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Presentation to the Senate Finance Committee: 

The Role of ASPIB and the Treasury Division

G a r y  M .  B a d e r ,  C h i e f  I n v e s t m e n t  O f f i c e r  J a n u a r y  2 7 ,  2 0 0 5
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• P r e s e n t  r e a s o n i n g  b e h i n d  c a p i t a l  m a r k e t  p r o j e c t i o n  
p r o c e s s
-  e c o n o m i c  b a c k g r o u n d

-  s p e c i f i c  p r o j e c t i o n s

• D i s c u s s  i m p l i c a t i o n s  g e n e r a l l y

• O u t l i n e  n e x t  s t e p s
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C a p i t a l  M a r k e t  P r o j e c t i o n s

( f r o m  C a b a n  A s s o c i a t e s  I n c . ,  J a n u a r y  2 0 0 4 )
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Callan's Capital Market Projection Process

E c o n o m ic  O u t lo o k  D r iv e s  O u r  P r o je c t io n s

•  E v a l u a t e  t h e  c u r r e n t  e n v i r o n m e n t  a n d  e c o n o m i c  o u t l o o k  f o r  t h e  

U . S .  a n d  o t h e r  m a j o r  i n d u s t r i a l  c o u n t r i e s :

-  B u s i n e s s  c y c l e s ,  r e l a t i v e  g r o w t h ,  i n f l a t i o n .

•  E x a m i n e  t h e  r e l a t i o n s h i p s  b e t w e e n  t h e  e c o n o m y  a n d  a s s e t  c l a s s  

p e r f o r m a n c e  p a t t e r n s .

•  E x a m i n e  r e c e n t  a n d  l o n g - r u n  t r e n d s  i n  a s s e t  c l a s s  p e r f o r m a n c e .

•  A p p l y  m a r k e t  i n s i g h t :

-  C o n s u l t a n t  e x p e r i e n c e  -  P l a n  S p o n s o r ,  M a n a g e r  S e a r c h ,  

S p e c i a l t y

-  I n d u s t r y  c o n s e n s u s

-  C l i e n t  P o l i c y  R e v i e w  C o m m i t t e e

•  T e s t  t h e  p r o j e c t i o n s  f o r  r e a s o n a b l e  r e s u l t s .
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2004 Capital Market Projections
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G u id in g  O b je c t iv e s

•  O u r  b e s t  t h i n k i n g  r e g a r d i n g  t h e  5 - y e a r  o u t l o o k ,  

r e c o g n i z i n g  o u r  m e d i a n  p r o j e c t i o n s  r e p r e s e n t  t h e  

m i d p o i n t  o f  a  r a n g e ,  r a t n e r  t h a n  a  s p e c i f i c  n u m b e r .

•  R e s u l t s  t h a t  a r e  r e a d i l y  d e f e n s i b l e  b o t h  f o r  i n d i v i d u a l  

a s s e t  c l a s s e s  a n d  f o r  t o t a l  p o r t f o l i o s .

•  C o n s c i o u s  o f  t h e  l e v e l  o f  c h a n g e  s u g g e s t e d  i n  s t r a t e g i c  

a l l o c a t i o n s  f o r  D B ,  D C  a n d  f o u n d a t i o n / e n d o w m e n t  c l i e n t s .

•  R e f l e c t  c o m m o n  s e n s e  a n d  r e c e n t  m a r k e t  d e v e l o p m e n t s .

•  B a l a n c e  c o n f l i c t i n g  g o a l s  a n d  c o n f l i c t i n g  o p i n i o n s .
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B a c k  i n  B l a c k  A f t e r  t h e

1999 2000

Russell 3000

S& P Super Composite 1500

20.90

20.27

-7.46

-6.98

Russell 1000 

S& P  500

20.91
21.04

-7.79

-9.10

Russell 2000 

S& P 600 Small Cap

21.26

12.40

-3.02

11.80

EAFE ($US) 26.96 -14.17

LB Aggregate 

SB  Non-US Bonds

-0.82

-5.07

11.63

-2.63

90-day T-bill 4.85 6.18

i t v  B e a r  M a r k e t  S i n c e  1 9 3 0 ' s

2001 2002 2003

Avg Ann Return 

Last Five Years

-11.46 -21.54 31.06 0.37

-10.64 -21.31 29.59 0.39

-12.45 -21.65 29.89 -0.13

-11.88 -22.10 28.80 -0.57

2.49 -20.48 47.25 7.13

6.54 -14.63 38.79 9.67

-21.44 -15.94 38.59 -0.06

8.43 10.26 4.10 6.62

-3.54 21.99 18.52 5.21

4.42 1.78 1.15 3.66
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An Investment-Led Global Recession

•  T h e  r e c e s s i o n  w a s  t r i g g e r e d  b y  a n  i n v e s t m e n t  b u b b l e  t h a t  r e s u l t e d  i n  e x c e s s  

c a p a c i t y  a n d  r e d u c e d  r e t u r n s  o n  c a p i t a l .

