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Proposed Alternatives
Accrual of Non-Medical Benefits - PERS
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Proposed Medical Program
Key Features

Key features of post-retirement medical program
[F Members must retire directly from the System to bo eligiblo
* System sponsored health plan wuh varying levels of subsidy or cost to

members
s Early retirees get “access only* prior to normal rotiromont eligibil ty

mDefined dollar benefit from normal retirement to Medicare eligibility
(currently .age 65)
0 Donned health benefit after Medicare eligibility, similar to the current
program with fhe following koy exceptions
* Method of coordination with Medicare
* Retired members will share in tho cost through premium
contributions
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Proposed Medical Program
System Sponsored Health Care Plan

A System sponsored health plan available to all eligible retirees, but with
varying levels of pubsidy

Basic plan design elements _
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Proposed Medical Program
Eligibility

v Normal retirement eligibility for medical benefits will be defined as the
earlier of
* (1) age 60 with 10 years of service
* (2) 25 years of service (30 years for PERS "others" retirees).

ov Disabled participants will be eligible

»Terminated vested participants are not eligible. A member must retire
directly from active service in order to receive coverage
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Proposed Medical Program
Early Retirement

0 Early retirees who have not reached normal retirement eligibility

* Receive “access only" plan
m Will not be eligible for subsidized retiree health plan costs

* Pay 100% of the pre-Medicare eligible (currently pre-age 65) per
member per year (PMPY) claim costs

Dependent spouses of early retirees will pay 100% of the appropriate
pre-Medicare or Medicare eligible PMPY claim cost
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Proposed Medical Program
- Normal Retirement to Medicare Eligibility

A Members who retire directly from the Systems will be eligible for a
“defined dollar' benefit upon reaching eligibility for normal retirement

Z Fixed dollar subsidy toward system sponsored health coverage
0 Access tosystem sponsored retiree medical plan as outlined abovo
0 Subsidy amount is based on length of service

0 Subsidy amount indexed each year by healthcoro inflation up to a
maximum of 5 percent (with a “catch-up" provision based on years
when hoalthcaro inflation is loss than 5%)
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Proposed Medical Program
Normal Retirement to Medicare Eligibility

0 Upon becoming eligible for Medicare, such members will become
eligible for (he "defined health" benefit

Pre-Medicare dependent sp-use is eligible for the same subs ty as
retiree

& Medicare eIi?_ibIe dependent spouse is eligible for the Medicare
eligible benefit level, with contribution percentage based on retiree

length of service
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Proposed Medical Program

Normal Retirement to Medicare Eligibility
\

0 Apply percentages to the applicable subsidy baso to arrive at the
appropriate subsidy amount

Dofmed Dollar Subsidy Base Annual PMPY for fiscal year 2004
Pre Medicare 55.962*

0 Subsidy Percentago
Service (yrij  Subsidy %

10-14 30%
15-19 45%
20-24 60%
25%29 75%

30* 90%

rv Mornber contributions ore determined by subtracting the annual
subsidy amount from tho annual claims cost for a given yoar
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Proposed Medical Program
After Medicare Eligibility

0 Defined health benefit similar to current program

=mRetirees who were_Frevioust eligible for 100% subsidy of retiree
health plan costs will now participate in the premium cost.

% Contributions are per covered individual

Pre-Medicare dependent spouses are eligible to receive a defined
dollar subsidy with percentage based on retiree length of service

Medicare eligible de#_)endent spouses are eligible to receive the same
defined health benefits as the retiree and pay the same contributions
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Proposed Medical Program
After Medicare Eligibility

Contribution Base PMPY lor fiscal year 2004:
Medicare Eligible 52,fi67

* Contribution Percentage
__service (yrs) Contribution %

10*14 30%
15-19 25%
20-24 20%
25-29 15%
30* 10%

0 Apply percentages to the contribution baso to arrive at the applicable
contribution amount
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Health Reimbursement Accounts
Overview

Arrangement that:
* Issolely employer prid
 Reimburses employees for medical expenses
* Provides reimbursements up to @ maximum dollar amount for a
defined coverage period
0 Unused funds are carried forward to the next coverage period

