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December 10, 2021

Public Employees Retirement Board

Oregon Public Employees Retirement System
11410 SW 68th Parkway

Tigard, Oregon 97223

We are pleased to submit the Annual Comprehensive Financial Report (ACFR) of the Oregon Public
Employees Retirement System (PERS, System or Agency) for the fiscal year ended June 30, 2021. This report
includes all funds over which the Public Employees Retirement Board (Board) exercises authority. These
funds were established to provide retirement, death, and disability benefits and other postemployment
benefits (OPEB) to members; administer retiree health insurance programs; and oversee the state-sponsored
deferred compensation program. As of June 30, 2021, PERS provides services to 900 employers and more
than 384,000 active, inactive, and retired members and beneficiaries.

The ACFR is intended to fulfill the legal requirements of Oregon Revised Statute (ORS) 238.630. PERS
management is responsible for both the accuracy of the data and the completeness and fairness of the
presentation, including all disclosures.

Macias Gini & O’Connell LLP (MGO) has audited the accompanying financial statements in accordance with
generally accepted auditing standards and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. The independent auditor’s
report is included in this report.

Management’s Discussion and Analysis

Included in this report is a section entitled Management’s Discussion and Analysis (MD&A). This section
provides a narrative introduction, overview, and analysis to accompany the basic financial statements. The
letter of transmittal is designed to complement the MD&A and should be read in conjunction with it. We
would like to direct your attention to the MD&A that begins on page 20.

Financial Information

The financial statements contained in this report have been prepared in accordance with accounting
principles generally accepted in the United States of America, also known as generally accepted accounting
principles (GAAP) as set forth in the principles established by the Governmental Accounting Standards Board
(GASB), including all effective GASB pronouncements, and in conformance with the guidelines for financial
reporting developed by the Government Finance Officers Association of the United States and Canada
(GFOA).
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Oregon Public Employees Retirement System

Management of the System assumes full responsibility for the completeness and reliability of all of the
information presented in this report. To provide a reasonable basis for making these representations,
management of the System has established internal controls designed to protect the System’s assets from
loss, theft, or misuse. These controls also enable management to compile sufficient reliable information for
the preparation of the included financial statements. Because the cost of internal controls should not exceed
their effectiveness, management has developed controls that provide reasonable, rather than absolute,
assurance that the financial statements contained in this report are free of material misstatements. As
management, we assert that, to the best of our knowledge and belief, this financial report is complete and
reliable in all material aspects.

Factors Affecting Economic Condition

The economic condition of the System is primarily affected by investment earnings. A comparative analysis
of investment rates of return is presented on page 31 of this report.

Funding

The System is funded through contributions and investment earnings. For judges, the contribution is set at
7.0 percent of covered salary. Employer contributions are established by actuarial valuations conducted
biennially in odd-numbered calendar years. The System’s funding objective is to meet long-term benefit
promises through contributions that fund benefits as they accrue. An adequate contribution level, when
combined with investment earnings, will result in the full funding of benefits as they come due. If the level
of funding is adequate, the ratio of assets accumulated to total liabilities will increase, and more income will
be available for investment. Prudent investment of assets, and returns on those investments, may increase
the funding base and allow for a more stable employer contribution rate. As of the December 31, 2020
actuarial valuation, the System has a funded ratio of 75.9 percent for the defined benefit pension plan it
administers, including employer side accounts, and 70.6 percent funded ratio, excluding employer side
accounts.

All members, with the exception of judges, contribute 6.0 percent of salary to the Individual Account
Program (IAP), an individual account-based program under the PERS tax-qualified governmental plan for all
PERS members, established in 2004. Beginning July 1, 2020, Senate Bill 1049 required a portion of most
member contributions to their IAP accounts be redirected to their new Employee Pension Stability Account
(EPSA) to help fund the cost of their future pension benefits. For OPSRP members, the redirected amount is
0.75 percent of their IAP contribution and for Tier One and Tier Two members, the redirected amount is 2.5
percent of their IAP contribution. In 2020, only members who earned more than $2,500 a month
experienced the redirect; in 2021, the salary requirement was $2,535.

Investments

The Oregon Investment Council (OIC) has statutory authority (ORS 293.701) to establish policies for the
investment and reinvestment of the System’s funds. The System’s long-term investment strategy is designed
to capitalize on investment return while protecting principal. The OIC works to strategically allocate assets
in the System’s portfolio. The target investment portfolio mix at fair value as of June 30, 2021, was 32.50
percent public equity, 17.50 percent private equity, 20.00 percent debt securities, 12.50 percent real estate,
15.00 percent alternatives, and 2.50 percent risk parity. In addition to approved asset classes, target asset
allocation ranges, and rebalancing policies, the OIC further safeguards the System'’s investment portfolio
through use of an independent custodian, defined limits on delegated authority, and independent audits. The
OIC uses external portfolio managers, employing both passive (indexed) and active investment strategies.
The portfolio is broadly diversified among equities, debt securities, real estate, and private equities, with
additional diversification achieved through domestic and international investing. System securities are held
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by State Street Bank and Trust Company.

The System’s Regular Investment Portfolio (Portfolio) experienced in fiscal year 2021 a rate of return of 25.5
percent. This compares with a rate of return of 0.52 percent for fiscal year 2020. The Portfolio’s trailing 10-
year return was 8.8 percent. Descriptions of OIC policies regarding diversification, performance objectives,
fees, and asset allocation are found beginning on page 98.

Major Initiatives

Senate Bill 1049 (SB 1049

SB 1049 was signed into law by the governor on June 11, 2019. The challenge for PERS has been to not only
implement this bill, but also continue to provide our members and employers with uninterrupted service,
while working through the intricacies of implementing SB 1049.

