201/

Comprehensive Annual
Financial Report

For Fiscal Year Ended March 31, 2017

INYSLRS

New York State and Local Retirement System
A pension trust fund of the State of New York

Office of the New York State Comptroller
Thomas P. DiNapoli



2017 Comprehensive Annual Financial Report

For Fiscal Year Ended March 31, 2017

New York State and Local Retirement System
Employees’ Retirement System

Police and Fire Retirement System

A pension trust fund of the State of New York

Prepared by the staff of the

BNYSLRS

New York State and Local Retirement System



Contents

[ntroductionl

PPrOf@SSIONAl AWAITS. ... ..ot eaanaas q

JLEtter OF TrANSMILTAl ... .eesste e ettt e e e e e eeeeenaeas 11

JADMINISErAtIVE OFZANMIZATION ... .eeutt'e e et e e e aeeeeeeeas 17
JAAVISOIY COMMITEEES ... ettt e e 17
[New York State and Local Retirement System Organization Chart...................cc.uuueeeeeuuueeeeeereeaannnnnnnns. 27

[Overview of the New York State and Local REtir@MeNt SYStEM ...............uueeeeieeeeeseeeeeeeeeeeeeeeeeeeeeeeeaiennnns 23

R e 27
[M@MDEIS ANA RELITEES. ... .ottt 27
[RETIrEES 1N NEW YOIK STAO ... ...t e e 24
[Annual Benefit Payments Within NEeW YOrk STate .............ccovuuuneeeeeeeeeeieeeeeeieeeeeeeeeeeeeeeeaeeannnnes 29
[Annual Benefit Payments Within the UNited States ...................eeeeuuneeeeeieeeeeeieeeeeeieeeeeseeaeeninnnnns 3q
[Annual Benefit Payments Outside the United STates..................eeeeuunneeeeeieeeeeiieeeeeeieeeeeseeaeennnnnnns 3q

2 Contents | New York State and Local Retirement System



COntentS continued

Financia

[NdEPENAENE AUGILOIS’ REPOIT ..ottt e e e e e aeeeeeeeas 33
[Management’s Discussion and Analysis (UNaUdited) ................oouuuueeeeuuneeeeieeeeeeeeeeeeeeeeeeeeeeeeaeeaeeannnnns 39
IBasiC FINGNCIAl SEAtE@MENTS. ......oeesss e e et e e e e eeeeeennas 4q
[Combining Basic Statement of Fiduciary Net POSHION ................ccoovuuuueeeeeieeeeeeieeeeeieeeeeseaaeennnnnnn 4q
[Combining Basic Statement of Changes in Fiduciary Net POSIION.................ccovvuuueeeeeiiieeaeeiieeaanninnnnn.. 41
[NOtes 10 FINANCIAl STATEMENTS .......u..eeeieiee e e e e 42
Required Supplementary Information (UNQUAIt@d) ................oeeeuuuneeieieeeiieeeeeeee e e eeeee e 7q
chedule of Changes in the Employers’ Net Pension Liability and Related Ratios (Unaudited) ................... 7q
Schedule of Employer Contributions (UN@Udited) .................uuueeeeuuneeeeieeaesiieeaeeeieeaeeaieeeeeeinnns 77
Kchedule of Investment Returns (UNAUAIted)................uueeeeueneeeeieeeeeeeeeeeeeeeeeeeeeeeeeeaeeennnns 73
[Notes to Required Supplementary Information (Unaudited) ...............cceevuuuneeeiuineaeeiiieaeeeieaaenninnnns. 73
[Other SUPPIEMENTArY INFOIrMATION. ... .....'.ee et e e e eeeeeeas 74
Schedule of AdMINISTrative EXPENSES. .. ....... e eeeeee e e e et e e e e e ee e eeeeennanes 74
ISchedule Of INVESTMENT EXPENSES ........eeeesee e et e e e e e e e e e e 79
ISChedUle Of CONSUITING FEOS ... . cevusee et e e eeeeeenaan s 74
Independent Auditors’ Report on INtErNal CONTIOl.............uuu.eeeise e ee e e 77

2017 Comprehensive Annual Financial Report | Contents 3



COntentS continued

[nvestmentl

DVEIVIEW OF INVESTMENES. ...t e et e e e e e eeeeeenens 81
e L T 92|
[V EMENT SUMIMAIY ...t e e e e eeeeeeenes 93
Bsset AlloCation — March 31, 2007 .......u..eeie e 94|
B10DAl EQUITY PEIOIMENCE ...\t e et e e eeeeeeneas 95|
Domestic Equity Portfolio — Ten Largest HOIINGS ...........ouwuueeeeeie e e e 98
Fixed INcome POrtfolio @Nd COMPAIiSON ... ...ouueeeeeeseee e e eeeeeenens 99
FiXed INCOME PEIFOIMANCE ...\ttt e e e e e e eeeaeeenen 100|
Fixed Income Portfolio — Ten Largest HOIINES .............eeeeeeeeeeeeeeee e e eeeanes 101
REAI ESAte POITONIO. .. ... et e et e e e e e e e aeeeee 102|
IErNative INVESTMENTS SUMMAIY .....ou..' e e e e e e e eeeeeeenns 103|
Domestic EQUitY MaNAEMENT FEOS ...........eeeesee e e ee e e et e et e e e e e eeeeeneeeeenenes 104|
Pomestic Equity Commissions — Internally Man@ged...............c..uuueeeeuuueeeeeieeeeeeeeeeeeeeeeeeeeeeeaeeeeaeeeaenns 105|
DPomestic Equity Commissions — EXternally Managed ..................uueeeuuuneeeeeeeeeeeieeeeeeeeeeeeeeeaeeeeaeeennnes 106|
[nternational EQUItY Management FEES. ... ..........eeeeee e eeeeee et eeeeaeeeeeeeanes 108|
|nternational Equity Commissions — Internally Managed ................ooevuuuueeeeeeieeeeiiieeeeeieeeeeeaeeeeeeeeaaeenenns 109
|nternational Equity Commissions — Externally Managed.................oouuuueeeeuueeeeeeeeeeeeeieeeeeeseeeaeeeeaaeeennnns 110
[Global Fixed INCOME MaNAZEMENT FEES .......uuuueeeeeeeeeeeeeeeeeeeee e eeeeeeeeeeeeeeeeeeeeeeeteneeeaaeeeeessnennns 113|
Long-Term Domestic Bond Transactions — Internally Managed.................c.oouuuueeeeuuuneeeeisieeeeeiieeaeeiieaaeennnnns 114
Long-Term Domestic Bond Transactions — Externally Managed ................c.couuuueeeeuuuneeeeiieaeeeseeaaeeeeaanennnnns 115|
Bhort-Term Domestic Bond Transactions — Internally Managed.............ceeeeeeeeuuuuunneeeeeeeeeeeieeeeaaeeeeeeieinnnnnns 116|
Real Estate Management and Incentive FEes (EXPENSEU) ..............uuuneeeuureeeeeieeeeeeeeeeeieeeeeeeeeaeeeaaeeenenes 117
Real Estate Management and Incentive Fees (Capitalized) ...............coevuuueeeeeeuueeeeeieeeeeeseeeeeeeeeeeeeeeeaeeennnns 118|
Private Equity Management FEES (EXPENSEA) .........c.uuuuneeiieeeeeieeeeeeeeee e e e e eeeeaeeeeeees 119
Private Equity Management FEes (Capitalized)..............eeewuuneeeieeeeeieeeeeeee e eeeeeaaens 120
Private Equity — Fee, Expense and Carried INterest ANAlYSis ...................ceeeeuueeeeeesuneeeeeieeaeeeieeeeesieaanennnnns 121
Bbsolute Return Strategy Management and INCENTIVE FEES............ccvuuuueeeeeieeeeiieeeeeeeeeeeeeeeeeeeeeeeeeenanss 122|
Dpportunistic Funds Management and Incentive FEes (EXPENSEA) ... .........eeeeueeneeeeieeeeeeieeeeeeeeaeeeneaanennenss 123|
Dpportunistic Funds Management and Incentive Fees (Capitalized) ..................eeevuuuueeeeiieieeeiiiiieeaeeiieeaaennnnn. 124
Real Assets Management FEES (EXPENSEA)............eeeuuenneeeeeeeeeeeeeeeeeeeeeeeee e e e ee e eeeeeeeaeeeeenaeeennnes 125|
LONSUNANT ANT AQVISOT FEOS ...t e e e e e e e e e e e e eeeeeeeeeeteeeeeaeeeeennennn 126|