•  T h e  m a n u f a c t u r i n g  r e c e s s i o n  w a s  d e e p  a n d  g l o b a l .

•  D e f l a t i o n  b e c a m e  a  g r e a t e r  c o n c e r n  t h a n  i n f l a t i o n .

•  E x p a n s i o n a r y  f i s c a l  a n d  m o n e t a r y  p o l i c i e s  c u s h i o n e d  t h e  d o w n t u r n .

•  C o n s u m e r s  k e p t  s p e n d i n g  a n d  h o u s i n g  m a r k e t s  b o o m e d .

•  A  s u c c e s s i o n  o f  s h o c k s  i m p e d e d  r e c o v e r y — t e r r o r i s t  a t t a c k s ,  c o r p o r a t e  

g o v e r n a n c e  s c a n d a l s ,  t h e  I r a q  w a r ,  S A R S .

•  I n v e s t m e n t  w i l l  r e c o v e r  a s  e x c e s s  c a p a c i t y  i s  c l e a r e d  a n d  p r o f i t a b i l i t y  

i m p r o v e s .
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The Current Economic Environment
R e c o v e r y  R o l ls  A c r o s s  T h e  E c o n o m y

•  T h e  r e c e s s i o n  i s  o v e r ,  b u t  i t  h a d n ' t  f e l t  l i k e  i t  u n t i l  r e c e n t l y  -  i n  p a r t  

b e c a u s e  w e ' r e  f o l l o w i n g  t h e  m i l d e s t  r e c e s s i o n  i n  p o s t w a r  h i s t o r y .

•  E c o n o m y  i s  g r o w i n g ,  b u t  u n e m p l o y m e n t  i s  s t u c k  a t  6 % .

•  B u s i n e s s  i n v e s t m e n t  c o n t i n u e s  t o  b e  w e a k ,  a s  m a n y  o f  t h e  g r o w t h  

i n d u s t r i e s  o f  t h e  1 9 9 0 s  a r e  p l a g u e d  w i t h  o v e r c a p a c i t y .

•  I n f l a t i o n  r e m a i n s  n o n - e x i s t e n t .  L a s t  o v e r  3 %  i n  2 0 0 0 ;  j u s t  1 . 9 %  i n  

2 0 0 3 .

•  I n t e r e s t  r a t e s  a r e  s t i l l  e x t r a o r d i n a r i l y  l o w :

-  T r e a s u r y  b o n d s  y i e l d s  w e r e  a t  t h e i r  l o w e s t  i n  4 0 - y e a r s ,  d u e  t o

•  A g g r e s s i v e  F e d  a c t i o n  t o  l o w e r  i n t e r e s t  r a t e s ,

•  I n v e s t o r s ,  a f r a i d  o f  e q u i t y ,  f a v o r i n g  b o n d s  a n d  d r i v i n g  y i e l d s  l o w e r .

-  F e d  p o l i c y  s t i l l  s e e m s  t o  w o r k ,  a t  l e a s t  o n  c o n s u m e r s . . .

•  C r e d i t  s p r e a d s  a n d  e q u i t y  r i s k  p r e m i u m  h a v e  b e e n  h i g h e r  t h a n  

n o r m a l .

•  C o n s u m e r s  h a v e  b e e n  t i r e l e s s ,  a n d  t h e  f e d e r a l  g o v e r n m e n t  h a s  b e e n  

s p e n d i n g  t o  b o o s t  t h e  e c o n o m y  a n d  f o r  t h e  w a r  i n  I r a q . ___________________________
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Market Preview:
K e e p  T h o s e  E x p e c t a t i o n s  L o w

•  T h e  e c o n o m i c  r e c o v e r y  w i l l  c o n t i n u e ,  b u t  g r o w t h  w i l l  r e m a i n  

m o d e s t .  C a p i t a l  s p e n d i n g  w i l l  u l t i m a t e l y  f o l l o w  G D P .

•  F e d  w i l l  u l t i m a t e l y  s h i f t  t o  t i g h t e n i n g  m o n e t a r y  p o l i c y .

•  T h e  s t o c k  m a r k e t  r e c o v e r y  w i l l  b e  s l o w .  U . S .  s t o c k s  a r e  s t i l l  

e x p e n s i v e  r e l a t i v e  t o  t h e i r  v a l u a t i o n s  a n d  t o  o t h e r  m a r k e t s .