The Agency developed an overall implementation approach to tackle each element of SB 1049. This approach
is to manage this as one, comprehensive program with the following five individual projects:

Project Effective Date
Employer Programs 7/1/2019
Salary Limit 1/1/2020
Work After Retirement 1/1/2020
Member Redirect 7/1/2020
Member Choice 1/1/2021

As of June 30, 2021, PERS fully closed the Employer Programs and Salary Limit projects. The Member Choice
project was closed in August 2021. Work continues on the Work After Retirement project with a completion
date of February 2022 and the Member Redirect project with an expected completion date of April 2024.
PERS also initiated a new project, Technical Debt, to address some technical debt issues that arose as a result
of project implementations. PERS received funding for these projects for the 2021-2023 biennia.

Strategic Management System

PERS continues to evolve its outcome-based management system to improve operational performance and
organizational alignment. This process-based system integrates problem solving and decision making with
active engagement from the front-line staff who perform daily work.

The 2018-2023 PERS Strategic Plan was updated during the year to reflect six strategic priorities. Each
priority has several areas of focus and specific, achievable goals and objectives. The six strategic priorities
are:

1. Organizational Management and Development

2. Member Services and Communications

3. Data Reliability

4. Information Governance, Security, and Technology
5.Financial Management

6. Enterprise Risk Management
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For each of the strategic priorities, PERS is using existing strategic and operational planning functions to
prioritize and allocate resources. Strategies are being implemented using a variety of methods. The methods
include problem solving, project management, breakthrough initiatives, and integration into core business
practices. Specific performance metrics have been identified for tracking.

Supporting the Agency’s strategic priorities are six core operating processes and six core supporting processes.
Each process has an owner, sub-processes, and outcome measures to monitor and document progress.
Quarterly target review meetings are held to review progress and identify areas for improvement.

More information on the 2018-2023 PERS Strategic Plan can be found on our website at: https://
www.oregon.gov/pers/Documents/Strategic-Plan.pdf.

Information Security and Continuity Management Programs

The Agency has been working diligently on establishing a Continuity Management Program, which
encompasses our Continuity of Operations Plan, Business Recovery, and Disaster Recovery Plans. Agency
staff have made significant strides in establishing an industry standard program. That said, there is
recognition that, while we now have the basics in place, there is still significant effort required to ensure that
we continue to build out our Continuity Management Program.

Similar to Continuity Management, Information Security is one of the foundational initiatives the Agency
needs to have in place. This ensures that the data and personal information we maintain are secure. Working
collaboratively with the State Enterprise Security Office, staff made significant strides in building out our
Information Security Program in fiscal year 2021.

Member and Employer Satisfaction Surveys

PERS’ 2021 member satisfaction survey results show a decrease in satisfaction from 2020. The results were
fairly similar to 2019 results, following the trend of lower satisfaction during years when the legislature is in
regular session. This is notable as overall member response rates continue to oscillate year to year, including
from nonretired members. Retiree satisfaction continues to hover just under 95 percent, rating PERS’ overall
quality of service as “excellent” or “good.” Nonretired member satisfaction dropped from 78 percent in 2020 to
73 percent in 2021.

Employers reported a satisfaction rating of just over 85 percent in 2021, down from nearly 89 percent in
2020. 2021 results reflected a lower response rate, possibly because employers continue to focus on other
reporting requirements during the continued COVID-19 pandemic.

Awards and Acknowledgements

Certificate of Achievement

The GFOA Certificate of Achievement for Excellence in Financial Reporting is applicable for the fiscal year
ended June 30, 2020. The Certificate of Achievement is a prestigious national award that recognizes
conformance with the highest standards of preparation of state and local government financial reports.

To be awarded a Certificate of Achievement, a government unit must publish an easily readable and
efficiently organized ACFR, with contents that conform to program standards. The ACFR must satisfy both
generally accepted accounting principles and applicable legal requirements. A Certificate of Achievement is
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valid for one year. The System has received a Certificate of Achievement for the last 30 consecutive years.
We believe our current report continues to conform to the Certificate of Achievement program
requirements, and we are submitting it to the GFOA.

Public Pension Standards Award

The Public Pension Coordinating Council (PPCC) awarded the 2021 Public Pension Standards Award to PERS
for its plan design and administration.

The PPCC is a coalition of three associations representing public pension funds covering the vast majority of
public employees in the United States. The associations are: the National Association of State Retirement
Administrators (NASRA), the National Conference on Public Employee Retirement Systems (NCPERS), and
the National Council on Teacher Retirement (NCTR). Public pension standards are intended to reflect
minimum expectations for public retirement system management and administration and to serve as
benchmarks by which all defined benefit public plans are measured.

This is the 19* year the PPCC has offered the award to public retirement systems and the 18" consecutive
year PERS has applied for and received the award.

Acknowledgments

The information contained in this report is used to make management decisions, to demonstrate stewardship
of the assets entrusted to the System, and to comply with legal and accounting provisions. Staff strives to
provide reliable and complete information for these purposes. The compilation of this report reflects the
combined efforts of the PERS Financial Services Division.

This report is available on the PERS website at https://www.oregon.gov/pers/Pages/Financials/Actuarial-
Financial-Information.aspx, and a link to this document is e-mailed to all PERS employers. Summary
financial information and the website link are also reported in the PERS newsletter, Perspectives, which is
distributed to active and retired members.

We would like to thank the PERS Board and staff, participating employers, the Oregon Investment Council,
the Office of the State Treasurer, and all others working on behalf of the System for their time, commitment,
support, and hard work. We are grateful for their continued support and assistance.

Respectfully submitted,

JETEE g

Kevin Olineck Richard Horsford
Director Chief Financial Officer
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Board of Trustees

Public Employees Retirement Board

The Oregon Legislature has delegated authority to the Public Employees Retirement System (PERS) Board of
Trustees to administer the PERS system. The Board is composed of five trustees who administer retirement
(service and disability), death, and retiree health insurance benefits. PERS also administers the Oregon
Savings Growth Plan, a deferred compensation program for state and local government employees.

All members of the Board are appointed by the state governor and confirmed by the state senate. The
governor designates the chairperson.

