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| am pleased to present to you the Quarterly Report of the Montgomery County Employees’ Retirement
System (“ERS”) for the quarter ended September 30, 2020. This quarterly report is designed to assist you
in understanding the current status of the ERS. This report was prepared pursuant to the provisions of the
Montgomery County Code.

History

The Employees’ Retirement System was established in 1965 as a cost-sharing multiple-employer defined
benefit pension plan providing benefits to the employees of Montgomery County and other agencies or
political subdivisions who elect to participate. The System is closed to employees hired on or after October
1, 1994, except public safety bargaining unit employees and employees who elect to participate in the
Guaranteed Retirement Income Plan (“GRIP”). There were approximately 6,200 ERS and GRIP active
members and 6,400 retirees participating in the ERS as of September 30, 2020.

Performance Results

The total return achieved by the ERS’ assets for the quarter was a gain of 5.97%, 170 basis points ahead
of the 4.27% gain recorded by the policy benchmark. For the one-year period ending September 30, 2020
the ERS’ gross return (before fees) was a gain of 7.89%, 171 basis points ahead of the 6.18% gain recorded
by the policy benchmark. The one-year gross return places the ERS’ performance in the top quartile of the
universe of comparable pension funds constructed by the Board’s consultant, NEPC. Our annualized
performance of 8.24% and 9.27% for the three and five-year periods, respectively, ranked in the top decile,
or better than 90% of our public fund peers. The asset allocation on September 30, 2020 was: Domestic
Equities 14.4%, International Equities 12.3%, Global Equities 2.7%, Fixed Income 19.3%, Inflation Linked
Bonds 14.0%, Public Real Assets 10.9%, Private Equity 11.7%, Private Real Assets 5.8%, Private Debt
2.4%, Opportunistic 4.9%, and Cash 1.6%. We estimate that the funded status of the ERS was 99.9% as
of September 30, 2020. The actual funded status will be affected by the ERS’ membership experience, as
well as demographic and economic changes and may be higher or lower when calculated by the actuary
during the next valuation.

Major Initiatives

During the quarter, the following commitments were made: Currency Managers - PE Global and CIBC;
Private Debt - $17 million to Post Road II, $14 million Franklin Park Private Debt Co-Investment II.
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Capital Markets and Economic Conditions

Following the worst quarter in the country’s history, economic data reflected that GDP grew at an annualized
rate of 33.1% during Q3 2020, exceeding the estimate of 32% from the Dow Jones economist survey. The
accelerated GDP growth was primarily driven by a return of both business and residential investment, along
with stronger than expected consumer activity. Conversely, a decrease in government spending following
the expiration of the CARES Act slightly offset GDP growth. By the end of Q3 2020, the unemployment
rate further fell to 7.9%, which reflected a continued trend of economic activity normalization. During the
quarter, notable job creation occurred in sectors such as leisure & hospitality, retail, healthcare, and
professional & business services. Each month during the quarter experienced sequential growth in inflation,
and CPI during at the end of Q3 2020 was 1.4%. Over the last 12 months, the food index increased 3.9%,
offset by a larger decline in the energy index of 7.7%. Also, during the quarter, the residential housing
market showed strength. The growth in mortgage origination volumes was primarily due to homeowners
taking advantage of historically low interest rates, as the U.S. weekly average 30-year fixed income rate hit
an all-time low of 2.86% in the month of September. Increased residential sales activity, combined with a
lower than average inventory, has led to sharp increases in home prices in many parts of the country.

