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Employees' Retirement System 

Mission Statement 

The System is committed to protecting and prudently investing member assets and 
providing accurate and timely retirement benefits with quality service to members and 
beneficiaries. 

Standards of Conduct 

As Trustees and Staff, we are committed to: 

Safeguard the members' assets. 

Strive for continuous improvement. 

Maintain confidentiality as appropriate. 

Effectively communicate accurate information. 

Provide accountable and proactive leadership. 

Conduct all business in a fair and respectful manner. 

Foster an atmosphere of cooperation and teamwork. 

Value members as clients and advocate on their behalf. 

Comply with the System's plan provisions, policies and guidelines. 

Work efficiently, simplify procedures, and minimize bureaucratic hurdles. 

Form alliances and partnerships to benefit the membership and the System. 

We expect all who interact with us to adhere to these standards of conduct. 

Approved by the Board of Trustees February 21, 2002 
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CITY OF BALTIMORE 

STEPHANIE RAWLINGS-BLAKE, Mayor 

The Board of Trustees and 
Members of the Employees' Retirement System 
Baltimore, Maryland 

EMPLOYEES' RETIREMENT SYSTEM and 
ELECTED OFFICIALS' RETIREMENT SYSTEM 

ROSELYN H. SPENCER, Executive Director 
7 E. Redwood Street 
12th and 13th Floors 
Baltimore, Maryland 21202 

December 31, 2014 

I am pleased to present the Comprehensive Annual Financial Report (CAFR) of the Employees' Retirement 
System of the City of Baltimore, Maryland (ERS, System, and Plan) a component unit of the City of 
Baltimore, Maryland (City) for fiscal year ended June 30, 2014. The System's administration is responsible 
for the accuracy of the data and the completeness of the presentation, including all disclosures. We believe 
the enclosed data is accurate in all material respects and is reported in a manner designed to present fairly 
the financial position and results of the System's operations. 

For financial reporting purposes, the System utilizes accounting principles generally accepted in the United 
States, which requires that management provide a narrative introduction, overview and analysis of the 
financial statements of the System in the form of a Management Discussion and Analysis (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 immediately following the Independent Auditor's Report in the Financial Section. 

Profile of the Plan 

The ERS is a defined benefit contributory plan established January 1, 1926 by legislation, for eligible 
members who are employed in the general administrative service of the City and for certain non-teacher 
employees of the Baltimore City Public School System. All System-related administrative and benefit 
provisions are established by City Ordinance, as contained in Article 22 of the Baltimore City Code, and may 
be amended only by the Mayor and City Council. A summary of Plan provisions is presented on pages 70 
through 78. The number of active, retired and deferred members, as well as beneficiaries of the Plan can 
be found in the Notes to Basic Financial Statements on page 25. 

Major Initiatives 

There were two key initiatives during the _fiscal year: The implementation of pension reform mandates tq 
the ERS plan as a result of the Mayor's Ten-year Financial Plan Study, in 2012, and technology 
developments. 

Legislative Mandates: Pension reforms initiated in fiscal year 2014 called for Class C members to begin 
making contributions starting at 1.0% of pay to cap at 5.0% of pay in fiscal year 2018. After the first full 
year of processing employee contributions, the City is realizing cost savings as intended, to offset some 
of its cosUobligation to the Plan. Employee contributions for fiscal year 2015 are no.w at 2.0% of pay. 
Savings to the City as a result of employee contributions is discussed further in the Actuarial Section of 
this report. . · 

A second pension reform mandate under City Council Ordinance 14-216 enacted May 2014, established 
the City of Baltimore Employees' Retirement Savings Plan (RSP), a Section 401(a) type defined 
contribution plan for new and rehired civilian employees and certain non-teacher members of the 
Baltimore City School System. Provisions of the Ordinance included: closing the ERS Class C plan to 
new members at the end of the 2013 fiscal year, and making available the RSP. Under the RSP, new 
and returning civilian employees hired on and after July 1, 2014 will have to choose between two options: 
the hybrid option as both an ERS Class D member and a RSP member, or participate only in the RSP, 
(the "non-hybrid" option). 

{i Printed on recycled paper with enl ronmentally friendly soy based ink. 



Both plan options require a 5.0% employee contribution. The ERS Board of Trustees has oversight 
responsibility for the ERS Class D, while the RSP Board of Trustees has oversight responsibility for the 
RSP. Under Class D, members will receive similar benefits as Class C members, except for a lower 
benefits formula. As a complement for the lower benefit formula, the City will contribute 3.0% of pay into 
the RSP account on behalf of each Class D member. Vesting for Classes C and D members is ten years 
of service, while vesting for the RSP contributions is five years of service. 

Tec_hnology: After the first full year of using PensionPro, the ERS's new proprietary web-based Benefits 
Administration System (BAS), we are very proud to report significant improvements in our operations for 
records management and benefit processing. Developed by the Pension Technology Group (PTG) of 
Boston, MA, the application replaced a 35-plus year old COBOL syste·m that had fallen short of the ERS 
needs, expectations and requirements. 

One key feature is the system's capability to electronically capture members' data from various payroll 
sources, edit the data, and automatically update members' information. This feature has automated the 
retirement process, and allows for processing retirement benefits with greater accuracy and withiri a short 
turn-around period. A second feature worth noting is_ the system's advanced data backup 
capability. Because it is a cloud-based system, it can be accessed remotely and facilitate work continuity 
in case of a major disaster or office dislocation. 

For improving member communication, a Member's Self-Service, (MSS), web portal will be available on 
the ERS web site in January 2015. The MSS portal requires internet access to view certain member 
information, process retirement benefit estimates, and provide access to view and download an annual 
membership statement. This is an important improvement for providing members with up-to-date access 
to their pension information on their personal computers. The next phase for web development is 
programming for the hybrid -"Class D" plan. 

Financial and Economic Summary 

I am happy to report strong performance for ERS, at 16.2% on its investments for the fiscal year ending 
June 30, 2014. This is more than double the required 7.75% actuarial assumed rate of return. It is also 
evidence of the strong macro-economic events that kept the United States (U.S.) economy growing, 
almost obliviously to other global factors. Unfavorable news from international markets created some 
volatility in the financial markets, but had minimal short-term effect. Improvement in macro-economic
driven events in the U.S., such as the 3.9% annualized growth in GOP during the third calendar quarter of 
2014: low inflation, robust corporate balance sheets, and solid job growth were contributors. As further 
confirmation of a healthy economy, the Federal Reserve Bank called for an end to its Quantitative Easing 
(QE3) policy of bond buying back. As expected, there was some anxiety over interest rates going up. 

Also causing volatility and slowdown in the international markets was the call for more rounds of 
economic stimulus by central banks officials in Europe and Asia, in order to boost their economies. Their 
actions were precipitated by bank stress test failures in some European Union countries, recession in 
other European countries, high inflation, and slowing economic growth in emerging markets. Current ERS 
asset allocation is favorable to investment in the U.S., which is largely responsible for the outperformance. 
Allocation to International equities contributed, but just slightly, due to the weak economic data reports. 
We expect that the international markets will improve as economic stimulus and other policies take effect. 

Investment Summary 

As provided in plan provisions, the Board of Trustees (Board) is responsible for investment of the 
System's assets in accordance with their approved asset allocation. Other duties of the Board include: 
establishing reasonable investment objectives and policy guidelines, selecting investment managers and 
evaluating performance results to assure adherence to guidelines, and achievement of the System's 
objectives. The Board has a fiduciary duty to exercise its investment authority prudently and solely in the 
interest of the System's participants and beneficiaries. The Board also seeks to safeguard the assets of 
the System by implementing proper risk mitigation strategies, and by broadly diversifying the assets. 
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During the fiscal year, the Board made no major shift in asset allocation, choosing to instead closely 
monitor performance, and rebalanced as necessary to maintain close to target allocations. 

