Method of preparing has not changed from the prior year

Supplementary information reconciles to financial statements

Supplementary information is appropriate and complete in relation to our audit

Management provided signed representation letter prior to finalization of the audit report

No difficulties encountered in performing the audit

No issues discussed prior to retention as independent auditors

No disagreements with management regarding accounting, reporting, or other matters

No management consultations with other independent auditors

No difficult or contentious matters requiring consultations outside of the engagement team
No other findings or issues were discussed with, or communicated to, management

Unmodified

©2023 CliftonLarsonAllen LLP
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Internal Control Matters

Topic

Purpose

Material Weakness
Significant Deficiencies

Restricted Use

Results

Communication

Express an opinion on the financial statements, not on the effectiveness of internal control.
Our consideration of internal control was not designed to identify all deficiencies in internal
control that might be material weaknesses or significant deficiencies and, therefore, material
weaknesses or significant deficiencies may exist that were not identified. In addition, because
of inherent limitations in internal control, including the possibility of management override of
controls, misstatements due to fraud or error may occur and not be detected by such
controls.

Reasonable possibility that a material misstatement would not be prevented, or detected and
corrected, on a timely basis.

Less severe than a material weakness, yet important enough to merit the attention of
governance.

This communication is intended solely for the information and use of management, those
charged with governance, and others within the entity, and is not intended to be, and should
not be, used by anyone other than these specified parties.

No material weaknesses identified

©2023 CliftonLarsonAllen LLP
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INDEPENDENT AUDITORS' REPORT Page 32 of 126

CliftonLarsonAllen LLP
~ A CLAconnect.com

INDEPENDENT AUDITORS’ REPORT

Audit and Risk Committee of the Board of Directors
City of Austin Employees' Retirement System
Austin, Texas

Report on the Audit of the Financial Statements

Opinion

We have audited the accompanying financial statements of the City of Austin Employees' Retirement
System as of and for the years ended December 31, 2022 and 2021, and the related notes to the
financial statements, which collectively comprise the City of Austin Employees' Retirement System’s
basic financial statements as listed in the table of contents.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the City of Austin Employees' Retirement System as of December 31, 2022 and
2021, and the changes in financial position for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America (GAAS). Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of the City of Austin Employees' Retirement System and to meet our other ethical
responsibilities, in accordance with the relevant ethical requirements relating to our audits. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Responsibilities of Management for the Financial Statements

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

In preparing the financial statements, management is required to evaluate whether there are conditions
or events, considered in the aggregate, that raise substantial doubt about the City of Austin Employees'
Retirement System's ability to continue as a going concern for twelve months beyond the financial
statement date, including any currently known information that may raise substantial doubt shortly
thereafter.

CLAglobal.com/disclaimer
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INDEPENDENT AUDITORS' REPORT (CONTINUED) Page 33 of 126

Audit and Risk Committee of the Board of Directors
City of Austin Employees’ Retirement System

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance
and therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a
material misstatement when it exists. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control. Misstatements are considered
material if there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

Identify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of City of Austin Employees' Retirement System’s internal control.
Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about City of Austin Employees' Retirement System’s ability to
continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit, significant audit findings, and certain internal control related
matters that we identified during the audit.

City of Austin Employees' Retirement System 2022 Annual Comprehensive Financial Report
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Audit and Risk Committee of the Board of Directors
City of Austin Employees’ Retirement System

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis, the Schedule of Changes in Net Pension Liability and Related
Ratios, the Schedule of Contributions, and the Schedule of Investment Returns be presented to
supplement the basic financial statements. Such information is the responsibility of management and,
although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with GAAS, which
consisted of inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audits of the basic financial statements. We
do not express an opinion or provide any assurance on the information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.

Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the City of Austin Employees' Retirement System’s basic financial statements.
The Other Supplementary Information — Investment, General & Administrative, and Professional
Services and Consultant Expenses (as referenced in the table of contents) is presented for purposes of
additional analysis and are not a required part of the basic financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting
and other records used to prepare the basic financial statements. The information has been subjected
to the auditing procedures applied in the audits of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with GAAS. In our opinion, the Other
Supplementary Information is fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

Other Information

Management is responsible for the other information included in the annual report. The other
information (as referenced in the table of contents) comprises the Introductory Section, the Investment
Section, the Actuarial Section, and the Statistical Section but does not include the basic financial
statements and our auditors’ report thereon. Our opinion on the basic financial statements does not
cover the other information, and we do not express an opinion or any form of assurance thereon.

In connection with our audits of the basic financial statements, our responsibility is to read the other
information and consider whether a material inconsistency exists between the other information and the
basic financial statements, or the other information otherwise appears to be materially misstated. If,
based on the work performed, we conclude that an uncorrected material misstatement of the other
information exists, we are required to describe it in our report.

WMW N

CliftonLarsonAllen LLP

Austin, Texas
May 31, 2023
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This section of the City of Austin Employees’ Retirement System’s (COAERS, or the System) financial
report presents our discussion and analysis of the System’s financial performance during fiscal years
2022 and 2021. We encourage readers to consider the information presented here in conjunction with our
financial statements that follow.

FINANCIAL HIGHLIGHTS

Net position held in trust by the System decreased by $605.4 million, or 17.0%, in 2022, and increased by
$365.6 million, or 11.4%, in 2021. All changes primarily correlate with investment returns.

Contributions increased by $7.8 million, or 3.7%, in 2022, and by $5.9 million, or 2.9%, in 2021. The
2022 increase was due to a $5.4 million increase in employer contributions, an increase of $2.4 million
in employee contributions, and a small increase in employee creditable service purchases. The 2021
increase was due to a $7.3 million increase in the City’s supplemental funding, an increase of $4.7 million
in employee and employer contributions based on payroll, and a $6.1 million decrease in employee
creditable service purchases.

The amount of benefits paid to retired members and beneficiaries and refunded to terminated employees
increased by approximately $17.2 million or 6.9% during 2022. It increased by approximately $15.8 million
or 6.8% during 2021. This is the result of increases in the number of System retirees and the average
annuity payment. Benefit payments exceeded employee and City contributions by $48.5 million in 2022
and by $39.1 million in 2021.

The System’s time-weighted rate of return on investments for the year ended December 31, 2022, was
-15.4% gross of fees, and -15.6% net of fees, on a fair value basis, which was a decrease from the return
of 13.2% gross of fees and 13.0% net of fees for the year ended December 31, 2021. The actuarial
investment return assumption is 6.75%.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to assist the reader in better understanding the purpose and
meaning of each of the key components of COAERS’ financial statements, which are comprised of the
following:

» Statement of Fiduciary Net Position
» Statement of Changes in Fiduciary Net Position
* Notes to the Financial Statements

Collectively, this information presents the net position held in trust for pension benefits as of the end of
each year and summarizes the changes in net position held in trust for pension benefits for the year. The
information available in each of these components is briefly summarized below:

Financial Statements

» The Statement of Fiduciary Net Position presents the System’s assets and liabilities and the
resulting net position, which is held in trust for pension benefits. This statement reflects a year-end
comparison of the Plan’s investments, at fair value, along with cash and short-term investments,
receivables, and other assets and liabilities to the previous year.

» The Statement of Changes in Fiduciary Net Position provides a view of current year additions to
and deductions from the plan.

City of Austin Employees' Retirement System 2022 Annual Comprehensive Financial Report
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(CONTINUED)

These two statements report the System’s net fiduciary position held in trust for pension benefits (net
position restricted for pensions), the difference between assets and liabilities, as one way to measure
COAERS’ financial position. Over time, increases and decreases in net position are one indicator of
whether the System's financial health is improving or deteriorating.

* Notes to the Financial Statements provide important background and detailed information about
COAERS, the plan, and the financial statements.

FINANCIAL ANALYSIS

Summary of Fiduciary Net Position
Years Ended December 31, 2022, 2021, 2020

Assets 2022 2021 2020
Cash and receivables $ 72,077,402 33,705,576 24,715,443
Other current assets 343,578 - -
Investments 2,940,262,105 3,535,433,558 3,179,458,128
Capital assets, net 3,403,389 4,125,172 4,825,644
Total assets 3,016,086,474 3,573,264,306 3,208,999,215
Liabilities
Total liabilities 56,290,713 8,104,462 9,432,632
Net position restricted for pensions $ 2,959,795,761 3,565,159,844 3,199,566,583

Assets

As shown in the table above, assets decreased by $557.2 million in 2022 and increased by $364.3 million
in 2021, due primarily to the changes in the value of investments.

«  During 2022, there was a $38.4 million increase in the net amount of cash and receivables; this
resulted from an $8.4 million decrease in the amount of cash, which was offset by a $45.6 million
increase in investment receivables and an increase of $1.2 million in contributions and other
receivables. In 2022, there was a $0.3 million increase in other current assets.

«  During 2021, there was a $9.0 million increase in the net amount of cash and receivables; this
resulted from a $9.5 million increase in the amount of cash, which was offset by a $1.3 million
decrease in investment receivables and an increase of $0.8 million in contributions and other
receivables.

« In 2022, investments decreased by $595.2 million; in 2021, investments increased by $356.0
million, reflective of the changes in the financial markets.

* In both 2022 and 2021, the decrease in capital assets reflects depreciation of furniture and
equipment.
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(CONTINUED)

Liabilities

Liabilities increased by $48.2 million in 2022 and decreased by $1.3 million in 2021. These fluctuations
were primarily due to changes in trades pending settlement.

Summary of Changes in Fiduciary Net Position
Years Ended December 31, 2022, 2021, 2020

2022 2021 2020
Additions:
Contributions $ 215,988,408 208,237,660 202,383,445
Investment appreciation (depreciation) (544,614,281) 417,958,864 313,802,945
Investment expenses 5,599,635 6,749,253 6,513,904
Net investment appreciation (depreciation) (550,213,916) 411,209,611 307,289,041
Other income 126,935 962 175
Total additions (deductions) (334,098,573) 619,448,233 509,672,661
Deductions:
Benefit payments and contribution refunds 264,501,872 247,326,473 231,564,618
General and administrative expenses 6,763,638 6,528,499 6,594,536
Total deductions 271,265,510 253,854,972 238,159,154
Net increase (decrease) in net position (605,364,083) 365,593,261 271,513,507
Net position restricted for pensions:
Beginning of year 3,565,159,844 3,199,566,583 2,928,053,076
End of year $ 2,959,795,761 3,565,159,844 3,199,566,583
Additions

Additions needed to fund benefits are accumulated through contributions and returns on investments.
Contributions from COAERS members and the City of Austin for 2022 and 2021 totaled $216.0 million
and $208.2 million, respectively. The 2022 contributions represent an increase of $7.8 million, or 3.7%
above 2021. The 2021 contributions represent an increase of $5.9 million, or 2.9% above 2020. The 2022
increase was due to an increase in base salaries on which employee and employer contributions are
made. The increase in 2021 was due primarily to an increase in the City’s supplemental funding from 18%
to 19% starting in January 2021.

In 2022, COAERS had a net investment depreciation on the fair value of its securities of $550.2 million, a
decrease of $961.4 million from 2021. In 2021, the net investment income on the fair value of securities
was $411.2 million, an increase of $103.9 million from 2020. In 2022, interest and dividend income
generated income of $47.9 million, an increase from the 2021 income of $8.2 million. In 2022, investment
expenses decreased by $1.1 million; in 2021, investment expenses increased by $0.2 million. The total
rate of return (net of fees) for the System’s investment portfolio in 2022 was -15.6%; in 2021 it was 13.0%.
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Deductions

The expenses paid by COAERS include benefit payments, refunds of member contributions, and
administrative expenses.

Benefits paid in 2022 were $259.4 million, an increase of $16.3 million from payments made in 2021,
which is consistent with an increase in the number of retirees to 7,530 in 2022. Refunds to terminated
employees were $5.1 million in 2022, an increase of $0.8 million from 2021. Administrative expenses in
2022 were $6.8 million, an increase of $0.2 million, or 3.6% from 2021.

Benefits paid in 2021 were $243.1 million, an increase of $15.2 million from payments made in 2020,
which is consistent with an increase in the number of retirees to 7,221 in 2021. Refunds to terminated
employees were $4.3 million, an increase of $0.6 million over 2020. Administrative expenses in 2021
were $6.5 million, a decrease of $0.1 million, or 1.0% from 2020.

Overall Analysis

Overall, as of December 31, 2022, net position decreased by $605.4 million, or 17.0%, from the prior year;
over the three-year period ending December 31, 2022, net position increased by 1.1%.

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the finances of the City of Austin
Employees’ Retirement System for all parties with an interest. Questions concerning any of the information
provided in this report or requests for additional financial information should be addressed to City of Austin
Employees’ Retirement System, 6850 Austin Center Boulevard, Suite 320, Austin, Texas 78731.
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Total investments

2,940,262,105

Retirement Restoration
Plan Plan Total
Assets
Cash and cash equivalents (note 3) $ 10,796,741 20,000 10,816,741
Receivables
Interest and dividends receivable 6,231,596 - 6,231,596
Trades pending settlement 46,550,842 - 46,550,842
Employer contributions receivable 5,911,143 - 5,911,143
Employee contributions receivable 2,486,343 - 2,486,343
Other 80,737 - 80,737
Total receivables 61,260,661 - 61,260,661
Other current assets 343,578 - 343,578
Investments, at fair value (note 3):
US Equities 999,889,324 - 999,889,324
DM Equities 389,416,637 - 389,416,637
EM Equities 190,635,724 - 190,635,724
Fixed income 559,723,475 - 559,723,475
Real assets 465,255,669 - 465,255,669
Multi-asset 143,059,844 - 143,059,844
Cash and equivalents 192,281,432 - 192,281,432

2,940,262,105

Capital assets, net (note 7) 3,403,389 - 3,403,389
Total assets 3,016,066,474 20,000 3,016,086,474
Liabilities
Payables
Accrued expenses 1,614,035 - 1,614,035
Trades pending settlement 50,811,224 - 50,811,224
Refunds and death benefits payable 3,865,454 - 3,865,454
Total liabilities 56,290,713 - 56,290,713
Net position restricted for pensions $ 2,959,775,761 20,000 2,959,795,761

See accompanying notes to financial statements.
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Retirement Restoration
Plan Plan Total
Assets
Cash and cash equivalents (note 3) $ 19,222,506 20,000 19,242,506
Receivables
Interest and dividends receivable 6,383,276 - 6,383,276
Trades pending settlement 758,032 - 758,032
Employer contributions receivable 5,096,000 - 5,096,000
Employee contributions receivable 2,144,463 - 2,144,463
Other 81,299 - 81,299
Total receivables 14,463,070 - 14,463,070
Investments, at fair value (note 3):
US Equities 1,226,040,135 - 1,226,040,135
DM Equities 462,472,831 - 462,472,831
EM Equities 275,518,081 - 275,518,081
Fixed income 736,814,659 - 736,814,659
Real assets 566,757,450 - 566,757,450
Multi-asset 175,339,728 - 175,339,728
Cash and equivalents 92,490,674 - 92,490,674
Total investments 3,535,433,558 - 3,535,433,558
Capital assets, net (note 7) 4,125,172 - 4,125,172
Total assets 3,573,244,306 20,000 3,573,264,306
Liabilities
Payables
Accrued expenses 2,132,209 - 2,132,209
Trades pending settlement 2,313,171 - 2,313,171
Refunds and death benefits payable 3,659,082 - 3,659,082
Total liabilities 8,104,462 = 8,104,462
Net position restricted for pensions $ 3,565,139,844 20,000 3,565,159,844

See accompanying notes to financial statements.
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YEAR ENDED DECEMBER 31, 2022

Retirement Restoration
Plan Plan Total
Additions:
Contributions:
Employer contributions (note 6) $ 146,618,486 180,910 146,799,396
Employee contributions (note 6) 69,189,012 - 69,189,012
Total contributions 215,807,498 180,910 215,988,408
Investment income:
Net depreciation in fair value of investments (592,519,486) - (592,519,486)
Interest 13,503,542 - 13,503,542
Dividends 34,401,663 - 34,401,663
Less: Investment expense (5,599,635) - (5,599,635)
Net investment appreciation (depreciation) (550,213,916) - (550,213,916)
Other income 126,935 - 126,935
Total additions (deductions) (334,279,483) 180,910 (334,098,573)
Deductions:
Retirement annuities 247,862,193 180,910 248,043,103
Contributions refunded to terminating employees 5,075,851 - 5,075,851
DROP disbursements 4,166,660 - 4,166,660
Retiree lump-sum annuity 3,253,220 - 3,253,220
Death benefits 3,963,038 - 3,963,038
Total benefit payments, including refunds
of member contributions 264,320,962 180,910 264,501,872
General and administrative expenses 6,763,638 - 6,763,638
Total deductions 271,084,600 180,910 271,265,510
Net increase (decrease) in net position (605,364,083) - (605,364,083)
Net position restricted for pensions:
Beginning of year 3,565,139,844 20,000 3,565,159,844
End of year $ 2,959,775,761 20,000 2,959,795,761

See accompanying notes to financial statements.
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Retirement Restoration
Plan Plan Total
Additions:
Contributions:
Employer contributions (note 6) $ 141,218,720 199,076 141,417,796
Employee contributions (note 6) 66,819,864 - 66,819,864
Total contributions 208,038,584 199,076 208,237,660
Investment income:
Net appreciation in fair value of investments 378,217,863 - 378,217,863
Interest 9,540,959 - 9,540,959
Dividends 30,200,042 - 30,200,042
Less: Investment expense (6,749,253) - (6,749,253)
Net investment appreciation 411,209,611 - 411,209,611
Other income 962 - 962
Total additions 619,249,157 199,076 619,448,233
Deductions:
Retirement annuities 231,649,548 199,076 231,848,624
Contributions refunded to terminating employees 4,266,759 - 4,266,759
DROP disbursements 4,724,045 - 4,724,045
Retiree lump-sum annuity 2,715,305 - 2,715,305
Death benefits 3,771,740 - 3,771,740
Total benefit payments, including refunds
of member contributions 247,127,397 199,076 247,326,473
General and administrative expenses 6,528,499 - 6,528,499
Total deductions 253,655,896 199,076 253,854,972
Net increase in net position 365,593,261 - 365,593,261
Net position restricted for pensions:
Beginning of year 3,199,546,583 20,000 3,199,566,583
End of year $ 3,565,139,844 20,000 3,565,159,844

See accompanying notes to financial statements.
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NOTE 1: PLAN DESCRIPTION

Plan Administration

The City of Austin Employees’ Retirement System (COAERS, or the System) administers the Plan, a
single employer defined benefit pension plan that provides pensions for eligible employees of the City of
Austin.