4 Contents | New York State and Local Retirement System



COntentS continued

Actuarial

ItAtEMENT OF ThE ACTUAIY .....ueeeeese e et e et e e e e e e e eeeaeeeene 129
[Actuarial Cost Method @and VAIUGTION ...........co.uuueeieei e e e aaeeena 131
[Elements of the ACtUATAl VAIUGTION ............coouueeeeeee e e e aeeenne 133
[Actuarial Valuation Balanee SHEETS ............cccvuuueeeeee et e e e aeeeean 137
|Local Government Employers’ Final Contribution Rates for Select PIans .....................ceeeeuuueeeeeeeeeaeeseaannnnnn.. 139
[Contribution Rate Trend for LOCal GOVEIMMENTS. ............eeesueeeeeeeeeeeee e e e e eeeeeeeeeeaenes 141
[EMDI Oy COMEIIOULIONS ..ot e e e e e e eeaaeeena 144
[Historical Trends (Rates as a Percentage of Salary, 1974 — 2018)........cccuvuuueeeiiieeeeeieeeeeeieeeeeeeeeeeeaeeaaeeeannns 144
[ChANEES TN CONIIDULIONS ...\t e e e e e e e eeeeeea 147
[ASSEts AN ACCIUE LIaDilIi@S. .. ... ...ttt e e e e e e e e eeaeeeene 144
A 149
ISchedule Of ACHIVE IMEMDEE DAt ............ueeeeeeeeeee e e et e e e e e e eeaaeeeene 15(
Schedule of Retired Members and BENEFICIAMIES ...................eeeeeeeeeeeeeeeeeeeeeeeeeeee e e e e eeeeeeaaeeanees 151

2017 Comprehensive Annual Financial Report | Contents 5



COntentS continued

Statistical

Schedule of Additions t0 FIdUCIArY Net POSIION .............ceeeseeeeesii e ee e e e e e aeeeenn 159
ISchedule of INVESTMENT INCOME/(LOSS) ... ...eeeeee et e e e e e e aeeeenn 15¢
Schedule of Deductions from Fiduciary Net POSHION ................ouuuueeesseeeeeeiieeeeeeeeeeeeeeeeeeeeeeeaeeaeennnns 157
Schedule of Total Changes in FidUCiary NEt POSHION ................oeeuuueeeeseeeeeeiieeeeeee e e e eeeeaeeeanes 154
IS EIVICE REEIFEES — ERS ....evsseeeees e e et et e et e et e et e et e e e e e eeeeenaeeeene 16(

EIVICE REEITEES — PERS. ...ttt ettt ettt et ettt et et e e et et et et e e e et e 16
3 ]
[Disability RELIFEES — ERS .......ueeessee e et e e e e e e e e e e e e e e aaeeene 164

[T T Rl A S S T 16
3 y
[NEW OPtION SEIBCHIONS ..ottt et e e e e e e e eenaeeeene 164
[OPtion Selection — TOtal PAYMENTS ............eeeeeeeeeeee e e e e e e aeeeene 169
|Average Pension Benefits Paid DUMING YEAr SNOWN ..........coouuuneeiei e e e e e eaeeaeeanees 17
JAVEragE BENEFIt PAY TYPES ... eeeeseeee e et e et e et e et e e e e e e e e e eeenaeeeene 171
[New Benefits — Service Retirements by Age and SEIVICE ................ccouwuuueeeeseeeeeeeeeeeeeeeeeaeeeseeeaeeeeaaneennnns 173
[New Benefits — Accidental and Ordinary DEAth...................uieeiuueieeeeieeeeeeeeee e eeeeaeeannns 174

Lol aal o e TeTe I A = g I e T Aol = T TP 17
£ y P

embership by ABE and YEars Of SEIVICE .....uuue ittt ettt e et e et e e e et eee e enenenees 17
M p by Ag

(00 T Tl LT P PrPTPN 17
M p by
| S T N L L 174
INUMBDEE OFf EMIPIOYEIS ..ot e ettt e e e e e e e e e e e e e e e eeeeeaaeeaeessnnns 179
IMEeMbErship DY EMPIOYEr TYDE ..vvuuueiiie et e e e e e e aeeeene 18(
JAVerage Salary By EMDIOYEr TYPE .......ceiueee et e e e e e aeeeene 181
[Members and Salaries BY Plan — ERS ..............uuuueeeeeieeeieeeee e e e e e et e e e e e e e e eeaeeeeaesnennns 182
[Members and Salaries By Plan — PFRS ................eeeieeeeeieeeeeeeeeeeeeeeee e e e eeeeeeeeeeeeeaeaeeeaennnnnns 184
Retirees and BeNefiCiarios DY ABE .........ccoewwweeee e e e e e e e e e e e e e e e e eeeeeeeaenninnns 184
Retirees and BENEfiCIAries — ERS ..........ccevvwuueeeeeeeeeeeeeeeeeeeeeeeeeee e eeeeeeeeeeeeeeeeeeeeeeeeeeaneeaeeeeeeesennns 187
Retirees and BeNefiCiaries — PFRS..........covuuseeeeeeeeeeeeeeeeeeeeeeeeeee e e e e e e eeeeeeeeaeeeeeeeeesnneaeeeeeesnsnnnns 184
|Local Government Salaries and Billings — ERS ...........covuuuuuuuneeeeeeeeeieeeeeeeeeeeeeeeeeeeeeeeeeeeeaaaeeeeennnnnns 189
|Local Government Salaries and Billings — PFRS..............vuuuuuueeeeeeeeeeseeeeeeeeeeeeeeeeeeeeeeeeeeaneeeaeeeeennnns 191
[Contributions Recorded, 2008 — 2007 .....ouuuuuuee e e e e e e e e e e e e e e e e e e eeeeeeeenninens 193
20-YEAT SUMIMIAIY ..ot e ettt e e e e e ettt e e e e e e e ettt e e e e e e e e e et eeeeeeeeennens 194
INOLES £0 20-YRAI SUMIMAIY ..ottt e e e e e e e e e e ee e e e e e e et eeeeeeeeeessnnns 194

6 Contents | New York State and Local Retirement System



Introduction



Contents

T q
oAl e 11
e e 17
BAGVISOTY COMMUEEEES ...t et e et et e e et eeeeeeeaaeneen 17
New York State and Local Retirement System Organization Chart...................cccceuuuueeeeeueneeanenaaannnnn.. 22
Pverview of the New York State and Local RetiremMent SYSTOM ..............eiiueneeiiieeeeeieeeeeeeeeeeeeeeeeeeeeaaaaens 23
I 27
IMEMIDEIS ANG RETIFCES. ...t e et e e et e e et eee e e eaeneen 27
REIrEES iN NEW YOIK STATE ...t ettt e et aee e aaenene 24
Bnnual Benefit Payments Within NeW YOIk STAte ................ceeiuuunneeiiieeeeieeeeeieee e eeeeeeeeaanennn 29
Bnnual Benefit Payments Within the United STAteS ...............covuuu.eeieeieeiieeeeieeeeeeeeeeeeeeeeaaanennn 3d
Bnnual Benefit Payments Outside the UNited STAtES. ............oceuuueneeiieeeieeeeeieee e eeeeeeeeeanenen 3d

8 Introduction | New York State and Local Retirement System



Professional Awards

®

Government Finance Officers Association

Certificate of

Achievement
for Excellence
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Reporting

Presented to

New York State
and Local Retirement System

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended

March 31, 2016

Gty G

Executive Director/CEO
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Public Pension Standards Award
For Funding and Administration
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plan funding and administration as
set forth in the Public Pension Standards.
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National Council on Teacher Retirement (NCTR)

Do it

Alan H. Winkle
Program Administrator
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Letter of Transmittal

Office of the New York State Comptroller
Thomas P. DiNapoli

BNYSLRS

New York State and Local Retirement System 518-474-7736
110 State Street, Albany, New York 12244-0001 Web:  www.osc.state.ny.us/retird

September 30, 2017

To the Governor, the State Legislature
and the People of New York State:

I am pleased to present the Comprehensive Annual Financial Report
(CAFR) for the New York State and Local Retirement System (the System
or NYSLRS) for the fiscal year ended March 31, 2017. Responsibility
for the accuracy of the data, and the completeness and fairness of the
report, including all disclosures, rests with the System. All disclosures
required and necessary to enable the public and the financial community
to gain an understanding of the System’s financial activities have
been included.