The System's investment objective is to earn or exceed the 7.75% actuarial rate of return; or to 
outperform its policy benchmark of 15.3%. Returns of 16.2% on investments for the fiscal year easily 
accomplished both objectives, and exceeded the prior year's return by 3.0%. It also ranked ERS in the 
top tier of its peer group universe. Total net assets grew by 13.2% to $175 million for the fiscal year. 
Outperformance in alternative investments such as private equity and hedge funds were largely 
responsible for the investment gains. Long-term, three and five year annualized returns of 10.3% and 
12.5% respectively are strong and a confirmation that losses from the fiscal year 2008-09 market 
downturns are now fully absorbed. 

The Board utilizes external portfolio managers in active and passive strategies. Portfolio managers are 
monitored and evaluated monthly and annually by the Board and its Investment consultant. The consultant 
provides the Board with monthly and annual evaluation reports. A summary of their annual analysis and 
the target asset allocation is found on pages 51 to 52 in the Investment Section of this report. Please refer 
to the MD&A for more investment and financial analysis. 

Actuarial and Funding Results 

The Net Pension Liability (NPL) is provided on page 35. It is the difference between the Total Pension 
Liabilities (TPL) less the Plan Fiduciary Net Position (FNP). An actuarial valuation report is prepared 
annually by the Board's Actuary to determine appropriate assumptions and funding requirements. As of 
June 30, 2014, the System's actuarial value of assets grew to $1,540 million or a 5.07% increase over the 
2013 value of assets. This was however, insufficient to offset the accrued liability of $2,210 million in 2014. 

For funding purposes, the investment return actuarial assumption is 7.75% for active members and 6.55% 
for retired members. There were no actuarial assumption changes during the year. FNP which consists of 
contributions and investment income exceeded the fund's cost resulting in a decrease in the NPL by $116 
million. A decline in the unfunded actuarial liability by 2.3% to $670 million resulted in FNP, on a fair value 
of asset basis, being 68.0% of the TPL. As of June 30, 2014, NPL is at $711 million, down from $828 
million in 2013. Normal cost, which is the cost for purchasing pension years of service, is reduced from 
6.75% to 6.51%. The fixed 20 year amortization funding policy approved by the Board is now in the third 
year, with 17 years of amortization periods remaining. All data related to GASB 67 is provided in the 
required supplement section and in the financial notes. 

The required employer contribution was also determined actuarially, based on prior years' experience and 
results of the recently adopted changes such as member contributions. We should note that after 
recognition of employee contributions 'of 1.0% for one year, credit recognition should have been made to 
the City's 2013 funding requirements of $97.1 million that was provided in the 2013 Actuarial Valuation 
Report. The City paid the full required contribution in July of 2014, prior to an adjustment being made. To 
adjust for the excess overpayment plus credit for employee contributions, the City's net recommended 
contribution for fiscal year ending 2015 should have been $87 million. After further adjustment for 
employee contributions of 2.0%, and other expected contributions, the recommended net lump sum cost 
to the City is further reduced by 11.1% from $87.0 million in 2015 to $77.0 million for 2016. Overall, this 
represents a reduction in lump sum cost from 22.11% to 19.21% of covered payroll in 2016. 

Accounting Systems and Internal Control 

This report has been prepared in accordance with the principles of governmental accounting and 
reporting promulgated by GASB. The accrual basis of accounting is used to record assets and liabilities, 
and revenues and expenses. Revenues for the ERS are recorded when earned regardless of the date of 
collection, and expenses are recorded when liabilities are incurred regardless of when payment is made. 

The System's administration assumes full responsibility for establishing and maintaining adequate internal 
controls and for the financial information contained in this report. Proper internal accounting and control 
exists to provide reasonable, but not absolute, assurance regarding the security of assets and the fair 
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presentation of the financial statements and supporting schedules. Documented procedures, use of 
control cycles of work duties and other internal control policies are available for major job functions and 
operating processes. They are implemented thoughtfully and consistently. Management also understands 
that in executing reasonable assurance of an internal control framework, the cost of control should not 
exceed the anticipated benefits, and that the reasonable cost benefit framework requires management to 
make some estimates and or justifications. 

Other Information 

Independent Auditor: The Baltimore City Code requires that the City's Board of Estimates select an 
independent auditor for the Retirement System, and that the auditor report findings annually to the Board of 
Estimates and to the Board of Trustees. The Board of Estimates elected to have CliftonLarsonAIIen render 
an opinion as to the fairness of the System's financial statements. The auditor's report is contained in the 
Financial Section of this report. 

Professional Services: The Board appoints consultants and investment managers, subject to approval by 
the City's Board of Estimates. These professionals are chosen based on their ability to provide services that 
are essential to the effective and efficient operation of the System. Trustees are also required to monitor 
and terminate investment managers as necessary for underperformance, or for other material reasons as 
determined by the Board. All of the professionals that provide services to the Board are listed on pages 13 
and 56 through 57 in the Introductory and Investment Sections of this Report. 

Awards and Acknowledgements 

It is gratifying to see that the ERS was awarded a Certificate of Achievement for Excellence in Financial 
Reporting by the Government Finance Officers Association of the United States and Canada (GFOA) for its 
Comprehensive Annual Financial Report for the fiscal year ended June 30, 2013. This was the 31st 
consecutive year (fiscal years 1983-2013) that the ERS has received this prestigious award. A Certificate of 
Achievement is valid for a period of one year only. We believe that our current annual financial report 
continues to meet the Certificate of Achievement Program's requirements, and we are submitting it to the 
GFOA to determine its eligibility for another certificate. 

This annual report is intended to provide complete and reliable information as a basis for making 
management decisions, and as a means of determining compliance with legal provisions. It was prepared 
by the System's accounting and administrative staffs, with contributions from our investment consultant 
Marquette Associates, Inc., and actuary, Cheiron, Inc. I would like to thank both staff and professional 
partners for their many contributions. 

I would also like to express my gratitude to the Board for their numerous contributions in overseeing the 
management of the System. Copies of this report will be submitted to the Elected City Officials, City Agency 
Heads and other interested parties. It will also be available on the ERS website located at www.bcers.org. 

Respectfully submitted, 

{;f,.~t,.r/1~~ 
Roselyn H. Spencer 
Executive Director & Chief Investment Officer 
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CITY OF BALTIMORE 
STEPHANIE RAWLINGS-BLAKE, Mayor 

To: All Members, Retirees, and Beneficiaries of the 
City of Baltimore Employees' Retirement System (ERS) 

EMPLOYEES' RETIREMENT SYSTEM and 
ELECTED OFFICIALS' RETIREMENT SYSTEM 

ROSELYN H. SPENCER, Executive Director 
7 E. Redwood Street 
12th and 13th Floors 
Baltimore, Maryland 21202 

December 3 1, 20 14 

Last year I reported that ERS earned an impressive double digit return on its investment. I am 
proud to report that we have done it again. ERS investments returned an impressive 16.2% for the fiscal 
year, outperforming our policy benchmark and ranking high among other similar sized pension funds. 
Strong market conditions and judicious monitoring of the Fund's broadly diversified asset allocation 
contributed to this performance. 