0 Usually, but not required to be, associated with high-deductible health
plans or consumer directed health plans

Includes aspects of Fsas

Also known as
* Hoalth Reimbursement Arrangements
* Defined contribution health care plans
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Health Reimbursement Accounts
Overview

Funding
ft> Employer only
ft Employer sets own limits

ft Notional or funded accounts
¢ general assets
« VEBA
« other trusts

Eligibility
Cuirent and former employees (including retired employees), spouses and
dependents

o COBRA participants

o Dependent medical expenses on death of employee
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Health Reimbursement Accounts

Overview
%

Benefits

0 Reir(TégJursements for medical expenses as defined in IRC section
213

ft- No IRS limit on reimbursements
N Employee responsible for substantiating expenses
ft- Cannot use for over-the-counter drugs

0 Can be used for after tax insurance premium payments (LTC is gray
area)

« Cannot have any right to receive cash benefit
ft Can be used with FSA, but special rules apply

Rm «yr» Conwtrq
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Health Reimbursement Accounts

Overview

Plan design

o Plan sponsor dictates plan design
m Contribution amount
m Covered expenses

m Termination provisions

Tax Treatment

<>Requirements for exclusion from employee/retiree income:
e Employer funding only - no employee contributions

jnly reimbursed for qualified medical expenses

oubject to non-discrimination rules under IRS code section 105(h)
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Health Reimbursement Accounts
Comparison of tax advantaged health care

accounts
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Health Reimbursement Accounts
Comparison of tax advantaged health care
Accounts
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Health Reimbursement Accounts
£2 Projection scenarios

o lllustrate the HRA fund value at retirement, the total costs expected to
be borne by the reti‘ee during the pre-Medicare period of retirement
and the retiree's expected net cost after HRA reimbursements

~ Four scenarios
» Early hire, 1.0% funding - hire at 25, retire at 55
« Early hire, 1.5% funding - hire at 25, retire at 55
* Late hiro, 1.0% funding - hiro at 40. retire at 60
* Late hiro. 1.5% funding - hiro at 40, retire at 60

~ Key assumptions
« Hiro date of 7/1/2004
« Normal retirement at 25 years or age 60
« Funded as percent of avorago salary for group
* Average salary for group of $35,000
< Wage inflation 4.0%
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Health Reimbursement Accounts
spPLProjection scenarios

N Key assumptions (continued)
® HRA accumulation rate 8.25%
« Early retirement access-only plan as described in the proposed medical
program
« Normal retirement to Medicare eligibility defined dollar subsidy as
described in the proposed medical program

* Benefit costs increase at proposed valuation trend

* Retirees transition to defined health benefit plan at Medicare eligibility

<=Other assumptions
* Participant retires from system and is receiving system-sponsored benefits

< Demographic composition of future pre-Medicare retiree group remains
constant
¢« No spend down of HRA durim active benefit period

MarHrenR=re@s ity K’

Health Reimbursement Accounts
Projection scenarios

Gross Rotiroo HRA at Not Rotirco

Cost Rotiromont Cost
Early Hire. 1.0% 3153.721 364,622 372,348
Early Hire, 1.5% 5153.721 396,933 512,714
Late Hire, 1.0% S 68,993 S23.052 344.543
Late Hire, 1.5% S 68,993 S34.579 330,580

*> Gross retiree cost is tho total medical premium cost expected to be paid by
the retiree less any System-sponsored subsidy Does not include retiree cost
sharing via plan design elements such as deductibles and coinsurance.

>>HRA at retirement is the beginning fund balance at the year ol retirement.

> Net retiree cost is the gross retiree cost less expected reimbursements from
the HRA. HRA balance continues to earn interest after medical expenses are
reimbursed each year.
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Proposed Alternatives
Alternative 1 - Normal Cost Rates

"Normal cost" rates for Alternative 1 are expected to be as follows:

Medical normal cost rate

Delined benefit normal cost rate

Defined contribution rate
HRA contribution rate
Gross normal cost rate
Member contribution rate

Employer normal cost rate

(10.0)%

Normal Cost Rates

Normal cost rates for the current program (all tiers) are shown
in parentheses for comparative purposes.

