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 Management’s Discussion and Analysis 
  
This Management Discussion and Analysis (MD&A) of the Municipal Employees’ Annuity and Benefit Fund of 
Chicago (“MEABF” or the “Plan”) provides a narrative overview and analysis of the financial activities of MEABF 
for the years ended December 31, 2016 and 2015. Readers are encouraged to read the MD&A in conjunction 
with the financial statements to better understand the financial condition and performance of MEABF during the 
year ended December 31, 2016. Information for fiscal years 2015 and 2014 is presented for comparative 
purposes. 
 
Financial Highlights 

• The Plan’s fiduciary net position decreased by $305.2 million to $4,436.2 million as of December 31, 2016, 
compared to a decrease of $438.1 million, from $5,179.5 million to $4,741.4 as of December 31, 2015. 

• The Plan has continued to liquidate portfolio assets at a growing rate to supplement the disbursement of 
benefit payments. During fiscal year 2016, approximately $586.6 million in portfolio assets were liquidated 
compared to $552.1 million in fiscal year 2015 and $525.5 million in fiscal year 2014. 

• MEABF’s total investment portfolio generated a return of 6.3 percent in 2016 on a net-of-fees basis.  The net 
returns in 2015 and 2014 were 1.8 percent and 5.0 percent, respectively. The total portfolio return in 2016 fell 
below the 7.5 percent actuarial investment return assumption.  

• On a fair value basis, this year’s money weighted investment rate of return net of investment expense, was 
6.1 percent, compared with the last year’s return of 2.1 percent. 

• Total additions as reported in the statements of changes in fiduciary net position increased by $166.1 million 
or 41.2 percent to $569.2 million in 2016 from $403.1 million in 2015. 

• Total deductions as reported in the statements of changes in fiduciary net position increased by $33.2 million 
or 3.9 percent to $874.4 million in 2016 from $841.2 million in 2015.  

• Annuity benefits paid to retirees and beneficiaries increased by $31.0 million or 4.0 percent to $813.1 million 
for fiscal year 2016, compared to an increase of $27.7 million or 3.7 percent from $754.4 million in fiscal year 
2014 to $782.1 million in fiscal year 2015.  

• The December 31, 2016 financial actuarial valuation calculated a total pension liability at December 31, 
2016, of $23,291.2 million and the net pension liability at December 31, 2016, of $18,855.0 million.  

• As of the December 31, 2016, the most recent funding actuarial valuation, the Plan’s unfunded actuarial 
accrued liability increased to $10,464.9 million from $9,840.1 million from the prior year. As of the December 
31, 2016, the most recent funding actuarial valuation, the Plan’s funded ratio was 30.5 percent compared 
with a funded ratio of 32.9 percent for the prior year. 

Overview of the Financial Statements  
 
This discussion and analysis is an introduction to the Plan’s basic financial statements prepared on an accrual 
basis of accounting in accordance with Governmental Accounting Standards Board (GASB) pronouncements 
and reflect all financial activities. The Plan’s basic financial statements include (1) Statements of fiduciary net 
position (2) Statements of changes in fiduciary net position (3) Notes to the financial statements. In addition to 
the basic financial statements, this financial report also contains required supplementary information and other 
supplementary schedules.  
 
Basic Financial Statements 
The statements of fiduciary net position restricted for pension benefits report Plan assets at fair value, liabilities 
and the resulting fiduciary net position (assets - liabilities = fiduciary net position) at year-end. The statements of 
changes in fiduciary net position report the results of financial activities that occurred during the fiscal year, 
disclosing the additions to fiduciary net position, such as contributions and net investment income, and 
deductions from fiduciary net position such as benefit payments and administrative expenses. The resulting net 
increase (decrease) in fiduciary position (additions - deductions = net increase (decrease) in fiduciary position) 
reflects the change in net fiduciary position reported in the statements of fiduciary net position.  
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Notes to the Basic Financial Statements 
The notes to the financial statements are an integral part of the financial statements and include additional 
information not readily evident in the statements themselves. The notes also include schedules to provide a 
better understanding of the data provided in the financial statements.  
 