The System was created under Article 6243n, Vernon’s Texas Civil Statutes (the Pension Statute), as
amended. The Pension Statute grants the authority to establish and amend the benefit terms to the Texas
State Legislature. Management of the Plan is vested in the eleven-member COAERS Board of Trustees,
which is composed of:

* 4 Active members elected by the active membership

» 2 Retired members elected by the retired membership
» 2 City Council appointed citizen members

* 1 Board appointed citizen member

« 1 City Manager of the City of Austin or designee

+ 1 City Council Member

Plan Membership

Participating employees include all regular, full-time employees who work at least 30 hours per week,
except for civil service firefighters and civil service police officers. On December 31, 2022, 2021, and 2020
membership consisted of the following:

2022 2021 2020
Inactive plan members or beneficiaries currently receiving benefits 7,530 7,221 6,963
Inactive plan members entitled to but not yet receiving benefits 3,934 3,459 3,118
Active plan members 10,438 10,228 10,138
Total plan members 21,902 20,908 20,219

Benefits Provided
The System provides service retirement, death, disability, and withdrawal benefits. Benefits vest with five
years of creditable service.

Membership in the System is comprised of two benefit tiers: Group A and Group B.

Group A members continue under the plan originated in 1941. Participants may retire at age 62 with 5
years of service credit, at age 55 with 20 years of service, or at any age with 23 years of service. Effective
January 1, 2002 the monthly benefit was equal to 3.0% of the highest 36-month average annual salary
of the last ten years multiplied by years and months of service. Effective January 1, 2001, the System
approved a 3.5% ad hoc retiree increase and a 2.5% increase effective January 1, 2002.
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Group B members are employees who were hired on and after January 1, 2012, with the following
provisions:

* Normal retirement eligibility at age 65 with 5 years of service credit; or at age 62 with 30 years of
service credit;

» Early reduced retirement eligibility at age 55 with 10 years of service credit;

* An annuity formula multiplier of 2.5%;

 The purchase of nonqualified permissive service (supplementary service credit) for annuity
calculations only, not for eligibility purposes.

The following apply to both Group A and Group B:

» Effective in 2002, a member may elect to retroactively participate in the System’s Backward DROP
(Deferred Retirement Option Program). This program benefits retiring employees by allowing a
lump-sum payment in lieu of additional creditable service time after reaching retirement eligibility.
The Member would receive a lump-sum payment equal to 90% of the sum of the monthly annuities
the participant would have received if the member had retired at the DROP entry date. While the
nomenclature used in the Pension Statute resembles that of an arrangement requiring additional
disclosures under GASB 67, the COAERS Backward Drop benefit is technically different.

« The lump sum death benefit payable upon the death of a retiree is $10,000.

* There is no guaranteed cost of living increase.

Contributions

Section 10 of Article 6243n of the Texas Civil Statutes sets the minimum contribution requirements of the
City of Austin and active plan members. For the year ended December 31, 2022 the active employee
contribution rate was 8% of base compensation and the City of Austin’s contribution rate was 19% of base
compensation. The City of Austin’s 19% employer contribution rate became effective January 1, 2021.

Under the terms of the Plan, the System’s employees obtain membership and contribute to the Plan on
the same basis as City employees. Since there is only one Plan, all actuarial calculations are provided on
an aggregate basis.

The System participates in the Proportionate Retirement Program through which a member of the System
may meet requirements for service retirement eligibility by combining COAERS membership service
with service credit from the following participating entities: City of Austin Police Retirement System,
The El Paso City Employees’ Pension Fund and Firemen and Policemen’s Pension Fund, Employees
Retirement System of Texas, Judicial Retirement System of Texas | & Il, Texas Municipal Retirement
System, Texas County and District Retirement System, Teacher Retirement System of Texas, or any other
Texas retirement systems covering municipal employees that have qualified plans and have elected to
participate in the Proportionate Retirement Program. A limited proportionate service arrangement was
established in 2007 between COAERS and individuals who have membership in a retirement system
within the Travis County Healthcare District.

Restoration Plan
On November 23, 1999, the Board adopted a resolution to establish a “Restoration of Retirement Income
Plan for Certain Participants in the City of Austin Employees’ Retirement System” (Restoration Plan).
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This Restoration Plan is effective as of January 1, 2000 and is intended to be a “qualified governmental
excess benefit arrangement” within the meaning of Section 415(m) of the Internal Revenue Code, and
shall be construed, interpreted, and administered in accordance with such provision. The Restoration Plan
shall be administered as an unfunded plan which is not intended to meet the qualification requirements
of Section 401 of the Internal Revenue Code. Eligible members are those who are members in the
Plan whose pension or pension related benefits under the Plan are limited due to the provision of
Section 415(m) of the Internal Revenue Code.

All benefits payable under this Restoration Plan shall be paid by the City of Austin Employees’ Retirement
System from contributions provided by the employer and not from the Fund or any other trust unless such
trust is maintained solely for the purpose of providing benefits from this Restoration Plan. No contribution
receivable is due for the years ended December 31, 2022, and 2021 for the Restoration Plan. Assets
remaining in this plan as of December 31, 2022, and 2021, were $20,000.

On December 31, 2022, 2021, and 2020, membership in the Restoration Plan included the following:

2021

Retirees and beneficiaries
currently receiving benefits 17 19 17

Other Information

The System is required by the state statute to maintain two separate funds in its internal accounting
records. The first fund, defined in the statute as “Fund 17, shall be maintained to account for all accumulated
deposits (contributions and interest) of members who have not withdrawn from the System. The second
fund, defined as “Fund 27, shall be maintained to account for all other net position of the System less the
amount held in “Fund 3”; this third fund is maintained to account for accumulated contributions by the
employer for the Internal Revenue Code Section 415 Restoration Plan as adopted by Board Resolution
on November 23, 1999. On December 31, 2022, the balances of Fund 1, Fund 2, and Fund 3 were
$637,967,531, $2,321,808,230, and $20,000, respectively. On December 31, 2021, the balances of Fund
1, Fund 2, and Fund 3 were $606,670,096, $2,958,469,748, and $20,000, respectively.
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NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND SYSTEM ASSET MATTERS

The System is not included in any other governmental “reporting entity” as defined by the Governmental
Accounting Standards Board (GASB). The System has no component units and is not a component unit
of any other entity.

a. Basis of Accounting
The System’s financial statements are prepared using the economic resources measurement
focus and the accrual basis of accounting. Contributions are recognized when due pursuant to
formal commitments, as well as statutory or contractual requirements; accordingly, contributions
are recognized as revenues in the period in which the employer reports compensation for their
employees. Benefits and refunds are recognized when due and payable in accordance with the
terms of the Plan.

b. Cash and Cash Equivalents
Cash and cash equivalents include demand deposit accounts and money market checking
accounts. As of December 31, 2022 and 2021, the book balances of the demand deposit accounts
totaled $10,816,741 and $19,242,506, respectively.

c. Method Used to Value Investments
Plan investments are reported at fair value. Fair value is the amount at which an investment
could be exchanged in a current transaction between willing parties, other than in a forced or
liquidation sale. Refer to Note 5(c) for more detail regarding the System’s policy on accounting for
investments.

d. Contributions Receivable
The employee and City contributions for the years ended December 31, 2022 and 2021 that were
not deposited with the System by year end are shown as contributions receivable.

e. Capital Assets
Capital assets are recorded at cost. The System capitalizes assets purchased with an individual
cost greater than $5,000. Depreciation is computed using the straight-line method over the assets’
estimated useful lives. Furniture and Equipment are scheduled with a useful life from three to ten
years.

f. System Expenses
Substantially, all System administrative costs are the responsibility of the System. The administrative
costs are funded through the investment income.

g. Use of Estimates
The preparation of financial statements in conformity with United States Generally Accepted
Accounting Principles (GAAP) requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

h. Reclassification
Reclassification of certain prior year investment schedules has been made to conform with current-
year presentation.
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NOTE 3: DEPOSIT AND INVESTMENT RISK DISCLOSURE

Bank deposits and investments are exposed to risks that have the potential to result in losses that
could impact delivery of System services. The Board has adopted an Investment Policy Statement and
Investment Implementation Policy to set forth the processes and procedures to be used in the management
of investment assets for the System. These policies are incorporated by reference into every investment
management agreement. These documents are designed to mitigate risk by requiring that investment
activities be conducted in compliance with these policy guidelines by ensuring portfolio diversification,
qualifying counterparties, establishing sufficient collateralization, and limiting maturity. The System’s
Board, in accordance with the power and authority conferred under the Texas Statutes, has employed
The Bank of New York Mellon as the master custodian of the investment assets of the System.

The following summary of total investments by type presents the System’s investment mix as of December
31, 2022 and 2021.

Global equities:
US equities $ 1,321,385,448 1,655,741,264
Developed markets equities 258,556,237 308,289,783
1,579,941,685 1,964,031,047
Fixed income:
Corporate bonds 106,171,553 127,084,019
Government bonds 355,999,358 503,269,453
Government mortgage-backed securities 97,552,564 106,461,187
559,723,475 736,814,659
Real assets:
Real estate equity
US REITs 130,664,601 212,428,546
Real estate institutional collective trust 184,237,745 176,772,484
314,902,346 389,201,030
Infrastructure:
US equities 32,872,086 49,954,028
Developed markets equities 29,186,315 45,968,017
Limited partnership 88,294,922 81,634,375
150,353,323 177,556,420
Multi-asset:
Asset allocation 106,087,904 138,500,388
Commodities & other 36,971,940 36,839,340
143,059,844 175,339,728
Short-term investments:
US Dollar 141,043,946 89,462,234
Foreign currency 51,237,486 3,028,440
192,281,432 92,490,674
Investments at fair value on balance sheet 2,940,262,105 3,535,433,558
Receivables, payables and pending trades, net 989,054 3,299,181
Total investments (per investment consultant) $ 2,941,251,159 3,538,732,739

The asset allocation noted in the table above shows the composition to reflect the classification of investments for
GASB 40 presentation purposes. Certain amounts have been reclassified from international to US equities as they
are denominated in U.S. dollars.
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Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution,
the System will not be able to recover its deposits or will not be able to recover collateral securities that
are in the possession of an outside party. COAERS' operating bank account deposits in excess of Federal
Deposit Insurance Corporation (FDIC) insured amounts are backed by US government, treasury and
agency securities, repurchase agreements, and pledged securities held as collateral. As of December 31,
2022 and 2021, the System’s operating bank balances of $10,816,741, and $19,242,506, respectively,
were not exposed to custodial credit risk.

Custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a
transaction, the System will not be able to recover the value of its investment or collateral securities that are
in the possession of an outside party. Investment securities are exposed to custodial risk if the securities
are uninsured, are not registered in the name of the System, and/or are not held by the counterparty in
the System’s name. The System’s investment securities are not exposed to custodial credit risk because
all securities are held by the System’s custodial bank in the System’s name. Additionally, as of December
31, 2022 and 2021, the System held liquidity reserve balances at BNYM of $1,005,060, and $1,000,088,
respectively. The account is not backed with collateral securities and is exposed to custodial credit risk.

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of the System’s investment in a
single issuer. The following restrictions apply to System investments by asset class as of December 31,
2022:

Asset Class Minimum Maximum
Global Equity (a) 46% 66%
US Equity 22% 47%
Developed Market Equity 11% 20%
Emerging Market Equity 2% 13%
Fixed Income (b) 16% 33%
US Treasuries 9% 25%
US Mortgages 2% 8%
US Credit 1% 10%
Real Assets 10% 20%
Real Estate Equity 5% 15%
Infrastructure Equity 0% 10%
Multi-Asset 2.5% 15%
Asset Allocation 2.5% 10%
Commaodities & Other 0% 10%
Cash & Equivalents -10% 10%

(Restrictions continued on next page)
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a. Global Equity
* No single company’s securities shall represent more than 6% of the fair value of any manager’s
portfolio.

b. Fixed Income

* No single issuer’s securities shall represent more than 6% of the Portfolio at market. This
restriction also applies to asset-backed securities, non-agency mortgage-backed securities
(including commercial mortgage-backed securities) and taxable municipal securities. This
restriction does not apply to any agency mortgage-backed securities (including agency
commercial mortgage-backed securities).

» The total holdings of a federal agency issued mortgage-backed security of the same coupon
and maturity series of the same agency (i.e., issuance by issuance as identified by the same
CUSIP) shall not exceed 20% of the Portfolio at fair value. Such securities include, but are
not limited to, those issued by Government National Mortgage Association (GNMA), Federal
National Mortgage Association (FNMA), and Federal Home Loan Mortgage Corporation
(FHMLC).

» The direct debt of the U.S. government (Treasury bonds, TIPS, bills, and notes) and its
agencies (including any mortgage-backed securities issued or guaranteed by GNMA, FNMA
and FHLMC) shall not be restricted as a percentage of the Portfolio.

+ SEC Rule 144(a) securities shall be limited to no more than 5% of the portfolio at market value
of any manager’s portfolio.

c. Other Investment Information
+ AsofDecember 31,2022 and 2021, the following was the composition of the System’s portfolio:

US equities 44.94% 46.83%
Developed markets equities 8.79% 8.72%
Fixed income

Corporate bonds 3.61% 3.59%

Government bonds 12.11% 14.24%

Government mortgage-backed securities 3.32% 3.01%
Real estate equity

US REITs 4.44% 6.01%

Real estate institutional collective trust 6.27% 5.00%
Infrastructure

US equities 1.12% 1.41%

International equities 0.99% 1.30%

Limited partnership 3.00% 2.31%
Multi-asset 3.61% 3.92%
Commodities & other 1.26% 1.04%
Short-term investments

US Dollar 4.80% 2.53%

Foreign currency 1.74% 0.09%

100.00% 100.00%

The asset allocation noted in the table above shows the composition percentages to reflect the
classification of investments for GASB 40 presentation purposes. Certain amounts have been reclassified
from international to US equities as they are denominated in U.S. dollars.
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Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment.
The System’s policies regarding interest rate risk do not explicitly limit maturities of investments by type but
do require fixed income managers to disclose the credit exposure and portfolio duration of their portfolios
in their quarterly reports. The System monitors the level interest rate risk primarily using duration, which
is a widely used measure of interest rate sensitivity. Mortgage obligations are sensitive to changes in
prepayments that may arise from a change in interest rates.

As of December 31, 2022, the System held the following investments and duration:

Investment type Fair value Effective Duration

Corporate Bonds $ 106,171,553 7.31

Government Bonds 355,999,358 8.01
Government mortgage-backed

Securities 97,552,564 6.52

$ 559,723,475 7.63

As of December 31, 2021, the System held the following investments and duration:

Investment type Fair value Effective Duration

Corporate Bonds $ 127,084,019 8.57

Government Bonds 503,269,453 9.61
Government mortgage-backed

Securities 106,461,187 4.47

$ 736,814,659 8.67

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations to
the System. To control credit risk, credit quality guidelines are incorporated into the Investment Policy
Statement and Investment Implementation Policy as follows:

+ Fixed income securities shall not be rated lower than investment grade (Baa3 by Moody’s or BBB
by Standard & Poor’s or Fitch) by any of the three designated rating agencies unless authorization
is granted to a Manager by the Board, or the mandate provided to a Manager specifies otherwise.