I would like to report on the progress of some of the significant events during the year: 

The implementation of PensionPro, ERS's new web-based Benefit Administration System (BAS), 
is now complete and is in full operation. One of the key features of the BAS is the data collection and 
storage capability. The BAS can electronically capture employee data from various payroll sources: edit 
the data, and automatically update the employee's information. The benefit to you is that when you are 
ready to retire, the process is efficient by minimizing delays due to incomplete data. 

Another exciting feature is the Member Self-Service (MSS), portal that will be activated on the 
ERS website in January 2015. The portal will allow active ERS members to execute retirement benefit 
estimates and download their annual membership statement at their convenience from their personal 
computer. The Board and staff are very excited about the MSS portal and encourage your feedback. 

We have completed the first full year of employee contributions as a result of pension reform. 
Employee contributions started at 1.0% in 2013, and will continue each year, to cap at 5% in 2017. The 
contributions are necessary to share the pension cost which was going up each year, and to sustain the 
System. Thanks to your contributions and strong investment earnings, the City's required contributions to 
the ERS are reduced for fiscal year 2016. 

Eligible retirees will receive their annual increases in January 2015. It is currently 1.5% for retired 
members under age 64 and 2% for retired members age 65 and over. 

We experienced some recent changes to the Board with Ernie Glinka leaving. Prior to serving on 
the Board, Ernie served as the Administrator for the three City pension funds: Employees' and Elected 
Officials' Retirement Systems and the Fire and Police Employees' Retirement System. Ernie served as 
Trustee Representative for retired members for nearly 15 years. His extensive experience and valuable 
contributions will be greatly missed. I would like to thank Ernie for his friendship and dedicated service to 
the City and the Retirement Systems. 

We also welcomed Rosemary Atkinson who was elected to complete Ernie's term as the Trustee 
Representative for retired members. Rosemary ran unopposed and was therefore declared as the winner 
of the election. 

This has been a banner year for the ERS and I attribute it to the hard work and commitment from 
my fellow Trustees and a very dedicated staff. I am extremely grateful for their commitment and service. 

Sincerely, 

oan M. Pratt, CPA 
Chair, Board of Trustees 
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Employees' Retirement System 
City of Baltimore, Maryland 
BOARD OF TRUSTEES 

Joan M. Pratt, CPA 
Chair 

Ex-officio 
Comptroller of the City of Baltimore, Maryland 

Deborah F. Moore-Carter 
Vice Chair 

Term expires December 31,2015 
Mrs. Moore-Carter is the Labor Commissioner for the City of Baltimore. 
She was elected by the active membership to serve a four-year term. 

Doris Y. Brightful 
Term expires December 31,2015 

Ms. Brightful is a retired Community Health Nurse II from the Health Department. 
She was appointed by the Mayor. 

Dorothy L. Bryant 
Term expires December 31,2015 

Ms. Bryant is a Phlebotomist with the City of Baltimore Health Department. 
She was elected by the active membership to serve a four-year term. 

Thomas B. Corey 
Term expires December 31,2017 

Mr. Corey is the Chief of the 
City of Baltimore's Minority and Women's Business Opportunity Office in the Law Department. 

He replaced Brenda Clayburn who died January 2013. 
He was elected by the active membership to serve the remainder of the term 

expiring December 31, 2013, and a consecutive four year term 
expiring December 31, 2017. 

Rosemary H. Atkinson 
Term expires December 31,2015 

Mrs. Atkinson is a retired Neighborhood Service Center Director of the City of Baltimore. 
She was elected by the retired membership. 

Jerome Sanders 
Term expires December 31,2015 

Mr. Sanders is President of LVI Power, LLC 
He was appointed by the Mayor 

Both appointed and elected trustees serve four-year terms. Appointed trustees continue to serve until 
replaced by the Mayor, or until the expiration of two consecutive full terms. There are no limitations on the 
number of terms an elected trustee may serve. 
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Employees' Retirement System 
City of Baltimore, Maryland 
LEGAL COUNSEL, GENERAL COUNSEL, ACTUARY, AND INDEPENDENT AUDITOR 

LEGAL COUNSEL 

City of Baltimore 
Law Department 

George Nilson, Esq. 

GENERAL COUNSEL 

City of Baltimore 
Employees' Retirement System 

lan Berger 

ACTUARY 

Cheiron, Inc. 
Kenneth Kent, F.S.A. 

McLean, Virginia 

INDEPENDENT AUDITOR 

CliftonLarsonAIIen, LLP 
Thomas Rey, CPA 

See pages 56 to 57 in the Investment Section for a list of investment professionals. 
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G 
CliftonlarsonAllen 

Independent Auditors' Report 

The Honorable Joan M. Pratt, Comptroller, 
Other Members of the Board of Estimates of the City of Baltimore and the 

Board of Trustees of the Employees' Retirement System 
Baltimore, Maryland 

Report on the Financial Statements 

CliftonLarsonAIIen LLP 
www.CLAconnect.com 

We have audited the accompanying financial statements of the Employees' Retirement System of the City of Baltimore 
(the System), which comprise the statement of fiduciary net position as of June 30, 2014, and the related statement of 
changes in fiduciary net position for the year then ended, and the related notes to the financial statements, as listed in 
the table of contents. 

Management's Responsibility for the Financial Statements 

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

Auditors' Responsibility 

Our responsibility is to express 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 arid perform the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatement. 

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

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 financial position 
of the System as of June 30, 2014, and the respective changes in its financial position for the year then ended in 
accordance with accounting principles generally accepted in the United States of America. 

Emphasis of Matter 
The financial statements include alternative investments valued at $306 million (20% percent of net position), and as 
explained in Note 2, thek fair values have been estimated by management in the absence of readily determinable fair 
values. Management's estimates are based on information provided by the fund managers or the general partners. 
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Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the management's discussion and 
analysis and the schedules of changes in net pension liability and related ratios, employer contributions and investment 
returns and related notes, as listed in the table of contents, be presented to supplement the financial statements. Such 
information, although not a part of the financial statements, is required by the Governmental Accounting Standards 
Board who considers it to be an essential part of financial reporting for placing the 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 financial statements, and other 
knowledge we obtained during our audit of the 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 Information 

Our audit was conducted for the purpose of forming an opinion on the Systems' financial statements. The schedules of 
administrative expenses, investment expenses and payments to consultants, as listed in the table of contents, are 
presented for purposes of additional analysis and are not a required part of the financial statements. 

The schedules of administrative expenses, .investment expenses and payments to consultants are the responsibility of 
management and were derived from and relate directly to the underlying accounting and other records used to 
prepare the financial statements. Such information has been subjected to the auditing procedures applied in the audit 
of the financial statements and certain additional procedures, including comparing and reconciling such information 
directly to the underlying accounting and other records used to prepare the financial statements or to the financial 
statements themselves, and other additional procedures in accordance with auditing standards generally accepted in 
the United States of America. In our opinion, the schedules of administrative expenses, investment expenses and 
payments to consultants are fairly stated, iA all material respects, in relation to the financial statements as a whole. 

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

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated December 30, 2014 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. 

CliftonlarsonAIIen LLP 

Baltimore, Maryland 
December 30, 2014 
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Employees' Retirement System 
City of Baltimore, Maryland 
MANAGEMENT'S DISCUSSION AND ANALYSIS 

We are pleased to provide this analytical overview of the financial activities of the Employees' Retirement 
System {ERS) for the fiscal year ended June 30, 2014 and 2013. ERS is the administrator of a cost
sharing multiple employer defined benefit local government retirement plan {the Plan). Readers are 
encouraged to consider the information presented here in conjunction with additional information 
furnished in the Transmittal Letter, which begins on page 7 of this report. 