Required Supplementary Information 
The required supplementary information following the notes to the financial statements is required by GASB. It 
provides historical information and additional details considered useful in evaluating  the financial condition of 
the Plan. It includes schedules related to the net pension liability, contributions from employer, and the annual 
money weighted rate of return on pension plan investments. It also includes schedules of funding progress for 
the post-employment healthcare, schedule of employer contributions and related disclosures.  
 
Other Supplementary Schedules 
Additional supplemental schedules include detailed information regarding administrative expenses, consulting 
costs and investment management fees. 
 
Fiduciary Net Position Restricted for Pension Benefits (in millions)  
(As of December 31, 2016, 2015 and 2014) 
 

2016 2015 2014
Assets
   Cash, receivables and other current assets 238.6$              212.7$               224.2$            
   Investments, at fair value 4,285.7             4,619.4              5,067.5           
   Invested securities lending collateral 304.8                396.8                 391.4             
   Total assets 4,829.1             5,228.9              5,683.1           

Liabilities
   Accrued expenses and other liabilities 88.1                  90.6                   112.2             
   Securities lending collateral 304.8                396.9                 391.4             
   Total liabilities 392.9                487.5                 503.6             
Fiduciary Net Position restricted for 
pension benefits 4,436.2$            4,741.4$             5,179.5$         

     

Fiduciary net position restricted for pension benefits decreased by $305.2 million during fiscal year 2016 to 
$4,436.2 million from $4,741.4 million in 2015. Invested assets at fair value decreased by $333.7 million in 2016 
to $4,285.7 from $4,619.4 million in 2015. The growth in assets would have been significantly higher if portfolio 
assets were not liquidated to supplement the disbursement of benefit payments during the year. During 2016 
approximately $586.6 million in portfolio assets were liquidated compared to $552.1 million during 2015 and 
$525.5 million during 2014.  

Summary of Investments (in millions) 
(As of December 31, 2016, 2015 and 2014) 

 

2016 2015 2014 
Fixed Income 1,007.4 $              1,147.8 $               1,284.8 $           
Domestic equity 1,058.2                1,094.9                 1,248.7              
International equity 868.4                   938.9                    1,022.8              
Hedged equity 463.8                   469.0                    547.9                
Real estate 458.2                   520.7                    494.0                
Private equity 237.6                   243.5                    255.3                
Short-term investments 192.1                   204.6                    214.0                

4,285.7 $              4,619.4 $               5,067.5 $           
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The asset values reflected above fluctuate from year-to-year, both in aggregate and by asset class, based on 
the combination of factors such as investment performance, liquidations within certain asset classes, and 
rebalancing of assets within the overall portfolio. 
 
Investment performance. For fiscal year 2016, the Plan’s total investment portfolio generated a 6.3 percent 
return net-of fees, coinciding with the policy benchmark. 2016 returns were above the 1.8 percent return net-of-
fees generated in 2015. Fixed income performance was above its benchmark, while domestic equity, 
international equity, hedge fund, and real estate all fell short of its respective benchmarks. Per asset class, fixed 
income generated a 6.5 percent return net-of-fees outperforming the Barclays Aggregate Bond Index by 2.6 
percent. Domestic equity generated a 11.3 percent return net-of-fees compared to 13.4 percent for the Wilshire 
5000 Total Market Index. International equity generated a 2.6 percent return net-of-fees compared to 4.5 
percent for the MSCI ACWI ex USA Index. Hedged equity generated a negative 1.1 percent return net-of-fees 
compared to 0.1 percent for the HFRX Equity Hedge Index. Lastly, real estate generated a 6.7 percent return 
net-of-fees compared to 8.0 percent for the NCREIF Property Index. 
 
Liquidations within certain asset classes. Liquidations are due to the large operating cash flow deficits that the 
Plan faces as a result of the shortfall between inflows, in the form of contributions, and outflows, primarily 
comprised of retirement benefits and refunds. In total, MEABF had to liquidate approximately $586.6 million of 
investments to meet the Plan’s cash flow needs for 2016.  Liquidity came from domestic equity, international 
equity, fixed income and real estate.  
 