* joMmnHIo Qe Ery

isaj Proposed Alternatives
=22533 Alternative 2 - Normal Cost Rates

TRS PERS
3.75%  (9.07%) 3.5% (8.68%)
5.0% (13.90%) 45% (11.37%)
8.5% (N/A) 7.0% (N/A)
1.5% (N/A) 10% (N/A)
18.75% (22.97%) 16.0% (20.05%)

(8.69%) (80)%  (6.81%)
8.75% (14.28%) 8.0% (13.24%)

=*"Normal cost" rates for Alternative 2 are expected to be as follows:

Medical normal cost rate
Defined contribution rate
HRA contribution rate
Gross normal cost rate
Member contribution rale

Employor normal cost rato

Mui*  tiottufr* Cortutfug

Normal Cost Rates

TRS PERS
3.75% 3.5%
13.5% 11.5%
1.5% 10%
18.75% 16.0%
(10 0)% (8.0)%
8.75% 8 0%



State of Alaska
Division of Retirement & Benefits
Normal Cost Rate and Actuarial Computed Rate from FY 1983 through FY 2006

Actuarial Normal
Valuation Fiscal Normal Computed Cost Actuarial

report date year of Cost rate Rate rate Computed
June 30 rate PERS PERS TRS Rate TRS
1980 1983 11.46% 13.78% 11.95% 16.84%
1981 1984 12.03% 13.68% 13.51% 17.42%
1982 1985 11.36% 13.62% 13.64% 17.96%
1983 1986 11.82% 13.59% 13.13% 17.36%
1984 1987 12.31% 13.84% 13.91% 13.28%
1985 1988 11.13% 9.55% 11.62% 13.28%
1986 1989 10.20% 9.38% 9.36% 11.16%
1987 1990 9.23% 9.30% 9.14% 8.19%
1988 1991 10.37% 12.00% 11.86% 12.27%
1989 1992 12.00% 14.20% 13.26% 15.16%
1990 1993 12.83% 13.58% 14.07% 19.65%
1991 1994 10.18% 13.72% 9.05% 15.59%
1992 1995 10.90% 13.70% 8.57% 13.36%
1993 1996 11.29% 12.82% 9.06% 12.48%
1994 1997 10.36% 12.14% 9.70% 14.96%
1995 1998 10.61% 11.90% 10.10% 14.94%
1996 1999 9.85% 7.74% 8.97% 10.52%
1997 2000 9.89% 7.36% 9.21% 13.00%
1998 2001 8.67% 7.03% 8.99% 10.55%
1999 2002 G.07% 6.56% 8.88% 7.09%
2000 2003 10.07% 6.12% 9.40% 8.29%
2001 2004 9.53% 6.77% 10.36% 14.44%
2002 2005 13.31% 24.91% 14.76% 35.57%
2003 2006 13.24% 25.63% 14.28% 38.85%

Normal Cost Rate: present value of benefits, which are expected to bo credited with respect to service
during the year beginning on the valuation date

Actuarial Computed Rato: aftor comparing plan assets and liabilities, an actuarial rate is computed that wo
fund the retirement systems over 25 years There are two components: the normal cost rate and tho past f
nocossnry to pay any unfunded liability. Both rates account for differences between actual experience vei
anticipated results, changes in actuarial assumptions and | or methods, changes in statutory provisions, ar
difference between tho rato actually adopted by the Boards for a particular year versus tho computed rate
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Valuation Results

1.5(c) Actuarial Projections - Effect of Economic S narios

Key Assumptions
* All assumptions and methods are the same as Section 1.5(a) except
Results are shown only under the 1% population growth scenario

The actuarially calculated contribution rate is adopted in each year beginning in FY06,
but rate cannot increase by more than 5% per year.