We believe the enclosed financial statements and data are fairly presented in all material respects
and are reported in a manner designed to present the financial position and results of the System’s
operations accurately. This report is intended to provide complete and reliable information as a basis
for making management decisions, adhering to and complying with legal requirements, and ensuring
responsible stewardship of the System’s assets.

The Financial Section of this CAFR was prepared to conform with Generally Accepted Accounting
Principles (GAAP) for governmental units, as set forth by the Governmental Accounting Standards
Board (GASB), as well as the reporting requirements prescribed by the Government Finance Officers
Association of the United States and Canada (GFOA). GAAP defines uniform minimum standards
of, and guidelines for, financial accounting and reporting. These principles establish the framework
within which financial transactions are recorded and reported, resulting in financial statements that
provide comparability between government entities, consistency between accounting periods, and
reliability for both internal and external users of financial statements.
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The System’s transactions are reported on the accrual basis of accounting. Sufficient internal accounting
controls exist to provide reasonable assurance regarding the safekeeping of assets and the fair
presentation of the financial statements and supporting schedules.

The Financial Section features a Management’s Discussion and Analysis (MD&A). GASB requires that
the System provide a narrative introduction, overview and analysis to accompany the basic financial
statements in the form of an MD&A. This letter of transmittal is designed to complement the MD&A
and should be read in conjunction with it. The MD&A can be found in the Financial Section immediately
following the report of the independent auditors.

The System was awarded a Certificate of Achievement for Excellence in Financial Reporting from GFOA
for its CAFR for the fiscal year ended March 31, 2016. The Certificate of Achievement is a prestigious
national award recognizing excellence in the preparation of state and local government financial
reports. GFOA awards these certificates to those governments whose comprehensive annual financial
reports meet or exceed the Association’s strict criteria. To be awarded a Certificate of Achievement,
a governmental unit must publish an easily readable and efficiently organized comprehensive annual
financial report that conforms to program standards and that satisfies both generally accepted
accounting principles and applicable legal requirements.

The System has received this respected award for each of the past 13 years. We believe that our
current report continues to meet the Certificate of Achievement program requirements and are
submitting it to the GFOA for consideration again this year.

The System comprises the New York State and Local Employees’ Retirement System (ERS) and the
New York State and Local Police and Fire Retirement System (PFRS). The assets of ERS and PFRS are
held in the New York State Common Retirement Fund (Fund) and managed by the Division of Pension
Investment and Cash Management in the Office of the State Comptroller.

With more than one million participants, the System is one of the largest public retirement systems
in the nation.

The System offers retirement benefits for members who reach specific ages or have completed
a specified number of years of service, depending on the system and plan in which they are enrolled,
as well as disability and death benefits. At the end of fiscal year 2016-17, there were a total of
1,104,779 members, retirees and beneficiaries, and 3,040 participating employers.

This letter highlights some of the System’s operations for the 2016-17 fiscal year, in order to enable
readers to obtain a reasonable understanding of the System’s financial affairs, as well as its internal
controls, for this period.
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Letter of Transmittal continued

Funding

The Fund’s assets come from three main sources: employee (or member) contributions, employer
contributions and investment income. The System is committed to meeting its long-term benefit
obligations prudently and fairly. Member contributions are fixed by law. Annual employer contributions
are actuarially determined. Employer contributions are the greater of a minimum contribution of
4.5 percent of member payroll, or the actuarially determined contributions.

The System announced last September that employer contribution rates would remain virtually the
same in fiscal year 2017-18 compared to fiscal year 2016-17. The average contribution rate for ERS
decreased from 15.5 percent of payroll to 15.3 percent of payroll. The average contribution rate for
PFRS increased to 24.4 percent from 24.3 percent of payroll.

GASB no longer requires the computation of the traditional funded ratio. The ratio of fiduciary plan
position to total pension liability is now a required financial disclosure. For the fiscal year ended
March 31, 2017, the ratios are 94.7 for ERS and 93.5 for PFRS. The traditional funded ratios for ERS
and PFRS can be found in this CAFR’s Actuarial Section.

Underfunding, together with unwise investment decisions, has created a crisis for many public pension
systems across the country. However, NYSLRS remains strong and well-funded because we adhere to
our funding policy of collecting what we bill employers, and we follow sound actuarial principles in
determining those bills.

In September 2016, the Fund was ranked the third best-funded public pension fund in the nation by
S&P Global Rating and in April 2017, the Pew Charitable Trusts ranked NYSLRS as the third best-funded
retirement system in the nation.

The Actuarial Section also provides a detailed discussion of the System’s funding.
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Investments

Our investment policies are designed to obtain optimal risk-adjusted returns and ensure that
investments are made for the exclusive benefit of the participants and beneficiaries of the System,
on whose behalf the assets of the Fund are invested. Fund investments are made consistent with the
“prudent person” and “exclusive benefit” fiduciary standards of investment. Additionally, we have
adopted policies and practices to ensure that the Fund is managed with high levels of ethical conduct
and transparency.

In fact, in July 2016, an independent fiduciary and conflict of interest review of the Fund by Funston
Advisory Services commended the Fund for its strong policies and ethical management, stating that
our office “maintains a very high level of ethical, professional and conflict of interest standards.”

We are responsible for implementing an asset allocation with an appropriate balance of risk and
return. Our long-term target allocation for the investment portfolio is 22 percent in fixed income
assets (cash, bonds, mortgages and Treasury Inflation-Protected Securities or “TIPS”) and 78 percent
in equity, including domestic and international public equities as well as private equity investments,
real estate, real assets, absolute return strategies, and opportunistic funds. At the end of the 2016-17
fiscal year, the market value of invested assets of the Fund was $192.41 billion and the Fund posted
positive investment performance with a time-weighted rate of return of 11.48 percent.

According to the National Association of State Retirement Administrators (NASRA), the average assumed
rate of return for public pension funds has decreased from 7.91 percent in 2010 to 7.52 percent in 2017.
NYSLRS’s assumed rate of return on investments is 7.0 percent. By taking a conservative approach, we
help ensure the Fund remains adequately funded despite continued market volatility.

Accounting Practices

My staff is responsible for identifying control objectives for the protection of assets and the proper
recording of all transactions in order to permit the preparation of financial statements in accordance
with GAAP. The objective of internal controls is to provide reasonable, rather than absolute, assurance
that the financial statements are free of material misstatements. We have designed, implemented and
maintained adequate internal controls to provide reasonable assurance that our control objectives
are achieved.
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Letter of Transmittal continued

The concept of reasonable assurance recognizes that the cost of a control should not exceed the
benefits likely to be derived, and that the valuation of costs and benefits requires estimates
and judgments by management. The internal control system includes the organization plan,
the appropriate segregation of duties and responsibilities, the implementation of sound practices in
the performance of duties, and the employment of personnel whose capabilities are commensurate
with their responsibilities.

Financial information and internal controls are subject to examination by the New York State
Department of Financial Services. Additionally, KPMG LLP, an independent, certified publicaccountant,
audits the System’s financial statements. KPMG’s opinion appears on of this report.
Lastly, pursuant to the New York State Government Accountability, Audit and Internal Control Act,
the System is subject to an audit of its internal controls every three years.

We believe the internal controls in effect during the fiscal year ended March 31, 2017 adequately
safeguard the System’s assets and provide reasonable assurance regarding the proper recording of
financial transactions.

Programs and Initiatives

NYSLRS is currently replacing the information systems it has used for three decades. The first stages of
this project are complete. In 2017, NYSLRS introduced Retirement Online, a new self-service website
that enables members, retirees and beneficiaries to manage their retirement accounts in a convenient
and secure environment.

In 2018, Retirement Online will offer a wide-ranging suite of tools for NYSLRS employers that will help
to simplify their work. These upgrades will make it easier to enroll new members, help keep track of
loan and service credit deductions, and streamline employer reporting.

These changes will help NYSLRS and its participating employers continue fulfilling the mission of
helping to provide a secure retirement for the System’s members and retirees.

More information about the technology systems replacement project, as well as other key programs and
initiatives, can be found in the Overview of the New York State & Local Retirement System on

and the Overview of Investments on .
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Administrative Organization

Advisory Committees

Advisory Council for the Retirement System

The Advisory Council for the Retirement System, appointed by the Comptroller pursuant to regulations of the Comptroller
(2 NYCRR Part 320), advises and makes recommendations to the Comptroller on the formulation of policies in relation
to the administration and management of the Common Retirement Fund and the Retirement System. At the annual
meetings of the Council, the Comptroller and senior staff also exchange information and insights with the Council to
help stakeholders understand the status and challenges of the Common Retirement Fund and the Retirement System.