Statute specifies that Board membership must consist of three people with experience in business
management, pension management, or investing who are not members of the PERS system; one person who
is either an employee of the state in a management position or a person who holds an elective office in the
governing body of a participating public employer other than the state; and one person representing public
employees and retirees.

As of June 30, 2021, the three Board members representing business management, pension management, or
investing are Sadhana Shenoy (Board Chair), Stephen Buckley, and Jardon Jaramillo. John Scanlan was
appointed to represent public employees and retirees; Lawrence J. Furnstahl (Vice-Chair) was appointed to
represent public employers. Terms for each member are staggered.

Sadhana Shenoy (Board Chair)

Sadhana Shenoy has spent more than the last five years in the Mobility-as-a-Service (MaaS) space. She was
the Chief Financial Officer and Chief Operations Officer of Moovel, a transit technology company, and held
this position as the company developed from start-up to acquisition and into growth. She started her career
as a software engineer working with databases and children’s software. She then moved to the nonprofit
sector, working on boards within the environmental (Sierra Club), educational (Montessori School of
Beaverton) and legal (CRAG Law Center) areas. Ms. Shenoy is a charter and board member of TiE Oregon
(The Indus Entrepreneurs) and of TYE Oregon (TiE Youth Entrepreneurs) and enjoys angel investing in
exciting new ideas and promoting youth entrepreneurship.

Ms. Shenoy holds Bachelor of Science degrees in accounting and business administration and a Master of
Science degree in computer science. She is a Certified Public Accountant (CPA) in Oregon.

Lawrence J. Furnstahl (Vice-Chair)

Lawrence J. Furnstahl has three decades of experience in the strategic, financial, and operational
management of complex organizations, including universities and academic health centers. Mr. Furnstahl
has served as a chief financial officer for more than 25 years. He is now the Executive Vice President and
Chief Financial Officer of Oregon Health & Science University (OHSU). OHSU is a $3.1 billion public
corporation with nearly 3,000 faculty, 17,500 staff, and 5,600 students and trainees. OHSU participates in
$486 million of research and is the state’s only major academic health center. Prior to joining OHSU in
January 2011, Mr. Furnstahl served as Chief Financial and Strategy Officer with the University of Chicago
Medical Center and Biological Sciences Division. Over the years, he has also served as Vice President of
Financial Planning for Science for University of Chicago; Senior Vice President and Chief Financial Officer
for University of California, San Francisco, Stanford Health Care; Vice President and Chief Financial Officer
for the University of Chicago; and Vice President and Treasurer of Patient Services for the University of
Chicago Hospitals. Mr. Furnstahl is a member of the Visiting Committee to the Physical Sciences Division of
the University of Chicago, and a board director and former Chair of the Hyde Park Art Center. He is a
graduate of the College of the University of Chicago, with a degree in economics.
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Board of Trustees

Stephen Buckley

Stephen Buckley was a partner at the Portland, Oregon law firm Brownstein Rask LLP prior to his retirement
on June 30, 2019. For more than 30 years, Mr. Buckley served as legal counsel for Boards of Trustees of
private sector health and welfare plans and defined benefit, defined contribution, and 401(k) pension plans in
Washington, Oregon, and California. Mr. Buckley was a frequent speaker at employee benefit plan
conferences sponsored by the International Foundation of Employee Benefit Plans. Mr. Buckley earned his
Bachelor of Arts degree in political science from Colorado State University and his Juris Doctorate degree
from Willamette University College of Law.

John Scanlan

John Scanlan was a teacher for 29 years and retired in 2021. He taught English language arts to students in
grades 6 to 12 in three districts; was an adjunct professor at Eastern Oregon University (EOU); co-directed the
Oregon Writing Project at EOU; and coordinated the Pendleton School District Outdoor School, the longest
continuously operating outdoor school program east of the Cascades. Mr. Scanlan also served as president of
the Oregon Council of Teachers of English, frequently presented at council conferences, and has been
published in the council's peer-reviewed Oregon English Journal. He has been active in the Oregon
Education Association, including serving as a local building representative, treasurer, negotiation team
leader, president, and board member.

Jardon Jaramillo

Jardon Jaramillo serves as Controller and Assistant Treasurer at Portland General Electric, communicating
and managing financial results. He previously worked as Director of Compensation and Benefits from 2013
to 2016. As director, he was responsible for managing the company'’s defined benefit pension plan, as well as
overseeing health care programs for all of PGE's employees. Before joining PGE, Mr. Jaramillo was a manager
with Deloitte in the M&A Transactions Services consulting group. He spent his early career at Deloitte in the
audit and assurance space. Mr. Jaramillo enjoys contributing to solutions to equity issues in the community
and serves as Vice Chair of the Board of Metropolitan Family Services.

Mr. Jaramillo received an MBA from the Anderson School at the University of California Los Angeles, a BA
in economics from Northwest Nazarene University, and is a Certified Public Accountant (CPA) licensed in
Oregon.
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Excellence in Financial Reporting_

P

Government Finance Officers Association

Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

Oregon Public Employees Retirement System

For its Comprehensive Annual
Financial Report
For the Fiscal Year Ended

June 30, 2020

CoReitop fun P Mrnitt

Executive Dhrector/CEQ

Management would like to offer a special thank you to the Oregon Public Employees
Retirement System Financial Reporting Division for their ongoing work to earn this
prestigious award.

Financial Reporting Coordinator — Matthew Graves

Senior Investment Accountant — Michiru Farney
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Pension Standards Award

B

Public Pension Coordinating Council

Public Pension Standards Award
For Funding and Administration
2021

Presented to

Oregon Public Employees Retirement System

In recognition of meeting professional standards for
plan funding and administration as
set forth in the Public Pension Standards.

Presented by the Public Pension Coordinating Council, a confederation of

National Association of State Retirement Administrators (NASRA)
National Conference on Public Employee Retirement Systems (NCPERS)
National Council on Teacher Retirement (NCTR)

Alan H. Winkle
Program Administrator
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Mission

We serve the people of Oregon by administering public employee benefit trusts to
pay the right person the right benefit at the right time.