•  C a l l a n ' s  o u t l o o k  i n  a  n u t s h e l l :  e x p e c t  a  l o w  i n f l a t i o n ,  l o w  

i n t e r e s t  r a t e ,  s i n g l e  d i g i t  r e t u r n  e n v i r o n m e n t .

•  L o w  r e t u r n  e x p e c t a t i o n s  m e a n  8 %  n o m i n a l  r e t u r n  

a s s u m p t i o n s  m a y  b e  d i f f i c u l t  t o  a c h i e v e .  C a l l a n ' s  2 0 0 4  

a s s u m p t i o n s  g e n e r a t e  a n  e x p e c t e d  r e t u r n  f o r  a  6 0 %  

s t o c k / 4 0 %  b o n d  a l l o c a t i o n  o f  7 . 4 %  o v e r  t h e  n e x t  f i v e  y e a r s .  

P l a n s  m a y  n e e d  t o  s h i f t  t h e i r  f o c u s  t o  r e a l  r e t u r n  

e x p e c t a t i o n s .

A la s k a  S ta te  P e n s io n  In v e s t m e n t  B o a rd 9



Now More Reasonably Pnced
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S&P 500 5-Year Returns vs. Lagged Earnings/Price (1954 - 2003)
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Domestic Equity vs. Bond Yields

S & P  500 Earn ings  Yield vs. 10-Year T rea su ry  Yield

Peak o f interest Stocks

nii'linLit m iniimi. I n mi IMUtt tina n .l -
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Domestic Fixed Income
■ ■ ■ ■ n B B ssra n n a M B B H ff

C u r r e n t  Y ie ld  X s  A  S t r o n g  P r e d ic t o r  o f  R e t u r n s

Lehman Aggregate Index 5 Year Returns vs. Lagged Yield to Worst
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P r a c t i c a l l y  n o  c h a n g e s  f r o m  l a s t  y e a r ' s  p r o j e c t i o n s !

I n f l a t i o n  i s  h e l d  a t  2 . 6 % ,  d e p i c t i n g  i n f l a t i o n  r i s i n g  f r o m  c u r r e n t  l o w  l e v e l s .  

C a s h  r e t u r n s  r e f l e c t  r i s i n g  s h o r t - t e r m  y i e l d s ,  b u t  s t i l l  l o w  r e a l  r e t u r n  o f  0 . 1 % .  

B o n d  r e t u r n s  h e l d  a t  4 . 7 5 %  :

-  r e f l e c t s  c u r r e n t  y i e l d - t o - w o r s t ,  p l u s  s m a l l  a d j u s t m e n t

-  b u i l d  i n  m o d e r a t e  i n c r e a s e  i n  s h o r t  r a t e s ,  r e l a t i v e l y  s t a b l e  l o n g  r a t e s ,  a  l i t t l e  

m o r e  n a r r o w i n g  o f  c r e d i t  s p r e a d s .

E q u i t y  r e t u r n s  b u i l t  f r o m  f u n d a m e n t a l s :  3 - 4 %  r e a l  G D P  g r o w t h  w h i c h  

m e a n s  5 . 5 % - 6 . 5 %  n o m i n a l  e a r n i n g s  g r o w t h ,  2 %  d i v i d e n d  y i e l d ,  0 . 5 % - l %  

" b u y b a c k "  y i e l d .

R e a l  e s t a t e  r e t u r n  h e l d  a t  7 . 6 % ,  r e f l e c t i n g  i n c o m e  c o m p o n e n t  &  p o t e n t i a l  

v a l u a t i o n  p r e s s u r e .

P r i v a t e  e q u i t y  r e t u r n  h e l d  a t  1 2 % ,  a  3 %  p r e m i u m  o v e r  p u b l i c  m a r k e t s .

P r e m i u m s  o f  i n t e r n a t i o n a l  e q u i t y  o v e r  d o m e s t i c  a n d  s m a l l  c a p  o v e r  l a r g e  c a p  

h a v e  b e e n  n a r r o w e d ,  r e f l e c t i n g  r e c e n t  p e r f o r m a n c e  a n d  r e l a t i v e  v a l u a t i o n s .