Rebalancing of assets within the overall portfolio.  MEABF’s target asset allocation remained unchanged in 
2016. The regular sale of assets to meet the Plan’s cash flow needs was done in accordance with aligning the 
Plan’s investment portfolio with its target allocation.  
 
Additions and Deductions to Fiduciary Net Position (in millions)  
(Years ended December 31, 2016, 2015 and 2014) 
 

2016 2015 2014
Additions:
   Employer contributions 157.4$              157.7$               158.8$            
   Member contributions 130.4                131.4                 130.0             
      Total contributions 287.8                289.1                 288.8             
   Net investment income (loss) 279.5                112.3                 281.8             
   Net security lending income (loss) 1.9                    1.7                     1.5                 
   Total additions 569.2                403.1                 572.1             
Deductions:
   Annuity benefits 813.1                782.1                 754.4             
   Disability benefits 12.0                  12.2                   11.9               
   Healthcare subsidy 7.7                    8.5                     9.1                 
   Refunds of contributions 34.6                  31.7                   32.3               
   Administrative expense 7.0                    6.7                     6.6                 
   Total deductions 874.4                841.2                 814.3             

Fiduciary net position restricted for 
pensions beginning of year 4,741.4             5,179.5              5,421.7           

Fiduciary net position restricted for 
pensions end of year 4,436.2$            4,741.4$             5,179.5$         

Net increase (decrease) (305.2)               (438.1)                (242.2)            
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Additions 

Total additions as reported in the Statements of Changes in Fiduciary Net Position increased by $166.1 million 
or 41.2 percent in 2016 to $569.2 million from $403.1 million in 2015. 

Additions from employer contributions remained constant at $157.4 million in 2016 from $157.7 million in 2015.  
Employer contributions are statutorily set at 1.25 times the employee contribution level in the second prior fiscal 
year. Additions from member contributions decreased by $1.0 million to $130.4 million in 2016, from $131.4 
million in 2015. The net decrease is the result of a $1.7 million increase in contributions from the City of Chicago 
members and a $2.7 million decrease of contributions from the Board of Education members.  In 2016, active 
members were required to contribute 8.5 percent of their salary. 

Additions from investment income increased by $167.2 million in 2016 to $279.5 million in 2016 from $112.3 
million in 2015.  The increase was mainly due to the investment portfolio generating higher returns of 6.3 
percent in 2016 compared to 1.8 percent in 2015.  Other contributing factors were: 

o Increase in net appreciation on investments by $166.5 million to $178.7 million in 2016 compared to 
$12.2 million in 2015.  

o Decrease in income from real estate investments by $1.7 million to $21.2 million in 2016 compared to 
$22.9 million in 2015. 

o Decrease in direct investment fees by $3.1 million to $20.4 million in 2016 from $23.5 million in 2015. 

MEABF can earn additional investment income by allowing a third party provider to lend a portion of its 
securities to borrowers on its behalf. The borrower provides collateral on borrowed securities, which is invested 
in order to earn interest.  Securities lending activities generated net income of $1.9 million in 2016 compared to 
$1.7 million in 2015. 

Deductions 

MEABF’s assets are primarily used to pay annuity benefits, post-employment healthcare subsidies, disability 
benefits, refunds of contributions and the costs of administering the Plan. Deductions from fiduciary net position 
increased by $33.2 million or 3.9 percent to $874.4 million in 2016 from $841.2 million in 2015. Benefits paid out 
exceed member and employer contributions by $579.6 million, $545.4 million, and $518.9 million in fiscal years 
2016, 2015 and 2014 respectively. In order to supplement benefit payments, the Plan liquidated portfolio assets 
by approximately $586.6 million, $552.1 million, and $525.5 million in fiscal years 2016, 2015 and 2014, 
respectively. 

Annuity benefits paid increased by $31.0 million or 4.0 percent to $813.1 million in 2016 from $782.1 million in 
2015. The increase is primarily due to the compounded annual 3.0 percent adjustment for eligible annuitants 
and an increase in the number of retirees and beneficiaries receiving benefits. The average annual employee 
annuity benefit increased to $37,248 in 2016 from $36,300 in 2015. The number of new employee annuities 
increased in 2016 to 1,368 from 1,260 in 2015. There were 25,236 retirees and beneficiaries at year-end 
December 31, 2016 compared to 24,964 at the beginning of the year. 