Core Values

Service-Focus: We work together to meet the needs of others with dependability,
professionalism, and respect.

Accountability: We take ownership for our decisions, actions, and outcomes.

Integrity: We inspire trust through transparency and ethical, sound judgment.

Operating Principles

Professional: We are responsive, respectful, and sensitive to the needs of our
members, employers, and staff.

Accurate: We ensure data integrity and provide consistent, dependable
information and benefits.

Judicious: We use sound judgment and prudent, principled decision-making in
upholding our fiduciary responsibility.

Information Security: We are constantly vigilant to safeguard confidential
information.
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Cartbitiac
Pulbdic
Acauniarls

Independent Auditor's Report

To the Honorable Kate Brown
Governor of Oregon

To the Public Emplovess Retiremeant Board of the
Oregon Pubhic Emplovess Retirement System
Tigard, Oregon

Eeport on the Financial Statements

We have audited the accompanymg financial statements of the fidwciary activities and proprietary
activities of the Oregon Public Employees Retirement System (the System), an agency of the State of
Oregon, as of and for the fiscal year ended Jume 30, 2021, and the related notes to the fmancial
statements, which collectively comprise the System's basic financial statements as listed 1 the table of
contents.

Management’s Responnibality for the Financial Statements

Manapement 1= rezponsible for the preparation and fair presentation of these financial statements m
accordance with accounting principles generally accepted m the Umited States of Amernica; this meludes
the desigm, implementation, and mamtenance of mtemal control relevant to the preparation and far
presentation of financial statements that are free from matenal omsstatement whether due to frand or

aITor.
Aunditer's Respensibiliny

Our responsibility 15 to express opimons on these financial statements based on ouwr andit. We conducted
our audit m accordance with andiing standards generally accepted in the United States of Amernca and
the standards applicable to financial audits contamed m Gevernmenr Anditing Standards, 15:ued 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 ivvolves performmg procedures to obtam andit evidence about the amounts and disclosures m
the fmancial statements. The procedures selected depend on the anditor’s judgment, meludmg the
assessment of the nsks of matenal masstatement of the financial statements, whather due to fraud or error.
In makmg those nsk assessments, the auditor considers mternal control relevant to the enfify’s preparation
and fair presentation of the finaneial statements m order to desipm audit procedures that are appropriate m
the crcumstances, but not for the purpose of exprezsmg an opinion on the effectrveness of the anfity’s
mtenal control. Accordingly, we express mo such opimon. An andit also includes evaluatmp the

appropriatensss of accountng policies wsed and the reasonablensss of sigmificant accoumtng estimates
made by management, as well as evaluating the overall presentation of the financial staternents.

We belizve that the andit evidence wa have obtained 1z sufficient and appropriate to provide a basis for

Miachn G & OrCanmel LLE
SO0 Capial Bl Sl 2200

Sc s, 28 WIENY WM EDGDE.EGM
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Opinions

In owr opimon, the fimanmal statements referred to above present fawly, 1 all material respects, the
Emplovess Retirement System as of June 30, 2021, and the respective changes i financial posthon and,
where apphicable, cash flows thereof for the fiscal year then ended m accordance with accountng
prnciples generally accepted 1 the United States of America.

Emphasis of Matter

As discussed m Note 9 to the financial stafements, the total pension liabihty for the Defined Benefit
Pancion Plan, based on the actuanal valuation as of December 31, 2019, rolled forward to June 30, 2021,
exceeded the plan’s fiduciary net position by 5120 billion. The actuanal valuation is very sensitive to the
underlying assumptions, mcluding a discount rate of 6.9 percent, which represents the long-termn
expected rate of reftom.

Chur opimons are not modified with respect to this matter.
Oiher Matters
Prior-Year Comparative Information

The firanmal statements inchode partial pnor-year comparative information. Such informaton does not
include all of the mformation required to consttufe a presentaton m conformuty with accounting
principles penerally accepted in the Umted States of Amenea Accordingly, such mformation should be
read mn conjunchon with the Svstem’s financial statemnents for the fiscal vear ended June 30, 2020, from

We have previously aundited the System’s 202 financial statements, and we expressed unmodified
opimons on the respectrve financial statements of the fiduciary actvihes and the propnetary activibes m
our report dated December 1, 2020, In our opmion, the parhal comparative information presented berein
as of and for the fiscal year ended Tune 30, 2020, 15 consistent, in all material respects, with the audited
financial statements from which it has been derived.

Reguired Supplementary Information

Accountng principles generally accepted 1n the Umtfed States of Amenica requuire that the management’s
discussion and analy=mis, the schedule of changes m net pension hability/(assef) and related ratios, the
schedule of investment retwms — defined benefit pension plan, the schedule of defined benefit pension
plan emplover contnbutions, the schedule of chanmes m net OPEB (asset) and related ratios — OPEB Plan
—RHIA, the schedule of mvestment returns — OPEB Plan — RHIA, the schedule of changes in net OFEB
liabality/(asset) and related ratios — OPEB Plan — RHIPA, the schedule of mvestment returns — OFEB
Plan - EHIPA, the schedule of OPEB FEHIA employer contmbutions, the schedule of OFEB EHIPA
emplover coninbufions, and the schedule of claims development mformation, as hsted m the table of
contents, be presented to supplement the financial stafements. Such mformation, although not a part of
the basic financial statements, 15 requred by the Governmental Accountng Standards Board who
considers 1t to be an essential part of financial reporting for placmg the basic finaneial statements 1o an
appropriate operafional, economic, or hstorical context. We have applied certain limited procedures to
the required supplementary information in accordance with auditing standards generally accepted m the
Umited States of America, which conzisted of inquries of management about the method=s of prepannz
the mformation and comparng the mformaton for consistency with management’s responses to our
mmqures, the basic firancial statements, and other knowledze we obtained dunng our audit of the bazic
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finaneial statementz. We do not express an opmion or provide any asswanee on the mformaton because
the hmited procedures do not provide us with sufficent evidence to express an opmion or provide amy

aAssurancea.