A la s k a  S ta te  P e n s io n  In v e s tm e n t  B o a rd 13



2004 Capital Market Projections

Asset  Class Index

Projected 
Annual  R e tu rn

Projected  S tanda rd  
D e l a t i o n  (Risk) Projected Yield 2003 Project ions

Equities
Broad Domestic Equity S&P 1500 9.00% 16.90 2 .1 0 9.00% 17.30

Large Cap S&P 500 8.80% 16.20 2 .2 0 8.70% 16.20

Snvall Cap S&P 1000 10 . 10% 23.50 1.20 10.30% 25.00

International Equity MSCI EAFE 9.30% 20.30 2 .2 0 9.60% 21.50

Emerging Markets  Equity M SCI EM F 9.80% 33.00 0 .0 0 10 . 10% 35.00

F i 'cd  Income
Domestic Fixed LB A ggregate 4.75% 4.50 4.75 4.75% 4.50

Defensive LB Gov't 1-3 Year 3.75% 2.30 3.75 3.75% 2.30

TIPS LB TIPS 4.40% 6 .0 0 4.40 4.40% 6 .0 0
High Yield FB High Yield 6.75% 12 .10 6.75 6.75% 12.30

Non USS Fixed SB Non-US Gov't 4.65% 9.60 4.65 4.65% 9.60

O ther
Real Estate Callan Real Estate 7.60% 16.50 7.(K) 7.60% 16.50

Private Equity Post Venture Cap 12.0 0% 34.(X) 0.(X) I2.(X)% 34.(X)

A bso lu te  Return 6.50% 10.50 O.(X) 6.50% 10.50

Cash Equivalents 90-Day T-Bill 2.70% 0.70 2.70 3.»v '% 0.70

Inflation CPI-U 2.60% 1.40 2.60% 1.40
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2004 Correlation Coefficient Matrix
K e y  t o  C o n s t r u c t in g  E f f ic ie n t  P o r t f o lio s

2004 Correlation Matrix

Broad I LrgCap Sml Cap | Inti Eq Emerg | Dom Fix | Defensive | UPS | Hi Yield NUS Fix Real Est |Pvt Equity| Abs Ret | T-Bill

3road Dom Eq 1.00
Large Cap Eq 0.96 1.00
Small Cap Eq 0.92 082 1.00
Inti Equity 0.72 0.73 0.60 1.00
Emerging Wkts 0.50 0.50 0.44 0.43 1.00
Domestic Fixed 0.25 0.27 0.16 0.22 0.15 1.00
Defensive 0.27 0.29 0.18 0.20 0.00 0.94 1.00

TIPS 0.01 0.01 •0.01 -0.09 -0.14 0.40 0.36 1.00

High Yield 065 0.54 0.58 0.50 0.35 0.41 0.44 0.15 1.00
1.00Non SUS Fixed 0.01 0.03 •0.03 0.20 •003 032 0.40 0.11 0.05

Real Estate 0.62 0.53 0.52 .50 0.35 0.20 0.30 0.00 0.53 0.03 1.00
1.00Pnvete Equity 0.64 063 0.59 0.63 0.55 0.20 020 -0.03 0.45 0.10 0.45

Absolute Return O.w 064 060 0.58 0.33 045 0.44 0.00 0.50 0.15 0.45 0.46 1.00

T-Bills -0.12 -0.10 •0.15 •025 -015 030 028 029 0.07 -005 •0.06 0.07 0.50 1.00

A la sk a  S ta te  P e n s io n  In v e s tm e n t : B o a rd
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Where Do We Go From Here?
I s  T h e r e  S o m e th in g  I  S h o u ld  B e  D o in g ?

•  D e s p i t e  t h e  c h a o t i c  m a r k e t s  a n d  t h e  p a i n  s u f f e r e d  b y  

p e n s i o n  p l a n s ,  f o u n d a t i o n s  a n d  e n d o w m e n t s ,  m o s t  s p o n s o r s  

n a v e  m a i n t a i n e d  a  l o n g - t e r m  f o c u s  a n d  h a v e  r e s i s t e d  t h e  

u r g e  t o  d o  s o m e t h i n g  d r a s t i c .

•  S p o n s o r s  a r e  c a r e f u l l y  r e - e x a m i n i n g  t h e i r  s t r a t e g i c  p l a n s :

-  A s s e t  a l l o c a t i o n ,  a n d  t h e  a s s u m p t i o n s  d r i v i n g  t h e i r  a l l o c a t i o n s .

-  L o n g - t e r m  r e t u r n  a s s u m p t i o n s .

-  A s s e t  c l a s s  p o r t f o l i o  s t r u c t u r e s .

-  N e w  a s s e t  c l a s s e s  o r  i n v e s t m e n t  s t r a t e g i e s

•  R e a l  e s t a t e

•  H e d g e  f u n d s

•  P r i v a t e  e q u i t y

•  M a r k e t  t i m i n g  &  t h e  " n e w "  T A A

•  " A l l - w e a t h e r "  p o r t f o l i o s

A la s k a  S ta te  P e n s io n  In v e s tm e n t  B o ard 16



Asset Class Round-Up
N o  e a s y  a n s w e r s  -  I s s u e s  &  Q u e s t i o n s

« B o n d s ?