Investment returns arc assumed as follows:

Total Portfolio Investment Return Under Each Scenario

Year Ending Base Prolonged
June 30 Case Growth Recession
2004 15.08% 15.08% 15.08%
2005 8.25% 10.00% -3.50%
2006 8.25% 10.00% -3.50%
2007 8.25% 9.50% 2.10%
2008 8.25% 9.00% 7.75%
2009 8.25% 8.25% 7.75%
2010 8.25% 8.25% 7.75%
2011 8.25% 8.25% 7.75%
2012 8.25% 8.25% 7.75%
2013 8.25% 8.25% 7.75%
2014 8.25% 8.25% 7.75%
2015 8.25% 8.25% 7.75%
2016 8.25% 8.25% 7 75%
2017 8.25% 8.25% 7.75%
2018 8.25% 8.25% 7.75%
2019 8.25% 8.25% 7.75%
2020 8.25% 8.25% 7.75%
2021 8.25% 8.25% 7.75%
2022 8.25% 8.25% 7.75%
2023 8.25% 8.25% 7.75%
2024 8.25% 8.25% 7.75%
2025 8.25% 8.25% 7.75%
2026 8.25% 8.25% 7.75%
2027 8.25% 8.25% 7.75%
2028 8.25% 8.25% 7.75%
2029 8.25% 8.25% 7.75%

Stato ol Alaska Public Fmployoos' Rntirormmt Systom
fls ol Juno 30. ?003
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Valuation Results
1.5(c) Actuarial Projections - Effect of Economic Scenarios (continued)

Contribution Rate

50%
0%
200-1 2009 201-1 2019 2024 2029
Fiscal Year Ending
— Prolonged Recession muBase Case Growth
Mercer Human Rosourco Consulting Slate of Alaska Public Employees' Rollremonl System
g mWVEKehft st @m i@ as ol June 30, 2003
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Valuation Results

1.5(c) Actuarial Projections - Effect of Economic Scenarios

Key Assumptions
m  All assumptions and methods arc the same as Section 1.5(a) except:
Results are shown only under the 1% population growth scenario

The actuarially calculated contribution rale is adopted in each year beginning in FYOfi,
but rate cannot increase by more than 5% per year.

Investment returns are assumed as follows:

Total Portfolio Investment Return Under Each Scenario

Year Ending Base Prolonged
June 30 Case Growth Recession
2004 15.08% 15.08% 15.08%
2005 8.25% 10.00% -3.50%
2006 8.25% 10.00% -3.50%
2007 8.25% 9.50% 2.10%
2008 8.25% 9.00% 7.75%
2009 8.25% 8.25% 7.75%
2010 8.25% 8.25% 7.75%
2011 8.25% 8.25% 7.75%
2012 8.25% 8.25% 7.75%
2013 8.25% 8.25% 7.75%
2014 8.25% 8.25% 7.75%
2015 8.25% 8.25% 7.75%
2016 8.25% 8.25% 7.75%
2017 8.25% 8.25% 7.75%
2018 825% 8.25% 7.75%
2019 8.25% 8.25% 7.75%
2020 8.25% 8.25% 7.75%
2021 8.25% 8.25% 7.75%
2022 8.25% 8.25% 7.75%
2023 8.25% 8.25% 7.75%
2024 8.25% 825% 7.75%
2025 8.25% 8.25% 7.75%
2026 8.25% 8.25% 7.75%
2027 8.25% 8.25% 7.75%
2028 8.25% 8.25% 7.75%
2029 0.25% 8.25% 7.75%

Stain of Alaska ToncOots' Rotlromnnt Systom
Mi «»#llUzA e ah ol Juno 30. 7003
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1.5(c) Actuarial Projections - Effect of Economic Scenarios (continued)

Contribution Rate
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Proposed Alternatives
j|3 Cost Projections - PERS
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public Employees’ Retirement System

Teachers’ Retirement System

Senate Finance Briefing on Proposals for New Tiers

Attached arc two spreadsheets comparing the specific benefit differences in the existing and proposed Tiers for

PERS and TRS. Outlined below is asummary of the major benefit changes and a cost comparison.

PERS/TRS

PERS Employee Contribution

Rate

TRS Employee Contribution

Rate
Retirement Age

PERS Benefit
Formula/Contribution Ratc

TRS Benefit
Formula/Contribution Rate

Medical

Normal Cost Rate PERS
(does not include unfunded
liability portion)

Normal Cost Rate TRS
(does not include unfunded
liability portion)

Future exposure and volatility
to loss in investment earnings
and increasing medical costs.

liRit.tisG St.\all:Fisasta&a

Current PERS Tier Il
/ TRS Tier Il DB Plan

6.75% or 7.5 Police/Fire

8.65%

60 normal - 55 early
30 years "all others”
20 Police/Fire

20 Teachers

2% up to 2.5% DB

2% up to 2.5% DB

e Do not have to retire
directly from system
to be service or age
eligible for medical
coverage.

e Must have 10 years
of service. Minimal
cost share.