Disability benefits paid decreased by $0.2 million or 1.6 percent to $12.0 million in 2016 from $12.2 million paid 
in 2015. This slight decrease is attributable to a decrease in the number of participants receiving disability and a 
decrease in the number of days paid for disability benefits. There were 394 participants on disability at year-end 
December 31, 2016 compared to 400 at the beginning of the year. 

Refunds of contributions increased by $2.9 million to $34.6 million in 2016 from $31.7 million in 2015. The 
increase  is mainly due to: 

o Increase in the number of new annuitants eligible for a refund of spousal contributions. Refund of 
spousal contributions totaling $8.2 million were refunded in 2016 compared to $6.7 million refunded in 
2015, an increase of $1.5 million. 

o All other refunds of contributions distributed to employees not eligible for annuity increased by $1.4 
million to $26.4 million in 2016 from $25.0 million in 2015.  
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Administrative expenses and other post-employment benefit expense slightly increased by $0.3 million to $7.0 
million in 2016 from $6.7 million in 2015. Detail relating to administrative expenses can be found in the Schedule 
of Administrative and OPEB Expenses located under Supporting Schedules. 
 

 
 
Total Pension Liability (TPL) and Net Pension Liability (NPL) 

During 2014, the Plan implemented GASB No. 67 “Financial Reporting for Pension Plans”.  GASB 67 requires 
enhancements to financial statement disclosures. The notes to the financial statements include information 
regarding components of the NPL and the year-over-year change in NPL. The changes related to GASB 67 are 
also reflected in the required supplementary information and schedules. It also requires a different methodology 
to measure the liability of the Plan’s pension benefits. GASB 67 established the definition of Total Pension 
Liability and Net Pension Liability. The Plan is now required to report Total Pension Liability (TPL), Fiduciary Net 
Position (FNP), and Net Pension Liability (NPL).  

The total pension liability (TPL) determines the total obligation for the Plan’s pension benefits related to costs 
incurred as a result of years of service, changes in benefit terms, changes in actuarial assumptions, and any 
differences between the actuarial assumptions and actual experience. The Plan’s fiduciary net position (FNP) 
determines the assets available for future pension payment stream. Analogous to the unfunded actuarial 
accrued liability, Net Pension Liability (NPL) is the Total Pension Liability (TPL), net of the Plan’s Fiduciary Net 
Position (FNP). 

At December 31, 2016, the components of the net pension liability of the employer were as follows (in millions): 
 Total pension liability  $23,291.2 
 Plan fiduciary net position     4,436.2   
 Employer’s net pension liability $ 18,855.0 
 Plan fiduciary net position as a percentage 
  of the total pension liability          19.1% 
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Funding Status 
 
The Municipal Employees’ Annuity and Benefit Fund of Chicago (“Plan”) has informed the City of Chicago, the 
State of Illinois, and the bargaining units that represent the majority of the employees covered by the Plan that 
the Plan faces the risk of insolvency unless it receives proper funding.  Public Act 98-0641, which in part 
included a schedule to move the Plan to actuarially based funding, was ruled unconstitutional by the Circuit 
Court of Cook County because certain provisions of Public Act 98-0641 were held to improperly diminish or 
impair existing pension benefits.  The ruling was affirmed by the Illinois Supreme Court in March of 2016. As a 
result, the Plan returns to a funding formula based on a multiplier of employee contributions, which guarantees 
the insolvency of the Plan and will convert the Plan to a pay-as-you-go system for the City of Chicago in the 
near future. It is projected at that time that annual benefit payments will exceed $1 billion. 
 
Request for Information 
Additional information is available on our website www.meabf.org or by request. Please direct your request to 
Mr. Jim Mohler, Executive Director, Municipal Employees’ Annuity and Benefit Fund of Chicago, 321 N. Clark 
Street, Suite 700, Chicago, IL 60654.   
 

http://www.meabf.org/
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