-  Y i e l d s  a r e  w e l l  b e l o w  5 % ,  a n d  n o t  l i k e l y  t o  r i s e  m u c h .  M a r k e t  s u f f e r e d  a  

v i o l e n t  c o r r e c t i o n  l a s t  J u l y ,  a s  p r i c e s  p l u m m e t e d  a n d  y i e l d s  s h o t  u p .  T h e  

" b e s t  c a s e "  f o r  b o n d s  i s  a  w e a k  r e c o v e r y ,  w h e r e  c o n s u m e r s  l o s e  

c o n f i d e n c e  a n d  t h e  F e d  h o l d s  o f f  r a i s i n g  i n t e r e s t  r a t e s  -  n o t  e x a c t l y  f e r t i l e  

g r o u n d  f o r  s t r o n g  r e t u r n s  i n  a n y  p a r t  o f  t h e  c a p i t a l  m a r k e t .

•  H i g h  Y i e l d ?

-  C u r r e n t  p r i c i n g  i s  s t i l l  s o m e w h a t  a t t r a c t i v e  b y  h i s t o r i c a l  s t a n d a r d s  -  4 . 5 %  

p r e m i u m  o v e r  T r e a s u r i e s  -  b u t  t h e  b i g  g a i n s  m a y  h a v e  a l r e a d y  h a p p e n e d .

-  C o m p a n i e s  t h a t  s u r v i v e d  s h o u l d  d o  w e l l  a s  t h e  e c o n o m y  e x p a n d s .

-  D e f a u l t s  s o a r e d  d u r i n g  t h e  r e c e s s i o n  - 1 0 . 5 %  o f  b e l o w - i n v e s t m e n t  g r a d e  

c o m p a n i e s  d e f a u l t e d  i n  2 0 0 1 ,  8 . 4 %  i n  2 0 0 2 .  R a t e  f o r  2 0 0 3  w i l l  b e  c l o s e  t o  

6 % ,  l o n g - r u n  a v e r a g e  i s  b e l o w  4 % .

-  I f  g r o w t h  r e m a i n s  s l o w  a n d  i n f l a t i o n  i s  a b s e n t ,  c r e d i t  p r o b l e m s  m a y  l i n g e r .  

O n e  m o r e  a c c o u n t i n g  s c a n d a l . . .

A la s k a  S ta te  P e n s io n  In v e s t m e n t  B o a rd  17



Potential Mixes For IAC Discussion
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100 7 •100 100

Portfolio 
Component 
Large -Cap 
Small Cap 

International Equity 
Domestic Fixed 
Non US$ Fixed 

Real Estate  
Private Equity 

Casl^Equivalents 
High Yield 

Absolute Return

S e t Aside Max 
: ' 0  10C

Other (Agriculture & Energy) 3

Totals 

Expected Return
Standard Deviation

Efficient Frontier Segment
Note the use o f constra in ts & "se t aside"

Note that HY, Absolute Return & Private Equity have all been constrained. 
“Other'” was “set aside” so that it would have minimal effect on the 
optimization process since the inputs were highly subjective.
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8 .2 0

8 .1 0

8 .0 0

7.90

7.80

7.70

7.60

7 .50

10.80

E f f i c i e n t  F r o n t i e r  S e g m e n t

T R S  &  P E R S

E ff ic ie n t  F ro n tie r

Current

Please note that this graph represents 
only a small portion o f  the efficient frontier.

The "ether" assumptions are "real estate"
like in terms o f  risk and return. The correlations
are sim ilar but not identical lo those used for TIPS.

The "other" weighting was "set aside" while 
Private Equity, Absolute Return and High 
Yield  were constrained in the optimization.

10 11.40

2 'hU Kflicicut I'ronlicr

1.70 12.00

Pro jected  R is k

12.30 12.60 12.90

Current Proposed
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R a n g e  o f  R e t u r n s  &  T h r e s h o l d  R e t u r n  P r o b a b i l i t i e s

• The graphs on the following pages depict the range of 
returns for ASPIB's current policy and the proposed policy
-  Neither produces an expected return equal to the actuarial discount 

rate. The difference reflects Callan's use of a lower inflation 
assumption than that embedded in the actuary's discount rate.

-  Callan's projection is a 5-year projection while the actuary 
understandably must focus on a much longer horizon.

-  One way to make the assumptions comparable is to consider 
"expected" real returns. A 7.60% nominal return would be 
consistent with a 5% expected real return.