+ Split rated securities in which the middle rating is below investment grade shall not comprise more
than 5% of the fair value of any manager’s portfolio unless specific authority has been granted.

» The issues of individual entities rated AAA to Aa3 (Moody’s) or AA- (Standard & Poor’s and Fitch)
may have a 7% position at market value.

* Issues of individual entities rated below Aa3 (Moody’s) or AA- (Standard & Poor’s and Fitch) may
have a 3% position at fair value.

» The ratings criteria and percentage limit requirements do not apply to direct obligations of the US
Government and its agencies (including GNMA, FNMA and FHLMC) as defined in the Permissible
Investments section of Investment Implementation Policy, but the securities issued by any one
issuer shall not otherwise, in the aggregate, exceed the foregoing limitations.
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+ If specific managers are given latitude to invest in securities issued by non-U.S. entities, the same
quality restrictions apply.

* Money market instruments shall have a minimum quality rating comparable to an A3 (Moody’s) or
A- (Standard & Poor’s and Fitch) bond rating and commercial paper shall be rated A1/P1 unless
held in a diversified short term commingled fund.

The quality ratings of investments in fixed income securities as described by nationally recognized
statistical rating organizations on December 31, 2022, are as follows:

Government mortgage-

Standard & Poor's Quality Rating Total fair value Corporate bonds backed securities
AAA $ 97,552,564 - 97,552,564
BBB 106,171,553 106,171,553 -
Total credit risk of debt securities 203,724,117 106,171,553 97,552,564
US govt. & agencies* 355,999,358
$ 559,723,475

*Obligations of the US government or obligations explicitly guaranteed by the US government are not considered
to have credit risk and do not have purchase limitations.

The quality ratings of investments in fixed income securities as described by nationally recognized
statistical rating organizations on December 31, 2021, are as follows:

Government mortgage-

Standard & Poor's Quality Rating Total fair value Corporate bonds backed securities (a)
AAA $ 106,461,187 - 106,461,187
BBB 127,084,019 127,084,019 -
Total credit risk of debt securities 233,545,206 127,084,019 106,461,187
US govt. & agencies*® 503,269,453
$ 736,814,659

*Obligations of the US government or obligations explicitly guaranteed by the US government are not considered
to have credit risk and do not have purchase limitations.

(a) Investment description updated for historical clarification

Foreign Currency Risk
Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an
investment or a deposit.

The System’s exposure to currency risk, or exchange rate risk, primarily resides within the System’s
international equity investment holdings. The System’s Investment Policy is to allow its active managers
to decide whether to hedge the currency risk in their respective portfolios.
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The System’s exposure to foreign currency risk includes the following international investments (short-
term investments and equity) as of December 31, 2022 and December 31, 2021:

Cash & 2022
Currency Cash Equivalents Equity Fair value
Australian Dollar $ 37,302 13,779,106 13,816,408
Canadian Dollar 9,365 17,861,238 17,870,603
Danish Krone - 18,121,346 18,121,346
Euro 2,717,418 70,260,066 72,977,484
Hong Kong Dollar 2,399 11,193,884 11,196,283
Japanese Yen 44,725,181 36,381,946 81,107,127
New Zealand Dollar 1,906 334,612 336,518
Norwegian Krone 2,388 - 2,388
UK Pound Sterling 3,736,321 92,983,523 96,719,844
Singapore Dollar 3,041 3,550,631 3,553,672
Swedish Krona - 1,821,189 1,821,189
Swiss Franc 2,165 21,455,011 21,457,176
Total 51,237,486 287,742,552 338,980,038

Cash &

2021

Fair value

Currency

Cash Equivalents

Australian Dollar 1,281,014 16,401,637 17,682,651
Canadian Dollar 5,859 21,443,010 21,448,869
Danish Krone - 21,696,287 21,696,287
Euro 16,069 89,383,951 89,400,020
Hong Kong Dollar 5,067 13,870,140 13,875,207
Japanese Yen 6,153 54,228,869 54,235,022
New Zealand Dollar 4,356 467,266 471,622
Norwegian Krone 2,125 38,086 40,211
UK Pound Sterling 1,701,618 101,706,027 103,407,645
Singapore Dollar 3,025 3,803,053 3,806,078
Swiss Franc 3,154 31,219,474 31,222,628
Total 3,028,440 354,257,800 357,286,240

The System’s exposure to foreign currency risk also includes the following trades pending settlement as
of December 31, 2022:

Currency

Japanese Yen

Investment type
Currency forward

2022 Fair value
$ 44,933,128
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Foreign Currency Forwards

The System periodically invests inforeign currency forwards to hedge the value of a portion of its investments
denominated in foreign currencies. Currency forwards are an agreement between the System and a
counterparty to exchange a specific amount of currency, at a specific rate, and specific date. Beginning
in 2022, COAERS implemented a cash enhancement strategy that utilizes both foreign sovereign short-
term debt and currency forwards. The System’s forward contracts are classified as pending trades on
the Statement of Fiduciary Net Position, and the changes in their fair value are classified as investment
appreciation/depreciation on the Statement of Changes in Fiduciary Net Position. As of December 31,
2022, the fair value of the payable for forward foreign exchange contracts was $44,933,128, and related
contracts receivable was $42,828,323. The forward contracts had no notional amount.

NOTE 4: FAIR VALUE MEASUREMENT

In accordance with GASB 72, COAERS categorizes the fair value measurements of its investments
within a fair value hierarchy as established by Generally Accepted Accounting Principles. Fair value
measurements are classified as Level 1, Level 2, or Level 3, based on the inputs utilized to establish fair
value:

Level 1 inputs are based on quoted prices (unadjusted) in active markets for identical assets or
liabilities in active markets that an entity can access at the measurement date.

Level 2 inputs (other than quoted prices included within Level 1) are observable for similar assets or
liabilities, either directly or indirectly. These include quoted prices of securities that are comparable in
coupon, rating, maturity and industry. Inputs other than observable quoted prices take into account
operational, market, financial and non-financial factors (interest rates, yield curves, credit risk, and
default rates) or other market corroborated inputs that are observable at commonly quoted intervals
for the full term of the investment.

Level 3 inputs are developed by the reporting entity based on unobservable inputs for an asset or
liability.

For investments in certain entities that calculate net asset value and do not have a readily determinable
fair value, fair value reporting is permitted based on the NAV per share (or its equivalent) as a practical
expedient, where certain conditions are met. These investments are not included in the leveling hierarchy.

The categorization of investments described above is based solely upon the objectivity of the inputs used,
to reflect their relative reliability in the measurement of an investment’s fair value and does not reflect the
level of risk associated with the investment.

All equities securities, which include U.S., International, Emerging Markets, Real Estate Investment
Trusts, and Infrastructure, are classified in Level 1 of the fair value hierarchy as these are valued using
quoted prices in active markets for those investments.

The investments classified in Level 2 of the fair value hierarchy have available prices but are not traded in
an active market. Short-term investment funds, and domestic fixed income, all fall into this category based
on this criteria. Collective Trusts have daily liquidity available at a single NAV are classified as Level 2.

COAERS investments have the following fair value measurements as of December 31, 2022 and 2021,
respectively.
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2022
Fair value measurements using

Quoted prices in  Significant other Significant
active markets for observable unobservable Net asset
identical assets inputs inputs value
Investments at fair value: Total (Level 1) (Level 2) (Level 3) (NAV)
Short-term investments
US Dollar $ 141,043,946 21,317,382 119,726,564 - -
Foreign currency 51,237,486 6,514,217 44,723,269 - -
192,281,432 27,831,599 164,449,833
Fixed income
Corporate bonds 106,171,553 - 106,171,553 - -
Government bonds 355,999,358 59,804,325 296,195,033 - -
Government mortgage-backed securities 97,552,564 - 97,552,564 - -
559,723,475 59,804,325 499,919,150 - -
Global equities
US equities
US equities 775,833,445 775,833,445 - - -
US equity collective trust 224,055,879 - 224,055,879 - -
999,889,324 775,833,445 224,055,879 - -
Developed markets equities
Developed markets equities 323,119,870 323,119,870 - - -
Developed markets equity collective trust 66,296,767 - 66,296,767 - -
389,416,637 323,119,870 66,296,767 - -
Emerging markets equities
Emerging markets equities 7,442,687 7,442,687 - - -
Emerging markets collective trust 69,958,437 - 69,958,437 - -
Emerging markets equity mutual fund 113,234,600 113,234,600 - - -
190,635,724 120,677,287 69,958,437 - -
Real assets
Real estate equity
US REITS 130,664,601 130,664,601 - - -
Real estate institutional collective trust 184,237,745 - 184,237,745 - -
314,902,346 130,664,601 184,237,745 - -
Infrastructure & other
US equities 32,872,086 32,872,086 - - -
International equities 29,186,315 29,186,315 - - -
62,058,401 62,058,401 - - -
Multi-asset
Asset allocation 106,087,904 106,087,904 - - -
Commodities & other 36,971,940 36,971,940 - - -
143,059,844 143,059,844 - - -
Total investments by fair value level 2,851,967,183 1,643,049,372 1,208,917,811 - -
Investments measured at NAV:
Infrastructure
Infrastructure limited partnership 88,294,922 - - - 88,294,922
Total investments $ 2,940,262,105
Foreign exchange contracts (liabilities) $ (44,933,128)
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Investments measured at the net asset value (NAV)

Unfunded Redemption
2022 Fair Value Commitments Frequency Redemption Notice
Infrastructure limited partnership 88,294,922 - Quarterly 90 days

IFM’s Global Infrastructure Fund invests in core infrastructure assets in developed markets. The
investment in the fund is through a Delaware limited partnership, which offers quarterly redemptions

given 90 days notice.

City of Austin Employees' Retirement System 2022 Annual Comprehensive Financial Report
48



NOTES TO FINANCIAL STATEMENTS DECEMBER 31, 2022 & 2021 (CONTINUED)

Page 56 of 126

2021
Fair value measurements using

Investments at fair value:

Short-term investments
US Dollar
Foreign currency

Fixed income
Corporate bonds
Government bonds
Government mortgage-backed securities

Global equities
US equities
US equities
US equity collective trust

Developed markets equities
Developed markets equities
Developed markets equity collective trust

Emerging markets equities
Emerging markets equities
Emerging markets collective trust
Emerging markets equity mutual fund

Real assets
Real estate equity
US REITS
Real estate institutional collective trust

Infrastructure & other
US equities
International equities

Multi-asset
Asset allocation
Asset allocation mutual fund
Commodities & other

Total investments by fair value level
Investments measured at NAV:

Infrastructure
Infrastructure limited partnership

Total investments

Quoted prices in  Significant other Significant
active markets for observable unobservable Net asset
identical assets inputs inputs value
Total (Level 1) (Level 2) (Level 3) (NAV)
$ 89,462,234 3,479,448 85,982,786 - -
3,028,440 3,028,440 - - -
92,490,674 6,507,888 85,982,786

127,084,019 - 127,084,019 - -
503,269,453 98,182,895 405,086,558 - -
106,461,187 - 106,461,187 - -
736,814,659 98,182,895 638,631,764 - -
949,298,529 949,298,529 - - -
276,741,606 - 276,741,606 - -
1,226,040,135 949,298,529 276,741,606 - -
380,130,667 380,130,667 - - -
82,342,164 - 82,342,164 - -
462,472,831 380,130,667 82,342,164 - -
34,137,969 34,137,969 - - -
87,545,226 - 87,545,226 - -
153,834,886 153,834,886 - - -
275,518,081 187,972,855 87,545,226 - -
212,428,546 212,428,546 - - -
176,772,484 - 176,772,484 - -
389,201,030 212,428,546 176,772,484 - -
49,954,028 49,954,028 - - -
45,968,017 45,968,017 - - -
95,922,045 95,922,045 - - -
113,021,024 113,021,024 - - -
25,479,364 25,479,364 - - -
36,839,340 36,839,340 - - -
175,339,728 175,339,728 - - -
3,453,799,183 2,105,783,153 1,348,016,030 - -

81,634,375 - - - 81,634,375
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Investments measured at the net asset value (NAV)

Unfunded Redemption
2021 Fair Value Commitments Frequency Redemption Notice
Infrastructure limited partnershig 81,634,375 - Quarterly 90 days

IFM’s Global Infrastructure Fund invests in core infrastructure assets in developed markets. The
investment in the fund is through a Delaware limited partnership, which offers quarterly redemptions

given 90 days notice.
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NOTE 5: PENSION PLAN INVESTMENTS

a. Investment Policy
The Board has the authority to establish the investment policy and the asset allocation policy. The
general investment objective is to obtain a reasonable long-term total return consistent with the degree
of risk assumed, while emphasizing the preservation of capital. There were no significant investment
policy changes during the period ending December 31, 2022.

b. Asset Allocation

The System’s strategic asset allocation neutral weights as of December 31, 2022 and 2021, as
adopted by the Board of Trustees, are as follows:

US equities 34.0% 33.0%
Developed markets equities 16.0% 15.0%
Emerging markets equities 6.0% 8.0%
Fixed income 21.0% 21.0%
Real estate 10.0% 10.0%
Infrastructure 5.0% 5.0%
Multi-asset 5.0% 5.0%
Commodities & other 2.0% 2.0%
Cash & equivalents 1.0% 1.0%

100.0% 100.0%

c. Method Used to Value Investments

+ The System’s equity and fixed income investments are reported at fair value based on independent
pricing services.

* Short-term cash investments are reported at cost, which approximates fair value.

* International securities are reported at fair value in US dollars converted at current exchange
rates.

* Investments that do not have an established market are valued based on the net asset value
provided by independent audits.

+ The System’s pooled investments include collective investment trusts, mutual funds, and limited
partnerships. The investments are priced at the net asset value per share by the fund administrators
or general partners, and pricing of securities and financial instruments is according to each fund's
established framework to ensure a fair, accurate and consistent valuation.

* The System’s derivative instruments include futures, options, warrants and forwards. Futures,
options, and warrants are executed on an exchange, priced at the last sale price in their
respective active markets. Forwards’ pricing is negotiated between the investment manager and
the respective counterparty.

* Investment income is recognized in the period earned, and purchases and sales of investments
are recorded on a trade date basis. Net appreciation/depreciation in Plan investments includes
both realized and unrealized gains and losses.
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d. Rate of Return
For the year ended December 31, 2022, the annual money-weighted rate of return on System
investments net of pension plan investment expense was -15.63%, a decrease from 13.01% on
December 31, 2021. The money-weighted rate of return expresses investment performance, net of
investment expense, adjusted for the changing amounts actually invested.

e. Concentrations
If the pension plan held investments (other than those issued or explicitly guaranteed by the U.S.
government, commingled funds, and other pooled investments) in any one organization representing
5% or more of the pension plan’s fiduciary net position, the pension plan should disclose this information.
On December 31, 2022 and 2021, there were no holdings that exceeded this disclosure trigger.

NOTE 6: CONTRIBUTIONS AND FUNDING POLICY

As of December 31, 2022, and 2021, state law requires contributions equal to 8% of base compensation
by the participants and by the City.

While the contribution requirements are not actuarially determined, state law requires that each plan of
benefits adopted by the System must be approved by a qualified actuary. The actuary certifies that the
contribution commitment by the participants and the City provides an adequate financing arrangement.
Using the entry age actuarial cost method, the System’s normal cost is determined as a percentage
of payrolls. The excess of the total contribution rate over the normal cost rate is used to amortize the
System’s Unfunded Actuarial Accrued Liability, if any exists, and the number of years needed to amortize
the System’s unfunded actuarial accrued liability is determined using a level percentage of payroll method.

The funding objective of the System is for contribution rates to be sufficient to cover the normal cost of the
plan and to amortize any Unfunded Actuarial Accrued Liabilities (UAAL) as of December 31, 2020 over
a closed period of 25 years, with subsequent unanticipated changes in the UAAL amortized over closed
15-year periods (layers).

In 2005, the City of Austin City Council approved a Supplemental Funding Plan (SFP) relating to the
System. The basic elements of this plan provided for an initial 1% contribution from the City beginning
in October 2006 and increasing 1% each year until reaching a cap of 4%. This additional funding would
continue as long as necessary, and in an amount necessary, up to 4%, to sustain a 25-year funding period.
While compliance with the SFP continued into 2010, the negative impact of 2008 capital markets on the
Plan rendered the effect of SFP, the contributions of which had reached the 4% maximum, inadequate to
achieve the System’s funding goal.