Orther Information

Chur audit was conducted for the purpose of forming opinions on the financial staternents that collectvely
comprise the System’s basic finameial statements. The other supplementary information and the
infroductory, imrestment, actuarial, and statishical sechons, as hsted m the table of contents, are presented
for purposes of additional analy=is and are not a requured part of the basic financial statements.

The other supplementary information 15 the responsibility of management and was dermved from and
relates directly to the underlyving accounting and other records used fo prepare the basic fimaneal
statements. Such mformation has been subjected to the audibng procedures apphed mn the andit of the
basic financial statements and certain addihonal procedures, mcludng companng and reconciling such
information directly fo the underlying accounfing and other records wsed to prepare the basic finaneial
statements or to the basic financial statements themselves, and other addihonal procedurss mn accordance
nﬂaﬂhgm&gmﬂhmdmﬂnwﬁmﬁﬁmiﬂ.hmm&em
supplementary information 15 fairly stated, in all material respects, mm relation to the bame financal
statements as a whole.

The mivoductory, investment, actuarial and statistical sections have not been subjected to the audibng
procedures applied in the audit of the basic financial statements, and accordmply, we do not express an
opimon or provide any assurance on them

Other Reporting Required by Government Anditing Standards

In accordance with Government Auditing Standards, we have alzo 15sued our report dated December 1,
2021, on our consideration of the System’s imfernal control over financial reporting and on our tests of 1ts
comphance with certam prowvisions of laws, regulabions, contracts, and granf agreements and other
matters. The purpose of that report 15 solely to desenbe the scope of our testing of internal control over
finaneial reporting and compliance and the results of that festing, and not to prowvide an opmion on the
of an audit performed I accordance with Gmmrﬂudlnngsmdsmmdeumgﬂmﬁystms
internal confrol over financal reporting and comphance.

Hie G ¢ Ol UL

Dememberl,lﬂll
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Management’s Discussion and Analysis

MANAGEMENT'’S DISCUSSION AND ANALYSIS

This section presents management’s discussion and analysis of the Oregon Public Employees Retirement
System’s (PERS or the System) financial performance during the fiscal year ended June 30, 2021. It is a
narrative overview and analysis that we present in conjunction with the Letter of Transmittal included in
the Introductory Section of this Annual Comprehensive Financial Report (ACFR). It should also be read in
conjunction with PERS’ basic financial statements, as presented in this report.

PERS is primarily responsible for administering retirement benefits, health insurance benefits, and
supplemental retirement savings plans. PERS comprises six funds: a defined benefit pension plan, an
individual account-based program under the PERS tax-qualified governmental plan, two Other
Postemployment Benefit (OPEB) plans, a deferred compensation plan, and a proprietary fund.

OVERVIEW OF THE FINANCIAL STATEMENTS AND ACCOMPANYING INFORMATION

Management’s discussion and analysis provides an introduction to and overview of the basic financial
statements, which comprise the following components: Fund Financial Statements and Notes to the Basic
Financial Statements. Collectively, this information presents the combined net position restricted for pension
benefits, OPEB, individual account-based program, and deferred compensation, along with the unrestricted
net position of the proprietary fund administered by PERS as of June 30, 2021. It also summarizes the
combined changes in net position restricted for pension benefits, other employee benefits and OPEB, the
changes in unrestricted net position, and the cash flows of the proprietary fund for the fiscal year then
ended, along with an actuarial measurement of the employers’ total pension and OPEB liabilities compared
to the fiduciary net position of the defined benefit pension and OPEB plans. The information available in
each of these sections is briefly summarized below.

Fund Financial Statements

As of June 30, 2021, financial statements are presented for the two types of funds administered by PERS:
fiduciary funds, where PERS acts in a fiduciary capacity as a trustee for others and is responsible for
administering the assets placed under its control; and a proprietary fund, where fees are charged for services
provided and the focus is on determining financial position, operating and non-operating income, changes in
net position, and cash flows.

Fiduciary Funds include the Defined Benefit Pension Plan, Oregon Public Service Retirement Plan
Individual Account Program (IAP), the Retirement Health Insurance Account (RHIA), the Retiree Health
Insurance Premium Account (RHIPA), and the Deferred Compensation Plan, known as the Oregon Savings
Growth Plan. Fiduciary funds are used to account for resources held for the benefit of PERS participants. A
statement of fiduciary net position and a statement of changes in fiduciary net position are presented for the
fiduciary funds as of and for the fiscal year ended June 30, 2021, along with comparative total information as
of and for the fiscal year ended June 30, 2020. These financial statements reflect the resources available to
pay benefits to retired members and other beneficiaries as of year-end, as well as the changes in those
resources during the year.

Proprietary Fund includes the Standard Retiree Health Insurance Account (SRHIA), an enterprise fund. A
statement of net position; a statement of revenues, expenses, and changes in net position; and a statement of
cash flows are presented for the proprietary fund as of and for the fiscal year ended June 30, 2021, along
with comparative total information as of and for the fiscal year ended June 30, 2020. These financial
statements reflect the net position, changes in net position, and cash flows resulting from PERS business-
type activities.
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Notes to the Basic Financial Statements

e Note 1 - provides a summary of significant accounting policies, including the basis of accounting for

each of the fund types: investment accounting policies, management’s use of estimates, and other
significant accounting policies.

e Note 2 - provides a general description of PERS as well as a description of each of the funds
administered by PERS. Information regarding employer and member participation in the pension
and OPEB plans administered by PERS is also provided.

e Note 3 - provides information on the System’s accounts receivables and payables.

e Note 4 - provides information on cash and cash equivalents. The note also describes investments,

including the techniques and inputs used to determine fair value, investing authority, investment
risk categorizations, and additional information about unfunded investment commitments,
securities lending, and derivatives.

e Note 5 - provides information about capital assets used in plan operations.

e Note 6 - provides information on reserves.

e Note 7 - provides information on potential contingencies of PERS.

e Note 8 - provides information on the estimated claims liability of the SRHIA.
e Note 9 - provides information on the Employers’ Net Pension Liability.

e Note 10 - provides information on Employers’ Net OPEB Liability/(Asset).

e Note 11 - provides information about subsequent events.