-  We have plotted two threshold return lines on each of the graphs. 
One illustrates the probability of each mix producing a return of 
7.6% while the other illustrates the probability of achieving an 
8.25% annual return.
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1 - Y e a r  R a n g e  o f  R e t u r n  C o m p a r i s o n

30%

R ange o f  Projected Rates o f  Return  
Projection Period: 1 year  
O ptim ization  Set: 2004

O'

O

!A 
O
ca

DC

Tz
3
C

2 0 %

1 0 %

0 %

(1 0 % )

10th Percentile 

25th Percentile 

M edian

75th Percentile 

90th Percentile

R S / P E R S Proposed

2 3 .5 7 % 23 .9 4 %

15.78% 16.03%

7 .7 0 % 7 .8 4%

0 .1 8 % 0 .2 2 %

(6 .1 3 % ) (6 .1 7 % )
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F i v e  Y e a r  H o r i z o n
n IF I ■  TU I K M K H B I

T h is  g raph
d em o n stra te s  that the 
p ro p o sed  p o lic y  h as a 
52%  p ro b ab ility  o f 
ach ie v in g  a 5-year 
return  o f 7 .6%  o r 
g reater. T h e  cu rre n t 
p o licy  h as  a 51%  
p ro b ab ility . c3

O

C/5o
ra

"rt3

18%

16%

14%

12%

10%

8 %

6 %

4%

2 %

0 %

(2 % )

Range of Projected Rates o f  Return 
Projection Period: 5 years 

Optimization Set: 2004

4(> 47

1

S.2.V,,
7

T R S /P E R S Proposed

10th Percentile 14.53% 14.76%

25th Percentile 11.24% 11.43%
Median 7 .70% 7 .84%
75th Percentile 4 .27% 4 .36%
90th Percentile 1.28% 1.33%
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1 0 - Y e a r  R a n g e  o f  R e t u r n  C o m p a r i s o n
■M C 3 0 I

c
a
o

a

t/J
a

c
<

1 4 %

Range o f Projected Rates o f Return 
Projection Period: 10 years 

Optim ization Set: 2004

2 %

T R S /P E R S P rop o se d

1 Oth P e rc e n tile 

2 5 th  P e rc e n tile 
M e d ia n 

7 5 th  P e rc e n tile 

9 0 th  P e rc e n tile

1 2 .4 8 %
1 0 .1 9 %

7 .7 0 %

5 .2 6 %
3 .1 2 %

1 2 .6 9 %

1 0 .3 6 %

7 .S 4 %

5 .3 7 %

3 .1 9 %
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I n v e s t m e n t  R e t u r n s  a n d  F u n d e d  S t a t u s
a M ttK n a B ta a M i ^  "■■■■— ! ■ | l  H IIIIWIIIll ■ —  ■■III ■■!!!■ Ill l l in i lB I

40%
PERS: Cumulative Change in Funded Ratio (MVA)

Over the 10 year 
period, liabilities 
have had the 
more significant 
Impact on the 
decline In funded 
status (MVA 
basis)

-18.5%

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

■  Change in Actual MVA Funded Ratio due to liabilities

□  Change in Actual MVA Funded Ratio due to assets

Mercer Human Resource Consulting
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C h a n g e s  i n  F u n d e d  S t a t u s  -  P E R S  a n d  T R S
• -_l * znz . rz — •__—  - u— - .r -.*£uc.• r = ~-̂ rr cx/ui r̂

M E R C E R M E R C E R

Ja n u a ry  l . - ’ H'S

M» Melanie Millhom
Diiectur ol Retirement and Benefit*
Male o f A l ic ia  
l/cpnrtmcnl o f  Administration 
O n iuon o f Retirement and Bcrirfi'.t 
P .O  Box 11 ()’ »•?
Juneau. \K WUaiM.i

Soe.e-d
C h an g n  In Fundod Statu* - PCRS and T R S

Dear Melanie

P a l of our December ! pi.-iCntjt.oii lo the AlaiCx stale Pension lilt eMincnt Hoard I ASI'IIJ) 
hxuwxJ on vhatiip-* in ft.- landed perccnta)!ci for '‘ I RS and TRS Fnun July I , HWI to Jt.u. to. 
JX ft , '.he funded pervcnlaijc to* the l*l"RS ilcuTmcd from 92 J'< to ?n i f .  h o c ! on lit.- matket 
\.i'iic of assets Hie landed rweeiitani' for TRSdcclins-d liom*J1 o*»loM  7*. Die dollar 
aitsnint mere-ses in ihe inihir.detl accrued habihlict I L  A I.) "  err W 2 billion lor PI RS aid S? Z 
bilTun for 1 RS We found I'u i the MU I clur.p. in funded status lo: the P i:KS aid I RS f e l l  filly 
!. I ’M.' to June to, J i* i ’>» a* doe to asvrl and liability mkmm as follows

r a n Tut

O »  «o* -I.* Ic asset* 
CraigA 8j» Ic «!rat«% 

Tp*»