Public Equity Markets: Equities advanced globally as investors continued to be comforted with the
response from central banks. Over $8.5 trillion has been added globally to complement the $11 trillion in
fiscal plans intended to support growth, which in aggregate is more than four times the level seen during
the global financial crisis in 2008. U.S. equities continued to advance following the momentum built in the
prior quarter. Some of the positive economic news released during the quarter included improving

employment trends and consumer confidence. Larger cap

Index Return-Quarter Ending 9/30/20 stocks performed better as growth continued to outperform
value by a wide margin across all market caps. Among the
12.0% S&P 500 sectors, consumer discretionary, industrials and
materials were the best performers, while energy was the
100% | go92%  9.6% only detracting sector. Our combined domestic equity
' WS&P 500 performance was a gain of 9.11%, slightly underperforming

8.0% | aRussell 3000| the 9.21% gain of the Russell 3000 Index.
6.0% | BRussell 2000)  International developed markets also advanced but trailed
s 4.8% | |@Emerging their domestic counterparts. Denmark, Sweden, and Ireland
Mhts were the strongest performing developed markets during the
4.0% 1 HEATE quarter. Overall, the Nordic countries led the returns with an
aggregate 13.9% return. Emerging markets continued on the
2.0% - positive momentum shown in the second quarter, outpacing
0.0% both the international developed and U.S. markets. The

maijority of the emerging markets saw positive returns for the
quarter with Taiwan, India, Korea, and China leading the returns. China’s resilient economy withstanding
the effects from the pandemic continued to surprise investors. Our combined international equity
performance was a gain of 10.59%, outperforming the 6.79% return recorded by the benchmark. Our global
equity allocation recorded a gain of 9.20%, outperforming the 8.13% gain of the MSCI ACWI Index.

Private Equity: During the third quarter, a total of 269 private equity funds reached their final close,
securing $109 billion in commitments, below the $125 billion raised in the prior quarter. Total capital raised
was down 40% relative to Q3 of 2019, demonstrating the continued impact that COVID-19 has had on the
fundraising market. The average fund size raised ticked down slightly relative to Q2 as this figure dropped
from $450 million to $441 million. North America continued to dominate the fundraising landscape,
representing 57% of the number of funds raised and 47% of the total assets raised during the third quarter.
Within the buyout space, the number of completed deals increased significantly relative to Q2’s multi-year
low, with 1,334 deals being consummated, a 36% recovery relative to Q2. While this increase indicates a
strong recovery in dealmaking, 7% less deals were completed relative to Q3 of 2019. Aggregate deal value
in Q3 saw a similar recovery, increasing 69% to $108 billion. Additionally, average deal value increased
56% to $432 million. While the number of deals completed is still below pre-pandemic levels, both
aggregate deal value and average deal size have fully recovered. Buyout multiples increased slightly
relative to Q2 with the median buyout EV-to-EBITDA multiple increasing from 10.2x to 10.5x. The
healthcare and technology sectors continue to be the most attractive M&A targets in this market,
representing 37% of completed deals by count and 49% by deal value. Exit activity experienced a sharp
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rebound relative to Q2 as the number of exits increased from 312 to 447, the aggregate exit value increased
from $40 billion to $186 billion, and the average exit value increased from $385 million to $1.05 billion.

Relative to Q2, venture activity experienced a strong rebound with the number of deals increasing 12% to
4,481, aggregate deal value increased 53% to $109 billion, and average deal size increased 33% to $34
million. While the number of deals executed is still down relative to Q3 of 2019, both aggregate deal value
and average deal size are at new all-time highs. Exit activity was incredibly strong in Q3 with the number
of exits increasing 47% to 551, aggregate exit value increasing 207% to $117 billion, and average exit value
increasing 94% to $418 million.

During the quarter, our private equity managers called a combined $18.5 million and paid distributions of
$18.4 million. Our current allocation to private equity is 11.6%, with a market value of $516.4 million. From
its 2003 inception through June 30, 2020, the total private equity program (including fund-of-funds) has
generated a net internal rate of return of 12.1% versus an 12.4% return for the dollar-weighted public market
equivalent (the Russell 3000 Index plus 300 bps). The direct private equity program, which began in 2009,
has generated a 22.2% return versus 15.0% for the benchmark.

Hedge Funds: For the quarter, hedge funds advanced 4.1% based on the Composite Index. On a sub-
strategy basis, the Event-Driven Index advanced 5.5%, the Relative Value Index gained 3.5%, the Macro
Index lost 0.1%, and the Equity Hedge Index gained 5.1%. The System’s diversifying hedge fund portfolio
recorded a gain of 1.9% versus a gain of 2.3% for the Conservative Index. The diversifying portfolio
underperformance is primarily attributable to manager selection within the quantitative strategies, macro
rates, and the multi-strategy sectors. The System’s directional hedge fund portfolio recorded a gain of 4.5%
compared to the 5.8% return for the Strategic Index. The directional underperformance is primarily
attributable to the System’s opportunistic exposure to the aviation leasing sector and manager selection
within the event driven sector.