An Amended Supplemental Funding Plan, adopted by the City Council in October 2010, increased the
total employer contribution to the System to 14% of base compensation effective October 1, 2010. The
Amended Supplemental Funding Plan also increased future employer contributions as follows: 16% of
base compensation effective October 1, 2011 for fiscal year 2011-12; and 18% of base compensation
effective October 1, 2012 for fiscal year 2012-13, and each fiscal year thereafter. Effective January 1,
2021, the City increased its supplemental employer contribution to 19% of base compensation.
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NOTE 7: CAPITAL ASSETS

The following summarizes the capital asset account balances as of December 31, 2022 and December
31, 2021, and changes to the accounts during the years then ended:

Balance Balance Balance
12/31/2020 Additions Disposals 12/31/2021 Additions Disposals 12/31/2022

Capital assets being depreciated:

Furniture and equipment $ 6,744,029 30,837 - 6,774,866 - - 6,774,866

Total 6,744,029 30,837 - 6,774,866 - - 6,774,866
Less accumulated depreciation:

Furniture and equipment 1,918,385 731,309 - 2,649,694 721,783 - 3,371,477

Total 1,918,385 731,309 - 2,649,694 721,783 - 3,371,477

Total capital assets, net of

accumulated depreciation $ 4,825644 (700,472) - 4125172  (721,783) - 3,403,389

NOTE 8: FEDERAL INCOME TAXES

The Plan is a Public Employee Retirement System and is exempt from federal income taxes. A favorable
determination letter from the Internal Revenue Service was issued in February 2014.

NOTE 9: RISK MANAGEMENT

The System is exposed to various risks of loss related to torts; errors; omission; theft of, damage to, and
destruction of assets; and natural disasters. The risk of loss for such events is transferred through the
purchase of various commercial insurance policies. Insurance for workers compensation is maintained
in accordance with Texas state law. Management has in place a system of managing risk and reporting
mitigation activities to the Board periodically.
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NOTE 10: NET PENSION LIABILITY

The net pension liability is measured as the total pension liability, less the amount of the pension plan’s
fiduciary net position. In actuarial terms, this will be the accrued liability less the fair value of assets. The
components of COAERS’ net pension liability on December 31, 2022 and December 31, 2021 were as
follows:

Schedule of Net Pension Liability

Plan Net

Position as a %
of Total
FY Ending Total Pension Plan Net Net Pension Pension
December 31 Liability Position Liability Liability
2022 $5,884,128,584 $2,959,775,761 $2,924,352,823 50.30%
2021 $5,032,043,201 $3,565,139,844 $1,466,903,357 70.85%

In addition to the above, this information is presented in the Required Supplementary Information section.
The Schedule of Changes in Net Pension Liability and Related Ratios presents multi-year trend information
(beginning with FY 2014) to illustrate changes in the plan's fiduciary net positions over time, relative to
the total pension liability.

a. Actuarial Methods and Assumptions Used to Determine Total Pension Liability
The total pension liability was determined by an actuarial valuation as of December 31,
2022, using the following actuarial assumptions:

Summary of Actuarial Assumptions

Valuation date: December 31, 2022

Notes Members and employers contribute based on statutorily fixed or
negotiated rates. A funding period is solved for through open group
projections. The actuarially determined contribution is determined by
applying the contribution rate from the funding valuation based on the
Board's Funding Policy to the calendar year payroll following the
valuation date. In other words, the contribution rate determined by the
December 31, 2021 valuation is used to determine the actuarially
determined contribution amount for the period January 1, 2022
through December 31, 2022.
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Methods and Assumptions Used to Determine Total Pension Liability:

Actuarial Cost method Entry Age Normal

Inflation 2.50%

Salary increases 3.50% to 5.75%

Investment Rate of Return 6.75%

Retirement Age Experience-based table of rates that are gender

specific. Last updated for December 31, 2019 valuation
pursuant to an experience study of the 5-year period
ending December 31, 2018.

Mortality PubG-2010 Healthy General Tables with full generational
projection assuming immediate convergence of rates in
the mortality projection scale MP-2018, 2D for male and
female. Mortality improvement is projected from the
mortality table’s base year of 2010.

Other Information:

Notes There were no benefit changes during the year.

The Plan does not require regular ad hoc post-employment benefits, and none have been made
since 2002.

b. Single Discount Rate

In fiscal year 2022, the single discount rate was 5.87%. This single discount rate was based on
the actuarial assumed long-term expected rate of return of 6.75% and the municipal bond rate
of 4.05%. The projection of cash flows used to determine this single discount rate assumed that
plan member contributions and employer contributions will be made at the current contribution
rates assuming that the System annually earns 6.75% on its market value of assets and that
the number of active members remain constant in the future. Based on these assumptions, the
pension plan’s fiduciary net position was projected to be available to make all projected future
benefit payments of current plan members through the year 2057. As a result, the 6.75% actuarial
assumed long-term expected rate of return on pension plan investments was applied to projected
benefit payments through the 2057 fiscal year, and the municipal bond rate of 4.05% was applied
to all benefit payments after that date.

In fiscal year 2021, the single discount rate was the actuarial assumed long-term expected rate of
return of 6.75% because the pension plan’s fiduciary net position was projected to be available to
make all projected future benefit payments for current plan members.

Long-Term Expected Real Rate of Return

Asset Class 2022 2021

Global equities 4.30% 5.05%
Fixed income -0.19% -0.12%
Real assets 4.00% 4.42%
Multi-asset 3.20% 3.77%
Cash & equivalents -1.00% -0.50%

Estimates are arithmetic as provided by RVK. The real rate of return of an investment is defined as the rate of return
after adjustment to eliminate inflation. RVK's inflation expectation was 2.50% for 2022 and 2.00% for 2021.
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c. Sensitivity of the Net Pension Liability to Changes in the Discount Rate
Regarding the sensitivity of the net pension liability to changes in the Single Discount Rate, the
following presents the plan’s net pension liability, calculated using a Single Discount Rate of
5.87%, as well as what the plan’s net pension liability would be if it were calculated using a Single
Discount Rate that is one percent lower or one percent higher:

Sensitivity of Net Pension Liability to the Single Discount Rate Assumption

Current Single
Discount Rate

1% Decrease Assumption 1% Increase
4.87% 5.87% 6.87%

$ 3,731,197,820 $ 2,924,352,823 $ 2,263,529,950

NOTE 11: SUBSEQUENT EVENTS

In 2022, the COAERS Board of Trustees and the City of Austin developed a proposal to amend the
COAERS governing statute to ensure the long-term financial sustainability of the retirement system.
The collaborative effort between COAERS and its plan sponsor resulted in Senate Bill 1444, which was
introduced during the 88th Texas legislative session. The proposed legislation touches on several policy
areas, including contributions, benefits, and governance. The key concepts of the legislation are outlined
in the Letter of Transmittal. The provisions of the bill are expected to have a significantly positive impact
on the funding of the System in future years. Most notably, the legislation will retire the System’s unfunded
liability over a fixed 30-year period, increase employee contributions to the System, and move the System
to a flexible actuarially determined employer contribution rate, which can increase to keep the plan on a
steady path towards full funding.

After passage in both houses of the Legislature, Senate Bill 1444 was sent to the governor on May 17,
2023. SB1444 became law upon the governor’s signature on May 29, 2023.
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Schedule of Contributions

Actuarially Contribution
FY Ending Determined Actual Deficiency Covered Actual Contribution as a
December 31 Contribution Contribution (Excess) Payroll % of Covered Payroll
2014 $ 94,627,753 § 93,331,482 § 1,296,271  § 518,508,233 18.00%
2015 98,419,175 100,484,694 (2,065,519) 558,248,300 18.00%
2016 114,931,790 104,272,793 10,658,997 579,293,294 18.00%
2017 120,761,193 110,846,582 9,914,611 615,814,344 18.00%
2018 125,092,752 116,485,749 8,607,003 647,143,050 18.00%
2019 133,017,753 123,609,683 9,408,070 686,720,461 18.00%
2020 156,528,199 130,742,811 25,785,388 726,348,950 18.00%
2021 156,232,500 141,218,720 15,013,780 743,256,421 19.00%
2022 168,842,762 146,618,486 22,224,276 771,676,242 19.00%

Schedule of Investment Returns

Annual
Year Return *
2022 -15.63%
2021 13.01%
2020 10.65%
2019 20.70%
2018 -5.97%
2017 16.61%
2016 8.08%
2015 -2.19%
2014 4.75%

* Annual money-weighted rate of return is calculated as the internal rate of return on pension plan investments, net of investment expenses

Note: Both schedules above will be built out to 10 years.

See accompanying Independent Auditors' report
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Investment Expenses General & Administrative Expenses

2022 2021 2022 2021
Custodial & Transaction Fees Actuarial $ 119,723 62,541
The Bank of New York Mellon $ 260,000 260,000 Legal 60,392 62,801
Transaction and other fees 40,822 64,153 Audit 60,000 121,375
300,822 324,153 Consultants 551,597 541,560
Information Technology 209,796 243,537
Investment Manager Fees 4,566,476 5,776,497 Administrative 4,651,517 4,435,615
Depreciation 721,782 731,309
Other Investment-related Expenses Insurance 190,784 193,217
Consultant Fees - RVK 338,754 264,452 Member Communications 124,534 100,576
Investment Research 129,974 143,920 Professional Development 73,513 35,968
Reporting and Monitoring 28,000 36,500 Total $ 6,763,638 6,528,499
Investment Systems 133,164 112,558
Investment Legal Counsel 19,882 58,179 Professional Services and Consultant
Staff Professional Development 29,526 8,092 Expenses
Due Diligence Site Visits 27,994 - Actuarial
Other 25,043 24,902 GRS Retirement Consulting Group $ 119,723 62,541
732,337 648,603
Legal
Total $ 5,599,635 6,749,253 Clark Hill Strasburger 18,840 5,320
Jackson Walker 7,622 -
The Knight Law Firm 33,930 57,481
Note: Investment Manager Fees are presented on an accrual basis and do 60,392 62,801
not include fees directly charged against commingled funds. For more
information, please refer to the Investment Section. Audit
CLALLP 60,000 -
KPMG LLP - 103,000
RSM US LLP - 18,375

60,000 121,375
Consultants

Levi, Ray & Shoup 173,446 148,368
CBIz 12,000 -
Express Information Systems 17,756 14,474
Freeit Data Solutions 20,229 19,648
Gartner 95,167 82,384
Global Governance Advisors - 74,747
Hillco Partners LLC 48,000 48,000
Kudelski Security 15,188 2,432
McLagan Partners 15,000 -
Ntirety 73,517 69,666
Whitehat Virtual Technologies 81,294 81,841

551,597 541,560

Total $ 791,712 788,277

See accompanying Independent Auditors' report
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5. Discuss and consider the COAERS
Enterprise Risk Management program
including the following risk categories:
operations, counterparty, mission, and

personnel
Presented by Christopher Hanson
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COAERS Agenda liem Information Sheet

AGENDA ITEM 5:
Discuss and consider COAERS Enterprise Risk Management program including reports
on operations, counterparty, mission, and personnel

AGENDA ITEM OBJECTIVE
This agenda item is for discussion of four of the risk categories in the Enterprise Risk
Management Report.

RELEVANCE TO STRATEGIC PLAN

This agenda item meets COAERS Strategic Plan Goal 2: Responsibly manage the
risks of the System. The Committee’s regular review of COAERS Enterprise Risk
Management System is one of the strategic objectives of Goal 2 and a key performance
indicator is the successful implementation of all annual risk management activities.

RECOMMENDATION FOR COMMITTEE ACTION
At the Committee’s discretion.

BACKGROUND

The 2023 Enterprise Risk Management Report contains 12 risk categories. Staff will
present the full report in a new dashboard format and then conduct a deeper dive on
select risk categories. For this agenda item, the categories are operational,
counterparty, personnel, and mission.

ATTACHMENTS
1. Staff Presentation: “Risks: Operational, Counterparty, Personnel, and Mission”
2. Enterprise Risk Management Report Q2 2023




COAERS

CITY OF AUSTIN
EMPLOYEES' RETIREMENT SYSTEM

Risk Management Report:
Operational, Counterparty, Mission, and
Personnel Risks

Audit and Risk Committee
June 15, 2022
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Enterprise Risk Management Report
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Committee

Review

—

L]

3rd Quartile Risk

& lack of sound funding for the plan could

FUNDING lead to insufficient assets to pay for long- 1 1 t Mitigate Executive Director| Benefits and Services Committee
term benefits and financial obligations.
Too little or too much exposure to market 4' ChicfInvestment ’
MARKET risk could lead to undesirable investment 2 2 Accept Officer Investment Committes 5
outcomes.
Ineffective cyber security controls could
lead to breaches or sabotage of COAERS |
systems. Unauthorized access of t 7 Chief Information 2 ; : 5
CYBER confidential information could resultin 5 3 Mitigate Officer Audit-and Bisk Committes
state or federal law violations and harm the
bestinterests of COAERS. 5
: |
OPERATIONAL Event causes a major business interruption| ¢ 4 | Medium | Medium | <m— Mitigate DepuéﬁeEzteoc;utwe Audit and Risk Committee i
Legislative events lead to adverse i
LEGISLATIVE relations, unfavorable legislation, and 6 S Medium | Medium t Mitigate Executive Director Legislative Committes i
restricted funding ;
Executive |
Director, Deputy Investment Committee, Audit and |
COUNTERP Business partners or entities are unable to Executive Bisk Committee Ber;efits iy !
ARTY fulfill their obligations or do not complete 8 6 Medium | Medium Mitigate Director, Chief g 7 : |
transactions as agreed upon. t Investment Services ngmnr:m‘:ti;z;and Policy |
Officer, Chief !
Financial Officer, ‘i
> : . Executive Director 2 3 : !
MISSION Inability to make monthly retirement benefit 7 7 Medium | Medium e Mitigate acic Daputs Audit and Risk Commlt'tee, and |
payments B e Diaror Investment Committes
Not following processes and proceduresin - : Mitigate and Governance and Human Resources
GOVERNANCE decision making 2 . Medium | Medium Transfer Board of Trustees Committee i
Ability to attract and retain talented staff; : ‘ P = . : Governance and Human Resources!
PERSONNEL succession planning 9 9 Medium | ‘Medium Mitigate Executive Director Committee, and Board of Trustees
Inadequate facilities management; Exrecutive Director i
PHYSICAL ineffective space utilization; staff effort to 10 10 . . “ Mitigate and Deputy Board of Trustees |
manage issues Executive Director
Erosion of trust in organization either e - :
REPUTATIONAL : : . 1 1 . o amm— Mitigate Executive Director Board of Trustees ;
rapidly or slowly over a period of time |
Inability to meet the strategic mission and ;
vision of the organization; not achieving 12 12 o 0 ” Mitigate Executive Director Board of Trustees !
|

ADAPTABILITY

bast outcomes.forthe sustem.

COAERS

2
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Operational Risks
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Expected

Risk Level
Risk Level Risk Level Trend {next
Risk Categ Risk Description Rank 2022 2023 12 months) Risk Response Risk Owner  Reporting and Oversight Committee
Deputy
OPERATIONAL Event causes a major business interruption| 4 | Medium | Medium Mitigate Executive Audit and Risk Committee
Director
Current Status Summary (Trending) 2023 Risk Management Activities Activity Status
OPEN [CLOSED

[Post pandemic operations have been PUtin| oot 12/31/2022 financial statement audit X

place as the new normal mode of

conducting business. Customer suvey | ontinge implementation of RSM Rapid Assessment recommendations. X

results are positive and within strateqic

planthreshold. New auditfirm relationship | continue the development of COAERS IT Roadmap for operational technology upgrades in the future. X

Is strong. Policies and procedures update.

Financial controls in place. Implement restructure of work teams to mitigate effects of attrition and handle future demand for services. X
|Notable Risks (Root Causes) Probability |Impact Risk Management Strategies and Action ltems

Obsolescence of service delivery methods Communication with membership regarding business operations

IT disruptions Capital Improvement Plan
(Pandemic or natural disaster COAERS Workplace Strategy and Guidelines

Customer service failures Employee Training/Reviews/Internal Communication
|Accounting and reporting 0 ] Financial Statement Audit

Fraud 0 g Internal controls, policies, and procedures
{Business Continuity 0 0 Backup & Disaster Recovery Plan/Testing

Failure to follow applicable laws, requlations and policies ( Legal reviews by tax and general counsel
|Benefit payment inaccuracies 0 Internal controls, policies, and procedures

Records management ( ( Electronic File & Delivery Systems

COAERS
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Strategic Core Competency: Dependable Operations

A long-standing component of the
COAERS Strategic Plan are Core
Competencies. Proficiency in these

. CITY OF AUSTIN
Core Competencies Is necessary for EMPLOYEES
the organization to deliver on Its RETIREMENT SYSTEM
mission to provide our members with
their promised benefits.