Honorable Peter J. Abbate, Jr. Bing Markee
Chairman Legislative Director
Assembly Governmental Employees Committee New York State Association of PBAs

New York State Assembly N dd
John J. McPadden

Stephen J. Acquario President
Executive Director Retired Public Employees Association, Inc.

New York State Association of Counties
Andrew Pallotta

Peter A. Baynes Executive Vice President
Executive Director New York State United Teachers

New York State Conference of Mayors
Michael Powers

Heather Briccetti President

President & CEO New York State Correctional Officers
Business Council of New York State, Inc. & Police Benevolent Association
Mario Cilento Raymond Santander

President Assistant Director

New York State AFL-CIO AFSCME District Council 37

Sam Fresina Wayne Spence

President President

Professional Fire Fighters Association New York State Public Employees Federation
Gerry Geist Ronald J. Walsh, Jr.

Executive Director President

Association of Towns of the State of New York Council 82, AFSCME

Honorable Martin J. Golden Richard Wells

Chair President

Senate Civil Service and Pensions Committee Police Conference of New York, Inc.

New York State Senate
Barbara Zaron

Don Kelly President
Director of Research New York State Organization of
Civil Service Employees Association Management Confidential Employees

Timothy G. Kremer
Executive Director
New York State School Boards Association
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Administrative Organization continued

Investment Advisory Committee

The Investment Advisory Committee is appointed by the Comptroller pursuant to Section 423 of the Retirement
and Social Security Law. The Investment Advisory Committee advises the Comptroller on general investment issues.
The Investment Advisory Committee reviews the investment policy statement and any amendments to it, and reviews
and provides a recommendation to the Comptroller on the proposed asset allocation plan developed by the Chief
Investment Officer after the completion of an asset liability study. The Investment Advisory Committee also periodically
reviews the strategic plan of each Common Retirement Fund asset class, and monitors the Common Retirement Fund’s
risk profile, investment activity and performance on a periodic basis.

William G. Clark Valerie Mosley

Chief Investment Officer Chair & CEO

Federal Reserve Employee Benefits System Valmo Ventures

Timothy C. Collins Catherine James Paglia
CEO & Senior Managing Director Director

Ripplewood Holdings, LLC Enterprise Asset Management
Hugh Johnson Douglas Phillips

Chairman & Chief Investment Officer Senior Vice President

Hugh Johnson Advisors, LLC Institutional Resources

University of Rochester
Catherine A. Lynch, CFA

Former Chief Executive Officer & Chief Investment Officer
National Railroad Retirement Investment Trust
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Administrative Organization continued

Real Estate Advisory Committee

The Real Estate Advisory Committee is appointed by the Comptroller, with the consent of the Investment Advisory
Committee, pursuant to Section 423 of the Retirement and Social Security Law. The Real Estate Advisory Committee
reviews proposed mortgage and real estate investments. In the event the Real Estate Advisory Committee disapproves of
a proposed mortgage or real estate investment, the investment will not be presented to the Comptroller and cannot be
made by the Common Retirement Fund.

Alice M. Connell David H. Peirez, Esq.
Principal Senior Partner
AM Connell Associates, LLC Reisman Peirez Reisman & Capobianco, LLP
Louis M. Dubin Michael Giliberto
Managing Partner S. Michael Giliberto & Co., Inc.
Redbrick LMD
Peter Tilles
G. Gail Edwards Developer

Chief Financial Officer
The Minto Group

Jo Ann Hanson
President
Avanti Real Estate Corporation
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Administrative Organization continued

Actuarial Advisory Committee

The Actuarial Advisory Committee, appointed by the Comptroller pursuant to regulation (11 NYCRR 136-2), reviews and
advises the Comptroller on the actuarial soundness and financial condition of the Retirement System and the Common
Retirement Fund, and annually reviews the proposed actuarial assumptions and employer contributions.

Armand de Palo Stanley Talbi
(Retired) Executive Vice President

Metropolitan Life Insurance
Michael Heller

(Retired) Mark T. Koehne
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Administrative Organization continued
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Administrative Organization continued

New York State and Local Retirement System Organization Chart

Thomas P. DiNapoli

State Comptroller

Alexander B. “Pete” Grannis
First Deputy Comptroller

Vicki Fuller Colleen Gardner

Chief Investment Officer Executive Deputy Comptroller
& Deputy Comptroller

Melanie Whinnery
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Deputy Chief Investment Officer Assistant Comptroller

—— Absolute Return Strategies —— Administrative Services/Quality Performance
—— College Savings 529* —— Advisory Council Affairs

—— Corporate Governance I—— Benefit Calculations & Disbursement Services
—— Fixed Income —— Benefit Information Services

—— Global Equities —— Communications

—— Opportunistic Fund Investments —— Disability Services

—— Private Equity —— Member & Employer Services

—— Real Assets —— Pension Integrity

—— Real Estate —— Program Optimization Support & Transformation
L Risk Management L—— Redesign Project

* College Savings 529 is an independent program within OSC.

Notes:

Information regarding investment managers and consultants can be found in the Investment Section on pages @, , and [L17 - 124.
Information regarding consultants other than investment advisors can be found on in the Financial Section.
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Overview of the New York State
and Local Retirement System

Report from Executive Deputy Comptroller Colleen Gardner

Since 1921, NYSLRS members, retirees and beneficiaries and their needs have been the central focus of the work we do.
We strive to enhance the services we provide to our customers and anticipate their needs.

Deputy Comptroller Melanie Whinnery, Assistant Comptroller Andrea Goldberger and | are proud of the work NYSLRS has
done to improve customer service in fiscal year 2016-17, and we are pleased to share highlights of that work with you.

Retirement Online Brings Changes and Benefits

In early 2017, we introduced Retirement Online, our new self-service tool. Retirement Online provides a secure and
convenient way for our customers to do business with NYSLRS. Members, retirees and beneficiaries can use Retirement
Online for tasks that once required calling NYSLRS or mailing in a form, such as changing their address, managing beneficiary
designations, creating a pension income letter, or taking out a loan. Over time, additional features will be added.

These changes represent a significant customer serviceimprovement. Enabling customers to perform routine transactions
online allows more time for NYSLRS staff to focus on work that requires individual attention. Additional features will be
rolled out in the future, providing members with real-time, personalized information at their fingertips.

We value our relationship with NYSLRS employers, and supporting their role is one of our priorities. That’s why in 2018
we’ll be introducing new tools in Retirement Online that will bring greater ease and convenience to our employers.

Improving the Member Registration Process

When a new member fills out a membership registration application to join NYSLRS, it is no longer necessary for the
application to be notarized. That’s good news for our new members and employers, as well as our Member & Employer
Services Bureau, which processes 35,000 applications per year.

Previously, between 1,750 and 3,500 membership applications received each year were invalid due to improper notarizations.
Removing the notarization requirement eliminates the time spent obtaining properly notarized applications, enabling us to
complete registrations more quickly.

Notarizations are still required on other forms such as beneficiary designations, loan applications, and applications for
retirement. If a notary’s signature is needed, it will be noted on the form. Members can submit beneficiary updates and
loan applications via Retirement Online without the need for notarization because security protocols are built right in.

In addition, we now accept membership applications from employers by email as well as fax, and no longer require

employers to mail hard copies.
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Overview of the New York State
and Local Retirement System continued

Report from Executive Deputy Comptroller Colleen Gardner

Expanding the Use of Direct Deposit

Our Benefit Calculations & Disbursement Services (BCDS) Bureau streamlined its processes, which enabled more retirees
to receive their first pension payments by direct deposit. These retirees can have their health insurance, child support
and union dues immediately taken out of their pension payments.

When this improvement was first implemented, 30 percent of new retirees received their first pension payments via
direct deposit. Over the course of the 2016-17 fiscal year, that number has increased to 55 percent. In addition, lump
sum payments can now be made by direct deposit.

Increasing Communication

Alternate payees (generally ex-spouses who will receive a share of a member’s benefit) are now notified when their
former spouses are retiring. BCDS also sends the tax forms and the necessary paperwork to enroll them in direct deposit

as soon as possible.