Required Supplementary Information

In addition to the financial statements and notes explained above, this ACFR includes 10 additional Required
Supplementary Information schedules with historical trend information, as described below:

e The Schedule of Changes in Net Pension Liability/(Asset) and Related Ratios, page 76, presents the
pension plan’s change in total pension liability, change in the fiduciary net position, net pension
liability/(asset), fiduciary net position as a percentage of the total pension liability, total covered
payroll, and net pension liability/(asset) as a percentage of covered payroll. This required 10-year
trend schedule will disclose future years prospectively, beginning with the fiscal year ended June
30, 2014.

e The Schedule of Investment Returns - Defined Benefit Pension Plan, page 76, presents for each
fiscal year the annual money-weighted return (internal rate of return) on pension plan
investments, net of pension plan investment expense. This required 10-year trend schedule will
disclose future years prospectively, beginning with the fiscal year ended June 30, 2014.

e The Schedule of Defined Benefit Pension Plan Employer Contributions, pages 77 and 78, contains a
10-year schedule comparing the amount of actuarially determined contributions with the amount
of contributions recognized in relation to the actuarially determined contributions, and showing
whether there is a contribution deficiency or excess. The schedule also shows the amounts of
contributions recognized by the pension plan in relation to the actuarially determined
contributions as a percentage of covered payroll.

e The Schedules of Changes in Net OPEB Liability/(Asset) and Related Ratios for RHIA, page 79, and

RHIPA, page 80, presents the OPEB plan’s change in the total OPEB liability, change in the fiduciary
net position, net OPEB liability/(asset), fiduciary net position as a percentage of the total OPEB
liability, total covered payroll, and net OPEB liability/(asset) as a percentage of covered payroll.
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These required 10-year trend schedules will disclose future years prospectively, beginning with the
fiscal year ended June 30, 2017.

e The Schedules of Investment Returns - OPEB Plans for RHIA and RHIPA, pages 79 and 80,

respectively, present for each fiscal year the annual money-weighted return (internal rate of
return) for each of the OPEB plan investments, net of OPEB plan investment expense. These
required 10-year trend schedules will disclose future years prospectively, beginning with the fiscal
year ended June 30, 2017.

e The Schedules of OPEB Plan Employer Contributions for both RHIA and RHIPA, pages 81-84,

contain a 10-year schedule comparing the amount of actuarially determined contributions with the
amount of contributions recognized in relation to the actuarially determined contributions, and
showing whether there is a contribution deficiency or excess. The schedules also show the amounts
of contributions recognized by the OPEB plans in relation to the actuarially determined
contributions as a percentage of covered payroll.

e The Schedule of Claims Development Information for SRHIA, page 85, shows earned revenues and
expenses over the past ten years.

Other Supplementary Information

In addition to the Required Supplementary Information, there are five Other Supplementary Information
schedules, as described below:

e The Schedule of Plan Net Position and Schedule of Changes in Plan Net Position - Defined Benefit
Pension Plan, pages 87-90, display the components of the defined benefit pension plan.

e The Schedule of Administrative Expenses and Schedule of Payments to Consultants and
Contractors on pages 91 and 92 show the costs of managing the System.

e The Summary of Investment Fees, Commissions, and Expenses, pages 93-95, provides the detail of
investment-related expenses included in the Investment Expense line item reported in the
Statement of Changes in Fiduciary Net Position.

FIDUCIARY FUNDS

e PERS assets exceeded its liabilities at the close of fiscal year 2021, with $100,775.4 million
restricted for pension, IAP, OPEB, and deferred compensation benefits.

o Fiduciary net position increased by $19,369.8 million, or 23.8 percent, primarily because of the
$21,131.0 million increase in investment income due to financial market conditions.

e Revenues (additions to fiduciary net position), which include member and employer contributions
of $3,066.9 million and investment activities totaling $22,375.1 million, were up 473.4 percent to
$25,444.3 million for fiscal year 2021, compared to $4,437.1 million in fiscal year 2020. This
increase was attributed to a $21,131.0 million increase in revenues from investment activities
compared to the prior year, offset by a $121.6 million decrease in member and employer
contributions.

o Expenses (deductions from fiduciary net position) increased 3.0 percent to $6,074.5 million during

the fiscal year from $5,898.2 million in fiscal year 2020, primarily due to a similar increase in
benefit payments.
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FIDUCIARY NET POSITION

The condensed comparative summaries of Fiduciary Net Position on page 24 demonstrate that the pension
trust funds are primarily focused on investments and net position.

The net position of the Defined Benefit Pension Plan increased approximately $16,012.0 million,
or 23.4 percent, during the fiscal year ended June 30, 2021, primarily because of a $18,075.2
million, or 1,957.8 percent increase in net investment and other income.

The net position of the OPSRP IAP increased approximately $2,548.6 million, or 24.9 percent,
during the fiscal year ended June 30, 2021, primarily because of a $2,318.3 million, or 955.5
percent, increase in net investment and other income.

The net position of the Deferred Compensation Plan increased approximately $643.0 million, or
29.5 percent, during the fiscal year ended June 30, 2021, primarily because of a $556.1 million, or
758.3 percent increase in net investment and other income.

The net position of the RHIA increased approximately $142.2 million, or 23.2 percent, during the
fiscal year ended June 30, 2021, primarily because of a $163.2 million, or 1,899.1 percent increase
in net investment and other income.

The net position of the RHIPA increased approximately $24.1 million, or 44.3 percent, during the
fiscal year ended June 30, 2021, primarily because of a $15.5 million, or 2,011.0 percent increase in
net investment and other income.

CHANGES IN FIDUCIARY NET POSITION
Revenues - Additions to Fiduciary Net Position

Additions to Fiduciary Net Position needed to finance retirement benefits are accumulated through the
collection of employer and member contributions and through investment income.