Financial Highlights 

);> The net position at the close of the fiscal year 2014 is $1.499 billion. The net position is available to 
meet the Plan's ongoing obligations to plan participants and their beneficiaries. 

);> The Plan's total net position held in trust for pension benefits increased by $174.5 million, compared 
to last year's increase of $108.2 million. The increase of the net investment income was primarily due 
to the performances of investments among different asset classes in the Plan's portfolio. 

);> The rate of return for the fiscal year ended June 30, 2014 was 16.2% compared to the fiscal year 
ended June 30, 2013 return of 13.2%. The rate of return for fiscal year 2014 is attributed to the 
investment outperformance of the benchmarks in alternative investments. 

);> The Plan's funding objective is to meet long-term benefit obligations through contributions and 
investment income. As of June 30, 2014, the funded ratio for the Plan was 69.7%. In general, this 
indicates that the Plan has approximately $0.70 of assets to cover every dollar of benefits due. 

);> Revenues {Additions to Plan Net Position) for the year were $308.2 million. Revenues include 
member and employer contributions of $94.9 million, employee contributions $3.6 million net 
investment gain of $209.5 million, and net securities lending income of $0.2 million. 

);> Expenses {Deductions from Plan Net Position) increased by $5.2 million to $133.7 million from the 
prior year expenses of $128.5 million. The expenses are primarily comprised of retirement 
allowances and post-retirement benefits. 

Overview of Financial Statements 
The following discussion and analysis are intended to serve as an introduction to the Plan's financial 
statements and the Financial Section of this report. 

The Statement of Fiduciary Net Position presents the Plan's assets and liabilities, as well as, the 
net assets available for future retirement benefits and operating expenses at June 30, 2014. The 
assets comprise receivables, mainly from investment activity, investments at fair market value and 
securities lending collateral. 

The Statement of Changes in Fiduciary Net Position, presents information showing how the Plan's 
net assets changed during the year. Member contributions are recognized in the period in which the 
contributions are due. Employer contributions are recognized when a formal commitment has been 
made by the City to provide the contributions. Benefits and refunds are recognized when due and 
payable in accordance with the terms of the Plan. All investment gains and losses are shown at trade 
date. Both realized and unrealized gains and losses are shown on investments. 

The Notes to Basic Financial Statements provide additional information that is essential to a full 
understanding of the data provided in the financial statements. The notes are an integral part of the 
financial statements and include detailed information not readily evident in the basic financial 
statements. 

The statements and the notes are in conformity with the accounting principles generally accepted in 
the United States. These principles require certain financial statement presentations and disclosures 
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Employees' Retirement System 
City of Baltimore, Maryland 
MANAGEMENT'S DISCUSSION AND ANALYSIS 

including the use of the accrual basis of accounting to record assets and liabilities, and revenues and 
expenses. 

The Statement of Fiduciary Net Position and the Statement of Changes in Fiduciary Net Position can 
be found on pages 23 and 24 of this report. 

The Required Supplementary Information that follows immediately after the notes to the basic 
financial statements are the GASB 67 schedules, Changes in Net Pension Liability, Related Ratios, 
Employer Contributions and Investment Returns. See the Required Supplementary Information 
beginning on page 35 of this report. 

The remaining supplemental schedules provide additional detailed information concerning operating 
expenses, investment expenses and payments to consultants. All of this information is considered 
useful in understanding and evaluating the financial activities of the Plan. 

Financial Analysis 
Net position may serve over time as a useful indicator of the Plan's financial position. At June 30 
2014, assets exceeded liabilities by $1.499 billion. The net position is available to meet the Plan's 
ongoing obligation to Plan participants and their beneficiaries. As of June 30, 2014, total net position 
increased by 13.2% over the prior year, The increase of the net investment income was primarily due 
to the performances of alternative investments, such as private equity and hedge funds in the Plan's 
portfolio. Management believes that the Plan remains in a strong financial position to meet its 
obligations to the members, retirees and their beneficiaries. 

Fiduciary Net Position Fiscal Year Fiscal Year Increase I Percentage 
2014 2013 (Decrease) Change 

Investments at Fair Value $1 ,510,322,809 $1 ,371 ,358,107 $138,358,107 10.1% 
Other Assets 123,141,343 89,921,690 33,219,653 36.2% 

Total Assets 1 ,633,464,152 1,461 ,279,797 172,184,355 11 .8% 
Total Liabilities 134,227,761 136,545,983 (2,318,222} (1.7)% 

Total Net Position $1,499,236,391 $1 ,324,733,814 $174,502,577 13.2% 

Investment Assets 
ERS is a long-term investor and manages the Plan's assets with long-term objectives in mind. A 
primary element of the Plan's investment philosophy is to employ a diversification of assets as the 
best possible way to achieve its goals. After conducting an asset-liability study with the Plan's 
investment consultant, the Board of Trustees established an asset allocation plan taking into account 
the risk associated with each asset class as well as the financial objectives of the Plan. Investments 
are stated at fair value rather than at cost and include the recognition of unrealized gains and losses 
in the current period. 

The rate of return on investments for the year ended June 30, 2014 was 16.2%, a 3.0% increase 
compared to the fiscal year 2013 rate of return 13.2%. The annualized rate of return for the last 
three, five and ten year periods ended June 30, 2014 were 10.3%, 12.5% and 7.3%, respectively. 
The Plan's long-term actuarial investment return assumption is 7.75%. The positive rate of return is 
attributable outperformance of the benchmarks in the alternative investments classes of the Plan's 
portfolio. 

The Plan invests in domestic equities, international equities, domestic fixed income, real estate, 
tactical asset allocation strategy {which are investments in domestic equities and domestic fixed 
income), and alternative investments. The Plan also participates in a securities lending program, 
which is managed by the Plan's custodian bank. External investment management firms selected by 
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Employees' Retirement System 
City of Baltimore, Maryland 
MANAGEMENT'S DISCUSSION AND ANALYSIS 

the Plan's Board of Trustees manage all of the assets. BNY Mellon Bank, the Plan's custodian bank, 
holds all marketable securities. 

The Investment Section beginning on page 45 gives detailed information on the Plan's investment 
policies. See page 52 of this report for charts showing the asset allocation targets established by the 
Board of Trustees and the actual asset allocation of System assets at June 30, 2014. 
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The current liabilities are payables incurred by the transaction activity of the investment assets, the 
retirement benefit expenses, and operating expenses of the Plan. 

Changes in Fiduciary Net Position Fiscal Year Fiscal Year Increase I 
2014 2013 (Decrease) 

Additions 
Employer Contribution $94,917,886 $88,300,214 $ 6,617,672 
Members Contributions 3,623,467 223,720 3,399,747 
Net Investment Income 209,473,104 147,926,517 61,546,587 
Net Securities Lending Income 174,065 252,184 (78,119} 

Total Additions 308,188,522 236,702,635 71,485,887 

Deductions 
Retirement Allowances $129,205,776 $124,152,899 $5,052,877 
Administrative Expenses 3,711,975 3,554,942 157,033 
Death Benefits 699,991 572,966 127,025 
Lump Sum Cash Payments 63,979 180,079 (116,100) 
Refund of Members' Contribution 4,224 6,381 (2,157} 

Total Deductions 133,685,945 128,467,267 5,218,678 

Net Increases (Decreases) $174,502,577 $108,235,368 $ 66,267,209 
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Employees' Retirement System 
City of Baltimore, Maryland 
MANAGEMENT'S DISCUSSION AND ANALYSIS 

Contributions and Investment Income 
Employer contributions increased by 13.2% over last year's contributions. The employer's 
contributions are actuarially based and are calculated a fiscal year in advance. The salaries of the 
current active membership and the actuarial changes to the rates are used to calculate the normal 
cost of the benefits for the members required the employer's contribution. Member contribution's 
increased by $3.4 million due to mandatory employee contributions implemented July 1, 2013. The 
increase in net investment income by $61.5 million is to due to the Plan investments out performing 
the alternative investments benchmarks. Net investment income includes investment expenses as a 
deduction. Investment expenses and securities lending fees were $8.7 million fiscal year 2014, 26% 
more than fiscal year 2013. 