13.24%- Current

Normal Cost Rate

14.28% - Current
Normal Cost Rate

Employer bears all the
risk.

F.unom PERSasp TRS Ter Ruhmus Project

Alternative |
NB/DC Plan

8% all members
8.5% Police/Fire
11.0% School District
10%

Same

Same

25 Police/Fire members
25 Teachers

1% DB; 8% DC

(8% includes HRA)

1% DB; 10% DC
(10% includes HRA)

Must retire directly
from system to be
eligible.

Must have 10 years

of service.

e Member pays more
through "cost share"
design elements.

8% reduces normal cost

rate by 40%

8.75" 0* this reduces
normal cost rate by 39%

Employer continues to
have risk in two areas:
11) 1% DB component
and (2) medical
inflation component.

Alternative 2

DC Plan

8% all members
8.5% Police/Fire
11.0% School District
10%

Any age

12.5% DC
(12.5% includes HRA)

15% DC
(15% includes HRA)

Same as Alternative 1

K% reduces normal
cost rate by 40°..

8.75% e this reduces
normal cost rate by
39%

Minimal Exposure to
employer in one area
only: (1) medical
inflation w<capped %.

Msv.m 27.2005
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8. Medical Coverage based on Service ]
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11. Medical Coverage i -
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13. Retiring after Years of Service h
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15. Retirement Income | a
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16. Investment Risk Responsibility ||
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17. Inflation Risk Responsibility
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18. Inflation Risk Responsibility
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19. Longevity Risk Responsibility | |
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t 21. Cost of Medical Coverage
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« - 25. Tangible and Relevant Plan 1
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27. Change in Cost
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29. Most Important Questions
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The four most Important questions with proferrod spectrum comment
Quostion * 7: ‘ The retirement program should provide medical coverage'
Question *26: 'Wo want maximum predictability and stability ol contributions*
Quostion *1: 'Plan should favor long-service omployoes'
Quostion *6: (the rosponsos did not indicate a significant Oiltoionco between tho twoj
'Tho System should provide medical coverage to terminated vested members'

'The System should not provide modical coverage lo terminated vested members'
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Alaska State Pension Investment Board

Presentation to the Senate Finance Committee:

The Role of ASPIB and the Treasury Division



e Present reasoning behind capital market projection
process

economic background

- specific projections

e Discuss implications generally

e Qutline next steps
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Capital M arket Projections

(fro m Caban A ssociates Inc., Januwary 200 4)
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Callan's Capital Market Projection Process

E conom ic O utlo ok D rives O urpP roje ctio n s

. Evaluate the current environment and economic outlook for the

U.S. and other major industrial countries:

- Business cycles, relative growth, inflation.

. Examine the relationships between the economy and asset class

performance patterns.

. Examine recent and long-run trends in asset class performance.

Apply market insight:

- Consultant experience - Plan Sponsor, M anager Search,
Specialty

- Industry consensus

- Client Policy Review Committee

. Test the projections for reasonable results.

Alaska State Pension Investment Board



2004 Capital Market Projections

mBBBB3MCaHmU39tteBCaS<aaMlcaaaaaaHBnDBnHHBHBHBDMMBnNNHMMMBBHH
G uiding O b je ctives

. Our best thinking regarding the 5-year outlook,
recognizing our median projections represent the

m idpoint of a range, ratner than a specific number.

. Results that are readily defensible both for individual

asset classes and for total portfolios.

. Conscious of the level of change suggested in strategic

allocations for DB, DC and foundation/endowm ent clients.
. Reflect common sense and recent market developments.
. Balance conflicting goals and conflicting opinions.