Fixed Income: The yield curve steepened slightly as shorter
maturity bond yields moved lower while the 30-year Treasury 4.00% -
yields moved higher. The yield on the 30-year bond advanced ~~7"°
by 5 bps during the quarter and ended the period at 1.5%. The 3.50% -
spread between 2-year and 10-year Treasuries, the main 3.00%
gauge of the yield curve, steepened by 6 bps to 56 bps, as

yields on the 2-year maturities fell and 10-year maturities rose. 2.50%
For the quarter, the 2-year Treasury yield ended lower by 3 2 oo,
bps to 0.1%, while the 10-year Treasury yield rose 3 bps to .
0.7%. The high yield portfolio’s performance for the quarter 1.50% 1
was a gain of 5.5%, outperforming the Merrill Lynch High Yield 1.00% -
Il Constrained Index by 80 bps. The long duration portfolio’s 0.50%
return for the quarter was a gain of 1.0%, underperforming the
Barclays Long Govt/Credit Index by 23 bps. Our global 0.00% ‘ ‘ ‘ ‘ !
inflation-linked bond portfolio, combined with a portable alpha SM 6M  2¥r 5Yr 10Yr 30Yr
overlay, recorded a gain of 3.4%, outperforming the custom ‘—202020 3Q2020‘
benchmark by 13 bps.

US Treasury Yield Curve

Private Debt: Private debt fundraising declined from 60 funds closed and $38 billion raised during Q2 to
20 funds closed and raising an aggregate $8.4 billion. During the quarter, all closed private debt funds were
focused on the North American market, which represents 15 of the total 20 vehicles. North America focused
funds also accounted for 97% of capital secured. Direct lending and mezzanine strategies secured the bulk
of the capital followed by special situations and distressed strategies which appeal to companies with sound
business models but have been experiencing short-term financing issues. Fund managers have been
seeking record amounts of capital in the private debt market, with an aggregate target of $295 billion, which
is a 54% increase compared to January 2020 when funds were looking to raise $192 billion. Meanwhile,
the average fund size has increasing by 19% from $436 million to $521 million. One of the drivers of
fundraising activity across the private debt sector has been the yield spread over 10-year government
bonds. Across many sectors, and for investment grade issues, yield premiums have been more than 150
basis points, making these investments attractive on a relative basis. During the quarter, our private debt
managers called a combined $5.3 million and paid distributions of $3.3 million. Our current allocation to
private debt is 2.4%, with a market value of $105.3 million. From 2013 through June 30, 2020, the private
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debt program generated a net internal rate of return of 7.8% versus a 7% return for the dollar-weighted
public market equivalent benchmark (ICE BofA Merrill Lynch High Yield Master Il Constrained + 300 bps).

Private Real Assets: Private real estate fundraising, in terms of aggregate capital and number of funds
closed, was down materially in Q3 2020 relative to the prior quarter ($21 billion raised in Q3 vs. $45 billion
in Q2). The slower fundraising activity during the quarter reflects continued market uncertainty related to
future demand for commercial real estate assets, especially in the retail and office sectors. In the natural
resource sector, after a slow 1H 2020 fundraising environment due to global geopolitical tensions and the
COVID-19 outbreak, total capital raised during Q3 improved marginally. During the quarter, private natural
resource funds raised $17 billion in aggregate across 16 funds. Of the 16 total funds that closed capital,
11 were primarily energy focused in nature. From a total capital perspective, these energy generation funds
(which include renewable energy investments) accounted for ~84% of the total capital raised in Q3 2020.
During the quarter, our private real asset managers called a combined $20.9 million and paid distributions
of $3.8 million. Our current allocation to private real assets is 5.9%, with a market value of $259.4 million.
From its 2006 inception through June 30, 2020, the total private real assets program (including fund-of-
funds) has generated a net internal rate of return of 4.1% versus a 6.6% gain for the long-term benchmark
CPI plus 500 bps. From 2008, when we began investing in direct funds, the private real assets program
has generated a 7.0% return versus 6.5% for the benchmark.