STRATEGIC PLAN

2022 - 2026

Dependable Operations: Managing
the financial and operational

commitments of the system within
appropriate measurable standards.

" COAERS
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Spotlight: The COAERS Member Services Team

The COAERS Member Services and provide member education
department works closely with sessions, tallored presentations
the retirament system’s active about planning for retirement.
members, retired members,
and all beneficaries tofacilitate Whether you have questions
retirement plannin?, assist In- aboutyourretirementeligibily,
the administration of retirement are aﬁplying for retirement,
benefits, and provide all need help with forms, service
aspacts of customer service to purchases, benefit estimates, |
the System’s membership. ~ and much more, the Member
Services team is ready to help.
I addiion to providing To speak with our Member
refirement  counseling, the Services team or make an
Member Services team ako appointment, please contact |

works closely with the City's member.services@coaers.org JP®

various departments to host or call(512) 458-2551, =

COAERS Member Services Team

M?ﬂg

CITY OF AUSTIN
EMPLOYEES' RETIREMENT SYSTEM

q‘

2022
ANNUAL

COMPREHENSIVE
FINANCIAL REPORT

For the fiscal years ended
December 31, 2022 and 2021

CITY OF AUSTIN EMPLOYEES’ RETIREMENT SYSTEM
AUSTIN, TEXAS

12/31/2022 ACFR

CITY OF AUSTIN EMPLOYEES' RETIREMENT SYSTEM (COAERS)

RAPID ASSESSMENT

August 2021

Explorer

» Automation of key fransactional
areas

Structured

= Automated basic business needs 2 o
« Integration of critical apps

= Continuous assessment of
process and pains

» End to end viability to drive
performance

RSM Rapid Assessment and
Business Process Consulting

COAERS
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Financial Management: Controls

« COAERS Staff maintain financial

_ _ o and operational controls to ensure
T e COAERS the system s aligned vith the
Internal Controls — G Core Competency in the Strategic
COAERS Process Memo Plan.
Procedure: A3 Custodial Banking Transaction Oversight and Approval Processes
Subject: Accounts Payable Process « The annual financial audit requires
the auditors to review and test
controls.

\ Y |
COv/

i C O 'A FR S « Management regularly reviews

existing controls and procedures,

CITY OF AUSTIN

EMPLOYEES' RETIREMENT SYSTEM aS We” a.S Creatlng neW OneS
when needed. Recently,
CITY OF AUSTIN EMPLOYEES’ RETIREMENT SYSTEM : -
Authentication, ERER e O Information technology and

cybersecurity processes and
controls have been become
significant towards risk
management efforts.

Fraud Reporting, and ACH Reissuance

COAERS
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Operational Risk Management

P Y

COafls

City of Austin Employees’ Retirement System : Clark Hill MEMORANDUM

TO: Mr. Russell Nash
City of Austin Employees’ Retirement System

Benefits Administration Operating| = CTYOFAUSTN @ cren C_O/*\EES e T
ag il s S DATE: May 25, 2022
Procedures WA
MATTER: A28561
SUBJECT: Annual Compliance Review
COAERS Tax Counsel IRS
Workplace Strategy and Guidelines Review

Internal Policies and Procedures

COAERS
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Risk Level Risk Level

Expected

Risk Level
Trend (next

Risk Category Risk Description Rank 2022 2023 12 months) Risk Response Risk Owner Reporting and Oversight Committee
Executive
Director, Deputy
Executive

Business partners or entities are unable to ' D::]iggtr;niwtef Investment Committee, Audit and Risk
COUNTERPAR | Y fulfill their obligations or do not complete 6 Medium Medium Mitigate Officer. Chief Committee, Benefits and Services

transactions as agreed upon. Financia'l Officer Committee, and Policy Committee

Chief
Information
Officer
Current Status Summary (Trending) 2023 Risk Management Activities Activity Status
Key vendor relationships are well- OPEN | CLOSED
established and vendors are generally Continual underwriting of premier list managers. X
meeting expectations. Committees review
key service providers such as investment Issuance of RFP for General Investment Consultant.
consultant, actuary, and legal counsel. : \ : . :
Third-party IT vendor compliance budgeted Comprehensive review of custodial bank relationship X
ancimplamentalion G planned for 2022, Annual review to Committees of key service providers X
Results could reveal additional risks that : ! P '
{would need to be addressed. Facility needs | _ . o N . _

may lead to new vendor relationships. Third-party IT security audits for mission-critical service providers. X

|Notable Risks (Root Causes)

Probability |Impact
U

IT security providers and consultants

City of Austin contribution issues

Custodial banks

|Actuary

|Legal counsel

Risk Management Strategies and Action ltems

Annual 3rd party security reviews; Compliance Manager software; Vendor Risk Management

Communication with plan sponsor; cash management program

IC Dashboard to monitor counterparty ratings

Actuarial audits

Investment managers

Engagement with specialized counsel

|Operating bank

Premier List; Due Diligence

|Brokers and related vendors

Medical consultants

|Investment consultant

Monitor operating bank counterparty ratings; conduct security assessment; revisit interest
credit rates; research alternative vendors

Transaction Cost Analysis

Engagement with multiple parties including outsourced medical service provider program

Annual review of general investment consultant, issuance of RFP
COAERS
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Strategic Goals #2, #4, and #5

The Board established multiple goals in
the current Strategic Plan that relate to
managing counterparty risk: Goals #2,

#4, and #5. All three goals have action- EJEL%FYQQSST'N

items related to mitigating counterparty RETIREMENT SYSTEM
risk:

Goal #2: Third-party vendor risk ggggTEz((s)lzc PLAN
assessment - 2026

Goal #4. Actuarial consultant and
Investment consultant RFPs

Goal #5. Reviewing existing processes
and vendor/third-party relationships to
identify areas for enhancement.

"COAERS
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Counterparty Risk Management

S t ra te g y S LI l‘]‘] Iw‘] a ry . R v K CONFIDENTIAL - DUE DIUGENCE/CONTRACTING INFORMATION ‘

- > P - - Hoisington A ic vs. Bloomberg Barclays US Treasury (TR] Unhedged USO
C O a e rs Portfolio Analysis & Tracking Report Monthly Data from Mar- 2012 1o Mar- 2022 Current AUM: $107 M| ‘
[Sp—— . = COAERS Investment Manager Premier List
Investment Manager: IFM Investors Asset Class: Infrastructure Cumulative Net Performance Performance vs. Expectations i ‘
- B encesz .03
Product: Global Infrastructure Fund  Strategy: Core Portfalio 47.0%  Information Ratio 023 o S
Vehicle: o J cked i Hion Dits:  Deceiibes 2004 Benchmark 17.0%  Standard Dewiation 13.7%| || = Reslized excess > 0.0% _US Equaty |
ehicle: Open-end commingle: nception Date: ecember 200 Difference 30.0%  Tracking Error 103%| || - - -oon percetie Max u::.emm Other Fee:  Aipha Target  TE Target
Ranking: Positive Profile Date: August 2020 Peciods 121 Up Capture 351.3% 3 - a00% £ Ao Swtey — yetuge  stye  Aocwtos Aecheen {ops) [ops) -
R o & - Tmhpemerme o it 5 Newton D,MM(JS(NJ. DUSE) IMA Active 34% 10% 33 - 130 300
-squared 884%  Down Capture 370.2% S Z & Ve on 5C Beta Us Max Decoremton VA [ ) 3 - - -
Beta 345  HitRate Up ag.gx| || - 2N percentie 300% 3 Tezn 6 Geners o Beta infation + Ingex A 30% 108 3
Sector Exposure: Diversified Geography: Global Skew 0.45  Hit Rate Down 51.2%| || ==~ 10th percentie - ToBAM Max Diversficstion USA SMA aoh 10% )
0 = o8 Excess Kurtosis 251 HitRate All 521% 200% § WA 587 300 nces Futures A 0% % .
Fund Level Leverage: 10% cap Current Assets $32 billion 2 NiSA S8 500 ingex Ogtionz A [X0) 10% s
- anee ~ - A lized Net by Period 100% % Lessl & Genery S8 300 ingex Fung 0.0% 1 13
5 . ~40% C 17 .0% !
Asset Level Leverage 40% Portfolio Companies Portfollo Bench Exesz  IE = Toes % == G Ui i e T ™ A
Minimum Investment: US $10 million Investment Queue: 6 to 12 months S-month 11.90% -558% -6.32% oo% § Lega! & Genern MSCI USA Egusl Weight index SMA - 1 3
o A190% 558% -632% T \‘\/ _________ Srate srreet MSCl USA Egus) Weight moes VA 33% s 23 -
- - » B ey PIpTde TRl S b 2 e e T 2 Ctate street MSCl USA Small Cao ingex Fra 13% 158 3 -
Lyear 1.21% "s.sm 246%  7.93% 031 028% 10.0% e Sr— P - S 5
Executive Summary & Key Points Supporting Rankings Status 3-year 375%  139% 235% 1185% 020 0.17% 00 NisA Ruzsel 2000 index Futures SMA 10% € -
S-year 4.50% 1.76% 275% 10.38% 027 0.19% i i % %5 ~ % iw e 5 % 7 % Legal & Genery. Ruzzeil 1000 Incex fung 1% 3 -
IFM’s Global Infrastructure Fund is the firm's flagship strategy and the largest open-ended core infrastructure fund 10-year 443%  168% 275% 1026% 027 0.21% i '_i S s B
The strategy was established in 2004, making it one of the longest standing infrastructure funds. IFM’s investment Inception 389%  157% 233% 1029% 023  0.21% Srparoance i L _ e e e R e e Te T
team has managed the strategy through multiple market cycles and the fund’'s assets have grown to almost $24 S o Fem Strategy Vehicle  Style  Afocation  Allocation Fee (bps) [ops) (ops) (op3)
billion ;.: Annual l}emms (net) VS, Benchmark = Excess Returns ) vs. Benchmark e — Wemetions! 300 - v ey A o — = S
- ®  fudi Htory Ul Hasery Waker Scott ntematiorsl Equities SMA Active 63% 105 &3’ - 230 700
The fund has a moderate risk profile and invests in diversified infrastructure assets globally across a broad range 10.0% ® LestdYeers E - Newton Dyramic Equity ex-US [DEXUS) Fung Active 13% 108 33 - 130 300
of sectors including transportation, utilities, energy transmission & distribution, and telecommunications. The fund 0% . Voear il Hatory] & 2 :;N zlwwcu-u:hl::mw furg :;n 10% :: .50 - -
) : ) b = MA ) Woria ex-US Smat noex VA Sve - 3
invests in assets with series of infrastructure characteristics including monopolistic market dynamics, high barrers - - il A . ey e e r—— = . ~
to entry, limited demand elasticity, long lives, a history of stable cash flows, and a predictable regulatory 3 NiSA MSCI Currency Hecged EAPE incex Futures __ SMA Pazsve  073% T 2
environment. Geographically, the Global Infrastructure Fund focuses on North America and Europe but invests 2% a0% S3GA MSC) EAFE incex Fung Pazzve - 15% 3
across the OECD. The strategy is ultimately a buy-and-manage but will exit assets opportunistically i -
Merits A00% e Newral Max  Mansgement  Ofherfees  Alpha Target T Target
H H Fem Strategy Vehicle  style  Afocation  Allocation  Fee (bps) (opz) {ops) (ops)
= Track record — The fund has one of the longest core infrastructure track records and has consistently o% r — - T 1 205 ° Solte GWere Susrpag Mashet Squees L) A% A% 10% L ) ] 2
Formad s NISA MSCl EM inges Futures SMA Passve 1.0% = 6 - -
outperformed peers e 'ﬁ. -k Lo 6 Geners MSCI EM ingex Furd Passve  23% I 0
= Alignment with investors — IFM is owned by 27 Australian pension funds and the majority of the firm's ,;"‘.‘ o e ——
owners are also investors in IFM’s investment products, aligning ownership and investors a0k ] i oal Biete:
. 0% = E
L Neutral Max Mansgement  Other Fees  Alphs Target  TE Target
. 1, ture ol \ - pe
- Infrastruc:u.e _plat.o.'m - IFM has one of the largest infrastructure platforms globally and invests in both e ] e | an " Amctien Alsciiss  Pee i
equity and debt of infrastructure companies -000%  -500%  000%  3.00%  1000% 13005 20.00% ~00% -3.00% -200% -100% 000% L00% 200% 300%  400% Procos Rew tmate US Property Separste Account Funs  Actve 9% ) i . 2% N/A
. The Global Inf ¢ Fund h | f t & tit h 0.77% t Fidesty US RETs Completion Incex A Passve 43% 10% 7 - - -
- ees — The Global Infrastructure Fund has low fees relative to competitors, charging 0.77% managemen 5 Agncourt FTSE NARET Equty REIT: Incex A Passve 0% 1% 3 0 - -
fees for investors below $300 million alongside a 10% performance fee Excess Returns ows) (36 Month Rolling) |42 0o% Monthly Excess Returns (wq 56A FTSE NARET Eguity REIT: Incex A Pacsive s Ty 0 - .
12 00% Leza! & Geners U3 RET: Completion Incex SMA Paisve - 10% S -
Considerations ls0.00%
10.00% mm&ﬁ
= Size - The Global Infrastructure Fund is the largest open-ended infrastructure fund and pnmarnily focuses 2.00% Newtral Max  Management  OtherFees  Apha Target TE Target
on the upper-mid and large end of the infrastructure market 2 00% Fam Strategy Vemicle  Style  Afocation Allocation  Fee (ps) [ops) [ops) fopr)
s.00% Y Godw Privece infraziructre Fung Funa Actve 23% N 7 - 100 WA
= ROy Fioeity D4 Brockfieic Glods! Infrastructure Index A Pazsve 23% 1 s 3
Firm o 4nmy Meion 2) Brockfec Gioos Irrazructe Indes Fura Pazzae - 10N 0 - - -
. 200% . "
Based in Melboumne, Australia, and with office locations around the world, IFM is one of the largest infrastructure ’ "‘“"‘M"N““‘M":f""""""""‘”" Sy eRa .
£ c e o stucture
investment firms in the world. The firm currently manages approximately $90 billion products in infrastructure equity 200% 2.00%
infrastructure debt, private equity, and listed equities Ah.ﬂ -200%
IFM was established by 27 Australian pension funds in the 1990s. The firm has invested in Australian infrastructure a0 VV‘V 2.00%
since 1995 and has invested in similar assets in Europe and the Americas since 2004. IFM offers two primary P
private infrastructure funds, the Global Infrastructure Fund and the Australian Infrastructure Fund, with the second S00%
fund serving as a domestic vehicle for Australian investors ~200% -2.00%
2 13 18 15 15 17 18 19 2 u 2 2 13 1} 15 15 37 18 ¥ 0 un |

N Investment Manager Premier List
Investment Manager Due Diligence Reports Investment Manager Quantitative

Analysis

COAERS
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Counterparty Risk Management

COAERS Compliance Dashboard 0s 0f 2022-Q1 COALRS

4. Monitor level of risk associated with leverage at the Fund level and within portfolios.

COAERS Total Fund Leverage } B Newton IM Dynamic US
15% | Equity
‘ ¥ Newton IM Dynamic Globs!
xUSA Equity
10%  Principal US Property Account!

IFM Global Infrastructure
Fund
5% = W NISA SP 500 Index Options
= -— [
- . M AQR Risk Parity (terminated)

2015 2016 2017 2018 2019 2020 2021 102022 \Icmﬂmmkemmattdr:

As of year end | |
COUNTERPARTY MANAGEMENT
S_ _Monitor risk of loss from counterparty default and/or insolvency
Bank of New York Mellon T M Bank of New York Melion =
- — (51 Ass
Fixed Income Moni SOLUTIONS ST s oo v
ixed Income Monitor e
P2 A2
City Of Austin
A3
Fourth Quarter 2021 3
AL
_____ i = = ———
NP
s cyie o oy N a2 oy oy s cyie o oy oN a0 oV v
Source Moody ) Shovt Tem Counterparty Ak Auwnment Sowrca Moody's Long Term Counterparty Ak Apeament
L P31 Supericr abATy 1o repay ihort term St cdipations ] Aal - Mgh qualty ond are mityect 1 very jow et k.
Futures Commission Merchant: Must be at least A+ (Moody's Short Term Rating P-1 and Long Term Rating A1)
JP. Morgan Securities, LLC - J.P. Morgan Securities, LLC -
_________-_ _____ [ =1 Az
Re aM A Mo ent Rating
At
»2 [ a2
Ax3
3
--------------- “
ovis o6 ovir owvi o9 oye ayn oy N ayVis oMie OV oMl O0VI9 oW ovn  ovn
Sowce Moody) Short e Counteparty e Assenmest Sowrte Moody') Lomyg Term Cownterporty ok Avenment
i P 1 - Saperior abdity to repay short Serm dedt abdgotions — Azl - My and are it o very low et ik

Transaction Cost Analysis

IC Compliance Dashboard with

Counterparty Risk Management Data CO[\ERS
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JPM Chase Hybrid DDA (Demand Deposit Account)
August 2022

Background

COMAERS' operating bank account at JPM Chase is a non-interest-yielding account. To offset banking fees, Chase applie
Earnings Credit Rate (ECR) based on COAERS monthly average investable balance. Starting in May 2022, ECR way
increased to 0.50% then 0.95% in July, which led to the large excess Earnings Credit Allowance (ECA). In July, the balance|
needed to cover service charges drastically decreased to 54.5M from $9.5M, the month before.