Retirement Benefits and Administrative Expenses 
The Plan was created to provide lifetime service retirement benefits, survivor benefits and disability 
benefits to eligible members and their beneficiaries. The cost of such programs includes recurring 
benefit payments, lump sum death benefits, payments to terminated members, and the cost of 
administering the Plan. The primary source of expense during fiscal year 2014 was for the payment of 
continuing retirement benefits totaling $129.2 million, compared to $124.2 million for fiscal year 2013. 
Retirement allowances increased $5.1 million due to an increase in the number of benefit recipients 
and the annual cost of living adjustment of 1.5% for participants under age 65 and 2.0% for 
participants age 65 and over. 

Requests for Information 
This financial report is designed to provide a general overview of the Plan's finances and to account 
for the money it receives to the Board of Trustees, the Mayor and City Council, the Plan's 
membership and the City's taxpayers. Questions concerning any of the information provided in this 
report or requests for additional financial information can be addressed to: The Executive Director, 
Employees' Retirement System, 7 E. Redwood Street, 12'h Floor, Baltimore, Maryland 21202. 
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Employees' Retirement System 
City of Baltimore, Maryland 
STATEMENT OF FIDUCIARY NET POSITION 
June 30, 2014 

Assets 

Cash and cash equivalents 

Receivables 

Investments sold 

Foreign currency contracts 

Accrued income 

Other receivables 

Total receivables 

Capital assets 

Leasehold improvements 

Depreciation - leasehold improvements 

Net leasehold improvement total 

Office furniture 

Depreciation - office furniture 

Net office furniture total 

Office equipment 

Depreciation - office equipment 

Net office equipment total 

T a tal capital assets 

Investments, at fair value 
Domestic equities 
International equity 
Domestic fixed income 
Commingled fixed income 
Real estate 
Hedge funds 
Private Equity 
Total investments 

Securities lending collateral 

Total assets 

Liabilities 
Foreign currency contracts 
Securities lending collateral 
Investments purchased 
Investment management fees payable 
Other accounts payable 
Administrative expenses payable 

Total liabilities 

Net assets held in trust for pension benefits 

$ 21,254,348 

56,875,351 

2,541,755 

712,980 

1,449,678 

(850,077) 

$ 
348,401 

(340,280) 

385,986 

(296,056) 

553,344,048 
217,707,324 
217,009,084 
195,182,685 
145,898,526 
74,422,529 
85,929,493 

56,875,351 
20,829,120 
52,513,087 

1,109,594 
2,582,679 

317,930 

The notes to the basic financial statements are an integral part of this statement. 
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$ 41,059,257 

81,384,434 

599,601 

8,121 

89,930 

697,652 

1 ,489,493,689 

20,829,120 

1 ,633,464,152 

134,227,761 

$ 1 ,499,236,391 



Employees' Retirement System 
City of Baltimore, Maryland 
STATEMENT OF CHANGES IN FIDUCIARY NET POSITION 
For the Year Ended June 30, 2014 

Additions 
Contributions 

Employers 
Plan members 
Total contributions 

Investment Income 
Net appreciation in fair value of investments 
Interest, dividends, and real estate income 
Less: Investment expenses 
Net investment income 

Securities lending income 
Less: Securities lending fees 

Total additions 

Deductions 
Retirement allowances 
Adminstrative expenses 

Death benefits 
Lump sum cash payments 
Refund of members contributions 

Total deductions 

Net increase 

Net position restricted for pensions 

July 1, 2013 

June 30, 2014 

$ 94,917,886 
3,623,467 

192,951,419 
24,639,052 
~8. 117,367} 

788,486 
(614,421) 

129,205,776 
3,711,975 

699,991 
63,979 

4,224 

$ 98,541,353 

209,473,104 

174,065 

308,188,522 

133,685,945 

174,502,577 

1,324,733,814 

$ 1 ,499,236,391 

The notes to the basic financial statements· are an intergral part of this statement. 
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Employees' Retirement System 
City of Baltimore, Maryland 
NOTES TO BASIC FINANCIAL STATEMENTS 

1. Plan Description: 

The Employees' Retirement System of the City of Baltimore (ERS) is the administrator of a cost-sharing 
multiple employer defined benefit local government retirement plan (the Plan). Established January 1, 
1926, the Plan covers City employees and the Baltimore City Public School System employees with the 
exception of those required to join the Maryland State Retirement System, or the two other Baltimore 
City retirement systems, the Fire and Police Employees' Retirement System and the Elected Officials' 
Retirement System. Based on criteria established by the Governmental Accounting Standards Board, 
the ERS is a component unit of the City of Baltimore and is included in the City's financial report as a 
Public Employees' Retirement System (PERS). 

At June 30, 2014, the ERS membership consisted of: 

Active Plan Members 

Retirees and Beneficiaries - currently receiving benefits 

Terminated Plan Members- entitled to but not yet receiving benefits 

Total Membership 

8,904 

8,893 

1,043 

18,840 

The Plan provides service retirement benefits as well as death and disability benefits in accordance with 
the Plan Provisions, Article 22 of the Baltimore City Code. Only the Mayor and City Council may amend 
the Plan Provisions. The reduction of benefits is precluded by the City Code. 

The ERS Plan is divided into three Classes: A, C and D for amendments of membership and benefit 
changes of the Plan Provisions. 

Class "A" has less than 0.01% of .active contributory members. The "A" contributory class consists of 
all members hired prior to July 1 , 1979 who did not elect to transfer to Class C the non-contributory 
class. Membership was mandatory on the member's second anniversary of employment. However, the 
member could voluntarily enroll within the first two years of employment. 

The Class "C" Plan is composed, 99.70% of the ERS membership and consists of all employees hired 
on or after July 1, 1979 who automatically become members on the first anniversary of employment, 
and all members hired prior to July 1, 1979 who elected to transfer from the Class "A" contributory 
class. 

Effective July 1, 2013, Ordinance 13-144 was enacted by the Mayor and City Council introducing 
contributions for active ERS non-contributory members and eliminating the post retirement variable 
benefit increase. The Ordinance provides that effective July 1, 2013 members will contribute 1% of 
pay, to continue each year at 1% increments provided that 2% compensation is received for each 
year of contribution until employee contributions reach 5% of compensation. 