For fiscal year 2021, the financial markets stabilized, which resulted in an increase in Net
Investment and Other Income for all plans. See the Investment Activities section on page 28 for
further discussion.

Defined Benefit Pension Plan: Total additions for fiscal year 2021 increased $18,087.7 million, or
559.6 percent, compared to fiscal year 2020. This increase was chiefly attributed to the $18,075.2
million, or 1,957.8 percent, increase in Net Investment and Other Income.

+ Employer Contributions appeared to decline $137.6 million in fiscal year 2021; however with
the closure of the first cycle of the Employer Incentive Fund (EIF) program (established by the
Employer Programs project of SB 1049) on December 1, 2020, side account payments dropped
significantly in fiscal year 2021, compared to fiscal year 2020. Without side account
payments, the actual amount of Employer Contributions in fiscal year 2021 increased $154.5
million, or 8.0 percent, compared to fiscal year 2020, primarily due to salary and cost of living
adjustment increases.

* Member Contributions increased substantially in fiscal year 2021 because of the
implementation of the Member Redirect project of SB 1049, which redirects a portion of each
member’s Individual Account Program contributions to the member’s Employee Pension
Stability Account (EPSA), which will be used to help fund that member’s future benefit. As a
result, Member Contributions increased $150.1 million, or 1,474.9 percent, in fiscal year 2021
compared to fiscal year 2020.

The Individual Account Program: Total additions increased $2,185.5 million, or 229.1 percent,
because of the $2,318.3 million, or 955.5 percent, increase in Net Investment and Other Income,
which was offset by a $132.8 million decrease in Member Contributions. The decrease in Member
Contributions is directly correlated to the implementation of the Member Redirect program of SB
1049, as discussed under the Defined Benefit Pension Plan above.

Deferred Compensation Plan: The Oregon Savings Growth Plan had a $558.1 million, or 249.3
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TABLE1
FIDUCIARY NET POSITION, PENSION
(in thousands) As of June 30

Defined Benefit Pension Plan

Individual Account Program

Deferred Compensation Plan

2021 2020 2021 2020 2021 2020
Cash and Receivables $ 4,641,088 $ 4215079 $ 900,682 $ 817,282 18,691 $ 29,442
Investments at Fair Value 81,586,458 66,312,176 12,093,590 9,646,811 2,806,582 2,151,257
Securities Lending

Collateral 568,547 709,926 64,868 77,485 - 3
Other 31,693 25,647 1,013 532 - -

Total Assets 86,827,786 71,262,828 13,060,153 10,542,110 2,825,273 2,180,702
Investment Purchases 1,888,776 2,179,278 163,331 190,527 3,245 1,180
Securities Lending

Payable 568,592 710,431 64,873 77,540 - 3
Other Payables 39,102 53,822 40,941 31,657 274 738

Total Liabilities 2,496,470 2,943,531 269,145 299,724 3,519 1,921
Total Net Position $ 84,331,316 $ 68,319,297 12,791,008 $ 10,242,386 2,821,754 $ 2,178,781
TABLE2

FIDUCIARY NET POSITION, OTHER POSTEMPLOYMENT BENEFITS
(in thousands) As of June 30

Retirement Health Insurance

Retiree Health Insurance

Account Premium Account
2021 2020 2021 2020

Cash and Receivables $ 42968 $ 34,040 6135 $ 7,670
Investments at Fair Value 732,522 606,438 73,714 48,024
Securities Lending

Collateral 5,134 6,525 517 521
Other 66 28 7 2

Total Assets 780,690 647,031 80,373 56,217
Investment Purchases 15,504 18,663 1,297 1,268
Securities Lending

Payable 5,134 6,530 517 521
Other Payables 7,144 11,094 163 89

Total Liabilities 27,782 36,287 1,977 1,878
Total Net Position $ 752,908 $ 610,744 $ 78,396 $ 54,339

percent, increase in total additions. Like the other plans, this increase was because of the $556.6
million, or 758.3 percent, increase in Net Investment and Other Income compared to fiscal year
2020. Member Contributions increased a modest $1.5 million, or 1.0 percent over fiscal year 2020.

¢ Retirement Health Insurance Account: Total additions increased $159.8 million, or 1,068.7 percent.
The increase is primarily because of the $163.2 million, or 1,899.1 percent, increase in Investment
and Other Income, offset by a $3.4 million, or 53.4 percent, decrease in Employer Contributions.
This decrease in Contributions was because of $3.9 million in Employers Contribution corrections
from prior fiscal years that were processed in fiscal year 2020.
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Retiree Health Insurance Premium Account: Total additions increased $16.0 million, or 133.2
percent, over the fiscal year 2020. This increase was primarily due to the $15.5 million, or 2,011.0
percent, increase in Net Investment and Other Income.

Expenses - Deductions From Fiduciary Net Position

Benefit payments, refunds of contributions to members who terminate employment, health insurance
premium subsidies, deferred compensation payments, and administrative costs comprise the System’s
expenses.

Defined Benefit Pension Plan: Pension benefit and other expenses were $5,308.2 million in fiscal
year 2021, a $191.3 million, or 3.7 percent, increase over fiscal year 2020 expenses of $5,116.9
million, primarily because of the 1.9 percent net increase in the number of retirees, as well as the
annual cost of living adjustment. See service retirements discussed on page 29.

Individual Account Program: IAP benefit and other expenses decreased by $32.7 million, or 5.3
percent, during the year, from $623.4 million in fiscal year 2020 to $590.7 million in fiscal year
2021. The decrease in IAP benefit payments is consistent with the decrease in the number of
service retirements discussed on page 29.

Deferred Compensation Plan: Deferred compensation benefits and other expenses increased by
$18.6 million, or 15.5 percent, from $120.4 million in fiscal year 2020 to $139.0 million in fiscal
year 2021, because of a increases in requests for rollovers and distributions.

