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Letter of Transmittal

December 19, 2019

Tantri Emo 
Director, Finance Department
City of Houston
611 Walker, 10th Floor
Houston, Texas  77002

Dear Ms. Emo:

We are pleased to present the Comprehensive Annual Financial Report (CAFR) of the Houston Municipal 
Employees Pension System (the System), a Component Unit of the City of Houston, Texas (the City), 

completeness of this report are the responsibility of the Board of Trustees (the Board) of the System.  
To the best of our knowledge and belief, the enclosed data is accurate in all material respects and is 

ACCOUNTING SYSTEM AND INTERNAL CONTROLS

(GAAP) and presented in accordance with guidance provided by applicable statements issued by the 
Governmental Accounting Standards Board (GASB).

United States of America.

of internal controls.  A system of internal controls is an entity’s plan of organization and its coordinated 
methods and measures adopted to safeguard its assets, ensure the accuracy and reliability of the 
accounting system and promote adherence to management policies.  These controls include strategic 
design of the entity’s business systems, the appropriate segregation of duties and responsibilities, sound 
practices in the performance of those duties, retaining capable personnel, and the organizational structure 

as designed.

FINANCIAL INFORMATION
The Management’s Discussion and Analysis (MD&A) that immediately follows the Independent Auditors’ 

The MD&A complements this letter of transmittal and should be read in conjunction with it.

PLAN HISTORY AND PROFILE

amended (the Statute).

Board of Trustees CHAIRMAN Sherry Mose  VICE CHAIRMAN Roy W. Sanchez  SECRETARY Lonnie Vara

Barbara Chelette     l     Roderick J. Newman     l     Asha Patnaik     l     Lenard Polk

    Denise Castillo-Rhodes     l     David Donnelly     l     Edward J. Hamb II     l     Adrian Patterson

Executive Director David L. Long
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member Board of Trustees.  The Trustees include four elected trustees who are members of the System, 
two elected trustees who are retirees of the System, a trustee appointed by the elected trustees, the 
mayor’s appointee, the controller’s appointee, and two city council appointees.

funding corridor, corridor midpoints, and legacy liability that are integral to the amended contribution 

BUDGET
The costs of administering the System, consisting of operating administrative expenses and capitalized 

Board.

FUNDING STATUS
The System’s funding objective is to establish contributions which, when combined with present assets 

HMEPS receives contributions from two sources: employer contributions and member contributions.  
Under the Statute as amended by SB 2190, the System’s actuary assumes that the System’s investments 

1, 2016, and therefore the smoothing process recommenced for purposes of the actuarial valuation as 

or reduced funding, a plan’s funded ratio should increase over time, until it reaches 100%.  The funded 

change is primarily the result of positive investment performance.   

A historical perspective of the System’s funding levels is presented in the following graph.
66.2%

62.6%
61.4%

2009 2010 2011 2012 2014 2016 2017
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MARKET ENVIRONMENT 
Fiscal year 2019 began with strong macroeconomic indicators pointing toward a positive economic 

economy is in a good place.”  Meanwhile, uncertainty regarding ongoing trade negotiations between the 

and larger capitalization stocks tended to do better than smaller stocks.

currencies, but the U.S. Dollar experienced mixed performance throughout Fiscal Year 2019.  Concern 

were able to generate very modest gains.  Concerns about weakening in Eurozone and U.K. manufacturing 

securities.  Investment grade bonds as represented by the Barclay’s U.S. Aggregate bond index posted 

in FY 2019.  Strong real estate fundraising, low interest rates, and healthy job growth led to positive 
returns in real estate.  Inexpensive credit and near record levels of available capital contributed to higher 

MAJOR CURRENT AND FUTURE INITIATIVES

MEMBER SERVICES

• Responded to continued demand for the Outreach Program, which reaches hundreds of members 
with individual and group sessions provided by our benefits counselors and our Certified Financial 

hosted 12 joint presentations for various City departments as well as new employee orientations 

•
participants in addition to numerous presentations in the field with the Benefits Division.

• Processed 2,100 benefit applications, including retirements, the Deferred Retirement Option Plan, 
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• Participated in the Spring and Fall Financial Retirement Educational Event, an annual event 

futures.

INVESTMENTS
The System’s strategic asset allocation policy is designed to manage risk by diversifying among public 

and correlations for asset classes are examined taking into account current and forecasted economic 
conditions.  The current strategic asset allocation policy has been in place since October 2017.  

Trusts – Public Universe), the fund posts above median investment returns over both long and short time 

asset allocation policy.