The ERS defined benefit class "C" Plan was closed to new members on June 30, 2014 to establish 
the City of Baltimore's Retirement Savings Plan (RSP). The RSP consist of a 401 a contributory non
hybrid and a hybrid contributory defined benefit "D" Plan. The waiting period of entry for the 
contributory non-hybrid plan is 180 days. The hybird contributory defined benefit Plan waiting period 
is one year. Employees hired as of July 1, 2014 have 150 days of employment to select between the 
two Plans. Employees who do not select a Plan after 150 days of employment will automatically 
default into the hybrid contributory defined benefit "D" plan. The manadatory contribution to each of 
the Plan's is 5%. Members have an option in the both Plans to contribute to the City of Baltimore's 
457 Deferred Compensation Plan and will receive a 50% match on the first two percent of their 
contributions. 
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Employees' Retirement System 
City of Baltimore, Maryland 
NOTES TO BASIC FINANCIAL STATEMENTS 

2. Summary of Significant Accounting Policies: 

New Accounting Standard: 
Governmental Accounting Standards Board (GASB) Statement No. 67 which was implemented by the 
System this fiscal year addresses accounting and financial reporting requirements for pension plans. 
GASB 67 requires changes in presentation of the financial statements, notes to the financial 
statements, and required supplementary information. Significant changes include an actuarial 
calculation of total and net pension liability. It also includes comprehensive footnote disclosure 
regarding the pension liability, the sensitivity of the net pension liability to the discount rate, and 
increased investment activity disclosures. 

Basis of Presentation: 
The accounting and financial reporting policies of the Plan included in this report conform with 
accounting principles generally accepted in the United States and reporting standards as promulgated 
by the Governmental Accounting Standards Board, which designates accounting principles and 
financial reporting standards applicable to PERS. This report includes solely the accounts of the Plan, a 
component unit of the City of Baltimore. There are no component units of the Plan based on the nature 
of operational or financial relationships. 

Basis of Accounting: 
These financial statements have been prepared on the accrual basis of accounting, whereby revenues 
are recorded when they are earned, expenses are recorded when liabilities are incurred, and 
investment purchases and sales are recorded as of their trade date. Member contributions are 
recognized in the period in which the contributions are due. Employer contributions are recognized 
when due. Benefits and refunds are recognized when due and payable in accordance with the terms of 
the Plan. 

Method Used to Value Investments: 
Investments are reported at fair value. Securities traded on national or international exchanges are 
valued at the last reported sales price at the current exchange rates. The real estate holdings 
are based on the most recent appraisal (either internal to the manager or third party) as then 
presently available. For alternative investments, which include private equity, hedge and risk parity 
funds where no readily ascertainable market value exists, management, in consultation with the 
general partner and investment advisors, has determined the fair values for the individual 
investments based upon the partnership's most recent available financial information. Foreign 
exchange contracts are marked-to-market daily based on published market prices and quotations 
from national securities exchanges or securities pricing services. The changes in market value are 
recognized as part of net appreciation/depreciation in the fair value of investments. Initial margin 
requirements for such financial instruments are provided by investment securities pledged as 
collateral or by cash. 

Investment income consists of realized and unrealized appreciation (depreciation) in the fair value of 
investments, and interest and dividend income earned, less investment expenses. Interest income is 
recorded on the accrual basis and dividends are recorded on the ex-dividend date. Securities and 
securities transactions are reflected in the financial statements on a trade-date basis. Interest 
income is recognized when earned. Dividend income is recorded on the ex-dividend date. 

Tax Status: 
The System is a tax-exempt governmental plan qualified under Section 401 and exempt under 
Section 501 (a) of the Internal Revenue Code. IRS qualification letters have been received. 
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NOTES TO BASIC FINANCIAL STATEMENTS 

Use of Estimates in Preparing Financial Statements: 
The preparation of financial statements in conformity with accounting principles generally accepted in 
the United States of America requires the Board to make estimates and assumptions that affect the 
reported amounts of assets, liabilities, additions and deductions to net position held in trust for 
pension benefits and disclosure of contingent assets and liabilities at the date of the financial 
statements and during the reporting period. Actual results could differ from those estimates. 

3. Contributions: 

Article 22 of the Baltimore City Code grants the authority to establish and an amend the contributions of 
the active plan members to the Mayor and City Council of Baltimore. 

The contributions required by the Plan provisions for each membership class are as follows: 

Membership classes 
A 
c 

Percentage of compensation 
4.0% 
1.0- 5.0%* 

*Class C contributions increase from 1.0% to 5.0% beginning July 1, 2013 through July 1, 2017. 
Thereafter, the contributions will remain at 5% of regular compensation. 

The employer contributions are determined through an actuarial valuation. The valuation method is 
stipulated in the Plan provisions. 

All contributions are transferred to .BNY Mellon, the ERS custodian for safekeeping and investment. 

4. Post retirement increases: 

Post-retirement benefit increases are granted each year to eligible retirees and beneficiaries in pay 
status for more than 18 months. The minimum guaranteed benefit increase is 1.50% for participants in 
pay status under age 65 and 2.00% for participants in pay status age 65 and over, effective June 22, 
2010. Eligible retired members and beneficiaries with a pension entry date on or before June 30, 2013 
will receive the minimum guaranteed benefit increase and is payable on January 1, 2015. 

5. Cash and Investments: 

The Plan's cash deposits are entirely covered by federal depository insurance at all times. 

The Board of Trustees (the Board) is authorized by the Baltimore City Code to make investments in 
accordance with the guidelines and limitations set forth in the Code. The Board accomplishes the daily 
management of the Plan's investments through an external investment advisor who acts as a fiduciary 
for the Plan and through external investment managers. The Board invests the assets of the Plan using 
the "prudent person standard" which allows the Board to consider the probable safety of investments, 
avoid speculative investments, and invest as people of prudence, discretion, and intelligence would in a 
similar situation. The Board has adopted an investment policy and guidelines to formally document its 
investment objectives and responsibilities. Investments of the Plan are held under custodial agreement 
with BNY Mellon Financial Corporation. 
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The Plan's investments as of June 30, 2014 are listed below: 

Investment tvpe 

Debt securities: 

U.S. Government Agency Bonds 

U.S. Treasury Notes and Bonds 

Commingle fixed income fund 

Corporate Bonds 

Total Debt Securities 

Other: 
Domestic equity 

International equity 

Real estate 

Hedge funds 

Private equity 

Total Other 

Total Investments 

Fair Value 

$96,296,086 

2,759,728 

195,182,685 

117,953,270 

412,191,769 

553,344,048 

217,707,324 

145,898,526 

74,422,529 

85,929,493 

1,077,301,920 

$1,489,493,689 

The pension plan's policy discourages the use of cash equivalents, except for liquidity purposes, and aim to 
refrain from dramatically shifting asset allocations over short time spans. The following was the Board's 
adopted asset allocation policy as of June 30, 2014. 

Asset Class 
Domestic equity 
Domestic fixed income 
International equity 
Private Equity 
Real Estate 
Hedge Funds 
Total 

Target Allocation 
36% 
26 
14 
10 
9 
~ 
.1.00.% 

The long-term expected rate of return on pension plan investments was determined using a building 
block method in which best-estimate ranges of expected future real rates (expected returns, net of 
pension plan investment expense and inflation) are developed for each major asset class. These 
ranges are combined to produce the long-term expected rate of return by weighting the expected future 
real rates of return by the target asset allocation percentage and by adding expected inflation. Best 
estimates of arithmetic real rate of return for each major asset class included in the pension plan's target 
asset allocation as of June 30, 2014 are summarized in the following table: 

Asset Class 
Domestic equity 
Domestic fixed income 
International equity 
Real Estate 
Hedge Funds 
Private Equity 

Rate of Return 

Long-Term Expected 
Real Rate of Return 

5.7% 
( .1)% 
6.5% 
5.6% 
3.6% 

10.4% 

For the year ended June 30, 2014, the annual money-weighted rate of return of the Plan, was 15.8%. 
The money-weighted rate of return expresses the Plan's investment performance, net of investment 
expenses. The inflation rate as of June 30, 2014 was 2.5%. 
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Interest Rate Risk 

Interest rate risk is the risk that changes in interest rates of debt investments will adversely affect the 
fair value of investments. The Plan has selected the duration method to disclose the debt securities 
exposure to changes in interest rates for all debt securities. The duration years for the commingle fixed 
income funds is not available. The Plan does not have a formal policy to limit interest rate risk. 