BALANCE |  Ewcess | T | Bauance EXCESS

AVERAGENET | AVERAGE NET EGUIVALENT [DEFICIT) EAFNINGS COMPENSABLE {DEFICIT)
LEDGER COLLECTED INVESTABLE TOTAL SERVICE PVESTABLE ALLOWANCE EARNINGE SER EARNINGE
BALANGE BALANGE BALANGE CHARGES BALANCE RATE ALLOWANCE CHARGES ALLOWANCE
MONTH [+ -] [1] [i1] [11] o] (2] ] [L]
AN T A28 4T4 WA | BE6 BT | 5AT15TH | I 5590 | wasy 11T |
FEB 27820 507 27 82008 27829588 22924890 499,156 4908 4085 '
[LIA]) 2T AD4 904 Imsin rmasre 2143483 5088 s L1 4088 1,088
PR WA 812 8830817 8833817 18291 019 5542508 8175 4200 1988
AT 23,504 204 23482504 23452804 5050199 e | B958 a8e3 618
JUN 2 8005 400 asam amam S48 84T 14 B54 084 282 i S
A 23Ty 23120 234120 454584 17788478 12.004 sy 14398
AN = JUL "
e 25,789 68 25,788,187 25,785,187 15,482 812
i 1 90,024 59821 2385 31598
Hybrid DDA

Hybrid DDA Combines two Liquidity Products: A DDA with Earnings Credit and an Interest-Bearing DDA.

W ECR is applied to a predetermined balance threshold (ECR Peg); funds over the ECR Peg earn hard dollar interest
B Benefit of full liquidity throughout the business day with no restrictions on withdrawals

B Funds are housed in a single account earning both ECR and interest rate

W Interest accrues daily and is paid monthly; in August 2022, interest rate is 1.4%

Operating Bank Earnings Credit Rate
Analysis

2020 Cash Flow Analysls

Semi Stressed 2020 Forecast

|
COdEIS

City of Austin Emplopees Retirement System

Stressed 2020 Forecast ‘

Average May 2020  October 2020 Average May 2020 October 2020 Average  May 2020  October 2020
Inflow 15,125,000 22,800,000 22,012,500 15,125,000 22,800,000 22,012,500 14,106,502 21,021,003 20,833,503
Outflow 20,030,197 19,876,061 20,026,258 20,282,562 20,142,501 = 20,201,084 20,507,392 20,357,453 20,387,477
Cash Need 4,905,197 5,157,562 6,400,890
Semi Stressed 2020 Forecast Stressed 2020 Forecast |
Highest Monthly Outflow 21,074,576 21,516,252 21,828,013

Cash Flow Analysis

Bolton

36 S. Charles St. #1000, Baltimore, MD 21201 | boltonusa.com

City of Austin, Texas

Review of City of Austin Employees” Retirement System

Actuarial Audit of GRS Actuarial
Valuations

COAERS

14




Page 83 of 126

My Entities Avg Compliance Level Average Weighted Score Risk Trend
Company Count Compliance Raung {Cmer;ﬂ) Average Weighled Score Financial Impact ond Loss Evenl Frequency Trend
60M 438 60 .

50

45M 3.6 45
Groups
Ecosystem Count
7 30M 24 m 30
15M 1.2 15
Critical Findings
# ol Failed Criticol Findings
0 0 0

]4K l.Jun 3.jJun 5. Jun 7. Jun
5

Financial Impact ($)
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Third-Party Risk Management: Analytics on vendor IT security posture
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Counterparty Risk Management

Staff Assessment of Investment Consultant Services C O/ . Staff Report on
' COAERS’ Actuarial Consulting Firm

Summary rating: Outstanding, =

Board and, in the view of Staff C 0 / Report on COAERS Medical Consultants
el Report on ’

fiduciary recommendations ar

Summary rating: Good. The two primary medical consultants provide fact-based opinions etirement Consulting has provided thorough

g ; ' Bi i it Ei

Governance: RVK perspective! COAERS’ Financial Statement Audit Firm and sikional bioRidbrs cai ba uilzed i nsedsd. R T enaiinG for laqisiaive changas:
practices and actively encoura
approach to advice on this suk Medical Consultants Information: Dr. Harold Skaggs, Jr. and Dr. Jonathan Decherd  jained the services of GRS Retirement Consulting
and move towards best-in-clai  Summary rating: Good. CliftonLarsonAllen (CLA) has the depth and expertise to l provide primary medwal .consultatlon to QOAERS. Dr. Skaggs eameq his medlca! i Company) for actuarial consultation services.

provide valuable financial statement ass|*~~~~ ~~nsinnn t~ AAAEDC | dearee from the Universitv of Texas Medical School and performed his residency in ofits consulting firm. Mr. Lewis Ward and Mr. Ryan
Written materials/communic ne. He practiced neurology in Austin, Ward has served as the COAERS lead consultant
. : Report on COAERS’ General Counsel e :
in advance of deadlines. Inre. §cope of the Relationship: The purpos [I) et] U”'Y‘:A'S'g.' of Te)lfias Medt!cald pyoars.
more and more streamlined t«  the Board of Trustees and other financia PROMERITSERRS Sapiges b for their resbonsi icati

_ o A : : i : ’ ponsiveness, communication, and
also provides capital marketa  on whether the financial statements are | Summary Rating: Good. The Knight Law firm provides effective legal advice for COAERS’ Trustees and by other local and national public retirement
reporting and materials for th: ~ Within an applicable financial reporting fr Staff. ur primary medical consultants are ~_ @ff With a broad perspective of the industry that they
accurate fashion. RVK hasad that intended users can place in the finai . . . _ _ . blishes the scope and renumeration  1iP- Of note recently is Mr. Ward's analysis and
o ) ) Firm Information: The Knight Law Firm has provided general counsel representation and legal the 88t Legislature and his assistance with the
individuals are prompt in theit CLA has provided one audit since the rel services for more than 25 years. The firm focuses its practice on Texas municipalities, local jonsive and works effectively with the COAERS
Meeting Attendance: Aspror for the December 31, 2021 financial stat governments, their officials, and employees. City working group and RVK).
investment committee meetir 2021 financial statements were presente Committee meeting. 5 provides services to COAERS under an
Given health and safety guidal accordance with accounting principles g¢ Ms. Paige Saenz currently represents COAERS as General Counsel and is a partner in the firm. Ms. : scope and fees of the relationship. The current
dicigh RVK hiaseipressed ol Saenz has been licensed to practice law since 2001 and has been with the Knight Law Firm since 2002. oncerning System process) will also  § 5f 2024.
Basiibuibinchalfanss it Independence: CLA _has afﬂrmed that tr Her practice is focused on municipal and local governments. She is a graduate of the University of ‘ ‘
P . g and currently no relationships would leac Texas School of Law. Ms. Audrey Guthrie has recently joined the firm and provides additional . ' Engagement Letter Period

meaningfully to the conversat  conclude that there is a threat to the firm consultancy and assistance to the Staff. Ms. Guthrie has been licensed to practice since 2012 and her amer Price Index (CPI) established by $3%%0 $3€?%?)o $42g%?)0
Manager Diligence: Onthew  pareonnel Assigned to COAERS: The focus is on administrative law, government practice, and litigation. \the Houston-Galveston-Brazoria, : : $45 000

selection, portfolio constructi : s $2,300 $2.400 $2,500
Bhakti Patel. Bhakli has more than 18 ye Terms of the Representation: The firm provides general counsel and legal services to COAERS under a ‘

the RVK approach to manager  and local government assurance. Ms. Pz e to provide consistent, fact-based
ST foit T i i . n $3.500 $3.600 $3.700
approaches with fewer, best-i  of Virginia and a master's degree in accc fsee Tox ?(;‘:;: : frar;ge?ﬁ"z fCOAERS Pey> a"hh°urly feeiof $225 90 fOLS:r;'_'ces rfe nder:d or :V:" A fMs. Tania Glen. Ms. Glen $440 $450 $460
philosophy. However, A— University. She is a member of the AICP aenz. ' ; IS also billed for expenses such as copying, postage, an elivery fees. Annual budget atment of post-trauma“c stress $390 $400 $410
such as venture capital, it may and Virginia. She is a past member of th for services is $75,000. Equation, an Austin-based $270 $275 $280
ahsther sibasializad sonsitd Certificate of Achievement for Excellencewrrmancrarreporang rrogramrremuaur v . . —— el Offers a variety of medical utilization $220 $225 $230
P ¢ Manager assigned to COAERS is Mr. Roy Cobb. Mr. Cobb has 10 years of experience. management services for several lines of business including peer review and medical $180 $185 $190

review services. Staff maintains a relationship with Medical Equation so that COAERS
can procure their services if they may be needed. r

Mr. Cobb has a bachelor's degree from the University of Texas, and a master's degree
in accounting from Trinity University. He is a member of the AICPA and holds CPA
licenses in Texas and New Jersey.

COAERS

16

Annual Reviews of Key Consultants and Service Providers




COAERS

Mission RiIsks

17



Expected

Risk Level
Risk Level Risk Level Trend (next
'Risk Category Risk Description Rank 2022 2023 12 months) Risk Response Risk Owner Reporting and Oversight Committee
Executive
Inability to make monthly retirement benefit . ; -y Director and Audit and Risk Committee, Investment
MISSION 7 | Medium | Medium Mitigate Deputy e
payments ; Committee
Executive

| Director

Current Status Summary (Trending) 2023 Risk Management Activities Activity Status
Trust fund liquidity and cash management OPEN | CLOSED
activities continue to ensure promised Cash projections and liquidity management. X

benefits are paid. Successful initial tests of

new disaster recovery system completedin |penetration testing to ensure systems resiliency and identify any critical weaknesses. X

2022 along with new policies related to

business continuity. Finance and Member  |Continue to develop cross-training. X

Service division staff levels continue to

support mission-critical activities in the near

future, with long-term staffing assessment Implement team restructuring and professional development. X

underway.

Notable Risks (Root Causes) Probability |Impact Risk Management Strategies and Action ltems

Employee turnover at critical positions succession planning and cross-training

Lack of liquidity to make annuity payments Liquidity monitoring

Failure to transmit bank files for payments Cash management program

Cyberattack causes loss of money, data, business disruption, or sponsor to miss contributions Managed Service Security Provider/Security Program

IT system outages Business continuity and disaster recovery plans
lSponsor contribution not made timely Communication with plan sponsor

COAERS
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Mission Statement: Providing Promised Benefits

CITY OF AUSTIIN
EMPLOYEES

The mission statement of RETIREMENT SYSTEM
COAERS: Provide our | STRATEGIC PLAN
members their promised 2022 - 2026
benefits.

'"COAERS
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Mission Risk Management: Cash Management

VN
2020 Cash Flow Analysls COACIS
llustrative Layered Approach to _Ca_'sh_M_an_ag_erl\e_nt_ =
( Commodity Cas\ry
| Short Term 2nd-Carry |
| Sosereiegns - |
Semi Stressed 2020 Forecast ' |
Average May 2020  October 2020 Average May 2020 October 2020 Average May 2020  October 2020 ? % [ T-Bills \‘1\ /l
O Y 32000 (asaraa ke e
Inflow 15,125,000 22,800,000 22,012,500 15,125,000 22,800,000 22,012,500 14,106,502 21,021,003 20,833,503 &, § : :
Core cash represents the base | 2 |
Outflow 20,030,197 19,876,061 20,026,258 20,282,562 20,142,501 20,201,084 20,507,392 20,357,453 20,387,477 |ayer and only invests in the < | 2
Cash Need 4,905,197 5,157,562 6,400,890 highest quality instruments in ! USDalles:  GSTIF
order to ensure > proper liquidity '\ Deposits N
Semi Stressed 2020 Forecast - e oo =
Highest Monthly Outflow 21,074,576 21,516,252 21,828,013
Cash instruments are categorized as either core
cash or incremental cash. Core cash is the base
Annually, Staff performs a prospective cash flow analysis for the upcoming layer utilized for the System to maintain adequate
fiscal year which establishes a baseline, or “green” scenario. Additionally, a liquidity to meet its obligations.

semi-stressed or “yellow” and stressed or “red” scenario, are also reviewed
and plans discussed for managing those scenarios should they arise
during the year.

COAERS



Mission Risk Management

COAERS

CITY OF AUSTIN
EMPLOYEES' RETIREMENT SYSTEM

Disaster Recovery and
Business Continuity Plan

Policies and Procedures

2. Penetration Testing

External Network Penetration Testing

The external network penetration test identifies public-facing
vulnerabilities that could be exploited by an attacker to gain access | ‘ '
to private systems/data from the Internet. The assessment begins et

with a thorough analysis of the entity’s public Internet and Darknet

exposure; searches are conducted that discover employee 5

information (names, titles, email addresses, passwords, etc.) which ' "‘.

could be used to aid in an attack. Hostnames, IP addresses, . ]‘;, e nea |

websites, and exposed ports/services are also enumerated. -
_Rgw

Once the discovery phase is completed, vulnerabilities are ‘ ‘ -~

identified and analyzed, and manual exploitation attempts are
performed. Key web applications discovered are assessed for most

common vulnerabilities. If access is achieved, the assessor
demonstrates the level of risk as is permitted by pre-defined rules of engagement.

Deliverables for this engagement include a detailed report and debriefing provided by the testing

consultant. Reporting includes vulnerabilities ranked by risk, step-by-step narratives with screenshots
for all exploited vulnerabilities, and remediation guidance.

Internal Network Penetration Testing

Penetration testing of an entity’s internal, or “private side” network is a critical, yet oftentimes
overlooked aspect of cybersecurity due diligence. It is ill-advised to conclude assets residing on the
internal network are protected because the perimeter is secure. The objective of this assessment is to
evaluate the internal network’s risk exposure to insider threats, computers infected by sophisticated
malware, or a malicious intruder who has gained access inside the network perimeter.

Penetration Testing
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Expected

Risk Risk Level
Risk Level Level Trend (next

Risk Category Risk Description Rank 2022 2023 12 months) Risk Response Risk Owner Reporting and Oversight Committee
PERSONNEL Ability to gttract anq retain talented staff; 9 Medin: | Medim Mitigate Exgcutlve Governgnce and Human Resources
succession planning Director Committee, and Board of Trustees

Current Status Summary (Trending) 2023 Risk Management Activities Activity Status
. b . OPEN | CLOSED

Retirement eligibility of a few mission

critical employees will continue through Implement Member Services team restructure. X

2026. The red-hot labor market may be , — , _ o

showing signs of normalization. While Provide training to new hires and professional development for existing staff. X

COAERS experienced turnover in 2022, all ; : s , :

vacant positions were filled with qualified Implement HR technology for more efficient and employee-friendly HR experience. X

talent. Member Services restructuring will

add capacity and development Continue long-term staffing assessment across all divisions. X

opportunities.

Notable Risks (Root Causes) Probability (Impact |Risk Management Strategies and Action ltems

Employee burnout 0 Health insurance; it to work™

Employee retention and turnover Cross-training for each position; Workplace Strategy and Guidelines

Ability to attract top talent Market compensation studies; Well-articulated compensation philosophy

Lack of training opportunities

Lack of succession planning

Employees performing inadequately in position
Accidents/Injury/Health

Employee resistance to culture change

Professional development and continuing education

succession planning

Performance appraisals; Professional development; Training; Personnel Policy and Emplovee Handbook
Workplace Safety Policy

Management promoting culture statement

COAERS
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Personnel Risk Management

CITY OF AUSTIN
EMPLOYEES' RETIREMENT SYSTEM

— COAERS | COAERS

CITY OF AUSTIN
‘ TIREMENT o,”:)

EMPLOYEES' RETIREMENT SYSTEM

2022 Market Study Report

COAERS regularly conducts market studies to ensure pay structures and
compensation philosophy are appropriate in each employment market

Workplace Strategy and Guidelines environment. The last market study was completed in 2022.