Serving Those Who Served Our Country

Chapter 41 of the Laws of 2016 enables eligible NYSLRS members to buy back up to three years of active military service
toward their retirement, regardless of when or where they served. This new law, enacted on May 31, 2016, eliminated
certain restrictions on granting retirement credit for military service.

We are committed to serving those who served our country. This was evident when our Member & Employer Services
Bureau quickly responded to the increase in applications for military service credit, and, by year’s end, finalized more
than 7,000 requests from members to buy back military time.

Fighting Fraud

The timely identification of retiree and beneficiary deaths is an important step in identifying and preventing pension fraud.
During the last fiscal year, NYSLRS recovered over $355,000 in disallowed post-death pension disbursements. NYSLRS will
continue to search out unreported pensioner deaths and, when inappropriate payments are identified, pursue full restitution.

A major focus of Operation Integrity, a joint partnership with the New York State Attorney General’s office launched in 2011,
is to root out pension fraud and recoup money stolen from NYSLRS. Our efforts during the past year resulted in the conviction
of a Florida woman who stole over $148,000 in pension benefits by concealing her father’s passing from NYSLRS. This arrest
and conviction, and others like it, are warnings to all those who might steal from the Fund — we will continue to work
aggressively to prosecute anyone attempting to defraud NYSLRS.
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Overview of the New York State
and Local Retirement System continued

Report from Executive Deputy Comptroller Colleen Gardner

Tax and Finance Wage Matches

Chapter 206 of the Laws of 2011, which Comptroller DiNapoli sponsored, enables NYSLRS to compare our retiree records
with wage information reported by public employers to the Department of Taxation and Finance. This data allows us to
identify retirees who are performing services for public employers and may be subject to earnings limitations. Over the last
fiscal year, our reviews of post-retirement employment uncovered $1,585,070 in benefit overpayments subject to recovery.

Communicating With Our Customers

By furnishing members with the information they need to help make sound decisions about their financial futures,
assisting retirees with questions about their benefits and helping employers with their retirement-related work,
we further Comptroller DiNapoli’s goal of providing exceptional service.

The customer service representatives in our Benefit Information Services Bureau are often the first point of contact
our customers have with NYSLRS. They are a key factor in achieving our customer service goals. During fiscal year 2017,
representatives:

e Answered 330,491 calls and responded to 35,933 emails;

e Assisted 40,773 customers at on-site consultations and 4,734 customers at off-site consultations;

e Delivered presentations to 18,914 members; and

e Assisted 22,225 customers at information tables.

With the security enhancements of Retirement Online, a special unit of staff was deployed to assist our customers with
signing up for an online account. For the first three months of 2017, Call Center staff helped 3,002 customers set up
their new Retirement Online accounts.

This year, to help alleviate the wait time to speak with a representative by phone, we added an auto-call back feature to
our automated phone system. This new service has been very popular with callers, since they now don’t have to wait on hold.

New Laws Enacted in the Past Year that Impact NYSLRS:

Military Credit Eligibility Expanded

Chapter 41 of the Laws of 2016 removes the requirement that military service must have been during specific periods of
hostilities in order for NYSLRS members to purchase service credit under Article 20 of the Retirement and Social Security
Law. Eligible NYSLRS members may buy up to three years of their military service as long as they have at least five years
of creditable service in NYSLRS (other than their military service), have been honorably discharged from active military
service, and have not received credit for this service in any other public retirement system in New York State.
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Overview of the New York State
and Local Retirement System continued

Report from Executive Deputy Comptroller Colleen Gardner

Notary Requirement Removed

Chapter 123 of the Laws of 2016 removes the requirement that ERS and PFRS membership applications be notarized.

Tier 5 Benefits Provided to PFRS Tier 3 Members

Chapter 263 of the Laws of 2016 allows certain PFRS members who joined NYSLRS on or after July 1, 2009 but before
January 10, 2010, to select Tier 5 benefits rather than Tier 3 benefits.

World Trade Center Notice Extended

Chapter 326 of the Laws of 2016 extends the deadline for filing a notice of participation in the World Trade Center
rescue, recovery or cleanup operation to September 11, 2018. Filing a notice preserves eligibility to apply for disability
and accidental death benefits.

Special Accidental Death Benefits Increased

Chapter 347 of the Laws of 2016 increases certain special accidental death benefits paid to widows, widowers or children
of police officers and firefighters killed in the line of duty.

Heart Disease Presumption Expanded

Chapter 437 of the Laws of 2016 provides Forest Rangers and Environmental Conservation Police Officers with the same
heart disease presumption benefit that is provided to other police officers.

The coming year promises to be an exciting one. Retirement Online will continue expanding its online, self-service
features for our members, retirees and beneficiaries; our employers will have the opportunity to use Retirement Online
tools that will make it easier for them to enroll new members, keep track of loan and service credit deductions, and

electronically report accurate and timely data.

All of us at NYSLRS are looking to the future with excitement. | look forward to telling you about our successes in 2018.
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By the Numbers

Members and Retirees

There are 1,104,779 participants in the System, including 652,324 members and 452,455 retirees and beneficiaries.

The number of retirees is increasing more quickly than members. For example, in 1997 retirees represented 33 percent of the
System’s participants. By fiscal year 2017, that number had increased to approximately 41 percent.

The value of the pension plan’s fiduciary net position at the end of the fiscal year was $197.60 billion.

Benefit payments continue to rise, reflecting improvements in final average salaries over the past decades, cost-of-living
adjustment (COLA) payments and benefit improvements enacted over the years.
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By the NumbEI’S continued

Retirees in New York State

Of the 452,455 retirees and beneficiaries in the System, 355,028 (78 percent) remain New York State residents. As such,
benefit payments surpassing $9.1 billion this year alone reach the State’s communities and businesses, representing a
significant stimulus to the State’s economy.

Benefit Payments by County

Less than $25 million

$25 — $74.9 million
= $75-$119.9 million
I = 5120 - $149.9 million
- = $150 million or more
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By the Numbers

continued

Annual Benefit Payments Within New York State

As of March 31, 2017.

County Recipients Annual Payments County Recipients Annual Payments
Albany 18,486 S 563,190,335 NY Military 10 S 97,954
Allegany 1,649 30,473,101 Oneida 9,753 224,903,669
Bronx 3,587 94,534,288 Onondaga 13,447 299,672,848
Broome 7,636 150,062,776 Ontario 3,403 70,421,100
Cattaraugus 3,349 66,716,375 Orange 8,930 234,444,244
Cayuga 3,111 69,038,376 Orleans 1,538 30,829,470
Chautauqua 4,710 92,599,035 Oswego 4,175 80,620,503
Chemung 3,589 82,432,131 Otsego 2,167 38,632,203
Chenango 2,038 36,627,604 Putnam 2,341 70,898,817
Clinton 4,196 103,513,914 Queens 6,095 181,144,988
Columbia 2,960 72,859,959 Rensselaer 8,775 248,777,691
Cortland 1,728 33,226,057 Richmond 2,444 76,868,180
Delaware 1,785 35,007,735 Rockland 6,775 201,070,750
Dutchess 9,489 262,040,526 Saratoga 10,370 290,226,277
Erie 29,794 742,071,449 Schenectady 8,197 229,324,750
Essex 1,942 39,629,683 Schoharie 1,540 34,536,365
Franklin 2,971 67,300,565 Schuyler 812 16,362,992
Fulton 2,112 42,014,105 Seneca 1,455 29,233,391
Genesee 2,243 48,058,859 St. Lawrence 5,100 113,384,089
Greene 2,421 59,132,123 Steuben 3,217 64,763,646
Hamilton 435 8,558,818 Suffolk 34,187 1,075,642,277
Herkimer 2,378 45,009,562 Sullivan 2,818 67,102,863
Jefferson 3,328 70,953,853 Tioga 1,556 27,772,445
Kings 5,703 164,720,716 Tompkins 2,711 55,353,459
Lewis 1,160 19,771,644 Ulster 5,764 132,017,564
Livingston 2,894 64,285,348 Warren 2,860 63,410,313
Madison 2,424 48,298,028 Washington 2,657 57,456,221
Monroe 16,424 357,123,243 Wayne 3,278 63,154,693
Montgomery 2,353 51,521,730 Westchester 15,528 474,315,207
Nassau 22,869 753,284,025 Wyoming 2,049 44,976,818
New York 4,420 138,912,686 Yates 785 14,924,760
Niagara 6,107 135,760,564 Total 355,028 $ 9,161,069,761

Note: The objective of this chart is to show the relative amounts paid to annuitants in the various locations within New York State. The numbers
do not match the figures in the basic financial statements because the financial statement figures represent the sum of all benefit payments
(including death benefits) made during the fiscal year, in accordance with Generally Accepted Accounting Principles (GAAP). The above numbers
represent the sum of the annual benefits payable to all annuitants actively collecting as of the end of the fiscal year. The latter numbers are easier

to organize by county than the former.
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By the Numbers

continued

Annual Benefit Payments Within the United States

As of March 31, 2017.