BOARD GOVERNANCE

CERTIFICATE OF ACHIEVEMENT

ACKNOWLEDGEMENT

scrutiny of the Board.  It is intended to provide information to its user that may be a basis for a general 
understanding of the System.  This CAFR is being forwarded to the City of Houston, the Texas Pension 
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In Closing…

important city services for Houston residents, workers and visitors.  Quality employees are attracted 

system.  The System is proud to serve the dedicated municipal employees who have made tremendous 
contributions to Houston and its citizens.

Sincerely,

 
Sherry Mose
Chairman

Executive Director
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Sherry Mose
Chairman

David L. Long
Executive Director

Denise Castillo-
Rhodes
Council Appointee

Adrian Patterson
Council Appointee

David Donnelly
Mayoral Appointee

Edward J. Hamb II 
Controller Appointee

Lonnie Vara
Secretary

Roderick J. 
Newman
Elected Trustee

Asha Patnaik
Elected Trustee

Lenard Polk
Elected Trustee

Barbara Chelette
Appointed Trustee

Roy W. Sanchez
Vice Chairman

BOARD COMMITTEES
Audit Committee
Budget and Oversight Committee
Disability Committee

Investment Committee
Personnel and Procedures Committee

ADMINISTRATIVE ORGANIZATION

EXECUTIVE DIRECTOR

GENERAL COUNSEL

CHIEF INVESTMENT OFFICER
Investment Managers’ Services
Market Research
Performance Measurement

MEMBER SERVICES

Communications
Financial Counseling
Member Services

OPERATIONS
Accounting 
Financial Reporting
Records
Technology Support

For more information on investment professionals 
who provide services to HMEPS, refer to the Other 
Supplementary Information  the 
Schedule of Fees and Commissions Paid table on 
page 67.

BOARD OF
TRUSTEES
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CERTIFICATE OF ACHIEVEMENT FOR EXCELLENCE IN FINANCIAL REPORTING
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PROFESSIONAL CONSULTANTS 
(FY 2019) 

ACTUARY
Gabriel, Roeder, Smith & Company

AUDITOR

BOARD MEDICAL ADVISOR
Charles Schuhmacher, M.D.

COMMUNICATION SERVICES 

GOVERNMENTAL REPRESENTATION

INVESTMENT CONSULTANTS

Wilshire Associates, Inc.

INVESTMENT PERFORMANCE 
ANALYSIS

Wilshire Associates, Inc.

LEGAL COUNSEL

MASTER CUSTODIAN/TRUSTEE
State Street Bank and Trust Company

OTHER POSTEMPLOYMENT BENEFITS
US Bank
HighMark Capital Management
Public Agency Retirement Services

INVESTMENT MANAGERS
(FY 2019) 

ABSOLUTE RETURN

Angelo, Gordon & Co.

Brigade Capital Management
Davidson Kempner Capital 

Highland Capital Management

FIXED INCOME
Alliance Bernstein Institutional 

Investments
BlackRock, Inc.

Pugh Capital Management
Smith Graham & Co.
Whippoorwill Associates, Inc.

INFLATION-LINKED
BlackRock, Inc.
Cohen & Steers

Oaktree Capital Management
Quantum Energy Partners
Riverstone Holdings
Salient Partners
Taurus Funds Management
Tillridge Global Agribusiness
The Carlyle Group
Tortoise Capital Advisors

GLOBAL EQUITY
Ariel Investments

BlackRock, Inc.

OFI Institutional Management
PanAgora Asset Management, Inc.
State Street Global Advisors
T. Rowe Price Associates

PRIVATE CREDIT
Angelo, Gordon & Co
DRC Capital
Mesa West Capital
Summit Capital

PRIVATE EQUITY
Adams Street Partners

Brockway Moran & Partners, Inc.

Centerbridge Capital Partners
Clearlake Capital Partners
TrueBridge Capital Partners

Goldman, Sachs & Co.

Matlin Patterson Global Advisors

Oaktree Capital Management
Onex Corporation
Pacven Walden Management Co., 

Siris Capital Group
Summit Partners
Sun Capital Partners, Inc.

The Carlyle Group

REAL ESTATE

Aermont Capital
Angelo, Gordon & Co.
Artemis Real Estate Partners
Crow Holdings Capital

GEM Realty Capital
IC Berkeley Partners
Kildare Partners

Morgan Stanley Asset Management, 
Inc.

Prime Storage Group
State Street Global Advisors