Clun|« In Iik i*»m  IntlAL ChiJ®* w Incm t* In U/.1
l u i d » *  k l a l u t  ( b illio n .)  F o n i « a  S t a t u s  ( M i a m i

U8>S S i ’ 12 i'f% $96
i*d a) ?•  <70 ei______________16

«2 129 i ; » $2 2
line letter prcn.Jci fur.hrf breAAoui ol the ..anycs hi furdexl stains ail'd' .'able lo lul* lilies 
I !>,* fx-Ti .i-a f.x  I .ne be. i reused sliyllly from Ihnvipmict! ir  the VSI'IH ntvCMK bated on 
further ivtearv '• on l ie cite.'. ol the s arKX.ii fatten

rrn s tus

C h a n * *  la  
l a i M r *  l l a l u i ( k ill Min. |

C h a n g *  M 
F u n k * *  I I A I F I

I n c i » a i «  *n U A L  
|  b illio n s)

»9rf1 .0 9. . V i  8 ( J t l * . I C 2
• t w c t - ' t t K i r c i e  c r " v * | 1 J V • 1 |4  f 0 1
O W ' c l - a x y * l * » l 0  J l t d , 0 ?
3 i - " ' ; v x i h<i  r v * « 4 ill  11 l i t O S
V . i t m k  o W . i ' V - a  c r » .- y > * C> a: < S # i 0  i
1 e*a c rv x  t o  'o  i .*-* *•*» I ' f S A . $2' ; ? e * A . V  rt

Pi.ee :
Jnnn.iry 3. 30Vi 
Ms Melanie Millhom 
Slate of Alaska

Hcalili experience and clurrycs in heal’1' jixsumptimt* were relatively t.irye contribuiors to die 
deeline it' funded rlnlti.s Hener l improvements also contributed to the decline. Pur Ixith Sedans, 
plan elunger include benefit ntiprosenunls enacted by the Icuisldturc. o> ssell u  a.I-hm Post- 
Rciircmcni Pension Adjustments (PHPAs).

I Ihijx* this iiifominiioii is helpful. Please ..ill or email if  you have RU-stioitsot need additional 
information.

Sincerely.

Kolxit V Reynold*, \ S \ .  MAAA 

H'X IjK 

< »»pv
Anselm Slaack 
('hri» Hymen 
Marcia Chapman
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10th Percentile 
25th Percentile 
Median
75th Percentile 
90th Percentile

Range of Returns 
(in dollars)

P E R S  TR S
$8,185,108,000 $3,913,423,000

Proposed Gain/(Loss) Gain/(Loss)

23.94% 1,959,514,855 936,873,466
16.03% 1,312,072,812 627,321,707
7.84% 641,712,467 306,812,363
0.22% 18,007,238 8,609,531

-6.17% (505,021,164) (241,458,199)

v \ 2 - t f ( c > 5



The first chart below illustrates the cum ulative performance o f the Total Fund 
relative to the cum ulative performance o f the Fund ’ s Target Asset M ix . The Target M ix  is 
assumed to be rebalanced each quarter w ith no transaction costs. The difference between 
the Total Fund return and the Target M ix  return is explained by the performance attribution 
on the next page. The  second chart below shows the return and th e  risk of the Total Fund 
and the Target M ix , contrasted w ith the returns and risks o f the funds in the C A I Public 
Fund Sponsor Database.

C um ulative Perform ance Relative to T arget

Cumulative Returns Actual vs Target

Thirteen Year Annualized Risk vs Return
11.0% ‘ —“ — — - - ~ ~" ■ —

1 ‘ " 1
10.5%

A
L

A
A

10.0%
A A i  A

9.5%

X
A i  \

A A A A
A *

jn 90%.
3

tS 8.5%

1 Tola! Fund Target

* *  i----------| Total Fund f*
AA A

• A * A*
A A A

A

8 0% *  a ‘

7.5%
* * 
A

70%

f.5% - 1 . • .
v * t.%- 7% 8% 9% 10%

Standard Deviation
11% 12%. 13%

Trianples represent membership o f  the CA I Public fund Sponsor Database
Cnircnl Ouniicr Tnijid 31.0% U ll Aj.y. 30 0% S&P 5(X». 15 0% MSCI liAHi Imlc*. 9.0*% Tolal Knit liiiAlc Dlt. 6 O'* Kusscll 2tXX), 3 0% Non-US (Jovt 