State Recipients Annual Payments State Recipients Annual Payments
Alabama 805 S 13,768,291 Nebraska 59 S 786,432
Alaska 55 1,005,460 Nevada 1,419 33,418,019
Arizona 2,782 56,903,322 New Hampshire 638 15,424,701
Arkansas 154 2,203,547 New Jersey 7,466 258,732,218
California 2,273 39,629,110 New Mexico 444 8,007,010
Colorado 832 15,791,445 New York 355,028 9,161,069,761
Connecticut 2,241 51,986,258 North Carolina 8,693 181,991,001
Delaware 757 18,994,688 North Dakota 23 341,456
Florida 36,544 830,805,911 Ohio 765 11,723,944
Georgia 3,727 73,763,185 Oklahoma 169 2,341,045
Guam 2 12,945 Oregon 289 4,880,114
Hawaii 111 2,140,742 Pennsylvania 4,576 99,421,626
Idaho 85 1,805,313 Puerto Rico 466 6,927,491
Illinois 367 5,906,749 Rhode Island 254 5,423,061
Indiana 273 4,332,102 South Carolina 5,620 128,637,411
lowa 76 1,080,617 South Dakota 70 1,456,618
Kansas 117 1,878,994 Tennessee 1,743 38,353,476
Kentucky 350 5,389,123 Texas 2,139 40,278,430
Louisiana 179 2,946,074 Utah 147 2,772,473
Maine 586 11,637,449 Vermont 588 11,700,021
Maryland 1,444 26,708,718 Virginia 3,699 72,663,810
Massachusetts 1,563 31,192,722 Washington 519 9,394,320
Michigan 356 5,133,145 Washington, D.C. 112 2,310,495
Minnesota 141 1,851,563 West Virginia 202 3,481,447
Mississippi 215 3,827,762 Wisconsin 163 2,573,347
Missouri 249 3,564,554 Wyoming 68 1,397,606
Montana 122 2,227,331 Total 451,765 $ 11,321,994,453

Annual Benefit Payments Outside the United States

As of March 31, 2017.

Total Recipients

690

Total Annual Payments

$ 10,821,849

Note: The objective of this chart is to show the relative amounts paid to annuitants within the United States and outside the United States.
The numbers do not match the figures in the basic financial statements because the financial statement figures represent the sum of all
benefit payments (including death benefits) made during the fiscal year, in accordance with Generally Accepted Accounting Principles (GAAP).
The above numbers represent the sum of the annual benefits payable to all annuitants actively collecting as of the end of the fiscal year. The latter

numbers are easier to organize by country and state than the former.
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Independent Auditors’ Report

KPMG

KPMG LLP
515 Broadway
Albany, NY 12207-2974

Independent Auditors’ Report

The Trustee
New York State and Local Retirement System:

Report on the Financial Statements

We have audited the accompanying combining statement of fiduciary net position of the New York State and
Local Retirement System (the System) as of March 31, 2017, the related combining statement of changes in
fiduciary net position for the year then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

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

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

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

Opinion
In our opinion, the financial statements referred to above present fairly in all material respects, the fiduciary net

position of the System as of March 31, 2017, and the changes in fiduciary net position for the year then ended,
in accordance with U.S. generally accepted accounting principles.

2017 Comprehensive Annual Financial Report | Financial 3 3




Independent Auditors’ Report continued

KPMG

Emphasis of Matter
Adoption of New Accounting Pronouncement

As discussed in note 2(g) to the basic financial statements, in 2017, the System adopted Governmental
Accounting Standards Board Statement No. 72, Fair Value Measurement and Application. Our opinion is not
modified with respect to this matter.

Other Matters
Required Supplementary Information

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

Other Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the System’s basic financial statements. The
accompanying other supplementary information as listed in the accompanying table of contents is presented for
purposes of additional analysis and is 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. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the other supplementary information is fairly stated in all material respects in relation to the basic financial
statements as a whole. The introduction, investment, actuarial, and statistical sections of this report have not
been subjected to the auditing procedures applied in the audit of the basic financial statements, and accordingly,
we express no opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated July 21, 2017 on our
consideration of the System’s internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing Standards in
considering the System’s internal control over financial reporting and compliance.

July 21, 2017
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Management’s Discussion and Analysis (Unaudited)

March 31, 2017

The following overview of the financial activity of the New York State and Local Retirement System (the System) for

the fiscal year ended March 31, 2017 is intended to provide the reader with an analysis of the System’s overall financial

position. The System is comprised of the New York State and Local Employees’ Retirement System (ERS) and the New York

State and Local Police and Fire Retirement System (PFRS). This management’s discussion and analysis should be read in

conjunction with the basic financial statements of the System, which follow.

Financial Highlights

The fiduciary net position of the System held in trust to pay pension benefits was $197.60 billion as of March 31, 2017.

This amount reflects an increase of $13.96 billion from the prior fiscal year. This change is primarily the result of the

net appreciation of the fair value of the investment portfolio. Investment appreciation (depreciation) for the fiscal years
ended March 31, 2017 and 2016 is $16.92 billion and $(3.93) billion, respectively.

The System’s investments reported a positive money-weighted rate of return, net of investment expense, of
11.40 percent for the fiscal year ended March 31, 2017 and a positive money-weighted rate of return, net of
investment expense, of 0.03 percent for the fiscal year ended March 31, 2016.

Retirement and death benefits paid during fiscal year 2017 to 452,455 annuitants totaled $11.45 billion, as
compared to $10.91 billion paid to 440,943 annuitants for fiscal year 2016. The increase is primarily due to the

number of new retirees.

Contributions from employers decreased to $4.79 billion for the fiscal year ended March 31, 2017, from $5.14 billion
for the fiscal year ended March 31, 2016. The decrease in contributions is attributable to lower billing rates.

The Net Pension Liability (NPL) for ERS was $9.40 billion for the measurement period ended March 31, 2017
as compared to $16.05 billion for the measurement period ended March 31, 2016. The fiduciary net position,
restricted for pension benefits as of March 31, 2017, was $168.00 billion, which represents 94.7 percent of the
calculated total pension liability for ERS. The NPL is allocated to participating employers and reported pursuant
to Governmental Accounting Standards Board (GASB) Statements 67 and 68.

The NPL for the PFRS was $2.07 billion for the measurement period ended March 31, 2017 as compared to $2.96 billion
for the measurement period ended March 31, 2016. The fiduciary net position restricted for pension benefits as of
March 31, 2017, was $29.60 billion, which represents 93.5 percent of the calculated total pension liability for the PFRS.
The NPL is allocated to participating employers and reported pursuant to GASB Statements 67 and 68.
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Management’s Discussion and Analysis (Unaudited) contines

Overview of the Financial Statements

The financial statements consist of the combining basic statement of fiduciary net position, the combining basic statement of
changes in fiduciary net position, and the notes to the basic financial statements. The required supplementary information
that appears after the notes to the basic financial statements is not a required part of the basic financial statements, but is
supplementary information required by the GASB. The other supplementary information following the required supplementary
information is not required, but management has chosen to include such information to increase transparency.

The combining basic statement of fiduciary net position reflects the resources available to pay members, retirees and
beneficiaries at the close of the System’s fiscal year. This statement also provides information about the fair value and

composition of the System’s net position.

The combining basic statement of changes in fiduciary net position presents the changes to the System’s net position for
the fiscal year, including net investment income (loss), which includes net appreciation (depreciation) in fair value of the
investment portfolio, and contributions from members and employers. Benefits and administrative expenses paid by the
System are included under the deductions section of the statement.

The notes to the financial statements are an integral part of the basic financial statements and provide additional information
about the plans, policies, and performance of the System. The financial statement notes include Description of Plans, Summary
of Significant Accounting Policies, System Reserves, Investments, Deposit and Investment Risk Disclosure, Derivatives,
Securities Lending Program, Fair Value Measurement, Net Pension Liability of Participating Employers, Federal Income Tax

Status, Commitments, and Contingencies.