Public Real Assets: Commodities .
continued their upward trend in the Quarterly Commodity Performance

third quarter, advancing 9.1% with

thrge %f the:t fOL;r SeCtiO_nS Pogt‘ig A500% -1000% -500%  000%  500%  10.00% 15.00% 20.00% 25.00% 30.00%  35.00%
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breakdown in OPEC+ negotiations. 9°'d e L

Energy was mixed for the quarter Siker 'y

as natural gas performed well due Nickel M. 0%

to an improving LNG demand Copper =N 10.3%

picture, crude oil was roughly flat, Zine 1 16.7%

and heating oil struggled. Industrial Aluminum R

metals rallied primarily due to the Wheat ] 15.5%

industrial recovery in China in Com  ——67%

addition to pandemic-driven supply Soybeans ] 16.0%

disruptions. Precious metals Soybean Ol ] 15.0%

continued to rally with both silver Coffee ] 7.7%

and gold generating gains due to Cocoa 117.1%

rising geopolitical tensions and Sugar I 7.0%

vast stimulus measures across the Cotton I .1%

global economy. Agriculture and Live Cale I 7.2%

livestock were the top performing Lean Hogs ] 30.8%

sector in Q3 as lean hogs and
soybeans benefited from a recovering China and cocoa rallied due to below average rainfall in Africa.

Global listed real estate securities as measured by the FTSE EPRA/NAREIT Developed Index posted a
modest gain of 2.1% in Q3, underperforming both global equities and bonds due to ongoing concerns about
the pandemic’s impact on the property sector. From a regional perspective, Europe was the top performing
sector, aided by a 4% currency tailwind and Continental Europe slowly resuming economic activity following
lockdowns. The United Kingdom lagged as limited progress has been made with EU trade negotiations.
Asian markets were mixed as Australia rallied due to currency strength and Hong Kong continued to
struggle due to the continued overhand of the recently passed national security law. Despite continued
recovery in the U.S. economy, North America was the worst performing region due to concerns over further
fiscal support and the continuing work from home trend that is hurting the office sector. The worst performing
sectors continue to be the most impacted by the pandemic, particularly malls, shopping centers, and hotels.
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Listed infrastructure decreased by 1.7% for the quarter as measured by the Dow Jones Brookfield Global
Infrastructure Index, further increasing its underperformance relative to global equities for the year. The
underperformance was primarily driven by the energy infrastructure space with pipelines, gas distribution,
and gas midstream posting losses for the quarter. The transportation sector, particularly ports and airports
experienced strong gains from depressed levels. The communication sector experienced a slight drop in
Q3 as investors took profits following significant gains in the first two quarters of the year. Utilities were
mixed as gas distribution utilities struggled despite strong fundamentals while electrical transmission utilities
performed well. There was limited regional dispersion in Q3 as Europe, Asia, and the Americas each
returned between -2% and 0%.

For the quarter, the public real asset portfolio returned 4.1%, outperforming the custom benchmark gain of
3.1% by 96 bps due to outperformance commodities, global listed infrastructure, and REITs.

Additions

The primary sources of additions for the ERS include contributions from members and employers and
investment income. The following table displays the source and amount of additions for the quarter ending
September 30, 2020 and fiscal year-to-date.

Employees’ Retirement System
Contributions and Investment Income (millions)

9/30/2020 YTD
Employer Contributions $ 17.2 $ 17.2
Member Contributions 7.9 7.9
Net Investment Income 160.8 160.8
$ 185.9 $ 185.9

Deductions

The deductions from the Employees’ Retirement System include the payment of retiree and survivor
benefits, participant refunds, and administrative expenses.