J

COAERS Workplace Strategy and Guidelines serve to provide clear
policy around hybrid work and ensuring COAERS maintains the
appropriate procedures in place to manage employee health and
well-being risks such as the COVID-19 pandemic.

COAERS
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Personnel Risk Management

COAERS Culture

An organizational culture identifies the skills and behaviors which places the organization in the

best position to succeed. Below are the skills and behaviors which embody our culture at COAERS. Th e WOr k p I ace con t | Nues tO t 'ans fO 'm - frO M O ffl ce tO
Use Good Judgment: It is important to use sound judgment and make wise decisions, even in remOte and tO hyb rid tO -y
i f ambiguity. v hink ically and use d inform our decisions. “ . . .
times of ambiguity. We strive to think strategically and use data to inform our decisions . Workforce Strategy and GUIdellneS _ Updated as
Make an Impact: We strive for excellence in our very important work. We inspire others to be
better. We are optimistic, quietly confident, and openly humble. eve ntS Ch an g e
Collaborate and Include Others: We collaborate effectively with people of diverse backgrounds o CO N Stant u pd ateS fro M Man a.g eme nt abo ut Strategy
and cultures. We embrace differing perspectives to make better decisions for our organization. . g .

* Providing tools needed to be productive no matter
Employ Thoughtful Communication: We are mindful of how and what we communicate. We .
listen well and seek to understand before reacting. We maintain calm poise in stressful situations IOcatl on
to draw out our clearest thinking. .. oy eg-

* Promote productivity and controls, but allow flexibility
Practice Selflessness: We care about our members and we do what is best for COAERS, rather .
than what is best for ourselves. We are open-minded in search of the best ideas, we make time Wh ere ap p rOp riate
to help colleagues, and we share information openly and proactively. « ” « ”

e Culture promotes “Work Smarter” and “Be Adaptable
Be a Problem Solver: Issues and challenges will always arise in our work. Before reacting to an
issue, we take time to think through the causes and possible solutions so that when we ° PromOte the Value Of the Work we perform for our
communicate the problem, we move quickly towards finalizing a solution. . . ;

members and beneficiaries

Work Smarter: We appreciate a strong work ethic. However, long hours don’t necessarily
produce top results. We focus on effectiveness and quality of work. We continually strive to find
more effective and innovative ways of working.

Ask for and Offer Assistance: Nobody can do everything on their own, nor should they. We
maintain collaborative, professional relationships with our co-workers to accomplish our shared
organizational goals as a team.

Be Adaptable: Change happens. Sometimes change can happen rapidly. We adapt and respond
effectively to change so that we achieve our goals as an organization.

Continue to Develop: We continually learn and develop our skills. We seek to improve ourselves,

challenge prevailing assumptions, and suggest better approaches. ‘ Ol_}\ E RS
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Audit and Risk Committee
June 15,2023

COAERS

CITY OF AUSTIN
EMPLOYEES' RETIREMENT SYSTEM

Enterprise Risk Management Report
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A lack of sound funding for the plan could lead
FUNDING to insufficient assets to pay for long-term 1 1 g g t Mitigate Executive Director Benefits and Services Committee Q1
benefits and financial obligations.
0
a Too little or too much exposure to market risk t Chief Investment .
MARKET could lead to undesirable investment outcomes. 2 2 9 9 geceel Officer Ivessiment CemmiEs i
Q
Ineffective cyber security controls could lead to
breaches or sabotage of COAERS systems. Chief Information
CYBER Unauthorized access of confidential information 3 3 g g t Mitigate Officer Audit and Risk Committee Q1
could result in state or federal law violations
and harm the best interests of COAERS.
OPERATIONAL Event causes a major business interruption 4 4 Medium | Medium | ‘s Mitigate Depué)i/rE:z’iutlve Audit and Risk Committee Q2
Legislative events lead to adverse relations, . . " . . . .
LEGISLATIVE s Nl ey T 6 5 Medium | Medium t Mitigate Executive Director Legislative Committee Q1
Executive Director,
Deputy Executive
Business partners or entities are unable to fulfill Director, Chief Investment Committee, Audit and Risk
COUNTERPARTY their obligations or do not complete transactions| 8 6 Medium | Medium Mitigate Investment Officer, Comnmittee, Benefits and Services Q2
as agreed upon. t Chief Financial Committee, and Policy Committee
Officer, Chief
Information Officer
- ] Executive Director ’ " .
= Inability to make monthly retirement benefit . . " Audit and Risk Committee, and
£ MISSION payments 7 7 Medium | Medium ) Mitigate Exea(\:rLc:i\Zeglitheyctor e Qo Q2
[}
E Not foll d d G d H R
ot following processes and procedures in . ) - overnance and Human Resources
=
e GOVERNANCE decision making 5 8 Medium | Medium Mitigate and Transfer | Board of Trustees St Scheduled for Q3
°
=
© Ability to attract and retain talented staff; . . " . . Governance and Human Resources
PERSON NEL succession planning Y Y Riedi hedi ﬁ ligeits B DIeEEr Committee, and Board of Trustees Q2
Inadequate facilities management; ineffective SRR DIEEET
PHYSICAL space utilization; staff effort to manage issues 10 10 <) Mitigate and Deputy Board of Trustees Scheduled for Q3
0 Executive Director
Erosion of trust in organization either rapidly or . . .
REPUTATIONAL slowly over a period of time 11 11 4 Mitigate Executive Director Board of Trustees Scheduled for Q3
< Inability to meet the strategic mission and vision
ADAPTABILITY of the organization; not achieving best 12 12 ) Mitigate Executive Director Board of Trustees Scheduled for Q3
outcomes for the system

Pagelof1




Audit and Risk Committee
June 15, 2023

COAERS

CITY OF AUSTIN
EMPLOYEES’ RETIREMENT SYSTEM

Risk Category

FUNDING

Page 95 of 126

Enterprise Risk Management Report

Expected

Risk Level
Trend (next
12 months)

Risk Level
2022

Risk Level

Risk Description Rank 2023 Risk Response  Risk Owner

A lack of sound funding for the plan could lead
to insufficient assets to pay for long-term
benefits and financial obligations.

Executive
Director

High High Mitigate

Reporting and Oversight Committee

Benefits and Services Committee

1st Quartile Risk

Current Status Summary (Trending) 2023 Risk Management Activities Activity Status
OPEN | CLOSED
Seek passage of pension legislation to address long-term financial sustainability X
Conduct 12/31/2022 actuarial valuation and risk sharing valuation study X
System funded ratio and amortization period Update Funding Policy with City of Austin and continue reporting to Board x
expected to deteriorate due to 2022 market losses.
Inform members and stakeholders on legislative progress and provide notice of bill enactment and effective dates of admin changes X
Host stakeholder meeting on funded status of the System X
Continue regular cash flow and benefit monitoring. X

Notable Risks (Root Causes)

Probability |Impact Risk Management Strategies and Action Iltems

Assets insufficient to fund liabilities

Annual Actuarial Valuation and Board Funding Policy

Contribution rates are not sufficient to fund benefits

Asset/Liability Study

Sponsor closes DB plan in favor of DC plan

Communication with membership

Unexpected decline in sponsor payroll

Cash flow monitoring and monthly benefit reporting

Rate of Return assumption too aggressive

Actuarial Experience Studies

Unexpected increase in benefits payroll

Cash flow monitoring and monthly benefit reporting

Actuarial miscalculation

Actuarial Audit by sponsor

Page 2 of 13
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COAERS

CITY OF AUSTIN
EMPLOYEES’ RETIREMENT SYSTEM

Risk Category

MARKET
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Enterprise Risk Management Report

Risk Level

Risk Description 2022

Rank

Too little or too much exposure to market risk

could lead to undesirable investment outcomes. High

Current Status Summary (Trending)

Expected

Risk Level
Risk Level Trend (next

2023 12 months) Risk Response Risk Owner

Chief
High Investment
Officer

Reporting and Oversight Committee

Investment Committee

1st Quartile Risk

2023 Risk Management Activities Activity Status
OPEN [CLOSED
Large drawdown of -15% as of 12/31/2022 has Conduct Asset/Liability and Asset Allocation study to evaluate appropriateness of the Strategic Asset Allocation X
increased realized volatility on a 5-year basis to near
th d of thi t ted i licy. . L . .
R:I:t?\f: Ljppe?for:afcrfﬁa:rsg:: evyt:aptodz;pened Update Investment Risk Framework by deploying investment risk management software to enhance risk management capabilities X
the current drawdown in Fund AUM. . . .
Conduct CEM Investment Cost Benchmarking to evaluate value for investment fees paid X

Notable Risks (Root Causes)

Probability

Large market drawdown

Lower longer-term performance vs. assumed rate

Impact

Failure to adapt diversification strategy

Poor investment manager performance

Risk Management Strategies and Action Items

Investment Risk Framework

Strategic Asset Allocation Study and Asset/Liability Study

Investment Risk Framework

Premier List

Poor implementation of policy leads to underperformance vs. the benchmark

Poor va

lue for investment fees paid

Chasing performance

Page 3 of 13
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Premier List and CEM Investment Benchmarking

Strategic Asset Allocation Reviews (annual)




Audit and Risk Committee
June 15, 2023

COAERS

CITY OF AUSTIN
EMPLOYEES' RETIREMENT SYSTEM

Risk Category

CYBER

Risk Description Rank
Ineffective cyber security controls could lead
to breaches or sabotage of COAERS
systems. Unauthorized access of confidential
information could result in state or federal law
violations and harm the best interests of
COAERS.
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Enterprise Risk Management Report

Expected

Risk Level
Trend (next
12 months) Risk Response

Risk Level
2022

Risk Level

2023 Risk Owner Reporting and Oversight Committee

Chief
Information
Officer

Mitigate Audit and Risk Committee

Current Status Summary (Trending)

Cyber activity continues to increase globally.
Breaches and attacks have grown
significantly since the outset of the COVID-19
pandemic. While the System has taken
significant steps to improve its cybersecurity
posture, this activity would indicate this risk
trend is increasing.

1st Quartile Risk

2023 Risk Management Activities Activity Status
OPEN |CLOSED

Continue to develop and build security program utilizing NIST compliance. X

Continue build out of best-in-class disaster recovery. X

Continue to mature IT security program. X

Implement third-party vendors risk management to key vendors. X

Perform network penetration testing. X

Notable Risks (Root Causes)

Probability Risk Management Strategies and Action Items

Cyberattack causes loss of money, data, busi

ness disruption, or sponsor to miss contributions

MSSP and IT Security Program; Web Application Firewall; HA Palo Alto; Global Protect VPN
and Wildfire subscriptions; SOC

Phishing attack (ransomware, credential harvesting)

KnowBe4 Security Awareness Training and Phish Tests; HA Palo Alto

Website attack (DDos, SQL Injection, Cross s

ite scripting, lllegal resource access)

MSSP and IT Security Program; Web Application Firewall; HA Palo Alto

3rd party data breach

Annual 3rd party security reviews; Compliance Manager software; Vendor Risk Mgmt

Internal COAERS employee attack

IT disruptions caused by outdated hardware and software

Member Direct user imposter

KnowBe4 Security Awareness Training; Strict financial auditing controls and separation of
duties; IT Security policies; Data management and classification

Asset management/Patch management

|LexisNexis; MFA; Membership education on cybersecurity awareness

Page 4 of 13
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COAERS

CITY OF AUSTIN

EMPLOYEES' RETIREMENT SYSTEM

Page

Enterprise Risk Management Report
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Expected
Risk Level
Risk Level Risk Level Trend (next
Risk Category Risk Description Rank 2022 2023 12 months) Risk Response Risk Owner  Reporting and Oversight Committee
Deputy
OPERAT'ONAL Event causes a major business interruption 4 Medium Medium ﬁ Mitigate Executive Audit and Risk Committee
Director
Current Status Summary (Trending) 2023 Risk Management Activities Activity Status
OPEN |CLOSED
Post pandemic operations have been putin |conduct 12/31/2022 financial statement audit. X
place as the new normal mode of conducting
business. Customer survey results are Continue implementation of RSM Rapid Assessment recommendations. X
positive and within strategic plan threshold.
Ne\{v _aUd't firm relationship is 5“0“9- . Continue the development of COAERS IT Roadmap for operational technology upgrades in the future. X
Policies and procedures update. Financial
trols in place.
controls In place Implement restructure of work teams to mitigate effects of attrition and handle future demand for services. X
Notable Risks (Root Causes) Probability |Impact Risk Management Strategies and Action Items

Obsolescence of service delivery methods

Communication with membership regarding business operations

IT disruptions

Capital Improvement Plan

Pandemic or natural disast

COAERS Workplace Strategy and Guidelines

Customer service failures

Accounting and reporting

Employee Training/Reviews/Internal Communication

Financial Statement Audit

Fraud

Internal controls, policies, and procedures

Business Continuity

Backup & Disaster Recovery Plan/Testing

Failure to follow applicable laws, regulations and policies

Legal reviews by tax and general counsel

Benefit payment inaccuracies

| |Internal controls, policies, and procedures

Records management

Electronic File & Delivery Systems

Page 50of 13
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Enterprise Risk Management Report

Expected
Risk Level
Risk Level Risk Level Trend (next
Risk Category Risk Description 2022 2023 12 months) Risk Response Risk Owner Reporting and Oversight Committee
LEG | SLAT|VE Lizigiliiee ever_1ts Igad @ adversg relatlong 5 Medium Medium Mitigate Ex_ecutlve Legislative Committee
unfavorable legislation, and restricted funding Director
Current Status Summary (Trending) 2023 Risk Management Activities Activity Status
OPEN | CLOSED
Seek passage of pension legislation. X
The 88th Legislative Session begins in
January 2023. COAERS will be seeking the |Engage and educate key stakeholders and policymakers regarding COAERS 88th Legislative Session agenda. X
passage of legislation to improve the long-
term financial sustainability of the System. Develop and adopt COAERS legislative agenda for 88th Session. e
Engage stakeholders regarding legislative agenda and priorities. X

Notable Risks (Root Causes)

State forces legislative changes to plan

Lack of relationships with key offices

Risks to the COAERS reputation elevated as the legislation grabs the attention of opponents (DB
pundits; Members; Groups that oppose our legislation)

Outside organizations promoting anti-DB policies

Negative or inaccurate media content

Social media comments

Unauthorized contact with media

Lack of alignment with plan sponsor

Risk Management Strategies and Action ltems

Engagement with governmental relations firms; development of legislative priorities and
agenda; Increase stakeholder engagement on legislative agenda through events and meetings
Communications planning for legislative agenda messaging

Monitor sentiments; address concerns

Identify potential opposition groups and stakeholders and create unified messaging to combat
misinformation

Develop relationships with industry media; Proactive media outreach; Engage consulting/crisis
communications

Social Media Policy

Communications Policy

Develop and maintain strong communication with appropriate plan sponsor liaisons

Page 6 of 13
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COAERS Enterprise Risk Management Report

CITY OF AUSTIN

EMPLOYEES" RETIREMENT SYSTEM

Expected
Risk Level
Risk Level Risk Level Trend (next
Risk Category Risk Description 2022 2023 12 months) Risk Response  Risk Owner Reporting and Oversight Committee
Executive
Director, Deputy
t Executive
Business partners or entities are unable to Director, Chief Investment Committee, Audit and Risk
COU NTE RPARTY fulfill their obligations or do not complete 6 Medium Medium Mitigate Investment Committee, Benefits and Services
transactions as agreed upon. Officer, Chief Committee, and Policy Committee

Financial Officer,
Chief Information
Officer

Current Status Summary (Trending) 2023 Risk Management Activities Activity Status

OPEN | CLOSED
Key vendor relationships are well-
established and vendors are generally Continual underwriting of premier list managers. X
meeting expectations. Committees review
key service providers such as investment
consultant, actuary, and legal counsel. Third-

Issuance of RFP for General Investment Consultant.

party IT vendor compliance budgeted and Comprehensive review of custodial bank relationship X
implementation is planned for 2023. Results Annual review to Committees of key service providers X
could reveal additional risks that would need )

to be addressed. Facility needs may lead to

new vendor relationships. Third-party IT security audits for mission-critical service providers. X

Notable Risks (Root Causes) Probability Impact Risk Management Strategies and Action Items

IT security providers and consultants Annual 3rd party security reviews; Compliance Manager software; Vendor Risk Management
City of Austin contribution issues Communication with plan sponsor; cash management program

Custodial banks IC Dashboard to monitor counterparty ratings

Actuary Actuarial audits

Legal counsel Engagement with specialized counsel

Investment managers Premier List; Due Diligence

Monitor operating bank counterparty ratings; conduct security assessment; revisit interest credit
rates; research alternative vendors