Investment Type 

Debt securities: 

U.S. Government Agency Bonds 

U.S. Treasury Notes and Bonds 

Corporate Bonds 

Commingle fixed income fund 

ToffiiDebtSecurities 

Foreign Currency Exposure Risk 

Fair Value 

$ 96,296,086 

2,759,728 

117,953,270 

195,182,685 

$412,191,769 

Duration (Years) 

4.18 

10.0 

5.32 

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an 
investment or a deposit. At June 30, 2014 the Employees' Retirement System did not hold any hedging 
foreign investment positions. ERS does not have a formal policy to limit foreign currency risk. 

ERS foreign currency risk at June 30, 2014 is presented in the following table: 

Currency 

Euro Currency Unit 

British Pound Sterling 

Japanese Yen 

Singapore Dollar 

Hong Kong Dollar 

Swiss Franc 

Australian Dollar 

Canadian Dollar 

Danish Krone 

Swedish Krona 

New Zealand Dollar 

Norwegian Krone 

Total Foreign Currency Securities 

U.S. Dollars held by International Investment Managers 

Total Foreign Currency Exposure 

29 

$39,741,890 

31,344,019 

12,077,597 

10,658,657 

9,341,450 

7,192,070 

5,706,346 

4,653,377 

3,635,763 

2,247,385 

1,969,877 

313,934 

128,882,366 

88,820,498 

$217,702,864 
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City of Baltimore, Maryland 
NOTES TO BASIC FINANCIAL STATEMENTS 

Credit Risk by Quality 

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. 
The Board has not adopted a formal policy to limit credit risk. ERS-rated debt investments as of June 
30, 2014 were rated by a nationally recognized statistical rating agency and are presented below using 
the Moody's rating scale: 

Investments at Fair Value I Credit Risk by Quality Rating 

Investment Tvoe AAA-A BBB-B CCC-C Not Rated Total 

Debt securities: 

U.S. Treasury Agency Bonds $64,940,614 $31,355,472 $96,296,086 

U.S. Treasury Notes 2,760,180 (452) 2,759,728 

Commingle fixed income fund 195,192,685 195,182,685 

Corporate Bonds 34,110,113 $58,259,056 $3,558,365 22,025,736 117,953,270 

Total Debt Securities $101,810,907 $58,259,056 $3,558,365 $248,573,441 $412,191,769 

Concentration of Credit Risk 

Concentration of credit risk is the risk of loss attributed to the magnitude of a government's investment 
in a single issuer. As of June 30, 2014, the ERS has no single issuer that exceeds 5% of total 
investments. Investments issued or explicitly guaranteed by the U.S. Government and investments in 
mutual funds, external investment pools, and other pooled investments are excluded. 

6. Securities Lending: 

The Plan has a Securities Lending Authorization Agreement with BNY Mellon Bank (the Custodian). 
All individual securities which are readily marketable and which are not restricted due to an 
outstanding short option are eligible for loan at the discretion of the Custodian. The investment 
manager may loan securities held in custody of commingled accounts if authorized in the manager's 
contract with the ERS. 

Collateral received in exchange for securities loaned is collected in an escrow account for the Plan's 
benefit for the duration of the loan. At no time will the Plan lose custody of the loaned securities. 
Collateral in exchange for the principal loaned may be in the form of cash, or securities issued or 
guaranteed by the U.S. government, its agencies or instrumentalities. Irrevocable Letters of Credit 
from banks approved by the Custodian may not be used as collateral. The minimum levels of 
collateral will be set at 102% of the market value of domestic securities loaned, including all accrued 
income, and 105% of the mark~t value of international securities loaned, including all accrued 
income. If the market value of the collateral falls below 100% of the loaned securities, additional 
collateral will be collected to maintain the appropriate minimum level. All collateral amounts are 
marked to market daily. As of June 30, 2014, the maturities of the investments made with the cash 
collateral are not matched to the maturities of securities loans. The Plan does not have the right to 
sell or pledge securities received as collateral without borrower default. 

At June 30, 2014, the Plan had no credit risk exposure to borrowers because the amounts the Plan 
owes borrowers exceeded the amounts the borrowers owed the Plan. The market value of securities 
on loan at June 30, 2014 was $37,635,421 and the market value of the collateral received for those 
securities on loan was $40,220,781. The Plan did not impose any restrictions during the fiscal year on 
the amount of loans the Custodian made on its behalf. The terms of the Securities Lending 
Authorization Agreement require that the Custodian indemnify the Plan against: (1) the failure to 
demand adequate and appropriate collateral from a borrower; (2) the failure to comply with the 
investment guidelines in connection with the investment and reinvestment of cash collateral; (3) the 
failure to obtain and perfect a security interest or rights equivalent thereto in and to the collateral; and 
(4) the failure to make a reasonable determination of the creditworthiness of any borrower. There were 
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no such failures by any borrowers during the fiscal year. Moreover, there were no losses during the 
fiscal year resulting from default of the borrower or the Custodian. 

Substantially, all securities loans can be terminated on demand either by the Custodian or by the 
borrower, although generally the average term of these loans is one week. Cash collateral is invested in 
the Custodian's short-term investment pool. The short-term investment pool guidelines specify that a 
minimum of 20% of the invested cash collateral is to be available each business day and the dollar 
weighted average maturity of holdings should not exceed 90 days. 

The following table presents the fair values of the underlying loaned securities, and the fair value of 
collateral pledged at June 30, 2014. 

Fair Value Collateral Fair Percentage 
Securities Lent Loaned Securities Value Collateralized 

Lent for cash collateral: 
Stock $15,863,006 $17,700,020 103.1 % 
Corporate Bonds 3,041,953 3,129,100 102.6 

Lent for noncash collateral: 

7. 

8. 

U.S. Treasury Notes & Bonds 16,862,196 17,285,340 102.6 
Stock 969,589 1,046,397 109.4 
U.S. Agencies 402,754 553,474 137.4 

Total securities lent $37,635,421 $40,220,781 106.9 % 

Capital Assets: 

The capital assets purchased as of the fiscal year ending June 30, 2014 consist of leasehold 
improvements, office equipment' and office furniture. All capital assets are recorded at cost less 
accumulated depreciation. 

Capital Assets Accumulated Accumulated Capital 
Cost Depreciation Assets 

Leasehold Improvements $1,449,678 ($850,077) $599,601 

Office Furniture 348,401 (340,280) 8,121 

Office Equipment 385,986 (296,056) 89,930 

Total Capital Assets $2,184,065 ($1,486,413) $697,652 

Derivatives Instruments: 

A derivative is a unique and often complex financial arrangement entered into with another party, 
typically a private-sector financial firm. The value or cash flows of a derivative are determined by 
how the market prices of the hedged item change. The System has classified the following as 
hedging investment instruments. 

The System enters into forward currency contracts to manage exposure to fluctuations in foreign 
currency exchange rates on portfolio holdings. The System also enters into forward exchange 
contracts to settle future obligations. A forward exchange contract is a commitment to purchase or 
sell a foreign currency at a future date at a negotiated forward rate. A contract is classified as 
forward contract when the settlement date is more than two days after the contract date. Risk 
associated with such contracts includes movement in the value of a foreign currency relative to the 
U.S. dollar. The contracts are valued at forward exchange rates and include net 
appreciation/depreciation in the s~atement of plan position. Realized gain or loss on forward currency 
contracts is the difference between the original contract and the closing value of such contract and is 
included in the statement of changes in fiduciary net position. 
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9. 