Employees’ Retirement System
Deductions by Type (millions)

Qtr Fiscal

9/30/2020 YTD
Benefits $ 64.5 $ 64.5
Refunds 2.6 2.6
Administrative Expenses 0.7 0.7
$ 67.8 $ 67.8

Outlook
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During the third quarter of 2020, the U.S. continued its recovery and the Federal Reserve (“Fed”) continued
with the highly accommodative polices of the first half of the year, including maintaining the Federal Funds
rate between 0%-0.25%. The Fed also began implementing a policy that uses average inflation targeting
(AIT) to set the policy interest rate, which signals the Fed’s willingness to wait until inflation has gone about
its official target of 2% before it will intervene. The latest projections from the Fed’s dot plot suggests interest
rates will remain at, or near, the zero-lower bound through 2023. The U.S. unemployment rate fell to 8.4%
in August, down from 10.2% in July. The labor force participation rate also improved but remains below
pre-COVID-19 levels. Industrial production continued to rise but was slightly lower than previous months,
signaling a slowing recovery in manufacturing. The U.S. stock market posted positive results in the third
quarter despite a decline in September driven by a decrease in investors’ risk appetites in response to a
resurgence in European Covid-19 cases and uncertainty over the approval of a new fiscal stimulus
package.

In Europe, the recovery was much more muted, with most economic indicators flat or declining. The
slowdown was in response to sharply rising COVID-19 infections across the region, particularly in Spain
and France. New restrictions to contain the virus have been announced, but for now these restrictions have
been localized rather than countrywide, as earlier in the year.

Japanese markets continued to rally in a quarter dominated by the news of Prime Minister Shinzo Abe’s
resignation. Emerging markets also continued to recover aided by optimism around a COVID-19 vaccine,
positive economic indicators, and a weaker dollar.

Moving forward into the fourth quarter of the year, discussions around the economic outlook are likely to
revolve around several different topics including, but not limited to, the ability and willingness of
governments to provide further accommodation, the outcome of U.S. elections, Brexit, and what
increasingly appears to be a second wave of COVID-19 infections.

Sources: BlackRock, Bloomberg, Bridgewater, Eagle, FRM, Gryphon, International Monetary Fund, JP Morgan MSCI, NCREIF,
Northern Trust, Oil & Gas Investor, PE Hub, Private Equity Analyst, Pitchbook, Preqin, PwC Deals, Real Capital Analytics, RE Alert,
RVK, S&P Schroders, T. Rowe Price, U.S. Bureau of Economic Analysis, U.S. Bureau of Labor Statistics, Wilshire Associates, The World
Bank.
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EMPLOYEES’ RETIREMENT SYSTEM
STATEMENTS OF FIDUCIARY NET POSITION

September 30, 2020

Assets
Equity in pooled cash and investments $ 5,902,972
Investments:
Northern Trust 4,438,000,912
Aetna 666,756
Fidelity - Elected Officials Plan 510,960
Fidelity - DRSP/DROP 11,687,363
Total investments 4,450,865,991
Contributions receivable 4,977,378
Total assets 4,461,746,341
Liabilities
Benefits payable and other liabilities 10,157,488

Net position restricted for pensions $ 4,451,588,853
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EMPLOYEES’ RETIREMENT SYSTEM

STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION

For the Quarter Ended September 30, 2020

Additions

Contributions:
Employer
Member

Total contributions
Investment Income
Less investment expenses
Net investment Income

Total income

Deductions
Retiree benefits
Disability benefits
Survivor benefits
Refunds
Administrative expenses

Total deductions
Net Income

Net position restricted for pensions
Beginning of period

End of period

Quarter Fiscal YTD
17,219,985 $ 17,219,985
7,865,977 7,865,977
25,085,962 25,085,962
166,306,721 166,306,721
5,472,534 5,472,534
160,834,187 160,834,187
185,920,149 185,920,149
48,745,584 48,745,584
13,475,901 13,475,901
2,270,569 2,270,569
2,626,164 2,626,164
714,599 714,599
67,832,817 67,832,817
118,087,332 118,087,332
4,333,501,521 4,333,501,521
4,451,588,853 $ 4,451,588,853
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