The required supplementary schedules include: Schedule of Changes in the Employers’ Net Pension Liability and Related
Ratios, Schedule of Employer Contributions and Schedule of Investment Returns.

The additional supplementary information includes: Schedule of Administrative Expenses, Schedule of Investment Expenses,

and Schedule of Consulting Fees.
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Management’s Discussion and Analysis (Unaudited) ontines

Analysis of the Overall Financial Position of the System

The purpose of the System’s investments is to provide for long-term growth, while also ensuring a reliable cash flow
that meets the funding requirements of the near-term pension obligation. To achieve these goals, the investments are
allocated to a variety of asset types and strategies in order to meet the current funding needs as well as future growth
requirements of the pension liability. Equity-related investments are included for their long-term return and growth
characteristics. While a majority of fixed income and debt-related investments are generally included in the allocation
for their ability to control investment risk and provide for a reliable cash flow that meets the funding requirements
of the pension payments, a portion is strategically invested in more actively traded markets. It is important to note that
the change from year to year is due not only to changes in fair values but also to purchases, sales, and redemptions.
Tables 1, 2, and 3 summarize and compare financial data for the current and prior years.

Table 1

Summary schedule of fiduciary net position as of March 31, 2017, as compared to March 31, 2016:

(Dollars in Thousands)

Percentage
2016 Dollar Change Change
Assets:
Investments S 192,410,603 S 178,639,701 S 13,770,902) 7.7%
Securities lending collateral — invested 4,793,249 11,732,966 (6,939,717) (59.1)
Receivables and other assets 6,219,937 6,484,158 (264,221) &)
Total assets 203,423,789 196,856,825 6,566,964 3.3

Net position, restricted for pension benefits

The fiduciary net position of the System totaled $197.60 billion as of March 31, 2017, an increase of $13.96 billion from
the prior fiscal year, primarily attributable to the net appreciation of invested assets.

197,602,193

183,640,205

$

13,961,988
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Liabilities:

Securities lending obligations 4,801,017 11,741,243 (6,940,226) (59.1)
Payables and other liabilities 1,020,579 1,475,377 (454,798) (30.8)
Total liabilities 5,821,596 13,216,620 (7,395,024) (56.0)
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Table 2
Schedule of invested assets as of March 31, 2017, as compared to March 31, 2016:

(Dollars in Thousands)

Percentage Change
2016 Dollar Change

Domestic equity S 69,851,696 S 61,544,070 S 8,307,626 13.5%
Global fixed income 44,002,645 44,661,200 (658,555) (1.5)
International equity 33,836,667 29,211,336 4,625,331 15.8
Private equity 15,348,492 13,961,373 1,387,119 9.9
Real estate 12,937,452 12,639,723 297,729 2.4
Absolute return strategy investments 7,523,769 8,029,411 (505,642) (6.3)
Short-term investments 5,653,335 5,578,801 74,534 1.3
Opportunistic funds 2,065,686 1,719,316 346,370 20.1
Mortgage loans 800,287 796,403 3,884 0.5
Real assets 390,574 498,068 (107,494) (21.6)
Total investments $ 192,410,603 $ 178,639,701 $ 13,770,902 7.7%

The largest percentage increases to the invested assets were in the domestic and international equity portfolios and
in opportunistic funds, which represent 36.3 percent, 17.6 percent, and 1.1 percent of the total portfolio, respectively.
The equity portfolios increased largely due to positive performance. In opportunistic funds, the growth largely reflected
new allocations to bring the portfolio closer to its targeted asset allocation. The Fund continued to add capital to its real
assets portfolio to fulfill the targeted asset allocation. However, the asset temporarily decreased due to a redemption
of one manager. The decrease in absolute return strategies reflects the Fund’s reduced allocation to this asset class.
Absolute return strategy investments include equity-oriented long-only global funds of $2.1 billion. Though these funds
are in an absolute return strategy vehicle, the underlying assets are long-only equity positions.

3 8 Financial | New York State and Local Retirement System



Management’s Discussion and Analysis (Unaudited) ontines

Table 3

Summary schedule of changes in fiduciary net position for the year ended March 31, 2017, as compared to the year

ended March 31, 2016:

Percentage
2016 Dollar Change Change
Additions:
Net investment income (loss) S 20,225,244 S (384,834) $ 20,610,078 5,355.6%
Total contributions 5,352,191 5,779,715 (427,524) (7.4)
Total additions 25,577,435 5,394,881 20,182,554 374.1

Net increase (decrease)

Net position, restricted for pension benefits — beginning of year

Net position, restricted for pension benefits — end of year

(Dollars in Thousands)

$

13,961,988
183,640,205
197,602,193

$

(5,772,211)
189,412,416
183,640,205

19,734,199
(5,772,211)
$ 13,961,988

Total benefits paid (11,508,313) (11,060,472) (447,841) 4.0
Administrative expenses (107,134) (106,620) (514) 0.5
Total deductions (11,615,447) (11,167,092) (448,355) 4.0

The change in net investment income (loss) is primarily attributable to the net appreciation in fair value of investments
from 2016 to 2017. This is reflected in the change in the money-weighted rate of return, net of investment expense,
from 0.03 percent in 2016 to 11.40 percent in 2017. The decrease in total contributions is attributable to the change in
employer billing rates.

Economic Factors and Rates of Return

The Fund announced positive investment performance for the fiscal year ended March 31, 2017, with a time-weighted
rate of return of 11.48 percent, a strong increase which reflected the strength of the global equity markets in the second
half of the year. Both U.S. and international equity portfolios performed exceptionally well as global growth picked up
pace. The Fund’s alternative portfolios also added to performance, all having a positive year. Finally, despite talk of
higher inflation and raising rates, the Fund’s fixed income had a modestly positive year as well. General market volatility
remained subdued and the Fund is closely monitoring this complacency in the market. This was the eighth consecutive
year of positive performance for the Fund following the fiscal crisis of 2008.

Requests for Information

This financial report is designed to provide a general overview of the System’s finances for all interested parties. Questions
concerning any of the information provided in this report or requests for additional financial information should be addressed
to the New York State and Local Retirement System, 110 State Street, Albany, New York 12244-0001. The report can also be
accessed on the Comptroller’s website at Wwww.osc.state.ny.us/retire/about_us/financial_statements_index.phg.
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Basic Financial Statements

Combining Basic Statement of Fiduciary Net Position

March 31, 2017

(Dollars in Thousands)

Employees’ Police and Fire

Retirement System Retirement System

Assets:
Investments (notes 2(b), 4, 5, and 8):
Domestic equity $ 59,321,566 $ 10,530,130 S 69,851,696
Global fixed income 37,369,255 6,633,390 44,002,645
International equity 28,735,796 5,100,871 33,836,667
Private equity 13,034,710 2,313,782 15,348,492
Real estate 10,987,134 1,950,318 12,937,452
Absolute return strategy investments 6,389,562 1,134,207 7,523,769
Short-term investments 4,801,096 852,239 5,653,335
Opportunistic funds 1,754,284 311,402 2,065,686
Mortgage loans 679,644 120,643 800,287
Real assets 331,695 58,879 390,574
Total investments 163,404,742 29,005,861 192,410,603
Securities lending collateral — invested (notes 7 and 8) 4,070,668 722,581 4,793,249
Forward foreign exchange contracts (notes 6 and 8) 94,132 16,709 110,841
Receivables:
Employers’ contributions 3,342,802 455,936 3,798,738
Members’ contributions 3,929 135 4,064
Member loans 1,057,543 3,179 1,060,722
Investment income 341,055 60,540 401,595
Investment sales 235,768 41,851 277,619
Other 180,830 128,331 309,161
Total receivables 5,161,927 689,972 5,851,899
Capital assets, at cost, net of accumulated depreciation 218,425 38,772 257,197
Total assets 172,949,894 30,473,895 203,423,789
Securities lending obligations (notes 7 and 8) 4,077,265 723,752 4,801,017
Forward foreign exchange contracts (notes 6 and 8) 93,873 16,663 110,536
Accounts payable — investments 434,020 77,043 511,063
Benefits payable 186,005 36,289 222,294
Other liabilities 154,368 22,318 176,686
Total liabilities 4,945,531 876,065 5,821,596

Net position, restricted for pension benefits

ISee accompanying notes to financial statementsl
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Basic Financial Statements

continued

Combining Basic Statement of Changes in Fiduciary Net Position

Year Ended March 31, 2017

(Dollars in Thousands)