The table below summarizes the fair value of foreign currency contracts as of June 30, 2014: 

Net 
Receivables Receivables Pal£ables at Pal£ables at Unrealized 

Currencl£ at Cost at Market Cost Market Gain/(Loss} 

Australian Dollar $8,409,090 $8,422,286 ($8,409,090) ($8,583, 136) ($160,850) 

Canadian Dollar 12,917,027 12,928,353 (12,917,027) (13,369,215) (440,862) 
Chinese Yuan 
Renminbi 399,707 399,707 (399,707) (408,702) (8,995) 

Euro Currency 8,047,015 8,047,015 (8,047,015) (8,024,614) 22,401 

Hong Kong Dollar 45,847 45,847 (45,847) (45,858) (11) 

Japanese Yen 9,106,622 9,106,622 (9, 1 06,622) (9,283,529) (176,907) 

Mexican New Peso 7,591 7,591 (7,591) (7,574) 17 

New Zealand Dollar 1,370,289 1,370,289 (1 ,370,289) (1 ,409, 767) (39,478) 

Norwegian Krone 1,339,766 1,339,766 (1 ,339, 766) (1,313,049) 26,717 

Pound Sterling 525,791 525,791 (525,791) (533,759) (7,968) 

Singapore Dollar 1,980,467 1,980,467 (1,980,467) (1 ,996, 126) (15,659) 

Swedish Krona 1,295,169 1,295,169 (1,295, 169) (1 ,275,544) 19,625 

Swiss Franc 7,824 7,824 (7,824) (7,900) (76) 

U.S. Dollar 11,423,146 11,429,122 (11 ,423, 146} (11 ,423, 146} 5,976 

Total Currency $56,875,351 $56,905,849 ($56,875,351) ($57,681 ,919) ($776,070) 

Net Pension Liability: 

The following schedules are the Net Pension Liability (NPL) as of June 30, 2014 and the sensitivity of 
the of NPL to the discount rate. 

Net Pension Liability 

The components of the net pension liability of the Plan at June 30, 2014 were as follows: 

Total pension liability 
Less: Plan fiduciary net position 

Net Pension Liability 

Plan fiduciary net position as a percentage of the total 
pension liability 

$2,210,319,978 
1,499.236.391 

$ 711 083 587 

67.8% 

The discount rate used to measure the total pension liability was 7.75 percent. The projection of cash 
flows used to determine the discount rate assumed that plan member contributions will be made the 
contribution rate and that Employer contributions will be made at rates equal to the difference between 
actuarially determined contribution rates and the member rate. Based on those assumptions, the 
pension plan's fiduciary net position was projected to be available to make all projected future benefit 
payments of current plan members. Therefore, the long-term expected rate of return on pension plan 
investments was applied to all periods of projected benefit payments to determine the total pension 
liability. 

The sensitivity of the pension liability schedule presents the net pension liability of the Plan calculated 
using the discount rate 7.75 percent as well as what the Plan's net pension liability would be if it were 
calculated using a discount rate that is 1-percentage-point lower (6.75 percent) or 1-percentage-point 
higher (8.75 percent) than the current rate. 

32 



Employees' Retirement System 
City of Baltimore, Maryland 
NOTES TO BASIC FINANCIAL STATEMENTS 

Sensitivity of the pension /lability to changes in the discount rate. 

1% Current 1% 
Decrease Discount Increase 

Rate 
Discount Rate - Active Participants 6.75% 7.75% 8.75% 
Discount Rate - Retired Participants 5.55% 6.55% 7.75% 

Plan's net pension liability $956,658,959 $711,083,587 $503,501,031 

Plan fiduciary net position as a percentage 
of the total pension liability 61.0% 67.8% 74.9% 

The amortization method and the actuarial assumptions presented below are determined as part of 
the actuarial valuation dated June 30, 2014. The information presented below is in the required 
supplementary schedules of this report on page 36. 

Actuarial funding method: 

Amortization period: 

Actuarial assumptions: 

Investment rate of return: 
Pre-retirement 
Post-retirement 

Projected salary increases: 
Cost-of-living adjustments: 

Mortality: 

Entry Age Normal Method. 
Effective June 30, 2012 

Level dollar, open for 20 year period, 
decreased each year until 2031 at 
which time to be fully paid. Effective Jun 
30,2011. 

7.75% 
6.55% 

Inflation rate approximately 2.75%. 
1.5% for participants in pay status under 
age 65 and 2.0% for participants in pay 
status age 65 and over. 

Sex distinct 1994 Uninsured Pensioners 
Generational Mortality with adjustments 
and improvement using Scale AA. 

The last actuarial experience study covered the period 7/1/2006 through June 30, 2010. Generally, 
an experience study is conducted every five years, unless requested by the ERS Board of 
Trustees. 

10. Commitments: 

The System has at June 30, 2014 committed to fund certain alternative investment partnerships in 
the amount of $840,000,000. Funding of $620,420,136 has been provided leaving an unfunded 
commitment of$ 219,579,864. 

11. Subsequent Events: 

The Plan evaluated subsequent events through November 8, 2014 the date the financial statements 
were available to be issued. Events or transactions occurring after June 30, 2014, but prior to 
November 8, 2014 that provided additional evidence about conditions that existed at June 30, 2014, 
have been recognized in the financial statements for the year ended June 30, 2014. Events or 
transactions that provided evidence about conditions that did not exist at June 30, 2014, but arose 
before the financial statements were available to be issued have not been recognized in the financial 
statements for the year ended June 30, 2014. 

33 



(PAGE LEFT INTENTIONALLY BLANK) 

34 



    Required Supplementary Information  
and Supporting Schedules

employees’ retirement System City Of Baltimore, maryland 
Comprehensive annual financial report  year ended JUne 30, 2014

35





















employees’ retirement System City Of Baltimore, maryland 
Comprehensive annual financial report  year ended JUne 30, 2014

  Investment Section

45





























employees’ retirement System City Of Baltimore, maryland 
Comprehensive annual financial report  year ended JUne 30, 2014

 Actuarial Section

59









































     Statistical Section

employees’ retirement System City Of Baltimore, maryland 
Comprehensive annual financial report  year ended JUne 30, 2014

79

























 Employees’ Retirement  System
City Of BaltimOre, maryland

7 e. redwood Street

12th and 13th floors

Baltimore, maryland 21202

443-984-3180 

COVER PHOTO: https://www.flickr.com/photos/127225195@N08/15033133740/in/photostream/
INTRODUCTORY SECTION PHOTO: http://www.flickr.com/photos/127225195@N08/15219669205

FINANCIAL SECTION PHOTO: https://www.flickr.com/photos/mdgovpics/15267560131/in/photostream/
REQUIRED SUPPLEMENTARY AND SUPPORTING SCHEDULES PHOTO: https://www.flickr.com/photos/23748404@N00/15281085201

INVESTMENT SECTION PHOTO: https://www.flickr.com/photos/mdgovpics/15080673339
ACTUARIAL SECTION PHOTO: https://www.flickr.com/photos/mdgovpics/15080664570
STATISTICAL SECTION PHOTO: http://www.flickr.com/photos/mdgovpics/15080736510

FOR TERMS OF USE: https://creativecommons.org/licenses/by-nc/2.0/ AND https://creativecommons.org/licenses/by/2.0/