Alaska State Pension Investment Board



B ack in B lack A fter th e

Russell 3000
S&P Super Composite 1500

Russell 1000
S&P 500

Russell 2000
S&P 600 Small Cap

EAFE ($US)

LB Aggregate
SB Non-US Bonds

90-day T-bill

1999

20.90
20.27

20.91
21.04

21.26
12.40

26.96

-0.82
-5.07

4.85
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2000

-7.46
-6.98

-7.79
-9.10

-3.02
11.80

-14.17

11.63
-2.63

6.18

itv

2001

-11.46
-10.64

-12.45
-11.88

2.49
6.54

-21.44

8.43
-3.54

4.42

B ear M

2002

-21.54
-21.31

-21.65
-22.10

-20.48
-14.63

-15.94

10.26
21.99

1.78

arket Since 1 9 3 0 's

2003

31.06
29.59

29.89
28.80

47.25
38.79

38.59

4.10
18.52

1.15

Avg Ann Return
Last Five Years

0.37
0.39

-0.13
-0.57

7.13
9.67

-0.06

6.62
521

3.66



An Investment-Led Global Recession

. The recession was triggered by an investm ent bubble that resulted in excess

capacity and reduced returns on capital.

. The manufacturing recession was deep and global.

. Deflation became a greater concern than inflation.

. Expansionary fiscal and m onetary policies cushioned the downturn.

. Consumers kept spending and housing m arkets boomed.

. A succession of shocks impeded recovery— terrorist attacks, corporate

governance scandals, the Iraq war, SARS.

. Investm ent will recover as excess capacity is cleared and profitability

im proves.

Alaska State Pension Investment Board



The Current Economic Environment

R ecovery R olls A cross The E conom vy
. The recession is over, but it hadn't felt like it until recently - in part

because we're following the mildest recession in postwar history.

. Economy is growing, but unemployment is stuck at 6%

. Business investment continues to be weak, as many of the growth

industries of the 1990s are plagued with overcapacity.

. Inflation remains non-existent. Last over 3% in 2000; just 1.9% in
200 3.
. Interest rates are still extraordinarily low:

- Treasury bonds yields were at their lowest in 40-years, due to
e Aggressive Fed action to lower interest rates,
e Investors, afraid of equity, favoring bonds and driving yields lower.
- Fed policy still seem s to work, at least on consumers...
. Credit spreads and equity risk premium have been higher than

normal.
. Consumers have been tireless, and the federal government has been

spending to boost the economy and for the war in lragq.

Alaska State Pension Investment Board



Market Preview:

Keep Those Expectations Low

. The economic recovery will continue, but growth will
m odest. Capital spending will ultimately follow GDP.

. Fed will ultimately shift to tightening m onetary policy.

. The stock market recovery will be slow. U.S. stocks a

rem ain

re still

expensive relative to their valuations and to other markets.

. Callan

interest rate, single digit return environment.

. Low return expectations mean 8 % nominal return
assumptions may be difficult to achieve. Callan's 2004
assumptions generate an expected return for a 60 %
stock /40 % bond allocation of 7 .4 % over the next five

Plans may need to shift their focus to real return

expectations.

Alaska State Pension Investment Board

s outlook in a nutshell: expect a low inflation, low

years.
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Now, More Reasonably Pnced,

S&P 500 5-Year Returns vs. Lagged Earnings/Price (1954 - 2003)

16%

m5-Ycar Returns (t)

E/P Ratio (t-5)
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Domestic Equity vs. Bond Yields

S&P 500 Earnings Yield vs. 10-Year Treasury Yield

Peak of interest

nii'linLit miniimi. Inmi IMXttinan.l
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Domestic Fixed Income
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C urrent Y ield XsA S trong P redictoro fR e turns

Lehman Aggregate Index 5 Year Returns vs. Lagged Yield to Worst

Return (%, Annualized)
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Practically no changes from last year's projections!
Inflation is held at 2.6 % , depicting inflation rising from current low levels.

Cash returns reflect rising short-term vyields, but still low real return of 0.1%

Bond returns held at 4.75%
- reflects current yield-to-worst, plus sm all adjustm ent

- build in moderate increase in short rates, relatively stable long rates, a Ilittle

m ore narrowing of credit spreads.
Equity returns built from fundamentals: 3-4% real GDP growth which
means 5.5% -6.5% nominal earnings growth, 2% dividend yield, 0.5% -1%
"buyback" yield.
Real estate return held at 7.6 % , reflecting income component & potential
valuation pressure.
Private equity return held at 12% , a 3% premium over public markets.

Premiums of international equity over domestic and small cap over large cap

have been narrowed, reflecting recent performance and relative valuations.