Police and Fire
Retirement System

Employees’
Retirement System

Additions:

Net increase

Net position, restricted for pension benefits — beginning of year

Net position, restricted for pension benefits — end of year

Bee accompanying notes to financial statements|
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11,751,098
156,253,265

168,004,363

2,210,890
27,386,940

29,597,830

Income from investing activities:
Net appreciation in fair value of investments 14,387,065 S 2,536,138 $ 16,923,203
Interest income 1,147,400 202,258 1,349,658
Dividend income 1,370,368 241,561 1,611,929
Other income 806,758 142,210 948,968
Less investment expenses (565,294) (99,647) (664,941)
Total income from investing activities 17,146,297 3,022,520 20,168,817
Income from securities lending activities:
Securities lending income 63,274 11,154 74,428
Securities lending rebates (10,031) (1,768) (11,799)
Less securities lending management fees (5,273) (929) (6,202)
Total income from securities lending activities 47,970 8,457 56,427
Total net investment income 17,194,267 3,030,977 20,225,244
Contributions:
Employers 3,949,710 837,253 4,786,963
Members 306,218 22,609 328,827
Interest on accounts receivable 123,184 17,068 140,252
Other 77,195 18,954 96,149
Total contributions 4,456,307 895,884 5,352,191
Total additions 21,650,574 3,926,861 25,577,435
Benefits paid:
Retirement benefits (9,532,296) (1,700,236) (11,232,532)
Death benefits (207,976) (8,174) (216,150)
Other, net (65,261) 5,630 (59,631)
Total benefits paid (9,805,533) (1,702,780) (11,508,313)
Administrative expenses (93,943) (13,191) (107,134)
Total deductions (9,899,476) (1,715,971) (11,615,447)

13,961,988
183,640,205

197,602,193
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Basic Financial Statements

continued

Notes to Financial Statements

March 31, 2017

1. Description of Plans

The Office of the New York State Comptroller administers the following plans: the New York State and Local Employees’
Retirement System (ERS) and the New York State and Local Police and Fire Retirement System (PFRS), which are
collectively referred to as the New York State and Local Retirement System (the System). The net position of the
System is held in the New York State Common Retirement Fund (the Fund), which was established to hold all assets
and record changes in fiduciary net position allocated to the System.

The Comptroller of the State of New York serves as the trustee of the Fund and is the administrative head of the
System. The Comptroller is an elected official determined in a direct statewide election and serves a four-year term.
Thomas P. DiNapoli has served as Comptroller since February 7, 2007. In November 2014, he was elected for a new
term commencing January 1, 2015. System benefits are established under the provisions of the New York State
Retirement and Social Security Law (RSSL). Once a public employer elects to participate in the System, the election is
irrevocable. The New York State Constitution provides that pension membership is a contractual relationship and plan
benefits cannot be diminished or impaired. Benefits can be changed for future members only by enactment of a State
statute. Generally, members of the System are employees of the State and its municipalities, other than New York City.

ERS and PFRS are cost-sharing, multiple-employer, defined benefit pension plans. The System is included in the State’s
financial report as a pension trust fund. The Public Employees’ Group Life Insurance Plan (GLIP) provides death benefits
in the form of life insurance. In these statements, GLIP amounts are apportioned to and included in ERS and PFRS.

As of March 31, 2017, the number of participating employers for ERS and PFRS consisted of the following:

|

State 1

Counties 57 4
Cities 61 61
Towns 913 207
Villages 485 375
Other 798 39
School districts 698 -
Total 3,013 687

As of March 31, 2017, the System membership for ERS and PFRS consisted of the following:

Retirees and beneficiaries currently receiving benefits 417,499 34,956
Active members 496,441 32,332
Inactive members* 120,702 2,849
Total members and benefit recipients 1,034,642 70,137

* Includes vested members not currently receiving benefits and nonvested members.
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Basic Financial Statements continued

Notes to Financial Statements

(a) Membership Tiers

Pension legislation enacted in 1973, 1976, 1983, 2009 and 2012 established distinct classes of membership.
For convenience, the System uses a tier concept to distinguish these groups, generally:

ERS

Tier 1

Tier 2

Tier 3

Tier 4

Tier 5

Tier 6

PFRS

Tier 1

Tier 2

Tier 3

Tier 4

Tier 5

Tier 6

Those persons who last became members before July 1, 1973.
Those persons who last became members on or after July 1, 1973, but before July 27, 1976.

Generally, those persons who are State correction officers who last became members on or after July 27,
1976, but before January 1, 2010, and all others who last became members on or after July 27, 1976, but
before September 1, 1983.

Generally, except for correction officers, those persons who last became members on or after September 1,
1983, but before January 1, 2010.

Those persons who last became members on or after January 1, 2010, but before April 1, 2012.

Those persons who first became members on or after April 1, 2012.

Those persons who last became members before July 31, 1973.

Those persons who last became members on or after July 31, 1973, but before July 1, 2009.
Those persons who last became members on or after July 1, 2009, but before January 9, 2010.
N/A

Those persons who last became members on or after January 9, 2010, but before April 1, 2012, or who
were previously PFRS Tier 3 members who elected to become Tier 5.

Those persons who first became members on or after April 1, 2012.
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(b)

(c)

(d)

44

Notes to Financial Statements

Vesting

Members who joined the System prior to January 1, 2010 need five years of service credit to be 100 percent
vested. Members who joined on or after January 1, 2010 (ERS) or January 9, 2010 (PFRS) require ten years of
service credit to be 100 percent vested.

Employer Contributions

Participating employers are required under the RSSL to contribute to the System at an actuarially determined rate
adopted annually by the Comptroller. The average contribution rate for ERS for the fiscal year ended March 31,
2017 was approximately 15.5 percent of payroll. The average contribution rate for PFRS for the fiscal year ended
March 31, 2017 was approximately 24.3 percent of payroll. Delinquent annual bills for employer contributions
accrue interest at the actuarial interest rate applicable during the year. For the fiscal year ended March 31, 2017,

the applicable interest rate was 7 percent.

Member Contributions

Generally, Tier 3, 4, and 5 members must contribute 3 percent of their salary to the System. As a result of Article
19 of the RSSL, eligible Tier 3 and 4 employees, with a membership date on or after July 27, 1976, who have ten or
more years of membership or credited service with the System, are not required to contribute. Members cannot
be required to begin making contributions or to make increased contributions beyond what was required when
membership began. For Tier 6 members, the contribution rate varies from 3 percent to 6 percent depending on
salary. Generally, Tier 5 and 6 members are required to contribute for all years of service.
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Notes to Financial Statements

(e) Benefits

Tiers 1 and 2

Eligibility: Tier 1 members, with the exception of those retiring under special retirement plans, must be at least age
55 to be eligible to collect a retirement benefit. There is no minimum service requirement for Tier 1 members. Tier 2
members, with the exception of those retiring under special retirement plans, must have five years of service and be
at least age 55 to be eligible to collect a retirement benefit. The age at which full benefits may be collected for Tier
1is 55, and the full benefit age for Tier 2 is 62.

Benefit Calculation: Generally, the benefit is 1.67 percent of final average salary for each year of service if the
member retires with less than 20 years. If the member retires with 20 or more years of service, the benefit is
2 percent of final average salary for each year of service. Tier 2 members with five or more years of service can
retire as early as age 55 with reduced benefits. Tier 2 members age 55 or older with 30 or more years of service
can retire with no reduction in benefits. As a result of Article 19 of the RSSL, Tier 1 and Tier 2 members who
worked continuously from April 1, 1999 through October 1, 2000 received an additional month of service credit
for each year of credited service they have at retirement, up to a maximum of 24 additional months.

Final average salary is the average of the wages earned in the three highest consecutive years of employment.
For Tier 1 members who joined on or after June 17, 1971, each year’s compensation used in the final average salary
calculation is limited to no more than 20 percent greater than the previous year. For Tier 2 members, each year of
final average salary is limited to no more than 20 percent greater than the average of the previous two years.

Tiers 3, 4, and 5

Eligibility: Tier 3 and 4 members, with the exception of those retiring under special retirement plans, must have
five years of service and be at least age 55 to be eligible to collect a retirement benefit. Tier 5 members, with the
exception of those retiring under special retirement plans, must have ten years of service and be at least age 55
to be eligible to collect a retirement benefit. The full benefit a