World tiiivi Hit. 2.0% MSCI tiAI-li Index. 2 0% S&P 500 anil 2.0% Kimcll 2tKK»

Employee*' Kcliienicnl Plan II



Historical Returns for PERS and TRS 
(Fiscal Years)

PERS TRS

1 Year 15.08% 15.09%
3 Year 4.06% 4.06%
5 Year 3.29% 3.29%
12.75 year 8.67% 8.73%





COMBINED SCHEDULE OT INVESTED ASSETS 
at Fair Value Ortcombor 31.7004 (In Ihouaarxia of ddUra)

cotumunoaui. aooctt 
 waMavt yuNo

oumjc acMorx muat ru**a
MTIMHAhOtM.Ajwrwr* HTWI

MTAiTH MMMjUKI
UWML 

oai joan* aoMo*

•umicouwt

MNtNALflM}MDTMiiwn.HMfUIIO•mitaiDii
OOWT4 coir lOUMKAfM 

(Noowwiwrnav >■ i iwmt
ttVTftUOAaaCTft

ftOrttnortoWar-, fMKwwPwl 
>• ■»! Mi*«l * a r t n m l V u

lh*n*»wl OnrBtte rurt hara Pool 
!*»«*•«( I tort r t« ra  l\»l l'4«or> !<•>««<• I |>*W kt(T» ** • tlnta4i '«•! M w nitai n t4 «<l*<rw 4 iU

Unmeet* Port 
Sm»fr»wi'< Ckmnk I *Pt Imh

r<v*«k/« f «#| IVtrt lr> ^ g U rt> 1 |« lN M

MHI MMUHMina trt.ua

m i u
IIU I

Mat)tarn
la l/f 
n at

itaiMtunait*
a Hi
at.auaa lit

*t tit 
14*4)

vauttr1IHJMIH iN

N.II)i» rn
1/4)4*

Meal C ***** Part
K««Mn>tnK>i 

U taa jltw M M IM  _ _  Ir t h m K a li  
■ranm• •*«*

rnr» aar-wt t>ir><4ilt>y«: Onmpel«*w
t.ll* 444 tftft

. (»*) M M W)4t« . _i»u.I4IP

4114.471 ) 444

I alto wmlH *»*•*•

knlliMKl*e( » r r e  “ r*

nta»w«r>»| Inrra Pal

M4|ts.taa

COMBNCD SCHEDULE O-- INVE ITI4ENT INCOME AND CHANCES IN INVESTED ASSETS far (hap rtodJity 1,2004 Ihrouph 0#c»fnboy 31,3004 (m thouaaiM/a of doflart)
ft.r*hm •4t44M*J*

n«»nn»rtDj*»iV fUrt Ihjm* lyi
I trt »..*»» ISri

Ikwal; C Mih IHa4 «*—»■■» !« n a * It**  't *  
Kratrt (titf Port MM t o n n ja  I e<h ISM |n«jnjU»M *l trtiPnrt ‘ ^ t t l o a p w

14 410 
tft/4ft

4 441
4 14/

47ft
l Ul
1* *»>
I MM

(to IrtWWtHH N^oy.t.rtrnfV.t
Prttt-rt tort »—rw

Ta*al MwiM WMli >.prt«| M rtrt
'•* inoliK* 'e»T*t »■■■« 
Trarotnt OtottftalflOtto title

Talto Ptmairt aeorte. a r t »*

IIU7
t u u n

it *#•

u »u 
at/tw

I MI.JC4

I an
ii,n*
ttawojni

Win M1*7 Ji I HIM
4 41* 1*47*1(ftjttt Silt

1*47*

1ft 44*
ar114/1 

II U1

M 
• 44|
•4 Mil

144/1 
17* Ml I Ml

III tl
14/a 

JtLlfft 
14/141*

UN
M7.44/ 
III t44l

mau

tua*a 
4IM ait 

;i m

|*| M*irt,>Mi4«lr.u^rt.|t^hlrt%Ul itw f rtrtl lert^V.irti U* — (*) CwMU. Mo >MrtM rrtrtrt to Ortee trtf ll«(F 4rt I rttto.1* w* MomeWrt I *»V I We tO 1Wot« I »'l *M«t>er« M • *»«* a* ftrt < rt <>«** rrttfulfu*
• «* irti/l I 44 • ai > irtf n*. r laol aOmnoeaaaK

leiirttl'flrt



CONMNED SCHEDULE Of INVESTED ASSETS 
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COMBINED SCHEDULE Of INVESTED ASSETS 
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