Alaska State Pension Investment Board 13



Asset Class

Equities

Broad Domestic Equity

Large Cap
Snvall Cap

International Equity
Emerging Markets Equity

Fi'cd Income
Domestic Fixed
Defensive
TIPS

High Yield
Non USS Fixed

Other
Real Estate
Private Equity

Cash Equivalents

Inflation

Index

S&P 1500
S&P 500
S&P 1000
MSCI EAFE
MSCI EMF

LB Aggregate
LB Gov't 1-3 Year
LB TIPS

FB High Yield

SB Non-US Gov't

Callan Real Estate
Post Venture Cap
Absolute Return

90-Day T-Bill

CPI-U

Alaska State Pension Investment Board

Projected
Annual Return

9.00%
8.80%
10.10%
9.30%
9.80%

4.75%
3.75%
4.40%
6.75%
4.65%

7.60%
12.00%
6.50%
2.70%

2.60%

Projected Standard

Delation (Risk)

16.90
16.20
23.50
20.30
33.00

4.50
2.30
6.00
12.10
9.60

16.50

34.(X)
10.50
0.70

1.40

2004 Capital Market Projections

Projected Yield

2.10
2.20
1.20
2.20
0.00

4.75
3.75
4.40
6.75
4.65

7.(K)
0.%)

0
2.70

2003 Projections

9.00% 17.30
8.70% 16.20
10.30% 25.00
9.60% 21.50
10.10% 35.00

4.75% 4.50
3.75% 2.30
4.40% 6.00
6.75% 12.30
4.65% 9.60

7.60% 16.50
12.(X)% 34.(X)
6.50% 10.50
3w '% 0.70

2.60% 1.40
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. Despite the chaotic

pension

Where Do We Go From Here?

Is There S om ething | S hould Be D oing?

m arkets and the pain suffered

plans, foundations and endowments, m ost

nave maintained a long-term focus and have resist
urge to do something drastic.
. Sponsors are carefully re-examining their strategic

- A sset allocation, and the

- L

- A

0

ng-term return assumptions.

sset class portfolio structures.

ew asset classes or investment strategies

Real estate
Hedge funds

Private equity

M arket timing & the "new" TAA

"All-w eather" portfolios

Alaska State Pension Investment Board

by

Sponsors

ed the

plans:

assumptions driving their allocations.
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Asset Class Round-Up

N o easy answ ers - Issues & Q uestions
« Bonds?
- Yields are well below 5% , and not likely to rise m uch. M arket suffered a
violent correction last July, as prices plum m eted and yields shot up. The

"best case" for bonds is a weak recovery, where consumers lose
confidence and the Fed holds off raising interest rates - not exactly fertile

ground for strong returns in any part of the capital m arket.

. High Yield?

- Current pricing is still som ew hat attractive by historical standards - 4 .5%
premium over Treasuries - but the big gains m ay have already happened.

- Com panies that survived should do well as the economy expands.

- Defaults soared during the recession -10.5% of below-investm ent grade
com panies defaulted in 2001, 8 .4 % in 2002. Rate for 2003 will be close to
6 % , long-run average is below 4 %

- If growth rem ains slow and inflation is absent, credit problem s m ay linger.

One more accounting scandal...

Alaska State Pension Investment Board



Potential Mixes For IAC Discussion

Alaska State Pension Investment Board



Efficient Frontier Segment

Note the use of constraints & "set aside"

Portfolio

Component Set Aside Max
Large -Cap ;' 0 10C
Small Cap

International Equity
Domestic Fixed
Non US$ Fixed

Real Estate
Private Equity
Casl*Equivalents
High Yield
Absolute Return

Other (Agriculture & Energy) 3
100 7 100 100

Totals

Expected Return
Standard Deviation

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.

aska State Pension Investment Board



E fficient Frontier Segm ent

TRS & PERS

Efficient Frontier

8.20
8.10
8.00
c
1S
S
T 7.90
¥ .
§e] .
% Please note that this graph represents
2 7.80 only a small portion of the efficient frontier.
£
The "ether" assumptions are "real estate"
7.70 like in terms ofrisk and return. The correlations
are similar but not identical lo those used for TIPS.
760 The "other" weighting was "set aside" while
' Current Private Equity, Absolute Return and High
Yield were constrained in the optimization.
7.50
10.80 10 11.40 1.70 12.00 12.30 12.60 12.90

Projected Risk

2'hU Kflicicut I'ronlicr Current Proposed

Alaska State Pension Investment Board 20



Range of Returns & Threshold Return Probabilities

« 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 ona much longer horizon

- One way to make the assumptions comparable Is to consider
"expected"’ real returns. A7.60% nominal return would be
consistent with a 5% expected real return.