Transaction Cost Analysis

Engagement with multiple parties including outsourced medical service provider program
Annual review of general investment consultant, issuance of RFP

Operating bank

Brokers and related vendors
Medical consultants
Investment consultant
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COAERS Enterprise Risk Management Report

CITY OF AUSTIN

EMPLOYEES' RETIREMENT SYSTEM

Expected
Risk Level
Risk Level Risk Level Trend (next
Risk Category Risk Description Rank 2022 2023 12 months) Risk Response Risk Owner Reporting and Oversight Committee
Executive
. ) ) Director and
MlSSlON Inabllltytto kDM NN s 7 Medium Medium ﬁ Mitigate Deputy Audit and Risk Committee, Investment Committee
payments Executive
Director
X
g Current Status Summary (Trending) 2023 Risk Management Activities Activity Status
Py o OPEN CLOSED
= |Trust fund liquidity and cash management
£ |activities continue to ensure promised benefits |Cash projections and liquidity management. x
g are paid. Successful initial tests of new disaster . . - K i »
G |recovery system completed in 2022 along with Penetration testing to ensure systems resiliency and identify any critical weaknesses. X
T |new policies related to business continuity. Continue to develop cross-training X
® |Finance and Member Service division staff )
levels continue to support mission-critical
activities in the near future, with long-term Implement team restructuring and professional development. x
staffing assessment underway.
Notable Risks (Root Causes) Probability |Impact Risk Management Strategies and Action Iltems
Employee turnover at critical positions Succession planning and cross-training

Liquidity monitoring

Cash management program

Managed Service Security Provider/Security Program
Business continuity and disaster recovery plans
|Communication with plan sponsor

Lack of liquidity to make annuity payments

Failure to transmit bank files for payments

Cyberattack causes loss of money, data, business disruption, or sponsor to miss contributions
IT system outages

Sponsor contribution not made timely

Page 8 of 13



fuundeitl?zgizf Committee Page 102 of 126

COAERS Enterprise Risk Management Report

CITY OF AUSTIN

EMPLOYEES’ RETIREMENT SYSTEM

Expected
Risk Level
Risk Level Risk Level Trend (next
Risk Category Risk Description Rank 2022 2023 12 months) Risk Response Risk Owner Reporting and Oversight Committee
GOVE RNANCE Not following processes and procedures in 8 Medium Medium ‘ Mitigate and Board of Governance and Human Resources
decision making Transfer Trustees Committee
X [Current Status Summary (Trending) 2023 Risk Management Activities Activity Status
2 - : OPEN_| CLOSED
¢ |The implementation of the 2020 Governance
o |Effectiveness Assessment has been Implementation of personalized Trustee education and professional development plans.
£ completed. Board policy review cycles have
® |been established and are monitored. Board Annual Self-Assessment
8 Recently created policies such as the Board
° Governance Manual, Diversity Policy, Trustee continuing education and utilization of Board Skills Matrix to expand trustee training options. X
(3}

Emergency Succession Policy, and
Communications Policy bolster already

effective Board governance. Begin to foster candidates for possible future Board appointment

Notable Risks (Root Causes) Probability |Impact Risk Management Strategies and Action Items
Ineffective Board leadership Board and Trustee Self-Evaluation

Policy-making versus administration lines not held Training/Policy & Procedure

Effectiveness of board governance declines Board Governance Effectiveness Survey Follow-Up
Policies and procedures not followed or established Regular Policy Review

Lack of appropriate skills Board Skills Matrix and Board Education Policy
Lack of trust between trustees Communication/Board Workshops
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COAERS

CITY OF AUSTIN

Enterprise Risk Management Report

EMPLOYEES’ RETIREMENT SYSTEM

Expected
Risk Level
Risk Level Risk Level Trend (next
Risk Description 2022 2023 12 months) Risk Response Risk Owner Reporting and Oversight Committee
Ability to attract and retain talented staff; . . - Executive Governance and Human Resources Committee,
PERSON N E L succgssion planning & Azl Ry ﬁ Al Director and Board of Trustees
X |Current Status Summary (Trending) 2023 Risk Management Activities Activity Status
5 OPEN | CLOSED
o Retirement eligibility of a few mission critical Implement Member Services team restructure. X
e employees will continue through 2026. The
®© |red-hot labor market may be showing signs of |Provide training to new hires and professional development for existing staff. x
8 normalization. While COAERS experienced
S turnover in 2022, all vacant positions were Implement HR technology for more efficient and employee-friendly HR experience. X
& filled with qualified talent. Member Services
restructuring will add capacity and
development opportunities. Continue long-term staffing assessment across all divisions. x

Notable Risks (Root Causes)

Employee burnout

Employee retention and turnover

Ability to attract top talent

Lack of training opportunities

Lack of succession planning

Employees performing inadequately in position
Accidents/Injury/Health

Employee resistance to culture change

Impact Risk Management Strategies and Action Items

Health insurance; "fit to work"

Cross-training for each position; Workplace Strategy and Guidelines

Market compensation studies; Well-articulated compensation philosophy

Professional development and continuing education

Succession planning

Performance appraisals; Professional development; Training; Personnel Policy and Employee Handbook
Workplace Safety Policy

Management promoting culture statement
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COAERS

CITY OF AUSTIN
EMPLOYEES’ RETIREMENT SYSTEM

Risk Category

PHYSICAL

Risk Description

Inadequate facilities management; ineffective
space utilization; staff effort to manage issues
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Enterprise Risk Management Report

Expected

Risk
Level
2023

Risk Level
Trend (next
12 months) Risk Response

Risk Level

Rank 2022 Risk Owner Reporting and Oversight Committee

Executive
Director and
Deputy
Executive
Director

Mitigate Board of Trustees

Current Status Summary (Trending)

2023 Risk Management Activities

Hybrid work environment has mitigated

certain physical risks. Long-term facilities
decisions could be made at the beginning of
2023. Existing policies, procedures, vendors,
and finances will need to be reviewed as long
term facilities decisions are completed.

4th Quartile Risk

Activity Status
OPEN | CLOSED
Long-term facility due diligence and planning for future office needs X
Review existing policies and guidelines such as workplace safety in accordance with long-term facility decisions. X

Notable Risks (Root Causes)

Probability |Impact |Risk Management Strategies and Action Items

Facility transition

Proper planning, communication, adaptability

Threats to physical safety of employees

RAVE application; Workplace Safety Policy; Fire Drills and Training

Accidents or injury

Workplace Safety Policy

Physical risks created by facility management

Facility management plan

Global pandemic

Public spaces in building

Workplace Strategy and Guidelines; Air quality monitoring; PPE where appropriate
Key card system; Camera system
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COAERS

CITY OF AUSTIN
EMPLOYEES' RETIREMENT SYSTEM

Risk Category

REPUTATIONAL
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Enterprise Risk Management Report

Expected

Risk
Level
2023

Risk Level
Trend (next
12 months) Risk Response

Risk Level

Risk Description Rank 2022 Risk Owner Reporting and Oversight Committee

Erosion of trust in organization either rapidly
or slowly over a period of time

Executive
Director

Low Low Mitigate Board of Trustees

Current Status Summary (Trending)

2023 Risk Management Activities

4th Quartile Risk

Activity Status
Organizational outreach and communication OPEN |CLOSED
regarding funding and legislative proposal Continue promoting COAERS value proposition to members including launch of new Financial Wellness event. X
provided transparency about challenges and
solutions. Stakeholder comments have been |Maintain contacts with industry media. X
received, reviewed, and to the extent possible
addressed. COAERS leadership is engaged |Respond rapidly and effectively as situations develop. X
with stakeholders, the City, legislative
contingent, and PRB. Keep stakeholders and membership informed and educated on key organization matters such as pension legislation. X

Notable Risks (Root Causes)

Probability |Impact |Risk Management Strategies and Action Items

Negative or inaccurate media content

Develop relationships with industry media; Proactive media outreach; Engage consulting/crisis
communications

Social media comments

Social Media Policy

Unauthorized release of confidential information

Control procedures and processes/financial audit

lllegal/Unethical behavior

Code of Ethics, Whistleblower Policy; Personnel Policy

Poor outcomes for organization

Customer service training; Engaging with stakeholders; Transparency

Unauthorized contact with media

Communications Policy
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COAERS

CITY OF AUSTIN
EMPLOYEES’ RETIREMENT SYSTEM

Risk Category Risk Description

Inability to meet the strategic mission and vision
of the organization; not achieving best
outcomes for the system

ADAPTABILITY
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Enterprise Risk Management Report

Expected

Risk
Level
2023

Risk Level
Trend (next
12 months) Risk Response

Risk Level

Rank 2022 Risk Owner Reporting and Oversight Committee

Executive
Director

Mitigate Board of Trustees

X
10
("4
L2 Current Status Summary (Trending) 2023 Risk Management Activities Activity Status
b OPEN | CLOSED
(] Strategic activities deployed in 2022 including . . .
8 the creation of an internal Innovation Strategic KPls for innovation. X
Committee. Strong engagement with staff led .
<
£ to several innovation submissions for review Engagement with NACD, NCPERS, NASRA. x
and implementation. Completed review of . . o
organizational strengths, challenges, threats, Develop and implement plans to build on key organizational strengths and address challenges. X
and opportunities at the Board and staff level. Continue to promote culture statement internally and assess effectiveness through survey. X

Notable Risks (Root Causes)

Probability

Impact |Risk Management Strategies and Action Iltems

Inability to innovate

Implement technology and industry best practices; Professional development; Promote innovation
internally

Inability to use analytics and data

Utilize data and analytics

Complacency and "we've always done it this way"

Challenge traditional thinking; Engaging industry leading organizations; Executive Leadership

Employee resistance to culture change

Culture statement; Executive Leadership
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6. Receive Staff reports on the following
matters:
A. First quarter 2023 unaudited financial

statements
B. Cybersecurity update



6A. First quarter 2023 unaudited financial

statements
Presented by Yun Quintanilla
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AGENDA ITEM 6:
Receive reports on the following matters:

A. First quarter 2023 unaudited financial statements
AGENDA ITEM OBJECTIVE

This item presents the unaudited March 30, 2023 financial statements, which show the
net position of the fund and related financial details.

RELEVANCE TO STRATEGIC PLAN

This agenda item meets the core competency established in the COAERS Strategic
Plan “Dependable Operations: Managing the financial and operational commitments
within appropriate measurable standards.”

RECOMMENDATION FOR COMMITTEE ACTION
For informational purposes only; no action required.

ATTACHMENT
1. 03/31/2023 Unaudited Financial Statements
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CITY OF AUSTIN EMPLOYEES' RETIREMENT SYSTEM
Statement of Fiduciary Net Position

March 31, 2023
Unaudited Variance
Favorable
3/31/2023 3/31/2022 (Unfavorable)
Assets
Cash - operating accounts 17,715,698 §$ 15,959,274 S 1,756,424
Receivables 79,539 78,958 581
Total cash and receivables 17,795,237 16,038,232 1,757,005

Investments, at fair value:

US equities

DM Equities

EM Equities

Fixed income

Real assets

Multi-asset

Cash and cash equivalents
Total investments

Capital assets, net of depreciation
Total assets

Liabilities
Payables:
Accrued expenses
Payables and deposits - Mueller
Refunds and death benefits payable
Total liabilities

Net position restricted for pensions

1,044,705,233
481,281,104
202,093,159
581,489,402
470,475,392
154,506,270
103,248,131

1,151,396,996
474,600,767
246,560,131
697,961,453
578,372,638
173,334,099
19,409,603

(106,691,763)
6,680,337
(44,466,972)
(116,472,051)
(107,897,246)
(18,827,829)
83,838,528

3,037,798,691

3,341,635,687

(303,836,996)

32,089,454

3,944,726

28,144,728

3,087,683,382

3,361,618,645

(273,935,263)

430,032 284,973 145,059
1,629,682 - 1,629,682
3,616,442 3,179,713 436,729
5,676,156 3,464,686 2,211,470

$ 3,082,007,226 $ 3,358,153,959

$ (276,146,733)
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CITY OF AUSTIN EMPLOYEES' RETIREMENT SYSTEM
Statement of Changes in Fiduciary Net Position
For the Three Months Ended March 31, 2023

Unaudited Variance
Favorable
3/31/2023 3/31/2022 (Unfavorable)
Additions:
Contributions:
Employer contributions 36,380,548 S 28,016,160 S 8,364,388
Employee contributions 15,203,886 11,687,403 3,516,483
Creditable service purchases 1,729,694 2,367,254 (637,560)
Total contributions 53,314,128 42,070,817 11,243,311
Investment Income:
Realized gain/(loss) on investments (4,657,070) (25,709,331) 21,052,261

Unrealized gain/(loss) on investments
Net investment appreciation (depreciation)
in fair value of investments
Dividends
Interest
Investment appreciation (depreciation)
before expenses

Investment expenses:
Investment manager fees
Custodial fees
Commissions & other fees
Investment consultant fees
Investment staff resources
Other expenses

Total investment expenses

Net investment appreciation (depreciation)
Other income
Total additions (deductions)

Deductions:
Retirement annuities
Contributions refunded to terminating employees
DROP disbursements
Retiree lump-sum annuity
Death benefits
Total benefit payments, including
refunds of member contributions
General and administrative expenses
Total deductions

Net increase/(decrease) in net position
Net position restricted for pensions:
Beginning of year
End of period

132,259,358

(163,612,829)

295,872,187

127,602,288
6,926,263
4,626,851

(189,322,160)
5,958,305
2,655,667

316,924,448
967,958
1,971,184

139,155,402

(180,708,188)

319,863,590

1,095,524 1,313,364 217,840
65,000 65,000 -
21,346 12,500 (8,846)
74,026 - (74,026)
72,900 97,956 25,056

2,411 13,876 11,465

1,331,207 1,502,696 171,489

137,824,195

(182,210,884)

320,035,079

225,805 - 225,805
191,364,128 (140,140,067) 331,504,195
64,254,708 60,589,743 (3,664,965)
490,177 742,606 252,429
676,182 1,767,722 1,091,540
960,973 1,737,530 776,557
879,471 648,855 (230,616)
67,261,511 65,486,456 (1,775,055)
1,891,152 1,379,362 (511,790)
69,152,663 66,865,818 (2,286,845)
122,211,465 (207,005,885) 329,217,350

2,959,795,761

3,565,159,844

(605,364,083)

$ 3,082,007,226

$ 3,358,153,959 S (276,146,733)




6B. Cybersecurity update
Presented by Amy Kelley
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AGENDA ITEM 6:
Receive Staff reports on the following matters:

B. Cybersecurity update
AGENDA ITEM OBJECTIVE

This agenda item allows the Committee to review the COAERS cybersecurity and
network security activities.

RELEVANCE TO STRATEGIC PLAN
This agenda item is related to COAERS Strategic Plan Goal 2: Responsibly manage
the risks of the System.

RECOMMENDATION FOR BOARD ACTION
No action required; for informational purposes only.

ATTACHMENT
1. Cybersecurity Program Update (CONFIDENTIAL)




/. Review key meeting takeaways and

call for future agenda items
Presented by Brad Sinclair
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AGENDA ITEM 7:
Review key meeting takeaways and call for future agenda items

AGENDA ITEM OBJECTIVE

This standing agenda item provides Trustees the opportunity to review the key
takeaways from the meeting.

RELEVANCE TO STRATEGIC PLAN

This agenda item meets COAERS Strategic Plan Goal 4: Identify and implement
leading practices in board governance, pension administration, and investment
management. It is an industry best practice to review key meeting takeaways to
summarize what was accomplished at the meeting as well as ensure Staff has clear
direction on further work and future agenda items.

RECOMMENDATION FOR COMMITTEE ACTION
Trustees will review key meeting takeaways and delineate next steps.
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CO/AERS Audit and Risk Committee

CITY OF AUSTIN

EMPLOYEES’ RETIREMENT SYSTEM Draft 2023 Work Plan

2023 Audit and Risk Committee Work Plan

Scheduled Quarterly Meetings

1. March meeting
v" Required Communications for 12/31/2022 audit
v Quarterly review of Enterprise Risk Management program
v Review of cybersecurity program
v" Quarterly Financial Statements

2. June meeting
v 12/31/2022 financial statement audit presentation
v Quarterly review of Enterprise Risk Management program
v Review of cybersecurity program
v Quarterly Financial Statements

3. August meeting

Quarterly review of Enterprise Risk Management program
Review of cybersecurity program

Annual review of financial audit service provider
Quarterly Financial Statements

4. November meeting
¢ Annual review of Enterprise Risk Management program
o Review of cybersecurity program
e Quarterly Financial Statements
o Engagement Letter - Auditor
e 2024 Committee Work Plan

Audit and Risk Committee
March 9, 2023
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