Retirement Health Insurance Account: RHIA healthcare premium and other expenses decreased
by $478.0 thousand, or 1.4 percent, from $33.1 million in fiscal year 2020 to $32.6 million in fiscal
year 2021. This decrease is attributed to a $493.0 thousand, or 1.6 percent, decrease in Healthcare
Premium Subsidies, which is consistent with the decrease in participants.

Retiree Health Insurance Premium Account: RHIPA healthcare premium and other expenses
decreased by $402.0 thousand, or 9.2 percent, from $4.4 million in fiscal year 2020 to $4.0 million
in fiscal year 2021, primarily due to a decrease in participants.

The tables on page 26 show condensed comparative summaries of the changes in fiduciary net position and
reflect the activities of the plans administered by the System.

PROPRIETARY FUND

Standard Retiree Health Insurance Account (SRHIA) uses an enterprise fund to account for the
activities of PERS’ health insurance program (PHIP), a public entity risk pool.

Net Position

The net position of the SRHIA as of June 30, 2021, was $99.8 million, a $0.9 million, or 0.9 percent,
increase over fiscal year 2020. This increase was primarily because of the modest increase of net
income.
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TABLE 3
CHANGES IN FIDUCIARY NET POSITION, PENSION
(in thousands) For the Fiscal Years Ended June 30:

Defined Benefit Pension Plan Individual Account Program Deferred Compensation Plan
2021 2020 2021 2020 2021 2020

Additions:
Employer Contributions $ 2,161,451 $ 2,299,006 $ - 3 - $ - 3 -
Member Contributions 160,309 10,179 578,414 711,193 151,996 150,478
Net Investment and

Other Income 18,998,416 923,261 2,560,936 242,628 630,011 73,406

Total Additions 21,320,176 3,232,446 3,139,350 953,821 782,007 223,884

Deductions:
Pension Benefits 5,237,138 5,045,931 577,900 611,602 136,615 118,350
Other 71,019 70,939 12,828 11,828 2,419 2,071

Total Deductions 5,308,157 5,116,870 590,728 623,430 139,034 120,421
Net Increase (Decrease) 16,012,019 (1,884,424) 2,548,622 330,391 642,973 103,463
Net Position

Beginning of Year 68,319,297 70,203,721 10,242,386 9,911,995 2,178,781 2,075,318

End of Year $ 84331316 $ 68319297 $ 12791008 $ 10,242,386 $ 2,821,754 $ 2,178,781

TABLE 4
CHANGES IN FIDUCIARY NET POSITION, OTHER POSTEMPLOYMENT BENEFITS
(in thousands) For the Fiscal Years Ended June 30:

Retirement Health Insurance Retiree Health Insurance
Account Premium Account
2021 2020 2021 2020

Additions:
Employer Contributions $ 2,963 $ 6,360 % 11,724 $ 11,242
Net Investment and

Other Income 171,823 8,595 16,297 772

Total Additions 174,786 14,955 28,021 12,014

Deductions:
Healthcare Premium
Subsidies 31,335 31,828 3,673 4,113
Other 1,287 1,273 291 253

Total Deductions 32,622 33,101 3,964 4,366
Net Increase (Decrease) 142,164 (18,146) 24,057 7,648
Net Position

Beginning of Year 610,744 628,890 54,339 46,691

End of Year $ 752,908 $ 610,744 $ 78,396 $ 54,339
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Changes in Net Position

o SRHIA insurance premiums and other revenue for the fiscal year ended June 30, 2021, was $31.3
million, a $1.2 million, or 3.7 percent, decrease from fiscal year 2020. This decrease was primarily
because of a similar decrease in investment income from Securities Lending Collateral.

e SRHIA healthcare and other expenses for the fiscal year ended June 30, 2021, increased $7.1 mil-
lion, or 30.7 percent, from $23.3 million in fiscal year 2020 to $30.4 million in fiscal year 2021 pri-
marily because of increases in claims as providers began to reopen following the initial pandemic
shutdown. Additionally, the decreases in claims expense related to the change in financing ar-
rangement ended in December 2020 as the program came to a close.

The tables below and on the next page show the condensed summary of net position and the condensed
summary of changes in revenues, expenses, and net position for SRHIA.

TABLE 5
NET POSITION, PROPRIETARY FUND
(in thousands) As of June 30
Standard Retiree Health Insurance
Account
2021 2020
Cash and Receivables $ 102,024 $ 101,316
Net OPEB Asset 2 6
Securities Lending Collateral 302 1,414
Total Assets 102,328 102,736
Deferred Outflows of Resources:
Pensions 184 174
OPEB 2 1
Total Deferred Outflows of Resources 186 175
Claims Payable 830 630
Other Payables 968 1,335
Securities Lending Payable 302 1,414
Net Pension Liability 549 547
Other Liabilities 40 43
Total Liabilities 2,689 3,969
Deferred Inflows of Resources:
Pensions 12 26
OPEB 2 3
Total Deferred Inflows of Resources 14 29
Total Net Position $ 99,811 $ 98,913
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TABLE 6
REVENUES, EXPENSES, AND CHANGES IN NET POSITION, PROPRIETARY FUND
(in thousands) For the Fiscal Years Ended June 30:

Standard Retiree Health
Insurance Account
2021 2020
Revenues:
Insurance Premiums $ 30,380 $ 30,379
Reinsurance Reimbursements 6 23
Investment Income 888 2,083
Total Revenues 31,274 32,485
Expenses:
Claims 25,743 18,502
Change in Estimated Liabilities 200 (235)
Administrative Expense 4,433 4,982
Total Expenses 30,376 23,249
Net Increase 898 9,236
Net Position
Beginning of Year 98,913 89,677
End of Year $ 99811 $ 98,913

NET PENSION LIABILITY

The Employers’ Net Pension Liability (NPL) as of June 30, 2021, was $11,966.5 million, compared to a Net
Pension Liability of $21,823.4 million as of June 30, 2020. The $9,856.9 million, or 45.2 percent, decrease in
Employers’ Ne