- W& have plotted two threshold return lines on each of the graphs.
Ore illustrates the probability of each mix producing a return of
7.6% while the other illustrates the prolability of achieving an
8.25% annual return.

Alaska State Pension Investment Board



1 -Year Range of Return Com parison

Range of Projected Rates of Return
Projection Period: 1year
Optimization Set: 2004

30%
o
20%
(@]
A 10%
(@)
ez}
DC
Tz
3
C 0%
(10%)
RS/PERS Proposed
10th Percentile 23.57% 23.94%
25th Percentile 15.78% 16.03%
Median 7.70% 7.84%
75th Percentile 0.18% 0.22%
90th Percentile (6.13%) (6.17%)

Alaska State Pension Investment Board



This graph
demonstrates that the
proposed policy has a
52% probability of
achieving a 5-year
return of 7.6% or
greater. The current
policy has a 51%
probability.

Alaska State Pension Investment Board

18%

16%

14%

§2 12%
(@]

10%

& 8%
(o]

ra 6%

kL 4%

2%

0%

(2%)

10th Percentile
25th Percentile
Median

75th Percentile
90th Percentile

ive Year Horizon
niFIm TUUKMKHBI

Range of Projected Rates of Return
Projection Period: 5 years
Optimization Set: 2004

4> 47
S.2Vv
7
1

TRS/PERS Proposed
14.53% 14.76%
11.24% 11.43%
7.70% 7.84%
4.27% 4.36%
1.28% 1.33%



10-Year Range of Return Com parison

sM C30lI
Range of Projected Rates of Return
rojection Period: 10years
Optimization Set:
14%
C
a
ao
gJ
2%
TRS/PERS Proposed
10th Percentile 12.48% 12.69%
25th Percentile 10.19% 10.36%
Median 7.70% 7.S4%
75th Percentile 5.26% 5.37%
90th Percentile 3.12% 3.19%

Alaska State Pension Investment Board



Investm ent Returns and Funded S tatus
aMttKknaBtaaMi N 'mmm- | HINWIHTT e— mall] mm!!e (1]
PERS: Cumulative Change in Funded Ratio (MVA)
40%

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

Alaska State Pension

-18.5%

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

m Change in Actual MVA Funded Ratio due to liabilities

0O Change in Actual MVA Funded Ratio due to assets

Mercer Human Resource Consulting

Investment Board

IinilB I
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Changes in Funded Status - PERS and TR S

o- | * znz . Z—e — - u- - r-*Ace r=~wex/uir
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January |.-'H'S Piee: .
Jnnn.iry 3. 30Vi
M» Melanie Millhom Ms Melanie Millhom
Diiectur ol Retirement and Benefit* Slate of Alaska
Male of Alicia
I/cpnrtmcenl o f Administration
O tuon o Fetirement and Berrtt Healili experience and clurrycs in heal’® jixsumptimt* were relativelﬁ Lirye contribuiors to die
e WK WU aiM.i deeline it funded rinitis Hener | improvements also contributed to the decling. Pur ixith Sedans,
E{Ian elunger include benefit ntiprosenunls enacted by the Icuisldturc. 0> ssell u a.l-hm Post-
ciircmeni Pension Adjustments (PHPAS).
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10th Percentile
25th Percentile
Median

75th Percentile
90th Percentile

Range of Returns

Proposed

23.94%
16.03%
7.84%
0.22%
-6.17%

(in dollars)

PERS

$8,185,108,000
Gain/(Loss)

1,959,514,855
1,312,072,812
641,712,467
18,007,238
(505,021,164)

TRS
$3,913,423,000
Gain/(Loss)

936,873,466
627,321,707
306,812,363
8,609,531
(241,458,199)
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